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ACTI ON NARRATI VE

CHAIR M KE HAWKER cal | ed the House Special Conmttee on Ways and
Means neeting to order at 7:14 AM Present at the call to order
were Representatives Hawker, Fairclough, WIson, Roses, Seaton,
and Gruenberg. Representative Cissna arrived as the neeting was
in progress. Representative Kelly was al so in attendance.

7:14:39 AM

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

CHAI R HAWKER announced that the first order of business would be
HOUSE BILL NO. 206, "An Act relating to the accounting and
paynment of contributions under the defined benefit plan of the
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Public Enpl oyees' Retirement System of Alaska, to calculations
of contributions wunder that defined benefit plan, and to
participation in, and termnation of and anendnents to
participation in, that defined benefit plan; making conform ng
amendnents; and providing for an effective date."

7:15:38 AM

REPRESENTATI VE SEATON opi ned that one of the chief conponents of
a cost share system should be to structure a mechani sm by which
all enployers are on "an equival ent basis" when they enter the
system He said he believes that the one-year hold harnl ess
provision as currently proposed under HB 206 is not sufficient
to keep sone enployers in the system He suggested that
fairness requires sonme kind of equity anong enployers as they
enter a cost share arrangenent. He referred to a docunent
titled "Hold Harm ess", dated April 10, 2007, which was provided
to the conmttee. He remi nded the commttee that "there is no
wording in [HB] 206 that provides the hold harnless.” He
suggested that his approach could be described in a letter of
i ntent which could be sent to the House Finance Comm tt ee.

7:18: 06 AM

CHAIR HAWKER asked whether Representative Seaton's approach
coul d be considered a conceptual anendnent to HB 206

REPRESENTATI VE SEATON agreed that his suggested approach to the
hold harm ess issue could be considered a conceptual anendnent
to HB 206. He reiterated his belief that enployers nust be at

an equivalent place when they enter the cost share pool. He
opined that the current proposal to set enployer contributions
at approximately 32 percent will cause many enployers to drop

out of the systemas it is nmuch too high a rate. Hi s proposal
is based on information from the Al aska Muinicipal League (AM)
and other entities that nunicipalities "could stand" an enpl oyer

contribution rate of 22 percent. He went on to say that a 22
percent enployer contribution rate is reasonable, while a rate
as high as 31.86 percent is "unworkable.” He suggested that to
get to a rate of 22 percent, there will need to be a reduction
in the unfunded actuarial accrued liability (UAAL), whether by
pension obligation bond (POB), or other nechanism He
sumarized that this approach establishes how nuch of the
unfunded Iliabilities will be paid to allow for an enployer

contribution rate of 22 percent.
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REPRESENTATI VE SEATON noted that sonme nunicipalities are paying
at 10 percent, therefore, a nmechanismis needed to bring them up
to an equivalent unfunded liability of 22 percent by paying part
of their rate for the first several years. If an enployer is
paying at a higher rate, he suggested that there needs to be a
mechani sm to divert funds for paynment of PERS liability in an
anount sufficient to bring that enployer's contribution rate
down to 22 percent.

7:24:56 AM

CHAI R HAWKER sunmmari zed that the aforenenti oned approach appears
designed to establish parity whereby the unfunded liability for
every enployer is 22 percent and the consolidated enployer rate
is also 22 percent.

REPRESENTATI VE SEATON agr eed W th t he af orenent i oned
sumari zation and set forth it would require two different
calculations to the set the rate at 22 percent. He noted that
the rate chosen could be different than 22 percent. He offered
that his proposed anmendnent is not so nmuch about the actual rate
as about establishing a nechanism to bring all enployers to
parity with regard to their unfunded liabilities.

7:26: 43 AM

REPRESENTATI VE FAI RCLOUGH noted that enployers who pay into the
system to "nake thenselves whole" sooner will have |ess of an
obl i gati on. She asked if that possibility had been considered
when preparing the scenarios presented by the proposed
conceptual anmendnent.

REPRESENTATI VE SEATON indicated that details of paynent and

interest rate accrual would still need to be considered, but
reiterated that his approach requires the determ nation of
unfunded liabilities at a particular point or "snapshot" in
time. The actuarial rates for each enployer are determ ned

based on the anmobunt of unfunded liabilities. The hold harm ess
provision's purpose is to work out a nmechanismto bring all the
enpl oyers, with their differing rates and unfunded liabilities,
into a cost share systemon an equitabl e basis.

REPRESENTATI VE FAI RCLOUGH suggested that there are nmany details
to be worked out due to the differing situations of sone
enpl oyers, noting that sone are over-funded, while others owe
quite a bit.
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7:28:43 AM

REPRESENTATI VE SEATON agreed that there wll need to be
adj ustments nmade to address issues that will arise as the state
noves to bring enployers to an equival ent basis. He expl ai ned
the cal cul ations necessary to arrive at a consolidated rate of
22 percent. To arrive at this figure, one nust calculate the
di fference between the past service cost rate and the nornal
cost rate. This difference will set the anmount the enployer
must pay to towards its past service cost. The difference

between the past service cost and the enployer's rate wll
determne the anobunt of the state's contribution towards the
past service cost. If a consolidated rate of 22 percent is the
goal, the enployers wll take responsibility for 41.7 percent of
the UAAL and the state share will be 58.3 percent of the UAAL.
He said that the nechanisns for paynment, whether through

enpl oynent taxes, POBs, or other nethods, wll need to be
det er m ned. Using the 22 percent rate as an exanple would
result in the enployers being responsible for $1.83 billion and
state responsible for $2.56 billion.

7:32:49 AM

CHAI R HAWKER requested an expl anation of the |inkage between the
calculations that determne a consolidated rate of 22 percent
and the actual amount of UAAL the enployers and the state are
responsi bl e for.

REPRESENTATI VE SEATON expl ai ned that one must | ook at the past

service cost rate and the nornmal cost rate. The difference
between those sets 7.52 percent as the anobunt necessary to pay
off the past service cost. This difference is divided by the

past service cost rate to determne the enployers' share of the
UAAL.

CHAI R HAWKER summari zed that the consolidated rate of 22 percent
is being used to explain a possible nechanism for a hold

harm ess provi sion. Using 22 percent as the consolidated rate,
one first determnes how nuch that figure exceeds the normal
cost rate to establish a cap amount of 7.52 percent. That cap

anount is a percentage of the total past service cost rate, in
this exanple, 41.7 percent. The 41.7 percent is applied to the
overall liability to deternmine the proportionate amount of the
l[iability in conjunction wth the proportionate amount of the
paynent .
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REPRESENTATI VE SEATON agreed with the above sunmary and rem nded
the conmittee that the 22 percent figure is for discussion

pur poses. He opined that the ~current proposed enployer
contribution rate of approximately 32 percent to pay off the
UAAL over 25 years will not work for the system H s proposal

cal cul ates how nuch of the unfunded liability the enployers wll
be responsible for if a contribution rate of 22 percent is
forecast for a 25 year period. As a result, the enployers wll
pay 41.7 percent and the state 58.3 percent of the UAAL, which
nmust be reduced sonehow, he indicated.

7:36:54 AM

CHAIR HAWKER offered his wunderstanding that this proposal
assunmes a fixed enployer contribution rate. He asked about the
effect of future actuarial changes to the past service cost
rate.

REPRESENTATI VE SEATON indicated that the current system presents
a known problem of enployer rates that are too high and
unpredi ctabl e nedical costs. This proposal suggests a way to
fix the known aspects of the problem of unfunded pension
liabilities.

CHAI R HAWKER sought further clarification by setting forth his
understanding that the 22 percent is a fixed variable, and all
other calculations are based on that rate. He indicated his
understanding that the proposed nechanism would work regardless
of changes to other variables, such as the past service cost
rate. In that case, the anmount the state is responsible for may
i ncrease or decrease annually.

REPRESENTATI VE SEATON explained that 18.03 percent is the
calculation for the past service cost rate anortized over 25
years.

CHAI R HAWKER pointed out that the past service cost rate wl
change based on the annual actuarial val uation.

REPRESENTATI VE SEATON agreed that the past service cost rate
woul d change but perhaps not by nuch unless there are large
changes in the state's total liability for nedical and
retirement benefits. However, he reiterated his opinion that to
nove to a cost share system wi thout some nechanism to |ower the
proj ected enployer contribution rate of 32 percent will cause at
| east half of the enployers to | eave PERS
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7:42:53 AM

CHAIR HAWKER summarized his understanding that this approach

sets a fixed anmount for the consolidated rate that all PERS
enpl oyers w |l pay. Once that fixed anount is determ ned,
calculations are done to determne the state's share of the
unfunded liabilities, while the communities are held to the

consolidated rate for enployer contributions.

REPRESENTATI VE SEATON suggested that POBs or other nethods could
be used to reduce the state's share of the UAAL

7:44: 03 AM

CHAIR HAWKER contrasted Representative Seaton's proposed hold
harm ess approach with that currently proposed in HB 206. He
offered his understanding that the fixed element in HB 206 is
t he amount of the cal culated UAAL as of June 30, 2006, which is

"multiple billions of dollars.” Under the bill, the state would
pay 65 percent of the known UAAL to determ ne the dollar anmount
the state would be responsible for. The PERS enpl oyers would

share the risk of future rate adjustnments with the state.

ANNETTE KREI TZER, Comm ssi oner Desi gnee, Depart ment of
Adm nistration (DOA), clarified that the anmpbunt of the UAAL
cal cul ated as of June 30, 2006 is 8.6 billion, which she stated
is a nore accurate determnation of the anount of unfunded
liabilities.

CHAI R HAWKER expl ai ned that Representative Seaton's approach is
"much nore akin" to the structure currently being considered by
t he House Finance Comm ttee. This debate is very relevant to
section 7 of the bill, he indicated.

REPRESENTATI VE ROSES noted that when conmmunities opt out of
PERS, their termnation costs are based on an actuarial
cal cul ation of that enployer's share of the unfunded liabilities
at the time of termnation. He asked whether there is any
ability for DOA to adjust the termnation costs if it is later
determined that the costs attributed to the enployer were not
accur at e.

COWMM SSI ONER DESI GNEE KREI TZER said she believes that once the
opt out rate is set, DOA cannot go back and change it.

7:51:45 AM
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KATHLEEN LEA, Retirenment Manager, D vision of Retirement and
Benefits (DRB) Departnment of Administration explained that
termnation liability is determ ned based on a present day val ue
calculation arrived at through an actuarial projection of an
enpl oyer's future costs. She said that anobunt, once determ ned,
i's not adjusted.

REPRESENTATI VE ROSES offered his understanding that the finality
of the termnation cost decision applies regardl ess of whether
actual liability was over- or under-assessed.

MS5. LEA agreed that the aforenentioned understanding is correct
because the actuary uses assunptions to determ ne costs, so if
the actual costs vary from the assunptions the amount of an
enpl oyer's actual liability will adjust accordingly.

7:53: 13 AM

REPRESENTATI VE GRUENBERG suggested that the |law could be anmended
to allow sonme flexibility in making these determ nations
regardi ng opt-out procedures.

COWMWM SSI ONER DESI GNEE KREI TZER said she would be wlling to
consi der any anmendnent, but offered that she does not see a way
to structure opt-outs to allow the state to go back and adjust
the determ ned opt-out costs. She agreed that there is an issue
when opt-out costs turn out to not be accurate, but opined that
it would be difficult to craft a solution to fix the problem

REPRESENTATI VE FAI RCLOUGH offered that there could be a nethod
to provide an opportunity for communities to conme together and
issue a POB to pay off their liabilities all at once. She
opi ned that those communities who do not participate would pay
i nterest.

REPRESENTATI VE SEATON i ndicated he is supportive of nethods that
would help comunities enter a cost share system on an equal
basi s.

7:58:31 AM

M5. LEA rem nded the commttee that each enployer's liability is
val ued annual ly. She pointed out that termnation liability is
different from an enployer's unfunded liability and generally
far exceeds the enployer's unfunded liability. I f an enpl oyer
opts out, the renmaining enployers are valued on their own pool
of enpl oyees and retirees.
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REPRESENTATI VE W LSON asked if enployers pay less if they stay
in the PERS then if they opt out.

M5. LEA reiterated that termnation costs are significantly
different from an enployer's unfunded liability and that it is
i mportant for communities to understand that.

COWMM SSI ONER DESI GNEE KREI TZER opi ned that some conmunities w |
find it less expensive to stay in PERS then to termnate their
participation.

REPRESENTATI VE ROSES suggested that one reason for establishing
a consolidated rate is because there is no nechanism by which to
all ocate enployer assets and responsibilities once those funds
are transferred to the retiree reserve account. He suggested
that if there is a fixed rate, any future savings or additiona
liabilities could be accurately allocated to the state. Under
the current system the state has shoul dered responsibility for
the "lion's share" of costs for the PERS and Teachers'
Retirement System (TRS). If a fixed rate is established, the
enployers wll have the ability to incorporate into their
budget s an approach to reducing their unfunded liability.

8:02:43 AM

REPRESENTATI VE SEATON addressed the issue of how to determ ne
rates for conmunities that have over or under paid their pension
liabilities. He said that currently 63 enployers pay an
enpl oyer contribution rate of less than 22 percent. Under his
approach, those enployers whose rates would increase to 22
percent will receive a contribution from an asset pool to help
them get up to the 22 percent contribution rate. This approach
woul d hel p those enployers arrive at the 22 percent rate over a
nunber of years. For enployers that are now paying nore than 22
percent, their total enployer contribution rate, mnus 22
percent, is calculated to determne the "Y percent”, which is
then nmultiplied by the enployer's wage base to arrive at a
dol | ar anount. That dollar amount is transferred to PERS from
the conmmunity dividend revenue sharing paynent. He suggested
that the anount paid out of revenue sharing be capped so that
communities with a large unfunded liability wll still receive
some revenue sharing during the time paynents are being nmade to
bring their contribution rates down to 22 percent.

CHAIR HAWKER summarized that when the determnation of the
anount of the unfunded liability is made, it would result in
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funds being transferred so that every enployer's share of the
unfunded liability woul d be adjusted to 22 percent.

8:07:26 AM

REPRESENTATI VE SEATON agreed that is how he proposes to assure
that all enployers becone equivalent partners in a cost share
system He offered that there are many possible nethods by
whi ch to acconplish this goal

CHAI R HAWKER asked how this approach would benefit any enpl oyers
who are currently paying bel ow 22 percent.

REPRESENTATI VE SEATON replied that the system would pick up the
difference between the enployer's current rate and the 22
percent rate until the enployer's actuarially unfunded liability
equal s 22 percent. He opined that there is a real advantage to
being in PERS as it offers stability.

CHAI R HAWKER asked whet her an enployer's contribution rate would
be cal cul ated annually as if there was no cost sharing program

REPRESENTATI VE SEATON explained that the calculation would be
made to determine the dollar anount difference between the
unfunded liability portion and each enployer's share. This one-
time calculation would determne the paynents to be nade over
t he years.

CHAI R HAWKER reiterated his concern that this approach does not
seem to provide a benefit to any enployer whose current
contribution rate is bel ow 22 percent.

8:11:57 AM

REPRESENTATI VE SEATON said that under a cost share system al
the enployer contributions will be in one pool. He said that
cost share pool wll wuse off-setting contributions to pay the

difference between the current contribution rate and the pool
rate of 22 percent.

8:12:59 AM

REPRESENTATI VE ROSES suggested that the bill has an effect
simlar to Representative Seaton's suggested approach since al

comunities' rates would be 31.89 percent under HB 206. He
clarified that his understanding of HB 206 is that an enployer
with a rate below 22 percent would continue to pay at its |ower
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rate. However, he said that under his understanding of the
approach put forth by Representative Seaton, that enployer would
not have to nmake paynents until such tine as their rate would
equal the 22 percent.

CHAIR HAWKER opined that, if ~correct, the aforenentioned
characterization would require an ongoing dual calculation of
the enployer's liability.

REPRESENTATI VE FAI RCLOUGH clarified that at one point in tine an
anortized paynment schedule would determ ne how |ong an enpl oyer
whose current rate is below 22 percent would not have to pay
into the system Once that anortized credit is exhausted, the
enpl oyer would pay into the systemat 22 percent.

REPRESENTATI VE ROSES said that sonme enployers have over paid
into the system

REPRESENTATI VE SEATON expl ained that the proposed cost share
pl an does not take into account the differing enployer histories
that affect liabilities and rates. He offered that his approach
presents a nechanism to allow for the fact that sone enpl oyers
have under paid, while others have over paid into PERS.

REPRESENTATI VE FAI RCLOUGH suggested that if a nunicipality
currently does not pay 22 percent it will be hard to suddenly
make their paynents at 22 percent. She suggested that cities
must remain judicious in their paynents so that they are ready
to assunme paynment at 22 percent when necessary.

8:20: 01 AM

CHAI R HAWKER  offered t hat a key di fference bet ween
Representative Seaton's approach and that currently in HB 206 is

creating surety for individual enployers. The adm nistration's
proposal lets the enployers' rates fluctuate. He indicated that
there is sone concern that comunities will be unable to absorb
large rate increases. He suggested the conmttee could

formulate a letter of intent to express its concern that the
adm ni stration's proposal does not provide the desired surety of
a fixed or capped rate. If rates continue to increase, the
| egislature will have to continue to address the fiscal burden
on conmuni ti es, he opined.

8:23: 28 AM
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REPRESENTATI VE SEATON rem nded the conmittee that the point is
not so nuch to establish a set rate, but to come up with sone
method for enployers to enter a cost share system at an
equi val ent point.

CHAIR HAWKER reiterated that the 22 percent rate was picked as a
conveni ent nunber for discussion purposes.

REPRESENTATI VE ROSES noted that a fixed consolidated rate allows
for sonme long range planning by enployers, but does not alter
their obligation to pay their unfunded liabilities.

8:27:01 AM

REPRESENTATI VE FAI RCLOUGH stated sonme concern with tying this
approach to revenue sharing. She opined that it my be
preferable to fix the system at a set point in tinme, and offer
incentives to encourage conmunities to use bonds or other
met hods to reduce their liabilities. She rem nded the conmttee
that some communities receive very little revenue sharing funds.

CHAI R HAWKER suggested that the letter of intent should identify
the main issues raised and also set forth that any approach
resulting in a "winners and |osers" system needs further
consi derati on.

REPRESENTATI VE SEATON said that HB 206 has no | anguage about how
to address the issue of "winners and |osers"” that wll occur if
the state adopts a cost share approach for PERS. He suggested
that a preferable approach may be to forward sonething nore
detailed to the House Finance Conmttee for its consideration.

8:30:41 AM
CHAI R HAWKER expressed sonme concern that the approach discussed

today is so different from HB 206 that it is really a separate,
conpeting piece of legislation which would require further

vetting. However, he reiterated his willingness to proceed with
a letter of intent that will enconpass the commttee's concerns
with HB 206.

8:34:21 AM

CHAIR HAWKER noved to adopt a letter of intent to the House
Finance Conmmttee encapsulating the min points of today's
di scussi ons as conceptual Anendnent 3.
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REPRESENTATI VE SEATON obj ected for di scussi on purposes.

REPRESENTATI VE SEATON renoved his objection and there being no
further objection, conceptual Amendnent 3 to HB 206 was adopt ed.

8: 38: 56 AM

REPRESENTATI VE SEATON noved Amendnent 2, 25-GH1074\A 1, Wayne
4/ 10/ 07, which read [original punctuation provided]:

Page 8, follow ng line 14:
| nsert a new subsection to read:

"(c) Notw thstandi ng AS 39. 35. 255, added by sec.
5 of this Act, an enployer that nade enployer
contributions under former AS 39.35.270 for the period
beginning July 1, 2002, and ending June 30, 2006,
that, when conbined, exceed the mninmm required of
the enployer for that period by former AS 39.35.270
shall receive a credit equal to the excess and may
apply t he credit toward paynment of enpl oyer
contributions under AS 39. 35. 255 for subsequent
years."

REPRESENTATI VE FAI RCLOUGH obj ect ed.
8:39: 55 AM

REPRESENTATI VE  SEATON explained that  Anmendnent 2 allows
enpl oyers to receive a credit for excess contributions. He said
that if the House Finance Conmittee adopts sone Kkind of
mechani sm to account for overpaynents, Amendnent 2 would not be
needed. However, if no nmechanism to account for overpaynents is
adopted, then Amendnent 2 provides a nechanism to determne a
credit amount for those enployers who have nmade extra efforts to
pay their unfunded pension liabilities. The time period chosen
is the time for which the unfunded liability was determ ned. He
noted that 22 comunities nmade extra paynents towards their
unfunded liabilities.

REPRESENTATI VE FAI RCLOUGH suggested that Anmendnment 2 should be
inserted in a different section of the bill then stated in the
amendnent .

8:43:48 AM
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REPRESENTATI VE  SEATON wit hdrew  Amendnent 2 and offered
conceptual Amendnent 2 which would have the sane wording as
Amendnent 2, but would be inserted in the nost appropriate place
in HB 206.

CHAI R HAWKER obj ected for discussion purposes. There being no
further objections or discussion, Chair Hawker wthdrew his
objection to conceptual Anmendnent 2 and it was adopted by the
comm ttee.

8:45: 22 AM

REPRESENTATI VE GRUENBERG of fered Amendnent 1, 25-GH1074\A 4,
Wayne, 4/09/07, which read [original punctuation provided]:

Page 7, follow ng line 31:
Insert a new bill section to read:

"* Sec. 15. AS 39.35.260(b), enacted in sec. 7 of
this Act, is repealed July 1, 2008."

Renunber the followi ng bill sections accordingly.

Page 8, line 28:
Del ete "Sections 15 and 16"
| nsert "Sections 16 and 17"

Page 8, line 29:
Del ete "sec. 18"
| nsert "sec. 19"

CHAI R HAVKER obj ect ed for di scussion purposes.

8:45: 38 AM

REPRESENTATI VE GRUENBERG opi ned that there are many variables to
consi der when determining the nerits of a cost share system He
stated his opinion that the legislature should be able to

revisit these issues, and that Amendnment 1 would provide that
opportunity.

CHAI R HAWKER sai d he has sone concerns regardi ng Arendnent 1.
8:48: 01 AM
COWM SSI ONER DESI GNEE KREI TZER opined that the provisions in

Amendnent 1 may force DOA to renegotiate at a tine that may not
be appropriate. She suggested that the legislature has the
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ability to re-visit issues at any time, and that a one-year
sunset provision wuld actually be nore constraining by setting
a specific time to re-visit the issues covered by the bill.

REPRESENTATI VE GRUENBERG set forth that he is not commtted to
the approach in Anmendnment 1, but suggested there nay be sone
need to follow up on how the cost share provisions are worKking.

COWM SSI ONER  DESI GNEE ~ KREI TZER  suggested that | egi sl ative
commttees with jurisdiction over DOA could request that the
Conmi ssioner appear to present information on the progress of
t he PERS\ TRS i ssues.

REPRESENTATI VE FAI RCLOUGH stated she opposes Anmendnent 1 as it
will sunset section 7 of HB 206 possibly before debate on the
i ssue i s closed.

REPRESENTATI VE CGRUENBERG wi t hdr ew Anendnent 1.

CHAIR HAWKER rem nded the conmmttee that the PERS liability is
one of the paranpbunt issues facing the state and it will likely
remain in public view

8:54: 02 AM

REPRESENTATI VE FAI RCLOUGH noved to report HB 206, Version 25-
GH1074\ A, as anended, out of commttee wth individual
recommendati ons and the acconpanying indeterm nate fiscal notes.
There being no objection, CSHB 206 (WM was reported from the
House Special Commttee on Ways and Means.

[Patrick Shier, Director, Division of Retirenent and Benefits,
was introduced to the conmttee.]

ADJ QURNVENT

There being no further business before the commttee, the House

Special Conmmttee on WAays and Means neeting was adjourned at
9:03:26 AM
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