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judicial retirement system relating to the health reinbursenent
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to the public enployees' deferred conpensation program relating
to group insurance for public enployees and retirees; naking
conform ng anendnents; and providing for an effective date."
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"An Act relating to the accounting and paynent of contributions
under the defined benefit plan of the Public Enployees’
Retirement System of Alaska, to calculations of contributions
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term nation of and anmendnents to participation in, that defined
benefit plan; making conform ng amendnents; and providing for an
effective date.”

- HEARD AND HELD
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W TNESS REG STER

ANNETTE KREI TZER, Commi ssi oner Desi gnee

Department of Adm nistration (DOA)

Juneau, Al aska

PCSI TI ON STATEMENT: Expl ai ned conmittee handouts related to HB
204 and the Departnment of Admi nistration's position on aspects
of HB 206. She responded to questions.

KATHLEEN LEA, Acting Director

Retirement Manager

Division of Retirenment and Benefits (DRB)

Departnent of Adm nistration

Juneau, Al aska

PCSI TI ON  STATEMENT: Presented HB 206 on behalf of the
Department of Adm nistration and responded to questions.

ACTI ON NARRATI VE

CHAIR M KE HAWKER cal | ed the House Special Conmttee on Ways and
Means neeting to order at 7:11:11 AM Present at the call to
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order were Representatives Hawker, Fairclough, WIson, Seaton,
and Roses. Representative Cissna arrived as the neeting was in
progress. Representative G uenberg was excused.

7:11:11 AM

HB 204- PUBLI C EMP. / TEACHERS/ JUDCGES EMP. BENEFI TS

CHAI R HAWKER announced that the first order of business would be
HOUSE BILL NO. 204, An Act relating to the public enployees' and
teachers' defined benefit retirenent plans; relating to the
public enployees' and teachers' defined contribution retirenent
plans; relating to the judicial retirenment system relating to
the health reinbursenent arrangenent plan for certain teachers
and public enployees; relating to the supplenental enployee
benefit program relating to the public enployees' deferred
conpensation program relating to group insurance for public
enpl oyees and retirees; making conformng anendnents; and
providing for an effective date."

ANNETTE KREI TZER, Comm ssi oner Desi gnee, Depart ment of
Adm nistration (DOA) provided the conmttee with a docunent
titled "Conparison of Former HB 475 and HB 204". She went on to
reference an email sent to her on March 31, 2007 which provides
a synopsis of the participation of the National Education
Associ ati on, Al aska branch (NEA-Alaska) in the Teachers'
Retirement System (TRS) as requested by the conmttee.

REPRESENTATI VE SEATON relayed that, at the |ast neeting, there
was discussion of the effect of allowing elected officials to
participate in the Public Enployees' Retirenent System (PERS).
He explained that his office did some research on different
enpl oynent scenarios and their effect on PERS. He noted that
the | argest cost conponent is for nedical costs.

CHAI R HAWKER confirnmed that the aforenmenti oned research was for
PERS Tiers I, |1, and Il only.

REPRESENTATI VE SEATON rem nded the commttee that an enployee's
PERS participation tier is based on the date that person was
first enployed, so an elected official with previous enploynent
with a PERS enployer will fall under the system that applied at
the time that person was first enployed. He noted that while it
is against the law for an enployer to use retirenment status in
enpl oynent decisions, there is no prohibition against voters
considering the retirenment system status of a candidate when
maki ng their deci sion.
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[ HB 204 was held in conmttee.]
7:18:20 AM

HB 206- PERS CONTRI BUTI ONS; UNFUNDED LI ABI LI TY

CHAI R HAWKER announced that the next order of business would be
HOUSE BILL NO 206,"An Act relating to the accounting and
paynent of contributions under the defined benefit plan of the
Public Enpl oyees' Retirenment System of Alaska, to calculations
of contributions wunder that defined benefit plan, and to
participation in, and termnation of and anmendnents to
participation in, that defined benefit plan; nmaking conformng
anmendnents; and providing for an effective date."

KATHLEEN LEA, Acting D rector, Retirenment Manager, Division of
Retirement and Benefits (DRB), Departnent of Admnistration,
provided the commttee wth a PowerPoint presentation dated
April 2, 2007. She said that enployers have expressed concern
regarding the current enployer |evel accounting nethod used for
the PERS defined benefit plan. Although PERS now has two pl ans,
the defined benefit (DB) plan, and the defined contribution
retirement (DCR) plan, today will only address concerns with the
DB pl an, she expl ai ned.

7:20:42 AM

M5. LEA reminded the committee that PERS is an agent multiple-
enpl oyer plan which provides benefits to enployees of nore than
one enployer. Separate accounts are set up for each enployer to
pay for the benefits of only that enployer's enployees. She
explained that there are sone admnistrative and investnent
functions which are pooled to the advantage of the enpl oyer.

M5. LEA explained that AS 39.35.100(b)(3) requires that separate
accounts be maintained for each enployer and that these accounts
be credited with that enployer's contributions. Furthernore, AS
39.35.250 states that the past service rate portion of each
enpl oyers' contribution rate is that "required to anortize the
unfunded obligations of the enployer ...." She relayed that the
state's actuary, Buck Consultants, anortizes the unfunded
obligations over a 25 year period. She went on to explain that
PERS assets include contributions by enployers and enpl oyees as
well as investnent incone. Liabilities include pension benefits
and health costs. If there is a deficit between assets and
l[iabilities, the enployers are liable for funding the shortfall.
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M5. LEA explained that enployer contributions are accounted for
in two separate accounts. In the active account, all enployer
contributions are accounted for separately. However, the
retiree account is one account and enployer contributions are
not accounted for separately. She explained that once funds are
transferred into the retiree reserve account, the funds are no
| onger the enployer's, but are used to pay benefits.

7:22:58 AM

REPRESENTATI VE ROSES asked what happens when a retiree is re-
hired by a PERS enpl oyer after funds for that enployee have been
transferred to the retiree reserve account.

M5. LEA explained that a re-hired retiree wll continue to
receive retirenent benefits. The enployer will continue to pay
any past service cost contributions, but the enployee nmakes no
contributions and does not accrue any additional service towards
retiremnent.

7:23: 54 AM

M5. LEA described the retiree reserve account as funded from
enpl oyer and enpl oyee contributions, as well as a share of PERS
net investnent incone. When actively enployed, a menber makes
contributions to their own account. Once an eligible nenber
retires, their contribution account transfers to the retirenent
reserve account. Benefits are first paid from the enployee's
contributions, then from the enployer's contributions. This is
because the enployee's portion is transferred to the retiree
reserve account inmmediately upon retirenent, but the enployer's
share is calculated during the next valuation cycle, which can
be up to a year later. She relayed that it is the calculation
of the enployer's share that has caused sonme concerns.

MS. LEA explained that the retiree reserve account is to be 100
percent funded. The DRB | ooks at the actuarial calculations and
considers the anount of enployee contributions to determ ne the
enployer's final liability. Wen nenbers retire, their enployee
contributions wll be transferred to the retiree reserve.
Thereafter begins the statutory evaluation process to determ ne
the armount the enployer must contribute to fully fund benefits
due its retired nenbers. An enployer's share is determned with
reference to the total retiree liabilities and assets. The
enployer's allocated share of assets and Iliabilities is
calculated to determ ne the anbunt necessary to fund the retiree
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reserve account as deternmined by the actuary. In sone cases

enpl oyers can over fund the account she explained, referring to
slides 15 to 17 which show calculations from an actua

situation.

7:32:29 AM

CHAIR HAWKER expressed his concern that the aforenentioned
exanple provided by DRB shows an enployer with a potential
unfunded liability of $112,353 in 2004 becom ng over-funded by
$192,428 one year later, after the conpletion of actuarial
cal cul ati ons.

MS. LEA agreed that the exanple hel ps explain why enployers are
concerned with the allocation nethod. She went on to explain
that liabilities are annually calculated by enployee and
allocated to individual enployers based on pro-rata service
earned with an enployer. However, this calculation does not
take into account salary earned with an enployer, which is
anot her area of enployer concern.

7:33: 41 AM

M5. LEA said that the cost share nodel of the bill addresses
concerns wth accounting. She explained that under the current
system the retirenent calculation is based on the enployee's
three highest salary years. Therefore, if a person worked for
two different enployers for five years each, earning $150, 000
total with enployer A and $200,000 total wth Enployer B,
enployer A's liability is based on the higher salary paid by
enpl oyer B. The effect of this rule becones nore extrene if a
person is an elected official who earns a small stipend of
$1,000 for five years of elected service for Gty X That
person could then work for Cty Z and receive a wages of
$200, 000 over a five year period. Gty X will share 50 percent
of the total liability even though the retiree only received a
small stipend from his or her time as an elected official wth
that city. She noted that scenario shown on slides 21 to 23 is
extrenme, but that there are approxinmately 735 persons, or about
1.2 percent of PERS nenbers, who are elected officials and that
the exanple clearly illustrates a problem with the allocation
met hod.

7:35:54 AM

MS. LEA offered that the cost share npdel addresses concerns of
account allocation and enployer liability. She expl ai ned that,
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in a cost share program all enployers share the costs of

benefits, admnistration, and investnent. Under HB 206, the
PERS DB plan will be adm nistered nore |like the TRS DB plan and
the state will assune 65 percent of the unfunded liability, or

approximately $3.6 billion of $5.5 billion total wunfunded
liabilities as of June 30, 2006. She opined this approach could
sinplify plan admnistration and allow the plan to avail itself
of issuance of pension obligation bonds (POBs) to further reduce
the unfunded liability. She described HB 206 as a |ong range
plan which will allow a nore uniform |ess volatile contribution
rate. She said that the Al aska Retirenent Managenent Board
(ARMB) and the Al aska Municipal League (AM.) support the concept
of the cost share approach

7:40:11 AM

COWM SSI ONER DESI GNEE KREI TZER poi nted out that AM. does support
a cost share approach, but indicated that AML would like the
state to take a larger share of the unfunded liability. She
went on to explain that HB 206 as proposed allows nunicipalities
90 days after the bill's effective date to choose whether to be
covered by the cost share legislation. She explained that under
the bill's provisions, costs are shared anong enployers and it
is estimated that it will bring enployer contribution rates down
and save |ocal governnents noney by fiscal year (FY) 2008. She
said that the bill allows the state to intercept funds bound for
non- payi ng enpl oyers. She opined that this tool, while it my
sound drastic, should be available to the state since the state
is ultimtely responsible for paynent of benefits. The bill
al so has a provision that requires |ocal governments to pay for
termnation studies, which she opined would save the state and
enpl oyers from payi ng for unnecessary accounting costs.

COWMM SSI ONER DESI GNEE KREI TZER offered that in considering this
i ssue, DOA has considered nethods to take a |onger range view
that will have a positive effect on FY 08 budgets and still pay
down the unfunded liability. She referred to HB 204, which she
said allows the state to calculate the enployer contribution
rate across the entire wage base. She opined that although this
woul d not have an effect for several years, it would help |ower
the contribution rates. Enpl oyers would be contributing the
same amount, but the rate will appear |ower, she expl ai ned.

COWM SSI ONER DESI GNEE KREI TZER said that if the state adopts the
cost share plan, pays 65 percent of the unfunded Iliability,
hol ds harml ess enployers who would have to pay nore in FY 08,
and pays 30 percent of the unfunded liability through POBs, it
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will save the state $10 million. She opined that the cost share
approach offers a long term solution, noting that POBs are "not
w thout risk." She told the commttee that Governor Palin is
concerned that |ocal governments not be unduly over-burdened.
She opined that this solution does not cause undue burden to

| ocal governnents when taken as a whole. In response to a
comment, she reiterated that she is continuing to neet wth
interested parties to discuss the cost share approach until "we

cone to a solution.”

7:46: 27 AM

CHAIR HAWKER enphasized that HB 206 has sone significant
conponents. First is the calculation of the enployer rate
across all public enployees, not just those in the DB plan.

Second, the intercept provision recognizes the need for a
mechanism for the state to pursue recovery of paynents if
muni ci palities fail to pay. Furthernore, the bill proposes that
enpl oyers pay term nation study costs. Last, Section 7 proposes
the state assunme 65 percent of the unfunded actuarial unfunded
liability as of June 30, 2006. He noted that as of 2006 the
state had not been fully funding the pension plans due in part
to a state law which limted increase to the annual rate of
enpl oyer contributions to 5 percent. He asked why that date was
chosen to calculate the state's proposed assunption of
liabilities.

COWMM SSI ONER DESI GNEE KREI TZER expl ai ned that she wanted to use
the "worst case, known scenario" which is the June, 2006
determination that there is approximately $8.8 billion in
unfunded pension plan costs.

CHAI R HAWKER noted that the unfunded liability will grow in FY
07 and FY 08, and perhaps stabilize after that. He asked how
the anticipated, but wunknown, growmh wll be considered in
determ ning nunicipal contribution rates.

7:50: 25 AM

COM SSI ONER DESIGNEE  KREI TZER told the comittee she has
di scussed the aforenentioned issue with AML and agreed that
there are various ways to approach the likely, but currently
unknown, increases in the amount of unfunded liabilities. She
expl ained that for FY 07 and 08, DOA is aware of the |evel of
assistance rate relief necessary to hold comunities harm ess.
She opined that one approach to "leveling it out”" would be to
offer a percentage of that assistance in the future. She opined
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that nuch of the discussion of funding issues will take place in
t he House and Senate Standing Finance Committees.

REPRESENTATI VE W LSON asked which section of the bill contains
t he hold harml ess provisions and whether it is for one year.

COW SSI ONER  DESI GNEE  KREI TZER explained that the "hold
harm ess” aspects of the proposed cost share plan have not yet

been presented to this commttee. She expl ained that DOA has
considered different approaches to a cost share plan. In one
scenario, if the state goes to a cost share plan w thout giving
sonme relief to enployers, it would save the state noney, but
cost plan participants. However, holding conmmunities to their
FY 07 rates would require a state contribution of $82 mllion to
the unfunded liabilities. The budget as introduced by the

governor proposes to provide $115 million in rate relief for
muni ci palities. She indicated that it would cost the state $82

mllion to hold the conmunities harmess; however the state
woul d still save $10 million in FY 08. She agreed that the hold
harm ess process is for one year. She explained that in her

di scussions with AM., she has broached the possibility that for
future years the state could pay a percentage of what it is
paying this year to hold conmunities harniess.

7:55:56 AM

REPRESENTATI VE  SEATON  asked whet her t he hol d harm ess
di scussi ons concern an individual enployer's calculated rate, or

a blended rate. He explained that while discussion of pension
issues often refers to general rates, enployers actually pay
based on their individual rates, which my vary. He sought

clarification as to what rate the hold harm ess provisions would
be based on, noting that some enployers are paying at high
rates.

COW SSI ONER DESI GNEE KREI TZER noted that HB 204 allows the
state to spread the cost across the entire wage base of both DB
and DCR enpl oyees.

REPRESENTATI VE SEATON noted he was not asking about which

salaries are included in the wage base. He sought further
information as to how the state would determ ne which rate an
enployer will be held to for purpose of the hold harnless
provi si on.

COW SS| ONER DESI GNEE KREI TZER i ndi cated she believed it was the
i ndi vi dual enpl oyer rate.
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7:58:46 AM

CHAI R HAWKER summari zed that his understanding is that the state
will take responsibility for a fixed anbunt as a way to provide
some rate predictability and stability for nmunicipal enployers
so that they can afford to pay the escal ati ng pension obligation
rates. He noted that the one approach, as taken by HB 206, has
the state taking responsibility for a fixed anmount of the
unfunded pension obligations. Under this approach, individual
enployer's rates wuld be reduced to a reasonable rate.
However, since the state is only taking responsibility for a
fixed amount for one year, the future rates are still unknown,
he observed. An alternate approach would have been for the
state to take responsibility to guarantee a fixed rate for
muni ci pal enployers, with the state having responsibility for
any anount over the fixed rate.

8:01: 55 AM

REPRESENTATI VE SEATON offered his understanding that the hold
harm ess approach wll hold nunicipalities to their current
i ndi vidual contribution rate.

COW SSI ONER DESI GNEE KREI TZER agreed with the aforenmentioned
expl anat i on.

COWM SSI ONER DESI GNEE KREI TZER referred to an exhibit titled
"Cost Share Exhibits" and explained that it presents the various
results that a change to a cost share system wll have on
different enployers. She rem nded the commttee that if the
state noves to cost share wi thout providing sone type of hold
harm ess relief, the state will save approximately $36 mllion.
However, she said this approach wll cost the nunicipalities
approximately $52 million, a result she characterized as not
fair. Therefore, the state considered other approaches, such as
rate relief, to address negative inpacts on enployers. To hold
muni ci palities to their FY 07 contribution rate would cost the
state $82 mllion, she said. This approach contenplates the
state assunming 65 percent of the wunfunded liability and
potentially using other fund sources, such as POBs.

CHAIR HAWKER cl arified that Exhibit 2a of the Cost Share Exhibit
set forth the scenario under HB 206 where the state assunes 65
percent of the unfunded liability as of June 30, 2006 and pays
$1.7 billion of that liability through i ssuance of POBs.
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COW SSI ONER DESI GNEE KREI TZER clarified that it is the state
and nmunicipalities that pay as it is "built into the rate.”

8:12: 23 AM

REPRESENTATI VE FAI RCLOUGH expressed concern regar di ng
muni ci palities that have not paid their contributions.

COWMM SSI ONER DESI GNEE KREI TZER agreed that there seemto be sone
i ssues regarding the adequacy of paynents by the Cty of
Fai rbanks, as well as issues to be addressed concerning cities
that have paid additional amunts to reduce their unfunded
pension liabilities. She stated that this may be an issue the
| egi slature may address in a specific manner.

8:14: 00 AM

REPRESENTATI VE SEATON asked if the various scenarios shown in
the Cost Share Exhibit are affected by factors such as rate
calculation across the entire wage base, not just the defined
benefit portion of the wage base.

8:15: 50 AM
COWM SSI ONER KREI TZER opined that it was likely the cal cul ations

referred to do take into account factors such as inclusion of
the entire wage base in the determnation of the enployer

contribution rate. She stated that her approach has been to
work with AML and focus on the "worst case" scenario in trying
to determne a solution. She explained that the Cost Share

Exhi bit shows how enployers will be differently affected if the
state assunes 65 percent of the unfunded liabilities.

REPRESENTATI VE FAIRCLOUGH remnded the conmttee that she
previously requested information as to which communities are
behind in their enployer contributions.

REPRESENTATI VE ROSES asked how many enpl oyers are funded by the
state, such as the university system noting in those cases the
state pays all the costs for that enployer through the genera
fund. He noted that other enployers have sone type of tax base,
but that the state ends up paying nuch of the obligation anyway
t hrough revenue sharing or area cost differentials allocated to
t hose communiti es.

8:24:59 AM
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M5. LEA agreed that at the point of allocation process, the
enpl oyee's portion has already been transferred to the retiree
reserve account. In response to further inquiry, she noted that
at one point in the TRS system the state paid a contribution in
addition to the enployee and enpl oyer. The state did not make
an additional contribution for the PERS, she clarified.

8:26: 22 AM

REPRESENTATI VE ROSES asked whether there is a nethod to
determ ne which PERS enployers can be considered "stand al one"
enpl oyers that have a tax base or other revenue source besides
t he state.

M5. LEA said DRB can provide information that shows how many
enployers are in different categories, such as how many are
school districts. However, DRB is not aware of the funding
sources for all enployers.

CHAI R HAWKER noted that Exhibit 1 on page 5 of the Cost Share
Exhi bit delineates enployers by category, which nmay hel p answer
Representati ve Roses' query.

8:29: 09 AM

REPRESENTATI VE  FAIRCLOUGH relayed that there are likely
communities that the state funds at 100 percent, therefore all
enpl oyer contributions by those communities are really state
f unds.

REPRESENTATI VE W LSON opined that sone communities inpose |oca
property taxes despite the burden it causes, while other |arger
communities do not inpose |ocal property taxation despite their
ability to do so.

8:31:34 AM

COWMWM SSI ONER KREI TZER agreed that the are mnmany issues to
consider related to PERS/ TRS fundi ng. She offered that HB 206
is the adm nistration's suggested |ong-term approach to address
the unfunded liability. She expressed concern over the grow ng

$8.6 billion liability and stated the adm nistration presented
the cost share approach as a fair solution. She noted that
there are concerns that sone nmunicipalities will receive debt

relief under this approach. There are also concerns that other
communities should receive acknow edgenent of addi ti onal
contributions made to their unfunded liabilities. Additionally,

HOUSE WM COW TTEE -12- April 2, 2007



she rem nded the commttee that market forces will deternmine the
ability to issue pension obligation bonds to reduce the TRS
i ndebt edness. In summary, while there are "six ways to Sunday"
to criticize the cost share plan, she offered that it is an
approach through which to address and pay down the unfunded
lTabilities.

8:32: 50 AM

CHAI R HAVWKER recapped that testinony indicates that nunicipa

enpl oyers support the cost share approach, although details of
the proposal remain to be deternined. He noted that there is a
significant issue regarding "winners and |osers"” that still

needs to be considered as well as issues of the ability to
intercept funds, and termi nation study costs. He expressed sone
concern over the paynment nechani sm proposed in Section 7 of HB
206, which he described as the single |argest conponent of the
bill. He noted that while Section 7 offers a sound approach, it
is likely to undergo sonme changes as the bill noves through the
syst em

[HB 206 was held in comm ttee.]
ADJ OQURNNMENT
There being no further business before the commttee, the House

Special Committee on Ways and Means neeting was adjourned at
8:37:25 AM
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