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T e s t i m o n y  o n  S B  1 4 1  B e f o r e  t h e  S e n a t e  F i n a n c e  C o m m i t t e e

Rhetoric in the press has described the current condition of the retirement 
systems as the "PERS/TRS meltdown". The combined conditions have 
been characterized in the SB141 White Paper as a "perfect storm". It is 
important to understand that, contrary to the recent rhetoric, the factors 
that led us to this point were not immediate, not rapidly developing, and 
do not represent a meltdown. I am not suggesting that the issues are not 
real, but I am suggesting that they need to be viewed in their proper 
context.

Retirement systems are like supertankers that respond slowly to 
environmental conditions and corrective actions. The seeds of the problems 
as well as the successes of the plans were planted and nourished over the 
past twenty-five years. When critics speak of the funding "crises" or 
"meltdown" of today, they are actually looking twenty-five years into the 
future and projecting what cumulatively will occur over that period. Just as 
actuaries may have erred on many projections over the past quarter of a 
century, current actuarial estimates will no doubt miss the mark over the 
next quarter of a century. Minor changes in assumptions can cause 
enormous changes in the funding status of the plans. Consider that a 2% 
change up or down in the estimate of the rate of growth of health care 
would change the unfunded liability of the plans by over a billion dollars.

Actuaries will be the first to admit that their projections are far from an 
exact science. It is evident today that many of the assumptions throughout 
the 1990's were incorrect. Health care costs were growing much faster than 
we realized for nearly a decade before actuarial assumptions were revised 
around 2002. The retirement plans that appeared fully funded in the late 
1990's were obviously under funded. Correcting those assumptions in 2002 
resulted in a multi-year adjustment that startled everyone. Those 
adjustments did not reveal mismanagement of the assets by the ASPIB, the
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boards, or the administration. They simply revealed that the state, its 
municipalities, and its school districts had been underpaying the necessary 
contributions for health care to keep the system healthy. Had more 
accurate rates been imposed earlier, the unfunded liability would not sit on 
the books of the retirement systems, it would be reflected on the books of 
the municipalities, boroughs, and school districts.

I would like to offer the following observations and recommendations for 
the legislature to consider.

1. The majoi problem with our retirement plans is health care. In the 
1980's and early 1990's health care was relatively more affordable than 
it is today. For the eleven-year period from 1992 to 2003, 69 % of the 
increase in unfunded liabilities, amounting to roughly $3.7 billion, 
came from excess increases in health care costs. I use the term "excess" 
to mean that health care costs were $3.7 billion more than the plan 
benchmark or estimate for that period. If it weren't for that $3.7 billion 
deficit, we would not be here today and there would be no discussion 
of overhauling the retirement system.

2. The retirement super tanker has developed several leaks. By leaks, I 
mean benefits have been provided that have not been funded or 
calculated into the contribution rates. These leaks mandate payments 
greater than the plan ever intended. For example, there is no 
correlation between the earnings and contributions of part-time local 
public officials and the eventual benefits provided to those individuals. 
Under current provisions, a school board member or council member 
earns and pays little into the system, but they receive free medical 
coverage at 55 or 60. Their contribution to the retirement system could 
be as low as $1,000 over their entire career, yet they could receive 
almost unlimited medical for them and their dependents for up to a 
generation.

Additionally, many schemes have been used by employees to boost eligible 
salaries in the final years of employment. Consequently, salary rales are ollen 
considerably higher than they should be. Termination bonuses have recently 
been identified in the press, but service credits, overtime, final year pay 
increases, etc. can produce large increases in benefits without reasonable
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contributions to the system to offset them. These practices create unfunded 
liabilities.

One of the most overlooked leaks in the super tanker is masked in the 
benefit formula itself. Using the high three years for benefit calculation 
produces built in losses for the system. This piece of the formula, 
which has been considered sacred until now, consistently created an 
unfunded liability for every single participant.

3. Much has been spoken about reducing the risk to the employers by 
moving to defined contribution plans. While the change to a defined 
contribution plan may limit the exposure for local and state 
governments, any plan that undermines the retirement security of 
public employees will eventually drive good people from public 
service. Retirement plans, by their very nature, are structured to 
protect employees, not to take advantage of them. A blended approach 
that gradually introduces the concept will spread risk equally among 
employers, the state, and employees.

Recommendations:

1. Immediate changes need to be made to the health plan in order to 
maximize savings in every area possible. Aggressive steps should be 
taken to initiate preferred provider networks. Preferred prescription 
providers and the use of generic drugs should become mandatory under 
the plan. Increasing co-payments for drugs and services would spread 
the cost of services among beneficiaries and the plan. Disease 
management and large case management have been extremely 
beneficial in reducing unnecessary procedures and limiting hospital 
stays. I have personally administered a large self-funded plan for our 
school district for the past ten years. We have successfully implemented 
all of these procedures and realized considerable savings from them.
The PERS/TRS Health Plan is large enough to wield considerable 
influence in negotiating savings with service providers.

2. Implement the changes in health care access that were recommended in 
the PERS & TRS Tier Proposals. These included limiting entry into the 
system until beneficiaries reach the age of 65 and assessing premiums
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based on years of service. Limiting access to health care for part time 
elected officials would also help relieve the unfunded liability.

3. Stop the leaks caused by unfunded benefits. Any provision in the 
current statutes that drains from the system should be identified and 
corrected. Make the necessary changes to statutes that currently allow 
supplemental earnings to boost the wage base for retirement 
calculations.

4. Amend the formula for retirement benefits to create a more reasonable 
base period for eligible salaries. A minimum of ten years of earnings 
should be used for benefit calculation purposes. This will dilute the 
effects of any large payouts in the final years of employment and will 
help insure that benefits more evenly match contributions.

5. Take a very conservative approach in implementing elements of a 
defined contribution plan. The division of retirement and benefits has 
offered PERS and TRS Tier Proposals that incorporate a defined 
contribution plan that is more gradual. It provides significantly more 
protection for the state and the employer without totally abolishing the 
benefits of the current plan. The plans are healthy in terms of their 
ability to pay pension benefits. In spite of all of the bear market, low 
interest rates, legislative changes, etc., the pension portion of the plans 
were well funded and were in the top ten percent of state retirement 
systems as measured by one of the top pension experts, Wilshire 
Research. The success of that portion of the plans should be preserved lo 
the extent possible.

The plans have served the state and its residents well for many years and 
can continue lo do so in the future. Rather than dismantling the plan, we 
urge you to consider a combination of mid-course corrections and 
prospective changes.

We thank you for the opportunity to address these issues. I would be 
happy lo answer any questions from the committee.
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Good afternoon. My name is Gayle Harbo and 1 have been a resident ol 
Alaska since 1957, most of the time living in Fairbanks. I taught in Fairbanks 
for 25 years, most of the time al Lathrop High School and was Chair of the 
Math Dept and Advanced Placement Coordinator for almost 20 years. I am 
here as a member of the Teacher Retirement Board. The joint boards thank 
Senator Stedeman for his willingness to teleconference with us on Friday 
Mar. 25. We are sorry his plans changed but since he could not 
teleconference hope he and the Committee will read the verbatim transcript 
of the morning’s discusssion so they realize the depth of true concern that 
each Board member has regarding all the bills which seriously impact a 
retirement system which has worked well for 50 years. The only significant 
changes that have been made in recent years have been enhancements of 
benefits due to legislation. The Joint Boards have sent letters to the 
Legislature these past two years asking that you not introduce any bills which 
enhance benefits and the Administration has agieed to testify against these 
bills because all would increase the unfunded liability.

I am going to address 3 topics in my remarks and will be happy to 
answer any questions. If I don’t know the answer 1 will try to find out.

My first issue is the interaction of the 3 Pension Boards. As you know 
the main work of the TRS and PERS Boards is listening to appeals of 
members, recommending employer contribution rates and adopting actuarial 
assumptions every 5 years based on the recommendations of the 
Commissioner of Administration and the actuary. ASPIB manages and 
invests the contributions to the system. The Joint Board members have great 
admiration and respect for the way ASPIB and the staff of Revenue ,who 
work with Gary Bader, invest and care for our funds. Over the past 10 years 
the funds have earned almost 9% annually, al or near the assumed rate of our 
actuary. Earnings are not the problem causing the unfunded liability.

This leads to my second issue. The main driver of the decrease in the 
funding ratio has been the rapid increase in health care costs., a problem not 
unique to Alaska. You have seen in past presentations that without the 
inclusion of medical costs the funding ratio is a respectable 91% for TRS and 
120% for PERS. Health care costs have accounted for 50% of the employer 
contribution rate increases in past few years. Ihe Administration can make 
changes in the I lealth Care plan without legislation. First, changes can be 
made to the plan for current tiers if they do not diminish benefits, but arc a 
matter ol'choice or convenience^ An example would be requiring members 
use hospitals, both in and out of Alaska , which are preferred providers so
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significant savings could be negotiated - Providence in Anch. is not a PP yet 
over 80% of retirees go there, die hospitals in Juneau and Sitka are owned by 
dieir respective cities. They are not preferred providers and there is little 
savings to die state.)Secondly, signifcant changes can be made to the plan for 
employees hired after a specific date.

About 5 years ago the Joint Boards recommended an education program to 
encourage members to use Generic Drugs. The members responded and now 
42% of the drugs used are generic. Every percent of brand name drugs 
replaced by generics saves the plan lM.(see Oct.’04 Newsbreak). The Health 
Care Committee has for several years recommended the state pilot a disease 
mgt. program, particularly for diabetes, but we were told dial the start up cost 
of $240000 was loo much. In speaking widi other health plan administrators 
who utilize disease mgt. I have been told that die cost savings in die first four 
years are considerable and would more than recoup the start up costs. Mr. 
Mike Humphries, from the benefits division at the U of A, die NEA Healdi 
Trust and ,perhaps Mr. Jarrell,our new trustee from Bering Straits School 
District, indicate their plans incorporate this element. For retirees this past 
year, 474 members had claims of over $50000 each and accounted for 53M 
of the medical expenses to die state plan. Surely disease mgt could have 
reduced some of diis cost. Odier dian the generic drug campaign no 
substantive cost savings measures have been taken. The Health Care 
Committee has presented a list of several cost savings measures dial we, and 
the entire Jt Board, would like to sec initiated. The Boards can only 
recommend, however, not implement. I feel we would not be at diis juncture, 
with drastic changes recommended to die system, if this Administration and 
past Administrations had held a Forum widi employers,legislators, 
representatives of unions and die Municipal League and medical 
professionals to discuss mcdiods of resolving these skyrocketing costs. We all 
recognize die problem and would like to be part of die solution, not 
adversaries. Senator Seaton has a bill regarding generics and closed 
formularies. This docs not have to be legislated - die Administration can 
make diose changes now as long as they do not diminish benefits to die 
current tiers.

My diird issue deals widi die comments by some that the Boards have not 
been responsible in recommending the employer contribution rate and widi 
die awarding of the id hoc PRPA. Wrt TERS and the employer rate, it is a



recommendation, the Administration can set the rate higher. The Boards act 
with information provided them by the Administration and the actuary. In the 
early ‘90’s the TRS Bd adopted a 12% employer rate and to ensure stablility 
for employers for future planning, they intended this rate be used for at least 
20 years. In 2000 and 2001, however, when setting the rates for FY’02 and 
FY’03, Mercer, our actuary, recommended rates as low as 7.09% and 8.29% 
for those fiscal years. The TRS Bds did, in those two years, drop the rate to 
11%; had they not, the employers may have been upset. In ‘03 we set the 
rate at 16%, though the first motion was for 17%. The contribution rate has 
been higher - in FY’ 83 and ‘84 the combined rate for state and school 
district was close to 18%. When I started teaching in the ‘60’s, employee, 
employer and the state each contributed 7%. The employee population at the 
University that is not under TRS, but under private accounts,has a match by 
the employer of roughly two to one.

The other issue of Ad Hoc PRPA’s apparently needs to be clarified since 
you were given a paper dated Mar. 18 from Mercer regarding the funding 
status due to plan changes, mostly enhancements through legislation, and Ad 
Hoc PRPAs. As you know the Boards recommend Ad FIocs on the basis of 
information provided by the actuary and the Commissioner of 
Administration. The Boards have only made recommendations when the 
mnds were healthy. No Ad Hoc has been recommended since 2003. A retiree 
gets either the Ad Hoc or the automatic PRPA. not both. In the past years 
when the Ad Hoc has been awarded it only causes a small “blip” in the 
increase of the employer contribution rate, probably less than .06%. The Mar. 
18 letter fails to indicate that probably 99% of the ad hoc cost mentioned, 
resulted from the settlement of a lawsuit in the mid ‘90’s. The state lost the 
lawsuit and as a result had to make all retirees whole, from the time they 
retired, wrt the PRPA. The dollars paid out include not only past prpas but 
the interest earned. Many individual retirees who had been retired j 0 lo 40 
years received checks close to $10000. The lawsuit, as many of you may 
remember resulted because past administrations had not awarded a prpa 
when the fund was “healthy”.

The Mar. 18 letter also attributes nearly IB of the increase to the 
unfunded liability to benefit enchancements by the legislature. Hie Boards 
have said many times that “tinkering” with the tiers, once they have been 
established has not been in the best interest of the funds and for some of



these changes the actuary has not accurately predicted the rapid rise in health 
care costs. In the assumptions adopted by the Boards, the last time in Dec. of 
2000, Mercer had a Medical assumption rate of 5.5%. We now know was not 
a realistic assumption. The Boards requested an Actuarial Audit in 2001 and 
the resulting report indicated that we should look at Medical assumptions on 
an annual basis. You also know that the RIP programs advocated by the 
Legislature in the early ‘90’s were to be cost neutral, but this past year 
Mercer indicated they have had a negative affect on the funding ratio, 
primarily because of escalating Medical costs. Despite this poor advice, if 
you examine Mercer’s budget line item over the past few years, you will see 
there has been a 100% increase in their fees.

I thank you again for your time and hope you will carefully consider 
whether drastic measures need to be taken at this time. We all agree there is a 
problem and we hope by working together we can begin to solve it, but 
please do not burden future hires for the mistakes of others. Changes can be 
made, without legislation, to control current and future costs. Please let us 
work together to make Alaska continue to be the place young people will 
want to come to work, as you and I once did.
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TESTIMONY by Gayle Harbo 
TRS Trustee 

House State Affairs and Senate F inance

I know th e  leg isla ture  is trying to find so lutions to a  perce iv ed  p rob lem  with a 
re tirem en t sy s te m  tha t h a s  w orked well for a lm o s t  50  y ea rs .  I r e s p e c t  your 
c o n c e rn .  I a m  not a  political p e rso n ,  but I am  an  A laskan  of a lm o s t  50 y ea rs ,  a 
m other,  a  g ran d m o th e r ,  a  retired te a c h e r  and  m o s t  recen tly  a  m e m b e r  of the 
T R S  Board . I u rge  you to go  slowly, ge t  a s e c o n d  opinion from a  credib le  ac tuary  
a n d  talk with a ffec tea  par ties  a b o u t  the  r e a s o n s  for the d e c r e a s e  in the  funding 
ratio b e fo re  you im p o se  d ev as ta t in g  c h a n g e s .

W h a t  a ffec ts  the funding ratio? If you read  the  last valuation you will s e e  tha t 
T R S  is a lm o s t  92%  fu n d ed  without health  c a re  co s ts :  P E R S  is 120%  funded. Are 
th e s e  hea l th y  s y s t e m s ? ? ? ?  W h a t  would your conclusion  b e ?  H as  A SPIB d o n e  a 
g re a t  jo b ? ? ?  W hat would  your conclusion  b e?

Now look a t  the  ratios with Medical c o s ts  factored in - r e m e m b e r  A laska is o n e  of 
only 4 s t a t e s  that p re -fu n d s  m edical cos ts .  In FY'06, u n d e r  GASB, all s t a t e s  will 
h a v e  to ack n o w le d g e  m edical c o s ts  a s  a  liability. With M edical the  T R S  ratio 
d ro p s  to ab o u t  63%  a n d  P E R S  ratio to 73%. W h a t would your conclusion  b e ?  
W hat is the  m ajor fac to r  affecting the  declining ratio?

M edical c o s ts  hav e  b e e n  the  m ain  factor and  if the  Adm inistration would m a k e  
s o m e  allow able  c h a n g e s ,  m a tte rs  of cho ice  an d  c o n v e n ie n c e ,  they  could s a v e  
millions of dollars o n  the  hea lth  plan for the cu rren t tiers. T h e y  c a n  c h a n g e  the 
H ealth  B enefits  for n ew  hires  without legislation - p ro sp ec tiv e  is the key  word 
h e re .  A sk  them  why th ey  h a v e  not m a d e  significant c h a n g e s  in the  la s t  4 or 5 
y ears .

You m a y  h a v e  rece ived  a m e m o  from M ercer, d a te d  M arch 18, which s h o w s  two 
i tem s w hich hav e  a l s o  con tribu ted  to the unfunded  liability. O n e  is the 
e n h a n c e m e n t  of bene fi ts  that va r ious  leg is la tu res  h a v e  p a s s e d  in re c e n t  y ears ;  
s o m e  w hich the  a c tu a ry  sa id  would be  cos t  neutral. A c tuar ies ,  like airlines, a re  
cau t io u s  p eo p le  a n d  a lw ay s  h a v e  a  disclaim er, "sub ject to c h a n g e  without 
notice". T h ey  told you R e tirem en t Incentive P ro g ra m s  would not negatively  affect 
the  funding ratio. This  p a s t  y e a r  they  c h a n g e d  their s tory  - thov  did not predic t the 
im pact of m edical c o s ts  correctly. T h e  B oards  a s k e d  for a n  Actuarial Audit in 
2 0 0 2  -2 0 0 3  - In our S e p t . '04 Jo in t B oard m inu tes  th e  auditor, Milliman, s ta te d  (on 
p a g e  6) tha t M e r c e r ‘s  "starting point for projecting forward w a s  a  n u m b e r  that 
w a s  14 p e rc e n t  too !ov,." T he  m in u tes  a lso  reflect tha t m ed ica l  c o s ts  acc o u n t  for 
50%  of th e  in c re a s e s  in e m p lo y e r  contribution ra te s  th e s e  p a s t  y ears .  T h e  Joint 
B oards ,  th e s e  p a s t  two y ea rs ,  h a v e  a s k e d  the L eg is la tu re  not to p a s s  legislation 
which will e n h a n c e  b en ef i ts  for existing Tiers a n d  you h a v e  he ld  off.



T h e  s e c o n d  item in th e  M arch 18th letter refers to  the Ad H oc P R P A  which is 
r e c o m m e n d e d  by the  B o a rd s  only w hen  the fund is healthy. T h e  s h e e t  a ttr ibu tes  
h u g e  c o s ts  to the  Ad H oc PR PA , but fails to m ention  tha t dollars of tha t co s t  w as  
the  se t t lem en t  of a  lawsuit tha t m a d e  all living re tires  w hole , from their time of 
re tirem ent, for ad  hoc  P R P A ’s that had  not b e e n  aw ard ed .  T a k e  that ou t a n d  an  
ad  h o c  is a  m ere  blip.

In the  legislation p roposing  a  DC plan te a c h e rs  a re  m ore  im pac ted  than  Public 
E m p lo y ees .  T e a c h e r s  did not hav e  the  choice  of an  S B S  plan  w h en  they  w ere  
pulled from SS. Not only that, b e c a u s e  they  a re  public e m p lo y e e s ,  ev en  though  
they  m ay  ea rn  S S  credits ,  th ey  will not ge t al th a t  is d u e  th e m  b e c a u s e  of two 
unfair F edera l  Provisions, G P O /W E P , which the L eg is la tu re  last y e a r  recogn ized  
a s  unfair w h en  they  p a s s e d  a  resolution urging ou r  C o n g re ss io n a l  D elegation  to 
s e e k  repea l.

I u rge  you to take  time to g e t  a  s e c o n d  opinion. I u rge  you to work with the  
B o a rd s  a n d  the E m ployers  a n d  the AML and  su c c e s s fu l  H ealth  C a re  T rus ts  and  
P la n s  to s e e  how m edica l c o s ts  c a n  b e  properly m a n a g e d .

While I re sp e c t  D r.Solie 's  opinion, it is a  lofty o n e .  He m a y  no t realize th a t  m any  
of the  pc- .pie I w orked  with every  d ay  did not e a rn  e n o u g h  to s a v e  and  invest the 
m inimum n e e d e d  to s ta r t a  m utual fund. T h e se  p eo p le  n e e d  the  security  an d  
a s s u r a n c e  in their sen io r  y e a r s  tha t a  Defined Benefit offers. P e o p le  n e e d  a 
s y s te m  which re c o g n iz e s  inflation, a s  S S  d o e s ,  to ad ju s t  their an n u a l  re tirem ent 
incom e.

Dr. Solie e r red  in his te s t im ony  on HB 238. He implied, us ing  a  2 0 0 0  mortality 
tab le  a n d  o th e r  a s s u m p t io n s  u s e d  by m ercer, tha t a p e rso n  retiring from the 
p ro p o s e d  DC plan would bo be t te r  off than a Tier I em p lo y ee .  It is a  d ev as ta t in g  
e rro r  to future retirees, tha t I, a  hum ble, public schoo l t e a c h e r  m u s t  point out. If 
this leg is la ture  did w hat Dr. Solie s u g g e s te d  m a n y  re t i rees  would run out of 
do lla rs  long before  they  died.

It is a  g rav e  error to apply  g ro u p  a s su m p tio n s  of a  DB plan to individual 
a s s u m p t io n s  on which DC p lan s  a re  b a se d .  You would do  g r ievous  harm  to 
th o u s a n d s  of sen io rs  if you relied on Dr. Solie 's  d a ta .  P le a s e  go  slowly a n d  
c h e c k  an d  rech eck  a n d  a s k  for all the information . ..  no t s e le c te d  so u n d  bits.

P le a s e  work with th e  B o a rd s  th e s e  next y ears  to so lve  the  Medical cost problem , 
which is not un ique to A laska . W e  should  b e  working toge the r .  T he  Legislature 
did not a sk  the  op in ions  of the B oards  before they  in troduced  th e s e  bills. My late 
co l leag u e ,  Bob Boko, a  re s p e c te d  m e m b e r  of the  F a irb an k s  Com m unity , w a s  not 
in favor of a  Defined Contribution program . He knew  it would b e  d ev as ta t in g  to 
sen io rs .  T hough  h e  ch a ired  the  Tier C om m ittee  a n d  voted  to re c o m m e n d  Option 
O n e  of their p ro p o se d  plan, h e  did s o  only b e c a u s e  the Administration put 
p r e s s u r e  on  him. After th e  vote  in N ovem ber, he  w a n te d  to m e e t  an d  confer  with 
th e  Joint B oard m e m b e r s  af te r  ou r  m eeting  with ASPIB o n  D e c e m b e r  l'jl. He



w a n te d  to d is c u s s  th e  s u g g e s t io n s  w e all had  m a d e .  W e  w e re  not allow ed to 
m ee t.  I u rge  you to s p e a k  with his widow, S h a ro n ,  w ho  s h a r e s  his d e e p  conce rn .

P le a s e  let u s  work to g e th e r  to m a k e  A laska a p la ce  w h e re  young  p eo p le  w an t to 
c o m e  a n d  work. W e  c a n  b e  a  role m odel for hea lth  c a r e  reform  if w e  c h o o s e  to 
work toge ther .  I do  not like the  word "impose"; I p re fe r  sitting dow n  an d  
d iscu ss in g  the  p rob lem  a n d  developing  a  solution which w orks  for all. T h an k  you 
for your time.
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OUTLINE OF M AJO R  POINTS FOR  TESTIMONY

BEFO R E  A L A S K A  LEG ISLATURE, M ARCH  29-31, 2005

R ichard  J. Solie, T R S  B oard  M em ber

— My name is Richard Solie, Sr. I am retired from the University o f  Alaska 
where I was a Professor o f  Economics, Head o f  the Department o f  Economics, 
and Acting Dean o f  the School o f  Management. I also ran my own economic 
consulting firm for a number o f  years.

I am a member o f  the TRS Board, having been appointed by Governor 
Murkowski in the summer o f  2003 and re-appointed to a new term in January 
o f  2004. As a member o f  the TRS Board I served as one o f  four members on 
the Tier Committee which was charged with developing a proposal or 
proposals for a new retirement plan lor both TRS and PERS

After review o f  several o f th e  major bills being considered by the I louse and 
Senate, 1 have a number o f  observations that I would like to make. I will deal 
with these under several different categories, and I will approach them in 
order o f  my perception o f  their importance. That way, if I run out o f  time. I'll 
at least have been able to disco..s what to me are the most important issues

I. M E M B E R  C O N T R I B U T I O N S :

A Equal shar ing  of “ N orm al C ost” :

I I. personally, agree philosophically with this approach, and. as a 
matter o f  fact, the Tier Committee's recommendation for both 
Alternatives I and 2 included employee contributions which were 
at least as high as the employer contributions! (TRS: Employer 
S 75%, Employee — 10.0%; PERS - Both pay 8.0%).

2. I even agree philosophically with equal sharing o f ‘Normal Cost" 
for employees covered under existing tiers, however I am 
concerned that the 5%/year possible increase is a very still'increase 
for an individual employee That probably wouldn't come into 
plav. however, if  the equal sharing was limited to “Normal Cost".

Solie Legislative Testimony ’age



3. I might note that the employee survey conducted by the Division 
o f  Retirement at the request o f  the Tier Committee indicated a 
willingness on the part o f  some o f  the employees to make higher 
contributions i f  the DB plan could be retained in a future tier: and 
there was wide-spread feeling among employers that employees 
should pay a larger share o f  benefit costs than they presently do;

4. 1 am concerned about the response o f  the judiciary if  this is applied 
to existing tiers, and this is one o f  the reasons that the Tier 
Committee didn’t consider this alternative;

5. I also question whether the contributions should be the same for all 
existing tiers:

— “ Normal Cost” for TRS Tier II in FY06 is 20.36% versus a 
22.97% combined rate for Tiers I & II (p. 8, slide 15, November 
19. 2004 Presentation lo PERS and TRS Boards).

- “Normal Cost” for PERS Tier III is 17.55% versus 20.05% for 
Tiers I, II and III combined (slide 14)

B. Equal sha r in g  o f  contributions  for “ Past Unfunded Liabilities” :

1 For members o f  a new tier, there would, o f  course, be no 
unfunded liabilities so presumably it isn’t the intent o f  the 
legislature to charge them for the unfunded liabilities o f  existing 
tiers;

2 For current TRS/PERS members I am strongly opposed to such a 
policy for several reasons:

a. The majority o f  the past funded-liabilities are associated 
with retirees rather than with current actives;

b Bob Reynolds with Mercer estimated the allocation o f  
unfunded liabilities to be approximately:

-- I RS 27 X% active participants, 68 5% for retirees and 
beneficiaries, 3 2% for terminated vested individuals and 
(J.5% for “others” (thus 72.2% fur non-actives),

-- PERS 33 2% actives, 11.7% terminated vested, 54 7% 
retirees and dependents, and 0 4% "other” (66.8%  for non­
actives)
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c. Furthermore, you would get a similar disparity even 
among the actives since a newly hired employee would 
have essentially no unfunded liability related to his future 
benefits whereas a long-term employee who was nearing 
retirement would have a great deal.

d. The result would be that existing members would be 
required to pay additional contributions that would be 
grossly out o f  line with the future benefits they could be 
expected to receive.

II I N T R O D U C T I O N  O F  A  1 0 0 %  D C  P L A N  T O  R E P L A C E  

T H E  E X I S T I N G  D B  P L A N

A. First o f  all, let me say that 1 am not opposed to the general concept o f  DC 
plans or o f  privatized retirement plans. I strongly believe in individual 
responsibility and in the advantages o f  personal ownership o f  private 
equities;

B. 1 am sure that all o f  you are aware that, although the Tier Committee did 
forward to the full boards an Alternative 2 which was 100% DC, the 
committee was unanimous in opposing its adoption;

C. I personally pressed for a hybrid plan that included both a 1% DB and a 
DC component. Although some o f  the committee members undoubtedly 
had misgivings about it, there was a clear recognition o f  the serious 
problem facing the State o f  Alaska with respect to the retirement plans, 
and consequently the Tier Committee voted unanimously to  support the 
hybrid plan;

D There ai .• several reasons lor the committee's and my personal opposition 
to a 100% DC plan:

1 A key factor is that in Alaska most of the teachers in this sta te  
a re  not covered by Social Security. Thus, they lack the floor of 
retirement benefits that is available lo private sector employees 
and to public sector employees in most other states. The 1% DB 
plan that the Tier Committee proposed would provide such a 
floor.

2 I he employer surveys that were conducted showed strong 
support for a sharing o f  the lisks o f  the retirement plan, not a 
complete shilling o f  the risk to the employees.
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3. The vast majority o f  other public employment plans are 100% 
DB plans; a much smaller number are hybrid plans with both DB 
and DC components; and some include an optional DC plan. 
Only a handful arc 100% mandatory DC, and this could he a 
significant factor in competing for employees;

4. 1 am sure you have been exposed to the studies showing 
significantly lower rates o f  return on individually managed 
versus pooled accounts and also the problem with some 
employees utilizing their retirement funds for purposes other 
than retirement. As a consequence, I won't discuss those issues

5. Individual investors face risk that is significantly greater than 
that for a pooled investment plan for several reasons:

a. The volatility o f  the markets is such that there is a
significant possibility that an individual's planned 
retirement will coincide with a down market. And, while 
there might be some possibility for a postponement o f  the 
planned retirement, I would call attention to the fact that 
the U.S. sloe1- markets generally reached their previous 
highs in March o f  2000 and five years later the S&P 500, 
for example, is still approximately 25% below the March o f  
2000 peak

b. The pooled funds, o f  course, arc subject to similar 
volatility, but in any given year only a small fraction o f  the 
members are planning lo retire, and as a consequence the 
pooled funds have a much longer time horizon in which to 
recover from those downturns

c. When it comes to actual retirement, the longevity 
fac to r  is very significant for the individual retiree, but it is 
largely limited by the pooling that results with a large fund 
(By this I mean that for an individual, the number of 
additional years that he/she \sill live after retirement is very 
uncertain Thus, there is a significant risk o f  outliving 
one’s retirement funds For a large group, in contrast, the 
average risk is minimal because o f  the large numbers o f  
individuals involved This, o f  course, is uha l creates the 
opportunity for life insurance )
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d. The suggestion could be made that when the
individual retires, he/she could buy a whole-life annuity 
which would shift the risk to an insurance company. The 
problem with this is that annuities are very much a function 
o f  interest rates at the time they are written, and 
consequently a period o f  low interest rates would result in a 
much smaller annuity for an individual retiree. Again, the 
pooled retirement fund is able to take a much longer view 
o f  interest rates.

6. Largely as a result o f  issues such as these, the State o f  Nebraska, 
recently switched from the DC plan that it had maintained for 25 
years to a Defined Benefit plan

7. In most states where employees have been given the option lo 
choose between a DC and a DB plan, the overwhelming majority 
have chosen the DB option. In Florida, for example, only 3% o f  
the employees chose the DC alternative, and in Ohio only 7.367 
o f  almost 300,000 employees chose the DC plan (Source:
Public Pension Action News, Spring 2003.)

• This, I believe, is a trong indicator o f  the negative impact 
that a 100% DC plan would have on our competitiveness in 
attracting and retaining teachers and other public employees 
in the future,

8 I am aware that there is a movement in some states to replace 
their DB plans with either hybrid plans or, in some cases, with 
100% DC plans. Given the problems already facing the State in 
attracting and retaining employees, I am not sure that it is wise for 
Alaska to get into the lead on this movement

III R E - C O N S T I T U T I O N  O K  A N D / O K  E L I M I N A T I O N  O K  T H E  
E X I S T I N G  B O A R D S

A In mv opinion, the proposed increase in professionalism would be 
positive, although I have beet) impressed with the expertise and experience 
already existent on the Boaids

B I am concerned about the lack o f  assured  representation o f  TRS/l’HRS 
members in some o f  the bills after all, the monies in the funds are held in 
trust for the members; the members have made major contributions into the 
funds; and the funds represent the major (and in some cases the total) basis for 
their future retirement
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• Further, even if there is assured member representation, there is a 
question as to whether public or member’s representatives should 
hold the majority (J would personally favor the members’ 
representatives being in the majority.).

C. Role o f  PERS/TRS Boards in appeals:

- Hearing Officer would probably be more efficient if efficiency is 
measured only by the hearing itself. But, because the boards act as a jury 
o f  peers in essence, I believe the board approach reduces the risk o f  further 
litigation and gives the beneficiaries a greater sense that their case has 
been truly heard.

— I was a member o f  the National Panel o f  Arbitrators o f  AAA fo ra  
number o f  years, and 1 feel that that system (which in a majority o f  the 
cases relies on a single arbitrator) works well.

• There is a major distinction between that system and the one 
envisioned here, however. The arbitrator is jointly selected by the 
parties and thus there is basis for trust and confidence on both sides 
o f  the issue being appeal ;d

•  In this instance, I am afraid that the fact that the Hearing Officers 
would be administratively appointed would engender potential 
distrust on the part o f  the appellants;

D Some o f  the functions envisioned for a “Super Board”, while probably 
well within their capabilities, would add significant and potentially time- 
consuming duties to the already heavy responsibility o f  overseeing investment 
o f  the funds.

E. I am sure some o f  my colleagues have discussed the loss that a “Super 
Board” might engender in some o f  the inputs currently realized from the 
existing TRS/PERS boards (e.g., recommendations for health plan cost 
savings from the I lealth Sub-committee) so 1 w on’t go into that.

Solie Legislative Testimony Page 6 5/29/2005



IV P R O P O S E D  C H A N G E S  I N  T H E  H E A L T H  P L A N

A. As you are all aware, the health plans have been a m a jo r  c o n tr ib u to r  to 
the unfunded liability for the Alaska TRS and PERS. Further, unlike the 
impact o f  the downturn in the securities markets— which will probably 
even out over time— there is really no end in sight for the health plan 
problems. As a consequence, the Tier Committee (and a majority o f  the 
TRS/PERS Boards) considered it to be absolutely essential that the 
administration and/or the legislature make significant changes in the 
current plan. Such changes should be designed to reduce both plan costs 
and future risk.

B. The Tier Committee’s proposal included several major changes for 
employees under a new tier:

I. Participation in the health plan would require retirement directly 
from employment.

2 The plan would be redesigned to include true deductibles and co- 
pays for Medicare eligible retirees. This is not true under the 
existing plan, and the situation that exists at present provides 
essentially no incentive for such retirees to m onito r  and  
ration the ir  health care usage and costs

3. The plan would provide for significant health plan premium 
payments by the retirees tied to the length o f  the employee’s 
service and to whether they were taking early or normal 
retirement

a. Access only to coverage with full premium? paid by the 
retiree would apply during early retirement;

b A DC type o f  employer subsidy for premium payments would 
be provided during normal retirement and up to Medicare 
eligibility;

c. Employees would pay a percentage o f  actual plan costs upon 
reaching Medicare eligibility w ith the percentage v ary ing in 
accordance with the employee’s years o f  service
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4. As a means o f  assisting retirees with the payment o f  the larger 
deductibles and co-pays as well as Lhe retiree premium payments, 
an Employer paid for Health Savings Account would be 
provided. At the same time that this would assist retirees in 
paying the larger share o f  health plan costs it, along w ith the 
h ighe r  deductibles an d  co-pays, would provide the retiree 
w ith  a s trong  incentive to assist in controlling health care 
expenses

C. 1 am aware that Senate Bill 141 appears to provide similar changes to 
those outlined above for retirees who l w e  reached Medicare eligibility. I 
am also aware o f  the HSA provisions in most, if  not all o f  the various 
legislative bills. I am concerned, however, about several provisions:

1. For retirees from age 60-Medicare eligibility there is no subsidy 
(other than what might provided by the HSA). I am somewhat 
disappointed in this since I believe that the Tier Committee’s age 
60-Medicare eligibility subsidy would 1 ave involved essentially 
no risk to the employer (The subsidies are lixed in initial amount 
and in terms o f  future increases, and they would be readily 
calculable.) and the cost would have been relatively low.

2. The HSA contributions are capped at S500 per year. There is 
concern that this would produce an inadequate fund to assist in 
the retiree’s uncovered health care expenses.

V. E L I M I N A T I O N  O F  T H E  1 0 %  C O L A

- As you arc aware, the Tier Committee recommended elimination o f  the 
10% COLA for the new tier.

• Our reason for eliminating COLA for the new tier was our 
recognition o f  the current court action challenging the application 
o f  the existing COLA and seeking lo apply it to retirees living 
outside the State in areas which have living costs equal to or 
greater than those in Alaska,

• We did feel, however, that the COLA (unless the legal challenge is 
successful) does serve a public purpose by encouraging retirees to 
icmain in Alaska
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VI ADDITIONAL POTENTIAL CHANGES APPARENTLY NOT 
CONTEMPLATED IN CURRENT LEGISLATION:

A Although the Tier Committee did not formally recommend it, there was 
considerable discussion about proposing the elimination ofSBS. This 
could mean many millions o f  dollars in savings to the State and other 
employers which could be used to help fund the existing retirement 
programs as well as the benefits o f  a new tier.

1. In considering this, the 'Tier Committee was aware that, although 
the State and University o f  Alaska are covered by SBS, a number 
o f  the political subdivisions are not. Thus, eliminating SBS would 
also be a means o f  rationalizing the statewide retirement benefits 
structure.

2. The specific reason that this was not proposed by the Tier 
Committee was a caution by the Boards’ legal counsel that the 
courts might view SBS as a contractual obligation pa d in return 
for the agreement to opt out o f  Social Security.

3. The legislature, however, is in a position to get a thorough review 
o f  the legal issues involved in such a change, and if the 
determination is that it would pass judicial scrutiny, I (and 1 
believe I speak for the majority if  not all o f  the Tier Committee 
and also for several o f  the other Board members) would 
recommend that this ’’e given consideration for a future tier

B As you are aware, the Tier Committee recommended the adoption o f  a 
“career average” base salary (adjusted for changes in the Alaska CPI) 
under the new tier in contrast to the “ I liglt Three Years’ Salary" that is the 
basis for pension calculations at present.

I This, o f  course, is irrelevant if  the legislature adopts a 100% DC 
plan, but if  a hybrid plan is approved, it could be very important.

2. A career average salary would eliminate many o f  the so-called 
"abuses" o f  the system under which various actions are taken to 
build up the final three years o f  salary

3 A career average base would allow such things as inclusion o f  
overtime pay. bonuses, etc without distorting the benefits and 
creating unfunded liability as currently occurs when such 
elements are added in the final three years Allowing them to be 
included, however, would give employers maximum flexibility 
in using these as tools for managing their workforce
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Good Moniing . My name is Gayle Harbo and I have been a resident of 
Alaska since 1957.1 am a mother, a grandmother and a teacher and most 
recently a member of the Teacher Retirement System Board. As a parent and 
a grandmother I am most concerned about the quality and stability of the 
education employees in the slate of Alaska. When I came to Alaska there 
were many applicants for each job, with prospective teachers often subbing 
for years before they were hired to a permanent position. Salaries in the late 
‘60’s and early ‘70’s were very competitive. That is no longer true. I believe 
teacher job fairs are no longer held in either Anch or Fairbanks. The point is 
Alaska is no longer the place to come to get a good salary . A friend in 
Wasilla said if she had stayed in Wisconsin for her teaching career she would 
have a better retirement then she will have here.

I want the best and brightest to teach my grandchildren. To attract teacher’s it 
is important we keep the DB system. Many of the changes recommended by 
the Tier Subcommittee of the Joint BDs could be adopted without going to a 
defined contribution system. One, in particular, would change the number of 
years over which an average salary is computed.

It is important to realize that, under the proposed system, seniors would be 
given a “pot” of money when they retire and then have to manage a resource 
that is to last them for a lifetime in terms of annual income. They would have 
no 'inflation proofing( PRPA, which even SS provides )and they would be at 
the mercy of investment advisors and unknown investment costs. As 
individuals, they would not be able to get the breaks ASPIB gets by investing 
iarge sums of money, putting their dollars at even greater risk. You have all 
read the horror stories if retirees who have lost everything because tney did 
not have the expertise to invest. Most are emotional, not long term investors 
and their resources may not match their lifetime expectancy.

Another issue for seniors is health. I personally know many seniors who 
have suffered from stroke, Parkinson’s, and dementia in their late 60’s and 
early k70’s. Who will look out for their well-being and security? Our retirees 
who invest their lives working for the state of Alaska deserve more.

The proposed legislation is particularly unfair to members of TRS who were 
pulled from Social Security, but not given the option PERS employees 
received when SBS was formed and the stale matched the employee 
contribution of 6.13% . In addition PERS employees may participate in a



deferred comp plan. Teachers not only do not have a parallel SBS plan, they 
often receive little or no benefits under Social Security because of the 
provisions of the Government Pension Offset (spousal offset) and the 
Windfall Elimation Provision. These provisions eliminate or greatly reduce 
promised benefits from Social Security for quarters worked. Not only that, 
because the state mandates participation in Medicare Part B when a retiree 
reaches age 65, every retiree must pay almost $80 a month out of pocket.

Last year this Legislature unanimously passed a resolution requesting our 
Alaska Delegation in Congress work for the repeal of GPO/WEP. They 
recognized the inequities for public employees not covered by SS.

I urge you to give this matter more thought before you make sweeping 
changes. Let’s work together for a year to get the health care costs down and 
look at some of the suggestions made by the Joint Boards at the presention of 
±e Tier subcommittee’s proposal in November. I am sure working together 
we can reach a solution that will be beneficial to future employees and also to 
Alaska’s children. I want young people to come to Alaska and to stay in 
Alaska. We have much to offer. Thank you for this opportunity.



EARNINGS FOR TRS RETIREMENT CALCULATIONS
A

A V E R A G E  A N N U A L  R A T E  O F  IN C R E A S E :
A N C H O R A G E  C P I (1 ) :  3 . 7 3 0 %  ASSUM ED Y R 0. AK SERV IC E : 2 5
A V E  A LA SKA  ALL

IN DUSTR IES  W AGE (2 ): 3 . 9 1 0 %  B E G IN N IN G  S A L A R Y  (3 ) : $ 3 7 ,5 3 8 .0 0

A V E R A G E  B A S E  R E T IR E M E N T  S A L A R Y  D E T E R M IN E D  BY : % o l  H iah  3
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Good morning, My name is Chris Hlust. I have worked lor the Juneau School District as a para 
educator for eleven years. I moved to Juneau 12 years ago this coming August. I moved here for 
several reasons, the first being the oppoi'unity to raise my then 10 year old daughter in a place 
where she could ride her bicycle down the path an not have to worry that some lunatic was going 
to snatch her, never lo be seen again. My husband and I longed for a safer life for ell of us. I also 
moved here because of the awesome beauty, clean air, clean water and abundant wild life. I have 
never regretted it, not for a second. I moved here to improve the quality of life for my family and 
myself and I seen all of this come to pass. I love Alaska, Juneau in particular, and I can't see 
myself ever leaving, this is my home.

The first year 1 lived here I took a job with the Juneau School Dislrict. I am what is now called a 
para-cducator. If  you aren't familiar with that term, ten years ago I was a classroom aide, then a 
teaching assistant and now a para The title changed, the pay didn’t., dam. At that time, I was able 
to take a classified job and make almost as much as I did as a new teacher in California. But what 
I really wanted was a job with good medical insurance and a good retirement. You see, my 
husband is self-employed and does not have those benefits. My insurance was adequate, the 
retirement okay. The salary was enough and I knew that there would be regular step increases and 
I expected that my salary would raise with the cost of living. ! v as in for a surprise.

During the last eleven years, live of those found my wages frozen. The school dislrict was having 
to lighten their bells, there was no money for steps, there was no money for raises.. Our insurance 
was still good, that was gooc compensation. Then three years ago Blue Cross Blue Shield 
presented the District with a 62% increase in insurance costs, if wc wanted lo continue with the 
same coverage. That was impossible. What we ended up doing was gutting the plan, it became a 
plan that we could no longer afford to cvc.i use. Catastrophic insurance. We now had a S500 
deductible per family member. We paid 30% instead of 20% on our co-payand our prescription 
plan went out the roof. By doing this we were able to keep members from having a co-pay. But 
the next year the insurance went up 18% and we were told by our broker that we could expect this 
each and every year, it was the TREND. Don’t you just hate that word? We were fortunate that 
the District was able to cover this increase but at negotiations they made it clear that they could not 
Continue to do so and every year we would be faced with those rising costs, And indeed this came 
to pass and during the last negotiations, the classified stnlThad to pick up S70 per month to help 
the cost. Our union is very proactive. Faced witli these rising costs we began to educate members 
on how to shop for services, how to gel the most fro any money spent, but for many, it simply 
meant we no longer had the luxury of going to the doctor, the chiropractor, the dentist. It was no 
longer an option. Working with AREA we developed our own health trust to better managed the 
costs. All this work done by volunteers. But wc know there arc no guarantees, we don't know 
how long we can light the TREND. I his last Contract I received my first real increase in pay. I 
got my 3% step increase and a 2% for the lirst year of the Contract and a 1% the next year. We 
will lie back in negotiations this November. It doesn’t look good.

I’m telling you this sad story as a prelude to my and your reason of being here today. I'oday. I 
pay to BEKS 9.6% of every check. I pay extra to till in the three months I am off during the 
summer. I was here yesterday listening lo the testimony and I heard it debated that I. as the 
employee needed to take more responsibility in my retirement. I heard that it was lime lor the 
employer to not have to carry the burden of retirement after those workers had “foolishly" spent 
their money and had not thought far enough ahead to see the price of their folly. Senators, I. am 
my fellow classified don’t spend out money foolishly, we do it to pay the rent, the utilities, foo i. 
clothing...we are not being irresponsible, we ate living from pay check to pay cheek. T here arc 
many school district employees who have two, some ever 'hrce jobs to support their families. We 
have full-time employees who, because of their rising met, cat costs live in Section I .ighl housing. 
Retirement isn’t a priority, these people w ill never be able to retire, they must work until phy sically 
no longer aide, or just do the light thing, and die. I have no expectation of retaining my life-style 
and current living standard. I lungs will change and I will have to just deal with it. l;or some 
school district employees, their future is much mure grim
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I would like for you to look at the numbers and tell me what more 1 can do. If 141 is made into 
law, I could be looking al 14.6% being taken next year for PERS, along with a 12% increase in 
my health insurance. The next year I could look at 19.6% being taken from my check, along with 
a 12% increase in insurance. In three years I would be looking at a 24.6% increase in my PERS 
contributions....need I say more?

I understand die fix you as legislators r>-e in. Balance the budget, be responsible, do your job. 1 
don’t have a solution for you but as yot icr on this issues, please do not forget my message 
today, do not forget those who don’t . imc to spare, do not forget my face. Your actions 
will affect my fellow employees and they could be devastating. Thank you lor lire opportunity to 
speak to you today. This is one anther thing I love about Alaska.
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March 31, 2005

Senator Lyda Green, Co-Chair 
Senator Gary Wilken, Co-Chair 
Senate Finance Committee 
State Capitol 
Juneau, A K  99811

Dear Senators Green, Wilken, and Committee Members

Thank you, and especially Senator Stcdman, for the resolve and hard work that has gone 
into generating an approach to a major problem equally facing the State, cities, boroughs, 
school districts, and the university. The Alaska Municipal League supports your efforts to 
stabilize the cost o f  the PERS/TRS program. The defined ccntribution approach and 
efforts to restrict actuarially unsound access to retirement health benefits is a good 
method o f  stabilizing and adding predictability for future costs.

Approximately a year ago AML organized an id  hoc comm ttec o f  elected and appointed 
officials from cities, boroughs, school districts, and the university. Membership on the 
committee has remained fairly consistent with representatives from most o f  the larger 
municipalities, a number o f  smaller ones, a number o f  school districts, and the university. 
AML has also done extensive information and analysis work with municipalities, 
legislators, and the news media over the past year informing them o f  the problem and the 
need to take action.

Taking action on the PERS/TRS issue is one o f  A M L ’s top two priorities in its 2005 
Legislative Platform. The issue is also the subject o f  a separate AM L resolution adopted 
last November and is extensively treated in the AML Policy Statement.

In addition to regular meetings throughout the year, the ad hoc committee has met several 
times in the past two weeks. As you know, trying to make 800 local elected officials plus 
managers and finance officers fully knowledgeable about a bill as complex as the 
PERS/TRS bills is not an easy task. Attached are comments and recommendations on the 
hill from the ail hoe committee which arc consistent with the general adopted policy o f  
the AML,

In addition to stabilizing long-term future costs, it is absolutely essential that the State 
assist cities and boroughs in meeting the skyrocketing costs o f  PERS for FY 06 and FY

Member ol tho National League ol Cities and the National Association ol Counties

http://www.akml.org


07. The PERS costs alone over the next several years will require 1 to 6 mill property tax 
increases in your communities, or deep local cuts. (Each 5% annual PERS increase 
represents an average 3.75% overall budget increase for most communities, excluding 
local contribution to schools, each year.) PERS increases on top o f  huge increases in fuel, 
transportation, insurance, etc. will make it difficult to impossible for many o f  your 
communities to raise local taxes enough lo pay the requested local contribution for 
schools, plus roads, public safety, and other key local services. In addition, the State, 
according to State reports, has already lost 9 o f  its 94 small cities with the likely loss o f  
many more by next year. This represents a large increase in State liability in its 
Unorganized Borough, the loss o f  critical public services to Alaskans, and an enlarging 
hole in the economic fabric o f  the State that will not be easy to repair. The State has the 
resources necessary to help stabilize local taxes and services, and AM L suggests that this 
should be a legislative priority that will help your constituents. The PERS help to your 
communities for FY 06 and FY 07 is critical.

Thank you.

Kevin Ritchie 
Executive Director



A M L  Position on SB 141

Key Cost Driver o f  PERS/TRS 
According to the Division o f  Retirement and Benefits/Mercer Consulting:

a  Individually, the retirement compensation portion o f  PERS/TRS is adequately 
funded. The funding problem is in the post-retirement Health Insurance. 

q Approximately 75% o f  the cost o f  the PERS/TRS health program is for retirees 
who have not yet reached 65 year o f  age, and only 25% o f  the cost is for post-65 
age retirees.

Health insurance is the fastest growing cost to PERS/TRS. It appears that access to full 
health benefits, especially for retirees younger than 65, is the largest cost driver o f  the $5 
billion system shortfall and a key consideration for the future,

Overall Policy on SB 141 
AML supports the adoption o f  a new PERS/TRS “Tier” o f  benefits for new employees 
that:

□ Better controls future costs, especially health insurance, o f  the PERS/TRS system 
for employers, and;

□ Provides benefits that allow employers to attract and retain good public 
employees. It is recommended that the adequacy o f  proposals be compared and 
determined by:

o  Comparison with other states and likely competitors for employees, and 
o  Developing test cases for retirement benefits for retirees o f  various 

incomes and years in the system considering

Defined Contribution 
AML members generally support a defined contribution approach to a new “ tier.” 
Regarding the amount o f  the defined contribution, i f  a municipality Icels that state 
compensation benefits are too low, any municipality may independently supplement the 
employee’s retirement with federally approved deferred compensation retirement 
programs. The suggestion of Senator Stedman to pul some type o f  investment earnings 
floor into the DC plan would reasonably share the risk o f  long-term down markets with 
employees.

Health Benefits
Since health is the primary cost driver o f  the current funding problem, AM L supports 
changes to control health program costs by limiting access to full health benefits and 
ensuring that health benefit costs are actuarially covered by employer/employee 
contributions. The proposal that employees must retire from the PERS/TRS system to 
access health benefits will significantly limit access, especially in cases when the 
employee/employer contributions have not provided enough contributions to pay for an 
individual’s retirement health benefits. For example, the old practice o f  providing full 
retirement health benefits at age 55 afier only five years o f  employment is not an 
actuarially sound practice. AML also supports the Health Reimbursement Accounts. 
Again, the level o f  health benefits must be considered for adequacy. It appears that the 
Mercer proposal provided greater health benefits from age 60 to 65 than proposed in SB 
141. It may be that the system can be protected by allowing access to health benefits with 
an expanded sliding scale for employees who do not retire out o f  the system.



AML supports restructuring o f  the PERS/TRS board to improve employer participation. 
Municipalities, Schools, and the University represent 63% o f  the PERS/TRS programs 
but have never had direct representation on the PERS/TRS Boards. This is a critical 
accountability issue. In the past, there was no direct link between the PERS/TRS boards 
and most employers. This resulted in a loss o f  involvement and accountability on the part 
o f  municipalities, school districts and the University. It is recommended that:

□ Direct accountability be established either by providing for direct appointment by 
each employer group collectively, or providing three names for each position to 
the Governor, and

□ Increase the size o f  the proposed board to 11 and add one additional municipal 
and one additional school district representative and one University 
representative to mirror the composition o f  the PERS/TRS program.

□ Since schools and the UA have both PERS and TRS employees, it may make 
sense to merge the current PERS and TRS boards. (But not necessarily the 
investment board.)

Strengthen the Review and Analysis Process for changes in the future 
A significant portion o f  the unfunded liability is due to hurried and inadequate analysis o f  
the long-term cost o f  modifications to PERS/TRS. Unlike any other legislative decision, 
under A laska’s Constitution a PERS/TRS benefit can never be “diminished or impaired" 
(Article XII, Section 7). The current "fiscal note” process for bills is not sufficient to 
accurately determine the long-term impacts o f  changes. Over a long time period the lacs, 
o f  an adequate analysis process has been the cause o f  a significant portion o f  the current 
cost crisis. Implement:

□ A statutory 90 day review process prior to legislative committee review that 
includes,

■ A comprehensive long-term actuarial analysis by the PERS/TRS 
Boards, and

* PERS/TRS hearings with all affected employers, and
■ A full report and recommendation o f  the PERS/TRS Boards to the 

legislature.

Short and long-term financial solulions to meet crushing cost increases for past liability 
While it is important to create a new "tier” to control future costs, it does nothing to 
reduce the problem skyrocketing payments for past liability. It is recommended that

a. Support State appropriations to offset the 5% PERS/TRS cost increase for FY 
06 and the cumulative 10% cost increase for FY 07.

b. Consider the long-term cosi impacts a direct pay down o f  the approximately 
S5 Billion past liability. For example, a S2 Billion pay down could lower 
long-term PERS/TRS rate increases significantly.

c. Consider the creation o f  a State and Local Retirement Pension Bond 
Corporation to finance the PERS/TRS S5 Billion past liability with low 
interest bonds. Estimated bond rates o f  5.5 to 6% could save an estimated over 
SKK) million/year on the PERS/TRS unfunded liability currently charged to 
employers at 8.25%,

Board



A c c o u n t a b le  a n d  R e p r e s e n t a t iv e  B o a r d  S t r u c t u r e

AML supports restructuring of the PERS/TRS board to improve employer participation 
and coordinate decision-making recognizing that schools, the university, and the state are 
both PERS and TRS employers. 

Municipalities, Schools, and the University represent 63% of the PERS/TRS programs 
but have never had direct representation on the PERS/TRS Boards. This is a critical 
accountability issue. In the past, there was no direct link between the PERS/TRS boards 
and most employers. This results in a loss o f involvement and accountability on the part 
o f municipalities, school districts and the University. 

% of PERS/TRS program 
State 
Schools -  (Both PERS and TRS) 
Cities and Boroughs 
University

Draft language: (p.37 of SB 141)
(b) The Alaska Retirement Management Board consists of fvirne eleven 
trustees. The commissioner of administration and the commissioner of 
revenue shall serve on the board. The governor shall appoint seven 
additional trustees who meet the eligibility requirements for an Alaska 
permanent fund dividend and who are professionally credentialed or have 
recognized competence in investment management, finance, banking, 
economics, accounting, pension administration, or actuarial analysis as 
follows:
(1) three trustees shall be appointed from the general public; a 
trustee appointed under this paragraph may not hold another state 
office, position, or employment and may not be a member or beneficiary 
of a retirement system managed by the board;
2) Two one trustees, at̂  least one shall be employed as a finance 
officer, for a political subdivision or the university participating 
in the public employees' retirement system. The governor shall solicit 
three,names for each position from organizations representing political 
subdivisions and the university;
3) Two one trustees, at least one shall be employed as a finance 
officer, for a political subdivision or the university participating in 
the teachers' retirement system. The governor sha11 solicit three names 
for each position from organizations representing political 
subdivisions and the university;
( 4 ) o n e  t r u s t e e  s h a l l  b e  a m em b e r o l  t h e  p u b l i c  e m p lo y e e s ' r e t i r e m e n t  
s y s t e m ;

(5) one trustee shall be u member o f the teachers' retirement .system.

38%
34.5%
19%
8.5%



S t r e n g t h e n  t h e  R e v ie w  a n d  A n a ly s i s  P r o c e s s  f o r  c h a n g e s  in  t h e  f u t u r e

A significant portion of the unfunded liability is due to burned and inadequate analysis of 
the long-term cost of modifications to PERS/TRS. Over a long time period the lack of an 
adequate analysis process has been the cause of a significant portion of the current cost 
crisis. Implement:

The current "fiscal note" process for bills is not sufficient to accurately determine the 
long-term impacts of changes.

Draft language
Powers and duties of the board -  (Section 42 p. 38):
Add:
8 . Prior to the adoption of anv benefit change to the_system the board shall have a 
maximum of ninety davs to work with the retirement system coordinator to perform a 
lon.grtcrni actuarial analysis o f anv prop^ssd-henefit ehan.gesjo t he,syst_cni. provide that 
inToDiiatiQiUo_alLeniployersj^l!p_wji)gjidefluaic.tiiiie,tp,gather comments,,h old j iLleasl 
one public hearing, andjimendJioardr ccojumenda t i o n s. then provide a full report to the 
legislature and .governor.
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Alaska Municipal League/Alaska Conference of Mayors 
2005 Legislative Platform Priorities 

Excerpt
2. Protect Communities and local Taxpayers from mandatory State 
PERS/TRS Cost increases.

Alaska Municipal League/Alaska Conference of Mayors 
2005 Policy Statement 
Adopted November 2004 

Excerpt
D. P U B L IC  E M P L O Y E E S ’ R E T IR E M E N T  A N D  B E N E F I T S

1. Funding of Massive Unexpected increases in PERS/TRS Costs Due to 
Inaccurate Projections: To avoid penaliz ing local taxpayers and students, the 
State should  take financia l responsib ility  fo r the cos t increases o f 5%  o f sa la ry  each 
year that are  c learly due lo inaccurate  pro jections.

2. Increases in Benefits: The League opposes any leg is la tion  that increases the 
cost o f the Public Em ployees’ R etirem ent System  or the T eache rs ’ R etirem ent 
System .

3. Analysis o f Proposed Benefit Changes: The League s trong ly  urges the 
deve lop in ' i t  o f a m anda to ry  s ta tu to ry  process tha t im p lem ents a com prehensive  
actuaria l ana lysis including long te rm  im pacts on the sta te , m unicipa l, schoo l d is tric t, 
and un ivers ity  m em bers, and requ ires a full pub lic  and em p loyer rev iew /com m ent 
p rocess under the PER S/TR S Board, p rio r to action by the leg is la tu re . Due to the 
perm anent and irrevocable  nature  of any benefit changes in the PER S/TR S 
system s, benefit changes should be acted on by the leg is la tu re  in the year fo llow ing 
in troduction  to a llow  fo r an adequate  com prehensive  actuaria l ana lysis, d iscussion  
w ith  em ployers, and a llow  tim e fo r the pub lic  dec is ion-m aking  process.

4. Stabilization of the Cost of the PERS/TRS System: The League supports 
change to the PER S/TR S system  that w ill s tab ilize  the cost o f the program  to 
m unicipa lities.

5. Basis for Computation of PERS/TRS Benefits: The League supports changes 
to the com puta tion  o f  PER S/TR S benefits  lo  exclude overtim e pay and leave casfi-in  
from  the ca lcu la tion  o f re tirem ent benefits.

6. Proportionate Representation on PERS/TRS Board: The League urges the 
add ition  o f p roportiona te  representa tion  o f m unicipal, school d is lr ic t, and un ivers ity  
em ployers on the PER S/TR S Boards.
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PERS Talking Points 
Two Y ear PERS Early Funding Needed for Municipalities to Avoid Crushing Tax

Increases and Allow for Planning

A Crushing M unicipal Impact: Mandatory State PERS increases on top of revenue
sharing/other losses and local economic recessions will leave many municipalities
without the resources to fully fund schools, or other basic services:

□ Not a problem  of municipal making: PERS/TRS contributions are mandatory 
required by the State. In the past, municipalities have made all payments requested by 
the State. Municipalities, schools, and UA make up for 63% of the PERS/TRS system 
but these employers have no representation on the PERS/TRS Boards.

□ The bottom Line: Relying on local “Tax A uthority” means:
Municipalities with property taxes face 1 to 6  mill property tax increases just to pay 
state mandated PERS costs over the next three years (average 1.65 mills). Many 
municipalities have local tax caps that preclude such increases while municipalities 
with sales taxes must go back to voters for sales tax increases to pay for PERS.

□ The State has far, far more fiscal capacity than communities: Every $1 increase in 
oil prices nets $65 million more state revenue, but costs cities, boroughs, businesses 
and families $ 2 0  million in higher fuel/transportation costs.

□ Problem for Alaska and municipalities to 2028 -  Per the 3/04 Mercer “Actuarial 
Valuation Report for 1% employee "population” annual increase:

*PERS Employer Rate *TRS Employer Rate
FY 03 6.77% 11%
FY 04 11.77% 16%
FY 05 16.77% 38.5%
FY 06 21.77% 39.22%
FY 07 26.77% 40.75%
FY 08 to FY28 *27.74% lo 30.22% *41.29% to 47.62%
These rates could increase by 10% of salary if state investment returns average one half 
percent less than projected. (Current projection for average investment returns is S.25%/yr)

□ PERS/TRS Cost increases for FY 05 approved by PERS/TRS Board:
■ State +$39,433,486
■ Schools +$35,789,260
■ UA +$ 8,800,000
■ M unicipalities/Hospitals +$19,213,000

□ Approximate Cost to Pay PERS/TRS for FY 06 and 07 for M unicipalities:
- FY 06-.$21 million
■ FY 07 - $43 million (cumulative 2 year cost)
• State Funding needed for Total FY 06/07 for municipalities = $64 million

(Inform ation from  3/04 Slate PERS/TRS Actuaria l Study)



P u b lic  E m p lo y e e s ' R etirem en t S y stem  (PERS) M unicipalities & H o sp ita ls  O nly

E S T IM A T E D  FY 05 C h a n g e  in  E m p lo y e r C o n tr ib u tio n  
* F rom  D iv is ion  o f R etirem ent and Benefits
** Based on "2003 A laska  Taxable" DCED « < P E R S » > 5.0%  (D) **FY 05

L oca l
* FY 05 P ro p  T a x

FY 05 FY 05 PERS “ Value o f M ill R ate
Estim ated Rate In c re ase 1 "M ill" of N eeded

Fund E m ployer M unicipal Incr D o lla rs Properly fo r  PERS
Payroll Tax In c ro a s e l

PERS P E TE R S B U R G , CITY& M EDICAL CTR. 56,702,627 5.0% $335,131 $191,012 1.75
PERS C O R D O V A , C ITY  8 M ED IC AL CENTER $4,427,981 5.0% $221,400 $111,769 1.98
PERS SA XM AN , C ITY  OF $415,247 5.0% $20,762 $12,100 1.72
PERS U N ALA SK A, C ITY  OF $9,508,993 5.0% $475,450 $342,385 1.39
PERS N EN AN A, C IT Y  OF $373,857 5.0% $18,693 $14,705 1 .27
PER S C R AIG , C IT Y  O F S1,821,035 5.0% $91,052 $72,297 1.26
PERS SITKA, C ITY /B O R O U G H , & HOSPITAL $11,507,548 5.0% $792,470 $639,629 1.24
PERS W R A N G E LL, C ITY  O F 52,426,833 5.0% $121,342 $100,285 1.21
PERS W H IT T IE R , C ITY  OF $944,422 5.0% $<♦7,221 $39,389 1.20
PER S NO M E. C IT Y  & U TILITIES 52,496,407 5.0% $173,791 $173,516 1.00
PERS SE W A R D , C ITY  OF $3,720,505 5.0% $186,025 $200,255 0.93
PERS D ILLIN G H A M . C ITY OF $2,355,455 5.0% $117,773 $130,552 0.90
PERS JU N EAU , C ITY  AND BO R O U G H  OF $43,232,840 5.0% $2,161,642 S2.640.000 0 .82
PERS K E TC H IK AN , C ITY O F 58,020,487 5.0% $401,024 $547,376 0.73
PERS PELICAN, C ITY  OF $126,474 5.0% $6,324 $8,632 0.73
PERS KEN AI, C IT Y  OF $5,369,573 5.0% $268,479 $366,726 0.73
PERS KO DIAK. C ITY  OF $5,663,400 5.0% $283,170 $388,182 0.73
PERS HO M ER , C IT Y  OF $4,738,657 5.0% $236,933 $332,626 0.71
PERS PALM ER , C ITY  OF 52,563,992 5.0% $128,200 $189,946 0 .67
PERS H AINES BO R O U G H S2,037,530 5.0% $101,877 $175,187 0 .58
PERS BR ISTO L BAY BO R O U G H $1,368,016 5.0% $68,401 $141,500 0 .48
PERS S O LD O TN A , C ITY OF $2,689,459 5.0% $134,473 $298,700 0 .45
PERS N O R TH  PO LE , C ITY OF $2,073,587 5.0% $103,679 $259,625 0 .40
PERS W A SILLA , C ITY  OF $3,347,381 5.0% $167,369 $437,138 0 .38
PERS SK A G W A Y , C ITY OF $1,398,477 5.0% $69,924 $205,046 0 .34
PERS A N C H O R A G E , M U N IC IP A LITY  OF $127,572,934 5.0% $6,378,647 $19,126,104 0 .33
PERS S E LD O V IA , C ITY O F $96,359 5.0% $4,818 $19,007 0 .25
PER S V A LD EZ. C ITY  OF S4,929,091 5.0% $246,455 $1,049 ,202 0 .23
PERS FAIR BAN KS, C ITY OF $5,896,416 5.0% $294,821 $1 ,321 ,750 0 .22
PERS N O R TH  SLO PE B O R O U G H $47,405,369 5.0% $2,370,268 $10 ,714 ,796 0 .22
PERS K E TC H IK AN  G A TE W A Y BO RO UG H $3,978,212 5.0% $198,911 $935,122 0.21
PERS FAIR B AN KS N O R TH  STA R  BO RO UG H $16,735,548 5.0% $836,777 $4 ,452 ,200 0 .19
PERS SAXM AN SEAPO R T $38,479 5.0% $1,924 $12 ,100 0 .16
PERS KO DIAK ISLAND  B O R O U G H S2,191,832 5.0% $109,592 S770,982 0 .14
PERS KENAI PE N IN SU LA  B O R O U G H $12,062 ,817 5.0% $603,141 $4,277 ,332 0 .14
PERS M A T A N U S K A -S U S IT N A  BO R O U G H $9,566,280 5.0% $478,314 $3 ,612 ,276 0 .13
PERS KA C H E M A K. C ITY O F $59,167 5.0% $2,958 $28,614 0 .10
PERS A LLA KA KET, C ITY OF S49.434 5.0% $2,472 none
PER S BAR R O W . C ITY  OF S1,036,873 5.0% $51,844 none



FY 05 
Estim ated

FY 05 
R ate

* FY 05
PERS ** Va lue o f 
In c re ase  1 "M ill"

Fund E m p loyer M unicipal
Payroll

Incr D o lla rs  P roperty  
T ax

PER S D E LT A  JU N C TIO N , C IT Y  OF $65,919 5.0% $3,296 none
PERS H U S LIA , C IT Y  OF $92,276 5.0% $4,614 none
PER S K A LTA G , C ITY OF $28,529 5.0% $1,426 none
PER S N O R T H W E S T  A R C TIC  BO R O U G H $700,747 5.0% $35,037 none
PER S R U BY, C IT Y  OF $118,657 5.0% $5,933 none
PER S S A IN T  G E O R G E, C ITY  OF $366,136 5.0% . $18,307 none
PER S A K U TA N , C ITY  OF $287,937 5.0% $14,397 sa les tax only
PER S A LE U T IA N S  EAST B O R O U G H $974,507 5.0% $48,725 sa les tax only
PER S A N D E R S O N , C ITY O F $38,730 5.0% $1,936 sa les tax only
P F R S A N G O O N , C ITY  OF $307,662 5.0% $15,383 sa les tax only
P t . iS A TK A , C IT Y  OF $71,502 5.0% $3,575 sa les tax only
PER S BE TH E L, C ITY  OF $4,537,734 5.0% $226,887 sa les tax only
PER S D EN ALI BO R O U G H $568,543 5.0% $28,427 sa les tax only
PER S EG EG IK , C ITY  OF $97,862 5.0% $4,893 sa les tax only
PER S ELIM , C ITY  OF $175,041 5.0% $8,752 sa les tax only
PER S FO R T  YU KO N , C ITY OF $295,768 5.0% $14,788 sa les tax only
PER S G A LE N A , C ITY OF $1,320,610 5.0% $66,031 sa les tax only
PER S H O O N A H , C ITY  OF S638.162 5.0% $31,908 sa les tax only
PER S H O O P E R  BAY, C ITY  O F $592,669 5.0% $29,633 sa les tax only
PER S KAKE. C ITY  OF $291,898 5.0% $14,595 sa les tax only
PER S KIN G  C O VE, C ITY OF $1,035,132 5.0% $51,757 sa les tax only
PER S K LA W O C K . C ITY OF 5820,343 5.0% $41,017 sa les tax only
PER S K O TZE B U E , C ITY OF 53,138,622 5.0% $156,931 sa les tax only
PER S KO YU K, C ITY  OF $21,463 5.0% $1,073 sa les tax only
PER S LAKE AN D  P E N IN S U LA  BO R O U G H 5632,700 5.0% $31,635 sa les tax only
PER S N O O R V IK . C ITY  OF $351,910 5.0% $17,595 sa les tax only
PER S Q U IN H A G A K , C ITY  O F 529,932 5.0% $1,497 sa les tax only
PER S SA IN T  M AR Y 'S , C ITY  OF $306,495 5.0% $15,325 sa les tax only
PER S S A IN T  PAU L, C ITY OF 5 ' 366,801 5.0% $68,340 sa les tax only
PER S SA N D  PO IN T, C ITY  OF $758,056 5.0% $37,903 sa les tax only
PER S S E LA W IC K , C ITY OF $77,442 5.0% $3,872 sa les tax only
PER S TAN A N A , C ITY  OF 5217,611 5.0% $10,881 sa les tax only
PER S TH O R N E  BAY, C ITY OF $279,855 5,0% $13,993 sa les tax only
PER S TO K S O O K  BAY. C ITY  OF $16,994 5.0% $850 sa les tax only
PER S U N A LA K LE E T, C ITY OF $264,140 5.0% $13,207 sa les tax only
PER S YA K U TA T, C ITY A N D  B O R O U G H  OF $439,129 5.0% $21,956 sales tax only
PER S
T O T A L

A N C H O R A G E  PA R K IN G  A U TH O R ITY $1,020,063 5.0% $51,003 see Anch 
$19,430,923

**Local 
Prop Tax 
Mill Rate 
Needed 
for PERS 
Increase!



T e s t i m o n y  b y  S a m  H a r b o  

U A F  R e t i r e d  P r o f e s s o r  o f  B i o - S t a t i s t i c s

Longevity figures are estimates based on selected groups of individuals. Such 
estimates usually work well when used with projections associated with groups, 
such as the actuarial projections for the group of retirees in the DB plan. 
Individual retiree variations in such a plan (e.g. one retiree dying at an early age 
and another at an older age) tend to compensate for one another, with the 
actuarial projections accommodating continued pension payments to the long- 
lived retiree. Such is not the case in a DC plan. Everything there depends on an 
individual's history, not on group dynamics. Using group-based projections to 
evaluate a DC plan can hide a world of f urt.

For example, suppose the life expectancy is estimated to be 80 for the average 
retiree, with the amount of money (plus earnings) in a retiree’s DC pension fund 
projected to last to year 80. Let us assume that all the underlying assumptions 
governing the above are objective and reasonable. Even if the above DC 
monthly pension payment is greater than what the retiree would have gotten 
under our current DB Tier 1 plan, one should not conclude immediately that the 
DC plan is better At the very least, one should determine what proportion of 
retirees live to age 80, and what their life expectancy is at that age. Is it 6, 8, or 
10 more years with no pension paymen*?

Another major difficulty with comparing DC and DB plans is that not all 
employees retire at the same age. That confuses the longevity picture (and any 
resulting projections) because an employee retiring at age 55 has a different 
projected mortality age than does an employee retiring at age 65. That is, life 
expectancy is retirement age specific. That difficulty is manageable in a DB plan 
because group dynamics are involved.
Unfortunately, group dynamics do not govern the fortunes of individual retirees in 
a DC plan; each individual's retirement age is paramount there.

I am not asserting that group projections are not useful in gaining insight into DC 
plans. In fact I have done just that myself. However, such projections must be 
evaluated and used with care. One must emphasize the individual in 
a DC plan.



To: Senator Lyda Green, Chair, Senate Finance 
From: Gayle Harbo, Teacher Retirement System Bd.
Re: Senator Sledman’s Comments, Mar. 30 am, SFC

Senator Stedman, during his presentation on proposed Board reconfiguration, made a comment 
to which I take exception. Had I been allowed to give my testimony that day I would have 
responded in person, but realize the Committee had lirr ited time that morning.

Senator Stedman, speaking in regard to the 3 retirement boards, said, "we've had them all in 
here and all there's been is finger pointing.’’ I have never observed members of any of the three 
boards finger pointing. The Boards, in fact, requested an actuarial audit several years ago 
because they questioned some of the information they were receiving from Mercer.
Milliman, the auditors, found several gross errors, particularly with respect for medical expense 
accounting, (see Sept. Joint Board minutes, page 6).

As I stated in my testimony on March 29, the three boards work well together and I have great 
respect for the members of ASPIB, the work they do and the staff which supports them. I don't 
know who Senator Stedman is referring to when he says "we've had them all in" - Mar. 29 is the 
first time in my 6 years c i the TRS Board that I have testified and to my knowledge since 
SB141 came out no one on the three boards had testified before any committee. If he has 
names then tell us, but please do not make accusations.

Senator Stedman talks about professionalism on the Boards. The members we have now and 
have had are well respected members in their communities and give countless hours preparing 
for appeals and for other meetings, all on their own time. The Boards have always asked good 
questions and sought information from the actuary and Administration to make sound decisions.

I was dismayed at our last joint meeting that many of the Board members did not even receive 
the actuary’s valuation until the day of the meeting. New information on how to calculate and 
project medical costs was contained in the valuation. For the first time health and prescription 
costs were separated and presented on cost per member basis, something I asked the 
actuaries for years ago. It makes it much easier to compare costs from year to year at a glance. 
Not only did we get new material, the Division had put a presentation on LTC on the agenda, 
which could have been held at a later time or scheduled for Fri., Mar.
25. These Boards are dedicated to serving members interests, another reason to have member 
representation. Employers are members of the system.
They too may be represented.

Thank for allowing me to testify on the 29th and I know my written testimony for the 30,n is in the 
record.

Respectfully

Gayle Harbo

Retirod Teacher 
TRS Trustee



- A l a s k a
fhe National Education Association

TRS/PERS Issues for Testimony

Senator Green and members of the Senate Finance Committee, for the record my name is Bill 
BjT rk. 1 am presently serving as the President of NEA-Alaska. As we examine the retirement 
issues it is important to remember the purpose of the retirement system (Sec. 14.25.012) which 
“is to encourage qualified teachers to enter and remain in service with participating employers.” 
Although there is some anecdotal evidence that the retirement benefits can be used for 
recruitment, its main attraction is a tool for retaining educators. Job satisfaction, competitive 
compensation and retirement benefits arc the three major reasons for a person to remain in 
education.

When people consider their retirement benefits, they want to be able to retire with dignity and to 
maintain that dignity through their retirement years. What docs that mean? For most educators 
it means to maintain a standard of living that is middle class. Under the present system teachers 
retire with an income of 50%-60% of their salary with health insurance provided. This takes 27 
years of service to earn.

The present system is based on several actuarial assumptions. There is still debate about the 
correctness of these assumptions. Before we can actually determine if a person can retire with 
dignity, we must know the assumptions.

Thus, in order to establish a new and improved system, NEA-Alaska believes we should adopt 
ASSUMPTION ft I: An educator with 27 years of service should be able to receive an annual 
annuity of at least 55% of their salary at retirement. Today the teacher average salary is S51,062. 
To have an annual annuity that is a middle class standard o f living, the educator would receive 
approximately S34.000 or two-thirds of the TAS. Under HB 238 a person needs to work for at 
least 30 years. If you corrected one of the flaws in the present system and used an average of the 
employee’s salaries over their career instead of the average of the high three years, the person 
would need to cam 2.25% per year to produce a middle class standard of living in retirement.

How much a retired person receives as an annuity is dependent upon the investment return and 
the amount of contributions made during each year o f active service. ASSUMPTION H2: The 
investment return must be at least 8.25% per year, compounded annually, net o f expenses. This 
is (he same assumption (hat is presently in place. It is also consistent with the Permanent Fanil 
assumptions. ASSUMP TION It3: The combined contribution of the employee and the employer 
to the pension must be at least 2 0 %. Looking at defined contribution plans in the private sector, 
this is an appropriate level. ASSUMPTION //4: Inflation will increase by 3% annually. The 
present assumption is 3.5% annually. This is not consistent with the Permanent Fund 
assumptions. Given that inflation has been 2 .6 % over any tcn-ycar period in Alaska, why would 
we adopt a 3.5% inflation rale? How much does a .5% over twenty-five years add to the Past 
Service Cost?
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Assumptions arc critical in determining the necessity o f a new and improved retirement plan. 
Making the wrong assumptions today will only lead to retirees having no dignity and becoming 
dependent upon the state of Alaska for welfare. We m u st tak e  the  tim e to  reach  an  
a g re e m e n t on the ac tu aria l a s su m p tio n s  to  be u sed .

NEA-Alaska understands the deep concerns surrounding the issue of the Unfunded Liability of 
the Teachers’ Retirement System and the Public Employees’ Retirement System. The causes 
and the amount o f the Unfunded Liability or the Past Service Cost are a part of the debate; 
however, I believe there is agreement that the actuarial assumptions made in the past have 
brought us to this point. The projected cost of health care, the delayed use o f mortality rates and 
the addition of benefits without an increase in contributions are three o f the major factors.

At least two of those factors can be corrected without the adoption of a new tier for TRS and 
PERS. The use o f the most recent mortality tables could be mandated by the legislature. The 
legislature could also require an actuarial valuation of any proposed benefit increase and require 
an increased contribution rate to cover Past Sendee Cost at the time of passage. For ..ample, if 
the retired, rehircd legislation is recommended for passage, the legislature should set a 
contribution rate for that benefit, which would be paid by the governmental entity that takes 
advantage of the legislation.

NEA-Alaska also believes that health care costs can be managed to provide a more predictable 
rate increase. It seems that the Health Cost Trend actuarial assumptions provided to the 
Administration on June 30, 2002 dcfic common sense and logic. The projections were:

FY 01 -  7.5% FY 04-08 -  5.0%
FY 02 -  6.5% FY 09-FY 13 -  4.5%
FY 03 -  5.5% FY 14 & later -  4.0%

Anyone using health care services could tell you those rate projections were not based in reality. 
In fact the next year the assumptions were changed to be:

FY 04-12 .0%  F Y l l - 9 .0 %
FY 0 5 -12 .0%  FY 12-8 .5%
FY 0 6 -11 .5%  FY 13-8 .0%
FY 0 7 -11 .0%  FY 14-7 .5%
FY OS-10 .5%  FY 15-7 .0%
FY 09 -  10.0% FY 16 -  6.0%
FY 10 -  9.5% FY 17 and later -  5.0%

These numbers make a pretty, downhill slope, but are they based in any reality? 1 low could such 
a drastic change occur in one year? This kind of dramatic change docs not inspire credibility in 
the actuary. Is this the kind o f assumption that the S5 billion Unfunded Liability is based upon?

For the record, teachers that begin their careers at the age of 22 and work for 30 years without 
interruption will be 52 when they can retire. That is 3 more years than the present a/eragc years 
o f service. Since they cannot receive medical benefits until age 65, they would actually have to 
teach 43 years or pay for their health care for 13 years, which would erode their pension annuity



significantly. Again, the actual affect can only be determined once the actuarial assumptions are 
finalized.

NEA-Alaska believes that several things could be done to provide a new and improved 
retirement system for both teachers and public employees. The key is what assumptions are put 
in place. NEA-Alaska stands ready to work with the committee to determine the appropriate 
actuarial assumptions upon which lo build a new and improved retirement system that meets the 
purpose of recruiting and retaining qualified educators and public employees.
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Testimony before the Alaska Legislature 
Public Employee's Retirement System 

Teacher’s Retirement System 
April 6 , 2005

Thank you for the opportunity to speak on this important matter. My name is Melody 
Douglas and I am the chief financial officer for the Kenai Peninsula Borough School 
District. The District is the largest employer on the Kenai Peninsula and the 4<h largest 
District in the State, employing approximately 1100 people.

You are going in the right direction with much of the legislation contained in SB141 for 
PERS and TRS employees and elected officials. Thank you for your hard work. I would 
like to bring a few issues to your attention today for further discussion and resolution.

Creating a new tier for both PERS and TRS is essential to the health of these systems.
However, a significant issue in my mind is the unfunded liability of the nearly 56 billion 
if paid today, most of which is coming from full health benefits for retirees younger than 
65. I ask that pension bonds be explored to address this matter. I have heard it said that 
we (the state) can’t commit those coming after us by such a financing arrangement. The 
fact is that the financial commitment is already here; wc are just paying for it with 
increased employer contribution rates. It’s not only prudent; it is our responsibility to 
address this matter. Pension bonds, for even a portion of the unfunded liability if not all, 
would have the affect of lowering employer contribution rates. Estimated bond rates of 
5.5 to 6 % would generate a savings as compared to the 8.25% currently charged to 
employers for the PERS and TRS unfunded liability. However, the benefit of this option 
will decline as interest rates rise.

New tiers should be based on a defined contribution retirement system for new 
employees. Corporate America has transitioned to a defined contribution system 
because they could no longer afford to incur all the risk of a defined benefit retirement 
system. The Public Sector must follow suit; tho Kenai Peninsula Borough School District 
does not have the funds to address ongoing employer rate increases without draconian 
cuts in the classroom. I am concerned about attracting and retaining quality employees 
throughout the State. I don’t see a defined contribution system and recruiting and 
retention as mutually exclusive if the system includes a combination of say 50% fixed 
(less risky) investing, and 50% flexible investing, in conjunction with a health care
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benefits. Requiring a fixed investment component will ensure a secure level of 
retirement benefits for individuals. Portability of an individual’s retirement fund is an 
attractive feature of a defined contribution system, given that younger generations are 
expected to change jobs 7 or more times during their career.

The PERS and TRS Boards should include employer representation in their make-up. 
Since employers pay the lion share of the contribution rates to fund these systems, they 
should have a voice in the deliberations of these boards. It is prudent to evaluate the 
validity of what is done on a regular basis; consolidation of these boards and evaluation 
of their responsibilities and possible reassignment of some tasks is timely.

Future benefit changes, such as increasing health benefits for certain classes of 
employees, should be thoroughly reviewed for long-term financial impact before 
implemented. The lack of an adequate analysis process contributed significantly to the 
unfunded liability. Please establish a 90 day review process, supported by a 
comprehensive long-term actuarial analysis, a public hearing process and a 
recommendation of the retirement boards prior to any legislative changes affecting PERS 
and TRS. Wc need to ensure that these systems don’t continue to decline financially.

I recommend that actuarial services include a peer review component on a periodic basis 
and/or a new actuary be hired after a certain number of years. No matter that the concept 
of hindsight is significantly at Hay in this situation, common sense doesn’t allow for 
decreased employer rates in a time when increased health care costs and declining or 
negative investment returns were being realized by nearly all entities nationally. Relying 
on the scheduled review timeline contained in the contract, to thoroughly actuarially 
evaluate these systems, in such times is unacceptable.

It is unlikely that any legislative decision made this year can be fully implemented by 
July 1. Please fund the 5% PERS and TRS employer rate increases in effect for FY06 for 
all employers statewide. This rate increase equates to approximately $2 million for the 
Kenai Peninsula Borough School District for FY06. The Board of Education approved 
the FY06 budget, which includes Governor Murkowski’s proposed base student 
allocation of $4880, Monday night. The District will likely have to reduce this budget if 
additional funds are realized to address the retirement rate increases. To put $2 million 
into perspective for the District, it would equate to approximately 35 teaching positions.

Thank you for your continued work on this critical issue fac Jtatc of Alaska. I
appreciate the opportunity to bring these important issues to _ ention.
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P ub lic  Em ployees ' R e tirem en t Board
Alaska Divisioi 

Retirement and Bent

George Sullivan, Chair
T e rm  Exp ire s  6 /20 /06  (A ppo in ted )

G e o rg e  S u lliv a n  grew  up in A la sk a . A fter graduation  from  V a ld e z  H igh  Sel 
jo in ed  the A rm y  during W W I I  and served  in the A leu tian s. G e o rg e  reprcser 
A n ch o rage  area in the legislature in the m id  60 ’s and w a s  m ayor  o f  Anchor. 
1967 to 1982. l i e  has a lw a y s  been a c t iv e  in the com m un ity  and con tinues t< 
leadersh ip  to a num ber o f  o rgan iza t ion s in A la sk a , in c lud ing  T h e  Anchorag  
Cen ter , B o y s  and G ir ls  C lu b . Enstar G a s  B o a rd , P ion eers  o f  A la sk a , and tlu 
Fo re ig n  W ars. G e o rg e  live s in A n ch o rage  w ith  his w ife , M argaret. T h e y  d i \ 
retirement d ay s  b etw een  a very appreciative  c om m un ity  and the fam ilies o f  
ch ild ren , w h ich  in c lud e  15 grandch ildren  and I great-grandch ild .

Alyce Hanley, Vice Chair 
Te rm  Exp ires  06 /20 /08  (A ppo in ted)

A ly ce  M an ley  has lived  in A n ch o rage  s in ce  1971. S h e  graduated from high 
Paw tucket, R h o d e  Is land  and  com p le ted  her nurse 's training at the N e w  E m  
D e a co n e ss  H osp ita l S c h o o l o f  N u rs in g  in B o sto n , M a s s . S h e  w as  elected to 
A n ch o rage  S c h o o l B oard  in 1981 and to the A la sk a  H ou se  o f  Representativ 
After serv ing  three terms, she ch o se  not to  run for re -e lect ion . In 1993, M rs  
appointed  to serve as a C om m is s io n e r  w ith the A la sk a  Pub lic  U tilities C o m  

retired from that position  in April 1999.

A ly c e  en joy s  fam ily  activ it ies w ith  her five son s , their w iv e s  and seven  gtat 
all o f  w h om  live  in the A n ch o rage  area.

Frank Nirtisch
Te rm  Exp ires (M /2 4 /0 6  (E le c ted )

Frank N aru seh  ha >ecn an A la sk an  resident s in ce  1952. R a ised  in the co a l 
o f  Suntrana o n  the I le a ly  R iver , lie boarded  aw a y  to attend h igh  schoo l at ,V 
S c h o o l in Fa irbanks and  C o p p e r  V a l le y  S c h o o l in G lcn n a lle n . W h ile  attend 
Un ivers ity , he w orked  sum m ers com m erc ia l lishm g  in C o rd o v a , coa l m in in  
Suntrana. and su rvey ing  and  in specting  projects around Fa irbanks and ' ’aid 
Departm ent o f  I lig hw ay s . A lter  rece iv in g  a d egree in c iv i l eng ineer ing  in P 
his p rofessiona l career w ith  the Departm ent o f  H ig h w a y s  (n ow  D O  IV iPP 'j 
years o f  State em p loym en t, lie held p o s it ion s  as C on stru ction  Project M a in ; 
M ater ia ls  En g in ee r , C on tract C la im s  E n g in e e r , and P rofess iona l S e rv ice s  C  
w ith  the State, he w a s  activ e  w ith  the A la sk a  P ub lic  Em p lo y e e s  A sso c ia lio t 
em p lo y e e  representative, lo ca l officer, and  state d irector.

U p on  retiring from  O O T & P F  in 1997, Frank  o rg an ized  the Retired Pub lic  I 
A la sk a  and  currently serves as M em b e r sh ip  C h a irm an  and New sletter E J i l i  
w eek ly  breakfast get-togethers w ith  retired friends as w e ll as sum m er Iravel 

and exp lor ing  back  roads around the State.

e-mail

A S P IB

Meeting Schedule

httn://w wv.slate.ak.us/drb/pcr.s/p_boaitl.lit m 3/30/2005
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James "P at" Wellington
Te rm  Exp ires 0-4/05/08 (E le c ted )

Pat W e llin g ton  w a s  born in K e tch ik an , A la sk a  and  graduated from I ou g la s  
H e  served tw o  years in the U .S . A rm y  and  started his la w  enforcem ent c a r e  
S ew ard  P o lic e  Departm ent in late 1955. M e served as D epu ty  U .S . M arsh a l. 
T ro op ers ; C h ie f  o f  P o lic e  o f  Jun eau ; D epu ty  C om m is s io n e r  and C om m is s ic  
Departm ent o f  Pub lic  S a fe ty ; and retired in 1977 as D irector  o f  the A la s k a ! 
Troopers. M r . W e llin g ton  is a lso  a trustee o f  the A la sk a  State P en s ion  Inve.1

Bronk Jorgensen
T e rm  Exp ires 06 /20 /10  (A ppo in ted )

Bronk  Jorgensen  w as  born in Ja ck son  H o le , W y om in g . H e  b ecam e an A la sl 
in 1978, before he w a s  o n e  year o ld . B ronk  attended T o k  S c h o o l, the U n iv e  
A la sk a  Fa irbanks and  attended the U n ivers ity  o f  Pittsburgh, Sem ester at Se . 
graduating w ith  a degree in B u s in e ss  A dm in istration .

B ronk  lives in T o k  and is the ow n er /m an ag er  o f  A l l  A la sk a  G i l l s  and Crafts 
Jorgensen  R ea lty . H e  is a ls o  a m em ber o f  the T o k  and  State o f  A la sk a  C h a r  
C om m er ce  and w a s  the 2002 recip ient o f  the C h u c k  W est N e w  P ion eer  A w  
A la sk a  T r a v e l Industry A sso c ia t ion .

Bronk  en joy s  A la sk a 's  hunting , fish ing and ou td oor  activ it ies.

6th F lo o r , State O f f ic e  B u ild in g  
P O  B ox  110203, Jun eau . A K  99811-0203. P hone - (907)465 -446 
| department o f  adm in istration  - state - state em p loy e e s  - contac

Since 8/14/2001 
unHnna

liiip://w\vu'.siaic.uk.us/clib/pcr.s/p_b()itiil.hini 3/30/2005
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Teachers ' R e tirem en t Board
Alaska Divi 

Retirement and B

Gayle W. Harbo, Chair
Term Expires 6/30/05 (Appointed)

Ms. I larbo was appointed to the Teachers' Retirement Board in 1999. G 
Alaska in 1957, married Sam Harbo in 1958, and lived in Cold Bay. Jim 
before settling in Fairbanks in 1962. She graduated from North Carolina 
Raleigh with a BS in Mathematics and earned a Master o f Arts in Teach 
University o f Alaska-Fairbanks. She taught at Lathrop High School for i 
five years in the Fairbanks D L lric t and served as coordinator o f the scho 
Placement Program and on the D istrict’s Curriculum Committee. She wc 
committees which wrote the evaluation documents used by the district a 
several budget committees. Since retiring in 1993, she has enjoyed travc 
husband and assisting him with several building projects for each o f thei 
loves her home and garden and the opportunity to take care o f  any or all 
grandchildren.

Richard Solie Sr., Vice Chair 
Term Expires 01/31/07 (Appointed)

Richard Solie has been an Alaska resident for 33 years. He received his 
from the University o f Wisconsin, Superior, and his Ph.D. degree in Fee 
University o f Tennessee. A fter seven years o f teaching in the "Lower 4S 
Professor o f Economics. I lead o f the Department o f Economics, and A c  
School o f Management al the University o f Alaska, Fairbanks during tin 
1986. Following his retirement from UAF, he was self-employed in his i 
consulting lirm . He and his wife. Elsie, live in Fairbanks along with thei 
ten grandchildren.

Kerry .Jarrell
Term Expires 01/31/08 (Appointed)

Bio and picture w ill be posted when available.

Dick Shultz
Term Expires 01/31/06 (Appointed)

Dick Shultz moved to Alaska in 1970 from Anselmo, a small town in ce 
settled m Mentasta Lake, a remote native village southwest ( if Tok wlier 
kindergarten through the eighth grade. Dick relocated lo Northway and l 
years alter which Ins career took him to Delta Greoly as a school guidair 
1978, Dick relumed to rural leaching in Nabcsna until 1980. when he ret

hitp://u u w.si;iio.uk,us/drb/lr.s/l_board.hlm 3/30/2005
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Grecly school district as the assistant superintendent.

Dick left his career in education in 1982 when he was elected to the Hou 
Representatives for D istrict I 7. lie  served in the legislature for ten years 
representative and two as a senator until he retired from public service it 
his wife live in a rustic setting near Tok. where lie enjoys life as a.' avid

Dick was appointed to serve on tlte Teachers' Retirement Board by Govt 
and he is looking forward to serving. He says, " I  have always been cone* 
maintaining the integrity o f the fund lo insure future retirees that their s\ 
to provide stable retirement benefits."

Vacant
Term Expires 06/30/05 (Appointed)

6th Moor, State O ffice Building 
l ‘Q Box 110203, Juneau. AK 99811-0203. Phone: (907)465-4460. Eax: (907) 465-30S( 
1 department o f  administration - v He - stale employees - contact us - o ffice locations |Since 8/14/2001

a o a o a n

hlip://w\vw.statc.ak.us/drb/trs/l board.him 3/30/2005
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Adopted:

Mayor Selby 
Mayor Selby 
04/07 /2005  
04 /07 /2005

KODIAK ISLAND BOROUGH 
RESOLUTION NO. FY2005-23

A RESOLUTION OF THE KODIAK ISLAND BOROUGH ASSEMBLY URGING 
THE ALASKA STATE HOUSE AND SENATE TO APPROVE THE GOVERNOR'S 

PROPOSED $ 37 .5  MILLION APPROPRIATION TO OFFSET THE COST OF 
STATE REQUIRED MUNICIPAL PERS INCREASES FOR THE NEXT TW O YEARS

WHEREAS, the State has notified the Kodiak Island Borough that its' PERS rate will increase
from 5 % in FY2005 to 10% in FY2006 , and will continue to increase until it reaches a total rate 
of 28 .3 4 %; and

WHEREAS, PERS is a single employer retirement system and the Kodiak Island Borough has an 
unfunded liability of $4 , 119 ,4 8 7 , not shared with other PERS employers; and

WHEREAS, mandatory State PERS increases on top of the loss of municipal revenue sharing as 
well as fuel, insurance and other cost increases leave many municipalities without the resources 
to fully fund schools, police, or other basic services; and

WHEREAS, the Kodiak Island Borough would have to raise its' mill levy close to 1 mill to fully
fund its' state mandated PERS costs but has a tax cap that precludes such increases and will 
require the Borough to make deeper cuts to local basic services; and

WHEREAS, the Alaska Municipal League and many municipal elected officials and finance 
directors have been "at the table" to help the State adopt a new PERS/TRS "tier" to help control 
future costs; and

WHEREAS, the State has received a huge increase in oil revenue while communities are facing 
steeply higher expenses. For every $1 increase in the price of a barrel of oil the State 
government receives an additional $65 million of new revenue per year while Alaskan cities, 
boroughs, schools, businesses, other organizations, and families pay $20  million of higher new  
costs for fuel, transportation, etc based on federal fuel usage figures for Alaska; and

WHEREAS, if the Str te fails to share a small portion of its huge oil revenue increases w ith our 
community/local taxpayers to offset State required PERS payment increases for at least the nex* 
two years, the impact on Kodiak Island Borough will be higher taxes plus a reduction in the 
ability to pay for education, planning and zoning, health, and other basic Borough functions.

NOW, THEREFORE, BE IT RESOLVED BY THE ASSEMBLY OF THE KODIAK ISLAND BOROUGH 
that the members of the Alaska State House and Senate are strongly urged to approve the 
Governor's proposed $37.5  million appropriation to offset the cost of State required municipal 
PERS increases for the next tw o years. This action will avoid large local tax increases and/or 
large cuts to local services including schools, maintenance of Borough buildings and other 
improvements, planning and zoning, equity in Borough property assessments, and other services.

ADOPTED BY THE ASSEMBLY OF THE KODIAK ISLAND BOROUGH 
THIS SEVENTH DAY OF APRIL 2005

KODIAK ISLAND BOROUGH

ATTEST:

Kadiak Island O o iou jh , A laska Resolution No. FY2005 -23  
Pj(JO 1 ol I




