ALASKA STATE LEG SLATURE
HOUSE LABOR AND COMVERCE STANDI NG COWM TTEE
March 18, 2009
3:20 p. m

VEMBERS PRESENT

Representative Kurt A son, Chair
Representative Mark Neuman, Vice Chair
Representati ve Bob Lynn
Representative Robert L. "Bob" Buch
Representati ve Li ndsey Hol nes

VEMBERS ABSENT

Representative M ke Chenaul t
Representati ve John Coghill

COWM TTEE CALENDAR

HOUSE BI LL NO. 30

"An Act repealing the defined contribution retirenent plans for
teachers and for public enployees; providing a defined benefit
retirement plan for teachers and public enployees; naking
conform ng anendnents; and providing for an effective date."

- HEARD AND HELD
PREVI QUS COW TTEE ACTI ON
BILL: HB 30

SHORT TITLE: REPEAL DEFI NED CONTRI B RETI REMENT PLANS
SPONSOR('s): REPRESENTATI VE(s) HARRI'S, HAWKER, MUNOZ

01/ 20/ 09 (H PREFI LE RELEASED 1/9/09

01/ 20/ 09 (H READ THE FI RST Tl ME - REFERRALS
01/ 20/ 09 (H L&C, STA, FIN

03/ 18/ 09 (H L&C AT 3:15 PM BARNES 124

W TNESS REG STER

REPRESENTATI VE JOHN HARRI S

Al aska State Legislature

Juneau, Al aska

PCSI TI ON STATEMENT: Presented HB 30 as one of the joint prine

sponsors of the bill.

HOUSE L&C COW TTEE -1- March 18, 2009



REPRESENTATI VE CATHY MUNQZ

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: Presented HB 30 and answered questions as
one of the joint prime sponsors of the bill.

REPRESENTATI VE PAUL SEATON

Al aska State Legislature

Juneau, Al aska

Testified and answered questions during the discussion of HB 30.
POSI TI ON STATEMENT:

| LANA BO VIE, Policy Analyst

National Institute on Retirement Security (N RS)

Washi ngt on D. C.

POSI TI ON STATEMENT: Testified during the discussion of HB 30.

KENDRA KLOSTER, Staff

Representati ve Cathy Minoz

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: Testified on HB 30 on behalf of one of the
joint prinme sponsors, Representative Cathy Minoz.

LARRY SEMVENS, City Manager

Cty of Soldotna

Sol dot na, Al aska

PCSI TI ON STATEMENT: Testified and answered questions during the
di scussi on of HB 30.

ACTI ON NARRATI VE
3:20: 35 PM

CHAIR KURT COLSON called the House Labor and Commrerce Standing
Commttee neeting to order at 3:20 p.m Representati ves Buch

Lynn, Holnes, Neunman, and O son were present at the call to
order. Representatives Doogan and Harris were also in
at t endance.

HB 30- REPEAL DEFI NED CONTRI B RETI REMENT PLANS

3:20: 58 PM
CHAI R OLSON announced that the only order of business would be

HOUSE BILL NO 30, "An Act repealing the defined contribution
retirement plans for teachers and for public enployees;
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providing a defined benefit retirenent plan for teachers and
public enployees; making conform ng anmendnents; and providing
for an effective date."

REPRESENTATI VE JOHN HARRI'S, Al aska State Legislature, offered a
brief overview of HB 30. He stated that HB 30 relates to the
defined contribution (DC) retirenent system versus defined
benefit (DB) retirement system for state and nunici pal

enpl oyees, teachers, and others in the system He recalled
state enployees historically have had a defined benefit
retirement plan (DB). A few years ago the legislature took
action to change to a Tier 1V, defined contribution retirenent
plan (DC). Thus, all new |l egislators and state enpl oyees are on
a DC plan. He opined that the state reviewed its retirenment

pl ans, held nuch debate, and voted to support a DC retirenent
pl an.

3:24:00 PM
REPRESENTATI VE HARRI S identified one reason that the |egislature

voted for a different retirement system was that state debt for
the system could not be repaid and the state was accruing too

much debt. He related that HB 30 was introduced to begin
di al ogue again. He recalled that the governor nmade strong
statenments against the DC plan. He related his understanding

that the governor is interested in HB 30. He said he hopes to
have the administration involved in the process and antici pates
that reviewing the retirement plan will be a two-year process.

3:26:01 PM
REPRESENTATI VE HARRIS said that he would |ike honest dialogue

about which system is best for the state and state enployees.
He opined that this is a big issue and relates to recruitnment

issues as well as how to retain enployees. He said he
anticipates that the Al aska State Trooper nmanagenent and unions
may al so discuss issues they have had. He said he also hopes
the commttee wll give the bill serious consideration. He

i ndi cated Representative Seaton is present and was involved in
the details of the issues of DC plan versus the defined benefit
pl an and wel coned his experti se.

3:27:55 PM

REPRESENTATI VE NEUMAN recall ed the governor discussed this issue
during the canpaign. He inquired as to whether Representative
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Harris has personally held conversations with the adm nistration
on HB 30.

REPRESENTATI VE HARRI S offered that he has nmade overtures to the
Conmi ssioner of Departnment of Adm nistration. Thus far, the
official position is the departnent wll exam ne the issue. He
related his understanding sonme wunofficial views are that the
Department of Admnistration (DOA) commssioner is not too
excited about the bill, but understood others in the DOA are
nor e supportive.

3:30: 05 PM

REPRESENTATI VE CATHY MUNQZ, Al aska State Legislature, introduced
her staff, Kendra Kloster. She stated that HB 30 does three
t hi ngs. First, it would return the retirenent system to a DB
system Next, it would provide a tine certain for current DC
enpl oyees to opt into the new system Finally, it would
preserve the Al aska Retirenent Managenment Board (ARM. She

mentioned that when the Teachers Retirenent System (TRS) and
Publ i c Enpl oyees Retirement System (PERS) boards were dissolved
in 2005 wth the passage of Senate Bill 141, the Al aska
Retirenment Managenent Board (ARM was established. She opi ned
that the process for the new retirenent system was inconplete.
She surm sed that conflicting information nmade it difficult to
make a good decision and legislators were pressured to finish

the job. She acknowl edged that considering the bill was a
difficult process and she would probably not have had any
addi tional insight. However, she further opined the issue
remains unresolved and until the legislature can effectively

respond to its constituencies, the retirenent system wll
continue to be a litnus test for candi dates. Meanwhi l e, at all
| evel s of governnent dissatisfaction remains, yet Alaskans rely
on the work of teachers, firefighters, and other public
servants. She offered current statistics such that 73,000 are
menbers of the PERS and TRS systens and 11,600 are enrolled in
the new DC system She related that many of her constituents
are nmenbers of these retirenment systens.

3:33:18 PM

REPRESENTATI VE MUNOZ related that she has heard many of their
stories. She offered that young teachers have shared their
401(k) reports and the depressing results. Wen these teachers
extrapolate what they mght earn at retirenent tinme, they are
uncertain about their future. Wthout social security benefits,
governnment workers face a very uncertain future, she opined.
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She related that their stories notivated her to attenpt to
restore a nore reliable pension system In 2005, the state's
unfunded liability led to a change in the retirenent system as
well as concern for rising costs across the country. However,
the state’s unfunded liability is not a function of which type
of retirement plan is in place. I nstead, the state’ s unfunded
liability is a result of it not meking adequate investnents in
the retirenent plan. She surm sed that during the 1990s gross
m scal cul ati ons were made for the anmount of funding necessary to
fund the state enployees’ retirenent systens. Over tine, she
related, the state’s unfunded liability has escal at ed.

3:34:45 PM

REPRESENTATI VE MUNQZ offered her belief that one far reaching
aspect of Senate Bill 141 cane to light after the bill was
signed into |aw She explained at two ARM Board neetings the
| ongtime investnent consultant told the board that since the DB
plans were essentially closed, very soon the rate of return
assunption would need to be reduced as the asset allocation

investments will need to be geared toward nore liquidity and
|l ess towards volatility. She opined that a |lower rate of return
on investnents will inpact the state’s unfunded liability due to
the DC retirenent plans for state enployees. She nentioned that
in 2005 the debate on Senate Bill 141 surrounded the higher
costs of the state’s Tier | retirenment plan. She pointed out
that the system had changed to a Tier Il retirenent plan well
before 2005. She offered that West Virginia faced simlar
i ssues. She highlighted that due to its state’s unfunded

liability of approximately $5 billion Wst Virginia (W) closed
its DB retirenent plan in 1991 and switched to a DC retirenent
system Representative Minoz stressed |ike Al aska, W/
supporters expected the state’'s unfunded liability to dimnish.
However, twelve years later, in 2003, W’s unfunded liability
continued to grow and 70 percent of retirees had insufficient
retirement funds. By 2007, the average annual returns for
teachers in the plan trailed simlar DB plans by 69 percent.
She concluded by stating the greatest advantage of a DB
retirement system is the opportunity to pool risks. I n doing
so, investnments can be calculated to ensure all retirees would
receive a nonthly pension. She acknow edged retiree life spans

are uncertain. Thus, the beauty of a DB retirenent system is
that enpl oyees do not need to save as if they will live to be
100 years old. | nstead, enployees’ risk is pooled anong all

retirees and new hires provide the best source of cash flow, she
opi ned.
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REPRESENTATI VE MUNQZ enphasi zed that the current DC retirenent
plan is the single issue nost often raised during her canpaign

and is the reason she introduced the bill. She said, “After
heari ng many personal accounts, | am convinced it is the right
thing to do.”

3:38:35 PM

REPRESENTATI VE NEUMAN recalled the discussion to change to a DC
pl an. He said, “It was a long hard bloody fight.” He further
recalled that the state was facing a $16 billion debt and the
| egislature needed to “stop the bleeding.” He related his

understanding that with guaranteed benefits under the DB plan,
the state nust pay the costs. He offered his belief that nobody
in the private sector nust do so. He highlighted that as the
state made reductions in enployee benefits such that it has
nmoved from Tier | to Tier IV retirenent plans. He inquired as
to whether the state shoul d guarant ee paynents.

REPRESENTATIVE MJINQZ answered that the legislature should

perform an analysis between the Tier |1l and DC plans. The
analysis needs to be perforned since it is hard to rely on
i nformation currently avai |l abl e or on t he i nformation

| egislators received at the tine the decision was made to change
to a DC retirenment plan.

3:41: 31 PM

REPRESENTATI VE NEUMAN renmarked that the |egislature reviewed
analysis during the nonth |long special session it spent on the
i ssue. He referred to a study conpleted by the University of
Al aska Anchorage, Institute of Social and Econom c Research
(ISER) that identified salaries and benefits were the nunber
five reason why teachers did not stay in rural conmunities. He
recalled the quality of life and simlar itens ranked higher in
the study. He recalled one argunent for a DB plan was that the
state cannot attract enployees due to the retirement system He
opi ned that he does not agree with that statenment since the |SER
studies did not support this.

3:43: 07 PM

REPRESENTATI VE MJUNOZ recalled a recent conversation wth a
Departnment of Transportation & Public Facilities (DOT&PF)
engi neer who stated the current conbined salary and retirenent
benefits package could not attract engineers to fill critical
posi tions. She related that the DC plan was inplenmented in
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2005. Thus, only three years has lapsed so it is difficult to
assess the issue of attracting and retaining enployees.
However, she related her wunderstanding from discussions wth
vari ous departnments that they have difficulty in filling job
vacanci es.

REPRESENTATIVE NEUMAN referred to the state’'s policy for
rehiring public enployee retirees. He opined the policy did not
seem to be a good policy in ternms of “building a bench” by
pronoting |ower |evel enployees. He indicated that people who
retired were rehired to do the sanme job but did not pay into the
retirement system Thus, the practice conpounded the problenms
since the workforce stayed at the sanme level, but fewer
enpl oyees paid into the system

REPRESENTATI VE MUNCZ responded that the DB system is a closed
pl an, so new enrollees do not contribute to the DB plan. She
opined this causes the state’s wunfunded liability rate to
increase since the expected rate of return on the retirenent
plan investnment is reduced. She related the current rate is an
expected rate of 8.25 percent over the last 10 to 20 years.

However, the expected rate will be reduced since the ARM board
will be conpelled to invest in nore liquid and stable
i nvest ments. She enphasized that wll add to the state’'s

unfunded liability. She highlighted that is one problem with
the current system

3:46: 31 PM

REPRESENTATI VE NEUMAN inquired as to whether rehiring retired
public enpl oyees creates a problemfor the retirenent system

REPRESENTATI VE MUNQZ indicated she had been speaking to the
issue of not having new enrollees paying into the plan. In
further response to Representative Neunman, Representative Minoz
offered to contenplate rehires and she offered to coment |ater.

3:47:19 PM

REPRESENTATI VE NEUVAN recall ed hearing that if the state were to
revert to the Tier 1Il retirenent system the automatic
inplication would be that an enployer contribution wll be

deposited into the enployee’'s retirenent system He descri bed
his wife's experience as a union enployee for the United Food
and Commercial Wrkers International Union (UFCW. He stated
that she receives a paycheck but funds are not contributed to
her retirenment system
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REPRESENTATI VE MUNQZ offered her belief that the DB plan has
“l ost steanf but not as nmuch as the DC plan. She related her
understanding that the DC | osses were approximtely 30 percent,
whereas the DB plan | osses were about 20 percent.

3:49: 00 PM

CHAIR COLSON pointed out that enployees affected by the state’s
retirement plans represent approximately 25 percent of the
wor kforce in the state. He related his understanding that the
remaining 75 percent of Alaska' s enployees have individual
retirement accounts (IRAs), Sinplified Enployee Pensions (SEPs)
pl ans, or have no retirenent plan at all. He nentioned the
state does not have a state sales or income tax either. He
opined the state has saved over $200 million since switching to
the DC plan. He offered his belief that the state’ s unfunded

liability was also reduced to $7.5 billion. He further opined
that in order to reduce the state’'s unfunded Iliability, the
state would need to use general fund dollars. He recalled that
$550 mllion has been appropriated. However, the state’s

unfunded liability has continued to rise to approxinmately $10.5
to $11 billion. He reiterated that the plan applies to Iless
than 25 percent of the state's workforce, which is a relatively
smal | segnment of the workforce.

CHAIR OLSON recalled a discussion wth [ocal gover nnment
officials in his district, who indicated that they have not had
problens filling job vacancies or positions under the current DC
pl an.

REPRESENTATI VE MUNQZ responded that as the enployer, the state
must consider issues which pertain to state enployees. She
mentioned that state enployees do not receive social security
benefits, although private sector businesses pay into the
federal social security system In “looking at the big
picture,” the goal should be to provide a state retirenment plan
that is predictable. She stated that HB 30 is the top priority
of public enployee groups in her district, which is the reason
she has sponsored the bill.

3:53: 07 PM
CHAIR OLSON opined that if he were a Tier Il enployee who had
m ssed opting into Tier | retirenment benefits he would be

concerned as a Tier |V public enployee who mssed opting into
Tier 11l retirenent benefits. He remarked that the state has
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changed its system approxi mately every ten years, although Tier
| retirement system was in place about 26 years before the Tier
Il retirement plan was adopted. He further opined that the
reasons for the changes to the state’'s retirenment system were to
keep the system conpetitive and to save noney for the state. He
indicated that his vote on Senate Bill 141 was the hardest vote
he has nade as a | egislator.

REPRESENTATI VE LYNN said, “I said go, go, go. Keep defined
benefits.”

3:54:23 PM

REPRESENTATI VE MJUNQZ said she appreciated the difficulty for
| egi slators when considering the DC retirenment plan. She
remarked that she is not trying to be critical. She said she
was not a nenber of the legislature in 2005 and cannot predict
how she would have reacted. She said, “lI do not think given

what we know today, that it was the right thing to do at the
tinme.”

3:54:58 PM

REPRESENTATI VE DOOGAN related that the vote on Senate Bill 141
al so predates his service to the state. He offered his belief
that cost needs to be considered when attenpting to evaluate
retirement systens. He related his understanding that would
require analysis of the relative cost of the DB retirenent
system which is Tier IIl for the PERS and Tier Il for TRS. | t
would also require evaluating current DC retirenment system
which is Tier IV for PERS and Tier 1l for TRS. He inquired as
to whet her any such eval uati on has been conduct ed.

3:56:11 PM

REPRESENTATI VE MUNQZ recalled enployer statistics but she did
not recall that any in-depth analysis was perforned. She agreed
that such analyses would assist the state to nmke an inforned
deci sion of whether to reopen and reestablish the DB retirenent
pl an.

REPRESENTATI VE DOOGAN related his understanding that it would
al so be helpful to determ ne whether nore people are |eaving the
state, and if it is harder to obtain new enpl oyees under the DC
plan. He said he hopes the legislature will have access to that
i nformation. He opined that any retirenent systemis a bal ance
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between what it wll cost the enployer, and the enploynent
effects. He surm sed there would al so be ot her considerations.

REPRESENTATI VE MUNQZ agreed that a nunber of issues should be
anal yzed and incorporated into an accurate study, such as direct
and indirect costs.

3:58: 39 PM

CHAIR OLSON recalled discussions with the admnistration on a
nunber of occasions and offered his belief that he received
accurate answers. Currently the administration has not taken an
official position on the issue. He opined that several years
ago the admnistration actively pushed in one direction. He
observed that this adm nistration has been nore consensual .

REPRESENTATI VE MJUNOZ comented that she did not nean to
di sparage the current adm nistration. She sinply would like to
“see those nunbers and that analysis,” which she related would
be very hel pful.

CHAIR OLSON referred nenbers to a one-page analysis from
Legislative Research in the commttee packets which provide
information fromthe adm nistration

3:59:38 PM

REPRESENTATI VE PAUL SEATON, Alaska State Legislature, agreed
that he would also like to see the analysis perfornmed. He
opi ned one reason the system was changed was that the state was
not able to fill vacant positions such as electrical workers,
speci al education, or other teachers under Tier IIl retirenment
plan. He related that is still the current conplaint, and sone
suggest reverting back to Tier 1Il retirement plan will cure the
pr obl em He affirmed that research would be helpful. He

inquired as to whether new enpl oyees represent the best choice
of cash flow for the state.

REPRESENTATI VE MUNQZ clarified the rate of return on investnents
by the ARM board is currently about 8.25 percent. Since the DB

plan is a closed plan, the expected rate of return wll be
reduced over tine to about 6 percent. She specul ated the
difference will be significant, perhaps nore than $1 billion

dollars will be added to the state’s unfunded liability.

REPRESENTATI VE SEATON said he was relieved that the state was
not asking its enployees to nove to the federal social security
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system He recalled that during consideration of Senate Bill
141 in 2005, the state hired Mercer Hunman Resource Consulting
(Mercer), followed by Buck Consultants (Buck). He further
recall ed both consultants analyzed an alternative nethod. He
stated the nost recent predictions are that the state’s unfunded
liability was probably even larger than either Mercer or Buck
had predicted. He offered his belief that the legislature tried
to obtain accurate analysis. He recalled that at 8.25 percent,

the projections were $30 billion to pay schedul ed paynents of
$45.5 billion, which left us at $15.6 billion of schedul ed
paynment s. He stated that sone question exists about returning

to the prior retirement system that would create new state
unfunded liability. He opined that if the only way to reduce
the unfunded liabilities would be general fund dollars, that
woul d inpact future budgets. He inquired as to how to bal ance
consideration of the retirenent system with the prospect of
unfunded liabilities with other inportant needs of Al askans.

4:03: 27 PM

REPRESENTATI VE MUNQZ offered her belief the state's unfunded
l[iability is not a direct function of whether it has a DC or DB
retirement system Instead, the state’s unfunded liability is a
direct function of investing the anount recomended by the
actuaries into the state’'s retirement plan. She reiterated that
the rate of return on closed plans will add to the state’s
unfunded liability. She recalled that Wst Virginia (W) was
conpelled to go back to a DB plan. She further recalled that W
did not reduce its unfunded liability under a DC plan. |nstead,
W/ s unfunded liability continued to worsen. She opined that a
DB retirenent plan is not directly linked with increased state’s
unfunded liability. She nmintained her belief that funding the
DB retirenment plan neans investing the proper anmount recomrended
by the actuaries into the retirenment plan.

4:04: 53 PM

REPRESENTATI VE SEATON recalled stock market fluctuations only
anmounted to 11 percent of the state’'s unfunded liability. He
surmsed that the mjor portion of the state’s unfunded
liability is due to people living |onger. Thus, health care
costs subsequently increase, which he recalled was the source of
the 56 percent of the state’'s unfunded liability. He opi ned
that the DB system is exclusively the cause of the state's
unfunded liability. He related that under a DB systemthe state
guarantees to pay a certain anount, regardless of the cost, and
burgeoning health care <costs add to the state's unfunded
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liability. He related that when people live |longer, the DB plan
continues to pay out retirenent benefits to retirees, which
increases the state’s unfunded liability. He offered that under

a DC plan a specific anmpbunt is contributed, which limts the
unfunded liability. He enphasized that the state’'s unfunded
l[itability is exclusively the result of a DB plan, in fact, is

the definition of defined benefits.

4:07:01 PM

REPRESENTATI VE SEATON stated that the ARM board relies on
structured investnent advice. The mpjority of PERS and TRS
Boards cases represented the adjudication of challenges. He
inquired as to how the current investnent board wll spend 80

percent of its time on PERS and TRS clainms since qualifications
for the ARM board do not provide that expertise.

REPRESENTATIVE MJUNOQZ opined that the current ARM Board is
working well, which is one of the nobst positive results of
Senate Bill 141. She related her understanding that the
Department of Revenue conmissioner is also involved in the
appeal s process. She said she cannot answer the specifics, but

offered to provide the information |ater. She further related
her understanding that all parties seem happy wth the
structure.
4:08: 28 PM

REPRESENTATI VE BUCH said he welcones discussions on these
i ssues. He opined that a major conponent of the retirenent
system issue is the enployer contribution rate. He recalled in
the early 1990s, changes were nmade to enployer contributions.
He said that he agrees with Representative Seaton’s assessnent
of the task before the |egislature. He related his own
retirement plan elimnated health care benefits. He recalled
that every state has suffered, driven by health care costs,
whi ch he characterized as divisive. He stated when people turn
65 years old they are mandated to use Medicare, which is
essentially socialized nedicine. He further opined the current
health care system needs to be revanped. He related that the
process of evaluating retirenent benefits will likely be a |ong
endeavor and he offered to “roll up his sleeves.”

4:11:14 PM

REPRESENTATI VE DOOGAN offered his belief that the state has two
roles, one as the payer and the other as the enployer. He
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offered that the two roles may be in conflict. He rel ated that
one goal of this commttee should be to bring those two roles
into alignment to the extent possible. He pointed out his
di scovery does not persuade him one way or the other. He
recal l ed someone once said the nost difficult decisions are not
between a right and a wong but between two rights.

4:12:35 PM

| LANA BOVIE, Policy Analyst, National Institute on Retirenent
Security (NIRS), stated that she hopes the commttee finds the

NI RS research hel pful. She referred to a PowerPoint previously
distributed to the commttee |abeled “Pensionomcs” and “A
Better Bang for the Buck”. She explained that the first few

slides provide background information on the N RS. She rel ated
that “pensionomcs” refers to neasuring the econom c inpact of
state and | ocal pension pl ans.

M5. BOVIE referred to slide 5, l|labeled “Wy we did This Study”
and related that the NRS wanted to neasure the “economc
footprint” of state and | ocal pension plans to quantify how nuch

and where pension benefit expenditures nmake an inpact. She
related that econom sts know defined benefit (DB) plans act as
an “automatic stabilizer” for the econony. She expl ai ned that

retirees with a reliable pension can maintain spending for basic
needs even in tough econonmc tines. Thus, the report provides a
sense of stabilizing effect state and | ocal pensions may have on
the U S. econony.

M5. BOVIE explained the report conpiled state-by-state data
conpiled in state fact sheets. She reviewed NIRS' s findings in
Al aska, and referred to slide 6, titled “Wat W Found -

National ly”. She stated the NIRS found a large footprint,
specifically in 2006, when expenditures of state and | ocal
retirement benefits supported 2.5 mllion jobs nationw de that
paid $92 billion in income which supported $358 billion in
economc output with $186 billion in “value-added” and $57
billion in federal, state, and |ocal tax revenue.

M5. BOVIE referred to slide 7, titled “What W Found — Al aska”.
She related in 2006, retirement benefits supported 6,270 jobs
that paid $385 mllion in income, $1 billion in econom c output
statewi de, and $155 mllion in federal, state, and l|ocal tax
revenue. She explained Al aska also had a significant nmultiplier
effect, such that for every $1 paid out in benefits $1.25 in
total output was generat ed. For every $1 contributed by Al aska
t axpayers to pensions, $6.35 in econom c output was generat ed.
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M5. BOVIE referred to slide 10, titled “Overview of State and
Local DB Pensions in Alaska” which provides background
i nformation. She referred to slide 11, titled *“Financing of
State and Local Pension Plans in Alaska” denonstrates the
fundi ng sources for Alaska’s pension plans. She offered that 82
percent is garnered from investnent earnings and enployer
contributions made between 1993 and 2006. She pointed out that
the chart denonstrates investnment earnings which provided nearly
70 percent of the retirenment benefits.

MS. BOVIE referred to slide 15, titled “Al aska Results: Tot al

Econom c | npact”. She opined that purchases have a ripple
effect through the state’'s econony, so one person’ s spending
beconmes anot her person’s incone, which is magnified by
subsequent expendi tures. She referred to slide 21, titled
“Concl usi ons”. She related that state and |ocal pension plans
have a large economic footprint in the U S and Al aska. She

reiterated that state and | ocal pensions have significant ripple
effects such that one retiree’s spending beconmes another
person’s incone. She further opined that state and | ocal
pensi ons have sizeable nultipliers.

M5. BOVIE referred to slide 22, also titled “Conclusions”. She
stated that state and |ocal pensions provide a critical source

of reliable incone for 7.3 mllion retired Americans and 35, 000
retired Al askans. She enphasized that pensions support the
macro econony and support 6,270 Alaskan jobs, $358 billion in
national activity, and $1 billion in Al aska econom c benefits.

She opined that pensions are “automatic stabilizers” since
retirees spend noney on basic needs whereas people in a 401 (k)
pl an defer their spending. Thus, the retirees tend to stabilize
the econony and act as a stimulus during tough economc tines,
she concl uded.

4:18: 27 PM

M5. BO VIE expl ained that the second part of the study is titled
“A Bigger Bang for the Buck”. She recalled clains that “DC
pl ans save noney.” She offered that the NIRS wanted to address

the claimby evaluating retirenment benefits costs for the DB and
DC pl ans. She explained that the NIRS worked with a pension
actuary and perforned an “apples to apples” conparison of the
two plans for any given benefit |evel.

M5. BOWVIE referred to slide 26, titled “Results: VWhat We
Found”. The NIRS determ ned that the DB approach is nore cost
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effective than the DC approach for three reasons. First, the DB
pensi on pools longevity risks so that the plan can save for the

average |ife expectancy. Secondly, the DB pension plans
maintain a better diversified portfolio and do not need to make
nore conservative investnents. Thi rd, DB pension plans

consistently achieve better investnent returns.

M5. BOVIE referred to slide 27, titled “DB Plan Can Deliver
Sanme Benefit at About Half the Cost of DC Plan”. She pointed
out that the chart denonstrates the DB plan offers a 46 percent
savings over the DC plan. She referred to slide 28, titled “DB
Plan Can Do Mire with Less” which is for nenbers’ reference.
She concluded by stating the DB plan has built in economc
efficiencies and provides a “better bang for the buck” in terns
of savings for taxpayers. She highlighted that clearly cutting
enpl oyee benefit levels will always save noney, no matter what
retirement system is used. However, this study shows that for
any given benefit level, the DB plan is the npost cost efficient
retirement plan.

4:20: 45 PM

REPRESENTATI VE SEATON referred to slide 27. He remarked that
t he slide st ates “Less Bal anced Per f or mance and Lower
Ret ur ns/ Hi gher Fees”. He inquired as to whether the NRS

reviewed the Alaska retirenment system or DC plans in general
such as a 401 (k) or another plan that allows enployees to
direct their own investnents.

M5. BOVIE recalled that the NIRS used their own scenario and
nmodel s for both the DB and DC plans. She referred to slide 29,
titled “Methodol ogy: Wiat W Did” and stated that the nodel was
based on a scenario in which 1,000 fenale teachers worked for 30
years and using a final salary of $50, 000.

REPRESENTATI VE SEATON recal |l ed several analyses that exam ned a
DC plan and the historic lesser return rates. He pointed out
that in Al aska a person cannot invest their own retirenent funds
but nmust choose between professionally nanaged accounts wth
di fferent rmethodol ogi es. He reiterated that Al askan retirees
cannot direct their own portfolio. He related his understanding
that the DC plans were nuch | ower. He inquired as to whether
the NRS reviewed historic views of all DC plans, not
professionally managed account, but only portfolio managed
accounts.

4:22:55 PM
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M5. BOVIE recalled that the NIRS used a difference of 80 basis
points or approximately .8 percent per year, which represented

the lower end of the spectrum She explained that the NRS
performed a brief review of estimates ranging from 80 to 200
basis points. Thus, the NRS selected the |ower range of

estimates to arrive at the difference between the returns for DB
and DC plans. She noted wth interest that the DC accounts are
professionally managed in Al aska. She affirmed that it would be
interesting to do a study solely in Alaska. She countered that
pr of essi onal managenent may still not take advantage of
econoni es of scale the DB plan woul d achi eve, such as investnent
opportunities that very large pools of funds have access to
which are not likely to be available to smaller investors. She
surm sed that the gap would likely be much snaller, but she said
she imagi ned a gap mght still exist.

REPRESENTATI VE SEATON inquired as to whether the DB plan takes
into account state’'s unfunded liability. He inquired as to
whet her the scenario assunmed contributions were nade at the
appropriate level, but pointed out that would also change when
ci rcunst ances change. He inquired as to whether he was “m ssing
somet hi ng.”

M5. BOVIE agreed the nodel was an idealized view of both
structures. She explained that for the DB plan, NIRS arrived at
the 12.5 percent payroll but did not differentiate between
contributions nmade by the enployer or the enployee and also
assumed deposits were consistently nade. The analysis of the DC
cost of 22.9 percent did not consider any unfunded liability.
She offered that consideration of unfunded liability was beyond
the scope of the study. She said, “It’s kind of I|ike an
i deal i zed setting. Everyone’s going to get to that retirenent
| evel, but how much does it take to get them there, year to
year.”

CHAI R OLSON responded, “I think that’s the big question.”
4:26: 04 PM

KENDRA KLOSTER, Staff, Representative Cathy Minoz, Al aska State
Legi sl ature, speaking on behalf of a joint prine sponsor of HB
30, Representative Cathy Minoz, referred to the Buck consultant
letter dated February 12, 2009, which conpares the state's
defined benefit plan and DC pl an. She referred to page 1, to
enpl oyer’s contributions. She related that the costs for the DB
plan for Tier 11l were 10.95 percent, while the costs for the DC
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plan were 9.23 percent. Thus, the DB plan costs were higher.
She referred to page 2, and related the TRS costs under the DB
plan were 8.96 percent, but under the DC plan were 11.4 percent.
Thus, t he overal | pensi on pl an enpl oyer contributions
differences were less than one percent between the retirenent
pl ans. She enphasized that this data was derived from Buck
Consul tants, but the adm nistration has reviewed the information
and agreed with the analysis. She related that she would not
review the sectional analysis of HB 30, since nost nenbers are
famliar with the bill.

4:29:07 PM

REPRESENTATI VE  SEATON referred to page 1 of the Buck
Consultant’s letter dated February 12, 2009 to the DB plan
enpl oyer normal cost rate contribution rate of approximtely
t hree percent. He inquired as to whether this refers to the
aver age cost. He opined that neans a five percent contribution
could be nmade into the health reinbursenent account (HRA)
depending on where the enployee is in terns of his/her
| ongevity. Thus, the average overall anount would be three
percent . However, he recalled that federal Ilaw requires
everyone to be treated the sanme. He surnised that new enpl oyees
would initially receive alnost five percent in their HRA which
will grow over tine and have a nuch greater effect.

4:31:17 PM

LARRY SEMMENS, City Manager, City of Soldotna, provided a brief
work history, offered that he previously served as the city
manager for eight nonths, was the finance director for Cty of
Kenai for 12 years, and held various other positions in the

finance departnment at the Kenai Peninsula Borough. He offered
that he served as a trustee of the ARM Board, but due to a
technicality, he is no longer eligible to serve. He | amented
that he can no longer serve on the ARM board, which he found
very rewarding. He indicated that he has extensive know edge
PERS and TRS retirenment systenms and is also a certified public
accountant (CPA). He read from a prepared statenent,

occasionally providing additional conments. He said:

My nane is Larry Semmens and | am the Cty Manager of
the Gty of Soldotna. | was also a Trustee on the
Al aska Retirement Managenent Board for the first three
years of its existence and have fairly extensive
knowl edge of PERS and TRS i ssues. | am a certified
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public accountant with over 25 years experience in
| ocal governnent in Al aska.

| am against repealing the pension plans comonly
known as the 'defined contribution plans' PERS tier IV
and TRS tier 111, which were effective July 1, 2006

| will refer to these plans as the DC plans, but in
reality these plans are blended plans that have both
defined contribution and defined benefits attri butes.

4:33:14 PM
MR. SEMVENS conti nued:

| want to say upfront that the Gty of Soldotna is not
havi ng problens hiring or retaining personnel with the
current Tier IV retirement plan. Since inplenmentation
we have successfully hired several police officers,
bot h i nexperienced and experienced, equi prrent
operators, and office personnel. The vacancies were
created primarily fromretirenents.

4:34:29 PM

MR. SEMMENS, in response to Representative Doogan agreed
that everyone’'s retirenent statenents |ook bl eak. He al so
poi nted out that one position the city was not able to fill
was its engineer position. He related that the salary was
not set high enough to attract an engi neer.

MR SEMVENS conti nued:

The reason | am against going back to the full DB
plans is that they are too costly and the total cost
cannot be known wuntil the last person in the plans
dies, let alone at the tinme wages are paid. Qur
current situation is a case in point. Prior to a few
years ago we were all blithely going along thinking
our pension plans were fully funded. Surprise - they
were not and recently the investnment markets have
dealt us another staggering bl ow. The result was, is
and may continue to be, skyrocketing contribution

rat es. Wth the DC plan the cost is known, the
enpl oyer pays it one tinme at the same tine that the
services are rendered. If we find it difficult to
hire enployees we will need to raise wages, but at

|l east that is a |local control decision

HOUSE L&C COW TTEE - 18- March 18, 2009



MR. SEMMVENS opined that he has always been in favor of
rai sing wages. He said he has favored the DC plan since it
was first discussed. He offered his belief that in order
for a public retirenment system to be conpetitive with the
private sector, wages also need to be conpetitive. The key
is wages. However, the level of wages for enployees is
under local control, and is not the result of a retirenent
system “waggi ng t he whol e deci si on-nmaki ng process.”

MR SEMVENS conti nued:

At June 30, 2007, which is the date of the | ast
Act uari al Val uati on, the total state’s unfunded
liability for PERS and TRS was $7.5 billion. Si nce
then investnent returns have not net the actuarial
assunption of 8.25 percent. Although we do not have a

nore current actuarial valuation, | think it is
reasonable to predict that the state’'s unfunded
ltability wll be wup at June 30, 2008 because

investnment returns were negative, about 3 percent.
That is over 11 percent short of the actuarial
assunpti on. This fiscal year investnment returns are
over 20 percent negative and if it doesn't turn around
| can absolutely predict that the state's unfunded
l[iability will be up at June 30, 2009.

4:37:26 PM

MR. SEMVENS added that the actuarial evaluation for June
30, 2009 wll not be available until April 2010, and the
rates will “kick in” in 2012. Thus, a long lag tinme exists
as a result of the investnent returns. He said:

This will put upward pressure on the 2012 contribution
rates. At June 30, 2007 total assets of the PERS and
TRS pension funds were $15.8 billion. At June 30,

2008 assets were $15.5 billion and as of January 31,
2009 the latest available financial statenents show
total market value of assets to be $12.1 billion, a
decrease of $3.7 billion since the |ast valuation.

Clearly, assets are going in the wong direction.
|deally we would have been nmaking progress on paying
down the state’s unfunded liability, but we have not.
| do not want to be critical of the investnent
performance, nearly every pension system in the
country is experiencing simlar returns.
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MR. SEMMENS acknowl edged that the investnent team is
phenonenal and are frequently in the top-tier. He related
that the whole country 1is experiencing problens. I n
response to Chair O son, he agreed the investnent team has
routinely outperfornmed the permanent fund. He said:

As an enployer | like the DC plan for the certainty of
cost that such a plan provides. The enployer is
responsible to pay the retirenent contribution one
time only and the cost is known.

MR. SEMMENS offered a scenario in which a city nanager
prepares a budget setting snow plowing costs at $800, 000
ten years later discovers the costs were actually $900, 000.
He sai d:

Ten years from now enployers will not be asked to make
additional contributions to cover investnent |osses or
for the many other reasons that DB pension plans

become underfunded. The private sector has fled DB
pl ans because they need to know how nuch it costs to
produce their products. They cannot go to their

custoner 10 years later and say they should have
charged them nore because it has cone to l|ight that
pensi on benefits earned back then actually cost nore
than they figured into the sales price. Shoul d the
public sector be any different?

Shouldn’t we tell our constituents how much it wll
cost to plow the streets or run the ice rinks wthout
the specter of revising that cost years later due to
changes in retirenment costs?

MR. SEMVENS opined that one would need to search |ong and
hard to find a private sector enployer who offers a

retirement plan simlar to the PERS Tier 1Il or the TRS
Tier Il retirement plans.
4:41: 37 PM

MR SEMVENS sai d:

Pl ease consider carefully before you nmake prom ses to
future enployees that the residents of Al aska wll
provide them with guaranteed retirenment benefits the
cost of which you cannot possibly know. M experience
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of the last several years tells nme that even the
experts may not be able to reasonably predict such
costs.

MR. SEMMVENS related that he has observed nmany actuari al

eval uati ons. He opined that one year they say one thing
and the next year they say sonething else. He opined that
it is not exact science. He stated he has heard the

process characterized as an art. He said:

Pl ease ask yourselves the question - is it right to
require future generations of Al askans to pay the cost
increases that seem to inevitably beleaguer defined
benefit plans?

MR. SEMVENS stated that he has been “in the business” for

25 years. He opined that his children will be responsible
for the cost of $10 billion in unfunded liability of his
retirement benefit. He said, “Personally, | don't think
it’s right.”
Maj or corporations have gone bankrupt due to their
inability to fund these pension plans. | am very
concerned that governnments are headed down the sane
pat h. | am very concerned that the Cty of Soldotna
will not be able to continue the service levels that

our residents enjoy today if our PERS contribution
rates increase any nore than they already have.
Remenber that in 2004 the PERS rate was about 6

percent, currently it is 35 percent. It is true that
currently the Gty s contribution rate is capped at 22
percent, but | wonder if the State will be able to

afford to pay the difference in 22 percent and the
actuarially required rate if State revenue streans
remai n under pressure. Usual |y sonething has to give
and it wouldn't surprise me if this rate went up in
t he next 5 years.

To nme, it seens unwi se and perhaps even irresponsible
to change course on our pension plans, especially now
when it is abundantly clear that investnent returns
are volatile and may not produce the returns that our

defined benefit plans depend upon. | magi ne the
contribution rates that will be necessary to pay off
the state’s wunfunded liability in the event that

investnment returns do not return to normal quickly.
Just last year the TRS rate was 54 percent of payroll.
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4:44:. 38 PM

MR. SEMVENS sai d:
The contribution of the State of Alaska and the
enpl oyer of a teacher naking $50,000 was $27,000 to
the retirement system This does not seem sustainable
to ne.

| would also ask that you consider carefully whether

it is right, in a noral sense, for you to prom se new
enpl oyees benefits that may be inpossible to pay for
30 to 50 years fromnow. |If the answer is yes, then I

must ask is it right, in a noral sense, to nake such a
prom se not knowing what future generations of
Al askans will have to sacrifice in order to pay for
this promse. This is the time for conservatism The
private sector has certainly enbr aced defi ned

contribution plans. You will be hard pressed to find
private sect or enpl oyers t hat of fer defi ned
contribution plans simlar to tiers Il and I11.

Please hold this bill in your conmttee and let the

rest of the US catch up to the pioneering and
difficult work that the Alaska legislature did when it
adopted the blended retirement plans we have now.
This is the fiscally responsible thing to do, and in
my opinion it is the right thing to do.

Thank you for hearing ne today. | would be happy to
try to answer any questi ons.

4:45:59 PM

REPRESENTATI VE SEATON referred to page 2, line 7 of HB 30, which
read, “The enployer shall transmt the contributions cal cul ated
in (a) of this section.” He also referred to page 2, lines 10,
which read: (1) the actuarially determ ned enpl oyer nornal cost
for the plan and all contributions required by the former AS
14. 25. 350 and by AS 39.30.370 for the fiscal year. He inquired
as to whether that refers to the full normal cost and the
contributions required under the forner DB plan would then “fal
back to the enployer” or if he is msinterpreting proposed
Section 4 of the bill.
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MR. SEMMENS answered that he was not able to interpret the

specific provision of the bill. He surm sed that enployers
woul d be responsible for the normal cost rate of past service
liability. He related the state makes paynments based on the

rate that the ARM board sets.
4:47: 25 PM

REPRESENTATI VE SEATON referred to the fiscal note which assunes
that the liability is 22.5 percent for PERS and 12.5 percent for
TRS. He offered his belief the liability supersedes |egislation
that would bring state’s unfunded Iliability <cost on the
enpl oyers.

REPRESENTATI VE SEATON next referred to a document in nenbers
packets titled, “Retention Rates as a Percentage: Conparison of
Final 2 years of Defined Benefit Retirenment Plan to the First 2
years of Defined Contribution Plan.” He referred to the |ast
two sets of boxes, and noted that the two year PERS retention
rate was 55 percent, and under the DC plan the rate was 57
per cent . He related that the TRS retention rate increased from
59 percent to 64 percent. He inquired as to whether M. Semmens
experienced simlar results in his experience.

MR. SEMVENS answered that the Cty of Soldotna has had severa
new Tier |V enpl oyees, but none have retired.

4:49: 33 PM

MR. SEMMENS, in response to Representative Doogan, explained
that state’s unfunded liability is the difference between the
actuarial value of the assets, which is slightly different than
the market value and the calculated liability, which is present
value for the benefits when due. He explained the job of the
actuarial is to calculate the liability. He related that it is
just an arithmetic calculation to determne the difference
bet ween the assets and the liability. He related a scenario in
which there is $25 billion in liability with assets of $15
billion. Thus, the state’'s unfunded liability would be $10
billion. He explained that each vyear results in either
l[iability or surpluses. The actuarial wll project over 25
years, simlar to a how a nortgage is calculated and wll arrive
at a rate. He opined that the normal rate for earnings
currently is about 14 percent, and the difference is the state’'s
unfunded liability, which would be paid off in about 25 years.

4:51:32 PM
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REPRESENTATI VE DOOGAN inquired as to whether his scenario was
based on assunptions of the cost of the retirement plan for a
specific set of beneficiaries for a specific tine.

MR. SEMVENS answered yes. He related that every single person
is reviewed by the actuarial during the process.

REPRESENTATIVE DOOGAN related his understanding that t he
assunptions represent an attenpt to determne the cost of the
pl an.

MR. SEMVENS agr eed.
4:52:20 PM

REPRESENTATI VE DOOGAN rel ated his understanding that the public
sector should not be treated differently from private sector.
He raised the question of whether a DB plan is an effective way
to retain state enployees who mght earn nore in the private
sector. He inquired as to whether M. Senmmens would advocate
payi ng the “market rate” for enpl oyees instead.

MR. SEMMENS answered if the state were to use a “market type” of
retirement systemthat it is likely the state would also need to
have “market type” of salary. He offered his belief the only
difference between the private and public sector is the “every
day health benefits” the public sector enjoys that the private
sector does not. He affirmed that Representative Doogan’ s point
was “right on.”

REPRESENTATI VE DOOGAN observed that if future generations mnust
pay for retirenment plans, the plans would probably be different
than the current generation of Al askans.

4:53:57 PM

REPRESENTATI VE BUCH asked if the actuarial history for the |ast
15 years was available. He inquired as to the state process for
determ ning enpl oyer contributions prior to enacting Senate Bil
141 in 2005.

MR. SEMMENS acknow edged that he ignored the actuarial process
for many years since the rates were |ow However, after the
state’s unfunded Iliability rose in 2002, he then becane
i nvol ved. He related his wunderstanding that the historical
process is simlar. He related that for 25 years the consultant
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was Mercer. The process was for the consultant to review
liability for each enployee and arrive at a liability nunber,
conpare the figure to assets, and arrive at an outcone that was
often fine. He opined that people questioned the assunptions
and a review actuarial was hired. I n 2005, another consultant
di sagreed with the assunptions the two other consultants used

That consultant increased the projections for the state’s
unfunded liability. He pointed out an actuarial gain in 2007,
when health care costs were found not rising as quickly as the
proj ections. He characterized the actuarial process as an
expensi ve and extensive review process.

4:56: 33 PM

CHAIR OLSON recalled that Mercer used an old table on Ilife
expect ancy. Thus, people lived longer so the anmobunt budgeted
was insufficient. The state’'s unfunded liability contribution
was also not sufficient, he related. He opined that the

consultant was not totally liable. He related his understanding
sone political judgnents were nade that also affected the
out cone. He offered his belief that the state is currently in
[itigation.

4:57:25 PM

REPRESENTATI VE BUCH related that he is able to serve in the
| egislature since he had a DB plan. He opined that the
difference between his retirenent system and the state’s system
is that his systemretains 10 or 12 actuarial firms and severa

firms conduct an assessnment every three nonths to further assess
the projections. He said, “The ones that don't perform are
gone.” Additionally, the actuarial firnms also project 100 years
out . He opi ned what happened to the state’'s unfunded liability
is aresult of Senate Bill 141. He recalled an earlier scenario
and comented that the snowpl ow budget is a function of the
weat her, whi ch cannot be predicted.

4:59: 07 PM

REPRESENTATI VE LYNN inquired as to why nunicipal enployees are
not paid the same wages as the private sector.

MR. SEMMENS answered one reason is that the public sector
provi des other benefits. Thus, |esser wages can be paid because
ot her conponents neke up the difference. He pointed out that
muni ci pal operators are paid 12 nonths a year instead of the
private sector’s seasonal sunmer or w nter season
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REPRESENTATI VE LYNN recalled his mlitary and teaching service.
He said, “I put up with a ot of guff. One of the reasons is |
had defined benefits.”

MR. SEMMENS agreed. He asserted the difference is local contro
issue such that a city council can decide whether to pay an
enpl oyee $20 or $25 per hour.

5:01: 26 PM

REPRESENTATI VE SEATON recalled during the DB versus DC debate
that a nunber of nunicipalities who feared they would be
bankrupt with a 54 percent contribution rate for the retirenent
pl an. He inquired as to whether that situation would energe if
the state went back to a DB pl an.

MR. SEMMENS offered his belief that would depend on the |oca

governnment’s ability to pay. He opined that at sone point a
limt is reached. He predicted that as municipalities
contribute a larger anmount of the available resources for
retirement benefit contributions, a limt is reached and
muni cipalities will opt out. He opined that this could happen

whet her the plan continues to be a DC plan or if the state
returns to a DB plan. He related that result could al so happen
with extrenely poor investnment returns or if legislators
i ncreased benefits and the state’s unfunded liability continued
to rise. He further related that the legacy DB plan wll be
affected by many decisions and the investnment return. He
offered his belief the greater risk is that the enployer is
clearly taking on all the risk for the 11,000 enployees. He
opined that a DB plan would likely cost nore than a DC plan. He
said he thought that it mght be 15 or 20 years before the funds
unfunded liability would need to be paid, which is what really
bot hers him He questioned how the rates could be 54 percent,
if the DB and DC plans are relatively the sane costs. He asked
whet her anyone could guarantee that the rates would not rise to
54 percent again.

5:04: 09 PM

REPRESENTATI VE SEATON referred to page 2, to proposed Section 6.
He explained that the current law limts the cost of Iliving
adjustnments unless the plan is funded at 105 percent. He

expressed concern if the constraint is renpoved, that the state
would be required to nmake additional post retirement cost of
living adjustnments. He inquired as to whether M. Semens coul d
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address the liability on the system given his experience on the
ARM boar d.

MR. SEMMENS answered that it would depend entirely on the
percentage of increases and the cunulative effect of the
I ncreases over tine. Clearly every tinme a nunicipality or a
school district increases teachers’ salaries above the actuari al
assunption, the state’s unfunded liability increases, he stated.
He remarked that in a cost share plan, everyone in the system
shares the cost equally.

5:06: 09 PM

REPRESENTATI VE  SEATON related that the additional post -
retirement cost of living adjustnments would build each year. He
inquired as to whether that would also affect retirees currently
living out of state.

MR SEMVENS answered that he was not certain.
5:06: 59 PM

REPRESENTATI VE DOOGAN related his wunderstanding that state’s
unfunded liability is due to higher costs such as nedical cost
i ncreases, the system was not adequately funded to account for
the increased health costs, and the investnents did not perform
He inquired as to whether any other factors contributed to the
state’s unfunded liability.

MR. SEMVENS agreed with the broad categories. He acknow edged
i nvestnment |osses contribute to the state’s unfunded liability.
Additionally, the actuarial assunptions are extensive, including

changes such as gender, life span, and the nunber of children.
He opined that making a change in any of the assunptions woul d
affect everything else. Further, he said that what actually
happens matters such as that people are living |longer than

previ ously predicted. He enphasized the single item that has a
huge inpact on the state’s unfunded liability is when retirenent
benefits are increased. He said, “Let’s say five years from
now, by some mracle, we're 105 percent funded. You will be
getting a great deal of pressure to increase benefits because
we’'ve got the noney to pay for it. Wien you do that it has a
huge inpact. That's another total unknown as an enployer at the
Cty of Soldotna.”

5:09: 27 PM
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REPRESENTATI VE DOOGAN opi ned that when the state changed to a
different retirement system the state also shifted the risk.
Thus, when nedical or retirenment costs increase, the risk falls

on the individual rather than the state. Further, if the
i nvestnments do not perform the risks fall on the individual, as
wel | . He related his wunderstanding that making sufficient

contributions to the fund remains the state’'s responsibility,
al t hough the enployees in the DC plan will be solely limted to
the amount of the state’'s contributions. He offered his belief
if the state were to “shoulder the risks” that it would be
easier to hire and retain enployees than to expect them to bear
the risk.

MR. SEMVENS answered yes. He said, “As a city nmanager, | would
much rather be out here recruiting with this gold-plated
retirement plan, but the question is, who is going to pay it?”

REPRESENTATI VE DOOGAN acknow edged that the state is both the
payer and the enployer, which he opined results in conpeting
goal s.

5:11: 46 PM

REPRESENTATI VE SEATON remarked that at sonme point a job offer is
made to an enployee and he/she either takes the job or does not
take the | ob. He related his understanding that M. Semmens
does not wish to place the state’s unfunded liability on future
city councils to cover current enployee wages and benefits, but
woul d rather let the enployee decide if the wages and benefits
bei ng of fered are adequate.

MR. SEMVENS answered yes, that it is incunbent on the enployer
to put together an enploynent packet. He related that $50 per
hour would not be sufficient to attract an engineer. He
concluded his whole point is that the DC plan allows for
certainty, while the DB plan guarantees uncertainty.

CHAI R OLSON announced that HB 30 would be held over for further
consi derati on.

5:14:12 PM
ADJ OURNMENT
There being no further business before the commttee, the House

Labor and Commerce Standing Conmttee neeting was adjourned at
5:14 p. m
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