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HOUSE OF REPRESENTATIVES l ,g Z
TWENTY-NINTH LEGISLATURE, 2017 ' H . B N O B}

STATE OF HAWAII

A BILL FOR AN ACT

RELATING TO THE EMPLOYEES' RETIREMENT SYSTEM.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF HAWAILIL:
SECTION 1. Chapter 88, part II, Hawali Revised Statutes,

is amended by adding a new section to subpart D to be

appropriately designated and to read as follows:

"§88~ Stress test; annual report. (a) The actuary

shall conduct an annual stress test of the system.

(b) The board shall submit an annual report to the

legislature, not later than twenty days prior to the convening

of each regular session, on the results of the actuary's stress

test.

(c) For the purposes of this section, a "stress test"

shall address:

(1) Projections of assets, liabilities, pension debt,

service costs, employee contributions, employer

contributions, net amortization, benefit payments,

payroll, and funded ratio for the employees'

retirement system for each of the next thirty years
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H.B. NO.I\%2

based upon the then-current actuarial assumptions,

including the assumed rate of return;

(2) Projections for the items listed in paragraph (1),
assuming that investment returns are two percentage
points lower than the assumed rate of return and that
the State makes employer contributions:

(A) Based upon the then-current funding policy for
the employees' retirement system; and
(B) That are held constant at the levels calculated
for paragraph (1);
(3) Estimates of the items listed in paragraph (1), if

there is a one year loss on planned investments of

twenty per cent followed by a twenty-year period of

investment returns two percentage points below plan

assumptions, with the following assumptions regarding

contribution policy:

(A) Employer contributions are adjusted based upon

current policy; and

(B) Employer contributions are held constant at the

levels calculated for the baseline projections;

and
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H.B. NO. 32

(4) The estimated actuarially accrued liability, the total

plan normal cost for all benefit tiers, and the

employer normal cost for all benefit tiers, calculated

using:

(a) A discount rate egual to the assumed rate of

return; and

(B) The ten-year average of the yield of thirty-vear

treasury notes."

SECTION 2. New statutory material is underscored.

SECTION 3. This Act shall take effect upon its approval.

INTRODUCED BY:

JAN 2 & 2017
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H.B. NO.8z

Report Title:
ERS; Stress Test

Description:

Reguires the ERS actuary to conduct annual stress tests of the
system and the board to submit annual reports of the tests to
the legislature.

The summary description of legislation appearing on this page is for informational purposes only and is
not legislation or evidence of legislative intent.
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STATE OF HAWAII
EMPLOYEES’ RETIREMENT SYSTEM

TESTIMONY BY THOMAS WILLIAMS
EXECUTIVE DIRECTOR, EMPLOYEES’ RETIREMENT SYSTEM
STATE OF HAWAII

TO THE HOUSE COMMITTEE ON LABOR AND PUBLIC EMPLOYMENT
ON

HOUSE BILL NO. 1182
FEBRUARY 9, 2017, 8:30 A.M.

RELATING TO THE EMPLOYEES’ RETIREMENT SYSTEM

Chair Johanson, Vice Chair Holt and Members of the Committee,

H.B. 1182 proposes that the actuary of the Employees’ Retirement System (ERS) conduct an
annual stress test of the System with regards to actuarial projections of the funded status for the
ERS for each of the next thirty years based on “then-current” actuarial assumptions, including
the assumed rate of return and projected lower rates of return. In addition, H.B. 1182 would
require that the actuary provide estimates of their actuarial projections with assumptions
including extreme decreased investment returns and liabilities and costs based on the assumed
discount rate and thirty-year treasury notes. The results of the stress test would be submitted
as an annual report to the legislature twenty days prior to the convening of each regular
session.

The ERS Board has not had an opportunity to review H.B. 1182, and therefore, has not
declared a position on this proposal; however, ERS Staff has the following comments:

1. Most of the projections listed under §88- _ (c)(1) regarding projections of assets,
pension debt, net amortization and funded ratio over a thirty year time-frame is already
included in the annual Report to the Board of Trustees on the actuarial valuation of the
ERS. This report is typically presented to the Board in January based on data review as
of June 30 of the previous year and is made publically available immediately following
adoption by the board to the legislature and all interested parties. The 91% annual
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valuation was presented and adopted by the board on January 9, 2017, for the year
ending June 30, 2016. It was posted to the ERS website (at ers.ehawaii.gov)
immediately following board acceptance ad was discussed with key House members
during a briefing session on January 10, 2017. Table 9¢ of the valuation provides the
30-year projections of assets, liabilities and funded ratio proposed in H.B. 1182 from
2016 through 2045. That table is attached for your reference as attachment 1. The
proposed bill's second requirement is that we provide projections “assuming that
investment returns are two percentage point lower than the assumed rate of return.”
Attachment 2, to this testimony, extracted from the current valuation, is responsive to
that request.

2. ERS management, staff and actuaries annually hold briefing sessions for the Senate
and House at the beginning of the legislative session to review the valuation results, plan
experience, projections and funding issues. During these sessions, the actuaries
provide various “stress test” scenarios as noted in §88-__ (c)(2) which illustrate varying
investment returns and their effect on ERS funding policy recommendations. We can
easily incorporate required additional illustrations into that briefing.

3. As to projections of a twenty-year period of investment returns 2% below the assumed
rate under §88-__ (3) or that we project liabilities and assets based on the “ten-year
average of the yield of thirty-year treasury notes,” the ERS actuaries would be able to
model results on any of these scenarios and such other scenarios as are deemed
relevant.

4. As a final note regarding the reporting of this information to legislature 20 days prior to
each session, as the ERS actuaries do not typically publish valuation information prior to
the Board’s review and acceptance, any results produced in December or earlier would
have to be based on data available from the previous fiscal year, which would differ from
that reflected in the valuation presented in January.

In summary, staff believes that this information being requested is largely already made
available for the Legislature’s consideration and that any additional report needed may be
incorporated into our annual actuarial report. On behalf of the Board of Trustees and staff of
ERS we wish to thank you for the opportunity to testify.

Page 2 of 2
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The House Committee on Labor & Public Employment
Thursday, February 9, 2017
8:30 am, Room 309

RE: HB 1182, Relating to Employees’ Retirement System

Attention: Chair Aaron Ling Johanson, Vice Chair Daniel Holt and
Members of the Committee

The University of Hawaii Professional Assembly (UHPA) urges the committee to
support passage of HB 1182, requiring the Employeees‘ Retirement System (ERS) actuary to
perform annual stress tests of the system and the ERS Board to submit annual reports of the
tests to the legislature.

The recent decision by the ERS Board to reduce the assumed rate of return from 7.5% to 7.0%
all at once immediately increased the unfunded liability by $1.7 Billion, and has forced the
legislature to review the required contributions. Requiring the ERS actuary to perform an
annual stress test and report its findings to the legislature will provide a level of transparency
that is currently not in place and ensure that the decisions of the ERS Board are not made in a
vacuum since the decision to reduce the assumed rate has statewide implications.

UHPA supports passage of HB 1182.
Respectfully submitted,

fostulncdn

Kristeen Hanselman
Executive Director

University of Hawaii
Professional Assembly

1017 Palm Drive 4 Honolulu, Hawaii 96814-1928
Telephone: (808) 593-2157 4 Facsimile: (808) 593-2160
Website: www.uhpa.org



HB 1182
Late testimony



LATE

LATE LATE

Testimony in Support of HB 1182
Relating to the Employees’ Retirement System
Presented to the House Committee on Labor and Public Employment
for the Public Hearing
8:30 a.m. Thursday, February 9, 2017
in Conference Room 309
Chair Johanson, Vice Chair Holt and members of the committee:

I'm David Rolf, a long time resident in the state of Hawaii, and occasionally a commenter on

matters relating to state revenues.

The underfunded Employee Retirement System issue is key part of what some call
“sophisticated state failure.” Business leaders have offered some solutions. The use of new

technology to modernize government processes has application to this issue.
“Sophisticated state failure,” is the phrase coined by Jan Techau of Carnegie Europe.

Techau presages the crackup of the Western model of governance because retirement
systems, premised on workforces growing faster than retired populations, are helpless to
adjust when the opposite is true.

By my calculations, the really bad news is predicted to come to Hawaii at 10 a.m. March 15,
2023—a short 7 years from now. ZERO HOUR.

The Honolulu Star-Advertiser’s front page recently sounded the warning.

The page headline: “Nest Egg Shortfall Tops $12 Billion.”
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The Holman Jenkin’s Jr. quote from the Wall Street Journal, shown in this testimony’s fourth
paragraph, continues on to provide a succinct and startling insight that “governments are
powerless to change the situation.”

Many good people in Hawaii, however, believe that if we face ZERO HOUR we can change the
situation.

In Hawaii, it’s like a Pacific version of the ancient pharaoh’s dream. The fat years are followed
by the lean ones.

New car sales projections provide a good look at what likely will be future state economic
performance.

New car sales (registrations) have, since records have been kept, followed a pattern in Hawaii
that resembles San Francisco’s Golden Gate Bridge.



80,000 +

70,000 -

60,000 — R — - -

50,000

wTotal
BE vehicl
mHyd FC

40,000 +

30,000 -

20,000 -

10,000

0

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030

The predictive graphic, which was produced in 2008 and has proven to be surprisingly
accurate. Note: the red and blue bars are not applicable to this testimony, however. They
show the adoption rate of renewable fuel vehicles needed to meet the goals of the Hawaii
Clean Energy Initiative.

Since new car sales mirror the performance of the state’s economy the graphic has proven a
useful tool for planning.

[ overlaid Mr. Jenkins’ column's statement about the failure of retirement systems on the
Hawaii graph and saw the pending notification of the collapse of the state employee
retirement system happening here in 2023.

The retirement payment outlays will eventually exceed the income on a continuing basis.

This perfect storm now appears on the radar. [ might as well use the graph to call the day,
March 15, when it will all become apparent--The Ides of March, 2023.

Another graphic is helpful.



Some states retirement fund managers have barely been able to achieve 1% returns this past

year and don’t see any path to 7.5% without unauthorized levels of risk.

What does this mean for a state like Hawaii, which has covered less than 60% of its employee

retirement fund’s future needs?

Rolling the Dice

Investors grappling with lower interest rates have to take bigger risks
if they want to equal returns of two decades ago.

Estimates of what investors needed to earn 7.5%

1995 2005 2015
12%
52%
33%
100% 8%
Bonds 20%
22%
5%
14% 13%
5% 12%
4%
ected  7.5% 7.5% 7.5%
Standard 6 0% 8.9% 17.2%

*Likely amount by which returns could vary

Hawaii is in some kind of straitjacket.

Bonds

U.S.
Large
Cap

u.S.
Small
Cap

Non-U.S.
Equity

Real
Estate

Private
Equity

Hawaii’s governor David Ige, is being pragmatic, however. He is proposing to tuck away some

of Hawaii’s $6.5 billion state tax revenue in the coming years to head the problem off at the

pass. It will be hard.



Since U.S. states cannot declare bankruptcy, our state taxes would have to go up dramatically
to meet the retirement system obligations, and Hawaii’s taxes are already some of the highest
in the nation.

The bottom of the economy would fall out like a wet sack of garbage being taken to the curb.
Thanks for the warning Mr. Jenkins.
Solutions, through efficiencies are available.

Government leaders, business leaders, and others have proposed several good solutions.

Respectfully submitted,

David H. Rolf

Mililani
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