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FURTHER: FINANCE
March 22. 197? Date- 2 '/Og' 7/
Mr. Speaker:
The Committee on STATE AFFAIRS has had CSSB 25 am

"An Act relating to withdrawal from the federal Social Security System;
eff. date."”

under consideration and (a majority of the committee) (the committee)
reports it back with the following recommendations:

[ 1 do pass ( 1 do not pass
[ 1 do pass with attached amendments(s)
HMr# A [ ] same “"1tle
ry) replace WithACS for c ( j new title
and recommends
i i AND attaches a "Letter of Intent"” [ 1 New Fiscal Note
[ 1 reports it back without recommendation
t i referred to the Committee
MEMBERS SIGNING MEMBERS HAVING
DO PASS OTHER RECOMMENDATIONS:



Lieutenant Governor Terry *=*"
Pouch A*

Capitol Building

Junoau, Alaska 9C811

RJi; Social Security Opt-Ou

on the 16th, subjecting the above referenced.

Local 71 supports Lue passage of S.B. 25. We do not
support the calling for eotabllshment of

an employee option ou the Social Security Funds, but we

do support She right to have the State employees vote on

the 1issue of opting out of the social security system.

It 1a more practical for our members* tobe advisea of all
alternatives on opting out, the best way to accomplish this
ia to have an election, as called for inthe legislation,
on the issues of opting-out.

There have been sons runora circulating, saying Local 71 lo
attempting to "Kill" the legislation, however, as you are
awaxe, and evident hy thi.i letter that la not true.

Terry, 11 you have any questions on this lasue or lottei,
please leel free to contact the undersigned.

Sincerely,

ken Spray

Vice President

Business Representative
Local 71

ATL-CIO

oC; Jin Duncan
xuike Miller
Bill Hay
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Thomas Power*, Commissioner, Alaska Pipeline
Commission

Jerome Trammer, Board of Electrical Examiner*
Hugh Macaulay, Beard of Electrical Examiners

Dennis Milhouse, Board of Hairdresser* S Beauty
Culture

Roxana Kemp, Board of Public Accountancy

Gail Glad, Real Estate Commission

Kenneth Calhoon, Real Estate Commission

Gary Hilken, Real Estate Commission

Clifford Lotaugh, Board of Veterinary Examiners

pectfulW submittedl

Rip. Fred Brown
vChairman
House Comr-ierc* Committee

HCS The following letter of Intent was received on HOUSE

CSSB COMMITTEE SUBSTITUTE FOR COMMITTEE SUBSTITUTE FOR SENATE

25 BlLl. NO. 25 (relating to withdrawal from th* federal
Social Security System, effective date):

KOun 51AIf AFFAIRS COMMITTd
| HIR G IRUNI

For HCS Foe CS For Senate Bill 75

ty amending this Bill to provide thst employee* of the division of

mart e trsnsportation engaged in operating the State ferry lyitem who are
Currently eatluded from th* Public Imployeel®™ **tire<*r>i Syttee (PfRS)
by A5 19.35 b80(71)(c)(v) may obtain F[«5 coverage if luch coverage It
agreed to in a collective bargaining agreement, it 11 not the Intent of
the House State Affair* Coemttte,. that either or both partial »C th*

collective bargaining be obligated to include a provtilon for P|RS
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coverage in agreements r.eootia’vd hereafter. It is only the intent of 2233
this Conr.ittee that the 1 mited issue of FERS coverage for these employeég
be a permissive subject lor bargaining. The parties are not compelled

to reach agreement on this subject, just as they are not compelled to

agree on wages, vacations, work rules, etc.

Further, this Conr.ittee emphasiaes that the provisions of the FERS

itself are not subject to modification by collective bargaining. Ihe
Legislature reserves the sole right to amend the benefits and obliga-
tions provided by the PERS, eacept as expressly provided in this Bill.

Bresentatlve Hike Miller, Chairman
olse State Affa.rs Conntttee

Representstsve/lerry "Gardiner, Member
Hop SI g Aff e|rsyC0nr|ttee

™) ,I'\ P —
Representative Bill Parter," Heater

tent»llver 1Chard~T~TTYason, Hember
House Staie Affairs Conr.ittee



AMENDMENT /2

Offered in the HOUSE By Miller

TO: HOUSE CS FOR CS SENATE BILL NO. 25

Page 1, line 6:

After "relating to" insert: "retirement and benefits for public

employees including”

Page 1, after line 8, insert:
"* Section 1. AS 39.35.160(a) is amended to read:
(a) While participating in the system each peace officer and each
fireman shall contribute five per cent and every other employee shall
contribute 4.53 (FOUR AND ONE-QUARTER] per cent of his compensation to

the public employees™ retirement system."”

Page 1, 1line 9:

Delete: "Section 1." and Insert in its place: "Sec. 2."

Page 1, 1line 13:

Delete: "Sec. 2." and insert 1in its place: "Sec. 3."

Page 1, between lines 23 and 24:

Insert:

"* Sec. 4. AS 39.35.680(25) 1is amended to read:



Page

Page

Page

Page

Page

"o

1980,

under

*

at least 55 years

or who

a peace

(25) "normal

is any age and has 2j> [30] years

officer or

credited service;"

1, line

Delete:

3, line

Delete:

3, line

Delete:

3, line

Delete:

24;
"Sec. 3."
23:
"Sec. 4. "
24:
"sec. 5."
27:
"Sec. 5."

4, lines 10 - 13:

Delete

Sec. 8.

if approved by a majority of the votes

all material

Sections

retirement"”

old and has

fireman who

and

and

and

and

and

2, 3,

sec. 7 of this Act.

Sec. 9.

insert

insert

insert

insert

insert:

means

a minimum of five

or more

is any age and has

inits

in its

inits

place;

place:

place:

place:

"Sec.

"Sec.

"'sec.

"Sec.

retirement for a member who is

years credited service,

of credited service, or

20 years or more of

and 5 of this Act take effect on January 1,

ca3t by affected state

Sections 1 and 4 of this Act take effect

approved by a majority of the votes

cast

a special

employees

on January 1, 1780, if

elect!>n conducted



before January 1, 1980, by the Department of Administration among the active
members of the public employees “retirement system.
* Sec. 10. Sections 6, 7, 8, 9, and 10 of this Act take effect immedi—

ately in accordance with AS 01.10.070(c)."~



AMENDMENT #1

Offered in the HOUSE By Miller

TO: HOUSE CS FOR CS FOR SENATE BILL NO. 25

Page 1, lines 10 - 12:

Delete:
"pay the appropriate social security contribution or the contribu—
tions required under AS 39.30.150 in p~ .ce of the social security
contribution™”

and insert in its place:
"be considered to have agreed to have his wages reduced by an
amount equal to one-half of the total contribution which the state
is required to make on his behalf under AS 3Q.30.150 [PAY THE

REQUIRED SOCIAL SECURITY CONTRIBUTION]

Page 1, line 28:

After "required" insert: "on behalf of an employee”

Page 1, line 29:

Del te: "and an employee of the state"”

Page 2, line 1:

Delete "each™

Page 2, line 1:

Delete: '"6.13" and insert in rt, place: "12.26"



Page

Page

Page

Page

Page

Page

2, lines 5-6:

Delete: "contributions made by

2, line 14:

Delete: "by them and"”

2, line 22:

Delete: "by or™

3, line 7:

After "employee"™ insert: "on whose

3, line 11:

Delete: "both"

3, line 12:

Delete: "and by the employee"

the employee

behalf the

under

state

this

iS"

section

and the"



SOCIAL SECURITY WITHDRAWAL

ELECTION

The bill calls for an election among state employees to
determine whether or not state emmv.fees desire to withdraw
from the social security system effective January 1, 1980.

In the event that employees elect to wiuiidraw from the social
security system, monies previously contributed to social
security would £e contributed to a supplemental benefit plan.

SUPPLEMENTAL BENEFITS PROGRAM

The supplemental benefit plan provides that each employee
may elect to allocate monies previously contributed to social
security on his behalf to the following:

supplemental health benefits
supplemental deatn benefits
supplemental disability benefits
supplemental survivor benefits
supplemental annuities

g D w DN
P

AIl of the supplemental benefit programs would be designed
to compliment benefits provided in the retirement systems.
(PERS and Judiciary) Each employee could therefore create
a benefit package which would be addressed to his own indi—
vidual needs.

MARINE EMPLOYEES ALLOWED TO PARTICIPATE IN PERS

The legislation also provides that employees of the division
of marine transportation may be allowed to use their social

security monies for inclusion in RS rather than the supple—
mental benefit progranm. Such inclusion would be subject to
the State formally agreeing to the inclusion through the
collective bargaining process. Currently such employees

are not participating 1in PERS.
NO COST TO THE STATE

Election Costs: APEA has entered into a contract with
the State to pay for the Election

Adminibcrative

Costs: In the event that the result of the
election is in favor of withdrawal
from social security, Sec. 39.30.160(c)
provides that the administrative
costs of operating the supplemental
benefit program be deducted from the
social security monies prior to being
credited to individual benefit accounts
Thus it will not cost the State any



additional me to operate the program.

In order to 1in. ally implement the

program (from tha election to January 1,
1980) it is necessary to have an appropri—
ation from program receipts, however this
appropriation would be returned to the
general fund when social security monies
start flowing into the supplemental

benefit program in January 1980.

SAVES STATE MONEY

State will pay less

than social security

contributions: Although the primary intent of the
legislation is not to save the State
money, the supplemental benefit progranm
would result in a savings to the State.
Currently, the employer and the employee
both contribute equal amounts to the
social se-urity systen. The contributions
to the social security system are increased
by 1increasing the percentage 1index and the
taxable wage base. Now the employer and
employee each contribute 6.13 percent of
$22,000 the taxable wage base. In the
near future both the percentage and the
taxable wage base will 1increase. However
under the proposed legislation, tha percentage
rate is frozen at 6.13 and only tho taxable
wage base will increase (in order to protect
the benefits program from inflation). Thus
in the future the amount contributed to
the supplemental benefit program would be
less than the state would be contributing
to social security.

AMENDMENT MAKES ALL MONIES CONTRIBUTED TO THE
SUPPLEMENTAL BENEFIT PROGRAM NON TAXABLE

Under the social security program the employee contributed
6.13 percent of the taxable wage base (currently $22,000)

to social security and the employer contributed a like amount.
Thus the total contribution is 12.26. The amendment provides
that the employee®s salary be reduced by the amount of his
social security contribution and the State contribute that
amount for him. Thus ~aking the entire 12.26 porcent an
employer contribution, which makes the monies non-taxab®o. As
his gross ralary 1is reduced by the amount of the contribution,

the employee is also in a lower tax bracket and should take
home more money.



SIMPLE EXAMPLE OF PROPOSED AMENDMENT TO HCS FOR SCS FOR SB NO. 25

CURRENT BILL

$100.00 Gross Salary

- 20.00 Taxes

80.00
- 6.13 Employee®™s contribution to the supplemental benefit
TTTF7 program (previously the social security contribution

The employer also contributes 6.13, thus the total
contribution to the supplemental benefit program 1is
12.26.

$ 73.87 TOTAL NET INCOME

PROPOSED AMENDMENT

$100.00 Current Gross Salary

- 6.13 Reduce tho gross salary by the amount required to be
93.87 contributed to the supplemental benefit program (previously
social security) and have the employer contribute an amount
equal to the reduction in gross salary (6.13) on the
employee®s behalf in addition to the amount the employer
is already required to contribute. Total employer contribution
would be 12.26.

93.87 NEW GROSS SALARY

- 18.00 Taxes (Employee is in a lower tax bracket because of reduced
$““75.87 gross salary).

$75.87 TOTAL NET INCOME (Employee takes home more)



STATE OF ALASKA
Intar Department Route Slip

TO:
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DEPARTMENT ¢y *

BY
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Initial & Return
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Return For Approval
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Your Information



|AT S HAMMOND, Ccmnor
vr/ F

ISKILNKT>IK M O» \inilMSTKA 110\ oniiry m
Division of Rfm iuim tr Binffirs JUNJEAU. ALASKA 99811

April 23, 1979

The Honorable Bill Ray
Senator

Alaska State Legislature
Pouch V

Juneau, AK 99811

Dear Senator Ray:

Per our discussion of today, enclosed are proposed amendments to House
C3 for CS for Senate Bill 25. These amendments are intended to tax
shelter all money going into the supplemental programs until paid out to

the employees.

SincewSly,

Paul B. Arnoldt
Director

PBA/jb
Enclosure

cc: Sue Greene
Deputy Commissioner

Representative Duncan

Representative Millers
Representative Cotten

NOTI Pimm In ImM V«m»Im M NA~ATrM i AMC » IN H«*IH | A A».|mM »



Amendments to House CS for CS for SB 25

Page 1 (lines 10 through 12)

(b) In addition each employee shall pay the appropriate
social security contribution or shall be deemed to hav. agreed to have
his wages reduced by an amount equal to one-half of the state"j>

contributions on behalf of such employee as required under AS 39.30.150.

Page 1 of 3



Amendments to House CS for CS for SB 25

Page 1 & 2 (lines 27 through 29 and 1 through 15)

Sec”™ 39.30.750. CONTRIBUTIONS, (@) In place of contributions
to the federal Social Security System which would have been required
had the state remained in the system, the state shall contribute 12.26
per cent of the wages of the employee up to the taxable wage base then
in effect in the social security system. All costs of establishing and
administering the enefit program established by AS 39.30.160 shall be
paid from the contributions made by the state under this section. Such
contributions made by the state shall be paid into special individual
employee benefit accounts in the Department of Administration to be
used to provide supplemental employee benefits provided in

AS 39.30.160.

((»)) Employees of the division of marine transportation included
in the public employees™ retirement system through the process of
collective bargaining under AS 39.35.680(21) (0) may. under the terms
of a collective bargaining agreement, utilize contributions made under
(a) of this section on their behalf to offset the costs of inclusion in

the public employees " retirement system, however,

Page Z of 3



Amendments to House CS for CS for SB 25

Page 3 (lines 11 through 14).

Sec. 39.30.160 (c) The entire amounts paid by the state, after
the deduction for administrative costs uncer AS 39.30.150, shall be

used for supplemental benefits under this section.

Page 3 of 3



THE LEGISLATURE OF THE STATE OT ALASKA
TENTH LEGISLATURE

-FISCAL NOTE
Eﬁ%%oslﬂtion No.
Title
Request-0oy

Ht 045
Witharawal From The Federal Social %efurity System
ate

Il FISC |L DETAIL
Affected Admlnlstratmn Division_of Retirement and Benefits
Pro |am Categ or}‘/J Affected Retirement and Benefits gPERS)
Budget Request nlt fected Public Employees' Retirement System

(Thousands of Dollars)

FY78  FYT9 FY80 FY8l FY 82 FY 83
' 83.8 88.8 94.2

100 PERSONAL SERVICES 373 V|
%OO TRT\\I\T/%/LACTUAL %9 L0 L0 L0 L0
488 88MMODITIES 06 0.6 0.6 0.6 0.6
500 ERUIPMENT 15
500 LAND & STRUCT URES
700 GRANTS. CLAIMS. ETC
42325 46558 5.121.3 5.6335  6.196.8
TOTAL 0- 42796 47365 52067 5723.9 62926

FUNDING  (Thousands of Dollars) See Attachment 1

EL'LL TIME 1.5 3 5 3 3
Ml

111 ANALYSIS (See Fiscal Note Preparation Instructions, Section I11)

Sec Attachment 1

IV. DA F 5-31-73 PREPARED BY Paul B.Axaldt. Directrms-m-m-
~ AGENCY — Diull.lon nf Biflrerent.-t

Onfiral  Imigative Firence PHONE 465-4460
cc. Budarl_ind Management
Prime Sj>onsor (First Legislator Named) Rules Cormittee

Office of the Governor (Keith Specking)
001 Rev /771
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ATTACHMENT 1

HB 946
First Year Cost to the State:
1. Marine Transportation Employees $1,330,000
2. Police/Fire Employees 387,000
3. Other (PERS) Employees 2,515,500
Total $4,232,500
Fund».ig:

1. The cost of this bill is determined as a percent of covered
payroll. It is estimated that future payrolls will grow by
10% annually (salary and membership). Therefore, second year
cost to the State will be $4,655,750, and so forth for each

year.
2 79 80 81 82 83

General Fund 82.0 /8 $3,470.6 $3,817.9 $4,199.5 $4,619.5 $5,081.3
Federa* 4.5 190.5 209.5 230.5 253.5 278.9
Veteran"* J 2 8.5 9.3 10.2 11.3 12.4
Fish & Game Fund .6 /8 25.4 27.9 30.7 33.8 37.2
Highway Fund 1.3 55.0 60.5 66.6 73.2 80.6
Airport Fund 2.9 * 122.7 135.0 148.5 163.4 179.7
Capital Fund 8.5 * 359.8 395.7 435.3 478.8 526.7
PERS 47.1 80.7 85.4 90.4 95.8

Total $4,279.6 $4,736.5 $5,206.7 $5,723.9 $6,292.6

Administrative Costs:

1. Establish and administer new Deferred Compensation Program: One
Retirement and Benefit Specialist (Range 16) and one Retirement
and Benefit Technician (Range 12).

2. Administer new survivor benefits, disability benefits and basic
benefits for employees not previously covered: One Retirement
and Benefit Specialist (Range 16).

3. Equipment ($1,500), travel ($1,000), and commodities ($600) for new
employees.

Special Election:

1. One-time Data Processing costs to generate employee lists and
mailing addresses ($5,000).

2. Postage ($1,500) and printing of ballots ($200).
Additional Information:

Two letters from Robert F. Richardson to Puol B. Arnoldt dated May 25, 1978.
(See Attachment 2 and Attachment 3)



WILLIAM M.

AAERCER. ATTACHVENT 2

Benefit Services/Consulting Actuaries

May 25, 1978

Mr. Paul Arnoldt, Director
Division of Retirement & Benefits
State of Alaska

Department of Administration
Pouch CR

Juneau, Alaska 99811

Re: House Bill 946 Costs

Dear Paul:

We have calculated that passage of House Bill 946 wil  cost 1.36% of
earnings for State employees covered under PERS. TV.s cost can be
broken dovr. in the following manner:

(1) An extra 1% on the benefit formula 8.45%

(2) 25-and-out provision for present and
new State employees .30%

(3) 25-and-out provision for employees
who transfer to State employment from

other political subdivisions .10%
(4) Improved disability benefits .10%
(5) Total Cost 8.95%

(6) Less average contribution from
special fund 7.59%

(7) Additional cost to the State 1.36%

As you can see, this cost Is higher than the cost calculated by

MITliman & Robertson, Inc. There are several explanations for these
differences. Of prime importance Is the fact that different actuarial
assumptions have been used in the two calculations. MAR based its

calculations on the former actuarial assumptions whereas our calcula—
tions have been based upon new assumptions adopted by the PERS Board
this Spring. Perhaps of greatest significance, especially as relates
to this bill, is the fact that the new actuarial assumptions assume
that salaries will increase at 6% per year until age 39 while the
former actuarial assumption assumes that salaries will increase at 5%
per year. As you can 1imagine, a benefit based upon final average pay

A wUile £ Milinnjn famfijn)
Norton Building * Scallle, Wjihmgtnn <M1(M + 70b 77) 1740



William M. Mercer, Incorporated

Mr. Paul Arnoldt
Page Two
May 25, 1978

will be more costly if salaries go up at a faster rate. The present
cost to the State for PERS is 12.06% of earnings. Passage of House
Bill 946 will add 8.95% to this cost, arriving ata total cost of
21.01%. Adding 7.7% to the present 12.06% would arrive at a total
cost of 19.76%. Thus, our total cost calculationis about 6% higher
than M&R"s estimated cost. Such a 6% difference in cost 1is easily
explanable by the differences in actuarial assumptions.

Other differences bear mentioning. The present actuarial assumptions
are more "liberal" than the former assumptions when it comes to deter—
mining cost for the 25-and-out provision. This is because we presently
do not assume all employees will retire as soon as they me*, the mini—
mum eligibility for full retirement benefits. As pol..i-.u out la the
Experience Analysis report presented this Spring, a large numbei of
employees who are presently working are also eligible for unreduced
full retirement benefits. I believe it is reasonable to assume that
thir phenomenon will continue in t. 2 future. In other words, even
though an employee may be eligitl* co receive unreduced benefits after
25 years of service, he may elect to continue employment until age 55
or until he attains 30 years of service before actually retiring. In
that event, the employee would not benefit at all from the 25 year and
out provision of House Bill <46.

Only a small percentage of employees will actually "benefit"” fronm

th~j provision. At presen*™ only 11 employees, or less than .15%
of State employees, are eligible to retire under the 25-year-and-
out provision. However, it is reasonable to assume that d good

percentage of those 11 employees will work until at least age 55

or until they have 30 years of service and, therefore, not ever
utilize the 25-ycar-and-out provision. In fact, our records Indicate
that there are 22 employees who meet the present eligibility provi—
sions for full retirement and yet who have not retired.

Finally, the advantage of the 25-year-and-out provision for those
employees electing it is not as significant as you might expect.

By retiring one year earlier, an employee would "pass up" an assumed
5% increase in salary and a 3% increase due to an extra year of
credited service. Consequently, for each year earlier an employee
retires, his benefit will be 8% less. Obviously, 1in highly infla—
tionary times where salaries arc going up faster than 5%, he will

be reducing his total benefit by more than 8% per year. Almost
exactly counterbalancing this "loss™ in benefits 1is the value of
receiving benefits for one more year.

The cost we have calculated for the 25-year-and-out provision is sig—
nificantly less than the cost calculated by M&R. This difference
can be attributed to the more "liberal"™ actuarial assumptions presently



Mr. Paul Arnoldt
Page Three
May 25, 1978

..dopted by the Board. I have reviewed this with M&R and they have
indicated that their costs are based upon the assunption that
employees will retire as soon as possible.

As you can see, line 3 above indicates a cost of .10% associated with
the cost of providing unreduced benefits for employees who transfer

to State employment after havxng accumulated several years of employ—
ment with a political subdivision. As we discussed, our interpretation
of House Bill 9A6 allows an employee to work 2A years with a political
subdivision and one year with the State and thus receive all 25 years
of his benefits unreduced. In this example, the employeewould get

2A years at 2% and one year at3%,My cost calculation is based

upon the assumption that 50% of the employees in other political
subdivisions who are so inclined to take advantage of the 25-year-
and-out prevision will find employment with the State and be able

to utilize that provision. It is my understanding that M&R did not
take into consideration the effect of transfers from other political
subdivisions on retirement under the 25-year-and-out provision.

As line A above indicates, | have determined that there is a cost of
.10% to provide disability benefits which are the greater of A0% of
pay or the accrued benefit under the Plan. Based upon a 2% formula,
it would take 20 years to arrive at AOZ. Under such a 2% formula,
there would be very little cost for providing this provision. However,
under the 3% formula, it would take slightly more than 13 years to
accumulate AOZ. It is much more likely under a 3Z formula for the
employee to have an accrued benefit which is greater than A0OZ. Our
calculations indicate that the cost will be .10% of PERS earnings

for State employees. It is my under tending that the M&R calculation
of no cost for this benefit isbased upon the 2Z formula.

In summary, wc have calculatedthat passage of House Bill9A6 will
increase the State"s cost to PERS to a total of 21.01Z of earnings,
or an increase of 8.95% over the present contribution rate. While
this total cost is approximately 6% higher than the total cost for
the Syatom implied in the March 15, 1978 report by MIlliman &
Robertson, 1Inc., it is our opinion that these differences aro
explainable as outlined above.

House Bill 9A6 also calls for the inclusion of Marine Transportation
Employees. I have calculated that the cost of their future service
benefits under PERS will be 1A.71Z of their earnings. Please note
that this cost calculation includes the cost of medical benefits
under IERS. The cost calculations also assume that Marine Transpor—
tation Employees will be allowed to retire after 25 years of service
although only service after 1-1-80 will be counted for benefit pur—
poses. "In other words, a Marine Transportation Employee with 20



Mr. Paul Arnoldt
Page Four
May 25, 1978

years of service on 1-1-80 will be allowed to retire on 1-1-85 with
five years of credited service. If this is not the intent of HB946,
then my costs will have been slightly overstated. It is my under—
standing that Milliman & Robertson, Inc. determined the cost for
Marine Transportation Etnplo® ees to be 13.AZ of their earnings.

This would indicate that nr, cost calculations are 1.31% higher

than theirs. You will note that this is about the same as the

1.36% higher cost 1| have calculated for the present PERS employees.
Please note that these cost calculations do not include any military
service for Marine Transportation Employees prior to 1-1-80 although
such military service is provided for under the bill.

The supplementary survivor benefits provided for under HB946 are
anticipated to cost .86% of PERS earnings. We believe this .86%
figure to be a very good estimate of the cost for these benefits.

Of course, the exact cost would not be known until bids are received
from interested insurance carriers.

Actual contributions required by Social Security will vary from year
to year. However, an average annual contribution of 10.2% 1is a good
estimate of average contributions. Based upon this average contri—
bution, | believe that the attached table correctly summarizes the
financial impact of House Bill 946.

I look forward to going over these cost calculations and other aspects
of House Bill 946 when I am in Juneau on May 30.

Sincerely,

Robert F. Richardson, MAAA
Vice President

RFR:Jn

cc: Mr. R. WInkcnwerder



Financial

Impact of HB946

Transferred
Average* From Deferred
S.S. Special Survivor** Comp.
Contrib. Account Benefits Contrib.
Other Employees 10.22 7.72 .86% 1.642
Police/Fire 10.22 6.82 .862 2.542
Marine Transportation 10.22 7.72 .862 1.642

* Will vary from year to year as S.S.

** Will

rates and Wage Base change.

vary from year to year boaed on experience.

Additional
Cost
For
PERS

9.0%

14.72

Net
Additional
Cost to
State

1.32

1.82

7.02



Benefit Services/Consulting Actuaries
May 25, 1978

Mr.

Paul Arnoldt, Director

Division of Retirement 6 Benefits
State of Alaska

Department of Administration
Pouch CR

Juneau, Alaska 99811

Re:

Comments on House Bill 946

Dear Paul:

F issagc of House Bill 946 and subsequent opting out from Social
Security will have monumental 1impact on the retirement system for
State of Alaska employees. There are several aspects of this

bill

€y

&)

wh Th should be understood completely by all affected parties.
Cost

As Indicated in a prior letter, the benefits provided by
House Bill 946 will increase the State contribution to PERS
to 21.01Z, an increase of 8.95% over the present contribution
rate. Contributions transferred from the "special account”
to the State (presumably to pay for these increased benefits)
will amount to an average of 7.59%. This 7.59% figure takes
into consideration the relative weighting between police nnd
fire employees who would contribute 6.8% of their earning m
and other employees who would contribute 7.7%. Consequently,
the total additional cost to the State will amount to 1.36%
of "earnings for State employees covered under PERS. Marine
Transportation employees will cost 14.71% to include in PERS,
or 7.0 1% more thon the amount tranoferred from tlie special
account for those employees.

Ejjurgr

Benefits and contributions presently paid in PERS arc equitable.
By that, | mean that an employee contributes a give.t percentage
on all his earnings and his benefit Is related to n percentage
of all earnings. Passage of HB946 would significantly alter
this relationship. Both employees and the State would be
contributing only on earnings up to the Social Security Wage
Base whereas benefits would be based upon all earnings. Con—
sequently, higher-paid employees would be getting a larger
benefit relative to their contributions than lower-paid
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employees. Such a change would be a significant departure
from the present philosophy underlying PERS.

Deferred Compensation Contributions

We assume that the amounts allocated to each employee®"s deferred
compensation account will be based upon an average rate differing
only by "Police/Fire™ and "Other Employees”. Although the actual
Social Security contributions will vary from year to yea , it is
anticipated that Social Security contributions made by bcth the
State and the employees will average 10.22. ITf we assume that
the additional survivor benefits will cost .862 as indicated 1in
the bill, this implies that all Police and Fire Employees will
have 2.542 of their total earnings contributed to their deferred
compensation accounts while all Other Employees and Marine
Transportation Employees will have 1.642 contributed to their
deferred compensation accounts.

Employees who earn less than the Social Security Wage Base as
well as employees who earn more than the Social Security Wage
Base will have the same percentage of total earnings contributed
to their deferred compensation accounts. However, Social Security
contributions are only made on earnings up to the Wage Base.
Consequently, all employees who are earning less than the Social
Security Wage Base would be "subsidizing” employees who earn
above the Wage Base. I believe that such a situation is not
desirable for the State of Alaska. The regressive tax aspects
of Social Security are tolerated only because benefits, as a
percentage of earnings, are also heavily weighted to the lower
incomes.

As wc discussed, there is .in alternative way to administer this
bill whereby all employees eim<ug under the Wage Base would
have a fixed percentage contributed to their deferred compensa-—
tion accounts while employees earning above the Wage Bass would
have a declining percentage contributed to their deferred com—
pensation account. Ignoring the administrative problems asso—
ciate.. Jith this approach, this method will ultimately break
down for employees in the upper salary bracket. In other words,
total Social Security contributions for peop ® in the upper
salary ranges will be teas than 7.72 of all earnings. Although
it would be possible to have no amounts contributed to the
deferred compensation accounts for these employees, the State
would stl1ll have to pay for tho additional benefits granted
under FKRS. For example, total Social Security contributions
for d higher-paid individual might amount to only 62 of his
total salary. After subtracting the .862 for the survivor
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benefits, this would leave only 5.14% tc be transferred to

the State in order to pay for the additional PERS benefits
under HB946. Obviously, the State would have to pick up the
additional cost between the 7.7% and the 5.14% in this example.
As you can see, this approach would increase administrative
problems associated with the deferred compensation contribu—
tions as well as lead to increases in the cost of this bill.

Comparisons Between Police/Fire and Other Employees

In recent years changes to PERS have attempted to minimize
the differences .etween Police/Fire and Other Employees. To
simplify, Police and Fire Employees contribute an additional
.75% but enjoy 20 and out normal retirement. HB946 will
allow Police and Fire Employees to have an additional .9% of
their earnings contributed to their deferred compensation

accounts. If that is in fact what happens, Police and Firemen
will not contribute .75% more toward their benefits but in
fact will contribute .15% less for the benefits. I believe

that having Police and Firemen contribute less for a better
benefit (20 and out) will present problems.

25 and Out Provisions

Only a very small percentage of employees who ultimately retire
under this System will be able to take advantage of the 25 years
and out provision provided by HB946. Of those employees ulti—
mately receiving retirement benefits from he System, wc have
estimated that approximately 3% will in fact be retiring under
the 25 year and out provision as opposed to 97% who will be
retiring based upon the provisions presently found in PERS.
Taking into consideration those who terminate before they become
vested, we would estimate that the 25-and-out provision would
benefit only 1% of all employees. Although all employees will
be "paying" for the 25-year-and-out provision, only a small
percentage will actually enjoy this benefit. An additional
problem arises when an employee transfers from a political
subdivision to employment with the Statu. As wc have interpreted
the Bill an employcc who has 25 or more years of credited
service with a political pubdivislun need only work 1 day with
the State in order to be entitled to retire under the 25-year-
and-out provision. Although such a situation will not increase
the State"s cost significantly (only .10% of earnings), it will
perhaps lead to an inequitable situation. Some employees from
the political subdivisions will be able to find State employ—
ment and receive the benefit of 25-year-and-out whereas other
employees of political subdivisions may not be able to find

such employment and, therefore, not be entitled to the 25-year-
and-out provision.
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(6) Credit For Past Service

It appears that an employee who has anyyears of credited
service with the State prior to January 1, 1980, may receive
the additional 1% credit for that service so long as he makes
some contributions under AS39.30.170. This again leads to

the situation where an employee from another political sub-—
division (who has prior State service) may achieve a "windfall"”

by working for the State one day after January 1, 1980. In
addition, there is a large unknown liability for present
retirees. It appears that any present retiree might be able

to work one day for the State after January 1, 1980 and
thereby pick up the additional 1% windfall for all prior
service with the State. Our cost calculations on this bill
contemplate credit for past service only to present State
employees and not to retirees or employees of other political
subdivisions who have worked for the State.

I am sure we will discuss these comments and other aspects of House
Bill 946 when I am in Juneau on May 30.

Sincerely,

Robert F. Richardson, MAAA
Vice President

RFR:Jn
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