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ACTI ON NARRATI VE

1:30:51 PM

CHAI R JCE PASKVAN called the Senate Labor and Conmerce Standing
Commttee neeting to order at 1:30 p.m Present at the call to

order were Senators Meyer, Bunde, Davis and Paskvan.

SB 23- REPEAL DEFI NED CONTRI B RETI REMENT PLANS

1:31:42 PM
CHAI R PASKVAN announced SB 23 to be up for consideration.

M CHAEL LAMB, CFQO, Fairbanks North Star Borough, said that his
comments expressed today are his own and that the Borough had
not yet taken a position on this issue. He summarized his
previously stated position that he thinks both the defined
benefit (DB) and the defined contribution (DC) plans should be
continued since they are both set up and working; and the
unfunded liability issue is not relative to the argunent either
way. He asked for questions.

1:34:55 PM
SENATOR BUNDE asked if adding nore people to Tier Il TRS and
Tier 11l PERS would expand the liability.

MR. LAMB answered no; if a new person entered the Tier |1l
system he would have no prior obligation attached to him and
for any of the benefits he would be earning in the next fisca
year, the normal cost rate should be applied to his salary. If
the rate is correct, that person should not have one inpact on
t he unfunded obligation

SENATOR BUNDE asked if he had calculated the inpacts that would
have on the enpl oyer

MR. LAMB answered that as a CFO he does care about noney, but
in addition to that, he needs to be able to attract the

personnel to fulfill his professional obligations. Wen he
conpares the cost of the DC plan to the DB Tier |1l plan, the
dollars are about the sane. In fact, in fiscal year (FY) 2010,

the DC plan is slightly nore than the DB plan at $9.46. A Buck
Consultant letter to M. Shier, dated February 12, showed the DB
rate going up slightly nore in 2011 than the DC rate. One of the
guestions he had about that analysis is that the rates were not
based on total payroll and the current rates are.
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He continued saying that all in all, when he sees the DB and DC
figures being very materially close, he then worries about the
cost to train and retain people who |eave and those are hard
figures to quantify when you're just talking about rates.
Whet her or not an enployee takes a position or stays in a
position based upon whether they are getting a DB or a DC plan
al so has an inpact. The short answer to his question is that the
nunbers do matter, but only presumng a Tier IIl rate for the
enployee with no past service cost conponent versus a DC
conponent .

SENATOR BUNDE said his ongoing challenge is that a dollar
avai l able for benefits isn't necessarily a dollar available for
sal ary.

1: 39: 52 PM
CHAI R PASKVAN asked M. Lanb to expand on an enployee’'s ability
t o manage hi s own noney.

MR. LAMB responded:

| sinmply believe that the reality is that nost
i ndividuals are not capable or qualified or diligent
in setting aside the noney that they should properly
diversifying that noney, then through up and down
cycles not to be an enotional investor that buys and
sells based on enotion rather than long term

Put another way, he said if an enployer puts a dollar into a DB
system nmanaged by professionals or a DC system that is nmanaged
by the enployee, in 20 or 40 years, he believed that the pile of
noney that would be available to cover retirenment and pension
costs would be larger in the DB pile than it would be in the DC
pile. There is no way that average citizens who have enough
struggles and other things taxing their tine are going to be
capable of getting the same returns as a group of professionals
who have a larger portfolio that <can allow for greater
di versification

MR LAMB said the DB plan is better because it’'s nore
strategically managed and the noney is eventually nade avail abl e
on a nonthly basis for that retiree in a nethodical way - versus
a DC plan where that retiree can get to the noney whenever
circunstances in his life dictate he thinks he needs it. He
would not be as disciplined in limting the drawdown of those
funds.
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1:43: 53 PM

SENATOR BUNDE said M. Lanb just insulted about 75 percent of
the people in Alaska and | ess than 30 percent of the people work
for the state. People in private enterprise nmake these decisions
every day. If they follow his logic, the state should cover
everyone’s retirenent in the state because they aren’t capable
of maki ng good deci si ons.

MR. LAMB responded that he did not intend to insult anyone. He
clarified that he was trying to say “the Departnent of Revenue
wins hands down in ternms of being the better investor” in
conparing a system where individuals nmake their selections for
their investnments versus having them professionally nmanaged.
Several years ago the social security system a DB system was
al so discussed nationally and the question was asked whether
sone of the noney should be set aside for individuals to manage
t hensel ves, and the conclusion was the sane. He wasn't being
di srespectful, but the reality is that the general population
does not have, nor should they be expected to have, all of the
training necessary to wunderstand investnment markets and the
di sci pli ne.

Al so, he pointed out that others who don't work for the state
will have the benefits of a social security benefit plan as one
of their legs on their retirement stool. H's concern, long term
is that another |arge segment of our population beconmes not
quite as prepared at retirenment because they are not in a DB
system and at sone point, governnents generally end up stepping
in to help.

CHAI R PASKVAN said he didn't perceive disrespect in M. Lanb' s
comments. He asked why he thought it appropriate to retain both
systens and who woul d be best suited to a DC system

1:47:20 PM

MR. LAMB answered that great regard needs to be given to
creation of the DC plan and the work that was done on SB 141.
Time has shown they are two great plans. There remains a place
for both plans as denographics continue to shift, booners retire
and the population gets smaller. The difficult task would be
having the |legislature carve out under what circunstances a
potential enployee would invest in the DB versus the DC pl an.

He said sone people have retired out of the DB system and there

could be a very legitimte need to get them back for one or two
years; a DC plan would be perfect for them They shouldn't be
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allowed to go back into the DB plan because all t he
ci rcunstances regarding the benefits have to be addressed. He
said the state has 70,000 retired mlitary, about 10 percent of
the population; and the mlitary basically has a DB program He
remarked that it would be great to have the option to have those
peopl e who have been trained, who have a good work ethic, and
all the things that go with retired mlitary enter into a system
for a short-term period and offer them a DC plan where they are
going to be slightly better off than in a DB plan.

1:50: 52 PM
CHAI R PASKVAN asked himif the DB plan has nmet its expectations
internms of rate of return.

MR. LAMB replied that he has great accol ades for the Departnent
of Revenue (DOR) that according to Callan & Associates, over the
| ast 14.75 years, has achieved at total annualized rates of
return of 8.89 percent and 8.96 percent for PERS and TRS
respectively. The rate of return the systens have to achieve to
serve the normal and past service costs is 8.25 percent. So in
the long haul, the average rate of return is over the 8.25
percent point and any return over that goes to help reduce the
unfunded obligation.

He recalled that 60 or 70 percent of the noney that is actually
used to pay pension benefits comes frominvestnent earnings over
the life of those nonies and not from the actual wthholdings
from enployees’ pay. Hi storically, and before Callan’s 2006
report, the rate of return was slightly over 9 percent.

1:54:15 PM
CHAI R PASKVAN asked him to comment on the unfunded liability
related to the Mercer litigation.

MR. LAMB said that the legislature had heard a | ot of testinony
on this since 2005 and in the end, state docunents indicated
there were errors in the actuarial calculation, especially for
the nedical calculation. The normal cost rate was seriously
understated; but what’s worse is that Mercer actually advised
the legislature in early 2000 to expand health care nedical
benefits five nore years as a way to get the funding down to 102
percent. However, Senator Elton said in his sponsor statenent
that a | ot had been done to correct that problem

MR. LAMB summarized again that investnents are an aninmal onto

t hensel ves, and they are critical for peoples’ retirenments. He
concluded that nost of the general public is not qualified to
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invest like professionals and he didn't nmean that to be an
i nsul t.

SENATOR BUNDE waved a |etter from Buck Consultants [February 12,
2009] to M. Shier saying he wanted M. Shier’s version of it.

1:59: 09 PM
SENATOR JCE THOVAS j oi ned the conmtt ee.

PAT SH ER, Director, Division of Retirenment and Investnents,
Department of Administration (DOA), said the letter shows the
differences in ongoing plan costs for all the tiers. A nornm
cost rate of 10.95 percent for PERS Tier I1Il1 DB plan and 9.23
percent for Tier IV, under TRS tier Il the DB plan was at 8.96
percent conpared to 11.4 percent for the DC plan. Those are the
normal costs based on the draft actuarial evaluation reports,
whi ch haven’'t been presented to the ARM board yet.

CHAI R PASKVAN asked what that nmeans for a true Tier IIl analysis
as opposed to a blended cost analysis of Tier | plus Tier 11
plus Tier I1I1.

MR SH ER replied these are sinply normal costs; they don't
contenplate the past service cost. SB 123 and SB 125 spread the

DB past service cost assessnent across the entire payroll. The
DC contributions area calculated only on the DC payroll. Because
the DC payroll is used to help collect noney from enployers to

pay off the wunfunded liability, they wanted to nmake that
distinction. Once the liability is paid off, the DC plan is
fully funded; there is no further obligation to the state or
other TRS or PERS enployers in the future. But, the DB plan
m ght accrue additional liabilities in the future depending on
fluctuations in health care costs, nortality tables and
i nvestnents.

CHAIR PASKVAN asked if he would anticipate any unfunded
liability going forward, assuming a nornal cost rate were to be
adequately set over the long term

MR. SHI ER replied no.

2:03:40 PM

SENATOR BUNDE said they had that assunption before getting into
trouble before. He asked why there was a difference in past
service adjustnment (PSA) and the nunbers that Buck Consultants
came up with and if those figures included the ongoing nedica
costs and potential medical costs for retirees.
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MR. SH ER replied the enployer contribution to the DC PERS pl an
is 5 percent plus disability and the nedical heal t h
rei nbursenent arrangenment (HRA); it's 7 percent in the TRS
system Those rates don't include any contenplation of past
service costs for nedical, but they do include a levy of about
.85 percent for future nedical costs. He said it's often
m sunderstood that the health plan going forward into the new
tiers is actually a DB health plan with a health reinbursenent
arrangenent attached. In other words, the .85 percent is the
normal cost rate going forward that the actuary says is enough
to fund the enployer-provided health plan, which has a feature
of cost sharing in it that even retirees have to pay a portion
of the prem um goi ng forward.

2:05:47 PM

CHAIR PASKVAN said he wunderstands Ilitigation has commenced
agai nst Mercer relating to some actuarial conputations and he
asked if the unfunded liability is a cause of mscal cul ations by
Mercer as conpared to a fault in the concept of the plan.

MR. SH ER replied that he hadn't read the allegations in the
case so he couldn’'t comment.

SENATOR BUNDE asked why there is a significant difference
bet ween the nedical nornmal cost rates under both plans, because
it appears to be the nobst expensive part of the package.

MR. SH ER answered that is an accurate observation. The nost
recent DB plan requires a relatively short term of service in
the system in exchange for coverage of health care from age 60
on; five of those years are prior to the advent of Medicare
becom ng primary — a very significant issue. An individual can
work in the state for 10 years and | eave, but under the new tier
the state is not on the hook for their health plan. They have to
stay longer and retire out of that system in order to gain
access to that health care plan. Part of that is reflected in
the much | ower normal cost rate for health care going forward.

2:08:13 PM

Part of it also is that the old tier plan has a | ow deductible
and that won't be adjusted going forward. The new tier, on the
other hand, has the flexibility to introduce sonme elenents of
cost sharing; those are very powerful drivers in ternms of cost.

SENATOR BUNDE wanted himto clarify why the cost of health care
couldn't be changed.
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KEVI N BROOKS, Deputy Comm ssioner, Departnment of Adm nistration,
explained that the reason the state has nultiple tiers is
because the Alaska Constitution doesn't allow a “dimnishnment”
of that retirenment benefit. That is why the new tiers are
prospective for new enpl oyees goi ng forward.

2:10: 25 PM
CHAI R PASKVAN asked himif the unfunded aspect is related to an
actuarial m scal cul ati on.

MR. BROOKS said actuarial evaluations are based on 25 separate
vari ables ranging from earnings and health care assunptions to
nortality tables. Since this is active litigation, he couldn't
address it publicly. The Departnent of Law (DOL) has hired
contract attorneys to address the Mercer case.

SENATOR BUNDE asked if this bill passes, would we sinply go back
to the existing tier.

MR. BROOKS said that is his understanding.

2:13: 01 PM

JOHN  CYR, Executive Di rector, Publ i c Safety Enpl oyees
Associ ation, supported SB 23 and returning to a DB program
Anecdotally, he said they have been collecting information from
menbers who are in Tier |1V who are absolutely considering
| eaving public service when they get their five years in and
taki ng what they have and going outside where they can insure
their famlies.

MR. CYR asked if they had considered the sheer cost of training
and the expertise they |ose when soneone |eaves, especially
police officers. It takes somewhere around $150,000 to put a new
recruit through the acadeny, doing field training and keeping
him on the force for just a year - so he is off probation and
m nimally conpetent.

SENATOR THOVAS asked if he had collected statistics on these
fol ks that have npved out.

MR. CYR answered that he didn't have the exact nunbers.
SENATOR BUNDE asked if he would agree with M. Lanb's theory

t hat state enployees need governnent to nonitor their
i nvest nent s.
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MR. CYR remarked that it's clear in looking at his 401K that he
can't nmonitor his own investnents.

2:16: 53 PM

LYDI A GARCI A, Executive Director, National Education Association
Al aska (NEA), said less than one nonth ago, the annual assenbly
for NEA convened and over 450 educators and school enployees
from across the country came together to establish their
priorities and returning the state to a DB system is their
nunber one priority for many of the reasons they heard earlier.
The Association held a nunber of foruns across the state
attended by over a thousand Al askans and over a dozen | awrakers.
During those opportunities, mnany state and nmunicipal workers

related what it will take for them to consider staying in the
state, and it will take having a future they can rely on.

2:19: 34 PM

She said that Al askan school districts still hire 70 percent of

their teachers from the Lower 48 and that nunber has renmained
constant over a decade. It costs roughly about $12,000 to train
a new educator, she said, and Alaskan districts are spending
over $8 mllion a year to train teachers from outside the state.
So, they should be |ooking at every way possible to retain these
educators here and have them here for |longer than just an
“Al askan experience.”

She said turnover has definitely accelerated even though it has
al ways been high. Yesterday she heard the University of Alaska
speak powerfully about teacher retention and recruitnment. They
tal ked about the fact that they graduate only about 30 percent
of the teachers here and that they want to do everything they
can to keep Alaska' s teachers in the state.

2:21:16 PM

JERRY PATERSON, representing hinself, said he and his wife are
retired teachers, and how his wife worked post-election as a
substitute for another person. Wen she got her check, it had a
mandat ory deduction of $24 for the retirement system They were
told it was mandatory because the state doesn’t wuse federal
social security. To get her noney out, she eventually had to
fill out eight pages of paperwork and have both their signatures
not ari zed. She ended up having $35 in expenses deducted from her
final check and paying a $7.77 separation from service fee. Had
she been under the old DB plan, she could have applied and
gotten her $24 contribution back. He observed that the only
happy people are those who are collecting the fees and urged the
commttee to pass SB 23.
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2:25: 04 PM

DOUG MOLLI NEAU, representing hinself, said he is a fisheries
bi ol ogist in the Al aska Departnent of Fish and Gane (ADF&G . He
is also a nenber of the supervisory unit of the Al aska Public
Enpl oyees Association. Since 1989 his work has focused on the
Kuskokwi m area salnon fisheries, an area that accounts for half
t he statew de annual subsistence harvest of King salnon. It also
supports commerci al salnon fisheries, which are poised to expand
with the devel opnent of a new fish processing plant. Salnon are
al so by-catch in the lucrative Bering Sea pollock fishery, and
concern over that by-catch threatens costly restrictions on the
pollock fishery. A quality salnmon nonitoring program has been
developed that allows them to enmerge from a cautionary
managenment style to better optimze comercial harvest and to
avoid unnecessary restrictions. Their ability to inplenent and
mai ntain that program is at risk now, because they are having
difficulty in recruiting, training and retaining staff to build
and maintain the institutional know edge needed for long-term
effectiveness. There are multiple reasons for the recruitnent
and retention problem but one of the big ones is the Tier |V
PERS, which fails to provide a guaranteed pension to new
enpl oyees. The recent plumeting of investnent val ues under Tier
| V makes the shortfall all the nore poignant.

A comon scenario for themis to hire someone, increasingly a
non-resident, provide himor her with training, and then after a
few years, lose himto a nore lucrative position in the federa
or private sector. Recruitnment is also a problem in the past
few nonths key positions such as the regional supervisor, Yukon
area research biologist, multiple bio-nutrition and fishery

scientist positions all have had recruitnent periods spanning
nmonths with nultiple extensions and nation-w de advertisenent -
and still they get an insufficient hiring pool. He has observed

the problem getting worse since the inception of Tier [V. “New
and perspective enployees are just not satisfied with what the
state of Alaska is offering. Tier IV is not the only problem
but it’s a big part of the problem?”

SENATOR BUNDE asked if state salaries are conpetitive.

MR. MOLLI NEAU said conbined with the poor retirenment plan, it is
one of the big three issues.

2:28: 31 PM

SENATOR THOVAS asked who hires in his departnment. Is it done
internally?
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MR. MOLLI NEAU replied yes; the departnment uses its own process.
They advertise a variety of ways through professional
or gani zati ons, the Anerican Fisheries Society, bi onetrics
publ i cations and organizations, but they have found they need
nore of those. In-house hiring through Wrkplace Al aska has not
been adequat e.

SENATOR THOVAS asked if the departnent is alarnmed at those
statistics along with the nmuch | onger tinefranes for hiring.

VR. MOLLI NEAU answered that he personally doesn’t keep
statistics, but he assuned the Departnment of Admnistration
woul d. His experience, and it’s a common di scussion point anong
his colleagues in the supervisory unit, is that this has been an
ongoi ng probl em and seens to be getting worse.

2:30: 47 PM

PENNY VAVLA, representing herself, Soldotna, said she is on the
school board there and supported SB 23. It's really inportant
that the state be able to attract and retain quality teachers to
continue pronmoting a quality education for all students in
Al aska. The cost of training and retraining teachers is very
expensive and she firmy believed that the state is |osing sone
of these quality teachers because of the DC systemin Tier |V.

2:33: 03 PM

JOHN BROWN, representing hinself, Fairbanks, supported SB 23.
The cost/benefit ratio of retention is just undisputable, he
said. Just the fees for the DC plan are 6-7 percent nore than
the DB plan. He urged themto try to find anyone who has retired
on a DC plan that they earned from their enployer, because "it
doesn't happen.” Providing a DB plan is also the right thing to
do for people who have dedicated their whole lives to the
service of the state.

2: 34: 47 PM

PAUL ORTNER, representing hinself, said he is the Qality
| mprovenent Coordinator for the Alaska Psychiatric Institute
(API). He said he had worked there for 12 years because he
believes in its mssion and conmtnent to provide the nost
progressive acute psychiatric care available. Recently, US News
and Wrld Report ranked APl 26th nationally on its |ist of best
psychiatric hospitals — an astounding acconplishnment for any
state hospital. However, he said, “The ability to maintain that
level of <care is being severely challenged by the defined
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contribution retirement plan that the state now offers new
enpl oyees.”

He said resources that could otherwi se be used to provide high
quality psychiatric care are being shifting toward recruitnent
and retention costs. Instead of finding qualified applicants,
the hospital is being forced to find lower quality enployees
with little or no experience who need training to do their job
adequately, an additional burden to the hospital. But, he said,
“Unfortunately that just provides them the experience to |eave
state enploynent when they realize they have no retirenent
future.”

Another point he nmade is that the hospital’s education
department has a limted ability to nmaintain or increase staff
conpetency as their resources becone overwhelned with constant
newhire orientation. Nursing positions are constantly turning
over. Sone real exanples of how unattractive state enploynent
has becone can be seen in several areas: nursing vacancies were
at 16 percent in the last quarter, four newy hired nurses are
straight out of college and it isn't likely the hospital wll
retain them once they beconme experienced. After nonths of a
vacancy, the hospital was finally able to hire a health
i nformati on nanager by lowering the position’s qualifications.
That person is now trained and certified, but she probably won't
stay beyond three vyears because opportunities are Dbetter
el sewhere

MR. ORNTER stated that the safety officer’s role in the hospita
is critical and that position remains vacant; it used to be
filled internally as people noved up in the organization. “No
one is noving up, because no one is sticking around.” Only two

of the hospital’s six licensed independent practitioner
positions are filled; this forces the hospital to contract with
tenporary |licensed independent practitioners at a much higher
cost, and orienting this rotating group eats up valuable staff
time. APl will soon be on its third human resource mnanager, a
job that is becomng increasing difficult to fill wthout a

secure retirement program Al these challenges inpact the
hospital’s ability to provide quality patient care.

2:39:37 PM
SENATOR BUNDE said APl has been struggling to keep staff as |ong
as he has been here.

MR. ORTNER responded that he had been with APl for 12 years and
he has seen considerable change in the hospital’s ability to
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retain staff in that tine. Just today he tal ked to soneone about
two new, young, social workers who are doing great work, but who
won’t stick around wthout a defined retirenment system He
agreed that while nursing has had a consistent rollover of
staff, it hasn’'t been as high as it is now and this |eaves the
hospital open to liability, especially wthout a safety officer.

2:41: 22 PM

CARL ROSE, Executive Director, Association of Alaska School
Boards, supported SB 23. The nenbers think being able to attract
and recruit quality teachers is inportant, and a previous
teacher-tenure conversation with the legislature identified four
i mport ant areas to consider in this respect: qual ity,
performance, accountability and fairness. The issue of fairness
is the one that is paramount here. They already have sone good
enpl oyees, but the districts need to attract nore. “So, | would
ask you to consider as you look at this piece of |egislation.
It’s the value that it brings; it’s the incentive that it wll
cause. It’s the quality they we're trying to attract.” Wwo would
see the value in a DB plan if it included the wunfunded
liability? People | ook at the whol e package.

2:43: 53 PM

SENATOR BUNDE said he understands that teacher recruitnent is
difficult throughout the entire United States.

MR. ROSE replied yes, it is.

CHAI R PASKVAN asked if he believed that recruitnment is nore
difficult with the DC pl an.

MR ROSE replied that after Novenber 2008 it becane nore

difficult. Sonetimes young folks didn't care nmuch about
retirement plans, but that is not a good reason to offer an
insufficient one. In one way, we take advantage of youth in

offering them enploynent here, he said, because 5 or 10 years
hence they figure it out and the incentive really is there to
take their noney and nove. He didn’t think anyone thought about
it when the DC plan was created, but that is the case now.

SENATOR THOVAS asked if the Association of School Boards keeps
statistics.

MR. ROSE replied that the Association doesn’'t have those Kkinds
of statistics, because this is a fairly new event for them The
real inpact has cone as a result of the downturn in the econony.
They have always had sone difficulty recruiting into Al aska
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based on the salaries, but the total package is becom ng an
i ncreasi ng di sincentive.

2:47: 06 PM

SENATOR BUNDE asked if he heard what M. Lanb said that a
majority of the funding really cones from investnent returns
rather than contributions; so the down narket would certainly
affect the noney that is available for defined benefits. And the
state is required constitutionally to make that up and with a
finite amount of dollars, he asked if it is reasonable to assune
that those dollars would cone from sonme other area of state
servi ce.

MR. ROSE answered by saying one of the issues here is market
performance, but a DC program also has a larger contribution, as

well. *“So, |1 don’t think they are nutually exclusive. But
absolutely the performance of the market is going to affect
al nrost everything we do and it will affect the defined benefit

program but it also has that depressing effect on the defined
contribution program as well.”

2:48: 29 PM

PAT LUBY, Advocacy Director, AARP, supported SB 23. He said
lifetime financial security is a cornerstone of the Anmerican
dream AARP' s major concern is that nost of it public enployees
and retirees don't participate in the social security system In
the past it didn’t matter so nmuch that our public enployees did
not participate in the social security system they had a
defined benefit plan that would last as long as they lived. “But
now they have no defined benefit and they have no social
security. The Anerican dream of a secure financial retirenment no
| onger exists for Alaska’s newly hired public enpl oyees.”

MR. LUBY said, “It is possible for defined contribution to work
for you as long as you don't live too long.” Mst people wll
live into their md-80s or 90s. Wth a DC plan you have to know
your |life expectancy and if married, how |ong your spouse wll
live, if you will be healthy right up until you stop breathing
or if you will need long-term care, hone care or a nursing hone.
Medi care doesn’'t pay for that; you have to pay for that
your sel f.

He asked if anyone knew what inflation would be for the next 20
years. Defined benefits and social security provide annual cost
of living increases; the new DC plan doesn’'t. Health care costs
will also have inflation over the next 20 years.
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2:50: 26 PM

He said it’s true that many private conpani es have switched from
DB to DC plans over the past few years, but all of those who
work in the private sector also participate in social security.
They are guaranteed a check as long as they live. Alaska s
public enployees used to have the sanme financial security before
SB 141. AARP nenbers rely on public servants; they teach, put
out fires and police respond. They deserve nore than outliving
their retirement.

In response to Senator Bunde, M. Luby said, it isn't about Big
Brother. It's about using expertise. Every private pension plan
has professional managers and the professionals nanaging the DB
plan are making about 10 percent nore than nenbers in the DC
plan even over the economic downturn. “So, pr of essi onal
managenent is really critical if we're going to maximze our
i nvestnents.”

SENATOR BUNDE said he didn't disagree, and that professional
managenent is available to anyone who wants to purchase it. He
asked M. Luby if he really thought social security was a
defined benefit; it mght be around for our lifetine, but maybe
not for out great grandchildren.

MR. LUBY responded that social security is fully funded unti
2042. Changes are needed, but people have to make sure that the
prom se of social security is there. “Social security is a
famly protection plan, not just a retirenent plan,” he said. A
third of those checks in Alaska go to children, disabled folks
and spouses of folks who have died or becone disabled
t hensel ves.

2:53:31 PM

JI' M DUNCAN, Business Mnager, Al aska State Enpl oyees Associ ation
Local 52 (ASEA), supported SB 23. He stated that Senator Bunde
wasn’t in this Body when the retirement system was noved from
Tier I, to Tier Il to Tier Ill, but he was. Contrary to what
sone folks may think, it is okay to continue to evaluate the
prograns that are in place to see if changes need to be made to
allow them to work nore efficiently and nore effectively for
t hose who they serve

MR. DUNCAN said he was the sponsor of the Tier Il |egislation.
They held to four inportant principles in changing the defined
benefits plan and he asked them to consider whether or not the
DC plan neets those four principles. One is does it provide a
secure pension upon retirenent; the answer is no. Secondly, does
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it provide adequate nedical coverage for retires; and the answer
is no. In fact, the answer to Senator Bunde’s question about why
the cost of the DB plan for PERS and TRS is so nuch higher than
for Tier IV that the DB plans do contain nedical coverage. The
DC plan has m ninmal nedical coverage. In fact, when the bill was
passed two years ago, it was estimated that those folks who did
access their nedical care at 60 years of age would depl ete that
within two years, and the next three years before they reached
Medi care age they woul d not have nedi cal coverage.

He said the third principle they always considered is answer
what it does to the state’'s ability to recruit and retain
enpl oyees, and it’'s clear in his mnd that they tried to
maintain this principle in Tier |, Tier Il and Tier Ill. It is
clear that the DC system does not do that.

Peopl e have asked for figures showing that to be the case, but
he has listened to the problens teachers and troopers are having
with recruitnment; he knows that two years ago the turnover rate
in his unit of 8,500 people was 20 percent/yr., and now it's
over 30 percent/yr. He also knows that recruitnment of positions
in his general government wunit is becomng nore and nore
difficult. One of his retiree nenbers talked to himrecently and
indicated that the job he retired from is still not filled.
Before he retired, they used to have nore applicants than they
could ever get through for those types of positions. Less people
are applying, they are harder to recruit and the turnover rate
has i ncreased.

The fourth principle they always |ooked at is what the cost of
providing the first three principles would be. If the DC plan
woul d cost a whole |less, then maybe they could say they gave up
some of those principles to save sone noney, but the Buck
Consultants’ report in 2008 and the letter they were presented
today indicates the cost between Tier IIl PERS, Tier Il TRS and
the DC plan is about a wash. He urged them to keep these
principles in mnd as they nove forward.

2:59:20 PM
SENATOR BUNDE asked why the state noved from the Elected Public
Oficers Retirenment System (EPORS) in the tier directions.

MR. DUNCAN answered that Tier | was the first retirenent system
EPORS was a short-tine retirement system that certain people
participated in, but it no longer exists for new nenbers. Wen
they first evaluated Tier |, he represented Juneau and a major
part of his constituents were state enployees. He becane very
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know edgeabl e about it and was very protective, but it becane
clear that as they noved through the years, Tier | was becom ng
nore expensive; and changes were nmade to maintain that adequate
retirement system and medical coverage. Legislators nade sure
they maintained those four principals, but at the sane tine
tried to address the increasing cost. For instance, Tier Il
increased the amobunt of tinme to be in service before accessing
medi cal coverage.

3:01: 23 PM

CHAIR PASKVAN said as a matter of both social and economc
policy he favors returning to a DB system and he ended the
public testinony.

SENATOR DAVIS said she supported the bill, and asked what
direction it was going to take since she hadn’t heard of any
suggesti ons.

CHAI R PASKVAN answered that he thought the bill would nove next
week if the commttee chose. [SB 23 was held in commttee.]

3:03:37 PM

There being no further business to conme before the conmmittee
Chair Paskvan adjourned the neeting at 3:03 p. m
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