


OVERVIEW OF CSHB-118

1. Frior to 1978 teachers coining into Alaska were required 
to claim and were indebted to the TRS for outside service. 
Although these people had to pay into the fund that contri­
bution did not count towards their twenty (20) years required 
to retire.

2. Since 1978 the law has been changed to that teachers 
coming into the system are not required to claim outside 
service and if they do claim it they must pay the full 
actuarial costs. Therefore HE 118 does not apply to these 
people.

3. This bill affects 560 teachers who have been in the 
system since before 1978.

6. The bill would sajc the TRS fund 110 Mlllio.i over the
period of benefits for these individuals because they would
retire at 60Z of a lower salary Instead of 50Z of a higher 
salary. The figures used below artconservative and the 
original salary based on the fiscal note.

20 Year Retiree 25 Year Retiree

$37,000 estimated average salary $51,900
.60Z Z rate .501

$16,500 Annual bcnofit paid $25,950
X 30 yrs * Life expectancy X 25 yrs

ray-out to age 75 $6SBT75U
> 560 Max / persons affected X 560

$239,760,000 $3507375,000

The estimated difference of $110,565,000 la, by far, more 
than the fund would receive into the system in five years of 
additional service.

5. The law, as written at this time, is discriminatory to 
those 560 teachers and unconstitutional.

6. Passage of this law would therefore, save the fund money 
over a period of years and circumvent a possible court case 
challenging the discrlmanation factor of forcing those members 
to pay into the fund and not allow it to count towards their 
20 years.

Eugene G. Kubina. President 
Alaska Federation of Teachers 
P.O. box 1665 
Valdes, Alaska 99666 
(907)835-2663



Members of the House HESS Committee

House bill #118 is designed to eliminate the inequities now

inherent in the present teacher retirement law. a case in point:

Tea' her A began teaching in Ala s k a  in 1961 for e. starting 
salary of y8,000. She paid into the fund at the mandatory 
employee contribution rate each year until she retired in 
1981. She retired with 20 years of service an began receiving 
full benefits according to retirement fund law at this time.

Teacher B began teaching in Minnesota in 1961. Five years 
later, she moved to Alaska, bought into the Alaska Teacher 
Retirement System and paid all reinstatement rnd arrearage 
fees plus interest for the years of service in Minnesota. 
(Payment for outside service is mandatory) However, Teacher 
B must teach twenty-five years before being eligible for 
retirement with full benefits.

Obviously, there is an inequity hero and the law is not just as 
prcsentl written.

Some persons have expressed fear that a 20 year retirement bill 

would not be actuarially sound. According to our figures, however 

this fear is unfounded. In fact, it can be noted that a 20 year 

retirement would actually save the system inon'y. Ultimately, 

a teacher being able to retire with ?3 years iervice will be less 

costly to the fund, as opposed to a teacher who must teach for 

25 years.

In further consideration for passage of HB 118, another actuary 

condition should be contemplated. For example, the average life 

span (according to Metropolitan Life Insurance actuary table for 

men and women) is seventy-five years. Because of this long life 

expectancy, it is more reasonable from a fiscal viewpoint to 

allow a 20 year retiree to draw upon the fund for a period of 

30 years at 401 (based upon the current formula for determining 

pension benefits) than to have a 25 year retiree draw for 25 

years at 50^



The f o l l o w i n g  i l l u s t r a t i o n  bears out this point:

20 Y e a r  R e t iree 25 Y e a r  R e tiree

$37,000 ;e s t i m a t e d  a v erage salary $51,900
.40% %  rate .50%

$14,800 A n n u a l  b e nefit p?xd $ 2 5 , 9 5 0
X 30 yrs Life e x p e c t a n c y  X 25 yrs

$ 4 4 4,000 P a y - o u t  to age 75 $648,750
X 540 #  persons a f f ecte d X 540
$ 7 3 9 7 7 6 0 , 0 0 0  T otal cost to fund $350,325,000

The e s t i m a t e d  d i f f e r e n c e  of $110,565,000 is, by far, more 

than the fund w o u l d  r e c i e v e  into the s ystem  in five years of 

a d d i t i o n a l  service.

In o t h e r  areas, there are cases w here em ployers find it 

f i n a n c i a l l y  sound to e n c o urage employees to r e tire early.

A n  e m p l o y e r  could hire two b e g i n n i n g  teachers for wh at ir now 

b eing paid  one teacher w i t h  twenty plus years of service.

In reality, m a n y  • teachers will not use the o p t i o n  of becoming 

t wenty year retirees. Some cannot afford to retire; others 

are v e r y  c o m f o r t a b l e  and w i s h  to teach far b e y o n d  the m i n imum 

years of service r e q u i r e d  for retirement. T h e y  have reached 

the top of the s a lary scale and greatly enhance their benefits 

by r e m a i n i n g  w i t h i n  the system.
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D e a r  S i r s  a n d  M e s d a m e s :

In  r e s p o n s e  to y o u r  r e q u e s t  r e g a r d i n g  A S  1 4 . 2 5 . 1 1 0 ( a ) ( 4 ) ,  
t h i s  f i r m  is p l e a s e d  to s t a t e  the f o l l o w i n g  p r e l i m i n a r y  o p i n i o n  
a f t e r  i n i t i a l  r e s e a r c h  o f  A l a s k a  S t a t u t e s  a n d  c a ^ e  law:

T h e  s t a t u t e ,  b y  r e q u i r i n g  g r e a t e r  y e a r s  o f  s e r v i c e  
o f  t e a c h e r s  w h o  b e g a n  t h e i r  c a r e e r s  o u t s i d e  A l a s k a ,  
u n j u s t i f i a b l y  d e n i e s  a b e n e f i t  o n  the b a s i s  o f  the 
e x e r c i s e  o f  a f u n d a m e n t a l  c o n s t i t u t i o n a l  r i g h t ,  a n d  
t h e r e f o r e  v i o l a t e s  t h e  U n i t e d  S t a t e s  a n d  A l a s k a  
C o n s t i t u t i o n s .

A n a l y s i s : T h e  e f f e c t  o f  the s t a t u t e  is to d e n y  to 
t e a c h e r s  w h o  b e g a n  t h e i r  t e a c h i n g  c a r e e r s  o u t s i d e  A l a s k a  the 
r i g h t  to f u l l  r e t i r e m e n t  b e n e f i t s  a f t e r  20 y e a r s  of c r e d i t e d  
s e r v i c e ,  i n c l u d i n g  f i v e  y e a r s  of  m e m b e r s h i p  s e r v i c e .  T e a c h e r s  
w h o  m o v e  to A l a s k a  m u s t  t e a c h  a t  l e a s t  25 y e a r s  o f  c r e d i t e d  
s e r v i c e ,  c f  w h i c h  the l a s t  f i v e  m u s t  b e  " m e m b e r s h i p  s e r v i c e "  
i n  A l a s k a  s c h o o l s ,  w h i l e  t e a c h e r s  w h o  b e g i n  t h e i r  c a r e e r s  in 
A l a s k a ,  a n d  c o n t i n u e  to t e a c h  for 20 y e a r s ,  m a y  r e t i r e  w i t h  
f u l l  b e n e f i t s  a f t e r  20 y e a r s  " m e m b e r s h i p  s e r v i c e . "  Thus, a 
t e a c h e r  w h o  w o r k s  f i v e  y e a r s  in W i s c o n s i n ,  m o v e s  to A l a s k a ,  
b u y s  i n t o  t j T e a c h e r s  R e t i r e m e n t  s y s t e m  f o r  the f i v e  years, 
m u s t  t h e n  t e a c h  a t o t a l  o f  20 y e a r s  in A l a s k a .  If a t e a c h e r  
b e g i n s  w o r k  in Alas! a the s a m e  day, a n d  c o n t i n u e s  t h e r e a f t e r  in 
A l a s k a ,  he o r  s h e  w i l l  b e  e l i g i b l e  for full b e n e f i t s  five 
y e a r s  earlie:*.

T h i s  s c h e m e  is a f f e c t e d  by the r e q u i r e m e n t ,  p r i o r  to 
1978, t h a t  t e a c h e r s  m o v i n g  to A l a s k a  w e r e  c o m p e l l e d  to "buy 
i n t o "  the S y s t e m  by p a y i n g  r e i n s t a t e m e n t ,  a r r e a r a g e s ,  a n d  
i n t e r e s t  tor e a c h  y e a r  t a u g h t  o u t s i d e  A l u w h a .
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T h e  S u p r e m e  C o u r t  o f  A l a s k a  a n n o u n c e d  in S t a t e  v. 
W y l i e , 516 P 2 d  142 (AK 1973) t h a t  it r e c o g n i z e d  t h a t  the f r e e d o m  
to t r a v e l  t h r o u g h o u t  the U n i t e d  S t a t e s  u n i n n i b i t e d  b y  s t a t u t e s ,  
r u l e s  o r  r e g u l a t i o n s  w h i c h  u n r e a s o n a b l y  b u r d e n  o r  r e s t r i c t  
t h i s  m o v e m e n t  is a f u n d a m e r '  ai r i g h t  u n d e r  the U n i t e d  S t a t e s  
C o n s t i t u t i o n .  (T)he r i g h t  to i n t e r s t a t e  t r a v e l  is i t s e l f  a 
f u n d a m e n t a l  r i g h t  a n d  a n y  c l a s s i f i c a t i o n  w h i c h  s e r v e s  to 
p e n a l i z e  t h e  e x e r c i s e  o f  t h a t  r i g h t  m u s t  b e  s u b j e c t e d  to s t r i c t  
j u d i c i a l  s c r u t i n y .  S t a t e  v. W y l i e  a t  p . 147. S t a t e  v. W y l i e  
c o n c e r n e d  a d u r a t i o n a l  r e s i d e n c y  r e q u i r e m e n t  for s t a t e  
e m p l o y m e n t .  T h e  S u p r e m e  C o u r t  n o t e d  t h a t  a l t h o u g h  " t h e r e  is 
n o  c o n s t i t u t i o n a l  r i g h t  to e m p l o y m e n t  b v  the st a t e ,  the s t a t e  
m a y  n o t  d e n y  a b e n e f i t  to a p e r s o n  o n  a b a s i s  t h a t  i n f r i n g e s  
h i s  c o n s t i t u t i o n a l l y  p r o t e c t e d  i n t e r e s t s . "  S t a t e  v. W y l i e  a t  
p. 146. An d ,  t h o u g h  the s t a t e  h a s  no d u t y  to p r o v i d e  e m p l o y­
ment,  i t  m a y  n o t  r e s t r i c t  the o p p o r t u n i t y  for i t  o n  the b a s i s  
o f  a n  i n v i d i o u s  d i s t i n c t i o n  b e t w e e n  c l a s s e s  of c i t i z e n s .
S t a t e  r e g u l a t i o n  o f  p u b l i c  e m p l o y m e n t  m u s t  a c c o r d  w i t h  the 
F o u r t e e n t h  A m e n d m e n t .  SJ:ate v. W y l i e  a t  p. 146, c i t i n g  P u r d y  & 
F i t z p a t r i c k  v. S t a t e , 71 C a l  2d 566, 79 C a l  R p t r  77, 456 P 2 d  
645, 6 5 7  (CA 19 6 9 ) .  U l t i m a t e l y ,  the S u p r e m e  C o u r t  c o n c l u d e d  
t h a t  t h e  s t a t e  m a y  n o t  l i m i t  p u b l i c  e m p l o y m e n t  to n e w  r e s i d e n t s  
a s  a m e a n s  o f  s a v i n g  m o n e y ,  o r  o f  r e d u c i n g  u n e m p l o y m e n t  and 
" u p g r a d i n g  A l a s k a ' s  h u m a n  r e s o u r c e s . "  T h o s e  i n t e r e s t s  w e r e  n o t  
s o  substantial., so c o m p e l l i n g ,  t h a t  t h e y  n e c e s s i t a t e d  
b u r d e n i n g  the c o n s t i t u t i o n a l l y  p r o t e c t e d  r i g h t  to t r a v e l .

M o r e  r e c e n t l y ,  in W i l l i a m  v. Zobel, O p  2 1 7 0  (AK 1980) 
a n d  in H i c k l i n  v. O r b e c k , 565 P 2 d  159 (AK 1977), t h e  A l a s k a  
S u p r e m e  C o u r t  r e j e c t e d  t h e  i m p o s i t i o n  o f  d u r a t i o n a l  r e s i d e n c y  
r e q u i r e m e n t s  u n d e r  a m o r e  r e l a x e d  t e s t  t h a n  " s t r i c t  s c r u t i n y . "  
H i c k l i n  c o n c e r n e d  the A l a s k a  H i r e  law, a n d  in a f f i r m i n g  W y l i e  
th e  C o u r t  n o t e d :

" T h e  s t a t e  a l s o  s u g g e s t s  th a t  o u r  s c r u t i n y  s h o u l d  be  
l e s s  s t r i c t  b e c a u s e  A l a s k a  H i r e  d o e s  n o t  b a r  n o n r e s i d e n t s  
f r o m  e m p l o y m e n t ,  b u t  m e r e l y  g i v e s  a p r e f e r e n c e  to 
r e s i d e n t s .  B u t  a s  l o n g  a s  t h e r e  a r e  a v a i l a b l e  A l a s k a  
r e s i d e n t s ,  it is a b a r  to t h o s e  w h o  c a n n o t  m e e t  the 
r e s i d e n c y  s t a n d a r d s .  Be  it b a r  o r  p r e f e r e n c e ,  the 
a p p e l l a n t s  (hive b e e n  p e n a l i z e d ) .  565 P2d 166.

A n d  in 'Zobel I" the C o u r t  s t a t e d  that:

" W h e n  a l a w  c o n d i t i o n s  the r e c e i p t  o f  s o m e  r i g h t  
o r  b e n e f i t  u p o n  a p e r i o d  o f  r e s i d e n c y ,  we w i l l  b a l a n c e
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t h e  i m p o r t a n c e  o f  t h e  d e n i a l  o f  the r i g h t  o r  b e n e f i t  
a g a i n s t  t h o s e  l e g i t i m a t e  g o v e r n m e n t  o b j e c t i v e s  w h i c h  
m a k e  i t  j u s t i f i a b l e  to c l a s s i f y  p e o p l e  on  t h e  b a s i s  o f  
t h e i r  l e n g t h  o f  r e s i d e n c y . "  W i l l i a m s  v. Z o b e l , 
s u p r a  a t  p . 13.

T h e  S u p r e m e  C o u r t  h a s  l o n g  r e j e c t e d  the s t a t e ' s  
i n t e r e s t  i n  s a v i n g  m o n e y  as  a j u s t i f i c a t i o n  for l i m i t i n g  the 
b e n e f i t  o f  p u b l i c  e m p l o y m e n t  to a c l a s s i f i c a t i o n  o f  p e r s o n s .  
T h i s  is the o n l y  l e g i t i m a t e  s t a t e  p u r p o s e  t h a t  m i g h t  be 
a d v a n c e d  i n  s u p p o r t  o f  the p r e s e n t  d i s p a r i t y  in t h e  T e a c h e r s  
R e t i r e m e n t  S y s t e n . If i t  c o u l d  not, u n d e r  the a b o v e  ca s e s ,  
s u p p o r t  d i s p a r a t e  t r e a t m e n t  in  h i r e ,  i t  c e r t a i n l y  c a n n o t  
s u p p o r t  d i s p a r a t e  t r e a t m e n t  in  c o n d i t i o n s  o f  e m p l o y m e n t  - 
p a r t i c u l a r l y  w h e n  t h e y  so s e v e r e l y  p e n a l i z e  p a s t  e x e r c i s e  o f  a 
f u n d a m e n t a l  c o n s t i t u t i o n a l  ri g h t .

If y o u  h a v e  a n y  f u r t h e r  q u e s t i o n s  in t h i s  r e g a r d  
p l e a s e  d o  n o t  h e s i t a t e  to c o n t a c t  t h i s  o f f i c e .

V e r y  t r u l y  y o u r s

J E R M A I N ,  D U N N T G A N  & O W E N S

W i l l i a m  K. J e r m a i n
K K / j k

E n c l o s u r e s



n . F I S C A L  D E T A I L
A ge nc y Affected A d m i n i s t r a t i o n  - D ivi si on  of  R e t i r em e nt  & B e n e f i t s  _

Progran: Category Affected L ab or  S e r vi c es  and E le m en t ar y & S ec o nd a ry  Education 

i R U ,  Program, or Subprogram(s) A L cct ed  * 2 - 9 6 - 8 - 0 1 - 0 1 - 0 2  (TRS) 0 2 -1 1 -8 -Q 2 - Q 1 - Q O  (TRS M A T C H ) !  

(Note: If m o r e  than one budget c o m p o n e n t  is affected, separate line-item amounts and funding for each 

■ c o m p o n e n t  in the analysis section.)

j E X P E N D I T U R E S  (Thousands of Dollars)

FY 81 FY 82 FY 83 FY 84 FY 85 FY 86

J 0 0  P E R S O N A L  S E R V I C E S

p 2 0 0  T R A V E L

& 3 0 0  C O N T R A C T U A L

4 0 0  C O M M O D I T I E S

5 0 0  E O U I P M E N T

6 0 0  L A N D  &. S T R U C T U R E S

I 7 0 0  S T A T E  T R S  M A T C H I N G 1,727.7 1.900.5 2.09T 6 ? r?99 7 ? 7
100 B E N E F I T S 312 4 343.6 77ft n 415 f t 457.4

T O T A L -U- 2,040.1 2,244.1 2,468.6 2,715.5 2,987.1

t v F U N D I N G  (Thousands of Dol 

G E N E R A L  F L T N D

Jars)

-0- 2,040.1 ' 2,244.1 2,468.6 2,715.5 2,987.1

F E D E R A L  F U N D S

V E T E R A N’S F U N D

FISH & GAME FUND

H IG HW AY  FUND

A I R P O R T  FUND

\ C AP IT AL  FUf 0

PERS

TRS

P O S I T I O N S  ’̂ e  

F U L L  T I M E

P A R T  T I M E

{ T E M P O R A R Y

III. A N A L Y S I S  (See Fiscal Note Preparation Instructions, Section III)

1. This bill does not i ff e ct  de fe rr ed  vested teachers.

2. Of the 7,300 a cti vt teachers, 2, 91 6 teachers have o u tsi de  Service. Of these 

w i t h  outside service, 2,376 will Qual if y for r e ti rem en t under existing 

provisions and will not be e f f e c t e d  by this bill. The r e mai ni ng  540 teachers 

will be affected by this bill.

3. T he total present va l ue  o f  the benefits being granted under this bill is 

$27,837,558.

4. To fund this bill, the TR5 c on t ri b ut 'o n  rate mu st  be increased by 1.32" 

of covered payroll (the TRS c o nt ri b ut i on  rate is split 5 0/ 50  between 

the State m a t ch i ng  c o n t r i b u t i o n  and the school district contribution.

5. Estimate FY 82 TRS c o v e r e d  payroll to be $261,775,000, increasing 10* 
annua)ly.

IV DATE 3/11/81 PRFPARFH  BY
/ f o / *  Q .

Paul B. ftrnoldt. Dir*-tnr

AGENCY Di vi s io n  o f  R et i re me nt  & 5en*»fiU
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	SHES12 SB 526



