M NUTES
SENATE FI NANCE COW TTEE
March 17, 2005
9:15 a.m

CALL TO ORDER

Co- Chair Green convened the neeting at approximately 9:15:21 AM

PRESENT

Senator Lyda Green, Co-Chair
Senator Gary W1 ken, Co-Chair
Senat or Con Bunde, Vice Chair
Senat or Fred Dyson

Senat or Bert Stedman

Senat or Lyman Hof f man
Senat or Donny d son

Also Attending: JCELLEN  HANRAHAN, Director, D vision of
Adm nistrative Services, Departnent of Community and Econom c
Devel opnent; MARC ANTRIM Conmm ssioner, Departnent of Corrections;
TRACI CARPENTER, Staff to Senator Lyda G een

Attending via Teleconference: There were no teleconference
partici pants.

SUMVARY | NFORMVATI ON

SB 46- APPROP: CAPI TAL BUDGET

The Commttee heard budget overviews from the Departnent of
Conmer ce, Communi ty and Econom c Devel opnent and the Departnent of
Corrections. The bill was held in Comm ttee.

SB 141- PUBLI C EMPLOYEE/ TEACHER RETI REMENT

The Conmittee heard fromthe bill's sponsor and the bill was held
in Commttee.

#sb46
SENATE BI LL NO. 46

"An Act making capital appropriations and appropriations to
capitalize funds; and providing for an effective date."”
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This was the second hearing for this bill in the Senate Finance
Commi ttee.

Departnent of Comrerce, Community and Econom c Devel opnent

Manuf act uri ng Extensi on Program
$1, 600, 000

$800, 000 BLic Rcpts

$800, 000 Fed Rcpts
Ref erence No.: 40242
Cat egory: Devel opnent
Location: Statew de
El ection District: Statew de
Estimated Project Dates: 07/01/2005 — 06/30/2010
One-Ti me Proj ect
The Federal WManufacturing Extension Program (MEP) wi |l support
Al aska's snmall and nedi um si zed nmanuf acturers throughout the
state by providing them access to know edgeabl e manuf act uri ng
and busi ness specialists throughout the United States. This
programcontributes to the Departnent's m ssion of pronoting a
heal t hy econony by devel opi ng the business skills of Al aska's
smal | manufacturing conpanies.

JOHANA HANRAHAN, Director, Division of Adm nistrative Services,
Department of Commerce, Community and Econom c Devel opnent,
informed the Commttee that this request has been renoved fromthis
| egislation, and is being advanced in the Supplenental bill
| egi sl ati on.

Al aska Visitors Statistics Program

$750, 000 Gen Fund

Ref erence No.: 40078

Cat egory: Devel opnent

Location: Statew de

El ection District: Statew de

Estimated Project Dates: 07/01/2005-06/30/2010
One-Ti me Proj ect

Continuation of the Alaska Visitors Statistics Program (AVSP).
This Program continues the conprehensive collection and
presentation of information on Al aska's visitors. This program
contributes to the Departnent's m ssion of pronoting a healthy
econony by assisting the visitor industry in marketing Al aska.

Ms. Hanrahan stated that this continuing program provides
denogr aphi c, characteristic, and expenditure patterns and opini ons
of travelers to the State. The information is used to gauge inpacts
to visitor infrastructures and facilities, to determne investnents
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invisitor attractions and services and the effect on State | ands
and ot her natural resources, and to devel op the tourism nmarketing
program

Senat or Bunde commented that this programmnmust be "a great asset”
to coomercial enterprises in the visitor industry. Due to the fact
that the State is shifting to a policy of user pay, he asked
whet her an estimate on the project's rate of return to the general
fund has been devel oped.

Ms. Hanrahan responded that data that has been gathered pertaining
to the increase in the nunber of visitors and revenues resulting
from pronoted venues mght address the question. Specific
i nformati on woul d be provided.

Senat or Bunde stated that the State nust seek nmore support fromthe
i ndustry.

Touri sm Pronotion

$530, 000 Gen Fund

Ref erence No.: 40495

Cat egory: Devel opnent

Location: Statew de

Election District: Statew de

Estimated Project Dates: 07/01/2005-06/30/2010
One-Ti me Proj ect

Various tourism marketing projects to pronote and increase
tourism in Alaska. This request contributes to the
Departnent's mssion of pronoting a healthy econony by
assisting the tourismindustry and those busi nesses benefiting
fromthe tourismindustry.

Ms. Hanrahan stated that this project has five different
conmponents: to augment national cable network television marketing
by increasing the nunber of weeks of advertising; to expand the
nunber of national cable networks being utilized; to increase the
State's online advertising presence on key trip-planning websites;
and to enhance the Travel Al aska. com website specifically to include
an online forum on the site. Research has indicated that an
i ncreasi ng nunber of travelers are using Internet websites to plan
and research travel options.

Senat or Bunde reiterated that the return to the State should be a
consideration as "creating jobs is not enough".

Senat or Hof f man asked regarding the justification for requesting a

one-year rather than an on-going marketing program specifically
whet her the one-year request is being proposed to address a lull in
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the nunber of visitors to the State.

Ms. Hanrahan responded that this is considered to be a nulti-year
project, as the request would provide funds for nore than one year.
The project would boost tourism

Senator Hoffrman inquired to the anount of the request that woul d be
expended in FY 06.

Ms. Hanrahan replied that this information would be provided.

Co-Chair Green asked that the total FY 06 tourism category funding,
to include all fund sources in both the operating and capital
budgets, be provided.

Ms. Hanrahan stated that this informati on woul d be conpil ed.

Ms. Hanrahan continued that the request would also pronote
i ndependent visitor traffic on the Al aska H ghway by providing
funds to pre-qualified journalists to experience and wite about
it. Independent travel on the Al aska H ghway has been experiencing
limted growh. The fifth area that woul d be addressed with these
funds would be to further sales and training mssions to pronote an
Al aska/ Asi an rel ati onshi p.

Organi zation Grants

$700, 000 Gen Fund

Ref erence No.: 40056

Cat egory: Devel opnent

Location: Statew de

Election District: Statew de

Estimated Project Dates: 07/01/2005 - 06/30/2010
One-Ti me Proj ect

Grants to unincorporated communities to defray the cost of
i ncor poration. Each unorganized city or borough that
incorporates after Decenber 31, 1985 is entitled to an
organi zati on grant under AS 29.050.180 -.200. This grant
contributes to the Departnment's m ssion of pronoting a healthy
econony and strong comunities by assisting communities in
achi evi ng maxi num sel f - gover nnent .

Ms. Hanrahan stated that this request would provide grants to
assi st local governments in transitioning to a borough. Potentially
the Prince WIliam Sound area, the City of Delta Junction/Delta-
Greely area, the Anchor Point area, and others m ght soon becone
or gani zed bor oughs.

Co- Chair Green asked whether this could be characterized "as just
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an anticipation.”

Ms. Hanrahan responded that sonme of the petitions have been filed
and others are anticipated. According to Title 29 guidelines,
communities that organize are entitled to receive State funding
assi stance for three years after organi zation. This funding request
woul d fund the first of three years.

Senator (O son asked for further information regarding the
assi stance that nust be provided to organi zing conmunities.

Ms. Hanrahan responded that a newy organi zed borough or unified
muni ci pality would receive $300,000 its first year, $200,000 the
second year, and $100,000 the third year.

Senat or A son understood therefore that $600, 000 woul d be provided.

Co-Chair Green comented this is the anobunt specified in State
statute.

Ms. Hanrahan concurr ed.

Communi ty Devel opnent Grants
$14, 538, 000

$14, 050, 000 Fed Rcpts

$ 488,000 Gen Fund
Ref erence No.: 38943
Cat egory: Devel opnent
Location: Statew de
Election District: Statew de
Estimated Project Dates: 07/01/2005 - 06/30/2010
On- Goi ng Proj ect
Multiple federally-funded prograns, enabling Comerce to
provide grants to comunities and non-profit organi zations for
community developnment. This program contributes to the
Departnent’'s m ssion of pronoting a healthy econony and strong
communi ties by providing economc growh in the communities it
serves.

Ms. Hanrahan infornmed that this program assists conmunities with
devel opi ng fl ood pl ains and erosi on managenent prograns; grants to
assist small comunities expand and diversify their econony; and
prograns that allow Rural comunities to construct or renodel
mul ti-use facilities. Conmunities contribute a match rangi ng from
ten to 25 percent of the cost of such projects. In FY 05 and FY 06,
48 unmapped comunities in the Lower Kuskokwi mand Bering Straits,
Copper Valley, and Southeast areas would receive accelerated
i nfrastructure devel opnent grants that would allow themto devel op
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profile maps. The request would al so provide funds to the State's
Bul k Fuel Bridge Loan program and funds to mitigate the inpact of
the Fort Geely Mssile Defense devel opnent's construction and
operation.

Community Bl ock Grants
$6, 115, 000

$6, 045, 000 Fed Rcpts

$ 70, 000 Gen Fund
Ref erence No.: 38946
Cat egory: Devel opnent
Location: Statew de
Election District: Statew de
Estimated Project Dates: 07/01/2005 - 06/30/2010
On- Goi ng Proj ect
Mul tiple federally-funded prograns, enabling Comerce to
provide grants to communities and non-profits that provide
services and/or benefit the low to noderate- incone
i ndividuals. This program contributes to the Departnent's
m ssion of pronoting a healthy econony and strong communities
by providing economc growh in the communities it serves.

Ms. Hanrahan stated that this |ong-term on-going program woul d
provide funds to the Rural Al aska Conmunity Action Program ( RACAP)
for such things as training and educational drug and al cohol abuse
prograns as well as nutrition grant prograns. Honel ess assi stance
grants, energency shelter grants, and funds to nmunicipalities to
assi st planning and infrastructure devel opment are al so provided.
The federal funds require a snmall State match.

Energy Projects
$20, 750, 000

$250, 000 Bond Funds

$20, 000, 000 Fed Rcpts

$500, 000 I/ A Rcpts
Ref erence No.: 38950
Cat egory: Devel opnent
Location: Statew de
Election District: Statew de
Estimated Project Dates: 07/01/2005 - 06/30/2010
On- Goi ng Proj ect
Multiple federally funded energy prograns of Bulk Fuel
Upgr ades, Rural Power Systens Upgrades, Alternate Energy and
Energy Efficiency projects. This program contributes to the
Departnent's m ssion of pronoting a healthy econony and strong
conmuni ties by providing economc growh in the communities it
serves.
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Ms. Hanrahan explained that this nostly federally funded program
woul d fund a wide variety of energy programnms including bulk fuel
upgrades, rural power system upgrade prograns, and alternative
energy and energy efficiency projects.

Senat or Bunde decl ared that he was "not |ooking forward to the day"
when these federal funds m ght dissipate and the onus m ght be to
replace themw th general funds.

Language Section: Electrical Emergencies

$330, 000 Rural Elec

Ref erence No.: 32590

Cat egory: Heal t h/ Human Servi ces

Location: Statew de

Election District: Statew de

Estimated Project Dates: 07/01/2005 - 06/30-2010

On- Goi ng Proj ect

To provide technical support when an electric utility has | ost
the ability to generate or transmt power to its custoners and
the conditionis a threat to life, health, and/or property in
the rural comunity. This program contributes to the
Departnent’'s m ssion of pronoting a healthy econony and strong
communi ties by providing economc growh in the communities it
serves.

Ms. Hanrahan read the project description.

Language Section: NPR-A Inpact G ant Program

$29, 517, 700 NPR Fund

Ref erence No.: 38948

Cat egory: Devel opnent

Location: Barrow

Election District: Arctic

Estimated Project Dates: 07/01/2005 - 06/30/2010

On- Goi ng Proj ect

Grants to comunities for public facilities and services.
Priority is given to those communities directly or severely
i npacted by the | eases and devel opnment of oil and gas within
the National Petroleum Reserve. This program contributes to
t he Devel opnent’'s m ssion of pronoting a healthy econony and
strong comunities by providing economc growmh in the
comunities it serves.

Ms. Hanrahan revi ewed the project description.

Co-Chair Green asked that a list of the projects affected by this
request be provided.

SFC- 05 (7) 03/ 17/ 05



Ms. Hanrahan agreed to provide the information.

Co-Chair WIken requested that this project be assigned to a
subconmttee that he mght chair, for further analyzing and
devel opnent .

Co-Chair Green agreed.

Senat or Stednman, Senator Dyson, and Senator O son asked to serve on
t he subcommi ttee.

Co-Chair Green announced that Co-Chair WIlken would be the
subconmi ttee chair.

Kodi ak Launch Site Infrastructure

$36, 000, 000 Fed Rcpts

Ref erence No.: 40008

Cat egory: Devel opnent

Locati on: Kodi ak

El ection District: Kodiak

Estimated Project Dates: 07/01/2005 - 06/30/2010
One-Ti me Proj ect

Kodi ak launch site infrastructure to support the U S
Departnment of Defense's Mssile Defense Program This program
contributes to the Departnent's mssion of pronoting a healthy
econony and strong communities by providing economc growh in
the comunities it serves.

Ms. Hanrahan stated this request would be federally funded. The
intent is to bring the Kodiak l|aunch site to neet federal
Depart ment of Defense requirenents.

Protection and Education of |nvestors

$300, 000 Stat Desig

Ref erence No.: 40505

Cat egory: Education

Location: Statew de

El ection District: Statew de

Estimated Project Dates: 07/01/2005 - 06/30/2010

Protecti on and educati on of consuners/investors in accordance
wth a national securities settlenent with 10 of the nation's
top investnent firnms. This project contributes to the
Departnent’'s m ssion of pronoting a healthy econony and strong
comunities by educating the public in sound financial
pl anni ng.

Ms. Hanrahan noted that this request is being withdrawn as it has
been determ ned that rather than this noney being directed to the
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State, the State could recommend entities within the State that it
could be directed to.

Senat or Bunde suggested that the noney be directed to the PERS and
TRS retirenment prograns so that the systens coul d have an inforned
group of investors in regards to such things as the proposed
Defined Contribution Retirenent program

Co- Chair Green thanked Senator Bunde for the suggestion.
9:37:14 AM

Morris Thonpson Cultural and Visitors Center

$250, 000 Gen Fund

Ref erence No.: 40500

Cat egory: Devel opnent

Locati on: Fairbanks Areaw de

El ection District: Fairbanks Areaw de

Estimated Project Dates: 07/01/2005 - 06/30/2010
One-Ti me Proj ect

Grant for the Morris Thonpson Cultural and Visitors Center.

Ms. Hanrahan stated that this Center would provide visitor
information services, visitor trip planning, environnenta
education, and exhibits. The total estimated cost of the Center
would be $26 mllion: $15 mllion of federal funds and the
remai ning funds to be fromthe State and private contri butors.

Co- Chair Green asked when the project m ght be conpl et ed.

Ms. Hanrahan replied that the conceptual design phase is reaching

conpletion. Requests for bids have not been let. In order to
conplete the construction project by the spring of 2006, $4.5
mllion nust be raised in 2005. The final conpletion date is
unknown.

Co-Chair G een asked whether this is the only budget request
associated with the Morris Thonpson Cul tural Center.

Ms. Hanrahan replied that this is the only request being furthered
by the Departnment. Further research regarding the project's total
fundi ng woul d be conduct ed.

Co-Chair Green commented that this itemm ght be revisited.

9:39:46 AM

City of Valdez - Harborview Denolition
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$1, 000, 000 Gen Fund

Ref erence No.: 40517

Cat egory: Devel opnent

Location: Val dez

El ection District: Richardson/d enn H ghways
Estimated Project Dates: 07/01/2005 - 06/30/2010
One-Ti me Proj ect

Denolition of Harborview buil ding.

Ms. Hanrahan stated that the land on which this building sits was
transferred to the Gty of Valdez. Since there is no viable
econom ¢ use of the building, which was closed in 1997, the Gty is
requesting funds to denolish and renediate the site. The building
does contain hazardous materials.

Co-Chair Green asked whether the Gty of Valdez would be |iable
were any hazardous materials found.

Ms. Hanrahan asked for clarification whether the question pertained
to liability during denolition.

Co-Chair Green expressed that the liability question pertained to
both during and after denolition. In other words, would the State
woul d have ot her obligation other than providing funds.

Ms. Hanrahan stated that further information would be provided.

Co-Chair WI ken asked the funding history attached to this project,
as this is the seventh request to denolish this building that he
has heard in as many years as a Menber of this Commttee.

Ms. Hanrahan stated that the information woul d be provided.
9:41:53 AM

Tongass Coast Aquarium Inc.

$100, 000 Bond Funds

Ref erence No.: 40497

Cat egory: Devel opnent

Location: Ketchi kan Gat eway Borough

Election District: Ketchikan

Estimated Project Dates: 07/01/2005 - 06/30/2010
One-Ti me Proj ect

A grant for the Tongass Coast Aquarium which will be a
regional facility providing education, research and exhibits
focusing on the coastal and narine ecosystens of Southeast
Al aska. This project contributes to the Departnent's m ssion
of pronoting a healthy econony and strong comunities by
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provi di ng educati onal opportunities and econom ¢ devel opnent
i n Sout heast Al aska.

Ms. Hanrahan read the project description and stated that the funds
woul d assist in constructing a 28,000 square foot aquarium

Co-Chair Geen asked that the funding history, to include the
State's total obligation; the amount the federal governnent has
provi ded; and ot her revenue sources, of this project be provided.

Ms. Hanrahan infornmed that this project is currently in the design
phase. No formal bids have of yet been requested. The total cost is
projected to be $27 mllion. The total funding request to the State
m ght range between one and four mllion dollars.

Co-Chair Green asked for clarification purposes, the anmount being
requested this year.

Ms. Hanrahan stated that the FY 06 request is for $100, 000.

Al aska Native Heritage Center

$500, 000 Gen Fund

Ref erence No.: 40498

Cat egory: Devel opnent

Locati on: Anchorage Areaw de

El ection District: Anchorage Areaw de

Estimated Project Dates: 07/01/2005 - 06/30/2010
One-Ti me Proj ect

G ant to the Alaskan Native Heritage Center for the repair and
construction of Alaskan Native village exhibit sites. This
request contributes to the Departnment's m ssion of pronoting a
heal t hy econony and strong comunities by assisting the
tourism industry and those businesses benefiting from the
tourismindustry.

Ms. Hanrahan noted that this is the only Native educational and
cultural center in the State that showcases the cultures of the
State's native people "to the public and to school children”. The
Center is a premer tourist destination and, in partnership with an
international and Al askan tour operators, hosts approximtely
100,000 visitors annually. It provides in excess of 100 jobs and is
a marketing outlet for Rural handicrafts and cultural itens.

Co-Chair Green asked whether this project could be supported by its
revenues, private donations, and ot her resources.

Ms. Hanrahan expressed that this request would fund the
construction of one village site and a playground within that site.
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The overall plan is to construct five village sites that would
represent the dwellings of each of the State's five regions.

Co-Chair Green pointed out that the request states that the funds
woul d be for the repair and construction of exhibit sites. Ticket
sal es and other incone processing venues should provide for the
cost of repairs, as the project should be self-sustaining rather
than continuing to request State funding.

Ms. Hanrahan stated that further information would be provided.

Lower Kuskokwi m School District - The People's Learning Center
$1, 000, 000 Gen Fund

Ref erence No.: 40502

Cat egory: Devel opnent

Locati on: Bet hel

Election District: Bethel

Estimated Project Dates: 07/01/2005 - 06/30/2010
One-Ti me Proj ect

Gant to the Lower Kuskokwim School District for the
construction of the Yuut Elitinaurviat, The People's Learning
Center. This project contributes to the Departnment’'s ni ssion
of pronoting a healthy econony and strong comunities by
provi di ng educati onal opportunities in the community.

Ms. Hanrahan read the project description and noted that three
mllion of the total eight mllion dollar project cost has been
rai sed. Additional funding has been requested from the Al aska
Nati ve Education Gant Program the Bureau of Indian Affairs, and
from Al aska Congressman Ted Stevens' office.

9:47: 06 AM

City of Unal aska - Boat Harbor

$2, 000, 000 Bond Funds

Ref erence No.: 40501

Cat egory: Devel opnent

Location: Unal aska

Election District: Bristol Bay/Al eutians

Estimated Project Dates: 07/01/2005 - 06/30/2010
One-Ti me Proj ect

Gant to the City of Unalaska for a boat harbor at Little
South Anerica in Unalaska. This project contributes to the
Departnent’'s m ssion of pronoting a healthy econony and strong
comunities by providing infrastructure necessary for
comercial enterprises and the community of Unal aska.

Ms. Hanrahan stated that this request woul d address "a serious |ack
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of noorage" in Unal aska. The breakwater construction would cost
approximately $11 mllion. Wile the Gty of Unalaska is
responsi ble for the inner harbor inprovenents, this request would
assist to support the total $17 million project cost.

Senat or St edman asked whet her additional funding requests, beyond
this two mllion dollar request, mght be forthcom ng.

Co-Chair G een asked the Departnent to provide this information.

Senator Stedman al so asked whet her noporage fees and other incone
venues established by the Gty would sufficiently provide for on-
goi ng nai ntenance and replacenent reserves for the project upon
conpl etion. The concern is that this harbor mght be in a state of
disrepair in 30 years as has been the experience wth other harbors
in the State.

Senat or Bunde asked that information be provided about the plans to
fund the on-going operating and maintenance costs of the Lower
Kuskokwi m School District - The People's Learning Center

Senat or O son asked whet her the Unal aska boat harbor is |ocated at
the staging area site for the response to the Decenber 2004 w eak
of the tanker, the Sel endang Ayu.

Ms. Hanrahan would clarify that information.

City of Cordova - Cordova Center

$1, 000, 000 Gen Fund

Ref erence No.: 40503

Cat egory: Devel opnent

Location: Cordova

Election District: Cordoval/ Sout heast 1sl ands

Estimated Project Dates: 07/01/2005 - 06/30/2010
One-Ti me Proj ect

Gant to the City of Cordova for the construction of a
Community Center in Cordova. This Request contributes to the
Departnent's mssion or pronoting a healthy econony and strong
comunities by providing infrastructure necessary for
commercial enterprises and the community of Cordova.

Ms. Hanrahan stated that this request would provide for a 32,000
square foot comunity center that would provide conference,
convention, theater and training spaces; oil spill response
training; an incident and energency conmand and comrunication
center; as well as space for a joint State and federal visitors
facility. A public library for the elenmentary school mght also be
i ncl uded.
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Senat or Bunde asked that information be provided regarding the
fundi ng source for the center's operations and mai nt enance needs.

Ms. Hanrahan stated that this concludes the Departnent’'s capital
proj ect requests.

Co-Chair WI ken understood that the Departnent m ght be requesting
funds for a filmproject.

Ms. Hanrahan responded that no request in that regard is being
pr esent ed.

AT EASE: 9:51:53 AM/ 10:04:59 AM

Departnent of Corrections

Institution Cosed Crcuit TV System Recording

$2, 500, 000 Bond Funds

Ref erence No.: 40267

Cat egory: Public Protection

Location: Statew de

Election District: Statew de

Estimated Project Dates: 07/01/2005 - 06/30/2010
One-Ti me Proj ect

Project will provide digital video recording systens within 11
Correctional Facilities statew de.

MARC ANTRI' M Conmm ssi oner, Departnent of Corrections, stated that
this request would provide for closed circuit television and
digital video recording systens through which to nonitor prisoners.
The first phase of the project would be the installation of camneras
and the second phase would be the installation of the recording
equi pnent. This project would expand the current systemto allow
the nonitoring of living areas in addition to doorway and other
traffic areas. In addition to reducing incidents of prisoner
vi ol ence and property damage, the systemwoul d all ow t he Depart nment
to conply with federal |aws enacted in 2003.

Def erred Mai ntenance, Repair, and Renovations

$8, 000, 000 Bond Funds

Ref erence No.: 36788

Cat egory: Public Protection

Location: Statew de

Election District: Statew de

Estimated Project Dates: 07/01/2005 - 60/30/2011

On- Goi ng Proj ect

Essential repair and renovation of electrical, nechanical
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roofing, fire/life safety, security, structural, food service,
pavenents and site drainage systens at all correctional
facilities. This work is required to enable continued safe,
secure and efficient operation of the 24-hour incarceration
facilities.

Comm ssioner Antrim stated that this request would address the
extensive |ist of deferred mai ntenance needs of the 117 facilities
mai ntained by the Departnent. The mpjority of these facilities
exceed twenty years of age; ten percent are at |east 30 years old;
and anot her ten percent exceed 40 years of age. A list of needs is
i ncluded in the packet.

St at ewi de Equi pnent Repl acenent

$450, 000 Bond Funds

Ref erence No.: 30815

Category: Public Protection

Location: Statew de

Election District: Statew de

Estimated Project Dates: 07/01/2005 - 06/30/2011

On- Goi ng Proj ect

Repl ace essential security, |ife safety, food service,
| aundry, nedical, records storage and nai ntenance equi pnent at
all correctional institutions. This equipnment is required to
provide continued support of the officers and staff in
confining incarcerated offenders and in naintaining safe
operation of the institutions.

Comm ssioner Antrim stated that these funds woul d provide for the
repl acenent of many critical itens, including such things as snow
renoval equi pnent, grounds equi pnrent such as | awnnowers, and fi xed
kitchen itens such as stoves, steam kettles, and m crowave ovens.
Mai nt enance needs for such itens has been deferred for many years.

Community Jails Life, Safety and Security Renovations and
M scel | aneous Equi prent

$100, 000 Bond Funds

Ref erence No.: 30818

Category: Public Protection

Location: Statew de

Election District: Statew de

Estimated Project Dates: 07/01/2005 - 06/30/2011

On- Goi ng Proj ect

This project funds essential safety and security renovations
and equi pnent at fourteen (14) |ocal governnental contract
jails. These jails require repairs and nodifications to
continue their operation.
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Conmm ssioner Antrimnoted that this request woul d provi de necessary
upgrades at 14 community jails that, while operated by the |ocal
community police departnents, are under contract to the State. The
upgrades woul d be akin to the upgrades that woul d be occurring at
the State's jail facilities.

Co-Chair Green announced that this concludes the Departnent of
Conmer ce, Comuni ty and Economi ¢ Devel opnent and the Departnent of
Corrections capital project requests.

The bill was HELD in Committee.
#sb141

SENATE BI LL NO. 141

"An Act repealing the term nation date of certain provisions
that require the reporting of social security nunbers and
aut omat ed data matching with financial institutions for child
support enforcenent purposes; relating to social security
nunbers on applications for cormercial fishing |licenses; and
providing for an effective date."”

This was the second hearing for this bill in the Senate Finance
Committee.

Co-Chair Geen noted that the sponsor's WMrch 16, 2005 bill
presentation has received positive reviews.

Senator Stedman, the bill's sponsor, inforned the Committee that he
woul d be addressing the information included in the "Retirenent
Security Act SB 141" handout dated March 17, 2005 [copy on file].

Co-Chair WI ken asked for further information regarding the graph
titled "What went wong?" that was included on page ten of the
March 16, 2005 SB 141 handout [copy on file]; specifically the
rel evance to that graph of the |anguage in the "Actuarial Value of
Asset s" paragraph that read, "Prior to 2002, Mercer used a
‘corridor nethod' . Beginning in 2002 they switched to a 5-year

" snmoot hi ng nmet hod' ™.

Page 10
[ March 16, 2005 SB 141 Handout ]

What went wrong?

[ Li ne graph show ng Conbi ned PERS & TRS Actuarial Val uations
(2003): Accrued Liabilities, Actuarial Value Assets, and
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Mar ket Val ue Assets for the years 1994 through 2003. The data
for 2003 is as follows.

Accrued Liabilities: $16, 397, 262
Actuarial Val ue Assets* 11, 439, 566
Mar ket Val ue Assets: 10, 994, 074

*Asset Market Value is adjusted by the actuary in an
effort to bring nore order and predictability to the
enpl oyer contribution rate and to snooth out year to year
mar ket fluctuations. Prior to 2002, Mercer wused a
"corridor nethod". Beginning in 2002 they switched to a
5-year "snoot hing nethod". ]

W Have Been Understating Qur Liabilities For the Past Several
Year s

Senat or Stedman responded that the page ten graph details the
portfolio valuations beginning with the year 1994. The State's
actuarial consultant, Mercer Actuarial Services (Mercer), utilized
"a snmoot hing nmechanism' during the first years reflected on the
graph. Thi s net hodol ogy anortized the portfolio' s gains and | osses
over a five-year period, going forward. This assisted in snoot hing
out the enployer contribution rate so that it would "not swing with
the gyrations of the financial markets". However, as a result of
t he "extended"” capital nmarket upswing in the |late 1990s, "the val ue
of the portfolio [increased] up above targeted growh rates quite a
bit," as reflected by the Market Value Assets line on the graph.
Continuing utilization of the snoothing nethod woul d have produced
"a substantially larger over-funding of the plan, assets to
liabilities" and, the Actuary was concerned that the Boards m ght
decrease "the enployer contribution rate to unsustainable |evels,"™
with the possibly of reducing it to as low as zero. Therefore,
Mercer changed the nethod for calculating the gains to the
"corridor nmethod", which established a "band" with a maxi num 20-
percent deviance from the market value. The band "artificially
| onered the assets for the cal culation of how far they were over-
funded” as depicted by the line titled Actuarial Value Assets. The
corridor method was utilized for several years during the "equity
expansion or bull market" of the late 1990s.

Senator Stednman stated "that one of the itenms of correction”
recommended by a 2001 audit was that the snoothing nmethod with a
five-year anortization schedule, be reinstituted. This is the point
intime reflected on the graph where the Accrued Liabilities line
and the Market and Actuarial Value lines "substantially deviating
away from each other".

Senator Stedman stated that in order to nmake that transition "it
was necessary to bring the assets to nmarket value". This endeavor

SFC- 05 (17) 03/ 17/ 05



is depicted by the intersection of the Actuarial Value Assets and
Mar ket Val ue Assets |lines on the graph in the year 2002.

Senat or St edman voiced that, noving forward to the year 2003, the
Mar ket Value Assets reflect a value of $10,994,074 and the
Actuarial Value Assets had a value of $11,439,566. "The difference
bet ween those two nunbers is just the five-percent snoothing or
five-percent anortization of that |oss going forward".

Senat or Stednman comunicated that this year the nunbers would
reflect "a gain" as the portfolio perforned above the projected
8.25 percent target. That gain would be spread out over the next
five years. The Legislature "as policy makers" should review both
val ues, "recognizing that the Actuarial Value is just a value to
sooth the contributions". Particular attention nust be paid to
Mar ket Val ues, as that would reflect the portfolio' s actual val ue.

10:17:10 AM

Page 14
[ March 16, 2005 SB 141 Handout ]

What went wrong?

[ Bar graph showi ng Factors Contributing to PERS Enpl oyer Rate
Increase* (% of Cunulative 1998 to 2003 Rate Increase
Attributed to Each Factor) as foll ows:

Actuarial Loss (lncreased Enpl oyer Rate)

Assunpti on Changes -34. 19%
| nvest nent Experience -11. 629% *
Heal t h Experi ence -11. 28%
Denogr aphi ¢ Experi ence -8.89%
Asset Val uation Method -4, 42% *

Contri Shortfall Due to
2 Year Calculated Rate -3.37%
102% Funding Ratio

Adj ust nent s -2.02%
Ad hoc PRPA -1.56%
System Benefit Changes -0.64%
Actuarial Gain (Decreased Enpl oyer Rate)
Sal ary Experience 6.47%
Past Service Anortization
Change 15.52%

*PERS Enpl oyer Rate increased 18.3%from 7.36%in 1998 to
25.63% i n 2003
**Total Asset Side Inpact of 16.04%

A Conbi nati on of Factors Created Qur Present Situation
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Senator Stedman informed that, as depicted on the page 14 chart in
the March 16t h handout, changing fromthe snoothing nethod to the
corridor nethod and then back to the snoothing nethod placed
"downward pressure on the Enployer Contribution Rate"; anmounting to
15.5 percent of a total 18.3 percent change in the Enployer
Contribution Rate between the years 1998 and 2003. "That was a
positive. It | owered the contribution requirenent down".

Co-Chair WI ken understood that had the snoot hi ng nmet hodol ogy been
the sole nethodology utilized since 1994, the Actuarial Value
Assets line mght have tracked simlarly to the Market Value Assets
line on page ten's graph. He asked therefore whether the State
would have the five billion dollar shortfall today, "had the
deci sion been nade to stay with the snoot hing nethod and resisted
the tenptation to | ower the Enployer Contribution Rates because of
t he robust capital market".

Senator Stedman replied that the Iines woul d have tracked "pretty
cl ose". However, had the Corridor Method not been inplenented, the
Publ i ¢ Enpl oyees Retirenent System (PERS) and Teachers Retirenent
System (TRS) Boards "woul d have been under nore pressure to | ower"
the Enployer Contribution Rate, as it is doubtful that, at the
time, the Boards "realized that their value of the assets were so
under-valued; that liabilities they were | ooking at were not the
actual liabilities", as he believed there was sonme m scal cul ati on
inthe liabilities which "led to a false inpression that they were
at an artificially low level.if the liabilities would have been
nore accurately calculated back in the md to late 90s it would
have tracked al nost on top of the market value of the portfolio and
there woul d have certainly been no pressure to | ower rates".

Co- Chair WI ken acknow edged the expl anation. Continuing, he voiced
that the State "depends a | ot on our Actuary”. To that point, he
asked how nuch they are paid for their service.

Senat or Stedman provided sone "rough nunbers"; approximately four
mllion dollars has been paid to the Actuary between the years 1997
to 2005. The highest anmount, $717,000, was paid was in the year
2000. The targeted rate is $500,000 a year. The forecast for 2005
is $425,000. The "complex mathematical nodeling work" that is
conducted is extensive and it is "unfortunate that it was not as
accurate"” as he would have liked to have seen it in the |ate 1990s.

Senat or Bunde, while acknow edging, "that this is a conplicated
field', voiced concern that were the answers not to one's I|iking,
"we just change themto a different calculation until we get an
answer that we like". He recalled, "being told by the experts
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that the fund was basically over-capitalized. That we were
contributing too nuch". Based on that advice, the Legislature nade
a decision within the past ten years to reduce its contribution,
separate from the pressure applied to further reduce the
contribution rate. He asked for confirmation that the Legislature's
action was based on "information that we were over-capitalized".

Senator Stedman understood that sonme withdrawal s had been nade;
however, this would have to be further revi ewed.

Senator Bunde recalled the action occurring around 1994.

Senat or St edman acknow edged that sonet hing had occurred, but that
his research has focused on recent years' activities. He affirned
that the action of renoving assets froma plan when it is over-
funded woul d "exaggerate"” the problemwere the day to cone when the
pl an was under - f unded.

Senat or Bunde communicated that he was furthering this point
because people are saying, "that the State screwed up, why should
we have to increase our contribution". He declared that that the
idea that "the Legislature reduced their contributions in an
attenpt to artificially show they were cutting the budget" is
unf ounded. The Legislative action taken was in response to advice
fromthe PERS/ TRS Boards who acted on the advice of the actuarials.

Senator Stedman clarified that in the late 1990s, both Boards
| owered the enpl oyer contribution rate bel ow what was recomrended
by the actuary. That action placed "nore negative pressure on the
system. Efforts to rectify this are being furthered in this bill.

Co-Chair Green understood that "some of that changi ng and | owering
of rates was done w thout Legislative perm ssion".

Senat or Bunde believed this was the case with the |atest change.
Senator Stedman cal cul ated that a $160 to $190 million decrenent
had resulted fromthe | owering of the Enployer Contribution Rates.
VWiile this is a lot of noney, it is not, in the context of the
overall five billion dollar shortfall.

Page 8
[ March 16, 2005 SB 141 Handout ]

What is the [status] of Al aska's systenf

[ Li ne graph showi ng Historical PERS & TRS Funding Ratios for
each year from 1975 through 2003. The PERS ratio is 72.8
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percent and the TRS ratio is 64.3 percent for 2003. O her
i nformation reads:
1975 System Popul ati on

Acti ve: 19, 998

Retire: 1,734
2004 System Popul ation

Acti ve: 43, 300

Retire: 28, 279

Ter m nat ed (Vest ed) 6, 689

Term nated (Non-Vested) 14, 606]

Senat or Hof fman noted that the 70-percent PERS funding ratio for
2003, as depicted on the graph on page eight of the March 16, 2005
presentation, is approximately the same | evel as the 1980 funding
ratio. Gven the fact that econom sts and President George W Bush
proclaim that the econony is turning around and markets are
reboundi ng, and, in light of the fact that page seven of the March
16th report indicates that 2006 would have a positive flow, he
anticipated that the 2003 |evel would be the |owest point going
forward. He asked whet her the sponsor woul d agree. Continuing, he
asked whether, in addition to the changes in the Enployer
Contribution Rates, there had been "any najor changes” in the late
1970s or early 1980s that woul d have influenced the reboundi ng of
the Funds or was it sinply the growh of State governnent at the
time. While he is not arguing agai nst nmaki ng managenent changes, he
opi ned that the system has worked well.

Page 7
[ March 16, 2005 SB 141 presentation]

What is the [status] of Al aska's systenf

[Drawi ng of fuel barrel l|labeled wth data specific to the
Al aska system based on 2003 Actuarial Valuation. The barre
lists $11.4 billion Net System Assets (Conbined PERS & TRS
Actuarial Asset Values) and $16.4 billion Assets Needed to
Meet Accrued Liabilities, with a difference of $5.0 billion.
Pi pes attached to the barrel are | abeled as foll ows.

Enpl oyer Contributions: $162.1 mllion

Menber Contributions: $167.9 million

| nvestment Results: $373.1 million

Admin & I nvest ment Expenses: -$32.6 nillion

Benefits & Refunds Paid: -$778.3 million

PERS & TRS Have A Conbi ned $5.0 Billion Unfunded Liability

Senat or Hof f man observed that the graph on page seven of the March
16, 2005 presentation appears to be inverted, as the barrel's
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contents should reflect the State's Net System Assets as two-thirds
full rather than being depicted as one-third full. The graph, as
presented "over-exaggerates" the situation.

Senator Stedman responded "it would be extrenely difficult" to
replicate the funding ratio trends of the late 1970s to early 1980s
due "the magni tude" of today's experiences; specifically the nunber
of enpl oyees, the nunber of retirees, and "escal ating” health care
costs issues. "From 1982 through 1990, a real strong capital
mar ket" assisted in increasing the values; and in the late 1970s
and early 1980s, the State experienced a huge [econom c] expansion.

10: 30: 04 AM

Senat or Stedman shared that the Actuary would be providing their
nost recent funding ratio report soon, and it is expected that the
funding ratios would decrease even though last year's portfolio
performed above the projected 8.25 percent target. He rem nded that
t he snoot hi ng nmet hod cal cul ati ons woul d anortize those gains over
the next five years, and therefore, even thought the funding ratios

mght reflect that the Systens are "in worse shape" .the real
affect” is that "we are in a little bit better shape than we were a
year ago". "Fromthis point going forward" the situation is hopeful

that another decline in the financial market would not be
experienced for at |east another two or three years. Wile the
portfolio should nove toward being fully funded, this would not
occur "near as fast" as it did in the late 1970s and early 1980s.

Senat or Stedman concurred that the barrel depicted on page seven
coul d have been presented in the reverse. This would be corrected
in the presentation going forward. The $16.4 billion total
liabilities and the $11.4 billion in net assets were promnently
di spl ayed on page seven in order to clarify "what is full and what
is enpty”. He agreed with Senator Hoffman that even though the

State has a five billion dollar under-funding issue, "it is not
anywhere near the point where we have a cash fl ow probl em neeting
our obligations"” ..."There is no reason for any of the retirees or

current participants to expect that their benefit levels are in
j eopardy. That's not the issue".

Senator Stedman enphasized that one purposes of SB 141 is to
restructure the PERS, TRS, and ASPIB Boards. One of the
reconstituted Board's tasks would be to determ ne how to address
the five billion dollar wunder-funding situation. "One of the
solutions is just to ignore it; another one is to pay it off; and
the other one is sone conbination" of the two. A nultitude of
options are available, but "the overriding factor that squeezes us
on that under-funding"” is enployer contribution levels "relative to
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the rest of their salaries ... "It squeezes the schools" and
muni ci palities "to direct nore noney into current cash flow and to
benefits"”. "It directs current cash flow today into benefits that
were accumul ated” in many cases over ten years ago. The issue of
alleviating the pressure on cash flow nust be addressed.

Senator Hoffman proclained that this bill would provide "mjor"
alterations in the system specifically the change in the Funds'
managenent structure. He voi ced concern regarding the "magnitude of
t he changes"” being proposed considering that Alaska is in better
shape than other states. Changes to the systens could be pursued
after the initial focus of changing the nanagenment structure.
Changi ng the whol e process m ght jeopardize "the financial security
and ability to draw enployees back into State services". These
t hi ngs shoul d be taken into consideration.

10: 35: 28 AM

Senat or Bunde voiced that there is public perception that the
Legislature "is trying to sneak this through too quickly". However,
he attested that the discussion about changing from a Defined
Benefit Plan (DBP) to a Defined Contribution Plan (DCP) has been
occurring for at |east ten years.

Senator Bunde noted that in 1975, there were approxinmately 2,000
active enployees supporting approximately 1,700 retirees in the
Retirenent System today, there are approximately 43,300 active
enpl oyees and 28,000 retirees. "The ratio is dimnishing". He asked
whet her the trend Iine mght sonmeday project one active enpl oyee
per retiree.

Senat or Stednman responded that the answer is yes. In 1975 there
were 1,700 retirees, today there are 28,000 retirees, and there are
anot her 20, 000 i ndi viduals "who have sone claimon the system were
they cone back in and work a few nore years" and retire. This is
one of the challenges in determning whether the trends of the late
1970s and early 1980s could be replicated. "There is a substanti al
waiting difference today concerning our retirees and the cash fl ow
demands it places on the system" This is why, he agreed "with the
conclusion drawn by the Actuary that you're not going to invest
your way out of this situation at all".

10: 38: 21 AM

Senat or Bunde responded that were everyone who had a claimon the
Retirement System "to realize that claim we would actually have
one retiree for every worker making contributions to the Systent.
That does not sound sust ai nabl e.
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Senator Stednman affirned that there are nunerous Tier 1 forner
State workers who worked for the State in the 1970s and 1980s, who
could be rehired and retire fromthe Systemwith |ifetinme health
benefits. This could anmount to $100 mnmillion in potential
liabilities to the State. Wre 20,000 forner State workers to
resume working for the State and then retire fromthe System there
woul d be nore retirees than active enpl oyees. This scenario would
occur anyway over the next 20 to 30 years as nore people retire
fromthe System Even though the State's Retirenent Systemis being
chall enged today, it is in a better situation that many other
states that did not pre-fund their retirement systens. The State
"should be congratulated" for having the foresight to pre-fund
health care in its retirement system This has assisted in
addressing the situation Senator Bunde has alluded to where there
is a one enployee to one retiree ratio.

Senat or O son asked how the ratio m ght appear in ten years.

Senat or St edrman responded that this information woul d be provided,
as projections have been calculated for the next 25 years.

Senator A son asked for further information regarding how the price
of North Slope crude oil affected the funding status of the System
as it relates to the trends of the PERS/ TRS fundi ng rati os depicted
on page eight's chart.

Senat or Stedman responded that the two | argest inpacts on the trend
lines are the value placed on the Systens' liabilities and the
value of the assets in the portfolio. The upward trend occurred
during robust economc tines even thought there were "tines of
fluctuating oil prices". Aside fromthe inpact that oil prices have
on the econony, the retirement portfolio is not aligned with oil
prices.

Senat or O son appl auded Senator Stedman's efforts to address the
$5.5 billion liability, and stated that any delay would only
acerbate the problem

Co-Chair Green added that "the natural inclination is for people to

turn to the State for assistance to backfill and to nake good on"
future increases. There is a point at which the State" m ght | ose
all incentive" to continue to fund that shortfall. This would

result in a drop-off in enploynment, as entities could not continue
to enploy people when the enployer contribution rate increases
upwar ds of 50-percent of the salary just to pay for benefits. This
is why developing a solution to the issue has becone "very
i nportant™”.
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Senator Stedman turned the Commttee's attention to the handout
dated March 17, 2005. He noted that with any major piece of
| egi sl ati on, substantial nodifications woul d be expect ed.

Page 3
March 17, 2005 handout

SB 141 Wal k-t hrough

Qur anal ysis | ooked at both conponents of the problem
Wth the goal of devel oping solutions

Structural Conponent Fi nanci al Conponent

To identify the systemc To identify the causes of
Probl enms i n PERS/ TRS our liability growh

1. How do we prevent this 1. How can we stabilize future
from happeni ng agai n? Enpl oyer contribution rates?
2. How can we fix the 2. How can we provide near
systemand bring it back termfinancial relief to

I nt o bal ance? enpl oyer s?

3. How can we better 3. How do we develop a | ong
predi ct and control costs solution to funding the $5.0
goi ng forward? Billion gap?

Senat or Stedman stated that the deci sion was nade not to devel op a
financial conponent to fix the five billion dollar shortfall in
this legislation. It was determned to be nore inportant to dea
with the structural conponent in terns "of how we got here and then
after that deal with the under-funding issue because you have to
stem the henorrhage". Efforts to address how to prevent this
situation fromre-occurring would include working with the State's
actuaries and the boards to justify the values of the assets and
the liabilities to ensure that the nost accurate nunbers are being
presented. Efforts to address fixing the system would involve a
Board restructuring in that one entity would be involved in

addressing both the assets and liabilities so that no "buck
passi ng" would occur. Efforts to predict and control costs going
forward woul d be addressed as the bill progresses.

Senator Stedman stated that the financial side of the equation nust
address stabilizing the enployer contribution rates, and if
possi bl e "l ower them because of the squeeze-out affect it has on
today's cash flow to pay yesterday's benefits for the enpl oyees has
a lot of negative inpacts all across the State". The issue of
providing near term financial relief to enployers would be
addressed after this legislation is inplenented, as the new Board
woul d address the shortfall issue and present recommendations
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regardi ng how to address them That would be an entirely separate
process.

10: 46: 22 AM
Senator Stednman stressed that the five billion dollar shortfall is
an obligation under the Enployers Defined Benefit Plan. "It is not

t he enpl oyees' problem per sec, they did not create this issue".
The Normal Cost factor is the funding that an enpl oyee contri butes
today for benefits accunulated for the future. There is an
abundance of accunul ated Past Service benefits that nust be paid
for today. This is an area that the new Board woul d be addressi ng.
The question is what would be a "reasonabl e" enployer/enployee
contribution split under today's econonmic conditions with rising
health care trends. Currently PERS enpl oyers pay 66-percent and the
enpl oyees pay 34-percent. The bill includes a provision that the
contribution levels be reviewed in order to determ ne whether
nodi fications to the splits would be necessary. This issue should
not be ignored.

page 4
March 17, 2005 handout

We considered the Adm nistration's 2004 Tier Conmmittee work
during our analysis and in our solutions
Tier Commttee Data Revi ewed:

e Tier Alternative Recommendati ons
 Enpl oyer survey

e Menber focus group results

* Benchmar ki ng

e Benefit levels

* Denographi c projections

* Inplications of Medicare changes
* Trends, issues and alternative

« Cost analysis and projections

10:49: 04 AM

Senator Stedman rem nded that a year earlier, the Senate Finance
Commttee had requested the PERS/TRS Boards to review Tier
structures and alternatives. The Boards' Tier Review subconmttee
had conducted a vast anobunt of work as depicted on page four. The
Boards had not, however, adopted either of the two tier
alternatives that had been recommended: one being a conbi nation of
DBP and DCP and the other a pure DCP.
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Senator Stedman stated that upon review of the Tier Review
subconm ttee's report, the pure DCP plan was furthered in this
| egi sl ati on.

Senator Bunde shared that "a surprising nunber of people” have
conmuni cated that it increasingly difficult to hire talented people
to work for the State. The concern is that were benefits changed,
it would further acerbate this situation

Senat or St edman responded that this concern was reviewed with the
determ nation being that this mght or mght not be a factor,
determining on how the benefit package was structured. A tier
structure detrinmental to retention and hiring should not be
devel oped. The contribution | evel issue would be addressed by the
Commttee. "A blanket statenent that a defined contribution plan is
at a disadvantage to defined benefits is just not true. It depends
on the structure of both plans". A tier nust be devel oped that

woul d be conparable to Tier Il1l. Wre both salary and benefits
| evel s reduced to the point where the State was "di sadvantaged in
the market place” then "the organization would be hurt". It is

necessary that the enployer be provided built-in flexibility so
that in the event that were to occur, they could respond.

Senat or A son asked regarding the stabilizing enployer contribution
rate conponent identified on page three; specifically what
assurances would be nmade to protect the enployee. It would be
unacceptable to place this burden on the enpl oyee when it was the
result of poor investnent strategy on the part of the Boards.

Senator Stedman replied that in his opinion "it is not the
obligation of the enployee to fund that five billion dollar
shortfall, it is an obligation of the enployer”. "This is part of

the risk inherent in a Defined Benefit Plan". Wre inadequate
contributions nmade and were there to be an inadequate investnent
performance, it remains the enployers' responsibility to neet the
obligations. "This is an inportant point: the enployee", either
current or retired, is not at risk of loosing their benefits. Wre
any enpl oyee contribution adjustnent to be nade, it would not be
utilized to address the five billion dollar under-funded liability
fromthe past. These are two separate issues: the benefits being
accunul ated today for today's service as conpared to the benefits
that were accumul ated in the past.

10: 54: 44 AM

page 5
March 17, 2005 handout
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SB 141 Wal k-t hrough

Defined Benefit Plan
*Benefit level is fixed
*Benefit is based on a
*Formul a i nvol ving sal ary,
years of service, age, etc
*Benefit is paid for life
and to qualified
survivors

*Future benefit paynents
are NOT affected by the

pl ans funding | evel

Defined Contribution Pl an
*Contribution level is fixed
*Benefit is based on the anount
of noney invested and earned in
enpl oyee' s account

*Benefit is paid until account
runs out

*Future benefit paynents are
driven by investnent performnmance

Senator Stedman expl ained that this page conpares a DBP to a DCP. A

DCP woul d

resenble a 401(K) plan whose contributions would be

invested in pre-determ ned i nvestnent portfolio options fromwhich
an enpl oyee coul d choose.

page 6
March 17, 2005 handout

SB 141 Wal k-t hrough
Defi ned Benefit Pl an

Advant ages:

*Pool i ng of |ongevity
risk

*Q@uar ant eed i ncome stream
*System favors | onger -
servi ce enpl oyees

Chal | enges:

*Enpl oyer bears

i nvestnent risk
*Estimation of Liabilities
*Ri sing health costs
*Unpr edi ctabl e or
uncontrol | abl e costs

Defined Contri bution Plan

Advant ages:

*Portability

*Sel f-directed investing
*Contribution equity anong
enpl oyees

*Predictability

*Stabl e costs

*Shifting of investnent risk
*No | ong-term adm nistrative
costs

Chal | enges:

*Wor kf or ce managenent

*Enpl oyee educati on

*Accurate retirement planning

Senat or Stedman revi ewed the advantages and di sadvant ages of each

pl an.
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10: 59: 58 AM

Senator Hoffman stated that since one of DBP' s |isted challenges is
that the enployer bears the investnent risk, it should be |isted
under the DCP' s chal l enges that the enpl oyee bears that investnent
risk.

Senat or Stedman agreed and noted that this was the intent of the
"Shifting of investnent risk"” under the Advantages conponent of the
DCP. The information woul d be changed to better reflect that risk
shift.

page 7
March 17, 2005 handout

SB 141 Wal k-t hrough

Current PERS Current PERS Senate Bill
Tier 1/11 & Tier [IN1l] & 141 DC M an
TRS Tier 1 TRS Tier |
DB Pl an DB Pl an
PERS Enpl oyee 6. 75% ot her 6. 75% or 7.5% 8% al |
Contri bution 7.5% Pol i ce/ Police/Fire menber s
Rat e Fire 7.5% Police/Fire vol unt ary
9. 6% school 9. 6% school % up to
district district IRAlimts
TRS Enpl oyee 8. 65 8. 65% 8% al
Contri bution menber s
Rat e
Vesting 5 years PERS 5 years PERS | medi at e
8 year TRS 8 year TRS for enpl oyee
contri butions
Fully vested
i n enpl oyer
contri butions
after 5 years
Ret i r ement 55 nor mal - 60 nor nal - Any age
Age 50 early 55 early
30 years "all 30 years "al
ot hers" ot hers"
20 Police/Fire 20 Policel/Fire
20 Teachers 20 Teachers
PERS and TRS 2% up to 2.5% 2% up to 2.5% 11. 5% per
Benefi t mul tiplier mul tiplier year to DC
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For nul a per year DB per year DB account +

Mul tiplier x Mul tiplier x i nvest ment
years of years of ear ni ngs.
service service HRA account
x high 3 years x high 3 (TRS) accumul at ed
avg sal ary years or 5(PERS) over worki ng
years avg sal ary lifetine

Senat or St edrman pointed out that the third columm's headi ng shoul d
correctly identify Tier Ill rather than Tier 1I1/I111. He noted that
page ei ght provides the breakout details for the medi cal and nornma
costs conponents for these conponents.

Senator Stedman referred the Committee to a separate five-page
March 17, 2005 handout titled "SB 141 \Wal kt hrough” [copy on file].
That material includes Section nunbers and pages nunbers which
correspond to language in the bill. The "heart" of the proposed
benefit tier is the Defined Contribution Plan.

SB 141 Wal kt hr ough

Defined Contribution (DC) Plan El enents
*Requi red Contri butions

e Enployee: 8.0% of conpensation, deducted pre-tax by
enpl oyer. Sec. 14. 25.340(pg 13), Sec. 39.35.730(pg 64).

 Enployer: 3.5% of enpl oyee conpensation. Sec. 14.25. 350( pg
14), Sec. 39.35.740(pg 70)

e Total individual account contributions: 11.5%

*Qptional Contributions

* A nenber may elect to contribute additional earning not
to exceed the limts established by the Internal Revenue
Code. Sec. 14.25.340(b)(pg 13), Sec. 39.35.730(c) (pg 69)

Senat or Stedman reviewed the conponents of the retirenent benefits.
The nedical benefits conponent would be addressed separately.
Qutlining the various conponents in this manner would allow for
themto be addressed during discussions with the Board.

*Vesting Sec. 14.25.390(pg 16), Sec. 39.35.790(pg 72)

e Al nmenbers of the DC plan are imediately vested in
their own contribution and rel ated earni ngs.

* Menbers are gradually vested in the enployer
contributions and related earning on the followng
schedul e.

= 25% after two years
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50% after three years
75% after four years
100% after five years

*Rol | overs Sec. 14.35.360(pg 14), Sec. 39.35.760(pg 70)

» Enpl oyees can take their individual account with them
when they | eave enpl oynent.

« Enpl oyees can "roll"™ in other qualified funds when they
are hired.

Senator Stedman noted that were the enployee to term nate service
at any time, their enpl oyee contributions would acconpany them at
full value. Were the enployee to | eave State enploynent after five
years, they would be entitled to 100 percent of enployer
contributions. These enployer contributions would be portable in
that the enployee could roll theminto their individual IRA or to
subsequent enpl oyers' 401(k) plans. The portability conponent is
beneficial as the national enploynent trend is that people would
"have multiple careers during their working lifetine". The national
trend is toward meking retirenent plans portable fromone job to
anot her.

11: 05:10 AM

I nvestnents of Accounts Sec. 14. 25.400(pg 16), Sec.
39. 35.800(pg 72)

« The Alaska Retirenent Managenent Board wll provide a
range of investnent options.

e Participants direct the investnent of their funds.

Di stribution of Accounts

e Enmployee may &elect a distribution of funds upon
termnation of enploynent, after 60 days. Sec.
14.25.410(pg 17) -  Sec. 14. 25. 430(pg 19), Sec.
39.35.810(pg 73)-Sec. 39.35.810(b) (pg 73)

e Subject to IRC regul ati ons.

e May receive funds prior to 60 days for financial
hardshi p. Sec. 14.25.410(b) (pg 17), Sec. 39.35.810(b)

(pg 73)

Senator Stedman stated that the investnent options would be simlar
to those offered in the Supplenmental Benefits System (SBS). The
enpl oyees "would bear the risks and the rewards”. The enpl oyee
could renove their funds fromthe system 60 days after term nating
enpl oynent .

11: 06: 04 AM
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Senat or Bunde asked regarding the frequency of the retirenent
di sbur senent.

Senator Stednman stated that this woul d be devel oped as the | anguage
progresses. However, the list of available options would include
the mandatory age 70.5 distribution. "Mst people would take this
plan and roll it into their I RAs upon separation of service" or the
enpl oyer would have "a whol e range" of options through which to
address nonies left in the System

Senat or Bunde shared a constituent's question regardi ng whether
there was a safety net through which to address the needs of
soneone who upon retirenent, mght have invested poorly or expended
all their funds.

Senat or St edman responded that the investnent options provided by
the Alaska Retirement Board would have standard selections.
However, were soneone to retire, the enployer would not be held
responsi ble at that point forward. The enployer would provide a
mul titude of investnent information.

11: 09: 23 AM

Medi cal Program El enent s

* Required Contribution by Enpl oyer Sec. 14.25.480(pg 24),
Sec. 39.35.870 (pg 80)

e 3.75% of enpl oyee conpensati on.

e Contribution is made to group health and |ife insurance
trust fund to be used for enployer share of retiree's
nont hly medi cal prem uns.

TRACI CARPENTER, Staff to Co-Chair Geen, reviewed the nedica
conponents of the bill, which she attested define "where the
concept of retirenent really cones” into play in the DCP. The
contribution rate of the enployer would be set at 3.75 percent, as
reconmended by Mercer. This rate "is considerably |ower than the
current nine percent".

Retirenent Sec. 14.25.470 (pg 24), Sec. 39.35.870 (pg 80)

* Retirement fromthe DC plan is required to obtain access
to maj or nedical insurance and the health rei nmbursenent
arrangenent ( HRA)

e Access neans that an eligible person may not be denied

i nsurance coverage except for failure to pay the required
prem um
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 Anenber is eligible toretire if they have reached:
= norrmal retirement age of 65 and has m ninmum of 10
years; or
= has 25 years of service for peace officer/firefighter

= has 30 years of service for all others; and
= has been an active nenber for at |least a year prior to
retirement.

11:13: 43 AM

Ms. Carpenter read the retirenent conponents and stated that a
person nust be: enployed for a mninmm of one year before they
could apply for retirement and nust neet the age and service
requi renents.

Maj or  Medi cal | nsurance  Sec. 14.25.480 (pg 24), Sec.
39. 354. 880(pg 80)

* A nenber who neets the retirenment provisions is eligible to
enroll in the retiree major nedical insurance plan.
= I nsurance coverage includes the spouse and dependent
children of the retiree.

* The surviving spouse of a retiree who was enrolled in the
retiree major medical insurance plan is also eligible to
enrol | .

= I nsurance coverage includes the dependent children of
t he surviving spouse.

* Retirees who neet the required years of service, but who
are |less than Medicare age eligible (presently 65), nust
pay the full premumto receive coverage.

* Retirees who are Medicare age eligible will pay only the
portion of nonthly nedical prem uns dependi ng on years of
service:

+ 10- 14 years = 30%
+ 15-19 years = 25%
+ 20-24 years = 20%
+ 25-29 years = 15%
+ 30+ years = 10%

e Only one premumper retiree and famly.

e Different premuns developed for single retirees and
retirees with spouse and/or children.

Ms. Carpenter reviewed the My or Medical | nsurance conponent.
Heal t h Rei nbursenent Arrangenent (HRA) Sec. 39.30.300(pg 47)

Requi red Contri butions
= Enpl oyer contributes an annual anount per enployee to the
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heal t h i nsurance trust fund.

= Calculation is 1% of average annual enployer group
conpensation, to a maxi num of $500.

= Contribution is recorded in both an individual enployee
record of account and an enpl oyer record.

= Interest is posted to individual records annually, the rate
determ ned by the ARM.

= Contributions and interest accunmul ate over working lifetine
of enpl oyees.

Enmpl oyer Fund Sec. 39. 30. 350(pg 48)

= The HRA Trust is an enpl oyer owned fund.

= I ndividual accounts of record are nmaintained for five years
if an enployee term nates wi thout retiring.

= Term nat ed enpl oyee accounts revert to the enpl oyer unl ess
the individual returns to work within the five-year period.
= A person who returns to work within the five-year period is
attributed the account bal ance recorded in their nane on the
date of term nation

= Enpl oyers may use surplus funds held in the trust to credit
i ndi vi dual enpl oyee records with the annual contributions owed
by the enpl oyer.

Rei mbur senent s
= Who is eligible? Sec. 39.30.390(pg 48)

+ Menbers who retire directly fromthe systemplus their
spouse and dependent children

+ Spouse and dependent children are still eligible if the
retiree dies
+ Dependent children are still eligible if both retiree

and spouse die.

= Rei nbursenments nmade for qualified nedi cal expenses under (RC
213(d), including nedical premum paynents. Sec. 39.30.400 (pg
49)

= Total reinbursenents are limted to an individual's recorded
anount .

= No set limts other than exhaustion of account bal ance.

Ms. Carpenter stated that the "HRA is a new feature". The idea is
to have a separate fund to which the enployer contributes a
specified dollar anount for each enployee. The enployer group
conpensati on nmet hod woul d "ensure equity" for each enployer as the
anount is based on a groups' average salary. The fund would be an
enpl oyer owned fund in that enployees do not contribute to it.
Funds that revert to the Trust could be utilized by the enployer to
prepay future contributions.

[ Note: Senator Bunde assunmed chair of the neeting.]
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Senat or Bunde asked Senat or Stedman to, when appropriate identify
t he conponent of the bill that would provide flexibility to address
such things as recruiting challenges.

Senat or Hoffman referenced earlier comment that one of the good
elenments of the State's current nedical programis that it is
prepaid. To that point, he asked how this plan woul d conpare.

Senat or Stedman opined that an enployee would prefer to have a
defined benefit plan for health care in that after a specified
nunber of years, nedical benefits "are provided for life with no
risk sharing of the premum cost increases into the future".
However, from an enpl oyer's standpoint, this would not be preferred
due to the risk level associated with it and the difficulty the
enpl oyer has in calculating future years' levels of liability. The
DCP being proposed would provide that an enpl oyee who separates
fromthe State early woul d be required to pay sone portion of their
own health insurance premuns until they reach the age of 65.

11:20:15 AM

Senator Stedman stated, therefore, that the answer to the question
woul d depend on whet her the enployer or the enpl oyee is answering
it. There is a trend to nove away from DBP "due to the inherent
risk level for the enployer”.

[ Note: Co-Chair G een resuned chair.]

11: 21: 32 AM

Senat or Stedman responded to Senator Bunde's question regarding the
flexibility that could be provided to address recruitnent
difficulties by stating that one of the di sadvantages recogni zed by
enployers in the current system is that the fact that it is
enbedded in the State's Constitution does not provide a |ot of
flexibility were adverse conditions to arise. Under the new tier
proposal there would be flexibility in that the enployer
contribution rate | evels could be discussed. Sone adjustnents coul d
be made to the rates being proposed. Wre the State to face
recruitment or retention challenges in the future, the ability to
revisit the rate would be provided. "It is very difficult to take
sonet hing away, but it is very easy to increase it".

Senat or Bunde understood therefore that "the current systens that
are inscribed in Constitution are inflexible by definition". This
new system would not be enbedded in the Constitution and would
therefore have sone flexibility.
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Changes to Existing Retirenment System

Consol i dati on of Boards

* Elimnates:

Publ i ¢ Enpl oyees' Retirenent System Board
Teachers' Retirenment System Board.

Al aska State Pension |Investnent Board.

 Creates new Alaska Retirenent Managenent Board (ARM
Board) Sec. 37.10.210 (pg 36)
= 9 trustees appointed by the Governor
+ Conmi ssi oner of Admi nistration
+ Commi ssi oner of Revenue
+ 3 Al aska residents who do not participate in the
retirenment system
+ 1 finance officer of a political subdivision
+ 1 finance officer of a school district
+ 1 PERS nenber (active or retired)
+ 1 TRS nenber (active or retired)
= All trustees nust have recogni zed conpetence in one or
nore fields of investnent managenent, finance, banking,

econoni cs, accounti ng, pensi on adm nistration, or
actuarial analysis
= Terns

+ Staggered three years
+ Limted to three consecutive terns with a required
one-year break

Senat or Stednman enphasi zed that the three current boards, the PERS
TRS, and ASPI B Boards, would be consolidated into one Board, the
Al aska Retirenment Managenent (ARM Board, that would consist of
ni ne nenbers.

11:25: 21 AM

Aut hority and Responsibility of ARM Board Sec. 37.10.220 (pg
38), Sec. 39.30.155 (pg 46)

» Munage the assets of the defined benefits trust
fund to neet pension liabilities.

e Annual actuari al valuation of system plans
coordi nati ng Wi th t he retirement system
adm ni strator.

e Analysis of actuarial assunptions experience:

Heal t h costs assunptions annually.

Al'l other assunptions not |ess than every four
years.

e Audit of actuary not |ess than every four years.

SFC- 05 (36) 03/ 17/ 05



* Rate setting:
= Enpl oyer contribution rates, including "nornmal
cost" and "past service cost".
Enpl oyer contribution rates to the extent that the
nornmal cost rate increases so that 50 percent
woul d be higher than the current rates set in

statute.

= Interest rates credited to individual enployee
accounts.

= Interest rates credited to enpl oyee HRA account
records.

* Provide a range of investnment options for all enployee-
di rected accounts.

Senator Stedman stated that the goal is to manage the assets of the
DBP Trust to neet pension liabilities. Both should be considered
when deci sions are being nmade. M snatching these conponents has
resulted in today's situation. The specified actuarial and
assunption reviews woul d assist in keeping the system "on track".
The rate setting conponents for Normal Cost and Past service Costs,
which are two separate itens, nust be considered in rate setting.
This bill would propose, for a discussion starting point, the
Normal Service Cost being split approximately 50/50 between the
enpl oyer and the enployee. Currently that split is approxi mtely 66
percent enployer and 34 percent enployee. This would increase the
enpl oyee contribution. After discussion, the decision mght be to
not increase the enpl oyee percentage.

11:27: 50 AM

G her Duties of the forner PERS and TRS Boards Transferred
Sec. 39.35.005(pg 53)

e To the Comm ssioner of Adm nistration:

Adopti on of regul ations governing the retirenent
syst ens

Requests for a waiver of any adjustnent made to the
retirenment system accounts due to a change or error
in contributions or benefit conputations.

e To the Ofice of Admnistrative Hearings: Sec. 109(pg 90)
=Adj udi cation of appeals related to decisions of the
retirenment system adm nistrator.
=Adj udi cation of appeals related to the denial of a
wai ver for repaynent of overpaynents.

Senator Stedman stated that due to the fact that this |egislation
would elimnate the PERS and TRS Boards, other duties of the Boards
nmust be re-directed.
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11: 30: 49 AM

Senat or Stedman noted that as organi zed | abor groups weight in on
t he proposals, adjustnments to such things as the contribution rates
m ght need addressing. He reiterated that a "clear distinction nust
be nmade" between the Normal Service Cost and the Past Service
Cost s.

Senator Stedman stated that the Committee has been provided a
handout titled "Al aska Retirenent System Boards" [copy on file]
dated March 17th, 2005 that provides conparisons between the
current systens and the proposed system

Senator Stedman stated that this concludes his remarks for the day.
The hope is to provide the information to the public "in order to
facilitate a robust discussion of the pros and cons" of the
proposal . Anendnents coul d be presented to further the devel opnent
of "a new tier proposal that is fair and conprehensive not only to
t he enpl oyees, but to the State and to the citizens of the State".

Senat or Hof f man asked whether the Past Service Cost obligation

which "would be calculated at the tinme of transition" at
approximately $5.5 billion, would have an interest rate attached to
it and whether a tinmefrane had been established in which to address
t hat obligation.

Senat or St edman responded that the Past Service Cost's $5.5 billion
unfunded liability "would not change with the creation of a new
tier” and would remain with the structure associated with Tiers |

Il and I'1l. Existing enployees would continue under the terns of
the existing tiers with the exception being that new enpl oyees
woul d be provided the option of transferring to the new tier if
they so desired. New enpl oyees woul d be subject to the new tier.

11: 33: 49 AM

Senat or Hof fman commented that, at sone point, the enployer mnust
address the Past Service Cost obligation. Therefore, he asked how
t hat obligation woul d be addressed.

Senat or St edman, expressing that Senator Hoffman is making a "good
poi nt", stated that the proposed 50/50 enployer/enployee
contribution spilt would only apply to the Normal Service Cost.
"The Past Service Cost is a separate entity not related to any
50/ 50 split”. He understood that there would be no | egal obligation
on the part of current and retired enployees "to go back and help
the State with the Past Service Cost. That is a liability of the
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State". The 50/50 split pertaining to the Normal Service Cost is
included "to recognize that there has been |arge changes in the
cost of health care and benefits over the | ast couple of decades".
It was considered "prudent” for the State to include this ratio
split as a point of discussion. The question is whether the current
66/ 34 enpl oyer/ enpl oyee contribution "split is fair" or should it
be changed to the proposed 50/50 split or sonme point in between.
The five billion dollar under-funding liability does relate to the
Past Service Cost.

Senat or Hof f man acknow edged that the liability does relate to the
Past Service Cost, but stated that "at some point” that liability
must be paid off. In that regard, he asked whether a plan has been
devel oped under the current three tiers whereby that obligation
woul d be paid off or whether "that's the life of the retirenent and
once those people retire then its magically paid off at that
poi nt".

Senat or Stedman responded that the Commttee could issue a decision
that the debt would never be paid off; that some portion of it
woul d be paid; or that it could be dealt with in ten, 15 or 20
years. This discussion should be addressed after the new Board is
establ i shed and had an opportunity to review the situation and nake
reconmendat i ons.

Senat or Hof f man under stood therefore that the enpl oyer contribution
rate conponents included in this legislation are applicable to the
Normal Cost Rate. The Board woul d address the Past Service Cost
rates. The State would continue to be obligated to fund the Past
Service Cost liability. "That bill is going to cone due soneday".

Senator Stednman replied that the Past Service Cost debt was not
addressed in this bill "due to the conplexity of the issue". "A
clear distinction" between the Nornmal Cost Rate issues and the Past
Service Cost rate issues nust be defined as, it would be easy for
people to incorrectly assunme that an enployee paynent structure
woul d be inplenented in order to address the debt.

11: 38: 39 AM

Senat or Stednan opi ned that separating these issues would allow for
an orderly analysis of the five billion dollar debt to be
conduct ed.

Senator Hoffrman stated that the five billion dollar debt is the
reason "we are here". Mking "this nonunental change wi thout
addressing the reason why "we are here is not fulfilling our

obl i gation".
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Senat or St edrman expressed that the five billion dollar debt is the
result of systemic problens in the system The system c probl ens
must be identified and fixed before the resulting five billion
dollar debt issue could be addressed. Wre noney allocated to
address the debt w thout fixing whatever created the debt, the
situation m ght "reoccur in the future".

11:40:48 AM

Senator Stedman stressed that this "is why this is a two-step
process”. It is hopeful that this |egislation would be adopted and
then the five billion dollar debt could be addressed.

Ms. Carpenter noted that this legislation would not change the
manner in which the enployer contribution rates are cal cul at ed.
Currently the Actuary cal culates the unfunded liability, which is
the Past Service Rate. It is anortized over 25 years with an
approxi mate four-percent interest rate, which the enployer is
required to pay. The FY 06 Enployer Contribution rates are
projected to be 25.62 percent for PERS and 38.85 percent for TRS.
These escal ati ng enpl oyer contribution rate |evels for benefits are
"the big problemt that enployers are facing each year.

Co-Chair Green asked whether a continual increase in the rates is
proj ect ed.

Ms. Carpenter responded that, for the next 25 years, the PERS rate
is projected to increase to the 30-percent range and TRS rate is
projected to increase to approxi mtely 50-percent.

Co- Chair Green concluded therefore, that not doing anything would
contribute to the continuance of the problem Changing the system
woul d at |east stop the trend established by the current system

Somet hi ng nust change in the systemto address the problem

Senator O son found it "inconceivable that the idea of not paying
for the liability woul d even be on the radar screen".

Senat or Stedman responded that, in his opinion, "it is not a viable
option". A variety of options could be presented, to include paying
the debt if the State had the noney or "to ignore it and let the
plan run". Neither of those options is acceptable. The answer m ght
be somewhere in the mddle. Sone plan nust be devel oped through
which to alleviate the burden placed on the enployers. O herw se,
its continuance would be detrinmental to the econony of the State.
"I't shifts too nuch cash flow into enployee benefits that were
accunul at ed”
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11:44: 52 AM

Senat or St edman concl uded that the solution would be sonewhere in
the mddle. Ignoring the problem"is not the solution and we don’t
have the ability to wite a check and fund it". Even were nobney
avail able, the root of the problem nust be addressed. Mechani sns
coul d then be devel oped through which to address the debt.

Senator O son declared that efforts nust be taken "to insure that
t he enpl oyee does not cone out on the short side".

The bill was HELD in Committee.
#

ADJ CQURNIVENT

Co-Chair Green adjourned the neeting at 11:45 AM
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