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HISTORY

Being the reprcsm tetlve of the lergest group of t U t r  employees. APfA hes 
over the yeers received consldereble Input from these employees tnd others 
enpresslng th e ir desire to withdrew from the Socle! Security system. With this 
In alnd. APtA negotietors entered Into en eqreement with the Stete of Aleske 
to jo in t ly  conduct •  Study o determine the deslreeb tllty  of termlnettng per- 
t ld p e t lo n  In the Socle! Security system for employees of the Stete o f Aleske. 
the resu lt o f th is egreement Is the report tapered  by Wlltlem H. Mercer, end 
Is referred to hereefter et the Mercer Report.

The federel lew which estebltshes the Soclel Security system provides thet e 
public employer mey withdrew from the Soclel Security system e fU r  tw • peers 
edven'e n o tlflee tlon  of wlthdrewe! is given. The Stete ef Aleske geve such 
notlftce tlon  In December, 1*75 end. unless the Stele edvlses the Soclel Security 
Adetfilstretlon otherwise, the employees o f the Stete of Aleske w ill not mete 
contributions to thet system e fte r Detevber, 197/.

This report Is not Intended to be en In-depth study o f the Soclel Security system 
but. re ther, to mek« recommndetions besed u i the Mercer Meport, e r port preperrd 
by the professlonel s te ff ef APIA, Informe'ten punished by the Soclel Security 
Admlnlstretlon, the Public (mployees Retirement System, the U .S . Smote Subcommittee 
on Aging, end other tnformetlon tethered concert.log other public employers mho 
heve wlthdrewn from the Sudel Security system. Mere Inportenlly, however, this 
reeort elso conteins e b e lle t which gives the employees ef the Stete e f Aleske 
whet mey very well be e un ce -ln e -llfe tlm e opportunity te e .p rets their went.



and need* concerning th e ir future security end retirement.

The InforiMtlon co llected  fro* th is  ba llot w ill be u*ed, as much a* Is p ra c tica l, 
to fom jla te  a l i s t  of p r io r it ie s  for the purpose of dra 'tlng leg is la tion  that 
will e f f e c tu a l th oseerlo rltle s . APEA's main lobbying e ffo r t during the 197? 
session of the leg isla ture w ill be the passage of th is leg is la tion . I f  the employees 
of the State of Alaska actually do o p to u t o f the Social Security system, assuming 
that they vote to withdraw, the benefit they may derive from that action w ill depend 
greatly on the success o* fa ilu re  o f th is leg isla tion .
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FOREWORD

Why do to  many employees want to withdraw from the Soclel Security system?
A recent survey conducted by APEA showed thet 2 /i of the epproalmately JSOO 
employees no responded to thet s vey wented to "opt-out" o f Soclel Security.
Why Is th is? is the svttem ree lly  the bed? There Is no question thet some 
employees went t> opt-out beceuse they think thet the system is "going broke." 
Others went to o, t-out beceuse they think thet e fte r  they heve estebllshed their 
AO querter e l ig ib i l i ty  they w ill be e lig ib le  for the neaimum benefits provided by 
Soclel Security ; for those employees there 1s no point to pouring more money Into 
the system since they think they w ill not get eny more out o f I t .

Roth of these groups of employees ere mlsteken. In the f 1 n t  p iece , the system 
ten -ever go broke. I t  H ,  quite Itte re lly , es stiong es the U .S . Government 
I t s e l f . Or, to put It enother wey. It  Is es Strong es the government's e b llU y  
to c o lle c t teset. Whet th is re .ns is thet the government w ill simply re H e  
Soclel Security teees whenever the system needs sore money to fund the progress 
I t  provides. At for the second group of rmpl-iyeet who think they need only *40 
quertert In," th is repurt should c le r lfy  many of their misconceptions. Hrwver,
It  Is safe to assume thet the majority of employees who went tg opt-out of Social 
Security do so because they feel they would receive greater benefits a t r e t ir e ­
ment 1f the money thet both they end the State ere pr sently contributing to 
Social Security was Invested, Instead, in the Public employees Retirement System.

There It no question thet Serial Security teaes are certain to Increase drama­
t ic a lly  tn the future now that the tesabla wage best I t  l.ed  to the Cenitmmr Price
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Index. The tax 'currently 5 .851 ) on the taxable wage base It a lto  certain to  
Increate. Although benefit! are a lto  tied to the Consumer Price Index, what 
theie bcnefltt w ill co if In the way o f Social Security taxes to Individual! 
cannot now be accurately predicted. With this "double Indexing" o f the Social 
Security benefit formula, some actuaries have projected Social Security benefit 
costs under the current system w ill reach as high as 30X to SOX of taxable pay 
In the years 2020 to 2050. That I s , for many o f us, eight to twelve times what 
we are now paying. Mr. A.M. Robertson, Chief Actuary o f the Social Security 
Administration, in a speech he gave In October, 1975, said th a t, ‘ Based on 
current pro jections 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 T ru ll Fund could be depleted by 1982."

TMC NAXIMLM BCNCHT PAYABtC TO AN 1N0IV10UAI WHO RC..RC0 AT ACC 65 IN 1976 WAS 
SJM PCR MONTH. TMC SPOUSC OP THAT INDIVIOUAl WOUID R JtlVC 50X Of THAT B U ff lT , 
A1SO AT ACC 65.

It It d i f f ic u lt  to Imagine how anyone could live on th is e*«unt of money today. 
Nevertheless, many do, although 1t I t  comxon 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 
enough to  provide shelter for these Individuals, le t alone fuoJ or any luxuries. 
So I t  I f  l i t t l e  wonder many o f them end up living out thetr lives In some old-aoe 
home or turning their Social Security checks over to some other Institution  so 
the/ can survive. I t  It a national disgrace that we, a nation of Incredl’ > 

wealth, systematically do th is to our perm it and grandparents. Perhaps, > an* 
d o u t ly  or subconsciously, th is It why many people want to get out of Social



Security . As most workers ere unable to accumulate enough wealth during their 
working years to enable them to maintain their standard of living a fter re t ir e - 
awnt, I t  would be prudent Indeed fo r any worker to take advantage o f an opportunity 
that w ill a ss is t him in providing security for his retirement.

Such an opportunity 1s now at hand. If the employees o f the State of Alaska 
withdraw from the Social Security system and, i f  the money that both the employees 
and the State trc now paying Into Social Security is  reinvested In the Public 
Employe's Retirement system, retirement benefits from P.E .R .S . can be substantially 
improved.

AN EMPLOYEE WHO RETIRED fROH STATE SERVICE ATTCR 30 YEARS WOULD RECEIVE 7SX Of 
THE AVERAGE Of HIS THREE HIGH YEARS' EARNINGS If  THE BENEFIT FORMULA WERE IN­
CREASED TO 2 -1 /21 . AN EMPLOYEE WHO RETIRED AFTER 20 YEARS' SERVICE WOULD 
RECEIVE SOS.

What may be even more Important, especially to young employees, Is that under 
the P .E .R .S . they are e lig ib le  for a pension while they are s t i l l  re la tively  
young. An Increased benefit formula could provide the means for these employees 
to advance th e ir education or to pursue other careers. In any case. I t  would 
provide any career employee a benefit » . .h  would allow him to re tire  with the 
confidence o f knowing that h it future 1s secure.



ta iw r s f f l i w  nrmpt prnwwtftT t t r t r rm  
rte t.ic t ^ t o r t t s  R fT itm rn  s m t r r o c iA t  srcuffiTr system

Me do not get a r e a lis t* : picture of what retirement benefits are worth I f  we 
corpare future Social Security benefits with future P .E .R .S . benefits . The 
ntenbers that these kind of projections produce are so in flated , few are able 
t.< recogniae th e ir re la tive value. Nevertheless, because the Mercer Report 
contains a table (sec page 10 of th is report) showing ’ estimated future monthly 
Social Security retirement benefits at age 65*, i t  is necessary when considering 
withdrawal from Social Security , that employees be able to make a comparison 
between th n e  benefits and what benefits they could receive from the P .E .R .S . 
in the future In the event o f withdrawal from Social Security.

With th is  in rind , the Comsittee has included in th is report a table (shown on 
page 7 ) showlrg estimated future monthly P .E .R .S . retirement benefits at age 55.

However, i t  must be noted that these benefits are based on a ? - 1/2X bent » formula, 
(the present benefit formula is 7S) and that these benefits would apply only to 
thos ’ hypothetical employees’  lis ted  in the two coltmwis to the le f t  of the table . 
Also, i t  should be noted that these benefits are based on the assumption that 
salaries w ill increase at the annual rate of 61. The 6? figure was used to 
parallel the assumption made In the Mercer Report, i . e .  that future increases 
in the taiable wage bate would be at the annual rate o f 6*.. (As eiplalned else* 
where in th is report the t a r  le wage base i t  the maiimw* amount of annual 
earnings subject to Social Security tea. Mow much that amount w ill be increased 
1s determined by the average increase In wages o f workers from one year to the 
M i l . )
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EXPlAHATIOH OF FUTURE RETIREMENT BENEFITS

When f ir s t  examining the table showing "Estimated Future Monthly P .E .R .S . 
Retirement benefits at Age 55", most people find It  d i f f ic u lt  to accept the fact 
that these numbers rcprese- a re a lis t ic  projection of what i t  w ill cost for 
employees who re tire  in the future to maintain the same level o f retirement 
benefits as employees who are re tir ing  now. Although these numbers are based 
on an increased benefit formula, i t  must be emphasized that most workers who 
receive these benefits in the future w ill not be e lig ib le  to receive Social 
Security benefits b.sed nn state serv ice . That I s , o f course, assuming that 
the State of Alaska withdraws from the Social Security system. I t  must a lso be 
noted that the c st of providing the increased benefit formula w ill be paid for 
with the money that is presently going into the Social Security system, and w ill 
not he an additional cost to e ither the employees or the State o f Alaska. In 
view of the fact that neither the employees or the Sate of Alaska have any control 
over what future Social Security costs w ill be, w'thdrawal from that 'ystem should 
resu lt in a savings to both the employees and employer.

When examining future retirement benefits of the P .E .R .S ., It may be useful to 
show what those benefits are worth in 1977 d o lla rs . Page 6 o f th is report shows 
estimated monthly P .E .R .S . retirement benefits at age $5, with a 2-I/2X  benefit 
formula, for employees who are e lig ib le  for retirement now. I t  can be astumrd 
that these benefits have a re la tive value equal to the future P .E .R .S . benefits 
shown on page 7.
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ESTIMATED CURRENT KOflTHLY P.E.R.S. RETIREMENT SCNEFIT

AT ACE 55 WITH 2-1/2X BEflEFIT EORI'IJIA

u
t

k mmk «>■ m
s
10

IS
20

25
.0

E lt . P .E .R .S . 
Retirement 

benefit 
3 high yr. 
average

E it . P .E .R .S. 
Retirement 

benefit 
3 high yr, 
average

E it . P.E.R.S 
Retirement 

benefit 
3 high yr. 
average

E it . P.E.R .S 
Retirement 

benefit 
3 high yr. 
average

$1S.300/vr 370.000/yr 325.000/yr 330.000/yr
1159.38 3208.33 3260.42 3312.50
5316.75 3416.67 5520.83 3626.00
3478.13 3625.00 5781.25 3937.50
3637.50 3833.3J 31041.67 31250.00
3796.88 31C41.67 31302.08 51562.50
3966.25 31250.00 31562.50 31875.00

Attumptloni:
(1 ) 2-1/2X benefit formula *** 3 high year average
(2 ) tmployec doe* not e lect lurvlvor option
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ESTIMATED EUTIJRE KQMTHIV P .E .R .S. RET1RCKEIIT BENEFIT
ATAGE 55

u
I

I
•

in Est. P .E .R .S . Est. P .E .R .S . Est. P .E .R .S. Est. P .E .R .S .
*, %• o  V Retirement Retirement Retirement RetirementeOf & m « benefit benefit benefit benefitCE L

n  •* Current salary Current salary Current salary Current salaryau v  m► ;i5 ,J 00 /y r S20,000/yr 125,000/yr $J0.C00/yr
50 5 $201.21 $263.02 $328.77 $394.52
45 10 T5J8.52 $703.95 $879.94 $1055.93
40 15 $1081.00 $1413.07 $1766.33 $2119.60
35 20 $1928.82 $2521.33 $3151.67 $3782.00
JO 25 $3226.50 $4217.65 $5272.06 $6326.47
25 JO $5181.J5 *6773.00 $8466.25 $10,159.50

■/I n tn
o  O'

: £  4 US i
1982
1987
1992
1997
2002

2007

Assumption*:
(1 ) ruturc salary Increases a t annuel r ite  o f 6X.
(2 ) 2 -I/7X  benefit formula *X* )  high year average 
(1 ) Imployee becomes ege 85 while In stete service.
(4 ) Imployee does not e lect survivor option.

Note: When compering P .t .R .S . retirement benefits to those of SocU l Security,
I t  Should be noted:

(1 ) Ihet fu ll Socle) Security retirement benefits do not begin until ege 55.
(2 ) Thet most employees w ill receive e Social Security retirement benefit

at age 65 at some leve l, in addition to the ' . ( .U .S .  benefit.
(1 ) That Social Security benefits are not subject to federal tee.
(4 ) Thet P .t .R .S . benefits ere not subject to state end local teses In A laUa. 
( t )  That P .E .R .S . benefits are not Subject to federal U s  until a fter 

retirement benefits paid U  an individual eiceed the individual's



(5 ) contributions to the P .E .R .S . system.
(6 ) That many employees w ill be In higher salary ranges before retirement 

aoc because of promotions.
I

(7 ) Employees who re tire  at age 55 under P .E .R .S . w ill receive payments
from that system for 10 years (170 months) before Social Security
benefits begin. That I s , for employees with 30 years'* service whose •
current salary Is 515,300: 55181.35 a 170 months ■ 5671,767.00 before 
Social Security benefits begin, for employees whose current salary Is 
530,000: 510,159.50 x 170 months • 51,719,140.00 before Social Security 
benefits begin. M1th a 4S annua) cost o f living adjustment, these 
10 year to ta ls would be Increased by 148t. An employee whose current 
age 1s 75 and who Is currently earning 515,300 annually, and who re tires  
from the P .E .R .S. at age 55 at 55181.35 per month, would be receiving 
57670 per month at age 65 I f  a 4 t annual, post-retirement, cost of living 
adjustment were In effer when he re tired .

Included In this report Is a t o l e  from the Hercer Report showing estimated monthly 
Social Security retirement bene Its at age 65. Although It  Is safe to assume that 
the Social Security benefits shows p  that table are correct, bat d on the assumptions
made, It  would have been helpful If  more Information had been provided concerning
Ass'/'ptton #5, la . ‘ All workers remain e lig ib le  for Social Security benefit at 
tone leve l.*  for Instance: Line I , Current age 30, In the column showing ‘ Estimated 
Social Security Retirement Benefit — Termination from OASOI (5400, to ar. Individual/
5600 with spouse benefit).

The table shows that the worker terminated frvm Social Security at age 30. At 
that time he could have had as many at 10 or 17 years In the Social Security 
system vrfitle working for the s ta te , He could tKen have continued working for the

a.



s ta te , a fte r termination from Social 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 en employer who was In the Social Security system? I f  lie d id , he would 
gain 15 more years of Social Security cred its . The next logical question Is : 
how many years did th is worker contribute to the Social Security system and when, 
during his career, did he make the contributions which entitled him to a 5400.00 
retirement benefit?



WILLIAM M.
MERCER

Estimated Monthly Social Security Retirement Benefit 
At Age 65

Table 1

Current
Aqe

Estimated 
Social Security 
Retirement Bene­
f i t  -  Continua­
tion in 0AS01

Estimated 
Social Security 
Retirement Bene­
f i t  -  Termination 
from OASDI

Social Secu­
r ity  Retire­
ment Benefit 
lo s t In 
Termination

S od a! Security 
Retirement 
Benefit Lost • 
With Spouse 
Benefit

30 S 3.824 S 400/3600* 3 3.424 S 5.136
35 S 2,793 $ 578/1867* 5 2.215 $ 3.323
40 $ 1.968 S 595/1897* 5 1.373 3 2.060
45 3 1.423 S 545/1817* 5 878 3 1.317
SO S 1.060 S 499/5748* 5 569 3 854

•with spouse's benefit
Assumptions

(1 ) future Increases In wage base at the annual rate o f 6J.
(2 ) future Increases In the cost o f liv ing at the annual 

rate o f AS.
(3 ) Spouse 1s same age as worker.
(4 )  Worker's earnings In a ll years equal or exceed the wage 

base.
(5 ) All workers rwialn e lig ib le  for Social Security benefit 

at some level.
WOTE: In cor-pertnq the benefits o f the a lternative programs to

those of Social Security , the coluan headed "Social Security 
Retirement Ocncflt lo s t  • With Spouse Benefit* should be used.



When considering withdraw*! from the Social Security system, the question of 
portab ility  Invariably arises . That Is , that benefit accrual 1s fu lly  portable 
for employees who go 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 s t i l l  may be 
e lig ib le  to receive retirement and death benefits. I t  should be noted th a t, 
currently under the P .E .R .S ., any employee who leaves state service before 
reaching retirement age and who has at least S years o f credited service w ill 
s t i l l  be e lig ib le  for a retirement pension at age SO or SS i f  he has not with­
drawn his contributions from the system ( i .e .*  deferred, vested member). Mis 
retirement benefit wt’ be based on his years of credited service.

I t  should also be noted that, should this same employee die before retirement 
and a fter leaving state serv ice , the surviving spouse may, at his or her d is ­
cretion , receive either the lump jum death benefit or the SOX Joint and survivor
option , based upon the deceased employee's credited serv ice . In addition , any
person who Is receiving a retirement benefit from the P .E .R .S . Is a lso  entitled  
to major medical Insurance coverage. But they do not accrue credited 
service when they leave state employment and they are not e lig ib le  fo r any d is ­
a b ility  benefit a fte r leaving sta ti service.

However, under the latest revisions In the P .E .R .S ., the death and d isab ility  
benefits fo r employees who e ither die or become disabled while In state service 
and whose death or d isab ility  resulted from occupational causes, are not. based 
on credited service. In the case of death, the surviving spouse w ill receive 
•OX o f the deceased employee's monthly earnings at the time of death, until such 
t1m«. I f  the d'ceased spouse had lived , he would have been e lig ib le  to re t ire .
At that time the surviving spouse w ill receive the normal retirement pension

II.



based on the deceased employee's three Mgh-year earnings, with service cred it 
up to his retirement age, had he lived.

In the case of d is a b ility , the disabled employee also receives 40S o f h i ;  current 
monthly salary until he 1s e lig ib le  for retirement. AT that time, he recedes the 
norsal retirement benefit based on his earnings at the time of disablement. The 
period of d isab ility  constitutes credited service.

I t  Is the opinion o f th is committee that I f  the State of Alaska withdraws from 
the Social Security system and I f  the reconmendatlons described elsewhere 1n 
th is report concerning death and d isab ility  benefits affecting employees who 
leave state service are Implemented, employees who leave state service w ill have 
adequate death and d isab ility  protection i f  they are not covered by Social 
Security and until such time as they may be e lig ib le  to receive these benefits 
from Social Security.

another area of concern fcr some people Is that *he Federal Government w ill 
change the law which allows public employers to withdraw from Social Security 
or they w ill use general fund revenues to support the benefits of the Social 
Security system. The reason the Federal Government allows public etaployers a 
chu ce In participating 1n S o d a )  S e c u r i ty  Is due to the fact that I t  Is 
questionable whether 1t Is constitutional for the Federal Government to force 
public employers to belong. Even If  the law Is changed. It Is doubtful whether 
It wculd apply to  public employers who had already withdrawn.

As to t ie  question of using general fund revenues to support Social Security 
benefits, th is Is quite possib le. I f  th is occurred a fter th* State o f Alaska 
withdrew from th* Social Security system, public rmployees would, In fa c t , be



paying for some Social Security benefits by virtue of the fact that they pay 
federal taxes. I f  th is were to happen, I t  Is fa ir ly  safe to assume that Congress 
would, at the same time, make some benefits available to individuals who are 
not In the system, especially when one considers that there are so many federal 
employees, and they are not 1n the Social Security system.

As previously noted in th is report, Social Security benefits are now tied to  the 
Consumer Price Index. This was done, o f course, to prevent Inflation  from re­
ducing the buying power of retired workers living on Soc i-1 Security. Now that 
this feature has b.;en in e ffect for several years, there has been considerable 
concern expressed 1n the U .V  Congress about the cost of maintaining that pro­
vision. Thus, there Is sore p o ss ib ility  that Congress nigh' put a lim it on how 
much Social Security benefits w ill be Increased due to in fla tion .

The fact that there Is no automatic cost of living allow»nce bu ilt Into P .E .R .S . 
benefits a fter retirement must be considered In regard to withdrawal from Social 
Security. I t  should be noted, however, that there Is a provision In the P .E .R .S . 
whereby the Coomlssloner of Administration may authorize a cost of living ad just­
ment for persons receiving benefits from the P .E .R .S ., provided the financial 
condition of the retirement fund car permit I t .

There Is no question but that the cost o f Social Security is going to Increase 
substantially from now on, and I t  snould not have to be pointed out that both the 
eeiploye* and the employer w ill pay the ccs t . In the event of withdrawal from the 
Social Security system, It  would not be too optim istic to assume that any savings 
to both tha employees and the State would be used to prov' r cost o f living 
adjustments to re tired  employees.



THE BOTTOH LINE 

STRUCTURE OF THE SOCIAL SECURITY BENEFIT FORMULA:
I t  1s almost Impossible to read anything about the Social Security system which
doesn't express grave concern about the future o f that system. There 1s no 
question but that the basic cause of th is concern Is the Social Security benefit 
formula. For many years It  has been apparent that re tired  workers living on
Social Security were one o the poorest classes o f people In the United States.
These people living on "fixed Incomes* were going from bad to worse as each year 
went by because o f Increases In the cost of liv in g . F inally , 1n 1972, Congress 
revised the Social Security law and established an automatic cost of living 
adjustment on Social Security retirement benefits by tying those benefits to  the 
Consuma-Price Index which re fle c ts  rises In the cost o f liv ing . At the same 
time, they also t l id  the taxable wage base to the benefit Increases; that Is , 
whenever retirement benefits are raised due to In fla tion , the ‘ ’ sable wage base 1s 
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* a lto  Increases and since the month'y benefits payable to an Individual at 
retirement age Is determined from a "schedule* based on "the average monthly 
wage*, f t  a lso  follows that as the average monthly wage Increases, retirement 
benefits a lso  Increase. This Is what Is meant by "double indexing" of the benefit 
formula. That I t ,  both the taxable wage base and the benefit are Indexed. Or to 
put It  another way, they are already scheduled.



However, net‘ her 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 tar rate which Is currently 5.85X is scheduled to increase to 
6.05X in 1978, 6.3UX in 1981, 6.45X in 19e6 and to 7.4SX 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 Increasing at a greater 
rate than are the wages o f many o f the workers who arc contributing to the system, 
and that every year more and more workers are not earning the maximum wage subject 
to Social Security tax.

Of course, 1f 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 w ill be paying ior an even < eater 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 
d irectly  proportional to what that worker pays into the system.

In view of the fact that a worker may re tire  from the P .E .R .S . a t early as age 
SO, or even ea r lie r in many catesi and

— because that worker w ill almost certain ly return to work for an employer 
who Is in the Social Security system; and 

• —because retirement benefits for career employees are substantially greater

IS .
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from the P .E .R .S . end w ill be even more so I f  the benefit formule Is In­
creased to replace any retirement benefit that may be lo s t to state employees 
a fte r withdrawal from the Social Security system; and 

— because short term s ta ff  employees would lose l i t t l e ,  1f any. Social 
Security retirement benefit; and 

- —because the Social Security retirement system contains numerous Inequities 
which are discrim inatory; and 

— more Importantly, because the cost o f Social Security 1s certain to Increase 
at a greater rate than benefits w ill be Improved;

THIS COMMITTEE CAN f!MD HO REASCN OF SUFFICIENT CONCERN TO CAUSE STATE EMPLOYEES 
TO VOTE AGAINST WITHDRAWAL FROM THE SOCIAL SEC’ RITY SYSTEM.

16.



RECOttttNOATIOMS IN GENERAL

I t  Is recommended that the employees of the State of Alaska rots *yes" to 
the question "Should the employees of the State o f Alaska terminate their 
participation  In the Social Security system?", on the condition that the 
State of Alaska 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 tmployecs.

Such money shall be used, as much as Is p ra c t ica l, to Improve and/or 
replace those benefits which may be lost to employees because of their 
non-partlclpatlor 1n the Social Security system, or as otherwise determined 
by the ta lly  of the Advisory Ballot companyIng this report.

It Is also recooitended that the employees of the State contribute to the 
Public Employees Retirement system at least part of the money they art 
currently contributing to the Socla. Security system. Such amount shall 
be c termlned, as much as 1s p ra c tica l, by the ta lly  of the Advisory B a llo t.



IKIOtt-.MmCH.HIST et.CQNSlOCBCP BEFORE VOTING TQ WITHDRAW FROM 
-THLSOCW  SECURITY SYSTCH

SEN ITS: (A) RETIREMENT
(B) SURVIVORS' BENEFIT
(C) DEATH A DISABILITY BENEFITS
(0 ) MEDICAL BENEFIT

The following discussion describe! whjt benefit! ere provided by Soclel Security 
end how wlthdrewel fro* th* Soclel Security tystcm mey e ffect »tete employee!* 
e lig ib i l i ty  for these benefit). This discussion e h o  describe! whet benefit! 
thew employee! mey be e lig ib le  to receive from the P .E .R .S . Alto Included here 
ere recerrendetlonv for Improvement end/or replecement of benefit! which mey 
e ither be lo t t  or decreesed for tome '-mloyees beceuse of wlthdrewel from the 
Soclel Security ty !te* .

■L-&JM i i m i i
— The normel retirement ege for worLert covered by Soclel Security 1i 65 yeert. 

A worker mey re tire  At *ge 6? with e penelty of 5/9 of IS for eech month thet 
he re t ire ! before h it 65th btrthdey.

•••To b i l ly  Insured,* e worker mutt heve one ‘ guerter of coverege" for eech 
yeer e fter 1950 (o r , I le te r , the yeer he reechet ege 21) or before the yeer 
deeth occur* o r , If e e r lle r , the yeer he retched ege 62.



— The maximum number of "quarters of coverage" required Is 40. The minimum 
number required Is 6 . A quarter o f coverage Is a calendar quarter In which 
a worker has earned at least $50 In wages for employment covered under th is law. 

— The "taxable wage base* Is the maximum amount o f annual earnings subject 
to S oda ) Security tax and used to ca lcu late the average monthly wage. The 
taxable wage base In 1976 was $15,300. The Social Security tax In 1976 was 
S.8SX x $15,300 • $895.

— The monthly retirement benefit payable to an individual at fu ll retirement 
age 1s determined from a “schedule" l.s ed  on the “average monthly wage."

— The "average monthly wage" Is the average wage subject to Social Security 
■tax earned by a worker over his career a fter 1950.

— The "Primary Insurance Amount" Is the monthly benefit payable to an individual 
at fu ll retirement age before application of any delayed retirement c red it .
Such amount Is determined from a schedule based on the Average Monthly Wage.

This means that an employee’ s earnings (up to the maximw* taxable wage) fo r each
year a fte r 1950 o r , If la te r , the year he reaches 21 , up to the year he Is 61,
are totaled and hen divided by that number of years. ( I f  an employee becomes 21
years of age a fte r 1950, that Is 41 years until he becomes 62. I t  Is a lso 164■
quarters of coverage: 41 » 4 • 164 .) There Is a provision In the law to drop 
(ram this to ta l the flae  lowest earning years, which means that the average monthly 
wage is based on 36 years of employment That may be Important, especia lly I f ,
In those years, the contribution to Social Security was $0. The result of a ll
the addition , subtraction and division Is (when the to ta l I t  e ’ .ided by 12 months)
the "average monthly wage."

The aiaxtmum average monthly wage possible up to 1976 was $585. The maximum retire*  
went benefit, payable to an Individual who retired before June 1976, a r t $364.



( I . e .  primary Insurance amount.) I f  the average monthly wage was one-half o f 
the maximum possible (1/2 of $585) or approx^-atoly $293, the benefit from Social 
Security would be $229. That I t  782 o f the average monthly wage, whereas $364, the 
maximum benefit. Is only 62X of $585. In th is way, Social Security retirement 
benefits are far more profitab le for those workers who do not earn the maximum 
amo t subject to Social Security tax.

w ire s  BENEFIT
A wlie or dependent husband of a re tired  worker receives 502 of the svouse's 
benefit at age 65. A wife may receive th is benefit at age 62, but her benefit 
will be reduced by 25/36 of I t  fo r each month beforn she Is 65 years old that 
the receives the benefit. A wife may receive her benefit at any age If  she 1s 
caring for a ch ild  entitled to a ch ild 's  benefit. Paymc"ts cease when either 
spouse d ies , or when they are divorced a fter less than 20 yea. s of marriage, or 
there Is no ch ild  entitled to a ch ild 's  benefit and the wife Is under age 62.

CHILD'S BCNtflT
[very ch ild o f a worker who Is en titled  to a retirement benefit w ill receive 502 
of the worker's benefit until age 18, or age 22 If  th ch ild  Is a fu ll-tim e stu ­
dent. Payments cease when the ch ild  e ither d ies , Is married, or Is no longer a 
student. If the ch ild 's  benefit Is based on his being disabled, the benefit stops 
the third month following the month he ceases to be disabled.

There 1s a lso a maximum lim it that Social Security w ill pay to any family, .hav 
lim it Is approximately 1802 of the retirement benefit. For 1976 that figure was 
1802 x $364 -  $655.
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REDUCED BENEFITS BASED JN EARNINGS

Social Security retlr-mnnt benefits ere reouced $1.00 for every $2.00 earned 
In excess of $2760 In any year. However, benefits are not reduced 1n any 
onth In which earnings are less than $230. The maximum earnings 11m<t Is  

.ub ject to possible Increase *very year based on Increases 1n the taxable 
wage base.

Income earned from stock dividends. Interest on savings, other pe. slons, 
annuities, gain or loss from the sale of capltol assets , g if ts  or Inheritances, 
or rental Income, unless you arc a real estate dealer, are not counted as earned 
Income.



to simmtn

A worker needs at least six (6 ) quarters of toverage, but not acre then 40 quarters 
of coverage, to be e lig ib le  for a Social Security retirement benefit. The 
amount o f that benefit Is determined bv the employee's ’ average monthly wage.*

Because the taxable wage base Is much greater during the worker's la te r years, 
his average monthly wage w ill be higher I f  he earns quarters of coverage Just 
before reaching aga 6S.

The. Social Security retirement benefit formula favors workers In the lowest 
Income bracket; that I s , those workers get a higher return on their money than 
do workers In higher Income brackets. The taxable wane base on which Social 
Security contributions are based 1s currently S IS ,)00 . By 19S0. based on 
assumptions regarding wage Increases, I* 1s scheduled to climb to 121 ,(00 .
There Is a lto  a b i l l  under consideration by the U .S . House Social Security Sub­
committee which w ill further increas* the taxable wage base to S2S.OOO without 
any guarantee that benerits w ill be raised proportionately. This trend w ill 
have a greater Impact on Alaskans than on ta rta rs In other states since wages 
are higher here.

Many employees In state service are e ither already vested In Social Security 
or w ill become vested In that system in ths future , regardless of Alaska's 
withdrawal from the program, because a high percentage of state employees work 
'o r  the State for less than four years. However, some employees, because o f 
their long-term employment with the State ml Alaska a fte r withdrawal from the 
Social Security system, w ill lose soar Social Security retirement benefit.



This any happen to en employr. who 1t vetted In Social Security before the State 
withdrew* from that »y*te« but who continue* 1n *tate employment for tome tie*  
(pottlb ly  10 or 20 year*) a fter withdrawal from Social Security, and who doe* 
not contribute to Social Security a fte r leaving tta te  serv ice .

If an employee retire* under P .E .R .S ., the Social Security retirement benefit 
that he would receive would be bated on the "average mcn'hly wage* he earned 
while he wa* contributing to the Social Security tyttem. It follow*, then, 
that th<* employee would receive a tra ile r  Social Security retirement benefit a t 
age (S  than he would have received had he remained In that tyttem un til h it re ­
tirement age. Thlt It true since the "average monthly wage* would have been 
higher I f  the employee had contributed to Social Security during h it h ighett- 
earnlng year* of employment.

However, I f  that employee le f t  state service a t age <0 or SO or even SS year* of 
age (regardless of whether he received a retirement benefit from P .E .R .S .) , and 
I f  he then went to work for an employer covered by the Social Security tyttem, 
that worker would then a d  quarters o f coverage to h it  Social Security earnlngt 
which would Increase his average monthly wage. This I t  especially true a t th is 
time because the ta iab le * i»c b ite  w ill normally be much higher during a worker's 
la te r years o f arployment. Consequently, an employee who leaves the Social 
Security system and later retuint ta 1t My receive, on retirement, a benefit 
only s ligh tly  reduced.

A lto , I t  must be pointed out that tingle worker* and M rrled  working women pay 
Into the Social Security system for retirement benefits they My never receive.



That 1», single workers pay for spouse and ch ild  her U s that they cannot 
possibly c o lle c t  because they are not married. A lso, a married working woman 
pays for fu l l benefits but she can only receive 50t o f her husband's benefit ,
unless he d ie s . At that time she receives her own, or his fu ll benefit, which-

:.ever Is greater. ■

(A) BtTIREHfNT

t.  P .t .B .S .
Unlike the Social Secur • cvttem, the retirement benefit that an employee 

receives from the Public Employees Retirement System 1s d l 'e c t ly  proportional 
to what that employee pays Into the syste1. State employees are currently 
contributing four and one-quarter percent o ' their earnings to the P .I .R .S .
An employee Is vested In th is  tyttem a fte r five years service. The benefit
formula I t :  I I  I  nimber of years o f service I  the average of three consecu­
tive high year earnings. Normal retirement age a fter vesting 1t SS years,
with an option for retirement at age SO. An employee who elects to re tire
before h it SSth birthday w ill lose 1/7 of I I  of his normal benefit for each 
month that he rv tlre t before his SSth birthday. That It to say, a St penalty 
for tech year of eorly retirement. A so. I t  should be noted that any employee

• .may re tire  without penalty a fter 10 years of service regardless of age. eacept 
that peace o f f ic e r s , ftramem. correct lama I o f f ic e r s , and fish  and Came fie ld  
btoTegtsts and technician' nay re t ir e  after 70 yeers ef service without penalty, 
regardless o f  ago.

>4.
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I t  I* «U o  worth noting that teachers and other employees who are required to 
hold a teaching ce r t if ic a te  have their own retirement system. Thu system Is 
th* 'Teachers Retirement System* and these employees may re tire  without penalty 
a fte r 20 years o f service regardless o f age.

employees who re tire  from state service under the P .E .R .S . may e le c t , at th e ir 
at their own opMon, any one o f three survivor options. Ordinarily, upon death 
a fte r retirement, there w ill be no continuing benefit for the spouse unless 
the employee applies foi JO days prior to retirement. Under each o f thes? 
options, normal retirement benefits are actuarla lly  reduced, with the spouse 
continuing to  receive payment a fter the employee's death In accordance with 
the plan that 1s chosen.

An employee who re tires and wants to provlle a continuing benefit to the 
spouse In the event of Ms uwn death may e le c t :

A. 761 jo in t and survivor option ; or
B. SOt jo in t and survivor option ; or
C. 66 and 7/31 last survivor option.

An employee who e lects e ither (A) or (6 ) above w ill have M s normal retirement
benefit actuarla lly  reduced based on the age of the spouse et the time of the
employee's retirement. Upon the employee's death, the spouse w ill recatve 
either 761 or 601 of his reduced pension (or l i f e ,  whichever was chosan before 
retirement.

An employee who elects (C) above w ill have his normal retirement reduced elso  
but, upon the death of e lthar employee or spouse, the survivor rete vs 66 and 
7 / I t  o f the reduced benefit for l i f e .



The difference between (C) end e ither (A) or (B) It thet retirement benefits 
under (A) end (B ) w ill not chenge on the deeth of the spouse. However, under 
option (C ) , e ithe r survivor receives 65 end 2/31 o f the reduced benefit.

In selecting eny of these options, en employee should <eep two generel prin ­
cip les In alnd: (e ) the lower the ege of the spouse e> the time the employee 
re t ire s , the greeter the reduction In the nornul retirement benefit; end (b ) 
the lower the continuing peyments to the spouse, the smeller the reduction w ill 
be io  normel retirement benefits.

Another option Is o tto  eveOeble under the P .E .R .S . celled the ‘ level Income 
option,* whereby employees who re tire  under the P .E .R .S . before they ere e lig ib le  
for Soclel Security retirement benefits, mey hove their P .E .R .S . benefit In- 
creesed un til their Soclel Security benefit peyments begin. At thet poin t, 
the P .E .R .S . benefit w ill be reduced proportlonetely. The resu lt Is e more 
‘ level Income* throughout the retirement yeers.

It  should be noted thet eny employee who leeves ste te  service mey withdrew e ll 
of his contiI but Ion plus Interest from the system. Of course, I f  he does th is 
he w ill not be e lig ib le  fo r eny benefits. Addltlonetly, there Is e provision 
In the P .E .R .S . reguletlons whereby eny employee who leeves stete service end 
wlthdrews his contributions My be rolnsteted In the system »* e l i t e r  dote 
without penelty, 1f he peys beet his contributions pins Interest.
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(s' social sccuum survivors' benefit

1. OCATH BtWEFIT
A widow or dependent widower (wno received U  least ha lf of h it support from 
h it wife) w ill receive at ape 65 100s of the ‘ primary insurance amount* the 
deceased spouse would have received a t normal retirement ape had he lived.
The "urvivor may receive th is benefit a t ape 60 with a penalty reduction o f 
approximately 1/8 of 1* for each month that the survivor receives the benefit 
before s*e or he attains ape 6‘ . This benefit stops when the turvivinp spouse 
d ie t.

A widow not en titled  to a widow’s benefit mey be en tttlaJ to a mother's benefit. 
(A widow must be a t least 60 years old to receive a widow's benefit or SO years 
of ape I f  d isab led .) A mother's benefit 1* payable to the widow o:‘ a worker who 
dies while fu lly  insured (40 quarters of civerape) or currently insured (6  
quarters of coverape in the 13 quarters period endinp with the quarter In itch
the death of the worker occurred) provided the widow 1s:

(a ) no: married
(b ) not en titled to widow's benefit
(c )  hat 1n her care a ch ild  of her deceased

husband entitled to a ch ild 's  benefit.

A woman nee. not be ape 60 to qualify for a mother's benefit. The mother's 
benefit i t  equ-1 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 d iet or remarries, or becomes en titled  to a widow's benefit, or 
no lonqer hat a ch ild  who Is en titled  to a ch ild 's  benefit.



Social Security also provides a ch ild 's  benefit fo r children under 18 years of 
age or 22 years o f age, I f  the ch ild  Is a student. E lig ib il ity  renu'rements 
and benefits are sim ilar to a mother's benefit. That (s the worker who dies 
aust be fu lly  or currently Insured.

Parents are a lso e lig ib le  for a Social Security benefit I f  they are dependent 
(receive 1f2 of th e ir support) on a worker who d ies. For the parent to be 
e lig ib le , the worker who dies must be fu lly  Insured.

In addition to the benefits already mentioned, S:>c1al Security uayt a one-time 
lump sum benefit o f $2S&.00 to the widow or widower o f a worker who dies while 
fu lly  or currently Insured.

KMtWW IIHIT OF FAMILY BEWfflTS

l ie  to ta l monthly benefit payaule to any family from Social Security Is epproxl* 
mately 1801 o f the primary Insurance amount.

(8 ) P .I .U .S . SUBVUO» M ld fIIS

MUM!
I an emplayte's death Is the resu lt of nun-occupation*I causes, and If he 
h< at least It*e years • (  se rv ice , h is beneficiary may e 'r c t  a lump sum death 
benefit ar the U l  Jntnt and survivor option , based on creslted serv ice . If 
death occurs, be lore se ban one year of se rv ice , bts beneficiary w ill receive 
a r t l u d  #4 Vis earnerIbtUImm, pkua Interest.

ai.



After one year o‘ *erv1ce, but less than fiv e  years o f serv ice , an mployee's 
beneficiary w ill receive $1000.00 plus $100.00 for ach year o f service up to  
the time o f his death, plus the balance of his contributions to the fund.

SOt JOINT SURVIVOR OPTION (Non-occuoattpnal Cause)

After five years o f serv ice , an employee's beneficiary will receive 501 o f :
2 t X the average of his three high consecutive years' earnings X the nunber 
of years service he had until the time of his death. Th.s amount Is subject 
to actuarial reduction which Is bated on the aga o f the beneficiary or bene- 
f lc la r le t .

Additional death benefits are pa/able to beneficiaries o f employees in the 
P .I.U .S . who are covered by medical Insurance and/or co lle ctiv e  bargaining 
agreements. In most cases, these benefits are limp sum payments.

P .t .P .S . OCATH BthtflT  8CfOPt AfTlPtWtWT

If death Is a resu lt of occupational causes In the performance of an employee's 
duties while In sta te  serv ice , the surviving spouse w ill receive <01 o f the 
deceased employee’ s monthly compensation at the time o f death, un til s ich • ' « ,
I f  the deceased employee had lived , he would have been e lig ib le  to re t ir e . At 
that time the surviving spouse w ill receive the normal retirement pension based 
on the deceased employee's )  high year earnings, with service cred it up to his 
f.lrem en t age, had he lived . I f  there 1s no Surviving spouse, the pension w ill 
be paid to surviving children who are under 19 years of age or 23 years o f age 
If fu ll-tim e students. Payments cease when there Is no surviving spouse or ch ild .

29.
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To be e lig ib le  to receive eny death benefit from ocla l Security, e widow must 
be a t least 60 years old unless she has a ch ild  who Is en titled to a ch ild 's
benefit. Even then her deceased spouse oust here died while "fully" or "currently"
Insured.

In the event the State o f Alaska withdraw; from the Social Security system, 
the employees most like ly  to lose th is benefit are employees who are not vested 
under Social Security and v j  die while 1n state service. These employees a<av
often be young people who m?y very well have children . Unless these employees
have been (n sta te  service for a considerable number of years, their benefit 
under the P .I .A .S . would be less than what they could receive from Social Security 
had they been covered by that tyttem. I t  Is assumed the employee d ir t  from non- 
occupational causes.

»ECtmn&ATION:

I t  1s recommended that should the State o f Alaska withdraw from the Social Security 
system, the following revision be made In the P .E .R .S .:

Ben .M clarlet o f ewployeet who have five years or more of credited serv ice , who 
die while in sta te  service before retirement, and whose death result*, from non- 
occupational causes, shall be provided the same d ath benefit as provided when 
death is a resu lt of occupational causes.

The above recwsaendatlons w ill certain ly provide greater benefits to bene­
f ic ia r ie s  o f 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 wlfa must be 6$ years‘ old to gat a fu ll benefit unless



she hts dependent ch ildren . Also, the husband w ill get nothing from Social 
Security 1f his wrrklng wife dies and he was net dependent on her while she 
was a liv e .

Under the P .E .R .S . a spouse w ill receive a pension regardless o f his or her 
age and whether or not he or she was dependent.

I t  should be noted that under P .E .R .S ., i f  there 1s no surviving spouse, th is 
same pension w ill go to a surviving minor or minors (equally divided) until they 
are age 19 or 23, I f  fu ll time students.

(C) SOClAl SECURITY (USABILITY BENEFIT

To be e lig ib le  to receive any d isab ility  benefit from Social Security an 
Individual must be unable to engage In any substantial gainful a c tiv ity  by 
reason of medically determined physical or mental 1mpe1rmen‘ which can be 
expected to resu lt In death, or has tasted, or can be expected to la s t , for 
a continuous period o f not less than 12 months. rn addition , a worker must be 
‘ fu lly  Insured’ , that 1s, have 40 quarters o f coverage (ten years) and also 
have had not less than 20 quarters o f coverage (S years) during the ten years 
prior to becoming disabled. Howcvor, special exceptions anply In the case of 
Individuals who become disabled prior to age 31 and In the case o f the blind. 
Individuals who become disabled before age 24 need 6 quarters o f coverage 1n the 
13 quarter period ending with the quarter d isab ility  occurs. Individuals vho 
become disabled between age 24 and age 33 neeii cred it for half tne period 
between age 21 and the time d isab ility  occurs.
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Tha d isab ility  benefit payable from Social Security Is based on average earnlnrs 
subject to Social Security tax a fte r 1950 with provisions for excluding lowest 
earning years based on age. The monthly benefit 1s approximately equal to the 
normal re'lrem-mt benefit computed as though the worker had attained retirement 
age. A wcrker must wait 5 months before he receives any d isab ility  payment.

The wife or dependent husband of a disabled worker receives 501 of the spouse's 
benefit a t age 62. A wife may receive a SOS benefit at any age I f  she 1s caring 
fo r a ch ild  en titled to a ch ild 's  benefit. A ch ild  of a disabled worker Is en­
t it le d  to a 501 benefit a lso . I f  he 1s under 18 years old or 23 years o ld , 1f he 
is  a student.

Maximum family benefit Is approximately 1751 of the disabled worker's normal 
retirement benefit.

(C) P .t .tt .S . DISABILITY BENEFIT

E lig ib i l i ty :

I f  an employee Incurs a physical or mental condlt on which permanently pr.vents 
him from sa tis fa c to r ily  performing the duties of h is position , or any other 
position for which he Is qualified by education and training and which is made 
available by his employer, and i f  he is not e lig ib le  to re t ire :

hon-occupstlonal d isab ility  (with 5 or more years credited service) 
Benefit: 21 I  (the average of the 3 consecutive high year earnings)

X number o f veers credited service.
n.



OR
Occupational d isab ility  (no minimum service requirement)
Benefit: 40* o f current monthly earnings while disabled or until employee 

Is e lig ib le  for a retirement benefit. Service cred it granted 
for en tire period of occupational d is a b ility  when computing 
retirement benefit. Upon the death o f a re tired  employee who 
1s receiving or 1s entitled to receive an occupational d isab ility  
pension, a surviving spouse's pension equal to 401 of his average 
monthly compensation shall be paid to the surviving spouse. I f
there Is no surviving spouse, the survivor's pension shall be 
paid In equal parts to his children who are under 19 ye r$ o f 
age o r , I f  fu ll-tim e s'udents, under 23 years o f age. On the 
date normal retirement would have occurred I f  the employee had 
lived , monthly payments shall equal the monthly amount of the 
normal retirement benefit to  which the employee, had he lived 
and continued his employment until his normal retirement date, 
would have been entitled with an average monthly compenteMcu . 
ealsted at his death and the credited service to which he would 
have been en titled .

I t  should be noted that under Social Security there 1t no d istin ction  between 
occupational and non-occupatlonal d is a b ility , but In order to receive any 
benefit a worker must have 40 quarters of coverage (10 years) and ha lf o f this 
ru st be In the 10 years prior to becoming disabled. (Unless under 3) years o f age.)

In other words, " fu lly  Insured" employees 1n state service now, who are e lig ib le
f o r a  Social Security d isab ility  benefit. I f  they become disabled , woild s t i l l

• • • be e lig ib le  for that benefit for five years a fter withdrawal from the Social



Security system. They would also receive a disability benefit from P.E.R.S.

RECOMMENDATION

It  Is therefoie reconrended tnat, should the State o f Alaska withdraw irora the 
Social Security system, the following revision be made In P .E .R .S .:

Employees In sta te  service who become disabled a fte r completing 5 or more years 
o f credited service and when such d ls ib iH ty  has resulted from non-occupatlonal 
causes shall be provided the same d isab ility  benefit as provided when d isab ility  
has resulted from occupational causes.

The most d if f ic u lt  situation that we have to deal with Is : Should the P .E .R .S . 
prev'de a death or d isab ility  benefit to survivors or dependents o f individuals 
v.to e ither die or become disabled a fter they leave state service but may not be 
e lig ib le  for death or d isab ility  benefits from Social Security because of the 
State 's withdrawal from that system?

When answering th is question, i t  should be remembered that even under Social 
Security a worker must be both "fully" and ‘‘d isab ility '' Insured In order for 
him or his deperjents to be e lig ib le  to receive any d isab ility  benefit. In the 
case 01 death a worce- must be e ither "fully" er "currently" Insured, for his 
dependents to be e lig ib le  for death benefits.

Nevertheless, there are undoubtedly some employees who are presently e lig ib le  
for Social Security death and d isab ility  benefits who w ill te e lig ib il i ty  
fo r some of these benefits a fter they leave state service and after the State 
has wtthdra-n from the Social Security system.

M.



For example, le t us assume:

1 . A worker who Is fu lly  Insuret' under Socla' Security leaves 
state service and then d ies . What benefits are lost?

(a ) The widow or widower o f a dependent worker w ill lose 
no e lig ib i l i ty  for retirement benefits a t age 65 be­
cause of withdrawal from Social Security.

(b ) The widow w ill s t i l l  be e lig ib le  for a mother's or a rh lld 's  
benefit.

2 . A worker who is fu lly  Insured under Social Security leave- state 
service and then becomes disabled.

(a ) The worker or his dependents w ill lose no d isab ility  benefits 
1f the worker had 20 quarters o f coverage during the 10-ycar 
period prior to becoming disabled. That 1s to say, a fu lly  
Insured worker Is s t i l l  e lig ib le  for Social Security d isab ility  
benetlts for five years after he stops ccn trltu tlon  to that 
system.

Sunmarlzlng the above examples, we find that the benefits lo s t to fu lly  Insured 
Individuals who leave state service after withdrawal from the Social Security 
S'ttem depends on the ir ''d isab ility" Insured status. I f  these Individuals, a fter 
leaving state serv ice , go to work for an employer who Is In the Social Security 
system, and 1f they had lost their "d isab ility* Insured status by the time they 
le f t  state serv ice , they would again be "disab ility" Insured under Social Security
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in 5 /ears i f  31 years of age or o lder. I f  under age 31, they may be again 
e lig ib le  in only 1-1/2 years depending on age.

Another question that must be considered is  the problem of employees who leave 
sta te  service and are not covered by Social Security .

For instance: An employee enters state service a fter Alaska withdraws from 
Social Security and never contributes anything to that system. There are two 
major concerns regarding these employees:

1 Many o f these employees who leave state service w ill have 
dependents who need protection : and

2 . What meaningful protection can the P .E .R .S . provide for these 
employees that is fa ir  and equitable, not only to those employees 
who leave state service but to the r st who stay with the sta te .

RfCOHMtNPATION

This Conroittce reconrocnds that in the event the State o f Alaska withdraws from 
Social Security system and, i f  the majority of emp.oyees, as indicated by the 
ta lly  of the Advisory Ba llo t accompanying th is report, vote to provide death 
and d isa b ility  protection for employees who leave state service before re t ir e ­
ment, the following revisions be made in the P .E .R .S .:

When considering the following recoaroendattons i t  should be 
remembered that employees in state service pay for these 
benefits every month.

Employees who, a fte r completing at least five years of credited service and 
who then leave state service, shall remain e lig ib le  fo r death and d isab ility ' 
benefits from the P.E R.S. for a period not to exceed ten years from the
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e ffective  date of the ir termination from stete serv ice . The amount o f death 
or dfsab.'Htjr benefit shall be based on the employee’ s earnings at the t ire  o f 
termination from state service.

Such e l ig ib i l i ty  shall be 1n e ffect only when o f the following requirements 
are complied with:

1 . The employse Is not e lig ib le  for retirement under P .E .R .S .

2 . The esipluyce or his beneficiaries must provide proof o f 
d isab ility  or death as required by the Division of Retirement.

3 . The ewnloyee must leave his contributions In the P .r .R .S . when 
he leaves state service.

4 . The employee must make contributions to the P .F .R .S . on a monthly 
basis ur to the time of his death or d is a b ility . The amount of 
such contribution shall be determined by the Division of Retire* 
mcnt. Such amount shall bo the cost of those benefits, determined 
on an actuarial basts ( i . e .  the same amount that employees In 
statu service w ill be required to pay, 1f the recoesnendatlon 1s 
Implemented).

The employee may authorise 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 e lig ib le  for retirement under the P .E .R .S .

5 . Benefits under this section cease under the same conditions
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affecting employees in state serv ice .

I t  is  also recommended that the provision which presently exists in the P .E .R .S . 
(section  39.2S.420) Insofar as it  affects a deferred vested menber o f the P .E .R .S ., 
he maintained. That is ; i f  the -"eath of a deferred vested member occurs before 
appointment to retirement and a fte r completing a? least 5 y iars o f credited 
serv ice , the surviving spouse may, at his or her d iscretion , receive e ither the 
lump sum death benefit or the SOX jo in t and survivor option based on credited 
service to the date ol the employee*', termination from state service.

However, no employee may simultaneously receive a pension under more than one 
section of the P .E .R .S ,

(0 ) SOCUl SECURITY HfOlCAl BENEFIT

The fu ll level o f Social Security hospital insurance benefits is available to 
any individual who is age 65 end is rocel.lng any retirement benefit from 
Social Security. In addition , supplementary medical Insurance benefits are 
availab le , on an elective basis , to any individual who Is e lig ib le  (o r hospital 
insurance. This means that any individual who is e lig ib le  for Social Security 
retlrtnent benefits at any level w ill lose no Social Security mcdtca1 care 
benefits because of withdrawal from the Social Security system. However, It 
east be notet that Individuals who re tire  early are not e lig ib le  for Social 
Security amdlc*1 benefits until they reach ago 66.

It 1s possible that seme wit vidua Is who become disabled while eeiployed by the 
late or a fte r leaving state service may not be e lig ib le  for Social Security
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medical benefits . Medical benefits are provided for any Individual who Is under 
age 65 and has received Social Security d isab ility  benefits for a t least 2 years. 
That 1s to say, the Individual must be both fu lly  and currently insured.

‘ RECOWENOATION

tt (s the opinion o f th is Committee th a t, should the recommendations given In 
the previous section of th is report a flc ttln g  employees who leave state service 
be adopted, no other changes be made In the P .E .R .S . affecting these employees.

(0 ) P .E .R .S . MEDICAL 9ENEHT

Employees who re tire  from state service receive the same medical coverage that 
they received before retirement.

RECOMMENDATION

As most employees w ill be e lig ib le  for Social Security medical benefits a fter 
retirement based on e ither serv c e ’wlth the sta te  or service with other employers 
and, because employees who re tire  from state service receive medical insurance 
covcrane from the P .E .R .S ., no changes are recommended In the P .E .R .S . affecting  
employees who re tire  from state service.

i> temporary employees

Twporary employee* do not participate 1n the P .E .R .S . However, they do contrl* 
bute to the Social Security system and thus, earn 'quarters of coverage* In
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that system. Nevertheless, because the turnover rate of these employees is  ex­
tremely high. I t  Is not desirable to include them in the P .E .R .S . This would 
Increase the administratlvw burden of that system substi.s; a lly . I t  Is , however, 
desirable to provide some benefit coverage fo r these employees.

RECOhWENOATlON

This Committee recommends that, In the event the State o f Alaska withdraws fm *  
the Social Security system, the State of Alaska shall provide a lump sum de>th 
benefit to beneficiaries of temporary employees who die while In state service. 
The amount o f such benefit shall be equal to  one fu ll year's salary computed as 
though th-. mployee had worked 12 continuous months.

The State o f Alaska shall also provide a d isab ility  benefit to temporary 
employees who become disabled while In the employ of the state and when 
such d isab ility  has resulted from occupational caus*s. The d isab ility  
benefit f lv l l  be equal to *0t of the disabled employees' monthly salary 
at the time d isab ility  occurs. D isab ility  benefits begin the f ir s t  month 
followtnq the month d isab ility  occurs. The la s t payment shall be for the 
month In which: (1 ) The death of the disabled employee occurs; or (21 The 
month in which the disabled employee recovers from d is a b il ity ; or ( ) )  The 
month 1n which the disabled employee ceases to be e lig ib le  for d isab ility  
benefits under the Social Security A ct; or (4 ) The month the disabled 
employee becomes ettq lb le  to receive a retirement pension from the P .E .R .S . 
(bated on p rio r serv ice ).
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6 . G . U .  LVALUATION QUL'STIONIJAIRE

j Q 3 o f  t h e  5 , 1 8 7 ,  o r  e l e v e n  ( 1 1 )  p e r  c e n t ,  A l a s k a  P u b l i c  Em­

p l o y e e s  A s s o c i a t i o n  members o f  t h e  G e n e r a l  Gove rnmen t  U n i t  r e s p o n d e d  

t o  t h e  b a l l o t s  s e n t  o u t  i n  t h e  ' R e p o r t  t o  A l a s k a  P u b l i c  E m p l o y e e s  on 

S o c i a l  S e c u r i t y  W i t h d r a w a l . '  The f o l l o w i n g  i s  a b r e a k  down o f  t h o s e  

r e t u r n e d  G .G .U .  m embe r sh ip  b a l l o t s :

1 )  Do y o u  f a v o r  w i t h d r a w a l  f r c m  t h e  S o c i a l  

S e c u r i t y  s y s t e m .

A)  4 8 0  o r  825 i r e s p o n d e d  y e s

B )  9 5  o r  1 6 2  r e s p o n d e d  no^

C) 8  o r  12  had no o p i n i o n

2 )  I f  y o u  v o t e d  y e s  t o  t h e  f i r s t  q u e s t i o n ;  i s  y o u r  

v o t e  b a s e d  on  t h e  c o n d i t i o n  t h a t  t h e  money  wh ich  

t h e  S t a t e  o f  A l a s k a  and t h e  e m p l o y e e s  o f  t h e  S t a t e  

o f  A l a s k a  a r e  c o n t r i b u t i n g  t o  S o c i a l  S e c u r i t y  be 

u s e d  t o  im p r o v e  t h e  b e n e f i t s  o f  t h e  P u b l i c  E m p l o y e e s  

R e t i r e m e n t  S y s t em .

A )  4 1 5  o r  7 1 2  r e s p o n d e d  y e s

B )  6 3  o r  1 0 2  r e s p o n d e d  ih)

C )  1 0 5  o r  1 8 2  had iw  o p i n i o n

3 )  P l e a s e  i n d i c a t e  o r d e r  o f  p r i o r i t y :

F i r s t  p r i o r i t y  mark / I I ;  s e c o n d  p r i o r i t y  m a r k

# 2 ;  t h i r d  p r i o r i t y  m a r k  # 3 ,  e t c .  I f  y o u

a r e  o p p o s e d  t o  any  i t em s  ma rk  n o ,  w r i t e  a d d i t i o n a l

comments  on  t h e  back  o f  t h e  b a l l o t .

A)  I n c r e a s e  r e t i r e m e n t  c o m p e n s a t i o n  t o  2  1 / 2  p e r -  

c e n t  f o r  ea ch  y e a r  o f  c r e d i t e d  s e r v i c e .



B )  Equa l  b e n e f i t s  f o r  o c c u p a t i o n a l / n o n  o c ­

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

C )  I n c r e a s e  d e a t h  and d i s a b i l i t y  b e n e f i t s  t o  

50% o f  m o n t h l y  e a r n i n g s .

D)  A i l  s t a t e  em p lo y e e s  become e l i g i b l e  f o r  r e t i r e -
. ’•

men t  a f t e r  2 0  y e a r s  c r e d i t e d  s e r v i c r t .

F )  E x t e n d  d e a t h  and  d i s a b i l i t y  b e n e f i t s  t o  

em p lo y e e s  who l e a v e  s t a t e  s e r v i c e .

F )  P r o v i d e  d e a t h  a n d  d i s a b i l i t y  i n s u r a n c e  

f o r  t e m p o r a r y  e m p l o y e e s .

G e n e r a l l y ,  v e r y  l i t t l e  comment was r e c e i v e d  on  t h e  b a c k  o f  t h e  Ad­

v i s o r y  B a l l o t s .  B e l ow  i s  a c r o s s  s e c t i o n  o f  t h e  m o s t  s t a t e d  commen t s .

1 .  1 w o u l d  p r e f e r  o t h e r  a l t e r n a t i v e s  t o  p u t t i n g  t h e  m on i e s  

i n t o  o u r  l e t i r e m e n t  f u n d .  One o f  my a l t e r n a t i v e s  w o u l d  n o t  

be  t o  j u s t  r e c e i v e  t h e  e x t r a  m on i e s  as  c a s h  o n  e a c h  m o n t h l y  

p a y c h e c k .

2 .  I b e l i e v e  t h e  2 0  y e a r  r e t i r e m e n t  o p t i o n  i s  o f  v i t a l  im­

p o r t a n c e  a s  o l d e r  em p lo y e e s  w i l l  l o s e  a min imum o f  s o c i a l  

- e c u r i t y  i n come  and y o u n g e r  e m p l o y e e s  w i l l  h a v e  an o p p o r t u n ­

i t y  t o  q u a l i f y  f o r  b e n e f i t s .

3 .  1 w o u l d  l i k e  t o . s e e  r e t i r e m e n t  c o m p e n s a t i o n  i n c r e a s e d  t o

3 %  f o r  e a c h  y e a r  o f  c r e d i t e d  s e r v i c e .  A d d i t i o n a l l y ,  r e t i r e -
%

men t  c o m p e n s a t i o n  s h o u l d  be a d j u s t e d  tw i c e  a n n u a l l y  t o  com­

p e n s a t e  f o r  c h a n g e s  i n  t h e  Consumer  P r i c e  I n d e x  ( C . P . I . ) ,  

s i m i l a r  t o  F e d e r a l  C i v i l  S e r v i c e .  A l s o  t h e  numbe r  o f  y e a r s  

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

f i v e  ( 5 )  t o  two ( 2 )  y e a r s .



4 .  I  f e e l  an a u t o m a t i c  c o s t  o f  l i v i n g  a l l o w a n c e  s h o u l d  be 

- b u i l t  i n t o  P . E . R . S .  b e n e f i t s  a f t e r  r e t i r e m e n t ,  i r r e g a r d l e s s  

o f  w h e t h e r  o r  n o t  t h e  S t a t e  o f  A l a s k a  w i t h d r a w s  f r o m  t h e  

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

d i s c r e t i o n  o f  t h e  C om m is s i o n e r  o f  A d m i n i s t r a t i o n .



SUPERVISORY UNIT e v a l u a t i o n  q u c s t i o n a i r -
• •

• ••• .
•

16b  o f  t h e  8 1 6 ,  o r  tw e n t y  ( 2 0 )  p e r  c e n t ,  A l a s k a  P u b l i c  E mp lo y e e s  

A s s o c i a t i o n  members  o f  t h e  S u p e r v i s o r y  U n i t  r e s p o n d e d  t o  t h e  b a l l o t s  

s e n t  o u t  i n  t h e  ' R e p o r t  t o  A l a s k a  P u b l i c ,  Emp lo y e e s  on S o c i a l  S e c u r i t y  

W i t h d r a w a l . '  The f o l l o w i n g  i s  a b r e a k  down o f  t h o s e  r e t u r n e d  S . U .  

m em be r s h i p  b a l l o t s :

1 )  Do y o u  f a v o r  w i t h d r a w a l  f r o m  t h e  S o c i a l  S e c u r i t y  

S y s t em .

A )  147  o r  0 9 ?  r e s p o . - d e d  yes^

B )  14 o r  8 2  r e s p o n d e d  no

C )  4 o r  2 %  had no o p i n i o n

2 )  I f  y o u  v o t e d  y e s  t o  t h e  f i r s t  q u e s t i o n ;  i s  y o u r  v o t e

b a s e d  on t h e  c o n d i t i o n  t h a t  t h e  money w h ic h  t h e  S t a t e

o f  A l a s k a  and  t h e  em p l o y e e s  o f  t h e  S t a t e  o f  A l a s k a■

a r e  c o n t r i b u t i n g  t o  S o c i a l  S e c u r i t y  be u s ed  t o  im p r o v e  

t h e  b e n e f i t s  o f  t h e  P u b l i c  E m p lo y e e s  R e t i r e m e n t  S y s t e m .  

( P . E . R . S . )

A )  1 2 9  o r  7BS r e s p o n d e d  y e s

B )  16  o r  9 2  e s p on d ed  no

C )  2 0  o r  12X had no  o p i n i o n

3 )  P l e a s e  i n d i c a t e  o r d e r  o f  p r i o r i t y :  F i r s t  p r i o r i t y  

m a r k  # l j  s e c o n d  p r i o r i t y  ma rk  # 2 ;  t h i r d  p r i o r i t y  

m a r k  f 3 ,  e t r . I f  y o u  a r e  o p p o s e d  t o  a n y  i t e m  ma rk  

n o ,  n o t e  a d d i t i o i a l  c o omen t s  on  ba ck  o f  b a l l o t .

A )  I n c r e a s e  r e t i r e m e n t  c o m p e n s a t i o n  t o  2 1 / 2 2  

f o r  e a ch  y e a r  o f  c r e d i t e d  s e r v i c e .

B )  A l l  s t a t e  em p l o y e e s  become e l i g i b l e  f o r



• retirement after 20 years credited service.

C) Equal benefits for occupational/non-occupational 

death and disability.

D) Increase death and disability benefits to 

SOX of monthly earnings.

E) Extend death and disability benefits to 

employees who leave state services.

F) Provide death and disability insurance for 

temporary employees.

Contrary to the General Government Unit, the Supervisory Unit 

provides more comment on their Advisory Ballots. Below is a cross 

section of their comments.

1) I believe that prior to unilaterally transferring Social 

Security payments to P.E.R.S., a study should be conducted 

to determine the wage percentage necessary to parallel 

Social Security benefits.

2) Contributions now going to Social security should be used 

to increase payments to P.E.R.S. —  both state and em­

ployee contributions should be increased in the future

by the amount Social Security contributions would have 

increased. If, in the future, the P.E.R.S. fund improves 

its position, benefits for retirees should be increased; 

no decrease in contributions should be allowed the '•tate 

or employees.

3) 1 am currently (1976) putting 622 of the amount I am 

putting into P.E.R.S. in F.I.C.A.. Iu other words for 

every one (1) dollar 1 put into P.E.R.S., I am also 

putting $.62 in F.I.C.A. If the state is also cunt>1-



••
buting to F.I.C.A. at the same rate that I am (an assump­

tion), then 1 don't sec how channeling all of it to
i

P.E.R.S. will only increase the benefit formula from 2% 

to 2 1/2%. I th*nk we need more facts on this magic 

number (2.5%) before we divert our investments to P.E.R.S.

4) I would like to see retirement based on 3% for each year 

of credited service, with possible a 75% of top three 

years ceiling. This should be affordable if we opt-out 

of Social Security.

5) Being a Supervisor and concerned about v/hat the legis­

lature is attempting to do v/ith our Contract that was 

executed, at least by the Supervisors, in good faith 

leads me to believe that if we concur with the admin­

istration in dropping out of Social Security will we

derive any benefits from this change? They could, as
m •

they arc attempting to do with the Supervisors, give 

lip service to encourage an agreement then the next session 

revise it to our loss. Without and iron-clad irrevocable 

agreement my opinion is to soy no. If they ag.ee to the 

iron-clad bit I'd be agreeable. How about a commitment 

from the Administration before putting this to a vote.

6) Have sick leave not used, credited toward retirement at 

the time of retirement.

l


