M NUTES
SENATE FI NANCE COWM TTEE
April 23, 2007
9:22 a.m

CALL TO ORDER

Co-Chair Bert Stednman convened the neeting at approximately
9:22:09 AM

PRESENT

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

Senat or Donny O son

Senat or Joe Thomas

Senat or Fred Dyson

Also Attending: ANNETTE KRElI TZER, Conm ssioner, Departnent of
Admi nistration; DENISE LICCIOLlI, Staff to Senator O son; JERRY
BURNETT, Legislative Liaison, Departnment of Revenue; MLES
BAKER, St af f to Senator St edman; DAVID TEAL, Di rector,
Legi sl ative Finance; PAT SHIER, Director, Division of Retirenent
& Benefits, Depar t ment of Adm ni strati on; JIM CARROLL,
Representative, AARP and Juneau Retired Teachers Association;
DAVID HULL, Vice Chair, Alaska Council on Energency Medical
Servi ces

Attending via Teleconference: From Anchorage: JOHANNA BALES,
Exci se Audit Manager, Tax Division/Anchorage Ofice, Departnent
of Revenue; From Fairbanks: WARREN CUWM NGS, President, Al aska
Fire Chief's Association and Fire Chief, City of Fairbanks; From
Kenai: LARRY SEMMENS, Finance Director, Gty of Kenai, and
Menber, Alaska Retirenment Mnagenent Board; From an O fnet
Location: M CHAEL LAMB, Chief Financial Oficer, Fairbanks North
Star Borough

SUMVARY | NFORMVATI ON

SB 84- TESTI NG & PACKAG NG OF Cl GARETTES
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The Conmittee heard from the bill's sponsor, the Departnent of
Revenue, and took public testinony. The bill reported from
Comm ttee.

SB 125- PERS / TRS CONTRI BUTI ONS; UNFUNDED LI ABI LI TY

The Committee heard from the bill's sponsor, the D vision of
Legi sl ati ve Finance, the Departnent of Admnistration, and took
public testinony. A commttee substitute was adopted and the
bill was held in Conmittee.

9:23:29 AM
Co-Chair Stedman called the neeting to order.

Senator Dyson inquired as to when SB 53, the FY 2008 (FY 08)
capital budget bill, m ght again be addressed by the Commttee.

Co- Chair Stedman expected SB 53 to be on the Commttee schedul e
within the next week. Governor Sarah Palin's capital budget
anendnents and other drafting revisions to the original bill
were being revi ened.

Senator Dyson asked the deadline by which Menber's anendnents
shoul d be subm tted.

Co-Chair Stedman urged Menbers to submt their anendnents as
soon as possi bl e.

In response to a question from Senator Dyson, Co-Chair Stedman
communi cated that a nmenorandum outlining the anendnent submtta
ti meframe shoul d have been distributed to Menbers. The status of
that notice would be revisited. The bill is "a wrk in
progress".

9:25: 20 AM
#sb84
CS FOR SENATE BI LL NO. 84(JUD)
"An Act relating to the testing and packagi ng of cigarettes

to be sold, offered for sale, or possessed in this state;
and providing for an effective date."
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This was the first hearing for this bill in the Senate Finance
Conmittee.

9:25: 59 AM

Senator O son, the bill's sponsor, cited cigarettes as being the
| eadi ng cause of honme fatalities in Al aska and the nation. One-
gquarter of cigarette hone fire fatalities do not even snoke.
This legislation is an attenpt to address this 1issue by
specifying that "only self-extinguishing cigarettes”" could be
sold in the State

Senator O son stated that when he was a practicing physician, he
had treated a child for injuries received in a cigarette-rel ated
home fire. That incident has been a nmajor factor in his decision
to sponsor this bill.

9:27:10 AM

DENISE LICCO.l, Staff to Senator O son, expressed that in
addition to allowing only self-extinguishing cigarettes to be
sold in the State, this bill wuld establish testing and
certification requirenents to support that nandate.

Ms. Liccioli conmmunicated that while it is inpossible to create
a "safe" cigarette, allowing only self-extinguishing or "fire
safe" cigarettes to be sold would have an inpact. These "reduced
ignition propensity cigarettes ... are designed to be less likely
than a conventional cigarette to ignite soft furnishings such as
a couch or mattress".

Ms. Liccioli stated that in order to allow these cigarettes to
be easily identified, the bill also included specifics as to how
sel f-extingui shing cigarette packages shoul d be marked.

Ms. Liccioli reiterated that cigarettes are "the |eading cause
of home fire fatalities in Alaska" and the nation. "The nost
cormon nmaterial first ignited in hone fires is mattresses and
beddi ng, uphol stered furniture, and floor coverings." Fires are
often started by a dropped or forgotten cigarette, as evidenced
in an April 21, 2007 article in the Juneau Enpire newspaper
[copy on file] that credited the cause of an April fourth
apartnent building fire in Juneau as being a discarded cigarette
that ignited in a couch.
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V5. Liccioli stressed that one-quarter of snoking-related
fatalities are non-snokers and nore than one-third of that one-
quarter are children. Studies also indicate that the risk of
dying in a snoking-related residential fire increases with age.
"38 percent of fatal snoking material fire victins are age 65 or
ol der."

Ms. Liccioli stated that "the nbst comon technol ogy utilized by
cigarette manuf act urers for reduced cigarette ignition
propensity [RCIP] ...is to nake a paper thicker in places to slow
down a burning cigarette". She directed attention to a Coalition
for Fire-Safe Cigarettes handout [copy on file] which included
an i mage of the RCIP "speed bunps".

Ms. Liccioli explained the speed bunp technology. Wen an
unattended cigarette burns down to the thicker paper speed bunp
area, the burning will self-extinguish. In order to qualify as a
sel f-extinguishing cigarette, a cigarette nust neet "established
fire safety performance standards”.

Ms. Liccioli advised that simlar |egislation has been enacted
in New York, Mssachusetts, Vernont, New Hanpshire, California
and Illinois. Uah, Kentucky and Oregon have recently passed
such legislation. Canada has enacted a nationwide fire-safe
ci garette mandate.

Ms. Liccioli pointed out that the legislation is supported by
the Alaska Fire Chiefs Association, the Al aska Firefighters
Associ ation, the Departnent of Public Safety Division of Fire
Prevention, AARP, and nunerous other organi zations. "There is no
known opposition to this |egislation.”

Ms. Liccioli concluded that this legislation would save |ives,
reduce injuries, and save property. It would, in essence, have
zero fiscal inpact as the revenue generated by the fees
established by the bill would exceed the expense the |egislation
would incur on the Departnent of Revenue. That Departnent is
charged with tracking the cigarettes that are permtted to be
sold in the State. She urged the Commttee to support the bill.

9:32: 05 AM

Co- Chair Hof fman asked whether this legislation would increase
the cost of a pack of cigarettes.
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Ms. Liccioli assured that adoption of the bill would not
i ncrease costs to consuners.

Co-Chair Hoffman asked whether it wuld increase costs to
ci garette manufacturers.

Ms. Liccioli wunderstood that manufacturers would absorb any
increase in cost if there were any. During discussion on this
bill in a separate commttee hearing, the industry had testified

that the "difference in cost to themwas negligible".
9:32: 52 AM

Senator Thomas asked for further information about t he
conpliance markings that would be required on each pack of
ci garettes.

Ms. Liccioli specified that, in order to maintain consistency,
the bill would establish marking standards. The bill's |anguage
would allow the State's fire marshal to determne specific
marking requirenents. The bill does direct that markings
established in other states should be consi dered.

Senator Thomas asked why the bill included |anguage that
specified that not nore than 25 percent of the cigarettes tested
in atest may exhibit full-length burns.

9:34:12 AM

Ms. Liccioli expressed that this requirement was based on the
"Certificate of Analysis" "Cigarette Ignition Strength Standard"
report conpiled by the National |Institute of Standards &
Technology (copy on file). That analysis "establishes the
standards for what's acceptabl e".

9:34: 47 AM

Senator Elton questioned the $41,600 fiscal inpact reflected in
the Departnment of Revenue's fiscal note #3, dated Mrch 19,
2007, as that Department currently has a division that naintains
a listing of cigarettes. He thought the bill would have "the
gr eat est I npact " on the Departnent of Publ i c Saf ety,
specifically the fire marshal's office, and to a |esser degree,
t he Departnment of Law. He noted, however, that the Departnent of
Public Safety had submtted a zero fiscal note.
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Senator Elton asked for further information about the Departnent
of Revenue's determnation that this legislation wuld require
an additional one-half tine position.

Ms. Liccioli assured Senator Elton that the Departnment of
Revenue's fiscal note had been discussed. The Departnent
currently maintains a directory of cigarettes in conpliance with
existing State tax laws. That directory is "broad" in the sense
that it would include cigarettes that would not neet the fire-
safe standards identified in this bill.

Ms. Liccioli <continued. This legislation would require the
Department to maintain two different lists: one specific to each
fire-safe brand name and brand style cigarette certified fire-
safe by the State; the other specific to which cigarettes in
conpliance with State tax laws. Distributors and retailers could
only sell cigarettes listed in both directories.

Ms. Liccioli advised that expanding the directory in this manner
would initially require an additional fulltime position.
Eventual Iy that position would be reduced to halftine.

9:37:23 AM

Senator Elton thought that establishing and maintaining a |ist
would "be sinpler and |ess resource intensive" than being
professed; therefore, he asked that the Departnent speak to
their fiscal note.

9:37: 53 AM

Senator Dyson al so asked whether New York and other states that
have enacted fire-safe cigarette |egislation have experienced a
reduction in cigarette related fires.

Ms. Liccioli responded that no in-depth studies have been
conducted in this regard; however, prelimnary reports in New
York indicate there has been a reduction in cigarette-related
fires.

9:38:34 AM

JOHANNA BALES, Excise Audit Mnager, Tax Division/Anchorage
O fice, Departnent of Revenue, testified via teleconference from
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Anchorage to respond to the fiscal note question. She affirnmed
that a conprehensive directory of cigarettes "approved for sale
in the State" is currently maintained by the Departnent. The
entirety of "those cigarettes nust be stanped and in conpliance
"W th the nati onwi de Master Settl enent Agreenent (NMSA)"

Ms. Bales advised that this legislation would change the manner
in which the Departnment conducts its cigarette enforcement and
i nvestigation practices. Furthernore, the Departnment "would be
the primary agency" tasked with ensuring that only fire-save
cigarettes were sold in the State.

Ms. Bales comunicated that the current directory includes
approximately 200 brands of MSA conpliant cigarettes. The

Departnment would be required to conpile an additional |ist
specific to fire-safe cigarettes. "Because of the way this"
legislation's language is witten, that |[|ist would contain

approximately 1,000 different brands of cigarettes.

Ms. Bales specified that the Departnent would then be required
to conmpile a third list which would depict those cigarettes in
conpliance with both the MSA and the fire-save regulations. In
addition, the Departnent would be required to conduct an
educational canpaign for the approximte 2,000 cigarette product
retailers and distributors in the State.

Ms. Bales surmsed that "additional duties" would also be
assigned to the Departnent.

9:41:10 AM

Co-Chair Stednman asked whether the enforcenment process would
becone | ess burdensone as nore and nore states adopted fire-save
cigarette | egislation.

JERRY BURNETT, Legislative Liaison, Departnment of Revenue,
acknow edged that over tine that could be the case. However, the
i medi ate affect would be that additional work would be |evied
on the Departnent. Thus, it 1is "reasonable" to request the
additional staffing reflected in the Departnent's $41,600 fiscal
not e.

9:42:19 AM
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Senat or Elton understood that the testing would be conducted by
other entities and the test results would be provided to the
State Fire Marshall in the Dvision of Fire Prevention

Departnment of Public Safety. A list would then be provided to
the Departnent of Revenue. It appears that the responsibility of
t he Departnment of Revenue would be "a data entry issue". To that
poi nt, he questioned why this would warrant contractual expenses
and an additional staffing position the initial year and a half-
time position thereafter.

M. Burnett asked M. Bales to discuss the Departnent's
responsibilities in this regard.

9:43: 21 AM

Ms. Bales clarified that the Departnment would be the sole entity
responsible for conpiling the [list. She noted that each
cigarette manufacturer is required to provide their cigarette
marking signatures to both the State Fire Mirshal and the
Departnent of Revenue.

Ms. Bales asserted that the Departnent is responsible for
conpiling and maintaining the directory, and, were this
| egi sl ati on enacted the Departnent would be required to nmaintain
three lists.

Ms. Bales noted that the Departnment is also the primry
enforcenent agency. They seize and destroy cigarettes that are
non-conpliant and they must ensure that the entity from whom the
cigarettes were seized has a hearing. Al these activities incur
expenses to the Departnent.

Ms. Bales pointed out that the Departnent did not receive any
addi tional funding when the MSA was inplemented. Nor, was its
funding increased when it was subsequently directed to devel op
the directory of approved MSA cigarettes. These efforts place
fiscal demands on the Departnment year-round as the directory is
updated constantly. Simlar efforts would be applied to the two
additional lists this legislation would require.

Ms. Bales stressed that existing Departnent responsibilities,
including its auditing activities, are inpacted whenever the
Departnment is asked to absorb additional functi ons. She
reiterated the expectation that additional duties would be
pl aced on the Departnent by this |egislation.
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Ms. Bales divulged that the $83,000 the State annually receives
from cigarette certification fees typically matches Departnent

costs; however , this legislation would incur addi ti onal
expenses.
9:45: 33 AM

WARREN CUMM NGS, President, Al aska Fire Chief's Association and
Fire Chief, Cty of Fairbanks, testified via tel econference from
Fai rbanks in support of the bill. "C garettes are the |eading
cause of hone fire fatalities in the United States, killing 700
to 900 people” annually, including both snokers and non-snokers.
Approxi mately four people die this way each year in Al aska.
Nunerous people are also injured from cigarette related
structure fires.

M. Cunmmngs noted that one-quarter of the people injured or
killed in structure fires are not the person who had been
snoking the cigarette. 34 percent of that nunber is children of
the snoker; 25 percent are their neighbor or friend; 14 percent
are their spouse and partner; and 13 percent are their parent.

M. Cummngs shared that research conducted in the 1980s
concluded that fire-safe cigarettes would elimnate three out of
four cigarette related fire deaths. Had cigarette manufacturers
begun producing fire safe cigarettes at that tine, an estimted
15,000 lives would have been saved to date. 27 lives would have
been saved in Al aska over the past ten years.

M. Cummings shared that research conducted in New York
indicates there has been "no decline in cigarette sales" since
fire safe cigarettes were introduced. However, a one-third
reduction in cigarette fire fatalities was experienced during
the first six nonth period in 2004 when the law went into
effect.

M. Cumm ngs urged the Commttee to advance this |egislation.
9:48: 14 AM

JIM CARROLL, Representative, AARP and Juneau Retired Teachers
Association spoke in support of the bill. As a former

firefighter, he has experienced firsthand the aftermath of
cigarette related fires.
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9:49: 50 AM

DAVID HULL, Vice Chair, Alaska Council on Energency Medical

Services, spoke in support of the bill. This issue inpacts all
the services associated wth the Council. It is a life-safety
i ssue.

M. Hull avowed that rather than being an attenpt "to regul ate
the industry or to restrict snoking”; this legislation "is an
effort to curb needless fires from starting from a carelessly
di scarded <cigarette". During his 32 vyears in the nedica
services industry, he responded to nunmerous cigarette related
fires, including a recent apartnment building fire in the Cty
and Borough of Juneau that placed nunerous people in harmis way.
The origin of that fire was a discarded cigarette that caught a
couch and ultimately the entire building on fire.

M. Hull urged the Commttee to pass this legislation. Its goa
is to save lives and property.

9:52:17 AM

Senator Thonas, observing that the safe cigarette |anguage that
would be required on each pack of cigarettes was extensive,
voi ced concern that it m ght overshadow ot her required warnings.
He al so understood that in recent years cigarette manufacturers
have reduced the nunber of additives included in cigarettes.
This has reduced the tendency for cigarettes to continue to
burn. He was surprised this had not been addressed in the
testi nony.

9:53: 20 AM

Senator Elton, who had signed on as a bill sponsor, thanked
Senator O son for initiating the effort. Wile he considered
this "an inportant bill" and supported its being reported from

Commttee, there were fiscal note issues that should be further
addressed, specifically that the Departnent of Revenue's fisca
note did not address enforcement efforts. He also continued to
guestion the Departnent's request for additional staffing to
mai ntain the directory.

9:54: 24 AM
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Senat or Dyson shared his continuing wariness "about governmnent
intrusions and forcing industries to do things that they ought
to be doing on their own". Nonethel ess, he exanpled a governnent
intrusion he had supported which dealt wth prostate cancer
screening. He had asked the insurance industry why governnment
had to intervene and force themto cover this since it was "such
a wse thing for them to do for their clients". The response
"behind closed doors" was that "we would if our conpetition
would do it ...we don't want to have to run our rates up a little
and be at a conpetitive di sadvant age".

Senat or Dyson concluded that governnent interference in that
matter was acceptable; it was beneficial to both individuals and
the industry as it placed them "on the sane |evel playing
field'. He considered this legislation in the same light.
Cgarette manufacturers would have done this on their own had
everyone done it. Now that nunerous states were taking simlar
action, he surmised that cigarette manufacturers would
eventually switch to solely producing fire-safe cigarettes
rat her than maintaining two production |ines.

9:56: 18 AM

Co-Chair Hoffman noved to report the bill from Conmittee with
i ndi vi dual recommendati ons and acconpanyi ng fiscal notes.

There being no objection, CSSB 84(JUD) was REPORTED from
Conmittee with two previous fiscal notes: $41,600 fiscal note #3
from the Departnent of Revenue and zero fiscal note #4 from the
Departnment of Public Safety.

AT EASE 9:56:57 AM/ 10:01: 38 AM

#sb125

SENATE BILL NO 125

"An Act relating to the accounting and paynment 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 anendnents to
participation in, t hat defined Dbenefit pl an; maki ng
conform ng anendnents; and providing for an effective
date."
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This was the third hearing for this bill in the Senate Finance
Comm ttee.

Co-Chair Stedman, referring to this legislation "as the Public
Enmpl oyees cost share bill", informed the Commttee that
di scussions wth Governor Sarah Palin's Admnistration, the
State's actuaries, and the Alaska Retirenent Mnagenent (ARM
Board have been ongoing. The intent today would be to review a
new comm ttee substitute, discuss updated analysis, and address
some policy issues. It is anticipated that the |egislation could
report fromComrittee within the next few weeks.

10: 02: 57 AM

Co-Chair Hoffman noved to adopt Finance conmttee substitute
Ver si on 25-GS1074\E as the wor ki ng docunent.

There being no objection, the Version "E' commttee substitute
was ADOPTED as the working docunent.

Co-Chair Stedman informed Menbers that, |ike the Governor's
original bill, Version "E' would continue to provide "a 90-day
wi ndow for amending a participation agreenent”. He advised
Menber s however , t hat this i ssue IS of concern to

muni ci palities.

Co-Chair Stedman stated that today's discussion should include
such things as the risk-sharing conponent between the State and
muni ci palities in regards to the unfunded liabilities of the
retirement system as well as considering the establishnment of
"sone sort of a floor to prevent changes in the payroll base in
the future". This has been referred to as the "gam ng issue".

10: 04: 51 AM

M LES BAKER, Staff to Senator Stedman, referred Menbers to the
"Analysis of Changes CS SB 125 vs. SB 125" handout [copy on
file] prepared by Co-Chair Stedman's office on April 22, 2007

The four page handout, which conpared Version "E' to the

original version of the bill, was reviewed as foll ows.
CS SB 125 SB 125
(Ver E 4/20/07) Cor r espondi ng
Bill Section Change Bill Section
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Title Expanded to incl ude Title -
"Al aska Retirenent Modi fi ed
Managenent Board" and
"Teachers' Retirenent
Syst ent

M. Baker stated that the title change was required as Version
"E" included a new bill section that slightly changed the duties
of the Alaska Retirenent WMnagenent Board (ARMB). The title
change was also required to specify that the Teachers

Retirement System (TRS) would be changed to mrror the cost
share system currently in effect for the Public Enployees
Retirenent System ( PERS).

CS SB 125 SB 125

(Ver E 4/20/07) Cor r espondi ng
Bill Section Change Bill Section
Sec. 1 AS 14.25.070 N A - New

*Repeal s & Reenacts the
enpl oyer contri bution
section of the Teachers
Retirement Systen( TRS)
Define Benefit (DB)
statutes

*Sets the annual enpl oyer
contribution rate to 12.56%
or the DB plan enpl oyer
normal cost - whichever
is greater.

*Rate applies to entire
payrol | base - regardl ess
of Tier

*Contributions are used to
pay DB and Defined Contri -
bution Retirenent (DCR)
normal costs

*Money i n excess of what
| s needed to pay system s
normal costs is applied
to the accrued unfunded
liability

*Enpl oyer contribution rate
applies to retiree/rehires
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and their salary nust be

i ncluded in the payroll base
*Defines "accrued unfunded

liability", "enployer norm

cost rate" and "normal cost”

M. Baker reviewed the changes in Section 1 pertaining to the
enpl oyer contribution provisions of the TRS Defined Benefit (DB)
statutes. In the past, the State "assunmed the unfunded liability
for the TRS systens” and nmade its annual paynents to the schoo

districts "through an increase" in the Base Student Allocation
(BSA) formula. Section 1 would change "the enployer contribution
rate for the school districts”" to the Defined Benefit nornmal
cost rate which currently is 12.56 percent. As a result, "school
districts would be required to pay that rate ...on their entire
payrol | base, regardless of Tier.

M. Baker rem nded the Committee that this payroll base concept
had been discussed during the hearings on SB 123-RETIREM T/
BENEFI TS: PUB EMPLYEES/ TEACHERS, the technical fix bill which
had previously reported from Conmitt ee.

M. Baker stated that TRS enployer contributions would be used
to pay both the normal cost of the DB nenbers and the norma
cost of the Defined Contribution (DC) plan nmenbers. Any excess
noney, which is anticipated to be a mninmal anount, would be
credited toward the unfunded liabilities of the system

M. Baker reiterated that these provisions are simlar to those
of the PERS system

CS SB 125 SB 125

(Ver E 4/20/07) Cor r espondi ng
Bill Section Change Bill Section
Sec. 2 AS 14. 25. 085 N A - New

*Adds new section to statute
establishing the state's
contribution requirenents
within TRS

*As an enpl oyer, the state
must nake contri butions
on behalf of its own TRS
menber s
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*State al so makes one annual
direct paynent to TRS, in an
anmount sufficient to pay the
systenis full unfunded |ia-
bility paynment as determ ned
by the board for the com ng
fiscal year

M. Baker stated that Sec. 2 is new |l anguage that is specific to
the State's contribution. The State would be required to pay the
12.56 percent contribution rate for any of its enployees in the
TRS system The State would also be required to nake an annua
paynent "to the administrator of the systenf for the ful
paynment of the unfunded liability anmount due. He reiterated that
"the nechanics" rather than the policy that had been in effect
for several years has changed in this regard: instead of
providing this noney via the BSA to the school districts which
then paid the admnistrator, the State would now be paying the
retirement systemdirectly.

M. Baker revisited Section 1. SB 141, the legislation which
established the new DC plan, established the concept of a
“"floor” for the normal cost rate. Thus, the 12.56 contribution
rate, which was determned at the last valuation period, is the
"floor". The normal cost rate is recalculated on an annual basis
and if the normal cost drops below or exceeds 12.56 percent,
"the enployers would be required to contribute the greater of
the two".

CS SB 125 SB 125

(Ver E 4/20/07) Cor r espondi ng
Bill Section Change Bill Section
Sec. 3 AS 14. 25. 220 N A - New

*Adds definition of
"system to the TRS
DB section of statute

*"Systent neans all
TRS pl ans

M. Baker explained that as a result of the changes to the
retirement system it is inportant to provide consistency in the
definitions of both the PERS and TRS pl ans.

10: 12: 03 AM
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CS SB 125 SB 125

(Ver E 4/20/07) Cor r espondi ng
Bill Section Change Bill Section
Sec. 4 AS 37.10. 220(a) (8) N A - New

*Amrends Al aska Retire-
ment Managenent
Board' s (ARMVB)
powers and duties

(page 4, lines 17-19)

*Board can't set an
anortization period
for liquidating the
accrued unfunded
l[itability of |ess
than 25 years

M. Baker stated that this section addresses changes to the
ARMB. Since the State would now be responsible for picking up
the difference between what enployers are contributing and what
the Board establishes as the anmount required to pay down the
retirement systemis unfunded liability, it was deemed necessary
to insure that the ARMB did not establish a shorter anortization
period than was feasible to pay off the liability. 25 to 30
years is the actuarial industry standard; establishing a shorter
time period would increase the rate.

CS SB 125 SB 125
(Ver E 4/20/07) Cor r espondi ng
Bill Section Change Bill Section
Sec. 5 AS 39. 35. 100 Sec. 1

*No change
Sec. 6 AS 39. 35.115 Sec. 2-

*Slightly reworded to Modi fi ed
mat ch | anguage al r eady
passed in SB 123-Tech-
nical Carification Bil

M. Baker stated that this change would align the |anguage with
that of SB 123.

CS SB 125 SB 125
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(Ver E 4/20/07) Cor r espondi ng

Bill Section Change Bill Section
Sec. 7 AS 39. 35.125(a) Sec. 3
* No change
Sec. 8 AS 39. 35.160(c) Sec. 4
* No change
Sec. 9 AS 39. 35. 255 Sec. 5 -
*Adds a new section Modi fi ed

that rewites the
enpl oyer contri bu-
tion section of the
Publ i ¢ Enpl oyee's
Retirement System
(PERS) DB statutes
*Sets the annual
enpl oyer contri bution
rate to 22% or the
DB pl an enpl oyer nor nal
cost - whichever is
greater
*Rate applies to entire
payrol | base -
regardl ess of Tier
*Contributions are used
to pay DB and DCR nor nal
costs
*Money in excess of what
i's needed to pay
system s normal costs -
are applied to the
accrued unfunded liability
*22% enpl oyer contri bution
rate applies to
retire/rehires and their
sal ary nmust be included
in the payroll base
*Defines "accrued
unfunded liability",
"enpl oyer nornmal cost
rate” and "nornmal cost"
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M. Baker noted that the provisions in Section 1 applied to TRS
and the provisions in Sec. 9 would apply to PERS. Both the PERS
and TRS systens would be cost share systens in which all assets

and liabilities would be "pooled® and shared across al
enpl oyees. Enployers would be required to "pay a fixed rate of
22 percent on their entire payroll, regardless of Tier". Those

contributions would then be used by the administrator” to pay
the DB normal cost as well as the DC normal cost. Any renaining
bal ance woul d be directed toward the unfunded liability.

CS SB 125 SB 125
(Ver E 4/20/07) Cor r espondi ng
Bill Section Change Bill Section
N A AS 39. 35. 260 Sec. 6 -
*No | onger necessary. Del et ed
| ncorporated into
AS 39. 35. 255
N A AS 39. 35. 260 Sec. 7 -
*No | onger necessary. Del et ed
| ncorporated into
AS 39. 35. 255

[ NOTE: These sections were not discussed. ]

10: 14: 22 AM
CS SB 125 SB 125
(Ver E 4/20/07) Cor r espondi ng
Bill Section Change Bill Section
Sec. 10 AS 39. 35. 280 N A - New

*Repeal s and reenacts
t he section of statute
dealing with the
state's contribution
requi renents wthin PERS
*As an enpl oyer, state
must nmake the 22%
contribution on behal f
of its own PERS nenbers
*State al so nakes one
annual direct paynent to
PERS, in an anount
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sufficient to pay

the systenm s ful
unfunded liability
paynent as determ ned
by the board for

the comng fiscal year

M. Baker stated that Sec. 10 would apply to PERS in a manner
simlar to how Sec. 2 applied to TRS. In addition to paying 22
percent on its own enployees, this section would require "the
State to nmake an appropriation to the system of the anount
requi red above the 22 percent collected from all PERS enpl oyers
to neet the Board' s adopted rate to fund the unfunded liability
for that fiscal year".

CS SB 125 SB 125
(Ver E 4/20/07) Cor r espondi ng
Bill Section Change Bill Section
Sec. 11 AS 39. 35.520(a) Sec. 8
*No change
Sec. 12 AS 36. 35.610 Sec. 9
*No change
Sec. 13 AS 39. 35.615(a) Sec. 10
*No change
Sec. 14 AS 39. 35.615 Sec. 11
*No change
Sec. 15 AS 39. 35. 620 Sec. 12
*No change

[ NOTE: Sections 11, 12, 13, 14, and 15 were not discussed. ]

10: 15: 20 AM
CS SB 125 SB 125
(Ver E 4/20/07) Cor r espondi ng
Bill Section Change Bill Section
Sec. 16 AS 39. 35. 625 N A - New

*Addi ti on requested by
the Adm nistration
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*Adds a new section
of statute indicating
how PERS term nati on
costs will be deter-
m ned under a new
cost share system

M. Baker inforned that

the Adm nistration as the original bill

this section was added at

the request of

they introduced did not

clarify "how term nation costs would be determ ned going forward
if an enployer decided to conpletely exit fromthe systeni.

CS SB 125 SB 125
(Ver E 4/20/07) Cor r espondi ng
Bill Section Change Bill Section
Sec. 17 AS 39. 35. 650 Sec. 13
*No change
[ NOTE: Sec. 17 was not discussed.]
10: 15: 40 AM
CS SB 125 SB 125
(Ver E 4/20/07) Cor r espondi ng
Bill Section Change Bill Section
Sec. 18 Repeal s Sec. 14
*Adds AS 39.35.260 to
the Iist of repeals
(see SB 125 Sec. 6 &
Sec. 7 comments above)
*Renmoves AS 39. 35. 280
(see CSSB 125 Sec. 10
comment s above)
M. Baker noted that Sec. 18 would repeal AS 39.35.260 and

renove references to AS 39. 35. 280,
addr essed t hose i ssues.

as new provisions in the bill

CS SB 125 SB 125
(Ver E 4/20/07) Cor r espondi ng
Bill Section Change Bill Section
Sec. 19 Transi ti on Language Sec. 15 -
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*Subsection (a)- No Modi fi ed
change
*Subsection (b) - Adds
new sent ence (Page
12, Lines 5-8)
- Sent ence added
at the request
of the Adm nis-
tration to conform
to House anendnents
to SB 123 - Technica
Clarification Bill
-Elected officials
cannot be amended
into participation
agreenments unl ess
t hey nmake at | east
t he sane nont hly
salary as Legislators
(%2, 001)
*Subsection (c) - New
subsection
-Sets FY 08 contri -
bution rates bel ow
22% for certain poli-
tical subdivisions
t hat make PERS contri -
butions in excess of
what was required
bet ween FY0O5 - 07
-Rates are for 1 year
only and will allow
t hese enpl oyers to recoup
their excess contributions

in FY 08
M. Baker reviewed the changes in Sec. 19, subsections (b) and
(c), page 12 of the bill. Language was added to subsection (b)
at the request of the Admnistration. It would conform the
Version "E' committee substitute to |anguage adopted "in a
technical fix bill in the House that says that if an enpl oyer

opts in their elected officials" only those elected officials
who are drawing a salary equal or above that made by Legislators
woul d be al | owned.
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M. Baker pointed out that were this |egislation adopted,
enpl oyers would have 90 days after the effective date of the
bill, "to nmake any participation agreenent changes to their
current PERS plan". They could opt out of the plan, add or
del ete classes of enployees, including elected officials neeting
the aforenentioned criteria. No changes would be allowed after
the cl ose of that 90-day w ndow.

10:17: 57 AM

M. Baker identified Sec. 19 subsection (c) as new | anguage. He
expl ai ned that when the Adm nistration introduced the origina
version of the bill, a packet of spreadsheets had acconpani ed
it. Those spreadsheets included a reference to a group of PERS
enpl oyers, referred to as "Heroes", who, "during the last two
years", in addition to paying the anmobunt required of them "paid
an additional anmount of noney, assuming that they were paying
off their own individual liability". One of the Heroes, the City
of Soldotna, had also nade a one mllion dollar deposit in FY
2005 (FY 05).

M. Baker stated that consideration nust be given to the Heroes,
el se wise, "those paynents would have been for naught” if the
retirement system sinply transitioned "to a pooled shared
liability systenf. "The whole pool is now benefiting from their
generosity."

M. Baker thus inforned the Commttee that transitional |anguage
was included in Sec. 19 subsection (c) of Version "E' "that
woul d set a one year contribution rate" for the Heroes for FY 08
"that would allow themto recoup the noney they contributed over
the last two years”. Then, beginning with the FY 09 contribution
rate period, the Heroes rates wuld align wth other
muni ci palities at the 22 percent rate.

M. Baker referred the Commttee to a one-page spreadsheet
titled "FY 08 Rate Adjustnents Required to Recoup Excess Mini
PERS Contributions from Prior 3 Years" [copy on file], prepared
by Co-Chair Stedman's office on April 22, 2007. This spreadsheet
depi cted the mechani cs of the cal cul ati ons.

M. Baker pointed out, however, that the City of Soldotna' s FY
08 contribution rate at the 22 percent |evel would be $537, 000.
They have contributed an excess of $1,276,229, and even if their
contribution |level dropped to zero in FY 08, they would stil
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have an excess balance under the proposed fornula in Version
"E'. Thus, "it is contenplated that the Legislature” would
address this and other Heroes' excess paynents in the FY 08
Capi tal Budget.

CS SB 125 SB 125
(Ver E 4/20/07) Cor r espondi ng
Bill Section Change Bill Section
Sec. 20 Transi ti on Language Sec. 16

*No change
Sec. 21 Revi sor's Instructions Sec. 17

*No change
Sec. 22 & Ef fect Date O auses Sec. 18 &
Sec. 23 *No change Sec. 19

[ NOTE: Sections 20, 21, 22, and 23 were not discussed. ]

M . Baker concluded his overview of the changes in the Version
"E" conmittee substitute.

10: 20: 53 AM

SB 125
Setting Enployer Contribution Rates in Statute
Power Poi nt Presentation by the Legislative Finance Division

DAVID TEAL, Director, Legislative Finance Division, utilized a
Power Poi nt presentation [copy on file] to address the fiscal
conponent of the bill.

Page 2

Cat egori zation of the Governor's FY 08 GF Increnents
($750.8 M Ilion Total from FY 07 Base)

[ Pie chart depicting General Fund increnments as proposed in
the Governor's FY 08 budget. ]

M. Teal infornmed the Conmittee that the informati on depicted on
page 2, mrrored information provided earlier in the Legislative
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Sessi on when Governor Sarah Palin first introduced her FY 08
budget .

M. Teal noted that this information was included solely "as a
rem nder of the nmagnitude” of the retirement increnents
supported by the State's general funds (GF). For exanple: the
School District TRS/ PERS FY 08 GF increnment of $207,400, 000; the
Agency Retirenent, Health, and Wage increases FY 08 GF increnent
of $186, 400,000; and the Political Subdivisions PERS FY 08 GF
increnment of $77,500,000. In excess of $450 nillion would be
spent to support these retirenent increases in the FY 08 budget.

Page 3

e The pie chart is based on June 2005 actuarial valuation
(and a PERS contribution rate just under 409%.

e Prelimnary June 2006 actuarial valuation put the PERS
rate near 47%

e Each point nmeans a $17 nmillion cost increase, so the
amount of PERS contributions could increase another $120
mllion in FYO09.

M. Teal reviewed the information. Each percent of the
approxi mately $1, 700,000,000 wage base "carries wth it $17
mllion worth of addi ti onal contributions". "The PERS
contribution could be understated by as nmuch as $120 million."
10: 22: 39 AM

Page 4

Liability/ Asset Gap
PERS/ TRS Fundi ng Rati o

[Chart conparing the PERS/ TRS Accrued Liability to Assets
for the tinme period FY 97 through Rate Year FY 08. The gap
between accrued liabilities and assets is the Unfunded
Liability of the PERS/TRS Systens. The Unfunded Liability
in FY 08 is anticipated to be $6.9 billion.]

M. Teal stated that this chart reflects the unfunded
liabilities of the systens.

10: 22: 59 AM
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Page 5
Recap of Major Points
1. The gap wll grow before it begins to fill.

- 5 point cap on annual rate increases
- lag between action and response

2. Unfunded liability is not going away by itself - it is a
bill that nust be paid.
3. The State wll pay nost of the bill, either by

appropriating nmoney to agencies and school districts
(so they can pay their bills) or by appropriating
nmoney directly to DOA

4. The cost of the direct and indirect nethods is identical
i n nmost cases.

5. Paying the bill is not the sane as fixing the system

M. Teal reviewed the information and stressed that the unfunded
l[iability gap would continue to grow before it begins to
decrease. This is because, for a period of tinme, the system was
under-funded as a result of there being a five point maxi num
annual rate increase limt inposed on enployer contribution
rates. Another reason is the two to three year lag tine between
when a rate was adopted and when the paynents at that rate
i npacted the unfunded liability.

10: 24: 13 AM

Page 6
Movi ng Forward

Goal: Find a permanent fix that is affordable to both the
state and its political subdivisions.

1. Paying TRS costs directly to DOA in order to reduce the
enpl oyer contribution rate wll save $11 mllion
annually in the University's Optional Retirenent Plan.
(In the operating budget; SB 125 mekes the fix
per manent)

2. Cap the enployer contribution rate to PERS.

3. Revise actuarial nethods.

M. Teal reviewed the goal sought by this bill and the three
conponents that would support that effort. He noted that the
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ARMB supports meking paynments for the costs of PERS and TRS
directly to the Departnment of Administration. This effort would
all ow the TRS enpl oyer contribution rates to be reduced to 12.56
percent. This would save the University of Alaska approximately
$11 mllion a year on its annual optional retirenent system

M. Teal advised that the savings to the University have already
been considered in the FY 08 operating budget as the TRS rate is
funded in that budget. Thus, "in the perspective of SB 125, this
first point is not particularly interesting."”

M. Teal informed the Conmttee that ARMB "has passed a
resolution in support of direct paynents to the Departnent of
Adm nistration”". This direction is included in both the House
and Senate operating budgets, and there is no inpact beyond that
unl ess, the discussion was expanded to address K-12 education
f undi ng.

M. Teal advised that he would not be addressing K-12 education
funding at this point, as the intent is to keep the discussion
focused on the retirenent funding issue. Nonetheless, when K-12
education funding |egislation was before the Conmttee, it would
i ncl ude some TRS issues that would require addressing.

10: 26: 14 AM

Page 7
| npact of SB 125's Fi xed PERS Rate

1. The inpact is primarily on political subdivisions - the
state pays the full bill for agencies.
A fixed rate can make retirenment costs nore affordable
to political subdivisions by shifting costs to the
state; a fixed rate for enployers does not reduce the
total anount that nust be paid.

2 Inplenents two of AM.'s three pillars - a fixed rate is
as stable and predictabl e as possible.
3. The third pillar - affordability - is nore conplex. The

bill nust be paid; the question is "W pays it?"

Resolution: SB 125 set enployer rates in statute at 22% of
payroll, with the state picking up the remai nder.
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M. Teal reviewed the information and noted that when the Al aska
Muni ci pal League (AM.) testified on this bill, they had
requested the retirenment funding fix consider three "pillars:
stability, predictability, and affordability".

M. Teal stated that the 22 percent fixed rate proposed in this
legislation clearly addresses the stability and predictability
pillars. However, a trenendous amount of consideration has been
given to the nore conplex affordability pillar in the
devel opnment of this bill.

M. Teal concluded however, that the bill nust be paid, and the
guestion is whether the State or the nunicipalities would be
responsi ble for paying it. The resolution is that the enployer
rate would be set at 22 percent of payroll, "with the State
pi cking up the renmai nder of the cost".

10: 27: 57 AM

Page 8

Contribution Rates on Total Al aska PERS Payr ol
Based on Buck's 2006 Actuarial Val uation

[A chart conparing four enployer <contribution |evel
scenarios over the period from 2008 through 2032: the
enpl oyer contribution levels that would have been paid
based on actuarial valuations; the enployer contribution
| evel s that would have been paid based on a Level Dollar
Rate nechanism recommended by the actuary "as the
appropriate nmethod to use for a closed" Defined Benefit
System the fixed 22 percent contribution |evel proposed in
this bill; and a contribution rate |evel recommended by the
actuarial for an open Defined Benefit System plan.]

M. Teal stated that this chart is best explained by realizing

that under the provisions of this bill, the nmunicipality
enpl oyer contribution rate would be set "at 22 percent
regardless of what the full rate is". He cautioned that the

chart solely depicts contribution rate levels and does not
refl ect costs.

10: 28: 55 AM

Page 9
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St at e Spendi ng for Minici pal PERS Assi stance
Based on Buck's 2006 Val uation
(Real 2008 Dol | ars)

[A chart reflecting the costs to the State under the fixed
muni ci pal 22 percent contribution rate proposed in this
legislation as calculated by either the Actuarial Rate or
the Level Dollar Rate.]

Page 10

Readi ng the Charts

e The cost of nunicipal PERS assistance is expected to
decline over tine.

e Both paynent schedules elimnate the unfunded liability
in 25 years or less, but the Level Dollar nethod costs
nore, especially in the near-term

e The anortization nethods used by the actuaries produce
rates that are too low in the distant future, inplying
that near-termrates are too high

 Risk Sharing is not likely to be needed - it is likely
that nmunicipalities will push for a rate reduction in a
few years.

M. Teal noted that, wunder the Actuarial Rate scenario, the
State would be responsible for approximately $45 mllion dollars
in FY 08. The ampunt woul d peak at approximately $65 million in
2010 and then decline. Wile the State's obligation would
initially be higher under the Level Dollar Rate scenario than it
woul d be under Actuarial Rate scenario, both would peak around
2010 and then decline. It should be noted that "both paynent
schedul es elimnate the unfunded liability in 25 years or |ess".

M. Teal stated that the unfunded liability is elimnated when
the rate reaches the Normal Rate, which "is the cost of sinply
funding the system on a continuing basis". It is the Past
Service Cost, which is "the cost to pay the unfunded liability"
t hat enconpasses everything above the Nornmal Rate cost.

M. Teal stated that by the end of the anortization period, the
paynent schedul e would be bel ow the Normal Cost rate. This would
indicate that "the wunfunded liability has been paid off".
However, the fact that "the rates actually go below the Norma
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Cost rate and don't just neet it gradually ...inplies that rates”
inthe initial years are too high

M. Teal noted that, as nentioned in Co-Chair Stedman's initia
remar ks, another issue of concern is that of "'risk sharing
The Adm nistration has expressed concern that" there is too nuch
risk to the State involved in the 22 percent rate plan. Wile
muni ci palities would be given stability and predictability, the
State would subject itself to risks by agreeing to be
responsi bl e for the bal ance of the unknown costs.

M. Teal stated that risk sharing was not included in the
original bill and has not been addressed in the conmttee
substitute. It was not addressed in the original bill as rates
are declining and risk levels decline in tandem with declining
rates.

M. Teal pointed out that rates are not anticipated to continue
their upward trend as originally "feared when we first started
| ooki ng" at establishing a fixed 22 percent rate.

Page 11

VWhat is not in the Charts

e Mney to fund the "blue line" anortization schedule is in
t he operating budget; the $125 million required to foll ow
the "black line" schedul e has not been appropri ated.

e The revised revenue forecast essentially elimnates the
FY 08 surplus projected earlier, and a deficit is
projected for FY 09. This raises questions about the
w sdom of paying as much as possible as soon as possi bl e.

W are no longer required to follow the black 1line
because the full wage base is subject to contributions,
meani ng that PERS no |onger operates as a closed system
for fundi ng purposes.

M. Teal advised that funding of the Level Dollar Rate funding
met hod, depicted by the "black line" on the chart, is included
in the FY 08 operating budget. Funding for the Actuarial Rate
funding nmethod, depicted by the "blue Iine" on the chart, which
was adopted by the ARVB, is not.

M. Teal next remnded the Committee that the recently revised
revenue forecast elimnated the surplus that had been
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anticipated in FY 08. Due to the deficit anticipated for FY 09,
the State would not have the cash flow required to pay high
rates and high cash flow toward the unfunded liability in the
initial years.

M. Teal also advised there is a lack of certainty in regards to
whether to adopt the Actuarial Rate or the Level Dollar Rate
nmet hodol ogy. During discussions with the State's actuary, Buck
Consultants, the Division learned that the rate adopted by the
ARMB was appropriate for a closed system however, if SB 123-
RETI REM T/ BENEFI TS: PUB EMPLYEES/ TEACHERS is enacted, the full
wage base would be subject to contribution. Thus, even though
"it is technically" a closed system in that enployees cannot
join the Defined Benefit System "the PERS system would no
longer act as a closed systenf. However, "from a funding
perspective, the enployer will be paying the same contributions
on new enployees as they are on existing enployees, so that the
system for actuarial purposes, acts |like an open systent.

M. Teal concluded therefore that "there would be no need to go
to the higher rate schedul e".

10: 34: 02 AM

Page 12
VWhere Do W Go From Here?

Wrk with the ARM Board to Revise Actuarial WMthods and
Reset FY 08 Rates

bj ect i ves:
1. A permanent, affordable fix for the burden that
contribution rates above 22% would place on political
subdi vi si ons.
2. A snooth curve that pays off the unfunded liability
in 25 years.

M. Teal reviewed actions that should be taken. Buck Consultants
has been working on devel oping a proposal that would provide "a
snooth curve that pays off the unfunded liability and neets the"
Normal Cost Rate in 25 years.

M. Teal concluded his renmarks.
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10: 35: 06 AM

Senator Thomas asked for further information regarding the
information on page 3 that specified that each contribution
poi nt increase would equate to a $17 million PERS cost increase.

10: 35: 35 AM

M. Teal explained that the total wage base for all PERS
enpl oyees is approximately $1.7 billion. Thus, the cost of each
percent required to pay into the retirement system is
approximately $17 mllion. For exanpl e, increasing the

contribution rate from 40 percent to 47 percent would be a seven
percent increase. This wuld equate to approximtely $120
mllion.

AT EASE 10:36:14 AM/ 10:37:38 AM

ANNETTE KREI TZER, Conm ssioner, Departnment of Admnistration,
informed the Commttee that the Admnistration debated about
whether or not to include a 90-day "window' in this cost-share
bill. Utimately the decision was nmade to support it as a matter
of fairness to the nmunicipalities. During this "w ndow',
muni ci palities could "anend their participation agreenents" and
opt groups of enployees in or out of the PERS system She also
noted that the House added |[|anguage that would all ow
muni ci palities to opt in local elected officials, provided they
met specified criteria, during this 90-day peri od.

Comm ssioner Kreitzer stated that an effort was made to craft
the 90-day w ndow | anguage in a manner which would both provide
flexibility to nmunicipalities and, at the sane tinme, negate
their ability to conduct "ganesmanship”, a termthat refers to a
situation in which a municipality mght opt in and out groups of

enpl oyees to their benefit. Furt her di scussion on the
appropriate |anguage should occur before the bill reports from
Commi ttee.

10: 39: 44 AM

Co-Chair Stedman asked for further information about the

potential for gam ng.

10: 39: 55 AM
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Comm ssi oner Kreitzer understood "ganmesmanship" is a term for a
situation in which "you [an enployer] nove covered enployees in
and out of your participation agreenent”, and in effect "shrink
t he amount of your payroll base". Thus, when transitioning to a
cost share system the concern is whether "you [an enployer]
should force folks to pay for nenbers that you had opted out of,
that you had taken out of the PERS system that now you may, in
this 90-day period, want to add back in".

Senator Elton characterized ganesmanship "as a sem-pejorative
tern. He exanpled a situation in which the Gty and Borough of
Juneau rehired a retired individual as the airport nanager "and
that position was renoved from the PERS plan because of that".
He understood that under this legislation, the Gty would have
90 days to decide whether or not to opt back in that position,
for, in the future, a person with a different circunstance m ght
hol d that position.

Comm ssioner Kreitzer affirmed. As exhibited by Senator Elton's
exanple, many types of circunstances could be addressed in the
90-day peri od. She apol ogi zed for utilizing the term
ganmesmanshi p in a bl anket fashion.

10:41:45 AM

PAT SH ER, Di rector, Division of Retirenent & Benefits,
Department of Administration, advised that Sec. 9 of the bill
addresses the issue of rehiring a retired person; including the
situation exanpled by Senator Elton. Sec. 9 specifies that that
i ndi vi dual nust be included in the municipality's payroll base.

10:42: 35 AM

Due to the anticipation of the State experiencing cash flow
problens in the next few years, Conmmi ssioner Kreitzer expressed
concern that the State would be responsible for funding any
shortfall beyond the anpbunt paid by nmnunicipalities. She has
comuni cated to both M. Teal and nenbers of the Legislature the
fact that she does not consider either this bill or SB 123 to be
"a permanent fix".

Comm ssioner Kreitzer also recomended that the Legislature
continue to consider "a cash infusion into TRS..!

10: 43: 45 AM
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Co- Chair Stedman enphasized that the current effort is focused
on this bill and the "fix-it bill", SB 123; "they're two big
pi eces” of the effort to address the liability of the retirenent
systenms. Once the liability is "isolated", the next step would
be "to look at the cash flow and work on slicing that up and
m nim zing the inpact on the general fund draw.

Comm ssioner Kreitzer corrected a conponent of the Division of
Legislative Finance's presentation; the unfunded liability
estimated for FY 08, as depicted on page 4, should be $8.6
billion rather than $6.9 billion.

Co-Chair Stedman agreed with Comm ssioner Kreitzer. The unfunded
liability could range between eight and ten billion dollars
depending on such things as which year the valuation was based
on. There have been increnental increases in the liability |evel
for the past several years.

10: 45: 13 AM

Senator Elton asked the Conm ssioner to provide information on
the affect the 90-day w ndow night have on admnistrative
heari ngs, such as the dispute currently being considered about
how the Gty & Borough of Juneau nmnages sonme of its police
department enpl oyees. A decision on this issue is not expected
until the fall of 2007.

Comm ssioner Kreitzer stated that clarification on this issue
woul d be provided, as she has an opportunity to discuss it with
t he Departnent of Law.

10: 46: 13 AM

Senator Thomas questioned how the rehire of a past service
enpl oyee during the 90-day period would be treated. Language in
the bill specifies that "an enployer may not award past service
to enployees added during the 90-day period. To that point, he
asked whether "past service is considered unearned® in that an
enpl oyer could "grant service to enployees that are not previous
enpl oyees™".

Comm ssioner Kreitzer thought not. The I|anguage was carefully
devel oped wth the objective to be very clear on what options
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were available to municipalities. Nonethel ess, she would clarify
this with the Departnent of Law

Senator Huggins noted that the bill also contained simlar
provisions regarding individuals with mlitary service.

Senat or Dyson al so understood that to be the case.
10: 47: 44 AM

LARRY SEMMVENS, Finance Director, City of Kenai, and Menber,
ARMB, testified via teleconference from Kenai and thanked those
who have worked so diligently on addressing the PERS and TRS
fundi ng i ssues.

M. Semens asked for clarification on the ARMB' s ability to
specify the anortization period as 25 years; specifically
whether the intent was to adopt a rolling 25-year period in
which each year the ARM Board would re-finance the unfunded
[iability over the remaining years depending on that year's
val uation

Co-Chair Stedman acknowl edged that for several years the
unfunded liability was addressed in a rolling anortization
manner; however, "the intent here is to anortize and |iquidate
this liability over next 25 years".

M. Semmens approved of this approach.

M. Semrens next addressed |anguage in Sec. 9 of the bill. Wile
a rate lower than the 22 percent enployer contribution rate
specified in this bill would have been preferred, enployers

woul d accept the certainty of a set rate. Nonethel ess, nunerous
enpl oyers set their FY 08 rate based on the |anguage in the
Governor's budget which specified a maxinmum five percent
i ncrease "over their FY 07 out-of-pocket costs".

M. Semmens noted that under the Governor's budget plan, the
City of Kenai would have experienced a 36 percent increase over
their FY 07 budget, absent consideration of the State's five
percent PERS assistance. That increase was factored into the
Cty's FY 08 budget. Increasing the contribution rate to 22
percent as proposed in this legislation would amunt to a 60
percent increase. Therefore, he asked the Conmttee to consider
t he Governor's budget plan for FY 08.
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M. Semmens al so questioned the intent of the "regardl ess of the
enpl oyee' s enpl oynent status at date of term nation" |anguage in
Sec. 13, page 9, line 31. In his view, a fornmer enployee, who he
defined as an active enployee, "should not be inpacted by an
enployer's term nation, and therefore should not vest".

M. Semmens next addressed |anguage in Sec. 15 regarding
termnation. "60 days is not a very long tine for a nmunicipality
to either pay their termnation bill or" establish a paynent
pl an that nust be approved by their |ocal |egislative body.

10: 52: 22 AM

Wiile M. Semrens agreed with |anguage in Sec. 16 that provided
the State the ability to calculate an enployer's termnation
pl an, he questioned the nmechanics of the process as the State is
currently unable to determne either an enployer's assets or
liabilities.

VWile M. Semmens appreciated the ability provided in Sec. 19
that would allow a nunicipality to include elected officials in
its plan, he was concerned that going forward, nunicipalities
would be Iimted to the classes of enployees that were in place
at the 90-day period. This is bad public policy; it would not
consider an "immedi ate or abrupt change in an enployer's salary
base”. An exanple of this would be the Cty of Kenai opting out
or contracting out its street departnment. Wiile that class of
enpl oyee would continue to be part of the CGty's plan, the
city's salary base would drop significantly. "And the rest of
t he menbers, particularly the State, would pay for it".

M. Semmens strongly objected to the provision in the bill that
woul d prohibit a nunicipality from being able "to add or delete
cl asses of enployees”. This is an inportant issue. A different
method in this regard shoul d be adopt ed.

10: 55: 04 AM

M CHAEL LAMB, Chief Financial Oficer, Fairbanks North Star
Borough, testified via teleconference from an offnet |ocation
and concurred with M. Semmens' renmarks and concerns.

M. Lamb then referenced Conmi ssioner Kreitzer's coments

regardi ng the 90-day w ndow and the associ ated concern about the
possibility of a municipality "shrinking" its salary base and
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forcing other enployers "to end up sharing or having to cover
t he costs".

M. Lanb contended that the 90-day w ndow option was unlikely to
be the best way to avoid the ganesmanship issue. Wile he
t hought this mght be a universal concern, an alternate nethod
to address it should be sought. He agreed that the shrinking of
the salary base due to opting out or contracting out services is
a real concern.

M. Lanb suggested that an AM. suggestion to specify FY 06 as
the salary base year could be a preferred option to the 90-day
wi ndow net hod.

M. Lanb concluded that a flat TRS rate, adopting a 25 year
anortization schedule, and other provisions in the bill would
"make a huge difference to understanding the State's volatility
out into the future". He |ooked forward to the receipt of an
updated report from Buck Consultants as nentioned by M. Teal.
In sunmary, while there are still a few itenms that need
addressing, he is "pleased with the effort” and appreciated the
work to date.

Co-Chair Stedman asked M. Lanb to provide further coments to
his office once he had tine to review the new conmttee
substitute nore thoroughly.

10: 59: 06 AM

Senator Elton stated that in addition to the consideration
afforded the Hero conmmunities; consideration should also be
given to those conmunities that mght experience a substanti al
increase in their contribution rate. There is concern that those
communities mght decide to entirely opt out of the plan.

AT EASE 10:59:52 AM/ 11:00: 03 AM

Co-Chair Stedman noted the intent to re-address this bill in a
f ew days.

11: 00: 22 AM

Comm ssi oner Kreitzer announced that the Depart nent had
devel oped a response to a question asked earlier by Senator
Thonmas.
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M. Shier conmunicated that individuals with mlitary service
woul d be unaffected by this bill. The intent of the |anguage was
to prevent credit for non-PERS service for those groups of
enpl oyees that may, in that period of time, opt in".

11: 01: 06 AM

The bill was HELD in Committee.
#

ADJ OURNIVENT

Co- Chair Bert Stednman adjourned the neeting at 11:01:13 AM
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