HOUSE FI NANCE COWM TTEE
April 28, 2005
2:50 P. M

CALL TO ORDER

Co- Chair Meyer called the House Finance Conmttee neeting to
order at 2:50:48 PM

VEMBERS PRESENT

Representative M ke Chenault, Co-Chair
Representative Kevin Meyer, Co-Chair
Representative Eric Croft

Representati ve M ke Hawker
Representative Jim Holm

Represent ati ve Reggi e Joul e
Representative M ke Kelly
Representative Carl Mses

Representati ve Bruce Weyhrauch

VEMBERS ABSENT

Representative Bill Stoltze, Vice-Chair
Representative Ri chard Foster

ALSO PRESENT

Representative Paul Seaton; Senator Bert Steadnman; Suzanne
Cunni ngham  Staff, Representative Kevin Meyers; Mlanie
MIlhorn, Drector, Dwvision of Retirenent and Benefits,
Departnent of Admnistration; MIles Barker, Staff, Senator
Burt St eadman

PRESENT VI A TELECONFERENCE

Rose Kal amarides, Adm nistrator for the Teansters Medical
Pl an, Anchor age

SUMVARY

#HB 217

HB 217 An Act relating to the determnation of full and
true value of taxable nunicipal property for
pur poses of calculating funding for education and
certain other prograns.

HB 217 was POSTPONED.
#

CS SB 141( FI N)

An Act relating to the teachers' and public
enpl oyees' retirenent systens and creating defined
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contribution and health reinbursement plans for
menbers of the teachers' retirenent system and the
public enpl oyees' retirenment system who are first
hired after July 1, 2005; relating to university
retirenent pr ogr ans; establishing the Al aska
Retirement Managenent Board to replace the Al aska
State Pension Investnent Boar d, the Al aska
Teachers' Ret i r ement Boar d, and the Public
Enpl oyees' Retirement Board; addi ng appeals of the
decisions of the admnistrator of the teachers’
and public enployees' retirenent systens to the
jurisdiction of the office of admnistrative
hearings; providing for non-vested nenbers of the
teachers' retirenent system defined benefit plans
to transfer into the teachers' retirenment system
defined <contribution plan and for nonvested
nmenbers of the public enployees' retirenent system
defined benefit plans to transfer into the public
enpl oyees' retirenment system defined contribution
plan; providing for political subdivisions and
public organizations to request to participate in

t he public enpl oyees' defi ned contribution
retirement plan; and providing for an effective
dat e.

CS SB 141(FIN was HEARD and HELD in Committee for
further consideration. SB 141 was placed into a
work group consisting of: Chair, Representative
Kelly and wth nenbers Representative Hawker,
Represent ati ve Weyhrauch and Representative Croft.

2:51:48 PM

#SB141
CS FOR SENATE BILL NO. 141(FIN)

An Act relating to the teachers' and public enpl oyees'
retirement systens and creating defined contribution
and health reinbursenent plans for nenbers of the
teachers' retirenment system and the public enployees’
retirement system who are first hired after July 1,
2005; relating to wuniversity retirenent prograns;
establishing the Al aska Retirenent Managenent Board to
replace the Al aska State Pension |Investnent Board, the
Al aska Teachers' Retirenment Board, and the Public
Enmpl oyees' Retirenent Board; adding appeals of the
decisions of the admnistrator of the teachers' and
public enpl oyees'’ retirenent systens to t he
jurisdiction of the office of adm nistrative hearings;
providing for non-vested nenbers of the teachers

retirement system defined benefit plans to transfer
into t he t eachers’ retirenent system defined
contribution plan and for non-vested nenbers of the
public enployees' retirenent system defined benefit
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plans to transfer into the public enpl oyees' retirenent
system defined contribution plan; providing for
political subdivisions and public organizations to
request to participate in the public enployees' defined
contribution retirement plan; and providing for an
effective date.

2:53:17 PM

Representative Hawker MWNED to ADOPT work draft #24-
LS0637\ C, Craver, 4/26/05, as the version of the bill before
the Commttee. Representative Joule OBJECTED in order to
hear the changes.

SUZANNE CUNNI NGHAM  STAFF, REPRESENTATIVE KEVIN MEYERS,
expl ained the changes made between the proposed version
(“C) and the House State Affair version (“X’) of the
| egi sl ati on.

2:55:28 PM

Ms. Cunni ngham pointed out that in version “C', the first
change made was contri butions of the enployers. The nedical
percentage was reduced to 1.75% Page 15, Lines 14-24,
pertaining to the Teacher’s Retirenent System (TRS).

MVs. Cunni ngham referenced Pages 82-83, which |lists
contributions by enployers in the Public Enployee Retirenent
System ( PERS) .

2:57: 52 PM

Ms. Cunni ngham comented on the changes nmade to the nedical
conponent of the bill, elimnating the requirenment that the
person retire directly fromthe system That information is
| ocated on Page 25.

2: 58:48 PM

Representative Croft asked about the change nmade on Page 58.
Ms. Cunni ngham expl ai ned that was the increase from2%to 3%
to the Health Care Rei nbursenent Account (HRA)

2:59:18 PM

Ms. Cunni ngham poi nted out that Page 25, Line 13, indicates
the eligibility requirenents for receiving nmedical benefits.
In version “C', the requirement that the person retire
directly fromthe systemwas elim nated.

3:01:13 PM

Ms. Cunni ngham referenced access to nedical coverage and the
normal retirenent age as listed on Page 26.
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AT EASE: 3:02:46 PM
RECONVENE: 3:03: 23 PM

Ms. Cunni ngham stated that there were no changes made under
the defined contribution retirenent account.

Representative Croft understood that it increased the
contribution by 1% Ms. Cunningham reiterated that there
had been no changes to the defined contribution account.

3:04: 36 PM

Ms. Cunni ngham highlighted the changes mde to the
contribution details, nade by the enployers, listed on Pages
15 & 83. That | anguage decreases the nedical contribution
from3. 75% to 1.75% and increases the HRA contribution from
2% to 3%

3: 05: 24 PM

Representative Croft pointed out that the proposed bil
woul d keep the existing enployee contribution and that the

enpl oyer contribution rate would change. He asked if the
3.7% was determ ned on base salary. Ms. Cunni ngham said
yes.

3:06:26 PM

Representative Croft inquired why the change was nmade from
3.75% to 1.75% Ms. Cunni ngham advi sed that pertained to
anot her part of the bill. The House State Affairs (STA)
version (X) established the eligibility age, 60 nonths prior
to age eligibility of Medicare. A person would be eligible
at age 60 to receive retirenent and nedical benefits. I t
could be nore beneficial to a retiree, who retires at age 65
that the benefit actually cones at the age of 65 and not at
age 60.

3:08: 09 PM

Representative Croft questioned if the total contributed
anount was for nedical only or nedical and retirenent
pur poses.

3:09: 28 PM

Ms. Cunningham noted that the vesting details did not
change. (Copy on File). The nedical program section
removed the requirenment to retire directly fromthe system
Additionally, it changed the age back to 65, the Medicare
eligible age with ten years service.
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Representative Croft asked why the |anguage was used that
Medicaid eligible age is 65 years old. Ms. Cunni ngham
requested that Representative Seaton testify to that as the
change was nmade in the House State Affairs Commttee.

3:11: 08 PM

Ms. Cunni ngham pointed out the change of the retiree share
of the nedi cal premum increased from 3% to 5%
Representative Croft asked if the intent was to ask the
retiree to pay a premumfor insurance, which woul d decrease
depending on the nunber of service years. V5.
Cunni ngham sai d yes.

3:12: 24 PM

Ms. Cunni ngham commented on an anendnent nmade in the House
State Affairs Committee, which provided that a dependant
child, born to an eligible recipient, would be the only one
eligible for qual i fyi ng for dependant cover age.
Representative Croft advised that did not nake a substantive
change.

3:14: 28 PM

Di scussi on occurred between Representative Weyhrauch and Ms.
Cunni ngham r egar di ng t hat | anguage.

3:15:16 PM

Ms. Cunni ngham stated that the enployer would contribute 3%
of the annual average of the enployer’s conpensation to the
heal t h rei mbursenent arrangenent (HRA).

3:16:13 PM

Ms. Cunningham stated that the version in front of the
Commttee would allow a 10-year w ndow for term nated, non-
vested people to return to service eligible to receive their
HRA.

Co-Chair Meyer thought that it would be an admnistrative
burden to retain them | onger than 10-years. M. Cunni ngham
poi nted out that the Senate Finance Commttee version had a
5-year w ndow. The House State Affairs Committee renoved
that w ndow, keeping it unlimted. The House Finance
Comm ttee version is the conprom se.

3:17: 20 PM

Ms. Cunni ngham expl ai ned the changes to the board structure,
from three non-beneficiaries to one from PERS and one from
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TRS. Both PERS and TRS could submt a list of nanes to the
Governor for appointnent.

Representative Croft pointed out the use of “may” and asked
if the Governor would be required to select from that pool
Ms. Cunni ngham said he woul d. Representative Croft inquired
if there was a requirenent for legislative confirmation.
Ms. Cunni ngham stated that it would be only appoi ntnents by
t he Governor.

Representative Croft pointed out that in the prior versions,
t he appoi ntnents included those enpl oyees. Current |anguage
does not mandate from that 1ist. Ms. Cunni ngham replied
that was correct. Co-Chair Meyer interjected that the
“hope” was to choose soneone with expertise in those areas.

3:19:46 PM

Representative Croft addressed the recognition of confidence
and asked if it had been included in the proposed version
Ms. Cunni ngham said it was.

3:20: 02 PM

Ms. Cunni ngham added that | anguage was put back in and that
appointees nust be eligible to receive a Permanent Fund
D vi dend.

Ms. Cunni ngham pointed out in the proposed version, there
were four-year terns with a maxi num of two consecutive terns
with a one-year break required between.

3:20: 46 PM

Ms. Cunni ngham said additionally, there is a requirenent for
the board to annually evaluate the enployer’s right for
medi cal insurance including a per diemincrease from$150 to
$400 per day.

3:21:18 PM

Ms. Cunni ngham highlighted the differences in the proposed
commttee substitute, pointing out the |anguage for penalty
for false statenents, AS 14.25.10.

3:22:48 PM

REPRESENTATI VE PAUL SEATON spoke to the changes between the
two versions of the |egislation. The House State Affairs
Commttee attenpted to address ways for elimnating future
unfunded liabilities. Unfortunately, the House Finance
Comm ttee substitute ads a nunber of those liabilities back
in and are nostly are related to the nedical system
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The *“C (House Finance Committee) version creates
liabilities because it will not generate enough funds to pay

for future benefits. The Mercer group nade their
cal cul ati ons based on the assunptions that people would be
retiring directly from the system In the “C version,

enpl oyees would not have to retire out of the system and
woul d expand the pool of potential retirees.

3:24:40 PM

Representative Wyhrauch inquired why that had not been
cal cul ated. Representative Seaton replied that the version
before the Conmttee elimnates the |anguage that retirees
have to retire directly fromthe system The pool of people
that have ten years service and who would be able to retire
woul d expand. The House State Affairs version stipulates
that the person would have to retire directly from the
systemafter 10 years of service.

Representative Seaton addressed unfunded liabilities,
poi nting out that mnedical benefits were significantly higher
post 65-years than those in the previous version.

3:26: 50 PM

Representative Croft spoke to retiring fromthe system He
was concerned that sonmeone beginning at 30 years old, knew
that they would not be covered at all if they did not retire
fromthe State system woul d consider other options.

Representative Seaton reiterated that the enployee would
need 30 years to retire from the system or 10 years in
reaching retirenment age. If the person had |ess than 30-
years service, they would have to retire directly from the
State system The “C’ version states that at age 65, the
person who worked from 10 years on, would be covered. He
poi nted out that Mercer calculations had not been based on
t hat .

Representative Seaton stressed there was a large difference
in the two plans. The philosophical intent is to create a
plan nore like a defined contribution plan (DCP). The “C
version clarifies that the enployee would |oose their 10
years DCP. He thought that the health care reinbursenent

and the nedical plan should work together. The nedi cal
conponent provides an insurance plan, covering regular
nmedi cal . The DCP beconmes dollars assigned to a personal

account by the enpl oyee.

3:30: 29 PM

Representative Croft asked what the interaction would be
between the HRA and the nedical -set-aside by the enployer.
Represent ati ve Seat on expl ained that the HRA provi des noney,
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whi ch could be used for any qualified health care expense.
An enployee could retire at 60 and use that noney for
covering their premuns. That |anguage is not contained in
the “C version, in which the person would have to be 65
before they could receive nedical benefits.

3:31: 58 PM

Representative Croft asked if at retirenment age, there would
be an account covering ordinary itens such as premuns from
anot her account. Representati ve Seaton explained that the
person woul d need to have maj or nedical plan.

3:33: 04 PM

Representative Croft inquired how major medical would be
different from the current available nedical coverage.
Representative Seaton replied the major nedical plan portion
woul d be the sane. The difference is that presently, the
State pays 100% and under the proposed plan, there would be
a cost share. There would be prem uns paid by the enpl oyee.
Under SB 141, there would be no subsidy base. He preferred
the House State Affairs “X’ version, as it identifies future
liabilities.

3:34:43 PM

Representative Croft pointed out the change from 3.75% to
1.75% representing how nuch of the enployees salary was

W t hdr awn for t he medi cal care rei nbur senent .
Representative Seaton advised that nedical is actually a
percentage of the salary. The health care reinbursenent

account (HCRA), because of the federal anti discrimnation
|l aws, is based on the average salary of the PERS and TRS
menbers. They would have to work as a unit paynent, 2% of
the average salary of those people paid by the enployer
The enployer is the only contributor to the HRA and the
medi cal .

3:36: 09 PM

Represent ati ve Seaton added that SB 141 all ows new dependant
coverage after service. He comented that |anguage coul d
potentially have a substantial financial drain on the State.
G ven a person enployed at this time, that cost in 30 years
is estimated to be an average of $54 thousand dollars per

year. The House State Affairs STA version placed
constraints, identifying such things as adoption of
grandchi | dren. It is possible there could be a huge cost

associ ated with adoptions. He stressed that healthcare is
an expensive item Heal thcare has been identified as the
nost inportant itemin the enployee's retirenent package.

3:38:14 PM
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Representative Croft thought that both the House State
Affairs and the House Finance Conmittee versions used
simlar |anguage. He asked where in the “C’ version was the
| anguage that addressed the issue of dependent children.
Ms. Cunni ngham said on Page 26, Lines 5-7.

3:39: 05 PM

Representative Croft asked if the |anguage was not
sati sfactory because it did not specify dependent children
at the tinme of retirenent. Representative Seaton said the
| anguage does not indicate that the surviving spouse or the
dependent children had any relationship to the working
history of the enployee. He thought that would be an
unfunded liability to the system

3:39: 54 PM

In response to a query by Representative Croft pertaining to
death and disability benefits for peace officers and |aw
enforcenent agents, M. Cunningham referenced Page 93, Lines
21-23. She pointed out the I|anguage was intricate to
addressi ng benefits of a surviving spouse and dependents.

3:41:13 PM

Representative Seaton thought there was a big difference
bet ween a surviving spouse and dependent chil dren.

Representative Holm questioned the concept of “a great
liability”. He pointed out that nost retirees do not have
dependent children. Survivor-benefits are different.
Representative Seaton referenced the escalation in health
care costs and in paying premuns; the State needs to be
careful in what is being allowed with situations such as
grandparents adopting grandchildren and marriages happeni ng
late in life.

3:44: 55 PM

Representative Croft thought that the “C version was fairer
and asked about the inpacts. Representative Seaton
comented that they had requested that from the Mercer
anal ysi s. Their calculation was based on retirenent
directly fromthe system They are presently reassessing it
to determne the projected figures. He stated that if it
was a defined contribution program as far as the retirenent
benefit, it would not matter, however, a nedical benefit
creates a risk

3:48: 02 PM

Representative Croft did not agree the concern was “huge”.
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Representati ve Seaton referenced Page 2 of the conparison, a
substantial change to the “subsidy by the systeni increase
i's indicated. Previously, it increased from 30% to 90%
coverage by the system It was changed to 30% share by the
retiree. Under the House State Affairs version, the
enpl oyer would pay 30% which would increase by 3% each
year. He stressed that the proposed structure was very
different. Under the “C version, there would be a m ni num
of a 70% subsi dy. Both the enployers and enpl oyees wanted
nore benefits to cone to long-term enployees. The “C
version provides for a 70% subsidy after working only ten
years.

3:51:19 PM

Representative Croft was confused wth the percentages
proposed and asked clarification if for those working 10
years, the enployer wuld only pay 30% of nedical

Representative Seaton said yes. Representative Croft
understood that in the original Senate version, the enpl oyee
woul d be responsi bl e for payi ng out only 30%
Representative Seaton acknow edged it had been a |large
change. A long-term enployee receives higher coverage,
creating a larger incentive to stay working in the system

Representative Wyhrauch asked how the change devel oped.
Representative Seaton did not know, but thought it was the
result of the tier commttee structure. The proposal is
simlar to that of the State of Col orado.

3:53:42 PM

Representati ve Seaton spoke to the health care rei nbursenent
(HRA) arrangenent and hoped the arrangenent would act as an
incentive for enployees to want to cone back and work for
the State so as to receive the retirenent package.

3:54: 25 PM

Represent ati ve Seat on expl ai ned noving the wi ndow to 10-year
HRA contri bution change. |If an enployee left the systemfor
nove than 10-years, they would | oose their contribution. He
thought the action would act as an incentive for the
enpl oyee to return to State service. Representative Croft
asked about the difference between the original Senate
version and the House State Affairs “X’ relationship wth
t he HRA

3:58: 05 PM

Representative Seaton referred to consideration of the board
menbers. The “X’ version does not elimnate the conpetency
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requi renents required by the Governor. He comrented on how
t he bargai ni ng nenbers woul d be el ect ed.

Representative Croft asked about |anguage on Page 46, Line
4, regarding who could be a board nenber. Representati ve
Seaton replied that the House State Affairs version provided
for one nenber with no association with PERS and TRS
service, plus one nenber each from PERS and TRS.

4:02:11 PM

Representative Seaton expounded that they wanted the board
terms to be as political as possible. The “X’ version went
to six-year terns wth a maxi rum of two consecutive terns.

4:05:15 PM

Representati ve Hawker voiced his gratitude for all the work
done by Representative Seaton and the House State Affairs
Commttee. He pointed out that the options presune a change
to a defined contribution plan. He requested a
characterization of the differences between the “C’ and the
“X’ versions.

Representative Seaton responded that the proposed conmttee
substitute does not address potential unfunded liability to
the State. Additionally, testinony fromenployers indicates
concern regarding rate escalation. The retirenent and
benefit program has one purpose - to attract and retain
peopl e. Enpl oyees and enpl oyers agree that nedical benefits
are the nost inportant aspect. Wth a defined contribution
program adequate funding is necessary.

4:09: 54 PM

Representative Hawker pointed out the challenge resulting
from escal ating costs driven by nedical benefits. He asked
if the House State Affairs Conmttee had considered
alternatives to the issue.

4:11: 36 PM

Representative Seaton said the Commttee had | ooked at tier
nodel s. The State is under a severe constraint regarding
their inability to change the benefit package because of
constitutional obligations.

Representative Hawker asked if anything within the defined
benefit nodel had been considered, such as a newtier and if
that could be incorporated into the defined benefit nodel
Represent ati ve Seaton responded that the “X’ version was not
based on a defined contribution. The HRA portion is an
el enrent of the defined contribution plan, yet has aspects of
t he defined benefit nodel.
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4:15:16 PM

SENATOR BERT STEADMAN, SPONSOR, added that there had been no
change to the contribution fornmula for the retirenent
portion. He discussed the conceptual di fferences,
addressing health care and the board structure. The Senate
Fi nance version intended that health care woul d be avail abl e
during working years and in retirenent. The tier structure
defi nes who pays which costs. He referenced Page 2 of the
handout . The Senate version would be nore expensive in
dealing with post enploynent health care with nore risk
shifted to the enpl oyer after the age of 65.

4:19: 22 PM

Senat or Steadman comented on the 65-year age portion, at

which tinme, it is assuned that person had been an enpl oyee
and had 30 years service, then the State would pick up 90%
of the premum At that age, the person is unlikely to go
back into the | abor force and at that age, health care costs
should not be shifted to the enployee. Regar dl ess of what

happens to insurance growh rates in retirement, the State
wi |l pick up 90% of the anmount if the enpl oyee has worked 30
years. It makes no difference, the split would be 90% for

the State and 10% to enpl oyee. If the burden were shifted
to the enpl oyee, the enployee would not be able to cover it.

An enpl oyee needs their health insurance after they retire.

Before 65 years of age, the Senate version has the enployee
payi ng the prem um

Senat or Steadman continued, the Senate version began with a
1% noving to 2% the “C’ version has it at 3% That is a
crafted benefit to the enployee; it needs to be attractive
to the enployee. He did not recomrend that it be | owered.

4:22:31 PM

Senator Steadman continued, the cost of the Senate version
is alittle nore for post enploynent health care because of
the way in which it is handled after age 65. He referenced
the defined contribution plan.

4:23:43 PM

Representative Croft asked about the 30-year retirenent
system and how that would affect enployees currently in the
system Senator Steadman responded that the changes
proposed in health care would not be for the current tiers
and enpl oyees. The defined contribution would only be for
the new tiers, comng into the system for the first tine.
Currently, there are no enployees in that tier. The board
woul d establish that rate. The Senate version established a
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five-year window after term nation; the “C’ version extended
that wi ndow to ten years.

Representative Croft understood that the account woul d have
no significant liabilities for a long period of tine.

4:25:26 PM

Senator Steadman clarified that there would be no liability
applied to the health reinbursenent arrangenent. It would
be Ilike an enployer funded savings account for the

enpl oyee’ s health care costs.

4:25:54 PM

Representative Croft pointed out that the unfunded liability
of the current system would continue. He asked if the
savi ngs account from the new tier could be used to pay off
the unfunded liability. Senator Steadnman said it could not.
None of those nonies can be used against the unfunded
liability. The unfunded liability is the responsibility of
t he enpl oyer.

Representative Croft questioned how the legislation would
fix the State’s current problem

4.27:10 PM

Senator Steadnman stated that the $5 billion dollar under
funding was not intended to recapitalize the unfunded
liability. That is a separate concern. Representati ve

Croft m sunderstood the intent.

4:27:47 PM

Representative Wyhrauch inquired if the intent was to
establish a benchmark for a different class of enployee at
the Tier 4 Ilevel. Senator Steadnman said yes, while
restructuring the board.

Representati ve Wyhrauch pointed out that the *“X version
does not address the unfunded liability and he thought it
could create a separate wunfunded liability. Senat or
St eadman t hought that was inaccurate.

4:28:52 PM

Senat or St eadman expl ai ned that the way in which an unfunded
liability results is by not funding or under funding it.
There is a liability for an enployee that retires for his
heal th care insurance costs at age 65. That woul d be funded
as the plan noves forward. It is funded every year. The
magni tude of a new tier and health insurance costs that are
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required for the enployees when they reach 65 s
substantially different fromwhat exists at this tine.

Representative Wyhrauch questioned the divergence. He
asked if the State needed sonmething nore than statutory
| anguage to create a constitutional requirenent. Senat or

St eadman pointed out that an under funded mandate already
exists and that it was msleading to say that the State
would have a health insurance obligation for the new
enpl oyees at age 65 wi thout having an unfunded liability.

4:31:18 PM

Senat or Steadman commented that the only way in which to
guarantee that there was no unfunded liability would be to
not offer health insurance. All versions of the proposal
of fer health insurance.

4:31:59 PM

M LES BARKER, STAFF, SENATOR BERT STEADVAN, added that
because the House Finance Conmittee substitute changed the
medi cal contribution from3.75%to 1.75% lowering it by the

2% wll not pay for the nedical benefit currently in the
bill and is not a valid interpretation of the run nunbers.
4.:33:31 PM

Senat or St eadnan added that the benefit would be from age 65
onward and the split will always be 80% for the State and
20% for the enployee to co-pay. The “X’ version included a
pre-65 requirenent.

Senator Steadman discussed the conposition of the board
structure. Currently, the PERS and TRS boards spend 80% of
their tinme on appeals. The appeal process would be noved to
an adm nistrative area. The current board sets the enpl oyer
contribution rate and accepts the actuarial recomrendati ons.
The new board woul d address those two itens. The new board
woul d take care of assets and nonitor liabilities, balancing
themw th cost containnents.

4:36:45 PM

Senat or Steadnman added that the there would be professiona
standards required of the board nenbers and that they would
need to have a nore in depth understanding of the inpact of
t heir deci sions. He noted that there would be three board
menbers not from PERS and TRS.

4:38:45 PM

Senator Steadman added that nobst of the nenbers would be
from PERS and TRS. He suggested there was confusion in the
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“X" version regarding the responsibilities of the board.
Currently, there are over 100,000 enployees in the current
tier system When the enployer [State of Alaska] has to
nmeet such an obligation, they need a “strong” seat at the
table, as it affects the State’s good faith.

4:40: 20 PM

Representative Croft asked if there was an established
interest rate for the defined contribution. Senat or
St eadman explained that the structure would be simlar to
the Supplenental Benefit System (SBS) and the board' s
responsibility would be to steer enployees toward financi al
success.

4:43:12 PM

Representative Croft enphasize it would be relevant to the
enployee if the board nade wong decisions as it would
affect their retirenment funds.

4.:44: 03 PM

Senator Steadnman agreed. The enployee should have the
ability to influence the selection in a defined contribution
pl an. There is no intent to have a defined contribution
plan with no representation from the enployees in the
i nvestment sel ecti ons. Representative Croft recomended

that all enpl oyees should be on the board.

Senator Steadman noted that the Senate Finance Commttee
(SFC) thought that the structural problem should be
addressed first and then the new board could cone back to
the Legislature with cost control recomendations to deal
wi th funding chal | enges.

4:46:11 PM

Representative Croft was confused how the State intended to
build up a savings account to address the debt. He asked if
SB 141 did not cure the current retirenent system financi al
debt, what was the solution. Senator Steadman i ndicated
that the first matter to address was a “structural fix”
because the challenge is so |arge. After that, the State
could go after the $5.7 billion dollar debt concern.

4:48:18 PM

Senat or St eadman advi sed that |ast year, the State | ost $700
mllion dollars while gaining 15%on their portfolio.

4:48: 58 PM

House Fi nance Committee 15 04/ 28/ 05 2:50 P. M



Representative Hawker clarified that the first priority is
the structural fix. He asked if the State knew for certain
that the past structural fixes were not substantial enough
to address these concerns.

4:49: 54 PM

Senat or Steadman pointed out that Tier 1 is nore chall enging
than Tier 2 because it is npbre expensive. The issue is
having a defined benefit plan that is so “unnovable” that
the State cannot respond easily to the changing market
condi tions.

4:51: 52 PM

Representati ve Hawker questioned how “broken” Tier 3 was.
He pointed out that the Commttee does not have the benefit
of Mercer as a resource. He questioned how the Mercer group
had been financed. Senator Steadnman expl ai ned how the State
secure Mercer, paying roughly $450 thousand dollars a year
for that service. Representative Hawker reconmended it
woul d be nore responsible for the Coormittee to get a second
opi ni on.

4:54: 35 PM

Senator Steadman offered to share Mercer’s findings. He
reported that he has used nodels other than Mercer and he
assuned that the other findings would obtain the sane
results. He suggested that distortions cone into play
unl ess one point in tine is used.

4:57:27 PM

Representati ve Hawker discussed the conpounding nunbers in
the nedical industry could cause serious problens in the
future. Senator Steadman pointed out that on the nationa
| evel, health care costs are excessive. He acknow edged
that he could not argue for a financial fix of $5.7 billion
dollars. Representative Hawker agreed, enphasizing that the
problem is the nedical cost conponent. Senat or St eadman
related the philosophical position of the Senate Finance
Comm ttee.

5:00:42 PM

Co-Chair Meyer advised that Ms. MIlhorn was available to
provi de the requested nunbers.

5:01: 06 PM

Representati ve Kel l'y t hanked Senat or St eadman and
Representative Seaton for their hard work. He voiced
concern that if a new plan were not adopted, then 15% of the
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Al aska wor kforce would suffer. He opined that the versions
before the Conmttee were close enough to work out the
di fferences. He argued that attracting and attaining new
enpl oyees under the new system could be done and encouraged
supporting a conpromn se between the two versions.

5:05:52 PM

MELANIE M LLHORN, DI RECTOR, DIVISION OF RETIREMENT AND
BENEFI TS, DEPARTMENT OF ADM NI STRATION, offered to provide
data and answer any questions of the Commttee.

5:07:39 PM

Representative Croft inquired how to best address the
current $5.7 billion liability. Ms. MIllhorn said the
defined benefits plan could provide a long-term solution
because the enployee contribution rate would decrease after
14 vyears. The 25-year anortized schedule would help
elimnate the unfunded liability. The proposed plan would
bring in a new tier and would deal with the volatility of
i nvestnent returns and health care costs.

Representative Croft wunderstood that the assets collected
fromthe defined contribution would be used to pay off what
is currently owed. Ms. M1l horn explained that the noney
woul d cone from the enployer. The enployer would be paying
for the past service cost of the unfunded liability. They
own that obligation. The new tier would solve the problem
by paying off the past service rate. She described the
expectations of the new pl an.

5:11:32 PM

Representative Croft interjected that it wuld not be
elimnated, only transferred.

5:12: 04 PM

ROSE KALAMARI DES, ( TESTI FI ED VI A TELECONFERENCE)
ADM NI STRATOR FOR TEAMSTERS MEDI CAL & RETI REMENT PLAN,
ANCHORAGE, clarified that SB 141 would not inpact her. She
recommended that there be a distinction between funding for
the retirenent plan and the nedical plan. She thought that
the benefit package for retirees under the proposed plan
still appears “generous” conpared wth that of the private
sector.

Ms. Kalamarides commented that it should be carefully
consi dered whether the State wants to change the retirenent
benefits for public enployees from a defined benefit to a
defined contribution plan. The funding issues should be
separated fromthe costs of the nedical benefits.
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Ms. Kal amarides suggested that the risk was sinply being
shifted from the enployer to the enployee. In a defined
benefit plan, the risk is snoothed out. Most people do not
have enough information to make good investnent choices.

5:15:47 PM

Ms. Kal amari des cautioned that the Legislature should | ook
at what the private sector is doing with retirenent health
pl ans. She recommended | eaving the defined benefit plan in
place for future hirees, as it would attract better State
enpl oyees. Most teachers would pick the defined benefit
pl an over a defined contribution plan.

Ms. Kal amari des appl auded the work done by the House and the
Senat e. She stated that ultimately, the decision is a
phi | osophi cal one regarding what type of enployer does the
State of Alaska want to be. She reiterated that the health
benefits should be a different issue from the retirenent
pl an.

5:18: 14 PM

Co-Chair Meyer agreed that there could be a solution on the
matter, acknow edging the trenendous anmount of work done on
the bill.

Co-Chair Meyer stated that the bill would be placed in a
work group including consultation wth Representative
Seaton, Senator Steadman and M. M| horn. SB 141 was
pl aced into the work group W th nmenbers: Chai r,

Representative Kelly and with nmenbers Representative Hawker,
Representati ve Weyhr auch and Representati ve Croft.
Represent ati ve Hawker maintai ned that the task of addressing
the concerns would be a “huge undertaking” for the work
group to provide in two days.

5:21:38 PM

SB 141 was HELD in Conmttee for further consi deration.
#

5:22: 03 PM

ADJ QURNVENT

The neeting was adjourned at 5:22 P. M
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