SENATE FI NANCE COW TTEE
February 2, 2017
9:02 a.m

9:02:31 AM

CALL TO ORDER

Co-Chair MacKinnon called the Senate Finance Committee
nmeeting to order at 9:02 a.m

VEMBERS PRESENT

Senat or Lyman Hof f man, Co- Chair
Senat or Anna MacKi nnon, Co-Chair
Senator Cick Bishop, Vice-Chair
Senat or M ke Dunl eavy

Senator Peter M cciche

Senat or Donny O son

Senat or Nat asha von | mhof

VEMBERS ABSENT

None

ALSO PRESENT

Shel don Fi sher, Conm ssioner, Departnent of Adm nistration;
Kevin Wrley, Chief Financial Oficer, Department  of
Adm ni stration; Pat Pitney, Drector, Ofice of Mnagenent
and Budget, Ofice of the CGovernor; Former speaker of the
House M ke Bradner.

SUMVARY

PRESENTATI ON: PERS and TRS OVERVI EW

Co- Chai r MacKi nnon di scussed the agenda for the day.

Senat or Dunl eavy introduced students from his district from
American Charter School in the Meadow Lakes area, who were
visiting the capitol to Ilearn about the legislative
process. He relayed that M. Huggins, wfe to forner

Senator Charlie Huggins, was the principal of the school.

APRESENTATI ON: PERS AND TRS OVERVI EW




9:04: 35 AM

SHELDON FI SHER, COWM SSI ONER, DEPARTMENT OF ADM NI STRATI ON
di scussed the presentation "Public Enployees' Retirenent
system (PERS) - Teachers' Retirenment System (TRS)" (copy on
file). He relayed that he would nove quickly through the
early slides, and go nore slowy as the slides advanced
into financial information he thought would be of interest.

Comm ssi oner Fi sher di scussed slide 2, "PERS/ TRS -
Organi zation," which showed a flow chart. He specified that
PERS and TRS was nmanaged through the Al aska Retirenent
Managenent (ARM Board, which was staffed by the Departnent
of Revenue (DOR) and the Departnent of Admnistration
(DOA). He detailed that DOR was focused prinmarily on the
advertisement of the assets, and worked wth Callan
i nvestnment consultants. He continued that DOA was focused
on the admnistration of the benefits, and worked wth
actuary staff to meke information available to the ARM
Boar d.

Comm ssi oner Fisher spoke to slide 4, "Basic Facts — PERS
Chr onol ogy":

« January 1961: Established as a joint contributory
pl an

e 1975 Retiree Health |Insurance wth systempaid
prem uns added

e July 1986: Tier Il established

e July 1996: Tier Il established

e July 2006: Tier IV (DC) established

e July 2008: Cost Share

Comm ssi oner Fisher recounted that in the past the state
had previously had a nulti-tier defined benefit plan, until
Tier 11l closed in 2006 when the legislature initiated Tier
V. He indicated that under Tier |V nmenbers were assured a
defined contribution, while the benefits received were
dependent wupon the returns achieved. He added that the
nmenbers had materially greater control over the investnents
and rmanagenent .

Comm ssi oner Fi sher conti nued di scussi ng sl i de 4,
indicating that in 2008 the state had accepted to fund part
of the cost of the plan, and forthcomng slides would
el aborate on the subject. He explained that as the unfunded
liability had growmm and the obligations on enployers
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presented a greater challenge, the state took on sonme of
t he fundi ng.

9:07: 37 AM

Comm ssioner Fisher displayed slide 5, "Basic Facts -
Menbership — PERS (as of 12/31/2016)":

e 157 Menber Enpl oyers
e 3 Defined Benefit (DB) Tiers
o 32,733 retirees
o 5,835 termnated nenbers entitled to future
benefits
o 15,826 actives (44%
o 55,394 total DB nenbers
e 1 Defined Contribution (DC) Tier
o 11 retirees
0 691 termnated nenbers entitled to future
benefits
o 19,377 actives (56%
o 20,079 total DC nenbers
SOURCE: Di vi si on of Reti renent and Benefits.
Menbership Statistics as of 12/31/2016

Comm ssi oner Fisher pointed out that after 2015, there was
nore enpl oyees in the defined contribution tier than in the
defined benefit tiers.

Senator M cciche inquired about average costs per capita
and types of plans in other states. He wondered how ot her
entities managed the liability of retirenent systens. He
rel ayed that he would send nore exacting questions through
emai | .

Comm ssi oner Fisher relayed that nost states had noved away
from defined benefit prograns, and nost had a defined
contribution or hybrid plan to split the Iliability and
risk. He described hybrid plans, in which a portion of the
plan was a defined benefit and a portion was a defined
contribution. He added that there were benefits associated
with the defined benefit plan, such as a nore efficient use
of capital.

Comm ssioner Fisher reported that one of that |[argest
i ssues was that an individual approaching retirenent noved
out of the higher-returning but volatile asset classes and
noved into a nore conservative asset allocation, which
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resulted in a lower return. Thusly sonme states had gone to
a hybrid plan to try to maximze returns while mnimzing
the risk to the state.

Senator Mcciche clarified that he was interested in cost
per capita, exposure, and how states |ooked at unfunded
liability. He was unsure if Alaska was simlar to other
states or was an extrene outlier with the state's unfunded
l[iability and future exposure.

Conmi ssioner Fisher relayed that the PERS plan was funded
at about 78 percent, and the TRS plan was funded at about
82 percent. He specified that the average funding for
public plans was about 74.5 percent, and therefore Al aska
was a bit above average. He recalled that there were only
two plans in the country that were fully funded, in the
states of South Dakota and Wsconsin. He thought the best
plans in the country were about 90 percent funded.

Comm ssioner Fisher relayed that the state's unfunded
liability, on a per capita basis, was anong the highest in
the country. He noted that the state constitution protected
retirees from a dimnishnent of the level of benefits. He
noted that the Supreme Court had established guidelines,
and it was very difficult for the state to reduce benefits
to retirees.

9:12: 37 AM

Co-Chair MacKinnon referred to an analysis given by the
state's debt nmanager the previous day. She referred to
credit rating agencies. She indicated that the conmttee
had a great deal of interest pertaining to the huge
unfunded Iliability. She referred to a slide from the
previ ous day that showed for 2015 PERS was at a 67 percent
funding ratio; and TRS was at a 76.9 percent funding ratio,
whi ch was inmproved from 2014. She asked Commi ssioner Fisher
to restate the PERS and TRS funding |evels, and wondered if
the nunbers for health insurance and retirenent liability
wer e bl ended.

Comm ssi oner Fisher accelerated to slide 17, "PERS/ TRS
Basic Facts —Health Cost Funding Ratio,"” which depicted a
table showng PERS and TRS pension and healthcare
liabilities for 2014 and 2015. He pointed out the 59.7
percent pension liability for PERS in 2014; and infornmed
that of the $3 billion paynent that was nmade to the state's
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unfunded liability, $1 billion was contributed to PERS.
Wth the additional contribution, the funded ratio had
i ncreased to about 67 percent the follow ng year.

Conmi ssi oner Fisher continued to discuss the table on slide
17, and highlighted that between 2014 and 2015; there was
an inprovenent in the defined benefit health care unfunded
ltability, which went from 87 percent to nearly 100
percent. The inprovenment was a result of having returns
better than what had been forecast. He thought the
actuaries had been using a conservative set of assunptions,
and the departnent had been working to better mnage
heal thcare growth. He noted that the 78 percent (total
funded ratio) was a blend between the pension and the
heal thcare liability.

Co- Chair MacKi nnon wanted to provide greater clarity. She
had wondered if there had been a split in the $3 billion
deposit to the system She referred to the ARM board, and
asked if it split the deposit further.

Comm ssi oner Fisher explained that a nodest anmount of the
bul k deposit had gone into healthcare. O the $3 billion,
$1 billion had gone into PERS, all of which had gone into
the pension. O the $2 billion that had gone into TRS,
about $1.67 billion went into the pension, and about $330
mllion had gone into health. He offered to provide precise
nunmbers at a later tinme. Qut of the $3 billion, a little
nore than 10 percent went toward health care in TRS

Co-Chair MacKinnon asked if the split was an internal
determ nati on of the ARM board.

Conmi ssi oner Fisher answered in the affirnati ve, and stated
that the decision was based on a recommendation from the
actuary.

9:17:48 AM

Senat or von | mhof thought that 2015 was a snapshot in tineg,
and asserted that the funded ratios changed each year as
the liabilities and actuarials changed. She assuned that
the next slide would indicate how the funding ratios
di pped.

Comm ssi oner Fisher answered in the negative, and furthered
that he had wanted to highlight the risk the state was
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facing. He elaborated that the state's fiscal year ended in
June, at which time the actuary took the financia

statenments and produced an evaluation to present to the ARM
board in its March neeting. He indicated that in Mrch of
the current year, the nunbers from 2016 would be presented
to the ARM board and then there would be a roll forward of
t he dat a.

Comm ssi oner Fisher stated that periodically (every four to
five years), the ARM board and the actuaries went through a
detailed review of all the assunptions. He did not want to
prej udge, but thought there was nore risk that the unfunded
l[iability would grow than shrink. The ARM board was
operating on a return assunption of 8 percent, which was on
the high end for pension plans. There had been ongoing
di scussion within the ARM board that the assunption shoul d
be reduced. He had reviewed an analysis that listed the
average return assunption for public pension funds at 7.6
percent. He stated that there was no pension plan with an
assunption higher than 8 percent. Additionally, the board
woul d review the nortality rate.

Comm ssi oner Fi sher poi nted out ot her factors that
influenced the contribution rate, including a potentially
smaller size of government, which <could affect the
contribution ratio. He wanted to nmake the | egislature aware
that the nunbers being presented were accurate as of 2015,
but there was a risk that the unfunded liability or state
assi stance would grow. There would be upcom ng slides that
addressed the subject.

9:21: 30 AM

Senator von Inhof stated that eventually she would like to
see an actuarial liability wvaluation versus the market
val ue eval uati on

Comm ssi oner Fisher explained that that actuary snoothed
the assets over a 5-year period, which had been advised as
a best practice to mnimze volatility and allowed the
|l egislature to have nore consistency 1in the state
assi stance paynent. He wondered if Senator von | mhof was
aski ng about an un-snpot hed asset val uati on nunber.

Senator von | nmhof asked for a later conversation to clarify
her questi on.
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Comm ssi oner Fi sher agreed.

Vice-Chair Bishop asked about the declining nunbers of
participants due to budget cuts and attrition. He asked
about figures on slide 5.

9:23:15 AM

Conmmi ssioner Fisher showed slide 6, "Basic Facts - PERS
Contri buti on Rates":

Defi ned Benefit

Enpl oyee:

*7.50% Peace O ficer/Firefighter
*6.75% All O her enpl oyees

*9.60% School District Alternate Option
Enpl oyer :

*22% Cost Share

St at e:

«State on — behalf 4.14%

Defined Contri bution

Enpl oyee:

« 8% Al |l Enpl oyees

Enpl oyer:

* 5% | nvest nent Account

e 1.18% Health Care

* 0.49% Cccupational Death and Disability —
Peace O ficer/Firefighter

e 0.17% Al O hers

e HRA — flat dollar, 3% of all PERS/ TRS average annual
conpensati on

Comm ssi oner Fi sher poi nted out t hat under defi ned
contribution, the enployee made an 8 percent contribution
and the enployer nade between a 5.25 percent and 5.75
percent contribution. The range of .49 percent was the
occupational death and disability contribution for peace
officers and fire fighters, which had a higher contribution
rate. Anything beyond the contribution was to cover the
unfunded liability.

Vice-Chair Bishop reiterated his question about individuals
still in Tiers I, 11, 1l1l; and wondered if the individuals
were funding the defined benefit plan.

Conmi ssi oner Fisher answered in the affirmati ve.
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Vi ce-Chair Bishop asked if the funds were com ngl ed.

Comm ssioner Fisher replied that the state paid 22 percent
for every enployee in either plan type. A portion of the
funds were com ngled, and a portion was segregated.

Vi ce-Chair Bishop indicated that he wanted to have further
di scussion on the matter outside of the neeting. He
requested that Comm ssioner Fisher research the hybrid plan
in the State of Nebraska.

Co- Chair MacKi nnon | ooked at slide 6, and understood that
the enployer contribution was 22 percent; PERS had state
enpl oyee nenbers as well as others. She thought there had
been concern about the blending of funds. She thought there
woul d be potential for discrimnation toward those under
the defined benefit plan iif the state defined the
contribution at a lower rate. She thought the problem was
nore conplex than the dollar amount. She referenced
enpl oyers who owned 40 percent of the liability, and had
not paid a fair share.

9:27:55 AM

Comm ssioner Fisher continued to discuss slide 6, adding
that under the defined benefit the enployer contribution
was 22 percent (fixed by statute). The state covered the
gap between what was actually required to fund the plan
versus the 22 percent, which currently equated to a little
over 4 percent.

Vice-Chair Bishop expressed concern about a termnation
study. He understood there were conmunity concerns.

Conmi ssioner Fisher stated that termnation studies were a
conpl ex subject, with an issue that the enployer had a
share of the unfunded liability that needed to be serviced.
| f an enployer nmade radical changes to its structure, there
would need to be accountability. He thought it was nost
challenging for smaller nunicipalities, and nmade it
difficult to downsize. The adm nistration had supported the
concept of considering reformto term nation studies.

Comm ssi oner Fisher continued that part of the way that the

determnation liability was calculated assumed a person
left state enploynent. If a person left a nunicipality and
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went to another nunicipality or state job and was still in
the system he thought it was a fair point that it could be
appropriate to nmke an adjustnent. He stated that the
subject had cone to his attention, and the admnistration
was prepared to examne the mnmatter to see whether an
adj ust nrent was appropri ate.

9:31:15 AM

Senator M cci che asked Comm ssioner Fisher to describe the
benefit wunder the defined contribution side that covered
occupational death and disability for peace officers and
fire fighters.

Comm ssi oner Fisher explained that the benefit offered was
a 40 percent salary replacenent, and that the ongoing
di scussion pertained to healthcare, which was not currently
provi ded to survivors.

Senator Mcciche asked if the state was able, under the
state defined contribution plan, to have a separate
category that was related to a salary replacenent for peace
officers and fire fighters.

Comm ssi oner Fisher answered in the affirmtive. He added
that it was al so possible to do the sanme with healthcare.

Senator O son asked if there was a specific comunity that
wanted to leave the PERS system He referred to the
community of Galena in his district, which had decreased
popul ati on and revenues, and asked what options there were
for the conmmunity to stay sol vent.

Comm ssioner Fisher noted that the issue was a perfect
exanple of how the adm nistration wanted to work with the
| egislature to provide options for such communities. He did
not think it was helpful for the system to burden the
community. He thought it was a question of a relatively
nodest anount. He thought it would require a change in
statute to be able to accombdate a different option.

Senator O son asked if Comm ssioner Fisher was stating that
the departnent could not make a change w thout changing
statute.

Conmmi ssi oner Fi sher answered in the affirnmative.
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Co-Chair MacKinnon relayed that her district had also
requested the elimnation of a termnation study. She
asserted that it was also challenging for larger cities,
and thought there was an equity issue if other areas wth
taxing authority were rel eased from obligation.

Comm ssi oner Fisher agreed that it was a conplicated topic.

Commi ssi oner Fisher showed slide 7, "Teachers' Retirenent
System (TRS) . "

Comm ssi oner Fisher spoke to slide 8, "Basic Facts — TRS
Chr onol ogy":

March 1945: Established

1951: TRS excluded from Soci al Security
1955: Becane a joint contributory plan
1966: Retiree health insurance (RH) added
1975: Systempaid prem uns for RHI

1990: Tier Il established

2006: Tier 111 (DC) established

Conmi ssioner Fisher reviewed slide 9, "Basic Facts -
Menbership — TRS (as of 12/31/2016)":

57 Menber Enpl oyers
. 2 Defined Benefit (DB) Tiers
12,731 retirees
e 756 termnated menber s entitled to future
benefits
* 5,240 actives (51%
e 18,800 total DB nenbers

e 1 Defined Contribution (DC) Tier
e 2 retirees
e« 383 termnated menber s entitled to future
benefits
e 5,072 actives (49%
e 5,457 total DC nmenbers

Comm ssioner Fisher pointed out that TRS had an al nost
50/50 split between active defined benefit nenbers and
active defined «contribution nenbers. He expected the
nunbers would flip in the follow ng years.

Conmmi ssi oner Fisher showed slide 10, "Basic Facts - TRS
Contribution Rates":
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Defi ned Benefit

Enmpl oyee:

e 8.65%

Enpl oyer:

e 12.56% Cost Share

St at e:

e State on-behal f 15.46%

Defined Contri bution

Enpl oyee:

e 8% Al |l Enpl oyees

Enpl oyer :

e 7% I nvest nent Account

e 1.05% Health Care

* 0.00% Cccupational Death and
Disability

 HRA — flat dollar, 3%of all PERS/ TRS
aver age annual conpensation

Comm ssi oner Fisher noted that the enployer contribution in
PERS was 22 percent, and in TRS was 12.56 percent.

9:36: 09 AM

Senat or Dunl eavy asked if Conm ssioner Fisher could explain
why people in TRS were not in the Social Security system
He had received questions from his constituents about the
matter.

Comm ssi oner Fisher explained that Social Security had the
ability for state entities to opt out of the system and
replace it with a conparable system The state had nade the
election, and rather than making the contributions into
Social Security, it made the contributions into the TRS
plan. He thought the decision was w se, and the kind of
return the state could generate through investnents was
meani ngful ly better than the kind of return a person would
get with an equal contribution into Social Security.

Senator von |Inhof relayed that she also had the sane
guestion from her constituents. She shared that she paid
into Social Security as well as a 401k. She asked if there
had been a discussion about reintroducing Social Security
and have it as a secondary retirenment plan.
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Comm ssioner Fisher explained that the state also had a
Suppl emental Benefits System (SBS), which was exactly Ilike
the contribution made to Social Security. The enployer nade
hal f of the contribution, and the enployee made hal f; which
went in to the defined contribution account and vested over
time. The funds were available to be invested as other
assets. To his knowl edge there had not been discussion
about returning to the option of Social Security, which he
considered a |esser option. He stated that SBS was not
avai lable to teachers. To his know edge there had not been
di scussi on about going back to Social Security.

Co- Chair MacKi nnon asked Comm ssioner Fisher to determ ne
if it was an option to return to Social Security. She
t hought that staying within the system was a one-tine
option. She did not want to raise false expectations wth
t he public.

Comm ssioner Fisher stated that Co-Chair MacKinnon was
correct, and thought it mght be possible to conbine
systens, but it was not legally available to change back to
Soci al Security.

Comm ssi oner Fisher showed slide 12, "Retirement System -
PERS/ TRS Fi nancial Information.” He inforned that he would
di scuss financial information, nuch of which he had al ready
touched on. He Fisher remnded that the information was
based on June 20, 15 nunbers. The June 30, 2016 nunbers
woul d be available in about a nonth. He reiterated that the
ARM Board and the actuaries would be going through a fairly
detailed review of all assunptions that could inpact sone
of the underlying nunbers.

Comm ssi oner Fisher noted that the financial information he
woul d di scuss would include both pension and healthcare.
The PERS portion had pension assets of about $16 billion,

with liabilities of about $20.5 billion, and an unfunded
liability of about $4.5 billion. On the TRS side, there
were assets of about $8 billion, liabilities of about $9.7

billion, and an unfunded liability of about $1.6 billion.
The totals reflected the 73 percent funding |evel for PERS,
and the 83 percent funding |evel for TRS.

9:41: 52 AM

Co-Chair WMacKinnon asked if there was $5.5 billion in
bl ended unfunded liability.
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Conmmi ssi oner Fisher stated that on a conbined basis, there
was about $6.1 billion in unfunded liability.

Co- Chair MacKi nnon discussed the 8 percent rate of return
assunption, and knew there was historical data that
supported achi evenent of an 8 percent return over a 30-year
period. She thought 8 percent was on the high end of what
pension plans were receiving for a rate of return.

Comm ssioner Fisher concurred. He continued that the
inflation assunptions in the actuarial nodel were at 3
percent. Based on the last few years, the state had | ow
returns as well as a low inflationary period. He reiterated
that all the assunptions would be revisited in the com ng
year.

Co-Chair MacKinnon asked if the slides would address
cashfl ow assunpti ons.

Conmmi ssi oner Fisher answered in the affirnmative.

Comm ssi oner Fisher discussed slide 13, "PERS/TRS - ARMB
Long Term Returns (through 6/30/2016)," which showed a data
table. He pointed out that l|ong-term the plans had
averaged a nearly 9 percent return; but nore recent returns
had been | ess.

Comm ssi oner Fisher spoke to slide 14, "PERS/TRS - Basic
Fact s":

Defi ned Benefit Pensi on:
Fi xed benefit ampunt fromdate of retirenent to death

Contributions + Investnent Earnings = Benefits +
Expenses

| F:

Actuarial assunptions are accurate.

| F NOT:

Unfunded liability is created.
Co- Chair MacKi nnon pointed out that the reverse of what the
slide described could also be true. She renenbered a tine
when the system was reported to be overfunded, and the
state had reduced its contributions.

Comm ssi oner Fi sher agreed.
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Senator M cciche asked if Conmm ssioner Fisher had neant to
indicate that if assunptions were accurate, the unfunded
l[iability would remain at only $6 billion. He asked if the
commi ssioner neant that if investnment earnings dropped
bel ow 8 percent, then unfunded liability would increase.

Comm ssi oner Fi sher agr eed W th Senat or M cci che's
characterization, that as investnent declined the unfunded
l[Tability would grow.

Senator M cciche pondered that at an 8 percent return, $6
billion in unfunded liability would renain.

Comm ssioner Fisher qualified that the condition was true
as of June 30, 2015.

9: 45: 50 AM

Co-Chair MacKi nnon asked if the wunfunded liability would
begin to dimnish if the prograns achieved an 8 percent
rate of return in conmbination with the state's continued
contributions of the 22 percent.

Comm ssioner Fisher stated that the unfunded liability of

$6.1 billion dollars assuned achievenent of an 8 percent
rate of return over the duration of the fund. Over tineg,
the wunfunded liability would change as retirees grew,

expenses were paid, retirees passed away, and the plan
wound down.

Co- Chair MacKi nnon remarked on the problem

Senator Mcciche thought that the scenario denonstrated
that state paynents would increase even if the 8 percent
rate of return was achieved. He thought the slide was
m sl eading, and it was possible to get the inpression that
there was not an existing unfunded liability even if the
state was successful at 8 percent.

Conmmi ssi oner Fisher stated he would revise the slide to be
nmore careful.

9:48: 04 AM

Comm ssi oner Fisher highlighted slide 15, "PERS/TRS - State
Assi stance,” which showed a data table reflecting the
history of state assistant paynents. He pointed out that
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since 2006, the state had made contributions in excess of
$6.7 billion in to the fund; $3 billion of which was
associated with the 2015 contribution. He added that the
the plan had also extended the anortization by another 9
years. He pointed out that in 2014 the plan had nmade a
contribution of nearly $630 million, and afterwards dropped
to $256 mllion. The change was a result of the $3 billion
contribution and the extension of the anortization.

Comm ssioner Fisher stated that contributions would grow
and in the out years was projected to be in excess of $450
mllion.

Senator M cciche discussed the extension of anortization.
He thought an adverse effect had been increased paynents to
muni ci palities. He used the exanple of going froma 15-year
nortgage to a 30-year nortgage.

Comm ssi oner Fi sher t hought Senat or M cci che's
characterization had been accurate, and the anortization
change had reduced the annual paynent each year. Because
enpl oyers were capped in contribution to 22 percent (under
PERS); by extending it, the enployers would pay the 22
percent for 25 years rather than 16

Senat or Dunl eavy asked Conmm ssioner Fisher to clarify his
comment about paynments in outer years.

Comm ssioner Fisher stated that over time as individuals
retired and expenses grew, the state assistance paynent
would also grow The forecast for 2027, for exanple,
indicated that there would be a $450 mllion state
assi stance paynent.

Senator Dunl eavy thought it was inportant to consider the
future paynents.

Co- Chair MacKi nnon asked to take a pause and consider the
slide that Senator M cciche had been referring to.

9:52: 38 AM
AT EASE

9:59:19 AM
RECONVENED
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Co- Chair MacKinnon referenced slide 17 from the previous
day's presentation, "2017 Credit Review & State Debt
Summary," as discussed by Deven Mtchell, Executi ve
Director, Al aska Minicipal Bond Bank Authority, Departnent
of Revenue (copy on file).

Senator Dunl eavy asked Comm ssioner Fisher to explain the
out-year estimated total state debt paynent for 2039, which
was approximately $880 mlli on.

Comm ssi oner Fisher assuned the nunbers on the slide were
correct, and noted that in nomnal dollars in 2039, there
would be an estimated paynment of $880. He thought it was
inportant to recognize that the anmounts l|listed were not in
today's dollars, but were in future dollars.

Senator Mcciche queried if the curve on the slide's chart
would be relatively flat if it were adjusted to today's
dol | ars.

Conmmi ssi oner Fisher stated that the curve would be |ess
steep if the funds were adjusted.

Senator Dunleavy guessed that the paynment would be
approximately $500 billion if the funds were adjusted.

Co- Chair MacKi nnon described the slide. She thought it was
fair to state that there was a huge unfunded liability, and
an estinmated paynment amount in the future. She rel ayed that
the slide was reflective of nomnal dollars, which the
comm ssioner had suggested may be overstated from the
perspective of today's dollar. She referred to the $3
billion deposit in 2013 to the wunfunded liability. She
di scussed the liquidity inside the fund, needed to neet the
needs of pensions. She thought the issue was inportant and
expressed concerns about future cash calls. She discussed
the asset basis for the rate of return.

10: 04: 09 AM

Conmi ssioner Fisher turned to slide 16, "PERS/ TRS Basic
Facts — Unfunded Liability," which showed a bar graph. He
highlighted a decline in wunfunded Iliability in 2014,
associated wth a practice of snoothing assets. In
anticipation of the $3 billion contribution, all the
historically snoothed gains were recognized in 2014. Then a
correspondi ng decrease between 2014 and 2015 was associ at ed
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with the $3 billion contribution. He stated that the
decline should not be viewed as a trend, and starting in
2015 the unfunded liability was expected to grow.

Conmi ssi oner Fisher spoke to slide 18, "PERS Basic Facts -
Funding Ratio History (Based on Valuation Assets),"” which
showed a bar graph. He recognized that Co-Chair MacKi nnon
had acknow edged that between the years of 1996 through
about 2001, the fund had an excess of assets over
liabilities (based on actuarial assunptions). He thought
the fairly substantial drop between 2001 and 2002 could be
attributed to adjustnments to actuarial assunptions conbi ned
wi th changes in market conditions.

Co- Chair MacKinnon noted that the state was significantly
underfunded in 1979, and wondered what the |egislature had
done at the tinme to positively inpact the unfunded
liability.

Comm ssi oner Fisher thought the tinme period was associated
with some fairly strong market returns. He was not aware of
whet her the state also took action, and avowed to respond
at a later tine.

Co-Chair MacKinnon asked if Conm ssioner Fisher could
provi de the enployee count at the tine, and whether there
was a trend in expanded enpl oyees.

Conmi ssi oner Fisher showed slide 19, "TRS Basic Facts -
Funding Ratio Hi story (Based on Valuation Assets),"” which
showed a bar graph. He highlighted the years of 1999 and
2000, where TRS was at or above being fully funded, as well
as a simlar decline as the previous slide.

10: 07: 39 AM

Conmi ssioner Fisher turned to slide 20, "PERS/ TRS Basic
Facts — Contribution Rates,” which showed two graphs
illustrating contribution rates for PERS and TERS,
respectively. He noted that the graphs showed the history
of how the practice of state contribution had started. He
hi ghlighted that in 2007 and 2008, it had been forecast
that the enployer contribution would be going fromthe md-
20s percent to md-50s percent. He explained that had the
contribution percentage gone up to the md-50s, for every
dollar paid to a teacher, there wuld be a 55-cent
contribution to the fund. He thought many school districts
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had faced a significant challenge with the prospect, and
the legislature decided to cap the enployer contribution at
22 percent under the PERS plan, and at about 12.5 percent
under the TRS pl an.

Senator M cciche thought the state had not considered the
feedback on the nunber of nunicipal enployees. He noted
that the state had no control over the costs, and wondered
if it had been a part of the discussion at the tine. He
pondered that if the city became wldly successful from a
new sales tax, and grew enployees by a great nunber, the
state woul d have no way to control the outcone.

Co- Chai r MacKi nnon recalled that the commttee had
di scussed t he mat t er when revi ewi ng school debt
rei mbur senent. She recalled that muni ci palities were
accessi ng debt service - the state could not control it and
had pl aced a noratorium

Comm ssi oner Fisher pointed out that now that the state was
in a Tier IV defined contribution plan, if municipalities
i ncreased the nunber of enployees it would hel p address the
unfunded liability. Now that all enployees were in a
defined contribution category, it woul d  not af f ect
potential expenses of the fund.

Co- Chair MacKi nnon went back to slide 5, and referenced the
5,800 termnated enployees that were entitled to future
benefits.

Comm ssioner Fisher affirmed that Co-Chair MacKi nnon was
correct, and if the <city rehired one of the 5,800
individuals there was an opportunity for the liability to
gr ow.

Co-Chair MacKinnon stated that it would be discrimnatory
to consider the effect upon hiring of the enpl oyee.

Senator Mcciche stated that in his legislative career he
had made a practice of hiring Tier | retired enployees. He
did not think it had an inpact on the benefits to the state
after they were retired as a Tier | enpl oyee.

Comm ssioner Fisher clarified that he intended to say that
if one hired a Tier Ill enployee that had 15-years of
service left, the Tier 11l benefits grew the |onger the
individual was a state enployee. He clarified that his
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earlier coments had been predicated on the assunption that
new enpl oyees would be Tier IV; the chair had rem nded that
was not necessarily true, and sonme subset could be wthin
t he defined benefit program

10: 13: 51 AM

Senator von | mhof pondered the 19,377 active enployees in
the defined contribution plan and considered slide 20. She
asked if the state was paying within the shaded areas of
the two graphs on the slide.

Comm ssioner Fisher answered in the affirmative, and
indicated that the rate that was on the slide was the true
cost to deliver the defined benefit plan to the PERS
menbers that had defined benefits. The state nmade a 22
percent contribution on behalf of Tier IV enployees. He
noted that roughly half of the contribution anpbunt went to
pay the past service anount.

Senator von | nmhof asked about the shaded blue area on the
PERS gr aph.

Conmi ssioner Fisher indicated that the shaded blue area
represented the state assistance paynent; which was the
difference in what the enployer was paying (22 percent),
and the true cost required to keep the plan sol vent.

Senat or von |Imhof asked if the state paid any of the anount
for the 19,377 active enployees in the defined contribution
pl an.

Comm ssioner Fisher indicated that the state paynent
assi stance was not calculated on a per-enployee basis. He
expl ai ned that when the ARM Board and the actuaries figured
out what was required, and | ooked at the contribution, the
state picked up the difference. The anmpbunt was not tied to
whet her the state had enployed those with defined benefit
or defined contribution plans.

10:16:15 AM

Senator von Inmhof asked if mnunicipalities hired nmany new
enpl oyees, would the anmount of state paynent assistance
increase due to the increase of overall cost of going into
t he pl an.
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Comm ssioner Fisher replied that the cost was dependent
upon the nature of the enployees that were hired. If a
municipality were to hire 100 percent Tier 1V enployees,
the state's on-behalf paynment would decline as a result of
nore enployees for whom the enployer was nmaking a 22
percent contribution. If the nmunicipality were to hire 100
percent defined-benefit enployees, the blue shaded area on
the graph would probably grow. He recounted that on
average, increasingly newer enployees tended to be Tier |V.
He offered to run sonme scenari os for consideration.

Co- Chair MacKinnon asked if it was fair to say that the
adm ni strati on had been had been trying to |limt the growh
on healthcare costs because it was an area the state could
control in the blended pension system She used the exanple
of her own benefits through state enploynent, and noted
there was no longer a third "del uxe" plan avail abl e.

Comm ssioner Fisher answered in the affirmative. He
reiterated that the state had a constitutional obligation
to continue funding a set of benefits to retirees. On the
pension side, the benefits were well-define and difficult
to change. On the healthcare side, the actual benefit
delivered were defined rather than the dollar anount. |If
the state could work to deliver the sane benefit at a | ower
cost, it could save the plan noney and help mninize the
unfunded liability. The departnment was also trying to
m nimze the healthcare costs for active enpl oyees.

10: 19: 33 AM

Co-Chair MacKinnon stated that it was not possible to go
back and change constitutionally protected benefits.

Conmmi ssi oner Fi sher concurred.

Co- Chair MacKi nnon wondered if an enployee's pension was
calculated on the highest 3 years of earnings, instead of
the total |ife of earnings.

Conmi ssioner Fisher answered in the affirmative, and
qualified that the calculation varied depending upon the
category and the tier of the enployee. For Tier |, the
hi ghest 3 years of earning were considered; while for Tier
11, the highest 5 years were consi dered.
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Co- Chair MacKi nnon asked if the admnistration was trying
to control overtime costs by trying to use |ower-cost
enpl oyees for overtinme. She wondered if rules adopted
inside of contracts allowed for senior state enployees to
have the first chance at overtine. She wondered if it was a
measure that the adm nistration could control

Conmi ssi oner Fisher was unsure of the precise regul ations
surrounding the matter, but thought it was generally true
that departnents worked hard to try and control overtine.
He rem nded that over 40 percent of PERS nenbers were not
state enployees. He thought there was an opportunity for
people to take assignnents that had nore prem um pay during
the final years of state work to bunp up retirenent
benefits.

10: 22: 04 AM

Co-Chair MacKinnon asked the admnistration to review
policies related to overtime and transferring from one
agency to another t hat may have  cost of living
differentials to drive up pensions. She qualified that she
was not trying to dissuade |ong-standing enployees. She
used a fictitious exanple of an individual who nade a small
salary as a school board nenber for 10 years, then got a
much hi gher paid job that skewed pension benefits.

Comm ssioner Fisher infornmed that it was possible for the
state to control overtine or premum pay, but could not
change the ternms of Tier I, Il and Ill plans.

Co- Chair MacKi nnon asked if the state had adopted different
retirement periods. She believed for police and fire
fighters there was a 20-year retirenent period; and there
was a longer period the state paid for in benefits than it
received in contributions.

Conmi ssi oner Fisher answered in the affirmative.
Co- Chair MacKi nnon enphasized that the state supported |aw
enforcenment officers and fire fighters, but pointed out

that the policy affected the unfunded liability.

10: 25: 16 AM

Senator Mcciche discussed the state's exposure, and
dependence upon an 8 percent return. He discussed the
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different outcomes based on lower rates of return. He
wondered if the admnistration was conpiling a list of
things for the legislature to consider to reduce potential
future liability to the state. He thought a conprehensive
approach was needed, and wanted state enployees to have
conpetitive options for retirenent. He wondered if the
commttee should request such a list fromthe departnent.

Comm ssi oner Fisher conveyed that he would be pleased to
work with the legislature to consider options. He clarified
that the current liability, to a large extent, was defined
by past commtnents, as well as factors beyond the state's
control (such as nortality and return assunptions). He
t hought there m ght be an option to consider a retiree buy-
out, which had had m xed success. He restated that the
state was fairly limted in its ability to redefine the
package it was offering to retirees based on what
comm tment had been nmade, as well as the limtations in the
constitution. He enphasized that it was inportant to | ook
at healthcare costs, an area where the state could continue
to neet its obligations to retirees while still reducing
the cost of delivery.

Senat or M cciche was awar e of t he constituti onal
requirenment that the state not dimnish benefits to
retirees; but wondered about Tiers I, Il, and Ill returning
to work. He wondered about an option that state retirees
remain in retirenent. He thought it was inportant to
consider all of the options for future liabilities.

Senator O son asked Comm ssioner Fisher about the 5,835
term nated nmenbers entitled to future benefits. He wondered
if benefits of the enployees would increase if they
ret ur ned.

Comm ssi oner Fisher stated that if the term nated enpl oyees
returned to work and had nore years of service, the
benefits woul d increase.

Senat or d son asked about t he mentality of t he
adm nistration in regard to other retiremnment prograns.

Conmi ssi oner Fisher stated that the admi nistration had not
considered creating a new tier of jurors.

10: 30: 42 AM
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Vi ce-Chair Bishop wondered, given that PERS and TRS was
managi ng the system for current enployees, if there would
be value in separating out the functions and m ssions of
the ARM Board that considered the interests of nenbers who
were retired. He enphasized the idea of examning
reinstatenent of the Retired Public Enployees Board. He
referred to the departnent’s ongoing discussions on the
matter, and relayed that he had been neeting wth
constituents in Fairbanks on the topic as well.

Comm ssioner Fisher conveyed that the departnent had
ongoing dialogue with retirees, and intended to adopt
regul ations to establish an advisory board of retirees to
assist the departnent in making choices relating to health
care benefits in particular. He specified that it was
possi ble to change the nature of the plans (consistent with
the Suprene Court opinion) as long as it was done in a
bal anced rmanner. The departnent wanted to work with
retirees in considering the changes in order to have input
nmoving forward. He was optimstic that the change would
happen during the current |egislative session.

Comm ssi oner Fi sher di scussed slide 21, "Projected
Retirement Popul ation Gowth,” which showed a |ine graph of
retirees over the years 2016 through 2036, when the plan
projected the last person would retire. He pointed out the
peak on the |ine graph between the years of 2026 and 2028.

Comm ssioner Fisher spoke to slide 22, "Benefits -
PERS/ TRS, " whi ch showed a graph that depicted how projected
retirenment population gromh affected paynents. He noted
that over the next 70 years there would be $140 billion in
benefits paynents. The benefits paid peaked in the year
2039, and began to decline.

10: 33: 54 AM

Senator Mcciche asked if the lunp of benefit risk on slide
22 was mar ket abl e.

Conmi ssi oner Fi sher wondered if Senat or M cci che was
inquiring if the state could go to a third party to ask it
to take the risk.

Senator Mcciche stated that a third party would be
ganbling on the fact that the actual exposures were
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sonmewhat | ower than the curve. He wondered if t he
mar ketabi l ity was worth consi deri ng.

Conmi ssioner Fisher noted that the administration had not
considered looking for a third party to take the risk. He
t hought the question was |argely dependent upon considering
that there was another entity that could nmanage the funds
and achieve a better return than the state. He thought
there was also a risk that the exposures were higher than
what was estimated. He thought that generally third parties
wanted to be conpensated for taking the risk. He thought
the state had done a good job managing the plan and had
enj oyed good returns.

Senator Mcciche thought there was a conbination of
considerations on reducing the risk: one was better
returns, and the second was nanaged care to bring down
heal t hcare costs. He thought there was combi nations of risk
to consi der

Conmi ssioner Fisher was not aware of someone in the
position to assunme both the financial risk and returns
associated with the set of assets, and to effectively
manage the heal t hcare costs.

10: 36: 57 AM

Co- Chair MacKi nnon thought there were existing trusts that
were trying to create a market for buying inproved
heal t hcare outcomes. She discussed pension buyouts, and
t hought there was a bill in the legislature that pertained
to early retirenent and buyouts.

Senator M cciche conplinented the comm ssioner and hoped he
was not becom ng bureaucratic. He pondered a third-party
taki ng the ri sk.

Co-Chair MacKinnon asked if Conm ssioner Fisher had a
response regarding to the idea of a buyout.

Comm ssioner Fisher relayed that the admnistration had
| ooked at the scenario, and observed a range of successes
in the marketplace. He thought there was a risk in
designing the program to avoid selection bias; neaning that
those who tended to have a low |life expectancy would tend
to take the buyout, and those with an expectation of a
longer life expectancy would not. He stated that the
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departnment would be nore proactive in comng back with a
set of options and nore studied consideration of the
l'i kel i hood of success.

10: 39: 53 AM

Senat or Dunl eavy was concerned that people were not working
hard enough to reduce the size of government and curtail

spending. He felt as though the legislature was being
directed t owar d revenue enhancenent s. He nment i oned
i nsurance pooling. He stated that sonme of the legislature
woul d be hesitant to approve revenue enhancenents (taxes)
until it was felt that the admnistration had exhausted
every single possibility to try and address the deficit. He
thought it was sonmewhat frustrating that the conversation
had turned to taxing Al askans. He w shed there was nore of
an attenpt at exhausting the collective imgination in how
to reduce the size of government before additiona

t axation.

Comm ssioner Fisher relayed that the departnment had a
fairly long list of initiatives underway (such as shared
services, |IT integration, focus on healthcare cost) to
reduce spendi ng. It had tried to prioritize those
activities that had the greatest likelihood of returning a
benefit to the state. He was happy to share the list of
initiatives for consideration as to whether it was
prioritized appropriately. He shared a concern that the
department was at risk of not being able to achieve what it
had taken on, rather than having excess capacity.

Senator O son discussed health care costs, and did not see
a graph that reflected the requirenent of individuals over
65 to go on Medi care.

Comm ssi oner Fisher stated that the departnment did not have
a graph that reflected the information. The plan assumed
that when a person turned 65, state healthcare becane
secondary to Medicare. He stated that nost of the
heal t hcare spend was before retirement and age 65, and the
retiree plan was spending about $500 million per year on
heal t hcar e.

10: 45: 05 AM

Co- Chair MacKi nnon asked if there were re-opener clauses in
the state's negotiated contracts.
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Comm ssi oner Fisher was not aware of any reopener clauses
in the contracts.

Co-Chair MacKi nnon wondered if there was a nutual benefit
to reopeni ng contracts.

Comm ssioner Fisher stated that it was always possible to
invite the union to the bargaining table, but it did not
have an obligation. There had been a past discussion about
reopening contracts in the event of a particular oil price
scenari o, but an agreenment had not been reached.

Co-Chair MacKinnon asked if the practice was standard
procedure for an enploynment contract.

Comm ssioner Fisher stated that his experience in the
private sector as well as in his current position was that
reopener clauses were quite unusual .

Co- Chair MacKi nnon contenplated the extrenme idea be to go
to the people of Alaska and ask to streamline health
benefits as a constitutional amendnent, and have retirees’
health benefits mrror whatever was being provided for the
current working state enpl oyees.

Co- Chair MacKi nnon pondered the state's revenue shortfall
and the rate of return for the current pension asset
al | ocati on.

Senator M cciche believed that collectively, the difference
(from dimnished rates of return) could be tens of billions
of doll ars.

Co- Chair MacKi nnon relayed that the adm nistration had been
eval uating the use of pension obligation bonds. She nused
about a potential course of action in which rmunicipalities
could buy out of their 40 percent of the financial
reasonability, which would provide a cash infusion for the
pl an and reduce the nunicipalities' future obligation.

Co- Chair MacKi nnon discussed the agenda for the follow ng
Monday.

#
ADJ OQURNIVENT
10: 49: 53 AM
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The neeting was adjourned at 10:49 a. m
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