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Anchor age, AK

PCOSI TI ON STATEMENT: Supported HB 13.

ACTI ON NARRATI VE
2:01: 27 PM
CHAIR DENNI' S EGAN call ed the Senate Labor and Commerce Standing

Commttee neeting to order at 2:01 p.m Present at the call to
order were Senators G essel, Paskvan, Menard and Egan

SB  78-LI QUOR LI CENSE HOLDER LI ABI LI TY

2:02:12 PM
CHAI R EGAN announced SB 78 to be up for consideration.

2:02:28 PM
SENATOR DAVI S joined the commttee.

ESTHER TEMPLE, staff to Senator McQuire, sponsor of SB 78, said
she was avail able to answer questi ons.

2:02:56 PM

SENATOR PASKVAN moved to advance SB 78 from committee wth
i ndi vi dual recommendations and attached zero fiscal note. There
were no objections and it was so ordered.

2:03: 19 PM
At ease from2:03 - 2:05 PM

HB 28- TEMP LI CENSE/ FEE WAI VER FOR PROFESSI ONALS

2:05:27 PM
CHAI R EGAN announced HB 28 to be up for consideration [SCS CSHB
28( ) labeled 27-LS0192\ G was before the committee].

2:05:38 PM
KACI SCHROEDER, staff to Representative Thomas, said she was
avai |l abl e to answer questi ons.

SENATOR PASKVAN noved to adopt conceptual Anendnent 1 as
fol |l ows:

AVENDMENT 1
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OFFERED TO SCS CSHB 28( STA)

Page 1, line 3, followng "forces"” i nsert "
authorizing tenporary licenses for pawnbrokers not
currently licensed by a municipality, and for an

ef fecti ve date"

Page 3, following line 14, insert tw new bill
sections to read:

"Sec. 2. The uncodified law of the State of Alaska is
anended by adding a new section to read:

TRANSI TI ON: CURRENT  NON- MUNI CI PAL PAVWNBROKERS
(a) Notwi thstanding AS 08.76.100, enacted by sec. 5,
ch. 49, SLA 2010, a person engaging in business in
this state on July 1, 2011 for which a license is
required by AS 08.76.100 and who does not hold a
current rmunici pal pawnbroker |icense on that date may
continue to engage in business as a pawnbroker unti
Decenber 31, 2011 without obtaining a license issued
by the Departnent of Commerce, Conmunity, and Econom c
Devel opnent if the wunlicensed pawnbroker applies to
the Departnment of Comrerce, Comunity, and Econonic
Devel opnent for a tenporary |license on a form provided
by the departnment on or before Septenber 1, 2011. Upon

recei pt of the application, the Departnent of
Commerce, Community, and Econom c Devel opnent shal
grant a tenporary license as described in this

subsecti on.

(b) A tenporary license issued under this section
i s non-renewabl e and expires on Decenber 31, 2011

(c) Notwithstanding (a) and (b) of this section,
an applicant for a license required by AS 08.76. 100,
enacted by sec. 5, ch. 49, SLA 2010, bears the burden
of proving eligibility for the |icense.

*Sec. 3. Section 2 of this Act takes effect
i mredi ately under AS 01.10.070(c)."

CHAI R EGAN obj ected for purposes of discussion.

M5. SCHROEDER said this is a cleanup anmendnent and then deferred
comments to the departnent.

2:06:56 PM
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SARA CHAMBERS, Program Coordi nator for Professional Licensing,
D vision of Corporations, Business and Professional Licensing,
Department of Commerce, Community and Econom c Devel opnent
(DCCED), explained that this amendnent woul d establish a 120-day
period in which to license those eligible for the state's new
pawnbr oker |icensing program She explained that SB 292 relating
to the registration and operation of pawnbrokers allowed no
wi ndow of time between the effective date of pawnbroker
regul ations and the effective licensing date of the affected
parties. A 120-day tenporary license would allow an opportunity
for those required to be licensed under the new statute to
beconme fully licensed in an efficient manner that provides anple
opportunity for due diligence to be perforned.

Those affected could becone tenporarily licensed and continue to
legally operate following the July 1 effective date of the
regul ations providing the departnent anple tinme to notice

licensing information to all known interested parties and
| egally accept paynents for licensure and allow tinme for a
potential |licensee to ask questions and gather docunentation
required for initial |icensing. Wthout this change, |icensees

woul d need to becone |icensed before regulations would cone into
ef fect rendering such an event i npossible.

SENATOR G ESSEL pointed out that line 7 of the anmendnent says
"Sec. 2" and it should actually be "Sec. 3" since there is
already a Sec. 2 in the bill on the bottom of page 2.

CHAI R EGAN not ed t he change.

CHAI R EGAN wi t hdrew his objection and Arendnent 1 as anended was
adopt ed.

SENATOR PASKVAN noved to advance SCS CSHB 28( ) as anended from
conmmittee with individual reconmmendations and attached fiscal
note, if any. There were no objections and SCS CSHB 28(L&C) was
nmoved from comm ttee.

2:10: 37 PM
At ease from 2:10:37 PMto 2:12:17 PM

SB 100- PERS TERM NATI ON COSTS

2:12: 17 PM
CHAI R EGAN announced SB 100 to be up for consideration.
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SENATOR PASKVAN nmoved to bring SB 100, |abeled 27-LS0272\D,
before conmttee for discussion purposes.

CHAI R EGAN obj ect ed.

SENATOR PASKVAN expl ained the purpose of SB 100 arises out of
his discussion with Mchael Lanb, the Chief Financial Oficer of
the Fairbanks North Star Borough, in which they were talKking
about a problem that exists when a borough tries to be flexible
in its progranms and may want to do sonething for a couple of
years and then transition to a different type of program The
guestion is when they potentially transfer those enpl oyees from
one program to another there is this termnation study that has
a resulting cost burden that can be applied even if there is no

change in the overall nunber of enployees (of a particular
muni ci pality or school district). In short, as a result of that
conversation he presented a bill a year ago and it quickly

becanme apparent that the details were pretty significant.

2:14: 17 PM

M CHAEL LAMB, Chief Financial Oficer, Fairbanks North Star
Borough, said he is also president of the Board of the Mini ci pal
League Investnent Pool and co-chairman of the Al aska Mini ci pal
League's Finance sub-commttee. He said his conmments on SB 100
are supported by the Al aska Minicipal League (AM.). He thanked
them for the opportunity to testify on how crucial PERS
enpl oyers feel getting SB 100 passed into law this session is

The foll owm ng statenent captures what he said

Gven the very real press of tinme for legislative
action this session, ny coments today are going to be
purposely direct. I'"'m going to be as transparent as |
can conveying what AM. nenber enployers feel that
there exists a conpelling need to adopt t he

disciplined and exactly focused l|imted change to
those parts of state law that order termnation
studies. Very sinply, because of the 'shall' | anguage

in state statutes, regulatory action cannot fix the
problenms |I'm going to explain to you today. Regul ation
cannot override statutory directives, thus the need
for this legislative fix to a few detrinental and
unanti ci pated consequences of certain | anguage adopted
in SB 125.

Let nme comence by addressing three significant

guestions that sone may have about SB 100. Wth these
rel evant questions addressed, you can cast them from
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your mnds and | can focus ny tinme on why passage of
SB 100 is so critical and conpelling.

2:17:11 PM
Nunmber one, first and forenost, let ne convey with no
anbiguity at all, SB 100 has absolutely nothing,

not hing and nothing to do with the defined benefit, DB
versus defined contribution, the DC issue. That
controversy, that discussion, is real as it is and |
acknowl edge that has no place and should be given no
standi ng when considering SB 100. For purposes of SB
100, the DB versus DC issue is not relevant - period -
other than to create and foster fear when any PERS
legislation is wunder consideration. Let us not et
fear rule the day or inpede our doing the correct and
proper thing that is so demanded and so clearly
obvi ous.

Secondly, it is the view and formal position of AM
PERS nmenber enployers that their desire and their
respectful request to legislators is that there be no
amendnments nmade to SB 100. It is exacting in what it
acconpl i shes and should be adopted exactly as draft ed.
Should SB 100 be used to hang any anendnent to it for
any purpose, absolutely and unequivocally NO It is a

single-issue focus bill to fix a specific problem and
it should be left untainted by any other |egislative
I Ssues.

Thirdly, and let ne say with clarity and purpose, that
my integrity and ny reputation and ny credibility are
sacred to ne and | stand as a vanguard to them al ways.
And knowi ng that this, what if so, if | were asked are
PERS enployers trying to sidestep their obligation to
hel p pay down the unfunded obligation or asked has SB
100 been in any way constructed or intended to be used
for this purpose, | unequivocally say NO | qguess |
would also say with sonme confidence that no one has
talked or communicated wth nore people and/or
conmunities on this issue in this state than ne and |
say to you not in one conversation, not in one e-nai
and not in one letter relating to the termnation
study issues has it ever been discussed in any way,
shape or form that PERS enpl oyers could sidestep their
financi al obligation or shift any PERS funding
responsibilities to the state through or by this
| egi sl ati on.

SENATE L&C COW TTEE -10- March 29, 2011



MR. LAMB recalled that in 2008 the Al aska State Legislature
passed SB 125 that hel ped Al aska's PERS enployers trenmendously
by adopting the flat statutory 22 percent rate. It brought
predictability, affordability and stability to the enployers

rate. \Wien SB 125 was crafted, legislators did not intend to
create any inequitable financial damage to any PERS nenber
enpl oyer nor negatively interfere with the current or future
delivery of any nenber services or prograns which the
term nation study |law clearly and concl usively does.

2:21:30 PM

MR. LAMB said that Marvin Smth, Manager, Bristol Bay Borough
told Representative Edgnon and Senator Hoffman that presently
t hey have decided not to add or delete any positions until this
issue is resolved. Therefore, their government can't expand or
shrink as good managenent should be allowed to do.

He said that "2AAC 35.235 (calculation of termnation costs)
states (a) an enployer that proposes to termnate coverage of
the departnent, group or other classification enployee or
term nate participation of the enployer nust have a term nation
study conpleted by the plan actuary to determ ne the actuari al
cost to the enployer for future benefits due enployees whose
coverage i s term nated.

He said that defined contribution enployees have no future
actuarial costs. Further, (b) says in addition to the cost
calculated in (a), the enployer is required to pay to the plan
until the past service liability to the plan is extinguished an
anount calculated by applying the current past service rate
adopted by the board for salaries of the term nated enployees.
Thi s paynent shall be made each payroll peri od.

2:22:48 PM

MR. LAMB said the problem is if a PERS enployer reduces his
enpl oyee count because it made a decision to change or suspend
one of its program or services or sinply noved sone of its human
resources to where they are nost needed (even a single person,
such as a single disaster response coordinator at a school
district), then per 2AAC 36.235, PERS very possibly will send
that enployer three bills: the first wll be for the cost of
doing an actual termnation study ($%$2,500-5,000), the second
will be what the study says you owe the system due to the
enpl oyee changes you made and the third bill is the one that
will require the enployer to pay the past service cost on each
of the positions salaries the PERS said you needed to opt out of
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PERS; currently that's $18.63 until the unfunded obligation is
paid off - maybe 30 years from now.

He expl ai ned that as he reads about the assunption, he and Larry
Semmens, who both have a great deal of understanding of the
system wonder if the past service liability ever actually gets
extingui shed, &essentially making these termnation paynents
per petual paynments on the backs of PERS enpl oyers.

MR. LAMB said these three bills could cumulatively run from
hundreds of thousands of dollars to several mllions of dollars
per each termnation study incident. The underlying fear that

certain PERS enployers would purposely act in a manner that

j eopardi zed paynent of the unfunded obligation and thus shrink
the salary base that pays the unfunded obligation sinply has not

happened. The total PERS salary base nust be sustained and have
reasonable growh, which it has to the tune of about 19.50
percent since June 30, 2008 when the floor was set. |It's
inmportant to absorb and digest the fact that the statutes
already have a salary base floor that all PERS enployers nust

pay the 22 percent on even if they conpletely exited the system

he said. SB 100 actually statutorily reinforces this obligation
by its anmendnent to Sec. 1 of AS 39.35.255, which added a new
subsection (i) that reads:

(i1)After an enployer's participation in the plan
termnates wth regard to sone or all of the
enpl oyer's enployees who are active nenbers of the
system the enployer remains obligated to nake
contributions under (a) of this section (which is the
greater of 22 percent times your current salary or the
6/30/08) until the plan does not have a past service
liability.

2:26:16 PM

He said the future stability of PERS enployers and their ability
to efficiently and effectively nanage the delivery of their
prograns and services is being directly and negatively inpacted
by 2AAC 35.235. What is exceedingly frustrating for all other
PERS enpl oyers, except for the state, is that equitable and
consistent application of the state's term nation |aw does not
seem to be occurring, nor likely can it ever occur given the
uni queness of all PERS enpl oyers' positions.

A law like this that has such a material financial inpact on

PERS enployers should, at a mninum be able to fairly,
equi tably and consistently be applied to all PERS enpl oyers. Yet
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the Division of Retirenment and Benefits has taken the position
that the state with half of the PERS salary base ($1 billion of
a $2 billion annual salary base) is exenpt from termnation
studies and their financial inpacts. A sinple straight-1line
calculation of the unfunded liability tells one that one-half of
the obligation nust belong to the state, but the state as the
bi ggest PERS enployer isn't subject to that portion of the |aw
per retirenment benefits. The state is subject to the June 30,
2008 portion of the law for retirenent benefits but not the
termnation portion of the law and this significantly disturbs
ot her PERS enpl oyers (an understatenent).

2:27:29 PM

MR. LAMB said that he has talked to many attorneys and none of
t hem have found any such witten exception or exclusion in the
law. Just as concerning is the fact that the termnation
| anguage i nescapably creates an inequitable inpact on small PERS
enpl oyers. Many snall conmunities have only one enployee for a
program or a service. |If they lose a grant or sinply are faced
w th budget constraints have to cut one person, say their only
school nurse, then they would be required to have a term nation
study done; then pay all of the related costs - just because
they actually cut a function or a group. A large enployer could
cut 10 nurses, but as long as they kept at |east one nurse
enpl oyed no term nation study would be required. Only the smal
school districts get financially inpacted by the currently |aw.

MR. LAMB said, "If you want to drive sone of our very limted
education dollars right out of the classroom then keep the |aw
the way it is. SB 100 effectively hel ps keep education dollars
in the classroom™

2:29:10 PM

He explained that amazingly and contrary to good public policy,
term nation studies negatively inpact decisions and the ability
to accept grants because of their potential future term nation
study liability. Gant-funded positions nay beconme subject to
the term nation studies once the positions are term nated due to
grant funding ending even if brand new DC enpl oyees were hired
with those grant funds. An extract from a communication between
Larry Semmens, city manager for Sol dotna, posed this question:

The city of Soldotna recently received a grant to fund
the new police position for three years. Part of the
grant application was to create a |ieutenant position.
The city has not had this position previously. M
concern is that at the end of the four year period if
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the city is unable to fund the position and elim nates
the lieutenant's position, the city will be on the
hook for a termnation study and paying the past
service liability rate for an unlimted tinme period on
this position, which didn't cone into existence unti
FY2011.

| base this on ny assunption the Division of
Retirement and Benefits would determne that the
single position constitutes a group since it is the
only position with the title '"lieutenant.’

MR. LAMB said this response was sent:

| see from your enmmil that the Gty of Soldotna chose
to pursue grant funding for a new police position and
have created a lieutenant position as part of that
grant application. You are correct that if this
i eutenant position is the only one in the city, then
it constitutes the only of its classification. If the
position created is PERS eligible and the city's
participation agreenent is not anended to exclude it
from PERS, term nation costs wll be calculated when
the city renoves it from PERS.

Taki ng advantage of grant opportunities to inprove
services to the public is a decision for |ocal
officials to make for thenselves. Part of that
deci sion process nust include consideration whether
the positions resulting from the grant should or
should not be included in PERS. Qur recommendation for
any position which has wuncertain future funding is
that it not be placed in the PERS

2:31:27 PM

MR. LAMB said that enployers could find thenselves paying the
past service cost rate on former grant funded position salaries
with and from other finite revenues once those grant funded
positions are ended. It was amazing to himthat the D vision of
Ret i r ement and Benefits suggests excluding grant f unded
positions from PERS as its solution to the problem He
excl ai med:

Wiy would we as a policy seek to mnimze or reduce
the total salary base used to pay down the unfunded
obligation by excluded grant salary dollars? That
solution is 180 degrees off course. W ought to be
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finding every grant dollar we can and do all we can to
be sure as many dollars as is reasonably possible are
salary dollars helping to pay down the unfunded
obl i gati on.

He said it is also surprising that no offsets are taken into
account for salary increases in one area or decreases in another
area. In other words, the ability for entities to adjust their
prograns and services to neet their constituents' needs is
negatively inpacted by the current |aw.

2:32:42 PM

Essentially the sane salary dollars that were shifted could be
billed not only at the 22 percent, but the 18 percent past
service cost rate on top of it - for an effective PERS rate of
40 percent on those salaries. A comunication from DRB to
Senat or Paskvan's aide, M. Stepp, on February 14 prom sed him a
response today regarding their review an analysis of AS
39.35.625 and AS 39.35.255 and it said they recognized and
agreed that the construction of the two statutes would result in
enpl oyers being doubl e-charged for contributions on salaries of
enpl oyees for whom coverage is term nat ed.

MR. LAMB said that SB 100 fixes this travesty and that there is
no regulatory authority to fix or override the statutes for this
i ssue. Once you start shifting enployee resources from one area
of responsibility to another and start paying 40 percent, you
start a negative downward spiral in program and services
delivery. And the consequence of the termnation study is that
it effectively nullifies the intent of SB 125, which was that
enpl oyers pay the exact sane rate. It is clear that one result
of these termnation studies is that different enployers will be
paying different net rates and therefore there will not be a
single uniform contribution rate for all PERS enployers. The
adoption of SB 125 was based on the acknow edgenment that the
state did not have a single agent nultiple enployer system but
a consolidated although inequitable cost share system The
intent of SB 125 was that all enployers would pay the exact sane
rate. That cannot happen when each enployer pays different
term nation cost anmounts or they pay none at all.

It is clear that all PERS enpl oyers support a sustainable salary
base to pay off the PERS unfunded obligation. It also is crysta
clear that the termnation |anguage in SB 125 was a solution to
a problem that never materialized and is not needed. The
negati ve consequences, the additional charges and the paynents
t hat result from the termnation |anguage were never
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contenplated or intended by the legislature and they are
destructive and divisive.

2:36:12 PM

AS 39.35.625, which requires termnation studies and any other
simlar statute or regulation should be repealed, M. Lanb
concluded, and that is precisely what SB 100 acconpli shes.

2:40: 01 PM
CHAI R EGAN asked M. Semmens if he wanted to add anyt hi ng.

2:40: 32 PM

LARRY SEMMVENS, WManager, City of Soldotna, said he is a CPA and
was very involved in the process of adopting SB 125 in 2008

G ven this involvenent, he said he was enbarrassed to say that
he didn't know how these term nation studies were going to work
until the Dvision of Retirement and Benefits adopted the
regul ati ons and began enforcing the law. After nuch discussion
with DRB, he is now convinced that a statutory change is needed.
He is very concerned about the inpact of the law particularly on
small rmunicipalities or school districts because it apparently
requires a termnation study to be conducted at any tine a
department group or other classification that was paying into
the system for any reason stops paying into the system

He explained that in small nunicipalities a group is often nade
up of a single position; consequently they will be required to
pay the state's actuary to conduct a termnation study, pay the
resulting cost identified in the study and pay the past service
rate contribution on the salary projected - even though there is
no continuing salary. It nmakes it inpossible for PERS enpl oyer
menbers to nmanage staffing | evels.

He enphasi zed that SB 100 does not elimnate term nation studies
for everyone. |If a nenber enployer termnates all participation
in the plan, that enployer will still be required to conduct a
term nation study and pay the resulting costs. And enployers are
still required to pay their fair share in that the 2008 salary
floor is still in place. This was the provision that was
intended to prohibit a PERS enployer from escaping their
obligation for unfunded liability of the system Setting a floor
for contribution calculations ensures that one enployer is not
going to contract out a significant portion of their operation
t hus reducing salaries and thus avoiding paying their fair share
of the debt.
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MR. SEMMVENS said he supported M. Lanb's testinmony and is also
shocked that the Division of Retirement and Benefits considers
the state, which is the largest nenber of PERS, to be exenpt
from these regulations. Al Jlarge enployers are mnimlly
i npacted because typically they have I|arger departnents and
| arger groups of enployees and are able to elimnate positions
wi thout elimnating an entire group. But it's extremely punitive
to small school districts. He urged them to act swiftly on the
bill.

2:45: 45 PM

MARK LYNCH, Manager, City of Cordova, said he supported al
previous testinony. The city understands they have to pay their
fair share of unfunded the liability, but he needs to be able
manage personnel so that his decisions are in the best interests
of his community. He needs the law to be clear so that he won't
end up sonewhere down the road paying both a past service
liability and the current PERS retirement fee on the sane
i ndi vidual or position. He said he honestly believes that PERS
believes that statute provides it with the right to hold cities
on the hook indefinitely for any position that is term nated
from PERS and the picture is as bleak as M. Lanb painted it.
Hs city attorney believes the sane.

2:48: 32 PM

JON BOLLING City Administrator, Cty of Craig, said he
supported SB 100. He said Craig is a first class municipality
with a population of 1,201 persons and has two departnents that
are caught up in these very difficult circunstances. Wthout
passage of SB 100 the financial inpacts will be very difficult
for themto nmanage.

2:49:51 PM
PATRICK COLE, Chief of Staff, Gty of Fairbanks, stated support
of SB 100.

2:50: 29 PM

DANI ELLE FEGLEY, Acti ng Di rector, Enpl oyee Rel at i ons,
Muni cipality of Anchorage, supported SB 100. Reinforcing this
position is their experience with the weatherization program
She explained that the MA decided not to renew a state grant
for providing weatherization services. Instead they arranged for
another entity to resunme the responsibility for admnistering
the program Sonme of the enployees noved into other jobs and
others were relocated to the new entity. Wen the process of
elimnating the positions associated wth this grant was
started, they learned of the possibility of an ongoing financia
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obligation for the wunfunded PERS liability of potentially
reaching and exceeding $5 million. The MA supports the changes
to restore an equitable process that maintains a sustainable
salary base currently described in the existing legislation -
without the termnation study. They support this legislation
because it nmaintains a sustainable salary base, it creates a
flexible workforce that is responsive to market conditions and
available funds, it applies an equitable treatnment across
participating enployers, both large and small, and overall it
sinplifies adm nistration costs and is easily enforceabl e.

2:52: 38 PM

DI ANE WOODRUFF, representing herself, Wasilla, said she wanted
to add to the comments the commttee had already received from
their finance director today. She said she is a CPA and has had
the pleasure of sitting in on M. Lanb's commttee with the
Al aska Muni ci pal League. She absolutely supports SB 100 seeing
what an effect it has on her community. It is inequitable for
small communities, but it is not wthout inpact on |arger ones
like Wasilla. They find thenselves in the sane position as
Cordova regarding the hiring of a tenporary police chief in the
forma retired Al aska State trooper. They are also |ooking at a
program for which they may receive reduced grant funding, which
may cause them to reduce that program and elimnate it
altogether. If they do elimnate it they will be in the sanme
boat as the smaller comunities.

2:55:01 PM

JIM DINLEY, Municipal Administrator, Cty of Sitka, said he
supported SB 100. The future of applying for grants to offer
prograns to local citizens is in jeopardy if a term nation study
is required upon |ayoff of personnel paid by the grant, he said.
The study would negatively inpact Sitka's decision and their
ability to accept grants because of +the potential future
liability. Sitka currently has two personnel-related grants on
the books and he doesn't want the risk of accepting these two
positions under the present scenario. It's too great a risk for
a small city to accept these grants with no continuation of any
future grant noney. They support M. Lanb's and M. Semmens'
t esti noni es.

2:57:10 PM

MARV SM TH, Manager and Hunan Resource Person, Bristol Bay
Bor ough, Naknek, said he supported SB 100. Their borough is very
smal | and decided this year not to add any new positions because
their whole econony is based on the fishing industry which isn't
al ways stable. They <can't either expand or shrink their
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positions because of potential future costs related to the
term nation studies.

2:59: 51 PM

CATHY WASSERMAN, Executive Director, Al aska Mnicipal League
(AML), said they worked closely with the Senate during crafting
of SB 125 and thought that SB 100 would really help right what
is a wong in it. Laws shouldn't be on the books that keep
government from operating efficiently. Further, she stated that
the AML was very active with HB 106, the Coastal Zone Managenent
(CZM bill. 1f that goes away, then "a bunch of conmunities”
will have to pay the past service cost on those coastal zone
managenment workers. Many nunicipalities rely on Cox grants and
if they go away, that will cause sonme cost inpacts al so.

SENATOR MENARD nused that they knew about the small and | arge
enpl oyers and enpl oyees that were part of the term nation study
and asked if "any red flag" went off at that tine.

M5. WASSERMAN answered that she relies for nost of her PERS
information on M. Lanb or M. Semmens; and they all did not
understand the ramfications or they would have done sonething
t hen.

SENATOR MENARD said it appears to be such a "debacle" that she
is having a hard time wapping her mnd around it.

SENATOR MENARD asked for sonmeone fromthe admnistration to cone
f or war d

3:03:44 PM

M KE BARNHI LL, Deputy Comm ssioner, Department of Adm nistration
(DOA), said he would offer a different perspective on the issue.
He explained that the state retirenent systens have a big
unfunded liability that they I|earned about in 2003; at that
point it was just over $4 billion (PERS/ TRS conbined). Today it
is approximately $10 billion. Prior to passage of SB 125 in 2008
roughly speaking in the PERS system the responsibility for that
litability was allocated 50/50 between the State of Al aska and
the other 156 PERS enpl oyer participants. SB 125 reall ocated the
responsibility for that by capping the total anount that
muni ci pal enployers would have to pay to the PERS system at 22
percent .

He explained that the unfunded liability is a zero sum gane. |f

t he munici pal enployers are not paying essentially what anmounts
to a nortgage paynent, then the state has to pay it; that is
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essentially what SB 125 does - shift the responsibility fromthe
muni cipalities to the state general fund. Since its passage,
"we're closing in on the general fund picking up approximtely
$1 billion worth of paynents to the PERS system on behalf of
nmuni ci pal enpl oyers.” He said it's really inportant to
understand that whenever one party does not pay into the system
sonmeone el se has to pay it.

MR. BARNHI LL said he understands M. Lanb saying they are not
trying skirt their responsibility and they are paying their fair
share under SB 125, but the bottom line is the effect of this
bill will shift some costs to state general fund. He said they
woul d be submtting a fiscal note soon

MR. BARNHI LL said a presentation to Senate Finance a few weeks
ago identified the history of the termnation study issue to
date. The state's actuary indicated that in 2010 there were five
term nations; each study cost $2500. The one-tine termnation
costs contenplated by the statute range from $10,364 - $21,373
and in the context where the state general fund is going to pay
$1 billion relatively soon on behalf of the PERS nunicipal
enpl oyers to the PERS system these are relatively small costs.
He wunderstands the legitinmate concerns about the enployers
wanting to be ninble and to have flexibility and said he is
willing to continue discussing a way to arrive at sone solution
to this that achieves fairness to the system w thout shifting
undue costs to the state.

They have heard today about unfair double-counting of salaries.
He has discussed this with the Departnent of Law (DOL) that has
advised that it can be addressed through a regulation project.
This is wunderway and they hope to have it on the books
relatively soon. This probably won't solve of M. Lanb's and M.
Sermens' concerns, but it wll go part way while stil
mai ntai ning fairness to the systemand the state.

SENATOR PASKVAN asked if he agrees that SB 100 does not in any
way | essen the salary floor set in 2008.

MR. BARNHI LL answered no, it does not.
SENATOR PASKVAN asked if he agrees that the nunicipalities and
school districts potentially are at risk because of accepting

grants - for exanple, police grants.

MR. BARNHI LL answered no; they can accept whatever grants they
want. The issue becones, if they termnate those positions when
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the grant runs out, that potentially triggers a termnation
study requirenment under current |aw.

SENATOR PASKVAN asked if he believed there m ght be a connection
between the possibility of the lack of enploynment at the end of
a grant and that affects the decision naking at the beginning as
whet her you woul d even accept the grant.

MR. BARNHILL said he sees the concern. But it's an issue of
trying to balance the tensions that are inherent in this issue.

SENATOR PASKVAN asked on a yes or no basis, if the State of
Al aska is subject to a term nation study process.

MR. BARNHILL replied that is an interesting question. The bottom
line is that under the cost shifting rubric he tal ked about, any
additional costs they system incurs under SB 125 will conme out
of the state general fund.

SENATOR PASKVAN said, "So, you don't have an answer."

MR. BARNHILL said "Can | get one?" and asked Cathy Lee to help
wi th an answer.

3:11: 35 PM

CATHY LEE, Acting Deputy Director, Division of Retirenent and
Benefits, Departnment of Admnistration, said the reason the
State of Alaska doesn't need a termnation study is that under
PERS statutes, AS 39.35.120, the state nust rmandatorily
participate in PERS. Participation by all political subdivisions
or school districts is voluntary. The State of Al aska has no
participation agreenent in all of the termnation statutes that
are in .600-630 that refer to "changes to a participation
agreenent."” It refers to the voluntary participation of the
political subdivisions or school districts. Wien the State of
Al aska makes changes or when it reduces enployees, while it may
not have a termnation study and may not have to anend an
agreenent, it still has to pay the liability. So, no liability
is shifting to any of the other enployers because of the state's
personnel actions. "The state pays themitself."

SENATOR PASKVAN stated that he knows they have received a
resolution in support of SB 100 from None and asked that other
muni ci palities and school districts fromaround the state submt
letters as well.
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CHAI R EGAN t hanked everyone for their testinony and said SB 100
woul d be held for further work.

HB 13- WORKERS' COVPENSATI ON:  MEDI CAL FEES

3:14: 46 PM
CHAI R EGAN announced HB 13 to be up for consideration.

REPRESENTATI VE KURT OLSON, sponsor of HB 13, said that this bil
made it through both bodies |last year, but didn't quite make it.
It would update the state's workers' conpensation nedical fee
schedul e that hasn't been updated for a long tine. The current
schedul e di ed on Decenber 31 and was extended by the governor by
an Energency Regulation; it will expire again on June 30, 2011.
The current schedule is missing over 2000 service codes; this
bill covers a total of 7000. A new schedule would take into
account geographic areas, services provided and wll be using a
national database that is considered to be accurate by the
peopl e who are using it now.

3:17: 09 PM

LI NDA HALL, Director, Division of Insurance, Departnment of
Commerce, Community and Econom ¢ Devel opment (DCCED), expl ai ned
that the nedical services fee schedule was inadvertently |left
out of 2004 legislation. Since that tine that fee schedul e has
been in place and they nmerely made CPI increases to it, which
has resulted in the mssing of approximately 2000 procedure
codes.{ A graph shows the nedical benefits cost in Alaska is 75
percent of the system cost conpared to 58 percent system cost
countrywide. It shows the cost per case in Al aska of $37,000 as
conpared to $27,000 countrywi de. The point of the charts is to
show how high the nedical costs are in Alaska, which has
resulted in for a nunber of years Al aska having the highest
wor kers' conpensation costs in the country. She said she was
really pleased this year that Al aska was nunber two.

M5. HALL said generally this bill provides base fee schedul e not
to exceed "usual, reasonable and customary" fees as established
by the board. And the fee schedule will be based on a credible
profile of bill charges that are constructed on geographi cal
areas called "geo-zips" and Al aska has three. The only vendor
she is aware of at this time that can construct a code for the
state is "Ingenix."

3:20: 05 PM

M STY STEED, Cor Vel Corporation, Anchorage, said she has worked
quite extensively on some of the prograns with the Medical
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Servi ces Review Commttee, specifically on the fee schedule. Her
conpany supports HB 13 the biggest fear being that the enployer
will not be able to afford its workers' conpensation rates in
the future, because rates would increase due to the increasing
cost of nedical procedures if the fee schedule is not in place.

3:21:33 PM
CHAI R EGAN t hanked everyone for their testinony and held HB 13

for further work. Finding no further business to cone before the
commttee, he adjourned the neeting at 3:21 p.m
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