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CHAI R JCE PASKVAN called the Senate Labor and Conmerce Standing
Commttee neeting to order at 1:36 p.m Present at the call to
order were Senators Davis, Thomas, Bunde and Paskvan.

SB 84- Al DEA: BONDI NG LIM TS; CONFI DENTI ALI TY

1:39: 01 PM
CHAI R PASKVAN announced SB 84 to be up for consideration.

SENATOR THOVAS noved to adopt conceptual Anendnent 1 to add a
sunset date of July 1, 2014 to the bill.

SENATOR BUNDE said he understands that all this anmendnent woul d
do is put a sunset date on the bill.

SENATOR THOVAS agreed that was correct; it would establish a
five-year sunset date rather than it being in perpetuity as it
IS now.

1:40: 02 PM

TED LEONARD, Executive Director, Alaska Industrial Devel opnent
and Export Authority (AlIDEA), supported Anendnent 1 and said it
i ncluded the refunding bond |anguage that is necessary for them
to get the best rates.

SENATOR THOVAS said a refunding bond is I|ike refinancing your
home and can actually decrease the bond rate for a project or
facility.

SENATOR THOVAS repeated his notion to adopt Amendnent 1. There
were no objections and it was so ordered.

SENATOR THOVAS noved to report CSSB 84(L&C) from conmmittee with
i ndi vi dual recommendations and attached fiscal note. There were
no objections and it was so ordered.

CHAI R PASKVAN called an at ease at 1:44 p.m and called the
meeting back to order at 1:45 p. m

SB 23- REPEAL DEFI NED CONTRI B RETI REMENT PLANS

CHAI R PASKVAN announced SB 23 to be up for consideration.

1:46: 18 PM

SENATOR THOVAS noved to bring CSSB 23(L&C), version 26-LS0172\P,
before the conmittee for discussion purposes. There were no
objections and it was so ordered.
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1:48: 35 PM

SENATOR ELTON, sponsor of SB 23, explained the CS adopts the
approach that was suggested by one of the conmittee’s
professional testifiers, M. Mchael Lanb. It allows those
potential enployees who conme into the system and who already are
vested in a defined benefit (DB) system exclusive of social
security to choose the existing defined contribution (DC) plan
that the state now has for everyone.

SENATOR BUNDE said it’'s his understanding that soneone who has
worked in the private sector and qualifies for social security
and then comes to work for the state could not choose the DC
pl an.

SENATOR ELTON answered no; he was trying to suggest if sonmeone
cane with a DC plan and social security, that the social
security would not be defined for this purpose as a defined
benefit.

JESSE KIEHL, aide to Senator Elton, said the biggest single
change in the CS is the repealer section that got a whole |ot
shorter. The bulk of the statutes that would no |onger be
deleted related to the DC retirenent plan.

1:50: 35 PM

He said a nunber of sections, 1,2,5,7, and 10 are technical and
clarify that DB statutes do not apply to anyone who is already
in one of Alaska’s DC retirenent plans.

1:51:22 PM

The nore substantive sections, sections 3 and 4, are unchanged
from the original version; they repeal the requirenent that
before a DB paynent can be fully inflation-adjusted the funds
must be 105 percent funded. They also shift the responsibility
of making the decision whether to grant an inflation adjustnent
from a plan adnministrator to the Al aska Retirenment Managenent
Board, which has investnent experts on it.

Section 6 on page 3 alnobst perfectly mrrors section 11 for the
TRS. It governs which new hires are permtted to choose the DC
retirement plan. These are new enpl oyees who are fully vested in
a DB systemother than PERS and TRS, |like a mlitary retiree. It
m ght help public enployers recruit new people. The choice nust
be made wthin 60 days.
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The only other change in the CS is found in the repealer
section, section 12, on page 7, 1line 15, that repeals two
sections of session law that are scheduled to go into effect in
2010. These sections wuld have provided that under no
ci rcunstance can an enployee who refunded his contribution from
the DB system and who returns to work on or after July 1, 2010
participate in a DB plan.

1: 56: 04 PM
SENATOR BUNDE asked why they chose to exclude those who receive
social security as qualifying for a DB

MR. KIEHL answered the two prinmary thoughts wunderlying that
decision in the CS were the governnent pension offset and
windfall elimnation provisions that dramatically reduce what
social security will pay sonmeone who has a DB pension. Another
thought is the availability of DB health coverage which social
security does not provide.

SENATOR BUNDE disagreed as soneone who has qualified to get
social security; it's not a dramatic decrease in the anmount of
soci al security.

1:57:57 PM
CHAI R PASKVAN asked if this CS advances sound public policy.

SENATOR ELTON responded that the changes in the CS "are not
toxic to the bill," and it goes “an awful long way” to solve the
recruitnment/retention issues they are beginning to see with the
sol e DC approach

2:00: 10 PM
SENATOR DAVI S asked what the departnent felt about the CS

2:00: 26 PM
KEVI N BROOKS, Deputy Conm ssioner, Departnent of Admnistration
(D), thanked the commttee for its diligence in working

through this bill, but the admnistration had not yet taken a
position on it. Their focus is on what the costs will be and he
will brief the governor.

2:02:21 PM

MR. BROOKS pointed out that actuarial costs are an averaged
figure, and that giving new enployees a choice creates a
different dynamc for the actuaries, because certain age groups
will pick one plan over the other, something called *adverse
selection.” The normal costs (the cost that is required to
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contribute to accrue enough noney to pay an earned benefit) for

a 25-year old are small, but for soneone who is older they are
higher. So you end up with a result “that is not one-to-one.”
That change will take nore actuarial review He also needed

clarification on what part of the plan was closed on July 1,
2010.

2:05:10 PM

MR. BROCKS al so conmmented that retirenent systens, pensions and
health care plans are very conplicated, and you have to be
exceedingly precise wth questions to really “tease out” the
answer. He heard some nention that Nebraska and Wst Virginia
have gone back to a DB plan; but he found that they did that for
the pension only, not for health care. So, as they contenplate
t hese changes, he urged themto be precise in the questions they
are asking and the conparisons they are making. He also assured

them that they are still “looking hard” at the unfunded
l[iability and what inpact there m ght be on that. Sonme estinmates
indicate it has grown to over $9 billion now.

2:08: 04 PM

He reported that the recruitnment and retention issues have been
taken seriously, and the governor created a task force through
Admi nistrative Oder 237 to look at it. The admnistration has
negoti ated responsible contracts and passed HB 417 |ast year
that adjusted pay for many non-covered enployees. So, they are
| ooki ng at pay and alternate work weeks. Data has indicated that
the new tier has 7,200 new enployees. In the TRS system out of
11, 000 enpl oyees, 2,100 are active in the DC plan. So, in 32
nont hs, 20 percent of active workers are in the new tiers. So,
data does not support that it’'s now harder to hire people across
t he board.

The denographics of the workforce are very interesting. The
average for PERS is 45 years old with 10 years of service; the
average for TRS is 45 years old wth just under 12 years of
service. The State of Al aska as an enployer has an average of 45
year olds with 9 years of service.

2:11: 03 PM
SENATOR MEYER j oi ned the conmitt ee.

2:11: 39 PM
SENATOR BUNDE asked if the fiscal note applies to CS

MR. BROCKS replied no.
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SENATOR BUNDE said enployer rates are capped at 22 percent, and
it is likely that the unfunded liability for school districts
and nunicipalities wll go up, and that will continue to be a
state responsibility.

2:12:43 PM

MR. BROOKS said that was accurate. Since the passage of SB 125,
the state assunmed the liability for anything over 12.56 percent
for TRS and 22 percent for PERS. Last year’s was a conbi ned $400
mllion.

2:13: 31 PM
CHAI R PASKVAN asked if the $16-mllion expenditure for 2012 is a
wor st - case scenari o when everyone elected into the DB system

MR. BROOKS replied they made the assunption that all nenbers
woul d transfer into the DB system

CHAI R PASKVAN said he was trying to recognize that the docunent
references a 4 percent annual wage increase; so when one
references the $16 mllion in 2012, it's in relation to a $3
billion gross payroll.

2:15:17 PM

SENATOR BUNDE asked M. Brooks to take a nessage back to the
commi ssioner that he is receiving lots of emils on this
subject, and sonme of them are from state enployees on state
conputers. It's inappropriate to use state resources to |obby
state | egislators.

MR. BROOKS said this issue cane up in the |ast couple of weeks;
it wasn't about the use of enmmil, but rather about enployees
testifying on legislation. The adm nistration encourages that
right of civic participation. But word has gone out that people
do it on their own tine and that they identify thenselves and
who they are representing accurately.

PAT SH ER, Director, Dvision of Retirement and Benefits,
Department of Adm nistration (DOA), said on the recruitnent and
retention issue that the division |ooked at a four-year period
of time with the change from DB to DC right in the mddle. They
| ooked at all the people who were brand new public enployees in
the PERS system who cane to work during the prior two years as
one wuniverse and in the other universe was a nunber of
individuals who cane to work for public service under the DC
plan. To date, nore individuals that cane to work under the DB
system actually refunded out of system took their enployee
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contributions and left on a percentage basis than did the DC
folks. To say categorically that that’s proof positive that the
DC system is better than the DB can’'t be asserted wthout
talking to those people and getting nore data.

2:18: 38 PM

SENATOR BUNDE encouraged them to | ook at studies of the top 10
reasons for people |eave teaching - retirement isn't on that
list.

2:19: 06 PM

SENATOR MEYER said it appears the CS namkes the retirement plan
optional. He's not sure the DC plan has been that bad for

recruitnment and retention. He asked if he supported the CS

MR. BROOKS said he had just looked at it and they need an
actuarial analysis. The admnistration has no position on it
NOW.

2:21:17 PM

SENATOR THOVAS remarked that the DB plan was been in existence
for a long time; but the DC plan got adopted within one nonth
after introduction.

MR. BROOKS responded that the inplenmentation happened one year
| at er.

SENATOR THOVAS said he was talking about the one-nonth tine
frame on changing the DB to the DC plan was all the tine the
i ssue was considered by the |egislature.

MR. BROOKS responded that the actual deliberation on that
| egislation was far |onger than that.

SENATOR THOVAS recalled that he asked people who should have
been in the know at the tinme for statistics on the tiers of the
pl an, specifically on Tier IlIl PERS and Tier Il TRS, and the
information was not available. A fair anpunt of supposition was
used and there was a bad financial situation at the tinme as
wel | .

2:24.40 PM

SENATOR ELTON remarked that M. Kiehl was at a noon neeting
today that got straight to a «couple of the departnent's
assunptions about unfunded liability that could |lower the fiscal
note by $15 mllion. In another the assunptions nmade on the TRS
costs, could be a $13 nmillion/year. So he was surprised to hear
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they had a fiscal note, because his understanding is that they
were going to rework it.

He also wanted “to vent just a little bit” that he shared this
bill as a prefile with the departnment, and now this conmttee
has gone through three hearings and has heard an extensive
anount of public testinmony. He assuned the departnment woul d have
a fiscal note they were confortable with by now, and now they
are saying they have to review their assunptions. “l can tel
you as a person who was here in 2005, it didn't take them that
long to do a fiscal note for defined contribution and that was
wi thout an awful lot of the data. And that was back when - and
l’m going to repeat sone words that | heard in the previous
testinony - before we even knew what kind of precise questions
to ask.”

CHAI R PASKVAN said they mght be able to nove the bill with a
forthcom ng fiscal note.

2:27.52 PM

SENATOR ELTON said the forthcom ng fiscal note m ght not address
sonme costs. The training costs are inportant, and he agreed with
previous testinony that they don't have data on recruitnment and
retention. They didn't have data on recruitnent and retention in
2005 either, but certain assunptions were nmade that led to the
very narrow passage of the DC bill. The advantage he thought
they would have now, four years later, is having that data But
with the lack of it he suggested they go wth anecdotal
testinmony they have heard from public enployees and their
enpl oyers.

2:29:19 PM

Finally, he asserted that the wunfunded liability issue was
raised again and that’'s the sanme kind of testinony they heard
four years ago. He appreciated the comment about asking precise
guestions, because at no place did he hear an answer to whether
or not Tier IV PERS contributes to or |essens the unfunded
liability, nowhere did he hear that Tier 11l PERS does one or
the other or that Tier Il or 11l TRS has any effect on the
unfunded liability. They just heard that it exists and that it’s
gr ow ng.

The conmittee has received testinony from people like M. Lanb
from Fairbanks and other expert testinony has suggested the
unfunded liability wouldn’'t grow or decrease because of a switch
back to the DB system
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2:30: 46 PM

SENATOR MEYER sai d he understood that the basic change in the CS
makes the DB and DC plans optional if you' re already vested in a
retirement program

SENATOR ELTON replied it's much nore discreet than that. If a
new enpl oyee already has a DB plan and he is being hired by a
public enployer, he has the option of selecting a DC. The choice
is to a discrete nunber of potential enployees.

SENATOR MEYER asked why the options are limted to certain
groups.

2:32:57 PM
SENATOR ELTON replied that two things were conpelling to him
when he wote the bill. Studies have shown that the DC plan

i nvestments have been hamrered nuch nore heavily in this market
than the DB investnments. He said some bright young person m ght
be able to handle a DC plan over a long period of tine, but
there probably isn't a perfect recipe on howto do it to protect
all future retirees. The Finance Conmttee recently heard
testimony from Mchael O Leary of Callan and Associates, who
said one of the problens with DC plans is that they are
especially vul nerable when the nmarket tanks. If M. O Leary has
a defined contribution plan, he is probably wondering now about
how many nore years he wll have to work to get to the
retirement he thought he would have. Finally, he felt that a
bright young person who is capable of making good investnent
decisions would be doing it outside his retirenent system al so
in a way that would make the DB retirenment even better

2:35:46 PM

SENATOR MEYER said he liked the CS; it had come a long way in
meeting his concerns. But they have heard consistently that the
state needs nore tools to recruit bright young people, and why
not be able to offer both prograns to those people.

2:36: 20 PM

SENATOR ELTON agreed that he mght be right, but the bigger
concern is their retention. And they just heard that enployees
in the DB plan are now | eaving and taking the noney they put in.
The problem with the DC plan is they can leave with the noney
they put in as well as the noney the enpl oyer put in.

2:37:10 PM
BETH  ALMEI DA, Executive Director, Nat i onal Institute on
Ret i rement Security, a non-profit, non-partisan research
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organi zation that does research on retirement issues, Wshington
D.C., said she would speak to them about the findings of an
inportant analysis released today. The title of the report is
“Pensi onom cs: Measuring the Economic Inpacts of State and Loca
Pensi on Pl ans.”

Econom sts believe that DB plans act as an automatic stabilizer
in economes like the one we are in now Even in tough tines
retirees with a reliable pension can maintain spending on basic
needs. That has stabilizing effects on national, state and
| ocal economi es.

2:39:44 PM

M5. ALMEIDA said they focused on state and |ocal pensions for
this study because the census bureau publishes data on state and
| ocal pension plans that is fairly detailed at the state |evel.

2:40: 14 PM
They found that in 2006, expenditures nmade out of state and
|l ocal retirenment benefits supported 2.5 mllion jobs that paid

$92 billion in income, $358 billion in econonic output
nati onwide and $57 billion in federal, state, and |ocal tax
revenue.

In Alaska (2006) they found retirenent benefit expenditures
supported 6,270 jobs that paid $385 million in inconme, had $1
billion in economc output statewide and $155 mllion in
federal, state, and |ocal tax revenue.

2:42: 24 PM

For each dollar paid out in benefits to Al askan retirees, $1.25
worth of economic activity was seen in the state. Every $1.00
contributed by taxpayers to state and l|local retirenent systens
resulted in $6.35 in economc activity in the state.

2:43: 35 PM
According to the U'S. Census Bureau data, close to 35,000
Al askans received pension benefits from state and | ocal pensions
in 2006, the nost recent year available for the state, for a
total of $819 mllion. The average pension was $1,953/np. or
$23, 440/ yr.

2:45: 08 PM

Where does the noney come from to finance these systens? Their
data goes back to 1993 and they found over that ©period
i nvestment earnings and enployee contributions were doing the
lion"s share of the work of financing retirement benefits.
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| nvest nent earnings accounted for about 70 percent of system
revenues, enployee contributions about 12.5 percent and enpl oyer
or taxpayer contributions were responsible for the remaining
portion of about 18 percent.

2:45: 53 PM

How do pension plans have econom c inpacts? Pension plans can
have econom c inpacts through several different channels. For
instance, a benefit channel would be when retirees receive
benefits and they go out and spend themin the |ocal econony. By
virtue of that expenditure, other folks in the |ocal econony
recei ve i ncone.

Pension plans also have economic inpacts through their
i nvestment channel. This nmeans assets which are in a pension
trust are invested and through those investnents, businesses are
provided capital to develop new products and technol ogies and
create jobs. This study focuses on the benefit channel rather
than on the investnent channel.

2:48: 12 PM

Slide 11 showed an economic nultiplier effect or the direct
i npacts of, for exanple, a retired school teacher who uses her
pension check to buy a new car. The people who work for the
sal es conpany see an inmediate economc benefit from that and
this is called a direct inpact. Wen the owner of the -car
deal ership or the sal esman receives that incone, they can go out
and spend it. This is called an indirect inpact of that initia

expenditure that the retiree nmade. Wen those people expend
their income, there is a third inpact, an induced inpact, that
happens when the conpanies that were involved wth the
production of the car hire additional enployees to replenish
their inventory as a result of that increased business and those
enpl oyees go out and spend their paychecks in the |ocal econony.

This is referred to as the nultiplier effect and it explains how
the initial spending of a pension benefit ripples through an
econony. To neasure the size of that ripple effect, again they
used the US. Census Bureau’'s State and Local Governnent
Enpl oyee Retirenent System Survey dat a.

2:49: 47 PM
CHAI R PASKVAN asked her to focus on the conclusions, because
t hey were running short on tine.

2:52:10 PM
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M5S. ALMEIDA said using software called “Inplan” they were able
to estimate the economc inpacts of the benefit paynents both
nationally and within the State of Al aska. The expenditures nade
out of these benefit paynments support about 6,270 jobs statew de
that paid about $385 million in income. These benefits supported
$1 billion in econom c output statewi de and about $155 million
in federal, state and |ocal tax revenue.

2:53:20 PM

Slide 15 showed the total economc inpact of $1 billion broken
dowmn into the direct, indirect and induced inpacts. The tax
revenue inpacts were broken down into their federal, state,
| ocal and other corporate tax categories. The $155 nmillion tax

inpact was fairly evenly divided between federal taxes paid out
of pension benefits and federal taxes that resulted from those
expenditures of $87.5 million, state and l|local tax revenues of
$67.8 nmillion and other corporate taxes of about $200,000. The
estimated i nmpacts are on an annual basis.

M5. ALMEIDA said the industries where the npbst severe economc
impacts were felt were 1,300 jobs in health care and soci al
assistance for $119 million in econom c inpact, about 1,300 jobs

in retail trade with about $97 mllion in econom c inpact, 839
jobs in the acconmmpdation and food services, and then real
estate rental and leasing with $51 billion in inmpacts. She

provided a detailed slide of economic inpacts by the top 10
i ndustri es.

The pension benefit nultiplier indicated that every $1.00 paid
to retirees in Al aska resulted in $1.25-worth of total economc
activity. For every $1.00 of taxpayer contribution to state and
local pensions a total of $6.35 of economic activity was
creat ed.

2:53:47 PM

Slide 20 showed that the taxpayer contribution factor is quite a
significant on each $100 they are investing in the pension
pl ans.

2:54: 44 PM

The conclusions were that state and |ocal pension plans have a
| arge economic footprint both nationally and wthin Al aska. They
have significant ripple effects and sizable nultipliers. The
upfront investnent of taxpayer dollar goes a | ong way.

2:55:46 PM
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M5. ALMEI DA summarized that state and |ocal pensions do nore
than provide a critical source of reliable incone for 7.3
mllion retired Anericans and 35,000 retired Al askans. They

support 2.5 mllion American jobs and $358 billion in national
econom c activity. They support 6,270 Alaskan jobs and $1
billion in economc activity. It keeps the retirees continuing

to chug along, and this steadiness helps others in the comunity
as wel | .

2:59: 26 PM
SENATOR BUNDE asked why they chose to study Al aska.

3:00: 05 PM
M5. ALMEIDA replied that this is part of a national study that
was rel eased earlier today.

SENATOR BUNDE asked who paid for it.

M5. ALMEIDA replied that they are a non-profit, non-partisan
research institute funded by a broad nenbership that includes
trade associations, financial service providers, and pension
pl ans across the country.

SENATOR BUNDE said any dollar that flows through the econony
follows through her economc nultiplier and investnment returns
are the largest portion that supports a DB plan, rmruch |arger
than worker contributions. Wth a prolonged down nmarket, he
asked if it wasn't true that the state will end up providing the
majority of the defined benefits because investnment returns no
longer do it. So, the notion that this is a stabilizer is only
valid as long as there is noney in the account.

M5. ALMEIDA referred him back to slide 9 that indicated the
period of tinme over which they did their calculation covered the
years 1993-2006, which enconpassed both bear and bull markets.
She said one of the benefits of a DB system is the long-term
nature of the system A state sponsored pension system spans
decades or even nore than a century. This is quite different
than the timng and planning horizon of an individual in a DC
plan. It allows for a better kind of diversification of
i nvestnment risk, which nakes a dollar contributed to a DB go a
ot further. DC investors nust invest nuch nore conservatively.

3:06:49 PM

SENATOR THOVAS noved to report CSSB 23(L&C) from conmttee with
i ndi vi dual recommendati ons and forthcom ng fiscal note.
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SENATOR BUNDE obj ected to conment that people have not | ooked at
other states. State workers deserve this, he said, but at what
cost? He said he has |ost confidence in the sponsor of SB 141.
He then renoved his objection and CSSB 23(L& ) noved from

comm ttee.
3:08: 36 PM

There being no further business to cone before the conmttee
CHAI R PASKVAN adj ourned the neeting at 3:08 p. m
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