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1. Prearranged agreements for continued  
    employment. 

2. Teacher certification lapse. 

3. Stipends. 

4. PERS Included/excluded positions. 

5. Police officers in PERS and never certified. 

 

 

Common Audit Issues 



6. Social Security and Medicare withholding  
    rates. 

7. Form SSA-1945. 

8. Part-time vs. full-time. 

9. Independent contractors. 

 

 

Common Audit Issues 

Presenter
Presentation Notes
. 



10. Contribution and compensation limits.  

11. PERS and TRS enrollment dates. 

12. Firefighters and PERS “F”. 

13. Seasonal and temporary employees. 

 

 

Common Audit Issues  

Presenter
Presentation Notes
PERS Enrollment Dates: We ask you for hire dates when we ask for your initial information. We compare hire dates for the position with the PERS enrollment dates we have on file. If you don’t have a probationary period, we should see those dates match up. Alaska Statutes say that “an employee of a political subdivision or public organization that become an employer shall be included in the plan of the effective date of the employer’s participation or the date of the employee’s commencement of employment with the employer, whichever is later. Why do we do this – It’s for the member. What we don’t want is an employee with 30 years going to retire only to find out they have 29.9 years! We want to catch this and correct it ahead of time! Ericka Burkhouse’s group – Employer Payroll can help you correct your hired dates on record with the Division. 



• Sham retirements. 
• Must have a 6-month separation. 
• Effective January 1, 2018. 

 

 

1. Prearranged Agreements for 
Continued Employment: 

    

Presenter
Presentation Notes
Federal Treasury regulations require employers and employees to be able to prove the retiree terminated employment before returning to work for the same employer in any capacity. Employers and retirees must show there was no pre-arrangement to return to work prior to the employee’s retirement and that a period of separation (6 months) from employment in any capacity was observed by the retiree. Because of the Retiree Return to Work Policy, we started auditing for prearranged agreements for continued employment. And you wouldn’t believe what we found! I saw emails in personnel files that said ‘Margie is retiring tomorrow July 31, please change her status to temporary effective August 1st. You got to separate and clear out their desk! I saw another case this past year where two employees retired and just switched positions – it was totally planned. If the Division discovers a pre-arrangement for reemployment with the same employer existed prior to the member’s retirement, this will constitute a SHAM RETIREMENT and the member will be required to repay all the retirement benefits received, plus interest, back to the retirement system. A sham termination or retirement is defined as “a situation where a member and their employer agree to a break in services for the member to commence their retirement benefits, but with a pre-arrangement for the member to return to employment with the same employer once the retirement benefits have begun. The policy affects all members of the Public Employees’, Teachers’, Judicial and Elected Public Officer’s Defined Benefit Retirement Plans who retire or are reemployed effective January 1, 2018. Kathy Lee wouldn’t let me write a finding on these last year and I wrote them up in comments. 



• Certification lapsed and you didn’t know 
it.  

• Must correct TRS reporting with Active 
Payroll. 

• Must correct social security withholding.  

 

 

2. Teacher Certification Lapse: 
 

Presenter
Presentation Notes
I saw a lot of this in the school districts. Not only does it cause TRS issues, it causes social security issues. You have a teacher in a district and their certification lapses. You don’t find out until after the fact. You have to work the Active Payroll to back this time out of TRS You also probable have a social security issue. Currently, no school districts have TRS members enrolled in social security. Whether you are a mandatory employer or a voluntary employer, if they weren’t in TRS, they would have needed to be enrolled in social security. You have to correct this and file corrected 941’s. Remember it takes 40 credits to get social security. Every credit may count for a teacher. 



• Employees earn wages.  
• A stipend is a wage.  
• Employee wages are subject to Social 

Security and Medicare withholding.  

 

 

3. Stipends:  

Presenter
Presentation Notes
Most of you know that IRS Publication 963 is like my bible. Chapter 3 talks about wages – IRC section 3121(a) provides that wages include all remuneration for employment, whether paid in cash or in some other form, unless specifically excluded by statute. Examples of wages for social security and Medicare purposes include salaries, fees, bonuses, prizes, awards and commissions. It is immaterial whether the payments are based on the hour, week, month, year, piecework, percentage of revenue, or other system. All of these payments to board members and commissioner and the like are wages in the eyes of the IRS. You have to run these folks through payroll and withhold taxes. You can’t issue these folks a 1099. They are not independent contractors. 



• PERS participation agreements are legal 
contracts.  

• Know which employees are in and which 
are out.  

• Update your agreements as needed.  

 

 

4. Included/Excluded Positions:  

Presenter
Presentation Notes
Your PERS participation agreement is a legal binding contact with the State of Alaska. You have defined which classification groups or employees will participate in PERS. Many of you have several amendments to your PERS participation agreement including and excluding certain positions. The mayor is in, the mayor is out, the mayor is in again. Police chiefs and fire chiefs are a favorite. Some of you have outdated participation agreements, you have employees in who are written out or employees out who are written in. I saw this several times this past year. Know your PERS participation agreement, and if you don’t call your PERS Employer Counselor. Your Employer Counselor can help you with PERS participation agreement updates. One note on PERS participation agreements verses union agreements. I have had several employers tell me, well, I can’t enroll this person in PERS because it’s a conflict of their union agreement. This argument holds no water with me. Remember, you PERS participation agreement is a legally binding contract with the State of Alaska. 



• Must be Alaska Police Standards Council 
certified.  

• 13-month certification period. 
• PERS Peace Officer vs. PERS All Other.  

 

 

5. Police Officers in PERS Never 
Certified: 

 

Presenter
Presentation Notes
This is kind of along the same lines of teachers certifications lapsing. But in this case, the officer had a certain amount of time to get certified by the Alaska Police Standards Council – but never passed the certification. The is a 13 month period that a new officer has to get certified with the Alaska Police Standards Council. Police officers are enrolled in the PERS Peace Officer system when they are hired, but..If they don’t pass certification within a 13 month period, they don’t hold Alaska Police Officer Certification, and that certification is needed for PERS Peace Officer enrollment. This time must be changed, by the employer, to reflect PERS “A”, All Other. Work with your Active Payroll contact. The cases we saw this year were Defined Contribution. PERS “P” Peace Officer is a 20 years and out system; PERS “A”, All Other is a 30 year system. The PERS P rate is higher than the PERS A rate. The effect of not correcting this error is additional cost to the employer. In the cases I saw, the employee had refunded his money from the DC system. 



• Social Security = 6.2%  
• Medicare = 1.45%. 

 

 

6. Social Security and Medicare 
Withholding Rates: 

 

W2 PER ER 
SSN First Middle Last Fed Gross Fed WH SS Gross SS WH SS WH % Med Gross Med WH Med WH %

1 15,288.17        2,902.44      15,288.17    947.87          6.20% 15,288.17        221.68       1.45%
2 11,989.53        747.61          11,989.53    743.36          6.20% 11,989.53        173.84       1.45%
3 63,542.09        7,321.30      -                -                #DIV/0! 69,067.46        1,001.50    1.45%
4 62,541.49        7,171.18      -                -                #DIV/0! 67,317.29        976.06       1.45%
5 62,732.96        9,879.47      -                -                #DIV/0! 68,893.08        998.94       1.45%
6 62,317.17        9,775.52      -                -                #DIV/0! 66,828.07        969.02       1.45%

Presenter
Presentation Notes
So I told you earlier in the Employer Audit Process discussion, that we compile employer W2 data, with employer human resource data, with our retirement system data and I showed you a mock spreadsheet. As the State Social Security Administrator, one of the first things I look at this the social security and Medicare withholding percentages. Look at this example. I am looking for 6.2% and 1.45%. Seems OK. But what about the Divided by Zeros. Well this looks like a mandatory employer. These folks are making $62,000 plus and are not enrolled in social security. For mandatory employers, it is mandatory they enroll their folks in social security, UNLESS, they are enrolled in a qualified FICA replacement system, PERS or TRS in this case. Bottom line is throw this in a spreadsheet and do a quick analytical to make sure your social security and Medicare withholding is correct. It’s an easy download and it could save you a lot of time amending W2s and W3s in the future. 



• https://www.ssa.gov/forms/ssa-1945.pdf 
• nimeri.denis@alaska.gov. 
• Use secure means to deliver.  

 

 

7. Form SSA-1945: 

Presenter
Presentation Notes
Form SSA 1945 is a form required by the social security administration. I am passing around a copy for all of you and this form is available on-line at SSA.gov.My advice is to go online so that you are always using the current version of the form. I know some of you just have them in a folder because they are from 2007 or even 2003. The last update of this form was in 2013. This form is form employees to acknowledge that they are in a position that is not covered by social security. You don’t know how many phone calls I get from panic stricken employees who are trying to enroll in social security and did not know their time with the State of Alaska was not covered. The Social Security Administration created the form for just this reason. This form also tells the employee the Windfall Elimination Provision and the Government Pension Offset.The directions on the form say to send this completed for to your pension paying agency. This is Retirement and Benefits and the Audit Section. Send your forms to Nimeri Denis. They can be emailed securely to him. Processing of these forms internally has come a long way. Kay used to scan these forms into our system and file them by date. Some days she might scan in 100 and some days none. When we had to find a form, we asked about what date they started and started searching. Today we give these form to our Records Section and they file the form electronically and it becomes part of an employees pension system paperwork. In order to file these forms by employee, our Records Section needs the employees social security number and what pension system they are a member of. If we do not have this on the form, Nimeri has to look it up. Sometimes he can’t even read the name on the form to do that. So please, write the employees name, the employers name, the employees social security number and the pension system the employee is a member of. Remember to send these forms to Nimeri securely. Use the State of Alaska secure drop box ZendTo. I am not going to ask to you send social security numbers through the mail; you may do this at your digression. I don’t want that responsibility. My best advice is to scan and send them to Nimeri. 

https://www.ssa.gov/forms/ssa-1945.pdf


• AS 39.35.680 PERS Definitions:  

• (32) “permanent full-time” means an 
employee who is occupying a permanent 
position that regularly requires working 30 
or more hours a week. 

• (33) “permanent part-time” means an 
employee who is occupying a permanent 
position that regularly requires working at 
least 15 hours but less than 30 hours a 
week. 

 

 

8. Full-time vs. Part-Time: 

Presenter
Presentation Notes
I know this issues seems straight forward but you wouldn’t believe what we see out there in the field. I saw an entity that had a retiree working exactly 30 hours per week. This entity had a PERS participation agreement that excluded part-time employees. The retiree was drawing a pension. I knew what the entity was trying to do, but by working 30 hours a week, the retiree was working in a PERS full-time position while drawing a PERS pension, and we all know we can’t do that. Watch your full-time and part-time hours. Watch your part-time positions creeping in full-time positions. Remember you can work with your PERS Employer Counselor for solutions. 



• Termination study may be needed,  

• AS 39.35.625 termination costs. 

• IRS Publication 963, Chapter 4, Determining 
Worker Status: 

• Does the entity control the behavior of the 
worker? 

• Does the entity have financial control over  
the worker? 

• What is the relationship of the parties? 

 

 

9. Independent Contractors: 
  

Presenter
Presentation Notes
Independent contractors! So we take a look at your Federal Form 1099’s as part of the audit process. On the PERS side, we are looking for independent contractors filling classification groups who should be in PERS. On the social security side I am looking for independent contractors that are actually employees. Let’s discuss a few examples, An employer wants to replace it’s janitorial employees with a contractor. Per AS 39.35.625, an employer who terminates participation of a department, group, or other classification of employees incurs a cost. Contact your Employer Counselor before you proceed!Second example:An employer is paying school bus driver as an independent contractor. IRS Publication 963, Chapter 4, discusses determining worker status. First – does the entity control the behavior of the worker? I look at the facts and found that entity was responsible for the bus drivers actions, they were responsible for the safety of the kids on that bus, not the bus driver. The driver only drove for the entity and on a schedule provided by the entity. Second – does the entity have financial control over the worker? The entity owned the bus and paid for the gas and maintenance. The driver was paid by the entity on a regular schedule. Third – what is the relationship of the parities. The driver didn’t own the bus, he worked on a dictated schedule, he didn’t offer busing services to any other entities. He appeared to be an employee and the entity agreed. I don’t audit on behalf of the Social Security Administration or the IRS. I can only suggest that you fix social security and Medicare withholding errors. I will tell you that if we discover an error and fix it together, it will be way more beneficial to you than if you are audited by the IRS and they assess fines and penalties. All the facts and circumstances must be considered in deciding whether a worker is an independent contractor or an employee. The facts fall into three main categories: 1) Whether the entity has the right to control the behavior of the worker; 2) Whether the entity has financial control over the worker; and 3) The relationship of the parties, including how they see their relationship



• IRC limits amount that PERS members  
can defer on a pre-tax basis each year.  

• Amounts are indexed yearly and  
published by IRS.  

• Contact Active Payroll for information.  

 

 

10. Compensation and Contribution 
Limits: 

 

Presenter
Presentation Notes
Remember that our pension plans are qualified by the IRS. This means we have to comply with IRS pension plan rules. Internal Revenue Code limits the amount that PERS member can defer on a pre-tax basis each year. We ran into this a couple of time this year and it applies mostly to employees making in excess of $250,00 per year. I am going to refer you to Teresa’s presentation on this. But be aware there are limits and if they are exceeded, it will be messy to clean up. 



• Employers must now have a probationary period  
reflected in PERS participation agreement. 

• The probationary period must be consistent. 

• Classification groups can be excluded from  
probationary periods. 

• Internal policies and procedures about  
probationary periods.  

 

 

11. PERS and TRS Enrollment 
Dates: 

Presenter
Presentation Notes
PERS enrollment commences on an employees first day, UNLESS the employer has a probationary period. In the past Employers were not required to have probationary periods in their PERS participation agreements. Now you are. To add a probationary period to your PERS participation agreement you need to do an amendment. Contact your PERS Employer Counselor for help with this. You must consistently apply your probationary period to all employees. If you don’t want all employees subject to a probationary period, state it in your amendment, BUT you must apply it consistently. We also recommend that your probationary period policies are defined in you internal policies and procedures. Nimeri likes to audit for this. He’s built reports for it. We look at employee hire dates and compare them with PERS enrollment dates. We investigate discrepancies. Employees may very well be hired first into a position which is temporary and not PERS eligible, only to work into being hired in a PERS eligible later in the year. We ask for hire dates as part of our initial information request in our audit intent letters. What we are really asking for is PERS hire dates, what date was this employee hired in a PERS eligible position. If it is not clear in the intent letter, ask!



• What about Fire Fighters?  

• Alaska Fire Standards Council:  

 AS 18.70.355 certification optional. 

 Currently does not require certification for fire 

fighters. 

 We look at position descriptions for duties  

described in AS 39.35.680(30); AS 18.70.369(2)  

and (3); 2 AAC 35.460. 

 

 

12. Firefighters and PERS “F”:  

Presenter
Presentation Notes
Unlike the Alaska Police Standards Council, the Alaska Fire Standards Council does not currently require a minimum certification for firefighters, AS 18.70.355 Certification Optional. When we audit and when you work with your Employer Counselors, DRB staff will review position descriptions to ensure that they duties are consistent with Public Safety and PERS statutes. AS 39.35.680 (30) "peace officer" or "firefighter" means an employee occupying a position as a peace officer, chief of police, regional public safety officer, correctional officer, correctional superintendent, firefighter, fire chief, or probation officer, but does not include a village public safety officer employed by a village public safety officer program established under AS 18.65.670; 2 AAC 35.460. Coverage as a peace officer or firefighter Except as may be expressly authorized by AS 39.35.095 - 39.35.680, for purposes of the statutes governing the defined benefit plan of the Public Employees' Retirement System (AS 39.35.095 - 39.35.680) (1) "peace officer" means only a person who is a regular employee of a police agency or organization which is part of the state or a political subdivision of the state, and who has primary responsibility for the prevention and detection of crime and the enforcement of the fish and game, penal, traffic or highway laws of the state or employing political subdivision; (2) "firefighter" or "fire chief" means only a person who is a regular employee of a fire agency or organization of the state or a political subdivision of the state and who is authorized to act under AS 18.70. AS 18.70.369 (2)“fire services” means fire prevention services, fire suppression services, fire suppression support services, or training or educational services related to fire prevention or fire suppression that are performed by an employee of or volunteer with an organized fire service. 



• Seasonal Employees: AS 39.35.680(40). 

• Temporary Employees, specifically hired to perform 

service that: 

• supports or supplements workforce due to  

employee absence, temporary skill shortage,  

other temporary increased workload, or  

• to implement special assignments or projects, and 

• is for a limited duration. 

 

13. Seasonal and Temporary 
Employees: 

Presenter
Presentation Notes
I know I promised you I had a dozen of these, but let’s make it a Bakers Dozen, because I can’t leave you today without discussing Seasonal and Temporary employees!A seasonal employee by definition is an employee who is occupying a position for less than 12 months each year, where it is anticipated that the same employee will return to the position when needed, and includes a temporary employee of the legislature if part of the service for the legislature during each calendar year is performed during a legislative session.I saw some seasonal employees, exempted out of PERS participation agreements, working year around. A season may be winter, it may be your heavy tourist periods, but it is not year around! Watch these employees and contact your Employer Counselor if you need some help. Temps – remember our pension plans are qualified by the IRS. We look to IRS guidance. A temporary employee must fit into this definition: 	(a)    A temporary employee is any employee specifically hired to perform services of either a full or part-time basis	i.   supporting or supplementing an employer’s work force during employee absences, temporary skill shortages or temporary increased workload; orii.   implementing special assignments, projects and other similar work situations; andiii.  for a limited duration. 	(b)    The administrator will decide regarding whether an employee is temporary by evaluating all of the facts and circumstances of the employment includingi. the extent to which the employment supports or supplements an employer’s workforce;ii.   the extent to which the employment implements special assignments, projects or work situations; andthe extent to which the term of employment exceeds two years.



Questions?  
 



 
Melanie E. Helmick 

Phone (907) 465-5707 
melanie.helmick@alaska.gov 

 
Nimeri Denis 

Phone (907) 465-4469 
nimeri.denis@alaska.gov 

Contact Us 

Presenter
Presentation Notes
Please remember that it is our pleasure to travel to your communities and your entities and work with you. I love to audit but I am not out to write findings. We are out to help and maybe identify some areas that we can help bring you into compliance. Don’t hesitate to call us if you have questions. 

mailto:melanie.helmick@alaska.gov
mailto:nimeri.denis@alaska.gov
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