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COW TTEE CALENDAR

CS FOR SENATE BILL NO. 90(STA)
"An Act relating to Al aska Territorial Guard Day."

- MOVED CSSB 90( STA) OUT OF COWM TTEE

HOUSE BI LL NO. 34

"An Act relating to the expungenent of records relating to
conviction set asides granted after suspended inposition of
sent ence. "

- HEARD AND HELD

HOUSE BI LL NO. 238

"An Act relating to contribution rates for enployers and nenbers
in the defined benefit plans of the teachers' retirenment system
and the public enployees' retirement system and to the ad-hoc
post-retirenment pension adjustnent in the teachers' retirenent
system requiring insurance plans provided to nenbers of the
teachers' retirenment system the judicial retirement system the
public enployees' retirement system and the forner elected
public officials retirenment system to provide a list of
preferred drugs; relating to defined contribution plans for
menbers of the teachers' retirenent system and the public
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enpl oyees' retirement system and providing for an effective
date."

- HEARD AND HELD

CS FOR SENATE BILL NO. 141(FIN)

"An Act relating to the teachers' and public enployees’
retirement systens and creating defined contribution and health
rei moursenment plans for nenbers of the teachers' retirenent
system and the public enployees' retirement system who are first
hired after July 1, 2005; relating to university retirenment
prograns; establishing the Al aska Retirenent Managenent Board to
replace the Alaska State Pension Investnent Board, the Al aska
Teachers' Retirement Board, and the Public Enpl oyees' Retirenent
Board; adding appeals of the decisions of the adm nistrator of
the teachers' and public enployees' retirenent systens to the
jurisdiction of the office of adm nistrative hearings; providing
for nonvested nenbers of the teachers' retirenent system defined
benefit plans to transfer into the teachers' retirenent system
defined contribution plan and for nonvested nenbers of the
public enployees' retirement system defined benefit plans to
transfer into the public enployees' retirement system defined
contribution plan; providing for political subdivisions and
public organizations to request to participate in the public
enpl oyees' defined contribution retirement plan; and providing
for an effective date.”

- BILL HEARI NG CANCELED
PREVI QUS COW TTEE ACTI ON
BILL: SB 90

SHORT TI TLE: ALASKA TERRI TORI AL GUARD DAY
SPONSOR(s): SENATOR(s) HUGG NS

02/ 04/ 05 (S) READ THE FI RST TIME - REFERRALS

02/ 04/ 05 (S) STA

02/ 17/ 05 (S) STA AT 3:30 PM BELTZ 211

02/ 17/ 05 (S) Moved CSSB  90(STA) Qut of Conmittee

02/ 17/ 05 (S) M NUTE( STA)

02/ 18/ 05 (S) STA RPT cs 4DP
SAME TI TLE

02/ 18/ 05 (S) LETTER OF | NTENT W TH STA REPORT

02/ 18/ 05 (S) DP: THERRI AULT, ELTON, WAGONER, HUGG NS

02/ 23/ 05 (S) TRANSM TTED TO (H)

02/ 23/ 05 (S) VERS| ON:  CSSB 90( STA)

02/ 24/ 05 (H) READ THE FIRST TIME - REFERRALS
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02/ 24/ 05 (H) MV, STA

03/ 17/ 05 (H) M.V AT 1: 00 PM CAPI TOL 124

03/ 17/ 05 (H) Moved Qut of Conm ttee

03/ 17/ 05 (H) M NUTE( MLV)

03/ 18/ 05 (H) M.V RPT 4DP

03/ 18/ 05 (H) DP: THOVAS, GRUENBERG, ELKI NS, LYNN
04/ 16/ 05 (H) STA AT 9:30 AM CAPI TOL 106

BILL: HB 34
SHORT TITLE: EXPUNGEMENT OF SET ASI DES
SPONSOR('s): REPRESENTATI VE(s) WEYHRAUCH

01/ 10/ 05 (H) PREFI LE RELEASED 12/ 30/ 04

01/ 10/ 05 (H) READ THE FI RST Tl ME - REFERRALS
01/ 10/ 05 (H) STA, JUD

03/ 01/ 05 (H) STA AT 8: 00 AM CAPI TOL 106

03/ 01/ 05 (H) Bill Postponed

03/ 17/ 05 (H) STA AT 8: 00 AM CAPI TOL 106

03/ 17/ 05 (H) Heard & Hel d

03/ 17/ 05 (H) M NUTE( STA)

04/ 16/ 05 (H) STA AT 9:30 AM CAPI TOL 106

BILL: HB 238

SHORT TITLE: PUBLI C EMPLOYEE/ TEACHER RETI REMENT
SPONSOR(s): STATE AFFAI RS

03/ 30/ 05 (H) READ THE FI RST Tl ME - REFERRALS
03/ 30/ 05 (H) STA, FIN

03/ 31/ 05 (H) STA AT 8: 00 AM CAPI TOL 106
03/ 31/ 05 (H) Heard & Hel d

03/ 31/ 05 (H) M NUTE( STA)

04/ 02/ 05 (H) STA AT 10: 00 AM CAPI TOL 106
04/ 02/ 05 (H) Heard & Hel d

04/ 02/ 05 (H) M NUTE( STA)

04/ 05/ 05 (H) STA AT 8:00 AM CAPI TOL 106
04/ 05/ 05 (H) Heard & Hel d

04/ 05/ 05 (H) M NUTE( STA)

04/ 07/ 05 (H) STA AT 8: 00 AM CAPI TOL 106
04/ 07/ 05 (H) Schedul ed But Not Heard
04/ 09/ 05 (H) STA AT 9: 30 AM CAPI TOL 106
04/ 09/ 05 (H) Heard & Hel d

04/ 09/ 05 (H) M NUTE( STA)

04/ 12/ 05 (H) STA AT 8: 00 AM CAPI TOL 106
04/ 12/ 05 (H) Heard & Hel d

04/ 12/ 05 (H M NUTE( STA)

04/ 14/ 05 (H) STA AT 8:00 AM CAPI TOL 106
04/ 14/ 05 (H) Heard & Hel d
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04/ 14/ 05 (H) M NUTE( STA)
04/ 16/ 05 (H) STA AT 9:30 AM CAPI TOL 106

W TNESS REG STER

SENATOR CHARLI E HUGAE NS

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: As sponsor of SB 90, offered praise and
i ntroduction of his staff menber, Ryan Moore.

RYAN MOORE, St aff

to Senator Charlie Huggins

Al aska State Legislature

Juneau, Al aska

POSI TI ON  STATEMENT: Presented SB 90 on behalf of Senator
Huggi ns, sponsor.

REPRESENTATI VE M KE KELLY

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: O fered brief coment during the hearing on
SB 90.

LI NDA SYLVESTER, Staff

to Representative Bruce Wyhrauch

Al aska State Legislature

Juneau, Al aska

POSI TI ON  STATEMENT: Rei ntroduced HB 34 on Dbehalf of
Represent ati ve Weyhrauch, sponsor.

KATHERI NE SHOAS, St af f

to Representative Paul Seaton

Al aska State Legislature

Juneau, Al aska

PCOSI TI ON STATEMENT: Revi ewed information regarding the nedical
aspect of HB 238 on behal f of Representative Seaton, sponsor.

REPRESENTATI VE M KE KELLY

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: O fered his opinions regarding the nedical
aspect of HB 238.

JOHN ALCANTRA
Pal mer, Al aska
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PCOSI TI ON STATEMENT: Testified on behalf of NEA - Alaska during
t he hearing on HB 238.

SAM TRI VETTE, President

Retired Public Enpl oyees of Al aska (RPEA)

Juneau, Al aska

PCSI TI ON  STATEMENT: Paraphrased his witten testinony and
answered questions during the hearing on HB 238.

JERRY PATTERSON, President

NEA- Al aska/ Retired

Juneau, Al aska

PCSI TI ON STATEMENT: Testified on behalf of NEA-Al aska/Retired
and as a fornmer TRS Board nenber in opposition to HB 238.

MELANI E M LLHORN, Director

Heal t h Benefits Section

D vision of Retirenent & Benefits

Depart ment of Revenue

Juneau, Al aska

PCSI TI ON STATEMENT: Testified on behalf of the division and
answered questions during the hearing on HB 238.

ACTI ON NARRATI VE

CHAIR PAUL SEATON called the House State Affairs Standing

Commttee neeting to order at 9:39:50 AM Represent ati ves
El kins, Lynn, Gardner, and Seaton were present at the call to
order. Representative Gruenberg arrived as the neeting was in
pr ogr ess.

CHAI R SEATON di scussed the upconm ng cal endar.

SB  90- ALASKA TERRI TORI AL GUARD DAY

9:41:40 AM

CHAI R SEATON announced that the first order of business was CS
FOR SENATE BILL NO 90(STA), "An Act relating to Al aska
Territorial Guard Day."

9:41: 47 AM

SENATOR CHARLI E HUGEA NS, Al aska State Legislature, as sponsor of

SB 90, offered praise and introduction of his staff nenber, Ryan
Moor e.
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9:42: 39 AM

RYAN MOORE, Staff to Senator Charlie Huggins, Alaska State
Legislature, presented SB 90 on behalf of Senator Huggins,
sponsor . He noted that 6,500, predomnately Al aska Native
people forned the Alaska Territorial Guard over 60 years ago

and SB 90 is a long tinme comng in honoring them He stated the
reason for choosing Cctober 8 to be Alaska Territorial Guard Day
is that that was the day [in 2004] when the nenbers of the
[ Alaska] Territorial Guard were recognized as United States
veterans by the U S. Arny.

9:43: 46 AM

MR MOORE, in response to a question from Representative
Gardner, offered his understanding that approximately 300 of the
Al aska Territorial Guard are still alive today.

9:44: 03 AM

SENATOR HUGA NS enphasized "how quickly these people are
passi ng. "

9:44: 22 AM

REPRESENTATI VE GARDNER said she's sure it would nean a lot to
the nmenbers and to their children.

9:44: 54 AM

SENATOR HUGE NS noted that Representative Carl Mses was in the
Al aska Territorial CGuard at the age of 13. He said many rura
Al aska Natives share stories of an uncle or grandfather who
served in that guard. He also noted that there were also a
nunber of femal es who served.

9:45:19 AM

REPRESENTATI VE M KE KELLY, Alaska State Legislature, to share a
case in point, noted that his cousin, Joe Kelly, was associated
with the [Al aska Territorial] Guard.

9:45: 58 AM

CHAI R SEATON, in response to comments by Representatives ElKkins

and Lynn, offered his understanding that the bill is available
for cross sponsorship.

HOUSE STA COW TTEE - 6- April 16, 2005



9:46: 01 AM
SENATOR HUGGE NS confirned that's correct.
9:46: 34 AM

SENATOR HUGE NS, in response to a comment from Representative
G uenberg, nentioned a desire to honor certain famlies.

9:47: 03 AM

CHAI R SEATON cl osed public testinony.

9:47:10 AM

REPRESENTATIVE LYNN noved to report CSSB 90(STA) out of
committee with individual recomendations and the acconpanying
fiscal notes. There being no objections, CSSB 90(STA) was
reported out of the House State Affairs Standing Conmtt ee.
9:47:55 AM

HB 34- EXPUNGEMENT OF SET ASI DES

9:48: 01 AM

CHAI R SEATON announced that the next order of business was HOUSE
BILL NO 34, "An Act relating to the expungenent of records
relating to conviction set asides granted after suspended
i nposition of sentence.”

9:48: 29 AM

REPRESENTATI VE GRUENBERG noved to adopt the commttee substitute
(CS) for HB 34, Version 24-1LS0240\Y, Luckhaupt, 4/15/05, as a

work draft. There being no objection, Version Y was before
conmittee.
9:49: 05 AM
LI NDA SYLVESTER, Staff to Representative Bruce Wyhrauch, Al aska
State Legi sl ature, rei ntroduced HB 34 on behal f of
Representati ve Wyhrauch, sponsor. She rem nded the commttee

that statute allows judges to suspend inposition of sentences
and set aside the conviction followng the defendant's
conpletion of the conditions of that suspended sentence. Many,
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i ncluding some judges, have assuned that a "set aside" neans
that the person walks away form the crimnal conviction.
However, in 1995, the [Al aska] Suprene Court ruled that that's
really not the case.

VS. SYLVESTER stated t hat "crimnal convi ctions are
di scoverabl e” on applications for a new job or apartnment, or on
credit references. She offered an exanple. The proposed
| egi sl ation, Ms. Sylvester explained, would enable the set aside
to "actually do what we thought it was supposed to do: | et
sonebody ... walk away from their record of their crimnal
conviction." The expungenent statute would breath life into the

set aside statute, she said.
9:52: 03 AM

M5. SYLVESTER highlighted the new language in Section 1, to
illustrate how the process would take place; Section 1 of
Version Y read as foll ows:

*Section 1. AS 12.55.085(e) is anended to read:

(e) Upon the discharge by the court wthout
inposition of sentence, the court nay set aside the
conviction and issue to the person a certificate [TQ
that provides that, under state |law, the person has
not been convicted of a crime. The person nay, within
the two-year period followng the issuance of the
certificate, petition the court for an order sealing
the records of the arrest, the judgnent, the suspended
i nposition of sentence, and the set aside. The court
shall issue the order if the court finds that the
person is not likely to reoffend. The order nust
state that the effect of the order under state law is
that the person has not been arrested, been adjudged,
convicted, or received a suspended inposition of
sentence or a set aside unless the person reoffends.
The person shall provide the order to the Departnent
of Public Safety and the clerk of court along wth
paynent for the cost of sealing the records. The
departnment and the clerk of court shall seal al
records pertaining to the arrest, judgnent, suspended
i nposition of sentence, conviction, and set aside.
The records sealed nay be accessed only by |aw
enforcenent or court officers for the purpose of
investigating crines or assisting wth crimnal
prosecuti ons [ EFFECT].
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MS. SYLVESTER enphasi zed the inportance of giving judges control
over the issuance of an expungenent order. She noted that the
federal governnent has an expungenent statute for certain
federal crines. When a crime is expunged, a person is able to
check "no" where an application asks if he/she has ever been
convicted of a crine.

9:54: 54 AM

MS. SYLVESTER indicated that sonme states' expungenent orders
totally erase the conviction, while other states' expungenent
statutes allow [the record to be readily accessible by the
crimnal justice system She said Representative Wyhrauch's
position is that Alaska's expungenent statute should go far and
all ow the person to have his/her record totally erased; however,
t hat presents sone problems. First, the crimnal justice system
has an interest in retaining the sealed records. Second, the
courts dissemnate information by conputer on discs and various
dat abases, and it would be "physically inpossible for them to
collect that information back."

M5. SYLVESTER said she has |anguage ready for an anmendnent to
Version Y that would specify that the state could not be held
responsi ble for "information that was dissem nated or broadcast
in the world prior to the date of the expungenent." Ms.
Syl vester described [HB 34] as "a little bit of grace that we
would i ke to offer society.”

9:59:19 AM
M5. SYLVESTER, in response to a question from Representative

Gardner, noted that those crines that would be expunged are tied
to those crinmes that current statute allows for set asides. She

listed those mmjor <crines that would be excluded: dr unk
driving, any degree of hom cide, manslaughter, kidnapping - with
t he exception of noncust odi al i nterference, reckl ess

endangernent, stalking, robbery, all forns of sexual assault,
unl awful exploitation of a m nor, indecent exposure, and arson.

10: 01: 01 AM

REPRESENTATI VE LYNN questioned if this would really be in the
interest of society. He said he was taught that actions have
consequences.

10: 01: 39 AM
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MS. SYLVESTER responded that "soneone can conmt a mnor

infraction of the law and society will never let them nove on
fromthat."” She offered an exanpl e.
10: 02: 46 AM

REPRESENTATIVE LYNN said there is wusually a place on an
application that allows for explaining the circunstances of a
crinme.

10: 03: 14 AM

MS. SYLVESTER replied that it's true; however, npbst often [a
prospective enployer, for exanpl e] won' t | ook at t he
ci rcunst ances. She reiterated that the current set aside

statute | eads people to believe that "they walk away fromit,"
but they only get a certificate that |eaves out the actual word
"expungenent . "

10: 04: 41 AM

CHAI R SEATON of fered clarification.

10: 06: 46 AM

REPRESENTATI VE GRUENBERG said he strongly supports the policy
behind the bill, but he sees a lot of problens with the way the
bill is currently drafted. He stated his concern that no one

from the Departnent of Law is present to testify. He requested
a copy of the citation from the previously nentioned Al aska
Suprene Court case. He noted that the fiscal note has "raised a
| ot of problens,” yet no one is present from the Departnent of
Public Safety.

10: 07: 21 AM

CHAI R SEATON enphasi zed that he would feel unconfortable noving
[HB 34] wthout giving a copy of [Version Y] to those who
generated the fiscal note.

10: 07: 59 AM

REPRESENTATI VE GRUENBERG remarked that usually the defendant has
the burden of proof. He referred to page 1, line 11, which
read: "The court shall issue the order if the court finds that
the person is not likely to reoffend.” He noted that the
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| anguage doesn't specifically say who has the burden of proof on
t hat i ssue.

10: 09: 08 AM

REPRESENTATI VE GRUENBERG said his second concern is in regard to
"the applicability" and effective dates. For exanple, page 2,
line 10, addresses destruction, but he noted, "You don't destroy
the records here, all you do is seal them" He expressed his
wi sh that the House State Affairs Standing Commttee deal wth
t hese i ssues before noving the bill out of commttee.

10:10: 12 AM

CHAI R SEATON stated his intent to send any anmendnents to the
Al aska State Troopers and the court system for comment and
revised fiscal notes. He reviewed that ideas for possible
anendnents are to address preponderance of evidence, limtation
on liability to the state, and applicability.

10:11:10 AM

REPRESENTATI VE GRUENBERG said he would like to work with anyone
el se interested to cone up with a new comm ttee substitute.

10: 11: 53 AM

CHAI R SEATON suggested that a word change may be needed on page
2, line 10, regarding the sealing of docunents.

CHAI R SEATON announced that HB 34 was heard and hel d.

The commttee took an at-ease from 10: 14:44 AMto 10:23:22 AM

HB 238- PUBLI C EMPLOYEE/ TEACHER RETI REMENT

[ Contains brief nmention of SB 141 and HB 191. ]

10: 23: 29 AM

CHAI R SEATON announced that the |ast order of business was HOUSE
BILL NO 238, "An Act relating to contribution rates for
enpl oyers and nenbers in the defined benefit plans of the
teachers' retirenment system and the public enployees' retirenent
system and to the ad-hoc post-retirement pension adjustnment in
the teachers' retirenent system requiring insurance plans
provided to nenbers of the teachers' retirement system the
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judicial retirement system the public enployees' retirenent
system and the former elected public officials retirenent
systemto provide a |list of preferred drugs; relating to defined
contribution plans for nmenbers of the teachers' retirenent
system and the public enployees’ retirement system and
providing for an effective date."

10: 23: 33 AM

CHAI R SEATON said the hearing's focus will be on the nedical
el ement . He noted that SB 141 was recently received from the
Senate and has nedical elements simlar to those in HB 191,

10: 24: 14 AM

KATHERI NE SHOW5, Staff to Representative Paul Seaton, Al aska
State Legislature, on behalf of Representative Seaton, sponsor
of HB 238, directed attention to a [two-page] handout show ng
possi bl e nedi cal scenarios for nmenbers of [the Public Enpl oyees'
Retirement System (PERS)] and [the Teachers' Retirenent System
(TRS)] before Medicare eligible age. She said the handout was
created by extrapolating data from a chart prepared by [Mercer
Human Resource Consulting ("Mercer")], which was distributed at
the House State Affairs Standing Commttee neeting on 4/14/05.

10: 25: 13 AM

CHAIR SEATON clarified that the charts from Mercer total [16
pages, including the contents page] and showed "Projected Val ues
for Heal th Rei mbursenment Accounts.”

10: 25: 31 AM

M5. SHOAMS noted one change in the aforenentioned two-page
handout is that in all the exanples, the retirenment age has been
changed from 55 to 60. She highlighted that [shown at the top
of the first page] the PERS "other" early hire, who works for 30
years and retires at age 60 would receive a 90 percent subsidy.
The nedical cost would be $304, 491, the subsidy anmount woul d be
$200, 739, and the anobunt paid by the health reinbursenent
account (HRA) would be $160,578. Wen the last two anounts are
subtracted from the first anmount, the net out-of-pocket expense
to the retiree for his/her 60-nonth pre-Mdicare nedical
coverage woul d be -$56, 826.

10: 28: 10 AM
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CHAI R SEATON clarified that the negative anmount nmeans that there
is still $56,826 in the health reinbursement account for that
enpl oyee. In response to questions from Representative
Gruenberg, he reviewed how the new handout correlates with the
Mercer handout, including that the page nunbers shown just bel ow
each chart in the new handout correlate with the pages of the
Mercer charts. He offered exanples and further details.

10: 33: 26 AM

M5. SHOANS highlighted the two other possible nedical scenarios
shown for PERS: "other" late hire, retiring at 60 with 20 years
and a 60 percent subsidy, wth and wthout spouse. She
explained that the second page shows the sane three scenarios
for TRS retirees.

10: 35: 35 AM

M5. SHOW5, in response to a question from Chair Seaton,
explained that the reason that the net anmount left in the
account is higher for TRS than PERS is because the average
salary for TRS enployees is higher and the percentage that was
put into the HRA woul d be |arger.

10: 36: 06 AM

CHAIR SEATON reminded the conmttee that when there is a
per cent age shown next to the HRA - for exanple 2 percent - that
percentage is on the average salary, not an individual salary.
Everyone gets the same HRA contribution, because a U S anti-
di scrim nation cl ause provi des t hat t here can be no
di scrim nati on between people based on salary. He stated that
the same is not true for the percentage that goes into a
person's subsidy anount.

10: 38: 52 AM

REPRESENTATI VE GARDNER offered her understanding that the
scenarios in the two-page handout are just "exanples of how the

system works." She observed that the exanples are for a person
who retires at the age of 60, when Medicare eligibility doesn't
begin for 60 nonths - at age 65; however, the age at which

Medicare eligibility begins is apt to change.

10: 39: 22 AM
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CHAI R SEATON answered that's correct. He clarified that the
intent of the bill is to have the retirement age be 60 nonths
[five years] before whatever the Medicare eligibility age is.
Therefore, the age is set at 60 for the current Medicare
eligibility age of 65, but it could shift should the Medicare
eligibility age be raised.

10: 40: 37 AM

M5. SHOWS concl uded highlighting the scenarios for TRS

10: 41: 55 AM

CHAI R SEATON rem nded the commttee that the scenarios are based
on the current actuarial assunptions, which he briefly reviewed.

10: 43: 24 AM

REPRESENTATI VE  GRUENBERG st ated hi s concern about t he
possibility that the actuarial figures nmay not be accurate.

10: 45: 07 AM

CHAI R SEATON rem nded the commttee that MIliman was hired to
conduct an audit on the Mercer Human Resource Consulting
actuarial nunbers and, beyond that, he indicated that he doesn't
know what el se can be done.

10: 46: 32 AM

REPRESENTATI VE GRUENBERG suggested that the only assunption that
the commttee can use is that it cannot predict. He i ndicated
that the only sure thing is that [nmedical costs] wll increase.

He suggested that sonething be built into the system that
requires the legislature, every few years, to reexamne the
heal th care pl an.

10:49: 11 AM

CHAI R SEATON responded that SB 141 tackles that issue through
its proposed reconstruction of the [retirement] board. He said
the commttee has a plan that is based on estimtes, so the
guestion is how to get a plan that works well, provides
benefits, attracts and retains enployees, and has fisca
stability. He said if nothing is done, the legislature would
basically be okaying the status quo. He stated his intent to

get all the choices on the table.
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10:51:12 AM

REPRESENTATI VE GARDNER |isted her view of the possible choices

the state has known costs and the enployees' costs vary
according to what the true costs are; the enployees' costs are
set and the states' vary; or the risk is shared by enployee and

enpl oyer. She observed, "But the plan that protects the
enpl oyer and the state by limting costs is a discouragenent
under our current system for ... recruitnment and retention of
enpl oyees, unless pay scales are higher." She said a lot of
peopl e have stated that they deal wth lower pay scales in
exchange for a nore secure retirenent. | f additional costs are
built into retirenent, [the enployer] wll have to give nore

[salary] to keep the enpl oyee.

10: 52: 18 AM

CHAI R SEATON tal ked about the 30-year enployee and the scenario
shown in the previously reviewed two-page handout. He said the
| egi sl ature has to decide what conparisons it wants to nake and
what it wants to "be able to afford to do."

10: 53: 27 AM

REPRESENTATI VE GARDNER responded that mnuch of [the outlined
scenario] is for an enployee who works for 30 years, and she
gquestioned how many people stay 30 years in the sane job today.

10: 53: 45 AM

CHAI R SEATON said, "You're right," yet rem nded Representative
Gardner that two of each of the PERS/ TRS scenari os were set up
for retirenent after 20 years.

10: 53: 51 AM

REPRESENTATI VE LYNN asked if there might be a way to design a
system whereby enployer/enployee costs fluctuate depending on
heal th care costs.

10: 54: 28 AM

REPRESENTATI VE CGRUENBERG said Chair Seaton has used a variable
whereby the retirenent age shifts with the Mdicare eligible
age, with 60 nonths between the two. He suggested allow ng
ot her vari abl es.
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10: 55:19 AM

CHAI R SEATON proffered, "As a percentage, it's not a fixed
dol I ar. It's a limted dollar, but it's a contribution that
does change as a percentage of the nedical cost."”

10: 55: 57 AM

REPRESENTATI VE LYNN clarified that he is trying to think of a
new i dea that the conmttee has yet not considered.

10: 56: 13 AM

REPRESENTATI VE M KE KELLY, Alaska State Legislature, said this
issue is so overwhelmng in ternms of future dollars that it
woul d behoove the legislature to be extrenely conservative "on

the theory that ... once you lock it in, that is going to be
| ocked in and renenbered for all tine to cone for that new cl ass
of enployee.” He said the nunbers show that young enpl oyees are

brought in the door by things other than retirenment benefits.

10: 58: 51 AM

REPRESENTATI VE CGRUENBERG noted that Representative Kelly said
retirement benefits don't bring new people into the system yet
he has been told the opposite. He enphasized that that is an
essential issue to address.

11: 00: 13 AM

CHAIR SEATON said he thinks there are two separate issues:
attracting people to the system and retaining people in the
syst em

11: 01: 55 AM

CHAI R SEATON said it would be known what the unfunded liability
woul d be going forward, because it would be set at a maximum 5
percent increase per year.

11: 03: 11 AM

REPRESENTATI VE ELKINS stated that he agrees with Representative
Kelly that the young are focused on dollars in the pocket rather
than retirement savings. 1In regard to pushing the bill forward,
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he said he would rather see a task force work on the bill over
the interimto put to a vote the first part of the next session.

11: 04: 18 AM

CHAIR SEATON said he appreciates Representative Elkins'
comments, but wants the conmmttee to work as work hard and fast
as possi bl e.

11: 04: 28 AM

REPRESENTATI VE KELLY indicated that he doesn't want to "buckle
under the pressure” and "ship it forward into an election year."
He stated that he is a strong advocate of putting a new board in
place with the charge of tuning up the plan. He concl uded, "W
can do it, if we have the wll."

11: 05: 19 AM

REPRESENTATI VE LYNN, regarding the notivation of enployees,
said, "The closer you get to retirenment the nore likely you are

to stay in there." Regardi ng Representative Kelly's comments
about an election year, he said, "I don't think we should vote
yeah and nay on this or any other bill in the |egislature based

upon what is and is not an election year."

11: 06: 54 AM

M5. SHOWS nentioned a study that shows that "salary's far nore
i nportant than benefits" for beginning teachers.

11: 07:19 AM

CHAI R SEATON directed attention to a one-page handout entitled,
"Conparison of the States Normal Retirenent by Age/Service,"
conpiled by the Senate Finance Conmittee from [Nationa
Association of State Retirement Administrators (NASRA)] public
fund survey data. The date shows the years and ages for various
retirement scenarios for teachers and "other" for all 50 states.

11: 09: 09 AM

REPRESENTATI VE GRUENBERG said he would l|like to see related
nunbers for federal governnment jobs.

11: 09: 47 AM
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M5. SHOA5S reviewed two individual pages, |abeled "A" and "B,"
showi ng details of major nedical coverage for HB 238 and SB 141,
respectively. [This information is available in the commttee
packet . ]

11: 12: 32 AM

REPRESENTATI VE GARDNER of f ered her understanding that, under the
proposed plan, if the retiree does not keep up wth his/her
prem um cost, he/she | oses both access to the system as well as
the 60-nonth subsidy prior to Medicare.

11:12: 38 AM
M5. SHOANS answered that's correct. She said this is an
encour agenent for "enploynment up to age 60." She added that if,

for exanple, an enployee serves for 30 years and retires early,
he/ she would have to "bridge the gap between [his/her] early
retirement age and 60 nonths pre-Medicare wth some other
qual i fi ed nmedi cal insurance."

11:13: 14 AM

CHAI R SEATON added that "other qualified nedical insurance”
could be insurance from a spouse or through previous enploynent,
for exanple. He offered further details.

11:15:15 AM

REPRESENTATI VE GARDNER stated that it seens unfair that if an
enpl oyee has worked 30 years and earned the 60 nonths pre-
Medi care care coverage but can't afford to keep up the prem uns
for the 10-12 years between retirement and eligibility, it wll
cost himlher "that entire 60 nonths." She said, "As you said,
it's an incentive to keep working, but it seens to sort of
unfairly stack the deck in favor of the enployer.™

11:16: 01 AM

CHAI R SEATON said that's not the intent. He clarified that the
intent is to say that the enployee cannot bring in to the system
five years of unserviced [accunulated and unaddressed nedi cal
probl enms] nedical costs. He said that's the purpose for
requiring that soneone retire directly out of the system He
said it's a conundrumthat is difficult to sol ve.

11:16: 49 AM
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REPRESENTATIVE LYNN proffered that the intent is not as
i nportant as what actually happens to the enpl oyee.

11:17:14 AM

CHAI R SEATON predicted that 30 years from now enployees wl
have a very definite incentive to remain enployed, because
medi cal costs will have risen so substantially.

11:18: 14 AM

CHAIR SEATON, in response to a question from Representative
Gardner, confirnmed that HRA funds can be used for insurance
prem uns. He added that they can also be used for any nedica

deducti ble or co-pay, for exanple. He described [the HRA] as
dollars in an enployee's pocket to spend on any qualified
nmedi cal expense, including insurance.

11:18: 43 AM

REPRESENTATI VE GRUENBERG asked if ol der people who are changing
careers will be attracted to work for the state or if they wll
be discouraged because they wll "never be able to have a

portable health care system™

11:19: 20 AM

CHAI R SEATON rem nded Representative G uenberg that some of the
scenarios that the commttee has seen are for enployees
beginning at age 40 and working for 20 years. He offered
further details.

11: 22: 07 AM

REPRESENTATI VE KELLY enphasi zed the inportance of portability in
a pl an.

11: 23: 11 AM

REPRESENTATI VE GRUENBERG indicated that it is inportant to many
to be able to change careers md-stream and [the result of
doing so as it relates to HB 238] would have to be carefully
expl ained to the public.

11:24: 02 AM
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CHAIR SEATON directed attention back to the aforenentioned
handout "A" and the l|ist of enployee percentages of prem um at

various years of service. In response to a question from
Representative Gardner, he stated that the subsidy base is
vari abl e and can escalate up to 5 percent a year. |If it rose to

7 percent, the enployee would have to pick up 2 percent.

11: 27: 09 AM

CHAI R SEATON hi ghlighted aspects of handout "B" to SB 141. He
noted, "There's less difference between the two plans in the
length of service and the subsidy you'll get." The conponent
for having 60 nonths pre-Medicare eligibility does not exist in
SB 141.

11: 28: 48 AM

CHAI R SEATON revi ewed sonme of the decisions before the conmttee
regarding the nmedical aspects of a retirenent plan. He asked
the commttee nenbers if they could decide whether they want to
support a pre-Medicare eligible plan or to "be |looking at
everyt hing post-Medicare eligible.”

11:31: 04 AM

M5. SHOAS directed attention to a one-page, doubl e-sided handout
[available in the conmttee packet], entitled, "Conparison of
O her States' Experience with Wdespread Defined Contribution
Pl ans. "

The commttee took an at-ease from 11:32:32 AMto 11:37:51 AM

11: 38: 03 AM

M5. SHOAS returned to the aforenentioned handout - "Conparison
of Qther States' Experience with Wdespread Defined Contribution
Plans" - and noted that Nebraska, Wst Virginia, and M chigan

are the states nost talked about when referring to defined
contribution (DC) plans, hence those are the states conpared
her e. She highlighted the details on the handout, which
i nclude: which enployees have a defined contribution plan, what
the enployee and enployer contribution rates are, the enployee
i nvest ment options, aspects of vesting and medi cal coverage, and
whet her the state is a social security enployer

11:40: 33 AM
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M5. SHOWS5, in response to a question from Representative Gardner
regarding Mchigan's enployee contribution rate, said she does
not know what the IRS maximum is, but it is a significant
anount . She offered an exanple illustrating scenarios for
enpl oyer match anounts in Mchigan, which she clarified are
significantly less than [HB 238] is suggesting.

11:41: 52 AM

M5. SHOWS, in response to a question from Representative
Gruenberg, said there are states that allow enployees to choose
between DC and DB plans. She noted that there are also
approximately 20 states that have a snmall portion of their
public enpl oyees under sone form of defined contribution plan.

11: 42: 30 AM

REPRESENTATI VE GRUENBERG observed that two of the three states
represented on the handout are changi ng back to DB pl ans.

11:42: 45 AM

M5. SHOAN5 reiterated that there are many states that have
elenents of a DC plan for some of their enployees. She
specified that the DB plan that Nebraska switched to is called a
"cash bal ance benefit" and is simlar to a DC plan. She said
that type of plan guarantees an investnent return of a certain
percentage on an enployee's account. She offered further
details. In response to a question from Representative

Gruenberg, she stated that currently there are 48 states that
are primarily using a defined benefit plan.

11:45: 19 AM

MS. SHOWS returned to her review of the handout.

11:47: 33 AM

M5. SHOWS, in response to a question from Chair Seaton, offered
her understanding that "vesting” neans, "Once you're vested in
your defined contribution account, you can take the full dollar
anount with you when you | eave enpl oynent."

11:47: 46 AM

CHAI R SEATON of fered an exanpl e.
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11:47: 54 AM

MS. SHOWS continued with her conparison of the three states.

CHAI R SEATON observed that the Mchigan plan is quite simlar to
HB 238.

M5. SHOWS noted the difference is that in the Mchigan plan the
enpl oyee doesn't have to retire directly fromthe system and the
percentage subsidy is "of the premum not of a subsidy base.”

11:50: 10 AM

M5. SHOAS drew attention to the backside of the handout, which
illustrates "the experience of the different states." She said
she read a wunion position paper regarding Wst Virginias
experience, which concluded that, simlar to Nebraska, when
enpl oyees have to nmnage their own accounts, they do not get
hi gh enough returns. She reiterated that many states have pl ans
with DC conponents, and she noted that those states are |isted
on the back page as being: Fl ori da, Montana, New Jersey, North
Dakota, ©Ohio, Louisiana, and South Carolina. Ms.  Shows
par aphrased from the bottom of the page, "In the private sector
nore than twi ce as many enpl oyees are under defined contribution
pl ans as defined benefit plans."

11:52: 06 AM

REPRESENTATI VE KELLY poi nted out:

Sone of those people that just noved into a DC began
to manage their own noney to sonme extent or another,

then hit the perfect storm that we're all here
because of, and it devastated the individual investor
as well as everyone el se. So, just as they got into
their own managenent, they got punched hard. So, it's
not surprising that given the timng of t he
conversions, that that happened.

REPRESENTATI VE KELLY nentioned the state's Supplenental Benefits
System (SBS) as being a nodel .

11:52: 56 AM

CHAIR SEATON highlighted that Nebraska, West Virginia, and
M chigan are all social security enployers. He noted that PERS
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enpl oyees have SBS and social security, while TRS enpl oyees do
not .

11:54: 22 AM

REPRESENTATI VE GRUENBERG questioned why TRS doesn't have the
option for SBS.

11:54: 50 AM

M5. SHOAS responded that it's because teachers' salaries are
significantly nore than that of PERS enployers. Furt her nore
many school districts have their own retirement plans for their
enpl oyees that are simlar to a defined contribution account.

11:55:55 AM

CHAI R SEATON indicated that the reason the states with defined
contribution plans are not happy wth them has to do with the

contribution rates. He stressed, "It's not so much whether it's
defined contribution or defined benefit, but it's how well we
structure the plan so that it's ... attracting and retaining
enpl oyees. And that's going to depend on how nuch of a
percentage ... we are willing to put into the plan.”

11:57: 26 AM

REPRESENTATI VE GARDNER, regarding the "Conparison of O her
States' Experience with Wdespread Defined Contribution Plans”
handout, noted that a Ilot of private enployers can offer
different incentives for enployees to stay, such as extra
vacation tinme, sabbaticals, and bonuses - all things that she
said "we don't generally have available."

11:58: 10 AM

CHAI R SEATON said one consideration would be to have [the Al aska
State Pension Investnent Board (ASPIB)] "do the investnent." A
deci sion woul d have to be made whether to have a broader variety
of investnent opportunities or to keep investnent costs down as
much as possible within the system"and | et that grow "

12: 01: 18 PM

CHAI R SEATON asked nmenbers to review SB 141 before it cones
before the conmttee on Tuesday, 04/19/05. He di scussed a plan
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to hear the bill in the norning and recess to a call of the
chair until Tuesday night.

12: 03: 00 PM

REPRESENTATI VE GARDNER nentioned Representative Lynn's earlier
comments about [not pushing sonething through the |egislature
based on whether an election years is or is not to follow]. She
noted for the record that she received a letter from Tim Steel e,
Presi dent, Anchorage School Board, which suggested that PERS/ TRS
i ssues should be carried over into the interim so that all the
key players can be invol ved. M. Steele also suggested that
heari ngs should be held around the state, with opportunities for
all sides.

REPRESENTATI VE LYNN clarified that he would like the commttee
to "proceed wth all deliberate speed" wthout rushing to
j udgnent .

JOHN ALCANTRA, testifying on behalf of NEA-Al aska, said that
organi zation is conprised of 12,500 public school enployees and

retirees. He noted that Governor Arnold Schwarzenegger of the
State of California recently decided to "go against the DC plan
for the tine being." He opined that several committee nenbers

have brought up a good point in recomending taking the tinme to
do things the correct way. He suggested that perhaps the reason
that sone states are changing directions is that they didn't
initially take the tinme to do things properly.

MR. ALCANTRA noted that about 8,000 of his nenbers are in TRS
and he said 7 out of 10 teachers in the state are recruited from
t he Qutsi de. He admitted that salary and intrigue about the
state is "a draw," but said in order to retain quality personne
the state needs a quality retirenent system

MR. ALCANTRA said teachers in TRS have a higher pension anount
because, as a general rule, they spend nore time in the
prof ession and neke nore noney than PERS enpl oyees. Teachers
don't have access to social security. He appl auded the
committee's efforts, but asked that the legislature take tine
over summer and fall to work with various groups, comunities
and task forces to ensure a quality plan is adopted that wll
recruit and retain personnel in both PERS and TRS. In closing,
M. Acantra disclosed, "I'm a vested nenber of PERS, and 1’|
be one of those folks that only had 6.5 years in the system but
will get a quality retirenent.”
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12: 08: 42 PM

SAM TRIVETTE, President, Retired Public Enployees of Alaska
(RPEA), paraphrased from the following witten testinony [with
some format, grammatical, and punctuation changes]:

I|"'m retired from the Departnent of Corrections after
32 years. N neteen years of that tine | served as the
Director of the Al aska Parole Board, and in that
capacity, worked closely with the legislature in a
conplete rewite of the Parole Adm nistration Act and
in rewiting other legislation and regulations. I
also worked as the Director & Deputy Director of
Probation & Parole, Chief Probation Oficer, Parole
Oficer, and Correctional Oficer. | have extensive
invol venent in |eadership positions in various non-
profit organizations at the local, state, and nationa
| evel spanning 5 decades.

| am currently the President of the Retired Public

Enpl oyees  of Al aska, having served in various
capacities on its Executive Board since 1999. In ny
capacity as President, |1 have attended nany of the

PERS/ TRS Board and ASPIB neetings in recent years. I
have watched them work and participated extensively in
t heir neetings.

| have attended or watched alnost all of the Senate
Finance Commttee hearings on their retiree bill since
it was introduced and spent countless hours discussing
issues surrounding retiree legislation wth nunerous
people. | have attended nany of the hearings and work
sessions of this commttee in the |last few weeks. I
don't consider nyself an expert on the retirenent
system but | do think | have gained nuch know edge
about the system over the last five years that gives
nme a reasonabl e perspecti ve.

12: 10: 09 PM

Let ne first conplenent the commttee in being willing
to respectfully listen to a diverse group of people
with an open mind and ask inportant questions. Fol ks
that | talked to in recent weeks that attended or
wat ched your hearings and work sessions were heartened
by your approach.
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In spite of sonme rhetoric to the contrary, everyone
|"ve talked to thinks the system needs change. But
citizens are asking that the problem areas be clearly
& accurately identified before we try to design fixes.

M. Chair, | thought you did an excellent job of your
overview of the system in your work session of Mrch
24. | hope all of the nenbers were able to listen to

those comments as well as the testinony provided at
your April 6 work session when the nenbers of PERS/ TRS
and ASPIB, and their attorney testified. | think that
information is critical to conmttee nenbers as you
devel op new | egi sl ati on.

Rolling all this together, here are sone of ny
observati ons:

1. The State's contracted actuaries nade nmgjor
errors in judgnent and in calculations that were
responsi ble for seriously understating the current and
future liabilities of the retiree systens - a few
nortality tables, salary schedules, nedical benefits,
[ and] statutory change inpacts.

2. Because of the significant errors beginning in
the md-90s, the actuaries' advice to the PERS/ TRS
Board resulted in the adoption of artificially [|ow
rates at a time when full funding would have resulted
in a nmuch lower shortfall today.

3. The many intended and unintended "enhancenents"”
created by the legislature or enployers over the years
have resulted in wunintended significant additional
liabilities for the systens. These "enhancenents”
refer to any law, regulation, or practice that allows
an enployee to capture a benefit that is not fully
actuarially funded. Many are |egislative decisions:
allowing |ocal governments to provide retirenent
benefits to elected officials with mniml system
contributions; allowing legislative staff to vest in
the retirenent system with full benefits with m ninal

contributions; [and] allowing sone Tier |l enployees
Tier | nedical benefits and not requiring full funding
of this change. Sonme others are the result of |oca
gover nnment deci si ons, such as al | owi ng seni or

enpl oyees significant overtinme pay during the three
hi gh years or paying bonuses to encourage retirenent,
significantly increasing the enployees retirenent pay.
4. Many of these practices have existed for decades,
including the transferring of enployees to [the] Bush
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- high geographical pay differential areas - for the
last three to five years of enploynent to allow for
large increases in retirement pensions. Let ne
stress: Not one enployee is commtting fraud on the
system or in anyway doing anything inproper by
follow ng these | aws, regulations, or rules. They are
not. The enployees are only using the rules set up by
the system But | believe these benefits that are not
fully funded nmust be altered.

12: 13: 12 PM

The | ogical question is: If all these laws and rules
were changed to disallow the unfunded benefits, how
much nmoney woul d be saved? Wuld there even be a need
to consider the drastic nove to a defined contribution
systen? |If you review the mnutes of the PERS and TRS
neetings last fall when they did not recomrend a new
defined contribution plan, they believed there were
many other options that they were not allowed to put
forth and study that could put the retirement systens
on sound footing. Besides renoving the "enhancenents"
al r eady di scussed, t he ot her options i ncl uded
increasing the enployee contribution, reducing the
enpl oyer Suppl enmental Benefits System contributions,
rai sing the nunmber of years of service before vesting,
and of course adjusting the health benefits package.
These options need to be fully considered before
adopting a defined contribution plan.

So, where do we go from here? | agree with you, M.
Chair, there is no evidence any of the three boards -
PERS, TRS, [and] ASPIB - have nade decisions in the
recent past that have adversely affected the funding
of the retiree systens. Quite the contrary, let ne
mention a few decisions by these boards that
positively affected the status of the funds. Most are
decisions by the PERS/TRS Boards that deal with the
"cost savings" or liability side of the equation.
Many nore exanples exist if you need additiona
i nformati on.

Most of you have heard about the education program on
generic drugs that is now saving $5-$6 MIlion a year
by encouraging retirees to use generic versus brand
name nedications and al so [have] prescriptions filled
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by mail order, resulting in further savings to the
st at e.

You probably haven't heard about the savings to the
state on paynents to the Term Life Insurance Program
Retirees and the state had been overpaying prem uns
and fees to the firm admnistering the retiree self-
funded program for years, resulting in nuch higher
paynments than necessary. This problem was identified
after continued probing of the PERS/ TRS Board nenbers.

PERS/ TRS retirees for years were paying nore than
necessary into t he sel f - funded retiree
dent al / audi o/ vi sual pl an. By pushing for accurate
expense information on the plan, the Board recomended
the state increase the benefits. The plan continued
to make these increased reinbursenents for three years
before the premiuns had to be increased. Thi s bought
a huge amount of good will from the retirees for the
systems attenpts to hold down retiree expenses.

12:15: 43 PM

Let's take a look at one mstake nade wthout the
direct involvenent in the details by the PERS/ TRS
Boards or RPEA vol unteers, which caused rmuch grief for
[the Division of] Retirenment & Benefits when trying to
successfully control system expenses. [ The division]
correctly identified sone retirees were using personal
credit cards to charge nedications, wthout notifying
the pharnmacies the custoner was a retired enployee.
Therefore, the retirenent system was charged a much
hi gher price for the drug. However, letters were
m stakenly sent to many retirees that were not a part
of the problem naking them angry at the state for
falsely accusing these retirees of increasing the
costs to the state. Also the letter threatened to
make the retirees pay the difference in costs, further
alienating the retirees, and nmaking it nore difficult
to engage themin cost cutting nmeasures in the future.

Anot her inportant decision was made by the PERS/ TRS
Boards several years ago. After receiving the
di sturbing news in the early 2000s, the funds that had
been over 100% funded were now projected to be Iless
t han 80% funded, the Boards asked for a second opinion
from anot her actuary. This second [actuarial] report
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pointed out sone of the nmjor problens wth the
state's [actuarial] assunptions, and these huge errors
have been corrected.

Qur bel i ef is that some significant pot enti al
solutions to cost cutting still have not been
identified. Most enployees understand the current gap
in funding and would be nore than willing to offer
information and potential solutions to this problem
Publicly solicit their input.

Everyone involved with the systenms has identified
health care costs as one of the primary culprits in
the funding shortfall. Skyrocketing health care costs
are a national crisis. There is nothing the
enpl oyees, the enployers, the retirees, or any of the
3 boards have done to cause this problem Until all
of us put pressure on Congress and the health care
industry to nmake changes, we wll be stuck with this
continued pressure on the retirenment funds. One clear
exanple is the new Medicare [prescription] drug |aw.
It prohibits the federal governnment from negotiating
drug prices with the pharnmaceutical conpanies. Now,
if you are trying to contain and reduce costs, how
much sense does that make? Different segnents of the
f eder al gover nment , i ncl udi ng t he Vet er ans
Adm nistration and the Departnent of Defense, have
been successfully saving huge suns of noney annually
by negotiating drug prices. W need to make health

care cost reductions the nunber one priority. I t
affects all publicly funded and private health care
systens. Skyrocketing health care costs are behind

the massive increases in Medicare, Medicaid, [and]
Wor ker Conpensation costs, as well.

M. Chair, your commttee bill is the only one
introduced this session dealing with retiree issues
that even attenpts to deal with the current funding
deficit. W applaud you for focusing on this critica
i ssue. And we appreciate your understanding that the
enpl oyers do need relief this year and the next year
in neeting their financial obligations to the pension
f unds. Hopeful ly, the upcoming [actuarial] review by
the Mchigan firm hired by the Legislative Counci

will shed nore light on [actuarial] issues resulting
in such a quick downturn of the calculation of the
fund projections. As you all have learned, it is
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these projections that are the largest factor in the
enpl oyer prem um increases today.

As the PERS/ TRS/ ASPIB contract attorney said, whatever
solutions you cone up wth nust be very carefully
crafted to avert additional unintended consequences in
the future. Thank you again for the opportunity to
testify.

CHAIR SEATON, in response to a question from Representative
Gardner, said Legislative Council is spending $20,000 to ask
anot her actuary to look at "the projections - the assessnent.”
He characterized this as a "second opinion of assunptions,"”
rather than a full audit.

12: 21: 37 PM

REPRESENTATI VE GRUENBERG stated that he would |ike the committee
to glean ideas for further |legislation from M. Trieste's
t esti nony. He asked M. Trivette how long ago the errors were
made by the actuarial firm

12:22: 11 PM

MR. TRIVETTE responded that the first error he is aware of is
the failure to adopt the 1994 nortality table. He added, "My
inmpression is that nost of those errors were discovered."” In
response to a followup question from Representative G uenberg,
he said he recently received information from NEA-Al aska that
there still may be sonme errors in the current system in terns
of the calculation of projected salary increases.

12: 23: 20 PM

REPRESENTATI VE GRUENBERG expressed concern regarding whether
there may be some legal recourse if the standard of care
required in the industry was not net.

12: 23: 41 PM

MR, TRIVETTE replied, "That was nentioned at some of the
testi nony present ed at [ a] Senat e Fi nance Comm ttee
tel econference,” and he said he doesn't know if anyone has
foll owed up on that. He said he thinks it would be prudent to

talk to the nenbers of PERS and TRS who were avail able "when
t hese reports were being presented to them"”
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12: 24: 50 PM

JERRY PATTERSON, President, NEA-Alaska/Retired, testifying on
behal f of NEA-Al aska/Retired, noted that he is also a forner TRS
Board nenber. M. Patterson read from his witten testinony
[included in the commttee packet], as foll ows:

| would like to start by meking sone observations. M

first observation is that what goes up will cone down
and what goes down w Il go up. Unfortunately, when
the stock market was wup, the PERS Board took the
recommendat i on of t he actuaries and | ower ed
contribution rates excessively costing PERS about
seven hundred mllion dollars in contributions and

ear ni ngs. While the TRS Board only dropped its rate
by a point, they were hit by a flood of early
retirements that conbined with the rate drop and | ost
earnings, resulted in a loss of over one hundred and
fifty mllion. Currently, the market has rebounded
and PERS and TRS conbi ned earned around seven hundred
mllion over the 8.25% assuned return that is not
reflected in the ~current actuarial report. In
addition ASPIB has a history of outperformng the
return assunption so already the condition of the
retirement funds are inproving.

My second observation is that things are never as good
or bad as they appear. When | was on the TRS Board,
we received twenty-five year projections show ng that

the contribution rate could drop to one percent. Now
we are getting reports that the contribution rate
needs to exceed thirty percent. O course those

projections are made from the low point in the cycle
Depending on the current condition of the retirenent
funds, projections can paint a very rosy picture, the
sky can be falling, or we can be sonewhere in between.
It would not be good policy to nake a decision that
has a drastic effect on the system forty years out
based on one snapshot in tine.

My third observation is that it is nost likely there
will always be an un-funded liability. Only once in
recent nmenory have our retirement funds been fully
funded and it has never before been a cause for
concern. It is not wuncommon to have an un-funded
liability. Even in 2001, at the peak of the stock
mar ket rise, fifty-three of the top one hundred public
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pension funds were less [than] a hundred per cent
f unded. A pension fund that is ninety percent funded
is considered very healthy.

My | ast observation is that the condition of the fund
changes all the tine. Even now, the information in
the reports you have received is outdated. When the
boards adopt contribution rates for two years ahead,
it is [based] on information that is nine nonths old
Most of the tinme those changes are slight so it
doesn't matter if the data is slightly behind the
tinmes. But occasionally the changes are significant.
Bet ween 2001 and 2002 our funding ratio dropped about
thirty points. However, half of that drop was due to
a change in the health cost assunption. It then
becomes very inportant to examine the health care
assunpti on. In the fall of 2003 Retirenent and
Benefits raised the health <care premum twelve
per cent . At the sane time they did a reserve study
and found that they had been accunulating excess
reserves over the previous three years in the anount
of twenty-two mllion dollars. They then turned back

to ASPIB twenty mllion. In the fall of 2004 health
care premuns went up less than six percent while the
anticipated rate was over eleven percent. Clearly,

there is a problemwth the health care assunption and
it needs to be reexam ned.

In looking to the future there are bright spots. The
di vision's canpaign to encourage nenbers to nove from
name brand drugs to generics has net with success and

there is room for nore savings. There are over
fifteen thousand nenbers between the ages of fifty-
five and sixty-four that will reach Mdicare age in

the next ten years saving the retirenent system | arge
amounts of noney, as Medicare becones the primary
insurer and the retirenent system secondary. W have
yet to take full advantage of PER s tiers two and
three and TRS tier two. Take TRS tier two for
exanpl e. In 2011 the first tier two teachers wll
have twenty years of service and will be eligible to
retire. However, they need twenty-five years of
service to receive nedical benefits. They will not
retire wthout nedical benefits. So for five years,
teacher retirements wll be reduced to a trickle. The
contributions to the system will increase while the
outlay for new retirenents will be reduced. And ASPIB
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has a long history of outperformng the earnings
assunpti on. Each one percent of excess earnings is
worth over a hundred and twenty mllion.

12: 28: 59 PM

The thrust of this new bill has been to reduce costs
to the system That does not nean that it will reduce
costs to the enployer. In fact, this bill could
increase future costs to the enployer. Whenever you

change retirenment |aw you change retirenent behavior.
Currently, the average age at the start of retirenent
is fifty-five for teachers and fifty-seven for public
enpl oyees. The difference between a starting
teacher's salary and a teacher at the top of the
salary scale is about thirty-five thousand dollars in
salary and benefits. If we average three hundred
teacher retirenents a year and those three hundred
teachers can not retire because they have no health
benefits, it wll cost school districts ten mllion
dollars a year to keep those people. If for instance
teachers feel they need to be close to Medicare age to
retire and add seven years to their career, it would
cost school districts seventy mllion dollars a year.

To summarize, we shot ourselves in the foot when we
dropped the rates excessively. W stressed the system
when we had a flood of wearly retirenents as the
enpl oyers' cost shifted their nbst expensive enpl oyees
onto the retirenent system W have a health care
assunption that doesn't appear valid. W have an
i nvestnment board that has historically outperforned
t he earni ngs assunption. W have projections that are
taken from the lowest point in the cycle and are
al ready outdat ed. W have yet to reap the ful
benefit of the new tiers already on the books. And we
know this bill wll not save any noney for years to
cone and in the end will probably cost the enployers
nore than they save. This is not a good recipe for
such a drastic change to the retirement system I
woul d urge you to vote no on this bill.

Thank you.

12: 31: 45 PM
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MR. PATTERSON addressed the previously nentioned fact that
teachers have no social security. He rem nded the conmittee
that during the end of the Twenty Third Legislative Session, a
resolution was passed asking the federal government to repea
the social security [Wndfall Elimnation Provision (WEP)] and
the [ Governnent Pension Ofset (GPO] provisions. He indicated
that when teachers becone vested in the system they |ose 60
percent of their social security, and he noted that teachers
currently vest at eight years. He interpreted the proposed
| egislation to nmean that a teacher would be vested on the first
day of enploynment and thus would |ose 60 percent of his/her
social security on that first day, "unless you get out of the

system and go back and continue your soci al security
menber shi p. "

MR. PATTERSON said he is concerned that he has heard no
proj ections regarding when the defined benefit plan will run out
of noney. He stated that if the defined benefit plan is
currently underfunded and closed, then there should be a
projection as to when and how long the noney wll |ast and how
much the liability will be to the state when the fund runs out
of noney.

12: 34: 02 PM

CHAI R SEATON reviewed that there are two ways the legislature
can fund the past service cost: by appropriating noney, and by
raising the contribution rates. He said the contribution rates
are not based solely on people who are in the defined benefit
program but on the total enployer salary base. He said, "W've
got a constitutional obligation - a suprene court decision -
that says we're going to pay the benefits. So, for ... anybody
that's currently in the system the benefits are guaranteed,
t hey' ve earned those benefits and they're fixed."

12: 36: 35 PM

MR. PATTERSON, in response to Representative Gardner, clarified
that the bill he urged the conmttee to vote against is HB 238.
In response to a question from Chair Seaton, he said the
problenms exist in the nedical portion of the system He

i ndi cated that the changes that need to be nade are primarily on
the TRS side of the system For exanple, he said he thinks
eight years to vest and get nedical benefits for a short-term
enpl oyee is too generous.

12: 38: 44 PM
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CHAI R SEATON said he doesn't want anyone to get the idea that
"we're counting everybody as if they're retiring at Tier I." He
of fered further details.

12: 39: 42 PM

MELANIE M LLHORN, Director, Health Benefits Section, Division of
Retirement & Benefits, Departnent of Revenue, testifying on
behalf of the division, directed attention to [a mnenorandum
included in the commttee packet] dated April 16, 2005, which
she sent to Chair Seaton. She highlighted from the menmorandum
that, as of the nobst recent actuarial valuation report of June
30, 2004, the accrued liability for retiree nedical obligations
to the state's retirees is $6.1 billion. In response to
guestions from Representative Guenberg, she said she doesn't
know what percentage of [the accrued liability] is inmmediately
payabl e today, but there are no outstanding bills. She said
"W are currently 70 percent funded for PERS ... [and] 62
[ percent] is our funding ratio for TRS."

12: 42: 48 PM

REPRESENTATI VE GRUENBERG pr of f er ed:

As | understand it, it's |like |looking at your
nor t gage: ... you mght have a $100,000 nortgage on
your $150,000 house, but it's not all due today.
Isn't that a good anal ogy?

12: 43: 03 PM

M5. MLLHORN said it is, because currently there are active
menbers who are eligible to retire and may or may not do so.
What is known is that 2,025 nenbers retired from all of the
systens in 2004, and in 2003, 1,800 parties retired.

12: 44: 21 PM

M5. M LLHORN, conplying with Representative G uenberg' s request
to use his nortgage analogy, said, "W are current on our
paynents."” She stated she does not believe that

12: 44: 30 PM
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REPRESENTATI VE GRUENBERG asked, "Do you see anticipated deficit
in our ability to keep current in our bills in the next ... five
year s?"

12: 44: 39 PM

M5. M LLHORN responded that she thinks the State of Alaska is
fully capable of paying its financial obligations under its
retirenment systens.

REPRESENTATI VE GRUENBERG asked, "Then why are we worrying?"

M5. MLLHORN replied, "Because we are at funding ratios of 70
percent and 62 percent when our targeted funding ratio is 100

percent, and we are approximately $5.7 billion underfunded. And
that under funding is expected ... to increase unless sone very
key things take place.” She detailed that those things would
i ncl ude: an infusion of $5.7 billion into the systens to nake

t hem whol e; having investnment returns higher than the expected
return of 8.25 [percent], which though it may be possible, has
not been determned to be probable; and creating a new tier
level as a long-term solution to the existing problem She
concluded that she does not want to see a continuation of the
unfunded system because of the obvious pain it causes enpl oyers.

12:47: 01 PM

REPRESENTATI VE GRUENBERG expl ained that he is trying to | ook at
the issue from the perspective of young people trying to decide
whet her to choose naking state service a career, rather than
fromthe point of view of the enployer.

12:47: 43 PM

REPRESENTATI VE LYNN asked if an econonm c boon to Al aska woul d be
of great assistance to PERS and TRS.

12:48: 23 PM

M5. M LLHORN responded that the legislature is the policy maker
regarding benefits and would have to decide what the benefit
level is and whether to provide additional relief to the current
under funded status. In other words, whatever beneficial
econom ¢ devel opnents occur to benefit the state have to be
translated into what the legislature is intending to do to dea
wi th the underfunded status for PERS and TRS.
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12:49: 14 PM

REPRESENTATI VE LYNN stated that to do anything, the state has to
have enough noney in its treasury.

12:49: 29 PM

CHAIR SEATON stated that there is enough noney currently,
because there is $6 billion in the earnings reserve and
approximately $2.2 [billion] in the constitutional budget
reserve (CBR), but "I don't think we're going to do that."
12:50: 14 PM

REPRESENTATIVE LYNN reiterated that if the state becones
weal thier, then sone portion of its noney could be used to help
resol ve the probl em

12:50: 36 PM

CHAI R SEATON said if that were the case, the legislature would
still have to create a bill that would transfer general funds to
the Division of Retirenment & Benefits in "the kind of numnbers
we're tal king about.” Regarding the three options |isted by M.
M Il horn, he said there is a fourth option: to increase the
enpl oyer contribution rate to pay off the past service cost. He
said, "We've got those scheduled in there right now. | nean,
don't know that we can live with them but those are the
proposed schedule at this point in tine." He asked Ms. MIIlhorn

if that is correct.

12:51:15 PM

M5. M LLHORN responded that's correct.

12:51: 59 PM

M5. MLLHORN, in response to a question from Representative
Gardner, explained that the introduction of a new tier would not
be an imediate relief to enployers, but would keep "the Iline"
from goi ng up. Furthernore, it would continue to bring "that
line" down until, after approximately 2029, the unfunded
liability would be paid off and a new normal cost would cone
into the system that is predictable, stable, and would provide
benefits to nenbers. She spoke of coments on a survey of
enployers [discussed at a previous comrittee neeting and
included in the commttee packet], which indicated that "the
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elenents in a new tier is what they wanted." She said, "Those
are the parties who have to recruit and retain and pay the
dollars for these plans; and | think their voice is especially
i nportant."”

12: 54: 00 PM

REPRESENTATI VE GARDNER of fered her understanding that even if a
new tier were adopted today, [the wunfunded liability] would
continue to grow, because it is not being addressed in any way
with the new tier.

12:54:23 PM

M5. MLLHORN offered her belief that introducing a new tier
woul dn't allow the unfunded liability to continue to escalate
and grow at "a larger proportion."

12:54: 44 PM

CHAI R SEATON confirnmed that the new tier wouldn't solve the past
service cost, because it's establishing a new normal service
cost and would be constructed in a way that it can acquire no
past service cost. He indicated that the benefit of the new
tier would be to stop the pattern of new enployees being hired
under the defined benefit system which results in a new past
service cost beyond that which already exists. He offered
further details.

12: 57: 26 PM

REPRESENTATI VE ELKINS of fered an anecdote to |lighten the room

12: 58: 22 PM

M5. M LLHORN reported that there wll be an actuarial assunption
study conducted this fall for PERS and TRS, at which tinme the
2000 nortality tables will be |ooked at, as well as all the
ot her underlying assunptions, including the health trend. She
said there is sonme consternation that the current health trend
is too low. She continued:

It is expected that a new assunption study wll be
performed on both of those systens, and it's expected
that there wll be additional Iliabilities as a

consequence. So, when the valuation cones back to all
of you, as of June 30, 2005, every change right now --
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The five percent liability <change - if that's

di scovered with the nortality table - or [a] change
that increases the health trend assunptions

translates into an increase to [the] PERS enployer
rate of 3.4 percent. If locate 5 percent additiona

liability, that rate is going up 3.4 percent to those
enployers. For TRS, it's 4.7 [percent].

That's the reality right now, and that's why |I'm
concer ned. ... W cover 54,000 Ilives wunder the
retiree nmedical plan right now. W also have exposure
with all categories of 90,000, which, when they have
one dependent, that's 180,000 nenbers. That's the
universe of the population that we're going to have
nmedi cal systempaid coverage available to in the
future, at sone point in tinme. That is our defined
benefit pl an.

REPRESENTATI VE ~ GRUENBERG observed that there are only
[ appr oxi mat el y] 600, 000 peopl e in Al aska.

1: 00: 42 PM

M5. MVLLHORN directed attention to the fourth page of the
af orenenti oned menor andum whi ch IS titled, "PUBLI C
EMPLOYEES' / TEACHERS' RETI REMENT SYSTEM HOUSE STATE AFFAIRS -
VEDI CAL | NFORVATI ON. " She said the page shows a breakdown of
all menbers in PERS and TRS. The total nunber of PERS and TRS
conbined is approximately 90,000, and each nmenber brings wth

t hem one dependent. She said, "Under Tier |, the projections
show that, between [age] 55 and 65, the cost to the system just
for the one nmenber - not including the dependent - is half a
mllion dollars.”

1: 03: 06 PM

CHAI R SEATON concluded that neans the cost to the system for
each dependent would be another half mllion.

1:03: 11 PM

M5. MLLHORN said the half mllion dollars is "a |locked-in
exposure that we have right now " She illustrated, for exanple,
that the lowend cost, just for the Tier |I nenber who retires at
age 55, is half a mllion dollars tines [42,674] nenbers.

1: 04: 03 PM
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REPRESENTATI VE KELLY rem nded the committee that, [regarding
proj ections], the first thing the consultant hired by
Legislative Council said was, "Don't be surprise if | come back
and tell you that it's too low "

1: 05: 24 PM

M5. MLLHORN, in response to questions from Representative
Gardner, said the nortality table currently being used is from
1994. She said Mercer Human Resource Consulting has indicated
that it will bring the 2000 nortality table into the assunption
experience study and will be nmaking a recomendation "for that
adoption. "

1: 06: 14 PM

REPRESENTATI VE GARDNER asked, "Wy would it take five years to
get a recommendation to adopt data that we know is the nost
accur ate?"

1: 06: 21 PM

M5. MLLHORN explained that the 1994 nortality tables are
nationally used and "the newest nortality table has recently
been available." She noted that the 1994 nortality table
projects forward increases in nortality. She said, "I think if
you were to check nost pension systens right now, there are not
that many that are using the 2000 table; it has recently been
made avail able.™ She explained that there is some time |ag
associated with [the adoption of nortality tables]. 1In response
to a request for clarification from Representative Gardner, she
said the recommendation in 2005 would be from the actuary to
adopt the 2000 table, whereas, in 2000, the recommendati on was
to adopt the 1994 table.

1: 07:42 PM

REPRESENTATI VE GARDNER asked why the tables are not being
adopted as soon as they are avail abl e.

1:07:54 PM
M5. M LLHORN offered her understanding that there are experience

and assunption studies done, the last one was done in 2002. The
factors from the studies are considered, and changes are nade
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accordingly. She indicated that the studies are conducted every
four to five years.

1: 08: 55 PM

REPRESENTATI VE GARDNER said she would like to find out from the
actuaries why the latest data isn't just routinely incorporated
as soon as it's avail able. She said she is also curious what
the average enployee spends on nedical costs over the lifetinme
of enploynent and retirenent. She said she is wondering if the
system could offer up to a certain amount, for exanple.

1: 09: 53 PM
M5. M LLHORN said she would | ook into that question.
1:10: 26 PM

REPRESENTATI VE GARDNER offered further details regarding the
i nformati on she would Iike.

1:10: 55 PM

CHAIR SEATON recollected that the legislature "recently
increased from 1l mllion to 2 mllion ... per individual." He
said there is also an availability so that if there are two
people within the state system "you can get the same coverage
under the spouse.™ He asked Ms. MI Il horn, "Wen was that that
the legislature increased [the] state benefit?"

1: 11: 17 PM
M5. M LLHORN answer ed:

That was actually the conm ssioner of [the Departnent
of] Adm nistration. In 1999 there were a nunber of
plan changes that occurred wth the retirees -
probably about eight or nine - and that was one of the
changes that took place. And the thought process in
1999 was that there would be a nunber of enhancenents
to the retiree nmedical plan, and there were a nunber
of correspondi ng decreases to the nedical plan. They
were supposed to be offset and be neutral to the plan.
So, for exanple, the increase for lifetine benefit was

from$l mllion to $2 nmillion .... There was also
an increase in the deductibles, ... [and] the co-share
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portion. There were a nunber of changes with
correspondi ng enhancenents and decreases, as well.

What happened there is ... when those changes were
i npl emented, the State of Alaska was sued ... by [the
Retired Public Enployees' Association (RPEA) and NEA-
Al aska], and that lawsuit is still pending resolution

It went to the Al aska Suprenme Court; it's cone back to
the superior court for an analysis of those changes.
And the State of Al aska argued that the framers of the
constitution could not possibly have included the
nmedi cal conponent, based on when the constitution was
enacted, because nedical costs were not added to the
retiree plan wuntil the 1970s. They lost that
ar gument . C The Al aska Suprenme Court concl uded
that nedical benefits are part of an accrued benefit
to the retirees.

M5. MLLHORN, in response to a question from Representative
Lynn, said the nortality tables that are constructed are
nati onal tables.

REPRESENTATI VE LYNN indicated that, "for these purposes,” he
cares only about what the death rate is in Al aska.

1:14: 47 PM

CHAI R SEATON said the commttee would "have to get the [actuary]
to give us the answer on how they apply that to Al aska." He
poi nted out, "Not only does it not nake any sense for Alaska, it
has to be the working popul ati on of Al aska."

1:15: 42 PM
REPRESENTATI VE ELKINS asked Ms. MIlhorn if he understood her
correctly to say that there is a "formula within the actuary

that allows us to adjust for the |apse of tine for ... noving up
toward the new actuary.”

1:16: 04 PM
M5. MLLHORN stated her understanding that even when the
nortality table is labeled 1994, there are built-in projections

in that table that project into the future.

1:16: 36 PM
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REPRESENTATI VE ELKINS observed that, in reality, the lapse isn't

as bad as it |ooks. In response to comments from Chair Seaton
said, "Somewhere along the line, sonebody did not nake the cal
to upgrade it, and it caused the shortfall.” He said he is not

trying to appoint bl ane.
1:18: 27 PM

M5. M LLHORN said, "Essentially, what you're doing is you don't
have an accurate accounting of your Iliability when you have
waited 2.5 years to have a nortality table that is nore updated,
because the benefits to all your benefit recipient - 27,000 - is
to increase those by 2.8 years."

1:19:12 PM

REPRESENTATI VE CGRUENBERG said it sounds like there was
insufficient control in auditing of the actuary and other states
are experiencing simlar deficits in their systens.

1: 19: 59 PM

M5. MLLHORN confirnmed that nost, if not all, defined benefit
pl ans are "facing sone very serious struggles.™

1: 20: 06 PM

REPRESENTATI VE GRUENBERG said he is wondering if there are
common roots of the problens, and whether sone of those roots
are problens with the actuarial nethods that have been used
across the country.

1: 20: 28 PM

M5. MLLHORN responded, "Each ... system would have to be
analyzed ... independently to make a determ nation about the
under | yi ng factors t hat are causi ng their particul ar

ci rcunst ance. But universally, what we have heard in the nedia
is that some of those factors that are common to all of the

defined benefits plans right now include: rising health care
costs, ... loss of investnment inconme, [and] ... actuarial
assunptions that have changed that have increased our
liabilities." She stated that she is certain if other defined

benefit plans were studied, they would be simlarly situated
She offered an exanpl e.

1: 22: 15 PM
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REPRESENTATI VE GRUENBERG noted that a few years ago there were
simlar problenms in the private pension system and the federal
government stepped in. He questioned whether there should be
st andardi zed nethodology "so we don't continue to face these
probl ens. "

1: 22: 58 PM

M5 MLLHORN noted that MIliman did not find that the state's
actuary [Mercer Human Resource Consulting] had "nmade assunptions
that were anywhere out of the tolerance l|level that would be
acceptable.”™ She encouraged the conmttee to read the findings
included [in MIliman's report].

1: 24: 53 PM

M5. MLLHORN directed attention to an article from the Wall
Street Journal, dated March 2005, which tal ked about the fact
that Jlarge enployers are noving away from "coverage for
dependents for retirees.” In response to a question from
Representative G uenberg, she confirnmed that "as of that date of
retirement, anyone who retired after that date did not have
dependent coverage" even though they thought they would have it.
She said, "It may not be fair, but it is legal."

1:26: 45 PM

CHAI R SEATON clarified that that is not the situation in Al aska,
because the constitution says that accrued benefits "have to be
foll oned through.”

1: 27: 43 PM

REPRESENTATI VE GRUENBERG asked, "Does this include dependents of
the executives, or just the wrkers who are covered by
col | ective bargaini ng agreenents?"

1: 27: 53 PM

M5. M LLHORN responded that she doesn't know that the article
speaks to that directly, but she assunes it nakes no difference.
In response to a followup question from Representative
G uenberg, she offered further details regarding the article in
the Wall Street Journal

[ HB 238 was heard and hel d.]
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ADJ OURNVENT

There being no further business before the commttee, the House

State Affairs Standing Committee neeting was adjourned at
1:31:23 PM
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