SENATE FI NANCE COW TTEE
March 30, 2012
1:17 p.m

1:17: 34 PM

CALL TO ORDER

Co-Chair Stednman called the Senate Finance Committee
neeting to order at 1:17 p.m

VEMBERS PRESENT

Senator Bert Stedman, Co-Chair
Senat or Lyman Hof f man, Co-Chair
Senator Lesil McQuire, Vice-Chair
Senat or Johnny Ellis

Senat or Denni s Egan

Senat or Donny d son

Senat or Joe Thommas

VEMBERS ABSENT

None

ALSO PRESENT

Jessie Kiehl, Staff, Senator Dennis Egan; WIliam B.

Fornia, Pension Trustee Advisors; Mchael Barnhill, Deputy
Comm ssioner, Departnment of Admnistration; Mrie Darlin,
American Association of Retired Persons; Bill Er nst

Teacher; Sean Genson, Teacher; Jeff Jones, Firefighter;
Hillary Seeland, Teacher; Tim Gussendorf, Staff, Senator
Lyman  Hof f man; Karen Rehfeld, Di rector, Ofice of
Managenment and Budget; Senator Cathy G essel; Senator Joe
Paskvan; Senator Linda Menard.

PRESENT VI A TELECONFERENCE

Hol l ey Dennison, Self, Sitka; Kristen Geen, Self, Sitka;
Leila Sheffield, Self, Bethel; Dorothy Leake, Acting Gty
Clerk, City of Anderson, Anderson; Josephine Edwards, Self,
Anchor age; Ladawn  Druce, Pr esi dent, Kenai Peni nsul a
Education Association, Kenai; Ted Mninski, Legislative
Director, Retired Public Enpl oyees of Al aska, Anchorage.



SUMVARY
SB 121 TEACHERS & PUB EMPLOYEE RETI REMENT PLANS

SB 121 was HEARD and HELD in conmttee for
further consideration.

SB 100 PERS TERM NATI ON COSTS
SB 100 was SCHEDULED but not HEARD.
CSHB 284( FI N) APPROP: OPERATI NG BUDGET/ LOANS/ FUNDS

SCS CS HB 284(FIN) was REPORTED out of commttee
with a "do pass" recommendati on.

CSHB 285(FI N) APPROP: MENTAL HEALTH BUDGET

SCS CSHB 285(FIN) was REPORTED out of conmittee
wth a "do pass" recommendati on.

#sb121
SENATE BI LL NO. 121

"An Act relating to the public enployees' retirenent
system and the teachers’ retirement system and
providing for an effective date."

1:19: 30 PM

Senator Egan introduced SB 121 and read from the sponsor
st at enent :

SB 121 lets teachers, Troopers, firefighters and other
public enpl oyees choose one of two state retirenent
systenms: an individual defined contribution retirenent
account, or earning a defined benefit pension.

A defined benefit pension takes tinme to earn, but
rewards a record of public service by paying a
guar ant eed nmont hl y benefit and, for | ong-term
enpl oyees, health insurance. An individual defined
contribution account is portable from one enployer to
another, and flexible in how it can be used, but makes
no guarantees. SB 121 keeps these smart reforns,
maki ng Al aska pensi ons stronger than ever.
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And the defined benefit pensions for new enployees
under SB 121 will cost enployers less than the pension
tiers that cane before, saving noney for schools,
cities, and the State of Al aska.

Al aska teachers and public enployees don't earn Soci al
Security benefits they earned in past jobs. S for
nost, a defined benefit pension nakes sense. O her
enpl oyees will choose individual defined contribution
accounts because they prefer flexibility, portability,
and control, or because their plans do not include
long-term service in the public sector. SB 121
maintains their option to choose an individual
account. The teachers who educate our children, their
police and firefighters who protect our famlies and
the public enployees who serve our state and cities
will be able to choose the benefit that best fits
t heir service.

1: 22: 15 PM

JESSI E KI EHL, STAFF, SENATCOR DENNI S EGAN, further expl ained
that SB 121 created a new defined benefit tier wthin
Al aska's pension systens: the Public Enployees Retirenent
System (PERS) and the Teachers Retirenent System (TRS). He
conmuni cated that a newhire had a choice between a
guaranteed benefit and the ability to control their
retirement funds. The choice provided the state tools to
recruit and retain enployees. He cited that the economc
benefit of defined benefit pensions in A aska totaled $1.4
billion and supported approximately 9000 private sector
jobs in 2010. He noted that federal retirenent systens were
excluded fromthe estimate.

M. Kiehl nentioned that the Senate State Affairs Committee
received significant testinmony from Alaska municipalities
expressing concern about turn-over costs. The testinony
communi cated difficulty recruiting and retaining public
enpl oyees in Alaska. Those nunicipalities testified that a
choi ce, such as the one proposed in SB 121, would provide
great benefit in both property and sales tax dollars.

M. Kiehl noted the strengths of the defined benefit and
the defined contribution systens. He explained that the
defined benefit system was attractive to enpl oyees because
it ensured that an established anmount of noney was
available to the retired person each nonth. The defined
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contribution system was attractive because the participant
could nake their own investnment decisions. He added that
the defined contribution systemdid not provide guarantees.

1: 25: 56 PM

M. Kiehl began a PowerPoint presentation: "SB 121 Al aska
Pension"” (Copy on File). He noted that the graphs included
in the presentation were prepared by the state's actuary,
Buck Consultants. The graphs intended to represent two
different situations. He pointed out that the pension
portion was included in the two charts.

M. Kiehl reviewed slide 5, "Two PERS enployees" and
poi nted out that until an enployee was vested, the defined
benefit and the defined contribution were simlar. He
referred to slide 6 titled "Two TRS Enployees” which
represented a potential nonthly benefit anount. He stressed
that the choice was significant and presented a decision
for the public enployee. He noted that once an enployee
settled on a plan, the choice was pernmanent.

1:27:37 PM

M. Kiehl discussed slide 7 titled "Wat Stays the Sane?
What ' s different?”

What Stays the Sane?
» The Defined Contribution systens do not change.
e The 2005 safeguards remain in place
» DB pension benefits
* Health plan coverage

What's different?
« Mbst enployees pay nore into the new tier

* It takes longer to earn retiree health insurance
o Medicare eligibility for nost
o Cost sharing
o Risk Sharing

e DBretirement eligibility simlar to DC tiers
* DC enpl oyees get one chance to switch

1: 33:11 PM

M. Kiehl explained the slide on page 8 titled "A
responsi bl e approach.”
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e SB 121's new tier adjusts so it doesn't cost nore than
DC tiers
« SB 121 takes longer to earn retiree health insurance
o Elimnates that npbst expensive years for nost
retirees
o Shares the cost
o Shares the risk until the enployee retires
e Conversions to the new tier at enployee's option-and
cost.
Al'l the 2005 saf eguards renain:
Revi ew by a second actuary
M nimum sal aries for elected officials
Experi ence studies
ARM Board
No payi ng | ess than the cost
Ref undi ng DB contributions is pernmanent

(ol elNeleliolNeo]

1: 34: 38 PM

M. Kiehl explained the slide on page 9 titled "Mre for
Al askans' Money."

» Professional managers earn nore
* No added costs- we're already running two systens

e $762 mllion/year in DB benefits are a shock absorber
for the Al aska econony

« Enpl oyees who prefer portability and control have a
choi ce

e Cities, school districts, and the state have excell ent
recruiting tools

1: 36: 13 PM

M. Kiehl discussed the slide on page 10 titled "Cost
Neutral." He explained that the slide provided a 22 year
actuarial projection for the new tier as conpared to the
defined contribution system for the PERS system and a 24
year projection for TRS. The data was attached as anal ysis
to the indetermnate fiscal note in the nenber's packet. He
highlighted that the chart provided the cost difference
between the new defined benefit tier and the defined
contribution system He pointed out that the new tier would
cost enployers less than the defined contribution system
As healthcare costs were projected to rise, the cost
savings would decline. A cost increase was prevented by
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cost and risk sharing wth enployees. |If healthcare
inflation costs did not trend down over tine, the enployees
woul d pay the difference.

1: 37: 46 PM

M. Kiehl stated that he was happy to answer questions
about the bill.

1: 38: 28 PM

WLLIAM B. FORNIA, PENSI ON TRUSTEE ADVI SORS, presented a
Power Point presentation titled "Alaska Senate Finance
Hearing of SB 121."

1: 39: 34 PM

M. Fornia discussed the slide on page 2 titled "WIIliam B.
Fornia Credentials.” He explained that he was a practicing
actuary specializing in public pensions. He was hired by
the Alaska Public Pension Coalition to help design a
defined benefit option. He furthered that he was an author
with nmuch experience providing testinony to |egislatures
and city councils.

1:40: 43 PM

M. Fornia explained the slide on page 3 titled "Sanple
Wrk Hi story."

e Corporate actuary for Boeing 1980-1984
« Al aska rel ated experience
o ARMB first ongoing review actuary 2005-2006
0 Audited Al aska PERS/ TRS actuarial val uations 2009
o Former | eader of Buck  Consultants' Denver
retirement practice

e Consulting services for 22 statewide retirenent
systens in Alaska, Colorado, M ssouri, North Dakota,
Okl ahomm, Puerto Rico, Ut ah, Texas, Womng and
ot hers.

o Served as system actuary for nobst of these
(including CO MO, ND, OK, PR, UT, W, Houston)

o Currently working on pension reform with OChio
Retirement Study Council

* Expert testinony and consulting for pension systens,
governnments and | abor groups
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O her clients have included the US Departnent of
State, Cities of Baltinore, QGakland and Phil adel phi a,
| BM US WEST and Ford Mbtor Conpany.

M. Fornia discussed the slide on page 4 titled "Agenda."

* Overview of SB 121

* Advantages of Including defined Benefit Plan Option
* Financial Analysis of Defined Benefit Plan Option

e History of SB 121 Fiscal Notes and responses
 Discussion

1: 40: 59 PM

M. Fornia addressed the slide on page 5 titled "Findings."

* DB plan option is nore econonical for Al aska
o DB nore efficient delivery of retirenent benefits
o0 Hel ps keep jobs in Al aska
o Provides the safety new other have from Soci al
Security

e Have structured DB choice alternative at $9, 000,000 FY
2015 savi ngs
0 Health cost risk shifted to enpl oyees
o Hi gher enployee contributions than current DB
o Enpl oyee health cost sharing

1:42: 20 PM

M. Fornia explained that portions of his presentation were
previously covered by M. Kiehl.

1: 42: 33 PM

M. Fornia explained the slide on page 9 titled "Oher
notives for SB 121."

» Al aska public servants not covered by Social Security
o Every state other than Al aska and M chigan offers
Defined Benefit Option
= M chigan public servants get Soci al
Security, Alaska Public servants don't
o Al private US enployers pay at |east 6.2 percent
to Social Security; Alaska PERS enployers pay
5. 22 percent
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o Soon, Alaska will be largest enployer in Anerica
with workers not covered by any safety net DB
pl an

e Current DC structure facilitates short service workers
| eaving Al aska public service for DB plan after a few
years of service

* Retirenent in Alaska is good for the State econony

1: 44: 02 PM

M. Fornia discussed the slide on page 12 titled "Benefits
Avai l able from DCR Program are Substantially Lower than
from Latest DB Tier" and the slide on page 13 titled
“I'llustration of Hypothetical Teacher Benefits - $50,000
Final Average Salary.” He explained that the slides
exenplified the benefits received by a teacher earning $50
t housand at the end of her career with 25 years of service.
The slides examned the benefits under Tier 11 (defined
benefit plan) and Tier Ill1. He pointed out that the pension
decreased by one-third. He stated that a Social Security
benefit would provide an equal anmount. He added that a
teacher in Alaska was not eligible to receive Social
Security benefits. He stated that a defined benefit plan
elimnated the risk of destitute fornmer enployee citizens
becom ng a burden on the state.

1:45: 44 PM

M. Fornia discussed the slide on page 16 titled "Wy DB?-
More Economically Efficient.”

e Longevity Ri sk Pooling
o DB plans better manage |ongevity risk, or the
chance of running out of nobney in retirenent
o DB plans avoid the "over-saving" dilenma and do
nmore with | ess
« Mintenance of Portfolio Diversification
o DB plans are able to take advantage of the
enhanced investnent returns that come from a
bal anced portfolio throughout an individual's
lifetime
* Superior Returns
o DB plans, which are professionally managed,
achieve greater investnment returns versus those
of individual accounts
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1:46: 26 PM

M. Fornia discussed the slide on page 18 titled "Under a
DC Plan 24% of Assets Are Not Used for Retirenent - -1,000
Sanpl e Teachers." He opined that the purpose of a public
sector retirement program was to help workers retire over
their lifetinme. The purpose was not to build |life insurance
benefits for the workers. He nentioned that an ol der
i ndi vi dual nmust become nore conservative in their
i nvestnments. The Al aska Managenent Retirement Board (ARMB)
had a long tine horizon and could invest nore aggressively,
while individuals could not. He added that ARMB was an
ef ficient and experienced investor.

1:48: 23 PM

M. Fornia spoke to the slide on page 22 titled "Wat about
Unfunded Liabilities?"

e Unfunded Liability has grown by nore than $5 billion
si nce 2005
o "Unfunded Liability" 1is attributable to prior
benefits, not future benefits
o SB 141 DC approach was not designed to solve
unfunded liability
o Several safeguards have been introduced to manage
unfunded liability
e Addition of DB option not anticipated to increase
unfunded liabilities
o To the extent t hat actuari al assunpti ons
conservatism is borne out, would actually
decrease unfunded liabilities

DB systens are advance funded, not left to future
generations

1:49: 21 PM

M. Fornia explained the slide on page 26 titled
"Contributions for Various Menbers.”" He stated that
contributions increased for PERS, while they decreased
slightly for TRS.

1: 50: 01 PM

M. Fornia discussed the slide on Page 27 titled "Retiree
Medi cal Coverage. "
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* Retirees eligible to receive retiree mgjor nedica
coverage with subsidized prem uns, under the follow ng
condi ti ons:

0 Retired teachers are eligible with 25 years of
service or at the age of Medicare eligibility
(65) with at least 10 years of service.

0 Retired peace officers and firefighters are
eligible wth 25 years of service or at the age
of Medicare eligibility with at |east 10 years of
service

0 Oher PERS retirees are eligible with 30 years of
service or at the age of Medicare eligibility
wth at | east 10 years of service

* Retiree share of premuns range from 10 percent to 30
percent based on service at retirenent

o This range nay increase or decrease in future
based on experience

1: 50: 28 PM

M. Fornia explained the slide on page 28 titled "Cost
Conparison Estinmates - Teachers.” The slide exhibits the
first year's cost savings for teachers. The idea was to
make the bill cost-neutral because health care costs had
i ncreased drastically.

1:51: 32 PM

M. Fornia explained the slide on page 33 titled "Sumrary
of Revisions to SB 121."

e Initial SB 121 essentially was return to prior tier
o But with choice
o Menbers could trade DCR accounts to get prior DB
service
o Future pension costs were neutral
o But sone past pension costs due to transition
o And health costs were not neutral due to
anticipated rapid increase in health care costs.
* Revisions include
o DB prior service can be purchased only, if DCR
accounts not adequate, service limted
o Increased worker contributions
0 Reduced heal thcare benefits
= premum share rather than full prem um paid
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= only for full ~career retirees or post-
Medi car e

= if normal costs increase, sharing would be
reduced

1: 51: 59 PM

M CHAEL BARNHI LL, DEPUTY COW SSI ONER, DEPARTMENT  OF
ADM NI STRATI ON, began a PowerPoint presentation titled "SB
121: Making Prom ses and Keeping Prom ses"” (copy on file).
He expressed respect for the good-faith intentions of the
bill sponsors. The legislation's intention was to provide
fair retirement security for public wor ker s. The
adm ni stration expressed simlar intentions. The difference
between the adm nistration and the sponsor was the nethod
of providing a fair retirenment security for public workers.

M. Barnhill discussed the slide on page 2 titled "Making
DB Prom ses. "

* Defined Benefit Plan Prom ses
o Pension up to 67 percent of average sal ary
o Annual cost of living increases
o System paid nedical prem uns

 Menbership: 95, 667

1:53:17 PM

M. Barnhill explained the slide on page 3 titled "Current
DB Prom ses Must be Kept."

» "Accrued benefits of these (retirement) systens shal
not be dimnished or inpaired.”" Alaska Constitution,
Article XlI'l, Section 7

e Benefit paynents-

o at least $1 billion per year fromnow until 2063
o $3 billion per year from 2027-2046

1: 53: 41 PM

M. Barnhill discussed the slide on page 4 titled "Cost of
keeping existing PERS and TRS." The graph showed the
benefits paid between 2012 and 2080. The benefits cost nore
than $1 billion per year in 2012. He explained that when
t he baby booner generation retired, the state would pay in
excess of $3 billion per year, over the next 20 years. As
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the existing nmenbers of the defined benefit systens pass

away, he stated that the amount that the system wll pay
wi || decrease.
M. Barnhill elaborated that $140 billion was the total

anticipated cost of the defined benefit system He pointed
out that the state had $15.5 billion in the bank. The

actuary suggested an unfunded liability of $11 billion in
Al aska. He noted that the slide denonstrated a defined
benefit system that was |lengthy and expensive. He
acknowl edged that the system had resources I|ike enployee
and enployer contributions until 2032. The system al so had

investment returns and the legislature was generous in
provi di ng revenue fromthe general fund.

1: 56: 04 PM

M. Barnhill explained the slide on page 5 titled "How Long
WI|l Keep DB Prom ses?" He pointed out that the state would
continue to keep defined benefit prom ses through 2080, and
possibly longer. He pointed out that the US governnent
continued to pay pensions to two children of G vil Wr
veterans fromtheir fathers' service.

1: 56: 33 PM

M. Barnhill discussed the slide on page 6 titled "Lessons
Learned: DB Pensi ons Need Revenue Backstops”

» Al aska's experience fromthe 2000s
e Unfunded liabilities arise for a variety of reasons,
negl i gent and non- negl i gent
0 Rising nedical costs
o Longer life spans
o Actuarial negligence
o Investnent |oss

e Wien unfunded liabilities have devel oped in Al aska, by
and |l arge the G- has provided the sol ution.

1:57:47 PM

M. Barnhill spoke to the slide on page 7 titled "Breaking
Prom ses. "

* Retirenent prom ses have been broken el sewhere
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e Private enployer retirement plan defaults pronpted
federal passage of ERISA in 1974

e Current threat of public pension defaults across the
country (Jefferson County, AL; Vallejo, CA Central
Falls, RI; Harrisburg, PA)

1:58: 41 PM

M. Barnhill addressed the slide on page 8 titled "Reduced
Post - Retirenent Benefit Increases Enacted in 2010 and 2011
(NCSL)." He exthat 18 states have cut cost-of-1living
adj ustnment benefits. He stated that six of the states cut
the benefits for active retirees. He stressed that the
admnistration did not want to place Alaska in that
posi tion.

1: 59: 06 PM

M. Barnhill discussed the slide on page 9 titled "Pension
Headlines.” He explained that other states had |imted
resources to allocate fairly between priorities Ilike

education, public safety, roads. Benefits were cut in Rhode
| sl and, New York and New Jersey.

1: 59: 48 PM

M. Barnhill explained the slide on page 10 titled "SB 121:
Maki ng New DB Prom ses. "

 SB 121 nmekes new DB retirenment promses to the next
generation of state enpl oyees

 The State will need to keep those promises until at
| east 2080- 2090
e $3 billion in current annual DB paynent obligations

will extend beyond 2047

 Were is the G- inconme in the future to backstop these
new DB retirenment prom ses in 2070, 2080, 2090..?

2: 00: 08 PM

M. Barnhill referred back to the slide on page 4 titled
"Cost of keeping existing PERS and TRS." He queried the
source of revenue if new unfunded liabilities devel oped.

2:00: 57 PM
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M. Barnhill discussed the slide on page 11 titled what is
the Long-Term Future of G Revenues?' He highlighted the
fact of declining oil production since 1989. He hoped for
an Al aska gas pipeline to extend the state's revenue.

2:01: 39 PM

M. Barnhill pointed out that the fiscal note was
indeterm nate. The actuary projected that SB 121 would save
noney.

M. Barnhill |ooked at the slide on page 12 "WIIl SB 121
Save Money?"

e SB 121 will cost enployers the sanme or less than the
current DCR plan if all of the ARMB adopted actuari al
assunptions renmain true indefinitely

o Inflation

o Mrtality

0 Retirenent date

o0 Ilnvestnent return

2:02:44 PM

M. Barnhill discussed the slide on page 13 titled
"PERS/ TRS Annualized Returns."” He stated that the PERS and
TRS investnent returns were volatile. He noted that the
ARMB board's actuarial assunption for investnment return was
8 percent. The bill was balanced on an 8 percent return
assunpti on.

2:03: 10 PM

M. Barnhill | ooked at the slide on page 14 titled "Wat is
the appropriate rate of return?" If returns cone in at |ess
than 8 percent, an unfunded liability would exist at the
outset. He noted the national debate regarding the 8
percent return assunption, which resulted in public pension
plans reducing their rate of return. He nentioned various
states' decisions to reduce their rates of return. He
opined that the state would face further unfunded liability
with a rate of return that was | ess than 8 percent.

2: 04: 58 PM

M. Barnhill discussed the slide on page 15 titled "I npact
of Def i ned Contri bution Ret i r ement (DCR) Pl an on
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Retention." He stated that the DCR plan had a positive rate
of retention. Fewer people were leaving state service in
2012 than in 2005.

2:05: 37 PM

M. Barnhill reviewed slide 16 titled "Retirenent security
is inportant.” He stated that the adm nistration believed
in t he i nportance of retirement security. The

adm nistration also believed that the existing defined
contribution plan allowed retirement wth dignity. He
opined that Al aska's defined contribution plan was one of
t he nbst generous in the country.

2:07: 06 PM

\V/ g Barnhill discussed the slide on page 17 titled
"Admi ni stration Position re SB 121."

« Keep the retirenent prom ses we have nade to date

e Don't nake the probl em worse

* Don't make new DB retirenent prom ses that we are not
sure we can keep

* A revenue backstop is necessary to ensure new prom ses
are kept; until Alaska's long term fiscal situation is
solved this discussion is premature

2:07:57 PM

M. Barnhill |ooked at the slide on page 18 titled "SB 121
Actuarial Fiscal Note Tineline."

e AS 24.08. 036:
Before a bill which would have an effect on the
retirement systens of the state is reported to
the rules commttee, there shall be attached to

the bill an analysis of the I ong-termand short-
termcosts to the state if the bill is adopted,
as well as the inpact of the bill on the

actuarial soundness of the fund. The analysis is
in addition to the fiscal note requirenents of AS
24. 08. 035.

 04/07/2011: SB 121 introduced (version I|)

* 04/14/2011: Hearing Senate State Affairs
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* 04/17/2011: Regul ar session adjourns

e 08/04/2011: CGovernor’s legislative office
transmts actuarial fiscal note (version |) to
sponsor and Senate State Affairs

* 09/07/2011: Kiehl asks DRB whether actuary (Buck)
correctly understands bill

e 09/15/2011: Hearing Senate State Affairs; DOA
acknow edges actuarial fiscal note in error

e 10/07/2011: DOA transmts revi sed actuari al
fiscal note (version |I) to sponsor and Senate
State Affairs

e 10/13/2011: Hearing in Senate State Affairs;
revised actuarial fiscal note discussed; actuary
expl ai ns why the actuarial note is positive; DOA
agrees to nake actuary available to achieve
neutral actuarial note

e 01/26/2012: Hearing in Senate State Affairs;
version R introduced

e 02/07/2012: DOA provides Buck 30 year actuari al
anal ysis on version R to sponsor and Senate State
Affairs; analysis shows that note will remain
positive; DOA offers to refrain fromfiling a
second positive fiscal note pending anmendnent to
version R

e 02/9/2012: Hearing in Senate State Affairs;
amendnent R 2 introduced

* 02/16/2012: Hearing in Senate State Affairs;
version R anended, noved fromcomrittee

e 03/09/2012: CGovernor’s legislative office
transnmts indeterm nate actuarial fiscal note
(version R, anended) to sponsor and Senate
Fi nance

2:08: 14 PM
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Co- Chair Stednman wondered about available risk analysis on
t he proposed 8 percent target.

M. Barnhill responded that the departnment had not asked
the actuary to run analysis using different return rates
although he agreed to provide the information to the
conm ttee upon request. He noted the priority of refining
the fiscal note attached to the legislation prior to the
heari ng.

2:08:54 PM

Senator Thomas recall ed earlier conversations regarding the
actuarial assunption of 8 percent. He recalled that
decreasing the actuarial assunption would increase the
unfunded liability.

M. Barnhill replied that nore noney would be required to
pay the benefits if the actuarial assunption was decreased
to 7 percent. He stated that the structure of the bill kept
enpl oyer costs |lower than the defined contribution enpl oyer
cost s.

2:09: 44 PM

Senator Thomas proposed the idea of an average, |ong-term
actuarial assunption.

M. Barnhill spoke of the ongoing debate regarding the
preci se actuari al assunpti on. He offered to provide
testinmony from the actuaries and econom sts involved in the
debate, if desired by the conmttee. He furthered that the
bill initiated a new defined benefit tier wthout any
unfunded liability for the future generations of public
enpl oyees. He argued that the |egislature should nake the
decision regarding the initial assunptions.

2:11: 39 PM

Co-Chair Stednman highlighted the three fiscal not es
attached to SB 121 including one indeterm nate fiscal note
from Department of Adm nistration, another for $769, 700 in
general funds for FY 13 from DOA and the third note from
the Departnent of Revenue (DOR) for managenent fees costing
$593 thousand annually beginning in FY 14 for the ARMB
addi ti onal managenent fees.
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2:13: 07 PM

MARI E DARLIN, AMERI CAN ASSOCI ATION OF RETIRED PERSONS,
testified in support of SB 121. She understood that
consi derable discussion was warranted, but the American
Association of Retired Persons (AARP) was in favor of
providing retirement options for public enployees.

2:13:40 PM

Bl LL ERNST, TEACHER, expressed support of SB 121 and
rel ayed a personal story of his famly's journey to Al aska.
He pointed out that Alaska attracted his famly because it
was a land of opportunity and adventure. He shared that
both of his daughters were raised and educated in Al aska,
but that they had chosen not to work in the state because
of the lack of a defined benefit retirenent system He
reported additional acquai ntances whose grown children left
the state for econom c opportunities outside of Al aska. He
wished to see his state value its public enployees by
encouraging themto remain in Al aska. He believed that the
changes proposed in SB 121 would nake Alaska conpetitive
and encourage retention in the workpl ace.

2:16:53 PM

SEAN GENSON, TEACHER, testified in support if SB 121 and
relayed that he was wuncertain about his retirement in
Al aska. He shared that he did not feel confortable relying
on the state's retirement plan. He pointed out that Al aska
should be a leader in attracting and maintaining a viable
wor kforce. He observed that the bill provided a good
econom c option for the state.

2:19: 18 PM

JEFF JONES, FIREFIGHTER, spoke in support of SB 121 and
stated that he was a firefighter wth the «city of
Ket chi kan. He noted that his defined contribution plan had
$40 thousand. He admitted that he was not an expert in
noney managenment and expertise was necessary to make the
best decisions with his investnment. He had coworkers with
defined benefit plans controlled by world-class noney
manager s.

2:22: 06 PM

Senat e Fi nance Committee 18 03/30/12 1:17 P. M



H LLARY SEELAND, TEACHER, spoke in support of SB 121. She
reported to the conmttee that she taught at a small school
in Sitka. She expressed trepidation about her future
retirement in Alaska. She pointed out the high cost of
living in Sitka, and without a secure retirenment plan her
future felt uncertain. She wished to see Al aska as a | eader
in education. She supported the option of a defined benefit
retirement plan for Al aska's public enpl oyees.

2:25: 20 PM

HOLLEY  DENNI SON, SELF, SITKA (via teleconference),
testified in support of SB 121 and stated that she spoke in
representation of five other enployees with the Departnent
of Fish and Gane (DFG. She stated that she was born and
raised in Sitka and had worked for DFG for four years. She
enjoyed her job and loved living in Sitka. She expressed a
lack of confidence in her current retirement plan. She
stated that the Tier 1V defined contribution plan m ght
prove sufficient for short-term enpl oyees.

2:27:47 PM

KRI STEN GREEN, SELF, SITKA (via teleconference), spoke in
support of SB 121 and relayed concerns about her future
with the state's defined contribution plan. She expressed a
| ack of security that mght affect her decision to remain
in the state throughout the course of her career. She
advocated for a Tier V system for enployees currently
enrolled in a defined contribution plan.

2: 30: 13 PM

LEI LA SHEFFI ELD, SELF, BETHEL (via teleconference)
testified in support of SB 121. She believed that a public
servant provided an honorable profession. She pointed out
that state enployees lose the mmjority of their Social
Security benefits.

2:33:46 PM

JOSEPH NE EDWARDS, SELF, ANCHORAGE (via teleconference),
expressed her support of SB 121 and shared that she was an
Al askan hi gh school and college graduate. She was enpl oyed
as a program nmanager for the Anchorage School District
within the Title VIl Indian Education Program She stated
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that she was a Tier |V enployee. She expressed concern
about her future.

2:35:22 PM

LADAVWN DRUCE, PRESI DENT, KENAI PENI NSULA EDUCATI ON
ASSCCI ATI ON, KENAI (via teleconference), testified in
support of SB 121 and related that she had transmtted a
letter to the conmttee regarding the resignation of a
teaching <couple in her district. She expressed the
difficulty filling the position in the village school. She
stated that the couple did enjoy their post, but would
| eave the state because of the lack of a secure retirenent
pl an.

2:36: 37 PM

TED  MONI NSKI , LEQ SLATI VE DI RECTCR, RETI RED  PUBLI C
EMPLOYEES OF ALASKA, ANCHORAGE (via teleconference), spoke
in support of SB 121 and shared that the |egislation
provi ded good public policy. He explained that a defined
benefits option would enhance the public workforce and he
advocated for the reinstatement of the defined benefit
retirement program

SB 121 was HEARD and HELD in commttee for further
consi derati on.

2:39:47 PM
AT EASE

#hb284
#hb285
CS FOR HOUSE BILL NO 284(FIN)

"An Act making appropriations for the operating and
| oan program expenses of state government and for
certain progr ans, capitali zing funds, anmendi ng
appropri ations, and making reappropriations; and
providing for an effective date."

CS FOR HOUSE BILL NO 285(FI N)

"An Act making appropriations for the operating and
capital expenses of t he state's i ntegrated
conprehensive nental health program and providing for
an effective date.™
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2:42:10 PM
RECONVENED

2:42: 25 PM

Co- Chair Stedman noved to ADOPT Anendnent nunber 1.
Co- Chai r Hof f man OBJECTED for purpose of discussion.

2:42: 49 PM

AT EASE

2:43:26 PM

RECONVENED

2:43: 30 PM

Co-Chair Hoffman clarified that the working docunent before
the conmttee SCS CSHB 284(FIN), version O

2:43: 38 PM

Co-Chair Stedman MOVED to ADOPT Anendnent nunber 1 for
version O

Co- Chai r Hof f man OBJECTED for the purpose of discussion.

2:43: 47 PM

TIM GRUSSENDORF, STAFF, SENATOR LYMAN HOFFMAN, di scussed
t he new anendnent :

AVENDVENT #1
FY13 OPERATI NG BUDGET ANMENDVENT
OFFERED IN: The Senate Finance Committee
TO HB 284/ HB 285
OFFERED BY: Senator Hof f man
Part A

Add the follow ng subsection to the FUND TRANSFERS
section after (d):
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The sum of $50, 000, 000 is appropriated fromthe
general fund to the Al aska narine hi ghway vesse
replacenent fund (AS 37.05.550).

Ef fective Date 6/30/12 (FY12)
Part B

Add the foll ow ng subsections to BUDGET RESERVE FUND
section.

(a) The sum of $1, 750, 000,000 is appropriated fromthe
general fund to the statutory budget reserve fund (AS
37. 05. 540).

Ef fective Date 6/30/12 (FY12)

(b) The sum of $250, 000, 000 is appropriated fromthe
general fund to the statutory budget reserve fund (AS
3 7.05.540).

Effective Date 7/1/12 (FY13)
Part C

Add subsections to section 26. RETI REMENT SYSTEM
FUNDI NG

(d) The sum of $500, 000, 000 is appropriated fromthe
general fund to the Departnment of Administration for
deposit in the defined benefit plan account in the
public enployees’ retirement trust fund for paynent of
public enpl oyees’ retirenment system unfunded
liability.

(e) The sum of $500, 000, 000 is appropriated fromthe
general fund to the Department of Administration for
deposit in the defined benefit plan account in the
teachers’ retirement trust fund for paynent of
teachers’ retirenment systemunfunded liability.

(f) The sum of $50, 000,000 is appropriated fromthe
general fund to the judicial retirement trust fund (AS
22.25.048) for paynent of the judicial retirenent
system unfunded liability.

Effective Date for Part Cis 6/30/12 (FY12)
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PART B

DEPARTMENT: Commer ce, Conmunity and Economi c
Devel opnent

APPROPRI ATI ON: Conmunity and Regional Affairs
ALLCCATI ON: Community and Regional Affairs
ADD: $200, 000 General Fund Match, 1003

EXPLANATI ON: Thi s amendnent adds funding to the

D vision of Community and Regional Affairs for a Naned
Reci pient Grant to Kawerak, Inc. The grant will be
used to cover adm nistration and 50% match to the
federal Essential Air Service programfor the city of
Di onede.

PART E

DEPARTMENT: Commer ce, Conmunity and Economi c
Devel opnent

APPROPRI ATI ON:  Cor por ati ons, Business & Professional
Li censi ng

ALLOCATI ON:  Prof essi onal Licensing
DELETE | ntent Language:

It is the intent of the legislature that the
Departnment of Commerce, Conmmunity and Econom c

Devel opnent set |icense fees approximately equal to
the cost of regulation per AS 08.01.065(c). Further,
it is the intent of the legislature that the

Depart ment of Comrerce, Conmunity and Economi c

Devel opnent submit a six year report annually to the
| egi sl ature that includes at |east the foll ow ng
information for each licensing board: revenues from
i cense fees; revenues from ot her sources;

expendi tures broken out by direct expenditures, RSAs
for investigations, RSAs for other services,

i nterdepartnmental cost allocation plans, departnental
cost allocation plans and internal cost sharing plans;
nunber of |icensees; carry forward bal ance and
proposed |icense fee increase/decrease.
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ADD | ntent Language:

It is the intent of the legislature that the
Departnment of Commerce, Community and Econom c

Devel opnent set |icense fees approximately equal to
the cost of regulation per AS 08.01.065(c). Further,
it is the intent of the legislature that the

Depart ment of Commrerce, Conmunity and Econom c

Devel opnent submit a six year report annually to the
| egi slature that includes at |east the follow ng
information for each licensing board: revenues from
i cense fees; revenues from ot her sources;
expenditures by line item including separate
reporting for investigative costs, administrative
costs, departnental and other cost allocation plans;
nunber of |icensees; carryforward bal ance; and
potential |icense fee changes based on statisti cal
anal ysi s.

EXPLANATI ON: This amendnent clarifies intent |anguage
that was added by the Senate Finance Subcommttee.

PART F

DEPARTMENT: Education & Early Devel opnent
APPROPRI ATI ON: Teachi ng & Learni ng Support
ALLOCATI ON: Early Learning Coordi nation

ADD: $250, 000 G- (1004)

EXPLANATI ON: The fundi ng added to the grants line for
the Parents as Teachers programis to support pre-
ki nder garten, parent-based prograns throughout the
state. The House added $250,000 UGF as one-tine
fundi ng. The Governor did not request additional
funding for the program but $300,000 is included in
t he base budget for the Parents as Teachers program
PART G

DEPARTMENT: Education & Early Devel opnent

APPROPRI ATI ON: Teachi ng & Learni ng Support
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ALLCCATI ON: Early Learni ng Coordi nation

ADD: $400, 000 G- (1004)

EXPLANATI ON: The fundi ng added to the grants line for
t he Best Beginnings programis to strengthen and
expand early | earning partnerships, expand the

| magi nation Libraries, and provide additional parent
resources to increase public engagenent in early
literacy and | earning.

The House added $250, 000 UGF. No additional funding
was included in the Governor’s Amended budget for Best
Begi nni ngs but $612,500 is included in the base budget
for this program

PART H

DEPARTMENT: Fi sh and Gane

APPROPRI ATI ON: Conmer ci al Fi sheries
ALLOCATI ON: Headquarters Fisheries Managenent
ADD: $300, 000 General Fund (1004)

Expl anation: This project will provide for genetic-
based stock conposition estimates of sockeye sal non
harvested in Chatham Strait, Icy Strait, and Di strict
15 fisheries.

$300, 000 annually is needed for four years. The
sockeye stock conposition data fromthe commerci al
fisheries would, in conjunction with existing
escapenent nonitoring projects, provide for nore
conpl ete run reconstruction for the stocks.

The six reporting groups identified as being inportant
in this study include Chilkat River, Chilkoot R ver,
Taku River, northern Chatham Strait (congl onerate of
several small stocks), Port Snettisham (Crescent

Lake/ Speel Lake/ Snetti sham Hatchery), and “O her”
(sockeye sal non not included in any of the other
reporting groups). M xed stock fishery sanples will be
coll ected from sel ected purse seine harvests (e.qg.
statistical area 112-16 Hawk Inlet shoreline, 112-

14/ 114- 27 August a/ Wi testone shoreline, and 112-17
west Admiralty shoreline), the District 15 drift
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gillnet fishery, and other area fisheries harvesting
sockeye sal non. Fishery harvests will be sanpled to
achi eve |l evel s of precision and accuracy sufficient
for fishery nmanagenent. Approximately 9,600 sanples
are expected to be used annually for m xed stock
anal ysi s.

In addition to m xed stock fishery sanples the
Departnent will attenpt to obtain baseline genetic
sanpl es from several (Hassel borg, Gut, Lake Eva,

Si t koh, Kutl aku, and Pavl of small sockeye systens in
Chatham Strait. These popul ations are not yet
adequately represented in the sockeye sal non genetic
basel i ne.

PART |

DEPARTMENT: O fice of the Governor

APPROPRI ATI ON: O fice of Managenent and Budget

I nsert |Intent Language:

It is the intent of the legislature that the office of
managenent and budget develop a plan to address the
decl i ning bal ance of the oil and hazardous substance
rel ease prevention and response fund. The plan should
i nclude an analysis of prior expenditures fromthe
fund for the renedi ation of state owned contani nat ed
sites and a proposal to expeditiously renediate state
owned contam nated sites.

PART J

DEPARTMENT: Heal th and Soci al Services

APPROPRI ATION: O fice of Children’s Services
ALLOCATI ON: Children’s Servi ces Managenent

ADD: It is the intent of the legislature that $200, 000

GF be used for the Education and Traini ng Voucher
program w thin the |Independent Living Program

Expl anati on: The House added the above intent |anguage
and $200, 000 UGF for the Education and Trai ning
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Voucher programw thin the |Independent Living Program
The Senate Subcommi ttee added the fundi ng but not the
i ntent | anguage.

PART K

Add a subsection to Sec. 14. DEPARTMENT OF HEALTH AND
SOCI AL SERVI CES.

(b) The sum of $5, 000,000 is appropriated fromthe
general fund to the Departnment of Health and Soci al
Servi ces, public assistance, energy assistance
program for the purpose of making paynents under AS
47.25. 621 - 47.25.626, for the fiscal year ending June
30, 2013.

Expl anati on: This anendnent appropriates $5 mllion of
UGF for the Energy Assistance program This funding is
in excess of the statutory formula and exceeds the
anmount required to fully fund all applications for

assi stance for Al aska affordabl e heating paynents
under AS 47.25.621 - 47.25.626, and will be

di stributed according to AS 47.25.623(d)(2).

PART L

DEPARTMENT: Heal th & Social Services

APPROPRI ATI ON:  Hunman Servi ces Communi ty Matchi ng G ant
ALLOCATI ON:  Human Servi ces Community Matchi ng G ant
ADD: $200, 000 G- 1004

EXPLANATI ON: | ncrease funding by $200,000 (from

$1, 685,300 to $1,885,300) to keep pace with increasing
costs and need.

PART M

DEPARTMENT: Heal th & Social Services

APPROPRI ATI ON: Conmrunity Initiative Matching Grants
ALLOCATI ON: Community Initiative Matching G ants

ADD: $150, 000 UGF 1004
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EXPLANATI ON: Thi s anendnent increases UGF in this
conponent by $150, 000 (from $744, 300 to $894, 300) to
keep pace with increasing costs and need.

PART N

DEPARTMENT: Transportation and Public Facilities
APPROPRI ATI ON:  Hi ghways, Aviation and Facilities
ALLOCATI ON: Central Regi on Hi ghways and Avi ation

DELETE: $897, 400 of Unrestricted General Funds (Fund
Code 1004)

ADD: $897, 400 of Vehicle Rental Tax Receipts
(Desi gnat ed General Funds —und Code 1200).

EXPLANATI ON: The House budget utilized Vehicle Rental
Tax Receipts (derived fromcar rentals) in the anount
of $850, 000 for maintenance of roads in the Central
Regi on. Thi s amendnent matches the House | evel and
adds the renaining avail abl e recei pts ($47,400) for
road mai ntenance in FY13.

PART 0O

LTC and TEAME bargai ning unit agreenents:

FY2013 OPERATI NG BUDGET ANMENDVENT

OFFERED I N. The Senate Finance Committee

TO CSHB 284( FIN)

CSHB 285(FIN)

OFFERED BY:

ADD: Anmend t he SALARY AND BENEFI T ADJUSTMENTS secti on
as foll ows:

SALARY AND BENEFI T ADJUSTMENTS. (a) The operating
budget appropriations nade in sec. 1 of this Act

i ncl ude anounts for salary and benefit adjustnments for
public officials, officers, and enpl oyees of the
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executive branch, Al aska Court System enpl oyees,

enpl oyees of the legislature, and legislators and to
i npl emrent the ternms for the fiscal year ending June
30, 2013, of the follow ng ongoing collective
bar gai ni ng agreenents:

(1) Al aska Public Enpl oyees Association, for the
confidential unit;

(2) Al aska State Enpl oyees Association, for the
general government unit;

(3) Al aska Public Enpl oyees Association, for the
supervisory unit;

(4) Al aska Vocational Technical Center Teachers’
Associ ation, National Education Association,
representing the enpl oyees of the Al aska Vocati onal
Techni cal Center;

(5) International Organization of Masters, Mtes, and
Pilots, for the masters, mates, and pilots unit;

(6) Inlandboatnen’s Union of the Pacific, Al aska
Regi on, for the unlicensed marine unit;

(7) Marine Engineers Beneficial Association;

(8) Public Safety Enpl oyees Associ ation, representing
the regularly public safety officers unit;

(9) Public Enployees Local 71, for the |abor, trades,
and crafts unit;

(10) Teachers’ Education Association of M. Edgecunbe.

(b) The operating budget appropriations nade to the
University of Alaska in sec. 1 of this Act include
anmounts for salary and benefit adjustnents for the
fiscal year ending June 30, 2013, for university
enpl oyees who are not nenbers of a collective
bargaining unit and for the terns of the current
agreenents for the fiscal year ending June 30, 2013,
providing for the staff benefits for university

enpl oyees represented by the follow ng entities:
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(1) Al aska Hi gher Education Crafts and Trades
Enpl oyees, Local 6070,
APEA/ AFT (AFL-ClI O ;

(2) University of Al aska Federation of Teachers;
(3) United Academ cs- AAUP/ AFT;
(4) United Academ cs- Adj uncts;

(5) Fairbanks Firefighters Association, |AFF Local
1324.

(c) If a collective bargaining agreenent listed, in
(a) of this section is not ratified by the menbership
of the respective collective bargaining unit, the
appropriations made by this Act applicable to the
col l ective bargaining unit’s agreenent are reduced
proportionately by the amount for the collective

bar gai ni ng agreenent, and the correspondi ng funding
source anounts are reduced accordingly

(d) If a collective bargaining agreenent listed in (b)
of this section is not ratified by the nenbership of

t he respective collective bargaining unit and approved
by the Board of Regents of the University of Al aska,

t he appropriations nade by this Act applicable to the
col l ective bargaining unit’s agreenent are reduced
proportionately by the anmount for the collective
bar gai ni ng agreenent, and the correspondi ng fundi ng
source anounts are reduced accordingly.

EXPLANATI ON:

The State of Al aska has reached agreenent on
bargaining unit terms wth the Public Enpl oyees

Local 71, for the labor, trades, and crafts unit, and
t he Teachers’ Education Association of M. Edgeconbe.

2:49:23 PM

KAREN REHFELD, DI RECTOR, OFFICE OF MANAGEMENT AND BUDGET
appreciated the inclusion of the anmendnent's items. She
hoped to continue working with the |egislature on refining
the two versions of the bill.

2:49: 52 PM
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Co-Chair Hof fman renoved his OBJECTI ON.

There being NO FURTHER OBJECTI QN, Anendnment nunber 1 for
versi on O was ADOPTED.

2:50: 04 PM

Co-Chair Stedman MOVED to report SCS CSHB 284(FIN) out of
commttee with individual recomendati ons.

There being no OBJECTION, SCS CSHB 284(FIN) was REPCORTED
out of commttee with a "do pass" reconmendati on.

2:50:25 PM

Co-Chair Stedman MOVED to report SCS CSHB 285(FIN) out of
committee with individual recomendati ons.

There being NO OBJECTION, SCS CSHB 285(FIN) was REPORTED
out of commttee with a "do pass" reconmendati on.

2:50:46 PM

Co-Chair Stedman MOVED that authorization be given to the
Legi slative Finance Division and Legislative Legal Services
to nake any necessary technical and/or conform ng changes
to SCS CS HB 284(FIN) and SCS CS HB 285(FIN).

2:51: 06 PM

There being NO OBJECTION, authorization was given to the
Legi slative Finance Division and Legislative Legal Services
to make any necessary technical and/or conform ng changes
to SCS CS HB 284(FIN) and SCS CS HB 285(FIN).

2:51: 08 PM

AT EASE

2:51: 23 PM

RECONVENED

2:51: 29 PM
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Co- Chair Hoffrman expressed appreciation for the Legislative
Fi nance Di vi si on and t he Senat e Secretaries and
acknow edged the savings of $2 billion, which exenplified
fiscal responsibility. He pointed out the $1 billion
all ocated toward the unfunded liabilities in the PERS and
TRS system He expressed concern about the absence of a
solution to the long-term needs of education. He hoped to
include additional funding for education through fiscal
notes for legislation heard in the House.

#
ADJ OQURNVENT

2:53: 47 PM

The neeting was adjourned at 2:53 PM
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