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ilsection. The designation may include only representatives from job class-
21 ifications whose inclusion contributes to the overall cost savings.

SI (c) A member is eligible to participate in the retirement incentive
41 program only if the member is vested, is employed in a position in a des-
5iignated organizational unit, and wili be qualified to retire under AS 14.-
6 §25.110 or AS 39.35.370 after vreceipt of the vretirement incentive. To
7§ participate, a member shall apply on a form provided by the administrator.

8 ; (d) A participating employer shall prepare and file the retirement
9 ;incentive plan with the administrator. For state employees other than
loiuniversity employees, the administrator may approve a designated orga-
115nizational unit only if the office of management and budget certifies that
12 the unit"s participation in the plan meets the requirements of (b) of this
13 section. The administrator shall approve the plan if it meets the require-
14 ments of this section. The plan must

15 ¢y identify organizational units and employees eligible to

16 participate in the program;

i (2) include a reimbursement agreement that

18 (A) requires the employer, for each employee who is retired
19 under the plan, to reimburse the _system within threeyears after the
20 end of the fiscal year 1in which the employee 1is appointed to retire-
21 ment in an amount equal to

22 (i) the actuarial equivalent of the difference between
23 the benefits the participant receives after the addition of the
24 retirement incentive under this section and the amount the par-
25 ticipant would have received without the 1incentive, less the
26 amount the participant has paid on the indebtedness determined
27 under (e) or (f) of this section; and

23 (ii) an appropriate share of the administrative costs
29 of the program; and
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() provides that contributions from theemployer under

2 j this section take priority over other obligations of the employer to
33 themaximum extent permitted by law.
4] ©) A member of the teachers®™ retirement system who participates in

SH the retirement incentive program is indebted to the system. The amount of
6} indebtedness 1is equal to 21 percent of the member®"s actual compensation for
7% the school year, or the calculated school year compensation for a member
arwho works less than the entire school year, for the school year in which
gj the member terminates employment to participate in the program. An out-
10 Tstanding indebtedness at the time a participant is appointed to retirement
Wjwill require an actuarial adjustment to the benefits payable.

12F (f) A member of the public employees®™ retirement system who partici-

l&;pates in the retirement 1incentive program is indebted to the system. The
14 amount of 1indebtedness is equal to 22-1/2 percent for a peace officer or
15 fireman, and 20-1/4 percent for other members, of the member®s actual
16 annual compensation, or the calculated annual compensation, for a member who
17 works fewer than 12 months, for the year in which the member terminates
18 employment to participate in the program. An outstanding indebtedness at
19 the time a participant is appointed to retirement will require an actuari; 1
20 adjustment to the benefits payable.

21 (@) A participant 1in the retirement 1incentive program receives a
12 credit of three years. The three years must be applied in the following
23 order until exhausted:

24 (1) to meet the age or service required for eligibility for
25 normal retirement under AS 14.25.110 or AS 39.35.370, as appropriate;

26 (2) to meet the age required for early retirement under AS 14.-

N

25.110 or AS 39.35.370, as appropriate;

) 3) to reduce the actuarial adjustment required for early re-
29 tirement under AS 14.25.110 or AS 39.35.370, as appropriate;
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(4) as years of credited service for calculating retirement
benefits.

(h) Except as provided in sec. 7 of this Act, in the determination of
whether a member will qualify to retire under this section, credited ser—
vice may include only,

(1) for members of the teachers®™ retirement system, service
credit for employment rendered to an employer, territorial service under
AS 14.25.105, outside service and military service under AS 14.25,060, and
Alaska BIA service under AS 14.25.107;

(2) for members of the public employees®™ retirement system,
service credit for employment rendered to an employer.

* Sec. 3. AUTHORIZATION FOR STATE EMPLOYEE RETIREMENT INCENTIVE. (@)
A stateagency is authorized to adopt a retirement incentive plan for its
employees. A plan adopted under this section shall permit a designated
employee to apply to the retirement incentive program under sec. 2 of this
Act only from January 31, through July 31, 1990.

(b) The plan may not permit an employee who 1is the commissioner, a
deputy commissioner, or assistant commissioner of a state department to
participate.

(c) A plan adopted under this section may only permit participation
by an employee who 1is otherwise qualified and who

(1) has been continuously employed by the state since July 1,
1986;

) is a permanent seasonal employee continuously employed by
the state 1in the permanent seasonal position during all of the time since
July 1, 1986, in which the position normally was filled;

(3) has a job sharing agreement with a state agency in which two

or more employees share a single position identified by a single position

control number and in which the employee <choosing to participate was

HCS CSSB 73 (Fin) -4-



continuously employed by the agency during all of the time since July 1,
1986, 1in which the employee normally worked under the job sharing agree—
mentb5 or
(4) meets a combination of the requirements of this subsection.

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

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

* Sec. 4. AUTHORIZATION FOR RETIREMENT INCENTIVE FOR OTHER EMPLOYEES IN

THE PUBLIC EMPLOYEES®™ RETIREMENT SYSTEM. (a) The governing body of a

12 political subdivision of the state or a public organization that has elect-

13jl ed to participate in the public employees™ retirement system under AS 39.-

14
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35.550 - 39.35.650 1is authorized to adopt a retirement incentive plan for
its employees under sec. 2 of this Act. A plan adopted under this section
shall permit designated employees to apply to the retirement 1incentive
program und- sec. 2 of this Actfr~m September 30, 1989, through March 31,
1990.

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

* Sec. 5. AUTHORIZATION FOR RETIREMENT INCENTIVE FOR THE EMPLOYEES OF
THE UNIVERSITY OF ALASKA. (@) The Board of Regents of# the University of
Alaska 1is authorized to adopt a retirement incentive plan for its employ-
ees. A plan adopted under this section shall permit designated employees
to apply to the retirement incentive program under sec. 2 of this Act from

June 30,1989, through December 31, 1989.
((»)) Under a plan adopted under this section, the administrator may

not accept the application of anemployee unless the employee will be
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appointed to retirement on or before August 1, 1990.

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

(b) Under a plan adopted under this section, the administrator may
not accept the application of an employee unless the employee will be

appointed to retirement on or before August 1, 1990.

* Sec. 7. POLITICAL SUBDIVISION OR PUBLIC ORGANIZATION EMPLOYMENT.
Notwithstanding other provisions of law, a vested member who is a state
employee and is participating in the retirement incentive program may
receive credit for employment with a political subdivision or public orga—
nization before the political subdivision or organization became an em—
ployer under the system for purposes of determining eligibility for retire—
ment under AS 14.25.110 or AS 39.35.370, as appropriate. The member may
not receive credit for those years under this subsection for purposes of
determining benefits. In order for a state employee to receive credit
under this subsection, the employee®"s participation in the program must
contribute to the overall cost savings of the agency.

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

(1) bring an action against the employer; or
(2) direct that the amount of the delinquency or a lesser amount

be withheld from any money payable to the employer by a state department or

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

HCS CSSB 73 (Fin) -6-



* Sec. 9. REEMPLOYMENT INDEBTEDNESS AND REEMPLOYMENT PROHIBITION. (€))
If a participant in the retirement 1incentive program is reemployed as a
member of the public employees®™ retirement system under AS 39.35 or the
teachers™ retirement system under AS 14.25 after appointment to retirement
under the program, the participant loses the incentive credit received
under sec. 2(g) of this Act and is indebted to the system. The amount of
the indebtedness 1is equal to 110 percent of the amount the participant
received as a result of participation in the program to which the partici—
pant was not otherwise entitled, 1including the cost of health insurance.
The participant is entitled to a credit to be applied against the reemploy—
ment indebtedness in the amount the participant has paid under sec. 2(e) or

(f) of this Act. Interest accrues on the indebtedness at the rate estab-

13H lished by regulation from the date of reemployment until the member is ap-

h

Epointed to retirement and accepts an actuarial adjustment to the member's

B, future benefits or until the amount is paid in full.
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»
(b) For one year after the date on which an employee who participated

Iin the program retired, the participant may not be employed by or enter
into a contract for personal services with a state department or agency
other than a personal services contract with the University of Alaska.
This subsection does not prohibit the university from entering into a
personal services contract with an employee who has participated in the
program during the year immediately following the employee™s retirement.

* Sec. 10. OFFICE OF MANAGEMENT AND BUDGET. When designating an orga-
nizational unit for participation in the retirement incentive program, the
executive head of a state agency shall describe in detail the expected
effect of the program on the agency®"s personal services cost and operation.
This report shall be filed with the office of management and budget. For

each employee who will receive credit for employment under sec. 7 of this
Act, the agency head shall establish to the satisfaction of the office that
-7- HCS CSSB 73(Fin)



I the proposed participation contributes to the overall agency cost savings.
21 The agency shall report as required by the office of management and budget
3 on the cost of each member®s participation and the effect on the agency’s
4 personal services cost and operation. The office of management and budget
5 shall submit to the legislature annual reports on the retirement incentive
6 program beginning on January 15, 1991, and continuing through January 15,
7 1993, and shall submit a final report on January 15, 1994. Each report
8 shall provide the information necessary for the legislature to evaluate the
9 effectiveness of the program 1in achieving 1its objectives. The report

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

153 * Sec. 11. PROGRAM CHANGES. An employee does not have a vested or
62contractual right to any benefit under this Act until an agreement is
17 executed with the administrator that permits the benefits to be offered to
18fan organizational unit of which the employee is a member. The legislature
19 reserves the right to change any aspect of the incentive program as it

7 . . _ ) - B
201l relates to members of organizational units for which participation agree-

[}
ﬂjments are executed by the administrator after the effective date of the

22 changes.

23 * Sec. 12. TIMELY APPLICATION. A member who 1is eligible under secs.
24 2 - 7 of this Act and who has submitted a timely application for participa-
25 tion in the retirement 1incentive program may be considered for participa-
26 tion in the program notwithstanding sec. 14 of this Act.

27 * Sec. 13. DEFINITIONS. The definitions set out in AS 14.25.220 apply

28 to this Act for members of the teachers®™ retirement system. The defini-
29 tions set out in AS 39.35.680 apply to this Act for members of the public
HCS CSSB 73(Fin) -8-
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Sections 1 - 7 of this Act are repealed July 1, 1991.

This Act takes effect immediately under AS 01.10.070(c)
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Senate Pouch v
State Capitol

Official Business Committee on Simnce Juneau, Alaska 99811

LETTER OF INTENT

CS FOR SENATE BILL NO. 73 (FINANCE)

It is the iIntent of the legislature that the Office of
Management and Budget only allow directors to participate iIn the
retirement incentive program if they are long-term, career state
employees and that each director position which is allowed to
participate demonstrate an overall cogt pavings for its agency.
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COMMITTEES:

0 t t X Finance

Senator JimDuncan v cechar_

Health Education
P.0. BoxV Juneau,A laska 99811-3100 &Social Services
Budgets Audit

(907) 465-4766 Bankings

Economic

Development

MEMORANDUM

Aprit 17, 1989
T0: Representative Ron Larson, Co-Chair
House Finance Committee
FROM: SENATOyJIM DUNCAN
SUBJECT: CS _Senate Bill 73 FINF?am an act relating to
RETIREMENT INCENTIVE PROGRAMS FOR THE PUBLIC EMPLOQYEES
RETIREMENT SYSTEM AND THE TEACHERS' RETIREMENT SYSTEM
| REQUEST THAT YQU SCHEDULE SB 73, RE-ESTABLISHING THE
Retirement |ncentive Program for public employees for a hearing
AS SOON AS POSSIBLE
~ The gr?posed program is esgentially the same as the original
Retiremen ncentive Frogram. he R‘ro ram will once again
PROVIDE A THREE YEAR INCENTIVE TO ENCOURAGE LONG-TERM, HIGHLY
PAID EMPLOYEES TO RETIRE FROM_STATE, MUNICIPAL, UNIVERSITY, AND
SCHOOL EMPLOYMENT. THE INTENT OF THE PROGRAM IS TO RETAIN
EMPLOYEES AT THE LOWER END OF THE PAY SCALE BY RETIRING OTHERS
| n manx cases Bosmons can _be held vacant or _refilled at a
LOWER LEVEL RESULTING IN PAYROLL SAVINGS TO THE EMPLOYER
The Retirement |ncentive window periods currently in CSSB 73
ARE AS FOLLOWS:
- . Employee must
Employee Type Application Period Retire "on or before
School June 30, 1989 - Dec. 31,1989 August 1, 1990
University I I
State Sept. 30, 1989-March 31, 1990  Nov. 1, 1990
Minicipal I I

The Retirement Incentive Program has the added attraction of
retaining retirement income in the State of Alaska. Mny lower
level employees if laid off would leave Alaska to seek work

— DistrictC



IS RESULTS IN AN ECONOMIC DOWNTURN
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Because | feel so strongly that the Retirement |ncentive
Program WI|| once ain result in substantial savings to public
BUDGETS URGE YOU SUPPORT FOR SB 73. IF YOU OR YOUR STAFF
HAVE ANY 8 ESTIONS g CERNING THE RETIREMENT INCENTIVE PROGRAM,
MY STAFF CONTACT ON SB 73 IS ROXANNE STEWART AT 465-4766.

Attachments

CC: Carol Collins, House Finance



Please enter into the record my testimony to the —£(9~* N gSE>—
committee name

committee on , dated
bill/subject

ALASKA 1S CURRENTLY FACED WITH FINANCIAL PERILS WHICH WILL
NECESSITATE REDUCTION IN THE NUMBER OF EMPLOYEES ACRO0S8 THE
ENTIRE RANGE OF STATE ACTIVITIES INCLUDING REDUCTION OF THE
NUMBER OF TEACHERS WITHIN OUR SCHOOL SYSTEMS.

BEING FACED WITH THESE CUTS IN PERSONNEL IT IS IMPERATIVE
THAT WE DEVELQPE A PROGRAM THAT WILL SEE THE LEAST PO083IBLE
HARM TO OUR CITIZENS. THE RETIREMENT INCENTIVE PROGRAM, SB
73, 1S A VERY VIABLE ANSWER TO REDUCING STAFF WHILE NOT
INFLICTING HARDSHIP ON MANY OF THESE EMPLOYEES. BY ALLOWING
THO8E NEAR RETIREMENT TO RETIRE EARLY THE NECESSARY CUTS IN
STAFF CAN BE MADE AND THIS WILL ALSO PROVIDE A SAVINGS TO
THE STATE AND SCHOOL DI8STRICTS AT THE SAME TIME. THOSE NEAR
RETIREMENT ARE AT THE TOP OF PAY SCALES WHILE NEW HIRE8 ARE
MUCH LOWER-

I ENCOURAGE YOUR PASSAGE OF SB 73 THROUGH YOUR COMMITTEE
WITH UNANIMOU8 APPROVAL. INCLUDING THE AMMENDMENT THAT
INCLUDE8 OUTSIDE SERVICE AND MILITARY WHICH IN-EFFECT ALLOWS
THOSE WITH THE STATUTE REQUIREMENT OF 25 YEARS MEMBERSHIP
8ERVICE TO RETIRE EARLY TOO. THIS WILL PROVIDE
OPPORTUNITIES FOR NEW TEACHERS, 8TUDENTS COMPLETING THEIR
EDUCATION AND WANTING A TEACHING PO8ITION IN ALASKA, TO FIND
WORK. MANY OF THESE STUDENTS ARE ALA8BKAN8 WHO WANT TO
RETURN TO THEIR STATE TO WORK.

PLEASE PA88 THI8 VITAL LEGISLATION.

Signed:  'v&U N onp 0 e
Testifier

Representing (Optional)

5338 VAcVuw=> CW,Ycl CfflQi
Address

- 341-7~513, (h) (uj\
Phone No.

0/10 U 9*U(lva Inlormatioi* QiflC#

— KJbMIH313>) - SaiHJjH ‘931 T2:9T 68. _ddb



Central Alaska Retired Teachers Association

Advocate for Ratlrad and Pro-Ratlred Educators
PO Box 11-2827

Anchorage, AK 99511
Phone: 345-1698
March 28, 1989

Representative MRedu Boucher, Chailrman
House State Affairs Committee

PO Box V

Juneau, AK 99811

Dear Representative Boucher:

The members of the Central Alaska Retired Teachers Association (CARTA)
are very much concerned about the proposal to continue indefinitely the
early retirement incentive program for Alaska®s teachers as well as for
other State employees as presented In SB 73 and HB 77 currently before
the Legislature.

Because of this concern, at their regular March meeting, members
approved the resolution printed on page four of the attached CARTA
Newsletter.

In addition to the reasons stated in the resolution, CARTA members
believe that two other legislative proposals should receive approval,
proposals that seem to be on a collision course with SB 73 and HB 77
because cf cost. Both bills listed below should be approved first.

SB 53 provides an automatic cost-of-living adjustment for retired
teachers, a benefit already enjoyed by other retired State employees.
It has been suggested that this is too expensive for the Teachers
Retirement System fund to bear, and one reason given is the escalating
cost of health insurance— especially for early retirees and their
families.

SB 13 provides for reimbursing teacher and public employee retirees for
Medicare Part B premiums and is important because current practice
discriminates against older retirees by requiring them to begin to pay
for part of their health insurance when they become 65, although the
retirement funds pay in full for younger retirees and their families.

Please give these matters your careful consideration. |1 would
appreciate having a response from you that 1 can share with CARTA
members.

JdtytivED

AKK 0*»



Central Alaska Retired Teachers Association

VOLUME 1ll, Number 3

MEDICARE CATASTROPHIC COVERAGE ACT OF 1988

March 1989

IS VIEWED

BY MANY RETIREES TO BE CATASTROPHIC FOR THEM

At recent CARTA general meetings as wefl as
meetings of its executive board and legislative
committee, the surtax on incomes of seniors 65
and older to pay for the additional health insurance
coverage provided in the WecBcare Catastrophic
Coverage Act of 1983 has been a major i3sue. The
assumption of the legislation is Usat only senior
citizens benefit; therefore, only senior citizens
should bear the cost

Mec&care-eSgfcte persons approaching 65 or
older need to be aware that this Act provides for a
surtax on their income tax, cafiing for an add-
tional payment of $2250 for each $150 of federal
income tax iabffity, with a cefflng of
$800 per person ($1600 per couple)
for 1989. That amount wffl increase
annually up to $42 per $150 of
income tax with a cetSng of $1050 per
person ($2t00 per couple) in 1993,
and may increase further in future
years. Generally speaking, a taxable income of
$25,000 for an htfividual or $50,(KMfor a couple
wifl generate nearly the fufl amount of surtax

The Kipinger Washinoon Letter of March 17,
1989, a business-focused newsletter, advises:
"New Medicare tax needn't be paid in advance on
0 estimated tax or by income wRhhodng. Medh
care recipients can owe up to $800 each. RS
wont charge penalties for this first year, butwi in
(ater years. An exception: Taxpayers wont
have to prepay for the year they turn 65. The new
tax is not a deductfflte medfcal expense, unlike
genuine premiums."

Exploration of the problem has identified two
issues of particular concern to retired educators.

MEETNG SCHEDULE
Apr 8 Health insurance
May 13 Scholarship

winnersi
Sept 9 Program TBA

First, the Medrcare Catastrophic Act of 1988
provides little improvement over the heath insur-
ance coverage already provided to Alaska's
retired teachers through the Teachers Retirement
System. Rgeneraly dupScates the Medicare
supplementary coverage under Aetna.

Second, the method of determining the surtax is
unfair to retired teachers, who receive minimal
Social Security beneffts. State of Alaska teacher
retirement benefits are fuly taxable for federal
income tax purposes whereas only 50 % of Soda!
Securty benefits are taxable. Since the Medicare
surtax is based on federal income tax paid.
retired teachers' taxable income
appears to be much higher than R
reafy is in relation to persons
depending primarily on Social
Security, and their surtax may be
corresporxfingly higher.

The net resuR is that Alaska's
retired teachers who are 65 or older wfi be receiv-
ing Ettle if any ad<fiional benefit from the Medfcare
Catastrophic Coverage Act, but may be paying
more Medicare surtax than Social Security retirees
with the same dotar income.

The provisions of the Act itself are coming under
increased scrutiny. There is real concern that Ris
not in the best interests of Medcare recipients in
general Ris estimated that only about 3% of
seniors wffl benefit from the unfimRed hospital care,
and there is no provision for real long term care
which is the chief concern of most older
Americans. Ris possible that the entire Act wffl
need to be reworked.

(See related stories on page 2)
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visil with Burl and sons this winter. They tried an
elephant ride at the San Diego 200, sampled Palm
Springs, and shivered in San Francisco.

ADELHBD PAULS is recovering from surgery
for a ruptured disc. She was looking wefl at the
March ASRTA/CARTA meeting.

EDYTHE HASSa had a week of bridge in Hono-
lulu plus a week wfth her son Doug and wife and
five grandsons at North Shore. She got caught in
Seattle's snowstorm-says ft was worse than
Anchorage. She entered two pastels in the Fur
Rondy Senior Juried Art Show. Her Canvas
Ducks garnered a second place.

YYONNS FALON chaired the Anchorage
Womans Club eleventh annual High School Juried
Art Show held this year at Loussac Library.

BUCK and GENEYA SMITH made a 3-day trip to
Reno (some kick, they sayj and then to Sumner,
Wash. They visited their daughter and family and
watched a grandson in a wrestling match.

LEGISLATION NEEDS CARTA HELP

SB 53, to establish an Automatic Post-Retire-
ment Pension Adjustment (PRPA) for teachers
seems to be going nowhere. Too costly, they say.
Write to or call Paul Fischer, Jim Duncan and Tim
Kelly of the SENATE HESS Committee; also, Pat
Pourchot, Jan Fafcs and Jay Kerttula of SENATE
State Affairs; and Johne Binkley, Rick Uehling,
and Drue Pearce of SENATE Finance.

SB 13 provides for reimbursing teacher and other
State retirees for the Medcare Part B premiums
they must begin to pay at age 65 if they are to
retain fid medfcal insurance coverage. SENATE
HESS, State Affairs and finance are scheduled to
review this bfl also. Write to the same senators
listed under SB 53 above and to Fred Zharoff who
is a co-sponsor with Duncan and Kerttula

SB 73 and HB 77 attempt to reimplement the
early retirement incentive program. CARTA and
ASRTA have taken the position that earty retire-
ment of teachers may jeopardize quality education

ec/Janin
John buflt fence and planted several

acres of pine trees whie Naomi Involved relatives
in sewing handcrafts, quis, skirts, bteaers, etc.

MARY and GORDON GUFFEY cloyed this past
Christmas by having daughter Adele with them.

JOE MONTGOMERY has been back shovefing
snow after coping with a blood dot in his lung
during the winter months.

MARI PARKER RICH and husband Paul spent
Christmas in Anchorage. Mari enjoyed her
grandchildren whfle Paul snowmobiled. They also
visited the Everitts n Mississippi in November.

MAX and FLO LALAFDE flew to Richmond, YA,
on March 4 an1 picked up a YW camper for a 3-
month motor trip. Ro wil attend an Earty Child-
hood Education conference in Richmond in Aprfl.
They have reservations for the Kentucky Derby in
May.

ELAINE and LEO HANTZ spent Christmas in
BaumhoMer, Germany with their granddaughter
and her amfiy.

and, because of spirafing health insurance costs,
the financial health of the Teachers Retirement
System. SB 73 wifl be considered by SENATE
State Affairs, HESS and Finance (See committee
member names at left). Write also to "Red"
Boucher, Dave Donley, Aiyce Hanley and Jm
Zawadd of HOUSE State Affairs; Ron Larson,
C£.Swackhammer, Fran Ulmer, Kay Brown,
Ramona Barnes, Randy Phillips and Steve Rieger
of HOUSE Finance; and Johnny Bfis, Max
Gruenberg and WaR Furnace of HOUSE HESS.

SENATE Finance is now considering 38 5, the
Longevity Bonus/Anrmfty Program bffl introduced
by Kerttula and vetoed last year by Governor
Cowper. There are efforts under way to kffl the
Longevity Bonus. CARTA, AARP, the Pioneers
and others support the Annuity hifl as a viable
alternative to the Bonus. Messages need to go to
SENATE Finance members fisted at left

Write to all legislators at PO Box Y, Juneau, AK
99811, or through the Legislative Information Office.
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Representative HA "Rec* Boucher
Box V

Juneau, AK 98111 U
* £

Dear Representative Boucher. (GiCHf. ¢V~ -A

[“ouJd Hite toask for your supportP ttfIH fce Wtirement!
andother public employeesandask thatytTOwdUte 1tfrr hearing
bill, I belefve, isawir-win situation for everyone interested in ﬁubhc
retain tho choice of continuing to teachor accepting theoffer. School
of the budgrt pays for employe costs, wilt Mreyounpr andcheaper.
open up for recént Alaskan graduates cf teachmg}schools; Students toe*#*
teachers with new enthusiasm and fresh kfeefc The money saved witht
used to fund programs currentlklsc hedule*#due todBelinfngrevtf
loss of experienced teachers but | thinfcanwferttyoftochers acosptti™
would retire soonanyway. .

| note that the House version of thisbWop#»awIndow for teeobarsfte.
would like tosee this changedtoat testfwfchthe )atot senateverstaipf#
window from June 30,1
monthwindow. Dale SarxfcM, persgnnet ttwKenef Penfftttfe
that there might be 60-70actoiockvisancik = in this dtotrfcta
law, Withaw idropen-peW #2JA A «i™w thestate would

and less competition in Alsoit is bacom,
hMdan unusual number

_ crises. Myschool
th r«<iwtksa tocertified employees

P Y

TH .r. ffi m

—ai- [~ ®5
M = Umwhb --vrnth

L

sspjw SPI*®

] e.<: Atrt 03 1989



The Honorable
State Affairs Committee
House of Representatives
Juneau, Alaska

Dear Mr. Boucher
We urge you to support expeditious passage of Senate Bill 73.

Senate Bill 73 is fiscally responsible. A study of the results of the
'rAeltirﬁment Incentive bill of 1984 showed substantial savings to the state of
aska.

Senate Bill 73 Iorovides an opportunity to create flexibility and pertinence
in public school programs. The retirement of senior staff members allows
responsive change in school staff skills and preferences. The result will be
better education for the children of our state.

Thank you for your attention and for your support for Senate Bill 73.
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3211 ProVidenct Drive
Anchorage, Alaska 99508

March 14, 1988 OFFICE OF THE CHANCELLOR

Senator Jim Duncan
Alaska State Legislature
P.0. Box V (ty/S 3100)
Juneau, AK 99811

Dear Senator Duncan:

Thank you for introducing Senate Bill 73, the Retirement
Incentive Program. There have been numerous inquiries from
the University of Alaska Anchorage (UAA) faculty and staff
who are interested in the program which indicates that, if

the bill is passed, UAA would realize significant savings in
personnel costs.

We support this bill and urge its passage.

Thanks again for your continuing support for the University
of Alaska.

Chancellor

DFBrec

A DIVISION OF THE UNIVERSITY OF ALASKA STATEWIDE SYSTEM OF HIGHER EDUCATION



U niversity of A laska F airbanks

Fairbanks, Alaska 99775-0800

March 14, 1989

Senator Jim Duncan
Alaska State Legislature
P.0. Box V (MS 3100)
Juneau, Alaska 99811

Dear Senator Duncan:

I am writing in support of SB73, a Retirement Incentive Program
For State Employees. As 1 understand the nature of this bill, it
would be similar to the program implemented by the Alaska State
Legislature and the State of Alaska a few years ago. The primary
difference would be that the cost savings would have to result in
personal services over a five year period after the commencement
of the program rather than a three year period.

Allow me to address the program from the employees®™ standpoint.
In informal surveys of our support staff and faculty, 1 find
broad support for SB73. It would be fair to state that their
general view 1is that the program would provide an option to
employees who have provided a substantial length of service to
the University. Additionally, it would be an important morale
factor during these difficult financial times when there has been
little or no salary movement for these employees.

I realize the purpose of this proposed legislation is not to
provide a morale benefit for state employees but, rather, to
ultimately save the State of Alaska money. We have now completed
our review of the past Retirement Incentive Program. During that
program, 104 employees exercised their option to retire. of
these 104 employees, 49 were members of the Teachers®™ Retirement
System and 55 were members of the Public Employees®™ Retirement
System.

In addressing the cost savings as a function of the Teachers”

Retirement System, we conclude as follows. Three of the 49
positions were left vacant and then deleted from the University®"s
budget during budget reductions. Over a five year period

(following closure of the window for the program), had all 49
employees remained employed, it would have cost the University
$20,040,341. The replacement costs over this same period of time



Senator Jim Duncan
March 14, 1989
Page 2

will actually cost the University $16,767,874. Additionally, we
have deducted $1,571,262 from the savings as this was the amount
the University was required to pay into the retirement system to
cover i1ts actuarial costs. Thus, we will have a net savings to
the state (over a five year period) of $1,701,205

A similar pattern is shown under the Public Employees®™ Retirement
System. Had all 55 employees remained for another five years, it
would have cost the University $13,132,743. The replacement
costs for the retirees total $10,310,685 over that same five year
period. We again deducted the amount the University was required
to pay to the retirement system which amounted to $1,378,528.
Thus, iIn the PERS, we count $1,143,530 as the net savings over a
five year period.

In total, for the University of Alaska Fairbanks, we calculate
that over a fTive year period of time, the program will have saved
the university approximately $2,844,735.

These savings have not yet materialized because we are still in
the third year of our payments to the various retirement systems.
Additionally, replacement employees have not yet been at UAF a
period of five years. Thus, there has been some short-term pain
to UAF as we have tried to cover our required payments to TRS and
PERS. However, although we had to absorb these unbudgeted costs
through other temporary reductions, the picture appears clear iIn
the long term. There is a definite savings over a five year
period of approximately $2.8 or roughly $27,353 per retiree.
Clearly, from a financial standpoint, the state benefits iIn the
long term from such a program although, as 1| said, it has been
difficult to cover the short-term costs.

I am hopeful that SB73 will pass this session of the legislature.
I imagine there may be detractors, but It cannot be on the basis
that there are not long term savings. Clearly, there are.

i - e , llor
University of Alaska Fairbanks

PJO'IV/clb



<Al ASKA COUNCIL OF SCHOOL ADMINISTRATORS =
3% Fourth St., Suite 408 Juneau, Alaska 801 5391

RESOLUTION TO ENACT THE RETIREMENT INCENTIVE
PROGRAM (RIP)

The Alosko Council of School Administrators urges the Legislature and
Governor to again enact the Retirement Incentive Program.

RATIONAL:

(A) The State of Alaska had initiated an early retirement Incentive
program which has appeared to be of benefit to the retiree and the State

of Alaska.

(B) It will be established over time that the intent of the previous
program has been accomplished.

(C) That the TRS and PERS will remain financially sound.

(D) It has provided a positive incentive to long term employees to change
careers without penalty.



AFFILIATED WITH THE NATIONAL EDUCATION ASSOCIATION

ANCHORAGE REGIONAL OFFICE JUNEAU OFFICE FAIRBANKS REGIONAL OFFICE
1411 W. 33RD AVENUE 105 MUNICIPAL WAY. SUITE 302 2118 CUSHMAN STREET
ANCHORAGE. ALASKA 99503 JUNEAU. ALASKA 99801 FAIRBANKS. ALASKA 99701
(907) 274-0536 (907) 586-3090 (907) 456-4435

RECEIVED MR 28 1989

March 27, 1989

Senators Binkley and Uehling, Co-Chairs
Members, Senate Finance Committee

CS For Senate Bill No. 73 (HESS): ™"An Act
relating to retirement iIncentive programs for

the public employees™ retirement system and the
teachers®™ retirement system? and providing for an
effective date.”

NEA-Alaska endorses, strongly supports, and encourages your
favorable consideration of the CS for SB 73.

The probability of funding cuts to the operating costs of
government also carry the probability of employee lay-offs.
It makes sense to diminish the adverse impact of lay-offs by
providing for voluntary attrition through a retirement
incentive program.

While employee lay-offs may save some money initially they
also represent potential 1longer term costs to government
through unemployment costs and other social services.

The retirement incentive program provides for immediate and
long term cumulative savings as well as providing government
the opportunity to reorganize itself more efficiently.

SB 73 responsibly requires that participating agencies of
government demonstrate financial savings as a basic
requirement for employee participation. It further provides
that the program be implemented at no additional cost to the
retirement systems.

The data from the last RIP overwhelmingly demonstrates that
this is a sound program and is worthy of your favorable
consideration.

Thank you for your consideration of our position.

Mgl
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A REPORT ON THE
DEPARTMENT OF ADMINISTRATION
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JUNEAU. ALA."KA 99811-3300

THE LEGISLATURE
BUDGET AND AUDIT COVMITTEE

February 8, 1989

Members of the Legislative Budget
and Audit Committee:

In accordance with the provisions of Title 24 of the Alaska
Statutes, the attached report iIs submitted for your review.

A REPORT ON THE
DEPARTMENT OF ADMINISTRATION
PUBLIC EMPLOYEES®™ RETIREMENT SYSTEM
RETIREMENT INCENTIVE PROGRAM

May 16, 1986 - October 1, 1987

Audit Control Number
02-1327-89-S

As stated in the Report Objectives, Scope, and Methodology

Section, the Audit primarily involved determining the

estimated cost savings to the State of Alaska as a result of
state employees enrolled iIn the Public Employees®™ Retirement

System and participating in the Retirement Incentive Program

as enacted by Chapter 26, SLA 1986. This audit was con—
ducted 1in accordance with generally accepted governmental

performance auditing standards.

Randy y. Welker, CPA
Legislative Auditor
Division of Legislative Audit
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REPORT OBJECTIVES, SCOPE, AND METHODOLOGY

In accordance with the provisions of Title 24 of the Alaska
Statutes, a review was conducted to determine the estimated
cost savings resulting from State of Alaska employees
participating 1iIn the Retirement Incentive Program (RIP).
The objectives, scope, and methodology of our review were as
follows:

Objectives

Chapter 26, SLA 1986 created a retirement incentive program
for members of the Public Employees®™ Retirement System and
Teachers®™ Retirement System. The stated purpose of this
legislation, effective May 16, 1986 was:

Since 1t is necessary for state agencies and may
be necessary for other employers who participate
in the state retirement systems to reduce their
personal services costs because of declining state
revenue, a program encouraging employees to retire
voluntarily may reduce the hardship of layoffs.
This program 1is 1intended to realize sufficient
economies to offset the cost of administration and
benefits to the state agencies and other employers
resulting from the award of retirement credits and
to result in a net reduction in personal services
costs to the state or other employer during a
period of declining revenue.

The objective of our review was to determine the amount of
cost savings as a result of state employees participating in
RIP. The scope of our review and methodology used to meet
this objective fTollows.

Scope and Methodology

All executive branch employees (excluding the University of
Alaska) enrolled in the Public Employees®™ Retirement Systenm,
participating in RIP between May 16, 1986 to October 1,
1987, and having position control numbers (PCNs) were
reviewed.

In order to calculate the estimated cost savings in personal

service costs as a result of employees participating in RIP,

we obtained a listing of retirees from the Department of
Administration, Division of Retirement and Benefits. The

listing, dated November 9, 1987 provided us with the retir—
ing employee®"s name, social security number, and employer®s

RIP cost by department.

STATE OF ALASKA -1- DIVISION or LEGISLATIVE AUOIT



A computer match of social security numbers with the State"s
payroll history fTile was done in order to identify the PCN

from which the employee retired. The match also provided us
with the monthly salary or hourly rate the employee was
paid. To derive at an annual salary, monthly employees”

salaries were multiplied by 12 months, 1if budgeted for 12

months, and hourly employees®™ salaries were multiplied by

1,950 hours, if budgeted for 12 months. The match of social

security number to PCN showed that some employees did not

have a PCN such as retirees from the Permanent Fund Corpora—
tion and marine employees. These were excluded from our

analysis.

The new listing of PCNs generated above was matched with the
State®"s payroll history fTile for the period August 1988

through December 1988. ITf a match occurred, we decermined
the annual salary of the current occupant based on the
monthly/hourly rate. In addition, we matched the PCN with

the FY 89 PACS (Position Accounting Control System) fTile
that 1is maintained by the Office of the Governor, Office of
Management and Budget. This match provided us with the
number of months a position was budgeted.

In order to show a more accurate comparison of annual salary
savings, we adjusted the annual salary for the retired
employee and the current employee 1f the number of months
budgeted was less than twelve. The salary of employees
retiring from PCNs that remain vacant or was unbudgeted in
the FY 89 PACS fTile 1is considered as a savings because there
are no current costs associated with the vacated PCN.
Furthermore, our review did not 1indicate that employees
retired from positions currently vacant had been replaced
with a new position which i1s currently filled.

Next, we compared the retired employees®™ salaries to the
current occupants® salaries by position to determine if the
participation in RIP resulted 1in a '"savings”™ or "loss."
"Savings” 1is defined as the current occupant s salary being
less than the retired employee®s salary. "Loss" is defined
as the current occupant®s salary being greater than the
retired employee®s salary.

In the final analysis, total savings/loss by department was
multiplied by three years because the State had three years
to pay for the employer®s share of the RIP cost, although
the benefit could affect more than three years. The
employer®s net cost of RIP by department which excludes the
cost for positions not included 1in the comparison was
compared with the department®s three-year savings/loss 1in
order to arrive at a net savings/loss.

STATE OK ALASKA -2- OIVISION OK LEGISLATIVE AUOIT



Lim itations '}/ )
m/

In addition to the methodology used to determine the cost
savings of the RIP program, the fTollowing are some
limitations we identified.

1. Our computation of savings only shows the savings in
the position that retired. It doesn"t take into
account the savings from other positions affected
within the State i1f the position was Tilled by another
state employee.

2. Some positions were reclassified after the employee was
retired. Consequently, the cost savings/loss compari—
son may be skewed for these positions.

3. Our comparison excludes employees in which the PCN had
more than one employee participate in RIP. In those

instances, only the Tirst employee to participate 1in
RIP and the current occupant were presented on the

schedule.

4. The calculation of savings/loss was only determined for
annual salaries; employee benefits are not included.
In addition, the effect of employee merit increases
during the year was excluded.

5. The net cost of RIP represents the employer®s cost
excluding administrative charges for those positions we
analyzed.

6. Some executive branch employees took mandatory and

voluntary pay cuts prior to retiring while the current
occupant”s salary in that position reflects the
reinstated salary. We did not adjust our schedule for
these differences.
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ORGANIZATION AND FUNCTION

Chapter 26, SLA 1986 became effective on May 16, 1986 and
created a retirement 1incentive program Tfor members of the
Public Employees®™ Retirement System (PERS) and the Teachers”
Retirement System (TRS). The program provided for vested
members of each retirement system, who were eligible to
retire within three years, a credit of three years. The aim
of the program was to reduce personal service costs and to
minimize the number of involuntary layoffs.

The Office of the Governor, Office of Management and Budget
(OMB), Division of Budget Review issued detailed guidelines
on June 11, 1986 to state agencies to follow in implementing
the Retirement Incentive Program (RIP). Employees wishing
to participate in the program had to meet three requirement
levels i1n order to qualify for RIP.

1. Personal Eligibility - Basic requirements of age,
length of service, and status with regard to PERS or
TRS had to be met.

2. Designated Organizational Units - The individual had to
be employed 1in a position TfTalling within an agency
assigned job classification, and authorized in and paid
from a designated organizational unit. Savings then
had to be shown to occur within job classifications
within designated organizational units before any
individual could retire under the program. Agencies
were given complete freedom to select job classifica—
tions and organization units of the greatest or least
detail.

3. Certification of Savings - Agencies were required to
forward evidence of cost savings to OMB based on the
job classifications and organizational units partici—
pating in RIP. Once OMB certified the savings, Tfunds
could be encumbered to pay for the cost of RIP.

In calculating the savings, OMB required agencies to include
all those individuals meeting personal eligibility require—
ments and who wished to participate 1iIn the program. Within
a Jjob classification and designated organizational unit
either all those individuals must have been able to partici—
pate or none could. In other words, an organizational unit
could not be designated unless all those who met basic
requirements and wanted to Darticipate were included iIn the
calculation of savings.

STATE OF ALASKA -5- DIVISION 0 I LEGISLATIVE AUOIT



Savings could be achieved in one of four ways. A position
held by a person retiring under the program could be TfTilled
by someone at a lower step or range within its existing job
class; the position could be reclassed downward; or the
position could be held vacant. In addition, agencies could
consider a savings for a position held vacant even though it
was not last filled by someone retiring under the program.

Because payment of the participant costs to the Division of
Retirement and Benefits must have been made within three
years of the end of the Tfiscal year 1i1n which he or she
retired, agencies could calculate savings stemming from
lower range, Jlower step, and vacancy over fTour Tull years
rather than three, beginning with the fiscal year in which
the retirement took place. According to OMB, the generous
rounding was due to the fact that the State would benefit
financially long after the three year payment period ended.

STATE OF ALASKA -6 - DIVISION OF LEGISLATIVE AUDIT



AUDITOR'S CONCLUSIONS

Comparing the salaries of employees participating in the
Retirement Incentive Program (RIP) with the salaries of
replacement employees and positions remaining vacant shows
the State benefited in a reduction of personal service
costs. Taking into consideration the employer®s cost to
credit the retired employees with three years of service
produces an estimated net savings of $14,449,000 over three
years. (See Schedule of RIP Cost Savings/(Loss) on page 9
of this report.)

Except for the Department of Corrections and the Department
of Community and Regional Affairs, all executive branch
agencies we reviewed showed a net savings to the State. For
the most part this exception was due to OMB allowing agen—
cies to calculate their savings over a four-year time period
whereas our calculations were based over a three-year
period. (See Report Objectives, Scope, and Methodology
section of this report.) In addition, provisions were made
by OMB that agencies could demonstrate savings by keeping
open a vacated position even though the employee did not
retire through the RIP program. We did not 1identify these
positions or follow that methodology for calculating
savings.

Net cost savings by state agency were mainly generated by
the replacement of employees whose salary was based on
longevity with employees paid at lower rates, the reclassi—
fication of positions to Jlower pay ranges, and leaving
positions vacant. Positions employees retired from and
currently occupied by an employee resulted in lower annual
salaries for all agencies, except for the Office of the

Governor. Current salaries in the Governor®s Office were
greater by $1,000 in those positions where employees
retired. We believe this variance is due to the retiring

employee®™s salary reflecting a 10 percent pay cut while the
current occupant®"s salary 1is after the pay cuts were
restored.

Review of some i1ndividual significant variances in pay
between the retired employee®"s salary and the current
employee®s salary indicated the variances were mainly caused
by position reclassifications. We did not determine the
justification for these position reclassifications.
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Description
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RETURNED TO FINANCE
DATE: 4/27/90

DATE TURNED INTO OFFICE: /<2
The Finance Committee considered SB 74
“"An Act amending and extending the fisheries business tax credit?
relating to Tfisheries business tax refunds to municipalities; and
providing for an effective date.”
and recommended:
[ 1*ame title
[urfeplace with _£ </cs [ new title
[ 1 or adopt cs [1 technical
title change
[ 1 attached amendment(s) (HB only)
[1 letter of iIntent adopted
[ 1 do pass
[ ] do not pass
[ 1] no recommendation
[ individual recommendations
[ 1 further referral to
ATTACHES NEW FISCAL NOTE(S): APPROVES PREVIOUS:
Dept/Date: Dept/Date:
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[ 1 fiscal note(s)
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)‘A% BILL VERSION:  2d CS SB 74 (Fin)
1990 |+ ﬂN PUBLISH DATE: 1
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REQUEST:

Revision Date:April 29. 1990 Amended Agency Affected: Revenue
Tﬁtig:.fisheries Business Tax Credit BRU: Income & Excise Audit
» ) ) ) |

Sponsor: Zharoff, Et al. Components: Operating

Requestor: Finance

EXPENDITURES/REVENUES:  (Thousands of Doll ars)
FY a1 FY 92 FY 93 FY 94 FY 95 FY 96

OPERATING
PERSONAL SERVICES C 0 0 0 0 0
TRAVEL 0 0 0 0 0 0
_ CONTRACTUAL 0 0 0 .0 0 0
SUPPLIES 0 0 0 <0 -- 0 0
EQUIPMENT 0 0 0 0 0 0
LANDS & STRUCTURES 0 0 0 0 0 0
GRANTS, CLAIMS 0 0 0 0 0 0
MISCELLANEOUS 0 0 0 0 0 0
TOTAL OPERATING 0 0 0 0 0 0
1 CAPITAL 0 0 0 0 0 0
1 REVENUE roy - <15»000>]<16,000>]<16,000>
FUNDING:  (Thousands of Dollars)
GENERAL FUND 0 0 0 0 0 0
FEDERAL FUNDS 0 0 0 0 0 0
OTHER 0 0 0 0 0 0
TOTAL 0 0 0 0 0 0
POSITIONS:
FULL-TIME o * 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0
ANALYSIS: (Attach a separate page 1/”necessary)
Prepared By: Steven E. Kettel one: (907) 465-2320
Division: Income and Excise Audit ate: April 29, 1990
Approved by Commissioner: A_DAJ: o April 297t 1990

Agency: Department of Revenue

Distribution (by preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies) page 1 of 2



2d CS SB 74 (Fin)
Prepared by:
Steven E. Kettel
April 29, 1990

Analysis

* Bill does not require municipal participation in program
* Potential revenue impact of 15-16 million per year

For the above reasons the Department opposes this legislation
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Original Sponsor(s): SEN. ZHAROFF, Sturgulewski, Kerttula
IN THE SENATE BY THE FINANCE COMMITTEE
2d CS FOR SENATE BILL NO. 74 (Finance)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act establishing a fisheries business tax credit;

and providing for an effective date.”
BE 1T ENACTED BY THELEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 43.75 1i1s amended by adding new sections to read:

Sec. 43.75.037. FISHERIES BUSINESS TAX CREDIT. (&) A fTisheries
business 1is entitled to a credit of not more than 50 percent of the
business tax liability under AS 43.75.015 for capital expenditures
made during thetax year if an application qualifyingfor the credit
is approved by the departmentin advance of the capitalexpenditure
and before January 1, 1993. A Tisheries business may claim a credit
under this subsection for a maximum period of two consecutive years
and may claim the credit if activity for which the claim of the credit
is made occurs during the two-year period. An applicant for the
credit may elect to begin the two-year period with tax year 1991 or
1992. A tax credit under this subsection may not be approved for more
than 50 percent of a capital expenditure,

"H-Ftuai Ai.ietoi-

uade!T."'m\Ch"b T : thxs sectfonil For purposes of this section, a capital
expenditure qualifies for a tax credit if the expenditure

(@D increases product diversity or production efficiency
and capacity, or improves product quality, at a shore-based fisheries
business facility in the state; or

(2) contributes to the development of a cooperative seafood
industrial park iIn the state.

(b) The portion of a capital expenditure that is eligible for a

Fin)
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1 credit under this section but is claimed during a single tax year may
. not be carried back to a prior tax year but 1is available for the
computation as a credit under this section for a subsequent tax year
within the two-year period elected under (@) of this section.
£ (c) A fTisheries business is entitled to a credit of not more
6 than five percent of the business tax liability under AS 43.75.015 for
1 contributions to the A. W. "Winn"™ Brindle memorial scholarship account
E (AS 14.43.250) that are made during the tax year or during the period
S in which the taxpayer may file the return and pay the tax for the tax
10 year under AS 43.75.030. A Tisheries business may claim a credit
n under this subsection for the 1991 or 1992 tax years. A tax credit
2 under this subsection may not be approved for more than 100 percent of
13 a scholarship contribution.
14 (d The total tax credits that may be claimed under this section
15 for a tax year for capital expenditures and scholarship contributions
16 combined may not exceed 50 percent of the taxpayer®s business tax
17 liability under AS 43.75.015 for the tax year.
18 (e) The department may not approve a tax credit under this
19 section if
2 (1) the property for which the capital expenditure was made
2 was the subject of a previous capital expenditure by another taxpayer
2 for whom a corresponding tax credit under former AS 43.75.032 or this
23 section has been approved;
24 (2) the property for which the capital expenditure was made
25 was sold or transferred between TFfisheries businesses having substan—
26 tial common ownership; or
21 (3 the fisheries business claiming the credit is in ar—
28 rears in the payment of a fisheries business tax under AS 43.75.015;
29 for purposes of this paragraph, a taxpayer is not in arrears if the

2d CSSB 74 (Fin) —2-
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payment is und.rr administrative or judicial appeal.

() The department shall prepare an application form for a
credit under this section.

()] The department shall approve or disapprove an application
for a credit under this section not later than 60 days after receiving
the application.

(h) In this section

(1) ‘cooperative” has the meaning given iIn AS 10.15.595;

@ "seafood 1industrial park™ means a seafood processing
center with facilities to land, handle, and process or to ship or
transship to any location all marketable species of seafood; a seafood
industrial park may contain commercial Tfacilities to support the
activities of the park, and the labor force and vessels that operate
at or from the park.

Sec. 43.75.039. TAX CREDIT REPORT. Not [later than the 15th
legislative day of each regular legislative session the Department of
Revenue, 1in conjunction with the Department of Commerce and Economic
Development, shall submit to the legislature a report on the fisheries
business tax credit program under AS 43.75.037. The report shall
describe the expenditures fTor which a credit was approved during the
previous tax year and, 1f possible, the 1increase 1In employment and
processing capacity by the Tfisheries businesses for which the credit
was approved.

Sec. 2. AS 43.75.037 is repealed and reenacted to read:

Sec. 43.75.037. TAX CREDIT FOR SCHOLARSHIP CONTRIBUTIONS. (€))
A Tisheries business is entitled to a credit of not more than five
percent of the business tax liability under AS 47.75.015 for contribu—
tions to the A.W. "Winn" Brindle memorial scholarship account (AS 14.-

43.250) that are made during the tax year or during the period 1iIn
-3- 2d CSSB 74 (Fin)



which the taxpayer may file the return and pay the tax for the tax
year under AS 43.75.030. A tax credit under this section may not be
approved for more than 100 percent of a scholarship contribution.

(b) The department may not approve a tax credit under this
section if the fisheries business claiming the credit is in arrears 1in
the payment of a fisheries business tax under AS 43.75.015; for pur—
poses of this subsection, a taxpayer 1is not in arrears if the payment
is under administrative or judicial appeal.

(c) The department shall prepare an application form for a
credit under this section.

(d) The department shall approve or disapprove an application
for a credit under this section not later than 60 days after receiving
the application.

* Sec. 3. AS 43.75.130(b) is amended to read:

(b) For purposes of this section, tax revenue collected under

AS 43.75.015 from a person entitled to a credit under former AS 43.-
75.032 or under AS 43.75.037 shall be calculated as 1i1f the person's
tax had been collected without applying the credit.

* Sec. 4. Section 7, ch. 79, SLA 1986, is amended to read:

Sec. 7. AS 43.75. 130(c) is [AND 43.75.140(9) - (11) ARE]
repealed January 1, 1992.

* Sec. 5. AS 43.75.039, 43.75.140(1), 43.75.140(7), 43.75.140(8), and
sec. 10, ch. 79, SLA 1986, are repealed.

* Sec. 6. FISHERIES BUSINESS TAX CREDIT CLAIM IN TAX YEAR
Notwithstanding the ame3&(Jraentj of AS 43.75.037 by sec. 2 of this Act, a
taxpayer who elects to begin the two-year period for the fisheries business
tax credit under AS 43.75.037 and whose project was approved by the depart—
ment wunder AS 43.75.037 before January 1, 1993, may claim the fisheries
business tax credit for tax year 1993 for capital expenditures made by the

2d CSSB 74 (Fin)
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taxpayer during the
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tax year.
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* Sec. 7. Sections 2 and 5 of this Act take effect January 1, 1994.

* Sec. 8. Except for

1991.

secs. 2 and 5,

this Act takes

effect January 1,

- 2d CSSB 74(Fin)
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LEGISLATIVE AFFAIRS AGENCY

MEMORANTDUM April 28, 1990
SUBJECT: Draft 2d CSSB 74 (Finance)

TO: Senator Fred Zharoff

FROM: Jack Chenoweth

Legislative Couns

This 1is a revision of yesterday"s draft. In it, 1 have

(1) deleted material that had appeared as paragraph (3)
of proposed AS 43.75.037, and provided this material as a
separate amendment;

(2) clarified the manner of operation of the "new"
credit--the one provided under AS 43.75.037 for expenditures
made in 1990 and 1991: As this credit is drafted, a taxpayer
may claim the credit for projects approved and expenditures
made during a two-year period. For projects approved 1in
1991, in order to give the taxpayer the full two-year clainm
period for expenditures made, |1 have incorporated a new sec—
tion, bill section 10, that explicitly authorizes expendi —
tures made in 1992 for projects approved by the department
by the December 31, 1991, cur.-off date.

I have advised you that, in my opinion, AS 43.75.037(f)--and
especially (f)(1)--should be retained. This is not a new

substantive provision. Rather, this section is included to
clarify the manner of administration of the 25% municipal
fisheries-business tax election provision. Subsection (f)

should be read in conjunction with AS 43.75.037(b) and
existing AS 43.75.130(c).

You have also asked me to comment briefly as to the purpose
of the retroactive provisions.



Bill section 11 makes the technical amendment made by bill
section 1 to the former credit (AS 43.75.032) retroactive to
the first day that the former credit might have been claimed,
January 1, 1987.

Bill section 12 makes the provisions applicable to the "new"
credit (AS 43.75.037) retroactive to January 1, 1990, so
that persons may claim the "new"™ credit for expenditures
made on projects approved beginning with the first day of
this calendar year.

JBC:Imb
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OFFERED IN THE SENATE

Page

Page

T0: 2d CSSB 74 (Finance) -

(Draft 6-0416P, dated 4/28/90)

2, line 17, after "state;"

Delete "or

2, line 19, after "state":

Insert > or

3) is for construction,
utility, road, or dock to be owned by the municipality

tive and the object of the expenditure will,

city council or borough assembly,

municipality in which the fisheries business

provide substantial

BY SEN. ZHAROFF

extension, or improvement

or a coopera-—

the judgment of the

benefit to the

located™

4/28/90
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Original Sponsor(s) SEN. ZHAROFF
IN THE SENATE BY THE FINANCE COMMITTEE
2d CS FOR SENATE BILL NO. 74 (Finance)
IN THF LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act "amending the fisheries business tax credit;

establishing a twg—year fisheries business tax cred-
[}

it, and repealing the existing fisheries business tax

credit;”relating to fisheries business tax refunds to

municipalities”™and providing for an effective date."

IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

Section 1. AS 43.75.032(a) 1is amended to read

more
than 5ul\percent of the business tax liability under AS 43775.015 for
capital expenditures made during the tax year that (y/increase prod-—
uct diversity ,”qr production efficiency and edacity, or improve
product quality, at\ shore-based fisheries business facility in the
state, or (2) contribute\to the development of a cooperative seafood
industrial park 1in the state, 1i1f arr application for the credit 1is
approved by the department 1in apwmice of the capital expenditure. A
fisheries business may claj~n a crealLt under this subsection for a
maximum period of three/fonsecutive years njid may claim the credit if
activity for which/die claim of the credit isNpade occurs during the
three-year period. An applicant tor the credit mayNelect to begin the
three-year/period with any tax year from 1987 throughvl 989. A tax
credit®under this subsection may not be approved for mo”e than 50
ppfcent of a capital expenditure, plus any increase required una&r (b)

of this section.

iec. AS 43.75 is amended by adding new sections to read:
-1- 2d CSSB 74 (Fin)
. ] dnv.
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Sec. 43.75.037. FISHERIES BUSINESS TAX CREDIT. (@) A fisheries
business is entitled to a credit of not more than 50 percent of the
business tax Jliability under AS 43.75.015 for capital expenditures
made during the tax year if an application qualifying for the credit
is approved by the department 1in advance of the capital expenditure
and before January 1, 1992. A fisheries business may claim a credit
under this subsection for a maximum period of two consecutive years

and may claim the credit if activity for which the claim of the credit

is made occurs during the two-year period. An applicant for the
m /
credit may elect to begin the two-year period with tax year 1-9-9% or
/17?1

A tax credit under this subsection may not be approved for more
than 50 percent of a capital expenditure, plus any increase required
under (b) of this section. For purposes of this section, a capital
expenditure qualifies for a tax credit if the expenditure

&H) increases product diversity or production efficiency
and capacity, or improves product quality, at a shore-based fisheries
business facility in the state; or

(2) contributes to the development of a cooperative seafood

industrial park in the state.

amount of a credit under (a) of this sectio

capital expehcTtture shall be increased by t by which the
municipality"s fisheries md is reduced under AS A3
75.130(c). The total c h increase under this sub

section durin

(bQ™ The portion of a capital expenditure that is eligible for a
credit under this section but 1is claimed during a single tax year may
not be carried back to a prior tax year but is available for the
computation as a credit under this section for a subsequent tax year

2d CSSB 74 (Fin)
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within the two-year period elected under (a) of this section.

under (a) of this a copy of the
in which the proposed capital

section 1is

(X~c A fisheries business 1is entitled to a credit of not more
than five percent of the business tax liability under AS 43.75.015 for
contributions to the A. W. "Winn"™ Brindle memorial scholarship account
(AS 14.43.250) that are made during the tax year or during the period
in which the taxpayer may file the return and pay the tax for the tax
year under AS 43.75.030. A fisheries business may claim a credit
under this subsection for the 1990 or 1991 tax years. A tax credit
under this subsection may not be approved for more than 100 percent of
a scholarship contribution.

(E0 The total tax credits that may be claimed under this section
for a tax year for capital expenditures and scholarship contributions

combined may not exceed

2 50 percent of the taxpayer®s business tax Jliability
under AS 43.75.015 for the tax year, 4f a-municipality haG o+ adopted
an— ordinance- under— AS--43 .75 .130 (¢)- reducing— the- municipaldty - tax
=refund for that tax year-

0g)®- The department may not approve a tax credit under this
section 1if

(1) the property for which the capital expenditure was made

2d CSSB 74 (Fin)



was the subject of a previous capital expenditure by another taxpayer
for whom a corresponding tax credit under former AS 43.75.032 or this
section has been approved;

(2) the property for which the capital expenditure was made
was sold or transferred between fisheries businesses having substan—
tial common ownership; or

(3) the fisheries business claiming the credit 1is in ar—
rears in the payment of a fisheries business tax under AS 43.75.015;
for purposes of this paragraph, a taxpayer 1is not in arrears 1if the
payment is under administrative or judicial appeal.

(h) The department shall prepare an application form for a
credit under this section.

(i) The department shall approve or disapprove an application
for a credit under this section not later than 60 days after receiving
the application.

a4) In this section

(1) "cooperative™ has the meaning given in AS 10.15.595;

2 "seafood industrial park™ means a seafood processing
center with facilities to land, handle, and process or to ship or
transship to any location all marketable species of seafood; a seafood
industrial park may contain commercial facilities to support the
activities of the park, and the labor force and vessels that operate
at or from the park.

Sec. 43.75.039. TAX CREDIT REPORT. Not later than the 15th
legislative day of each regular legislative session the Department of
Revenue, in conjunction with the Department of Commerce and Economic
Development, shall submit to the legislature a report on the fisheries
business tax credit program under AS 43.75.037. The report shall

describe the expenditures for which a credit was approved during the



previous tax year and, 1if possible, the 1increase in employment and
processing capacity by the fisheries businesses for which the credit
was approved.

Sec. \. AS 43.75.037 is repealed and reenacted to read:

Sec. 43.75.037. TAX CREDIT FOR SCHOLARSHIP CONTRIBUTIONS. ()
A fisheries business 1is entitled to a credit of not more than five
percent of the business tax liability under AS 47.75.015 for contribu—
tions to the A.W. "Winn" Brindle memorial scholarship account (AS 14.-
43.250) that are made during the tax year or during the period in
which the taxpayer may file the return and pay the tax for the tax
year under AS 43.75.030. A tax credit under this section may not be
approved for more than 100 percent of a scholarship contribution.

(b) The department may not approve a tax credit under this
section if the fisheries business claiming the credit is in arrears 1in
the payment of a fisheries business tax under AS 43.75.015; for pur—
poses of this subsection, a taxpayer 1is not in arrears 1if the payment
is under administrative or judicial appeal.

(©) The department shall prepare an application form for a
credit under this section.

(d) The department shall approve or disapprove an application
for a credit under this section not later than 60 days after receiving
the application.

Sec. \? AS 43.75.130(b) 1is amended to read:

(b) For purposes of this section, tax revenue collected under
AS 43.75.015 from a person entitled to a credit under former AS 43.-
75.032 or under AS 43.75.037 shall be calculated as if the person®s

tax had been collected without applying the credit.

* Sec. \. AS 43.75.130(b) 1is repealed and reenacted to read:

(b) For purposes of this section, tax revenue collected under

Ky
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AS 43.75.015 from a person entitled to a credit under AS 43.75.037
shall be calculated as if the person®s tax had been collected without
applying the credit.
6. AS 43.75.130(c) 1is amended to read

thin 60 days after a credit is approved undei>A5 43.75.037
[AS 43.75.032] fcdr-va capital expenditure qualifyjja~rfor a credit under
AS 43.75.037(a) [ SHORE-BASED FISHERIES BUSNESS FACILITY OR
COOPERATIVE SEAFOOD INDUSTRIAL LOCATED OR TO BE LOCATED IN A
MUNFCAPPMALNTY],, the mumicjiprcfLity may adopt”n ordinance directing the
department to re”ude the municipality"s refund unSherthis section over
a permacj’crt not more than two [THREE] years by an amount exceeding

percent of the capital expenditure.

* Sec. \.5 Section 7, ch. 79, SLA 1986, 1is repealed and reenacted to

read:
Sec. 7. AS 43.75.130(c), 43.75.140(1), 43.75.140(7), and 43.75.-
140(8) are repealed January 1, 1992.
* Sec. AS 43.75.032, 43.75.034, and sec. 8, ch. 79, SLA 1986, are
repealed.
* Sec. AS 43.75.039 and sec. 10, ch. 79, SLA 1986, are repealed.

* Sec. TU. FISHERIES BUSINESS TAX CREDIT CLAIM IN TAX YEAR W2.
Notwithstanding the reenactment of AS 43.75.037 by sec. 3 of this Act, a
taxpayer who elects to begin the two-year period for the fisheries business
tax credit under AS 43.75.037 and whose project was approved by the depart-
ment under AS 43.75.037 before January 1, _&%ﬁgf may claim the fisheries
business tax credit for capital expenditures made by the taxpayer during
the T95Q and tax years.

on 1 of this Act 1is retroactive to Januax;:.
applies to tax credits claimed b
beginning--a#tarTJecember 31, 1986
2d CSSB 74 (Fin)
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January 1,

Sec.

a
"N2.

1990,

Sections 2,

4,

and 6 of this Act are retroactive tc

and apply to tax credits claimed by a fisheries business

beginning after December 31,

1989.

10
* Sec. 1"3. Except for secs. 3, 5, and 9, this Act takes effect immedi —

ately under AS 01.10.070(c)-

*

1992.

Sec.

W

Sections 3,

S5,

and 9 of this Act take effect January 1,
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Original Sponsor(s): SEN. ZHAROFF, Sturgulewski, Kerttula

IN THE SENATE BY THE FINANCE COMMITTEE
2d CS FOR SENATE BILL NO. 74 (Finance)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act amending the fisheries business tax credit;
establishing a two-year fisheries business tax cred—
it, and repealing the existing fisheries business tax
credit; relating to fisheries business tax refunds to
municipalities; andproviding for an effective date.”
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 43.75.032(a) 1is amended to read:

(a) A fisheries business 1is entitled to a credit of not mor
than 50 percent of the business tax liability under AS 43.75.015 for
capital expenditures made during the tax year that (1) increase prod—
uct diversity, or production efficiency and capacity, or improve
product quality, at a shore-based fisheries business facility in the
state, or (2) contribute to the development of a cooperative seafood
industrial park 1in the state, if an application for the credit 1is
approved by the department in advance of the capital expenditure. A
fisheries/ business may claim a credit under this subsection for a
maximum period of three consecutive years and may claim the credit if
activity for which the claim of the credit is made occurs during the
three-year period. An applicant for the credit may elect to begin the
three-year period with any tax year from 1987 through 1989. A tax
credit under this subsection may not be approved for more than 50
percent of a capital expenditure, plus any increase required under (b)

of this section.
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Sec. 43.75.037. FISHERIES BUSINESS TAX CREDIT. (@) A fisheries
business 1is entitled to a credit of not more than 50 percent of the
business tax Uliability under AS 43.75.015 for capital expenditures
made during the tax year if an application qualifying for the credit
is approved by the department in advance of the capital expenditure.
A fisheries business may claim a credit under this subsection for a
maximum period of two consecutive years and may claim the credit if
activity for which the claim of the credit is made occurs during the
two-year period. An applicant for the credit may elect to begin the
two-year period with tax year 1990 or 1991. A tax credit under this
subsection may not be approved for more than 50 percent of a capital
expenditure, plus any 1increase required under (b) of this section.
For purposes of this section, a capital expenditure qualifies for a
tax credit if the expenditure

(@) increases product diversity or production efficiency
and capacity, or improves product quality, at a shore-based fisheries
business facility in the state;

(2) contributes to the development of a cooperative seafood
industrial park in the state; or

3) is for construction, extension, or 1improvement of a
utility, road, or dock to be owned by the municipality or a coopera—
tive and the object of the expenditure will, in the judgment of the
city council or borough assembly, provide substantial benefit to the
municipality in which the fisheries business 1is located.

(b) The amount of a credit under (a) of this section for
capital expenditure shall be 1increased by the amount by which the
municipality®s fisheries business tax refund is reduced under AS 43.-
75.130(c)- The total amount of a credit 1increase under this sub-—

section during a two-year period may not exceed 25 percent of the

2d CSSB 74 (Fin)
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amount of the capital expenditure.

(©) The portion of a capital expenditure that iseligible for a
credit under this section but is claimed during a single tax year may
not be carried back to a prior tax year but 1is available for the
computation as a credit under this section for a subsequent tax year
within the two-year period elected under (a) of this section.

(d Within 10 days after submitting an application for a credit
under (a) of this section, the applicant shall send a copy of the
application to the municipality, 1if any, in which the proposed capital
expenditure qualifying for a credit under (a) of this section is
located or is to be located.

(e) A fisheries business 1is entitled to a credit of not more
than five percent of the business tax liability under AS 43.75.015 for
contributions to the A. W. "Winn" Brindle memorial scholarship account
(AS 14.43.250) that are made during the tax year or during the period
in which the taxpayer may file the return and pay the tax for the tax
year under AS 43.75.030. A fisheries business may claim a credit
under this subsection for the 1990 or 1991 tax years. A tax credit
under thissubsection may not be approved for more than 100 percent of
a scholarship contribution.

(f) The total tax credits that may be claimed under this section
for a tax year for capital expenditures and scholarship contributions
combined may not exceed

€D 75 percent of the taxpayer®s business tax liability
under AS 43.75.015 for the tax year if a municipality adopts an ordi—
nance under AS 43.75.130(c) reducing the municipality®"s tax refund for
that tax year; or

(2) 50 percent of the taxpayer®s business tax liability

under AS 43.75.015 for the tax year if a municipality has not adopted
2d CSSB 74 (Fin)



an ordinance under AS 43.75.130(c) reducing the municipality"s tax
refund for that tax year.

(9 The department may not approve a tax" credit under this
section if

(1) the property for which the capital expenditure was made
was the subject of a previous capital expenditure by another taxpayer
for whom a corresponding tax credit under this section has been ap-—
proved;

(2) the property for which the capital expenditure was made
was sold or transferred between fisheries businesses having substan—
tial common ownership; or

3) the fisheries business claiming the credit is 1in ar—
rears in the payment of a fisheries business tax under AS 43.75.015;
for purposes of this paragraph, a taxpayer 1is not in arrears if the
payment 1is under administrative or judicial appeal.

h) The department shall prepare an application form for a
credit under this section.

(i) The department shall approve or disapprove an application
for a credit under this section not later than 60 days after receiving
the application.

() In this section

(1) “cooperative”™ has the meaning given in AS 10.15.595;

(2) "seafood industrial park™ means a seafood processing
center with facilities to land, handle, and process or to ship or
transship to any location all marketable species of seafood; a seafood
industrial park may contain commercial facilities to support the
activities of the park, and the labor force and vessels that
at or from the park

Sec. 43.75.039. TAX CREDIT REPORT. Not later than the 15th
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legislative day of each regular legislative session the Department of
Revenue, in conjunction with the Department of Commerce and Economic
Development, shall submit to the legislature a report on the fisheries
business tax credit program under AS 43.75.037. The report shall
describe the expenditures for which a credit was approved during the
previous tax year and, if possible, the 1increase 1in employment and
processing capacity by the fisheries businesses for which the credit
was approved.
* Sec. 3. AS 43.75.037 1is repealed and reenacted to read:

Sec. 43.75.037. TAX CREDIT FOR SCHOLARSHIP CONTRIBUTIONS. (a)
A fisheries business 1is entitled toa credit of not more than five
percent of the business tax liability under AS 47.75.015 for contribu—
tions to the A.W. "Winn" Brindle memorial scholarship account (AS 14.-
43.250) that are made during the tax year or during the period 1in
which the taxpayer may file the return and pay the tax for the tax
year under AS 43.75.030. A tax credit under this section may not be
approved for more than 100 percent of a scholarship contribution.

(b) The department may not approve a tax credit under this
section ifthe fisheries business claiming the credit is 1In arrears in
the payment of a fTisheries business tax underAS 43.75.015; for pur—
poses of this subsection, a taxpayer 1is not in arrears if the payment
is under administrative or judicial appeal.

(c) The department shall prepare an application form for a
credit under this section.

(d) The department shall approve or disapprove an application
for a credit under this section not later than 60 days after receiving
the application.

AS 43.75.130(b) 1is amended to read

(b) For purposes of this section, tax revenue collected under
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AS 43.75.015 from a person entitled to a credit under former AS 43.-
75.032 or under AS 43.75.037 shall be calculated as if the person®s
tax had been collected without applying the credit.

* Sec. 5. AS 43.75.130(b) 1is repealed and reenacted to readi

(b) For purposes of this section, tax revenue collected under
AS 43.75.015 from a person entitled to a credit under AS 43.75.037
shall be calculated as if the person®s tax had been collected without
applying the credit.

* Sec. 6. AS 43.75.130(c) 1is amended to read:

(c) Within 60 days after a credit 1is approved under AS 43.75.037
[AS 43.75.032] for a capital expenditure qualifying for a credit under
AS 43.75.037(a) [INVOLVING A SHORE-BASED FISHERIES BUSNESS FACILITY OR
COOPERATIVE SEAFOOD [INDUSTRIAL PARK LOCATED OR TO BE LOCATED 1IN A
MUNICIPALITY], the municipality may adopt an ordinance directing the
department to reduce the municipality"s refund under this section over
a period of not more than two [THREE] years by an amount not exceeding
25 percent of the capital expenditure.

* Sec. 1. Section 7, ch. 79, SLA 1986, isrepealedand reenacted to
read:

Sec. 7. AS 43.75.130(c), 43.75.140(1), 43.75.140(7), and 43.75.-
140(8) are repealed January 1, 1992.

* Sec. 8. AS 43.75.032, 43.75.034, and sec. 8, ch. 79, SLA 1986, are
repealed.

* Sec. 9. AS 43.75.039 and sec. 10, ch. 79, SLA 1986, are repealed.

* Sec. 10. Section 1 of this Act 1is retroactive to January 1, 1987, and
applies to tax credits claimed by a fisheries business under AS 43.75.032
beginning after December 31, 1986.

* Sec. 11. Sections 2, 4, and 6 of this Act are retroactive to
January 1, 1990, and apply to tax credits claimed by a fisheries business

2d CSSB 74(Fin) -6-



beginning after December 31, 1989.

* Sec. 12. Except for secs. 3, 5, and 9, this Act takes effect immedi —
ately under AS 01.10.070(c).

* Sec. 13. Sections 3, 5, and 9 of this Act take effect January 1,
1992.

74 (Fin)
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BILL ANALYSIS

This bill repeals and reenacts a new section to replace the current fisheries
tax credit statute. This bill would have a dual fiscal impact to the State as
follows:

1. Extends the current fisheries tax crvlit program as provided by AS
43.75.032 by 4 years. This bill extends the time period for making capital
expenditures, which expired December 31, 1989, by 6 years to December 31,
1995. Concomitantly, this bill also extends the time period for claiming
credits, which is currently due to expire with tax year 1991, by 4 years
through tax year 1995.

2. Expands the allowability of expenditures eligible for fisheries tax
credits. This bill would allow fisheries businesses to claim credits for
construction, extension, or improvement of a utility, road or dock to be owned
by a municipality. This subsection, AS 43.75.032(a)(3), omits any provision
for the department to use its discretion in approving such expenditures, but
provides for the municipality or cooperative to use its "judgment"™ in
determining whether expenditures would qualify for the credits.

Additionally, this bill removes the current provision for prior approval of
expenditures to qualify for tax credits. Without this requirement, more
expenditures will likely be claimed because taxpayers may in their discretion
believe that the expenditure is indeed eligible for the credit program.

The Department opposes this draft legislation for the following reasons.

1. This legislation will have a significant impact on general fund
revenues. The department estimated that general fund revenues will
decrease by as much as $64 million over the additional four year period
the fisheries tax credit program is extended under this legislation.

The expansion of the scope of expenditures coupled with the deletion of
the provision to require approval by the department prior to expenditures
will increase the total amount of credits to be applied and carried
forward against fisheries taxes that would otherwise be collected.

2. The department believes that the current fisheries credit program has
fully served its purpose to benefit the industry by allowing them to
establish new shore based processing plants and improve existing
facilities. Now that the Industry has made significant investment to
Increase production and efficiency, it is capable of successfully
competing 1n the marketplace without additional fisheries tax credits
provided by this legislation.

The department also contends that with the growing market for Alaska
fisheries products, many of the expenditures Incurred to date would have
been made regardless of the current tax credit program. The department
believes that extension of the fisheries tax credit program will not
Induce additional capital expenditures which otherwise may be made.



Original Sponsor(s): SEN. ZHAROFF, Sturgulewski, Kerttula

1 IN THE SENATE BY THE RESOURCES COMMITTEE

2 CS FOR SENATE BILL NO. 74 (Resources)

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

4 SIXTEENTH LEGISLATURE - SECOND SESSION

5 A BILL

6 For an Act entitled: "An Act amending and extending the fisheries business
7 tax credit; relating to fisheries business tax re—
8 funds to municipalities; and providing for an effec—
9 tive date."

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

11 * Section 1. AS 43.75.032(a) is repealed and reenacted toread:

12 (a) A fisheries business is entitled to a «credit of not more
13 than 50 percent of the business tax liability under AS 43.75.015 for
14 capital expenditures made during the tax year if an application quali—
13 fying for the credit is approved by the department in advance of the
16 capital expenditure. A fisheries business may claim a credit under
17 this subsection for a maximum period of five consecutive years and may
18 claim the credit if activity for which the claim of the credit is made
19 occurs during the five-year period. An applicant for the «credit may
20 elect to begin the five-year period with any tax vyear from 1987
21 through 1991. A tax credit wunder this subsection may not be approved
22 for more than 50 percent of a capital expenditure, plus any increase
23 required under (b) of this section. For purposes of this section, a
24 capital expenditure qualifies for a tax credit if the expenditure

25 (¢D) increases product diversity or production efficiency
26 and capacity, or improves product quality, at a shore-based fisheries
27 business facility in the state;

28 (2) contributes to the development of a cooperative seafood
29 industrial park in the state; or

SB0074b -1- CSSB 74(Res)



3) is for construction, extension, or improvement of a
utility, road, or dock to be owned by the municipality or a coopera—
tive and the object of the expenditure will, in the judgment of the
city council or borough assembly, provide substantial benefit to the
municipality in which the fisheries business is located.

* Sec. 2. AS 43.75.032(b) 1is amended to read:

(b) The amount of a credit under (a) of this section for a
capital expenditure qualifying for a credit under (a) of this section
[INVOLVING A SHORE-BASED FISHERIES BUSINESS FACILITY OR COOPERATIVE
SEAFOOD INDUSTRIAL PARK LOCATED OR TO BE LOCATED IN A MUNICIPALITY]
shall be increased by the amount by which the municipality"s fisheries
business tax refund is reduced under AS 43.75.130(c). The total
amount of a credit increase under this subsection during a five-year
[THREE-YEAR] period may not exceed 25 percent of the amount of the
capital expenditure.

* Sec. 3. AS 43.75.032(c) is amended to read:

(c) The portion of a capital expenditure that is eligible for a
credit under this section but is claimed during a single tax year may
not be carried back to a prior tax year but is available for the
computation as a credit under this section for a subsequent tax “year
within the five-year [THREE-YEAR] period elected wunder (a) of this
section.

* Sec. 4. AS 43.75.032(d) is repealed and reenacted to read:

(d) Within 10 days after submitting an application for a credit
under (a) of this section, the applicant shall send a ~copy of the
application to the municipality, if any, in which the proposed capital
expenditure qualifying for a credit under (a) of this section is
located or is to be located.

* Sec. 5. AS 43.75.032(f) is amended to read:

CSSB 74(Res) -2- SBUO74b
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) The total tax credits that may be claimed under this section
for a tax year for capital expenditures and scholarship contributions
combined may not exceed

(€] 75 percent of the taxpayer®s business tax liability
under AS 43.75.015 for the tax year if a municipality adopts an ordi-
nance under AS 43.75.130(c) reducing the municipality®"s tax refund for
that tax year; or

(2) 50 percent of the taxpayer®s business tax liability
under AS 43.75.015 for the [THAT] tax year ifa municipality has not
adopted an ordinance under AS 43.75.130(c)reducingthe municipality®"s
tax refund for that tax year.

*Sec. 6. AS 43.75.130(c) is amended to read:

(c) Within 60 days after a credit is approved under AS 43.75.032
for a capital expenditure qualifying for a «credit under AS 43.75.-
032(a) [INVOLVING A SHORE-BASED FISHERIES BUSNESS FACILITY OR COOPER-
ATIVE SEAFOOD INDUSTRIAL PARK LOCATED OR TO BE LOCATED IN A MUNICIPAL-
ITY, THE MUNICIPALITY] may adopt an ordinance direct the department to
reduce the municipality"s refund under thissection over a period of
not more than five [THREE] years by anamountnot exceeding 25 percent
of the capital expenditure.

* Sec. 7. Section 7, ch. 79, SLA 1986, 1is repealed and reenacted to
read:

Sec. 7. AS 43.75.130(c), 43.75.140(1), 43.75.140(7), and 43.75.-
140(8) are repealed January 1, 1996.

* Sec. 8. Section 8, ch. 79, SLA 1986, is amended to read:
Sec. 8. AS 43.75.034 is repealed February 15, 1996 [1992].
* Sec. 9. Section 10, ch. 79, SLA 1986, is amended to read:
Sec. 10. Section 3 of this Act takes effect January 1, 1996

[1992].
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* Sec. 10. APPLICABILITY TO EXISTING CREDITS. (a) The provisions of
thisAct applyto extend from three years to five years a tax credit claim-
ed by a fisheries business under AS 43.75.032 and 43.75.130 for a tax year
beginning after December 31, 1986, and before the effective date of this
Act.

(b) Notwithstanding the time limitation for adoption of an ordinance
imposed by AS 43.75.130(c), a municipality that, on or before the effective
date of this Act, has adopted an ordinance directing the Department of
Revenue to reduce the municipality®s fisheries tax refund under AS 43.75.-
130(c) for a period of not more than three years may amend the ordinance
and direct the Department of Revenue to reduce that refund for a period of
not more than five years.

* Sec. 11. Sections 1 - 6 of this Act are retroactive to January 1,

1987.

* Sec. 12. This Act takes effect immediately under AS 01.10.070(c).
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TELEPHONE
(9071 386-1325 217 SECOND STREET. SUITE 200
FAX 461-5-480 IUNEAU. ALASKA 99801
April 2, 1990
MEMORANDUM
TO: Senator Rick Uehling, Co-Chair
Senator Johne Binkley, Co-Chair
Members, Senate Finance Committee
FROM: Scott A. Burgess, Executive Pirecto»CJ~A>~~~"

SUBJECT: CSSB 74 (Resources) - Extending the Fisheries Business Tax Credit

The Alaska Municipal League (AML) supports CSSB 74 (Resources), amending and
extending the Fisheries Business Tax Credit program. The CS also allows the
credits to be applied to cooperative or municipal utility construction
related to on-shore fisheries development.

The AML supports legislation extending the Fisheries Business Tax Credit
program, which enables on-shore fish processors to receive credit for
capital improvements to fish processing plants. The AML also supports the
application of the fisheries business tax credit to cooperative or municipal
utility construction related to on-shore fisheries development. The AML
supports allowing such credits for five years, rather than two, and that the
expiration date be extended to 1996. These provisions are contained in the
Resources Committee Substitute.

The initial legislation establishing the Fisheries Business Tax Credit
program allowed tax credits for capital improvements to on-shore fish
processing plants for only three years and established January 1, 1992 as
the expiration date for the program. F ;ny on-shore processors have been
able to upgrade and expand their processing facilities by taking advantage
of the program, thus aiding economic development in many of Alaska ™% coastal
communities. Municipalities in coastal areas support an extension of the
program to allow for five years of credit for capital improvements and a
later expiration date to enable the on-shore fish processing industry to
capitalize on the increase in bottomfish and other fisheries development.
While the Administration has opposed extending the credit program because
of the impact on state revenues, any loss 1is temporary and is justified in
terms of economic development and long term increases in fish processing and
revenues.

Again, the AML supports CSSB 74 (Resources). Thank you.

MEVBER OF THE NATIONAL LEAGUE OF CITIES AND THE NATIONAL ASSOCIATION OF COUNTIES
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FISHERIES BUSINESS TAX CREDIT STUDY
EXECUTIVE SUMMARY

Purpose. This report addresses the effects of the Fisheries Business Tax
Credit Program, and its stimulus to investments and employment. An at-
tempt is also made to address several 3uest|ons of interest: what types of
investments are being made, where, and by what t%pes of companies; what
have the costs to the state been; and how much more will the existing
program cost.

The tax credit program. The program offers a tax credit for capital
expenditures that increase processing capacity, product quality, and value-
added]produ_c_tlon. Credits are limited to 50% ofa firm’s tax liability and to
50% of qualified expenditures. It is scheduled to run for five years (1986-
1991%, with regulations defining 1986-1989 as the three year period durin
which qualifying expenditures must be made. Companies can elect to star
their three year window of eligibility at any time during that period. Thus
all projects must have been preapproved and substantially completed at this
time. Credits can now be carried forward by companies who started their
eligibility period in 1988 or 19809.

Expenditures. There is no uniform correlation between actual qualifying
expenditures as reported on tax forms, expenditures preapproved by the
Department of Revenue, total expenditures actually made and tax credits
taken. Generally, actual qualifying expenditures are a minimum figure for
total investment. For most firms, the limiting factor was 50% of their tax
liablility, not 50% of the qualifying expenditures. Overall, credits are
expected to total about 35% of qualifying expenditures.

Actual qualifying expenditures reported on tax forms during the period
1986-1988 totaled $33.4 million. The Department of Revenue has preap-
proved expenditures of about $92.0 million for 1989, the last year that
expenditures could be made and still qualify for credit. Since fisheries tax
returns for 1989 are not due until March 31st, the actual dollaramounts will
not be known for several months.

Using the experience of the previous two years, actual expenditures reported
forcredit will be approximately $60 million. 65% ofthe amount preapproved.
Total reported, qualifying expenditures are expected to total over $140
million, but this is a minimum number for actual investment, as some

Fisheries Business Tax Credit Report

Department of Commerce and Economic Development
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Figure 1. Total Anticipated Expenditures

Actual Qualified 1986-88 and Anticipated 1989
(Figures are in Thousands)

$150.000 -r
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$50,000-- Si Traditional

1986-88 1989 Total

companies only report enough expenditure to match their tax liability, and
some e_X|i)end|tures are disqualified foritems such as bunkhouses, which are
essential parts of the operations.

Increase in Shorebased Plant Value. Current estimates put the total
insured or assessed value of seafood processing plants and equipment in
Alaska at $800 million to $1 billion (Alaska Seafood Industry Study, 3/89).
Estimated qualifying expenditures made during the past three years repre-
sent an increase of more than 15% of the total value ofall active processing
facilities in the state.

Number of participants. Sixty-seven firms representing 96 Alaskaprocess-
ing facilities have or intend to participate in the fisheries tax credit program.
Expenditures actually qualifying for credit during the 1986-1988 period
were made at 76_P_I'g1nts. Applications for expenditures during 1989 at an
additional 13 facilities have been approved by the Department of Revenue.
Credits only were taken on taxes generated by 7 facilities (and applied to
expenditures at other plants owned by the same firm).

Table 1. Size and Number of Facilities' Expenditures by Region

Size of Expenditure South Prince Cook Kod/ Aleut. Bristol AYK Total
(in thousands) East Will Inlet Chlg Is. Bay
Less than $10.0 2 1 1 4
$10.0 - 100.0 7 1 2 2 2 14
$100.0 - 500.0 8 3 3 5 1 2 22
$500.0 - 1.000,0 1 8 5 2 3 1 20
$1,000.0 -  2,000.0 4 2 4 2 1 1 14
$2,000.0 -  5,000.0 2 2 3 1 1 9
$5,000.0 - 10,000.0 1 1 2
$10,000.0 - 20.000.0 4 4
Total 24 9 18 16 10 9 3 89
Fisheries Business Tax Credit Report 2
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Concentration of Major Investments. Itis estimated that through 1989.

22 firms will have made investments of more than $1 million at each of 28

glants. This category of large investments will total about $128 million or
9 percent of the total estimated expenditures of all participating firms.

The approximate size ofexpenditures and number of plants involved in each
area of the state are outlined in Table 1. The expenditures column
represents actual expenditures reBorted through 1988 plus 65% of 1989
expenditures preapproved by the Department of Revenue.

Figure 2.  Total Anticipated Expenditures 1986*89 by Region
(Figures are in Thousands)

$70,000T $66,386

$60,000--
$50,000--
$40,000--

EESE£::,im77 si6-753 ,ii.iib 7547
5 100004° 8. §753
$

SE FWS Cl BB AYK

o

Expenditures bv Region. The statewide total of estimated expenditures
over the life of the tax credit program is put at $143 million. Expenditures
in the Aleutian Islands area are estimated at $66 million or 46% ofthe total.
The bulk of expenditures in the Aleutian Islands area are related to the
construction of four very Iarge bottomfish plants used for the manufacture
of surimi, fillets and meal. See Figure 2.

Comparatively few expenditures were made in the Bristol Bay area ($8
million) and AYK area ($1 million).

CreditsTaken. Reported expenditures totaled $83 million during the 1986-
1988, generating $42 million in potential credits. Only about $23 million
in actual credits were applied, and the credit carry forward is about $19
million. Generally, the credits taken by most major firms are limited by their
tax liability and not by the size of their qualified expenditures.

Credits Outstandingl. Theoretically, outstanding credits could equal $66
million (half of the 1989 (Preapproved amount plus the amount carried
forward). Estimating 65% or the preapproved amount as the actual
qualifying expenditures that will be reported yields an estimated potential
cr_el?_lt outstanding $49 million, and a total potential credit figure of $71
million.
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The carryforward of most firms will be exhausted by 1990. so credits taken
are expected to be higher 1988-1990, and lower in 1987 and 1991. Also, the
record high ex-vessel prices of 1988 and the large volume ofclaims are likel
to make that year the peak. Credits are likely to decline steadily after 1988.
and to total between $48 and $55 million over the life of the program.

Ownership. Ofthe 89 facilities where expenditures have or will be made, on
the order of44 are owned by Alaska residents or Alaska-based corporations.
24 by foreign entities, and 21 by U.S. citizens or corporations headquartered
outside of the state.

Forty-one percent of the credits actually agolied thr_ou%_h 1988 were taken
by Alaskan firms, 29% by US firms, and 31% by foreign firms. Based on the
tax liabilities of the companies involved, the 1989 approved expenditures
and the amount of credits carried over from prior years, this ratio is not
expected to change appreciably in the future.

Value of the Tax Credit Program. It is not possible to determine what
investments in plant expansion and new equipment would have been made
In the absence ofa tax credit program. However, itis clear that the program
Is responsible for a substantially increased volume of capital investments in
shorehased facilities, and probably in the ability of Alaskan and US firms to
participate in shorebased bottomfish operations.

Six_facilities with over $5 million expended make up 45% of the total
anticipated qualifying expenditures. Four are for new plants, with three
bottomfish operations and one cannery. Two are major expansions of
existing plants, both into surimi, fillet and meal production. The two
Alaskan and one US firm involved all concentrated extensive tax credits from
floating operations to build their plant. Principals in each firm report that
the tax credit program was a major factor in their decision to invest onshore.
The program was of lesser importance to the other three Japanese owned
plants, who have very large fishing companies behind them, and who are
constrained by law from investing in factory trawlers.

Of the total $143 million in expected gualifyin_ expenditures, $79 million
was spent on bottomfish facilities, and $44 million on traditional species.
The traditional species investments have considerably increased production
capacity, especially refrigeration capacity, and have contributed substan-
tially to production efficiencies.

Increase in Employment. Itis not possible to determine the total increase
of employment which was generated by plant expansions, because most
were incremental expansions or improvements of existing facilities. More
efficient equipment and production systems may even have resulted in the
elimination ofa fewjobs. However, four new surimi plants alone which have
already been completed or are in the final stages of construction will employ
about 750 {)eo le full time. Another new facility constructed to handle more
seasonal “traditional” species is expected to employ 200. Employment
Increases associated with firms participating in the tax credit program
probably exceed 1,000 persons.
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FISHERIES BUSINESS TAX CREDIT PROGRAM REPORT

Type of investments made

Actual qualifying expenditures as reported on 1987-1988 tax returns were
analyzed in detall. These expenditures were classified as being in support
of either bottomfish processing or the processing of “traditional” species
such as salmon, halibut, herring, and crab. Within those two categories the
following classifications were established:

Dock/building repair or expansion: Minor and major expansion of
existing processing buildings: utilities maintenance and upgrade
(water, power, communications, waste disposal, outfalls); general
plantwiring, plumbing, heating and other systems maintenance and
upgrade; support facilities and equipment such as office, lunch
room, generator shed, shop, supplies storage space, or loading dock.

Newplantconstruction: Construction ofatotally newbuilding where
one did not previously exist. Construction in association with an
existing plant was included in this category if it involved the
construction of a new building designed to handle products not
previously processed.

Fish Handling equipment: Equipment and closely associated struc-
tures formovm%, transfering an handlln%_flsh. Expenditures in this
category were heavily weighted toward fish pumps, fork lifts and
cranes, and also included conveyors, pallet jacks, trucks, hoists,
elevators, carts, vans, and flumes.

Refrigeration/Ice: Refrigeration equipment, compressor buildings,
freezers, refrigerated product storage facilities, refrigerated seawater
holding systems, ice manufacturing equipment, and ice storage and
delivery systems.

Salmon canning equipment (‘Traditional” category only): Equip-
ment used specifically in traditional salmon canning operations:
Holding bins, weighing systems, fillers, seamers, can forming ma-
chinery, and steam production equipment. The efficiency of tradi-
tional canning facilities was substantially increased by the installa-
tion of equipment such as automated weighing and patching sys-
tems. A number of firms added one-quarter and one-half pound
canning lines, which will increase the final product value.

Surimi/fillet eunment (bottomfish category only): Machinery for
raw product buffer storage, heading, gutting, skinning, filleting,
mincing, dewatering, mixing mqredlents, candling, trimming and
packaging products. Meal and oil plants associated with bottomfish
surimti and fillet operations were included in this classification.

Fisheries Business Tax Credit Report 5
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General processing equipment: Equipment usually associated with
the processing oftraditional species and products - salmon, herring,
halibut, shellfish: Raw product holding and distribution systems,
scales, tables, totes, headers and gutters, fish washing, glazing,
strapping machines, crab cookers, herring graders, and equipment
for egg processing (brine tanks, agitators).

Added value equipment (Traditional” category only): Equipment
specmcall?/ used in the production of value added products: Skin-
less/boneless canned salmon, retortable P_ouch products, fish meal
and oil not especially related to bottomfish operations, smoking,
salmon fillets and fillet log products, and equipment to facilitate air
fresh operations.

Traditional Species Investments.

During the 1986-1988 period, $45.8 million of the $83.4 million total
reported on tax returns was invested in facilities and equipment devoted
primarily to the processing of traditional species. About halfofthat amount
was invested in the improvement and expansion of existing buildings and
docks and the installation of new freezing, cold storage and ice making
capacity.

Ofthe $92 million in expenditures preapproved for 1989, $29 million will be
devoted to the production oftraditional species. About 65% ofthat amount,
or $19 million, is expected to be reported as qualified expenditures on tax
returns. Over the life of thedprogram, $65 million in qualifying, reported

expenditures will be investe urther details about traditional species
expenditures are provided in Table 2 and Figure 3.

Figure 3. Actual Qualified Expenditures for Traditional Species 1986-1988
Total $45,836.9 Thousand

6.45% m Upgrade Exist Plant
O New Plants
[DHandling Equip
BRefrigeration. Ice
0O Salmon Canning
B General Equip

30.75% 11 Added Value
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Bottomfish Expenditures.

Bottomfish investments for the 1986-88 period totalled $37.6 million. About
three-quarters of the amount was invested in new plant construction and
specialized equipment for the production of fillets, surimi and meal. Preap-
proved 1989 expenditures total $63 million for bottomfish. If 65% of the
amounts preapproved are actuallg reported for credit, 1989 qualified
expenditures for bottomfish would be $41 million. (Table 3 and Figure 4.)

Combining expenditures reported in 1987 and 1988 and 65% of the
amounts preaEproved in 1989 indicate that durmg the life of the tax credit
program Alaska processors will spend at least $79 million to initiate the
production cf bottomfish See Table 4.

Note that qualifying_expenditu_res represent a minimum figure for invest-
ment. Some expenditures are disqualified, and some companies only report
enough expenditures to match their anticipated tax liability. For example,
one new surimi plant has preapproved expenditures under the tax credit
program of about $11 million. This amount is apparently sufficient to
maximize the firm’s potential credits given it’s expected tax liability. How-
ever, reliable information indicates that the company will actually spend
nearly $60 million on the project.

Figure 4. Actual Qualified Expenditures for Bottomfish 1986-1988
Total $37,574.4 Thousand
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O New Plants
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NOTE - The estimated '89 expenditures shown are 65% of the preapproved amount. See text for description.

vO



