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"An Act requiring each nunicipality with a population that
decreased by nore than 25 percent between 2000 and 2010 that
participates in the defined benefit plan of the Public
Enpl oyees' Retirenent System of Alaska to contribute to the
system an anount cal cul ated by applying a rate of 22 percent of
the total of all base salaries paid by the municipality to
enpl oyees of the nunicipality who are active nenbers of the
system during a payroll period; reducing the rate of interest
payable by a nunicipality wth a population that decreased by
nore than 25 percent between 2000 and 2010 that is delinquent in
transmtting enployee and enployer contributions to the defined
benefit plan of the Public Enployees’' Retirenment System of
Al aska; giving retrospective effect to the substantive
provi sions of the Act; and providing for an effective date."
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W TNESS REG STER

PAUL LABOLLE, Staff

Represent ati ve Foster

Al aska State Legislature

Juneau, Al aska

PCOSI TI ON STATEMENT: On behal f of the sponsor, provided further
i nformation on HB 174.

M KE BARNHI LL, Deputy Conmi ssi oner

Depart ment of Adm nistration

Juneau, Al aska

PCSI TI ON  STATEMENT: During hearing of HB 174, answered
guesti ons.

KATH E WASSERMAN, Executive Director

Al aska Muni ci pal League (AM.)

Juneau, Al aska

POSI TI ON STATEMENT: Testified in support of HB 174.

GREG MOYER, Interim City Manager

Cty of Galena

Gal ena, Al aska

PCOSI TI ON  STATEMENT: During hearing of HB 174, explained the
situation that has left Galena with a salary floor it can't
nmeet .

BROOKS CHANDLER, Attorney, Partner

Boyd, Chandl er & Fal coner, LLP

Anchor age, Al aska

POSI TI ON STATEMENT: As the attorney for the Cty of GGlena,
testified on HB 174.

ACTI ON NARRATI VE
8:06: 57 AM

CO CHAI R BENJAM N NAGEAK cal | ed the House Conmunity and Regi ona
Affairs Standing Conmmttee neeting to order at 8:06 a.m
Representatives Herron, Reinbold, Foster, Drummond, LeDoux, and
Nageak were present at the call to order. Representative O son
arrived as the neeting was in progress.

HB 174- PERS CONTRI BUTI ONS BY MUNI Cl PALI TI ES
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8:07:46 AM

CO CHAI R NAGEAK announced that the only order of business would
be HOUSE BILL NO 174, "An Act requiring each municipality with
a popul ation that decreased by nore than 25 percent between 2000
and 2010 that participates in the defined benefit plan of the
Public Enpl oyees' Retirenent System of Alaska to contribute to
the system an anount cal cul ated by applying a rate of 22 percent
of the total of all base salaries paid by the municipality to
enpl oyees of the nunicipality who are active nenbers of the
system during a payroll period; reducing the rate of interest
payable by a nunicipality with a population that decreased by
nore than 25 percent between 2000 and 2010 that is delinquent in
transmtting enployee and enployer contributions to the defined
benefit plan of the Public Enployees' Retirenment System of
Al aska; gi vi ng retrospective effect to the substantive
provi sions of the Act; and providing for an effective date."

8:08: 29 AM

REPRESENTATI VE FOSTER, speaking as the sponsor of HB 174,
informed the committee that HB 174 seeks to correct an
uni nt ended consequence of the salary floor enacted in 2008 by
Senate Bill 125 in the 25th Alaska State Legislature. The
salary floor was neant to prevent Public Enployees' Retirenent
System (PERS) enployers from gamng the system by laying off
PERS enpl oyees and hiring contract enployees to reduce their
contribution to the system [The salary floor] was not neant to
saddl e communities experiencing an exodus event with a financial
burden that can't possibly be adm nistered. Therefore, HB 174
removes the 2008 salary floor for communities that |ost nore
than 25 percent of their population between the 2000 and 2010
census period. For those communities, the interest rate on
del i nquent paynents is reduced from 22 percent to either a rate
agreed upon with the admnistration or three percentage points
above the Federal Reserve discount rate for the applicable
payrol | peri od.

8:09:46 AM

PAUL LABOLLE, Staff, Representative Foster, Al aska State
Legi sl ature, explained that by narrowing the legislation to only
those communities that |ost 25 percent of their population, it
would only refer to the following five communities: Gal ena,
At ka, Pelican, Anderson, and St. George. Since Anderson and St

George don't currently have any PERS eligible positions they are
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included within the scope of the legislation as a matter of |aw,
but not practically. He then noted that he wasn't sure if Atka
is even a functioning comunity. Therefore, Pelican and Gal ena
are the conmunities that will be directly inpacted by HB 174.
In the way of background, M. LaBolle explained that Senate Bil
125 was a way to bail out the PERS system In the past, each
muni ci pality was responsible for its own retirenent system under
PERS, and therefore the systenis benefits were laid out by
statute while the actual managenent of that system was up to
each municipality. Senate Bill 125 turned the aforenentioned
into a pooled resource such that every community is in the sane
system A large anount of funds were provided by the state to
hel p secure the unfunded liability while at the sane tine there
was the desire to ensure nmunicipalities paid their fair share.
The concern, he explained, was that municipalities would lay off
enpl oyees in order to reduce the nunber of PERS positions on
which they would be paying into the system and hire contract
enpl oyees to perform the sane task. Unfortunately, exodus
events in certain communities weren't foreseen. A conmmunity
that |oses nore than 25 percent of its population won't carry
the sane anount of nunicipal staff. For Galena, there is an
unfunded liability of alnpbst $500,000 for a population of 500
and thus there is no way to carry that [unfunded liability].
Since the aforenentioned wasn't the intent of Senate Bill 125
HB 174 offers a targeted approach to rectify the situation.

8:12:49 AM

CO CHAI R LEDOQUX asked whether these communities are behind in
their payments with what she characterized as a very high rate
of interest.

MR. LABCLLE replied yes, and added that Galena is delinquent and
faces a 22 percent interest rate. Section 2 addresses interest
rates for delinquent conmmunities that fall within the definition
[ provi ded under HB 174].

8:13: 38 AM

CO CHAIR LEDOUX surmsed then that HB 174 wouldn't reduce the
interest rate for other comunities that are delinquent and
asked whether there are other comunities that are delinquent.

MR. LABOLLE replied yes.

8:14: 04 AM
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REPRESENTATI VE FOSTER stressed that the assunption when [Senate
Bill 125 passed] was that communities would grow, and thus they
woul dn't have a problem with the paynents as they would add
enpl oyees into the system

8:15: 24 AM

M KE BARNHI LL, Deput y Conmi ssi oner, Depar t ment of
Adm nistration, said that he has a spreadsheet of delinquent
communities as of January 31, 2013, but Pelican isn't on that
del i nquent i st.

8:15:54 AM

CO CHAIR LEDOUX asked if all the delinguent communities are
payi ng 22 percent.

MR. BARNHI LL replied no, recalling that the rate of interest is
12 percent. The interest rate is the earnings assunption of the
system 8 percent, plus another 50 percent of that, 4 percent,
which totals 12 percent.

CO CHAI R NAGEAK opened public testinony.
8:16: 38 AM

REPRESENTATI VE OLSON inquired as to whether 8 percent is overly
optimstic.

MR. BARNHI LL noted that there is a debate in the pension,
actuarial, and econom st conmmunities regarding whether 8 percent
for a public pension systemis overly optimstic. The majority
of pension systens have adopted 8 percent or sonething in the
range of 8 percent. A Chicago econom st, he related, believes 8
percent is very optimstic and recommends a riskless rate of

return in the range of 4-5 percent. If the [Al aska Retirenent
Managenment (ARM] Board adopted a nore riskless rate of return
that would essentially double the unfunded liability of the
syst ens. Currently, the total wunfunded Iliability for the
systens is $11.9 billion, which would place pressure on the
state assistance paynents that the |Ilegislature appropriates
every year. M. Barnhill acknow edged that a | engthy discussion

on the choice to use 8 percent could be held, but said that for
now 8 percent is in the range of prudent and it's possible that
the ARM Board will consider rate reductions in the future.

8:18:12 AM
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REPRESENTATI VE OLSON conjectured that 8 percent is what placed
[the state] in the situation it is now [wth the PERS unfunded
liability].

MR. BARNI LL responded that a nunber of issues resulted in the
state's current situation with the [PERS unfunded liability].
Certainly, one of those issues is not targeted the assuned rate
of return. Over the past 5 years, the rate of return has been

well below 8 percent a year. Going forward, the investnent
advisor for the ARM Board has indicated there is practically no
i kelihood that 8 percent will be reached in the next 10 years.
8:19: 04 AM

CO CHAIR LEDOUX inquired as to the average rate of return over a
20-year peri od.

MR. BARNHILL offered to provide that information to the
comm ttee.

CO CHAIR LEDQUX questioned the choice of 8 percent if the
assurmed rate of return hasn't been 8 percent over the last 20
years, now, and little hope reaching it over the next five
years.

MR. BARNHI LL rem nded the conmttee that there are boom and bust
mar kets, and therefore there is at |east one slice during which
the average rate of return was in excess of 8 percent. He noted
that per statute the ARM Board is required to provide the
| egislature 1-, 4-, 7-, and 10-year average rate of returns.

8:20:31 AM

REPRESENTATI VE HERRON referred to the sponsor statenent, which
relates that the salary floor was instituted to ensure that the
system coul dn't be ganed. However, he questioned whether the
system is being ganed anyway because of the high expectation of
t he ARM Boar d.

MR. BARNHILL said that the ARM Board adopts nany assunptions,
the point of which in a defined benefit systemis to attenpt to
project the savings necessary in order to pay defined benefits

in the future. 1In addition to the earnings reserve assunptions,
there are assunptions for nortality, retirenent, medi cal
expenses, health care cost growh, and inflation. He said he

could guarantee that one or nore of those assunptions about the
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future will be incorrect, which is the nature of a defined
benefit plan. By statute and guaranteed by the constitution,
the state has commtted to pay certain defined benefits in the
future. The only way to achieve the aforenmentioned is to make
assunptions regarding what the future holds in order to save
nmoney and invest it.

8:22:17 AM

REPRESENTATI VE OLSON requested the average rate of return
reports fromthe ARM Board.

MR. BARNHI LL agreed to provide those.
8:22:51 AM

KATH E WASSERMAN, Executive Director, Al aska Muinicipal League
(AML) , said that the nunicipalities understand the huge
liability faced with the PERS Iliability and appreciate the
agreenent between the state and PERS enployers to settle on 22
percent of the past service cost and the present service cost.
However, some nunicipalities just can't pay this kind of penalty
on losing enployees due to a decrease in population. The [PERS
salary floor] has taken away their ability to nmnage their
enpl oyees and their city. She recalled that originally Galena's
bill was about $129,000, but with the 12 percent interest it has
now grown to about $500, 000. The original anmount was very
difficult to inpossible for Galena while $500,000 is inpossible.
Ms. Wasserman provided an exanple with the Gty of Pelican that
she recalled having a population/tax base of 150 people that

decr eased to 62 peopl e. I n such situations,
[ reductions/layoffs] have to occur and that incurs a cost of its
own. Therefore, AM. supports HB 174 as there has to be sone
relief for these smaller communities. Al t hough the [larger

muni ci palities are probably in a better position to gane the
system they are also in a better position to be able to pay
penal ties. Wth regard to gaming, M. Wassernman didn't believe
the smaller communities, which aren't close to main popul ation
areas, would know how to gane the system

8:25:51 AM

REPRESENTATI VE HERRON inquired as to the alternative for Gal ena
if HB 174 doesn't nake it this |egislature.

MS. WASSERMAN surm sed that it would be in the state's hands.
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8:26: 24 AM
REPRESENTATI VE HERRON, appealing to Ms. Wasserman being a forner
city manager, inquired as to what she would recomrend to her
conmuni ty.

M5. WASSERMWAN recalled that for a comunity to dissolve it mnust

fill out a petition, which requires enough work that the
comunity, particularly smaller ones, would have to hire a
consul tant. However, it's probably not worth it for those on

the brink of dissolving to hire a consultant for a year petition
system Therefore, she would suggest mailing the key to the
city hall to the state.

8:27:33 AM

REPRESENTATI VE DRUMMOND inquired as to why other comunities
listed on the chart as having had enployees that don't now
aren't included in the bail out.

MR. LABCLLE clarified that the chart doesn't show the popul ation
percentage but rather shows the salary floor. Communities could
be inpacted by the salary floor for any nunber of reasons,
i ncluding | oss of enployees or |owering of the salary base.

8:28:47 AM

MR. LABOLLE explained that in 2008 Senate Bill 125 took a
snapshot of that fiscal year and said that going forward the
comunity's contribution wll be 22 percent of the -current

sal ary base or 22 percent of the 2008 salary base, whichever is
nore. As nentioned earlier, when popul ations increase, salaries
increase and thus the salary floor shouldn't be an issue.

8:29:33 AM

REPRESENTATI VE OLSON requested the list of the comunities with
their populations and change in population. Representati ve
A son expressed concern that [HB 174] may create a situation in
which there are a nunber of conmunities that fall just outside
the current paraneters and the legislation could "Christmas
tree."

MR. LABOLLE deferred to M. Barnhill, DOA He rem nded the
commttee that the communities that fall wthin the definition
in HB 174 are (alena, Pelican, Atka, Anderson, and St. GCeorge
However, Anderson and St. GCeorge don't «currently have any
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eligible PERS positions, and thus aren't functionally a part of
HB 174. Furthernore, the legislation defines the popul ation
loss within the 2000 and 2010 census period and anything
occurring beyond that census period would be applicable under
the definition in HB 174.

8:30:48 AM

REPRESENTATIVE OLSON clarified that his point is that the
| egislation has an arbitrary line that could be changed in the
next commttees of referral to include those communities that
fall just outside of the existing definition in HB 174.
Therefore, it would be helpful to know which comunities fall
just outside of the definition in HB 174.

8:31:32 AM

REPRESENTATI VE HERRON opined that the danger is that the
| egislation is being pre-loaded, which is why it's necessary to
further analyze it.

8:32:11 AM

GREG MOYER, Interim City Mnager, Cty of Galena, inforned the
commttee that 11 nonths ago he was hired to restructure and

ultimately save Galena, which is still reeling from the 2008
closer of the Galena Air Base. He opined that the mlitary
becane (Galena's economc engine as it provided residents, |obs,
and economic stability. In 1994, the Glena airbase was
realigned in 1994 and its population fell from 800 to 650, which
was a 20 percent reduction. In 2005, the Base Realignnment and

Closure (BRAC) Conmission decided to nove forward wth the
closure of the Galena Air Base by Septenber 2008, which is the
sane tinme the state took the snapshot of Galena' s salaries that
required that salary floor be nmet every year or Galena would be
penal i zed by 22 percent of the difference plus interest. As has
been nentioned, Galena's population is just below 500 now. M.
Moyer told the conmttee that he developed an austere fiscal
year (FY) 2013 budget with total PERS salaries in the anount of
about $800, 000. Unfortunately, those PERS salaries are over
$600, 000 less than the state's salary floor. That 2008 sal ary
snapshot is $1.5 million, which nust be net every year. Gal ena
is being charged 22 percent of the difference, approxinmately
$139, 000 every year plus interest. Gal ena, he stressed, wll
never neet its salary floor anount. He further stressed that
there is no gamng in GGlena. M. Moyer acknow edged that he
has the option to add 15-20 positions or give existing enpl oyees
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a raise. He then pointed out that current |aw |eaves no room
for DOA to consider hardships. Therefore, M. Myer requested a
legislative fix for this situation that developed through no
fault of @l ena. In conclusion, M. Myer enphasized the need
for a comon sense solution and reiterated that there is no
gam ng on the part of Gl ena.

8:37:19 AM

BROOKS CHANDLER, Attorney, Partner, Boyd, Chandler & Falconer,
LLP, speaking as the attorney for the City of Galena, pointed
out that the salary floor in 2008 was created was created as a
di si ncentive for municipal enployers to bail out of PERS due to
the increase in the contribution rate to 22 percent. The
overall policy of the salary floor isn't inmpacted by HB 174,
whi ch recognizes that a one-size-fits-all statewide policy has
unintended and wunduly punitive consequences in that salary
decreases due to popul ation decreases is out of the control of
t hese communiti es. The solution proposed in HB 174 is very
focused, narrow, and limted to comunities with a popul ation
| oss that existed between the 2000 and 2010 census and provides
an alternative contribution rate that 1isn't fixed on what
salaries were in 2008 but rather existing salaries.

8:39:37 AM

REPRESENTATI VE HERRON questi oned whether a new snapshot should
be taken.

8:40: 06 AM

CO CHAI R NAGEAK announced that HB 174 woul d be hel d over

8:40: 36 AM

ADJ QURNIVENT

There being no further business before the commttee, the House

Community and Regional Affairs Standing Commttee neeting was
adj ourned at 8:40 a. m
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