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B Y  FRANK, B O Y E R  A N D
1 IN T H E  H O U S E  K O P O N E N

2 H O U S E  B I L L  NO. 249

3 I N  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  OF  A L A S K A

4 F I F T E E N T H  L E G I S L A T U R E  - F I R S T  S E S S I O N

5 A  B I L L

6 F o r  an  A c t  e n t i tled: " A n  Act r e l a t i n g  to the i s s u a n c e  of b o n d s  of the

7 U n i v e r s i t y  of A l a s k a  f o r  r e f i n a n c i n g  h o u s i n g ;  a nd

8 p r o v i d i n g  f or an  e f f e c t i v e  d a t e . "

9 B E  IT E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  ALASKA:

10 * S e c t i o n  1. F o r  the p u r p o s e  of  r e f i n a n c i n g  the e x i s t i n g  m o r t g a g e  l o a n

11 on  h o u s i n g  of the U n i v e r s i t y  of A l a s k a  at F a i r b a n k s  k n o w n  as Y a k  Estates,

12 the i s s u a n c e  of r e v enue b o nds of t he u n i v e r s i t y  in  the t o t a l  p r i n c i p a l

13 a m o u n t  n ot to e x c e e d  $ 2 , 4 0 0 , 0 0 0  is a u t h o r i z e d .  The p r i n c i p a l  of  a nd inter-

14 est on the b o n d s  shall be p a i d  out of a nd s e c u r e d  by  the a m o u n t s  r e q u i r e d

15 in  sec. 3, ch. 56, SLA 1961, to be p a i d  into the h o u s i n g  s y s t e m  r e v e n u e

16 fund.

17 * Sec. 2. Th e  bonds shall be i s s u e d  a n d  s o l d  as p r o v i d e d  in  ch. 56, S L A

18 1961, as a m e n d e d  by ch. 47, S L A  1962. Tile p r o v i s i o n s  of ch. 56, S L A  1961,

19 as a m e n d e d  by ch. 47, S L A  1962, a p p l y  to the b o n d s  a u t h o r i z e d  b y  this A c t

20 e x c e p t  that the l i m i t a t i o n  on  i n v e s t m e n t s  of m o n e y  in  the r e v e n u e  fun d  an d

21 o n  the rat e  of i n t e r e s t  do not apply. T h e  p r o v i s i o n s  of sec. 8 ( r e l a t i n g

22 to l e g a l  i n v e s t m e n t s ) ,  sec. 9 ( r e l a t i n g  to e x e m p t i o n  f r o m  t a x a t i o n ) ,  sec.

23 10 ( r e l a t i n g  to p l e d g e  of the state) and sec. 11 ( r e l a t i n g  to the e f fec-

24 t i v e n e s s  of the p l e d g e )  of ch. 93, S L A  1974, as amended, a p p l y  to the b o n d s

25 a u t h o r i z e d  by  this Act.

26 * Sec. 3. The r e v e n u e  b o n d s  a u t h o r i z e d  by this A c t  a nd the i n t e r e s t  d ue

27 o n  t h e m  do not c o n s t i t u t e  a g e n e r a l  o b l i g a t i o n  of the s t a t e  or  of the

28 U n i v e r s i t y  of Alaska.

29 * Sec. 4. T his A ct takes e f f e c t  i m m e d i a t e l y  u n d e r  AS  0 1 . 1 0 . 0 7 0 ( c ) .
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C O N T I N U A T I O N  o f  F I S C A L  N O T E  A N A L Y S I S

, ,  F o r  B i l l / R e s o l u t i o n  N o .  H o u s e  B i l l  2 4 9

A n a l y s i s : —  - ■ — ...... •>— •••
. ,  -m i — t  ■ in r - . iw r  r  - *** •*

T h e  p r i m a r y  p u r p o s e  o f t h e  l e g i s l a t i o n  is t o  c l e a n  up  the c u r r e n t  
d e b t  s t r u c t u r e  o f  t h e  U n i v e r s i t y  of  A l a s k a  h o u s i n g  system. This 
w i l l  s i m p l i f y  m a n a g e m e n t  o f  the h o u s i n g  b y  e l i m i n a t i n g  
r e s t r i c t i v e  b o n d  covenants, a l l o w i n g  all s e g m e n t s  of the h o u s i n g  
s y s t e m  t o  b e  a c c o u n t e d  for a n d  h a n d l e d  in t h e  same m a n ner. A  
s i n g l e  debt s t r u c t u r e  will al s o  m a k e  future e x p a n s i o n  of the 
h o u s i n g  s y s t e m  t h r o u g h  n e w  issues of  r e v e n u e  b o n d s  m o r e  
m a r k e t a b l e ,  a n d  e l i m i n a t e  the p o t e n t i a l  of  h a v i n g  to  r e f i n a n c e  
t h e  Y a k  E s t a t e s  debt u n d e r  less f a v o r a b l e  m a r k e t  condi t i o n s .
B a s e d  on  recent f a v o r a b l e  low i n t e r e s t  rates, the u n i v e r s i t y  a l s o  
h o p e s  t o  o b t a i n  a l o w e r  l o n g - t e r m  debt s e r v i c e  cost.

T h e  h o u s i n g  s y s t e m  c u r r e n t l y  s u p p o r t s  t h r e e  s e p a r a t e  t y p e s  of 
de b t  issues: a 1958 G O  B o n d  issue, six series of 19bl t h r o u g h  
1968 R e v e n u e  Bonds, a n d  a 1972 d e e d  of t r u s t  n o t e  on t h e  Y a k  
E s t a t e s  facility. C o m m i t m e n t s  for the 1958 G O  B o n d  i s sue w i l l  be 
p a i d  o f f  this year. T h e  u n i v e r s i t y  is c u r r e n t l y  w o r k i n g  w i t h  the 
U.S. D e p a r t m e n t  o f  E d u c a t i o n  a n d  the S t a t e  B o n d  C o m m i t t e e  on a 
p r o p o s a l  to o b t a i n  a d i s c o u n t  of a p p r o x i m a t e l y  $ 2  m i l l i o n  on the 
e a r l y  r e d e m p t i o n  of t h e * 1 9 6 1 - 1 9 6 8  R e v e n u e  Bonds, w h i c h  wi l l  m a k e  
r e f i n a n c i n g  of  t h e s e  l o w - i n t e r e s t  loans e c o n o m i c a l l y  viable. 
R e f i n a n c i n g  of t h e  Y a k  E s t a t e s  d e e d  of t r u s t  n o t e  w i t h  a 
t a x - e x e m p t  issue w h i c h  is c o m p a r a b l e  t o  t h e  r e v e n u e  b o n d  
r e f i n a n c i n g  s e r i e s  w i l l  p r o v i d e  the h o u s i n g  s y s t e m  w i t h  one 
c o n s i s t e n t  set of covenants, r e s trictions, a n d  d e b t  s e r v i c e  
r e q u i r e m e n t s .'

T h e r e  is n o  cost t o  t h e  g e n e r a l  f u n d  of t h i s  legi s l a t i o n .
P a s s a g e  is s u p p o r t e d  b y  the U n i v e r s i t y  of A l a s k a  B o a r d  o f  
Re g e n t s .
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T O S e n a t e  F i n a n c e  C o m m i t t e e

R E :

F R O M R e p - / £ t € v e  F r a n k  

H o u s e  B i l l  2 4 9

D A T E : M a y  1 6 ,  1 9 8 7

T h e  p u r p o s e  o f  H o u s e  B i l l  2 4 9  i s  t o  a l l o w  t h e  U n i v e r s i t y  
t o  r e f i n a n c e  a  d e e d  o f  t r u s t  n o t e  i n  o r d e r  t o  c l e a n  u p  i t s  
h o u s i n g  d e b t  p o r t f o l i o  a n d  m a n a g e  i t s  h o u s i n g  s y s t e m  m o r e  
e f f e c t i v e l y .

C u r r e n t l y  t h e  U n i v e r s i t y  h o u s i n g  s y s t e m  h a s  t h r e e  k i n d s  
o f  d e b t ;  a  1 9 5 8  G e n e r a l  O b l i g a t i o n  B o n d  i s s u e  t h a t  w i l l  b e  
p a i d  o f f  t h i s  s u m m e r ,  s i x  s e r i e s  o f  R e v e n u e  B o n d s  a n d  a  1 9 7 2  
d e e d  o f  t r u s t  n o t e  o n  t h e  Y a k  E s t a t e s  h o u s i n g  c o m p l e x  i n  
F a i r b a n k s .  T h i s  l e g i s l a t i o n  d e a l s  o n l y  w i t h  t h e  Y a k  E s t a t e s  
r e f i n a n c i n g .

H B  2 4 9  w o u l d  a u t h o r i z e  t h e  U n i v e r s i t y  t o  i s s u e  r e v e n u e  
b o n d s  t o  p a y  o f f  t h e  d e e d  o f  t r u s t  n o t e  o n  Y a k  E s t a t e s .  
R e f i n a n c i n g  o f  t h e  Y a k  E s t a t e s  d e e d  o f  t r u s t  n o t e  w i t h  t a x  
e x e m p t  r e v e n u e  b o n d  w i l l  g i v e  t h e  h o u s i n g  s y s t e m  o n e  
c o n s i s t e n t  s e t  o f  c o v e n a n t s ,  r e s t r i c t i o n s  a n d  d e b t  s e r v i c e  
r e q u i r e m e n t s .

T i m i n g  i s  i m p o r t a n t  i n  t h i s  e f f o r t .  W h i l e  i n t e r e s t  
s a v i n g s  r e s u l t i n g  f r o m  r e f i n a n c i n g  Y a k  E s t a t e s  i s  n o t  a  
p r i m a r y  c o n c e r n  o f  t h e  U n i v e r s i t y ,  i t  i s  a  c o n s i d e r a t i o n .  
T h u s ,  t i m e l y  p a s s a g e  o f  t h i s  l e g i s l a t i o n  w o u l d  f a c i l i t a t e  t h e  
U n i v e r s i t y ' s  a b i l i t y  t o  r e f i n a n c e  w h e n  i t  i s  m o s t  
a d v a n t a g e o u s .  F i n a l l y ,  i t  s h o u l d  b e  n o t e d  t h a t  t h e  s t a t e  
g e n e r a l  f u n d  i m p a c t  o f  t h i s  l e g i s l a t i o n  i s  z e r o .

T h a n k  y o u  f o r  y o u r  c o n s i d e r a t i o n .



House Bill No.'249' ' 
University of Alaska 

Refinancing Yak Estates Indebtedness 
Summary

Purpose of the refinancing:

The primary purpose fo r refinancing the Yak Estates debt is to clean up the current 
debt structure of the university housing system. One consistent debt structure will 
make management of the housing system less complex by eliminating restrictive bond 
covenants and allowing all segments of the housing system to be accounted for and 
handled the same. One debt structure will also make future expansion of the housing 
system through new issues of revenue bonds more marketable and eliminate the 
potential o f having to refinance the Yak Estates debt under less favorable market 
conditions. In addition, based on recent favorable low interest rates, the university 
also hopes to obtain a lower long-term debt service cost.

The housing system currently supports three separate types of debt issues; a 1958' ' 
General Obligation Bond issue, six series of 1961 through 1968 Revenue Bonds, and ; 
a 1972 deed of trust note on the Yak Estates facility. Commitments for the 1958 ; 
General Obligation Bond issue will be paid off this year. The university is currently 
working with the U.S. Department of Education and the State Bond Committee on a 
proposal to obtain a discount of approximately $2 million on the early redemption of 
the 1961-1968 Revenue Bonds which will make refinancing of these low interest loans 
economically viable. Refinancing of the Yak Estates deed of'trust note with a tax 
exempt issue which is comparable to the revenue bond refinancing seriesSyill p ro v id e : * 
the .housing.systerri with one consistent set of covenants, restrictions and debt service?, 
requirements. In addition, the refinancing will provide an enhanced ability to market* 
additional issues of revenue bonds if future expansion of the housing system is 
needed and issuance of bonds is approved by the legislature.

Sectional analysis of the bill:
Section 1.

Authorizes the issuance of revenue bonds in an amount not to exceed $2,400,000. 
Section 1 also provides that the principal and interest on the bonds will be paid from 
the housing system revenue fund which was established by ch. 56, SLA 1961 for the 
repayment of the 1961-1968 series revenue bonds. Revenues from the facility will 
also be deposited to the housing system revenue fund.

1



S e c t i o n  2 .
• \

Applies all provisions of the 1961 Act to this issue except for the limitation on the rate 
of interest which was included in the original legislation. The 1961 Act limited the 
interest rate of the bonds issued to six percent. Section 2  also makes specific sections 
of ch. 93, SLA 1974, as amended, which authorized the issuance of revenue bonds for 
the Anchorage Campus Student Center revenue bonds applicable to this issuance. 
The sections of the 1974 Act relate to technical provisions of the issue which provide 
that the bonds can be accepted as security for deposits of state funds, that the bonds 
are issued for an essential public purpose which is required for tax exempt status, that 
the state will not impair the ability of the university to meet its commitments to the 
bondholders, and that no pledge needs to be filed under the uniform commercial code.
Section 3.

Indicates that the revenue bonds are not a general obligation of the State of Alaska or 
the University o f Alaska. The bond will be payable exclusively from revenues of the 
housing system.
Section 4.

Sets an immediate effective date.

Attachments:
1. Long-term Debt Summary for the University of Alaska
2. 1961-1968 Revenue Bond Redemption Proposal
3. - Yak Estates Refinancing Scenarios
4. Detailed Refinancing Alternative Comparisons
5. Copy of House Bill 249
6. Copy of ch. 56, SLA 1961
7. Copy of ch. 47, SLA 1962, amendment to ch. 56, SLA 1961
8. Copy of ch. 93, SLA 1974
9. Copy of ch. 34, SLA 1975, amendment to ch. 93, SLA 1974

2
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ATTACHMENT 1

University of A laska 
Long-term Debt S u m m a r y

Balance
M atu rity Rate 1 2 / 3 1 / 8 6

Genera l:
UAF Campus Center 

Note, 1970 1 9 9 5 5% 2 ,0 1 7 ,0 0 0

ACC/UAA Campus Center 
Revenue Bonds, 1975 2 0 0 0 8% 4 ,1 1 5 ,0 0 0

UAF Housing System: 
G .O . Bonds, 1958 1 9 8 8 3% 1 3 0 ,0 0 0  ^

Revenue Bonds, 1961-68 2 0 0 8 3% -3 .7 5% 6 ,9 2 0 ,0 0 0

Yak Estates Note, 1972 2 0 1 2 8 .50% 1 ,9 9 3 ,9 1 5

UA Heating Corporation: 
Revenue Bonds:

1 969  Se ries 
1978 -1  S e rie s  
1 9 7 8 -2  S e rie s

1 9 9 3
2 0 0 1
2 0 0 1

5% -6%
7% -7 .5%

9 .5 0%

9 9 0 .0 0 0  
3 ,6 6 5 ,0 0 0

6 6 5 .0 0 0

Interim Financing, 1986 1 9 8 9 P rim e* .8 0% 1 ,1 0 0 ,0 0 0





Date referred: 3/24/88 F U R T H E R  REFERRALS:

DATE: M " 2 C y - 8 8

T h e F i n a n c e C o m m i t t e e  has c o n s i d e r e d  S S H B  2 5 2

" A n  A c t  r e l a t i n g  t o  t h e  s u p p l e m e n t a l  b e n e f i t s  s y s t e m ;  a n d  p r o v i d i n g  f o r  a n  
e f f e c t i v e  d a t e . "

R E C O M M E N D S :
[y,] replace w i t h  C S  S S  ? 5 Z  ( ‘SfC)

[ ] a t t ached amendment(s)

[ ^ 3  d o  pass 

[ ] do n o t  pass

~[' - ] no recom m e n d a t i o n

[ ] individual recommendations

[ ] additional referral to t h e  ____

[V- ] the same title 

[ ] a n e w  title

C o m m i t t e e

A D O P T S :  [  ] l etter of intent

A T T A C H E S  N E W  F I S C A L  N O T E (s): 
[ % ]  fiscal impact 

[ ] zero fiscal note 

[ ] zero w i t h  analysis

[ ] same as p r e v i o u s  fiscal note

p u b l i s h e d  ________________________

[ ] same as p r e v i o u s  zero fiscal

note p u b l i s h e d  _________________

S I G N I N G  O T H E R  R E C O M M E N D A T IO N S

£ e -

Chairm a n ' s  signature



S T A T E  O F  A L A S K A

1 9 8 8  L E G I S L A T I V E  S E S S IO N

B i l l  V e r s i o n :  c sssh b  252 ( s a )

P u b l i s h  D a t e :

FISCAL NOTE
REQUEST:________________________________________________________________________
Rev i s i o n  Da te :_________________________ Agency A f f e c t e d :  Administration

T i t l e :  An act relating to the___________  BRU: Retirement and Benefits_________

Supplemental Benefits System_______________  __________________________________________

Sponso r :  Governor Components: Retirement and Benefits
Reque s to r : ______________________________  _____________________________________

EXPENDITURES/REVENUES: (Thousands o f  D o l l a r s )
OPERATING FY 88 FY 89 I FY 90 FY 91 FY 92 FY 93

PERSONAL SERVICES 0 235.7 | 0 0 0 0

TRAVEL 0 1.1 I 0 0 0 0

CONTRACTUAL 0 219.1 | 54.0 58.3 63.0 68.0

SUPPLIES 0 4.1 I 0 0 0 0

EQUIPMENT 0 15.8 | 0 0 0 0

LAND & STRUCTURES 0 0 I 0 0 0 0

GRANTS, CLAIMS 0 0 I 0 0 0 0

MISCELLANEOUS 0 0 I 0 0 0 0

Total Operat ing 0 475.8 I 54.0 58.3 63.0 68.0

CAPITAL 0 1 0 0 0 1 0 0

REVENUE 0 | 0 | 0 1 0 1 0 0

FUNDING: (Thousands o f  D o l l a r s )
GENERAL FUND 0 | 425.8 1 0 0 0 0

FEDERAL FUNDS 0 0 ! 0 1 0 I 0 0

OTHER 0 50.0 I 54.0 1 58.3 1 63.0 68.0

TOTAL 0 1 475.8 I 54.0 | 58.3 | 63.0 68.0

POSITIONS:
FULL-TIME 0 1 0 0 i 0 1 0 1 0

PART-TIME 0 1 0 1 0 1 0 1 o 1 0

TEMPORARY 0 1 5 I 0 1 0 1 0 1 0

ANALYSIS: (A t t a ch  a s e p a r a t e  page i f  n e c e s sa r y )

A na ly s i s  a t t ached

P repa red By: /RoSert f . stainafcer Phone: 465-4470

D i v i s i o n :  Retirement and Benefits Date :  April 20, 1988

Agency: Department o f  Adm in i s t r a t i o n  Z r f

D i s t r i b u t i o n  (by  p r e p a r e r ) :
L e g i s l a t i v e  Finance 
L e g i s l a t i v e  Sponsor  
Reques to r
O f f i c e  o f  Management and Budget
Impacted Agency ( i e s )  .. Page j ___o f  _3_

R e v :  1 / 1 1 / 8 7 q/CVS/fWfWBB-m /11.n



P a g e  2 o f  3

C o m m i t t e e  S u b s t i t u t e  f o r  S p o n s o r  S u b s t i t u t e  f o r  H o u s e  B i l l  2 5 2 (SA)

F i s c a l  N o t e  A n a l y s i s  

P r e p a r e d  b y  D i v i s i o n  of R e t i r e m e n t  & B e n e f i t s  

D e p a r t m e n t  of  A d m i n i s t r a t i o n  

A p r i l  20, 1988

IV A n a l y s i s :  P a s s a g e  of  t h i s  b i l l  w o u l d  r e q u i r e  the r e s t r u c t u r i n g  of

t h e  S u p p l e m e n t a l  B e n e f i t s  S y s t e m  (SBS) i n  o r d e r  to 

c o n f o r m  w i t h  r e q u i r e m e n t s  i n  the T a x  R e f o r m  A c t  o f  1986 

( T R A ) . T h i s  r e s t r u c t u r i n g  m u s t  b e  i m p l e m e n t e d  p r i o r  to 

J a n u a r y  1, 1989 i n  o r d e r  f or t he S B S  to  m a i n t a i n

q u a l i f i e d  t a x  e x e m p t  s t a t u s .  T h i s  r e s t r u c t u r i n g  w o u l d  

c o n s i s t  of  d i v i d i n g  t h e  S BS i n t o  t wo s e p a r a t e  q u a l i f i e d  

p l a n s ,  o n e  p l a n  r e p r e s e n t i n g  m o n e y  a c c u m u l a t i o n  o r  

a n n u i t i e s  a n d  t h e  s e c o n d ,  a c a f e t e r i a  p l a n  r e p r e s e n t i n g  

i n s u r a n c e  o r  b s e l e c t i o n s .  U n d e r  t h i s  s p o n s o r  

s u b s t i t u t e  a s  d r a f t e d ,  the e n t i r e  a m o u n t  of t he c u r r e n t  

S B S  c o n t r i b u t i o n s ,  1 2 . 2 6 %  ( 6 . 1 3 %  e m p l o y e r ,  a n d  6 . 1 3 %  

e m p l o y e e ) ,  w i l l  b e  d e p o s i t e d  i n  t h e  a n n u i t y  a c c o u n t .

In a d d i t i o n ,  e m p l o y e e s  w i l l  b e  a b l e  to e l e c t  t a x - f r e e  

w a g e  r e d u c t i o n s  to p a y  f o r  b e n e f i t s  a v a i l a b l e  u n d e r  the 

c a f e t e r i a  p l a n .

T h i s  f i s c a l  n o t e  a n d  a n a l y s i s  d e a l s  w i t h  th e  o n e - t i m e  

c o s t s  i n v o l v e d  i n  i m p l e m e n t i n g  t h i s  l e g i s l a t i o n  a n d  

o n - g o i n g  c o s t s  f o r  a d m i n i s t e r i n g  the d e p e n d e n t  c a r e  

b e n e f i t .

T h e  t o t a l  e s t i m a t e d  c o s t  is c a t e g o r i z e d  as f o l l o w s :

a. P e r s o n a l  S e r v i c e s .  $ 2 3 5 , 7 0 0  f o r  w a g e s  of 

n o n - p e r m a n e n t  p r o f e s s i o n a l  p r o g r a m m e r s  to e f f e c t  t he 

n e c e s s a r y  c h a n g e s  i n  t h e  E D P  s y s t e m  in t he D i v i s i o n  of 

R e t i r e m e n t  a n d  B e n e f i t s .  S e e  a t t a c h e d  b r e a k d o w n  o f  DP 

e s t i m a t e s .

b. T r a v e l .  $ 1 , 1 0 0  f o r  o ne p e r s o n  to c o n d u c t  e m p l o y e e  

a n d  e m p l o y e r  i n f o r m a t i o n a l  m e e t i n g s  i n  J u n e a u > 

A n c h o r a g e  a n d  F a i r b a n k s .

c. C o n t r a c t u a l .

1) $ 6 6 , 0 0 0  f o r  c h a n g e s  i n  the E D P  s y s t e m  of  the 

D i v i s i o n  of F i n a n c e .



2) $ 1 0 , 1 0 0  f o r  p o s t a g e  c o s t s  a n d  p r i n t i n g  c o s t s  f or 

a n  i n f o r m a t i o n a l  m a i l i n g  to e m p l o y e e s  a n d  for 

e n r o l l m e n t  f o r m  d e s i g n  c h a n g e s  a nd p r i n t i n g  c o s t s .

3) $ 3 5 , 0 0 0  f o r  c o n s u l t i n g  s e r v i c e s  c o n n e c t e d  w i t h  

e s t a b l i s h i n g  a n d  q u a l i f y i n g  t h e  n e w  p l a n s  i n  

a c c o r d a n c e  w i t h  f e d e r a l  l a w  a n d  I n t e r n a l  R e v e n u e  

C o d e  a n d  to a s s i s t  i n  I R S  q u a l i f i c a t i o n  of  the 

p l a n s .

4) $ 5 8 , 0 0 0  f o r  d a t a  p r o c e s s i n g  c h a r g e b a c k  a nd 

e q u i p m e n t  f o r  t h e  n o n - p e r m a n e n t  p r o g r a m m e r s .

5) $ 5 0 , 0 0 0  f o r  a n  a g e n c y  to a d m i n i s t e r  the 

d e p e n d e n t  c a r e  b e n e f i t s .

S u p p l i e s .  $4. 1  s u p p l i e s  f o r  t h e  n o n - p e r m a n e n t  

p r o g r a m m e r s .

E q u i p m e n t .  $ 1 5 . 8  f o r  w o r k s t a t i o n s  fo r  the 

n o n - p e r m a n e n t  p r o g r a m m e r s .



O f f e r e d :  3 / 2 4 / 8 8
R e f e r r e d :  F i n a n c e

g o 0 2 2 8 h L

O r i g i n a l  s p o nsor: R u l e s / G o v e r n o r

1 IN T H E  H O U S E  B Y  T H E  S T A T E  A F F A I R S  C O M M I T T E E

2 CS F O R  S P O N S O R  S U B S T I T U T E  F O R  H O U S E  B I L L  NO. 2 52 (Sta t e  A f f a i r s )

3 IN  T H E  L E G I S L A T U R E  OF T H E  S T A T E  O F  A L A S K A

4 F I F T E E N T H  L E G I S L A T U R E  - S E C O N D  S E S S I O N

5 A  B I L L

6 F o r  an A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  to th e  s u p p l e m e n t a l  b e n e f i t s  system;

7 an d  p r o v i d i n g  for a n  e f f e c t i v e  d a t e . "

8 B E  IT E N A C T E D  BY  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

9 * S e c t i o n  1. A S  3 9 . 3 0 . 1 5 0 ( a )  is a m e n d e d  to read:

L0 (a) In  p l a c e  of c o n t r i b u t i o n s  to t he f e d e r a l  s o c i a l  s e c u r i t y

LI s y s t e m  that w o u l d  h a v e  b e e n  r e q u i r e d  on b e h a l f  of a n  e m p l o y e e  h a d  the

L2 p a r t i c i p a t i n g  e m p l o y e r  b e l o n g e d  to the s o c i a l  s e c u r i t y  s y s tem, the

L3 p a r t i c i p a t i n g  e m p l o y e r  s h all c o n t r i b u t e  an a m o u n t  e q u a l  to 6.13

L4 [12.26] p e r c e n t  of the w a g e s  of the e m p l o y e e  u p  to t h e  t a x a b l e  w a g e

L5 b a s e  t h e n  i n  e f f e c t  in the s o c i a l  s e c u r i t y  system. T h i s  c o n t r i b u t i o n

L6 m u s t  be  p a i d  into a n  i n d i v i d u a l  e m p l o y e e  a n n u i t y  a c c o u n t  i n  the De-

L7 p a r t m e n t  of A d m i n i s t r a t i o n  u n d e r  the t e rms of  the S t a t e  of A l a s k a

L8 S u p p l e m e n t a l  A n n u i t y  Plan. T h e  d e p a r t m e n t  s h a l l  p a y  6.1 3  p e r c e n t  of

L9 the w a g e s  of the e m p l o y e e  up  to the t a x a b l e  w a g e  b a s e  t h e n  i n  e f f e c t

L0 in  the s o c i a l  s e c u r i t y  s y s t e m  into the i n d i v i d u a l  e m p l o y e e  a n n u i t y

J1 a c c o u n t  e s t a b l i s h e d  u n d e r  this s u b s e c t i o n .  T h i s  w a g e  r e d u c t i o n  m u s t

12 be t r e a t e d  as an e m p l o y e r  c o n t r i b u t i o n  u n d e r  26 U . S . C .  4 1 4 ( h ) ( 2 ) .  A l l

13 c o sts of  e s t a b l i s h i n g  a n d  a d m i n i s t e r i n g  the p r o g r a m s  [ B E N E F I T  P R O GRAM]

>4 e s t a b l i s h e d  u n d e r  A S  3 9 . 3 0 . 1 5 0  - 3 9 . 3 0 . 1 8 0  m u s t  [BY A S  3 9 . 3 0 . 1 6 0

15 SHALL] b e  p a i d  f r o m  the c o n t r i b u t i o n s  m a d e  to t he i n d i v i d u a l  e m p l o y e e

16 a n n u i t y  a c c o u n t s  [BY T HE P A R T I C I P A T I N G  E M P L O Y E R S ]  u n d e r  thi s  section.

17 [THE B A L A N C E  OF T H E  C O N T R I B U T I O N S  M A D E  B Y  T H E  P A R T I C I P A T I N G  E M P L O Y E R S

>8 S H A L L  B E  P A I D  I N T O  S P E C I A L  I N D I V I D U A L  E M P L O Y E E  B E N E F I T  A C C O U N T S  IN  T H E

19 D E P A R T M E N T  O F  A D M I N I S T R A T I O N  TO  B E  U S E D  T O  P R O V I D E  S U P P L E M E N T A L

H B 0 2 5 2 C -1- C S S S H B  2 5 2 ( S A )



E M P L O Y E E  B E N E F I T S  P R O V I D E D  IN  A S  3 9 . 3 0 . 1 6 0 . ]

*  Sec. 2. AS  3 9 . 3 0 . 1 5 0 ( c )  is r e p e a l e d  a n d  r e e n a c t e d  to read:

(c) A n  e m p l o y e e  m a y  v o l u n t a r i l y  e l e c t  a d d i t i o n a l  w a g e  r e d u c t i o n s  

to be p a i d  into s p e c i a l  i n d i v i d u a l  e m p l o y e e  b e n e f i t  a c c o u n t s  in  the 

D e p a r t m e n t  of A d m i n i s t r a t i o n .  M o n e y  in t h e s e  a c c o u n t s  m u s t  be u s e d  to 

p u r c h a s e  b e n e f i t s  s e l e c t e d  by  the e m p l o y e e  u n d e r  t h e  s u p p l e m e n t a l  

b e n e f i t s  p l a n  e s t a b l i s h e d  by the a d m i n i s t r a t o r .

* Sec. 3. A S  3 9 . 3 0 . 1 5 3  is a m e n d e d  to read:

Sec. 3 9 . 3 0.153. R E P A Y M E N T  OF  C O N T R I B U T I O N S  U p o n  t e r m i n a t i o n  of 

e m p l o y m e n t  the a m o u n t  h e l d  on  b e h a l f  of a t e r m i n a t i n g  e m p l o y e e  in  the 

e m p l o y e e ' s  i n d i v i d u a l  e m p l o y e e  a n n u i t y  [ S U P P L E M E N T A L  B E N E F I T S ]  a c c o u n t  

m u s t  [ E S T A B L I S H E D  U N D E R  A S  3 9 . 3 0 . 1 6 0  SHALL] be p a i d  to t he e m p l o y e e  

u n d e r  the terms of the S t a t e  of A l a s k a  S u p p l e m e n t a l  A n n u i t y  Plan. [A 

T E R M I N A T I N G  E M P L O Y E E  M A Y  D E F E R  R E C E I P T  O F  P A Y M E N T  U N D E R  T H I S  S E C T I O N  

A T  T H E  E M P L O Y E E ' S  O P T I O N . ]

* Sec. 4. AS 3 9 . 3 0 . 1 6 0 ( a )  is a m e n d e d  to read:

Sec. 3 9 . 3 0.160. B E N E F I T S  [IN P L A C E  O F  S O C I A L  S E C U R I T Y ] .  (a) 

T h e  D e p a r t m e n t  of A d m i n i s t r a t i o n  shall, i n  a c c o r d a n c e  w i t h  p o l i c i e s  

p r e s c r i b e d  by r e g u l a t i o n s  of t he P u b l i c  E m p l o y e e s  R e t i r e m e n t  Board, 

p r o v i d e  to e m p l o y e e s  f or w h o m  s p e c i a l  i n d i v i d u a l  e m p l o y e e  b e n e f i t  

a c c o u n t s  are e s t a b l i s h e d  u n d e r  AS  3 9 . 3 0 . 1 5 0  t he f o l l o w i n g  b e n e f i t  

o p t i o n s :

(1) s u p p l e m e n t a l  h e a l t h  b e n e f i t s ,

(2) s u p p l e m e n t a l  d e a t h  b e n e f i t s ,

(3) s u p p l e m e n t a l  d i s a b i l i t y  b e n e f i t s ,  an d

(4) s u p p l e m e n t a l  d e p e n d e n t  c a r e  b e n e f i t s  [ S U R V I V O R  B E N E­

FITS, A N D

(5) S U P P L E M E N T A L  A N N U I T I E S ] .

*  Sec. 5. AS  3 9 . 3 0 . 1 6 0 ( b )  is a m e n d e d  to read:

C S S S H B  2 5 2 ( S A ) - 2 - H B 0 2 5 2 C



(b) A n  e m p l o y e e  [ON W H O S E  B E H A L F  A  P A R T I C I P A T I N G  E M P L O Y E R  IS 

M A K I N G  C O N T R I B U T I O N S  U N D E R  A S  3 ).3 0 . 150] m a y  s e l e c t  th e  t y p e s  and 

a m o u n t s  of s u p p l e m e n t a l  benefit!'! to be p u r c h a s e d  w i t h  the m o n e y  d e p o s­

ite d  in  [FROM] t h e  e m p l o y e e ' s  s p e c i a l  i n d i v i d u a l  e m p l o y e e  b e n e f i t  

a c c o u n t s  [ A C C O U N T  E S T A B L I S H E D ]  u n d e r  A S  3 9 . 3 0.150. T h e  s e l e c t i o n  m u s t  

[SHALL] be f r o m  t he b e n e f i t  o p t i o n s  l i s t e d  in  (a) of  t h i s  section.

* Sec. 6. A S  3 9 . 3 0  is a m e n d e d  by  a d d i n g  a n e w  s e c t i o n  to read:

Sec. 3 9 . 3 0 . 1 6 2 .  S A F E G U A R D  O F  MONE Y .  (a) E x c e p t  as p r o v i d e d  in 

the S t ate of A l a s k a  S u p p l e m e n t a l  A n n u i t y  Plan, a m o u n t s  h e l d  o n  b e h a l f

of, o r  p a y a b l e  to, a n  e m p l o y e e  o r  o t h e r  p e r s o n  w h o  is o r  w h o  m i g h t

b e c o m e  e l i g i b l e  f o r  b e n e f i t s  u n d e r  the p l a n  are n o t  s u b j e c t  to a n­

tici p a t i o n ,  a l i e n a t i o n ,  sale, t r a n s f e r ,  a s s i g n m e n t ,  p l e d g e ,  e n c u m­

bran c e ,  or c h a r g e  of  a n y  k i nd, e i t h e r  v o l u n t a r y  or  i n v o l u n t a r y ,  b e f o r e  

b e i n g  r e c e i v e d  b y  t h e  p e r s o n  e n t i t l e d  to the a m ount u n d e r  the terms of 

the plan. A n  a t t e m p t  to a n t i c i p a t e ,  a l i e n a t e ,  sell, t r a n s f e r ,  assign, 

p l e d g e ,  e n c u m b e r ,  charge, o r  o t h e r w i s e  d i s p o s e  of a r i g h t  to a m o u n t s  

h e l d  u n d e r  t he p l a n  is void.

(b) E x c e p t  as p r o v i d e d  in AS 0 9 . 3 8 . 0 6 5 ,  a m o u n t s  h e l d  o n  b e h a l f  

of, o r  p a y a b l e  to, a n  e m p l o y e e  or  o t h e r  p e r s o n  w h o  is o r  w h o  m i g h t

b e c o m e  e l i g i b l e  f o r  b e n e f i t s  u n d e r  the p l a n  are e x e m p t  f r o m  g a r n i s h­

ment, exe c u t i o n ,  or  levy.

* Sec. 7. T h e  p l a n  a d m i n i s t r a t o r  of the S t a t e  of A l a s k a  S u p p l e m e n t a l  

A n n u i t y  P l a n  shall a m e n d  the p l a n  in a c c o r d a n c e  w i t h  this A c t  u p o n  o b t a i n­

ing a d e t e r m i n a t i o n  i n  a c c o r d a n c e  w i t h  f e d e r a l  l aw a nd r e g u l a t i o n s  that the 

a m e n d m e n t  wil l  n ot a d v e r s e l y  a f f e c t  the d e f e r r a l  of taxes.

* Sec. 8. T h e  p r o v i s i o n s  of this A c t  a p p l y  to c o n t r i b u t i o n s  d u e  the 

m o n t h  a f t e r  a d e t e r m i n a t i o n  is o b t a i n e d  that a m e n d m e n t  of tne p l a n  in 

a c c o r d a n c e  w i t h  t h i s  A c t  w i l l  n o t  a d v e r s e l y  a f f e c t  the d e f e r r a l  of taxes.

* Sec. 9. A S  3 9 . 3 0 . 1 6 0 ( c )  is r e p e aled.

H B 0 2 5 2 C - 3 - C S S S H B  2 5 2 ( S A )
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1 * Sec. 10. S e c t i o n s  1 - 5 ,  8, a n d  9, of this A c t  tak e  e f f e c t  J a n u a r y  1,

2 1989.

3 * Sec. 11. S e c t i o n s  6 a n d  7 of  this A ct take e f fect i m m e d i a t e l y  u n d e r

4 AS  0 1 . 1 0 . 0 7 0 ( c ) .

C SS S H B  2 5 2 ( S A ) - 4 - H B 0 2 5 2 C



S T A T E  O F  A LA S K A

1 9 8 8  L E G I S L A T I V E  S E S S IO N

B i l l  V e r s i o n :  c s ssh b  252 ( s a )

P u b l i s h  D a t e :

FISCAL NOTE
REQUEST:________________________________________________________________________
Rev i s i o n  Da te : _________________________  Agency A f f e c t e d :  Administration
T i t l e :  An act relating to the___________  BRU: Retirement and Benefits_________

Supplemental Benefits System_______________

S p o n s o r :  Governor___________________________ C o m p o n e n t s :  Retirement and Benefits

Reque s to r : ______________________________ _______________________________________

EXPENDITURES/REVENUES: (Thousands o f  D o l l a r s )
OPERATING FY 88 -  FY 89 FY 90 FY 91 FY 92 FY 93

PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

GRANTS, CLAIMS

MISCELLANEOUS

0 235.7 0 0 0 0
0 1.1 0 0 0 0
0 219.1 54.0 58.3 63.0 68.0
0 4.1 0 0 0 0
0 15.8 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0

TOTAL OPERATING 0 475.8 54.01 58.3 63.0 68.0

CAPITAL | 0 I 0 1 0 I 0 I 0 I 0 1

REVENUE 0
. . .  fl

0 1 0 0 0 !
FUNDING: (Thousands o f  Do l l a r s )
GENERAL FUND 0 425.8 0 I 0 0 0
FEDERAL FUNDS 0 0 0 1 0 0 0
OTHER 0 50.0 54.0 I 58.3 63.0 68.0
TOTAL 0 475.8 54.0 | 58.3 63.0 68.0

POSITIONS:
FULL-TIME 0 1 0 0 1 0 1 0 1 0

PAPT-TIME 0 1 0 0 1 0 1 0 1 0

TEMPORARY 0 1 5 0 0 1 0 0

ANALYSIS: (A t t ach  a s e p a r a t e  page i f  n e ce s sa ry )

Ana ly s i s  a t t ached

Prepa red By:_______________________
D i v i s i o n :  Retirement and Benefits

Phone: 465-4470 

Date :  April 20, 1988

Approved by Commiss ioner :  John M. Andrews Date :
Agency: Department o f  A dm in i s t r a t i o n  / jy  - j r -yp fp W \ { \ X i \ t \ \

D i s t r i b u t i o n  (by  p r e p a r e r ) :  
L e g i s l a t i v e  Finance 
L e g i s l a t i v e  Sponsor  
Requesto r
O f f i c e  o f  Management and Budget 
Impacted Agency ( ie s )

f\PR 2 5  1988 

1 Vn.VPage ‘ y - ^ o f  J _



P a g e  2 o f  3

Committee Substitute for Sponsor Substitute for House Bill 252(SA)
Fiscal Note Analysis 

Prepared by Division of Retirement & Benefits 
Department of Administration 

April 20, 1988

IV Analysis: Passage of this bill would require the restructuring of
the Supplemental Benefits System (SBS) in order to 
conform with requirements in the Tax Reform Act of 1986 
(TRA). This restructuring must be implemented prior to 
January 1, 1989 in order for the SBS to maintain 
qualified tax exempt status. This restructuring would 
consist of dividing the SBS into two separate qualified 
plans, one plan representing money accumulation or 
annuities and the second, a cafeteria plan representing 
insurance or benefit selections. Under this sponsor 
substitute as drafted, the entire amount of the current 
SBS contributions, 12.26% (6.13% employer, and 6.13% 
employee), will be deposited in the annuity account.

In addition, employees will be able to elect tax-free 
wage reductions to pay for benefits available under the 
cafeteria plan.

This fiscal note and analysis deals with the one-time 
costs involved in implementing this legislation and 
on-going costs for administering the dependent care 
benefit.

The total estimated cost is categorized as follows:

a. Personal Services. $235,700 for wages of 
non-permanent professional programmers to effect the 
necessary changes in the EDP system in the Division of 
Retirement and Benefits. See attached breakdown of DP 
estimates.

b. Travel. $1,100 for one person to conduct employee 
and employer informational meetings in Juneau, 
Anchorage and Fairbanks.

c. Contractual.
1) $66,000 for changes in the EDP system of the 
Division of Finance.



2) $10,100 for postage costs and printing costs for 
an informational mailing to employees and for 
enrollment form design changes and printing costs.

3) $35,000 for consulting services connected with 
establishing and qualifying the new plans in 
accordance with federal law and Internal Revenue 
Code and to assist in IRS qualification of the 
plans.

4) $58,000 for data processing chargeback and 
equipment for the non-permanent programmers.

5) $50,000 for an agency to administer the 
dependent care benefits.

Supplies. $4.1 supplies for the non-permanent 
programmers.

Equipment. $15.8 for workstations for the 
non-permanent programmers.



S T A T E  O F  A L A S K A

1 9 8 8  L E G I S L A T I V E  S E S S IO N

B i l l  V e r s i o n :  c s s sh b  252
P u b l i s h  D a t e :

FISCAL NOTE
REQUEST:_________________________________________________________________________
R ev i s i o n  Da te :__^_____________________  Agency A f f e c t e d :  Administration

T i t l e :  An act relating to the BRU: Retirement and Benefits

Supplemental Benefits System

Sponso r :  Governor Components:  Retirement and Benefits
Reque s t o r ? ______________________________________________________________________

EXPENDITURES/REVENUES: (Thousands o f  D o l l a r s )
OPERATING FY 88 FY 89 FY 90 FY 91 FY 92 FY 93

PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

GRANTS, CLAIMS

MISCELLANEOUS

0 235.7 0 0 0 0

1.1 1.1 0 0 0 0

5.1 219.1 54.0 58.3 63.0 68.0

0 4.1 0 0 0 0

0 15.8 0 0 0 0

0 0 0 0 0 0

0 0 0 0 0 0

0 0 0 0 0 0

total Operat in g 6.2 475.8 54.0 58.3 63.0 68.0

CAPITAL

REVENUE 0 0 0 0 0 0

FUNDING: (Thousands o f  Do l l a r s )
GENERAL FUND 6.2 425.8 0 0 0 0
FEDERAL FUNDS 0 0 0 0 0 0
OTHER 0 50.0 54.0 58.3 63.0 68.0
TOTAL 6.2 475.8 54.0 ’ 58.3 63.0 68.0

POSITIONS:
FULL-TIME 0 0 0 0 0 0

PART-TIME 0 0 0 0 0 0

TEMPORARY 0 5 0 0 0 0

ANALYSIS: (A t t ach  a s e p a ra t e  page i f  n e c e s sa r y )

Ana ly s i s  a t t a ch ed .

P repa red By: Robert F. Stalnaker Phone: 465-4470
D i v i s i o n :  Retirement and Benefits Date : March 24, 1988

Approved b y  Commissioner :  John M. Andrews Date :
Agency: Department o f  A dm in i s t r a t i o n

D i s t r i b u t i o n  (by p r e p a r e r ) :  
L e g i s l a t i v e  Finance 
L e g i s l a t i v e  Sponsor  
R eques to r
O f f i c e  o f  Management and Budget 
Impacted Agency ( ie s )

so v;g3

P a g e o f  3
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Committee S ub stitu te  fo r  Sponsor Sub stitute  fo r  House B i l l  252(SA)
F isc a l Note A n a lysis 

Prepared by D ivisio n  of Retirement & Benefits 
Department of Adm inistration 

March 24, 1988

P a g e  2 o f  3

IV A n a ly s is : Passage of th is  b i l l  would require the re stru ctu rin g  of 
the Supplemental Benefits System (SBS) in  order to 
conform with requirements in the Tax Reform Act o f 1986 
(TRA). T h is  re stru ctu rin g  must be implemented p rio r  to 
January 1, 1989 in order fo r the SBS to maintain 
q u a lifie d  tax exempt s ta tu s . T h is re stru ctu rin g  would 
c o n sist  o f d ivid in g  the SBS into two separate q u a lifie d  
p la n s, one plan representing money accumulation or 
an n uities and the second, a ca fe te ria  plan representing 
insurance or benefit se le c tio n s. Under t h is  sponsor 
su b stitu te  as d rafted , the e n tire  amount of the current 
SBS co n trib u tio n s, 12.26% (6.13% employer, and 6.13% 
employee), w ill  be deposited in the annuity account.

In ad d itio n , employees w ill  be able to e le ct ta x-fre e  
wage reductions to pay fo r benefits a va ila b le  under the 
ca fe te ria  plan.

T his f i s c a l  note and a n a ly s is  deals with the one-time 
co sts involved in implementing th is  le g is la t io n  and 
on-going costs fo r adm inistering the dependent care 
b e n e fit.

The to tal estimated cost i s  categorized as fo llo w s:

a. Personal S e rv ic e s. $235,700 fo r wages of 
non-permanent professional programmers to e ffe c t the 
necessary changes in the EDP system in the D ivisio n  of 
Retirement and B e n e fits . See attached breakdown of DP 
estim ates.

b. T ra v e l. $2,200 ($1,100 fo r FY 88 and $1,100 fo r  FY 
89) fo r  one person to conduct two se ts of employee and 
employer inform ational meetings in Juneau, Anchorage 
and Fairbanks.

c . Contractual.
1) $66,000 fo r  changes in the EDP system of the 
D ivisio n  of Finance.



2) $15,200 fo r  postage costs and p rin tin g  co sts fo r  
two inform ational m ailings to employees and fo r  
enrollment form design changes and p rin tin g  c o sts .

3) $35,000 fo r  consulting se rv ic e s connected with 
e sta b lish in g  and q u a lify in g  the new plans in 
accordance with federal law and Internal Revenue 
Code and to a s s is t  in IRS q u a lif ic a tio n  of the 
p lans.

4) $58,000 fo r  data processing chargeback and 
equipment fo r  the non-permanent programmers.

5) $50,000 fo r  an agency to adm inister the 
dependent care b e n e fits .

S u p p lie s. $4.1 sup p lies fo r  the non-permanent 
programmers.

Equipment. $15.8 fo r w orkstations fo r the 
non-permanent programmers.
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D EP AR TM EN T OF ADM INISTR ATION

O F F IC E  O F  T H E  C O M M IS S IO N E R

S T E V E  C O W P E R ,  G O V E R N O R

P .O . BO X  C
JUNEAU , ALASKA  9 9 8 1 1 -0 2 0 0  
PH O N E : (9 0 7 )  4 6 5 -2 2 0 0

The  H onorab le AI Adams 
Chairm an , H ouse  F inance Comm ittee 
A laska H ouse  o f  Representatives 
P .O . Box V
Juneau, A laska 99811 April 8 , 1988

D ear Represen tative A dam s:

The purpose o f  this letter is to apprise your committee o f  a provision in S SH B  252  that
was deleted by the H ouse State A ffa irs Committee.

Section  3 o f  S S H B  2 5 2  would have reduced both employer and em ployee contributions 
to the Supplemental Benefits System  by any mandatory payments to the federal socia l 
security system . C SSS  H B  2 5 2  (S A ) does not include this section.

I respectfu lly  request the H ouse F inance Com m ittee to consider reinstating this
prov is ion  fo r tw o reasons:

1. F o r employees hired after M arch 31 , 1986 , the state and employees are already
required to pay prem iums to the federal government fo r the m ed icare portion t
o f  socia l security. T h is  currently costs the State ■W-'SfhOOO~ pcr^ygapr^mdv c o s ts ^  ^  j /?•>'+ ’
em ployees an equal amount. Reinstating the prov ision  w ill represent ^  h i?
immediate savings to both the State and employees. Furthermore, these ' f k * .  • 
savings w ill increase as turnover in the w orkforce produces m ore and more 
em p loyees sub ject to  this participation .

2 . W e  expect Congress to consider, but not necessarily to pass this year, a 
prov is ion  to require m edicare prem iums fo r all employees regardless o f  hire 
date. In addition, some time down the road, they w ill probably once again 
consider com pelling fu ll participation o f  state employees in the soc ia l security 
system . Reverting back to the provisions o f  S SH B  2 5 2  w ill protect the state and 
em ployees from  double payment i.e  making contributions to S B S  and at the 
same time being required to participate, partially o r fu lly , in socia l security .

02-B9LH





Sponsor Substitute H ouse B ill 2 52

Sec. 3 A S 3 9 .3 0 .1 5 0  is amended by adding a new subsection to read:

(d ) I f  a participating em ployer is required by federal law to participate in 
any part o f  the federal socia l security system , (1 )  the em ployer contribution required 
by (a ) o f  this section must be reduced by either the amount required to be paid by the 
em ployer to the social security system on beha lf o f  the em ployee, o r  6 .1 3  percent 
whichever is less, and (2 )  the em ployee wage reduction required by (a ) o f  this 
section must be reduced by the amount required to  be paid by the em ployee to the 
socia l security system o r  6 .13  percent w hichever is less.
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DEP AR TM EN T OF ADM IN ISTR ATION
D IV IS IO N  O F  R E T IR E M E N T  & B E N E F IT S  
PLE A SE  R E P L Y  TO:

P .O .B O X  C R
JUNEA U . ALASKA  9 9 8 1 1 -0 2 0 3  
PH O N E : (9 0 7 )4 6 5 -4 4 6 0

[ ] 701 East Tudor Road, Suite 240 
Anchorage, AK 99503 
Phonej (907) 563-5085

Public Employe*! Retirement System 
Teachers Retirement System 
Judicial Rellremem System 
Elected Public Olllcers Retirement System 
National Guard Retirement System 
Territorial Retirement System 
Retirees' Voluntary Dental-Vision-Audio Plan 
Supplemental Benelils System 
Group HaallhlLile Insurance Benelils 
Deterred Compensation Plan 
Public Employers Social Security Contributions

STEVE COWPER, GOVERNOR 
A p ril 4 , 1988

Ms. Martha Stew art, Committee A ss istan t
House Finance Comnittee
Alaska State Leg is la tu re
P.O. Box V
Juneau, AK 99811

Dear Ms. Stew art:

Re: HCS SSHB 252 (State  A f fa ir s )

The purpose o f th is  le t t e r  i s  to provide you with an update on the 
employee survey we conducted regarding HCS SSHB 252 (State  A f f a ir s ) .  This 
survey was undertaken to determine employee opinion as to what portion of 
the employee's co n trib u tio n , a to ta l o f 6.1356 o f gross wages, should be 
a llocated  d ire c t ly  to the employee's annuity account. I have enclosed a 
copy of the cover le t t e r  and survey form sent to a l l  a c tive  employees.

Enclosed also  is  a copy of the March 18 le t t e r  to Representative Fran 
Ulmer which contains the in i t i a l  re su lts  of the survey. We have since 
received another 764 surveys, an additional 5$ o f the to ta l sent out, since 
the f i r s t  count. Following are the re su lts  of the second count:

A lte rn a tive

Maximum Annuity (6.13%) 
Middle Annuity (4.25%) 
Low Annuity (2.37%)

Count

665
74
25

Percentage

87%
10%
3%

'.K.

When the f i r s t  and the second counts are combined, there is  a to ta l o f 33% 
responding and the re su lts  are as fo llo w s :

A lte rn a tive

Maximum Annuity (6.13%) 
Middle Annuity (4.25%) 
Low Annuity (2.37%)

Count

3910
612
117

Percentage

84%
14%
2%

I  hope th is  information a s s is ts  you in  preparing fo r  the Finance Committee ' 
hearing on th is  b i l l .  I f  I  can be o f fu rth e r a ss is ta n ce , please contact
me.

S in c e re ly ,

k&s

MBC/cam/II 
asures.
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_ . _ C  . .. .........
S T E V E  C O W P E R ,  G O V E R N O I

/
DEPAR TM EN T O F ADM INISTR ATION

OFFICE OF THE COMMISSIONER

P .O . BO X  C
JUNEAU . ALASKA 9 9 8 1 1 - 0 2 0 0  
PH O N E : (9 0 7 )  4 6 5 -2 2 0 0

M a r c h  1 8 ,  1 9 8 8

*. !a£4* ** r+'t >i • • ••

H o n o r a b l e  F r a n  U l m e r  
C h a i r m a n
H o u s e  S t a t e  A f f a i r s  C o m m i t t e e  
P . O .  B o x  V
J u n e a u ,  A l a s k a  9 9 8 1 1

D e a r  R e p r e s e n t a t i v e  U l m e r :

T h e  p u r p o s e  o f  t h i s  l e t t e r  i s  t o  p r o v i d e  y o u  w i t h  a  s t a t u s  
r e p o r t  o n  t h e  o u t c o m e  o f  t h e  s u r v e y  we c o n d u c t e d  r e g a r d i n g  
t h e  S u p p l e m e n t a l  B e n e f i t s  S y s t e m  p e r t a i n i n g  t o  SSHB  2 5 2 .

We m a i l e d  1 3 , 9 2 3  s u r v e y s  t o  S B S  p a r t i c i p a n t s .  We r e c e i v e d  
3 8 7 5  s u r v e y s  -  2 8%  -  a s  o f  t h e  M a r c h  1 5  d e a d l i n e .  T h e  
r e s u l t s  a s  o f  t h i s  d a t e  a r e  a s  f o l l o w s :

A l t e r n a t i v e C o u n t P e r c e n t a g e

M ax im um  A n n u i t y  ( 6 . 1 3 % )  
M i d d l e  A n n u i t y  ( 4 . 2 5 % )  
L o w  A n n u i t y  ( 2 . 3 7 % )

3 2 4 5
5 3 8

9 2

84%
14%
2%

%

E v e n  i f  y o u  c o m b i n e  t h e  t o t a l  b a l l o t s  s u b m i t t e d  f o r  t h e  L o w  
a n d  M i d d l e  A n n u i t y  O p t i o n s ,  l e s s  t h a n  16%  o f  t h e  r e s p o n d e n t s  
f a v o r e d  a n  a n n u i t y  l e v e l  b e l o w  t h e  6 . 1 3 %  l e v e l .  S i n c e  t h e  
r e s u l t s  o f  t h e  s u r v e y  s h o w  a n  o v e r w h e l m i n g  p r e f e r e n c e  f o r  
t h e  h i g h  a n n u i t y  c o n t r i b u t i o n ,  w e  w o u l d  r e c o m m e n d  t h e  6 . 1 3 %  
l e v e l  b e  u s e d  f o r  b o t h  t h e  E m p l o y e r  a n d  E m p l o y e e  
c o n t r i b u t i o n  r a t e s  f o r  t h e  a n n u i t y .

■A

T h e  s t a t e  a n d  t h e  e m p l o y e e s  " ( a s  e v i d e n c e d  b y  t h e  c o m m e n t ' s ' 
t h e y  p r o v i d e d  o n  t h e  b a l l o t  a n d  i n  s e p a r a t e  c o r r e s p o n d e n c e ! ’:£j 
c l e a r l y  d i s a g r e e  o n  t h e  p r o p o s e d  l a n g u a g e  i n c l u d e d ,  i p  f  
2 5 2  w h i c h  w o u l d  r e q u i r e  t h a t ' S B S  e m p l o y e r  a n d  e m p l o y e e ’ 
c o n t r i b u t i o n s  b e  f l o w e r e d  . b v ,  a n y  m a n d a t o r y  p a y m e n t s ' fcp - t h e l )  
S o c i a l  S e c u r i t y  ^ s t e m : i r i c l U ' d i n g ^ M e d £ c a r e  p a y m e h t f l ? ^ 1̂

W h i l e  I  u n d e r s t a n d ,  t h e  C o m m i t t e e ’ s  d e s i r e  f o t f l r  
c o n t r o v e r s i a l  s o l u t i o n ,  t h e r e  a r e  t w o  p i e c e s ’ o l  

* -vflwilSilSteS



Pep. Fran Ulmer -2- March 18, 1988

I feel it is only prudent to share with you regarding this 
matter:

1. Current Social Security Requirements The state
af-sfd the employee are already required to pay
■Medicare premiums for all employees hired after 
April 1, 1986. This requirement costs the State • 
$625,000 and costs the employee $625,000. This 
cost will continue to escalate as the turnover in - 
the workforce produces more and more employees 
subject to this participation.

2. Proposed Changes to the Social Security
Requirements We expect Congress to consider, but ,~
not necessarily pass this year a provision to ' y 
require Medicare premiums for all employees 
regardless of their hire date. In addition, they " 
will probably once again consider a provision to - 
compel full participation in the Social Security 
System. While we do not expect these provisions
to pass affecting FY 89, it is likely that the 
provisions may pass within the next 2-5 years.

The attached copy of SSHB 252 is highlighted to indicate 
those sections which should be removed from the bill if the 
Comr-ittee wishes to introduce Committee Substitute to remove 
the pertinent language which would require the lowering of 
the employee/employer annuity contributions by any mandatory 
social security payments.

I hope this information will be of assistance.

Sincerely,

Attachments

JMA/MH/lc



Appendix A

The Division of Retirement and Benefits has also conducted 
25 employee meetings in Juneau, Anchorage, and Fairbanks, 
including special meetings for Juneau personnel staff, Local 
71, Inlandboatmens Union, and legislative staff to discuss 
the bill in detail. Approximately 1250 employees or about 
10% of the current work force have attended these meetings. 
In addition to the informational letter and survey form, 
written comments on SSHB 252 and its provisions were 
.solicited from those attending the employee meetings.

-Mandatory Participation in the Federal Social Security 
Program showed general opposition. There is also opposition 
to using the SBS contributions to offset the mandatory 
social security amounts. Some of the comments are as 
follows:

* "I think it is a must to clarify this issue 
(mandatory social security participation in 
Medicare) as all state employees may be in the 
same boat if Congress passes the current 
legislation which will no longer exempt employees 
hired prior to 4/1/86 from contributing to this 
program."

* "I prefer the SBS. All my monies are in
annuities. Please do all you can to keep things 
this way."

* "I want things the way they are. Fight to keep
it that way."

* "If the state was still part of the Federal Social
Security System the state's costs would be 7.51%."

* "In other words, leave SBS alone, don't let (SBS)
pay for other taxes."

* "I would also like to object to the language in
the bill that states that all present and future
social security monies due the Federal Government 
will come out of the SBS monies. I believe the 
SBS monies should be sacred."

* "Pay the 2.9% Medicare for employees hired after
April, 1986 (avoid two-tier benefits to 
employees)."



S B S  i s  a  s u p p l e m e n t a l  r e t i r e m e n t  s y s t e m  a n d  i t  s h o u l d  b e

funded to the greatest extent possible; Some of the 
comments are as follows:

* "I feel very strongly that the main thrust of the
SBS program be toward retirement. Not only would 
I like the entire 6.13% placed into my annuity 
account but I would like to have both the employer 
and employee percentages raised to 7.51%."

* "Increase mandatory contributions by state and
, . . .. employee to match the social security rate."

*' "Although more "cash" each month would be nice, it
is a ridiculous thought. The whole idea of SBS 
was to take the place of social security and give 
us better benefits when we are no longer working."

* "I would like to urge the. decision-makers to 
remember that, inasmuch as SBS is our substitute 
for social security, its primary purpose is to 
provide retirement benefits. I will buy my 
insurance with after-tax dollars and protect my 
retirement account. I only hope that the people 
responsible for finally deciding this will permit 
me to do that."

Support and concern for the nonannuity benefits— Some of the 
comments are as follows:

* "Find the overall average percent of insurance and 
deduct from 6.13% balance to annuity."

* "Please note I have chosen the lowest deduction, 
not because I would not prefer to be putting more 
into retirement, but because I can't afford to. 
Since we have had no cost of living adjustment, 
the money has to come from somewhere to meet 
expenses."

* "I would like to keep my insurance benefits."
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STEVE COWPER, COVERNOR 
February 25, 1988

DEPARTM ENT OF A D M IN ISTR ATION
D IV IS IO N  O F  R E T IR E M E N T  t  B E N E F IT S  
PLEA SE  R E P L Y  TO ':

□  P .O . BO X  C R  □ 2600 D E N A U  ST . S U IT E  4 0 1
JUNEA U . ALASKA  9 9 8 1 1 -0 2 0 3  A N CH O RA G E . ALASKA 9 9 5 0 3 -2 7 4 0
PH O N E : (9 0 7 )4 6 5 -4 4 6 0  PH O N E : (9 0 7 )  2 7 7 -7 5 0 4

Dear SBS P a rt ic ip a n t :

Major changes w il l  be required in  the Supplemental Benefits  System (SBS) 
beginning January 1 , 1989. These changes are required as a re su lt  of the 
federal Tax Reform Act o f 1986. Leg is la tio n  has been introduced by the 
governor and must be enacted th is  session to provide fo r the changes. 
Information is  being requested from you to help determine the d irectio n  
the change w i l l  take . ............

The SBS was created 1n 1980 to replace Socia l S e cu rity  by providing future 
retirem ent benefits and cu rrent insurance b enefits  supplemental to the 
state  health p lan . C u rren tly , the SBS co n sis ts  o f two major p a rts ; 
insurance benefits and retirem ent money accumulation (an n u ity ). Under 
today's SBS, 6.13% of your sa la ry  is  deducted from your wages before taxes 
are ca lcu la ted . This percentage is  matched by the State fo r  a to ta l 
contribution to the SBS o f 12.26% of your gross wages. Th is contribution 
is  made to the SBS on each employee's behalf and is  used to f i r s t  pay the 
SBS adm in istrative fees and insurance premiums fo r  each employee, w ith the 
remainder being deposited Into the employee's annuity account.

Since each employee chooses h is  or her own insurance e lectio n  and 
insurance premiums vary with each employee's age and s a la ry , the re su lt  is  
that d iffe re n t percentages o f sa la ry  are contributed to the annuity 
accounts fo r  each employee.

Th is stru ctu re  w il l  not be allowed under the Tax Reform A ct. A p re -se t, 
uniform, and non-discretionary percentage of sa la ry  must be contributed to 
the annuity account fo r  each employee.

In an e f fo r t  to maintain as much consistency with the current SBS plan and 
id e a ls , the proposed le g is la t io n  estab lish es two separate p lans; a 
free-standing insurance plan and a free  standing annuity p lan . Each plan 
w i l l  be q u a lif ied  under separate provisions of the In te rn a l Revenue Tax 
Code. The en tire  employer contribution (6.13%) w i l l  go in to  the annuity 
plan.

The question that remains, and on which we would ask your ad v ice , i s :  
What should each employee's percentage contribution be to the annuity 
plan?

The answer could be a l l ,  or some portion , of the cu rrent 6.13% employee 
contribution . Whatever portion o f th is  amount i s  not paid Into the 
annuity account would increase the employee's "pre-taxab le income" (Income 
before federal taxes are c a lc u la te d ). I t  would then be a va ila b le  to help 
pay premiums under the separate insurance p lan , or to increase take-home 
Pay. .

i

*- ll



Sf\ n y p L e.

D IV IS IO N  O F  R E T IR E M E N T  AND  B E N E F IT S  

SUPPLEM ENTAL BENEFITS SYSTEM  SURVEY

Please indicate your preference for the "employee's" annuity contribution rate that should 
be established by the State by checking one o f  the follow ing alternatives and returning this 
survey form by March 15, 1988 to: D ivision  o f  Retirem ent & B en e fits , P .O . Box CR, Jun eau , 
A laska  99811 o r 701 E a s t  Tudor, Su ite  240 . A nchorage. A la sk a  99503 . Y ou  may also return your 
ballot to your personnel o ffice  for delivery to Mail Stop 0 2 0 3 .

1.

2.

3.

Maximum Annuity Contribution (6 .13% ):
Under this alternative, the entire current contribution o f  6 .1 3%  will go to your 
annuity account. I f  you wish to purchase insurance benefits, your taxable 
income will decline by the amount o f  your insurance costs.

M iddle Annuity Contribution (4 .25% ):
Under this alternative, 4 .25%  o f  your earnings will go to your annuity 
account. The balance, 1 .88%  o f your earnings, will be available for 
purchasing insurance benefits or take-home pay. Y ou  w ill experience an 
increase (decrease) in your taxable income depending on whether your 
insurance purchases are smaller (greater) than 1 .88%  o f  your earnings.

Low  Annuity Contribution (2 .37% ):
Under this alternative, 2 .37%  o f your earnings will go to your annuity 
account. The balance, 3 .76%  o f your earnings, will be available for 
purchasing insurance benefits or take-home pay. Y ou  will experience an 
increase (decrease) in your taxable income depending on whether your 
insurance purchases arc smaller (greater) than 3 .7 6%  o f  your earnings.

EXAMPLE:
Assumptions: Annual Salary = S35.000; Annual Insurance Purchases = S800.

Under the existing SBS program, your total annual SBS comribution is allocated as follows:
Toul Contribution (535,000 X .0613) = 
Insurance Purchases * =
Employee's Annuity Contribution =

S2.146
_ ssoo
S i . 346

Under the 3 revised alternatives described above, the annual allocation would be as follows:

Employee I Available for
Annuity Contribution I Insurance or Wages

Percent Amount I Percent_______Amount
I

1. High Annuity 6.13%  52 ,146  I 0.0% SO

2. Middle Annuity 4.25%  S1.488 I 1.88% S658
1

3. Low Annuity 2.37%  5830  I 3.76% S 1,316

I Pre-tax 
Insurance I Change in 

HmShaKl [ Annual W3Pe« 
I

S800 I -S800
I

5800 -S142
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E m p l o y e e s  Association
Juneau Fie ld O ffice: 227 4th Street, Juneau , AK 99801 (907) 586-6305

MEMORANDUM

TO:

FROM:

SUBJECT:

Representative Al Adams, Chairman 
House Finance Committee

Cherie Shell

CSHB 252
Supplemental Benefits System

DATE: A pril 8, 1988

CS H B  252 is vital l e g i s l a t i o n  for the S u p p l e m e n t a l  B e n e f i t s  System. 
As a result of the federal Tax R e f o r m  Act of 1986, the S u p p l e m e n t a l  
B e n e f i t s  S y s t e m  must be a m e n d e d  p r ior to J a n u a r y  1, 1988 or the SBS 
c o n t r i b u t i o n s  will be s u b j e c t  to federal taxation. S u c h  t a x a t i o n  
w o u l d  a d v e r s e l y  affect all SBS p a r t i c i p a n t s ,  w h i c h  include 
e x e cutive, l e g i s l a t i v e  and judicial b r a n c h  employees.

The l e g i s l a t i o n  amends the S u p p l e m e n t a l  Ben e f i t s  S y s t e m  to p r o v i d e  
for both the e m p l o y e r ' s  and the e m p l o y e e ' s  c o n t r i b u t i o n s  to be 
d e p o s i t e d  in the e m p l o y e e ' s  SBS a n n u i t y  account. This is 
c o n s i s t e n t  w i t h  the recent D e p a r t m e n t  of A d m i n i s t r a t i o n  s u r v e y  in 
w h i c h  84 p e r c e n t  of the e m p l o y e e s  r e s p o n d i n g  v o t e d  for the m a x i m u m  
c o n t r i b u t i o n  to the a n n u i t y  account. S u p p l e m e n t a l  i n s u r a n c e  
p r e v i o u s l y  a v a i l a b l e  u n d e r  SBS m a y  be pur c h a s e  fr o m  the e m p l o y e e ' s  
regular paycheck. H o w e v e r  the l e g i s l a t i o n  allows the i n s u r a n c e  
p r e m i u m  to be d e d u c t e d  p rior to federal taxes b e i n g  w i t h h e l d .

APEA has been a d v i s e d  that the D e p a r t m e n t  of A d m i n i s t r a t i o n  wi l l  be 
s u b m i t t i n g  an a m e n d m e n t  to CSHB 252 w h i c h  w o u l d  a u t o m a t i c a l l y  
reduce b o t h  the e m p l o y e r  and the emp l o y e e  c o n t r i b u t i o n s  to the SBS 
a n n u i t y  a c c o u n t  by any m a n d a t e d  c o n t r i b u t i o n s  to the f e d e r a l  social 
s e c u r i t y  system. This language, if adopted, w o u l d  i m m e d i a t e l y  
reduce SBS benefits. The state is c u r r e n t l y  c o n t r i b u t i n g  1.45 
p e r c e n t  to the me d i c a r e  p r o g r a m  for e m p l o y e e s  h i r e d  a fter A p r i l  
1986. Such e m p l o y e e s  are also m a k i n g  a like c o n t r i b u t i o n .  A P E A  
op p o s e s  r e ducing the SBS b e n e f i t s  for these employees.

It sh o u l d  be n o ted that the SBS c o n t r i b u t i o n  rate is f i x e d  at 6.13 
p e rcent; the c u r r e n t  social s e c u r i t y  rate is 7.51 per c e n t .  The 
s t a t e ' s  6.13 p e r c e n t  c o n t r i b u t i o n  to SBS and 1.45 p e r c e n t

Anchorage Field Office State Headquarters Fairbanks Field Office833 Gambell Street. Suite A 340 N. Franklin Street 825 • D College RoadAnchorage, Alaska 99501 Juneau, Alaska 99801 Fairbanks, Alaska 99701Telephone: (907) 274-1688 Telephone: (907) 586-2334 Telephone: (907) 456-5412



c o n t r i b u t i o n  to m e d i c a r e  totals 7.58 p e r c e n t  or just 0.07 p e r c e n t  
h i g h e r  than the c u r r e n t  social s e c u r i t y  rate. This i n c r e a s e d  cost 
is mo r e  than o f f s e t  by the m i l l i o n s  of d o l l a r s  the state has s a v e d  
and wi l l  c o ntinue to save in the future as a result of 
p a r t i c i p a t i n g  in SBS rather than the social s e c u r i t y  system. A P E A
o p p o s e s  any a m e n d m e n t  w h i c h  w o u l d  result in an a u t o m a t i c  b e n e f i t  
r e d u c t i o n  in the SBS a n n u i t y  account.

The A l a s k a  Public E m p l o y e e s  A s s o c i a t i o n  requests y o u r  s u p p o r t  for
the H o u s e  State A f f a i r s  C o m m i t t e e  S u b s t i t u t e  for HB 252.

Thank you.

cc: House Finance Committee
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M E M O R A N D U M

TO: Representative Fran Ulmer, Chairperson
House State Affairs Committee

FROM: Ch e r i e  Shelllei

SUBJECT: HB 252

DATE: F e b r u a r y  23, 1988

APEA has reviewed the Department of Administrations proposed 
letter and draft ballot (attached) regarding the Supplemental 
Benefits System. The proposed letter is clear and concise but 
both does not address Section 3 of the legislation which would 
reduce employer and employee contributions to the SBS annuity 
account. In order to make an informed choice that issue should 
be resolved prior, to an election. An employee hired after April 
1986 may vote for a lower employee contribution to the annuity 
account believing the employer contribution would be 6.13% when 
in fact it would be 4.68% as the legislation is currently 
drafted.

As I indicated previously, APEA is concerned about automatic 
provision of the legislation which would reduce employer and 
employee contributions to the annuity program for mandatory 
social security contributions. APEA believes each social 
security change should be scrutinized carefully for its impact on 
the SBS and change should then be made as the legislature deems 
as appropriate.

In the present case, APEA opposes reducing employees' benefits by 
1.45%. The state's contributions to the SBS and the 1.45% to 
social security for those employees hired after April 1986 it is 
approximately the same as the current level of social security 
contributions. The increased cost which the state is currently 
paying is more than offset by the millions of dollars in employer 
savings resulting from participation in the SBS rather than 
social security.

In reference to the draft ballot, APEA would like to see the 
ballot provide for only two choices. This legislation is quite

Fairbanks Field Office 
825 College Road 
Fairbanks, AK 99701 

Telephone: (907)456-5412

Anchorage Field Office 
833 Gambell Street, Suite A 

Anchorage, AK 99501 
Telephone: (907) 274-1688

Juneau Field Office 
227 4th Street 

Juneau, AK 99801 
Telephone: (907) 586-6305



c o m p l e x  and e x p a n d i n g  the o p t ions a v a i l a b l e  creates u n n e c e s s a r y  
c o n f u s i o n  a b out w h i c h  o p t i o n  to select. A P E A ' s  p r e f e r e n c e  on the 
b a l l o t  is two o p t i o n s  i n c l u d i n g  an a n n u i t y  of 6.13% and an 
a n n u i t y  of 4.25%. The SBS was d e s i g n e d  p r i m a r i l y  as a r e t i r e m e n t  
s y s t e m  to replace social security, not provide a d d i t i o n a l  take 
home d o l l a r s  today.

I w o u l d  be h a p p y  to an s w e r  any q u e s t i o n s  y o u  m a y  have.

Attachment

cc: House State Affairs Committee

CS/kr



Official Business

Alaska State Legislature
H o u s e

i s®yV '

P.O. BOX V 
S ta te  C a p ito l  

Juneau, Alaska 99811

M a r c h  2, 1988

TO: H o u s e  S t a t e  A f f a i r s  C o m m i t t e e

FROM: R e p r e s e n t s * ^  'fef-Fran Ulmer, C h a i r
H o u s e  State/7 affairs

RE: S S H B  252

I r e c e i v e d  t h e  a t t a c h e d  l e t t e r  f r o m  C o m m i s s i o n e r  J o h n  A n d r e w s  
o u t l i n i n g  w h e n  t h e  s u r v e y  w a s  s e n t  a n d  h i s  e x p e c t a t i o n s  as to 
w h e n  t h e  b a l l o t s  w i l l  b e  r e t u r n e d .  H e  a l s o  e x p l a i n s  w h y  a 
r e f e r e n c e  w a s  n o t  m a d e  t o  t h e  1 . 4 5 %  M e d i c a r e  r e d u c t i o n  f o r  n e w  
e m p l o y e e s .

It w a s  m y  i n t e n t i o n  t h a t  t h e  H o u s e  S t a t e  A f f a i r s  C o m m i t t e e  h a v e  a 
c h a n c e  t o  c o m m e n t  o n  t h e  l e t t e r  a n d  s u r v e y  p r i o r  t o  its b e i n g  
sent. A p p a r e n t l y  t h i s  w a s  n o t  t h e  C o m m i s s i o n e r ' s  u n d e r s t a n d i n g  
s i n c e  h e  d i d  m a i l  t h e i r  d r a f t  v e r s i o n .  R e g a r d l e s s ,  w e  d o  h a v e  
S S H B  252 b e f o r e  us, a n d  w i l l  h a v e  a m p l e  o p p o r t u n i t y  t o  c o n s i d e r  
t h e  s u r v e y  r e sults, h e a r  t e s t i m o n y  a n d  m a k e  c h a n g e s  as nec e s s a r y .
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S f f V f  C O W P E R ,  G O V E R N O R

DEP AR TM EN T OF ADM INISTR ATION

O F F IC E  O F  T H E  C O M M IS S IO N E R

P .O . BO X  C
JUNEA U , ALASKA 9 9 8 1 1 -0 2 0 0  
PH O N E : (9 0 7 ) 4 6 5 -2 2 0 0

February 26, 1988

Honorable Fran Ulmer 
Representative 
P.O. Box V
Juneau, Alaska 99811

Re: SBS Letter to Employees

Dear Representative Ulmer:

The attached letter and ballot are being sent to all State 
employees. Approximately 6,000 will reach the post office 
on Saturday, February 27, 1988, with the remainder mailed by 
Monday afternoon, February 29, 1988.

The ballots will be individually numbered and the return 
deadline is March 15, 1988. We plan to provide a report of 
the results to the House State Affairs Committee by 
March 18.

The ballot offers three options (6.13%, 4.25%, 2.37%) to 
give a broad range of realistic alternatives.

The 1.45% for Medicare is not mentioned in the employee 
survey in order to keep the question as simple as possible 
and to limit the question to the issue of how State 
employees wish to spend their own money. I view the 1.45% 
Medicare question as a matter of state fiscal policy which 
should be resolved directly between the Legislature and the 
executive branch.

Sincerely,

---

John M. Andrews 
Commissioner

Attachment

JMA/lc



□ P .O .B O X  C R  □ 2 6 0 0  DENALI ST. SU IT E  401
JUNEA U . ALASKA 9 9 8 1 1 -0 2 0 3  ANCHORAGE . ALASKA 9 9 5 0 3 -2 7 4 0
PH O N E : (9 0 7 )4 6 5 -4 4 6 0  PH O N E : (9 0 7 ) 2 7 7 -7 5 0 4

Dear SBS P a rtic ip a n t:

Major changes w ill  be required in the Supplemental Benefits System (SBS) 
beginning January 1, 1989. These changes are required as a re su lt  of the
federal Tax Reform Act of 1986. L e g isla tio n  has been introduced by the
governor and must be enacted th is  session  to provide fo r the changes. 
Information i s  being requested from you to help determine the direction 
the change w ill  take.

The SBS was created in 1980 to replace Social Se cu rity  by providing future 
retirem ent b enefits and current insurance benefits supplemental to the 
state  health plan. C u rre n tly , the SBS c o n sists  of two major p a rts ; 
insurance benefits and retirem ent money accumulation (a n n u ity ). Under 
tod ay's SBS, 6.13% of your sa la ry  is  deducted from your wages before taxes 
are calculated . T h is percentage i s  matched by the State fo r a total 
contribution to the SBS of 12.26% of your gross wages. This contribution 
is  made to the SBS on each employee's behalf and is  used to f i r s t  pay the
SBS ad m in istrative  fees and insurance premiums fo r  each employee, with the
remainder being deposited into the employee's annuity account.

Since each employee chooses h is  or her own insurance election and 
insurance premiums vary with each employee's age and s a la ry , the re su lt  is  
that d iffe re n t percentages of sa la ry  are contributed to the annuity 
accounts fo r  each employee.

This stru ctu re  w il l  not be allowed under the Tax Reform Act. A p re -se t, 
uniform, and non-discretionary percentage of sa la ry  must be contributed to 
the annuity account fo r  each employee.

In an e ffo rt  to maintain as much consistency with the current SBS plan and 
id e a ls , the proposed le g is la t io n  e sta b lish e s two separate plans; a 
free-standing insurance plan and a free standing annuity plan. Each plan 
w il l  be q u a lifie d  under separate p ro visio n s of the Internal Revenue Tax 
Code. The e n tire  employer contribution (6.13%) w ill  go into the annuity 
plan.

The question th at rem ains, and on which we would ask your advice, i s :  
What should each employee's percentage contribution be to the annuity 
plan?

The answer could be a l l ,  or some p ortion, of the current 6.13% employee 
co n trib u tio n. Whatever portion of t h is  amount i s  rot paid into the 
annuity account would increase the employee's "pre-taxa'BTt income" (income 
before federal taxes are c a lc u la te d ). I t  would then be availab le  to help 
pay premiums under the separate insurance p lan, or to increase take-home
pay.

S T E V E  C O W P E R ,  G O V E R N O R  

February 25, 1988

02-BALH Note: Please Include Your Social Security Number In All Correspondence & Requests Concerning Your Benefits.
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The separate insurance plan w ill  allow each employes to se le ct from any or 
a l l  of the insurance options (including dependent care coverage) and to 
pay fo r those se le ctio n s with d o lla rs  from "pre-taxable income". Of 
course, the to ta l cost of the options selected w il l  u ltim ately a ffe c t your 
net taxable income.

We have selected three sample a lte rn a tiv e s to i l lu s t r a t e  the e ffe cts on 
the annuity account and on gross sa la ry  of various employee contribution 
percentages paid to the annuity account. These examples assume a monthly 
sa la ry  of $2100.00 and monthly insurance premiums of $50.00. The examples 
do not include- ad m in istrative  c o sts.

SAMPLE ALTERNATIVES

Employer Employee Total Monthly Amount of Increase Net E ffe c t on
6.13% Annuity Annuity Contribution Contribution to "Pre-Taxable Taxable Income A fter 
Contribution Percent Amount to Annuity Income" Before Insurance Premiums 
 Insurance Premiums_________of 350/mo.______

$128.73 6.13 $128.73 $257.46 $ 0 -$50.00
128.73 4.25 89.25 217.98 39.48 - 10.52
128.73 2.37 49.77 178.50 78.96 + 28.96

S B S  P a r t i c i p a n t  - 2 -  F e b r u a r y  2 5 ,  1 9 8 8

Enclosed i s  a survey form on which you may indicate your preference on the
level of contrib utio ns a l l  employees would make to th e ir  annuity accounts.
Remember t h is  i s  in addition to the "employer" contribution of 6.13%. I f  
you choose a high amount, such as 6.13%, you are ind icating  your 
preference fo r  pre-tax savings fo r  retirement or other purposes fo r use 
a fte r  your term ination. I f  you choose a low amount, such as 2.37%, you 
are ind icating your preference fo r current-year income which you may use 
fo r the purchase of insurance premiums or to increase your regular taxable 
payrol1.

The survey i s  fo r  inform ation purposes o n ly . The re su lts  of the
information w ill  be used by both the le g is la tu re  and the adm inistration in 
determining the d ire ctio n  of the fin a l le g is la t io n . The f in a l employee's 
annuity contribution rate w ill  u ltim ate ly  be se t by the le g is la tu re . 
However, your input w il l  help provide needed information fo r the
le g is la t u r e 's  co nsid eratio n.

These are important d e cisio n s. There w il l  be future correspondence on 
th is  subject as events develop. I f  you have any questions, please contact 
the Supplemental B en efits System at 465-4460.

S in ce re ly ,

Robert F. Stalnaker 
Acting D irector

RFS/MBC/LMT/cam/9
Enclosure



D IV IS IO N  O F  R E T I R E M E N T  A N D  B E N E F I T S  

S U P P L E M E N T A L  B E N E F IT S  S Y S T E M  S U R V E Y

Please indicate y o u r preference fo r the "em ployee's" a n n u ity  contribution rate that should 
be established b y  the State b y  checking one o f  the fo llo w in g  alternatives and returning this 
su rvey form  by M arch 15, 1988 to: Division o f Retirement & Benefits, P.O. Box CR, Juneau, 
Alaski 99811  or 2600 Denali, Suite 401, Anchorage, Alaska 99503. You m ay also  return your 
ballot to yo ur personnel office  for de live ry to M ail Stop 0203.

1. _______  M axim um  A n n u ity  Contribution (6 .13% ):
U nder th is alternative, the entire current contribution o f 6 .13%  w ill go to yo ur 
a n n u ity  account. I f  yo u  w ish  to purchase insurance benefits, yo ur taxable 
incom e w ill decline b y  the amount o f yo u r insurance costs.

2. _______  M iddle A n n u ity  Contribution (4 .25% ):
U nder th is alternative, 4.25%  o f yo ur earnings w ill go to yo u r annuity 
account. Th e  balance, 1.88% o f yo ur earnings, w il l be available  for 
p u rch a sin g  in su rance  benefits or take-hom e p a y . Y o u  w ill experience an 
in crease  (decrease) in  yo u r taxable incom e depending on w hether yo ur 
in su ra n ce  purchases are sm a lle r (greater) than 1.88%  o f yo u r earnin g s.

3. _______  L o w  A n n u ity  Contribution (2 .37% ):
U nder this alternative, 2.37%  o f yo ur earnings w ill go to yo u r annuity 
account. T h e  balance, 3.76%  o f yo ur earnings, w ill be available for 
p u rch a sin g  insurance benefits or take-hom e p a y. Y o u  w ill experience an 
in crease  (decrease) in  yo u r taxable incom e depending on w hether yo ur 
in su rance  purchases are sm a lle r (greater) than 3 .7 6 %  o f yo u r earnings.

EXAMPLE:
Assumptions: Annual Salary = S35.000; Annual Insurance Purchases = S800.

Under the existing SBS program, your total annual SBS contribution is allocated as follows:
Total Contribution ($35,000 X  .0613) = S2 .146
Insurance Purchases = $800
Employee’s Annuity Contribution = S I .346

Under the 3 revised alternatives described above, the annual allocation would be as follows:

Employee

1. High Annuity

3. Lo w  A nnu ity

Available for
Annuity Contribution 1 

Percent Amount 1
Insurance or Wages 

Percent Amount
1 Insurance 
1 Purchases

1 Change 
I Annual W

6.13%
1

$2 ,1 4 6  1 
1 0.0% $0

1
1 S800

1
1 -$ 8 0 0

4 .25% $1 ,488  1I 1 .88% $658
1
1 $800

1
1 -$ 1 4 2

2 .37 % $ 8 3 0  1 3.76% $ 1 ,3 1 6
1
1 $ 800

1
1 $516

I Pre-tax



H o n o r a b l e  F r a n  U l m e r  
C h a i r m a n
H o u s e  S t a t e  A f f a i r s  C o m m i t t e e  
P.O. B o x  V
June a u ,  A l a s k a  99811 

D e a r  R e p r e s e n t a t i v e  Ulmer:

T h e  p u r p o s e  of this l e t t e r  is to p r o v i d e  y o u  w i t h  a s t a t u s  
r e p o r t  on the o u t c o m e  of  the s u r v e y  we  c o n d u c t e d  r e g a r d i n g  
the S u p p l e m e n t a l  B e n e f i t s  S y s t e m  p e r t a i n i n g  to SSHB 252.

W e  m a i l e d  13,923 s u r v e y s  to SBS p a r t i c i p a n t s .  W e  r e c e i v e d  
3875 s u r v e y s  - 28% - as of  the M a r c h  15 d e a d l i n e .  T h e
r e s u l t s  as o f  this d a t e  are as follows:

A l t e r n a t i v e  C o u n t  P e r c e n t a g e

M a x i m u m  A n n u i t y  (6.13%) 3245 84%
M i d d l e  A n n u i t y  (4.25%) 538 14%
L o w  A n n u i t y  (2.37%) 92 2%

E v e n  if y o u  c o m b i n e  the t o t a l  b a l l o t s  s u b m i t t e d  for t h e  L o w  
a n d  M i d d l e  A n n u i t y  Opt i o n s ,  less t h a n  16% o f  the r e s p o n d e n t s
f a v o r e d  an a n n u i t y  l e v e l  b e l o w  the 6 . 13% level. S i n c e  the
r e s u l t s  of the s u r v e y  s h o w  an o v e r w h e l m i n g  p r e f e r e n c e  for 
the h i g h  a n n u i t y  c o n t r i b u t i o n ,  w e  w o u l d  r e c o m m e n d  the 6.13% 
le vel b e  u s e d  for b o t h  the E m p l o y e r  a n d  E m p l o y e e  
c o n t r i b u t i o n  r ates for the a nnuity.

T he s t a t e  a n d  the e m p l o y e e s  (as e v i d e n c e d  b y  the c o m m e n t s  
t h e y  p r o v i d e d  on the b a l l o t  a n d  in s e p a r a t e  c o r r e s p o n d e n c e )  
c l e a r l y  d i s a g r e e  on the p r o p o s e d  l a n g u a g e  i n c l u d e d  in SSHB  
252 w h i c h  w o u l d  r e q u i r e  t h a t  SBS e m p l o y e r  a n d  e m p l o y e e  
c o n t r i b u t i o n s  be  l o w e r e d  b y  a n y  m a n d a t o r y  p a y m e n t s  to the 
S o c i a l  S e c u r i t y  S y s t e m  i n c l u d i n g  M e d i c a r e  p a y m e n t s .

W h i l e  I u n d e r s t a n d  the C o m m i t t e e ' s  d e s i r e  for a less 
c o n t r o v e r s i a l  solution, t h e r e  a r e  t w o  p i e c e s  o f  i n f o r m a t i o n

02-B9LH



Rep. Fran Ulmer - 2 - March 18, 1988

I feel it is only prudent to share with you regarding this 
matter:

1. Current Social Security Requirements The state
and the employee are already required to pay
Medicare premiums for all employees hired after 
April 1, 1986. This requirement costs the State 
$625,000 and costs the employee $625,000. This 
cost will continue to escalate as the turnover in 
the workforce produces more and more employees 
subject to this participation.

2. Proposed Changes to the Social Security
Requirements We expect Congress to consider, but
not necessarily pass this year a provision to 
require Medicare premiums for all employees 
regardless of their hire date. In addition, they 
will probably once again consider a provision to 
compel full participation in the Social Security 
System. While we do not expect these provisions 
to pass affecting FY 89, it is likely that the 
provisions may pass within the next 2-5 years.

The attached copy of SSHB 252 is highlighted to indicate 
those sections which should be removed from the bill if the 
Committee wishes to introduce Committee Substitute to remove 
the pertinent language which would require the lowering of 
the employee/employer annuity contributions by any mandatory 
social security payments.

I hope this information will be of assistance.

Sincerely

Attachments

JMA/MH/lc



A p p e n d i x  A

T h e  D i v i s i o n  o f  R e t i r e m e n t  a n d  B e n e f i t s  h a s  a l s o  c o n d u c t e d  

2 5  e m p l o y e e  m e e t i n g s  i n  J u n e a u ,  A n c h o r a g e ,  a n d  F a i r b a n k s ,  

i n c l u d i n g  s p e c i a l  m e e t i n g s  f o r  J u n e a u  p e r s o n n e l  s t a f f ,  L o c a l  

7 1 ,  I n l a n d b o a t m e n s  U n i o n ,  a n d  l e g i s l a t i v e  s t a f f  t o  d i s c u s s  

t h e  b i l l  i n  d e t a i l .  A p p r o x i m a t e l y  1 2 5 0  e m p l o y e e s  o r  a b o u t  

10%  o f  t h e  c u r r e n t  w o r k  f o r c e  h a v e  a t t e n d e d  t h e s e  m e e t i n g s .  

I n  a d d i t i o n  t o  t h e  i n f o r m a t i o n a l  l e t t e r  a n d  s u r v e y  f o r m ,  

w r i t t e n  c o m m e n t s  o n  S S H B  2 5 2  a n d  i t s  p r o v i s i o n s  w e r e  

s o l i c i t e d  f r o m  t h o s e  a t t e n d i n g  t h e  e m p l o y e e  m e e t i n g s .

M a n d a t o r y  P a r t i c i p a t i o n  i n  t h e  F e d e r a l  S o c i a l  S e c u r i t y  

P r o g r a m  s h o w e d  g e n e r a l  o p p o s i t i o n .  T h e r e  i s  a l s o  o p p o s i t i o n  

t o  u s i n g  t h e  S B S  c o n t r i b u t i o n s  t o  o f f s e t  t h e  m a n d a t o r y  

s o c i a l  s e c u r i t y  a m o u n t s .  S o m e  o f  t h e  c o m m e n t s  a r e  a s  

f o l l o w s :

*  " I  t h i n k  i t  i s  a  m u s t  t o  c l a r i f y  t h i s  i s s u e  

( m a n d a t o r y  s o c i a l  s e c u r i t y  p a r t i c i p a t i o n  i n  

M e d i c a r e )  a s  a l l  s t a t e  e m p l o y e e s  m a y  b e  i n  t h e  

s a m e  b o a t  i f  C o n g r e s s  p a s s e s  t h e  c u r r e n t  

l e g i s l a t i o n  w h i c h  w i l l  n o  l o n g e r  e x e m p t  e m p l o y e e s  

h i r e d  p r i o r  t o  4 / 1 / 8 6  f r o m  c o n t r i b u t i n g  t o  t h i s  

p r o g r a m . "

*  " I  p r e f e r  t h e  S B S .  A l l  m y  m o n i e s  a r e  i n  

a n n u i t i e s .  P l e a s e  d o  a l l  y o u  c a n  t o  k e e p  t h i n g s  

t h i s  w a y . "

*  " I  w a n t  t h i n g s  t h e  w a y  t h e y  a r e .  F i g h t  t o  k e e p  

i t  t h a t  w a y . "

*  " I f  t h e  s t a t e  w a s  s t i l l  p a r t  o f  t h e  F e d e r a l  S o c i a l  

S e c u r i t y  S y s t e m  t h e  s t a t e ' s  c o s t s  w o u l d  b e  7 . 5 1 % . "

*  " I n  o t h e r  w o r d s ,  l e a v e  S B S  a l o n e ,  d o n ' t  l e t  ( S B S )  

p a y  f o r  o t h e r  t a x e s . "

*  " I  w o u l d  a l s o  l i k e  t o  o b j e c t  t o  t h e  l a n g u a g e  i n  

t h e  b i l l  t h a t  s t a t e s  t h a t  a l l  p r e s e n t  a n d  f u t u r e  

s o c i a l  s e c u r i t y  m o n i e s  d u e  t h e  F e d e r a l  G o v e r n m e n t  

w i l l  c o m e  o u t  o f  t h e  S B S  m o n i e s .  I  b e l i e v e  t h e  

S B S  m o n i e s  s h o u l d  b e  s a c r e d . "

*  " P a y  t h e  2 . 9 %  M e d i c a r e  f o r  e m p l o y e e s  h i r e d  a f t e r  

A p r i l ,  1 9 8 6  ( a v o i d  t w o - t i e r  b e n e f i t s  t o  

e m p l o y e e s ) . "



S B S  i s  a  s u p p l e m e n t a l  r e t i r e m e n t  s y s t e m  a n d  i t  s h o u l d  b e  

f u n d e d  t o  t h e  g r e a t e s t  e x t e n t  p o s s i b l e :  S o m e  o f  t h e

c o m m e n t s  a r e  a s  f o l l o w s :

*  " I  f e e l  v e r y  s t r o n g l y  t h a t  t h e  m a i n  t h r u s t  o f  t h e  

S B S  p r o g r a m  b e  t o w a r d  r e t i r e m e n t .  • N o t  o n l y  w o u l d  

I  l i k e  t h e  e n t i r e  6 . 1 3 %  p l a c e d  i n t o  m y  a n n u i t y  

a c c o u n t  b u t  I  w o u l d  l i k e  t o  h a v e  b o t h  t h e  e m p l o y e r  

a n d  e m p l o y e e  p e r c e n t a g e s  r a i s e d  t o  7 . 5 1 % . "

*  " I n c r e a s e  m a n d a t o r y  c o n t r i b u t i o n s  b y  s t a t e  a n d  

e m p l o y e e  t o  m a t c h  t h e  s o c i a l  s e c u r i t y  r a t e . "

*  " A l t h o u g h  m o r e  " c a s h "  e a c h  m o n t h  w o u l d  b e  n i c e ,  i t

i s  a  r i d i c u l o u s  t h o u g h t .  T h e  w h o l e  i d e a  o f  S B S  

w a s  t o  t a k e  t h e  p l a c e  o f  s o c i a l  s e c u r i t y  a n d  g i v e  

u s  b e t t e r  b e n e f i t s  w h e n  w e  a r e  n o  l o n g e r  w o r k i n g . "

*  " I  w o u l d  l i k e  t o  u r g e  t h e  d e c i s i o n - m a k e r s  t o  

r e m e m b e r  t h a t ,  i n a s m u c h  a s  S B S  i s  o u r  s u b s t i t u t e  

f o r  s o c i a l  s e c u r i t y ,  i t s  p r i m a r y  p u r p o s e  i s  t o  

p r o v i d e  r e t i r e m e n t  b e n e f i t s .  I  w i l l  b u y  m y  

i n s u r a n c e  w i t h  a f t e r - t a x  d o l l a r s  a n d  p r o t e c t  m y  

r e t i r e m e n t  a c c o u n t .  I  o n l y  h o p e  t h a t  t h e  p e o p l e  

r e s p o n s i b l e  f o r  f i n a l l y  d e c i d i n g  t h i s  w i l l  p e r m i t  

m e  t o  d o  t h a t . "

S u p p o r t  a n d  c o n c e r n  f o r  t h e  n o n a n n u i t y  b e n e f i t s — S o m e  o f  t h e  

c o m m e n t s  a r e  a s  f o l l o w s :

*  " F i n d  t h e  o v e r a l l  a v e r a g e  p e r c e n t  o f  i n s u r a n c e  a n d  

d e d u c t  f r o m  6 . 1 3 %  b a l a n c e  t o  a n n u i t y . "

*  " P l e a s e  n o t e  I  h a v e  c h o s e n  t h e  l o w e s t  d e d u c t i o n ,  

n o t  b e c a u s e  I  w o u l d  n o t  p r e f e r  t o  b e  p u t t i n g  m o r e  

i n t o  r e t i r e m e n t ,  b u t  b e c a u s e  I  c a n ' t  a f f o r d  t o .  

S i n c e  w e  h a v e  h a d  n o  c o s t  o f  l i v i n g  a d j u s t m e n t ,  

t h e  m o n e y  h a s  t o  c o m e  f r o m  s o m e w h e r e  t o  m e e t  

e x p e n s e s . "

*  " I  w o u l d  l i k e  t o  k e e p  m y  i n s u r a n c e  b e n e f i t s . "



O f f ic ia l Business
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Alaska State Legislature
H o u s e

#

P.O. 30X V 
S t a t e  C a p i t o l  

Juneau, A la s k a  99811

M E M O R A N D U M

H o u s e  S t a t e  A f f a d s r s  C o m m i t t e e  

R e p r e s e n t a t i v e ^  F r £ #  J ^ l m e r  

M a r c h  2 1 ,  1 9 8 8  

S B S  S u r v e y  R e s u l l

A t t a c h e d  y o u  w i l l  f i n d  a  s u m m a r y  o f  t h e  S B S  s u r v e y  r e s p o n s e s  w e  

h a v e  r e c e i v e d  t o  d a t e .



S u r v e y  R e s u l t s

T h e  H o u s e  S t a t e  A f f a i r s  C o m m i t t e e  r e c e i v e d  1 6  s u r v e y s ,  3  

l e t t e r s  a n d  6  P O M ' s  a s  o f  3 / 1 8 / 8 8  f o r  a  t o t a l  o f  2 5  e m p l o y e e  

r e s p o n s e s .  E m p l o y e e s  i n d i c a t e d  t h e  f o l l o w i n g  p r e f e r e n c e  f o r  

t h r e e  o p t i o n s :

O p t i o n  N u m b e r  P e r c e n t a g e

6 . 1 3 %  1 6  6 4 %

4 . 2 5 %  0

2 . 3 7 %  0

N o  R e s p o n s e  9  3 6 %

A s  t o  w h e t h e r  e m p l o y e r  a n d  e m p l o y e e  c o n t r i b u t i o n s  s h o u l d  o r  

s h o u l d  n o t  b e  l o w e r e d  b y  m a n d a t o r y  p a y m e n t s  t o  M e d i c a r e ,  

f o u r t e e n  e m p l o y e e s  i n d i c a t e d  t h a t  m a n d a t o r y  p a y m e n t s  s h o u l d  n o t  

c o m e  f r o m  a n n u i t y  c o n t r i b u t i o n s  w h i l e  1 1  d i d  n o t  a d d r e s s  t h i s  

i s s u e .

R e p r e s e n t a t i v e  E m p l o y e e  C o m m e n t s

" I  w o u l d  l i k e  t o  s e e  b o t h  t h e  e m p l o y e r  a n d  e m p l o y e e  p e r c e n t a g e s  

r a i s e d  t o  7 . 1 5 %  e a c h  t o  c o n f o r m  w i t h  t h e  c u r r e n t  c o n t r i b u t i o n s  

r e q u i r e d  t o  s o c i a l  s e c u r i t y . "

" . . . i f  t h e  s t a t e  w a s  p a r t i c i p a t i n g  i n  s o c i a l  s e c u r i t y  i t  w o u l d  b e  

c o s t i n g  a  g r e a t  d e a l  m o r e  f o r  t h e i r  c o n t r i b u t i o n  ( 7 . 1 5 % )  p l u s  t h e  

e m p l o y e r  w o u l d  b e  r e q u i r e d  t o  p a y  t h e  1 . 4 5 % . "

" P r i v a t e  i n d u s t r y  p a y s  a p p r o x i m a t e l y  7 . 5 %  a n d  w e  p a y  6 . 1 3 % ,  s o  

t h e  i n s u r a n c e  b e n e f i t s  a n  e m p l o y e e  p a y s  r e a l l y  i s n ' t  o u t  o f  

p o c k e t  b e c a u s e  a n y w h e r e  e l s e  a n  e m p l o y e e  w o u l d  p a y  7 . 5 % " .

" . . . o p t i o n  # 3 . . .  t h e  i n c r e a s e  t o  t a k e  h o m e  p a y  i s  b e f o r e  t a x e s  -  

c o u l d  v e r y  w e l l  h a v e  l e s s  t a k e  h o m e  p a y .  I n s t a n t  g r a t i f i c a t i o n  

b u t  t h a t  i s  n o  s a v i n g s  p l a n . "

" I n a s m u c h  a s  t h e  s y s t e m  i s  d e s i g n e d  t o  r e p l a c e  s o c i a l  s e c u r i t y ,  I  

w i s h  t o  p u t  a s  m u c h  i n t o  a  r e t i r e m e n t  f u n d  a s  I  c a n .  I t  w o u l d  b e  

m y  c h o i c e  t o  m a k e  t h e  m a x i m u m  c o n t r i b u t i o n  o f  6 . 1 3 % . "

" I  a m  s o m e w h a t  d i s m a y e d  o v e r  t h e  f a c t  I  a m  p e n a l i z e d  a  t o t a l  o f  

2 . 9 %  b e c a u s e  o f  t h e  f a c t  I  c a m e  t o  w o r k  f o r  t h e  s t a t e  a f t e r  1 9 8 6 .  

T h i s  s y s t e m  m e a n s  I  h a v e  l e s s  t o  w o r k  w i t h  a s  f a r  a s  ' r e t i r e m e n t  

f u n d '  i s  c o n c e r n e d . "

" I t  c o u l d  b e  a r g u e d  t h a t  i t  i s  u n f a i r  f o r  n e w  e m p l o y e e s  t o  t a k e  

t h e  1 . 4 5 %  r e d u c t i o n ;  i t  c o u l d  b e  a l s o  a r g u e d  t h a t  m e d i c a i d  

c o v e r a g e  i s  a  b e n e f i t  ' o l d '  e m p l o y e e s  m a y  n o t  r e c e i v e " .
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P . O .  B o x  V  

J u n e a u ,  A K  9 9 8 1 1

D e a r  R e p r e s e n t a t i v e  G r u s s e n d o r f :

U n d e r  t h e  a u t h o r i t y  o f  a r t .  I l l ,  s e c .  1 8 ,  o f  t h e  A l a s k a  C o n ­

s t i t u t i o n ,  I  a m  t r a n s m i t t i n g  a  s p o n s o r  s u b s t i t u t e  f o r  

H B  2 5 2 ,  r e l a t i n g  t o  t h e  s u p p l e m e n t a l  b e n e f i t s  s y s t e m  ( S B S ) . 

H B  2 5 2  w a s  i n t r o d u c e d  l a s t  y e a r  t o  a d d r e s s  c h a n g e s  i n  f e d ­

e r a l  l a w  i n  1 9 8 5  w h i c h  r e q u i r e d  t h e  s t a t e  t o  p a y  f o r  

M e d i c a r e  c o v e r a g e  u n d e r  t h e  s o c i a l  s e c u r i t y  s y s t e m  f o r  n e w  

e m p l o y e e s .  T h e  b i l l  r e q u i r e s  t h a t  b o t h  e m p l o y e r  c o n t r i b u ­

t i o n s  a n d  m a n d a t o r y  e m p l o y e e  w a g e  r e d u c t i o n s  f o r  S B S  b e  

r e d u c e d  b y  t h e  a m o u n t  t h a t  t h e  e m p l o y e r  a n d  e m p l o y e e  a r e  

r e q u i r e d  t o  p a y  f o r  M e d i c a r e  c o v e r a g e .  T h e  a t t a c h e d  s p o n s o r  

s u b s t i t u t e  a l s o  a d d r e s s e s  t h i s  i s s u e ,  a n d  f u r t h e r  p r o v i d e s  

f o r  a  c o r r e s p o n d i n g  r e d u c t i o n  i n  c o n t r i b u t i o n s  t o  b e  m a d e  i f  

t h e  s t a t e  i s  r e q u i r e d  t o  p a r t i c i p a t e  i n  a n y  p a r t  o f  t h e  

s o c i a l  s e c u r i t y  s y s t e m .  ( S e c t i o n  3 . )

T h e  p r i m a r y  r e a s o n  f o r  i n t r o d u c t i o n  o f  t h i s  s p o n s o r  s u b s t i ­

t u t e  i s  t o  a d d r e s s  c h a n g e s  i n  f e d e r a l  l a w  e n a c t e d  i n  t h e  T a x  

R e f o r m  A c t  o f  1 9 8 6  ( T R A ) . B e c a u s e  o f  t h o s e  c h a n g e s ,  S B S  

m u s t  b e  r e s t r u c t u r e d  i f  t h e  p l a n  i s  t o  m a i n t a i n  i t s  s t a t u s  

a s  a  q u a l i f i e d ,  t a x  e x e m p t  p l a n  a f t e r  J a n u a r y  1 ,  1 9 8 9 .  U n ­

d e r  t h e  T R A ,  t h e r e  c a n  b e  n o  e m p l o y e e  d i s c r e t i o n  c o n c e r n i n g  

t h e  a m o u n t  c o n t r i b u t e d  t o  a  q u a l i f i e d  a n n u i t y  p l a n .  T h e  

e m p l o y e e  c o n t r i b u t i o n  m u s t  b e  f i x e d  b y  l a w .  C u r r e n t  p r o ­

v i s i o n s  o f  S B S  d o  p e r m i t  a  c e r t a i n  a m o u n t  o f  e m p l o y e e  

d i s c r e t i o n ,  s i n c e  a n  e m p l o y e e ' s  d e c i s i o n  t o  p u r c h a s e  o r  n o t  

t o  p u r c h a s e  v a r i o u s  i n s u r a n c e  b e n e f i t s  a f f e c t s  t h e  a m o u n t  

t h a t  w i l l  b e  d e p o s i t e d  i n  t h e  e m p l o y e e ' s  a n n u i t y  a c c o u n t .  

T h e r e f o r e ,  S B S  w i l l  b e  o u t  o f  c o m p l i a n c e  w i t h  t h e  f e d e r a l  

r e q u i r e m e n t  a s  o f  J a n u a r y  1 ,  1 9 8 9 .

T h e  s p o n s o r  s u b s t i t u t e  w o u l d  r e s t r u c t u r e  S B S  i n t o  t w o  f r e e ­

s t a n d i n g  p l a n s :  o n e ,  a  q u a l i f i e d  a n n u i t y  p l a n  t o  w h i c h  c o n ­

t r i b u t i o n s ,  f i x e d  b y  l a w ,  w o u l d  b e  m a d e ;  a n d  t h e  o t h e r ,  a  

" c a f e t e r i a "  p l a n  u n d e r  w h i c h  e m p l o y e e  c o n t r i b u t i o n s  t h a t  a r e  

v a r i a b l e ,  v o l u n t a r y ,  a n d  t a x - f r e e  c o u l d  b e  u s e d  t o  p a y  f o r  

b e n e f i t s  s e l e c t e d  b y  t h e  e m p l o y e e .



T h e  H o n o r a b l e  B e n  G r u s s e n d o r f P a g e  2

C u r r e n t l y ,  S B S  i s  f u n d e d  b y  c o n t r i b u t i o n s  b y  t h e  e m p l o y e r  i n  

a n  a m o u n t  e q u a l  t o  1 2 . 2 6  p e r c e n t  o f  e a c h  o f  i t s  e m p l o y e e ' s  

w a g e s ,  u p  t o  t h e  s o c i a l  s e c u r i t y  t a x a b l e  w a g e  b a s e .  H a l f  o f  

t h e  c o n t r i b u t i o n  c o m e s  f r o m  a  m a n d a t o r y  b e f o r e - t a x  r e d u c t i o n  

i n  e m p l o y e e  w a g e s .  T h e r e f o r e ,  i n  e f f e c t ,  t h e  e m p l o y e r  a n d  

e m p l o y e e  e a c h  c o n t r i b u t e  6 . 1 3  p e r c e n t  o f  w a g e s .  U n d e r  t h e  

s p o n s o r  s u b s t i t u t e ,  t h e  e n t i r e  a m o u n t  o f  b o t h  t h e  e m p l o y e r  

a n d  e m p l o y e e  p o r t i o n s  o f  t h e  c o n t r i b u t i o n  w i l l  b e  d e p o s i t e d  

i n  t h e  a n n u i t y  a c c o u n t .  E m p l o y e e s  w i l l  b e  a b l e  t o  e l e c t  

a d d i t i o n a l  t a x - f r e e  w a g e  r e d u c t i o n s  t o  p a y  f o r  i n s u r a n c e  

b e n e f i t s  a v a i l a b l e  u n d e r  t h e  c a f e t e r i a  p l a n .  O f  c o u r s e ,  a n  

e m p l o y e e ' s  e l e c t i o n  o f  f u r t h e r  w a g e  r e d u c t i o n s  t o  p u r c h a s e  

c a f e t e r i a  p l a n  b e n e f i t s  w i l l  r e s u l t  i n  l o w e r  t a k e - h o m e  p a y .  

T h i s  r e s u l t  c o u l d  b e  a v o i d e d  i f  s o m e  l e s s e r  f i x e d  p o r t i o n  o f  

t h e  e m p l o y e e ' s  c u r r e n t  6 . 1 3  p e r c e n t  w a g e  r e d u c t i o n  i s  

r e q u i r e d  t o  b e  d e p o s i t e d  i n  t h e  a n n u i t y  a c c o u n t .  T h e  r e ­

m a i n i n g  p o r t i o n  w o u l d  t h e n  b e  a v a i l a b l e  f o r  t h e  e m p l o y e e  t o  

a l l o c a t e  t o  c a f e t e r i a  p l a n  b e n e f i t s  ( t a x - f r e e )  o r  t o  i n ­

c r e a s e  t a k e - h o m e  p a y  ( t a x a b l e  e a r n i n g s ) .

B e c a u s e  o f  t h e  v a r y i n g  f i n a n c i a l  s i t u a t i o n s  a m o n g  s t a t e  e m ­

p l o y e e s  a n d  v a r y i n g  n e e d s  f o r  i n s u r a n c e  b e n e f i t s ,  m y  A d m i n ­

i s t r a t i o n  h a s  n o t ,  a t  t h i s  p o i n t ,  a t t e m p t e d  t o  s e l e c t  a  p a r ­

t i a l  a m o u n t  o f  t h e  e m p l o y e e  c o n t r i b u t i o n  t o  b e  m a d e  a v a i l ­

a b l e  t o  p u r c h a s e  t h o s e  b e n e f i t s .  A s  I  m e n t i o n e d  e a r l i e r ,  

t h e  b i l l  s i m p l y  r e q u i r e s  t h e  f u l l  6 . 1 3  p e r c e n t  e m p l o y e e  c o n ­

t r i b u t i o n  t o  b e  d e p o s i t e d  i n  t h e  e m p l o y e e ' s  a n n u i t y  a c c o u n t .  

T h e  d i v i s i o n  o f  r e t i r e m e n t  a n d  b e n e f i t s  w i l l  p r e p a r e  w r i t t e n  

m a t e r i a l s  t o  b e  s e n t  t o  a l l  S B S  m e m b e r s  e x p l a i n i n g  t h e  n e e d  

f o r  a n d  p r o v i s i o n s  o f  t h i s  b i l l .  I n  a d d i t i o n ,  i n f o r m a t i o n a l  

m e e t i n g s  a r e  b e i n g  p l a n n e d  b y  t h e  d i v i s i o n  t o  b e  h e l d  

t h r o u g h o u t  t h e  s t a t e .  A t  t h e s e  m e e t i n g s ,  S B S  m e m b e r s  w i l l  

b e  a f f o r d e d  t h e  o p p o r t u n i t y  t o  e x p r e s s  t h e i r  p r e f e r e n c e s  a s  

t o  w h e t h e r  t h e  b i l l  s h o u l d  m a k e  p a r t  o r  a l l  o f  t h e  e m p l o y e e  

c o n t r i b u t i o n  a v a i l a b l e  f o r  m e m b e r s  t o  a l l o c a t e  t o  p u r c h a s e  

o f  i n s u r a n c e  b e n e f i t s  a n d  i n c r e a s e  i n  t a k e - h o m e  p a y  i n s t e a d  

o f  r e q u i r i n g  t h e  e n t i r e  e m p l o y e e  c o n t r i b u t i o n  t o  b e  

d e p o s i t e d  i n  t h e  a n n u i t y  a c c o u n t .

T w o  a d d i t i o n a l  a m e n d m e n t s  t o  t h e  S B S  s t a t u t e s  a r e  i n c l u d e d  

i n  t h e  s p o n s o r  s u b s t i t u t e .  F i r s t ,  t h e  o p t i o n  o f  s e l e c t i n g  

d e p e n d e n t  c a r e  b e n e f i t s  i s  a d d e d  t o  t h e  c a f e t e r i a  p l a n .  

S e c t i o n  5  o f  t h e  b i l l .  S e c o n d ,  p r o v i s i o n s  t h a t  p r o t e c t  S B S  

c o n t r i b u t i o n s  f r o m  c e r t a i n  a l i e n a t i o n s  a n d  a t t a c h m e n t s  a r e  

s p e c i f i c a l l y  a d d e d  t o  t h e  s t a t u t e .  S e c t i o n  7  o f  t h e  b i l l .  

A l t h o u g h  t h e  S B S  A n n u i t y  P l a n  a l r e a d y  p r o v i d e s  f o r  t h i s  p r o ­

t e c t i o n  ( a s  d o  a l l  p r i v a t e  p e n s i o n  p l a n s  a n d  t h e  s t a t e ' s  

t e a c h e r s '  a n d  p u b l i c  e m p l o y e e s '  r e t i r e m e n t  s y s t e m s ) ,  t h e  

t e r m s  o f  t h e  p l a n  a r e  o n l y  r e a d i l y  a v a i l a b l e  i n  p a m p h l e t s
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p r i n t e d  b y  D O A ' s  d i v i s i o n  o f  r e t i r e m e n t  a n d  b e n e f i t s .  I n ­

c l u s i o n  o f  t h e  s a f e g u a r d  p r o v i s i o n s  i n  t h e  s t a t u t e  w i l l  b e t ­

t e r  a l e r t  S B S  m e m b e r s  a n d  t h e i r  c r e d i t o r s  t o  t h e  p r o t e c t i o n .

I  u r g e  p r o m p t  p a s s a g e  o f  t h i  

t h e  i n t e g r i t y  o f  o u r  S B S  p l a " ^

o n s o r  s u b s t i t u t e  t o  a s s u r e  

c e r e l y  I,

fve C o w p e r  

i o v e r n o r
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O FTICE OF THE GOVERNOR

J u n e a u

F e b r u a r y  1 0 ,  1 9 8 8

T h e  H o n o r a b l e  B e n  G r u s s e n d o r f  

S p e a k e r  o f  t h e  H o u s e  

A l a s k a  S t a t e  L e g i s l a t u r e  

P . O .  B o x  V  

J u n e a u ,  A K  9 9 8 1 1

D e a r  R e p r e s e n t a t i v e  G r u s s e n d o r f :

U n d e r  t h e  a u t h o r i t y  o f  a r t .  I l l ,  s e c .  1 0 ,  o f  t h e  A l a s k a  C o n ­

s t i t u t i o n ,  I  a m  t r a n s m i t t i n g  a  s p o n s o r  s u b s t i t u t e  f o r  

H B  2 5 2 ,  r e l a t i n g  t o  t h e  s u p p l e m e n t a l  b e n e f i t s  s y s t e m  ( S B S )  . 

H B  2 5 2  w a s  i n t r o d u c e d  l a s t  y e a r  t o  a d d r e s s  c h a n g e s  i n  f e d ­

e r a l  l a w  i n  1 9 8 5  w h i c h  r e q u i r e d  t h e  s t a t e  t o  p a y  f o r  

M e d i c a r e  c o v e r a g e  u n d e r  t h e  s o c i a l  s e c u r i t y  s y s t e m  f o r  n e w  

e m p l o y e e s .  T h e  b i l l  r e q u i r e s  t h a t  b o t h  e m p l o y e r  c o n t r i b u ­

t i o n s  a n d  m a n d a t o r y  e m p l o y e e  w a g e  r e d u c t i o n s  f o r  S B S  b e  

r e d u c e d  b y  t h e  a m o u n t  t h a t  t h e  e m p l o y e r  a n d  e m p l o y e e  a r e  

r e q u i r e d  t o  p a y  f o r  M e d i c a r e  c o v e r a g e .  T h e  a t t a c h e d  s p o n s o r  

s u b s t i t u t e  a l s o  a d d r e s s e s  t h i s  i s s u e ,  a n d  f u r t h e r  p r o v i d e s  

f o r  a  c o r r e s p o n d i n g  r e d u c t i o n  i n  c o n t r i b u t i o n s  t o  b e  m a d e  i f  

t h e  s t a t e  i s  r e q u i r e d  t o  p a r t i c i p a t e  i r .  a n y  p a r t  o f  t h e  

s o c i a l  s e c u r i t y  s y s t e m .  ( S e c t i o n  3 . )

T h e  p r i m a r y  r e a s o n  f o r  i n t r o d u c t i o n  o f  t h i s  s p o n s o r  s u b s t i ­

t u t e  i s  t o  a d d r e s s  c h a n g e s  i n  f e d e r a l  l a w  e n a c t e d  i n  t h e  T a x  

R e f o r m  A c t  o f  1 9 8 6  ( T R A ) . B e c a u s e  o f  t h o s e  c h a n g e s ,  S B S  

m u s t  b e  r e s t r u c t u r e d  i f  t h e  p l a n  i s  t o  m a i n t a i n  i t s  s t a t u s  

a s  a  q u a l i f i e d ,  t a x  e x e m p t  p l a n  a f t e r  J a n u a r y  1 ,  1 9 8 9 .  U n ­

d e r  t h e  T R A ,  t h e r e  c a n  b e  n o  e m p l o y e e  d i s c r e t i o n  c o n c e r n i n g  

t h e  a m o u n t  c o n t r i b u t e d  t o  a  q u a l i f i e d  a n n u i t y  p l a n .  T h e  

e m p l o y e e  c o n t r i b u t i o n  m u s t  b e  f i x e d  b y  l a w .  C u r r e n t  p r o ­

v i s i o n s  o f  S B S  d o  p e r m i t  a  c e r t a i n  a m o u n t  o f  e m p l o y e e  

d i s c r e t i o n ,  s i n c e  a n  e m p l o y e e ' s  d e c i s i o n  t o  p u r c h a s e  o r  n o t  

t o  p u r c h a s e  v a r i o u s  i n s u r a n c e  b e n e f i t s  a f f e c t s  t h e  a m o u n t  

t h a t  w i l l  b e  d e p o s i t e d  i n  t h e  e m p l o y e e ' s  a n n u i t y  a c c o u n t .  

T h e r e f o r e ,  S B S  w i l l  b e  o u t  o f  c o m p l i a n c e  w i t h  t h e  f e d e r a l  

r e q u i r e m e n t  a s  o f  J a n u a r y  1 ,  1 9 8 9 .

T h e  s p o n s o r  s u b s t i t u t e  w o u l d  r e s t r u c t u r e  S B S  i n t o  t w o  f r e e ­

s t a n d i n g  p l a n s :  o n e ,  a  q u a l i f i e d  a n n u i t y  p l a n  t o  w h i c h  c o n ­

t r i b u t i o n s ,  f i x e d  b y  l a w ,  w o u l d  b e  m a d e ;  a n d  t h e  o t h e r ,  a  

" c a f e t e r i a "  p l a n  u n d e r  w h i c h  e m p l o y e e  c o n t r i b u t i o n s  t h a t  a r e  

v a r i a b l e ,  v o l u n t a r y ,  a n d  t a x - f r e e  c o u l d  b e  u s e d  t o  p a y  f o r  

b e n e f i t s  s e l e c t e d  b y  t h e  e m p l o y e e .
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C u r r e n t l y ,  S B S  i s  f u n d e d  b y  c o n t r i b u t i o n s  b y  t h e  e m p l o y e r  i n  

a n  a m o u n t  e q u a l  t o  1 2 . 2 6  p e r c e n t  o f  e a c h  o f  i t s  e m p l o y e e ' s  

w a g e s ,  u p  t o  t h e  s o c i a l  s e c u r i t y  t a x a b l e  w a g e  b a s e .  H a l f  o f  

t h e  c o n t r i b u t i o n  c o m e s  f r o m  a  m a n d a t o r y  b e f o r e - t a x  r e d u c t i o n  

i n  e m p l o y e e  w a g e s .  T h e r e f o r e ,  i n  e f f e c t ,  t h e  e m p l o y e r  a n d  

e m p l o y e e  e a c h  c o n t r i b u t e  6 . 1 3  p e r c e n t  o f  w a g e s .  U n d e r  t h e  

s p o n s o r  s u b s t i t u t e ,  t h e  e n t i r e  a m o u n t  o f  b o t h  t h e  e m p l o y e r  

a n d  e m p l o y e e  p o r t i o n s  o f  t h e  c o n t r i b u t i o n  w i l l  b e  d e p o s i t e d  

i n  t h e  a n n u i t y  a c c o u n t .  E m p l o y e e s  w i l l  b e  a b l e  t o  e l e c t

a d d i t i o n a l  t a x - f r e e  w a g e  r e d u c t i o n s  t o  p a y  f o r  i n s u r a n c e

b e n e f i t s  a v a i l a b l e  u n d e r  t h e  c a f e t e r i a  p l a n .  O f  c o u r s e ,  a n  

e m p l o y e e ' s  e l e c t i o n  o f  f u r t h e r  w a g e  r e d u c t i o n s  t o  p u r c h a s e  

c a f e t e r i a  p l a n  b e n e f i t s  w i l l  r e s u l t  i n  l o w e r  t a k e - h o m e  p a y .  

T h i s  r e s u l t  c o u l d  b e  a v o i d e d  i f  s o m e  l e s s e r  f i x e d  p o r t i o n  o f  

t h e  e m p l o y e e ' s  c u r r e n t  6 . 1 3  p e r c e n t  w a g e  r e d u c t i o n  i s

r e q u i r e d  t o  b e  d e p o s i t e d  i n  t h e  a n n u i t y  a c c o u n t .  T h e  r e ­

m a i n i n g  p o r t i o n  w o u l d  t h e n  b e  a v a i l a b l e  f o r  t h e  e m p l o y e e  t o  

a l l o c a t e  t o  c a f e t e r i a  p l a n  b e n e f i t s  ( t a x - f r e e )  o r  t o  i n ­

c r e a s e  t a k e - h o m e  p a y  ( t a x a b l e  e a r n i n g s ) .

B e c a u s e  o f  t h e  v a r y i n g  f i n a n c i a l  s i t u a t i o n s  a m o n g  s t a t e  e m ­

p l o y e e s  a n d  v a r y i n g  n e e d s  f o r  i n s u r a n c e  b e n e f i t s , m y  A d m i n ­

i s t r a t i o n  h a s  n o t ,  a t  t h i s  p o i n t ,  a t t e m p t e d  t o  s e l e c t  a  p a r ­

t i a l  a m o u n t  o f  t h e  e m p l o y e e  c o n t r i b u t i o n  t o  b e  m a d e  a v a i l ­

a b l e  t o  p u r c h a s e  t h o s e  b e n e f i t s .  A s  I  m e n t i o n e d  e a r l i e r ,  

t h e  b i l l  s i m p l y  r e q u i r e s  t h e  f u l l  6 . 1 3  p e r c e n t  e m p l o y e e  c o n ­

t r i b u t i o n  t o  b e  d e p o s i t e d  i n  t h e  e m p l o y e e ' s  a n n u i t y  a c c o u n t .  

T h e  d i v i s i o n  o f  r e t i r e m e n t  a n d  b e n e f i t s  w i l l  p r e p a r e  w r i t t e n  

m a t e r i a l s  t o  b e  s e n t  t o  a l l  S B S  m e m b e r s  e x p l a i n i n g  t h e  n e e d  

f o r  a n d  p r o v i s i o n s  o f  t h i s  b i l l .  I n  a d d i t i o n ,  i n f o r m a t i o n a l  

m e e t i n g s  a r e  b e i n g  p l a n n e d  b y  t h e  d i v i s i o n  t o  b e  h e l d  

t h r o u g h o u t  t h e  s t a t e .  A t  t h e s e  m e e t i n g s ,  S B S  m e m b e r s  w i l l  

b e  a f f o r d e d  t h e  o p p o r t u n i t y  t o  e x p r e s s  t h e i r  p r e f e r e n c e s  a s  

t o  w h e t h e r  t h e  b i l l  s h o u l d  m a k e  p a r t  o r  a l l  o f  t h e  e m p l o y e e  

c o n t r i b u t i o n  a v a i l a b l e  f o r  m e m b e r s  t o  a l l o c a t e  t o  p u r c h a s e  

o f  i n s u r a n c e  b e n e f i t s  a n d  i n c r e a s e  i n  t a k e - h o m e  p a y  i n s t e a d  

o f  r e q u i r i n g  t h e  e n t i r e  e m p l o y e e  c o n t r i b u t i o n  t o  b e  

d e p o s i t e d  i n  t h e  a n n u i t y  a c c o u n t .

T w o  a d d i t i o n a l  a m e n d m e n t s  t o  t h e  S B S  s t a t u t e s  a r e  i n c l u d e d  

i n  t h e  s p o n s o r  s u b s t i t u t e .  F i r s t ,  t h e  o p t i o n  o f  s e l e c t i n g  

d e p e n d e n t  c a r e  b e n e f i t s  i s  a d d e d  t o  t h e  c a f e t e r i a  p l a n .  

S e c t i o n  5  o f  t h e  b i l l .  S e c o n d ,  p r o v i s i o n s  t h a t  p r o t e c t  S B S  

c o n t r i b u t i o n s  f r o m  c e r t a i n  a l i e n a t i o n s  a n d  a t t a c h m e n t s  a r e  

s p e c i f i c a l l y  a d d e d  t o  t h e  s t a t u t e .  S e c t i o n  7  o f  t h e  b i l l .  

A l t h o u g h  t h e  S B S  A n n u i t y  P l a n  a l r e a d y  p r o v i d e s  f o r  t h i s  p r o ­

t e c t i o n  ( a s  d o  a l l  p r i v a t e  p e n s i o n  p l a n s  a n d  t h e  s t a t e ' s  

t e a c h e r s '  a n d  p u b l i c  e m p l o y e e s '  r e t i r e m e n t  s y s t e m s ) , t h e  

t e r m s  o f  t h e  p l a n  a r e  o n l y  r e a d i l y  a v a i l a b l e  i n  p a m p h l e t s
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p r i n t e d  b y  D O A ' s  d i v i s i o n  o f  r e t i r e m e n t  a n d  b e n e f i t s .  I n ­

c l u s i o n  o f  t h e  s a f e g u a r d  p r o v i s i o n s  i n  t h e  s t a t u t e  w i l l  b e t ­

t e r  a l e r t  S B S  m e m b e r s  a n d  t h e i r  c r e d i t o r s  t o  t h e  p r o t e c t i o n .



BY THE RULES COMMITTEE BY
1 IN THE HOUSE REQUEST OF THE GOVERNOR

2 SPONSOR SUBSTITUTE FOR HOUSE BILL NO. 252

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

4 FIFTEENTH LEGISLATURE - SECOND SESSION

5 A BILL

6 For an Act entitled: "An Act relating to the supplemental benefits system;

7 and providing for an effective date."

8 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

9 * Section 1. AS 39.30.150(a) is amended to read:

LO (a) Except as provided in (d) of this section, in [IN] place of

LI contributions to the federal social security system that would have

L2 been required on behalf of an employee had the participating employer

L3 belonged to the social security system, the participating employer

L4 shall contribute an amount equal to 6.13 [12.26] percent of the wages

L5 of the employee up to the taxable wage base then in effect in the

L6 social security system. This contribution must be paid into an indi-

L7 vidual employee annuity account in the Department of Administration

L8 under the terms of the State of Alaska Supplemental Annuity Plan. The

L9 department shall pay 6.13 percent of the wages of the employee up to

20 the taxable wage base then in effect in the social security system

21 into the individual employee annuity account established under this

22 subsection. This wage reduction must be treated as an employer con-

23 tribution under 26 U.S.C. 414(h)(2). All costs of establishing and

24 administering the programs [BENEFIT PROGRAM] established under

25 AS 39.30.150 -- 39.30.180 must [BY AS 39.30.160 SHALL] be paid from

26 the contributions made to the individual employee annuity accounts [BY

27 THE PARTICIPATING EMPLOYERS] under this section. [THE BALANCE OF THE

28 CONTRIBUTIONS MADE BY THE PARTICIPATING EMPLOYERS SHALL BE PAID INTO

29 SPECIAL INDIVIDUAL EMPLOYEE BENEFIT ACCOUNTS IN THE DEPARTMENT OF

H B 0 2 5 2 B -1- SSH B  252



ADMINISTRATION TO BE USED TO PROVIDE SUPPLEMENTAL EMPLOYEE BENEFITS 

PROVIDED IN AS 39.30.160.]

Sec. 2. AS 39.30.150(c) is repealed and reenacted to read:

(c) An employee may voluntarily elect additional wage reductions
1

to be paid into special individual employee benefit accounts in the 

Department of Administration. Money in these accounts must be used to 

purchase benefits selected by the employee under the supplemental 

benefits plan established by the administrator.

Sec. 3. AS 39.30.150 is amended by adding a new subsection to read:

(d) If a participating employer is required by federal 3aw to 

participate in any part of the federal social security system, (1) the 

employer contribution required by (a) of this section must be reduced 

by either the amount required to be paid by the employer to the social 

security system on behalf of the employee, or 6.13 percent, whichever 

is less, and (2) the employee wage reduction required by (a) of this 

section must be reduced by the amount required to be paid by the em­

ployee to the social security system or 6.13 percent, whichever is 

less.

Sec. 4. AS 39.30.153 is amended to read:

Sec. 39.30.153. REPAYMENT OF CONTRIBUTIONS. Upon termination of 

employment the amount held on behalf of a terminating employee in the 

employee's individual employee annuity [SUPPLEMENTAL BENEFITS] account 

must [ESTABLISHED UNDER AS 39.30.160 SHALL] be paid to the employee 

under the terms of the State of Alaska Supplemental Annuity Plan. [A 

TERMINATING EMPLOYEE MAY DEFER RECEIPT OF PAYMENT UNDER THIS SECTION 

AT THE EMPLOYEE'S OPTION.]

Sec. 5. AS 39.30.160(a) is amended to read:

Sec. 39.30.160. BENEFITS [IN PLACE OF SOCIAL SECURITY]. (a) 

The Department of Administration shall, in accordance with' policies
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prescribed by regulations of the Public Employees Retirement Board, 

provide to employees for whom special individual employee benefit 

accounts are established under AS 39.30.150 the following benefit 

options:

(1) supplemental health benefits,

(2) supplemental death benefits,

(3) supplemental disability benefits, and

(4) supplemental dependent care benefits [SURVIVOR BENE­

FITS, AND

(5) SU PP LE M E N T A L  A N N U I T I E S ] .

* Sec. 6. AS 39.30.160(b) is amended to read:

(b) An employee [ON WHOSE BEHALF A PARTICIPATING EMPLOYER IS 

MAKING CONTRIBUTIONS UNDER AS 39.30.150] may select the types and 

amounts of supplemental benefits to be purchased with the money depos­

ited in [FROM] the employee's special individual employee benefit 

accounts [ACCOUNT ESTABLISHED] under AS 39.30.150. The selection must 

[SHALL] be from the benefit options listed in (a) of this section.

* Sec. 7. AS 39.30 is amended by adding a new section to read:

Sec. 39.30.162. SAFEGUARD OF MONEY. (a) Except as provided in 

the State of Alaska Supplemental Annuity Plan, amounts held on behalf 

of, or payable to, an employee or other person who is or who might 

become eligible for benefits under the plan are not subject to an­

ticipation, alienation, sale, transfer, assignment, pledge, encum­

brance, or charge of any kind, either voluntary or involuntary, before 

being received by the person entitled to the amount under the terms of 

the plan. An attempt to anticipate, alienate, sell, transfer, assign, 

pledge, encumber, charge, or otherwise dispose of a right to amounts 

held under the plan is void.

(b) Except as provided in AS 09.38.065, amounts held on behalf
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of, or payable to, an employee or other person who is or who might

become eligible for benefits under the plan are exempt from

garnishment, execution, or levy.

* Sec. 8. The plan administrator of the State of Alaska Supplemental 

Annuity Plan shall amend the plan in accordance with this Act upon obtain­

ing a determination in accordance with federal law and regulations that the 

amendment will not adversely affect the deferral of taxes.

* Sec. 9. The provisions of this Act apply to contributions due the 

month after a determination is obtained that amendment of the plan in 

accordance with this Act will not adversely affect the deferral of taxes.

* Sec. 10. AS 39.30.160(c) is repealed.

* Sec. 11. Sections 1 -- 6, 9, and 10 of this Act take effect January

1, 1989.

* Sec. 12. Sections 7 and 8 of this Act take effect immediately under 

AS 01.10.070(c).

i.
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Committee Substitute for Sponsor Substitute for House Bill 252(SA)
Fiscal Note Analysis 

Prepared by Division of Retirement & Benefits 
Department of Administration 

April 26, 1988

IV Analysis: Passage of this bill would require the restructuring of
the Supplemental Benefits System (SBS) in order to 
conform with requirements in the Tax Reform Act of 1986 
(TRA). This restructuring must be implemented prior to 
January 1, 1989 in order for the SBS to maintain 
qualified tax exempt status. This restructuring would 
consist of dividing the SBS into two separate qualified 
plans, one plan representing money accumulation or 
annuities and the second, a cafeteria plan representing 
insurance or benefit selections. Under this sponsor 
substitute as drafted, the entire amount of the current 
SBS contributions, 12.26% (6.13% employer, and 6.13% 
employee), will be deposited in the annuity account.

In addition, employees will be able to elect tax-free 
wage reductions to pay for benefits available under the 
cafeteria plan.

The money paid into the SBS from the amounts withheld 
from the individual employees and the employer match is 
all placed in the employee's account. Each February, 
the members are charged a fixed fee of $35 to cover the 
on-going administration cost during that benefit year. 
There is no other administration cost pool and major 
program changes must be funded with state general fund 
money. This change was federally mandated precluding 

an opportunity to anticipate the additional cost and to 
fund accordingly.

This fiscal note and analysis deals with the one-time 
costs involved in implementing this legislation and 
on-going costs for administering the dependent care 
benefit.

The total estimated cost is categorized as follows:

a. $162,783 ($162.8) for wages of five non-permanent 
professional programmers to effect the necessary 
changes in the EDP system in the Division of Retirement 
and Benefits. The Two lead programmers will be 
required for six months and the remainder for ten 
months each. Most of the most essential programming 
and testing can be completed by January 1. Converting 
current records, accepting new contributions, dividing 
contributions between annuities and benefits, will be
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completed during the first half of the fiscal year. 
Between January and April, the three remaining 
programmers will design the various reports, the 
on-line screens, correct errors that may occur, and 
re-run accounts that may have been affected. The 
permanent SBS staff will have to manually complete 
tasks while the second phase is completed. Long term 
manual efforts would create a monstrous backlog.

b. Travel. $1,100 for one person to conduct employee 
and employer informational meetings in Juneau, 
Anchorage and Fairbanks.

c. Contractual.
1) $66,000 for changes in the EDP system of the 
Division of Finance. The SBS EDP system interfaces 
with the state payroll EDP system. Major changes, 
to the SBS system necessitates changes to the state 
payroll system for interface, continuity.

2) $10,100 for postage costs and printing costs for 
an informational mailing to employees and for 
enrollment form design changes and printing costs.

3) $35,000 for consulting services connected with 
establishing and qualifying the new plans in 
accordance with federal law and Internal Revenue 
Code and to assist in IRS qualification of the 
plans.

4) $58,000 for data processing chargeback and 
equipment for the non-permanent programmers.
$42,000 for data processing charge backs during the 
writing of the new program; $7,500 ($1500 for each 
of 5 terminals) one time hook-up charge; $1000 to 
install computer cable; and $7500 for five computer 

terminals.

5) $50,000 for an agency to administer the 
dependent care benefits. The $50,000 will be 
divided into quarterly payments and funded through 
the SBS administrative fees collected. The agency 
would pay child care centers from funds collected 
from members accepting this option.

d. Supplies. $4,100 supplies for the non-permanent 
programmers.
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Posmon T,ll9\na-iySt/pr0granimer V No. of Positions Range/Step,,.^ Oarg. Unit g
l ime Status
6 mo. TE/FT

Staff Months Location
1 2 .0 AWA

Election District
Juneau (4)

H I
Type of Expcndilurc Amount

1 2 3
Salary 45 ,7 4 4

-
Benefits 6,320
Premium Pay nOilier

Total Personal Services ' m  "■ " s 6i 064
Travel n
Contractual 2 3 .2 0 0Commodities 2 ,6 0 0Equipment nOther

Total Cost 7 6 , 8 6 4 ....
Funding Source for Total Cost

Federal Receipts 1002
G. F. Match 1003
General Fund 1004 76 .8 64
GF Program Receipts 1005
Other

Justification
CSSSHB 252 (SA) requires changing the 
supplemental Benefits System (SBS) to a fixed 
percentage annuity contribution and a flexible 
set of optional benefits, including new 
options such as dependent care, which may be 
purchased by employees desiring them with 
pre-tax contributions. It will require five 
nonpermanent positions, in addition to the 
existing permanent staff.

One of the Analyst/Programmer (A/P) V nonperma­

nent positions will act as team leader for the 
State employee Supplemental Benefits System 
(SSBS) redesign providing guidance for the two 
nonpermanent A/P IV positions assigned to the 
SSBS part of the SB 252 SBS redesign project, 
while the other A/P V will act in a similar 
capacity relative to the SBS for political 
subdivisions (PSBS), providing guidance for 
the nonpermanent A/P IV assigned to that part 
of the project. Specific duties will include 
analysis, design, coding, and testing changes 
to existing programs and files and to new 
programs and files in the SSBS and PSBS, and 
conversion from the existing systems to the 
new systems.

6/6B1/0426-01/1

R e q u e s t  F o r

N e w  P o s i t i o n

Agency'
OKU

Component

Administration

Retirement and Benefits

Retirement and Benefits



Position  TWftnaiyst/Programmer IV No. of Posit ions ^  R ange/S tep  ^  Barg. Unit ^

l ime Status S taff  Months

10 mo. TE/FT 30.0
Location  Election District

AWA Juneau (4)

Jus t i f ica t ion

CSSSHB 252 (3A) requires changing the 
Supplemental Benefits System (SBS) to a fixed 
percentage annuity contribution and a flexible 
set of optional benefits, including new 
options such as dependent care, which may be 
purchased by employees desiring them with 
pre-tax contributions. It will require five 
nonpermanent positions, in addition to the 
existing permanent staff.

One of the Analyst/Programmer (A/P) IV nonper- 
manent positions will share responsibility for 
designing and implementing changes and additions 
to the SBS for political subdivisions (PSBS) 
and the other two A/P IV positions will share 
similar responsibilities for the SBS for State 
employees (SSBS). In each case, they will 
work under the guidance of a nonpermanent 
A/P V (one for SSBS and one for PSBS) who will 
act as a team leader during this project. 
Specific duties will include designing, coding 
and testing changes to existing files and 
programs and to new files and programs, and 
conversion from the existing systems to the 
new systems.

T y p e  o f  Expenditure Amount

1 2 3

Salary mn,nRn

•* ,;«  u\- ■
i Benefi ts n

Premium Pay 0
Other

Total Personal Services 111 710

Travel n
Contrac tual 34,800 ..
C om m odit ie s 1,500
Equipment 0
Other

T ota l  Cost 148,019

Funding Source for Total Cost

Federal Receipts 1002
G. F. Match 1003
General Fund 1004 U R . n i Q
G F Program Receipts 1005 N

Other

6/6B1/0426-01/3

R e q u e s t  F o r

N e w  P o s i t i o n

Agency

BRU

Component

Administration

Retirement and Benefits

Retirement and Benefits
Page of
Revised Dale

FY 89



O f f e r e d :  3 / 2 4 / 8 8
R e f e r r e d :  F i n a n c e

g o 0 2 2 8 h L

Original sponsor: Rules/Governor

1 IN THE HOUSE BY THE STATE AFFAIRS COMMITTEE

2 CS FOR SPONSOR SUBSTITUTE FOR HOUSE BILL NO. 252 (State Affairs)

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

4 FIFTEENTH LEGISLATURE - SECOND SESSION

5 A BILL

6 For an Act entitled: "An Act relating to the supplemental benefits system;

7 and providing for an effective date."

8 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

9 * Section 1. AS 39.30.150(a) is amended to read:

10 (a) In place of contributions to the federal social security

1 1 system that would have been required on behalf of an employee had the

1 2 participating employer belonged to the social security system, the

13 participating employer shall contribute an amount equal to 6.13

14 [12.26] percent of the wages of the employee up to the taxable wage

15 base then in effect in the social security system. This contribution

16 must be paid into an individual employee annuity account in the De-

17 parcment of Administration under the terms of the State of Alaska

18 Supplemental Annuity Plan. The department shall pay 6.13 percent of

19 the wages of the employee up to the taxable wage base then in effect

2 0 in the social security system into the individual employee annuity

21 account established under this subsection. This wage reduction must

22 be treated as an employer contribution under 26 U.S.C. 414(h)(2). All

23 costs of establishing and administering the programs [BENEFIT PROGRAM]

24 established under AS 39.30.150 - 39.30.180 must [BY AS 39.30.160

25 SHALL] be paid from the contributions made to the individual employee

26 annuity accounts [BY THE PARTICIPATING EMPLOYERS] under this section.

27 [THE BALANCE OF THE CONTRIBUTIONS MADE BY THE PARTICIPATING EMPLOYERS

28 SHALL BE PAID INTO SPECIAL INDIVIDUAL EMPLOYEE BENEFIT ACCOUNTS IN THE

29 DEPARTMENT OF ADMINISTRATION TO BE USED TO PROVIDE SUPPLEMENTAL

H B 0 2 5 2 C -1- C S S S H B  2 5 2 (SA)



* Sec. 2. AS 39.30.150(c) is repealed and reenacted to read:

(c) An employee may voluntarily elect additional wage reductions 

to be paid into special individual employee benefit accounts in the 

Department of Administration. Money in these accounts must be used to 

purchase benefits selected by the employee under the supplemental 

benefits plan established by the administrator.

* Sec. 3. AS 39.30.153 is amended to read:

Sec. 39.30.153. REPAYMENT OF CONTRIBUTIONS. Upon termination of 

employment the amount held on behalf of a terminating employee in the 

employee's individual employee annuity [SUPPLEMENTAL BENEFITS] account 

must [ESTABLISHED UNDER AS 39.30.160 SHALL] be paid to the employee 

under the terms of the State of Alaska Supplemental Annuity Plan. [A 

TERMINATING EMPLOYEE MAY DEFER RECEIPT OF PAYMENT UNDER THIS SECTION 

AT THE EMPLOYEE’S OPTION.]

* Sec. 4. AS 39.30.160(a) is amended to read:

Sec. 39.30.160. BENEFITS [IN PLACE OF SOCIAL SECURITY]. (a) 

The Department of Administration shall, in accordance with policies 

prescribed by regulations of the Public Employees Retirement Board, 

provide to employees for whom special individual employee benefit 

accounts are established under AS 39.30.150 the following benefit 

options:

(1) supplemental health benefits,

(2) supplemental death benefits,

(3) supplemental disability benefits, and

(4) supplemental dependent care benefits [SURVIVOR BENE­

FITS, AND

(5) SUPPLEMENTAL ANNUITIES].

* Sec. 5. AS 39.30.160(b) is amended to read:

E M P L O Y E E  B E N E F I T S  P R O V I D E D  IN  A S  3 9 . 3 0 . 1 6 0 . ]
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(b) An employee [ON WHOSE BEHALF A PARTICIPATING EMPLOYER IS 

MAKING CONTRIBUTIONS UNDER AS 39.30.150] may select the types and 

amounts of supplemental benefits to be purchased with the money depos­

ited in [FROM] the employee's special individual employee benefit 

accounts [ACCOUNT ESTABLISHED] under AS 39.30.150. The selection must 

[SHALL] be from the benefit options listed in (a) of this section.

* Sec. 6. AS 39.30 is amended by adding a new section to read:

Sec. 39.30.162. SAFEGUARD OF MONEY. (a) Except as provided in 

the State of Alaska Supplemental Annuity Plan, amounts held on behalf

of, or payable to, an employee or other person who is or who might

become eligible for benefits under the plan are not subject to an­

ticipation, alienation, sale, transfer, assignment, pledge, encum­

brance, or charge of any kind, either voluntary or involuntary, before 

being received by the person entitled to the amount under the terms of 

the plan. An attempt to anticipate, alienate, sell, transfer, assign, 

pledge, encumber, charge, or otherwise dispose of a right to amounts 

held under the plan is void.

(b) Except as provided in AS 09.38.065, amounts held on behalf 

of, or payable to, an employee or other person who is or who might

become eligible for benefits under the plan are exempt from garnish­

ment, execution, or levy.

* Sec. 7. The plan administrator of the State of Alaska Supplemental 

Annuity Plan shall amend the plan in accordance with this Act upon obtain­

ing a determination in accordance with federal law and regulations that the 

amendment will not adversely affect the deferral of taxes.

* Sec. 8. The provisions of this Act apply to contributions due the 

month after a determination is obtained that amendment of the plan in 

accordance with this Act will not adversely affect the deferral of taxes.

* Sec. 9. AS 39.30.160(c) is repealed.

H B 0 2 5 2 C  -3- C S S S H B  2 5 2 ( S A )
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S T A T E  O F  A L A S K A

7j 1 9 8 8  L E G I S L A T I V E  S E S S I O N

A

REQUEST;

Revision Date:___________
Title: An act relating to the
Supplemental Benefits System 

Sponsor: Covernor 
Requestor:_____________

B i l l  V e r s i o n :

P u b l i s h  D a t e :

N o .

CSSSHB 2 5 2 (SA )
HOUSE A / 2 1 / 8 8

F I S C A L  N O T E

Agency Affected: Administration 

BRU: Retirement and Benefits_______

C o m p o n e n t s :  Retirement and Benefits

EXPENDITURES/REVEh UES: (Thousands of Dollars)
OPERATING FY 88 FY 89 FY 90 FY 91 1 FY 92 FY 93

PERSONAL SERVICES 0 235.7 0 0 1 0 0
TRAVEL 0 1.1 0 0 1 0 0
CONTRACTUAL 0 219.1 5<t.O 58.3 1 63.0 68.0
SUPPLIES 0 A.1 0 0 1 0 0
EQUIPMENT 0 15.8 0 0 1 0 0
U-ND & STRUCTURES 0 0 0 0 1 0 0
CRANTS, CLAIMS 0 0 0 0 1 0 0
MISCELLANEOUS 0 0 0 0 1 0 0
TOTAL OPERATING 0 A75.8 5&.0 58.3 1 63.0 68.0

I CAPITAL

1 REVENUE" "o r 0

FUNDING: (Thousands of Doll ars)
GENERAL FUND 0 A25.8 1 0 \ 0 1 0 0

FEDERAL FUNDS 0 0 1 0 1 0 1 0 0

OTHER 0 50.0 1 5<*.0 1 58.3 1 63.0 68.0

TOTAL 0 <>75.8 1 5<».0 I 58.3 | 63.0 68.0

POSITIONS:
FULL-TIME o ; 0 1 0 ! 0 1 0 0
PART-TIME o 1 0 1 0 1 0 1 o 1 0
TEMPORARY o 1 5 1 0 1 0 1 0 1 0

ANALYSIS: (Attach a separate page if necessary)

Analysis attached

Prepared By: fitio&eft__________
Division: Retirement and Benefits

Sta I natter Phone:
Date:

A65-W70

April 20, 1988

Approved by Commissioner: John M. Andrews

Agency: Department of Administration /£■.
a ^ ^ a t e : ______

Distribution (by preparer): 

Legislative Finance 

Legislative Sponsor 

Requestor
Office of Management and Budget 

Impacted Agency(ies) P a g e  i o f  _3_
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CSSSHB 2 5 2 (SA )
HOUSE 4 / 2 1 / 8 8

C o m m ittee  S u b s t i t u t e  f o r  S p o n s o r  S u b s t i t u t e  f o r  House B i l l  252(SA)
F i s c a l  N o te  A n a l y s i s  

P r e p a r e d  by  D i v i s i o n  o f  R e t i r e m e n t  & B e n e f i t s  
D e p a r tm e n t  o f  A d m i n i s t r a t i o n  

A p r i l  2 0 ,  1988

IV A n a l y s i s :  P a s s a g e  o f  t h i s  b i l l  w o u ld  r e q u i r e  t h e  r e s t r u c t u r i n g  o f
t h e  S u p p le m e n ta l  B e n e f i t s  S y s tem  (SBS) i n  o r d e r  t o  
c o n fo rm  w i t h  r e q u i r e m e n t s  i n  t h e  Tax R efo rm  A ct o f  1986 
(TRA). T h i s  r e s t r u c t u r i n g  m u s t  b e  im p le m e n te d  p r i o r  t o  
J a n u a r y  1, 1989 i n  o r d e r  f o r  t h e  SBS t o  m a i n t a i n
q u a l i f i e d  t a x  exem pt s t a t u s .  T h i s  r e s t r u c t u r i n g  w ou ld  
c o n s i s t  o f  d i v i d i n g  t h e  SBS i n t o  two s e p a r a t e  q u a l i f i e d  
p l a n s ,  one p l a n  r e p r e s e n t i n g  money a c c u m u l a t i o n  o r  
a n n u i t i e s  and  t h e  s e c o n d ,  a  c a f e t e r i a  p l a n  r e p r e s e n t i n g  
i n s u r a n c e  o r  b e n e f i t  s e l e c t i o n s .  U n d e r  t h i s  s p o n s o r  
s u b s t i t u t e  a s  d r a f t e d ,  t h e  e n t i r e  am ount o f  t h e  c u r r e n t  
SBS c o n t r i b u t i o n s ,  12.26% (6 .13%  e m p lo y e r ,  and  6.13% 
e m p l o y e e ) ,  w i l l  b e  d e p o s i t e d  i n  t h e  a n n u i t y  a c c o u n t .

I n  a d d i t i o n ,  e m p lo y e e s  w i l l  b e  a b l e  t o  e l e c t  t a x - f r e e  
w age  r e d u c t i o n s  t o  p a y  f o r  b e n e f i t s  a v a i l a b l e  u n d e r  t h e  
c a f e t e r i a  p l a n .

T h i s  f i s c a l  n o t e  an d  a n a l y s i s  d e a l s  w i t h  t h e  o n e - t i m e  
c o s t s  i n v o l v e d  i n  im p le m e n t in g  t h i s  l e g i s l a t i o n  and  
o n - g o i n g  c o s t s  f o r  a d m i n i s t e r i n g  t h e  d e p e n d e n t  c a r e  
b e n e f i t .

The t o t a l  e s t i m a t e d  c o s t  i s  c a t e g o r i z e d  a s  f o l l o w s :

a .  P e r s o n a l  S e r v i c e s .  $ 2 3 5 ,7 0 0  f o r  w ages  o f  
n o n - p e r m a n e n t  p r o f e s s i o n a l  p ro g ra m m e rs  t o  e f f e c t  t h e  
n e c e s s a r y  c h a n g e s  i n  t h e  EDP s y s t e m  i n  t h e  D i v i s i o n  o f  
R e t i r e m e n t  an d  B e n e f i t s .  S ee  a t t a c h e d  b re a k d o w n  o f  DP 
e s t i m a t e s .

b .  T r a v e l .  $ 1 ,1 0 0  f o r  one p e r s o n  t o  c o n d u c t  em p lo y ee  
• a n d  e m p lo y e r  i n f o r m a t i o n a l  m e e t i n g s  i n  J u n e a u ,

A n c h o ra g e  and  F a i r b a n k s .

c .  C o n t r a c t u a l .
1) $ 6 6 ,0 0 0  f o r  c h a n g e s  i n  t h e  EDP s y s t e m  o f  t h e  
D i v i s i o n  o f  F i n a n c e .
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H O U S E  4 / 2 1 / 8 8

2) $ 1 0 ,1 0 0  f o r  p o s t a g e  c o s t s  and p r i n t i n g  c o s t s  f o r  
an  i n f o r m a t i o n a l  m a i l i n g  t o  e m p lo y e e s  an d  f o r  
e n r o l l m e n t  fo rm  d e s i g n  c h a n g e s  an d  p r i n t i n g  c o s t s .

3) $ 3 5 ,0 0 0  f o r  c o n s u l t i n g  s e r v i c e s  c o n n e c t e d  w i t h  
e s t a b l i s h i n g  a n d  q u a l i f y i n g  t h e  new p l a n s  i n  
a c c o r d a n c e  w i t h  f e d e r a l  la w  and I n t e r n a l  R evenue 
Code and to  a s s i s t  i n  IRS q u a l i f i c a t i o n  o f  t h e  
p l a n s .

4) $ 5 8 ,0 0 0  f o r  d a t a  p r o c e s s i n g  c h a r g e b a c k  and 
e q u ip m e n t  f o r  t h e  n o n - p e r m a n e n t  p ro g r a m m e rs .

5) $ 5 0 ,0 0 0  f o r  an  a g e n c y  t o  a d m i n i s t e r  t h e  
d e p e n d e n t  c a r e  b e n e f i t s .

S u p p l i e s .  $ 4 .1  s u p p l i e s  f o r  t h e  n o n - p e r m a n e n t  
p ro g ra m m e rs .

E q u ip m e n t .  $ 1 5 .8  f o r  w o r k s t a t i o n s  f o r  t h e  
n o n -p e rm a n e n t  p r o g r a m m e rs .
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REVENUE

FUNDING: (Thousands of Dollars)

CENERAL FUND 0 4C6.8 \ 0 0 0 0

FEDERAL FUNDS 0 0 " 0 0 0

OTHER 0 50.0 58.3 63.0 68.0

TOTAL 0 456.8 \  54?« 58.3 63.0 68.0

POSITIONS: \
\

FULL-TIME 0 0 o \ ’Y- 0 0 0

PART-TIME 0 0 0 \  \ o 0 0

TEMPORARY 0 5 0 A .  i 0 0

ANALYSIS: (Attach a separate page if necessary)

Retirement and Benefits
Prepared By: Robert f
Division

Approved by Commissioner: John M. Andrews, 
Agency: Department of Administration ^

Distribution (by preparer):
Legislative finance 
Legislative Sponsor 

Requestor
Office of Management and Budget 

Impacted Agency(ies)

4.Date:

Phone: <>65- 
Date:

P a g e  j  o f  3

S T A T E  O F  A L A S K A  Bill V e r s i o n :  cssshb 257 isai

1 9 8 8  L E G I S L A T I V E  S E S S I O N  P u b l i s h  Date: _______________

\  FISCAL NOTE

REQUEST:_____________________________________

Revision Date:____________________ Agency Affected: Administration

Title: \ n  a c t  r e l a t in g  to  the________  BRU; Retirement and B enefits
Supplemental B enefi ts  System______________

S p o n s o r :  Governor C o m p o n e n t s :  Retirement and Benefits '
Requestor: \  ______________________________

EXPENDITURES/REVENUES: (Thousands of Dollars)
O P E R A T IN G  S - y  r s s " FY  '8 '5  ■" FY 9 0 ■ '  T Y  9 1 "T Y  9 2  ■

PERSONAL SERVICES \  0 2 3 2 .5 0 0 0 0
TRAVEL \  0 1.1 0 0 0
CONTRACTUAL \  0 219.1 54 .0 5 8 . 3 6 3 . 0 68 .0
SUPPLIES \  0 4.1 0 0 0 0
EQUIPMENT \ 0 0 0 ... 0. 0
LAND & STRUCTURES oV r * ° 0 0 0 0
GRANTS, CLAIMS 0 \ V \  ° 0 0 0 0
MISCELLANEOUS 0 \ \ J  0 0 0 0 0
TOTAL OPERATING 0 \  *—4 5 6 : 8 5 4 . 0 5 8 . 3 6 3 . 0 68 .0

CAPITAL



Committee Substitute for Sponsor Substitute for House Bill 252(SA)
Fiscal Note Analysis 

Prepared by Division of Retirement & Benefits 
Department of Administration 

April 26, 1988

IV Analysis: Passage of this bill would require the restructuring of
the Supplemental Benefits System (SBS) in order to 
conform with requirements in the Tax Reform Act of 1986 
(TRA). This restructuring must be implemented prior to 
January 1, 1989 in order for the SBS to maintain 
qualified tax exempt status. This restructuring would 
consist of dividing the SBS into two separate qualified 
plans, one plan representing money accumulation or 
annuities and the second, a cafeteria plan representing 
insurance or benefit selections. Under this sponsor 
substitute as drafted, the entire amount of the current. 
SBS contributions, 12.26% (6.13% employer, and 6.13%,. 
employee), will be deposited in the annuity account.

In addition, employees will be able to elect tax-free 
wage reductions to pay for benefits available under the 
cafeteria plan.

The money paid into the SBS from the amounts withheld 
from the individual employees and the employer match is 
all placed in the employee's account. Each February, 
the members are charged a fixed fee of $35 to cover the 
on-going administration cost during that benefit year. 
There is no other administration cost pool and major 
program changes must be funded with state general fund 
money. This change was federally mandated precluding 
an opportunity to anticipate the additional cost and to 
fund accordingly.

This fiscal note and analysis deals with the one-time 
costs involved in implementing this legislation and 
on-going costs for administering the dependent care 
benefit.

The total estimated cost is categorized as follows:

a. $232,500 for wages of five non-permanent 
professional programmers for 12 months to effect the 
necessary changes in the EDP system in the Division of 
Retirement and Benefits. The five positions are needed 
after the January 1, 1989 effective date because only 
the most essential programming and testing can be 
completed by January 1. Converting current records, 

accepting new contributions, dividing contributions 
between annuities and benefits, will be completed



during the first half of the fiscal year. During the 
second half of the year, the programmers will design 
the various reports, the on-line screens, correct 
errors that may occur, and re-run accounts that may 
have been affected. The permanent SBS staff will have 

to manually complete tasks while the second phase is 
completed. Long term manual efforts would create a 
monstrous backlog.

b. Travel. $1,100 for one person to conduct employee 
and employer informational meetings in Juneau, 
Anchorage and Fairbanks.

c. Contractual.
1) $66,000 for changes in the EDP system of the 

Division of Finance. The SBS EDP system interfaces 
with the state payroll EDP system. Major changes 
to the SBS system necessitates changes to the state 
payroll system for interface continuity.

2) $10,100 for postage costs and printing costs for 
an informational mailing to employees and for 
enrollment form design changes and printing costs.

3) $35,000 for consulting services connected with 
establishing and qualifying the new plans in 
accordance with federal law and Internal Revenue 
Code and to assist in IRS qualification of the 
plans.

4) $58,000 for data processing chargeback and 
equipment for the non-permanent programmers.
$42,000 for data processing charge backs during the 
writing of the new program; $7,500 ($1500 for each 
of 5 terminals) one time hook-up charge; $1000 to 
install computer cable; and $7500 for five computer 
terminals.

5) $50,000 for an agency to administer the 
dependent care benefits. The $50,000 will be 
divided into quarterly payments and funded through 
the SBS administrative fees collected. The agency 
would pay child care centers from funds collected 
from members accepting this option.

d. Supplies. S4.1 supplies for the non-permanent 
programmers.



Position Title
A n a l y s t / P r o g r a m m e r  V

No. of Positions Range/Step Darg. Unit g

Time Status
FT Non-Permanen

Staff Months

2 4 . 0

Location

A W A
Election District

J u n e a u  (4)

Type of Expenditure
1

Salary
Benefits
Premium Pay
Other

Total Personal Services

M i

1 S L H S L

Travel
Contractual
Commodities
Equipment

"Other
Total Cost

Amount

tf ', - ' i

.1 B L W .

23,200

2,600

127,928

Funding Source for Total Cost
Federal Receipts 1002
fi. F. Match 1002
General Fund 1004
GF Program Receipts 1005
Other

127.928

Justification
CSSSHB 252 (SA) requires changing the 
supplemental Benefits System (SBS) to a fixed 
percentage annuity contribution and a flexible 
set of optional benefits, including new 
options such as dependent care, which may be 
purchased by employees desiring them with 
pre-tax contributions. It will require five 
nonpermanent positions, in addition to the 

existing permanent staff.

One of the Analyst/Programmer (A/P) V nonperma­
nent positions will act as team leader for the 

State employee Supplemental Benefits System 
(SSBS) redesign providing guidance for the two 
nonpermanent A/P IV positions assigned to the 
SSBS part of the SB 252 SBS redesign project, 
while the other A/P V will act in a similar 
capacity relative to the SBS for political 
subdivisions (PSBS), providing guidance for 
the nonpermanent A/P IV assigned to that part 
of the project. Specific duties will include 
analysis, design, coding, and testing changes 
to existing programs and files and to new 

programs and files in the SSBS and PSBS, and 
conversion from the existing systems to the

 new.s.retems.,    _

6/6B1/0426-01/1

R e q u e s t  F o r

N e w  P o s i t i o n

Agency

imu
Component

Administration

Retirement and Benefits 

Retirement and Benefits



Position T it le  Ana1yst/programmer IV No. of Posit ions ^ Range/Step 19A Uarg. Unit q

'l 'imc Status 
FT Non-Permanen

:■

Staff  Months
35.0

Location
AWA

Election District
Juneau (4)

■■ ■ • . i

Type of Expenditure 1 Amount
1 2 3

Salary 1 1 6 .7 6 0
benefits 1 3 .5 7 9 •: : ; • ; - ‘ . : ;';, v •
Premium Pay 0 HOther

Total Personal Services 1 3 0 .3 3 9
Travel 0
Contractual 3 4 ,8 0 0
Commodities 1 ,5 0 0Equipment 0Uther

Total Cost 1 6 6 ,6 3 9

Funding Source for Total Cost
Federal Receipts 1002
0 . F. Match 1003
General Fund 1004 1 6 6 ,6 3 9
GF Program Receipts 1005
Other

CSSSHB 252 (SA) requires changing the 
Supplemental Benefits System (SBS) to a fixed 
percentage annuity contribution and a flexible 
set of optional benefits, including new 
options such as dependent care, which may be 
purchased by employees desiring them with 
pre-tax contributions. It will require five 
nonpermanent positions, in addition to the 
existing permanent staff.

One of the Analyst/Programmer (A/P) IV nonper­
manent positions will share responsibility for 
designing and implementing changes and additions 

to the SBS for political subdivisions (PSBS) 
and the other two A/P IV positions will share 
similar responsibilities for the SBS for State 

employees (SSBS). In each case, they will 
work under the guidance of a nonpermanent 
A/P V (one for SSBS and one for PSBS) who will 
act as a team leader during this project. 
Specific duties will include designing, coding 
and testing changes to existing files and 
programs and to new files and programs, and 
conversion from the existing systems to the 
new systems.
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F e b r u a r y  1 0 ,  1 9 8 8

The H o n o r a b le  Ben G r u s s e n d o r f  
S p e a k e r  o f  t h e  House 
A la s k a  S t a t e  L e g i s l a t u r e  
P .O . Box V 
J u n e a u ,  AK 99811

D e a r  R e p r e s e n t a t i v e  G r u s s e n d o r f :

U n d e r  t h e  a u t h o r i t y  o f  a r t .  I l l ,  s e c .  1 8 ,  o f  t h e  A la s k a  Con­
s t i t u t i o n ,  I  am t r a n s m i t t i n g  a s p o n s o r  s u b s t i t u t e  f o r  
HB 2 5 2 ,  r e l a t i n g  t o  t h e  s u p p le m e n t a l  b e n e f i t s  s y s te m  (S B S ) . 
HB 252 was i n t r o d u c e d  l a s t  y e a r  t o  a d d r e s s  c h a n g e s  i n  f e d ­
e r a l  l a w  i n  1985 w h i c h  r e q u i r e d  t h e  s t a t e  t o  p a y  f o r  
M e d i c a r e  c o v e r a g e  u n d e r  t h e  s o c i a l  s e c u r i t y  s y s te m  f o r  new 
e m p lo y e e s .  The b i l l  r e q u i r e s  t h a t  b o t h  e m p lo y e r  c o n t r i b u ­
t i o n s  a nd  m a n d a to r y  em p lo ye e  wage r e d u c t i o n s  f o r  SBS be  
r e d u c e d  b y  t h e  am oun t t h a t  t h e  e m p lo y e r  a nd  e m p lo y e e  a r e  
r e q u i r e d  t o  p a y  f o r  M e d ic a r e  c o v e r a g e .  The a t t a c h e d  s p o n s o r  
s u b s t i t u t e  a l s o  a d d r e s s e s  t h i s  i s s u e ,  a nd  f u r t h e r  p r o v i d e s  
f o r  a c o r r e s p o n d in g  r e d u c t i o n  i n  c o n t r i b u t i o n s  t o  be  made i f  
t h e  s t a t e  i s  r e q u i r e d  t o  p a r t i c i p a t e  i n  a n y  p a r t  o f  t h e  
s o c i a l  s e c u r i t y  s y s te m .  ( S e c t i o n  3 . )

The p r im a r y  r e a s o n  f o r  i n t r o d u c t i o n  o f  t h i s  s p o n s o r  s u b s t i ­
t u t e  i s  t o  a d d r e s s  c h a n g e s  i n  f e d e r a l  la w  e n a c te d  i n  t h e  T a x  
R e fo rm  A c t  o f  1986 (T R A ) . B e cau se  o f  t h o s e  c h a n g e s ,  SBS 
m u s t  be  r e s t r u c t u r e d  i f  t h e  p l a n  i s  t o  m a i n t a i n  i t s  s t a t u s  
as a q u a l i f i e d ,  t a x  e x em p t p l a n  a f t e r  J a n u a r y  1 ,  1 9 8 9 .  Un­
d e r  t h e  TRA, t h e r e  c a n  be  no  e m p lo y e e  d i s c r e t i o n  c o n c e r n i n g  
t h e  am oun t c o n t r i b u t e d  t o  a q u a l i f i e d  a n n u i t y  p l a n .  The 
e m p lo y e e  c o n t r i b u t i o n  m u s t  b e  f i x e d  b y  l a w .  C u r r e n t  p r o ­
v i s i o n s  o f  SBS do  p e r m i t  a c e r t a i n  am oun t o f  em p lo ye e  
d i s c r e t i o n ,  s i n c e  an  e m p lo y e e 's  d e c i s i o n  t o  p u r c h a s e  o r  n o t  
t o  p u r c h a s e  v a r i o u s  i n s u r a n c e  b e n e f i t s  a f f e c t s  t h e  am oun t 
t h a t  w i l l  be  d e p o s i t e d  i n  t h e  e m p lo y e e 's  a n n u i t y  a c c o u n t .  
T h e r e f o r e ,  SBS w i l l  be  o u t  o f  c o m p l ia n c e  w i t h  t h e  f e d e r a l  
r e q u i r e m e n t  as o f  J a n u a r y  1 ,  1 9 8 9 .

The s p o n s o r  s u b s t i t u t e  w o u ld  r e s t r u c t u r e  SBS i n t o  tw o  f r e e ­
s t a n d i n g  p l a n s :  o n e ,  a q u a l i f i e d  a n n u i t y  p l a n  t o  w h i c h  c o n ­
t r i b u t i o n s ,  f i x e d  b y  l a w ,  w o u ld  be  made ; a nd  t h e  o t h e r ,  a 
" c a f e t e r i a "  p l a n  u n d e r  w h ic h  e m p lo y e e  c o n t r i b u t i o n s  t h a t  a r e  
v a r i a b l e ,  v o l u n t a r y ,  and  t a x - f r e e  c o u l d  be  u s e d  t o  p a y  f o r  
b e n e f i t s  s e l e c t e d  b y  t h e  e m p lo y e e .


