SENATE FI NANCE COW TTEE
February 22, 2012
9:04 a.m

9:04: 11 AM

CALL TO ORDER

Co-Chair Stednman called the Senate Finance Committee
nmeeting to order at 9:04 a.m

VEMBERS PRESENT

Senat or Lyman Hof f man, Co- Chair
Senat or Bert Stedman, Co-Chair
Senator Lesil McQuire, Vice-Chair
Senat or Johnny Ellis

Senat or Denni s Egan

Senat or Donny d son

Senat or Joe Thonmas

VEMBERS ABSENT

None

ALSO PRESENT

M chael Bar nhil |, Deputy  Comm ssi oner, Depart ment of
Adm ni stration; Angel a Rodel | , Deput y Comm ssi oner,
Treasury Division, Departnment of Revenue; Senator Cathy
G essel .

SUMVARY

~FI NANCI AL UPDATE: PUBLI C EMPLOYEES' RETI REMENT SYSTEM AND
THE TEACHERS  RETI REMENT SYSTEM BY THE DEPARTMENT OF
ADM NI STRATI ON AND THE ALASKA RETI REMENT MANAGEMENT BOARD

9:05: 08 AM

Co-Chair Stedman indicated that the neeting would include
an update from the Departrment of Admnistration on the
fi nanci al status  of the state's Publ i c Enpl oyees’
Retirement System (PERS) and Teachers' Retirement System
(TRS), specifically related to asset size, managenent and
fiduciary oversight, investnent policy, asset allocation,



and potential investnment performance. He shared that the
prior neeting had included a presentation from the Al aska
Per manent Fund Corporation and Callan Associates related to
future market perfornmance expectations. He added that the
neetings were neant to be informative for the public and
the commttee; public testinmony would not be taken during
t he neeting.

9: 06: 14 AM

M CHAEL BARNHI LL, DEPUTY COW SSI ONER, DEPARTMENT  OF
ADM NI STRATION (DOA), provided a PowerPoint presentation
titled: "Public Enpl oyees’ Ret i r ement System ( PERS)
Teachers' Retirement System (TRS) Update" (copy on file).
The purpose of the update was to give a snapshot of the
current vital statistics of PERS and TRS. He noted that the
presentation was very simlar to the one provided the past
year.

M. Barnhill pointed to statistics taken from the 2011
Conpr ehensi ve Annual Financial Report (CAFR) on slide 5.
There were 160 PERS nenber enployers; the State of Al aska
represented the Ilargest enployer and others included
muni ci palities, school districts and nore. He noted that
due to the reporting nmethod the 2011 CAFR used nunbers from
the 2010 actuarial evaluation; therefore, nunbers shown
were slightly out of date. The report showed approximately
26,000 retirees, but the current nunber was slightly over
30,000. Additionally, the report showed about 26,000 active
enpl oyees; however, the current nunber was approxinmately
35,000. Enployees [in the Defined Benefit (DB) plan] were
spread between three benefit tiers (Tiers I, Il, and I11).
He shared that beginning July 1, 2006, all new enployees
under the 160 nenber enployers were in the Defined
Contribution (DC) tier [Tier 1V); the total active
enpl oyees in the DC system were just over 11,000. Between
the two plans there were approximately 47,000 active
enpl oyees; 75 percent in the DB system and 25 percent in
the DC system

9:08: 59 AM

M. Barnhill addressed TRS on slide 6. There were 58 nenber
enpl oyer school districts. He noted that many of the school
districts were also PERS nenbers. The CAFR reported
approximately 10,600 retirees, but currently the nunber was
closer to 11,800; there were approximtely 10,000 active
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enpl oyees. There was one DC tier that began for all new
enpl oyees starting July 1, 2006; there were just over 2,700
active enployees in the DC system Approximately 79 percent
of the active enployees were in the DB system and 21
percent fell under the DC system

M. Barnhill spoke to slide 7 titled "Basic Facts -
Organi zation." He stated that the structure of Alaska's
retirement system was different from other states' because
responsibility for various aspects of the system was
di vided anmong three different organizations. He el aborated
t hat under Cal PERS in Cal i forni a, t he benefits,
i nvestnments, and nmanagenent of staff were all consolidated
into one organization; whereas, in Al aska, the Departnent
of Revenue handled the investnents, the Alaska Retirenment
Managenent Board was the fiduciary of the assets under
managenent, and DOA was responsible for admnistering the
plan of benefits (ensuring benefits were dissem nated,
payi ng nedical bills, and contracting wth the actuary).

M. Barnhill directed attention to slide 8 titled "Basic
Facts - Balance Sheet." He believed that a significant
anount of tinme would be spent on the unfunded liability
shown on the slide. To determine unfunded liability the
actuary conputed the difference between the value of the
assets and the accrued liabilities (a form of discounted
net present value of all liabilities the systenms woul d have
to pay between present-day and when the last DB nenber
di es).

9:11: 46 AM

Co-Chair Stedman asked for a definition of +the term
"actuarial value." He requested an estinmate of the June 30,
2011 market value. M. Barnhill replied that actuaries used
a variety of techniques to snooth short-term volatility in
investment markets. He detailed that a gain or loss at the
end of the year was divided by five in order to snooth the
gain over a five-year period. He shared that the actuarial
val ue of assets and the fair value of assets (market val ue)
were alnost the sanme for June 30, 2011. The unfunded
l[tability was essentially the sane when it was conputed
based on actuarial value of assets and on fair value of
assets.

Co-Chair Stednan asked for the market value. M. Barnhil
responded that as of June 30, 2011 the nmarket value of
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assets was approximately $11.3 billion; the nunber was
closer to the actuarial value of assets than it had been in
a long tinme. He added that the nunber had continued to
decline; Departnent of Revenue Deputy Comm ssioner Angela
Rodell would share data for Decenber 31, 2011. He
el aborated that the nunbers had gone down because the third
gquarter in the cal endar year of 2011 was a | oss quarter for
t he pl ans.

9:13:40 AM

M. Barnhill conmmunicated that as of June 30, 2011 the
unfunded liability on an actuarial basis was $6.9 billion;
t he nunmber was slightly higher on a market val ue basis. The
TRS actuarial value of assets was $4.9 billion; the market
value was slightly lower. The difference between the TRS
actuarial value of assets of $4.9 billion and accrued

liabilities of $9.1 billion equaled an wunfunded TRS
liability of $4.19 billion. The funding ratio was
calcul ated by dividing assets by liabilities; the ratio was
63 percent for PERS and 54 percent for TRS. He explained
that funding ratios were wused to gauge the overal
fi nanci al health of the system (whether there were
sufficient assets on hand that would neet the liabilities
as they canme due over the next 60 years). He relayed that
actuaries liked to see a funding ratio of 80 percent or
higher for a healthy plan. He shared that actuaries would
indicate that the plans needed nore funding, given that
they were not close to 80 percent.

M. Barnhill referenced a Callan Associates presentation
related to short-term and long-term forecasts on expected
investnment returns that had been provided to the conmttee
the prior day. The presentation had al so been given to the
Al aska Retirenment WManagenent Board (ARMB) the previous
week. He referred to discussion related to Callan's 5-year
to 10-year forecast that an 8 percent return (the expected
earnings return assunption adopted by ARMB) would be
difficult to inpossible to neet and a 7 percent return
woul d be a challenge. The systens' actuary Buck Consultants
projected that the unfunded Iliability would continue to
rise as losses from FY 09 were snoothed in. Buck projected
that under an 8 percent return scenario by FY 21 the
unfunded liability (measured on an actuarial value basis)
woul d be approximately $10.5 billion; the projected nunber
was closer to $12 billion with a 7 percent return (a
difference of approximately $1.5 billion). Callan projected
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that 8 percent returns over the next 30 years were stil
achi evabl e.

9:17:21 AM

Co-Chair Hoffman noted that the nunbers were staggering,
but asked for verification that retirees did not need to be
frightened by them M. Barnhill did not disagree; the good
news was that the legislature had historically been
commtted to providing responsible support to the systens.
He detailed that on an annual basis, actuaries calcul ated
their required contribution (he likened it to a nortgage
paynent). If the actuarially required contribution was made
for the term of the "nortgage" (ARMB had adopted a 25 year
anortization tern) the unfunded liability would be paid off
in that time. He stated that it was very promsing that
that the legislature had nade the paynent on an annual
basis since ARVMB's origination in 2006; therefore, retirees
should not be afraid. He relayed that sonme |egislatures did
not make their actuarially required contribution, which
caused the funding ratio to decline over tinme and led to a
t hreatened fiscal status.

Co- Chai r St edman poi nted out t hat the state had
approximately $16.7 billion in assets as of June 30, 2011,
which did not include the state's liquid savings or the $40
billion in the permanent fund that constitutionally backed
up the liability. He observed that the state would have to
exhaust its savings and the pernmanent fund before it was
not able to neet its obligations. M. Barnhill agreed and
remarked that the state was blessed with assets. He shared
that the conversation around the table continued to be how
to responsibly continue to address the issues while
mai ntaining the state's commtnents to other itens (e.g.
educat i on, public safety, i nfrastructure, gover niment
services, etc.).

9:19: 47 AM
M. Barnhill nmoved to slide 9 titled "Basic Facts - Health
Cost Trends."™ The slide showed the change in retiree

premum in the PERS and TRS healthcare plan from 1978
t hrough 2012 and illustrated the story of rising healthcare
costs in Alaska, which were the sanme as those in the rest
of the country. Prem uns had started at $57 in 1978 and had
risen to $1,200 in 2012; reflecting an average conpound
growh of 9 percent per year. He relayed that DOA was
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working to determ ne how to change the trend as the growth
was not sust ai nabl e.

M. Barnhill stated that the departnent was taking efforts
to inplement patient wellness prograns within the active
plan in FY 13. |If successful, the initiatives would be
rolled out to other parts of the population, with a goal to
ultimately cover the entire population that would roll into
the retiree plans. He stated that many enpl oyers around the
county had experienced some success in reducing the 9
percent annual cost growth with the nethod. He el aborated
that the state needed to have conversations w th physicians
about the unsustainable nature of the cost growth and how
they could develop a partnership to nmake healthcare cost
grow h sustainable for the state wthout bankrupting the
heal thcare industry. The departnment was pleased that the
premium had only risen from $1,176 to $1,200 in the past
year. The 2 percent increase reflected efforts underway;
additionally, historically there had been years of flat
growh followed by years of double-digit growh. He shared
that the challenge was to convert the flat growh to
sust ai nabl e nodest grow h.

9:22:45 AM

M. Barnhill turned to slide 10: "Basic Facts - Funding
Ratio H story - PERS/TRS," which showed the PERS funded
status over tine. He referenced discussions specifically
regarding 2001 to 2002 when the system went from a full
funded status down to less than 80 percent; the change had
pronpted litigation against the state's fornmer actuary. He
explained that the funding ratio had renained below 80
percent for sone tinme due to a nunber of reasons and that
the risks were endemc to any DB system Risks included
i nvestnment |oss; there had been four investnent |oss years
between 2001 and 2012. He furthered that during the tine
period ARMB' s investnment return assunption had been 8.25
percent (it had recently been reduced to 8 percent);
whenever the return was below the assunption the system
fell further behind. He cited Callan's presentation from
the prior day and observed that systens would continue to
struggle with the issue. Another reason for the continued
struggle with funded ratio was that assunptions do not play
out as expected; the actuary projects that healthcare costs
woul d decrease over tine, but costs do not decrease. The
actuarial projection curve for <cost growh had started
close to 9 percent and had declined to 6 percent, where it
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would remain for the next several decades. The departnent
hoped that efforts to increase overall wellness would help
the state reach the 6 percent figure in the future. He
shared that mistakes had been nade by the actuary in
projecting and conmputing healthcare calculations in the
1990s; therefore, the state had under <collected for a
considerable period of time and subsequently it was stil
maki ng up for the under collection. He stated that the TRS
chart was simlar (slide 11), but the funding ratios were
slightly worse

9: 25: 37 AM
M. Barnhill directed attention to slide 12: "Basic Facts -
Contribution Rates." He relayed that contribution rates

rose when funding ratios declined. He discussed how DB
systens were funded and explained that the actuary
di scounted benefits to present value and conputed what
woul d need to be collected at present (from enpl oyees and
enployers) if all of the actuarial assunptions canme true.
Hi storically rates for PERS and TRS ranged from 8 percent
to 12 percent, but rates had clinbed dramatically begi nning
in the early 2000s; rates had peaked at above 50 percent
for TRS and above 30 percent for PERS in 2008. As a result
the legislature had enacted SB 125 in 2008 to provide
pension relief to nmunicipalities and school districts;
additionally, the TRS and PERS rates had been capped at
12.56 percent and 22 percent respectively. The actuari al
rate in FY 13 was back up at peak |evels of 54 percent for
TRS and 35 percent for PERS

M. Bar nhi | | addressed slide 13 titled "Projected
Retirement Population Gowth." The chart showed that the
ongoi ng baby booner population retirenment would increase.
In 2012 there were just over 40,000 retirees; the nunber
woul d increase to approximately 60,000 in the next severa
years and woul d subsequently begin to decline.

9:27:57 AM

M. Barnhill turned to slide 14 titled "Big Picture Budget
| ssues PERS and TRS prom ses made." The slide addressed the
crux of the issue and showed the benefits that the state
was constitutionally required to pay between present-day
and when the |ast DB nenber dies (between 2070 and 2080).
Beginning in 2012 the systens would be responsible for
slightly over $1 billion per year; at the end of the 2020s
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the systems would be responsible for just over $3 billion
per year; the paynent would cap out at slightly over $3.5
billion in the 2040s. The paynent would not dip below $3
billion per year until the late 2040s. The total benefit
paynments over the next 70 years were $141 billion. He
believed that although the anmount was extraordinary, the
systens were capable of handling it when all of the
resour ces wer e consi dered (1.e. contributions from
enpl oyees and enployers, investnent returns, and general
fund assistance). He acknow edged that issue was |arge and
one that the state was conmtted to.

9:29:13 AM

Co-Chair Hoffman asked if there was a chart that showed
what benefit paynent assistance would be required from the
general fund from 2012 to 2080.

M. Barnhill directed the commttee to a chart on slide 21
The chart showed the different ways the general fund could
be <called wupon to provide necessary assistance in
fulfilling benefit paynents. The chart enconpassed the tine
period that it would take to pay off the entirety of the
unfunded liability assuming an anortization term of 25

years. There were tw nethodologies of anortizing the
unfunded liability. The first was called "level percentage
of pay"; one of the actuarial assunptions was that pay
woul d increase by 3 percent to 4 percent per year and if
paynent increased at about the sane anmount the paynent on
the unfunded liability would increase (represented by the
blue bar on the chart). The second form was called "l evel
dollar"; he equated the nethod to a house nortgage and
expl ai ned that paynents were equal on a nonthly basis over
the course of the 30-year loan term (represented by the red
bar, which declined slightly due to novenent of actuari al
assets).

M. Barnhill furthered that |evel percentage of pay was a
nore back-1oaded anortization methodol ogy; paynents would
be lower in the beginning and higher |ater on. Level dollar
was a nore front-|oaded nethodol ogy; paynents would be
higher initially and Ilower Jlater on. The blue bar
(representing the status quo) called for an appropriation
from the general fund under SB 125 of $610 million for FY
13; the anobunt was included in the governor's proposed
budget. The nunber would increase to approximtely $870
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mllion in FY 13 (or nore in future years) if the |evel
dol | ar met hod was adopt ed.

9:32: 25 AM

ANGELA RODELL, DEPUTY COWM SSI ONER, TREASURY DI VI SI ON

DEPARTMENT COF REVENUE, began a review of the current
investment status in the retirenent trust funds. She
pointed to slide 16: "Investnments - ARMB Assets Under
Managenent,” which showed the plan bal ances as of Decenber
31, 2011. There was approximately $11.1 billion in the PERS
plan; $5.9 billion was in the Retirenent Trust and $4.9 was
in the Retirement Health Care Trust. There was a total
bal ance of approximately $4.6 billion in the TRS plan, with
close to $3 billion in the Retirenent Trust. The renmainder
of the $19 billion in total assets under managenent fell
under the Judicial Retirenment System National Guard/ Nava

Mlitia Retirenent System Supplenental Annuity Plan, and
t he Deferred Conpensation Pl an.

Ms. Rodell noved to slide 17 titled "lInvestnents - Asset
Al'l ocation.” The slide included two pie charts show ng the
actual asset allocation as of Decenber 31, 2011 versus the
target asset allocation. She detailed that the majority of
the assets continued to be in equities (approximtely 50.6
percent in donestic and global equities); the nunber was
slightly higher than the target allocation, which was
partially due to nanager selections and tim ng of purchases
and settlenments. She communicated that there was also a
| arge portion of assets invested in fixed incone and rea
assets.

9:34:12 AM

Ms. Rodell explained that slide 18 titled "lnvestnents - US
Stock  Market Hi stori cal Returns" provided historical
returns and highlighted conparisons between the years 2008
t hrough 2011. She added that |osses and gains would be
snoothed out over a five-year period. Slide 19 titled
"PERS/ TRS Annualized Returns” showed annualized returns
t hrough June 30, 2011. She conmunicated that the 1-year
annualized return was 21.1 percent for PERS and 21.3
percent for TRS, with an average return of 21.27 percent;
the target return was 21.62 percent (slightly over the
realized returns). She shared that the 10-year annualized
return was 5.43 percent for PERS, with a target of 5.67
per cent .
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Co-Chair Stedman requested a historical 10-year rolling
projection of returns recomended by Callan conpared to the
mar ket val ue. He observed that targeted returns continued
to be unattainable over tinme. He referred to a discussion
fromthe prior day that market returns would potentially be
around 7 percent; whereas, the target return was 8 percent
(reduced from 8.25 percent, which the comittee had
expressed concern about for the past several vyears). M.
Rodel | responded that the requested information would be
provided to the commttee.

9:37: 02 AM

M. Barnhill referred to Callan's 7 percent 10-year
projection and explained that Callan had an inbedded
inflation assunption of 2.5 percent; however, ARMB' s

i mbedded inflation assunption was 3.12 percent (not as
bul I'i sh). Wen Buck had run the nunbers it had not adjusted
the inflation assunption down to Callan's; its projection
had only included a 7 percent market return (versus an 8
percent scenario), which would result in a $1.5 billion
liability in FY 21. He comunicated that the unfunded
liability would be adjusted down if inflation was |ess than
3.12 percent. He was reluctant to suggest that the actuary
should reduce its inflation assunption because Callan
expected inflation to rise at sonme point. He elaborated
that Callan had indicated that given the anount of economc
stimulus funds spent in the US. and worldw de, logically
inflation would rise. He concluded that 2.5 percent
inflation seened nore bullish than was wise in a long-term
recomrendati on.

9: 38: 59 AM

Co-Chair Stedman believed it would be helpful to calculate
historic projections wthout the inflation nunbers. He
understood the purpose of the inflation assunptions, but
the commttee was primarily concerned about the targets
that were not met. He asked for historical real return
expectations for the asset allocation. M. Bar nhi | |
acknow edged t he request.

IVE . Bar nhi | | turned back to slide 21 titled "State

Assi stance (SB 125)" and reiterated that the legislature's
commitrment to either nmethod of anortizing the unfunded
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liability (shown with red and blue bars) was critical to
health of the PERS and TRS systens.

Co- Chair Hof fman shared concern that w thout a major change
in the state's revenue stream it could potentially be
facing a deficit and subsequently a mjor reduction in
services by 2020. He pointed out that state assistance
continued to rise in the status quo nethod (blue bar on
slide 21). M. Barnhill agreed.

9:41: 23 AM
M. Barnhill shared that the dynam c of the demands on the
general fund increasing to above $1 billion over time had

been a grave concern to executive and |egislative branches.
In the fall of 2010 the Legislative Finance D vision had
asked ARMB to | ook at the issue and to provide information
and options for consideration. As a result ARMB conpiled

40-plus unfunded liability scenarios (slide 23) by
adjusting five different "levers." He expounded that the
unfunded liability was a "soft"” liability and there were a

variety of ways to pay it off (it could be paid off all at
once or over tine). The first Ilever was "anortization
met hodol ogy"; the two principal forms of methodol ogy were
| evel dollar (front |oaded) and |evel percentage of pay
(back | oaded). The second lever was "anortization term" He
relayed that ARMB was currently anortizing the unfunded
liability over a 25-year period; it had also | ooked at 30-
year and 40-year anortization schedules. The third |ever
was "cash infusion,” which had been a topic of significant
di scussion in the legislature; the scenario addressed what
woul d happen to the liability if a lunp sum was paid down
(e.g. $2 billion).

M. Barnhill |ooked at the fourth lever "continuation or
di sconti nuati on of state assi stance. " The scenario
addressed what would happen if the annual paynent was
di scontinued. The fifth lever was "additional mnunicipal
participation,” which |ooked at increasing the enployer
rate cap from 22 percent to 24 percent. The actuary had run
the 40-plus scenarios and had neasured the outputs in
vari ous ways.

9:44: 34 AM

M. Barnhill continued that prinmary neasurenents included
how nmuch it would cost participants to pay off the unfunded
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liability, the payoff date, anmount the state would pay,

anount the nunicipalities would pay, and the near-term
burden (in percentage terns) on the general fund. He
referenced a spreadsheet [State of Alaska PERS Financia

Proj ections (in t housands) ] show ng t he actuaria

measurenents from FY 11 to FY 71 (copy on file). He
bel i eved the exercise was useful and showed that there were
a variety of responsible ways that the status quo could be
adjusted. In Decenber 2011 ARMB passed a resolution
recommending the legislature to consider certain scenarios
and discard others (the recomendation did not prevent the
| egislative or executive branches from continuing to
consider the scenarios). He noted that the work had
culmnated in pending legislation that would be taken up by
the conmttee at a | ater date.

9:46: 38 AM

Senator Thonmas asked about the relationship between the
actuarial assunption, annualized returns, and unfunded
liability. He referenced issues associated with all pension
plans (e.g. recessions caused all plans to decline). He
referred to the current situation of nany ERI SA [ Enpl oyee
Retirement Incone Security Act]/ Taft Hartley plans; he was
not aware of any that were underfunded to the extent of the
Al aska plans. He wondered why the state would continue to
have an actuarial assunption; Taft Hartley plans actuaria
assunptions were directed by the federal governnent. He was
skeptical that projections would be realized based on the
historical returns that were 3 percent |ess than actuari al
assunpti ons.

M. Barnhill responded that he did not have any expertise
in Taft Hartley plans. He was aware that the assunption
regarding investnment return for ERISA plans was nore
tightly controlled; it was simlar to a riskless rate of
return in the 4 percent to 5 percent range. He stated that
ARMB coul d adopt a conparable riskless rate of return; the
topic had been a subject of debate around the country. He
relayed that a Chicago professor naned Joshua Rauh was
calling on public pension plans to reduce their rates of
return from 8 percent down to the 4 percent to 5 percent
range. He reminded the committee that a reduction to the
rate of return assunption would increase the unfunded
liability; if the nunber was dropped to 4 percent or 5
percent the wunfunded Iliability would essentially double
from $11 billion up to $22 billion. He furthered that if
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the liability increased to $22 billion the contribution
rate would double; it would be over 100 percent of payrol
for TRS and around 60 percent of payroll for PERS. Rates
had been capped; therefore, pressure would not be placed on
muni ci palities and school districts (rates would remain at
22 percent and 12.5 percent respectively), but it would put
a huge demand on the general fund under SB 125. The $610
mllion figure would increase sharply.

Senator Thomas understood, but reiterated his concerns
about going forward with unrealistic actuarial assunptions.
He speculated that the wunrealistic assunptions probably
exi sted 20 years earlier.

9:50: 59 AM

Co-Chair Stedman asked the departnent to have the actuary
run scenarios using 4 percent up to 8 percent return
assunptions. M. Barnhill agreed. He relayed that Buck had
recently begun running a sensitivity analysis in its
val uations using 7 percent and 9 percent assunptions. He
noted that Senator Thomas's point was well taken; the state
was between a rock and a hard place and the tine to have
adopted |ower return assunptions would have been 25 to 30
years earlier

Senator McGuire stated that it would be difficult to double
the unfunded liability froma political standpoint, but she
believed it was related to how the state got into the
"mess" to begin with. She recalled when the situation had
begun unfolding in the past; part of the problem had arisen
from bad advice, but there had also been sone political
sensitivity related to the size of the liability. She
furthered that the returns were 4.3 percent and 5.4 percent
and were not <close to the 8 percent assunption. She
believed it was incunbent upon the state to lay the current
facts out, which she hoped would lead to thoughtful
solutions. The committee had proposed a cash infusion
nmet hodol ogy and ot her solutions included pension obligation
bonds. She stressed the inportance of laying out the facts
in order to reach the needed solution. She asked Ms. Rodell
to provide her opinion on the status quo versus |evel
dol | ar net hods shown on slide 21. Ms. Rodell replied it was
important to recognize that the state had continued to fund
the arc. She preferred the level dollar nmethod that would
allow the state to pay down liabilities while the resources
existed versus later when it could be nore difficult.
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Additionally, the state would receive nore credit in the
national nmarket for taking care of its liabilities quicker.

9:54:41 AM

Co-Chair Hoffrman discussed that the state paid costs above
22 percent for PERS and 12.5 percent for TRS. He wondered
whet her other states provided financial assistance for
their retirenent prograns. M. Barnhill was unsure, but he
was aware of other states that did not nake their
actuarially required contribution. He sensed that Al aska's
magni tude of general fund assistance was wunusual. He
communi cated that a nunber of states were included in a
di sturbing trend that involved cutting benefits to current
retirees in order to fully fund their systens. He shared
that in Colorado and M nnesota the courts had sustained the
benefit cut, which involved a reduction in the cost of
l'iving adj ustnent.

Co-Chair Hoffman queried why the state had elected to
provide the assistance. M. Barnhill answered that the
state chose to provide the assistance in order to do the
responsible thing. Additionally, under the D mnishnment
Clause of the Alaska Constitution, the state was required
to pay all of the benefits when due.

Co-Chair Hoffman agreed that state assistance was the
responsi ble action. He surmsed that some municipalities
woul d have gone bankrupt if assistance was not provided.
M. Barnhill agreed.

Co-Chair Hoffman asked whether the state had the | egal
responsibility to provide the benefit assistance. M.
Barnhill stated that there were a variety of ways to handl e
the situation. Following SB 125 was one responsi ble way and
there were a nunber of others. He observed that sone
municipalities nmay be at their contribution limt, but
there were others that could probably contribute nore.

9:57: 48 AM

Co-Chair Stedman recalled that there had been discussion
regar di ng t he department's inability to accurately
calculate potential liability sharing between different

muni cipalities; therefore, to avoid lengthy litigation and
significant insolvencies in various communities, the state
had stepped in and had taken responsibility for costs above
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22 percent. He shared that 22 percent had been set as a
negoti ated amount in order make nunicipalities aware of the
problem but to avoid pushing them into insolvency. He
believed it was incunbent on the conmittee to use all of
the resources that the state had available in order to
protect communities and retirenment plan participants from
di m ni shed benefits.

Co- Chair Hof fman asked how much the assistance was costing
the state and whether it would increase substantially. M.
Barnhill responded that to date, under SB 125 the state had
paid approximately $2 billion between 2007 and 2012 split
evenly between PERS and TRS. He shared that within state
assistance provided to PERS, the state and university paid
approximately 60 percent of payroll and nunicipalities paid
40 percent. He elaborated that the state, as the enployer,
was responsible for $600 million out of $1 billion; about
$400 million had been paid on behalf of nunicipalities and
about $1 billion paid on behalf of school districts. He
pointed to the blue bars [status quo] on slide 21 and
relayed that the state would be responsible for $610
mllion in FY 13, peaking at $1 billion in 2025 (the figure
woul d be divided in half between PERS and TRS and the sane
60/ 40 percent split was used for PERS).

10: 00: 27 AM

Senator Egan asked for detail on assunptions used in the
proj ections. For exanple, he wondered whether assunptions
i ncluded an annual 10 percent healthcare increase into the
future. Co-Chair Stedman asked for a brief response, wth
follow up at a later time. M. Barnhill explained that the
assunptions had been adopted by ARMB. The board was
required to do an experience study every four years; at
that tinme the actuary and secondary actuary |ooked at
assunptions and nade recommendations to the board. He was
unsure where the 10 percent inflation figure had cone from
He explained that the health cost trend graded down over
the course of 100 years; the actuarial assunption going
forward was 6 percent growh for the next several decades.
The actual premum growh in recent years had been 9
percent (shown on slide 9); there had been a flattening
down to 2 percent in the past year (the past 3-year average
was around 8 percent). The change was prom sing, but he
believed it was premature to say that the growh had flat
lined at 6 percent.
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Co-Chair Stednman felt the O percent change in 2007 and 2008
was optimstic (slide 9). M. Barnhill responded that the
figures were based on the clains experience. He shared that
in the early 1990s there had been talk of federally
regul ated healthcare (the "Hilary dinton" plan); he had
heard (but did not know) that the health industry had
unilaterally flat lined its cost growh during that tine
period. The departnment was focused on sustainable trends;
the current trend continued to be 9 percent. The state
would like to get to the actuarial trend of 6 percent, but
it was not there yet.

10: 03: 37 AM

Co- Chair Stednan stated that conversations would continue
as the state worked to find a solution to the unfunded
retirement liability. He reviewed the agenda for the
fol | ow ng day.

#
ADJ OURNIVENT

10: 04: 17 AM

The neeting was adjourned at 10:04 a.m
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