M NUTES
SENATE FI NANCE COW TTEE
April 6, 2005
9:06 a.m

CALL TO ORDER

Co-Chair Green convened the neeting at approximately 9:06:55 AM

PRESENT

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

Senat or Bert Stedman

Senat or Donny O son

Al so Attending: M CHAEL O LEARY, CFA, Executive Vice President,
Callan Associates Inc.; GARY BADER, Chief Investnent Oficer,
Treasury Division, Departnent of Revenue;

Attending via Tel econference: from an offnet |location: MG
CORDUAN, Coordinator, Chancellor's Ofice, University of Al aska,
Fai r banks Canpus; JIM JOHNSEN, Vice President, Faculty and Staff
Rel ations, University of Alaska; JOE BEEDLE, Vice President,
Finance, University of Alaska;, DOR S ROBBINS; ROBERT STRAHAN,
Finance Director, Gty of Bethel; From Kenai: MELODY DOUGLAS, Chi ef
Financial Oficer, Kenai Borough School District;

SUMVARY | NFORNMATI ON

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

The Commttee heard from the University of Al aska, a financial
consultant and took public testinmony. A commttee substitute and
four anmendnents were adopted. The bill was reported from Commttee.
SB 144- EM SSI ON CONTROL PROGRAM PERM TS/ REGS

This bill was schedul ed but not heard.

HCR 2-1 N- STATE NATURAL GAS NEEDS

This bill was schedul ed but not heard.
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#SB141
9: 07: 26 AM

SENATE BI LL NO. 141

"An Act relating to the teachers' and public enployees’

retirement systens and creating defined contribution and
health reinbursenment plans for nenbers of the teachers

retirenment system and the public enployees' retirenent system
who are first hired after July 1, 2005; establishing the
Al aska Retirenment Managenent Board to replace the Al aska State
Pensi on |nvestnent Board, the Al aska Teachers' Retirenent
Board, and the Public Enployees' Retirenent Board; adding
appeal s of the decisions of the adm nistrator of the teachers’
and public enployees' retirenent systens to the jurisdiction
of the office of adm nistrative hearings; and providing for an
effective date."

This was the 11th hearing for this bill in the Senate Finance
Commi ttee.

Co-Chair Geen expl ained the proposed conmttee substitute, Version
"Y', incorporates the anendnments adopted during the previous
hearing on this bill

Co-Chair W1 ken noved for adoption of CS SB 141, 24-LS0637\Y as a
wor ki ng docunent .

Wt hout objection the commttee substitute was ADOPTED.

Co-Chair Green next informed that representatives of the University
of Al aska have requested inclusions of certain provisions in this
| egi sl ation. These relate to questions raised regarding collective
bargaining. A |egal opinion was obtained, which determ ned that
statutory | anguage was not required to address the issue for nost
agencies wth Public Enployees Retirement System (PERS) and
Teachers Retirenent System (TRS) nenbers, as the practice was
standard operations. However, the University operates sonmewhat
differently and would require a statutory provision. To date, the
col l ective bargaining practices of the University have operated
under the direction of l|egislative intent.

9:10: 21 AM

Senat or O son asked if the current collective bargaining practice
has been upheld in court challenges.
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Co- Chair Green responded that the practice has not been chal |l enged
since the original court finding was issued in 1978. The practice
has continued in the current manner since that date. The | onger the
standard is naintained, the nore validity the standard has.

Senator O son surm sed the issue has been argued in a court of |aw
only one tine.

Co-Chair Green affirned.
9:11: 21 AM

Amendnent  #20: This anendnent inserts "relating to university
retirement progranms” into the title on page 1, line 4.

Thi s anmendnment al so inserts "participates in a* to AS 14.25.040(a)
anended in Section 5. The anended | anguage reads as foll ows.

(a) Unless a teacher or nenber participates in a [HAS
ELECTED TO PARTI Cl PATE I N THE OPTI ONAL] university retirenent
program under AS 14.40.330 - 14.40.799, [OR] has filed an
el ection under AS 14.25.043(b), or has elected to participate
in the plan established in AS 14.25.310 - 14.25.590, a teacher
or nmenber contracting for service with a participating

enployer is subject to AS 14.25.009 - 14.25.220 [TH'S
CHAPTER] .
This anmendnment also inserts a new bill section on page 10,

followwng line 22 to read as foll ows.

Sec. 16. AS 14.25.115(a) is anended to read:

(a) A teacher in nmenbership service on or after July 1.
1977, who is appointed to retirenment on or after July 1, 1978,
may el ect to apply unused sick |eave credit in conputing the
total nunber of years of <credited service under AS
14.25.110(d) except for sick | eave earned while participating
in a [THE OPTIONAL] university retirement program under AS
14.40.661 - 14.40.799. To obtain service credit for unused
sick | eave, a teacher nust apply to the adm nistrator not [NJ
| ater than one year after appointnment to retirenment. Unused
sick leave shall be credited on a day-for-day basis in
accordance with the table for service after July 1, 1969,
contained in AS 14.25.220(45). Teacher contributions may not
be required for credited unused sick |eave.

This anmendnent also inserts a new bill section on page 13,
followwng line 18 to read as foll ows.
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Sec. 30. AS 14.25.220(42) is anended to read:

(42) "teacher" and "nmenber" are used interchangeably
under this chapter and nean a person eligible to participate
in the systemand who is covered by the system limted to

(A a certified full-time or part-tine
el enentary or secondary teacher, a certified school
nurse, or a certified person in a position requiring a
teaching certificate as a condition of enploynent in a
public school of the state, the Departnent of Education
and Early Devel opnent, or the Departnment of Labor and
Wor kf orce Devel opnent;

(B) a full-tinme or part-tine teacher of the
University of Alaska or a person occupying a full-tine
adm ni strative position at the University of Al aska that
requires academc standing; the approval of the
adm ni strator nust be obtained before an adm nistrative
position qualifies for nenbership in the system however,
a teacher or adm nistrative person at the university who
is participating in a [THE OPTIONAL] university
retirement program under AS 14.40.661 - 14.40.799 is not
a nenber under this system

(C) a state legislator who el ects nenbership
under AS 14.25.040(b);

Thi s anendnent del etes "has elected to participate in the optional"”
and inserts "is participating in a" to Sec. 14.25.330. Menbership.
(b) added through Section 30 on page 14, line 14. The anended
| anguage reads as foll ows.

(b) A teacher who is participating in a university
retirement program under AS 14.40.660 - 14.40.799 may not
participate as a nenber of the defined contribution retirenent
pl an.

Thi s anmendnent al so del etes the | anguage of Section 35 on page 37,
lines 25 - 30 and inserts 15 new bill sections to read as foll ows.

Sec. 35. AS 14.40.661 is amended to read:

Sec. 14.40.661. Authority of board. (a) The board nmay
establish and maintain [AN OPTIONAL] university retirenent
prograns [ PROGRANVS] for eligible enployees in which
retirement, health, and death benefits are provided through
t he purchase of annuity contracts, either fixed, variable, or
a conbination of fixed and variable. Participation in a
university retirenent [ THE] program is in place of
participation in a state retirenment system The university nmay
establish retirenent prograns for new enployees in a
participating position at any tine. Retirenment prograns nay be

SFC- 05 (4) 04/ 06/ 05



optional or nmandatory.
(b) The board shal

(1) provide for the admnistration of the retirenent
prograns [PROGRAM, including procedures for resolving
conplaints fromparticipating enpl oyees;

(2) designate the conpany or conpanies to which
paynent of the contributions required under AS 14.40.691 may
be nmade, after considering the

(A) nature and extent of the rights and
benefits that the contracts will provide to enpl oyees who
elect to participate and to their beneficiaries;

(B) relation of the contractual rights and
benefits to the contributions to be nmade under AS
14. 40. 661 - 14.40.799;

(C suitability of the contractual rights and
benefits to the needs and interests of enployees who
[ ELECTING TQ@ participate and to the interest of the
university in the enploynent and retention of enpl oyees;

(D) ability of the designated conpany or
conpanies to provide rights and benefits under the
contracts; and

(E) efficacy of the ~contracts in the
recruitnment and retention of faculty and adm ni strators;

(3) take other actions required to ensure that the
retirenment prograns conply with applicable provisions of 26
U S C 401 - 417 [ PROGRAM QUALI FIES AS A QUALI FI ED TRUST UNDER
26 U.S.C. 401(a)] (Internal Revenue Code).

Sec. 36. AS 14.40.661 is anended by adding a new subsection to
read:

(c) The university retirenent prograns established under
this section are not subject to bargaining under AS 23.40.070
- 23.40.260 (Public Enploynent Relations Act).

Sec. 27. AS 14.40.671(b) is anended to read:

(b) An election under (a) of this section to participate
in auniversity retirement [ THE] programis irrevocable. The
el ection shall be nmade in witing on a form provided by the
board and approved for the state by the conmssion of
adm ni stration. The formnust be filed with the university not
[BOARD NO later than 30 days after the date on which the
enpl oyee is notified by the university that the enpl oyee is
[ FI RST BECOVES] eligible to participate in the program A copy
of the form shall be delivered to the appropriate state
retirenment system The election becones irrevocable on the
date it is received by the board.

Sec. 38. AS 14.40.671(c) is anended to read:
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(c) Participation in a wuniversity retirenent [THE
ELECTI ON TO PARTI Cl PATE I N THE] program constitutes a waiver
of all rights and benefits under the state retirenent systens
earned on or after the effective date of the election if the
participation is optional, or the effective date of the
participation if the participation is mandatory, and while the
enpl oyee is participating in a university retirenent [THE]
program

Sec. 39. AS 14.40.671(d) is anended to read:

(d) Except as provided in (e) of this section, if a
nonvested nmenber of a state retirenent system participates
[ ELECTS TO PARTICIPATE] in a university retirenment [THE]
program the enpl oyee may choose to transfer the anount in the
enpl oyee's contribution account to a university retirenent
[ THE] program |If the enployee chooses to transfer the
account, the appropriate state retirenment systemshall pay to
the university on behalf of the enployee an anmobunt equal to
t he bal ance in the account. The paynent nust be nade within 45
days after notice of the enployee's decision to transfer the
enpl oyee's contribution account to a university retirenent
program [ THE ELECTION] is received by the state retirenent
system The financial officer of +the wuniversity shall
[ MVEDI ATELY] pay the anmount received to the designated
conpany or conpanies for the benefit of the enpl oyee as soon
as possible. An enployee who transfers assets under this
subsection may not reclaimthe corresponding service in the
state retirenent systemif the enployee is reenpl oyed under
the state retirenent system

Sec. 40. AS 14.40.671(e) is anended to read:

(a) An enpl oyee whose rights to transfer assets out of a
state retirenent system are subject to a qualified donestic
relations order is entitled to transfer assets fromthe state
retirement systemto a university retirenent [THE] program
only if the requirenments for receiving a refund under AS
14. 25.150(b), 14.25.360, [OR] AS 39.35.200(c), or 39.35.760,
as appropriate, are net.

Sec. 41. AS 14.40.671(f) is anended to read:

(f) If a vested nenber of a state retirement system
participates [ELECTS TO PARTICIPATE] in a wuniversity
retirenent [THE] program the enployee ceases to be an active
menber of the state retirement systemon the effective date of
the participation in a university retirenment [THE] program
The enployee retains all benefits accrued in the state
retirenment system
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Sec. 42. AS 14.40.671(g) is anended to read:

(g) An enpl oyee who does not [ELECT TQ@ participate in a
university retirenent [ THE] program under this section becones
or remains a nenber of the appropriate state retirenent
system

Sec. 43. AS 14.40.671 is anended by addi ng new subsections to
read:

(h) Notwi thstanding (b) of this section, the university
may establish a mandatory retirement program for new
enpl oyees.

(i) Notwithstanding (b) of this section, the university
may of fer an enpl oyee who made an el ection not to participate
in an optional university retirement programat the tinme the
enpl oyee was eligible to participate in the programan option
to enroll in a different university retirenment programfirst
established by the university after the effective date of this
subsecti on.

Sec. 44. AS 14.40.681 is amended to read:

Sec. 14. 40. 681. Retirement system nenbership. An
[ ELI G BLE] enpl oyee participating [ ELECTI NG TO PARTI Cl PATE] in
a university retirenent [ THE] program may not participate in a
state retirenent system during the time the enployee is
enployed in a participating position. If the enployee is |ater
enployed in a position covered by a state retirenent system
that is not a participating position, the enpl oyee nmay not
continue to participate in a university retirenent [ THE]
program and shall begin to participate in the state retirenent
system

Sec. 45. AS 14.40.691(c) is anended to read:

(c) The board nmay specify that contributions required by
this section are nmade by a reduction in salary under 26 U. S. C
403(b) or 26 U.S.C. 414(h)(2) (Internal Revenue Code).

Sec. 46. AS 14.40.701 is anmended to read:

Sec. 14.40.701. Benefits. Paynent of benefits to
participants of the program is the responsibility of the
conpany or conpani es designated by the board and is not the
responsibility of the board, the university or the state. The
benefits are payable to participants or their beneficiaries in
accordance with the ternms of the applicable retirenent plan
docunent [ ANNUI TY CONTRACT OR CONTRACTS. HOWEVER, RETI REMENT
BENEFI TS MUST BE PAID IN THE FORM OF A LI FETI ME | NCOVE. EXCEPT
FOR DEATH BENEFI TS, A SI NGLE- SUM CASH PAYMENT | S NOT PERM TTED
UNDER THI' S SECTI ON. ]
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Sec. 47. AS 14.40.799(3) is anended to read:

(3) "contribution account”™ nmeans the nenber
contribution account under AS 14.25.009 - 14.25.220, the
i ndi vi dual account under AS 14.25.310 - 14.25.590, [AS 14.25
OR] the enployee contribution account under AS 39.35.095 -
39.35.680, or the individual account under AS 39.35.700 -
39.35.990 [ AS 39. 35], whichever is appropriate;

Sec. 48. AS 14.40.799(5) is anended to read:

(5) "participating position"” neans a position that
is a permanent position that is at least a .5 full-tine
appointrment and is included in the applicable retirenment plan
docunent [AS

(A) A FACULTY APPO NTMENT; OR
(B) AN ADM NI STRATOR AND THE PGCsI TI ON HAS BEEN
DESI GNATED BY THE BOARD FOR | NCLUSI ON I N THE PROGRAM ;

Sec. 49. AS 14.40.799(6) is anended to read:
(6) "progranmt neans a [THE OPTIONAL] wuniversity
retirement program

Sec. 50. AS 14.40.799 is anended by addi ng a new paragraph to
read:
(8) "university" nmeans the University of Al aska.

This anendnent also inserts a new bill section on page 61,
followwng line 24 to read as foll ows.

Sec. 84. AS 39.35.120 is anmended to read:

Sec. 39.35.120. Commencenent of participation. (a) An
enpl oyee of the state shall be included in this system upon
commencenent of enploynent with the state, or on January 1,
1961, whichever is later. Unless an enpl oyee participates in a
[ HAS ELECTED TO PARTICIPATE IN THE OPTIONAL] wuniversity
retirement program under AS 14.40.661 - 14.40.799, an enpl oyee
of a political subdivision or public organization that becones
an enpl oyer shall be included in the systemon the effective
date of the enployer's participation or the date of the
enpl oyee's comencenent of enploynent with the enployer,
whi chever is later.

(b) I'nclusion in the systemis a condition of enploynent
for an enpl oyee except as otherw se provided for

(1) an elected official;

(2) an enployee making an election under AS
39. 35.150(b); and

(3) an enployee of the university who partici pates
in a [HAS ELECTED TO PARTI Cl PATE I N THE OPTI ONAL] uni versity
retirement program under AS 14.40.661 - 14.40.799.
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This anmendnent also inserts a new bill section on page 72,
followwng line 28 to read as foll ows.

Sec. 117. AS 39.35.680(21) is anended to read:
(21) "menber" or "enpl oyee"
(A) neans a person eligible to participate in
the system and who is covered by the system
(B) includes

(i) an active nenber;

(1i) an inactive nenber;

(iii1) a vested nmenber

(iv) a deferred vested nenber;

(v) a nonvested nenber;

(vi) a disabled nenber;

(vii) a retired nenber;

(viii) an elected public officer under AS
39. 35. 381;

(© does not include

(i) former nenbers;

(i1) persons conpensated on a contractual
or fee basis;

(ti1) casual or enmergency workers or
nonper manent enpl oyees as defined in AS 39. 25. 200;

(iv) persons covered by the Al aska
Teachers' Retirenment System except as provided
under AS 39.35.131 and 39.35.381, or persons
covered by a [THE OPTIONAL] university retirenment
progr am

(v) enployees of the division of marine
transportati on engaged in operating the state ferry
system who are covered by a wunion or group
retirenment system to which the state nakes
contri butions;

(vi) justices of the suprene court or
judges of the court of appeals or of the superior
or district courts of Al aska;

(vii) the admnistrative director of
courts appointed under art. 1V, sec. 16 of the
state constitution unless the director becones a
menber under AS 39. 35. 158;

(viii) menmbers of the elected public
officers' retirenment system (fornmer AS 39.37); and

(1x) cont ract ual enpl oyees  of t he
| egi sl ative branch of state governnment under AS
24.10. 060(f);

(D) may include enpl oyees of the division of
marine transportation excluded under (O (v) of this
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par agraph provi ded that

(i) the State of Alaska formally agrees
to their inclusion through the process of
col | ective bargaining; and

(i1) no collective bargai ning agreenent
has the effect of obligating contributions made by
the state under AS 39.30.150 in the event the state
resunes participation in the federal soci al
security system

New Text Underlined [ DELETED TEXT BRACKETED

This anmendnent al so nakes conform ng changes and renunbers bil
sections as necessary.

MEG CORDUAN, Coordinator, Chancellor's Ofice, University of
Al aska, Fairbanks Canpus, testified via teleconference from an
offnet |ocation, to request this anendnent be adopted to provide
clarification. The unions covering University enpl oyees have never
attenpted to bargain the current practice; however it would be
beneficial to include statutory | anguage.

AT EASE 9:13:28 AM

Co- Chair Green requested an explanation of the amendnent.

JIM JOHNSEN, Vice President, Faculty and Staff Relations,
University of Alaska, testified via tel econference froman of f net
| ocation that the proposed anmendnent woul d nodify the statute that
provi des the optional retirenment program for the University. The
intent is to "provide a clear statement that the optional

retirement plans and the University's pension prograns are not
subj ect to collective bargaining.” This anendnent would allow t he
Board of Regents to establish a systemto allow or require new
enpl oyees to participate in an optional retirenent plan. The Board
could also permt existing enployees who had initially chosen to
not participate, or were ineligible to participate in the optiona

retirenment plan, an opportunity to do so. This would be a one-tine
avai lability for existing enployees to change their retirenent
plan. Currently only faculty and executive adm nistrators are able
to participate in the optional retirenment plan.

M. Johnsen continued that this anendnent would also allow the
Board of Regents to inplenent a health benefit provision in all or
part of the plan. The current work plan is a limted defined
contribution retirenment plan w thout any health care coverage. A
heal th care rei nbursenent account is one option for consideration.
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Co-Chair Geen noved for adoption of the anendnent and objected for
di scussi on.

9:17:12 AM

Senator Hoffrman clarified that the wtness stated that many
enpl oyees had opted to participate in the optional retirenent plan
with the understanding that electing to participate was a one-tine
deci sion; and that this anmendnment woul d al |l ow enpl oyees to change
that decision to no longer participate in the optional retirenent
pl an.

9:17:55 AM

M . Johnsen corrected the intent is not to provide an opportunity
to all ow enpl oyees participating in the optional retirenent plan to
chose to instead participate in the PERS or TRS plans. Rather the
anmendnent would permt the Board to all ow those enpl oyees who had
opted to participate in PERS or TRS to instead participate in the
optional retirenment plan.

There was no objection and the anendnment was ADOPTED.
9:18:51 AM

Anendnent #17: This anendnent to Section 110 on page 98 lines 18 -
20 del etes the new paragraph added to AS 44.64.030(a) and inserts
two new paragraphs to read as foll ows.

(36) AS 14.25.006 (teachers’ retirement
systen);

(37) AS 39.35.006 (public enployees' retirenent
system

Co-Chair G een noved for adoption and objected to the notion to
provi de an expl anati on.

Co-Chair Green relayed that an adm nistrative | aw judge poi nted out
that the initial paragraph, which specified AS 37.10.210 -
37.10.390 (Alaska Retirenent Managenent Board), would have
i nadvertently allowed the adm nistrative |aw judge to hear appeals
to Al aska Retirenent Managenent Board decisions. Co-Chair Geen
stressed that this was not the intent and that this anendnent woul d
correct this. The appeals actually originate from TRS and PERS
deci si ons.

The amendnent was ADOPTED wi t hout obj ecti on.
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9:20:32 AM

Amendnent #18: Thi s amendnent del etes Sec. 39. 35. 975.
Adm ni strative director of courts., on page 92, lines 22 - 25,
added by Section 101.

Co-Chair Geen noved for adoption and objected to provide an
expl anat i on.

Co-Chair Green stated this anmendnent woul d renpbve the option of an
adm nistrative director or the Alaska Court Systemto wi thdraw from
the Judicial Retirement System and participate in the public
enpl oyees' defined contribution retirenment plan. There is only one
adm nistrative director position within the Al aska Court System and
"one can never envision them opting to nove to the defined
contribution plan.™

W t hout objection the anendnment was ADOPTED.
9:21:49 AM
Amendrent #19: This anendnent deletes "plan [SYSTEM" and inserts

"retirenment fund" to the | anguage of Section 17 on page 11, line 5.
The amended | anguage reads as foll ows.

Sec. 17. AS 14.25.143(a), as that subsection read follow ng
amendnent by sec. 12, ch. 106, SLA 1988, until anmended by sec.
12, ch 97, SLA 1990, is anended to read:

(a) When the adm nistrator determ nes that the cost of
living has increased and that the financial condition of the
retirement fund permts, the admnistrator shall increase
benefit paynents to persons receiving benefits under this
pl an. For purposes of this subsection, the financial condition
of the plan would only permt an increase in benefits when the
ratio of total fund assets to the accrued liability neets or
exceeds 110 percent. In this subsection, "accrued liability"
neans the present value of all nenber benefits accrued by
menber service in this plan [ SYSTEM.

Thi s anendnent al so changes the statutory reference in subsection
(a)(5) of Sec. 14.25.440. Distribution Requirenents., added through
Section 30, on page 21, line 17. The amended | anguage reads as
fol |l ows.

(5) notwithstanding (a) of this section, a
partici pant whose account has a balance of $1,000 or |ess
neets the requirenents of AS 14.25.410, at which tine the
partici pant nust take paynent of the participant's account.
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Thi s anendnment al so del etes "working” follow ng "professional™ from
subsection (3) of AS 37.10.390. Definitions., anmended by Section 47
on page 46, line 7. The anended | anguage reads as foll ows.

(3) "recogni zed conpetence” nmeans a mnimum of 10
years' professional experience working or teaching in the
field of investnent managenent, finance, banking, econom cs,
accounting, pension adm nistration, or actuarial analysis;

New Text Underlined [ DELETED TEXT BRACKETED]

Co-Chair Geen noved for adoption and objected to offer an
expl anation. She stated that the changes proposed in the amendnent
are to correct drafting errors.

There was no objection and the anendnent was ADOPTED.
9.22:57 AM

Senat or Hof fman asked if a revised fiscal note would be prepared to
reflect the amendnents just adopted.

Co-Chair Geen replied that the only fiscal changes relate to the
Uni versity of Al aska systemand that a fiscal note revision was not
necessary.

Senat or Hof f man contended that the |egislature would be responsible
for changes that inpact the University budget and should therefore
be reflected in a fiscal note.

Co-Chair Green indicated she woul d research the matter
9: 23: 56 AM

MELODY DQUGLAS, Chief Financial Oficer, Kenai Borough School
District, testified via teleconference from Kenai, read into the
record the foll ow ng.

The District is the largest enployer on the Kenai Peninsul a
and the fourth largest district in the State, enploying
approxi mately 11, 000 peopl e.

You're going in the right direction with nuch of the
| egi slation contained in SB 141 for PERS and TRS enpl oyees and
el ected officials. Thank you for your hard work. | would Iike
to bring a few issues to your attention today for further
di scussi on and resol ution.

SFC- 05 (13) 04/ 06/ 05



Creating a new tier for both PERS and TRS is essential to the
health of these systens. However, a significant issue in ny
mnd is the unfunded liability of the nearly $6 billion if
pai d today, nost of which is comng fromfull health benefits
for retirees younger than 65. | ask that pension bonds be
explored to address this matter. | have heard it said that we
(the state) can't conmt those comng after us by such a
financing arrangenent. The fact 1is that the financial
commtrment is already here; we are just paying for it with
i ncreased enpl oyer contribution rates. It's not only prudent;
it is our responsibility to address this matter. Pension
bonds, for even a portion of the unfunded liability if not
all, would have the affect of |owering enployer contribution
rates. Estimated bond rates of 5.5 to 6% would generate a
savings as conpared to the 8.25% currently charged to
enpl oyers for the PERS and TRS unfunded liability. However,
the benefit of this option will decline as interest rates
rise.

New tiers should be based on a defined contribution retirenent
system for new enpl oyees. Corporate Anmerica has transitioned
to a defined contribution system because they could no | onger
afford to incur all the risk of a defined benefit retirenent
system The Public Sector nust follow suit; the Kenai
Peni nsul a Borough School District does not have the funds to
address ongoi ng enpl oyer rate increases w thout draconian cuts
in the classroom | am concerned about attracting and
retaining quality enployees throughout the State. | don't see
a defined contribution systemand recruiting and retention as
mutual |y exclusive if the systemincludes a conbinati on of say
50% fixed (less risky) investing, and 50% fl exi bl e i nvesti ng,
in conjunction with a health care benefits. Requiring a fixed
i nvest nent conponent will ensure a secure level of retirenent
benefits for individuals. Portability of an individual's
retirement fund is an attractive feature of a defined
contribution system given that younger generations are
expected to change jobs 7 or nore tines during their career.

9:27:06 AM

Co-Chair Green interrupted to request that the w tness concl ude her
testinony, as the next speaker nust depart shortly to catch an
ai rplane. [Ms. Douglas resuned testifying later in the hearing.]

9:27:19 AM
M CHAEL O LEARY, CFA, Executive Vice President, Callan Associ ates
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Inc., gave his presentation highlighting portions of a handout
titled "ASPI B Asset Allocation Background"” [copy on file].

Page 3

Cal | an Associ ates Inc.

* Independent enployee owned pure investnent consulting
firmserving 289 plan sponsor clients as of 12/31/04
e 171 enployees including dedicated specialists in
guantitative nodeling, manager research, and perfornmance
noni toring
« Largest investnent consulting practice serving public
f unds
0o 88 public fund clients with aggregate assets of
$692 billion
0 average nore than 22 asset liability and 100 asset
al l ocation studies annually
o last conducted an asset liability study in 2003
o annually update asset allocation only analysis

M. OLeary told of the activities of the conpany he represents.
Page 14

Efficient Portfolios

* For any given rate of return, no other portfolio has |ess
risk

» For any given level of risk, no other portfolio provides
superior returns.

 Efficient portfolios |lie sonmewhere on the efficient
frontier.

e In practice, it is not uncomon to find portfolios that
are inefficient in a risk-return context.

And
Page 15
Asset Liability Concepts
Benefits = Contributions + Earnings - Expenses
Benefits - traditional retirenment benefits dependent on future
inflation inpacting salaries and post retirenment adjustnents
Contri buti ons - dependent on funding status, pl an

denogr aphi cs, expected earnings & discount rate, actuarial
budgeti ng approach
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Earnings - dependent on asset allocation policy, mnanager
success and cost (frequently dom nated by size factors but
al so varied by asset type).

Oten msunderstood reality - actuarial loss is failure to
achi eve assumed actuarial return (8.25% per year for AK)
Sinply failing to earn anything over 3 years results in a $1
mllion liability becomng a $1.268 liability.

M. O Leary gave a background of how the Al aska State Pension
| nvest nent Board (ASPIB) has established investnment policy, which
is simlar to the policies governing the State's Supplenental
Benefit System (SBS) and Deferred Conpensation funds. Like nost
maj or public pension systens, nodeling capital market theory is
utilized to set policies.

M. O Leary explained the nethod of managing a defined benefits
plan by wutilizing actuarial information to nodel the range of
liabilities. Because the Al aska plans provi de nedical benefits, the
nodel i ng gives an "appearance that the liabilities are "incredibly
sensitive" to health inflation; nmuch nore so than any of the other
public funds" Callan Associ ates advi ses.

M. O Leary described the formula shown on page 15 as "the given in
pensi on funding". The typical defined benefit plan has significant
inflation sensitivity because the benefit is defined in terns of
final pay plus post-retirement cost of |[|iving adjustnents.
Therefore defined benefit plans are subject to both wage inflation
and price inflation.

M. O Leary continued that contribution is the "actuary's real ni.
He likened this to a budgeting process, in which it is determ ned
how contributions would be mde and the tinmeframe of those
contributions. This affects the ability of a system to achieve
ear ni ngs because earnings could only be achi eved on funds avail abl e
for investnent.

M. O Leary spoke of confusion heard in nedia reports over the
definition of loss in this instance. He stated that from the
actuarial perspective, a loss includes earnings less than the
anount projected. The earnings assunption for the PERS and TRS
systens is 8.25 percent; therefore earnings of any anount |ess than
this percentage is considered a | oss.

9:32:11 AM

Page 17

Efficient Frontier M xes & Proposed Asset M x Policies
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[ This tabl e conpares Expected Return, Standard Deviation, and
Sharpe Ratio for the foll ow ng portfolios:

Mlitary

Mx 1

Mx 2

Mx 3

Mx 4

Judi ci al

PERS/ TRS

Mx 5

Mx 6

By list the foll owi ng conponents and correspondi ng nmaxi nuns:

Large Cap 100
Smal | /M d Cap 100
I nternational Equity 100
Donesti c Fi xed 100
Non US Fi xed 100
Real Estate 15
Private Equity 6
High Yield 10
Absol ute Return 0
Q her 0

A comment reads:
Pl ease note that the optim zer was not allowed to sel ect
"absolute return" or "other". Liquid investnents in
private equity and "other” were not nade avail able for
use in the Judicial or Mlitary mxes. Real estate &
private equity were al so excluded from consideration for
the Mlitary program

Information for PERS/ TRS portfolio reads as foll ows:

Large Cap 30
Smal | /M d Cap 6
International Equity 15
Donestic Fi xed 24

Non US Fi xed 2
Real Estate 9
Private Equity 6
High Yield 2
Absol ute Return 3
Q her 3

Tot al 100
Expected Return 7.83
St andard Devi ation 11.76
Sharpe Ratio 0.41]

M. O Leary explained that the figures for each portfolio are
"points along the efficient frontier". The ASPIB "studiously
reviews" this information annually and alternatives are consi dered.
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Policies are adopted annually and every several years a "full
integrated asset liability study” is conducted. The | ast study was
conducted in 2003.

M. O Leary pointed out that the expected return of the current
policy is 7.83 percent, which is below the actuarial earning
assunption of 8.25 percent. In developing the projections, the
actuary tends to consider long-term periods of 40 or nore years;
effectively the life expectancy of the youngest participant. The
assunptions conpiled by Callan Associates are focused on a five-
year period. The inflation assunption is 2.6 percent rather than
the 3.5 percent calculated into the actuarial evaluation. If the
same inflation assunption were utilized, the nomnal expected
return for this policy would be higher. This issue has received
consi derable discussion at the PERS and TRS boards' annual
meet i ngs.

9:35:01 AM
Page 18

Efficient Frontier G aph

Efficient Frontier 2005 Adjusted Optim zation Set

[ This line graph shows the trend of Projected Return conpared

to the Projected Risk with PERS/TRS, Judicial and Mlitary

noted on the trend.

Acconpanyi ng conment reads:
PERS/ TRS is above the efficient frontier because asset
categories not available to the optimzer are included in
the policy (absolute return & other).]

M. OlLlLeary relayed that as a professional advisory, he
"encourages" clients to place their funds "anywhere on the
efficient frontier". The PERS/ TRS funds have a slightly higher
projected return because it includes asset categories that the
Judicial and Mlitary funds are restricted from participating in.

9:35:59 AM
Page 19

Uni que Factors
e Medical programincl usion
0 Extraordinary health inflation at a bad tine
0 Projecting nedical inflation at rates well in
excess of projected returns for any asset class
(i.e. 10%or nore for next 5 years)
o Terminal projected inflation rate = 5% versus
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Callan CPlI projection of 2.6%

 Enbedded salary inflation assunption greater than Call an
inflation projection & inflation enbedded in current
financial markets (e.g. TIPS)

e Actuary is assumng less than 5% "real return”

M. O Leary noted this are sonme factors unique to the PERS and TRS
system The extraordinary health inflation and the timng of that
inflation has had a significant inpact. He was troubled by the
i nplication made by Mercer Human Resource Consulting at a recent
ASPI B neeting that inflation would be ten percent plus an average
annual inflation over the next five years. Mre significantly,
Mer cer expressed an expectation that "going forward" the inflation
woul d only decline to five percent over a very protracted peri od.
By conparison, the general inflation expectation is 2.6 percent.

M. O Leary added that the salary inflation enbedded in the
assunptions utilized by Mercer is 3.5 percent and in the long term
general prices would have to increase at a |level "near the salary
rate". A 3.5 percent salary increase has not been realized and M.
O Leary did not expect this to occur within the next five years.

M. O Leary told of an investnent option available to these plans
that provide inflation-protected securities. Unfortunately no
health care related inflation-protected securities exist. However,
TIPS [acronym not defined] currently has an enbedded inflation
assunption of approximtely 2.7 percent, which is simlar to Callan
Associ ates' five-year expectation. A system could be protected
against inflation by investing solely in TIPS, however the rea
rate of return above the reported inflation rate, would be |ess
than two percent.

9:39:16 AM
Page 21

Asset Al location Versus Public Funds

Asset Cl ass Weights vs. CAl Public Fund Sponsor Dat abase

[ G aph depicting the 10th, 25th, 75th and 90th Percentiles and
the Median for Donestic Equity, Donestic Fixed, Short
Term Cash, Real Estate, International Equity, Int'l Fixed-
I ncone, and Alternative, with Funds and Targets specified.

A comment states "Note that 'alternative' includes private
equity, absolute return & other."]

M. O Leary explained this chart depicts how the PERS TRS funds are

invested relative to Callan Associ ates' database of over 100 public
fund systens. PERS/ TRS funds are invested simlar to other funds,
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al though with a higher percentage of real estate and internationa
equity investnments, both of which have benefited the system
significantly.

9:40: 00 AM
Page 22

Thirteen & 1/4 Year Attribution Analysis

[ This page includes two spreadsheets titled "Thirteen And One-
Quarter Year Annualized Cunul ative Attribution Effect”, one
representing PERS and the other TRS, that |lists the
percentages of Effective W.ight, Avg Trgt Wight, Actual
Return, Target Return, Manager Effect and Asset All ocation for
Donmestic Equity, Donestic Fixed-Inconme, Hi gh Yield, Real
Estate, International Equity, Int'l Fixed-lInconme, Private
Equity, Oher, Absolute Return, and Short Tern Cash asset
cl asses. The Actual Return, Target Return, Manager Effect, and
Asset Allocation total for PERS is 8.94% = 8.96% x (0.00% x
(0.02%, and for TRSis 9.00% = 8.96% x (1.01% x 0.04% ]

M. O Leary stated that 13.25 years is the length of tine avail able
to make the cal culations. The long-term "record" has been above the
actuarial earnings assunption, although it includes periods of
"great strengths in the financial markets" particularly bond
return. Gven the current level of interest rates, returns of this
magni tude could not likely be replicated in the future. However, a
significantly lower "inflation environnent” has occurred in the
| ast several years and is predicted to continue for the follow ng
several years. The funds have achieved greater than a five-percent
real return. This is inportant because the real return estinate
enbedded in the actuaries is approximtely 4.75 percent. The
current policy, which results in the expected return of 7.83
percent, is consistent with a real return in excess of five
percent .

M. O Leary concluded the presentation.
9:42: 08 AM
Page 8
Measuring R sk
St andard Devi ation - Measures the Variability of Returns from
Their Mean
[ Diagram of a bell curve showing the Broad Donmestic Equity

Range of Returns. The standard deviation of nine percent for
66 percent of the observations is 16.9 percent.]
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Senator Stedman referenced this page and asked if the percentage of
observations should be 68 percent rather than 66.

M. O Leary answered that the anobunt is two-thirds.
9:42:42 AM

Senator Stedman next directed attention to Page 17 and recalled
conversations on the five percent real return. He noted the use of
two different growh rates: 7.8 percent for the short termof five
years and 8.25 percent for the long termof 20 to 40 years and
questioned why a "double shift growth nodel" was not used.

M. OLeary replied that he knew current interest rates and
inflation rates, but did not "have a clue" what those rates would
be over the next 40 or 50 years. The bond nmarket indicates
investors' aggregate projected inflation rate, which Callan
Associates utilizes as a basis for judgnent. The actuary's
predictions differ. M. OLeary's preferred bond rates to be
hi gher, as this would help all public funds. The current nati onal
average i s eight percent and has been such for several years

9:45: 06 AM
Page 5

Annual Stock Market Returns

1926 - 2003

[ Bar graph showing the nunmber of times returns have been:

Bel ow 0% (24), 0% 8% (7), 8% 12% (6), and Above 12% (41). A

notation reads as follows
Graph & data obtained from Vanguard web site. Based on
data from S&P (1926-1970) and Dow Jones W I shire 5000
Conposite Index (1971-2003). Over the 78 years, stocks
were below their |ong-term average (10.4% plus or m nus
2% in 31 years.]

M. O Leary stated over this tine period, stocks have returned 10.4
percent on average. The "nornmal distribution®™ on a year-by-year
basis is "a little funny", but the performance of years are |inked
to a five-year conpound return.

9:46:12 AM
Senat or Stednman then characterized the |ine graph on Page 18 as

nore like a "security market line" than an "efficient frontier", as
it is |abeled.
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9:46: 37 AM

M. OLeary clarified this graph represents a segnent of efficient
frontier, and detailed that actual investnents could be nore or
| ess conservative. The drivers are the expected future return, the
volatility of the return and the correlation of the various asset
cl asses with each other.

9:47:12 AM
Senat or Stedman asked where the data was deri ved.

M. OLeary replied that historical performance is used as a
starting point. An extensive investigation of the historic return
pattern is conducted including the nomnal and volatility of each
asset class over a "rolling five year period". The nobst recent
five-year pattern is then conpared to the historical data.

9:48: 11 AM

Senat or St ednman asked i f Ednonson and Associ ates data is used as a
sour ce.

M. O Leary affirmed this has been a val uabl e source fromthe 1920s
through the 1950s. Many additional sources of index vendors are
avail able for the years since. He listed Morgan Stanley, MSCl, S&P,
and Lehman Brot hers, as exanpl es.

9:49: 07 AM

Senat or Stedman referenced the 13-year anal ysis on Page 22 and the
witness' indication of the "five-year rolling average" and
"conparisons to the index." Senator Stedman was not concerned that
ASPIB "isn't within a reasonabl e range of where they should be on
the return for their allocation.” However it would be hel pful to
nmeasure different tineframes. He predicted that with an annua
return of 8.25 percent the liability would not exist.

Senat or Stedman al so expressed the benefit to decisions regarding
appropriation for capital projects of know ng whether a higher than
expected draw from the system would be necessary. A "trunpeter
graph” i.e. "returns recessed to the nean going out in the future”
woul d al so be hel pful. This information should be shown in dollars
rat her than standard devi ati on.

9:51: 37 AM
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Senat or Stedman requested the w tness' professional opinion of the
outcone in the event that the current practices were unchanged.
Questions were raised about the possible underestinmations of the
growh of the liabilities. He asked if investnents could "grow us
out of this problent w thout increasing risk.

9:52: 23 AM

M. O Leary gave his personal opinion, which also is Callan
Associ ates' opinion but not necessarily the opinion of ASPIB. He
was "struck by the very significant growh in the liabilities,"
especially liabilities related to nedical costs as discovered
t hrough the Asset Liability Study conducted in 2003. At that tine,
the consultant presented several investnment options to ASPIB. The
concl usi on was reached that a policy simlar to the current policy
woul d be appropriate because higher return policies would have nade
significant use of liquid investnments and higher risk investnents,
whi ch woul d have increased the volatility.

M. O Leary stated that given the contribution policy as understood
fromthe actuary and the reality of public pensions plans, net cash
flowis an inportant consideration. In the event of an aggressive
i nvestnment policy and a poor short termreturn environnment, the
ability to maintain the policy is "highly questionable”. He
therefore did not recommend a nore aggressive policy for ASPIB
Upon Callan Associates advice, ASPIB "accepted the notion" that
broadly diversifying, while continuing to pursue a five-percent
real return target, is inportant. This would nore |ikely ensure
that the consistency of performance woul d be enhanced, with fewer
"peaks and val |l eys".

9:55:11 AM
Senat or Stedman hypothesized a five-percent rate of return were
assuned then realized, and asked if the liability would be
el imnated over tine.
9:55:33 AM

Page 20

PERS/ TRS Multiple Tine Horizons

Range of Projected Rates of Return

PERS/ TRS

Optim zation Set: 2006 adjusted

[ Bar graph show ng the percentages of Annual Rates of Return
for 1 Year, 5 Years and 10 Years and listing the 10th, 25th,
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75th and 90th Percentiles and the Medi an.

An acconpanyi ng comment reads:
By striving for a slightly higher expected return, the
PERS/ TRS policy achieves a slightly greater probability
of exceeding a 5% real return.
The inclusion of "other"™ also slightly reduces the
downside return possibility (90th percentile).]

M. O Leary explained this graph denonstrates rates of return over
different tinme periods wutilizing current policy and Callan
assunptions. Actual performance could be any point within the
depi cted range, and al t hough returns higher than five percent would
be preferred, it could not be guaranteed.

Senat or Stedman understood from this information that earnings
woul d need to be of a higher percentile.

M. O Leary clarified this scenario is "driven ny markets."” He
continued, "G ven the inputs to the nodeling, that is the expected
return, the risk associated with each asset class and the
correlation. This is the range of outcones that is possible.”

9:57:49 AM

Senator Stedman remarked that the "odds are against us".
Distribution as it occurs in Las Vegas is slightly over the nean.
It is highly wunlikely that the current performance of the
i nvestnment of PERS/TRS funds, despite the "reasonable job" of
ASPI B, would be able to "close the gap."”

9: 58: 39 AM

Senator Hoffrman one of the goals discussed was to stop the
"bl eeding” or increasing liability. He asked if the witness' review
of the assets indicate a high probability that the |osses of the
past four years would continue, or whether the portfolio would
real i ze gains.

9:59: 27 AM

M. O Leary responded that the returns over the two previous
cal endar years have been in excess of 15.8 percent for both
systens. The systens are "participating fully" in the market
recovery. The situation is better than indicated fromthe data of
FY 03. Despite the bear market, the systens have achieved a
positive return of nore than 3.3 percent over five years. However,
this is an actuarial |oss because the funds did not earn the
antici pated 8.25 percent.
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10: 01: 07 AM

Senator Hoffrman cited the statenent on Page 3 that Callan services
"88 public fund clients with aggregate assets of $692 billion". He
al so recalled that solvency of the PERS/TRS funds are in the top
ten percentile. He asked if any of the other public funds are in
the top ten percentile and whether the adm nistrators of those
funds were considering najor changes to their prograns.

10: 01: 44 AM

M. O Leary replied that 12 states are considering shifting to a
defined contribution plan. Several clients have a defined
contribution as a tier.

10: 02: 26 AM

Senat or Bunde asked for clarification that the rates of return on
the PERS/ TRS funds are statistically likely to occur in the tenth
percentile rather than the nedian.

M. O Leary affirnmed and noted the probability is any percentile
within the range indicated on the bar graphs on Page 20. He
recommended a policy that provides at |east a 50 percent chance of
achieving the ten percentile.

10: 03: 20 AM

Senat or Bunde surmised that this indicates the need for systemc
change because the likelihood of a 14.7 percent return in five
years is the sane as a 1.3 percent.

M. O Leary gave a different perspective pointing out that the
funds have a 51.75 percent probability of earning 7.6 percent or
hi gher. He noted the nost recent asset liability study integrated
the liabilities with the assets and he expl ai ned how i nvesting for
a higher expected return increases risk and visa versa. In
understanding this, admnistrators of many public funds, including
t he Al aska Permanent Fund, adopt a policy simlar to that adopted
by ASPI B.

10: 04: 50 AM

Senat or Dyson appreci ated the enphasis on the risks associated with
health care costs. He sensed that several organizations and
entities nationwi de are converting to sonme forma of health savings
account. He asked if the witness had the sane under st andi ng.
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M. O Leary affirned he shared Senator Dyson's sense, qualifying
that although he has an interest in learning of these events,
i nvol venent in this aspect is not typical of Callan.

10: 05: 28 AM

Co-Chair Green referenced the data shown on Page 5 regardi ng annua
stock market return percentages for the conbined years 1926 through
2003 and asked whet her the source, Vanguard, has this information
avai l abl e for each year.

M. O Leary answered no but stated he would supply the Depart nent
of Revenue with a histogram that would denonstrate the annual
returns.

10: 06: 01 AM

Senator A son was encouraged by the projections of high returns but
was concerned that the increasing price of oil would cause the
inflation rate to "spiral out of control” and no realized actual
rate of return would occur

10: 06: 44 AM

Senator O son also asked how this scenario would affect the
PERS/ TRS unfunded liability and whether it would also "spiral out
of control."

10: 06: 59 AM

M. O Leary explained that an increase in the general |evel of
inflation above what actuarial has incorporated would nake the
liabilities greater. That is significant risk for defined benefit
progranms, and even (greater for PERS/ TRS because the "inflation
sensitivity" of its liabilities is greater. In the long term this
scenari o supports investnents that are the | east adversely affected
by inflation.

10: 07: 59 AM

Senat or Bunde continued on the topic. He noted the intent is to
make system c changes to avoid future liabilities as well as
addressing the existing deficit. He asked if the issuance of
pensi on bonds, which have been discussed as an option, would be
significantly inpacted by inflation.

10: 08: 45 AM
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M. O Leary stated that typically fixed incone investnents perform
poorly in times of accelerated inflation due to the |inkage of
interest rates and inflation. If an acceleration of inflation were
known and bonds could be issued i mediately at the current interest
rates, which are not based on such an accel eration, the proceeds
from those bonds could be invested in assets |less harned by
increased inflation. This would hedge against the affects of the
accel erated inflation.

10: 09: 45 AM

Senat or Stedman recogni zed that the performance of the PERS/ TRS
funds have been favorable since the market inprovenent. However,
liabilities are continuing to increase at a rate greater than
assets.

M. O Leary characterized this as an illustration of the inflation
sensitivity of the PERS/TRS liabilities, in that nmenbers have not
reali zed a conparabl e increase in conpensation

10: 10: 46 AM

Senat or Stedman noted that the markets appear favorably when vi ewed
in a cal endar year, but viewed as a fiscal year as conpared to the
liabilities, a "w dening gap"” continues. This nust be addressed.

10: 11: 26 AM

M. O Leary clarified that the calculations contained in his
presentation incorporates data fromFY 04. Mercer representatives
reported a "slight inprovenent in funded status and funded ratio”
at the recent ASPIB neeting.

10:11: 54 AM

Senat or Stednman respectively questioned the Mercer findings, citing
the FY 04 "statenents".

M. O Leary relayed Mercer reported the actual market val ue funding
rati o changed from64.7 percent to 63.9 percent

Senat or Stedman stated that data supplied to himdenonstrate that
the funding ratio dropped approximtely two percent for both PERS
and TRS. He would conpare the nmarket value to the real value to
determ ne the actual figures. He understood the actuarial asset
val ue was used for his findings conpared to the use of market val ue
in M. O Leary's findings.
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M. O Leary affirmed that market value was wutilized in his
presentati on.

10:12: 58 AM

Ms. Douglas resuned testifying. She read the renainder of her
statenent into the record as foll ows.

The PERS and TRS Boards shoul d i ncl ude enpl oyer representation
in their make-up. Since enployers pay the lion share of the
contribution rates to fund these systens, they should have a
voice in the deliberations of these boards. It is prudent to
evaluate the validity of what is done on a regular basis;
consolidation of these boards and evaluation of their
responsibilities and possible reassignment of sone tasks is
tinmely.

Future benefit changes, such as increasing health benefits for
certain classes of enployees, should be thoroughly revi ened
for long-termfinancial inpact before inplenented. The | ack of
adequate analysis process contributed significantly to the
unfunded liability. Please establish a 90 day revi ew process,
supported by a conprehensive |ong-termactuarial analysis, a
public hearing process and a recommendation of the retirenent
boards prior to any |legislative changes affecting PERS and
TRS. W need to ensure that these systens don't continue to
decline financially.

| recommend that actuarial services include a peer review
conponent on a periodic basis and/or a new actuary be hired
after a certain nunber of years. No matter that the concept of
hi ndsight is significantly at play in this situation, common
sense doesn't allow for decreased enployer rates in a tine
when increased health care costs and declining or negative
i nvestnent returns were being realized by nearly all entities
nationally. Relying on the schedul ed review tineline contained
in the contract, to thoroughly actuarially evaluate these
systens, in such tines is unacceptable.

It is unlikely that any |egislative decision made this year
can be fully inplemented by July 1. Please fund the 5% PERS
and TRS enpl oyer rate increases in effect for FY 06 for al

enpl oyers st atew de. This rate increase equates to
approximately $2 million for the Kenai Peninsula Borough
School District for FY 06. The Board of Education approved the
FY 06 budget, which includes Governor Mirkowski's proposed
base student allocation of $4880, Mnday night. The District
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will likely have to reduce this budget if additional funds are
realized to address the retirenent rate increases. To put $2
mllion into perspective for the District, it would equate to
approxi mately 35 teachi ng positions.

Thank you for your continued work on this critical issue
facing the State of Alaska. | appreciate the opportunity to
bring these inportant issues to your attention.

10: 15: 00 AM

AT EASE 10:16:11 AM 10:16:20 AM

JOE BEEDLE, Vice President, Finance, University of Al aska,
testified via teleconference from offnet |location that the
University of Al aska does not have a fiscal note related to
Amendnent #20. This anendnent would incur no increased costs;
rather inplenmentation would result in a cost savings. "Modeling
this savings will be deliberative and subject to our governance
process contingent sonmewhat on the passage of this vehicle or
repl acenent legislation.” He gave an estimated "cost avoi dance
i ncrease nunber” of a "seven to eight digit nunber” by FY 08.

10:17:41 AM

Senat or Hof fman remarked that a negative fiscal note is still a
fiscal note. If savings are expected, it should be docunented.

10: 18: 10 AM

M . Beedl e described the University process involving a retirenent
commttee that makes reconmmendations to the University president,
who then advises the Board of Regents on actions regarding the
retirement system Once the new prograns have been nodel ed, nore
accurate cost estimations could be figured. At this tinme, those
estimations are difficult to ascertain.

M . Beedl e enphasi zed that upon passage of this |egislation, the
University would "imediately act” to avoid certain cost
escal ati ons.

10:18: 53 AM

Senator Hoffman reiterated that the purpose of adopting Arendnent
#20 was to affect changes. If savings are anticipated, the
| egi sl ature shoul d have estimates on the anount of those savings.

10:19: 33 AM
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Co-Chair Green asked if any savings would be realized for FY 06.

10: 19: 38 AM

M. Beedle replied that some discretionary changes to the
University retirement plan are under consideration that would
result in savings for FY 06. The proposed changes are subject to
the deliberations on this legislation. One option is to limt
changes to only affect executive enpl oyees FY 06; however the final
version of this bill could provide the "confidence" to inplenent
t hose changes to ot her enpl oyee groups as the University continues
to develop different options for the retirenent plan.

10: 20: 46 AM

Co-Chair Green asked if Senator Hoffrman would be satisfied with an
i ndeterm nate fiscal note.

Senator Hoffman indicated this would be possible, although the
Uni versity shoul d provide the best possible estimates to allow the
| egi slature to judge whet her the savings were acconpli shed.

M. Beedl e stated he woul d prepare a docunent.

10: 21: 44 AM

DORIS ROBBINS testified via tel econference froman offnet |ocation
i n Fai rbanks on her own behal f that some of the changes proposed in
this legislation are hel pful, such as those affecting the rehiring
of retired and previously enployed PERS and TRS nenbers. All
retirees want the legislature to scrutinize the wunfunded
liabilities of the retirenent funds because it would affect them
As a nmenber of the Retired Public Enpl oyees Association (RPEA), she
stated the organi zati on has been educating nenbers on this issue as
wel | as the use of generic prescription drugs.

Ms. Robbi ns understood that the el ected nenbers of the PERS and TRS
boards attenpted to influence the recomendati ons of Mercer Human
Resource Consulting, although the boards and retirees are being
bl amed for the unfunded liability. She contended that the board
menbership contains no nore "rotten apples” than does the
"l egislative barrel”. The Admnistration appointed all but two
board nenbers and the Admnistration advises the boards.
Additionally, the boards nust follow | egislative directive. It is
unfair to criticize the board and public enpl oyees when it is the
| egi sl ature that enacts the |laws that govern the system
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Ms. Robbins pointed out that nenbers of PERS and TRS accepted
salary increases in anounts smaller than cost of living increases
partially because of the good nedical plan received. Use of nedical
benefits has been considered a formof "back pay"”. She retired in
the year 2000 on "1988 wages". She spoke of attracting new
t eachers.

10: 28: 50 AM

ROBERT STRAHAN, Finance Director, Cty of Bethel, testified via
tel econference froman offnet |ocation that the Gty has attenpted
to increased taxes, but voters rejected the proposals. Citizens
correctly argue that the increases are too high, yet the issue of
expenses nust be addressed. He told of the projected |oss of
$200,000 to the FY 05 budget and $1 million for FY 06 given the
facilities in need of repair. Water and sewer operations would
continue to operate at a deficit. The Cty has "barely enough”
reserves to cover these |osses. However, residents are concerned
about paying high water and sewer rates. Therefore, it is difficult
for cities such as Bethel to neet the increased PERS and TRS costs
and continue to function.

10: 33: 34 AM

GARY BADER, Chief Investnent O ficer, Treasury D vision, Departnent
of Revenue noted that nenbers of the Alaska State Pension
| nvest nent Board (ASPIB) had been present earlier in the neeting,
but were unable to remain due to other appointnents.

10: 34: 02 AM

Senator Stednman asked the rate of return on investnents for the
previ ous year.

M. Bader estimated 15 percent.

Senator Stedman asked if this percentage was cal cul ated before or
after fees were deducted fromthe earnings.

M. Bader replied this amunt is "before fees". Fees and
adm ni strati ve expenses average approxi mately 35 basis points.

Senat or St edman commended ASPIB in achieving this target and al so
in assuring assets and liabilities spread by .7 billion during that
sanme timefrane. This acconplishnment should not be negat ed.

M. Bader stated that the target would |likely be reached, although
the situation for six nonths was not ideal. Wth regard to
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liability that continues to increase despite good earnings, he
cautioned that if contributions "are not in the bank" to earn
returns, a liability would result.

10: 35: 45 AM

Senat or O son asked Senator Stednman what is the solution to the
i ncreasi ng discrepancy despite the funds neeting a 15 percent
realization

Senator Stedman replied that SB 141 is the first step. The next
step involves the newy created board to investigate restructuring
of the liability and provide the |egislature options to consider
the following session. At that time the unfunded liability is
projected to be over $6 billion. Addressing this would al so include
efforts to contain health care costs. A multiple step process woul d
be necessary.

10: 36: 50 AM

Co- Chair G een shared her and Senator Stedman's contention has been
that having one body to review and govern the retirenent system
would allow the issue to be better addressed. This is not a
criticismof any individual or board.

10: 37: 20 AM

GAYLE HARBO read her witten testinony into the record as foll ows.

| know the legislature is trying to find solutions to a
perceived problem with a retirement system that has worked
wel | for alnost 50 years. | respect your concern. | amnot a
political person, but I aman Al askan for al nost 50 years, a
not her, a grandnother, a retired teacher and nost recently a
menber of the TRS Board. | urge you to go slowy, get a second
opinion froma credible actuary and talk with affected parties
about the reasons for the decrease in the funding ratio before
you i nmpose devastati ng changes.

What affects the funding ratio? If you read the |ast valuation
you will see that TRS is al nbost 92% funded w t hout health care
costs: PERS is 120% funded. Are these healthy systens???? Wat
woul d your concl usion be? Has ASPI B done a great job??? Wat
woul d your concl usi on be?

Now |l ook at the ratios with Medical costs factored in -

remenber Al aska is one of only 4 states that pre-funds nedi ca
costs. In FY 06, under GASB, all states wll have to
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acknow edge nedical costs as a liability. Wth Mdical the TRS
ratio drops to about 63% and PERS ratio to 73% Wat would
your conclusion be? Wiat is the major factor affecting the
declining ratio?

Medical costs have been the min factor and if the
Adm ni stration woul d nake sone all owabl e changes, matters of
choi ce and conveni ence, they could save mllions of dollars on
the health plan for the current tiers. They can change the
Health Benefits for new hires wthout Ilegislation -
prospective is the key word here. Ask them why they have not
made significant changes in the last 4 or 5 years.

You may have received a nmeno from Mercer, dated March 18,
whi ch shows two itens which have also contributed to the
unfunded liability. One is the enhancenent of benefits that
various | egi sl atures have passed in recent years; sone which
the actuary said would be cost neutral. Actuaries, Iike
airlines, are cautious people and always have a discl ai ner,
"subject to change without notice.” They told you Retirenent
I ncentive Progranms would not negatively affect the funding
rati o. This past year they changed their story - they did not
predict the inpact of mnmedical costs correctly. The Boards
asked for an Actuarial Audit in 2002-2003 - In our Sept. '04
Joint Board mnutes the auditor, MIliman, stated (on page 6)
that Mercer's "starting point for projecting forward was a
nunber that was 14 percent too low " The m nutes al so refl ect
that nmedical costs account for 50% of the increases in
enpl oyer contribution rates these past years. The Joint
Boards, these past two years, have asked the Legislature not
to pass legislation which will enhance benefits for existing
Tiers and you have held off.

The second itemin the March 18th letter refers to the Ad Hoc
PRPA which is recommended by the Boards only when the fund is
heal t hy. The sheet attributes huge costs to the Ad Hoc PRPA
but fails to nmention that dollars of that cost was the
settlement of a lawsuit that nade all living retires whole,
fromtheir time of retirenment, for ad hoc PRPA s that had not
been awarded. Take that out and an ad hoc is a nere blip.

In the legislation proposing a DC plan teachers are nore
i npacted that Public Enployees. Teachers did not have the
choi ce of an SBS plan when they were pulled fromSS. Not only
t hat, because they are public enpl oyees, even though they nmay
earn SS credits, they will not get all that is due them
because of two unfair Federal Provisions, GPQ WEP, which the
Legi sl ature | ast year recogni zed as unfair when they passed a
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resol ution urging our Congressional Delegation to seek repeal.

| urge you to take tine to get a second opinion. | urge you to
work with the Boards and the Enployers and the AM. and
successful Health Care Trusts and Plans to see how nedi ca
costs can be properly managed.

Wiile | respect Dr. Solie's opinion, it is a lofty one. He may
not realize that many of the people | worked with every day
did not earn enough to save and invest the m ni num needed to
start a mutual fund. These people need the security and
assurance in their senior years that a Defined Benefit offers.
Peopl e need a system which recogni zes inflation, as SS does,
to adjust their annual retirenent incone.

Dr. Solie erred in his testinmony on HB 238. He inplied, using
a 2000 nortality table and other assunptions used by nercer,
that a person retiring from the proposed DC plan would be
better off than a Tier | enployee. It is a devastating error
to future retirees, that |, a hunble, public school teacher
must point out. If this legislature did what Dr. Solie
suggested many retirees would run out of dollars |ong before
t hey di ed.

It is a grave error to apply group assunptions of a DB plan to
i ndi vi dual assunptions on which DC plans are based. You woul d
do grievous harmto thousands of seniors if you relied on Dr.
Solie's data. Please go slowy and check and recheck and ask
for all the information...not selected sound bits.

Pl ease work wth the Boards these next years to solve the
Medi cal cost problem which is not unique to Al aska. W shoul d
be working together. The Legislature did not ask the opinions
of the Boards before they introduced these bills. My late
col | eague, Bob Boko, a respected nenber of the Fairbanks
Comunity, was not in favor of a Defined Contribution program
He knew it woul d be devastating to seniors. Though he chaired
the Tier Commttee and voted to recommend Option One of their
proposed plan, he did so only because the Adm nistration put
pressure on him After the vote in Novenber, he wanted to neet
and confer with the Joint Board nmenbers after our neeting with
ASPI B on Decenber 1st. He wanted to discuss the suggestions we
all had nmade. W were not allowed to neet. | urge you to speak
wi th his wi dow, Sharon, who shares his deep concern.

Pl ease | et us work together to nmake Al aska a pl ace where young

people want to conme and work. W can be a role nodel for
health care reformif we choose to work together. | do not
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| i ke the word "inpose"; | prefer sitting down and di scussion
the problem and devel oping a solution which works for all
Thank you for your tine.

10:45: 59 AM

Co-Chair Green noted the distribution of |anguage pertaining to the
projected fiscal inpact to the University of Al aska from the
adoption of Amendnent #20, as provided by M. Beedle.

Co-Chair Wlken offered a notion to permt the D vision of Legal
and Research Services to nmake necessary technical and conform ng
changes to this bill

There was no objection and it was so ordered.

10:48: 05 AM

Senat or Bunde offered a notion to report CS SB 144, 24-LS0637/Y, as
anended from Commttee wth individual recomrendati ons and
acconpanyi ng fiscal notes.

Senator Hoffman objected to comment on the need to address
financial concerns, particularly the rising costs of health care.
He indicated he would renove his objection after neking a
statenent. The retirenment fund is growing and the rate of return
has al nbost doubled the targeted rate. He understood the efforts to
"tighten up the prograns”, such as elimnating the incentive for
enpl oyees to transfer to rural locations in their last years of
service to bolster their retirenment incone. This practice costs the
State mllions of dollars and nust be addressed.

Senator Hoffrman referenced Dr. Solie's testinony in asserting that
the State is "going out in the front on defined contributions”. The
anendnent that Senator Hoffman had offered providing for a "bl ended
plan" as well as actions tightening up the programwould "nore than
acconplish"” the goals of a viable fund. This approach woul d pl ace
the State in a better position to recruit and retain enpl oyees.

Senat or Hoffman remarked that the major changes contained in the
current version of this bill would have a "drastic" affect on the
ability to attract and retai n conpetent enployees. The State woul d
have difficulty conpeting for enployees wthin the Pacific
Nort hwest, especially teachers and other education professionals.
Education is a "major point of contention"” in Al aska. Legislators
have all avowed that education is the highest priority and actions
have been taken to fund education at higher |evels.
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Senat or Hof f man announced he woul d not support this |legislation. He

wi thdrew his objection to the notion to report the bill from
Commi ttee.

10:51:42 AM

Co-Chair W1 ken supported this bill. Al though he shared concerns
about recruitnent and retention, Al aska has the "nost I|iberal™
retirement age requirenents. This legislation would not place
Al aska at the bottom of the |ist neasuring state retirenent

benefits, but rather closer to the average. The benefits would be
conpetitive with other states.

10: 53: 26 AM

Co-Chair Geen corrected an inpression that changing certain
provisions of the current system would elimnate the increasing
liability. Al options have been considered and the concl usi on was
reached that the creation of a new tier system was the only
sol ution.

10:54: 18 AM

Senat or Hof f man understood that benefits could not be reduced to
current nenbers of PERS and TRS. However, school districts in the
State are already having difficulties recruiting teachers. Sone
areas of the State are unable to attract teachers. By reducing
benefits to a level that is average in conparison wth other
states, higher salaries and hiring bonuses could be necessary to
conpensat e.

10: 55: 33 AM

Co-Chair Green responded that the benefit structure would be
changed, inplying that it would not necessarily be reduced.

Co- Chair Geen noted Senator Hoffman's objection to the notion to
report the bill from Commttee had been renoved.

Wth no further objection CS SB 141 (FIN MOVED from Conmttee with
the follow ng new fiscal notes: Departnent of Adm nistration dated
3/29/05 for $116, 000; Departnent of Adm nistration dated 4/5/05 for
$936, 500; Departnment of Revenue #1 dated 4/5/05 for 214, 500;
Depart nent of Revenue #2 dated 4/5/05 for -%$4,144,400; Departnent
of Revenue #3 dated 4/5/05 for $4, 734, 600; Departnent of Revenue #4
dated 4/5/05 for -%$31,916,600; Departnent of Revenue #5 dated
4/ 5/ 05 for $31, 916, 600; and Departnent of Adm nistration witten by
t he Senate Finance Conmittee dated 3/17/05 for $69, 531, 800.
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#
ADJ QURNVENT

Co- Chair Green adjourned the neeting at 10:56 AM
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