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3:40 p. m

VEMBERS PRESENT

Senat or Gene Therriault, Chair
Senat or Thomas Wagoner, Vice Chair
Senat or Charlie Huggi ns

Senat or Bettye Davis

Senator Kim El ton

MEMBERS ABSENT
Al'l nmenbers present
COW TTEE CALENDAR

SENATE JO NT RESOLUTI ON NO. 14

Uging the United States Congress to anmend the tax code to
permanently repeal the federal estate and generation-skipping
transfer tax.

MOVED SJR 14 QUT OF COW TTEE

SENATE JO NT RESOLUTI ON NO. 8

Proposi ng anmendnents to the Constitution of the State of Al aska
relating to and limting appropriations from and inflation
proofing the Al aska permanent fund by establishing a percent of
mar ket val ue spending limt.

HEARD AND HELD

HOUSE BI LL NO. 90

"An  Act requiring warrants drawn by the Departnent of
Adm nistration against the state treasury to be negotiable
i nstrunments.”

MOVED HB 90 QUT OF COW TTEE

CS FOR HOUSE BILL NO 97(FIN)

"An Act relating to the authority to take oaths, affirmations,
and acknow edgnents in the state, to notarizations, to
verifications, to acknow edgnents, to fees for I SSui ng
certificates with the seal of the state affixed, and to notaries
public; and providing for an effective date.™
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MOVED SCS CSHB 97(STA) QUT OF COW TTEE

SENATE BI LL NO. 143

"An Act anending the definition of the term 'state agencies' as
it applies under Executive Oder No. 113; relating to
information systens in the Ilegislative branch and to the
Tel econmuni cations Information Council; and providing for an
effective date."

HEARD AND HELD

SPONSOR SUBSTI TUTE FOR SENATE BI LL NO. 24

"An Act relating to reenploynent of and benefits for retired
teachers and public enployees and to teachers or enployees who
partici pated in retirement i ncentive progr ans and are
subsequent |y reenpl oyed as a conmm ssioner; repealing secs. 5, 7,
and 9, ch. 58, SLA 2001; providing for an effective date by
anendi ng the del ayed effective date for secs. 3, 5, 9, and 12,
ch. 57, SLA 2001, and repealing sec. 13, ch. 58, SLA 2001, which
is the del ayed effective date for secs. 5, 7, and 9, ch. 58, SLA
2001; and providing for an effective date.”

HEARD AND HELD
PREVI QUS COW TTEE ACTI ON
BILL: SJR 14

SHORT TI TLE. REPEAL FEDERAL ESTATE TAX
SPONSOR(s): SENATOR(s) HUGG NS

03/ 08/ 05 (S) READ THE FI RST TI ME - REFERRALS
03/ 08/ 05 (S) STA, FIN

03/ 22/ 05 (S) STA AT 3:30 PM BELTZ 211

BILL: SJR 8

SHORT TI TLE: CONST. AM PERVANENT FUND P. O. M V.
SPONSCR(s) : RULES BY REQUEST OF LEG BUDGET & AUDI T

02/ 14/ 05 (S READ THE FI RST Tl ME - REFERRALS
02/ 14/ 05 (S) STA, JUD, FIN

03/ 17/ 05 (S) STA AT 3: 30 PM BUTROVI CH 205
03/ 17/ 05 (S Schedul ed But Not Heard

03/ 22/ 05 (S) STA AT 3:30 PM BELTZ 211

BILL: HB 90

SHORT TI TLE: STATE TREASURY WARRANTS
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SPONSOR( s) :

01/ 21/ 05
01/ 21/ 05
02/ 02/ 05
02/ 02/ 05
02/ 02/ 05
02/ 04/ 05
02/ 04/ 05

02/ 08/ 05
02/ 08/ 05
02/ 08/ 05
02/ 08/ 05
02/ 09/ 05
02/ 09/ 05

02/ 09/ 05
02/ 09/ 05
02/ 10/ 05
02/ 10/ 05
03/ 03/ 05
03/ 03/ 05
03/ 03/ 05
03/ 10/ 05
03/ 10/ 05
03/ 10/ 05
03/ 14/ 05
03/ 14/ 05
03/ 22/ 05

BILL: HB 97

NN AN AN AN AN NN NN AN NN

LI I TITITITITIE

NN AN NN

Qo

(S)
(S)
(S)
(S)
(S)
(S)

STATE AFFAI RS

READ THE FI RST Tl ME - REFERRALS
L&C, STA

L&C AT 3:15 PM CAPI TOL 17

Moved Qut of Conmttee

M NUTE( L&C)

L&C RPT 5DP

DP: LYNN, KOTT, LEDQOUX, GQUTTENBERG,
ANDERSON

RULES TO CALENDAR PENDI NG REPCRT
STA AT 8: 00 AM CAPI TOL 106

Moved Qut of Conmittee

M NUTE( STA)

STA RPT 7DP

DP: GARDNER, LYNN, GATTO, GRUENBERG
RAMRAS, ELKI NS, SEATON

TRANSM TTED TO (S)

VERSI ON: HB 90

READ THE FI RST Tl ME - REFERRALS
L&C, STA

L&C AT 1:30 PM BELTZ 211

Heard & Hel d

M NUTE( L&C)

L&C AT 1:30 PM BELTZ 211

Moved HB 90 Qut of Commttee

M NUTE( L&C)

L&C RPT 3DP

DP: BUNDE, ELLIS, SEEKI NS

STA AT 3:30 PM BELTZ 211

SHORT TI TLE: OATHS; NOTARI ES PUBLI C, STATE SEAL

SPONSOR( s) :

01/ 21/ 05
01/ 21/ 05
01/ 26/ 05
02/ 03/ 05
02/ 03/ 05
02/ 03/ 05
02/ 07/ 05
02/ 07/ 05

02/ 07/ 05
02/ 16/ 05
02/ 16/ 05
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RULES BY REQUEST OF THE GOVERNCR

READ THE FI RST TI ME - REFERRALS
STA, JUD, FIN

FN1: (GOV) - CORRECTED

STA AT 8: 00 AM CAPI TOL 106

Moved CSHB 97(STA) Qut of Commttee
M NUTE( STA)

STA RPT CS(STA) 6DP 1INR

DP: LYNN, GATTGQ, ELKI NS, GRUENBERG,
RAMRAS, SEATON,

NR.  GARDNER

JUD AT 1: 00 PM CAPI TOL 120

Moved CSHB 97(JUD) Qut of Conmittee
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02/ 16/ 05
02/ 18/ 05
02/ 18/ 05

02/ 28/ 05
02/ 28/ 05
02/ 28/ 05
03/ 08/ 05
03/ 08/ 05
03/ 08/ 05
03/ 09/ 05
03/ 09/ 05
03/ 09/ 05

03/ 17/ 05
03/ 17/ 05
03/ 18/ 05
03/ 18/ 05
03/ 22/ 05

BILL: SB 143
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M NUTE( JUD)

JUD RPT CS(JUD) 5DP

DP: GRUENBERG, DAHLSTROM COCHI LL
GARA, MCGUI RE

FIN AT 1: 30 PM HOUSE FI NANCE 519

Heard & Held

M NUTE( FI N)

FIN AT 1: 30 PM HOUSE FI NANCE 519

Moved CSHB 97(FIN) Qut of Commttee

M NUTE( FI N)

FIN RPT CS(FIN) 2DP 7NR

DP. FOSTER, MEYER

NR: HAVKER, MOSES, HOLM STOLTZE,
JOULE, KELLY, WEYHRAUCH

TRANSM TTED TO (S)

VERSI ON:  CSHB 97(FIN)

READ THE FI RST TI ME - REFERRALS

STA, FIN

STA AT 3:30 PM BELTZ 211

SHORT TI TLE: STATE | NFO SYSTEM PLAN: LEG SLATURE/ UNI V

SPONSOR( s) :
03/ 16/ 05
03/ 16/ 05
03/ 22/ 05

BILL: SB 24

SHORT TI TLE:

SPONSOR( s) :

01/ 11/ 05
01/ 11/ 05
01/ 11/ 05
01/ 26/ 05
01/ 26/ 05
03/ 07/ 05
03/ 07/ 05
03/ 07/ 05
03/ 08/ 05
03/ 14/ 05
03/ 14/ 05
03/ 14/ 05
03/ 16/ 05
03/ 16/ 05
03/ 16/ 05

SENATE STA COW TTEE

(S)
(S)
(S)

STATE AFFAI RS

READ THE FI RST TI ME - REFERRALS
STA
STA AT 3:30 PM BELTZ 211

REEMPLOYMENT OF RETI REES

(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)
(S)

SENATOR(s) STEVENS G

PREFI LE RELEASED 12/ 30/ 04

READ THE FI RST TI ME - REFERRALS

HES, STA

SPONSOR SUBSTI TUTE | NTRODUCED- REFERRALS
HES, STA

HES AT 1:30 PM BUTROVI CH 205

Heard & Held

M NUTE( HES)

FI N REFERRAL ADDED AFTER STA

HES AT 1:30 PM BUTROVI CH 205

Heard & Held

M NUTE( HES)

HES AT 1:30 PM BUTROVI CH 205

Moved CSSSSB 24(HES) Qut of Committee
M NUTE( HES)

-4- March 22, 2005



03/ 18/ 05 (S) HES RPT CS 1DP 3NR 1AM NEW TI TLE

03/ 18/ 05 (S) NR. DYSON, WLKEN, OLSON
03/ 18/ 05 (S) DP: ELTON
03/ 18/ 05 (S) AM  GREEN
03/ 22/ 05 (S) STA AT 3:30 PM BELTZ 211

W TNESS REG STER

Debor ah G undmann,

Ai de to Senator Huggi ns

Al aska State Capitol

Juneau, AK 99801

PCOSI TI ON STATEMENT: Presented SJR 14 for the sponsor

M ke WIIianms

Depart ment of Revenue

PO Box 110400

Juneau, AK 99811-0400

POSI TI ON STATEMENT: Answer ed questions about the fiscal inpact
of SJR 8 on the state

M ke Burns,

Chi ef Executive Oficer

Al aska Per manent Fund Corporation

801 W10'" St., Suite 302

Juneau, AK 99802

POSI TI ON STATEMENT:  Answer ed questions about SJR 8

Laura Achee

Al aska Per manent Fund Corporation

801 W10'" St., Suite 302

Juneau, AK 99802

POSI TI ON STATEMENT:  Answer ed questions about SJR 8

Representati ve Max G uenberg

Al aska State Capitol

Juneau, AK 99801-1182

POSI TI ON STATEMENT: Presented HB 90

Ki m Gar ner o,

Di rector of Finance

Department of Adm nistration

PO Box 110204

Juneau, AK 99811-0204

POSI TI ON STATEMENT:  Supported HB 90

ACTI ON NARRATI VE
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CHAIR GENE THERRI AULT called the Senate State Affairs Standing
Commttee neeting to order at 3:40:25 PM Senators Davis,
Huggins and Chair Therriault were present. Senators Elton and
Wagoner arrived during the course of the neeting.

SJR 14- REPEAL FEDERAL ESTATE TAX

CHAI R GENE THERRI AULT announced SJR 14 to be the first order of
busi ness.

SENATOR ELTON j oi ned the neeti ng.
3:41: 03 PM

DEBORAH GRUNDMVANN, Staff to Senator Charlie Huggins, told
menbers SJR 14 wurges Congress to anmend the tax code to
permanently repeal the federal estate and generation-skipping
transfer tax. Individuals accunulate assets using after tax
incone and then the heirs pay additional tax on those assets in
the form of inheritance tax.

In 2001 Congress and President Bush enacted bi-partisan
| egislation to phase out and eventually repeal the estate tax
until 2010. In 2011 the tax will be reinstated at its old rate
of up to 55 percent with an exenption level of $1 mllion.

SJR 14 expresses support for the legislation that has been
introduced in both bodies of Congress to pernmanently repeal the
estate tax.

3:42: 36 PM

CHAIR THERRI AULT asked M. Wllians if the state would be
i npacted one way or the other.

M KE WLLIAMS, Alaska Departnent of Revenue, participated via
tel econference. He read the following from the fiscal note
anal ysis that he had prepared:

This resolution requests Congress to permanently
repeal the federal estate and generation-skipping
transfer tax. [The] Al aska state tax, AS 43.31, is
based upon the state’'s death tax credit allowed under
federal law. In 2001, Congress changed the Internal
Revenue Code to phase out the state death tax credit
by Decenmber 31, 2004. Since Alaska's estate tax was
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effectively reduced to zero by the change in federal
| aw, permanent repeal of the federal estate tax wll
have no fiscal inpact to general fund revenue.

CHAI R THERRI AULT asked whether the Mirkowski Adm nistration had
taken a position on SIR 14.

MR. WLLI AMS answered he was not aware of an official position.

SENATOR ELTON said given that state collections are predicated
on federal law, why wouldn't a general fund increnent show in FY
2011 if the federal estate tax disappears in 2010.

MR WLLIAVS clarified that the estate tax would spring back to
life in calendar year 2011. Estate tax for anyone who passed
away in that year wouldn't be due until 15 nonths after the date
of death so any return to the State of Al aska would conme in FY
2012 or later.

SENATOR ELTON asked how nuch the state collected prior to the
change in federal |aw

MR WLLIAVMS estimated the anount to average out at about $2
mllion per year.

SENATOR ELTON asked if a general fund increnment of that anount
woul d show after 2012.

MR WLLIAMS said that's correct.

CHAI R THERRI AULT remarked that woul d be dependent on whether or
not Congress permanently repeals the estate tax.

He said estate tax does have a negative inpact and many people
devote considerable time and effort in estate planning. |Its
repeal reduces the need for individuals to spend noney on
attorneys and accountants to reduce estate size, which could
provi de an ongoi ng savings to constituents.

SENATOR HUGGE NS told nenbers that he believes Representative Don
Young would be in full support of SJR 14.

3:48: 30 PM
CHAI R THERRI AULT set SJR 14 asi de.

SJR 8- CONST. AM PERMANENT FUND P. O. M V.

SENATE STA COW TTEE -7- March 22, 2005



CHAI R THERRI AULT announced SJR 8 to be up for consideration. He
expl ained that the Al aska Pernmanent Fund trustees asked him to
bring the idea forward for discussion in the State Affairs
Commi ttee because it's the logical place to hear proposals about
t he managenent of the Permanent Fund.

3:49: 23 PM

M KE BURNS, Chief Executive Oficer of the Al aska Permanent Fund
Corporation (APFC), recapped why the trustees believe the
Percent of Market Value (POW) nethod is the best way to manage
the fund. He enphasized that the trustees do not view the POW
as a fiscal plan. It wouldn't allow the Legislature greater
access to the earnings and nost years it would reduce the anount
avai l abl e for appropriation.

| mpl ementation of POW and the use of earnings are entirely
separate issues. POW 1is predictable and understandable, but
nost people are confused by the arcane nature of the current
distribution forrmula of the permanent fund. Mst fund trustees
manage their funds on a real return nethodology - the total
return of the fund less inflation. Mst pension fund and
endownent fund managers view their fiduciary duties in the sane
way.

MR. BURNS said the trustees have proposed the POW nethod
because the current statutory realized-incone based distribution
formula is broken. Wien the fund was created it was prudent to
restrict its investnment authority to a bond only strategy. A
bond portfolio generates income in two ways: interest or coupon
inconme and capital gains from bonds that are sold at appreciated
prices. This formula nmade perfect sense at that time for that
portfolio. However, because the fund' s asset allocation now
incorporates investnents that generate significant wunrealized
gains and realized incone, the current payout nmethodol ogy and
protection of principal doesn't serve the fund as well as it did
previ ously.

Only a POW payout limted by the sustainable yield from the
fund can provide the necessary protection for the future while
allowing current generations an equitable share of fund
earnings. The only way to ensure full protection of the fund is
to place constitutional limtations.

The POW proposal allows no nore than 5 percent of the average
mar ket val ue of the fund averaged over the previous 5 years nay
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be appropriated from the fund. This protects a mninum of 95
percent of the fund from being spent in any given year.

MR. BURNS concluded: "As | noted earlier, POW is not a fisca

plan and with oil at $50 plus, your interest in and focus on a
fiscal plan may well be el sewhere. But is this not the opportune
time to nodernize and increase the transparency of the fund so
it can, not only be managed in harnmony with its distribution
formul a, but also be understood by Al askans when ot her decisions
nmust be made?"

He urged conmttee nenbers to support the trustees’ proposal for
reasons of nodernization, clarity, and better protection.

3:54: 25 PM
SENATOR WAGONER arri ved.
3:54: 43 PM

CHAIR THERRI AULT asked if the primary notivation is to ensure
that inflation proofing is guaranteed for the future.

MR. BURNS replied inflation proofing is built in. The belief is
that over tine a real return of 5 percent in addition to
inflation proofing is attainable. Over tine a return of 5
percent allows a distribution to the Legislature, protects the
fund frominflation, and allows the fund to grow.

CHAIR THERRI AULT asked if the inflation proofing is deposited
with an annual appropriation and whether there is concern that
during tight tinmes the appropriation mght not be nmade.

MR. BURNS said the annual appropriation for inflation proofing

is in the province of the Legislature so a question about what a
future Legislature might do is clearly a legitinmate question.

CHAI R THERRI AULT said if the goal is for the fund to be multi-
generational, that goal couldn’'t be achieved if the fund s
pur chasi ng power isn't protected.

MR. BURNS agr eed.

SENATOR ELTON said he had two questions. Legislators have

frequently heard that over time a 5 percent wthdrawal is
wor kabl e. He wondered whether wusing the "over tine argunent”
because of |anguage on page 2, line 2. He questioned whether use
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of the word “annual” precludes the ability of looking at a
mul ti-year strategy.

MR. BURNS replied if line 2 were read in conjunction with a 5-
year average, the b5-year average would be the <controlling
nunber. Wth respect to whether or not 5 percent is attainable
over time he said:

If you take our exanple of 8 percent and the fund
grows each year, it’s 5 percent of the naxi num anount
only in one year. And you go back the trailing 5 years
— the actual amunt of the fund is smaller. And |
think if you use a straight 8 percent growh on the
bal ance of the fund, the payout actually is |less than
4.7. It's 5 percent but it’s 5 percent of a smaller
year — 5 a little bit bigger - year 4 a little bigger
still. So it’s only 5 percent of the very last year in
the 5-year formula - if you think of a stair-step.

SENATOR ELTON said he assunmed POW supplants the 5-year rule and
he questioned whether M. Burns was saying that the 5-year rule
would still control when the Legislature nmakes the annual
deci si on.

MR. BURNS said yes, the formula is based on taking 5 percent of
the average of the last 5 years.

CHAI R THERRI AULT added the 5 percent would turn out to be |ess
than 5 percent each year because it is based on the b5-year
average of a grow ng bal ance.

MR. BURNS said that is correct and the trustees’ have estimted
the amount to be 4.65 percent each distribution year.

CHAI R THERRI AULT asked about the average return over the life of
t he permanent fund given recent down nmarkets.

MR. BURNS said the return has been about 10 percent over the
life of the fund. Last year, the return was 14.1 percent.

SENATOR ELTON questioned whether the word “predictable” on page
2 would constrain the Legislature from deciding to appropriate
| ess than 5 percent.

MR. BURNS responded it's what the fund nakes available to this

process. Wether the Legislature distributes that anmount or not
IS a separate issue.
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SENATOR ELTON said the annual appropriation would be
predictable, but it isn't if the percentage varies from year to
year. He again questioned whether the word “predictable” would
constrain the Legislature fromappropriating a | ower percentage.

4:02:52 PM

LAURA  ACHEE, Communi cations and Research Liaison, Al aska
Per manent Fund Corporation, said the Legislature would not be
constrained to take 5 percent. The word “predictable” goes to
two issues. First is knowing that no nore than 5 percent of the
mar ket value for the previous five years would be avail able. The
other side of the issue is that as the Legislature contenpl ates
use of wearnings wusing a funding source that has a lot of
volatility makes it difficult for the Legislature to know that
in any given year they' re going to have 5 percent of the average
mar ket val ue of the fund available to them

4. 05: 20 PM
CHAI R THERRI AULT read from page 2, line 2:

...and limted so the real value of the permanent fund is
preserved over tine.

He asked if the trustees would be tracking the value of the fund
and the added inflation-proofing anount. If a protracted down
mar ket occurred and the 5 percent allowed an erosion of the fund
going forward, he questioned whether that would put a limt on
the 5 percent.

MR. BURNS said not as currently proposed. In a down narket you
could actually take 5 percent of principal or reserved assets.

M5. ACHEE said keep in mnd it would take several years of
protracted down nmarkets before dipping into the fund would
occur. At that point, the same nechanism that stair stepped up
woul d kick in as well because the annual appropriation would be
5 percent of values that were goi ng down.

Certainly it should be within the Legislature's purview to take
the full 5 percent or to not wthdraw any noney. She pointed out
that a few years ago - because of narket changes - the realized
earnings account was alnost dry so paying any dividend was
questi onabl e.
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SENATOR ELTON noted the current proposal contains |anguage such
as “predictable” and “real value” that weren't discussed |ast
year.

4:08: 04 PM

M5. ACHEE said that's correct. Both resolutions in the |ast
Legislature started out reading as SJR 8 does but one body
renmoved that | anguage in an early commttee hearing.

SENATOR ELTON noted it would be instructive for the commttee to
find out why those words were renoved.

MR. BURNS responded this proposal has been the trustees’
starting point over a nunber of years.

CHAI R THERRI AULT asked about the dollar anpbunt outside of the
protected principal.

MR. BURNS estinmated that about 11 percent isn't protected today,
but that nunber junps to about 16 percent if one goes through
the process of realizing the unrealized gains.

CHAI R THERRI AULT calculated that there would be a starting $5
billion cushion above and beyond the protected principal if POW
i s adopt ed.

MR. BURNS said yes but it would all be protected principal if
t he POW net hod were adopt ed.

CHAI R THERRI AULT offered the opinion that many citizens don't
understand that under the Alaska State Constitution, the
Legi sl ature has access to about $5 billion.

MS. ACHEE clarified, "OF that $5 billion sone of it is - at this
point - considered principal. However it is unrealized gains so
it's merely the mtter of realizing." They're partially
protected because until realized they are part of the principal.

4:11:15 PM

WAYNE STEVENS, President and CEO of the Al aska State Chanber of
Comrerce, stated support for SIJR 8. The chanber business
advisory comrittee lists the adoption of a state fiscal plan as
a priority and one part is to statutorily establish the POW
managenent tool for the Al aska Permanent Fund.
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"Recogni zing that SIJIR 8 speaks to a constitutional percentage of
mar ket value we would support that. But as an internediate step
per haps one woul d consider a statutory percent of nmarket value.”
He suggested that had the POW nethod been adopted |ast vyear
Al askans woul dn't have seen a significant change in the dividend
checks. The chanber supports steadying the budget process now
and in the future and SJR 8 would hel p acconplish that.

CHAIR THERRIAULT noted there was no further testinony and
announced that he would set SJR 8 asi de.

SJR 14- REPEAL FEDERAL ESTATE TAX

4:13:27 PM

CHAI R THERRI AULT returned to SJR 14 and recapped the issue for
Senat or Wagoner. He noted there were no questions and asked for
a notion.

SENATOR WAGONER nmoved SJR 14 from commttee wth individual
recommendat i ons and acconpanying fiscal note.

CHAI R THERRI AULT announced that w thout objection, the notion
carried.

HB 90- STATE TREASURY WARRANTS

4:14:59 PM

CHAI R THERRI AULT announced the next order of business to be HB
90. He noted that the prinme sponsor is Representative Paul
Seaton, but that Representative Guenberg would introduce the
bill.

REPRESENTATI VE MAX GRUENBERG told nenbers simlar |egislation
passed the House last vyear, but didn't nmake it through the
Senate. HB 90 sinply codifies the National Bank of Al aska v.
Uni ventures 1231 decision, which dealt wth whether state
warrants are negotiable instrunments.

The Legislature has never adopted the use of checks to pay state
debts; it wuses warrants. Until that case was decided, the
state’'s position was that it didn't have to consider warrants as
negotiable instrunents in the technical sense. That neans the
state could stop paynent on a warrant even after a bank had nmade
paynment on it.
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HB 90 specifically states that warrants drawn by the state are
negotiabl e instrunents under the Uniform Comrercial Code. That
makes it clear the state nust honor the checks unless
requi renents and procedures set out in the Uniform Commerci al
Code are followed. Certainly, the state could dishonor a check
if it notifies the bank before it is cashed.

CHAI R THERRI AULT asked what a negotiable instrunment allows that
wasn't allowed on a warrant.

REPRESENTATI VE CGRUENBERG answered a negotiable instrunent is
defined in AS 45.03.104(a) as a docunent drawn on a bank that is
to be served as evidence of a debt to be paid. If properly drawn
and presented, it nust be honored unless proper notice is given
to the bank in advance. That allows the bank to rely on the bona
fides of that instrunent.

Al though the state pays a lot of its debts electronically rather
that with checks, those that it does pay would be honored under
t he Uni form Commerci al Code.

4:20: 07 PM

KIM GARNERO, Director of Finance, Departnent of Adm nistration
affirmed that HB 90 sinply codifies a 1992 Al aska Suprenme Court
ruling. Since that decision, the state has admnistered its
warrants as negotiable instruments so no admnistrative changes
are necessary if this |legislation passes.

SENATOR HUGGE NS asked why, if the court ruling was in 1992,
there is a rush to do sonething about it now in 2005.

M5. GARNERO responded it's not a bad idea to align the statutory
| anguage with the Al aska Suprenme Court ruling.

CHAI R THERRI AULT recapped this would align statutes with the
findings of the court.

MS5. GARNERO said that is correct.
4:22:02 PM
REPRESENTATI VE GRUENBERG nmi ntai ned that in the area of

commercial law, financial institutions and |awers |ook to the
statutes rather than case | aw
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CHAIR THERRI AULT added HB 90 would reduce confusion because
soneone could reference the statutes and they would have to know
that the court overrode it.

REPRESENTATI VE GRUENBERG agr eed.

CHAIR THERRIAULT noted there was no further testinony. He
nmenti oned the zero fiscal note and asked for a notion.

SENATOR WAGONER npbved HB 90 out of commttee with i ndividual
recomendati ons and attached fi scal note.

CHAI R THERRI AULT announced that w thout objection, the notion
carried.

4:23:52 PM

CSHB 97(FIN) - OATHS; NOTARI ES PUBLI C, STATE SEAL

CHAI R THERRI AULT announced HB 97 to be up for consideration. He
rem nded nmenbers that they heard the Senate version at the sane
time that HB 97 was undergoi ng changes in the House Judiciary
Commttee. The decision was to wait for the House vehicle to
cone forward.

SCOTT CLARK, Ofice of the Lieutenant CGovernor, reported that

the House Judiciary Comrittee anended the bill to renove
obstacles to electronic notarizations. The House Fi nance
Committee then anended the bill to take into consideration a

person convicted of a felony that didn't serve jail tinme. It
al so conbined the two revocation sections and clarified that any
decision to revoke a notary comm ssion could be appeal ed.

4:25:31 PM

CHAI R THERRI AULT remarked the House Finance Comm ttee questioned
why anyone convicted of a felony could act as a notary.

MR. CLARK replied the ten-year waiting period was a conprom se.
CHAI R THERRI AULT asked if the lieutenant governor would have the
power to permanently ban a notary who abused his or her notary

power .

MR. CLARK answered it's a technical problem with the current
version of the bill. Currently a person loses the ability to
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apply for a future conm ssion any tinme a conmssion is revoked.
The House Finance Committee anended the bill to add the 10-year
provision so if a commssion is revoked, the notary nust wait 10
years to reapply.

A comm ssion could also be revoked for technical reasons such as
a notary that noved out of state. In that instance the person
shoul dn't have to wait 10 years to reapply if they were to nove
back to the state. The |ieutenant governor proposed an anmendnent
to further refine the concept of revocation.

CHAI R THERRI AULT said he would sponsor Anendnent 1. |t proposes
to differentiate between notaries whose comm ssion was revoked
because they noved from the state and notaries whose conm ssion
was revoked as a result of conviction for conmm ssion of a felony
of f ense.

MR. CLARK clarified the felony offense is a different section
but it's based on the sane idea that a person with a felony
conviction could have his or her comm ssion revoked and he or
she couldn't reapply for 10 years.

SENATOR HUGGE NS asked M. Cark to restate the explanation

MR. CLARK reiterated a notary conmm ssion could be revoked under

the bill for several reasons. Revocation would occur for
violation of the ternms of the notary statutes or if a notary
nmoved out of state. |If the revocation occurred because the

person noved out of state, he or she wouldn't have to wait 10
years to reapply after noving back to the state.

4:29:32 PM
SENATOR HUGGE NS restated the expl anation

MR. CLARK said the anmendnment is to clarify the revocation
process and not inadvertently penalize people.

CHAI R THERRI AULT asked if revocation due to abuse of the notary
power could preclude a person fromreapplying for 10 years.

MR. CLARK said yes.
SENATOR HUGGE NS said, "I thought they are precluded.”

ANNETTE KREI TZER, Chief of Staff to Lieutenant Governor Loren
Leman, clarified that they are precluded currently. The intent
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of Amendnent 1 is to address those people who have not conplied
with the law. She pointed out that AS 44.50.068 (a)(2) and (3)
lists the reasons for revocation and suspension. The Departnent
of Law crafted the |anguage in Amendnent 1, which sorts out when
a 10-year revocation would occur based on inconpetence and
mal f easance. That type of revocation is separate from soneone
who sinply noved from the state and had his or her conm ssion
revoked. The latter could reapply after noving back to the state
W thout waiting 10 years.

SENATOR ELTON recollected there were no revocations when he
worked in the Lieutenant Governor’s Ofice. If a notary noved
out of state the commssion sinply |apsed. He questioned how
often revocations occur.

M5. KREI TZER acknow edged that the Lieutenant Governor doesn't
currently have the power to revoke any comm ssion. Anyone with a
conplaint nmust file under the Adm nistrative Procedures Act.

Last year notaries were included in the adm nistrative hearing
officer bill so if this legislation passes a hearing officer
woul d hear appeals. Because sone problens have cone up relating
to notaries, her office has |ooked at the specific issues very
carefully as the bill was crafted.

Conpl ai nts about notaries would cone in one of tw ways. First,
the notary admnistrator in the Lieutenant Governor's Ofice
woul d have direct dealings with notaries and would be aware of
conpliance or lack thereof. If a notary doesn't conply the
notary adm nistrator would determ ne whether a discipline letter
is required. If conpliance isn't forthcom ng a suspension m ght
occur. If the notary still doesn't conply then the Lieutenant
Governor would have no option but to revoke. However, the notary
would have the option of the admnistrative hearing officer
appeal process.

A second way that conplaints would be generated is when a nenber
of the public becones dissatisfied and contacts the Lieutenant
Governor's Ofice with a conpl aint.

MR. CLARK said although serious conplaints have been | odged, the
current process doesn't allow the Lieutenant Governor’s COfice
to follow up on those conplaints.

4:34:55 PM
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CHAIR THERRI AULT noved Anmendnent 1 and noted that w thout
objection it was adopt ed.

AMENDMENTI1

Page 8, lines 17-19

Delete “may not, within 10 years before the comm ssion
takes effect, have commtted acts for which a notary
public comm ssion may be denied or revoked under this
chapter; and”

Insert “may not, within 10 years before the commi ssion
t akes effect,

(1) have had the person’s notary public conmm ssion
revoked under AS 44.50.068(a)(2) or (3) or
under the notaries public laws of another
state; or

(1) have been disciplined under AS 44.50.068 or
under the notaries public aws of another state
if the disciplinary action prohibits the person
from holding a notary public comm ssion when
the person applies for a comm ssion; and”

CHAI R THERRI AULT noted that electronic signature user groups had
been contacted as he had requested. He questioned whether the
Al aska Bar Association (ABA) had taken a position on the use of
el ectroni c signatures.

MR. CLARK said he had contacted the ABA, but it didn't send a
|l etter. However, his office had received several letters from
out side notary organi zati ons and notary | aw organi zati ons.

CHAIR THERRI AULT said the |obbyist for WlIlIls Fargo didn't
express any concerns and he hadn't sensed concern from any ot her
organi zations that rely on notaries.

He recapped HB 97 extends the power to the Lieutenant Governor’s
Ofice to wite regulations and use electronic notarizations,
even though it has no inmediate plans to do so.

M5. KREITZER said that is correct, but she wanted to clarify

that the bill deals with electronic notarizations. A separate
| aw deal s with el ectronic signatures.

SENATE STA COW TTEE - 18- March 22, 2005



"I have confidence that whoever's in the Lieutenant Governor's
O fice when the technology catches up to it will be able to do
this in a way that's going to benefit the business comunity,"”
she said. Wth passage of HB 97 there wouldn't be need to return
to the Legislature and ask for amendnent. As previously
di scussed, one of the reasons this effort has failed in other
states is because those Legislatures defined an electronic
notarization too narrowy. HB 97 intends to renove the
i npedi rents. The Lieutenant Governor’s Ofice would wite the
regul ations and the Admi nistrative Regulation Review Conmttee
woul d review the regulations that are pronulgated to ensure that
they are fair.

CHAI R THERRI AULT asked if person-to-person contact with a notary
woul d be required when an electronic signature i s used.

MR, CLARK said that is required in the bill. The technical
nature of the notary’s signature is left open in this bill, but
the signatory would have to be present and the notary would
check the identification. "Nothing would change along those
lines,” he assured.

CHAI R THERRI AULT drew attention to the positive fiscal note and
asked for a notion.

4:39:35 PM

SENATOR WAGONER nobved SCS CSHB 97(STA), [anmended \Il version]
from conmttee wth individual recomendations and attached
fiscal note. There being no objection, it was so ordered.

SB 143- STATE | NFO SYSTEM PLAN: LEG SLATURE

4:40: 08 PM

CHAI R THERRI AULT announced SB 143 to be up for consideration. He
informed nenbers this legislation springs from the discussion
the commttee had with regard to Executive Order 113 relating to
information technology (IT) functions. He asked M. Brakes to
i ntroduce the bill

4:40: 30 PM

HEATHER BRAKES, Staff to Senator Therriault and to the Senate
State Affairs Conmttee, read the followng into the record:
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Under art. 111, sec. 23 of the Alaska Constitution,
the Governor nmay, by executive order, nmke changes in
the organization of +the executive branch. As the
commttee mght renmenber, it received an overview from
the Adm nistration on Executive Oder 113, which, in
effect, dissolves the Telecomunications |nformation
Council and transferred the powers and duties of the
Council to the conm ssioner of the Departnent of
Adm ni stration. The legislature wunder that sane
provi sion has 60 days to consider the order. The order
subsequently took effect March 14. The definition of
‘state agency’ as currently defined under the order
includes the legislature and, in doing so, effectively
pl aces the legislative branch under the jurisdiction
of t he executive branch as it rel ates to
t el econmuni cati ons operati ons.

SB 143 renoves the legislative branch from that
definition and sets the legislature apart from the
executive branch.

M. Chairman, Karla Schofield, the deputy director of
the Legislative Affairs Agency and Curtis dothier,
the manager of Data Processing for the agency, are
both here to speak to the specific provisions of the
bill and the proposed anendnent that nenbers should
have before them Just one further point, if you would
turn to page 11 on the executive order, line 20, it
appears the word ‘under’ is mssing so that the line
would read ‘transferred under this order.’” So that
mght be something the commttee mght consider
sending a nenop to the legislative attorneys to bring
to their attention.

4:43: 34 PM

CHAI R THERRI AULT asked Ms. Schofield to cone forward.

KARLA SCHOFI ELD, Deputy Director, Legislative Affairs Agency,
stated support for SB 143. The passage of SB 143 would reflect
how the Legislature actually operates within the state's data
processing conmunity and would allow the |egislative branch the
sane autonony as the judicial branch.

The Legislative Affairs Agency has always had a cooperative
relationship with data processing services within the Departnent
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of Adm nistration and SB 143 would allow the agency to continue
to work with, but not be under the departnent.

The Legislative Affairs Agency has its own data processing group
and it makes its own l|long and short-range goals, which are
approved by the Legislative Council |IT subcommttee. It is
inportant for the agency to have the flexibility to develop its
own progranms because legislative branch goals sonetines differ
from those that the executive branch m ght have for the entire
state.

4:45: 29 PM

CHAI R THERRI AULT asked Ms. Schofield if she had comments on the
proposed anendnent.

V. SCHOFIELD replied the agency supports the proposed
anendnent. It is simlar to the public records |aw procedures
that the agency follows and the Legislative Council oversees.

CHAI R THERRI AULT i ntroduced Amrendnent 1, | abeled F.1.

24-LS0746\F. 1
Craver
3/ 22/ 05

AMENDMENTI1

OFFERED | N THE SENATE
TQO SB 143

Page 1, following line 4:
Insert a new bill section to read:
"* Section 1. AS 24.20 is anended by adding a new section to
read:

Sec. 24.20.055. I nformati on systens. The executive
director of the Legislative Affairs Agency shall establish
information systens gqguidelines and prepare a short-range
and long-range information systens plan for the |egislative
branch. The guidelines and plan nust be adapted to the
special needs of the legislative branch as determ ned by
the Alaska Legislative Council and, when it is in the
agency' s best i nterest, consi st ent W th t he
t el ecommuni cations information guidelines and plan adopted
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by the conm ssioner of admnistration under AS 44.21.350 -
44.21.390."

Page 1, line 5:
Del ete "Section 1"
| nsert "Sec. 2"

Renunber the followi ng bill sections accordingly.

SENATOR ELTON questioned why the anendnent directs the executive
director of the agency and not the Legislative Council to
establish the plan.

CHAI R THERRI AULT acknow edged it could read, "The Legislative
Council shall establish...” and the executive director of the
agency woul d probably fulfill that role.

SENATOR ELTON said it would then be the designee of the Council.
He suggested that would take care of a situation in which the
executive director’s position were vacant.

CHAI R THERRI AULT asked M. Clothier to cone forward.

CURTI S CLOTH ER, Data Processing Mnager, Legislative Affairs
Agency, stated support for SB 143. He said the existing |anguage
is dated and needs to be <cleaned up to reflect reality.

Legislative Affairs is in a separate branch of government from
t he executive branch and as such the data processing section in
the agency has its own plans and procedures and has been
purchasing its own equi pnent, supplies and materials. They work
closely with the executive branch and serve jointly on severa

commttees and work groups. Wth passage of SB 143 that
rel ationship wouldn't change; it would nmerely put the agency on
the sane footing as the judicial branch.

4:49:43 PM

CHAIR THERRI AULT said Ms. Brakes pointed out that the drafter
patterned this | anguage after the |anguage used in the Executive
Order page 2, line 17.

MR. CLOTH ER said he understands Senator Elton’s concern that
the executive director could be gone for an extended period, but
the opposite could be true when the Legislative Council chair
isn't intown or the position is in flux.
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CHAI R THERRI AULT announced that w thout objection, Amendnent 1
was adopt ed.

He noted that the University of Al aska requested exenption from
executive branch oversight. The Al aska Railroad Corporation and
judicial branch are currently exenpt and the University argues
that it is involved with Ievels of technology that are above and
beyond that of the state agencies.

The commttee could | eave the |anguage as is and take the matter
up on the Senate floor or nake that policy call today. A nmenber
of the executive branch told him that exenpting the University
is the Legislature’s call, but if there was a nove to take out
ot her quasi-judicial groups that could cause concern. He asked
whet her nenbers had a feeling one way or another.

4:53:27 PM

SENATOR ELTON said there is a beauty to centralizing the
t el ecommuni cati ons system as nuch as possible, but he would Iike
to hear a response from both the University and the executive
branch. The larger issue for him is why the Al aska Railroad
Cor poration is exenpted.

CHAIR THERRI AULT held SB 143 in committee to await testinony
fromthe University.

SB  24- REEMPLOYMENT OF RETI REES

4:55:22 PM

CHAIR CGENE THERRI AULT announced SB 24 to be up for
consideration. He remarked the commttee heard an overview on
the issue but hadn't heard the bill. He asked whether the
sponsor would be addressing his comments to the sponsor
substitute.

CHAI R GARY STEVENS, Sponsor, said he would address his coments
to the Senate HESS conmittee substitute. [CSSSSB 24( HES) ]

The commttee took an at-ease and reconvened at 5:00:29 PM

SENATOR GARY STEVENS explained that SB 24 extends the retiree
rehire program established in 2001. That program allowed retired
state workers and teachers to rejoin the workforce wthout
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giving up retirenment paynents. He rem nded nenbers that no
enpl oyee of an early Retirenent Incentive Program (RIP) is
allowed to return unl ess enployed as a comm ssi oner.

Enpl oyers who use the program are required to pay any resultant
increase to the unfunded liability in the retirenment system It
al so requires the PERS and TRS adm nistrators to give an annua

report to the Legislature on the effect of the program

Municipalities or public organizations that wuse the program
woul d be required to adopt a policy and resolution that permts
the enploynent of retirees. In addition, they nust show that a
true shortage of qualified applicants exists.

TRS enpl oyees already have such a program and Governor Mirkowski
just issued Adm nistrative Oder 225, which sets very strict
si deboards for recruitnment of state enpl oyees.

Extending the program would help public enployers attract and
retain qualified workers in hard-to-fill positions. It would
give enployers four nore years to transition the current
wor kf orce before the reenpl oynent provisions sunset. Finally, it
is cost neutral in that it elimnates any additional retirenment
credit during re-enpl oynent.

5:03:46 PM

SENATOR HUGG NS said he can see the nmerit in the proposal, but
he is concerned that this would allow ol der enployees to remain
in the workforce and prevent entrance to younger enployees. He
recalled a graph from the Departnent of Admnistration that
showed seven teachers aides were rehired and several rehires
were in urban areas. He suggested the qualifications for those
positions aren't that high and nany people would probably apply.
He said, “That’s ny case in point and concern of what we do is
we choose, through the good old boy network, we just retain our
buddi es.”

SENATOR STEVENS said he becane interested in the issue when he
realized several outstanding teachers in his district had
retired and decided they wanted to return to work a few years
| at er but were precluded from doing so. Those teachers were | ost
to Oregon, which is a terrible shame. It's not his intention to
create a good old boys club. Rather, this extension would allow
retirees to be rehired for hard-to-fill positions. It requires
enployers to begin thinking about how they wll eventually
repl ace certain positions.
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SENATOR WAGONER sai d he understands the intent, but this program
is one of the nost abused prograns he has ever seen. He
suggested ot her approaches could be taken to address shortages
in the education area. He pointed to SB 98, which lists the
villages that have difficulty recruiting teachers and suggested
limting the bill’s application to specific areas.

5:08:31 PM

SENATOR GARY STEVENS said he appreciated the concern and
certainly there have been abuses, but this is an effort to
tighten the program In addition, Admnistrative Oder 225 does
a fine job of setting up sideboards for the rehiring process for
public enployees. He repeated TRS retirees have already been
addressed and a true shortage of applicants nust be denonstrated
before this could occur.

SENATOR KIM ELTON declared a potential conflict of interest,
because he is a retired public enployee.

5:10: 20 PM

SENATOR ELTON said the sponsor has noted that the enployer would
pick up any hit on either of the retirenment accounts. However
this bill goes further in that it has a retroactive clause for
both TRS and PERS accounts.

He agreed wth Senator Wgoner that the previous extension
assuned good behavior on the part of all enployers, but abuses
probably did occur. This bill makes the director of the D vision
of Retirenment and Benefits the responsible party and he or she
would have to certify that the enployer proved a failed
recruitnent and they would have to denonstrate how in-house
training would occur to bring skills up to date to "bring in new
blood.”" He credited the Mirkowski Admnistration with stepping
forward to address abuses.

He offered two instances for consideration. First is the
comunity hospital, which is a PERS enployer that has rehired
retired nurses. Recruiting nurses has been difficult because the
field is conpetitive and the hospital is no |onger conpetitive.
Wthout this program service in each of the elenents in the
hospi tal woul d be i npacted.

The second instance relates to the potential inpact on |ocal

school districts with regard to hiring long-term subs. According
to statewide contract provisions, any sub that is hired for
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| onger than 20 days automatically beconmes a TRS nenber. Having
to pay the enployer TRS contribution creates an additional cost
to the school district and without this program school districts
couldn't rehire a retired teacher as a | ong-term sub.

A nunber of different issues cone into play regarding rehiring
retirees, and the last two situations speak to the need for a
rehire program in place that is better witten and precludes
abuse, he concl uded.

5.15:16 PM
SENATOR BETTYE DAVI S decl ared herself a retired public enpl oyee.

SENATOR WAGONER declared hinself a retired TRS menber with no
t hought of com ng out of retirenent.

Acknow edging recruitnment and pay scale issues in the nursing
field, he suggested that this type of program could be used to
get around increasing pay scales. He opined that when people
retire the ulterior notive is to change lifestyle, but the
ulterior notive of this process has becone nothing but noney.
People are retiring and returning to work to substantially
i ncrease their annual incone. For instance the Al aska Depart nment
of Fish and Gane has at l|east 37 rehired enployees that are

affected. "It becane a good old boys system"™ he asserted. He
urged nmenbers to be very careful before re-enacting the program
"Even with the sideboards that are there, |'m not very

confortable with it," he said.
5:17:57 PM

SENATOR GARY STEVENS declared hinself to be a retired TRS
menber. Responding to the coment that it's nothing nore than
noney, he said a retiree could go anywhere and get a job and
continue to work while collecting retirenent. "I don't know that
it should be seen as such a negative thing that sonmeone wants to
have retirement and earn a salary,” he said. And renenber, this
is only for a year at a tine

Certainly everyone recognizes the difficult situation with PERS
and TRS and fromthe start the intention was to ensure that PERS
and TRS weren't inpacted. "I think we've achieved that," he
concl uded.

5:19:13 PM
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CHAI R THERRI AULT decl ared he isn't old enough to retire.

Ref er enci ng denographic information fromthe 2/10/05 overvi ew on
the inmpact of the retiree/rehire program he noted that 45
people age 45 to 49 retired from TRS and were subsequently
rehired. He suggested that the general public's discontent with
the program stens in part fromthe fact that the systemallows a
person to draw retirement after working for 20 years when he or
she is clearly not of retirenent age. However, the situation
isn't outside the norm in his district that has two mlitary
installations. It's not at all uncomon for mlitary personnel
retire after 20 years. "Certainly if you ve spent 20 years in
the mlitary noving around and possibly in active duty, | don't
begrudge people the right to do that,"” he said.

He acknowl edged that a nunber of constituents offered the
opinion that, at the very least, the system needed sideboards.
It's still not clear whether or not the sideboards established
t hrough Admi nistrative Order 225 are adequate.

SENATOR ELTON conmented the retired PERS enpl oyees who were "20
and out" are generally in public safety. For those PERS
enpl oyees who weren't in the line of fire, +the earliest
retirement age was age 50 and that was considered an early
retiremnent.

5:21:39 PM

SENATOR WAGONER i ndicated the savings of $1,091,720 is correct
as far as it goes. However, had the retirees not been allowed to
return under contract and had other people taken those |obs
contributions would have been nade to the PERS/ TRS accounts. The
nunber s msleading, he argued, because rehires create a
negative inpact on those accounts and if new people had been
hired the inpact would have been positive.

SENATOR HUGGE NS agreed with the previous statenent then reported
that reenploynent after mlitary retirenent has sideboards.

He asked that the adm nistration discuss the net effect to the
people currently working under the provision if it's renewed.
Taki ng exception to the comment that a retired teacher is the
best substitute teacher, he said that if he were making the
decision he would insist on hiring a new person rather than a
retiree. That way the new hire could gain experience. This is a
contrast in styles he said. There isn't a right or wong answer.
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CHAIR THERRI AULT told nenbers he was ready to take testinony
fromthe public.

SENATOR ELTON referenced Senator Wagoner's coment and said his
understanding is that bringing a retired teacher into the system
is preserving the status quo and if a new person is brought in
it would increase the unfunded liability.

SENATOR WAGONER didn't believe that to be the case and said the
D vision of Retirenent and Benefits could weigh in.

CHAI R THERRI AULT said he had questions on the fiscal note, but
woul d open tel econference testinony first.

5:26: 20 PM

ROBERT McHATTIE, retired PERS enployee from Fairbanks, said he
is interested in protecting the PERS retirenent program agai nst
too many people occupying state, borough, or nunicipal |jobs
while not paying into PERS or TRS. The argunent that experienced
enpl oyees can't be replaced doesn't wash because enpl oyees go on
vacation, becone ill, die and are termnated and the various
organi zations don't fall apart as a result. Every enployee is
repl aceable and it's an admnistrator's job to ensure that the
rehiring effort is effective, aggressive and one in which a
conpetitive wage is offered.

Hi s experience is that state human resource personnel tend to be
passi ve when replacing high-level enployees and he suggested
fol | ow ng:

e Consider the retirenment <check to be a paynent for
retirement, not just a quasi pay increase.

 Find a replacenment since one wll be necessary sooner or
| ater.

e« If a person nust be rehired, hire that person as a
tenporary and continue to look for a replacenent. Allow one
year for this process.

* Increase nentoring or training so that the workplace can
nove on when a person retires.

5:30: 30 PM
CHARLES SWANTON, 20-year enployee with the Al aska Departnent of
Fish and Ganme (ADF&G), testified via teleconference. He 1is

currently under the 30-year retirenent program and his comrents
related strictly to ADF&G
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He opposed the retiree rehire programin its current formas it
is a benefit to a select few and won't benefit the departnent’s
core enployees, who are unlikely to be offered participation in
a simlar programin the future. It's ironic, he said, that npst
departnment enployees who currently participate in the program
are maeki ng nore noney than the departnent conm ssioner.

MR. SWANTON said the basis for the 2001 legislation was ill
founded and w thout appropriate instruction for application. He
commended the sponsor of SB 24 for the addition of the
application criteria, however he continued to oppose the bill on
a nunber of elenents.

PERS needs fiscal input from all current active enployees to
remain sem-solvent. If the program didn't exist the departnent
woul d be provided an opportunity for a new era of positive
change. Specialized knowl edge and skills is acquired while
working up through the ranks and can be replaced albeit wth
sonme bunps. "Keeping the bunps from occurring are worth what to
the state in terns of cost?" He offered the opinion that severa
program participants are very deserving of addi ti onal
conpensation, but they are the exception and not the rule. This
program has and wll continue to dimnish departnental norale.
"And at what cost,"” he asked.

5:32: 58 PM

SENATOR WAGONER asked what the program has done to the overall
noral e of enployees that are trying to work up the ladder to
adm ni strative |evel.

MR. SWANTON said he could best describe it as a kick in the gut.
5:33: 48 PM

TIM VI AVANT, Fairbanks resident and current ADF&G enpl oyee,
testified via teleconference to urge nenbers to oppose SB 24.
The concept goes against the principle of how PERS is supposed
to work. Language in the CS requires the enployer to nake up the
shortfall in contributions, but the enployee’s share wouldn't be
added to the PERS account.

The concept has a negative affect on enployee norale and on the
recruitnment of new enployees. In addition it has a negative
affect on retaining enpl oyees who may not yet be vested in PERS
Certainly the argunent about a potential “brain drain” has been
overblown. Finally, the whole idea of recruitnent and retention
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woul d be less problematic if adequate cost-of-living allowances
had been negotiated in contracts over the last 18 or 19 years.

5:36: 59 PM

JACK KERIN, testified from Fairbanks, to comment on previous
testinony about rehired retirees who were incorrectly told they
woul d be grandfathered in when the original |egislation sunset.
Concern has been expressed about possible litigation if the
enpl oyees aren't grandfathered, but he questioned whether there
shoul dn' t be greater concern about litigation from all
retirement age enployees over the discrimnatory process used to
determine who is offered the “platinum parachute benefit.” The
concept is poor and the program needs to sunset.

Wth regard to the argunent that the programis cost neutral, he
suggested that the actuaries for Tier | enployees who don't
retire because they can't afford to are often overl ooked. Those
enpl oyees aren't offered the opportunity to receive a double
salary and they're supporting PERS with 50 to 58 percent of
their salary.

5:39: 56 PM

TINA HABIB testified from Craig in opposition to the bill. She
is a retired PERS enployee working for the nunicipality. She
agreed with fornmer comrents about aninosity anong enpl oyees and
how the system is abused. She rem nded nenbers that PERS has
been in existence since 1961 and for 40 years the provision was
unnecessary. Enployers and enployees have had 5 years to get
prepared for the July 1 sunset.

Wth regard to the argunment that the sunset would inpact cities
she pointed out that Craig’'s enployer obligation is 20.33
percent so it's already an inpact. The nore people that are out
of PERS the greater the inpact, she said.

5:41: 44 PM

M KE TI BBLES, Deputy Conm ssioner, Departnent of Adm nistration
spoke in support of SB 24. He said he would highlight two
inportant goals that SB 24 would provide then discuss two main
concerns that were raised and how the departnment has worked to
resol ve those concerns.

SB 24 would allow the approximtely 335 enployees currently
wor ki ng under the HB 242 waiver to continue receiving retirenent
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benefits beyond the original sunset date. That's inportant for
several reasons. First, it's unfortunate but a nunber of those
enpl oyees were told they would be able to stay on after July 1.
Also, if the issue isn't addressed a nunmber of senior enployees
m ght exit the systemto retain their retirenent benefits. This
woul d have a great inpact on school districts, nunicipalities,
and the state. Finally, SB 24 wuld provide an effective
managenent tool to help enployers fill positions they aren't
otherwse able to fill, which was the intent of the original
| egi sl ati on.

MR, TIBBLES pointed out the state is facing severe recruitnent
challenges; it can't conpete with the 25 percent federal COLA
and it doesn't pay narket wages. The systemis based on interna

alignnment so the state classification and pay systemisn't based
on market wages. For exanple, it doesn't allow salary increases
based on inequities between the State of Al aska and Provi dence
Hospital. To ensure internal alignnent, the system conpares a
nurse working for the state to like duties and responsibilities
in another state position such as a social worker. Wat the
programcan do is fill those positions on a short-term basis.

MR. TIBBLES referenced the cost and savings aspects and
expl ained that individuals that come back on a 242 waiver don't
accrue any additional retirement benefits and the enployer
doesn't contribute the normal <cost rate on the enployee's
behal f. However the cost cones into play because the pool of
enpl oyees that are otherwise contributing to pay off the
unfunded liability beconmes smaller. The actuaries indicate that
there is currently an inpact for the TRS system at a rate of
$106, 000 per year. The inpact can be quantified by .02 percent
of the base salary.

The savings of bringing soneone back who 1is no |onger
contributing the normal cost rate is 12.75 percent for the PERS
system So even though there's a cost to the system there's a
| arger savings for that enployer. SB 24 requires that enployers
pay into the system at the point that a cost is triggered. The
conputation involves taking the wage base of the enployee and
calculating it into the past service rate. That contribution
woul d still represent a savings to the enployer.

As was previously stated, "There's been a $1 nmllion savings to
the State of Alaska since this programis been in place because
the state is not contributing for those individuals to a nornal
cost rate - not in the past service rate.”
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MR. TI BBLES addressed the concern about making sure the program
is used as intended, which is only when there are denobnstrated
recruitnment difficulties. Referencing Administrative Oder 225
he said the requirenents are:
« That agency is going to have to conpetitively recruit the
posi tion.
e |If sonebody would like to retire then cone back they could
take the risk that that position is going to Dbe
conpetitively recruited for a m ni numof 15 days.

SENATOR WAGONER suggested that the person that retires from a
position should be excluded from the pool of future applicants
until after the position is conpetitively advertised and the
pool is generated.

MR. TIBBLES said under AO 225 the individual could apply but the
recruitnment nust be statewide and once the applicant pool is
gathered a recruitnment challenge would have to be denonstrated
to the Division of Personnel indicating why no other candidate

has the know edge, skill, and ability to perform the job. Al so,
if the recruitnment brings nore than five qualified applicants
then the retiree wouldn't be eligible. "It's in effect and it

has been working,"” he said.

Because the process of bringing people back is a short-term
solution, the Division of Personnel in the Departnent of
Adm nistration wll be very proactive in working wth
departnments that want to bring people back from retirement to
make sure they are buil di ng workforce pl ans.

5:53: 38 PM

CHAIR THERRI AULT asked M. Tibbles touch on the highlights so
that public testinony could be closed. M. Steinberger fromthe
Attorney Ceneral's Ofice was on line to talk to the commttee
under an executive sessi on about t he possi bl e | egal
ram fications of grandfathering or not grandfathering.

5:54:35 PM

MR, TIBBLES advised that Administrative Order 225 requires the
following before an agency could bring soneone back from
retirement to fill a position:

e The position nust be recruited through a conpetitive
process

e The conpetitive process nust post the position for a
m ni mum of 15 days
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e The hiring authority nust consider all applicants not
just a sel ected pool

e Al individuals brought back wunder 242 nust Dbe
separated fromstate service for a mninmum of 30 days

 Before a position is offered to an applicant, the
adm ni strative or der woul d require t hat t he
recruitment process result in an applicant pool of
fewer than 5 qualified, eligible and available
applicants

* The hiring authority nust denonstrate why no other
i ndi vidual has the know edge, skills and ability to
perform those duties

* The approval for hire nust be secured in witing from
the director of personnel

e Wthin 60 days after receipt of the director of
personnel's approval for a waiver, the departnent
seeking the waiver must identify the critical
conponents of the position

* The departnent nust identify the know edge skills and
abilities that need to be developed in the workplace
to assure that the work can be acconplished when the
rehired retiree separates from service again

e A developnent plan that acconplishes a transfer of
know edge is required

* Applicable statutes and personnel rules will apply

« State agencies are encouraged to develop a strategic
view of human resource needs including devel opnent of
a workforce plan with the assistance of the division
of personnel

5:57:51 PM

SENATOR HUGGE NS comrented, "There's sonmething fundanentally
wrong that a person says, 'I'm going to retire.' and they turn
the switch off and they conme back to work in 30 days in the sane
job."

MR. CHRIS CHRI STENSEN, Deputy Adm nistrative Director, Al aska
Court System inforned nmenbers that the court system has found
the retiree rehire program to be very helpful and it hopes the
program wi || be extended. The court system has approxi mately 650
non-j udi ci al enpl oyees of which 10 participate in this program
Gven the nature of those positions, those enployees are
significant to court system operations.
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The program has hel ped address two problenms. First, the court
system has a | arge nunber of one-person job classifications such
as the state law librarian. Wen the primary responsibility of a
position is unique, continuity of service is problematic. Wen
such a position becones vacant, no one on staff can pick up the
wor K.

He stressed the inportance for these one-person job classes to
remain filled wth know edgeable and experienced people.
Internal recruitnment is difficult because the positions often
require an advanced degree and in the court system nost
enpl oyees are range 15 or |less clerical workers.

Anot her problem is that the court system frequently has few
qualified applicants for its supervi sory posi tions SO
supervisors are often retained. The fundanental problem and
reason for this is high turnover. Mre than 50 percent of court
system enpl oyees are paid at ranges 6, 8 or 10 so an annual 50
percent turnover is typical. Forty percent of the court systenis
enpl oyees are located in Anchorage so it is conpeting wth the
Muni cipality of Anchorage (MJA). Although the salary structure
is simlar, MOA pays nore enployee benefits. In sone rura

| ocations the court system has experienced 100 percent turnover
in one year. Certainly public service doesn't have the draw it
did years ago and the court system would be struggling wthout
the retiree rehire program

The RIP program becane extrenely problematic for the court
system and the retire rehire program partially conpensates for
t hose probl ens.

CHAI R THERRI AULT asked if he had requested that the Legislature
not participate in the RIP program

MR CHRI STENSEN didn’t recall
6: 03: 12 PM

V. BARBARA  HUFF- TUCKNESS, Di rector of Gover nnent al and
Legislative Affairs for Teansters Local 959, stated support for
SB 24. She represents enployees wth the MA who have
participated in this program and for whatever reason MOA hasn't
suffered fromthe program

Wen this program first went into effect, | anguage was

negotiated in the collective bargaining agreenents that
addressed the retiree rehire issue. O the 18 waivers requested
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by the MOA, 12 retirees were rehired in a system that has over
2,025 enpl oyees.

MOA has a trenmendous nunber of retired mlitary that have
returned to classified, non-classified and politically appointed
positions. This isn't viewed as a negative because they bring
val uabl e resources and know edge to the workpl ace.

The program has been used very successfully in the engineering
and public health sectors because it's been difficult to keep up
with cost of I|iving increases, health benefit changes, and
conpetition with the private sector.

I ndividuals that are currently enrolled in the program and are
within MA were under the  Dbelief t hat they would Dbe
grandfathered in. In fact many structured work and retirenent
pl ans based on that fact. "For the record | would request that
the least that could be done here would be grandfather in those
particular individuals that are currently participating in the
program" she said.

The Municipality of Anchorage has saved over $.25 mllion with
the 12 individuals that have been participating in the program
She urged the commttee to seriously |ook at the pros and cons
of the program and nove the bill fromconmttee.

6: 07: 26 PM

SENATOR WAGONER announced that U S. Senator Ted Stevens
mentioned that this mght be the last year that federa
enpl oyees living in Al aska receive the cost of living all owance
differential.

CHAI R THERRI AULT noted there was no further testinony.

He asked for a notion that the conmmttee nove into executive
session to take testinony from the Departnent of Law on whet her
t he grandfathering question raises a | egal issue.

SENATOR WAGONER noved that the Senate State Affairs Commttee go
into executive session under AS 44.62.310 to consider matters
the imedi ate know edge of which could clearly have an adverse
affect upon the finances of the State of Al aska. There being no
objection, the committee went into executive session.

SB 24 was held in commttee.
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CHAIR THERRI AULT reconvened the neeting after the executive
session and adjourned at 6:51:52 PM
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