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ACTI ON NARRATI VE

8:09:21 AM

CHAIR BOB LYNN called the House State Affairs Standing Conmttee
nmeeting to order at 8:09 a.m Representati ves Krei ss- Tonki ns,
Tal erico, Stutes, Keller, Vazquez, and Lynn were present at the

call to order. Representati ve Spohnholz arrived as the neeting
was in progress.

HB 324-VI OLENT CRI MES COVP BOARD MEMBERSHI P

8:09: 57 AM

CHAI R LYNN announced that the first order of business would be
HOUSE BILL NO 324, "An Act relating to the Violent Crines
Conpensati on Board."

8:10: 13 AM
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COURTNEY ENRI GHT, Staff, Representative Gabrielle LeDoux, Al aska
State Legislature, presented HB 324 on behalf of Representative
LeDoux, prinme sponsor. She stated that the proposed |egislation
woul d anmend the menbership of the Violent Crinmes Conpensation
Board (VCCB) to expand the possibilities for board appointees

and to aid in recruitnent. She explained that VCCB asked for
this change because of the difficulty in recruiting and
retaining physicians for the board. In response to Chair Lynn

she further explained that physicians often have limted tineg,
and a nurse practitioner has suitable nedical know edge for the
needs of the board.

8:11: 24 AM

REPRESENTATI VE KELLER noved to adopt Anmendnment 1, |abeled 29-
LS1479\ A. 1, Bruce, 3/22/16, which read as foll ows:

Page 1, line 7, follow ng "physician":

Insert ", a physician assistant."

REPRESENTATI VE STUTES obj ected for purpose of discussion.
8:12: 24 AM

REPRESENTATI VE SPOHNHOLZ opined that the anmendnent to add
physi ci an assistant to HB 324 would serve to recogni ze the broad
scope of paraprofessionals [in Alaska] and w den the range and
nunber of potential applicants that are available for VCCB. She
added that both nurse practitioners and physician assistants
practice i ndependently and provide a high |evel of care.

IVB. ENRIGHT confirmed for Chair Lynn that the proposed
| egislation wth the anmendnent woul d add nurse practitioners and
physician assistants to the range of nedical professionals
eligible for appointnent by the governor to the seat that now
nmust be filled by a physician.

8:14:12 AM

The conmittee took an at-ease from8:14 a.m to 8:15 a. m

8:14:37 AM

REPRESENTATI VE STUTES wi t hdrew her objection to Arendnent 1.

REPRESENTATI VE KELLER wi t hdr ew Amendnent 1.
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8:15: 04 AM

REPRESENTATI VE SPOHNHOLZ noved to adopt Amendnent 2, |abeled 29-
LS1479\ A. 1, Bruce, 3/22/16, which read as foll ows:

Page 1, line 7, follow ng "physician":
Insert ", a physician assistant."

REPRESENTATI VE STUTES obj ected for discussion, then renoved her
obj ecti on. [ Wthout further objection, Amendnent 2 was treated
as adopt ed. ]

8:15: 38 AM

REPRESENTATI VE KELLER asked if there were tines when the board
was unable to function because of the absence of the physician
board nmenber or if there were tinmes it was functioning wthout
medi cal experti se.

M5. ENRIGHT replied that the absence of the nedical professional
at board neetings created a challenge for the board to achieve a
guorum since VCCB is only a three-nenber board. She added that
the board's discussion of crimes requires a certain depth of
nmedi cal expertise, and not having that expertise creates issues.

8:16: 37 AM

KATE HUDSON, Executive Director, Violent Cinmes Conpensation
Board (VCCB), Departnent of Admnistration (DOA), cited two
separate year-long periods in VCCB s recent history where it has
been difficult for the board to function. She went on to say
that for a one-year period there was a physician on the board
who was an absentee board nenber - unable to attend neetings and
not responding to emails. She related another one-year period
in which the board was not able to find a physician to serve on
t he board. She expressed the difficulties of comng to
agreenents on clains when there are only tw board nenbers,
since there are often disagreenents and a nmjority vote is
needed.

8:18: 01 AM

CHAIR LYNN asked if VCCB nenbers are paid or receive travel
rei mbur senent .
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M5. HUDSON said that they are volunteers and therefore neither
paid nor receive stipends. She conceded that they receive
travel reinbursenent if away from their honme town, but that does
not often occur.

8:18: 29 AM

REPRESENTATI VE VAZQUEZ referred to a letter from Gerad Godfrey,
Chair, VCCB, in the commttee packet, and relayed that in the
letter, M. Codfrey explains the inportance of a nedica
prof essional serving on the board. Representative Vazquez asked
Ms. Hudson to el aborate.

M5. HUDSON responded that VCCB often |ooks at cases where
someone has been physically injured as the result of a crine.
She went on to say that the board assesses the appropriateness
of reinbursenents for nedical treatnent, physical therapy, and
prescriptions and, in her opinion, it is inperative that soneone
on the board have the nedical knowl edge to make these
determ nati ons.

8:19:40 AM

REPRESENTATI VE KELLER asked Ms. Hudson to describe the duty of
VCCB

M5. HUDSON stated that VCCB reviews clainms - the nature of a
crime and the nature of an injury - and decides eligibility
under the statutes and reasonable expenses. She added that
after those two decisions are made, the board signs an order
form and paynment is made.

8:20:51 AM

REPRESENTATI VE VAZQUEZ asked how nany cases were processed in
t he past year.

M5. HUDSON responded that through fiscal year 2016 (FY 16) there
were over 960 clains processed - that is, new applications
received - but not all were awarded. She added that there are
usual |y between 800 and 900 clains per year, and |ast year had a
record nunber.

REPRESENTATI VE VAZQUEZ asked if VCCB gets direct referrals from
the district attorney's office.
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M5. HUDSON responded in the affirmative and added that referrals
al so cone from | aw enforcenent, hospitals, victim advocates, and
ot her sources.

REPRESENTATI VE VAZQUEZ asked Ms. Hudson for the nbst comon type
of claimthat VCCB processes in terns of cost and injury.

M5. HUDSON expressed that the question was a difficult one to

answer . She offered that typically many of the clains fall
under two categories. She described the first as assaults of
young nen with facial injuries and orbital fractures resulting
in about $10,000 in nedical costs. The second category, she

said, is child abuse cases in which paynent is for nental health
counsel ing costing anywhere from $2,000 to $10, 000.

8:23:22 AM
REPRESENTATI VE VAZQUEZ asked how VCCB is funded.

M5. HUDSON responded that there are two sources of funding:
one, an appropriation from the permanent fund dividend, which
consists of a small portion of the dividends that are not paid
to incarcerated felons; and two, an annual federal grant under
the Victinms of Crinme Act.

REPRESENTATI VE VAZQUEZ asked Ms. Hudson what the total funding
was for VCCB for FY 15.

M5. HUDSON responded that in FY 15, the total funding for VCCB
was $2.5 million - $2.1 mllion for victim paynents and $400, 000
for operating costs.

REPRESENTATI VE VAZQUEZ asked what the staffing level was for
VCCB.

M5. HUDSON replied that VCCB has three staff, including herself,
and they are | ocated in Juneau.

8:.24.:46 AM

REPRESENTATI VE KELLER noved to report HB 324, as anended, out of
commttee with individual recomendations and the acconpanying
fiscal notes. There being no objection, CSHB 324(STA) was
reported fromthe House State Affairs Standing Conmttee.

8:25: 03 AM
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The commttee took an at-ease from8:25 a.m to 8:27 a.m

HB 280- TEACHERS & PUB EMPLOYEE RETI REMENT PLANS
[ Cont ai ns di scussion of SB 88.]

8:27:15 AM

CHAI R LYNN announced that the final order of business would be
HOUSE BILL NO 280, "An Act relating to new defined benefit
tiers in the public enployees' retirement system and the
teachers' retirenent system providing certain enployees an
opportunity to choose between the defined benefit and defined
contribution plans of the public enployees' retirenment system
and the teachers' retirenent system and providing for an
effective date.”

8:27:17 AM

REPRESENTATI VE SAM KI TO, Al aska State Legislature, presented HB
280, as prine sponsor. He relayed that HB 280 woul d provide an
opportunity for state enployees currently covered under Tier |V
or new to state enploynment to choose between a defined benefit
(DB) plan and a defined contribution (DC plan. He confirmed
that the passage of Senate Bill 141 in 2006 put every new
enpl oyee under a defined contribution plan. He said that the
proposed legislation would give current defined contribution
enployees a limted time to transition to a defined benefit plan

if they so desire. He added that HB 280 would allow new
enpl oyees interested in pursuing a public career as a teacher or
public enployee to elect a defined benefit plan or, if they

prefer, a defined contribution plan.

REPRESENTATI VE KI TO explained that when the State of Al aska
originally set up the defined benefit program the Internal
Revenue Service (IRS) allowed the state to opt out of Social
Security, which it did. He went on to say that the state then
established the Supplenental Benefit System (SBS), a defined
contribution conponent simlar to a 401(k). He opined that one
of the problens the state encounters in being able to recruit
and retain enployees is that now with SBS and the defined
contribution system enployees have two 401(k) plans but no
ability to participate in Social Security or any conponent of a
defined benefit plan. He offered that the proposed |egislation
woul d give enployees wshing to be career enployees the
opportunity to sign up for a defined benefit plan. He added
that the vesting requirenment for the proposed retirenent plan
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would be five years, and the vesting requirenent for the nore
expensi ve nedi cal plan would be ten years.

REPRESENTATI VE KITO stated that the fiscal analysis of HB 280
i ndi cat es t hat t he pr oposed | egi sl ation, properly
"actuarialized," could save the state about $70 mllion over ten
years.

8:31: 20 AM
CHAI R LYNN asked if the actuarial projections are current.

REPRESENATI VE KI TO responded that he is wrking wth the
Department of Admnistration (DOA) to obtain an updated
actuarial analysis to produce the fiscal note on HB 280.

CHAI R LYNN opined that sone of the actuarial analyses that the
state relied upon in the past were faulty, contributing to
current [liability] problens wth the state's retirenent
systens, and he asked if there are now better anal yses.

REPRESENTATI VE KI TO responded that two factors contributed to
t he poor actuarial projections: one, between the 1960s and now
there has been a significant increase in life expectancy so that
the actuari al assunptions have changed; and two, mar ket
performance was not as expected, creating a significant
liability for the state retirenent system He added that state
law now requires the state to do an actuarial analysis of its
retirement plan every three to five years to ensure the plan is
actuarial ly sound.

REPRESENTATI VE KI TO enphasi zed that due to the increasing cost
of healthcare, the nedical component of a retirement plan is the
greater driver of retirement costs conpared with the retirenent
conmponent . He said that wunder the proposed legislation, in
order to receive healthcare benefits, a retired firefighter or
public safety officer nust have 25 years of service or a m ni num

of ten years and be eligible for Medicare. For a public
enpl oyee, the requirenent is a mninum of 30 years of service or
a mnimm of ten years, plus Medicare eligibility. O herw se
the retiree pays a percentage of or the full anmunt of the

heal t hcare prem uns.

8:34: 07 AM
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REPRESENTATI VE KELLER referred to the sponsor statenent, which
claims HB 280 woul d save noney, and he asked who would bear the
risk if medical costs do exceed the anpbunts projected.

REPRESENTATI VE Kl TO responded that there would be a shared risk.
He said that under HB 280, a fully vested retiree on Mdicare
woul d be eligible for state healthcare benefits, but since those
benefits become secondary to Medicare, the cost of the
heal t hcare benefits through the state would be the smaller of
the two. He further explained that individuals who are not
Medicare eligible would pay the full healthcare insurance
prem um and reiterated the considerable service years necessary
to qualify for a graduated or full nedical benefit.

REPRESENTATI VE KELLER noted that even with a shared risk, the
benefit anmounts paid would vary depending on the increase in
heal t hcare costs. He alluded to previous assurances given to
the legislature that the retirement system was in sound
condition, and he opined that these assurances can sonetines be
W ong. He cited that other states and Puerto Rico are having
probl enms funding retirenment systens.

REPRESENTATI VE KI TO answered yes, that there would be a shared
risk.

8:37:51 AM
CHAIR LYNN cited the potential conflict of interest in noving
the proposed legislation in that all legislators are state
enpl oyees.
8: 38: 53 AM

JASON DUNCOMBE testified that he was a police officer for the
Anchorage Police Department (APD). He stated that with a wife
and four children, an option for retirement benefits would help
his famly in nmany ways. He expressed a concern that he shares
with other officers - that is, without retirenment benefits there
isn't a future for them He offered that there are other police
departnments that do offer retirement benefits, and that having
that option available elsewhere would wundoubtedly affect

retention at APD. He nmaintained that he |oves Al aska and
considers it his hone. He asserted that he loves his job and
APD is like a famly to him He lanmented that w thout

retirenent benefits, he doubts there is a future for hinself and
his famly [in Al aska].
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8:41:26 AM

WLLIAM FORNI A, President, Pension Trustee Advisers, Inc. (PTA),
relayed that he is a consulting actuary and has been working
with the Alaska Public Pension Coalition (APPC) on various
matters since 2011. He stated that he has also worked as an
advisory actuary for the Al aska Retirenment Managenent (ARM
Board in 2005 and 2006, and he perforned an audit of [Al aska's]
Public Enpl oyees' Reti renent System ( PERS) and Teachers'
Retirement System (TRS) in 2008. He cited the wide variety of
clients for which he has worked - governnment, pension fund
conpani es, |abor organizations, and third parties. He reported
that up until a year ago, he was special advisor to the Puerto
Ri co Enpl oyees Retirenent System (ERS). He al so nentioned that
he worked for the banks involved in the Detroit bankruptcy and
testified in court on behalf of the banks. He noted that he has
also testified in federal district courts and 12 state
| egi sl at ures.

MR. FORNI A presented a PowerPoint titled, "Al aska Pension Option
Legislation SB 88/ HB 280." He referred to slide 3, "Key
Features of SB 88/ HB 280," and said that the proposed
| egislation would give enployees a choice between a defined
benefit and a defined contribution plan. He offered that sone
enpl oyees would prefer a defined contribution plan, typically
those who are younger or those who expect a shorter |ength of
service, and defined benefit plans are particularly popul ar
anong career workers. He went on to say that HB 280 is
structured to be cost neutral or better, with the goal being to
avoid unfunded liabilities or additional cost to the state. He
said the fiscal note from a couple years ago showed a $10
mllion saving the first year, and an updated fiscal note is
forthcom ng. He clainmed that worker contributions for the
defined benefit plan would be the sane as for the current Tier
|V plan. He also reported that the proposed |egislation would
generate short term cost savings and shift nmuch of the risk for
i ncreasing healthcare benefit costs from the enployer to the
wor kers t hrough reduced benefits.

8:46: 15 AM

MR FORNIA referred to slide 4, "Findings," to explain that
having an option is nore econonical because nore benefit can be
provided per dollar through a defined benefit structure as
opposed to a defined contribution structure. He reiterated that
t he proposed plan was designed to be cost neutral.
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[CHAIR LYNN passed the gavel to Representative Keller. The
gavel was passed back to Chair Lynn at an unspecified tine, but
before the hearing on HB 280 ended. ]

8:47: 23 AM

REPRESENTATI VE SPOHNHOLZ asked M. Fornia to clarify the concept
of a defined benefit structure being nore econonical as opposed
to a defined contribution structure, as her understanding was
that the state changed to a defined contribution structure
because it was nore econom cal .

MR. FORNI A responded that the defined benefit plan is riskier to
the enployer but [the defined contribution plan] is not nore
econoni cal, because the enployers are better positioned to take
the risk. He explained that if an enployee is forced to take
the risk, he/she will nake decisions that are not as econom cal
as would the enployer taking the risk. He prom sed nore detail
later in the presentation.

MR FORNIA referred to slide 6, "Benefits Available from DCR
Program are Substantially Lower than from Latest DB Tier," which
shows the level of retirement benefits as percentage of pay for
t hree di fferent categories of enpl oyees - t eachers,
firefighters, and other PERS enployees - and denonstrates the
reduced retirement benefit under the defined contribution plan
conpared with the defined benefit plan.

MR FORNIA noved on to slide 7, "lllustration of Hypothetical
Teacher Benefits - $50,000 Final Average Salary," to further
denonstrate the reduced retirenent benefit for a teacher under

the Tier 1l defined contribution plan conpared with the Tier |1
defined benefit plan and wth Social Security. The Soci al
Security benefit is slightly lower than the Tier 11l benefit.
He enphasi zed that the benefit |evels under Tier 11l for teacher

and Tier IV for PERS aren't adequate for retirenent.

8:50: 44 AM

MR FORNIA referred to slide 8, "Wy DB? - Mre Economcally
Efficient,” and a report cited on slide 8, "Still A Better Bang
for The Buck," which he coauthored with the National Institute
on Retirement Security in 2014. He referenced the report to
answer Representati ve Spohnhol z' s guestion about whi ch
retirement structure is nore economcal. He said that the

defined benefit structure is nore economcally efficient because
i nvestnment decisions are nmade by investnent experts and are
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based on a large pool of people and not an individual. He
clainmed that the three variables - I|ife expectancy, investnent
risk, and investnment expertise - can all be nmanaged better by
experts working with a pool ed group of enpl oyees.

8:53:34 AM

VICE CHAIR KELLER asked for clarification that the study
described by the report was based on the sane enployer and
enpl oyee contri butions for both plans, DB and DC

MR. FORNI A confirmed that the study is based on the same anount
of noney going into each plan up front. Conversely, he said, a
fixed benefit level requires varying amounts of input.

MR FORNIA went on to say that slide 9, "1st Strength of DB
Pl ans Longevity R sk Pooling,"” summarizes the information about
| ongevity risk pooling, and slide 10, "Under a DC Plan 24% of
Assets Are Not Used for Retirenment - 1,000 Sanple Teachers,"
graphically illustrates the extra savings put into a DC plan by
a sanple of 1,000 teachers in order to achieve a target |evel of
retirement benefit. He asserted that the chart denonstrates
that under the DC plan, individuals would save extra and receive
less in retirenment benefits.

8:57:44 AM

REPRESENTATI VE KREI SS- TOWKI NS asked for clarification of slide
10 - that teachers who Ilive longer than expected need to
suppl enent their retirement benefit, while teachers who die
earlier than expected have an unrealized retirenent benefit in
the form of a death benefit. He added that either way the
outcone is |ess than ideal.

MR. FORNIA responded that Representative Kreiss-Tonpkins was
exactly right. He added that wunfortunately, the retiree does
not know his/her life expectancy, whereas PERS and TRS uses
average |ife expectancies, thus, not as nuch noney is needed in
the DC system

8:59: 09 AM
REPRESENTATI VE VAZQUEZ referred to slide 10 and asked from what

geographic | ocation the sanpling was taken and what assunptions
wer e made.
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MR. FORNI A responded that the sanpling was perforned about four
years ago on a national basis using standard nortality tables.
He conceded that Alaska's nortality data may be different, but
asserted that the shape of the graph would be the sane, and the
general concept would fit any popul ati on.

REPRESENTATI VE VAZQUEZ asked for the list of assunptions nade
for slides 10 and 6 and stated her belief that the ages and
| engths of service may not reflect Al aska. She added that she
would i ke to see charts with Al aska dat a.

MR. FORNI A responded that slide 6 does consist of Alaska data
from 2012. Twenty-five years of service for teachers, police,
and firefighters was chosen based on what the proposed
legislation requires for the retiree getting healthcare
benefits, and the PERS retirenent age of 60 was chosen because
that is the typical retirement age in Alaska. He further stated
that he would provide the bill sponsor with the assunptions
underlying slide 6 and slides 10-14 by tonorrow.

9:03: 06 AM

VICE CHAIR KELLER asked for a definition of "over-savings" on
slide 10.

MR. FORNI A explained that "over-savings" is the anount of extra
nmoney put into the retirement system due to an individual not
knowi ng his/her life expectancy. He reiterated that a pooled
pension fund only pays in the anount needed to fund retirenent
benefits.

MR FORNIA referred to slide 13, "3rd Strength of DB Pension

Pl ans Pool ed, Professionally-Mnaged Assets,” which cites the
results of several studies conparing average returns of defined
benefit plans with those of defined contribution plans. He

added that the studies show that the DB plan returns outperform
those of the DC plans by at least 1 percent annually, and the DC
pl an provi des about half the |evel of benefits conpared with the
DB plan for the same anpbunt of noney put into the plan. He
stated that the studies cited on slides 8-13 represent national
studies showing simlar results as that seen in slide 6, which
refl ects Al aska dat a.

MR. FORNIA Dbriefly mentioned that slide 14, "Recent Research,”
lists the four reports that have been updated and the findings
shown on slides 15-23. He went on to slide 15, "Update on
Economi cally Efficiency Research,” to discuss the m sconception
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that defined contribution plans inherently save noney. He
contended that a DC plan only saves noney if |ess noney is put
into the plan; without |ess noney put into the plan, there are
no savings and it yields lower benefits. M. Fornia stated that
the report, "Better Bang for the Buck - Econom c Efficiencies of
Defined Benefit Plans,” has been updated in response to changes
t hat occurred between 2008 and 2014.

9:07: 24 AM
MR FORNIA said that slide 16, "NIRS Case Studies on States

which switched from DB to DC - Wiat NRS did," and slide 17,
"NIRS Case Studies on States which switched from DB to DC -

Common Trends,"” summarize a report in the commttee packet
titled, "Public Pension Resource Guide: Case Studies of State
Pension Plans that Switched to Defined Contribution Plans." He

stated that the report describes the experience of three states
that made the switch from defined benefits to defined
contributions, Alaska being one of them He said that the
report reviews various issues resulting from the switch, and
slide 17 sumrari zes the conclusions. He offered that the report
concludes that switching to DC did not solve the underfunding
probl em and, in many cases, increased the cost of the plan. He
said that the report also shows that workers in the new [DC
pl an had increased levels of insecurity towards retirenent. He
further clained that the best way to address the underfunding
problem is not to nmake the switch but to have a responsible
fundi ng policy.

9:09: 20 AM

MR FORNIA then referred to slide 18, "Findings from Buck
Actuarial Experience Ilnvestigation." He said that every few
years Buck Consultants (Buck), a human resource consulting firm
conpares the expected actuarial experience wth the actual
actuarial experience for the purpose of correcting for wong
assunptions and changing faulty assunptions going forward. M.
Fornia stated that this was |ast done by Buck in Septenber,
2014, and reported in Novenber, 2014. He said that the
assunptions include nortality age, retirenent age, enployee
t urnover, enpl oyee term nations, wi t hdrawal s, i nvest ment
returns, and sal ary grow h.

MR. FORNI A went on to say that he was particularly interested in
enpl oyees who resigned in less than five years and less than
eight years, as &evidence that the new plan discouraged
enpl oynment | ongevity. He referred to slide 23, "Findings from
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Buck Actuarial Experience Investigation - Data," to point out
that teacher turnover in the first eight years was 12 percent
hi gher than expected and police and firefighter turnover in the
first five years was 4 percent higher than expected. He
enphasi zed that the tinme period for the study, 2009-2014, was at
a tinme during which |lower turnover would have been expected due
to the recession.

9:12: 50 AM

MR FORNIA referred to slide 19, "Are Teachers Better off wth
Pension or 401(k)? - Purpose of Study," and supporting slides
20-23, which show the results of a study by the University of
California to determine if teachers in California are better off
with a 401(k) or a pension. He relayed that the conclusion was
that the vast mmjority of teaching was performed by long-term
career teachers; consequently, they were better off wth
pensi ons.

VR. FORNIA referred to slide 24, "What  about  Unfunded
Liabilities?" and opined that Senate Bill 141, passed in 2005
wasn't designed to solve the wunfunded liability problem and
hasn't solved the problem He stated that the DB option
designed for the proposed legislation is specifically designed
to not increase unfunded liability and may even decrease the
liability. He said that the plans would be funded in advance to
avoid future problens. M. Fornia referred to the conclusions
in slide 25, "Findings," which state that a DB plan helps
provide a safety net for enployees, encourages long term
service, and is designed to be cost neutral or favorable.

9:15:56 AM

REPRESENTATI VE VAZQUEZ asked what the projected benefit to the
existing retirement benefits underfunding situation would be if
the DB retirenment structure was inpl enented.

MR. FORNI A responded that the programis not designed to inprove
the unfunded liability; however, if the new fiscal note confirns
some savings, then that could be used towards the unfunded
liability. He added that the proposed plan is not anticipated
to increase the wunfunded liability and nay even have sone
positive inpact on the unfunded liability. He reiterated that
the intention of the proposed legislation is not to pay down the
unfunded liability.
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MR FORNIA confirmed Chair Lynn's observation that any noney
saved through the proposed retirenent system could be used to
pay down the wunfunded liability or anything else in state
gover nnent .

9:17:55 AM

ROBERT GROVE, Legislative Information Director, Retired Public
Enmpl oyees of Alaska (RPEA), stated that RPEA has chapters in
Fai r banks, Anchorage, and Juneau. He revealed that he has lived
in Alaska 46 years and has retired twice - the first time from
the fire service in 2000 and the second tinme fromthe University
of Al aska Fairbanks Geophysical Institute in 2007. He added
that collectively he and his wife have over 52 years of public
service in Al aska. He said that like many retirees, he and his
wife made the decision to remain in Al aska after retiring to be
near their famlies, and they wsh to spend the rest of their
lives in Al aska.

MR. GROVE reported that according to the [University of Al aska
Anchorage] Institute of Social and Econom c Research (ICER), the
i mpact of Al aska seniors on the econony in 2015 was nore than $3
billion. He went on to say that |ICER research points out that
the incone stream from seniors does not depend on oil, fish, or
gold, is not influenced by world markets, and is not seasonal
He added that the volunteer work by seniors anmounts to a
contribution to the state of about $52 million annually and an
additional $47 mllion in the performance of care-giving
activity.

MR. GROVE testified that RPEA supports HB 280 and its conpanion
bill SB 88, which would afford new state enployees the
opportunity to choose to participate in today's defined
contribution retirenent account, also known as Tier 1V, or to
participate in a new defined benefit pension plan. He cl ai ned
that retiree expenditures, along with state and |ocal pension
pl an benefits, supported 16,054 jobs in Alaska in 2014. M.
G ove said that HB 280 would create a new, nore stable, nore
predi ctable defined benefit pension plan for teachers, fire
fighters, and other public enployees. He reiterated M.
Fornia's testinony that it is in the best interest of the State
of Alaska and retirees to have nore retirees contributing to the
PERS and TRS pension trust, which the proposed |egislation would
make possi bl e. M. Gove said that on behalf of hinself and
RPEA, he urges the House State Affairs Standing Conmmttee to
support the proposed legislation and nove it out of committee
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He concluded by saying that there were 39,679 PERS and TRS
retirees.

9:20: 56 AM

NATHAN COUTSOUBOS, National Education Association of Al aska
(NEA- Al aska), testified that he was a science, speech, and
debate teacher for the Dillingham Gty School District and has
lived in Dillingham for six years. He stated that he supports
the proposed |egislation, which would allow public enployees,
i ncluding teachers, to choose between a defined contribution and
a defined benefit retirement plan. He clained that HB 280 woul d
create significant advantages for Al aska by keeping experienced
educators in Al aska, meking it easier for the schools

especially in the Bush, to attract new talent, and using
Al aska's education dollars nore efficiently.

MR. COUTSOUBCS declared that his testinony would focus on the
efficient use of education dollars. He stated that teacher
turnover is an enornmous concern for Alaska, especially in the
Bush. He said that in Dillinghamthere is a great new cohort of
young early career teachers - ten to 12 out of a staff of about
40. He clainmed that the school admnistration and veteran
teachers on staff have invested a great deal of noney, tinme, and
effort in training the new teachers and helping them to have a
positive inpact on the students. He | anented that every one of

the new teachers plans to leave Dillinghamin the next couple of
years.

9:23:37 AM

MR. COUTSOUBOS maintained that Dillingham is sonewhat of a
"teacher graduate school"™ for other states. He asserted that
the scenario he just described portrays an extrenely inefficient
use of education dollars. He further stated, "It takes a really
big investnent to make a good teacher. Teachers are nuade.
They're not born. You have to invest. You have to train them
up. " He went on to say that as new teachers |eave because of

the current retirement system the school districts and the
state have to nake that investnent over and over again.

MR, COUTSOUBOS opined that HB 280, by providing an attractive
retirement option, would help keep teachers in Al aska and woul d
help avoid that constant, financially inefficient pattern of
t eacher turnover. He contended that the proposed |egislation
woul d provide a significant, neaningful, and critical step to
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keeping good teachers in Alaska and using education dollars
wi sely. He requested the conmttee nenbers support HB 280.

9:25: 00 AM

CHAIR LYNN alluded to his own retirenment from teaching in the
California system He clained that teaching has frustrations
and he mght not have continued teaching had it not been for
California's defined benefit retirenment plan for teachers. He
added that the same was true for his mlitary career.

REPRESENTATI VE KREI SS-TOWKINS asked for clarification of M.
Cout soubos' testinony that often young teachers start their
teaching career in rural Al aska and, after achieving sone |evel
of proficiency and experience, start |ooking at the long-term
considerations of famly and retirenent and decide to nove on.

MR. COUTSOUBOS confirnmed that is correct. He relayed the
necessity for Alaska to inport 70 percent of its teachers and
opi ned that strong incentives are needed to retain them as they
get professionally proficient. He contended that for these
young teachers, the rational choice is to nove out of state,
closer to famly, to a better retirenent system offered by every
ot her state.

REPRESENTATI VE KREI SS- TOWKI NS asked why the new, young teachers
come to Alaska in the first place.

MR, COUTSOUBGCS cl ai med that many teachers cone to Al aska for the
adventure and because it is easier for a professional to start a
career in Al aska than el sewhere.

REPRESENTATI VE KREI SS- TOWKI NS asked if anyone has retired under
Alaska's Tier 1Il and Tier 1V retirement plans and what health
benefits those retirees have.

MR. COUTSOUBCS responded that he didn't know of anyone, as the
system has been in place just ten years. He offered that he has
assessed his benefits at retirement and concluded that the
"nunbers" are not encouragi ng.

REPRESENTATI VE KREI SS- TOWI NS asked M. Coutsoubos to identify

what, in regard to healthcare benefits at retirement, is not
encour agi ng.
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MR. COUTSOUBOS replied that healthcare in general is very
expensive, and that the risk of that expense will be borne by
himsel f and his famly.

9: 28: 28 AM

REPRESENTATI VE STUTES asked M. Coutsoubos if his six-year
tenure as a teacher is one of the longest at the D llingham
School District.

MR. COUTSOUBOS responded that he is a veteran teacher even
though he is only in his sixth year. He nmintained that there
is still a strong cohort of Tier I and Tier 1l teachers, but
they are approaching retirenent. He rel ayed that anong the Tier
1l teachers, there is a constant turnover, and he has been
there the longest. He added that he is one of only two Tier 111
t eachers who have bought a house in D llingham since 2007.

CHAIR LYNN asked if M. Coutsoubos had taught anywhere else
bef ore Al aska.

MR. COUTSOUBOS responded no. He said that he was a biologist
for many years, with about six of those years in Al aska, before
swi tching to educati on.

9:30: 05 AM

REPRESENTATI VE  VAZQUEZ cited t he attrition of t eachers
historically and the difficulty recruiting and retaining
teachers in the Bush. She expressed her desire to see the
attrition rates before and after Tier IIl, Tier 1Il, and Tier |V
wer e i npl ement ed.

9:31: 04 AM

CHRIS BENSHOOF testified t hat he t eaches Mat hemat i cs,
Statistics, Conputer Science, Engineering, and Robotics at
Lat hrop Hi gh School in Fairbanks. He declared that he is in
support of HB 280 because it would provide educators and public
enpl oyees the option of either a defined contribution or a
defined benefit retirement system He clained that in his eight
years of teaching, he has been recognized as the 2013 state
teacher of the year and the 2014 national teacher of excellence,
and he is now a finalist for the 2015 presidential award for
excellence in mathematics and science teaching. He mai ntai ned
t hat during those years, Al aska's defined contribution
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retirement system has harnmed its recruitment and retention
efforts to acquire the excellent teachers it needs.

MR. BENSHOOF went on to say that he was hired as a fulltine
Mat hemati cs teacher in 2008 and was told at the tinme that he was
one of 65 applicants for the position. He considered hinself
very fortunate to have been hired from such a deep pool. He
mai ntai ned that as wunderstanding of the defined contribution
retirement system has grown, interest in teaching in Fairbanks
has fallen drastically. He offered that last fall his school
needed to hire another fulltime Mithematics teacher and, after
nore than a nonth, there were only three applicants. He clained
that in addition to harmng recruitnment efforts, the other major
i npact of the defined contribution retirenment system has been in
retention of teachers. He stated that in the eight years he has
been teaching, many of his peers have left the profession for
other careers or for other states offering defined retirenent
benefits. He relayed that nore and nore the conversations with
his fellow teachers, also under the Tier [11 defi ned
contribution retirement system are not about the long-term
success of the school but about short-term job options and the
question, "How |l ong are you stayi ng?"

MR. BENSHOOF said that in two years, having paid off his
students |oans and having conpleted his Ph.D. program he wll
be faced with the serious decision of whether to continue to
remain an educator in Alaska or to nobve on to something else.
He declared that his first master's degree is in education and
that teaching is his preference and where his conmunity needs
hi m He went on to say that his second master's degree is in
economcs, and he is torn knowing that the smarter economc
decision is to teach in a different state or to nmove into

private industry. He maintained that in making his decision
about whether to remain a teacher in Alaska, his top concern is
the retirenent system He wurged the committee nenbers to

support HB 280 so that Alaska can return to attracting and
retaining the quality educators that the students and the
conmuni ti es need.

9:33:51 AM

JACOB BERA testified that he is an art teacher at Eagle River
H gh School . He said that he and his wife came to Al aska from
Wsconsin in 2003, attracted by the scenery and the adventure.
He offered that both he and his wife canme from economcally
chal l enged famlies and | ooked to Al aska for the opportunity of
financial security through hard work. He said that he and his
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wife found out about teaching in Alaska at a job fair in
M nneapolis and, after researching Alaska's TRS, found that the
Tier Il system was attractive enough to encourage them to nove
3,500 mles away from their |oved ones. M. Bera clainmed that
since then he and his wife have done well: they have three
children, own a house, and volunteer in their community. He
mai ntai ned that he | oves his job, his students, and has becone a
national board certified teacher. He went on to say that his
col | eagues who were hired after 2006 are very nervous about what
their financial situation will be in 10-15 years.

MR. BERA expressed his enpathy for the challenges of the
| egislators and stated that he, too, wants a healthy fiscal
future for the state. He referred to his grandfather, who
"saved a little bit nore, he bought a little bit nicer things,
and he made them last a long tine,”" and clainmed that the state
needs to take the sanme view for investing in its teachers and
ot her public enployees. He opined that HB 280 represents a very
good effort to acconplish that and to avoid recruiting and
training people who will leave in five years. He concl uded by
saying that Alaska is unique anong the states in offering a
defined contribution only plan for public enployees and, at the
same tinme, precluding participation in Social Security.

9:37:50 AM

BRINNA WITALEWCZ testified that she is a special education
teacher at Central Mddle School in Anchorage, Al aska. She
relayed that she is originally from Mnnesota, took a trip to
Al aska with her father when she was young, and noved up in 2007
intending to stay one year. She said that she now owns a house
and has no plans to |eave. Ms. Wbjtalewicz nmentioned that she
sees her coll eagues |eaving, and she maintained that the |ack of
a secure retirenent through a defined benefit retirenment system

definitely is a factor. She alluded to the loss last year of
two amazing teachers, both of whom wanted to raise a famly but
did not foresee a secure future in Al aska. She expressed her

concern for the students and clainmed that the |oss of teachers
has a direct effect on students. She clained that currently the
quality of education in Alaska is excellent, but she contended
that wthout the recruitnment and retention of excellent
teachers, Al aska could |ose that excellence. Ms. Wojtalew cz
stressed the inportance of the proposed |egislation, which would
allow Alaska to attract and retain the teachers needed by the
state and by the students to nmintain an excellent education
system
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9:41:11 AM

SAM TRIVETTE testified that he is a volunteer with Retired
Public Enpl oyees of Alaska (RPEA) and the vice chair of the
Al aska Retirement Managenent (ARM Board. He said that the
defined contribution system has been in place for about ten
years, and the defined contribution commttee of the ARM Board
has been gathering data on the system He stated that his
testinony would give the conclusions of that analysis. \V/ g
Trivette relayed that he is a PERS retiree with 33 years of
service with the Departnment of Corrections (DOC) and the
Department of Transportation & Public Facilities (DOT&PF), has
been retired for 18 years, and has been a resident of Al aska
si nce 1954.

MR. TRIVETTE related that in answering the question of how well
the defined contribution retirenent plan is working, he |ooked

at three areas: the health savings account balances, the DC
account balances, and the disbursenent behavior of enployees
| eaving state enploynent. He stated there are about 35,700
active public enployees: 17, 000-plus under the DB retirenent

system and 18, 000-plus under the DC retirenment system He went
on to say that there are 5,609 active teachers under the DB
retirement system and 4,965 under the DC retirenent system He
also nentioned that +there are over 32,700 retirees and
beneficiaries in PERS and 12,429 retirees and beneficiaries in
TRS

9:44: 57 AM

MR. TRIVETTE reported that one result of Senate Bill 141 was the
shift from "systempaid" health care to a health reinbursenent
arrangement (HRA) for retirees. He explained that under HRA
each enployee has an account, and soneone who worked all ten
years would have about $17,500 in their HRA upon | eaving. He
expressed that w thout systempaid healthcare, $17,500 would not
| ast | ong when paying for heal thcare preni uns.

MR. TRIVETTE went on to say that the average DC account bal ance
is $73,957, which would be what an enployee has for retirement
upon |eaving enploynent. He specified the average account
bal ances for two age groups: $119,450 for ages 59-62 and
$39, 659 for ages 41-48.

9:47: 05 AM
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MR. TRIVETTE went on to talk about the reinbursenment behavior
anong enpl oyees upon separation from enploynent and |isted the
three options for the DC account: cash it out, roll it over to
an individual retirenment account (IRA), or retire with it. He
reported that 76 percent of the people who term nated enpl oynent
and took their noney out or rolled it over did not go to an
advi semrent semi nar before naking those decisions. He said that
in FY 2011, PERS enpl oyees cashed out about $7.1 million, and by
FY 15, that amount was up to $21 mllion, which accounts for
over 76 percent of all of the noney dispersed in the five years.
He claimed that if former enployees are not rolling their noney
over to an IRA but are using it for expenses, then when they do
retire they won't have much noney. M. Trivette cited a Nationa
Institute of Retirenment Securities (NIRS) study that shows that
ol der Americans who don't have a defined benefit income are
about 39 percent nore likely to be on neans tested public
assistance, which is state funded, and across the U S that
amounted to over $7.3 billion in 2006 dollars. He opi ned t hat
not having a defined benefit system wll cause problens in
Al aska years from now. He stated that he personally knows
Al askans who have been in the state for nmany years and who, even
t hough they had | ow wages, were able to stay in Al aska because
they had a defined benefit. He restated the fact that the
state, which opted out of Social Security for its enployees in
1980, has put its enployees in a very bad situation, which wll
in turn put the state in a bad situation. M. Trivette stated
that he strongly supports HB 280, and he urged the House State
Affairs Standing Conmttee to nove it fromcommttee.

REPRESENTATI VE VAZQUEZ clarified that public assistance is not
only state noney but is 50 percent federally funded.

9:51: 30 AM

GREG COLLEN testified that he works in the information
technology (IT) departnent of the Gty & Borough of Juneau
School District and supports HB 280. He thanked Representative
Kito for introducing the |egislation. He nentioned that he has
been in the Tier IV retirenent system for seven years and
claimed that his issue with the system is the uncertainty it
presents due to the unknowns: | ongevity, i nvest ment
performance, and length of service. M. Collen declared that
having a defined benefit system under the proposed |egislation
woul d of fer security to enpl oyees.

CHAI R LYNN cl osed public testinony on HB 280.
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9: 54: 03 AM

REPRESENTATI VE STUTES noved to report HB 280 out of commttee
with individual recomendations and the acconpanying fiscal
notes. There being no objection, HB 280 was reported out of the
House State Affairs Standing Conm tt ee.

9:55:21 AM

ADJ OURNNMENT

There being no further business before the commttee, the House

State Affairs Standing Committee neeting was adjourned at 9:55
a.m
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