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Introduction.

In June, 1984, the Alaska Longevity Bonus Program (AS 47.45)
was declared unconstitutional because it required recipients to
have resided in Alaska both prior to statehood and for 25
consecutive years. The Thirteenth Legislature, 2nd Sess.,
repealed these lengthy residency requirements, thus opening the
program to new participants. Ch. 38, SLA 1984. However, the
amended law, by 1its own terms, is tc be repealed effective
June 30, 1985. Id-, Sec. 11.

The legislation also established the State Special Committee
on the Alaska Longevity Bonus Program to Mdetermine the
feasibility of replacing the longevity bonus program, as amended

by this Act, with an annuity program, a needs-based program, or

other longevity program."” Id., Sec. 7. This 1is the committee"s
report.
Recommendation: Annuity Approach.

The committee has developed a proposal which would phase cut
the existing longevity bonus program and replace it with
individual annuity accounts funded primarily by the permanent

fund dividends of participants. 1/ The proposal has been

1/ Three different annuity approaches were initially considered
by the committee: (1) SB 465, introduced in the 1984 legislature
by several senators; (2) an amended version of HB 700, also
introduced in that legislature; and (3) a draft bill prepared by
Senator Bill Ray (D., Juneau). The R.ay bill became the vehicle
for the Committee®s proposal. All three proposals involved



introduced in this legislature as SB 56. Under the committee
bill, Alaskans who <choose to participate 1in the program will
receive monthly benefits, after reaching age 65, of at least the
$250 which 1is currently provided by the bonus program, inflated
by three percent annually.

The program 1is available to those who reach age 65 after
1985. Under the bill, Alaska"s existing elderly will receive
their current $250 bonus, inflated by three percent annually,
without having to forego their permanent fund dividends.

The committee bill provides that each year every Alaskan
(except those who are 65 or older before 1986) will receive his
or her permanent fund dividend 1in the form iof a credit to an

annuity account, wunless the individual affirmatively elects to

receive cash. 2/ Section 2 of the bill envisions that the

foregoing a permanent fund dividend 1in return for some type of
future annuity benefit.

SB 465 would have paid $16.50 per month to each elderly
Alaskan for every permanent fund dividend foregone -- to a limit
of $250 per month.

HB 700 would have given each Alaskan one annuity share for
each foregone dividend. Each year, one third of the money
available for permanent fund dividends would then be divided by
the number of annuity shares held by those over the age of 65.
Each elderly Alaskan would receive a portion of that annuity fund
commensurate with the number of shares held.

The committee was advised by legal counsel that HB 700 and
SB 465 created greater <constitutional risks than did the R.ay
proposal; the committee therefore focused on the concept embodied
in Senator Ray"s bill.

2/ This aspect of the committee proposal reflects a change from



legislature may, at least in the early years, "front-load" the
program by appropriating additional funds into the annuity
account, which will be attributed to individual accounts on a
prescribed formula. Under that formula, state contributions are
greatest for those approaching retirement age, and decline for
younger Alaskans. Beginning at age 65, a participant receives an
annuity based on his contributions and any front-loading -- plus
earnings accumulated on those amounts. 3j

Even with front-loading, it will be vyears before annuity
payments are sufficient to replace the longevity bonus. The ALB
program 1is thus retained at a level which, for those turning 65
after 1985, will be reduced annually. 4/ Under the bill, a
"target amount"™ for the ALB 1is established (Section 8), which 1is
$250 per month (in FY 1986) inflated by 3% each year. That
target amount 1is then reduced by the maximum possible annuity

which would be available to a 65-year old who has participated in

earlier annuity bills, which required an election to forego cash
payment. Because, 1in the future, the annuity program will be the
only state source of non-need-based retirement assistance, the
committee believes that each Alaskan should be required to come
to grips with the Jlong-term consequences of a decision to take
the dividend in cash.

3/ Under the committee bill a participant who dies before age b5
will forfeit his accumulated annuity credits (see the discussion
of survivor options at 17, post); the amounts forfeited will be
reallocated to surviving participants and thus will increase
their annuities.

4/ The longevity bonus itself 1is, of course, available to all
elderly Alaskans whether or not they have also established
annuity accounts.



Che program 1in each year since the program®s inception. For
example, 1if the inflated ALB "target" for a particular year 1is
$280, and a person turning 65 who received an annuity credit in
each year of the program would be entitled to an annuity of $100
per month, the ALB payment for all recipients would be $180.
That $180 will not vary according to the actual participation
histories of individual ALB recipients.

Over the vyears, individual annuity accounts will become
greater, and each vyear the longevity bonus payable tc new
recipients becomes correspondingly smaller. By the year 2003,
the committee projects that the maximum possible annuity will be
sufficient to bring an end to the general-funded ALB program,
except for those relatively few who were 65 or older before 1986,
and are still receiving ALB payments 1in that year. This 1is best

illustrated by the following chart:



Maximum Possible Annuity 5{ ALB (for all new recipients)

1986 4.37 $245.63
1990 32.50 248 .88
1995 106.27 219.92
2000 255.70 122.45
2005 533.39 -0-

Other Options Considered

The committee 1invited 1its " ibers, and others, to suggest
alternatives other than an annuity program. Only one was
advanced -- a "means test"program under which elderld Alaskans

earning less than $25,000 per year would receive a payment of
$250 per month. Those earning more than $25,000 would receive a
payment of $100 per month. To qualify for the $250 bonus, the
applicant would be required to submit his or her ta:: return to
the Department of Administration.

This program is intended as a permanent replacement for the
ALB. However, the program envisions that the size of the pay-—
ments, and the $25,000 income [limit, remain constant over the

years. In terms of real income, the effect is as follows:

5/ Annuity projections are without "front-loading."



Maximum Income

Eligibility for Amount of Size of Alternate
Bonus (year) Bonus Bonus
1986 $25,000 $250 $100
2000 $10,569 $104 $41.60
2010 $ 5,902 6/ $ 59 $23.60

It is estimated that, initially, 80% of Alaska®"s elderly
will be eligible for the $250 bonus. Because that maximum income
requirement drops each year in terms of real 1income, so too aoes
the percentage of eligible elderly. Thus, less than half of
Alaska®s elderly will be eligible for thebonus in the year 2000,
and only 30% will be eligible in the year2010.

The committee rejected this means test proposal for the
lollowing reasons:

1.Any welfare program 1is contrary to the intent of the
ALB program and 1is vigorously opposed by Alaska®s elderly. The
Longevity Bonus Program now says to Alaska®s elderly that they
are a precious human resource, and that it 1is 1in the state"s
interest to provide them with the wherewithall to remain 1in
Alaska after retirement. The means test payment, on the other
hand, carries with it quite different, and less favorable

connotations.

61 This 1is below Alaska®"s $7032/year poverty level.
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2. Of those who are potentially eligible for the $250

means test payment, many may not apply because of 1its welfare

connotations. This is strongly suggested by available
statistics. Currently, nearly 6,700 ALB recipients -- or 40% of
all recipients -- have incomes below the <current eligibility

limit for existing Old Age Assistance and Medicaid benefits.
These benefits are substantial -- averaging $2,640 per year for
OAA and an additional $2,500 per year for Medicaid. Yet, of the
income-eligible, only 2,526 -- or roughly 38% -- have 1in fact
applied for OAA and Medicaid. Certainly, some of the remaining
income-eligible have not applied because they have more assets
than current law allows. Nonetheless, these statistics manifest
an aversion to need-based assistance which has deterred many of
Alaska“®s apparently eligible elderly from applying fcr
substantial benefits.

3. Thus, while 20% of Alaska®"s elderly will be ineligible
for the $250 bonus, an additional percentage of existing ALB
recipients will lose their current benefits because of their
unwillingness to participate in a welfare program. For these
reasons, this means test proposal fails a threshold test which
should be a cornerstone of any longevity bonus legislation. Any
ALB alternative, the committee believes, should provide those who
have received the ALB over the years with the same benefits as
under current law.

4. The proposal hurts both existing and new ALB recipients

in another way. Because the real value of both the benefits and



the 1income ceiling will decrease over the ”n.ars, fewer elderly
will find themselves eligible, and those who are eligible will
regeive smaller benefits. By the year 2000, for example, less
than half of Alaska®s elderly will be eligible for a benefit with
a real value of $104 per month, while the majority will receive a
coken payment with a real value of $41.60.

5. The proposal 1is substantially more expensive than the
committee bill. Even though: (1) the committee bill protects
existing elderly, while this means test proposal does not; and
(2) the committee bill inflates the ALB annually, while the means
test proposal does not, enactment of this means test proposal

would cost nearly $2 billion more than the committee bill ever

the next 50 vyears. Moreover, that cost would be born when the
state could least afford it -- after the turn of the century,
when oil revenues are projected to rapidly decline. It is

important to the committee to develop an ALB alternative which
phases out general fund obligations after the year 2000. As part
12 of this report discusses, while post-1999 costs wunder the
committee bill are projected to be $285 million, 21st century

costs wunder the means test proposal would be roughly $2.28

billion.
6. The committee has several concerns regarding the $100
payment for which all elderly would be eligible. First, the

committee does not know what that payment 1is intended to
accomplish. It is doubtful that $100 per month 1is a sufficient

sum to allow any elderly to remain 1in the state who would
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otherwise be financially required to leave. The payment may thus
at once be too small to accomplish any social goal, and yet large
enough to constitute a substantial drain on the state treasury.

Additionally, many elderly may view the $100 payment as
tokenism. If that is not the case now, it will certainly become
so in the fixture when the real value of that payment shrinks to
$41 (2000) and $23 (2010).

Finally, since the $100 and $250 payments are fundamentally
different 1in purpose, the committee believes that they should be
administered under separate programs. The $100 payment is
apparently 1intended as a residual ALB. On the other hand, the
$250 payment 1is a form of welfare. This payment, the committee
believes, should be administered by the Department of Health ana
Social Services under the state®"s welfare laws. Otherwise, the
state will, 1in essence, be creating two welfare bureaucracies --
one for Old Age Assistance, and one for the mis-named "longevity

bonus."

7. Fewer people will meet the S25,000 eligibility

requirement as the years go by. Thus, by the year 2010, only 30%
of Alaska®s elderly will be eligible for this means test payment.
Why, it might fairly be asked, are 80% of today"s elderly in
"critical™ need of the higher payment, while only 30% will
require the payment in years hence? For one who is currently
denied the larger payment, or who may be denied it in the future
solely Dbecause of inflation, this precise question will

invariably be asked, and may be asked in the courts.
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8. Finally, 1in requiring one year®"s residency in order to
receive the $250 means test payment, the proposal raises a
substantial constitutional issue. The current ALB"s one-year
durational residency requirement 1is constitutional because the
bonus 1is not dependent upon "need." Under both the federal and
Alaska constitutions, if a program provides "the basic
necessities of life,” a 30-day residency requirement 1is the
maximum constitutionally permissible. Memorial Hospital V.
Maricopa County, 415 U.S. 250, 2.59 (1974); Shapiro v. Thompson,
394 U.S. 618 (1969). Generally, benefits which are accorded on
the basis of the recipient®s income tend to be viewed by the
courts as involving "basic necessities.” For example, 1in Jeffrey
v. Colorado State Department of Social Services, 599 P.2d 374
(Col. 1979) , the Colorado Supreme Court struck down the lengths
durauional residency requirement of that state"s old age pension
program, and held that the program provided basic necessities cf
life. The state argued, unsuccessfully, that 1its program was
more akin to an income supplement, rather 7~han a form of welfare.
The court, however, ruled that because the size of the pension
was a Tfunction of the applicant™s other income, a 30-day
residency requirement was required:

[The state attempt[s] to avoid the strict
scrutiny - compelling state interest tesc mandated
by Shapiro by characterizing the old age pension
program as an fannuity.-” However, unlike true
annuity or pension programs which are unaffected

by s recipient®s other income] the old age pension
benefit is directly and proportionately reduced by

the amount of other income. Thus, the
characterization of the old age pension program as
an "annuity” puts form over substance and

-12-



disregards the nature of the program, which 1is to
fulfill basic needs and not to supplement separate
income.

599 P.2d at 879. Emphasis added.

The means test proposal has been defended because of 1its
high 1income 1limits. This does make the program different from
that 1involved in Jeffrey, and the committee agrees that this
defense could be made 1in good faith. To the committee, however,
that is not enough. Early in the committee®s deliberations, the
committee agreed to develop a proposal which would avoid serious
new constitutional issues and the threat of continued litigation.
While any legislation which treats some people differently than
others may result in litigation, the means test proposal raises a
serious and substantial residency discrimination issue, and
therefore does not meet the committee®s goal. 7/

For these reasons, the committee does not believe that the

means rest proposal is a viable alternative to the existing ALB

program.

The committee was also aware of the "stair-stepping
approach,”™ under which the ALB program 1is slowly phased our
through an annual increase in the eligibility age. Under

legislation which passed the House of Representatives during the

7/ Additionally, it should be noted that the issue will become
more serious in future years. This 1is because while the 1income
level is high at the outset, it shrinks dramatically, and in real
value falls below the state®s existing poverty level in the vear
2008.
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previous legislature, the eligibility age would begin to rise
above 65 1in 1991. Although no "stairstepping”™ proposal was ever
advanced by anyone for formal committee review or action, the
committee is aware of some continued 1interest in developing this
concept outside of this committee"s deliberations. The proposal
thus warrants some comment.

First, the tern "stairstepping”™ 1is a misnomer, since it
connotes a gradual phasing out of the ALB program. In truth, the
stairstepping approach causes the most abrupt program termination
of any option considered, and also results 1in the most severe
discrimination between groups of Alaskans. Under the
stairstepping approach, if a person was born on or before June
3C, 1925, the state would pay him or her $250 per month for life.
For persons born on July 1, 1925 and thereafter, the stace woulc
pay nothing. And, it 1is irrelevant whether that person 1is now an
Alaskan. A current non-resident who 1is now 62 would receive
$250/month when he or she moved to Alaska, while a current
59-year old Alaskan would receive nothing. Thereis thus nothing
gradual, or "stairstepped,™ about this process.

The stairstepping approach would be more expensive than the
committee bill, 8/ and much of this added expense would be born
after the turn of the century when the state can least afford it.

See Section 12. Yet, despite its high cost, stairstepping would

8/ Assuming, of course, that the two had similar provisions
dealing with the erosion of the real value of the bonus.

-14-



benefit fewer Alaskans. For example, some have assumed that
participation 1in the annuity program 1is necessary 1in order for
future elderly to benefit from the committee bill. This 1is not
true. Under stairstepping, a person turning 65 1in 1991 would
receive no ALB whatsoever, while that same person would receive a
1991 ALB of $222.61 under the committee bill, even if that person
had never participated in the annuity program. Thus, for similar
total <costs, and substantially lower 2lst century costs, the
committee bill extends the benefits or the ALB program to many
more Alaskans.

Most fundamentally, the committee believes that there 1is a
need for future state participation in the building of retirement
security that 1is not recognized 1in the stairstepping approach
standing alone. Apart from the ALB, the principal form cf
non-need based assistance 1is, of course, Social Security. Yet
Alaska®s elderly receive the same Social Security payments as
those who reside where the <cost of living 1is much lower.
Moreover, Alaska has a uniquely high percentage of elderly who
are ineligible for Social Security because of a lack of
wage-earning history. Thus, in one area of the state --
Northwest Alaska -- 66% of the region"s elderly reported the ALB
as their principal source of 1income.

As oil revenues decline, and economic activity in the state
becomes more uncertain, it is entirely possible that the state’s

future elderly will find themselves iIn a more precarious position
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than today. And, at that point, the state -- for these same
economic reasons -- may be unable to help.

One obvious 1impact of abolishing the ALB program through
"stair-stepping™ 1is an increased Old Age Assistance case load.
Certainly, when those near the poverty line are denied $250 per
month, they will simply turn to the welfare system, and the state
will realize no net saving. Moreover, and as discussed
previously, many ALB recipients who are apparently eligible for
OAA and Medicaid have in fact not applied for these benefits.
Over the years, the ALB program has been defended on the ground
that 1t has enabled many Alaskan elderly to remain off the
welfare roles. Statistics bear this out, indicating that many of
those ALB recipients who are eligible for OAA and Medicaid have
been able to remain off these program; because of the bonus.

For these reasons, stair-stepping by icseli 1is also net
being recommended to the legislature.

On the other hand, the principal advantage of
"stair-stepping” 1is the protection which it affords those who are
currently on the ALB program, and who have come to rely on both
the Longevity Bonus and the permanent fund dividend to sustain
themselves; The committee <concluded that forcing Alaska's
existing elderly to forego their Permanent Fund Dividend in order
to assure continued receipt of the "target™ Longevity Bonus might
work a hardship on these older Alaskans. As a result, the
committee decided to include in the bill a so-called

"grandfathering”™ provision which allows those reaching age 65

-16-



before 1986 to take their Permanent Fund Dividend 1in cash and
still receive a full Longevity Bonus for the remainder of their
lives. The committee legislation, then, 1is intended to blend the
most salutory aspects of both an annuity approach and
"stair-stepping.”

The virtue of an annuity approach 1is that it enables the
state and each 1individual Alaskan to set aside funds now for
those perhaps more difficult vyears ahead. It is a progranm
designed to substitute private thrift for public largesse. The
committee also believes that the permanent fund dividend 1is an
appropriate source of funds for the annuity program. The purpose
of the annuity program is much Ilike the purpose of the permanent
fund itself. Moreover, one purpose of the dividend program -- to
give each Alaskan a stake in the management of the permanent
fund -- will be enhanced if Alaskans®™ retirement security 1is at

least in part dependent on wise stewardship of that func.

Major Features.
1. Front-loading. The committee envisions that

legislature may add additional sums  to individual annuity

accounts. Under "front-loading,”™ a person- will receive an
annuity account credit greater -- and perhaps substantially
greater -- than the amount of cash he or she could have received.

It is the committee"s hope that the legislature will consider

front-loading for each of the program®s first three years.

-17-
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The committee initially analyzed the annuity concept without
front-loading. Even without front-loading, annuity payments
eventually vreplace longevity bonus payments from the general
fund. Nonetheless, the committee feared that because annuity
payments were low in the early years, those Alaskans who are now
near retirement age would net participate in the program.
Moreover, general fund contributions did not begin to see
significant reductions for about 10 years.

Front-loading provides a substantial incentive to
individuals to forego 1immediate <cash in favor of retirement
security. While it costs more 1in the initial years, that cost is
incurred in years in which oil revenues are expected to remain
high. Moreover, general fund contributions tothe ALB program
taper off rapidly. In other words, because front-loading causes
the maximum possible annuity payment to increase, residual
longevity bonus payments decrease more vrapidly. Thus, dollars
invested in early years through front-loading result m a
decrease in general fund obligations 1in later years.

Under the committee bill, substantial front-loading now
would actually result in a net savings over thelife of the ALB
program -- at Jleast 1in nominal dollars. Thus, 1f $79 million
were appropriated for front-loading over the next three years,
that 1investment would result 1in a return of$82.million in
reduced ALB payments over the next 25 years. In constant 1986
dollars, the ultimate cost of investing $79 million now is $30

million.
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Additionally, front-loading serves other important purposes
which the committee believes warrant the cost in constant
dollars:

(1) The committee bill will work only if Alaskans
participate. If they do not, Alaska®"s future elderly may still
place demands on the general fund; and

(2) A premium may fairly be placed on the current
availability of funds. If $1.00 of general funds front-loaded
now returns 75c¢c (in constant dollars) years hence, the fact that
the general fund has that $1.00 now, but may not have the 75c
later, 1is of some relevance.

Whether front-loading extends beyond the three-year period
envisioned by the committee depends on the availability of funds,
detual participation rates, and the projected rate ox return cn
subsequent front-loading investments. If front-loading has
succeeded 1in creating substantial participation, continuation
would seem wunnecessary, since those Alaskans already 1in the
annuity program would be wunlikely to drop out. On the other
hand, if participation 1is low, the Jlegislature may wish no
consider inducements other than front-loading.

The committee settled on a front-loading concept weighted in

favor of older Alaskans. Several other options were also
considered. The first was a per-capita contribution made to each
Alaskan who <chose an annuity credit. Under this option, the

annuity accounts of those near retirement age did not increase

enough to substantially increase the "maximum possible annuity."”



Thus, it did not significantly reduce Jlong-term general fund
obligations. Nor did it satisfy the goal of providing the
greatest incentives to those who may need them most.

To better accomplish this goal, the committee next
considered a straight $10 incremental increase in front-loading
based on age: that 1is, participants would receive $10 for each
year that they were older than age 17 -- up to age 65. 9] This
option produced a better result in terms of reduced general fund
obligations, but it still did not increase annuity payments iast
enough to be a significant incentive -- to older Alaskans in
particular -- to participate in the progranm.

Finally, projections were run on the option embodied 1in the
bill: persons 18-34 vyears old would receive a base amount of
front-loading in addition tothe dividend -- for example, $50.
Those over 34 would receive a percentage increase (for example,
10%) tor each year of age over 34, up to age 65.Under this
option, Tfront-loading 1increases on a curve rather than a straight
line -- 1increasing dramatically as an individual approaches age
65. Thus, a $50 base with 10% peryear increases results in a 34
year old receiving $50, a 50year old $211, and a 64 year old
approximately $800.

The incentive to join the program, then, increases

dramatically as retirement age approaches. It is this aspect

9/ Thus, an 18 year old would receive $10, a 38 year old $210,
and a 65 year old $480.
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which 1is most appealing to the committee, for the following
reasons:

First, older Alaskans are most 1in need of 1incentives to
participate. Because initial annuitypayments are small, many
may be tempted to take a cash paymentwhich 1is larger than the
annual annuity which it will yield. Then, years later, that
person will suffer materially reducedbenefits because of that
short-sighted decision. On the other hand, younger Alaskans need
not participate in the program every year in order to build a
sizeable annuity. Based wupon projections available to the
committee, a 47 year old (in 1986) would be required to
participate every year 1in order to achieve the target annuity
when he reaches 65 in the year 2004 -- the year the ALB program
disappears. Recognizing that financial circumstances may require
a cash election in some years, and that some 1individuals may be
ineligible for a dividend in some years, the committee concluded
that additional 1incentives are appropriate beginning at age 35 in
order to help ensure that the maximum possible number of Alaskans
will achieve the target annuity.

Second, while older Alaskans will receive more at the
outset, the front-loading given younger Alaskans will be invested
for a longer period of time. To the extent that the percentage
differential 1is commensurate with account earnings, the eventual

return to both old and young will be quite similar.

-21-



Finally, this option actually costs less 1in front-loading
dollars than the straight Jline approach -- even though the
now-elderly receive larger amounts.

Two additional points regarding front-loading warrant note.
First, and as discussed earlier, under the committee bill those

who reach age 65 before 1986 do not participate in the annuity

program because they are guaranteed afull longevity bonus for
life. As a result, in 1985, there will be no front-loading for
any individual over the age of 64. In future years, the
incremental increase in front-loadingwill end at age 65, and

those over age 65 will receive the same amount of front-loading
as a 65-year-old.

Second, the committee bill envisions that the source of
front-loading funds may be the earnings of the undistributed
income account of the Alaska permanent fund. In past vyears,
permanent fund earnings have exceeded the amount necessary to pay
dividends and inflation-proof the fund 1itself. The resulting
surplus comprises the undistributed income account, which has a
current balance of $557 million. That account itself yields
annual earnings which are greater than that necessary to provide
front-loading, and which are available for appropriation.

The committee concluded that these earnings are an
appropriate source of funds for front-loading for one obvious
reason: as with the basic structure of the annuity program
itself, this aspect of the bill will devote current permanent

fund earnings in a manner which will substantially decrease
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general fund obligations in later and perhaps leaner years. Once
again, however, only earnings are involved. It must be stressed
that nothing in the committee bill 1in any way 1impairs the
integrity of the permanent fund itself.

2. The 3% Escalator.

Since the beginning of the ALB program in 1972, the original
$100 payment has been periodically increased to its current $250
limit. While that increase seems large, it has, in fact, roughly
kept pace with inflation. If the ALB 1is retained, the committee
believes that it 1is unreasonable to assume that no increase 1in
the ALB will ever be made. The persistent erosion in the real
value of the ALB would at some point become so severe that relief
would be necessary. For example, assuming a 64 inflation rate, a
$250 ALB now will be worth only $104 in 15 years.

There are two ways of dealing with the gradual erosion of
the value of the ALB. The first 1is to leave the problem to
future legislatures. The second 1is the approach taken 1in the
committee bill, which provides a modest 3% annual adjustment
intended not to precisely keep pace with inflation, but rather to
provide certainty in the amount of the payment.

3. Administrative Costs of the Program. The committee
bill provides that the legislature may appropriate funds from the

annuity account to pay the administrative costs of the annuity
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program. 10/ Thus, the costs cf the program will be borne by the
annuity participants, whether the funds are privately placed or
not.

The bill states that administrative costs will be "equitably
allocated™ among annuity accounts; it is the committee ™ intent
that an equitable allocation will take into account such factors
as numbers of participants, age, and relative account balances.

4. Choice of Benefits. Most annuity programs offer
participants a choice of options, such as joint and survivor
benefits. The primary reason for survivor benefits in employment
annuity programs 1is that among married couples there 1is often
only one wage -earner. Survivor benefits are thus available to
insure that the dependent spouse 1is not left without 1income.
Since the annuity program 1is available to both spouses, just as
is the present longevity bonus program, the committee opted for
simplicity and did not include a choice of benefits. 11/

5. Setting the Amount of the Longevity Bonus Payment.
Section 8 of the bill provides that the longevity bonus payment
-- for those who have not reached 65 before 1986 -- is determined

by deducting from that payment the maximum possible annuity

10/ If the states <chooses to place the funds with private
carriers, any costs shifted to the carrier under the contract
would also be paid from the annuity accounts.

11/ A death benefit for those who die prior to reaching age 65
has been included in the Senate State Affairs Committee
substitute for SB 56.
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available to a person who turns 65 in the year 1in question. The
bill uses the annuity available to a 65-year-old because that
annuity is the smallest available (among those who have received
the maximum possible credits). A 75-year-old with the identical
contribution of a 65-year-old will receive a larger annuity
because his life expectancy 1is shorter, and his capital will be
returned faster. Thus, some Alaskans will receive more than the
target amount during the early years of the program, and no
elderly Alaskans (with full participation) will receive less.

6. Residency Questions. The bDbill has no residency re—
quirements for receipt of annuity payments. Permanent fund
dividends are, of course, only available to A.laska residents --
so that an individual must be an Alaskan to contribute to an
annuity account. 12/

7. Federal Income Tax Considerations. Currently, both the
permanent fund dividend, and the ALB, are taxable as ordinary
income under the Internal Revenue Code. The committee engaged
tax counsel to determine whether the vresult would be any
different under the committee bill. Specifically, the committee
asked whether a person will be taxable on the cash he could have
received as a dividend even though, under the new program, he is
only credited with the right to receive a future annuity from the

state. Counsel advised the committee that, because the annuity

12/ The longevity bonus program will still require that an
individual be a one-year resident to receive a bonus.
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program is unique, there 1is no legal precedent which provides a
definite answer.

Based on analogous federal tax authorities, tax counsel
believes that a crucial factor in determining whether or not an
Alaskan receiving an annuity credit will avoid current federal
income taxation is the amount with which the legislature
"front-loads™ the annuity credit 1in the year the credit Iis
granted. If the legislature provides a substantial front-load to
the annuity credit for a particular year, an Alaskan receiving a
credit that year should not be subject to tax wuntil annuity
payments are actually made on retirement. However, if the
legislature provides little or no front-loading 1in a particular
year, there would be a substantial risk that those receiving
annuity credits would be taxable 1immediately on the amount cl
cash they could have elected in lieu of the credit.

Tax counsel also advised the committee that available
precedent does not provide firm guidance on the minimum
front-load necessary to support deferred tax treatment of annuity
credits. There i1s an example in the [IRS regulations which
suggest that a front-load of 25% or more of the annuity credit
would be sufficient; however, tax counsel believes that a lesser
amount may suffice. Because of this wuncertainty, tax counsel
suggests that if the committee proposal 1is enacted, 1t wtoulq be
in the state®"s best interest to obtain an advance ruling from the

Internal Revenue Service on irhe question.
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The uncertainty surrounding the tax status of annuity
credits, and the substantial risk of taxability when
front-loading ends, did not weigh heavily 1in the committee®s
recommendation. This is because, at worst, Alaskans would be
required to pay taxes onthe amount of the dividend just as they
do now. Moreover, the committee saw 1its job as finding an
alternative to the ALB program which met the basic goals
expressed in this report. It was not charged with simply finding
a tax shelter.

Finally, apart from the potential taxability of a permanent
fund dividend credited to an annuity account, two favorable tax
aspects of the committee proposal should be mentioned:

1, AIl interest income credited to indiviudal annuity
accounts would, under currexit IRS regulations, be taxable only as
it is paid out after reaching age 65; and

2. Front-loading credits would not be currently taxable.

8 . Annuity Credits Are Not a Vested Right. The committee
bill provides that an individual does not receive a vested or
property right to an annuity payment until that payment 1is made.
Funds must be appropriated annually by the legislature from the
annuity account to make annuity payments. Although the clear
legislative intent of the bill is to provide annuity payments to
these who have participated in the program, the committee bill
neither binds future legislatures nor creates a dedicated fund.
Thus, the Ilegislature may legally appropriate annuity funds for

any public purpose. An individual®s right to an annuity payment
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prior to dispersal is an unfunded, wunsecured promise of the
state. Thus, a future annuitant 1is 1in no better legal position
than any unsecured creditor of the state.

As a result, the bill is silent with reg"rd to the
garnishment of annuity credits. Prior to annuity payments, there
is nothing to garnish or attach, nor anything that can properly
be regarded as "income"™ or an "asset."

9. Protection of Alaska®s Existing Elderly. As
previously, persons who reach the age of 65 before 1986 will not
be required to forego their permanent fund dividend in order to
receive a $250 per month Longevity Bonus, inflated 3% annually.
The committee decided to integrate this aspect of
"stair-stepping”™ because it concluded that many retired Alaskans
have come to rely wupon both the ALB and the permanent fund
dividend, and -- since they are now retired -- would be unable to
make adequate arrangements to mitigate the 1impact of an abrupt
denial (or reduction) 1in either payment.

Under last session®"s House bill, those who had reached the
age of 6f£ before 1986 would have received a full ALB for Ilife,
although the amount of that bonus would not be increased 1in
future years. The committee considered and rejected the option

of extending this protection to 60-year-olds for three reasons:

1. Assuming a retirement age of 65, those under that age

wil-L have 1-5 years to make necessary arrangements to accommodate
either the loss of a cash dividend, or incremental reductions ir.

the ALB payment. Current retirees, on the other hand, have
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little or no ability to alter their financial condition. Thus,
while any age group might be said to have some "expectancy"™ to
both an ALBand a cash dividend, that "expectancy” is more
immediate, and more critical, for existing retirees;

2. Exempting 60-year-olds from the ALB reduction of the

committee bill would not simply postpone the inevitable financial

disparity between two groups of Alaskans -- it would aggravate
it. Under the House bill, the first reduction in payments would
occur in 1991. Because of the growth 1in the "maximum possible

annuity™ by that time, the initialdifference in monthly ALB
payments between an exempt recipient, anda non-exempt recipient
who did notforego his dividend, would be $67.21 per month.
Conversely, under the committee bill, differential payments will
begin in 1986, and will initially be $11.92 per month. The
committee felt **hat 1if some smaller differential were felt
immediately, the need to begin participation in the program now
would be more apparent to non-exempt recipients. In other words,
immediate "stair-stepping™ may well encourage higher annuity
participation, which in turn will reduce the actual differential
treatment between exempt and non-exempt recipients; and

3. The ALB program cannot go on forever. Indeed, it has
been a goal of the committee to develop a proposal whicn phases
out general fund obligations near the turn of the century -- when
oil revenues are predicted to dramatically decline. If the bill
were to protect existing 60-year-olds, the committee projects

that the state would still be making general fund ALB payments of
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$74.9 million 1in the year 2000, and general fund obligations
would not end wuntil the vyear 2029. Moreover, extending the
bill"s protection to 60-year-olds would cost an additional $330
million over the life of the program. In drawing the necessary
dividing line between those who can continue to receive the full
benefits of existing law, and these who cannot, economic
feasibility plays an appropriate role. For the reasons
above-stated, the committee believes that the line is best dram
at age 65.

10. Possible Participation Rates. The committee attempted
to estimate likely participation rates for the legislation®s
annuity progranm. Currently, participation rates in certain
voluntary employee retirement plans exceed 50%. There are,
however, differences between those plans, and the annuity program
established by the committee®s bill. Under most employee plans,
contributed funds can be withdrawn upon termination, or in case
of substantial hardship. Under the committee bill, however, no
benefits can accrue until retirement. Additionally, high
participation vrates in employee plans are, in large part, a
function of intensive educational efforts which cannot Dbe
duplicated on a statewide basis -- particularly 1in Alaska.
Finally, participation rates for employee plans may be irrelevant
in predicting participation by the jobless and very poor.

On the other hand, with front loading, matching
contributions which participants receive may be, at least for

older Alaskans, substantially more than typical matching payments
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by employers. Additionally, under any employee plan, an employee
must dedicate a portion of his or her regular monthly salary --
each dollar of which may already have been budgeted for regular
family needs. The permanent fund dividend, on the other hand, 1is
an irregular source of income which (for some Alaskans) 1is not a
component of the regular family budget, and hence more readily
disposable.

Given these differences, and the wunique nature of the
annuity program established by this bill, the committee does not
believe that any meaningful projection, or even range of
projections, can be provided.

If participation rates are very high, by the year 2003 state
0Old Age Assistance payments may be substantially decreased.
Indeed, it is conceivable that a successful annuity program could
virtually eliminate the need for old age welfare payments. For
example, by the year 2010, every elderly Alaskan who has fully
participated in the program will be receiving a monthly annuity
of $1,047.88.

On the other hand, 1if participation 1is very low, the state
may experience 1increased old age assistance obligations as the
residual longevity bonus phases out.

The only way to guard against future increases in O0AA

clientele 1is either to maintain the existing ALB program -- an
option which the committee believes 1is cost-prohibitive -- or
convert the ALB 1itself into a form of welfare. Other options

studied (including stairstepping) would not simply threaten, but
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inevitably lead to higher OAA obligations. The committee bill,
on the other hand, offers Alaska®"s future elderly at least the
opportunity to ultimately avoid the need for OAA assistance -- an
opportunity which at least some Alaskans will accept. In other
words, even with modest levels of participation, the result would
be better than under "stair-stepping.”

11. Impact Upon Eligibility For O0ld Age Assistance
Medicaid.

If an elderly Alaskan earns $586 or less per month, he or
she 1is eligible to receive federal Supplemental Security Income
and/or state 0ld Age Assistance. There are currently some 2,450
elderly receiving this assistance, and the average benefit is
$240 per month.

Elderly who are eligible for OAA are also eligible for
Medicaid. Medicaid benefits are accessed by almost half of the
OAA recipients, and the average non-nursing home benefit is
$2,500 per year

If an elderly Alaskan earns less than $900 per month, he or
she is eligible for nursing home benefits under Medicaid. These
benefits are substantial -- averaging $135 per day, or $50,000
per year for each individual.

Until 1984, and by virtue of a specific exclusion in federal
law, ALB payments did not count as "income" in determining
eligibility for SSI or Medicaid. See 42 U.s.C.

81982a(b)(2)(B). However, when the ALB program was changed 1in
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1984, Congress also amended the exclusion to protect only those

who:

1. are 65 years of age on or before September 30, 1985;
and

2. have 25 years of continuous residency in Alaska by that
date.

This change in federal law has had the following effect on
the SSI, OAA and Medicaid eligibility in Alaska:

1. Some 750 currentrecipients of OAA will experience b
loss orreduction inbenefits because they are now eligible to
receive the ALB, but fall outside the amended federal exclusion.
These individuals have not, however, suffered a net loss iIn cash
benefits, since ALB payments have merely replaced previous
OAA/SS1 payments. While these individuals are the subject of
discrimination, since they cannot retain both their ALB and their
previous OAA/SSI Dbenefits (as can long-time Alaskans), that
discrimination 1is solely the product of federal law. If the
state undertook to cure this discrimination by replacing Ilost

federal SSI benefits, $1.4 million would be required for FY 1986.

2. Some 314 of the 750 affected OAA/SSI recipients will
also lose non-nursing home Medicaid coverage -- a benefit which
averages $2,500 per year. This 1is a substantial loss which 1is
not compensated for by the ALB program. The amount of lost

federal Medicaid benefits to these 314 individuals is only
$413,847 for FY 1986. The state could therefore compenscit e for

these lost federal benefits at relatively small cost.
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3. The most substantial impact of the recent federal
change 1is upon nursing home patients. 36 elderly Alaskans who
are currently 1in nursing homes may Jlose their Medicaid nursing
home coverage as a result of this change. To pay these
individuals® nursing home costs entirely through state funds
would require a $720,000 additional appropriation in FY 1986.

The committee bill neither alleviates nor aggrevates the
problems associated with OAA/SSI benefit reductions, or
reductions in non-nursing home Medicaid payments. Unless the
legislature were to adopt a needs-based ALB program, virtually
any option which the Jlegislature might chose would Jleave the
affected elderly in the same position as under current law. 13/

The <committee proposal would, however, probably benefit
existing nursing home residents. Under the bill, persons
residing 1in a nursing home are ineligible to receive the ALB.
This exclusion, the committee believes, 1is consistent with and
furthers the intent of the ALB progranm. Its effect is to benef-"t
existing nursing home residents who will lose access to the S250
a month ALB, but at the same time will retain their eligibility

for $50,000 per year nursing home payments.

13/ Under current federal law, payments which are predicated on
need are not counted as "income™ for federal assistance purposes.
Thus, the means test proposal discussed earlier may avoid the
problems discussed 1in this section -- assuming that federal
officials were willing to treat a $25,000 income limit as truely
differentiating the "needy"” from the "non-needy."
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12. Costs of Various ALB Alternatives. The committee
estimated the costs of various alternatives. Although population

figures (and hence program costs) in future years are difficult

to predict, several of the alternatives studied -- including the
stair-stepping approach and the means test proposal -- envision
general fund expenditures well 1into the next century. The

committee felt that it was particularly important to at least
estimate costs beyond the year 2000 for two reasons.
First, it has been a goal of the committee to develop a

program which phases out general obligations after the turn of

the cencury -- when oil revenues are projected to dramatically
decline. Estimating post-2000 expenditures 1is thus particularly
important.

Second, some options envision higher immediate investment in

return for Ilower 1long teim obligations. Others involve smaller
near-term expenditures -- an attribute which 1is paid for 1in the
years to conme. A fair comparison, then, <can only be made by

looking at total expenditures over the life of each alternative.
Chart 1 indicates the costs of making continued ALB payments
under four alternatives. This chart assumes that -- whatever
program is chosen -- an escalation in the ALB payment will be
made as the years go by. As the chart indicates, the cost of
continuing the current, expanded ALB program is prohibitive. The
second option, the "Annuity Program,"” reflects the committee bill

without grandfathering Alaska®™s existing elderly. Under this
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option, in order to receive the target amount, existing elderly

would be required to forego their permanent fund dividends.

The third option -- the "Annuity Progranm w/1986
Stairstep” -- reflects the ALB <costs of the committee bill
itself. The "Stairstep"” approach refers to last session®"s

legislation, which would begin stair-stepping in FY 1991.
Finally, projections on the means test proposal which assume
escalation have not been run.

Assuming that the [legislature provides a 31 per annum
increase in the ALB payment, the ALB <costs of the options
considered are as follows:

Chart 1

ALB COSTS THROUGH 2034
WITH 3Z ESCALATOR (in millions)

Nominal $ Constant $ Present
Value 14/
Current Law 13,087 2,501 .1,393
Annuity Program 964 605 496
Annuity Program
w/1986 Stairstep 1,290 735 584

Stairstep 1,455 745 577
Means Test N/A N/A N/A
14/ The term “"Nominal $" is self-explanatory. The term
Constant $" vrefers to <costs expressed in 19S6 dollars
assuming 6% annual inflation. The term "Present Value"™ refers to

the amount of money which, 1if 1invested now, would endow the
various options through the duration of each.
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Conversely, 1if the legislature held the amount of the ALB
constant over the years instead of providing a regulator

escalator, the ALB costs of the option would be:

Chart 2

ALB COSTS THROUGH FY 2034
WITHOUT ESCALATION (in millions)

Nominal $ Constant $ Present Value
Current Law 5,419 1,391 880
Annuity Program 619 432 369
Annuity Program
w/1986 Stairstep 864 539 444
Stairstep 1,040 586 470
Means Test 3,199 945.9 634.5

In addition to the general fund costs of (1) continuing the
current ALB  for existing recipients, and (2) providing a
gradually reduced ALB for new recipients, the <c.onmictee bill
envisions that individual annuity accounts will be "front loaded"”
with funds drawn from the earnings of the undistributed income
account of the Alaska permanent fund.

Estimating the costs of "front loading™ 1is a three step
process. First, the committee assumed that the legislature would
provide sufficient front loading to allow those 35 and younger to
receive a $50 base supplement, and thoseover 35 to receive a
supplement which is ircreased 10% for each year of age up to 65.
Second, the committee assumed that participation rates would be
very low in younger Alaskans, and extremely high for those older
Alaskans receiving the greatest front-loading. The cost of

"front load payments"™ under those assumptions -- with and without
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the grandfathering of existing recipients are reflected 1in
Chart 3.

Finally, the effect offront loading 1is to more rapidly
reduce the "target™  ALB, and hence reduce general fund
obligations. Thus, the net costof any front loading must be

offset by "ALB savings,”"™ which are also reflected in Chart 3:

Chart 3

EFFECT OF 3-YEAR FRONT LOADING
(in millions)

Nominal $ Constant $ Present Value

Annuity Program (3% Esc.)

Front-Load Payments 113 101 96
(ALB Savings) (126) (69) (31)
Net Cost (Savings) (13) 32 65

Annuity Program (No Esc.)

Front-Load Payments 113 101 96
(ALB Savings) (9D) (57) (46)
Net Cost (Savings) 22 44 5C

Annuity & 1986 Stairstep (3% Esc.)

Front-Load Payments 79 71 67
(ALB Savings) (82) (41) (3D)
Net Cost (Savings) ) 30 36

Annuity & 1986 Stairstep (No Esc.)

Front-Load Payments 79 71 56
(ALB Savings) (56) (30) (23)
Net Cost Savings 23 41 44

The net costs (or savings) of front loading for any
particular program can then be added (or subtracted) from the

appropriate column of Charts 1-2. From that exercise, it 1is
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apparent that front loading does not materially affect the cost
ranking of any of the options considered.

Finally, under stair-stepping, <" .se who do not reach age 65
by FY 1990 will receive no longevity bonus. 0Of those who are
denied the bonus 1in the future, a portion will apply for state
Old \ge Assistance. As noted previously, a number of current ALB
recipients are apparently eligible for OAA and Medicaid but have
not applied because of the bonus. There 1is thus a segment of
Alaska®s elderly who are now eligible for OAA and Medicaid, and
who might apply for benefits under those programs if the ALB were
denied.

It is difficult to predict the number of elderly who would
actually turn to state welfare assistance 1if and when the ALE
program were terminated. Currently, one out of -every 2.65
income-eligible ALB recipients actually applies for O0AA. Under
the "moderate low" scenario of Chart 4, one half of those elderly
would apply for OAA. Under the "moderate high™ scenario,
two-thirds of the eligible elderly would apply for assistance
once the bonus program were terminated. Cumulative costs, 15/
in increased OAA and Medicaid benefits, through the year 2010

under these two scenarios are as TfTollows:

15/ The cost estimates in Chart 4 should be viewed as
substantially eqivalent to <constant 1986 dollar estimates.
Although they are technically nominal dollars, they assume no
increase in OAA or Medicaid benefits as the years go by. IT one
assumes that OAA and Medicaid benefits keep close pace with
inflation, these estimates would then better reflect constant

-39-



Chart 4

INCREASED OAA/MEDICAID COSTS THROUGH 2010
(in millions)

Moderate Low Moderate High
81.3 150.2

It 1s possible that 1increased OAA costs would also result
from the committee bDbill. Although, wunder the bill, the ALB 1is
gradually phased out, rather than abruptly terminated, those new
elderly who have not participated 1in the annuity program nay
eventually find themselves 1in need of welfare assistance. The
degree of that problem, of course, 1is a function of participation
rates -- which are difficult to determine. However, because --
under the committee bill -- the ALB is phased cut, rather than
abruptly terminated, 16/ and because a portion of Alaska"s
population will participate in the annuity program, the committee
believes that -- even with low participation rates -- the impact
of the bill jld age assistance programs is likely to be less
severe than under the stairstepping approach.

Finally, the committee looked at the cost of various options

cter 19S9. As noted previously, it has been a goal of the

dollar costs.

1->/  Thus under stairstepping, a person turning 65 in 1991 would

receive no ALB whatsoever. On the other hand, under the
committee bDbill, a person turning 65 1in 1991, and who has not
participated in the annuity program, will still receive a

longevity bonus of $222.61 per month.
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committee to develop a longevity bonus program in which general
fund obligations would be minimized as oil revenues declined.
Chart 5 indicates the <cost of stairstepping, the means test
proposal and the annuity program with and without stairstepping,

which would be incurred in the 21st century:

Chart 5
COSTS INCURRED AFTER YEAR 199?
(in millions: Nominal $)

3% Escalation
Annuity Program 69.9
Annuity Program

w/1986 Stairstep 285.3
Stairstep 588.3
Means Test N/A
No Escalation
Annuity Program 0
Annuity Program

w/1986 Stairstep 128.A
Stairstep 291
Means Test 2,486.2

The Benefit Concept®s Proposal

The committee 1investigated an approach proposed by Benefit
Concepts, 1Inc. and Kidder Peabody & Co., Inc. The proposal is
essentially an 1investment program for endowing the longevity
bonus program. That is, a substantial 1investment (approximately
$350 million) would be made in the initial years of the program,

and the return from that investment is estimated to be sufficient
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to make the declining longevity bonus payments required under the
committee®s annuity approach. 17/

Benefit Concepts proposes that thestate 1invest 1in single
premium whole Ilife insurance policies (SPL"s) taken out on
Alaska®™s elderly. The state would be the owner and beneficiary
of the policies. Benefit Concepts®™ projections indicate that
this type of investment would be superior to other options which
they believe would be appropriate for such an investment plan,
such as guaranteed investment contracts (GIC"s), corporate bends
or government securities.

The Benefit Concepts proposal was analyzed by the actuarial
firm of Johnson & Higgins at the committee™s request. That firm
concluded that (1) the costs of the program may be understated
when compared with data used by OMB (see footnote); (2) shouic
the state consider "endowing" the ALB program, it should not

limit 1its choices to the 1low risk alternativesconsidered by

17/ Subject to available funds, the state could "endow™ ®€,ny
program by 1investing enough cash to produce the revenue to pay
the costs of the program. Indeed, the concept of ““endowment™ 1is
implicit in the "present value™ calculations made by the Office
of Management and Budget for the Jlongevity bonus alternatives

analyzed. Two points deserve attention. First, in order to
avoid dedicated fund problems, the income from any such
investment would be deposited in the general fund, and subject to
annual appropriation to pay program costs. Second, the

assumptions used by Benefits Concepts in making their cost
estimates differ in two iImportant respects from the assumptions
used by OMB. Benefit Concepts wused different population
projections, and assumed a different interest environment. Both
these differences wunderstate the <cost of their proposal when
compared with programs using OMB estimates. The committee,
therefore, cautions against direct cost comparisons.
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Benefit Concepts, but should also examine other investment
options; and (3) the primary advantage of the SPL approach over
other low risk investments is the substantial tax advantage
available to some 1insurance companies 1in providing this type of
policy. These tax advantages are under scrutiny by the federal
Treasury Department, and could well be eliminated through
revisions to the Internal Revenue Code in the near future. It
would be likely that an insurance company would insist on passing
any tax changes through to the policy holder, thus removing the
advantage of this type of investment.

The committee is wunable to make a firm vrecommendation
regarding this proposal to the legislature but believes that the
concept may warrant further consideration by the state’s

financial experts.

The Alaska Pioneers®™ Home

On July 30, 1984, Governor Sheffield requested the committee
to consider expanding 1its inquiry to include Alaska®s Pioneers™
Home Program. Because of time constraints, and the fact that the
committee developed an alternative to the ALB program which has
no application to the Pioneers®™ Home, the committee was unable to
consider alternatives to this program in any depth.

The committee, however, shares Governor Sheffield®"s concerns
over the progranm. Under AS 47.25.030, an individual must have

resided in Alaska for 15 consecutive years, or 30 total years, in
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order to be eligible for admission to the homes. Plainly, that
requirement raises substantial constitutional questions.

To date, no one has filed suit over the Pioneers™ Home
eligibility requirements. It is this committee™s recommendation
that the legislature develop and consider alternatives to the
existing residency requirements during this session. The
pressure and tension created by the Vest litigation has made it
more difficult, over the past 2% years, to develop a sound
replacement for the ALB program. That experience need not, and
should not be repeated for the Pioneers®™ Homes.

One alternative for replacing the current residency
requirements warrants note. The 1legislature may wish to develop
a point system that would determine eligibility for Pioneers”
Home admission based upon the hardship that would be suffered if
the applicant were forced to seek housing out of state. Location
of home, family and friends would all be relevant to assessing
that hardship; yet hard and fast vresidency rules would be

avoided.
Conclusion

The undersigned members of the committee respectfully

recommend that the legislature <consider and enact the annuity
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JAN 1 2 1985

IN THE BY

BILL NO.
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: ""An Act amending the longevity bonus program and the
permanent fund dividend program in order to establish
an annuity program; and providing for an effective
date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA;
* Section 1. FINDINGS AND PURPOSE. The legislature finds and declares
that

(1) it is in the public interest to continue the longevity bonus
program. However, as oil reserves decline over the years, it will become
increasingly difficult to provide the benefits of the longevity bonus
program through the general fund. As a result, that program must be phased
out over the years;

(2) it is appropriate that individuals save for their own retire—
ment, and it is also appropriate that the state establish both means and
incentives for Alaska residents to set aside retirement funds. According—
ly, it is a purpose of this legislation to create an annuity program, and
to encourage Alaskans to participate in that program by authorizing general
fund supplements which would result in annuity payments which are larger
than an individual could earn through private investment of the permanent
fund dividend;

(B) many retired Alaskans have made their retirement plans in
reliance on the availability of both the existing longevity bonus and the
permanent fund dividend. Accordingly, the legislature finds that it is

appropriate to continue both those programs for these individuals;



(4) the moat suitable source of funds for the annuity progranm
created by this Act are those permanent fund earnings currently distributed
as dividends. This Act applies the annual permanent fund dividend of
younger Alaskans to annuity accounts unless the individual alternatively
elects to receive cash. In so doing, this Act will promote wise
stewardship of the permanent fund by giving each participant a direct
financial stake in its long-term profitability; and

(5) neither the longevity bonus program, nor the annuity progranm,
should be viewed as a form of welfare. Other state and federal programs
are available tomeet the basic necessities of life, and amounts received
by any individual under this Act are not calculated on the basis of need.

* Sec. 2. AS 43.23.005 is amended to read:
(c) A parent, guardian, or other authorized representative may
claim a permanent fund dividend on behalf of an unemancipated minor or
on behalf of an incompetent individual who 1is eligible to receive a
dividend fPAYMENT) under this section.
* Sec. 3. AS 43.23.005 is amended by adding a new subsection to read:
(@) A person who 1is eligibleto receive a permanent fund divi—
dend under this section, or who 1is authorized to claim a dividend on
behalf of another under (c) of this section, may elect to receive cash
in lieu of an annuity share. Alternatively, a person may elect to
receive not less than 25 percent of his dividend in cash and the
remainder as an annuity credit. A person exempt under AS 47.4S.0i5(b)
will automatically receive cash without the necessity of election.
* Sec. 4. AS 43.23.015 is amended to read:
Sec. 43.23.015. APPLICATION AND PROOF OF ELIGIBILITY. @) The
commissioner shill adopt regulations under the Administrative
Procedure Act (AS 44.62) establishing the process for determining the

eligibility of individuals for permanent fund dividends. The



commissioner may require an individual to provide proof of
eligibility, and the commissioner may use other information available
from other state departments or agencies to determine the eligibility
of an individual.

® The department shall prescribe and furnish an application
form for claiming a permanent fund dividend. The application must
contain a statement of eligibility and a certification of residency in
substantially the following form:

I certify that

() I am a state resident on the date of this application
and | have been a state resident for at least six months immediately
preceding the date of this application; or

() (name), the individual on whose behalf 1| am applying, is
a state resident and has been a state resident for at least six months
immediately preceding the date of this application.

I understand that a false claim of residency to obtain a
permanent fund dividend for myself or for another 1is a criminal
offense and that if convicted 1 will forfeit future permanent fund
dividends and that I will 1lose or must repay all permanent fund
dividends that have been credited or paid to me, including any accrued
interest in my annuity account. | understand that this penalty is in

addition to any criminal penalties imposed.

(signature of individual,
parent, guardian, or other
authorized representative)
© Except as provided 1in (d) of this section or as may be
provided by regulations adopted by the department, an individual must

personally sign the application for permanent fund dividends,



including the certification of residency required under (b) of this
section.

(d) The application and certification of vresidency of an
unemancipated individual under 18 years of age or of an incompetent
individual must be signed by the individual®s parent, legal guardian,
or other authorized representative.

e If a public agency claims a cash [PERMANENT FUND] dividend

on behalf of an individual wunder (i) of this section, the public
agency shall hold the divid . trust for the individual. Money
held in trust under this sui ion shall be invested by the
commissioner in accordance with J7.10.070.

(DA minor or an incompetent, individual may not maintain a

claim against the state or any officer or employee of the state based
either on the manner in which the parent, guardian, or authorized
representative other than a public agency of the state managed or
disposed of permanent fund dividends received on behalf of the minor
or incompetent, or any election made or not made on that individual®s
behalf under AS 43.23.005(d).

() If an individual is aggrieved by a decision of the
department determining the individual®s eligibility for a permanent
fund dividend or the individual®"s authority to claim a permanent fund
dividend on behalf of another, the individual may appeal that decision
to the superior court in accordance with AS 44.62.560. An appeal
under this section does not entitle the aggrieved individual to a
trial de novo. The appeal shall be based on the record of the
administrative proceeding from which appeal 1is taken and the scope of
the appeal 1is limited to matters contained in the record of the

administrative proceeding.



©) The penalty and enforcement provisions of AS 43.23.035 apply
to an individual who claims a permanent fund dividend on behalf of
another.

(i> The permanent fund dividend application form shall be pre—
pared to allow an applicant, other than a person exempt under AS
47.45.015 (b), to elect to receive c?sh in lieu of a permanent fund
dividend.

Sec. 5. AS 43.23.035 is amended to read:

Sec. 43.23.035. PENALTIES AND ENFORCEMENT. @ In addition to
any criminal penalties imposed by state law, if an individual is
convicted of a crimp in connection with a false statement made 1in a
certification required under AS 43.23.015, and the conviction is not
reversed, that individual forfeits all permanent fund dividends
credited or paid, together with any additional credits to his annuity
account and 1is not eligible for a future permanent fund dividend.

(b) IT the commissioner determines that a cash [PERMANENT FUND]
dividend should not have been claimed by or paid to an individual, the
commissioner may use all collection procedures or remedies available
for collection of taxes under this title to recover the payment of a
permanent fund dividend that was improperly made. A notice of an
improperly paid dividend must be sent to the individual within 10
years after the 1improper payment. If notice 1is not sent within the
10-year period, proceedings may not be commenced in court for recovery
of the improper payment.

©) If the commissioner determines that a permanent fund
dividend should not have been credited to an individual®s annuity
account, the commissioner may after notice and opportunity for
hearing, direct the commissioner of administration to debit the

individual®s annuity account for the amount wrongly credited. If the



credit i3 the fault of the individual, the debit must be made within
10 years. If the credit is the fault of. the state, the debit must be
made within three year3.
Sec. 6. AS 43.23.055 is amended to read:

Sec. 43.23.055. DOTIES OF THE DEPARTMENT. The department shall

(1) annually (PAY PERMANENT FUND DIVIDENDS FROM THE DIVIDEND
FUND] make payments to exempt individuals under AS 47.45.015(b) and
those who elect cashunder AS 43.23.005(d);

(2) adopt regulations under the Administrative Procedure Act
(AS 44.62) that establish procedures and time limits for claiming a
permanent fund dividend or for making election under AS 43.23.005(d);
the department shall set the time limit for applications for permanent
fund dividends so that the number of eligible applicants 1is determined
by October 1 of the year for which the dividend 1is declared and
permanent fund dividends for a year are paid before April 30 of the
year following the year;

(3) adopt regulations under the Administrative Procedure Act
(AS 44.62) that establish procedures and time limits for an individual
upon emancipation or upon reaching majority to apply for permanent
fund dividends not credited or received during minority because the
parent, guardian, or other authorized representative did not apply on
behalf of the individual; [AND]

(4) assist residents of the state, particularly in rural
areas, who because of language, disability, or inaccessibility to
public transportation need assistance to establish eligibility and to
apply for permanent fund dividends; and

(©) provide the commissioner of administration with
information necessary to maintain individual annuity account records

and administer the annuity program.



*

Sec.

Sec. 7. AS 43.23.065 is amended to read:

Sec. 43.23.065. EXEMPTION OF PERMANENT FUND DIVIDENDS. _(@_
Fifty percent of a cash payment received under AS 43.23.005(d) [THE
ANNUAL PERMANENT FUND DIVIDEND PAYABLE TO AN INDIVIDUAL] 1is exempt
from levy, execution, garnishment, attachment, or any other remedy for
the ~collection of debt. This exemption applies to an eligible
individual®s permanent fund dividend both before and after payment is
made to the individual. An exemption is not available wunder this
section for cash payments [PERMANENT FUND DIVIDENDS] taken to satisfy
(1) child support obligations required by court order or decision of
the child support enforcement agency under AS 47.23.140 - 47.23.220;
(2 a debt owed by an eligible individual to an agency of the state,
unless the debt is contested and an appeal 1is pending, or the time
limit for filing an appeal has not expired, or (3 court ordered
restitution under AS 12.55.045 - 12.55.051 or AS 12.55.100. A child
support obligation under (1) of this section has priority over a debt
owed to an agency of the state, and a permanent fund dividend may not
be taken to satisfy a debt under (2) of this section until any portion
of the dividend necessary to satisfy a child support obligation has
been taken.

(b) When an individual owes a past due debt described in (@) (1) of
this section, the department shall require that the individual take
his or her permanent fund dividend in cash.

(c) The courts of this state may, as a condition of any civil judgment
or restitution order under AS 12.55.045 - 12.55.051 or AS 12.55.100,
require the defendant to take his or her permanent fund dividend in
cash.

8. AS 43.23.075 is amended to read;



Sec. 43.23.075. ELIGIBILITY FOR PUBLIC ASSISTANCE. @) In
determining the eligibility of an individual under a public assistance
program administered by the Department of Health and Social Services
in which eligibility for assistance 1is based on financial need, the
Department of Health and Social Services may not consider a permanent
fund dividend as income or resources received by the recipient of
public assistance or by a member of the recipient®s household unless
required to do so by federal 1law or regulation. The Department of
Health and Social Services shall notify all recipients of public
assistance of the effects of [RECEIVING] a permanent fund dividend
credit or cash payment.

() An individual who in denied medical assistance under 42
U.S.C. 1396 -- 1396p (Social Security Act, Title XIX) solely because
of the <credit or receipt of a permanent fund dividend by the
individual or by a member of the individual®s household is eligible
for state-funded medical assistance under the general relief
assistance program (AS 47.25.120 - 47.25.300). The individual 1is
entitled to receive, for a period not to exceed four months, the same
level of medical assistance as the individual would have received
under 42 U.S.C. 1396 - 1396p (Social Security Act, Title XIX) had
there been no permanent fund dividend program.

(©) An individual who is denied assistance solely because
permanent fund dividends credited to or received by the individual or
by a member of the individual®s household are counted as 1income or
resources under federal law or regulation 1is eligible for cash
assistance under the general relief assistance program
(AS 47.25.120 - 47.25.300). Notwithstanding the limit in
AS 47.25.130, the individual is entitled to receive, for a period not

to exceed four months, the same amount as the individual would have



received under other public assistance programs had there been no
permanent fund dividend program.
Sec. 9. AS 37 is amended by adding a new chapter to read:

CHAPTER 16: ANNUITY PROGRAM

Sec. 37.16.010. ANNUITY INVESTMENT FUND. (©)) The annuity
investment fund is established as a separate fund 1in the state
treasury. Notwithstanding the provisions of AS 37.13.145, an amount
equal to the permanent fund dividends taken as annuity credits under
AS 43.23 shall be annually transferred from the dividend fund to the
annuity investment fund.

() The legislature may appropriate either general funds, or
earnings upon the undistributed income account in the Alaska permanent
fund, to the annuity investment fund. Any funds appropriated under
this subsection shall be allocated to the individual annuity accounts
of those who are eligible to receive a dividend for that year and do
not elect cash under AS 43.23.005(d). The allocation shall be made in
the following manner:

(1) A credit will be made to the account of each individual
who 1is at least 18 years old;

(2) The credit for each person from the age of 18 through
age 35 is the base amount. The size of the base amount is determined
according to the amount of the appropriation;

(B) The credit for persons over the age of 35 is the base

amount, 1increased for each year of age over 35 up to and including the

age of 65. The incremental increase for each year of age 1is a
percentage over the credit for the prior year of age. That percentage
shall be established with due regard for historical and projected

permanent fund returns on investment;



(O)) If a person elects to receive a portionof his dividend
in cash under AS 43.23.005(d), the allocation to whichheis otherwise
entitled will be proportionately reduced.

©) Money in the annuity investment fund shall be invested by

the commissioner of revenue in investments authorized under
AS 39.35.110. The commissioner of administration shall credit
individual annuity accounts with earnings ata rate equal to the rate

of interest earned by the annuity investment fund.

(d) The legislature may annually appropriate to the Department
of Administration an amount sufficient to pay monthly annuity payments
for the subsequent fiscal year under AS 37.16.030 from the annuity
investment fund. Funds appropriated under this subsection shall be
transferred from the annuity investment fund to the Department of
Administration in order to meet the current demands of the annuity
program.

(e) The Jlegislature may annually appropriate from the annuity
investment fund an amount sufficient to administer the annuity
program. Any costs of administration funded under this subsection
shall be equitably allocated among all individual annuity accounts.

) Notwithstanding AS 39.35.110 or (c¢) of this section, the
commissioner of vrevenue may invest all or part of the annuity
investment fund in commercial insurance contracts.

Sec. 37.16.020. ANNUITY PROGRAM. (@ The annuity program 1is
administered by the commissioner of administration. The commissioner
of administration shall adopt regulations necessary to implement the
annuity program.

() The commissioner of administration shall maintain records of
individual annuity accounts and make annuity payments under AS

37.16.030.



Sec. 37.16.030. PAYMENT OF ANNUITIES. (@ An individual with
one or more annuity credits may receive an annuity upon reaching the
age of 65.

(b) An annuity under this section is a monthly payment during
the life of the annuitant. The amount of the monthly payment shall be
based upon the principal and accrued interest in the person®s annuity
account and shall be paid in the form of a straight life annuity. The
size of the annuity may not vary on account of sex.

(c) An individual need not be a resident of the state to be
eligible to receive an annuity payment from his or her account.

(d An annuity share may not be assigned, sold, or otherwise
transferred from one individual to another. The right to receive an
annuity under this section terminates upon the death of the person who
is eligible for the annuity and does not pass to that person®s estate.

(e If a person dies prior to age 65, his account shall be
equitably distributed among the annuity accounts of all individuals of
the same age.

() An individual does not receive a vested property right in an
annuity payment until that payment 1is made. Notwithstanding the
provisions of this section, the state 1is not obligated to provide
annuity payments for annuity credits granted under AS 43.23.005.

Sec. 10. AS 43.23.095(6) 1is repealed and re-enacted to read:

(6) "permanent fund dividend” means a credit to an annuity
account under AS 37.16, unless the individual 1is either exempt under
AS 47.45.015(b) or elects cash under AS 47.23.005(d);

Sec. 11. AS 47.45.010(a) 1is amended to read:

(@ A person who is 65 years of age or over, who resides in the

state for at least one year immediately preceding application for a



longevity bonus under this chapter may apply to the commissioner of
administration for qualification to receive a monthly bonus (CF $250].
See. 12. AS 47.45 is amended by adding a new section to read:

Sec. 47.45.015. AMOUNT OF BONUS. (@) Subject to (b) of this
section, the monthly longevity bonus 1is equal to $250, increased by
three percent each vyear beginning in fiscal year 1987, minus the
maximum possible annuity for a person 65 years of age under the
annuity program (AS 43.23.110 - 43.23.120), as determined by the
commissioner of administration.

) A person who is 65 years of age or over prior to January 1,
1986 i3 exempt from the annuity program reduction established in ()
of this section.

Sec. 13. AS 47.45.070 1is amended to read:

Sec. 47.45.070. UNQUALIFIED PERSONS. An unqualified person is
one who

(1) does not meet the age or residence requirem.v s as provided
for under this chapter;

(2) meets the age and residence requirements of tl .s chapter but
either is confined in a state or federal mental health institution or
facility and 1is certified by the state as unable to manage personal
affairs, or resides in a nursing home as that term is defined in AS
08.70.180 (5); however, 1if that person, at the time of commitment or
commencement of residence, provided the principal support of a spouse,
the commissioner of administration may determine to pay the confined
person®s bonus to the person®s spcuse until the spouse 1is qualified
for a bonus;

(©) is otherwise qualified but confined in a penal or
correctional institution or facility; upon completion of sentence or

upon the conferral of a pardon, parole or probation, the person may



make application; confinement outside the state shall be considered as
residence in the state if a person was convicted and sentencedfrom a
court in Alaska; revocation of parole or probation shall be cause for
immediate disqualification until release from confinement 1is again
effected;
O] voluntarily Jleaves the state and remains absent from
state for a continuous period of more than 180 days.
* Sec. 14. Section 11, ch. 38, SLA 1984 1is amended to read;
Sec. 11. Sections 7 and 9 of this [THIS] Act [AND AS 47.45] are
repealed June 30, 1985.
* Sec. 15. AS 43.23.045(c) is repealed.
* Sec. 16. This Act applies only to permanent fund dividends for years
beginning after December 31, 1985.

* Sec. 17. This Act takes effect January 1, 1986.
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. INTRODUCTION

The purpose of this report is to provide a broad view of the
issues involved in resolving the future of the longevity
bonus program. Each of the options discussed before the
committee has both i1ts merits and drawbacks. The minority
members of the task force believe a more complete discussion
of the various proposals is necessary so that policy makers
can decide which of the options is the best one for the
State.

The options covered in this report are the annuity proposal,
the means test proposal, the stairstepping proposal, and
maintaining the current program.

. PHILOSOPHICAL DIFFERENCES

Each of the options considered represents a significantly
different philosophy about the future of the progranm.

The philosophy underlying the annuity proposal is that the
current bonus program should be replaced with a retirement
program for all of the state®s citizens. The majority
report states, "[t]he Committee believes that there is a
need for future State participation in the building of
retirement security ..." The annuity proposal presumes that
individuals need encouragement from the State to prepare for
their final years, even though a majority of Alaskans save
for their retirement through private sector investments and
employer retirement programs.

The annuity proposal also assumes that there is still a need
to provide cash assistance to elders regardless of their
length of residency. And finally, this proposal would
require Alaskans to choose between the alleged short term
benefits of the permanent fund dividend program and the
supposed long term benefits of the annuity program.

In contrast, stairstepping emphasizes three facts: (1) the
original program was always intended to end if the courts
ever declared it to be unconstitutional; (2) there are a
large number of older Alaskans who have counted the bonus
into their retirement plans, despite its constitutional
status; and (3) the State faces a declining revenue picture.

Stairstepping takes care of the needs of Alaska®"s elders at
the expense of the needs of younger Alaskans. The proposal
also assumes that younger individuals will provide for their
own retirement security through the private sector or will
be eligible for public assistance. Further, fiscal reality
is faced by phasing out the program (and the general fund
cost) entirely, not shifting the general fund cost to
another funding source. And finally, stairstepping does not



take need into account because many Alaskan elders reject
need as a criteria for receipt of a bonus.

The philosophy behind the means test proposal can be
contrasted with both the annuity and stairstepping
proposals. It assumes the longevity bonus program should
continue, but provides a larger benefit to those who need it
the most. In other words, even though we cannot afford to
continue the current program at its present cost forever,
poorer individuals need a larger bonus payment. Also, the
means test proposal 1is crafted to mesh with federal
entitlement programs so the State can provide more benefits
for the poor overall with less State cash.

The last option, maintaining the current program, assumes
that the bonus should continue in its present form because
all Alaskans rely on it, regardless of whom it was
originally intended to benefit. Also, it emphasizes the
importance of the bonus and 1ts priority for State funding
in spite of declining revenues and competition with other
statewide needs.

111, ANNUITY PROPOSAL

Although the committee majority favors the annuity, there
are certain aspects of the proposal that the majority report
does not discuss.

A. Summary

The annuity proposal has three basic features: D)
Continuing the bonus program for all persons age 65 by
1986, and paying these persons a benefit level of $250
per month, plus 3 percent cost of living increase, for
life. (2) Phasing out the bonus program for every one
under 65 in 1986, and paying these persons an ever
reducing benefit level until sometime in the early part
of the next Century. (3 Creating a State supplemental
retirement program for those under 65 by 1986 who
choose to invest their permanent fund dividends in it.

B. Front-loading

The annuity bill allows the Legislature to increase the
monthly annuity amount by subsidizing or
"front-loading™ the account with annual appropriations.

The purpose of front-loading is to increase the amount
of the monthly annuity check and to provide a tax
shelter for those who invest their dividends in the
program. Both of these aspects are considered
necessary 1inducements to increase participation in the
program.



Though the cost of front-loading depends on the number
of people who participate in the program, the task
force majority estimates that at least $79 million will
be required in the first three years, 1in addition to
the funding necessary to continue the phase out bonus
program. Since the revenue picture is a clear obstacle
to getting this funding from the general fund, the
majority proposes that front-loading dollars come from
the permanent fund reserve account. We do not support
use of the reserve account to pay for the annuity
program, since the appropriate uses of the account are
already spelled out in statute.

It is also likelythat front-loading will be necessary
far beyond 1989. Tax counsel has advised the committee
that tax shelters will only be available in the years
in which the program is front-loaded.

It also seems likely that one* the subsidizing begins,
it will be difficult to end. This appears especially
true i1f short term front-loading increases the annuity
checks of elder Alaskans more than those of younger
Alaskans, as the majority report indicates.

It is also possible that the Legislature could decide
not to front-load the program at all.

The amount of thebonus each year is tied to the
maximum annuity of a 65 year old. Since the maximum
annuity will be smaller if it is not subsidized, the
general fund cost of the phase out bonus program would
be more than the majority report indicates.

C. 3% Escalator

The bonus and the cost of the program itself are
increased dramatically by a 3% annual escalator. If
this 1is really intended to be an automatic cost of
living increase, it should be tied to some acknowledged
COLA indicator. In the past, the bonus amount has been
increased for valid economic reasons, not
automatically.

D. Participation

The more Alaskans that participate in the annuity
program, the more likely it is to succeed. We are
skeptical, however, about the ability of the program to
achieve a high and continuous rate of participation.

According to the Governor®s Office of Management and
Budget, 40% of current bonus recipients have annual

incomes of less than $10,000. According to the IRS,
only 2% of taxpayers within this income category buy



IRAs even though it is to their advantage to do so.

The statistics on deferred compensation plans are
similar. Generally, people without spare cash do not
put off receiving income because they cannot afford to.
Under this proposal, bonus checks will be reduced each
year, yet individuals will have to give up their
permanent fund dividends 1in order to make up the
difference.

By grandfathering in current ALB recipients, the bill
does protect the current income of today"s elders who
are at least 65. But what about everyone else?
According to the Permanent Fund Corporation®s recent
report on the dividend program, about 18% of adult
recipients making less than $26,000 annually used their
1982 dividend to reduce debt and another 22% used it to
help with regular expenses. Clearly, these individuals
are using their dividends to meet basic needs.

The annuity proposal asks the Alaskans who can least
afford it to make a very difficult choice - either
they take the cash now to meet basic needs or they
skimp on basic needs and defer their dividend for a
promise of a future payment. And they have to trust
that the program will still be in existence, and that
they will live to 65.

Even those Alaskans who can afford the program may be
reluctant to participate. Consider the following
facts:

1. The tax deferrable status 1is uncertain even
with front-loading because the IRS has not yet
ruled on it. IT this program is not
considered a shelter by the IRS, there are
many other tax shelters available in the
private sector.

2. There are no survivor benefits. No matter how
long you defer your dividend, if you die, your
account 1is split up amongst all the other
accounts 1in your age category. None of your
heirs, nor your estate, have a right to any
part of the balance in tne account.

3. An individual can never liquidate or transfer
his annuity account if he decides to change
investment strategy. In other words, the
money goes in, you cannot take it out.

4. Even if you live to 65, there is still no
assurance that you will get any or all of your
annuity. Because there 1s no vested property
right, the State could either end the progranm



V.

at any time without owing you any money or
could pay you less than you originally
invested.

E. Legality of the Proposal

In general, this proposal appears to be constitutional —
ly sound. It should be noted, however, that the
grandfathering of current bonus recipients would create
a protected class of persons. Any law that establishes
such a classification is subject to an equal protection
challenge. However, it seems unlikely that such a
challenge would succeed, since the classification is a
rational one that furthers a legitimate public purpose.
Please refer to the discussion in section IV - E for
further information.

F. Conclusion

The question for policy makers 1is whether this
particular annuity proposal makes good economic sense
on both a State and a personal level.

STAIRSTEPPING PROPOSAL
A. Summary

The stairstepping proposal continues the current
program for five years and then begins to phase out the
program by increasing the age of eligibility by one
year, each year beginning in July, 1991. In effect,
any one who is 60 or older by July of 1985 would
qualify for a $250 monthly bonus from age 65 until
death.

B. Impact on Younger Alaskans
The proponents of stairstepping do not dispute the

fact that the proposal protects today"s elders, but
does not protect those who wll turn 60 after July of

.1985. In fact, its purpose 1is to ensure that those who
have counted on the bonus for their retirement years
receive it throughout the rest of their lives. Since

we do face a gloomy revenue picture, backers of this
proposal believe the only affordable method of protect—
ing the bonus for current elders is to discontinue the
program for everyone else.

This should not be interpreted as a lack of concern for
the retirement years of individuals under age 60.
Instead, it reflects a philosophy of truly
"substituting private thrift for public largesse”, the
alleged theme of the annuity proposal. It reflects a
belief that there are plenty of savings options



available in the private sector for those individuals
who are iIn a position to defer cash until some future
time. Further, it reflects the belief that the annual
permanent fund dividend can be used for this purpose
now and that establishing a State annuity program to
encourage saving the dividend for retirement 1is
unnecessary.

Finally, it is important to reiterate that the original
bonus program was intended to self-destruct if it was
ever declared unconstitutional. The stairstepping
proposal accomplishes this task while minimizing the
harm which would otherwise occur.

C. Why Protection for 60 Year Olds Instead of 65 Year
Olds

The group of Alaskans who do count on the bonus extends
beyond those who are currently eligible to those who
are about to become eligible. In general, it is
accurate to state that the older and poorer an
individual 1is, the more that individual needs both the
bonus and the dividend.

It is true that any age cut off is arbitrary. The
reason that age 60 has been chosen, however, 1is that
those who are within five years of retirement are most
in need of the bonus. Also, five years appears to be
adequate to allow Alaskans in their 50s to prepare for
a retirement without the bonus. At the very least, it
gives these Alaskans plenty of notice that they can no
longer expect to receive a bonus.

It should be noted that if the method of stairstepping
is changed, the bonus of more Alaskans will be
protected. For example, 1instead of waiting five years
and then stairstepping one year each year, stair—
stepping could begin immediately but occur every other
year. This would allow a much larger group of Alaskans
to receive a bonus, but receipt would begin at a more
advanced age.

D. Legality of the Proposal

Stairstepping creates two classes of people: those who
receive bonuses and those who do not. Any law that
establishes classifications is subject to an equal
protection challenge under both the Federal and State
constitutions. A challenge will not succeed, however,
if the classifications embodied in the law are
rational, and further legitimate governmental purposes.
They do not need to meet the test of furthering a
compelling State interest, as other laws do.



The stairstepping approach would not affect any
constitutional right beyond general equal protection.
It would provide benefits to newcomers who met the one
year age requirement, and thus would not thwart the
right to travel.

Stairstepping embodies a balance between recognition
that our elders need the bonus on the one hr\nd, and a
perception that the State cannot continue to fund an
ever expanding program indefinitely. In a recent case,
the Alaska Supreme Court reaffirmed that the
recognition of "grandfather right”™ and "hardship"” are
legitimate goals of the limited entrv law under equal
protection analysis. Kalmakoff v. State, Op. No. 2900
(January 11, 1985). It appears that court would find
it legitimate for the Legislature to "grandfather"”
those who are presently receiving the bonus or
expecting to receive it in the near future, since those
individuals would suffer the most hardship if the
program were suddenly ended. Individuals younger than
60 at the date of er.actment would have considerable
notice that the program would not be available to them
at retirement, and would have some wage-earning years
to adjust their expectations. Also, the State"s
revenue expectations are certainly a legitimate element
in deciding what program should be enacted.

In sum, it appears that stairstepping is constitutional
and would withstand any legal challenge.

E. Conclusion

Stairstepping continues to be a valid method of

dealing with the current longevity bonus crisis.

Though not all Alaskans would benefit from it, it is a
fair, rational approach to a problem that does not have
any easy solutions.

V. MEANS TEST PROPOSAL
A. Summary

Under the means test proposal, an individual age 65 or
over may apply for a bonus of $250 a month if his or
her adjusted gross income was less than $25,000 for the
year prior to application. An individual who does not
meet the income requirement, or who chooses not to
apply for $250, 1is eligible for a bonus of $100 per
month.

The $25,000 income cap will allow 80% of Alaskan elders
to continue to receive the $250 monthly bonus. At the
same time, the proposal would reduce payments co those
elderly Alaskans for whom a monthly bonus 1is not a



financial 1incentive to remain iIn the State. These
wealthier individuals will continue to be honored with
a smaller monthly bonus that can be viewed as a
psychological incentive to remain in Alaska.

B . Reasons for a Means Test Program

Many elder Alaskans have vehemently opposed creation of
a "welfare™ bonus program. These individuals feel that
the bonus was originally intended to reward them for
their contributions to Alaska and that it never was
intended to be a form of public assistance. Indeed,
some of these elders appear to prefer no future for the
bonus program at all if that future is based on need.

Why then should the Legislature seriously consider a
means test proposal? One important reason is the
federal government®"s position on the impact of future
bonus income on public assistance. Since federal
officials insist that the $250 bonus be counted when
determining public assistance eligibility for some
Alaskan elders, this proposal represents a direct
method of cancelling the affect of the federal action.
It would eliminate the loss of Federal Supplemental
Security Income and Old Age Assistance for 750 Alaskans
and non-nursing home medicaid benefits for 314
Alaskans.

Also, federal officials have indicated that they will
be flexible in determining whether a program meets
their definition of need. Though this proposal still
allows 80% of current recipients to continue to get
$250 a month, federal officials believe it will fall
within their definition.

The proponents of this proposal are not insensitive to
the wishes of those elders who are opposed to any needs
based program. Rather, they have attempted to craft a
proposal that does alleviate the federal concern as
well as the concern of these elders. Actually, this
proposal would not implement a "welfare"™ program. It
is only a needs based one in the sense that it does
draw distinctions among elders based on income. But it
is not a "welfare” program because it is not only for
the very poor. All elders get a bonus and most elders
get the same bonus; only the wealthiest 20% get less
than the others.

Moreover, there are many elders who do not share the
strong feelings about a potential "welfare™ stigma.
These individuals are not always the most vocal, but
they are still important. This proposal emphasizes
their importance and points out another method of
dealing with the state"s fiscal reality by giving a



larger bonus to those who need it the most.
C. Legality of the Proposal

The largest legal question posed by this proposal is
whether the one year residency requirement would be
valid for the $250 bonus since its receipt would be
based on a person's income. The United States Supreme
Court has held that a one year residency requirement
infringes on the federally protected right to travel
when used in a program which provides the "basic
necessities of life." Thus, in Shapiro v. Thompson,
394 U .S.618 (1969), the court struck down a one year
residency requirement for welfare assistance.

But every government program does not provide for
"basic necessities of life." For example, in Hawaii
Boating Association v. Water Transportation Facilities,
651 F.2d 661 (9th Cir. 1981), the court found that a
one year residency requirement for reduced rates for
boat moorage did not impair the right to travel, since
the benefit involved was not significant.

While the courts have ruled that some programs clearly
fall within the "basic necessities" definition (such as
welfare, hospitalization, and federal low rent housing)
and some programs are clearly outside of that
definition (such as moorage fees, practicing lav

without taking a bar exam, running for city council and
COLAs in workers compensation benefits), there is no
precise dividing line. A strong argument could be made

that this proposal does not provide a "basic necessity"
and that the one year requirement is valid.

First, the State has other programs such as old age
assistance and medicaid which are available to new

Alaskans to provide basic necessities.

Second, the income cap requirement is not typical of a

test for welfare eligibility. A welfare program test

looks at a person's total assets (i.e., value of their
home, boats, cars, etc.), but this proposal only

looks at a person's adjusted gross income. The income
cap provisions are more properly viewed as a retirement
supplement to all but the most wealthy, rather than as
a program to fulfill basic needs.

Finally, the purpose of the one year requirement would
be to determine, without too much administrative
burden, which elders are bona-fide Alaskans as opposed
to mere visitors. Like students, older Alaskans tend
to travel for extended periods. So long as seniors are
not denied basic necessities such as medical care and
funds for food and shelter if they are destitute, we



Vi.

believe the one year requirement would withstand a
challenge. The t.wo year residency requirement for
student loans was recently upheld for similar reasons.

D. Conclusion

This proposal is valid because it addresses the federal
support of the public assistance question and because
it favors those Alaskans who need the bonus the most.
As such, it should be the subject of serious
legislative consideration, even though some seniors
have reservations about it.

STATUS QUO PROPOSAL

A. Summary

This proposal would continue the present program —

$250 monthly bonus to all one year residents at least
65 years old — indefinitely.
B . The Bonus as a Priority for State Funding

This proposal asserts that the bonus in its present
form is a major priority and should be continued for

all Alaskans despite the high cost. If our revenues
were not dwindling at an everincreasing pace, we would
look more favorably on this proposal. We fear,
however, that other statewide needs such as roads,
water and sewer, education, and health care will suffer
if the bonus program continues in its present form.
There are simply not enough oil dollars to meet all our
needs. Many other State programs reward and assist
elder Alaskans. We hope to continue funding these
programs as well as a less expensive bonus program.

C. Continuing the Status Quo in FY 86

Although we are uncomfortable with the notion of
continuing the program in its present form forever, we
feel strongly that if the Legislature and the Governor
cannot reach agreement on any other proposals during
this session, the current bonus program should be
extended for another year. We do not prefer this
approach, but we do not want to end the program
altogether if 120 days is not enough time to reach
consensus on this important issue.

A. How to Protect the Bonus Income of Public
Assistance Recipients

Federal and State law treat the longevity bonus paymeni
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in a manner that results in a devastating form of
"legal” discrimination for many senior citizens on
public assistance. These laws require the senior
citizen to apply for the longevity bonus. Then, these
same laws reduce or eliminate the amount of public
assistance payments, dollar for dollar. The senior
citizens on public assistance, unlike the middle and
high income seniors who receive the longevity bonus on
top of all other income, realize no material gain in
their income from receipt of the longevity bonus.
Additionally, many of the seniors also lose their
entitlement to public assistance medical benefits that

the longevity bonus payment does not replace. The
poorest of our seniors — those who need the bonus the
most — are actually harmed by the Alaska longevity
bonus.

This "catch 22" affects all seniors who fall into

either of two categories:

1. Seniors who reached the ace of 65 during 1984
through September 30, 1985, and who did not
meet the unconstitutional residency
requirements.

2. Seniors who reach the age of 65 after
September 30, 1985, irrespective of their
residency. This category would include all

seniors who would have met the
unconstitutional residency requirements.

The effect of this "catch 22" is that the federal
government saves federal funds and Alaska's longevity
bonus program becomes a cash benefit program for the
middle and upper classes of seniors who need the money
far less than the poor.

There are only two ways to extend the benefits of the
longevity bonus program to our low income senior
citizens:

1. create a means test longevity bonus program,
or
2. create a "hold-harmless” provision in State

public assistance statutes to ensure that the
State makes up the difference in federal
benefits lost and continues to pay State
public assistance to individuals effected by
the "catch 22."

The cost to the State would be:

-11 -



Already Required

Budgeted Fiscal Note
Federal (SSI) Payment 0 1,400,000
State (OAA) Payment 760,000 0
Non-nursing Fume Medical 0 413,847
760,000 1,813,847
If the Nursing Home Exclusion Amendment (see "B", page

13) is not adopted, then the hold-harmless fiscal note
should be increased by $514,982 for FYB86.

STATUTE CHANGES

One Statute change would be needed to hold recipients
harmless under all currently proposed longevity bonus
programs:

Amend Article 4, AS 47.25.430f, to provide that

(1) The Department must increase the amount of an
individual's Adult Public Assistance payment
by the amount of any reduction in assistance
provided wunder Title XVI of the Social
Security Act which occurs solely because of
considering payments made under AS 47.45 as
available income; and

(2) Notwithstanding AS 47.25.435, in determining
eligibility for Adult Public Assistance and
the amount of Adult Public Assistance
payment, the Department will not consider any
payment made under AS 47.45 as income
available to the applicant or recipient.

Note: Regardless of which longevity bonus proposal is
enacted, the hold-harmless provisions above must
have an effective date of July 1, 1985. If the
means test proposal is enacted, these hold-

harmless provisions should sunset on the
effective date of the new act to protect funding
level of adult public assistance programs.

B. Exclusion of Individuals in Nursing Homes from
Eligibility for the Bonus

The bonus can preclude a poor elder from receiving
Medicaid assistance while in a nursing home even though
it does not offset the cost of care in the nursing home
(approximately $4000/month). Also, the federal
government requires that the individual apply for the
bonus to get Medicaid. While the State could hold

-12-



these individuals harmless at a cost of $514,982
(General Fund), the Legislature could make nursing home
residents ineligible for a bonus.

It should be emphasized that this suggestion is not
intended to harm nursing home residents or to judge

their worthiness for receipt of a bonus. Rather, it is
intended to protect such elders from the exorbitant
cost of nursing home care. Irrespective of personal

income before entering a nursing home, 97% of Alaskans
in nursing homes in the state eventually turn to
Medicaid to pay their bills.

Vil COST INFORMATION

A. Long Term Costs

The following chart compares the cost of the four
proposals in nominal dollars through fiscal year 2034.
The chart shows that the general fund costs of both the
annuity and stairstepping proposals eventually
disappear whereas the means test and status quo
proposals continue to need general funds. For the next
50 years, the total costs are as follows:

Annuity proposal $1.29 billion
Stairstepping proposal $1.13 billion
Means test proposal $3.20 billion
Status Quo $5.42 billion

The present value (the amount of funding necessary to
endow the program today) of the cost of these proposals

is:

Annuity proposal $620.02 million
Stairstepping proposal $496.88 million
Means test proposal $634.9 million
Status Quo proposal $879.78 million
B. Population Forecast

The cost chart is based on a forecast of Alaska's
elderly population. This forecast may overstate the
number of people who will actually participate in any
of the proposed programs, at least in the near term.
For example, the population forecast predicts 16,744
eligibles for FY 86, yet only 14,547 elders are
currently receiving a bonus. Also, after 2010, the
forecast assumes that the elder population remains
constant, which does not account for death, migration,
etc.

If the population projections do turn out to be too
high, then the cost estimates are also too high.
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COMPARISON OF A[.B ALTERNATIVES

®*-MEANS TEST BILL-- = -———--———- ANNUITY BILL-

FISCAL MEANS ALB TO  HAXIKUH 65 65 65
YEAR TEST  UNIVERSAL PERSONS 65 POSSIBLE RESIDUAL 65 t BEFORE AFTER BEFORE
ALB ALB BEFORE 1986  ANNUITY ALB OVER 1986 1985 1992
1986 $250.00 $100.00 $250.00 $11.92 $238.08 16,744 15,039 1,705 16,744
1987 $250.00 $100.00 $257,50 $24.86 $232.64 17,768 14,349 3,419 17,768
1988 $250.00 $100.00 $265 *3 $39.05 $226.18 18,769 13,660 5,109 18,769
1989  $250.00 $100.00 $273.18 $46.94 $226.24 19,828 12,974 6,854 19,828
1990 $250 .00 $100.00 $281.38 $56.27 $225.11 20,913 12,293 8,620 20,913
1991 $250.00 $100.00 $289.82 $67.21 $222.61 21,908 11,616 0,292 21,908
1992 $250.00 $100.00 $298.51 $79.93 $218.58 22,849 10,943 1,906 23,839
1993  $250.00 $100.00 $307.47 $94.67 $212.80 23,861 10,273 3,588 19,890
1994 $250.00 $100.00 $316.69 $111.73 $204.96 24,799 9,606 5,193 18,823
1995 $250.00 $100.00 $326.19 $131.53 $194.66 25,891 8,945 6,946 17,940
1996 $250.00 $100.00 $335.98 $154.20 $181.78 26,863 8,291 8,572 16,873
1997 $250.00 $100.00 $346.06  $180.13 $165.93 27,692 7,644 0,048 15,819
1998  $250.00 $100.00 $356.44  $209.76 $146.68 28,657 7,012 1,645 14,934
1999 $250.00 $100.00 $367.13 $243.52 $123.61 29,556 , 6,396 3,160 13,969
2000 s250.00 $100.00 $378.15 $201.92  $96.23 30,511 5,799 4,712 13,031
2001  s250.00 $100.00 $389.49  $325.34  $64.15 31,459 5,225 6,234 12,0098
2002 s250.00 $100.00 $401.18 $374.26  $26.92 32,440 4,676 7,764 11,193
2003  $250.00 $100.00 $413.21 $429.25 -0- 33,448 4,156 10,306
2004 $250.00 $100.00 $425.61  $490.97 34,483 3,666 9,430
2005 $250.00 $100.00 $438.38 $560.18 -0- 35,721 3,210 8,639
2006 $250.00 $100.00 $451.53  $637.63 37,130 2,708 7,850
2007 $250.00 $100.00 $465.07  $721.15 _0- 38,489 2,402 7,043
2008  $250.00 $100.00 $479.03  $820.68 -0- 40,309 2,050 ,359
2009 $250.00 $100.00 $493.40 $928.22 -8- 42,194 1,776 5,640
2010  s250.00 $100.00 $508.20 $1,047.88 -0- 44,012 1,449 4,950
2011  s250.00 $100.00 $523.44 45,000 1,213 4,243
2012 s250.00 $100.00 $539.15 45,000 1,003 3,669
2013 $250.00 $100.00 $555.32 -0- 45,000 819 3,161
2014  $250.00 $100.00 $571.98 -0- 45,000 658 2,$98
2015 $250.00 $100.00 $589.14 45,000 521 2,340
2016 $250.00 $100.00 $606.82 -0- 45,000 405 1,907
2017 $250.00 $100.00 $625.02 -0- 45,000 309 1,596
2018 $250.00 $100.00 $643.77 -0- 45,000 231 1,320
2019 $250.00 $100.00 $663.08 continues -0- 45,000 169 1,018
2020 s250.00 $100.00 $682.98 to -0- 45,000 114
2021  s250.00 $100.00 $763.47 increase 45,000 76 686
2022 s250.00 $100.00 $724.57 B- 45,000 48 533
2023  $250.00 $100.00 $746.31 -U- 45,000 31 407
2024 $250.00 $100.00 $768.70 45,000 18 304
2025 $250.00 $100.00 $791.76 45,000 10 222
2026  $250.00 $100.00 $815.51 -0- 45,000 5 150
2027  $250.00 $100.00 $839.97 -0- 45,000 3 100
2028  $250.00 $100.00 $865.17 -0- 45,000 1 63
2029  $250.00 $100.00 -0- 45,000 41
2030 $250.00 $100.00 45,000 24
2031  $250.00 $100.00 -0- 45,000 13
2032  $250.00 $100.00 -0- 45,000 7
2033  $250.00 $100.00 -0- 45,000 4
2034  $250.00 $100.00 -0- 45,000 1
NOTES *
TOTAL COSTS, 1986-2034:
CONSTANT 1985 DOLLARS, 1986-2034:
PRESBNT VALUE, 1986-2034:
* Persons 65 before 1986 grandfathered (i.e., stairstepping starts 1In 1986). Annual costa include
three years of "front loading” ($25.2 in '86, $26.5 in "87, and $27.7 in '88)
«* Persons 65 before 199* grandfathered (i.e., stairstepping starts in FY 1992).

Prepared by the Division of Strategic Planning, OMD: 1/23/85
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$50.2 $50.2 $50.2
$53.3 $53.3 $46.7
$56.3 $56.3 $48.6
$59.5 $59.5 $50.6
$62.7 $62.7 $52.4
$65.7 $65.7 $54.0
$62.5 $68.5 $55.3
$59.7 $71.6 $56.6
$56.5 $74.4 $57.7
$53.8 $77.7 $59.0
$50.6 $80.6 $59.9
$47.5 $83.1 $60.5
$44.0 $86.0 $61.3
$41.9 $88.7 $61.8
$39.1 $91.5 $62.5
$36.3 $94.4 963.2
$33.6 $97.3 $64.0
$30.9 $100.3 $64.7
$28.3 $103.4 $65. 4
$25.9 $107.2 $66.7
$23.5 $111.4 $68.3
$21.1 $115.5 $69.7
$19.1 $120.9 $71.9
$16.9 $126.6 $74.0
$14.9 $132.0 $76.1
$12.7 $135.0 $76.7
s11.0 $135.0 $75.6
$9.5 $135.0 $74.5
$8.1 $135.0 $73.5
$7.0 $135.0 $72.4
$5.7 $135.0 $71.3
$4.8 $135.0 $71.0
$4.0 $135.0 $70.7
$3.2 $135.0 $70.4
$2.6 $135.0 $70.1
$2.1 $135.0 969.9
1.6 $135.0 $69.6
1.2 $135.0 $69.3
$.9 $135.0 $69.0

$.7 $135.0 $68.7

$.4 $135.0 $68. -
§.3 $135.0 $68.1

2 $135.0 $67.8

1 $135.0 $67.5

1 $135.0 $67.2

.0 $135.0 $67.0

.0 $135.0 $66.7

0 $135.0 $66.4

0 $135.0 $66.1
$1,131.0 $5,418.9 $3,199.2
$625.01 $1,391.12 $945.9
$496.88  $879.78 $634.9



Although we think it is important to point out this
data limitation to policy makers, we do not suggest
that another set of data be used. Rather, we wish to
only point out the conservative nature of the
projections.

C. Cost of the Annuity Proposal

This particular chart shows the cost of the annuity
program if an average participation rate of 30% is
achieved, if 100% of each PFD check is deferred if the
Legislature chooses to subsidize the program for the
first three years, and if the annuity investment

achieves a 3% real rate of return. The actual cost of
the annuity program depends on several variables not
easily predicted, in addition to population. The value

of the dividend each year, the amount of subsidy
provided each year, the cost of administering the
program, and the real rate of return on the money

invested all affect the overall cost of the program.
For example, if front-loading is provided every year
and all other assumptions remain the same, the
additional 50 year cost would be $1.95 billion. Every

time a variable is changed, the cost estimate also
changes.

D. Cost of the Stairstepping Proposal

The stairstepping cost is based on the Adams proposal.
If stairstepping began immediately, but the age of

eligibility was only increased every other year, the
cost of the program would be $1,641.6 billion.
E. Cost of the Means Test Proposal

It is important to point out that under this proposal,
more elders get the higher bonus until FY 2000. At
that time, the percentage switches, since the value of
money erodes over time.

F. Cost of the St tus Quo Proposal

The cost of extending the current program for one year
only would be $50.2 million.
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CONCLUSION

We realize that the majority of
favors the annuity proposal, and
reflects that. However, we believe

adequately address some of the
nor does it refute what we see
proposals.
information
Legislature

stairstepping and means test

intended to provide additional
As

proposals being considered.

Governor begin the process of
longevity bonus, we hope the

will be seriously examined.

Marsha A.Hubbard
Member of the Committee

problems with
advantages

as
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Introduced: 3/4/85

Referred: Rules
BY HURLEY, ADAMS, GRUSSENDORF,
CLOCKSIN, KOPONEN, LARSON, SUND,
IN THE HOUSE TAYLOR AND BOUCHER

HOUSE CONCURRENT RESOLUTION NO. 16
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - FIRST SESSION
Relating to the longevity bonus program.
BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:
WHEREAS the state of Alaska has always beer, committed to the elderly;
and
WHEREAS that commitment has been evidenced by the Alaska longevity
bonus program since 1972; and
WHEREAS the ruling of the Alaska Supreme Court in Schafer v. Vest
compels the legislature to replace the original longevity bonus program;
and
WHEREAS the discussion of what form the longevity bonus program should
take in the future has caused uncertainty among recipients;
BE IT RESOLVED that the Alaska State Legislature is committed to the
principle that those currently receiving the longevity bonus will continue

to receive it regardless of what form the program may take 1in the future.

-1- HCR 16
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BY HALFORD, RODEY,
IN THE SENATE n KERTTJLA AND RAY
(LcMFYUTTEL2
SPONSOR SUBSTITUTE FOR SENATE BILL NO. 128 (h EES;
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to the use of longevity bonus pay-—
ments in determining adult public assistance: and
providing for an elfective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 47.45 is amended by adding new sections to read:

Sec. 47.45.122. ELIGIBILITY FOR PUBLIC ASSISTANCE. An individ—
ual for whom public assistance is denied or reduced solely because of
the receipt of a bonus by the individual or by a member of the indi—
vidual®s household is eligible for assistance under the general relief
assistance program under AS 47.25.120 - 47.25.300. Notwithstanding
the limit in AS 47.25.130, the"individual is entitled to receive the
same amount as the individual would have received under other public
assistance programs had there been no longevity bonus program.

Sec. 47.45.124. ELIGIBILITY FOR STATE PROGRAMS. A program
administered by the state or any of its instrumentalities or munici—
palities, the eligibility for which is based on financial need, cay
not consider a bonus as 1income or resources unless required to do so
by federal law or regulation.

* Sec. 2. This Act takes effect July 1r 1985.-

SSSB 128
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Revised Draft Recommended
by Rod Betit

T0: Representative Koponen

FROM: Deborah Niedermeyer, Aide to House HESS Committee
RE: Longevity Bonus Hold Harmless

DATE: 10 February, 1985

Current public assistance programs for those over 65

If an elderly person has not worked enough to be entitled to at least $325
per month 1in social security, then the federal government will supplement

the social security payments up to $325 per month through the Supplemental
Security Income (SSI) program. Social Security plus SSI always adds up to
$325 per month.

The State of Alaska does not feel that $325 per month is enough to live on,
so the state further supplements the elderly person®s income up to $586 per
month. Thus, most elderly Alaskan recipients of SSI also receive $261 per
month under the state®"s Adult Public Assistance program (see AS 47.25.430).
Eligibility for Adult Public Assistance also entitles an individual to
Medicaid. This 1is important because losing Adult Public Assistance means
losing Medicaid as well.

Some people over 65 are entitled to Medicare in order to help pay for their
health care costs. Medicare is 100% federally funded, but only pays about

65% of a person®"s health care costs. For those receiving Adult Public
Assistance, Medicaid pays for the other ?#%. Medicaid isabout 50% state
funded. For those not on Medicare, Medicaid pays 100% oftheir medical
costs.

The Alaska Adult Public Assistance law is written to conform to the federal
SSI law. IF the SSI program counts money from a certain source as income,
federal law requires that Alaska®s Adult Public Assistance Program count
that income too.

The problem

When a low income senior who is a recipient of SSI and Adult Public Assis—
tance receives the $250 per month Longevity Bonus, the SSI laws count that
as income. By law, Al-.ska"s Adult Public Assistance must also count it.

The first effect of the Longevity Bonus is that the federal government cuts
the SSI grant dollar for dollar, thus the income of the recipient does not
go up-. In addition, if the bonus puts the recipient®s income over $586 a
month, the recipient loses eligibility for Medicaid.



The net result is that an Alaskan over 65 who makes $586 per month or less
will not be helped by the Longevity Bonus and may be seriously hurt because

they lose Medicaid benefits. There are 333 such Alaskans estimated in
FY86.

Emergency regulation

For now, the Department of Health and Social Services has put an emergency
regulation into effect insuring that Alaskan seniors who otherwise qualify
for Medicaid and Old Age Assistance will not be denied those benefits. The
Department has been granted authority to do this by federal officials until
July 1. There has been no relief granted for Alaskans who are having their
SSI cut and therefore they receive no advantage from the Longevity Bonus.

SB 128

SB 128 (by Halford) requires the state to make up the difference when the
federal government cuts an SSI or Adult Public Assistance grant due to the

Longevity Bonus. However, the bill does not hold-harmless a person®s lost
Medicaid benefits.

The problem with S3 128 is two fold. First, approximately 333 0ld Age
Assistance recipients will lose Medicaid benefits because of the Longevity
Bonus in FY86 and SB 128 does not prevent this from happening. Second, by
placing the APA/SSI hold-harmless in the APA statute the State may be
vulnerable to federal officials declaring the State APA program out of
compliance with federal law. This would jeopardize Medicaid benefits for
APA clients. A safer approach to thehold-harmless would be to place it
completely outside of the State APA program, for example place it in the
State General Relief Program.

Koponen proposal

i
The bill you have asked drafted is based on the hold-harmless provisions of
the Permanent Fund Dividend Program. Like SB 128, your bill requires the
state to make up for SSI and APA lostbecause of the Longevity Bonus, but
it goes a step further. It requires the state to also hold-harmless the
lost Medicaid benefits for the 333 persons mentioned above. Your bill puts
those 333 neople under the 100% state funded General Relief Medical pro—
gram. Thus, the low-income recipient of the longevity bonus gets the full
benefit of the bonus without losing crucial medical coverage. The Bonus
thus brings the income from $586 per month to $836 per month for low income
Alaskans WITHOUT LOSS OF THEIR MEDICAL COVERAGE.

FY86 Cost = $1,813,847 assuming nursing home clients will be excluded from
receiving the Bonus.
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Goyernor, committee debate annuity
Annuity solves
‘complex’problem

N

Eduor's note: Lest month Senior Voice raw an
mitorial calling for a complete airing o SB 56,
the annuity proposal which would replace the
Longevity Bonus program for seniors. The edi-
torial sou?ht to stir debate over the merits of the

annuity plan, which would set
rerircment plan for all Alaskans.

The boims program that now gives S250 a

month to all one-year residents

by Gov. Bill Sheffield

Right now. there's only one
sire thing about the Alaska
Longevity Bonus program: The
courts luve changed the original
intent, and we have to change

. cuerrogram.

he debate about what form
that program will take is far
from over. It may be an annui-
ty program, a "stair-stepping"
approach, a program with a spec-
ial emphasis on helping low-
and middlc-income senior citi-
zens - or any combination of
the three.

I'm not choosing sides yet; as
long as the final _f)roposal is
sound. I'U sign the bill.

The important thing is to
deoate the proposals, choose the
belt one, and get it done this
gear.

The "stair-stei)ping" ap-
proat . proposed la", year b
Rep. Al Adams (D-Kotzebu.e{
comes close to meeting the in-
tent of the original Longevity
Bonus program. o

Simply” put, the Dill limits
the number of recipients by
sett]nrq a cut-off date (to be
eligible, you must turn 65 hy

1992) and raising the age of
eligibilité each year (65 in
1992, 66 in 1993. 67 in 1994).
The annum(). program, - in-
troduced as a bill with 17 co-
spons. rs in the Alaska Slate
Senate, combines the “stair-
stemeg" approach with a rctire-
menl insurance program. Like
lie “stair-stepping” program,
.the current group of older Alas-
kins would continue to receive

edi

] Fol
up an optional

aninterim plan that expires inJuly.
The original bonus law, passed
declared unconstitutional last year because of
its 25-?/ear residency requirement.
owm? arc excerpts from letters by two
members o f the Special Committee on the Alaska

in 1972, was

Longevity Bonus program, which recommended

65 and over is

a Longevity Bonus, but the
amount would get smaller every
year, and eventually disappear.

Payments from the annuity
fund ‘would take the place of
the bonus - but only if you
bought_into the annuity pro-
gram. The Ence is your annual
ermanent Fund dividend. -

Senior Voice raised a number
of those questions in a rcient ed-
itorial. Among them were these:

+ Will enough younger Alas-
kans give up their dividends,
join the plan and make the an-
nuity financially sound? ¢

o Will the plan provide any
benefit to the poor and near-
poor who can't afford to give up
their dividends?

* Will the program offer a
secure investment for younger
Alaskans? And.

+ What will happen to the
approximately 800 needy senior
citizens who will lose  federal
benefits because the Alaska
program isn't based on neea?

Lhave similar concemns.

First of all, there's no guar-
antee people will contribute
their Permanent Fund dividends
to the annuity program. The
incentive to join the program
is a lax break: If you put your
check in now, you won't have to
pay federal income tax on it
until you retire.

However, according to the
federal tax code, the annuity
would not be a tax-exempt
investment without the stale’s
S79 million * front-loading."

Without the "front-loading,"

on all supplements

HEALTH FOODS

(TONEREH .

0 TTOAA/O

""'Same location tor 16 years"

the annuity program, as well as excerptsfrom Gov.
Bill Sheffield's response to our editorial.

fAlsAeffield not choosing sides

there's no tax break; without
the tax btcak, many people
would probably choose to in-
vest their Permanent Fund divi-
dends differently. _

I'm concerned that tying the
annuity to Permanent Fund divi-
dends could make it difficult for
many Alaskans to invest in the
program. Low-income families,
working mothers and rural Alas-
kans might have a hard time giv-
ing up needed cash now for a
long-term investment.

Then there's a question the
Voice didn't ask: What about
the S79 million in state money
needed to build up the annuity
fund over the first three years?

Considering the recent down-
turn in our revenue forecasts,
that three-year, S79 million
commitment could reduce our
financial flexibility, along with
our ability to meet other needs.

All these questions need to
be answered Dbefore we create
a new longevity program. But
whatever we choose, 1t must be
fair, it must be cost-effective,
and it must be created this year.

The Longevn?/ Bonus is a way
to help keep older Alaskans in
the state. That's not welfare; it's
an investment in Alaska's future.
Because without the wisdom and
experience of the past, we would
not have much of a future.

Deareditor. _

The annuity bill is the special
committee's solution to a very
complex and complicated prob-
lem. We should alsu consider the
other solutions.

Seniors not yet 65 and the
seniors of tomorrow will receive
whatever the bonus may be at
any given year. The amount of
(he bonus will decrease as the
amount (hat the annuity in-
creases, and together will meet
the S250/month.target amount.

Individuals may elect to re-
ceive all or part of the Perman-
ent Fund dwvidend distribution
in cash. The decision of annuity
fund or cash is made each year
whch applying for the Perman-
ent Fund dividend.

The annuity fund will be
managed in the same way as the
teacher's retirement fund and
the permanent employee's fund.

The annuity plan is desi?ned
to provide a supplemental in-
come at age 65. It is not de-
signed to build an estate.
However, SB 56 as amended,
provides that the contributions
of a person dying before 65 will
become a part of his estate.
There is it lot of public sup-
go_rt for the annuity concept.
his support should indicate
Wllgﬁ participation in the annuity

Appropriations to (he annuity
fund are not necessary, either
now or in the future. Money
appropriated now shortens the
time and amount cf general
fund money required for the
honus program.

Any P.on-nccds based 0.
gram will impact recipients of
medical and/or cash public as-
sistance.

The governor requested the
committee to consider making
the residents of nursing homes
ineligible for the bonus and the
committee bill does that.

The needs based bill requires
constant funding from the gen-
eral fund for the duration” of
the program if it is truly needs
based, and it has no impact on
those receiving medical and/or
cash public assistance. It is also
the most costly solution.

The stair-stepping approach
causes the most abrupt termina-
tion of any option considered.
[fa person was born on or be-
fore June 30, 1925, the stale
would pay him or her S250 per
month when lie or she moved to
Alaska; a current 59-year-old
Alaskan would receive nothing.

The stair-stepping approach
would be more expensive than
the committee bill, and much
of this cost would be born
after the turn of the century.

The committee has looked
at the Froblem from every
conceivable  direction, and
has forwarded draft legisla-
tion and a report to the Gov-
emor and the Legislature. The
committee considers the an-
nuity concept to be in the best
interests of all the pegple in

A1

Alaska.  * .
~ BobKallcnberg
Special Longevity Bonus
Committee member

Seniors nix needs based ‘idea

Dear editor, *

1am a member of the Special
Committee on the Alaska Lon-
gevity Bonus program. The Ad-
ministration has been proposin
a needs'based bill as an alter-
native to the annuity approach.

Recently a hearing was held
by the Senate State Affairs
Committee regarding the longev-
ity bonus annuity R‘Ian. Seniors
from Hoonah to Nome spoke
overwhelmingly against  a
"needs based” program. | have
received many letters and phone
calls ftom seniors in my district
with the same convictions.

When we originally conceived
the idea of a longevity program
the purpose was to keep old-
timers in Alaska so they might
share their experience and
knowledge with other Alaskans,
as well as to reward them for
their efforts in settling and de-
veloping our state.

Old timers have for some
time looked forward to their
retirement with the extra in-
come the bonus provides. The
realities arc that with the rising
cost of living in Alaska many
of our seniors will be forced
to leave the slate.

The elders of Alaska arc val-
uable. To lose their knowledge
and experience would be dctrl-

‘

mental to our state. * i-i-'ce
Sen. Jay Kerttula
Anchorage

£ When you need to

talk to

SOmeone

Give the folks at Southcentral
Counseling Center acall....

+ Confidential personal counseling

* Retirement counseling
« In-home assessments

+ Doctor assistance on medication

problems

+ Alzheimer's Disease information and

support

For fast friendly service
Phone 563-1000 Today
Southcentral Counselmﬁ

4020 Folker St., Anchorage

Center
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DeprK 1is prepcmW X a revised

NiCCIA no4€ /pos i+T" pripef-~

proposed. c<r”~"r"d4~rScr"h"funr.
POSITION PAPER
SENATE BILL NO. 128

For "An Act relating to the use of longevity bonus payments in determining
adult public assistance; and providing for an effective date."”

Prior to the passage of the federal Deficit Reduction Act of 1984

(P.L. 98-369), the federal Supplemental Security Income (SSI) Program
disregarded all Alaska Longevity Bonus (ALB) payments made to its
applicants and recipients. The $250 Longevity Bonus payments did not count
as income in determining SSI eligibility or payment amounts. The Deficit
Reduction Act reduced this blanket disregard to apply only to those ALB
recipients who have been continuously resident in Alaska for 25 years and,
for SSI prior to October 1, 1985. For all other Longevity Bonus
recipients, SSI now counts the Bonus payment as income, which reduces or
terminates monthly assistance.

Approximately 1200 elderly Alaskans receive SSI assistance; almost all of /

them also receive 0ld Age Assistance. In addition, Old Age Assistance 1is /7 J'S
provided to another 1250 persons whose countable income is over the SSI 1-C
limits but under the much higher 0ld Age Assistance limits. With the 1 " "

granting of Old Age Assistance comes automatic eligibility for Medicaid
coverage. Under the current Adult Public Assistance statute,

(AS 47.25.435), 0ld Age Assistance must follow the income rules of the SSI
Program, including disregarding or counting the Longevity Bonus payments.
Without the changes proposed by Senate Bill No. 128, approximately J750®Id ? "
Age Assistance recipients will experience a $230 to $250 reduction’yQTTe"ir y o<r <
total spendable monthly income as"fSSI*~nd/br Old" Age Assistance *hegfn j~ <

counting their non-exempt Longevity Bonus as”THc”ome™®" This raises serious 1~ w
questions of equity, since approximately 1700 elderly recipients will

retain their Longevity Bonus exemption and will, thereby, have $230-$250

per month more spendable income than their less-fortunate peers.

The situation of approximately 330 of these 750 recipients is of even
greater concern. These 330 have other income that places them over the SSI
income standards, and beginning to count their non-exempt Longevity Bonus
payments will place them over the 0ld Age Assistance limits. By losing 0ld
Age Assistance, they will lose their Medicaid coverage. Since Alaska's
medical costs are so high, and the aged frequently need substantial medical
services, loss of Medicaid coverage is often of more importance to them
than loss of assistance income.

Senate Bill No. 128 would correct the cash assistance inequities introduced
by the Deficit Reduction Act by mandating that all Old Age Assistance
recipients have their Longevity Bonus payments disregarded.

Senate Bill No. 128 would also guarantee continued Medicaid coverage to
those who would lose coverage if their non-exempt Bonus payments were
counted as 1income.



Position Paper SB 128
Page 2

However, federal Medicaid officials have recently reiterated regulatory
objections to disregarding income by source rather than solely by amount.
The bepartment has argued this issue extensively, but Medicaid officials
remain adamant. Currently, it appears very likely that they would, at the
least, disallow federal Medicaid matching funds to anyone who qualifies for
0ld Age Assistance only because the Department 1is disregarding the
otherwise countable Bonus payment. In the worst case, the issue could
result in a federal finding that the Adult Public Assistance program does
not comply with Medicaid requirements, and aV[ federal matching Medicaid
funds would be witnheld.

Although these issues might be successfully litigated, the need for stable,
continuing medical coverage is too important to elderly recipients to
address in the lengthy and uncertain legal arena.

RECOMMENDATIONS

While the Department supports Senate Bill No. 128 as written, there 1is an
alternative approach that presents no risk to federal funding. We propose
that Senate Bill No. 128 be amended to provide for an "Alaska Longevity
Bonus Hold-Harmless Program"™ that would be statutorily and fiscally

distinct from the Adult Public Assistance program, and that this new

program provide for a full medical hold-harmless that would be distinct

from the Medicaid program. We suggest that the Department®s GeneralJleVjef
statutes be amended (perhaps by adding a subsection to AS 47-r23r250frto"""ii”
establish this cash and medical hold-harmless with General Relief and

General Relief Medical funding sources.

Linder our existing mandate in AS 47.05.010(7) and (8) to maximize federal
matching funds, which could be strengthened by a specific statement of
legislative intent, the Department would then be free to take every step
possible to requalify hold-harmless recipients for Medicaid federal
matching funds, without exposing the Medic

fiscal penalties.

Recommended

Date: 3 - (3~ 7

Approved by:
Joh/yR. Pugh, Comrpfssioner
Department of Health & Social
Services

Date:



STATE OF ALASKA 1985 LEGISLATIVE SESSION
FISCAL NOTE

Revision Date:

REQUEST FISCAL DETAIL

Bill/Resolution No.:sb Nn. 128 Agency Affected: Hp/ith &Wiai <;pmpp

Title:An Act relating to the use Program Category Affected: snr prnn"
of Longevity Bonus payments assist.anrp fnr,_Qfineral-anniilaf.ipn

Sponsor:Halfnrd. RnriPv. KprttiilTTRaffRU, Program or ~ubprogfariCsl Affected:

Requestor: Old. Agp-Aé&sistance-

Date of Request™ m m

EXPENDITURES/REVENUES: (Thousands of Dollars)
" FY bz, FY bb FY 87 FY 88 FY 89 FY 90
OPERATING .
1UU PER50ONAL SERVICES
200 TRAVEL
JOO CONTRACTUAL
*00 SUPPLIES
500 EQUIPMENT
500 LAND & STRUCTURES
700 GRANTS, CLAIMS 1,400.0 1.530.5
BOO MISCELLANEOUS 1

TOTAL OPERATING 1.400.n m1-530.5 -1
ChPiihlL

REVENUE

Fu 1,400.0. J 1,530.5

-EDERAL FUNDS
DTHER
TOTAL

-ULL-iIME
3ART-TIME 0 0
TEMPORARY

ANALYSIS: Attach a separate page if necessary

Costs reflect only replacing loss of Supplemental Security Income monthly
payments to 750 individuals in FY 86 and 794 individuals in FY187. Current
operations of Old Age Assistance already provide for full disregard of ALB
payments, so OAA costs are already budgeted. Were SB No. 128 not enacted,
and OAA began counting non-exempt ALB payments for all affected recipients
effective July 1, 1985, OAA expenditures would be reduced by 760,0 for FY 86

and 830.7 for FYI187. (continued jan-a&flachment)

Prepared By: jQhn R. Taber Vo~ v ,\Aaj&u. Jlhone:

Division: Public Assistance Date:

Approved by Commissioner Date:

Agency: :

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor

Office of*Management and Budget
. /c -\ 7/1/84



Fiscal Note Page Two
Senate Bill No. 128

No costs for related Medicaid hold-harmless are included; see Position
Paper. The Medicaid coverage for non-exempt ALB recipients (Approximately
314 in independent living situations and 36 in nursing homes) for FY®"86 1is
already budgeted.



SB 128, Relating to the wuse of Jlongevity bonus payments in
determining adult public assistance.

The federal Supplemental Security Income (SSs1) program
requires that Alaska senior citizens apply for the longevity bonus.
The Federal Deficit Reduction Act of 1984 (PL 98-369) requires
those bonus recipients who have not been Alaska residents for 25
years prior to September 9, 1985 to count the bonus as income in
determining SSI eligibility. Further, under the state's Adult
Public Assistance (APA) statute, OIld Age Assistance (a facet of
APA) must follow the income rules of SSI.

Both the federal SSI program and the state's OIld Age
Assistance (OAA) program are needs-based programs available to

citizens over the age of 65. SS1 supplements a citizen's prior
resources to ensure income of 5325/month. OAA further supplements
to ensure income of $586/month. When a recipient of SSI receives

the $250/month longevity bonus payment, the federal government cuts
the SSI grant dollar for dollar, which effectively negates the
advantage of receiving the longevity bonus. The Department of
Health and Social Services has identified approximately 750 elderly
recipients so effected by this provision.

In addition, 314 of these recipients have enough income to
also lose eligibility for state OIld Age Assistance, and therefore
for Medicaid coverage.

CS SB 128, which nas been prepared at the request of the bill
sponsor, would require the state to make up for SSI payments lost
due to receipt of the longevity bonus. It would also place those
recipients who have lost Medicaid eligibility wunder the General
Relief Medical program, which provides state funded medical
coverage.

Early fiscal information on the proposal is attached. The
Department of Health and social Services will present more complete
fiscal information at the committee hearing, and will discuss
revising the bill to

1) limit the public assistance programs covered to

Supplemental Security Income (SSI1), Medicaid, Adult Public
Assistance (APA), and Aid to Families with Dependent Children
(AFDC), and

2) exempt nursing home Medicaid recipients from eligibility
for the longevity bonus.

SCR 10, Requesting the State Board of Education to require the
study of Alaska history ~id government in the schools of the~itate.

SCR 10 requests that the~~tate Board of Education adopt
regulations requiring at least oneNmit of credit in the study of
Alaska history and government for graduation from high school.

Current Board regulations (4 AAC 06.075Px®quire a minimum of
21 units of credit before graduation, as followsVI



Should the bill cover all Public Assistance programs? (\.fc. rTIOVC iUl PJoiiC
/k~rfzuxe- {ysrA Ajitd }(&&
According to Gordon Landes of Adult Public Assistance; N n n

1. AFDC.

The Department moves elderly from AFDC into Adult Public Assistance
when they reach age 65 because it is to their advantage to be there.

2. Aid to Blind and Disabled.

The Department automatically converts them to Old Age Assistance
at age 65.

3. Food Stamps.

Elderly people don"t use the Food Stamp program very much,
nationally as well as state-wide, according to Landes. They avoid
appearance of welfare. In additon, it isn"t worth it for them, because
they frequently live alone and the deduction for one person is <mall.
4. General Relief Medical.

Some drugs are covered.

5. General Relief Assistance

Almost no elderly apply for this help.

In general, Landes feels that holding harmless these assistance

programs wculd cost the Department more in paperwork than it would
benefit the elderly recipients.



FAMPEH/Department o Heath & Social Services

POSITION
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REVISED
POSITION PAPER
SENATE BILL NO. 128

For "An Act relating to the use of longevity bonus payments in determining
adult public assistance; and providing for an effective date."

Prior to the passage of the federal Deficit Reduction Act of 1984

(P.L. 98-369), the federal Supplemental Security Income (SSI) Program
disregarded all Alaska Longevity Bonus (ALB) payments made to its
applicants and recipients. The $250 Longevity Bonus payments did not count
as income in determining SSI eligibility or payment amounts. The Deficit
Reduction Act reduced this blanket disregard to apply or * to those ALB
recipients who have been continuously resident in Alaska or 25 years and
may apply for SSI prior to October 1, 1985. For all other Longevity Bonus
recipients, SSI now counts the Bonus payment as income, which reduces or
terminates monthly assistance.

Approximately 1200 elderly Alaskans receive SSI assistance; almost all of
them also receive 0ld Age Assistance. In addition, Old Age Assistance is
provided to another 1250 persons whose countable income is over the SSI
limits but under the much higher O0ld Age Assistance limits. With the
granting of Old Age Assistance comes automatic eligibility for Medicaid
coverage. Under a current Adult Public Assistance statute,

(AS 47.25.435), 0ld Age Assistance must follow the income rules of the SSI
Program, including disregarding or counting the Longevity Bonus payments.

Without the changes proposed by Senate Bill No. 128, approximately 750 Old
Age Assistance recipients will experience a $230 to $250 reduction in their
total spendable monthly income as SSI and/or Old Age Assistance begins
counting their non-exempt Longevity Bonus as income. This raises serious
questions of equity, since approximately 1700 elderly recipients will

retain their Longevity Bonus exemption and will, thereby, have $230-$250
per month more spendable income than their less-fortunate peers.

The situation of approximately 333 of these 750 recipients is of even
greater concern. These 333 have other income that places them over the SSI
income standards, and beginning to count their non-exempt Longevity Bonus
payments will place them over the 0ld Age Assistance limits. By losing 0Old
Age Assistance, they will lose their Medicaid coverage. Since Alaska“s
medical costs are so high, and the aged frequently need substantial medical
services, loss of Medicaid coverage is often of more importance to them
than loss of assistance income. The sponsor of SB 128 assumes that this
problem will be remedied by provisions of CSSB 56, however, the Department
cannot assume that a measure containing this medical hold harmless will be
enacted prior to July 1, 1985. Therefore, we have priced the impact of SB
128 as if no medical hold harmless would exist for nursing home and
non-nursing home recipients in FY86.
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RECOMMENDATIONS

While the Department supports SB 128 as written, there is a "safer"
approach that presents no risk to federal funding. We propose that Senate
Bill No. 128 be amended to provide for an "Alaska Longevity Bonus
Hold-Harmless Program"™ that would be statutorily and fiscally distinct from
the Adult Public Assistance program, and that this new program provide for
a full medical hold-harmless that would be distinct from the Medicaid
program. We suggest that the Department"s General Relief statutes
(AS 47.25.120 - AS 47.25.300) be amended to establish this cas.li assistance
hold-Jha,nal**upder~6enei:al Relief. We also recommendthat the wedical \
ngt'ti™® ~ mKtl-g§|jpJpOVisionS be adaed to this bill to insure that
medical benefits continue to be available to these persons if CSSB 56 does
not pass this se, " n.

Under our existing mandate in AS 47.05.010(7) and (8) to maximize federal
matrhirjn fund*;. which could be strengthened by a specific statement of

t.ive iin“ent"tjhe Department would then be free to take every step
possible to requaTify hold-harmless recipients for Medicaid federal
matching funds, without exposing the Medicaid program to risk of federal
fiscal penalties. ft

Recommended by:

John R. Taber,"Director
-Division of Public Assistance

Date: 23
Recommended by:
Rod Betit, Director

Division of Medical Assistance

Date:

&



STATE OF ALASKA

REQUEST

til 1/Resolution No.SB No. 128

Title:An Act relating to the use
of Longevity bonus paymriTfs

1985 LEGISLATIVE SESSION

FISCAL NOTE.

Revision Date: 3/5/85

FISCAL DETAIL

Agency Affected; Health & Social Service
Program Category Affected:Soc. and Econ.
assistance for general populatien

3ponsor:Uaitord9 iloSey", Kerttuia, RayBRU, Program or Subprogram(s) Affected:
Requestor? 0ld Age Assistance
Date of Request: b/8b
Fv 80 FY 86 Fy 8/ FYy 88 FY 89 FY 90
OPERATING
m  PERSONAL SERVI'CT?"
200 TRAVEL
100 CONTRACTUAL
it00 SUPPLIES
500 EQUIPMENT
600 LAND & STRUCTURES
700 GRANTS, CLAIMS 2160.0  2s61.2 2676.1 2810.4 3006.3
300 MISCELLANEOUS
TOTAL OPERATING -2160.0 2361.2.--—--—-- 1 2676.1 2810.4 2Q.Q1L1.
REVENUE
JtNLhnL rIAD 2160.0 2361.2 i 2576.1 | 2810.4 3005.3
-EDERAL FUNDS
1 . »
DTHER i
TOTAL 1
rtcc-m  meeemsesesessooseees 0 0 " 6 ! 0
PART-TIME 4 0 0 0 0
Jtemporary 0 0 0 0
ANALYSIS: Attach a separate page if necessary
See analysis attached.
Prepared By:John R. Taber hone: 465-3347
Division: Public Assistance Date: Marcn b, 1iyu5"
Approved by Commissioner: Date
Agency: j. n
Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
111184

ImDacted Aaencv(ies)



Fiscal Note for HO i2£
Page 2

1. Costs reflect replacing lost Supplemental Security Income federal payments
with increased Old Age Assistance:

FY Cost
FY86: 750 persons/month =1,400.0
FY87: 794 persons/month =1,530.5
FY88: 838 persons/month=1,669.8
FY89: 884 persons/month =1,821.6
FYO9C: 933 persons/month =1,987.4

2. 0ld Age Assistance formula need for the Adult Public Assistance component for

FY86 to fund the 760.0 or the estimated FY86 cost of preventing bonus-related
Old Age Assistance grant reductions:

FY Cost
FY86: 750 persons/month = 760.0
FY87: 794 persons/month = 830.7
F188: 838 persons/month = 906.3
FY89: 884 persons/month = 988.8
FY90: 933 persons/month=1,017.9



STATE OF ALASKA 1985 LEGISLATIVE SESSION
FISCAL N 0 T E

Revision Date:

REQUEST FISCAL DETAIL

Bi 11/Resolution No.: SB 128 Agency Affected: Health & Social Services
Title: "An Act relating to use ot Program Category Affected:Soc. & Leon.
Longevity Bonus in determining AHA Assistance for General Pop.
Sponsor:Halford, Rodney, Kerttula™ BRU, Program or Subprograml!s) Affected:
Requestor: Medical Assistance

Date of Request:_

"""PTBb FV 86 Fy"S7 FY 88 FY 89 FY 90
OPERATING

100 PERSONAL SERVICES
200 TRAVEL
100 CONTRACTUAL
<D SUPPLIES
500 EQUIPMENT
S00 LAND & STRUCTURES
700 GRANTS, CLAIMS (2,183.2) (2,481).2) (2,842.8) (3,2j7.4) (3,702.6)
300 MISCELLANEOUS

TOTAL OPERATING (2,183.2) (2,48U.2) (2,842.8) (3,237.4) (3,702.6)

CAPITAL J
REVENUE (934.9) | (1,062.3)) (1,721/.10)] (1,JHb.U)ItT""87.9)]

jenekal i-ukD (1,284.3 1,417.9 $1,625.7) [1,851.4)) (2,117.7)
rEDERAL FUNDS (934.9) (T7U5Z73) ~1,217.1) [1,386.0); (1,5a4.9)
3THER i
TOTAL (2,183.2) (2,480.2) 12,842.8) (3,237.4)! (3,702.6)
TOrnr- -0- -0- -0- -6- n'-o'm™
"ART-TIME -0- “NG -0- ... -0-
TEMPORARY -0 - -0 - -0- -0 - -0-

ANALYSIS: Attach a separate page if necessary

SB 128 eliminates Medicaid coverage for OAA recipients who because of receipt
of ALB/Annuity become ineligible for Medicaid. The attached table projects
the reductions in the number of recipients (line f and h) and(F"FF)(l ins q and 1i).

Table 1 shows the State General Fund and FFP reductions. ‘n
IV.VVCUACUW

Prepared By: Rotj Be.tiUJHr .eetotlL Phone: 465-3355
Division: Medical Assistance Date: 3/6/85
Approved by Commissioner: Qi Date:

Agency: f 1 f c g JEgu

Distribution (by Agency preparing fiscal note)
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies) 7/1/84



Table 1

This table “ofrs the State general fund match and federal financial
participatiu./in the Medicaid program for

coverage both
Sny change which established an ALB hold harmless provision would result in
the loss of FFP. ALB hold harmless program would -

Because there are a number of legislative proposals seeking to amend the
current ALB statute, the following two tables were developed to use in
analyzing the impact of these proposals. The comment section on the fiscal
note of each bill states whether Medicaid 1is being eliminated or hold
harmless.

Line G. Distribution: Expenditures for.r ients who may
lose Medicaid eligibility.

FY86 F FY89 FY90
- vorsar 4711539 B3I eurres 6977133
GF 466,678 531,814 fﬁi,g4f g&%,ﬁédg 786,128
TOTAL 880,525 1,003,423 1, ' 2 1, ' 1,483,261
Line | distribution: Expenditures for ~8 ||i|pftome clients who may lose
Medicaid eligibility.
FED 521,070 590,716 679,971 774,727 887,715

GF 781,605 886,074 1,019,956 1,162,090 1,331,572
TOTAL 1,302,675 1,476,790 1,699,927 1,936,817 2,219,287



Table |l

The attached table was prepared to project the offset of various ALB
legislative proposals on the Medicaid program. The table represents: a)
the nursing home daily rate; b) the nursing home cost for 365 days of
services; c) the average cost per non nursing home recipient; d) the
recipient share of nursing home costs; e) the number of monthly OAA eligi-
bles; f) the number of ineligible non nursing home OAA due to receipt of
ALB; g) the FFP for non nursing home OAA ineligibles; h) the number of

ineligible OAA nursing home clients and; i) the FFP for ineligible nursing
home clients.



awoy Buisanu e 40) 1S00 juawasejdat d44 a8yl sjuasaadas . aul]

-sjuardioaa awoy Bursanu-uou Joj 3Juswadejdad d44 Bul SI 9 aul]  -sjusardiosd ssajuiey pjoy
“Aijpigierga preosipauw asoj ppnom oym siyusirdioad

YY0 @soyl Jo03 weubBoud ssajuiaey pjoy

sawoy Bursanu 103 83ea d44 8dylvsuorledrdoryaed
pasu-fppIm a31els- ayl--‘-Asuow 3l1els %eg pue

I %¥6 asayl 3o "€EE 9q

paioafload yimoab uorlzepndod

Jeoipaw © Buipraoad ylim palelIdoosSse 1S0D ayl Ssluasaddad ajgelr anoge ayl /

[11m abeaanod preoipay 8so]

Jeaauab ayl yxim aury ur aesk uad

Jeroueuny

"91els %09 |edepay %0v

Jedapa) %/ 9yl ooepdaa 031 spuny Jesaual aieils apiraoad 01
jedopal 1%y 40 posodwoo ade sainiipuadxs aJed wasy Buop-uou predsiIpap 8dUIS "9

“S9OIAJA8S |BOIpAW 8zI1pI1Nn

I1im oym sajqgibrgs yyo awoy Bursanu-uou JOo Jaqunu a8yl 98Ad4 Uul] °§

Apdepa a8yl ur ysia jeosrpaw ybry syl 1091494 01 AJaessadau sl

JOo poylauw ur sabueyos pue Ayrrjelqouw pue Ajipigiouw ul
Ul Sasealou] se swallyons sapnjoul
[eoipapy abeaoyouy ayy Agq paiesipul

GT.°.88

114

€ETL69

0cv

T67°€

[AXAR A

"96.°¢

"S09°Y9

“LLT

06Ad

Lzl vll

6€

G8Z°TT9

96¢€

€62°¢

269°CT

“Y6v°E

"098°65

V91

68Ad

se 10310} uollejlul

%9 le 9sealddul

uorlepndod pabe a8yl ul
I11m sjuardioaa jo Jaaqunu palzosfoad ayr v

uoilepndod

10310e) A)I1susljul a8yl S99} UOISIAIP 3yl ~Jusawleasl
sasealoul ‘spaq
10310e} A)1suajul a8yl "J0310BJ} 9IIAA3S JO AJISUBIUI %E ® puUB " |dD S8IIAIIS

%G vy e AQ Apaeak pajzepjur sem aeak aad 1sod abeuasane ayl ¢

jerydsoy mau Jo uorlonaisuod ‘ABojouyosal

-aedh 1ad pepg$ sem 3s00 juardidosa yyo awoy Bursanu-uou abeaane a8yl $8Ad4 Ul "¢

-saanlipuadxa pue sjuardioss Buryegnojes Jo} Jeak aseq 8yl Se pasn sem y8Ad T

T.6°6L9

LE

€LTLES

VL€

LOT €

26T et

"162°¢

"G¥8°GS

TE€at

88A4d

9T.“ 065

Ge

609°T.LY

€G¢€

L€6°C

09921

"veo‘e

"0€8°TS

K 4

L8AL

0L0°T2S

€€

Ly8 ETY

€EC

89L.°¢

G0L TT

"€18°¢

"z9e‘8y

0§°¢CET

98A4d

6.6 °8vY

1€
v70°€9¢€
v1e
609°C
voE 111
LT9°2v(
"G68°¥N
311

G8Ad

SISATYNY 1S0O 3IONVLISISSY 1vII1A3N

:suorydunssy

(pu - 2y+qu)

(%0y 21e 2usweoejday
jeaapad4) 1so00 sajqibrgaur HN 1
sajqibrgaur N "y

v~ 1) @ve 4 (wiy e

94eys jJedapad) 131s09 sajqubrgaur yyo b6
g1v 01 anp sajqibrjaur papy vvo 4

(abeaane Ajyjuow) sajqibrpa preoipspy -9

1eaA aad Buraeys 1so02 Juardiosa HN  p

((e)(sAep g9¢)) 4eahkaad 3s0d HN

joseaaou] jpenuue uG-2) Aep aad 3S02 HN e



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

29

Introduced: 3/6/85
Referred: Health, Education &
Social Services and Finance

BY KOPONEN, CLOCKSIN, DUNCAN,
GRUENBERG, HURLEY, M.M.MILLER,
SUND, TAYLOR, PIGNALBERI,

IN THE HOUSE UEHLING AND GOLL

SPONSOR SUBSTITUTE FOR HOUSE BILL NO. 212

IN THE LEGISLATURE OF THE STATE OF ALASKA

FOURTEENTH LEGISLATURE - FIRST SESSION

A BILL

For an Act entitled: "An Act relating to the use of longevity bonus pay-

BE

ments in determining adult public assistance; and

providing for an effective date."

ITENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 47.45 is amended by adding new sections to read:

Sec. 47.45.122. ELIGIBILITY FOR PUBLIC ASSISTANCE. (a) An
individual for whom public assistance is denied or reduced solely
because of the receipt of a bonus by the individual or by a member of
the individual®s household is eligible for assistance under the
general relief assistance program under AS 47.25.120 - 47.25.300.
Notwithstanding the limit in AS 47.25.130, the individual is entitled
to receive the same amount as the individual would have received under
other public assistance programs had there been no Jlongevity bonus
progran

(b) In this section "public assistance” means

(1) Supplemental Security Income (42 U.S.C. 1381 - 1385
(2) Medical Assistance (42 U.S.C. 1396 - 1396p);
(3) Adult Public Assistance (AS 47.25.430 - 47.25.615);

(4) Aid To Families With Dependent Children (AS 47.25.310

Sec. 47.45.124. ELIGIBILITY FOR STATE PROGRAMS. (a) A progranm
administered by the state or any of its instrumentalities or munici-
palities, the eligibility for which is based on financial need, may

not consider a bonus as income or resources unless required to do so

-1- SSHB 212



by federal law or regulation.

(b) A person who 1is ineligible for participation in the National
Older American Volunteer Programs (42 U.S.C. 5001 - 5023) or the Older
American Community Service Employment Program (42 U.S.C. 3056 - 3056fT)
because a bonus received by the person was considered as 1income or
resources 1is eligible to participate in similar programs funded by the
state.

* Sec. 2. This Act takes effect July 1, 1985.

SSHB 212 o



T°0: EETTYE FROM: SANDRA
MARCH 6", 1985

FACT SHEET CSSB 128

FEDERAL SUPPLEMENTAL SECURITY INCOME $325/rao.
Feds, look at your prior resources, which for certain Alaska
seniors includes the $250/mo. longevity bonus, and provide

the difference between current monthly 1income and $325.
STATE ADULT PUBLIC ASSISTANCE $586/mo;

State looks at your prior resources, which includes SSI (above) j
and provides the difference between current monthly 1income

and $586.
NOTE: THE STATE ADULT PUBLIC ASSISTANCE LAW CONFORMS TO THE
FEDERAL SSI PROGRAM. BOTH ARE NEEDS BASED, WITH AN AGE- 65

ELIGIBILITY.

MEDICAID COVERAGE
* * 1
Eligibility for Adult Public Assistance automatically qualifies
the recipient for Medicaid coverage. Medicaid costs are shared
with the federal government on roughly a 50/50 basis.

MEDICAID NURSING HOME COVERAGE
Whereas standard Medicaid eligibility conforms to the $586/mo.
threshhold of the Adult Public Assistance Program, Jlong term

care is treated differently under the Medicaid progranm. Long
term care 1income threshhold 1is $975/mo.

ELDERLY PERSONS AFFECTED (NUMBERS ARE APPROXIMATE)

Federal SSI and Adult Public Assistance Recipients 2,450
Number of thesewho must "count™ longevity bonus 750
Number of thesewho who also lose Medicaid 330
Number of thesewho will lose nursing home benefits 36

COSTS (APPROXIMATE)

To make up difference on SSI payments $1,400,000
To provide General Relief Medical coverage
e in place of Medicaid 880,500~*
To provide General Relief Medical 1in place
of Medicaid nursing home coverage 1,302,700%*
(NOTE: $466,700 and $781,600 of these amounts respectively are

contained in the Governor®s FY 86 budget for the State share of
this coverage under the existing Medicaid program.)



Al aska i?tate Hegt"slature

BETTYE FAHRENKAMP. Chairman POU
ARLISS STURGULEWSKI, Vice Chairman STATE CAP
JOE JOSEPHSON JUNEAU. ALASKAQi
PAUL FISCHER 2907} 465-3L
EDNA ARMSTRONGDE VRIES 907) 465-38:.
Senate
Committee on
Acaltt), Ctiucatton anti Social feerbicefi
Caltl), ctucatton ant S0Clal feeroicetl
M EMORANTDUWM
TO: Members, Senate Committee on Health, Education and Social

Services

FROM: Committee Staff
RE: Committee Meeting, March 14, 1985
DATE: March 13, 1985

On Thursday, March 14, at 1:30 pm in the Beltz Room, the
Senate Committee on Health, Education and Social Services will hear
the following bills:

SSSB 117, Alzheimer's disease and related disorders.

SSSB 117, which would authorize grants for the operation of
adult day care centers, establish an Alzheimer's disease task
force, and authorize operation of a diagnostic center, received a
preliminary hearing by the Senate HESS Committee on March 7, 1985.

While testimony provided was generally supportive, there was
recognition that funding for all aspects of the proposal may not be
available. A letter to the Senate Finance Committee prioritizing

the proposed services has been prepared.

Hating to the wuse of longevity bonus payments in
fetermining adult public assistance.

The federal Supplemental Security Income (SsSl) program
requires that Alaska senior citizens apply for the longevity bonus.
The Federal Deficit Reduction Act of 1984 (PL 98-369) requires that
bonus recipients who have not been Alaska residents for 25 years
prior to September 9, 1985 count the bonus as income in determining
SSI eligibility. Further, under the state's Adult Public
Assistance (APA) statute, OIld Age Assistance (a facet of APA) must
follow the income rules of SSI.



Both the federal SSI program and the state's Old Age
Assistance (OAA) program are needs-based programs available to

citizens over the age of 65. SSI supplements a citizen's prior
resources to ensure income of $325/month. OAA further supplements
to ensure income of $586/month. When a recipient of SSI receives

the $250/month longevity bonus payment, the federal government cuts
the SSI grant dollar for dollar, which effectively negates the
advantage of receiving the longevity bonus. The Department of
Health and Social Services has identified approximately 750 elderly
recipients so effected by this provision.

In addition, 314 of these recipients have enough income to
also lose eligibility for state OIld Age Assistance, and therefore
for Medicaid coverage.

CS SB 128, which has been prepared at the request of the bill
sponsor, would require the state to make up for SSI payments lost

due to receipt of the longevity bonus. It would also place those
recipients who have lost Medicaid eligibility wunder the General
Relief Medical program, which provides state funded medical

coverage.

Fiscal information on the proposal is attached. The Department
of Health and Social Services will discuss revising the bill to
1) limit the public assistance programs covered to

Supplemental Security Income (SSI1), Medicaid, and Adult Public
Assistance (APA), and

2) exempt nursing home Medicaid recipients from eligibility
for the longevity bonus.

SB 140, Rights of the terminally ill.

SB 140, which would allow for signing of a declaration that
life-sustaining procedures be withheld or withdrawn, received a
preliminary hearing in the Senate HESS Committee on March 5, 1985.
A committee substitute, which addresses concerns raised at that

time, has been prepared. Specifically, the committee substitute:
a) defines an adult as a person 18 years or older,

2) clarifies that health care professionals and health care

facilities are not liable for actions taken wunder this

chapter, and
3) provides for an immediate affective date.
SCR 10, Requesting the State Board of Education to require the
study of Alaska history and government in the schools of the state.
SCR 10 requests that the State Board of Education adopt

regulations requiring at least one unit of credit in the study of
Alaska history and government for graduation from high school.



PROPOSED AMENDMENTS TO SB 128, RELATING TO USE OF LONGEVITY BONUS
PAYMENTS IN DETERMINING ADULT PUBLIC ASSISTANCE.

TO BE DISCUSSED BY DEPARTMENT OF HEALTH AND SOCIAL SERVICES.

Add a new section to amend AS 47.45.070(2):

Sec. -47.45.070 UNQUALIFIED PERSONS. An unqualified person 1is
one who

(2) meets the age and residence requirements of this chap—
ter but either is confined in a state or federal mental health insti-—
tution or facility and is certified by the state as unable to manage
personal affairs, or resides in a nursing home as that term is defined
in AS 08.70.130; however, if that person, at the time of commitment or
commencement of residence, provided the principal support of a spouse,
the commissioner of administration may determine to pay the ~confined
person®s bonus to the person®s spouse until the spouse is qualified

for a bonus;

RATIONALE: By excluding nursing home patients from receiving
the Alaska Longevity Bonus, state expenditure would be reduced
by $521,100. This exclusion is provided for 1in SB 56, the Senate

annuity proposal.

Add a definition of "public assistance™ under AS 47.45.122:
(b) In this section "public assists®ice™ means
(1) Supplemental. Security Income (42 USC 1381-1385);

(2) Medical Assistance (42 USC 1396-1396p); and

(3) Adult Public Assistance (AS 47.25.430-47.25.615).

RATIONALE: These are the public assistance programs most often
accessed by elderly recipients, and the Department®s fiscal infor
mation is based on the hold-harmless provision being applied only
to these programs. Other public assistance programs <include

Food Stamps, Aid to Blind and Disabled, Energy Assistance, Aid to
Families With Dependent Children, General Relief Medical.
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believe the one year requirement would withstand a
challenge. The two year residency requirement for
student loans was recently upheld for similar reasons.

D. Conclusion

This proposal is valid because it addresses the federal
support of the public assistance question and because
it favors those Alaskans who need the bonus the most.
As such, it should be the subject of serious
legislative consideration, even though some seniors
have reservations about it.

STATUS QUO PROPOSAL

A. _Summga

This proposal would continue the present program —
$250 monthly bonus to all one year residents at least
65 years old — indefinitely.

B. The Bonus as a Priority for State Funding

This proposal asserts that the bonus in its present
form is a major priority and should be continued for

all Alaskans despite the high cost. If our revenues
were not dwindling at an everincreasing pace, we would
look more favorably on this proposal. We fear,
however, that other statewide needs such as roads,
water and sewer, education, and health care will suffer
if the bonus program continues in its present form.
There are simply not enough oil dollars to meet all our
needs. Many other State programs reward and assist
elder Alaskans. We hope to continue funding these
programs as well as a less expensive bonus program.

C. Continuing the Status Quo in FY 86

Although we are uncomfortable with the notion of
continuing the program in its present form forever, we
feel strongly that if the Legislature and the Governor
cannot reach agreement on any other proposals during
this session, the current bonus program should be
extended for another year. We do not prefer this
approach, but we do not want to end the program
altogether if 120 days is not enough time to reach
consensus on this important issue.

tKTz rrvy™ . Are
The Immediate Impact on Public Assistance Eligibility
A. How to Protect the Bonus Income of Public

Assistance Recipient's

Federal and State law treat the longevity bonus payment

-10-
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in a manner that results in a devastating form of
"legal" discrimination for many senior citizens on
public assistance. These laws require the senior
citizen to apply for the longevity bonus. Then, these
same laws reduce or eliminate the amount of public
assistance payments, dollar for dollar. The senior
citizens on public assistance, unlike the middle and
high income seniors who receive the longevity bonus on
top of all other income, realize no material gain in
their income from receipt of the longevity bonus.
Additionally, many of the seniors also lose their
entitlement to public assistance medical benefits that

the longevity bonus payment does not replace. The
poorest of our seniors — those who need the bonus the
most — are actually harmed by the Alaska longevity
bonus.

This "catch 22" affects all seniors who fall into

either of two categories:

1. Seniors who reached the age of 65 during 1984
through September 30, 1985, and who did not
meet the unconstitutional residency
requirements.

2. Seniors who reach the age of 65 after
September 30, 1985, irrespective of their
residency. This category would include all

seniors who would have met the
unconstitutional residency requirements.

The effect of this "catch 22" is that the federal
government saves federal funds and Alaska's longevity
bonus program becomes a cash benefit program for the
middle and upper classes of seniors who need the money
far less than the poor.

There are only two ways to extend the benefits of the
longevity bonus program to our low income senior
citizens:

1. create a means test longevity bonus program,
or
2. create a "hold-harmless” provision in State

public assistance statutes to ensure that the
State makes up the difference in federal
benefits lost and continues to pay State
public assistance to individuals effected by
the "catch 22."

The cost to the State would be:

-11-



HOLD-HARMLESS COSTS - FY86

Already Required

Budgeted Fiscal Note
Federal (SSI) Payment 0 1,400,000
State (OAA) Payment 760,000 0
Non-nursing Home Medical 0 413,847

760,000 1,813,847
If the Nursing Home Exclusion Amendment (see "B", page

13) is not adopted, then the hcld-harmless fiscal note
should be increased by $514,982 for FYS6.

STATUTE CHANGES

One Statute change would be needed to hold recipients
harmless under all currently proposed longevity bonus
programs:

Amend Article 4, AS 47.25.430f, to provide that

(1) The Department must increase the amount of an
individual's Adult Public Assistance payment
by the amount of any reduction in assistance
provided under Title XVI of the Social
Security Act which occurs solely because of
considering payments made under AS 47.45 as
available income; and

(2) Notwithstanding AS 47.25.435, in determining
eligibility for Adult Public Assistance and
the amount of Adult Public Assistance
payment, the Department will not consider any
payment made under AS 17.45 as income
available to the applicant or recipient.

Note: Regardless of which longevity bonus proposal is
enacted, the hold-harmless provisions above must
have an effective date of July 1, 1985. If the
means test proposal is enacted, these hold-

harmless provisions should sunset on the
effective date of the new act to protect funding
level of adult public assistance programs.

B. Exclusion of Individuals in Nursing Homes from
Eligibility fcr the Bonus

The bonus can preclude a poor elder from receiving
Medicaid assistance while in a nursing home even though
it does not offset the cost of care in the nursing home
(approximately $4000/month). Also, the federal
government requires that the individual apply for the
bonus to get Medicaid. While the State could hold



VIill.

these individuals harmless at a cost of $514,982
(General Fund), the Legislature could make nursing home
residents ineligible for a bonus.

It should be emphasized that this suggestion is not
intended to harm nursing home residents or to judge

their worthiness for receipt of a bonus. Rather, it is
intended to protect such elders from the exorbitant
cost of nursing home care. Irrespective of personal

income before entering a nursing home, 97% of Alaskans
in nursing homes in the state eventually turn to
Medicaid to pay their bills.

COST INFORMATION
A. Long Term Costs

The following chart compares the cost of the four
proposals in nominal dollars through fiscal year 2034.
The chart shows that the general fund costs of both the
annuity and stairstepping proposals eventually
disappear whereas the means test and status quo
proposals continue to need general funds. For the next
50 years, the total costs are as follows:

Annuity proposal $1.29 billion
Stairstepping proposal $1.13 billion
Means test proposal $3.20 billion
Status Quo $5.42 billion

The preseiit value (the amount of funding necessary to
endow the program today) of the cost of these proposals
is:

Annuity proposal $620.02 million
Stairstepping proposal $496.88 million
Means test proposal $634.9 million
Status Quo proposal $879.78 million
B. Population Forecast

The cost chart is based on a forecast of Alaska's
elderly population. This forecast may overstate the
number of people who will actually participate in any
of the proposed programs, at least in the near term.
For example, the population forecast predicts 16,744
eligibles for FY 86, yet only 14,547 elders are
currently receiving a b”nus. Also, after 2010, the
forecast assumes that tht.- elder population remains
constant, which does not account for death, migration,
etc.

If the population projections do turn out to be too
high, then the cost estimates are also too high.

-13-



Sponsor Substitute for SB - 128

The purpose of the bill.

This

bill would eliminate discrimination for some senior citizens

who are on public assistance.

The discrimination.

The discrimination results from the federal government®s Deficit
Reduction Act of 1984. This act requires any low-income Longevity
Bonus recipient who has NOT been a resident of Alaska for 25 years
to apply for the Longevity Bonus and then "count™ it as 1income

when

determining the amount of public assistance benefits.

As a result:

€Y

@

®)

The bill.

When the Longevity Bonus is distributed, low-income Alaskans
who h.©w lived in the state continuously for 25 years
increase their income by $250 - the amount of the

Bonus. (They are not required to "count™ the Bonus as
income when devermining their public assistance benefits.)

There are about 1700 of these Alaskans.

However, Jlow-income Alaskans who have NOT lived in the state
25 years lose $250 - the equivalent of their Bonus - when
collecting benefits. The amount of their Bonus 1is subtracted
from their federal Supplemental Security Income.

(The law first requires them to "count™ the Bonus and then
cuts their Supplemental Security Income by that amount.)

There are about 750 of these Alaskans.

0Of these 750 less-than-25-year-residents, 333 have enough
other income to put them in a worse position: they

lose their Medicaid benefits when they receive the Longevity
Bonus.

This happens because their other income pushes them over the
limit ($586) for the state"s Adult Public Assistance program.
Medicaid eligibility is tied by law to Adult Public
Assistance. When low-income seniors lose their assistance,
they also lose Medicaid.

Sponsor Substitute for SB 128 "holds harmless" the Longevity
Bonus. It allows the state to make up for public assistance payments

which are
harmless"

lost due to federal law. The bill also places the "hold
program under the General Relief Medical program, removing

the threat to Medicaid by making this program statutorily and fiscally
distinct from the Adult Public Assistance program.
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July 18 DEFICIT REDUCTION ACT OF 1084

so much of the supplemental security income benefits, whether or
not paid retroactively, as would not have been paid or would not be
paid with respect to such individual or spouse if he had received
such benefits under title Il in the month or months in which they
were regularly due.

"(b) For purposes of this section, the term 'supplemental security
income benefits’ means benefits paid or payable by the Secretary
under title XV';, including State supplementary payments under an
agreement pursuant to section 1616(a) or an administration ' gree-
ment under section 212(b) of Public Law 93-66.

"(c) From the amount of the reduction made under subsection (a),
the Secretary shall reimburse the State on behalf of which supple-
mentary payments were made for the amount (if any) by which such
State's expenditures on account.of such supplementary payments
for the month or months involved exceeded the expenditures which
the State would have made (for such month or months) if the
individual had received the benefits under title Il at the times they
were regularly due. An amount equal to the portion of such reduc-
tion remaining after reimbursement of the State under the preced-
ing sentence shall be covered into the general fund of the
Treasury.".

(b) The amendment made by this section shall apply for purposes
of reducing retroactive benefits under title Il of the Social Security
Act or retroactive supplemental security income benefits payable
beginning with the seventh month following the month in which
this Act is enacted; except that in the case of retroactive title Il
benefits other than those which result from a determination of
entitlement following an application for benefits under title Il or
from a reinstatement of benefits under title 11 following a period of
suspension or termination of such benefits, it shall apply when the
Secretary of Health and Human Services determines that it is
administratively feasible.

Sec. 2616. (a) Section 1612(b)(2XB) of the Social Security Act
amended to read as follows:

“(B) monthly (or other periodic) payments received by any
individual, under a program established prior to July 1,1973 (or
any program established prior to such date but subsequently
amended so as to conform to State or Federal constitutional
standards), if (i) such payments are made by the State of which
the individual receiving such payments is a resident, (ii) eligibil-
ity of any individual for such payments is tiGttb& mnifieedi'antl
i~asedOsoiely on atteinmefifcbt'age”63 or any other age set by
the State and residency in such State by such individual, and
(iii) dffiB5aUJSfo2SgJBHffi®830i3158”such individual (1) first
becomes an eligible individual or an eligible spouse under this
title, and (II)
mMflof such program as such program was in effect prior to
January 1, 1983.".

(b) The amendment made by subsection (a) shall become effective
on the date of the enactment of this Act.

98 STAT. 1133

aa-rrrumci

P.L. 98-389
Sec. 2G16
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permanent fund dividend may not be taken to satisfy a debt under (2)
of this section until any portion of the dividend necessary to satisfy
a child support obligation has been taken.

Sec. 13. AS 43.23.065 1is amended by adding new subsections to read:

(b) When an individual owes a past-due debt described in (a)(1)
of this section, the department shall require that the individual take
the individual®s permanent fund dividend in cash.

(c) The courts of this state may, as a condition of any civil
judgment or restitution order under AS 12.55.045 - 12.55.051 9or
12.55.100, require the defendant to take the defendant®"s permanent
fund dividend in cash.

Sec. 14. AS 43.23.075 is amended to read:

Sec. 43.23.075"
determining the eligibility of an individual under a public assistance
program administered by the Department of Health and Social Services
in which eligibility for assistance is based on financial need, the
Department of Health and Social Services may not consider a permanent
funu dividend a; income or resources received by the recipient of
public assistance or by a member of the recipient®s household unless
required to do so by federal law or regulation. The Department of
Health and Social Services shall, notify all recipients of public
assistance of the effects of [RECEIVING] a permanent fund dividend
credit or cash payment.

(b) An individual who is denied medical assistance under
U.S.C. 1396 - 1396p (Social Security Act, Title XIX) solely because of
the credit or receipt of a permanent fund dividend by the individual
or by a member of the individual®s household is eligible for state-
funded medical assistance under the general relief assistance progranm

(AS 47.25.120 - 47.25.300). The individual is entitled to receive,

-7- CSSB 56 (SA)
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for a period not to exceed four months, the same level of medical
assistance as the individual would have received under 42 U.S.C.
1396 - 1396p (Social Security Act, Title XIX) had there been no perma-—

nent fund dividend program.

(c) An individual who 1is denied assistance solely because perma—

nent fund dividends credited to or received by theindividual or by a
member of the individual®s household are counted as income or re—
sources under federal law or regulation is eligible for ~cash assis—
tance under the general relief assistance program (AS 47.25.120 -
47.25.500). Notwithstanding the limit in AS 47.25.130, the individual
is entitled to receive, for a period not to exceed four months, the
same amount as the individual would have received under other public
assistance programs had there been no permanent fund dividend program.
* Sec. 15. AS 43.23.095(6) 1is repealed and reenacted to read:

(6) "permanent fund dividend” means a credit to an annuity
account under this chapter except that, as applied to an individual
who may receive only cash under AS 43.23.005(d) or 43.23.065, it means
a cash payment under this chapter;

* Sec. 16. AS 43.23 is amended by adding new sections to read:
ARTICLE 2. ANNUITY PROGRAM.

Sec. 43.23.110. ANNUITY INVESTMENT FUND. (a) The annuity
investment fund is established as a separate fund in the state trea—
sury. Notwithstanding AS 37.13.145, an amount equal to the permanent
fund dividends taken as annuity credits under this ~chapter shall be
annually transferred from the dividend fund to the annuity investment
fund.

(b) The legislature may appropriate either general funds, or
earnings of the undistributed income account in the Alaska permanent

fund, to the annuity investment fund. Funds appropriated under this

t:a5U 56 (SA) 8.



CONTACT: ROD BETIT 465-3355

DATE: MARCH 6, 1985

SUMMARY OF LONGEVITY BONUS HOLD HARMLESS
DIVISION OF MEDICAL ASSISTANCE

HOLD HARMLESS COVERAGE fy86 hold Harmless coSTs (Savnms')"l%kjSEAJE dolﬁ?ﬁf)

BILL NO. | Moo nursing Home oaa TIFDTcAI NURSING HOME OAA
CSSB128%  YES mtmsmam
HB210 NO YES NO NO (466.7) -0- -0-
HB212 YES YES YES YES 413.8 760.0 1400.0
HB222 NO YES NO NO (466.7° -0- -0-
HB239 NO NO NO NO (456.7) -0- -0-
* Note: This $521.1 could be avoided if a nursing home exclusion is added to HB212, or the exclusion passes the

Legislature in a separate piece of legislation (ie SB56, HB210, HB222)

**  Note: In FY87 an additional savings of $496.1 would occur in the Department®s Permanent Fund (PFD) Hold Harmless
budget. This is due to HB222"s mandatory PFD contribution to the annuity which will reduce the Department®s
PFD Hold Harmless costs for AFDC (240.8), Aid to the Disabled (100.0), and Medicaid (155.3).



BEFORE LATEST ACTION
TAKEN BY CONGRESS
1) APPLY R°UL"I "PASSED BY
CONGRESS (EMER REG)
2) HOID Harmless oaa
BENEFITS ONLY
TmOLD HARMLESS SSI
AND OAA BENEFITS

CASE TYPE

Client with exempt ALB

SS1

314

314

314

and no other income
+ OAA + ALB = TOTAL
252 250 = $816
252 250 = $816
252 250 = $816
252 250 = $816

314

Client
and

SSI

314

84

84

84

+

CASE TYPE 11

with countable ALB
no other income

OAA + ALB = TOTAL

252 -0- = $566
252 250 = $586
252 250 = $586

482 250 = $816

R. -detit
10/23/84

CASE TYPE 111

Client with countable ALB and
$400 other income (INC)

SSI + OAA + ALB + INC = TOTAL

-0- 186 -0- 400 = $586
-0- -0- 250 400 = $650
-0- 186 250 400 = $836

-0- 186 250 400

$836

cViv



TO: BETTYE FROM: SANDRA MARCH 7, 1985
SB 128 - USE OF LONGEVITY BONUS IN DETERMINING ADULT PUBLIC ASSISTANCE
*HALFORD HAS ASKED THAT WE CONSIDER A PROPOSED C.S.
ALTHOUGH THE ACTUAL DETAILS AND THE DOLLAR THRESHHOLDS CAN GET
COMPLICATED, WHAT THIS BILL REALLY DOES IS REQUIRE THE STATE TO
PAY LONGEVITY BONUS RECIPIENTS THE AMOUNT OF FEDERAL SUPPLEMENTAL
SECURITY INCOME (SSI) THEY LOSE BY ACCEPTING THE LONGEVITY BONUS.
COMPLICATOR S :

1. ONLY RECIPIENTS WHO HAVE NOT LIVED IN THE STATE 25 YEARS

MUST COUNT THE BONUS AS INCOME. (PER FEDERAL LAW)

2. THE FEDERAL SSI PROGRAM REQUIRES THAT YOU ACCEPT LHE BONUS.
SO RIGHT NOW WE HAVE 2 CLASSES OF OVER-65 YEAR OLDS -- THOSE WHO"VE
LIVED IN THE STATE 25 YEARS AND THOSE WHO HAVENT"T. THE POLICY
QUESTION IS, DO WE WANT TO MAINTA A THIS CLASS DISTINCTION (WHICH SOME-
WiLL POINT OUT WAS ESTABLISHED ON THE FEDERAL LEVEL), OR DO WE WANT

TO ENSURE THAT ALL SENIORS ARE RECEIVING THE SAME AMOUNT OF SPENDABLE

INCOME MONTHLY?

QUESTIONS:
1. HOW ARE PERMANENT FUND CHECKS TREATED?

vTihere 1is a "bold harmless”™ provision 1in the Permanent Fund law.
The feds, count the dividend toward SSI eligibility, and the state
makes wup the difference, Jjust as we"re proposing for longevity bonus

2. WILL THE COSTS OF THIS PROPOSAL CONTINUE TO GROW AS MORE ALASKANS
TURN 652  (Yes.)

3. ARE PEOPLE BEING AFFECTED NOW?

(Yes. Dept, has adopted regulations to allow them to continue
paying the maximum $261 public assistance, but federal SSI benefits
are being lost.)

4. WHAT IS EFFECT OF MOVING MEDICAID PATIENTS INTO GENERAL RELIEF
MEDICAL?

(State pays Ffull share of this medical coverage, whereas Medicaid

is shared roughly 50% vjith the feds. We face federal sanctions if
we tamper with the Medicaid program, say by trying to exclude longev
bonus recipients from the financial eligibility criteria.)



5. HOW DOES THIS PROPOSAL COMPARE WITH WHAT®*S BEING PROPOSED IN
SB 56, THE SENATE®S LONGEVITY BONUS BILL?

SB 56 would not require the state to make un what a senior
would lose from the federal government.

It would disqualify nursing home residents from receiving the
longevity bonus, thus enabling them to continue receiving
Medicaid coverage (otherwise the state would have to pick up
the full tab for their nursing home care under the General
Relief Medical program).

Letter of Intent accompanying SB 56 encourages funds be
appropriated to provide medical coverage for those not living

in nursing homes who would lose Medicaid eligibility by counting
the longevity bonus.

SB 56 1is currently in Senate Judiciary, and will undoubtedly
continue to see revisions.

SEE ATTACHED FACT SHEET WITH APPROXIMATE NUMBERS AND COSTS.
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TO: Bettye

FROM: Sandra

RE: SB 128, Use of Longevity Bonus in Determining Adult
Public Assistance

DATE: March 14,1985

HALFORD HAS ASKED THAT WE CONSIDER A PROPOSED C.S.

ALTHOUGH THE ACTUAL DETAILS AND THE DOLLAR THRESHOLDS CAN GET
COMPLICATED, WHAT THIS BELL REALLY DOES IS REQUIRE THE STATE TO PAY
LONGEVITY BONUS RECIPIENTS THE AMOUNT OF FEDERAL SUPPLEMENTAL
SECURITY INCOME (SSI) AND ANY SUBSEQUENT STATE ASSISTANCE THEY LOSE

BY ACCEPTING THE LONGEVITY BONUS.

COMPLICATORS

1) ONLY RECIPIENTS WHO HAVE NOT LIVED IN THE STATE 25 YEARS

MUST COUNT THE BONUS AS INCOME. (PER FEDERAL LAW)

2) THE FEDERAL SSI PROGRAM REQUIRES THAT YOU ACCEPT THE
BONUS.
SO RIGHT NOW WE HAVE 2 CLASSES OF OVER - 65 YEAR OLDS — THOSE

WHO1VE LIVED IN THE STATE 25 YEARS AND THOSE WHO HAVEN'T. THE
POLICY QUESTION IS, DO WE WANT TO MAINTAIN THIS CLASS DISTINCTION

(WHICH SOME WILL POINT OUT WAS ESTABLISHED ON THE FEDERAL LEVEL).



OR DO WE WANT TO ENSURE THAT ALL SENIORS ARE RECEIVING THE SAME

AMOUNT OF SPENDABLE INCOME MONTHLY?

QUESTIONS:

D

3)

4)

HOW ARE PERMANENT FUND CHECKS TREATED?

There is a "hold harmless” provision in the Permanent Fund
lav,7. The fed., count the dividend toward SSI eligibility, and
the state makes up the difference, just as we're proposing for

longevity bonus.

WILL THE COSTS OF THIS PROPOSAL CONTINUE TO GROW AS MORE
ALASKANS TURN 657

Yes.

ARE PEOPLE BEING AFFECTED NOW?

Yes. The Department has adopted regulations to allow them to
continue paying the maximum $261 public assistance, but
federal SSI benefits are being lost. These state regulations

have placed Alaska technically out of compliance with the
federal SSI statute, but the feds have agreed not to dispute
in light of the state's commitment to resolving the longevity

bonus problem by July 1985.

HOW DOES CS SB 128 COMPARE WITH WHAT'S BEING PROPOSED IN SB

56, THE SENATE'S LONGEVITY BONUS BILL?



SE 56 would not require the state to make up what a senior

would lose from the federal government.

It would disqualify nursing home residents form receiving the
longevity bonus, thus enabling them to continue receiving
Medicaid coverage (otherwise the state WOULD have to pick up
the full tab for their nursing home care under the General

Relief Medical program).

Letter of Intent accompanying SB 56 encourages funds be
appropriated to provide medical coverage for those not living
in nursing homes who would lose Medicaid eligibility by

counting the longevity bonus.

SB 56 has passed through Senate State Affairs, Judiciary and

is now in Senate Finance.

WHAT EFFECT OF MOVING MEDICAID PATIENTS INTO GENERAL RELIEF

MEDICAL?

The state pays full share of this medical coverage, whereas
Medicaid is shared roughly 50% with the feds. We face federal
sanctions if we tamper with the Medjcaid program, say by

trying to exclude longevity bonus recipients from the finan-

cial eligibility criteria.



IF WHAT WE'RE REALLY TRYING TO PROTECT ARE MEDICAL BENEFITS,

IS THERE A LESS COSTLY WAY OF DOING THIS?

We could hold just the Medicaid recipients harmless, by moving
them from the Medicaid program to general relief, and rot
worrying about the federal SSI. The Department's budget
already contains the state share of these Medicaid costs; the

federal share we'd need to make up would be $413,847.

If we exclude nursing home patients from receiving the bonus,

there would be an additional state savings of $521,070.

INSTEAD OF MOVING THESE PEOPLE OUT OF THE MEDICAID PROGRAM
INTO GENERAL RELIEF, WOULD IT BE CHEAPER TO ADJUST THE
ELIGIBILITY THRESHOLD FOR STATE ADULT PUBLIC ASSISTANCE AND

MEDICAID SO YOU'D BE ELIGIBLE EVEN WITH RECEIPT OF THE BONUS?

For the next 10 years, raising the threshold would cost the

state more (figures are in your book— approximately $30
million more over the next 10 years). As our number of senior
citizens in the bonus program who haven't lived here 25 years
increases, it would be cheaper (approximately $10 million

cheaper in years 11-17).

Note that raising the threshold does not solve the equity
problem, as we'll still have some seniors who receive federal
SSI , and some who don't. The state cannot adjust the federal

SSI threshold.



8)

ONE SUGGESTION HAS BEEN TO PUT A 5 OR 10 YEAR SUNSET PROVISION

ON THE HOLD HARMLESS OF SB 128, THEN ONCE WE'VE INCREASED OUR

POPULATION OF NEVLY - RESIDENT SENIORS, RAISE THE ELIGIBILITY

THRESHOLD AND GO BACK TO MEDICAID AND THE FEDERAL DOLLARS

ATTACHED TO IT. WOuULD THIS ABILITY BE HAMPERED IF WE'RE

LIMITED, THROUGH A CAP, IN THE AMOUNT OF FEDERAL MEDICAID

DOLLARS WE CAN RECEIVE?



STATE OF ALASKA 1985 LEGISLATIVE SESSION
FISCAL NOTE

Revision Date:

REQUEST FISCAL DETAIL
Bill/Resolution No.: csﬂ)128 (hess) Agency Affected:

Page 1 of

Administratit

Title : Eligibility and Use of Longevity Program Category Affected: social and

Bonus in Determining Adult Public Assist.

Sponsor .JjaUord BRU,

Nuestor:
e of Request:

Economic Assistance for the Aged

Longevity Bonus and Pioneers’ Homes

EXPENDITURES/REVENUES: (Thousands of Dollars)

FY 85 FY 85 FY 87 FY 88
OPERATING
100 PERSONAL SERVICES 0 0 0 0
200 TRAVEL 0 0 0 0
SO0 CONTRACTUAL 0 0 0 0
AO0O SUPPLIES 0 0 0 0
500 ECUIPMENT 0 0 0 0
600 LAND 4 STRUCTURES 0 0 0 0
700 GRANTS, CLAIMS 0 (1,712.A) (1,712.A)  (1,712.A)
800 MISCELLANEOUS 0 0 0 0
TOTAL OPERATING 0 (1,712.A) (1,712.A) (1.712.A)
CAPITAL
I REVENUE 0 (399.0) (399.0) (399.0)
FUNDING: (Thousands of Doll ars)
GENERAL FUND 0 (1,313.A) (1,313.A)  (1,313.A)
FEDERAL FUNDS 0 0 0 0
OTHER 0 0 0 0
TOTAL 0 (1,313.A) (1,313.A)  (1,313.A)
POSITIONS: 0 0 0 0
FULL-TIME 0 0 0 0
PART-TIME 0 0 0 0
TEMPORARY 0 0 0 0
ANALYSIS: (Attach a separate page if necessary)
Qun lj, n pV

Prepared By: Joyce Ménson, Director Phone:
Division: Pioneersl Benefits ~ Date:
Approved by Commissioner: Lisa Rudd //J fl Date:

Agency: Department of Administration//"

Distribution (by Agency preparing fiscal note):

Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies)
v J

1/7D1/0321-08

2

Program or Subprogram(s) Affected:

FY 89 FY 90
0 0
0 0
0 0
0 0
0 0
0 0

(1.712.A) (1.712.A)

0

(1,712.A)  (1,712.A)

(399.0) (399.0)

(1.313.A) (1.313.A)

0
0

(1,313.A) (1.313.A)

O O o o

ab5-aaoo
March 21. 1985

Rev.

o O O o

7/1/84



Page 2 of 2

CSSB 128 (HESS)
Fiscal Note Analysis
Prepared by the Division of Pioneers”™ Benefits
Department of Administration
March 21, 1985

This bill would make persons who reside in nursing homes and government
operated mental health facilities ineligible for the Longevity Bonus. This
would have the effect of holding harmless those who would lose governmental
benefits such as SSI, Adult Public Assistance and Medicare by receipt of the
Longevity Bonus in other than Pioneers® Homes.

ASSUMPTIONS
1. The number of persons who would be affected in mental health facilities,
Pioneers®™ Homes and nursing homes was approximately 608 as of February
1985. For the purpose of this fiscal note, it is assumed this number

would remain unchanged. (608 x 12 x $250 = $1,824,000 saving)

2. There are approximately 133 nursing care residents of the Pioneers”™ Homes
who need the Longevity Bonus in order to pay their monthly charges for
care. Loss of the Longevity Bonus to these people would result in loss
of revenue as program receipts for the Pioneers®™ Homes. (133 x 12 x
$250 = $399,000 est. loss of program receipts)

3. Of the approximately 133 residents in Pioneers®™ Homes who would be
affected, approximately 93 would have incomes reduced to the point they
would become eligible for the monthly stipend payable under AS 47.25.020
(b) and (c). (93 x 12 x $100 = $111,600)

No consideration has been given to persons who may occupy the Juneau Pioneers”

Home beginning inFY 88 because information is notavailable at this time
about their incomes or needs.

1/7D1/0321-08/3
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CSSB 128 (FIN) ELIGIBILITY FOR LONGEVITY BONUS PAYMENTS AND

EXTENDING THE LONGEVITY BONUS PROGRAM FOR 1 YEAR.

IN 1984 A FEDERAL LAW WAS PASSED REQUIRING THAT RECIPIENTS OF

THE LONGEVITY BONUS (WHO HAVE NOT BEEN ALASKA RESIDENTS FOR 25
YEARS) COUNT THE BONUS AS INCOME, WHICH RENDERS MANY OF THEM
INELIGIBLE FOR MEDICAID BECAUSE IT PUSHES THEM OVER THE
QUALIFYING THRESHHOLD. SB 128 "HOLDS HARMLESS™ THESE PEOPLE

BY SAYING THAT IF THEY"RE DENIED MEDICAID (WHICH IS A SHARED
STATE AND FEDERAL PROGRAM) THEIR MEDICAL COSTS WILL BE COVERED
THROUGH THE GENERAL RELIEF ASSISTANCE PROGRAM (WHICH 1S ALL STATE
FUNDS) . FISCAL IMPACT IS THAT THE STATE PAYS 100% OF THE .COST

OF THEIR MEDICAL CARE RATHER THAN 50%.

TO ADDRESS NURSING HOME RESIDENTS, WHOSE MEDICAL COSTS ARE FAR
GREATER THAN THE MONTHLY BONUS, SB 128 DISQUALIFIES THEM FROM
RECEIVING THE LONGEVITY BONUS. THIS WAY THEY REMAIN ELIGIBLE FOR
MEDICAID AND THEIR MEDICAL COSTS ARE SHARED BETWEEN THE STATE AND

THE FEDER\NL GOVERNMENT.

THE SENATE FINANCE COMMITTEE SUBSTITUTE ADDS A NEW SECTION 3
WHICH EXTENDS THE EXISTING LONGEVITY BONUS PROGRAM ($250/MONTH
FOR EVERY RESIDENT OVER THE AGE OF 65) FOR AN ADDITIONAL YEAR -

WHICH SUGGESTS WE WON®T SEE A "SOLUTION"™ THIS YEAR!



Offered: 5/7/85
Referred: Rules

Original sponsors: Halford, Rodey,
Kerttula, et al

IN THE SENATE BY THE FINANCE COMMITTEE

IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to eligibility for 1ongevity bonus
payments and the use of longevity bonus payments in

determining program e I i g 1 b i1 1 i1 t vy n

M Ab& A
1H I CS hmoom om *
le Ce ] an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 47.45.070 is amended to read:
Sec. 47.45.070. UNQUALIFIED PERSONS. An unqualified person is
one who

(¢D) does not meet the age or residence requirements as
provided for under this chapter;

) meets the age andresidence requirements of this chap—
ter but either 1is confined in a stateor federal mental health insti-—
tution or facility and is certified by the state as unable to manage
personal affairs, or resides in a nursing home as that term is defined
in AS 08.70.180; however, 1if that person, at the time of commitment or
commencement of residence, provided the principal support of a spouse,
the commissioner of administration may determine to pay the ~confined
person®s bonus to the person®s spouse until the spouse is qualified
for a bonus;

3) is otherwise qualified but <confined in a penal
correctional institution or facility; upon completion of sentence or
upon the conferral of a pardon, parole or probation, the person may

make application; confinement outside the state shall be considered as

-1- CSSB 128(Fin)
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residence in the state if a person was convicted and sentenced from a
court in Alaska; revocation of parole or probation shall be cause for
immediate disqualification until release froim confinement 1is again
effected;

(4) voluntarily leaves the state and remains absent from
the state for a continuous period of mure than 180 days,
Sec. 2. AS 47.45 is amended by adding a ction to read:

Sec. 47.45.122. ELIGIBILITY FO An individual for
whom medicaid (42 U.S.C. 1396 - 1396p) 1is denied or reduced solely
because of the receipt of a bonus by the individual or by a member of
the individual®s household is eligible for assistance under the gener—
al relief assistance program under AS 47.25.120 - 47.25.300. Notwith—
standing the limit in AS 47.25.130, the individual is entitled to
receive the same amount as the individual would have received through
medicaid had there been no longevity bonus program.

Sec. 3. Section 11, ch. 38, SLA 1984 is amended to read:

Sec.

Sec. 4. This Act takes effect immediately in accordance with AS 01.-

10.070(c).
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STATE OF ALASKA 1985 LEGISLATIVE SESSION

B fiscal note_

Revision Date: 3/5/85

REQUEST FISCAL DETAIL

ETTT/Ttesolution No. SB No. 128 Agency Affected: Health & Social Service

Title:An Act relating to the use Program Category Affected:50c. ana tcon.
of Longevity Bonus payments assistancefor general population

SDonsor:Haitora, Kooey, Kerttuia, KayBRU, Program or Subprogram(s) Affected:

Requestor! Old AgeAssistance

Date of Request: "275/85

FY 8d FY bo v 8/ FY 88 FY 89 FY 90
OPERATING
100 PERSONAL 5LRVICES
200 TRAVEL
300 CONTRACTUAL
HOO SUPPLIES
500 EQUIPMENT
600 LAND ¢ STRUCTURES
700 GRANTS. CLAIMS pifin.n 2576.1 2R10.4 3005.3
900 MISCELLANEOUS i
TOTAL OPERATING 2i6n n  i736i 2 - *7A76.i oM L L. 3005.3
'‘GHITS
REVENUE
j.fe.rvnl rufuj 2160.0_  2361.2 - 2576.1 2810.4 3005.3
-EDERAL FUNDS )
DTHER |
TOTAL !
0 0 1 6 °
' ART-TIME 0 o o 0 0
rEHPORARY 0 0 1 0 o "1 0

ANALYSIS: Attach a separate page if necessary

See analysis attached.

Prepared By:John R. Taber 465-3347
Division: Public Assistance” "Date: marcn *, iyab
Approved by Commissioner,: Date'®

Agency: J-

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Imnactgd-Anpnrvfipsl . 111184



Fiscal Note for HB 128
Page 2

1 Costs reflect replacing lost Supplemental Security Income federal payments
with increased 0ld Age Assistance:

FY Cost
FY86: 750 persons/month =1,400.0
FY87: 794 persons/month =1,530.5
FY88: 838 persons/month=1,669.8
FY89: 884 persons/month=1,821.6
FY90: 933 persons/month =1,987.4

2. O0ld Age Assistance formula need for the Adult Public Assistance component for

FY86 to fund the 760.0 or the estimated FY86 cost of preventing bonus-deleted
0Old Age Assistance grant reductions:

FY Cost
FY86: 750 persons/month = 760.0
FY87: 794 persons/month = 830.7
FY88: 838 persons/month = 906.3
FY89: 834 persons/rnonth = 988.8
FY90: 933 persons/month= 1,017.9



STATE OF ALASKA 1985 LEGISLATIVE SESSION
FISCAL NOTE

Revision Date:

REQUEST FISCAL DETAIL

Bi Resolution No.: S8 128 Agency Affected: Health & Social Services
Title: "An Act relating to use or ~ Program Category Affected:boc. & tcon.
Longevity Bonus in determining APA Assistance for General Pop.
Sponsor:Halford, Rodney, Kerttula BRU, Program or Subprograml!s) Affected:
Requestor” Uecical Assistance

Date of Request:_

Fy 8b FY 8b rn r Fy 88 Fy 89 FY 90
OPERATING

100 PERSONAL SLnVIttS
200 TRAVEL
300 CONTRACTUAL
WO SUPPLIES
500 EOUIPHENT
500 LAND A STRUCTURES
700 CRANTS, CLAIMS (2,183.2) (2,48u.2) (2,842.8) (3,237.4) (3,702.6)
300 MISCELLANEOUS

TOTAL OPERATING (2,183.2) (2,48V.2) (2,842.8) (3,237.4) (3,702.6)

CAPITAL J

C REVENUE T934.9) ; (1,0b2.3)i (1,21/.1)] (,"38b.U)j (1,564.9){
FUNDING: (Thousands of Dollars)

J LNt KAL* TGTilj 1,.284.3)1 (1,417.9) 91,625.7) (1,851.4) (4,117.7)
-EDERAL FUNDS (934.9) (1,062.3) (17217.1) u=>88b.U) (1,584.9)
3THER

TOTAL (2,183.2) (2,842.8) (3,237.4) (3,702.6)
rtEwW W e N -0 - " Sfil" - ryrm
PART-TIME -0 - .6 - -0 - “u- -0 -
[TEMPORARY -0 - .0 - ro- -0 - -0 -

ANALYSIS: Attach a separate page if necessary

SB 128 eliminates Medicaid coverage for OAA recipients who Lecause of receipt
of ALB/Annuity become ineligible for Medicaid. The attached table projects
the reductions in the number of recipients (line f and h) an&VFFF)(line ? and 1).

Table | ~hows the State General Fund and FFP reductions. ) /

yQ<

Prepared By: Rod Betit. Director
Division: Medical Assistance

Approved by Commissioner:
Agency:___ [l

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ics) 7/1/84



This table shows the State general fund natch and federal financial
participation/in the Medicaid program for those expenditures likely to be
affected Dby changes in the current ALB statute. By simply eliminating
Medicaid coverage both state and federal expenditures would be reduced.
Any change which established an ALB hold harmless provision would result in
the loss of FFP. ALB hold harmless program would be funded by transferring
the general fund match 1n the Medicaid program to the ALB hold harmless and
adding to it new State general fund in an amount equal to the lost FFP.
Because there are a number of legislative proposals seeking to amend the
current ALB statute, the following two tables were developed to use in
analyzing the impact of these proposals. The comment section on the fiscal
note of each bill states whether Medicaid is being eliminated or hold
harmless.

Line G. Distribution: Expenditures for non-nursing home clients who may
lose Medicaid eligibility.

FY86 FY87 FY88 FY89
FED 4137M7 4717339 5377173 6117235
G 466,678 |6 8|124é 605,748 689,321
TOTAL 1, a—%,, 1,142,921 1,300,606

Line | distribution: Expenditures for nursing home clients who may lose
Medicaid eligibility.

FED 521,070 590,716 679,971 174,727 837,715
GF §§é7%%% 886,074 1,019,956 1,162,090 1,331,572
TOTAL 17 1,476,790 1,699,927 1,936,817 2,219,287



The attached table was prepared to project the offset of various ALB
legislative proposals on the Medicaid program. The table represents: a)
t'ne nursing home daily rate; b) the nursing home cost for 365 days of
services; c) the average cost per non nursing home recipient; d) the
recipient share of nursing home costs; e) the number of monthly OAA eligi-
bles; f) the number of ineligible non nursing home OAA due to receipt of
ALB; g) the FFP for non nursing home OAA ineligibles; h) thenumber of

ineligible OAA nursing home clients and; i) the FFP for ineligible nursing
home clients.
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EMERGENCY REGULATIONS

The Emergency Regulations were adopted to prevent recipients of the
Longevity Bonus from being disqualified from the Medicaid program.

Medicaid coverage depends on what level of Social Security Income
(SS1) received per month. Need for more than the minimum SSI
supplement is required in order to be eligible for Medicaid.

In many cases this year the Longevity Bonus payments raised the
recipient®s monthly income to a level where they were receiving "tje
minimum SSI, and therefore becoming ineligible for Medicaid. This
is an extremely simplified explanation of the case.

Alaska Legal Services, 1Inc. of Fairbanks threatened to sue the
State, DHSS, if they did r>ot immediately cdopt emergency regulations
discounting Longevity Bonus as a part of base monthly income in
applying the SS1 formula.

Rep Koponen 1is considering introducing legislation that could
rectify this dilemma much in the same way that the Permanent Fund
legislation did.
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NOTICE OF ADOPTION OF EMERGENCY REGULATIONS

As required by AS 44.6?.".250, notice is given that, under authon'ty
vested by AS 47.05.010, the Department of Health & Social Services
amended on this date, as an emergency regulation, 7 AAC 40.320, relating
to income exclusions in determining eligibility for benefits in the
Adult Public Assistance program and 7 aAc 43.020, relating to
eligibility for Medicaid. 7 AAC 40.320(a)(16) is amended so Adult
Public Assistance payments will not be changed when changes occur in SSI

eligibility or payment amounts as a result of the receipt of countable
Longevity Bonus Payments.

7 AAC 43.020(a) is amended to add that, to be eligible for Medicaid, a
person may not have a gross income in excess of 300 percent of the
current Supplemental Security Income payment standard.

7 AAC 43.020(a)(2) is amended to clarify that when determining
eligibility for Medicaid, no income is excluded in the determination of
the 300 percent income limit.

This action is not expected to require an increased appropriation.

Copies of this regulation may be obtained by writing to Gordon Landes,
Division of Public Assistance, Pouch H-07, Juneau, Alaska 99811.

Notice is also given that the Department of Health & Social Services
intends to make this amendment or other amendments dealing with the
treatment of the Alaska Longevity Bonus in determining eligibility for
Adult Public Assistance and for Medicaid permanent under AS 44.62.260
and any person interested may present written statements or arguments
pursuant to the action proposed at Room 310, Alaska Office Building, 350
Main Street, Juneau, Alaska, or may mail such statements or arguments to
the above address to be received no later than 4:30p.m. on February 11,
1985.

Date: i.

Connie J. Snoe," Dep/ty Commissioner
A -1 Department of Health & Social Services



EMERGENCY REGULATIONS
Register , 1985 HEALTH & SOCIAL SERVICES 7 AAC 40.320
7 AAC 40.320 (a)(16) is amended as follows:

(16) payments made under AS 47.45; the division will not increase or
decrease the amount of any payment made under this chapter to reflect
changes in SSi eligibility or payment amounts caused by receipt of
countable longevity bonus payments; (Eff. 5/12/82, Reg.82; am 9/30/83,

Reg.87, am / / , Register )

Authority: AS 47.05.010
AS 47.25.430
AS 47.25.435
AS 47.25.640
AS 47.25.810

EMERGENCY REGULATIONS

Register, HEALTh AND SOCIAL SERVICES 7 AAC 43.020

7 AAC 43.020 (a) is amended to read:

(a) To be eligible for medicaid coverage, a person mustbe eligible to
receive a cash assistance payment under either the AFDCor APA
programs with a gross income that does not exceed 300 percent of the
current SSI payment standard. A person need not receive a cash
assistance payment, but he or she must be eligible to receive one.
Exceptions to this general principle exist as follows: (Eff 8/18/79,
Reg. 71, am / / , Register )

Authority: AS 47.05.010
AS 47.07.050

7 AAC 43.020(a)(2) is amended to read:

(2) For persons in health care facilities on an inpatient basis whose
income does not exceed 300 percent of the current SSI payment
standard; for purposes of determining the 300 percent limit, no income
is excluded; (Eff 8/18/79, Reg. 71; am / / , Register )

Authority: AS 47.05.010
AS 47.07.050





