
March 4, 2022

Me. Jim Puckett
Deputy Director/Chief Pension Officer
Division of Retirement and Benafis
State of Alaska
P.O. Box 110203
Juneau, AK 99811-0203

RE: Fiscal Note Analysis for HB 55 - Update!
Dear Jim:
As requested, we are providing an updated fiscal note analysis for HB 55. This is an update to our
fiscal note leter dated April 28, 2021 reflecting.

«the resultsof the June 30, 2021 valuations
«SB 55which wentintoeffect July 1, 20212
+ aproposed HB55effectivedateof July1, 2022

HB 551s a proposed bill that would () allow fo the transfer of Peace OfficerfFirefighter (PIF)
active members from the StateofAlaska Public Employees’ Retirement System Defined
Contribution Retirement Plan (PERS DCR) to the Public Employees’ Retirement System defined
benefit plan (PERS DB), and (i) provide that al fue PIF hires automatically enter PERS DB

rather than PERS DCR. In this letter, we use “HB 55 members" o refer to PIF members who are
affected by HB 55.
Adverse plen experience (due to poor asset returns and/or unexpected growth in liabilties) or
changes to more conservative assumptions wil increase the PERS DB unfunded abilles,
resulling in higherconiibution rates. The impact of HB 55 on projected contribution rates
depends on how large the PERS DB uniunded libiltes become.
By shifting active PIF members (and al future PIF hires) from DCR to DB, the State will be
taking on greater risk of higher contributions in futur years. Howavar, ths risk is
‘somewhat mitigatedas long as the minimum contribution ratotothe HB55trusts (9%) is
greater than the Actuarially Determined Contribution Rate for HB 55 members’ pension
and healthcare benefits.

2 This tater is an update to our eter dated February 14, 2022 the maximum member coirbution fa in‘Sechon B wasupdaled 1 12% ~ his had noimpactonihefiguras shown inSectionA)
2 Under SB 5, ho Stato-as-an-Employer conribues he ul acuaria conrbuton ate based on the payrolofis employees. Non-Stata employers continuefo contiute 22% of hei employees payro.
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A. Impactof HB55 on Projected State Contributionsfor FY23  FY28
future experince matches the actuarial assumptions used o vale the plan's ailes as ofJune 30, 2021, lta Sate contributions for FYZ3.FYZB ae projected {0 increase dus to HB 56 asShown in th tale boiow:

AddtonaSule Convoutons ~~ S00° S26 S20 S28 s8 28 $134
‘State-as-an-Employer Contributions $3.5¢ £24 $86 841 44 347 $237
Tot! tseConroutons $5 so sz ses so ws st
Tota Stata contibutons are iso projected to increase beyond FY28
The increases in Additional Sate Contributions an be explained by he ie chars below. These
‘show the distribution of the 22% of pay non-State employer contributions for FY24 for HB 55
members among the various trusts (similar distributions of contributions would apply to other
years). Because the percentage deposited to the DBtrustdecreases (from 12.5% to 10.0%),the Additional Stato Contribution Increases to make up the shortal.

Current- FY24 Reflecting HB 55 - FY24.

Co8Tus ocAT HA 0c [Ep

Under $8 55, he Siate-as-an-Employer conrbutes the ful actuaral conibulon rato based onhe DBIDCR payrolof ts employees beginning Ju 1, 2021 Since HB 5 will ncroase PERSD8 abies and actuarial contribution rates, the Sate-ss-an-Employar contributions
Increase. Fo exampi, th oll PERS FY24 actuarial contribution ata increases from 26 65%efor H 5510 25.85% ater HB 55, resulting in higher Sate-a-anEmployer conlibulons.

Tho FY23 Adora State ontriution amounts wer ata by a ARMS in October 202,50 hosn0impaton PYZ3 atonal Suse Convohougha FY23 cotton aes wars actedb he ARMS in Ockobe 2021, Stt-a-an.Employercontivaons nrease i FYZ3bocauss placed FY230 PERS poral hear 18 55 rn beeFs

:
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8. Summary of HB 85 Benefit Provisions
HB 55 would allow PIF members who are in PERS DCR to make a one-time revocable lection
10 transfer to PERS DB within 90 days of the July 1, 2022 effective dae of the bil. HB 55 also
provides that al uure PIF hires wil enier PERS DB rather than PERS OCR. The PERS OBbenef provisions that wil apply 1o HB 55 members are summarized below:

+ Elgbity for normal retirement benefits is age 60 with5 years of cradled service, or age
55 wilh 20 years of crcitd service. Th elighily for heallcare benef wil be he same
a5 the current retiree medical efgbify provisions for PIF members in PERS DCR (i.
20 65 with 10 years of creed sevice or anyagewilh 25 years of credited servic).+ Member conlributions are 8% of pay (and can be increased by th Alaska RetirementManagement Board (ARMS) to no more than 12% of pay)«Averagepayused to determine retirement beefs is the§ consecutive payroll years that
yields the highest average.«The normal rlrement beneft is 2% of average payforth fst 10 yearsofservice, and
25% ofaveragepayforserviceover10years.

+ The Postretiement Pension Adjusiment (PRPA) applies, bu the Alaskaresidency based
‘COLA does nt apply to HB 55 members. The ARMS can reduce the PRPAforHB 55
members ifth funded statusof the HB 5 ust is ss than 90%".

+ Roliree medical benefits and member premiums are the same as under PERS DCR
Surviving spouses are eigile for medical coverage oly i the member had rlred or was
elle toeti at th date of dealh. Elecion to paricpate in the rfree medical plan
must be made al the later of age 70% or dala of retirement. Retired members and
Spouses must pay the ful monly premium prior to bing eligible for Medicare.

©. Employer Contributions Undar HB 55
in accordance with AS Sections 39.35.255{a) and 38.35.255(), each non.State employer
contributes 225% of pay, and the Siate-as-an-employer contbutes the full actuarial contributionate based on the payol of ts employees.
Our understanding i that a new HB 55 sub-rust (HB 55 trust) wil be established within PERS.
0B and wil be usd exclusively 10 fund the pansion and healthcare benefits of HB 55 members.Separate HB 55 tuts wil be estabished fr pension and healthcare benefis. A porion of thetotal State-as-an-Employer and non-State contributions wil be deposited to the HE 55 trusts.
Employers wil cone to contribute 3% of pay 10 the HB 55 members’ Health ReimbursementAtangemant (HRA) plan trust in accordance wih AS Section 39.30.370.
Employer contribution rates wil be separately determinedfo the pension and healthcare benefits
provided under HB 55.
Beginning in FY23, the employer contributions to the HE 55 trusts wil be the Actuarial
Determined Contibutions or HB 5 members, but not less than 9% of HB 55 members’ pay (he123 minimum employer contribution underAS Section 39.35 255() less the 3% HRA

©The funded status ofthe HB 55 ust projected [ remain above 50% assuming uur experiencematchestha acuaril assumptions used 0 messurs th plans 1aites

)
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onirbutin)?. We assumed the 9% minimum employer contribution wil be allocated between the
pension and healthcare HB 55 trusts based on theActuarialAccrued Liability of the HB 55
members’ pension and healihcare benefis.

The excessof the total employer contributions for HB 55 membersover the sum of ) the.
employer contribution to the HB 55 trusts, and (i) the 3% HRA conirioutions wil be deposited to
the PERS DB trust each year’

D. Assets to be Transferred to the HB 55 Trust

In performing our analysis, we assumed various amounts wil be transferred to the HB 55 trusts
as described below.

a The accumulatedemployeeand employer contributions in each HB 55 member's Defined
Contribution (DC) account wil be transferredtothe HB 55 pension trustto purchase
credited service for retirement benefits. The service purchase calculations wil be made
on an actuarially equivalent basis o be determined by the ARMBS. If the amount
transferred is insufficient to purchase al of the transferred member's DCR service, the
member can create an indebtedness for the shorfal. If the amount to be transferred
exceeds the amount needed to purchase allofthe member's DCR service, the excess.
will remain in the member's DC account If the transferred member terminates before
becoming vested in PERS DB, only the transferred employee contributions with interest
will be refunded.

b. Assets in the PERS DCR retiree medical trust for PIF memberswil be transferred to the
HB 55 healthcare trust The amount to be transferred equals the PERS DB healthcare
Actuarial Accrued Liabilty as of June 30, 2021 for members who elect o transfer.

©. Assels in the PERS DCR occupational death & disabiity trust for PIF members will be
transferred to the HB 55 pension trust. The amount to be transferred equals the decrease

= in the occupational death& disabilty Actuarial Accrued Libilty as of June 30, 2021 for
active members who elect to transfer.

. The estimated amounts that employers are contributing in FY22 to PERS DCR for PIF
members’ () occupational deathanddisabilty benefts, (i) retiree medical bens, and
(if) DC matching contributions would be deposited to the HB 55 trusts. We assumed the
amounts in () and (if) woul be deposited to the HB 55 pension trust, and the amount in
(7) would be deposited to the HB 55 healthcare rust These amounis were estimated
based on projected payrol.

We assumed th estimated FY22 contibutions t the DCR pan for occupations! death and debit
bens, rol00 medical benefts and DC malching contributions or ransierred members woud be
deposited fo tho HB55 trusts.
7 For purposas of this anayss, he excess contibutions wera assumed to ba deposited o the PERS DB
pension tust
© For purposesofhs analysis, he actuarial squvalant basis oflectsthe assumptions used to deforming
bitesfor pension banefts is the Juno 30, 2021 aciuaril valuation, exceptne element raleswere &
blondof 75%ofthe PERS DCR retfomen ates and 26%of ine PERS DB rotremen rales
© For purposesof his analysis, we assumedno ampoyee indeblecness woud be crested
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‘The asset transfer amounts are summarized in the table below (S millions)":

[Tt unes0,z0er size so[=| dune 30,2001 so JT) |
©) | June30,2021 $s 37 1 I> |[T@ ames | swe [saa

E. Members Assumed to Transfer from PERS DCR to PERS DB.
For those who tanster, there il be an addons cost in PERS DB and a reduction in cost inPERS DCR. The overall net cos impact wil depend on () how many members transfer and (1)which members transfer. Al resus shown in Lis er assume 100% of eligible members wilelect to transfer from PERS DCR to PERS DB. The actual costs of HB55wilbe based on theactual number and demographics ofthe members who elect o transfer
We determined the PERS DB sence purchase amounis based on the Actuarial Accrued Liabillyof pension benefits in PERS DB (using the June 30, 2021 valuation assumptions and the blendedtelrement ates described in Secon ofthis Iter). For each ndidual, a comparison was‘made between thir pension Actuarial Accrued Lisbilly and DC account balances asof June 30,2021 (employee and employer) that wero provided fo us. f the total of the DC account balancesis equal fo or greater than the pension Actuarial Accrued Lisbity, all of the PIF member's DORservice was cred 10 PERS DB. he toal ofthe DC account balances i ss than the pensionActuarial Accrued Liabily, only a prion ofthe PIF member's DCR service was credited PERSDB. For example, if an indiduals total DG account balance is 90% of hisher pension ActuarialAccrued Liabity, then 80%ofhisier DCR service is credited to PERS DB. The results of thisprocess are described below:
3 + As of une 30, 2021, there were 2,355 PIF active members in PERS DCR wilhapproximately $226.8M of DC account balances.

+ Ofthe 2,358 members, 1,650 members had DC account belances at least equal o heirJune 30, 2021 pension Actuarial Accrued Liabily, 50 al of their DCR service wascreditedto PERS DB. The remaining 708 members had partial OCR servi credited toPERS DB
+ On average, approximately 4% of DCR service as of June 30, 2021 was credited toPERS DB.
+ Approximately $162.9 of the DC account balances asof June 30, 2021 (approximately80% ofth toal) was assumed to be transferred to the HB 55 pension rust

F. Additional Notes
“The assumptions and methods used in our analysis ar the same as those described in the craftJune 30,2021 actuarial valuation reports, excep he retremen assumption used fo determinghe costs and lifes for HB 55 members was a blend of 75% of te PERS DCR retrementassumplion and 25%of the PERS DB retirement assumption. For purposes ofthis analyse, weGd not assume any ARMB-directed increases in membercontributions underAS Section
39.35.160(e).

12 Amounis asof une 30, 2021 lb increased with expected eum ote July 1, 2022 efectve ate.Forpurposes of is analy, we did nal assum any indabiedness woube cratedforte shrtl

s
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‘The FY23 contribution rates adopted by the ARMS in October 2021 were reflected in our
analysis. The FY23 DCR contributions that would have been made for occupational death anddisabilly benefits, reree medical benef and DC matching contributions for transferredmembers were assumed to be replaced by the 9% employer contribution o the HB §5 trust inFY2s,
‘The % of total DBIDCR payroll represented by the State's employees based on the June 30, 2021
data (approximately 50%) was assumed to remain constant in al future years.
Ourprojections assume () post-June 30, 2021 experience maiches the valuation assumptions,(i) a stable active population in all future years, and (the rehire assumption from the June 30,2021 valuation grades to zero uniformly after 20 years (no rehire assumption was applied for HE
55 members)
“This study includes only estimated cosls dus tothe net effects on the employer Normal Cost and
Unfunded Actuarial Accrued Liabilly as eigible members transfer rom PERS DCR to PERS DE.‘The study does not include other costs that may be incurred by employers outside of PERS DB orPERS DCR (e.g. potential ant-selecton issues that may arise when individuals are presented
with a choice between the DB and DCR plans).
‘The ARMB, staff ofthe State of Alaska, and HB 56 bill sponsors may use this leer for purposesofanalyzing the potential cost impact of HB 5. Use of tis letterfo any other purpose of by
‘anyoneotherthan the Board,staf of the Stale of Alaska or HB 55 bill sponsors may not be
‘appropriate and may result in mistaken conclusions because of fare to understand applicable
‘assumplions, methods or inappiiabily of theletter for that purpose. Because of the risk ofmisinterpretation of actuarial results, you should ask Buck o review any statement you wish fomake on the results contained in ths letter. Buck will not accept any lablyforany suchstatement made without the review by Buck.
Future actuarial measurements and projections may differ rom the current measurements
presented in tis leter due to such factors as: plan experience differen from that anticipated by.the economic and demographic assumplions, increases or decreases expected as part of the
aural operation ofthe methodology usedforthese measurements, and changes in plan
provisions or applicable law. An analysisof the potential range of such future differences isbeyond the scopeof this leter
G. ASOP 61 Risk Discussion

Section6of the draft June 30, 2021 PERS actuarial valuation report provides details regardingthe risks underlying the funding of the plan. As described on page 1 of tis leter, adverse planexperience (due to poor asset returns andlor unexpected growh in lables)orchanges o more‘conservative assumptions could affec the impact of HB 55 on projected Stale contributions.
By shifting active PIF members (and al future P/F hires) from DCR to DB, the State will betaking on greater riskofhigher contributions In futuro years. However, this risk is‘somewhat mitigated as long as the minimum contribution rata to the HB 85 trust (3%) is
greater than the Actuarially Determined Contribution rate for HB 55 members.

.
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1. AsOP 88
Please soe the rat June 0, 2021 PERS actuarial vakiton reprfor adiscussionof he use of
radii im pero ur aclu Sonics, whe 40 apis 10 hi HE 55 cal nol ter

Actuarial Cortfcation
Thslotrwas preparedunderoursupervision and in accordance wil al applcabl Actuarial
StandardsofPracics David Kershner andSco Youn ra Falows of he Socielyof Acuares,EnvoledAcuaries and amberof he America Academy of Acuares. ie mee neGualfcaton Sardarof he Amrcan AcademyofAcie 1a renderh actuarial apincnscomaned ren,
ier ar any questions, Davidcanbereschd at (502) 03,6174 andScotcanb reachedat
(2186) 315-1929.

Respect submited,

QL. KL Sesto Yop
DavidJ Kershner, FSA, EA, MARA, FCA Scot Young, FSA, EA MARA
Principal, Wealth Director, HealthBuk Buk
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