


AMENDMENTS TO SENATE BILL 56 BY RAY

Page 4, lines 14-17: Delete all material and replace with
the following:

(i) The permanent fun e dividend application form shall ,
be prepared to allow an applicant, other than a person
exempt under AS 47.45.015(b), to elect to receive cash 1in
lieu of a permanent fund dividend.

Page 8, Lines 15 and 16: Delete all material and replace
with the following:

(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;

Page 11, Line 19: After the word "payment" 1insert the
following:

"set out in (a) of this section”



AMENDMMENT
TO: SB 56
Page 10, line 24, after (d):

Delete "An annuity share" and insert "Except as provided in
(e) of this section, an annuity account"”

Page 10, line 28 through page 11, line 1:

Delete all material and insert "(e) If a person dies before-
agt 65, that person®s account balance shall, subject to
appropriation, be paid as a lump sum to the surviving spouse by
right of survivorship unless a different beneficiary was
designated. When no spouse survives and no beneficiary was

designated, the account balance shall be paid to the decedent"s

estate."
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AMENDMENT
TO: SB 56
Page 10, line 24, after (d):

Delete "An annuity share"™ and insert "Except as provided 1in
(e) of this section, an annuity account"”

Page 10, line 28 through page 11, line 1:

Delete all material and insert "(e¢) If a person dies before
age 65, that person®s account balance shall, subject to
appropriation, be paid as a lump sum to the surviving spouse by
right of survivorship unless a different beneficiary was
designated. When no spouse survives and no beneficiary was
designated, the account balance shall be paid to the decedent's

estate."



POSITION PAPER

BILL NO.: SENATE BILL NO. 56 DATE: 1-24-85
TITLE: "An Act amending the longevity bonus
program and the permanent dividend CONTACT: DHSS/3030
program, establishing an annuity DOA/2200
program, and providing for an DOR/2300

effective date."

1. INTRODUCTION

Senate Bill 56 amends various sections of the Alaska
Statutes reaarding the longevity bonus and the Permanent
Fund and thereby creates three major 1impacts:

a) Continues the bonus program for all persons age 65 by
1986 and pays these persons a benefit level of $250 per
month plus 3% per annum for life. b) Phases out the
bonus program for everyone younger than 65 (in 1986) and
pays these persons an ever-reducing benefit level until
sometime in the early part of the 21st Century when the
benefit reaches zero, c) Creates a state supplemental
retirement program (the annuity program) for those under
65 (in 1986) who choose to defer/invest their annual
permanent fund dividends.

This position paper contains analyses provided by the
Departments of Health and Social Services, Administration,

and Revenue. The Departments of Revenue and Administration
have provided fiscal notes for the costs of administration of
both the altered Longevity Bonus Program and the Annuity
Program.

Fiscal notes are limited to the administrative costs of
implementation of this Act, because the program costs (the
cost of living escalator in the Longevity Bonus Program and
the front loading costs in the annuity program) are so
interrelated and dependent upon one another that the
variables generate a multitude of different estimated costs

of the program.

When this bill was presented to the Alaska Longevity Bonus
Task Force, the authors of the bill envisioned a 3% escalator
in the longevity bonus and a front loading match of 25% of
the Permanent Fund dividend checks which were deferred. The
number of checks deferred was based upon an assumption that
30% of those eligible to defer would defer 100% of their

check. Based upon all of these assumptions, the costs of the
program would be an additional $25.2 million in FY 86, $26.5
million in FY 87, and $27.7 million in FY 88 above that which

is already budgeted for the current longevity bonus payment.
The drafters also assumed that these front loading costs
would cease after FY 88.



Therefore the costs of the bill using these assumptions would
be as follows:

FY86 FY87 FY-88 Source

Front-Loading 25,200. 0 26,500.0 27,000.7 Gen. Fund/Reserve
Acct. PF

PFD BRU 1,306.2 -0- -0- Annuity Fund
Treasury BRU 9.3 11.1 14.8 Annuity Fund
Public Svcs BRU 635.7 450.5 339.3 General Fund
Longevity Bonus BRU 10.0 -0- -0- General Fund
Annuity DP BRU 814.5 67. 7 71. 2 Annuity Fund
Annuity Mgt BRU 150.1 174.8 183.6 Annuity Fund
SB 56 Cost: 28,125.8 27,204.1 27,609.6
ALB Program 50,200.0 53,900.0 57,300.0 General Fund
Total Cost: 78,325.8 81,104.1 84,909.6

2. DEPARTMENT OF ADMINISTRATION -

The Department of Administration has two concerns about the
3% annual escalation of the longevity bonus proposed in

SB56. First, it is artificial, not based on real inflation
projections. Second, the cost-of-living increase is only for
grandfathered seniors, paid for by the reduction in benefits
paid to those seniors who were not grandfathered.

Under the annuity program described in Senate Bill 56, the
Department of Administration will administer individual
annuity accounts for 30% of the Permanent Fund dividend
eligibles. This account management will include approx—
imately 145,500 accounts in FY 86.

FY # of PFD # of Annuity
Eligibles Accounts
FY86 485,000 X 30% 145,500
FY87 490,000 X 30% 147,000
FY88 500,000 X 30% 150,000
FY89 510,000 X 30% 153,000
FYQ0 521,000 X 30% 156,300
Department will also make annuity payments to
persons over the age of 65 who were eligible. The payment
stream of each individual account will be based on actuarial
tables. Each year the analysis will have to be redone

because account balances and fund balances would vary.
The attached fiscal notes describe the resources required to

manacre these accounts.



3. DEPARTMENT OF REVENUE -

The proposed legislation directly Impacts four divisions within
DOR:

Division of Administrative Services
Division of Enforcement

Division of Treasury

Division of Public Services

For purposes of convenience, we have consolidated our responses
Into categories Instead of along division lines:

I. Introduction - The Annuity Program
Il. Sectlon-by-Section Analysis of Amendments to AS 43
I11.  Proposed Amendments

IV. Dilvislon(s) Fiscal Notes

1
Introduction
The Annuity Program

Annuity Program

Under the annuity program established by SB 56, an eligible Alaska
resident under the age of 65 as of January 1, 1986 may forego all or a
portion, but not less than 25%, of their permanent fund dividend 1n
exchange for a credit to an Individual annuity account. Upon reaching
the age of 55, that person will receive a monthly annuity for the
remainder of their life that 1s based on the accumulated value of their
annuity account, Including Interest, at age 65.

As 1t does currently, the Enforcement Division of the Department of
Revenue will oetcimlne eligibility for a dividend. Under SB 56 the
division of Administrative Services will provide to the Department of
Administration, th? amount, 1f any, each resident®s annuity account would
be credited as a result of electing such credit rather than a cash
dividend. The total of such credits will be transferred to the annuity
Investment fund from the dividend fund.

The Treasury Division of the Department of Revenue will Invest the
annuity Investment fund. Investments permitted are the same as those of
the Public Employees Retirement Fund except that the fund may also be
Invested 1n commercial Insurance contracts. *Perlodlcally, the Treasury
Division will notify the Department of Administration of the Income
realized by the fund. The Department of Administration will allocate
this as a pro-rata credit to each person®s annuity account based on the
balance 1n thelr account.



At age 65, a monthly annuity payment will be established for each
Individual. It will be determined by either the annuity available on the
market which can be purchased with the amount iIn the annuitant®™s account
or an amount determined by the Department of Administration based on then
current Interest rates, mortality tables,, and amounts on the account 1f
an ""in-house” option 1s chosen to meet the liability for annuity
payments. Under the "in-house" option the State would continue to manage
the Investment of the funds 1n annuitant;;1 accounts at age 65 and

thereafter.

Each year, the legislature may appropriate from the annuity
Investment account the amount required to make the monthly payments to
annuitants who are 65 or older. The amounts required will be transferred
to the Department of Administration which will make the payments.

The appropriation could be of "the amount required by AS 43.23.130"
or the Department of Administration could provide an estimate each year
which would be Inexact due to deaths during the year of annuitants or
those who would become annuitants 1n that year.

Comments

The private insurance option transfers from the fund the risk of
Inadequate earnings on post-65 annuitant;;" accounts to cover liabilities
for payments. OfF course the risk 1s not totally avoided since there 1s
always some credit risk that the insurer will fail.

However, by Incorporating the private Insurance option into the
Investment fund as an Investment, a conflict can arise with AS
43.23.110(c) which required crediting annuity accounts with Investment
fund earnings. IFf average fund rate-of-return 1s less than that on the
Insurance contracts, full payment of monthly annuities to those over 65
cannot be made while also crediting under-65 accounts at the average rate
of retum. This 1s because 1n this case the average rate of return on
under-65 accounts would be higher than the actual returns. Of course,
the credits can be made since they don"t require cash payment and over
time the problem may be eliminated by years on which average fund
earnings exceed Insurance contract rates of retumn.

A more definitive solution might be to credit under-65 accounts only
with earnings net of annuity payments, to establish separate funds for
those over and under 65, or to make the Insurance contracts simply
contracts of the Department of Administration and not Investments of the
annuity Investment funds. In the case of "ln-house" management, similar
conflict would exist AS 43.23.110(c) when assumed rates of return and
mortality differ from that realized.

The other major aspect of the annuity program which may present
technical problems 1s the allocation from "front-loading™ 1n AS
43.23.110(b)(2) and (3. If the base amount 1In (b)(2) 1s a separate



appropriation or allocation in the legislation appropriating the
“front-loading'”, then that base amount can be determined. In any event,

(b)(3)"s derivation remains ambiguous.

Section 1:

Section 2:

Section 3:

Section 4:

Section 5:

]
Alaska Department of Revenue
Section by Section Analysis of SB 56
January 21, 1985

Intent section, no effect on Department of Revenue except
that paragraph (4), lines 3-5 sets up the relationship of
two choices: annuity 1s the default unless applicant
chooses cash. This affects form design and programming.

Amends AS 43.23.005(c). Replaces the word '‘payment’” with
"dividend,” for consistency reasons. There 1s no direct
effect on the Department of Revenue.

Amends AS 43.23.005 by establishing alternatives for PFD
applicants:
a) If person 1s 65 or older on December 31, 1985, there
1s only one choice - 100% cash dividend.
b) If person 1s under 65 on December 31, 1985, there are
two basic choices:
D 100% cash.
2 At least 25% cash, and
between 1 and 75% annuity.

Amends AS 43.23.015(a). This change would appear to have
no effect on the Department of Revenue unless the Intent 1s
to limit the Department of Revenue®s ability to adopt
regulations defining residency, etc., as opposed to just
establishing the process.

Amends AS 43.23.015(b) by changing the affidavit printed on
the application, so that the applicant signs a statement
that he or she understands that they will lose all
dividends and Interest credited to his/her annuity

account. It should be amended to say the person also loses
all the legislative appropriations credited under AS
43.23.110 (Section 16 of this bill). This represents a
major forms change, and more Importantly, creates
substantial collection problems leaving many questions
unanswered. For example, 1t 1s clear that the Department
of Revenue can use collection procedures to collect money
paid to applicants as cash dividends and within the limits
of Section 10, as well as collect funds transferred to the
Department of Administration based on an option for
annuity, however what about:



Section 6:

Section 7:

Section 8:

Section 9:

D Collecting annuities already paid to a person over
65? Who collects 1t and how?

2 IT Revenue attempts to retrieve money from the
Department of Administration after conviction or
discovery of error, which agency goes after money from
the annuitant? Under what provision of law? What 1f
there aren™t enough funds 1n the dividends account?

Amends AS 43.23.015(e) 1n an attempt at consistency. But

given the extreme difficulties that exist 1n administering

a trust for persons iIn custody of a public agency

(typically children in

custody of the Department of Health & Social Services) and the
animosity that 1s generated 1n the parents, giving a state
agency the option of Irrevocably placing a custodial person®s
dividend 1n an annuity account seems certain to generate extreme
animosity from those parents and potential law suits for the
recovery of the funds.

Amends AS 43.23.015(F) for consistency with the new concept of
the PFD annuity. It Is Important to note that this does nothing
to correct the potential problem mentioned 1n the analysis of
Section 6. Otherwise there 1s no effect on the Department of

Revenue.

Amnends AS 43.23.015 by adding a paragraph directing the
Department of Revenue to provide an option on the PFD
application. For consistency"s sake, the wording on line 16-17
should be changed t reflect the wording of the option as given
In Section 3. Section 8 Implies only two choices: 100% cash or
100% annuity. This doesn™t sguare with Section 3, which
provides that every applicant receives at least 25% of the
dividend value in cash. It should also be noted that the use of
the term "'permanent fund dividend” on line 17 1n juxtaposition
to the term '‘cash’ Implies that the term "‘permanent fund
Dividend"” 1s defined as meaning annuity credit. This 1s not the
definition provided 1n Section 15. The only effect on the
Department of Revenue of this section 1s to modify the form and
explain the choices to the public.

Amends AS 43.23.035 to reflect the new concept of the PFD
annuity option. It 1s unclear as to whether "additional
credits” on line 24 means an allocation of future legislated
appropriations and/or Interest accrued to original annuity
credits. The language here should be coordinated with the
language 1n Section 5. Agailn, there are enforcement/collection
problems. What 1f annuity payments have already started and
there 1s not enough left to pay back all the erroneously
credited dividends? How 1s the balance collected, and by whom?
To what fund(s) are collections credited?



Section 10:

Section 11:

Amends AS 43.23.035 to provide a mechanism for the Department of
Revenue to collect dividends erroneously credited to the annuity
investment account. This section also distinguishes between the
remedy available to the Department of Revenue when the error 1s
the fault of the state and when the error 1s the fault of the
Individual. It 1s difficult to evaluate which date starts the

clock - date credited, or date discovered.

Amends AS 43.23.055 to redefine the duties of the Department of
Revenue to reflect the new concept of a PFD annuity option.
Lines 19-20 again Implies two choices - 100% cash or 100%
annuity. Under the provisions of Section 3, everyone receives
at least 25% cash. Lines 11-13 on page 6 requires the
Department of Revenue to provide Information to the Department
of Administration necessary to maintain the Individual annuity
account records and administer the annuity program. It would
appear that this Information exchange would consist of the

following:

D Each week, starting with the first PFD payment run 1n
October, the Department of Revenue would notify the
Department of Administration (via a computer tape) of those
applicants who came up for payment and who chose that a
percentage of their dividend be credited to their annuity
account. This will allow the Department of Administration
to credit the account with the proper amount and as of the
date on which the applicant would have otherwise been paid
cash. This reporting will go on weekly as long as the
Department of Revenue 1s making payments from that
particular years file.

2) On a regular basis, the Department of Revenue would have to
provide the Department of Administration with the Interest
rate that reflects the earnings of the annuity Investment
fund.

3 On a case by case basis over a 10-year period the
Department of Revenue - Enforcement would notify the
Department of Administration of erroneous payments and seek
reimbursement from the annuity Investment fund.

Sections 12 & 13: Amend AS 43.23.065 to reflect the new concept of a PP

annuity option. The general effect of Sections 12 and 13,
taken together, seems to be that the portion of a dividend
which 1s taken as a credit to an annuity 1s not subject to
lewy, execution, garnishment, attachment, or other remedies
for the collection of debt. As a statute change unrelated
to the annuity concept, Section 12 provides for 100%
attachment of a cash dividend to satisfy a court-ordered
restitution under AS 12.55.045 - 12.55.051 or 12.55.100.

It 1s Important that the court order will serve to attach



the dividend only If served on the Department of Revenue
timely, as in the case of any other attachment order (CSED,
IRS, etc.). Section 13. goes further by providing that 1n
the case of a CSED arrearage or 1n the case of a civil
judgement or order of restitution, the Department of
Revenue or the Alaska courts, respectively, may require the
defendant t take his/her entire PFD 1n cash. First of
all, 1t 1s Important t note that neither the Department of
Revenue nor the court can force a person to apply for a
dividend, but can force a selection of cash once the
applicant has filed. There are two potential problems with
Section 13:

1) The Department of Revenue cannot determine that an
applicant meets the criteria of Section 13 until
either CSED or a court agency serves an attachment
order on the Department of Revenue - Enforcement, and
in the case of CSED, indicating a past-due debt, and

2) Given that the overall thrust of Sections 12 and 13 1s
to exempt dividends selected as annuity credits from
attachment, iIn the case of a person who owes (under
Section 13) less than the amount of the total
dividend, and originally chose the annuity option, 1t
would seem that only an amount necessary to satisfy
the debts under both the proposed AS 43.23.065(b) and
(© could be converted to the cash option, with the
residual amount still protected from general
attachment. This needs to be clarified.

Section 14: Amends AS 43.23.075 tc reflect the new concept of a PFD annuity
option. There 1s no effect on the Department of Revenue.

Section 15: Amends AS 43.23.035(b) to change the definition of 'permanent
fund dividend” to Include the PFD annuity option. There 1s no
effect on the Department of Revenue, save substantial changes to
existing regulations.

Section 16: This section establishes the Annuity Program, to be administered
by the Department of Administration. Although this section of
the bill has very little Impact on the Department of Revenue -
PP BRU, the following thoughts are offered for consideration:

D

AS 43.23.110(a), as proposed, provides for the gross amount
selected as annuity credits to be transferred from the PFD
fund to the annuity Investment fund annually. As
previously noted, the Department of Revenue could provide a
magnetic fTile weekly as annuity participants come up for
payment. The question 1s when does the Interest envisioned
In the proposed AS 43.23.110(c) begins to accrue: at
payment of the residual cash dividend, or at some annual
date upon transfer of the gross amount.



AS 43.23.110(b), as proposed, provides that the Legislature
may appropriate additional funds to the annuity Investment
fund. Since this appropriation will likely be made during
January - May of a given year, 1t should be clarified as to
whether the appropriation 1s to be allocated between
annuity participants of that same calendar year, or amongst
those who selected the annuity option for the prior
calendar year. If as the bill Implies, the former 1s the
case, then the Legislature will be making an appropriation
without prior knowledge of the number of participants or
the total amount of dividends selected as annuity credits.
The applications are filed between April 1 - June 30 and
the Information 1s not on computer file until approximately
July 31.

AS 43.23.110(b)(1), as proposed, appears to have the same
constitutional flaws that caused the Legislature to Include
the children of Alaska 1n the PFD program 1n 1982.

AS 43.23.110(b)(2), as proposed, does not specify what
portion of the appropriation should be used as the "base"
amount. Also there needs to be definitions of the formula
for determining the base amount, l.e. half the
appropriation dlvlsed by the number of eligible annuitants.

AS 43.23.110(b)(3), as proposed, 1s a very confusing
paragraph and makes no comprehensible sense. The formula
for showing the appropriation must be clarified and
simplified to the point that 1t can be easily explained to
the public, 1n written form 1n the application booklet, I1n
person during the required rural assistance program, and to
the tens of thousands of Alaskans who will be asking the
Department of Revenue®s Public Services Assistance Centers
for a lucid explanation.

AS 43.23.110(b)(4), as proposed, again Implies that a
person has an option of opting for 100% annuity, 1n
contradiction of Section 3.

AS 43.23.110(c), as proposed, requires the Department of
Revenue to provide the Department of Administration with
the appropriate Interest rate. The question unanswered 1s
how often? The other Implication 1s that the monies 1n the
annuity Investment fund are not to be co»mingled with other
monies 1In the General Fund, but truly Invested as a
separate fund. This needs to be nailed down.

AS 43.23.130, as proposed, describes the benefit PFD
applicants would receive In exchange for the option of
receiving their whole dividend 1n cash, versus accepting up
to 75% of the dividend 1n annuity credit. For this reason,
1t is extremely Important that this section be very clear



to the reader, and 1t 1s. In (f) of this section, there
appears to be an attempt to shelter the original dividend
given uwp, 1In part, for an annuity credit, from taxation by
the federal government as Income 1n the year the dividend
was available 1n cash. The doctrine of "‘constructive
receipt” would hold the dividend taxable 1n the current
year and this will have to be pointed out to recipients of
the dividend at the time their dividend 1s paid, whether 1t
1s paid 1n credits or 1n cash.

Section 22: Provides an implementation schedule for the provisions of this

bill and makes the Act applicable to PFD years 1986 and
thereafter. This defines the time period 1n which the
Department of Revenue has to accomplish all of the necessary
program changes. The Department of Revenue will have from the
date this bill becomes law until March 31, 1986. This
accelerated schedule will be costly and will make 1t very
difficult to get everything on line by the 1986 filing period.

Section 23: Provides an effective date.

1]
Alaska Department of Revenue
Suggested Amendments to SB 56
January 21, 1985

Submitted by Division of Administrative Services:

Eliminate Intermal Contradictions Regarding Cash vs Annuity

1.

2.

Section 1 and Section 3 are contradictory as tothe options available and
should be modified.

Page 2, lines 3-5 Implies that the entire dividend 1s applied to the
annuity account absent a conscious election by the applicant.

Page 2, lines 22-24 says that the only choice other than 100% cash 1s 25%
or more cash and between 1 and 75% annuity. Per Section 3, there does not
appear to be a 100% annuity option.

Page 4, lines 16-17 should be amended to reflect the same wording of
Section 3, to eliminate the contradiction regarding the available options.

Making Annuity/Cash Election Irrevocable

3.

4.

Page 5, lines 17-20 like Section 1, Implies only two choices: 100% cash
or 100% annuity. This should be amended to square with Section 3.

It 1s Important that the election be binding and Irevocable. If people
change their mind, make a mistake, or whatever, there should be no
opportunity to change election. Otherwise, tie cost of this programwill
go up dramatically.



Limit Choice

5.

Page 2, lines 19-25 should be amended t limit the choice of hybrid
payments to:

a) 100% cash,

b) 25% cash, 75% annuity credit,

© 50% cash, 50% annuity credit, or

d) 75% cash, 25% annuity credit.

As 1t currently reads, there are at least 76 real options, significantly
complicating the administration of the program.

Avoidance of Debts to State Agencies

6.

Page 7, line 13 should be amended byadding a newsubsection (d) to
Include debts to a state agency as a validreason forcompelling an
applicant to elect a cash dividend.

Submitted by Division of Treasury: Comments on SB 56

1.

Page 6. line 15
"(a)1 should be Inserted before "Fifty."”
Page 8

Sec. 43.23.110(a) should Include the statement that *Income of the annuity
Investment fund shall be added to the principal of the annuity Investment
fund.T However, the Attorney General 1n a November 30, 1982 opinion
expressed some doubt about whether a retention of investment earnings by a
fund 1s permissible under the Constitution®s prohibition of dedicated
revenues.

Page 10. line 6

Add "‘purchased from Insurance companies which have a Best®"s Policyholders®
Rating of A or better and belong to Best®s financial size Group XV at the
time of purchase” at the end of the sentence.

Page 10. line 23

"received" should be "'receive"



DEPARTMENT OF HEALTH AND SOCIAL SERVICES-

a) Alaska Longevity Bonus - Enactment of the amendments to
the Longevity Bonus Program included in SB56 would not
adversely affect nursing home residents but would continue to
seriously jeopardize many needy elderly Alaskans who
currently receive old age assistance, medicaid, and federal
supplemental security income payments as outlined below.

This negative impact is a direct result of the federal and
state statutes specifying which longevity bonus payments must
be counted as income when determining these individuals”
eligibility for assistance.

Nursing home residents are excluded from receiving the
longevity bonus and therefore will be protected from
either the loss of their medicaid coverage or a loss or
decrease 1in their state assistance grant.

Federal supplemental security income (SSI) recipients
are not protected and therefore would suffer either a
reduction of their SSI grant or a termination of their

federal SSI grant.

0ld Age Assistance (QAA) recipients would also suffer
either a reduction in their state grant or a
termination of their grant.

Medicaid recipients who are not residing in a nursing
home and who have a gross income in excess of 300% of
the SSI need standard (i.e., $975) will become
ineligible for medicaid.

These low-income longevity bonus recipients can be protected
from financial harm by the enactment of the following
amendments to the Adult Public Assistance statutes

(AS 47.25.430ff) to provide that:

(i) The department shall 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 paymentsmadeunder

AS 47.45 as available 1income; and

(ii) Notwithstanding AS 47.;25. 435, 1in determining
eligibility for Adult Public Assistance and the amount
of Adult Public Assistance payment, the department will
not consider any payment made wunder AS47.45 as 1income
available to the applicant or recipient.



The costs of protecting these individuals from the harm
caused by the loss of their assistance coverage would be:

FY8 6 FY87
Federal (SSI) Payment 1,400,000 1,530,517
State(OAA)Payment 780,000%* 830,737*
Non Nursing Home Medical 413,847 471,609
Nursing Home Medical -0-@ -0-0

$1,813,847 $2,002,126
* As these costs are already budgeted for FY 86- this
is a non-add item.
@ No cost if the exclusion is effective upon enactment
of SB56.

The majority of these individuals receive most of their
income from the federal SSI and the state APA programs while
their primary source of payment for medical bills is
medicaid.

The department believes that it is therefore absolutely
essential for basic humanitarian reasons that enactment of
SB56 be accompanied by enactment of a "hold-harmless" progranm
that would protect those harmed by receipt of the proposed

longevity bonus.

b) Annuity Program - Enactment of the annuity progranm
proposed in SB56 would not have a substantial effect on most
public assistance and medicaid recipients. These

individuals, whose annual incomes are less than $10,000,
cannot afford to defer their Permanent Fund checks as they
have an immediate need for these funds to buy basic
necessities.

c) Federal Waiver - Currently, people who are eligible to
receive the longevity bonus before October 1, 1985, have
grandfathered eligibility rights to federal SSI and medicaid
because federal law prohibits counting their bonus payments
as income. People not eligible to receive the longevity
bonus by this date are not covered under this grandfather
clause. As they begin to receive countable bonus payments,
their SSI assistance and OAA is reduced or terminated. Those
whose assistance is terminated become ineligible for
medicaid.

This change from the previous universal exclusion of
consideration of the longevity bonus as income was
precipitated by the 1984 change 1in the residency eligibility
standards for the Longevity Bonus Program.

The Department is unable to make any commitments as to
whether any changes in the Longevity Bonus Program will again



alter the federal government ™ position and, perhaps, end the
special exclusion for 25-year residents who receive the
Bonus. If this were to occur, the number of recipients
placed in jeopardy and the costs of providing them with a
"hold-harmless"™ protection would grow substantially beyond
the estimate provided above.

Approved:

mmiss r Mary Nordale
Departm of Revenue

Commisyiorfer Lisa Rudd
Department of Administration

Commissioner “~ohnPugh
Department of Health and
Social Services



STATE OF ALASKA 1985 LEGISLATIVE SESSION
FISCAL NOTE

Revision Date

REQUEST FISCAL DETAIL
Bill/Resolution No: SB 56 Agency Affected: Revenue
Title:An act amending the Longevity Program Category Affected: General Govt.
Bonus and PFD programs
Sponsor: Ray, Halford, et~aT BRU, Program of Subprogram!s) Affected:
Requestor: Senate State Affairs PFD BRU - Administrative Services,
Date of Request: 1/17/85 Enforcement, Public Services
EXPENDITURES/REVENUES:  (Thousands of Dollars)
1 |FY 85 |FY 8 1TY 8 |FF8 |FF8 |F 9
1 OPERATING T
1 100 PERSONAL SERVICES 1 - | 229.2 "1 - 1 - 1 - 1
1 200 TRAVEL 1 - 1 25 | - 1 - 1 - 1
I 300 CONTRACTUAL 1 - 11073.5 1 - 1 - 1 - 1
1 400 SUPPLIES 1 - | 1.0 1 - 1 - 1 - 1 -
500 EQUIPMENT 1 - 1 - 1 - 1 - 1 - 1 -
1 600 LANDS & STRUCTURES 1 - 1 - 1 - 1 - 1 -
700 GRANTS, CLAIMS 1 - 1 - - 1 - 1 - 1
800 MISCELLANEOUS 1 - 1 - 1 - 1 - 1 - 1 -
TOTAL OPERATING I - 11306.2 | -1 - 1 - 1 °
I * CAPITAL T - 1 Tm ~r - 1 - |
| " REVENUE - 1 - 1 - 1 - 1 - 1 - 1
FUNDING:  (Thousands of Dollars)
GENERAL FUND T
FEDERAL FUNDS 1 -
OTHER 11306.2
TOTAL 11306.2
POSITIONS:
FULL-TIME 4
PART-TIME 3
TEMPORARY
ANALYSIS: Attach a separate page for analysis.
(See attached) d [?
Prepared By : SR~fT in*JoneptJTrgcTor Phone: 465-2313
Division: Administrativ Date: 1721785
Approved by Commissioner: Date:
Agency:

Distribution (by Agency preparin iscal note):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies)



SB 56
Fiscal Note Analysis
Department of Revenue
PFD BRU - Administrative Services Component
January 21, 1985

As can be seen from the attached analysis of the bill, section by section, the
primary impact on the Administrative Services component of the Permanent Fund
Dividend BRU is going to be In Data Processing. This iImpact can be summarized
In three areas:

D

2)

3

Personal

The need to completely re-program the 1985 PFD system, with Its
approximately one hundred DP programs, both batch and on-line. These
programs are for both the IBM mainframe and for the WANG VS system
that is used In Anchorage and in Juneau.

The dramatic changes wrought by this bill will push the Department to
combine all years iIn some fashion. Carrying multiple, separate
systems on-line, and maintaining these separate systems hasbecome
very costly in terms of data processing resources. Revenue has been
looking at a modified system that allows both look-up and iInteraction
with prior year accounts, but the addition of the annuity based 1986
system will severely complicate that system design.

The addition of the annuity choice anF i1ts related edit requirements
will impact the data entry section.

The incremental costs of performing the.e functions between the
assumed effective date of approximately “uly 1, 1985 and the end of
FY86 is estimated as follows:

Services

1) Reprogram for 1986 PFD system

2

L)

1 Analyst/Programmer V, R21, @ $4,653.05/Mo

including salary and benefits for 12 months $55,836
1 Analyst/Programmer IV, R19, @ $4100.75/Mo
including salary and benefits for 12 months $49,209
Project to consolidate 1986 system with

prior four years (online, same as above)

1 Analyst/Programmer V, R21, @ $4,653.05/Mo

including salary and benefits for 12 months $55,836
1 Analyst/Programmer IV, R19, @ $4100.75/Mo
including salary and benefits for 12 months $49,209

Data capture of additiona data required
on PFD applications.

3 Data Entry Clerk I°s, R3, @ $2,120.77/Mo
including salary and benefits, for 3 Mos each

$19,087

Page 1 of 2



SB 56
Fiscal Note Analysis
Department of Revenue

PFD BRU - Administrative Services Component

January 21, 1985

TOTAL Personal Services

Travel (all 3 projects)

To pay travel/per diem costs of system analysts
attending meetings 1n Anchorage and Juneau to
map out the needed changes to the current

PFD system.

TOTAL Travel

Contractual

D

2)

3

Supplies

To contract with Wang Labs, Inc to
modify the existing garnishment system
for PFD1s. The Analyst/Programmer who
built the original garnishment system
currently works for Wang Labs, Inc as
a systems consultant. Assuming he was
available, he could redesign the
system much faster than any other
programmer available. This amount 1s
calculated at $80/hour X 8 hour days

5 day weeks X 16 weeks = $51,200

4 Wang 4250 workstations rented for 12

Mos, @ $398/Mo Including emulator

boards @ $805 each, so they may be

used as IBM terminals or Wang

terminals = $22,300

Data Processing chargeback to the

Department of Administration for

development on the mainframe. This 1s .

a very difficult figure to estimate

before knowing more specifically how

the system will be designed. Based on

our past experience, however when the

1982 PFD system was completely redone

during FY83, the cost 1s estimated as $1,000,000

TOTAL Contractual

TOTAL Administrative Services Cost

Page 2 of 2

$229,200

$2,500

$2,500

$1,073,500

1,000

$1,306,200



Alaska Department of Revenue
Enforcement Division
fiscal Impact of SB 56
January 21, 1985

The fiscal Impact of SB 56 1s $-0- given the following assumptions.

1

2.

Garnishment EDP programming changes can be accomplished at least
three months before the 1986 payment schedule begins.

Orders of Restitution are served on the Division just as any other
garnishment document, such as writs or Orders to Withhold.

Language 1s included that assures a creditor may not defeat a State
agency by electing an annuity. If this is not done, the potential
Impact 1s a loss of revenue. Although not readily estimateable it 1s
not anticipated to be significant.

Deposit and fund crediting procedures for collections of erroneously
paid annuities are kept simple and/or allocation between funds are
determined by the Department of Administration.



STATE OF ALASKA 1985 LEGISLATIVE SESSION
FISCAL NOTE

Revision Date

REQUEST FISCAL DETAIL

Bill/Resolution No: SB 56 Agency Affected: Department of Revenue
Title: Longevity Bonus, Permanent Fund Program Category Affected:

Dividend, and Annuity Programs

Sponsor: Ray BRU, Program of Subprogram(s) Affected:
Requestor: Senate State Affairs Treasury

Date of Request: January 17. 1985

EXPENDITURES/REVENUES: (Thousands of Dollars)
1 1 FY 85 1 FY 86
OPERATING
100 PERSONAL SERVICES
200 TRAVEL
300 CONTRACTUAL
400 SUPPLIES
500 EQUIPMENT
600 LANDS & STRUCTURES
700 GRANTS, CLAIMS
800 MISCELLANEOUS
TOTAL OPERATING

FYy 88 1 FY 89 FY 90

L

14.8 19.3

| S S S Se N SN T N Y
—_ P P PR R e e
e i e e T o T R SN

—_— Rk R R R e e
—_ Rk, Rk Rk Rk =k, O

N

S

~

24.7

-
-
-
H*
00

19.3

CAPITAL
REVENUE

FUNDING: (Thousands of Dollars)
GENERAL FUND | |
FEDERAL FUNDS | |
OTHER Annuity Investment Fund) 9.3 11.1 14.8 19.3 | 24.7
TOTAL 9.3 11.1 14.8 19.3 j 24.7

POSITIONS:

| FULL-TIME

j PART-TIME

i TEMPORARY 1

ANALYSIS: See attached analysis

Prepared By: Milt Barker Phone: 465-2350
Division: Treasury Date: January 22. 1985

Approved by Commissioner: Date: !inr
Agency: Department of RevetTue

Distribution (by Agency preparingQi/scal note):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies)



LT

e

Costs 1in
annuity

Fiscal N

this fiscal note are

investment

fund:

Fiscal Year

1986
1987
1988
1989
1990

These projections
eligibles, arid 12%

Based on

bssed

assume three years
rate of return on

these average balances the

Fiscal
Year

1986
1987
1988
1989
19S0

SB 56
ote Analysis

on the following projected balances of the

Average
Fund Balance
($ Millions)

$ 53
88
159
244
347

of front-loading , 30% participation by
investments.

following costs would be incurred ($000):

Securities
Custody

11.
14.
19.
24

~N W 0, w



STATE OF ALASKA 1985 LEGISLATIVE SESSION

FISCAL NOTE

Revision Date

REQUEST

B111/Resolutlon No:SB56

Title An Act Amending the Longevity
Bonus Program & Permanent Fund Dividend
Program Establishing an Annuity Program
and Providing an Effective Date.
Sponsor: Ray (et all)

Requestor:

Date of Request:. January 22. 1985

FISCAL DETAIL

Agency Affected:

Program Category Affected:
Collections

Revenue
Revenue

BRU, Program or Subprogram(s) Affected
Public Services

EXPENDITURES/REVENUES:  (Thousands of Dollars)
I I FY 8 IFY 8 | FY 8 1FFr8 1FF 8 1D
OPERATING [ [ [ L L
100 PERSONAL SERVICES 60.7 ]159.9 172.7 183.1 197.2
200 TRAVEL 13.5 |25.2 27.2 28.8 311
300 CONTRACTUAL 554.5 1264.6 138.5 138.7 138.0
400 SUPPLIES | 2.0 | .81 .9 1.0 | 1.1
500 EQUIPMENT | 50 | -0- | -0- | -0- | -0-
600 LANDS & STRUCTURES | - | - 1 - | - | -
700 GRANTS, CLAIMS | - P - | - | - | -
800 MISCELLANEOUS | - | - | - | - | -
TOTAL OPERATING | 635.7 | 450.5 ]339.3 | 351.6 | 367.4

1 CAPITAL 1 - 1 1 - 1 1 -

1 REVENUE _ 1 - 1 - I - 1 - 1 -

FUNDING:  (Thousands of Dollars)

| GENERAL FUND 1635.7 | 450.5 ]339.3 | 351.6 | 367.4

| FEDERAL FUNDS 1 - 1 - 1 - 1 - 1 -

| OTHER - 1 - 1 - 1 - 1 - 1 -

1 TOTAL 1635.7 | 450.5 |339.3 | 351.6 | 367.4

POSITIONS:

| FULL-TIME 1 5 1 1 5 1 1

| PART-TIME! 1 - 1 - 1 - 1 - 1 -

1 TEMPORARY 1 - 1 - 1 - 1 - 1 -

SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL:

ANALYSIS: See attached.

Prepared By:z Sally Smith: Directer
Division: Public Servlcesx/ |

*

Approved by CommFlsloner: / 0

Agency:

Phone: 465-2392
Date: January 22. 1985

pate: [ 17111



Distribution (by Agency preparing fiscal note)
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(les)



ASSUMPTIONS Fiscal Note SB56

490,000 eligible Individuals
1986 application period (April 1st)

PROGRAM SUMMARY

Public education and application assistance will be provided in rural and
urban areas. Phone, letter and computer response to Inquiries as well as
application assistance will be provided at Public Service Centers 1In
Anchorage, Fairbanks and Juneau and forms distribution and application
assistance will be available at various Legislative Information and
Governor®s Office locations throughout the state.

Hearings on regulations to be promulgated for the new law will be conducted
In various cities (Juneau, Anchorage, Fairbanks, Nome, Kotzebue, Barrow,
Kodiak and Ketchikan).

Technical training will be provided for those Individuals who will be
assisting the general public 1n completing their applications.

BUDGET

Personnel Services

FY86 Fy87
2FT Document Proc. Clk 3 1n
Anchorage 23.7 62.5
2FT Document Proc Clk 3 in
Juneau 23.7 62.5
1FT Document Proc. Clk 1n
Fairbanks 13.3 34.9
Travel
FY86 Fy87
Regulation Hearings
Two Employees to Anch, Fbks, Nome,
Kotzebue, Kodiak, Barrow, Ketch 3.1 -0-
Adminlstrative
Anch, Fboks, and Legislative Info. &
Governor®s Office locations 10.4 25.2
Contractual
FY86 Fy87
Advertising Campaign 250.0 50.0
Postage 10.0 11.0
Long distance charges 250.0 100.0
Computer Terminals (@ 8.5 17.2

Space rental (Anch & Juneau) 36.0 86.4



Fiscal Note SB56
Page 2

Office Supplies
FY86 Fy87

Office supplies 2.0 -8

Office Equipment (desk, chair, file
cabinet, etc. for each new position) 5.0 -0-



STATE OF ALASKA 1985 LEGISLATIVE SESSION
FISCAL NOTE

Revision Date:

Page 1 or 2

REQUEST , FISCAL DETAIL

Bill/Resolution No.: SB 56 Agency Affected: Department of Administration
Title: An act amending the longevitv Program Category Affected:

bonus program Centralized Administrative Services

Sponsor: Rav BRU, Program or Subprogram”) Affected:
Requestor: Data Processing Services/Annuitv Management

Date of Request:

EXPENDITURES/REVENUES:  (Thousands of Dollars)

Operatina Fy 85 Fy 86 Fy 37 Fy 88 Fr 89 || FY 0
100 Personal Svcs 60.0 63.0 66.2 69.5 72.9
100 Rtmnt & Bnfts

200 Travel

300 Contractual

400 Supplies 5 5 -6 6 i
500 Eauipment 4.0 4.7 4.4 4.6 4.9

600 Land A Struct
700 Grants, Claims

700 TRS Match

TOTAL OPERATING -0- 645, ...67JL. . N2 - 8
CAPITAL 750. Q
REVENUE

FUNDING:  (Thousands of Pol ars)
GENERAL FUND
FEDERAL FUNDS

OTHER 814 5 67.7 n 2 74.7 78 4
TOTAL -0~ 814.5 67.7 n .2 4.7 78.4
POSITIONS: -0

FULL-TIME 1 1 1 1 1
PART-TIME

TEMPORARY

ANALYSIS: (Attach a separate page If necessary)

Prepared . 465-4470
Division Rot.irmpmpnt. & Ronpfit.s Date:_
Approved by Commissioner: Lisa Rudd Date: " /Z3/&T

Agency: Department of Administrati”r/S?"

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



IV Analysis:

Page 2 of 2
Senate Bill 56

Fiscal Note Analysis

Prepared by Division of Retirement & Benefits

Department of Administration

January 22, 1985

This Fiscal Note addresses costs iIn the Data Processing
Services BRU. We estimate that the annuity program
will be fully automated to reduce the need for staff.
We estimate that system analysis, development and
construction costs would be $750,000 and would be a
capital appropriation from *other funds'.

We anticipate the need for one Tfull-time
programmer/Zanalyst IV to provide guidance iIn the
development of the annuity systems with the contractors
and, after implementation, to provide ongoing
maintenance.

We estimated an inflation rate of 5h. Further, we
assumed that "other funds'" would be available for FY 86
costs.



STATE OF ALASKA 1985 LEGISLATIVE SESSION
FISCAL MOTE

Revision Date:

Page 1 of 2

REQUEST - FISCAL DETAIL
Bi i1/Resolution Ho.: SB56 Agency Affected: Departmentof Administratio
Title: An act amending the Program Category Affected:

longevity bonus program Labor Services
Sponsor: Ray BRU, Program or Subprogram(s) Affected:
Reguestor: Annuity Management

Date of Request:

EXPENDITURES/REVENUES:  (Thousands of Dollars)

Ooeratina FY 85 Fy 86 Fy 87 Fy 88 FY 89 FY 20
100 Personal Swvcs 124.5 164.7 173.0 181 6 ign 7
100 Ptmnt & Bnfts
200 Travel

300 Contractual
400 SuDplies

500 Eauipment 16.
600 Land % Struct

700 Grants, Claims

O)rﬂ (00]
[eNoNe]
= O
o w
- O
o N

700 TRS Match 1
TOTAL OPERATING -0- 150.1 174.8 183.6 ig?81 7n?q
CAPITAL
REV EMUE | |

FUNDING:  (Thousands of Dollars)

CENERAL FUND
FEDERAL FUNDS

OTHER 150,1 174 8 183 6 109 P. 202.3
TOTAL -0- 150.1 174.8 183.6 telr 202.3
POSITIONS: -0-

FULL-TIME 4 4 4 4 4
PART-TIME

TEMPORARY

AMALY51S: (Attach a separate page iIf necessary)

Prepared By: J.K. Hunyfhr/s Director e: 465-4470
Division: Retirensfdi™® Herafhits : 1-22-85
Approved by Commissioner: Lisa Rudd Date: N7-Zf% L’

Agency: Department of Administrati

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



1Vv:

Analysis:

Page 2 of 2
Senate Bill 56

Fiscal Note Analysis

Prepared by Division of Retirement & Benefits

Department of Administration
January 22, 1985

This Fiscal Note addresses costs iIn the Labor Services
Program Category. The cost of the annuity program 1is
anticipated to be borne entirely by the participants.
We estimate that approximately four full-time employees
will be needed to administer this program on a
continuing basis. We estimate that the program
supervisor and chief accountant will be needed for the
entire Tirst year to assist iIn the development and
analysis of the computer system needs with the other
two staff members being needed for only half of FY 86
to assist with the Implementation and testing.

We estimated an inflation rate of 5% in all categories.
Further, we assumed that ‘'other funds" would be
available for FY 86 costs.

We estimate that four positions are needed 1O
administer this program.

Supervisor: Retirement & Benefits Specialist Il
Accountant: Accountant 1l
Technician: Retirement & Benefits Technician /11
(6 months FY86, full-time thereafter)
Clerk: Accounting Clerk 111
(6 months FY86, full-time thereafter)



STATE OF ALASKA 1985 LEGISLATIVE SESSION |,

FISCAL NOTE
Revision Date:
Page 1 of
REQUEST FISCAL DETAIL
Bill/Resolution No.: s.b. 56 Agency Affected: Adnministration
Title: Longevity Bonus/Annuity Program Category Affected: social and
Program Economic Assistance for the Aped
Sponsor: Ray BRU, Program or Subprogram(s) Affected:
Requestor: Longevity Bonus Program
Date of Request:
EXPENDITURES/REVENUES:  (Thousands of Doll ars)
Fy 85 Fy 86 Fy 87 Fy 88 Fy 89 FY 90
OPERATING
100 PERSONAL SERVICES 0 0 0 0 0 0
200 TRAVEL
300 CONTRACTUAL 0 10.0 0 0 0 0
A0 SUPPLIES 0 0 0 0 0 0
500 EQUIPMENT 0 0 0 0 0 0
600 LAND 4 STRUCTURES
700 GRANTS, CLAIMS
800 MISCELLANEOUS
TOTAL OPERATING 0 10.0 0 0 0 0
CAPITAL 0 0 0 0 0 0
REVENUE 0 0 0 0 0 0
FUNDING:  (Thousands of Doll ars)
GENERAL FUND 0 10.0 0 0 0 0
FEDERAL FUNDS
OTHER
TOTAL 0 10.0 0 0 0 0
POSITIONS: 0 0 0 0 0 0
FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0
ANALYSIS: (Attach a separate page If necessary)
Prepared By: Phone 3 *&-hoo
Division: Pioneers” 6eneffts_ Date  January 22. 1985
Approved by Commissioner: Lisa Rudd
Agency: Department of Administrati
Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Rev. 7/1/84

Impacted AgencyMes) S, /oi2-2/2



Page 2 of 2

S.B. 56
Fiscal Note Analysis
Prepared by Division of Pioneers® Benefits
Department of Administration
January 22, 1985

ASSUMPTIONS

This fiscal note addresses administrative costs only for the
Longevity Bonus Program.

Two payment systems will be run in the Division of Pioneers”
Benefits. The first would pay a monthly target amount for
those eligibles age 65 before January 1, 1986. The second
would pay monthly payments, varying each year, for those age
65 after January 1, 1986. The second system would be iImpacted
by information from the Annuity program.

The Longevity Bonus program would need additional resources
for modifications to data processing fTiles.
FY 86 Administrative Costs (Start-up)

Contractual Services $10,000
Computer System Modification by Contractor

Printing Costs already iIn 86 Budget

FY 87 Administrative Costs (Operations)

No Additional Cost



AMENDMENT

TO: SB 56
Page 10, line 24, after (d):

Delete "An annuity share"™ and insert "Except as provided 1in
(e) of this section, an annuity account"”

Page 10, line 28 through page 11, line 1:

Delete all material and insert "(e) If a person dies before
age 65, a lump sum payment shall, subject to appropriation, be
paid to the surviving spouse by right of survivorship unless a
different beneficiary was designated. When no spouse survives
and no beneficiary was designated, the lump sum shall be paid to
the decedent®"s estate. The lump sum payment shall include all
permanent fund dividend contributions made by the individual,
together with interest, but shall not include any credits to the

individual®s account made pursuant to AS 43.23.110(b), or

interest on those credits.”
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Alaska Permanent Fund Corporation
Pouch 4-1000 Juneau, Alaska 99802
TEL 907/465-2047 TLX 099-46-323

MEMORANDUM

DATE
TO

FROM

SUBJECT:

January 17, 1985
Recipients of D"emtar 1984 Financial Statements

David A. Rose
Executive Director

Report Highlights

This report indicates that the Fund®s total assets approximate $6.2
billion as of the close of the calendar year.

The iIncrease during the month of December is primarily attributable to:
a capital contribution in the amount of $200,000,000, deposited by
Governor Sheffield in final satisfaction of the special $1.8 billion
appropriation made by the Legislature in 1981; receipt of dedicated
state revenues in the amount of $29,871,000; and net income from op-
erations of $54,499,000.

During the first half of the fiscal year, the Fund posted net income of
$306,335,000. Operating expenses totalled less than one-half of one
percent of gross revenues.

A comparison of marketable securities held at the end of December,
valued in terms of both cost and market, reflects unrealized gains as
follows:

Unrealized
Cost Market Gains

Marketable debt
securities $5,337,261,000 $5,379,234,000 $41,973,000

Common stock 503,811,000 514,908,000 11,097,000



Report Analysis
January 17, 1985

Page 2

Net gains realized on the purchase and sale of marketable securities for
the first half of the year are as follows:

Realized
Net Gains
Marketable debt
securities $1,040,000
Common stock 498,000

Updated projections for the period July 1, 1984 through June 30, 1985,
based upon half year operations, are as follows:

- Realized net income: $618,600,000

- Transfer to State for payment of dividends: $213,800,000

- Transfer to corpus for inflation-proofing:  $230,800,000

- Additions to reserves: $174,000,000

In making these projections, we continue t estimate a 10.80 percent
realized nominal return, an inflation rate of 4.20 percent, and a

realized real rate of return of 6.60 percent.

The Corporation®s official projection analysis sheet is attached to the
monthly financial report.

DAR:bm
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ALASKA PERMANENT FUND CORPORATION

STATEMENT OF PORTFOLIO ASSETS, LIABILITIES AND FUND EQUITY

DECEMBER 31, 1984

AMOUNT
ASSETS
Ca sh J 350,000
Receivables and prepaid expense 151,797,000
Investments:
Marketable debt securities
Repurchase agreements 24,100,000
Short-term Issues 2 147,525,000
Intermediate and long-term issues _83 5.165.636.000
Total marketable debt securities 85 5.337.261.000
Preferred A common stock, net of
valuation allowance 8 503 ,81 1,000
Real estate equity pools l 46.250.000
Participating real estate mortgages 8,000,000
Conventional mortgages l 43.033.000
Alaska certificates of deposit _2 102,500,000
Total investments 12 6,040,855,000
Property and equipment, net of
accumulated depreciation 150,000
Total assets 100 5 6,193 152,000
LIABILITIES
Accounts payable 406,000
EQU ITY
Contributed equity 86 5,329,063,000
Reserve for inflation and dividends 14 863,683.000
Total equity 100 6§,192,746,000
Total liabilities A equity 100 S 6,193,152,000



ALASKA PERMANENT FUND CORPORATION

STATEMENT OF REVENUES AND OPERATINC EXPENSES

DECEMBER 31, 1984

REVENUES
Interest

Divi dends

Realized lo3s/gain on the
sale ofs
Marketable debt securities
Common stock

Net 1loss/giiin

Reimbursement of consulting fees
Gross Revenues
OPERATING EXPENSES

Salaries and benefits

Travel

Trustee Honoraria

Communi cati ons

Consulting and studies, advisors

Printing and advertising 4 public

Office rent

Custody and safekeeping fees

Common stock and real estate
management fees

Conventional mortgage service
fees

Public Information Program

Oepreci ati on

Other

Total Operating Expenses

Net 1Income

CURRENT MONTH

S 52,671,000

2,108,000

(482,000)

331,000

(151 ,000)

54,628,000

60,000
7,000
3,000
9,000
7,000
pgm. 1,000
8,000

7,000

13,000

8,000
6,000

129,000

S 54,499,000

YEAR-TO-DATE

$295,685,000

10,105,000

1,0*%0,000
498,000

1,533,000

100,000

307,428,000

332,000
36,000
18,000
73,000
93,000
11,000
46,000
59,000

253 ,000
55,000
48,000
45,000
24,000

1,093 ,000

S306 ,335,000 »



ALASKA PERMANENT FUND CORPORATION

STATEMENT OF CHANGES IN FUND EQUITY
DECEMBER 31, 1984

' Reserve for  Unrealised
Contributed Inflation and  Less on  Undistributed

Current Month Total Equity Dividends Stock Income
Balance, November 30, 1984 $ .5,908,005,000 5 5,099,192,000 $809,184,000 (371,000
Net income from operations 54,499,000 $ 54,499,000
Dedicated state revenues 229,871,000 229,871,000
Provision for 1985 dividends 18,084,000 (18,084,000
Provision for 1985 inflation

proofing - 17,256,000 (17,256,000
Allowance for unrealized loss

bn preferred and common stock 371,000 371,000
Provision for future inflation

and dividends 19,159,000 (19,159,000
Balance, December 31, 1984 $6,192,746,000 $ 5,329,063,000 $863,633,000 $ $

Year-to-Date

Balance, June 30, 1984 $5,374,820,000 $ 4,838,344,000 $557,347,000 5(20,871,000)
Net income from operations 306,336,000 5306,336,000
Dedicated state revenues 490,718,000 490,718,000
Citizen Contribution 1,000 1,000
Provision for 1985 dividends 106,459,000 (106,459,000)
Provision for 1985 inflation 110,047,000 (110,047,000)
Allowance for unrealized loss

on preferred & common stock 20,871,000 20,871,000
Provision for future inflation

and dividends 89,330,000 (89,830,000
Balance, December 31, 1984 $6,192,746,000 $ 5,329,063,000 $863,583,000 $ $



ALASKA PERMANENT FUND CORPORATION
STATEMENT OF CHANGES

DECEMBER 31,

FUNDS WERE PROVIDED BY:

Investment operations:
Net 1income
Items not affecting funds-
Amorti za tion
Deprecf ati on
(1ncrease )/Deerease 1In
4 prepaid expenses
Decrease in accounts payable
Total provided by operations
Sale of:
Marketable securities
Common stock

Total sales

Maturity of debt obligations
Conventional mortgage repayments
Increase in value of common stock
Citizen Contribution
Contributions from the State

of Alaska

Total funds provided

FUNDS WERE USED FOR:

Purchases of:
Marketable
Conventional
Common stock
Real estate equity
Property 4 Equipment
Alaska certificates of deposit

securities
mortgages

Total purchases

Provision for increase in value of
preferred 4 common stock

Payments to the State of Alaska

funds

Total used

Net change in funds

recoivables

S

IN CONDITION

1984

CURRENT MONTH

54,499,000

(357.000)
8,000

(22,123,000)
(205.000)

31,822 ,000

110,845,000

8,280,000

119,125,000

207,000

(371 ,000)

229,871,000

380,654,000

377,600,000
2,150,000
52,757,000

7,000
1,000 ,000

433,514,000

(371 ,000)

433 ,143 ,000

(52,489,000)

S

S

YEAR-TO-DATE

306,335,000

(836.000)
45,000

19,453,000
(443.000)

324,554,000

1,489 ,91 2,000

36 ,560 ,000

1,528, 472,000

612.504.000
2,189,000

(20,371,000)
1,000

490.719.000

2,937,568,000

2,521 ,057 ,000

10.672.000
230,656,000
38.750.000

73,000
102 ,500,000

2,903,718,000

(20,871,000)
155,130,000

3,037 ,977 ,000

(100,409,000)



ALASKA PERMANENT FUND CORPORATION
STATEMENT OF CHANCES IN CONDITION

(continued)

CURRENT MONTH YEAR-TO-DATE
SUMMARY OF CHANGES
(Docrease)/lIncrease in cash $ (389,000) S 91,000
Decrease in repurchase
~ agreements - . (52,100,000) (100,500,000)
Net Change in Funds §_ (52,489,000) S (100,409,000)



ALASKA PERMANENT FUND CORPORATION
NOTES TO THE FINANCIAL STATEMENTS

DECEMSER 31, 198*1

ENTITY

The Constitution of the State of Alaska was amended by public referendum in 1976
to provide for the dedication of certain natural resource revenues to the
Permanent Fund. The principal of the Permanent Fund Is investedin perpetuity.
In 1980, the State Legislature created the AlaskaPermanent Fund Corporation
(the "Corporationl™), a public corporation separate from the agencies of State
government and governed by a Board of Trustees, (the "Trustees'™), to manage the
investments of the Permanent Fund. In 1982, the Legislature amended the law to
provide that a portion of the annual earnings would be made available to the
State for the payment of dividends and that a portion would be contributed to
the principal of the Permanent Fund sufficient tooffset the impact of
inflation. The balance was to be retained by theCorporation in an
undistributed income account.

SIGNIFICANT ACCOUNTING POLICIES
Contributions -

Contributions by operation of statute are recorded when they become due from the
State, i.e., when certain revenues are received by the State Department of
Natural Resources.

Contributions by appropriation are recorded when they are received.

Depreciation -

Furniture and equipment are depreciated on a straight-line basis over a three
year useful life. Other property is depreciated on a straight-line basis over a
five year useful life.

Dividend appropriations -

Current law directs that one-half of a five year moving average of the net
income of the Corporation be made available for the payment of dividends each
year.

Funds -

For purposes of the Statement of Changes in Financial Position, the term "Funds"
has been defined as cash and repurchase agreements.



Inflation Impact -

The Impact of Inflation ia measured by the United States Consumer Price Index
previous calendar year average for all urban consumers applied against the
balance of contributed equity at the end of the fiscal year.

Interest Income -

Interest income on all securities Is accrued monthly as earned.

Interest income is shown net of amortization of premiums and accretion of

dIscounts.

Investments -

In accordance with Statement of Position of the Accounting Standards Division
No. 78-10, investments in the aggregate are valued as follows:

Type

Marketable deft securities

Common stock

Real estate equity pools

Participating real estate
mortgages

Conventional mortgages

Alaska certificates of deposit

Basis

Cost adjusted for amortization
of premiums and accretion of
discounts

Lower of cost or market value
Market value

Market value
Cost
Cost

Realized gains or losses on the sale of investments are determined by specific

identl flcation.

Undistributed Income -

Net earnings are credited to the undistributed income account at the end of the

fiscal year.

Earnings attributed to the investment of undistributed income are

based upon the balance at the beginning of the fiscal year.

RECEIVABLES AND PREPAID EXPENSES

Receivables and prepaid expenses consisted of the following as of December 31,

198*:

State of A “aska dedicated revenues

Purchased interest receivable
Accrued interest receivable
Dividends receivable

Prepaid expenses

$ 19,692,000
*,683,000
12*,9*0,000
2,**1,000
*1,000



MARKETABLE DEBT SECURITIES

The estimated market values of debt securities at December 31, 1984 are as

follows:
AMOUNT YIELD
Repurchase Agreements $ 24,100,000 8.46%
Short Term Issues 147,857,000 9.36%
Intermediate and Long
Term Issues 5,207,277,000 11.61%
$5,379,234,000 11.53%

All of the Corporation®s investment securities are held by commercial lending
institutions pursuant to custodial agreements.

COMMON STOCK

At December 31, 1984, the investment in preferred and common stock was valued at
cost, which was less than the aggregate market value of $514,908,000 on that
date. The dividend yield on preferred and common stock amounted to 4.49
percent.

REAL ESTATE EQUITY POOLS

At December 31, 1984, the investment in real estate equity pools was valued at
market, which- approximates cost. Future adjustments to market value will be
based upon independent appraisals of the properties which constitute the pools.

PARTICIPATING REAL ESTATE MORTGAGES

The investment in participating real estate mortgages conveys an undivided
interest in real property acquired in connection with a loan made on and
collateralized by certain real estate. At December 31, 1984 the investment was
valued at market, which approximates cost. Future adjustments to market value
will be determined by the combined total of (i) an annual appraisal of the real
property, and (ii) the difference between the present value of the mortgage and
the outstanding principal balance of the note. Terms of the mortgage note
provide for interest at 10.5 percent per annum. In addition, the Corporation
will participate to the extent of its percentage of ownership in future net cash
flow derived from leasing the property. The total amount of interest and net
cash flow each year is limited to the maximum rate for interest allowed under
applicable State of Texas or federal law.

CONTRIBUTED EQUITY

The principal balance of the Alaska Permanent Fund at December 31, 1984 was
composed of the following elements:

Dedicated state revenues 5 2,240,936,000
Appropriations from the State 2,700,000,000
Provision for inflation 382,127,000

$ 5,329,063,000

-e-



RESERVE FOR INFLATION AND DIVIDENDS

The Trustees of the Permanent Fund have designated the balance of the
undistributed income account to be continuously reserved for future inflation
Impact and dividend payments. Although the State Legislature could legally
appropriate this amount for other purposes, in the opinion of the Trustees, this
designation is in accordance with the stated purpose of undistributed income,
i.e., to provide a reserve for the current statutory uses of Corporation income
against the possibility of future declines in that income. Such a reserve is
intended to enable the Corporation to fully offset the impact of inflation and
still maintain a constant level of dividends in yeSrs when Permanent Fund
earnings are not enough to do both.

The Board of Trustees
Alaska Permanent Fund Corporation

Gentlemen:
The financial report and statements presented herein were prepared from the
books of account without audit, and no independent opinion on the fairness of

these statements has been rendered.

Sincerely

Peter A. Bushre
Comptroller



A4
138.5
432

1,78.5
2.99.0
4,021.2

4,38.3

5,127.2
6,422.3

RE8BBIYR B RBVIRBVIS

* Jurce: Alaska Department of Reverue

90.0
80.0
©@.0
0.0

0.0

ALASKA PERSANEST POHO CORPORATION

(in millios)

Dedicated

A4

.1
.4
3b.1
40.5
0
3%6.2

I}*.1

3.9
#5.3
F6.6
XHl.7
3.8
.6
8
3B.5
319.6
A1
6.9
20.2
2.2
5.8
3.2

3
2

231.2
130.9

230.8

X5.2
Q79
433.7
2.7
%4 0
507.8
64 .9
75.1
737.8
&5
841
3.4
85.1
940.8
9B 4

* (repter 81, SA 1982, Sec. 1500)

ASSONFIIONS: 30) CASS FORECAST - 2d Qir FIS

54.4
185
483.2

1,785

2,99.0

4,001.2

4,88.3

5,721.2

5,462.3
7,26.5
8,015.3
8,880.2
9,738.0
10,738.4
1.7%6.1
12,810.1
13,917.5
15,0%6.1
16,247.1
17,38.7
13,5%6.0
19,742.6
20,9%.2

25) Pre-1980 Contribution Rate
50) Post-19M Cotribution Rate
4.20) Inflation F/8

10.81) Retum PISS

6) Aerage Inflation FISG-FIC0
9 Average Retum FISGI00
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Inflation Adjusted
Bgiming Apro- State Inflation Bxling  Proofing Ending
Ft Balance priationsRevenues® Proofing Balance Shortfall  Balance

.1
160.8
174.0
187.3
014

5.4
- 185
483.2
1,785
2,99.0
4,001.2
4,88.3

5,721.2

6,452.3
7,26.5
3,015.8
8,80.2
9,783.0
10,738.4
1,751
12,810.1
13,917.5
15,0%6.1
16,327.2
17,50.5
18,710.0
19,929.9
21,1%.6

V17/%

(in millios)

Distributions
State
Net Inflation Gereral
Income Dividends Proofing  Aund
1.8 13
8.0 6.6
24 1.3 3 1.8
149.9 215 2 215
38.4 7.1 7.1
4711 1079 2BL2 105
505 1/.0 1909
618.6 213.8 23.8
575 285 3Ib.2
0.7 76 479
7248 33.0 437
™2 3P5 HR7
*73 H4 B0
39 3IPO T8
1,03.8 4%4 649
1,107.4 437 751
1,191 5137 783
1,24.3 b4 &HA5
1,378.3 588 84.1
14/-3 539 &4
1,59 508 3561
1,680.2 704 938
1,782 708 9B4

Tras.

Add

Adj.>  (Qelete) Balance

5
14
8.5

%.0

4.1

81.5)

8.7
18%5.1
110.0
28.6

174.0

2%.2)
%.3)
41.9)
48.0)
51.1)
®.9)
76.9)
9.9
107.4)
15.5)
64.6)

8.7
243.3
3.8
7.4

7314

752
6304
627.5
50.5
5234
46.5
3.0
97 6
190.2

4.6

Total

|

.0
140.5
.9

1,374.6
3,301.7
4,53.0
5,530.8

6,672.4

7,416.0

3,182.5

8,9%6.3

9,79.2
10,680.8
11,602.9
12,570.5
13,581.4
14,621.4
15,716.1
16,345.9
13,012.6
13,2%6.8
2,48.0
21,740 0
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Chare 5

COSTS INCURRED AFTER YEAR 1999

(in millions: Nominal $)

3% Escalation
Annuity Program 69.9
Annuity Program

w/1986 Stairstep 285.3
House Stairstep 588.3
No Escalation
Annuity Program 0
Annuity Program

w/1986 Stairstep 128 . A
House Stairstep 201

-31-



BILL SHEFFIELD, GOVERNOR

REPLY TO:
11031 W 4th AVENUE
DEPARTMENT OF LAW SUITE 200
ANCHORAGE, ALASKA 99501
OFFICE OF THEATTORNEY GENERAL PHONE: (907) 276-3550

[J1st NATIONAL CENTER
100 CUSHMAN ST.
SUITE 400
January 25, 1985 FAIRBANKS, ALASKA 99701
PHONE: (907) 452-1568

0 POUCH K 1 STATE CAPITOL
JUNEAU, ALASKA 99811

PHONE: (907) 465-3600

The Honorable Mitch Abooa

Chairman, Senate State Affairs Committee
Alaska State Legislature

Pouch V

Juneau, Alaska 99811

Dear Senator Abood:

Yesterday, after the teleconference on SB 56 (the bill
which would replace the longevity bonus program with an annuity
program) you asked that | draft a proposed amendment to the bill
which would provide for death benefits if a person who had made
annuity contributions died before reaching age 65. I have
drafted a proposed amendment which provides that, in the event of
death prior to age 65, the balance of an individual®s account
(which would include permanent fund dividend <contributions,
interest, and any front-loading) would be paid to the
individual®s surviving spouse unless another beneficiary were
selected.

You have asked what effect, if any, such an amendment
would have on the tax deferrability of permanent fund dividend
contributions. As you know, the State Special Committee on the
Alaska Longevity Bonus Program contracted with an expert on IRS
tax law, Mr. Thomas Terry of the firm of Morrison and Foerster.
His conclusions on the taxation of dividends appear in the draft
committee report. I called Mr. Terry yesterday and asked him
about the proposed amendment. He said that the inclusion of the
amendment in the bill would have no negative effect on tax
deferrability, and might even slightly enhance our arguments that
contributions should not be taxed.

I should point out a number of policy considerations
that may enter into your committee®"s deliberations on this point.
First, the adoption of the amendment would 1increase, to some
degree, the administrative costs of the progranm, since the
department of administration would have to keep track of

beneficiaries and handle death claims. Under the bill,
administrative costs come out of annuity accounts, so that the
provision would reduce - perhaps to a small degree - the annuity

available to participants.



The Honorable Mitch Abood, Chairman January 25, 1985
Senate State Affairs Committee Page 2

Second, under the bill without the amendment, the
annuity account of a person who does not survive to age 65 1is
distributed among other contributors, so that those who do survive
will receive an -enhanced payment. This enhancement would be
removed by the amendment.

Finally, since the present longevity bonus program 1is
available only to individuals who survive to age 65, the bill
without the amendment is ~consistent with the objective of
replacing the retirement security presently available under the
bonus program with a substitute program.

These considerations must be weighed against the
concerns expressed at the teleconference yesterday that younger
individuals may be reluctant to participate in the program if
contributions would be lost upon death. Participation in the
program is obviously an important consideration.

In short, the proposed amendment would have no
substantial legal effect on the bill as a whole. The decision 1is
a policy decision.

Sincerely,

GORSUCH
1JERAL

Deborah Vogt
Assistant Attorney General

DV:jf



SUMMARY SB 56

This bill will phase out the existing longevity bonus
program and replace it with individual annuity accounts
funded primarily by the permanent fund dividend of
participants.

The bill provides that each year every Alaskan (except those
who are 65 or older before 1986) will receive his or her
permanent fund dividend in the form of a credit to an
annuity account, unless the individual affirmatively elects

to receive cash. When the individual reaches age 65, they
will receive their annuity whether they live in Alaska or
anywhere else. Since it will be years before annuity

payments are sufficent to replace the longevity bonus, the
ALB program is reduced annually (except for those who
reached 65 before Jan 1, 1985).

Alaskans who choose to participate in the program will
receive monthly benefits after reaching age 65 of at least
$250 per month. Alaska®"s existing elderly (65 or older
before Jan 1, 1986) will receive their current $250 bonus
inflated by 31 annually and still receive their permanent

fund dividends.

There 1is a "target amount™ for the longevity bonus which 1is
$250 per month inflated by 31 each year. That target amount
is then reduced by the maximum possible annuity that would
be available to a 65-year old individual who has
participated in the program every year since the progranm
started.

Example: I1f the inflated ALB "target™ for a particular year
is $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. If the person had not participated
in the annuity program and turned 65 in that year, they
would receive only the ALB payment of the $180.

FISCAL YEAR MAXIMUM Possible Annuity ALB (for 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-



Residency

You must be a resident of Alaska at least one year to
receive the Longevity Bonus payment. Permanent Fund
dividends are, of course, only available to Alaska
residents--so an individual must be an Alaskan to contribute
to an annuity account. However, you do not have to be a
resident of the State to recejve your annuity.

1. Front-loading

Section 16 of the bill provides that the Legislature may
"front-load" the annuity program by appropriating additional
funds from general funds or earnings of the undistributed
income account. Substantial front-loading in the first
three years saves money over the length of the program as
general fund obligations decrease at a faster ratei Also,
with front-loading there is a substantial incentive for
individuals to forgo immediate cash in favor of retirement
security.



SECTIONAL SB 56

SECTION 1
Findings and Purpose

SECTION 2

A parent, guardian, or other authorized representative may
elect to receive an annuity share on behalf of the eligible
minor or individual in lieu of a cash dividend.

SECTION 3

A person who is eligible to receive a permanent fund divi—
dend may elect to receive an annuity share in lieu of a cash
dividend. Alternatively, a person may elect up to 75% in
cash and the remainder as a annuity credit.

SECTION 4

The Commissioner of Revenue shall adopt regulations estab—
lishing the process for determining eligibility of individuals
for permanent fund dividend.

SECTION 5

The permanent fund application form shall be prepared to
allow an applicant to elect to receive cash in lieu of a
permanent fund dividend.

SECTION 6

If a public agency claims a cash dividend on behalf of
individuals, the public agency shall hold the dividend 1in
trust for the individual.

SECTION 7

The state is not responsible for a guardian or parents
decision for an individual on whether to take an annuity

credit or cash dividend.

SECTION 8

The permanent fund dividend application form shall be
prepared to allow an applicant, other than a person who 1is
65 before January 1, 1986 to elect to receive cash in lieu
of a permanent fund dividend.



SECTION 9

Conforms the penalties and enforcement laws to include
annuity credits.

SECTIC 7 10

Sets up a procedure so if a permanent fund dividend 1is
credited to an individuals account erroneous a debit can be
made against the account. |If the credit is 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 3 years.

SECTION 11

Adds duties to the Department of Revenue to maintain records
of annuity shares for individuals and adopt regulations (to
the extent allowable) to structure the annuity program so
that annuity benefits are not taxable to people until they
actually receive the annuity money.

SECTION 12

Allows only cash payments exempt from attachment for col —
lection of debt.

SECTION 13

Allows only cash payments for those ordered by the courts or
attached for collections.

SECTION 14

Conforming language to contain annuity credits within the
eligibility laws and regulations for public assistance,

SECTION 15

New definition of permanent fund dividend to include annuities

SECTION 16

Establishes the Annuity Investment Fund within the state
treasury. An amount, equal to the permanent fund dividend
multiplied by the number of persons electing to receive an
annuity share, shall be annually credited to the Annuity
Account. The Legislature may appropriate either general
funds or earnings from the undistributed income account in
the Alaska Permanent Fund. The definition of permanent fund



dividend is amended to include annuities. Establishes the
Annuity Fund. Money 1in the Annuity Fund is appropriated by
the Legislature to pay annuities. An individual who holds
one or more annuity shares may receive an annuity upon
reaching the age of 65. The annuity will be paid monthly
using a straight life annuity with a defined contribution
plan. The annuity is cancelled upon the death of the indi—
vidual receiving the annuity.

SECTION 17

Deletes the dollar amount in the Longevity Bonus progranm.
SECTION 18

Makes the Longevity bonus payment $250 plus a 3% annum minus
the maximum possible annuity.

SECTION 19

Adds people residing in nursing homes, and the nursing home
wing of of Pioneer Homes as unqualified persons to receive
Longevity bonus payments. (This is to protect those people

on Medicaid who were adversely impacted by Federal regu—
lations)

SECTION 20

Repealers of Longevity Bonus Program

SECTION 21

Repealers of Longevity Bonus Program

SECTION 22

Applies to Permanent Fund dividends for years beginning
after December 31, 1985.

SECTION 23

Immediate Effective Date
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Introduction.

In June, 1SS4, the Alaska Longevity Bonus Program (AS
47 .45) was declared unconstitutional because i: 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 its own terms, is to be repealed effective
June 30, 1985. Id., Sec. 11.

The amending legislation also established the State
Special Committee on the Alaska Longevity Bonus Program to
"determine the feasibility of replacing the longevity bonus
program, as amended by this Act, with an annuity program, a
needs-based program, or other Jlongevity program."” Id., Sec. 7.

This is the Committee®s report.

Recommendation: Annuity Approach.

The Committee has developed a proposal which would
phase out the existing longevity bonus program, and replace it
with individual annuity accounts funded primarily by the perma-—

nent fund dividends if participants. 1/ Under the Committee

1/ Three different annuity approaches were 1initially considered
by the Committee: (1) SB 465, introduced in the 1984 legislature



bill, Alaskans who choose to participate in the program will
receive monthly benefits, after reaching age 65, of at Ieas{ 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 in the form of a

credit to an annuity account, unless the individual affirmatively

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 Ray bill became the vehicle
for the Committee®s proposal. AlIl  three proposals involved
foregoing a permanent fund dividend in 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.

IIB 700 would have given each Alaskan one annuity share for
each foregone dividend. Each vyear, 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 Ray
proposal; the Committee therefore focused on the concept embodied
in Senator Ray"s bill.



elects to receive cash. 2/ Section 2 of the bill provides that
the legislature may "front-load"™ the program by appropriating
additional funds into the annuity account, which will be attrib-—
uted 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. 3/

Even with front-loading, it will be years 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, Kkj Under the
bill, a "target amount"” for the ALB is established (Section 8),

which 1is $250 per month (in FY 1986) inflated by 3% each year.

2/ This aspect of the committee proposal reflects a change from
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 1long-term consequences of a decision to take
the dividend in cash.

3/ Under the Committee bill a participant who dies before age 65
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.

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



That target amount 1is then reduced by the maximum possible
annuity which would be available to a 65-year old individual who
has participated 1in the program every year since the program®s
inception. For example, if- 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 years, individual annuity accounts will become
greater, and each year the longevity bonus payable to new
recipients becomes correspondingly smaller. By the vyear 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 follox”“ing chart:

1771/
/17777
1771/
/11717
17717

1717/



Maximum Possible Ar.r."l1'tv 5/ At,3 (for ali1 newrecipients)

1986 4.37 3245.63
1990 32.50 245 .S58
1995 106.27 219.92
2000 255.70 122 .45
2005 533.39 -0-

The Committee considered other options besides the
annuity approach. Among those were a need-based program and
stair-stepping.

One reason for rejecting a "need-based"™ program was the
strenuous opposition to such a program among Alaska®"s elderly.
Primarily, however, the Committee <concluded that a need-based
program would be contrary to the intent of the ALB program.
That program 1is not and was never intendea to be a form of
welfare. Rather, it should be viewed as means of assisting all
Alaskans to provide for their retirement security.

The Committee was also aware of the "stair-stepping
approach,”™ wunder which the ALB Program is slowly phased out
through an annual increase in the eligibility age. Under
legislation which passed the House of Representatives during the
previous legislature, the eligibility age would begin to rise

above 65 in 1991.

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



The Committee believes that there is a need for future
state participation in the building of retirement security that
is not recognised in the stairstepping approach standing alone.
For example, the principal form ofnon-need based assistanceis,
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, 1in one. area of
the state -- Northwest Alaska -- 66% of the vregion®s elderly
reported the ALB as their principalsource of income.

As oil revenues decline,and economic activity 1in the

state becomes more uncertain, 1itis entirely possible that the
state"s Tfuture elderly will find themselves in a more precarious
position than today. And, at that point, the state -- for these
same economic reasons -- may be unable to help.

One obvious impact of abolishing the ALB progranm

through "stair-stepping”™ is an increased Old Age Assistance case

load. Currently, nearly 6,600 ALB recipients -- or 40% of all
recipients -- are apparently eligible to apply for both OAA 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 thepotentially eligible, only 2,526 - or
roughly 38% -- have 1in fact applied for OAA and Medicaid.

Over the years, the ALB program has been defended on

the ground that it has enabled many Alaskan elderly to remain off



Che welfare roles. Statistics bear this cut dramatically,
indicating that a majority of those ALB recipients who are
eligible for OAA and Medicaid have been able to remain off these
programs because of the bonus,.

For these reasons, stair-stepping by itself is not
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 1in order
to assure continued receipt of the "target" Longevity Bonus might
work a hardship on these older Alaskans. A.s a result, the
committee decided to include in the bill a so-called
"grandfathering” provision which allows those vreaching age 65
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, is 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 individual Alaskan to set aside funds now for
those perhaps more difficult years 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 progranm. The purpose
of the annuity, program is much like the purpose of the permanent
fund itself. Moreover, one purpose of the dividend program -- to
give each Alaskan a stake fn the management of the permanent
fund -- will be enhanced if Alaskans®™ retirement security 1is at

least in part dependent on wise stewardship of that fund.

Major Features.

1. Front-loadine. The Committee envisions

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.

The Committee initially analyzed the annuity concept
without front-loading. Even without front-loading, annuity
payments eventually replace 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 not 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 in the initial years, that cost is

incurred 1in years in which oil revenues are expected to remain

-10-
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high. Moreover, general fund contributions to the ALS progranm

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 vyears through front-loading result in a
decrease in general fund obligations in later years.

Under the Committee bill, substantial front-loading now
would actually result in a net gain over the life of the ALB
program -- atleast in nominal dollars. Thus, if $79- million
were appropriated for front-loading over the next three years,
that investment would vresult in a return of $31 million 1in
reduced ALB payments over the next 25 years. In constant 19S6
dollars, the ultimate cost of investing $79 million new 1is $30
million.

Additionally, front-loading serves other important
purposeswhich the Committee believes warrant the cost 1in

constant dollars:

¢)) The Committee bill will work only if Alaskans
participate. IfT they do not, Alaska"s future elderly may
still place precisely those substantial demands on the
general fund which this bill seeks to avoid; and

(2) A premium may Ffairly be placed on the current

availability of funds. If $1.00 of general funds front-

-11-



loaded now returns 75c (in constant dollars) years hence,
the fact that the general fund has that $1.00 now, but cay
not have the 75c later, 1is of some relevance.
i
Front-loading need not be a one time, or even
short-term program. To the contrary, the Committee feels that
the policy considerations behind front-loading will be with us
for some time, and that -- subject to available Tfunds -- some
degree of front-loading should be considered by the legislature
each year.

The Committee settled on a front-loading concept

weighted in favor of older Alaskans. Several other options were
also considered. First, we examined a per-capita contribution
made to each Alaskan who chose an annuity credit. Assuming that

the front-loading contribution was $50 million in the first year,
and that 50 percent of all Alaskans chose an annuity credit, the
result was that ultimate annuity payments to those now near
retirement age did not increase rapidly enough to offset general
fund payments for longevity bonuses. Thus, this form of
front-loading did not significantly reduce long-term general fund
obligations. Nor did it satisfy the goal of the Committee to
provide the greatest incentives to those who may need them most.
To better accomplish this goal, the Committee next
considered a straight $10 1incremental 1increase in front-loading

based on age: that 1i;, participants would receive $10 for each

-12-



year that they were older than age 17 -- up to age 65. 6/ This
option produced a better result in terns of reduced general fund
obligacions than the per-capita distribution, but it still did
not 1increase annuity payments fast enough to be a significant
incentive -- to older Alaskans 1in particular -- to participate 1in
the program.

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

approximately $800.

The 1incentive to join the program, then, 1increases

dramatically as retirement age approaches. It is this aspect
which is most appealing to the Committee, Tfor the following
reasons:

First, older Alaskans are most in need of incentives to
participate. Because initial annuity payments are small, many

may be tempted to take a cash payment which 1is larger than the

6/ Thus, an 18 year old would receive $10, a 38 year old $210,
and a 65 year old $480.
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annual annuity which it will vyield. Then, vyears later, that
person will suffer materially reduced benefits 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 1586) would be required to
participate every year in order to achieve the target annuity
when he reaches 65 in the year 2004 -- the year the ALB progranm
disappears. Recognizing that financial circumstances may require
a cash election in some years, and that some individuals may be
ineligible for a dividend in seme 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 is commensurate with account earnings, the eventual
return to both old and young will be quite similar.

Additionally, this option actually costs less in
front-loading dollars than the straight 1line 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 1in the

annuity program because they arc guaranteed a Tfull longevity

-14-



bonus for life. As a result, in 1985, chere will be no
front-loading for any individual over the age of 64. In future
years, elderly Alaskans who are net within the Committee"s
grandfather clause will be required to participate in the annuity
program if they wish to receive the "target" payment. The
incremental increase in front-loading will end at age 65, and
those over the age of 65 will receive the same amount of
iront-loading as a 65-year-old.

Second, the Committee bill envisions that the source of
front-loading funds may be the earnings of the wundistributed
income account of the Alaska permanent fund. In past years,
permanent fund earnings have exceeded the amount necessary to pay
dividends and inflation-proof the fund itself. The resulting
surplus comprises the undistributed income account, which has a
current balance of $557 million. That account 1itself 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 progranm
itself, this aspect of the bill will devote current permanent
fund earnings in a manner which will substantially decrease
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 in any way impairs the

integrity of the permanent fund itself.
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2. The 3% Escalator. The commictee recognizes that, in

legislation which passed the House last session, no automatic

escalator was provided. Since the beginning of the ALB progranm
in 1972, the original $100 payment has been periodically
increased to its current $250 limit. While the amount seems
large, it has -- in fact -- roughly kept pace with inflation. If
the ALB is retained, the committee believes that it is

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 6% inflation rate, a $250 ALB now will be
worth only $104 15 years hence.

There are two ways of dealing with the gradual erosion
of the value of the ALE. 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. Subsection 2(e)
provides that the legislature may appropriate funds from the
annuity account to pay the administrative costs of the annuity

program. 7/ Thus, the costs of the program will be borne by the

U 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.
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annuity participants, whether the funds are privately placed cr
not.

The bill states that administrative costs will be
"equitably allocated” among annuity accounts; it is the Commit—
tee"s 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 is that among married couples there 1is often
only one wage earner. Survivor benefits are thus available to
insure that the dependent spouse is not left without 1income.
Since the annuity program in the draft bill is available to both
spouses, just as 1is the present longevity bonus program, the
Committee opted for simplicity and did not 1include a choice of
benefits.

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
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 1is the smallest available (among those who have received
the maximum possible credits). A 75-year-old with the 1identical

contribution of a 65-year-old will vreceive a larger annuity

-17-



because his life expectancy 1is shorter, ana his capital will be
returned faster. Thus, some Alaskans will receive more than che
target amount during the early years of the program, and no
elderly Alaskans (with full participation) will receive less.

t

6. Residency Questions. The bill has no residency re—
quirements for receipt of annuity payments. Permanent fund
dividends are, of course, only available to Alaska residents --
sothat an individual must be an Alaskan to contribute to an
annuity account. 8/

7. Federal Income Tax Considerations. The Committee has
engaged special tax counsel to consider the federal 1income tax
consequences of its proposal. The key income tax 1issue 1is
whether an Alaskan who 1is entitled to a permanent fund dividend
will be taxable on the cash he could have elected to receive as a
dividend even though, under the new program, he or she actually
is only credited with the right to receive a future annuity fronm
the state. Tax counsel has advised the Committee that due to the
uniqueness of this proposed program, there is no legal precedent
currently available which definitively provides an answer to this
guestion.

Based on analogous federal tax authorities, tax counsel

believes that a crucial Tfactor in determining whether or not an

Alaskan receiving an annuity credit will avoid current federal

8/ The longevity bonus program will still require that an
Tndividual be a one-year resident to receive a bonus.
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income taxation is the amount with which the legislature
"front-loads"™ the annuity credit in the vyear the <credit is
granced. If the legislature provides a substantial frcnt-Icad to
the annuity credit for a particular year, an Alaskan receiving a
credit that year should not be subject to tax until annuity
payments are actually made on retirement. However, if the
legislature provides 1 .ntle or no front-load to the credit for a
particular year, there would be a substantial risk that those
receiving annuity credits would be taxable 1immediately, on the
amount of cash they could have elected in lieu of the credit.

Tax counsel has advised the Commictee that the
available tax authorities do not provide firm guidance as to the
minimuiTt amount of front-load necessary to support deferred tax
treatment of annuity credits. There is an example in the
regulations suggesting that a front-load of 25% or more of the
amount of the annuity credit for the year would be sufficient;
however, tax counsel believes that .a lesser amount may suffice.
Because of this uncertainty, tax counsel suggests that 1if the
legislature enacts this proposal it would be in the state"s best
interest to obtain an advance ruling from the Internal Revenue
Service on the question before the proposal is actually
implemented.

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
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annuity account to make annuity payments. Although the
legislative intent of the bill clearly is to provide annuity
payments to those who have participated 1in the progranm, the
Committee bill neither binds future legislatures nor creates a
dedicated fund. Thus, the legislature may legally appropriate
the annuity funds for any public purpose. An individual®"s right
to an annuity payment prior to dispersal is an unfunded,
unsecured promise of the state. Thus, a future annuitant 1is in
no batter legal position than any unsecured creditor Zof the
state.

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

9. Protection of Alaska®"s Existing Elderlv. As noted
previously, persons who reach the age of 65 before 19S6 will not
be required to forego their permanent fund dividend in order to
receive a $250 per month Longevity Bonus, 1inflated 3% annually.
The Committee decided to integrate this aspect of
"stair-stepping”™ because it concluded that many retired Alaskans
have <come to rely upon 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 1last session®"s House bill, those who had reached

the age of 60 before 1986 would have received a Ffull ALB for
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life, although the amount of that bonus vould not be increased ir.
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 will have 1-5 years to make necessary arrangements tc
accommodate either the 1loss of a cash dividend, or 1incremental
reductions in the ALB payment. Current retirees, on the other
hand, have little or no ability to alter their financial
condition. Thus, while any age group might be said to have some
"expectancy" to both an ALB and a cash dividend, that
"expectancy" 1is 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 tv;o groups of Alaskans -- it would
aggravate it. Under the House bill, the first reduction in
payments would occur in 1991. Because of the growth in the

"maximum possible annuity"™ by that time, the initial difference
in monthly ALB payments between an exempt recipient, and a
non-exempt recipient who did not forego his dividend, would be
$67.21 per month. Conversely, under the Committee bill,
differential payments will begin in 1986, and will 1initially be
$11.92 per month. The Committee felt that 1if some smaller
differential were felt immediately, the need to begin
participation 1in the program now would be more apparent to

non-exempt recipients. In other words, immediate
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"stair-stepping” may well encourage higher annuity participation,
which in turn, will reduce the actual differential treatment
between exempt and non-exempt recipients; anc

3. The ALB program cannot go on forever. Indeed, it
has been a goal of the Committee to develop a proposal which
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 $74.9 million in the year 2000, and general
fund obligations would not end until the year 2029. Moreover,
extending the bill"s protection to 60-year-olds would cost an
additional $330 million over the life of the progranm. In drawing
the necessary dividing 1line between those who can continue to
receive the Tull benefits of existing law, and those who cannot,
economic feasibility plays an appropriate role. For the reasons

above-stated, the Committee believes that the line is best drawn

at age 65.

10. Possible Participation Rates. The committee attempted
to estimate likely participation vrates for the legislation®s
annuity program. 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 1in case

of substantial hardship. Under the committee bill, however, no
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benefits can accrue until retirement. Additionally, high
participation pates in employee plans are, in large part, a
function of intensive educational efforts which cannot be
duplicated on a statewide basis -- particularly in 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
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, is
an irregular source of income which (for some Alaskans) 1is not a
component of the regular Tfamily budget, and hence more readily
disposable.

Given these differences, and the unique 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 0ld 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
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of $1,047.88.

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

The only way to guard against future 1increases in O0AA
clientele 1is to maintain the existing ALB program -- an option
which the committee believes 1is cost-prohibitive. Other options
studied would not simply threaten, but 1inevitably 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. Costs of Various ALE Alternatives. The committee
estimated the costs of various alternatives. Although population

figures (and hence program costs) 1in future years are difficult

to predict, several of the alternatives studied -- including the
House stair-stepping approach -- envision general fund
expenditures well into 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 century -- when oil revenues are projected to dramatically

decline. Estimating post-2000 expenditures is thus particularly
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important.

Second, some options envision higher immediate
investment in return for Jlower 1long term obligations. Others
involve smaller near-term expenditures -- an attribute which 1is
paid for in the years to come. 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 wunder 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 option, in order to receive the target
amount, existing elderly would be required to forego their

permanent fund dividends.

The third option -- the "Annuity Program w/1986
Stairstep” -- vreflects the ALB ~costs of the committee bill
itself. Finally, the "House Stairstep”"™ approach refers to last
session’s legislation, which would begin stair-stepping in

FY 1991.
Assuming that the legislature provides a 37, per annum
increase in the ALB payment, the ALB <costs of the options

considered are as follows:
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Chart 1

ALB COSTS THROUGH 203A
WITH 3% ESCALATOR (in millions)

Nominal $ Constant $ Present
Value 9/
Current Lav; 13,087 2,501 1,393
Annuity Program 96A 605 A96
Annuity Program
w/1986 Stairstep 1,290 735 58A
House Stairstep 1,A55 7A5 577

Conversely, if the legislature held the amount of the
ALB constant over the ;"ars instead of providing a regulator

escalator, the ALB costs of the option would be:

Chart 2

ALB COSTS THROUGH FY 203A
WITHOUT ESCALATION (in millions)

Nominal $ Constant $ Present Value
Current Law 5,A19 1,391 880
Annuity Program 619 A32 369
Annuity Progranm
w/1986 Stairstep 86A 539 AAA
House Stairstep 1,0A0 586 A70

In addition to the general fund costs of (1) continuing

the current ALB for existing recipients, and (2) providing a

9/ The term "Nominal $" is self-explanatory. The term "Constant
17" refers® to costs expressed in 1986 dollars -- assuming 67
annual inflation. The term "Present Value"™ refers to the amount
of money which, if invested now, would endow the various options
through the duration of each.
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gradually reduced ALB for new recipients, the* committee bill
envisions that .individual annuity accounts will be "front loaded"
with funds drawn from the earnings 01 the undistributed 1income
account of the Alaska permanent fund.

Estimating the costs of "front loading” is 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 those over 35 to receive a
supplement which 1is 1increased 10% for each year of age up to 65.
Second, the committee assumed that participation rates would be

very low in younger Alaskans, andextremely high for those older

Alaskans receiving the greatest front-loading. The cost of
"front load payments"” under these assumptions -- with and without
the grandfathering of existing recipients are reflected in
Chart 3.

Finally, the effect of front loading is to more rapidly

reduce the "target” ALB, and hence reduce general fund
obligations. Thus, the net costof any front Iloading must be
offset by "ALB savings," which are also reflected in Chart 3:
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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 50

Annuity & 1986 Stairstep (3% Esc.)

Front-Load Payments 79 71 67
(ALB Savings) (32) (41 (31)
Net Cost (Savings) (3) 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 Iloading for any
particular program can then be added (or subtracted) from the
appropriate column of Charts 1-2. From that exercise, it 1is
apparent that front 1loading does not materially affect the cost
ranking of any of the options considered.

Finally, under the House stair-stepping bill, those who
do not reach age 65 by FY 1990 will receive no longevity bonus.
0Of those who are denied the bonus in the future, a portion will
apply for state 0ld Age Assistance. As noted previously, some

6,600 ALB recipients are currently eligible for OAA and Kedicaid;
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yet, largely because of the bonus, only 2,526 actually receive
these benefits. There 1is thus a segment of Alaska®"s elderly --
currently as many as 4,000 -- who are now eligible for O0AA. 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 if and when the
ALB program were terminated. Currently, one out of every 2.65
eligible ALB recipients actually applies for OAA. 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 elderlywould apply for assistance
once the bonus program were terminated. Cumulative costs, 10/
in increased OAA and Medicaid benefits, through the year 2010

under these two scenarios are as follows:

Chart 4

INCREASED OAA/MEDICAID COSTS THROUGH 2010
(in millions)

Moderate Low Moderate High
81.3 150.2
10/ The cost estimates in Chart 4 should be viewed as

substantially egivalent 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. If one
assumes that OAA and Medicaid benefits keep <close pace with
inflation, these estimates would then better reflect constant
dollar costs.
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It is possible that 1increased OAA costs wouic also
result from the committee bill. Although, wunder the bill, the
ALB is gradually phased out, vrather than abruptly terminated,
those new elderly who have not participated in the annuity

program may eventually find themselves in need of welfare

assistance. The degree of that problem, of course, is a function
of participation rates -- which are difficult to determine.
However, because -- under the committee bill -- the ALB is phased

out, rather than abruptly terminated, 11/ and because & portion
of Alaska®"s population will participate in the annuity progranm,
the committee believes that -- even with low participation
rates -- the impact of the bill upon old age assistance programs
is likely to be less severe than under the House Stairstepping
approach.

Finally, the committee 1looked at the cost of various
options after 1999. As noted previously, it has been a goal of
the 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 the House stairstepping
bill, and the annuity program with and without stairstepping,

which would be incurred in the 21st century:

11/ Thus under the House bill, a personturning 65 in 1991 would

receive no ALB whatsoever. On the other hand, under the
committee bill, a person turning 65 in 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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