M NUTES
SENATE FI NANCE COWM TTEE
March 21, 2007
9:05 a.m

CALL TO ORDER

Co-Chair Bert Stednman convened the neeting at approximately
9: 05:48 AM

PRESENT

Senat or Lyman Hof f man, Co- Chair
Senator Bert Stedman, Co-Chair
Senat or Kim Elton

Senat or Donny d son

Senat or Joe Thonmas

Senat or Fred Dyson

Senator Charlie Huggins

Al so Attending: SENATOR GARY STEVENS; TIM LAMKIN, Staff to
Senator Gary Stevens; BENJAM N BROMWN, Vice Chair, Alaska State
Council on the Arts; SHANA CRONDAHL, Al aska Munici pal League;

Attending via Tel econference: From Kenai: LARRY SEMVENS,
Finance Director, City of Kenai and Menber, Alaska Retirenent
Managenent Board; From offnet |ocations: SAUNDERS MCNEI L, Chair,
Al aska State Council on the Arts; M CHEAL LAMB, Chief Financial
Oficer, Fai r banks Nort h St ar Bor ough, and Co-chair,
Revenue/ Fi nance Subcomm ttee, Al aska Munici pal League.

SUMVARY | NFORMVATI ON

SB  97- ALASKA NATI VE ART | DENTI FI CATI ON SEALS

The Committee heard from the sponsor and the Al aska State
Council on the Arts. The bill was reported from Comm ttee.

SB 125- PERS CONTRI BUTI ONS; UNFUNDED LI ABI LI TY
The Comm ttee heard from the Al aska Retir ement Boar d,

muni ci pality officials and the Al aska Municipal League. The bill
was held in Commttee.
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#SB97
9:06:49 AM

SENATE BI LL NO. 97
"An Act relating to identification seals for «certain
articles created or crafted in the state by Al aska Native
persons; relating to the Al aska State Council on the Arts;
and making certain identification seal violations unfair
trade practices.”

This was the first hearing for this bill in the Senate Finance
Comm ttee.

9:07:23 AM

SENATOR GARY STEVENS, Sponsor of the bill, introduced M.
Lanki n.

9:07:36 AM

TIM LAMKIN, Staff to Senator Gary Stevens, presented a slideshow
to "personalize" the issue, while reading his testinony into the
record as follows.

It is with great pride that Senator Stevens and nyself
offer SB 97 on behalf of the Al aska State Council on the
Arts. Despite its existence of for decades, | venture to
say that many people in our great state don't recognize
this enblem right here. It's known sinply as the Silver
Hand.

It's a marketing tool that's used to represent a piece of
art as being authentically made by an Alaskan Native in
Al aska. It's origins date back to at |east the 1930s when
mar ket dermand for authentic Al askan Native arts and crafts
was clearly increasing. Since that time there's been an
ongoing effort to bring credibility to the program
currently enbodied by the Silver Hand and to honor Al aska
Native artists wishing to sell their wares.

Unfortunately, that effort has been repeatedly thwarted by

fraud. A new line of thinking has energed that with sone
success that puts focus on the artist instead of the art.
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Senate Bill 97 enbraces those efforts nade by the Arts
Council to sinply clean house. There's no notivation here
other than to strengthen and nodernize +the statutes
relating to the Silver Hand pernmitting and to help
rejuvenate a programthat's poised to rebl ossom

Personally, | have 16 years of experience in the private
sector of the summer tourism business where | receive daily
requests for authentic Native art and thus | believe that

SB 97 and the efforts of the State Arts Council wll help
make the Silver Hand enblem nore readily recognizable and
sought for by the buying public.

9:10:16 AM
Senator Gary Stevens noted the slideshow contains photographs of
well known Alaska Native artists as well as sonme of their
creations.

9:11: 46 AM

Co-Chair Hoffrman asked how this bill would clarify existing
| anguage.

9:12: 04 AM

M. Lankin replied that "generally speaking”, the changes would
"make the | anguage nodern".

9:12: 24 AM

BENJAM N BROAN, Vice Chair, Al aska State Council on the Arts,
testified that he collaborated with Saunders MNeil, staff of
the Council and whose portfolio of activities includes the

Silver Hand program Current statutory |anguage refers to
"Alaskan art and handicrafts”. The inclusion of handicraft was
determined to be "inaccurate", as it represents a "lesser form
of creativity than art”. The products being created by Al askan
Native artists deserve to be referred to as art or artwork. This
bill clarifies those references.

9:13:40 AM
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Senator Elton asked whether an "exceptional" non-Native artist
who produces traditional Native style artwork and who has been
adopted into a tribe could qualify for the Silver Hand program

9:14:16 AM

M. Brown replied that unless that artist were a tribal nenber
of a tribe recognized by the federal governnment or was granted
special tribal recognition through an act of the Legislature,
that person would not qualify for participation in the Silver
Hand program Such |egislative action has not occurred but this
bill accombdates possible future practices. The non-Native
artist could take advantage of other narketing opportunities,
i ncluding the Made in Al aska program

9:15:16 AM

Co-Chair Hoffrman noted |anguage in the bill which references a
list of federally recognized tribes and asked if the Conmttee
had this |ist.

M. Brown indicated he would provide a copy of the list of
federally recogni zed tri bes.

9:15: 52 AM
Senator Thomas asked about the deletion of existing statutory
| anguage noted on page 3, line 13 of the bill and asked the
reasoni ng.
9:16: 18 AM

M. Brown answered that the original statute had been witten to
allow Silver Hand seals to be issued by an agent of the Al aska
State Council on the Arts. The use of agents has never occurred
and because of the possibility of fraud, the Council recomended
the renoval of this provision

9:16: 52 AM

Senat or Thonas asked how artists residing in renote areas of the
state participate in the program

9:17: 02 AM
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M. Brown explained how residents of all comrunities other than
Anchorage, which houses the Council, would contact the Counci
office. Seals are mailed to participating artists.

9:17: 36 AM

Senator O son deenmed it a "stretch" to have to authenticate art
and asked the necessity of the program

9:17:50 AM

Senator Gary Stevens replied that the program "nakes it clear”
t hat Al aska Native art is authentic. O herw se, itens
manuf act ured el sewhere, such as Taiwan, could be "passed off" as
Al askan Nati ve.

Senator O son asked whether the fraud or "fear of fraud" was so
significant as to threaten the artists' |ivelihood.

Senator Gary Stevens surmsed it was. A consunmer would have no
other method to determne if an ivory polar bear was carved in
Al aska or in the Oient. The problem exists.

9:18: 38 AM

Senator O son asked the assessnent of this program by artists
t hensel ves.

Senator Gary Stevens responded that the Alaska State Council on
the Arts has overseen this program for many years. The Counci
reviewed the |anguage of existing statute and identified
shortcom ngs. Al though he was not an Al askan Native artist, he
as well as many present share a concern about these arts.

9:19: 35 AM

M. Lankin enphasized that this bill was offered on behalf of
the Council. The issue is the protection of Al askan Native
artists as well as consuners.

9:19: 57 AM

M. Brown declared that many itens sold in shops |ocated on

South Franklin Street in Juneau and at other tourism shopping
| ocalities could be conceived to be created by Al askan Natives
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if not identified otherwise. A large group of Al askan Native
artists conceived the Silver Hand program The current chair of
the Alaska State Council on the Arts is hinmself an Al askan
Native and an artist.

9:20: 47 AM

Senator O son asked about the input from artists. He cited the
adage, "Don't protect me from nyself", surmsing that artists
could interpret this program as needl ess or a hindrance.

9:21:24 AM

Senator Gary Stevens reiterated the credentials of the Council
chai r per son

9:21: 59 AM

Co-Chair Stedman noted the inclusion of substantial supporting
docunentation for this |egislation.

9:22:11 AM

SAUNDERS MCNEIL, Chair, Alaska State Council on the Arts,
testified via teleconference from an offnet |ocation that Native
Al askan artists support the Silver Hand program especially
t hose who subscribe to the program The Council polled artists
on this matter and received "overwhel m ng support” from "across
the state.” Many of those who responded to the questionnaire
al so took the opportunity to renew their seal permts.

9:23:10 AM

Senator Elton ascertained that the provision of Section 4 would
allow the Council to collect a fee from participants of the
Silver Hand program He asked the amount of the fee and whether
it would inpose an inpedinment to the ability for the artists to
earn a livelihood.

9:23: 39 AM
M. Lankin reported that the $20 fee is paid bi-annually, so the
cost of participation is $10 per year. The funds are utilized to

cover the expense of the stickers. He perceived that this anount
woul d not be cost prohibitive.
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9:24:22 AM

Co-Chair Stedman deduced that no further testinony was
forthcom ng.

9:24:29 AM

Co-Chair Stedman, noting the zero fiscal note, asked if the
enactnent of this legislation would incur any additional cost to
the Arts Council.

9:24:56 AM

M. Brown relayed the Council's goal to wutilize the nom nal
amount of funding it receives fromthe Legislature, the National
Council on the Arts and other sources to pronote Al askan art.
Council staff prepared the fiscal note as an "honest prediction”
of the financial inplication. The Council would not submt a
suppl enent al appropriation request to inplenent the changes.

9:25:52 AM

Co-Chair Stedman discerned that the Conmttee would not expect
any additional funding requests pertaining to this |egislation.

M. Brown affirned.
9:26:10 AM

Co-Chair Hoffman offered a notion to report the bill, 25-
LS0405\M from Conmittee wth individual recomendations and
acconpanyi ng fiscal note.

There was no objection and SB 97 was REPORTED from Conmittee
with zero fiscal note #1 from the Departnent of Education and
Early Devel opnent .

AT EASE 9:26:36 AM/ 9:31:29 AM

#SB125
9:31: 39 AM

SENATE BILL NO 125
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"An Act relating to the accounting and paynment of
contributions under the defined benefit plan of the Public
Enpl oyees' Retirenent System of Alaska, to calculations of
contributions wunder that defined benefit plan, and to
participation in, and termnation of and anmendnents to
participation in, t hat defined Dbenefit pl an; maki ng
conform ng anendnents; and providing for an effective
date."

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

Co-Chair Stedman announced that this legislation would not
report from Comrittee at this hearing. He directed attention to
a letter addressed to Charlene Mrrison of the Division of
Retirement and Benefits from Buck Consultants dated March 19,
2007, and to a nmenorandum dated March 21, 2007 from Ml anie
M Il horn of the Division of Retirenent and Benefits addressed to
the Commttee [copies on file]. These docunents provide
responses to sone of the questions posed at previous hearings

9:33: 04 AM

LARRY SEMMENS, Finance Director, Gty of Kenai and Menber,
Al aska Retirenent Managenent (ARM Boar d, testified via
tel econference from Kenai, reading his testinony into the record
as foll ows.

First, thank you for working so diligently to craft a
solution to the pension system challenges. | believe this
is some of the nobst inportant work that the |egislature can
do and | amglad it is a priority for this Admnistration
and the Senate Finance Conmtt ee.

First, a few wirds fromby ARMVB seat.

Recent ARMB resol utions support direct contributions to TRS
to reduce the enployer rate, and we support changing the
PERS to a cost share plan.

Last year the ARMB nade recommendations in our long term
solution that the State pay a large share of the past
service rate, that enployers that contributed in excess
anounts be protected and that accounts be established to
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facilitate budgeting. Last session, HB 375 contained these
concepts and passed the House but not the Senate. HB 179
currently includes nuch of the sanme |anguage as HB 375. SB
125 includes nany of these concepts.

The ARVB al so r econmended t hat significant cash
contributions be made to pay down the grow ng unfunded
liability.

In Septenber 2006 the ARMB set the FY 08 PERS rate at
39.76% and the TRS rate at 54.03% as recommended by Buck
Consultants for a closed system This was al so based on the

understanding that Gover nor Mur kowsKi was going to
recoomend that the incomng Governor budget for the
required $505 mllion to <cover the increase and an

additional $500 mllion to pay down the unfunded liability.
Governor Palin included funding in her budget to cover the
full cost of the rate increases.

9:35:13 AM
M. Sermmens conti nued as foll ows.

The ARMB adopted nodifications of the actuarial assunptions
per the recommendations of Buck Consultants contained in
their experience study. The new assunptions, along wth
changes to actuarial nethod and the anortization nethod,
Wil increase the wunfunded liability. The presentation
projected the FY 08 rates would have been 46.64% for PERS
and 59.56% for TRS.

9:36: 10 AM

M. Semmens:
W apping up ny ARMB comments | am pleased to tell you that
the ARMB, with the help of excellent staff in the Treasury
Department led by Gary Bader, earned 11.7% for the year
ended June 30, 2006 and over 15% in calendar year 2006
putting the Alaska Retirement Systens in the top 18% of
public funds in the Callan database.

9:36:41 AM

M. Senmmens, reading fromhis prepared statenent, continued.
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Now sonme conmments frommny finance director seat:

From a nunicipal point of view the two nobst inportant
conponents of the plan to address PERS are:

1. that the State accepts financial responsibility for a
significant portion of the past service cost currently
assi gned to | ocal gover nnent s. Thi s IS o) t hat
municipalities can remain financially solvent wthout
draconian cuts to services or huge tax increases. Most
nmuni ci palities can handle a PERS rate in the |ow 20% range
even though this is a huge increase over historical rates.

2. that the rate is stable and predictable. Until recently,
for the past 20 years or so nost enployers, the State
i ncluded, have had low and quite stable PERS rates. So it
is no surprise that the last three years of 5% increases
and especially the 2008 rate increase have caused
w despread consternation. This is due both to the fiscal
i npact of the rate increases and to the uncertainty of what
future rates will be.

9:37:46 AM

M. Semmens:
Now t o address specific points in the bill:
The AM. [ Al aska Municipal League] is in favor of a cost
sharing plan, but the share is the critical thing. | don't
know if the AML would support a cost share if the State
doesn't pick up a large part of the rate. Note that the
State is the biggest winner if we were to go to a cost

share plan where everyone pays 39.76% Imagine the irony if
that came to pass.

9:38:12 AM
M. Senmmens:
The 65% share in the bill produces an enployer rate of

31.86% after the inmpact of issuing $1.7 mllion [sic] in
Pension Obligation Bonds July 1. 2007. 32% is too high for
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9: 38:

muni ci palities. The solution we need to find brings this
rate down to the | ow 20s.

Using the entire payroll of DB [defined benefits] and DCR
[defined contribution retirenent] plan enployees is a great
idea because it Ilowers the rate and elimnates the
tenptation to discrimnate in hiring.

43 AM

M. Semmens:

9: 39

Enpl oyers will not like the provision that prevents opting
out of certain classes of enployees. This is neant to
prevent an enployer from taking advantage of the share
system But | think there is a better tool to wuse.
Consi deration should be given to establishing a baseline
salary amount that an enployer would be required to pay
contributions on, even if actual salaries were |ess. For
exanple, the Dbaseline could be the 2006 salary that
enpl oyers calculated their contributions on. If 2009
salaries were actually less than 2006 because the enpl oyer
contracted out, or perhaps sold, a part of its operation
t he enpl oyer would have to calculate their contributions on
the 2006 baseline salary. This base could be adjusted for
inflation if necessary.

155 AM

M

Sermens offered a caveat that he has had a mssion to

convince |ocal governnent elected officials to voluntarily
withdraw from the retirement program The cost is significant
and the contributions frompublic elected officials are m nimal

The

Cty of Kenai has chosen to wthdraw participation of

el ected officials. The provision in this Ilegislation would
prevent future nunicipal governing councils as a body from
opting out of the Public Enployees Retirenment System (PERS) and
woul d only allow individuals the option.

36 AM

9: 40:

M. Senmmens continued reading his prepared statenent as foll ows.

| think it is inportant to figure out how the plan
liabilities will be allocated to an enployer that wants to
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termnate nmenbership in the plan. Since there are no
i ndi vidual enployer liabilities in a shared system a well
defined allocation nethod should be created.

M. Semmens asserted that the investnent of entities that paid
in excess of their contributions nust be protected.

9:41: 02 AM
M. Semmens concl uded his testinony as foll ows.

Muni cipalities have either adopted their cal endar year 2007
budgets or they are currently preparing their FY 08
budgets. Mst of wus have built our budget for PERS
contribution based on the Governor's budget. Covernor
Palin's budget includes $78.5 nmillion to pay the full cost
of the increase in the PERS rate from 2007 to 2008 for
political subdivisions. Kenai's rate for 2007 is 18.67%
including the 5% that the State provided. For FY 08, Kena

will see a 5% effective increase even if the State pays the
full cost of the rate increase from 18.67% to 45.71% Just
for information a 5% increase in the rate is equal to a
36.6% i ncrease in the anount of our 2007 contribution (I|ess
the State portion) or alnmpst $300,000. For Kenai this is
significant. To increase from effectively 13.67% to the

31.86% in the bill is an increase in our contribution of
$1,055,264. Wiile this is much better than having to pay
the contribution required at 45.71% | hope it is clear

that a mllion dollar increase in a $10 nillion general
fund budget is going to be very difficult. And Kenai wll
feel like we lost a bunch when conpared to the Governor's
budget .

9:42: 42 AM
M. Semmens concl uded his testinony as foll ows.

| would like to suggest that for FY 08, the funding that is
in the Governor's budget be used to hold PERS enployer

rates at the FY 07 levels. This will be a 5% increase for
nost enployers from the rate they paid from their own
resources in FY 0°7. If a final solution results in

muni ci pal enployer rate of less than 25% nost enployers
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will not see a large junp in the FY 09 rate. This is a
worthy goal and | hope you will consider doing this.

9:43: 22 AM

Co- Chair Stedman asked if nunicipal governnment officials "at the
| ocal | evel” recognize that for several years, enpl oyer
contribution rates had been significantly less than the 14
percent necessary to fully fund the retirenent program and thus
the political subdivisions were paying | ower rates.

9:43: 51 AM

M. Semmens responded that Gty of Kenai officials understand
this. He had warned the <city council at the tinme that
contribution rates were low ten years prior that the rates would
likely I ncrease substantial ly in future years. Most

muni ci palities al so acknow edge this.
9:44:29 AM

Co-Chair Stedman asked if, from the perspective of a nunicipa
finance officer, whether the wi tness deened a contribution rate
of 20 to 23 percent a "burden" yet "bearable".

9:45: 00 AM

M. Semmens shared his interpretation of the |anguage of this
legislation as establishing a rate of at |east 31.86 percent
Uilizing his experience as a finance officer involved in the
Al aska Muni ci pal League (AM.), he deened a rate of approximtely
20 percent to be "reasonable, sustainable, predictable and
affordable" for nunicipalities. However rates in excess of 25
percent would cause a burden and would "drive" the budgetary
decisions of |l|ocal governnents. Minicipalities would be "held
hostage" to the adopted rate at the expense of providing other
servi ces denmanded and deserved by the public. Local governnents
do not have unlimted ability to increase taxes. He requested
recognition of this as well as recognition of the reduction in
the amount of funding allocated to l|ocal governnments by the
State in recent years.

9:46: 37 AM
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Co-Chair Stednman thanked M. Semrens for his contributions to
resolving this issue.

9:46: 49 AM

M CHEAL LAMB, Chief Financial Oficer, Fairbanks North Star
Borough, and Co-chair, Revenue/Finance Subcommittee, Al aska
Muni ci pal League, testified from an offnet |ocation, reading a
prepared statenent into the record as foll ows.

Thank you for the opportunity to conmment on SB 125, and |
guess in reality, on the very dire and critical PERS issue
as a whole. Though I work with great diligence to never
offend, or burn bridges, given the significance of this
i ssue to PERS nenber enployers, and the very real press of
time for legislative action this session, nmy coments today
are going to be purposely direct, and | am going to be as
transparent as | can be in conveying how the Borough and
other AM. nenber enployer's feel about what is going on
with PERS/TRS |egislation. Wth that, ny comments are as
foll ows:

1. | am happy to see that SB 125 recognizes that we really
do not have a single agent nmnultiple enployer system and
that |egislative |anguage needs to nove forward such that
our statutes reflect the reality that the State operates
PERS as a consolidated bl ended system

2. Section 5 contains |anguage that essentially says one
rate, which is the conbined total of the normal and past
service cost rates that will be applied to both DB and DC
[defined contribution] sal ari es. I concur wth this
provision, to do otherwise would at sonme point lead to
discrimnatory hiring practices.

3. Section 7, the 65/35 percent allocation of the unfunded
liability is a significant disappointnent. It is a
di sastrous proposition that sets rates at Ilevels that
cannot be paid by school districts, the university system
cities, or by boroughs. | am particularly disappointed that
the exhibits behind this proposition used |abels such as
w nners, |losers, and heroes! The Borough's position and the
AM.'s position, and ny position has been, and continues to
be, that given how the system has been adm nistered, and
how one enployer's actions affect another's liabilities and
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how assets have every year for decades been bl ended and the
reallocated it 1is inpossible to say what assets or
liabilities any nenber entity has, and therefore, what
their piece of the unfunded liability is, which drives
their past service cost rates. Labeling wnners and |osers
is nonproductive and divisive. Those who have been
advant ages and di sadvantages, is not determ nable, period.
This section of the bill clearly does not align in any way
with the AML position of needing predictability, stability,
nor affordability. 65/35 is a call to fiscally incapacitate
menber enpl oyers.

4. Then, after rates get set that can't be paid by nenber
enpl oyers, we get to section 9, a poison pill provision
that essentially says that even if a nenber enployer has a
legitimate reason not to make a paynment, or maybe sinply
can not because they just don't have the npney, the
Adm nistrator of the plan will sinply go and take funds
from any agency of the state or political subdivision that
has in its possession funds of the enployer that couldn't
pay its bill. So we set a rate that will cripple enployers
and then any life blood funding available can be sunmarily
taken with no due process? | understand the Adm nistration

needs a tool to collect from enployers that will not pay a
legitimate bill. This is the wong tool. This is instead a
heavy handed tool that will only accelerate the bankrupting

of enployers, the who will be left to pick up their piece
of the bar tab that they can no longer pay, in the end
it'"ll be the State.

5. Sections 10 through 15 deals with term nations. Scrutiny
needs to be given to l|language that allows for unlimted
term nation cost charges, that can then be extracted from
an enployer using the section 9 |anguage. Scrutiny also
needs to be given to the section 15 |anguage that says you
only have 90 days after receipt of notice to decide if you
want to add or term nate coverage of a departnent, group,
or other classification of enployees. First off, 90 days in
a public process environnment isn't even enough tinme to deal
with an issue as significant as what is contenplated in
this section. Secondly, who can predict what nekes sense in
the future? VWhay would we want to preclude future changes
that may help the systen? Though there will be an attrition
factor, is it the intent of this |anguage that all existing
school board nenbers, council nenbers or assenbly nenbers
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would have to stay in the system because they couldn't
el ect out because a 90 day period was m ssed? This nakes no
sense. |If the admnistration is trying to fix an abuse,
then prevent the abuse, but don't preclude all changes,
bot h good and bad.

In summary, SB 125, and its conpanion HB 206, does not
i ntroduce | anguage to anend the statutes to reflect that we
do in-fact have a consolidated plan, and that we should use
both salary bases when setting rates. However, and quoting
from a recent AML letter: Any legislation which |eaves
communities having to pay unaffordable rates for an
unfunded liability which was not of our meking, and which
ri sks bankrupting communities, is not a concept we can
accept. This 65/35 proposal is just that kind of
legislation as it does not provide any conponent of
predictability, stability, or affordability.

M. Lanb then began to speak to other legislation relating to
the retirenment system

9:53: 25 AM

Co-Chair Stedman interrupted to request that coments on other
| egislation be deferred to a |ater date.

Co- Chair Stedman reposed the question to M. Lanb that he asked
of M. Semmens. Regardless of how the wunfunded liability
situation was reached, Co-Chair Stednan asked the approximte
contribution rate that would be "reasonable" and "affordable"
for communities, recognizing the different financial strengths
of each political subdivision

9:54: 21 AM

M. Lanb responded that the ratio proposed by the AM. in which
the State would assunme 85 percent of the unfunded liability and
the remai ning enployers would assune the remaining 15 percent,
the contribution rate would be 18.27 percent "for all entities".
Some AM. nenbers present at the neeting, in which this
recommendati on was adopted, determined that the State should be
responsible for the entire unfunded liability; others supported
a 90:10 ratio. Utimately, the debate concluded that enployers
likely "paid less than we should have in the past", although
enpl oyers paid 100 percent of the required contribution rate.
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M. Lanmb opined that a contribution rate of 18.27 percent "is a
rate that hurts". The Fairbanks North Star Borough, for 22
years, paid a rate of 4.17 percent on average. A rate of 20 to
22 percent would equate to a 500 percent rate increase. Five
percent of the Borough's salary base conputes to approxi mately

$1 mllion and therefore a contribution rate increase to 20 to
22 percent would result in a cost to the Borough of $4 to $5
mllion. This would be "a horrendous pill to swallow' and would

beconme "unpal at abl e".
9:56:18 AM

M. Lanb asserted that the 85:15 ratio wth an enployer
contribution rate of 18.27 percent generated from FY 05 figures
and applied to FY 08, "was always understood and known that the
next year would conme and because of the reasons Larry [Semrens]
expl ai ned, we knew the rates would go up slightly." M. Lanb had
expected a contribution rate between 19 percent and 21 percent,
whi ch was "pal at abl e".

M. Lanb warned that if rates over 21 percent were inposed "we
are all heading into a danger zone that we can't pay." Already,
the Cty of Fairbanks has been experiencing a "revolt" over
current tax rates. The Borough operates with a "tax cap"” and is
unable to legally generate additional revenues.

M. Lanb asserted that rates above 22 percent would "be in the
break zone". Rates closer to 21 percent would garner nore
conmunity support.

9:58:15 AM

Co-Chair Hoffman asked how the Borough has addressed the
i ncreased contribution rates in its FY 08 budget.

9:58: 30 AM

M. Lanb replied that the Borough has accounted for a rate bel ow
20 percent; it did not "build in a rate higher what we could
afford to pay and or that we believe we should pay" given that
the normal cost rate is 14.48 percent. It was recognized that
the Borough nust share a portion of the wunfunded Iliability
obligation and therefore budgeted for a rate slightly less than
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20 percent. A noninal increase could be "absorbed" and woul d be
t he deci sion of the mayor.

M. Lanmb infornmed that Borough officials "have stripped about
everything out of the budget we could as a result of what is
going on in this comunity and the inpact that the property
taxes are having." Therefore, funding requests submitted by
departnent directors for other services were not included in the
mayor's recommended budget. Decisions were already being nade
concerning the following year's budget based on "this PERS
i ssue". An increased expense of $3 mllion annually diverted to
PERS woul d no | onger be available for other itens. Additionally,
the Borough is registered as a second class borough and
subsequently mnust also fund schools. The inpact of increased
contribution rates for TRS is also a concern

10: 00: 46 AM

Co-Chair Stedman clarified that the "split" would not "be
erasing any liability", but rather would provide that the State
woul d assume a portion of the debt. Just as potential |oss of
goods and services offered by nunicipal governnents could
result, as the State expends nore general funds, the amount of
goods and services it provides could also decrease. These
services include road mai ntenance and ot her inportant functions.

10: 01: 25 AM

M. Lanmb offered his assistance in resolving this issue.
Al though all parties were somewhat "unhappy" all supported
finding a solution.

10: 02: 14 AM

SHANA CRONDAHL, Al aska Municipal League, testified in Juneau as
fol | ows.

AML supports amending state statutes to reflect that PERS
has been managed as a consolidated plan. SB 125 nakes the
changes to statutes necessary to acconplish that. Cost
sharing resolves sonme of the accounting issues currently
pl aguing the system that wll otherwise be very difficult
for PERS enpl oyers to conme to agreenment on
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AML al so supports a uniform consolidated normal cost rate
and a provision to anortize the unfunded actuarial accrued
[iability (UAAL).

Wil e we understand that the governor's proposal to pay 65%
of the unfunded liability as of June 30, 2006 is just a
starting point for negotiations, we urge you to renenber
that ultimately the anobunt the state pays for wll cone
down to just one thing: what communities can afford.

If the normal cost rate plus the anortization rate on the

unf unded actuari al accrued liability exceeds what
communities have the ability to pay, which we think it wll
at the proposed rate of 65% I|ocal governnments wll be

unable to provide for the basic needs of citizens, and the
state will be forced to step in.

| would also like to point out that 65% of the unfunded
l[iability as of June 30, 2006 is not actually 65% of the

t ot al unfunded liability. The unfunded Iliability has
increased since June 30, 2006, and wll continue to
i ncr ease.

Each year the unfunded liability is reconputed. Wth a set
date in SB 125 - June 30, 2006, wupon which the state's

share will continue to be conputed, we may end up in a
situation where all the other enployers' liabilities wll
continue to rise, while the state's share remains a fixed
anmount .

Let's find a way to avoid this scenario, so we're not back
here at the table again next year. | comend you for your
efforts to address this very difficult issue.

Ms. Crondahl extended that although she could not provide
expertise in the technical aspects of this legislation, she
would be willing to assist in other ways.

10: 04: 43 AM

Co-Chair Stedman requested input from the AML on determ ning an
appropriate ratio of the unfunded liability for the State and
ot her enployers to assunme, as well as a plausible contribution
rate. He intended to achieve a long term solution to the issue
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and required direct input from affected parties to acconplish
this.

10: 05: 25 AM

Ms. Crondahl noted that the previous wtnesses had provided
information regarding the financial obligations their respective
communities could afford. The AML would collaborate with the
Commttee to reach agreenent on a solution that could be
acconplished by all parties.

10: 05: 51 AM

Senator Huggins asserted that sone would consider the State's
assunption of a portion of the wunfunded liability held by
muni ci palities as "revenue sharing".

10: 06: 08 AM

Ms. Crondahl disagreed. The unfunded liability is affecting the
services that [|ocal governnents could fund, as was occurring

with State services. The unfunded liability "is a hole and
putting nmoney into that hole"™ dimnishes the anmount of funding
avai lable for services that nunicipalities still nust provide.

Wile State assistance in "putting noney into that hole" is
somewhat beneficial for nunicipal budgets, it does not provide
fundi ng assi stance for other essential services.

Ms. Crondahl reported that 94 second class governnents do not
participate in PERS and would therefore receive no financial
benefit from this legislation. Al though Comm ssioner Kreitzer
had testified in a previous hearing that a State assunption of
nore than 65 percent of the unfunded liability would be unfair
to those enployers that own a l|esser debt, M. Crondahl
contended that some conmunities have no liability in the PERS
system and therefore any State contribution would be unfair.
Assisting some communities with "part of the liability" while
requiring other communities to contribute a rate higher than
their individual portion of the unfunded liability, would also
be unfair.

10: 07: 56 AM

Co-Chair Hoffman partially agreed but expressed that the issue
remains that the ARM Board set the rates regardless that the
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statute governing how those rates are set contains "sone flaws".
A "very large" variance exists between the highest individua
contribution rate of 185 percent for the City of Fairbanks with
the 29.76 percent or $10.4 million that the State would provide

under the provisions of this bill and the other political
subdi visions that would receive no State funding. The assets of
the State nust "treat all citizens equally” to the greatest

extent possible. He requested the wtness' reconmendation on
reconciling this.

Ms. Crondahl relayed that the League had not taken a position on
this. However, "assisting with PERS/ TRS" was not considered
revenue sharing. As with the State government, nmany comrunities
were "hurting" financially for different reasons. Wthout
revenue sharing provided to rural comunities the |ocal
governnents "gradually close down" and a point is reached "where
there's no turning back."

10: 09: 36 AM

Co- Chair Stednman acknow edged that the fairness issue would be a
"struggle” for the Conmttee.

10: 09: 59 AM

Senator Elton conmmented on M. Crondahl's testinony, which
ext ended "beyond what the rate should be" and "what the division
on the paynent should be". She had also pointed out that under
the provision of this bill the data utilized to determi ne the
portion of the unfunded liability that the State would assune
would be outdated. The <calculation would be nmade to the
val uation as of June 30, 2006; however the unfunded liability
has increased since that date and continues to do so. By
"locking in" this date, the State would actually assune |ess
than 65 percent of the unfunded liability and other enployers
would be assigned nore than 35 percent. Senator Elton
recomrended the Commttee consider this matter.

10: 11: 30 AM

Co-Chair Stedman ascertained that no other testinony was
forthcomng at this tine.
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Co-Chair Stednan offered the Departnent of Admnistration an
opportunity to respond to t he t esti nony recei ved.
Representati ves of the Departnent declined.

Co-Chair Stedman ordered the bill HELD in Committee.
#

ADJ QURNVENT

Co-Chair Bert Stednman adjourned the neeting at 10:12:59 AM
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