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HOUSE BI LL NO. 374

"An Act relating to establishment of a retirenent benefit
liability account in the Departnent of Revenue and redirecting
deposit of annual dividends of the Al aska Housing Finance
Corporation to that account; and providing for an effective
date."

- HEARD AND HELD

HOUSE BILL NO 375
"An Act relating to the retirenent benefit liability account and

appropriations from that account; relating to deposits of
certain incone earned on noney received as a result of State v.
Anrerada Hess, et al., 1JU 77-847 Cv. (Superior Court, First

Judicial District); and providing for an effective date."
- HEARD AND HELD
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W TNESS REG STER

TOM BOUTI N, Deputy Conmi ssi oner

Treasury Division

Depart nent of Revenue (DOR)

Juneau, Al aska

POSI TI ON STATEMENT: Provided information on DOR s fiscal
for HB 374; provided informati on on HB 375.

KEVI N BROOKS, Deputy Conmm ssi oner

Depart ment of Adm nistration (DOA)

Juneau, Al aska

POSI TI ON STATEMENT: Provided information on DQOA s fiscal
for HB 374 and HB 375.
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DANI EL FAUSKE, Chief Executive Oficer/Executive Director

Al aska Housi ng Fi nance Corporation (AHFC)

Departnent of Revenue (DOR)

Anchor age, Al aska

PCOSI TI ON STATEMENT: Ofered his opinion of the effect HB 375
woul d have on AHFC in appropriating corporation funds to address
t he ongoi ng unfunded liability of the state retirenent system

JCE DUBLER, Chief Financial Oficer and Fi nance Director

Al aska Housi ng Fi nance Corporation (AHFC

Depart ment of Revenue (DOR)

Anchor age, Al aska

PCSI TI ON  STATEMENT: Provided information on the financial
i npact HB 375 woul d have on AHFC.

KEVIN RI TCH E, Executive Director

Al aska Muni ci pal League (AM.)

Juneau, Al aska

PCSI TI ON STATEMENT:  Answered questions on the effect HB 374 and
HB 375 m ght have on nunicipalities.

ACTI ON NARRATI VE

CHAI R BRUCE WEYHRAUCH cal | ed the House Special Conmttee on Vys
and Means neeting to order at 9:39:20 AM Represent ati ves
Weyhrauch, G uenberg, Moses, Sanuels, Seaton, and WIson were
present at the call to order. Representati ve Rokeberg arrived
as the neeting was in progress. Representative O son was al so
i n attendance.

HB 374- RETI REMENT BENEFI T LI ABILITY ACCT/ AHFC

[ Contains brief discussion of HB 375.]
9:39: 29 AM

CHAlI R WVEYHRAUCH announced that the first order of business would
be HOUSE BILL NO 374, "An Act relating to establishnent of a

retirement benefit liability account in the Departnment of
Revenue and redirecting deposit of annual dividends of the
Al aska Housing Finance Corporation to that account; and

providing for an effective date."

CHAI R VEYHRAUCH r el ayed that both HB 374 and HB 375 were drafted
to set up accounts, not funds, which would provide sonme revenue
to address the wunfunded liability of +the Public Enployees

Retirement System (PERS) and the Teachers' Retirement System
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(TRS). He explained that in response to coments from the
Al aska Housing Finance Corporation (AHFC), a proposed committee
substitute (CS) for HB 374, Version 24-1LS1453/Y, Wayne, 1/24/06,
was drafted.

9:40: 56 AM

REPRESENTATI VE W LSON noved to adopt the proposed CS for HB 374,
Version 24-1S1453/Y, Wayne, 1/24/06, as the working docunent.
There being no objection, Version Y was before the commttee.

9:41:11 AM

CHAI R VEYHRAUCH r equested an explanation of the fiscal effect of
[ Version Y] from the Department of Revenue (DOR) and Depart nment
of Admi nistration (DOA).

9:44: 55 AM

TOM BQUTIN, Deputy Conmm ssioner, Treasury Division, Departnent
of Revenue (DOR), said that the [original] fiscal note was
drafted according to the estimated anounts of revenue forecasted
by the Al aska Housi ng Finance Corporation (AHFC). He expl ai ned
that the fund, as established under HB 374, would receive $80
mllion in [fiscal year (FY)] 07, $40 nmllion annually
thereafter, and would not entail any managenent charges since
the noney would "sit there for a very short tinme" before being
invested in the general fund (GF). He comented that since
[ Version Y] would nodify this, a new fiscal note would need to
be prepared.

MR. BQUTIN, in response to a question by Chair Wyhrauch as to
whet her the adm nistration supports the bill, said DOR takes no
position on the "choices that the legislature has to nmake about
wher e noney goes."

9:46: 20 AM

CHAI R WEYHRAUCH said that before addressing the issue of |ocal
communities negatively affected by retirenent debt, sources of
recurring revenue have to be identified. He commented that the
only ones he was aware of in the state were from investnent
income, AHFC, Anerada Hess, and North Slope oil production
revenue. He said that the recurring revenue from AHFC and
Anmer ada Hess were the basis in formng HB 374 and HB 375.
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MR. BQUTIN, in response to Chair Wyhrauch's request for
feedback on applying the AHFC dividends toward the unfunded
liability of the retirenment systens, said "it's a choice that
the legislature gets to make as to ways to allocate that."

9:48: 00 AM

REPRESENTATI VE  GRUENBERG recalled previous discussion on
interest earnings and said he assuned that "this |arge anmount of
nmoney" would earn a substantial amount of interest. He asked
M. Boutin how nuch it would earn in one quarter.

MR. BOUTIN projected the G- will earn an annual rate of 3.7
percent, which would nean that earnings on the $40 mllion woul d
be $370,000 for one quarter. In further response to
Representative G uenberg, M. Boutin expressed his belief that
the funds would accunulate in the [retirenent benefit liability]
account prior to being appropriated and that the appropriations
were neant to pay down the annual contributions, not the
unfunded liability.

9: 50: 00 AM

CHAIR WEYHRAUCH, in response to a question by Representative
Wl son, confirmed that the funds do not go directly toward
paying the retirement liability but would stay in the GF unti
each legislature determ ned where to appropriate the funds. He
explained that it is not a dedicated fund, but instead goes into
a special named account simlar to the one for public education.
He said the design of the bill is to acconplish two things: to
provide a stream of inconme into an account that's available for
appropriation to address the retirement and benefit liabilities,
and to identify the recurring sources of revenue to that account
so the legislature wuld know the anount available for
appropriation.

9:51:48 AM

REPRESENTATI VE SEATON referred to page 3, Section 4, of Version
Y and opined that the bill is structured such that
muni ci palities and school districts can determ ne whether or not
to use the appropriated funds toward reducing their retirenent
debt or for other purposes. He asked if DOR thought it's
possible to restructure the bill so that the paynent is nade
directly into the retirenent funds on behalf of those
muni ci palities and school districts.
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9:53: 04 AM

CHAI R VEYHRAUCH expl ained that when the drafter cane back wth

the bill, "it had legislative intent l|anguage ... that would
require [nmunicipalities and school districts] to pay it directly
to their unfunded liability." He opined that this legislative

intent |anguage was "awkward" for a legislative neasure as
opposed to a budget neasure, and therefore was renoved.

9:53:48 AM

REPRESENTATI VE SEATON noted his agreement with Chair Wyhrauch
regardi ng not having intent |anguage in the bill. However, he
asked if it is possible for DOR to structure the intent into the
bill in order to ensure the contributions go toward paying the
unfunded liability of political subdivisions.

9:54:29 AM

CHAI R WEYHRAUCH explained that because the bill cannot bind
future legislatures and because it wuld have to be an
appropriation through the budget, specific |anguage regarding
where funds are to be applied "was held nore or |less in abeyance
until the budget bill cones up.”

9:55: 02 AM

MR. BQUTIN related that [DOR] discussed how it would nmake nore
sense to get the noney working at the 8.25 percent assuned rate
of return as soon as possible. This would happen, he said, if
the legislature appropriated the noney directly to the enpl oyer
retirement funds where it could imrediately begin earning at the
hi gher rate, as opposed to having the funds distributed directly
to the enployer, earning a presuned | ower rate.

CHAI R VEYHRAUCH rem nded the committee that "the intent of these
two neasures before us is to find sources of revenue to pay for
this debt or liability as well as the current costs.”

9:56:47 AM

MR. BOUTIN, in response to Chair Wyhrauch's question regarding
"lag tinme," said that paynent of funds directly to the
[ enpl oyers] versus direct paynment to the [enployers'] retirenent
[debt] could entail a six-nmonth lag tine. He suggested that
Mel anie M Il horn, Director, Health Benefits Section, Division of
Retirement and Benefits, DOA, would be able to provide
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clarification as to if and when conmmunities can receive credit
for any earned interest.

9:57:34 AM

REPRESENTATI VE GRUENBERG, referring to page 2, line 28 of
Version Y, opined that the wording is specific in directing
"enpl oyer contributions to pay past service liabilities";
however, the language in the following line, "and for other
pur poses” is not specific enough. He asked whether there was

any way to short-circuit the entire process [of appropriating
funds] by designating a certain anount of AHFC funds to directly
pay the debt.

CHAIR  WEYHRAUCH opi ned t hat Representati ve Gruenberg' s
suggestion "broadened AHFC s m ssion beyond what it really
shoul d be."

REPRESENTATI VE GRUENBERG said it would only broaden [the AHFC s
mssion] to the extent [the legislature] allows. He questi oned
the possibility of including a sunset for the bill should, at
sonme future point in time, the liability be paid in full.

10: 00: 16 AM

REPRESENTATI VE ROKEBERG asked "What the historic dividend has
been in the use of the dividend."

MR. BOUTI N deferred to AHFC representati ves.

10: 01: 33 AM

KEVI N BROOKS, Deputy Conm ssioner, Departnent of Admnistration
(DOA), said the departnent has submtted a zero fiscal note

could adm nister whatever system is established, and regardless
of how paynents are set up, there would be little to no fisca

impact as far as the mechanics. M. Brooks suggested that the
nore relevant question mght be how much of an inpact the
infusion of $80 million or $40 mllion m ght have on the system
in the first year. He explained that $100 mllion is the anount
needed to cover the 5 percent increase and that "as long as
we're building up to that actuarially determned rate, [the
state is] paying down that unfunded liability as [it] increases
that rate.”
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CHAIR WEYHRAUCH asked M. Brooks what the general policy
reaction is to establishing a retirement benefit liability
account .

MR BROOKS replied that there has only been prelimnary
di scussion wth the governor's office regarding the [AHFC
account, and he did not know the intent for the expenditure of
t hose funds in the governor's budget.

10: 03: 38 AM

CHAI R VEYHRAUCH r em nded the conmittee that [Version Y] does not
dedi cate funds; it sinply establishes the account nmechani sns.

10: 03: 47 AM

REPRESENTATI VE ROKEBERG, in referencing M. Brooks' nention of
the annualized increase of $100 mllion, sought confirmation
that this |level actually increases annually.

MR. BROOKS explained that the rate is "ranped up" 5 percent per
year until the required rate is net, which he believed would
occur by 2008 for PERS and 2009 for TRS.

10: 04: 33 AM

DANI EL  FAUSKE, Chief Executive Oficer/Executive Director,
Al aska Housi ng Fi nance Corporation (AHFC), Departnent of Revenue
(DOR), said he was not "excited in terns of getting AHFC
involved on an ongoing basis to fund this liability." He
hi ghlighted that due to legislation passed a couple years ago

AHFC is currently required to pay a percentage of "net incone" -
a term which, because of changes in accounting standards by the
Governnmental Accounting Standards Board Statenment No. 34 (GASB
34) and the [Federal Accounting Standards] FAS, is now referred
to as "change in net assets.” Under the forner standard, he
expl ai ned, "there would be a dividend of $40 nillion comng to
the state"; however, if [HB 361] passes, "the dividend [to the
state] will be $81.5 mllion." He listed the follow ng AHFC
expenses totaling $30.9 mllion: debt service obligations on
ol der bonds issued on behalf of the state, public housing bonds,
and bond paynents for University of Alaska, Anchorage (UAA
dormtories. This expense, he added, with the $31.2 nmllion
expense of addressing capital requests, wuld |eave AHFC a
bal ance of $19.3 million to neet other state funding needs.
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MR. FAUSKE said the concern [AHFC] has with adding to the Ilist
of those seeking AHFC funds, particularly with the possibility
of having to fund the large recurring liability of the state's
retirement system is the difficulty in explaining to Wl
Street how long AHFC will be required to pay into this anount,
"in the event that this anpunt grows and [AHFC] becones
enbroiled into a debate as to how nmuch noney is left over for
AHFC s capital requirenments ...." He referred to a second group
that would be affected as well, which would consist of AHFC
constituencies heavily involved 1in the housing program
homebui | ders, realtors, nortgage bankers, senior citizen groups,
veterans, and others. He said, as the housing finance
corporation for the state, there are requirenments and statutory
gui del i nes AHFC nust follow for those groups it serves.

MR. FAUSKE expressed his belief that the creation of the
[retirement benefit liability] account causes a |ot of problens
for AHFC, and therefore he said he is not certain it wll

actually solve [the wunfunded liability]. He suggested that
perhaps inclusion of a tineline which determ nes when the debt
will actually be paid in full [mght be beneficial]; however, he

said he sees this [debt] as ongoing.

MR. FAUSKE inforned the committee that his intent is to keep the
corporation focused in the direction that it has been. He said
that over the last 11 years, AHFC has devel oped and generated

$1.3 billion in cash for the state and has "been a good partner
for the state." He suggested that the state, in addressing its
unfunded retirenent liability, "look at dead issuance or other

obligations to help pay for their capital projects" and invest
any residual cash in this type of fund to "free up sone capita
fromthe state's perspective.”

10: 09: 25 AM

REPRESENTATI VE ROKEBERG referred to page 2, lines 6-7, of
Version Y:

(1) the lesser of $103,000,000 or 75 percent of
the adjusted change in net assets [NET |INCOVE] of the
corporation for the base fiscal year;

REPRESENTATI VE ROKEBERG inquired as to what the current net
asset base is for AHFC and the inpact that would that have on
AHFC s rating standards and the viability of the corporation.

10: 10: 07 AM
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MR. FAUSKE replied that the actual adjusted change in net
assets, fornerly referred to as "net inconme," is approximtely
$86 mllion. He explained that 95 percent of this ampunt, which
cones to $81,506,000, is "what's being freed up for discussions
wth the state, which was submtted in our capital budget."

10:11: 07 AM

JOE DUBLER, Chief Financial Oficer and Finance Director, Al aska
Housi ng Fi nance Corporation (AHFC), Departnent of Revenue (DOR),
in response to Representative Rokeberg' s question, said that
GASB 34 changed the way governnental entities have to report
their financial statenents. For exanple, bal ance sheets are now
referred to as a "statenment of net assets" and incone statenents
are now referred to as a "change in net assets.” In addition to
these title changes, GASB 34 affected the way AHFC reported sone
items on its financial statenents which is what led to the
adjusted change in net assets that AHFC is proposing under HB
361.

10: 11: 45 AM

REPRESENTATI VE ROKEBERG asked if this was at odds wth the
[ Generally Accepted Accounting Principles ("GAAP')] and sought
clarification as to the difference between a GAAP net asset and
a GASB net asset.

10: 11: 59 AM

MR. DUBLER explained that prior to GASB 34, "net assets" were
equivalent to an equity account showng both assets and
lTabilities. However, GASB 34 changes the equity part of a
bal ance sheet "to what's called 'net assets' and on the incone
statenent they've changed it to 'a change in net assets' so al
it shows is your revenues and your expenditures and the bottom
line is your change in net assets."”

MR. DUBLER, in further response to Representative Rokeberg,
explained that every time the GASB and Financial Accounting
Standards Board (FASB) "puts out a new pronouncenent, that
becones the new GAAP." He clarified that the GASB only applies
to governnental entities and certain nonprofits. For-profit
entities, however, follow FASB guidelines and may use different
accounting terns, he said.

10: 13: 32 AM
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MR. FAUSKE pointed out that prior to GASB 34, the anount of
noney nmade available to the state [through AHFC] woul d have been
$40 mllion which, wth the following changes in GASB, was
determined to be an inappropriate anount and resulted in AHFC
maki ng changes and submtting [HB 361] to ensure the dividend to
the state would be $81.5 mllion. In response to a question by
Chair Weyhrauch, he said he believes the fiscal note prepared by
DOR reflects the current situation and not the GASB-introduced
changes.

10: 14: 35 AM

MR. DUBLER explained that for fiscal year FY 07, AHFC "went
ahead with the $81 mllion nunmber because that's what the
governor had proposed in his budget and we're counting on that
passing, but for future years, we didn't want to be presunptuous
and assune that the | egislation passed."”

10: 15: 04 AM

REPRESENTATI VE SEATON indicated that Version Y does include the
adjusted change in net assets on page 2. He then asked,
referencing page 5, subparagraph (A), whether these are

recommendati ons nmade by AHFC or are those are recomendations
made by AHFC or nerely confornmances to budgetary contributions
He further asked if the amount determned at the 95 percent
change in net assets as designated in Version Y, would "sonehow
i mpact your ability to invest in the requirenments that AHFC has
for other capital differently than if [funds are nade] avail able
in the governor's budget?"

10: 17: 00 AM

MR. DUBLER replied that the current statutes are reflected in
Version Y with any nodifications underlined. He then directed
the commttee's attention to page 3, line 20, where it addresses

the "TRANSI TION: PHASE-IN OF AMOUNT OF DI VIDEND." He said that
the phase-in anpbunt was designed to "ease off of the $103

mllion the corporation has typically made available,” and
therefore is set at 95 percent of the corporation's adjusted
change in net assets for FY 07, page 5, line 1, and then 85

percent for FY 08, page 5, line 15. He explained that once the
transition | anguage has run its course, "we get into the regular
dividend of 75 percent [page 2, line 7]. Wth the current
proposal of $81 nillion, he said that approximately $31 nmillion
is applied to debt service on prior state capital project bonds
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and approximately $31 mllion to the corporation's capital
budget, with a remaining $19 nmillion available for appropriation
by the | egislature.

10: 18: 44 AM

REPRESENTATI VE  SEATON asked if he was correct in his
understanding that in identifying what would be available for
the legislature to appropriate, [Version Y] identifies the ful
anount which would then result in having to identify another
appropriation source to fund [AHFC s] $31 nmillion for capital
[ expenses] and $31 million for past debts.

MR. DUBLER replied, "that's exactly the corporation's concern
[as] we end up in line behind PERS and TRS to fund our own

capital budget ... [which is] partially addressed by the
nmodi fications [made to HB 374 by Version Y] today where on page
1, lines 10-12, we are deducting anounts appropriated for

capital projects before the anpbunt that's determned to go to
the retirenent benefit liability account."”

MR. FAUSKE confirnmed Representative Seaton's understanding that
the "only real difference in this bill" deals with how the state
will appropriate the $19 million - whether to the retirenent
account or to any other purpose the |egislature chooses.

10: 20: 38 AM

REPRESENTATI VE GRUENBERG observed, in referring to both Section
1 and Section 2, Ilines 18-21, on page 2, that whereas the
current AHFC dividend is the lesser of $103 mllion or 75
percent of the corporation's "net inconme,” in Version Y the 75
percent would be applied to the corporation's "adjusted change
in net assets." He asked if he was correct in interpreting this
change [in accounting terns] as possibly resulting in nothing
nore than a paper change, not reflected in any real noney, Ilike
income. "Isn't that much nore risky than basing it on inconeg,"”
he asked.

MR. DUBLER expl ai ned that the changes enbodied in Version Y were
made to conform [HB 374] to HB 361 and the required changes in
GASB 34.

10: 24: 13 AM

REPRESENTATI VE GRUENBERG, in reviewing AS 18.56.089(d), said he
did not see the term "net assets" defined anywhere in the
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statute. He asked, "Is it defined in state law or could this
just change like the wind as sone federal regulation changes
based on things that occur on Wall Street or Wshington or sone
ot her place on the planet?"

MR. DUBLER expressed his hope that 10 years from now people
woul d recogni ze "change in net assets" as the new term for "net
income” and nentioned as well that the definition for "adjusted
change in net assets" is included in HB 361. Due to the
financial recording requirenents of GASB 34, he said that there
are now a few expenditures the corporation nust account for on
the statenent for "changes in net assets" - ampunts which reduce
the corporation's "net incone” to a level that did not exist
prior to GASB 34 as these expenditures were fornmerly accounted
for on bal ance sheets. Therefore, in order to conform to GASB
34, he explained, these expenses were added back in and thus
increase the corporation's net incone to make the dividend what
it would have been had those changes not occurr ed.

10: 26: 00 AM

M. FAUSKE, in response to Representative Rokeberg' s question
regarding available funds, related that $81.5 mllion is
available, $30.9 mllion is committed to debt service, and $31.2

mllion [is necessary] for the AHFC capital budget, which funds
the teacher housing |oan program the supplenental program the
weat heri zation program the federal and conpetitive grants, and

the energy efficiency program "Then you have renmi ning $19. 332
mllion that is generally held out, and the legislature
appropri ates t hat wher e it IS necessary, " he sai d.

Historically, that entire anount has helped fund the Village
Safe Water Program and has been as high as $25 nillion. M.
Fauske, per the request of Representative Rokeberg, said he
woul d provide the commttee with a breakdown of these expenses.

10: 27: 49 AM

REPRESENTATI VE ROKEBERG i nquired as to the approxi mate inpact on
the state domestic product, "which you think nmay be in jeopardy
because of this bill."

MR. FAUSKE replied that, in total, [AHFC] estimates that the
housing industry represents roughly 25 percent of the [gross
donestic product] (GDP) of the state.

CHAI R WEYHRAUCH clarified that Version Y was drafted with the
intent to only address those funds available after appropriation
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of the amounts needed for capital projects and to not interfere
with AHFC s m ssion

10: 29: 17 AM

REPRESENTATI VE SEATON made a notion to adopt [Anendnent 1],
| abel ed 24-LS1453/Y.1, Wayne, 1/24/06, which read:

Page 3, line 12, follow ng "section":

Insert "and reducing the calculation by the
amount of the political subdivision's wunpaid past
service cost for that fiscal year for each elected
official eligible for the plan but not paid an hourly
wage or a salary based on an hourly wage, unless the
contribution for that official during that fiscal year
by the political subdivision neets or exceeds the
contribution required of a participating enployer for
an enployee who was paid the average salary of all
enployees in the retirement plan established under
AS 39.35.095 - 39. 35.680"

CHAI R WEYHRAUCH obj ected for di scussi on purposes.

10: 29: 28 AM

REPRESENTATI VE SEATON expl ai ned that [Amendnment 1] proposes to
nodi fy Section 4, subparagraph (A), by reducing the state
contribution by a proportionate anmount to those nunicipalities
or school districts that opted for "voluntary, unf unded
liability" by having elected officials eligible for PERS but
"W thout [the] adequate contributions to allow for paynent of
those over tinme." He explained that should these political
subdivisions decide to not incur an unfunded Iliability and
"contribute into the retirement system the anount of the average
wage, then that wouldn't be subtracted” [from the state
contri bution].

10: 31: 30 AM

CHAI R  WEYHRAUCH, responding to Representative Guenberg's
request to hear testinony from those entities addressed by
Amendnent 1, said that the anmendnent would not be acted upon at
this tinme.

10: 32: 16 AM

HOUSE WM COW TTEE -14- January 30, 2006



MR. FAUSKE, in response to a request from Chair Wyhrauch to
| earn nore about the growi ng concern of interest groups on "what
this bill may do," said that, in reference to the anount of
nmoney flowing from AHFC to the state, he could provide the
conmmttee wth information as to the kinds of questions
continually addressed to the corporation by Wall Street.

[HB 374, Version Y, was held over. Amendnent 1 was left
pendi ng. ]
10: 33: 25 AM

The conmmttee took a brief at-ease at 10:33 a. m

HB 375- RETI REMENT BENEFI T LI ABI LI TY ACCT/ PF

[ Cont ai ns di scussion of HB 374.]

10: 33: 56 AM

CHAlI R WVEYHRAUCH announced that the final order of business would
be HOUSE BILL NO 375, "An Act relating to the retirenent

benefit liability account and appropriations from that account;
relating to deposits of certain incone earned on noney received
as a result of State v. Anmerada Hess, et al., 1JU-77-847 Cv.

(Superior Court, First Judicial District); and providing for an
effective date.”

10: 34: 38 AM

TOM BQUTIN, Deputy Conm ssioner, Treasury Division, Departnent
of Revenue (DOR), said that in regard to the fiscal note, the
Per manent Fund Corporation estimates earnings of the Amerada
Hess [Corporation] account to be $27.6 mllion annually, of
which 50 percent of that would be $13.8 nillion. He expl ai ned
that in holding that anmobunt for one quarter at the 3.7 percent
assunmed rate on the general fund, would result in $13.9 mllion
being available to help enployers neet their contribution anount
for the Public Enployees’ Retirement Account (PERS) and
Teachers' Retirenent Account (TRS). He said that to his
know edge, DOR does not have a position on this.

10: 35: 28 AM

REPRESENTATI VE ROKEBERG asked whether there would be any
difficulty in using Anerada Hess funds by fiscal year 2007 (FY
07) for the purposes stated in [HB 375] or for any other
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purpose. He also asked whether there were any prior commtnents
or timng issues.

MR. BQUTIN replied that he couldn't renmenber the specifics of
prior year deliberations on the use of Amerada Hess funds to pay
debt service, and opined that the funds should be available by
FY 07 for whatever purpose intended by the state.

10: 36: 31 AM

MR. BOQUTIN, responding to questions by Representative Seaton,
said that "the idea that we could be a bit nore efficient by
appropriating the noney directly into the retirenment funds and
thereby putting them to work sooner, would apply equally [to HB
374 and HB 375]." He said Chair Wyhrauch was correct in his
understanding that $13.9 mllion is the anount available for the
[retirement benefit liability account] as specified in [HB 375],
and explained that there is nore earnings volatility in the
Amerada Hess fund - "invested at the rate of the permanent fund”
- which mght entail higher earnings sone years and no earnings
ot her years. He opined that it mght nmake sense to calculate a
percent of market value for Amerada Hess funds just as it does
for the permanent fund; however, the mechanics of doing so while
the Amerada Hess funds are invested with the permanent fund
requires further consideration. He said he would report back to
the commttee with his findings.

10: 39: 57 AM

MR. BOUTIN, in response to Representative Rokeberg, related his
belief that the current corpus of the Anerada Hess subaccount is
$425 million and that the estinmated Anerada Hess earnings "of
the $27.6 mllion annual" might have been calculated on a rate

of 6.7 percent. He explained to the conmmttee that regardl ess
of the applicable interest rate, [the bill and acconpanying
fiscal note specify that] 50 percent of that rate will go to the

[retirenent benefit liability account].

10: 41: 21 AM

CHAI R VEYHRAUCH rem nded the conmmttee that the purpose of the
bill is "to not take the entire interest throwm off by that
anount in recognition that there is going to be politica
requests for other uses of that fund."

10:41: 34 AM
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REPRESENTATIVE WLSON, in referring to page 2, lines 13-14,
sought confirmation in her wunderstanding as to where Anerada
Hess earnings are appropriated and by what anounts. She asked
whether the "earnings are just there and growing and not used
for anything right now "

MR. BOUTIN replied that 50 percent of the $27.6 mllion earnings
woul d be available for appropriation to the retirement benefit
liability account as specified in DOR s fiscal note.

REPRESENTATI VE ~ SEATON  provided  further clarification to
Representative WIson by explaining that [HB 375] specifies the
other 50 percent of [the $27.6 mllion] earnings would be
deposited in the Alaska capital 1incone fund, an existing
account, established by prior year legislation, and to which 100
percent of the earnings are currently appropriated.

10: 46: 02 AM

MR BOUTIN, in response to a question by Representative
Rokeberg, clarified that the 6.7 percent rate of return on the
$27 mllion was "just ny recollection,” and was not specified in
the fiscal note. He confirmed that he was wusing Al aska
Per manent Fund Cor poration projections.

10: 46: 58 AM

KEVI N BROOKS, Deputy Conm ssioner, Departnent of Adm nistration
(D), announced that since HB 374 and HB 375 are constructed
|argely the sane, the departnent submtted another zero fisca
note for the nmechanics of allocating funds [for HB 375] and said
that his conmments on [HB 374] would basically apply to [HB 375]
as wel | .

10:47:53 AM

CHAI R WEYHRAUCH asked if there was anyone present w shing to
testify on either HB 374 or HB 375. He explained that there was
an anmendnent offered to HB 374 that mght affect the interests
of [PERS and TRS enpl oyers].

10: 48: 18 AM

KEVIN RITCH E, Executive Director, Alaska Minicipal League
(AML), expressed his thanks to the conmttee for its work on
[l egislation addressing the unfunded liability]. He comment ed
that there are three comunity dividend bills that also use
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Anmerada Hess as a primary funding source and "that's obviously a
conflict, ... we'll work through that ...."

10: 49: 11 AM

REPRESENTATI VE SEATON, referring to the purpose of the bill,
wondered if those M. R tchie represents would have a problem
with contributions being made [directly] to [enployers'] past
service liability accounts "instead of giving noney to them
directly and then having them return it over tinme back through
their contributions.”

10: 50: 04 AM

MR RITCH E replied that he has not had the opportunity to speak
with all the finance officers but "supposed it's possible that
t houghts mght vary on that. However, all those finance
officers I've talked to on our legislative commttee don't see
any reason why you would have to put in that extra step in
passing noney to nunicipalities and passing it back." He opined
that the real issue is reducing the past service liability.

10: 50: 36 AM

CHAI R VEYHRAUCH announced that there is a comittee substitute
for HB 375 which would be distributed to commttee nenbers for
the foll owi ng neeting.
[ HB 375 was hel d over.]

10: 50: 45 AM

ADJ QURNVENT

There being no further business before the commttee, the House
Special Committee on Ways and Means neeting was adjourned at
10: 50 a. m
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