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HRC 66, 1977 which became Legislative Resolve No. 107, SLA 1977 
directed the Legislative Council to "conduct a study of the manner 
in which the amount now contributed by both the state of Alaska and 
the state employees will be used to provide benefits under a public 
employee benefit program to replace and augment benefits now 
provl ded by social security." The study group was to include 
members of the council, representatives of each employee bargaining 
group and the director of the division of retirement. 

Contents: 1 file of minutes, correspondence, supplementary 
material . This file was compiled by Ken Humphreys, a research 
analyst with the Legislative Affairs Agency assigned to the study. 
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PREFACE 

During the past 2 years, many local governments hav!! opted to 
pull out of the social security system. Others arc now giving considera­
tion to terminating coverage for their employees. 

But at tpe same time, more governmental workers' job~ are covered 
wider social security than at any time in history. Nearly 8.7 million 
governmental employees now pay into the socinl security system. In 
return, t.bey nre building credits tows.rd retirement, clisnbility, sur­
vivor, and hospitnl protection for themselves ond their families. 

The committee is concerned, however, about the increased number 
of governmentnl units electing to terminate coverage, particularly in 
terms of the finnncinl effect on the system. And the committee is 
especially concerned about the impnct of this decision upon inclividunl 
workers and their families. 

Social sccmity is clearly the economic mainstay for Llw vast majority 
of olclar Americlllls. In nll likelihoocl, it will conLinue to be for the fore­
seen.ble futme. Quite clearly then, termination of social security cover­
age cnn be n risky decision for government employees.' 

To obtnin more in-depth inforn·ation about the effect of these 
notions, the committee hns called upon its stnff to prepnre this wor.h."ing 
paper. ~ In nddition, technical nssistance and other information was 
provided by Mr. Gnry Good, nn Execut.ive Development Fellow with 
the Social ~ecurity Adrninistrntion. In this assignment, 1'fr. Good dis­
played the highest degree of impartiality, fairness, and professionalism 
iu examining relevant issues rclo.tcd to locnl govcrn ruent termination 
of social security covern~e. The committee extends its heartfelt thanks 
to 1vfr. Good for his nss1stn.nce. 

1 The June 10i6 C?clltlon of the Nntlonnl Retlrecl Tooch<!rs Assoclntlon-,\mcrlcnn Assoc l11-
t lo11 of Retired Persons lcglslntl\·e report Nnld: 

"Tcrmlnnllon or soclnl aC?curlly purtktpntlon cnn be risky for certn tn current nn<l futuro· 
public employees. Fnllure to continue socia l s~nrlty contributions conlcl result lu n loss o:' 
Insured stntus (or dlsnblllty bcnctlts nnrl couhl Riso tm11nlr currently Insured st11tus for 
ccrtnln survlrnr benl!flts. 11111111 sum dend1 11nymc11ts nm! ehronk rcnnl cllscnsc protectlor. 
uodf.'r the l1ospltnl tnsu rnncc progrnm. 

"f'urthcrmorc, due to lntlntlonnr~· prcssurf.'~. cou~ldernblr. douht l'Xl~ts 111< h> th<' future 
1lm.11dnl nblllt~· of public cmplo~·cc rctl rcltlcnt systems to 1•rO\'hlc rl'tlrc111011t Income security 
compnrnblc to thnt pro1·tdf.'d under the nl!dnl sccnrlt~· s)·str.rn. :\lnny 1111hllc employee retire· 
ment systems woultl 11rohnbly not be lln1111cl111ly stroni: enough to bMr the costs or provhllni: 
IJcncnts Jlbcrnllil'd nud c'l:tcndcd to 1111 1•qul\·ntl!nt dt•grcc 118 that of soclnl security nod 
mcdlcnr11." 

• 'l'he snmul••: The counnl ttcc obtnltml n copy of nil Stntc nr.d locnl i:o1·crnment s;ro1111s 
thnt hn,·e lli~-J 11otlcc to te rmlnntc i;octnl sccurlh· conrng1• through nrccm1bcr :11. l!lii. A 
I0·11ercc11t rJ111dom s11 rnl1lr of the grou11a t<'rrn lnntlng CO\'Crngc l'tl'ccth·c 1lurlni: 1!177 (15 
out or UH) wni; sclccte1. Bnch group wns tlum contncted by telephone. '.l'he groups selccietl 
wl!rc : 

Cnllfornln: (l) Cit ,· or Dixon, (2l Trncy Hurni Count)· Fire Pro tection Dl'trlct, 1:1) 
:'>!nrlnn Fire Protection District, (4) Cit\' of l!olllni: Tilll l·:stntr~. (!i) Elk Gro\'C Fire 
Prot1•cllo11 Distri ct. IG) So11011111 Count)· · Wntcr District. 17) City of l~ount11l11 Vnllr~·. 
OH 8011011111 \'nllc>· County l:inn lmtlon Dist ri ct. (0) UI~ llenr Vnllcy Hccrcntlon 111ul l'n rk 
District. 

Geor.:ln: (10) ;\[lorrny County Bonr<I ofEclncnt lon. 
Loulslnnn: (11) •rown or Hnynesvlllc. (12) Town of llf11rl01g11ln, (1:J) City of Plnqucmtne. 
Missouri: (H) City oC Nor tllwoods. 
T!'XUS: (lU) UNI Hl\'Cr County Schools. 

(Ill) 



The doou'ment provides clear and convincing e'<idence that the im­
port.ant dt>.dsion-whether to continue or te11ninate social security 
coverage-is oftentimes \nade in a haphazard manner. The decision­
making process 1s frequently based upon incomplete, inaccumte, or 
que.stionable information. Many workers and local gove11un<mt officials 
have failed t'> take into account tho.total impact-both immedinte and 
in the future-of their actions. In a very real sense1 some workers are 
playing· a dangerous game ,of Russian roulette with their future eco­
nom~c ~ecurity ns well as their f11milies~ well-being. The decision to 
maxmuze take-home pay now may be at the cost of losing future 
retirement, disability, survivor, and hospital protection. ' 

Unfortunately, info11nation about social security's future protec­
tion has not been readily avitilable. A precise explanation a.bout present 
benefits is ordinarily fairly ensy to obtain. But projections itbout 
future benefits were even clifficult for 'the staff to obtain. ·One of the 
recommendations in pa.it 7 is dire-eted specifically at this problem. 

The working paper makes n.n importn.nt contribution in other ways 
by: analyzing the reasons for the increased pllllouts from social secu­
rity; identifying major considerations in deciding whether to ter­
minate coverage; providing examples of the scoprc and value of social 
security prote.ction; recommending 1idministrative and legislative ac­
tions to improve social security. 

Finally, this working paper can serve as n useful chocklist. for gov­
ernment workers and officials in giving itppropriafo consideration to 
relevant factors in determining " :icther they shop Id continue social 
security cover11ge. 

FRANK CHURCH, Chairman, 
Specuu Oomnni8sion on Aging. 
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INTRODUCTION 

NEW YORI~ WILL QUIT SOCIAL SECURITY 1 

NEw Yoim, Mnrch 2i (UPI)-New York City fornrnlly 
notified till. Fede1·i1l Go,·ernmcnt today it intends to pull 
most, municipn.J nm ployees out of the Social Securit,y System 
in 2 yenrs in whnt would be the largest withclrnwal from the 
system in its history. 

In mnking tht.) ·rcqufrecl 2 yen ts' notification, Mayor Abm­
hnm D. 13eumc noted that the.city could change its mind d111·­
iug- thnt pet'iocl and remain int.he.system. 

The pullout, if made, would snbstn.ntinlly reduce sociul 
security benefits for nbont 150,000 current city employees nnd 
make new employees ineligible. Retired city wot'lrnrs would 
not be n ffccted. 

Several mnnicipnlities h:we withclrn wn their cmployC'C'S 
from the system in recent yen.rs. but none as lnr~c ns New 
York. 

In negotiations with t.hc city, Fedeml oflicials reportedly 
\"igorousl.r opposed :~ New York pullout. A withdrawn] b.r 
New York would mean n. loss to the svstem of more than $400 
million nnnunlly. The system alreacly~hns an estimated benefit 
1leficitof $1.G billion thisyenr. 

Benmc 1-rnvc March :n, 19i8, ns the tentatirn termination 
elate. 

With n. p111lo11t, the city would save an csf imnted $200 mil­
lion in nnmml contributions, Benmc said. Howe,·cr, sc,·cml 
m1111icipnl union lenders hnrn. indicated they would clemnud 
increased contributions to existing pension progrnms in thC'. 
event of nn end fo socia 1 security. · 

Employ<•es would end thei1· contributions, too, under a p11ll-
011t. Ench wou lcl find his pit.ychcck fattened by nbo11t $!)00 
yc1Lrly. 
' "I 'wouhl like to em phasize that termination of covcrn.tre 
wou ld not. affect vested rights of city cmployN•s unclm· l lH\ 
social sl'cmit y progrn m," RNtmc sn id. 

The de<'ision to withclrnw would be iITcrncable. On<'<' a 11111-
nicipality withclmws from the system, it is prohibited from 
1·C't11ming. 

The mayor's notification affects only mnyorn 1 agcn<'ics. 
Bcnmc snicl he hns nsked tlrn heacls of the nonmnym·al n~en­
cics, s11ch ns th<' bonr<l of E mcation, to make simil111· 
notifications. 

t Ncwspnpl!r nrtlcl!!, the Wnshlngton Post, ~·ul!sdny, :lfnr. 23. 1970. 

(1) 



If n.11 six of thcso nonmnyoral agencies complied, the m11n­
bor of n.ffcctcd city workers would bo about 230,000. 

"The notice filed tocliiy docs not constitute nctunl hmninu­
~.on of covcmgc," llcnmc sn.icl. "'l'h1\.t decision will be mnclc 
following t11c most rigorous nncl thorough analysis of I-his 
mattc.r, us well ns t.he question of nltcrrnite means of provid­
ing disability insurnncc, during t.11e next 2 yen.rs." 

All of New York City's moves to pull itself out of finnncin.l sf,rnits 
is nnt.ionnl ncws. But on the same dny thnt the ·wnshington Post m­
portccl ~fay,.or Bemne's nnno1mr.ement, OBS Evening News reported 
thnt other locnl governments hn.ve n.lready dropped out of sociiil secu­
rity. Their decisions received far less attention thn.n N('w York's, but 
the two •rnws stories 011 Mnrch 23 illustrate thnt more nnd more locnl 
governments at·~ electing to terminate socinl security coverage. 

As of ,J mm l !l7:j t.here were 12.39 million employees of State nncl loc.n] 
governments; 70 percent of theso cmploy~s-8.6} rnillion-,,·erc cov­
cr~cl by socinl S.!cu rity. Of the employees not. cnvercd, only nbout .045 
m 1 Ilion n re not coYered because their social security covcrngc. hns bee11 
terminated. 

Nearly 4,0 porce11t of n ll noticcs to drop social secndty coverngc hnve 
been filed in the past 2 yenrs. D espite this upsmge, the proportion o:f 
Stnte nnd Jocn.l govel'llment employees covered by socinl security is 
growing; 68 percent were covered ns of June 19'73. The 2-percent in­
ercnse as of .Tune 197:j r epresents 1.12 mil1ion employees. 

Some of the employees whose coverage would be terminntecl arc 
looking fonv1trcl to more tnke-home pn.y. Some local government ad­
ministrators arc looking forward to less payroll expense. For employ­
ees whoso socin.l sccurit,y will be repln,ccd with n new stn.ff pension plnn, 
many nre looking forwn.rcl to n.n earlier retirement nge for benefits. 

Y ct, the voluntary terminntion of social security is causing concern. 
As the "r ashington Post article indicates, pa.rt of the conce~·n is about 
the loss of rnvenue to the social security system. But the principnl 
concern of the Sennte Committee on Aging flo"'s from its primary 
responsibility: to examine n.ll matters pertaining to problems n.ncl 
opportunities of older Americn.ns. Specifically~ this working paper 
addresses t.hc concern thnt voluntnry termination o:f socinl secmity 
wil I reduce the employees' ovemll benefit protect.ion and lend to in­
creased depeudency on others in t he foture. 
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Part 1 

BACKGROUND. 
' . 

Most State o.nd Jocal govemment employoos now work in john cov­
orecl by soeial security. From Juno 1961 to June 1975 the number of 
State nnd local govenunent employees with social security coverage 
more than cll'ublecl, incre,'ls ing from approximately 3 million to almost 
8.7 million. 

Seven out rof ten Stnto ttnd locn.1 govem~ncnt employees ru-e covuretl 
under social security. This is down slightly from tho 1967 high .when 
"77.2 pcrr.ent of all such employees had social security coverage. 

The following gr11.ph shows thnt the mn.jol'ity of St.ate and locnl 
goverrunent employee'; are in jobs covered by social security. The 
nmn!Jers within. the ·bn.rs show tho proportion of employoos in covered 
jobs. 

'fhe drop betwf'.en J une 1967 and June 1970 was because of increases 
in employment in several very l'opnlous Stat~s which hu.vc relatively 
few of their govf:lrnmcnt.al entities under social securit,y. 

NUMBER OF STATE ANO LOCAL EMPLOYEES 
IN JOBS COVERED BY SOCIAL SECURITY 

MILLIONS OF EMPLOvtES 
13 

12 

11 

10 

3 -

2 -

1 -

1961 
!Juno) 

H·481 0 • ? G - 2 

D TOTAL EMPLOYED 

~TOTAL COVERED 

1!164 
(Juno) 

1917 
IJun• I 

(3} 

1970 
IJunel 

1973 
IJunel 

1975 
I Juno) 



A. THE LAW: TERMINATION OF SocrAL Sr.cumrr CoVEnAGF. 

'l'he Social Security Act permits termination of coverage for ern­
ployee.s of St.ate n.nd local governments. 'l'he State must give 2 yea.rs' 
advance notice of its desire to terminate social security coverage of 
the employees of n. political subdivision. Such notice cannot be given 
until after the coverage hns been in effect for n.t least 5 yen.rs. Once 
coverage has boon terminated it can never again be provided for any 
present or future employee of that political subdivision. 

Employees cannot individun.lly termin1Lte coverage. That action 
must be taken by the S~nte. No employee vote or l'efel'endum fa 
required. · 

Covern.~e was not mn.<le compulsory for these employees because of 
the constitutional problems that were foreseen if the socin.l secudty 
law were to require the employer tn.x on the States nnd polit.icnl subdi­
visions. Therefore, coveruge was extended on n g~·oHp voluntal'y basis. 
with provision for te11ninati0n: · · 

B. Tun)UNATIOxs ox THE Ursw1xG 

In recent years there has boon a substantia.1 increase in the number 
of government employees in units filing notices of termination. Nearly 
:n,ooo State nnd local government employees hncl their covcmg-e te1·­
minated by June 30, 19W. Latest figures revea.1 that potentially 469,000 
employees may terminate their social soourity coverage from July 1, 
1975, to Apl'il 1, 1978. This represents a fifteenfold incrc.usc, compared 
with the terminations be,fore ,Tune 30, 1975. 

Virtually all of the terminations h~we been concentrated in four 
States: New York, Califomia, Louisiana, a.ncl Alaska. 'In New York 
alone, 362,000 employees are n.ffected-the vast majority of whom w01·k 
for New York City. About 90 percent of the employees in New York 
City are now coverec. by social security. 
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NUMBER Of STATE AND LOCAL GOVEliNMENT EMPLOYEES WHOSE SOCIAL SECURITY COVERAGE Will HAVE 
BEF.N TERMINATED BY APR. I, 1978, COMPARED WITH NUMBER 01' COVER£:> EMPLOYEES IN CALENDAR 
QUARTER ENDING IN JUNE 30, 197S-BY STATE 

State 

Alabama ... ··---------- ____ ·--- ____ .... ........ . •• __ 
Alaska •.•••.. --·--· ____ · ----· •• ____ .... ---·._ ....... . 
Arizona .••• --------·-··---·-·-----· . ••. __ __ ------ ... . 
Arkansas ............. ·----- •• ---·-· ..•• ·-------•• ___ _ 
California •• ____ .......... _ ••••• ••••••. • _ •••.••••• __ •• 
Colorado •.. ____ •••••• __ •.•••••••••• __ : ••• __ •.•••. ___ _ 
ConnecticU\. __ ••.•• ____ •••••••• ----•••• __ , _ •• ·-··--. _ 
Delaware •.••. __ .••••••• __ .......................... __ 
Florida ..... ____ ••••••••.• --•••••••••••••• __ •••••• __ . ~ 

~::iii~:::::: ::: ::::::: :: :::::::::::::: :::::::::::::: 
Idaho . .••••••••••••••••• ,. .•.••••••••• -·---· •••••••••• 
Illinois ..................... --·-•••. __ ................ . 
Indiana •••••••••••• -·---· ........................... _ 
Iowa •••••••••••• -----· .... .. ···--- ...... ------·--· --
Kan 1as. __ ••••••••• ---- --•. -· -·-· •. ---·-· .... --.... --

~;~i~~~~~:: ::: : :: :: :: :: :: :: :: : : :: ::--·: :: :: :: :: :: : : :: 
Maine ............... ·--·- · ••.• -- •••• ---- -- ----·--- --

~=~~~~~!~its:::::::::::::: :::: :: :::::::: :: :::::::::: 

~l~r~)0~~!~~~ ~~ ~ ~ ~~ ~~ ~~ ~~ ~~~~ ~~ ~ ~ ~~ ~~ ~~ ~ ~ ~~ ~~ ~~ ~~~~ ~ ~ 
Montana ••• ••• _ •••••••• --•••• - .•••••••.•• --••••• --· --
llebraska •••••••• ---- •• ---· -- - .•••••• __ •• __ ·--- -- •• _. 
Nevada.--- --•••• ----•• ---· -- •• -- -- -- ------•• -· -· -- -­
New Hampshire ••••••••••• __ --·-··------------------·· 

~:: ~~irlo:::: :::::::: :::::: :::::: :::: :::: :: :::_ .::: 
New York------------·· •. -- ------ -- ---- -- .. ·----- .••• North Carolina •••••. __ •••• ----_ __ ____ •• ------- ______ _ 
North Dakota ........................................ . 
Ohio ••••• ···-- --- -- •• ---- -------···---- ------ -- -- ·- .• Oklahoma ........ __ •• ___ ___ .... : ___ .• ------·- •..• ___ _ 

~i~~~~~~~-::: :: :: :::: :: : : :: :: :: :: :: ::·:: :: :: :: :: :: :: 
Rhode Island ................... -·----•••••• __ •••••.•• 
South Carolina •••• __ ••••••••••••••••••••.••••••••.•••• 
South Dakota ••.••••••••••••••••••••••••.••.•• ··--•••• 
Tennessee •••• _ •••••••••••••• --•••••• -••• -- ......... . 
Texas ........ ............ .... -- --•• -· ---· •• -· ·-·--· · • 
Utah .•••••. ---·-------- .• -·. --- ---·-· -·--- ----· -- -· •• 
Vermont ••••••• ••.••• -- -· -- -- -- -·-- -· -- -- -- •· . .. • -- --

~~lr?~~~~~~~ ~~ ~~;I~; ;;f; ~; ;; ;~ ;; ;; Iii;;; j i~ ; ii~ f i 
Wyoming·-·- ---------···- ·----·-···· -----···· --·- · ·-· 

Tola I. ..... __ ..............•........•........ .. 

Number of em· 
proyees for whom 

coverase was 
lflminate prior 
to June 30, 1975 

0 
0 
0 
0 

13, 124 
848 

0 
0 
0 

563 
0 
0 
I 

270 
0 
0 
4 

9, 699 
31 ., 
3j 
0 
0 
0 
0 
0 
0 

347 
Q 
0 
0 
0 
0 
0 
ll 
0 
0 
0 
0 
0 
0 
0 

153 
t., 42g 

0 
0 
0 

I, 036 
0 
0 
0 

30, 532 

Number of em· 
Total number of ploye<:s for whom 

covered emplcytiss coverace will have 
in calendar been terminated 

~uarter ending from July I, 1975 
une 30, 1975 • to Apr. I, 1978 • 

2Z2, 553 0 
28, IOI 12,649 

140, 257 0 
107, 266 0 
567, 050 61, 634 
43, 972 239 
98, 760 0 
34, 753 0 
3~. 172 0 
268, 776 2,840 
38.421 0 
61,637 0 

242, 012 0 
274, 372 0 
186, 206 0 
149, 134 0 
129, 846 0 
87, 391 24, 718 
25,016 439 

253, 419 0 
114 0 

506, 616 3 
173, 853 0 
139, 457 0 
212, 323 68 
53,690 0 

115, 947 0 
2, 547 ~ 

48, 924 0 
435, 513 0 
69, 629 0 

I, 126,381 362, oog 
325, 457 
44, 147 0 
3,250 0 

153, 331 0 
153, 125 17 
695, 556 0 
233, 385 0 

40, 074 0 
17Z, 898 0 
35,041 0 

203, 029 0 
425, 538 3,85~ 
79, 860 
29, 562 0 

306, 586 0 
II, 878 0 

247, 820 526 
101, 756 0 
272, 539 0 
31, 768 0 

9, 810, 708 468, 992 

1 Takes account of all covered employees in the calendar quarler. When an employee leaves his Job and another 
employee fills the vacancy both em~l~yees aro counted. A representative number ol employ~ts in State and IOC!!I employ­
ment at one point in time during this calendar quarter would be about 8,670,000. 

•Takes account of notices of termination that were filed between Apr. I, 1973 and M3r. 31, 1976. 

Source; Social Security Adrninislralion. 



Part 2 

WHY 'l'ERMINATIONS HAVE INCREASED 

The number of State and local governments electing to terminate 
social security co,·erage is clearly on the upswing. Perhaps the most 
notable example occurred inMarclt when New York City-t.Jrn N1ttion's 
largest local unit of go\•ernment-filed a notice with the Department 
of Hen.1th, Education, and Welfare to terminate cover?.ge. This would 
represent the largest withdrawal in the entire history of the program. 

To obtain more detailed information about the terminations through­
out the Nation, the committee staff has conducted an in-depth analysis 
of the reasons influencing the decisionmaking process. Among the 
major reasons cited: 

A. E:\lrLOYEES' DESIRE FOR ~foRE T,\KE-HoxE PAY 

Pressure to drop social security coverage is quite oftl'n injtiated by 
employees. They typically want more ta.kc-home pay to cope with 
inflation. In addition, m:my younger employees are more co11c1~rned 
with meeting current living expenses than with retirement income in 
the later years. Some localities' pny increases have not kept pace with 
infln.tion. Thus, younger workers opt for a. raise in their t41ke-home 
pay by reducing their payroll deductions. 

B. FINANCES OF LocAL GovEH::'li~rENTS 

Employees are not the only ones cn.ught in a money squeeze. M:nny 
Stnte a.nd Jocnl governments nre financinlly hard pressed. Sorr.c.-such 
as New York City-have been on the verge of bankruptcy. This situa­
tion influenced New York City's decision to file a. notice of intent to 
terminate social security coverage. Inflnt.ion is also intensifying the' 
bmlgetnry squeeze for other State nnd local governments. The cost of 
furnishing governmental services has inct"eased dramatically. This is 
frcqucnt.ly accomp:mied by u denmnd for more services. Vi1tua.lly n 1l 
groups hastened to point out that, while the cost of government is ll!), 
tnxpa.yers a.m more :rncl moro reluctant to pay a,ddition:il ta.xcs. 

As n result, several local govcl'!lmcnt adm inistrators bclie\·ed it is 
esscntinl to consider a11 nlterna.tives to cut costs-including dropping 
their socin1 sccul'ity coverage. 

C. "SocL\L SECURITY Is GOING Bnon:E" 

News accounts about the financial condition of social security hnYe 
prO\•ided a. catalyst for nin.ny employees to consider terminating their 
co\•erage. '\Viclesprcad reports of t.he j)rojccted exhaustion of social 
sccnritv trnst fonds in the H>SO's have been trn.nslnted to menn benefits 
will cciise at thnt time. 

(6) 



As a result,.a v9tc fot· terll)ination of c~verage has ~en viewed as 
cn11ing tl halt to throwing good mom\)' a.way on n. bankrnpt ssstem. 

D. Soc11\L SEcunrrr 'FA:\"'ES 'Vn,1, CoNTr~m: 'fo R1sE 

Few ndmi.nistrntors shared the pessimism of some employees that 
social security would go broke. They-along with mnny employees, 
upon rcftcction-realizecl that our Nation would not allow social 
security checks to stop. But they n.Jso realized that, to cot·rcct the .finnn­
cin.1 p1:oblem of great~r out.go than income to the program, social 
sccur1t.y t .. 'lxes may. be mcrett.sed. Or, some other a.ltcrnat1ye. wo11Jc1 be 
approved which would increase. theii· payroll costs. 

One of the most difficult budgetary problems nt the local level, ad­
ministrators reported, is unscheduled rising expenses. Because social 
security tax levels are beyond local contr?l, dropping social security 
was soon us n, wa.y to achieve more static and buclgetable expendi­
tures. [Sec subsection n for additional discussion of nuances of local 
govcnunents .] 

E. "E11rrL-OYEES 'Vru, BE ELrnrnr.E ron SocrA1~ SEcun1Tr, REo.rnor,Ess~ ' 

Many older employees had found that they already met the require· 
ments for "fully insured stn.tus" 1 under socia.J secunty, which c.ntitlcs 
them to at least som\! reti1·cment, sul'vivol'S, and hospitnl i. i.:.·,mrnccs. 
(The amount of monthly retirement or snnh-ors' benefits, Jwmwer, 
will be reduced bec.'tuse y~\.l'S of no creditable C.'lmings will he n ver­
agecl into these wol'kers' 11 fctime n vcrnge en rnings.) 

Many older workers, however, vote for termmation of coverage be­
en.use the.y will receive at least some benefits. 

Younger employees often '1'cro repo1tecl to be highly optimist ic thnt 
they would gn.in enough socinJ security work credits for eventua.J eligi­
bility through moonlighting or work ttftel' retirement. Some will also 
leiwe the Gove111ment and obtain sufficient qun.rters of conm1gc to 
qun.lify for benefits. Indeed, the lit.era tu re from sevcml shdf rct.ircment 
systems nlso banked on employees being eligible for minimum social 
security benefits. 

Tho "formula, for computing monthly socin.1 securi ty benefits nh;o 
provides n.n incentive for some. Government workers to opt fo1· ter­
minating coverngc. Benefits iu·o weighte1l to the ndva.ntage of people 
with low lifot.inm ca.mings cove.1'<.'.<l 11ncler socin,l security. In some 
cases this occurs becmtse n wol'lrnr mny hn,ve an in-and-out pattern of 
cornrecl employment, or been.US(" he or she nmy 1Hn·e worked in non­
co,·erecl employment. 

Some groups took (1a.rn to cxpla.in t.o cornmiUec. staff thnt employee~ 
wero unswayed hy tho fact. tha.t they already were fully insured ui1cler 
socia.1 sccnl'it.y. Others said this was n majoi- factor in the voting. All 
groups seemed well o.wu.ro of tho fully insured status rnl11. in t.hc socinl 
securit.y ln.w. 

1 To lie Cully lnsnr<><l 11 worker must hn,·c co,·crecl Pnrnlni:s In n sntllclent number or 
qunrt••rfl rqunf to tho numhPr or •:nlc111l11 r ye11r1111rter J!lr.O (<>r I.hi' yenr the worl:cr r~nehed 
2 1, 1£ lnt~rl 1111 to the full ~·enr In which he or she becumc 11lsnbled, d lr<I, or renchr.cl retire· 
111N1t 111:£>. llowe ,·<>r. 11 wo1 kcr cnnnot be fu11r Jnijurccl with f1>wer thnn s ix 11unrtcrs or 
conrng!!. No worker, thoui;h. wlll need more tlmn 40 qunrters c.f eo1·crt1i;(•. 



· F. "REPLACEMENT Pr,.\Ns WrLL PAY l\fonE" 

Almost all of the groups planned to roplnce the socin.1 security bene­
fits with a· different plan. Retirement benefit.s under the replacement 
pla.ns genera.Uy wero higher than social soomity nmounts. 'l'ypicnlly, 
though, the replacement plans paid less survivors nnd disnbiJlty bene­
fits and offered no prepaid hospital insurance for retirc<l nnd disabled 
workers n.nd family members 65 and over. · 

')nly a few of the plans tied their benefit amounts to the cost of 
living. Many hn.d no cost-of-living adjustment. Others had special 
limitations, such as an annual 2-percent limit on the increase. Other 
phins allowed cost-of-Jiving increases only if fund reserves were suf­
ficient. Still ot-her plans ma.de the increases arnilab)('. only to employees 
who retired after tL specified recent date. 

G. "THESE PEOPLE DoN'T K NOW 1V1:IA'l' THEY'RE VOTIXG Fon" 

This quotation from a local government ndministrntor illustrates a 
sentiment \•oiced by many. Before the votes, employees did not have 
any independently prepai-ed evaluations of social securit.y or the pro­
posed replacement plan. Information necessnry for infonne<l judg­
ments was therefore lacking. 
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Pa.rt 3 

VALUE O~ SOCIAL SECURITY 

Cuntrn.1 to the issue of lccn.1 government ~ermination of socinl secu­
rity is the value of soeial security pl'Otection. As stated in (>Mt 2, many 
Gvvernmcnt employees nro deciding to drop social security coverage 
bnsccl upon incomplete- and oftentimes inaccurate:-infonnation. 

Today mtmy Americans '\•iew social se.curity as a retirement program 
for older workers. But it is much more. Socia.I security is also family 
securiLJ', protecting workers nml their families from Joss .of earnings 
becauso of dea.t.h, ret,irernent, or disability. In addition, today's work­
ers are building hospital insnrn.nce protection under medicare for 
themseh·es and their SJ 0ous<:>s. About 61 percent of all people getting 
monthly cnsh benefits arc retired workers and their spouses. 

To provide more detn.ile<l informn,tion about the value n.n<l scope of 
social security protection, this working paper incor(>orates Senator 
Dick Clark's i\Iay 11, 1976: statement in the Congressional Record on 
this subject: 

VALUE OF SOCIAL SECURITY PROTECTION 

Mr. CLA1uc Mr. President, the social security program is 
one of tho Nation's most. ynlued institutions. One out of every 
seven Am<:>ricans receb·cs n monthly socin.l security chccfr. 
These benefits replace, in pa.rt, the earnings thnt have been 
lost been use of retirmncnt, dent.h, or disability. In adclitio11, 
meclicn.re protection is prodded when people reach ();) or 
hn.ve been disnbled for 2 years, ot· suffer from end-stage rennl 
cliseuse. 

In ::dl, soc.in] sccm·ity cu1·1·ently pnys more thnn $7.a billion 
in benefits ench month. 

Thn,t fnct. is diflicuH. to put. into proper context. This 
amount-$7.a billion ii month-is useful in mcnsming social 
security's o\•erall impact on the economy, but it docs not. 
fuHy illustrate tlm rnlne of the protect.ion prO\ricled for incli­
\1hli1al families. A few key facts, it seems to 1:w, woulcl make 
this point. 

sunv1vons INSUHANCJ·~ l'HOTEC'fIOX 

8Ul'\°irn1s protection, for example, ii:: an important, part 
of socia.J security. Socio.I security montnly benefits n1·e pnicl 
lO It cleccnsed workl'r's: 

Unma1Ticcl child ren under 18-undcr 22 if full-time 
sl 11clcnts. 

Unmn.rriccl son or d:mghtcr 18 or over who wns severely 
clisnbfocl before 2~ and continues to be clisablecl. 

Widow or dependent, widower (iO or olcle1-. 
(0) 



W'idow, widower, or divorced wife if cnrin:tr for the 
worker's child uncfor 18-or tlisn.blcd-who receives n. child~s 
insura.nce benefit. · 

'Widow or dependent widower !iO or olcler who becomes 
clisabled not Inter t han 7 yP.n.rs nfter the worker's den.th or, in 
the cnsc of n. widow, within 7 years nit.cl' she stops recei,·in~ 
checks ns 11 widow c.n.rinq- fot· the worker's children. 

Dependent pnrents 62 nnd older. . 
Dh·orcecl wHe 60 or older if the rntit'ringe lusted 20 con­

secutive years or more. 
Disnbled clivorcecl wife 50 or older if the marriage Jnsf:ed 

n.t. lenst 20 c-0nsccnt ivc years and if she becomes disabled 
within the 7-veiw period ·described for disabled widows. 

Grandchildren who were Ji \•in~ with and depende11t on. 
the worker and whosa parents arc disnhlecl or decensed. 

Ninety-five ont of e\·cry one hnndred chiJclren nnder 18 
nncl their mothers h:wc snrdvorshi p protect ion if the. father 
were to die. 

The vnlne of socinl security snl'\'frors p·rotcct,i0n for a 
family with young children clepm1ds ln,rgely on: First, the 
number n.ncl nge of the children; and second, the ctnmings of 
the wodwr'. For exnmple, in tho cnse of n. yonn~ w0rkel' with 
a.vernge monthly ent'nings of $600 who dies in micl-19iG Jen\' · 
ing n. wife ag-ed 32 and t.wo children ngecl :-\and !i. the pr<'scnt 
val11e of soCinl security benefits that will be 1)n.id to that 
family ove1· t.he yenrs-nssurning that the children attend 
school until they 1:each age 22-is$1H.520. And, it is g·nnran­
teecl inflation-proof. 

DISABILITY INSURANCE PROTECTION 

Disnbi lit.v prot ect.ion is nnothc1· importitJ' ~ pat't of social 
security. Monthly social secnrit.y disability benefits nm pnid 
to disnblccl workc1-s nncl the worker's: 

Unm:nTiecl child1·en 18-0I' under 22 if full .time student. 
UnmntTied children 18 OI' over who were se,·erely clisnhl<'cl 

before 22 nnd who. contim1e to be disabled. · 
1Yi,·es 01· dependent husbitnds 62 or ove1'. 
"\Vin's under 62 who care for n. covered worke1·~s child 

under 18-or disnblcd-who received n. hcncfit bnsed on the 
retired 01· disahlccl worker's cn1·ni11~. 

Divorced wives 02 or older if the mnninge lasted 20 con­
secnt.ivc :wnrs 01· more. 

Grandchildren who nre JiYing- with nnrl dependent on the 
worker ancl whose parents n1·e disnblcd or dccensed. 

Four 011t of fh'e ndults hn.vc disability protection uncle!' 
socin.1 security in t.he e\•ent. of the brcnclwinncr'~ long-term 
disability, either ns .insured workers or ns dependents of 
insured wot·kers. 

The pl'ese11t, vnl 11e of t.hn socinl secnl'it.y s11rvivo1·s 11ncl dis­
ability pl'otection is nbont fpllG,aso for n. mnn who: 

Bcc01nes disnblcd in mid-l!}iG nt age ~m; 
Hns n. wife :32 nncl two children nged a nnd i.l; 



~Hns ,iiverage·monthly.earnings of $600 ;.nnd· 
Dies n.fted>eing disabled for,5, yen.rs. -, . · .,,1-, 
These benefits n:l'e nlso1intlntion-p,mof. . • , . . . 
If tbe dis!J.,bled.1workcr. in. this exurra1)Ie cHes,,aftet; being 

. clisn.blc<l. for 20 rn.the1: thnn. r-i yen l's, tlae present vnh1c is 11bo11t 
$13'{,140. . 

?trEDIOARE HOSPITAL INSURANCE PROTECTION 

At a.gc 651 me.dicr.re hospital insurn.nce protection, nuto­
mnticnlly goes with eligibipty to social security or .railroad 
retil'cment benefits for workers, dependents, or survivors. 
Also eligible for hos1)itnl insurance arc disabled people under 
65 who h!lvc been continually entitled to social sccurit.y or rnil­
ron.cl retirement benefits on the basis of n. disability for 2 years. 
Insu1·ecl workers nnd their dependents who hnvc end-stngc 
renal disease nre eligible n.lso. Fin11lly, people 65 and over 
who u.n\ not eligible urnler any of these provisions .c.1111 buy 
medicnrc hospital insurance ·protection, cuncntly for $40 n 
month. It will go up to $45 f'11is ,July. _ 

Three types of care provicl~d by participating organizations 
arc cove1·ecl: inpatient hospital cnre, posthospitnl cxt!)nded 
care, and posthospitn.l home henlth services. . 

Inpatient hospitnl care is covered for up to 90 days in n 
benefit period. A benefit period st:u'ts when n person enters n. 
hospitn1 and ends when the patient hns been out of a hospital 
or ski11ecl 1111rsing home for fiO consecutive clnys. Medicare now 
pa.ys nll hut t·hc iirst $104 of the cost of co,·erecl services for the 
first 60 days. If hospitalization lasts longer than 60 days, the 
medicnrc beneficiary pnys a $26 daily coinsurance charge for 
the next 30 dnys. In ndclition, n. lifetime reserve of 60 days of 
inpatient hospital benefits is a.vailablc to beneficiaries who 
have used up the 90 days of benefits in n. benefit period. Herc 
again, t.hc patient must, pay ·n, $:12 dn.ily coinsurance charge. 

'fhc second, post hospital extcnrlecl care, is co,·ered for up to 
100 dnys in n bcnt>fit, pcdo•l if the care is begun shortly-gen­
erally within 'H cln~·s-aftcr n ho~pit!ll stny of at least 3 clnys. 
i'\foclicn.1·e pays all coverecl costs for the first 20 dnys and, after 
the 20th day·! pays all bu1· $1:3 n day. The sen-ices covered arc 
the skilled n11 1·sin,!(or rch11bilitntio11 scn·ices provided daily to 
inpatients of ski llecl nursing homes. 

The thircl t.ypc of cnrc covered by hospital insurnnce is post­
hospital home health serrices. 1\fodicnrc pnys for covered 
smTicci:; in foll. Up to 100 ,·isits by nms<>s, physical t.herapists, 
nn<l other health personnel arc corcrecl if furnished within a 
yen1· n ftc1· discharge from a ·l10spital-n Her 11t; lea8t a a-dny 
stny-or from n. c0Ye1·ecl stny in a. skilled nnrsing facility. A 
plnn of home health cnr<> 11rnst be prodded by n. doctor. 

The rn lnc of hospital' !1ismn11cc protection depends, of 
t'011rsc, on n person's stnt<" of health. A person who enjoys 
continuing good health will strrncl to receive less benefits than 
thn 1n·crn::r<~. A person who is not. thnt fort1111nte. on t·hc other 
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hand, could receive•substnntially more.thnn 'the average.~For 
fiscal year 1975 covered inpatient cn.l'C in short-stay liospit'11s 
ncc0tlntcd for 95 percent of.tho totnl hospital insurnrice bene­
fits paid. The· iiverngc short:stay·hospital benefit wns $1,062. 
The ·nvcm,ire number of covered dn.ys of ·cnre fo1· tihese stays 
wns 10.7. The n.vern.ge lifetime vnlue of hospital insurance 
benefits that cnn be expected to be pnid for n. couple, both 
reaching 65 now, is $2,l,000. 

H erc is nnothcr way to illnstrnte tho rnlue of meclicnrc's 
hospitnl insnrnnce protection: 12 percent of aged beneficiaries 
n.re expected to receive benefits for hospital services in excess 
of $1,000 in fiscal ycnr Hl7G. Four pct·cent are expected to 
receive more than $a,ooo in benefits. The following chart shows 
ndclitionnl exnmples. 

Pcrce1daoo 
o/ aged 

Rcimbmsement greater than- 7Je11cfici11rics $(}___________________________________________ 23 

$250 ----------·~----!------------------------ 20 
$500--------------------~-------------------- 16 
$750 ---'----------- --------------------------- 14 

~~:~~~ ======================================= 1~ $3,000--------------------------~------------ . 4 $5,000_______________________________________ 2 

Thus., medicnre hospital insurance is there when yon renlly 
need it .. 

"llff:OICAltE smTI.E"llnJNTi\RY MEDJGAI. INSURANOE rnOTECTION 

Medicn1·e's snpplementnl'y medical iJ1surnncc plnn opemtes 
somewhat differently. Unlike the l'est of socinl security, work­
ers do not contribute townl'd mcdicnl insm·n.ncc p1·otcction 
clul'ing theil' workinA" years. People 65 nnd ovc1·--1nnd people 
under 65 who nrc eligible for hospital insmnnce-who sign 
up for medicnl ins11rni1cc: pny monthly premiums for this }>l'O­
tcct.ion. The cur rent premium is $6.70 n mont.h; it wi11 incrense 
to $7.20 f'l1is .Tuly. The Govemment more thnn matches the 
amount of prcmhun to meet the full cost of the progrnm . 

. Now. the Gm·ernment's monthly sha re is $8.30. This .Tuly it 
wi ll be $14.20, nbout twice whnt each beneficiary will pny. 

There is nn nnnun.J cleduct.ible of $60. After the dccluct.ible 
is met, the plnn pnys 80 percent. of the rensonnble chnrge for 
covered servi.ces. Special limitations apply ro psychintriC cnrc 
nnd services of independently pmcf'.icing physical thcmpists. 

Physicinns' nnd snrgcons' sc1·,·iccs arc co\•erecl in the ho11se. 
ofli ce, clinic, nncl lwspitnl. 011tpntient. hospital services 111·e 
co,·crad if furnished by participating- hospitnls-ol' by non­
pa.rticipnti11i:r hospitnls'for emergency ontpntient services. 

Home health scrrices- the snme as CO\'ered in medicnre's 
hospif·al ins11rn11ce-nre nlso co\·e1·ed under the modienl in­
snrnnc<>. plnn, for up f·o 100 \'isits inn cnll'nclnr year. Thu plnn 



pnys the full nmount, l'ather than 80. percent of rensonnble 
cost, of home hcnltl1 services. No prior hospitnlizntion is 
required. 1, ., 

Examples of other covered health services include ont­
pnticnt phy~icnl thernpy nnd speech pathology serrices, ding­
nostic tests, r'2ntnl 1mcl purchase of dnrnbJc medicnl equip-
ment, and cerfain umbnlnnce services. . 

The vnhie of medical insumnce pl'Otection also depends on 
n pcr~<m's state of health. The average benefi t pn.icl per bill 
was $48 in fiscal yen.r 1!)7:1. Over three-fourths of the medical 
insumnce bills arc pnicl for doctors' sen-ices. Over 1 in 10 bills 
is for outpatient hospitnl sct'\'ices. . 

H ere is nnothcr wny to illust.rn.te the Ynlue of meclicnre~s 
meclicnl insm:n.ncc protect.ion: 10 percent of aged beneficinl'ies 
nrc expected to receive medical insnrnnce benefits in exc~ss 
of $500 in fiscal year H.>76; 5 percent are expected to recei\'C 
more thnn $1,000 in. benefits. The fol lowing chart shows aclcli ­
tionnl exnmplcs. 

PEROEN'rAOE OP AGED ENROLLEES 

Rcimb111'Sement ·g1·enter tlum- Pcrw•t 

$0--------------------------------------------- f>4 
$100------------------------------------------- nl $200___________________________________________ 21 

$300------------------------------------------- 16 
$400----------------------------------------··-- 12 $500_________________________________ __________ 10 
$750 ___________________________ : _______________ 6 

$1,000_________________________________________ 5 

Thus, meclicnre medical insurance is also there when you 
really need it. 

JIETIREJ\.IEN'r INSURAXCE PROTECTIOX 

I hn.\'O plllllOScly foft 11ntil lnst the mustm.tion of the \'ll.lue 
of socinl sec\1rity rl.'tireml.'nt benefits. Many people t hink of 
social secnl'ity ns 0 11 ly n rct.irement plan, but it is much more. 
It is nlso family security. In fact, only nbout ()1 percent of nll 
people getting monthly cash benefits are retired workers nncl 
thcir spouses. 

Social sccm·ity retirement benefits a.re paid to retired work­
e>.t'S nt. G2 or oldci-, aml t.hcir dependents. The same l'lllcs npply 
for dependents under both the disnbility nncl retirement 
progmrns. 

NiM out of 10 people aged ()5 ot· ornr either recei\'C social 
security retir<'mcnt benefits 01· would recci\·e them if t.hl'y 01· 
their spouses were not working. By 198:>, nbout 94 pcrcnnt. of 
the ngccl populntion will bc eligiblc for benefits; tho propor­
tion is expected to bc 96 to 98 percent by tho year 2000. 

The rnlue of socin 1 sccm·it~· protect.ion is $8ii,200 in the cnSC' 
of n, worker who-

Rcnches nge G5 upon retiring iJ1 ,f nnuary 1976 ; 
H as a wife who renchcs 62 in the snmc month; n.nd 
H as a:rerngc monthly earnings of $585. 



This figure includes the vnlue of some·survfvoi·'s nrotectfon 
for t.lrn wife, since the probability is thn.t tho worker wi11 d ie 
before. her. 01ice nga.iu, th.is protedion is b1flntion-proof. 

For people l'enching 65 n.nd retiring ill the future, the \•a.Jue 
is, of cou rse, inuch higlre1·~ ·Let me n.gnin use the exmnple of the 
worker nnd his wife who :ire now ngecl 35 11.nd 32. In the yenr 
2005, they will be ()5 and 62. Assuming t.he worker i·etires then, 
tho vnlno of their social security retirement protection includ­
ing the wife's su rvivor protection will be about $159,700 in 
1976 do JI a rs. 

This \'ttluation is based on the actnat:inl asstimptions in­
cluded in the l'epott of the 1975 boa rel of trnstees of the social 
security trnst funds. It assumes the same proportion of wage 
replacement as exists under present lnw in January 1!)76. It 
fmthm· assumes t hnt. the. worker will cam the maximum saln.ry 
counted towarcl social security. That amount .is $15,300 this 
year 1tnd is expected to be about $26,500 in 200:>, using con­
stant clolln.rs. 

Constant dollars-that is, 1V76 dollars-are used because 
the number of 200!) dol1ars is expected to be significnnt1y 
ltigher because of inflation. I wa.nt to keep n11 the illustrations 
ns consistent ns possible for comparison purposes; using 1976 
clo11nrs helps do that. 

WORK CREDITS REQUIRED 

Before workers and theil· families can get retirement, sur­
\irnrs, disability, 01· hospital insurance protection, the workers 
must earn a. certain amount of social secudty work credits. For 
each 3-month cnleuclnr qnnrter that It worker is paid $i>O or 
more in 1t job cornrecl by social security, he or she receives one 
work credit. Self-employed workers get four credits for r.ach 
yen.r they hn ve a. net profit of $4.00 or more. 

The amount of work credit needed depends on the worker's 
age. Fm· retirement and hospital insurance protection, n. 
worker reaching nge G2 in 1976 needs 2:> cl'edits. He or she 'vill 
need 28 credits if 62 in 1970, 32 ct·edits if G2 in 198~, and 40 
cr('d it's if G2 in 19fH or later. 

For survivors protection, a, worker born iifter 1929 win need 
13 credits if ho or she dies at ngc 35, 20 credits if nt nge 4·2, 
nnd 28 credits if nt, nge 50. 

For disability protection, w1wkcrs who become. disabled at 
nge 31 or Inter ncerl as many credits its they wonld need if they 
reached 62 in the. year they hr.come disabled. In addition , 
though, they need 20 credits in the 10-year period just before 
they become disnblecl. The ndditfonnl credits are not needed 
if the worker becomes blind. 

Httving enough credits means onl_y that, workers and their 
families can become eligible for checks. But. t.he amount of the 
checks depends on t,he worker's n.vcr:igc carninJ!S over n. period 
of ycm":> from jobs rornred b.r socinl sc1~u rit.y. The higl1cr th<>, 
eamillJ!S. the hi1.!11er the benefits. 
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:"<EEO f'Oll AOlHTIO:-JAf, PROTECTION 

A finnl hnportnnt. point: Most peoplo belicwc it is wise to 
supplement their social security protection wjth other in­
surnncc or pe11sio11s. \\Tc mt1st remember that prices will rise 
in the f utme. Although social security benefits will increase 
wit.h the cost of lfring, it is not, too likely-in my opinion­
tlia.t there will be. any siznble future increase in the propor­
tion of earnings replaced by social security benefits. So plan-
11ing for some supplc.ment seems to me to be prudent. 

Fin:dly, it should be emphasized that social security was 
ne,·er intended to be the sole source for replacing lost earnings 
hecnuse of death, retirement, or disability. 

It, of course, provides valuabJe protection. And for most 
older Americans, social securi ty is their primary source of 
support. But quite clearly, social security benefits should be 
supplemented by private pensions, insnmnce, sa ''in gs, or other 
forms of protection. 

The above. statement by Senator Dick Clark appeared in the Oon­
gl'essional Record of l\fay 11, 1976, page 86866. 

Chart 1 shows n.verngc monthly benefits for some selected family 
grnups. 

The benefits pn.icl to clisnbled wol'kers do 11ot ordinarily include 
reduce.cl benefits, and n. liighct· percentage of disabled workers than 
retired workers have their benefits computcrl on morn recent, and 
therefore higher. average earni11f._rs. These facts explain, nt least in 
pn.rt, why the average benefit fol' <lisnblecl workers is hi~het· thnn the 
iwel'a.ge for rctil'ccl workers-:~~'i2 as com parcel with $22•1 for J um• 
l!)i{i. 

A wifo's benefit beginninl! at ot· af ter age 65 is equal to one-hnlf 
of the a.mount her husband- would get. if he retired at n~c fi:). The 
average benefit for 1\ worker nncl his wife is $:372. 

CHART 1 
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An aged widow's benefit beginning at or after nge 65 is 100 percent 
of the benefit lier husbn.nd wns getting or would hn.ve gotten if lie 
retired at age 65. The amount of u. widow's benefit depends on her, age 
at the t ime she starts getting benefits and whetlwr her husbnnd got 
reduced retirement benefits. The benefit for a wirlow who $tarts getting 
benefits n.t or after n.ge 65 and ·whose husband <lid not get reduced 
benefits js 100 percent of her husband's unreduced benefit amount. All 
other widows-those who start getting benefits before nge 65 (benefits 
payn.ble as eal'ly as age 60) Ol' whose husband got reduced benefits­
get less than 100 percent. The average benefit for aged widows is $208. 

Several factors affect the amount of benefits for family g roups con­
sisting of several people. A child's benefit is 50 percent of the worker's 
unreduced benefit if the worker is alive, and 75 percent if the worker 
is dead. Also, there is n. limit on the monthly family benefit payable 
on the basis of a.n insured worker's enrnil. ' record. The maximum 
family benefits rn.11ge iJ; amount from 150 '1>ercent of t.11e minimum 
unreduced benefit for :i worker to 175 percent of the maximum un­
reduced benefit under the ln.w. Under the automatic pro\risions in the 
ln.w, the family maximums will be increuserl by the smne percentage 
as benefits are increased. 

'Dhe benefit for n dependent ·pn,rent of u. deceased worker is 821h 
percent of the worker's benefit if there is one pnrent: :rnd 7:3 percent 
each if there are two pa.rents. 

CHAAT2 

BENEFIT AMOUNTS ARE RELATED TO AVERAGE MONTHLY EARNINGS 
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Part 4 

EXA.!iIPLES OF· BENEFITS OF STAFF 
RETIREl\fENT PLANS 

Government employees should consider several factors in determin­
ing whether to ,·otC' for the termination or co'ntin-.iation of social secu­
rity coverage. A major considemtion, of course, is the present. and 
futnre value of_ retirement benefits uncler rnrious plans. But there arc 
many other factors that must also be appropriately weighed: including: 

How does the disnbilit.)1 co,·ernge of the nltemative plan compare 
with social security's covernge 1 . 

Is there pr0\·is10n ·for smTi vor benefits f01· the worker's wife or 
fnmily? 

Is there an automatic cost-of-Jiving adjustment 1~1echanism to mnko 
retirement benefits inflation-proof? 

1Yhat. type of pro\"ision is macle for medical protection for the 
retiree~ 

A. PAROCHtAr, EMPLOYEES' RETIRE~rnN-r SYsn:M o ..- Louis IAXA 

There are two basic versions of this plan. The "regular" plan is 
coordinated with social security. The more liberal "supplemental" plau 
is designed to replace social security benefit protection. 

The plan's publication "Summary of Principal Features" is re­
printed in appendix 1) p. 34. 

B. C11uFonx1,\ Funr.Ic E~rrLOYEES' R.1-;TmE)rnXT Sysn;M-Yrio A'I' 
Am~ 60 

This ~plnn also has two ,·ersions-one coordinntecl with social secu­
rity, the other not coordinntecl. 

The plan's "Questions nn<l Answers" pamphlet is reprinted in ap­
pendix 2. p. 40. 

c.. HIGllUGIITS OF OTl!En PJ.,\XS 

The com mi ttee hns also cxn111i11ed n. m1mbe1· o'f other rcprC'sentnf·ivc 
plnns. ,\ mong thl~ major :fent.nrcs: 

(a.) Rc•tiremcnt nge is we11 below 65. l\lost plans studied provided for 
reducecl brncfits at eithcl' ngc fiO OI' fill. The lowcl' retirement ages 
applied to police and fire employees, nncl t lieir benefits were rclntively 
more liberal. 

(b) Hest.ricted cost-of-lidng- incn~nscs. :illost pla.ns studied did not 
automnt ically incJ"cnsc benefits with risrs in the cost of living. For those 
t.hat. clid, a 2-percc>nt. a. year ceilin~ on f.11c incrcnses wns common. 

(l:) Sm·,·iyorship protection for young families is meager. What 
(17) 



most p1ans term survivors benefits applies only to surviving spouses 
of workers who ham already retired. Typically, the retiring workel' 
is given sevei.·al options regarding how benefits are to be computed. 
The two ma.jor options are (1) benefits pnynb1e on1y while the worker 
lives and (2) benefits at n. reduced rate payable to the worker with 
benefits to continue to the surviving spouse. Employee contributions 
with interest a.re paid to designated bcnefici:Lries in case of denth beforo 
retirement age: Many local governments provide a group Jife insur­
ance policy for employees. Ten thousand dollars is a typical umount. 

(d) Health insurance after retirement is nonexistent. No plan 
studied p1·0\•ided prep11icl hospital or medical insurnnr.e after retire­
ment. l\fost )oca l governments did provide g1·oup health policies for 
active employees. 

(e) Earnin~ ]imitations apply only to work covered by the plan. 
All p1ans studied had provisions that reduce or stop benefits if the 
retiree works in employment covered l?y.the plnn. Other work, ho.wever,. 
docs not affect the benefits. · . '. . 

(£) Disability benefits vary wide1y. Disability benefits for fire and 
police employees were quite libem1 in the plans studied. On tlie other 
hand, these be11efits were Yery restrictive in other plans, all of which 
covered non fire and police employees. 



Part 5 
' . 

HOW SOME T~RMINATION DECISIONS 
~!ERE REACHED 

Local governmental tenninnti~n of social security coverage has in­
crensed nrn.rkedly during the past year. To provide insight conccrn­
in~ .how th.ese decisions were reached by employees and Gove!·nment 
officinls, this part focuses on four case studies. 

A. DIXON' CALIF. 

The city of Dixon has 25 employees covered by social security. Its 
coverage will terminate 1\farch 31, H>77, unless the notice of termina­
tion is withdrawn . 
. '.l'he ·idea o·f terminating social security covl'rage originated with the 
employees. Ten of the employees are over 40 years old , with the 
average age between 20 :mcl 35. There is very little turnover. Only 
three employees have tenninated employment in the past 2 years. 
The vote was 24 for te11nination with 1 abstention. 

The basic concern of the employees was the 5.85-porcent payroll 
tll'x deduction. Other concer11s centered on future increases in the tax 
rate and whether the system would go broke. 

The director of fomnce for the city assured the employee:; t.ha.t the 
social security system would not go broke. Because he did not have 
information about future benefit rates for social security, he ·himself 
l'stimatcd the fut.ul'e l:xmefits under social security, nncl the proposed 
replncement plan, assuming n. 5-percent-per-yenr inflation rate. 

Current mid future cost wns the primary employee considernt ion. 
Under the replacement plan, the empl'lycr contribution will be con­
siderably more than the employees' shnre. The umployer share \\'ill 
be 23 percent for snfety employees nnd 21 percent fo1· nll others. 

R. }'fmmAY CoUN'JT RoAm> OP EnucNr10x: GF.onmA 

The board of education has bet.ween 200 nncl 220 employees. Many 
of the tenchers hncl been asking school board oflicials about social 
security's financial strength. Dui·in~ meetings the possibility of tcr 
minn.ting social sec11 rity coverage nlso was mentioned. Many of the 
employeru; have worked for 15 ·to ·20 years 11ndcr social security. 
Turnover is reln.ti vcly low since four ont of CVCl'~' fi\'C employees a.r·c 
hometown people. ' 

In addition to social security, ttnchers nrci covered under a Statl' 
teachers pension plnn. Because 

0

of the fl-pl'rcent. pnyroll decluction for 
the State plan and income tax withholdin,!!', the :i.85-pcrccnt. social 
sccnrit.y deduetion seemed too burdensome to most of the employees. 

C19) 



Several straw votes were tnken.' About 95 percent voted to terminate 
social security. . . . 

Present pln.ns nre to return the employm·'s portion of the socinl 
security tax to the employees, thus incren.sing tnkc home prty b~r 11.70 
percent . · 

J_,ocal bond refcrondmns do not pnss and prncticn.1ly everyone jr; 
opposed to more taxes, nc<:orcling ~o the school supcri1itende1~t. 

Employees believe their benefits under the State pension plnn nrt'o 
adequate. Retirement benefits arc 80 percei1t of the employees! hig-lrns t. 
5 years' enrnin~rs. DisnbiJity benefits are provided nft(}r 10 ycnrs of 
work credit. En<:h employee is provided n $10.000 Ji fe insurance policy 
and gronp health insurance be,nefi.ts while employed. . 

The superintendent believed the social security law should provide 
an option whereby employees who want to retain social !>ecnritY cover­
age could do so regardless of the wishes of the mn.joritv. Ho also 
thought it would be desirable for tlie State to have a plnn that would 
tn.ke social security benefits into account and provide additional benc· 
fits on top of social securi.ty. 

c. PJ, ,\QUEJIUNE, LA. 

None of the 120 employees of the city voiced objections when the 
city, after several meetings with them, decided to terminate social 
security covem.ge. The city will cha~e ton. more liberal version of t.lw 
1\fonicipal Employees Retirement ;:,ystem of I,onisinnn. Employees 
believe they will get more benefits unrler t.hat. plan thnn from social 
security. · 

Some employees had rend about sociil.l security going broke, and that 
helped them mnke their decision. Rnt social security was dropped 
primnrily because the replacement plan pro\•idecl gt·enter benefits. Ex­
cept for the young employt~es, almost nll are fully insurecl undcr social 
security. 

The mayor pointed out tltat there is tremendous mobility among 
cit.y employees. Except for the "old henrls," employees work nbout 7 or 
8 years a.nd tlu•n nccept new, nonmunicipnl jobs. The city's pay sen.le 
used to be sirrnificnntly low('.r thnn that in the nearby construction 
industry. Although city salaries lrn.ve incrensecl, the new retirement 
system. with the yen rs of service reqnirmnents and higher benefits, will 
oo nn incenti,rc for employeP.s to remain on the city payroll. 

D. HA TXF.SVJJ,J41':, LA. 

'f.he 26 employees of the town g-ave their n.pprovn.l to drop social 
security coverngu and replace it with the more liberal version of the 
Municipal Employees Ret.ircment System. of Lonisinnn. A relnt.ively 
smnll number of the employees will be covered by the :Mnniciprll Police 
Employ('es Retirement System of Louisiana. 

At n. roundtable d iscussion meet.in,!! of the Louisiana Municipal 
Associntion, the iclen. of dropping socinl secnrity wns mised .. Mnny 
other towns in Lo11isinna hnd already <lone that. 
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The town clcl'k d1~scribed tho finnncinl situntio11 of the town nnd tho 
tensons for dropping socinl sccul'it; very cleal'ly nnd forcefully: 

(a) Soci:Ll security costs will l"iso in tho fntum. The town will fi nd it 
difficult to budget for these expc11ditures. Hnynesville needs tL JeveJ 
cost retirement system that town pltumers cnn project and count on. 

( b) Citizens want more nnd more town services but don't want to 
increase tnxes. People must rcnlir.c thnt they must p1iy for the services 
tl~wm~ . 

(c) The town cn.n't change socinl S<?c11rit.y's cost nnd hns·uo influence 
over it. Rising costs have bacn forced on the town by Wnshington. 
Social security is ju~t one exnmple of Federal interferenc~ with peo­
ple's money. The rising cont of social i:ecurity is going to break the 
country. 

( d) The replncement plans will give more in benefits. 
(e) There was some concern tlrnt socinl security is going broke. 
(f) The town wns not directly covered by socinl security. The social 

security ta.x iin-oices must be pnid to the public employees' board. The 
town was an unwanted stepchild from the beginning. 



Part 6 

CONSIDERATIONS OF STATE AND 
LOOAL GOVERNMENTS 

In deciding whether to withdmw from social security, Stntc or 
local governments should considci· seveml factors, such ns: 

'Vhnt are the advantages and disndvnntnges nf social security cover­
age compared with other types of plnns? 

'Vhnt is the likelihood of future improvements for socinl security. 
in contrast to other forms of retirement, disn.bility, survivor, or hospi~ 
tnl protection? 

How does the cost of social security protection compnre with similar 
forms of retirement, disability, survivor, and medical protection? 

Governmeutnl employe~ should give approprinte consicleratio11 '"o 
those factol's, as well as others. 

A. BASIC CIIOICES 

'Vhen a State 01· local government elects to continue in or withdraw 
from the socin.1 security system, it hns cs.5entiu.1ly four bnsic choices: 

(1) Coordinate social security protection with n staff retirement 
plnu; 

(2) Replnce social security with a new staff pension.; 
(3) Rely entirely on n staff pension plan; or 
(4) Have no plnn. · 
1. Oo01•dinate.-Some gro1P ; have coot·clinntecl the benefits of their 

staff retirement plnn wit.h the benefits of social security. Under this 
method, the staff plan u.grees to pay be:1efits in addition to social secu­
rity, up to a predetermined level. For example, thnt leve1 could be 80 
percent of the employees' n.veru.g-e sn.ln.ry during their high 5 yen.l's of 
earnings, i·ith additionnl provision that social security's cost-of-livinl! 
increases be pnssed through to the disabled or retired employees nnd 
their families. · 

Additional provisions could be mnde to prO\·icfo nn earlier retil'e­
ment age, a retirement n~e different for polic~ nnd fire employees thnn 
for other employees, and supplemental hospital nncl mechcnl benefits. 

2. Replace.-Other groups have decided to rcplncc socin I secnrity 
benefits with n. new stn.ff pension plnn. Under this method. a locnl 
government cnn estn.blish n. staff plan with henr.fits compnrnble ro 
social sccmity; but lmcler local contl'ol nncl direction. 

3. Rvtciin tlie oxistinq staff 7>la.11.-Some g-roups have dropped socinl 
secnrity and. rather t.hit.n replncing it. rely on n, preexisting noncoordi­
nnted staff plnn. This is usunllv clone becn11sP of finnncinl pressmes on 
employers nncl local g1·oups, irncl because the existing plnn benefits 
nrc thouJrht to be suflicient prntection. 

(22) 



4. Ha.ve ·1w. 11la11.-1'his, is mre]y a choice, nlthough it's sometimC'.s 
an unintended result when some employees are not e1igil>Jc for mem­
bership in the stn.ff plan and socia,J security covm:nge is dropped. 

B. B})Nl:Frr Co111rAn,\DlLlTY OP REr[ .. \Ct!lllEN'l' Pr,,\NS 

AJmost all of the replacement pJnns studied offet· higher benefits 
at retirement. Most hn.ve Jower retirement age th an the nge 65 (62 for 
reduced benefits) for socin] security. The replacement plans typica1ly 
do not reduce benefits be.cansc of work after retirement, unless the 
work is covered by t.l1e st.aff retirement plan. (Social sectirity retire­
ment benefits a re reduced $1 for en.ch $2 of earnings over $2,760, except 
that full benefits nre paid for every month earnings are $230 or less, 
regardless of the yearly total.) 

However, the replacement plans studied are significnntly weaker 
tbn.n social security in hospital insurance protection , survivors protec· 
tion, and disn.bility protection. A mn.jor exception is disability prot.ec­
tion for police and fire mnployees. Theil" disability benefits are awarded 
under rules that hnve been criticizerl as too f!ener011s. 

None of the plans studied hns prepaid hospital insurance for people 
G5 ancl over or disabled. Social secmity has such protection ns a part of 
medicare. 

Very few of the plnns offer compa.rabJe benefits for survivors. Par­
ticularly wenk are benefits for y<inng families in the event of the denth 
of the worker before retirement age. 

C. CosT-OF-L1vnw l:-;r,m,Asr.s 

Most of the replacement plans do not tie their benefits to the cost of 
living. Those that ha Ye an escalntor clause limit the percentage increase 
in l>cnefi.ts to nn annual len>.1 thnt is low compared to n.nticipntecl infla­
tion rates. A 2-percent-per-yenr limitntion is common. 

The result is thnt, while retirement benefits n re higher thnn socinl 
security benefits ini.inlly, replacement benefit nmounts will erode over 
time. Assuming an annual 5-percent rnte of inflation, socinl security 
would i11crc11sn abont Ci3 percent by th~ encl of n. 10-yenr period. A 2-
percent limitation would reduce the iMrense to nbont 22 percent-a. 
tH· percent loss in the purchasing power of the benefits. 

D. VF.STING 

Vesting is the pension-related term used to identify the permnnent 
right to benefits. The period for vesting is the lcngt.h of t.imP- nn em­
ployee must work before obtaining the ril!ht to benefits. The period 
for ,·csting usnnlly wns 5 years in the replacement plnns studfod. If 
employment terminates befo!'e vesting, all pln,11s studied p11y back the 
coutributions of the employee, plus intel'est. No benefits are paid unless 
vesting occurs. · 

·For shol't-term employees, then, t.Jw.stnff plnn becomes nothing more 
thnn IL forced snvin,!!S account. No ext.m benefit will be pnicl upon pre­
mature death, disnbility1 01· retirement. Reen use few peopk invest th~ir 
refunds iu insurn nce or annuities, the result r.nn be complete depend­
ency on others if one of these events occurs. 



Socio.I security vesting is llh yeurs for s1mrivor benefits, 5 years of 
covered work in the last 10 years for disability benefits, and no more 
than 10 yenrg fo1: retirement benefits . [See part 3 for a more detailed 
description of social security vesting.] 

See appendix 3 for discussion ·of this and other issues by Mr. David 
H. Doty, city manager, Bella.ire, Tex. 

E. ?onTABILrrr 

Portability is the term used to describe the situation where work 
credits for pension vesting under one job can be carried to other jobs. 
If work credits nre portable, a worker can lllO\'e from job to job n.nd 
build credits toward benefits from one-or coordinated-staff plans. 
Work in a job for 3 years, itself not enough for vesting, could be car­
ried over to work in another j9b for 2 more yen.rs, ref'· 'ting in vesting 
under a 5-year arrangement. 

As could be expected, portability of staff phtn work credits is vet-y 
limited. Some common limitations were found. They include portn­
bility of credit from one plan to a.nother only for other staff plans listed 
in the provisions of the first plan, or within a certain time limit, or only 
upon approval of the plan covering the new job. 

Social security work credits are fully portablr., which means that 
work in any job covered by social security counts town.rd vesting; 9 
out of 10 jobs in the country are covered by social security. 

F. DESIRABILITY OF LocAr, GoVERNMEN'r EMPI..OYMENT 

Once a. locn.1 government terminates its social security coverage, it 
cannot go back into the system. 

Over the years, prospective employees who do not want their social 
security protection reduced by noncovered eamings mny choose em­
ployment with locnl gove-.:-nments that luwe N10i1· jobs covered by 
social security. Conversely, employees who have worked in local go\:_ 
ernment jobs not covered by socinl secmity mn.y wish to limit their 
employment to ;.!Overnments with similnrly 11oncovered jobs. Tims, the 
free mobility of labor conl<l be impaired-with 9 out of 10 job hunters 
seeking employment in social security-covered jobs, nncl 1 out of 10 
seeking employment in noncovered jobs. 

G. EPFEC'l' OF TEnMINNJ'ING SocL\I, SEcuntTY Cov1mAGE ON PnE~IENT 
EMPLOYEES 

Present employees can bt'. divided into two gt·ouris: those with ,·estec1 
sor.in.l secmity rights nnd those without. 

The employees with vested rights will 'be eligible for social security 
retirement, hospital, n.nd survivors benefits. Disnbility benefit pl'Otec­
tion will censo after 5 vears of terminntion. 

But even with vested ·rights, the amo1mt of monthly benefits will 
constantly clccrcnse after termination. This is because the bllnefit 
a.mount 1s computed on covered earnings ovc1· n person's working 
lifetime. 



Social security' pamphlet 76-10065, "Your Stnke in Social Security 
ns n Public Employee," January 1976, illustraws it t.hfa wa.y: · ' • 

Take John M., for example, who was 50 in ,January i975, 
when. his State CO\'ernge group's termination of socinl security 
became 'effective. At thnt time, John had more than 10 years 
of. coverage so ·he'll be permanently ins'urecl for retirement 
and survivors benefits and meclicare. 

John has maximum CO\'erecl earnings each year thmugh 
HJ74, but not from 1975 up to 1990, when he'll retire at 65. 
So his social security check will be $507 n. month (under cur­
rent estimafos). If lie had kept his social security co\·erage, l1e 
wou1d have gotten about $1,023 n. month in social security 
benefits. 

The other group of present employeEs-those without enou~h work 
credit for ,·esting-will not be eligible for benefits without additional 
work under social security. 'While it is common to hear that these 
wot·kers-usnally younirer ones-will moonlight and work after retire­
ment to- ga in work credits, family obligations, the ·lnbor market, and 
the employee's health or stamina may "·ork against these mnbitions 
and assumptions. . · 
If employees •vjthout nsted social security C'.ligibility in fact gain 

enough work credit for vesting, the amount of t11eir benefits will suffer 
from n. redu'.!t.ion similar to the one described for employees who 
al ready have vested rights. 

Futme employees wiJl not be represented in any referendum by 
employees to t<mninnte social security covernge. But they definitely 
will oo affected by the outcome. If a. State or local go\•emment's 
coverage is terminated, future employees' work will not count toward 
social security protection. 

As n rC'sult, the pension rights of these employees will be seriously 
impaired (l) if they do not work ·under th'} Stnte 01· local plan long 
enough for vested rights, (2) if the staff plan does not provide com­
parnbl~ benefits1 or (3) if t·hey withclrn.w their contributions to the 
staff plnn when they le:we the State or locn1 employment. 

I. FrxAxC::rAr, S·rnF.XGTrr 01" Onn:n Pr.,\XS 

The Employee Retirement Income Security Act of 1974 (ERISA) , 
which protl·cts the rjghts of participants a1ul bC'neficiarics of prirntc 
pension plans. does not covet· Stntc or focal g"O\'Cl'llmcnt employees. 
ERTSA contnins, instead, n. mnnclate to engage in an in-depth study 
of '"OYermnentnl pension systems. . 

'.fhe l'C'nsion Tnsk Force of the Snbco1m111 Uee on Labor Standards 
of the House Education and Lnbo1· Commi ttee hns rC'lcasccl its interim 
staff rcnot·t. It rcnchccl these tcntnti rn conclusions : 

(1) Bccnusc public pension plans :tl'c not subject to the cpmlificn­
tion pro,·isions of t.hc Internal Revenue Code, 01· the p1·otcction of 
other Federal law, mlmy public plans lurk the participation, non­
discrimination, clisqunlificd person, ancl other snfogrnmls t·hnl· arn 
inhcrunt in private plans. 



. (2) Th~ nbsence of nny externlil independent revie.w of public pen­
sio1t pJnns hns permitted the existence of a l1igh degree of 'employer 
control of plnn nsset.s, which carries un attendnnt potentinl for nbuse. 

(3) In general, public pension plans do not nppeat· to be OJ>ernted 
within the generaHy accepted finnncial nncl accounting proeedure•: 
applicable. ~o private plans. . ' 

( 4) As n. general policy, the practice of using the nssets of mu11ici­
pnl and State retirement funds to finnnce local government operations 
significantly impairs tJ1c stability of public pension plnns. 

(5) Given the nnture of public pension plans themselves, plus cJn­
flicting .and confusing St.ate statutes, constitutional provisions! r111d 
court interpretations, a grent deal of legnl uncertninty exists as to the 
rights of plan part.icipnnts, the standards goveming the conduct of 
plan officials, nnd the remedies a.vn.ilnble to aggrieved participants. 

(6) Public retirement ·systems in genernl suffer from serious de­
ficiencies in the area of plan disclosures to pnrticipnnts nncl benefici­
nries of informntion central to n full understanding of the provisions 
and operntion of the plan. This nbsence of disclosure has produced n 
situntion where pnrticipnnts nncl beneficiaries seldom know with nny 
accuracy exnctly whnt their pension entitlements arc, and how they 
cnn object to nny practices of tl1e i>lan i1n-olYing the management of the 
ussl'ts of their pension fund. 

J. TAx-FnEf~ BE::-or:FITS 

Social secmity benefits n.re not subject to Fcdernl income tnx. Ben­
efits from other plans arc taxable once the am01mt of employee contri­
butions is repaid. Retired Government pensioners, though, mny qunlify 
for tax relief under bhe retirement income credit.1 For some people, the 
tax-exempt stntus of social security cnn be nn important considcrntion. 

K. Lrn:Er,mooo OF FuTmrn I:i\u1nOVEMt:NTS ix Socr.u. SEcuntTT 

The socinl security system hns been improved numerous times since 
its ennct.ment in 1935. It undoubtedly will continue to be improved in 
the futme. Increased benefit protection can be of ~rent importtrncc 
to beneficiaries in the future, as n. hedge ngainst inflation. 

1 The retirement Income credit was ennctecl In 1954 to provide Government pensioners 
or nnnultnnts with comp.unble tnx relier ns soclnl s~curlty IJcnellclnrles who nrc not tnxc1l 
on their IJencllts. Pcr~ons with little or no soclnl securi ty co~·erni:c cnn cln lm 11 1().perccnt 
credit on their qunllfylni: retirement lncoml.': pensions, nnnultles, Interest, d lvlflerul~. 
or rent. 

The credit Is 1ii percent or the lesser of: (l) A tnxpnycr's qunur~•lng retirement Income. 
or (2) $1,5:H ($2.2SG for n joint return where both t1u:pnyers nre Gr; or older ) minus the 
totnl of nontnicnblc pensions (such ns soclnl security beneOts or rn.llrood retirement 
nnnultles) nnfl l'nrrwcl ln1:ome (de11cndlni: upon the tnxpny~r'!I ni;c 111111 If the tRXl'll.\·er 
IN under 62, the $1,524 tli:urc Is reduced by the nmount of enrncd Income In cicccss of $900. 
For persons nt lenst 62 yen rs old but less thnn 72. this nmount Is re1luced by onc·hnlt o( 
the enrncd Income In exr.ess oC $1.200 up lo $1.700. plus the total nmount over $1,700. Per· 
sons 72 nml O'l'er nre not subject to the corned Income llmltnllon\. 

Under the 'l'nx Reform Act of lll7G-whlch the Rouse nnd Sennte hn1l pnssr.d ns of this 
wrltlng--U1c rctlrt'mcnt Income credit woulfl be rc11lncc1l by n llH>ercent elderly crc<llt for 
pcrsonil 65 or older. 'l'hls 15·t•eceut credit cnn be clnlmed ou up to $2.500 Income for sln11lc 
pcr~ons ni:ctl (15 or older 1111d for n mnrrlrd co1111lc llllni: jointly Ir only one s11ousc Is tl5 
or oltkr . In the cnHe of n rnnrrlrd co1111lr. llllni; Jointly with both spo11~c11 G5 or older. the 
mnxl11111111 11111111111t for '11lr>IY1Dg the credit would be :ii3,71:i-O. 'l'hesc 111nxlm11111 nmount~. how· 
~\·l'r, wonl1I hr. redncc1I b~· t1u:-cicem11t prnslon Income (e.g., soclnl sf'Curlty). In 111l1lltlou. 
tho mm:lmum 1111101111ts for nppllcntlon or. the credit would he rcduccrl by $1 for t>nch S2 or 
111IJ11~tc•! i:ros~ lncom<' In cicc1•ss of s1.r.oo for n single t1Crson nn1l $10.000 for n :nnrrlml 
couple flllns:: Joint!~·. The new el1lrrly crl.'fllt would bf' uppllcnble for enrned Income. Thr 
requirement of ciirnlng $600 over 10 yen rs would be cllmlnnted. 



It is also possible thl\.t changes will be made to restrict in some 
fashion t.11e benefits protection of people with very limited work cover­
nge under . social security. The modification in the minimum benelil', 
described in pnrt 7 of this repo1t, is nn example. 

L. Possmu,1n- 01" GEXERAT, TAx REVENUE FnrANClNG 

There is more and more discussion about using the income tax to 
collect part of the social security funds needed in the future. 

Under present Jaw, employers and .employees each pay 5.85 per­
cent on the first $15,300 of annual enmrngs. Self-employee! people pny 
7.90 percent on the first $15,300 of net income. Only people \vorking 
in jobs co.-ered by social security pa.y into the 'system. 

Under the proposals, n.11 people with taxable income would pn.y into 
social security through the income tax. If a person were not working 
in covered en;ployment, no benefit rights would accrne because. of this 
payment of tnxes. 

Supporters of such proposals point out tlrnt the present social secu­
rity tax rate could be reduced if all jobs were co\rered by the program. 
This is because some people with noncoYered jobs collect benefits as 
a result of moonlightin~ or working after their retirement. Since 
mn.ny of these people colic.ct a.rtificinlly high benefits, the supporters 
contend that general revenue financing would make the system more 
equitable for n.11. 
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Part 7 

AD~IINISTR.A.TIVE AND IJEGISLA'l'IVE RECO:M-
1\fENDATIONS AND CONSIDERATIONS 

In most c~ses, no nctuarin.l cvnfoatlon is mncle to compal'e the <.'m­
ployees' fntul'e 'benefit protection under a replnccment pl:tn with 
that provided by social security. When an c.:vnluntion is, made, it often­
times iaiJs to examine many bf the considel'11tions describe-el h1 part 6 
of this 'report. Typically, the evaluations have· not been made b:r 
independent nctunries. · 

Quite frequently, this causes two signifiC'a.nt deficiencies: 
(1) A fai~ure to consider sun1ivors, cfombility, and hospital insur­

ance protection; and 
{2) A failure t.o connider future effe~ts of automa.tic increases in 

benefits, othe1· automatic provisions of rncial security, and .the prob­
ability of future legislative improvemcr.ts in social secmity. 

A. I NDEPJ~NmrnT EvALUATIO?• OF REPLAC:EMEXT Pr.ANS 

A comprehensive actuarial comparison seems essential before in­
formed judgments cnn be made. And nt the least, it seems to be p111dent 
public policy to hn.ve those comparisons made by qua.lified actuaries 
who nro not employed by or otherwise associated with n.n insurance 
company, a staff pension plan, or other organization that hns a mate­
rial interest in the outcome. 

Therefore, it is recommended thnt a resolution be intl'Odncecl to 
express the sense of the Congress that State and local governments 
contemplating terminn.tion of social securit.y coverage: 

(1) Require un actuaria.l evaluation of any snch replacement plan; 
(2) Provide t.llnt the evnluation be condncled by an "enrolled ac­

tuary," as that testing and qnnlificution program is established under 
the Employee Retil'ement Income Securi ty Act of Hl7+ (ERIS.A) ; 

(3) Restrict the eva lnation to those enrolled actun.rics who a re not. 
employecl ot· otherwise associated with nl'ganizntinns wit.h ii materin l 
interest in the outcome; nnd 

(4) Require cvnluntion of benefit strnctlll'e, cmtitlement. factors, 
vesting, po!'tahility; cvnl untion of present uncl future benefit. amounts: 
cost, funding, replacement ratios; comparison of essential benefit p1·0-
tect.ion; a.ucl evaluntion of other factors. 

B. A cTuAnrAr, EvAr.uNrrox 01·· Soc1.u. S1-:cm1nT 

A similn.1· C\'a.luntion of the social securitv pro~rnm also wonlcl be 
necessary lmfore informed judgments could be made. It would be 
uuplicntive nncl wasteful, howeve1., f·o require ench State nncl local 
government. to contmct for nn evnlnntion of the same nnt.ionwicle 
progrnm. 

(28) 
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Therefore, this proposed resolution would: 
(1) Invite lilrn Secretaries of Treasury, Ln.bor, n.nd Henlth, Educa­

tion, nnd "\Volfnre to hn.ve prepn recl nn nct.nnrinl evn hllltion of socinl 
security, covering the snmc factors ns nre reqnil'Cd fo1· the rcplnccmcnt 
pln.ns; . 

(2) Update. the evn.lun.tion report whenever npprnprinte, but nt lenst 
a11n11nlly; nncl · 

(3) Furnish copies of the report to St:nl:c ancl local govcrnnrnnt offi­
cials, employees, and interested members of the public, upon request. 

C. NoTICt~ OP Rr:suLTS 01t EvALUATION 

Infonned judgment nlso requires noi ice. Therefore, this proposed 
reso111tion 'vouH call for: 

(1) Copies of both cvnlnations be given to nll employees inrnked ; 
and 

(2) A copy of the replncl'.ment plnn evaluation be furnished to a. 
person designated by t.he Secretary of Hen Ith, Ecl11cntion, and lYelfnre. 

D. EMPI~on:t; Rr:FlmExnuM 

In most cases, the Stnte and local govel'nment groups which huYe 
Jilecl notic(l to t(ll·minate social ~.ecurity co,·emgc have conclnctcd em­
ployee referendums. Bnt, as in Xew Yo1·k Citis cnse, there have been 
nntnble exceptions. The mnttet' of economic ~•ecnrity in olcl nge, afte1; 
:i worker's clisublement, ancl a.ftcr n. worker's den.th, is fundnmentn.l to 
the Xntion 's welfare. 

Therefore, tho proposed rrsolntion would : 
(l) Provide t.hnt tel'minntion of covrrngc. would not be effective 

unless appron~·d by n majol'ity of rrnployees affected; nnd . 
(2) Provide Hint the reforend11111 he h<'ld only nfter ncleqrnt te tune 

has been prm·iclccl for employees to study nncl compnr~ the nctunrin1 
e'·nlnntions, including time for clarifying meetings, but not less thnn 
60 dnys after employees hnvc r~ceh·cd both evaluations. 

E. Ci-:nTH'1c.vrro~ m· Bl-:XF.FIT Pno·n;cTro:-r Co;\rrAn,rnrrxt'Y 

I t would be a. hollow gain indeed for employees to replace· their 
social security protection with :t plan which initially offers benefits 
compnrnble to 01· greater than social security, but which erode by com­
parison in t·he future. Simi·lnrly, it won]cl be detrimeuta.1 to replace 
social security with n. plan tlmt olfo1·s retirement benefits equal to or 
g 1·cnter than social security, but. has limited-or no-survivors, <lisa­
bnity, or hospital insnrnnce protection. 

The. public welfare would be ill served to hnve lnrge numbers of peo­
ple depencfont on others in old nge or after clenth or clisnblcment. Yet, 
this would be the inescnpn.ble result for many, if lnrge numbers of 
employees hnd only menger pension protect.ion. 

Essential benefit prot.ection must be mnintninecl for Stnte nnd local 
gO\·ernment employees. Otherwise, society will eventmdly cxpel'icnc•~ 
even grentcr welfare costs. Thnt is n for bleaker nlternnti\'e than 
assuring tltnt. employees nre gaining- essential protection d11rin1r their 
workin.g- careers. 
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Thcr~fore, tlrn llroposcd resolution would e11courng<>. Stntc nnd locnl 
governments to: . . · · 
· (1) Specify thnt social security covci·nge couJd ·bc t~rmi11nfod only 
if the Governor of the Stntc 01· tlie chie:f execut;ivc of .the-local gove111-
mentn;J group .certifies thnt essentinl benefit protection under the 
replncement pl~tn would bent fonst equnl to the entire social security 
benefi t, protection; 

(2) S pecify thnt, for purposes of the certifimtion, the benefit p1·0-
tc.ction bt>. compared: At the onset of the rcplnccrnent plnn; 5 y1>n.rs 
11.fter the onset; and ~O ;yen rs after the onset. 

For these periods, the benefit compnrisons will be made for enrninJ.,rs 
Jewels, with work during ng-l?s 25 through 64, nt: The Federnl minimum 
wn~e ; the nationwide meclinri earnings level ; nnd the maximum con­
tribution base under :;ocinl security. 

The proposed resolution woulcl nfao define "essentinl benefit pro­
tection" by il1ustrntiJ1~ the totnl benefits which would be expected to 
be paid under the fo11owing circumstances: 

Ret:rcment benefits fot· (a) it worker at age 65; (b) n. worker 62. a 
"~fo 5!), n.ncl an tmmn tTiecl child aged 15; and ( c) n worker 6n and n 
wife 62. 

Disn.bilit:r benefits for (a) a worker n.t age 3il; (b) n. worker n.ge ~i) 
wit.h a wifo 32 and two t:hiklren. n~cs 3 and 5, n.nd ( c) n wori:..-.r nge 50 
with n. wife 47 and two unmarried children nae<l 15 nml 17. 

Sunrivors benefits for (a.) a, widow age 32 'vith two children nges 3 
and 5 , (b) dependent pn.rents n.t;cs 65 n.nd 62, nnd ( c) a widow age 4ri 
wit,h tihree unmarried chililren a.gcs 11, 16, n.nd 18. 

Hospitn.l benefits for (a.) a dis:~blecl worker n.ge 35; (b) n. worker 
n.t a.go 65, n.nd ( c) n. worker 65 :ind wife 62. 

F. MoorFICATION oi,· :Mrn1Mullr REKEFlTS Uxr>En SoOJAL StcumTY 

Tho present minimum social security benefit paid ton. worker at 65 
is $107.fJO. It is pnicl to workers with nvernge yearly enmings after 
1950 of $923 c-r less. Originally intcnclecl in t.hn law to provide renson­
n.bly ndeqnafo benefits to workc.rs with (}Xtremely low lifetime en.mings, 
the provision hns opernted more and more to the advuntn.gc of people 
who have reliecl primn.rily on employment not CO\'e.red by socinl S<'CU­
ritv for their livelihood . 

.i\ s n result of moonlighting or work after ret.irement, mn11y Stnte 
nnd local government employees !inve become entitled to the n1·tificinlly 
high minimum benefits. Thel'e hns been consiclemble concern about the 
windfall this represents. 

Elovcn percent of nll beneficiaries receive benefits bnsc<l on this 
minimum. 

In the lv7~ amendments to social security, n. "special" minimum 
benef:t wns introduced into the system. The special minimum is cl.e­
signed to help people who had low ean1in1:,rs for many years. ·workers 
who reach 6:i in 197G and qun lif-y fo1· n specinl minimum benefit re­
ceive $1ii3 a. month with 27 yen rs of co\·ernge, or $180 n month wi~h i30 
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cir more yenrs of coverng~.1 'l'he special minimum benefit, however, is 
not tied to _!,he cost of Jiving. S. 650, int~duced by Senator Frank 
Church on Fcbrunry 11, 1975, woulcl }_>l'Ovide this automatic adjust-
ment. ' 
· H the regular minimum benefit. were "frozen" nt $1071.90, over time 

the 1ut.ificin.lly hieh portion of the benefits wo~1ld wash out. In the 
futme, then, the .1e11efits could be computed strictly according to the 
benefit formula, ~ild would be increased ns the cost-of-living increases. 

At tho same time, t:Jhe careful attention-which hns been pa.id in past 
years to the regular minimum benefit-could be shifted to the specinl 
minimum benefit. It, then, would become the ·primary vehicle within 
tho social secnrity system for nssnring rensonnbly ndequnte benefits 
for people with 1ow lifetime earnings. The ·benefit structure, thus, 
would be tuned more finely to accomplish whnt hns, in fnct, alwnys 
been the purpose of a "minimum benefit" nnder socinl security. · 

At the same time, the supplemental security income program could 
operate more us it wns inteuded-to backstop efficiently the social se­
curity system with needs-related payments to those people whose 
a.ttn.chment to the labor force has t111ly been extremely casual or 
inte11nitfont. 

G. :M:ooIFICNrroN OF SocrAJ, SECUJUTY FINANCING 

Socin.1 security is now financed by a payroll tnx on the first $15,300 
of earnings. The maximum amount of cai·nings tn.xed (called the tax 
bnse) increases automatica.lly as wages increase. Employees nnd em­
ployers each pay 5.85 percent of earnings within the tax hase toward 
social security. Self-employed people pay 7.90 percent. 

The tax rate is scheduled to incrense in 1978 for employees and 
employors each nncl for the self-employed to 6.05 percent and 8.10 
percent, respectively; in 1D81 to 6.30 percent and 8.35 percent, respec­
tively; in 1986 to 6.45 percent nnd 8.50 percent, respectively, und in 
2011 to 7.4.5 percent n.nd 8.50 percent, rcspectivcJy. 

The 1976 annual reports of the board of t.rnstees of the social secu­
l'ity tl'llst funds identify a need for additional financing. In the H)90's 
the payroll tnx necessil.ry to finance monthly cash nnd hospitn.1 in­
surn.nce benefits will increase drnmaticnlly. The percent of payroll 
needed in addition to the increases in the rates nlrendy scheduled in 
the htw will be 2.77 pet·cent in 1990 and 1).51 percent in 2000. These 
figures nre based on the reports' intermediate cost assumptions. They 
assume no change is made in the ta.xablc base beyond the llntomntic 
increases u.lrendy ti part of the lnw. 

t The R~clnl minimum benefit Is computed hy m111tl11Jylug $9 by n worker'ij number of 
yen r~ In CO\'('rll•l l'rnpto\·mr.nt In c•xccs!I oC 10 yen rs 1111 to 30 yNtr~. 'J'hlR 11rucluceK 11 "11ech1I 
minimum benefit of $180 n month for n worker ret.lrlns nt nse 05 (or dls11blcd) who hns 
hl'\'11 l'llllll<l\' ccl for :SO \•l'nrs u1ulcr ~oclnl 11ec11rlty \'IJ\'('rftJ:e. This benefit Is pnlcl ns 1111 
nltl'rnntl\'C 'to the rcguinr benefits In cnRcS where n higher benefit would result. Onl~· n 
1<111111! 11ro11ortlon of ~oclnl ~ccurlly lwncHlclnrlcs uow rccc?l\'e thn 11prclnl min imum 111011tl1ly 
hencllt. In nlmost nil ('nses. nn lndll'lclunl's rcgulnr sodnl srcurlty bcnPftt Is srenter thnn 
the spcclul 111lnlmum. Tn orclcr to qunllfy for 11 yMr'11 corerni;e unclcr the spcclnl mini­
mum, n p~rson must hnve enrnlngs cqnnl to nt lenst one-fourth of the mnlCiiili1111 wns:n 
llnsc for thnt yc11r, In nlmost nil cnscs the rcgulnr hcrncfit bnscd on these enrnlngs woutci 
be grl'nll'r thnn lh~ s11~clnl minimum benefit. 



'rhe additional tnx rate nee<led-2.77 percent ih 1::>90 nnd 5".'51 per­
cent ih 2000-woulcl be divided among emp1oyccs, employers, nnd the 
self-employed. In 1990 emp]oyees 'nnd employers each 'could expect to 
pay ttbout 7.85 pcwcent. In 2000 they conld.expect n. social security tnx 
mte of about 9.20 percent. · · · · 

Mn.ny questions arc being asked in light of these projected cost's. 
'l'ho debate on this issue focuses on whether genernl rernnues should 
be used .at some future time to help defray the costs of social security. 

Those who support genernl re,1enue finn.hcing cite the regressive 'tnx 
st.111cture of socinl secnl'.ity (thaL is, the tnx hits people with low in­
come the lmrclest) 1 the inequity of some people in jobs not· covered 
by the system receiving nrtificia.lly :high benefits nonetheless. nnd the 
precedents in ot.her countries where worker-employer-government co11-
t.ribntions finitnco social insurance. Opponents believe general revenue 
finiw1cing would lend to exnminations into individual's i>ersonn.l finan­
cial worth, thereby changin~ social security to a system paying benefits 
bnsecl on need. In uddition, th~y cite the inequity of having higher p:Ucl 
and n.oncovercd workers contributing to n. system from whic11 they 
would derive only un indirect benefit. 

The gencrnl revenue financing debate is certain to grow in intensity 
ns future socinl security costs increase. There arc about 145 cosponsors 
to H.R. 33, introduced by Mr. ,Jumes A. Burke, chairman of the Socinl 
Security Subcommittee of tl1e Honse Ways nml Means Committee. 
H .R. 3i3 would finance social secmity pnrtially through general 
re.venues. 

H. l\foorrICA'rroN OF COVERAGE AonEEME~Ts 

The resolution suggested curlier in this part would cover points A 
through E nnd would not modify the existing coverage agreements 
between the Stntes and the Federal Government. 

There are ii number of ndditionn1 possibilities if ngreements are to 
be modified. 

Independent a.etuarial evaluation of proposed replacement planP 
could be mandated. 

Results of evnluntions of social security und' proposed replacement 
plans couhl be required to he given to all affected employees nnd 
other interested groups. 

Certification of benefit protection compnrability could be manduted. 
The curr·r.nt provision for termination of coverage after n 2-yeni· 

notice could he el iminatecl. 
All of thm;e rnise q11estions concerning wh<'ther the Feclernl Govern­

ment has the legal right to 1tlter \tnilaternHy the State agreements. 
Elimination of the termination provision nJso mises the constitutional 
question of Fedcrnl tnxntion of Stntes. Given t he scope and nntme 
of these questions, the probability of devising wn~1s to chan1re Stat<' 
a~reements seems slim indeed. 

T. AmnNH\TRA'rIVJ-~ Possrnrr.nn:s 

Been.use so mnny decisions to terminate covern~c seem to be based 
on shortsightec1. incorrect, nnd incomplet.c consiclcrntions of the im­
plic1Ltions of termilllltion. additionnl nclministrat.ive steps 1u·c needed. 

The Social Sec111·ity Administration (SSA) ·hns withhelc1 tnkin~ 



an aggressive- perhaps even t~n nctive-role in the, tmminntion of 
covernge issue. Its field personnel are traine.d to pl'occss clnims rnthm· 
tluin to discuss considerntions nbo ... t terminntion. But SSA is now 
training selected field employees in the termination of coverage is.c.;ue. 
Both steps seem appropriate. 

\Vithout legislnt1ve action nnd remaining completely objective, SSA 
could tighten its tics with State nnd Jocni govemments so it would 
learn of groups in the en.rly stnge of consideration. SSA could identify 
tho key points for those groups nncl assist them in obtaining relcv1111t 
datn.. It could pl'ovide the infotinntion called for in points B nncl B 
of this pnrt. 

Those, and nny ndditionnl steps to assist Stnte nnd local govel'll­
ments in nrl'ivinir n.t informed decisions, appear to bG totally n.ppl'O· 
J>l'inte .tctions for SSA t-0 take. 



APPENDIXES 

Appendix 1 

PAROCHIAL EMPLOYEES' RETIR.Ei)!ENT SYSTEM 
OF LOUISIANA 

Smnr,rnY OF PnrxcIPAL FENl'Um:s 

ACT !!Ou OF l 95!! 

Amended by nets 508 nncl 708 of 1954. net 4-18 of 1 !)5G, net 216 of 1958. 
net ·H7 of 1960. net 392 of 1962. net 83 of 1964, net S3 of H>t35, net 212 of 
1966, net 184. net 538. and net 525 of 1968. act 65. net 363. net 36 of Hl70. 
net 115 of 10il, net I Gfl of 1971, net 172 of 1971. net 4G of lD72. act 47 of 
1972, nncl net 183 of l!li!3. net. 411, net. 302, nnd net 644 of mu, net 396: 
net. 618, and act 548of1!)75. 

AD:ltIXTSTJlATlOX 

This retirement system is opcmted by n bonrd of trustees, n sccrctnry­
m1rnn,{rer, an nctnnry: nncl n, legnl nddsor, the latter being- the nttorney 
:!Oneml. Tho secrct~ll',\'-111nnngc1· is nn ex officio member of the bour<I: ns 
is thn president of the Police ,Jury Association of Louisinnn. The four 
other members nre elected by menrbers of the retirement system for 
4-yen.r stnggcrccl terms. so thnt. one nH'mber is elcctecl cnch );en r. Ench 
member is- required to tnke nn ont.h of olT.ee like other public oflicinls. 
)foetings are, helcl qnnrlerly. 

The cost of operntion. including sn lnri<'!;~ printini:r. telephone, trn \'cl , 
nn<l so forth. is borne by tho parishes o:· bonrcls pnrtiripnting. This 
nclministrntfre foe iR assessed nnnnnlly in .Tan111tt',\' ns follows: $11 per 
111C'mbc1· for the fhst 10 members; SS.:10 per nwmbl'r for the next DO 
m<.'mbe1·s: $-1 pt'r mcnalwr for· the next 100 members ; nncl $2 per mem­
brr for n 11m·cr200 mcmb<:rs. 

All employees of pnrishcs as of .Tnnunry 1, 1Dr>3, who clicl not sign 
it nonmcmbcrship form hr April 1.1D!i3, nm members. Thisnlso npplil'S 
to police jurors. All l'll1Jlloyces hired by nn.r pnl'ish or bonrcl i:ubjcct 
to this lnw nfter .Tnm1111·y 1, lfl!i3. shnll bc:::omc rn<'mbt'rs on elate of 
employment without choic<'. pt'O\'i<ling they earn on'I' $100 pc1· month, 
nncl nrn not over :'iO yen rs of nJic. This includes former employees who 
ham returned to scrric<', whether or not they hn\'l\ tukcn n refund of 
contribution~. No pl'ior scn·icc is nllo\•·erl employe<'S rehi red nftcr 
l'nking- 1t rPf1111<1 u11til !i years of eontin11011s service is completed. The 
1·cfund nmonnt, plus interest, must be pnicl into the system to clnirn 
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this prior scr,·ice. Police jurors elected since Jnnuary 1: 1953, cannot 
exceed age 50, and enroll in the system. Employees of special tax.in~ 
districts mn.y enroll under special agreement with the board. 

CA"'"CELLATION OF MElIDERSHU' 

Membership in this system is canceled only by death! resignntion, or 
retirement. Those leaving the system who have less t han 10 years of 
sen·ice may leave their money on deposit for 5 years. A refund is 
mandatory after G yen rs. Those with 10 or more years of service sho11lcl 
leiwe their money in the system and draw deferred benefits. 

EMPLOYEE PAYMENTS 

The secretary-treasurer or other payroll o.tlicers shnU deduct 4 per­
cent of all wa~es in excess of $100 per m1.>11tb. Employees, nt their 
option, may pt\5· on total wages-not skippmg the first $100--0r may 
make a lump-sum payment or regular periodic payments O\'er and 
nbo,·c the 4- percent outlined abo,·c. These paymeu ts,'howevcr, are not. 
matched. A separate schedule of benefits is provided for these un­
matrhecl contl'ibutions. 

All emplo)1ee deductions are reported l>y the lQt,11 of the month fol ­
lowin~ the close of the quarter. Quarterly reports and remittances, 
thcrctore, arc delinquent after April 10, .Tu1y 10, October 10, nncl 
January 10. Each member has a sepamte account to which his pay­
ments are credited. 

E:\Il'L01'Elt PA "'L'ICF.NTS 

The sheriff in en.ch and cvcr_y pn.rish except the parishes of East 
Baton Rouge ancl Orleans shall remit one-qun1ter of 1 percent of 
tota.l t1\.xcs collected ns a. matching fund. This money goes into the 
Pension Accumulation Fnnd, 1tnd is never refunded. A pro-rata share 
ma.y be trru1sferred to other systems under our reciprocity agreement 
with them to cover employees changing jobs. 

mmur.An RETIREMENT 

At least. 10 years of service is required to qualify for any type of 
retirement benefits. Normal retirement nge is 62, although one ma.y 
retire at age 55 with 30 or more yen.rs of sen·icc. Ea1·zy retirmnent is 
permissible at age 60, but unless the mCJ11l>c1· hns over ~O )'cars of 
service, n. penalty of 3 percent per yc1tr is assessed for each year under 
age 62. 

One mny retire on the mn.ximnm pnyablc during life. which mnkes 
no provfaion for the survivors, or he may take n, reduced 111lownncc, 
which will prO\'icle monthly benefits at his dcnth to his survivors. 

'Two fnctors ~Oi'ern the ninount of benefits: (1) numlXlr of yen rs of 
se.rvicc, nncl (2) nmo11nt of a.vcrngc salary for the lx-st 36 consecutive 
months. 

Exnmple: A member nge (i2 with :32 yen rs of service applies for 
maximum retirement l>cncfit.s. During the best !16 consccutivl! montlls 
tho member cnrncd $21.125. This amounts to $7,o.!Uii per yenr, lmt wo 
must deduct $1,200 which we skipped in salnry. 'J'his le1wcs n net 



annu~l incoml\ 'for ·retirement pu~J)oses ~f ,p,~41:67. ~y 'mu.ltiplyinµ: 
.02 ·times 32 we find ·thnt the member ,1s entitled to 64 percent of 
$5,841.67, or $3,708.66 per year.· This amounts to '$311.55 per month, 
plus social security benefits. 

This same formula is used to figure a.11 retircmeuts with two excep­
tions : (1) net 65 of 19'70 p laced n. ceiling on benefits <?f $30 per month 
for encl1 year of service: nnd (2) when. fignring disabi lity .benefits, 
you do not deduct $11200 from average nnnunl · snlnry fot· .the best 
36 consecutive months. ' 

DISABILITY RETIRE.UE~iT 

If one becomes totally disabled, nnd it seems to be permanent , he 
me.y apply for disability benefi ts up to n.ge 60. After nge 60, he must 
tn.H;o reguln.r retirement. The disability benefits are more liberal than 
the regular service retirements, since 've do not deduct $1,200 from 
a.vcrage n.nmrnl salary before applying the percentage of wn.g-es. Credit 
is given f~n· years up to age 60,. just us t:liough the employee hil.d 
reached t.lint age, regardless of his nge nt time of clisn.bility. The 
biggP...st disnclYantnge, however, is thnt no opt.ions a.re nvailn.blc a1id. at 
death, all benefits cease. Our medical board certifies those eligible 
for disnbility. 

SOCIAL SECUHITY 

All benefits described in this booklet. nre over nnd above nny socinl 
sccurit.y benefits. \Ve urge yon to contact yonr closest social security 
omce for details of that coverage. 

SUl'l'LE:'\rnXTAf, HE'l'JllK'\rn::\T BENEPI'l'S 

Act i'i38 of l!>GS nllows parishes nnd bonrds t.o stop pn.ying socinl 
secu ri ty ta xes after giving 2 years notice to Public Employees' Bonrd. 
Act 44-1 of 1974 prnvidcs for ndditionnl benefits and contribntions 
from both the employer nnd t.11e employee for those members who n.re 
covered by the snpplementnl retirement plan. Pol ice juries nncl bonrds 
agree to mnkc employer contributions eonal to 5.85 percent of nll 
salary of each employee \ID to fi,!!'C 70, nnd it agr~es to collect from the 
employees and remit to this retirement system nn nmonnt equal to 
ii.Sii pcrcmt. of all 1mln.1·y of each employee nnnrterly. A~l employees 
covered nnder this agreement receive nn addit ional annmty of 1 per­
cent of nvera1.re compensntion for each yrnr of creditable service 
enrne<l, plus $36 foi· cnch such yenr. Benefits nndc1· this a,!!t'eement 
when combined with t.hc benefits ·nndcr the rt>gnlar plan shall not 
excct>d 100 pci·ccnt of the nyeragc of this highest 3 consecutive ye1u·s 
snlnry. This act. f!Harnntecg thnt, employees under the supplcn!entnl 
system will not receive less thn.n they would hnrc had they cont11111cd 
under socinl !'lecnrity. It further pr0\1icles thnl~ any employee roverccl 
u'mlct· this s11pplcmcntnl retirement plan mny, under ce1·tnin condi­
tions~ bo cnf·itlc>cl to eitrlie1· retirement. as follows: Any emplo,Ycc who 
has ~O ycnrs of erNlitnhle sC'rvice, regardless of ngc, or any employee 
who has attnineil age 5fi with 2;1 yen.rs o'f creclitnble sel'\·icl!, shn 11 be 
entitled to 1·ctin•rnc11t without any reduction for snch cnl'iicr reti re­
ment. 
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lllLJTAJtY SERVICE 

Any pel'son who has been n. membel' of the system for at .Jcast 2 years 
any time subsequent to August 1, 1953, who served on active dnty in 
thn ..:\ m1ed Forces of the United Stn.tes, shnll be entitled to sen-ice. 
excluding that duty under the Reserve Forces Act, not to exceed 4 
years! provided thnt ·he pays into the retirement system nn amount. 
equal to the cont.ributions which woukl ha\·e been required based on 
his curl'ent snlnl'y, plus interest thereon of 2 percent compoundecl 
nnnnally from date of membership until date paid. The amount to be so 
paid mny be pnicl in one lump sum or instn.llments provided nll such 
instnllrnents shall be paid not ·Intel' thnn 4 years after becoming n 
member. 

COST·OF·T~tVING ALLOWANCJ-: 

A cost-of-lidng n.llownncc is provided for those members l'etirecl 
prior to ,Jn)y 1, 19i3. The benefit is pnid from interest cnrninhrs on 
inYestments of the system in excess of normal reqltirements, in nn 
nmount not to exceed 2 percent of the original benefit for ench year 
of retirement, nncl is pnicl annually. 

SUMM,\RY Ol' AJ\CENJ))IBNTS 

Act 508 of Hl54 made col'oners nncl their nssistnnts eligible for memher­
sl1ip in this retirement system. 

Act 4:4-8 of l!HiG nllows full retirement beuefits (no penn.lt.y) for those 
nge 60 with 30 or more yen rs of service, with penalty of 3 percent 
to npply for each yenr"uw1~l' age 60: also pl'ovides option No. 2 
benefits for widows of those who die with 20 or more yen rs of serv­
ice, nnd such widow is not eligible for socinJ security. 

Act 21G of l!)i'iS reduces clisnbility benefits by the nmonnt of socinl 
security pn,yments when he or she becomes eligible fo1· socinl 
security (this becomes the snme as n son •ice reti remcnt) ; nlso 
rcqui res employees retmning to service who ha vc taken n. refund 
of contl'ibutions to remain on the iob for 5 yen.rs before becomin~ 
clil!ible to repny this nmonnt, and clnim credit. for service period 
forfeited by snicl refund; nlso provides for the purchase of nu 
ndditionnl nnnnity by co\·ering the first $1,200 of wnges. 

Act, 417 of Hl60 n llows 11p to 10 yen rs prior service credit with ·Stn.te .')f 
T_,onisinna (sec net. 115 of 1971); provides option No. 2 benefits 
for widows rcipudless of their eligibility fo1· socinl security bene­
fits for rest of Iler life, if her husbnnd hns 20 01· more yen rs service. 

Act 8!-l of Hl<H: eliminated the P ension R eserve Fund from our system. 
This lenves five fnnds for nccotmting p11rposes: Annuity sndngs 
:fund, nnnnity reserve, pension nccmnnlnt.ion fund, disability re­
scnc, nncl expense fund. 

Act 83 of Hl6ii pro,·idcs retired employees mn.y be retninecl on 25 per­
cent of wngcs or $1.200 pew yen r, whiche\'Cl' is gren.tcr, on n tcm­
porn.ry bnsis; nlso provides for membership of employees of other 
tnxing districts such ns hospitnl cfo;tl'icts, mid allows one member 
of the bon rd of trustees to be rntil'ecl. 
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Act 212 of l!>GG increnses benefits by one-third by rnisin1r the rnte from 
11h to 2 percenf. for ench :venr of crrclitnble service, with nn nnnuity 
equnl to 2 percent of $1.200 fo r each yenr of creditnble ser vice, this 
amount to be pn icl only if the parish wl1ere the member is employed 
pnys to tho retirement s~1stem. either in n Jump-sum or in nnn unl 
contributions, nn nmmmt determined by the svstcm's nct11nrv to be 
necessnr~r to pl'ovide this nddi tional benefit (optionnl bnsis). 

Act 184 of 1968 nllows up to 2 percent cost -of-livinsr ndjustmcnt for 
ench yenr one ltns been retired prior to .Tuly 27, 19GG. 

Act 538 of 1968 provides parish with power to cnncel socinl sccu r it.y 
by 1070, nnd f·o come under supplementary benefits in Pn1·ochinl 
Employees' Retirement System. · 

Act. 52!'> of HJGS provides 'f v• dunl memberships in nct11ariallv fonclerl , 
public-snpportccl retirement systems, wlterebv any em1)loy.ee, nfter 
10 years of se rvice inn system. mny trn11sfc1· his credits.to nnof·her 
system on approYnl of both bonrcls of trustees. At retirement, t ime, 
tho Inst system will reti1·e him. nncl ench sysfom will pnv its pro­
rntii shnrc. (State E mnlovee's Retirement Svstem, Tenchet'S' Re­
tirement Svstem, nncl School Employees' R etirement System ex­
cludl'cl nt their request) . 

Act. Gf, of l!l'iO rnises tlrn ceilin,!! on benefits from $'.?.!'> to $ao pe1· month 
fo1· ench yenr of crrditnble ser vice. 

Act afia of 1970 allmYs n membcl' who has not will1rlrnwn his contl'i­
lmtions, nnd who hns become an emnloyee of the Supl'cme Comt. 
Co11l't of Ap penls, or anv other court, to contin11e ns n member of 
Pnrochinl Employees' Retirement. System, prodrlin!! the comt. 
thl'Ollf!h its clrrk. 11nclertnke the obl igation of em ployer as defined 
by net 205 of 1!>52. 

Act aG of 1!)70 pcnnits trnnsfo1· vf ctwlits onlY bctw<'cn Stnte. munic·­
ipn.l. or nnroc:hi al employees' retirement systems for which he 
mccti:; eli,:ribility re<Juirements. upon npprornl of both bonrcls of 
trustees: nt 1·ctiremcnt t ime, the svstem to which he lnst belon~;; 
will comn11te h is benefits. and ask the first system nlso to cmnm1te 
his bmcfits, nncl the fo1·mcr system will pny its nro-rntn sh11ro 
nnn11nlly to the system under which he retires. (Onr bonrcl clis­
np[~l'Oves.) 

.Act 115 of ]!)71 incr cnsed mnximmn State service creel it. to l 2 yen1·s. 

Act JG!) of 1971 provides rlrnnl!c in membership of honrcl of trustees : 
to mnkc tho mn.ximum benefit retroactfre to persons nlr~nch re­
tired: to increase the expense fund: to limit membership to those 
employees e111·nin1? more thnn $1,200 per year, nncl to provide 
for retirement nt age 55 with 30 yca1·s servfoe. 

Act 172 o f l!J71 provides thnt nny })ari:::h mny J1rovide supplementni~r 
ret irement. benefits which shnll bc in addition to those pt'0\1ided by 
t.hc pnrochinl em ployecs' retirement syslcm nn<l membc~ship in 
such a snp}llrmentnry retirement plan shall not affect then· mem­
bership in this system. 

Act ·~G nncl net .n of U>72 provide::: fo1· t ransfer bebveen Stn.t.<',, mnnici · 
pnl , or pnrochinl retirement. systems. 
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Act 183 of 1973 provides for retirement nt nj!C 62 computed on earnings 
for best consecuth·c 36 mont11s; discont.inues interest on member's 
contributions; e~· mpts retirement benefits from State income tnx; 
ndmitted to membership certnin elcded officials previously ineligi­
ble been.use of uge, nnd chnnged procedures for electing members 
of hon.rd of trustees. 

Act 441o·f1974 to provide for the purchnse of militnry service credit; 
immcdinte membership in t he system nt dnte of employment; to 
provide thn.t no retired member shall receive in retirement benefits 
nn amount less thnn the nmount of his contrihutions; defines nn 
~mployoo of the pnrish; provides for a cost-of-living ad justment 
for those persons who i·etired before July 1, 1973 ;·additional as­
sessments for administrative purposes; nnd to pro\ride for nddi­
tionnl benefits for contributions from employer nncl employee for 
those members in the supplemental retirement plnn. 

Act 302 of lfl74 t.o n11ow certn.in members to convert nccrued annual 
and sick leave to retirement credit. 

Act 644 of H>74 to include any coroner, his nssistnnts nnd employees ns 
e.ligible for entrance into the retirement system . 

.Act 396 of HJ75 to provide for retirement nnd membership under cer­
tnin conditions; to provide for expense contributions to the supple­
mental system ; to provide for vesting after 10 yen rs of creditable 
ser\'ice: to proYide for pn.yment of interest on back contributions; 
to provide for a Jimit on disability benefits: to pl'ovide for retire­
mcmt under the supplemental phrn with less than 10 years of 
crcdituble service; nnd to provide a termination dote for ngree­
ments to pnrticipnte in the supplementnl plan. 

Act r.1s ot 1!)75 authorizes purchase of ct-edit in this system for certain 
elected oflicinJs. 

Act 548 of 1975 to permit tt·nnsfor between public retirement systems. 
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INTRODUCTION 
~: 

This pamphlet .is meant to familiarize,_you with .the Public Empioyces' 
Retirement System. We cannot hope to answer all of your questions in a 
short booklet, but we do have Area Offices set up just for:. that purpose with 
trained personnel to :ms~cr many of your retirement que_stions. Don't 
hesitate to get in rouch with them if you have a problem. You will find their 
addresses listed .t the back of the booklet. 

These people will also be traveling to your a_rea periodically to hold 
interviews. We recommend that you have an interview before retiring, to 
help you with some of the important choices which you will have to make.· 
So, if you arc nearing retirement age, or if you just want to know more about 
the System, contact your personnel office and they will arrange an appoint­
ment for you. Cr, write directly to the Arca Office nearest you and we will 
let you know when we will be in your area and can give you an inten·iew. 

While reading.this material, remember that we are governed by the "Pub­
lic Employees' Retirement Law" and it is the basis of all of our decisions. 
The statements in this booklet are general and simplified as much as possi­
ble while still being accurate ._The Retireme.nt Law is sometimes very com­
plex, but when there is a conflict, any decision wili have to be based on the 
law and not this booklet. 

GETTING FAMILIAR WITH PERS 

What Is PERS And Who Belongs To It? 
PERS stands for the Public Employees' Retirement System. Your em­

ployer has made a contract with the System to provide you with a paFkagc 
of benefits. For example, if you become injured or sick so that you cannot 
continue working at your job, you may be able to collect disability retire­
ment. Or, if you die, this System may help to provide for your family. This 
applies whether you are still working or already retired at the time of death. 
Jn addition, this System helps you to build up a fund from which you may 
receive monthly payments after your retirement. 

Some specific benefits are optional-meaning that your employer may or 
may not have chosen to provide them. Optional benefits arc clearly marked 
in this booklet. If you have a question about whether a particular benefit 
applies to you, just check with your Personnel Office. 

The fact that you are called a "local miscellaneous member" tells us two 
things. First, you an! employed by a public agency such as a city, county, 
special district or other local agency rather rhan the State of California. 
Second, most members are called "miscellaneous". This merely means th:it 



you are not a "safety member", a special classification for those 'involved in 
law enforcement or thr. protection of public safety or in a position designat­
ed by law as a "safety member" position. 

T 

How Does Sociol Security Figure ln1 
Many members under this formula are also contributing part of their 

paycnecks to Social Securi ty. If you are, you need io know whether this will 
affect your PERS contributions: (f your PERS service is "coordinated" with 
Social Security, you will contribute less to the Retirement System than 
those members not covered by Social Security and your allowance from us 
will be correspondingly less. But your PERS coverage may be "supplemen­
tal" to your Social Security. This means that you will pay the full amount 
of'Retirement System contributions and you will receive the full benefit, 
just as though you had not been paying into Social Security. You will, of 
course, sti ll be eligible for your Social Security benefits. Check with your 
Personnel Office if yciu are not sure which situation applies to you. 

Who Pays For These 8enefits1 
I. YOUR CONTRtBUTlONS-As a member of PERS, a portioi:i of 

your monthly pay will be deducted to put into the Retirement fund. If you 
are not coordinated wir.h Soria I Security (either you do not pay into Social 
Security or your PERS contributions are supplemental to your Social Secu­
rity), each month 7% of your earnings will be contributed to PERS. If you 
are coordinated with Social Security, you will contribute 7% of your 
monthly salary in exce:1s of $133.33. This docs not include overtime. The 
money which you contil' ibute earns interest for you, currently 5% percent 
compounded annually. 

2. YOUR EMPLOYER'S CONTRIBUTIONS- To guarantee the pay­
ment of your benefits, your employer will pay for you at least as much as 
you do. 
· 3. INVESTMENTS--PERS invests the money it receives from you and 
your employer. The income from these investments helps to pay for your 
benefits. 

Do I lose My Contributions If I leave My Job Before I Retire~ 

I. REFUNDS-The money you contribute and the interest credited on 
it arc youn. If you permanently leave your job and do not take a position 
with another agency covered by PERS, you may request a refund of your 
money from the System. To avoid confusion, this should be referred to as 
a refund and not just "ret irement money" when communicating with our 
offices, When you leave your job, for any reason, you will be given a Report 
of Separation to fill out. On this form is a place to indicate whether or not 
you want a refund. If you have less than 5 years of service and your separa­
tion from employment covered by PERS is permanent, you must accept a 
refund. You will receive interest through the las,t June 30th that PERS has 
you r contributions. Normal contributions made by the employer on your 
behalf are not refundable. 
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2. LEAVING YOUR CON~fRIBUTIONS-lf you have at least five 
years of ·PERS credited service, you may ·choose nor to withdraw your 
money, even though you are leaving your job. It will continue 10 earn 
interest and you may withdraw it at any later date. Or, if you leave the 
money in until you reach retirement age, you may apply fo r a monthly 
retirement allowance. 

Whot If I Loter Rejoin PERS? 
After you have withdrawn your contributions, if ycu return to your old 

job or take a new job covered by PERS, you will again become a member. 
Then you have the option of putting back, with interest, any money you 
withdrew. If you do this, you will again get credit for those years of service. 
If you do nor pay back the contributions, you will start fresh under the 
System as a new member. For more information on how to redeposit your 
money, see our separate pamphlet called "Service Credit''. 

Con I Remain A Member 0{ PERS If I Move To Another Job? 
Under certain circumstances you can continue your membership in 

PERS even if you leave your job. Almost all jobs for the State are covered 
by PERS. Many cities, counties and other public agencies have contracts 
with PERS which make their employees members. In addition to this, 
PERS has an agreement with many counties and other public agencies with 
local independent retirement systems so that you would not lose your PERS 
credit if you go to work for them and you lea\·e your money with PERS. 
This is commonly called "Reciprocity". 

LET'S TALK MORE SPECIFICALLY ABOUT THESE BENEFITS 

RETIREMENT 

When Moy I Retire? 
To be eligible for sen·ice retirement anytime before age 67, you must have 

at least 5 years of PERS credited sen•ice. You may retire as early as age 50, 
effective January I, 1976, with a discount in your allowance. The amount 
of your monthly allowance will continue 10 increase the later you retire. 
You must retire no later than the first of the month following your 67th 
birthday, even though you may have less than 5 years credited service. 

How Much Will My Retirement Allowance Be? 
I. FINAL COMPENSATION-To figure out how much your retire­

ment a,llowance will be, you need IO know your "final compensation". This 
usually means the average monthly pay rate during your '3st three years of 
work. If you think there was another period of three conse.:utive years when 
your average pay rate was higher, you should note this on your Retirement 
Application. Then we will use whiche\·er "final compensation" is higher. 
For some agencies a one year period, instead of three, is used to figure the 
final compensation. 



2. BASIC FORMULA-There is a basic formula for•figuring how much 
your ·retirement·allowance will be. These.are the.things.you need 'to •know 
to do the figuring: · 

a) The number of your· years of PERS credited service (see your PERS 
annual statement). 

b) The percent of pay you are entitled to for each year of.service. This 
is determined by your age at retirement. See Table A below for the amount 
that applie~ to you. 

c) Your "final compensation". 

TABLE A 

Age of retirement 

. . 

1

50. ---- - -- -- -- . - ---- -- - -- -- -
51 ••••••• : ••• -- ------ - -- -- --

"Eficcti\0C Janunr I, 52 •••••••••••••••••••••••••• 1976 53 _________________________ _ 

5-l •• -- - --- - ---- -------- --- - • 

55 _____ -• ---- -• ----- ---- --- -
56. - - - - - - - - - - - - . - - - - - - - - - - - . 
57. -- -- - ------- - ------ -- ----
58 ••• -- . -- ..•. : •. -- -- -- -----
59. --- - --- - -- . - - - . - - --- - -- .. 
60 •• -- -· -- ------- - --- . ------61 _________________________ _ 

62..; - -- - --- - -- . - -- --- - -- -- -
63-67 •. - -- ------ ----- -- - - -- -

'Percent per year of ser\'icc 

~fale 

1.026 
1.092 
1.162 
1.238 
1.322 

1.412 
1.510 
1.616 
1.734 
1.862 
2.000 
2.134 
2.272 
2.418 

Female 

1.092 
1.156 
·1.224 
1.296 
1.376 

t.460 
1.552 
1.650 
1.758 
1.874 
2.000 
2.128 
2.262 
2.400 

We have rounded these figures off for your convenience. The percentage~ 
actually increase for each quarter year of age. Therefore, it may be to your 
advantage to retire either on·your birthday, 3 months later, 6 months later, 
or 9 months later, to get the full benefit of your age. 

WORKING THE FORMULA-With this information, j•ou too can 
work the retirement formula. 

Number or years or ser\"icc X % per year (from Table /\) = % offinal compensation which 
you arc clisiblc for as an allow­
ance 

First let's Toke An Example And See How It Works 
Pete Peers has been working under PERS for 26 years. I-le wants to re.tire 

atage 56 and Table A tells. us thatthisentitles him to 1.510% per year. Using 
our form ula, we ca_n figure out what Pete's retirement allowance will be. 

STEP #1 
26 

(Years service) 
x l.51% 

(Per rear) 
39.26% 

(Percent of final compcnSltion 
payable) 



45 \ 

Pete's agency uses a three year period to figure final compensation. 
During the last three years before retirement, these are Pete's earnings. 

O ne year his salary was $900 a month. The next year he got a raise to $1,000. 
The year before his retirement his salary was $1, I 00. If we take the average 
of these three figures, we can sec that c' .. te's final compensation was $1,000. 
He may receive 39.26% of this as a retirement allowance. 

STEP il2 
Sl,00) 

(fin31 com pen f3tion) 
x 39.26<:(, 

(Percent or 6n31 compenu­
tion) 

sm.lo 
C\lon1hlr :c1iremen1 3ll•J\\"· 
3nccl 

But, if Pete's retirement had been coordinated with Social Sccuritv, he 
would have contributed a little less ro PERS. Therefore, we will figur'e his 
reti rement differently. 

5866.67 
(Final compensation) 

(-SIJJ .33) 

X 39.2<><:; SH0.25 
(Percent of final compcnsa· C\lonthlr retirement allow-
tion) anccl 

NOW '(OU WORK THE FORMULA 
STEP #1 

---------- x ----- ----
~umber or rurs ol scn·ice ~o per rear which you arc en­

titled to-(find this in Table 
:\) 

~ c of your final compensation 
,~·hich rou ma~· receh·e as a re­
tirement allowance 

For your convenience, Tables B (Male) and C (Female) in the back of 
this pamphlet (see pages 17-18) pro,·ides the answer to Step I for most 
members. 

STEP #2 

If you 2re .\"ot coordinated with Social Security, figure 

---------- x = ll ________ _ 
Your final compensation % ol final compens3t ion (th" Your monthh' retirement al· 

answer lrom Step !1) luwancc · 

If you are coordinated with Social Security, you paid less in PERS contri· 
but ions so you must reduce your final compensation by $13 3.33 before you 
figure Step #2. Your formu la becomes: 

---------- x -· = ~---------
Your final compensation 

- 5133.33 
':o of fiMI comrcnsation (the Your monthlr retirement al-
answcr from Step •I l l•>wancc 

If you have a combination of service, that is, some of your PERS credited 
service was coordinated with Social Security coverage and some of it was 
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not, then your retirement allowance will be figured taking this into account. 
PERS can do a calculation for you if you are considering retirement. This 

will tell you approximately what your retirement allowance will be and 
what options arc available to you. Just write to Public Employees' Reti re­
ment System, Benefits D ivision. P.O. Box !953, Sacramento, California 
95809, and include this information: Name, Social Security Number, pro­
spccti\'e Retirement Date, mailing address. your beneficiary's Date of Birth 
and his/her relationship (for example, spouse). 

We try to provide this information as promptly as possible. H owever, at 
times our w->rkload is so great that some delay nccurs, so we hope you will 
bear with us. Priority in giving estimates always goes to those who arc close 

, to retirement. 

What .s "Service Credit"? 
In calculating your retirement allowance, you had to use the number of 

years of service. Basically. this is just the number of ye:irs that you arc 
credited with under PERS. However, you may be entitled to extra service 
credit to figure into your retirement fo rmula. Forexample, l\•l ilitary Sen•ice 
may sometimes give you credit. If you have unused sick leave when you 
retire, this may Le credited as service if your agency provides this benefit. 
There are other possible additions which are explained in a separate pam­
phlet on "Service Credit". 

Anv credit that \"OU receive for service before the date on which your 
agency came under PERS is called " prior service". Credit gi,•en for ~vork 
after th:H date is "current service". 

What Is A "Temporary Annuity"? 
A " temporary annuity" is aimed at making early retirement possible for 

those who could not otherwise do so. This plan prO\·ides a temporary 
monthly payment to add to your retirement allowance unti l you reach the 
age when you can begin receiving Social Security benefits. FfJr more infor­
mation on who qualifies and the cost and benefits under this plan, sec our 
scpar:ite pamphlet called "T emrorary Annuity". 

Who! About The Rising Cost of livin 3? 
With rising prices, it is sometimes difficult to get by on a fixed income. 

T hat is why a special provision has been built into you r reti rement plan to 
allow for a cost of living increase. This is :i yearly adjustment you do not 
have 10 apply for. It wi ll autom:nic:1lly Le applied to your account if appro­
priate. The first adjustment will be made in the second calendar year follow­
ing your reti rement. Currently, these inc,·cascs arc limited ton maximum 
annual adjustment of 2% for most agencies. Some agencies have amended 
their contrncts to make tht: maximum ::innual adjustment 5%. 

DISABILITY 

What If I Cannot Work Because Of Injury Or Illness~ 
You must have at least fi\'e years of sen·ice 10 qualify for disabi li ty retire-
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ment: If you arc considering applying for disability, you should request a 
copy of our separate pamphlet called "Ordinary Disability". 

DEATH BENEFITS 

Who Is My "Beneficiary"~ 

For some of the death benefits, you have a right to name anyone you 
choose as your beneficiary. If you name a beneficiary and then marry, annul 
or dissolve your marriage. have a child or adopt a child, you should check 
with PERS about updating your beneficiary designation. Otherwise, the 
beneficiary you named may no longer be eligible. If you do not choose 
another beneficiary, the law provides that death benefits payable will go to 

I) Your spouse. 
2) Your children (if no spouse). 
3) Your parents (if none of the above) . In some cases, parents must be 

fina ncially dependent to qualify. 
4) Your estate (if none of the abo\•e). 

For some death benefits only specific family members are eligible. 

What If I Die Before I Retire? 
If you should die before you retire, PERS provides severa l benefits fer 

your family or a beneficiary n:imed by you. Since there may be choices to 
make, you should discuss these with your beneficiary. 

I. Basic Death Benefit 
Under this benefit your contributions, with interest, will be returned to 

your beneficiary. Your beneficiary will also receive one month of your 
average salary for each year of credited current service which you have. 
There is a maximum payment of six months' salary. 

2. 19S9 Survil'or Benefit-( Monthly Allowance) (Not all agencies offer 
this benefit) 

Only members not covered under Social Security may have this coverage. 
If you are covered under the 1959 Survivor Benefit, you wi ll notice a $2 
deduction from your monthly paycheck or a lesser amount if you are paid 
more than once a month. This benefit consists of a monthly allowance 
which may be paid to your surviving spouse and children. 

a) A spouse is eligible if he/she has not remarried and has eligible chi l­
dren, or has reached age 62 if female, or 65 if male. 

b) Your children arc eligible if they arc under age 18 and unmarried, or 
under 22, unmarried and full-time students. 

If you are covered, your survivors may receive one of thesc monthly 
allowances: 

I. An eligible surviving spouse, until remarriage, with two 
or more eligible children .............................................................................. $430 



. 
2. Or three eJjgible children only .... , .......... : ....... : .................................. $430 
3. An eligible surviving spouse-with one eligible .child .. : ................. $360 
4. Or two eligible children only ............................................................. $360 
;, On~ eligible child only ........................................................................ ·$180 
6. A surviving widow at age 62 or widower at age 65, until 

remarriage ..................................................................... ................................... $180 
7. Dependent parents may also be eligible if there are none of the 

above ........................................................................................................ $180 each 
This benefit may be paid along with the Basic Death Benefit previously 

described. 

3. J9f7 Survivor Beneli't-(Momhly Allowance} 
This applies only if you arc eligible for retirement at the time of death 

(have reached age 50, effective January I, 1976, with at least 5 year~ of 
service}. It is a monthly allowance equal to one-half of what your unmodi­
fied retirem'!nt allowance would have been if you had retired on the date 
of your death. 

The beneficiaries eligible to receive this after your death are: 
a) Your surviving spouse, if you were married at least one year before 

death. Your spouse cannot receive this benefit if remarried. 
b} If you do not have an eligible spouse, your unmarried children may 

collect this benefi , until the youngest reaches age 18. 

' 
If your beneficiary is eligible for this benefit and the Basic Death Benefit, 

only one of them will be paid. H owever, either of them may be paid with 
the 1959 Survivor Benefit. 

What Could My Beneficiary Receive If I Die Before Retirement~ 
If you are not eligible for retirement at the time of death (under the 

minimum retirement age or less than 5 years of credited service}: 

I) Refund of Cc>ntributions 

~j Un tC'I ; 1x months pay 

3) :'\lonthly allowance for spouse :ind children 
(S!SO to $-130) 

} Basic Death Benefit 

or 

If you arc co\·ered by the 1959 Survivor 
Benefit 

If you arc eligible for retirement at the time of death (haw reached the 
minimum retirement age and have at least 5 years of credited service}, your 
eligible beneficiary may receive the benefits listed above or this combina-
tion: · 

I ) ;.Ionthlr payment of one-hair unmodified 
retirement allowance to spouse and chil­
d:en 

2) "lonthly allowance for fpouse and children 
(SlSO to !1430) 

1 

J 
} 

1937 Sun·h·or Benefit 

II you arc covered by the 1959 Survivor 
Benefit 



Is My Family Protected If I Die. Aftor Retiramenn. 
There is a $500 Retired Member Death Benefit (sec page \4). If your 

employer provides it in the PERS contract, you .will also be covered by the 
Survivor Continuance. In addition, you may choose to provide one of the 
optional settlements which are explained later in this section. 

Survivor Continuanet 1Monthly Allowanc&) 
Not all agencies offer this benefit. This benefit provides that part of your 

monthly retirement allowance will be con'tinued to your eligible survivor. 
Your spouse will be eligible if you were married to each other at least one 
year before retirement. Your spouse may receive this monthly allowance 
until death or remarriage. If there is no eligible spouse, this benefit may go 
to your unmarried children tinder age 18. The allowance will continue until 
the youngest unmarried child reaches 18. If there is no eligible surviving 
spouse or children, the benefit will be paid to qualifying dependent parents. 
These :ire the only people eligible to receive the Survivor Continuance. If 
you are nor coordinated with Social Security, the Continuance will amount 
to Yi of your unmodified retirement allowance. If you are coordi nated with 
Social Security, the Continuance will be X of your unmodified allowance. 
If you have a combination of service under PERS with the State or local 
public agency or some: time covered and some ~ime not covered by Social 
Security, special consideration will have to be given to figure the amount 
of your Survivor Continuance. 

Optional Settlements 
When you retire with an allowance, you may, of course, take the highest 

unmodified amount for which you are eligible. On the other hand, you may 
want to take a smaller allowance and provide some -.dditional securit~· for 
your family or other beneficiary. If you have survivors who may receive the 
Survivor Continuance described above, you will only be dealing with part 
of your allowance in figuring options 2, 3 and 4 below. H you are coordinat­
ed with Social Security, you would be able' to modify Y. of your allowilnce 
since X is set aside for the Survi•1or Continuance. If you arc not coordinated 
with Social Security, have eligible survivors, and your agency offers the 
Survivor Continuance, you may modify Yi of your allowance. If you do not 
have any eligible survivors and you retire, or if your agency does not offer 
the Survivor Continuance, you may modify your full allowance to provide 
for anyone you choose. In figuring Options 2, 3 and 4, the sex and age of 
you and your beneficiary will have to be taken into consideration. You 
should keep in mind that your beneficiary under these options may be 
anyone, not necessarily a family member. This does not have to be the same 
person who will receive your other benefits. 

OPTION #1 
Under this or.tion you take a reduction in your retirement allowance. In 

return for this, your surviving beneficiary will receive whatever is left of 
your contributions at the time of your death. How much is left will depend 
mainly on how long you have been retired. Each month when you' receive 



your retirement allowanc'!, a portion of it comes directly:f rom your contri­
butions. So .the lump sum which .you have on account gets smaller .each 
month. Under Option # 1, whatever you have left at the time c f your death 
is payable to your surviving beneficiary. · 

OPTION #2 
This option reqGir(!S the largest monthly reduction in your allowance. 

But, in return, when you die your· surviving·heneficiary will receive the 
same modified amount you w~re getting for his/her life. 

,, . . 
. £~:ample #I: Without Survivor Cominuance--

Pe~e Peers is retiring at age 60 with a $350 unmodified allowance. His 
agency._dces not offe.r the Survivor Continuance, so he will modify the 
\\-'.hole amount to provide for his 55 year old wi(e. He takes a reduction of 
$94.50, which makes his modifiecl retirement allowance $255.50. His wife 
will be eligible for this same amount each month afu;r his death,. if she 
survives him. 

Example # 2: With a }{Survivor Continuance­
(Not covered by Social Security) 

Sid Service is retiring at age 55 with a $300 unmodified allowance. His 
agency offers the Survivor Continuance and, since Sid is not coordinated 
with Social Security, this will be Yi of his unmodified allowance, or $150. 
To provide more security for his 57 year old wife, Sid chooses Option # 2. 
He takes a reduction of $28.80 on his remaining $150. This makes the 
modified part of his allowance $121.20. 

For his life he will now be receiving: 

$t5o.oo· 
+ 121.20 

$271.20 

Ear-marked for fut ~re Survivor Continuance 
Modified portion for life 

TOTAL MONTHLY ALLOWANCE 
He has now guaranteed that his wife, if she survives him, will receive the 

same modified amount of $121.20. She will also receive the Survivor Con­
tinuance of $150.00 until she remarries. 

After his death, Sid's wife will receive: 

$150.00 
+ 121.20 

Survivor Continuance, until remarriage 
Modified portion for life 

$271.20 TOTAL MONTHL./ ALLOWANCE 
This means that both Sid and his wife are entitled to $271.20, He will 

recc!ive it 1.mtil his death and at that time his wife will become eligible. 

Examplt.• #.I: With a}{ Survivor Continuance-;­
(All service covered by Social Security) 

Joe Bene':its is ,·etiring at age 58 with a $400 unmodified allowance. His 



wife, w~o he. wants to provide for;' is age 54. She may receive a Survivor 
Continuance of Y. of Joe's unmodified allowance, or $100. Therr.fore, Joe can 
modify the remaining X of his allowance, which is $300. On this amount hi' 
rakes a reduction of $75.00, making it $225.00. 

For his life he will now receive: 

$100.00 
+225.00 

Ear-marked for future Survivor Continu:rnce 
Modified portion fcir life 

$325.00 TOTAL MONTHLY ALLOWANCE 
He has now guaranteed that his wife, if she survives him, will receive the 

same modified amount of $225 upon his death. She will also receive the 
Survivor Continuance of $100 until she remarries. 

After his death, Joe's wife will receive: 

$100.00 
+225.00 

$325.00 

OPTION #3 

Sur\'ivor Continuance until remarriage 
Modified portion for life 

TOTAL MONTHLY ALLOWANCE 

This requires less of a reduction than Option # 2, but it provides less for 
the beneficiary. The payment to the beneficiary will be one-half of the 
modified part of the monthly retirement allowance. 

Example #I: i·f'irhout Survfror Continuanct' 
Pete Peers is retiring at age 60 with a $350 unmodified allowance. His 

agency does not offer the Survivor Con.tinuance, su he will modify the 
whole amount to pro\•idc for his 55 year old wife. :-le takes a reduction of 
$54.60, which makes his modified retirement allowance $295.40. His wife 
will be eligible for halfof thi'> amount, or $147.70 each m:)nth after his death, 
if she survives him. 

Example # 2: Wirh a }{Survivor Continuancl'­
(Not covered by Social Security) 

Sid is retiring at age 55 with a $300 unmorlified allowance. His agency 
offers the Survivor Continuance and, since Sid is not coordinated with 
Soda! Security, this will be Yi of his unmodified allowal)ce, or $150. To 
provide more security for his 57 year old wife, Sid chooses Option # 3. He 
takes a reduction of $15.'JO on his remaining $150. This makes the modified 
part of his allowance $1H.IO. 

For his life h: will now be receiving: 

$150.00 
+ 134.10 

Ear-marked for future Survivor Continuance 
Modified portion for life 

$284.10 TOTAL MONTHLY ALLOWANCE 
He has now guaranteed that his wife, if she survives him, will receive Yi 



of the modified amount, or $67.05. She will also receive the Survivor Con­
tinuance of $150 until she remarries. 

After his death, Sid's wife will receive: 

$1.50.00 
+67.05 

$217.05 

Survivor Continuance until remarriage 
Yi of modified portion for life 

TOTAL MONTHLY ALLOWANCE 

E:'famplc # J: With a Y. Survivor Continuance­
(All service coordin'a;ed with Social Securi ty) 

Joe Benefits is retiring at age ;8, with a $400 unmodified allowance. His 
wife, who he wants to provide for, is age 54. She may receive a Survivor 
Continu:.ince of Y. of Joe's unmodified allowance, or $100. Therefore, Joe can 
modify the remaining Y. of his allowance, which is $300. On this amount, 
he takes a reduction of $42.90, making it $257.10. 

For his life he will now receive: 

$100.00 
+257.10 

$357.10 

Ear-marked for future Survivor Continuance 
Modified portion for life 

T OTAL MONTHLY ALLOWANCE 

He has now guaranteed that his wife, if she survives him, will receive Yi 
of the $257.10 modified por tion, or $128.55. 

After his death, Joe's wife will receive: 

$100.00 
+ 128.55 

$228.55 

OPTION # 4 

Survivor Continuance, until remarriage 
Yi of m1.-dificd port ion for life 

TOT AL MONTHLY ALLOWANCE 

This option can be tailor made to fit your ~pecial needs. It lets you leave 
a certain amount for the beneficiary of your choice. T he- plan must be equal 
to the other options in cost to your employer. This cakes into accou nt many 
elements, such as the life expectancy of you and your beneficiary. If you arc 
considering an Option #4, contact PERS for assistance in setting up an 
acceptable plan. All Option 4's must be approved by the PERS Board of 
Administration. 

Retired Member Death Benefit 

Regardless of what allowance you choose, you are covered by this benefit. 
Upon your death after retirement, $500 will be paid to your beneficiary. 

HOW DO I APPLY FOR THESE SENEFITS1 

Retirement 

I. Get a copy of Form 369 from your Personnel Office. This is the Ap-
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plication For Retirement you need to complete and mail to the System. To 
ensure timely processing, it should be received by the Retirement System 
at least 90 days before you intend to retire. 

2. If you intend to select either Options 2, 3 or 4, you may need to present 
proof of your beneficiary's date of birth. If your beneficiary is your spouse, 
you will need to provide your marriage license. 

3. About one month before your retirement date, you should receive 
Form 898, Election of Retirement and Beneficiary Designation. Read this 
form carefully and fill it out completely. You will be asked to choose 
whether you want one of the four Optional Settlements. Then sign it, have 
it notarized and return it promptly through the mail to PERS headquarters 
i.n Sacramento. 

DEATH BENEFITS 
1. If you die while still working, your employer will notify PERS. If you 

are retired at the time of death, a family memb\!r or a fric:id shoult;I ootify 
PERS by a letter or a phone call. 

2. Your beneficiary will receive an affidavit from. PERS with a request 
for a certified copy of the death certificate and a newspaper clipping an­
nouncing the death. 

THINGS TO REMEMBER WHEN YOU GET READY TO RETIRc 
I. HEALTH INSURANCE-Before you retire, check into the possibil­

ity of keeping your present health insurance or getting a new plan. It is 
important that you do this before your retirement date, since retired people 
sometimes find it difficult to get health insurance. 

2. TAXES-Make an appointment with an IRS Agent and a representa­
tive of the State Franchise Tax Board, or your private tax consultant. They 
can explain the situation regarding the taxability of your retirement allow­
ance. 

3. SOCIAL SECURITY-If you have been contributing to Social Secu­
rity, you should check with your local Social Security office and see what 
your benefits may be. 

WHAT ABOUT WORKING AFTER RETIREMENT? 
It is sometimes possible to come back to your old job or to take a new State 

or Public Agency position after retirement. PERS must agree to reinstate 
you before you begin work with any agency covered by the System. You 
will have to meet health, age, and other ,·equirements to be reinstated. When 
you return to work, you will stop receiving your retirement allowance until 
you retire again. Then we will re-figure your allowance, adding your new 
years of service. There is also a provision which allows you to work up to 
90 days in a calendar year (effective January I, 1976) without it affecting 
your retirement. 



tCT'S EXPLAIN SOME OF THE TERMS 

BASIC FOR~vtULA-This is the fo rm1J!a we use to figure your unmodi­
fied (highest) retirement allowance. You will find it explained on Page 6. 

BENEFICIARY-A benefa.iary is a perso.n who will re<:ei,·e PERS bene­
fits in case of your d-::r.~!. See Page 9. 

DISABILITY-You are unable to perform the duties of you r job due w 
an illn-: ~~ or injury.·See Page 8. 

F INAL COt-.t PENSATIO~-This is an importanr figure used in cal­
culating your retirement allowance. It means the highest average monthly 
pay earnable by you during a ccmin period of time. For employees of some 
agencies we use a twelve month period to figure final compensation. an<l for 
others a 36 month period. 

MODIFIED-You mav modifv (reduce) vour retirement 311owance to 
provide extra security fo~ your beneficiary. 'fhis means that you receive a 
smaller allowance for the rest of your life. Sec "Optional Settlements", Page 
11. 

RECIPROCITY-This is an agreement between PERS. m:lny counties 
and other public agencies with local independent retirement systems. It 
provides that if you go to work under any of.them and lea,·e your money 
with PERS, vou will not lose rnur PERS credit. • 

.SERV ICE.CREDIT-Basically. this is credit for the number of years you 
have worked under PERS. See Page 8. There are some additional types of 
service credit which 3rc explained in :i sep:irate pamphlet on that subject. 

UNMODIFIED RETIREMENT ALLOWANCE-This is the max­
imum retirement allowance payable to you by the System without tak ing 
into account the effect of any option you might choose. · 
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Whom Do I Contact If I Have Further Questionsl 
You may write directly to these addresses, or you may arrange an inter­

view with Area Office Representatives who travel to your area regularly. 
To set up an interview, contact your Personnel Office, or write to the Area 
Office nearest you. 

los Angeles Areo Office 
Room 4005 
107 South Broadway 
Los Angeles, CA 9001 2 
Telephone: '(213) 620-4410 

Son Bernordino Office 
Room 446, State Building 
303 West Third Street 
San Bernardino, CA 92401 
Telephone: (714) 383-4431 

ADDRESSES OF AREA OFFICES 

Socromenlo Ar"o Office 
P.O. Box 1953 
Sacr.imento, CA 95809 
Telephone: (916) 322-SISO 

PERS HEADQUARTERS is locoted ol: • 
1416 9th Street 
Sacramento, CA 95814 

Moiling Addros: 
P.O. Box 19H 
Sacramento, CA 95809 

Son Froncisco Areo Offico 
I Ith Floor 
100 \'an Ness A\'enuc: 
San ' Francisco, CA 94102 
Telephone: ( 41 S) SS7·0582 

Son Diego Office 
Room 5068, State Building 
I JSO Front Street 
S3n Diego, CA 92101 
Telephone: (714) 2J6-76H 
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Appendix 3 

' I 

LETTER FROM DAVID H. DOTY, CITY MANAGER, BELL­
AIRE, TEX.; TO GARY GOOD, SENATE SPECIAL COM­
MITTEE ON AGING, DATED APRIL 13, 1976 

DEAR Mn. Gooo: There are two primary reasons for t!ie city of 
Bellaire's interest in seeking to resume social security coverage for 
its employees. . 

First, we partidpate in the Texas Munici,t>al Retirement System 
which has a re}atively Jong-term vesting period and is transferable 
only to other participating agencies. An employee who comes to us 
from private industry or a municipality wluch does not participate 
in the Texas Municipal Retirem~nt System cannot transfer retire­
ment benefits. Likewise, an employee leaving our service, going to 
private industry, or n. nonparticipating city, will Jose retirement 
benefits. · · 

The second reason that we attempted to reestablish social security 
coverage is 11 firm staff relief that somewhere in the future-probably 
not too distant-taxes assessed by the National Government will be 
used to suppo1·t social security retirement benefits; thus, employees of 
agencies that do not participate will ·be excluded from the benefits 
their tax dollars are helping to provide. 

Should you wish more mformntion with regard to these matters, 
please contact me. 

Sincerely yours, 
DAVID H. DOTY, City Manager. 

(58) 

0 

• 





.. f • - . 

A LASKA Pusuc E MPLOYEES JA.ssoc1Ar10N 
• • ••• •••• " • ••• • ••••••••• • ' ....... . f •• •••••• • ••• 

STATE HEAUQUARTERS: 13> SEl'IARO STR(CT. !.IJI TE :f.S. JUllEAO. ALASKI\ 91301 • TELEPl!Olt(: 1'10/1 1~6·1 J!J 

March 1977 

Dear State Employee: 

Enclosed is a report prepared by the Alaska Public Fmployees Association 
regarding dn issue of vital interest to al 1 state employees. \Hth the 
help of concerned members across the state, APEA has intensf\'ely reviewed 
the question of the State of Alaska's withdrawal from the Social Security 
system. After eight months of study, it is our conclusion that state 
employees will greatly benefit from Social Security withdrawal if the funds 
which are currently contributed to that system are re-i nvested elsewhere. 

This report contains a comparison of Social Security benefits with those 
of the Public Employees' Retirement System as well as a list of rccot1J11ended 
improvements to the P.E.R.S. made possible through the invest~ent of former 
Social Security contributions. Most of the questions you may have regarding 
the future of Social Security, its funding problems, and the real worth of 
the benefits it promises, are answered in this study. We feel confident 
that 11hen you have read this report and studied the issues you will agree 
that withdrawal from Social Security is a wise decision. 

At the request of APEA, legislation has been introduced requiring that the 
decision concerning continued participation in the Social Security system 
be left to state employees. If it is successful, that legislation will 
establish an employee referendum to detennlne the issue and will secure ~11 
contributions to the Social Security system, both the employer's and the 
employees', for future investment 1n other retirement systems. 

The advisory ballot included at the beginning of this report is designed 
to demons trate the concern of state employees regarding this issue . When 
you have reviewed the facts, please mark your ballot, tear out, and drop 
in the nearest mailbox. No postage is necessary. Recofl'IT'endations corres­
ponding to the questions on the ballot are contair.ed on pages 15-17, 24-25, 
JO, 34-38, 39-40. 

Please do not delay. The option to withdraw from Social Security is a 
once- i n-a-1 if et in:e opportunity to pro vi de subs tan ti a 1 security for your 
retirement years. If you would like more information on the subject or 
would like to organize a special meeting to discuss the issue, contact 
APEi\ Headquarters. ( 

s1nce'.:1y,_c../J1;/d---J \ 
{)/~// --/ 

Michael ~rray, Jr. 
Chai rtnan 
/\PEA Convnf ttee on Socia 1 Sccuri ty Withdrawa 1 
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ALASKA PUBLIC EMPLOYEES ASSOCIATIOll 

REPORT 

TO ALL EMPLOYEES OF TllE STATE OF ALASKA COllCERtlHIG THE DESIRABILITY 

OF WITHDRAWAL FROM THE SOCIAL SECURITY SYSTEM; 

AllD 

A BALLOT WHEREBY EMPLOYEES OF THE STATE OF ALASKA MAY ADVISE 

THE ALASKA PUBLIC EMPLOYEES ASSOC IATIOll: 

A. WHETHER PUBLIC EMPLOYEES llAllT TO OPT-OUT 

OF THE SOCIAL SECURITY SYSTEM; 

B. WHAT BENEFITS, IF AllY. SHOULD BE IMPROVED 

WH ICH MAY BE LOST TO SOME EMPLOYEES BECAUSE 

OF \HTHDRAWAL FROM THE SOCIAL SECURITY SYSTEM. 
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PLEASE TEAR OUT, FOLD, AND MA IL. 

ADVISORY BALLOT 

Check One 

) Member of General Government Unit 

) Supervisory Unit 

) Other Bargaining Unit 

) Not Organized 

Do you favor withdrawal from the Social Security System. yes ( no ( ) 

If you voted yes tu the first question; is your vote based on the ~indftion that 

the money which the State of Alaska and the employees of the State of Alaska are 

contributing to Social Security be used to improve the benefits of the Public 

Employees Retirement System. yes ( ) no ( ) 

Please indicate order of priority: First priority mark 11; second priority mark il2; 

third priority mark ilJ , P.tc. If you are opposed to any item mark no, note 

additional comments on back of ballot. 

( ) Increase retirement compensation to 2~% for each year of credited service. 

All state employees become eligible for retirement after 20 years credited service. 

Equal benefits for occupational/non-occupational d~ath & disability. 

( ) Increase death & disability benefits to 50% of monthly earnings. 

( ) Extend death & disability benefits to employees who leave state service. 

( ) Provide death and disability insurance for temporary employees. 

PLEASE TEAR OUT._ FOLD._A~. 



Po•t•11 • Will le Paid ly-

ALASKA PUBLIC EMPLOYEES ASSOCIATION 

130 Seward Street, Suite SOB 

June1u, Al11k1 99801 

FIRST CL.ASS 
PERMIT N•. 31 

Junt1v, Ak, 



Ill STORY 

Being the rP.presentative of the largest group of state employees , llPEA has 

over the years received considerable input from these employees and others 

expressing thrir desire to 1~ithdraw from the Social Security system. With this 

in mind, llPEI\ negotiators entered into an agreement with the State of Al~~ka 

to jointly conduct a study t o determine the desireability of terminating par­

ticipation in the Social Security system for employees of the State of Alaska. 

The result of this agreement is the report rlrepared by Wil 1 iam M. Mercer, and 

is referred to hereafter as the Mercer Rt:!port. 

The federal l aw which establist.es the Social Security system prc.vides thdt ii 

public employer may 1tithdraw from the Social Security system after two years 

ad•1ance notifica'tion of withdrawal is given. The State of Alaska gave such 

notfficat•ion in Oece1Pber, 1975 and, unless the State advises the Social Security 

Administration otherwise, the employees of the State of Alaska will not make 

contributions to that system afte1• Oecemoer, 1977. 

This report is not intended to be an in-depth study of t~c Social Security system 

but, rather, to make reconvnenda ti ons based on the Mercer Report, a report prepared 

by the prorcssfonal staff of APEA, information published by the Social Security 

Administration, the Public Employees Retirement System, the U.S. Senate Subcommittee 

on Aging, and other information gathered concerning other public employ<!rS who 

have ~1ithdrawn from the Socia 1 Securl ty sys tern. More importantly, however, this 

report a l so contains a ballot 1·1hich gives the em11loyees of the State of l\laska 

what may very well be a once-in-a-lifetime opportunity to express their wants 



and needs concerning their future security and retirement. 

The informa tion collected from this ballot 11ili be used, as much a· is practical, 

to formulate a list of priorities for the purpose of drafting legislation that 

will effectuate tho::epriorities. APEA's main lobbyin9 effort during the lg77 

session of the legislature ~1il I be the passage of this legislation. If the employees 

of the State of Alaska actually do opt-out of the Social Security system, assuming 

that they vote to withdraw, the benefit they may derive from that action wi 11 depend 

greatly on the success or failure of this legislation. 

II 



FOREWORD 

Why do so many employees ~1ent to withdraw fron the Social Security systemi' 

A recent survey conducted by APEA showed that 2/3 of the approximately lSO'J 

employees 1·1ho responded •o that survey \'/anted to "opt-out " of Social Security. 

Why is tt:is? ls the system really that bad? There is no question that somP. 

employees want to opt-out because they think th~ t the system is "going broke." 

Others want to opt-out because they think that after they l~ve established their 

40 qui\rter cl igibil ity they ~1i ll be eligible fer the maximu;n benefits provided by 

Social Security; for those employees there is no point to pouring more money into 

the system since they think they will not get any r.iore out of it. 

Both of these groups of employees arc mistaken. In the first place, the system 

can never go broke. It is, quite literally, as strong as the U.S. Government 

itself. Or, to put it auother way, it is as strong as the government's ability 

to collect taxes. What this means is that the government will simply raise 

Social Security taxes whenever the system needs more mont>y to fund the programs 

it provides. As for the second group of employees who think they need only "40 

quarters In," this report should clarify many of the;r misconceptions. However, 

it is safe to assume that the majority of employees who want to opt-out of Social 

Security do so because they feel they would receive greater benefits at retire­

ment if the money that both they and the State are presently contributln9 to 

Social Security was invested, Instead , in the Puhl ic Employees Retirement System. 

\'here is no question that Social Security taxes are certain to Increase drama­

tically in the future now that the taxable wage base is tied to the Consumer Price 

1. 



Index. The tax (currently 5.85%) on the taxable wage base is also certain to 

increase. Although benefits are also tied to the Consumer Price Index, what 

these benefits will cost in the way of Social Security taxes to individuals 

cannot now be accurately predicted, With this "double indexing" of the Social 

Security benefit formula, some actuaries have projected Social Security benefit 

costs under the r.urrent system will reach as high as 3()X to 50% of taxable pay 

in the years 2020 to 2050, That is, for many of us, eight to twelve times what 

we are now paying. Mr. A.II. Robertson, Chief Actuary of the Social Security 

Administration, in a speech he gave in October , 1975, said that, •·Based or. 

current projections of income to the Social Security system and benefit payouts, 

the current Social Security tax rates are insufficient to thl.' extent that the 

Social Security Trust Fund could bl? depleted by 1982." 

TllE MAXIMUM BENEFIT PAYABLE TO AN lllOiVIOUAL WHO RETIRED AT AGE 65 !ti 1976 WAS 

$364 PER MONTll. THE ~POUSE OF Tlll\T HlDIVIOUAL WOULD RECEIVE 50% OF THAT BENEFIT, 

Al.SO AT AGE 65. 

It is difficult to imagine how anyone could live on this ar.1ount of money today. 

/!everthe 1 ess, many do, a llhough l t is co:m1on kn01·1l edge that the standard of 

living among retired persons , living entirely on Social Security, is one of the 

lowest In the United States . The mon thly check from Social Security is barely 

enough to provide shelter for these individuals, let alone fooJ or any luxuries. 

So it fs little wonder many of them end up living out their lives in some old-age 

home or turning their Social Security checks over to some other institution so 

they can survive. It Is a national disgrace that 1·1e, a nation of incredible 

wealth, systematically do this to our p.wcnls and grandparents. Perhaps, con­

sciously or subconsciously, this is 1;hy ma ny people want to get out of Social 

2. 



Security. As most work~rs are unable to accumulate enough wealth during their 

wor~ing years to er.able the~ to maintain their standard of living after ret:re­

ment, it would be prudent indeed for any worker to take adnntage of an opportunity 

that •1111 assist him in providing security for his retirement. 

Such an opportunity is now at hand. If the employees of the State of Alaska 

withdraw from the Social Security system and, if the money that both the employees 

and the State are now paying into Social Security is reinvested in the Public 

Employees Retirement system, retirement benefits from P.E.R.S. can be substantially 

improved. 

All EMPLOYEE l\HO RETIRED FRO!·I STATE SER'llCE AFTER 30 YEARS WOULD RECEIVE 75:! OF 

THE AVERAGE OF ms THREE HIGll YfARS' EAR::rnGs IF TllE BEllEFIT FORMULA WERE Irl-

CREASEO TO 2-1/2X. All EMPLOYEE WHO RETIRED AF TER 20 YEARS' SERVICE WOULD 

RECCIVE so~ . 

What may be even more important, especially to young employees, is that under 

the P.l..R.S. t hey are eligible for a pension whilrt they are still relatively 

young. An increased bene, it formula could provide the r.ieans for these en:ployees 

to advance their education or to pursue other careers. In any case, it 1>ould 

provide any career employee a benefit which would allow him to retire with the 

confidence of knowing that his future is secure. 
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COMPARISO:I OF FUTU?.E P.ETIREMEUT BEllEFITS 

PUBLIC E:-lPLOYEES RETIRH:E1iT SYSTEM/SOCIAL SECURITY SYSTEM 

We do not get a realistic picture of what retirerr<?n t benefits are worth if we 

co:npare future Social Security benefits 11ith future P.E.R.S. benefits. The 

numbers that these kind of projections produce are so inflated, few are able 

to recognize their relative value . l/evertheless, because the Mercer ilcport 

contains a table (sec page 10 of this report) slio1~ing "estimated future morithly 

Socia l Security retirement benefits at age 65", it is necessary ~1hen consid("'ing 

withdrawal from Social Security, that employees be able to make a comparison 

bcb:cen those benefits and what benefits they could receil·e from the P.£.R.S. 

in the future in the event of wl thdrawa 1 from Social Security. 

With lllis in mind, the Cormiittce has included in this report a table (shown on 

page 7 ) showing estimated future monthly P.E.R.S. retirement benefits at age 55, 

However, it must be noted that these beneiits are based on a 2-1/2:: benefit formula, 

(the present benefit fornru la is 2:'. ) and that these benefits would apply only to 

thos~"hypothclical employees" listed in the two columns to the left of the table. 

Also, il should be noted that these beneiiLs are based on ~he assumption Lhat 

salaries will increase al the annual rate of 6~ . The 6~ figure was used to 

parallel the assumption 111adc in the l·:ercer Report, i.e . that future increases 

in Lhc taxable wage base would be at the annual r.lle of 6°.. (As explained else­

where in this report the taxable wage base is the maximum i1mount of annual 

earnings subjei.:t to Soci<1l Security tax. Ho1~ 111uch that a111ount \~ill be increased 

\ S determined by the 1wcra9i:? increase in wages of workers from one year lo the 

next.) 
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EXPLAllATIOll OF FUTURE RETIP.rnEllT BCllEFITS 

WhEn first examining the table showing "Estimated Future Monthly P.E.R.S. 

Retirement Benefits at Age 55", most people find it difficult to a.::cept the:> fact 

that these numbers represent a realistic projection of ~:hat it will cost for 

employees who retire in the future to maintain the same level of retirement 

benefits as employees who are retiring now. Although these numbers are based 

on an increased benefit formula, it must be emphasized that most l'IOrkers who 

receive these benefits in the future will not be eligible to receive Social 

Security benefits based on state service. That is, of course, assuming that 

the State of Alaska withdraws from the Social Security system. It must also be 

noted that. the cost of providing the increased benefit formula will be paid for 

with the money that is presently going into the Social Security system, and will 

not be an additional cost to either the e~~loyees or the State of Alaska. In 

view of the fact that neither the employees or the Sate of Alaska have any control 

over what future Social Security costs ~/ill be , withdrawal from that system should 

result in a savings to both the employees and employer. 

When examining future retirement benefits of the P.E.R.S.
1 

it may be useful lo 

show whnt those benefits are worth in 1977 dollars. Pagl! 6 of this report shows 

estimated monthly P.E.R.S. retirement benC!fits at age 55, 11ith a 2-l/2Z benefit 

fomiula, for employC!es who are eligible for retirement now. It can be assumed 

that these benefits have a relative value! equal to the future P.E.R .S. benefits 

shown on page 7. 

5. 
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ESTll·V1TED CURREllT l·:O:ITHL Y P. E. R. S. RETJilEfl,EflT 8Et:EF IT 

AT AGE 55 ~llTH 2-112;; BCllEFIT FOm·:Ut A 

Est. P.E.R.S. Est. P.E.R.S. Est. P.E.R.S E~ t. P. E. R. S . 

Re ti rer.1en t Relirement Retirement Retirement 

benefit benefit benefit benefit 

3 high yr. 3 high yr. 3 high yr. 3 high yr. 

average ave1·age average average 

515 ,300/xr $20,000/>:r $25 1000, lr S30,000/yr 

$159.38 $208.33 $260.'12 $312. 50 

$318.75 $416.67 $520.83 $625.00 

$478.13 S625.00 $781.25 5937.50 

$637.50 $833.33 51041.67 $1250.00 

S7g6,88 $1041.67 $1302.08 $1562.50 

$956.25 $1250.00 $1562.50 $1875.00 

Assumptions: 

( 1) 2-112,; benefit formula "X" 3 high year average 

(2) Employee does not elect survivor option 
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ESTIHl\TEO FUlURE MllTllLY P.E.R.S. RETlllfl.\EllT BEllEFIT 

AT AGE 55 
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"'"' Est. P.E.R.S. Est. P.E.R.S. Est. P.E.R.S. U'I .... Retirement Retirement Retirement 0 OJ 

"' benefit benefit benefit "'"' ... Current salary Current salary Ct.rrent salary "'., 
"'"' Sl5,300/yr S20,000/F S25,000/~r >-

5 $201.21 S263.02 S32B. 77 

10 S538.52 $703.95 $879.94 

15 $1081.00 S1413.07 51766.33 

20 $1928.82 $2521. 33 $3151.67 

25 $3226.50 $4217.65 $5272.06 

30 $5181.35 $6773.00 $8466. 25 

Assumptions: 

(1) Future salary increases at annual rate of 6%. 

(2) 2-1/2% benefit formula "X" 3 high year avera9e 

(3) Employee becomes age 55 while in : tc service. 

(4) Employee does not elect survivor option. 

Est. P.E.R.S. 
Retirement 

benefit 
Current salary 
SJ0.000/~r 

S394.52 

$1055.93 

$2119.60 

$3782.00 

$6326.47 

$10,159.50 

Note: llhen comparing P.E.R.S. retirement beneiits to those of Social Security, 

it should be noted: 

"' "'"' OJ 
>,OJ 
0 Cl 

..... "' a. 
E"' w OJ 

E 
.... 0 
"'v OJ OJ 
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1982 

1987 

1992 

1997 

2002 

2007 

(1) That full Social Security retirement benefits do not begin until age 65. 

(2) That most employees 1~il1 r~ceive a Social Security retirement benefit 

at age 65 at so1ne level, in addition to the P. E.R.S. benefit. 

(3) That Social Security benefits are not subject to federal t.ix. 

(4) That P.E.R.S. benefits arc not ~subject to state and local taxes in Alaska. 

(5) That P.E.R.S. benefits arc not subject to federal tax until after 

retirement benefits paid to an indiv16ual exceed the indivldual•s 
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(5) contributions to lhc P.E.R.S. system. 

(6) That many employees 1·1111 be in higher salary Nnges before retirement 

age because of promotions. 

(7) Employees who retire at age 55 under P .E .R.S . will receive payments 

from that sys tern for JO years ( 120 months) before Socia 1 Security 

benefits begin. That is , for employees with 30 years' service whose 

current salary is $15,300: $5181.35 x 120 months = $621,762.00 before 

Social Security benefits begin. For employees whose currenl salary is 

$30,000 : Sl0,159.50 x 120 months ~ Sl ,219,140.00 before Social Securily 

benefits begin. With a 4t annual cost of living adjustment, these 

10 year totals would be increased by 1q0;:: . An employee whose current 

agt is 25 and who is currently earning $15 ,JOO annually, and who retires 

from the P.E .R.S. at age SS at SSlBl.35 per n:onth, would be receiving 

$7670 per rr.onth at age 65 if a 4'A annual, post- retirement, cost of living 

adjustment were in effect 1~hen he retired. 

Included in this report is a table from tl1e Mercer Report showing esl imated monthly 

Social Security retirement benefits al age 65. Al though it is safe to assume that 

the Social Security benefits sho•"n in that lable are correct, based on the assumptions 

made, it ~:ould have becn helpful if more information had been provided concerning 

Assumption F.5, ie. "All workers remain eligible for Social Security benefit at 

sor.ie level." For instunce: Line 1, Current aye 30 , in the column showing "Estimated 

Social Security Retirement Benefit - r Termination from OASDI {$400, to an individual/ 

$600 with spouse benefit), 

The table sho1~s that the worker termin;ited frc.m Social Security at age 30. /\t 

that time he could have had as many as ICJ or 12 years in the Sociai SPcurity 

system while working for the st<1le. He could ti1cn have continued 11orkin9 for the 

8. 



state , after termination from Social Security, for another 20 years and retired 

under the P.E.R.S. at age 50. The que5tion is: did that employe«? then go to 

work for an employer who was in the Social Security syst!?m? If he did, he would 

gain 15 more years of Social Security cr«?dits. The next logical questiC'n is: 

how many years did this worker contribute to the Social Secu1 :ty system and when, 

during his career, did he make the contributions which entitled him to a S400.00 

retirement benefit? 

9. 



WILLIAMM 
MERCER 

Table l 

Estimated Monthly Social Secur ity Re t irement Benefit 
At Age 65 

r.s ti mated Estimated Social Secu-

Social Security Socia 1 Security rity Retire-

Retirement !lene- Retirement Bene- ment Benefit 
Lost in 

Socio l Security 
Re:tircrnent 
Benefit Lost -
~Ii lh Spouse 

Currcnl fit - Continua- fit - Termination 
tion in 01\SOI From Of1SOI Termination Oenetit 

,..-
~£._ 

$ 3,1\24 s 5,136 
30 $ 3,824 $ 400/S600~ 

35 $ 2, 793 s 578/$867* s 2,215 s 3,323 

40 s 1,960 $ 595/$092* s 1,373 $ 2,050 

45 $ 1,1\23 S 545/S8t7 • s 878 s 1,317 

50 $ 1,060 s 499/$748* $ 569 s 854 

•with spouse's benefit 

Assumptions 
(1) Future increases in \\age base al the annual rate of 6~. 
(2) Future incrNscs in the cost of living at tlie annual 

rat~ of •\'~ . 

(3) Spouse is sum<? i'ge as 1·mrker. 

(4) Worker ' s earnings in all years equal or exceed the 11age 

base. 

(5) fill 1-101·l:crs rc:nain el igil>le for Social Sccut'i ty benefit 
al so1r.e level. 

In cou:pa ring lhe Licn~fils of the altcrnalive progrums to 
lhost? of Soci~ 1 Sr,uri ~Y, lh·l col u:i n hc,,lli!d "Soci .l l Security 
Retirc1H•nt Bcncfil Lost - \lilh Spciu.;2 G~nefll" should lie used. 
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When c:onsidering withdrarldl from the Social Security system, the question of 

portability invariably arises. That is, that benefit accrual is fully portable 

for employees ~1ho ~o from one employer to another, so long as those employers 

participate in the Social Security system. Whereas, under the P.E.R.S., when 

employees leave state service benefit accrual stops, although they stil l may be 

eligible to receive retirement and death benefits. It sh.,uld be rooted that, 

currently under the P.E.R.S., any ell'ployee ~1ho leaves state service before 

reaching retirP.meffc agP. and who has at least 5 years of credited service ;~i1 1 

still be eligible for a retirement pension at age SO or 55 if he has not with­

drawn his contributiens from the system (i .e. a deferred, vested member). His 

retirement benefit will be based on his years of credited service. 

It should also be noted that, should this same employee die before retirement 

and after leaving state service, the surviving spouse may, at his or her dis­

cretion , receive either the lump sum death benefit or the 50~ joint and survivor 

option, based upon the deceased employee's credited service . In addition, any 

person who is receiving a retirement benefit from the P.E.R.S. is also entitled 

to major medical insurance coverage. But they do not accrue credited 

service when they leave state employment and they are not eli9ible for any dis­

ability benefit after leaving state service. 

However, under the latest revisions in the P.E.R.S., the death and disability 

benefits for employees who either die or become disabled while in state service 

and ~;hose death or disability resulted from occuputional cuuses , are not oased 

on credited service . In the case of death, the surviving spouse will receive 

40% of the deceased employee's monthly eurnings at the time of death, until such 

time, if the deceased spouse had 1 ived, he 1~ould have been el lgible to retire. 

At that time the surviving spouse wil 1 receive the nonnal retit"cmcnt pensic:i.~ ....... · ..-.. -
4

-- .. ~· ................ -- .. 
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based on the deceased employee's three high-year earnings, with service credit 

up to his ret·:rement age, had he l ived. 

In the case of disability , the disabled employee also receives 40: of his current 

monthly salary until he is eligible for retirement. Ai that time, he receives the 

normal retil'EJment benefit based on his earnings at the time of disablement. The 

period of disability constitutes credited service. 

It is the c,pinion of this col'M!ittec that if the State of Alasl:a withdraws from 

the Social Security system and if the recomnendations described elsewhere in 

this report concerning death and disability benefi ts' affecting employees who 

leave state service are implemented, employees who leave state service will have 

adequate death and disability protection if they are not covercc! by Social 

Security and until such time as they may be eligible to receive these benefits 

from Social Security. 

Another area of concern for some people is that the federal Government will 

change the law 1~hich allows public employers to withdraw from Social Security 

or they will use genera l fund revenues to support the benefits of the Social 

Security system. The reason the f'edcra l Government a 1101~s public cmp 1 oyers a 

choice in participating in Socia 1 Security is due to the filct that it is 

questionable 1~hether it is constitutional for the Federal Government to force 

public employers to belong. Even if the law is changed, it is doubtfu1 whether 

it would ilpply to public employers who had already withdrawn. 

lls to the question of using general fund revenues to support Social Security 

benefits; this is quite possible. If this occurred after the State of Alaska 

witlldrew from the Social Security system, pub i ic employees would, ill fact, be 
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paying for som!! Social Security benefits by virtue of the fact that they pay 

federal taxes. If this were to happen, it is fairly safe to assur.:e that tongress 

would, at the same time, make some benefits available to individuals ~:ho are 

not in the system, especially when one considers that ther!! are so many federal 

empioyees, and they are ~l in the Social Security system. 

As previously noted in this report, Social Security benefits are no'll tied to the 

Consumer Price Index. This was done , of course , to prevent inflation from re­

ducin9 the buyi ng power of retired wor~ers living on Social Security. flow that 

this featur'? has been in effect for several years, there has been considerable 

concern expressed in the U.S. Congress about the cost of ~aintainir.g that pro­

vision . Thus. there is so~:e pcssibility that Congress might put a limit on how 

much Sociel Security benefits will be increased due to inflation. 

The fact that there is no automatic cost of living allowance built into P.E.R.S. 

benefits after retirement must be considered in regard to withdrawal from Social 

Security. It shoul d be noted, however, that there is a provision in the P.E.R.S. 

whereby the Cor.,ni ssioner of Administration rnay authorize a cost of livin9 adjust­

ment for persons receiving benefits from the P.E.R.S .• provided the financial 

condition of the retirement fund can permit it. 

There is no question but thH the cost of Social Security is going to increase 

substantially from no1~ on, and it should not have to lie pointed out that both the 

emp 1 oyee and the e111p loyer will pay the cost . In the event of wilhJraw11 l from the 

Soc la l Security system, it 1vou 1 d not lie too opt imi s tic to assume that any savings 

to both the employees and the State would be used to provide cost of living 

adjustments to rcUrcd employees. 
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I 

THE BOTTOM LlrlE 

STRUCTURE OF THE SOCIAL SECURITY BEllEFIT FORMULA: 

It is almost impossible to read anything about the Social Security system which 

doesn't express grave concern about the future of that system. There is no 

question but that the basic cause of this concern is the Social Security benefit 

formula. For many years it has been apparent that reti red workers living on 

Social Security were one of the poorest classes of people in the United States. 

These people living on "fixed incomes" were going from bad to worse as each year 

went by because of increases in the cost of living. Finally, in 1972 , Congress 

revised the Social Security law and established an automatic cost of living 

adjustment on Social Security retirement benefits by tying those brnerits to the 

Consumo·Price Index which reflects rises in the cost of living. At the same 

time, they also tied the taxable wage base to the benefit increases; that is, 

whenever retirement benefits are raised due to inflation, the taxable 11agc base is 

automatically increased by the same percentage that the average wages of the 

workers who are contributing to the system have increased, since the last in­

crease in the taxable wage base. 

Coincidentally, whenever the taxable wage base increases, the "average monthly 

wage" also incr<?clses and since the monthly benefits payable to an individual at 

retirement age is determined from a "schedule" based on "th~ aver.1qe monthly 

wage", it also follcws that as the average monthly wage increases , retirement 

benefits <1lso increase. This is '.~hilt is meant by "doub1e indexing" of the beru!flt 

formula. That is, both the taxable wage base and the benefit are indcx1:d. Or to 

put it another way, they arc .1lready scheduled. 
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However , neither the method of increasing the wage base , or the amount that 

retirement benefits are scheduled (indexed) to increase are Integrated into 

any formula that will generate the revenue required to pay for these benefits. 

Although the tax rate which is currently 5.85% is schedul ed to increase to 

6.05i in lg78, 6.Jor. in 1981, 6.45% in 1986 and to 7.45% in 2011, the Social 

Security Administration has stated that the tax rates are insufficient to fund 

the benefits. 

Another concern is the fact that the taxable wage base is increar, ing at a greater 

rate than are the wages of many of the worl:ers who are contributing to the system, 

and that every year more and more wor~ers are not earning the maximum wage subject 

to Social Security tar.. 

Of course, if the tax rates increase as scheduled and double-indexing of the benefit 

formula continues, the inequities ~1hich already exist in the system will be greatly 

increased. That is, that 1~orkcrs who earn the maximum wages subject to Social 

Security taxes wi 11 be paying for an even greater share of the benefits pa id to 

wurl:ers who do not earn the ma.dmum amount subject to Socia 1 Security tax. By 

comparison , the retire~ent benefit; paid to a worker under the P.E.R.S. are 

directly proportional to what that worker pays into the system. 

In vie1·1 of the fact that a worker rr~y retire from t:ic P.E.R.S. as early as age 

50, or even earlier in m~ny cases ; and 

---because that worker will almost certainly ret1 1 n to work for an employer 

who is in the Social Security system; and . 
-··-because relircr.ient benefits for career crnployccs arc substantially greater 
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from the P.E.R.S. and will be even more so if the benefit formula is in­

creased to replace any retirement benefit that may be lost lo stale employees 

after withdrawal from the Social Security system; and 

---because short term staff employees would lose little, if any, Social 

Security retirement benefit; and 

---because the Social Securily retirement system contains numerous inequities 

which are discriminatory; and 

---more importantly, because the cost of Social Security is certain to increase 

at a greater rate than benefits will be improved; 

THI s CQl.~·HTTEE CAii Fiim 110 REASOrl OF SUFF IC I EflT COllCERU TO CAUSE STATE EMPLOYEES 

TO VOTE AGAlflST WITHORA'rlAL FROM THE SOCIAL SELURl'i"Y SYSTEM. 

16. 



RECO:·mllDATIO:lS Ill GEllERAL 

I. It is recolllllended that the employees of the State of Alaska vote "yes" to 

the question "Should the employees of the State of Alaska terminate their 

participation in the Social Security system?", on the condition that the 

State of Alaska contribute a sum of money .to the Pub lic Employees Retir<?­

ment System equal to, or greater than , the sum that the State is currently 

contributing to the Social Security syslem on behalf of ils employees. 

Such money shall be used, as much as is practical, to improv<? and/or 

replace those ben<?fits which r.iay be lost to er.:ployees because of their 

non-par t icipation in the Social Security system, or as otherwise determined 

by the tally of th<? Advisory Ballot accompanying this report. 

II. I t is also recorrrnended that th<? employees of the State contribute to the 

Public Employees Retirement system at least part ~f the money they are 

currently contributing to the Social Security system. Such amount shall 

be det ~rm · ned, as much as is practical, by the tally of the Advisory Ballot. 
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FACTons WHICll MlJST BE COllSIOERED BEFORE VOTlllG TO WJTllORAl4 FROM 

TllE SOCIAL SECURITY SYSTEM 

BENEFITS: (A) RETIREMEllT 

(8) SURV IVORS ' BENEFIT 

(C) OEATH & OISABILITY BENEFITS 

(0) MEDICAL BE/IEFIT 

The following discussion describes what bene!its are provided by Social Security 

and how withdrawal from the Social Security system may affect state employees' 

eligibility for these benefits Th Is discuss ion a 1 so describes what benefits 

these employees may be eligible to receive from the P.E.R.S . Also included here 

are reco.'1111endat ions for improve:nent and/or replacement of benefits which may 

either be lost or decreased for some employees becau~e ot withdrawal from the 

Social Security system. 

JA} RETIREMElff 

1. SOCIAL SECU~ITY 

---The normal 1·etirement age for workers r.overed by Social Security is 65 years. 

A worker m~y rotirc at age 62 wilh a penalty of 5/9 of 1:: for each rnon t h that 

he retires before his 65th tJirthday. 

---To be "fully insured," a worker must have one "quarter of coverage" for each 

year after 1950 (or , if later, the year he reaches age 21) or befort the year 

death occurs or , if earlier, the year he reached age 62. 
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---The maximum number of "quarter's of coverage" required is 40. The minimum 

number required fs 6. A quarter of coverage is a calendar quarter in which 

a worker has earned at least $50 in wages for employment covered under this Jaw. 

---The "taxable ~1age base" is the maximum amount of annual earnings subject 

to Social Security tax anq used to calculate the average monthly wage. The 

taxable wage base in 1976 was $15,300. The Social Secul'ity tax in 1976 was 

5.85% x $15,300 = $895. 

---The monthly rcti remenl benefit payable to an individual at full retirement 

age is dC?termined from a "schedule" based on the "average monthly wage." 

---The "averagC? monthly Nage" is th!! average wage subject to Social Security 

·tax carnC?d by a worrer over his carC?er after 1950. 

---The "Primary Insurance Amount" is the monthly benefit payable to an individual 

at full retirement age before application of any delayed retirement credit. 

Such amount is dete1mined from a ~chC?dule based on the Average Monthly \./age. 

This means that an employee's earnings {up to the maximum taxable wage) fer e1ch 

year after 1950 or, ff later, th!! year he reaches 21 , up to the year he is 62 , 

are total ed and then divided by that number of years. (If an employee becoin\!s 21 

years of age a ftcr 1950 , that is 4 I years unt i1 he becomes 62. It is a 1 so 164 

quarters of coverage: 41 x 4 = 164.) There is a provision in the law to drop 

from this total the five lowest ea:-ning years. which means that the average monthly 

wage is based on 36 years of employ r.ient Thal may be important, especially if, 

in those yC?ars . the contribution to Social Security was SO. The result of all 

thr. addition, subtraction and division is (when the total is divided by 12 months) 

the "average monthly wage." 

The maximum average ntonthiy wage possible up to 1976 was $585. The maximum retire­

ment benefit, payable to an individual who retired before June 1976, was $364. 
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( 1. e, primary lnsur~nce amount.) If t~'? average monthly wage was one-ha 1 f of 

the maximum possible (l/:? of ~!i85) or approximately $293, the t.cnefit from Social 

Security would be S2,J. That ls 70% of the average monthly wage, whereas S364, the 

maximum benefit, is only 62). of $585. In this "lay, Social Security retirement 

ben~flts are far w~re profitable for those workers who do not earn the maximum 

amount su~ject to Social Security tax. 

lllFE 'S BENEFIT 

A wife or dependent husband of a retired worker rec.-1ves "li of the spouse's 

benefit at age 65 . A wiie may receive this benefi ~ at age 62, but her benefit 

wil \ be reduced by 25/36 of 1% fr•r each month before· she is 65 years old that 

she receives the benefit. A wife may receive her benefit at any age if she is 

caring for a child entitled to a child's benefit. Payments cease when either 

spouse dies , or when they are divorced after less than 20 years of marria!je, or 

there is no child cntit' ~d ' ~ a child's benefit and the wife is under age 62. 

c1mo•s nrnm1 . 
Every child of a worker who is entitled to a retirement benefit \\'ill receive so: 
of the worker's btnefit uri til age 18, or age 22 if the child is a full-time stu­

dent. Payments cease when the chiid either dies, is married, or is no longer a 

studen t . If the child ' s benefit is based on his being disabled , the benefit stops 

the third month following the month he ceases to be disabled. 

There is also a maximum limit that Soci al Security will pay to any family. That 

li111it is approximately 180"1. of the retirement benefit. For 1976 that figure ~1as 

180% x S364 = 5655. 
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llEOUCEO BEllEFITS BASED 011 EARil!NGS 

Social Security retirement benefits are reduced Sl .00 for every S2.00 earned 

in excess of S2760 in any year. However, benefits are not reduced in any 

month in which earnings are less th"ln S230. The maximum earnings limit is 

subject to possible increa3e every year based on increases in the taxable 

wage base. 

Income earned from stocl: dividends, interest on savings , other pensfons, 

annuities, tJ ''l or loss from the sale of capitol assets, gifts or inheritances, 

or rEntal incc..ne, unless yoiJ are a real estate dealer, are not coun•p!f as earned 

incorr.e. 
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TO SUl·IW1RIZE 

A worker needs at least six (6) quarters of coverage, but not more than 40 quarters 

o-f coverage, to be eligible for a Social Security retirement benefit. The 

amount of that benefit is determined by the employee 's "avr.rage monthly wage." 

Because the taxable wage base is much greater during the worker's later years, 

his average monthly wage will be higher if he earns quarters of coverage ,just 

before reaching age 65. 

The-. Social Security retirement benefit formula favors worl:ers i~ the lowest 

incorr.~ bracket; that is, those workf!rs get a higher return on thei1· money · .. ,.•n 

do 1~orl:ers in higher income brad:ets. The taxable wage base on which Social 

Security contributions are ba~ed is currently SlS , 300. By 1980, · ·ed on 

assumptions regarding wage increases, it is scheduled t<' climb to S21,600. 

There is also a bill under consideration by the U.S. House Social Security Sub­

committee which will fur ther increase the taxable wage base to S2S,OOO without 

any !JUarantec that benefits 1~i1 I be raised proportionately. This trend will 

have a greater impact on Alaskans thdn on workers in other states since wages 

are higher here. 

Many 1~mployees in state service are either already vested in Social Security 

or wil 1 becomc vested in that system in th2 fu ture, regardle~s of Alaska·~ 

withdrawal from the program, because a high percentage of state employees work 

for th~ State for 1 ess than four years. Ho1~ever, some employees , brcause of 

their 'lo~g-term employment with the State of l\lc\.ka af ter l'lithdrawal from the 

Soci.:1 Security system, wi11 lose some Social Security retirement benefit. 
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This may happen to an employee who is vested in Social Security before ~he s• -.t•: 

~1ithdraws from that system but who continues in state employment for some t " ,,· 

(possibly 10 or 20 years) after withdrawal from Social Security, and who does 

not contribute to Social Security after leaving state service. 

If an employee retires under P.E ~.S . , the Social Security retirement benefit 

that he would receive would be t.ased on the "average mcnt.hly wage" he earned 

while he was contributing to the Social Security system. It follows, then, 

that the employee would receive a smaller Social Security retirement benefit at 

age 65 than he would have received had he remained i~ that system until his re­

tirement age. This is true since the "average monthly wage" would have been 

higher if the employee had contributed to Social Security during his highest­

earning years of employment. 

However, if that employee left state service at age 40 or 50 or even 55 years of 

age (regardless of wheth!"r he received a r~tiremcn t benefit from P.E.R.S.), and 

if he then went to work for an employer covered by the Social Security system, 

that worker would then add quarters of coverage to his Social Security earnings 

which would increase his average monthly wase. This is especially true at this 

time because the tax ab 1 e wage base wil 1 normally be much higher during a worker's 

later yeJrs of employment. Consequently, an employee who leaves the Social 

Security system and later returns to it may receive, on retirement, a benefit 

only slightly reduced. 

Also, it must be pointed out that s'ngle workers and married working women pay 

into the Social Security system for retirement benefits they may never receive. 
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That ls, single worl:ers pay for spouse and child benefits that they cannot 

possibly collect because they are not married. Also, a married working woman 

pays for full benefits but she can only receive 50% of her husband's benefit 

unless he dies. At that time she receives her own, or his full benefit , which-

ever is greater . 

{A) RETIRtMEllT 

2. P.E.R.S. 

Unlike the s~~ial Security system , the retirement benefit that an employee 

receives from the Public Em) loyees Retirement System is directly proportional 

to what that employee pays into the system. State employees are cuo·rently 

contributing four and one-qua:-ter percr:nt of their earnings to the P.E.R.S. 

An employee is vested in this system after five years service. The benefit 

formula is. 2% X number of years of service X the average of t hree consecu-

tive high yea• earnings . Normal retirement age after vesting is 55 years, 

with an option for retirement at age 50. An employee who elects to retire 

before his 55tl. hirthday will lose 1/2 of l t of his normal benefit for each 

month that he l'Ctires bl!fore his SS th birthd,,y. That is to say, a 6% penalty 

for each yNr of early retfrcir.ent. Also, it !hould be noted t!iat any efllployee 

may retire without peni.lty after 30 years of service regardless of age, except 

that peace officers . f i remen , correctic..1al officers, and Fish and Game field 

biologists and technicians may retire after 20 years of service without penalty , 

regardles5 of age. 
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It is also ~1orth noting that teachers and other employees who are required to 

hold a teaching certificate have their own retirement system. This system is 

the "Teachers Retirement System" and thesn employees may retire without penalty 

after 20 years of service regardless of age. 

Employees who retfre from state service under the P.E.R.S. may elect , at their 

at their own option, any one of thn.e survivor options. Ordinarily, upon death 

after retirement, there will be no continuing benefit for the ~pouse unless 

the employee applies for it 30 days prior to retirement . Under each of thes? 

options, normal retirement benefits are actuarially reduced, with the spouse 

continuing to receive payment after the employee's death in accordance with 

the plan that is chosen. 

An employee wh(\ retires and wants to provide a continuing benefit to the 

spouse in th( event of his own death may elect: 

A. 751 j oint and survivor option; or 

B. 501 joint and survivor option; or 

C. 66 and 2/33 last survivor option. 

An 'Jmployee who elects eithC?r (A) or (B) above will have his normal retirement 

benr:fi t actuarla lly r.~duccd bolsed on the age ?f the spouse at the time of the 

employee's retirement. Upon the em;iloyee's death, the spouse will receive 

either 75% or 50Z. of his reduced pensio. ior life, t1h ichever was chosen before 

retirement. 

An employee who elects (C) above will have his normoll retirement reduced also 

but, upon the death of either employee or spouse, the survivor receives 6G and 

2/3% of the reduced benefit for life. 
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The difference between {C) and either (A) or (B) is that retirement benefits 

under (A) and (B) will not change on the death of the spouse. llo11ever, under 

option (C), either survivor receives 66 and 2/3% of the reduced bencfi t. 

In selecting any of these options, an employee should ~eep two general prin­

ciples in mind: {a) the lower the age of the spouse at the time the employee 

retires , the greater the reduction in the normal retirement benefit; and (Ii) 

the lower the continuing payments to the spouse, the smaller the reduction will 

be to normal retirement benefits . 

Another option is also available under the P.E.R.S. called the "level incom~ 

option," ~1hereby employees who retire under the P.E.R.S. before they are eligible 

for Social Security retirement benefits, mc!J have their P.E.R .S . benefit in­

creased until their Social Securi ty benefit payments begin. At that point, 

the P.E.R.S. benefit will be reduced proportionately. The result is a more 

"1eve1 income" throughout the retirement years. 

It should be noted that any employ~e who leaves state service may withdraw all 

of his contribution plus interest from the system. Of course , il he does this 

he will not be eligible for any benefits. Additionally, there is a provision 

in the P.E.R.S. regulations whereby any employee who leaves state service and 

withdraws his contributions may be reinstated in the system at a later date 

without penalty, if he \Jays b~ck his contributions plus interest. 
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(B) SOCl/\L SECURITY SURVIVORS ' BEUEFIT 

1. OEATll BE!IEFIT 

A widow or dependent widower (who received at least half of his support from 

his wife) will receive at age 65 100% of the "primary insurance amount" the 

deceased spouse would have recehcd at normal retirement age had he lived. 

The survivor may receive this benefit at age 60 with a penally reduction of 

approximately 1/l of 1% for each month that the survivor receives the benefit 

beftire she or he attains age t>S. This benefit stops when the survwing spouse 

dies. 

A widow not entitled to a widow's benefit may be entitled to a mother's benefi t. 

(A widow must oe at least 60 yt.ws old to receive a widow's benefit or 50 years 

of age H disabled.) A mother's benefit is puyable to the widow of a worl:er who 

dies while fully insui·ed (40 quarters of coverage) or currently insured (6 

quarters of co1erage in the 13 quarters period ending with the quarter in which 

the death of the worker occur1·cd ) provided lhe widow is: 

(a) not married 

(b) not' entitled to widow' s benefit 

(c) has in her care a child of her cle.:eased 

husband entitled to a child's benefit. 

I\ woman need not be age 60 to qualify for a mother's benefit. The mother's 

benefit is equal to 3/4 of the "primary insurance amount" the deceased spouse 

would have received at normal retirement, had he lived. The mother's bene . it 

ceases when she dies or remarries , or becomes entitled to a widow's benefit , or 

no longer has a child who is entitled to a child's benefit. 
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Social Security also provides a child's benefit for children under 18 years of 

age or 22 years of age, if the child is a student. Eligibility requirements 

and benefits are similar to a mother's benefit. That is the ~1orker who dies 

must be fully or currently insured. 

Parents are 2lso eligible for a Social Security benefit "if they are dependent 

(receive 1/2 of their support) on a worker who dies. For the parent to be 

eligible, the worker who dies must he fu.1y insured. 

In addition to the benefits already mentioned, Social Security pays a one-time 

lump sum benefit of $255.00 to the widow or widower of a worker who dies 1~hile 

fully or currently insured. 

MAXIMUM LIMIT OF FAMILY BENEFITS 

The total monthly benefit payable to any family from Social Security is approxi­

mately 180~ of the primary insurance amount. 

(B) P.E.R.S. SURVIVOR BENEFITS 

OEATH BENEFIT 

If an employee's death is the result of non-occupational causes, and if he 

has at least five years of service, his beneficiary m~y eh:ct a lump sum death 

benefit or the 50% joint and ·survivor option, based on credited service. If 

death occurs before he has one year of service, his beneficiary will receive 

a refund of his contribution, plus interest. 

28. 



LUMP SUM CEATH llEtlE~IT (Non-occupational Cause) 

After one year of service, but less than five years of s~rvice , an employee's 

beneficiary will receive $1000,00 plus Sl00.00 for each year of service up to 

the time of his death, plus the balance of his contributions to the fund. 

50% JOINT SURVIVOR OPJIOll (llon-occupatlonal Cause) 

After 'five years of service, an employee's beneficiary will receive 50% of: 

2% X the average of his thre~ high consecutive years' earnings X the number 

of years service he had until the time of his death. This amount is subject 

to actuarial reduction which is based on the age of the beneficiary or bene­

ficiaries. 

Additional death benefits are payable to Leneficiaries of ~mployees in the 

P.E.R.S. who are covered by medical insurance and/or collective bargaining 

agreements. In nost cases, these benefits are lump sum payments. 

P.E.R.S. DEATH BENEFIT BEFOnE RETIRH~EllT 

If death is a rP.sult of occupational causes in the performance of an employee ' s 

duties while in state service, the surviving ~pouse ~ill receive 40% of the 

decea~ed employee's monthly compensation at the time of death, until such time, 

1f the d~ceased employee had lived, he would have been eligible to retire. At 

that time the surviving spouse will receive the normal retirement pension ~~sed 

on the deceased employee's 3 high year earnings, with service credit~? to his 

retirement age, h~d he lived. If there is no surviving spouse, the pension will 

be paid to surviving children who are under 19 yi a: s of age or 23 years of age . 
ff full-time students. Payments cease when there is no surviving spouse or child , 
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To be eligible to receive any death benefit from Social Security, a widow must 

be at least 60 years old unless she has a child who is entitled to a child's 

benefit. Even then her deceased spouse must have died while "fully" or "currt!ntly" 

1nsured. 

In the event the State of Alaska withdraws from th~ Solial Security system , 

the employees most likely to lose this benefit are empluyees who are not vested 

under Social Security and who die while in state ~ervice. These employees may 

often be young people who may very well have children. Unless these emnloyees 

have been in state service for a considerable number of years , their benefit 

under the P.E.R.S. would be less than what they could receive from Social Security 

had they been covered by that system. It is assumed the employee dies from non­

occupational causes. 

RECOMMENDATION: 

It is recommended that should the State Qf Alaska withdraw from the Social Security 

system, the following revision be made in the P.E.R.S.: 

Beneficiaries of employees who have five years or more of crt!dited service, who 

die ~ihile in state service before retin nent, and whose death results from non­

or~upational causes, sh~ll be provided the same death benefit as provided when 

death is a result of occupational causes. 

The above recommendations will certainly provide greater benefits to bene­

ficiaries of empooyees who die while in stat ~ service than are provided from 

Social Security. This is especially true 1·1hen one considers that under Social 

Security the surviving wife must be 65 years·old to get a full benefit unless 
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she has dependent children. Also, the husbdnd will get nothing from Social 

Security if his working wife dies and he was not dependent on her while she 

was alive. 

Under the P.E.R.S. a spouse will receive a pension regardless of his or her 

age and whether or not he or she was dependent. 

Ii should be noted that under P.E.R .S., if there is no surviving spous~. this 

same pension will go to a surviving minor or minors (equally divided) until they 

ar" age 19 or 23, if full time st•1dents . 

(C) SOCIAL SECURITY DISABILITY BENEFIT 

To be eligible to receive any disability benefit from Social Security an 

individual must be unable to engage in any substantial gainf~l activity by 

reason of medically determined physicdl or mental impairment which can be 

expected to result in death, or has lasted, or can be expected to last, for 

a continuous period of not less than 12 months. In addition, a worker must be 

"fully insured" , that is, have 40 quarters of coverage (ten years) and also 

have had not less than 20 quarters of coverage (S years) during the ten years 

prior to becoming disabled. llowever, special exceptions apply in the casP. of 

individuals •iho become disabled prior to age 31 and in the case of the blind. 

Individuals who become disabled before age 24 need 6 quarters of coverage in the 

13 .iuarter period ending 1~ith the quarter disability occurs. Individuals who 

become dis~bled between age 24 and age 30 need credit for half the period 

between age 21 and the time disability occurs. 

31. 



Tho disability benefit payable frum Social Security is based on average earnings 

subject to Social Security tax after 1950 with provisions for excluding lowest 

earning years based on age. The mon~hly benefit is appro1imately equal to the 

normal retirement benefit computed as though the worker had attained retirement 

age. · A wcrker must wait 5 months before he receives any disability payment. 

The wife or dependent husband of a disabled worker receives 50% of the spouse's 

benefit at age 62. A wife may receive a so;. bMefit i' t any age if she is caring 

for a child entitled to a child's benefit. A child of a disabled work~r is en­

ti tled to a 50% benefit also, if he is under 18 years old or 23 years old, if he 

is a student. 

Maximum family benefit is approximately 175~ of the disabled worker ' s normal 

retirement benefit. 

(C) P.E.R.S. OISABILlTY OENEFIT 

Eliyibility: 

If an employee incurs a physical or ment,11 condition \\hich permanently prevents 

him from satisfactorily performing the duties of his position, or any other 

position for which he is qualified by education and training and which is made 

available by his employer, and if he is not eligible to retire: 

r:on-occupational disabi lity (with 5 or more years credited service) 

Benefit: 2Z X (the average of the 3 consecuti'le high year earnings) 

X number of years credited service. 
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OR 

Occupational disability (no minimum service requirement) 

Benefit: 40% of current monthly earnings while disabled or until employee 

is eligible for a retirement benefit. Service credit granted 

for entire period of occupational disability when Lomputing 

retirement benefit. Upon the death of a retired employee who 

is receiving or is entitled to receive an occupational disability 

pension, a surviving spouse's pension equal to 40% of his average 

monthly compensation shall be paid to the surviving spouse. If 

there is no survivingspouse, the survivor's pension shall be 

paid in equal parts to his children who are under 19 years of 

age or, if full -time students, under 23 years of age. On the 

date normal retirement would have occ~rred if the employee had 

lived, monthly payments shall equal the monthly amount of the 

norma 1 retirement benefit to which. the emp 1 oyce, had he lived 

and continued his employment until his normal retirement date, 

would have been entitled with an average monthly compensation as 

existed at his death and the credited service to which he would 

have been entitled. 

It should be noted that under Social Security there is no distincticn between 

occupational and non-occupational disability, but in order to receive any 

benefit a worker must have 40 quarters of coverage (10 years) and half of this 

must be in the 10 years prior to becoming disabled . (Unless under 31 years of age.) 

In other words, "fully insured" employees in state service now, who are eligible 

for.a Social Security disability benefit, if they become disabled , would still .. 
br. eligible for that benefit for five years aft.er withdrawal from the Social 
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Security system. They would also receive a disability benefit from P.E.R.S. 

RECOM:mlDATI 011 

It is therefore re .. or .. 1ended that, should the State of Alaska withdraH from the 

Social Security system, the following revision be made in P.E.R .S .: 

Employees in state service who become disabled af.ter completing 5 or more years 

of credited service and when such disability has resul ted from non-occupational 

causes shall be provided the same disability benefit as provided when disability 

has resulted from occupational causes. 

The most difficult situation that we have to deal with is: Should the P.E.R.S. 

provide a death or disability benefit to survivors or dependents of individuals 

who either die or become disabled after they leave state service but may not be 

eligible for death or disability benefits from Social Security because of the 

State's wi thdrawa 1 from that system? 

When ans1~ering this question, it should be remembered that even under Social 

Securitj' a worker must be both "fUlly'' and "disability" insured in order for 

him or his dependents to be elirible to receive any disability benefit. In the 

ca~e of cfo3th, a worker must be either "folly" or "currently" insured, fo r his 

dependents to be eligible for death benefits. 

Nevertheless, there are undoubtedly so:ne employees 1·1ho are presently eligible 

for Social Security death ,1nd disability benefits who will lose eligibility 

for some of these benefits after they lC!ave state sC!rvice and after the Stale 

has withdrawn from the Social Security system, 
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For example, let us assume: 

1. A worker who is fully insured under Social Security leaves 

state service and then dies. What benefits are lost? 

(a) The widow or widower of a dependent worker wil~ lose 

no eligibility for retirement benefits at age 65 be­

cause of ~1ithdrawa l from Social Security. 

(b) The widow will still be eligible for a mother's or a child's 

benefit. 

2. A worker who is fully insured under Social Security leaves state 

service and then becomes disabled. 

(a) The worker or his dependents will lose no disability benefits 

if the worker had 20 quarters of coverage durina the 10-year 

period priar to becoming disabled. That is to say , a fully 

insured worl:er is still eligible for Social Security disability 

benefits fe r fi vP. years after he stops contributions to that 

system. 

Sunmarizing the above examples, we find that the benefits lost to fully insured 

individuals 11ho leave stale service after withdrawal from the Social Security 

system depends on their "disability" insured status. If these individuals, after 

leaving state service, 90 to work for an employer who is in the Social Security 

system, and if they had lost their "disability" insured status by the time they 

left s ta tc scrvi cc, they would agu in be "disability" i nsurcd under Social Security 
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in 5 years if 31 years of age or older. If under age 31, they may be again 

eligible in only 1-1/2 years depending on age. 

Another question that must be considered is the problem of employees who leave 

state service and are not covered by Social Security. 

For instance: An employee enters state service after Alaska withdraws from 

Social Security and never contributes anything to that system. There are two 

major concerns regarding these employees: 

l. Many of these employees who leave state service will have 

dependents who need protection; and 

2. What meaningful protert·ion can the: P.E.R.S. provide for these 

employees that is fair and equitable, not only to tho!t!employees 

who leave state service but to the rest who stay with the state. 

RECOMMEllDAT I ON 

This Convnittee recommends that in the event the State of Alaska withtlra1~s from 

Social Security system and, if the majority of employees , as indicated by the 

tally of the Advisory Ballot accompanying this : eport, vote to provide death 

and disability protection for employees who leave state service before retire­

ment, the following revisions be made in the P.E.R.S.: 

When considering the follo1-1ing recomendations it should be 

remembered that employees in state service pay for these 

benefits every month. 

Employees who, after completing at least five years of creditet! service Jnd 

who then leave stute service, shall remain r:ligible for death and dis·~-~ility: 

benefils from the P.E.R.S. for a period not to exceed ten years from the 
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effective date of their te1111ination from state service. l he amount of death 

or disability benefit shall be based on the employee's earnings at the time of 

termination from state service. 

Such eligibility shall be in effect only when all of the following requirements 

are complied with: 

1. The employee is not eligible for retirement under P.E.R.S. 

2. The empluyee or his beneficiarie; mu~t provide proof of 

disability or death as required by the Division of Retirement. 

3. The employee must leave his contributions in the P.E.R.S. when 

he leaves state service. 

4. The employee must make contributions to the P.E.R.S. on a monthly 

basis up to the time of his death or disability. The amount of 

such contribution shall be determined by the Division of Retire­

ment. Such amount shall be the cost of those benefits , determined 

on an actuarial basis (i.e. the same amount that employees ·1n 

state service will be req~ired to pay, if the recommendation is 

implemented). 

The employee may a•1thori 21! the Division of Retirement to make 

monthly deductiiins from his contributions bein9 held in the 

Retirement fund . 

The employee shall refund to the P.E.R.S. those deductions with 

interest when he becomes eligible for retiromcn•. under the P.E.R.S. 

5. Benefits under this section cease under the same conditions 
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affecting employees in state service. 

It is also recommended that the provision which presently exists in the P.E .R.S , 

(section 39.25.420) insofar as it affects a deferred vested member of the P.E.R.S., 

be maintained. That is; if the death of a deferred vested member occurs before 

appointment to retirement and after completing at least 5 years of credited 

servic~. the surviving spouse may, at his or her discretion, receive either the 

lump sum death benefit or the 50% joint and survivor option based on creditc•: 

service to the date of the employee's termination from state service. 

However, no employee may simultaneously recei·1e a pension under more than one 

section of the P.E.R.S. 

(0) SOCIAL SECURITY MEDICAL BrnEFIT 

The full level of Social Security hospital insurance benefi ts is availo~le to 

any individual who is age 65 and i~ receiving uny retirement b~nefit from 

Social Security. In addition, supplementary medical insurance benefits are 

available, on an elective basis, to any individual who is eligible for hospital 

insurance. This means that any ind ividual who is eligible for Social Security 

retirement benefits at any level will l ose no Social Security medical care 

benefits because of withdrawal from the Social Security sys tom. However , it 

must be noted that indi~iduals who retire early are not eligible for Social 

Security medical benefits until they reach age 65. 

lt is possible that some individuals who become disabled 1~hile employed by the 

state or after leaving state service may not be eligible for Social Security 
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medical benefits. Medical benefit!" are provided for any individual who is under 

age tiS and has received Social Security disability benefits for at least 2 years. 

That is to say, the individual must be both fully and currently insured. 

RECOMMEllOAT I Oil 

It is the opinion of this Conrniltec that , should the rccolTlTiendations given in 

the prr:vious section of this repo1·t 1.ffecting employ~es w~o leave state service 

be adopted , no other changes bt mad~ in the ?.C.V S. affecting these employees. 

(O) P.E.R.S. MEDICAL BEHEF IT 

Employees who retire from state service 1 eceh'e the same medic a 1 coverage that 

they received l fore retirement. 

BECOMMEllDATIOll 

A~ most employees will be eligible for Social Securi ry medical bcnt:fits after 

retirement based on either scrvice·with the stat<' or Si?rvice 1~ith other em;iloyers 

tlnd , beca•Jse employees who retire from s tate service rueive medical insurance 

co·1era91: f rom the P.E.R.S., no changes are recolT'lllendcd in the P.E.R.S. affecting 

employee$ who re t ire from state srrvice. 

~RflRI EMPLOYEES 

l()lllporar1 employees do not participate i1o the P.E.R.S. Ho1~evcr, they do contri­

bute to the Social Security system and thus , ~arn "quarters of coverage" in 
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that system. Nevertheless, because the turn'lver rate of these employees is ex­

tremely high, it is not desirable to include them in the P.E.R.S. This would 

fo.·:-'!ase the administrative bJrden of that system substantially. It is, however, 

de~il'i'ble to provide some benefit coverage for these employees. 

RECOM!-':tlDATION 

This COflTllittee reconmends that, in the event the State of Alaska withdraws from 

the Social Security system, the State of Alaska shall provide a lump sum death 

benefit to bene'iciaries of temporary employee$ 11ho die while in state service. 

The amount of such benefit shall be equal to one full year's salary computed as 

though the employee had worked 12 continuous months. 

The State of Alaska shall also provide a disability benefit ~o temporary 

employees who become disabled while in the employ of the state and when 

such disability has resulted from occupational causes. The disability 

benefit shall be equal to 40~ of the disabled emvloyees' monthly salary 

at the time disability occurs. Disability benefi t s begin the first month 

following the month disability occurs. The last payment shall be for the 

month in which: (1) The death of the disabled employee occurs; or (2) The 

month in which the disabled employee recovers from d~~ability; or (3) The 

month in which the disabled employee ceases to be eligible for disability 

benefits under the Social Security Act; or (4) The month the disabled 

employee becomes eli9ible to receive a retirement :1ension from the P.E.R.S. 

(based on prior service). 
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ALASKA PUBLIC EMPLOYEES ASSOCIATION 

REPORT 

TO ALL EMPLOYEES OF THE STATE OF ALASKP. CONCERNING THE DESIREABILITY 

OF WITHDRAWAL FROM THE SOCIAL SECURITY SYSTEM; 

AND 

. 
A BALLOT ~IHEREBY EMPLOYEES OF THE STATE OF ALASKA MAY ADVISE THE ALASKA 

PUBLIC EMPLOYEES ASSOCIATION: 

A. WHETHER PUBLIC EMPLOYEES WANT TO OPT-OUT OF THE 

SOCIAL SECURITY SYSTEM; 

B. WHAT BENEFITS, IF ANY, SHOULD BE REPLACED WHICH MAY 

BE LOST TO SOME EMPLOYEES BECAUSE OF WITHDRAWAL FROM 

THE SOCIAL SECURITY SYSTEM. 



HISTORY 

Being the representative of the largest group of state employees, APEA has 

over the years received considerable input from these employees and others 

expressing their desire to withdraw from the Social Security system. With this 

in mind, APEA negotiators entered into an agreement with the State of Alaska 

to jointly conduct a study to determine the desireability of terminating par­

ticipation in the Social Security system for employees of the State of Alaska. 

The result of th)s agreement i·s the report prepared by William A. Mercer, and 

is referred to hereafter as the Mercer Report. 

The federal law which establishes the Social Security system provides that a 

public employer may withdraw from the Social Security system ~fter two years 

advance notification of withdrawal is given. The State of Alaska gave such 

notification ... December, 1975 and, unless the State advises the Social Security 

Administration otherwise, the employees of the State of Alaska will not.- make 

contributions to that system after December, 1977. 

This report is not intended to be an in-depth study of the Social Security system 

but, rather, to make recommendations based on the Mercer Report, a report prepared 

by the professional staff of APEA, information published by the Social Security 

Administration, the Public Employees Retirement System, the U.S . Senate Subcommittee 

on Aging, and other information gathered concerning other pliblic employers who 

have withdrawn from the Social Security system. More importantly, however, this 

report also contains a ballot which gives the employees of the State of Alaska 

what may very well be a once-in-a-1 i fetime opportunity to express their wants 
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and needs concerning their future security and retirement. 

The intormation collected from this ballot will be used, as much as is practical, 

to formul ate a list of priorities for the purpose of drafting legislation that 

wi 11 effectuate those priori ti es. APEA' s ma in 1 obbyi ng effort duri_ng the session 

of the legislature will be the passage of thi s l egislation. If the employees of 
. 

the State of Alaska actually do opt-out of the Social Security system, assuming 

that they vote to withdraw, the benefit they may derive from that action will 

depend greatly on the success or failure of this l egis l ation . 
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SUMMARY 

Why do so many employees want to withdraw from the Social Security system? 

A recent survey conducted by APEA showed that 2/3 of the approximately 1500 

employees who responded to that ~u,·vey wanted to "opt-out" of Socia 1 Security. 

Why is this? Is the system really that bad? There is no question that some 

employees want to opt-out because they think that the system is "going broke. 11 

Others want to opt-out because they think that after they have established their 

40 quarter eligibility they will be eligible for the maximum benefits provided by 

Social Security; for those employees there is no point to pouring more money into 

the system since they think they will not get any more out of it. 

Both of these groups of employees are mistake11 . In the first place, the system 

can never go broke. It is, quite literally, as strong as the U.S. Government 

itself. Or, to put it another way, it is as strong as the government's ability 

to collect taxes. What this means is that the government w ~ ll simply.raise 

Social Security taxes whenever the system needs more money to fund the programs 

it provides. As for the second group of employees who think they need only 1140 

quarters in," this report should clarify many of their misconceptions. However, 

it is safe to assume that the majority of employees who want to opt-out of Social 

Security do so because they feel they would receive greater ben~fits at retire­

ment if the money that both they and the State are presently contributing to 

Social Security were invested, instead, in the Public Employees Retirement System. 

There is no question that Social Security taxes are certain to increase drama­

tically in the future now that the taxable wage base is tied to the Consumer Price 
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Index. The tax (currently 5.85%) on the taxable wage base is also certain .to 

increase. Although benefits are also tied to the Consumer Price Index, what 

these benefits will cost in the way· of Social Security taxes to individuals 

cannot now be accurately predicted. With this "double indexing" of the Social 
: . 

Security benefit formula, some actuaries have projected Social Security benefit 

costs under the current syst~m will reach as high as 30% to 50% of taxable pay 

in· the years 2020 to 2050. That is, for many of us, eight to twelve times what 

we are now pay~ng. Mr. A. H. Robertson, Chief Actuary of the Social Security 

Administration, in a speech he gave in October, 1975, said that, "Based on 

current projections of income to the Social Security system and benefit 

payouts, the current Social Security tax rates are insufficient to the extent 

that the Social Security Trust Fund could be depleted by 1982." 

We do not get a realistic picture of what retirement benefits are worth if we 

compare future Socia 1 Security benefits with future P . E. R.S. benefits. The 

numbers that these kind of projections produce are so inflated, few are able 

to recognize their relative value. Considering the fact that Social Security 

benefits are now tied to inflation, it is fairly safe to assume that future 

benefits from that system will have a relative value equal to present benefits. 

THE Ml\XIMUM BENEFIT PAYABLE TO AN INDIVIDUAL WHO RETIRED AT AGE 65 IN 1976 WAS 

$364 PER MONTH. THE SPOUSE OF THAT INDIVIDUAL WOULD RECEIVE 50% OF THAT BENEFIT, 

ALSO AT AGE 65. 

It is difficult to imagine how anyone could live on this amount of money to<..."Y· 

Nevertheless, many do, although it is common knowledge that the standard of 

living among retired persons, living entirely on Social Security, is one of the 

lowest in the United States. The monthly check from Social Security is barely 
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enough to provide shelter for these individuals, let alone food or any luxuries. 

So it is little wonder many of them end up living out their lives in so~e old-age 

home or turning their Social Security checks over to some other institution so 

they can survive. It is a national disgrace that we, a nation of incredible 

wealth, systematically do this to our parents and grandparents. Perhaps, con­

sciously or subconsciously, this is why many people want to get out of Social 

Security. And, as most workers are unable to accumulate enough wealth during 

their working years to enable them to mainta~n their standard of living after 

retirement, it would be prudent indeed for any \'/Orker to take advantage of an 

opportunity that will assist him in providing security for his retirement. 

Such an opportunity is now at hand. If the employees of the State of Alaska 

withdraw from the Social Security system and, if the money that both the employees 

and the State are now paying into Social Security is reinvested in the Public 

Employees Retirement system, retirement benefits from P.E.R.S. can be substantially 

imp1·oved. 

AN EMPLOYEE WHO RETIRED FROM STATE SERVICE AFTER 30 YEARS WOULD RECEIVE 75% OF 

THE AVERAGE OF HIS THREE HIGH YEARS 1 EARNINGS IF THE BENEFIT FORMULA WERE IN::. 

CREASED TO 2-1/2%. AN EMPLOYEE WHO RETIRED AFTER 20 YEARS' SERVICE WOULD 

RECEIVE 50%. 

What may be even more important, especially to young employees, is that under 

the P.E.R.S. they are eligible for a pension while they are still relatively 

young. An increased benefit formula could provide the means for these employees 

to advance their education or to pursue other careers. In any case, it .would 

provide any career employee a benefit which would allow him to retire with the 

confidence of knowing that his future is secure. 
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When considering withdrawal fro1·1 the Social Security system, the question of 

portability invariably arises. That is, that benefit accrual is fully portable 

for employees who go from one employer to another , so 1 ong as thos·e employers 

participate in t!:e Social Security system. Whereas, under the P.E.R.S., when 

employees leave state service benefit accrual stops, although they stil l may be 

eligible to receive retirement and death benefits. It should be noted that, 

currently under the P.E.R .S., any employee who l eaves state service before 

reaching retirement age and who has at least 5 years of credited service wi ll 

still be eligible for a retirement pension at age 50 or 55 if he has not with ­

drawn his contributions from the system (ie. a deferred, vested member) . His 

retirement benefit will be based on his years of credited service. 

It shou1d al so be noted that, should thi s same employee die before retirement 

and after leaving state servi ce, the surviving spouse may, at his or her dis­

cretion, receive either the lump sum death benefit or the 50% joint and survivor 

option, based upon the deceased employee's credited service . In addition , any 

person who is receiving a retirement benefit from the P.E.R.S. is al so entitled 

to major medical insurance coverage . But they do not accrue credited 

service when they l eave state empl oyment and they are not eligible for any dis-

ability benefit after leaving state service; 

However , under the latest revisions in t~e P.E .R.S., the death and di sability 

benefits for employees \'/ho either die or become disabled while in state service 

and whose death or disability resulted from occupational · causes , are not based 

on credited service. In the case of death, the surviving spouse will receive 

40% of the deceased employee's monthly earn"ings at the time of death, un til such 

time, if the deceased spouse had li ved , he would have been eligible to retire. 

At that time the surviving spouse wi ll receive the normal retirement pension 
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based on the deceased empl oyee 's three high-year earnings, with service credit 

up to his retirement age , had he lived. 

In the case of disabi li ty , the disabl ed employee al so receives 40% of his current 

monthly salary until he is eligible for retirement. AT that time, he rece ives the 

normal retirement benefit based on his earnings ~t the time of disabl ement. The 

• period of di sability constitutes credited service. 

It is the opi nion of this committee that if the State of Alaska wi t hdraws from 

the Socia 1 Security sys t ern and if the recommendations described el se\'1here in 

this report concerni ng death and di sabi li ty benefits affecting employees who 

leave state service are implemented, employees who l eave state servi ce will have 

adequate death and disability protection if they are not covered by Soci al 

Security and until such time as they may be eligible to receive these benefits 

from Social Securi ty. 

Another area of concern for some people is that the Federal Government will 

change t he law which allo\'ls public employers to withdraw from Socia"I Security 

or they will use general fund revenues to support the benefits of the Social 

Security system. The reason the Fed era 1 Government a 11 ows public emp 1 ayers a 

choice in participating in Social Securi ty i s due to the fact that i t is 

· questionabl e whether it is constitutional for the Federal Government to ~force 

publi c employers to belong. Even if the law is changed, it i s doubtful whether 

it woul d apply to public employers who had already withdra\·m. 

As to t he question of using general fund revenues to support Social Sec.urity 

benefits ; this is quite possible. If thi s occurred after the State of Alaska 

withdrew from the Socia l Security system , publ ic employees would, in fact , be 
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paying for ~ume Social Security benefits by virtue of the fact that they pay 

federal taxes. If this were to happen, it is fairly safe to assume that Congress 

would, at the same time, make some benefits avai l able to individuals who are 

not in the system, especially when one considers that there are so many federal 

employees, and they are .!lei in the Social Security system. 

As previously noted in this report: Social Security benefits are now tied to the 

Consumer Price Index. This was done, of course. to prevent inflation from re­

ducing the buying po~1er of retired workers living on Social Security. Now that 

this feature has been in effect for several years, there has been considerable 

concern expressed in the U.S. Congress about the cost of maintaining that pro­

vision. Thus, there is some possibility t haL Congress 111i ght put a l imit on how 

much Social Security benefits will be increased due to inflation. 

The fact that there is no automatic cost of living allowance built into P.E.R.S. 

benefits after retirement must be considered in regard to withdr~wal from Social 

Security. It should be noted, however, that there is a provision. in the P. E. fL S. 

whereby the Commissioner of Administration may authorize a c~st of living adjust­

ment for persons receiving benefits from the P.E.R.S. , provid1~d the financial 

condition of the retirement fund can permit it. 

· There is no question but that the cost of Social Security is going to increase 

sub~: tantially from now on, and it should not have t o be pointed out that both the 

employee and the employer will pay the cost. In the event of withdra\·Jal from the 

Social Security system, it would not be too optimistic to assume that any savings 

to both the employees and the State would be .Jsed to provide cost of living 

adjustments to retired employees. 
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Current salary Current sal ary Current salary Current salary S-ro ..µ 
$15,300/yr $20,000/yr $25,000/yr $30,000/vr Cl.I ro 

>-

5 $201.21 $263.02 $328.77 $394.52 

10 $538.52 $703.95 $879 .94 $1055.93 

15 $1081. 00 $1413.07 $1766 .33 $2119 .60 

20 $1928.82 $2521.33 $3151.67 $37b2.00 

.25 $3226 .50 $4217.65 $5272.06 $6326.47 

30 $5181.35 $6773.00 $8466.25 $10,159.50 

Assumptions: 

(1) Future salary i ncreases at annual rate of 6%. 

(2) 2-1/2% benefit formula 11 x11 3 high year average 

(3) Employee becomes age 55 while in state service. 

(4) Employee does not elect survi vor option . 

Note: When comparing P.E.R.S. retirement benefits to those of Social Security, . 

it should be noted: 

(1) That full Social Security retirement benefits do not begin until age 65. 

(2) That most employees will receive a Social Secur ity retirement benefit 

at age 65 at some level, in addition to the P.E.R.S. benefit. 

(3) That Social Security benefits are not subject to federal tax. 

(4) That P.E.R.S. benefits are not subject to state and l ocal taxes in Alaska. 

(5) That P.E.R.S. benefits arc not subject to federal tax until after 

retirement benefits paid tu an individual exceed the individual' s 
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(5) contributions to the P.E.R .S. system. 

(6) That many employees will be in higher salary ranges before retirement 

age because of promotions. 

(7) Employees who retire at age 55 under P.E.R.S. will receive payments 

from that system for 10 years (120 months) before Social Security 

benefits begin. That is, for employees with 30 years' service v1hose 

current salary is $15,300: $5181.35 x 120 months = $621,762.00 before 

Social Security benefits begin. For employees whose current salary is 

$30,000: $10,159 .50 x 120 months = $1 ,219,140.00 before Social Security 

benefits begin. With a 4% annual cost of living ~djustment, these 

10 year totals \•muld be increased by 148%. An employee whose current 

ag~ .is 30 and who is currently earning $15,300 annually, and who retires 

from the P.E.R.S. at age 55 at $5181.35 per month, would be receiving 

$7670 per month at age 65 if a 4% annual, post-retirement, cost of living 

adjustment were in effect when he retired. 

Included in this report is a table from the Mercer Report showing estimated monthly 

Social Security retirement benefits at age 65. Although it is safe to assume that 

the Social Securi ty benefits shown in that table are correct. based on the assumptions 

made, it would have been helpful if more information had been provided concerning 

Assumption #5, ie. "All workers remain eligibl e for Social Security benefit at 

· some level." For instance: Line 1, Current a ~e 30, in the col umn shqwing "Estimated 

Social Security Retirement Benefit -- Termination from OASDI ($400, to an individual/ 

$600 with spouse benefit). 

The table shows that the worker terminated from Social Security at age 30. At 

that time he could have had as many as 10 or 12 years in the Social Security 

system \-1hile working for the state. He could then have continued working for the 
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state, after t ermination from Socia l Security , for another 20 years and retired 

under the P.E. R.S. at age 50 . The question is; did that employee then go to 

work for an employer who was in the Social Security system? If he did, he would 

gain 15 mo1·e years of Social Secur i ty credits. The next logical question i s: 

how many years did this worker contrihute to the Social Security system and when, 

rluring his career , did he make the contributions which entitl ed him to a $600 

retirement benefit? 

It should al so be pointed out that there are several areas in the Mercer Report 

where the information presented i s not now valid: namely in the area of death 

and disabi lity benefits under t he P.E.R.S. 
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WILLIAMM. 
MERCER 

Tabl e 1 

Estimat ed Monthly Social Security Reti rement Benefit 
At Age 65 . 

Estimated Est'\11ated Social Secu- Socio.1 Security 
SoC'i a 1 Security Socii 1 Security rity Retire- Reti remen t 
Retirement Bene- Retirement Bene- ment ·Benefit Benefit Lost -

Current fit - Conti nua- fit - Termination Lost in With Spouse 
From OASDI Termination Benefit 

Age tion in OASDI 

30 $ 3,82ti $ 400/$600* $ 3,424 

35 $ 2,793 $ 578/$867* $ 2,215 

40 $ 1,968 $ 595/$892* $ 1,373 

45 $ 1,423 $ 545/$817* $ 878 

50 $ 1,068 $ 499 /$748* $ 569 

*with spouse's benefit 

Assumption~ 

(1) Future increases in wage base at the annual rate of 6%. 

(2) Future increases in t he cost of livi ng at the annual 
rate of 4%. 

(3) Spouse i s same age as worker . 

(4) Worker ' s earnings i n al l years equal or exceed the wage 
base. 

(5) All workers remain eligi bl e for Social Security benefit 
at some l evel. 

$ 5,136 

$ 3, 323 

$ 2,060 

$ 1,317 

$ 854 

NOTE: - In con1paring the benefits of the alternative programs to 
those of Sociol Security, the column headed "Social Security 
Retirement Benefit Lost - With Spouse Benefit'' shoul d be used . 
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THE BOTTOM l.TNE 

STRUCTURE OF THE SOCIAL SECURITY BENEFIT FOHMUI./\: 

It i s almost impossible to read anything C1bout the~ Soc:·:a·1 SecurH:y system \'/hi ch 

doesn't express grave concern about the f1iture of t lwt s.vstem. 'fhere ·is no 

questions but that the basic cause of thi s concern is. the Social Security l>enefi t 

formul a . For many years it has been apparent tlrnt rc:?tfred workers ·1ivin9 on 

Socia·1 Security were one of the poorest c1asses of people ·in the United Statc~s. 

These people ·living on "fixed incomes" were noin9 from bad to \·10r se as each year 

went by because of increases "In the cost of 'liv·ing. F"ina'l'ly, in J9'l?., Con9r<~ss 

revi sed the Social Security law and estab'l·islwd an au tomatic cost of 1·ivin9 

adjustment on Social Security retirement benefits by ty·i ng t hose h£mefi t.s t.o the 

Consumer Price Index \l/hich reflects rise!~ ·in the cost of ·1·ivin~1. 1\1: the smne 

ti me , they a·1 so tied the t.axab·l e wage bas8 to the bem!fH 'inr-reases with the 

intent of thE:~reby paying for the benefit ·increases. lb-is ·is \·1h<1t. ·is mc~etnt. hy 

"doub'I e i ndexi 119 11 of the benefit formula . Howc~vc~r. as ·it turned out 1 when UH! 

benefits went up, for example:. 4%, it was discovered t hat the tax<1h·1e WCl!lf! hose 

had to be increased rnot·e than 4% to pa,y for the ·increased lwtrnf'it.s . 

The effect of this is that the taxable wa ge base ·is increas'in9 at <1 9reat.er rate 

than are the wages of the workers who are c:ontribut'in9 to the syst:c!llli and that. 

every year more and more workers are not earn·i 11!1 the 11wx·imum w<tge subject to 

Social Securi ty tax ., Consequen t ly, the Scc'ict1 Security systc~m is not. co1lc~c t.in~1 1.lw 

revenue necessary to support the programs ·it ptov·i des. /\'I t:hou~1h t.hr. tax rate 

which i s currently 5.85% is scheduled to increase to 6.05% in 1978, 6.30% in 1981, 
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6.45% in 1986, and to 7.45% in 2011, the Social Security Administration has 

stated that the tax rates are insufficient to fund the benefits. 

Of course, if the tax rates increase as scheduled and double-indexing of the benefit 

formula continues, the inequities which already exist in the system will be 

greatly increased. That is, that workers who earn the maximum wages subject to 

Social Security taxes will be paying for an even greater share of the benefits 

paid to workers who do not earn the maximum amount subject to Social Security tax. 

By comparison, the retirement benefits paid to a worker under the P.E.R.S. are 

directly proportional to what that worker pays i nto the system. 

In view of the fact that a worker may retire from the P.E.R.S. as early as age 

50, or even earlier in many cases; and 

---because that worker will al most certainly return to work for an employer 

who i s in the Social Security system; and 

---because retirement benefits for career employees are substantially greater 

from the P.E.R.S. and will be even morE-! so if the be11efit formula is in­

creased to replace any retirement benefit that may be lost to state employees 

after withdrawa l from the Social Security system; and 

---because short term staff employees would lose little , if any, Social 

Security retirement benefit; and 

---because the Social Security retirement system contains numerous inequities 

which are discriminatory; and 

---more importantly, because the cost of Social Security is certain to increase 

at a greater rate than benefits will be improved; 

THIS COMMITTEE CAN FIND NO REASON OF SUFFICIENT CONCERN TO CAUSE STATE EMPLOYEES 

TO VOTE AGAIN3T loJITHDRAWAL FROM THE SOCIAL SECURITY SYSTEM. 
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RECOMMENDATIONS IN GENERAL 

I. . It is recommended that thn employees of the State of Alaska vote "yes" to 

the question "Should the employees of the State of Alaska terminate their 

participation in the Socia'I Security system?", on the condition that the 

State of Alaskd contribute a sum of money to the Public Employees Retire­

ment System equal to, or greater than, the sum that the State is currently 

contributing to the Social Security system on behalf of its employees . 

Such money shall be used, as much as is practical, to improve and/or 

replace those benefits which may be lost to employees because of their 

non-participation in the Social Security system, or as otherwise determined 

by the tally of the Advisory Ballot accompanying this report. 

II. It is also recommended that the employees of the State contribute to the 

Public Employees Retirement system at least part of the money they are 

currently contributing to the Soci al Security system. Such amount shall 

be determined, as much as is practical, by the tally of the Advisory Ballot . 
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FACTORS WHICH MUST BE CONSIDERED BEFORE VOTING TO WITHDRAW FROM 

THE SOCIAL SECURITY SYSTEM 

BENEFITS: (A) RETIR EMENT 

{B) SURVIVORS' BENEFIT 

(C) DEATH & DISABILITY BENEFITS 

(D) MEDICAL BENEFIT 

The following discussion describes what benefits are provided by Social Security 

and how withdrawal from the Social Security system may affect state employees' 

eligibility for these benefits. This discussion also describes what benefits 

these employees may be elig i ble to receive from the P.E.R.S. Also included here 

are recommendations for improvement and/or repiacement of benefits which may 

either be lost or decreased for some employees because of withdrawal from the 

Social Security system. 

(A) RETIREMENT 

1. SOCIAL SECURITY 

---The normal retirement age for workers cov0\ ~d by Social Security is 65 years. 

A worker may retire at age 62 with a penalty of 5/9 of 1% for each month that 

he retires before his 65th birthday. 

---To be "fully i nsured," a worker must have one "quarter of coverage" for each 

. year after 1950 (or. if later. the year he reaches age 21) or before the year 

death occurs .or, if earlier. the year he reached age 62. 
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---The maximum number of "quarters of coverage" required is 40. The minimum 

number required is 6. A quarter of coverage is a calendar quarter in which 

a worker has earned at least $50 in wages for employment covered under this law. 

---The ''taxable wage base" is the maximum amount of annual earnings subject 

to Social Security tax and used to calculate the average monthly wage. The 

taxable wage base in 1976 was $15,300. The Social Security tax in 1976 \'Jas 

5.85% x $15,300 = $895. 

---The monthly retirement benefit payable to an individual at full retirement 

age is determined from a "schedule" based on the "average monthly wage." 

---The "average mo;ithly wage" is the average wage subject to Social Security 

tax earned by a worker over his career after 1950. 

---The "Primary Insurance Amount" is the monthly benefit payable to an individual 

at full retirement age before application of any delayed retirement credit. 

Such amount is determined from a schedule based on the Average Monthly Wage. 

This means that an employee's earnings (up to the maxifuum taxable wage) for each 

year after 1950 or, if later, the year he reaches 21, up to the year he is 62, 

are totaled and the;, divided by that number of years. (If an employee becomes 21 

years of age after 1950, that is 41 years until he becomes 62. lt is also 164 

quarters of coverage: 41 x 4 = 164.) Tl1ere is a provision in the law to drop 

from this total the five lowest earning years. which means that the average monthly 

wage is based on 36 years of employ ment That may be important, especially if, 

in those years, the contribution to Social Security was $0. The result of all 

the addition, subtraction and division is .(when the total is divided by 12 months) 

the "average monthly wage." 

The maximum average monthly waJe possible up to 1976 was $585. The maximum 

retirement benefit, payable to an individual who retired in 1976, was $364. 
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(i.e. primary insurance amount.) If the average monthly wage was one-half of 

the maximum possible (1/2 of $585) or approximately $293 , the benefit from Social 

Security would be $229. That is 78% of the average monthly wage, whereas $364, the 

maximum benefit, is only 62% of $585. In this way, Social Security retirement 

benefits are far more profitable for those workers who do not earn the maximum 

amount subject to Social Security t ax . 

WI FE Is BENEFIT --
A wife or dependent husband or a retired worker rece ives 50% of the spouse's 

benefit at age 65. A wife may ! eceive this benefit at age 62~ but her benefit 

will be reduced by 25/36 of 1% for each month before she is 65 years old that 

she receives the benefit. A wife may receive her benefit at any age if she i s 

caring for a child entitled to a child's benefit. Payments cease when either 

spouse dies , or when they are divorced after l ess than 20 years of marriage, or 

there is no child entitled to a child ' s benefit and the wife is under age 62. 

CHILD Is BENEFIT 

Every child of a \'/Orker who is entitl ed to a retirement benefit \'lilr receive 50% 

of the worker's benefit until age 18, or age 22 if the chi ld is a full-time stu-

dent. Payments cease when the child either dies, i s niarried, or is no longer a 

student. If the child 's benefit is based on his being disabled , the benefi t stops 

the third month fo ll owing the month he ceases t o be disabled . 

There is also a maximum limit that Social Security will pay to any family. That 

li1~it is approximately 180% of the retirement benefit. For 1976 that figure was 

180% x $364 = $655. 
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TO SUMMARIZE 

.A worker needs at l east six (6) quarters of coverage , but not more than 40 quarters 

of coverage, to be eligible for a Soci al Securi ty retirement benefit. The 

amount of that benefit i s determined by the employee's "average monthly wage." 

Because the taxable wage base is much greater during the worker's later years, 

his average monthly wage will be higher if he earns quarters of coverage just 

before reaching age 65. 

The Social Security retirement benefit formu la favors workers in the lowest 

income bracket; that is, those workers get a higher return on their money than 

~o workers in higher income brackets. The taxable wage base on which Socia l 

Security contributions are based is currently $15,300. By 1980, based on 

assumption~ regarding wage increases, it is schedul ed to climb to $21,600. 

There is al so a bill under consideration by the U.S. House Social Security Sub­

co~nittee which will further increase the taxable wage base to $25,000 without 

any guarantee that benefits will be raised proportionately. This ·trend will 

have a greater impact on Alaskans than on workers in other states since wages 

are higher here. 

Many employees in state service are either already vested in Social Securi ty 

or will become vested in that system i n the future, regardless of Alaska 's 

withdrawal from the program, because a high percentage of state employees work 

for the State for l ess than four years . HmiJever, some employees , because of 

their l ong-term employment \·Jith the State of Alaska after withdrawal from the 

Social Security system, will lose some Social Security retirement benefit • . 

17. 



This may happen to an employee who is vested in Social Security before the State 

withdraws from that system but who continues in state employment for some time 

(possibly 10 or 20 years) after withdrawal from Social Security, and who does 

not contribute to Social Security after l eaving state service. 

If an emp 1 oyee retires under P. E. R. S., the Socia 1 Security reti rem·ent benefit 

th~t he would receive would be based on the ••average monthly wage" he earned 

while he was contributing to the Socia.l Security system. It follows, then, 

that the employee would receive a smaller Social Security retirement benefit at 

age 65 than he would have received had he remained in that system until his re­

tirement age. This is •rue since the "average monthly wage" would have been 

higher if the employee had contributed to Socia l Security during his highest­

earning years of employment. 

However, if that employee left state service at age 40 or 50 or even 55 years of 

age (regardless of whether he received a retirement benefit from P.E.R.S.), and 

if he then went to work for an employer covered by the Social Security system, 

that worker would then add quarters of coverage to his Social Security earnings 

which would increase his average monthly wage. This is especially true at this 

time because the taxable wage base will normally be much higher during a worker's 

later years of employment . Consequently, an employee who ledves the Social 

Security system and later returns to it may receive, on reti rement, a benefit 

only sl i ghtly reduced. 

Also, it must be pointed out that single workers and married working women pay 

into the Social Security system for retirement benefits they may never receive. 
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That is. single workers pay for spouse and child benefits that they cannot pos­

sibly collect because they are not marrie·d. Also. a married working woman pays 

for full benefits but she can only receive 50% of her husband's benefit unless he · 

dies. At that time she receives her own. or his full benefit. whiche\ r is greater. 

for this reason many widov1s and widowe1·s who are retired on Social Security live 

together without being married. As a widow or widower , each receives one ful l 

reti rement benefit; if they get married. the wife receives only 50% of her hus­

band's benefit. This applies to every woman, whether or not she ever worked or 

contributed to Social Security. 

(A) RETIREMENT 

2. P.E.R.S. 

Unlike . the Social Security system, che retirement benefit that an employee 

receives from the Public Employees Retirement System is directly proportional 

to what that employee pays into the system. State employees are currently 

contributing four and one-quarter percent of their earnings to th~ P.E.R.S . 

An employee is vested in this system after five years service. The be.1efit 

formula is: 2% X number of years of service X the average of three consecu­

tive high year earnings. Normal retirement age after vesting is 55 years, 

with an option for retirement at age 50. An emp"toyee who elects to retire 

before his 55th birthday will lose 1/2 of 1% of his normal benefit for each 

month that he retires before his 55th birthday. That is to say. a 63 penalty 

for each year of early retirement. Also. ·it should be noted that any employee 

may retire without penalty after 30 years of service regardless of age , except 

that peace officers , firemen, correctional officers. and Fish and Game field 

biologists and technicians may retire after 20 years of service without penalty, 

regardl ess of age. 



It is al so worth noting that teachers and other employees who are required to 

hold a t eaching certificate have their own retirement sy~tem. This system is 

the "Teachers Retirement System" and these employees may retire without penalty 

after 20 years of service regardless of age. 

Empl oyees who retire from state service under the P.E.R.S. may el ect , at t.heir 

at their own option, any one of three survivor options. Ordinarily, upon death 

after retirement, there will be no continuing benefi t for the spouse unless 

the employee applies for it 30 days prior to retirement. Under each of t hese 

options, normal retirement ben~fits are actuarially reduced , with t he spouse 

continuing to. receive payment after the employee's death in accordance with 

the plan that is chosen . 

An employee who retires and wants to provi de a continuing benefit to the 

spouse in the event of his own death may elect: 

A. 75% joint and survivor option ; or 

B. 50% joint and survivor option; or 

c. 66 and 2/3% l ast survivor option . 

An employee who el ects either (A) or (B) above \'/ill have hi s normal reti rement 

benefit actuarial ly reduced based on the age of the spouse at the time of the 

employee's retirement. Upon the employee ' s death, the spouse will receive 

either 75% or 50% of his reduced pension for life, whi chever was clrosen before 

retirement. 

An employee who el ects (C) above \'lill have his norma l retirement reduced al so 

but, upon the death of either employee or spouse, the survivor receives 66 and . 
2/3% of the reduced benefit for li fe. 
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The difference between (C} and either (A) or (B) is that retirement benefits 

. under (A) and (B) wi ll not change on the death of the spouse. However, under 

opt~ on (C)\ either survivor receives 66 and 2/3% of the reduced benefit. 

In !:el ecting any of these options, an employee should keep two general prin­

cipl es in mind: (a} the lower the age of the spouse at the time the employee 

retires , the greater the reduction in the normal retirement benefit; and (b) 

the lower the conti nuing payments to the spouse , the sma ll er th~ reduction will 

be to normal retir~ment benefits . 

Another option is al so available under the P.E .R.S. called the "level income 

option," whereby employees who retire under the P.E.R .S. before t hey are eli gible 

for Social Securi ty retirement benef)ts , may have their P.E .R.S . benefit in­

creased until t heir Social Security benefit payments begin. At that point, 

the P.E.R.S. benefit will be reduced proporti onately. The result is a more 

"l evel income" throughout the retirement years. 

It should be noted that any employee who leaves state service may withdraw all 

of hi s contribution plus interest from the system. Of course, i f he dnes ·thi s 

he will not be eligible for any benefits. Additionally, there is a provision 

i n the P.E.R.S. regulations whereby any empl oyee who leaves state service and 
> 

withdraws his contributions may be reinstated in the system at a later date 

without penaltyt if he pays back hi s contributions plus interest . 

(B) SURVIVORS' BENEFIT 

1. SOCIAL SECURITY 

A widow or dep~rd~nt widower (who received at l east half of his support 

from hi s wife) will receive at age 65 100% of the "primary insurance amount" 
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J, 

the deceased spouse would have received at normal retirement age had he lived • 

. The survivor may receive this benefit at age 60 \'tith a penalty reduction of 

approximately 1/2 of 1% for each month that the survivor receives the benefit 

before she or he attains age 65. This benefit stops when the surviving spouse 

dies or remarries. 

A widow not entitled to a widow's benefit may be entitled to a mother's benefit. 

(A widow must be at least 60 years old to receive a widow's benefit.) A mother's 

benefit is payabl e to the widow of a worker who dies while fully insured (40 

quarters of coverage) or curre~tly insured (6 quarters of coverage in the 13 

quarters period ending with the quarter in which the death of the worker occurred) 

provided the widow is: {a) not married 

(b) not entitled to widow's benefit 

(c) has in her care a child of her deceased 

husband entitled to a child's timefit. 

A woman need not be age 60 to qualify for a mother 's benefit. The mother's 

benefit is equal to 3/4 of the "primary insurance amount" the deceased spouse 

would have received at normal retirement, had he lived. The mother's benefit 

ceases when she dies or remarries, or becomes entitled to a widow's benefit, or 
' 

no longer has a child who is entitled to a child's benefit. 

Social Security also provides a child's benefit for children under 18 years of 

age or 22 years of age, if the child is a student. Eligibility requirements 

and benefits ~re similar to a mother's benefit. That is the worker who dies 

must be fully or currently insured, 

Parents are also eligible for a Social Security benefit if they are dependent 

22 



(receive 1/2 of their support) on a worker who dies. for the parent to be 

eligible, the worker who dies must b~ fully insured. 

In addition to the benefits already mentioned, Social Security pays a one-time 

1 ump sum benefit of $255. 00 to the widow or widower of a worker who di es whi 1 e 

fully or currently insured. 

MAXIMUM LIMIT OF FA~1ILY BENEFITS 

The total monthly benefit payable to any family from Social Security is approxi­

mately 170% of the primary insurance amount. 

(B) SURVIVORS 1 BENEFIT 

2. P.E.R.S. 

If an employee'5 death is the result of non-occupational causes, and if he 

has at least five years of service , his beneficiary may elect a lump sum death 

benefit or the 50% joint and survivor option, based on credited service. If 

death occurs before he has one year of service, his beneficiary will receive 

a refund of his contribution, plus interest . 

LUMP SUM DEATH BENEFIT (Non-occupational Cause) 

After one year of service, but less than five years of service, an employee's 

beneficiary will receive $1000.00 plus $100.00 for each year of service up to 

the time of his death, plus the balance of his contributions to the fund. 

50% JOINT SURVIVOR OPTION (Non-occupational Cause) 

After five years of service, an employee's beneficiary will receive 50% of: 

2% X the average of his three high consecutive years' earnings X the number 
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.. 
of years service he had until the time of his death. This amount is subject 

to actuarial reduction which is based on the age of the beneficiary or bene­

. ficiaries. 

Additional death benefits are payable to benefi ~iaries of employees in the 

P.E.R.S. who are covered by medical insurance and/or collective bargaining 

agreements. In most cases, these benefits are lump sum payments. 

P.E.R.S. DEATH BENEFIT BEFORE RETIREMENT 

If death is a result of occupational causes in the performance of an employee's 

dut~es while in state service, the surviving spouse will receive 40% of the 

deceased employee's monthly compensation at the time of death, until such time, 

if the deceased employee had lived, he would have been eligible to retire. At 

that time the surviving spouse will receive the normal retirement pension based 

on the deceased employee ' s 3 high year earnings, with service crP.dit up to his 

retirement age, had he lived. If there is no surviving spouse, the pension will 

be paid to surviving children who are under 19 years of age or 23 ·years of age 

if full-time students. Payments cease when there is no ·surviving sp~use or child. 

RECOMMENDATION 

To be eligible to receive any death benefit from Social Security, a widow must 

be at least 60 years old unless she has a child who is entitled to a child's 

benefit. Even then her deceased spouse must have died while 11 fu lly11 or 11currentl.v 

insured". 

In the event the State of Alaska withdraws from the Social Security system, 

the employees most likely to lose this benefit are employees who are not vested 
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under Social Security and who die while in state service. These employees may 

. often be young people who may very well have children. Unless these employees 

have been in state service for a considerable number of years, their benefit 

under the P.E.R .S. would be less than what they could receive from Social Security 

had they been covered by that system. It is assumed the employee dies from non-

occupational causes. 

Therefore, it is recommended that, should the State ot Alaska withdraw from 

the Social Security system, the following revision be made in the P.E.R.S .: 

Beneficiaries of employees who have five years or more of credited service, 

who die while in state service before retirement, and whose death results from 

non-occupational causes, shall be provided the same death benefit as provided 

when deat~ is a result of occupational causes. 

The above recommendations will cer· .. .. inly provide greater benefits to bene-

ficiaries of employees who die while in state service than are provided from 

Social Security. This is especially true when one considers that under Social 

Security the surviving wife must be 65 .vears old to get a full benefit unless 

she has dependent children. Also, the husband will get ~othing from Social 

Security if his working wife dies and h£! was not dependent on her while she 

was alive. 

. 
Under the P.E.R.S. a spouse will receive a pension regardless of hi~ or her 

age and whether or not he or she was dependent. 

It shoul d be noted that under P.E.R.S., if there is no surv i ving spouse, thi ~ 

same pensior will go to a surviving minor or minors (eqmi."lly divided) until they 
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are age 19 or age 23, if full-time students. 

The most difficult situation that we have to deal with is: Should the P.E.R.S. 

provide a death or disability benefit to survivors or dependents of individuals 

who either die or become disabled after they leave state service but may not be 

eligible for death or disability benef'its from ·social Security because of the 

State's withdrawal from that system? 

When answering thi$ question, it should be remembered that even under Social 

Security a worker must be both 11 fully" and "disability" insured in order for 

him or his dependents to be eligible to receive any disability benefit. In the 

case of death, a worker must be either 11fully 11 or 11 current1y" insured, for hi s 

dependents to be eligible for death benefits. 

Nevertheless, there are undoubtedly some employees who are presently eligible 

for Social Security death and disability benefits who will lose eligibility 

for some of these benefits after they l eave state service and after the State 

has withdrawn from the Social Security system. 

For example, let us assume : 

1. A worker who is fully insured under Social Security leaves 

state service and then dies. What benefits are lost? 

(a) The widow or widower of a dependent worker will lose 

no eligibility for retirement benefits at <1ge 65 be­

cause of withdra\'lal from Social Security. 
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(b) The widow will still be eligible for a mother's or a child's 

benefit. 

2. A worker who is fully insured under Social Security leaves state 

service and then becomes disabled. 

(a) The worker or his dependents will lose no disability benefits 

if the worker had 20 quarters of coverage during the 10-year 

period prior to becoming disabled. That is to say, a worker 

is still eligible for Social Security disability benefits for 

five years after he stops contribut~Jns to that system. 

Sununarizing the above examples, we find that the benefits lost to fully insured 

individuals who leave state service after wi t hdrawal from the Social Security 

system depends on their "disability" insured status. If these individuals, after 

leaving state service, go to \·1ork for an employer who is in the Social Security 

system, and if they had lost their "disability" insured status by the time they 

left state service, they would again be "disability" insured under Social Security 

in 5 years. 

Another question that must be considered is the problem of employees who leave 

state service ~nd are not covered by Social Security. 

For instance : An employee enters state service after Alaska withdraws from 

Social Security and never contributes anything to that system. There are two 

major concerns regarding these employees. 

1. Many of these employees who leave state service will have 
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dependents who need protection, and 

2. What meaningful protection can the P.E.R.S. provide for these 

empl oyees that is fair and equitable , not only to those employees 

who l eave state service but to the rest who stay with the State. 

This Committee recommends that in the event the State of Alaska withdraws from 

Social Security system and, if the majority of employees, as indicated by the 

tally of the Advisory Ball ot accompanying this report, vote to provide death 

and disability protection for employees who leave state service before retire­

ment, the following revisions be made in the P.E.R.S.: 

When considering the following recommendations it should be 

remembered that empl oyees in state service pay for these 

benefits every month. 

Employees who, after completing at least five years of credited service and 

who then leave state service, shal l remain eligible for death and disability 

benefits from the P.E.R.S. for a period not to exceed ten years from the 

effective date of their termination from state service. The anmunt of death 

or disability benefit shall be based on the employee's earnings at the time of 

termination from state service. 

Such eligibility shall be in effect only when all of the following requirements 

are complied with: 

l. The employee is not eligible for retirement under P.E.R.S. 
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2. The employee or his beneficiaries must provide proof of 

disability or death as required by the Division of Retirement. 

3. The employee must leave his contributions in the P.E.R.S. when 

he leaves state service. 

4. The employee must make contributions to the P.E.R .S . on a monthly 

basis up to the time of his death or disability.· The amount of 

such contribution shall be determined by the Division of Retire­

ment. Such amount shall be the cost of those benefits, determined 

on an actuarial basis (i.e. the same amount that employees in 

state service will be required to pay, if the recommendation is 

implemented). 

The employee may authorize the Division of Retirement to make 

monthly deductions from his contributions being held in the 

Retirement fund. 

The employee shall refund to the P.E.R.S . those deductions with 

interest when he becomes el i gible for retirement under the P.E.R.S. 

5. Benefits under this section cease under the same conditions 

affecting employees in state service. 

It is also recommended that the provision which presently exists in the P.E.R.S .• 

(secti on 39.35.420) insofar as it affects a deferred vested member of the P.E.R.S., · 

be maintained. That is; if the Geath of a deferred vested member occurs before 

appointment . to retirement and after completing at l east 5 years of credited 
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service, the surviving spouse may, at his or her discretion, receive either 

the lump sum death benefit or the 50% joint and survivor option based on 

credited service to the date of the employee's termination from state service. 

Ho\'/ever, no employee may simultaneously receive a pension under more than one 

section of the P.E.R.S. 

(C) DISABILITY BENEFIT 

1. SOCIAL SECURITY 

To be eligible to receive any disability benefit from Social Security an 

individual must be unable to engage in any substantial gainful activity by 

reason of medicJlly determined physical or mental impairment which can be 

expected to result in death, or has lasted, or can be expected to last, for 

a continuous period of not less than 12 months. In addition, a worker must be 

"fully insured'', that is, have 40 quarters of coverage (ten years) and also 

have had not less than 20 quarters of coverage (5 years) during the ten years 

prior to becoming disabled. However, special exceptions apply i.1 the tase of 

individuals who become disabled prior to age 31 and in the case of the blind. 

A worker must wait 5 months before he receives any disability payment. 

The disability benefit payable from Social Securi ty i $ equal to the normal 

retirement benefit computed as though the worker had attained age 62. 

The wife or dependent husband of a disabled worker receives 503 of the spouse's 

benefit at age 62. A wife may receive a 50% benefit at any age if she is caring 

for a child entitled to a child's benefit . A ch il d of a disabled worked is en­

titled to a 50% benefit also, if he is under 18 years old or 23 years old, if he 
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is a student. 

Maximum family benefit is approximately 170% of the disabled worker's normal 

retirement benefit. 

(C) DISABILITY BENEFIT 

2 •. P.E.R.S. 

Eligibility: 

If an employee incurs a physical or mental condition which permanently prevents 

him from satisfactorily performing the duties of his position, or any other 

position for which he is qualified by education and training and which is made 

available by his employer, and if he is not eligible to retire: 

Non-occupational disability (with 5 or more years credited service) 

Benefit: 2% X (the average of the 3 consecutive high year earnings) 

X number of years credited service. 

.. 
OR 

Occupational disabilitl (no minimum service requirement) 

Benefit: 40% of current monthly earnings while disabled or until employee 

is eligible for a retirement benefit. Service credit granted 

for entire period of occupational disability when computing 

retirement benefit. Upon the death of a retired employee who 

is receiving or is entitled to receive an occupational disability 

pension, a surviving spouse's pension equal to 40% of his average 
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monthly compensation shall be paid to the surviving spouse. 

If ther~ is no surviving spouse, the. survivor 's pens ion sha ll 

be paid in equal parts to his children who are under 19 years 

of age or, if full -time students , under 23 years of age. On 

the date norma l retirement would have occurred if the employee 

had lived, monthly payments shal l equa l the monthly amount of the 

normal retirement benefit to which the employee , had he lived 

and continued hi s empl oyment unt il hi s normal retirement date, 

would have been entitled wi th an ~verage monthly compensation as 

existed at his death and the credited service to which he would 

have been entitl ed . 

It should be noted that under Social Security there is no distinction between 

occupational and non-occupational disability, but in order to receive any 

benefi t a worker must have 40 quarters of coverage (1 0 years) and half of this 

must be in the 10 years prior to becoming disabled . 

In other words, employees in state service now, who are eligibl e for a ·soci al 

Security disabil.ity benefit , if they become disabled, would still be eligible 

for that benefit for f i ve years after withdrawal from the Soci al Security 

system. They would also receive a disability benefit from P.E.R.S. 

RECOMMENDATION 

It is therefore recommended that, should the State of Alaska withdraw from the 

Social Security system, the following revision be made in P.E.R.S.: 

Empl oyees in stat e service who become di sabled after completing 5 or more years 

of credited service and \~hen such di sability has resulted from non-occupational 
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causes shall be provided the same disability benefit as provided when disability 

has resulted from occupational causes 

(D} MEDICAL BENEFIT 

1. SOCIAL SECURITY 

The full level of Social Security hospital insurance benefits is available 

to any individual who is age 65 and is receiving any retirement benefit from 

Social Security. In addition, supplementary medica l insurance benefits are 

available, on an elective basis, to any individual who is eligible for hospit~ l 

i.risurance. This means that any individual who is eligible for Social Security 

retirement benefits at any level will lose no Social Security medical care 

benefits because of withdra\'1al from the Social Security system. However, it 

must be noted that individuals who retire early are not eligible for Social 

Security medical benefits until they reach age 65. 

It is possible that some individuals who become disabled while employed by the 

State or after leaving state service may not be eligible for Social Security 

medical benefits. Medical benefits are provided for any individual who is under 

age 65 and has received Social Security disability benefits for at least 2 years. 

That i s to say , the individual must be both fully and currently insured. 

RECOMMENDATION:. 

It is the opinion of this Corrunittee that, should the recommendations given in 

the previous section of this report affecting employees who leave state service 

be adopted, no other changes be made in the P.E.R.S. affecting these employees. 
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(0) MEDICAL BENEFIT 

2. P.E.R.S. 

Employees who retire from staf~ service receive the same medical coverage 

that they received before retirement. 

RECOMMENDATION: 

As most employees will be eligible for Social Security medical benefits after 

retirement based on either service with the State ot service with other employers 

and, because employees who retire from state servi~e receive medical insurance 

coverage from the P.E.R.S . , no changes are recommended in the P.E.R.S. affecting 

employees who retire from state service. 

TEMPORARY EMPLOYEES 

Temporary employees do not participate in the P.E.R.S. However, they do contri­

bute to the Social Security system and thus, earn "quarters of coverage" in 

that system. Nevertheless, because the turnover rate of these employees is ex­

tremely high, it is not desirable to include them in the P.E.R.S. This would 

increase the administrative burden of that system substantially. It is, however, 

desirable to provide some benefit coverage for these employees. 

RECOMMENDATION: 

This Committee recommends that, in the event the State of Alaska withdraws from 

the Social Security system. the State of Alaska shall provide a lump sum death 

benefit to beneficiaries of temporary employees who die while in state service. 

The amount of such benefit shall be equal to one full year's salary computed as 
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though t he employee had worked 12 continuous months . 
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The House is expected to consider legislation (HR 9346) next week that 
would mandate coverage, beginning ir1 Janua;cy 1982; for all federal, state, 
and local government and nonprofit organization employees under the social 
security system. The measure, which was r'eported to the floor by the Ways 
and Means Counnittee, also provides for inereased social security taxes and 
an accelerated increase in the wage base against which these taxes are 
levied. Currently, states and localities have the option of including 
their employees under social security. About 30 percent cf all state and 
local employees are not included in the system. 

~1.andating coverage of federal, stat.e, and local government and nonprofit 
organization employees would add an estimated 6 million workers to the 
system. Such mandatory coverage, however, creates three major problems for 
state and local governments. Many observers feel mandatory coverage is an 
unconstitutional intrusion by tlie federal government. Also, employees of 
six states and nundreds of local units of government current l y are not 
covered. These governmental units would experience a major fiscal impact 
because they would be compelled to make social security contributions for 
all their employees beginning in January 19o2. All state and local 
governments also will feel the effects of the proposed increases in the tax 
rate and wage base. Finally, over 6,700 state and local pensions plans now 
in operation would be affected. Many of these plans provide a benefit 
structure that is integrated with social security benefits. A significant 
number of plans, however, would have to be completely redesigned to mesh 
with social security. In some cases, such integration would entai 1 
constitutionally or statutorily prohibited reductions in employee benefits 
under state and local plans to reflect new benefits ava ilable throu,sh 
social security. 

An amendment to delete the mandatory coverage provision will be offered by 
Rep. Joseph Fisher (D-Va.), but is not expected to pass without vigorons 
support from state and local government leaders. Governors are urged to 
inform their House delegations immediately of the consequences of manda to­
ry coverage on their states. 

President Carter signed the Juv~nile Justice and Delinquency Prevention 
Act extension (PL 95- 115) en Gct:ober 3 . The bill extends the current law 
for three years , with annua l authorizations of $150 mi.llion i n FY • 78, $175 
million in FY '79, and $200 million i n FY 'SG . The m ~asure conti nues the 
current 10 percent state match requirement for FY ' 78 and allows states to 
use up to 15 percent of their annual formula allocation for planning and 
administration . However, beginning in FY ' 79 the ma t ch requirement will be 
eliminated but the states will be required to match administrat ion and 
p l anning funds on a dollar- fer-dollar basis up to 15 percent of the state's 
annual allocation formula . 



RESOLUTION OF 
UR PENALTY 
CONTROVERSY 

CONTINUING 
RESOLUTION FOR 
LABOR-HEW MONEY 
BILL SIGNED 

HOUSE APPROVES 
INLAND WATERWAYS 
USER FEES 

I • 

Congress last night approved and sent to the White House legiolation to 
n~solve the nursing home utilization review controversy. The bill, HR 3, 
would waive unconditionally any penalties assesaed against a state for 
allegedly unsatisfactory utilization control survEys in· quarters before 
calendar 1977. The bill also unconditionally Yaivee any penalties for 
unsatisfactory reviews in calendar 1977 quarters , if the state is in 
compliance at the end of the October-December 1977 quarter. 

The bill restructures the penalty to be levied against a state not in full 
compliance for the October-December 1977 quarter so that the one-third 
reduction of federal matching funds will be applied only to the r roportion 
of Medicaid recipients in allegedly inadequately surveyed facilities com­
pared to the total of Medicaid recipientz whose facilities are required to 
be surveyed. Full compliance, under the bill, would be redefined to be 
actual review of aH large facilities and at least 98 percent: review of all 
other covered facilities, so long as a good faith effort was made to review 
all facilities. The HEW secretary could waive peu.:lties if he finds the 
above standard was not met for technical reasons. 

The House and Senate yesterday agreed to a resolution that continues 
providing funds for the programs and employees of the Departmenls of 
Health, Education and Welfare, Labor, and several smaller agencies through 
the end of October. President Carter promptly signed the measure. The 
action gives House and Senate negotiators more time to r~solvt the Medicaid 
abortion funding issue deadlock which bas tied-up the $60 billion fiscal 
1978 appropriations bill for months. 

Both the House and Senate would allow the federal governmPnt to pay f ·: i: 
abortions under the Medicaid program if the woman's life is endangerP.J ~ya 
continued pregnancy. The Senate language also authorizes abortion fonds in 
cases of rape or incest "or if the mother or fetus would suffe r serious 
health damGge." The House language is more restrictive. It would permit 
only "medical procedures'' such as dilation and curettage "performf:;d before 
the fact of pregnancy is established" in cases of rape and incest ~·hich are 
reported to law enforcement authorities and would eliminate the "serious 
health damage" clatise. 

The House this week approved legislation (HR 8309) to impose a fuel tax en 
commercial users of inland waterways. The measure, approved 331 to 70, 
would impose a tax of four cents per ~allon as of October 1, 1979, with the 
levy climbing to six cents p~r gal lon on October 1, 1981. The House bill 
must be reconciled with a Senate-passed measure that would charge barge 
users 100 f ~ ~~ent of the annual cost of operation and maintenance of river 
projects and 50 percent of the const~uction costs for new ones. Those fees 
would be phased-·i.n over a ten-year period. The House-approved user tax was 
attached to a bill authorizing $432 million for the replacement of Locks 
and Dam 26 on the Missis sippi River at Alton, Illinois. President Carter 
warned that without the user fee he would veto any measure funding the 
project. 

MANP~~R..l~:..·;~-, ~ The NGA Employment and Vocational Training Program will hold a national 
SE~.UNAR ' , ~ manpower seminar October. 26-28 in San Francisco. The seminar will empha­
) v R[C'J:/ II ~ size state manpower officials' pa'1 ticipation in discussing key issues in 

,..:.J' lJ vff) ~\~urrent and proposed legislative agcr.das. Those interested in participat-
f Or: r wng should contact NGA. 
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n1e new· attemp.ts to nm.ndate federal, state and local coverage is an effort to 
restore short-range solvency to the social security system. In recent years, benefits 
have hcpn outpacing tax receipts ~t a growing rate. Social Security officials predict 
~1 <lcfici.t of about $5.6 bHlion in 1977, following losses of $3 . 2 billion last year 
~n<l $1. 2 billion· in 197 5. At this rate, the reserve funds will be depleted within 5 years. 

1. The Committee ' s proposal to mandate social security coverage of state and local 
government employees is urv:onsti tutional. 

--A 1939 Ways and Means Conunittce report stated that: 
"no method has yet been devised which would overcome constitutional 
difficulties and also protect the old-age insurance system agamst 
adverse selectic;i." 

--The U.S. Supr~me Court supports the view that Congress cannot tax governmental 
functions. In New York v. United States (326 U.S . 572), Chief Justice Stone stated 
that no "non-discriminatory tax could be levied on revenues from taxes. 

- -The U.S. Supreme Court, in National League of Ci.tires v. Usery (426 U.S. 833 , 1976) 
statcl: 

... that when Congress seeks to regulate directly the activities of States as 
public employers, it transgresses an affinnative limitation on the exercise 

. of its power akin to other corrunerce power affinnative limitations contained 
in the Constitution. 

2. The Committee proposal for mandatory coverage of state and local goverrunent employees 
would disrupt existing retirement systems established by responsible governments . 

--70 percent of state and local government employees are now covered by Social 
Security. Those employees enjoy social security benefits which are integTated with 
existing retirement plans as a matter of state or local policy. Hand.a.tin~ coverage 
for the remaining 30 percent of employees will force wholesale changes in state and 
local . law. 

--States and local governments cannot redt.K(; pension benefits for state and local 
goverrunent employees due to constitutional restrictions or court decisions (see 90 
Harvard Law Review 992). Imposition of social security benefits would thus provide 
windfali benefits to some employees, allowing many employees to retire to a higher 
income than their last year salary. 

3. The Committee proposal for expanded coverage would place a federal ta."< on state 
and local governments which have not joined the Social Security System.-

--The cost to state and local governments is estjmated at $27 billion by 1984. 
Although only 5 states do not have soci~l security coverage, states might be affected 
if their localities were forced into the system. ~1any states either directly or 
indirectly subsidize local employee benefits. 

--This cost factor will be applied to state and local goverrunents which can 
least afford to incur the added costs. Indeed, some iurisdictions are considering 
withdrawing from Social Security in order to 5ave money . , · ,-, . ·; 

\-' I I I 
I"'\. 

\ 



NATIONAL CONFERENCE OF STATE LEGISLATUI 

October 5, 1977 OJN1'ACT: Jeff Esser or Paul S'\>reet 
(202( 624-5408 

1HE ISSUE: Federal Mandate To Force States and Localities to Join The 
Social Security System 

STATUS: The U.S. House Ways and Means Conr.ii ttee Ji.as adopted an 
amendment to the social security financing bill which would 
force states and Jocalities to join the social security 
system. The bill (HR 9346) would mandate tn1iversal coverage 
of all federal, state and local government employees t.D1der 
the systen by 1982. 

ACI'ION URGED: The National Conference of State L~gislatures requests your 
assistance in contacting the members of Congress from your 
state, asking them to vote ag~inst federal-mandated coverage 
of state and local employees. NCSL supports Congressional 
efforts to improve the social security system so that state 
and local decisionmakers will voluntarily elect to partici­
pate; however, we feel that coverage and the option to with­
draw should remain as it is under current law. Although 
Congress clearly ha5 the authority to mandate coverage of 
federal employees, there are constitutional prohibitions 
on trucing state ar1d local governments as employers . 

BACKGROUND: Because of these prohibitions, the current law does not 
automatically cover all state and mtmicipal employees as it 
does all private sector firms and their employees. Those 
state and local governments that participate in the system 
do so on an optional basis. 

-more-

444 North Capitol St., N.W. • Washington, D. C. 20001 • 1405 Curtis St. • Denver, Colorado 
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RmISTRATION roRM 

NCSL Pensions Task Forc:e Meeting 

Hall of the States - 2rrl Floor Conference Rcx:m 
444 North capitol Street, N.W., Washington, D.C. 

October 17-18, 1977 

Mailing Address ------------------------------------------------------------
City State Zip 

-------------------------------~ --------------------- --------

Telephone Number :Area Code Number --------------------- ----------------------
Arri val Date Arri val Tfae ----------------------------- ----------------------
Departure Date Departure Tine ---------------------------- ---------------------
Hotel Accx:m:xlations Required: NO/ L.rcr'E GUARANTEE YES --- -------- ------ ----

*** We have reserved roans at the following hotels on a first-a:::xre-first-served 
basis. Please indicate your preference: 

Quality Inn Capitol Hill - 415 New Jersey Avenue, N.W. 

$36 Single $46 Double ------Reservations deadline September 19, 1977 

Capitel Hilton Hotel - 16th and K Streets, N.W. 

$45 Single $57 Twin .-----------Reservations deadline Sept:enre.r 30, 1977 

Please return this fo:trn to the following address: 

ms. BARBARA SIM:OE 
National Conf erenc:e of State Legislatures 
444 North Capitol Street, N.W. 
2nd Floor 
Washington, D.C. 20001 
(202) 624-5409 

(If you do not plan to arrive by 4 p.m. and want to guarantee your roan, please indicate your 
approximate arrival time at the hotel. If you guarantee your roan and do not arrive or 
canc:el your reservation, you will be responsible for paym::nt. NCSL will not be responsible: 
for any guarantees. ) 

***There will be no registration fee for this rreeting. 



NEWSLETTER 
Vol. I Number I SeptL..ilber 1, 1977 

A Publication of The National Conferer1ce of State Legislatures 

REVIEW OF STATE LEGISLATION 

State legislators are becoming increasingly aware of the problems of state 
pension plans. The 1977 legislative sessions saw major efforts on the part of 
legislators to de~l with these complex issues, including growing unfunded liabilities, 
adequacy of retirement income, and disparate accounting methods between different state 
systems. 

To get a handle on some of these problems, many legislatures have authorized 
comprehensive studies of their pension systems . By initiating these studies, legislators 
have been able to obtain detailed information on their systems, and identify areas where 
legislative action is needed. 

Studies 

Utah and Virginia are among the states studying whether benefits should be 
integrated with Social Security. .llawaii recently_~El_eted ~ ... ~-~:i:l'!E .. _~~~U-h} .... S.h 
~~~nded that .the state._!;_q_t"L~il}~~-part;~c;~p~tign in So~::ial .S.:~G.urity by .adopt_1:_·!1~. a~­
integr.ated benefit formula whereby Social Security benefits a:re calcu+a.t~<;l. .. in . the 
qete'"fmination of retirement income. New Jersey recently authorized a study on cost 
comparisons of three different actuarial cost methods . Wyoming and Tennessee are 
examining the feasibility of their states paying full contributions. North Dakota 
is studying the cost of converting the present North Dakota Public Employees Retirement 
Systel!l from "money purchase" to"fixed benefit formula." The New Mexico Legislature 
has authorized a ma.jar $250,000 study on both their public employees and teac;hers 
retirement plans. Other states authorizing studies include: Arizona, Colorado, Idaho, 
Iowa, Kentucky, Maryland, Massachusetts, Michigan and Nebraska. 

Commissions 

States are also l~o~ing at ?ermanent pension commissions as mechanisms for 
studying pension issues, analyzing ii:;-. _~:1 :l1:i]) ·1 ·:.c:-3_t~:i.onfl of proposed legislation and 
developing reccm;u~ndations for improvc:r.ents. In addition to the ~leven ..=•xi sting 
commissions, six states (California, New Jersey, Mtchigan, Nevada , West Virginia 
and Pennsylvania) have created spe1::ia.l interim committees or introduced legislation 
to establish per:nanent pension commissions during the 1977 sessions. 

1977 Leszislation 

In addition to bills which have fallen into the category of basic pension 
housekeeping measures, there has been some significant pension legislation enacted 

.. ~ -1----~--- . __ _...,_ ·- . 



during the 1977 sessions. 

South Carolina passed legislation which if passed by referendum will 
become an amendment ot their constitution. The bill stipula tes that increased 
retirement benefits shall not be paid unless funding for the increase has been 
provided. It also requires that all state retirement progran1s operate on a sound 
actuarial basis. 

In Tennessee, legislation was enacted which requires that any bill which 
creates financial liability on their retirement system must include funding for 
such liabilities. This legislation also requires that any bill reported by the 
council must be accompanied by an appropriation bill or appropriate amendment whi ch 
provides the first years ' funding. Other states are following this same trend by 
stipulating that fiscal notes accompany all pension legis lation. 

California has been able to get a better accounting of their pension 
systems through the work of an actuary who has been hired as a consultant to the 
Senate Committee on Public Employment and Retirement. In addition to testifying 
at committee hearings, the actuary provides cumulative annual cost/ unfunded liability 
studies on bills before the committee. A pension study of the New Jersey Legislature 
has recently recommended the hiring of a part-time actuary, and legislation 
introduced this session in Pennsylvania calls for the establishment of an Off ice of 
Actuarial Review within th1~ State's Auditor General's Office. 

Indiana created a new police and firefighters penGi on and disability fund 
as a separate account in the public employees' retirement fund but administered by 
the state board. 

Arkansas created a new retirement plan for public employees and state 
police . The purpose of the act is to establish uniform benefit specifications 
and minimum financing, accounting, and reporting standards for the two plans. 

PERMANENT COMMISSIONS 

A Special Subcommittee of the Michigan House of Representative's Committee 
on Retirement has recently completed a study of permanent legisla.t:ive retirement 
commissions . The report identifies ten states that now have permanent commissions 
and numerous other states, including Michigan, have introduced legislation during 
the 1S'l7 sessions to create comparable commissions. Those already in existence 
include: 

Illinois Public Employees Pension Commission 
Louisiana Joint Legislative Retirement Committee 
Massachusetts Retirement Law Commission 
Minnesota Legislative Retirement Study Commission 
New York Permanent Commission on Public Emp)oyee Pension and Retirement Systems 
Ohio Retirement Study Commission 
South Carolina Retirement Committee 
South Dakota Retirement Laws Committee 
Tennessee Council on Pensions and Retirement 
Wisconsin Joint Survey Committee on Retirement 
Wisconsin Retirement Research Committee 



Florida and Maine have already eliminated mandatory retirement. Illinois, 
Massachusetts, Caliiornia, New York and Georgia have introduced similar legislation 
during the 1977 sessi~ns. 

IRS RULING 

Responding to the concerns of the states and NCSL's Public Pension Task 
Force, the IRS announced August 10 that it would postpone the July 31 filing 
deadline for state and local government retirement plans. On April 21, the IRS 
had announced that under a provision of the Internal Revenue Code (Section 401) state 
retirement plans were required to meet federal qualifications in order to remain 
tax exempt. 

In their recent press release the IRS said, "Issues concerning discrimination 
and the taxability of the income of trusts relating to state and local government 
employee retirement plans will not be raised until a review of these matters is 
completed." The release also stated that, "The IRS is reconsidering whether the 
statutory prohibition against discrimination in coverage and contributions or benefits, 
under Section 40l(a) of the Internal Revenue Code, applies to plans covering various 
elected and appoint~'' officials of state and local governments. Al5o under con­
sideration is whether the trusts relating to such plans are subject to tax on their 
income." 

By extending the filing date, the IRS met the objectives of an NCSL 
Pension Task Force Resolution adopted July 8 which asked that the IRS extend the 
July 31 deadline until the issues are resolved and the law clarified . The Task 
Force passed a companion resolution endorsing the objectives of federal legislation 
(S. 1587) introduced by Senator Richard Stone (D-Fla . ) to specifically exempt state 
and local gov~nunent retirement systems from the federal income tax. 

NCSL PUBLIC PENSIONS CLEARINGHOUSE 

The National Conference of State Legislature's Public Pensions Clearinghouse 
has been designed as a central sour~e for legislators and their staffs to exchange 
information on public pension issues. To help us respond to requests for information 
on public pensions, ~~are._anxious_.to....r~ecei.v:e-copies-of~.legislat-ian-and_~p~sJ:'!! 4.§tud!.~s 
in these area?~· We have identified at least one pension contact in each state, and 
tlope thar-'bY-working ~ith these individ~als, our pension resources will continue to 
expand. It is also our intent that the Pension Newsletter serve as an information 
exchange between the states. We plan to highlight special pension studies and major 
legislative initiatives of both the federal and state governments. By opening the 
lines of communication among the states in the pensions area, we hope to help legislators 
deal with the complexities of their public pension systems. 

NCSL Contacts: Lanny Proffer 
Dena Bellows 
303/623-6600 

NCSL PUBLIC PENSION TASK FORCE MEETING 

The next meeting of the Public Pension Task Force is scheduled for Monday and 
Tuesday, October 17 & 18, at the Hall of the States, 444 N. Capitol Street, Washington, 
D.C. The meeting will focus on the soon-to-be-released Report of the Pension Task Force 
of the House of Representative's Committee on Education and Labor, and on Social Security 
Amendments. The meeting is open to interested legislators and their staffs. A 
reservation form for the meeting and hotel accomodations are attached. 



The report hig:\lights the responsibilites of the different commissions which 
range from reviews of pension and retirement bills, including preparation of fiscal 
notes, to special studies of public retirement systems, to recommending legislation 
to promote more efficient administration of the systems. Structure varies among 
the commissions as noted i.n the case of Wisconsin where there are two permanent 
commissions. The Wisconsin Joint Survey Committee on Retirement Systems is responsible 
for submitting reports analyzing all legislation aff rcting public employee pension 
or retirement plans, while the Wisconsin Recirement Research Committee conducts 
studies and publishes reports on a variety of public pension issues. 

The study examines the membership of the di.fferent commissions. With the 
exception of New York and Massachusetts, nine of the eleven commissions are composed 
primarily of legislators or state administrative officials. Three of these commissions, 
Minnesota, Louisiana and South Dakota are made up entirely of legislators. In 
Massachusetts, Wisconsin, Tennessee, South Carolina and Ohio , representatives from 
retirement systems or public employee groups are designated to serve on the commissi ons. 
The number of regular members assigned to the commissions ranges from 6 to 18, with 
about 10 as the average. 

Financing of the commissions is discussed in detail in the study. Most 
appropriations range between $30,000 and $50,000 annually. However, during 1975-1976, 
New York's Commission operated on a $364,300 budget, while the South Dakota Retirement 
Law Committee was budgeted at $5,000. In Tennessee, no separate appropriation is 
made f or their Council on Pensions and Retirement. The Michigan study includes a 
table listing the appropriations of these eleven commissions. 

A final section of the report 
On the average, these staffs total from 
on the job descriptions are included in 

I 

examines staffing of the permanent commissions . 
four to six full-ti me employees . Specifics 

.(, 
y 
I 

Ii 

the text of the study. 

Copies of the Michigan report may be obtained by writing: 

House Committee on Senior Citizens and 
House of Representatives , 
State Capitol - 37 ~-I~::.: 7 ( s17·\ 
Lansing, Michigan 48901 '_) 

Retiremen~ 
' ). 

HR 5383 - AGE DISCRIMINATION IN EMPLOYMENT ACT AMENDMENTS OF 1977 

' ' I I (' 
, ... ._, W\,~ ,,. .. ' ' . \ . ~ 

P/ f I 
... I.. ...: • ,11. •.I •.,t 

- • '..._..J 

The House Committee on Education and Labor has reported out HR 5383, 
legislation to eliminate mandatory retirem~nt on account of age for federal employees 
and to raise the age limit from 65 to 70 in the Age Discrimination in Employment Act. 
The proposed legislation also clarifies the conditions under which an employer with a 
bona fide employee benefit plan may require early retirement. The Act, which was 
passed in 1967, and amended in 1974 to include federal, state and local public employees, 
prohibits discrimination because of age in hiring, job retention, compensation and other 
conditions of employment. ~he Act now covers persons aged 40 through 64. 

The proposed amendments also instruct the Secretary 
feasibility of eliminating the upper age limit on retirement. 
reviewing this issue would be due on year after the effective 
a final report due two years after its effective date. 

of Labor to study the 
An interim report 

date of the Act, with 
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3. Financing of Michigan Local Government Retirement Sy~tems. 

May 1977 
% pages 

Depa~truent of Management and Budget 
Offi~e cf Intergovernmental Relations 
Lansing, Michigan 48901 

Minnesota 

Overview of Minnesota Public Pension Plans 

March 1977 
32 pages 

The Legislative Commission on Pensions and 
Retirement . 147 State Office Building 
St. Paul, Minnesota 55155 

New Jersey 

The State-Administered Retirement Systems of New Jersey : Report of the 
Special Committee to Study Public Pension Programs . 

June 2, 1977 
119 pages 

Legislative Services Agency 
Division of Legislative Information & Research 
State House 
Trenton, New Jer~ey 08625 

New York 

Public Pension Fund Regulation 

October 29, 1976 
52 pages 

Legislative Commission on Expenditure Review 
111 Washington Avenue 
Albany, New York 12210 

2. Recon:;inendation for Reform of Section 207-a of the General Municipal Law. 

(Relates to disabled firemen of city of less than one million population) 

May 1977 
7 pages of recommendations 
40 pages of tables for municipalities 

The Permanent Commission on Public Employee Pension and Retirement Systems 
880 Third Avenue 
New York, New York 10022 



STATE PENSION STUDIES 

Arkansas 

Report of the Arkansas Retirement Systems Study Committee and The Joint Interim 
Committee on Public Retirement and Social Security Programs. 

Nov. 12, 1976 
374 pages 

Arkansas Legislative Council 
State Capitol 
Little Rock, Arkansas 72201 

Illinois 

Expenditures For Fringe Benefits In Illinois Municipalities. 

Nov. 1976 
115 pages 

Public Policy Research Institute 
Western Illinois University 
Macomb, Illinois 61455 

Indiana 

~ Performan~e Audit of Public Employee Retirement Systems In Indiana. 

Dec. 1976 
245 pages 

Off ice of Fiscal and Management Analysis 
Indiana Legislative Council 
302 State House 
Indianapolis, Indiana 46204 

Michigan 

1 . Permanent Legislative Retirement Cotm11issions. 

Dec. 1976 
20 pages 

Michigan House of Representatives 
Committee on Retirement 
State Capitol 
Lansing, Michigan 48901 

2. Benefits of Michigan Local Retirement Systems. 

May 1977 
35 pages 

Department of Management and Budget 
Office of Intergovernmental Relations 
Lansing, Michigan 48901 



Utah / 

~~ort and Recommendations of the Subcommittee on Retirement to the Intergov.ernmental 
~elations Study Committee of the 42nd Legisla t ure. 

I/ . . . 
..,.. (To determine whether State Retirement System benefits and those provided by 

social security should be integrated) 

June 15, 1977 
14 pages 

Office of Legislative Research 
326 State Capitol 
Salt Lake City, Utah 84114 

Wisconsin 

The Retirement Research Committee, directed by Blair Testin, publishes staff 
reports on pension issues on a periodic basis. For information on all the 1977 
reports contact the Committee directly . Some of the studies include: 

Staff Report 34--1977 

A study of Retirement Plans for Legislators, Judges, and other Elected Officials. 

Staff Report 35--1977 

Department of Employee Trust Funds .Retirement Plan Improvement Considerations As 
to Post-Retirement Adjustments, Formula Improvements and Notlllal Re~irement Age 
Reductions. 

Staff Report 40-- 1977 

The Department of Employee Trust Funds and Collective Bargainina. 

Staff Report 43--1977 

Deferred Compensation Plans. 

Contact: Blair Testin, Director 
Retirement Research Committee 
Room 318 
122 W. Washington Avenue 
Madison, Wisconsin 53702 

Published By: The National Conference of State Legislatures 
1405 Curtis Street, 23rd Floor ~ iiB 
Denver, Colorado 80202 
303/623-6600 
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July 19, 'J.944, 

SUBJECT: First Meeting of the HCR 66 Study Group on Social Security 
Withdrawal 

TO: 

FROM: 

Representatives of the Various Organizations Involved With the 
HCR 66 Study , , 

~ .v 1'.+ ('&t•I 
Ken Humphrey~- ' · 
Research Ana~~st 

The first meeting of the group directing the study of social security 
withdrawal per House Concurrent Resol ution No. 66 convened in the State 
Capitol at Juneau at 9:15 a.m., July 11. Representative Mike Miller, 
representing the Legislative Council, presided informally and reviewed 
the events which led to HCR 66 and the current study. Having mentioned 
two previous reports on the subject (the William M. Mercer report of 
June 1, 1976, and the A.P.E.A. report of March 1977) and having indicated 
that there was a general feeling on the part of both legislators and 
employee groups that more information was needed to make an intelligent 
decision, Representative Miller asked those present to give brief intro­
ductory statements. Others present and the gist of their remarks are as 
follows: 

Mr. Ken Humphreys, research analyst with the Legislative Affairs Agency 
and assigned to the study, felt that the business of the first meeting 
should include a decision on an actuary and some attempt to nar rm·J the 
f i eld of endeavor . 

Mr. Robert Gates, director of the division of retirement ~nd benefits, 
indicated that there was a need to establish points ot view un t he basis 
of which an al.: tuary could operate and felt that there \·tould be cos~ and 
time savings associated with using the actuary already on contract with 
the state who is familiar with and has datu on the Public Employees 
Retirement System. 

Mr. Roy Dunn, representing the Alasku Public Employees Association, felt 
that most members of A.P.E.A . \'/anted to use social security contributions 
to finance an enriched retirement program, not reduce contributions; he 
favored an "independent" actuary, particularly Mr. Richard Hinkerw1erder, 
a consulting actuary with the firm of Milliman and Robertson, Inc. 
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Ms. Ann Sheppard, representing the Alaska Public Safety Employees Associa­
tion, felt that she coul d not yet accurately refl ect the des ires of the 
members and hoped to get answers to various questions with a vi ew to 
polling the public safety empl oyees in the near future . 

Mr. Paul Arnold, deputy director of the divisi on of retirement and 
benefits (appointed di rector when Mr. Gates• promotion to deputy com­
missioner takes effect) said that, i n the interest of efficiency, he 
hoped i nput could be restri cted and the present group could reach agree­
ment on a package which could be evaluated actuarially and presented to 
interested parties in a relatively simpl e and understandable form. 

Ms. Lynda Mccurry , representing the Confidential Employees Association, 
indicated that she had formed no opinions yet. Ms . Mccurry win be 
sharing the representation of the confidential employees with Mr. Roger 
Thayer. 

Mr . Gregg O'Claray, representing the lnl andboatmen's Union bf the 
Pacific, the Masters , Mates and Pilots, and the Marine Engineers Bene­
fi cial Association, said the marine groups ' priority item would be to 
investigate the feasibility of merging with the P.E.R.S. in conju11cti on 
with withdrawing f rom social security and not jl!st a separate, 11 add-on 11

, 

defined contribution plan. He felt that some plan which returned more 
dollars for each doll ar contributed by the employee was possible and 
desirable . Mr . O'Claray favored Mr. Winkenwerder for the group's 
actuarial work . 

Mr . Ken Spray who will represent Local 71 of the Laborer's Union was 
unable to attend the first meeting . 

Following a short recess and some further discussion, the group agreed 
to contact Mr. Winkenwerder and, if possible, arrange for him to attend 
the next meeting and provide thP necessary actuarial and benefit consult­
ing services. 

Representative Miller fel t that most l egislators wanted to investi gate 
enrichment of the P.E .R.S. in addition to other pl ans. The group 
agreed that they should investigate a pl an which \oJould enrich the 
P.E .R .S. b~ providing l ) an increase in the 2% of salary per year of 
service, 2) a cost-of- l iving increment, and 3) a 11 20 (or 25) and out" 
provision. It was felt that a scheme similar to this might serve as a 
point of departure, be investigated for cost feasibility, and should be 
i ncluded for study along with a defined contribution plan which Mr. 
Gates had recommended. Mr. Gates pointed out the "before tax, 11 deferred 
compensati on advantages of a defined contribution plan and fel t it would 
protect the state much better if it were mandated back i nto the social 
security system--there would be no open-ended obligations which the 
state would be constitutionally obligated to retire. Representative 
Mi ll er requested that Mr. Gates reduce a version of his pl an to writing 
for the next meeting. 



HCR 66 Study Group -3- July 19, 1977 

It was agreed that the second meeting would be held in the State Capitol 
at Juneau, Room 216, at 9:00 a.m. , August 18. 

Following the first meeting, I contacted Mr. Winkenwerder who indicated 
that he would be pleased to accept the assignment and would attend the 
second meeting. Terms of the contract were necessarily left open . I 
will provide him with whatever background information I can in the mean­
while. 

KH:jm 



Mailing List for HCR 66 Study Group on Social Security Withdrawal 

The Honorable Mike Miller 
Capitol Bldg. 
(Thru Helen Gowdy) 

'"\Mr . Robert ~ates 
Director / " 
Divis1,.o~of Retirement and Benefits 
Dep~~men~ of Administration 
7tp ,F'l oor S.Q.B. ~ 
Mail Station 0200 ""' 

V Mr. Roy Dunn 
A.P.E.A. Juneau Field Office 
130 Seward Street, Suite 51 1 
Juneau, Alaska 99801 

Ms . Ann Sheppard 
Public Safety Employees Assn. 
P. O. Box 4-2624 
Anchorage, Alaska 

v Mr. Paul Arnoldt. 
·Deputy- Di rector 

99501 

/ 
t/ 

Divis i on of Retirement and Benefits 
Department of Administraticn 
7th Floor S.O.B. 
Mail Station 0200 

Ms. Lynda Mccurry 
Con lidential Employees Association 
Department of Labor, Personnel Section 
Box 3-7000 
Juneau, Alaska 99811 

Mr. Roger Thayer 
Confidential Employees Association 
Department of Transµottation 
Mail Station 1300 

Mr. Gregg O'Claray 
Inlandboatmen's Union of the 

Pacific-Alaska Region 
124 Front Street 
Juneau, Alaska 99801 

Mr. Ken Spray &, ..,- GCf 13 
A.P .S.E. Local 71 
114 S. Franklin 
Juneau, Alaska 99801 

Mr. Richard A. Winkenwerder 
Milliman &·Robertson, Inc. 
914 Second Avenue 
Seattle, Washington 98104 

Ken Humphreys 
Research Analyst 
Legislative Affairs Agency 
MS 3101 
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Off/CE uf Tiil COMMISSIONER I PO/ICH C- J/IN£A/I 5S8f/ 

The Honorable Mike Mi l ler 
P. O. Box 1494 
Juneau , AK 99802 

Dear Heprcse11ta ti ve Mi 11 er: 

August 4, 1977 

I am 1\lriting this letter to provide you and the other members of the committee 
1·1ith a w1·itten outline of the µroposal that I made at our first meeting con­
cerning an alternative p1·ogra111 to be considered should tlte State opt out of 
Social Security. l•/hen considering the issue of attempling to replace the 
current and anticipated future benefits from social security' there are a 
my1·iucl of alternatives 1·1hich might be consid2r~d . After giving considerable 
thought to this issue there ·is one app1·oach 1·1h ch, if adopted, 1·10uld overcome 
most if not all of the objections I have heard concernin~J continued partici­
pation in tlie social secul'ity pro9ram. 

1'/llen considering the proposal set forth in this letter it is necessary to keep 
t he follm·ling basic assu111ptions in mind: 

1. The contributfons \·Jill be paid into the supplemental program at 
the same level as i s currently being required from c:;ocial 
Security . It 1·1ould a·lso be possible to consider mak"ing contri ­
butions in the future at the sa111e level as social security 
requires. There will be an equal sharing of conti·itutions into 
the systems, i. e . , 5.85% from employee and employer und those 
contributions \'/ill be made on earnings up to the social security 
maximwn , currently $16,500 µer year. 

2. Th0 Internal Revenue Service 1·lill approve a Deferred Crnnpensa­
tfon Pl an l'lhich 1·10ulcl be mandatory for all state e111ployees. (1 
have had some p1·cli111ina1·y discussions with a consultant on this 
matter and as fc.11· as I cun tell there is nothing Lo su9gest that 
such a 1·uling couldn't be obtained.) 

3. That st,1tutory language is enacted 1·1hicli \·/Ould provide for the 
tcmnination of such a p1·091·a111 "in the event that socia ·1 sccul'ity 
coverage 1·1us mandated in the future by the Federal government. 
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The follo\'ling proposal is submitted for consideration by the committee. Quite 
obviously there wi l l need to be further discussion and amplification on certain 
issues in order to design a program which wi l l meet tl1e general needs of the 
vast majority of employees. 

1. The social security deductions currently being withheld from the 
employees paycheck would be mandatorily placed into a Deferred 
Compensation Plan. Each employee would defer the equivalent 
dollar amount currently required for social security, i .e., 
5.85% of $16,500 or $965.25. This amount could be pegged at 
a fixed l evel or increase at the same rate as required by 
social security. The level of earnings subject to deductions 
coul d be fixed or variabl e depending on the wishes of the parties 
involved. 

2. The requ ·ired employer contributions \-Jould be placed into a 
trust and would be partially used to purchase any ancill.:iry 
benefits agreed upon by all parties concerned . Any residual 
balances i n the trust remaining after the ancillary benefits 
have been purchased from the employers contribution woul d be 
di stributed to the employees account on a pro rata basis 
according to earnings of that employee in the given calendar 
year. For example, if the empl oyers contribution \·ms $965.25 
per year for an individual earning maximum social security 
wage$ and the anci 11 ary benefits \'lere purchased for $500, 
then the remainfog $465 . 25 would be distributed into an 
account maintained for the ultimate benefit of that employee. 
During the t ime an individual is employed the monies deferred 
or placed in his account by the employer would not be subject 
to withdrawal and \'lould therefore be accumulating earnings on 
a non-t~xable basis until the ti~e the fund~ are withdra\'ln. 

3. The Social Secur ity System currently affords et number of 
benefi ts other tha11 ;,i straight annuity at the time of reaching 
ages 62 or 65 such as o. $250 death benefit) a disability 
income benefit, a survivot: benefit and medicare. f\ decision 
will have to be made as to whl ~h of these Jr other benefits 
should be provided under this supplemental benefit program in 
order to assur1:: that employees and t heir families have some 
sort of busic protection in the event of serious illness or 
premature death. One approach that might be taken would be 
to try and provide similar benefits to those currently offe1·ed 
by social security and in general terms use the same eligibility 
requirements. If this approach is taken it will tend to keep 
the cost of the anc i llary benefits at a fairly modest level 
and consequently make a larger percentage of the employers 
contributions available for distribution to the individual 
employees account. 
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Establishment of a program such as I have outl ined above would be, in my opinion , 
a very st raight forward program. This approach would be rel atively easy to 
understand and inexpensive to administer . The major benefits of such a program 
are listed below. 

l. A uniform supplemental benefit program 1·JOuld be established 
that would provide benef"its that are supplemental to any 
othe1· benefit program in which a state employee participates . 

2. There would be a direct relationshi p between the amount of 
contributions made to the plan and the ultimate benefits to 
whi ch the individual 1·1as entitled . This would ove1·come a 
current objection to social secu-rity 1·1here many employees 
feel they and the employer are making contributions to the 
system for benefits 1·1hich the individual never will become 
entitl ed , i .e. , a single person making contributions has a 
portion of social security contributions going to\'/ards 
providing a survivors benefit . 

3. Under this proposal the i ndividual can be guaranteed, either 
in the form of a refund or in the form of an annuity, the 
tota l amount of the contributions made by the individual, 
any ancil l ary benefit provided by the plan , and a share of 
the employer contribution made on his behalf. 

4. The individual could receive such income at a future date 
without being concerned about the limitations on earnings 
currently imposed on a person drawing an annuity f rom social 
securi ty . 

5. Since the employees contributions would be channeled into a 
Deferred Compensation Plan, those deductions 1·1ould be made 
on a pretax basis. This would have the effect of i~nediately 
increasing every employees net paycheck by varying amounts 
depending on the individuals tax bracket . 

6. By taking this approach, 1·1hich is considered a defined 
contribution plan as opposed to the PERS which is a defined 
benefit pl an, there \'IOU l d be no difficulty in terminating 
such a supplementa l program i n the event social security 
coverage should become mandatory in the future fo r public 
employees. 

7. It would be a relatively simple conversion to send the 
magnetic tape currently provided to social security to an 
insurance company to admi ni ster the supplemental benefit 
program. Consideration could be given to internal adminis ­
tration of the program. 

8. Any administrative expenses necessary to operate this plan 
could be deducted from the income earned on the employers 
contri butions prior t o distributions to the individual 
members accounr. 13y taking this Clpproach there would be no 
grcatel' cost to ei ther the individual or the State of Al aska 
for operating such a separate program. 
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9. Several options could be offered relating to pay out of 
funds so there would be more flexiuility in receiving 
pa~nents from the system then is presently available under 
social security. 

There are numerous other minor advantages which coul d be recited, however, 
I think the main points that immediately come to mind have been presented. 
I will be happy to discuss this proposal in grecit~r detail if you and the 
other comni ttee members would care t c pursue this matter further . As I 
mentioned at our meeting I am assuming the position ~f Deputy Commissioner 
of Administration and will not li kely be abl e to regul arily attend future 
meetings of the cownittee. Paul Arnoldt, who will become Director of the 
Division of Retirement and Benefits is familiar with this proposal and I 
will assist him in any way I can to further refine this proposal or comment 
on other ideas which maybe presented by the committee . 

If you have any further questions on this matter I would appreciate hearing 
from you. 

RSG/jb 

Ken Humphreys / 
Legislative Affairs Agency v 

Roy Dunn 
Alaska Public Employees Association 

Sincerely, 

dr-14-L~ 
Acting Deputy Commissioner 

Ann Sheppard 
Al aska Public Safety Employees Association 

Lynda Mccurry 
Confidential Employees Association 

Gregg O'Claray 
Inlandboabnen's Union 

Ken Spray 
Alaska Public Service Employees 

Paul Arnoldt 
Divi sion of Retirement & Benefits 
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SOCIAL SECURITY WITHDRAWAL STUDY GROUP 
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A meeting of the Social Security Withdrawal Study Group 
conunenced at the State Capitol, Juneau, Alaska on August 18, 
1977 . Presiding at the meeting was Representative Mike 
Miller. Also present were: 

Roy Dunn 
Mike Murray 
APEA Juneau Field Off ice 

Ann Sheppard 
Public Safety Employees Association 

Paul Arnoldt, Director 
Division of Retirement and Benefits 

Dave Warren 
Confidential Employees Association 

Ken Spray 
APSE Local 71 

Richard A. Winkenwerder 
Milliman & Robertson, Inc. 

Ken Humphreys 
Research Analyst 
Legislative Affairs Agency 

James L. Baldwin 
Legislative Counsel 
Legislative Affairs Agency 

As the first order of business, Representative Miller stated 
that he had reviewed the contract for actuarial services 
with Milliman and Robertson, Inc. and recommended that the 
study group approve the contract. The contract was approved 
for submittal to the contractors for their review and execution. 
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Mr. R. A. Winkenwerder was introduced to the study group and 
discuss ion ensued concerning guidelines for his . investigation 
of alternative approaches to Social Security. The members 
of the study group expressed interest in investigation of 
the following appL"oaches or problems: 

(1) Improve PERS in general with the use of additional 
funds released from Social Security contributions. 

(2) Improv1: the current deferred compensation plan. 

(3) Establish a new program essentially replacing 
Social Security. 

(4) Study the benefits under the Public Safety Employees 
Retirement Program in relation to benefits enhanced 
under PERS. 

(5) Modify PERS in some specific aspects; for example, 
consider a retirement after 20 or 25 years, consider an 
increase in the benefit accrual formula above 2 percent, 
(perhaps 2 1/2 percent) and finally, consider the 
addition of a cost of living adjustment like Social 
Security . 

(6) Examine the disability provisions of PERS particu­
larly in relation to the difference between the occu­
pational and nonoccupational categories and perhaps 
also consider an increase in the disability benefit. 
In considering the disability situation, it was suggested 
th::i.t disability benefits from all sources be considered 
before arriving at any recommendations for alterations 
in the PERS benefit . Also con~ider a temporary extension 
for employees who leave the State. 

(7) Specifically what would the current 5 . 85 percent 
of Social Security contributions buy under the PERS 
program? It might be considered to have the employee 
contributions sent directly to a deferred compensation 
system with the State's share of the contributions 
going directly to PERS to i mprove that program. 

(8) Consider a fully-paid-for medical benefit program. 
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(9) It was mentioned the.t perhaps there might not be 
too much concern about specifically what additional 
benefits are being provided but rather that the employee 
would like to get more benefits for the dollars that 
are being contributed. 

(10) Consider establishing a new deferred compensation 
plan a long the guidelines of those recommended by 
Robert Gates in his August 14, 1977 letter. 

Mr. Winkenwerder indicated that he would begin preliminary 
studies to analyize the current system and would report at 
the next r egular meeting of the study group. The date for 
the next meeting is to be set by a call of the Chairman upon 
further consultation with Mr . Winkenwerder. 

Respectfully submitted, 

~~Ba~i~ 
Legislative Counsel 
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LEGISLATiVE AFFAiRS AGENCY 

Mr. Richard Winkenwerder 
Mi l liman c, Robertson , Inc. 
914 Second Avenue 
Seattle, WA 98104 

Dear Mr. Winkenwerder.: 

August 22, 1977 

POUCll" . SIAI( (Arnot 

JUNl AU. /.LI;~ .:.. c;os 11 

Q07-<lt>~· 380) 

Please find encl osed the original and one copy of a contract 
for personal ser vices relatine to the social s~curity with­
drawal study group of the Alaska Stc:tte Legislative Council. 
I hope that upon review of the contract you or your o.uthor­
ized contracting officer wfll execute the original and 
return it to me for e~ecution by the Executive Director. I 
will send you a copy of the £11lly executed contract soon 
thereafter. 

Please feel f:::-c::e t o call me at (907) 465-l~627 if you have 
questions or need my assistance . 

Sincerely, 

JJ.,Il: jpd 

Enclosures 
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CONTRACT BEHIEEN 

STATE OF ALASKA 

LEGISLATIVE AFFAIRS AGENCY 

AND 

MILLIMAN & ROBERTSON, INC. 

THIS AGREEMENT is made under authority of Legislative Resolve 107-77 
between the LEGISLATIVE AFFAIRS AGENCY, hereinafter referred to as 
the "Agency, on behalf of the Legislative Council's Soc-ia l Security 
Hithdra\'ml Study Group, and MILLIMAN i ROBERTSON, IMC., hereinafter 
referred to as the "Contractor." 

THE PURPOSE OF THIS AGREEMENT is to provide for an actuarial study of 
the costs and benefits which would accrue to the State of Alaska and its 
employees if the contributions which are currently paid to the social 
security system are used to provide benefits under a publi'c employee 
benefit program to replace and augment benefits now provided by social 
security. The study shal l include consideration of the retirement 
formula, survivor's benefits, death and disability benefits, medical 
benefits, post-retirement pension adjustments and other rep·r a cement or 
augmentation benefits which may be relevant under the alter~ative 
systems which are proposed by the study group in consultation with the 
Contractor. 

IT IS MUTUALLY AGREED TllAT: 

CLAUSE I. - STATEMENT OF WORK 

(a) The Contractor shall, with the consent and approval of the 
Project Director, provide the study group \'/ith tl10 benefit and 
actuarial consulting services needed to discover the most feasible 
alternative and replacement benefit systems and to perfonn a 
cost-benefit analysis of these pl<lns to be present:.:! to Ll1c 
Le~rislative Council ·in a final i·eport. 

(b) The Contractor agrees to: 

(1) Analyze present retirement programs in consultation with 
members of the study group to dete1·mi ne the adequacy of 
the programs and advise members of the group concerning 
the compatibility of suggested alternative systems to be 
funded through contributions which would no l onger be 
required by the social security system. 

(2) Analyze the programs suggested under (a) above frrnn a 
cost-benefit and actuarial standpoint to explain the 
advantages and disadvantages of the r. ·ograms from both 
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the employers' and the employees ' points of view and 
present these in the final written report to the Legis-
1 ative Council . 

(3) Confer with and assist the Agency in designing programs 
and drafting enabling legislation as requested by the 
Project Director. 

(4) Be available to appear and consult with and present 
expert testi mony before the study group and committees of 
the Tenth Alaska State Legislature in Juneau and to 
perform such additional consulting duties as relate to 
the written report and are mutually agreed upon with the 
Project Director. Insofar as practicable the times of 
appearances shall be scheduled by the Ag!:!ncy so as not to 
conflict \'Jith the Contractor's other professional ' obligat'ions. 

(5) Perform whatever services are requested by the Project 
Director in connection with this project. 

CLAUSE I I. - PERIOD OF PERFORMANCE 

(a) The final report described in Clause I shall be completed and 
delivered to the Agency on or before March l, 1978, and in no 
case shall the contractor be required to provide further 
professional services after June 30, 1978. 

(b) This contract may be term·inated by either party upon written 
notice to the other. 

(c) If this contract is terminated by either party prior to comple­
tion, the amount due under the fee schedule for services 
rendered as of the date of termination shall be the amount 
due. 

CLAUSE III . - PROJECT DIRECTOR 

The Project Director shall be the Chairman of the Legislative Council or 
his duly appo·inted designee. 

CLAUSE IV. - COMPENSATION AND METHOD OF PAYMENT 

(a) The Contractor shall be compensated for work under this contract 
according to the rates set out in the appendix. 

(b) The Contractor shall be reimbursed for travel expenses approved 
by the f.-roject Director at the same rates and under the same 
regulations that govern the payment of per diem for legislators. 

( c) Payments under this contract sha 11 be made by the /\gency to 
the Contractor in response to billings submitted to and approved 
by the Project Director. 

(d) Total payments (including expenses) to the Contractor under 
this contract shall not exceed $35,000 without prior written 
approval of the Project Director. 

-2-
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CLAUSE V. - RECORDS, DOCUMENTS, AUDIT 

The Contractor shall maintain accurate records, including detailed time 
records, as may be required by the Project Director. The records are 
subject to inspection by the Project Director at all reasonable times. 
Al l documents, reports and writings generated as a consequence of work 
done under this contract shall become the property of the State of 
Alaska, and on completion of the work or at the termination of this 
contract sha 11 be de 1 i vered to the Agency. 

CLAUSE VI. - REPORTS 

The Contractor sha ll keep the Project Director informed as to the 
progress of the work performed under this agreement in the manner 
rcques ted by the Project Di rectoi· and sha 11 be prepilretl to make presen­
tations to the study ~roup as scheduled by the Project Director. 

CLAUSE VII. - ALL WRITINGS CONTAINED HEREIN 

This agreement contains all the terms and condi ti ans agreed upon by the 
parties. No other understandings, oral or otherwise, regarding the 
subject matter of this agreement shall be deemed to exist or to bind 
ei ther of the parties to this agreement. 

IN WITNESS WHEREOF, the parties have executed this agreement 
on the dates noted next to their signatures. 

CONTRACTOR LEGISLATIVE AFFAIRS AGENCY 

MILLIMAN & ROBERTSON, INC. Date EXEcu·n VE DIRECTOR 

Apprcved as to form: 

AGENC~ LEGAL COUNSEL 

-3-

Date 

R/z-a­
oate 



BIL.L,ING RATES - HOURLY 

Principal & Consulting Actuary 

Actuary (F. S. A . ) 

Associate Actua.ry (A. S. A . ) 

Actuarial Assistant (student ) 

$66 - $96 

$4'1 - $55 

$30 - $40 

$17 - $25 
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CONTRACT BETWEEN 

STATE OF /\LASKA 

LEGISLATIVE AFFAIRS /\GENCY 

AND 

MILLIMAN & ROBERTSON, INC. 

TllIS AGREEM!:NT is nmde under authority of Legis lative Resolve 107-77 
between the LEGISLATIVE AFFAIRS AGENCY, herei nafler referred to as 
the "Agency," on behal f of the Legis l ative Council's ·soc:·ial Security 
Withdrawal Study Group, and MILLIMAN & ROBERTSON, INC., hereinafter 
referred to as the "Contractor." .· 

THE PUil.POSE OF THIS l~ Gf<EEMENT is to proviue for an actuarial study of 
the costs and benefi ts which would accrue to the Sta~e of Alaska and its 
employees if the contributions \'lhich are currently 1aicl to the social 
security system are used to provide benefHs under <t public employee 
benefit program to replace and augment benefits now provided by socia l 
~ec11rity. The study shall include consideration of the retirement 
forrnula, surv·ivor's benefits, death and disability benefits, medical 
benefits, post-retirement pension adjustm2nts and other replacement or 
augrnentat·ion benefits \'lh'ich may be relevant under the altern:ttive 
systems which are proposed by the study group in consultatfon \·titll the 
Contracto\~. 

IT IS MUTUALLY AGREED THAT: 

CLAUSE I . - STATEMENT OF WORK 

(a) The Contractor sha l'I , v1ith the corisent and app1·oval' o'f the 
Project Director, provide the study group with the benefit and 
actuaria l consulting services needed to discover the most feasible 
alternative and replacement benefit systems and to perform a 
cost-benefit analysis of these plans to be presented to the 
~egislative Council in a final report. 

The Contractor agrees to : 

( l) /\na lyze present retirement programs in consultation ,.,,.;th 
members of the study group to determine the adequacy of 
the programs and c.idvise members of the group concerning 
the compatibil·ity of suggested altr.rnat·ive systems to be~ 
funded through contribut'ivns \'1hich \·iould no longer be 
required by the social security system. 

(2) /\na lyze the programs suggested unde1· (a) above from a 
cost-benefit and actuarial standpoint to explain the 
advantages ancl di sadvanti:ges of the progrnms from both 
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the empl oyers ' and the employees ' points of view and 
present these in the final written repnrt to the Legis­
lative Counci l. 

(3} Confer with and assist the Agency fo des ign"ing programs 
and d1·aftins enabling legis l ation as requested by the 
Project Di rector . 

(4) Be avai l able to appear and consul t with and present 
expert test'imony befm·e the study grou11 and commi ttees of 
the Tenth Alaska State Legisl~turc in Juneau and to 
perform such additiona l consulting duties as relate to 
the written report and are mutually agreed upon with the 
Project Director. Insofar as practicable the times of 
appearances sha ll be scheduled by the Agency so as not to 
conflict with the Contractor's other professional obli gations. 

CLAUSE II. - PERIOD OF PERFORMANCE 

(a) The final report described in Clause I shall be completed and 
delivered to the Agency on or before March 1, 1978, and in no 
case shall the contractor be required to provide further 
professional services after June 30, 1978. 

(b) This contract may te terminated by either party upon \'/ritten 
noti ce to the other. 

(c) If this contract i s terminated by either party prior to comple­
tion , the amount due under the fee schedule for services 
rendered as of the date of termination shall be the amount 
due. 

CLAUSE III. - PROJECT DI RECTOR 

The Project Director shall be the Chairman of the Legislative Counci l or 
hi s du ly appointed designe0. 

CLAUSE IV. - COMPCNSATICN AND METHOD OF PAYMENT 

(a) The Contractor 5hal l be compensated for wor': under this contract 
a~Gcording to the rates sz~ out in the append ·ix . 

..... 
(b) The Contractor sha ll be reimbursed for travel expenses approved 

by the Projec'i: Director at the same rates and under the same 
regulat'ions that govern the payment of pe1· diem for l egisl ators. 

(c) · Payments under this contract shall be made by the /\gency to 
the Contractor in response to bi lli ngs submitted to and approved 
by the Project Director. 

(d} Total payments {including expenses ) to the Contractor under 
this contract shal l not exceed $35)000 without prior written 
approval of the Project Director. 

-2-
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Cl./\USE V. - RECORDS, DOCUMENTS> AUDIT 

The Contractor shall ma intain accurate recoi·ds, i ncluding detailed time 
records, as may be requfred by the Project Director . The records are 
subject to inspect·ion by the Project Director at all reasonable times. 
All documents, reports and writings generated as a consequence of work 
done under this contract sha 11 beco1ne the pr;J 1J . ~rty of the State of 
/\laska, and on completion of the \·1ork or at ~ '. c! termination of this 
contract sfta 11 be del ivered to the Agency. 

CLAUSE VI. - REPORTS 

The Contractor shall keep the Project Director informed as to the 
progress of the work performed under this agreement in the munner 
requested by the Project Director and slwll be prepared to make pre­
sentations to the study group as scheduled by the Project Director. 

CL/\USE VII. - /\LL WRITINGS CONTAINED HEREIN 

This agreement contains all the terms and conditions agreed upon by the 
parties. No other understandings, oral or otherwise, regarding the 
subject matter of this agreement shall bl deffined to exist br to bind 
ei ther of the parties to this agreement. 

IN WITNESS \oJHEREOF the parties have executed this agreement 
on the dates noted next to their signatures . 

CONTRACTOR LEGISLATIVE AFFAIRS AGENCY 

?2v11 

-3-

Approved as to form: 

/ ./; / tt(f' 
L'1Z_ /J·1~c.y{(.."­
/\GENcv LEGAL COUNSEL , 

Date 

CJ~~/;7 .. 
Date 

........ 14 ........... ~~ 
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LEGISLATIVE AFFAIRS AGENCY 

POUCH Y . Sit.IE CAPllOl 

JUNEAU. ALASKA 99811 

907 . .:6S·3800 

M E M 0 R A N D U M November 9, 1977 

SUBJECT: Third M22ting of Social Security Withdrawal Study Group 
(HCR 66) · 

TO: 

FROM : 

Representatives of the Various Organizations Involved With the 
HCR 66 Study l! 
Ken Humphrey~ O,~s~• 
Research Ana~t 

The third meeting of th~ Social Security Withdrawal Study Group has been 
scheduled for 10: 30 a.m., November 17, in Room 100 of the Capitol Build­
ing in Juneau . Mr. Winkenwerder will have prelimi nary results to report 
to the group at that time. 

This schedule was checked with as many interested parties as possible, 
but i f you are unable to send a representative, please 1et me kn1w. 

KH:jm 



Mailing List for HCR 66 Study Group on Soci al Security i·lithdrawal 

The Honorable Mike Miller 
Capitol Bldg. 
(Thru Helen Gowdy) 

i,/ Mr. Roy Dunn 
A.P.E.A. Juneau Field. Office 
130 Seward Street, Suite 511 
Jt. neau, A 1 as ka 99801 . 

Ms. Ann Sheppard 
Public Safety Empl oyees Assn. 
P. 0. BOA 4-2624 
Anchorage, Alaska 99501 

t/ Mr. Paul Arnold~ / 

\ 
1 . 
I 

.J>epu~y~oi rector . 
Division of Retirement and Benefits 
Department of Administration 
7th Floor S.O.B . 
Mail Station 0200 

Ms. Lynda Mccurry 
Confidential Employees Association ·· 
Department of Labor, Personnel Section 
Box 3-7000 
Juneau, Alaska 99811 

Mr . Roger Thayer 
Confidential Employees Associ ation 
OE::partment of Transportation 
Mail Stat~on 1300 

Mr . Gregg O'Claray 
Inlandboatmen's Union of the 

Pacific-Alaska Region 
124 Front Street 
Juneau, Alaska 99801 

'- .... (,, C.( 13 
Mr. Ken Spray <s;. 

A.P.S.E. Local 71 
11 4 s. Franklin 
Juneau, Alaska 99801 

Mr. Richard A. Winkenwerder 
Mi lliman &·Robertson, Inc. 
914 Second Avenue 
Seattle, Washington 98104 

K~mDJir:~ 
Resear91~:Y.S~ 
Legj.sl''a ti ve Affa 11 \gency 
?3101 . 
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LEGISLATIVE AFFAIRS AGENCY 
1:{ ,· ,,· 

January 3, '1977 

M E M 0 R A N D U M 

SUBJECT: Developments since the last meeting. 

TO: 

FROM: 

Members of the Social Security Withdrawal Study Group 

Ken Humphrev.j J(.'lf, 
Research An~t 

f'OU(H Y . S ll\TE CAPllOL 

JUNE/\U, l\Ll\SKA 9'181 I 

?07 .. 165· 3800 

I have contacted Mr. Winkenwerder a~d he has indicated that he feel s 
confident that the study can be completed on schedule by the end of 
February. Representative Mike Miller felt that members would l i ke to be 
apprised of the current status of the actuaria l work so I have requested 
and Mr. Hi nkenv1erder has provided the encl osed progress report. 

As indicated in the enclosed report, results which wil l provide a basis 
for the next meeting should be avai labl e in late January . We have 
planned to meet on Tuesday, January 24 if computer results are avail­
able. Plans must remain tentative until about January 10. I will 
notify members as soon as the availabili ty of preliminary resul ts is 
confirmed. 

Summary minutes of the last meeting are enclosed. 

Enclosures 
KH:dh 



SUMMARY MINUTES 

Socia 1 Security Withdrawa 1 Study Group 

The t hi rd meeting of the Social Security Withdrawal Study Group 
was convened at the State Capitol , Juneau, Alaska on November 17, 
1977. Representative Mike Miller presided. 

Al so present were: 

Roy Dunn 
Mike Murray 
APEA 

Wayne B. Powers 
Confidential Employees Associati on 

Wi lliam D. Richards 
APSE Local 71 

Paul Arnol dt , Director 
Division of Retirement and Benefits 

Richard A. Winkenwerder, Consul ting Actuary 
Milliman & Robertson, Inc. 

James L. Bal dwin, Legislative Counsel 
Ken Humphreys, Research Analyst 
Legislative Affai r s Agency 

As the first or-der of business, the miltutes from the last meeting 
were reviewed. Mr . Hinkenwerder then described the preliminary 
work that was underway collecting data and devel oping profiles 
of existing plans. 

It was agreed that , generally, Mr . Winkenwerder should continue 
along the lines suggested at the last meeting with the following 
provi sos: 

1. An improvement or replacement plan should be 
mandatory and contributions should increase 
with Socia l Sec:Jrity contrib1.1 t ions . If defi ned 
benefit improvements do exhaust the contributions, 
the excess shoul d be channel ed into some type of 
deferred compensati on plan until such time 
as benefits are again increased. 

2. A sma 11 amount of time shou ld b.• devoted to the 
possibility of providing some form of continuing 
disability coverage for the empl oyee who leaves 
'\tate service and i s not el igibl e for Social 
Security coverage. 



- 2 -

3. Pl ans to be cons idered should not make use of Social 
Security funds to improve negotiabl e items such as pre­
retirement medical coverage. 

4. There shoul d be no attempt to precisely replace Social 
Security coverage. Replacement plans should he comparable 
in basic areas such as death, retirement and di sabil ity 
coverage but need not measure up on a point-for- point 
basis. 

5. Pl ans shou~d continue to provide the most economical 
possibl e post- reti rement medirJl coverage. Thi s i ncludes 
the possibil i ty that the State might choose to pay an 
insurance premiu111 on behalf of a retiree rather than to 
provide direct coverage. 

6. Mr . Winderwerder should study the situati on of the 
I .B.U. in regard to P. E.R.S. membership and incl usion i n 
rr pl acement programs . 

The next meeting has been tentatively schedul ed for January 24, at 
the State Capitol i n Juneau. Members wil l be notified defini tely 
as soon as it i s known whether computer resul ts will be avai l able on 
schedule. 

KH:ftc 
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:MILLI MAN & ROBERTSON, INC. 
ALl..Ati O . .. ,.FLECll, , .. , S . A . 
t.Ann't o. MAISER. F". 9 . A . 
J AMES R . B ERQUIST, F'. C. A . S. 
OC!CJAGf! L. B ERRY, r. a . A. 

CO'N' S lJT.T l ~G AC'l'U Al'H 1~ S 

SUITE :3600 

OAVIO R. B I CllERS 1AF'F r. C.A. S . 
n t o ..... 5 P. BLE-"llNEV, r. S.A. 
tll1UNO v. BOI N, F'. S . ... 
OTCPH Cll D. DRI NK .. r. S . • . 
nooCRT M. C t< .. NDLEA, ... S. • . 1301 F'IFTH AVENUE SEATTLE, WASHINGTON 96101 

l~ll.TON F'. CHAUNEA, F'. S . .. . 
TttO MAS M. Cli lAPP~TTt. r. s .. A. 
Kl';NNE'TH "f. CLAA t<, ~. S.14. 
O .. ATON H. CLENNON, r. S. A, 
notie:AT L. COL.L.ETT, '" 5 .... 
JOltN P. COOKSON. F'. S.A. 
ROtlALO K. CURLEE, r. s . •. 
J .. M ES A . CURTIS, r. S . ... 
OARY E. DAHL.MAH.,... S. A. 
ROBERT H. ooesoN, F'. S . A . 
nooEllT H. D REYER, ... s . ... 
AOOCRT J . OYMOWSKt, r. S. 1-. 
.J0'"4N s. ccrc.ERT, ,.. S. A. 
CARY e . EllLOr, F'. s . ... 
nlCHARO J. rALLOUlST, F', C .... S. 
DANlf;L.. .J. f"LAHERTY. ,.. C.A. 5. 
OE.,NIS J, G,.A f'; r. S . A . 
JANET s. GRAVES, r. C.A.s. 
WILL.IA"4 A, HALVORSON, F'. 5 . ... 
PAU L C. HART. r. S, A , 

aoe/e24·79<tO 

l'lOBCRT D. HOG UC, r. S.A. 
AltTHONY L. HOLLO BON, r'. S. A. 
f'CNTON R~ fS AAC SON. r. S. A . 

December 20 , 1977 

Agency 

Mr . Ken Humphreys 
Research Analyst 
Legislative Affairs 
State of Alaska 
Pouch Y - State 
Juneau , Alaska 

Capitol 
99811 

Dear Ken : 

011 .. 0Enr E , J< ERNB. ,., 5 . .. . 
D .. Vlll W. KllUEO Ell, r. S . .. . 
JO•tN t~. l.l!:NSCll, F'. S . .. . 
l.l!.ON .. RO P, J, l.£0110, f '. S .. . 
FREDERIC T. l.ltM .. ON. F. S . .. . 
O. /\LAN LITTL~. r. !l. A. 
TSU-YI LOO, F. 9 .... 
BRIA N J. MATTQON • .... 5 . A. 
ROOEnT O. MAULi!:. f'. S. A, 
O.ANIEt.. J , McC'6RTHY. r. S . A . 
JOSEPH C . NOOACK. r. S. A . 
DAVID I!': , NORTON, ,-: 5. A. 
RICf<IAFlO £ , 09TUW, ,-, S. A, 
~1. LYUN PEABODY, F'. 9.A. 
RAYMOND E. PINClKOWSK t, J,.,F', S .... 
JAME$ H . moo a.,., 5 . A , 
STUART A. R00£AT!;ON, r. S. It . 
W .. LTER S . RU OLANO, r. 5 . ... 
f<f:.VIN M . RYAN, F: C.A, S . 
ROBERT D .. SHAPIRO, r. S . A. 
T. THOMAS Sll'4C~ T£FI, F". S .A.. 
WU .. L IA.t-1 D . SMITH, fo": S . •. 
JOt"'4N 0. SNYOEP, U, r. S. A . 
STEVEN o. SOMMER, f'. S.A. 
KAREN t. ST£F"f" ~N, F', 9. A, 
OCNIS J , SULLIVAN, F'. S .... 
Al./\N M, TH .. LEA, F. S. A. 
Wll.LIAM ~. Tt<OMllS, r. S. A . 
OERALO O. YOY. F'. S .... 
RI CHARD A. WINfl'ENWEAD£R. F: S . P. . 

WENDEl.l.. MILl.IMAtl, F. !;. A.4197(0 

You indicated that the committee members were interested in 
a progress report. I felt that the November 17 meeting was 
very helpful in terms of clarifying the direction we are to 
go , and in s ettling on some of the finer points of the 
issues at hand . I guess a simple , but yet well stated, 
progress report is that we are proceeding with the determina­
tion of the design features and cost features of the programs 
that we have discussed. 

Specifically , Ken , at this moment the biggest concern that 
we have had and do have , is receiving and reviewing all of 
the data for state employees , which will enable us to make 
the necessary design and cost calculations to come up with 
some alternative programs . We have received from Paul a 
tape of the PERS participants and separate tab listings of 
the IBU employees and temporary employees . We have spent 
considerable time in examining that information . We are now 
satisfied that we do have thA information t hat we need for 
the PERS participants. The major step now then is to determine 
the cost of specific improvements in the PERS system for the 
current PERS participants and , in addition, to determine the 
cost for adding IBU employees to that system. 

l\s soon as we have received necessary output from the computer , 
we wil l be proceeding with the design , which is Jirtual l y 
do11e , and the cost of approximately rep l acing the survivorship , 

S EA 'rTL E 

C H ICAO O 

PO RTL.ANO - DENVER - OAINE:SVlt..LE, F'L - SAN FRAN CISCO - I.OS ANOELES PH<) ENI X 

TORONTO HOUSTON - OMAHA - M I LVI AUK Et: - INOIAtlAPOLIS - PHIL.AOE:LPHIA - NE:W YOR K 



Mr . Ken Humphreys 
December 20, 1977 
Page Two 

disability and death benefits under the Social Security 
system and, of course, will present that as one alternative. 
We had already settled on a handful of specific changes in 
the PERS system in which the committee was interested; as a 
matter of fact, those were pretty well summarized in the 
hand-out at our last meeting which constituted the minutes of 
the August 18 meeting . Specifically , we woula refer to 
items 5 ann 6 in those minutes . 

Ken , I really don ' t know what else there is to say at this 
moment other than to assure you and the committee members 
that we do have all of the necessary data and information 
now to enable us to proceed with thA pricing out of the 
alternatives to be considered. I ~elieve that I fully 
understand the committee ' s general desires and specific 
considerations that they wish me to evaluate . We are at 
that point in time now where the study is really under way 
in terms of creating some output and coming up with some 
specific design and cost programs that can be considered as 
alternatives. 

It is clear that we do have a substantial amount of work to 
do between now and the end of February . I feel comfortable 
with that deadline, however . At the present time I would 
guess that it would probably be somewhere in the latter part 
of January when we would have some tentative results back 
for the programs that we are going to consider . When I am 
at that point , I will be in touch with you to see if it's 
appropriate to have anoth8r committee meeting or whether a 
~ . Tten confirmation as to what we have found would be 
sufficient . 

RAW:db 

cc : Mike Mi ller 

Sincerely , 
//'1 /~ 

<...,L&l~ 
Richard A. Winkenwerder 
Consulting Actuary 

-----MILLI MAN '' RO El ER TSO N, INC. ---- co NS U LTI NO ACTUARIES---



STATE 
of ALASKA 

TO: r . 

FROM: 

Ken Humphreys 
Research An st 
Division Research 
Legisla -~~s 

Paul B. Arnoldt 
Director 
Division of Retirement & Benef~ts 
Department of Administration 

DATE: 

FILE NO: 

TELEPHONE NO: 

SUBJECT: 

January 4, 1978 

4460 

Social Security Withdrawal 
Study Group 

Attached for your information i s a copy of the minutes of the meeting 
of the Social Security Withdrawal Study Group which was held on 
November 17, 1977. 

PBA/ms 
Attachment 



STATE H'!!MIJA/INIJl/M of ALASKA 

TO· r 

FROM: 

DATE, November 17, 1977 
FILE 

FILENO: 

TELEPHONE NO: 

Paul B. Arnoldt 
Director 
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The meeting of the Social Security Withdrawal Study Group convened 

at 10 :40 a.m. on November 17, 1977, in Room 100 of the Capitol Building, 

in Juneau, Alaska, Representative Mike Miller presiding. Also present were 

Ri chard Winkenwerder, Roy Dunn, Mike Murray, Paul Arnoldt, Ken Humphreys, 

Bill Richards, Wayne Power and James Baldwin. 

Richard Winkenwerder of the actuarial firm of Milliman & Robertson, 

Inc. expl ained that in his investigation of alternative approaches to 

Social Security his biggest concern is trying to determine which groups 

will be involved, what kinds of coverage wiil be available, the availa­

bility of data, and reviewing the existing retirement program with a view 

toward its improvement through utilizing available employee data. 

Mike Miller asked Mr. Arnoldt if he can provide the tape information, 

to ~hich Mr. Arnuldt responded that the tape contains information on all 

the employers, but it may be possible to spin off State data or to give 

him the entire tape. 

Richard Winkenwerder summarized the goal s of the alternative plan: 

l. To include all State employees covered under PERS (permanent 

and part time), except 

a. temporary employees 

b. judicial system members 

c. IBU members of Alaska Marine Highway System. (These employees 

now belong to the Northwest Marine Retirement Trust, to which 

the State contributes,) 
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d. Elected officials (PERS is voluntary with elected officials, 

although all elected officials are covered under the medical 

programs.) 

2. Improvements of PERS to be considered: 

a. Disability (See Item 6, Minutes of 8/18/77) 

b. Increase in non-occupational death benefit 

c. Retirement (considering cost of retirement after 20-25 years) 

d. Changing from 2% to 2~% 

3. Improvement of medical plans to be considered: 

a. Life insurance enhancement 

b. Long term disability 

c. Dental plan (will examine bringing it up to date to meet 

Alaska dental costs.) 

d. Consider fully paid-for medical benefit program 

Richard Winkenwerder stated that as Socia 1 Secu1·i t .Y funding increases 

in the future, so we will have use of the moneys later that are based on 

what the increase would have been. 

Paul Arnoldt objected, stating that future funds must not be tied up 

· and suggested alternatives to Social Security must be based upon current 

'funding level of 5.85 contributions. The level of funding must be 

established, as we do not know what Social Security is going to do in the 

future. Employees are concerned about rising costs of funded pr·ograms and 

they would prefer having the money in the~r pockets. If the federal 

government raises the level, it will be doing so for the purpose of catch-

ing up. We will be rJllecting nqt to catch up, but to enhance the program. 
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Mike Miller stated that t~e alternative program is not limited to 

the present level, In the future he sees the State continuing to pay 

whatrver they would have paid in Social Security. 

Roy Dunn stated that the language of the legislation would tie 

everything into scale. He suggested that there is no point in giving u~ 

something now and then trying to negotiate it back in the future. He said 

that we should plug increases in contributions into the system and have 

well defined sch~dule of increases. 

Richard Winkenwerder commented that ~rejections are dif~icult, 

expecially if contributions will be changing . 

Mike Murray asked Mr. Winkenwerd~r to elaborate on how Social 

Security funds could be used for the enhancement of the PERS. He suggested, 

for instance , that of the ll. 9% total contribution, 8% be used to improve 

benefits and the balance of 3.9% could go into some sort of savings account 

for the retiree. Whatever becomes the initial commitment to PERS enhance­

ment wi 11 be a firm cormii tment. 

Paul Arnoldt stated that our objective is to strengthen the PERS 

system so that a career retiree will be abl e to maintain the same standard 

of living as he had before retirement. The State will continue to take 

money from the empl~yee even after we opt out of Social Security, and the 

employee may say he would rather have that money today than to have his PERS 

augmented. He asked, should the excess funds be put back into the employee's 

pocket, or are we mandating his contribution? If we have an excellent 

death, disability and retirement progran;, how can we ask the employee to 

augment further. It would be the same as saying, when you r.etire you will 

be better off than when you are working . If we do not deduct from their 

sal ary , it will be the same as their getting a pay increase. 
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Mike Miller said that from the standpoint of retirement systems, it 

is his opinion that ours is certai nly good, but it could be much better. 

Paul Arnoldt was asked how a person living on 40% of his pay can 

maintain his working standard of living. He responded that in addition to 

retirement income, from which the retiree does not pay taxes for a period 

of about three years, he has his Social Security benefits which includes 

medicaid and medicare, as well as his State medical benefits. He compared 

our system to that of other states, and said that in terms of retirement 

age, years of service, vesting time, state contributions, etc., Alaska's 

program far outshines that of most other states. 

Roy Dunn said that he feels it is possible that in come distant 

future there will be an ex~ess of money for enhancement p~rposes , but for 

the present he can't see that we will reach the time when we will have 

money that we don't know how to use. 

RECESS 

Richard Winkenwerder returned to a discussion of hi s proposal for 

enhancement of the PERS. He inquired if there is a possibility of providing 

an extGnsion of disability insurance. At present a person who does not 

qualify for Social Security does not qualify for medicare. If PERS is 

extended to pay disability benefits and a medical plan, the empioyee l':ill 

not have lost a thing by opting out of Social Security. 

Mike Murray theorized on an employee who terminates employment with 

the State after it has opted out, and then does nc~ qualify for Social 

Security benefits under a new employer until he has been covered anew for 

several years, and in the meantime he becomes di sabled. He asked if it 

.... 
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would not be desirable for the State to give an option for a disability 

benefit to such a person until such a time as he is again eligible for 

Soci.a 1 Security benefits. 

Richard Winkenwerder responded that this is possible, and that many 

employers have such disability plans. 

PauJ Arnoldt stated that the administration of such a plan should be 

considered, and explained the difficulty of disability determination. It 

is also possible that the employee may take later employment that has a 

greater risk rate. At th~ present time disability is paid entirely by the 

employer. 

Richard Winkenwerder spoke for the fellow who loses both disability 

insurance and Social Security, and wondered how many people would choose 

to pay for it. The question of determining disability was again discussed , 

and the difficulty, awkwardness and expense of administration of .such a 

disability benefit option was repeated, 

Paul Arnoldt stated that in ttie future an employee will come into 

State employment knowing full well that the State does not have Social 

Security, He reminded the group that disability can be claimed for up to 

five years after opting out of Social Security. He emphasized that 

employees should be thoroughly informed regarding disabili.ty coverage when 

leaving State employment, and this topic should be publicized. It was 

concluded that Mr. Winkenwerder will not discard the disability option 

plan, but will also not spen~ a large amount of time on it . This was 

concurred in by Mr. Miller. 

Richard Winkenwerder returned to the subject of the PERS enhance­

ment proposal, and questioned what impact a 20-year PERS plan would have 
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on police. It was concluded that there should be unifonn benefits for 

all categories. If it is later concluded that there should be some 

differenti~l among groups, it will be addressed at that time. Mr. 

Winkenwerder stated that he sees no problem in doing different things 

for different gr.oups. In tenns of the design of his plan, the following 

items within the PERS will be enhanced: retirement, death benefi ts, 

disability, survivorship and medical benefits. He asked if the committee 

considered one of the foregoi11g to have a prior.ity. He stated again that 

a certain percentage of the matching contributions will be used for such . 
enhancement, and exces~ive funds placed in a kind of a tax free savings 

for the employee. Mr . Miller sees the proposed sdvings plan as an 

entirely State funded undertaking, and because it wil l therefore be tax 

free it wi 11 enh.ance the empl oyee's income. 

Mike Miller responded to a discussion as to whether or not the 

employee's contribution in lieu of. Social Security would be voluntary 

or mandatory by stating that it would be a mandatory contribution. 

Paul Arnoldt urged that overage of contributions be used to supple-

ment health insurance,. and suggested that excess amounts should be 

returned to the individual employee's account with a means to al1ow him 

to pick up on a tax break. 

Mike Miller made it clear that if the State chooses to opt out of 

Socia l Security, it will m~ke no attempt to repl ace Social Security 

benefits, but will make every effort to enhance the PERS. At present the 

PERS is a supplement to the Social Security. He is concerned that the 

total package would be approximately equal to combination of the existing 

1 two sys terns. 
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Richard Winkenwerder asked if the State is anticipating anything 

in the PERS plan so that there can be a combination of the ~wo benefits. 

Mr. Arnoldt replied that all benefits supplied in the two programs should 

be studied, and then an effort should be made to fill i n the voids. 

Paul Arnoldt explained the State medical benefit, and that presently 

the State program is offset against the Social Security system. 

Richard Winkenwerder discussed the costs· of medicare (approximately 

$60 per month, or $500 per year), and asked if . traere is an interest in 

trying to design some kind of specific benefit or provision that will 

prepay the medicare or provide a fund to assist the retiree to pay for 

the program. He suggested that if the State medical program is under­

financed now, perhaps it would be wise for the State to pay the employee 

premium. 

Mike Miller emphasized that under the new program the employees 

must have the same coverage as they now have, and the State will contri­

bute whatever is determined to be the least expensive plan. 

Paul A~oldt provided the members in attendance with compiled 

information on the future of the Social Security System, as predicted 

by A. Haeworth Robertson, chief actuary, whom he spoke with at a recent 

meeting of retirement and benefits administrators. 

The meeting adjourned at 12:45 p.m. 
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A meeting of the Social Security Withdrawal Study Group 
commenced at the State Capitol, Juneau, Alaska on August 18, 
1977. Presiding at the meeting was Representative Mike 
Miller. Also present were: 

Roy Dunn 
Mike Murray 
APEA Juneau Field Off ice 

Ann Sheppard 
Public Safety Employees Association 

Paul Arnoldt, Director 
Division of Retirement and Benefits 

Dave Warren 
Confidential Employees Association 

Ken Spray 
APSE Local 71 

Richard A. Winkenwerder 
Milliman & Robertson, Inc. 

Ken Humphreys 
Research Analyst 
Legislative Affairs Agency 

James L. Baldwin 
Legislative Counsel 
Legislative Affairs Agency 

As the first order of business, Representative Miller stated 
that he had reviewed the contract for actuarial services 
with Milliman and Robertson, Inc. and recommended that the 
study group approve the contract. The contract was approved 
for submittal to the contractors for their review and execution. 
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Mr . R. A. Winkenwerder was introduced to the study group and 
dis~ussion ensued concerning guidelines for his investigation 
of alternative approaches to Social Security. The members 
of the study group expressed interest in investigation of 
the following approaches or problems: 

(1) Improve PERS in general with the use of additional 
funds released from Social Security contributions. 

(2) Improve t he current deferred compensation plan. 

(3) Establish a new program essentially replacing 
Social Security. 

(4) Study the benefits under the Public Safety Employees 
Retirement Program in relation to benefits enhanced 
under PERS . 

(5) Modify PERS in some specific aspect3; for example , 
consider a retirement after 20 or 25 years, consider an 
increase in the benefit accrual formula above 2 percent, 
(~erhaps 2 1/2 percent) and finally, consider the 
addition of a cost of living adjustment like Social 
Security. 

(6) Examine the disability provisions of PERS particu­
larly in relation to the difference between the occu­
pational and nonoccupational categories and perhaps 
also consider an increase in the disability benefit . 
In considering the disability situation, it was suggested 
that disability benefits from all sources be considered 
before arriving at any recommendations for alterations 
in the PERS benefit. Also consider a temporary extension 
for employees who leave the State. 

(7) Specifically what would the current 5.85 percent 
of Social Security contributions buy under the PERS 
program? It m:i.ght be considered to have the employee 
contributions sent directly to a def erred compensation 
system with the State ' s share of the contributions 
going directly to PERS to improve that program. 

(8) Consider a fully-paid- for medical benefit program. 
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(9) It was mentioned that perhaps there might not be 
too much concern about specifically what additional 
benefits are being provided but rather that the employee 
would like to get more benefits for the dollars that 
are being contributed. 

(10) Consider establishing a new deferred compensation 
plan along the guidelines of those recommended by 
Robert Gates in his August 14, 1977 letter. 

Mr. Winkenwerder indicated that he would begin preliminary 
studies to analyize the current system and would report at 
the next regular meeting of the study group. The date for 
the next meeting is to be set by a call of the Chairman upon 
further consultation with Mr. Winkenwerder. 

Respectfully submitted, 

~::-r:°Ba~i~ 
Legislative Counsel 
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January 10, 1978 

SUBJECT: 

TO: 

Next Meeting of Social Security Withdrav1al Study Group 

Members of the Social Security Withdrawal Study 

FROM: :::u:umphreys a, K. ti· 
Research A1 ,a l{jt 

Mr . Wi nkenwerder has indi cated that, even if computer output is not 
avai l abl e, he wi l l have n substantial amount of m~terial to present 
to the study group on Ji'nuary 24 . This material wi ll include his 
suggested pl an for improving PERS . He al so needs group input at this 
poi nt in the study. 

Consequently, the next meeting of the study group is scheduled for 
1:00 p.m. on Tuesday, January 24 i n Room 311 of the Court Building, 
Juneau. If necessary, we will continue on January 25. 

KH:ftc 

Spoodi\o l ® Moore Dusln~n form\, lnc.·s 
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FOREfvORD 

This report is submitted to the Legislative Council by the Study Group 
on Social Security Withdrawal. pursuant to Legislative Resolve No. 1.0'i, 
S. L. A. 1977. PPoposed legislation which embodies the group 's recom­
mendations relating to the state ' s potential withdrawal from the Soaial 
Security system wiU foUow. 

The study group, with the aid of its consultant, has explored aZter>na­
tives to the Social Security system which wouZd serve the interests of 
the state and its empZoyees and which couZd be financed from contributions 
which wouZd otherwise go to SoaiaZ Security. There has been no attempt 
to dupliaa'te the benefits provided by Social, Security but rather, con­
sidering other benefits avaiZabZe to state empZoyees, to design an 
aZter>native which may be preferabZe. The study group has not atteTTTf?ted 
to decide whether or not the state shouZd opt out. 

fve hope the "legisZature and others concerned with the question of 
wit11<b>awal from the SociaZ Security system wiU find this report usefuZ. 

Mike MiZZer, Chai1'771an 
Study Group on With<b>awa"l 

from SociaZ Security 
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March 15 , 1978 

Social Secur i t y Withdr awal Study Group 
Legisl ative Affair s Agency 
Alaska State Legisl ature 
Pouch Y, State. Capitol 
Juneau, Alaska 99811 

Attention : Representative Mike Miller 

Dear Members: 

At your request and direction, we have reviewed the employee 
benefit programs of the State of Alaska and the Social 
Security System to provide you with recommendations for a 
replacement program for state employees should the State of 
Alaska withdraw f r om the Social Security System . The result s 
of our efforts are contained in this report . 

We should l i ke to acknowledge the very able assistance of 
Mr . J . K. Humphreys and would also like to thank Mr . Paul B. 
Arnoldt for his hel p i n obtaining the necessary data on 
state employees from which we prepared our cost estimates . 

RAW:lkn 

Respectfully submitted, 

((J~ fl t;J l:Ju,,,,.,,(tr~ 
Richard A. Winkenwerder , F.S.A. 
Consulting Actuary 
Vice President 
Milliman & Robertson , Inc. 
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STATE OF ALASKA 

SECTION I 

INTRODUCTION 

The purpose of this report is to provide recommendations and 
guidance to the HCR66 Study Group on Social Security Withdrawal 
relative to the provisions of a fringe benefit program that 
would benefit the employees of the State of Alaska as a 
suitable substitute for the Social Security system if the 
state should withdraw from the Social Security system. 

The Study Group had several meetings to discuss and set 
forth the basic guidelines that would be considered for the 
replacement program. The final set of guidelines represented 
the individual and combined thinking of the entire Study 
Group . As detailed investigations into the various guidelines 
proceeded, modifications were made when it became apparent 
that a particular guideline was unsuitable . 

The development of a replacement program was complicated by 
the fact that all state employees affected by the withdrawal 
from Social Security (employees of the University of Alaska 
will not be affected) do not have the same fringe benefit 
coverages with the state and thus, although all would be 
losing the same Social Security benefits, different considera­
tions were necessary in recommending a replacement program. 

Most state employees may be classified into one of the following 
categories: 

1. Employees participating in the Public Employees ' Retire­
ment System of Alaska (PERS). This basically covers, 
on a mandatory basis, all full-time and part-time 
employees and, on an optional basis, elected 0fficials. 
Specifically excluded are state employees of the division 
of marine transportation engaged i n operating the state 
ferry system while covered by a union or group retirement 
system to which the state makes contributions, justices 
and judges, temporary employees and persons covered by 
the Alaska Teachers' Retirement System. 

2. Justices and judges 
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3. Temporary employees 

4 . Employees of the division of marine transportation as 
specified above 

5. Employees covered by the Alaska Teachers' Retirement 
System 

This study concerns itself with those employees in the first 
four categories . 

The state has six basic employee fringe benefit programs 
which were considered in arriving at the replacement program : 

1. PERS 

2. Retirement and death benefit plan for justices and 
judges 

3 . Group health care and life insurance benefits for 
employees 

4. Health care program for retired employees and family 
members 

5. Retiree life insurance 

6. Deferred compensation plan for employees 

An underlying thesis throughout was the intent of the Study 
Group to recommend a replacement program that would be 
financed completely by contributions that otherwise would 
have been contributed to Social Security. In the final 
analysis it was recognized that such a commitment might not 
be possible where improvements to PERS were :l.nvolved. 

There are basically three alternatives for accommodating a 
replacement for Social Security . One would be to provide 
for improvements in PERS. Another is to establish a new 
supplemental plan which will provide for survivor ' s benefits, 
lump sum death benefits and disability benefits on either an 
insured or noninsured basis with this decision to be ultimately 
made at the time of implementing the program. Finally , a 
new deferred compensation plan could be established to 
p=ovide for mandatory deferral of contributions. ~he details 
of each of these is discussed in Section III. 
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SECTION II 

GUIDELINES 

The Study Group had four meetings with the actuarial consultant . 
These meetings were devoted to developing the criteria that 
should be considered in formulating a replacement program 
f or Social Security, in reviewing the results of actuarial 
calculations based on those criteria and in finaliz ing the 
plans. 

The early meetings with the Study Group produced nine basic 
guidelines . 

1. GUIDELINE 

Recommend improvements in PERS whe-:-e deemed appropriate 
and specifically consider: 

a. reducing the service requirement for retirement to 
25 or 20 years for employees other than peace 
officers and firemen 

b. an increase in the current 2% benefit crediting 
factor 

c . an automatic post-retirement adjustment to account 
for cost- of-living changes 

d . the disability benefits 

(i) increase them 

(ii) examine the appropriateness of differences 
for occupational and non-occupational causes 

(iii) consider coordinating them with benefits from 
other sources 

(iv) provide a five- year extension in coverage for 
employees who terminate to help lessen the 
impact of the loss of Social Security beneflts 

e . different improvements for peace officers and 
firemen if improvements such as (a) above were 
adopted, to recognize that such a change would not 
benefit these employees 
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COMMENT 

a . Merit was seen in applying any improved benefit 
factor only to service with the state performed 
after withdrawal from Social Security and alterna­
tively to all service with the state both before 
and after withdrawal from Social Security. There­
fore, study results for the cost of an increased 
benefit factor on both these bases is provided . 

b. The Study Group directed that the cost of improving 
the non- occupational death benefit to the same 
level as the occupational death benefit reconunended 
above in (b) be determined. 

c . It was clarified that if any recommendation involved 
a reduction of the normal retirement service 
requirements for employees other than peace 
officers and firemen to something less than 30 
years, an alternate improvement for peace officers 
and firemen under PERS be determined . This was 
appropriate because this group already has a 
ser vice retirement of 20 years . A possible area 
to improve the plan in this regard would be an 
additional increase in the benefit crediting 
factor. Other alternatives such as an increase in 
either the disability or death benefits would also 
be considered . 

d. Any automatic post- retirement adjustment based on 
changes in the consumer price index would be 
subject to the following criteria: 

(i) There would be a maximum annual increase such 
as 3% or 5%. 

(ii) Increases in the CPI in excess of the maximum 
would be carried forward to apply in ~ny year 
when the actual CPI adjustment was less than 
the maximum specified in the plan. 

(iii) All plan benefits would be subject to the 
automatic CPJ adjustment. 

(iv) Although it is recognized that the CPI could 
decrease in some year tl~re would be at no 
time any decrease in plan benefits. 

e. It was also suggested that consideration be given 
to increasing the percentage of compensation being 
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paid upon an occupational disability by perhaps 
10% or 20% of compensation. In addition , the 
Study Group directed us to determine the cost of 
increasing the current non-occupational disability 
benefit to the same level as the the occupational 
disability benefit. 

f. It was noted that the PERS disability benefits had 
previously been coordinated with So~ial Security, 
workmen ' s compensation and other employer- paid 
benefits . Coordination is highly preferable, but 
since that coordination feature was deleted (coinci­
dent with a reduction in PERS benefits), it must 
be assumed that the elimination must have occurred 
following considerable study. It therefore seemed 
inappropriate to pursue recommendations that would 
require the reinstitution of a coordination feature 
at this time . 

2. GUIDELINE 

Recommend improvements in the existing deferred compensa­
tion pl~n 

COMMENT 

No additional comments. 

3. GUIDELINE 

Recommend a completely new and separate plan 

COMMENT 

Any entirely new program would provide for disability, 
death and survivor's benefits, probably on an insured 
basis, rather than increasing any PERS benefits . 
Contributions in excess of those required to provide 
these benefits would be applied under the deferred 
compensation plan as increased deferred contributions . 

4. GUIDELINE 

P.eview and comm~nt on a proposal for a replacement plan 
&ubmitted to the Study Group by Mr. Robert G. Gates on 
August 4, 1977 

5 

·~~~~MILLIMAN a RDBERTBDN, INC.~~~-CONBULTIND ACTUARIES~~~~~ 



COMMENT 

The proposal submitted by Robert Gates for a replacement 
program was in essence the recommended plan outlined in 
(3) above. The proposal is a sound one and , with 
variations, is the same as we would recommend if PERS 
improvements were not considered . 

5 . GUIDELINE 

Any replacemen·t plan would be funded by current and 
future contributions that otherwise woul1 have been 
contributed by employees and the state tt' the Social 
Security system 

COMMENT 

It was pointed out that any improvements in PERS to be 
funded by contributions that otherwise would have gone 
to Social Security could contain no guarantee that the 
cost of t~ose improvements could always be so funded . 
Under these circumstances, the logical result would be 
for the state to absorb any excess cost. 

6. GUIDELINE 

Any replacement plan will require mandatory employee 
participation 

COMMENT 

No additional comments. 

7 . GUIDELINE 

Do not consider improvements in the existing life 
insurance and health care plans as part of any replacement 
plan 

COMMENT 

In spite of the direc~ion not to study improvements in 
the existing life and health pl ans, an improvement in 
the existing life plan is included as one recommendation. 

8 . GUIDELINE 

Any replacement p lan will not precisely replace the 
benefits provided by the Social Security system 
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COMMENT 

It is reconunended that only certain Social Security 
benefits be replaced on an approximate basis. Specifi­
cally, these rel ate to lump sum death, survivor's 
benefits and disability benefits. The amount of such 
benefits in each of these cases would not be geared to 
the amount payable under Social Security but would 
rather be geared to a level which is deemed appropriate 
and desirable. In addition, the categories of benefi­
ciaries entitle& to these benefits under the replacement 
plan would be severely restricted over what is allowable 
under Social Security. For example, such categories of 
beneficiaries such as divorced wives, spouses of retirees , 
disabled widows, surviving divorced wives of deceased 
workers, grandchildren and dependent parents who are 
also eligible for benefits under Social Security are 
not being considered under the replacement program. In 
general, it was felt that coverage for these kinds of 
~enef iciaries was not deemed appropriate nor in the 
best interest of the state . 

9. GUIDELINE 

Determine the cost to extend coverage in PERS to employees 
of the division of marine transportation engaged in 
operating the state ferry system 

COMMENT 

The Study Group felt that it would be inappropriate to 
determine the cost under PERS for employees of the 
division of marine transportation under all of the 
options and alternatives being considered . They felt 
that being provided with the cost of coverage under 
PERS as it stands now for only state service after 
incorporation into the program, and also where all state 
service both before and after incorporation into the 
program is considered would be adequate for the immediate 
purposes . 

We then completed investigations and certain studies based 
on the provisions of the guidelines. In the process of 
implementin9 the guidelines and determining their appro­
priateness , a number of questions were raised that required 
answering. In some cases the results indicated that a 
modification of a guideline was desirable; in other cases it 
indicated that a clarification of a guideline was necessary 
before arriving at more specific recommendations. Detailed 
discussions were held over the nine basic guidelines of the 
Study Group which resulted in the following comments: 
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Because not all state employees participate in PE~S and 
because the PERS benefits are not identical for those that 
do , it is appropriate that the supplemental plan , a lthough 
perhaps being structured basically the same for a ll employees , 
have dif~erent levels and types of benefits. The final 
r ecommendat ions will clarify the extent to which each of the 
employee groups would be participating in the supplemental 
plan . 

We indicated that the fina l report woul d contain a specific 
recommendation for paying for Social Security hospital 
insurance henef its and supplementary medical insuz·ance 
benefits (Medicare) at time of retirement for any employee 
not otherwis e eligible for such benefits. It seemed appro­
priate also that some comments be included in the report 
relative to the general adequacy of retirement, disability, 
survivor's and death benefits from all sources . It was felt 
that such comments would better enable the Study Group t o 
determine the particular importance of any PERS improvement 
or benefits arising frcm some supplemental plan. 
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SECTION I II 

RESULTS AND RECOMMENDATIONS 

This Section includes the results of our calculations, our 
recommendations for the design of replacement plans and our 
recommendations and comments relative to the other areas as 
requested by the Study Group and outlined in Section II . We 
recommend three alternative plans for consideration , each of 
which would utilize a l l contributions other.wise diverted to 
Social Security. 

An underlying consideration in our recorrunendations for PERS 
improvements and the death and disability benefits in a new 
supplementary plan, was that retirement, death and disability 
benefits be at a reasonable level and that the cost of PERS 
improvements and the supplementary plan not exceed 75% of 
the contributions available from Social Security on a long­
term basis . 

BASIC RECOMMENDATIONS 

PLAN A 

PERS EMPLOYEES 

1. Increase the benefit crediting factor in PERS for 
employees other than peace officers and firemen to 
2- 1/2% per year of state employment after withdrawal 
from Social Security (currently 2%) . 

Cost - see item 2. 

2 . Increase the benefit crediting factor in PERS for peace 
officers and firemen to 2-1/2% per year for the first 
10 years of state employment after withdrawal from 
Social Security and to 3% per year thereafter (currently 
2% and 2-1/2 %) . 

Cost - 2.4% of compensation for 1 and 2 . 

3. Increase the occupational death and disability benefits 
in PERS for payments prior to retirement date to the 
larger of 40% of compensation and the accrued PERS 
benefit (currently 40% of compensation) • 

Cost - 0.0% of compensation . 
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4. Increase the non-occupational disability benefit in 
PERS to 60% of compensation for payments prior to 
r etirement and to the projected accrued benefit, including 
years while disabled , after the normal retirement date 
(currently accrued benefit ) • 

Cost - 0 . 5% of compensation. 

5 . Increase the non- occupational death benefit in PERS to 
provide a lump sum death benefit after one year of 
$5,000 plus $500 per year of service and , for death 
after 5 years, the option of receiving the full accrued 
benefit. The above benefits wou l d be in addition to 
the employee's own accumulated contributions (currently 
$1,000 plus $100 per year and option of 50% joint and 
survivor benefit) . 

Cost - 0 . 4% of compensation . 

The total cost for PERS improvements would be 3.3% of 
compensation. 

6. Balance of Social Security contribution not required 
for PERS improvements wi ll be directed to a new mandatory 
deferred compensation plan. 

JUSTICES AND JUDGES 

1. Provide for monthly disability income under a new 
supplementary plan equal to 60% of the first $5,000 of 
basic monthly compensation. The benefit would be 
off set by benefits payable from the pension system, 
Social Security, and workmen's compensation and would 
be payable until the earlier of age 65 and the date the 
employee would have qualified for a pension benefit. 

Cost - 0 . 5 ~ of compensation. 

2 . Provide for a lump sum death benefit under a new supple­
mentary plan equal to annual compensation . 

Cost - 0.5% of compensation. 

The total cost of new plan equals 1 . 0% of compensation. 

3 . Balance of Social Security contribution not required 
for new plan will be directed to a new mandatory deferred 
compensation plan. 
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TEMPORARY EMPLOYEES 

1 . Provide for monthly disability income under a new 
suppl ementary plan equal to $100 per week payable until 
age 65. 

Cost - 0 . 3% of compensation . 

2. Provide for a lump sum death benefit under a new supple­
mentary plan equal to $15 , 000. 

Cost - 0 .2% of compensation. 

The total c ost of new plan equals 0 . 5% of compensation. 

3 . Bal ance of Social Security contribution not required 
for new plan will be directed to a new mandatory deferred 
compensation plan . 

MARINE EMPLOYEES 

1 . Provide for monthly disability income under a new 
supplementary plan equal to 60 ~ of the first $5 , 000 of 
basic monthly compensation . The benefi t would be 
off set by benefits payable from any pension plan , 
Social Security and workmen ' s compensation and would 
be payable until the earlier of age 65 and the date the 
employee would have qualified for a pension benefit . 

Cost - 1 . 4% of compensation. 

2. Provide for a lump sum death b~nefit under a new supple­
mentary plan equal to annual compensation . 

Cost - 0.9% of compensation. 

3 . ProvidE? for a monthly survivor ' s benefit under a new 
supplementary plan for an employee who dies equal to 
2.5% of compensation for each year of service . No 
benefit shall be payable if death occurred due to non­
occupational cause prior to the completion of five 
years of service . 

Cost - 1 . 2% of compensation . 

The total cost of new pla n equals 3 . 5% of compensation . 

4. Balance of Social Security contribution not required 
for new plan will be directed to a new mandatory deferred 
compensation plan. 
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PLAN B 

PERS EMPLOYEES 

1. Improve PERS according to . items 1, 2 and 3 of Plan A. 

Cost - 2.4% of compensation. 

2 . Provide for monthly disability income under a new 
supplementary plan equal to 60% of the first $5,000 of 
basic monthly compensation. The benefit would be 
offset by benefits payable from PERS, Social Security 
and workmen's compensation and would be payable until 
the earlier of age 65 and the date the 0mployee would 
have qualified for a pension benefit. 

Cost - 0.7% of compensation. 

3. Provide for a lump sum death benefit under a new supple­
mentary plan equal to annual compensation. 

Cost - 0.5% of compensation . 

The total cost of PERS improvements and new plan equals 3 . 6% 
of compensation. 

4 . Balance of Social Security contribution not required 
for PERS improvements and the new plan will be directed 
to a new mandatory deferred compensation plan. 

JUSTICES AND JUDGES, TEMPORARY EMPLOYEES AND MARINE EMPLOYEES 

1. All benefits and costs will be as described for Plan A. 

PLAN C 

PERS EMPLOYEES 

1. There will be no PERS modifications. 

2. All benefits and costs will be as described according 
to items 2, 3 and 4 of Plan B. 

The total cost of new plan equals 1.2% of compensation. 

JUSTICES AND JUDGES, TEMPORARY EMPLOYEES AND MARINE EMPLOYEES 

1 . All benefits and costs will be as described for Plan A. 
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We completed calculations to determine the cost of the 
various improvements to PERS that had been discussed with 
the Study Group,' in addition to those included above as 
recommendations. The costs for all PERS improvements are 
shown. in Table 1 and are expressed as a percentage of the 
total compensation of state employees covered under PERS. A 
brief summary of the costs and benefits for the new supple­
mentary plan for each of the four employee groups is provided 
in Table 2. 

Some discussion of the costs in Table 1 is appropriate. In 
some cases two percentages are shown for a single improvement. 
This is consistent with the method used for presenting costs 
in the annual actuarial valuations prepared for the system. 
One percentage is a future service percentage applicable to 
the compensation of plan participants in each future year. 
The other is a past service percentage which represents the 
current year percent of compensation necessary to amortize 
the additional past service liability created as a result of 
the proposed amendment with level dollar payments over a 
period of 35 years. Thus, for the past service portion, the 
percentage will likely decrease slightly each year as the 
covered payroll increases. 

Until such time as the past service portion is amortized 
(35 years), the total annual cost for a given improvement is 
equal to the sum of the past and future service percentages 
multiplied by the total compensation of PERS participants. 
After that time, the cost is equal to only the future service 
percent of total participant compensation. 
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STATE OF ALASKA 
COST OF PERS IMPROVEMENTS 

FUTURE SOCIAL SECURITY CONTRIBUTIONS 

CURRENT PERS COST 

PERS IMPROVE}ffiNTS: 

(1) 1/2% benefit factor 
a. Applies only to state service 

after January 1 , 1978 
b . Applies to state service 

before and after 

PAST 
SERVICE 

COST 

-% 

2. 4 

January 1, 1978 1.0 

(2) 25 year service retirement 0.2 

(3) 20 year service retirement 0.8 

(4) 1% Cost-of-Living adjustment 
a. If an unfunded liability 

is created 0.4 
b . If costs are funded entirely 

over service after 
January 1, 1978 

(5) Larger of 40% compensat i on or 
accrued benefit for occupational 
death or disability 

(6) $5,000 plus $500/year lump sum 
death benefit or monthly accrued 
benefit if elected 

(7) Non-occupational disability of 
larger of 40% compensation or 
accrued benefit 

(8) Non-occupational death of larger 
of 40% compensation or accrued 
benefit 

(9) Non-occupational disability of 
60% of compensation 

Tab 1 e 1 

FUTURE 
SERVICE 

COST 

10.2% 

10.7 

2.4 

2.4 

0.7 

2. 2 

1.4 

2. 8 

0.0 

0. 4 

0.4 

0.8 

0. 5 

Note: A "-" indicates no cost whereas "0.011 indicates some cost, 
although minimal. 
All past service costs are funded over 35 years . 

TOTAL 
COST 

10.2% 

13.1 

2.4 

3.4 

0.9 

3.0 

1.8 

2. 8 

o.o 

0.4 

0. 4 

0. 8 

0. 5 

All costs are expressed as a percentage of the .total compensation 
of PERS participants . 
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N.ot e that the f.ir~t line of Table 1 shows the level percent 
of f u ture pprtici pant compensation that would be equivalent 
to futur e Social Security contr ibutions . For this purpose, 
the recent Social Security amendments were recognized. We 
used the l egisl a t ed contribution rates and taxable wage 
bases and the s.ix subsequent year wage base estima .. ·~ s prepared 
by the Social Secur i ty Administration. We then assumed an 
annua l 5% increas e in t he taxable wage base beyond that 
point . We valued the future compensation of plan part icipants 
using the PERS actua r ial as~umptions in Appendix a . 

Social Securit;t 

Contribution Taxarle 
Year Rate Wa9:e rlase 

1977 5.85% $16 , 500* 
1978 6. 05 17,700 
1979 6. 13 22 , 900 
1980 6.13 29,700 
1981 6.65 31,800** 

1982 6 . 70 33,900 
1983 6.70 36,000 
1984 6 . 70 38 , 100 
1985 7.05 40 , 200 
1986 7 . 15 42 , 600 

1987 7.15 44 , 730*** 
1988 7.15 46,967 
1989 7.15 49,315 
1990 & later 7.65 51 , 781 

The contribution rate is applicable to both employees and employers . 

* 

** 

*** 

The wage bases for years 1977 through 1980 are legislated. 

The wage bases for years 1981 and l ater are subject to 
automatic ad justment . The figures shown for years 1981 
through 1986 a r e estimates prepared by the Socia l Security 
Administr ation. 

All future years subject to automatic adjustment 
by l aw. An annual increase of 5% was assumed. 

These calculations showed that the total future Social 
Security contributions are equival ent to 10.2% of total 
future partic i pant s' compensation. Note that this is 
tota l compensat i on and not just t hat portion subject to the 
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Social Security taxable wage base. Thus, the percentage 
would be larger than 10.2% if the contributions were related 
to the taxable wage base. We also prepared two alternative 
calculation~ to see the effects of different sets of assumptions. 
In one of these w~ assumed that the tax rate stabilized at 
6-1/2% conunencing in 1981. This produced an equivalent rate 
of 9 . 8%. Another was to replace the 5% growth factor for 
compensation and the taxable wage base by 10%. This produced 
a level percentage of 9.6%. 

In analyzing the costs of the various PERS improvements, it 
should be noted that since the contribution rate to Social 
Security increases for 13 years and since the taxable wage 
base, although increasing at a rate in excess of 5% per 
year, is less than earnings for many people, the estimated 
contributions that would have been made to Social Security 
will be less than 10 . 2% of compensation until about 1981 and 
more than that thereafter. For example, the estimated 1978 
Social Security contributions will be 8.3% of compensation 
rather than 10.2% . 

PER IMPROVEMENTS 

These may be sununarized below: 

1. One consideration was to provide an additional 1/2% of 
salary as a benefit under the program. Specifically, 
this would increase the existing 2% accrual factor for 
non- peace officers and firemen to 2-1/2% and would 
increase the benefit accrual factor for peace officers 
and firemen from the existing 2% for the first 10 years 
and 2-1/2% for years thereafter up to 2-1/2% for the 
first 10 years and 3% for years thereafter . This is 
achievable for an estimated cost of approximately 25% 
of the Social Security contributions . 

2 . Another consideration was the reduction in the service 
requirement for non- peace officers and firemen from ·3o 
years to 25 years and also from 30 years to 20 years . 
The reduction to 20 years would require approximately 
30% of the Social Security contributions and the reduction 
to 25 years approximately 10% of the Social Security 
contributions. 

3. An automatic post-retirement pension adjustment was 
proposed whereby on an annual basis any former employee 
or beneficiary receiving a monthly benefit would have 
that monthly benefit adjusted on an annual basis to 
account for changes in the Consumer Price Index. This 
improvement would apply only to persons becoming retired 

16 

-----MILLIMAN II ROBERTBON, INC.----CDNBULTINO ACTUARl£B-----



after the effective date of the change. As indicated 
earlier this benefit is extremely expensive and, for example, 
an automatic 1% annual increase would require 20% to 30% of 
the Social Security contributions. Therefore, if an automatic 
adjustment were provided with a maximum annual increase of 
just 3%, it would take over half of t he contributions otherwise 
payable to Social Security. 

4. The improvement in the occupational death and occupational 
disability benefits to pay the accrued benefit prior to 
retirement if larger than 40% of compensation has an 
insignific~nt cost attached to it. The change is 
desirable since a person who now becomes non-occupationally 
disabled with over 20 years of service would receive a 
larger benefit than an occupationally disabled person. 

5. The improvement in the non·-occupational death benefit 
for both the lump sum and survivor's benefits to those 
outlined in Section II, namely an increase in the lump 
sum death benefit to a flat $5,000 plus $500 per year 
of coverage and an increase in the survivor's benefit 
for any employee who died after having 5 years of 
service to the full accrued benefit, would require 
approximately 4% of the Social Security contributions. 

6. The cos ~ of improving the non-occupational death and 
non-occupational disability benefits to the same as the 
occupational death and disability benefits, namely a 
benefit equal to 40% of compensation or the existing 
accrued benefit, would require approximately 12% of the 
Social Security contributions. 

7. Finally, an increase in the non-occupational disability 
benefit to 60% of compensation would require about 5% 
of the Social Security con~ributions. 

It is apparent from these studies that any of the suggested 
PERS improvements could be made. It should be noted that if 
change (2) above were adopted, our recommendation would be 
that since such a change would have no effect at all on 
peace officers and firemen, their retirement benefit be 
enchanced by an equivalent amount. Therefore, if a decision 
were made to go to 20-year retirement, it would be our 
recommendation that the peace officers and firemen's benefit 
credit be enhanced by a full 1% for state service after 
withdrawal as op.posed to the 1/2% discussed above. If the 
decision were made to go to the 25-year retirement, our 
recommendation would be that their benefits be enhanced by 
3/4% rather than 1/2%. 
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NEW SUPPLEMENTAL PLAN 

Our next step was to design an entirely new plan to provide 
lump sum death, survivor and disability benefits as an 
alternative in the event improvements under PERS in these 
benefit areas was not deemed advisable. We focused on two 
key benefits : the disability benefit and the survivor 
benefit. The ~ump-sum death benefit available under So~ial 
Security is negligible and would be effectively replaced 
under our suggestions. 

The Social Security Administration is in a unique position 
to administer its benefits, having full knowledge of the 
employment and earnings status of all persons . The system 
has evolved to where it adr.1inisters an extremely complex 
benefit structure. It is not practical to replace the exact 
benefits of Social Security . For tr1at matter, with respect 
to these two benefits, there is even considerable difficulty 
in integrating with Social Security {especiall y for the 
survivorship benefit). 

We attempted to develop a benefit structure that would be 
relatively easy to maintain and also provide reasonable 
equity to all covered persons. A brief summary of costs and 
benefits is provided in Table 2. 

The costs we developed will change over time, depending on 
the future hiring patterns of the state. The costs would 
remain approximately as stated if the state employees formed, 
in effect , an unchanging group with respect to all character­
istics {in particular, if the "vesting" of Social Security 
remains the same for individuals) . If there is an increas ing 
concentration of individuals who have no Social Security 
coverage , the disability cost would be expected to rise 
because of the declining inf l uence of Social Security offsets. 
Further, there will be rapidl y declining Social Security 
disability benefits for existing employees. We have indicated 
cos ts for the long-tE:rm disability assuming no Social Security 
offsets to illustrate the worst possible situation . 

We have gone further than simply replacing the disability 
benefit. The reason for this is that most large employers 
now provide a substantial long- term disability benefit. 
Typical characteristics are replacement of 60% of income to 
cge 65 following a six month disability wait. Eligibility 
~ s often at date of employment. The existing program for 
Alaska employees is weak in total provision for disability, 
with one exception. Disability payments from all sources in 
the event of occupational disability appear to be highly 
redundant and although benefits will be lost from Social 
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Security, replacement was not deemed appropriate. Some 
problems in this area might well be anticipated in the 
future. However, non-occupational disabilities are only 
moderately pro.vided for. Only individuals with a considerable 
length of service receive a substantial total disability 
benefit con~idering both Social Security and the retirement 
system together. 

We recommend that the state institute an adequate long-term 
disability program. The long-term disability benefit is 
assumed to be inteqrated with all sources, including disability 
benefits under the PERS system, Workmen's Compensation and 
Social Security . 

For the survivorship benefit, it appeared impractical to 
develop an umbrella-like structure as with the long-term 
disability. Also, adoption of a formula such as 40% or 50% 
continuance of pay leads to benefits and costs well in 
excess of those typically provided and required. 

We suggest the replace~c ~ of the survivor benefit be indepen­
dent of any vested Social Security benefits for employees. 
At a minimum we suggest a one times salary lump-sum death 
benefit for all employees ($15,000 flat for temporaries). 
Probably more desirable, would be a two times salary benefit 
for all employees ($15,000 flat for temporaries). Assuming 
$25,000 annual salary, a death benefit of $50,000 would 
provide income of about $700 a month for 0 years. In addition, 
beneficiaries of the employee would receive any survivorship 
benefit available under PERS and Social Seourity. Benefits, 
in total, would likely be superior to those resulting from 
the combination of existing PERS and Social Security benefits. 
A lump-sum benefit is ~asy to administer and avoids the 
severe problems associated with keeping track of the status 
of the survivors (remarriage or spouse earnings following 
death of the employee). 
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N 
0 

LOHC rERM D1SAB1LlTY 

Eligibility 

Definition of Disability 

Deductible Amount 
(Coordination of Benefits) 

Hllximum Benefit Period 

Elimlnation Period 

Estl1113tcd Cost as 
Percentage of Covered 
Payroll 

Est !mated Cost as 
Percentage of Covered 
Payroll, llithout 
Coordination vith 
Social Security Syslcm 

STATE OF ALASKA 

OCCUPATIONAL ANO NO"-OCCUPATIONAL orsABILtTV 
A"D DEATH BENEFITS 

EKPLOYF.ES COVEPED UNDER PERS 

A regular employee becomes 
eligihle for coverage on 
the first day of employment 

Disability ceone the 
complete lnablltty of the 
employee to engagu in his 
regular occupation during 
the first 12 months of 
disability, and thereafter 
the complete inability 
to engage in any employ­
ment or occupation for 
which he is rca~onably 
fitted by reason of 
education, training or 
exp er Lenee. 

The total amount of 
monthly benefit shall be 
60% of the first $5,000 
of the employci! 1 S basic 
monthly earnings ot the 
date of disability 
reduced by the Deductible 
Amount. · 

Any disability benefits 
the employee is entitled 
to under the Social 
Security and PERS systCllla. 

D!sobility BencCits arc 
payable to the enrlier 
of the dote of attain-
ment of age 65 or the 
date of eligibility Cor 
nori:;al retire111ent benefits. 

Disability BeneCits ore 
not payable during the 
first six months of 
disability. 

.39% 

.72% 

E>IPLOYEES Oi' JUDICIAL SYSUl1 

A regular employee becomes 
cliglble for coveraRe on 
the first day of employment 

Disability means the 
complete inability of the 
emrt oyec to engage in his 
r egular occupation during 
the firat 12 months of 
dieob1llty, :ind thereafter 
the complete inability 
to engoga in :1ny emplo)•­
mcnt or occup:1tion (or 
which he lo reasonably 
fitted by re:1son o! 
education, training or 
e~ericncc. 

The total amount of 
111<.1nlhly b<!nd it shall be 
60% of the first $5,000 
o( the employee's ·basic 
monthly comings ot thu 
date of disability 
reduced by the Deductible 
Amount. 

Any disability benefits 
the employee IG enti tled 
co under the Social 
s~curity and Pension 
syst~ms. 

Disability Benefits arc 
payable to the earlier 
of the dote of attain­
ment of age 65 or' the 
date of eligibility for 
normal retirement benefits. 

Disability Benefits ore 
not payable during the 
firut six months of 
disability. 

• 34% 

HARlNE EMPLOYERS 

A regular cmployeb becomes 
eligible for coverage on 
the first d.sy of employment 

Disability MOano the 
complete inability of the 
employee to eng11ge in his 
re~utar occupntlon during 
the first 12 monlhs of 
disnbility, :ind therenftcr 
the complete inobil lty 
to eng.lgc in any employ­
ment or occup~tlon Cor 
which he is reoRonnbly 
fitted by reoson of 
education, trotnlng or 
expuriencc. 

Tho total Jmount of 
1nunthly bend ll >Jh.111 be 
60% of the first $5,000 
of the employee's bosic 
monthly cnrnings ot the 
dote of dis3billty 
reduced by the D1..-ductible 
I.mount. 

Auy rltsability benefits 
the employee le entitled 
to under the Social · 
Security'system. 

Disobil ity Benefits nre 
payable to the Cllrlier 
of the dote of att:iin-
ment of age 65 or the 
date of eligibility for 
normal retirement benefits. 

Dl&ability Bencf its are 
not payable during the 
first six months of 
disnbil fty. 

.85% 

1.40% 

TEHPORARY STAT!: Oll':.o~·EFS 

A regulor employee becomeK 
eligible for coverage on 
the firot day of emptoyrnent 

Disability means the 
complete Inability of the 
employee to engage in his 
regulur occupotion during 
the first 12 months of 
disnbilit~, and thereafter 
the complete 111.ibi Uty 
to cnsocc Jn nny employ­
ment or occupation for 
..,hich he is rnasonnbly 
fitted by renson of 
education, training or 
experience. 

The lotal amount of 
benefit sha 11 bl' $100 
pee vcel:. 

None 

Disability Benefits are 
payable to the d;ite of 
attainment of age 65. 

Disability Benefits are 
not payable during the 
first six month~ of 
dlsebU lty. 

.27% 

.27% 



( · ,. 

.. 
·' ' 

SURVIVOR lliCOME 

Eligibility 

L11111p Sum Benefit 

Monthly Income Benefit 

E• ti.uted Co•t aa 
Percentage of 
Covered Payroll 

r.etimated Co"t •• 
Percentage of Covered 
Payroll by Doubling 
LUIDP Sua Benefit 

EMPLOYEES COVCREO UNDER PERS 

• 47% 

.94% 

A reaulor employee 
becoaoa eli&ible for 
covecaae on the first 
day of eaployaent. 

The aaount payable to the 
beneficiary •hall be 
equal to twelve times 
t he employee'• basic 
aonthly earn~na• 
immediately prior to 
hi• death. 

None 

DIPLOYEES OF JlJOlClAL SYSTEM 

A resular employee 
become6 eligible for 
coverage on the first 
day of eaployment. 

The a110unt payable t~ the 
beneficiary ehall be 
equal .to twelve time• 
the emplo'yee' e baeic 
aonthly earnings 
i111111ediately prior to 
hie death. 

None 

.SU 

1.02% 

* .91% for luap 1ua benefit, 1.24% for aonthly income benefit. 

KARINE EMPLOYEES 

A reaulor eaployee 
becomes eligible for 
coveraae on the first 
day of employment. 

The 0110unt payable to the 
beneficiary eha\l be 
equal to twalve times 
the 8111ployee'• basic 
monthly earnings 
immediately prior to 
his death. 

The aaount 1hall be 
equal to 2.5% of the 
basic 1110nthly earnings 
for each year of 1ervice 
accrued. No benefit 
shall be poyoble if death 
occurred due to non­
occupotional cau•e prior 

· to the ~oapletion of 
five yeara of eaployment • 

2.1sx• 

J.06% 

TEMPORARY STATE El1Pl.OYEES 

A regular employee 
becomes eligible for 
coverage on the fir•t 
day of employment. 

$15,000 

None 

.21% 

N/A 



OTHER RECOMMENDATIONS 

DEFERRED COMPENSATION PLAN 

The existing deferred compensation plan provides for optional 
deferrals of compensation by permanent employees and appointed 
and e l ected officia l s who have completed six consecutive 
months of employment . A new deferred compensation plan 
should be establ ished ~o provide for the deferral of the 
excess of Social Security contributions not required for 
PERS improvements and the new supplementary plan. 

Many of its fea~ures would be similar to the existing plan 
but changes would also be required. For example, the new 
plan would provide for :mandatory participation for the 
excess amounts by all state employees and should not provide 
for any hardship withdrawal s . It would also provide for a 
separate Medicare account (discussion follows) . It is 
recognized that there may be some difficulty in administering 
such a plan for temporary employees, but the possibility is 
not ruled out. 

FUTURE INCREASES IN SOCIAL SECURITY CONTRIBUTIONS 

We recommend that future increases in Social Security contri­
butions be automatically diverted to the new deferred compen­
s ~~ion plan until sufficient time has elapsed to judge the 
accuracy of the cost estimates for the PERS improvements . 
Only when that judgment can be made should additional improve­
ments to PERS be considered . 

MEDICARE 

Any employee who is eligible for a Social Security benefit , 
who is at least age 65, and disabled beneficiaries are 
automatically covered under the health insurance portion of 
Social Security (Part A of Medicare). In addition , he may, 
if he desires , pay the premium for the supplementary medical 
insurance (Part B of Medicare) . It is felt that the bulk of 
the existing employees and a large percentage of future 
employees of the state woul d qualify for some Social Security 
benefits. Such qualification would automa tically cover 
these employees under the health insurance portion of the 
Social Security system. The existing retiree health care 
plan of the State of Alaska automatically reduces the benefits 
payable from that plan for benefits receivable from Medicare. 
This adj ustment is made on the assumption that all employees 
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eligible for the health insurance portion of Medicare are 
covered . This is deemed to be a desirable feature, and, 
therefore, it is important ~n the future that all employees 
be covered under Part A of Medicare. 

For employees who are not. otherwise eligible for Social 
Security benefits, a premium may be paid to provide that 
coverage. That premium is currently $54 a month when e ligible 
and is scheduled to increase in the future . It would be 
desirable to establish a means whereby s ufficient funds 
would be available at age 65 for the employee to pa~.r that 
Part A premium. We feel that that can be reasonably achieved 
through the new deferred compensation plan. Therefore, 
under Plans A, B or c, a portion of the contributions being 
deferred on a mandatory basis for employees would , on a 
bookkeeping basis, be diverted to a separate accumulation 
account for the purpose of creating a fund to pay the Part A 
premium at age 65 . 

The deferred compensation plan would provide for the continued 
maintenance of that account until the employee reaches age 
65 {or earlier becomes eligible for Part A coverage as a 
result of disability under Social Security). At t hat time 
money would be withdrawn from that special account and 
either paid directly by the state to the Social Security 
system to pay the annual Medicare premium for such individual, 
or in lieu of that, a special payment may be made directly 
to the individual permitting him to make the Medicare premium 
payment if so desired . No attempt would be made to accumulate 
the exact amount needed to pay those premiums for the balance 
of the employee's lifetime. There would, however, be a 
determination made, based on the employee's age and anticipated 
retirement date, of the portion of his mandatory deferred 
compensation contributions that should be set aside in the 
resPrve Medicare account . Rough calculations indicate that 
a contribution of $20 - $25 per month for 20 years will 
provide all or a good portion of the funds to pay the premiums. 

EMPLOYEE CONTRIBUTIONS TO PERS 

The treatment of additi onal empl0yee contributions under 
PERS was dlacussed in some detai~ with the Study Group. It 
was pointed out that if the cost of any PERS improvements 
exceeded the amount of money that the state otherwise would 
have contributed to Social Security , the additional cost of 
those PERS improvements must, of course , be provided by the 
employees out of their Social Security contributions . The 
question was whether to provide for a refund feature on 
those contributions. It was noted that the entire improvements 
being considered would arise solely as a result of a withdrawal 
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from Social Security coverage. Since employee contributions 
to the Social Security sys t em are not allocated to his 
behalf and since he i s at no time entitled to any refund on 
those contr ibutions, a simi l a r treatment in any PERS improve­
ments requir ing empl oyee contributions would be appropriate. 
Therefore , at our recommendation , the Study Group concluded 
that any employee contributions required to be contributed 
to an i mproved PERS s ys t em, regardless of whether those 
contributions arose from pre- tax or after- tax dollars , be 
provided on a no- refund basis . This would enable larger 
benefits to be provided under the PERS plan dollar-for­
dollar than otherwise would be the case because an additional 
benefit , namely the refund benefit, would not be provided. 

FIVE YEAR DISABJ ~!TY EXTENS I ON 

Concern was expressed for continued disability coverage 
during the five years after employees leave the employ of 
the state. This concern results because in order for an 
employee to be eligibl e for disability benefits under Social' 
Security , he must , in addition to satisfying other require­
ments, have earned Social Security credits in at least five 
of his last ten years at the point of disability . Regardless 
of an employee ' s status under Social Security at the time 
that he l eft employment with the state, if he did go to 
another employer which was covered by Social Security, he 
would have regained his disability insurance status in no 
more than another five years . Therefore, the suggestion was 
to provide a means whereby some disability coverage may be 
continued under a s t ate sponsored plan for a period not to 
exceed five years following the employee ' s termination of 
employment . 

Such a plan simply is not desirable. Some of the considera­
tions are: 

1 . Such a plan would probably have to be self- insured, as 
it is doubtful that a carrier would accept the coverage. 

2. The benefit would logically be a flat dollar benefit or 
based on compensation at time of termination, as opposed 
to being a percent of compensation at time of disability 
which is typica l . 

3. The benefit should be fully coordinated with other 
disability benefits payable to the employee to reduce 
costs and anti- sel ection . However , the administrative 
burden could be significant. How do you confirm 
disability for a for mer employee? How do you confirm 
t he amount and source of the coordinated benefits for a 
former empl oyee? 
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4. Stich a plan could be made voluntary, but that would 
increase selection; and if only a few employees elected 
it, it could have no sound financial management. If 
made mandatory, it would increase the cost. 

5. The employee may be covered by his new employer under a 
disability plan· and not need the coverage. 

6. Termination of employment is generally at the employee's 
option or forced because of inadequate performance. In 
either case, what obligation does the state have for 
continuing benefits? 

We would recommend against consideration of this coverage. 

MARINE TRANSPORTATION DIVISION EMPLOYEES 

Costs were prepared to determine the level required to 
include employees in the division of marine transportation 
in PERS. Two sets of calculations were prepared, one to 
only count state service for benefit crediting purposes from 
the date of inclusion onward and the second to include not 
only that service but also all prior state service for 
purposes of benefit credits. The all service calculation of 
the future service rate for this group of employees was 9.6% 
of compensation and the 35-year past service rate 4.0% of 
compensation for a grand total of 13.6% of compensation. 
This compares with 13.1% for the current PERS participants. 
For the future service only plan, the future service rate 
was 7.9% of compensation with no additional past service 
rate. 

These percentages indicate that the cost of PERS for these 
employees is slightly more than it is for existing PERS 
participants but the additional level of cost is not such 
that their inclusion in PERS would be prohibitive. If it 
should be concluded that certain improvements in PERS are 
desirable, the additional costs to bring in this group of 
employees on the improved basis could, of course, be estimated 
by the increases for the existing group, The Study Group 
directed us not to proceed with additional calculations for 
this group of employees. If it should b~ decided at some 
time to include this group in PERS, it W(.)uld simply mean 
that contributions otherwise beirig diverted to the remaining 
portions of the replacement program would be reduced. 
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SEC TION IV 

DISCUSSION 

Some of the resul ts p r esented in Section III and other 
aspects of this study require discussion . This section 
will cover t ha following items: 

1. A discussion of t he l evel of death and disability 
benefits . 

2. A discussiun of the l eve l of retirement benefits that 
can be expected from the current and proposed plans and 
their reasonableness . 

3. The margin which we fee l should be maintained between 
the estimated long- term additional costs of PERS and 
the estimated long- term costs of the Social Security 
system. 

4 . A discussion of the impact of fµture changes of one or 
more actuarial assumptions on the costs presented in 
Section III . 

5 . An analysis of the existing health care and life insurance 
benefits for empl oyees and retired employees and family 
members . 

6 . A brief discussion of future costs of the Social Security 
system. 

'l. A discussion of the ways in which employee contributions 
being paid to Soci al Security may be paid to the retire­
ment program. 

Each of the above items will be discussed in detail below 
following the same numbering system: 

1 . DEATH AND DISABILITY BENEFITS 

The Study Group desired to see the impact upon PERS 
costs of increasing the level of both non- occupational 
death and disability benefits to the levels of those 
for occupational benefits. The results of those studies 
were p r esented in Section III where it was shown that 
t he cost would be 1. 2% of covered compensation . There 
are varying phi l osophies about the desirability of 
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maintaining different levels of benefits for occupational 
and non- occupational death and disability benefits. In 
a recent report prepared for another state on its PERS 
disability program, it was shown that out of 16 plans 
studied one-half had the same ::vel of benefits for 
both occupational and non-occupational disability 
benefits for peace officers and firemen whereas that 
percentage increased to over 70% for other employees . 

Although there is a rationale for both approaches, 
there is considerable justification for having disability 
benefits for both occupational and non-occupational 
causes the same . The same philosophy can, of course, 
carry over into death benefits. We believe the suggestion 
of the Study Group to examine the desirability of 
increasing the level of non-occupational death and 
disability benefits to that of occupational benefits 
should not be taken lightly. As a minimum, an additional 
layer of benefits for both death and disability on the 
occupational and non-occupational bases would be 
appropriate if a supplemental program is not adopted. 

Another item requiring some discussion is the coordination 
of disability benefits with those payable from other 
sources such as Workmen's Compensation, Social Security 
and other employer sponsored benefits. As indicated 
earlier the disability benefits of PERS were coordinated 
with these other programs but such a provision was 
deleted . In conjunction with the deletion of that 
coordination provision the benefit levels were reduced. 
It was not deemed appropriate at this time to study 
plans that would include coordination, although the 
concept of coordination is a highly valid one and 
should not be dismissed lightly. 

2. LEVEL OF RETIREMENT BENEFITS 

The potential h'vel of benefits be.i.ng paid from PERS 
was reviewed to ~xamine the appropriateness of increasing 
the benefit crediting factor by some additional amount. 

Studies have been completed periodically to determine 
the required level of benefits to maintain the same 
standard of living c•.fter retirement n.s before. Those 
studies, when measuring the adequacy of benefits conunencing. 
at age 65, will typically show that for a lower- paid 
employee, benefits from all sources should be in the 
vicinity of 65% to 75% of pay at time of retirement, 
whereas for higher-paid employees that percentage can 
conceivably go as low as 40% or 45% . For plans which 
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permit retirement prior to age 65 such as Alaska PERS, 
those percentages should be increased in order to 
create the same level of adequacy. 

We considered retirements after either 20 years or 30 
years of credited service. For other than peace officers 
and firemen, the PERS benefit after 20 years of service 
is 40% of the retiree's pay whereas for 30 years it is 
60%. Although PERS does not have a 20 year retirement 
provision for non-peace officers and firemen, such an 
employee who was age 55 could retire. All the percentages 
mentioned are accurate as related to an employee's 
highest three-year average compensation, but would be 
somewhat less when related to compensation at retirement 
date. Simi 1.:u· figures for peace officers and firemen 
would be 45% and 70%. These figures would seem to 
indicate that for 20-year employees, whether peace 
officer, fireman, or other, an enhancement in the 
benefit crediting factor would seem desirable and, for 
example, a 1/2% increment would add another 10% to the 
replacement percentage. When one then considers the 
employees' voluntary savings, residual Social Security 
and any sums under the deferred compensation plan these 
percentages do not appear unreasonable. 

However, an enhancement in the benefit crediting factor 
for the 30-year employee does not present the same 
picture. The enhancement for the non-peace officer and 
fireman of 1/2% would raise the PERS benefit to 75% of 
pay at time of retirement. For the peace officers and 
firemen that percentage would be r~ised to 85%. These 
percentages when combined with residual Social Security 
and employee savings provide benefitG at and beyond the 
upper level of the adequacy scale. Nevertheless, an 
enhancement of 1/2% could be considered as not unreason­
able when one considers the impact of inflation, the 
higher replacement levels considered necessary at 
younger retirement ages and the percentage of total 
retirees with 30 years of service. 

3. MARGIN 

Earlier we recommended that the combined cost of 
additional improvements to PERS and a supplemental plan 
not exceed 75% of the anticipated future cost of the 
Social Security system. We feel it desirable to recognize 
the need for such a margin and to recognize the fact 
that if that margin should prove itself to be more than 
sufficient in the future, additional improvements to . . . · 
PERS could be adopted if desirable. It is important to 
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keep in mind that although a substantial margin is 
being maintained, it does not mean that employees are 
not getting their fair value out of contributions that 
otherwise would have gone to Social Security since such 
excess monies are being deposited in the balance of the 
approved programs for their benefit. 

The contributions to PERS to fund for the increased 
benefits will vary from year to year because of plan 
experience relative to salary changes, investment 
earnings, rates of death, termination, disability, 
rates of consumer price index, etc. Therefore, contribu­
tions to any supplemental program (or to improvements 
in the deferred compensation plan) will necessarily 
vary from year to year, depending upon the surplus 
remaining after the PERS improvements are funded for 
the year, but the full amount of Social Security contri­
butions will be utilized. 

A further discussion of the merits of the margin and 
the specific impact of Social Security will be discussed 
somewhat later in this same section. 

4. EFFECTS OF ACTUARIAL ASSUMPTIONS 

It should be recognized that all of the costs presented 
in Section III are based, among other things, upon the 
actuarial assumptions currently being used by the state 
actuary. There undoubtedly will be changes in one or 
more of those assumptions at times in the future. 
Specifically, the PERS Board on October 20, 1977 elected 
to alter the amortization period for any unfunded 
liabilities from 35 years to 30 years effective July 1, 
1978. In addition, they elected to increase the interest 
assumption from 5% to 6%, to increase the salary scale 
assumption modestly for ages prior to 39 and to adopt 
the new 1971 Group Annuity Mortality table all effective 
for costing during fiscal year 1978. This is simply an 
indication . and a recognition that actuarial assumptions 
will change from time to time. 

'Ehe specific impact of any one assumption's change on 
the cost presented in Section III is not being included 
as a part of rhis report. It should, however, be 
recognized that in terms of the specific changes that 
have been adopted to be effective during 1978, the 
following comments are valid. 

A reduction in the amortization period of the unfunded 
liability from 35 to 30 years will effectively increase 
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the annual cost of that amort ization by about 7% •Di the 
current amortization cost . An increase in the interest 
assumption f rom 5% to 6% will r educe the overall funding 
cost of the program by s omething in the vicinity of 20% 
to 25%. The increase in the salary scal e will i ncrease 
the cost of the program by something less than this . 
The combination of these three specific changes that 
have been adopted have the effect to reduce costs. 

This means that any package of benefits that mi ght be 
adopted for PERS improvement will, all nther things 
being equal, cost somewhat less than those numbers 
presented in Section III. We do not feel , however , 
that r e cognition of this should cause the benefits in 
PERS to be improved beyond those that have been recommended. 
The result ~3 that the margin created may be larger 
t han anticipated and further it will simply divert more 
monies i nto the alternate programs than otherwise might 
have been the case. 

5 . EXISTING HEALTH CARE AND LIFE INSURANCE PLANS 

There follows a brief comprehensive discussion of the 
existing health care and life insurance benefits for 
empl oyees , retirees and their family members . The 
Study Group did not request any specific costs of any 
specific improved benefits , but analysis and overall 
review of these programs was deemed to be helpful and 
desirable as a part of the Social Security review . 

GROUP LIFE INSURANCE 

The $2,000 benefit is a burial benefit. I n order for 
an employee to accrue any immediate , significant group 
life coverage, he must purchase (at 100% cost to himself) 
the optional group life plan. This is a weaker benefit 
than i s typical. Group life benefits are, of course, 
not taxable as income but are included in the estate of 
the deceased . We would be inclined to suggest at least 
a one-time salary gr oup life benefit paid for by the 
state and, in addition , an optional plan which is 
subsidized at least to some extent , say , at least 25% . 

DISABILITY INSURANCE 

There is no disability plan for the employees other 
than PERS. However, all of the replacement programs 
which we have recommended provide either for an enhance­
ment of the PERS disability benefit or the addition of 
a long·-term disability plan · outside of PERS. 
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MEDICAL ANL DENTAL 

Our overall reaction is that the program is very good . 
We personally prefer comprehensive medical plans that 
require the employee to take care of small bills . This 
plan has a small deductible of $50 and coinsurance 
grades from 20% to 0% in such a way that the employee 
would not be out- of- pocket for a major expense for more 
than $1,000 . Maternity is covered as any other medical 
expense which is very good coverage . There is good 
outpatient mental coverage. The dental benefit is an 
incentive program related to a schedule benefit . The 
scheduled benefit is about two years old and appears to 
be 20% or so below current fee levels. It would probably 
be desirable to update the schedule. The basic structure 
of paying 50% in the prosthetic area is necessary in 
order to control utilization and cost level for such a 
p lan. There are vision and audio benefits under the 
plan~ these are not included in many plans today. 

In spite of all the good features of this plan, we note 
that many people today, especially governmental groups , 
have come under coverage that provides first dollar 
benefits in the outpatient physician areas . Adoption 
of such a plan which involves service benefits would 
cost more than just the extra dollars that would be 
expected to be paid on account of the increasing utiliza­
tion that accompanies removal of financial disincentives. 
We wouldn't recommend a change in the format of the 
plan, but it might be desirable to get some reading 
from the employees about their reaction to the plan. 

6. FUTURE COST OF SOCIAL SECURITY 

There are some specific aspects of the basic concept of 
the overall program that are important and should be 
discussed. It should, of course, be kept in mind that 
the whole purpose of the study was to find additional 
benefits or types of benefits that could be provided 
for state employees in lieu of continued coverage un·ier 
the Social Securi~y system. It was indicated earlier 
that the best estimate at this time as to the future 
costs of the Social Security program based on the 
current law for both employees and the state combined 
was 10.2% of the compensation of state employees . It 
should be pointed out that this percentage is the 
average over the future lifetime of existing employees 
and is not the level that would be expected at each 
given year. 
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The Social Security law provides for increasing contribu­
tion rates and taxable wage bases. We estimated the 
level of Social Security contributions (combined employee 
and employer) that otherwise would be contributed to 
the Social Security system for the years 1978, 1979 anc 
1987 and have in each case expressed these as a percentage 
of the anticipated salaries paid to employees at those 
points in time. 

Social Security Contributions 
As a Percent of Compensation 

Year Percent 

1978 
1979 
1987 

8.3% 
9.6 

12 . 8 

This illustration shows how the contributions to Social 
Security are expected to increase as a percentage of 
pay. If the margin of 25% for the cost of all improvements 
is used, there will be adequate contributions to fund 
these new benefits. 

It must be kept in mind that the Social Security Law 
can , of course, be changed at any time. Obviously, any 
change in the contribution rates or taxable wage base 
or philosophies on employee and employer funding will 
directly impact the contributions otherwise diverted to 
Social Security . It is entirely possible that the 
long-term estimated 10.2% figure could be dramatically 
off on either the high or low side and it would be 
perhaps reasonable to assume that it might be on the 
high side. Therefore, if significant changes are made 
to PERS and if the future contributions to Social 
Security are reduced this will only serve to reduce the 
margin and could effectively create a situation where 
the additional plan changes could not be funded by 
these anticipated contributions. 

It would seem desirable to prepare separate cost calcula­
tions in each future fiscal year, one pertaining to the 
existing PERS system as it stands and the second to any 
improved system so that each year there can be a direct 
match-up of contributions diverted from Social Security 
and the additiona l funding costs for the new program . 
It would seem desirable and, in fact, mandatory that 
any legislation imprcuing the PERS benefits not only 
state the anticipated funding source, but also c l early 
indicate that if in any year the contributions otherwise 
to be diverted to Social Security are not sufficient to 
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maintain the funding adequacy oi the amended portion of 
PERS, that such additional funds be made up by the 
state or some other pre-specified source. If this is 
not done , it is entirely possible the amendments to 
PERS will net be able to be maintained and that the 
program will not be the ' viable program that it had been 
anticipated to be . 

7. EMPLOYEE CONTRIBUTIONS 

There are several ways in which the employee contributions 
could be handled . For example , if employee contributions 
are simply withheld from an employee's paycheck much as 
they are now fol.· Social Security, the employee will pay 
tax on those contributions at the time the paycheck is 
received but will receive tax- free any benefits resulting 
from those contributions. An alternative would be to 
have all contributions made through mandatory salary 
reduction agreements (contributions will be mandatory 
anyway) thus relieving the employee of the tax impact 
at the current time on such contributions. It does, 
however, mean that when an employee ultimately receives 
benefits from the plan, he will be taxed on benefits 
produced by those contributions. A third alternative 
is simply to have a mandatory across-the-board salary 
reduction and have all contributions made to the replace­
ment program by the state. 

The latter alternative is administratively the easiest, but 
may be difficult to implemen~. On balance, the second 
alternative is probably preferable. 
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Appendix a 

ACTUARIAL ASSUMPTIONS 

All valuations in this report are based on tl~ Attained Age 
Normal Cost Method. The unfunded accrued benefi't liability 
is amortized over 35 years. 

All actuarial assumptions are those used by the state's 
actuary on completion, annual actuarial valuations and are 
summarized below: 

1. Investment Rate 

5% per annum compounded annually. 

2. Rate of Salary Increase 

5% per annum compounded annually. 

3. Rate of Mortality 

1951 Group Annuity Mortality Table. 

4. Disability 

a. Rate of Disability 

00% of disabilities are assumed to be occupa'tional 
for peace officers and firemen. 20% are assumed 
to be occupational for other employees. Sample 
rates of disability age shown below: 

Age 

20 
30 
40 
50 
60 

Annual 
Rate 

.070% 

.084 

.115 

.240 

.843 

b. Rate of Mortality after Disability 

1944 Railroad Retirement Board experience rates. 
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6. 

Turnover 

Appendix a 
(Continued) 

The rates used are based on the actual experience 
of PERS participants. Sample rates of turnover 
are shown below: 

Rate 
Age Annual Female 

20 32.74% 37 . 53% 
30 14.08 26.52 
40 11. 85 17 . 25 
50 10.21 11. 50 
60 10.47 12 . 77 

Retirement Age 

a. Later of age 55 and 20 years of service for peace 
officers and firemen . 

b. Later of age 55 and 30 years of service for other 
participants . 

7. Contribution Refunds 

90% of terminating participants will withdraw 
their own contributions and forfeit t heir vested 
inter est . The remaining 10% will leave their 
contri bu t i on s and receive a deferred vested benefit. 

8. Expenses 

No margin for expenses was provided . 

9. Assets 

Book valu e . 

35 

-----M i ll. I MAM a ROBER T S ON, I NC. ----CONSUl. T INCJ ACTUA R I ES-----

- --------- - ---





.. 
.. . --· .,-

Shou~d Pub~ic Systems 
W~thdraw from 

n 
·1 

• r, , .. 
I • 

Soc~al Security? 
"Socia! Security does have financial problems, 
but these are readily solvable by a 
con1bination of actions, and beneficiaries need 
have no worries about getting their checks." 

by Robert J. Myers 

T lie crv of crisi~ uhout Social Se­
curity l..'0n11nucs tu be heard. In the 

pJ,;t few ) ear;, f!rcat concern has bc.'cn 
c\prcs~cd :tb\lut its financial problcrns. 
The~c arc i11dectl serious, but not al all 
ll• the.: c:<tt•n t of rightly proclain1ing 
h.1nkruptt.:y. S0w, widcspreau publicity 
i' L!i1 en !<) the.: withdrawal fro111 Social 
Sc~11rity ur :1 nu111her of state and lut.::11 
!!11\·ern11H:11b. I~ this a casc of a run on 
ih.: h:rnl-. hy th•1se with inside infurma· 
ti11:i and abiiit~ to act quickly'! Or is it 
11 1:<.laken or 1111infur111ed actil>n 1 /only a 
~ 1 11 :111 minoritv'! 

I ii ,1, let u~ l;!y tu rc<;t the charge that 
S.•ci:il Securit; is bankrupt in thc usual 
~.:~.~<.: (1f the \1ord. This would iinp\y that 
tt 11!11 shortly have to suspend payment~ 
t1.1 its J .l million beneficiaries. Social Sc· 
l'UTilj' UtH.:S h,1'.·e finand.11 problt:ms, hilt 
th.:'e ar.: readily ~o !l•ahlc by a combin:1-
tl.111 of actinn s, and lm1clidarics need 
h:1ve nu wurri.:s :ibuut gl!l ting lheir 
rhct.:ks. 

:\ small a11Hlu 11t of additiu11al finunc­
in;? is uccc~s :! r~ uvcr the short range. An 
in.:rcase in Ir.1th the employer and cm­
ph1~ cc t:1x of :is lillle a~ one-half per cent 
1 ~ c,scnti:il, amt this shoulu not cause 
1111~ li11 ;111ci.1l har<l~hip on the pa rt of 
CO\ ercu persons. Similar action has been 
1.1h11 :t n11111ber of ti111es in the past. t\ 
sin1il:ir, further in1.·rcase 111ay he needed 

t ~. ·1~k,l "~l'i· ,,t\ j '! 11 • • H1,f I 11,· .1l li1Hct 1114H.'1\ti l>c"t't l h t 

' ' : ~\,. ... ,, •• ,, !\'·~ · h·11 1.1llh..'lcOJ\Ollt!11U1t) ""h11.tn·tl in 
: • f . . ... J 11 ' 11 h ' t t'1 '" f. ~ 1 "'"' rl• vl' .. ·•frlt•'' . r uhh1J1c,t l•t 
t • ... , • • I It t 1•.•• ,• .\ ( 1•111p 11t), .1i.1u.tt 1c, tinJ c11tpln) cc 
1 1 1.~• ihnlf ' '" 1, \\ 111' / till\, U ( ' , ,1 ml Ii \'1•p; 11t1fHnl = 

1 1 
• t- \ I 1l1•.1t•t It f •,,. ' ' '"' t ttm1•·"'Y It '11' t"'·.:n t.:• i\l.'"11 

.. . , '! ,tl11• r ,,. t · • ·-- . , 11 .. : , ,11111t ,uh,c1tU~ ·H 1h:\cl,, 1 11o~nt1t 
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in the early J980's, depending upon whal 
other changes ;ire made (as will bt: dis­
cussed next). 

Another problem, applicuolc only over 
the long range, is that lhc present 
method of com puting benefits initially is 
technically faulty under likely future 
economic conditions. It will almost 
surely result in bendits that wilt, for 
cohlirls ;ittaining :igc 65 in tht· loog-ru11 
future, be excessively largi; (even more 
than takc-hornc pay cvcnuwlly). Thus, if 
the prl1ccdurc is not changed, far higher 
l:L\ rate) would be required than now 
sd1c<lule1l. The technical change refcr­
ri:d to as ''dct.:oup\ing" ur "unc(lupli11g" 
is needed, and it woultl eliminate about 
h:ilf to two-thirds of the currenlly esti­
mated long-range tldici t ucpending uron 
\~hcthcr it is donc so !hat the relative 
benefi t h:vcl is al the current si tuatiu11 or 
at that prevailing before 1Je11clits were 
o\·er-liberalized in 1970 72. 

The new cris i~ being "uiscovcrt.:d" liy 
some is that :t number of statt: anti local 
guvan111e11t:; han: pulled ou t of Suci:i l 
Security insof:tr as their own ct11ployees 
arc com:erned. Actually, the 11urnbcr of 
exits before 1977 were rclutivcly few, in­
volving only groups, with 52,206 cm· 
ployecs aetually withdrawn. As of the 
enu of 1976, an additional 325 group~. 
wit h 505,726 employees (of whom ahuul 
.100,ouo were with respect to New YMk 
City) had given n0ticc ol' intcntir>n I ll 
\\ithdraw, to be effective after two years 
following such notice. In the latter t.:usc: , 
governments could change their 1ni11us 
during the two-year nutice period a11d 
not withd r:nv. 

Wh ;tl rc:ally drew attention to th i~ 
matter was the: 11nno1111t.:e111c11l in March 
197(> by Ne1\ York City, with its lhuu-

sands of employees, lhal it would 
withdraw. However, in January 1977, 
New York City annuuncccl thal it \\ OUld 
nol withdraw and would rcsci11<l it~ 
notice to do so. Alaska. with 13,000 em­
ployee:;, had similarly given notice, hu t 
artc:r cumplctetiun of a study, h;.is ap­
parently decided not tu 11 ithdra w. 
Others who havc"actually opted out or 
sem:d notice Ctrnsist of relatively small 
political units, 111os tly in California, 
Lotii~iana and Texas. 

1 he bw provide~ that, after elect In~ 
CO\'Cral?e, political 1inits must r.:mui11 in 
for al least five years, anti then give ad­
vance noi;cc uf two years before 
\I ithdrawal becomes effective. l'rh-;1 tc 
employers, other than nonprofit charita· 
hit:, cduc.:atio1wl, and religious organi'l:t· 
tions, have no such H>lu11tar)• coven1gc 
features. Such nonprufi t oragnizalit111s 
hurc a similar optitin, ext.:q>l that they 
must rem;1in in for eigh t years anJ then 
h;1\'e a twu-year aJvancc notice. Oa..:I.' 
that \1ithtlrawal has occurred, :he entity 
canno! re-enter Sc1ci.1l Set.:uritv. 

M ajr1r ities of s t:ite anti 
0

loc:1l t•m­
ployecs whu were u11der 1111 c.xbting 
retiremc:n t system had to \'Ole ii' f;1vur 
\\hen Socilll Security coveraµ t "as ul.i­
taineu. Howe\'er, som ewhut :rno111· 
alously, only the e111r~l)y ing entit: m:i~cs 
the decision ab0ut '~ithd rawi11g. 

This special treatment w:is given tu 
state anu IOl.al governments sulcly on 
cun~tittJti(' 11a l grounds -- 11 :1111cly, that 
the Fed~·, al g<l\'crnmcnl c:inrltll t ;I\ lhc111 
with..iu t their pcrmi.,:.ion. Yet, it 11·01111.l 
have been possible ..:0nstilulio11.1lly for 
their crnplnyccs lo h,1vc hcert la\cd cu111-
pub11rily f0r Sucit1l Se1:11rity, jlt~I J~ for 
l·ederal i111:ornc tax. The lenient 
1\ ithur:iwat privcle:;c was p!llba bly 



., 
Social Security is not a n1agical rn achinc tl1 ~t t produces benefits 
a t substantia lly less eost than any oth er 
uci th er is it a high-cos t, 1 C)\V- bene CT ts sys t c n 1. 

1nechanisrn . But 

gr:1nled in th.: belief that ii 11oultl rarcly 
he u:;cd :111J t hen 011ly for cmcr­
gcni;ie, - ralhcr than lo 1;1kc financi :il 
a!ll',10tagc of thc Soci;1l Sccurily system. 

Sume governntcnl~ have withdrawn 
h1·cau~c they bdi.:1·cd Sm:ial Security to 
be a pl)lH buy. Although thcrc arc in­
.stances where a political ent!ty could 
proviJc fa r heller bcndit protccti~Hl fur 
its employees clscwherc by utilizing the 
111oncy spcn l for Social Securi ty ta;ii:cs, 
lhcse ari: the exceptions r'1 lhcr than 1:1e 
rule. Such a situation could occur :or a 
group with :1 very young H!!C distri:.rntion, 
cspccially if it were composctl 'i!rgcly of 
married womcn. who would j!;ncrally ex­
pect to dr:1w SociJI Secti rity benclit-; 
from their husha11ds' ca : nings record in 
any event. 

Many of Ilic ass 1.rli1111s uhout Social 
Scc11rit} heing a hJJ buy for a particular 
group arc hase<' on pcrfundvry or erro­
neous an:1lys1· .;. /\ 1111111hcr or elcmcnls 
operating i,1 different directio11s arc 
present i11 such t'1)111parison~. because no 
priva t1· plan will bc anywhere near 
ide11 tical with the Soi.:ial Sccnrity provi­
~i1111::. . l·or c\a111pk, in <inc particular 
pl:111. it''"~ .bst·nell Lhat a big i111pnwc-
111c11t WtiulJ be made in cha11ging from a 
hc111:fi1 of):\ per rent 11f final ~alary plu.; 
Sucial Security lo 80 per cent <•f sal ary. 
l' rnhahly fur 111u~1 pcuplc, certainly 
tlw~c i11 Ilic· h1wer am.l 111i(!c)lc sal:try 
lcvl'ls. 55 per Ct'.nl plus Social Security 
11111ild be well in excess 11f80 per cent. 

Social Security: No t a bad buy 

/\ 111ajur crrur cu111111illcd by tho!;c 
\1ho rel·o111111c111I that slate a11d local 
1wvcrn111enh \I it ltd raw is the failurc to 
1:1ke into at.:1:11u11t a 1111111hcr of the fca­
tur.:~ of Social Security. such a~ tht.: 
tlisahilitv an1I sun·ivM hcnclils. /\ls11 
11rtc11 ig-n11rl.'d is the very significant 
effect of lhc provisions for ault1111a1it.: ad ­
justment of hc11clits with ri~ing prices. 
Pc11•a1111 •·11sls !!1 a private plan that 
pr1.witlc~ li.-:.:d u,· ;.; .... , ;• 11m1 i 1ic~ over lhc 
yc.irs aflcr rct ircmcnt arc , f,11\-11 1,1 !· 
rcla1i1-cly 11111 lhc~c days, a~ c11111p:irl'1l 
with what tht•1 lll•uld he under more sf a­
hlc c1:1111u111ic 

0 

l'n11dit i1111,, hcl·au-;c of tlie 
hi\!lt i111 c~t111c111 return-. of ch:hl tu 11inc 
p~r l'Cn\ l!1.1l 1:;111 rc;idily he obt :rincd. 
I ll1wcvcr, ~u .; h inlerc~ t rates arc a l th:1t 
le1el hecmtse ol' infl.1tiu11 . Under thc~e 
cllllditi<rn~. S 11'ial Sec111i1y hcnelils 11ill 
lllll ht: lcl'cl. 1111il11m1 :1111011111~ over the 
lulu re. h11l 1;1 ' hrr will ri"c ~ l cadily . 

/\ccllruingly, for comparaliility pur­
pu~es, any priv•1tc arrangements being 
con~iJcrc<l ;,, replacement of S1,cial S::­
cu rity sh<' .1lc.I be priced 11ut on the [1,,,is 
uf pensi.,ns incre.bini.; automatic.1lly a l a 
rate o~ live lo six per cent a )ear, rather 
thar 011 thc ba-;i) of level amounts. If this 
is Jone, the :1moun1 of pcnsit'n th:it can 
:ic hough l for the equivalent of the Social 
Secu rity laxes will be much less and 1h11~ 
will compnre less favorably with Sod 11 
Security thun would otherwise have been 
thought. 

Under ccrl<lin ci rcu mstances, u 
government c:in unfairly and unethically 
manipulate its coverage so as to ta:.:c ad­
vantage of the Social Security system. It 
rnighl 'do this, for e:<::implc, by staying in 
for exactly 10 yc:irs, so that the vas t mii­
jority of its employees will be perma­
nently fu lly insured for ;ill retiremen t 
and survivor benefits and also for the 
Hospital Insurance bcncli ts unllcr t. lcdi­
care. 

Let us look ut several illustrations of 
how individuals fare when they arc 
covered b)' Social Sccurily for all their 
potential working careers. I.ct us sec 
what windfall~, or alternatively what 
lu,;scs. d:.:vell'P ·when an entity withdraw~ 
from Sui.:ial Sccurily. Such · compari~ons 
arc fraught with dangers :1nd clifliculties 
because a very consiucrable dilfcrencc 
can oc..:ur depl'1tding upon tlic assump­
t i(lt1~ 111udc. For example, the interes t 
rate selccll'<l can make a vast dill'crcncc; 
lite u~e vf a !1igh interest rate will make 
SL11..ial Security l11ok like a bail buy, nnd 
1·in· 1·er.w . 

Th.: following calcu lations ha\'e bc:c:n 
made under rather si111plilicd :1ssump­
li11n~. wh ich arc hclicl'ed to be rcnsona­
blc, fair and i.:onsistcnl. The siluation is 
examined as of age 65, and 110 account is 
taken of past disabili ty :incl survil'Clr 
beuclit prolce1i11n. Nor is account taken 
that, in n:any casc:s. death of an insured 
worker will producc only a l'er)' small 
lu111p-~u111 death payment. 

The first ca~e is that of a man who ut­
- •1i1:': :lJ.: r.s i11 early 1976 and who wa~ 
f. r.~ . •:111 a cd in 1951, when he had a sal­
ary of $.\,000, which i111.:rca:.cd at a rate 
of live per t'ctl t per year {hccoming 59.-
675 for 1975). Further, we will t:tkc two 
inslanl.'e:. inilially, where he is c11l'ered 
fo r the l'nlire period, 1951 75: sc<:undly. 
wher<: 111: is covered for on ly the Ii rst I 0 
yc;ir-;, llJ5 I (10. In the laller ea-;c, the 
rnn1hi11ed c111pluyer-c111ploycc conlrihu­
tiu11s savcd, an:u11111latctl ;II 6 per t.:Clll 

i111cr.:!>t, :11111rn11te<l h> Sl~.277 as of th.: 
bcgi1111ing uf 1976. The henclit p:i) uhlc t.1 
the r.:tireu \h>rker alone as of the 111ithll.: 
of 1976 Wi.!S SJ(il per month for the full­
c..:werago: case and Sllil per month f.u 
the par1i:1l-covcragc case (ur, b} n1i11ci· 
dcncc, e.\actly half as mut·h). In ll\Hh in­
stances, the person qualilic:\ for l l11spital 
I nsur:.im:c benefits. 

The accumuh1 to:U "c.\c-ess coutrilrn­
tions" fo r the par t ia l-covcra~c would 
have been a losing propt1siti11n, since the 
S11ci11l Security hendit was SISO lower. 
(The "purchase" factor b ba~cu on 
popul:ttion life tables and a thrcc pa 
cent interest rate, so as to allow for the 
effect of the automatic-a<ljus1111cnt-of­
Lenelit~ feature of Social Security.) If 
the individi:al had an cligihh: spouse, th1· 
··c:xccss" Social Security benefit fur full 
CO\'cragc would be largcr, :ind the "pur­
chusable" bencll l for full covc:ragl' IHrn ld 
be larger, and th e "purchasable hcnclit 
for excess con tributions" smaller, Sll 

that the "loss" fur withclra11ing wou!d 
havt: been even more. 

Dut what alx.iut l1111sc now in Suci.d 
Sccurily at the younger ages or 1:ntcriny 
in the future? Herc, the quc~ti11n l•f 
proper assumptions is much more 
dillicult. Involved arc future trend~ ,,r 
11 :.ige~ and prices. Even 111mc importa111. 
is the l'uct tha t the Soci:d Sccuril'' 
!))!\lt'm is not now properly l.'••nslilulcd 
:is lo bendil-compulalion prol.'edurcs, as 
disc11;;s.:d previously. J\ l ~o. c1 i.:11 if' tit.it 
situ:llinn i~ ri:111eJicc.I (as ii 111ust be). the 

. financing now sd1c1luled i'> not sullkient. 
/\ccl1rt.li11gly, in order tu proc.luci: r :!· 

tioo:il resulls. we mu!>l assume s1t11 i,· 
economic conditions in thc future. sine.: 
this i' the only wuy that tho: pr..:~i.:11: 
bt>ncllt formula makes sen~e. -\l,u, let'" 
a~)Umc lhat the average comhincJ c111 -
pluycr-employci: lax rate for the futur.: 
for Socinl Security (includin,:: I l o~pi t al 
lnsur:ince) will he 16 per cc11t. I.cl us 
take the ca"e of a man 111.)11 a:ied 25, wilh 
3 i;:ilary of S 10,000 per ~car (remainin~· 
lc\'cl in lhc future). /\gain, 11.'l us tako: 
t110 instances- -une wherc there is full 
coi·cragc, friirn age 25 to 65, and lh.: 
other'' here covcr:1ge is taminat1·d after 
I 0 years. 

M <lny hurt by terminat ion 

The accurn11l a1 c:J ' 'i:\cc~-. t:nn l rihu­
th111~ .. as or age (1:i { 11 ,i11~ a lhrci: per 
1·en1 rate, h<:ca\He 0r Ilic :1~s11111p1i1111 11:' 
st:iti.: el·o111H11ie condi1111n,) \\111tld 
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•.(111111 111 \17. ~(,~ . 111 tllrlt, llii.., \\llllhl 
,,llll 1 h:1 ... c'' .1 ,in;:k·lll'e .1111111ity 111' ~(t.\~ 
pa tlhlllth. I he hcndil p.1y:1hk Ill lh1• 
rc1irc1I \\11d • ..:r .1h•11c al :1!!1: 65 \\1111ltl b1· 
$.17·1 f11r 1!).: rull·\ll\' Cr.l~C .:u,c, :t:. 
a:!.1i11~l $2 )(, f1•r 1!11: p:1r li:tl ·c1w.:ragc 
l':t~.: :iu.1i11. 11\e lall.:r r.:.:.:iq:.., alk1UI )0 
p.:r c1·11i ;"; l:tr:;.1: a hcndit, e1·c11 Lh11u:~h 
h.: l1tb h:11l uni~ :.1l111ul 15 11cr ccnl ul 1hc 
.:un:rag.:. In thi, i11~t:11i.·e, ii would he 
"prulit:ihle" f1H the tntli1 idu:il lu 
'' ith<lr.1w. h·;.;;111.;c the. "pureha~ahlt: 
hc11cli1" (Sfi .1~) b \\ell i11 C\.:c~.; of lhc fl'­

du.:tiu11 ill hc:nefllS h:;eJU5C Of parli.11 
c1·•·cr:1!!t: ($2.:'' J. 

It thi.: indi. idual h:.1d an digibk spnu:-.:. 
1h.: !'itu:1ti1111 11,1uld nut he adv:.111tagcrius 
f•lf \\ithdra":tl. liut univ ltl a small 
c\tcnl. 1111.: .. ,.11rl'11:1,ahk .hc11dil" from 
1hi.: "c~1.t:>S .:P11lrih11tiun$" lor the hus­
banc.J and "ifc c0rnbi11.:c.J is $35] per 
1111.>nth, ur s111nc,~h.ll h.>wcr than the re.· 
ductiun in hc:nclils Clf S3S7 because or 
parlial coverage. The lll:!rri.:ll·touph: 
c:tse is 11111 l~ pica! for the lung-run cases. 

, bcc:.iuse i11 the future many wives will 
41wlify for S,1.:i:rl Security hcnclils on 
thi.:ir t•Wll c.1rni11f! n:.:.uds and thus will 
mil reccive full bcndits (m any hcnclib) 
fr1J111 th.:ir hu.;hand; earnings records. 

h1r 111:111~ (hul li) nCl 111c:1ns all) cm· 
pl·'~ l'C'>, thi.: 111,1:1c} ··~:\\'ed" ••it h rcspl.'cl 
t.1 future Sm:i:ll Sc.:urily laxes will buy 
111••rc hcnt!lih than Lhc d1..·crl'asc in Sncial 
S..:l.'uril) h.:nd;h rco;ulling frum the 
ti.:rminalcd t••' craue. ,\l the ... :unc time, 
n1.111y other cn1pl1~yee' "ill be l111rl by 
the tl'fmi11ati1111 ··Sud1 as short-service 
\\,1rl-.t:r..,, wh.1 will thert:b) h:l\·c a g:ip in 
their S1H.i.1l S..:.:uril) c11\·cragc bc~idc~ 
hal"ing m:quirl·d "" lmn:lits frn1i1 the 
g.•\ cr11••11.:nl:tl rl:in. 

F.111ph1} ct::\ "ho ar.: near rctire111 c11t 
:we wh..:11 t.:r111in:itinn 111.:cu ri. will have a 
r~d11.:ti,111 i11 their Sul.'.i.11 Security benc· 
l1h Lh:tl \\ill he r:ir !!r.::rter i11 :tclu,1ri:tl 
1 .due th .111 the ta,:s that Wllllltl ha,·c 
h.:.:11 ap11lil;Jhle. ror l'\:llllplc, l'!.lllSi1!t:r :I 

111:ile .:111pl11~ ce whv wa~ age 60 when the 
nl\'er:1ue ll'C11lin:1 t..:<l :it the cm! nl' l~J7·1 
anll \\i1(1 h:11! lt.1J 111a\i111um t·ovcrcd 
i.:.1111in~~ sin,·c l1JS6. whc11 hi~ g(lvcrn· 
nH:nlal empl.1~ er fir,l dcctcd covcrag.c. 
\\'hen he ;1tt.1i11cd a~c 6:! in J:rnuary 
1•17(1, hi.; SL1~· ial Sccuril) bcndil for 
lii111~df and ltis wil'i: (uf thi.: same :1gc ) 
" ·'' S.\87 per 1111111111, \1hcreas if coverage 
h.111 111\l hc~n tcr111i11;1Lcu, it wuulu have 
h.:cn S 11').'ill. The additi1111al value of the 
s,11.:ia l Sc..:UI ity cmpluye r-cmµluyec 
ta\u~ fur 1•17:l if cu1 c:ragc lt:1d 1111t 
11:r111i11:1w! \\ll!llu h:t\'e hccn S 1,6)0. The 
:1...t•1.1r1.1\ rnlu c of th e rctlucli11n in bcnc· 
til' 111111hl h .1H' h.:c11 S),.100 (111aki11~ 
:ill11\'.a1w.: f1•r the a11t.1111atil'-:11lj11st111cnl 
r,· ,1\11rc h~ 1J,i11g a ."\ pt:r \:Clll ill l CTC~l 
rule). or S~.f,50 111<1rc tli:tn lhc taXl'S. 

Is withcJrJwal clesi1 able? 
l·,·cn thnugh in M111le l'il~l' S a µ11vcrn· 

1111:111 r11til~ l'an. 1111 lhc avcrni'.e. 
1H1\lit or cbc it~ i.:111pl1•)'c1'.' can, 011 the 
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:1,•an~\e, ~l· t nwrc l•t:nl·li t o; h) 1lptill.' 
l•lll 111' Sn.:1 ii Sc..:uril\, thcr..: is c1111 
~ida:1blc qu,· tion as 1~1 wh.:tlicr lhis ;, 
tk:.ir ,ti 1k. 

Cicncrall~ .. :n~ l!ain ,..11 i111llfl'cd \1ill b,· 
l'l'l:1lil'cly ~111 : 111. anJ it 111:1~ 1111t Ui! \\'11rth 
the ..:~l1:1 c1h.11 t and ad111i11i~tr:iti1i.: 
i.: .\(IClhl'' tn t;J\;c such :rctiulf. This 1, 
c.;pcci:lll} :. ll l' l111s idi.:ri11g 1lt:11 tht: 
adrnini~tratl\ t: C\l'ensc!' undcr ~uch a 
lar!:\c gr1111p .1;•.:rati1Jn as So.:i:1I Sc ... uril) 
11ill ne.:cs~aril: he kss th an under a 
small, s..:par .1li.: plan. Morc:un:r, su111e 
employee~ will he di: .. adv:1nt:1gcd. 

1-'urthcrn\\HC, if thi.: g:tin from 
wi1hdra11 in~ arbes from taking :id· 
vant:tgc or Lhe Social Security sy!'telll 

tduc tu it:. t'•'lll'I"'" 1r.:11t1111:11t 11( ... h.irt· 
:.l·r\ i.:..: 1111rl.....·r,). 1!.:rc i·; c••1t;.Hkrahk 
q111•,ti•Jll ii~ hi Whl·th.:r tlil-\ i~ 11 11H:1ll) 
anti l'(\11c;1l1} pr,1p..: r, CHll lh•lll!'.h kgal. 

1\1111lhcr pt1s~ihle d1~:tth anlat!t: of a 
~I.tic 1•r hical l!'"·i.:r11111t:n l 1, ithdr:m inl: 
110111 S1•ri .. 1 S1·c111i1~ j, iu the C\'c11l th:1t 
a !-°"'·cri1111c1:1 'ulhid) is inj1·-"tl1I into 
S,•.:i.11 S::1.:uri1y. If a go11·rn111cnt ~uusidy 
111 S.>.:ul S..:.:·uril\ ,11u11hl he i11itiatcd, 
tl.u~ t: n•ll l1nclcr ihe prl•gr:1111 ,, ,,ult.I he 
p.1) ing. pJrt uf ib n•st. hut wuu!d nol hi.: 
gi.:uing ;,ny n·turn fru111 ii. f1111), the•'lll} 
h11pc of "hrc.1l.it1)! ..:1·cn" 1111 the la.\t:S 
p:1id to pr111·iJc )t1.:h a subsidy i:- to tic 
l'J\ crcd under So.:-1:11 Sc.:uritv! 

:--:cw York Cil) :1pparcnll; dcciclcd 111 

------------·--·- ·-

When _you're 
turned out to pasture, 
will it still be green? 

Mnybe your life's pretty 
good right now. But if you 
want to keep it that way, 
you've got lo pl1:in for it. And 
one way you can clo just that 
is by signing up for lhe 
Payrnll Savings Plan where 
you work. An amount you 
specify will be St!t. asitle from 
each paycheck nncl used lo 
buy U.S. Savings Bonds. 

Then, when you'r~ re~dy 
to slop working, you'll slill 
be nble to keep on Ii vi ng. 
~·""" t: l"-1r-!• & ,., &c " "\o-' ' U '"'""''I•'·' wm.1 w1 1\f tJ 
))•1" • 4 1 ,.f\ .. ft' t•••r • L\• t, , , .. :, ,,t.t J • ., , , ... , 
H-• • .t. t"ll" \; !> ,,,.t,;,..,J 1! , .,., ~. _.,; l•""•J* I \\ •• n 
' 1<1:!"l. F.1,...tt . .. ... , . ... ,~,.J Ill"°"' ' ... " " : t. . ol •• 
l<ll t 1J' l1 t l t.1 t ::O IU- f f' ~ ... t 1~11f'1 t' I 1,1t. 11:--. J r ... • ,.I 
W• r.1)\ t.ir d1t11hll ""li' t ttJ .. •t111t1-. n 

Join the Payroll S.·wln~~ Pl;in. 
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If il is not possible to h ave co111pulso ry cove rage, lite bes t 
procedure is to require that , once co\·pragc has been e lcetcd , 
\v ithch· ~ 1\v a l should not he all O\\'cd. 

wi1hdr:I\\ .wfcoly on the basis of lhc i111-
tnedi:11e caslt-llow savings, :11ul nol hc­
r:111se It ln:licvet.I that Social Security 
"as :1 had l>uy or wa~ in d:111gcrnui. 
financial c1111diti11n. It wa~ ia:d.i11~: all 
way:. th.11 it c1111ld to reduce c\pendi­
lurcs, and this sccrnetl lo be ar1 allr:ic­
livc !>h•Hl-lerm way. 

State and local employm ent 

Finally, let us discuss wh:tl shuuld he 
done ah1>Ul optional coverage fM .s tale 
and local government employees. As a 
llroatl, general principle, I am strnngiy in 
favor 111 complc1c c1>rnpulsory coverage 
ur bulh slate and local employees and 
non-profit employees. I ha\·c the same 
view with regard lo fedi:ral employees 
wh11 arc under the Civil Scn•ice Retire­
ment sy:.tcrn. ll is an essential charac­
l eri~ 1 i1: and fl'q11ircmenl of :.i dcmocralic 
n:1tional soci.il i11su rm11.:c systc.:m !hat all 
c111pl11y111cnt in the.: country shou ld bt.: 
n1vered lhcre1111dcr. 

Thi!> ;n•nroaeh is desirable from the 
5l:tmlpl'•' r all parties conccrncu - tht.: 
wurkt.:r:. ' 1c c111ploycrs, and the nation 
a:. :r whole. Social Security is not a 
111:1.!:!i.::.11 111achine tlt:it prou11ce~ bt.:nclits 
:11 :.uh-;1a111i.1ll) Jc,.; ct1~t than 11ny other 
111t.:d1an1.;111. Bui neither is ii a high-cost, 
hiw -hendils ~plen1. Tht.:rc ca11 really be 
1111 lidll'r si tualiun than a good Sl•cial 
Sce11ri1y .;ys1rn1 ~11rrk·n11.:n 1cd hy a well-

Cllllrdin:itcd J'fll' .t lt.: pt.:11,ion pl:1n. 
My fi r:.I ch.d~t.: :t~ lo cuvcr:i~c Cl1mli­

tinn~ fur Slal1: :111tl hicnl gov1:rnmi:nl cm· 
ployees i' ru1npktcl) compulsory 
ru,·era)!e. Thcrl' \\llllltl h•1,·c Iv h.: op­
por1u 11i1y for ~lllllC ud:t), SO ilS ltl permit 
duwnwan.1 aJj11.1111i:11l ur c~i,aing pl.111'), 
so tlwt the comhineu hc11cli1 level (Jnu 
the rcsullln~ ccish) 1\0t1ld not bt.: exces­
sive. Natu r:tlly, the new plan, curnhined 
with Sm::i:ll Sc1:uri1y. shnulc.l nvl be less 
liberal than !he l1lu pl:lll. 

The c<rnsli tutiun:il probkrr1 of taxin~ 
the stale and l11eal 1?ovcrnmcn1 s i:ould be 
solved in :111y of scver:!I wa~· s. One ap­
proach is tv ta.\ the employee~ at the 
sdf-employed rate if thl' cmplliycr docs 
not agTcc lo pay the cmplvyer tax . 
• .o\ no th er appn>.ich is to tax thc em­
ployees at the full comuincd employcr­
cmployee rate under such circum­
stances. Admittedly, this woultl be very 
strong mcdicine and is unlikdy lo bt: 
rcasib!c of adoption. Still anotht:r up· 
proach would he lo credit the employees 
wilh only half L•f the taxcd earnings if the 
cmploycr docs nol agree to p:iy the em­
ployer lax. 

/\1 the \'Cr} lca~ t. there should he 
C:•)lllpulsory l·u,·eragc of :ill prc,cnl c111-
pll•)'CCS \\hl1 arc not under :in cxi:.ting 
rcliremc111 plan anu of all new cm­
pluyees entering In the future , regardless 
of whellter CllVe1 t.:d under a r..:tiremcnt 
plan. 

·--·-··-- --·----------·--·---·------------·---- . 

NUMBER ONE! 
When you come to !Jon ltow:ird, vou come to Number One - · t~e le2der in the µlac:menl 
;ind rccru1l111g of M1tlrllc illll• Upper Managl!ment level pension exi?cullvcs and act ua11es. 
Whether you arc S<1lisfied w.lh your presen! position ,rntl woi.;ld consnJcr a chJng<: :md:?r 
the lllC•SI ideal conrlltiuns -· or me nr. livt? ly on the rrnir~el, y:>u mll lrm!, as lhousJ.1ds e;f 
ulhcrs. !h,1t whl'rt you sec Dllll llot1.1rd hrs!, you ni!t"!d us only. 

ltirouiih uur rictwork of ruf\ional offices. conveniently localed in the nation's ~~Y money 
center:;, I'll' arc k11lu11~te lo represent so11111 of the nali1111·s finest anti fas!e:;t vomng 
ronsul!irtH f11 111s and 111sura11cc companies. Currently vie ;,re engaged in a mwit:er of 
s!!archc~ lur cx11cricnccll c~nd1ll11tcs . lhes~ openings, in a wide choice of locale;. ~re in 
1111: $1 ~ li0,000 r;mgc. Send resume in strictest confidence, includinr. P.CO~raohica! and 
income requirnnents to the office of your preferP.nce. All fees 1>aid by employer. 

ci..'i:f~on HOWARD / Personnel Ire. 
No1 the•~t t. M1dJll~n tic 

J'.1ul Crcaory • 120 OroJdwJy • flew Yo1k, tl.Y. 1000~ . (212) 227·9000 
SoulhtJSI 

Richard Z1ober • 40 Matit l t.1 Slrrcl, II \II • Allant ~. C~ . JOJOl • !40~) 577·9630 
$oulh~~;I 

Don O•IJ11 e1 . 11llrlltyUnlo11 Iii~ ro ... ers . OJll.is, Jrus 75201 o (214)1·14·4616 
ltocky l~OUlllJIO e. Wr.\l Coast 

<;,,,,,.,,.u t1uo11"s . 1r.o SJ1110111 ~ St. • SJn frJnti~co, CJ. '.l<HO~ • (.t i !>) 391·7815 
1.11llwe~t & Ce11trul 

Ju111llobert1 • 6?Y/. \'/a)hlnRlon SI • Ch1c,1.:o. Ill. 60?02 • lll213J?·2J4 1 

I II I. \ ·I 11 f I\·.\ Ill. ,f/J(l I' ,off(/ UIS I CIU /• /; ,\ ' \ l(J,V .~.\'/I I \ ' \ r ' II, ·I \.'( t: /' hR.~O \ '.\Tl. 
_.t..)1_,,..!!,......_..........n...W"t••••1'\'M9l I d ............. - ..... ~-· i M Q • IQ. ~I 

·1 he anti·:»ckl'li1111 prohlem :t:»:.ociatcd 
"i I h th i: Sll\.'1:11 Sceu rity Cl" cra~c of 
~talc aml local l'1t1ployc1::» \\ i!l i:i:t \\ 11rse 
a11d '''Urse.: as 1i111c p:1s~c:. . This is hl'· 
c.:.IU:.e of th.: currcn1-c11·i1 li11.111.:i11c b:i.;is 
of Sot:i:il Sccurily, as ;1f?ai11·;t the ~1ctu:1-
rially-fundcd 11;.tur c of supplc111i:nlJf\' 
pi;n.;ion plans. As 1hc S\1ci.1l Sc.:uril) la~ 
rntes ri:>e, lh1:rc will he illl'rl·a.;ing fi ­
nnndul mlvanta!:cs ll• wiLhtlr:.iw :tnd sull­
stirnte 11 private plan . /\ccordi11gly, i11 the 
interest of al l parties <:oncc rn cd, prnmp l 
resolution of this pruhli:m h) Congrc:.s is 
e:.sentiul. 

If il is not possihlc 10 h:ivc cumpubM) 
coverage, the hcsl proc1:du re b l\l re· 
quire that, once coverage has hecn 
elected, withdrawn! shlluld not l•e 
allowed . 

Yet another approach Wliu lu be on the 
bc11dits side, so as lo pre\'cnl or 
ameliornh.: the windfalls 1lull employees 
may ~:cl when coverage· is terminated. 
One way \\ llttld he lo cu111p11lc (I) the 
Social Secu rily hcnclit h:1.;ecl un actual 
service with thc ('lrga n i~ at ion th:ll 
witht.lrcw and (2) suc.:h b.:ncfit h;tset.I 011 

such service plus all service wi1h thc or· 
ganizalion after the termi11:11ivn date ;ind 
up t11age62 (or priur uca lh ur clbJhilil~) 
at the prevailing salury r:tlc then ·1 hi:n, 
the "earned hcnefil" would he computed 
ns: item (2), times !he ratio of (.l) the 
totul CO\'ercd wugcs with lhc or!!Hnit:t· 
ti1'll hcfore wi1hclrawal to (4) sud1 total 
wuges plu s the pres11111ctl 011c.:s for 
sc.:rvit:e after lcrrninatin11. The "wi11dfall 
benefit" (the C>:CCSS of ilt.:111 (I) l•Ver 1h1.: 
·•earned benefit") WCluld he ck<lu..:tl'd 
frv111 the cumpuletl llllal bl'nl'lil h:t:»t·d 
1111:1ll1:l1\'1.: red employment. I 

/~ub1•r1 J. M J't'r.f, prof1•.1.tc1r of m·11111-
ri11/ .1cfr11c1• at Tc111pl1• U11ii·a.1r'1y, 11·111 

chii'( flC'ltlflfJ' 1•/ tltt' ,\'odtll SrL·t1ri1y 
1ltl111ini.drt1Jil111fr11111 / 9./7 lrJ llJitl. 1/1• i\ 
11 F1·/low 1111d / 11111 l'rl'.1·id1 •11 t of 1'1t• .\'11-
l'i1•t,r 'l A 1·11wrfrs ""'' " 111c1;1ba (11/r/ 

/
1(1.1/ l'r1'.\'itl1•11t of 1/r1· 1/111ait'1111 

.•I t'(f.!1•111,r oj .·lct1111ri1'>. 
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the 11 Adr.iinistrator'1), and· the T;;nru:TOP-Y OF ALASiCA (herein called the 11 Terri-

tory,11 represented by the Auditor of Ala.ska), by virtue of the authority con-

fe:-red upon them by lav, a~ae to extend, in cor.for.:u:ty '·rith Section 218 of 

the Social Security Act, as amended., the :insu=ance syste:!l <>.stablished by 

Title II of the Social Security Act to services per.fomed by. individuals as 

c~ployecs of the Territ9ry and as eraployees of those politic~l subdivisions 

' .. i J), " . ,,, . . ... . .... 
~IJ./ l ,.le ~ O! t11c ierr:ttory ll.s ved J.n vfie Appendix attached hereto and made a part here-

' of, q..~cept services expressly e'l':cluded from this agreement,, according to · the 

follo, .. 'ing terns and conditions : 

A. DEFIHITIONS 

For purposes of this agreement-

l., The term "political subdivision" incl\J.d.es an il1strumentality 

of (a) ·t.he Territory> (b) one or more pol'i.tical subdivisions of the Territory, 

or (c) the 'i'crr.itory and one or. more of its political subdivisions . 

2. The term "Employee" means an e;:;ployee as defined :in Section 

2lO(k) of the Social Security Act and shall include an officer of the Terri-

tory or of a political subdivision thereof. 

3. The te:::;:x;. "retire:aent system11 1:-:cans a pension) . annuity, ret:i.re:-

:;ent, or si:-::ilar fund or system ei.-;tablished b~r the Territory or by a political 

s~bdivision thereof. 

4. Tbe ter:n "coverage rrroup" =teans a coverag 1
; group as cefincd in 

Section 218(b)(5) of the Social Security Act. 

This n.5ree:te:1t includes ;: ll services pe:-f :>r:ned bj• individuals as 
I 

e:::.ployees br t~e Territory and as e.-:.ployees of t:io .e political sucdivisio:'..!; 

listed i.'1 the Appcr:dix attachd he::-eto, at.he:- t.ha:- services c:;:p1·c::;sl~r ej:cludcd 

t::~rc:in, and e;-:ccpt the foJ.2.owing: 

1. Any service parfor.n~.: by e.":lployccs !5 r..c::-,'ocrs of o.;iy co·:c~:r.::c 

• I 
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. , 
or a modification the;oeof, applicab~c to :;uch covcraGe c;ro~p, is e:-:ecuted; 

2. Service performed by an e;:;ployec wi;o is eoploycd to relieve 

him fro:i\ unc::iriloy:~cnt; 

· 3 . Service perfor-;r.ed in a hospital, hor.:e or other institution by 

a p:lt::.ent or ir..r.;ate thereof; 

4. Covered t:ra.'!.Sportation service (as den.ned in Section 210(1)) 

of the Social Security Act; ar.d 

5. Service (other than ag::-icultural :!.abor or service perforaed 

by a student) which is excluded :fror:l er..ploy&:'lent b~· any provision of 

Section 210(a) of the Social Security Act, other than paragraph (8) of 

such section. 

c ~ COi!TnioUTIO!~S BY THE 'i.'i::;RP..I'i'O~Y 

The Territory \·till pay to the Sec::-etary of the Treasury, at 

such time or times as the Administrator raay by regulation prescribe, 

a.-nounts equivalent to the sum of the taxes which would be imposed by 

Sections 11~00 and Jl;lO of the .Intemal Revenue Code if the services of 

e::1ployecs covered by this agreement constituted employment as defined 

in S ection 1.426 o.f such code . 

D. CG·;J>LIAECE hTi'H P.EGU-LATIONS 

The Territory will comply with such r egulations as the Aci.rrinis-

trator cay prescribe to carry out the purposes of Section 218 of the 

Social Securit.y Act . 

E . ~·:O:JI?ICi.TION 

'i'his agree.-nent will be modified at the request of the Territory 

.· 

to include political subjivisions or coverage groups , or both, in addition 

to those political subdivisions listed i.1 the Appen~ attached hereto, or 

to include. additional services not now included in this agree::e:it , such 

r..odifications to be cc71sistent Hith the provisior.s of Section 218 of the 

Social Secu:-ity Act . 

Tho Territo!".{, upon g::.vine at least tHo years' ad·:a::ce r.otic.:! i:1 

writing to the J,dr.inistr.:.tor, '!!'.2.Y te:-=.:..nate this aere~ent, eit~c:- i.1 its 
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cntiret;r or with respect to a:n;r cover2r;c t;rot:p, ei'1.'ective at the end of a 

calendar quarter specified in the notice; p:-oviden, ho;·revcr, that this aeree-

tt1c;'lt r.ia:r be tcm.i."1:.tcd i."1 its c:it~.rcty only. H' it hns been :.r. ei'fect, from 

the c i'fective date specified in Paragraph J hereof, for not less tha..."'l five 

years ~rior to receipt of such notice, and provided further that this agree-

mcnt oa~r be ter::iinatcd ,.,it~ i•espect to any covera~e ;roup only i! it has been 

in effect '·rith respect to such coverage group for not less than five years 

prior to receipt of such notice •. 

Ii the Ad.."l.inistrator, after reaso~able notice and opportunity for 

hearing to the Territor-.r, finds that the Terr.itory has failed or is no longer 

le,e~lly ab;i.e to comply substantially with ar...t provision of this agree."':lent or 

of Section 218 of the Social Security Act, he shall notify the Territory by 

~ivint; notice in writing to the Auditor of Ala.ska at June:u, Alaska., that 

t:1is Uf:::-ec.":tent will be etther ter.:d.nated in its entirety or will be temi-

natcd '·:ith respect to a.."ly one or more covera~e groups, at such ti.me designated 

in suci1 notice (but not later than two years from. the date thereof) as he 

~cc~s a?~ropriate, unless, prior to such ter.nination date, he finds that there 

r.o 10!1:.;er ls any such failure or that the cause for such legal inability has 

bee;i ;;e:;ioved. If, under Paragraphs G. or F hereof, this agreement is terr..i-

r.a ted with res ye ct to any coverage gro"J.p, such ter.::ine.tion shall be ef fo.ctive 

also with respect to any additional services in such coverase group included in 

c:?.~::-eement pursuant to any modification thereof under Paraeraph E. 

H. ADJUST!::SlIT AHD RSFlJ!-!DS 

Ir more or less than the correct amoW1t due under Paracraph C of t~is 

~.:;rec::ient is paid '·:ith respect to any pay:nent of remuneration, proper adjust-

!':lc:-;ts ·.:ith respect t.o the a.'":lounts so due s~1all be nade, without interest, \!?On 

s..:.cl• co:-iditions 1 in such I:'.anner, and at such tir:.es as the Acbinistrator by 

rc.:;ul~~ion 1:14y pre3cribe. If an ove~ay:::ent ca;-mot be adjusted he::-e~"lcer, ~o-

ft:.r.d. shall. !::>e r.ade in accorda.'1ce vi th Section 213 (h) (3) c~ the Soci.al 

Sccu:-it:r Act. 
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Para(!raph I of thi: asree:r.c:it , if the Te:-1·itory does not 1...a.kc, at the t:.r.ie 

l"r Limes due , the pa.ymer.ts provicieci for 'U!lder t!'lis agreenent, there shall 

be added, az p~rt of the a:io\!r\ts due, in~ erest at the rnte of si;: per 

ccnturu per .0.:\.111.!!l .rro::-. tho ae.t.o clu<:i "..t."1tU !nid; D.nrl. the Acl."':linistra.tor in his 

discretion, r.'l.."ly \·:ithout _prejudice to ot!1cr available ;;.cthods of collection, 

deduct such ~o:mts plu.s interest from an~· G..:\O'l:.Ilts,now or hereafter pro-

vidcd, which he may certify to the Secret'nry of the Treasury for payment to 

the Territory under any provision of the Social Security Act . AI:lounts so 

deducted shall be dee::!ed to r.ave been p.:?.id to the Territory under such provi-

sion of the Social Security Act . 

2 . ~ providing in Paragraph J o.r this agreer:ient f9r retroact ive 

coverage, in accordance with Section 218(i) of the Social Security Act, 

a.-r:ounts due from the Territory ur.der Paragraph C of this agreeaent, for the 

first and second calendar quarters ~: the calendar year 1951, shall not be 

deemed to be delinquent and subject to interest if paid to the Secretary of 

the Treasury not r.iore than 90 days aiter rl;ite of execution of 'this agrcenent . 

J . E1"1;-3CTTI'E DATE 

This agreetlent shall be effective as of January 1, 195i. 

? _...,. r ,_t: •· This agree::ient is entered into this-:..{. V\-day of.::2···".r.r..,...,.,,;1,-.,,. . • , 1951, 

} ~ , . •' . ---.-
by t(. · /.I/_.)~--: ... -:-....... ~: " •. J Co:r.missioner for Social Security, pursu-

/ .· 
a nt to ~ection 218 of (/he Social Security Act, actine herein by virtue of 

.:iuthority vested in him by Osca.r R. EwinJ, Federal .Security Administrator, 

i:i Federal Security Agency Order Ifo. 9 dated !-:arch 8, 1951; and the. Territory 

of nas1'.a, acting herein through Neil F . l·!oore, Auditor of Alaska, by vi:-tuc 

of the aut:1ority gra."lted by Chapter 95, Session LaHs of Alashl 1951, T-..:e:itie!.h 

Rccular Session of the Legislature of the Terri. totJ• of Alaska . 
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l. .Territory o! Alaska 

A. Territorial e.~ployees and office~s who were e.-:iployces on the 

effective date of t~e agree~ent , except that eQployees ter.zd.-

nated by death, or otherwise, during the inter-.ral bet,·reen the 

effective date of this r~troactive agreeoent (January 1, 1951) 

<:?.nd the date this agreenent is signed by ~he Co:m:!issioner 

cannot be included~ 

B. Excluded services : lfone 

c. Authorized Asent : Neil F. 1-!~ore 

1. Title: Auditor of Alaslca 

2 . Address : Juneau, Alaska 

D. Effective date of coverage: January 1, 1951 

E. Approximate number of e.-cployees covered:- ,?bo 
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BY AND BETWEEN 

THE STATE OF ALASKA 

AND 

ALASKA PUBLIC SERVICE EMPLOYEES , LOCAL NO. 71 

CbVERING 

LABOR, TRADES, AND CRAFTS UNIT EMPLOYEES 

PR EAMBLE 

Th is Agreement i s made and entered into this .4:J-~ l' 7 7 
, by and between the State of Alaska, hereinafte=rtreferred to as 

--,-..--,,.-,,_...-; 

the 11 Employer, 11 and Alaska Public Service Employees, Local No. 71, 
hereinafter referred to as the 11 Union. 11 

The Union shall be the only collective bargaining representati ve 
recognized by the Employer under the terms of this Agreement. 

WITNESSETH, That 

Whereas , it is the intent and purpose of the parties to set forth herein 
the entire Agreement covering hours of work, rates of pay and conditions 
of emp'Joyment between the parties; and 

WHEREAS, the Employer and the Union jointly agree to perform faithfu lly 
the obligations imposed by this Agreement; 

NOW THEREFORE, in consideration of the mutual promises and covenants 
contained herein, it i s hereby agreed as follows: 

1 

./ 



BY AND BETWEEN 

THE STATE OF ALASKA 

AND 

ALASKA PUBLIC SERVICE EMPLOYEES, LOCAL NO. 71 

COVERING 

LABOR, TRADES, AND CRAFTS UNIT EMPLOYEES 

PREAMBLE 

This Agreement is made and entered into this J'-·~~ l' 7 7 
, by and between the State of Alaska, hereinafteY:creferred to as 

..,..,----,.,..,,=--. the "Employer," and Alaska Public Service Employees, Local No . 71 , 
hereinafter referred to as the "Union." 

The Union shal l be the only collective bargaining representative 
recognized by the Employer under the terms of this Agreement . 

WITNESSETH, That 

Whereas, i t is the intent and purpose of the parties to set forth herein 
the entire Agreement covering hours of work, rates of pay and conditions 
of employment between the parties; and 

WHEREAS, the Employer and the Union jointly agree to perform faithfully 
the obligations imposed by this Agreement; 

NOW THEREFORE, in consideration of the mutual promises and covenants 
contained herein, it is hereby agreed as follows: 
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ARTICLE I 

PURPOSE 

It is the objective of the parties that the obligation of the 
Employer for the successful conduct of its business and the ful f illment 
of its responsibilities to the employees covered by this Agreement be 
carried on without interference arising from differences between the 
parties. 

The Union, representing the employees of the Employer, ~nd the 
Employer desire to establish and ma intain, through harmonious cooper­
ation, a standard of conditions and procedures to provide for orderly 
collective bargaining relations, prompt and equitable disposition of 
grievances, and fair wages, hours and working conditions for the em­
ployees covered by this Agreement. 

ARTICLE II 

RECOGNTTION 

The Employer recognizes, duri ng the term of this Agreement, the 
Union as the sole and exclusive collective bargaining representative for 
all employees working in the classifications in the Labor, Trades and 
Crafts Unit and as the representative of all such employees in inter­
preting this Agreement and adjusting disputes. 

ARTICLE III 

UNION ACTIVITIES 

The Empl oyer agrees that it will not in any manner, directly or 
indirectly , attempt to interfere between any of its employees and the 
Union; it will not in any manner restrain or attempt to restrain any 
employee from belonging to the Uniun or from taking an active part in 
Union affairs; and thc1t it will not discriminate against any employee 
hecause of his Union membership or lawful Union activity. 

ARTICLE IV 

PREFERENTIAL HIRING FACILITIES 

1. The Union agrees to mai ntain preferential hiring facilities for the 
purpose of soliciting qualified workmen in order to fill all requis i tions. 
The Employer agrees to use such services and wi ll call upon the Union to 
furnish all the qual i fied workmen required in the classifications herein 
from among the most qualified. 
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2. The parties to this Agreement shall create a joint hiring col111littee , 
within thirty (30) clays of the signing of this contract, composed of not 
more than two (2) Employer representatives, and not more than two (2) 
Union representatives to supervise and control the operation of the job 
referral system herein. The joint hiring com1i1ittee is empowered: 

a. To establish any and all rules and regulations from time to 
time th~t it deems advisable for the operation of the job-referral 
plan. 

b. To hear and determine any and all disputes or grievances arising 
out of work registrations, work referrals and the preparation of 
the referral-registration lists . Any applicant or registrant shall 
have a right of appeal of any dispute or grievance arising out of 
and relating to the operation or functioning of the job referral 
plan to the joint hiring committee. 

The joint hiring committee shall provide in the rules and regulations 
of the job referral plan for an appeal to an impartial · umpire whenever 
the joint hiring committee reaches a deadlock over a dispute. The 
impartial umpire shall be designated by mutual agreement of the parties, 
a.nd if they shall be unable to agree upon the impurtial umpire, he shall 
be selected in the manner provided under the disputes provision of this 
Agreement. The a1.1thority of the impartial umpire shall be limited to 
interp1·eting and applying the rules and regulations of the joint hiring 
committee. 

All decisions of the joint hiring commi ttee or the imparti a 1 umpire 
shal l be final, binding and conclusive on all parties including applicants. 

If any questions arise as to the qualifications and competency of 
an applicant for registration as to special skills or ability, the joint 
hiring committee shall make the determination . Such determination shall 
be fair and impartial without regard to the applicant's membership or 
nonmembership in the Union. 

3. Selection of applicants for referral to jobs shall be nondiscrimin­
atory, and shal l not be based on nor affected by race, creed, color, 
age, SPX, national origin or political affi li ation or activity. The 
Union agrees that it will not discriminate against non-Union workmen in 
referring workmen to the Employer, and the Employer agrees that he will 
not discriminate against Union workmen in selecting job applicants 
referred to him by the Union. 

4. The parties recognize the primary importance to employ citizens of 
Al aska. Both the Union and the Employer shall give first preference to 
qualified residents of Alaska. Also, preference shall be given to 
qualified residents in the immediate area of the job call. 

5, The Employer retains the right to reject any job applicant, but the 
applicant and the Union shall be entitled to the reason for such rejection. 
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6. In the event the Union is unable to supply the Employer with qualified 
workmen within forty-eight (48) hours (Saturdays, Sundays and holidays 
excluded) when called upon by the Emplnyer, the Employer may procure 
~orkmen from other sources; provid~d, however, that in such instances 
the Employer shall promptly furnish the Union with the names of such 
workmen, their classification and date of hiring. ·In any emergency 
resu 'lting from an act of God or natural disaster, the Employer may 
temporarily procure workmen from any source. 

7. It is further agreed that all workmen employed by the Employer who 
are not already members shall become members of the Union on or before 
the thirty-first (31st) calendar day following the beginning of employment 
or the effective date of this Agreement, whichever is later, and all 
employees shall ~-~~ tain membership in the Union as a condition of 
employment durins che life of this Agreement. All requests by the Union 
for the dismissal of any employee for failure to comply with this provision 
shall be in writing. 

8. Within a five {S) day period after reporting to work each new 
employee within the bargaining unit shall be informed as to the identity 
of the Union steward, chief job steward or a Union representative by the 
supervisor in the activity to which such employee will be regularly 
assigned. Each employee transferred from a section or shift shall 
likewise be informed. 

ARTICLE V 

UNION RESPONSIBILITY 

1. The Union assumes all obligations and responsibility for the continued 
membership of its members and the Union shall retain the right to discipline 
its members. No workman shall be discriminated against for the upholding 
of Union principles, and any employee who works under the instructions 
of the Union, provided such instructions are in compliance with the 
Agreement, or who serves on a committee shall not lose his position or 
be discriminated against for this reason. 

2. The Union agrees that this Agreement is binding on each and every 
member of this bargaining unit and that its members, individually or 
collectively, accept full responsibility for carrying out all the provisi0ns 
of this Agreement. 

3. It is the respon:;ibility of the Employer- to manage tt1 r~ work force. 
It is the responsibility of the parties to promote such praLtices as 
will improve the quality of service provided and the working conditions 
of the members. The Union agrees that it will actively dissuade excessive 
absenteeism and other pract'ices which may hamper the Employer's operation 
and that the Union will support the Employer 1s efforts to eliminate 
waste and inefficiency, to imp·ove the quality of workmanship and to promote 
harmonious relations between the Employer and employees. 

4 



4. The Union agrees to ·make every effort to see that the members 
working under this Agreement obey al l reasonable rules, instructions and 
regulations prescribed by the Employer . 

ARTICLE VI 

RECOGNITION OF RIGHTS. AND FUNCTIONS OF MANAGEMENT 

l. Except as provided in this Agreement, nothi ng herein limits the 
Employer in the exercise of the rights of ownership and management . 
Accordingly, the Employer has, among others, the right: to select its 
supervisory personnel (supervisors as defined by the Alaska State Labor 
Relations Agency); to hire new employees, to discipline , suspend or 
discharge employees for just cause; to decide and determine and designate 
all occupational classifications it has to offer its employees, to 
assign duties and responsibilities to employees, to make such rules and 
regulations as the Employer considers necessary or advisable for the 
orderly and efficient conduct of its operations and to require employees 
to observe such rules and regulations; provided, however, the exercising 
of the aforementioned rights is not inconsistent with the provisions of 
this Agreement. 

2. All of the functions , rights, powers and authority of the Employer 
not specifically abridged, delegated or modified by this Agreement are 
recognized by the Union as being retained by the Employer. 

3. The Union recognizes that the continuity of certain work is imperative 
to the public service mission of the Employer, and if a work stoppage 
should occur, management and all other personnel not covered by this 
Agreement, including guards, firemen, and other protectors of public 
safety and health, sha ll be permitted to perform their respective functions 
without interference by the Union or its members . 

ARTICLE VII 

PROTECTION OF RIGHTS 

1. PICKET LINE . It shall be a violation of this Agreement and it shall 
be cause for disciµlinary action in the event an employee refuses to go 
through or work behind any primary picket lines unless such line is 
sanctioned by the Alaska Public Service Employees Local #71 and the 
participating Internationa l Union (Laborers International Union of North 
America}. The Employer specifically retains all of its rights under 
AS 23 .40.200. 

2. STRUCK GOODS. It shal l not be a violation of this Agreement and it 
shall not be cause for discharge or discipl inary action if any employee 
refuses to perform any service whi ch the Employer undertakes to perform 
as an ally of any Emplo)~r or person whose employees are on strike, and 
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which service, but for such strike, would be performed by the employees 
of the Employer or person on strike. Nor shall the exercise of any 
rights permitted by law be a violation of this Agreement, unless such 
exercise is precluded by this Agreement. 

3. LOST OR DAMAGED PROPERTY. Employees shall not be responsible for 
lost, stolen or damaged property except in case of proven negligence or 
deliberate act. This shal l include the use of credit cards for any 
purpose or any other method of giving credit. The Employer shall pro­
vide an adequate checking system to protect the Employer and employee. 

4. a. From and after the date of acceptance of this Agreement, the 
parties shall be governed by the following in contracting or sub­
contracting involving the performance of work of classifications 
covere~ by this Agreement, in towns and cities of over 2,500 
population, which would directly result in the layoff of permanent 
or probationary employees covered by this Agreement. 

The Employer shall require the contractor or subcontractor to 
pay the hourly wage rates established in the agreement for all such 
work plus the additional hourly rate established in Article XIII, 
Section 8 of the Agreement as 11 in lieu of" benefits. It is agreed 
that the above-mentioned 11 in lieu of" amount may be reduced only by 
the amount of actual cost of benefits paid by the contractor or 
subcontractor. To insure compliance with this section, the Employer 
shall require the contractor or subcontractor to furnish a certification 
of wages and/or any certified cost of benefits paid upon written 
request. Such certified information shall be furnished to the 
Union upon reasonable written showing of suspected non-compliance. 
In addi'.ion, the Employer shall furnish to the Union a copy of each 
new or renewal contract. If the contractor or su~contractor is 
found to be out of compliance, the Employer agree5 to take all 
reasonable steps to enforce the requirements of tri ~ section, 
including without limitation, terminating the contiact or subcontract 
if compliance cannot be otherwise obtained. 

Prior to the contracting or subcontracting of any work covered 
by the Agreement which would result in the layoff of permanent or 
probationary employees, the Employer agrees to conduct a cost 
efficiency study. Unless such study shows that the work can be 
performed by the contractor or subcontractor with less cost to the 
Empl ayer, no probationary/permanent employee sha 11 be laid off and 
replaced by contracted or subcontracted work. 

All work pei"formed on motor vehicle. s oN' ich is typically associated 
with work done by private service stations (e.g. tires, lights, fan 
belts, wipers, etc . ) shall be free from the requirements of this 
section. Other vehicle repair and overhaul service work shall be 
~erformed in State facilities except in extreme emergencies. All 
State-owned vehicles shall contain a maintenance/repair instruction 
packet outlining the foregoing language. 
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b. LEASING, RENTAL, ETC • . All dl·ivers and operators of owned, 
leased, or rented equipment used in operations covered by this 
Agreement shall be employees of the Employer or members of a Union 
consistent with the kind of work to be performed. 

5. OVERLOADS. In the event an employee is arrested with an overload, 
the Empl oyer shall pay al1 fines upon conviction, and the employee shall 
be paid for the time spent in service of the Employer, provided the 
employee has not loaded his cargo contrary to the fostructions of his 
supervisor. 

6. REVOCATION OF LICENSES. In the event an employee shall suffer a 
revocation of his license because of violations of any federal, st~te, 
or city law by the Employer, the Employer shall provide suitable and 
continued employment for such employee, at not less than his hour1y rate 
of pay at the time of revocation of the employee's license for the 
ent 'ire period of revocation of the license, and the emp 1 oyee sha 11 be 
reinstated to the seniority he held prior to revocation of his license, 
after his license is restored. 

7. The parties agree that there shall be no strikes or lockouts during 
the 1ife of this Agreement, except as provided in Article IX, section 2, 
paragraph (c). 

ARTICLE VI I I 

DISCHARGE 

1. The Employer retains the right to discharge a permanent employee 
for just cause such as imcompetence, unsatisfactory performance of 
duti es and unexcused absenteeism. The Employer further agrees that the 
Union Office in the employee's district shall be notified forty-eight 
(48 ) hours prior to written notice to the employee of the reason for 
such discharge . A copy of the notice to the employee will be forwarded 
to the District Office of the Union. The Employer further agrees that 
\'lith the exception of drunkenness, dishonesty, gross disobedience or 
abandonment of duties, all permanent employees shall be given two (2) 
weeks notice or two (2) weeks pay prior to discharge. 

f'1ll permanent. employees shall give the Employer two (2) weeks 
notice in writing, except in emergencies, before leaving their employ­
ment. The subsequent referral of an employee not meeting this require­
ment may be refused by the Employer for a ninety (90) day period commenc­
i na on the last working day of the emp.ioyment period for which the 
required t\~o (2) weeks notice was not received. 

2. TERMINATION SLIP. It shall be mandatory that the Employer fur : ish 
each employee a termination or layoff slip showing the actual reason for 
termination. 

3. For the purpose of this Agreement, 11 cause 11 as related to discharge 
for cause for employees other than permanent shall mean: incompetence, 
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unsatisfactory performance of duties, unexcused absenteeism, as well as 
drunkenness, <lishonesty and gross disobedience, it being understood that 
such rules shall be posted for the benefit cf the employees. Discharge 
slips shall contain the specific reason for discharge. Employees other 
than permanent discharged or terminated under the provisions of this 
section shall have appeal rights through Step #3 of the grievance proce­
dure. 

4. The Employer retains the right to discipline or suspend an employee 
for just cause but agrees that the Union Steward or a paid Union repre­
sentative shall be notified in writing concurrent with written notice to 
the employee. The Employee further agrees that the Union Steward or 
representative shall be present, if requested by the employee, during 
all stages of conduct of hearings determining such matters. 

ARTICLE IX 

CO~PLAINT & GRIEVANCE PROCEDURE 

1. COMPLAINTS. A grievance shall be defined as any controversy or 
dispute arising between the Union or an employee of the bargaining unit 
and the Employer. Having a desire to create and maintain labor relations 
harmony, the parties agree that they will promptly attempt to adjust all 
complaints, disputes, rontrov~rsies or other grievances arising between 
them involving questions of interpre•ation or application of the terms 
and provisions of this Agreement or other controversy or dispute having 
occasion to arise between the parties. If differences or disputes of 
any kind arise between the Union or the employee covered herein and the 
Employer, the Union or the aggrieved employee, as the case may be, shall 
use the following procedure as the sole means of settling said differerce, 
dispute or controversy. 

STEP ONE: The employee may report in writing to the Steward or designated 
representative of the Union any grievance that arises between the employee 
and the Employer . The designated representative will attempt to resolve 
the matter between the parties on the job irrunediately. 

STEP TWO: Failing to agree at Step One, the grievance shall be r2ferred 
in writing to the executive head of the department or agency in which 
the grievant(s) is (are) employed within ten (10) days after receipt of 
a response. The executive head of that department or agency shall 
answer the Union representative within ten (10) working days in writing. 

STEP THREE: If the grievance cannot be settled as outlined in Ste~ Two, 
the grievance may be submitted by the Union for settlement to the 
Commissioner of the Department of Administration within ten (10) calendar 
days after completion of Step Two. If the grievance has no~been settled 
in writing within twenty (20) v1orking days after receipt by the Commissioner 
either party may proceed to Step Four of this Article if the nature of 
the grievance falls within the scope of Step Four. Date of receipt 
shall constitute date of answer. Ir the event the matter is settled by 
written agreement between the Union representative and the Commissioner 
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of Administration~ such written agreement shall have the same force and 
effect as a decision or award of t he arbitrator and be final and binding 
on each of the parties and they will abi de t hereby. Should either party 
fail or refuse to abide by the written agreement, the prevailing party 
shall be free to take whatever action it deems necessary and such action 
will not be considered in violation of this Agreement. 

STEP FOUR: Arbitration . Any griev~nce which involves the application 
or interpretation of the terms of this Agreement or is an appeal from 
demotion or dismissal of a permanent employee, or an appeal from dis­
missal of a probati onary employee holding permanent status in another 
classification, which i~ not settl ed at Step Three may be submi tted to 
arbitration for settlemento If either party desires to demand arbitra­
tion, the request must be received in writing within twenty (20) days of 
the receipt of the completed Step Three grievance. The parties will 
meet within ten (10) days to strike names. 

Any dispute 11.ust be brought tc the attention of tl1e Employer th..-ough the 
Union within t h1 1·ty (30) worki ng days of the effective date of the 
disputed actior or the date the employee is made aware of the action, 
whichever is later , to receive the attention of the Uni on and the t ' .2 vf 
this grievance procedure. A dismissal, demotion or suspension gri ~vance 
must be brought to the attention of the Employer through the Union 
wi thin ten ( 10) c!ays of the effective date of the action or the date the 
employee is made a~1are of the action, whichever is later, to recei ve the 
assistance of the Union and the use of this grievancE procedure. 

2 • BOARD 0 F ARB I'fRAT ION. 

a. Within thirty (30) days of the signing of the Agreement, the 
Employer and the Union will jointly request from the United States 
Federal Mediation and Conciliation Service the names of seven (7) 
qua l ified .arbitrators. Either party may at any time request a new 
li st of arbi trators during the l ife of t his Agreement . Such list 
shall be effective upon its receipt. 

b. In the event that arbitration becomes necessary the arbiter 
wil l be selected by the Union and the Employer by alternately 
stri king from the United States Federal Mediation and Conci liati on 
Service l i st one (1) name at a time unti l only one (1) name remains 
on the list . The name of the arbitrator remaining on the list 
shall be accepted by the parties and arbitration sha ll cOfillllence 
within fifteen (15) calendar days thereafter, unless otherwise 
mutually agreed to by both parties . 

c. During the process of the above procedure, there shall be no 
stri ke or lockout which is i n any manner related to this grievance. 
The parties agree that the d~cisions or award of the arbitrator 
shal l be fi nal and bi nding .on each of the parties and that they 
wi 11 abide thereby. The authority of the arbitrator sha 11 be 
1 imited to questions di 1·ectly involving t he interpretation or 
application of specific provisions of this Agreement, and no other 
matter sha 11 be subject to arbitration hereunder. The arbitrator 
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shall have no authority to add to, subtract from or change any of 
the terms of this Agreement, to change an existing wage rate or to 
establish a new wage rate except as provided in Article XIII, · 
Section 2 and Section 4. Should either party fail or refuse to 
abide by the arbiter 1 s decision, the prevailing party shal l be free 
to take whatever action it deems necessary, and such action will 
not be considered in violation of this Agreement. 

d. The arbitrator shall render his decision within 30 days fol­
lowing the final day of the arbitration hearing unless mutually 
agreed to by both parties. 

Expenses incident to the services of the arbitrator shall be borne 
entirely as designated by the arbitrator. The arbitrator shall 
assign such expense to the losing party. If, in the opinion of the 
arbitrator, neither party can be considered the losing party, then 
such expenses shall be apportioned as in the arbitrator's judgment 
is equitable. 

ARHCLE X 

REPRESENTATIVES 

1. The Union shall have represer · 1tives who are not empl oyees of the 
Emp'loyer who sha 11 be authorized to speak for the Union in a 11 matters 
governed by this Agreement and shall be permitted to visit any work area 
at any time with advance notice to the person in charge. 

2. In addition to the above, the Union may, upon written notice to the 
Employer, authorize Shop Stewards from among the employees of the Employer 
to carry out the intent and purposes of Articles VIII and IX. 

ARTICLE XI 

EXAMINATION OF RECORDS 

The Union representative shall have the right to examine specific 
emp·1oyee's records pertaining to wages, hours and conditions covered by 
this Agreement. The Employer shall make available original or copies of 
the original records for the examination by the Uni on representative, 
upon eight (8) working hours' written notice from ~he Union to the state 
office where the record is avai lable . 

ARTICLE XII 

CHECKOFF 

Whenever an employee coming under the terms of this Agreement 
executes and delivers to the Union, who will deliver to ~he Employer, a 
proper written assignment for the deduction of Union du~s and initiation 
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fees from his wages, and the financial secretary of the Union notifies 
the Employer that such Union dues are due, the Employer agre~s to make 
such deductions within thirty-one (31) days from the date of the notifi­
cation to remit to t l1e Union the amount so deducted from each. All 
employees in the bargaining unit on the Employer's payroll on the effec­
tive date of this Agreement ~no have previously executed a proper writ­
ten assignment shall continue to have their assigned dues and initiation 
fees d~1ucted from their wages. Upon receipt of a proper written essign­
ment, t ~ · Employer shall deduct from the pay of each new employee in the 
unit such assigned dues and fees for the period specified so long as he 
remains in the unit . Such deductions shall commence not later than the 
pay period following the first full pay period after proper authoriza­
tion is received by the State. 

"Proper written assignment 11 shall mean an :}Uthorh:ation exer.uted 
by the employee for deductions of dues and fees in an amount as speci­
fied by the financial secretary of the Union. The amount of dues and 
fees to be deducted shall · be those amounts as specified to the Di rector 
of Personnel and Labor Relations by the Union financial secretary. 

The Employer agrees to provide to the Union once each month a list 
of employees showing the amounts deducted from each. This list will 
al~ o include all employees and their classifications working under the 
jurisdiction of this Agreement. No other employeP organization shall be 
accorded payroll deduction privileges with regard to th is bargaining 
unit. 

Al l dues and initiation fee assignments ex~cuted by employees 
shall be effective for as long as such emplavee is employed by the 
Employer in classifications coming within thb purview of this Agreement. 
However, assignments may be cancelled by an em~loyee who gives notice in 
writing to the Employer within the ten (10) day period immediately 
preceding the first or subs~quent anniversary oate of this Agreement. 
The State will continue to deduct the current t en cents (10¢) per hours 
additional dues until such time as the amount is changed by not ification 
of the Business Manager . 

ARTICLE XI !I 

CLASSIFICATION AND WAGES 

1. a. In the event that work done places the employee in one or more 
of these classifications when so directed by the Employer, then the 
Employer agrees to pay such employee acc~rding to the highest-rated 
classification worked provided the empl cyee works for a minimu~ of 
three hours at a higher-rated wage grade at the direction of the 
Employer, he shall be paid at the higher wage grade for the entire 
.shift. Temporary performance of a higher rated classification 
shall not result in a change in classification of a position unless 
such temporary work is in excess of thirty (30) consecutive days. 
The hiqher rated classification shall be filled in accordance with 
the previsions of Article XXII, Section 3. When an employee is 
requested to work in a lower wage group due to a temporary fluctu­
ation in work he shall receive his regular rate of pay for all such 
lower-rated work performed. 
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/ i 7R 

STATE OF ALASKA 
LABOR, TRADES AND CRAFTS 

STEP STEP SERVICE BONUS INCREMENTS 
WAGE GRADE A B c D E 

50 ST 12 .12 14 . 74 14.94 15. 14 15. 24 
I-A 1-1/12 18. 18 22. 11 22.41 2?..71 22.86 

2 OT 24.24 29 . 48 29.88 30 . 28 30.48 

51 ST 11 . 45 13. 90 14 . 10 14 . 30 14. 40 
I 1-1 /2 17. 18 20.85 21 . 15 21. 45 21 . 60 

2 OT 22.90 27 . 80 28.20 28.60 28.80 

52 ST 10. 77 13. 07 13. 27 13 .47 13. 57 
II 1- 1I2 16. 16 19. 61 19 . 91 20. 21 20.36 

2 OT 21 . 54 26 . 14 26.54 26.94 27 . 14 

53 ST 9 . 99 12. 24 12 . 44 12.64 12. 74 
II I 1-1/'2 14.99 18. 36 18 . 66 18. 96 19 .11 

2 OT 1g . 98 24 . 48 24.88 25 . 28 25.48 

:: 

54 ST 9.31 11. 41 11. 61 11 .81 11 . 91 
IV 1-1/ 2 13. 97 17 . 12 17.42 17 . 72 17 . 87 

2 OT 18.62 22.82 23.22 23.62 23.82 

55 ~T 8. 75 10 . 69 10. 89 11. 09 11 . 19 
v 1 -1/2 13.13 16. 04 16. 34 16 . 64 16 . 79 

2 OT 17. 50 21.38 21. 78 ?.2. 18 22.38 

56 ST 8. 19 9.98 10. 18 10. 38 10.48 
VI 1-1 /2 12.29 14 . 97 15.27 15. 57 15.72 

2 OT 16 . 38 19. 96 20 . 35 20.76 20 . 96 

57 ST 7.74 9.39 9.59 9 . 79 9 . 89 
VII 1-1 I2 11. 62 14. 09 14. 39 14.69 14 .84 

2 CT 15.43 18.78 19 .18 19 . 58 19 .78 

58 ST 7.29 8. 78 8.98 9 . 18 9.28 
VII I 1 ·· l/ 2 10.94 13. 17 13 .48 13 . 77 13. 92 

2 OT 14 . 58 17. 56 17. 96 18.35 18.56 

59 ST 6.85 8 . 32 8. 52 8.72 8.82 
IX 1-1 /2 10. 28 12.48 12.78 13.08 13. 23 

2 OT 13. 70 16. 63 17. 04 17.44 17. 64 

60 ST 6.36 7 . 56 7.76 7.96 8 . 06 
x 1-1/ 2 9.54 11 . 34 11 . 64 11 . 94 12 . 09 

2 OT 12. 72 15. 12 15. 52 15 . 92 l6 . 12 

61 ST 5. 85 IJ.80 7.00 7 . 20 7.30 •, 

XI 1-1I2 8. 77 l 0 . 20 10. 50 10.80 10. 95 
2 OT 11. 70 13. 60 14 . 00 l lLlll 1 11 r-n 



b. Effective January 1, 1977, the schedule of wages shall be 
increased by fifty-five cents (55¢) per hc ~r, less four cents (4¢) 
per hour for Health and Security contributions (in addi t ion to the 
eighteen cents (18¢) per hour present ly withheld ) . The hourly 
rates to be paid shall appear as follows : 

A B 

Wage Group IA $11. 53 $14.03 
Wage Group I 10.89 13. 23 
Wage Group II l 0.25 12.44 
Wage Group I II 9. 50 11 .65 
Wage Group IV 8.86 10.86 
Wage Group V 8.32 10. 17 
Wage Group VI 7.79 9.49 
Wage Group VII 7.36 8.93 
Wage Group VII I 6. 93 8.35 
Wage Group IX 6. 51 7. 91 
Wage Group X 6. 05 7 .1 9 

Should the Consum~r Price Index for Anchorage rise more than 6% 
during calendar year 1977 , the EmplJyer agrees that the above schedule 
of hourly rates shall be increased one percent for each full percentage 
point above six that the Consumer Price Index rises effecti ve February 16, 
1978, and shall be retroactive to the beginning of the calendar quarter 
in which the r i se i n the Anchorage Consumer Price Index exceeded six 
percent. 

The hourly rates for calendar year 1978 shall be the rates shown 
above, as adjusted on February 16, 1978, with the addition of 5% prepay­
ment on the cost-of-1 iving effective January 1, 1978. 

Should the Consumer Price Index for Anchorage r ise more than 6% 
during calendar year 1978, the Employer agrees t hat the above schedule 
of hourly rates, as adjusted effective January 1, 1978 , sha ll be increased 
one percent for each full percentage point above six that t he Consumer 
Price Index rises effective February· 16, 1979, and shal l be retroactive 
to the beginning of the calendar quarter in which the rise in the Anchorage 
Consumer Price Index exceeded six percent . 

The hourly rates for calendar year 1979 shall be the rates shown 
above, as adjusted on February 16, 1979, with the addition of 4 1/2% pre­
payment on the cost-of- living effective January 1, 1979. 

In all cases of wage increase prescribed in this section, computations 
will be based on the schedule of wages increased by the wages contributed 
to the Trust. 

The Union reserves the right to adjust the distri bution of wages 
between the schedule of wayes and the contribution to Health and Security 
Trust during the term of this Agreeement based on actuarially establish~d 
facts. 
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The Job Classifications are as follows: 

Wage Group IA 

Airport Maintenance Foreman 
Engineering Technician VII I 
Occupational Safety Compliance Officer 
Electrical Inspector 

Wage Group I 

Hi ghway Maintenance Foreman 
Automotive Shop Foreman 
Building Maintenance Foreman 
Equipment Operator Foreman 
Electrician Foreman 
Electronic Techn ician Supervisor 
Engineering Technician VII 

Wage Group II 

Traffic Control Equipment Technician 
Highway Mai ntenance Foreman 
Maintenance Mechanic 
Electrician 
Aircraft Sheet Metal Mechanic 
Engi neering Technician VI 
Safety Consultant 
Electronic Technician 

Hage Group ill 

Mechanic Leadman 
Equipment Operator 
Heavy Duty Mechanic 
Ori 11 er 
Trades Leadman 
Cook IV 
Engineering Technician V 
Materials Lab. Technician III 
Partsman II 
Plumbing Inspector 
Stationary Fireman III 
Aircraft Mechanic 
Party Chief 
Traffic ~ontrol Technician 

Wage Group IV 

Mechanic 
Maintenance Man 
Equipment Operator 
Plumber 
Ori 11 er 
Painter 
Carpenter 



.. 

Stationary Fireman II 
Instrumentmctn 
Inspector I II 
Higbway Engineering Technician V 
Materials Lab. Technician II 
Storekeeper I II 
Sign Painter 

Wage Group V 

Maintenance Man 
Equipment Operator 
Driller 
Engineering Technician IV 
Inspector II 
Highway Engineering Technician IV 
Housekeeping Supervisor 
Partsman I 

Wage Group '/ I 

Equipment Operator 
Labor Foreman I 
Cook I II 
Electronic Technician Assistant 
Materials Lab . Technician I 
Storekeeper II 
Head Chainman 
Ground sman Supervisor 

Wage Group VII 

Equipment Serviceman 
Equipment Operator 
Trades Helper 
Cook II 
Engi neering Techrician III 
Inspector I 
Equipment Dispatcher 
Groundsman 
Highway Engineering Technician Ill 
Materials Lab. Technician Aide II 
Stockhc.indler 
Rear Chainman 
Laundry Supervisor 

Wage Group VIII 

Laborer 
Building Custodian 
Storekeeper I 
Assistant Groundsman 
Custodial Worker II 
Laundry Wor~er II 
Housekeeping Aide III 
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Wat e Group IX 

Cook I 
Clothing Clerk 
Engineering Technician I I 
Highway Engineering Technician II 
Senior Food Service Worker 
Materials Lab . Technician Aide I 
Janitor 

Wage Group X 

Custodial Worker I 
Housekeeping Aide I 
Laundry Worker I 
Food Service Worker 

c. New employees will enter the schedule at step A ~nd shal l 
remain in that step for 120 calendar days, at whi ~h tim~ the ern~loyee 
shall be placed in step B. 

d. Former employees rehired into a job class in whi ch they held 
permanent/probatio~ary st at us for a period of six (6) consecutive 
months within two (2) years immediately preceding their rehire 
shall be moved from Step A to Step B after thirty (30) caler.dar 
days, other provisions of this Agreement notwithstanding. 

2. JOB CLASSIFICATION. The specifications of job classifi cations 
regarding skills , abilities , experience, work requirements and duties 
shall be established by the Employer. 

a. Following the s~gning of this Agreement, the parties agree to 
conduct a· study to review all class specifications and j ob descrip ­
tions of the State within the bargaining unit following which the 
State wi ll establish ne\'1 classifications wher·e necessary, delete 
cl assifications where necessary, establ i sh and adopt new class 
specifications, anrl allocate cl assifications to existing wage 
groups. In addition , the study shall include a review of the wage 
group allocations of existing classifications; disputes on the 
all ocation of existing classifications to existing ·~age groups 
shal l be resolved as provided in subsecti on b below. 

b. The following shall be the procedure for handl ing disputed 
actions on classifications covered by this Agreement . 

1. The Union shall notify in writing the Commissioner of the 
Department of Administrati on of its disagreement with the 
classific~tion of an individual position or classification 
covered by this Agreement , with a copy to the Commiss ioner of 
the operating department in which the dispute arises. Such 
notice shall include ~ull details on the signifi cant duties 
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and responsibility of the disputed position or classification, 
an analysis showing why the position or classification should 
be re-allocated and should be supplemented by examples of work 
when practical and appropriate. 

2. The Commissioner of Administration shall investigate the 
complaint, and the parties will meet within ten (10) days of 
receipt of the complaint to resolve the issue. 

3. If the issue remains unresolved, the parties shall select 
an arbitrator, as provided in Article IX, section 2 b. The 
arbitrator shall have no authority to establish a wage rate or 
classification not contained in the Agreement. The arbitrator 
shall have authority to provide retroactivity not exceeding 
thirty (30) days prior to the Union's filing of the complaint 
with the Employer. The decision of the .arbitrator shall be 
final and binding. 

c. It is understood the Employer will have need for employees 
with special skills and abilities. The Union agrees to refer 
persons possessing such skills and abilities and to honor all such 
bona fide requests. 

3. SERVICE BONUS. An employee with seven (7) years of continuous 
probationary/permanent service with the Employer shall be paid an add­
itional twenty cents (20¢) per hour above his base rate of pay, commencing 
on the first day of the pay period following the fulfillment of the 
service requirement. 

An employee with nine (9) years of continuous probationary/per­
manent service with the Employer shall be paid an additional forty cents 
(40¢) per hour above his base rate of pay, commencing on the first day 
of the pay period following the fulfillment of the service requirement. 

An employee with eleven (11) years of continuous probationary/per­
manent service with the Employer shall be paid an additional fifty cents 
(50¢) per hour above his base rate of pay, commencing on the first day 
of the pay period following the fulfillment of the service requirement. 

The , ltes listed above shall not be cumulative, and the additional 
rate listed for the specified length of continuous servic ~ with the 
Employer shall be the total amount paid for that length of service. No 
emp~oyee who is receiving a service bonus on the effective date of this 
Agreement shall suffer a reduction of that bonus through the implementa­
tion of this section. 

4. Where new types of equipment and/or operations, for whit!h rates of 
pay are not established by this Agreement, are put to use after the 
effective da te of this Agreement, within operations covered by this 
Agreement, rates governing such operations shall be subject to negotia­
tions between the parties. 

Rates agreed upon or awarded shall be effective as determ~ ned by 
tile negotiations or arbitrator. 
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If the parties cannot agree on the proper wage rate, the dispute 
will be settl ed as provided in section 2. In these cases only, the 
arbitrator shal l be authorized to establi sh a new wage and/or classifi­
cation. 

5. SUBSISTENCE. Subsistence shal 1 be calculated as a daily rate 
according to geographical location and only as a permanent work location 
at $2 . 28 per day times step-due district . 

Illustrative Place 
Names 

House Election 
Di stricts 

Ketchikan-Prince of Wales 1 
Wrange 11-Peters burg 2 
Sitka 3 
Juneau 4 
Icy Strait-Lynn Canal 5 
Cordova 6(a) 
Valdez Pipline Corridor *6(b) 
Palmer-i~asilla 7 
Anchorage 8 
Seward 9 
Kenai-Cook Inlet 10 
Kodiak 11 
Aleutian Islands 12 
Bri3tol Bay 13 
Bethel 14 
Yukon-Kuskowim l 5(a) 
Nenena-Cantwell -Healy-Livengood-Manely 15(b) 
Fairbanks **16(a) 
Eagle-Chicken-Circle-40 Mile 16(b) 
Fort Yukon ***'16(c) 
Barrow-Kobuk 17 
Nome 18 
Wade-Hampton 19 
Outside Alaska 

Steps 
Above Pay Pl an 

0 
1 
l 
0 
2 
4 
5 
l 
0 
2 
2 
2 
7 
7 
8 
9 
7 
4 
5 
9 
9 
7 
8 

minus 6 

The Election Di .stricts used are those designated by the Proclamation 
of Reapportionment Redistricting of December 7, 1961, and retained 
for the House of Representatives by proclamation of the Governor 
September 3, 1965. 

*Pipeline Corridor Defined: 
Richardson Highway - Valdez to Paxson 
Glenn Highway - Eureka to Sl ana 
Edgerton Highway - Chitina to the intersection with the Richardson 
Highway - five miles either side of the above highways between 
the cities or destinations listed shal l be the Pi peline Corridor. 

**16(a) South of Arctic Circle 
***16(c) North of Arctic Circle 

6 . PREMIUM PAY 

a . l. For all work performed on the ' employee's f irst scheduled 
day off, one and one-half (1-1/2) times the basic rate of pay 
shall be allowed. 
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2. For all work performed on the employee's second scheduled 
day off, two (2·) times the basic rate of pay shall be allowed, 
provided the employee has worked, been compensated for, or has 
been excused from working on his last regularly-scheduled work 
day. 

3. All work performed on holidays shal l be paid at one and 
one-half (1-1/2) times the basic rate of pay in addition to 
holiday pay. 

b. SHIFT DIFFERENTIAL. Employees who regularly work a 11swing 11 

shift beginning between 11:00 a.m. and 7:59 p.m. shall receive 
shift differential pay of three and three-quarter percent (3.75%) 
for all compensable hours . 

Employees who regularly work a "graveyard" shift beginning 
between 8:00 p.m. and 5:59 a.m. shall receive shift differential 
pay of seven and one-half percent (7.5%) for all compensable hours. 

c. 8nployees who are required to work under dangerous conditions 
shall receive hazard pay of seven and one-half percent (7 . 5%) in 
f0~r-hour increments so worked. Dangerous conditions shall be 
defined as working at heights more than twenty-f i ve (25) feet above 
the ground on towers, bridgework, and handlin9 explosives so designa­
ted by the Employer, antennas and transportation by helicopter 
required by the Employer. 

7. Ear.h new employee, unless otherwise designated, shall be hired as a 
probati onary employee until the end of the probationary period of sixty 
(60) d3ys. Upon completion of such period, he shall be considered a 
permanent employee and shall have seniority from his date of hire. 
Accrual and use of annual leave, holiday pay, retirement benefits, 
health iind welfare coverage and other conditions of employment shall be 
subject to other provisions of this contract . Sick leave shall be 
available as accrued and posted from date of hire. 

8. The Employer may request a f~ll or part-time temporary employee. A 
temporary employee is one so designated for one hundred and twenty (120) 
cal<!ndar days or less. Such time may be extended by mutual agreement . 
A temporary employee is not entitled to sick and annual leave, health 
and accident insurance, or pension benefits. In lieu of such entitlements, 
each temporary employee shall receive one dollar and thirty-two cents 
($1.32) for each compensable hour worked. If the employee is retained 
in permanent status, the seniority shall be counted from the original 
dijte of hire. Temporaries shall be entitled to subsistence only for 
days worked. Temporaries working four (4) hours or less per day will 
•receive one-half (1/2) subsistence pay for each day so worked . Tempor­
aries shall be covered by the holiday provisions of this Agreement . 

Temporary employees filling positions created from federal funds 
for training programs, e.g. CETA and PEP, shall not be restricted by the 
one hundred and twenty (120) day limitation, but shall be placed at Step 
B at thJt time . 
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9. PERMANENT PART-TIME EMPLOYEES. The Employer may establish a fixed 
reduced work schedule for an employee on a continuing basis when the 
employee accepts such empioyment or agrees in writing to t he schedule in 
advance. 

Permanent part- time ~mpl oyees wi l l be paid at time and one-half for 
hours worked prior to or beyond , and continuous with their regular shift 
or on early cal l-in. Permanent part- time employees will be paid holiday 
pay according to t he hours they are normal ly schedu led to work. Perman­
ent part- time employees will be covered in accordance with Article 
XXIII, section 1. Benefits for sick l~ave and annual leave, retirement 
pension pursuant to pertinent statutes and regulations, and vacation 
time shal l accrue proportionate to the benefits for full - time service. 

A permanent part-time employee working four (4) hours or l~ss per 
day will receive one-half (1/2) subsistence pay for each day worked . 
Those permanent part-time employees who work regular shifts of four (4) 
hours or less per day on a five (5) days per week schedule shall receive 
one-half (1/ 2) subsistence pay for seven (7) days each week . 

10. CASUAL EMPLOYEE. A casua 1 emp 1 oyee is one who is emp 1 oyed for not 
more than fifteen (15) calendar days. The casual employee is entitled 
to the base hourly rate specified in thi s Agreement . Casual employees 
may be employed directly by the Employer with notice to the Union District 
Office and are not subject to other terms and conditions of this Agree­
lilen t , except for the overtime provisions . 

11 . TRAINEE OR APPRENTICESHIP . It is understood and agreed that both 
parties 1Jil l consider each training or apprenticeship program individ­
ually and reach mutual agreement on wages and conditions implemented. 
The Union and State agY'ee to establish a policy for training. A commit­
tee composed of four (4) members from each pa1·ty will establish training 
procedures in all departments possible. 

·12. LONGEVITY. AS 39.27.022 shall not apply to emplo.Yees in the Labor, 
Trades and Crafts Unit. 

ARTIC LE XIV 

WORKING RULES 

1. The work week shall consi. t of thirty-seven and one-half (37-1 /2) 
hours within five (5) consecutive days , and all permanent full-t ime 
employees shall be guaranteed a fu ll work week provided they are ready, 
will ing, and able to work, unless suspended , on layoff, or leave without 
pay. 

a. It is understood and agreed between the par ti es that at a duty 
station with multiple shifts, if a majority of the employees who do 
shift \-Jork indicate by majority vote t hat rotating shifts are 
desirable> the parties agree that the requirement of five (5) 
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consecutive wcrk days as specified in Arti cle XIV, section 1, shall 
be invalid for those working rotati ng shifts at shift change time 
only. 

b. No CETA or PEP employees shall be assigned work which will 
resul t in the layoff of Local #71 employees. 

2. The Employer agrees that the employee shall be paid overtime for 
al l work in excess of seven and one-half (7-1/2) hou~s in any one (1) 
day and thirty- seven and one- half (37-1 /2) hours i n any one (1) week, at 
the appropriate overtime rate of pay. 

3. When a shift is started, no less than four (4) hours shall be 
all owed. If more than foJr (4) hours are \'IDrked , then the full shift 
shall be al lowed. Seven and one-half (7-1/2) hours shal l constitute a 
shi ft. 

4. SHOW UP TIME. Temporary employees reporting to work and not put to 
work shall receive four (4) hours pay or thei r regular shift, whichever 
is less , at their regular straight- time rate unless notified not to 
report at the end of their previous shift or two (2) hours prior to the 
start of the shift. If the second half is started, then a whole shift 
shall be allowed or their regular shift , whichever is less. 

5. STANDBY TIME . When employees are required to standby because of 
temporary breakdown or shortage of materi;i1s , temporary weather condi­
tions, or for any other cause beyond their control, no time shall be 
deducted from this period and the finishing time or shift shall not be 
extended to make up the lost time. 

6. CALL BACK. When an employee is called back to \'/Ork within four (4) 
hours after the completion of his regular shift , he sha ll be paid for 
such hours worked at the appropriate overtime rate . If he is called 
back to work later than four (4) hours after the completion of his 
shift , the employee i s entitled to a ~ninimum of four (4) hours pay at 
the appropriate overtime rate. If ~he hours worked exceed four (4), the 
employee shall be entitled to overtime pay for all such hours worked. 
If the employee is called out more than once in one four-hour period , a 
new call-out shal l not be establi shed . Work performed outs ide of regul ­
arly-scheduled hours in making runway checks in compliance with the 
Federal Aviation Administration A i rpc~t Certification Laws will be paid 
for at four (4) hours straigrt- time rate or for time worked, whichever 
i s greater. 

7. STARTING TIME. Regular starting times will be as established by the 
Employer for each operation covered by t his Agreement, and changes to 
this will be mutually agreed to by the Union and the Employer. 

3. TIDAL OPERATIONS. When it is necessary to work with the ti de, any 
such working hours may be changed at the option of the Employer to meet 
ti~~l conditions; however, when these conditions make it impossible for 
ful l shift operations , the empl oyees shall be paid for a full shift 
re9ard'less of whether a ful l shift is worked. No split shift which 
extenas into the next tide shall be worked except at the overtime rate. 
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a. FERRY TRAVEL TIME. Ferry travel time shal l be defined as 
actual time enroute betwee~ po int of departure and destination and 
shall be paid at the employee ' s regular straight- time rate of pay . 
Loading and unloading of vehicles from ferries shall be included i n 
the employee's travel time. Travel time shall not be cons idered 
time worked for the purpos~ of computing overtime. 

9. a. Authority fo r orders to employees covered by this Agreement 
will be to the employees by a management representative through a 
foreman or leadman where there is a foreman or leadman as required 
by paragraph b and c of this section and from a foreman or leadman 
to other employees performing the work. 

b. When four (4) or more empl oyees , except for l aborers in publi c 
build ings , are employed on the same shi ft or as a crew, one (1) 
shall be selected by the Employer as a. working leadman and shall be 
paid at the proper rate . 

c. When eight (8) or more employees are employed on the same 
shift or as a crew in an immediate area, one (1) shall be selected 
as a non-working foreman and shall be paid at the proper rate . 

d. When a leadman or foreman as described in section b and c is 
required by the Employer to supervise others of a Wage Grade the 
same as his own he shall be entitled to thirty-five cents (35¢) per 
hour over the base rate for the Wage Grade for al l such hours of 
supervision. Such increase shall not result in a permanent wage 
change. The appointment of such foremen or leadmen will be the 
right of managemen~, other provisions of the contract notwith­
st anding . 

ARTICLE XV 

TRAVEL AND MOVING 

1. TRAVEL AND PER DIEM. If an employee is required to travel in 
travel status, he shall be paid a minimum of four (4) hours at his 
regular straight-time rate . If the travel time is more than four (4) 
hours in any t wenty-four (24) hour period, he shall receive a minimum of 
seven and one-half (7 -1/2) hours at his regular straight-time rate . 
Travel time shall not be considered as time worked for the purposes of 
computing overtime for that particular day . 

No employee shall be required to travel for more than forty-eig ht 
(48) hours from his duty station \\lithout prior authorization and travel 
advanced funds , based on the travel time status requested by the Employer, 
and applicable per diem rates . 

2. a. When the employee i s on State business away from his duty 
station and quarters and meals are not furnished , the employee 
shall be entitled to per diem i n accordance with Section 7640 of 
the State Administrative Manual. 
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b. When employees are assigned to temporary duty stations that do 
not meet camp requirements, per diem shall be reduced $10 per day. 
The Employer will furnish heat, light, adequate cooking, sleeping, 
and lavatory facilities. 

This does not apply to Article XXI, section 8, and will be 
effective on date of acceptance. 

3. a. REIMBURSABLE TRAVEL EXPENSES. Whenever an employee is re-
quired to change his place of residence because of a change in 
assignment, promotion , or other reason related to his duties, he 
shall be reimbursed for transportation expenses in accordance with 
Section 7678 of the State Administrative Manual. 

b. In cases of new hires to duty stations not on the connected 
highway system or ferry system, one-way airfare for the employee 
only will be furnished. 

4. REIMBURSABLE MOVING EXPENSES. Employees shall be re·imbursed for 
moving expenses under Section 7676 of the State Administrative Manual. 

Transfer between duty stations and travel in exercising retention 
rights at the employee's option will be at the employee's expense. 

5. The Employer shal l insure the life of every employee against accid­
ental death while in travel status away from his duty station in the 
amount of $35,000.00 at no cost to the employee. The employee shall 
name the beneficiary. 

6 TEMPORARY TRAVEL ASSIGNMENTS . When an employee is traveling be­
tween work assignments or is temporarily assigned to work a distance of 
more than fifty (50) road miles away from his regularly-assigned work 
l ocation the Employer wi l1 pay the employee according to the following 
schedu le of allowances, providing the employee is in travel status at 
lea.st three (3) hours of the time period shown for that mea1 period. 

TlME PERIOD 

Midnight - 10:00 a.m. 
10:00 a.m. - 3:00 p.m. 
3:00 p.m. - Midnight 

MEAL 

Breakfast 
Lunch 
Dinner 

ARTICLE XVI 

REMUNERATION 

ALLOWANCE 

$ 4.25 
$ 4.75 
$10.00 

TIME CARDS. Time-card hours of employees shall not be changed 
without first consul ting with the ~mployee involved . Corrections to the 
time-card hours and subsequent pay adjustments may be made after the 
employee involved has been notified of the changes made and pay adjust­
ments expected, giving the reason for the correction and approximate 
date the pay adjustment should be made. Copies of the employee's time 
cards sha ll be made available by the Employer for inspection by the 
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employee or author ized Union representative upon ei ght (8) worki ng hours 
wr itten not ice by the Un i on to the state offi ce where t he records are 
ma intained. Refusal to furn i sh time cards as speci fi ed herei n shal l 
entitle the employee to wait- time pay of forty doll ars ($40) for each 
twenty-four ( 24) hour period thereafter . The Emp 1 ayer sha 11 not be 
required to keep t ime cards over. sixty-f i ve (65) days . Any employee 
having a di screpancy i n his time card must br ing same to the attention 
of the Union withi n forty (40) days after such discrepancy. 

ARTICLE XVI I 

CONDITIONS 

1. LUNCH BREAK. A ·1unch period of not less than thirty (30) minutes or 
more than one (1) hour sha ll be al l owed approximately midway of each 
shift. When the employee is scheduled to ·\>mrk at 'least three days on a 
ten ( l 0) hour shift the 1 unch period sha 11 be taken after approximately 
five (5) hours . If the shift exceeds t he scheduled ten (10) hours the 
emp'loyee shall be entitled to an additional meal period with pay at the 
appropriate overtime rate and not to exceed one-half (1/2) hour. The 
same principle shall apply to shifts of eleven and twelve hours. 

2. RELIEF PERIOD. All employees shall be allowed one (1) relief break 
not to exceed fifteen (15) minutes i n duration during the first (1st) 
half of the shift and fifteen (15) minutes during the second (2nd) half 
of the shift. The Union and the Employer shall mutually agree on reason ­
able rules governing the taking of such relief periods as prJvided 
herein. When working other than the regular shift, relief breaks shall 
be taken consistent with the above schedul e. 

3. PAYDAY. Thi· r:mployer agrees that payday shall be semi-monthly and 
shal l be paid un the first (1st) and sixteenth (16th) of each month. If 
the employee's payday falls on a Saturday, Sunday, or holiday, then the 
last working day before said Saturday, Sunday, or holiday shall be 
considered payday. If the employee who elects to receive his paycheck 
at home or at work does not receive his paycheck on payday or within 
twenty-four (24) hours of the close of business on payday, the employee 
shall be entitled to penalty pay of one- half (l/2) a day 1s pay at the 
straight-time rate for each day thereafter to a maximum of twenty (20) 
days, provided the employee files notice with the Employer on fo, ;:is 
provided by the State within the next regular day of business. Failure 
to provide notice to the Employer within th2 specified time period will 
forfeit claim for penalty pay until such ~ :otice is given . Empl oyees who 
have their paychecks mailed to their bani<.s shall be entitled to pena l ty 
pay only from the date of written complai nt to the Employer. 

a. ITEMIZED DEDUCTIONS. The Employer shal l itemize all deductions 
except deferred compensation on regular paycheck:. so employees can 
clearly determine the purposes for which amounts have been withheld 
and shal l i nclude the number of straight-time hours , overt ime hours, 
and dues deductions and bas ic rate per hour paid . 

b. All mai led checks sha l ~ be considered pa id t imely i f postmarked 
four (4) days pr ior t o the due date . 

23 



4. PAY SHORTAGES. Verified pay shortages shall be paid promptly after 
receipt of the employee's complaint in accordance with Article XVII, 
Section 3, and no later than fifteen (15) days _afer the written com­
plaint is received on forms provided by the State. If not paid within 
the prescribed period, the ·penalties as set forth in section 3 above 
sha ll apply. · 

5. TERMINATION PAY. When an employee is terminated, his wages, less 
terminal leave and retirement contributions, become due im~ediately and 
shall be paid during bu~iness hours no l ater than the fourth working day 
after termination. If not paid within the prescribed period, the penalties 
shall be 7 1/2 hours per day straight-time rate of pay for any day 
thereafter that the check is late , provided that the employee files 
notice with the Employer on the next regul ar day of business. Failure 
to provide notice to the Employer within the spec ifi ed time period will 
forfeit claim for penalty pay until such notice i s given. Provided, 
however, if the employee voluntarily terminates without two (2) weeks 
prior notice , the late pay penalty sha ll not apply until after the 
following pay period. Date of maili ng the paycheck shall constitute 
date of payment. · 

6. When _ the Employer prepares a written Performance Eval uation Report 
on an emp1oyee, the employee shall, at his option, have a Union repre­
sentative present during the discuss ion of said evaluation . 

The Employer agrees that , upon completion of the discussior. of the 
Performance Evaluation Report with the employee, the evaluation will be 
signed by both the en1ployee and the rater . Upon completion of the 
discussion and signing by both parties, the employee will be given his 
copy at the meeting. The employee's copy , without further written 
comments or signatures, shall constitute the written evaluation. 

ARTICLE XVIII 

HOLIDAYS 

1. HOLIDAYS RECOGNIZED ARE: 

New Year ' s Day 
Memorial Day 
Washington's Birthday 
Labor Day 
·veterans' Day 
Christmas Day 

Lincoln's Birthday 
Seward's Day 
Independence Day 
Al a ska Day 
Thanksgiving Day 

Every day designated by public proclamation by the President of the 
United States or the Governor of the State as a legal holidny. 

2. OBSERVANCE OF HOLIDAYS. A designated holiday will normally be 
observed on the calendar day on which it falls except that if the holi ­
day falls on an employee's first regularly-scheduled day off it will be 
observed on the preceding day. If the ho 1 i day fa 11 s on the emp 1oye~ 1 s 
second regularly- scheduled day off it will be observed on the following 
day. 

3. PAY FOR DESIGNATED HOLIDAYS. Any of the above-designated holidays, 
when not worked by an employee, shall be paid at the rate of seven and 
one-half (7 -1/2) hours at straight-time pay. An employee who is required 
to work on any one (1) of the designated pairt holidays shall be paid 
time and one-half for hours worked plus holiday pay as designated above. 
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ARTICLE XIX 

ANNUAL LEAVE 

1. Employee ' s vacation-time credits shal l accrue from the date of 
emploYrnent at the rate of one and one-quarter {1 -1 /4) days per month or 
majority fraction thereof for a period of two (2) years . Vacation -time 
credits , however , shall not be all0.1ed to any employee whose term of 
employment is l ess than sixty (60) days. However, any employee who has 
worked over the sixty (60) day period but who terminates prior to the 
time that a vacation is taken, shall receive credit for one and one­
quarter (1-1/4) days per month for each month \'/Orked from the incept ion 
of his employment and shall receive pay for the amount of credits so 
accumul ated. After an employee has \'/Orked for a period of two (2) 
years, section 2 of this provision shal l apply. 

2. Employees with two (2) years or more employment shall start ac­
cruing one and three-quarter (1-3/4) days per month beginning on the 
sixteenth (16th) of the first full month of the third (3rd) year of 
employment . Any employee 1ho has worked over the two (2) year period, 
but who terminates prior to the time that a vacation is due: shall 
receive credit for one and three-quarter (l-3/4) days per month for each 
month worked . · the beginning of the third (3rd) year of employment 
and shall receive pay for the amount of credits so accumulated. 

3. Employees with five (5) years or more employment shall start ac­
cruing two (2) days per month beginning on the sixteenth of the first 
full month of the sixth (6th) year of emplo.vment. Any employee who has 
worked over the five (5) year period but who terminates prior to the 
time that a vacation is due shall receive credit ror two (2) days per 
month for each month worked from the beginning of the sixth (6th) year 
of employment and shall receive pay for the amount of credits so ac­
cumulated. 

4. Employees with ten (10) years or more employment shall start ac­
cruing two and one-half (2-1/2) days per month beginning on the sixteenth 
(16th) of the first full month of the el eventh (11th) year of employment . 
However, any employee who has worked over the ten (10) year period but 
who terminates prior to the time that a vacation is due, shall receive 
credit for two and one-half (2-1 /2) days per month for each month worked 
from the beginning of the eleventh (11th) year of employmen-·· and shall 
receive pay for the amount of credits so accumulat~d. 

5. EXTENt)rD VACAT i8N LEAVE. Any emn0yee desiring extt.•nded vacation 
l eave shall secure written permission from the Employer . Such extended 
vacati on leave without pay shall not exceed fifteen (15) working days in 
any year. ·,he emp 1 oyee may 1 ot accept any other type of emp 1 oyment under 
an APSE labor agreement whi le on vacation or extended leave . Proven 
violation of this section will subject the employee to termination . 

6. Vacati ons may be taken at any time with the permission of the 
Employer whenever busine,., permits. 

' 
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7. a. Each eri1pl0yee shall take at l~ast ten (10) days annual leave 
during each calendar period beginning January 16th and ending 
January 15th of the succeeding year. Should circumstances cause 
the Employer to refuse the employee the opportunity to take the 
full ten ( 1 O) days, any unused portion of the ten ( l 0) day mandatory 
leave shall not be deducted from the employee's leave balance at 
the end of the calendar year. · 

b. Annual leave accrued but not used shal l accumulate to a maximum 
of sixty (60) days on January 15th of any calendar 1·ear. If an 
employee would have , as of January 15th, an amount of leave in 
excess of sixty (60) days the Employer may, after consultation with 
the employee, schedule such leave in excess of sixty (60) days . 

c. If an employee has an amount of annual leave in excess of 
sixty (60) days as of January 15th, such amount in excess of 
sixty (60) days shall be paid in cash . 

ARTICLE XX 

LEAVES OF ABSENCE 

1. APPLICATION FOR LEAVES OF ABSENCE. No appl ication for a leave of 
absence, as described in this Article , will be considered, unless it is 
applied for in writing and presented to the employee's immediate super­
visor for his approval in advance whenever possible. 

2. TEMPORARY ABSENCE FOR DISABILITY , ILLNESS OR INJURY. A permanent 
employee who shall be found and certified by a medical doctor to be 
unable to perform his regular assigned or alternate duties within this 
bargaining unit, as approved by the attending physician, because of 
disabling illness or injury, sha ll upon request receive a leave of 
absence without pay up to twelve (12) months but with service credit and 
seniority accumulating . If the disability continues beyond twelve (12) 
months and the employee has not returned to work , his service credit and 
seniority will be broken and terminated, unless otherwise mutually 
agreed by the Union and Employer . 

3. OTHER APPROVED ABSENCE. Permanent employees may be granted a leave 
of absence without pay for death in the family, quarantine , marriage or 
voluntary service with a government agency. Leaves of absence may al so 
be granted for other miscellaneous reasons. 

4. NON-\~AR MILITARY DUTY ABSENCE AND PAYMENT. An empl\wee who is 
ordered by the United States Selective Service System to report for a 
pre-induction physical examination is entitled to a leave of absence 
without loss of pay , time or performance rating . The leave of absence 
shall not exceed three (3) working days. 

An empl oyee of the State who is a member of a reserve component of 
the United States Armed Forces, National or Alaska Guard or Naval Militia, 
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i s entitled to a leave of absence without loss of pay, time or per­
formance rat"ing on al 1 days during· which he is ordered to training d·Jty~ 
a:i di stinguished from active duty, with troops or at field exercises or 
for instruction. The l eave cf ~bsenc~ m~Y not exceed sixteen and one~ 
half (16-1/2) working days in any calendar period beginning January 16 
and ending January 15. 

5. ABSENCE AND PAYMENT FOR JURY DUTY ANO WITNESSES. An employee who 
is cal l ed · for jury duty or who is subpoenaed to appear in court in 
Al aska as a witness wil l be compensat ed by the Employer fo r the differ­
ence between payment received fOi ' such compulsory jury duty or court 
appearance and the payment he would have received for the straight-time 
hours he was thereby required to lose from his regular work schedule but 
not to exceed five (5) seven and one-half (7-1/2) hour days per week, 
computed at hi s established basic hourly wage rate. However , when 
subpoenaed by a party other than the Employer, the employee will not be 
compensated if t he employee, the Employer or the Union is a party in the 
case, or if the employee has any direct interest or financ ial interest 
in the case. Differential payment shall be made so long as such jury 
duty or court appearance continues only upon presentation of documentary 
proof of jury duty or court appearance and the payment received there­
for. Contin:.iol·.s- service credit and duly-established seniority priv­
ileges will accumulate during such leave. 

6. ELECTIONS. If the Employer has so placed an employee that he is 
unable to vote on his off-duty time, it shall be the responsibi l ity of 
the Employer to provide time and transportation during normal working 
hours, without loss of .pay to the employee , for each permanent employee 
to vote ih federal , state, city, borough elections and Union elections 
held on the employee ' s job site. 

7. MATERNITY L[AVE. Immediately preceding and following childbirth, a 
female employee is entitled to take a total of nine (9) weeks' leave . 
This leave shall be charged first to sick leave, and i f this i s insuf­
ficient, to annua·1 leave, then to leave without pay for the balance of 
the period of nine (9) weeks . 

Upon applicati on and under extenuating circumstances, additional 
leave may be granted by the appointing authority . A physician's cer­
tificate shall be required to support the additional leave request . 
Whe:re a maternity leave of absence is taken in accordance with the 
provisions of this section, the employee shal l accumulate service credit 
and seniority duri ng such leave of absence. 

8. UNION BUSINESS LEAVE. There is hereby created a Union Business 
Leave Bank which ~hall be admi nistered by the Std te with a monthly 
report of the bi1ance an~ withdrawal s provided ~a the Union Business 
Manager . The bank shall be established by a tr nsfer of one day of 
annual leave from each employee on the payroll of the Employer on the 
date of signing this Agreement. All other employees shall donate one 
day of annual ledve w~en the employee 's bal ance is at least one day or 
more and such leave shall be transferred to the bank. 
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Wi tMrawa l requests f t~om the bank wi 11 be for pl)rposes of contract 
negotiations, executive meetings, training sponsored ~y the Union, and 
other purposes as may be determined by the Business Manager. Requests 
for withdrawals from the bank shall be made only by the Business Manager 
of tbe Union to the Director of Personnel and labor Relations on forms 
mutually .agreed by the parties and furnished by the Union. All annual 
leave transferred to the bank is final and not recoverable for recredit 
to an individual's annual leave account. 

The release of employees for Union leave from duty shall be 
handled on the same basi.~ as release from duty for annual leave. 

ARTICLE XXI 

SAFETY AND LIABILITY 

1. a. All permanent equipment mechanics in Wage Groups 3 and 4 will 
be required to furnish their own hand tools up to but not including 
socket sets of 3/4-inch drives. The employees will receive a 
monthly tool allowance of twenty-five ($25) dollars to be paid 
semi-annually. Electronics Technicians will be paid ten dollars 
(~10) per month and furnish all hand tools exclusive of complex 
testing equipment consistent with this section. 

b. No employee shall be discriminated against or disciplined in 
any manner because of refusal to work with, operate, or ride in 
unsafe equipment. Such refusal must be evidenced by a written 
report of the unsaf~ condition by the employee. If subsequently 
the equipment is deemed to be safe by the Safety Committee, dis­
ciplinary action may be taken by the Employer. 

2. All work should be executed in a safe manner. The ''Alaska State 
Safety Code'' and OSHA regulations shall serve as minimum standards. 

3. Safety devices and first-aid equipment, as may be needed for safety 
and proper emergency medical treatment, shall be provided for by the 
Employer. Each employee shall be responsible to account for the tools, 
protective clothing and equipment so supplied, ordinary wear and tear 
excepted. Non-expendable tools or protective clothing which become 
lost, damaged or str.len through the employee's proven negligence or 
deliberate act shall be replaced or paid for by the employee. 

The Employer shall furnish such safety equipment and protective 
clothing as is necessary for the safety of the employees. 

4. Not more than ninety (90) days after the signing of this Agreement, 
a safety committee composed of equal representation from the Employer 
and the Union or designa.ted employee representatives shall be created by 
the Employer to inspect all tools and equipment, review safety programs 
and training, and enforce safety practices and regulations. The safety 
committee shall have the specific authority to deny the department ­
concerned the right to operate equipment until the safety committee has 
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approved equipment and condi t ions as being safe. The safety co111T1ittee 
shall have the r i ght to retomm~nd· di scipl inary act ion for any eroploye~ 
who habi tual ly di sregards safety. practices and regulations. 

5. A safety and f i rst aid program as requi re~ by the State Safety 
Code, shal l be instituted, and regular safety meeti ngs for each depart­
ment shall be schedul ed by the Employer duri ng wor king hours once each 
month in a "tool box" or 11 lunch11 area . 

6. The Union will cooperate wi th the Employer in order to have at 
l east one (1) man i n ~ach ten (10) employed who is a trained fi rst~aid 
man. 

7. SPECIAL FIRST-AID REQUIREMENTS 

a. The Employer wi ll keep and mai nta i n fu l ly-equipped standard 
first-a id kits (as prescri bed by the National Safety Council) . 
Where equipment for isolated crews who are working remote areas or 
in areas where f~rst-aid kits are not immediately available , such 
kits shall be provided and ue accessible on each machi ne and/or 
for each crew. 

b. Every foreman or leadman in the bargaining unit shall have a 
current state-approved f i rst-aid card. 

c. Blankets and stretchers shall be maintained for the use of 
employees who may be injured. 

d. Employees whose injuries require the use of a stretcher or 
ambulance shall be accompanied to the hospital by an attendant. 

e. Immediate transportation must be provided seriously injured 
or i ll employees, and such transportation must have precedence over 
al l other transportation . 

f . The Employer shall also ·notify the Union, as promptly as 
possible, of lost-time accidents and shall furnish the Uni on with a 
copy of the Employer ' s accident report at the time such report 
is fu1·1. i '" hed to the insurance company. 

8. SANITARY REQUIREMENTS 

a. Where temporary camp housing is furnished, each man shall be 
allowed housing of approximately sixty (60) square feet of floor 
area and shall be furnished bedding and a weekly change of linen. 
Shelter-wells and similar structures shall require approximately 
ninety (90) square feet of f loor area per man. Adequate closet or 
locker space shall be provided each man, and where mor~ than two 
(2) men are housed in a single room, a locker and keys or lockable 
closet sl ill be provided each man . There shC11, be no more than 
four (4) men housed in a standard 16' x 24 ' shelter-well . Room 
attendants shal l be required to sweep f l oors and tidy rooms da i ly, 
exc luding Sundays and hol idays , and one (l ) day each week shall 
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give each room a general clean1ng, including antiseptic treatment 
of floors. The Employer shal l furnish an adequate number of washers 
and dry~rs, both in camp and in facilities arranged for through a 
third (3rd) party. However, employees covered by t hi s Agreement 
shal l be entitled to as favorable camp conditions as other employees 
employed on the project. Alberta or equal quality trailer camp$ 
are acceptable, providing the patented or similar covered walkways 
are installed. 

b. Those employees handling, preparing, or serving food will not 
be utilized Juring the same shift in cleaning toilets and urinals, 
and will n-ot be used to wash or clean floors , beds, walls, and the 
garments of patients. This does not apply to the employee's assig­
ned work area. 

c. It sha ll not be considered a violation of this Agreement where 
employees refuse to work in facilities that are not being maintained 
in a sanitary condition. 

9. SHELTER REQUIREMENTS. Warm and adequate shelter shall be provided 
for employees by the Employer in which to dry their clothes and eat their 
1 unches. 

10. EQUIPMENT REQUIREMENTS . To insure safety and to eliminate unnecessary 
occupational accidents, the Employer agrees that all equipment .shall be 
properly cabbed and screened. 

11. DRINKING WATER. Cool, clean drinking water in sanitary containers 
and disposable cups will be provided in adequate supply in close proximity 
to workers at all times. 

12. TOILETS AND URINALS. On all projects covered by this Agreement there 
shall be provided by the Employer at all times during construction, 
sanitary facilities consisting of a reasonable number of toi lets and 

. urinals. 

13. ACCIDENT BOARD 

a. Notification of all accidents concerning lost time, $200.00 or 
more property damage, suspension and reprimand, injury or fatality 
will be made to the Union office. An accident board shall be 
convened in s11ch cases and will consist of two (2) members chosen 
by the Union ui strict Office representative and two (2) members 
r.hosen by the Department involved. The accident board shall inves­
ti gate such accidents and shall render a decision as to whether it 
i s a chargeable or non-chargeable accident within seven (7) days 
following the convening of the accident boa rd . If disciplinary 
action is taken prior to the conven ing of the accident bo1rd, the 
accident board shall have authority to adjust the action taken and 
order back pay. The recommendations of the accident board shall be 
followed, unless they are deadlocked, in whi ch case the dispute 
shal l be referred to a fift:l (5th) disinterested party mutually 
chosen by the Union District Office and the Department involved 
whose decision shall be final and binding. · 
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ARTICLE XXII 

SENIORITY 

1. Duty station seniority shall be establi shed as follows: duty 
stations shall be determined by work l ocations. These work locations 
are to be categorized by location, by department , by sections within 
divisions within that department. 

It is further mutually agreed that promotions shall be initiated by 
posting of a job announcement at the job l ocation for ninety-six (96} 
hours. Postings of job openings shall be retained at the duty station 
for six months . 

It has further been understood that if an employee is temporarily 
reassigned from his permanent duty station for a period not to exceed 
one (l} year, or as mutually agreed by the parties, hi s seniority at his 
permanent duty station will not be affected . 

Duty station seniority shall not in any way affect the employee's 
overal l seniority with the Employer for the purposes of vacation, holi­
day and/or other fringe benefits . 

2. Layoffs, i ncluding layoffs caused by the elimination of jobs, shall 
be made in revese order of duty station seniority from among those in 
the classification in which the layoff occurs. If the person laid off 
in the classificction hoit.:s seniority 'in a lower classification, he may 
be returned to that classification if he is not least senior of that 
group and will assume tne wage level of the classification to which he 
is moved. \~hen an employee is promoted ~ he retains his seniority in the 
clessification he left for a period of three years, and if he has not 
returned to that classification, he lose!.> :my accumulated seniority in 
that classification. When an employee is returned to a lower classifi­
cation, he shall retain his seniority at the higher classification. 

3. Promotions , including promotions to newly-created jobs, shall be 
made in or'ier of seniority, provided the employee is equally qualified 
and competent for the proposed classification with all other employees 
in said classification and \'/hen mutually agreed upon by both the Union 
and the Employer. 

4. If the Employer should reclassify any employee to a position out­
side the bargaining unit, the employee shall be entitled to one (l} 
year's grace without loss of seniority. 

5. Extra employees shall not be given preference over regular employee:> 
for overtime under any conditions, unless mutually agreed up_pn by both 
the Union and the Employer. 

6. Seniority shall be terminated and the Employer-Employee relation­
ship sha ll be servered by the follcwing conditions: 

a. proper discharge; 

b. layoff of twelve (12) months durati on; 
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c. resignation; 

d. failure to return from leave of absence, vacation or seasonal 
layoff on agreed date, unless approval has been obtained from the 
Employer, emergenties excepted, unless otherwise mutually agreed 
upon by both the Union and the Employer. 

e. transfer to a new duty station (an employee may not be com­
pelled to accept a transfer except as provided in Article VII, sec­
tion 4). 

7. Overtime shall not be compulsory, excepting in dire emergency, and 
shall be distributed as evenly as possible among those employees desir­
ing to work the overtime. Unless otherwise mutually agreed upon by both 
the Union and the Employer, straight seniority shall govern on the 
rights of refusal. 

ARTICLE XXIII 

HEALTH AND SECURITY 

1. a. The Employer agrees to pay all insurance premiums for all 
permanent full-time employees, their spouse and dependents for 
health, dental and audio-visual insurance at the level of coverage 
afforded employees on the date of signing. Permanent part-time 
employees will l ikewise be covered, but not their dependents or 
spouse. 

b. In addition to insurance coverage paid by the Employer as 
described in section la of this Article the Employer agrees to pay 
to the Alaska Public Service Employees Trust Fund a monthly amount 
equal to twenty~two cents (22¢) per hour for each straight-time 
hour, thirt y-three cents (33¢) for each o ~ertime hour at time and 
one-half,- and forty-four cents (44¢) for each double-time hour, 
paid as wages to probationary/permanent employees for the purpose 
of Union sponsored and administered additional health insurance 
benefits. This shall include twenty-two cents (22¢) for each 
compensable hour of terminal leave; however, it is agreed that the 
payment for terminal leave hours shall not be retroactive and shall 
commence upon date of signing of this Agreement. The Union recog­
nizes that the Employer, to insure timely payment of wages due the 
employee, may be required to issue paychecks in the form of prepay, 
supplemental, or field warrants. In all cases the Union and the 
Employer agree to honor all bona fide claims for over and under­
payments due to discrepancies in hours reported. The Employer will 
furnish a monthly accounting of straight-time, overtime, and double­
time hours for eac1 probationary/permanent employee, as well as the 
list of employees who are eligible for insurance coverage as listed 
~n la . The list of eligibles shall be furnished to the Union 
Trust at the same time it is provided to the Employer's insurance 
carrier. No contribution shall be made for any penalty payments . 
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It is recognized by the parties that such payments have reduced the 
negotiated wage settlement ~Y the amounts shown in this section. 

2. EMPLOYEE LIFE INSURANCE . The Employer shall insure the life of 
every empl oyee in the principal amount of $2,000. 

ARTICLE XXIV 

PENSION AND RETIREMENT 

The employee shall enjoy the retirement benefits as outlined in the 
applicable statues relating to the Public Employees' Retirement System. 

ARTICLE XXV 

SICK LEAVE - FUNERAL LEAVE 

1. Employees' sick- leave credits shall accrue at the rate of one and 
one-fourth (1 -1 /4) days per month or majority fraction thereof; sick 
leave pay shall be based un the employee ' s actual scale of wages. 

2. Empl oyees with three-day sick leave and under shall not be required 
t o furnish a doctor ' s certification before returning to \~ork unless 
there is reason to believe mal i ngering is involved. Any employee \vith 
more consecutive sick leave days than specified above may be required to 
furni sh a doctor's certificate to the Employer , certifying that the 
employee was physically unable to perform his duties . Any employee: who 
abuses the sick leave privilege is subject to disciplinary action . 

In the event of serious i 11 ness or injury within the emp 1 oyee 's 
immediate family which requires the attendance of the employee for 
emergency care or when his presence on the job would jeopardize the 
hea 1th of f e 11 ow emp 1 oyees , the emp 1 oyee sha n be ent it ·1 ed to the use of 
sick leave provided that a physician ' s certificate may be required by 
the Employer that the presence of the employee was required or that the 
illness or injury would jeopardize the health of other employees . 
Immediate family shall be defined as father, mother, husband, wife, 
sons, daughters, brothers and sisters . 

3. The employee shall be allowed time off without loss of pay for time 
spent off the job while under the care of a dentist, for such treatment 
as provided under the health and welfare pl an. Such time off shall be 
deduct ed from the employee's accumulated sick leave credit account in 
increments of not less than one (1) hour with a minimum of two (2) hours 
for any one appointment . To be eligible for such sick leave pay , the 
employee shall nctify t1e Emr l oy~r not less than one (1) day in advance 
of such appointment. However , i n cases of emergency, the employee need 
not give no~i~: to the Employer, but must show evidence of such emer-
gency upc~ return to work . Upon completi on of such appointment or 
series of appoi ntments, the employee shall provide the Employer with a 
dentist's certificate , i n a form acceptable to the Employer, that shall 
contain the date and hour of when such appointment or series of appointments 
were scheduled and completed . 
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4. In the event of a death in the employee's immediate family, the 
employee shall be allowed up to f've (5) working days off \"lithout loss 
of pay - from anC: including the uate of death; to and inclt1ding the date 
of the funeral - for the purpose of attending the funeral. 1l:ffiediate 
family shall be defined as spouse, son, daughter, mother, fathe,·. sis­
ter, brother, mother-in-law or father-in-law. Funeral-leave time ~hall 
be deducted from accumulateu sick leave. 

5. Upon the death of an employee, any unused sick leave balance shall 
be paid in cash to his beneficiaries at his regular pay rate. 

ARTICLE XXVI 

M1SCELLANEOUS 

l. It is agreed between parties that the Occupational Safety Compli­
ance Officers under the Agreement shall be required to meet minimum 
qualifications established by the State as well as being required to 
pass any examinations to be considered for employment. The certifica­
tions of eligibles and selection procedures shall continue in force in 
the same manner used prior to coming under the jurisdiction of the 
contract. It is further agreed that effective upon date of acceptance, 
and not before, overtime worked will be computed at t he appropriate 
overtime rate. 

2. JOB DEFINITIONS 

Party Chief: A party chief shall be a qualified surveyor supervising a 
party of four (4) or more members< 

Inspector: An inspector shal l be a qualified ins pector possessing the 
required knowledge and experience to certify in writing the quality and 
quant"ity of items incorporated into the completed project. In all cases 
the use and designation of an inspector is a recognized sole management 
right. 

Instrumentman: An instrumentman shall be qualified to operate all types 
of surveying instruments and may supervise survey crews consisting of 
three (3) or fewer members. 

Chainman: Chainman shall be a qualified chain and rodman. 

Computer/Office T~chnician: An eng"ineering technician ;hall be quali­
fied in any or all of the various aspects of highway construction , 
design, or materials. He is differentiated from p.:: r.y ch·ief, instrument­
man, chainm:in and Computer/Technician by the fact he has not been tested 
and qualified in these categories. ~ 

Engineer in Training: An engineer in training is not a member of this 
bargaining group. He is a graduate engineer, in training for a super­
vi sory position with the State. The State training pr9gram requires 
that these t rainees receive on-the-job training during their two (2) 
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year training program. Nothing in the Agreement shall preclude these 
trainees from bei ng ~ssigned as . t~ey have in the past to various jobs as 
inspectors, party chiefs, and instrum~ntmen or computers for trai ning 
purposes provided that no members of this bargaining group are laid off 
as a result of these assignments. Training Program shall be defined as 
working i n addition to the regular trew. 

ARTICLE XXVII 

SEPARAB ILITY AND SAVINGS CLAUSE 

1. Should it be det~rmined that any Article of this Agreemeht i§ 
unl awful, then such Article: 

EFFECT OF LAW 

In the event that, now or hereafter, there is any directivej order , 
rul e or regulation , provision or provisions of any Agr~2menL between 
the parties , the same shall s11per~ed~ ~~ch provision or provis i ons 
and thereafter shall govern and control the relations and conduct 
of the pa~ties so long as such law, directive, order , rule or 
reguldti0n shall remain in force and effect. In the event that 
this or any other agreement existing between the parties hereto , 
now or thereafte1· requires the approval of any government authority 
before becoming effective, the same wil l and shall be subject to 
such approval. Furthermore, it is mutually agreed that withi n 
thirty (30) calendar days after such provision or provisions 
become unlawful , the parties shall meet to discuss a modification 
of such provision or provisions to comply wi th the law. In all 
other respects , the µrevisions of this Agreement shall continue to 
full force and effect for the duration of this Agreement . 

2. In the event of any conflict between this Agreement and any law, 
the terms of this Agreement supersede ~11 laws , rules, regulations and 
order s in their application to the barga ining unit. 

WAIVER 

The pat·ties acknowledge that during the negotiations which resulted 
in this Agreement, each had the unlimited right and opportuni ty to 
make demands and proposals with rPspect to any subject or matter 
not re~oved by law from the area of collective barg~ining and that 
this Agreement is the entire Agreement and include~ all col lecti ve 
negotiations during its term. 

3. MERIT SYSTEM PRINCIPLES. The par ties agree that it is thei r mutual 
intent to strengthen the merit principles in t he bargaining unit , and 
pursuant to AS 23.40 .070 (3) shall use all due diligence to maintain 
merit principles among public employees. 

Should this Agreement or any section or Article be found not in 
comnliance wi th federal meri t system standards, wher~ s11cli st anaards are 
required as cond i tions for the receipt and expend i t ure C"' federal ·::-unds, 
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t he Employer and the Union agree to invnediately convene and renegotiate 
the Agreement , section or Article to comply with such standards . 

4. GRANT-AIDED AGENCIES. Employees subject to federal provi sions 
regarding merit system requi r '.'?ments for GrantinAid Agencies sha ll be 
subject to regulations developed by the Joint Hiring Committee provided 
for in Article JV of this Ag1?.emont . Regul ations will be devel oped and 
i mpl emented for. those employees gcverning appoi ntment, promotion and 
l ayoff in accordance with federal merit system standards. 

ARTICLE XXVHI 

UNEMPLOYMENT INSURANCE 

The Employer and the Union agree to mutuall y support legisl ation as 
submitted and approved by the Admin·istratiion . 

ARTICLE XXIX 

TERM UF AGREEMENT 

1. This Ag reement sha 11 become effec t ive Janu :try 1, 1977, and sha 11 
remain i n effect until December 31, 1979 . 

2. If either party sr .~u1d choose to ne9otiate a new agreement, they 
shall contact the other pa"'ty duri ng the period between October 1, 1979 
and October 31, 1979. 

3. In case of a delay in. implemer. ting the mcinetary terms of this 
Agr ct:!ment, the Employer shall be held free o7 ai1y perta lty pay or other 
puniti ve measure. Such immunity is to apply to all ti m~ priJr to the 
date that : ~ 30 days subsequent to the date upon which Jn appropriation, 
adeqtJate and f~r the specific purpose, beccines law or alJ t irne prior to 
the date that is ~O days subsequent to dete 1~ination by a coJrt of 
competent jurisdict ! ~n that such implementation may legally be made. 

4 , This Agreement is ex£Cuted this ) 'l- day of ~J_ , 19 77, 
by the dl.1ly authori :~ed agents and re~'resentati ves ~parties hereto. 

Signed this .:l~ day of ~ 
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For Al ~s ka Pub~e 
Employee3 Local #71 (AFL-CIO) 

' 1977 . -----


