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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 nbursenent plans for nenbers of the teachers' retirenent
system and the public enployees' retirement system who are first
hired after July 1, 2005; relating to wuniversity retirenment
prograns; establishing the Al aska Retirenent Managenent Board to
replace the Alaska State Pension |nvestnent Board, the Al aska
Teachers' Retirement Board, and the Public Enpl oyees' Retirenent
Board; adding appeals of the decisions of the admnistrator 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' retirenment 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 retirenent plan; and providing
for an effective date.”
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HOUSE JO NT RESCLUTI ON NO. 12
Proposi ng amendnents to the Constitution of the State of Al aska
relating to the repeal of the budget reserve fund.

- SCHEDULED BUT NOT HEARD

HOUSE Bl LL NO. 238

"An Act relating to contribution rates for enployers and nenbers
in the defined benefit plans of the teachers' retirenent 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 retirenent system to provide a list of
preferred drugs; relating to defined contribution plans for
menbers of the teachers' retirenent system and the public
enpl oyees' retirenent system and providing for an effective
date."
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Juneau, Al aska
PCSI TI ON STATEMENT: Presented SB 141 as sponsor.

MELANI E M LLHORN, Director

Heal th Benefits Section

Division of Retirenent & Benefits

Depart ment of Adm nistration

Juneau, Al aska

PCOSI TI ON  STATEMENT: Answered questions on behalf of the
di vision during the hearing on SB 141.

G NCER EVENS

Pet er sburg, Al aska

POSI TI ON  STATEMENT: Testified on behalf of herself in
opposition to SB 141.

DORI' S TANNER

Wl 1l ow, Alaska

PCSI TI ON STATEMENT: Testified on behalf of herself to urge the
commttee to postpone a decision on SB 141 wuntil further
research has been conduct ed.

CONTESSA GOSSETT

Pal mer, Al aska

POSI TI ON  STATENMENT: Testified on Dbehalf of hersel f in
opposition to SB 141.

ANDREA ANDREWS

Pal mer, Al aska

POSI TI ON  STATEMENT: Testified on behalf of hersel f in
opposition to SB 141.

KEVI N BRENNAN

Kodi ak, Al aska

PCSI TI ON  STATEMENT: Testified on Dbehalf of hi nsel f in
opposition to SB 141.

PAT HOLMES

Kodi ak, Al aska

PCSI TI ON STATEMENT: Asked the commttee to put off a decision
regarding SB 141 until further information and options have been
consi der ed.

CARLENE AUGE

Sal cha, Al aska

PCOSI TI ON STATEMENT: Testified on behalf of herself during the
heari ng on SB 141.
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BONNI E SULLI VAN
Fai r banks, Al aska
POSI TI ON STATEMENT: O fered comments and concerns about SB 141.

TI M VI AVANT
Fai r banks, Al aska
POSI TI ON STATEMENT: Testified in opposition to SB 141.

SCOTT LEI GH
Fai r banks, Al aska
PCOSI TI ON STATEMENT: Testified in opposition to SB 141.

MARTI N BRANVI LLE

Fai r banks, Al aska

PCSI TI ON STATEMENT: Testified on behalf of hinself during the
hearing on SB 141.

JEFF JABUSCH, Finance Director

Cty of Wangell

W angel |, Al aska

PCSI TI ON STATEMENT: Testified during the hearing on SB 141 to
express that the bill is generally on the right track.

BOB PLUNELLA, Gty Manager

Cty of Wangell

W angel |, Al aska

POSI TI ON  STATEMENT: Indicated his concurrence wth the
testimony of M. Jabusch, during the hearing on SB 141.

LESLI E SI MVONS

Anchor age, Al aska

PCSI TI ON  STATEMENT: Testified on behalf of herself and the
sout hcentral state supervisors [APEA AFT-SU during the hearing
on SB 141.

PAT LUBY, Advocacy Director

AARP- Al aska

Anchor age, Al aska

PCSI TI ON  STATEMENT: Di scussed the consequences of swtching
from a defined benefit plan to a defined contribution plan,
during the hearing on SB 141.

STACY QATES
Anchor age, Al aska
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POSI TI ON STATEMENT: Testified on behalf of herself to relate
three main issues she has wth SB 141, and to ask the
| egi slature to slow down it's process.

STEVE HOFFMAN

Ket chi kan, Al aska

POSI TI ON STATEMENT: Testified on behalf of hinself during the
hearing on SB 141, and warned that a new tier may erode the
capability of the state to attract good enpl oyees.

CHARLI E ARTEAGA

Ket chi kan, Al aska

PCSI TI ON  STATEMENT: Testified on behalf of  hinself in
opposition to portions of SB 141, including those related to
changing to a defined benefit plan and | owered nedi cal benefits.

DUANE MORAN, Presi dent

Anchorage Council of Education

Anchor age, Al aska

POSI TI ON STATEMENT: Testified on behalf of the council during
the hearing on SB 141, and said a defined contribution plan
woul d make it easier for enployees to | eave the state.

SANDRA BESSER, Presi dent

Fai rbanks North Star Borough Enpl oyee Associ ation

Local 6125 APEA AFT

Fai r banks, Al aska

POSI TI ON STATEMENT: Testified in opposition to SB 141.

BURNS COOPER

Fai r banks, Al aska

PCOSI TI ON STATEMENT: Testified on behalf of hinself during the
hearing on SB 141 to address issues regarding recruitnent,
retention, and the chall enges of saving for retirenent.

GERRY GUAY, Chair

Sout hcentral chapter, state supervisory, [APEA AFT-SU

Cordova, Al aska

POSI TI ON STATEMENT:  Testified during the hearing on SB 141, and
rel ated concerns regarding the benefits and recruitnent.

SANDRA BOATWRI GHT

Fai r banks, Al aska

POSI TI ON  STATENMENT: Testified on behalf of hersel f in
opposition to SB 141.

PAULETTE WLLE
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Fai r banks, Al aska
POSI TI ON  STATEMENT: Testified on behalf of her sel f in
opposition to SB 141.

VI QLA "VI" JERREL, Ph.D.
Hormer, Al aska
PCSI TI ON STATEMENT: Testified in opposition to SB 141.

TI' M JESTER

No address provided

POSI TI ON  STATEMENT: Testified on behalf of hinself in
opposition to SB 141.

LUKE HOPKI NS

Fai r banks, Al aska

PCSI TI ON  STATEMENT: Suggested that the committee consider
holding SB 141 through the interim and establishing a review
cormmittee that would nove around the state and take testinony
fromthe public

M KE DAVI DSON

No address provided

POSI TI ON  STATEMENT: Testified on behalf of the Al aska
Prof essional Fire Fighters Association in opposition to SB 141.

BEN STEWART

Fai r banks, Al aska

POSI TI ON STATEMENT: Testified on behalf of hinself during the
hearing on SB 141, and asked the committee to slow the process
down and listen to constituents.

M KE HARBAUGH

Pal mer, Al aska

POSI TI ON  STATEMENT: Testified on behalf of hi nsel f in
opposition to SB 141.

JOE DI NNOCENZO

Kodi ak, Al aska

PCSI TI ON STATEMENT: Testified on behalf of hinmself to address
the issue of recruitment and retention as it relates to SB 141.

JOHN DI CKENSON

Anchor age, Al aska

POSI TI ON  STATEMENT: Testified as a supervisory enployee
representative to APEA AFT-SU, during the hearing on SB 141.

ROSS MARLEY
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Homer, Al aska
POSI TI ON  STATEMENT: Testified on behalf of hi msel f in
opposition to SB 141.

BARBARA RI CH

Fai r banks, Al aska

POSI TI ON STATEMENT: Testified on behalf of herself during the
hearing on SB 141, and answered questions fromthe commttee.

JI M DUNCAN, Busi ness Manager

Al aska State Enpl oyees' Association (ASEA)

Anchor age, Al aska

POSI TI ON STATEMENT: Testified on behalf of the approximtely
8,000 current active ASEA nenbers in opposition to SB 141.

DOUG STARK, DPA

Honmer, Al aska

PCOSI TI ON STATEMENT: Testified on behalf of hinself during the
heari ng on SB 141.

MARY GRAHAM

Juneau, Al aska

PCSI TI ON  STATEMENT: Testified on behalf of her sel f in
opposition to SB 141.

KEVIN RI TCH E, Executive Director

Al aska Muni ci pal League (AM.)

Juneau, Al aska

PCOSI TI ON STATEMENT: Testified on behalf of AML in support of
the efforts being nmade by the legislature, and to explain the
percentage i ncreases being faced by nmunicipalities.

TOM BRI CE

Al aska State District Council of Laborers

Juneau, Al aska

PCSI TI ON  STATEMENT: Testified on behalf of the council and
answered questions from the committee during the hearing on SB
141.

JI M HORNADAY, Mayor

Cty of Homer

Honmer, Al aska

PCOSI TI ON STATEMENT: Testified in support of some provisions in
SB 141.

TOM HARVEY, Executive Director
NEA- Al aska
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Anchor age, Al aska
PCOSI TI ON STATEMENT: On behal f of NEA-Al aska, made suggestions
for changes to SB 141 and answered questions fromthe commttee.

RON KI NG

Juneau, Al aska

POSI TI ON STATEMENT: Testified on behalf of hinself during the
hearing on SB 141, to discuss the issue of conpetition from the
private sector, and to answer questions fromthe conmttee.

BETH WYTHE

Hormer, Al aska

PCOSI TI ON STATEMENT: Testified on behalf of herself to express
concerns regarding SB 141.

KEVI N BROOKS, Deputy Conmm ssi oner

O fice of the Conm ssioner

Depart ment of Adm nistration

Juneau, Al aska

PCOSI TI ON  STATEMENT: Answered questions on behalf of the
departnment during the hearing on SB 141.

ACTI ON NARRATI VE

CHAIR PAUL SEATON called the House State Affairs Standing

Commttee neeting to order at 8:08:51 AM Represent ati ves
Gatto, Elkins, Ranras, and Seaton were present at the call to
order. Representatives Lynn, Gardner, and G uenberg arrived as

the neeting was in progress.

SB 141- PUBLI C EMPLOYEE/ TEACHER RETI REMENT/ BOARDS

CHAI R SEATON announced that the first order of business was CS
FOR SENATE BILL NO 141(FIN), "An Act relating to the teachers'
and public enployees' retirenent systens and creating defined
contribution and health reinbursenent plans for nenbers of the
teachers' retirenment system and the public enployees' retirenent
system who are first hired after July 1, 2005; relating to
university retirement progr ans; est abl i shing the Al aska
Retirement Managenent Board to replace the Al aska State Pension
| nvest ment Board, the Al aska Teachers' Retirenent Board, and the
Public Enployees' Retirenent Board; adding appeals of the
decisions of the admnistrator of the teachers' and public
enpl oyees' retirement systens to the jurisdiction of the office
of adm nistrative hearings; providing for nonvested nenbers of
the teachers’ retirement system defined benefit plans to
transfer into t he t eachers’ retirement system defined
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contribution plan and for nonvested nenbers of the public
enpl oyees' retirenment system defined benefit plans to transfer
into t he public enpl oyees' retirement system defined
contribution plan; providing for political subdivisions and
public organizations to request to participate in the public
enpl oyees' defined contribution retirenment plan; and providing
for an effective date.”

SENATOR BERT STEDMAN, Al aska State Legislature, presented SB 141
as sponsor. He reviewed that several years ago, sonme actuaries
asked another actuary group to perform an actuarial audit, the
result of which was that there were sone adjustnments to the
liability portion of the state retirement plan that caught the
state, school system and nunicipalities by surprise. The
liabilities in one year junped up a few billion dollars, and
peopl e wanted to know why. Last year was the second year that
the nunbers were "out" and, with no plan in place to deal wth
the escalations, the |legislature approached the adm nistration

who began a process of having the boards that oversee the
retirement systens consider possible alternatives, solutions, or
recomendat i ons.

8:13:48 AM

SENATOR STEDVAN said the boards |ooked for conparisons wth
other states and with mmjor conpetitors in the state, and they
produced two new tier proposals: one was a 100 percent defined
contribution plan, and the other was a conbination of a defined

contribution plan and a defined benefit pl an. He offered his
understanding of the history of the events that occurred between
that time and the present. He said this issue affects every

enpl oyee and those retired.
8. 16: 56 AM

SENATOR STEDVMAN said the Senate Finance Conmittee took both
plans and started the process of finding the pros and cons of
each. He said the first two goals of that commttee were to:
address the issue of retention and remain conpetitive, not only
in Alaska, but also in the Northwest.

8:18: 54 AM

SENATOR STEDVAN remarked that the existing Tier | retirenent
plan is "extrenely rich." Sone adjustnents were nmde in
conpiling the Tier Il plan, and still further adjustments were
made to create the Tier 111 plan. He said [the Senate Finance
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Comm ttee] chose to use a 100 percent defined contribution plan,
because it felt it was nore portable. He noted that today's
enpl oyees typically have multiple careers and nove around a | ot.
He stated that, over the |ast decade, the federal governnment has
nodified the retirenent rules to make things nore portable
between the different retirenent plans and systens that it has

around the country. Senator Stedman said there are sone
l[iability issues with a defined contribution plan that "we're
all struggling with." He clarified that there is little ability
to nove and adjust the current tier structures. He noted that

the defined contribution plan, on the other hand, is nuch nore
flexible; it allows the enployer to respond in the event that
there are financial conditions - both positive and negative - or
in the event that "you becone at a disadvantage in attracting or
retai ning your enpl oyees."

8:22:10 AM

SENATOR STEDMAN acknowl edged that the House State Affairs
Standing Conmmittee began a process simlar to the Senate's in
reviewing alternative plans. He observed that there are many
simlarities between the House's bill and SB 141. Bot h bodi es
began with plans from the tier review comrttee and noved
forward fromthere.

8:23:27 AM

SENATOR STEDMAN addressed the key issues of the plan. He
directed attention to a handout in the conmttee packet entitled
the "CSSB 141(FIN) Wal kthrough,” and indicated that he would
offer a synopsis of it. He stated his intent is to provide sone
background information because there seens to be a lot of
m si nformati on concerning the issue.

SENATOR STEDMAN |isted the key el enents of SB 141: to establish
a defined contribution plan, a retiree nmedical benefit plan, and
a health reinbursement arrangenment; to replace the [Public
Enpl oyees' Retirenent System (PERS)] board, the [Teachers'
Retirement System (TRS)] board, and the [Alaska State Pension
| nvestnent Board (ASPIB)] with a new, 9-nenber Al aska Retirenent
Managenent Board; to establish the new board's role to bal ance
the assets and liabilities, possibly over a decade or two; to
transfer the quasi-judicial responsibility of hearing appeals to
the Ofice of Admnistrative Hearings [within the Departnent of
Adm ni stration]; to transfer to t he conm ssi oner of
adm ni stration t he responsibility for adopti ng system
regul ations, and review and waver requests; and to set the
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actuarial conputed normal cost rate as a floor to the annua
enpl oyer contribution rates.

SENATOR STEDMAN |isted the benefits of SB 141: to strengthen
managenent in fiduciary oversight; to inprove the ability to
protect and control costs; to provide near-term financial relief
to enployers; and to pave the way for developing a long-term
financial fix. He said the bill would not address the under
funding liability of $5.7 billion. He explained the reason for
that is that there are structural problens with how the system
is set up, and if the state pours hundreds of mllions of
dollars into the problem it will never be fixed. He said there
is a two-step process. The first step is to restructure the
board system to have nore accountability and control, and the
second is to ask the new board to do a review and return to the
| egislature with recommendati ons next year.

8:28:43 AM

SENATOR STEDMAN said the followi ng was done over the |ast year
enpl oyer surveys, nenber focus groups, benchmarking benefit
| evel s, denographic projections, i nmplications of Medi car e
changes, consideration of trans issues and alternatives, and
cost anal yses and projections. Senator Stedman made conpari sons
bet ween the current and proposed plans. Under the current plan
the benefit is based on salary and length of service and is
"paid to life" and to the survivors, which nay or may not be a
benefit to the enployer. Under the proposed plan, the benefit
woul d be based on the anpbunt of noney invested and what is
earned over time and is paid until such tinme as the funds run
out or the noney is transferred to the retiree's heirs. He
menti oned that the defined contribution plan is portable; it can
be rolled over to the next generation. Senator Stedman said the
future benefit paynents under the defined benefit plan are not
affected by the plan funding level; it nakes no difference to
the beneficiaries under the current plan if the plan is over or
under funded. He said the liabilities of the school system are
basically pushed back to the state, because of the constitution.
The liabilities of the nunicipalities are not an obligation of
the state; however, at tines when there is substantial distress
within the finance community on issues |like this, the state has
the obligation to step up and hel p.

8:32: 21 AM

SENATOR STEDVAN said PERS and TRS are exanples of a defined
benefit plan, while the state's supplenental benefit plan (SBS)
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is an exanple of a defined contribution plan. He said the
advantages of the defined benefit plan are the pooling of
| ongevity risk, a guarantee of incone stream and that the
system favors |onger service and older enployees. The
advantages to the defined contribution plan are its portability,
the fact that it's self directed and predictable - particularly
regarding cash flow to the enployer, and its stable costs and
| ower long-term adm nistrative costs. The challenges on the
current system are that the enployer bears all the investnent
risk, the liabilities have to be estimated, health care costs
are rising, and other costs are uncontrollable. The
di sadvantages to the defined contribution plan are that the
enpl oyee bears the investnent risk and there must be enployee
education and accurate retirenment planning.

8:34:46 AM

SENATOR STEDMAN noted that the contribution rate is the sinple
percentage of payroll required to pay the benefits earned. He
said currently it's split approximately 60/40, but SB 141 would
adjust that split to roughly a 50/50 split at "50 basis points
per year change,"” which he said is one half of 1 percent. It
does not include the past service cost or the unfunded liability
- that's the responsibility of the enployer, which is [the
state]. He continued as foll ows:

That change for the average |[PERS] enployee earns
$43,800 a year. The first year it's going to cost
them $18 before tax - roughly $14 after tax. After
it's fully inplenmented over 6 years, the change before

tax is $121 a nmonth - after tax is about $96. I n
today's dollars it's $81 a nonth. And that's before
collective bargaining works its nagic. And we al

understand how that works .... The TRS nunbers are
fairly simlar. The average TRS enployee's right
under $54, 000. It would cost, the first year, $22 a
nonth - after ... tax about $18 per nonth. After it's

fully inplenmented, $125 - in today's dollars about $86
- and it would take five years to get there.

8:37: 06 AM

SENATOR STEDMAN said SB 141 would place the system assets and
liabilities with one board and increase the frequency of review
any tinme there is "a reporting and adopting of the actuari al
assunptions.” The bill would also increase the enployer
representation on the board. He explained that the enpl oyer has
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the ultimate responsibility for the liabilities and needs to be
"plugged in" and have nore influence on calling the shots,
because when things go wong, the enployer is the one that has
to conme to the table and cover the liabilities. He stated that
the bill would establish mninmm professional qualifications of
t he board. He said it's no benefit to the enployer to have a
board that doesn't spend much tine dealing with the actuari al
i ssues invol ved.

SENATOR STEDVAN reiterated that the bill would nove the appeal
process to the Ofice of Admnistrative Hearings and power the
commi ssioner of the Departnent of Administration to do the day-
to-day and system operations. He noted that currently the PERS
and TRS Boards spend roughly 80 percent of their tinme on
appeals; as a result, 80 percent of what those boards do wl

di sappear . The other two responsibilities of the board are to
set the enployer contribution rate and accept the actuarial
assunpti ons. Those two functions belong in the group that

manages the assets, he said, thus those tw itenms would be
shifted to the new board and the entire work of the PERS and TRS
Boards woul d di sappear. He said there is a classic asset and
l[iability msmatch, nuch |ike when the savings and |oan
associ ations "all went broke."

8:40: 56 AM

SENATOR STEDMAN addressed the health reinbursenent arrangenent
(HRA) . He noted that currently, if a person is qualified to
retire, the state picks up the health insurance "from there
forward.” Under the proposed plan, the state would pick up the
heal t h benefit cost when the person reaches Medi car e
eligibility, which currently is age 65. The plan has a health
rei nbursenent arrangenent to supplenent the insurance prem uns,
i f needed. Enpl oyer contributions would be set at 2 percent of

the average PERS group salary and would go "into the pot." He
explained that that is a 100 percent enployer contribution that
conmpounds, tax-deferred, and cones out tax-free. Contri butions

woul d be recorded on an individual account balance, managed by
the new Alaska Retirenment Mnagenent Board, wth interest
credited annually. The reinbursement would be linmted to the
i ndividual's account bal ance until it's exhausted, and
termnated enployees would forfeit the right to individual
accounts, unless they are reinstated back into the work force
[wthin] five years. He said there is a |lot of federal contro
regarding health reinbursenent; basically the only thing the
| egi slature can do is to change the contribution anmount.
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8:42: 59 AM

SENATOR STEDVAN said the proposed legislation also focuses on
trying to control liability costs. He said a lot of that
control should not be set in legislation, but should be left up
to the board. He stated that the contribution Ievel or benefit
formul as between the enployer and enployees would be 11.5
percent a year, but that my be anended. He said the vesting
schedul e won't affect the enployees, but there would be a 5-year
vesting schedule for enployers. He offered his understanding
that an anmendnent may be offered to shorten that tine. He said
the bill has a five-year vesting schedule, which is "zero the
first year [and] escalates 25 percent a year for the next four
years." He explained that that is a claimthat the enpl oyee has
on the enployer contributions upon separation in that tine
frame. He said the enployer contribution into the defined
contribution amount is 4.25 percent, plus 1.75 percent for
nmedi cal and 2 percent for health reinbursenent. The total cost
of the enployer is 8.25 percent.

8:45: 53 AM
SENATCOR STEDMAN sai d:

There is a smaller liability issue with the nedical
being that we assune, as a state, at age 65. So, we
get rid of the actuarial work out of the retirenent
plan for wvirtually all of it, except for that one
component . W still need sone actuarial assunptions
and drivers ... driven to nmake sure that we fund [at
the] appropriate level to deal wth that.

SENATOR STEDVAN said the nedical plan would be the sanme no
matter what tier |level a person is.

8:46: 21 AM

SENATOR STEDVMAN nentioned the subject of the proposed board
restructuring, but suggested that that subject be saved for
| ater.

8.47.38 AM
REPRESENTATI VE RAMRAS stated his support of SB 141. He noted
that he participated in a town hall neeting in Fairbanks |ast

weekend, in which he tried to suggest that if the retired
teachers present had been on a defined contribution plan in the
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60s, their retirement would likely be better today than it is as
a result of the defined benefit plan. He asked if that was an
accur ate suggesti on.

8:49: 35 AM
SENATOR STEDMAN said he thinks that statenment is true.
8:49: 45 AM

CHAI R SEATON said the conmttee would get into that topic |later
He said the answer to that question depends on the Ilevel of
contribution into the defined contribution plan.

8:50: 05 AM

REPRESENTATI VE LYNN said he thinks the consolidation of boards
is probably a good idea, but he doesn't understand the need to
change the bal ance of the nmakeup of the board. He asked how the
state conpares with other state boards' return of investnents

He stated that he 1is also concerned that the proposed
conposition of the board may be too top heavy, and he indicated

that he would like to see nmore of a balance in the parties
involved. He said that issue will likely determ ne how he votes
on the bill.
8:52: 02 AM

SENATOR STEDMAN indicated that the proposed reorganization of
the boards is "not a personality issue,” but has to do with the
fact that SB 141 wll make the individual PERS and TRS Boards
unnecessary for the reasons that he previously stated. He said
it's a legitimate question to ask if the enployees are
adequately represented on the board. He asked the commttee to
keep in mnd that the liabilities are borne by the enployer, not
t he enpl oyee. He noted that under the current board structure
there are three independent nmenbers that are not beneficiaries
who have not worked for the state, schools, or nunicipalities.
He stated, "The benchmark has been raised for the qualifications
to sit on the board.” He reenphasized the inportance of
grasping the issue of assets and liabilities.

8:56: 32 AM
REPRESENTATI VE LYNN said it is inportant to keep enploynent in

the state attractive. He says he has no problem having a public
menber on the board, but three may be "overkill."
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8:57:34 AM

SENATOR STEDMAN said none of the appeal work would be heard by
t he board, but would be heard by adm nistrative judges.

8:58: 30 AM

REPRESENTATI VE GATTO offered an exanple of an enployee who quits
after four years. He asked what that enployee would get.

8:59:17 AM

SENATOR STEDMAN answered that that enployee would get al
hi s/ her individual contributions. He added, "Plus, on the
vesting schedule, at four years, you would get nobst of the
enpl oyer's." He estimated it would be about 75 percent. He

reiterated that the enployee is never at risk "from his or her
contributions if [hel/she separates] after a year or two years of
service."

9: 00: 46 AM
SENATOR  STEDMAN, in response to another question from
Representative Gatto, confirmed that under the defined

contribution plan, the heirs of a deceased plan nenber have a
connection to the plan.

REPRESENTATI VE GATTO said it's a great opportunity to be able to
| eave benefits to one's heirs.

9:01: 02 AM

REPRESENTATI VE RAMRAS asked if a "new nenber to PERS' would be
able to choose to switch from a defined benefit to defined
contribution plan. Second, regarding investing, he asked how
much harm a person can do to his/her [retirenent].

9:01: 42 AM

SENATOR STEDVAN said the answer to the first question is yes,
but there are restrictions regarding the tinme frane. He said he
doesn't think it would be beneficial for enployees presently on
Tier | and 1l to swtch, particularly those on Tier |I.
Regardi ng the second question, he said there would be portfolios
like in a noney market account, which is risk free. The board
could also offer a fixed rate, bond fund, a balanced fund, and
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per haps sonething nore aggressive like the [Standard & Poor's
(S&P)] 500 i ndex. Enpl oyees could pick their assets depending
on their risk confort level. He offered further details.

SENATOR STEDVAN said when people who testified "on the other
side" were asked if they |like their SBS accounts, they said yes.
He added, "Well, this virtually is very simlar to that."

9:06: 04 AM

REPRESENTATI VE RAMRAS said one of the issues that he has been
presented with is the anxiety conponent. He said there is an
irrational fear held by current retirees. He nentioned the

issue of attraction and retention. He asked what SB 141 woul d
do as a vehicle to address the concerns of people. He said he
is was "beat on over the weekend" by concerned people wth
irrational fears; the nessage they gave himwas to "go slow' and
"be pensive."

9:07:35 AM
SENATOR STEDVMAN responded that a lot of the concern is from

m sinformation. The state of Alaska is not going to relinquish
its obligation to take care of the retired people who have

worked in the system for nmany years. He said it is not their
fault that there has been a "msmatch in assets and
liabilities." Regardi ng current enployees, he nentioned cost
control s. He admtted that the 50-basis-point increase to
enpl oyees is an issue, because it's a real cost increase to the
enpl oyees. He stated his belief that a one-half of 1 percent

change a year is sonething the enployees can handle. He said it
would be foolish not to recognize the effects of collective
bar gai ni ng.

SENATOR STEDVMAN said the effort is being nmade to create a
healthy system and the current systemis only being tweaked a

little bit. The nmajor change would affect future enpl oyees that
woul d start on or after July [2005]. He enphasized that there
has been no discussion toward abolishing Tiers I, 1I, or 1I1I.

Regardi ng addressing the concerns of constituents, he said he
would stand up and explain the reason behind the proposed
changes - changes that are being made in "a slow and nethodica
way." He said people want this problemfixed.

SENATOR STEDMAN indicated that if the state steps up to the

plate, the cost of carrying the contribution increase is about
$350 million. He said it gets worse when considering the
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general fund. He explained that half of the general fund is out

of [the legislature's] control - it's forrmula driven. The other
half - a little over $2 billion - is "relatively within our
control.”" He said, "That $350 mllion is going to cone out of
that one half of the budget.”™ He said that's a huge inpact. He
noted that "sonme of us" would like to "solve this problem sooner
than later," because the financial redirection of capital is

huge and "it's starting this year."
9:12: 03 AM

REPRESENTATI VE GRUENBERG asked what kind of disability coverage
woul d exi st under SB 141.

9:12:33 AM

SENATOR STEDVAN replied that a discussion was held regarding
disability insurance, and it was decided not to add it. | f
i ndividuals want that insurance, it would be up to them to
purchase it.

9:12: 53 AM

CHAIR SEATON clarified that active enployees are covered for
di sability under active enpl oynent.

9:13: 06 AM

SENATOR STEDMVAN said, "There's a workers' [conpensation] issue,
but ... the structure's different from under [today' s] tier
plan.” He deferred further comment to Melanie M I I horn.

9:13: 54 AM

MELANIE M LLHORN, Director, Health Benefits Section, D vision of
Retirenment & Benefits, Departnment of Admi nistration, in response
to Representative Guenberg' s previous question, explained that
active enployees who are injured on the job are covered by
wor kers' conpensati on. They also have the option of paying a
premum to obtain additional disability benefits. In response
to a followup question from Representative G uenberg, she said
that woul d not be affected by the proposed | egislation.

9:16: 10 AM

REPRESENTATI VE GRUENBERG asked about | ong-term care.
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9:16: 18 AM

M5. M LLHORN responded that l|long-term care is available as an
el ective coverage. She stated that there is a high percentage
of enployees that elects to have long-term care. She said
that's a premum paid for by the nenber and would not be
affected by the | egislation.

REPRESENTATI VE GRUENBERG asked, "So, that wouldn't be affected
by either bill?"

MS. M LLHORN answered that's correct.

REPRESENTATI VE GRUENBERG asked what happens when a person with a
defined contribution plan outlives his/her retirenent plan,
particularly for those w thout social security.

9:16: 44 AM

SENATOR STEDMAN responded that it's theoretically possible, but
unl i kel y. He surmised that it could be possible if the person
didn't work |long enough with the state to accunul ate assets in a
retirement plan, or if there may have been econom c events that
were detrinental to the person's long-term financial well being.

He said the state offers SBS - a replacenment for social
security. He also nentioned deferred conpensation and the
retirement system He stated, "There is no guarantee, under

this plan, for a life income, unless - at the time of retirenent
- ... they decided as an option under a defined contribution
plan to do an annuity, which you can do."

9:18: 54 AM

REPRESENTATI VE ELKINS asked if the chair of the board would be
sel ected by the governor or by the board itself.

9:19:13 AM

SENATOR STEDMAN stated his assunption that the board would
sel ect, because it is not specified in the bill.

9:19: 31 AM
REPRESENTATI VE ELKINS stated that he has a problem with having

t he governor pick the chair, because "they tend to end up being
dictators ...."
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9:19:39 AM

SENATOR STEDVAN directed attention to page 47, line 22, which
shows that the board would select its chair.

9:20: 16 AM

REPRESENTATI VE GRUENBERG asked how retirees are faring under
defined contribution plans in the private sector.

9:20: 36 AM

SENATOR STEDVMAN stated that the private sector has noved away
from defined benefit plans [because those plans] bankrupted
numer ous cor porati ons. Those corporations that have not are
pari ng back benefit levels in an effort to nanage the system
Unli ke the public sector, he explained, the private sector can
go bankrupt and restructure. He said the State of Al aska
doesn't have that option.

9:21: 31 AM

REPRESENTATI VE GRUENBERG asked if there are any changes in that
practi ce under the new bankruptcy | aw.

9:21:46 AM

SENATOR STEDVAN sai d he doesn't know.

9:21:55 AM

M5. M LLHORN al so said she doesn't know that answer.
9:22:18 AM

SENATOR STEDVAN offered further exanples of the differences
bet ween the private and public sectors.

9:22: 54 AM

REPRESENTATI VE CGRUENBERG asked what the startup costs would be
for SB 141 and how t hey woul d be covered.

9:23:13 AM

SENATOR STEDMAN said the costs would be covered in a fiscal
not e.
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9:23:34 AM

CHAI R SEATON noted that there are fiscal notes in the committee
packet .

9:23:58 AM

REPRESENTATI VE  GRUENBERG asked if ot her, | ess drastic,
alternatives had been considered as a way to protect workers'
retirement security and to reduce costs, and, if so, what were
the pros and cons of those alternatives.

9:24: 13 AM

SENATOR STEDVMAN prefaced his answer by saying that he would
categorize this plan as neither drastic nor fast noving. He
rem nded Representati ve Gruenberg t hat there were t wo
alternatives that were produced by the PERS and TRS Boards. One
was the hybrid defined contribution/defined benefit plan, and
the other was solely a defined contribution plan. He war ned,
"You can always, in the future, add a defined benefit portion to
your retirement plan, but once it's in, you can never get it
out." He said he thinks the State of Alaska, as enployer,
should maintain as nuch flexibility as possible in its systemto
be able to respond to changi ng narket conditions.

9:25:15 AM

REPRESENTATI VE GRUENBERG returned to the issue of when a retiree
di es. He nentioned that, due to the repeal of the death tax,
peopl e are concerned about estate planning. He offered his
understanding that Senator Stedman had said that if a person
dies before accessing all of his/her benefits in a defined

contribution plan, those assets would becone part of the
person's estate.

9:26: 02 AM

SENATOR STEDMAN responded that that could be the case, depending
on "how it's structured." In response to a foll owup question
from Representative G uenberg, he explained that annuities would
generally expire upon a person's death, unless "you pick

your spouse and yourself." He indicated that people will "rol
it" into their IRA, which opens up the possibility of noving the
nmoney from generation to generation. He nentioned beneficiaries
and noney passing from a spouse to children. In response to a
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guestion from Representative Guenberg, he confirmed that a
person could decide to give the noney to his/her <children
directly. He explained that a person can have a list of
beneficiaries. He said the enployer rarely gets restrictive on
these types of issues, because the enployer wants the enployee
to have a happy retirenent. In response to a follow up question
from Representative Guenberg, he confirmed that there are no
restrictions in the bill. He offered his understanding that the
new board would set wup the investnents, the retirenent
mechani sns, and some of the selections. He said he's sure the
board could attach restrictions, but nost likely the focus would
be on what can be done, not what can't.

9:29: 49 AM

CHAI R SEATON clarified that upon retirenent there's a list of
selections that a person can nmake regarding investnents; it is
the person's account to do [with as he/she wi shes]. For the
benefit of the public, he clarified that the board cannot take
the account away or restrict access to it.

9: 30: 07 AM

REPRESENTATI VE GRUENBERG cl arified that his question is related
to restriction on transferability at death.

9:30: 32 AM

SENATOR STEDVAN opined, "You don't want to put this type of
structure in statute. You want it in regulation; you want the
board to create it. And then you want the board to bunp up
agai nst federal guidelines." He indicated that enphasis would
be to have as many options and as nmuch flexibility to enpl oyees
as possi bl e.

9:32:11 AM
CHAI R SEATON noved Anmendnent 1, which read as fol |l ows:
Page 15, |ine 18:
Del ete "eight”
| nsert "11"
Page 16, |ine 8:

Delete "4.5"
| nsert "5. 25"
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Page 81, |ine 17:
Del ete "eight”
| nsert "ten"

CHAIR SEATON explained that Amendnent 1 would change the
contribution rate in PERS and TRS.

9:32: 39 AM

REPRESENTATI VE RAMRAS objected to Anmendnent 1. He said he
thinks savings rates are difficult for nost Anmericans to
achi eve, because "we're extraordinarily concer ned about
consunption.” He stated that although a better savings rate is
better for people, it's not the responsibility of the

| egislature to "do this."
9:33: 24 AM

CHAI R SEATON referred to an ei ght-page handout in the conmttee
packet showi ng a conparison of contribution rates and projected
benefits for HB 238 and SB 141. He said there are two scenari os
for each. Page 1 and page [7] conpare [TRS projected benefits
for the two bills]. He also noted that page 1 of the handout

correlates with the proposed changes in Amendnent 1. He said
the projected benefits would accunul ate faster with Amendnment 1,
and he offered an exanple. He also noted that the enployer

contribution rates included in Amendnent 1 are basically the
enpl oyer contribution rates for the normal costs, as they are
now. He noted that, in the past 20 years, the average
contribution rate for the enployer has been 11.16 [under TRS]
and 10. 68 under PERS.

9:37: 20 AM

SENATOR STEDMAN noted that the tier review conmittee reconmended
the 11.5 percent, and the Senate Finance Conmttee changed that
nunber to 12.5 [percent]. He stated that if the House State
Affairs Standing Commttee is confortable changing that to 15.25
percent, that would definitely create a |arger pool of assets
avai lable for retirenment for the enpl oyees.

9:38:17 AM

CHAI R SEATON asked if the average normal cost rate for enployers
in the past has been about 11 percent.

9: 38: 33 AM
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SENATOR STEDMAN responded, "There abouts.” He said, "This is a
whol e different nechanism than the defined benefit.” Generally
speaki ng, he noted, when trying to save for retirenment, "10
percent is kind of a base nunber to start with."

9:39:25 AM

REPRESENTATI VE GATTO asked if an enployee can "elect a |ower
number . "

9:39: 42 AM
SENATOR STEDMAN answered that the nunmber is fixed; it is set in

statute. However, he said the enployee does have the ability
t hrough deferred conpensation to contribute nore.

9:42:12 AM
A roll call vote was taken. Representatives Guenberg and
Seaton voted in favor of Anmendnment 1. Represent atives ElKkins

Lynn, Ranras, and Gatto voted against it. Therefore, Amendnent
1 failed by a vote of 2-4.

9:42: 26 AM
CHAI R SEATON noved Anmendnent 2, which read as foll ows:

Page 18, |ine 12:
Delete "five"
| nsert "three"

Page 18, lines 15 - 17:
Delete all material and insert:
"(1) 50 percent with one year of service;
and
(2) 75 percent with two years of service."

9:42: 31 AM

REPRESENTATI VE RAMRAS obj ected to Anendnent 2.

9:42: 40 AM

CHAI R SEATON addressed Anmendnent 2. Through the proposed bill,

menbers would be vested fully in the defined contribution
account after 5 years on a gradated scale, increnmenting 25
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percent each year with 0 percent for the first year. He said
Amendnent 2 would change that so that a nenber is vested after
three years, wth the nenber vesting in 50 percent of the
enpl oyer contribution after one year of full service, and 75
percent after two years. He said the plan outlined in Arendnent
2 is simlar to what the State of Colorado adopted. He said the
purpose for changing to a defined contribution plan is to have a
means by which to attract enployees. A nunber of enployees cone
to the state thinking that they will be here a very short tine.
Having a portable plan that takes longer to vest in would |ower
the ability to attract people to the plan.

9:43: 53 AM

REPRESENTATI VE RAMRAS expl ained his opposition to Amendnent 2.
He said the anendnment favors short-term enployees and he I|ikes
"people that nake a longer term commtnent to the state.” He
revealed that he enploys 300 people and one of his greatest
expenses i s training enployees.

9:44: 33 AM

SENATOR STEDMAN stated that the reason for deciding on the 5-
year vesting schedule was due to a request by NEA-Al aska because
of its concern for teacher retention. Not wi t hst andi ng that, he
said he is open to the wshes of the House State Affairs
Standi ng Comm ttee.

9:45: 36 AM

CHAI R SEATON said the two purposes of "the benefit package" are
to attract and retain. He added, "And the purpose of this
earlier vesting schedule is so that we have a nore attractive
package for attracting people initially to come into this
system as well as giving sone incentive for remaining |onger in
service."

9:46: 03 AM

A roll call vote was taken. Representatives G uenberg and
Seaton voted in favor of Anendnent 2. Representati ves Lynn,
Ranras, Gatto, and Elkins voted against it. Ther ef or e,

Amendrent failed by a vote of 2-4.

9:47:16 AM
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CHAI R SEATON directed attention to Amendnment 3, which read as
fol | ows:
Page 18, line 18, through page 19, line 11
Delete all material.
Page 48, lines 10 - 17:
Delete all material and insert:
"(A) AS 39.30.150 - 39.30.180 (State of
Al aska Suppl enentary Annuity Plan); and
(B) AS 39.45.010 - 39.45.060 (public

enpl oyees' deferred conpensati on program ;"

Page 84, |ine 16, through page 85, line 9:
Delete all material .

CHAI R SEATON stated the foll ow ng:

One of the big perceived problens with a defined

contribution ... program is that ... people tend to
invest too conservatively and not build up their
accounts over tine. However, this option would not
gi ve enpl oyees enough options. And so, |'m not going
to offer this amendnent. VWat we wll do is

request ... a new investnent option that would mrror
[the Alaska Retirenent Managenent board's (ARM]
i nvestnment strategy, so that they could get the sane

return rate ... |ike ASPIB has right now.

9:47: 52 AM

CHAI R SEATON noved to adopt

[ Conceptual ] Amendnent

[original punctuation provided]:

To becone eligible for

medi cal coverage under

you nust be Medicare eligible with at |east
of service, or of any age with 25 years of service for
all others. If you term nate
enpl oynent before Medicare eligible age
fulfilled the mninmum service requirenent,

police/fire and 30 for

receive access-only to the nedical
required to pay the

eligible age the nenber
of the prem um based on the years of

full premum At

pl an but

4, as foll ows

SB 141

10 years

but have
you wll
wll be
Medi car e

receives a percentage subsidy

service ranging

from 70% for 10 years of service to 90% for 30+ years
of service. Retirees and their dependents are
el i gi bl e, however, different premum wll be
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established for a single nenber from that of a nenber
wi th dependents.

Amendrment  nunber 4 substitutes the |anguage from HB
238 regarding the nedical plan discussed extensively
in commttee, which provides nedical coverage for
menbers 60 nont hs pre-Medi care eligi bl e age.

Delete p. 26 line 3 to page 28 line 1, and p. 28
lines 12-19, Insert nedical |anguage provided and
amended as necessary for drafting purposes.
Correspondi ng nedi cal |anguage for PERS is found
on p. 92 line 20 through p. 93 line 27.

M nor changes will have to be made throughout the
bill to make SB 141 congruent with the inserted
| anguage from HB 238.

9:48: 25 AM

CHAIR SEATON indicated that [Conceptual] Anmendnent 4 would
provi de medical coverage for nenbers ["60 nonths pre-Mdicare
eligible age"]. He asked if there was any objection to
[ Conceptual] Anendnment 4. There being none, [Conceptual]
Amendnent 4 was adopt ed.

9:48: 40 AM
CHAI R SEATON noved Anmendnent 5, which read as fol |l ows:

Page 46, line 30, follow ng "systent:
Insert "selected from a list of three to five
per sons nom nated by the nenbers of the systent

Page 46, line 31, follow ng "systent:
Insert "selected from a list of three to five
per sons nom nated by the nenbers of the systent

Page 47, line 2:
Following "terms of":
Del ete "t hree”
| nsert "six"
Foll owi ng "total of":
Del ete "three"
| nsert "two"

Page 47, line 3, follow ng "served"
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Delete "t hree"
| nsert "two"

Page 105, line 26, following "AS 39.05.055(7).":

| nsert "Not wi t hst andi ng AS 39. 05. 055(7), t he
terme of the two finance officers appointed under
AS 37.10.210(b)(2) and (3), as repealed and reenacted
by sec. 59 of this Act, shall be set so that the term
of one of the finance officers expires three years
apart fromthe term of the other finance officer, and
the terns of the two nenbers of the retirenment systens
appoi nted under AS 37.10.210(b)(4) and (5), as
repeal ed and reenacted by sec. 59 of this Act, shall
be set so that the term of one of the nenbers expires
three years apart fromthe termof the other nenber.”

9:48: 48 AM
REPRESENTATI VE RAMRAS obj ected [to Amendnent 5].
9:49: 18 AM

CHAI R SEATON addressed Anendnent 5. He explained that SB 141
would require a board of nine nenbers, two of which nust be
active or retired PERS or TRS enpl oyees, and all of which would
be appointed by the governor. Amendnment 5 would effect changes
regarding the Al aska Retirenent Managenent Board, including a
requi renent that the nom nees for PERS and TRS representatives
be chosen from candidates put forth by the appropriate
bar gai ning units. He said it would generate nore continuity
over tinme by ensuring that the process is not "a political
appoi ntee kind of situation.”

9: 50: 05 AM

REPRESENTATI VE RAMRAS stated that he likes SB 141 as it is and
the formulation of the board as the bill outlines it. He said
"I"'mnore interested in managing this like it's a business."”

9: 50: 52 AM

CHAIR SEATON clarified that Anendnent 5 would not change any of
the nenbership of the board; it sinply would |lengthen the term
of service and would allow a system for nomnation of the
menbers.

9:51: 22 AM

HOUSE STA COW TTEE - 29- April 19, 2005



A roll call vote was taken. Representati ves G uenberg, Gatto,
Lynn, and Seaton voted in favor of Amendnment 5. Representatives
Ranras and Elkins voted against it. Therefore, Amendnment 5
passed by a vote of 4-2.

9:52: 33 AM

REPRESENTATI VE LYNN noved to adopt [Conceptual] Amendnent 6,
which read as follows [original punctuation provided]:

Conceptual Amendnents to Section 37.10.210

Page 46 Line 21: Include one trustee from
general public
Line 29: Include tw trustees from PERS
Line 31: Include two trustees fromTRS

REPRESENTATI VE RAMRAS obj ected to [ Conceptual] Anendnent 6.

REPRESENTATI VE LYNN said the [board nenbership] structure needs
to be bal anced, because it's too top-heavy wth the
adm nistration. He opined that the PERS and TRS nenbers need to
have nore control over what happens to their own noney.

9:54: 07 AM

REPRESENTATI VE RAMRAS said he Ilikes the fact that "the
governor's held accountable to manage this." He added, "If the
per manent fund woul d have been as m smanaged as PERS and TRS is,
heads woul d have rolled."

9:55: 01 AM

REPRESENTATI VE LYNN said he doesn't know that the current PERS
and TRS nenbers have m snmanaged the investnents. He stated,
"What ever they've got, the legislature put it together - not the
PERS and TRS Board." He said the board was stuck with what it
was given and worked well with it, and he stated his hope that
it would continue to do so with whatever new structure the
| egi sl ature puts together.

9:55:41 AM
CHAI R SEATON stated his opposition to Arendnent 6. He indicated

that there was or would be many nenbers of PERS on the board
i ncluding the conm ssioner of the Department of Adm nistration.
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9:56:15 AM

REPRESENTATI VE LYNN noted that the comm ssioner reports to the
gover nor.

CHAI R SEATON sai d he understands that.
9:56: 22 AM

REPRESENTATI VE GRUENBERG stated that was his concern. He
illustrated that it could be said that anybody representing
managenent is technically a nenber of the retirenent system
however, their loyalty is to nmanagenent, not to | abor. He said
that’s a real conflict and nay be "one of the npbst inportant
flash points in the bill."

9:57: 04 AM

CHAI R SEATON said, "W do have a totally changed board that has
a fiduciary responsibility; it's going to be nanagi ng assets and

lTabilities. The decisions on benefits will have to cone
back through the |l egislature.”

9:57:11 AM

REPRESENTATI VE CGRUENBERG said the question is not a technical
one regarding a fiduciary responsibility, because the current

board has the same fiduciary responsibility. He said the
guestion is who decides who's on the board. He stated the
fol | ow ng:

These funds are funds that belong to the enployees.
The enployer loses the funds when the funds are
cont ri but ed. They are held in trust for the
enpl oyees, and to give the enployees no nore than a
pittance in the nakeup of the board really doesn't
give the enpl oyees the respect they need - the respect
t hey deserve. This is their noney - at |east give
them a coupl e extra people on the board ...

9:58:13 AM
A roll call vote was taken. Representati ves G uenberg, Gatto,
and Lynn voted in favor of [ Concept ual ] Amendment 6.

Representatives Elkins, Ranras, and Seaton voted against it.
Therefore, [Conceptual] Amendnent 6 failed by a vote of 3-3.
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9:58: 54 AM

REPRESENTATI VE GRUENBERG i ndi cated that he would like to revisit
Conceptual Anendnent 6 later in the neeting when the ful
commttee was present.

9:59: 07 AM

9:59: 31 AM

REPRESENTATI VE GRUENBERG [ asked that the committee again vote on
whet her to adopt Conceptual Anmendnent 6].

9:59: 39 AM

A roll call vote was taken. Representatives G uenberg, Gatto,
Lynn, and Seaton voted in favor of Conceptual Amendrment 6.
Representatives Elkins and Ranras voted against it. Ther ef or e,

Conceptual Amendnent 6 passed by a vote of 4-2.

10: 00: 45 AM

CHAI R SEATON [noved] to adopt [Conceptual] Amendnent 7, which
read as follows [original punctuation provided]:

p. 58 line 16. Delete "AS 14.25.470" insert "(b) of
this section". Delete p. 58 line 16 starting at "or"
through line 21 ending at "adjustnent". Insert "If a
person resunes enploynent the bal ance of their account
is restored plus any accunul ated interest.™

Insert line 22, (b) A nmenber has access to their
Heal th Rei nbursenment Arrangenent after 10 vyears of
service, whether or not they retire directly from the
system However, the nenber is not allowed to draw
from that account until they reach the age 60 nonths
pre-Medicare eligible, or any age with 30 years of
service as defined in AS 14. 25. 470.

*Note: all <changes in the TRS section should be
reflected in the subsequent PERS section.

CHAI R SEATON asked if there was any objection to [Conceptual]

Amendnent 7. There being no objection, [Conceptual] Anmendnment 7
was adopt ed.

HOUSE STA COW TTEE - 32- April 19, 2005



10: 02: 15 AM

CHAI R SEATON directed attention to a page |abeled, "Changes to
CSSB 141 to be incorporated in a House State Affairs CS." [ That
page shows Anmendnents 8-13, although sone of the anmendnent
nunbers were | ater changed.]

CHAI R SEATON [noved to adopt Anendnent 8], which read as follows
[original punctuation provided]:

p. 3 line 12. Insert "(e) A report of the valuation
of the plan's projected liabilities."

CHAI R SEATON expl ai ned that Anmendnent 8 would require the Al aska
Retirement Board to evaluate the plan's projected liabilities
annual | y. He asked if there was any objection to Amendnent 8.
There bei ng none, Anmendnent 8 was adopt ed.

10: 04: 19 AM

CHAI R SEATON [npved to adopt] Amendnent 9, which read as foll ows
[original punctuation provided]:

p.8 line 10. Delete "less than" and insert "the | esser
of "

line 11 after "active nmenbers" insert "11 percent for
TRS enpl oyer [sic] and 10 percent for PERS enpl oyers”

CHAI R SEATON expl ai ned that Anmendnent 9 would establish a floor
for enployer contributions at 11 percent for TRS and 10 percent
for PERS. He stated the purpose of the anendnent is to avoid a
situation wunder the current retirement plan where a rate is
adopted and "we dig ourselves into the hole.™

10: 05: 31 AM

REPRESENTATI VE RAMRAS obj ected to Anendnent 9.

10: 05: 39 AM

SENATOR STEDVAN said he thinks the issue has been addressed, but
in a different way - by saying that the anmount cannot be | owered
bel ow the normal cost. He posited that Anmendnent 9 m ght "nake
it a little bit nore restrictive on the ability to manage the
pl an."

10: 06: 06 AM
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CHAIR SEATON stated that is the purpose; the intent is to
prevent the board from adopting the rate and subsequently having
a swing that makes the adopted rate be too |ow He reiterated
that this would be for the current plan.

10: 07: 24 AM

CHAI R SEATON announced that Amendnent 9, wth its objection,
woul d be held to address |ater.

10: 07: 39 AM

CHAIR SEATON [noved to adopt] Anmendnent 10, which read as
follows [original punctuation provided]:

p. 15. line 13. After "contribution retirement plan."
Add "A teacher becones a nenber on their first date of
enpl oynent . "

CHAI R SEATON explained that Anmendnent 10 would clarify that
menbership to the system comences for teachers on their first
day of enpl oynent.

10: 08: 19 AM

SENATOR STEDMAN sai d he has no objection to Anendnent 10.

10: 08: 26 AM

CHAI R SEATON asked if there was any objection to Amendnent 10.
There bei ng none, Anendnent 10 was adopt ed.

10: 08: 38 AM

CHAI R SEATON noved to adopt Anmendnent 11, which read as follows
[original punctuation provided]:

p. 32 line 10, insert "'nmenber contribution account
nmeans the nenber's contributions to their [sic]
defined contribution account plus any accumulated
interest.”

10: 08: 54 AM

SENATOR STEDVAN said he has no objection to Anendnent 11 at this
tinme.
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10: 09: 06 AM

REPRESENTATI VE GRUENBERG stated his assunption that t he
contribution, if it's in stocks, would include any appreciation
of depreciation.

CHAIR SEATON said, "Yes, it mnmeans ... ‘'plus accumlated
interest' would fall under this."

10: 09: 22 AM

REPRESENTATI VE GATTO asked, "Wuld you rather say 'gain ?"

10: 09: 32 AM

CHAI R SEATON announced that Amendnent 11 would be held until
| at er.

10: 09: 41 AM

CHAIR SEATON [noved to adopt] Anmendnment 12, which read as
follows [original punctuation provided]:

p.35 line 31. Delete "65 years of age" and insert "60
nont hs pre-Medi care eligible age"

p.54 line 26. Delete "age 65" and insert "60 nonths
pre- Medi care eligible age"

p. 101 line 28. Delete "65 years of age" insert "60
nmont hs pre-Medi care eligible age"

CHAI R SEATON expl ai ned that Anmendnent 12 would nake revisions to
accomodat e overall changes to the nedical portion of the bill.

10: 10: 00 AM

SENATOR STEDVAN stated his need to leave to attend the Senate
Finance Conmittee neeting. He said it would be nice if a
deci sion could be nmade tonight regarding the bill.

10: 10: 56 AM

CHAI R SEATON asked if there was any objection to Amendnment 12.
There bei ng none, Anendnent 12 was adopt ed.
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10: 11: 27 AM

CHAIR SEATON [noved to adopt] Anmendnent 13, which read as
follows [original punctuation provided]:

p.14 line. 19. Insert "(D) a full-time or part-tine
instructor of the Departnent of Labor and Workforce
Devel opnent who is a non certificated enployee who
enters enploynent covered under AS 25.009 may elect to
retain coverage under AS 29.009."

CHAI R SEATON clarified that Amendnment 13 would allow instructors
from the Departnent of Labor & Workforce Devel opnent to choose
bet ween PERS and TRS.

10:11: 57 AM

REPRESENTATI VE GRUENBERG asked Ms. M| horn [who was standing at
the back of the room off mcrophone] if there is anybody else

who would fall into this category who should be included in the
anmendnent . He indicated that Ms. M1l horn shook her head no.
He said, "I renove ny objection.”

10:12: 29 AM

CHAI R SEATON announced that, [hearing] no further objections,
Amendnent 13 was adopt ed.

10:12: 39 AM

REPRESENTATI VE GRUENBERG [ noved to adopt] Anmendnent 14, | abeled
24-1.S0637\L. 9, Craver, 4/18/05, which read as foll ows:

Page 13, following line 11:

Insert a new bill section to read:
"* Sec. 26. AS 14.25.210(a) is anmended to read:
(a) A person who knowingly nmakes a false

statenent, or falsifies or permts to be falsified any
record of this plan [SYSTEM, in an attenpt to defraud
this plan [SYSTEM, is guilty of a class A m sdenmeanor
[ AND FORFEI TS ALL RI GHTS UNDER THI S CHAPTER] . "

Renunber the followi ng bill sections accordingly.

Page 29, line 30, follow ng "Fraud.":
Insert "(a)"
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Page 30, following line 1:

I nsert a new subsection to read:

"(b) In this section, "know ngly" has the
nmeani ng given in AS 11.81.900(a)."

Page 95, line 29, follow ng "Fraud."
Insert "(a)"

Page 95, followi ng Iine 31:

I nsert a new subsection to read:

"(b) In this section, "know ngly" has the
nmeani ng given in AS 11.81.900(a)."

Page 105, |ine 25:
Del ete "sec. 59"
| nsert "sec. 60"

Page 108, |ine 25:
Del ete "14.25.210"

Page 109, line 19:
Del ete "SECTI ONS 139 AND 140"
| nsert "SECTI ONS 140 AND 141"

Page 109, line 20:
Del ete "secs. 139 and 140"
| nsert "secs. 140 and 141"

Page 109, lines 21 - 22:
Del ete "secs. 139 and 140"
| nsert "secs. 140 and 141"

Page 109, line 23:
Delete "89 - 94, 107, 114, and 131"
Insert "90 - 95, 108, 115, and 132"

Page 109, |ine 25:
Del ete "Section 141"
| nsert "Section 142"

Page 109, line 26:

Del ete "secs. 142 and 143"
| nsert "secs. 143 and 144"

10:13: 06 AM
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CHAI R SEATON obj ected for discussion purposes.

10: 13: 12 AM

REPRESENTATI VE GRUENBERG stated that there are two provisions -
one in Title 14 and one in Title 39 - regarding a person who
knowi ngly makes a false statenent. He said he considered

current |anguage. He said, "W have made them congruent so that
anybody who nmakes a false statenent is guilty of a Cass [A

m sdeneanor, but they ... no longer will ‘'forfeit all rights
under this chapter'.” He noted that the definition of
"knowi ngly" is in crimnal code. He said Amendrment 14 is
basically a technical anendnment, except that "it says you don't

forfeit all your rights."

CHAI R SEATON renoved his objection to Anendnent 14. He asked if
there was any further objection. There being none, Anendnent 14
was adopt ed.

10: 14: 42 AM

CHAI R SEATON st at ed:

By the way, the anendnents that we adopted earlier
were the conceptual anendnments, and now we have

t hose anendnents by [Legislative Legal and Research
Services] - the actual |anguage. And so, what |'d ask
is [that] the commttee ... accept the [Legislative
Legal and Research Services] term nology for the ones
we adopted ....

CHAI R SEATON asked, "lIs there any objection to that?" [None was
stated.] He announced that there would be further anendnents to
be discussed when the conmttee reconvenes |ater tonight. I n
response to a request from Representative Gruenberg, he said the
commttee would have a commttee substitute before them tonight
[incorporating the anendnents adopted thus far].

The neeting was recessed at 10:16:05 AM to a call of the chair
at 6:00 p. m

CHAI R SEATON called the neeting back to order at 6:12:22 PM
Present at the call back to order was Representative Seaton.
Representatives Gatto, Elkins, Lynn, Ranras, Gardner, and
Gruenberg arrived as the reconvened portion of this neeting was
i n progress.
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6:12: 56 PM

G NGER EVENS testified on behalf of herself in opposition to SB
141. She told the comittee that she is a teacher in
Pet er sburg, Al aska. She stated that the defined contribution
retirement plan, as outlined in [SB 141] is not good for PERS
and TRS [nenbers]. She said the current defined benefit
retirement system "provides retirenent security for all.” MVs.
Evens indicated that [the plan under SB 141] would not attract
new teachers to the state and Alaska's school districts would
suffer. She opined that in order to attract and retain good
gqual ity educators, the retirement system needs to stay the sane.
Educators, she explained, tend to stay in the system for their
entire career; therefore, having a portable retirenent is a noot
poi nt . She noted that she has "sent in quite a few [public
opi ni on nessages (POWs)] regarding this issue.”

6:14:31 PM

DORIS TANNER, testifying on behalf of herself, told the
commttee that she began working for the State of Alaska in 1982
and currently works with the Departnment of Corrections. She
said she is also an officer on the statew de supervisory unit's
executive board, under APEA AFT. She said she is testifying on
two issues: the cost of the legislation to individual enployees
and the lack of research and planning required to fix "the PERS

probl em " She nentioned a docunent that she sent that
denonstrates the inpact of the proposed |egislation on base-
| evel enployees at a range 15 - a mddle of the road range

begi nning at $1,571 semi-nonthly. She said a single parent with
one child cannot neet reasonable nonthly expenses, even w thout
the proposed increase. She predicted that "the scenario's going
to deteriorate” in the com ng years.

M5. TANNER noted that, in the last 20 years, state enployees

have only seen increases in pay for 10 of those years. Last
year, she said, the legislature approved no increase for fiscal
year (FY) 04 and a small 1.5 percent increase in wages for

enpl oyees effective July 1, 2005. She indicated that there is
appreciation for the increase, even though it is not |arge.
However, wunder "some of the PERS |egislation being proposed,”

the increase will be negated by an increase in the enployee cost
of retirement. She added, "At a mninum a .5 percent increase
a year will still disable incone |evels."

M5. TANNER opined that the options available have not been
exhausted, nor does anyone know the exact size of the problem
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She said she's seen a lot of different figures. She conti nued
as foll ows:

Simlar to what is occurring in our current
pr ocur enent | egi sl ati on, the legislature, in ny
opinion, has failed to seek the advise of the people
nost affected and the people closest to the issue.
You need to ask for suggestions and seek solutions

from within - [fron] those that can best answer the
guesti ons. Unfortunately, the legislation's just
noving too quickly for anyone to really take the tine
to pull this information together. | believe there's
consensus that we have a significant problem wth
PERS; | just believe that it deserves due input,
research, and analysis before a solution can be
pr oposed.

M5. TANNER wurged the commttee to postpone any decision
regarding the bill wuntil such time as that research can be
effectively acconpli shed.

6:17: 28 PM

CONTESSA GOSSETT testified on behalf of herself in opposition to
SB 141. She told the conmittee that she is an enployee of the
State of Alaska, in the Division of Juvenile Justice, within the
Department of Health & Social Services. She stated concern that
the proposed legislation would freeze the retirenment costs for
present enployees and substitute an inferior investnent-based
retirement plan for new enpl oyees. She offered her
understanding that supporters of the bill are wlling to trade
away a generation of qualified and professional state enployees
to avoid extending retirenment system benefits, and that the bill
woul d actually transfer the risk of investnents and decisions
fromthe enployer to the enpl oyee.

M5. GOSSETT indicated that it nakes sense for the enployees to
have a say regarding the nenbers on the board. M. Cossett also
expressed concern that state salaries have not been keeping up

with inflation, which will nake it difficult to recruit new
enpl oyees. She noted that other states currently participating
in defined contribution plans - such as Wst Virginia and
Nebraska - are returning to defined benefit plans. She stated

anot her concern is that passage of SB 141 would nean replacing
the existing PERS, TRS, and ASPIB boards with a 9-nenber board
t hat woul d be appoi nted by the governor.

HOUSE STA COW TTEE - 40- April 19, 2005



6:19:29 PM

CHAIR SEATON asked Ms. Cossett iif she is opposed to the
adm ni strative hearing procedures. He clarified that the state
has a series of admnistrative hearing officers - judges that
just hear appeals, and that's who would be hearing the appeals.
Currently, those appeals are nostly heard by the PERS and TRS
Boar ds.

6:20: 18 PM

MS5. GOSSETT responded that she is new to this topic; however,
she shared her feeling that as a state enployee she would "want
to have nore invol venent."

6: 20: 38 PM
ANDREA ANDREWS testified on behalf of herself and "other state

enpl oyees™ in opposition to SB 141. She told the commttee that
she is a union steward and a state enployee in the Departnent of

Health & Social Services. She said the first issue she has
regarding the bill is the cost increase to state enployees, and
the second issue is that the bill would not make working for the
state attractive. Ms. Andrews indicated that, as a single
nother trying to make ends neet, it's difficult to support a
plan that would take nore noney out of her paycheck. She said
she would like to see further investigation done to seek other
al ternatives. She applauded Senator Elton for his argunents
against the bill. She said that although Senator Stednman's
reasoning for supporting the bill exists, there are other

alternatives to consi der

CHAI R SEATON asked those testifying to refrain from discussing
what the intentions of legislators nay be regarding the
| egislation and to focus instead on the |legislation itself.

6:22:49 PM

KEVI N BRENNAN, testifying on behalf of hinself in opposition to
SB 141, revealed that he has been a public servant enpl oyed by
the Al aska Departnment of Fish & Gane for over 20 years. He
stated that he has given many unconpensated hours and forgone
hi gher pay in the private sector because he believes in what the

state has stood for. In return, he receives a stable retirenent
benefit. He enphasized how nmuch it bothers himto see sonme of
the bills being put forth [regarding PERS and TRS] and "what
that will do to the quality of the people that we have in state
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service." He predicted that it would beconme increasingly
difficult to hire anyone who has any interest in staying wth
the state or providing good service. He said the bill would
puni sh workers who didn't cause the problens. He stated his
belief that the bill would not do anything to resolve the
unfunded problens of PERS and TRS. He indicated that state
salaries have not kept up with inflation and "this will only
make it nore difficult for us to do the jobs that we need to
do."

6: 25: 09 PM

MR. BRENNAN, in response to a question from Representative
Gatto, said a study was done that shows that there is "a
potential for under funding at a future date.”" He said he would
like a study done to see if that's correct. He would also like

to see nore options explored before a big step is made into
creating a new tier for the retirenent systens.

6:25: 47 PM

REPRESENTATI VE GATTO restated his question to ascertain whether
or not M. Brennan feels that the current system he enjoys now
is in jeopardy.

6: 25: 57 PM

MR. BRENNAN answered that he feels the system was underfunded,
but that that was "not a problem of the enployees."

6: 26: 01 PM

PAT HOLMES told the commttee that he has been an Al askan npst
of his life and worked 18 years in the private sector and 25

years with the state. He said he is retired and suggested it
could be said that he is speaking for all the retirees in his
ar ea. He agreed with the former testifier, M. Brennan, that
there should be nore information on the prenm ses nade regarding
the potential shortfall, before the legislature [perforns]
“maj or surgery." He suggested that the |egislature hold back on
the bill and get a second opinion. He expanded on his surgery
anal ogy.

MR. HOLMES said he thinks having a single board or relying on
adm nistrative hearings is "not in the best interest.” He
asked, "How <can you have an admnistrative person that
understands what it is to be a teacher?" He stated his strong
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objection to the concept of having a governnent-appointed board
doi ng the managenent and review, because he thinks, "a person
should have some choice as to who sits on their retirenent
board. "

MR. HOLMES revealed that one of his last projects wth "the
departnment” was out in the Aleutians. He said, "Basically you
get what you pay for." He said that, since his retirenent, he
has seen a salnon-rel ated area nmanagenent job that has remained
open for nore than two years. He said when he started back in
1973, there would have been 30 people lined up to get that job
He offered his understanding of a study done a few years ago
"for the departnent” which showed that people who left the
departnment and went to work for the federal governnent earned 15
percent nore, while those who transferred to the private sector
earned 30 percent nore. He recalled that when he was active in
uni on negoti ations, several tinmes the [pay] increase was stayed
in order to maintain benefits over the long run. He noted that,
in 1997, there were hearings to reduce benefits and wages for
state enployees, and he invited the Senate conmttee review ng
that issue to join him on his aerial salnmon surveys in the
Al eutians. He said no one cane.

MR. HOLMES observed that state enployees, particularly the ones
in the ADF&G "give their heart, their soul, their famly for
what they contracted for." He conplinmented the committee for
working after hours on the issue, and he indicated that there
are "tough calls" to be nade. He reiterated that he would Iike
the commttee to put aside a decision until nore information and
ot her options are found.

6: 30: 24 PM

CARLENE AUGE, testifying on behalf of herself, told the
commttee that she is attending school part-tine while she works
full-time for the State of Al aska Pioneer's Home at a Custodi al
range 1 - an entry level. She said she can no |onger reconmend
working for state to her children, because "we're constantly
under attack from the admnistration.” She said [SB 141] has
frightened many people, including her coworkers. She asked,
"Why are you hurting us? Wy are you constantly trying to find
ways to elimnate us, and get rid of us, and cut our pay and
benefits? It's not right. One of these days you're going to
push people too far and then we're going to start voting agai nst
you. "

6:31:31 PM
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CHAI R SEATON, for the purpose of clarification, stated that a
new tier would not affect anybody who is a current PERS or TRS
enpl oyee. He said the benefits of those current enployees are
guaranteed constitutionally; they are secured, paid at the
scheduled rate, and will not be dim nished. He added that he
doesn't mean that anyone who is currently enployed in PERS or
TRS cannot oppose the bill; he just wants them to know they
"don't need to fear that their benefits are in any way being
changed. "

6:32: 23 PM

BONNI E SULLI VAN testified on behalf of herself. She stated that
the labor, trades, and crafts nenbers currently in PERS are
"depending on the state's retirement to help them through their
gol den years."” She said the fault of the unfunded liability is
not the fault of current or future enpl oyees. She stated that
SB 141 does not address or resolve the unfunded liability of
PERS/ TRS. She opined that all workers deserve to know how much
of a nmonthly incone they will be getting when they retire, and
SB 141 woul d not guarantee that for new hires.

M5. SULLIVAN noted that there are states currently in defined
contribution plans that are returning back to defined benefit

pl ans. She said there is a reason they are doing that and she
doesn't understand why Al aska's l|egislators are not contacting
those states to find out why. She also questioned why the

| egislators aren't waiting for the second analysis, which she
said she believes has been requested and is in progress, before
pushing forward a bill. She said the State of Al aska has been
commtted to a sound retirenent system since before statehood,
and as a voting nenber of District 10, she said she would |ike
to see that systemstay in place for current and new enpl oyees.

6:34: 01 PM

TIM VI AVANT, Enployee, Alaska Departnment of Fish & Gne,
testified in opposition to SB 141. He urged the |egislature not
to act to nodify PERS and create a new tier wthout further
research and nore pl anning. He said, in relation to nmany ot her
states' pension systens, Alaska's PERS and TRS funding 1is
actually in better shape, and the shortfall in funding is nore
related to the effect of future health care costs than it is to
pensi on paynents. He continued as foll ows:
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|'d also |like to point out that one of the ... causes
of the anticipated shortfall in PERS is that retirees
in both systenms receive automatic cost-of-1living
adj ustnments that are based on the Anchorage CPlI, while
existing wage earners have not received wage
adjustnents that are equal to those of retirees. So,
obviously, the pool of people paying in -- rate of
increase is rising nore slowy than those of retirees.

I'"d like to state that, [regarding] changes in makeup
on the PERS and TRS Boards, | fail to understand how
preventing nenbers from serving on the boards is
supposed to fix this problem And |I nust state that |

feel that this aspect of this bill is politically
notivated and has very little to do with solving the
pr obl em

MR. VIAVANT said creating a new tier and increasing current
enpl oyees' contributions will hurt recruitnment of new enpl oyees
and retention of current enployees - particularly those who are
not vested in the system He concluded, "All of those things
will contribute to hurting the existing workforce."

6:37: 04 PM

SCOIT LEIGH testified on behalf of hinself in opposition to SB
141. He noted that he has been a State of Al aska enpl oyee for
the past 11 years, and he is the northern region chair for the
APEA AFT Local 4900 supervisors. He said he understands that
there is a perceived and potential problem but he also believes
that "this is a wi ndow of opportunity to work with the public
enpl oyees of this state to provide a win/win scenario." He said
that can only happen after all the facts - including second
opi nions - are known. He said the current system has | oophol es
that shoul d be patched before adding additional funding "on the
backs of current and future public enpl oyees.™

MR. LEICGH said that, as a professional engineer, State of Al aska
enpl oyee, and a hiring manager, he finds his job of recruiting,
hiring, training, and retaining qualified enployees becomn ng
increasingly difficult. He said in the years of bounty the
state reduced contributions, to the detrinment of public
enpl oyees. Now, after sonme |ean years, the [public enployees]
are being asked to bear additional burden "with additional
charges against our retirement system"” M. Leigh stated his
belief that SB 141 begins to treat public servants as a
liability, rather than as the resource they are. He encouraged
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| ooking into other options. He stated, "Public enployees did
not cause this problem but given the chance | believe that they
can be proactive in a solution that is in the best interest of
the State of Al aska."

6: 39: 13 PM

MARTI N BRANVI LLE, testifying on behalf of hinself, said he is a
state enployee, a heavy equipnment operator, and is close to
retiremnent. He said he is Tier |, so the proposed |egislation
would not affect him however, he stated his belief that it
woul d affect the quality of personnel that will be available to
recruit "fromhere on out." He revealed that his father retired
after 13 years "out of Local 302," and his retirenent is nore
than M. Branville's will be after 25 years. He also noted that
a friend of his working in the private sector, who wll be
retiring at about the sane tinme, wll receive a retirenent
pensi on of between $9,000 and $11,000 a nmonth. He stated, "So,
| think for you to keep cutting the retirenents of future
enpl oyees is only going to hurt the State of Al aska and cause a
| ot of problems down the road that you're going to have to go
back and try and fix again. And you'll be in the same problem
you are in now, only you' re going to be going the other way."

6:41: 29 PM

JEFF JABUSCH, Finance Director, City of Wangell, stated that
one concern is the rapid increase of the enployers' share. He
said, "Next year, our share will be about $126,000. W also got
word that our group insurance is going up 22 percent, so for
anot her $153, 000. " He said Wangell is attenpting to rebound
its econony. He said, "Something like this - we applaud the
bill in general. I think we're on the right path to help save
sonme of these communities.” M. Jabusch warned that if things
continue as they are wthout a funding nmechanism to at |[east
bridge the next couple years, [the Cty of Wangell] is |ooking
at the possibility of laying off close to 15 percent of its

general work force, including police, fire, library, and
school s. He said he doesn't know how Wangell can survive
wi t hout some change, and he said he thinks the bill nay need
sonme tweaking, but in general is on the right track towards
"bal anci ng sonme of these budgets." He recomended, "Any help
the legislature could give comunities to funding the PERS
shortfall here in the next couple of years ... would be greatly
appreci ated. " He nentioned Wangell's tinber industry-related
probl ens.
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6:44: 41 PM

BOB PLUNELLA, City Manager, Cty of Wangell, said he hasn't had
time to study the entire bill, but indicated his concurrence
with the testinony of M. Jabusch.

6:45: 28 PM

CHAI R SEATON noted that SB 141 would allow for $69.5 million,
whi ch woul d basically be for PERS funding in the next few years.

6:45:44 PM

MR. PLUNELLA said that sounds good, and he told the commttee to
keep up the good work.

CHAI R SEATON noted that nmany people think there has only been a

second opinion requested; however , Legi slative Legal and
Research Services has requested a third opinion. He said
nothing will be passing the House today; the bill still has to

be heard by the House Finance Commttee.
6:46: 51 PM

LESLI E SIMVONS, testifying on behalf of herself and representing
the southcentral state supervisors [APEA AFT-SU, informed the
conmmittee that she is an enployee of the Departnent of
Envi ronnental Conservation (DEC). She said she supports the
| egislature's attenpts to find solutions for the problens facing
the state governnent; however, she believes that the proposed
plan is no solution. She said SB 141 will create additional
probl ems and does not resolve the problens at hand. State
enpl oyees as a whole are a benefit to the state, she said, and
t hus deserve to be regarded as such.

6:47:47 PM

PAT LUBY, Advocacy Director, AARP-Al aska, returned to a question
by Representative Guenberg earlier in the norning regarding
whet her soneone could outlive a defined contribution pension
pl an. He said the answer is yes. He noted that PERS and TRS
enpl oyees do not participate in social security, which is
basically a defined benefit plan. He confirnmed that it's true
many conpanies in the private sector have switched from a
defined benefit to a defined contribution plan; however, the
private enployees all participate in social security and retain
the defined benefit provision of social security. He stated
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that a person cannot outlive social security, but he/she can
outlive a defined contribution plan. Shoul d Al aska adopt a
defined contribution plan and drop the defined benefit plan for
new hires, it should seriously consider that sonme of the state's
future retired educators, nunicipal retirees, and state retirees
my very well outlive their defined contribution plan -
particularly those in the |ower pay grades. He questioned how
the state would be able to deal with those people in the future
when they have no social security and have outlived the PERS or
TRS contri buti ons. He said none of us knows how long we wil
live, nor can we predict what inflation wll be in the future
and the damage it may reek on a defined benefit contribution.

MR. LUBY enphasized that changing the retirement system is
serious business wth serious consequences. He said AARP
recoomends that the House State Affairs Standing Conmttee
consi der delaying action on SB 141 and all related bills unti

2006, and to hold hearings throughout the state during the
Interim involving the various enployers and potential enployees
that may be i npacted. He said AARP has a nunber of retired
educators in its nenbership who remain vitally concerned about
the quality of education throughout the state and worry about
Al aska not being attractive to young teachers who can go Qutside

and find better benefit prograns. He added, "Frankly, we have
the same concern about not being attractive to young police
officers and fire fighters - anyone who mght wish to work in
muni ci pal or state governnent." He said he knows Senator

Stedman has indicated that he has worked on the issue for over a
year; however, constituents and AARP nenbers have many questions
related to a bill they only found out about when it was put
forward in the | ast few weeks.

6: 50: 47 PM

STACY QATES, testifying on behalf of herself, told the conmttee
that she is an accountant for the Division of Mtor Vehicles, a
hiring official, and a vested PERS nenber. She said she has
three basic issues with the bill. First, as a hiring official
wth the state, it's already a challenge to get good enpl oyees.
She remarked that what nmkes [the state] narketable is its

benefits, "since our spending power as state enployees has
decreased so dramatically in the five years, or so." She
illustrated that five years ago she had 50 applicants for nost
of her Accounting Cerk Il positions; now she's luck to get 25.

Second, Ms. Oates stated her concern about changing the board.
She posited that any board should be approved by the affected
menbers; retirees and current enployees should have a vote. She
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specified that she does not feel that board nenbers should be
appoi nted by one political person. Third, Ms. QCates said this
issue is too inportant to decide quickly; therefore, she urged
the legislature to slow down and obtain nore information. She
stated that the system is not in imediate jeopardy and nore
del i beration should be done.

6: 52:26 PM

STEVE HOFFMAN, testifying on behalf of hinself, told the
conmttee that he worked for the Alaska Departnment of Fish &
Gamre for 28 years, and for a mgjority of that time held a
supervisory position. He said in the Ilast 5-10 years,
recruiting new enployees has becone increasingly difficult.
Potential enployees are conparing the state's wages and benefits
to that of the federal government and private sector, and they
are "finding nore lucrative opportunities in those arenas."” He
stated that the developnment of a Tier IV plan would further
erode the ability to recruit long-term devoted enployees who
are interested in doing the best job for the State of Al aska.

6: 53: 40 PM

CHARLI E ARTEAGA, testifying on behalf of hinself, revealed that
he is a 37-year resident of Alaska, a retired former educator,
and the nost recently retired nenber of the TRS Board, which he
chaired for a nunber of years. He stated that SB 141, HB 238
and the initial report brought out to the PERS and TRS Boards by

its internal conmittee are all simlar. He said, "They are a
piece of a "well bill," if you wll, that I do not care for."
M. Arteaga specified that he opposes the defined contribution
elenments of all those reports and bills. He also stated

opposition to the mnimal provisions of the nedical portion of
t he proposed benefits. He said:

We have been here before: Back in the late 70s/early
80s the funding ratio in TRS was sonething |ike 68-69
percent, and we got close to 100 percent by the year
2000. The same with PERS - they were actually over
100 percent back in the year 2000. The major problem
that we have encountered in the last five years, of
course, is the decrease in the market. And the second
item of course, is a hurmungous increase in nmedical
i Nnsurance prem uns. That's where the problem lies.
To dimnish the benefits of future enployees in Al aska
because of those two reasons, to ne seens conpletely
and totally out of Iline. If you're going to do
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something, it seens to ne that you need to do it
right; 1 don't think you need to be blacknailed into
poor decisions. | think you need to take a | ook, over
a period of tine, as to what is best for the future
enpl oyees of this state.

MR. ARTEAGA said he resents when it is stated that [a change to
enpl oyee benefits] does not affect him because he is retired.
He conpared that to the President [of the United States] saying
if a person is over 55 a new social security would not affect
hi nf her . He stated that he has a son that is currently getting
ready to beconme a teacher, and he speculated that he night have
grandchil dren who m ght want to cone to Al aska to teach, and "it
will definitely affect them" He urged the conmttee to "take
your tinme, take a long | ook, and nake the right decision.” In
regard to hearing procedures, M. Arteaga said he thinks PERS
and TRS nust have nenber representation, preferably elected
versus appoi nted. He said it's inportant that active and
recently retired menbers have a body that will hear them wll
know their concerns, and are famliar with the issues of their
enpl oynent .

6: 56: 59 PM

DUANE MORAN, President, Anchorage Council of Education, which is
affiliated with APEA AFT, testified on behalf of the council.
He said he has been in Alaska for 27 years, but only 7 years in
public service. Regarding the bill's potential inpact to
current enployees, he proffered, "I know for ny bargaining
group, for the next fiscal year starting July 1 we have a O
percent increase. Even [wth] a .5 percent [increase] we would
be ... going further behind, l|et alone anti-inflationary
i mpact . " Regarding the retention of qualified enployees, he
said one of the things that has always struck him neeting people
who work in the public sector is that they tend to stay when
there is an incentive to stay, for exanple, when there is a

better retirement the |onger an enployee stays. He said there
is a cost associated with enployee turnover, because of having
to train new enployees. Changing to a defined contribution
plan, he predicted, would "make the portability for people to
| eave that nuch easier.” M. Mran stated that it's been
reported that there is a mgjor problem which he said he can't
di spute; however, he equated the situation with surgery. He
clarified that it is inportant to get as many opinions as
possible, in order to nake the best decisions possible. He

enphasized the appropriateness of pr udent steps during
del i berati on.
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CHAI R SEATON reiterated that the committee would be getting a
third opinion regarding the actuarials, and there would be an
additional opportunity [for the public to testify] before the
House Finance Conmttee, if SB 141 noves from the House State
Affairs Standing Commttee.

6:59:47 PM

SANDRA BESSER, President, Fairbanks North Star Borough Enpl oyee
Associ ation, Local 6125 APEA AFT, said she is an 18-year
enpl oyee of the borough speaking in opposition to SB 141. She
said the projected shortfalls have occurred for a nunber of
reasons, none of which are because of the enployees. She
recommended a thorough review of all the options for addressing
the shortfalls, rather than "just junping on one of the easiest,
which is passing it off to the enployee.” She said, "W're
having an increasingly difficult time recruiting qualified
enpl oyees right now, we have sone positions that have been

vacant for extended periods of tinme." She said the effect of SB
141 would not only affect enployees, but also consuners. She
said, "I want to look at the quality of nmy child s teacher and

know that they have sonmeone that is qualified and is nore than
just walking in and taking a paycheck because they don't make

enough to care.” She said she feels the sanme about fire
fighters, policenen, and "all these people ... who are out here
giving our hearts to the state.” Ms. Besser said there are a

| ot of jokes circulating about governnent on the |ow bid. She
stated that she doesn't want to see the day when that's how
peopl e | ook at public enployees. She indicated that the reason
she is testifying is because, "as Al askans, we too are | ooking
at the future of our state and those it ... enploys ...." She
urged the commttee not to pass SB 141.

CHAI R SEATON said the purpose of listening to all this testinony
is to hear "the full breadth of comrents."”

7:02: 26 PM

BURNS COOPER, testifying on behalf of hinself, stated that he
has been an enployee of the University of Al aska Fairbanks for
15 years. He pointed out that any plan that raises
contributions is, in fact, a cut in benefits. A retirenment plan
for PERS and TRS nenbers is two-pronged, he said: t he pension
pl an provides sone basic security, but it doesn't cover all of
an enployee's retirenent expenses. Enpl oyees are expected to
put away as nuch as possible into other savings plans, such as
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[tax-sheltered annuities (TSAs)]. He said, "These plans have
al ready been hurt by other financial forces - rising health care
prem uns are taking another bite out - so, our ability to save
and be ready for what's going to happen in retirement is already
conprom sed, and taking nore out of our paychecks is just going
to make that worse."

MR. COOPER enphasi zed his agreement with former testifiers that
this crisis was not created by enployees, but was created

primarily by bad rmanagenent, per si st ent under f undi ng,
managenent transferring costs from other areas into the pension
funds for things like early retirenents, and a lot of other
factors. He stated that weakening the pension system is just
going to add to the already existing problem of recruitnment and
retention. He revealed that he has been in on the hiring

processes for three different job positions this year and
several candidates were lost to other jobs offering higher

salary and benefits. He concluded that the worse the benefits
package gets, the harder it wll be [to find and retain
enpl oyees] . In response to a question from Chair Seaton, he

said he is a participant of TRS.
7:05:15 PM

GERRY G@QUAY, Chair, Southcentral chapter, state supervisory,
[ APEA AFT-SU], testified on SB 141. He said, "As a state
supervisor, | think we all recognize the value of good workers
to the mssion of our respective departnents. We believe the
proposed change in our retirement system would only serve to
jeopardize the quality of state workers in the future.” M.
Guay said workers receive conpensation for the work they do. He
said, "Qur total conpensation package is conprised of a base
pay, a nedical coverage, and a retirenent. And if we worked in
i ndustry, there's probably bonuses and all kinds of other
stipends that state workers never get a chance to see.”" He said
while many state workers have forgone higher paychecks, which
woul d have enhanced their daily life, they "except the pron se
of a fair retirement package that wll sustain them through
their golden vyears." He stated that SB 141 would only
j eopardi ze that prom sed package and make the hiring of skilled
repl acenent workers nuch nore difficult than it currently is.

MR QGQUAY said he works in the Departnment of Environnental
Conservation as a hiring nanager. He said he has difficulty
finding qualified workers who will continue to provide the |eve

of service state workers currently provide. He said he is
currently attenpting to hire sonebody. Federal workers in a
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conpar abl e position level would make slightly nmore than in the
level for the state; however, the federal worker gets a 25
percent nontaxable Cost of Living Al lowance (COLA). He noted
that in [the private sector] that |level job would provide two to
three tinmes the amount of noney that he can offer his
prospective enpl oyee. The private sector enployee is offered a

401K plan, "but they get a lot of noney up front." He
concluded, "So, | guess if you want to keep good workers in the
future, and you want to take away the good retirenent system
that we have - which is a guaranteed retirenent system - then

you're going to need to double our pay to give us the 401K
retirement.”

7:08: 13 PM

SANDRA BOATWRI GHT, testifying on behalf of herself in opposition
to SB 141, told the commttee that she is a staff nenber at the
University of Al aska Fairbanks. She said she thinks the
| egi sl ature should not consider passing the bill without a |ot
nore study. She noted that her own health care costs increased
a great deal last year and will be raised again in July. She
added, "And now it sounds like mny enployee contributions are
going to go up, as well." She said when she took her job 12
years ago, she made her choice for PERS/ TRS based upon the plans
that were offered and the contract that was shown to her. She
said she has invested her nobney based on that plan. She said,
“I think I"ve lived up to ny part of the bargain. I'"'m a good
enpl oyee and |1've given all nmy work to this job, and it's not
fair for you to change what | was promsed." She also pointed
out, "This just seens to be part of a trend of pushing costs off
onto enployees, and | think there are better ways to deal wth
this." She stated that she thinks the proposed governor-
appointed board is a bad idea, because that would conpletely
di vorce the stakeholders from the people who going to actually
be managi ng the noney and the benefits.

7:09: 46 PM
PAULETTE W LLE testified on behalf of herself in opposition to

SB 141. She noted that she is in agreenent with many of the
comments made by previous speakers. She stated her belief that

SB 141 "sort of throws the baby out with the bath water." She
described the bill as "a Draconian neasure" that won't deal wth
the financial problens currently faced in PERS and TRS. [ Those
problens], she indicated, seem to be the result of bad
investnments that the entire country has suffered under for the
last few years, and also poor managenent decisions. She
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i ndicated that she does not support having the board popul ated
by political appointees, because stakeholders in the system who
vote for representatives on the board have a real vested
interest in seeing that the board is managed properly.

M5. WLLE revealed that she has worked alnbst 30 years either
with the University of Alaska or, nore recently, the State of
Al aska, and every pay period she made her contribution to PERS
and her enployer nmade a contribution along with her. She noted
that over time, as she nmade contributions to the retirenent
system and towards health insurance, she has had increasingly
| ess noney to contribute to her personal savings accounts, which
include a tax sheltered annuity with the state and deferred
conpensation wth the wuniversity. She stated her point is
sinply that she thinks plenty of state enployees who are
contributing to the system face the sane situation. She sai d,
unfortunately, there is a national and state effort to deval ue
public enpl oyees of all kinds. She said she is not surprised by
that effort in the state, but she is disappointed by it. She
echoed the sentinents of [M. Arteaga] regardi ng being concerned
with nore than just one generation. She added, "I'm concerned
about the health of the system as a whole and the services that
the State of Alaska provides to itself and to nenbers of the
private sector."” She said she thinks the nove to defined
contribution retirement systenms wouldn't just affect public
enpl oyees, but also would affect private enployees. She said
she's heard the issue of hiring and retention for years. She
said if people don't think they can afford to retire in Alaska
because benefits will be reduced, "they'll go soneplace else.”
She recomended "going slowy on this and reviewing it
carefully"” in order to benefit the entire state.

7:14:41 PM

VIOLA "VI" JERREL, Ph.D., testified in opposition to SB 141.
She said she thinks "the five-year eligibility should be deleted

for the ... council nenbers, assenbly nenbers, and so forth."
She indicated her support of voting for board nenbers, rather
than having them appointed. She said, "I read in there
somewhere a line about ... the state having ... control, or
having prescriptions ... purchased in the state, and so forth.
| absolutely object to that." She indicated wanting to keep

Aet na i nsurance.
DR. JERREL expressed appreciation that there are a nunber of

attorneys serving as |egislators. She noted that |ast week
Representative Guenberg was citing statutes related to the
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| egi slation being discussed and she appreciated that, because
that allows people to tell what a certain statute is before
maki ng decisions during commttee neetings. She noted that | ast
week a speaker gave potential reasons and background as to why
there is a shortfall of noney and nmade the point that it isn't
the fault of the enployees. She stated she thinks it's
important to oppose SB 141 and find a better way, w thout using
a quick fix.

7:17:09 PM

TIM JESTER testified on behalf of hinself in opposition to SB
141. He noted that he is a former elenentary teacher, a parent,
and currently a professor at the University of Alaska Anchorage.
He stated concern that SB 141 would undermine the quality of
public education in the state, by making it rnmuch nore difficult
to attract qualified individuals to teach. As a result, the
children of the state would not receive the kind of education
they deserve and [the state] is obligated to provide. He asked
the commttee nenbers that, if they believe that issues exist
related to the retirenment system they slow down the process and
t horoughly exam ne the problens in a systematic, formal process,
and then nake a deliberate decision that wll inprove the
state's education system

7:18:41 PM

LUKE HOPKINS, testifying as an [enployee] of the State of
Al aska, after 30 years of service at the University of Al aska
Fai r banks, asked the conmttee to consider holding the bill [and
related bills] through the interim and establishing a review
conmmittee that would nove around the state and take testinony
from the public. He suggested the conmttee could [research]

other states' actions in changing back [from a defined
contribution plan] to a defined benefit plan, and make that
information available to the public. He also recomended
establishing an advisory board of citizens from around the state
that could review the actions of the current PERS and TRS
Boar ds. That advisory board could then advise the legislature

He stated his personal viewis that [this legislation] is noving
too fast.

MR. HOPKINS, speaking now as a nenber of the Fairbanks North
Star Borough assenbly, stated the foll ow ng:

| am concerned ... [about] the actions that are, in ny
view, holding sone of the funding that the governor
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set aside in the passage of these bills, both for the
school district funding of PERS and TRS share - which

in Fairbanks is about $4 mllion, | believe, and for
the borough adm nistration it would be about al nost
$900, 000. And soon we'll be ... back to the cycle of
i ssuing pink slips. And if something happens where
this noney isn't (indisc. -- coughing) from the bil
for sone other reason, ... we're going to have a

maj or effect on jobs, and therefore on famlies in
this community.

7:22:47 PM

M KE DAVIDSON testified on behalf of the Al aska Professional
Fire Fighters Association in opposition to SB 141. He stated
his belief that the proposed legislation is an attenpt to sol ve
a problem that has not been clearly defined, and he said it
woul d be inmprudent to push such |egislation through. He said
the proposal is a "radical reinvention of the state's retirenent
syst ent and raises concerns about both recruitnment and
retention. He reported that the Anchorage Fire Departnent has
had great difficulty attracting and retaining enployees,
particularly paranedics. He said those enpl oyees consider their
retirement once they are enployed and are open to outside
of fers. He indicated that portability is one of the key
el enents being discussed, but that trait is not desirable in his
line of work; once enployers get enployees, they want to keep
them He nentioned the high cost of job training. M. Davidson
said he thinks the state should slow down the process to allow
for a "thorough vetting of the problens” and to define the exact
issues that led to the problens within PERS and TRS.

7:25: 36 PM

BEN STEWART, testifying on behalf of hinmself, told the commttee
that as a 36.5-year, Tier | state enployee, at first he didn't
think the bill would affect him however, he thought of his
chi | dren. He stated that the bill is nmoving too fast, and he
said he would like the legislature to back off, take a better
| ook at the issues, and listen to the constituents. He said the
retirement system was good when he started working in 1968.
Each tier that has been added has eroded the systema little bit
nor e. Now, recruitnment of qualified enployees is difficult.
When an enployee is not up to the |evel he/she needs to be, then
nore noney nust be spent towards training. He pointed to bad
managenent in municipalities, as well as both a lack of
foresight and procrastination. He stated that he would like to
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see the PERS/TRS Boards remain unchanged. He offered his
understanding that, due to decisions nmade by the boards in
fiscal year 2004, there was a nearly 15 percent return on the
retirement investnent.

7:28: 35 PM

M KE HARBAUGH, testifying on behalf of hinself in opposition to
SB 141, revealed that he works in maintenance for the Departnent

of Corrections and is a Tier Il enployee. He said he is also
representing his wife, children, and grandchildren. Regar di ng
whet her the legislation would affect himas a Tier |l enployee,
he answered yes. He explained that it would affect the

contribution rate and, thus, would affect an enployee's take-
home pay in the future. Regarding the nanagenent board, he said
he could not have confidence in a board whose nenbers he cannot
vote for. He said it may be true that the current board did not
do such a good job and there nay be a reason for eventually
i ncreasing the anount of the contribution by a small amount. He
said, "I'mwlling to do that if the state's willing to do the
sarne. But to put it all on us isn't fair, and therefore I'm
against ... SB 141 and any other attenpt right now to change the
current and future PERS/TRS retirenment benefit." He stated his
belief that the l|egislature should do further research and
conduct large neetings with stakeholders to come up with a solid
way to fix the current problem wi thout throwi ng the system away.
He continued as foll ows:

| don't believe you're getting pertinent and correct
information on a lot of the things that you're asking.
| heard this norning there was a Senator that was
testifying and the Director of [the D vision of
Retirement & Benefits] was wth him and you asked
themif there was a current disability included in the
current Tier Il system and they said there wasn't
but there is. I don't know if they didn't know that
or what the problem was, but that was an incorrect
answer; you're not getting all the right answers.

MR. HARBAUGH reported that plunbers are getting $5 an hour nore
on the street than state plunbers are. He said he already has
difficulty hiring a plunber, and he indicated that it would be
nore difficult to do so if the state benefits are cut further.

CHAI R SEATON clarified that when the commttee tal ks about the
proposed | egislation not affecting those in Tier I, Il, or 11Il
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it only neans that those enpl oyees would not be converted to the
new tier.

7:33:36 PM

REPRESENTATI VE GARDNER clarified that, wunder AS 39.35.095-680,
there are disability benefits under current regulations, and she
doesn't believe that those benefits would continue under SB 141,
for anyone hired after July 1, 2005.

CHAIR SEATON said he would be inviting the [Dvision of
Retirement & Benefits] to clarify that issue.

7:34: 13 PM

JOE DI NNOCCENZO, testifying on behalf of hinself, said he has
been a state enployee within the Al aska Departnent of Fish &
Ganme for 20 years, spread out over the |ast 32 years. He said
he has been listening to the prior testinony and thinks the
strongest thene is in relation to recruitnent and retention. He
said he thinks the legislature has a strategic choice to nmake
whether it wants a state workforce with high turnover versus
dedi cated enployees that are paid at a better rate. He said,
"Anything you do at this point to devalue the benefit package
that is currently being offered state enployees is only going to
nmake the problem of recruitnment and retention worse, and
probably nake state governnent progranms less efficient.” He
explained that the changes wll not affect his retirement;
however, it will affect state governnent, which concerns him as
a citizen of the state. He said he synpathizes wth the plight
of Wangell, but said his famly has "those sane increased costs
in insurance, in fuel, and, on top of that, [in] city property
and sal es taxes. He indicated that any increased contributions
required in PERS woul d be on top of those costs.

MR. DI NNOCENZO sai d:

The state governnment runs ... partly on the good wll
and devotion of state enployees to the mssion they
are assigned to, and over ny career |'ve seen that
dimnish in the work force that | work wth. I
certainly wouldn't like that trend to continue; it's
pretty alarmng for ne.

I think fairness denmands accountability of

what ever board governs decisions about PERS; whether
it's the board we have now, or sone conbined board.
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And | think it's essential that beneficiaries have a
way to help select who's on that PERS Board.

7:37:51 PM

CHAIR SEATON noted that the commttee had passed an anendnent
regardi ng the selection of the board nmenbers.

7:38: 24 PM

JOHN DI CKENSON, supervisory enployee representative, testifying
on behal f of APEA AFT-SU, said he was born in the Territory of
Al aska and was in the sixth grade when Al aska was nade a state.
He has a degree in Civil Engineering from the University of
Al aska. He offered his work history. He said he is a Tier |
enpl oyee, who is concerned about the quality of life that he
would enjoy as a citizen of the state. He said he wants his
state governnment staffed by conpetent people who know what
t hey' re doi ng. He also stated concern for his fell ow enpl oyees
who have less tinme in service than he does. Regarding the issue
of recruitnent and retention, he said he thinks the Departnent
of Transportation & Public Facilities has been "a really good
place to work with so far" for reasons he listed. However, he
related a difficult hiring experience. In conclusion, M.
D nnocenzo suggested that the commttee |ook at the positions
that are currently being advertised through Wrkpl ace Al aska and

consider the listed mninmum qualifications and how easy [or
difficult] it would be to fill those positions.
7:43: 07 PM

ROSS MARLEY (ph), testifying on behalf of hinself in opposition
to SB 141, said he recently spent a year and nmany dollars to get
a teaching degree, but then decided to go for a career path in
the private sector instead. He said he realized if he were to
go into teaching, he would never have "a financial leg to stand
upon."” He continued, "This is unfortunate, because teaching is
an intrinsically rewarding career path; | sinply cannot afford
to choose it. Passing SB 141 will sinply confirmny choice as a
highly qualified job candidate to |eave the public service and
pursue a career path in the private sector."”

7:44: 34 PM
BARBARA RICH, testifying on behalf of herself, told the

commttee that she is a retired teacher who used to be a "watch
dog" in Juneau for the retirenent system She stated that the
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retirement system is "in better shape than nobst people are
trying to say it is.” She said nost of the problens exist
because of high nedical costs. She noted that when a bill for a
retirement incentive program (RIP) was brought before the
legislature in the past, "we testified whol eheartedly against
this" but were not |istened to; the legislation was passed
qui ckly. She added, "Sonmething simlar to SB 141." She stated
her hope that the legislature would listen to testifiers this
tine. Ms. Rich offered an exanple of the effects of the RIP,
illustrating just how nuch noney would have been in the
retirement systemnow if the nmultiple RIPs had not taken place.
She asked that the legislature does not rip apart the retirenent
pr ogram She echoed the previous coments of M. Luby that
social security is a safety net where it is offered, but said
there is no safety net for teachers, and they can outlive their
defined contribution. She said the actuaries are not doing a
good job and there is a need to find people who will do a good
job. She asked the conmittee to take its tine.

7:47:51 PM

REPRESENTATI VE GARDNER asked Ms. Rich if she knows of any reason
that the existing PERS and TRS Boards shoul d be changed.

7:48: 19 PM

M5. RICH answered no. She said those boards have done an
excel l ent job. Regarding TRS, she noted that there are two
peopl e on the board who have done such a good job that no one
runs against them She reported that 40 percent of al
prescription drugs used now are generic drugs, because the TRS
Board requested that people take generic drugs [which save the
syst em noney] .

7:49: 36 PM

REPRESENTATI VE GARDNER noted that the commttee had heard
previous testinony that over the past 20 years, the PERS and TRS
Boards did not take the actuary's advise in terns of setting
rates, which ended up benefiting the system She asked Ms.
Rich, "Wuld you concur with that?"

7:51:24 PM

M5. RI CH answered no.

7:51: 32 PM
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REPRESENTATI VE RAMRAS thanked Ms. Rich; he recollected that she
was a school counsel or

7:52: 05 PM

JIM  DUNCAN, Busi ness Manager , Al aska State Enpl oyees

Associ ation (ASEA), testified on behalf of the approximtely
8,000 current active ASEA nenbers in opposition to SB 141. He
stated his belief that the issue before the legislature is a
conpl ex one that deserves serious and conprehensive review. He

urged the legislature to take nore tine. He noted sone of the
reasons for the current problem are: the poor returns on
investnments in the stock market, the rising cost in health care
costs, increased longevity of retirees, and the fact that the

state actuaries did not recognize sone of these factors and nmake
the right assunptions and projections. None of the problens, he
said, were, or wll be caused by current or future enployees,
but the bill asks those enployees to assunme the responsibility.
He stated for the record that he thinks that's wong.

MR. DUNCAN reviewed the ways that SB 141 would nmake those
enpl oyees pay: by increasing the enployee contribution for al
active enployees by .5 percent per year until it reaches a cap
of 11.75 percent. He said that doesn't sound |ike much, but for
those working at a range 8 or |ower, any anmount of noney out of
their take-honme pay is a lot of noney. He continued as foll ows:

| believe strongly that that's an wunconstitutional
provision in this Dbill; that to increase the
contribution rate on active enployees violates the
state constitution. And | would let you know that if

this legislature should pass that, ... ny union wll
be challenging that in court, and |'m sure other
unions wll be doing |ikew se ...

| heard this norning, Senator Stedman - who |'ve
talked to many tinmes about this bill - say, "Look,
don't worry too nmuch about the .5 percent because they
all have «collective bargaining agreenents; they'l
just go back to the table and recoup that .5 percent.”
There's a problemw th that: It's been very difficult
to get ... cost-of-living increases at all for state
enpl oyees. In fact, ny union has gone for ... alnost

three years without an increase, and this year, on
July 1, we're going to get 1.5 percent, and the .5
percent's going to go to the retirenent systemif this
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passes. ... The problemis we don't go back to [the]

table for a new contract until ... July 1, [2007],

SO to use an argunent to justify this ... is wong.
7:55:27 PM

[ Second], you're asking our ... future nenbers to pay

for this problem by noving from a defined benefit
system to a defined contribution system What you're
saying is the state no longer wants to take the risk
with the stock market; you want the enployee to take
the risk and have their benefits hinge on the return

on the investnent. And that is not a good
scenario for the nenbers that we represent or will be
representing in the future. It takes sone

sophi stication to have good investnents, and |'m not
convinced at all this has that sophistication, but
you' re asking our enployees to assune that.

Third, this defined contribution system does not have

a provision for disability paynents. It does not even
have a real good death benefit, because if a retiree
shoul d pass away, the survivor will only get a death
benefit as long as there's still noney left in the

defined contribution system And that survivor, that
spouse, that wife, nmay very well outlive that paynent,
and at that point they've got a very serious problem

There is no safety here for future retirees ...,
and in the State of Al aska, our state enployees don't
even have social security to fall back on. Now, other
states have tal ked about noving from a defined benefit
to a defined contribution system Sone have done that
- Nebraska and West Virginia - and now they've noved
back, because they found it didn't work. One state
was just recently talking about that - the State of
Cal i fornia. Governor Schwarzenegger had it as one of
his major, major initiatives, and just a week ago he
backed off because he al so understood, or the folks he
was going to do this to understood, that it wasn't
going to work for them And his plan, just like this

plan, didn't have a disability, or ... a death

benefit. | think you need to very carefully need to

consider what this bill wll do to future enpl oyees.
7:57: 35 PM
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MR. DUNCAN conti nued as foll ows:

There are sone things that | think you should do, and
you are doing sonme of those and | congratul ate you on
that. Another opinion: Have another set of actuaries
| ook at those assunptions that were nade and nake a
determnation as to how real this problemis and what
it"s going to look like into the future ...

Secondly, | think you should ask that actuary to | ook
at what's going to be the inpact on those current
enpl oyees who remain in [PERS]. Wen you ... no
| onger have a pool of new folks comng in to
contribute to [PERS] - all of a sudden there are no
new additions - what really does happen to the
valuation of [PERS] for those current enployees, and
what wll they be required to do in order to

continue to nake that system whol e?

MR. DUNCAN also recommended that the commttee consider the
i npact of the proposed |egislation on recruitnment and retention.

He said, "As soneone who ... was in the legislature for 24
years, | know that the State of Al aska has a problem wth
recruitnment and retention.” He indicated he saw that problem as

a former conm ssioner of admnistration. He said he knows that
when a defined benefits system is changed to a defined
contribution system the hard-to-fill jobs beconme inpossible to
fill. He continued as foll ows:

| heard ... a nenber of the legislature testify the
other day ...: "Wait a mnute, don't worry about
this; we're about nunber three in the nation now with
our retirenment system This will put us right in the
m ddl e of the pack, and that's where we should be." |
couldn't disagree nore. We should never be in the
m ddl e of the pack. W should always be at the top of
the list, and not in the mddle of the list. W have
many ot her problens to overcone to get people to cone
to this state to work; ... we need to have a nore
attractive system

7:59: 34 PM
MR. DUNCAN encouraged asking the state to look at what liability
the actuaries that nmade the assunptions over the past few years

m ght have "in this whole situation.” He said he thinks there
shoul d be consideration whether sone of the under funding could
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be recovered from the actuarial firns who gave the wong
assunpti ons. He noted that when he was conm ssioner of
admnistration, the last valuation report he received in Mrch
2002 did not indicate a problem When an audit was done in
Decenber 2003, a mmjor problem was reported. He stated, "Things
don't change that quickly."

MR. DUNCAN concurred with those who testified before that the

| egi slation does not need to pass this year. He warned, "once
you put something in place, it's going to be inpossible to
remove it."
8: 00: 50 PM

CHAI R SEATON stated for the record that there may be conflicting
| egal opinions regarding raising rates for benefits. He asked
M. Duncan if the questionnaire sent out by TRS was filled out
and returned by ASEA

8:01: 53 PM

MR. DUNCAN responded that he has been the business nmanager of
ASEA since February 2003, and he does not recall receiving a
guestionnaire from the board. He said if he had received one,
he woul d have parti ci pat ed.

CHAI R SEATON offered his understanding that NEA-Al aska was the
only wunion to respond, but he said, "You never know what
happened in the mail." He said he just wanted to get it on the
record that there has been requests for information.

8:02:40 PM

DOUG STARK, DPA [Doctor of Public Admnistration], testifying on
behal f of hinself, noted that he began work as a PERS enpl oyee
in the governor's office in 1968, and since then has held 8-10
public sector jobs around the state. He continued as foll ows:

When | went to work for the City of Homer three years
ago, | opted out of PERS, because | felt it was an
abuse of the ... systemto accunul ate additional years
at ny pay rate of $50 a nonth as a councilman. Having
wor ked through three budget cycles, | found that the
increase in required contributions to PERS by the city
is causing intolerable burden on the city and its
citizens. Defined contributions [are] repl aci ng
defined benefits on a nationw de basis because of the
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exorbitant cost to enployers, and a nunber of
enpl oyers have conpletely gotten rid of their
retirement systens and sent it over to the federal
pensi on benefit corporation - which is not good news
for anybody.

DR. STARK said SB 141 is not totally sufficient to solve the
existing problens, but it is necessary in order to solve the
problens in the long term He said work needs to be done in the
area of health benefits. He concluded by stating, "Your job is
to listen to and represent public enployees, but - nost
inmportant - to represent all the citizens of Alaska, including
the silent majority, so to speak."”

8:04:49 PM

MARY GRAHAM testifying on behalf of herself in opposition to SB
141, told the conmittee that she has been a state enployee for
approximately 15 years and is a nenber of APEA AFT. She
concurred with the statenents nade by fornmer testifiers that
enpl oyees did not create the existing problens, but it seens
they and the future enployees are the ones being made to pay.
She directed attention to page 5, lines 21-24, as nunbered on
Amendnent 4, which read:

"Sec. 39.35.870. Retirenent. (a) In order to
obtain nedical benefits under AS 39.35.870 an active
menber nust retire directly from the plan. A menber
is eligible to retire fromthe plan if the menber has
been an active nenber for at least 12 nonths before
application for retirenent and

M5. CGRAHAM asked, "Wat happens if soneone works 10 nonths into
the year that they're ready to retire and, because of budget
cuts or whatever, their job's gone ... - they get laid off and
they're in a rural part of Al aska where there's not going to be
anot her PERS-type job for themto go to? A long-term enployee
could lose their ability to have health insurance.” She said
she doesn't think that's the intent of the drafter of the bill

She recommended that the comrittee sl ow down and really consider
"all the consequences of what's going to happen here."” She said
her own Tier | plan was attractive to her for the health
insurance it gives, but that may not be available for other
[tiers]. She remarked that she is also a hiring manager who is
having a difficult tinme filling positions. She said, "I don't
say anything about retirenent and benefits when | try to attract
peopl e, because it's not that attractive. And it's going to be
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a lot less attractive if we go to this defined contribution
system ™"

8:09:17 PM

KEVIN RITCH E, Executive Director, Alaska Minicipal League
(AM.), stated that 63 percent of the $5.7 billion problem is
"owmed by nmunicipalities, schools, and the wuniversity." He
continued as foll ows:

Were PERS rates are rising is 30 percent of salary or
above, which, in a normal city which spends about 70
percent of its budget on salary, can be as nuch as a
20 percent overall increase in total spending for that
comunity. Schools [are] much higher, because nmany
times | think that 90 percent or so of their budget
may go into salaries. So, this is part of a I|ong-
range plan. Minicipalities [have been] working at the
table with the legislature [and] with PERS/ TRS Boards
for the past year. W've been working with a group of
school district business officials, municipal finance
of ficers, el ected of ficials, [ and] sone
representatives from the university along every step
of the way.

MR RITCHE said SB 141 is simlar to the concepts that have
been di scussed for the past year by the PERS and TRS Board [and]
by the House and the legislative committees working on this
issue. He reported that AML adopted its policy a year ago. He
i ndi cated that two of the nore relevant I ssues are:
stabilization of the cost of t he PERS/ TRS system to
municipalities and help wth funding unexpected nassive
increases in the cost of the PERS/ TRS system He said [AM]

provided a letter to the commttee on April 2, which has nore
detailed coments [included in the commttee packet]. He said
PERS rates of 30 percent are projected out for the next 25
years, so "there's not a relief in sight." The proposed
| egislation "or something simlar to it" provides sone hope that
those rates will go down over tine.

MR RITCH E stated that [AM.] wll continue to work with the
| egislature on SB 141. He nentioned sone anmendnents that were
made earlier today, which seened to nmke sone significant
i nprovenents on both access to health care and access to the
heal t h rei mbursenent account. He concl uded:
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| guess we'd just say that we're in support of the
efforts that you're making to bring the system under
control for the long term in this effort. And [1]
just want to enphasize that providing sone help -- the
state sinply has nore noney than its comunities.
There's sonme communities that are in fiscal crisis or
are sliding backwards in the fiscal crisis, and we
want to just enphasize the governor's budget anmount of
providing at |east sone funding for the next few years
to the nunicipalities and to have a chance of kind of
di ggi ng thensel ves out of the hole.

8:13: 00 PM

REPRESENTATI VE GATTO said M. Ritchie made a salient point
regardi ng the school districts.

8:13:51 PM

REPRESENTATI VE GARDNER expressed her appreciation of M.
Ritchie's explanation of the percentage increases that
muni ci palities are facing. She asked M. Ritchie to confirm

that SB 141, in creating a new tier, would put the risk on the
enpl oyee, reduce the risk to the enployer, and reduce the anpunt

of the growh of the shortfall; however, it would not address
the problem that the state is already facing, other than "the
one-time direct funding grant thing." She asked if that was an

accurate sunmmati on.

8:14: 36 PM

MR. RITCH E answered yes. He said the $5.7 billion shortfall is
still there, which is the biggest crux of the problem He
added, "However, when you |ook at that over 25 years, whether
that liability goes up or those rates continue to go up, or

those rates stabilize or continue to go down, that's a function
of changes to the system as well."

8:15: 49 PM

TOM BRICE testified on behalf of the Al aska State District
Council of Laborers, which consists of two private unions and
one public union: Laborers Local 341, Laborers Local 942, and
Public Enpl oyees Local 71, respectively. He said the centra
issue of SB 141 is the proposed change of the state's retirenent
system from a defined benefit plan to a defined contribution
pl an. He said that fundanmental change would not address the
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issues that the actuaries pointed to regarding the under
funding, and it would seriously erode the enployees' ability to
have a safety net upon retirenent. He said neither the House
State Affairs Standing Conmittee nor any other committee has
held a serious discussion about "how a defined program should
work." Instead, the focus has been on the negative aspects of a
defined benefit plan. M. Brice reported that the enpl oyees he
represents in the private sector enjoy a defined benefit program
that is stable and secure. He said he thinks the discussion has
to be turned away from defined contribution and focused on the
defined benefits progranms currently being enjoyed in the private
sector.

8:18: 58 PM
REPRESENTATI VE GARDNER asked M. Brice to provide the committee

wth a list of sone of the [private] conpanies that he feels
provi de stable and solid defined benefit prograns.

8:19:14 PM
MR. BRICE offered the follow ng nanes: Brice, Inc; WIder
[ Construction Conpany]; Secon; and Coogan [Construction]. He

added that the list is long and extensive. He explained, "Those
are union enployers. They know that if they invest into their
enpl oyees and they're able to provide their enployees safe,
reliable retirements, C. t hey' 11 get better enpl oyees.
Regarding the previously nentioned surveys sent out by the
PERS/ TRS Boards, he said he's certain those surveys were not
sent to the private unions or the private retirenment trust. He
concluded, "And | think there could be a real good |esson
| earned from the way those prograns are admnistered and the
benefits they're able to provide ... our nenbers.”

8:20: 23 PM

REPRESENTATI VE GARDNER said it is known that nationally there
are |ongstanding conpanies that have gotten into trouble wth
defined benefit plans. She asked, "Do you have any idea what
the common el enents are of the plans that you think are safe and
secure?"

8:20:49 PM
MR. BRICE answered that one of the primary common elenents is

that they are jointly admnistered; representatives of the
enpl oyees have a say equal to the enployers, regarding the
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adm nistration of the trust. M. Brice also recomended
consi deration of how nmany various enployers are "engaged in that
retirement trust."” He explained, "These prograns that |[|'m
speaking of ... have hundreds of contractors participating in
them so there's a wide variety of insights and input into the
way that programis adm nistered to neet the needs of the working
peopl e.”

8:21:42 PM

REPRESENTATI VE GARDNER said there has been a lot of testinony
that one of the biggest problens that has led to the under
funding of the retirenent systens is the massive and unexpected
increase in health care costs. She asked, "Do you know how
t hese prograns have dealt with that, or do they |limt the access
to health care or the total anobunt that can be spent?"

8:22: 00 PM

MR. BRICE noted that under the Laborers Local 341 and Laborers
Local 942 prograns, nedical care is not necessarily a vested
benefit; it is available to enployees if they want to purchase
it, but it's not a vested benefit. Furthernore, he said nenbers
have to spend a certain amount of time in the trade -
approximately 20,000 hours for the |aborers - before being able
to purchase the health benefit.

8:22: 57 PM

CHAI R SEATON asked M. Brice if he has any information show ng
that public sector enployees would support elimnating health
benefits in their retirement plan and instead be responsible for
purchasing their own benefits. He noted that, based on the
surveys he's seen, enployees in the public sector have said the
health benefit is the nobst inportant part of the benefit
package.

8:23:52 PM

MR. BRICE responded that he thinks "it would be a point of
conversation to start.” He said he is not the |ocal business
manager of Local 71 and would defer to that person's judgnent.
In terms of the entire debate, he said what's been missing is
bringing the organizations that represent the enployees to the
table in a nmeani ngful manner and presenting options.

8:25:06 PM
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JI' M HORNADAY, Mayor, City of Honer, testified in support of the
provisions in SB 141 "providing sonme $69 mllion over the next
two years, as the governor recomended, to offset the cost of
the state-required ... tenporary help ... [to] pay the nunicipa
PERS increase for the next two years.”" He said he realizes that
this is just a tenporary approach, but the Cty of Homer hopes
to have increased retail sales "that should help in this.” If
the noney is not included in the bill, for exanple, the Cty of
Homer will have to pay an additional $245,6000 per year, and
there may be decreased city services. He remarked, "W're told
that Honer now owes $6 mllion in the PERS situation.” The
citizens of Homer recently increased the city sales tax, and he
offered his understanding that the Kenai Peninsula Borough is

about to increase its sales tax. He added, "So, we do believe
that the State of Alaska should share in these increased PERS
costs.” M. Hornaday concluded, "I certainly wouldn't predict
what the suprene court is going to do, but if you haven't
already included it in wyour bill, you mght include the
provision that just because one provision is [stricken], it

doesn't strike down the other provisions."

8:26: 48 PM

REPRESENTATI VE GARDNER asked M. Hornaday if he would still
support SB 141 if it didn't include the $69 nillion or any
anount of noney to help the municipalities.

8:27:21 PM

MR. HORNADAY responded, "That is on our next agenda; there's a
resolution to that effect, and we can tell you that after the

council votes on it this next Mnday night." He offered his
understanding that the Alaska Muinicipal League has taken the
position of being in general favor of the bill; however, he said
he woul d rather have AML speak directly to that. He stated that
as a retired Tier | state enployee and a person who has run 5
smal | busi nesses, he understands the problem and synpathizes

with the way in which the legislature is trying to address it.

8:28: 09 PM

REPRESENTATI VE CGRUENBERG noted that there is a genera
severability clause in Title I "that would apply."

8:28: 27 PM
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REPRESENTATI VE ELKINS asked M. Hornaday how many people within
the PERS and TRS retirenent systens cone from school boards,
borough councils, and city councils within his area.

8:.28: 53 PM
VR. HORNADAY estimated 20 people are elected nunicipal

officials, but he said he doesn't know the nunbers for the
school board.

8:29:39 PM

CHAI R SEATON asked if the Gty of Homer has "looked at that in
any detail." He noted that "the city's liability is basically
yearly proportional to retirenent and benefits.” He asked if

the city has discussed that issue.

8:30:17 PM

MR. HORNADAY said the issue will be addressed.
8:30:41 PM

REPRESENTATI VE ELKINS stated that there are a |ot of people who
drew $150 a nonth for five or six years and are now retired in
Tier I and Il and are drawing the nedical benefits. He said
“"It's a big burden on cities when they didn't contribute
anything start wth."

8:31:25 PM

TOM HARVEY, Executive Director, NEA-Alaska, told the commttee
that NEA-Al aska covers 12,500 public school enployees. He
offered happy birthday wshes +to Representative Elkins.
Regardi ng the conposition of a new board, he said the passage of
Amendnents 5 and 6 this norning was appreciated; however, he
stated a preference that the boards be elected as the PERS
menbers are now, because that is an essential process of
ownership of the systens by the participants, as well as part of
t he denocratic process of the country.

8:33:21 PM
MR. HARVEY, in response to a question from Chair Seaton
regarding how TRS Board nenbers are selected, explained that,

presently, the associations that represent teachers and public
school enpl oyees nake nom nations, and the governor nmakes the
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appoi nt ment . In response to a followup question, he clarified
that the preference is for both PERS and TRS Board nenbers to be
el ected, [rather than appointed by the governor].

8:34:04 PM
REPRESENTATI VE GRUENBERG noted that M. Harvey included an

amendnent idea in his testinony [included in the conmttee
packet] .

8:34:47 PM

MR. HARVEY said the earlier adopted anendnent took care of "the
nunbers part of what we were talking about.” He directed
attention to page 1, line 29, through page 2, line 11, of his
handout, which addresses "the election part.” He urged the

commttee to consider an anendnent there.
8:36: 13 PM

MR. HARVEY stated that NEA-Al aska al so believes that the powers
and duties of the Al aska Retirenent Managenent (ARM Board
shoul d include hearings. He quoted Richard Solie, Ph.D., as
foll ows:

Because the boards act as a jury of peers, in essence,
| believe the board approach reduces the risk of
future litigation and gives the [beneficiaries] a
greater sense that their cases have been truly heard.

MR. HARVEY stated, "W would urge you to consider an anendnment
that would provide that. You <could do it through a
subcommittee. It would not have to be, and should probably not
be, the whole board that would do that particular provision, but
we do believe that their function has served well in that
capacity."

MR. HARVEY, regarding the enployeel/enployer contribution to a
defined benefit plan, stated that it is disturbing to [NEA-
Al aska] that the contribution of the present enployees would be
increased at .5 percent a year until it equals the normal rate,
divided in half between the enployer and the enployee. He
continued as foll ows:

In fact, at first it sounds like a very small thing

But if you |look at what happens in 2020, according to
the actuaries ... it's going to require 52 percent.
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That would nean 26 percent from the enployer, under

this bill, and 26 percent from the enployee. That's
how the bill read, | believe.
8:37:14 PM

CHAI R SEATON clarified that SB 141 only deals with the norna
service cost. He said, "The bill that you were tal king about is
the normal and the past service cost, which was [HB] 177, which
we passed out of comrmittee so that Representative Kelly could
work on it, and that split the normal and the past service
cost."

8:37:57 PM
MR. HARVEY suggested that - "even at the split of the nornal
service cost, as being presently projected" - a present enployee

is going to end up paying a lot nore than he/she currently does.
He said, "Wiat you're really going to do is allow themto have a
decision to leave the system" He clarified that enployees wll
be faced with a choice of paying nore for the sanme benefits they
are presently receiving, or retire now and get the benefits for
a longer period of time, which he said will "add to that
l[iability situation that you're talking about.” He said that's
a serious flaw in [SB 141].

VR. HARVEY, again regar di ng i ncreasi ng t he enpl oyees

contribution wthout increasing the corresponding benefits,
said, "This is clearly charting a course through the troubled
legal waters through the Alaska [State] Constitution.” He
continued as foll ows:

And |1've heard your conment earlier. | think I would
say to you, sir, that we have a legal opinion from a
former nmenber of this body who has been quite
successful at enforcing the rights of the enployees

and their retirenent benefits. But | would just as
much say you need to look at what Dr. Richard Solie
said, who is also being counseled. They did not
consider this approach, because of the concern about
the response of the judiciary. I think the nunbers
are pretty clear at this point in tine. | f anythi ng
if you don't think that that's true, | would suggest

that you | ook at another avenue to get a |egal opinion
- mybe even a referral to the House Judiciary
[ Standing Conmittee] - sane as you did with [HB 177
That woul d be able to take care of the matter.
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MR. HARVEY offered his understanding that Anmendnent 1 failed
this norning. He said it's clear to [ NEA-Al aska] that 8 percent
and 4.5 percent, equaling a total of 12.5 percent, is not enough
for a person to have invested so that they can end up with an
annuity that they can retire with dignity. He said, "W've
wor ked the nunbers; 12.5 percent doesn't get you there. W
woul d suggest to you that ... the rate should be closer to
19. 25. W woul d suggest that the ... enployers' contribution
should be 14 percent total, of which a portion of that 8.25
[ percent] would go to the pension, and that the enployees’
contribution at 11 percent - as in another bill before this
commttee - ... would in fact get you to at least a 19.25." He
stated that the defined contribution plans with which he is
famliar require about 20 percent mninmum in order for the
enpl oyee pension to be one that they can retire on.

MR. HARVEY said SB 141 asks enployees to provide nore, which
woul d be wonderful if the enpl oyees were conpensated at a higher
rate; however, as public enployees, they are not.

CHAIR SEATON let M. Harvey know that tinme was limted and he
i ndicated that he would Iike to nove to conmttee questions.

8:41:44 PM

REPRESENTATI VE RAVMRAS asked M. Harvey if he could nanme a
private sector enployer offering 19 percent.

8:42: 03 PM

MR. HARVEY answered that NEA-Alaska is as private sector
enpl oyer that offers 20 percent.

8:42:18 PM
REPRESENTATI VE GARDNER opi ned that since M. Harvey represents
12,500 people, it is appropriate to allow him nore tinme than is

given other testifiers who represent thensel ves.

CHAI R SEATON sai d he has been attenpting to do that.

8:42: 47 PM

MR. HARVEY noted the anpunt of tinme spent on bill discussion and
anendnents and said he thinks the 2-plus hours given to public
testimony on a 109-page conplex bill is insufficient.
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8:44: 27 PM

MR. HARVEY said the previously adopted Anendnents 8, 10, and 12-
14 are appreciated. He thanked Chair Seaton and Senator Stednan
for the hours spent with NEA-Al aska regarding [SB 141]; however,
he stated that that tinme cannot serve as a substitute for
nmeetings of all the stakeholders to provide a conplete analysis
of the legislation and its effects on public servants.

MR. HARVEY directed attention to the second page of his witten
testinmony - the |ast paragraph, which read as follows [original
punctuation provided, with sone formatti ng changed]:

|f a teacher starts their career in Sitka this fall,
they will have a salary of $35,571 (SEE ATTACHMVENT 2A

& B). After a thirty-year career (That is 3 nore
years than the present average), the teacher will have
$800, 129 in their account. That assunmes a return on

investnment of 8.3% which is 2.3% higher than an
i ndi vi dual averages presently and is nore the rate of
return by ASPI B. They will also have ... [a health
rei nmbursenent account (HRA)] of $131,772. Thei r
access to mmjor nedical insurance will cost $96,602 in
the first year (given an 8% annual inflation of
nmedi cal costs). At age 62 the public servant wll
have no nedical coverage or be in debt by $141, 897.
This is not retirement with dignity.

MR. HARVEY added, "That's retirenment eating cat food, and eating

it outside, because they lost their house.™ He stated that SB
141 is not a good bill; however, he said he believes there are
i nprovenents that can be made wth cooperation between NEA-
Al aska, and the legislature. He concluded, "I believe we can
find a good retirement system that is better than the present
TRS [Tier] Il and PERS [Tiers] Il and Ill, but we need a little
time."

8.47.22 PM

REPRESENTATI VE RAMRAS, regarding the issue of tinme given to
testinmony, recognized M. Harvey's dissatisfaction, but said the
committee has been addressing the PERS/ TRS issue since February.
He complinmented Chair Seaton for his efforts to create a
constructive environnment and address "the broader issue of how
we're going to integrate a better solution for PERS and TRS."
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8:48: 09 PM

MR. HARVEY agreed that the commttee has spent a lot of tinme on
this issue and he recogni zed the excellent job Chair Seaton [and
his staff] have done on research towards the House's version of
PERS/ TRS | egi sl ati on. However, he said, "Instead of taking the
best of two products, we've apparently nmade a decision [at] sone
point to rush to judgnent.”

8:48: 58 PM

RON KING testifying on behalf of hinself, told the comittee
that he is both a state enployee and a hiring nanager. He
indicated that he could tell nmany stories illustrating the

difficulty in hiring enployees. He nmade the conparison that 15
years ago there were 10-15 highly qualified job applicants,
whereas today [hiring managers are] lucky to get one, and
sonetimes it takes nmonths of waiting to find a good candi date
He told of a bright enployee being urged by a private entity to
take a job at twice the price. That enpl oyee chose to serve
Al aska and return to the state "something that it gave to him"

8:50:41 PM

MR. KING said when his son graduated with honors from coll ege,
the Departnent of Administration's Division of Personnel offered
him a chance to conme back to Alaska to work, and his student
| oans would be forgiven. Hs son opted to continue his
education to get his Masters degree in conputer sciences, and he
received nore as an intern in college than the state paid the
anal yst programmers at that tine. He continued working for [the

conputer conpany for which he interned]. He said his son
doesn't have a defined benefit plan, but basically has a "stock
profit-sharing plan." M. King noted that his son's nedical

benefits are the sanme as his own, but after nine years of
working, his son can retire with a net worth of 4-5 tinmes what
M. King has in PERS, SBS, and deferred conpensation conbi ned.
He revealed that his son listed two reasons a person would work
for government: One is because a person believes in what he/she
does, and thus is willing to work for less in order to try and
make a difference. The other reason is for the benefits. M .
King said the  Dbenefit packages have been significantly
decr easi ng. He expressed his appreciation for the tough job of
the state, borough, and city officials.

8:53: 08 PM
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MR. KING asked the committee not to rush into a decision that
may be regretted in the future. He said the problens nay or may
not have been entirely the responsibility of the |egislature,
| ocal governnents, and the actuarials, but he indicated that he
does not want the legislature to rush through decisions of such
magni tude, even with the extensive discussions and debate that

has taken place since February. He said, "Qur future is the
generations we |eave behind us, the services we want them to
enjoy, and the life we want." He said he will never see his son
back in Al aska, but hopefully the beauty of the state and the
benefits provided [in public jobs] wll still attract a few
people. He predicted that if the benefits dimnish further, "we
probably will not see that kind of mgration again.”

8: 55: 04 PM

CHAI R SEATON said he has heard from several people in the human
resources business that the current retirenment package does not
attract people, and he asked M. King if he thinks a portable
systemw || attract people if it is at a high enough rate.

MR. KI NG responded that there are two conpeting factors: one is
the benefit package. He indicated that when those who are in
Tier 11l realize what their benefits are, "they're not exactly
ent hused. " He said, "The Ilegislature, | think, nrade sone
changes here that if they stayed for an extended period of tineg,
[et cetera], they mght be able to ... buy their nedical
benefits." He said there are options |ike that he thinks the
uni ons woul d be open to discuss, or at least he would be willing
to | ook at sone adjustnents. He said he is not happy with the
conpany presently handling insurance clains. He stated that one
of the biggest problens is the salaries. He said, "You could
probably do sonme things with the benefit package if you had a
salary commensurate to what ny counterparts are in private

i ndustry: 50-70 percent nore than what |'m nmaking right now
He said he just lost an engineer at the departnent who went to
work for a private conpany for 1.7 tinmes his salary. He said
the state will hire people right out of college and cover the

expense of training them and he has seen those people |eave
after between 3-7 years to work in the private sector at many
times the sal ary.

8:58:11 PM

MR. KING revealed that he is a range 22, is in longevity, and he
estimated that he has one nore nerit step. He noted that the
last small increase that was given did not set his operating
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costs. Wen that type of situation exists, people nake
deci si ons. He said he is at the end of his career and made
choices to turn down offers outside Al aska. He said enpl oyees
are the single nost val uabl e asset.

8:59: 20 PM

BETH WYTHE testified on behalf of herself. She expl ai ned t hat
al t hough she is on the Honer City Council, that council has not
yet given a decision on the issue. She said the bill, in and of
itself, is not a bad idea; however, there are valid concerns.

One concern is people outliving the existence of their benefit.
She said she was glad to see the renoval of the option for
enpl oyees not to have any opportunity to direct their investnent
if they are going to have a defined contribution. She said nost
enpl oyees feel better if they have the ability "to say where it
goes," and having the option of advice given to the enpl oyees as
to how to invest conservatively or aggressively is helpful. M.
Wthe revealed that she works in the field of human resources
and hel ps enployees with their 401K and pension benefits on a
regul ar basis, which is why she said she has a concept of what
enpl oyees think when putting noney into a fund.

MS5. WYTHE said she had been in Juneau | ess than 24 hours and had
already heard three different variations regarding the problem

with the PERS/ TRS i ssue. She said the only one that is
consistent is that the majority of the problem arises from the
escal ating health insurance benefits. She said she heard that

the actuarial evaluation currently being used is based on a 12.5
percent increase for two years, which then would drop back to a
5 percent increase. She said, "Having the luxury of | ooking at
our benefit on an annual basis, ... [they] have been escal ating
bet ween 15-25 percent for ten years. So, presuming that it's
going down to sonething less than 15 percent any tinme soon |
think woul d be a short-sighted actuarial evaluation.”

9:02: 22 PM

M5. WYTHE offered her wunderstanding that a two-year funding
amount of $37.5 mllion, to be used by mnunicipalities to "get
through the initial phases of transfer” and new tier related
alterations, has been renoved from the budget and tied to the

passage of [SB 141]. She said, "Wwether the bill passes or
doesn't pass, | think that portion of it really needs to be
| ooked at ...." Ms. Wthe reported that the City of Honer is

facing a $250,000 increase per year, for three years, which
nmeans paying $750,000 in three years, in addition to the regular
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increase in the expense of the PERS program She indicated that
the increased costs would stretch through approxinmately 20 years

before it would "drop back." Furthernore, Ms. Wthe noted that,
over the last few years, the Gty of Homer has experienced
"reduced revenue sharing to the tune of about $800, 000." The
basic costs of running the city equal "a staggering barrier

to get across.” She said, "W did have a 1 percent sales
increase this year, which, if we absolutely change nothing about
the way we run our city, will be exhausted just paying for the
increase of insurance in the next two [to] three years.” MVs.
Wthe said the Cty of Honer has one of the highest sales taxes
in the state, at 6.5 percent; therefore, "it's not like raising

our sales tax is going to resolve this issue.”

M5. WTHE stated that she understands and recognizes the
concerns regarding recruitnent. She said nunicipalities are not
hi gh- payi ng enpl oyers, but they have always been able to offer a
good benefit package. She said she hears enployees of the City
of Honmer saying that that benefit package is getting worse by
the year, "and they're not even talking about the retirenent
portion, particularly.™

9:04: 35 PM
M5. WYTHE conti nued as fol |l ows:

| would like to see, at a mninmum that the state
would - as they walk through this process - conme up
with a mechanism for funding that 8.25 percent
interest that is on that $5.7 mllion bill, which,

in and of itself, is a staggering anount of noney.
|"ve heard comments that they were considering nmaybe a
bond issue, or sonething, that would be able to

pay it down and bring it in at a lower interest rate
that woul d hel p people with that.

M5. WYTHE said SB 141 is not a bad idea and the legislature is
on a good track; however, she stated her belief that spending
nmore tinme on the issue and hearing public coment [would be

beneficial]. She said it has been interesting to hear the
testinmony and "the state side of it." She said under funding is
essentially the problem of managenent. She echoed the question
of a previous testifier by asking, "lIs there noney out there

that could be sonmehow recaptured as an errors and om ssions
funding opportunity, and have we really exhausted those
opti ons?" She stated that a better future evaluation process
with nore regular reviews is needed to avoid a repeat of the
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current situation; however, requiring current enployees to pay
for sonething that's already happened is not necessarily the
ri ght mechani sm

9: 06: 05 PM

REPRESENTATI VE GRUENBERG asked Ms. Wthe to expound on her
comment regarding errors and om ssions.

M5. WYTHE expl ai ned:

In our business, we buy our retirenent insurance from
a corporation, and if they should fail to properly
assess us, so that we fell back to this point, we
woul d be going back to them and accessing their errors
and om ssions. They made an error in your actuarial

eval uati on sonewhere. Have we explored thoroughly
whether there is a fund out there that should be
hel ping recapture these funds? That's what |'m
aski ng.

REPRESENTATI VE GRUENBERG sai d he has asked rel ated questions and
is "not totally satisfied with the answer."

9:07:19 PM

M5. WYTHE, in response to a question from Representative Gatto,
said the Gty of Honer currently has a position open for an

equi pnent operator that it wll have trouble filling. She
explained that that job in the private sector pays $40 per hour,
while the city's position will pay $20 per hour. |In response to

a followup question from Representative Gatto, she said she
doesn't work with the city, thus she doesn't know if the city
ever asks an applicant why he/she turned down a job offer in
order to know if they can "sweeten the pot." She said a review
of salary rates is done every five years, but the city doesn't
have a nmeans by which to offer nore during an interview process
to entice the applicant to accept the offer. She al so noted
that the hiring conpetition is not between the state and
muni ci pality, but between those two entities and the private
sector.

CHAI R SEATON noted that part of the bill deals with the subject
of having nore frequent actuari al s.

The comm ttee took an at-ease from9:09:54 PMto 9:23:56 PM
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MELANIE M LLHORN responded to a request from Chair Seaton to
answer previously asked questions. She recalled that
Representative Gardner had asked a question about disability.
She said Representative Guenberg had observed to Senator
Stedman that SB 141 does not include disability benefits, and
Senator Stedman confirnmed that is accurate. She explained that,
under SB 141, enployees would have disability benefits under
wor ker s’ conpensati on and, addi tionally, coul d pur chase
disability benefits "to supplenent that particular area.” She
noted that Representative Gardner had observed that there are
disability benefits wunder AS 39.35.410, wunder the defined
benefit plan, which she said is accurate.

9: 28: 05 PM

M5. MLLHORN, in response to a question from Chair Seaton, said
[under the current defined benefit plan] active enployees who
are injured on the job have benefits for that particular on-the-
job injury, in addition to workers' [conpensation], and are
covered for non-occupational disability benefits after they
vest .

9:29:34 PM

M5. MLLHORN, in response to a question from Representative
Gruenberg, explained that there are two distinctly different
di sability benefits avai |l abl e for non- occupat i onal
ci rcunst ances: "One would be after you're vested and you would
have that benefit through PERS or TRS," and the other would be
the additional short- and long-term disability benefits that can
be chosen during the Select Benefits open enrollnent period,
including optional Iife insurance. In response to a question
from Representative Guenberg, she clarified that short- and
long-termdisability addresses incone replacenent.

9:30: 24 PM

M5. MLLHORN, in response to questions from Representative
Gruenberg, stated that for non-occupational disability under SB
141, a nmenber can, through a prem um purchase short- and | ong-
term disability benefits. Under the current [defined benefit
system the enployee pays a premum for that short-term and
| ong-termdisability under Sel ect Benefits Suppl enental.

REPRESENTATI VE GRUENBERG expressed confusion over what is
covered versus what is optional in PERS and TRS.
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9:31:47 PM
CHAIR SEATON clarified as foll ows:

Under active enploynent - ... under supplenental
benefits - you can purchase long-term and short-term
di sability. There's also disability benefits under
the current defined benefit plan. And so, in the
future the enployees will be able to purchase |ong-
term or short-term under the active or supplenental
benefits, but the defined contribution plan does not

incorporate a disability death benefit under [ SBJ
141.

M5. M LLHORN responded, "That is absolutely correct.™

REPRESENTATI VE GRUENBERG said, "But we weren't talking about
death benefits."

CHAI R SEATON expl ained that it's the sane thing.

REPRESENTATI VE GRUENBERG asked Ms. Ml horn what exactly the
enpl oyees will lose that they currently have.

M5. M LLHORN said what would not be there would be occupationa
and non-occupational disability. She said, "They have to vest
in order to be eligible for non-occupational disability." In
response to followup questions from Representative G uenberg
she said new nenbers would be able to purchase short-term and
long-term disability benefits by paying the premum for those

benefits. In order to be nore specific about the change to
current benefits, M. MIllhorn said she would need to |ook
t hrough a bookl et. She offered to provide that information in

witing to the conmttee.
9:34:11 PM

REPRESENTATI VE GARDNER nentioned a press release by the
adm ni stration, dated April 26, 2004. She said she doesn't have
a copy of it, but that the last sentence said that PERS and TRS
conpare favorably to other pension plans and are "well-

positioned to weather the current pension storm"™ She asked if
that is still the position of the adm nistration.
9:35:19 PM
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KEVI N BROOKS, Deputy Conmi ssioner, Ofice of the Comm ssioner,
Department of Administration, testifying on behalf of the
adm nistration, indicated that that statenent was not inaccurate
a year ago but should be put into context of all the discussion
and debate that has occurred since that tine. He nmentioned the
$5.7 billion dollar problemthat needs to be addressed. He said
he thinks plans across the country are facing the same problens
that Al aska is facing. He stated his belief that SB 141 is "a
responsi ble approach to trying to address a very significant
probl em " In response to a followup question from
Representative Gardner, he clarified that he doesn't think the
press release statenent is accurate any |onger, given all that
has transpired.

9:37:31 PM

CHAI R SEATON remarked that the full faith and credit of the
state is pledged behind its pension system He said the
permanent fund can weather the storm but it's a choice of how
much of the revenue stream should be dedicated to solving the
probl em

9:38:13 PM

REPRESENTATI VE GARDNER said that's accurate, but she expl ained
that the context of the previously nentioned press rel ease was
that there wasn't really a huge problem which she said she
doesn't think is accurate, and she just wanted to hear the
adm nistration's current official position.

9: 38: 39 PM

REPRESENTATI VE GARDNER nentioned a $1 nmillion or $2 nillion
lifetime cap on nedical expenses and $4 mllion if the retiree
is married. She asked if that is part of the new plan and, if
so, what effect having a cap would actually have on the system

9:40: 58 PM

M5. M LLHORN responded that in 1999 there were sone plan changes
that were made to the retiree health plan, and one of them
included changing a $1 nillion lifetine cap to $2 mllion.
There were eight or nine changes that occurred, and out of those
changes were increases and correspondi ng decreases in benefits.
She said, "The design was to ... offset one another so it would
be neutral to the system™"™ Those changes were chall enged by the
Retired Public Enployees of Al aska (RPEA) and NEA-Al aska; the
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State of Alaska was sued for those changes. The case was
remanded back to the superior court. In response to a follow up
question from Representative Gardner, she noted that the
argurment that went forward was that the framers of the Al aska
State Constitution could not possibly have included health care
benefits, because health care benefits were not available to
menbers until 1970. The court did not agree with that position
and remanded the case back to the Al aska Superior Court to do
further analyses of the approximately nine changes that took

place back in 1999, in order to consider the increases and
decr eases.
9:42: 10 PM
M5. MLLHORN, in response to a question from Representative
Gatto, said the cap is not often reached; however, she related
one case that was $3.8 mllion. In response to a question from

Representative Gardner, she confirned that she has nade the
request of Aetna to send a report showng what the average
medi cal cost is.

9:42: 54 PM

REPRESENTATI VE GARDNER said the commttee has repeatedly heard
that a huge part of the problemis nedical costs, and she said
she thinks the legislature should seriously consider ways to
control nedical costs. In order to do that, she said, it is
inperative to know what the average person spends on nedical
costs.

CHAI R SEATON noted that the actual figures show that 38 percent
of the unfunded liability comes from nedi cal costs.

M5. M LLHORN confirmed that is correct.

CHAI R SEATON noted that 11 percent of the unfunded liability
cane from investnent; "the rest is retirement."” He said
although [38] percent is a significant portion, people are
overlooking that it's less than half of the problem He said,
“"It's the conmbination of two that are really kicking us ... and
causing the problemthat we're trying to solve."

9:44:16 PM
REPRESENTATI VE GARDNER asked if the actuaries have been queried

regarding the possible effect of a new defined contribution plan
in ternms of loss of input to the system
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M5. MLLHORN replied that there was significant analysis
performed that |ooked at nodeling and introduction of a new
tier. She said, "It doesn't provide inmediate relief, but after
a nunber of years it pulls down the line, and then there's a
period of tinme when ... it goes down below the contribution rate
that would be in existence had a new introduction of a new tier
not taken place.” She rem nded Representative Gardner that "al
of that nodeling is available and is in the tier presentation
i nformation."

9:45:21 PM

CHAI R SEATON asked Representative Gardner to renenber that the
nodeling rates are "going to be across the enployer's total wage
base ..., so, the past service cost is going to be charged on
the entire wage base.” However, if a decision was made to
extend under a defined benefit program it would be possible to
create new, unfunded liabilities under that program as well,
such as the adoption of the 2002 nortality table. Staying with
a defined benefit program would "create a new past service cost
with that."

9:47: 04 PM

SENATOR STEDMAN, in response to an invitation from Chair Seaton
to offer closing remarks, stated that it's the obligation of the
current generation to take care of the current generation's
l[iabilities, and it's not in the best interest of the state to

pass the $5.7 billion past service liability off to the next
generati on. He said, "So, the quicker we get at the final
solution here, the better off we are." He said $5.7 billion is
19 percent of the permanent fund; "it's $26,000 an hour, 24
hours a day, seven days a week, for 25 years.” He said the

Senate Finance Commttee respectfully disagrees with those who
testified before it saying that it isn't a problem She said
the problem needs to be dealt wth in a nmethodical and
t hought ful way.

9: 50: 59 PM

REPRESENTATI VE GARDNER asked if there is a sectional analysis.
SENATOR STEDVAN responded that there is "a wal k-through and
multiple levels of detail, depending on what you want to read

between now and 8:00 a.m" He said he has data in his office
[Later he related that a 40-page sectional analysis was
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available in the commttee packet, but suggested his one-page
summary sheet nay be nore beneficial.]

REPRESENTATI VE GARDNER noted that the bill is 109 pages |ong and
has not been available until recently. She said she thinks
having a sectional analysis is not only standard, but also
hel pful, and she feels the lack of it in trying to understand
the bill.

SENATOR STEDMAN responded, "That's what we've been explaining -
what it really does.” He said there has been a lot of
m sinformation and msinterpretation. For exanple, he said
tonight comments were nmade that the enployees would be funding
t he past service cost, which is not the case at all. He said he
has tried to very careful and concise in what SB 141 does and
doesn't do. He added, "But there are other bills in the system
that do different things, and it's very easy to confuse them"

9:53:31 PM
CHAI R SEATON cl osed public testinony.

REPRESENTATI VE RAMRAS [nmoved to adopt] Conceptual Anmendnent
[ 15], as follows:

On page 7, line 30:

Bet ween "annual [ y" and "."
I nsert "and may not exceed ten percent”

On page 69, line 13:

Bet ween "annual ly" and "."
I nsert "and may not exceed ten percent”

REPRESENTATI VE RAMRAS noted that in M. Harvey's [witten]
testinmony, he indicates that NEA-Al aska recomends an increase
in the enployers' contribution rate to 8.25 percent and in the
enpl oyees' contribution rate to 11 percent. He said 10 percent
would be a full point below, but it is a tithing rate and a
reasonabl e savi ngs rate.

9:55:35 PM

REPRESENTATI VE GRUENBERG cal cul ated that the total may not be 10
percent .
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REPRESENTATI VE RAMRAS answer ed yes.
9:56: 35 PM
CHAI R SEATON obj ected to Conceptual Amendnent 15.

SENATOR STEDMAN said he thinks that a 10 percent |imt would be
reasonable if the conmttee wi shes to make that change. He said
a normal service cost is roughly 20 percent. He added, "If you
go to a 50-50 split between enployees and enployers, that's
roughly 10 percent.”

9:58: 06 PM

REPRESENTATI VE GATTO asked if Conceptual Anendnent 15 refers to
20 tinmes .5 percent increases, or "when it hits 10 percent it
stops. "

CHAIR SEATON said it's a cap [at 10 percent]. He asked
Representative Ranras if he would accept an anendnent to
Conceptual Amendnent 15, to change the | anguage to be added from
"and may not exceed 10 percent” to "and the enployees' rate

cannot exceed 10 percent". He rem nded everyone that it is a
conceptual anendnent, so Legislative Legal and Research Services
will draft it. He also said there may be other areas that need
t hat | anguage added, but t hat hi s under st andi ng of

Representative Ranras' goal is that, wherever applicable, the
| anguage should read that the enployee contribution rate wll
not exceed 10 percent.

CHAI R SEATON renoved his objection to Conceptual Amendnent 15
[ as anended]. He asked if there was any further objection to
Conceptual Amendnment 15 [as anended]. There being none,
[ Conceptual] Amendnent 15 [as anended] was adopt ed.

REPRESENTATI VE LYNN noved that the conmttee adopt Conceptual
Amendrent  16.

10: 01: 35 PM

REPRESENTATIVE LYNN clarified [Conceptual Anendnent 16] as
fol |l ows:

On [page 46, lines 29-30 and page 47, lines 6-7] where
this occurs, | would insert: "These two PERS trustees
shall be elected by PERS nenbership” and "These two
[ TRS] trustees shall be elected by [TRS] nenbership".
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And then | was going to add two sentences: "At each
el ection, the candidate who receives the nbst votes
cast in the election is elected to the seat, and the
governor shall fill a vacancy in the unexpired el ected
term by appointnment of a nenber of the system for the
period remaining before the next regularly schedul ed
el ection held under this subsection.”

REPRESENTATI VE LYNN, in response to Chair Seaton, clarified that
t he | anguage woul d be added to relate to both TRS and PERS.

REPRESENTATI VE CGRUENBERG obj ect ed. He noved to adopt an
anmendnent to Conceptual Anendnent 16, to replace the |anguage
suggested by Representative Lynn with "the |anguage that was in

an earlier version of this bill." He continued as foll ows:
And this is language | passed out. It's at the bottom
of page 46, starting on line 29, and going through
[ine 11 on page 47. This was the |anguage that
[ Legislative Legal and Research Services] drafted to
do just what Representative Lynn wants to do. ... In
case it has to be tweaked, I'Il offer that as a

conceptual anendnent [to Conceptual Anendnent 16], but
| believe this is the proper drafting.

[The following is the I|anguage as Representative G uenberg
referred to it, with original punctuation provided from a two-
page handout included in the commttee packet - an excerpt from
M. Harvey's witten testinony - which shows the added | anguage
in bold, underlined type, inserted at the end of subsection (b),
after paragraph (3):]

Two trustees shall be nenbers of the Public Enpl oyees'
Retirenment System elected by the nenbers of the
system El ections shall be conducted by the board.
The two nenbers shall have overlapping terns. At each
el ection, the candidate who receives the npst votes
cast in the election is elected to the seat. The
governor shall fill a vacancy in an unexpired elective
term by appointnent of a nenber of the system for the
period remaining before the next regularly schedul ed
el ection held under this subsection.

Two trustees shall be nenbers of the Teachers'
Retirenment System elected by the nenbers of the
system El ections shall be conducted by the board.

The two nenbers shall have overlapping terns. At each
election, the candidate who receives the npst votes
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cast in the election is elected to the seat. The
governor shall fill a vacancy in an unexpired elective
term by appointnent of a nenber of the system for the
period remaining before the next regularly schedul ed
el ection held under this subsection.

REPRESENTATI VE LYNN responded, "I have no objection if it
acconpl i shes the sane purpose.™

REPRESENTATI VE GRUENBERG answered, "It does."

[ The conmittee treated Representative Guenberg' s anendnent to
Conceptual Amendnent 16 as adopted. ]

CHAI R SEATON objected to [Conceptual Amendnent 16, as anended]
for discussion purposes.

REPRESENTATI VE LYNN stated that he thinks it is inportant that
t he general nenbership of PERS and TRS be able to buy into any
new system that mght be put forward. He said the |[|anguage
woul d give the nenbership a direct voice; when people are part
of the process, they are nore likely to support board deci sions.

10: 05: 55 PM

CHAI R SEATON mai ntai ned his objection. He expl ained, "W have
set forward a way in which the bargaining unit for these
enpl oyees can nom nate nenbers for selection. The testinony has
been that the PERS election costs about $80,000 a year." He
said that with staggered terns, that neans there would be four
$80,000 elections to acconplish the sanme thing that could be
acconpl i shed through a nom nee process by the bargaining unit.
Furthernore, he said the bargaining units are large and spread

across the state, including many nunicipalities and school
districts, and the chance that people will have know edge of the
candidates is slim He indicated that the bargaining unit
system meking nominations wll ensure that the enployees are

wel | represent ed.

REPRESENTATI VE CGRUENBERG offered his understanding that Chair
Seaton's argunment is regarding cost and |ack of know edge [about
t he candi dates]. Regarding the cost, he said the board can
conduct the vote by e-mail, which would be virtually wthout
cost. Furthernore, the nom nating process would take place
wi t hout the anmendnent being di scussed, and that could involve an
el ection, which would also have a cost. Regardi ng the |ack of
knowl edge, he said the candi date's biography, telephone nunber
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and e-mail address are provided and the electorate is
know edgeabl e. He indicated that if the conmttee nenbers have
previ ously chosen to give people a choice of investnents, and if
peopl e can make that choice, they certainly ought to be able to
el ect the nenbers of the board.

10: 09: 32 PM

CHAI R SEATON said there are guidelines that [the board nenbers]
must neet, which are sinple for the bargaining unit to ensure.

CHAIR SEATON, in response to a question from Representative
Gruenberg, stated that the amendnent to Conceptual Amendnent 16
had been adopt ed.

A roll call vote was taken. Representatives Elkins, Lynn,
Gardner, and Guenberg voted in favor of Conceptual Anmendnent
16, [as anended]. Representatives Gatto, Ranras, and Seaton
voted against it. Therefore, Conceptual Anmendnent 16, [as

anended], passed by a vote of 4-3.

10: 12: 52 PM

REPRESENTATI VE GRUENBERG [ nobved to adopt] Anendnent 17, | abel ed
24-LS0637\L. 12, Craver, 4/19/05, which read as follows [original
punct uation provided]:

Page 7, lines 9 - 30:
Delete all material.

Renunber the followi ng bill sections accordingly.

Page 8, lines 9 - 10:
Del ete "cal cul ated under AS 14.25.052,"

Page 68, line 15, through page 69, |ine 13:
Delete all material .

Renunber the followi ng bill sections accordingly.

Page 72, lines 5 - 6:
Del ete "cal cul ated under AS 39. 35.162,"

Page 105, line 23:

Del ete "sec. 59"
| nsert "sec. 57"
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Page 108, line 21, follow ng "14.25.047,":
| nsert "14.25.050(a), "

Page 109, line 19:
Del ete "SECTI ONS 139 AND 140"
| nsert "SECTI ONS 135 AND 136"

Page 109, line 20:
Del ete "secs. 139 and 140"
| nsert "secs. 135 and 136"

Page 109, lines 21 - 22:
Del ete "secs. 139 and 140"
| nsert "secs. 135 and 136"

Page 109, line 23:

Del ete "Sections 11, 12, 14, 15, 20, 89 - 94,
107, 114, and 131"

| nsert "Sections 6, 10, 12, 13, 18, 85 - 90, 103,
110, and 127"

Page 109, line 25:
Del ete "Section 141"
| nsert "Section 137"

Page 109, |ine 26:
Del ete "secs. 142 and 143"
| nsert "secs. 138 and 139"

REPRESENTATI VE GRUENBERG stated that all existing TRS and PERS
menbers were hired with the reasonable expectation that their
contribution rates were fixed at a contractual rate. Sections 7
and 8 currently provide for "increases to the contribution rate
paid by the existing tiers of TRS nenbers," and Sections 87 and
88 provide for "increases to the contribution rate paid by
existing tiers for PERS nenbers." The current cap, anended this
norning, is 11.75 percent for PERS enployees and 13.65 percent
for TRS enpl oyees. He added, "The bill |anguage is uncapped

though it calls for up to one half the normal rate.” He said
that is a change from what is currently 6.75 percent of salary
for 30 years for PERS enployees and sonething simlar for TRS

enpl oyees. The proposed anendnment would allow the |egislature
and conmittee to "address the current enployees in a deliberate
fashion, w thout the specter of a constitutional |awsuit." He

remnded the commttee that Article 12, Section 7, says a
contractual relationship exists and, "under the |anguage here
it's probably unconstitutional."”
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REPRESENTATI VE LYNN requested that Amendnment 17 be tabled unti
the coonmttee neets again the foll ow ng norning.

REPRESENTATI VE GRUENBERG r esponded that he woul d accept that.

CHAI R SEATON said there is a notion to table Amendnent 17. He
asked if the commttee wanted to vote on it.

REPRESENTATI VE GATTO said, "I object.”

REPRESENTATI VE GRUENBERG said he is wthdrawi ng Arendnent 17 and
said, "I'Il just serve notice that I will offer it again."

[ SB 141 was hel d over.]

The commttee took an at-ease from 10: 15:20 PMto 10: 16: 44 PM
ADJ OURNIVENT

The neeting was recessed at 10:17:17 PM  The neeting reconvened
April 20, 2005.
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