ARIZONA HOUSE OF REPRESENTATIVES
Fiftieth Legislature — Second Regular Session

COMMITTEE ON EMPLOYMENT AND REGULATORY AFFAIRS
Minutes of Meeting
Tuesday, January 17, 2012

House Hearing Room 3 -- 2:00 p.m.

Chairman Robson called the meeting to order at 2:16 p.m. and attendance was noted by the
secretary.

M ember s Present
Mr. Farnsworth Mr. Olson Mrs. Yee
Mrs. Gonzales Mrs. Pancrazi Mr. Fillmore, Vice-Chairman
Mr. Kavanagh Mr. Patterson Mr. Robson, Chairman
Members Absent
None
Committee Action
HB2088 - DPA (9-0-0-0) HB2090 - DP (8-0-0-1)
HB2089 - DP (9-0-0-0) HB2264 - NOT ASSIGNED

INTRODUCTION OF STAFF

Chairman Robson requested that staff introduce themselves from the podium:
Sarah Wharton - Mgjority Research Analyst
Traci Long - Mgority Intern
Kristin Cipolla- Democratic Policy Advisor

CONSIDERATION OFBILLS

HB2264 - ASRS; employee; employer contributions; rate- NOT ASSIGNED

Chairman Robson announced that HB2264 has not been assigned to the
Committee.

HB2088 - ASRS; amendments- DO PASS AMENDED

Sarah Wharton, Majority Research Analyst, stated that HB2088 makes various changes to the
Arizona State Retirement System (ASRS) statutes to improve efficiency and administration
(Attachment 1). Ms. Wharton described the changes made to the following provisions:
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Administration

Distributions

Accounts Receivables

Service Purchase

Investments

Health Benefit Supplement

Long Term Disability (LTD) Plan

Appropriates $47, 000 from the ASRS administration account to the ASRS

Ms. Wharton explained that the Robson three-line amendment dated 1/13/12 (Attachment 2)
removes the section relating to the accounts receivabl e authority.

Ledli Sorensen, Government Relations Officer, Arizona State Retirement System (ASRS),
testified in support of HB2088 stating that the bill nearly represents the totality of the legidative
package from the ASRS Board.

Mr. Olson asked the reasoning for the amendment and Chairman Robson deferred to
Ms. Sorensen.

Mr. Farnsworth asked Ms. Sorensen’ s thoughts on the shift of the guidelines.

Ms. Sorensen stated that the intent of the bill is to repeal all of the investment statutes and
replace them with one new statute that reflects current investment theory. She elaborated on the
provisions that differ from the current statutory authority and structure, which include:

e Investing no more than 40 percent of ASRS's assets in non-United States public
investments. The current cap and authority is at 30 percent of trust fund assets and
international investments; the trustees are seeking an authorization of 40 percent.

e Removing a provision that ASRS cannot own more than 5 percent of the voting stock in
any one corporation.

e Removing the provision for the director’s investment limit that authorizes the director to
invest up to 50 percent of trust fund assets, as well as other exclusions from that 50
percent. The change clarifies that 60 percent may be invested internally as opposed to the
50 percent stated in the director’ sinvestment limit.

e Allowing investmentsto be based on market value.

e Allowing ASRS to re-balance the portfolio without having to sell anything when acap is
reached.

e Exempting investment-related contracts from the state procurement code.

Keeping the prudent and expert standard provision of the current system.
e Keeping the ability to hire and fire investment brokersin the current system.

Ms. Sorensen addressed Members' questions regarding
Diversification language

Potential risks associated with stock market trends
Appropriation of $47, 000

Investment decisions
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e How thefund iscurrently doing
Vice-Chairman Fillmore announced the name of an individual who signed up in support of
HB2088 but did not speak:
Tom Finnerty, Arizona State Retired Employees Association
Vice-Chairman Fillmore announced the name of an individual who signed up in opposition to
HB2088 but did not speak:
Seth Apfel, representing self

Vice-Chairman Fillmore moved that HB2088 do pass.

Chairman Robson moved that the Robson threeline amendment dated
1/13/12 (Attachment 2) be adopted. The motion carried.

Vice-Chairman Fillmore moved that HB2088 as amended do pass. The
motion carried by aroll call vote of 9-0-0-0 (Attachment 3).

HB2089 - ASRS; service purchase amendments - DO PASS

Sarah Wharton, Majority Research Analyst, stated that HB2089 makes changes to the Arizona
State Retirement System’'s (ASRS) service purchase program relating to Leave of Absence
(LOA) and military service (Attachment 4). Provisions are as follows:

e Stipulates that a member must either be an active employee or disabled at the time of the
absence for an LOA purchase.

e Requires the member to be active, disabled, or an inactive member who was unable to
resume employment because a position was not available at the time of the purchase.

e States that the member must return to employment with the same employer, unless the
member was disabled or unable to resume employment because a position was not
available.

e Restricts LOA purchases to one year at atime, not to exceed atotal of 60 months.
Requires the employer to certify that the leave was in the best interests of the employer.

e Reclassifies reserve service time within the military service purchase statute to conform
with federal law.

Vice-Chairman Fillmore announced the name of an individual who signed up in support of
HB2089 but did not speak:
Tom Finnerty, Arizona State Retired Employees Association

Mr. Farnsworth asked a question about the buy-back program. Ms. Wharton deferred to
Lesli Sorensen with ASRS.

Lesli Sorensen, Government Relations Officer, Arizona State Retirement System (ASRS),
testified in support of HB2089 stating that an active member of ASRS could return to work after
a leave of absence and make a purchase. The current statute is not entirely clear that a person
must be an active employee to make a purchase.
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Vice-Chairman Fillmore moved that HB2089 do pass. Themotion carried by
aroll call vote of 9-0-0-0 (Attachment 5).

HB2090 - ASRS; distributions; health supplement payment - DO PASS

Sarah Wharton, Majority Research Analyst, explained that HB2090 makes changes to the
Arizona State Retirement System (ASRS) statutes regarding defined benefit plan distributions
and health benefit supplements (Attachment 6). Provisions are as follows:

e Defines“subsidized” as a portion of the total premium paid by the employer, but does
not necessarily mean a plan in which the employer uses blended rates to determine
the total premium.

e States that ASRS is not required to pay the employer portion of a Contributions Not
Withheld (CNW) payment as a refund or a non-retired survivor benefit if the member
has not paid his portion of the CNW.

e Modifies statute to base the Partial Lump Sum (PLS) calculation on the member’'s
calculated Straight-Life Annuity (SLA) amount, rather than the actual annuity option
selected by the member.

e Eliminates the Level Income Alternative (L1A) retirement option for new retirements
after July 1, 2013.

e Ceases the payment of the Health Benefit Supplement (HBS) to retirees and disabled
members who are covered under an ASRS employer’s “active employee” insurance
plan, either as the insured or as a dependent, if the premium paid by the retiree or
disabled member is subsidized by the ASRS employer.

e Appropriates $47,000 from the ASRS administration account to the ASRS and
stipulates that no General Fund monies shall be used to implement the legislation.

Vice-Chairman Fillmore announced the name of an individual who signed up in support of
HB2088 but did not speak:
Tom Finnerty, Arizona State Retired Employees Association

Mr. Farnsworth asked Lesli Sorensen to provide a brief explanation of the hill.

Ledli Sorensen, Government Relations Officer, Arizona State Retirement System (ASRS), in
support of HB2090, explained that the bill does the following:
e |If an employee does not pay his portion of the contribution then ASRS will not pay the
employer portion.
e Modifies statute.
The health benefit supplement will not be paid from the General Fund when an employee
goes back to work on the Return to Work Program.

Mrs. Yee asked the purpose of the $47,000 appropriation. Ms. Sorensen explained that it is
information technology development.

Vice-Chairman Fillmore moved that HB2090 do pass. The motion carried by
aroll call vote of 8-0-0-1 (Attachment 7).
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Without objection, the meeting adjourned at 2:51 p.m.

Abby Selvey, Committee Secretary
January 23, 2012

(Original minutes, attachments and audio on file in the Office of the Chief Clerk; video archives
available at http://www.azleg.gov)
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