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NORTH SLOPE BOROUGH SCHOOL DISTRICT
Pouch 169 « Barrow, Alaska 99723 «(907) 852-5311 « FAX (907) 852-5984

Patsy Aamodt, Superintendent

Nunamiut Wolves -
Nremiul Stool April 1, 1992
Box 21079
AeMK Ress,
Alda 921
-2 Senate Finance Committee Members

197) &l-342 .

. Room 516/518 Capitol
wa%&y% Senate Finance Room, 5th Floor
Wﬂh!l?%&ﬂ Juneau, AK 99811
gg&ﬁmﬁ

@635

Dear Committee Members:

Barrow Whalers
Eﬂ;g&ﬁj“' We very much appreciate the hard work and soul searching
Baroy, Aleda 9723 you are going through during this time of financial
@) &2-&m uncertainty. As you deliberate and make decisions, please
BMS Wolves remember that the most important duty the state has 1is
Brronicle Sl insuring a quality education for its children. They are
Roch 880 the ones who will be responsible for seeing to it that our

Bnow. Aleda 9723 i i i ili i
Q-G8 state maintains its stability in the future.

Arctic Fox On behalf of the children of the North Slope, the School

Ared ek Board Legislative Committee has established the following

gﬁgp&nu priorities for the remainder of this legislative session:

B, Aleda 9723 . . .

@nE-4711 1. Increase the instructional Unit value to
$63,000.

Kaveolook Bams

Haroldkaveolack

Box 10 2. Passage of HB516 which would allow districts to
Keaoak, Aledla 9747 lay off tenured teachers based on program needs
during times of fiscal crisis.

@ a6l06717
Nulgsut Trappers 3. Passage of HB471 or one of the other bills
it relating to the state paying a portion of teacher
e , Aleda 99780 retirement costs.
AN A06712
FAX @) 836321

4. Passage of HB"3"26~which would grant teaching

**.dememHS certificates to teachers on certain limited fields
Ao including Alaska Native language or culture.
Rt

. Aleda 9766 . . .
2000 (0r 63 5. Passage of SB337 which would allow districts to

FAX @) 38270 participate in an early retirement incentive.

Sdool
%’tr)n/ by, Alda 970
R
@) sB23
Alik Huskies
Ak Sl
3x10
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NSBSD

We ask that you give these priorities your most serious
consideration.

o7 -
. s'-r -
Roy t~geak, President /| Patsy Aamodt
NSBSD School Board \ Superintemdent
/7~ C f - f-
Charlotte Brower Edith Vorderstrasse

CC:

Senator
Senator
Senator
Senator
Senator
Senator
Senator

Jalmar Kerttula, Co-chair
Pat Pourchot, Co-chair
Jim Duncan, Vice-chair

Al Adams

Lyman Hoffman

Dick Shultz

Rick Uehling



ALASKA ASSOCIATION OF ELEMENTARY SCHOOL PRINCIPALS
n n ALASKA ASSOCIATION OF SECONDARY SCHOOL PRINCIPALS
- - ALASKA ASSOCIATION OF SCHOOL ADMINISTRATORS

* ALASKA COUNCIL OF SCHOOL ADMINISTRATORS

326 Fourth St.. Suite 408. Juneau. AK 99801-1101 (907) 586-9702 FAX (907) 586-5879

Position Statement
Senate Bill No. 337

The AlaskA Council of School Administrators is in support of Sente Bill
No. 337, "Relating to retirement incentive programs for the public

employees'.

Because of the continued concerns for budget reductions, the state's long
term revenue outlook, and the success of previous incentive programs, we
feel the implementation of a retirement incentive program would again
provide the necessary stimulus for those eligible to retire under this
program to do so. And in the long term, it would produce a significant
savings to the state and local school districts.



Alaska Public A P E A
Employees Association

Slate Headquarters: 340 N. Franklin, Juneau. AK 99001 (907) 586-2334

FEDERATION OF PUBLIC EMPLOYEES/AFT/AFL-CIO

January 27, 1992

Senator Jim Duncan
P.0. Box 020690
Juneau, AK 99802

Re: Retirement Incentive Program, SB 337
Dear Senator Duncan:

This is to reiterate our support for your bill implementing a
Retirement Incentive Program for employees of the State, political
subdivisions and school districts. We believe that the program 1is
a sensible and humane method of cutting jobs and saving money.
Past programs have proven effective and, given the economic and
political climate, we have no reason to believe this won"t be
either. It is a win-win situation for the public employer and the
State.

Thank you for introducing and supporting this legislation,
APEA/AFT fully supports it.

Very truly yours,

Bruce 1. Lu
Business Manager

Fairbanks Flald Ollica Anchoraga Fiald Oflica Junaau Flald Ollica
025 Collaga Road 033 Qamball Strati, Sulla A 227 4lh Straal
Fairbanks, AK 99701 Anchoraga, AK 99501 Junaau, AK 99001

Talaphona: (907) 450-5412 Talaphona: (907) 274-1600 Talaphona: (907) 500-0305
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Advocatesfor Alaska's Youth

SB 337

E arly retirem ent program

AASB Position

The Association of Alaska School Boards (AASB) supports SB 337, "An
Act relating to Retiren ent Incentive Program (RIP)" with the local option
for school districts to determine if participation in the program is desirable
and beneficial.

Diversity and the local option to participate

Individual school districts are unique entities that reflect the desires and
needs of their local communities. As such, the programs and services
that receive priority in one district may not reflect the desires of a
neighboring district.

The ability of a school district to weigh the short term benefit of the
proposed retirement incentive program against rts long term goals is
critical when addressing the program needs of students and the fiscal
uncertainties that all Alaska school districts face.

SB 337 with the local option will provide school districts the opportunity
to review its present personnel costs and determine if economies will
create a positive financial and programmatic impact.

AASB urges your favorable support for SB 337.

2/92
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Representative Dave Donley
Chairman Judiciary Committee
House of Representatives
State of Al aska

Room 120

Capi tol

Juneau, Alaska 99801

Dear Representative Donley,

SB 33? is being held 1in your committee and 1 would 1like to
be able to make some recommendations tor your
cons iderat ions.

I am a school district classified employee and have been tor
the past 12 years as a head secretary. I have a personnel
action torm that states that |1 work 203 days a year. The
school calendar tor the certiticated employees 1is tor 188
days tor which they receive a credit with the State ot
Alaska tor a year ot service toward retirement.

The State ot Alaska chooses to recognize we classified
employees as tull time and they they choose to recognize us

as part-time. All State agencies need to recognize us as
tull time employees. We have a job the next school year,
but the school district chooses to give us a personnel

action torm 1instead ot a contract. The personnel torm is

given betore the beginning ot the next school year, so we
receive notification of continuing employment.

For retirement benefits, the State of Alaska chooses to
recognize us as part-time employees. So we have to work
into part of the next year in order to be credited with a
year employment.

What 1 am trying to do with <chi= letter 1is give you a
background as to the statement that |1 would 1like to make
aoout SB 337.

We classified employees are listed under municipal employees
for retirement purposes ana need to retire on or oefore

February 1, 1994. My personnel action form will be for the
whole school year which would end approx imate i the first
two weeks in June of 1994. Teachers will be able to fulfill

their contract and not Jleave the middle- of the school year,
university employees will be able to fulfill their contract
and end their school year. State employees will retire the
1st of July which ends of fiscal year for the State. All
employees ir the State of Alaska are not being treated
equally, fairly and just. An amendment to SB 337 that would



allow classified employees to end their personnel action
-form would do this. Classified employees would be paying
into their retirement 1longer, end their school year on a
much smoother note, benefit them with some much needed
months toward their retirement. Please consider this
amendment to this biil as being fair.

This program can help to reduce the cost of goverment and
encourage the passage to help save money for the State of
A lask a -~

Thank you for your consideration of this matter.

Sincerely,

Linda K. Gjosund

Box 449

Homer, Alaska 99403
907-235-8141 work
907-235 8392 home

cc: AlIl Judiciary committee members
Gail Phillips
Paul Fischer
Mike Navarre
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TO: House Jucilmarcy Committee
c/o Dave halrman

Max Gruenberg, Majority Leader

SUBJECT: Senate Bill 337: RETIREMENT INCENTIVE PROGRAM

FROM: Ruth Rathjen
Unit Supervisor
Harborview Developmental Center

As a Unit Supervisor for Eider Hall at Harborview Developmental
Center, | amvery much in favor of the Retirement Incentive Program
and feel it would be a definite benefit to the State at this time
due to all of the proposed cutbacks in Harborview's Operating
Budget.



MAY -

11—/ FRI 15:501 HARBORVIEW DEV CIR

& ALASKA

DKPT. OF IFALTII AND SOCIAL SICKVICKS R’/(B\.L%gﬁ\SL/ASKA 0656 w7
DIVISION OF MENTAL HEALTH
HARBORVIEW DEVELOPMENTAL CENTER

HOUSE JUDICIARY COMMITTEE:

| would like to urge the passage of a Retirement Incentive Program
to extend the deadline to RIP out to February 1, 1994,

In my conversations with other state agencies and the employees at
Harborview, | have come to the conclusion that many more would take
advantage of the RIP if the deadline were extended to the original
date of "February 1, 1994. This would result in a greater savings to
the State over “the next four years as more higher paid employees
leave the state service for retirement.

%haatr%léryou for your kind consideration in this extremely important

Sincerely,

JOHN R. LAND
Accountant

R-03

WALTER). HICKEL, GOVERNOR
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TO: House Judiciary Committee
c/o Dave Donley, Chairman
Max Gruenberg, Majority Leader

SUBJECT: Senate Bill 337: RETIREMENT INCENTIVE PROGRAM

Patrick J. Londo”
Superintendent
Harborview Developmental Center

rROM:

As Administrator of the Harborview Developmental Center, | would
support the passage of the Retirement Incentive Program. This is
particularly important for the program here as we are facing rather
serious shortfalls in our upcoming Operating Budget. | anticipate
approximately ten (10) employees here at the facility all of which
are long term, high salary employees who would take advantage of
the program if offered. The savings that this will generate will
have a direct positive impact on the shortfall that is expected in
this, and coming years. This certainly would be more advantageous
than forcing layoffs which more directly and adversely affect the
quality of the program at the facility and the people that it
Serves.

Thank you for your kind consideration of this commentary.
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T0: House Jud|0|aCy Committee
c/o Dave Donle halrman
Max Gruenberg, Majority Leader

SUBJECT: Senate Bill 337: RETIREMENT INCENTIVE PROGRAM

FROM: Roy Cran
Mdintena
Harborview Developmental Center

As Maintenance Foreman at Harborview Developmental Center, | am
very much in favor of the Retirement Incentive Program. This |
feel is especially important as Harborview is facing serious
shortfalls in our upcoming Operating Budget.  This would be more
advantageous than forcing layoffs.

QT
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TO: House Judiciary Committee
c/o Dave Donley, Chairman
Max Gruenberg, Majority Leader

SUBJECT: Senate Bill 337: RETIREMENT INCENTIVE PROGRAM

FROM: Janet Coulter

Unit Supervisor

Harborview Developmental Center
As a Unit Supervisor for Ptarmigan Hall at Harborview Developmental
Center, | would support the passage of the Retirement Incentive
Program. ~ This | feel is especially important for me and the
Harborview facility at this time as we are facing serious
shortfalls in our upcoming Operating Budget. | believe individuals
and the State alike stand to gain by the passing of Senate

Bill 337.

Please Support Senate Bill 337U



TO: House Jud|C|aCy Committee
c/o Dave Donle hairman

Max Gruenberg, Majority Leader

SUBJECT: Senate Bill 337: RETIREMENT INCENTIVE PROGRAM

FROM: Mary Cranor
Custodial Supervisor
Harborview Developmental Center

As custodial Supervisor at Harborview Developmental Center, | am
very much in favor of the Retirement Incentive Program and feel it
would be a definite benefit to the State at this time due to all of
the proposed reductions of Harborview's Operating Budget.



Mrs. Elspeth Johnson
201 Center Street
Kodiak, AK 99615
April 15, 1992

Mr. Donley, Chairman, Judiciary Committee
House of Representatives

State Capitol,

Juneau, AK 99801-1 182

Dear Mr. Donley,

I"m writing in regard to S B -*337. It is a real pleasure to write to you in the

legislator in favor of a bill.

This is the first time 1 will be a beneficiary as | am a teacher and taxpayer for
the past eighteen years and know Il am an Alaskan forever. | shall retire here and

help my family in the business.

Four or five years ago, when the first incentive was available, it was not time
for me to consider retiring even though | had enough years. At that time |1
promised myself, 1'd be ready for the next time. This is my 30th year 1in
education and 1 do believe we have a wonderful school system with good schools,
good teachers, and marvelous students. It is fun to go to work each day. My
retiring due to this bill will allow the Kodiak Island Borough School District to

hire two young, and hopefully energetic teachers to replace me.

Please keep the "window™ referred to in Section 6 from June 30, 1992 through

December 31, 1992.

As was noted the last time an early retirement bill was considered, it did save
the state money for the total costs. Remember an Alaskan will pay over $20,000
to become a part of this incentive program and it will take about seven or eight
years down the line for this amount to be returnee to the retiree over the regular
retirement amount. This is just good economics.

Please move the S B *337 along and encourage jur governor to sign it into law.

Sincerelv.

Elspeth Johnson
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Alaska State Legislature
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Alaska State Legislature
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Nome,Alaska
April 16,1992

Representative Dave Donley
P.0.Box V
Juneau,Alaska 99811

Dear Representative Donley:

I am aware that SB337 is currently in the Judiciary Committee which
you chair.

Your support of this legislation and help in seeing it through the
Judiciary Committee would be most appreciated.

With the high probability of reduced revenues for FY93 many State
employees fear their jobs are in jeopardy but also realize that
budget cuts and down sizing are necessities. SB337 would aid the
Legislature and Administration in accomplishing downsizing or
reorganization while providing older 1long term employees the
opportunity to retire rather than face layoff and the accompanying
hardship.

Thank you for your consideration
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Representative Dave Donley
Chairman, Judiciary Committee
House of Representatives
State Capitol

Juneau, Alaska

Dear Representative Donley:

We are grateful to hear that the hearing on SB 337, the retirement incentive hill,
has been scheduled for Monday, May 4. We strongly urge you to seriously consider
this bill and expedite its passage and enactment.

As employees of the Kenai Peninsula Borough School District we are fully
aware of the financial strains facing school districts in Alaska this year. Passing this
bill will allow higher paid teachers to retire. The positions those teachers vacate can
then be filled by first year teachers or teachers with one or two years’ experience, thus
saving school districts a great deal of money. That money would then be available to
hire more teachers which would help reduce the pupil/teacher ratio and would allow
greater learning.

Passing SB 337 now is imperative because school districts need to plan for
next year, as do those planning to retire.

Alaskan school districts are being forced to RIF first and second year teachers
because there isn't enough money. Through attrition these excellent teachers could
be rehired to fill positions vacated by teachers taking advantage of SB 337. It would
be a shame to see these excellent teachers leaving the state because of the instability
of the job market here.

Many Alaskan young people have gone on to college and have majored in
education. Passing SB 337 will open jobs and offer those Alaskans the opportunity to
return to their home state to teach.

Thank you very much for supporting this bill and supporting its passage.
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State of Alaska
Public Employees’ Retirement System

Actuarial Valuation Report
as of June 30, 1990
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Highlights

This report has been prepared by William M. Mercer, Incorporated to:

(1) present the results of a valuation of the Alaska Public Employees’ Retirement

System as of June 30, 1990;

(2) review experience under the plan for the year ended June 30, 1990;

(3) determine the appropriate contribution rates for the State and for each political

subdivision in the system;

(4) provide reporting and disclosure information for
governmental agencies, and other interested parties.

financial statements,

The report is divided into two sections. Section 1 contains the results of the valuation. It
includes the experience of the plan during the 1989-90 plan year, the current annual costs,

and reporting and disclosure information.

Section 2 describes the basis of the valuation. It summarizes the plan provisions, provides
information relating to the plan participants, and describes the funding methods and

actuarial assumptions used in determining liabilities and costs.

The principle results are as follows:

1989
Funding Status as of June 30:
(a) Valuation Assets* S 2,348,423
(b) Accrued Liability* 2,563,268
(c) Funding Ratio, (a) / (b) 91.6%
120.0%
o 110.0% -
o 100.0%
<< 90.0%
% 80.0%
8  70.0%
60.0%
50.0%

In thousands.

Wuham V. Mercer Incorporated

1990

$ 2,677,486
2,153,518
97.2%



Employer Contribution Rates
for Fiscal Year:

1992 1993
(a) Consolidated Rate 12.00% 12.83%
(b) Average Past Service Rate 2.20% 15%
(c) Average Total Contribution Rate 14.20% 13.58%

In preparing this valuation, we have employed generally accepted actuarial methods and
assumptions, in conjunction with employee data provided to us by the plan sponsor and
financial information provided by Coopers & Lybrand, to determine a sound value for the
plan liabilities. We believe that this value and the method suggested for funding it are in
full compliance with the Governmental Accounting Standards Board, the Internal Revenue

Code, and all applicable regulations.

Respectfully submitted,

Brian R. McGee, FSA Peter L. Godfrey, FIA, ASA
Principal Consulting Actuary

BRM/PLG/IW Jljls

April 11, 1991



Analysis of the Valuation

As shown in the Highlights section of this report, the funding ratio as of June 30, 1990 has
increased from 91.6% to 97.2%, a 5.6% increase. The average employer contribution rate
has decreased from 14.20% of payroll to 13.58%, a reduction of 0.62%. The reasons for the
change in the funded status and contribution rate are explained below.

1. Retiree Medical Insurance

During the year ended June 30, 1990, the System experienced an actuarial gain of
596,813,000 due to the reduction in retiree medical premiums.

Because, in recent years, the adverse retiree medic' premium experience was a major
reason for the rapidly increasing employer contribution rate and the deteriorating
funding ratio, it is certainly welcome news to be able to comment on a stabilization in
retiree medical premiums.

The following table summarizes the monthly premium per benefit recipient since retiree
medical benefits have been provided under PERS.

Monthly Premium Annual Average Annual
Fiscal Per Retiree Percentage Increase
Year For Health Coverage Increase Since 1978
1977 $ 34.75
1978 57.64 66% -
1979 69.10 20% 20%
1980 64.70 - 6% 6%
1981 96.34 49% 19%
1982 96.34 0% 14%
1983 115.61 20% 15%
1984 156.07 35% 18%
1985 191.85 24% 19%
1986 168.25 -12% 14%
1987 165.00 -2% 12%
1988 140.25 -15% 9%
1989 211.22 51% 13%
1990 252.83 20% 13%
1991 243.98 - 4% 12%
1992 243.98 m 11%



As you can sec from the above table, the monthly retiree medical premium reduced to
5243.98 during the year from S252.83, a decrease of 3.50%. The premium for the 1992
fiscal year remained unchanged.

As noted in last year’s valuation report, the State has seen a dramatic shift to post-65
rates which have increased considerably faster than pre-65 rates. However, both rates
reduced by 3.50% in FY91 and have remained unchanged for FY92, resulting in the
first actuarial gain from medical benefits for the System since the June 30, 1987
valuation of the System.

The effect on the past service contribution rate of this reduction in retiree medical
premiums was a reduction of 0.95% of payroll. The effect on the consolidated rate was
a reduction of 0.47%, resulting in a reduction in the average total employer
contribution rate due to medical benefits of m% __of payroll.

Investment Performance

The System once again experienced actuarial gains arising from the investment
performance of the Trust assets. Although the return as measured by market values
was lower this year than last year, the effect of the five-year smoothing was to increase
the return as measured by valuation assets from last year. The approximate rate of
return based on market values was 9.94% and the rate based on valuation assets was
11.87%. The resulting actuarial gain was 568,112,000 which had the effect of reducing
the average employer contribution rate by 0.67%.

Salary Increases

Salary increases during the year were less than anticipated in the valuation assumptions.
Salary experience resulted in an actuarial gain of 56,991,000 which generated a
reduction in the average employer contribution rate of 0.0Z2%J)f payroll.

Employee Data

Section 2.2 provides statistics on active and inactive participants. The number of active
participants increased 3.7%, from 28,044 at June 30, 1989 to 29,086 at June 30, 1990.
The average age of active participants increased from 40.17 to 40.37 and average
credited service increased from 6.66 to 6.82 years.

The number of retirees and beneficiaries increased 5.7%, from 6,967 to 7,365, and their
average age increased from 63.28 to 63.62. There was an 18.6% increase in the
number of vested terminated participants from 2,314 to 2,745. Their average age
reduced slightly from 42.97 to 42.96.



The overall effect of these participant data changes was an actuarial loss of $7,216,000,
resulting in an increase in the past service contribution rate of 0.07% of payroll. These
demographic changes also had the effect of increasing the consolidated rate by 0.61%,
resulting in an increase in the average total employer contribution rate of 0.68% of
payroll.

- Retirement Incentive Program

The second Retirement Incentive Program has been available to University of Alaska
participants since July 1, 1989 and to other participants since October 1, 1989. The number
of new retirees increased from 370 at June 30, 1989 to 495 at June 30, 1990. Although the
full effect of the R.I.P. may not be seen until next year’s valuation, the R.I.P. was responsible
in part for the increase in the number of new retirees.

As with the first R.I.P., the cost is being borne by employers based on the actuarial value
of the extra benefits, calculated individually for each employee electing to retire under the
program. This cost is being paid over a three-year period. If the assumptions underlying
the calculated cost of the R.I.P. are met, the total cost to the System will be equal to the

employers’ payments.
Summary

The following table summarizes the sources of change in the average employer contribution
rate:

(1)  Last year’s average employer contribution rate ......comecrmmmnriisnnrrrinenn 14.20%
(2) Decrease in past service rate due to retiree medical insurance (0.95%)
(3) Decrease in consolidated rate due to retiree medical insurance (0.47%)
(4) Decrease due to investment performance ... (0.67%)
(5)  Decrease due to Salary INCrEASES ..rrrerrssssssssssssssssssssnens (0.07%)
(6) Increase in past service rate due to demographic experience ... 0.07%
(7)  Increase in consolidated rate due to demographic experience 0.61%
(8)  Impact of all 0ther faCTOTrS. s 0.86%
(9)  Average employer contribution rate this Year ... 13.58%

In summary, the System enjoyed a good year with substantial actuarial gains arising from
favorable investment performance and the reduction in medical premiums. These two
factors were largely responsible for the increase in the System’s funded status to 97.2% of
accrued liabilities.
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Hickelendorses early retirement bill

The Associated Press >

-JUNEAU -
administration has endorsed

legislation to revive the ear-*

The chkel

ly retirement incentive pro—
gram- for public employees,

but only with changes that
would [limit* the number, of

eligible state workers.
The bill would allow most

state and

local government*®

employees the chance to re—
tire three years early. The
idea is to savei.money by
.encouraging the replacement
of higher-paid,* longtime
:workers with-new, lower-
paid workers — or leaving
the positions empty.

Two previous retirement-

programs saved the state)»
and municipalities between =
$95 million and $100 million .

over severa
J.jy

I/ye

ars, according
Wiia.Wv/"tt)

L

to state audits."T \ don"t feel like we should be
The latest bill, sponsored rushing people through state

to shrink the application pe—
.riod to between next July 31

by. Sen. Jim Duncan, D-Ju- service,", she told the com— and Oct.-31. She asked the

neau, was recently approved mittee.

by the Senate State Affairs Usera asked lawmakers
Committee after changes rec— to shorten the "period for
ommended byl1Gov. Wally participation in the program
Hickel 3 office were adopt— to make budget .planning
ed. easier. She said the change
/would shrink the number of

Commlf _ioner Nancy Bear ..
- : eligible state workers from
Usera of the Administration 4.366 to 3,019.

Department told the com- -1
mlttee the bill could help-
Hickel reach his goal of.
shrinking the bureaucracy
through attrition. ;-

gram, about..30 percent of

tirement, she said.
Under Duncan®s proposal.

eTr.JVFebruary 1 9 9 4 . =«
general hiie « Usera askedjjawmakers*

ml.i; -

In the most recent pro—

those eligible took early re—

retirement deadline to
- change to July Ip93.
— Duncan said he would go
along with the change if it
-would improve the bill3
chances of passing.

. Usera also persuaded the
committee to include a pro—
vision banning early retirees
from taking state employ—
ment within-a year of leav—
ing government service. The
provision exempts Universi—
ty of Alaska employees re-

- "vices Committee for further
.consideration.
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THE LEGISLATURE
BUOGET AND AUDIT COMMITTEE

February 8, 1989

Members of the Legislative Budget
and Audit Committee:

In accordance with the provisions of Title 24 of the Alaska
S tatutes, the attached report 1s submitted for your review.

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

May 16, 1986 - October 1, 1987

Audit Control Number
02-1327-89-S

As stated in the Report Objectlves Scope and Methodology
Section, the Audit rlmarlg |nvo ved determinin
estimated cost savmqs to the State of Alaska as a resu It of
state employees_enrolled in the Public Employees' Retirement
System and participating in the Retirement Incentive Program
as enacted by Chapter "26, SLA 1986. This audit was cCon-
ducted in accordance with generally accepted governmental
performance auditing standards.

Randy Z Welker, CPA
Legislative Auditor
D|V|5|on of Legislative Audit
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REPORT OBJECTIVES. SCOPE, AND METHODOLOGY

ordance with the provisions of Title 24 of the Alask
es,.a review was conducted to determine the estimate
savings _resultlng?Q from State of Alaska empIO){ees
C|_pat|_n% in the Retirement Incentive Program gRP.

ectives, scope, and methodology of our review were as

Objectives

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

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

The objective of our review was to determine the amount of
cost sgvings as a result of state employees participating in
RIP.  The “scope of our review and methodology used to Teet
this objective follows.

Scope and Methodology

All executive branch employees (excluding the University of
Alaska) enrolled in the Public Employees”™ Retirement System,
participating in RIP between Ma)( 16, 1986 to October 1,
1987, gnd aving position control numbers (PCNs) were
reviewed.

In order to calculate the estimated cost savings .in personal
service costs as _a result of employees participating in RIP,
we obtained a listing of retireeS from the Department of
Administration, Division of Retirement and Benefits. The
listing, dated November 9, 1987 provided us with the retir-
mg employee's name, social security number, and employer's
RIP cost by department.

-1- oivmoN or oir



A comPuter match of social security numbers Wlth the States
ayro |stor file was done in ‘order to id ent|P/ the
rom which he employee retired. The match also owde
with the monthI sdalary or hourIy rate the empo ee Was

paid. derivé at _a annual sdlary, monthly employees’
sa Iar|es were muIt| by 12 months | f budgeted for 12
mo ths and our g ees salaries were mutl ){
1, 50 _hours, if ud ete for 12 months. The match of soma
Sec url% number PCN showed that some employees did not
have CN such as retirees from the Permanent Fund Corpora-
tion apd marine employees. These were excluded from our
anaIyS|s

The new I|st|ngi of PCNs generated above was matched with the
States ayroll history”™ file for the period August 1988
thro ecember 1988. ° If a match occurred, we determined
the annual salary of th current occupant based on the

monthl [hourly rate. _In addition, we matched the PCN with
the 89 PACS (Position Accounting Control System? file
that is maintained by the Office of “the Governor, Office of
Management and Budget, . This match provided us with the
numbér of months a position was budgeted.

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

Next, we compared the retired employees’ salaries to the
current occupants' salaries by position to determine if the
part|C|pat|on |n RIP resulted in a "savings" or "loss.

avmﬁ defined as the current occupant s salary bhein g
less than the retired employee's salary. = "Loss" is “define
as _the current occupant's salary being greater than the

retired employee's salary.

In the final analysis, total savings/loss by department was
mult| |ed b?/ three years because te State had three years
he emp oyers share of the RIP cost, although
beneflt could” affect more than three years. e
employers net cost of RIP by department which excludes the
cost for positions not inCluded in the comparison was
compared with the department's three-year savings/loss in
order to arrive at a net savings/loss.

STATS or ACASKA -2- a D»T



Limitations

In addition t% the methodolo% used to determine the cost
favmgs_ of the RI1J? program, the following are some
Imitations we identified.

1. Our computation of savings only shows the savings in
the positionthat retired. It ‘doesn't take = into
account the savings fromaother positions affected
within the State if the position was filled by another
state employee.

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

3. Our comparison excludes employees in_ which the PCN had
more than one employee participate in RIP. . In those
instances, only the  first employee to participate in
schedaunlde the Current occupant were presented on the

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

5. The net costof RIP. represents the employer's cost
g)ﬁgw%%g administrative charges for those positions we

6. Some executive branch employees. took _mandatory and
vquntar[y pay cuts prior to ret|r|n_?_ while the current
occupant's ‘salary ~in that posilion reflects the
reinstated salary. We did not adjust our schedule for
these differences.

-3- oivision or LcaiiLATtvc audit



ORGANIZATION AND FUNCTION

Chapter 26 SLA 1986 became, effective on Ma% % 198? and
created a retirement incentive program embers

Public Employees Retirement System “(P RS) and the Teachers
Retrrement System (TRS). The” program provided for vested
members of ~€ach retirement system, who were eligible to
retire within three years, a credit of three years.  The aim
of the program was to reduce persopal service costs and to
minimize the number of involuntary layoffs.

The Office of the Governor Office of Manart;ement and Budget
OMB), Division of Bu %et Review issued defailed guidelines
on June 11, 1986 to state agencres to foIIow in implementin
the Retirement Incentive Program QRIP) mployees wishin
to participate in the Program had 0 meet three requiremen
levels in order to qualify” for RIP.

~—

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

2. Designated Organizational Units - The individual had to
be _employed in a_ position falling within  an agency
assigned joh classification, .and authqrized in and pai
from a desr nated organizational unjit.  Savings then

had shown to occur within job  classifiCations
wrthrn esr nated organizational “units before any
individual could retire under the program. Agencies

were given complete. freedom to select job classSifica-
aré)tnasland organization units of the greatest or least
r

3. Certification of Savings - Agencies were required to
forward evidence of cost savings .to OVMB hased on  the
job classifications and _organjzational units partici-
pating in RIP. Once OMB certified the savrngs funds
could” be encumbered to pay for the cost of R

In calculating. the savings, OVB required agencres to include
all those individuals meeting personal elrgibility require-
ments end who wished to participate in the program. ithin
a. r]]ob classification . and desrr[;;nated organizational unit
either all those individuals must have been able to partici-
pate or none could, In other words an organrzatronal unit
could not be designated unless all thosé who met basic
requrrements and wanted to participate were included in the
calculation of savings.

STATt or AAKA -5- DMIONOr FAS ATV AOT



Savm%s could be achieved in, one of four waé/ gofsmon
a person retiring under the program could be filled
Someone at a_lower step or range Wlt In its exjstin {ob

cas Posmon could be reclassed downward; of ‘the

03|t|on coud be held vacant. In addition, agencies could
con3| er a sava for a position held vacant even though it
was not last filled by someone retiring under the progrdm.

Because payment of the participant costs to the Djvision of
Retirement® and Benefits muyst have been made within three
years of the end of the fiscal year in which he or she
retired, agencies could calculaté savings stemming from
lower range, lower step, .and vacancy over four full years
rather than three, be(]qlnnlng with the fiscal year in Wwhich
the retirement took place, = According to OMB,~ the generous
rounding was due to ‘the fact that the State would "benefit
financially long after the three year payment period ended.
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AUDITOR'S CONCLUSIONS

Parin the salaries  of emplo ees rtrcrgat rq |n the
et] wrt alarie

ement Incentive Program (R g
lacement employees an posrtron remaining vacant shows

[
tg State benefited in reduction of personal service
costs.  Taking . into consrderatron the employers cost . to
credit the retired employees. with thre ears of service
produces an estimated net savings of $_1 4 9,000 over three
years. (See Schedule of RIP Cost Savings/(Loss) on page 9
of this report.)

Exceé)t for .the Department of Caorrections and the Department
ommunity and Regional Affairs, all executive branch
agencies we revrewed showed a net savings to the State. For
the most part this exception was due tp OMVB allowing agen-
cies to calculate their savings over a four-year time period
whereas our calculations  were based over a three-year
period.  (See Report Objectives, . Scope, and Methodadlogy
section of this report.) 'In addition, provisions were made

OMB that agencies. could demonstrate savings by keeprn
open a vacate osition even thov\gh the emp o ee did
retire through the RIP program. not | entrfy these
positions or follow tha methodology for calculating
savings.

Net cost savrng[s bfy state agency were mainly generated by
the rep acemen employees whose salary "~ was based qn
Iongevrty with employees paid at lower rates, the reclassi-
fication” of positions to lower pay ranges, and leaving
positions vacant.  Positions employees retired from and
currently occupied by an employee resulted In_lower annual
salaries” for all agencies, excet or the Office. of the

e
h
0

Governor.  Current Salaries in Governor's Office were
greater bYNe 1,000 in . those, posrtrons where employees
retired. elieve this variance is due to the retiring

employee's salary reflectrng a 10 fpercent pay cut while the
curtrentOI occupant's salary™ is aft the pay cuts were
restore

Review of some individual significant variances in pa
between the retired  employee’s salary and the curren
employee's salary indicated the variances were mainly, caused
positign reclassifications. We did, _not  determine the
justification for these position reclassifications.
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Employer

Governor’s Office
Administration
Law

Revenue

Education - PERS
Education - TRS

RETIREMENT INCENTIVE PROGRAM
STATUS REPOR

Health & Social Svc.

Labor

Commerce
Military Affairs
Natural” Resources
Fish & Game
Public Safety

Environmental Consv.

Corrections

Conun. & Regional Aff.

Transportation
OmbudSman
Legislative Affars
Legislative Finance
Le |slat|ve Audit
System

Total State PERS
Total State TRS

University of Ak -
University of Ak -
Geophysical Inst -
Geophysical Inst
Total University
Total University -
Total Poly - Subs
Total Schl Dists

Grand Total PERS
Grand Total TRS

Overall Total

PERS
TRS
PERS

- TRS
- PERS

TRS

PERS
TRS

February 27, 1989

Eligible
By Age/Svc

329

352

410

2661
1773

5775
2221

7996

Designated
By Empl.

319
349

35
346
384

1272
1666

3905
2088

5993

Retired



EMPLOYER

S.E. Resource
center

Unalaska City
School District

Copper River
School District

Galena City
School District

Petersbur
Public Schools

Yukon Koyukuk
School District

Alaska Gateway
School District

Bristol Bay
School District

Kodiak Island
School District

Delta/Greely
School Disfrict

Yukon Flats
School District

L. Kuskokwim
School District

Nortn Slope
School District

Dillingnam
City Schools

Craig Cit
Schogol D?/strict

DIVISION OF RETIREMENT AND BENEFI
RETIREMENT INCENTIVE PROGRAM

N
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T
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March 14, 1989 SURVEY

RETIRED ‘1REEI?_SLED 'F:’8§OT§ITOI\CI)£ ng)\llee% 2§r' RI7 COST iéV(I:';clst%;
! ($1000%3) " ($1000 %) ($1000%5) (51000 %)
31 o 800.0 0.0 83.0 717.
b 3225 165.8 34.1 122,
noi 1 2,854.7  1,904.9 279.3 670.
R 264 .6 198.0 60.0 6.
) 1 4375 338.6 5.1 8.
5 1 4 2,0065  1,414.4 177.0 414 1
1y 1,055.5 745.0 180.8 129."
b 273.8 186.7 50.3 35..
71 16 44877  3,380.0 579.9 527 .6
) 1 700.9 644.0 96.4 (- 39.6
5 % 4 ProN\(/)itded ProN\?itded 128.5 Pr0\|>|iodted
11 2% 7,535.6  4,637.6 677.2 2,220
8 1 2 7643.0 56005 127« i35
o1 1,231.7 180.0 277 .8 773
L 277.2 210.1 21.8 45.1
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Kenal Pen.
School District

Southwest
Regional School

Ancnorage
School

Nenana City
School District

Hortnwest Arct
Bor Sch Dist
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NUMBER
RETIRED

42

67

373
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ILLED

40

67

368
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COST OF CO
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Eghlgﬂ%ﬁs EL%% 5 yIs
(SIO00's) " ($1000's)
455.5 330.6
2,519.1 604.4
817.1 611.6
17,998.0  13j592.1
1,529.6 384 .8
185.3 112.4
3,750.0 1,449.0
675.0 600.0
16,285.6 11,767.7
666.5 527.7
81,249.1 59,225.1
1,611.1 1,209.2
5,562.6 4,046.3

(S10001s)
43.7
284 .4
111.4
1,826.8
131.3
19.3
1,010.6
53.6
1,586.3
91.0
8,580.7
173.7

763 .2

ST TO RE-  RI? COST SAVINGS. o:
POS. COST

(HO%OS?
3i.:
1,630.3
9 .1
2,579.1
1,013.5
53.5
1,290.4
21.4
2,931.5
47.8
13,473.2
228.2

753 .0



RETIREMENT

SUMMARY RESULTS OF POLITICAL S
Rt 4

PROGRAM (RI?)
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EMPLOYER COST OF COST TO RE- RI? COST SAVINGS or
}RETIRED fREE(ﬁEM POSITIONS  FILL POS. COST
1 1F05 S (or5yrs FOR 5 YRS
1 %$100 *s)  ($10001s) ($1000's) ($1000's)
1
City of 1 1 Not Not
Skagvay | 1 1 1 1 18.8  Provided  Provided 0.C
City of 1
Wrangell ! 11 0 ﬁ 220.0 0.0 33.5 186.:
City of
Baltner s b 3 b 10041 715.3 101.0 207. ¢
City of
SoMotna 21 11 4828 212.7 78 2221
City of 1
Ketchikan 1 11 1 3 ﬂ 4,093.0 2,358.5 519.5 .. 1,214. %
Kenal Peninsula 1
Borough 14 1 7 ﬂ 3,234.0 2,270.4 324.2 639 .-
City/Borougn 1 1
Juneau 13 1 3 1 3,574.1 2,134.8 298.9 1,140.*
City of 1
Valdez l 7 1 4 ﬂ 2,676.3 1,241.1 289.6 I, 145.:
TOTAL SAVINGS  4,756.8
University 1 1
PERS I 3 1w 26,0521 1530801 24553 [ 5,283 «
University 1 1
TRS Pows 1 00 3007260 2279271 31633 T 14,015 -c

TOTAL SAVINGS

22,305.
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The Legislative Budget and Audit Committee is a
permanent interim committee of the Alaska
Legislature. The hipartisan committee is made up of
five senators and five representatives, with one
alternate from each legislative chamber.  The
chairmanship of the committee alternates between the
two chambers every legislature.

The committee is responsible for providing the
legislature with audits of state government agencies.
The programs and activities of state government now
cost more than $4 billion a year. As legislators and
administrators try increasingly to allocate state
revenues effectively and make government work more
efficiently, they need information to evaluate the work
ofgovernmental agencies. The audit work performed
by the Division of Legislative Audit helps provide
that information.

As a guide to all their work, (he Division of
Legislative Audit complies with generally accepted
auditing standards established by the American
institute of Certified Public Accountants and with
government auditing standards established by the U.S.
General Accounting Office.

Audits are performed at the direction of the
Legislative Budget and Audit Committee. Individual
legislators or committees can submit requests for
audits of specific programs or agencies to the
committee for consideration. Copies of all completed
audits ;irc available from the Division of Legislative
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LEGISLATIVE BUDGET AND AUDIT COMMITTEE
Division of Legislative Audit

P.O. Box W

Juneau, AK 99811-3300

907) 465-3830

FAX (907) 465-2347
November 27, 1991

Members of the Legislative Budget
and Audit Committee:

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

A Report on the 1989
Retirement Incentive Program
Estimated Savings Realized and Costs Incurred
By Participating Employers

November 22, 1991
Audit Control Number
02-4404-91

The audit reports on the estimated savings realized, and in some instances the costs incurred,
by the public employers who participated in the 1989 Retirement Incentive Program (RIP).
Estimated savings and costs are included for the State of Alaska, the University of Alaska,
35 school districts, 21 political subdivisions, and 7 other participating employers.

The audit was conducted in accqrdance with generally accepted government auditing
standards. The schedule on page Gsummarizes the savings and costs for the 65 employers
participating in the program. As shown on that schedule, we estimate the net statewide
savings to be $22.9 million. In our view, as discussed in the Report Conclusions and
Auditor Comments section of the report, the program achieved both aspects of its established
intent. A further statement of our audit approach is included in the Objectives, Scope, and
Methodology section of this report.
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OBJECTIVES, SCOPE. AND METHODOLOGY

In accordance with a Legislative Budget and Audit Committee special request and the
provisions of Title 24 of the Alaska Statutes, we conducted a review of the 1989 Retirement
Incentive Program (RIP).

Objectives

Chapter 89, SLA 1989, as amended by Chapter 18, SLA 1990 implemented a retirement
incentive program for all public employers whose employees are covered by either the Public
Employees’ Retirement System (PERS) or the Teachers’ Retirement System (TRS). The
primary objective of our review was to develop reasonable estimates of the savings realized
or the costs incurred by the 65 employers which elected to participate in the program. A
second objective of the review was to determine if RIP achieved the intent of the program
as established by the legislature.

Scope

All employers who participated in either or both the 1989 PERS and TRS retirement
incentive programs were contacted on-site or by mail. Our review included all RIP
participants who had actually retired as of September 15, 1991 from either the State of
Alaska, University of Alaska, or one of the other participating school districts, political
subdivisions, or other public employer organizations. The Division of Retirement and
Benefits (DRB) estimated that approximately an additional 100 individuals retired under the
program between our fieldwork cut-off date of September 15, and October 31,1991, the last
possible date that RIP participants could actually retire. With the exception of three
participants that we included in the course of our on-site reviews in local communities, the
savings/costs associated with these individuals are not included in this report.

Methodology

Savings and costs contained in this report were developed from our review and analysis of
the following information and documentation:

L Records of RIP participants maintained by the Department of Administration, DRB.
2. Files pertaining to State of Alaska participants maintained by the Office of

Managementand Budget (OMB), and the personnel or administrative services sections
for various state executive branch departments and agencies.
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3. Instructions issued by OMB to executive branch departments and agencies regarding
the assumptions, procedure, and method to be used to determine participant eligibility
and calculate individual savings.

4, OMB’s report of RIP savings for state agencies summarized by agency position
control number.

5. Summaries prepared by participating public employers (26 school districts, 20
political subdivisions, and 7 other participating organizations) responding to our
survey.

6 Summarized and detailed information prepared by the Alaska Court System and the
University of Alaska regarding their RIP participants.

Based on our analysis of the information and documentation we adjusted estimates of the
savings and costs for participating RIP employers. The adjustments were made, to the extent
that it was practicable to calculate and quantify the costs involved, to more accurately
estimate the savings realized or costs incurred by each participating employer.
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ORGANIZATION AND FUNCTION

The Department of Administration, Division of Retirement and Benefits (DRB) is responsible
for administering the retirement and benefit programs for public employees. The two largest
retirement systems administered by DRB are the Public Employees’ Retirement System
(PERS) and the Teachers’ Retirement System (TRS).

In June 1989, Chapter 89, SLA 1989 (amended by Chapter 18, SLA 1990) reestablished an
earlier retirement incentive program for employees participating in either PERS or TRS. The
program, known as the Retirement Jncentive Program (RIP), was established to reduce
personal services costs to the State a dd other public employers who elected to participate in
the program.

To be eligible for RIP, employees had to meet both the basic criteria established in the
enabling statute in addition to any special criteria that their employer wanted to attach. The
basic criteria required that the employee be vested in their retirement system. Further, after
including the retirement incentive of three extra years of credited service they would have
to have been eligible to meet the age or service eligibility requirements for normal retirement
or early retirement.

Individuals covered by PERS must be at least 55 years old and have 5 years of service for
normal retirement compared to TRS requirements of 55 and Oyears respectively. For earl
retirement, both PERS and TRS requires that individuals be 50 with either 5 (PERS) or
(TRS) years of service. For state employees additional eligibility criteria were developed by
the Office of Management and Budget. These additional criteria are discussed further in the
Background Information section of this report.

As of September 15, 1991, almost 1800 individuals had participated in the 1989 RIP.
Additional funds were provided to administer RIP. DRB and the Division of Finance were
authorized to hire temporary and part-time employees to process the increased number of
retirement applications. Operational funding was provided through the assessment of
administrative fees charged all participating employers. This funding allowed DRB to hire
nine temporary positions in FY 89 and thirteen temporary positions in FY 90 and FY 91 to
administer the program. The Division of Finance also received funding for two part-time
positions in FY 90 and FY 91 to perform verifications of salary and years of service.
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$40,006 $46,000

Costs ofRIP

If the renhKeiaeai for then the
projected salarynod b mwould be calce

Benefits

y«ri 1 1$32,000 $37,200

Costs of the replacement employee

Example of how RIP Savings are estimated

ALASKA STATE LEGISLATURE 4. DIVISION OF LBOISLATTVR AUDIT



BACKGROUND INFORMATION

The aim of the Retirement Incentive Program (RIP) was to allow participating public
employers, most notably the State of Alaska, to reduce personal service costs while reducing
the number of employees who would have to be laid off involuntarily. The program was
made available to public employees covered by either the Public Employees’ Retirement
System (PERS) or the Teachers’ Retirement System (TRS).

OMB issued strict rules on savings which limited participation and maximized savings

After the passage of Chapter 89, SLA 1989 the Office of the Governor, Office of
Management and Budget (OMB) issued detailed guidelines for state agencies to follow in
implementing RIP. Under these OMB guidelines, employees wishingto participate in RIP
had to meet two basic requirements in order to qualify:

L Personal Eligibility - Basic requirements of age, length of service,and vested status
in PERS or TRS had to he met.

2. Savings had to be demonstrated for each individual - Unlike the previous 1986 RIP
program, OMB designated each individual as an "organizational unit." This meant
that the savings in salary and benefits projected over a three year period between the
RIP retiree and their replacement had to exceed the State’s employer costs (see inset
on opposite page) in order for the employee to participate.

OMB chose to define each employee as an organizational unit in order to maximize the cost
savings, as required by the legislation. OMB felt that netting the savings generated by one
employee’s participation against the costs of another who did not generate a savings did not
fully meet the legislative intent regarding savings. Other program implementation guidelines
issued by OMB addressed what savings could be included in determining eligibility for state
employees. For example:

L Savings through the elimination of a position could be included - It was permissible
to include savings realized for a RIP participant from the elimination of their position.

2. Savings from reclassification of positions could not be considered - OMB precluded
agencies from including savings projected from reclassifying RIP participant positions
to a lov/er pay scale. OMB felt that since savings determined program eligibility th/t
such a rule was necessary. The rule avoided situations such as having to decide
between two potential RIP participants in the same job class where only one position
could be justified for reclassification.
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3. Vacancy savings could not be considered - Savings generated from leaving a RIP
participant’s position open temporarily could not be considered in determining
program eligibility. OMB felt that vacancy savings were temporary, generated by
delay in refilling a position.

4, "Domino-effect” savings could not be considered - OMB did not allow any savings
to be included that were realized through the replacement of a lower paid employee
down the chain of an organization. As an example, assume the RIP participant retired
from a range 20 position, and was replaced by an individual from a range 18 position,
who in turn was replaced by a previous range 16 worker. The only savings that could
be considered would be the difference in salary and benefits of the outgoing retiree
and their replacement. Savings generated from the salary and benefit differences for
both the old range 18 and the new one, plus the old range 16 and new entry level
staff member, were not allowed to be included.

5. Savings from differences in leave accrual rates could not be counted - Neither sick
leave nor leave accrual differences were allowed to be recognized as a source of
savings for RIP participants, except to the extent these factors were reflected in
benefit differential calculations.

Since demonstrated savings were necessary for program eligibility, and the OMB rules were
rather narrow about what savings could be counted, many employees who met all other
criteria were not eligible to participate. In many cases, a long term employee, working in
a position that was going to continue after their retirement, could not generate enough
projected savings over a three-year period for the State to recapture its associated RIP
employer contribution costs for the individual.

1990 legislation amended RIP program and provided for more participation

Chapter 18, SLA 1990 amended RIP in such a way as to increase the number of people who
were eligible to participate. Under the legislation, employers could calculate savings over
a five year period rather than three. It also allowed an employee to pay part of the State’s
employer costs if no savings were generated from their participation in RIP.

The legislation and the accompanying revised guidelines issued by OMB permitted an
additional 192 state employees to participate in the program. Of these employees 78 still
could not demonstrate a projected savings, even over a five-year period. However, as
allowed by the amended legislation these individuals paid a total $750,000 of the State’s
employer costs in order to participate.
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Each employer could set their own eligibility reguirements for RIP participetion

Under Chapter 89 SLA 1989 the governing body of each political subdivision employer
could choose if they wanted to participate in RIP. Outside of the general years of service
and age criteria for the two retirement systems involved, each participating employer was
permitted to develop their own rules and criteria for participation. Likewise, the University
of Alaska was also permitted to establish its own rules and guidelines regarding RIP
participation for its employees. Other participating employers who were not school districts
or political subdivisions such as the National Education Association of Alaska and the
Southeast Regional Resource Center were also allowed to develop additional internal criteria.

Most employers had more lenient organizational unit and other criteria than the State

With one notable exception (see inset at
right), none of the employers that we cetchikanhad
interviewed during the review imposed as crryof Ketchikanhad —in:
strict of requirements on program STR|C1YESTR|PRULES BUT * 3
participation as did the State of Alaska. STILLNOTREA "m m M

Once participation in the program was
approved by the organization’s governing
body, most felt that it was only fair to
allow every employee who met the basic
eligibility criteria to participate.

/" f\j.m

mploy
VO ec? foaﬁowem Io%ees to 5parnclpate onty
Ifthey agreed to paythecity™ thereof costa

As reflected on schedule 3 on page 10,
three of the 19 school districts which had
both PERS and TRS RIP participants,
projected a net cost (over a three year
period) for PERS retirees. Each of these
districts  could have defined their
"organizational unit" more strictly (i.e. on
an individual basis or allow only TRS
members to participate) to increase
projected savings.

However, each of these three employers
defined the school district as a whole as
the organizational unit, thus allowing
everyone meeting the basic criteria to
participate.
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largely « « reium of this requirement, only >
oné Individual etevtted to participate in the ;
program. Undertheseterm RIPshouId have ?
not"coat the city anytwng except for a

;Jglatively small ad,[;gLQJ strative fee. -

However, the savings for the city as shown on
the table on the following page, does not
reflect these savm . The $5.400 of estimated
savings reflect the tact that the Chy of
Ketchlban dkt pa )éthe emploe(]er COStS for the -
RIP participant, out as of the date of

re ort has not received re flyment from the
retiree.  We conservatively reduced our
estimate of saving# hecduar the legal
enforceability of the Cltya claimtor repayment
Js cunwntly dtopuMby th. RIP pmidp.nl.
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Schedule 1 - ettimated Saving* or (Coeto) by Employer (Notes to Schedule on page 25 of report)

Employer

Stole of Alutkei (Note 2)
University ot Alailu (Note 3
N‘d‘ﬂaﬁSChOd District (note 4)

Kenai Peninsula Borough Schools ote 5)
Fairbanks North Star Borough Schools (vote 6)

Oty of Fairbanks (Note 7)

North Sope Borough School District ote )
Matanuska-Susitna Borough Schools (ote 9)

North Slope Borough Note 10)
Ketchikan Cateway Borough Schools
Lower Kuskokwim Schools vote 11)

Matanuska-Susitna Borough Note 12)

Sitka School District

Kenai Peninsula Borough (ote 13)
Juneat) Borough Schools
Diilingtam City Schools

City aadl Borough of Juneau
Hooneh City Schools

Haines Borough Schoal District
Bering Strait Schoals Note 11)
Wrangel City Schodls

City of Hoonah Note 14)
Southvest Reeton Schodls (Note 11)
Della/Creely Schoals (Note 11)
Clty of Homer

Valdez City Schools

City of Kocliak (Note 1s)
Kuspuk Schodls ote 1)
Chatham Schools

Southesst Island Schools

Sitka Community Hospital
Ctyot Wrangel

Kodliak Isiand Borough
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REPORT CONCLUSIONS

As summarized by the schedule on the opposite page, the estimated savings for the 1989
Retirement Incentive Program (RIP) totalled $22.9 million. The savings were generated
mostly by the incremental difference in the salary and benefit costs between the typically
higher paid RIP participant and their lower paid replacement rather than realized from an
extensive elimination of positions left vacant.

The top five employers, with a total estimated savings of more than $16.5 million accounted
for 72% of the statewide total. The State of Alaska and the Anchorage School District had
about the same average savings per participant. Both were among the highest three
employers in savings essentially because of the large number of employees each had
participating. Only one of ASD’s 306 RIP participant positions was subsequently eliminated,
wf;er?as_ the State only benefitted from three eliminated positions in its RIP savings
calculations.

University savings came from elimination of positions and high salary differentials

The University of Alaska’s average savings of almost $30,000 for each RIP participant was
the highest of any employer. The University benefitted from both the elimination of some
positions, and from having the highest incremental difference in salary and benefits of any
employer. Tenured full professors retiring under RIP typically had salary and benefit costs
of more than $90,000. By comparison, their replacements, if any, were most often
instructors or assistant professors who had salary and benefit costs in the range of $40,000
to $50,000. As shown on Schedule 3 on the next page, the University averaged savings of
more than $35,000 for each RIP participant covered by the Teachers’ Retirement System.

For some employers savings were small or non-existent

Eleven of the sixty-five employers who elected to participate in the program had estimated
savings of less than $6,000. Seven of those eleven projected that they lost money from their
participation in RIP. In these instances, replacement employees were paid at or near what
the terminating employee received, generating little or no savings. Meanwhile, the employer
still had the cost of their retirement contribution payments for the RIP participant’s three
credited years.

Five of these seven employers were school districts with a total of six participants. These
districts are generally smaller in size and have trouble recruiting teachers. They have no or
few positions to eliminate and must maintain even entry position salaries at a level necessary
to attract teachers to their remote locales. Essentially, in these districts the RIP program is
treated as part of a teacher’s or administrator’s total compensation. This was acknowledged
by Craig City Schools which reported that their RIP participation was made part of a
"departure" agreement between the local board and the outgoing superintendent.
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Schedule 2 - Savings/Costs by Department

Numberof Eetimated
Department Rrtbte* Seving*/Co*t
Transportation and I'ubllc Fecilities 197 1616200
Health and Social Service* I 561600
R*h and Came % 502000
Fducation i} 46750
Public Safety 5 422600
Labor A 33,700
Correction®* £ 334000
Commerce and Economic Development il 3250
Leri*Ulure 6 262000
Administration A 214,900
Natural Remuroe* k| 206,000
Alack* Court Svtlem 14 199,30
Office of the Cnvemor 15 154,600
Revenue b 10330
Environmental Conservation 16 87,700
Law 13 7920
Military and Veteran* Affairt 9 47700
Community and Rational Affair* 5 3190
Total ¢! 56,033,100
|
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University of Alarka n o2 5. B LM B66 % M1740 A8
Anchorage School District M 2494400 11 12 ey 2w b 26090 8
Kenai Penintnla Borough Schoal* % 16050 326 U 17400 127% n 1% 7R
Fairbanks North Star Borough Schoot -~ 56 134400 12602 /i U 39 B B0 U
North Sope Borough School District 24 J860 121% I* 2690 11606 Y 0 o
Matanuska-Susitna Borough Schoo® % 270 1106 16 2010 1296 Y 467400 11614
Ketchikan Gateway Borough Schodls 1 421400 2414 4 1640 4400 A 443400 1A
Lower Keekokwin Schools 16 21640 531 1 47600 0 | % 10 D
fiaeau Borough Schoor* /i 19400 ws 1 20 200 5 2710 1T
Bering Strait Schoof* 4 61400 15450 13 40 00 7 149400 (412
Wrangell City School* 5 360 110 4 %590 225 9 11450 B3
Souttmest Region School* 6 R0 B3 3 2040 6400 9 w0 A
Kurfpuk Schoo 2 30 530 5 34000 1 64,700 VAR
Chatham Schodl* S 64700 1290 1 110) (100 . G0 1077
Souhea Islandl Schoof* 3 4600 16538 1 1330 13400 4 6290 575
Kodiak [Ma«d Borough Schoof* 2 390 1% 2 30 190 4 4310 1045
Lower Vako* School District 3 66400 213 2 o 10 ! 3100 AN
Uriadda City School o strict 2 30 13390 1 *400 6400 3 3.0 1150
Total %6 510461,100 ]Jl455 lUlS I*r>Vt7nn 474 1171 $19467400 5122@

Schedule 3 » Saving* for Employer* with Both TRS etui PERS Retiree»
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The costs incurred by the City and Borough of Sitka (CBS) were attributed to a situation
where the costs of replacement employees were higher than anticipated. It was reported to
us that the Borough Assembly made the decision to participate in RIP based on projections
of salary and benefits for replacement employees that subsequently proved to be inaccurate.
When replacement employees were actually paid near or even above the outgoing RIP
participant’s salary then all projected savings were eliminated, turning the savings program
Into a cost for CBS.

1989 RIP legislative intent had two aspects
RIP’s implementing legislation stated that the program was

intended to realize sufficient economies to offset the cost of administration
and benefits to state agencies and other employers resulting from the award
of retirement credits and to result in a net reduction in personal services costs
to the state or other employers during a period of declining revenues.

This intent has two specific parts. The program was to pay for itself (realize sufficient
economies to offset the cost...) and was to provide for savings in personal services costs to
the state (a net reduction in ...).

Overall. 1989 RIP did pay for itself

As discussed previously, most of the savings realized under the 1989 RIP were of an
incremental nature. The assumptions, methodologies, and approach that we used to estimate
savings could not practically consider all the variables that could have an affect on the actual
savings realized. And as mentioned, seven of the employers appear not to have realized
savings to offset the costs of their participation.

Despite these considerations, we are confident that the program achieved the first aspect of
its established intent. In our view, on balance, the program realized sufficient economies
to offset the cost o f administration and benefits provided as an early retirement incentive.
The incremental savings accumulated by the state agencies and other participating employers
from RIP did, when considered for the organizations as a whole  :eed the cost to the
employer for providing the additional three years of service.
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RIP did generate a net reduction in personal service costs but budget impact is uncertain

We are also confident that state agencies realized a net reduction in personal services costs,
or savings, through RIP. For the RIP participant positions (also known as PCNs for position
control number in budgetary terms), where replacements were hired in at lower pay, there
was a net reduction. State agencies spent, and will prospectively spend less for those
specific PCNs in the first, second, and third years than they would have, had the RIP retiree
remained as the incumbent.

Doubts are often expressed about the savings generated by RIP because they rarely, if at all,
are refected in state agency budget requests. Further, the incremental nature of most of the
1989 RIP savings contribute further to this lack of visibility in agency budgets. When
savings are generated through the elimination of positions left vacant by RIP participants,
then the budgetary impact is more clearly reflected in the fewer number of positions in the
agencies’ budget requests.

However, when savings are primarily due to the incremental difference between RIP
participants’ personal service costs and those of their replacements, identifying savings for
legislative consideration is more difficult and subtle. Such savings get lost in a blend of
budgetary incremental adjustments such as those generated by new union contracts, new
positions for new programs, new positions for old programs, adjustments for vacancy and
turnover, etc.

Accordingly, we believe the savings shown for the various state agencies in Schedule 2 on
page 10 were realistic, and for the most part, have been or will be realized. However, we
cannot reasonably estimate how much of these savings were reflected in agency budget
requests or remained in year-end balances that lapsed back to the general fund, although we
believe that, to some degree, both of these happen.

Savings and program recommendations discussed further in Auditor Comments

In the following Auditor Comments section we offer examples of how state agencies may
be using RIP-generated savings, and discuss how the university is using savings for what
they term "budget reallocation” and "budget reduction” purposes. We also suggest that the
legislature provide for improved monitoring of RIP-generated savings, when considering any
future RIPs.
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AUDITOR COMMENTS

As concluded in the previous section, we are confident that RIP generated a net reduction
in personal services costs (as intended by its authorizing legislation). However, existence
of these savings is met with some skepticism, because they do not appear to be reflected in
state agency operating budgets. Often, agencies take advantage of the flexibility afforded
from the reduction of personal services costs to reallocate and use the savings without
legislative budgetary oversight. To the skeptics, and from a conservative budgetary
viewpoint, to the extent this occurs, such reallocations do not represent savings, nor do they
result in a net reduction in personal services costs.

Four examples illus rate how RIP "savingslmav have been used besides budget reduction

For example, consider the net reduction in personal service costs that may or may not be
involved in the following situations:

1. RIP savings are used to hire temporary staff. With the RIP savings that an agency
generates in its personal services budget, management decides to hire temporary workers
to carry out a special project. The work was important, necessary to the agency’s
functioning, but until the flexibility provided by the RIP, the agency never had the
available funding to accomplish the task.

Although RIP generated the savings used to hire the staff and pay the overtime, agency
management has decided how those savings were used. In this instance, RIP generated
a savings, but from a budgetary aspect, none would be reflected in a net reduction in
personal services costs.

2. RIP savings are transferred to contractual budget category. With the savings generated
by RIP an agency transfers authorizations from the personal services to the contractual
services budget category. With this increased funding, the agency contracts for some
or all of the services that had previously been performed by the RIP retiree.

Again, in this example RIP has provided savings. Through the use of a budgetary
mechanism, even a net reduction in personal services costs has been achieved.
However, as in the first example, it is agency management that is deciding how to
reallocate RIP savings, and from a budget reduction viewpoint, no savings are realized
despite the personal services cost reduction.

3. RIP savings allotted to other programs. One difficulty that both we and officials at the
University of Alaska had with estimating RIP savings was the treatment of "budget
reallocation” savings. University officials reported that RIP provided administrators
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increased flexibility and was used in
part, to reconfigure the instructional
staff at various campuses in response to
student demand (see inset at right).

For example, if an accounting professor
retired under RIP, that position itself
may be left vacant but the savings
generated may be used for a myriad of
other activities.

Again, RIP has generated savings, and
to some extent, a net reduction in
personal services costs was probably
generated, but all was done outside the
influence of legislative oudget review.
From the budgetary aspect, no savings
were realized, because none were
reflected in the university’s budget
request.

RIP participant’s position is cut. When
RIP generates savings through
elimination of a position, without a
budgetary monitoring system, even
these more discrete savings can be
temporary. For example, an agency
eliminates a position from the budget
left vacant by a RIP retiree. The
agency has decided to either to absorb
the RIP participant’s workload with
existing staff, discontinue the services
provided by the retiree, or perhaps, as

mentioned above, "contract-out" the tasks. Now, from a budgetary perspective, RIP
savings are more readily realized, since agency budget requests are reduced to reflect the

eliminated position.

However, two years later, perhaps under a different administration, management requests
and obtains funding for a "new" position. The new position is needed to perform all or
most of the tasks that were previously done by the RIP retiree. If funded, the legislature
is reallocating, probably unknowingly, a portion of RIP’s net reduction in personal

Services costs.

DRYQION OF LBOUATM ALDT
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Legislature was concerned about RIP accountability

The legislature was concerned about the accountability of RIP savings. The program’s
implementing legislation required the Office of Management and Budget (OMB) to submit
annual reports on RIP and its impact each January 15 from 1991 through 1994. The report
was required to provide the

information necessaryfor the legislature to evaluate the effectiveness ofthe program
in achieving its objectives. The report should include information on the designated
organizational units under the retirement incentive plans including the cost of the
retirement incentive Frogram per participant, the cost to the state, the cost to the
employee, the annual budgeted amount by agencyfor the retirement incentive, and
the projected or actual savings over the tluee-year period.

The 1991 report, did contain the information specified in the legislation, and we used the
report as a basis for developing the costs and savings included in this report. However, the
costs and data specified and submitted does not provide necessary information regarding how
the projected savings were utilized or how they affected the subsequent FY 92 budget.

Either OMB or Legislative Finance should monitor future RIPs

In addition to the report information required by the 1989 RIP legislation, the legislature
should consider directing either OMB or the Division of Legislative Finance to specifically
monitor RIP-generated savings. The legislate should direct one of these agencies to
account for savings generated by vacant positions and the incremental differences in salary
and benefits for various state agency budget request units.

By breaking down and analyzing the budgetary impact of RIP retirees, these budget review
agencies could develop an adjustment factor to be used in budget construction and review.
Such a factor, similar to the adjustments currently made for personnel vacancy and turnover,
could be used to reduce agency personal services budget requests. Such a factor would
reflect the amortization of projected RIP savings over the same time period as that provided
by additional credited service.

Further, any new positions that may be included in each agency’s annual budget request
should be scrutinized in the context of the duties and services formerly provided by RIP
participants. In addition, OMB or the Division of Legislative Finance should review the use
of temporary employees and agency overtime to determine if any significant increases could
be attributable to RIP.
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Improved monitoring would provide enhanced legislative oversight of savings

By implementing such an upfront,
monitoring and control procedure, the
legislature could provide greater assurance
that RIP-generated savings are being used
to reduce personal service costs. Further,
such a procedure more clearly identifies the
amount and impact of program savings.
Legislative oversight of how the savings
generated from RIP are used would be
improved, and such ongoing monitoring

would allow the legislature a decision- -

making role in how savings are to be
reallocated.

1990 measure reduced emphasis on savings

In 1990 the legislature amended the 1989
RIP to allow employees to "make up the
difference” if the State could not project a
savings for their position. This amendment
had the effect of eliminating any possibility
for the State to realize a net reduction in
personal services costs for those employees.

Otherwise eligible employees, for whom no

savings could be projected over a five-year

period, could now participate in RIP by
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paying off the State’s projected costs. Accordingly, under the legislation the State just
"broke even" on 78 additional participants, realizing no net reduction in personal sendees

costs for those individuals.

From legislative committee minutes of the testimony and discussion of the amending

legislation, the primary concern appeared to be one of equity.

From testimony and

discussion it seems the intent of the legislature was to allow all state employees that met the
basic eligibility criteria an opportunity to participate in the program, regardless of the savings
that might be generated from their particular situation.
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RIP reduces personal services costs, central issue is who decides how savings are used

In summary, concerns about savings generated by RIP are often misdirected. RIP, if
structured appropriately, does generate personal service cost savings. Skepticism of the
Brogram IS not so much attributable to an absence of any real savings, but rather exists
ecause the current budget review process does not adequately track and reflect economies
generated. Only if there are major lay-offs and budget cutbacks, do savings generated hy
RIP become readily apparent in state agencies’ budget requests.

This lack of a developed budget control process, limits the legislature in performing its

oversight role. Decision making is transferred to agency administrators, They get to decide
how to reallocate or use RIP savings, with no specific legislative inquiry or direction.
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EMPLOYER COMMENTS AND DISCUSSION

The opening section of the 1989 legislation that implemented RIP stated that

since it may be necessary for state agencies and other employers who garticipate
in the state retirement systems to reduce their personal services costs because of
declining state revenue, reimplementation ofthe [1986] retirement incentive program
encouraging employees to retire voluntarily, will reduce the hardship of layoffs.

However, as it turned out, concerns about layoffs and declining revenues proved, for most
employers, not to be a critical factor.

Stable fiscal conditions and prior RIP may have reduced need for staff cut savings

As summarized in the Report Conclusions section, most savings generated by the 1989 RIP
were due to the incremental difference in the personnel costs of retiring workers and their
replacements. A comparatively small part of the savings on a statewide basis were due to
the reduction in public employment. We surmise that savings generated by the elimination
of positions v/erc minimal because of two factors:

1. The fiscal situation was better. The fiscal situation faced by the State of Alaska, most
local governments, and school districts proved not to be as adverse as had been
anticipated when the merits of the 1989 RIP were being debated. As a result, there was
not as much pressure or need to eliminate positions in order to meet demanding budget

cuthacks.

2. The impact of the earlier RIP. If local governments and school districts had an
excessive number of positions, their management likely took full advantage of the earlier
1986 RIP to reduce the number of employees. That RIP was implemented at a time
when both the fiscal situation and prospects at all levels of government were more
problematic. With the advent of the 1989 RIP, local governments and school districts
were in a situation where all or most retirees necessarily had to be replaced.

Three employers criticize RIP as causing "brain drain" and being a costly alternative

Three of the participating employers surveyed in the course of our review expressed two
common complaints regarding RIP. One is the concern over the loss of experience,
sometimes referred to as "brain drain." Another employer-expressed concern was that RIP
IS sometimes used "as an easy way out," and that other, less costly alternatives to reducing
personnel costs were not being considered.
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One respondent wrote that his local assembly was

not thrilled with RIP. This notable lack ofenthusiasm was due to the potential loss
of long term employees ~ the real loss to the organization of those years of
experience

Another local personnel officer observed that snow removal in his community had been
adversely affected by the loss of experienced snowplow operators. Increased property
damage to mailboxes, taking more time to clear streets and improper maintenance of
equipment were all "hidden" costs of losing experienced employees to RIP.

Another local government participant responded that

4ny net savings identified in this study is an imaginary figure. There exist other
alternatives to personnel cost reduction not being [considered]. My beliefis that the
most favorable outcome of a RIP is that it may be used as a tool to encoiuage
selected employees to terminate employment when the government is unable or
unwilling to achieve this result through intelligent and sound personnel management.
[t’s an easy way out.

Auditor discussion - The loss of experience and "brain drain" are concerns that have been
expressed during legislative deliberations and consideration of RIP. In some situations, as
discussed next in this section, the participating employer often welcomes the increased
flexibility and new ideas brought in by new employees. But for some areas of service, such
as operating heavy equipment, the loss of experience can be more telling.

The second criticism, we think neglects one of the other stated aspects and purposes of RIP.
RIP was designed in pari to mitigate the social hardship of layoffs. The legislature felt it
was good public policy to have people in the community receiving retirement payments
rather than having a like number receiving unemployment checks. Given these additional
program aims, RIP cannot be judged strictly on a cost-benefit basis.

In our view, the legislature recognized that under RIP, it would cost money to reduce staff
compared to achievin% the same goal through lay-offs at little or no additional cost, but with
greater negative social impact. The 1989 RIP, as it turned out, was implemented at a time
when across-the-board layoffs and cutbacks proved not to be a widespread necessity. In
these circumstances, the costliness of the program become more evident, and its social
benefits were obscured.
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RIP provices Increased administrative flexibility

Early retirement incentive programs have other benefits beyond costs savings. These
programs can be used to achieve important non-financial goals such as increased managerial
flexibility in restructuring operating procedures, in making promotions, and an increased
ability to maintain a balance in the age and composition of the workforce (something that
might not occur with seniority-based lay-nffs).

The 1989 RIP did produce other benefits beyond the estimated cost savings. One school
district in responding to our survey commented that

RIP allows us more flexibility. We give ow teachers tenure, RIP allowed us
flexibility in our staffln?. ~Also now a district can establish new directions for
programs that was nearly impossible to pursue with long-entrenchedfaculty.

Both the Anchorage School District (ASD) and the university reported that RIP provided
administrators with increased staffing flexibility. Both the university and ASD grant tenure
to their professors and teachers, respectively. One benefit of RIP was that it allowed the two
organizations to replace tenured faculty with entry level instructors and teachers without
tenure. As a result, it was easier to reassign and transfer instructors without having to
consider the limitations and restrictions that are involved with the prerogatives of tenured
staff.

Fairbanks school board feels that repeated RIPs disrupts recruitment

In a September 1990 resolution (see inset on next page), the Fairbanks North Star Borough
School Board expressed its concern over the need for, and the impact of, repeated RIPs. In
adopting a resolution opposed to the creation of another RIP program the board felt that
while the program assisted schools in responding to fiscal emergencies, that its repeated use
when there was no crisis is disruptive to normal teacher turnover and harmful to
recruitment.

As reflected by the resolution the board felt that teachers develop expectations that another
RIP will eventually be offered. This expectation encourages employees who might normally
retire to postpone doing so undl the next RIP. The number of retirees then accumulate and
when a RIP is offered, all leave the district collectively, causing havoc in teacher recruiting
and a major loss of experienced personnel all at once.

Auditor discussion - The 1989 RIP program was designed to maximize "local control." The
decision whether to participate is made at the local level, as is establishing the criteria for
which employees may retire. To some extent, this local option flexibility has led to what
some may consider are abuses of RIP. Rather than using the program to lessen the impact
of layoffs and realize savings, some employers used RIP as a means to provide additional
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compensation and consideration. Under our reading of the 1989 legislation, such use of the
program is permissible. RIP is a "take-it-or-leave-it" orogram in which employers can
structure their participation in the program in any manner they wish within the broad
confines of the program eligibility requirements.

"Speed-up" scenario is a drawback to RLP's goal to save employers money

The "speed-up" scenario has been generally recognized as a drawback to RIP. Providing
incentives may speed up the retirement of individuals who would have retired in the near
future with or without an added incentive. Under RIP, the employer must pay the added cost
of providing the incentive even though the employee would have eventually retired anyway
at no extra cost.
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Tiwo participants cite Impact of the “speeckup” scenario in citticizing estimeted savings

Some employers contacted during the course of the review pointed out that the savings
estimated using our assumptions and approach tended to inflate totals. In their comments
they cited the "speed-up" scenario as contributing to an overstatement of savings. One
emplo;I/]er commented that under the formula we suggested be used to calculate savings or
costs that

Savings for our school district are based on a "bogus" assumption. What is not
considered is when would have these individuals have normally retired if there had
been no RIP. It is possible that the individuals wouid have retlred angway [without
the school district having to pay any additional RIP employer contribution costs.]

Another district commented that normal retirement would generatefar greater savingsfor
each district. The costfor RIP has to be budgeted for, while the "savings" are usedfor
other purposes.

Auditor discussion - Under the methodology used in this report, participants who would have
normally retired would generate a certain amount of savings over the costs involved to
provide the three additional years of sen/ice. Had they retired without RIP then there would
have been no additional employer costs involved, and the district would have realized even
more savings, either by eliminating the; position or replacing the retiree with a lower paid
replacement.

Itis likely that some of the almost 1,800 RIP participants would probably have taken normal
retirement, involving no additional contribution from their employer. We acknowledge that
this normal retirement factor does overstate our savings estimate, but there was no practicable
way for us to calculate its effect and adjust our estimates accordingly.
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NOTES TO SCHEDULE 1

Note 1- General Assumptions. Methodology, and Approach to Develop Estimates

Unless otherwise discussed in a specific note, the estimated savings or costs presented in
Schedulﬁ 1 on page 8 were calculated using the following assumptions, methodology, and
approach:

L
2.

Savings and costs totals represent projections over a three year period.

For most participants, the calculations of estimated savings or costs reflect the projected
costs of salaries and benefits for both the RIP retiree and their replacement. However,
some employers used salaries only as a hasis for their projections and estimates. In any
event, for any one particiloant’s calculation the same basis was used for both the retiree
and the replacement employee.

In addition to the administrative costs involved with each RIP participant, the estimated
savings/costs also reflect any administrative fees paid by the employer for individuals
who were eligible for the program but did not participate.

Note 2 - State of Alaska

Savings presented for the State of Alaska represent a combination of projected savings. The
total includes both:

1

Three year projected savings for individuals who qualified and participated in the initial
RIP program.
Net savings projected over a five year period for individuals who participated under the
amended RIP program. According to OMB records, 78 of the State of Alaska’s 739
participants did not generate any savings, and accordingly do not contribute to the total
savings of $6,033,100. The table below summarizes savings estimates and the number
of participants for both the 3-year and 5-year periods
Participants Savings

3 YEAR PERIOD 547 $ 5,131,400

5 YEAR PERIOD 192 901,700

TOTALS 739 $ 6,033,100
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Note 3 - University of Alaska

We reduced the savings for the University of Alaska by more than $ 4,900,000 from
estimates developed bz the University. The adjustments were made in an effort to make the
totals more comparable with those developed b¥ the State of Alaska for their RIP
participants. The university originally calculated RIP savings of $9,240,700.

A large portion of these savings total was attributable to extended vacancies in the RIP
participant positions that were eventually filled. Further, the university noted that some of
the "savings” were actually reallocated to other staff and programs rather than being used to
offset budget reductions (see inset on page 14 for discussion of the university’s budget
reallocation process). We based our adjustments on salary, vacancy, and budgetary
information provided to us by the university.

Note 4 - Anchorage School District (ASD)

In calculating savings estimates for TRS participants, ASD used the average, district-wide
teacher and administrator salaries as a basis for the replacement employees’ salary and
benefit costs. Since a large segment of the replacement teachers were actually first year,
newly hired teachers starting at or near the entry level pay scale, use of the district-wide
average is conservative in that it would tend to understate the estimated savings.

ASD’s estimated savings as listed inthe schedule are based on three yearprojections. The
district also progected savings for a five year period. ASD's five-year projectedRIP savings
breakdown as follows:

Retirement System Estimated Savings
TRS Participants $6,578,000
PERS Participants 528.000
Total 5-year savings projections $7.106.000

Both the 3-year savings listed in the schedule on page 8 and the 5-year savings summarized
above, have been reduced to reflect almost $673,000 that the district paid out as retirement
incentives. Depending on when participants retired, they were eligible for payments of 2.5%
to 5% of their salary and from $50 to $100 for each year of service as an incentive to
participate in RIP.
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Note 5- Kenai Peninsula Borough Schoals (KPBS)

Although KPBS had thirteen fewer participants than the Fairbanks North Star Borou%h
Schools, the district had $400,000 more in estimated savings. This difference was large
a result of KPBS not replacing some of their RIP participants, whereas Fairbanks filled all
the teaching vacancies left by the participating employees.

Note 6 - Fairbanks North Star Borough School District (FNSBSD)

In estimating savings, FNSBSD used the average salary and benefit costs for all newly hired
teachers for the first school year following the RIP period. For PERS participants, FNSBSD
used the actual salary of the replacement employee as a basis for projecting the savings
generated by the RIP participant.

Note 7 - City of Fairbanks

More than $580,000 of the projected savings were generated from the city not replacing four
individuals who participated in RIP. Thirteen of the twenty-two participant were from either
the city’s police or fire departments. At the time these 13 individuals retired, the city
consolidated its police and fire protection functions into a single department of public safety.
Many of these 13 retirees were high ranking officers, whose command and management
functions were combined and restructured as part of the consolidation process.

This consolidation of command responsibilities made it difficult to determine which retiree
was replaced by which promoted officer. Thus, it was not practicable to match these
promoted individuals with the outgoing RIP retirees. However, the city is certain that
available funding was used to recruit and hire entry level officers into the new public safety
agency. Accordingly, they based their estimates of projected savings on the difference in
salaries and benefits between the retiring officers and these entry level recruits.

Note 8 - North Slope Borough School District (NSBSD)

In calculating savings estimates for TRS participants, NSBSD used the average, district-wide
teacher salary as a basis for the calculating the replacement employees’ salary and henefit
costs. Since a large segment of the replacement teachers were actually first year, newly
hired teachers starting at or near the entry level pay scale, use of the district-wide average
IS conservative in that would tend to understate the estimated savings.

Note 9 - Matanuska-Susitna Borough Schools (MSBS)

In calculating savings estimates for TRS participants, MSBS used the average, district-wide
teacher salary as a basis for calculating the replacement employees’ salary and benefit costs.
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