M NUTES
SENATE FI NANCE COW TTEE
April 3, 2005
1:04 p.m

CALL TO ORDER

Co-Chair Green convened the neeting at approximately 1:04:16 PM

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: MELANIE MLLHORN, Director, Health Benefits
Section, Division of Retirement & Benefits, Departnent of
Adm ni stration; JERRY  BURNETT, Speci al Assi st ant to the
Comm ssioner, Departnent of Revenue; KEVIN BROOKS, Deputy
Conmi ssi oner, Departnent of Adm nistration; TRACI CARPENTER, Staff
to Co-Chair Geen; MLES BAKER, Staff to Senator Stedman

Attending via Teleconference: There were no teleconference
partici pants.

SUMVARY | NFORMVATI ON

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

The Conmittee heard fromthe bill's sponsor and the Departnent of
Adm ni stration. Seventeen anendnents were considered with thirteen
bei ng 7adopted. The bill was held in Cormmttee.

#sb141

SENATE BI LL NO. 141

"An Act relating to the teachers' and public enployees’
retirement systens and creating defined contribution and
health reinbursement plans for nenbers of the teachers’
retirement systemand the public enpl oyees' retirenent system
who are first hired after July 1, 2005; establishing the
Al aska Retirenent Managenment Board to replace the Al aska State
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Pension Investnment Board, the Al aska Teachers' Retirenent
Board, and the Public Enployees' Retirenent Board; adding
appeal s of the decisions of the admnistrator of the teachers’
and public enployees' retirenent systens to the jurisdiction
of the office of admnistrative hearings; and providing for an
effective date.”

This was the tenth hearing for this bill in the Senate Finance
Conmittee.

Co-Chair Green stated that the purpose of today's hearing is to
consi der anendnents to SB 141, Wrk Draft, Version 24-LS063\F.

Co-Chair Green pointed out that her office has provided Menbers a
copy of a Legislative Affairs Agency D vision of Legal and Research
Services Menorandum [copy on file], dated April 2, 2005, from

Barbara Craver, Legislative Counsel, that specifies that a
severability clause would not be a required conponent of this
| egi sl ation. "Adding a severability section to this bill would not
add anything to the existing statutory presunption..” The
severability clause question was asked by Co-Chair Geen to assure
that "the core of the bill could remain, even if sonething was

f ound unconstitutional ."

Amendnent #1: This anendnment replaces all |anguage in Sec. 40,
subsections (b) through (i) beginning on page 36, |line 27 through
page 38, line six of 24-LS0637\G wth the follow ng |anguage.
[ NOTE: This | anguage nust be confornmed to Version "F".]

(b) The Al aska Retirenent Managenent Board consists of nine
trustees. The commissioner of admnistration and the
comm ssioner of revenue shall serve on the board. Four
trustees shall be appointed by the governor and three shall be
el ected fromthe nenbership of state retirenent systens.

(c) The governor shall appoint four trustees who neet the
eligibility requirenents for an Al aska permanent fund divi dend
and who are professionally credentialed or have recognized
conpetence in investnent rmanagenent, finance, banking,
econoni cs, accounting, pension admnistration, or actuarial
anal ysis as foll ows:

(1) two trustees shall be appointed from the general
public; a trustee appointed under this paragraph may not hol d
another state office, position, or enploynent and nay not be a
menber or beneficiary of a retirenent system managed by the
boar d;

(2) one trustee shall be enployed as a finance officer
for a political subdivision participating in the public
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enpl oyees' retirenment system

(3) one trustee shall be enployed as a finance officer
for a political subdivision participating in the teachers'
retirenment system
(d) Two trustees shall be nmenbers of the public enployees’
retirenent systemel ected by nenbers of the public enpl oyees’
retirement system One trustee shall be a nenber of the
teachers' retirenent system elected by nenbers of the
teachers' retirement system Elections shall be conducted by
the board. The candi date who receives the nost votes cast in
the election is elected to the seat. If two seats are to be
filled at the election, the candi date who receives the hi ghest
nunber of votes cast and the candi date who receives the second
hi ghest nunber of votes cast are elected to the seats. The
term of office of an elected nenber is three years. The
governor shall fill a vacancy in an unexpired elective term by
appoi ntnment for the period remaining before the next regularly
schedul ed election held under this subsection. The term
limtations of (e)(1l) of this section do not apply to trustees
el ected under this subsection.

(e) The trustees appointed under (c) of this section

(1) shall serve for staggered ternms of three years and
may be reappointed to the board for a total of three
consecutive terns, a person who has served three consecutive
terms may not be reappointed to the board for at |east one
year ;

(2) may be renmpoved by the governor for cause by witten
notice, after a trustee receives witten notice of renoval
the trustee may not participate in board business and may
not be counted for purposes of establishing a quorum
(f) A vacancy on the board of trustees appointed to the
board under (e)(2) of this section shall be pronptly filled.

A person filling a vacancy holds office for the bal ance of
the unexpired termof the person's predecessor, and the

bal ance of the unexpired termserved is not included in the
three-termlimtation under (e)(1l) of this section. A
vacancy on the board does not inpair the authority of a
gquorum of the board to exercise all the powers and perform
all the duties of the board.

(g) Five trustees constitute a quorumfor the transaction of
busi ness and the exercise of the powers and duties of the
board.

(h) A trustee may not designhate another person to serve on
the board in the absence of the trustee.

(i) The board shall provide annual training to its nenbers
on the duties and powers of a fiduciary of a state fund and
other training as necessary to keep the nmenbers of the board
educat ed about pension nmanagenent and investnent.

(j) The board shall elect a trustee to serve as chair and a
trustee to serve as vice-chair for one-year terns. A
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trustee nmay be reelected to serve additional terns as chair
or vice-chair."

Furthernore, this anmendnent del etes | anguage in Sec. 112, page 90
lines 19 through 26 of Version "G' and replaces it with the
foll ow ng |anguage. [NOTE: This |anguage nust be confornmed to
Version "F".]

* Sec. 112. The uncodified law of the State of Al aska is
anended by addi ng a new section to read:

TRANSI TI ON: | NI TI AL STAGGERED TERMS OF TRUSTEES OF THE ALASKA
RETI REMENT SECURI TY AND PORTABI LI TY BOARD. (a) Notwi t hstandi ng
AS 37.10.210(e), as repealed and reenacted by sec. 40 of this
Act, in making the initial appointnents under AS 37.10.210(c),
as repeal ed and reenacted by sec. 40 of this Act, the governor
shal | appoint one nenber for one year, one nenber for two
years and two nmenbers for three years.

(b) Notw thstanding AS 37.10.210(d), as repealed and
reenacted by sec. 40 of this Act, the initial term of the
candi dat e who receives the highest nunber of votes cast in a
two-seat election shall be elected to a three-year term and
the candidate in a two-seat el ection who receives the second
hi ghest nunber of votes cast shall be elected to a one-year
term The initial term of a candidate who receives the
hi ghest nunber of votes cast in a one seat election shall be
two years.

Senator A son noved for the adoption of Amendnent #1. He noted that
the Anmendnent's | anguage nust be conforned to the current work
draft, Version 24-LS0637\F. Thus, the | anguage being referenced is
| ocated in Section 41, subsections (b) through (i) beginning on
page 37, line 13 through page 38, line 23 of Version "F".]

Co-Chair Green objected to the Amendnent.
1.06:29 PM

Senator A son stated that in order to provide "nore bal ance" on the
Board, this anendnment would serve to increase the Public Enpl oyees
Retirement System (PERS) nenber representation on the Al aska
Retirement Managenent Board (ARMB) from one to two and would
decrease the nunber of general public nenbers representation from
three to two. The total nunber of current PERS enpl oyees relative
to the current |level of TRS enpl oyees, as reflected in the "Public
Enpl oyees/ Teachers Retirenent System Information Briefing" handout,
dated Cctober 11, 2004 [copy on file] justifies the addition of
anot her PERS nenber on the ARMB.
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Senator O son specified that the second portion of the amendnent
woul d continue the practice wherein active and retired enpl oyees
select their own representation on retirenent boards. "The el ection

process has worked well in the past in finding people who have the
interest, ability and experience to serve on this type of board. |
believe the adoption of this anendnent will greatly inprove the

managenent and | abor partnership that is absolutely necessary for
the successful operation of our public enployees' retirenent
systens." In conformance to Version "F', this change would apply to
| anguage in Sec. 114, page 91 lines seven through fourteen.

Senator O son stated that the anendnent clarifies howthe terns of
the el ected Board nenbers woul d be staggered during the phase in of
the new Board in that the PERS/ TRS nenber el ected to the Board with
t he highest nunber of votes would receive the longer term seat.
Were a vacancy of an unexpired termto occur, the Governor would
appoint a person to that seat for the remaining tine.

Senat or Hof f man asked that consideration be given to dividing the
anendnent into two parts: one to address the issue of whether or
not Board nenbers should be elected and the other to address
whet her or not to change the Board nenbership allocations.

Co-Chair G een asked whether the wording of the amendnent would
allow for a "logical division".

Senator O son comunicated that dividing the anendnent in the
manner suggested by Senator Hoffman had been di scussed when it was
bei ng drafted; however, the determi nation was to present it inits
entirety as the primary purpose of the anendnment was to insure
"adequat e representation fromthe participants who are invol ved",
specifically the PERS and TRS nenber shi p.

Senator Stedman voiced "mixed feelings" in regards to this
amendnent. He would prefer that Board nenbers were appoi nted rather
than elected. It is difficult, under the current election process,
for PERS/ TRS nenbers "to even know who they are voting for" as only

a panphlet with limted information is distributed. He voiced
greater acceptance of the portion of the anmendnent that would
i ncrease the PERS nenbership on the Board. Therefore, the will of

the Commttee should decide the issue.

Senat or Stedman pointed out that the Conm ssioner of the Departnent
of Health and Social Services or any PERS nenber denonstrating the
requi red professional conpetency could be considered for Board
partici pation.

Senat or Bunde asked whether information is avail able regarding the
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percent of voter participation in PERS/ TRS Board elections. He
recalled receiving information regarding candidates to the TRS
Board because he is a retired educator, but admtted that voting in
those elections was not deenmed "a high priority" and any
participation on his part was probably spurred by the fact that he
knew one of the candidates. He recalled telling the University of
Al aska student body that, "the ten percent that turn out for the
el ection, create a majority that clainms to speak for the other 90
percent".

Co-Chair Geen stated that the percentage of PERS/ TRS nenbers
voting in Board el ections woul d be request ed.

Co-Chair Green pointed out that the Board, as proposed in Version
"F', would include four PERS nenbers, two TRS Menbers and three
financial "experts ... This is a very generous distribution of
menbership". The goal is to seat a Board wth inmmediate
under st anding of the situation. The $100,000 expense associ ated
with conducting a two-year election cycle would be paid by
Retirenment funds.

MELANIE M LLHORN, Director, Health Benefits Section, Division of
Retirement & Benefits, Departnent of Administration informed the
Conmittee that the answer to nmenber participation in PERS/ TRS Board
el ections is being researched.

JERRY BURNETT, Special Assistant to the Conmm ssioner, Departnent of
Revenue, affirmed Ms. M|l horn's remark

Senat or Hof f man poi nted out that Sec. 41(b)(4) and (5) on page 37,
lines 28 through 30, of Version "F"' specify that there would be one
PERS nmenber and one TRS nenber on the Board.

Co-Chair Green stated that included in her calculation were the
Comm ssioners of the Departnment of Revenue and the Departnent of
Adm ni stration who woul d be classified as PERS nenbers, as well as
the person enployed as a finance officer for a political
subdi vi sion participating in PERS and anot her person enpl oyed as a
finance officer for a political subdivision participating in TRS.
Therefore, the nine-nenber board would consist of six total
PERS/ TRS nenbers: four from PERS and two from TRS.

Senat or Hof f man, referencing the aforenentioned "PERS/ TRS
Information Briefing” docunent provided with Senator dson's
anmendnent, stated that the information indicates that approxi mately
75-percent of the total PERS/ TRS nmenbership are from PERS and 25-
percent are from TRS. Wre the Comm ssioners who represent the
Adm ni stration renmoved from the PERS cal cul ation, the evidence
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woul d support a further increase the percent of PERS nenbers on the
Board. He again requested the anendnent to be divided.

Co-Chair G een voiced the understanding that Senator dson's
earlier response had addressed the question of dividing the
anendnent .

Senator O son again comented that the initial desire was to
separate the issues; however, due to "constraints that were put
upon us, we weren't able to work that out with the drafters.”

Co-Chair Green deferred to that decision

Senator O son stated that the matter that "caught his attention” is
the fact, that as currently detailed in Sec. 41, subsection
37.10.210(b), on page 37, the entirety of the nine ARMB trustees
woul d be appointed by the governor. Even were this anendnent
adopted, seven of the Board nenbers would be appointed by the
governor. Even though hol ding el ections would cost noney, "rank and
file" enployees would support the process. There would also be
recognition that the el ected nenbers woul d al |l ow PERS/ TRS nenbers
to be stakeholders in the decision-making rather than the
ram fications of the Board' s decisions being regarded as those of
t he Adm nistration

Senator Stedman |ikened the proposed Board appointnments to the
process in which the governor appoints nenbers to the Permnent
Fund (PF) Board. Generally speaking, those appointnments have been
conducted in a positive manner. The financial decisions nade by the
ARMB would affect "a substantial anobunt as beneficiaries", and,
i ke the PF Board, any negative financial inpact of their decisions
woul d af fect everyone in the State.

1:19:16 PM
Senator Bunde reiterated that knowing the percentage of the
PERS/ TRS nmenber ship who voted in the PERS/ TRS Board el ecti ons woul d

be hel pful. To that point, he suggested that the anmendnent be set
aside until the answer were provided.

Co-Chair Green concurred.

Senat or O son asked whether there being a high percent or a |ow
percent of voters would affect "the validity of the concern”.

Senat or Bunde responded that had only two or three percent of PERS

and TRS enpl oyees voted in an election would not be representative
of the mpjority of the eligible individuals who could vote nor
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woul d spendi ng t housands of dollars per vote be "the best use" of
fund noney.

After conferring with Senator Oson, Co-Chair Geen ordered
Amendnent #1 to be SET ASIDE for |ater consideration.

Anmendment #2: This anendment deletes all material in Section 29
subsection Sec. 14.25.348 on page 14, lines 22-31.

In addition, "contribution to a nenber's individual account” is
deleted and replaced with "nmenber's defined contribution plan
contributions” followng the word "a" in Section 29, subsection
Sec. 14.25.370 on page 16, |ine 28.

Furthernore, "AS 14.25.410" is deleted in Section 29, subsection
14. 25. 440(a) (5), on page twenty-one, line eleven, and replaced with
"AS 14. 25. 430".

In addition, the words "determ ned on the basis of actuarial value"
are deleted in Section 29, subsection (G on page 31, line 26
foll ow ng "AS 14. 25. 490, ".

Fol l owi ng "AS 14. 25.150(b)," in Section 32, on page thirty-three,
line twenty-eight, "14.25.390" is deleted and replaced wth
"14.25.360".

"AS 37.10.220" is inserted follow ng "AS 37.10.210" in Section 53
on page forty-six, line eight.

The words "application and eligibility for normal retirenent” are
deleted in Section 62, subsection Sec. 39.30.380, on page 49, line
11 and replaced with "neeting the eligibility requirenments of AS
14. 25.470 or AS 39. 35.870".

The words "Dependent children of an eligible nmenber, until such
tinme as those persons no |onger neet the definition of a dependent
child, are eligible for reinbursenents if the eligible nmenber and
surviving spouse have both died.”" is inserted in Section 62,
subsection Sec. 39.30.390 on page 49, followng "plan.” on |ine 20.

The word "in" is deleted followng the word "account” in Section
102, subsection Sec. 39.35.730, on page 70, line 23.

Insert the words "entering the plan” follow ng "enpl oyee” on |ine
22 in Section 102, subsection Sec. 39.35.760 on page 71.

"AS 39.35.830" is deleted in Section 102, subsection 39.35.840(a)(5
on page 77, line 20, and replaced with "AS 39. 35. 810".
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Re-letter subsections (i), (j), (k), and (1) to (h), (i), (j), and
(k) in Section 102 on page 83.

"AS  39.30.730" IS deleted in Section 102, subsection
39.35.990(7)(A) (i) on page 85, line 26, and replaced with "AS
39. 35. 730".

Insert the words "and the Departnent of Revenue" in Section 119(a)
foll owi ng "Adm ni stration” on page 92, |ine 25.

Insert the words "and the Departnent of Revenue" in Section 119(b)
foll ow ng "Adm ni stration” on page 92, |line 27.

Co-Chair Geen noved for the adoption of Amendnment #2.
Senat or St edman objected for discussion.

TRACI CARPENTER, Staff to Co-Chair Geen, infornmed the Committee
that this "is basically a technical anmendnent” in that it would
correct and change inadvertent errors or om ssions that occurred
during the drafting of the bill

Co-Chair Green stated that the changes proposed would correct
i nadvertent drafting errors or om ssions that had occurred either
in the original bill or updated versions of the bill

Ms. Carpenter pointed out that the anmendnment would al so allow the
two sets of Statutes, one relating to TRS and one relating to PERS,
to align with each other

Co-Chair Geen explained that AS 14.25 and AS 39.35 are the
Statures pertaining to TRS and PERS, respectfully.

Senator O son asked the inpact of deleting | anguage in Section 29,
subsection 14.25.348 on page 14, lines 22 -31 as indicated in the
anmendnent. This section reads as follows.

Sec. 14.25.348. Teachers of Alaska Native |anguage and
culture. An enployee enployed by a participating enployer
shal |l participate in the plan if the enpl oyee

(1) teaches Alaska Native |anguage or culture in a
permanent full-time or permanent part-tine position;

(2) learned about the subject to be taught by living in
the culture or using the language in daily life; and

(3) is qualified to teach the subject to elenentary or
secondary students as required by regul ati ons adopted by the
Department of Education and Early Devel opnent.
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Ms. Carpenter replied that this |language is currently included in
exi sting TRS Defined Benefit Plan (DBP) Statutes, and the drafter
included it in this bill "thinking it m ght be required". However,
the | anguage is not required, as, while those enployees were not
certificated, they were allowed to participate in the TRS program
The Departnent of Education and Early Devel opnment has since
developed a certification program for these teachers, and
therefore, they are allowed to participate in TRS.

Senator O son understood therefore that teachers of the Al aska
Native culture and | anguage who are already enrolled in the TRS
system woul d continue to be eligible.

Ms. Carpenter affirned.
Senat or Stedman renoved his objection.
There being no further objection, Anendnent #2 was ADOPTED.

Amendnent #3: This anendnent specifies that the references to AS
14.25. 142 and AS 39.35.480 should be renoved from the Repealer
Instruction |anguage in Sec. 112 on page 91. The Reviser of
Statutes is instructed to make conform ng amendnents in order to
continue Cost of Living Adjustnent (COLA) paynents.

Co-Chair G een noved for the adoption of Anmendnent #3 and objected
for explanation.

Ms. Carpenter stated that this amendnent would strike fromthe bill
all language elimnating the Alaska resident Cost of Living
Adj ustnent (COLA). Thus, "the COLA | anguage is restored".

Co-Chair Geen stated that COLA and its rel ated i ssues have been a
poi nt of separate Comm ttee discussion. At one point, the decision
was nmade to elimnate COLA from the Defined Contribution Plan

(DCP); however, upon further consideration, "it was not advisable
to do that".
Senator O son asked whether this bill wuld alter any COLA

conditions; specifically "the adjustnent or the formula for the
COLA".

Ms. Carpenter stated that no changes to existing COLA provisions
have been made.

Senat or A son understood therefore that the COLA | anguage specified
in Version "F" is unchanged from existing regul ations.
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Ms. Carpenter stated that approval of this anmendnent would serve to
negate the repeal of the Al aska resident COLA provisions as
specified in Version "F'. The result would be that the ten-percent
Al aska Resident COLA provisions would continue as specified in
current Statute.

Co-Chair Green renoved her objection
There being no further objection, Arendnent #3 was ADOPTED.

Amendnent  #4: This anendnent inserts "providing for political
subdi vi si ons and public organizations to request to participate in

t he public enpl oyees' defined contribution retirement plan;" into
the bill's title on page one, line eight, follow ng "hearings;"
In addition a new section is inserted into the bill in Sec. 102 on

page 85, following line five.

"Sec. 39.35.940. Request by political subdivision to
partici pate and adoption of resolution. A municipality or
other political subdivision of the state may request to becone
an enployer in this plan. The request shall be made after
adoption of a resolution by the legislative body of the
political subdivision and after approval of the resolution by
the person required by law to approve the resolution. A
certified copy of the resolution shall be filed with the
admnistrator. |f the adm nistrator approves the request for
participation, the political subdivision is an enpl oyer of the
pl an.

Sec. 39.35.945. Request by public organization to
partici pate and adoption of resolution. A public organization
may request to become an enployer in this plan. The request
shal | be nmade after adoption of a resolution by the governing
body of the public organization. A certified copy of the
resolution shall be filed with the admnistrator. If the
adm ni strator approves the request for participation, the
public organi zation is an enployer of the plan."

Co-Chair Geen noved for the adoption of Amendnent #4.

Senat or St edman obj ect ed.

Ms. Carpenter explained that this anendnent is offered at the
request of the Division of Retirenent and Benefits, Departnent of
Adm nistration. Including this Statute in the bill would "sinply"

provide "a nechanism through which political subdivisions and
public organizations who do not currently participate in the
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retirement prograns to opt into the prograns if they choose".

Co-Chair Geen understood therefore that the adoption of this
anmendnent woul d all ow such entities to participate in the DCP

Ms. Carpenter affirnmed. These statutes are identical to existing
provisions in the current DBP.

Co-Chair Geen stated therefore that the inclusion of these
Statutes woul d be consistent with current |anguage.

Senator Stedman clarified that this amendnment would allow other
political subdivisions such as cities and nunicipalities "to cone
into" the new DCP, "but would not allow themto join the existing
tier structure.”

Ms. Carpenter affirmed. "The existing program would be closed to
new entrants on the effective date of this |egislation".

Senat or St edman renoved his objection.

Senat or Hof fman asked the nunber of political subdivisions that
woul d be affected by this anendnent.

Ms. Carpenter voiced being unfamliar with the nunber of political
subdi vi sions that do not participate.

Co-Chair Geen expressed that this |anguage would provide
consideration to "future cities, entity, or school district".

Senat or Hof f man asked whether "it would be fair to say that it"
would apply to any political subdivision that is not on the
[unspecified] list that was distributed".

Ms. Carpenter expressed that "that would be accurate".

There being no further objection, Anendnent #4 was ADOPTED.

Amendnent #5: This anmendnent inserts a new subsection into Section
46 of the bill on page 42 following line six as foll ows.

(3) "recognized conpetence” mnmeans a mninmm of ten years
pr of essi onal experience in the fields of i nvest nment
managenent, finance, banking, econom cs, accounting, pension
adm ni stration or actuarial analysis.

Senat or St ednman nobved Anendnent #5.
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Co-Chair Geen objected for explanation.

Senator Stedman stated that this anmendnent would address the
qgqualifications required for Board nenbership.

1: 27: 53 PM

Senat or Stedman read the amendnent and explained that the intent is
to seat citizens on the Board who possess the know edge "to
under st and, conprehend, and possibly challenge the itens under
di scussion.” The ARMB duties would be "substantially different”
fromthose of the current PERS and TRS Boards; specifically that,
unli ke the current Boards that spend approximtely 80-percent of
their time hearing appeals, this Board would be charged wth
handl i ng investnents and nonitoring of the liabilities, with the
goal of "eventually" balancing the liabilities with the assets.

Co- Chair Green renoved her objection

Senat or Bunde asked whether this anendnment "is an attenpt to
address” his concern regarding possible difficulties that the PERS
menber and the TRS nenber of the ARMB m ght encounter when trying
to neet the current Board qualifications as identified in Sec. 41,
subsection Sec. 37.10.210 | ocated on page 37 of Version "F".

1: 30: 00 PM

Senator Stednan stated that the intent is to seat PERS and TRS
menbers who possess the qualifications required for Board nenbers.

AT EASE: 1:30:26 PM/ 1:31:23 PM

Senat or Stedman, in addressing Senator Bunde's concern, voiced that
in devel oping the qualification | anguage, efforts were made "not to
excl ude" as Board candi dates, for exanple, educators who m ght have
experience in teaching such related fields as statistics, business,
or mathematics. To that point, the current | anguage m ght require
further nodification in order to nore thoroughly address the issue.

1:32: 15 PM

Senat or Bunde suggested that rather than sinply allowng the
teaching of statistics, for exanple, to be a qualifier, |anguage
requiring practical experience or application in the field or
active participation in the State's Supplenent Benefits System
(SBS) or activity in the stock market, m ght suffice.

Co-Chair Geen suggested that the words "instruction in the rel ated
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fields" be considered.

Senat or St edman voi ced support for Co-Chair G een's suggestion as
opposed to "looser |anguage" through which soneone m ght suggest
that adm nistration of their personal portfolio would provide the
necessary qualifications.

Co-Chair Green noted that the words "or as an instructor” m ght
al so be incorporated.

Senat or Hof f man asked whet her the current | anguage would apply to
all ARMB nenbers as, he opined that the |anguage as witten i s not
"too restrictive" were it to only apply to the qualifications of
the PERS and TRS financial officer nmenber. It would be too
restrictive were it applied to the two public nmenbers representing
TRS and PERS.

Senat or Stedman expressed that the |anguage, as witten, would
apply to all nenbers.

1: 34: 13 PM

Senator Stedman reiterated his willingness to nodify the PERS and
TRS Board nenbers' qualification requirenments, and, to that point
suggested that |anguage requiring a mnimm of "ten years of
practical experience working or teaching in the field" mght
address it. He cautioned about opening the qualifications too
broadly, as that woul d negate the goal of seating people with the
desired know edge. He noted that testinony before the Commttee has
substantiated the fact that Board menbers who possess "substantial”
know edge of the field would enhance the Board.

Senat or Hof f man asked how the current definitions pertain to the
commi ssioners of the Departnment of Revenue and the Departnent of
Adm ni stration.

Co-Chair Geen clarified that those Board nenber positions would be
exenpt from the qualification |anguage, as they are "naned
desi gnees".

Senat or Hof f man questioned this interpretation.

Co-Chair Geen read the language in Sec. 42, Subsection Sec.
37.10. 210(b), line 15, page 37, which specifies that in addition to
the conm ssioners of the Departnment of Admnistration and the
Departnent of Revenue, "the governor shall appoint seven additional
trustees who neet the eligibility requirenents for an Al aska
per manent fund dividend and who are professionally credential ed or
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have recogni zed conpetence ..".
Senat or Hof f man acknow edged.
1: 37: 08 PM

Senat or O son asked whet her the number of PERS and TRS candi dat es
who could neet the qualifications would be sufficient.

Co-Chair Green surmsed that there would be "a | ot of people in
both the PERS and TRS systens"” who woul d neet the qualifications.

Senat or St edman suggested that the words "working or teaching" be
inserted follow ng the word "experience" on the second |line of the
anmendnent. The addition of this |anguage would allow individuals in
t he school system who teach business or math classes, to qualify.

Senat or Bunde stated, for the record, that the earlier suggestion
of including the |anguage "professional or practical experience"
was not intended to exclude people with a reasonabl e background in
t hese areas. A working know edge woul d suffice. He pointed out that
he had no actuarial experience, but after one week of discussing
actuarial reports, he was quite confortable in discussing the
i ssue. Therefore, he stated that people possessing a "reasonable
background coul d achieve a | evel of conpetency”. In addition, Board
menbership by one of their peers in the decision making process
woul d provide the people in the system"sone |evel of confort." H's
concerns would be addressed by the addition of the suggested
| anguage.

1:39:48 PM
Senator Stedman clarified the proposed | anguage.
Amendnent -t o- Amendnent #5: This anendnent to the anendnent inserts
the words "working or teaching” following the word "experience".
The revised | anguage woul d read as foll ows.
(3) "recogni zed conpetence” neans a mnimm of ten years
pr of essi onal experience working or teaching in the fields of
i nvest ment managenent , fi nance, banki ng, econoni cs,
accounting, pension admnistration or actuarial analysis.
Senat or St edman noved t he Anendnent-to- Anendnent #5.

There being no objection, the Anendnent to the Anendnent was
ADOPTED.
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Anmendment #5, as Anended, was before the Committee.
There bei ng no objection, Amendnent #5, as Anended, was ADOPTED.

Amendnent #6: This amendnent deletes "the same" after the word

"wWth" and replaces it with "a participating” in Section 62,
subsection 39.30.380, on page 49, line 14 of Version "F'. 1In
addition, the words "and if the enployer is still a participating

enpl oyer"” are deleted on line 15 of that subsection.
Co- Chair Green noved Amendnent #6.
Senat or Bunde obj ected for explanation.

Ms. Carpenter explained that the anmendnent woul d all ow a person who
term nated enpl oynment and then returned within a five-year period,
to have their health reinbursenent arrangenment (HRA) bal ance
restored. Current bill |anguage requires that the enployee return
to the sane enployer. This anmendnment would alter the |anguage to
allow the re-enploynent to be with a participating enpl oyer.

Senat or Bunde renoved his objection.
There being no further objection, Arendnent #6 was ADOPTED.

Senat or Hof f man asked whet her Anendnent #6 would all ow a teacher
| eaving a TRS system position to be rehired in a PERS position.

Ms. Carpenter affirmed that that would qualify.

Amendnent #7: This Amendnent inserts "providing for non-vested
menbers of the teachers' retirenment systemdefined benefit plans to
transfer into the teachers' retirenent systemdefined contribution
plan; and for non-vested nenbers of the public enployees

retirement systemdefined benefit plans to transfer into the public

enpl oyees' retirenment system defined contribution plan;” into the
bill's title on page one, I|ine eight, followng the word
"hearings;".

In addition, ", or to menbers who transfer into the defined

contribution plan under AS 14.25.540" is inserted follow ng "July
1, 2005" in Section 29 page 13, line 11.

Furthernore a new bill subsection is inserted in Sec. 29, on page
28, followng line 26 as foll ows.

"Sec. 14.25.540. Transfer into defined contribution plan
by non-vested nenbers of defined benefit plan. (a) An active
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menber of the defined benefits retirenent plan of the
teachers' retirenent systemis eligible to participate in the
defined contribution retirenent plan established under AS

14.25.310 - 14.25.590, if that nenber has not vested.
Participation in the defined contribution retirenent plan is
in lieu of participation in the defined benefits plan

establ i shed under AS 14.25.009 - 14.25.220.

(b) A menber who has vested in a defined benefits
retirement plan is not eligible to transfer wunder this
section.

(c) Each eligible nmenber who elects to participate in the

defined contribution retirement plan shall have transferred to
a new account the present value of the nmenber contribution
account bal ance held in trust for the nenber under the defined
benefits retirenment plan of the teachers' retirement system
A matchi ng enpl oyer contribution shall be nade on behal f of
t hat enpl oyee to the new account. Upon transfer of the nmenber
contribution account balance, all service credit previously
earned under the defined benefits plan shall be nullified for
purposes of entitlenent to a future benefit under the defined
benefits plan, but shall be <credited for purposes of
eligibility to elect nedical benefits under AS 14.25.470. An
el igible nenber whose accounts are subject to a qualified
donestic relations order nmay not nmake an election to
participate in the defined contribution retirenment plan under
this section unless the qualified donmestic relations order is
anmended or vacated and court-certified copies of the order are
recei ved by the adm nistrator.
(d) As directed by the participant, the board shall transfer
or cause to be transferred the appropriate anmobunts to the
desi gnat ed account. The board shall establish transfer
procedures by regul ation, but the actual transfer may not be
| ater than 30 days after the effective date of the nmenber's
participation in the defined contribution retirenent plan
unl ess the mgjor financial markets for securities avail able
for a transfer are seriously disrupted by an unforeseen event
that al so causes the suspension of trading on any nationa
securities exchange in the country where the securities were
i ssued. In that event, the 30-day period of tinme nmay be
extended by a resolution of the board of trustees. Transfers
are not conm ssionable or subject to other fees and nmay be in
the form of securities or cash as determ ned by the board.
Securities shall be valued as of the date of receipt in the
participant's account.

(e) If the board or the admnistrator receives
notification from the United States Departnent of the
Treasury, Internal Revenue Service, that this section or a
portion of this section will cause the retirement system or a
portion of the retirenment system to be disqualified for tax
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The

pur poses under the Internal Revenue Code, the portion that
w Il cause the disqualification does not apply and the board
and the adm nistrator shall notify the presiding officers of
the | egislature.

(f) The election to participate in the defined
contribution retirenent plan nust be made in witing on forns
and in the manner prescribed by the adm nistrator. Bef or e
accepting an election to participate in the defined
contribution plan, the adm nistrator nust provide the enpl oyee
pl anni ng on maki ng an el ection to participate in the defined
contribution plan with information including calculations to
illustrate the effect of noving the enployee's retirenent plan
fromthe defined benefit plan to the defined contribution plan
as well as other information to clearly informthe enpl oyee of
the potential consequences of the enployee' s election. An
el ection nmade under this section to participate in the defined
contribution retirenent plan is irrevocable. Upon making the
el ection, the participant shall be enrolled as a nenber of the
defi ned contribution retirement pl an, t he menber’ s
participation in the plan shall be governed by the provisions
of AS 14.25.310 - 14.25.590 and the nmenber's participation in
the defined benefits retirenent plan under AS 14.25.009 -
14.25. 220 shall termnate. The participant's enrollnent in the
defined contribution retirenent plan shall be effective the
first day of the nonth after the adm nistrator receives the
conpleted enroll nment fornms. An election made by an eligible
menber who is married is not effective unless the election is
signed by the individual's spouse.

(g) I'n this section,

(1) "defined benefits retirement plan” neans the
retirenment plan established in AS 14.25.009 - 14.25. 220;

(2) "defined contribution retirenent plan" neans the
retirement plan established in AS 14.25.310 - 14.25.590."

words ", or to nenbers who transfer into the defined

contribution plan under AS 39.35.940" are inserted in Section 102,
subsection Sec. 39.35.700 on page 70, line two followng "July 1,
2005".

A new subsection is inserted following line five in Section 102, on
page 85.

"Sec. 39.35.940. Transfer into defined contribution plan by
non-vested nenbers of defined benefit plan. (a) Subject to
(g) of this section, an active nenber of the defined benefits
retirenment plan of the public enployees' retirenment systemis
eligible to participate in the defined contribution retirenent
pl an established under AS 39.35.700 - 39.35.990, if that
menber has not vested. Participation in the defined
contribution retirement plan is in lieu of participation in
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the defined benefits plan established under AS 39.35.095 -
39. 35. 680.

(b) A nenber who has vested in a defined benefits
retirement plan is not eligible to transfer wunder this
section.

(c) Each eligible nenber who elects to participate in the
defined contribution retirement plan shall have transferred to
a new account the present value of the nenber contribution
account bal ance held in trust for the nmenber under the defined
benefits retirenment plan of the public enployees' retirenent
system A matching enployer contribution shall be nade on
behal f of that enployee to the new account. Upon transfer of
t he menber contribution account bal ance, all service credit
previously earned under the defined benefits plan shall be
nullified for purposes of entitlenent to a future benefit
under the defined benefits plan, but shall be credited for
purposes of eligibility to elect medical benefits under AS
39.35.870. An eligible nmenber whose accounts are subject to a
qgqualified domestic relations order nmay not make an election to
participate in the defined contribution retirenment plan under
this section unless the qualified donmestic relations order is
anended or vacated and court-certified copies of the order are
recei ved by the adm ni strator

(d) As directed by the participant, the board shall
transfer or cause to be transferred the appropriate anmounts to
t he designated account. The board shall establish transfer
procedures by regul ation, but the actual transfer may not be
| ater than 30 days after the effective date of the nmenber's
participation in the defined contribution retirenment plan
unl ess the major financial markets for securities avail able
for a transfer are seriously disrupted by an unforeseen event
that al so causes the suspension of trading on any nationa
securities exchange in the country where the securities were
i ssued. In that event, the 30-day period of time my be
extended by a resolution of the board of trustees. Transfers
are not conm ssionable or subject to other fees and may be in
the form of securities or cash as determ ned by the board.
Securities shall be valued as of the date of receipt in the
partici pant's account.

(e) If the board or the admnistrator receives
notification from the United States Departnent of the
Treasury, Internal Revenue Service, that this section or a
portion of this section will cause the retirement system or a
portion of the retirenment system to be disqualified for tax
pur poses under the Internal Revenue Code, the portion that
wi Il cause the disqualification does not apply, and, the board
and the adm nistrator shall notify the presiding officers of
the | egislature.

(f) The election to participate in the defined
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contribution retirenent plan nust be made in witing on forns
and in the manner prescribed by the adm nistrator. Bef or e
accepting an election to participate in the defined
contribution plan, the admnistrator nust provide the enpl oyee
pl anni ng on maki ng an election to participate in the defined
contribution plan with information including calculations to
illustrate the effect of noving the enployee's retirenent plan
fromthe defined benefit plan to the defined contribution plan
as well as other information to clearly informthe enpl oyee of
the potential consequences of the enployee's election. An
el ection made under this section to participate in the defined
contribution retirenent plan is irrevocable. Upon making the
el ection, the participant shall be enrolled as a nenber of the
defi ned contribution retirenent pl an, t he nmenber' s
participation in the plan shall be governed by the provisions
of AS 39.35.700 - 39.35.990, and the nenber's participation in
the defined benefits retirenent plan under AS 39.35.095 -
39.35.680 shall termnate. The participant's enrollnent in
the defined contribution retirenment plan shall be effective
the first day of the nonth after the adm nistrator receives
the conpleted enrollnment fornms. An election nade by an
eligible nenber who is married is not effective unless the
el ection is signed by the individual's spouse.

(g) A nenber may nmake an el ection under this section only
if the nenber's enployer participates in both the defined
benefits retirenent plan and the defined contribution
retirenment plan and consents to transfers under this section

The enpl oyer shall notify the admnistrator if the enployer
consents to allowing the enployer's nenbers to choose to
transfer from the defined benefits retirement plan to the
defined contribution retirenment plan under this section. An
enployer's notice to allow transfers is irrevocable and
applicable to all eligible enployees of the enpl oyer.

(h) I'n this section,

(1) "defined benefits retirenent plan" neans the
retirenment plan established in AS 39.35.095 - 39. 35. 680;

(2) "defined contribution retirenent plan” neans the
retirenment plan established in AS 39.35.700 - 39.35.990."

Co-Chair Geen noved and objected to Arendnent #7. She noted that a
conceptual anendnent to this anmendnent woul d be forthcom ng.

1:42:13 PM
Ms. Carpenter explained that this anmendnent would provide non-
vested PERS and TRS nenbers the option to transfer their individual

account bal ances fromthe DBP to the DCP, provided their enployer
chooses to participate. No tine limt for enrollnment is specified.
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Senat or Bunde asked for further clarification; specifically in
regards to whet her the enpl oyer "chooses to participate in allow ng
the transfer or chooses to participate in a PERS or TRS prograni.

Ms. Carpenter clarified that the enployer nust participate "in
allowing the transfer. A participating enployer has to first choose
to allow their enployees to transfer into the new plan because
they're required to nmake a match".

Senat or Hof f man asked whet her the enpl oyee coul d conduct a parti al
transfer or whether a total transfer would be required.

Ms. Carpenter clarified that the enployee would be required to
totally transfer their funds, "in lieu of participating in the
DBP'. This would forfeit any participation in the DBP from that
point forward. This would be an "irrevocabl e decision” in that,
once nmade, the decision could not be reversed.

Senat or Bunde referenced remarks nmade to the Commttee by a current
TRS Board nmenber, Dr. R chard Solie, in which he voiced support for
a conbi nation, or "hybrid" DBP and DCP retirenment benefit program
To that point, he asked whether any consi deration had been given to
stoppi ng vested PERS and TRS enpl oyees' DBP at a certain point.
This would provide "a floor", as referenced by Dr. Solie, and, from
that point forward, the enployees would be transitioned to a DCP
for future participation in the system

Ms. Carpenter stated that discussion of such a proposal has not
occurred.

Senat or Bunde acknow edged and stated that he would not further
"adding a conplication this late in the game".

1: 45: 03 PM

Co-Chair Green surmsed that such a plan would have "financi al
i nplications".

Senator Stedman stated that such a proposal "would be chall engi ng"
to inplenent as, for exanple, Tier Il enployees are eligible for
enpl oyer funded retirenment health care prem uns at the age of 60;
in contrast, there would be an enployer/enployee sharing of
retirement health care premuns under the DCP. In addition, the
State could not require enployees to change to the DCP because
there are Constitutional protections in place regarding the benefit
structure.

Co-Chair G een comrented that the two would not "blend very well
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frompast to future".

Senat or Bunde countered that "the financial inpact on the system
woul d be no different” than were soneone to quit and take anot her
job; leaving their defined benefit" alone "until they reached the
appropriate age.” In addition to the Constitutional protection
i ssue, another conplication would be that this proposal would only
apply to people who were currently vested and "no one in the
future" would be provided this option. This mght result in |egal
action.

Anendnent -t o- Anrendnent #7: This anendnent to the anmendnent inserts
the words "Subject to (g) of this section,” followng "(a)" in Sec.
14. 25. 540.

In addition, the entirety of subsection (g) as depicted in Sec.
39.35.940 of the anendnent, is duplicated and inserted follow ng
the word "spouse" in Sec. 14.25.540(f). This |anguage reads as
fol | ows.

(g) A nenber may nake an el ection under this section only
if the nenber's enployer participates in both the defined
benefits retirenent plan and the defined contribution
retirenment plan and consents to transfers under this section

The enpl oyer shall notify the adm nistrator if the enployer
consents to allowing the enployer's nenbers to choose to
transfer from the defined benefits retirement plan to the
defined contribution retirenment plan under this section. An
enployer's notice to allow transfers is irrevocable and
applicable to all eligible enployees of the enpl oyer.

Furt her nor e, a typographical error is corrected in Sec.
14. 25.540(f) of the anendnment by replacing "defined retirenent
contribution plan" with the words "defined contribution retirenent
plan". This |language is again corrected in Sec. 39.35.940(f) of the
anendnent. Anot her grammatical correction to Anendnent #7 is the
changing of the word "chose" to "choose" in Sec. 39.35.940(9).
[ NOTE: These changes were handwitten into the proposed anmendnent
and therefore are reflected as such in the original amendnent. ]

Co-Chair G een explained that while subsection (g) was included in
t he PERS section of Amendnment #7, it was inadvertently omtted from
the TRS section of the anmendnent. Amending the amendnent to include
the references to subsection (g) would make the PERS and TRS
| anguage in the anmendnent "identical".

[ NOTE: Al though no formal notion was nade to adopt the changes to
t he anmendnent and thus anend the anendnment that was the inplied
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intent of the Conmttee.]
Co- Chair Green renoved her objection.

There being no further objection, Amendment #7, as Anmended, was
ADOPTED.

Amendnent #8: This anmendnment provides the authority to the bill's
drafter to conform the follow ng existing sections, which are
specific to the current retirenent tiers of AS 14.25 and AS 39. 35,
to the concept of the defined contribution retirement plan and to
make any ot her changes necessary as a result of adding these new
sections to the bill

AS 14.25.040(b) and (c). Legislators who were teachers.

AS 14.25.045. Participation by National Education Association
enpl oyees.

AS 14.25.047. Participation by Special Education Service
Agency enpl oyees.

AS 39.35.131. Menbership in teachers' and public enployees'
retirenment systens.

AS 39.35.153. Arny and air national guard enpl oyees.

AS 39.35.154. North Pacific Fishery Managenent Counci
enpl oyees.

AS 39.35.158. Adm nistrative director of courts.

Co-Chair G een noved and objected to Anendnent #8 for purpose of
expl anat i on.

Ms. Carpenter inforned the Conmmttee that when the bill was
originally drafted, "no consideration” was provided to "other types
of enployees that participate now in the existing retirenent
prograns” such as |egislators who have the option to participate in
TRS; National Education enployees, special education service
enpl oyees, arny and air national guard enpl oyees, Northern Pacific
Fi shery Managenent Council enployees, and the Admnistrative
director of courts.

Ms. Carpenter stated that information [copy on file] regarding
t hese enployees is attached to the anendnment. The purpose of the
anendnent would be to allow future enpl oyees of these entities to
participate in the DCP.

Co-Chair Green expressed that "this is not new | anguage"; it would
sinmply serve to duplicate these enployees' current DBP eligibility
provi sions in the DCP provisions.

Ms. Carpenter affirmed; however, pointed out that section AS
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39.35.131. Menbership in teachers' and public enployees' retirenent
systens., is a section "that prevents" people from receiving
"double credit in the systens”. In that regard, it nust be
duplicated in the DCP. The inclusion of this | anguage woul d prevent
a teacher who qualifies for a full year's credit by working the
required 172-day school year and who, in addition, mght work
during that sane year in the PERS system from accunul ating nore
than a full year's credit.

Senat or Hof f man asked whether the bill includes | anguage that woul d
prevent anyone from receiving doubl e-tine.

Ms. Carpenter understood that the aforenentioned situation is the
only one to which this concern would apply.

Senat or Hof fman contended that there "nay be others".
There being no objection, Arendnent #8 was ADOPTED.

AT EASE 1:53:24 PM/ 1:57:11 PM

Anmendment #9: This amendnent inserts a new bill section into the
bill on page 34 following line twelve as foll ows.

Sec. . AS 24.08.035(a) is anended to read:

(a) Before a bill or resolution, except an appropriation
bill, is reported fromthe conmttee of first referral, there
shall be attached to the bill a fiscal note containing an
estimate of the anmount of the appropriation increase or
decrease that would result fromenactnment of the bill for the
current fiscal year and five succeeding fiscal years or, if
the bill has no fiscal inpact, a statenent to that effect
shall be attached. The fiscal note of a bill that nakes any
change to the benefit structure of the state's retirenent
system shall include the additional analysis required in AS
24.08.036. The fiscal note or statement shall be prepared in
conformty with the requirenents of this section by the
departnent or departnents affected and nmay be revi ewed by the
office of managenent and budget. Except as allowed in AS
24.08.036, [T]the fiscal note or statenent shall be delivered
to the coonmttee requesting it within five days of the request
or within two days if the request is made after the 90th day
of a regular session, or during a special session of the
| egislature. If the bill is presented by the governor for
introduction in accordance with AS 24.08.060(b) and the
uniformrules of the legislature, the fiscal note or statenent
shall be attached to the bill before the bill is introduced.
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An anmendnent or substitute bill proposed by a commttee of
referral that changes the fiscal inpact of a bill shall be
explained in a revised fiscal note or statenent attached to
the bill.

Sec . AS 24.08.035(b) is anended to read:

(b) In addition to the fiscal note required by this
section and AS 24.08.036, the sponsor of a bill or resolution
may prepare a fiscal note in conformty wth the requirenents
of this section, and submt it to the commttee of first
referral by the finance commttee. A conmttee may prepare an
additional fiscal note in conformty with the requirenents of
this section.

Sec . AS 24.08.036 is repealed and reenacted to read:

Sec. 24.08.036. fiscal notes on bill affecting the
benefit structure of state retirenment systens. (a) In addition
to the requirenments of AS 24.08.035, the fiscal note of a bil
t hat nmakes any changes to the benefit structure of the state's
retirement systemshall include an actuarial analysis of the
bill's affect on the assets and liabilities of the retirenent
systens. This analysis shall be prepared and certified by a
menber of the Anmerican Acadeny of Actuaries and coordi nated
t hrough the division of retirenent and benefits.

(b) The conpleted fiscal note shall be reviewed by the
Comm ssi oner of Administration and forwarded to the chair of
the Alaska Retirenent Mnagenent Board for comment and
reconmendat i ons.

(c) A conmttee of referral proposing an anendnent or
substitute bill that changes the inputs or assunptions used by
the actuary in preparing the fiscal note required in this
section must obtain a revised actuarial analysis prior to
reporting the anended bill or commttee substitute from
commttee. This revised actuarial analysis shall be preforned
in accordance with this section

Senat or Stedman noved to adopt Amendnent #9.
Co- Chair Green objected for explanation.

Senator Stedman noted that, while this anmendnent would require
further revision, "the issue at hand" is that the Legislature
shoul d be provided an "accurate estimate of the inpacts and the
liabilities" that any future Legislative change m ght have on the
benefit structure of the PERS and TRS systens. This does not
necessarily occur under the current structure. This anmendnent woul d
require a fiscal note of any bill that would change the benefit
structure of the State's retirenment systemto include an additi onal
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anal ysis as required under AS 24.08.36 in the anendnent.
1.59:44 PM

Senator Stedman noted that the anmendnent shoul d be anmended in order
to exclude the requirenent that a fiscal note reflecting the inpact
of any legislation affecting the benefits State's retirenent system
be provided within a five-day period as currently specified in AS
24.08. 035, as such an analysis could not be conducted in that
| ength of tine.

Senat or Bunde asked whether both the five-day and two-day rule
specified in that Statute should be exenpted, as, were the
| egi sl ati on considered after the 90-day of the Legislative Session,
the two-day rul e woul d apply.

Amendnent -t o- Anendnent #9: This anendnent to the anendnent adds a
new section follow ng subsection (c) as foll ows.

(d) The five day and two day requirenent specified in AS
24.08.35 does not apply to bills affecting the benefit
structure of state retirenent systens.

Senat or Stedman of fered Anendnent -t o- Anendnent #9.

Co-Chair Geen understood the validity of conducting a thorough
review, however, she voiced concern regarding the length of tine
the process mght take. She al so questioned which entities would be
recognized as a certified nenber of the Anerican Acadeny of
Actuaries. She asked how "a nust pass bill" regarding sone crisis
occurring late in a Legislative Session could be addressed were
this | anguage adopted. Limting legislation in this manner, absent
sonme practical nethodol ogy, could be worrisone as it mght require
a lengthy process. The question is whether the |anguage m ght
"create a bar that could not be stepped over".

Senat or Stedman responded that, "we're definitely increasing that
hurtle". The concern is that once a benefit is granted, "under the
current Tier structure", it cannot be renoved. Therefore, slow ng
down the process would allowing a nore thorough review could
decrease unanticipated consequences. In the past, sone bills'
"fiscal notes were noving all over the place" and, as tine
advanced, sone initial cost estimates were increased substantially.

Senat or Stedman addressed Co-Chair Green's concern regarding how to
address an unexpected crisis in a tinmely manner by stating that he
did not anticipate any crisis occurring to the benefit structure
that woul d require quick Legislative action
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Co-Chair Green asked the anticipated tinmefranme for devel opnent of
t hese fiscal notes.

Senator Stedman replied that the tinmeframe would depend on "the
conplexity of the change". The actuary under contract with the
State would have the pertinent data and the ability to calculate
the effects on the system of any proposed change. The tinefrane
i nvol ved in developing a fiscal note could be as |ong as 120 days.
M nor revisions would not require as nuch tine.

Senat or Bunde agreed that, at times, problens have occurred when
changes have been made and the fiscal note only focused on "the
i npl ement ati on of the change" w thout any review of the inpact the
change mght inpose on the system Those inpacts should be
considered. To further address Co-Chair Geen's concern, he
suggested that, in a tinme of an energency, the Legislature could
repeal subsection Sec. 24.08. 036.

Senat or Bunde wondered whether any Legislator would have the
authority to ask the State's actuary to review a proposed pi ece of
| egi sl ation. Such requests, depending on the proposal, could incur
expenses ranging from $10,000 or $100,000. To that point, the
expense of that actuarial nodeling nust also be included in the
fiscal note.

Wiile waiting for a response to Senator Bunde's question regarding
the actuarial costs associated with a nodeling request, Senator
Stedman qualified that the State's actuarial consulting firm
Mercer Human Resource Consulting, is a nenber of the Anmerican
Acadeny of Actuaries. The intent would be to use the State's
contracted actuary when devel opi ng | egi sl ative anal ysis; otherw se
"the cost would be prohibitive".

2:07:14 PM

KEVI N BROOKS, Deputy Conmm ssioner, Departnent of Adm nistration

stated that, based on the experience involved in the devel opnent of
this legislation, it would not be inconceivable that a m ni mnum of
several weeks would be required to develop a fiscal note regarding
the inpact of a change to the retirenent system The conplexity of
the issue would be the primary factor. Wiile the desire to not rush
through the analysis is "admrable", it could extend the current
five-day process by two or three weeks.

M. Brooks shared that, oftentines, an analysis is requested with a

one-day turnaround. This is not a problemwhen the issue is a m nor
one; however, sone issues have been nore extensive and have
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required nore tine. He was unaware of any issue addressed by SB 141
t hat woul d exceed a two-week turnaround.

Ms. MIlhorn agreed with that devel oping an inpact analysis for
| egi sl ation that would effect the benefits of the State retirenent
system could require two or three weeks to devel op, dependi ng on
the conplexity of the |egislation.

Ms. MIlhorn shared that when the fiscal note for HB 91, which
provi ded nedi cal enhancenents to firefighters and police, was being
devel oped, Mercer had reviewed "the current retirenent parties
wi thin that segnment based on the historical data" and consultation
wi th a nunber of enployers. However, the Departnent recogni zed the
fact that "Mercer had not prepared the fiscal analysis to project
what woul d happen in the event that it incentivized police and fire
menbers to retire early". Therefore, the Departnent adjusted the
initial fiscal note upward from eight mllion dollars to $18
mllion. That Department review did |lengthen the time of the
process.

Senator Bunde asked regarding how Mercer is conpensated,
specifically whether they billed by the hour.

M. MIllhorn replied that the State's professional services
contract with Mercer includes a one-year renewal option the
Departnment coul d exercise. Mercer bills by the hour, up to $500, 000
annual ly. The cost of each billable hour is approxi mtely $400.
Mercer provides an item zed breakout of each request that has been
addressed. A non-conplex issue mght bill out between $5,000 and
$7, 000.

Senat or Bunde stated therefore that were he, being just one of 60
Legislators, to author a bill and ask Mercer to review it as
proposed in this anmendnment, he could "run up tens of thousands of
dollars in actuarial expenses just because” he would be required to
ask for the information. This should be a consideration.

Senator Stedman agreed with Senator Bunde's comments. Sixty
Legislators could propose a nmultitude of bills, some of which m ght
not ever advance. Sonme of those bills could be very conplex and
m ght consunme a lot of actuarial tinme, for naught. The solution
evaded him

2:12:44 PM
Co- Chair Green asked for further discussion regarding the process

of requesting fiscal notes, as she understood that Legislators
could not "arbitrarily request one". The process should be further
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clarified.

Senat or Bunde suggested that, in order to allow a fiscal note to
properly address certain necessary issues, |anguage could be
included in the anmendnent to specify that the Comm ssioner of the
Departnent of Adm nistration nmust request the fiscal note regarding
the actuarial inpact. This would allow a person with expertise to
make a decision that m ght cost tens of thousands of doll ars.

Senator (O son asked whether Mercer's conpensation plan is
"conpl etely i ndependent of the performance of the investnent”.

Ms. MIlhorn and M. Brooks responded yes, the conpensation is a
st and-al one contract, billable by the hour.

Senator Bunde continued that were the Conm ssioner of the
Departnment of Adm nistration responsible for fiscal note requests,
then the associ ated actuarial service expenses would be refl ected
in the Departnent's budget and therefore, subject to Legislative
revi ew.

M. Brooks stated that Mercer has been "engaged on a nunber of"
issues this Legislative session, in addition to this bill, as other
Legi sl ators have sponsored bills needing actuarial review Charges
have been accunulating. The Departnent is attenpting to be
responsible with adm nistering its budget while at the sane tine
bei ng responsive to "crafting the best pieces of |egislation that
we can going forward".

Co-Chair WIlken noted that while the discussion has expanded to
di scussing who could request a fiscal note, the anmendnent to the
anmendrment under consi deration addresses whether a pertinent fiscal
note nmust be held to the five or two day rule. To that point, he
suggested that the inclusion of subsection (d), as proposed in the
Amendnent -t o- Amrendnent #9 mght serve to "tie our hands" in the
future and mght not be required. The goal is to develop solid
i nformati on upon which a decision could be nmade. Therefore, rather
than "flavoring"” the fiscal note request "by the press of tinme", it
shoul d be flavored by" the desire to acquire the best information
available in predicting the future. Therefore rather than tine
exerting pressure, the commttee chair, who would be waiting for
that information, in order to nove forward, would exert the
pressure. In conclusion, he suggested that deleting the five and
two-day tinefranme specified in AS 24.08.035 would be the best
course of action. Doing so wuld elimnate the need to add
subsection (d) to Sec. 24.08.036.

Co-Chair Geen clarified that AS 24.08.035 is in current statute
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and serves its purpose well. Were Sec. 24.08.036(d), adopted, AS
24.08. 035 woul d continue to apply to other |egislation.

Co- Chair Green asked whether the inpact anal ysis being sought could
be a function assuned by the Al aska Retirenent Managenent Board.
The Legi slature could specify a date upon which a report fromthe
ARMB woul d be expected. In the neantine, a noratorium could be
pl aced "on anything that enhances benefits".

Senator Stedman stated "that that woul d acconplish the intent ... of
not getting into the trap that we've got into in the past where we
don't have the information we shoul d* from which to nake the best
decision. The goal is to get both the AMRB and the actuary "in the
| oop".

2:19: 34 PM

Senat or Bunde understood therefore that the purpose would be to
require any legislation that woul d change the funding or benefits
of the retirenment system and result in financial inpact on that
system to have a fiscal note fromthe Board. The Board woul d have
the discretionary authority to use Mercer if desired.

In response to a remark by Co-Chair Green, M. Brooks stated that
the fact that the Board would neet on a quarterly basis would be an
i ssue.

Co-Chair Geen suggested that the Board could be charged wth
establishing guidelines for a process that would allow for greater
scrutiny; specifically one that would involve the Conm ssioner of
t he Department of Adm nistration, the Legislature, the actuary, and
the Board. Any change to the systenis structure would require an
addi tional review by the actuary.

AT EASE 2:21:16 PM/ 2:26:44 PM

Senator Stedman offered a nmotion to withdraw the anmendnent to the
anmendnent .

There being no objection, the Anmendnent-to-Anmendnent #9 was
W THDRAWN

Senator Stedman offered a notion to w thdraw Anendnment #9.
There bei ng no objection, Arendnent #9 was W THDRAWN

Senator Bunde inforned the Commttee that M. MIllhorn could
provide information clarifying how the Departnent of Adm nistration

SFC- 05 (30) 04/ 03/ 05



addresses fiscal note requests fromlegislators.

Ms. M1l horn communicated that when Legislators request a fisca
anal ysis fromthe Departnent of Adm nistration, they are provided
an "approximate cost" estimate pertaining to their request. At
tinmes, the request has been withdrawn due to its anticipated cost.
Were a Legislator to continue their request of an analysis that
m ght cost thousands of dollars, that request would be advanced to
t he Conm ssioner for approval. The Retirenent Fund woul d fund the
expense of the anal ysis.

Amendnent #10: This amendnent inserts new | anguage into Sec. 43,
Sec. 37.10.220(a) as specified on page 39, following line 30 as
fol | ows.

(8) contract for annual review of the primary actuari al
val uation and the primary actuarial assunptions by a secondary
nationally recognized actuarial firm The review shall be
prepared no later than 90 days after the primary actuari al
reconmendati ons are received by Al aska Retirenment Managenent
Board. Al aska Retirenment Managenent Board shall consider
substantial concerns raised by the second firmw thin 60 days
of receiving the review and shall make rate adjustnents or
take other appropriate actions in order to fulfill their
fiduciary duties under this section.

Co-Chair WI ken noved for the adoption of Amendnent #10.
Co- Chair Green objected.

Co-Chair WIlken noted that in consideration of a previous Commttee
di scussion relating to garnering a second opinion about the
findings of the State's primary actuarial consultant, this
anmendnent woul d insert under Board duties, |anguage that would
require the recommendati ons of the State's primary actuarial to be
substantiated by a peer review from a second actuarial firm He
reviewed the tineline in which the second actuarial review nust be
conducted as well as the Board's response tinme to reviewing the
secondary actuarial report of the primary actuarial findings. The
| anguage coul d be revised if deened necessary.

Co-Chair G een understood therefore, that each year a secondary
actuarial firm would be asked to review the annual primary
actuarial assunptions and reconmendati ons.

Co-Chair Wl ken affirned that a second actuari al consultant woul d

review the primary actuary's assunptions and recommendati ons and
either agree or disagree with the findings. In hindsight, had a
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secondary actuarial firm scrutinized the primry actuarial
recommendations in 1995, the decision to adopt "the corridor
met hod" m ght not have been supported. That decision is one of "the
major" reasons that the State has a deficit in its retirenent
systens today. This | anguage woul d serve to mnimze that "singular
advi ce".

Senat or Bunde asked whether the review would be conducted on an
annual basi s.

Co-Chair WIlken replied that the frequency of when the actuary
makes recomendations is "unclear"”; it does not appear that it
occurs on an annual basis. At tines, actuarial assunptions have
been unchanged for four to six years.

AT EASE 2:31:06 PM/ 2:32:46 PM

M . Brooks asked, for clarification, whether the desire is for an
audit of the actuarial assunptions to be conducted on a regul ar
basis or whether the desire is that the annual eval uation report be
subject to a second review each year

Co-Chair WIken responded that the intent is not to conduct an
audit, as he defined an audit as a "l ook backwards". H's desire is
to conduct a review of "the reconmendati ons as we nove forward".
The desire would be to anticipate events going forward rather than
maki ng deci si ons based on historical data.

M. Brooks conmunicated that there is a distinction between a
standard financial audit, which is a backwards | ook, and the audit
of the actuary. The actuarial audit, rather than being a backwards
| ook, is a review of the assunptions being used to insure that the
actuarial valuations being nmade into the future are based on
assunptions that "are accurate".

Co-Chair Green noted that she, rather than Co-Chair WIken, had
inferred the term"audit” in her remarks. Continuing, she asked how
of ten actuarial assunptions are revi ewed.

Ms. MIllhorn stated that, from this tinme forward, nedical
assunptions would be reviewed annually. The June 30, 2004
valuation, which is currently in draft form conducted an "anal ysis
on the nmedical tier reconfiguration, and as a consequence of that",
new nmedi cal mnet hodol ogy was i ncorporated that included such things
as age, trends and the separation of nmedical «clains from
prescription drug clains. Wiile this "added additional liabilities
to the systent, this is "the new nmet hodol ogy that is bei ng advanced
ri ght now under the valuation". The remainder of the assunptions,
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as specified "in Section 2.3 of the valuation would be reviewed
under an experience and an assunption study” which is currently on
a four-year review cycle. The nost recent "experience assunption
study conducted on the PERS/ TRS system occurred in the year 2000;
the next one is scheduled for the fall of 2005.

Co-Chair Green asked "how many additional tinmes" the secondary
actuarial firmwould conduct a review were this anendnent adopt ed,;
specifically whether an annual review of both nedical and
retirement assunptions would be required.

Ms. M1l horn understood that the anmendnment would require "a review
of the actuarial assunptions, not an audit, but just a review and a
confirmation that that neets with generally accepted actuari al
nati onal assunptions”.

Co-Chair W1l ken concurred with Ms. MIlhorn's remark. The word
"annual " could be elimnated fromthe anendnent were it an ill fit
with the intent of the amendnent. "The concept is" that whenever
"the primary actuarial nmakes the reconmendati on to change the plan
| ooki ng forward", a second actuarial consultant should conduct "an
anal ysis of that reconmendation”.

In response to a coment from Senator Hoffnman, Co-Chair WI ken
agreed that the anendnment would require sonething akin to "a second
review of the primary recommendation”.

Co-Chair Green stated therefore that the intent would be for this
to apply to a change in any assunption.

Senat or Dyson commented that the second actuarial should provide a
second opinion in regards to both a change in an assunption and the
ensui ng recommendati on; both nmust be "sound", as the change in an
assunption woul d precede the change in a reconmmrendati on.

Co-Chair WI ken concurred.

Co-Chair Geen asked for confirmation that it would be the actuary
who woul d nmake the recomendati on.

Ms. MIlhorn affirned. The recomendati on woul d t hen be consi dered
by the ARMB for adoption.

Co-Chair WIken stated that the decision to specify the 90 and 60-
day tinefranes in the anendnent was an arbitrary one and coul d be
changed. He voiced that, were the tineframes altered, a shorter
rat her than |l onger tinmeframe would be preferred.
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Co-Chair Geen, giving consideration to the intent of the
anendnent, asked whether the term "the primary actuarial
"valuation” as reflected in the anmendnent is the appropriate
| anguage or would "the primary actuarial assunptions” be nore
appropri ate.

Co-Chair Wl ken deferred to Ms. MI I horn

Ms. MIlhorn replied that the term "primary actuarial valuation”
woul d suffice; actuarial assunptions, as specified in Sec. 2.3,
underlie the "primary actuarial valuation".

Ms. Carpenter commented that were the intent not to require a
second valuation to be conducted on an annual basis, then it is
possi bl e that the concerns being brought forward in the anmendnent
are addressed in Version "F' of the bill, as a second valuation is
specified in Sec. 43, subsection Sec. 37.10.220(8) and (9)
begi nni ng on page 39, line 31.

(8) review actuarial assunptions prepared and certified
by a nmenber of the Anmerican Acadeny of actuaries and conduct
experience anal yses of the retirenent systens not |ess than
once every four years, except for health care assunptions,
whi ch shall be reviewed annually.

(9) contract for an independent audit of the state's
actuary not |ess than once every four years.

Ms. Carpenter noted that Sec. 37.10.220(8) would require a review
of the actuarial assunptions, with the exception of the health care
assunption review that would be done annually, to be conducted
"once every four years". Sec. 37.10.220(9) would require "a peer
review of the actuary" to occur not |less than once every four
years.

Co-Chair WIlken did not interpret this |anguage to address his
concern due to the fact that this section, Section 43 of the bill,
addresses the powers and duties of the ARVMB. Therefore, subsection
(8) would specify that the Board, rather than a second actuary,
would review the actuarial assunptions of the State's primry
actuary. Furthernore, the review could not be conducted nore than
once every four years. This is a concern because the current PERS
and TRS Boards "did not catch that assunption”. This is "one of the
reasons we are in trouble today". The Board would also be
responsible for reviewing health care assunptions on an annual
basi s.

Co-Chair WI ken argued that, other than the fact that a new Board
woul d be in place, the |anguage in subsections (8) and (9) would
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essentially mrror existing practice. "One nore step" should be
i npl enented to specify that sonmeone should review the primry
actuary, and nore often than every four years. That is the | anguage
offered in his anendnment. A peer review that | ooks forward rather
than an audit that |ooks backward is the preferred course of
action. He concluded that his amendnment, in contrast to the
| anguage in Section 43, subsection (8), "would contenplate a review
of assunptions marching forward".

Co-Chair Green commented that a benefit of conducting "an audit
that | ooks back"” is that it would indicate whether the actuary's
assunptions were correct or incorrect. This would be beneficial to
the Board because it could substantiate that actuary's assunptions
goi ng forward.

2:43: 54 PM

Co-Chair Green stated that there is a question as to whether
requiring a second actuarial to review the assunptions of the
primary actuary would usurp the power of the ARMB. Currently, the
ARMB woul d be responsible for deciding whether another actuary
shoul d be invol ved.

Co-Chair WIken referenced a [unspecified] chart in the "Wat went
wrong?" section of the March 16, 2005 "Retirenment Security Act"”
presentation [copy on file] and stated that the decision in 1995 to
utilize the "corridor"” methodology for five years in determning
liability and asset values, was |ater determ ned by an audit to
have been "the wong decision”. Wre this amendnent in affect at
the tine, it would have required a review of the recommendation to
i nplenent the corridor nethod. A second opinion mght have
prevented the 1995 deci sion from occurring.

2:45: 39 PM

Senat or Bunde opined that, "the four-year gap"” between audits is
one of our problens”. He pointed out that the |anguage in
subsection (8) specifies that the Board could not conduct the
experience analysis "less than once every four years". Therefore,
in order to allow "for nore current information nore often”, the
question is whether |anguage should be added to specify that an
anal ysis nust be conducted no |less than once every four years
"unl ess the Board determnes its in the best interest of the fund"
or "that it nust be conducted every two years" Continuing, he
stated that |anguage coul d be added that would require the Board to
acquire a second opinion when they determne "it would be in the
best interest of the Fund".
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Senat or Stedman voi ced agreenent with the concept of a peer review,
as "if there is an error, it would be picked up quicker". He
suggested that a peer review could occur every other year and an
audit every three or four years.

M . Brooks supported the | anguage proposed by Senator Stedman and
suggested new | anguage to read, "An independent peer review not
| ess than every two years"” could be inserted on page 40 line four
of the bill following Sec. 43, Sec.37.10.220.(8). This would
provi de "an independent | ook at this every two years", either in
the formof a peer reviewor a full audit. This "frequency" m ght
acconplish the goal desired.

Co-Chair Green asked the definition of a peer review

M. Brooks responded that it wuld nmean a review of the
assunpti ons.

Co-Chair WI ken asked whether it would be nore cost effective for
the State to contract with both a primary and secondary actuary in
order to allow the secondary to be famliar with the State's system
and the on-goi ng reconmendati ons as opposed to contracting with a
second actuary every two years. He determned that it would be nore
expensive to have a second actuary "start from zero" every two
years.

Ms. MIlhorn stated that there would be nerit in having an actuary
who was already famliar with the existing assunptions. However,
she shared the philosophy of a [unidentified] Certified Public
Account ant who works for a school district and who supports the
hiring of an independent auditor "every four years only" because
initially "they work really, really hard for you and then" as they
get confortable with the relationship, their performance m ght
"slip". This situation mght also apply to the case of "an
i ndependent actuary who conmes in who's not the sane actuary | ooking
at your primary actuary's perfornmance".

Co- Chair W/I ken asked whet her the Departnent would be confortable
working with a secondary actuary and, in addition, would the two-
year time franme for the review be required regardl ess of whether or
not there were changes in the recomendati ons.

Ms. M Il horn understood that subsection (8) would consist of an
experience study |ooking back at the State's actual experience.
"What it does is, it |looks at the actual experience and
recal i brates your assunptions based on your actual experience

that represents a re-review of the underlying assunptions and any
reconmendati ons for change at that point". Therefore, it would be
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beneficial to have a secondary actuarial "look at the experience
assunption study" before the reconmendati ons advanced to the Board
for final adoption as that study "fornms the basis for any
reconmendati ons for changes that then are in the system for the
next four-year period".

Co- Chair WI ken asked that Amendnent #10 be withdrawn in order to
al | ow repl acenent | anguage to be drafted by the Departnent.

There bei ng no objection, Amendnent #10 was W THDRAWN
2:53:15 PM

Anmendnent #11: This anendnment inserts a new section into the bil
on page ten, following |ine 16.

Sec. . AS 14.25.143(a), as that subsection read follow ng
anendnent by sec. 3, ch. 146, SLA 1980, until anended by sec.
12, ch.106, SLA 1988, is anmended to read:

(a) Wien the administrator determ nes that the cost of
living has increased and that the financial condition of the
retirement fund permts, the adm nistrator shall increase
benefit paynents to persons receiving benefits under this
system For purposes of this section, the financial condition
of the retirenent fund would permit an increase only if the
ratio of total fund assets to accrued liabilities neets or
exceeds 110%

In addition, the amendnent inserts a new section into the bill
after Section 94 on page 67, following |line 22.

Sec. . AS 39.35.475(a), as that subsection read foll ow ng
anmendnent by sec. 3, ch. 146, SLA 1980, until anended by sec.
12, ch. 106, SLA 1988, is anended to read:

(a) When the adm nistrator determ nes that the cost of |iving
has increased and that the financial condition of the
retirement fund permts, the adm nistrator shall increase
benefit paynents to persons receiving benefits under this
system For purposes of this section, the financial condition
of the retirenent fund would permit an increase only if the
ratio of total fund assets to accrued liabilities neets or
exceeds 110%

Senat or St edman npbved Anendnent #11.

Senator Stednman explained that this amendnent woul d address the
situation in which additional demands m ght be placed on the assets
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of the Retirenent Fund as a result of the "paying out an extra
benefit, on occasions”, relating to cost of living increases. Such
aliability had previously occurred when the plan was approxi mately
94-percent funded; currently the plans are approxi mately 70-percent
funded. This equates to an approxi mate $5, 700,000,000 funding
shortfall. In addition to requiring the Fund's assets to equal the
liabilities, the anmendnent would require there to be "an extra ten-
percent in assets”. The reason "being that these liabilities aren't
reflected in the actuarial analysis". A 100-percent asset base
rat her than the 110 percent asset base proposed in the anmendnent
woul d not provide sufficient funds "at the tinme the benefit was
triggered and paid out", and, as a result, the Fund would nove into
an under-funded status. Thus the need to require the fund' s status
to be at the 110-percent level. Wile the State is obligated to
fund this liability, sufficient assets nust be available with which
to operate the system In addition, the cost of living benefits
"are cumul ative benefits” in that, the years in which the benefit
was not paid, would be calculated into the benefit when it is paid
out in five, ten or fifteen years, This would be "a substantial hit
to the portfolio".

2:55:54 PM

Co- Chair Green asked whet her | anguage coul d be devel oped that woul d
confine the benefit to a specific year, as opposed to allow ng "the
| ook-back ... as clearly, there was not a 110-percent in those
years". The account should not be allowed to drop bel ow 110- percent
f undi ng.

Senator Stednman surmsed that the answer to that suggestion is
"probably no".

Co-Chair Green inquired whether this would also be the case in the
future

Senator Stedman replied that that was his understanding, as the
existing language is "witten so tight". He asked that his
Legislative staffer, MIles Baker, be allowed to further address the
questi on.

Co-Chair Geen voiced surprise that this |anguage could not be
altered as she thought that only changes to the DB | anguage woul d
be prohi bited.

AT EASE 2:57:06 PM/ 2:57:10 PM

Co-Chair Geen restated the question regardi ng whether |anguage
could be incorporated into the bill that would limt the Cost of
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Li ving Al l owance adjustnment to the year in which it was determ ned
feasible: this would prevent the prior years in which the
adjustnment was not feasible, from being included in that
obl i gati on.

M LES BAKER, Staff to Senator Stedman, expressed that "the sinple
answer is no, although" further review of the Statute would be
required.

AT EASE 2:58:22 PM/ 2:58:41 PM

M. Baker, after reviewng the Statute, comunicated that the
provi sion being discussed "only applies to Tier | PERS TRS"
enpl oyees. The Statute does not apply to any other Tier group and
woul d not be applicable under the proposed DCP. The anmendnent woul d
anend "a section of the Statute that's currently in the editor's
notes about a previous section of Statutes”. It would add the
definition stating for purposes of this section, the award of an ad
hoc Post Retirenment Pension Adjustnent (PRPA) woul d be based upon
the financial condition of the retirenment fund would permt an
increase the COLA only if the ratio of total assets to the accrued
liabilities neets or exceeds 110 percent.

Co-Chair Geen stated that the term"ad hoc" is not specified in
t he amendnent .

M. Baker clarified that the termis not included because "it is
not described as an ad hoc in Statute".

2:59:58 PM

Senat or Bunde asked whether the Fund has ever been over-funded by
ten percent.

Senator Stedman replied that the aforenentioned March 16th
financial chart and others exhibited that the corridor nethod
nodi fication artificially lowered the Funds "actuarial conputed
asset value", and subsequently the funding ratio was lowered to
approximately "100". This, conbined with a m scalculation of the
liabilities, served to inaccurately indicate an over-funding
scenario in the range of ten to fourteen percent. The reason for
suggesting that assets should exceed liabilities by ten percent is
that the actuaries do not cal culate the COLA expense. That expense
should be a consideration, for, when the State is forced to pay
this liability, it mght "push the fund into under funded status".
This liability could accunulate upwards of twenty years. The
actuary has projected that it would take twenty-five years to
obtain a 100-percent funding status. "A substantial claimon the
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assets" would occur whenever the specified funding status is
reached. The claimwould be "so egregious” that it would demand a
funding status of 110 percent in order to "not adversely inpact the
plan” ..."when it was triggered".

3:02:17 PM

Senat or Bunde surm sed that there could be a variety of opinions in
this regard; another actuary mght support a 104-percent funding
status. The 110-percent |evel would provide some "cushion".

Senat or Stedman agreed that the nunbers are a forecast out into the
future, and as such there should be consideration of incorporating
a band, or range, in regard to the nunbers. "The magnitude" is what
IS inportant.

Senat or Hof fman understood therefore that the |evel of unfunded
liability would prevent this issue from being addressed for a
m ni mum of another 20 to 25 years. He wondered if this |anguage
"that woul d take somet hing away that had been granted" to enpl oyees
woul d be contrary to | anguage included in the Al aska Constitution

Co-Chair Geen recalled a discussion in which it was inferred that
this provision "was undefined".

Senator Stedman affirned.

Co-Chair Green continued that this anendnent m ght be an attenpt to
provi de a definition.

Senator Stedman agreed and recalled that the last time COLA was
pai d, the funding status was approxi nmately 94 percent.

M. Baker infornmed that the funding status at the tines the COLA
has been provided has fluctuated. The PERS funding ratio was as | ow
as 84-percent on one occasion when it was awarded as part of a
| awsuit settlenent.

Senator Hoffman stated that the basis of the question is in regards
to the cost of Iliving allowance, "regardless of [what] the
liquidity or wellness of the fund is". The | anguage specifies that
the State has an obligation to address cost of living increases,
and the fact that the Fund has been badly nmanaged and that
liabilities exist is not the fault of the enpl oyees. "The prem se
was set" when it was established that no enpl oyee would contribute
towards this liability. The question is why was the cost of living
included in the PRPA. The answer could be that it was included to
protect the value of the retirenent, and accrued liabilities were
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not an issue. Now, the State is attenpting to inplenent paraneters
in regards to the COLA

M. Baker remnded the Conmittee that in addition to Tier |
enpl oyees receiving the COLA, they and all other eligible enployees
woul d receive the PRPA. Tier | enployees would receive a higher
adj ust nent .

Co- Chair Green understood that there a provision stating that the
awar di ng of the COLA was dependent on the condition of the Fund.

M. Baker affirmed. "The old version" which was repealed by the
Legislature was referred to "as ad hoc or discretionary because it
depended on this poorly defined condition of the fund". Subsequent
| anguage attenpted to develop criteria through which the COLA woul d
be automatic but nore accurately tied to the CPlI "and not
necessarily to the funding ratio of the fund".

Senator Hof fman stated that had the original |anguage not been
supplanted with new provisions then "perhaps this would work".
However, this anmendnent is attenpting to elimnate it by "making it
virtually inpossible” to neet, as projections are that the Funds
unfunded liability status woul d not dissipate until approximately
the year 2032.

Co-Chair Geen stated that that tinmeframe would serve to preserve
"the sanctity and security of the Fund.

3:08: 33 PM

Senat or Bunde expressed that rather than inpacting COLA, the
anmendnent woul d serve to identify the funding status of the Fund
that woul d be appropriate to support it.

There bei ng no objection, Amendnent #11 was ADOPTED.

AT EASE 3:09:33 PM/ 3:20:37 PM

Anendnent #12: This anendnent inserts intent |anguage into Sec. 41
bef ore the begi nning of subsection Sec. 37.10.210, on page 37, line
one.

It is the intent of the legislature that after the nenbers of
the Al aska Retirenent Managenent Board are appoi nted and the
board is assenbled, that they report to the |legislature within
120 days or at the start of the next |egislative session which
ever is sooner, on the follow ng:

SFC- 05 (41) 04/ 03/ 05



a. Their prelimnary assessnent of the health of the
retirement system

b. Their assessnent of the state's actuary.

c. Their recomendati ons for what additional policy neasures
m ght be taken by the admnistration or the legislature to
further inprove the health of the system

d. Their recommendations of possible long and short-term
financial solutions to +the systemis unfunded accrued
liabilities.

Thi s anendnent was not offered. Refer to Arended Anendnent #12.

Amended Anendnent #12: This anendnent inserts intent |anguage into
Sec. 41 before the begi nning of subsection Sec. 37.10.210, on page
37, line one.

It is the intent of the legislature that there be a noratorium
of legislation affecting the retirenment systens until after
the nenbers of the Al aska Retirenment Mnagenent Board are
appoi nted and the board is assenbl ed. The Board will report to
the legislature within 120 days or 15 days after the start of
the next I|egislative session whichever is sooner, on the
fol | ow ng:

a. Their prelimnary assessnent of the health of the
retirement system

b. Their assessnent of the state's actuary.

c. Their recomendations for what additional policy neasures
m ght be taken by the admnistration or the legislature to
further inprove the health of the system

d. Their recommendations of possible long and short-term
financial solutions to the systemis unfunded accrued
liabilities.

e. Their recomendati ons on what new procedures should be
adopted by the legislature regarding fiscal notes for any new
| egi slation affecting the state's retirenent system

Senat or St edman noved for the adoption of Amended Anendnent #12.
Co-Chair Green objected for purposes of explanation

Senator Stedman explained that this anmendnment would address
concerns regardi ng changes to the "benefit schedul e that woul d have
major inplications on the liability side". He noted that the
anended | anguage m ght require revisions for clarity.

Senat or Bunde, while endorsing the intent of the amendnent; opined
that a nmoratorium on such l|egislation would not be binding on
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future Legislatures.

Co-Chair Geen countered that, since this is the first session of
the Twenty-Fourth Al aska State Legislature, the report would be
provided to the seated Legi sl ature.

Senat or Bunde acknow edged.

Senator Stedman declared that the intent would be for the report to
be provided in January 2006. Were no report forthcom ng at that
time, the Committee should address "in earnest, the unfunded
liability and the restructuring issue".

Co-Chair WI ken asked whet her this anendnment woul d i ncorporate "the
concept of the Board wiping the slate clean as to current
actuarials", the intent being that of having the ARMB issue a
Request for Proposal (RFP) for a new actuarial, and perhaps a
secondary actuari al

Co-Chair Green suggested that this mght be addressed by subsection
"b." of the anmendnent.

Senat or St edman voi ced the understanding that the Mercer actuaria
contract woul d soon be up for renewal or revision. The creation of
the new Board could allow this issue to be automatically furthered.
Section "b." was included in the amendnent due to the interest that
has been focused on this area. Wiile the | anguage "their assessnent
of the state's actuary” is "softer |anguage"” than directly asking
for an RFP, the intent is there.

Co-Chair Geen asked whether Co-Chair WIken would prefer the
i ncorporation of stronger |anguage.

Co-Chair WIken suggested that the words "and replacenent if
necessary" could be added to the | anguage in subsection (b.).

Senat or Bunde rem nded the Conmttee that "the new Board woul d be
held to a high |l evel of accountability" and efforts should be taken
to not "tie their hands with specific directions" as this would
negate their ability to utilize their own "judgnent and w sdoni.
Too much specificity would narrow "the paraneters” in which they
woul d wor k.

Co-Chair WIken withdrew his suggestion as he agreed that the new
Board woul d consi st of professional people. Wre they determ ne
that the actuary should be replaced, they could further that
determ nation
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Senator Stedman clarified that the actuarial contract is with the
Departnment of Administration rather than with the Board. To that
point, the desire would be that the Departnent would seek
conpetitive bids for the actuary position.

Senat or Bunde voi ced the opinion that the new Board woul d have an
"obligation to recommend continuation, changes, or nodifications to
the Departnent”. To that point, he asked whether the Departnent
woul d be required to respond to the Board's advice.

Co-Chair G een understood there to be no obligation on the part of
t he Departnent.

Senat or Stedman opined that the Department should listen to the
Legi slature, the appropriator of financial resources, as it
endeavors to address the $5.7 billion under funding issue. Al

entities should "work together” in an effort to solve the problem

Co- Chair Green asked whether there was any further objection to the
anendnent .

There being no further objection, Amended Anmendnent #12 was
ADOPTED.

Amendnment #13: This anendnent changes |anguage in Sec. 29,
subsection Sec. 14.25.350(a) on page 15, lines one through three as
wel | as language in Sec. 102, subsection Sec. 39.35.750(a) on page
71, lines eleven through thirteen to read as foll ows.

(a) An enployer shall contribute to the nenber's i ndividual
account an amount equal to 4.5 [3.5] percent of each nenber's
conpensation fromJuly 1 to the follow ng June 30.

In addition, the amendnent changes | anguage in Sec. 62, subsection
Sec. 39.30.370 on page 49, lines tw through nine, to read as
fol |l ows.

Sec. 39.30.370. Contributions by enpl oyers. For each nenber of
the plan, an enployer shall contribute to the teachers' and
public enployee's retiree health reinbursenent arrangenent
plan trust fund an anmount equal to two [ONE] percent of the
enpl oyer' s average annual enployee conpensation [, NOT TO
EXCEED $500 A MEMBER A YEAR] .

New Text Underlined [ DELETED TEXT BRACKETED

Senat or Stedman noved to adopt Amendnent #13.
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Co-Chair Geen objected for explanation.

Senator Stedman rem nded the Conmttee that the cal cul ati on nodel s
devel oped in regard to the enployer contribution funding indicated
there to be two percentage points "that could be noved around”. The
second portion of this anmendnent would increase the enployer's
contribution into the enpl oyee's health rei nbursenent account (HRA)
by one-percent. The HRA contri bution would be 100-percent funded by
the enployer, would be "conmpounded tax free", and could be
wi t hdrawn by the enpl oyee tax-free. The remai ni ng one-percent woul d
be contributed to the enployee's retirement fund, would be
"conpounded tax-deferred", and would be taxed as regular incone
when wi t hdr awn.

Senat or Hof f man asked whet her schedul es were drafted to reflect the
change in the HRA account, as he suspected that the additional one
percent would make a significant difference.

Upon conferring with Ms. Carpenter, Co-Chair Geen stated that the
"Projected individual account bal ances"” chart on page seven of the
April 2, 2005 "Health Rei nbursenent Arrangenent” presentation [copy
on file] contained the nodel reflecting the two-percent HRA rate.
Upon reviewing that chart, she declared that, "it would nmake a
substantial difference.”

In response to a coment by Co-Chair WIken, Senator Stedman
affirmed that, in addition to increasing the enployer contribution
to the HRA account by one percent, the anendnent would also
elimnate the $500 linmt on the enployer's HRA contribution. He
stated that the ability to withdraw t he HRA funds tax-free woul d be
"very attractive".

Co-Chair W1 ken, referencing the aforenentioned chart, understood
that the affect of the amendnent on a person's HRA account, with an
8.25 percent return, would be to increase the bal ance from $56, 465
to $138, 513.

Senator Stedman furthered that the balance of a person with 25
years of service would increase from $39,400 to $84,200. The
bal ance for a person with 20 years of service would increase from
$22,000 to approximately $50,000. A six-percent return for a person
with 20 years of service would increase from$17,000 to $39, 000. A
significant increase would occur.

3:33:13 PM

Senator Stedman noted that were this one percent placed in the
retirement fund, it would be subject to taxes and the individual
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woul d not fare as well. Increasing the anmobunt placed in the HRA
woul d advant age t he enpl oyee.

Co-Chair Geen concluded that this would provide "a very nice
benefit."

Senat or O son agr eed.
Co- Chair G een asked whether there was any further objection.
There bei ng none, Anmendnent #13 was ADOPTED.

Co-Chair Green stated that Anendnent #1, which had been offered by
Senator O son and set aside in order to obtain further infornation
regardi ng the nunber of PERS/ TRS nenbers voting in a Board nenber
el ection, was again before the Cormttee.

Amendnent #1: This anendnment replaces all |anguage in Sec. 40,
subsections (b) through (i) beginning on page 36, |ine 27 through
page 38, line six of 24-LS0637\G wth the follow ng |anguage.
[ NOTE: This | anguage nust be confornmed to Version "F".]

(b) The Al aska Retirenent Managenent Board consists of nine
trustees. The commissioner of admnistration and the
comm ssioner of revenue shall serve on the board. Four
trustees shall be appointed by the governor and three shall be
el ected fromthe nenbership of state retirenent systens.

(c) The governor shall appoint four trustees who neet the
eligibility requirenents for an Al aska permanent fund divi dend
and who are professionally credentialed or have recognized
conpetence in investnent rmanagenent, finance, banking,
econoni cs, accounting, pension admnistration, or actuarial
anal ysis as fol |l ows:

(1) two trustees shall be appointed from the general
public; a trustee appointed under this paragraph may not hol d
another state office, position, or enploynent and nay not be a
menber or beneficiary of a retirenent system managed by the
boar d;

(2) one trustee shall be enployed as a finance officer
for a political subdivision participating in the public
enpl oyees' retirenment system

(3) one trustee shall be enployed as a finance officer
for a political subdivision participating in the teachers'
retirenment system
(d) Two trustees shall be nenbers of the public enployees’
retirenent systemel ected by nenbers of the public enpl oyees’
retirement system One trustee shall be a nenber of the
teachers' retirenent system elected by nenbers of the
teachers' retirement system Elections shall be conducted by
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t he board. The candi date who receives the nost votes cast in
the election is elected to the seat. If two seats are to be
filled at the election, the candi date who receives the highest
nunber of votes cast and the candi date who receives the second
hi ghest nunber of votes cast are elected to the seats. The
term of office of an elected nenber is three years. The
governor shall fill a vacancy in an unexpired el ective term by
appoi ntment for the period remaining before the next regularly
schedul ed election held under this subsection. The term
limtations of (e)(1l) of this section do not apply to trustees
el ected under this subsection.

(e) The trustees appointed under (c) of this section

(1) shall serve for staggered terns of three years and
may be reappointed to the board for a total of three
consecutive ternms, a person who has served three consecutive
terms may not be reappointed to the board for at |east one
year;

(2) may be renoved by the governor for cause by witten
notice, after a trustee receives witten notice of renoval
the trustee may not participate in board busi ness and may
not be counted for purposes of establishing a quorum
(f) A vacancy on the board of trustees appointed to the
board under (e)(2) of this section shall be pronptly filled.

A person filling a vacancy holds office for the bal ance of
the unexpired termof the person's predecessor, and the

bal ance of the unexpired termserved is not included in the
three-termlimtation under (e)(1l) of this section. A
vacancy on the board does not inpair the authority of a
guorum of the board to exercise all the powers and perform
all the duties of the board.

(g) Five trustees constitute a quorumfor the transaction of
Busigess and the exercise of the powers and duties of the
oar d.

(h) A trustee may not designate another person to serve on
the board in the absence of the trustee.

(1) The board shall provide annual training to its nenbers
on the duties and powers of a fiduciary of a state fund and
other training as necessary to keep the nenbers of the board
educat ed about pensi on nanagenent and investnent.

(j) The board shall elect a trustee to serve as chair and a
trustee to serve as vice-chair for one-year terns. A
trustee nay be reelected to serve additional terns as chair
or vice-chair."

In addition, |anguage in Sec. 112 page 90, lines 19 through 26 is
deleted and replaced with the followi ng |anguage. [NOTE: This
| anguage nust be confornmed to Version "F".]

* Sec. 112. The uncodified law of the State of Al aska is
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anended by addi ng a new section to read:

TRANSI TI ON: | NI TI AL STAGGERED TERMS OF TRUSTEES OF THE ALASKA
RETI REMENT SECURI TY AND PORTABI LI TY BOARD. (a) Notwi thstandi ng
AS 37.10.210(e), as repealed and reenacted by sec. 40 of this
Act, in making the initial appointnents under AS 37.10.210(c),
as repeal ed and reenacted by sec. 40 of this Act, the governor
shal | appoint one nenber for one year, one nenber for two
years and two nmenbers for three years.

(b) Notw thstanding AS 37.10.210(d), as repealed and
reenacted by sec. 40 of this Act, the initial term of the
candi dat e who receives the highest nunber of votes cast in a
two-seat election shall be elected to a three-year term and
the candidate in a two-seat el ection who receives the second
hi ghest nunber of votes cast shall be elected to a one-year
term The initial term of a candidate who receives the
hi ghest nunber of votes cast in a one seat election shall be
two years.

Senator O son reiterated that the sectional references in the
anendnent relate to Version "G' and nust be conforned to Version
"F'. Thus, the language referenced in Sec. 40 is located in Sec.
41, subsections (b) through (i) beginning on page 37, line 13
t hrough page 38, line 23 of Version "F'. The changes proposed for
Sec. 112 would apply to | anguage in Sec. 114, page 91 lines seven
t hrough fourteen of Version "F".

Co-Chair Geen informed the Conmttee that the Departnent of
Adm ni stration has infornmed that 11,077 out of 62,720 ballots that
were mailed out to nmenbers in the 2002 PERS Retirenent Board
el ection were cast. This would equate to approximately a 17 percent
voter turnout. The Departnent has indicated that election
participation in other years has ranged between 30 to 40 percent.
Co- Chair Green muai ntained her objection to the amendnent.

Aroll call was taken on the notion.

I N FAVOR: Senator Hoffman, Senator O son

OPPCSED: Senat or Bunde, Senator Dyson, Senator Stedman, Co-Chair
W1 ken, and Co-Chair G een.

The notion FAILED (2 - 5)
Amendnent #1 FAILED to be adopt ed.

Senator d son asked that Amendnment #1 be divided and offered as
Anmendnent #14.
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AT EASE 3:37:00 PM/ 3:37:57 PM

Amendnent #14: This anmendnent replaces the word "three" with the
word "two" in Sec. 41, subsection Sec.37.10.210(b)(1) on page 37,
line 20 of Version "F'" to read as foll ows.

(1) two trustees shall be appointed fromthe general public; a
trustee appointed under this paragraph may not hol d anot her
state office, position, or enploynent and may not be a nenber
or beneficiary of a retirenent system nanaged by the board;

In addition, the anmendnent deletes "one" and replaces it with the
word "two" in Sec. 41, subsection Sec.37.10.210(b)(4) on page 37,
line 28 to read as foll ows.

(4) two trustee shall be an nmenber of the public enployees’
retirement system

Senat or d son noved Anendnent #14.

Co-Chair Green objected to the anmendnent. She continued to view a
m ni nrum of three professional nmenbers on the Board as essential .

Aroll call was taken on the notion.
I N FAVOR: Senator Hof f man, Senator d son, and Senator Stedman

OPPCSED: Senator Dyson, Senator Bunde, Co-Chair WI ken, and Co-
Chair G een.

The notion FAILED (3-4)
Amendnent #14 FAILED to be adopt ed.

Concept ual Amendnent #10A: Thi s anendnent repl aces | anguage in Sec.
43, subsection Sec.37.10.220(8), beginning on line 31, page 39 with
new | anguage as foll ows.

(8) review actuarial assunptions prepared and certified by a
menber of the Anerican Acadeny of Actuaries and conduct
experience anal yses of the retirenent systens not |ess than
once every four years the results of the assunption experience
study will include a "peer review' before going to the ARMfor
review. Health cost assunptions shall be reviewed annually.

Co-Chair WIken explained that the Departnent of Adm nistration
devel oped this conceptual |anguage to replace that previously
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offered in Amendnent #10. [NOTE: Amendnent #10 was previously
di scussed and wit hdrawn from consi deration.]

At this point, Co-Chair Geen briefly conducted housekeeping in
regards to a continuing delay of a University of Al aska anmendnent,
pertinent to this bill

AT EASE 3:41:39 PM/3:42:23 PM

Co-Chair WIken noved for the adoption of the Amendnent and
obj ected for discussion.

Ms. MIllhorn reminded the Committee that a new experience
assunption study would be conducted on the systens every four
years. Prior to the new experience assunption study being presented
to the ARMB for either adoption, review, or revision, two things
must occur. The first being that the primary actuarial firm nmust
review "the actual experience by the systent and recalibrate each
of the systenmls assunptions. Recomrendati ons regardi ng any revi sion
of an assunption nust be developed. Secondly, at this point,
anot her independent, peer actuarial firmwould review the primry
actuary's "study and provide their recomrendati on for change".

Co-Chair WI ken asked whet her the assunption experience study coul d
occur nore frequently than every four years.

3:44: 08 PM

Ms. MIlhorn replied that only the medi cal assunption studies would
be conducted on an annual basis.

Co- Chair WI ken asked whet her any significance is assigned to the
four-year review tineline for other studies.

Ms. MIlhorn replied that no specific significance is attached to
the timefrane. The experience study woul d be a | ook back over the
actual experiences of the system for the previous three or four
years in order to re-evaluate and perhaps revise or nodify the
assunptions. The assunption study would be a | ook forward. A period
of time woul d be necessary when conducting an experience study and
an assunption study simultaneously.

Co-Chair WIken ascertained therefore that a four-year review cycle
woul d be an acceptable tinmeframe and is "standard practice". The
peer review would occur follow ng that study.

Ms. MII horn acknow edged.
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Co-Chair WI ken asked whether the |anguage would also require a
peer review to occur in regards to the nedical assunptions.

Ms. MIlhorn replied that, "yes, it could"

Co-Chair WIlken, to clarify the answer, asked whether that woul d be
"yes, it would."

Ms. MIlhorn affirned.

Co-Chair WI ken understood therefore that the four-year review
timeframe is standard procedure in this industry.

Co-Chair Geen commented that the anendnment's | anguage specifies
that the analyses of the retirenment system occur "not |ess than
once every four years". This |anguage would allow an anal ysis to be
conducted every four years or every year if the ARMB chose.

Co-Chair W Il ken appreciated Co-Chair Geen's clarification as he
had m sunder st ood the | anguage.

In response to further questioning from Co-Chair WIken, Co-Chair
Green clarified that an analysis could be conducted yearly, every
two years, three years or four years. The | anguage woul d not all ow
for an analysis to be conducted every five or six years.

Senator Hoffrman and Senator Bunde affirnmed Co-Chair Geen's
interpretation that an anal ysis nmust be conducted in a tinefrane of
"four years or less" or "at |east once every four years".

Co-Chair Geen suggested that a sem col on should be inserted in the
conceptual anendnent after the words "four years".

Co-Chair Geen clarified, for the record, that the Anendnent before
the Conmttee is Conceptual Amendnent 10A.

[ NOTE: Co-Chair WIlken did not formally renove his objection, which
has been offered for the sake of discussion; however, that was the
inplied intent.]

There being no further objection, Anendnent 10A was ADOPTED.
Conceptual Amendnent #15: This anmendnent requires that a "hybrid"
or "blended" retirement program consisting of both a defined
contribution and defined benefit plan, be established in Tier 1V,
as supported by the PERS/ TRS Ti er Review subcommittee.

Senat or Hoffman noved Conceptual Amendnment #15. He recalled
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testinmony before the Coonmittee fromDr. Richard Solie, a current
TRS Board nenber and a nenber of the PERS/TRS Tier Review
Subcomm ttee, in which Dr. Solie had shared information about the
two retirement programalternatives the subcomm ttee had devel oped:
one being the DCP being presented in this bill and the second bei ng
a bl ended or hybrid plan which was a conbinati on of both a DBP and
a DCP. The subconmmttee favored the hybrid plan. Rather than the
two-percent retirement benefit calculation nodified by |ength of
service as specified in the current DBP, the proposed hybrid
alternative would enconpass a flat one-percent DBP retirenent
benefit cal cul ati on conbined with a one-percent DCP el enent.

Senat or Hof f man voi ced that the fact that the 100-percent DCP pl an
proposed in this legislation has "no floor" is the reason he
supports the blended plan. In addition, there is concern that sone
State enpl oyees mght not qualify for the federal social security
program A hybrid programcoul d be devel oped that woul d renove hal f
of the State's DBP obligation while providing assurance to the
enpl oyee that, regardless of how they invested the noney in their
DCP conmponent, the DBP conponent would provide some benefit.
Anot her "conpelling argunent” voiced by Dr. Solie against the
adopting of a 100-percent DCP, would be that Al aska woul d be one of
only a few states doing so, and in that regard, mght experience
sonme "drawbacks". These are the reasons the bl ended plan received
unani nous support fromthe Tier Review Subcommttee. Therefore, "at
| east the concept [of a hybrid plan] should be di scussed and voted
upon by this Commttee".

Co-Chair Green objected to the anmendnent.

Senat or St edman communi cated that the DCP being considered in this
l egislation is Qption Two of the two alternative plans devel oped by
the PERS/ TRS Board Tier Review Subcommttee. The mnutes of the
Subcommittee's discussions affirm that the Subcommittee favored
Option One, which was the conbined or "hybrid" DC and DB pl an. That
hybrid plan option was forwarded to the full PERS and TRS Boards
where it failed both Boards: it failed with a 50/50 split vote in
t he PERS Boar d.

Senat or Stedman stated that "there are pros and cons to each type
of a plan® and that both options were reviewed during the
devel opment of this legislation. The determ nation was to further
t he 100-percent DCP, even wth the absence of a "floor". The floor
i ssue could be addressed through "the investnent selection where
there could be a fixed rate" such as a Certificate of Deposit or a
six-month rolling rate option "so that the enployee can pick if
they so choose a fixed rate and not take any market volatility".
Therefore the floor issue was addressed with the concept being that
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when the Adm nistration devel ops the investnent selections, such
things as a Fixed Rate option and a bal anced fund opti on woul d be
i ncl uded.

Senat or Stedman warned that once a DB conponent is defined in a
pl an, "you can never take it back". This is the experience of the
DBP that is currently in place. "It is very unforgiving".
Consi deration should be given to the fact that were a DCP adopt ed,
the decision could be made in the future to make it a hybrid plan
by revising it and adding a DB conponent. He reiterated, however,
that, "once it's in, you can never get it out". Significant costs
to the enployer are associated with a DBP as the result of
actuarial expenses and financial market risks. These facts
contributed to the reason a DCP was sel ected. He noted that, over
t he past few decades, nost private sector retirenent systens in the
nation have noved away from DBPs, and, nore recently, public
sectors are anticipating this action too.

Senat or Stedman opined that "the enployer is in a better position
dealing with a 100-percent”™ DCP as it wuld provide nore
flexibility. The adoption of a 100-percent DCP would assist in
bal anci ng the constraints the State faces with the current "rigid"
tier structure.

3:56: 01 PM

Senat or Hof fman countered that PERS and TRS Boards' votes on the
hybrid plan should not "be interpreted" as supporting the DCP. That
vote woul d be better interpreted as saying that "they prefer the
exi sting plan over the blended plan". Wre the current plan "off
the table, their vote mght have a different outcone. He opined
that in that case, the Boards would "overwhel mi ngly support the
bl ended pl an".

Senat or Stedman responded that were an enployee poll taken, al
respondents woul d support participationin Tier |I. Wre Tier | not
an option, they would support Tier Il, and so on. Efforts were nade
to devel op a DCP that woul d be conparable to or provi de advant ages
that would be "at |east on equal footing with the Tier Il11". There
would be agreenment with the statenent that while Tier | is
attractive to the enployee, it is "extrenely financially burdensone
and risk riddled" to the enployer. That is the reason the State
noved fromTier | to Tier Il to Tier 111

Senator Stedman rem nded that the PERS and TRS Boards did not
reconmend adoption of either Option One or Option Two. In that
regard, "they wal ked away from their obligation to help us dea
with this issue".
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Senat or Hof fman agreed that enployees would be attracted to the
best plan. Organized |abor associations would also endeavor to
devel op the best plan for their nenbers. The Boards nust consider
such things as the solvency of the plans and what is best for the
State as well as how their decisions would effect enployer
retention and recruitnment efforts. To that point, "the better the
pl an", the nore successful retention and recruitnent efforts are.
The proposed plan should be conpared to those offered in simlar
markets, specifically those in the Pacific Northwest. The fact that
this plan mght be "outside" of the ones offered in this area m ght
be another reason that Dr. Solie, who is nore famliar with the
Nor t hwest market, supported the hybrid plan. The Boards shoul d be
asked whether "they were leaving the slate clean" or were
i ndi cating support for continuing the existing plan. The Boards
have addressed the concerns associated with the plans |onger than
the Legislature has although the Legislature is responsible "for
writing" approximtely "half of the check".

4:01: 09 PM

Senator Stedman commented that the current Boards conducted "an
exhaustive analyses to create the two options: the 100-percent
defined benefit plan that is being recomended in this |egislation
and the hybrid plan that is being referenced in Amrendnent #15.
Ext ensi ve research regarding the two plans, including conmparisons
to other plans in Al aska and the Pacific Northwest, was conducted
in order to allow the State to remain conpetitive in the
recruitnment and retention of enployees. This |egislation, which
consi dered both options devel oped by the Boards, "picked up where
t hey dropped the ball".

Aroll call was taken on the notion to adopt Anendnment #15.
I N FAVOR: Senator O son and Senat or Hof f man

OPPCSED: Senat or St edman, Senat or Dyson, Co-Chair WI ken, and Co-
Chair Green

ABSENT: Senat or Bunde

The notion FAILED (2-4-1)

Amendnent #15 FAILED to be adopt ed.

Anendnent #16: This anendnent reduces the percent of each nmenber's

conpensation from3.75 percent to 1.75 percent as specified in Sec.
14. 25. 350(b) on page 15, line four and in Sec. 39.35.750(b) on page
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71, |line 14.

Co-Chair Geen noved for the adoption of Amendnent #16. She
explained that this anendnent is necessary as a result of the
adoption of Amendnent #13.

Senator Stedman affirned.
There bei ng no objection, Amendnent #16 was ADOPTED.

In order to allowthe bill's drafter to nmake appropri ate changes,
Co-Chair Wlken clarified that Amendnent #10A was a conceptua
anmendnent .

Senat or Hof f man asked when updated fiscal notes m ght be expected.

Co-Chair Geen expected that the fiscal notes would be devel oped by
Tuesday, April 5, 2005.

Senat or Hof f man asked whet her the proposed conpensation of the ARVB
menbers m ght be affected by the changes in the bill

Co-Chair Green comented that the conpensation would not be
al tered.

Senat or Hoffrman inquired as to whether the conpensation proposed
for the ARMB would be simlar to that provided to the Pernanent
Fund Corporation Board.

Co-Chair Geen stated that it is different. The PFC Board receives
a conpensation of $400 per day. This Board woul d receive $150 per
day. That anmount woul d be increased slightly as travel days, which
are not currently accounted for, would be recogni zed. She stated
that the conpensati on woul d be considered to be a "npbdest"” anpunt
when considering the financial responsibility associated with such
a Board.

Senat or Hoffnman asked how the anount would conpare to other
financi al managenent boards.

Senat or Stednman commented that the nenbers of this "public service"
Board woul d receive $150 per day. The anobunt could be revisited
were it to becone an obstacle. He shared that one of the current
PERS/ TRS Board nenbers participates at a substantially |esser
anount that his traditional consultation fee.

Co-Chair G een characterized the conpensation as a pittance
conpared to what their service is probably worth. This is the case
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with a nunber of appointed boards.

The bill was HELD in Committee.
#
ADJ OQURNIVENT

Co- Chair Green adjourned the neeting at 04: 07 PM
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