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P.0. BOX 0BIOO
NORTH POL*, ALASKA PHONEI 907.7Q8-3aai
99700 AT YOUR SERVICE
TO: The Honorable Governor Walter J. Hickel

(via fax #465-3454)

FROM: Lute Cunningham, Mayor, City c£ North Pole
DATE: June 18, 1992

SUBJECT: SB 337 - Early Retirement Progranm

The City of North Pole has been unable to participate

in previous R.I.P, proposals becauae of a lack of employees
which fit the criteria. At this time, however, the City has
aeveral employees which would become eligible. Substantial cost

savings would be realized through SB 337 implementation by the
City.

I would urge your consideration and support of SB 337.

cct Senator Duncan, via fax 1)465-4748
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CITY OF HOMER
o HMRKGEBEY  THRC

19 June 1992

FAXED 907/463-3454

Governor Walter Hickel
PO Box 110001
Juneau, AK 99811-0001

RE: EARLY RETIREMENT PROGRAM

Dear Governor Hickel:

We just received notice that there 1is a possibility that SB 337
is in jeopardy, we wish to make it known that the City of Homer
SUPPORTS SB 337, This 1is a program which has much promise with
the City of Homer. We request that you enact this bill. Thank
you for your consideration.

Sincerely,
CITY OF HOMER

2 .

Ratti J¢/Whalin
Interim"city Manager

PIW/tw

TOTAL F.01
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KETCHIKAN GATEWAY BOROUGH
SCHOOL DISTRICT

June 19 1992

\?{:flce of the G vernor
t(er Hicke overn?
oor State Capito

uneau Alaska 00811

Dear Governor Hickel,
As we dlfeussed earlier,. the Early Retirement Incentive BIHHOGS

long way In |nta|n a quall catlo al program while atthe
sante th[n ﬂ a an e C|ent ope atlng bugget rPJe tand two basic
concerns have surfaced:

A here Is reaI avm srahzd and
ause HQ : —t sthe more experienced and

NOwIE 396& GWI eave t eorgamzatlon

gan not speak for a(J geenues tha real savi sIs re I|z d bé{ his
schPoI Istrict whe e reduce.our sta ﬁo a m?re e |C|ent eve an

ce retlrees Wit experle ced st ort e "Brian Drain™ tr eory
e o el Rl e Tl
enthu%asm to t%e classroo rﬁp Y § the young 2

It is m?/ understand,gg that each. Tagenc has he choice of ther or
not to participate, It would“seem that i éenc(}/ elt there wou e no
a vantage to such a program, they simply wotld chocse not to participate.

| would encourage you, to SI n this bill into actiop so that we ma e
forward in our pfansaf% Xext scho year. qjh you oryoursupportyo%n t?ns

ISsue.
Sincerely,

ichard E. Cle e
§bpermtenc&e { chools

Pouch 2 « Ketchikan, Alaska 99901-5026 « (907) 225-2118 « Fax: (907) 225-2356
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FAX MESSAGE
June 23, 1992

Senator Jim Duncan
Capitol Building
Juneau, Alaska

465-4740 (Fax)

Dear Senat in,

I am under the iImpression that Governor Hickel 1is in total support
of the 1992 Retirement Incentive Program Legislation. If that is
the case, 1 am requesting information from your office as to what
I might be able to do to convince the Governor that signing this
legislation is In the best iInterest of Alaskans.

As a member of the Alaska Public Employee Retirement Board, and as
an elected official of the City of Fairbanks, 1 have a unique
perspective as to the advantages of the RIP on our communities and
state. “The fiscal iImpact on the retirement funds and the government
payrolls has been positive, and this years RIP is critical to the
efforts of downsizing government and public employee moral.

I am preprared to contact the Governor®s office immediately but
thought a message of concern and support, with the request for
advice would be an appropriate FTirst step.

Thanks fTor all your help on behalf of public employees and the
local governments within the state.

Sincerely,

Mike Andrews
PERS Vice-Chair
Fairbanks City Council

CC: Div. of Retirement/Benofits
P. Wellington, PERS Chair
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MEMORANDUM

Date: January 12, 1993

To: Senator Loren Leman, Chair
Senate”Stafe Affairs Committee

From: SenatorJim”'ilncajx

Subject: SB 1, relating to retirement incentive programs for
the public employees' retirement system and the teachers'
retirement system and certain persons under the judicial
retirement system.

Please schedule SB 1, establishing the Retirement Incentive Program
for a hearing in the Senate State Affairs Committee as soon as possible.
The basic configuration of the Retirement Incentive Program as proposed
in SB 1is substantially similar to previous offerings of the program.

The basic provisions of the program remain unchanged. It will
again offer a three year retirement credit to qualified individuals to be
applied in the following order;

1 to meet the age or service required for eligibility for normal
retirement;

2. to meet the age required for early retirement;

3. to reduce the actuarial adjustment required for early

retirement; and
4. as years of credited service for calculating retirement benefits.

To qualify, an employee must be within 3 years of early or normal
retirement. The increased benefit will vary depending on each individual's
length of service and their age. The personal services savings required by
the program will again be calculated over a five year period.

The employee is required to pay what they would have paid into the
retirement system if they had continued to work for an additional three
years. The employer's cost will be the difference between the employee's
contribution and the full actuarial cost of the three year incentive. The
State's actuaries calculate the full cost for each individual eligible for the



program. This means that fdl cost incurred because the individual retires
three years earlier is fully paid into the respective retirement system.
Recent annual reports on both PERS and TRS report that the systems have
been adequately compensated for RIP incurred costs.

The window periods in SB 1 are as follows;

FirstDay

Employee Employee Must
Employee Type Application Period Can Retire Retire on or Before
Teachers 6/30/93 12/31/93 7/1/93 8/1/94
University 6/30/93-12/31/93 7/1/93 8/1/94
State 7/31/93-10/31/93 8/1/93 7/1/94
Municipal 12/31/93-6/30/94 1/1/94 2/1/95

A November 1991 Legislative Audit imported a total savings of almost
$23 million was achieved by public employers through the use of the 1989-90
Retirement Incentive Program. The State of Alaska saved over $6 million,
with the largest savings accruing to the Department of Transportation and
Public Facilities. The University saved $4.3 million and school districts
throughout the state saved almost $9 million. The total number of
participants was 1,571. This compares to 2,327 participants in the 1986-87
Retirement Incentive Program and a savings estimated at $73 million.

| appreciate your support for the reenactment of the Retirement
Incentive Program, SB 1

Attachments
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Provided by Senator Jim Duncan

FACT SHEET ON SB 1, 1993-94 RETIREMENT INCENTIVE
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Alaska State Senate  State Capitol  Juneau,Alaska 99801-1182 (907)463-4766



19%-8/R.I.P. Savings -Sources Febru rge]r%%esqisl.ative Audit, and

etirement an atlstics
# Participants Savings
State 1,095 $ 14,448,520
School Districts 603 31,182,600
Political Subdivisions 412 4,756,800
University of Alaska 217 22.305.400
Totals 2,327 $ 72,693,320

198-DRLP. Savings Source -1991Legislative Audit

# Participants Savings
State AT739° $ 6,033,100
School Districts 748 10,016,000
Political Subdivisions 132 2,617,900
University of Alaska 145 4.317.800

Totals 1,764 $ 22,984,800



DIVISION OF LEGAL SERVICES

LEGISLATIVE AFFAIRS AGENCY

STATE OF ALASKA
(907) 465-3867 or 465-2450

FAX (907) 465-2029 130 Seward Street, Suite 409
Mini Stop 3101 Juneau, Alaska 99801-2105
MEMORANDUM January 14, 1993
SUBJECT: Sectional analysis of S3 1 (Retirement Incentive Program)
TO: Senator Jim Duncan

Attention: Roxanne Stewart

FROM: Teresa B. Cramer
Legislative Counsel

You have requested a sectional analysis of the above described bill.

As a preliminary matter, note that a sectional analysis or summary of a bill should
not be considered an authoritative interpretation of the bill and the bill itself is the
best statement of its contents. If you would like an interpretation of the bill as it may
apply to a particular set of circumstances, please advise.

Because this bill sets up a time-limited program which is repealed July 1, 1995, it is
not placed into the codified statutes. If the bill is enacted, it will be published in the
Session Laws and also in the Temporary and Special Acts volume of the .Alaska
Statutes.

Section | states the legislative purpose in adopting a retirement incentive program
for public employers and employees.

Section 2 establishes the general requirements for a retirement incentive program.
Subsection (a) permits employers to designate organizational units of employees
eligible to participate. Subsection (b) sets out criteria for the organization units.
Subsection (c) limits which employees are eligible to participate to those who will be
qualified to retire after receipt of the retirement incentive.

Subsection (d) sets out requirements for the employers plan and requires the
employer to agree to reimburse the retirement system for the extra costs incurred by
the system as a result of participation by 'he employer’s employees.

Subsection (e) sets out the formula for computing how much each member of the
Teacher:” Retirement System (TRS) who participates in the plan owes in order to

Sectional Analt)s «i



Senator Jim Duncan
January 14 1993
Page

receive the three-year credit. It is based on the annual contribution rate of 8.65%
for members of TRS set out in AS 14.25.050. Subsection (f) sets out the formula for
computing how much each member of the Public Employees’ Retirement System
(PERS) who participates in the plan owes in order to receive the three-year credit.
It is based on the annual contribution rates of 7.5% for peace officers who are
members of PERS and 6.75% for other members of PERS set out in AS 39.35.160.

Subsection (g) provides that the retirement incentive is a credit of three years, to be
used either to meet retirement eligibility requirements or, if those are met, to
increase the amount of credited service a participant is entitled to when computing
benefits. Subsection (h) limits the kinds of credited service that employees retiring
under the retirement incentive plan may use when determining whether they are
eligible to retire. Note that the subsection does not limit the kinds of credited service
that may be considered when computing the employee’s benefits.

Subsection (i) permits employees to assume part of the employer’s liability in otder
to become eligible to participate in a retirement incentive plan.

Section 3 authorizes the state tc adopt a retirement incentive plan for its employees,
to begin July 31, 1993, and ending October 31, 1993. Subsections (b) and (c) limit
which employees may participate. Subsection (d) requires that participants be
appointed to retirement on or before July 1, 1994.

Section 4 authorizes political subdivisions and public organizations which participate
in PERS to adopt a retirement incentive plan for their employees, to begin
December 31, 1993, and ending June 30, 1994. Subsection (b) requires that
participants be appointed to retirement on or before February 1, 1995.

Section 5 authorizes the University of .Alaska to adopt a retirement incentive plan for
its employees, to begin June 30, 1993, and ending December 31, 1993. Subsection
(b) requires that participants be appointed to retirement on or before August 1, 1994.
Subsection (c) addresses participants in the Optional University Retirement Program.

Section 6 authorizes employers in TRS other than the state or the University of
Alaska, which are covered in sections 3 and 5 above, to adopt a retirement incentive
plan for their employees, to begin June 30, 1993, and ending December 31, 1993.
Subsection (b) requires that participants be appointed to retirement on or before
August 1, 1994.

Section 7 permits state employee participants to receive credit, for purposes of
determining whether the participant satisfies the years of service requirements for
retirement under TRS or PERS, for certain employment with political subdivisions
or public organizations who did not participate in PERS or TRS at the time of the



Senator Jim Duncan
January 14, 1993
Page 3

employment. The employment may not be counted when the amount of the partici-
pant’s benefits are calculated.

Section 8 permits the administrative director of the Alaska Court System who is a
member of the Judicial Retirement System (JRS) to participate in a retirement
incentive program. The section sets out provisions comparable to those that apply
to members of the other retirement systems.

Section 9 permits the Department of Administration to take certain actions if
employers who are participating in the retirement incentive program become
delinquent in the payments they owe the system for the increased benefits paid to
their retirees under the program.

Section 10 establishes an indebtedness owed by participants in the retirement
incentive program who, after retirement, are reemployed in a position that is covered

by PERS, TRS, or JRS.

Subsection (b) prohibits participants from working for a state department or agency
for three years after the participant retired. There is an exception for work for the
University of Alaska and for employment with the legislature during the session if the
employment is on an hourly basis and if the employee is not entitled to retirement,
health, or leave benefits. Subsection (c) permits the Board of Regents, in the case
of the University of Alaska, and the commissioner of administration, in the case of
other employers, to permit employers to enter into personal services contracts with
participants during the three-year waiting period if the employer establishes that
there is a compelling reason for hiring the participant because of the participant’
specialized or extensive experience. Note that while subsections (b) and (c) permit
state agencies to hire certain parti' .pants, neither subsection excuses the participant
from paying the penalty established under subsection (a).

Section 11 directs state agencies to file with the Office of Management and Budget
reports showing the expected effect of the program on the agency’ personal services
cost and operation. Subsection (b) directs OMB to document the net reduction in
personal services costs for each agency in the governor’s annual budget request.
Subsection (cj directs OMB to report to the legislature on the retirement incentive

program.

Section 12 states that employees do not have a vested or contractual right to benefits
under a retirement incentive program until an agreement is executed with the
administrator of the retirement system. Hie legislature reserves the right to make
changes to the program.

Section 13 makes the definitions in TRS and PERS, as appropriate, applicable to the
bill.
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Senator Jim Duncan
January 14, 1993
Page 4

Section 14 repeals sections 2 - 8 of the Act, which establish and authorize the
retirement incentive programs, on July 1, 1995.

Section 15 is an immediate effective date clause.

If I may be of further assistance, please advise.

TC:pl
93-023.pIm
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ALASKA PUBLIC EMPLOYEES ASSOCIATION/AFT(AFL-CIO)

State Headquarters/Juneau Field Office
211 Fourth Street, Suite 306, Juneau, Alaska 99801
Telephone (907) 586-2334, (800) 478-9991, Fax 463-4980

February 1, 1993

Honorable Loren Leman, Chairman
Senate State Affairs Committee
Alaska State Legislature

Juneau, AK 99811

RE: Retirement Incentive Program, SB-1 & SB-10

Dear Senator Leman,

The Alaska Public J mployees Association/Alaska Federation of Teachers represents public
employees at ever} level of government and throughout the state geographically. We
represent state, municipal, borough, university and school district employees. Every one of
the public employers .ve work with are facing the task of providing the same level of services
at substantially less cost due to shrinking revenues. The Retirement Incentive Program
(RIP), is an important tool for these entities to assist them in reaching this goal.

The RIP encuurages senior employees, who are in the higher steps of salary and leave
schedules to retire. Their retirement allows new employees to enter the system at entry
level steps of those schedules, generating a significant savings. Without a RIP, these same
public employers would be forced to lay people off, which reduces services to Alaskans and
removes spendable income from Alaska’s economy.

Passage of the RIP bill will allow the same level of services, at reduced costs, while
maintaining employment. It also introduces new money in the Alaska economy by using the
PERS and TRS money that is invested outside Alaska to be spent by the new retirees in the
State.

The two previous RIP’s saved public employers millions and millions of dollars. Other
states and private companies have adopted similar measures as a way of reducing costs.
California, as I recall, granted five years credit in their RIP.

Anchorage Field Office Fairbanks Field Office
1689 C Street, Suite 204, Anchorage, Alaska 99501 825 College Road. Fairbanks, Alaska 99701
Telephone (907) 274-1680, (800) 478-9992, Fax 277-4588 Telephone (907) 456-5412, (800) 478-9993, Fax 456-7478



February 1, 1993
Honorable Loren Leman
Page 2

At a time when all public entities in the State are faced with cutting services or raising taxes,
the RIP offers a humane, sensible, cost-effective tool to these entities to mitigate the effect
of shrinking resources. We encourage your committee to pass a RIP bill out with Do-Pass

Recommendations.
Very truly yours.
VUAME&U.

Bruce 1. Ludwi
Business Mana(

BEL/ljh



Alaska State Legislature

Official Business

SENATE STATE AFFAIRS
COMMITTEE

MEMORANDUWM

State Capitol
Juneau, AK 99801-1182

TO: Senate Secretary

FROM: Senator Loren Leman, Chairman
Senate State Affairs Committee

DATE: February 25, 1993

SUBJECT: Committee Schedule

State Affairs

March 1

March 3

March 5

Butrovich Room
Monday 9:00 AM

- NO MEETING SCHEDULED

Wednesday 9:00 AM

SB 33, Local Emergency Planning
Committees and Emergency Response
Organizations

SB 80, Boards/Commissions/Councils

SB 129, State Chief Procurement Officer

Friday 9:00 AM

***k** Confirmation Hearing *****
State Commission for Human Rights

- Augusta Sayoko D. Mimoto Greenleart
- Robyn F. States -

Bills Previously Heard



Senate State Affairs Committee
February 25, 1993

Page 2
March 8 Monday 9:00 AM
-NO MEETING SCHEDULED -
March 10 Wednesday 9:00 AM
SB 6, Relating to an Annuity Program
*** Teleconference on Above Bill ***
SB 128, Relating to Legislative Audits
March 12 Friday 9:00 AM

SB 1, Retirement Incentive Program

SB 11, Anti-Stalking Law
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February 26, 1993

State Affairs Committee
Alaska Stats? Senate
Juneau, AK

Dear Committee Members!

| am writing to address Senate Bill 1, the Retirement
Incentive Bill and request your endorsement of the concept
of the bill and pass it on to the floor for action ASAP. The
scheduled teln-conferenco time prohibits my attendance to
testify in person as | am in the class-room at this time.

An article in the February 24 issue of Ketchikan Bally News
addrmseed the reduction in spending for Education throughout
the state. It seams that every year Education becomes less
of a priority With the State legislature}. Local districts
are faced with increased costs which are not off-set by
increased funding, rather a reduction in funding which puts
a strain on budgets

The Retirement, incentive Program provides school districts
with .n way to save money without having to lay-off teachers.
With the RIP in force the district can allow senior
teachers, those at the top of pay-scal «?s, to retire early
and the savings, significant in moot cases, can than bo used
to hire now tfsAchmrs at the bottom of the pay scale.

OQur district in Ketchikan supported that last two RIP
programs and received significant savings through the
program. | feel that th« RIP before you will also provide a
savingra for our district and those throughout the State. I't
is the most humane way to address decreased funding and
possibility of reducing staff.

| encourage you to positively endorse this bill and pass it
through the legislature quickly. Districts need to know as
soon as possible of those teachers accepting the RIP so that
they can begin the hiring for newt year.

R.j™Mwarid M. Hoit
PD Box 3338
Ketchikan, AK 99901
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AMENDMENT

OFFERED IN THE SENATE
TO: SB 1

Page 1, lines | - 3:

Delete "the public employees’ retirement system, the teachers’ retirement system,
and certain persons under the judicial retirement system"

Insert "for certain employees of school districts and regional educational

attendance areas"

Page 1, lines 5 - 6:

Delete "state agencies and other employers who participate in the state retirement
systems"

Insert "school districts and regional educational attendance areas"

Page 1, line 11
Delete "state agencies and other employers"

Insert "school districts and regional educational attendance areas"

Page 1, lines 12 - 13
Delete "the state or other public"

Insen "those"

Page 1, line 14:
Delete "An employer"

Inscn "A school district or regional educational attendance area"

Page 2, line L
Delete "3 - 6"



8-LS0064XA.1

Inart "3 and 4"

Page 2, lines 14 - 16:
Delete "For state employees other than university employees, the administrator may
approve a designated organizational unit only if the office of management and budget certifies

that the unit’s participation in the plan meets the icquirements of (b) of this secuon.”

Page 3, line 28:
Delete "Except as provided in sec. 7 of this Act, in"

Insen "In"

Page 4, line 9, through page 5, line 1

Delete all material.
Renumber the following bill secdons accordingly.

Page 5, line 2:
Delete "OTHER"
Insen "EDUCATIONAL INSTITUTION"

Page 5, line 4:
4

Delete "political subdivision of the state or a public organization

Insen "school district or regional educational attendance area"

Page 5, lines 14-28:

Delete all material.
Renumber the following bill sections accordingly.

Page 5, line 29:
Delete "OTHER"
Insen "EDUCATION INSTITUTION"

2-



Page 5, line 30:
Delete "An"

8-LS0064\A.1

Insert "A school district or regional educational attendance area that is an"

Page 5, line 31:
Delete "who is not otherwise covered by secs. 3 or 5 of this Act

Page 6, line 9, through page 8, line 3:

Delete ail material.

Renumber the following bill sections accordingly.

Page 8. line 15:

Delete "or sec. 8(e)"

Page 8, line 20:
Delete "or sec. 8(d) and (Q"

Page 9, lines 9 - 29:

Delete all material.
Renumber the following bill sections accordingly.
Page 10, line 5:

Delete "2 - 13"

Insen "2 - 8"
Page 10, line 7:

Delete "2 - 13"

Insen "2 - 8"

Page 10, line 9:
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Delete" 2 - 8"
Insert "2 - 4"



FISCAL NOTE

STATE OF ALASKA BILLNO. SB'1
1903 LEGISLATIVE SESSION

Revision Date: Department Affected: Administration
Title: "An Act relating to retirement incentive BRU: Finance
programs for the public employees ... effective date.’ Component: Finance

Sponsor: Senator Duncan
Requestor Senate Stale Affairs COMPONENT SERIAL NO. _59_

EXPENDITURES/REVENUES:

OPERATING FY 94 FY 95 FY 96 FY 97 FY 93 FY 99
PERSONAL SERVICES 70.9 7.8 0 0 0 0
TRAVEL 0 0 0 0 0 0
CONTRACTUAL 0 0 0 0 0 0
SUPPLIES 0 0 0 0 0 0
EQUIPMENT 0 0 0 0 0 0
LAND & STRUCTURES 0 0 0 0 0 0
GRANTS, CLAIMS 0 0 0 0 0 0
MISCELLANEOUS 0 0 0 0 0 0
TOTAL OPERATING 70.9 7.8 0 0 0 0
CAPITAL 0 0 0 0 ! 0 0
REVENUE
FUND SOURCE: 0 0 0 0 0 0
FUNDING:
1002 Federal Receipts 0 0 | 0 0 0 0
1003 GF Match 0 0 0 0 0 0
1004 GF 70.9 7.8 0 0 0 0
1003 GF/Program Receipts 0 0 0 0 0 0
1000 GF/MHTIA 0 0 0 0 0 0
OTHER 0 0 0 0 0 0
TO'IAL 70.9 7.8 0 0 0 0
full-tim: 0 0 0 0 0 0
PART-TIME 4 4 0 0 0 0
TEMPORARY 0 0 0 0 0 0
Estimate of current year (FY93) impact: None
ANALYSIS: (Attach a separate page if necessary.)
See Attached

Prepared bv: Don Wanie, Director B W Phone: 465-2240

Division: Finance Date:

Approved by Commissioner Nancy Bear Usera 7 /

Agency: Administration 9 VAN Date: 3

I L}
PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE

Rev 11/92 Page 1 ol
9/|£GI3A219t> KP/e ! '
FL&cal' Note.



FISCAL NOTE

STATE OF ALASKA BILLNO. SB1
1903 LEGISLATIVE SE

ANALYSS (cortinued)

The Division of Anance is responsible for verification of enrployent history and processing of termingtion pay for all State enployees.  This includes
\arifying the length of enploynent, accounting forall leave without pay during the entire enrployment with the State, and determining salaries for the three
highest years. Inaddition, firel and teminel leave pay must be processed in accordance with contractual agreements.

WAthinrplenentation of a Retirement Incentive Program (RIP), the workloed far these functions woulddee significantly increased and adtiitional support wil
be required by the Division of Finance to meet processing deadlines.  Approximately 500 enrployees took advantage of the previous RIP. It isanticipated
that a comyarable number of enrployees woulo perticipate ifa RIPwes inplerrented inthe next year. Based on past experience, this would recuire four
acbitional positions, induding one Accountant 1and three Accounting Technicians |, fora period of six nmonths. - Estinmeted cost for these: positions would
be:

FY 94 Fr'Qs

Acoountart (1) Range MA 179 35
Aocounting Tedician | (3) Range 12A 530 4.2
709 78

M If*

o¥)

9/LEG93/012190.KP/2 Page 2 of 2



FISCAL NOTE

KA BILLNO. SB1
E SESSION

STATE OF ALAS
1993 LEGISLATIV

Revision D ale: Dept. Affected: Administration
Title: An Actrelating to retirementincentive programs for BRLf: Retirement and Benefits
Public Employees’and Teachers Retirement Systems and Component: Retirementand Benefits
certain personsunder TRS

Sponsor: Duncan

Requestor: (S) State Affairs COMPONENT SERIAL NO. 64
Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY94 EY 95 FY96 FY97 FY 98 FY 99
PERSONAL SERVICES 701.7 6303 273.9 273.9 273.9 273.9
TRAVEL 6.0 6.0 20 20 Zo 10
CONTRACTUAL 253 24.9 10.9 10.9 10.9 10.9
SUPPLIES 43 4.0 15 15 15 15
EOUIPMENT 109B 0 0 0 0 0
LAND & STRUCTURES 0 0 0 0 0 0
GRAMS.CLAIMS 0 0 0 0 0 0
MISCELLANEOUS 0 0 0 0 0 0
TOTAL OPERATING 846.8 665.2 2883 288.3 288.3 288.3

CAPITAL 0 0 0 0 0 0

REVENUE FUND SOURCE: 0 0 0 0 i 0 0

FUNDING:

1002 Federal Receipts 0 0 0 0 0 0
1003 GF Match 0 0 0 0 0 0
1001 GF 0 0 0 0 0 0
1005 G F/Program Receipts 0 0 0 0 0 0
1006GF/MHTIA 0 0 0 0 0 0
Otlxr 8468 6651 2883 2883 2883 2883
TOTAL 846.8 665.2 288.3 288.3 288.3 288.3

POSITIONS
FULL-TIME 6 6 6 6 6 6
PART-TIME 0 0 0 0 0 0
TEMPORARY 12 n 0 0 0 0
Estimate of currentyear (FY93) impact $ We anticipate the need for a Legislative Revised Program to increase

our FY93 authorization, thus allowing the division to hire the FY94 staff prior to Inly I. 1993. The FY93 hiring would
be needed so that vvecan properly train the RIP staff prior to the opening of the window periods. These costs would be
paid for bv participating employers.

ANALYSIS: (attach a separate page if necessary.) The actuarial costs to participating employers due to this
program are to be paid up front and no additional costs to the systems are anticipated. See attached detailed analysis.

Prepared By: Robert F. Stalnaker Phone: 4614470
Division: Retirementand Benefit® D ate: lanuary14.1993
Approved by Commissioner: Nancy Bear Usom Date: /

Agency: Department of Admmistration

PREPARERTO PROVIDE ALLDISTRIBUTION COPIESTO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution information call the Governor's Legislative Office

Rev 11/92 — Page 1 of 4
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Senate Bill 1
Analysis of Fiscal Implications to the Retirement Fund
Prepared by Division of Retirement and Benefits
Department of Administration
January 14,1993

Analysis: This bill would place a temporary retirement incentive provision in statute for the
Public Employees’ (PERS) and Teachers' (TRS) Retirement Systems. Active PERS and TRS
members could retire on an accelerated basis with an increased benefit under the following
conditions: as early as age 47, if vested; with 17 years of service as a qualified peace officer, fire
fighter or teacher; or with 27 years of credited service in the PERS. Before qualifying for an
accelerated benefit, however, the member must pay a lump sum indebtedness payment or take
an actuarial reduction from their life time benefit for the indebtedness amount.

We estimate that five permanent full-time positions will be needed in Juneau and one in
Anchorage to administer the increased demand for information and services resulting from
adding potentially over 4000 new retirees to the PERS and TRS, resulting from prior RIPs and
projected for this one. In addition, we estimate that twelve long-term non-permanent employees
will also be needed for varying lengths of lime over the next two fiscal years. Personnel will
handle increased counseling, address and beneficiary changes, account maintenance and other

services.

We estimate that we will need to increase our normal number of counseling trips by 5 trips over
the next two fiscal years to assure that members understand the options and requirements of the
program.

Page 2 of 4



Senate Bill 1

Analysis of Fiscal Implications to the Retirement Fund

Prepared by Division of Retirement and Benefits
Department of Administration
January 14,1993

The total estimated administrative cost to the division by fiscal year is as follows:

PERSONAL SERVICES

Personal Services Cost (FY 96 and Deyond).....cccoiiiriiiiiiin e

FY 94

FY 94
2 Retirement Specialist /11 102.6
8 Retirement Technician /11 336.0
1 Accountant | 45.3
3 Accounting Cierk HI (12 months) 1134
2 Clerk Il (12 months) 58.2
1 Retirement Technician | (6 months) 21.0
1 Accounting Clerk Il (8 months) 25.2

Total FY 94 Personal Services Cost......

FY 95
2 Retirement Specialist 1/11 102.6
5 Retirement Technician 1/11 210.0
4 Retirement Technician I/11 (9 months) 126.0
1 Accountant | 45.3
2 Accounting Clerk Il (12 months) 75.6
1 Accounting Clerk Il (4 months) 12.6
2 Clerk Il (12 months) 58.2

Total FY 95 Personal Services COSt. ..o

FY 96
2 Retirement Specialist /11 102.6
3 Retirement Technician 1/11 126.0
1 Accountant | 45.3

TRAVEL

Traveling to various locations throughout
the state to counsel prospective retirees and
give seminars

CONTRACTUAL
Computer services for additional PCs, CRT use
Telephone service for: 6 permanent phones
Telephone service for: 11 leased phones
Long distance call expense base on previous RIP
Total Contractual Costs

Page 3 of4

16.1
1.2
5.5
2.5

6.0

25.3

15.7
1.2
5.5
2.5

FY 95

$630.30

6.0

24.9

7.2
1.2
0.0
2.5

FY 96

2.0

10.9



Senate Bill 1
Analysis of Fiscal Implications to the Retirement Fund
Prepared by Division of Retirement and Benefits
Department of Administration
January 14,1993

FY 94 FY 95 FY 96

SUPPLIES
Office supplies 4.8 4.0 15

EQUIPMENT
6 Work stations
6 Chairs
10 Personal computers
Other office equipment (calculators, etc.)
6 Phones (1100/instrument)
5 Microfiche viewers
1 Computer Output Printer
Total Equipment Cost 109.0 0.0 0.0

TOTAL Operations Cost S846.8 $665.2 $288.3

The retirement technicians, retirement specialists, accountant and accounting clerks need
constant access to the PERS and TRS computer files. We do not have excess terminals,
microfiche viewers or calculators. Our equipment request will satisfy our equipment needs for
the duration of the program. We propose the purchase of personal computers to be used as
terminals because they will be compatiole with the division's Local Area Network.

We are also proposing the purchase of an additional computer output printer. The previous
RIPs put great demand on our existing two printers, and we were always in a state of backlog.
Our current day-to-day printer needs maximize the capacity of our existing printers. After
comparing the cost of leasing a printer for two years, coupled with our existing needs, purchasing
a new printer would be more cost effective.

All administrative costs of the program will be paid in advance by participating employers as
required by the bill.

The Other Funds are comprised of PERS at S453.2, TRS at $370.8 and SBS at $22.8 for FY 94.

Page 4 of 4
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AMENDMENT

OFFERED IN THE SENATE
TO: SB 1

Page I, lines 1- 3:

Delete "the public employees’ retirement system, the teachers’ retirement system,
and certain persons under the judicial retirement system”

Insen "for certain municipal employees and certain employees of school districts

and regional educational attendance areas"

Page 1, lines 5-6:

Delete "state agencies and other employers who participate in the state retirement

systems"
Insert "municipalities and school districts and regional educational attendance areas"

Page 1, line 1L
Delete "state agencies and other employers"

Insen "municipalities and school districts and regional educational attendance areas"

Page 1, lines 12 - 13
Delete "the state or other public"

Insen "those”

Page 2, line I:
Delete "3 - 6"

Insen "3 and 4"

Page 2, lines 14 - 16:

Delete For state employees other than university employees, die administrator may

-
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approve a designated organizational unit only if the office of management and budget certifies

that the unit’s participation in the plan meets the requirements of (b) of this section."

Page 3, line 28:
Delete "Except as provided in sec. 7 of this Act, in"

Insert "In"

Page 4, line 9, through page 5, line L

Delete all material.

Renumber the following bill sections accordingly.

Page 5, line 2:
Delete "OTHER"

Insen “"CERTAIN"

Page 5, line 4:

Delete "or a public organization”

Page 5, lines 14 - "3:

Delete all material.

Renumber the following bill sections accordingly.

Page 5, line 29:
Delete "OTHER"
Insert "CERTAIN”

Page 5, line 30:
Delete "An"

Insert "A school district or regional educational attendance area that is an"



Page 5, line 31:

Delete "who is not otherwise covered by secs. 3 or 5 of this Act"

Page 6, line 9, through page 8, line 3:

Delete all material.

Renumber the following bill sections accordingly.

Page 8, line 15:

Delete "or sec. 8(e)"

Page 8, line 20:
Delete "or sec. 8(d) and ()"

Page 9, lines 9 - 29:

Delete all material.

liber the following bill sections accordingly.

Page 10, line 5:
Delete "2 - 13"

Insen "2 - 8"

Page 10, line 7:
Delete "2 - 13"

Insen "2 - 8"

Page 10, line 9:
Delete" 2 - 8"
Insert "2 - 4"

8-LS0064NA.2
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2
AMENDMENT
OFFERED IN THE SENATE BY SENATOR DUNCAN
T0: SB 1
Page 5, line 7:

Delete "section"

Insen "subsection"

Page 5, line 10, after "under™:

Insen "(a) of

Page 5, after line 13:
Insen a new subsection to read:

"(c) In addition to the authorization contained in (a) of this section, a
municipality that has elected to participate in die public employees’ retirement system
under AS 39.35.550 - 39.35.650 is authorized to adopt a retirement incentive plan for
its employees under sec. 2 of this Act. A plan adopted under this subsection must
permit designated employees to apply to the retirement incentive program under sec.
2 of this Act only from June 1, 1993, through no later than July 31, 1993. Under a
plan adopted under this subsection, the administrator may not accept the application
of an employee unless the employee will be appointed to retirement on or before
August 31, 1993. The employer may set an earlier date by which employees of the

employer must be appointed to retirement in order to participate,”
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SENATE BILL NO. 1
IN THE LEGISLATURE OF THE STATE OF ALASKA

EIGHTEENTH LEGISLATURE - FIRST SESSION

BY SENATOR DUNCAN

A BILL
FOR AN ACT ENTITLED
"An Act relating to retirement incentive programs for the public employees’
retirement system, the teachers’ retirement system, and certain persons under the

judicial retirement system; and providing for an effective date."

iBE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section I. PURPOSE. Since it may be necessary for state agencies and ocher employers
who participate in the state retirement systems to reduce their personal services costs because
of declining state revenue, reimplementation of the retirement incentive programs established
by ch. 26, SLA 1986, as amended by ch. 76, SLA 1988, and ch. 89, SLA 1989, as amended
by ch. 18, SLA 1990, encouraging employees to reure voluntarily, will reduce the hardship
of layoffs. This program is intended to realize sufficient economies to offset the cost of
administration and benefits to state agencies and other employers resulting from the award of
retirement credits and to result in a net reduction in personal services costs to the state or

other public employers during a period of declining revenue.

* Sec. 2. RETIREMENT INCENTIVE PROGRAM, (a) An employer may adopt a

1 B1
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s i retirement incentive plan under secs. 3 *6 of this Act, as appropriate, to designate organiza-

tional units of employees eligible to participate in the retirement incentive program.

| 3 (b) The organizational units of a plan must be selected so that implementation of the
| 4 plan results in maximum savings to the employer in personal services costs within five years
| 5 after the commencement of the plan. A plan that results in savings in personal services costs
| 6 in any amount that is in excess of all costs to the employer qualifies under this section. The

7 designation may include only representatives from job classifications whose inclusion
21 8 contributes to the overall cost savings.
o9 (c) A member is eligible to participate in the retirement incentive program only if the
| D member is vested, is employed in a position in a designated organizational unit, and will be
| 11 qualified to retire under AS 14.25.110 or AS 39.35.370 after receipt of the retirement
I 12 incentive. To participate, a member shall apply on a form provided by the administrator.
0 i3 (d) A participating employer shall prepare and file the retirement incentive plan with
11 the administrator. For state employees other than university employees, the administrator may
' approve a designated organizational unit only if the office of management and budget certifies
I 16 that the unit’s participation in the plan meets the requirements of (b) ofthis section. The

| 17 administrator shall approve the plan if it meets the requirements of this section. The plan must

18 (1) identify organizational units and employees eligible to participate in the
19  program;
j 20 (2) include a reimbursement agreement that
| 21 (A) requires the employer, for each employee who is retired under the
I 22 plan, to reimburse the system within three years after the end of the fiscal year in
| B which the employee is appointed to retirement in an amount equal to
| 24 () the actuarial equivalent of the difference between the benefits
j o) the participant receives after the addition of the retirement incentive under this
| 26 section and the amount the participant would have received without the
1 27 incentive, less the total of the amount the participant has paid on the
| 28 indebtedness determined under (e) or (f) of this section and the amount paid
I 20 under (i) of this section, if any; and
I 30 (i) an appropriate share of the administrative costs of the
13 program; and

SB 1 -2-
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(B) provides that contributions from the employer under this section

take priority over other obligations of die employer to the maximum extent permitted

by law.

(e) A member of the teachers’ retirement system who participates in the retirement
incendve program is indebted to the system. The amount of indebtedness is equal to 25.95
percent of the member’s actual compensation for the school year, or the calculated school year
compensadon for a member who works less than the entire school year, for the school year
in which the member terminates employment to participate in the program. An outstanding
indebtedness at the time a participant is appointed to retirement will require an actuarial
adjustment to the benefits payable.

(0 A member of the public employees’ retirement system who participates in the
retirement incentive program is indebted to the system. The amount of indebtedness is equal
to 22-1/2 percent for a peace officer or fire fighter, and 20-1/4 percent for other members, of
the member’s actual annual compensadon, or the calculated annual compensation for a
member who works fewer than 12 months; for the year in which the member terminates
employment to participate in the program. An outstanding indebtedness at the time a
participant is appointed to retirement will require an actuarial adjustment to the benefits
payable.

(9) A participant in the retirement incentive program receives a credit of three years.
The three years must be applied in the folicwing order until exhausted:

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

(2) to meet the age required for early retirement under AS 14.25.110 or
AS 39.35.370, as appropriate;

(3) to reduce the actuarial adjustment required for early retirement under
AS 14.25.110 or AS 39.35.370, as appropriate;

(4) as years of credited seivice for calculating retirement benefits.

(h) Except as provided in sec. 7 of this Act, in the determination of whether a member

will qualify to retire under this section, credited service may include only,

) for members of the teachers' retirement system, service credit for

employment rendered to an employer, territorial service under AS 14.25.105, outside service

3 SB1
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and military service under AS 14.25.060, and Alaska BIA sen/ice under AS 14.25.107,

)] for members of the public employees’ retirement system, service credit for

employment rendered to an employer.

() In order to establish eligibility for participation under (b) of this section, and in

addition to the employee indebtedness under (e) or (f) of this section, an employee may elect
to assume a portion of the employer liability calculated under (d) of this section. An
outstanding indebtedness at the time the employee is appointed to retirement will require an
actuarial adjustment to the employee’s benefits.

* Sec. 3. AUTHORIZATION FOR STATE EMPLOYEE RETIREMENT INCENTIVE,
(@) A state agency is authorized to adopt a retirement incentive plan for its employees. A
plan adopted under this section must permit a designated employee to apply to the retirement
incentive program under sec. 2 of this Act only from July 31, 1993, through no later than
October 31, 1993.

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

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

(1) has been continuously employed by the state since November 1, 1992;

(2) is a permanent seasonal employee continuously employed by the state in
the permanent seasonal position during all of the time since November 1, 1992, in which the
position normally was filled;

(3) has a job sharing agreement with a state agency in which two or more
employees share a single position identified by a single position control number and in which
the employee choosing to participate was continuously employed by the agency during all of
the time since November 1, 1992, in which the employee normally worked under the job
sharing agreement; or

(4) meets a combination of the requirements of this subsection.

(d) Under a plan adopted under this section, the administrator may not accept the
application of an employee unless the employee will be appointed to retirement on or before
July 1, 1994.

(e) In this section, "state agency” does not include the University of Alaska or an

B 1 -4-
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entity covered by sec. 4 of this Act.

* Sec. 4. AUTHORIZATION FOR RETIREMENT INCENTIVE FOR OTHER
EMPLOYEES IN THE PUBLIC EMPLOYEES’ RETIREMENT SYSTEM, (a) The
governing body cf a political subdivision of the stare or a public organization that has elected
to participate in the public employees’ redrement system under AS 39.35.550 - 39.35.650 is
authorized to adopt a retirement incentive plan for its employees under sec. 2 of this Act. A
plan adopted under this section must permit designated employees to apply to the retirement
incentive program under sec. 2 of this Act only from December 31, 1993, through no later
than June 30, 1994.

(b) Under a plan adopted under this section, the administrator may not accept the
application of an employee unless the employee will be appointed to retirement on or before
February 1, 1995. The employer may set an earlier date by which employees of the employer
must be apoointed :0 retirement in order to participate.

*Sec. 5. AUTHORIZATION FOR RETIREMENT INCENTIVE FOR EMPLOYEES OF
THE UNIVERSITY OF ALASKA, (a) The Board of Regents of the University of Alaska
is authorized to adopt a retirement incentive plan for its employees. A plan adopted under this
section must permit designated employees to apply to the retirement incentive program under
sec. 2 of this Act only from June 30, 1993, through no later than December 31, 1993.

(b) Under a plan adopted under this section, the administrator may not accept the
application of an employee unless the employee will be appointed to retirement on or before
August 1, 1994. The Board of Regents may set an earlier date by which employees of the
university must be appointed to retirement in order to participate.

(c) Notwithstanding the exclusion of members of the optional university retirement
program from participation in the teachers’ retirement system under AS 14.25.040(a),
14.25.220(40), and AS 14.40, cr in the public employees’ retirement system under AS 14.40,
AS 39.35.120, and 39.35.680(21), a participant in the optional university retirement program
who is vested in one of those retirement systems may participate in the retirement incentive
program if the individual meets the other qualifications of this Act.

* Sec. 6. AUTHORIZATION FOR RETIREMENT INCENTIVE FOR OTHER
EMPLOYEES IN THE TEACHERS’ RETIREMENT SYSTEM, (a) An employer under the

teachers’ retirement system who is not otherwise covered by secs. 3 or 5 of this Act is
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authorized to adopt a retirement incentive plan for its employees under sec. 2 of this Act. A
plan adopted under this section must permit designated employees to apply to the retirement
incentive program under sec. 2 of this Act only from June 30, 1993, through no later than

December 31, 1993.

(b) Under a plan ad”- ed under this section, the administrator may not accept the

application of an employee ui less the employee will be appointed to retirement on or before
August 1, 1994. The employer may set an earlier date by which employees of the employer
must be appointed to retirement in order to participate.

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

* Sec. 8. PROVISION AND AUTHORIZATION FOR ADMINISTRATIVE DIRECTOR
OF COURT, (a) The chief justice of the state supreme court may adopt a retirement
incentive plan for an administrative director of the Alaska Court System who is a member of
the judicial retirement system under AS 22.25.012 if participation in the plan will result in
savings to the court system in personal services costs within five years after the
commencement of the plan. The administrative director may participate only if the
administrative director is vested in the judicial retirement system and will be qualified to retire
under AS 22.25.010 after receipt of the retirement incentive. To participate, the administrative
director shall apply on a form provided by the administrator of the public employees’
retirement system.

(D) The court system shall include in the retirement incentive plan a reimbursement
agreement that requires the court system, for each administrative director of the Alaska Court

System who is retired under the plan, to reimburse the judicial retirement system wiiitin tltree
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years after the end of the fiscal year in which the administrative director is appointed to
retirement in an amount equal to

(1) the actuarial equivalent of the difference between the benefits the
administrative director receives after the addition of the retirement incentive under this section
and the amount the participant would have received without the incentive, less the total of the
amount the participant has paid on the indebtedness determined under (d) of this section and
the amount paid under (f) of this section, if any; and

(2) an appropriate share of the administrative costs of the program.

() A retirement incentive plan adopted under this section must provide that
contributions from the court system under (b) of this section take priority over other
obligations of the court system to the maximum extent permitted by law.

(d) An administrative director of the Alaska Court System who participates in the
retirement incentive program is indebted to the system. The amount of indebtedness is equal !
to 21 percent of the director’s actual annual compensation, or the calculated annual
compensation for a member who works fewer than 12 months, for the year in which che
director terminates employment to participate in the program. An outstanding indebtedness
at the time the administrative director is appointed to retirement will require an actuarial
adjustment to the benefits payable.

(e) Notwithstanding sec. 2(g) of this Act, an administrative director of the Alaska
Court System who participa.es in the retirement incentive program receives a credit of three
years which may only be used to meet the age requirements for normal or early retirement
under AS 22.25.010(d).

(f) Iri crder to establish eligibility for participation under (a) of this section, and in
addition to the employee indebtedness under (d) of this section, an administrative director may
elect to assume a portion of the employer liability calculated under (b) of this section. An
outstanding indebtedness at the time the employee is appointed to retirement will require an
actuarial adjustment to the employee’s benefits.

(g) The chief justice of the Alaska Court System is authorized to adopt a retirement
incentive plan for the administrative doctor of the court system. A plan adopted under this
subsection must permit an administrative director ro apply to the retirement incentive program

only from December 31, 1993, through June 30, 1994. The administrator of the public
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employees’ retirement system may not accept the application of the administrative director of

2 the Alaska Court System unless the administrative director will be appointed to redrement on
3 or before Febmary 1, 1995.

4 * Sec. 9. RECOVERY OF EMPLOYER DELINQUENCIES. To recover a delinquency
5 owed by an employer other than the state under an agreement entered under sec. 2(d)(2) of
6 this Act, the Department of Administration may

7 (1) bring an action against the employer, or

8 (2) direct that the amount of the delinquency or a lesser amount be withheld
9 from any money payable to the employer by a state department or agency and that the amount
10  withheld be credited to the delinquency.

11 * Sec. 100 REEMPLOYMENT INDEBTEDNESS, (a) If a participant in the retirement
12 incentive program is reemployed after appointment to retirement under the program as a
13 member of the public employees’ retirement system under AS 39.35, the teachers’ retirement
14 system under AS 14.25, or the judicial retirement system under AS 22.25, the participant loses
15 the incentive credit received under sec. 2(g) or sec. 8(e) of this Act and is indebted to the
16 svsrem. The amount of the indebtedness is equal to 110 percent of the amount the participant
17 received as a result of participation in the program to which the participant was not otherwise
18 entitled, including the cost of health insurance. The participant is entitled to a credit to be
19 applied against the reemployment indebtedness in the amount the participant has paid under
20 sec. 2(e), (f), and (i) or sec. 8(d) and (f) of this Act. Interest accrues on the indebtedness at
21 the rate established by regulation from the date of reemployment until the member is
.. appointed to retirement and accepts an actuarial adjustment to the member’s future benefits
23 or until the amount is paid in full.

24 (b) Except a provided in this subsection, for three years after the date on which an
25 employee who participated in the program retired, the participant may not be employed by or
26 enter into a contract for personal services with a state department or agency. This subsection
27  does not prohibit

28 (1) the University of Alaska, during the three years immediately following the
29 employee’s retirement, from entering into a personal services contract for the performance of
30 teaching or research duties with an employee who has participated in the program; or

31 (2) a participant in the program from accepting employment with the
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legislature during the legislative session if the employment is on an hourly basis and if the

employment does not entitle the employee to receive retirement, health, or leave benefits.

(c) Notwithstanding the prohibition in (b) of this section, an employer may enter into

a personal services contract with an employee who has participated in the program if the
employer establishes to the satisfaction of the Board of Regents for the University of Alaska
or the commissioner of administration for all other employers that the employer has a
compelling reason to do so because of die employee’s specialized or extensive experience that
relates to a particular program or project of the employer.

* Sec. 11. OFFICE OF MANAGEMENT AND BUDGET, (a) When designating an
organizational unit for participation in the retirement incentive program, the executive head
of a state agency shall describe in detail the expected effect of the program on the agency’s
peisonal services cost and operation. This report shall be filed with the office of management
and budget. For each employee who will receive credit for employment under sec. 7 of this
Act. the agency head shall establish to the satisfaction of the office that the proposed
participation contributes to the overall agency cost savings. The agency shall report as
required by the office of management and budget on the cost of each member’s participation
and the effect on the agency’s personal services cost and operation.

(b) The office of management and budget shall develop and implement a method to
document in the governor’s annual budget request the net reduction in personal services costs
for each agency that adopts a retirement incentive plan.

(c) The office of management and budget shall submit to the legislature annual repons
on the retirement incentive program beginning on January 15, 1995, and continuing through
January 15, 1997, and shall submit a final report on January 15, 1998. Each report must
provide the information necessary for the legislature to evaluate the effectiveness of the
program in achieving its objectives. The report must include information on the designated
organizational units under the retirement incentive plans including die cost of the retirement
incentive program per participant, the cost to the state, the cost to the employee, die annual
budgeted amount by agency for the retirement incentive, and the projected or actual net
savings over the five-year period.

* Sec. 122 PROGRAM CHANGES. An employee does not have a vested or contractual

right to a benefit under this Act until an agreement is executed with the administrator that
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permits the benefits to be offered to an organizational unit of which the employee is a
member. The legislature reserves the right to change any aspect of the incentive program as
it relates to members of organizational units for which participation agreements are executed
by the administrator after the effective date of the changes.

* Sec. 13. DEFINITIONS. The definitions set out in AS 14.25.220 apply to secs. 2 - 13
of this Act for members of the teachers’ retirement system. The definitions set out in
AS 39.35.680 apply to secs. 2 - 13 of this Act for members of the public employees’
retirement system.

* Sec. 14. Sections 2 - 8 of this Act are repealed July 1, 1995.

* Sec. 15. This Act takes effect immediately under AS 01.10.070(c).

SB | -10-
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ALASKA ASSCCIATION OF ELEVENTARY SCHOOL PRINCIPALS
ALASKA ASSCCIATION OF SECONDARY SCHOOL PRINCIPALS
ALASKA ASSOCIATION OF SCHOOL ADMINISTRATORS

» ALASKA COUNCIL OF SCHOOL ADMINISTRATORS «

1101 (907) 586-9702 FAX (907) 586-5879

Position Paper

. Senate Bl A
"An Act relating to retirement incentive programs"

The Alaska Council of School Administrators is in support of Senate Bl
No. 1 "Relating to retirement incentive programs for the public

employees'.

We are concerned that any adjustment to the retirement sYstem does not
weaken the financial structure of the fund. We, value the long term
commitment the fund must carry for those retiring under the “TRS system.
As this legislation s proposed, “this concern Is addressed.

Because of the amount of the local contribution required by the school
district, we. Dbelieve this retirement incentive program mustbe offered as
a local option. As this legislation is proposed, thiS concern is addressed.

We also helieve that any retirement incentive  program be onanas need
basis rather that becoming a.part of statute.By the absence of any such
language, our concerns In this area are addréssed as well

Because of the continued concerns for bydget reductions, the state's long
term revenue outlook, and the success of previous Incentive programs, We
feel the implementation of a refirement incentive grogr,am would again
roved the ‘necessar s_t|mu|u? for those eligible t0 rétire under this
rogram to do so, and in the long term, produce a significant saving to the
tate and local school district.



Office of the Governor
Office of Management and Budget
February 1,1993

Position Paper

R etirem entlncentive Program Legislation

(SB 1, SB 10, HB 36, HB 42, HB 57)

Several bills have been introduced in the Legislature which would establish another
retirement incentive program (REP) for Alaska state and local government employees.
These bills are: SB 1, SB 10, HB 36, HB 42, and HB 57.

The Hickel Administration does not support any of these retirement incentive bills
under current circumstances. A similar retirement incentive bill, SB 337, was passed
during the 1992 legislative session, and was vetoed by Governor Hickel. The chief
reason cited in the Governor's veto message was that the bill would have made the
retirement incentive program a permanent feature of the PERS and TRS systems.

This ""permanent RIP" provision was the most serious flaw in SB 337 and in itself was
sufficient to justify veto of the bill; however, members of the Administration had other
concerns about the legislation which have been evaluated in detail since that time.
These concerns are serious enough to prevent the Administration from supporting tire
current RIP bills, even though the "permanent RIP" provision is not included in any of
the current bills.

The most important of these concerns are:

1. A third retirement incentive program is unlikely to be cost-effective unless large
numbers of layoffs are necessary and most positions are eliminated;

2. Regularly repeated retirement incentive programs — such as one every three or
four years — undermine the fundamental purpose of these programs by encour-
aging employees to delay, rather than accelerate, their retirements in order to
take advantage of the next likely incentive program; and,

3. The state should not be encouraging its most experienced, knowledgeable
employees to leave state service unless severe fiscal conditions allow no other
a’ternative. The primary purpose of the state's already generous retirement
system is to retain experienced employees. In the 1989 RIP, 23 percent of the
participants were under age 50, and several retired at age 40.



Cost-Effectiveness of a Third RIP

Tire Administration's position is that another retirement incentive program is unlikely
to save the state money unless large numbers of layoffs are required, and most of the
positions are eliminated. The vast majority of retirement incentive programs which
have been offered by governments and corporations across the country were estab-
lished because large layoffs were imminent, and the incentive programs offered a
means to reduce the number of layoffs necessary.

In contrast, the most recent RIP offered by the State of Alaska was not established
because large layoffs were anticipated. In fact, only three of the 753 state positions
affected by the program were expected to be eliminated. Nevertheless, the program
was supposed to result in savings to the state by filling the vacated positions with
employees at lower salaries. In 1990, the Office of Management and Budget (OMB)
projected that the 1989 RIP would result in net savings to the state of over $6 million.

However, this projection did not account for the fact that many of the participants in the
RIP would have retired in the near future even if the program had not been available.
This issue has been acknowledged by OMB, the Division of Legislative Audit, and
others in the past, with a general consensus that the savings estimates were inflated
somewhat by omitting the effect of normal retirements. However, the magnitude of this
savings inflation was not recognized until OMB recently began quantifying the effect of
normal retirements on the projected RIP savings.

The details of these calculations will be included in a separate report to the legislature,
but the end result is that when historical retirement rates are incorporated into the
estimates of RIP savings, the total savings for the program during the 3-5 year
measurement period drop from over $6 million to less than zero.

The primary reason for this dramatic difference is that because only three of 753 posi-
tions were expected to be eliminated, the net savings from the RIP were small — aver-
aging about $8,000 per participant — compared to the cost of the RIP to the state to fund
the additional retirement benefits — which averaged about $23,000 per employee.
According to the state's actuarial data, about 48 percent of the RIP participants would
have been expected to retire normally without the RIP. When the relatively small
savings per employee are adjusted to reflect these normal retirement statistics, the
overall savings originally projected for the program during the measurement period are
eliminated.

Advocates for another retirement incentive program may point out that some potential
savings under the RIP were not calculated in the original savings estimates. This is true,
but these factors are relatively minor in comparison and do not change the basic con-
clusion supported by OMB's most recent analysis: that successful retirement incentive
programs are successful because most, if not all, of the affected positions are eliminated,



and that a RIP which relies primarily on filling positions at lower salaries is likely to be
marginal at best and may well result in a net cost to the employer.

Repeating the Retirement Incentive Program Over and Over

Retirement incentive programs were offered by the state and many local governments
and school districts in 1986 and 1989, and would have been available again in 1992 if the
Governor had not vetoed SB 337. The Administration’s position is that retirement
incentive programs simply cannot be effective if they are repeated on a regular basis.
According to a national retirement-consulting firm, very few, if any governments or
corporations have offered retirement incentive programs three times in only nine or ten
years.

The basic purpose of these programs is to encourage employees to retire earlier than
they otherwise would. Yetif employees believe that another RIP may be offered in two
or three years, they have a strong incentive to delay their retirements to take advantage
of the financial benefits of the next RIP. This effect is difficult to quantify, but itis clear
that at some point regularly repeated RIPs simply become an enhancement of an
already generous retirement system, with little or no savings to the employer.

Loss of Experienced Employees

The main purpose of the state's retirement system is to encourage experienced, knowl-
edgeable state employees to remain in state service, thereby reducing the costs and loss
of productivity associated with rapid turnover in the state work force. Retirement
incentive programs are designed to increase turnover and reduce the number of long-
term employees. Some advocates of these programs believe that they mainly eliminate
the ""dead wood" of less productive employees; others opposed to the programs feel
they result in a ""brain drain’ of good employees that leaves agencies less productive.

As noted above, 23 percent of the participants in the 1989 RIP were under age 50, and
several retired at age 40. The Administration’s view is that the state is not well-served
by encouraging experienced, capable employees to leave state service early, and that a
program which has this effect should only be implemented if the need for large layoffs
leaves no other alternative.
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Hickel still
early retire

The Associated Press

JUNEAU - Public- em-
ployees hoping to retire ear-
ly in the coming year may
not get their wish. The Hick-
el administration plans to
oppose any early-retirement
legislation.

So far three bills have
been filed to create a retire-
ment-incentive program for
state employees, teachers
and many municipal work-
ers.

But Gov. Wally Hickel op-
poses thorn, spokesman John
Manly said.

The aide who helped per-
suade Hickel to veto a simi-
lar bill last year has not
changed his mind. Budget
director Shelby Stastny said
the proposals do not make
any fiscal sense.

Jim Duncan, D-Juneau
and Senate minority leader,
has filed an updated version
of the bill that Hickel ve-
toed. He said he hopes to
overcome the opposition.

“We're still pushing real
hard for It," he said. “It's a
management tool that
should be available.”

Duncan and other sup-
porters say early retirement
programs save government
agencies money by replacing
higher-paid, veteran work-
ers with lower-paid rookies.
They also say the programs
prevent layoffs by shrinking
the work force.

Opponents say the pro-
grams save little money be-
cause most early retirees
plan to leave soon anyway.
They also say the programs
create a brain drain by en-

News anticZe
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~ N.as_
opposes
ment plans

couruging knowledgeable
and experienced workers to
leave.

Both sides have cited au-
dits examining past pro-
grams, based on bills Dun-
can sponsored that passed in
1936 and 1989, Duncan said
the audits show government
agencies saved about 596
million. Stastny said re-
search shows bureaucrats
found other ways to spend
that money, so little was
really saved.

Duncan’s Senate Bill 1 al-
lows government workers to
retire three years earlier-
than under normal rules.'
Workers and employersl
would make extra payments”
into their pension program
to make up for the lost_
paycheck deductions and”
employer contributions. *

Workers would have tos
retire between next July 1+
and Feb. 1, 1995. F

Duncan's new bill deletes*:
a provision that would give '
the state administration the-1
power to initiate a new ear-c
ly retirement program when-
ever it is deemed justified.
Hickel cited that provision
as his reason for vetoing last
year's bill.
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I.I: AUDIT DIVISION
23 PO. BOX W

JUNEAU. ALASKA 99811-3300
THE LEGISLATURE

BUDGET AND AUDIT COMMITTEE ,

February 8, 1989

Members of the Legislative Budget
and Audit Committee:

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

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

May 16, 1986 - October 1, 1987

Audit Control Number
02-1327-89-S

As stated in the Report Objectives, Scope, and Methodology
Section, the Audit primarily involved determining the
estimated cost savings to the State of Alaska as a result of
state employees enrolled in the Public Employees' Retirement
System and participating in the Retirement Incentive Program
as enacted by Chapter 26, SLA 1986. This audit was <con-
ducted in accordance with generally accepted governmental

performance auditing standards.

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

In accordance with the provisions of Title 24 of the Alaska

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

follow s:

Objectives

Chapter 26, SLA 1986 <created a retirement incentive program
for members of the Public Employees' Retirement System and
Teachers' Retirement System. The stated purpose of this

legislation, effective May 16, 1986 was:

Since it is necessary for state agencies and may
be necessary for other employers who participate
in the state retirement 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 credits and
to result in a net reduction in personal services
costs to the state or other employer during a
period of declining revenue.

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

1TATC 0~ ALASKA -1- DIVISION OF LCGItIATIVC AUOIT



Limitations

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 iif 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.
I'n 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.

STATCOr ALASKA -3- oivhion o« lcgijlativi tuoir



ORGANIZATION 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 O ffice of the Governor, O ffice 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 wunit. 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 wunits of the greatest or Jleast

detail.

3. Certification of Savings - Agencies were required to
forward evidence of cost savings to OMB based on the
job classifications and organizational wunits 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. W ithin
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 organitd. Il.r.al

could not be designated unless a ll those who met basic
requirements and wanted to participate were included in the

calculation of savings.

»T*TC Of -5- Division OF LCG 111 *TIVC AUDIT



AUDITOR™S CONCLUSIONS

Comparing Che salaries of employees participating in the
Retirement Incentive Program (RIP) with the salaries of
replacement employees and positions remaining vacant shows
the State benefited in a reduction of personal service
costs. Taking into consideration the employer's cost to

credit the retired employees with three years of service
produces an estimated net savings of $14,449,000 over three
years. (See Schedule of RIP Cost Savings/(Loss) on page 9

of this report.)

Except for the Department of Corrections and the Department
of Community and Regional Affairs, a Il 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 calculationswere 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 erploye.es retired from and
currently occupied by an employee resulted in lower annual
salaries for all agencies, except for the O ffice of the
Governor. Current salaries in the Governor's O ffice were
greater by $1,000 in those positions where employees
retired. We believe this wvariance 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.
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RETIREMENT INCENTIVE PROGRAM

STATUS REPORT

February 27, 1989

Eligible

Employer By Age/Svc
Governor's O ffice 30
Administration 229
Law 41
Revenue 55
Education - PERS 72
Education - TRS 38
Health & Social Svc. 335
Labor 147
Commerce 88
M ilitary Affairs 29
Natural Resources 160
Fish & Game 160
Public Safety 193
Environmental Cons*', 36
Corrections 154
Comm. & Regional Aff. 21
Transportation 854
Ombudsman 1«
Legislative Affars 53
Legislative Finance 2
Legislative Audit 5
Court System 98
Total State PERS 2762
Total State TRS 38
University of Ak - PERS 325
University of Ak - TRS 372
Geophysical Inst - PERS 27
Geophysical Inst - TRS 38
Total University - PERS 352
Total University - TRS 410
Total Poly - Subs PERS 2661
Total Schl Dists TRS 1773
Grand Total PERS 5775
Grand Total TRS 2221
Overall Total 7996

Designated
By Empl.

174
18
29
71
36

304

138
55

139
143
182

34
139

18
809

20

2287
36

319
349
27
35

346
384

1272

1668

3905
2088

5993

Retired

101
1
23
28
19

150
54
23

65
78
101
12
38

355

13

o w o

1075
19

107
95

114
103

412

603



EMPLOYER

S.E. Resource

center

Unalas
School

Copper
School

Galena
School

Peters
Public

Yukon
School

Alaska
School

3risto
School

Kodiak
School

ka City
District

River
District

City
District

burg
Schools

Koyukuk
District

Gateway
District

| Bay
District

Island
District

Delta/Greeiy

School

Yukon
School

District

Fiats
District

L. Kuskokwim

School

Norm
School

Dilling

D'-trict

Slope
District

ham

City Schools

Craig
School

City
District

DIVISION OF RETIREMENT AND BENEFITS
INCENTIVE PROGRAM

RETIREMENT

SUMMARY RESULTS OF POLITICAL SUBDIVISION

NUMBER
RETIRED

17

31

28

| PCS.
|[REFILLED
1

1

1

1

1 0
1

| 1
1

1 10
1

1 1
1

1 2
i

1 4
1

1 4
1

| 1
1

1 16
1

1 2
1

1 4
|

1 26
1

1 23
1

1 2

COST OF
POSITIONS
FOR 5 YRS
($1000 's)

800.6

322.5

2,854 .7

264 .6

437.5

2,006.5

1,055.5

273.8

4,487.7

700.9

Not
Provided

7,530.6

7,643.0

1,231.7

277.2

March 14, 1969

COST TO RE-
FILL POS.
(over 5 yrs
(51000's)

0.0

165.8

1,904.9

198 .0

333.5

1,414 .4

745 .0

186 .7

3,380.0

644 .0

Not

Provided

4,637.6

5,600.5

180.0

210 .1

(RIP)

SURVEY

RIP COST SAVINGS c:
(COST)

FOR 5 YRS

($1000's) ($1000°s)

33.0 717.C
34 .1 122 .£
279 .3 670.5
60.0 6.£
55.1 4j . £
177.0 414 £
180.8 129 .7
50.3 36.S
579.9 527 .8
96.4 (- 39.6)
Not

123.5 Provided

677.2 2,220.8
"27.0 1,315.5
277 .8 77 3.9

21.8 45.2



EMPLOYER

Wrangell
Public School

Valdez
City Schools

Adak Region
School Diszricz

Fairbanks
School Diszricz

Haines
School Diszricz

Cordova
Public Schools

Juneau
School Diszricz

Lake ana Penin.
School Diszricz

Kenai Pen.
School Diszricz

Souzhwesz
Regional School

Anchorage
School Diszricz

Nenana Cizy
School Diszricz

Norznwesz Arcz
Eor Sch Disz

RETIREMENT INCENTIVE PROGRAM (R17?)
SUMMARY RESULTS OF POLITICAL SUBDIVISION SURVEY

PAGE 2 )
NUMBER | POS. | COST OF |C0OST TO RE- RI? COST
RETIRED |REFILLED| POSITIONS | FILL POS.
1 {FOR 5 YRS j(over 5 yrs
1 1(S1000"'s) | (51000°'s) (s1000's)
t !
1 1
2 2 455. 5 | 330.5 43 .
1 {
o1 3| 2,519 .1 | 604.4 284 .
1 1
31 3 817. 1| 611.6 111.
1 |
71 { 17,993.0 | 13592 .1 1,326.
1 1
5 { { 1,529.6 384.8 131.
1 1
1 1 31 185.3 112.4 19.
1 1
42 40 3,750.0 1,449.0 1,010.6
1 |
2 2 675 .0 600.0 53.
1 1
67 1 67 | 16,285.6 11,757.7 1,585
1 1
4 4 656 .5 i 527.7 91.
I 1
373 1 368 | 81,249 .1 59,225.1 8,580.
| 1
7 7 1 1,611.1 1,209.2 173.
1 1
31 1 30 [ 5,552 .6 4,046.3 763.

SAVINGS or
(COST)
FOR 5 YRS
(51000's)

Si.:
1, 630 .:
94 . 1
2,579 .1
1,013 .5
53.5
1,290 .4
21.4
2,931.6
47.8
13,473.2
228 .2

753 .0



EMPLOYER

City Of
Skagvay

City of
Wrangell

City of
Palmer

City of
Soldotna

City of
Ketchikan

Kenajt. Penrnsuia
Borough

City/ Sorougn

Juneau

City of

Valdez

Universicy 1
PERS 1

University 1
TRS 1

NUMBER
RETIRED

11

14

13

103

RETIREMENT
SUMMARY RESULTS OF POLITICAL

| POS.

INCENTIVE PROGRAM

PAGE 3

COST OF

| REFILLED POSITIONS

FOR 5 YRS

($1000"s)

18.8

220.0

1,024.1

482.8

4,093.0

3,234.0

3,574.1

2,676.3

26,052.11

39,972.6]|

1

1

(RI
SUBDIVISIO

COST TO RE-

POS.
5 yr

FILL
(over

(51000°s)

Not
Provided

0.

715

212.

2,358.

2,270.

2,134

1,241.

15,308.

22,792.

?)
N SURVEY

RI1? COST
s

(510001s)

Net

Provided
0 33.5
.3 101.0
7 47.8
6 519.5
4 324 .2
.8 298.9
1 239.6

TOTAL SAVINGS

1 1
0] 2,455.3 |

1 1
71 3,163.3 |

TOTAL SAVINGS

SAVINGS

(COST)
FOR 5 YRS
(510001s)

or

1S6 .5

207 .8

222.3

~1,214.9

639.4

1,140.4

1,145.5

e 4,756.8

8,288 .6

14 ,016 . £

22,305.4



State Early Retirement Programs inFY1992 and FY 1993

Introduction

This report describes 17 state early retirement incentive programs in effect in
1991 and 1992. States have adopted such programs in an effort to cut state
employment levels as painlessly as possible. This introduction describes the mechanics
of such programs. The table of state-by-state descriptions is followed by an assessment
of the effectiveness of such programs in reaching their stated goals.

State retirement plans typically calculate retirees' benefits by a formula that
takes final salary and years of service into account: more years of service and higher
earnings produce higher retirement benefits. Typically, states also require employees
to meet some criteria of age and years of service to be eligible for retirement benefits at
all. Vermont's state employees, for example, are eligible for retirement benefits when
they are 62 years old if they have a minimum of 10 years of credited service;
California's comparable requirements are five years of service and the age of 60.(1)

Early retirement incentives relax some of the usual retirement criteria to allow
employees an earlier retirement than would otherwise be possible, or they offer an
improvement in benefits to induce retirement among people who are already eligible
but who would otherwise postpone their retirement in order to earn higher benefits.
These improved benefits are usually available only for a brief time—three months or

SO.

The 17 plans described below show a wide assortment of possible incentives.
Arizona's plan is the simplest: a5 percent improvement in benefits for people who

retired during the "window" of opportunity.

Connecticut is more typical. The state's regular plan allows state employees to
retire with full benefits at age 65 with 10 years of service. Retirement is possible at an
earlier age, but benefits are proportionately reduced according to the person's age.
Under the early retirement incentive, employees were offered three years of extra credit
that they could apply either to their years of service or their age. It allowed full
benefits at age 50 with 25 years of service. Thus, someone who was 50 and had 22
years of service could use the three-year credit to become eligible for retirement.
Someone who was 65 with more than enough years of service could use the credit to

improve benefits.

Ilinois used another variation—allowmg employees to purchase retirement
credit. For a single payment equal to 50 percent of an employee's average contribution
for the five previous years, employees over the age of 50 could buy five years' worth
of service credit and five years' credit on the age requirement. The early retirement
window allowed anyone aged 50 with three years of service to retire.
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NCSL Survey

In October of 1992 the NCSL Fiscal Affairs Program surveyed 17 states that
implemented early retirement programs in FY 1992 or FY 1993. The purpose of the
survey was to gather information on the nature of the programs, the incentives offered
early retirees, the percentage of employees that participated, the amount of salary
savings to the states, and whether there was a reduction in the size of the state

workforce.

Highlights of the Survey Results

The highlights of the survey include the following:

* Pennsylvania had the greatest number of eligible employees for a retirement
program—14,000.

* Virginia reported the highest participation rate of any of the programs—60
percent.

e Connecticut reported the largest savings in salaries—$120 million.

*  Wyoming was the only state reporting no end date for its early retirement
program.
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States That Enacted Early Retirement
Windows for Public Employees In FY 1992 or FY 1993

Arizona
Period ofeligibility

Benefits

Eligible personnel

Number of employees eligible
Participation

Salary savings

Net employee reduction

California

Period of eligibility

Benefits

Eligible personnel
Number of employees eligible

Participation

Salary savings

Net employee reduction

Special provisions

July 1, 1992, to October 31, 1992

Allowed anyone who retired during the window to receive a 5
percent increase in benefits. The retirees also had their cost of
living allowance (COLA) moved up a year if they chose to retire
during the first 90 days of the program. Together with a 3 peicent
hold-harmless increase for taxes on benefits, the increase could

total as much as 8 percent.
State employees

600

Estimate not available.
Estimate not available.

Estimate not available.

June 8, 1992, to August 6, 1992

Allowed any vested employee aged 50 and over to retire and
receive credit of an additional two years of service. Three state
university systems offered similar benefit program.

State employees and university personnel

Estimate not available.

885 employees from 39 state agencies participated. The California
State University System reported that 1,500 employees took
advantage of its program.

Estimate not available.

The program was aimed primarily at producing lower-salaried
replacements in stale agencies.

Each state agency had to determine whether it would participate in
the program.
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Connecticut
Period of eligibility

Benefits

Ebgible personnel

Number of employees eligible
Participation

Salary savings

Net employee reduction

Delaware
Period of eligibility

Benefits

Eligible personnel

Number of employees eligible
Participation

Salary savings

Net employee reduction

District of Columbia
Date of eligibility

Benefits

Eligible personnel

Number of employees eligible
Participation

Salary savings

Net employee reduction

Special provision

Not available

Allowed eligible employees to add three years either to their age or
to their service in order to have a combination of 50 years of age

and 25 years of service.
State employees
3,000

30 percent

S120 emillion (replacement costs were not figured into the savings).

Estimate not available.

Not available

Eligible employees were those with at least 15 years of service and
50 years ofage. The program added 5 years to the length of
service. Those with 25 years of service could have their first three
months of pension payments doubled up to 100 percent of their
salary. Early retirees also were protected from a reduction in
pension benefits due to early retirement.

State and school district employees

4,800
52 percent
$10 million

Originally projected at 500 state employees.

August 1, 1991, to December 31, 1991

Allowed anyone 50 years of age Vith at least 20 years of service to
retire. Also included was anyone of any age who had 25 years of
service. Retirees received either three months' or six months' pay
in a lump sum payment, depending on their pay grade. The
program also included a penalty of 2 percent of the annuity for each
year a retiree was under age 55.

District employees

3,000
33 percent
$29 million
1,300

The District had to operate under the rules of the U.S. Civil
Service Retirement System.
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Ilirois
Period of eligibility

Benefits

Eligible personnel

Number of employees eligible
Participation

Salary savings

Net employee reduction

lowa

Period of eligibility

Benefits

Eligible personnel
Number of employees eligible

Participation

Salary savings

Net employee reduction

Maine

Period of eligibility

Benefits

Eligible personnel

Number of employees eligible
Participation

Salary savings

Net employee reduction

November 1, 1991, to December 31, 1991

Allowed pay state employee who was at least age 50 to purchase or
make a contribution equal to one-halfof their regular pension
contribution rate for five years. The purchase allowed a service
credit of five years and an age increase of five years.

State employees
14,000

33 percent

$83 million

Estimate not available.

May 15, 1992, to January 15, 1993

Allows anyone at ieasi 59 years old with 20 years of service to
retire. 1f an employee stays on the health and medical program, the
state will continue to pay the employer portion until age 65.

State employees

618

One-third to one-half of eligible employees expect to take
advantage of the program.

S2.8 million in FY 1993; 55.2 million in FY 1994

The state anticipates half the positions to be filled after the
retirements.

July 1, 1991, to June 30, 1992

Allowed employees aged 60 to retire, but offered retirees the
incentive of continuing to work for the state at 80 percent of their
previous salary for up to three years. The retirement system would
not reduce the retirees' b mefits if they continued working; the state
was also exempted from making the employer's pension
contribution and health and life insurance payments.

State employees
<00-500

190 employees
$1.5 million
Not applicable

—NCSL State Legislative Report—5



Massachusetts

Period of eligibility

Benefits

Eligible personnel

Number of employees eligible
Participation

Salary savings

Net employee reduction

Special provision

Michigan

Periods of eligibility

Benefits

Eligible personnel

Number of employees eligible
Participation

Salary savings

Net employee reduction

Minnesota
Periods of eligibility

Benefits

Personnel eligible
Number of employees eligible

Participation

Salary savings

Net employee reduction

May 1, 1992, toJune 30, 1992

Allowed any state employee to be eligible if age 55 with 10 years
of service. Employees were allowed to add five years to their age
or their service or combine both in order to receive greater

benefits. The formula, on average, provided benefits to the retirees
as if they had worked an additional three years.

State employees except higher education and judiciar' employees

13,000
28 percent
Estimate not available.

The target number was 5,000. The legislature enacted a 15 percent
cap on position replacements, and so far the state has refilled 3

percent of the vacated positions.

Program participants capped at 7,000

October 1, 1991, to April 1, 1992; June 1, 1992, to July 15, 1992

Allowed anyone whose age and year of service added up to 70 to
retire. No other incentives or service credit were offered.

State employees

11,000

20 percent to 30 percent
Estimate not available.

Estimate not available.

July 1, 1991, to October 1, 1991; July 1, 1992, to October 1, 1992

Any state employee with 25 years of service and at least 55 years of
age but not 65 was eligible for the early retirement windows

offered in FY 1992 and FY 1993. School teachers were not
eligible for the program in 1991 but had the option of applying in
1992. The programs were identical in both years. The incentive
offered the early retirees was that the state would extend their
employee health and dental insurance coverage until age 65.

State employees, local government and school district employees
1,100 (state employees only)

24 percent in FY 1992; 16 percent in FY 1993 (state employees
only)

Estimate not available.

Estimate not available.
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New Jersey
Period of eligibility

Benefits

Eligible personnel

Number of employees eligible
Participation

Salary savings

Net employee reduction

New York
Period of eligibility
Benefits

Eligible personnel

Number of employees eligible
Participation
Salary savings

Net employee reduction

Pennsylvania
Period of eligibility

Benefits

Eligible personnel

Number of employees eligible
Participation

Salary savings

Net employee reduction

April 1, 1991, to September 1, 1991

The state offered two types of early retirement programs. One
program allowed anyone 60 years of age with 20 to 24 years of
service to retire. The incentive was that the employer would
continue to extend medical insurance coverage until age 65. The
second program allowed employees at least 50 years o f age with 25
years of credit to retire. The incentive offered the second group
was an additional five years of service credit.

State employees
5,600

52 percent
$119 million

Target number was 2,200. Tire number of employees that took
early retirement represents 3.8 percent of the state workforce. The
governor's office has estimated that only 34 positions have been
refilled.

June 10, 1991, to July 10, 1991; August 1, 1991, to August 30, 1991

Not available

Employees of school districts, state-operated universities and
contract universities, and the state education department. All
eligible employees were members of the Teachers Retirement

System.

Estimate not available.

Estimate not available.

Local governments expect to save $115 million.

Estimate not available.

February 1, 1991, to December 31, 1991

Allowed anyone at least 55 years old with no less than 10 years of
service with the state to retire. The incentive was a 10 percent

addition to the length of service.
State employees

16,404

40 percent

$41 million

The intent was to reduce the number of state employees. There
was a 70 percent replacement rate for the vacated positions when a
50 percent replacement rate was originally calculated.

—NCSL Slate Legislative Report—7



Virginia
Period of eligibility

Benefits

Eligible personnel

Number of employees eligible
Participation

Salary savings

Net employee reduction

Washington
Period of eligibility

Benefits

Eligible personnel

Number of employees eligible
Participation

Salary savings

Net employee reduction

Special provision

July 1, 1991, to September 1, 1991

Allowed anyone at least 50 with 25 years of service to retire. The
program offered qualified employees five years of service credit,
no retirement benefit penalty for early retirement, and $100 per
month in Social Security supplemental payments until age 65.

State employees
5,300

60.3 percent
$14.0 million
2,000

June 15, 1992, to August 31, 1992

Allowed employees to retire with full benefits after 25 years of
service compared to the regular 30 years. Employees could retire
at age 55 with at least five years of service instead of 60 years and
five years of service. Also, employees could retire at age 50 with
20 years of service, compared to the normal requirement of at least
55 years of age and 25 years of service. All of the temporary
changes were made with the guarantee that the retiree would not
have an actuarial reduction or reduction in pension benefits. Under
normal circumstances employees would be penalized if they retired
before reaching the regular retirement age or years of service.

State employees and school teachers
3,960 teachers and 4,600 state employees
21 percent

$17.5 million

One purpose of the program was to replace K-12 teachers at a
lower level of pay. Another aspect was that state agency budgets
had already been cut and the program offered a way to reduce the
number of full-time personnel.

Prohibited any rchiring of the early retirees.
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Wyoming

Period of eligibility

Benefits

Eligible personnel

Number of employees eligible
Participation
Salary savings

Net employee reduction

Began July 1, 1992, and has no end date.

Employees needed a combined age and years of service total of 85
to qualify- Anyone retiring before the age of 60 would have no
reduction in their retirement benefits.

All public employees in the state that belong to the Wyoming
Retirement System.

488
25 percent expected
Estimate not available.

No target number.
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State Experience with Early Retirement Programs in the 1980s

As the 1992 NCSL survey of state early retirement incentive plans shows, state
governments continue to use them to save personnel costs and reduce the number of
state employees. ldeally, savings and workforce reductions occur together as eligible
employees volunteer for retirement. An additional bonus is that promotional
opportunities can open up for other employees, even if not all vacated positions axe to
be refilled. Cost savings, a cut in the public payroll, improved morale as a result of

promotions—what could be better?

Is it too good to be true? Do early retirement incentives live up to expectations,
or do they simply shuffle employees and shift costs from current payrolls to retirement

funds?

State experience over die past decade indicates that early retirement incentive
plans can meet expectations, IF the expectations are moderate, and IF the plans include
controls on replacement hiring and funding to cover the growth in retirement systems' |
costs. It can be hard to tell if expectations are met because savings can be hard to
track. For example, if savings from the budget of an agency that does not replace
retirees are used to hire new staff in an overworked agency, does that count as a

saving?

The most comprehensive source of information on these issues is a report the
Texas Pension Review Board compiled in 1988 on 24 early retirement programs that
were in effect between 1984 and 1988. The board asked pension system administrators

to evaluate the success of the programs and concluded:

Many states felt that an early retirement incentive program was useful in
meeting the initial stated goals of reducing work force, avoiding layoffs, and
providing payroll savings. At the same time, most states indicated
disappointment in the long-term reduction of employees and costs. It appears
that in some cases the costs were considerably more than the savings, with the
costs of the incentives wiping out any financial gains. States which showed
some cost savings were those whose enabling legislation either placed
restrictions on the number of rchires or included provisions for the cost of the
program to be borne by the employer with cost savings certified prior to
implementation of the retirement incentive program.(2)

In 1991 the National Asso« .'ation of State Budget Officers produced a study that
confirms the Texas Pension REVIEW Board's cautious assessment of the success of early
retirement programs. On the basis of 25 states' experience from 1985 to 1990, the

report concluded

A key clement of a successful early retirement plan was to maintain position
vacancies for an extended time period, such as three to five years.... If
positions were refilled within a couple of yean, states that pay retiree health
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benefits might see their health benefit costs surge as the state pays benefits for
both current and retired employees. Successful plans, in a budgetary sense,
require discipline on the hiring side. Without such discipline and without a
long-term focus, states could find themselves refilling the majority of positions
after funding generous retirement incenth es.(3)

Careful planning, monitoring, and evaluation can save a retirement incentive
program from such pitfalls. An Alaska program of 1989 shows one way to do it. The
goal of the Alaska program was precise: to reduce personnel expenditure costs through
voluntary retirement rather than through layoffs.(4)

The incentives and age and service requirements of the program were within the
range of most such programs, but one additional requirement may have been unique:
No state or local government employee was eligible for the program unless his or her
employer could demonstrate that the savings in salary and benefits projected over five
years would exceed the state's costs for the retirement. Calculation of the costs had to

include:

A e Salary and benefits for the retiree's replacement, if any.

—e A payment from die employer to the retirement system to match the full
increased cost (on the basis of present value) to the system of the
employee’s early retirement. The amounts of these contributions were
calculated for each individual retiree.

» A fee paid die state Division of Retirement and Benefits for processing
the claim.

In the program's original form, cost savings had to be demonstrated in a three-
year period. That turned out to be so difficult that few employees could retire. Even
after the program was amended to pemut savings to be demonstrated over five years
rather than three, about 40 percent of the people who wanted to retire could not
demonstrate the needed savings and under an additional new provision paid the state
$750,000 in contributions to make their retirement possible.

The Alaska auditor concluded that the program had paid for itself and saved
participating state and local governments about $23 million over three years. These
rather modest savings result in part from Alaska's explicit counting of all program
costs. That this tightly controlled program (with the actuarial cost of each retirement
calculated individually)javed so little moncv suggests how unhkelvjusjha”jess
carefully designed programs will save any costs at all.

In conclusion, the consensus appears to be that it is difficult to obtain real
savings from retirement incentive programs for state employees, and that control of
'replacements is the key to savings. Explicit accounting for all costs, including tuture
costs to retirement systems, is essential.
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1. The states' requirements are listed in detail in 1992Comparative Study ofMajor Public Employee
Retirement Systems, Blair Testin, editor, (Madison, Wise. State of Wisconsin Retirement Research
Committee, Dec. 1990). The report is available from the Fiscal Affairs Program of the National

Conference of State Legislatures.
2. Texas State Pension Review Board, Fifth Biennial Report, 1987-198, (Austin. Texas: 1988), p.

73.
3. Stacey ShefTiin, *NASBO Reports on States' Experience with Early Retirement," The Fiscal

Letter, Vol. XIV, No. 2 (March/April 1992).
4. Division of Legislative Audit, Department o fAdministration 1989 Retirement Incentive Program

Estimated Savings Realized and Costs Incurred by Participating Employers (Audit Control Number 02-
4404-91, Juneau, Alaska: Alaska State Legislature, Legislative Audit and Budget Committee, November

1991).
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Audit Control Number:
02-4404-91

D ivision of Legislative A udit

P.O. Box W, Juneau Alaska 99811-3300




LEGISLATIVE BUDGET AND AUDIT COMMITTEE

DIVISION OF LEGISLATIVE AUDIT

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

The committee is responsible for providing the
legislature with audits of state government agencies.
The programs and activities of stale government now
cost more than S4 hillion a year. As legislators and
administrators try increasingly to allocate slate
revenues effectively and make government work more
efficiently, they n cd inlormalion to evaluate the work
of governmental agencies. The audit work perlonned
by the Division of Legislative Audit helps provide
that information.

As a quide to all their work, the Division of
Legislative Audit complies with generally accepted
auditing statu irds established by the American
Institute ol ( rtified Public Accountants and with
government at tiling standards established by the 11S.
General Acer ailing Oilice.

Audits are performed at the direction of the
Legislative Budget and Audit Committee. Individual
legislators or committees can submit icqtiesls lor
audits of specific programs or agencies to the
committee for consideration. Copies of all completed
audits ate available liom the Division ol Legislative
Audit's offices in either Anchorage or Juneau.
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Representative Ron Larson, Chairman
Representative Pat Carney
Representative Kilcen Macl.ean
Representative Terry Martin
Representative Fran Ulmer
Representative Kay Brown (alternate)
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Senator Al Adams

Senator Jim Duncan

Senator Dick Kliason

Senator Curt Menard

Senator Lyman llolfman (alternate)
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Randy S. Welker, CPA
Legislative Auditor

Merle R. Jenson, CPA
Deputy Legislative Auditor

P.O. Box W
Juneau. Alaska DDK 11-3300
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ALASKA STATE LEGISLATURE

LEGISLATIVE BUDGET AND AUDIT COMMITTEE
Division of Legislative Audit

P. 0. Box W
Juneau, AK 99811-3300
(907) 465-3830

FAX (907) 465-2347
November 27. 1991

Members of the Legislative Budget
and Audit Committee:

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

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

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

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

The audit was conducted in accordance with generally accepted government auditing
standards. The schedule on page 8 summarizes the savings and costs for the 65 employers
participating in the program. As shown on that schedule, we estimate the net statewide
savings to be $22.9 million. In our view, as discussed in the Report Conclusions and
Auditor Comments section of the report, the program achieved both aspects of its established

intent. A further statement of our audit approach is included in the Objectives, Scope, and
Methodology section of this report.

RandyX Welker. CPA
Legislative Auditor
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OBJECTIVES. SCOPE. AND METHODOLOGY

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

Objectives

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

Scope

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

Methodolouv

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. riles pertaining to State of Alaska participants maintained by the Office of

Management 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. OMB's report of RIP savings for state agencies summarized by agency position
control number.

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

6. Summarized and detailed information prepared by the Alaska Court System and the

University of Alaska regarding their RIP participants.

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

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

In June 1989, Chapter 89, SLA 1989 (amended by Chapter 18. SLA 1990) reestablished an
earlier retirement incentive program for employees participating in either PERS or TRS. The
program, known as the Retirement 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 of credited service they would have
to have been eligible to meet the age or service eligibility requirements for normal retirement
or early retirement.

Individuals covered by PERS must be at least 55 years old and have 5 years of service for
normal retirement compared to TRS requirements of 55 and 8 years respectively. For early
retirement, both PERS and TRS requires that individuals be 50 with either 5 (PERS) or 8
(TRS) years of service. For state employees additional eligibility criteria were developed by
the Office of Management and Budget. These additional criteria are discussed further in the
Background Information section of this report.

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

An individual otherwise eligible for participating in KIP has an annual salary of $40,000. The
individual has fixed benefit costs of $2,000 aud other benefit costs that represent 10% of his
salary. It isussumed that the employee would receive salary increases of 5% a year over the next
two 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:

Fixed  Other Total

Salary . . Projected
m' ' 1 Benefits Benefits

Costs
Year 1 $40,000 $2,000 $44)00 $46,000
Year 2 (Year 1salary + 5%) 42,000 2,000 4,200 48,200
Year 3 (Year 2 salary + 5%) 44,100 2,000 4,410 50,510
Projected Salary and Benefit Costs of RIP Participant $144,710

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

Fixed  Other Total

Salary . . Projected
Benefits Benefits

Costs
Year | $32,000 $2,000 $3,200 $ 37,200
Year 2 (Year | salary + 5%) 33,600 2,000 3,360 38,960
Year 3 (Year 2 salary + 5%) 35,280 2,000 3,528 40,808
Projected Salary and Benefit Costs of the replacement employee $116,968

The difference of $27,742 in the projected rosts ($144,710 * $1)6”768) represents gross savings
attributable to RIP. This total is reduced further by the $20,IKK)employer's contribution costs
and the $140 administrative fee charged by the Division of Retirement Benefits.

In this situation, the net RIP savings are estimated as $7,602. 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 or providing the retirement incentive of
the incentive <$20,000 the employer must 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),

Example of how RIP Havings are. estimated
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BACKGROUND INFORMATION

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

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

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

1 Personal Eligibility - Basic requirements 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 RJP
program. OMB designated each individual as an "organizational unit." This meant
that the savings in salary and benefits projected over a three year period between the
RIP retiree and their replacement had to exceed the State’s employer costs (see inset
on opposite page) in order for the employee to participate.

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

l. Savinus throuuh the elimination of a position could be included - It was permissible
to include savings realized for a P.iP participant from the elimination of their position.

2. Savinus from reclassification of positions could not be considered - OME 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 he considered - Savings generated from leaving a RIP
participant’s position open temporarily could not be considered in determining
program eligibility. OMB felt that vacancy savings were temporary, generated by
delay in refilling a position.

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

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

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

1990 legislation amended RIP program and provided for more participation

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

The legislation and the accompanying revised guidelines issued by OMB permitted an
additional 192 state employees to participate in the program. Of these employees 78 still
could net demonstrate a projected savings, even over a five-year period. However, as
allowed by the amended legislation these individuals paid a total $750,(KX) of ihe State’s
employer costs in order to participate.
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Each employer could set their own eligibility requirements for RIP participation

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

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

With one notable exception (see inset at
right), none of the employers that we
interviewed during the review imposed as T v L@%\E

strict of requirements on program % I\%
participation as did the State of Alaska. LLAO ZERIL
Once partiCipation in the program was The City of Ketchikan had the strictest RIP
approved by the organization's governing participation criteria of any participating

body, most felt that it was 0n|y fair to employer we interviewed. The city council

allow every employee who met the basic voted to allow employees to participate only
Ifthey agreed to pay the city's share of costs

E|Iglbl|lty criteria to partICIpate' Involved in providing the retirementincentive.

1l

As reflected on schedule 3 on page 10,
three of the 19 school districts which had ~ Largely as a result of this requirement, only
- one individual elected to participate in the
bOth PERS and TRS RIP partICIPants’ program. Underthese terms, RIP should have
pI’OJECted a net cost (Over a three year not cost the city anything except for a
period) for PERS retirees. Each of these relatively small adm inistrative fee.
districts could have defined their
"organizational unit" more strictly (i.e. on However, the savings forthe city as shown on
e e . . the table on the following page, does not
an individual basis or .allow Only TRS reflectthese savings; The $5,400 of estim ated
members  to participate) to increase savings reflects the fact that the City of

projected savings. Ketchikan did pay the employer costs for the
RIP participant, but as of the date of this

However. each of these three employers report has not received repayment from the
! retiree. We conservatively reduced our

defined th_e sghool dISt!’ICt as a Whole_ as estimate of savings because the legal
the organizational unit, thus allowing enforceability olthe city’s claim for repayment
everyone meeting the basic criteria to Is currently disputed by the RIP participant.
participate.
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Schedule 1 - Estimated Savings or (Costs) Bu Fniiloi/ir (Notes to Sritctlule on pnge 25 of report)

Number Estimated Number Estimated
. Savings or , Savings or
Employer Retirees Costsf Employer Retirees (Costs)
ote 1)
Stole of Alaska (Note 2) 739 $ 6,033,100 Yuknn/Knyukuk Schools 2 $ 53000
University of Alaska 1N0te l) 145 4,317,800 Fairbanks North Star Borough (NOte 16) 2 49,700
Anchorage School District (A'ofe 4) 30b 2,684,900 City of Palmer 3 46,600
Kenai Peninsula Borough Schools (NOt€ 5) 72 1,088,800 Cordova City Schools 2 45,400
Fairbanks North Star Borough Schools (NOte 6) 85 1,554,100 Kodiak Island 8orough Schools 4 <3,700
City of Fairbanks (Note 7) 776,700 Alaska State Housing Authority 4 42,700
North Slope Borough School District |XOTE 8) 42 517,500 Lower Yukon School District 5 38,600
Matanuska-Susitna Borough Schools LVofr 9) 42 487,800 Unalaska City School District (Note 11) 3 37,500
North Slope Borough (NOte 10) 12 469,600 Iditamd Area Schools (NOte 11) 5 34,000
Ketchikan Gateway Borough Schools 443,000 Cordova Community Hospital 3 31,400
Lower Kuskokwim Schools (NOte ||) 25 324,000 Alaska Gateway Schools 2 27,900
Matanuska-Susitna Borough (Note 12) 9 310,900 City of Kenai 3 27,700
Sitka School District 17 229,700 ’ #5 a National Education Association 1 21,600
Kenai Peninsula Borough (Note 13) 6 224,900 City of Haines 1 17,300
Juneau Borough Schools 217,700 Bartlett Memorial Hospital 2 16,300
Dillingham City Schools 3 213,600 Nenana City Schools (NOte 11) 1 15,400
City and Borough of Juneau 19 199,600 Skagway City School (NOte 11) 1 15,400
Hoonah City Schools 2 151,200 Bristol Bay Borough Schools (NOte 17) 1 14,600
Haines Bomugh School District 2 150,700 Nome City Schools 5 12,900
Bering Strait Schools (NOte 11) 17 149,800 - Southeast Regional Resource Center 2 12300
%" \x

Wrangell City Schools 9 124,500 Ketchikan Gateway Borough 1 11,300
city of Hoonah (Note 14) 2 118,000 1 City of Ketchikan (NOte 1g) 1 5,400
Southwest Region Schools (Note 11) 9 112,500 City of Kotzebue 1 32)00
Dclla/Crccly Schools iNote 11) 7 107,500 Cil/ of Valdez 2 2,600
City of Homer 5 102,100 City of Seward 2 800
Valdez City Schools 3 84,100 Craig City Schools 1 (12.800)
city of Kodiak (Note IS) 6 77,500 Bristol Bay Borough 1 (11,400)
Kuspuk schools 'Note 1) 7 64,700 Yakutat City School District 1 (16.900)
Chatham Schools A 64,600 Kakc City Schools 1 (29,700)
Southeast Island Schools 4 63,000 Yupiit School District 2 (30,600)
Silka Community Hospital 3 60,100 City and Borough of Sitka 7 (31,300)
City of Wrangell 9 58,900 Seward Ceneral Hospital 2 (44,800)
Kodiak Island Borough 4 55,300 Total 1,764 522,984.000
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REPORT CONCLUSIONS

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

The top five employers, with a total estimated savings of more than $16.5 million accounted
for 72% of the statewide total. The State of Alaska and the Anchorage School District had
about the same average savings per participant. Both were among the highest three
employers in savings essentially because of the large number of employees each had
participating. Only one of ASD’s 306 RIP participant positions was subsequently eliminated,
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 of Alaska's average savings of almost $30,000 for each RIP participant was
the highest of any employer. The University benefitted from both the elimination of some
positions, and from having the highest incremental difference in salary and benefits of any
employer. Tenured full professors retiring under RIP typically had salary and benefit costs
of more than $90,000. By comparison, their replacements, if any, were most often
instructors or assistant professors who had salary and benefit costs in the range of $40,000
to $50,000. As shown on Schedule 3 on the next page, the University averaged savings of
more than $35,000 for each RIP participant covered by the Teachers’ Retirement System.

For some employers savinus were small or ncn-existent

Eleven of the sixty-five employers who elected to participate in the program had estimated
savings of less than $6,0(X). Seven of those eleven projected that they lost money from their
participation in RIP. In these instances, replacement employees were paid at or near what
the terminating employee received, generating little or no savings. Meanwhile, the employer
still had the cost of their retirement contribution payments for the RIP participant's three
credited years.

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

University of Alaska

Anchorage School District

Kenai Peninsula Bomugh Schools
Fairbanks North Star Borough Schools
North Slope Bomugh School District
Matannska-Susitna Bomugh Schools
Ketchikan Gateway Bomugh Schools
Lower Kuskokwlm School*

Juneau Borough Schools

Bering Strait Schools

Wrangell City Schools

Southwest Region Schools

Kuspuk Schools

Chatham Schools

Southeast Island Schools

Kodiak Island Bomugh Schools
Lower Yukon School District
Unala.sk* City School District

Total

Schedule 2 - SavingsJCosts by Department

[ ]
N

Departm ent \

Transportation and Public Facilities
Health and Social Services
Fish and Came
Education
Public Safety
Labor
Correction*

Commerce and Economic Development
Legislature
Administration
Natural Resource*

Alaska Court System

Office of the Govemo.
Revenue
Environmental Conservation
Law
Military and Veterans Affairs
Community and Regional Affairs

Total

- V| - . ujsyss -
L (V2 TN L A

FOwau 1" Awwce rax0fl-

OOt € o L
18 S 276,900 $13383 721
72 2377,100 33,793 73

204 2394300 14,189 (0%
56 1310300 31,216 14
58 734300 12.662 27
24 308300 12.838 18
26 287,700 11,063 16
19 427300 21474 4
18 276300 13361 7
27 196,700 7383 1
4 61,400 13,330 13
5 33,600 7,120 4
6 92,200 13367 3
2 30,700 13330 3
5 64,700 12,940 1
3 49,600 16,533 1
2 39,900 19,930 2
3 66,400 22.133 2
2 30,700 13.330 1

556 310361,100 318,433 »3»

Schedule J - Saving* /or Employer* with Both TRS end PERS Retiree*
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um bero f

R e tine*

197
7
56
41
54
51

62

51
31
19
15
15
16
13

739

PERS

53,756,200
1,740,700
(209300)
178300
819,700
208,900
20,100
16,000
47,600
21,000
88300
88,900
20,400
34,000
(100)
13300
3300
(27,7001
6300

19,006,700

E stim ated

SavingtiC ost

1,616,200
561,600
502,000
467,500
422,800
393,700
334,000
332,500
282,000
214,900
206,000
190,300
159,800
103300

87,700
79,200
47,700
31.900

$6,033,100

i Aawnr*.

Totlgl Ptr'i;
ol Plﬂf

37,984
23,843
(2.033)
12.736
303*9
11,606
12,306
4,000
6300
21,00
6300
21223
6300
6300
(100)
13300
1,900
(133301
6300

$8,874

m

739

145

306

85

42

42

23

23

28

17

122,

1 owwy «

T jtim tfre =

Bastulahtwt i.

$ 6333,109
4317300
1684,900
1,988300
1334,100

317300
487300
443300
324,100
217,700
149300
124300
111600
64,700
64,600
61900
43,700
38,700
37,500

314347300
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dwrse*
SeWhrlAr

P m fu fm t

$ 8,164
29,778

8,774
27,622
18,284
11321
11,614
19,261
U964

7,773

8312
13,833
11s11

9,243
10,767
13,72
10,923

7,740
11300

312,263



