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H i g h l i g h t s

(1) present the results of a valuation of tin \laska 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 financial statements, 
governmental agencies, and other interested parties.

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* $ 2,348,423

(b) Accrued Liability* 2,563,268

(c) Funding Ratio, (a) / (b) 91.6%
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§ 70.0%
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* In thousands.

Wnliam V. Mercer. Incorporated

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

1990

$ 2,677.486 

2,753,518 

97.2%



Employer Contribution Rates 
for Fiscal Year:

1992 1993

(a) Consolidated Rate 12.00% 12.83%

(b) Average Past Service Rate 2.20% .75%

(c) Average Total Contribution ’ ate 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 S c  Lybrand, to determine a sound value tor 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/JWJ/jls

April 11, 1991



A n a l y s i s  o f  t h e  V a l u a t i o n

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%, ?  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 
$96,813,000 due to the reduction in retiree medical premiums.

Because, in recent years, the adverse retiree medical 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 S 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%
1536 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 11%
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As you can see from the above table, the monthly retiree medical premium reduced to 
$243.98 during the year from $252.83, 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 actuariai 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 Ut£%_of payroll.

2. 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 $68,112,000 which had the effect of reducing 
the average employer contribution rate by 0.67%.

3. Salary Increases

Salary increases during the year were less than anticipated in the valuation assumptions. 
Salary experience resulted in an actuarial gain of $6,991,000 which generated a 
reduction in the average employer contribution rate of 0.02%j)f payroll.

4. 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.
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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 lu 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 .....................................  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......................................................  (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 other factors......................................................................  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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BUDGET AND AUDIT COMMITTEE

THE LEGISLATURE

AUDIT DIVISION PO BOX WJUNEAU, ALASKA 99811-3300

/

F e b r u a r y  8, 1989

Members of the Leg is l a t i v e  Budget 
and Audit Committee:

In accord a n c e  w i t h  the pro vis i o n s  of T itle 24 of the A laska 
Statutes, the attached report is s u b m i t t e d  for your review.

A  R E P O R T  ON THE 
D E P A R T M E N T  OF A D M I N I S T R A T I O N  

PUBLIC EMPLOYEES' R E T I R E M E N T  S Y S T E M  
R E T I R E M E N T  INCENTIVE P R O G R A M

M a y  16, 1986 - O c t o b e r  1, 1987 

Audit Control N u m b e r

As stated in the Report Objectives, Scope, and M e t h o d o l o g y  
Section, the A u d i t  p r i m a r i l y  i n v olved d e t e r m i n i n g  the 
e s t i m a t e d  cost savings to the State of Alaska as a r esul t of 
state employees enrol l e d  in the Public Employees' R e t i r e m e n t  
S y s t e m  and p a r t i c i p a t i n g  in the R e t i r e m e n t  Incentive P r o g r a m  
as e n acted b y  C h apter 26, S L A  1986. This audit was c o n­
ducted in a c c o r d a n c e  w i t h  g e n e r a l l y  a c c e p t e d  g o v e r n m e n t a l  
p e r f o r m a n c e  a u d i t i n g  standards.
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R E P O R T  O B J E C T I V E S ,  S C O P E ,  A N D  M E T H O D O L O G Y

In accord a n c e  with the provisions  of Title 24 of the Alaska 
Statutes, a r e v i e w  was c o n d u c t e d  to de termine the estimated 
cost savings r e s u l t i n g  from S tate of A las ka employees 
p a r t i c i p a t i n g  in the R e t i r e m e n t  Incenti ve P r o g r a m  (RIP). 
The objectives, scope, and m e t h o d o l o g y  of our r e vi ew were as 
f o l l o w s :

Objectives

C h apt er 26, S L A  1986 c r e a t e d  a r e t i r e m e n t  incentive p r o g r a m  
for m e m b e r s  of the Public Employees' Retir e m e n t  S ystem and 
Teachers' R e t i r e m e n t  System. The stated purpose of this 
legislation, effec t i v e  M a y  16, 1986 was:

Since it is n e c e s s a r y  for state ag encies and may 
be n e c e s s a r y  for o t h e r  emp loyers who p artici pate 
in the state r e t i r e m e n t  systems to reduce their 
p e r s o n a l  services costs b e cau se of d e c l ining state 
revenue, a p r o g r a m  e n c o u r a g i n g  employee s to retire 
v o l u n t a r i l y  m a y  r e d u c e  the h a r d s h i p  of layoffs.
This p r o g r a m  is i n t e n d e d  to r e a l i z e  sufficient 
econom ies to o ffset the cost of a d m i n i s t r a t i o n  and 
b e n e f i t s  to the state age ncies and other employers 
r e s u l t i n g  from the award of r e t i r e m e n t  credits and 
to r e sult in a net r e d u c t i o n  in p e r s o n a l  services 
costs to the state or o t h e r  e m p l o y e r  during a 
p e r i o d  of d e c l i n i n g  revenue.

The o b j e c t i v e  of our r e v i e w  was to d e t e r m i n e  the amount of 
cost savi ngs as a r esult of state emp lo y e e s  p a r t i c i p a t i n g  in 
RIP. The scope o f  our r e v i e w  a n d  m e t h o d o l o g y  u s e d  to m e e t  
this o b j e c t i v e  follows.

Scope and M e t h o d o l o g y

All e x e c u t i v e  b r a n c h  e m p l o y e e s  (excluding  the U n i v e r s i t y  of 
Alaska) e n r o l l e d  in the P u blic Employees' Ret ir e m e n t  System, 
p a r t i c i p a t i n g  in RIP b e t w e e n  M a y  16, 1986 to O c t o b e r  1,
1987, and h a v i n g  p o s i t i o n  c o n trol n u m b e r s  (PCNs) w e r e  
reviewed.

In o r d e r  to c a l c u l a t e  the e s t i m a t e d  cost savings in p e r s o n a l  
s e r v i c e  costs as a r e s u l t  of e m p l oy ees p a r t i c i p a t i n g  in RIP, 
we o b t a i n e d  a l i stin g of r e t i r e e s  from  the D e p a r t m e n t  of 
A d m i n i s t r a t i o n ,  D i v i s i o n  o f  R e t i r e m e n t  and Benefits. The 
listing, d ated N o v e m b e r  9, 1987 p r o v i d e d  us w i t h  the r e t i r­
ing e m p l o y e e ' s  name, s oc ial s e c u r i t y  number, and employ e r ' s  
RIP cost bv department.
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L im i t a t i o n s
In addition to the methodology used to determine the cost
savings of the RIP program, the following are some
limitations we identified.

1. Our computation of savings only shows the savings in 
the position that retired. It doesn't take into 
account the savings from other positions affected 
within the State 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 Diay 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 
RIP and the current occupant were presented on the 
s c h e d u l e .

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

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

6. Some executive branch employees took mandatory and 
voluntary pay cuts prior to retiring while the current 
occupant's salary in that position reflects the 
reinstated salary. We did not adjust our schedule for 
these differences.

V - 3 - DIVISION Of LEGISLATIVE AUDIT



ORGANIZATION AND FUNCTION

C h a pter 26, S L A  1986 became e f f e ctive on M a y  16, 1986 and 
c r e ated a retire ment incentive p r o g r a m  for m e m b e r s  of the 
Public Employees' Retirement S y stem (PERS) and the Teachers' 
R e t i r e m e n t  S y s t e m  (TRS). The p r o g r a m  provided for v e s t e d  
m e m b e r s  of each  retirement system, w h o  were eligible to 
r etir e w i t h i n  three years, a credit of three years. The aim 
of the p r o g r a m  was to reduce p e r s o n a l  service costs and to 
m i n i m i z e  the n u m b e r  of involuntary layoffs.

The Office of the Governor, Office of M a n a g e m e n t  and Budget 
(OMB), D i v i s i o n  of Budget R e v i e w  issued detailed guidelines 
on J u n e  11, 1986 to state agencies to f o llo w in implementing 
the R e t i r e m e n t  Incentive P r o g r a m  ( R I P ) . Employees w i s h i n g  
to p a r t i c i p a t e  in the p r o g r a m  h a d  to m e e t  three requir e m e n t  
levels in order to q u alify for RIP.

1. P e r sonal E l i g i b i l i t y  - Basic requir e m e n t s  of age, 
length of service, and status w i t h  regard to PERS or 
TRS h a d  to be met.

2. D e s i g n a t e d  O r g a n i z a t i o n a l  Units - T h e  individual h a d  to 
be e m p l o y e d  in a p o s i t i o n  falli ng w i t h i n  an a g e n c y  
a s s i g n e d  job classification, and author i z e d  in and paid 
from a d e s i g n a t e d  o r g a n i z a t i o n a l  unit. Savings then 
had to be shown to occur w i t h i n  job c l a s s i f i c a t i o n s
w i t h i n  d e s i g n a t e d  o r g a n i z a t i o n a l  units b e f o r e  any 
indivi dual c o u l d  re tire u n d e r  the program. Agenci es
w e r e  g i v e n  c o m plete f r ee dom to select job c l a s s i f i c a­
tions and o r g a n i z a t i o n  units of the g r e ate st or least 
d e t a i l .

3. C e r t i f i c a t i o n  of Savings - A g e n c i e s  w e r e  r e q u i r e d  to
f o r w a r d  e v i d e n c e  of cost savings to OMB b a s e d  on the
job c l a s s i f i c a t i o n s  and o r g a n i z a t i o n a l  u ni ts p a r t i c i­
pat i n g  in RIP. Once OMB c e r t i f i e d  the savings, funds 
c o u l d  be e n c u m b e r e d  to pay for the cost of RIP.

In c a l c u l a t i n g  the savings, OMB r e q u i r e d  agencies to include 
all those i n d ividuals m e e t i n g  p e r s o n a l  e l i g i b i l i t y  r e q u i r e­
men t s  and who w i s h e d  to p a r t i c i p a t e  in the program. W i t h i n  
a job c l a s s i f i c a t i o n  and d e s i g n a t e d  o r g a n i z a t i o n a l  u n i t
e i t h e r  all those individuals m u s t  have b e e n  able to p a r t i c i­
pate or none could. In other words, an o r g a n i z a t i o n a l  unit 
c ould not be d e s i g n a t e d  unless  all those who met b a s i c  
r e q u i r e m e n t s  a n d  w a n t e d  to p a r t i c i p a t e  w e r e  included in the 
c a l c u l a t i o n  of savings.
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T H I S  D O C U M E N T  

H A S  B E E N  R E P H O T O G R A P H E D  

T O  A S S U R E  L E G I B I L I T Y



REPORT O B JE C T IV E S , SCO PE , AND METHODOLOGY

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

Obj ectives

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

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

Scope and Methodology

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

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

STATE Or ALASKA - 1 - DIVISION Or LCC.ISLATIV* AUOIT



A computer match of social security numbers with the State's 
payroll history file was done in order to identify the PCN 
from which the employee retired. The match also provided us 
with the monthly salary or hourly rate the employee was 
paid. lo derive at an annual salary, monthly employees' 
salaries were multiplied by 12 months, if budgeted for 12 
months, and hourly employees' salaries were multiplied by 
1,950 hours, if budgeted for 12 months. The match of social 
security number to PCN showed that some employees did not 
have a PCN such as retirees from the Permanent Fund Corpora­
tion and marine employees. These were excluded from our 
analysis.

The new listing of PCNs generated above was matched with the 
State's payroll history file for the period August 1988 
through December 1988. If a match, occurred, we determined 
the annual salary of the current occupant based cn the 
monthly/hourly rate. In addition, we matched the PC/ with 
the FY 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 
number of months a position was budgeted.

In order to show a more accurate comparison of annual salary 
savings, we adjusted the annual salary for the retired 
employee and the current employee 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. 
Furthermore, our review did not indicate 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 
participation in RIP resulted in a "savings" or "loss." 
"Savings" is defined as the current occupant s salary being 
less than the retired employee's salary. "Loss" is defined 
as the current occupant's salary being greater than the 
retired employee's salary.

In the final analysis, total savings/loss by department was 
multiplied by three years because the State had three years 
to pay for the employer's share of the RIP cost, although 
the benefit could affect more than three years. The 
employer's net cost of RIP by department which excludes the 
cost for positions not included in the comparison was 
compared with the department's three-year savings/loss in 
order to arrive at a net savings/loss.
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L i m i t a t i o n s
In addition to the methodology used to determine the cost
savings of the RIP program, the following are some
limitations we identified.

1. Our computation of savings only shows the savings in
the position that retired. It doesn't take into
account the savings from other positions affected
within the State 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 
RIP and the current occupant were presented on the 
schedule.

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

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

6 . Some executive branch employees took mandatory and 
voluntary pay cuts prior to retiring while the current 
occupant's salary in that position reflects the 
reinstated salary. We did not adjust our schedule for 
these differences.
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ORGAN IZATION  AND FUNCTION

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

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

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

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

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

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



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

Because payment of the participant costs to the Division of 
Retirement and Benefits must have been made within three 
years of the end of the fiscal year in which he or she 
retired, agencies could calculate savings stemming from 
lower range, lower step, and vacancy over four full years 
rather than three, beginning with the fiscal year in which 
the retirement took place. According to OMB, the generous 
rounding was due to the fact that the State would benefit 
financially long after the three year payment period ended.
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A U D IT O R 'S  CONCLUSIONS

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

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

Net cost savings by state agency were mainly generated by 
the replacement of employees whose salary was based on 
longevity with employees paid at lower rates, the reclassi­
fication of positions to 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, except for the Office of the 
Governor. Current salaries in the Governor's Office were 
greater by $1 , 0 0 0 in those positions where employees 
retired. We believe this variance is due to the retiring
employee's salary reflecting a 10 percent pay cut while the 
current occupant's salary is after the pay cuts were 
restored.

Review of some individual significant variances in pay 
between the retired employee's salary and the current
employee's salary indicated the variances were mainly caused 
by position reclassifications. We did not determine the 
justification for these position reclassifications.



Description
(limber
of

Posldons
Office of che Governor
Positions Hatched with FY 89 Payroll File
Positions Hot Hatched with FY 89 Payroll File;
Noc Budgeted In FY 39 PACS File
Budgeced in PACS File but Currently Unfilled
Budgeted in PACS File with Zero Months Budgeted

Total Positions Hot Hatched with FY 89 Peyroll Pile
Total Office of the Governor
Department of Adrlnlatratlon
Positions Matched with FY 89 Parrcll File
Positions Not Matched vlth FY B9 Payroll File:
Cot Budgeted In FY 89 PACS File
Budgeted In PACS File but Currently Unfilled
Budgeted In PACS File with Zero Months Budgeted

Total Positions Mot Matched vlth FY 89 Payroll File
Total Department of Adnlnlscratlon
Department of Law
Positions Matched with FY 89 Payroll File
Positions Not Matched with FY 89 Payroll File:
Not Budgeted In FY 89 PACS Flic
Budgeted In PACS File but Currently Untllled
Budgeted in PACS FLle with Zero Months Budgeted

Tot..; Positions Not Matched with FY 39 Payroll File
Total Department of Law
Departrent ol Revenue
Positions Matched with FY 69 Payroll File
Posltlous Noe Matched with FY 89 Payroll File;
Not Budgeted In FT 89 PACS File
Budgeted In PACS File but Currently Unfilled
Budgeted In PACS File with Zero Months Budgeted

Total Positions Noe Hatched with FT 89 Payroll Pile
Total Department of Revenue
Department of education
Positions Matched with FY 89 Payroll Pile
Positions Not Matched with FY B9 Payroll Fllai
Not Budgeted In FT 89 PACJ rile
Budgeted in PACS File but Currently Unfilled
Budgeted in PACS File with Zero Months Budgeted

Total Poslclons Not Matched with FY 89 Payroll File
Total Department of Education
Deparment of Health and Social Services
Positions Matched with FY *9 Payroll File
Positions Not Matched with FY 89 Payroll File!
Not Budgeted In FY 89 PACS File
6uoeeted In PACS File but Currently Unfilled
Budgeted in PACS File with Zero Months Budgeted

Total Positions Not Matched with FY 89 Payroll File
T.-tjl Depart̂"t of Health ard Sods’, Services

18

21
99

11
1C

21
16

12

111

17
ISO

Salary
of
RIP
“etlree

Current 
Occupant'» 
Salary of 
Position 
Vacated

Difference 
Savings 
(Loss I

S 121,368 S 122,912 S (1,09/.)

83,568
-0-
-0-

-0-
-0-
-0-

83,568
-0-
-0-

83,568 -0- 83,568
209.936 122,912 82,529

2,757,338 2,926,751 330,587

757,569
63,028
-0-

-0-
-0*
-0-

757,569
63,028
-0-

820,597 -0- 820,507
3,577,935 2.926,751 1,151,189

359,369 397,5C8 11,856

109,229
-0-
-0-

-0-
-0-
-0-

109,229
-0-
-0-

109,229 -0- 109,229
968,588 397.508 121,080

509,180 938,509 65,676

89,168
197,698

-0-
-0-
-0-
-0-

89,168
197,698
-0-

231,816 -0- 231,816
735,996 938,509 297,992

‘716,609 592,860 123,799

382,971
-0-
-O-

-0-
-0-
-0-

382,971
-0-
-0-

382,971 -0- 38 2 , 971
1,099,575 592,860 506,715

5,153,660 9.993,32J 660,337

377,959
319,086
-0-

-0-
-0-
-0-

377,959
316,086
-0-

492,090 -0- 692.090
5,896,700 4.993.323 1,352,377

Savings 
(Loss) 

Over Three- 
Year Period

Net 
Cost of 
PIP

Three-Year
Net
RIP
Sawings
I Lois I

297,572 106,796 190,626

3,953.552 2,199,937 1,258,615

1,520,19} 558,189 961,961

9,057,131 3.198.795 759,136
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STATE OF ALASKA 
OEPARlMEm OF AHIItllSIRAIICN 

PUBLIC EMPLOYEES' PETIREMENT SYSTEM 
RETIREMENT INCENTIVE PROCRAM (RIP) 
SOIEDULE OF RIP COST SAV1NC5/(LOSS) 
Hay lb, 1986 co October i, 1.967

Description
Department of Labor
Positions Hatched with FY 89 Payroll File
Positions Not Hatched ulth FY 89 Payroll File;
Not Budgeted In FY 89 PACS File
Budgeted In (ACS File but Currently Unfilled
Budgeted In PACS File with Zero Months Budgeted

Total Positions Not Matched with FY B9 Payroll File
Total Department of labor
Department of Coneerce end Econcolc Development
Positions Hetcbed ulth FY 89 Payroll File
Positions Noe Hatched with FY 8° Payroll File;
Not Budgeted In FY 89 PACS File
Budgeted In PACS File but Currently Unfilled
Budgeted In PACS File with Zero Months Budgeted

Ioeel Positions Noe Matched vlth FY 89 Payroll File
Iceal Department of Conteree and Economic Development
Department of Military and Veterans' Affairs
Positions Hatched mth FY 89 Payroll File
Positions Not Hatched vlth FY 89 Payroll File;
Not Budgeted In FY 89 PACS File
Budgeted In PACS File but Currently Unfilled
Budgeted In PACS File ulth Zero Months Budgeced

Total Positions Noe Matched with FY 99 Payroll File
Total Department of Military ar.d Veterans' Affairs
Department of Natural Resources
Positions Hatched with FY 69 Payroll Pile
P"sltlons Noe Matched with FY 89 Pu..oll File:
Not Budgeted In FY 89 PACS File
Budgeted In PACS File but Currently Unfilled
Budgeted In PACS File with Zero Months Budgeted

Total Positions Not Hatched with FY 89 Payroll File
Total Department of Natural Resources
Department of Fish and Came
Positions Matched ulth FY 89 Payroll File
Positions Noe Matched with FT B9 Panoll Fllei
Not Budgeted In FT 89 P4CJ file
Budgeted In PACS File but Currently Unfilled
Budgeted In PACS File with Zero Months Budgeted

Total Positions Not Hatched with PY 89 Payroll Pile
Total Department of Fish aiyl Came
Department of Public Safety
Positions Katcned with FY 89 Payroll File
Positions Noe Matched with FY 89 Parrotl Fllei
Not Budgeted In FY 89 PACS File
Budgeted In PACS Fite but Currently Unfilled
Euogeted In PACS Hie ulth Zero Months Budgeted

Nusber
of

Positions

42

U
53

19

28

37

20
70
27
6*
47

1412
4
30
77

34
30

Total Pci It tons Not Matched with FY 99 PsytoII file 
Total Department ot Puplle Safety

37
101

Salary
of
RIP
Rerlree

Current 
Occupant's 
Salary of 
Position 
Vacated

Difference * 
Savings 
(Loss)

Savings 
(Loss) 

Over Three- 
Year Period

Net 
Cost of 
RIP

Three-Year 
Net 
RIP 
Savings 
(Los a)

S 1,771,523 SI,59V.985 S 173,338 S S S

66,678
326,116
-0-

-0-
-C
-0-

66,678
326,116
-0-

392,794 -0- 392,7'-.
2.164,317 1.597,985 566,332 L,698,996 1,116,175 5B2.B21

851,652 724,308 127,344

410,784
-0-
-0-

-0-
-0-
-0-

410,784
-0-
-0-

410,784 -0* 410,784
1,262,436 724.308 538,128 1,614.384 646.136 968,248

176,016 162,372 13,644

77,268
-0-
-0*

-0*
-0*
-0-

77,268
-0-
-0-

77,268 -0- 77,268
253,284 162,372 90,912 272,736 230,541 42,195

1,338,597 1,241.732 96,865

908,676
222,602
-0-

-0-
-0-
-0-

908,676
222,802
-0-

1,131,478 -0- 1,131,478
2,470,075 1,241,732 1,228,343 3,685.029 1,400,476 2,284,533

2,107,741 1,780,873 326,868

710,953
505,591

•0*
*0-
-0-
-o

710,953
505,591
•i

1.216,544 -o 1.216,544

3.324,283 3,780,873 1,343,412 4,630,236 2,686,220 1,944,016

3,022,535 2.745,096 277,439

1,802,508
126,427
-0-

-C-
-0-
-0-

1,802,309
126,427

-0-
1,928,935 -0- 1,928,935
4,5,.,470 2,'45.096 2.206,374 6,619,122 4,:C9,i.l6 2,409,-04
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STATE OF ALASKA 
DEPARTMENT OF ADMINISTRATION 

PUBLIC EMPLOYEES’ RETIREMENT SYSTfM. 
RETIREMENT INCENTIVE HP OCR AM (RIP) 
Sa iE D U lE  <■;• FiP COST SAVINGS/(L0SS) 
Tlay 16, 1986 to October 1, 1987

Description
Humber
of

Poslcions

Salary
of
RIP
Retiree

Current 
Occupant’s 
Salary of 
Position 
Vacated

Difference - 
Savinga 
(Loss)

Savings 
(Loss)
Over Ihree- 
Year Period

Kec 
Con of 
PIP

Tbree-Yes-
NtC
RIP
Saving*

Department" ot Environmental Conserv.itIon
Poslcions Macche.-* vlth FY 8° Pavrall File 10 S 435,636 S 381.884 S 53,752 S S s
Positions Not Hatched vlth FY 89 Payroll Filet
Noc Budgeted In FY 89 PACS File
Budgeted In PACS File but Currently Unfilled
Budgeted In PACS File vtch Zero Months Budgeted

1
1
0

38,712
43,248
-0-

-0-
-0-
-0-

38,712
43,248
•0-

Total Positions Not Matched vlth FY 89 PavToll File 2 81,960 -0- 81,960
Total Department of Environmental Conservation 12 517,596 381,884 135,712 *07,136 1U1.C87 160.0̂.9
Department of Corrections
Positions Hatched vlth FY 89 Payroll Pile IE 1,482,921 1.292,020 190.893
Posltlona Not Hatched vlth FY 89 Pavroll File:
Not Budgeted In FY 89 PACS Flic
Budgeted In PACS Flic but Currently Unfilled
Budgeted In PACS File vlth Zero Months Budgeted

1
0
0

45,74*
-0-
-0-

-0-
-0-
-0-

45,744
-0-
-0-

Total Positions Noc .'".Itched vlth FY 89 Pavroll File 1 45,744 -0- 45,744
Total Department of Corrections 37 1,528,665 1,292,028 236,637 709.911 988, (27fl.:93>
Department rf Community .-.rd Reaioral Affalra
Positions Matched vlth FY 89 Pavroll File 6 287,112 269,256 17,856
Posltlona Not Matched vlth FY P9 Payroll File:
Not Budgeted In FY 89 PACS File
Budgeted in PACS File but Currently Unfilled
Budgeted In PACS File vlth Zero Months Budgeted

1
0
0

37,356
-0-
-0-

-0*
-0-
-0-

37,356
-0-
-0-

Total Positions Not Matched vlch FY “d Pavroll File 1 37,356 -0* 37,356
Total Department or Cocnunlcv and Regional Affalra 7 324,468 269,256 55,212 165,635 17̂,106 f8>70)
Department of Transportation and Public Facilities
Positions Macched vlch PY 89 PavroU File 214 9.061,536 8.230.545 830,991
Positions Noc Macched vlth FY 89 Pavroll File:
Not Budgeted In FY 89 PACS File
Dudgeced in PACS File but Currently Unfilled
Budgeted In PACS File vlth Zero Months Budgeted

31
35
0

1,484,571
1,516,269

-0-
*0-
-0-
-0-

1,484,571
1,516,269

-0-
Total Positions Net Matched vlth FY 89 Payroll File 66 3,000,840 -0- 3,000,840

local Department of Transportation and Public 
facilities 280 12,062,3)6 8.230.545 3.831.831 11,495,493 8,92~,b09 2,570,88̂

Total RI? Progran 977 540.791.702 ZML-UUi 114̂48.525

See the Reporc Ctojecttvea, Scope, end Methodology aectlon of thle report for the eethodology uied to prepere thie echedule end Che lUitetlone of thle 
schedule.
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RETIREMENT INCENTIVE PROGRAM 
STATUS REPORT 

February 27, 1989

Employer

Governor's Office
Administration
Law
Revenue
Education - PERS 
Education - TRS 
Health & Social Svc. 
Labor 
Commerce
Military Affairs 
Natural Resources 
Fish & Game 
Public Safety 
Environmental Consv. 
Corrections 
Comm. & Regional Aff. 
Transportation 
Ombudsman 
Legislative Affars 
Legislative Finance 
Legislative Audit 
Court System

Total State PERS 
Total State TRS

Eligible 
By Age/Svc

30 
229 
41 
55 
72 
38 

335 
147 88 
29 
160 
160 
193 
36 
154 21 
854 1 '

532
5

98

2762
38

Designated 
By Empl.

5
174
18
29
71
36
304
138 
556
139 
143 
182
34
139
18

8090200
30

2287
36

Retired

510111
23
28
19

150
54
28
4

65
7810112
38
7

3550
130
30

1076
19

University of Ak - PERS 
University of Ak - TRS 
Geophysical Inst - PERS 
Geophysical Inst - TRS

Total University - PERS 
Total University - TRS

325
372
27
38

352
410

319
349
27
35

346
384

107
95
7
8

114
103

Total Poly - Subs PERS 

Total Schl Dists TRS

2661

1773

1272

1668

412

603

Grand Total PERS 
Grand Total TRS

O v e r a l l  T o t a l

57752221

7 9 9 6

3905
2088

5 9 9 3



V DIVISION OF RETIREMENT AND BENEFITS
RETIREMENT INCENTIVE PROGRAM (RI?) 

SUMMARY RESULTS OF POLITICAL SUBDIVISION SURVEY
March 14, 1989

EMPLOYER

•

NUMBER
RETIRED

| POS.
|REFILLED

11

COST OF 
POSITIONS 
FOR 5 YRS 
($1 0 0 0's)

COST TO RE­
FILL POS. 
(over 5 yrs 
($ 1 0 0 0's)

RI? COST 

($1 0 0 0's)

SAVINGS o 
(COST) 

FOR 5 YRS 
( $1000 1 s)

S.E. Resource 
center 3

11 o 800.0 0 . 0 83.0 717 .

Unalaska City 
School District 1 1

j 1 322.5 165.8 34 . 1 122 .
Copper River 
School District 11 11 10 2, 854 .7 1,904.9 279.3 670..

Galena City 
School District 1 11 1 264.6 198.0 60.0 6.1
Petersburg 
Public Schools 2 11 2 437.5 338.6 55.1 43.i

Yukon Koyukuk 
School District 5

1
I 4 2,006.5 1,414.4 177 .0 414 .(

Alaska Gateway 
School District 4

11 4 1,055.5 745 .0 180.8 129 .’

Bristol Bay 
School District 1 1

| 1 273.8 186.7 50.3 36 .(

Kodiak Island 
School District 17

11 16 4,487.7 3,380.0 579 .9 527 .6
Delta/Greely 
School District 2 11 2 700.9 644 .0 96.4 (- 39.5;

Yukon Flats 
School District 5

11 4
Not

Provided
Not

Provided 128.5
Not

Provided

L. Kuskokwim 
School District 31

1
| 26 7,535.6 4,637.6 677.2 2 , 2 2 0 . t

North Slope 
School District 28

1
1 23 7,643.0 5,600.5 727.0 1,315.:

Dillingnam 
City Schools 6 11 2 1,231.7 180.0 277 . 8 7 7 3 .'

Craig City 
School District 1 1

| 1 277 . 2 2 1 0 . 1 2 1 . 8 45.:



RETIREMENT INCENTIVE PROGRAM (RI?) 
SUMMARY RESULTS OF POLITICAL SUBDIVISION SURVEY

PAGE 2 /

EMPLOYER NUMBER
RETIRED

| POS.
|REFILLED
111

COST OF 
POSITIONS 
FOR 5 YRS 
($ 1 0 0 0‘s)

COST TO RE­
FILL POS. 
(over 5 vrs 
($1 0 0 0's)

RI? COST 

($1 0 0 0 1s)

SAVINGS o: 
(COST) 

FOR 5 YRS 
($1 0 0 0 •s)

Wrangeil 
Public School 2 11 2 455.5 330.5 43.7 si.:

Valdez
City Schools 10 I1 3 2,519 .1 604.4 284 .4 1,530..

Adak Region 
School District 3

11 3 817.1 611.6 111.4 94 .1

Fairbanks 
School District 71

11 71 17,958.0 13,592.1 1,826.8 2 ,579 . 1

Haines
School District 5

1
| 1 1,529.6 384 .8 131. 3 1,012.5

Cordova 
Public Schools 1 1

| 1 185. 3 112.4 19.3 53 .6
Juneau
School District 42

1
| 40 3,750.0 1,449.0 1 ,010*. 6 1,290.4

Lake and Penin. 
School District 2 11 2 675.0 600.0 53.6 21.4

Kenai Pen. 
School District 67

1
1 67 16,285.6 11,757 .7 1,586.3 2,931.5

Southwest 
Regional School 4

11 4 666.5 527 .7 91.0 47.8

Anchorage 
School District 373

1
| 368 81,249.1 59,225.1 8,580.7 13,472.2

Nenana City 
School District 7

11 7 1,611.1 1,209.2 173.7 228.2

Nortnvest Arct 
Eor Sch Dist 31

1
1 30 5,562.6 4,046.3

1
! 763.2 752.C

TOTAL SA V IN G S 3 1 , 1 8 2 . 5



RETIREMENT INCENTIVE PROGRAM (RI?) 
SUMMARY RESULTS OF POLITICAL SUBDIVISION SURVEY

PAGE 3 '

4I tv

EMPLOYER NUMBER
RETIRED

| POS.
|REFILLED

111

COST OF 
POSITIONS 
FOR 5 YRS 
($1 0 0 0’s)

COST TO RE­
FILL POS. 
(over 5 yrs 
($ 1 0 0 0's )

RI? COST 

($1 0 0 0‘s)

SAVINGS or 
(COST) 

FOR 5 YRS 
( $1 0 0 0 1s)

City of 
Skagvay 1 1

| 1 18.8
Not

Provided
Not

Provided o.c

City of 
Wrangell 1 11 o 2 2 0 . 0 0 . 0 33.5 186 .5

City of 
Palmer 4

11 3 1, 024 .1 715.3 1 0 1 . 0 207 .c

City of 
Soldotna 2 1

| 1 482.8 212 .7 47.8 222.3

City of 
Ketchikan 11 11 3 4,093.0 2,358.6 519.5 .. 1,214.9

Kenai Peninsula 
Borough 14

11 7 3,234.0 2,270.4 324.2 639.4

City/Borough
Juneau 13

11 9 3,574.1 2,134.8 298.9 1,140.4

City of 
Valdez 7

11 4 2,676.3 1,241.1 289.6 1,145.5

TOTAL SAVINGS • 4,756.8

University
PERS

1 1 
1 113 |

1
76

1 1 
| 26,052.1|

1
15,308.0|

1
2,455.3 | 8 , 2 8 3 . c

University
TRS

1 1 1 103 | 70
1 1 
| 39,972.6|

1
22,792.7|

1
3,153.3 | 14 ,01c .c

TOTAL SA V IN G S 2 2 , 3 0 5 . -
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O B JE C T IV E S , SCOPE . A N D  M E T H O D O L O G Y

In accordance with a Legislative Budget and Audit Committee special request and the 
provisions o f Title 24 o f 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 
Em ployees’ 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 o f Alaska, or one of the other participating school districts, political 
subdivisions, or other public employer organizations. The Division o f 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. W ith 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.

M ethodology

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

1. Records of RIP participants maintained by the Department of Administration, DRB.

2. Files pertaining to State o f Alaska participants maintained b y  the Office of 
M anagement and 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. O M B ’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 o f Alaska regarding their RIP participants.

Based on our analysis of the information and documentation v'e adjusted estimates o f 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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O R G A N IZ A T IO N  A N D  FU N C T IO N

The Department o f 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 Em ployees’ 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 Incentive Program (RIP), was established to reduce 
personal services costs to the State and 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 o f 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 o f service for 
normal retirement compared to TRS requirements o f 55 and 8 years respectively. For early 
retirement, both PERS and TRS requires that individuals be 50 with either 5 (PERS) or 8 
(TRS) years o f service. For state employees additional eligibility criteria were developed by 
the Office o f M anagement 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 num ber 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 o f salary and years of service.
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Factory typically involved fn the calculation of RIF savings are illustrated by the following 
example:

All individual otherwise eligible for participating in Rip has an annual salary of $40,000. The 
Individual has fixed benefit costs of $2,000 and other benefit costs that represent 10% of his 
salary, It is assumed that the employee would receive salary increases of S% a year over the next 
tvro years. If he continued working. The employer contribution costs required to provide the 
three additional years of service under RIP is $20,000, The projected costs of the RIP participant 
would be calculated as follows:

jp*'̂ nnn̂ eTO;nr̂ j:::̂ r.̂ innutustn̂ rn3;rnnT

Salary Fixed
Benefits

:: .V;;:;:..;....: ■

Other
Benefits::V" ■:

Total
Projected

Ojsts

Year 1 $40,000 $2,000 $4,000 $46,000

Year 2 (Year I salary + 5 % ) 42,000 2,000 4^00 48^00

Year 3 (Year 2  salary + 5%) 44,100 2,000 4,410 5(kSlO

Projected Salary and Benefit Costs of RIP ParticipantSttn:»uttmnttwa::tinit»»m:mT.7i»rniiiHt»»»:;Hm»nn:i:nrtx»c>nwwiym:fiiiiUHim:mmTnimm»wiHHimnû $144,710brimii7riini;iii;miiii:iiiinff
vv4'*X'X>y-xv:> :'A:‘

If the replacement for the RIP participant Is paid $32,000 with the same assumptions, then the 
projected salary and benefit costs would be calculated as below:

& ̂'v#: «;Y; •; x ':v : :r" :*'i :: ' : ; i ' ■ ■ :M  ' "V';1: ■ '

'> -V / irn pM ;' \ h t ' vS‘•. ■: •:■ i-'Viii ' ../-.viV'x: /H ' ,  . v . y :• y-"'•••:•>i:SS'S'-;fS?-..-. v.v y • ■ v .• y.v

• \ v ’■
V  ' 1 1

Salary fixed
Benefit

;  Other
Benefits

||P11  . ; x

Total;
Projected

Costs

Year 1 $32,000 $2,000 $3»200 $37,200

Year 2 (Year 2 Salary + 5%) 33,600 2,000 3,360 38,960IIIMIHI iiiiMil II iii mui ■ ii iiiiiiiii irn i 1111 iiii.iiiiiithi

Year 3 (Year 2 salary+ 5%) 35,280
.\VvV/ • s

2,000 3,528 40,808

Projected Salary and Benefit Costs of the replacement employee
WiiTTtmmimmuimumun.iimmauiiwminimmninnmn:i:i;Twmmmummin:nm.mummmmmmmmimmnm

$1,6,963
m \s ja '-,r, j g g i  : ' i*i v „ „>*.v.v. •>••> ••• -XX-y- • » * • »  > •• JSSvJXvva/>^:^-v.w. Xv.y.v.-XvX;.-,,X: c- .̂--\> -- .v. ... .•.*.% • v.v.\v \Cy •. •••• ,\v v. \  •!.•v.v•X\v>.vX-VX

In this situation, the net RIP savings are estimated as $7,002. This savings is generated from the 
incremental difference between the projected salary and benefits of the RIP participant and the 
replacement ($27,742), reduced by cost to the employer of providing the retirement incentive of 
the incentive ($20,000 the employer most pay), and the administrative fee paid to the Division of 
Retirement and Benefits ($140). If the RIP participant's position had been eliminated, the 
estimated savings to the employer would have jumped to $124,568 ($144,710 * $20,000 - $140),

E x a m p le  o f  h o w  R I P  S a v in g s  a r e  e s t im a te d
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B A C K G R O U N D  IN FO R M A T IO N

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 o f 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 wishing to participate in RIP 
had to meet two basic requirements in order to qualify:

1. Personal Eligibility - Basic re ]uirements of age, length of service, and vested status 
in PERS or TRS had to be 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 e^ch employee as an organizational unit in order to maximize the cost 
savings, as required by .he legislation. OMB felt that netting the savings generated by one 
em ployee’s participator against the costs o f another who did not generate a savings did not 
fully meet the legislati ve intent regarding savings. Other program implementation guidelines 
issued by OMB addressed what savings could be included in determining eligibility for state 
employees. For example:

1. 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 o f positions could not be considered - OMB precluded 
agencies from including savings projected from reclassifying RIP participant positions 
to a lower pay scale. OMB felt that since savings determined program eligibility that 
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 o f a lower paid employee 
down the chain o f 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 o f 
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 
em ployer 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 o f people who 
w ere 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 o f the S tate’s 
em ployer 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. O f 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 
em ployer costs in order to participate.

ALASKA STATE LEGISIATURB -6 - DtVVSJON OF LEGISLATIVE AUDIT



Each employer could set their own eligibility requirements for RIP participation

Under Chapter 89 SLA 1989 the governing body o f each political subdivision employer 
could choose if they wanted to participate in RIP. Outside of the general years o f service 
and age criteria for the two retirement systems involved, each participating em ployer was 
permitted to develop their own rules and criteria for participation. Likewise, the University 
o f 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.

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

W ith one notable exception (see inset at 
right), none o f the employers that we 
interviewed during the review imposed as 
strict o f requirements on program 
participation as did the State of Alaska. 
Once participation in the program was 
approved by the organization’s governing 
body, m ost felt that it was only fair to 
allow every employee who met the basic 
eligibility criteria to participate.

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.

;

CITY OF KETCHIKAN HAD 

STRICTEST RIP RULES, BUT MAY

The City of Ketchikan had the strictest R IP : 
participation crtferfa o f any participating 
employer we interviewed. The city council 
voted to allow employees to participate only 
ii they agreed to pay the city’s  share o f costs
Involved In providing the retirement Incentive.r

$ <?'H|IpplIpggu v 4 
K Largely as a result at this requirement, only 

one Individual elected to participate In the 
? program. Under these terni$,fiip should have 

not cost the city anything except fo r a 
relatively small administrative fee.
However, the savings for the city aa shown on 
the table on the following page, does not 
reflect these savings. The $5,400 of estimated 
savings reflects the fact that the City o f 
Ketchikan did pay the employer costs fo r the 
R IP  participant, but as o f the date o f this 
report has not received repayment from the 
retiree. We conservatively reduced our 
estimate o f savings because the legal 
enforceability o f the city’s cla&n fo r repayment 
is currently disputed by the RIP participant
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Schedule 1 - EotimaUd Savirtzs or (Costa) bu Employer (Notes to Schedule on ygge 25 of report)

Etnplot/er

Number
of

R e tin a

Estimated 
Savings o r  

(Costs) Employer

Number
o f

Retirees

Estimated 
Savings err 

(Costs)(Note 1)
State of Alaska (Note 2) 739 S  6*033,100 > , Y u k n n /K o y u k u k  S c h o o ls 2 3 5 3 /0 0

U n iv e r s it y  o f  A la s k a  (Note 3) 145 4,317,800 ' : '  | F a ir b a n k s  N o r th  S ta r  B o r o u g h  (Note 16) 2 49,700

A n ch o r a g e  S c h o o l  D is tr ic t  (Note 4) 306 2,681,900 C i t y  o f  P a lm e r 3 46,600

K en a l P e n in s u la  B o r o u g h  S c h o o l s  (Note S) 72 1,986,600 C o r d o v a  C i t y  S c h o o ls 2 45,400

F a ir b a n k s  N o r th  S ta r  B o r o u g h  S c h o o l s  (Note 6) 65 1,554,100 K o d ia k  Is la n d  B o r o u g h  S c h o o ls 4 43,700

C i t y  o f  F a ir b a n k s  (Note 7) 22 776,700 . A la s k a  S ta te  H o u s in g  A u th o r ity 4 42,700

N o r th  S lo p e  B o r o u g h  S c h o o l  D is t r ic t  (Note 8) 42 517,500 L o w e r  Y u k o n  S c h o o l  D is tr ic t 5 38,600

M a t a n u s k a -S u s i t n a  B o r o u g h  S c h o o ls  (Note 9) 42 487,800 U n a la s k a  C i t y  S c h o o l  D is tr ic t  (Note 11) 3 37,500

N o r th  S lo p e  B o r o u g h  (Note 10) 12 469,600 : Id ita r o d  A rea  S c h o o ls  (Note 11) 5 34,000

K e tc h ik a n  C a t e w a y  B o r o u g h  S c h o o ls 23 443,000 C o r d o v a  C o m m u n it y  H o s p it a l 31,400

L o w e r  K u s k o k w lm  S c h o o ls  (Note 11) 25 324,000 A la s k a  G a t e w a y  S c h o o l s 2 27,900

M a t a n u s k a -S u s i t n a  B o r o u g h  (Note 12) 9 310,900 C i t y  o f  K e n a l 3 27,700

S itk a  S c h o o l  D is t r ic t 17 229,700 n m N a t io n a l  E d u c a t io n  A s s o c ia l io n 1 21,600

K en a l P e n in s u la  B o r o u g h  (Note 13) 6 224,000 l i l t C i t y  o f  H a in e s 1 1 7 /0 0

Ju n e a u  B o r o u g h  S c h o o ls 28 217,700 Bartle tt M e m o r ia l  H o s p it a l 2 1 6 /0 0

D i l l in g h a m  C i t y  S c h o o ls 3 213,600 N e n a n a  C i t y  S c h o o ls  (Note 11) 1 15,400

C it y  a n d  B o r o u g h  o f  J u n e a u 19 199,600 S k a g w a y  C i t y  S c h o o l  (Note 11) 1 15,400

H o o n a h  C i t y  S c h o o l s 2 151,200 v l  B r is to l B a y  B o r o u g h  S c h o o l s  (Note 17) 1 14,600

H a in e s  B o r o u g h  S c h o o l  D is t r ic t 2 150,700 N o m e  C i t y  S c h o o ls 5 12,900

B e r in g  S lr a it  S c h o o ls  (Note 11) 17 1 4 9 /0 0 S o u th e a s t  R e g io n a l  R e so u r c e  C e n te r 2 1 2 /0 0

W ra n g e ll C i t y  S c h o o ls 9 1 2 4 /0 0 K e t c h ik a n  C a t e w r  B o r o u g h 1 1 1 /0 0

C i t y  o f  H o o n a h  (Note I t ) 2 1 1 6 /0 0 J i l l i  : C i t y  o*  K e t c h ik a n  (Note 18) 1 5 /0 0

S o u th w e s t  R e g io n  S c h o o ls  (Note 11) 9 112,500 C i t y  o f  K o t z e b u e 1 3 /0 0

D e l t a /C r c c ly  S c h o o l s  (Note 11) 7 1 0 7 /0 0 C i t y  o f  V a ld e z 2 2 /0 0

C it y  o f  H o m e r 5 102,100 C i t y  o f  S e w a r d 2 800

V a i d e i  C i t y  S c h o o ls 3 84,100 C r a ig  C l l y  S c h o o ls 1 (1 2 /0 0 )

C it y  o f  K o d ia k  (Note 15) 6 77,500 T i .  ; j  B r is to l B a y  B o r o u g h 1 (1 4 /0 0 )

K u s p u k  S c h o o ls  (Note 11) 7 64,700 i  Y ak u ta t  C i t y  S c h o o l  D is tr ic t 1 (16,900)

C h a th a m  S c h o o ls 6 64,600 i i - f - S ' ’ K a k e  C i t y  S c h o o ls 1 (29,700)

S o u th e a s t  Is la n d  S c h o o ls 4 63,000 ; Y u p llt  S c h o o l  D is t r ic t 2 (30,600)

S l t k i  C o m m u n it y  H o s p it a l 3 60,100 C i t y  a n d  B o r o u g h  o f  S t tk a 7 (3 1 /0 0 )

C i t y  o f  W r in g e U 9 58,900 - S e w a r d  C e n e r a l  H o s p it a l 2 (4 4 /0 0 )

K o d ia k  Is la n d  B o r o u g h 4 5 5 /0 0 m i Total 1,764 522,984.800
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R E PO R T  C O N C L U S IO N S

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 o f positions left vacant.

The top five employers, with a total estimated savings o f 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 num ber o f  employees each had 
participating. Only one o f A SD ’s 306 RIP participant positions was subsequently eliminated, 
whereas 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 o f A laska’s average savings o f almost $30,000 for each RIP participant was 
the highest o f any employer. The University benefitted from both the elimination o f 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 
o f 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 o f $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 o f 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 o f their retirement contribution payments for the RIP participant’s three 
credited years.

Five o f these seven employers were school districts with a total o f 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 o f 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

Departm ent
Number o f  
Retirees

Estim ated
Sav ings/Cost

Transportation and Public Facilities 197 1.616.200
HeHlh jnd Social Services 77 561,600

Fish and Game 56 502.000
Educallnn 41 467,500

Public Safely 54 422,800
Labor 51 393,700

Correction* 62 334,000
Commerce and Economic Development 21 332,500

Legislature 6 282,000
Administration 51 214,900

Natural Resources 31 206,000
Alaska Court System 19 190,300

Office of the Governor 15 159,800
Revenue 15 103,300

Environmental Conservation 16 87,700
Law 13 79,200

Military and Veterans Affairs 9 47,700
Community and Regional Affair* 5 31,900

T o ta l 739 $6,033,100
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State of Alaska 18 $ 276,900 515483 j 721 55,756,200 57,984 739 5 6833,100 5 8,164
University of Alaska 72 2,577,100 35,793 73 1,740,700 23,845 145 4,317800 29,778
Anchorage School District 204 2894,500 14,189 |1 102 (209,600) 12,055) 306 2,684,900 8,774
Kenal Peninsula Borough Schools 58 1810,500 31,216 1 M 178,300 12,736 f 1 72 1,988800 27,622
Fairbanks North Star Borough School* 58 734,400 12.662 | ! 27 819,700 30859 85 1854,100 18,284
North Slope Borough School District 24 308,600 12,858 18 203,900 11,606 42 517,500 12,321
Matanuska-Susitna Borough School* 2b 287,700 11,065 ! 16 200,100 14506 f 92 487800 11,614
Ketchikan Gateway Borough School* 19 427,000 22.474 : i 4 16,000 4,000 23 443800 19,261
Lower Kuskokwim School* 18 276,500 15,361 i j 7 47,600 6,800 f. 1 25 324,100 12.964
Juneau Borough School* 27 1%,700 7,285 i 1 21,000 21,0(4) [ 28 217,700 7,775
Bering Strait Schools 4 61,400 15,350 13 88,400 68oo ; 17 149800 8812
Wrangell City Schools 5 35,600 7.120 i 4 88,900 22,225 ) 9 124,500 13,833
Southwest Region School* 6 92.200 15,367 I 3 20,400 6800 S 9 112,600 12,511
Kuspuk Schools 2 30,700 15,350 1 5 34,000 6800 7 64,700 9843
Chatham School* 5 64,700 11940 1 1 1100) ooo> ;f 1 6 64,600 10,767
Southeast Island Schools 3 49,600 16,533 ! 1 13,300 13,300 ! 1 62.900 15,725
Kodiak Island Borough Schools 2 39.900 19,950 j1 1 3800 1,9(10 | 4 43,700 10,925
Lower Yukon School District 3 66.400 22,133 2 (27,700) (13850) 5 38.700 7,740
Unalaska City School District 2 30,700 1S.350 1 6,800 6,800 lr 3 37.500 12.500

Total 556 510,261,100 518.455 1,015 59,006,700 58,874 j 1,571 519867.800 512.265

Schedule 3 - Savings fo r  Employers unth Both TRS and PERS Retirees
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The costs incurred by the City and Borough of Sitka (CBS) were attributed to a situation 
where the costs o f replacement employees were higher than anticipated. It was reported to 
us that the Borough Assembly made the decision to part.':ipate in RIP based on projections 
o f 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

R IP’s implementing legislation stated that the program was

i n t e n d e d  t o  r e a l i z e  s u f f i c i e n t  e c o n o m ie s  t o  o f f s e t  th e  c o s t  o f  a d m in i s t r a t i o n  
a n d  b e n e f i t s  t o  s t a t e  a g e n c i e s  a n d  o t h e r  e m p l o y e r s  r e s u l t i n g  f r o m  t h e  a w a r d  

o f  r e t i r e m e n t  c r e d i t s  a n d  t o  r e s u l t  in  a  n e t  r e d u c t io n  i n  p e r s o n a l  s e rv ic e s  c o s t s  
t o  t h e  s t a t e  o r  o t h e r  e m p l o y e r s  d u r i n g  a  p e r i o d  o f  d e c l i n i n g  r e v e n u e s .

This intent has two specific parts. The program was to pay for itself (r e a l i z e  s u f f i c i e n t  

e c o n o m i e s  t o  o f f s e t  t h e  c o s t ...) and was to provide for savings in personal services costs to 
the state (a  n e t  r e d u c t i o n  i n  ...).

Overall. 1989 RIP did pay for itself

As discussed previously, most o f  the savings realized under the 1989 RIP were o f an 
incremental nature. The assumptions, methodologies, and approach that we used to estim ate 
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 o f  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 r e a l i z e d  s u f f i c i e n t  e c o n o m ie s  
t o  o f f s e t  th e  c o s t  o f  a d m in i s t r a t i o n  a n d  b e n e f i t s  provided as an early retirem ent incentive. 
The incremental savings accumulated by the state agencies and other participating employers 
from RIP did, when considered for the organizations as a whole, exceed the cost to the 
employer for providing the additional three years o f  service.

ALASKA STATE LEGISLATURE - 11 - DIVISION OF LEGISLATIVE AUDIT



RIP did generate a net reduction in personal service costs but budp.et impact is uncertain

W e are also confident that state agencies realized a n e t re d u c t io n  in  p e r s o n a l  s e r v ic e s  c o s t s , 
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 expresses about the savings generated by RIP because they rarely, if at all, 
are reflected in state agency budget requests. Further, the incremental nature of most o f the 
1989 RIP savings contribute further to this lack of visibility in agency budgets. When 
savings are generated through the elimination o f positions left vacant by RIP participants, 
then the budgetary im pact is more clearly reflected in the fewer number o f positions in the 
agencies’ budget requests.

However, when savings are primarily due to the incremental difference between RIP 
participants’ personal service costs and those o f their replacements, identifying savings for 
legislative consideration is more difficult and subtle. Such savings get lost in a blend o f 
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 estim ate how much o f 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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A U D IT O R  C O M M E N T S

As concluded in the previous section, we are confident that RIP generated a n e t re d u c t io n  
in  p e r s o n a l  s e rv ic e s  c o s ts  (as intended by its authorizing legislation). However, existence 
o f these savings is met with some skepticism, because they do not appear to be reflected in 
state agency operating budgets. Often, agencies take advantage o f the flexibility afforded 
from the reduction o f 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 n e t r e d u c t io n  in  p e r s o n a l  s e rv ic e s  c o s ts .

Four examples illustrate how RIP "savings" may have been used besides budget reduction

For example, consider the n e t  re d u c t io n  in  p e r s o n a l  s e r v ic e  c o s t s  that may or may not be 
involved in the following situations:

1. RIP savings are used to hire temporary staff. W ith 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 n e t r e d u c t io n  in  
p e r s o n a l  s e r v ic e s  c o s ts .

2. RIP savings are transferred to contractual budget category. W ith 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 FLIP retiree.

Again, in this example RIP has provided savings. Through the use o f a budgetary 
mechanism, even a n e t  re d u c t io n  in  p e r s o n a l  s e r v ic e s  c o s ts  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 o f Alaska had with estimating RIP savings was the treatment of "budget 
reallocation" savings. University officials reported that RIP provided administrators

ALASKA STATE LEGISLATURE - 1 3 - D[VISION OF U1C1SLATTVB AUDIT



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  n e t  re d u c t io n  in  
p e r s o n a l  s e rv ic e s  c o s t s  was probably 
generated, but all was done outside the 
influence o f legislative budget review. 
From the budgetary aspect, no savings 
were realized, because none were 
reflected in the university’s budget 
request.

4. RIP participant’s position is cut. When 
R IP generates savings through 
elimination o f 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.

UNIVERSITY DEALLOCATION
indicates h o w  m *  ' • I If 
savings a r e m u o
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However, two years later, perhaps under a different administration, m anagement requests 
and obtains funding for a "new" position. The new position is needed to perform all or 
most o f the tasks that were previously done by the RIP retiree. If funded, the legislature 
is reallocating, probably unknowingly, a portion o f R IP’s n e t r e d u c t io n  in  p e r s o n a l  
s e r v ic e s  c o s ts .
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Leg is la tu re  was concerned about R IP  accountability

The legislature was concerned about the accountability of RIP savings. The program ’s 
implementing iegislation 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

in fo rm a t io n  n e c e s s a r y  f o r  th e  le g i s la t u r e  to  e v a lu a te  th e  e f fe c t iv e n e s s  o f  th e  p r o g r a m  
in  a c h ie v in g  its  o b je c t iv e s . T h e  r e p o r t  s h o u ld  in c lu d e  in fo rm a t io n  o n  th e  d e s ig n a t e d  
o r g a n i z a t i o n a l  u n its  u n d e r  th e  re t i r e m e n t  in c e n t iv e  p la n s  in c lu d in g  th e  c o s t  o f  th e  
r e t i r e m e n t  in c e n t iv e  p r o g r a m  p e r  p a r t ic ip a n t ,  th e  c o s t  t o  th e  s ta te , th e  c o s t  to  th e  
e m p lo y e e , th e  a n n u a l  b u d g e te d  a m o u n t  b y  a g e n c y  f o r  th e  r e t i r e m e n t  in c e n t iv e , a n d  
th e  p r o je c t e d  o r  a c t u a l  s a v in g s  o v e r  th e  t h r e e - y e a r  p e r i o d .

The 1991 report, did contain the information specified in the legislation, and we used the 
report as a basis for developing the costs anJ 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 o f Legislative Finance to specifically 
monitor RIP-generated savings. The legislature should direct one o f 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, sim ilar 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 
o f temporary em ployees and agency overtime to determine if any significant increases could 
be attributable to RIP.
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Im proved monitorim-’, w ou ld  p rovide enhanced leg is la tive  oversight o f  savintzs

By im plementing 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 o f  program savings. 
Legislative oversight o f 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 em ployees to "make up the 
difference" i f  the State could not project a 
savings for their position. This amendment 
had the effect o f elim inating any possibility 
for the State to realize a n e t  re d u c t io n  in  
p e r s o n a l  s e r v ic e s  c o s t s  for those employees.

Otherwise eligible em ployees, for whom no 
savings could be projected over a five-year 
period, could now participate in RIP by

11 
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Such use o f  RIP-generated savings cfeariy 
meets both the mandate for R IP to  generate 

>,a net reduction In personal sorvlce^jcosts 
Odd satisfies the cdnservatlVe budgetary
Involve d budget reduction.
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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 n e t  re d u c t io n  in  p e r s o n a l  s e n ’ ic e s  
c o s t s  for those individuals.

From legislative com m ittee minutes of the testimony and discussion o f the amending 
legislation, the prim ary concern appeared to be one o f equity. From testimony and 
discussion it seems the intent o f 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 
program is not so much attributable to an absence of any real savings, but rather exists 
because 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 by 
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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E M P L O Y E R  C O M M E N T S  A N D  D IS C U S S IO N

The opening section o f the 1989 legislation that implemented RIP stated that

s in c e  it m a y  b e  n e c e s s a ry  f o r  s ta te  a g e n c ie s  a n d  o t h e r  e m p lo y e r s  w h o  p a r t i c ip a t e  
in  th e  s ta te  r e t i r e m e n t  s y s tem s  to  re d u c e  t h e i r  p e r s o n a l  s e rv ic e s  c o s t s  b e c a u s e  o f  
d e c lin in g  s ta te  r e v e n u e , re im p le m e n ta t io n  o f  th e  [ 1986] r e t i r e m e n t  in c e n t iv e  p r o g r a m  
e n c o u r a g in g  e m p lo y e e s  to  r e t i r e  v o lu n t a r i ly ,  w i l l  r e d u c e  th e  h a rd s h ip  o f  la y o f f s .

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 o f the savings on a statewide basis were due to 
the reduction in public employment. W e surmise that savings generated by the elimination 
o f positions were minimal because o f two factors:

1. The fiscal situation was better. The fiscal situation faced by the State o f Alaska, most 
local governments, and school districts proved not to be as adverse as had been 
anticipated when the merits o f 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 
cutbacks.

2. The impact of the earlier RIP. If local governments and school districts had an 
excessive number o f positions, their management likely took full advantage o f 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 o f 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 o f the participating employers surveyed in the course o f 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

n o t  t h i i l l e d  w ith  R I P .  T h is  n o t a b le  la c k  o f  e n th u s ia sm  w a s  d u e  to  th e  p o t e n t i a l  lo s s  
o f  lo n g  te rm  e m p lo y e e s  -- th e  r e a l  lo s s  to  th e  o r g a n iz a t io n  o f  th o s e  y e a r s  o f  
e x p e r ie n c e

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

Another local government participant responded that

A n y  n e t  s a v in g s  id e n t i f ie d  in  th is  s tu d y  is  a n  im a g in a r y  f i g u r e .  T h e re  e x is t  o t h e r  
a lt e r n a t iv e s  t o  p e r s o n n e l c o s t  re d u c t io n  n o t  b e in g  [considered]. M y  b e l i e f  is  th a t  th e  
m o s t  f a v o r a b le  o u tc o m e  o f  a  R I P  is  th a t  i t  m a y  b e  u s e d  a s  a  t o o l  t o  e n c o iu a g e  
s e le c t e d  e m p lo y e e s  t o  te rm in a te  e m p lo y m e n t w h en  th e  g o v e rn m e n t  is  u n a b le  o r  
u n w i l l in g  to  a c h ie v e  th is  r e s u lt  t h ro u g h  in t e l l ig e n t  a n d  s o u n d  p e r s o n n e l  m a n a g e m e n t .
I t ' s  a n  e a s y  w a y  o u t .

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

The second criticism, we think neglects one o f the other stated aspects and purposes of RIP. 
RIP was designed in part to mitigate the social hardship o f 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 achieving 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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R IP  p rovides increased adm inistrative flex ib ility

Early retirem ent 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-offs).

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

R I P  a l lo w s  u s  m o r e  f le x i b i l i t y .  W e  g iv e  o u r  t e a c h e r s  te n u re , R I P  a l lo w e d  u s  
f l e x i b i l i t y  in  o u r  s t a f f in g . A ls o  n o w  a  d is t r ic t  c a n  e s t a b lis h  / i w  d i r e c t io n s  f o r  
p r o g r a m s  th a t  w a s  n e a r ly  im p o s s ib le  t o  p u r s u e  w ith  lo n g - e n t r e n c h e d  fa c u lt y .

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 o f R IP 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 o f 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 until the next RIP. The number o f retirees then accumulate and 
when a RIP is offered, all leave the district collectively, causing havoc in teacher recruiting 
and a major loss o f 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 o f 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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WHEREAS, tha State of Atoka passed an Early Rallroment tocantivs Plan In 1*W to help school 
district* end other public agendas raailia significant personnel trcsl reduction# to response to * 
statewide fiscal emergency; *nd

. . . . .  - , .. ,

WHEREAS, the Stole of Alaska passed another Early ReUrcroent Incentive Plan In 18M, although there 
|p ii* ,p o t # fiscal emeraecvq||end, **»>**g g | |  i | | | | |

WMmm
WHEREAS, thfe to creeling the expectation that there will be another Retirement Incentive Pteo 
program offered egeto to several years; end,

WHEREAS, this expectation works counter to the program’s intent of encouraging people to retire, 
because of toeteed of the normal attrition rate, employees who might normally retire wW postpone/ 
doing so until such time a* aiwther Retlremsnt tnccntiva Program to altered; and,'■•.,> -;yf , " < ■ - -'V : ■-. v »asfeqgfep&T mm ' - » mf' / < ; " '
ppfft v <vsS> i ' ''■-•<"■'’■• /'■■■/f|w4 -\pjf ' v / % 'i '' $*? * fpfc? /

WHEREAS, our dislrlct stoo has serious concerns about a tocher work ehorlage and teara It will 
l»»m.raor..,rt17K>r.<lWk«»l<.^o*raiu,6i,^,^w.dv«ti<!or«,-ond, •

WHEREAS, our district/toe# not wish to toss our experienced eimjloyeee, but ii*» decided it would 
hot be fair to deny them access to a Retirement Incentive Plan once ttj»  passed hrto lavri

now, THEREFORE, RE IT RESOî EP that the Fairbanks Worth Star Borough Board of Education
th« ^  «»«*ny ftrtur. ĥ totetton n,tk«^W

com pensation and consideration. Under our reading o f the 1989 legislation, such use o f the 
program is permissible. RIP is a "take-it-or-leave-it" program in which employers can 
structure their participation in the program in any manner they wish within the broad 
confines o f the program eligibility requirements.

"Speed-up" scenario is a drawback to RIP’s goal to save employers money

The "speed-up" scenario has been generally recognized as a drawback to RIP. Providing 
incentives m ay 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 
o f providing the incentive even though the employee would have eventually retired anyway 
at no extra cost.
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Tw o participants cite impact o f  the "speed-up" scenario in criticizing estimated 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-up1' scenario as contributing to an overstatement o f savings. One 
employer commented that under the formula we suggested be used to calculate savings or 
costs that

S a v in g s  f o r  o u r  s c h o o l d is t r ic t  a r e  b a s e d  o n  a  " b o g u s "  a s s u m p t io n . W h a t  is  n o t  
c o n s id e r e d  is  w hen  w o u ld  h a v e  th e s e  in d iv id u a ls  h a v e  n o rm a l ly  r e t i r e d  i f  t h e r e  h a d  
b e e n  n o  R I P .  I t  is  p o s s ib le  th a t th e  in d iv id u a ls  w o u ld  h a v e  r e t i r e d  a n y w a y ,[without 
the school district having to pay any additional RIP employer contribution costs.]

Another district commented that n o rm a l r e t i r e m e n t  w o u ld  g e n e ra te  f a r  g r e a t e r  s a v in g s  f o r  
e a c h  d is t r ic t .  T h e  c o s t  f o r  R I P  h a s  to  b e  b u d g e te d  f o r ,  w h i le  th e  " s a v in g s "  a r e  u s e d  f o r  
o t h e r  p u rp o s e s .

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 service. 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.

It is 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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NO TES TO  S C H E D U L E  1

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

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

2. 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 basis for their projections and estimates. In any 
event, for any one participant’s calculation the same basis was used for both the retiree 
and the replacement employee.

3. 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 1 - G enera l A ssumptions. M ethodo logy , and /  ip ro ach  to D eve lop  Estimates

Note 2 - State of Alaska

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

1. Three year projected savings for individuals who qualified and participated in the initial 
RIP program.

2. 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 o f $6,033,100. The table below summarizes savings estimates and the number 
o f participants for both the 3-year and 5-year periods

P artic ipan ts Savings

3  Y EA R PE R IO D 547 $ 5,131,400

5 YEAR PE R IO D 192 901,700

T O T A L S 739 $ 6,033,100
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N ote  3 - U n ive rs ity  o f  A laska

We reduced the savings for the University of Alaska by more than $ 4,900,000 from 
estimates developed by the University. The adjustments were made in an effort to make the 
totals more comparable with those developed by 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 in the schedule are based on three year projections. The
district also projected savings for a five year period. ASD’s five-year projected RIP 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

Bo'h 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 - K ena i Pen insu la  Bo rough  Schoo ls (K P B S )

Although KPBS had thirteen fewer participants than the Fairbanks North Star Borough 
Schools, the district had $400,000 more in estimated savings. This difference was largely 
a result o f  KPBS not replacing some o f 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 estim ating 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 o f the replacement employee as a basis for projecting the savings 
generated by the RIP participant.

Note 7 - C ity o f Fairbanks

M ore than $580,000 o f the projected savings were generated from the city not replacing four 
individuals who participated in RIP. Thirteen of the twenty-two participants were from either 
the c ity ’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. 
M any o f these 13 retirees were high ranking officers, whose command and management 
functions were combined and restructured as part of the consolidation process.

This consolidation o f command responsibilities made it difficult to determine which retiree 
was replaced by which promoted officer. Thus, it was not practicable to match these 
prom oted 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 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 would tend to understate the estimated savings.

Note 9 - M atanuska-Susitna Borough Schools fMSBS)

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

Note 10 - North Slope Borough (NSB)

For all but one of NSB’s 12 RIP participants, estimated savings are based on three-year 
projections. The other individual’s savings are estimated over a Five-year period.

Note 11 - Calculated Estimates for Nine School Districts not responding to our survey

We developed the estimate of savings for nine school districts which did not respond to our 
survey. For these districts we calculated savings for their RIP participants using the average 
participant savings for all districts who did respond to our survey. Savings from districts 
calculated using this approach totalled to $860,800 (3% of the total estimated savings 
statewide) for 75 RIP participants (4%). Districts for which savings were calculated using 
this approach were:

District • No. o f 
TRS 

Retirees
Sayings of TRS 

Relirtt*€> 
*t«^39/ea

JPESS
Retire*

•:v:&tfea«ted 
Sarings of 

RERS Retirees 
#$<7iW e*

Total Calculated 
8*vfengsf«r ' 

Schools 
(Rounded)

Lower Kuskokwlm Schools 18 $ 276,462 7 $47,586 $324,000
Bering Strait Schools 4 61,436 13 88^74 149,800
Southwest Region Schools 6 92,154 3 20394 112,500
DeHa/Greely Schools 7 107,513 0 •0* 107300
Kuspuk Schools 2 30,718 5 33390 64,700
Unulaska City School District 2 30,718 1 6,798 37300
Idlfarod Area Schools 0 -0- 5 33390 34,000
Nenana City Schools 1 15,359 0 •0* 15,400
SkJgwsy City School 1 15,359 0 -0- 15,400

Note 12 - Matanuska-Susitna Borough

For all but two of the borough’s nine RIP participants, estimated savings are based on three- 
year projections. The other two individuals’ savings are estimated over a Five-year period.
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Note 13 - Kenai Pen insu la Borough

Almost $200,000 of the borough’s $224,900 in estimated savings is attributable the 
elimination of one management position.

Note 14 - City of Hoonah

More than $90,000 of the city’s $118,000 in estimated savings is attributable to the 
elimination of one position.

Note 15 - City of Kodiak

Estimated savings are based on a combination of three-year and five-year projections. Two 
of the RIP participants’ savings are based on five-year projections.

Note 16 - Fairbanks North Star Borough

One of the individuals’ estimated savings are based on a three-year projection while the other 
is based on a five-year projection.

Note 17 - Bristol Bay School District (BBSD)

The estimated projected savings for BBSD of $14,600 reflect an additional cost of $10,144 
retirement bonus paid to the RIP participant. The bonus represented 21% of the participant’s 
annual salary.

Note 18 - City of Ketchikan

As related on page 7 of the report, if the City of Ketchikan can coliect from its one RIP 
participant, it will realize a projected estimated savings of $20,200. However, as of the date 
of this report, the city has not collected the employer costs that it conditionally paid on 
behalf of the city’s participant.
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H ic k e l e n d o rs e s  e a r ly  re tire m e n t b ill
The Associated Press ■

• JUNEAU -  The Hickel 
adm inistration has endorsed 
legislation to revive the ear­
ly retirement incentive pro­
gram for public employees, 
but only with changes that 
would lim it' the number, of 
eligible state workers.

The bill would allow most 
state and local government 
employees the chance to re- 

s tire  three years early. The 
idea is to save * money by 

. encouraging the replacement 
of h igher-pa id , long tim e 

! workers with new, lower- 
paid workers — or leaving 
the positions empty. - .

Two previous retirem ent 
program s saved th e  state*;

• and municipalities between ■ 
$95 million and $100 million . 
over several years, according
-i * - V* , ■y.- t A b * * L

to state audits. ’ \
The latest bill, sponsored 

by Sen. Jim  Duncan, D-Ju- 
neau, was recently approved 
by the Senate State Affairs 
Committee after changes rec­
ommended b y  Gov. Wally 
Hickel’s office were adopt­
ed.

Commissioner Nancy Bear 
Usera of the Administration 
Department told the com­
mittee the bill could help- 
Hickel reach his goal of 
shrinking  the bureaucracy 
through attrition.

don’t feel like we should be 
rushing people through state 
service,” she told the com­
mittee.

Usera asked lawmakers 
to shorten t h e ' period for 
participation in the program 
to m ake budget planning 
easier. She said the change 
/would shrink the number of 
elig»ole state workers from 
4,366 to 3,919.

In the most recent pro­
gram, about 30 percent of 
those eligible took early re­
tirement, she said.
. ...Under Duncan’s proposal, 
’state employees would havesaid early retire . . .

“ an a p p ro p ria te  been, able ,to apply for the. 
save money,, al- ;$programj;between next Dec,’

Usera 
m ent is
too l” t o  ____
though she had concerns> $ 3 1 and^June"^30,,r 1993, and 
about the turnover i t .  ere- '}'would have had to retire by 
ates. 1 .- ‘ . S ' F e b r u a r y  1 9 9 4 ; • •  •'
. • “We,• as a general rule,- Usera asked,U awm akers'

- . ' I' Ttf ■ • &

to shrink the application pe­
riod to between next Ju ly  31 
and O ct.-31. She asked the 
re tire m e n t d ead lin e  to 
change to July 1993.

Duncan said he would go 
along w ith the change if it 

-would im prove the b il l’s 
chances of passing.

Usera also persuaded the 
committee to include a pro­
vision banning early retirees 
from taking state employ­
ment w ithin a year of leav­
ing government service. The 
provision exempts Universi­
ty of Alaska employees re­
turning to work on contract.

' Senate Bill 337 was re­
ferred to the Senate Health, 
Education and Social Ser­
vices Committee for further 
consideration.

?».»v
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COMMITTEES:

DATE: January 15 1992

TO: Senator Arliss Sturgulewski, Chair
Senate Health, Education, & Social Services Committee

FROM: S e n a t o K ^ N j ^ n c a n

SUBJECT: Senate Bill 34*T an Act prohibiting a nursing facility
that participates in the Medicaid program from charging
a rate for a resident that is higher than the rate approved 
for Medicaid purposes.

Scheduling a hearing for SB 344 at the earliest convenience of 
the committee would be greatly appreciated.

Senate Bill 344 prohibits the Department of Health and Social 
Services from paying for services at a nursing facility unless the 
facility has agreed that the Medicaid rate will apply to all its 
residents. In the bill, nursing homes which receive payments from 
Medicaid are also prohibited from charging rates for private patients 
which are higher than the Medicaid rate of payment. This bill will 
provide equity in rates charged Medicaid and private patients by 
nursing homes in Alaska.

There are a small group of private payers in the state of 
Alaska who are being disadvantaged by this inequity. For their 
sakes, expedient consideration of this bill would be of great value.

Thank you very much for your consideration.

A tta ch m e n ts

D istrict C
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CS FOR SENATE BILL NO. 344 ( )

IN THE LEGISLATURE OF THE STATE OF ALASKA 

SEVENTEENTH LEGISLATURE - SECOND SESSION

BY

O ffered:
Referred:

Sponsors): SENATOR DUNCAN

A BILL 

FOR AN ACT ENTITLED

1 "An Act relating to rates for skilled nursing facilities; and providing for an effective

2 date."

3 BE IT ENACTED BY THE LEGISLATURE OF THE STAiE OF ALASKA:

4 * Section 1. AS 47.07 is amended by adding a new section to read:
5 Sec. 47.07.067. PAYMENT FOR SKILLED NURSING FACILITIES, (a) Except as
6 provided in (b) of this section, a skilled nursing facility
7 (1) may not require a non-Medicaid resident to pay more for a service than the
8 department would pay on behalf of a Medicaid resident for that service if the facility is receiving
9 payments from the department under this chapter or AS 47.25.120 - 47.25.300; and

10 (2) is not eligible to receive payments under this chapter or AS 47.25.120 -
11 47.25.300 if it requires payment for a service for a non-Medicaid resident that is greater than the
12 payment made by the department under this chapter for a similar service for a Medicaid resident.
13 (b) Notwithstanding (a) of this section, a skilled nursing facility may require a non-
14 Medicaid resident to pay a higher rate for a private room than the department pays for a private

-1- CSSB 344( )
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1 room on behalf of a Medicaid patient- A skilled nursing facility may also require payment for
2 special services that are not included in the daily rate determined under AS 47.07.070 if
3 (1) residents eligible for care under this chapter and residents eligible for care
4 under AS 47.25.120 - 47.25.300 are required to pay separately at the same rate for the same
5 services in addition to die daily rate paid by the department;
6 (2) services covered by die payment rate are the same regardless of payment
7 source;
8 (3) special services, if offered, are offered to all residents;
9 (4) residents are free to select or decline special services;

10 (5) die special services do not include services diat must be provided by the
11 facility in order to comply with licensure or certificadon standards and that if not provided would
12 result in a deficiency or violation by the facility; and
13 (6) services beyond those required to comply with licensure or certification
14 standards are not charged separately as a special service if they were included in die payment rate
15 for the previous reporting year.
16 (c) A skilled nursing facility that violates (a)(1) of this section is subject to an action by
17 the state or any of its subdivisions or agencies for civil damages. A non-Medicaid resident or
18 the resident’s legal representative also has a cause of action for civil damages against a skilled
19 nursing facility that violates (a)(1) of this section. The damages awarded in an action under this
20 subsection shall include three times the excess payments that result from the violation, together
21 with costs ?na at— ic*,y fees awarded under court rules.
22 (d) In this section, "non-Medicaid resident" means a nursing facility resident on whose
23 behalf the facility is not receiving payments under this chapter or AS 47.25.120 - 47.25.300.
24 * Sec. 2. AS 47.07.070(a) is amended to read;
25 (a) The department shall set the prospective rate of payment to a health facility under this
26 chapter and AS 47.25.120 - 47.25.300 based on a fair rate for reasonable costs incurred by the
27 facility for the care of patients eligible for medical assistance under this chapter or
28 AS 47.25.120 - 47.25.300 except that, for a skilled nursing facility, the prospective rate of
29 payment determined under this section shall be based on a fair rate for reasonable costs
30 incurred bv the facility for all of its residents. The department may not set a rate until after

31 a public hearing before the Medicaid Rate Advisory Commission except that this hearing

CSSB 344( ) -2-   I
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1 requirement is not applicable if a new rate is immediately necessary to afford exceptional relief
2 to a facility as determined under regulations adopted by the department. The department shall
3 by regulation list the factors it considers in making its rate determinations under this section. A
4 rate set under this section does not take effect until it is approved in writing by the commissioner
5 of health and social services or the agency assigned by the commissioner to perform this
6  function. The written determination of a rate set by the department after a hearing must include
7 a statement of the department’s findings, a description of the basis of the findings and
8 conclusions, a citation to the regulations supporting the findings and conclusions, and a statement
9 of the decision.

10 * Sec. 3. AS 47.07.070(b) is amended to read:
11 (b) In determining a rate of payment to a health facility under this section, the department
12 shall consider the proportionate share of the facility’s financial requirements for patient care for
13 (1) costs of current operations, including salaries and wages, purchased services,
14 supplies, insurance, leases, depreciation, taxes, interest expense, maintenance and other health
15 facility operating expenses; [AND]
16 (2) education, research, and appropriate capital development; and
17 (3" in the case of a skilled nursing facility, costs attributable to bad debt and
18 uncompensated charity care.
19 * Sec. 4. CONFLICTS WITH FEDERAL LAWS. If a provision of this Act is determined by an
20 agency of the federal government to be in conflict with a requirement of the agency with respect to
21 federal participation under AS 47.07 or with respect to die eligibility of a health care provider to take
22 part in other federal programs, the federal requirements supersede the requirements of this Act.
23 However, the department shall seek any federal waiver that may be applicable to the conflicting
24 requirement and shall implement the conflicting provision of this Act if the waiver is granted.
25 * Sec. 5. This Act takes effect January 1, 1993.

-3- CSSB 344( )
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OEM. or H E A L T H  A N D  S O C IA L  S E R V IC E S

MEDICAID RATE ADVISORY COMMISSION

WALTER J. HICKEL, GOVERNOR

4 7 9 2 - 1  BU S IN ESS  PARE BLVD , 8 Ii> ?  P  
A N C H O K A O S , ALASKA 9 9 5 0 3  
P H O N E : ( 9 0 7 ) 5 6 2 - 1 9 9 6  
PAN : ( 9 0 7 ) 5 6 3 - 7 3 0 9

M E M O R A N D U M

Date: December 4, 1991 (FAXED)

TO:

FROM:

Roxanne Stewarty^'''"'^ 
Senator Jim Duncan's Office

Jack Nielson 
Executive Director

SUBJECT: Douglas Gregg/St. Ann's Nursing Home

At your request, Medicaid Rate Advisory Commission (MRAC) staff 
have prepared the attached summary of issues raised by Mr. Gregg 
regarding the level of charges and Medicaid payments at St. Ann's 
Nursing Home.

MRAC staff have not discussed this summary with St. Ann's, and 
charges information contained in the summary is taken from Mr. 
Gregg's letters and attachments.

Please let me know if you have questions or comments, or if you 
feel it would be helpful for a department person to sit down with 
you or St, Ann's representatives to discuss these things further. 
The department is available to assist in any way possible in 
clearing up outstanding questions.

Enclosure
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MEDICAID RATE ADVISORY COMMISSION
December 4, 1991
St. ANN'S NURSING HOME

CONDITION: Letters received by Jay Livey, Deputy Commissioner,
Department of Health and Social Services (DHSS) from Douglas Gregg, 
attachments enclosed, indicate that as of St, Ann's Board Action 
November 21, 1990 (Attachment F), St. Ann's charges all patients $210
per day plus ancillary charges. Those letters also indicate that the
facility writes off Medicaid ancillary charges while private pay 
patients are required to pay all ancillary charges. Further the letter 
states that Medicaid does not pay it'B share of the facility's costs and 
consequently cost shifting to private pay patients occurs.

CRITERIA: The department doeB not have control over what a nursing 
home charges its patients and therefore the Medicaid Rate Advisory
Commission staff is not familiar with St. Ann's charge structure. Based 
on a review of the Douglas Gregg letters and attachments, our best 
guess is that the St. Ann's charging structure set by the St. Ann's 
Board Action November 21, 1990, Attachment F, did charge all patients a 
per diem rate of $210 pluB a separate charge for ancillary services
provided to the individual patients Bnd, as indicated by Attachment B, 
the Medicaid ancillary charges were then written off. Note that 
Attachment A, the private pay bill sample, does not write off ancillary 
charges in comparison to the Medicaid pay bill sample, Attachment B. At 
approximately the same time the Board Action, Attachment F, charging
structure was in effect, the Medicaid all inclusive rates $207,96,
$209.94 and $210.62 in effect in 1990 (Attachments C, D Bnd E> generated 
Medicaid payments in excess of costs related to the care of those 
Medicaid patients approximating $464,600.

Attachment Sources:

Private Pay and Mecicaid Pay bill samples for St. Ann's Nursing 
Home provided to Jay Livey, Deputy Commissioner, DHSS with November 
1, 1991 letter from Douglas Gregg. Attachments A and B. These
attachments assist in illustrating St. Ann's Charging structure.

Decision & Order Letter from Jack Nielson, Executive Director, 
Medicaid Rate Advisory Commission to Grant Asay, Administrator, St. 
Ann'B NurBing Home. Attachments C, D and E. These documents 
outline 1990 Medicaid rBtes by component and include a Medicaid 
specific ancillax'y component based on average actual base year 
ancillary usage by Medicaid patients .
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Effective date 1-1 to 6-30 7-1 to 9-30 10-1 to 12-31
Routine 6127.22 6128.90 6128.90
Routine Capital 19.03 19.03 19.03
Anoillariea 43.56 43.56 43.56
1988 YEC adjustment 
(anoillaries) 18.15 18.15 18.15

ODRA Increment 0.00 0 . 0 0  0.98

1 9 9 0  M e d ic a id  r a t e  sum m ary  A t t a c h m e n t s  C , D , a n d  E»

Total 6207.96 6209.64 6210.62

Total Ancillary Component 
in 1990 Medicaid rates 661.71 661.71 661.71

Private Pay rate schedule by Board Action November 21, 1990 for St. 
Ann's Nursing Home provided to Jay Livey, Deputy Commissioner, DHSS 
with November 1, 1991 letter from Douglas Gregg. Attachment F. 
ThiB schedule outlines specific per diem and ancillary charges 
used by St. Ann's.

Letter dated October 30, 1991 to Douglas Gregg from Jay Livey, 
Deputy Commissioner, DHSS. Attachment G. This letter explains the 
Medicaid rate and the fact that Medicaid reimbursement at the 
established Medicaid rates exceeded faaility costs associated with 
Medicaid.

CAUSEi The Medicaid Rate Advisory Commission staff has not
discussed this analysis with St. Ann's and is not aware of the reasons 
for St. Ann's charging structure. Our comments are based on a review of 
the source documents provided with DouglaB Gregg's letters.

EFFECTs From the review discussed above, it appears that private 
pay patients at St. Ann's are charged the same as Medicaid patients,
however, because the Medicaid rate is an all inclusive rate with an 
ancillary component, the Medicaid patient ancillary charges are written 
off. During our regular year end review of St. Ann's Medicaid costs it
was determined that even after the write off of the individual ancillary
charges to Medicaid patients, 1990 Medicaid payments to St. Ann's 
exceeded their cost of providing care to Medicaid patients by 6464,000.

CONCLUSIONj It appears from a review of the documents received from 
Mr. Gregg that indeed hiB family is paying more for Mrs. Gregg's 
care than the department is paying for Medicaid pay patients. Trom 
information provided to Mr. Gregg by Jay Livey, it is b I b o  evident that 
Medicaid payment rates in 1990 more than covered the cost of providing 
care to Medicaid patients.
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Revenue
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subtotal

3610 Skilled routine care 31 210.00 6S10.00 '
3610 SKILLED ROUTINE CAPE subtotal: 6S10.C0

•1110 MEDICAL SUPPLIES subtotal: : V- 125.00.. If., ,

4 ISC DRUGS SOLD subtotal: • ■595.90
, • •

•iSiC PHYSICAL THERAPY subtotal: 800.00

*1530 OCCUPATIONAL THERAPY suotocal: • , : 191 i 96
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MEDICAID PAY BILL SAMPLE

■■'•••••“ vi:/ :• SALES • invoice" A
• r l v l n v c i c a  D a c e :  1 2 / 3 1 / 9 0  :*:■ ? .. \ V v 'V / ;* ™

j*Vm..4/•}*. .**• . v ' *’ ' •*•• --V'V.V** i 1 i

w* '
..•'ti M* .*» i* • •* *.•*«% ,***•••. .'.f;,;-1 ••• .

• *4«.■*> K?L,

ifs-twa Wl.J

'ST..An n ’s nursing hone 
'' 415 ©TH STREET 
/:,'.‘JUNEAU , ; AK .99801 VA /;/*•
vjV.. • » A.v%'s i*' ,*■ *.* ,*•* . ■*

:V Tax ID:
2-iliac :o: '2̂ Medicaid^) ; ’ . ' Patient number

Revenue
Account Description Days Rate

, *' 
Charges

' »

' Subtotal

3610
3610

Skillsa routine cars• 
SKILLED ROUTINE CARE

31 •2 1 0 . 0 0
suototal:
/

6510.00
6510.OC

4110 MEDICAL SUPPLIES
•

f
subtotal:
1

51.SO

■U5C DRUGS SOLD
i
/subtotal: 324.90

d«il PHYSICAL THERAPY subtotal: 493.3a

<1530 occupational TKEEAP’-- suototal: • 157.33

•1910 OTHER. ANCILLARY CHARGE£ suototal: 25. EC

592C
:c'"m 0 mm **

_ ■ • • « 
V VII to « uU ww 1 04 <* * m mtmm • •
Ccntracturai writs-c?:*

31
sue

0.62
• « • • * •M*« »«* • •

19.22
19.22
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J • Ancillary writs-cf? -1052.S7
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, \
STEVE roW PER , GOVERNOR

D E P T .  O F  H E A L T H  A  N O  S O C IA L  S E R V IC E S P.O. BOX 2402-19 
3601 "C" STREET. SUITE 592 
ANCHORAGE. ALASKA 9952-1.02^9 
PHONE: (9 T562-199CM E D I C A I D  R A T E  C O M M I S S I O N

December 2 2, 1989

Grant Asay, Administrator 
St. Ann's Nursing Home 
415 Sixth Street 
Juneau, AK 99Q01

Dear Mr. Asay:

Your facility's rate for the fiscal period January 1, 1990 through
December 31, 1990 vas reviewed by the Medicaid Rate Advisory
Commission on December 15, 1989.

In accordance with 7 AAC 43.701 your facility's long term care rate 
for Medical Assistance services is established at $207.96 
consisting of $127.22 for routine services for the period January 
1, 1990 through June 30, 1990, $19.03 for routine capital, $43.56 
for ancillaries, and an adjustment of SIS.15 in accordance with 7 
AAC 43.691 for the period January 1, 1990 through December 31,
1990.

In accordance with 7 AAC 43.685(±> the department anticipates 
12,000 long term care patient days for Medical Assistance services 
for the period January 1, 1990 through December 31, 1990.

Per 7 AAC 43.703 a party aggrieved by a decision of the Executive 
Director shall, within 30 days after the date of the mailing of 
notice of a decision, request reconsideration to the Executive 
Director or request an administrative appeal to the Commissioner of 
the Department. If the party chooses the reconsideration request
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and is aggrieved by the reconsideration decision the party shall, 
within 30 days after mailing of the notice of the decision, request 
an administrative appeal to the Commission of the Department.

If you have any questions or comments please call me.

  _____ n
Executive Director

cc: Donna Herbert
Stephen Rose 
Karen Perdue 
Randy Super 
Eric Hansen

e  f e y V )
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STEVE COWPEfi GOVERNOR

H E F T .  O F  H E A L T H  A 1V D  S O C IA L  S E R V IC E S
M E D I C A I D  R A T E  C O M M I S S I O N

June 27, 1990

P .O . D O X  240249 
3601 " C "  S T R E E T ,  S U I T E  592 
A N C H 0 R 4 G E ,  A L A S K A  9D524-0240 
P H O N E :  (907) 602-1806

Gary ABay, Administrator 
St. Ann's Nursing Home 
415 Sixth Street 
Juneau, Alaska 99801

Dear Mr. Asay:

In accordance with 7 AAC 43.685(g) the maximum routine services rate has 
been calculated for the period July 1, 1990 through December 31, 1990. 
The maximum routine rate allowable for freestanding facilities is 
5130.81.

In accordance with 7 AAC 43.701 your facility's long term care rate for 
Medical Assistance services for the period July 1, 1990 through
December 31, 1990 is established as follows:

Routine 5128.90
Routine Capital 19.03
Ancillaries 43.56
1988 YEC 18.15

TOTAL RATE 209.64

If you have any questions or comments please cell me.

Sincerely,'

\

slack Nielson 
Executive Director

cc: Donna Herbert
Stephen Rose 
Karen perdue 
Randy Super 
Eric Hansen
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STEVE COWPER, GOVERNOR

D E P T .  OJF H E A L T H  A 1V I) S O C IA L  S E R V I C E S

M E D I C A I D  R A T E  A D V I S O R Y  C O M M I S S I O N

P.O. BOX 240249 
3001 "C" STREET. SUITE 260 
ANCHOHAQE, ALASKA 09624-0249 
PHONE: (907)662-1990

October 1, 1990

Grant Asay, Administrator 
St. Ann’s Nursing Horns 
415 Sixth Street 
Juneau, Alaska 99Q01

Dear Mr. Asay:

In accordance with Emergency Regulation 7 AAC 43.685(o) your 
facility’s OBRA increment has been calculated for the period 
October 1, 1990 through December 31, 1990.

In accordance with 7 AAC 43.701 you facility’s long term care 
rate for Medical Assistance services for the period October I, 
1990 through December 31, 1990 is established as follows:

Routine 1128.90
Routine Capital 19.03
Ancillaries 43.SB
1988 YEC 18.15
OBRA Increment .98

TOTAL RATE $210.62

If you have any questions or comments please call me.

Sincerely,

Ft'v
Jack Nielson 
Executive Director

cc: D. Herbert
S. Rose 
F. Shuler 
E. Hansen 
J. Livey 
R. Super
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. AHH’S NURSING HOME:.
• 415 Sixth SW»et, Jun.au, A K  S9«Ol (J07) M6-JM3

■' -v-
PRIVATE P'AY RATE SCHEDULE ’

*. rm

J ’ '! V*

. ■ •• *\ ‘ • r v. '• r• >
. . .  • . .  * . . .  . . . . .  » . • u . ,» .  . .  -  » • r v . ; i . C- i . i. * •* •* . . • . * * * * • '/.»*.*•• . *.;• *• •••**£*•*• .* • •* ' .**•'*" *■' '

'*V * ' *i * ‘ *• %V

Board Action November 21, 1990
*•« * • • •' « ' » •. » "

PATIENT_-.CHAB.GX5.

• 4 • . .V*

Description Account I Amount Date Revised

2
3

Routine Charges - ICF
SNF

Isolation Charge

3640
3610

4000

4210

$2 1 0.00/day 
$2 1 0.00/day
$80.00/day

4/1/89
4/1/89

1/1/91

a. Blood Draw
b. Urinaly3is Draw

. c. C fi S Draw - Culture
d. Blood Glucose
e. Occult Blood

$22 ,00
$16.00
$25.00
$35.00
$35.00

11/1/90
11/1/90
11/1/90
1/1/91
1/1/91

4. EKG 4290 $45.00 11/1/90

5. Respiratory 4420 (attached) 1/1/91

6 . Physical Therapy 
a. Capital K-Pads

4510
4510

$80.00/hr 
$15.00/hr

11/1/90
1/1/91

7. Occupational therapy 4530 $85.00/hr 11/1/90

8 « Recreational therapy 4570 No charge 11/1/90

9. Other Ancillarys 
a. . Transportation

4910
Cab Fare • 1/1/91 '

1 0 . Speech Therapy 4920 $95.00/hr' 11/1/90

1 1 . I.V. Therapy - Set-up 4930 ‘ .
; • 

$30.00 •' 1/1/91

1 2 . Feeding Pump 4940 $5.00/day. . 1/1/91 '

AI?. -jrn/}/2i\*cv X
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STATE Of ALASKA
MEDICAID RATE ADVISORY COHH1SSIOH
COKWflSON OF MEDICAL ASSISTANCE IflMDUfiSfMEMIS TO PROGRAM SI WE OF FACILITY EXPENSES

TOTAL ST. (M'S 41,649 199,559) 77,143 (176,994) (2,659) 546,642 366,481
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S T A T E  O F ALASKA
D ep a rtm en t O i  H e a lth  And S o c i a l  S e r v i c e s  
M e d ica id  H a te  A d v is o r y  CoH w iaa ion

S t .  Anna  in fo r m a t io n  from  In d e p e n d e n t A u d i te d  F i n o n c l u l s

Met In co m e

N et C a sh  P ro v id e d  By O p e ra t io n s

1985

(21,1233

1986

(46,041)

(91,104) (213,909)

. 1987 

224,277 

391,885

■iiinn b— m m w a —  ini

1988

(87,647)

(40,854)

1989

82,115

66,465

1990 

480,628 

544,620

T o t a l  

631,409 

657,103



D I V I S I O N  O F  L E G A L  S E R V I C E S

LEGISLATIVE AFFAIRS AGENCY 
STATE OF ALASKA

( 0 0 7 )  -1 6 5 -3 8 6 7  o r  4 6 5 - 2 4 5 0  
F A X  ( 9 0 7 )  4 6 5 - 2 0 2 9  
M a i l S to p  3 1 0 1

2 4 0  M a in  S treet, S u ite  5 0 0  
J u n e a u , A la s k a  9 9 8 0 1 - 2 1 0 1

TO :

SUBJECT:

M E M O R A N D U M

Senator J i m  D u n c a n  

A T T N :  R o x a n n e

Nursing H o m e  R a t e s  ( S S S B  344)

January 10, 1992

FR O M : Terri Lauterbach 

Legislative C o u n s e

This m e m o  is a progress report a n d  a request for further instructions about drafting 

a sponsor substitute for S B  344.

A s  y o u  directed, I hav e  b e e n  in consultation with Jack Nielson since the m e eting  

a bout nursing h o m e  rates o n  D e c e m b e r  30, 1991. Initially, h e  provided m e  with the 

n a m e s  of states that h a d  all-payor systems for their hospitals. U p o n  review, these 

statutes did n ’t-seem-particularly helpful. H o w e v e r ,  Jack later c a m e  u p  with the 

n a m e s  of t w o  states that hav e  established "equalized" rates for their nursing h o m e s : 

M i n n e s o t a  a n d  N o r t h  Dakota. T h e s e  states do, in fact, s e e m  to have the system 

established that y o u  are seeking to establish in Alaska.

E nclosed is a co p y  of N o r t h  D a k o t a ’s laws o n  the subject. ^  R a t h e r  than putting 

t h e m  into bill f o r m  right now , I thought I’d check with y o u  to see if y o u  h a d  time to 

review these laws a n d  determine if they are w h a t  y o u  want.

T h e  section of the N o r t h  D a k o t a  law that lays out the m a i n  principle y o u  are 

interested in is "50-24.4-19 (1.)" o n  p a g e  150 of the attached. H o w e v e r ,  you r  bill can 

probably not b e  as simple as repeating just this language, without also laying out the 

rate structure described in the other sections.

y  I have enclosed the North Dakota laws because they arc most recently passed (1987, applicable to 
rate years beginning 1/1/90, 1 think) and seem to have been based on the earlier Minnesota laws 
(which are longer and more technical because there have been many one-time rate adjustments 3 dded 
to their laws after initial enactment).



A s  I recall, there w a s  general a g r e e m e n t  at the D e c e m b e r  meeting b e t w e e n  D H S S  

a n d  the representatives of the nursing h o m e s  that Ala s k a ’s rate-setting structure 

should also c h a n g e  if the rates for Medicaid a n d  private payors w e r e  to be equalized. 

T o  achieve that goal w o u l d  involve m o r e  than a one-section bill. M o s t  probably, it 

w o u l d  m e a n  repeal of our current rate-setting section, A S  47.07.070, a n d  e n a c t m e n t  

of m o s t  of w h a t  y o u  see in the attached N o r t h  D a k o t a  laws, with appropriate changes 

to give the M e d i c a i d  R a t e  Advisory C o m m i s s i o n  a role in the process. Is this w h a t  

y o u  w a n t  to d o ?

I a m  sending this letter a n d  a copy of the N o r t h  D a k o t a  L a w s  to Jay Livey as well, 

per you r  instructions to w o r k  with the d e p a r t m e n t  o n  this matter.

D o  y o u  w a n t  a bill e m b o d y i n g  the enclosed N o r t h  D a k o t a  law? O r  d o  y o u  wish to 

wait while the department, the advisory commission, a n d  nursing h o m e  representa­

tives review N o r t h  D a k o t a ’s laws for their applicability here? Also, d o  y o u  wish to 

limit the bill to skilled nursing facilities, or should it b e  applicable to b oard a n d  care 

h o m e s ,  I C F / M R ’s, a n d  other convalescent or residential care institutions?

I h o p e  y o u  find the enclosed information helpful. I understand that Jack Nielson is 

awaiting the arrival of a H C F A  report about "all-payor" systems, w h i c h  I will forward 

to y o u  w h e n  I get a c o p y  f r o m  him. Please let m e  k n o w  if I can b e  of further 

assistance at this time.

T M L d m b

92-006.1mb

Enclosure

cc: Jay Livey, D e p u t y  C o m m i s s i o n e r

Health a n d  Social Services

Senator Jim Duncan

January 10, 1992

Page 2
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CH APTER  50-24.4 

NURSING HOME’ RATES

Section . Section
60-24.4-01. Definition*. 50-24.4-18. Appeal*.
60-24.4-01.1. Nursing home resident pay- 50-24.4-19.1. Rate* for private room*— Pay­

ment claaaificatioDS — Proce- menta by a third party on be-
durea for reconaideration. half of medical aaaiatance re-

50-24.4-10. Operating costa after January 1, cipienta.
1990. 50-24.4-27. Medicare certification.

50-24.4-16. Special rates.

50-24.4-01. D e fin itio ns . For the purposes of th is chapter:
1. "Actual allowable h istorica l operating cost per diem” means the per 

diem operating costa allowed by the department fo r tb«* uost recent 
reporting year.

2. "Actual resident d a /' means a billable, countable day as defined by 
the department.

3. "Department”  means the department o f human services.
4. "Depreciable equipment”  means the standard movable resident care 

equipment and support service equipment generally used in  long­
term  care facilities.

5. "D irect care costs” means the cost category for allowable nursing 
and therapy costs.

6 . "F inal rate”  means the rate established after any adjustment by the 
department, including, but not lim ited to, adjustments resulting 
from cost report reviews and audits.

7. "Fringe benefits”  means workers’ compensation insurance, group 
health or dental insurance, group life  insurance, retirem ent benefits 
or plans, and uniform  allowances.

8 . "General and adm inistrative costs”  means a ll allowable costs for 
adm inistering the fa c ility , including, but not lim ited to: salaries of 
adm inistrators, assistant adm inistrators, accounting personnel, 
data processing personnel, security personnel, and a ll clerical per­
sonnel; board of directors’ fees; business office functions and sup­
plies; travel, except as necessary for tra in in g  programs for d ie ti­
tians, nursing personnel and direct resident care related personnel 
required to m aintain licensure, certification, or professional stan­
dards requirements; telephone and telegraph; advertising; member­
ship dues and subscriptions; postage; insurance, except as included 
as a fringe benefit under subsection 6 ; professional services such as 
legal, accounting, and data processing services; central or home of­
fice costs; management fees; management consultants; employee 
tra in ing, for any top management personnel and for other than di-

25

4



50-24.4-01.1 PUBLIC WELFARE»
 ̂^ re c t resident care related personnel;, and business meetings and 

"  .•Vf.Beminare. ^ S j& V  •-..5? V J-'*- "sjroh i  i;9 i ^H istorical operating costs”  means -the allowable operating costa 
a- ^ ^ ia c u E re d  by the fa c ility  during the reporting year im m ediatwy pre- 

■’ jT ^j-.ced ing  the rate year for which the payment rate becomes effective, 
a fte r the department has reviewed those costa and determined them

* ■ »v '■ :,* .

10. "Ind irect care coats" means the cost category for allowable adminis-
. . ̂ tra tio n , plant, housekeeping, medical records, chaplain, pharmacy, 

• '/  •■■’li.fiiid  dietary, exclusive.of food costs.  ̂ ■ •>: • l* .
- il.x .IL  .^Nursing home" means a fac ility , not burned or administered by the 

""state government, described in  subsection 3 of section 43-34-01.
12. "Operating costs" means the day-to-day costs of operating the fa d l- 

 ̂ v e r ity  in  compliance w ith  licensure and certification standards.
13. "O ther direct care costs”  means the cost category for allowable activ- 

ities, social services, laundry, and food costs. 14. "Payment rate” 
means the rate determined under section 50-24.4-06.

16: "Payroll taxes” means the employer's share o f Federal Insurance 
Contributions Act taxes, governmentally required retirem ent con­
tributions, and state and federal unemployment compensation 
taxes.

16. "Private-paying resident”  means a nursing home resident on whose 
- behalf the nursing home is not receiving medical assistance pay­

ments and whose payment rate is not established by any other tn ird  
party, including the veteran’s adm inistration or medicare.

17. T ta te  year”  means the fiscal year for which a payment rate deter­
mined under th is chapter is effective, from  January firs t to tire next 
December thirty-fLrat.

18. "Real estate” means improvements to real property and attached 
fixtures used d irectly for resident care.

19. "Reporting year” means the period from Ju ly  firs t to June th irtie th , 
im m ediately preceding the rate year, fo r which the nursing home 
submits reports required under this chapter.

20. "Top management personnel”  means owners, board members, corpo­
rate officers, general, regional, and disvxict managers, adm inistra­
tors, nursing home adm inistrators, and any other person perform ing 
functions o rd inarily  performed by such personnel.

Source: SX. 1987, ch. 582, $ 1; 1991, ch. 29, Slu 1991, became effective July 1, 1991, 
29, 5 16. pursuant to NJD. Const., A rt IV, 5 13.

Note.
Effective Date. 'Die definitions in section were venum-

The 1991 enactment of subsections 5, 10, b*red in 1991 ujxin the enactment of new 
and 13 of this section by section 16 of chapter subsections 6, 10, and 13.

50-24.4-01.1. N u rs ing  home residen t paym ent c lass ifica tions — 
P rocedures fo r  reconside ra tion .

1 . For purposes o f th is  cection "resident's representative" includes the 
reaiaent'a guardian or conservator, a person authorized or required 
to pay the nursing home expenses of the resident, or any. other 
person designated by the resident in  w ritin g . ■

2 . The department shall establish resident pa; m eut classifications for 
the care of residents o f nursing homes.



3. The department shall assign nursing home residents to the appro­
priate payment classification based upon assessments of the resi­
dents. . J

4. The department shall notify each resident, and the nursing home in  
which the resident resides, o f the payment classification established 
under subsection 3. The notice must inform  the resident of the clas­
sifica tion tha t was assigned, the opportunity to review the documen­
ta tion supporting the classification, the opportunity to obtain c la rifi­
cation from  the department, and the opportunity to appeal the clas­
sification. The notice o f resident classification must be sent by firs t- 
class m ail. The ind iv idua l resident notices may be sent to the resi­
dent’s nursing home fo r d istribution to the resident in  which event 
the nursing home is responsible for the d istribu tion of the notice to 
the resident and to the residents representative, i f  any. This notice 
must be distributed to the resident and sent first-class m ail or hand- 
delivered to the resident’s representative w ith in  three working days 
a fte r the nursing home’s receipt o f the notice from the department.

5. The resident or the nursing home may appeal the assigned payment 
classification to the department. The appeal must be submitted in  
w ritin g  to the department w ith in  th ir ty  dayB of the receipt of the 
notice o f resident classification. For appeals submitted by or on be­
h a lf o f the resident, the tim e period for submission of the request 
begins on the date the classification notice is delivered to the resi­
dent, or mailed or delivered to the resident's representative, which­
ever i3  la tes t The appeal must be accompanied by the name of the 
resident, the name and address o f the nursing home in  which the 
resident resides, the reasons for the appeal, the requested classifica­
tion  changes, and documentation supporting the requested classifi­
cation. The documentation accompanying the appeal is lim ited to 
documentation intended to establish tha t the needs of the resident, 
a t the tim e of the assessment resulting in  the disputed classifica­
tion, ju s tify  a change o f classification.

6 . Upon w ritten  request, the nursing home shall give the resident or 
the resident's representative a copy o f the assessment form and the 
other documentation tha t was given to the department to support 
the assessment findings. The nursing home shall also provide access 
to and a copy of other inform ation from  the resident’s record th a t 
has been requested by or on behalf o f the resident to support a 
resident’s appeal. A  copy o f any requested m ateria l must he pro­
vided w ith in  three working days of receipt of a w ritten  request for 
the inform ation. Upon request, the nursing home snail assist the 
resident in  preparing an appeal.

7. In  addition to the inform ation required in  subsection 5, an appeal by 
a nursing home must be accompanied by the follow ing inform ation: 
the date the resident payment classification notices were received 
by the nursing home; the date the classification notices were d is trib ­
uted to the resident or the resident's representative; and a copy of a 
notice o f appeal sent to the resident or to the resident’s representa­
tive. This notice m ust te ll the resident or the resident’s representa­
tive  tha t the resident’s classification is being appealed, the reason 
for the appeal, tha t the resident’s rate w ill change i f  th t appeal is 
approved by the department and the extent o f the change, tha t cop­
ies of the nursing home's appeal and supporting documentation are 
available for review, and that the resident also has the rig h t to 
appeal. I f  the nursing home fa ils to provide th is inform ation w ith
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Source: S.L. 1989, ch. 584, § 1.

50-24.4-02. A u th o rity . The department shall establish, by rule, pro­
cedures for determ ining rates for care of residents of nursing homes which 
qualify as vendors of medical assistance, and for im plem enting the provi­
sions o f th is chapter. The procedures must be based on methods and stan­
dards which the department finds are adequate to recognize the costs that 
must be incurred for the care of residents in  efficiently and economically 
operated nursing homes. The department shall identity costs that are rec­
ognized for establishing payment rates.

Source: S.L. 1987, ch. 582, § 2.

50-24.4-03. Federa l requirem ents — Suprem acy. I f  any provision 
of this chapter is determined by the United States government to be in  
conflict w ith  existing or fu ture requirements of the United States govern­
ment w ith  respect to federal participation in  medical assistance, the federal 
requirements prevail.

Source: S.L. 1987, ch. 582, § 3.

50-24.4-04. Paym ent rates. Payment rates paid to any nursing home 
receiving medical assistance payments must be those rates established pur­
suant to th is chapter and rules adopted under it.

Source: S.L. 1987, ch. 582, § 4.

50-24.4-05. R equirem ents. No medical assistance payments may be 
made to any nursing home unless the nursing home is certified to pa rtic i­
pate in  the medical assistance program under title  X IX  of the federal Social 
Security Act and has in  effect a provider agreement w ith  the department 
meeting the requirements of state and federal statutes and rules. No medi­
cal assistance payments may be made to any nursing home unless the 
nursing home complies w ith  a ll requirements of N orth Dakota law includ­
ing, but not lim ited to, th is chapter and rules adopted under it  that govern 
participation in  the program. This section applies whether the nursing 
home participates fu lly  in  the medical ass.stance program or is w ithdraw­
ing from the medical assistance program.

Source: S.L. 1987, ch. 582. 5 5.


