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Committee Substitute for Sonato Dtti- 343
Fiscal Note Analysis
Prepared by Division of Retirement & Benefits
Department of Administration
January 16, 1990

Analysis: This bill would expand Chapter 89, SLA 1989 (the Retirement Incentive
Program) for the Public Employees’ (PERS) and Teachers’ Retirement Systems
(TRS) by allowing the employer 5 years in which to show a cost savings for
eligible employees, by allowing eligible employees to assume part of the
employer's costs so that a savings to the employer can be shown, and by
extending the retirement window for designated employees in the Division of

Elections.

The total estimated administrative cost to the division by fiscal year is as
follows:

Personnel services costs: FY 90 Fy 91

FY 91
1 Retirement Specialist 1(2 mo.) $ 4.9
8 Retirement Tech. I/II(2mo.) 37.0
2 Accounting Clerk Il (2 mo.) 8.2
2 Clerk 1l (2 mo.) 6,9
Total FY 91 $ 57.0

Travel:
FY 90
2 trips each to ANCH & FBKS $4.1

FY 91
1trip to ANCH & FBKS L 23

Total Bill Cost
FY90 Jari

FY91 $59.1

All administrative costs for this program will be paid in advance by the
participating employers as required by Chapter 89, SLA 1989.

page 2 of 3
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Committee Substitute for Senate -Bill 343
Analysis of Financial Implications on the Retirement Systems
Prepared by Division of Retirement & Benefits
Department of Administration
January 16, 19S0

Analysis: The retirement incentive program legislation requires state agencies

and participating employers and employees to reimburse the PERS and TRS for
the costs of participation in the program; it also requiresa showing of a cost
savings to participate in the program. There should be no long-term or short-
term costs to the retirement systems’ funds.

Page 3 of 3
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Alaska H>tate Hegtelature

COMMITTEES:
Finance

Senator Jim D uncan Vice Chair -
llgai.tii Education

P.O. Box V Juneau, A laska 99811-3100 cial Services
Budget* Audit

(907) 465-4766 Bankinga
Economy
Development

MEMORANDUM

DATE: February 2, 1990

TO: Representative Red Boucher, Chair
House St~te Affairs Committee

FROM: Senator Ji*™"~hcan----—----

SUBJECT: CS Senate BilK343 (State Affairs), Retirement Incentive
Program Amendments

I request your prompt scheduling of CS Senate Bill 343(SA), which
makes minor amendments to the existing Retirement Incentive Program.
The reason it is imperative SB 343 be scheduled for a hearing as soon as
possible is because the application period for State employees closes on
March 31, 1990.

During the interim, I was contacted by a great many State employees
with many years of service who did not qualify for the Retirement Incentive
under the current statute and OMB guidelines. | believe the program is
intended primarily for long term employees and therefore asked the
Executive Branch how we could enable such employees to participate.
Their suggestion was to allow the savings to be calculated over a five year
term as was done in the 86-87 Retirement Incentive Program. Offsetting
the cost to the State of the employee's participation in the program against
the savings in personal services costs over a longer term will allow more
employees to participate and increase the savings to the State.

I have requested statistical information from the Office of
Management and Budget about the age and years of service of employees
found eligible under the three year scenario versus those found ineligible. |
expect to receive it very soon.

To summarize the proposed amendments to the program, it would;

1 increase the period within which savings must be shown from
three to five years;

2. allow employees to pay part of the employer’s share of the
Retirement Incentive cost in order to show a savings; or

District C



Representative Red Boucher
February 2, 1990
Page 2

3. in lieu of payment, allow employees to elect a reduced bonefit to
reduce the employer's cost.

The Senate State Affairs Committee added language which will allow
Division of Election employees until February 1, 1991 to actually retire. This
will allow the Division to retain RIP-eligible employees on board through
the 1990 general election and its certification.

As | said before, I would appreciate your scheduling this bill for a
hearing as soon as possible due to the March 31, 1990 deadline for State
employee application. Currently, OMB is not allowing employees to apply if
a savings is not found under the three year calculation. OMB has requested
all agencies to recalculate savings over a five year period for non-qualifying
employees so applications can be processed expeditiously when SB 343 is
enacted.

I believe these amendments to the program will make the program
more equitable and result in a larger savings to the State. Ifyou have any
guestions, please contact me at 465-4766.

Attachments



INFORMATION FOR HOUSE STATE AFFAIRS COMMITTEE
Provided by Senator Jim Duncan

SB 343, RETIREMENT INCENTIVE PROGRAM AMENDMENTS -

The Retirement Incentive Program was implemented in June of 1989 and
the program continues through November 1 of this year. Employers
choosing to participate in the Retirement Incentive are required to show a
personal services savings. Chapter 89/89 also explicitly states in section 2(b)
that "The organizational units of a plan must be selected so that
implementation of the plan results in maximum savings to the employer in
personal services costs within three years after the commencement of the

plan.”

The three year calculation has rendered many long term state employees
not eligible because OMB is strictly interpreting each individual position as
an organizational unit. Thus, if a savings is not shown on an individual's
position, that person is not considered eligible for the program. School
districts and the University have not taken the same approach to
organizational units and thus have not experienced similar problems.

The preliminary information which | have received on the program to date
indicates that:

Total Eligible by Designated
or Service to Participate % of Total
State 2,987 1,837 61.5
University 767 767 100.0
School Districts 2,271 1,970 87.5
Polysubs 2.627 N/A N/A
Totals 8,652

Current OMB statistics show 1,475 employees designated, not including
Marine Highways, Courts, or Legislative employees. For those 1,475
employees, if they all retire, the State wall save $14.3 million over the next
three years.

A comparison of the current program with the 86-87 program indicates that
in the prior program 83 percent of eligible State employees were designated
to participate versus the current program's rate of 61.5 percent. | think
this clearly shows that many more employees are not qualifying for the
program under the three year savings criteria. Because incentives for long
term employees are more costly to the employer than those for short term
employees it is very likely that when we receive the detailed information
which | have requested it will show that long-term employees make up the
bulk of those not designated for participation. 1| have, in fact, been contacted
by many employees eligible in the previous program who have not been
designated to participate in this one.



SB 343
Page 2

Not all school districts have chosen to participate in the program and this is
reflected in their 87.5 percent designation rate.

To briefly explain the reason why many long term employees have not been
designated by OMB, the retirement benefit in PERS is calculated as 2%
times the first ten years of service times average monthly compensation,
the second ten years is multiplied times 2.25% and the third times 2.5%. A
copy of the applicable pages from the PERS booklet are in your packet
entitled "Retirement Benefits". Thus a person with thirty years of service
earns a retirement benefit which is almost 70% of their ending salary. A
person with only ten years’ service would receive only 20% of their ending
salary. Since the cost of participation in the incentive is based on an
actuarial calculation of the cost to the retirement system of the three year
incentive plus the current value of any increased lifetime benefit, it costs
more for long term employees to participate. If an individual is relatively
young and has many years of service, the problem is compounded. Exhibits
A and B in your folder show the difference the five year calculation makes
on an actual employee's savings calculation. Exhibit C is an example of the
three year calculation of an Anchorage employee who was found ineligible.

SB 343 is very limited in scope, it basically makes changes which affect only
state government and it does not change the window periods of the
program. It will not change the benefit calculation nor add an additional

incentive over what is offered in CH 89/89.

To summarize the proposed amendments to the program, they will;

1. increase the period within which savings must be shown from
three to five years;

2. allow employees to pay part of the employer's share of the
Retmement Incentive cost in order to show a savings; or

3. in lieu of payment, allow employees to elect a reduced benefit to
reduce the employer's cost.



SB 343
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The Senate State Affairs Committee added language which will allow
Division of Elections employees until February 1, 1991 to actually retire.
This will enable the Division to retain RIP-cligiblo employees on board
through the 1990 general election and its certification.

The window periods for all other employees remain:

Employee Must

Employee Tyne Application Period Retire on or Before
Teachers June 30,1989 - Dec. 31, 1989 August 1, 1990
University " " " "
State Sept. 30,1989 - March 31,1990 November 1,1990
Municipal "

The closure of the application period for State employees on March 31
makes it of paramount importance that SB 343 progress through the
legislative pimcess as swiftly as possible so that many deserving long-term
employees can participate. In this way | believe the State can realize the

maximum savings possible through the use of the Retirement Incentive
Program.



MINIMUM REQUIREMENTS FOR
RETIREMENT

When will | he eligible to retire and start receiving monthly
benefits?

Thatdepends on your age and PURS service, Ifyou meet the mini-
mum PERS service requirements described below and you were first
hired under the PERS:

e bcforeduly 1,1986, you can retire atage 55 fornormal retirement
or age 50 for early.

» afterJune .10,1986, you can retire at age 60 fornormal retirement
or ago 55 for early.

Underearly retirement (see page 26), your monthly benefit is ac-
tuarially reduced based on age. The closer you are to norma) retire-
ment age, the smaller the reduction.

Undernormal retirement (see page 25), your monthly benefit is
not reduced.

Toretire,you mustalso meetthe minimum PERS service require-
ments. You must have at least:

e five paid-up years of PERS service; or

e 60 days of paid-up PERS service if you were an employee of the
legislature during each offive legislative sessionsand you were first
hired under the PERS before May 30,1987 (see Conditional Service
Benefit on page 22); or

1

* 80 days of paid-up PERS service if you were an employee of the
legislature during each of five legislative sessions and you were first
hired under the PERS after May 29, 1987 (see Conditional Service
Benefit on page 22); or

» two paid-upyears of PERS service ifyou are vested in Ihe Teachers'
rement System (TRS), See Conditional Service Benefit on page

In addition, you may retire atany age and receive a normal (unre-
duced) benefit if you have at least:

e 30 paid-up years of PERS service; or

* 20 paid-up years of PERS service as a peace officer or fireman fsee
page 67).

Military and temporary credit may not be used to satisfy the mr
30 years needed to retire at any age.

Members who have received a refund of their PERS contributions
should review the following sections in this handbook:

Reinstatement ofService - page @
Payment ofIndebtedness - page

BENEFIT CALCULATION

Illow will my monthly retirement benefitbe calculated?

Your“normal”benefit will be calculated by multiplying the percent-
age multiplier (page 19) times your average monthly compensation
times your PERS service. The normal benefit will be adjusted if you
selectone ofthe other retirement options (early, joint and survivor, or
level income). See Retirement Options on page 25.

Your average monthly compensation is determined by adding to-
getherthe compensation earned during your three highest consecutive
payroll years and dividing the total by the number of months worked
during that same time period. You must have at least 115 days of
credited service in the last payroll year worked to include that year as
one ofyour three highest.

iror instance, if your three highest consecutive salaries and
months worked are as follows, your average monthly compensation
would be $2,500.

18



Payroll Year

Worked Salary Months
1986 $30,000 12
1987 27,500 1
1988 15,000 6

$72,500 20

$72,500 + 29 months equals $2,500

Ifyou received a cost ofliving differential duringyour three highest
yearsandyou were firsthired under the PICKS before January 1,1987,
the difl'erential will automatically be included as part ofyour salary(s).
However, it will only be included ifyou were first hired after Decern-
ber31,1986,and you received acomparable differential duringatleast
50% ofyour credited service. See Refund ofContributions on Cost of
Living Differential on page 62.

Percentage Multipliers

The percentage multipliers for members, other than peace officers
and firemen, are:

e 2% per year for all service earned up to 10 years; plus

» 2-1/4% per year for all service ovc-r 10 years, but less than 20 years
(applies only to service earned after June 30, 1986); plus

e 2-1/2% per year for all service over 20 years (applies only to service
earned after June 30,1986).

All service earned before July 1,1986, will be calculated using the
2% multiplier.

This example shows how to calculate a normal retirement benefit.
We have assumed that the average monthly compensation is $2,500,
and that the member had 10 years of service on June 30, 1986, and
earned 20 additional years after June 30,1986.

Example:

1 2% x the first 10 years x $2,500 = $ 500.00; plus
2-1/4%  x the second 10years x $2,500 = $ 562.50; plus
2-1/2%  x the third 10 years x $2,500 = $ 625.00

Total $1,687.50

19

Asyou can see, the normal benefit is: $500.00 for the first 1llyears
ofservice; $562.50 forservice between 10 and 20 years; and $625.00 for
service between 20 and 30 years.

The memberin the example would receive a monthly base benefit of
$1,687.50 for the rest ofhis or her life Any adjustments to the benefit
would be calculated on that base benefit. Please review the following
sections for details about adjustments:

Post Retirement Pension Adjustment tPRVA) - page 58
Cost of Living Allowance (COLA) -page 51

Joint and Survivor Options - page 27

Early Retirement - page 26

Payment of Indebtedness - page 63

The percentage multipliers for >ace officers and firemen are:
e 2% per year for their first 10 years of service; plus
e 2-1/2% per year for service over 10 years.

For a terminated, deferred vested member, the percentage multi-
plier that was in effect when the member terminated from PERS
employment will be used to calculate the benefit. Consequently, even

though the current multipliers may be larger, the multiplier in effect
at the time oftermination will be used.

BENEFIT PAYMENTS

When will I be appointed to retirement?

You will be appointed on the first of the month following the date
that:

e you meet the minimum service and age requirements for relire-
ment. But, ifyour birthday falls on the first day of the month, you
are eligible to retire that month rather than the following month;

e you terminate PERS employment; and

e your written application for benefits is received by the Division of
Retirement and Benefits. It should be sent to the division at least
30 days before you terminate.

. Please review the following sections for details about benefit pay-
ments under other provisions:

20



Richard C. Randall

P.0O. BOX 230444
Anchorage, Alaska 99523
January 26, 1990

Senator Jim Duncan
P.0O. Box V, Room 119
Juneau, AK 99811

Dear Senator Duncan:

ND3B (R o e denat e iRe
r!j and
request that you give this bill serious consideratron when it Comes
up for debate and eventually a floor vote.

If passed 1in its present form this proposed amendment to the
retirement 1incentive program would be a significant 1improvement
over the existing law for the following reasons:

1. In the face of declining revenue it would help cut the cost
of government through a combination of reduced employee salaries,
benefit costs and, where appropriate, could even resultin the
elimination of some nonessential positions.

2. 1t would also provide additional savings to the State by
allowing the retiring employee to assume a portion of the
employer”~s liability created through that person-"s early
retirement. (Many employees who would be eligible for the existing
RIP except that there 1i1s no provision for those employees to
personally help pay for their indebtedness).

The schedule for possible consideration and passage of Senate Bill
No. 343 is also important because the deadline for application for
the existing RIP 1is March 31, 1990. Unless this bill 1is passed
into law prior to this date there will be some employees who may
neglect to apply because they have previously been informed that
they don"t qualify under the existing law. You may wish to
consider the possibility 02 further amending the bill by extending
the deadline for application to coincide with the end of the
current legislative session.

Thank you for any support you may be able to provide toward the
timely passage of this bill and for consideration of this letter.
Please contact me if you have questions or if | can provide any
additional information.

Richard C. Randall
346-2312 (Home)

RECEIVED r-R 02
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6.A RETIREMENT _AND "ENE

ESTIMATE
AL e R e

1.

CRAFT

RETIREMENT INCENTIVE PROGRAM

DETAILED COST SAVINGS BY POSITION
DEPARTMENT:  TRANSPORTATION AND PUBLIC FACILITIES

CALCULATION OF SAVINGS

ESTIMATED  EST|MATED  ESTIMATED
FY 91 FY 92 FY 93

TOTAL

CURRENT RANGE AND STEP 20 L 20 L W L
SALARY AND BENEFIT COST §75%412.18  $75,412.18 $75,412.18 $226,236.54

REPLACEMENT RANGE AND STEP 20 A 20 B 20 C
SALARY AND BENEFIT COST $59,035.88  $61,047.32 $62,801.66 $182,884.87
FUNDS AVAILABLE (LINE 2 MINUS LINE A) §16,376.30  $14,364.86 $12,610.52 §43,351.68

FITS COST TO THE EMPLOYER (HOT

ENWET%GRAM $43,055.00

3 AQMINSTRATIVE COST (.007 X RETIREMENT AND BENEFITS COST FROM 630138
TOTAL COST (6A + 6B) $43,356.38

SAVINGS FOR THIS PCN (LINE 5 MINUS LINE 6) $-4.71
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other employers who participate
their personal services costs be
mentation of the retirement ince

SLA

1986, as amended by ch. 76,

voluntarily, will reduce the har
to realize sufficient economies
benefits to state agencies and o
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in the state retirement systems to reduce
cause of declining state revenue, reimple-
ntive program established by ch. 26, SLA

1988, encouraging employees to retire
dship of layoffs. This program is intended
to offset the cost of administration and
ther employers resulting from the award of
t in anet reduction in personal services

ployers during a period ofdeclining revenue.

* Sec. 2. RETIREMENT INCENTIVE PROGRAM. (a) An employer may adopt a
retirement incentive plan under secs. 3 - 6 of this Act, as appropriate, to
designate organizational units of employees eligible to participate in the
retirement incentive program.

(b) The organizational units ofa plan must be selected so that
implementation of the plan results in maximum savings tothe employer in
personal services costs within three years after the commencement of the
plan. A plan that results in savings in personal services costs in any
amount that is in excess of all costs to the employer qualifies under this

SB0073g
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section. The designation may include only representatives from job class-

ifications whose inclusion contributes to the overall cost savings.

(c) A member is eligible to participate in the retirement incentive
program only if the member is vested, is employed in a position in a des-
ignated organizational un't, and will be qualified to retire under AS 14.-
25.110 or AS 39.35.370 after receipt of the retirement incentive. To
participate, a member shall apply on a form provided by the administrator.

(d) A participating employer shall prepare and file the retirement
incentive plan with the administrator. For state employees other than

university employees, the administrator may approve a designated orga-
nizational unit only if the office of management and budget certifies that
the unit's participation in the plan meets the requirements of (1) of this
section. The administrator shall approve the plan if it meets the require-
ments of this section. The plan must
(1) identify organizational units and employees eligible to
participate in the program;
(2) include a reimbursement agreement that
(A) requires the employer, for each employee who is retired
under the plan, to reimburse the system within three years after the
end of the fiscal year in which the employee is appointedto retire -

ment in an amount equal to

(i) the actuarial equivalent of the difference between
the benefits the participant receives after the addition of the
retirement incentive under this section and the amount the par-
ticipant would have received without the incentive, less the
amount the participant has paid on the indebtedness determined
under (e) or (f) of this section; and

(ii) an appropriate share of the administrative costs

of the program; and

CCS SB ~3 -2- SB0073g
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(11) provides that contributions from the employer under
this section take priority over other obligations of the employer to
the maximum extent permitted by law.

(e) A member of the teachers' retirement system who participates in
the retirement incentive program is indebted to the system. The amount of
indebtedness is equal to 21 percent of the member's actual compensation for
the school year, or the calculated school year compensation for a member
who works less than the entire school year, for the school vyear in which
the member terminates employment to participate in the program. An out-
standing indebtedness at the time a participant is appointed to retirement
will require an actuarial adjustment to the benefits payable.

(f) A member of the public employees' retirement system who partici-
pates in the retirement incentive program is indebted to the system. The
amount of indebtedness is equal to 22-1/2 percent for a peace officer or
fireman, and 20-1/4 percent for other members, of the member's actual
annual compensation, or the calculated annual compensation for a member who
works fewer than 12 months, for the year in which the member terminates
employment to participate in the program. An outstanding indebtedness at
the time a participant is appointed to retii'ement will require an actuarial

adjustment to the benefits payable.

(9) Aparticipant in the retirement incentive program receives a
credit of three years. The three years must be applied in the following
order until exhausted:

(1) to meet the age or service required for eligibility for

normal retirement under AS 14.25.110 or AS 39.35.370, as appropriate;

(2) to meet the age required for early retirement under AS 14.-
25.110 or AS 39.35.370, as appropriate;

(3) to reduce the actuarial adjustment required for early re-

tirement under AS 14 25.110 or AS 39.35.370, as appropriate;

SE0073¢g -3- CCS SB 73
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Sec. 3. AUTHORIZATION FOR STATE EMPLOYEE RETIREMENT INCENTIVE. (a)
is authorized to adopt a retirement incentive plan for its
plan adopted under this section shall permit a designate
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adopted under this section may only permit participation

qualified and who
has been continuously employed by the state since
88;

is a permanent seasonal employee continuously employed by

(2)
the state in t
November 1, 19

'3

he permanent

88,

has

or more employees

control number

CCS SB 73

and

in which

a job

shart

in

the position

sharing

a single

which

the

seasonal positio

agreement

position i
employee
-4-

n during all

normally was

with a state

dentified

choosing

the time since

ncy in which

single posit

of
filled;
age
by a
to

participate

SB0073g

two

ion

was



10

11

12

13

14

15

16

18

19

20

21

22

23

24

25

26

27

28

29

continuously employed by the agency during all of the time since
November 1, 1988, in which the employee normally worked under the job
sharing agreement; or
(4) meets a combination of the requirements of this subsection.

(d) Under a plan adopted under this section, the administrator may
not accept the application of an employee unless the employee will be
appointed to retirement on or before November 1, 1990.

(e) In this section "state agency" does not include the University of
Alaska or an entity covered by sec. 4 of this Act.

* Sec. 4. AUTHORIZATION FOR RETIREMENT INCENTIVE FOR OTHER EMPLOYEES IN
THE PUBLIC EMPLOYEES' RETIREMENT SYSTEM. (a) The governing body of a
political subdivision of the state or a public organization that has elect-

ed to participate in the public employees' retirement system under AS 39.-

35.550 - 39.35.650 is authorized to adopt a retirement incentive plan for
its employees under sec. 2 of this Act. A plan adopted under this section
shall permit designated employees to apply to the retirement incentive

program under sec. 2 of this Act from September 30, 1989, through March 31,
1990.

(b) Under a plan adopted under this section, the administrator may
not accept the application of an employee unless the employee will be
appointed to retirement on or before November 1, 1990.

* Sec. 5. AUTHORIZATION FOR RETIREMENT INCENTIVE FOR THE EMPLOYEES OF
THE UNIVERSITY OF ALASKA. (a) The Board of Regents of the University of
Alaska is auchorized to adopt a retirement incentive plan for its employ-
ees. A plan adopted under this section shall permit designated employees
to apply to the retirement incentive program under sec. 2 of this Act from
June 30, 1989, through December 31, 1989.

(b) Under a plan adopted under this section, the administrator may

not accept the application of an employee unless the employee will be

SB0073g -5- CCS S3 73
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appointed to retirement on or before August 1, 1990.

* Sec. 6. AUTHORIZATION FOR RETIREMENT INCENTIVE FOR OTHER EMPLOYEES IN
THE TEACHERS' RETIREMENT SYSTEM. (a) An employer under the teachers’
retirement system who is not otherwise covered by secs. 3 or 5 of this Act
is authorized to adopt a retirement incentive plan for its employees under
sec. 2 of this Act. A plan adopted under this section shall permit des-
ignated employees to apply to the retirement incentive program under sec. 2
of this Act only from June 30, 1989, through December 31, 1989.

(b) Under a plan adopted under this section, the administrator may
not accept the application of an employee unless the employee will be
appointed to retirement on or before August 1, 1990.

* Sec. 7. POLITICAL SUBDIVISION OR PUBLIC ORGANIZATION EMPLOYMENT.
Notwithstanding other provisions of law, a vested member who is a state
employee and is participating in the retirement incentive program may
receive credit for employment with a political subdivision or public orga-
nization before the political subdivision or organisation became an em-
ployer under the system for purposes of determining eligibility for retire-
ment under AS 14.25.110 or AS 39.35.370, as appropriate. The member may

not receive credit for those years under this subsection for purposes of

determining benefits. In order for a state employee to receive credit
under this subsection, the employee’s participation in the program must
contribute to the overall cost savings of the agency.

* Sec. 8. RECOVERY OF EMPLOYER DELINQUENCIES. To recover a delinquency
owed by an employer other than the state under an agreement entered under
sec. 2(d)(2) of this Act, the Department of Administration may

(1) bring an action against the employer; or
(2) direct that the amount of the delinquency or a lesser amount
be withheld from any money payable to the employer by a state department or

agency and that the amount withheld be credited to the delinquency.

CCS SB 73 -6- SB0073g
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* Sec. 9. REEMPLOYMENT INDEBTEDNESS AND REEMPLOYMENT PROHIBITION. (a)
If a participant in the retirement incentive program is reemployed as a
member of the public employees' retirement system under AS 39.35 or the
teachers' retirement system wunder AS 14.25 after appointment to retirement
under the program, the participant loses the incentive credit received
under sec. 2(g) of this Act and is indebted to the system. The amount of
the indebtedness is equal to 110 percent of the amount the participant
received as a result of participation in the program to which the partici-
pant was not otherwise entitled, including the cost of health insurance.
The participant is entitled to a credit to be applied against the reemploy-
ment indebtedness in the amount the participant has paid under sec. 2(e) or
(f) of this Act. Interest accrues on the indebtedness at the rate estab -
lished by regulation from the date of reemployment until the member is ap-
pointed to retirement and accepts an actuarial adjustment to the member's
future benefits or until the amount is paid in full.

(b) For one year after the date on which an employee who participated
in the program retired, the participant may not be employed by or enter
into a contract for personal services with a state department or agency
other than a personal services contract with the University of Alaska.
This subsection does not prohibit the university from entering into a
personal services contract with an employee who has participated in the
program during the year immediately following the employee's retirement.

* Sec. 10. OFFICE OF MANAGEMENT AND BUDGET. When designating an orga-
nizational unit for participation in the retirement incentive program, the
executive head of a state agency shall describe in detail the expected
effect of the program on the agency's personal services cost and operation.
This report shall be filed with the office of management and budget. For
each employee who will receive credit for employment under sec. 7 of this

Act, the agency head shall establish to the satisfaction of the office that
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the proposed participation contributes to the overall agency cost savings.
The agency shall report as required by the office of management and budget
on the cost of each member's participation and the effect on the agency's
personal services cost and operation. The office of management and budget
shall submit to the legislature annual reports on the retirement incentive

program beginning on January 15, 1991, and continuing through January 15,

1993, and shall submit a final report on January 15, 1994. Each report
shall provide the information necessary for the legislature to evaluate the
effectiveness of the program in achieving its objectives. The report

should include information on the designated organizational units under the
retirement incentive plans including the cost of the retirement incentive
program per participant, the cost to the state, the cost to the employee,
the annual budgeted amount by agency for the retirement incentive, and the
projected or actual net savings over the three-year period.

* Sec. 11. PROGRAM CHANGES. An employee does not have a vested or
contractual right to any benefit under this Act until an agreement is
executed with the administrator that permits the benefits to be offered to
an organizational unit of which the employee is a member. The legislature
reserves the right to change any aspect of the incentive program as it
relates to members of organizational units for which participation agree-
ments are executed by the administrator after the effective date of the

changes.

* Sec. 12. TIMELY APPLICATION. A member who is eligible undersecs.

2 - 7 of this Act and who has submitted a timely application for participa-

tion in the retirement incentive program may be consideredfor participa-

tion in the program notwithstanding sec. 14o0f this Act.

* Sec. 13. DEFINITIONS. The definitions set out in AS14.25.220apply

to this Act for members of the teachers' retirement system. The defini-

tions set out in AS 39.35.680 apply to this Act for members of the public

CCS SB 73 -8- SB007Jg



1 employees' retirement system.
2 * Sec. 14. Sections 1 - 7 of this Act are repealed July 1, 1991.

3 * Sec. 15. This Act takes effect immediately under AS 01.10.070(c)
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Statement

To: The House State Affairs Committee

From: Bernard Gary Johnson* State Employee

Subject:  Proposed Amendment to the Retirement Incentive Program,
Chapter 89, SLA 89, Section 7.

Mr. Chairman and members of the committee:
;hank you for the opportunity to comment nn Chapter 89, SLA 89, Sectiuu

My comments will primarily be on the matter of the interpretation of
Sec%gon 7 and the need for an amendment to clarify the meaning of the
section.

| have worked for 20 years as a state employee. Two andone-half of
those years, however, were with a state publicorganization before that
prga1r6|8z§1t|on became a member of the Public Employees Retirement System
in .

The main issue is whether the "credjt" under Section 7 is the same “credit”
for ellamlhty under the age or service criteria that is sE)ecmcally spelled
out under Section 2(g). Following is the text of Section 2(g):

(9) A participant la eh* retirement incentive program receive* *
7alcredit pr chr«e y«*ra. The three year* must be applied It eh* following
%a. order until exhausted:

0) Co meet the age or eervie* required for eligibility for
»lenormal retirement under AS 14.25.110 or AS 39.25.370, aa appropriate,
1 (2)to mcec the age required for early retirement under AS 14.-,
jjiL25.110 or AS 39,35.370, appropriate,
Jlif (3)to reduce the actuarial adjustment required for early re-
jiiicirement underASH .25.110 or AS 39.35.370, a« Appropriate,

'l (*)  ** yerT» of credited eervice for calculating retirement
} benefit*,

As can be seen, Section 2(g) very clearly defines the credit as applying to
meet the age or service required for eligibility for retirement.



Section 7V which is also directly under the Retirement Incentive Program
statute, also refers to "credit". This credit is for employment with a public

organization before the public organization, became an employer under the
system.  Following is the text of Section 7.

* §*c. 7. POLITICAL SUBDIVISION OR PUBLIC ORGANIZATION EMPLOYMENT.
Notvithitanding other provision* of law, a vetted weaker who It t attte
employe# mend le participating in the reclreaanc incentive program way
receive credit for employment with a political lubdlvlilon or public orge-
nitatiou before the political subdlviaion or orgenieetion becmae en em-
ployer under the ayatam for purpotee of derermining eligibility for retire-
ment under AS 14,23.110 or AS 39.35.370, aS appropriate. The member may
not receive credit for tho»e year* voider thI* eubnction for purpoeee of
determining benefit*. In order for e etite eoplojree to receive credit

under thle eubftctlan, the employeel* participation In the program ouet
contribute to the overall toot savings of the agency.

Section 7 refers to "credit" as it does in Section 2(g), but it is not
specifically spelled out in Section 7. Clearly, however, the reference to
"credit" under Section 7 under the chapter specifically entitled Retirement
Incentiye- Program should be the same "orcdit" that is specifically spelled
out in the legislation under Section 2(g),

Age and service credit are not ordinarily combined, but the Retirement
Incentive _Pro%ram provides for the exception to other statutes. Section 7
Itself beg;ns y saying "Notwithstanding other provisions. of law

Senator Jim Duncan also agrees with my interpretation in the context of
the RIP legislation. The Division of Refirement and Benefits is sayln? that
the credit under Section 7 applies only to credit for service and not fo
credit for e|l?lbl|lty by age. They aré referring to other retirement statutes,
however, that are "not” under the” current Retirement Incentive Program.

If you agree with my interpretation and that of Senator Duncan's, an
amendment to Section 7 should be nothing more than a housekeeping
change. There will be no fiscal impact because any credit received under
this section must contribute to the cost savings of the agency.



Following is a proposed draft amendment to Chapter 89, SLA 89, Section 7.

Section 7, ch 89, SLA 1989, is amended to read:

* Sec 7. POLITICAL SUBDIVISION OR PUBLIC ORGANIZATION EMPLOYMENT.
lal Notwithstanding other provisions oflaw, a vested member who is a state employee and
is participating in the retirement incentive program may receive credit for employment
with a political subdivision or public organization before the political subdivision or
organization became an employer under the system fo? the purpose of determining
eligibility for retirement [UNDER AS 14.25.110 OR AS 39.35.370, AS APPROPRIATE],
The.credit-must be applied in the following order until exhausted:

(D—to meeUhfi age or sgmse-uiiquired for.eligibility for-JiQnnaLrfitirement undar
AS 14.25.11Q.or. AS 39..35.370. as appropriate:
__12) to-maetJhe age required for earlv retirement.under. AS 14.25.110 or AS
39.35,3710"ag.apfIrgpria,to
--------- 13} to rednce_the actuarial.adiustment repaired for enrlv retirement under AS
34.25.110 or AS 39,35.370. as Appropriate.

fb) The member may not receive credit for those years under this subsection as years of
credited _servica_ for__calculating, retirement benefits. [FOR PURPOSES OF
DETERMINING BENEFITS.]

itl In order for a state employee to receive credit under this subsection, the employee's
participation in the program must contribute to the overall cost savings of the agency,

The only change to Section 7 is the addition of wording directly from
Section 2(g) which makes the credit very dear. It is possible, however,
that the amendment could he made even shorter by simply covering it in
the definitions section of the retirement statutes.

Thank you very much for your consideration of this issue. | appieciate
this opportunity. | would be happy to answer any questions that | can.
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