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A---little bit ofv*‘;
bonus history•f -.* • • ••: • ;-V •'.- ' 7
; Since the legislators’ work is 
going to have to take some going 
over to see who won, who lost 
and who just got lost, I will leave 
- it alone for a week or so.' \ >* 
3?' A legislative| aid Jn Juneau 
wrote me asking some questions 
regarding what the legislature 
was thinking back when we first . 
considered the.longevity bonus. 1 
was asked if the legislature con­
sidered things like the constitu­
tionality of., the legislation and 
how it was to be funded?
The constitutionality was con­

sidered, and in fact a provision 
was inserted in the original leg-. 
islatioh'specifying that if the 
VcbuHs stnjcfî owiWShySportiorV}, f̂athê iÛ thê holê rogTafrh < 
wâ -]b&!di^ntinued.'
How” an"~ attorney' general, 

could later consider that paying 
it to everyone made it legal I’ll 
never know! •* ' 'V 
• I’m  not necessarily in dis­
agreement with paying it. to ev­
eryone over 65; I just feel his rul­
ing was'more from the heart 
than on the law itself,
A, There are some who think the 
program has become too expen­
sive, but I’m  not so sure that it’s 
not worth keeping regardless of 
cost. If, for instance, you just 
compare it to other government 
programs.
With a population of under 

five hundred thousand people, do 
we need as many state em­
ployees as we have?

I’m  not insinuating they don’t 
work hard and do the best work 
possible but after leading the 
local papers, it seems more tears 
are.being shed for the loss of the 
local pay roll into the economy 
than the loss of the state work 
hfiinp d o n e .  _ . .  .

- So,'If some of the* purpose'or"! 
' payroll is its impact on the econ­
omy I think that I, for one, would 
rather give it to the old folks. For 
one tiling we don’t have to pay 
them when they leave the state 
as we do with employee retire­
ment and benefits, thus a larger 
portion stays in Alaska, v?'.- 
The other question asked was. 

why we didn't address the fund-/
. ing in the'.original .legislation./
. The answer is, we did.';yvA-̂ iVv' -,' 
■:,'-;When the state'received’.thev 
first big oil. bonanza,Tsoriie nirieip. 
hundred million, in a state with V 
an annual budget of one hundred !• 
rmillion some of:us>.wanted;.to?; 
;; save at-least- a #■; tvutcffalf®]:
•V Fund: ofiitodayJi.

one, hundred million'placed. in ay.;! 
Permanent Fund .with the under-1’"-:

.’'the pioneers m  i gfitreaHyTec e ive.T ” 
less than $150.:?

•; .. AvBut-the longevity bonus; leg-^ 
.■■yV: islatiori and the Permanent FundriJ

passed,both.houses'and.-went to 
iV-t Gov.Miller|s office^^5^n^^&: 

Gov. Miller was-pushing for. 
V-the ice road to Prudhoe Bay and.'/.
, wanted to call a. special', session 
forthispurpose. L..i . ;LT.?
A number of us in the leader- ,.

; ship took a less than enthusiastic; 
view not only of .the /cost but .of-/’ 
.the ice road itself.

-y George"'‘.'Hohinanf'wasYcKair-̂
..... .. mail of Finance Committee'arid//
' opposed to both'• the/longevit/i’I’

bonus 'and-the lockVup/of any^ 
, funds'. To bypass him Sens.' Johniy% 
Butrovitch and . Bill Ray. sent ••a/K. 
Senate version of, the. longevity/'/ 
bonus over to the House hooked:.-..'
. to one of their bills, thus bypas-.:; 
sing the Finance Committee. #•;;£.

As the funding for the bill did ; 
have to go through the Finance 

V .'Committee, the second. version 
.' dTffiTê iongevifSbbrtUSSgTne out 
/ of general fund appropriations j.
: Jinitead̂ f̂ hê earrSngŝ Df the,
' Permanent Fund.'

. ' l  " Halibut Cove charter boat 
[ • .  skipper Clem Tillion is  a former 
{ "  president of the Alaska Senate::

y  QUOTE
■ "He's not a king and this is  not 
a monarchy. ”

—  Sen. George Mitchell, 
D-Maine, saying President Rea- 

. gan is wrong about being exempt 
from congressional restrictions 
on aid to Nicaraguan rebels.



Official Business

Alaska State Legislature
Senate

P.O. BOX V 
State Capitol 

Juneau, Alaska 99811

May 15, 1987

Dear Representative:
Enclosed is a packet of information concerning CSSB 56 

(Judiciary); the Annuity/Longevity Bonus bill.
In 1972, the Alaska Legislature instituted the Alaska 

Longevity Bonus program. The program was brought about to reward 
the people who built this state out of their own hard labor, and 
to enable them to remain in Alaska, rather than having to move 
south for a cheaper cost of living.

We started this program before the big oil years. The 
availability of large amounts of money was not the motivating 
factor in beginning the longevity bonus - rather an elightened 
approach toward our elders and the realization that our future 
remains more secure with their knowledge, motivated us.

It is unacceptable ‘o force our senior citizens to live in 
poverty after they have given their energy, their youth, and 
their good will to build our state and make our own lives better. 
The Alaskan senior is justifiably a proud individual. He or she 
should not be put through the degradation of a welfare program in 
their waning years of life.

The bill I have proposed will enable us to legally secure 
the Alaska Longevity Bonus program. Senate Bill 56 represents 
years of work on behalf of many Alaskans.

Senate Bill 56 was studied in four committees this session 
and is now in the House as a Senate Judiciary Committee 
Substitute. The bill will keep senior citizens who are now 65 
years old just as they are. The bill will put into place an 
annuity program that people turning 65 after January 1, 1988, 
will have the option to join. If a person contributes 100% of 
his or her Permanent Fund Dividends (or the cash equivalency) 
into the annuity program, that person will be assured of 
receiving no less than $250 a month for life. In all liklihood, 
the amount will be much more.

The difference between the bottom line of $250 a month and a 
senior's individual annuity amount will be made up with a general 
fund payment. Because the annuity amount will continue

I
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growing, the general fund amount will decline. This is why the 
annuity plan will save the state a great deal of money. By about 
the year 2003, the annuity amount will be high enough that the 
state will no longer be contributing general fund money. Unless 
we do something to change our current program, by the year 2005, 
the state will be paying $94,900,000 to run it.

The House Finance Committee has proposed that we change the 
Longevity Bonus program by "stair-stepping" it. This will cut 
off any senior who turns 65 after January 1, 1988. Under this 
scenario someone who has been in Alaska only one year but turns 
65 before the cut-off date will get the bonus, whereas someone 
who has been in Alaska for life but turns 65 after the cut-off 
date won't get the bonus. The inequity of the plan is obvious 
and Alaskans overwhelmingly rejected this plan at the polls last

The Administration's original plan would turn the bonus into 
a thinly-disguised welfare program. Even our oldest seniors 
would not be safe from getting cut off the program. Because the 
plan would depend on a person's taxable income a person with 
thousands of tax-free dollars coming in from something like 
municipal bonds would still be eligible for the bonus, while a 
person barely eking out an existance would not be eligible.

Senate Bill 56 is the result of a hard look at the best way 
to continue our Longevity Bonus program. It will save the state 
money - which in reality is necessary to save the program; but 
more critical than even the economics of the situation is the 
fact that it saves our state's dignity in the manner in which we 
treat our elders.

I hope the information is useful to you in making your 
important decisions concerning the future of our old-timers' 
Longevity Bonus program.

summer.

 ̂̂  ̂̂ a  1 . «

Senator Jay Kerttula



Alaska State Legislature
Senate

P.O. BOX V 
State Capitol

Official Business Ju n e a u , A la s k a  9 9 8 11

DATE: May 8, 1987
SUBJECT: CSSB 56 (Judiciary)
FROM: Senator Jay

In 1972, the Alaska State Legislature created the Alaska 
Longevity Bonus Program. The Longevity Bonus Program 
recognized the contribution made by Alaskan seniors to our 
state and set in place a system of rewarding their service.

A person was eligible for a bonus under the original program 
if he or she

1. Was 65 years old
2. Was "domiciled in the territory" on or before

January 3, 1959, and
3. had continously lived in the state for 25 years.

In 1984, the Alaska Supreme Court ruled in the VEST 
case that the residency requirements of the Longevity Bonus 
Program violated the equal protection provisions of the 
Alaska and United States Constitutions. The Longevity Bonus 
Program was then changed to give a bonus to anyone who lived 
in Alaska for one year and was 65.

Z
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This is an optional program. People can contribute 

either their Permanent Fund Dividend or cash. They can make 

a one time emergency withdrawal.

After much study, this option seems to be the most 

equitable and saves the state a great deal of money.

THE CURRENT HOUSE BILL - SCHB 151 (FIN)

ANYONE 65 YEARS OF AGE BY JANUARY 1, 1988, (INCLUDING 

NEW COMERS) RECEIVES AN ANNUITY PAYMENT.

ANYONE NOT 65 YEARS OF AGE BY JANUARY 1, 1988, WOULD

NOT.



SECTIONAL CSSB 56 (JUDICIARY)

This bill puts into effect the annuity plan voted on by the 
people of Alaska in November 1986, which is contained within 
Chapter 99, SLA 1985. The changes to that annuity plan are 
contained within Sections 1-5 of this committee substitute.
Section 1

Allows for cash contributions into the annuity accounts 
Section 2

If a cash contribution is made, the cash contribution 
may not exceed the amount of the permanent fund 
dividend for that year.

Section 3

Conforming language so that a cash contribution can be 
made.

Section 4
Conforming langauge so that a cash contribution can be 
made.

Section 5

Adds language to allow for a emergency withdrawal. The 
amount withdrawn shall be limited to the amount 
sufficient only to meet the emergency and may not 
exceed the amount in the individual's annuity account. 
Regulated by the Commissioner of Revenue.

Section 6

Repeals the stair-stepping plan contained within 
Chapter 99, SLA 1985 and adds language insuring a $250 
payment if a 100" of PFD's or cash equivalent are 
contributed to annuity account.

Section 7

This act apply for only to those permanent fund 
dividends after December 31, 1987.

Section 8
Immediate Effective Date Clause.

5
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FROM SENATOR JAY KERTTULA

COMMITTEE SUBSTITUTE FOR SENATE BILL 56 (JUDICIARY)

INDEX FOR HOUSE STATE AFFAIRS PACKET, MAY 15, 1987
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Annui ty
Balance at

Dividend
Interest Monthly .DecreasingFiseal Rate of: Annui ty '•LongevityYear Received 9.0" Payment Bonus Pymt.

1989 $787.72 $840.89
\ \ --- -
$250.001990 845.00 1,318.61 $8.30 '241.701991 887.30 2,929.48 17.96 232.04

1992 869.34 4,121.15 28.92 221.081993 857.54 5,407.48 40.69 . 209.311994 907.67 6,863.09 53.39 ■ 196.611995 961.63 8,507.31 67.76 182.24
1996 1,018.74 10,360.47 83.99 166.011997 1,079.58 12,445.36 102.29 147.711998 1,143.49 14,786.12 ■ 122.87 127.131999 1,209.69 17,408.21 145.98 104.022000 1,278.38 20,339.62 171.87 78.132001 1,349.65 23,610.94 200.81 49.192002 1,423.66 27,255.68 233.11 16.892003 1,500.35 31,310.32 269.09 i 0:1
2004 1,580.11 35,815.02 309.13 a o -r
2005 1,662.65 40,813.25 353.60 0 ‘

Estimates of monthly annuity payments based on March 19, 1987 Permanent Fund 
Dividend Corporation projects of dividend amounts, an interest rate of 9 percent 
and a life expectancy or 15.9 years for 65 year-olds.



LONGEVITY BONUS SURVEY, JANUARY TO MAY, 1987

During this session Senator Kerttula's office did a longevity 
bonus survey of seniors receiving the longevity bonus.

Attatched is a copy of the survey sent and the results as of May 
6, 1986.

There were 1,456 surveys sent.

860 surveys were returned.

The survey was sent without return postage. The seniors 
themselves paid the 22c to return them to Senator Kerttula.



LONGEVITY BONUS SURVEY
Please take a moment to answer the survey and drop it in the 
mail. You do not need to out vour name on the survey. Answers 
to the questions will help provide information to legislators.

1. How many years have you lived in Alaska? _____________
2. For which of the following do you use your Longevity 

Bonus?
______Food ______Housing ______Utilities
_____ Taxes ______Auto Expenses ______ Medication
_____ Doctor_________ Children/Grandchildren Travel

3. Are there other things for which you use your Longevity 
Bonus?
Comments:

4. The Governor is proposing to reduce Longevity Bonus 
payments from $250.00 down to $200.00. You will be 
eligible for $200.00 if your taxable income is less than 
$20,000 annually.
______oppose the reduction ______agree with reduction
Comments :

5. Is your taxable income more or less than $25,000?
______ Over $25,000  Less than $25,000

C. .aments: ________

6. The Governor is proposing to base Longevity Bonus payments 
on need. Those individuals who have a taxable income over 
a certain amount would no longer receive the bonus.
_____ Agree with the needs based program.
_____ Disagree with the needs based program.

7. Another proposal would reduce the bonus payments $25.00 
each year until it would be eliminated. Next year they 
would be reduced to $225.00 the following year $200.00, 
and so on until payments are completely eliminated.

oppose this idea agree with th: s idea-
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LONGEVITY BONUS SURVEY

May 6, 1987

Years in Alaska........... least # 1 1/2 most i 89

Use of Money Food... 654 Housing... 341
Taxes... 206 Utilities... 566 
Auto...272 Medication...426 
Doctor...358 Child/grand...79 
Travel... 60

Other Uses Many comments but mostly "none
left over".

Governor's reductions.....Yes 37 No 723
i

Income level..............Over 25m... 113 Under 25m.. 649

Needs Based...............Agree... 3 7 Disagree... 73 0

Phasing out Oppose...734 Agree...41
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Survey shows how seniors use bonus money
by Rebecca Goodman

Within dnys after Sen. Jny 
Kerttuln (I)-Palmor) and his 
staff nides sent out more than 
1,450 surveys to Longevity 
Bonus recipients in Southcen­
tral Alaska, piles of responses 
were returned in the mail.

By mid-April more than 750 
people had taken time to fill 
out the seven-question survey, 
affix a 22-rent postage stamp 
and return the blue form to 
Juneau.

Kerttuln, sponsor of the 
Longevity Bonus annuity 
bill CSSB 5G, said his aim in 
distributing the survey was to 
collect information about 
seniors’ needs nnd their use of 
the bonus payments.

“No statistics have been col­
lected or made public concern­
ing seniors in Alaska for 
several years,” he said. “Some 
people feel seniors nre already 
comfortably well off nnd nre 
saving their bonus money or

IGNORE YOUR BACKACHE & 
SUFFER THE CONSEQUENCES

Back pain, however insignificant it seems, is 
frequently the beginning of serious, painful 
problems. Problems such as pinched nerves, 
slipped disc, neuralgia, neuritis, (and sometimes 
auhritic type pains), tuberculosis and even 
paralysis.

The spine is a complex system of nerves, mus­
cles, bones, ligaments & cartilage which are inter­
connected to control specific areas of the body. 
When the bones, or VERTEBRAE are misaligned, 
they pinch the surrounding nerves, obstructing 
the flow of energy to other parts of the body. This 
often results in complications which can be 
severe & permanent, •

Doctors of Chiropractic are experienced in 
treating patients with back pain. They can restore 
spinal vertebrae to their proper position, relieving 
pain and avoiding further serious complications.

For immediate appointments call

562-5366 •’
COMMUNITY »JOfAST ruoonnoAD ANCHOHAOS. AI.ASKAMJOJ
C H I R O P R A C T I C  C L I N I C

S e n io r  C it izen s  D ls c o u n l / 2 4  hr.  e m e r g e n c y  enre

npending it on vacations or 
frivolous things. This in one of 
the hurdles we’ve had to get 
nround In justifying the Lon­
gevity Bonus.”

So how do seniors use their 
bonus pnyments?

"The message is pretty 
clear: They need those bonus 
checks for the basic necessities 
of life,” snid Joyce Kerttuln, 
who serves as her husband's 
legislative aide nnd has spent 
ho urs p o rin g  over the 
responses.

S u rv e y  questions and 
responses included:

• How many years have 
you lived in  A la sk a ? Length 
of residency answers ranged 
from 1.5 to 89 years. The nver- 
age length for respondents 
was 37 years.

• For w hich of the follow ­
ing do you use your Lo n­
gevity Bonus? Food pur­
chases, 611; utilities, 523; med- 
ic n t io n s , 399; doctors' 
expenses, 333; housing, 320; 
auto expenses, 257; taxes, 192; 
child/grandchild assistance, 
75; travel, 53.

•Are there other things 
for w hich you use your 
L o n g e v ity  B o n u s?- Most 
common response: "No money 
left over.” Some said the bonus 
helped pny for warm clothes. 
One individual wrote, “Yes, 
with money left over I have a 
beer now nnd then."'Another 
wrote that the bonus money 
was "saved up to buy two hear­
ing aids nnd cyeglnsReB.”

•The governor is  propos­
ing to reduce Longevity 
Bonus payments from $260 
down to $200. You w ill be

&

elig ib le  for $200 If  your 
taxable Income is less than 
$20,000 annually. Opposed 
to the reduction were 656; in 
agreement were 34.

'They need those 
bonus checks for the 
basic necessities of 
live.' • •  •

—Jo yce  Kerttula 
Legislative aide

• Ib your taxable income 
more or less than $25,000? 
Over $25,000 were 107; under 
$25,000 were 590.' Many 
respondents added comments 
indicating their combined 
Social Security and Longevity 
Bonus payments, together 
amounting to $7,000 or less per 
year, comprised their total 
yearly income. More than 50 
respondents refused to answer 
the income question.- 

•The governor is propos­
in g  to base L o n g e v ity  
Bonus on need. Those in d i­
viduals who have a taxable 
incom e o v e r a1 cd rtn in  
amount would no longer 
receive the bonus. In agree­
ment with the needs-based 
prog.jm were 18; disagreeing 
were 679. Several respondents 
wrote, "Needs based? NO! NO! 
NO! NO! NO!” One individual 
wrote: "I know several older 
people who arc eligible for food .

stamps nnd welfare but won’t 
apply. Basing the bonus on 
need would hnve the same 
results.”

• A n o t h e r  p r o p o s a l  
would reduce bonus pay­
ments $25 cncbyenr until it 
would be elim inated. (Since 
the survey was mailed, this 
plan hns been shelved.) 
Opposed to the $25 reductions 
were 667; in agreement were 
38.

Many respondents went 
beyond answering the survey 
questions nnd attached emo­
tional letters filled with con­
cerns over illnesses nnd high 
health care costs, fenrs of los­
ing the bonus pnyments nnd 
fears of losing homes nnd 
being forced into poverty.

One respondent wrote: "The 
governor hns no feelings for 
the aged, lie cannot compre­
hend whntitis liketogrowold. 
Older people were in the work­
force when wages were low.. .” 

Another snid: ‘ ‘Please, 
please let us low-income 
seniors on fixed incomes live 
above poverty level..."

A 52-year resident of Alaska 
wrote: "I have only a small 
Social Security and the Lon­
gevity Bonus ns my income.
The Longevity is my lifeline..*»

And one worried: "I really 
don't think I could meet my 
obligations nnd would hnve to 
consider leaving. That would 
hurt ns my granddaughter 
lives with me nnd goes to 
school here.”

Kerttuln plans to shnre - 
results of the survey with other 
lawmakers.

-I.
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Longevity Bonus: 
Can it be solved?

I t ' 9 been four long y e ars a n d  five legislative 
sessions since th e  courts struck  daw n th e  A lask a  
L ongevity Bonus 25-year residency requirem ent 
and  law m ak ers first beg an  g r ^ n l i n g  w ith how to 
cut — or pay  for — the i >g expanded

program .
A nd now w e're h earin g  :n ..esBion rum ora,

once a g a in , th a t  a  L ongevity . .onus replacem ent 
solution will be p u t off for an o th e r year.

T h a t's  a  sh am e. A lter voters gave  ap p ro v al on 
the advisory  vote 

l a s t  fu ll  to  a n  
a n n u ity  p ro g ru m  
based on v o luntary  P e rm an e n t F und  check 
contributions, we th o u g h t th is session  m ig h t be 

the one to solve it.
B ut now  we w onder, can  it be solved?
We ra n  th e  question by a w hite-haired friend 

(h er ow n description) the o th er day, a n d  her 
an sw er w as in teresting .

"I h appen  to th in k  i t  c an  be solved,” sh e  to ld  us. 
"A nd th e  a n n u ity  plan  proposed in  the S e n a te  is 

the w ay to do it.”
W hat about all the objections to th e  p la n  th a t  

h ave been ra ised  by Gov. Steve Cowper an d  

m em bers o f th e  H ouse?
L et's tak e  them  one a t  a  tim e, sh e  proposed.
F irst, they object to i t  because th e  s ta te ’s  up­

front coats a re  too h igh. S olu tion? M ake cu rre n t 
recipients of th e  L ongevity  B onus an te  up, ju s t  as 
those w ho go on  th e  program  in  la te r  y e ars  will 
h ave to do, sh e  suggested. P e rh a p s  th ese  folks ' 
could give up th e ir  P e rm an e n t F u n d  D ividend 
check th e  firs t y e ar of th e  program . P e rh a p s  th ey 'd  
have to g iv e itu p e v e ry  year, ju s tlik e la te r  a n n u ity  
p artic ip a n ts  w ill have to  do.

Second, som e H ouse m em bers a n d  Gov. Cow per 
claim  b a sin g  th e  a n n u ity  on in d iv id u als co n tri­
b uting  th e ir  P e rm an e n t F u n d  D ividend each y ear 
is risky, because there  m ig h t n o t be P e rm an e n t 
Fund D ividend checks in the future.

B ut th e  cu rren t bill h a s  tak en  care  o f th a t , sh e  
said, since i t  allow s people to place a n  eq u iv alen t 

am o u n t — if  n o t th e  check its e lf— into  the a n n u ity  
p rogram  each year.

T h ird , sh e  sa id , the arg u m en t th a t  the a n n u ity  
would ru n  a  poor second to IR A s as a n  in v estm en t 
choice for m an y  m ay d isa p p ea r w ith  th e  new  tax  

law s in  w hich IR A s lose m ost o f th e ir  ta x  
ad v an tag es.

A nd finally , Bhe sa id , is th e  a rg u m en t th a t  
young people w o n 't buy in  to the a n n u ity .

“So th en  we educate  them , sh e  explained. "We 
go out a n d  ta lk  to them . We volunteer to speak  
w herever we can  to "young" g a th e rin g s .” A nd 
w hat do we tell them , we asked?

We teach  them , an d  we rem ind ourselves, sh e  
said, th a t  seniors are im p o rta n t to the s ta te  of 
A laska.

“We need to quit th in k in g  of th e  L ongevity 
Bonus as a h an d o u t an d  9 ta r t  th in k in g  o f i t  a s  a ’ 
investm ent," sh e  said.

“T h e s ta te  is p u tting  out S50 m illion a  y e ar to 

re ta in  a  S500 m illion in v estm en t — the w orth  of 
A lask a’s seniors in  term s o f th e  c ash  th ey  p u t into 
the econom y each  year."

P erh ap s it’s tim e for a ll o f us to c arry  our d ebate 
beyond th e  senior centers, beyond the legislative 

hails, beyond th e  governor's office. P e rh a p s  we'll 
then ra is e  enough ruckus to get th e  isBue off dead 
center a n d  decided once a n d  for all.

Senior s
I noted with interest 

proposed fy 'S7 budgci 
Department of Adir. 
don groups the Alas/ 
g e v ity  B o n u s. Pi< 
Homes and Older A. 
Commission together 
the heading "social se

T h is re o rg u n iia t 
sneaky, unnecessary, 
handed and without 
hearings, due process t 
releases.

It reflects an acute 
unawareness, a disreg 
disrespect for the pu 
well as the elderly of .

I refer you to page f. 
Governor's Operating

‘Caught
I seem to be caught 

the middle because at 
My sister and I came t 
in  1955 with her tv 
boys. We worked a 
homesteaded by our: 
1959 and bought a sm 
in Anchorage so w 
have a place for us i: 
age (ha!) because c 
Alaska so much.

But my sister becan 
in 1975, has been in 
home five times sir 
then I became disabl 

. and couldn't work n

Insearc
Alaska Public Telt 

A n c h o r a g e  ( KA 
researching the life 
of Sidney Lauren: 
documentary.

We have been 
information for quit 

’ and are beginning 
.  together parts of Syi 

rence's fascinating 
^  have found many 

stories in Afy Life mi. 
Laurence by Jeanne 

-J r . The Man and the Me

Medicare prc
1 have had oxygen 

hours a day since 
heart failure in Augu 
I also have eraphy 
very bud lungs.

Medicare says 1 c. 
oxygen and havt 
Abbey Medical oi 
time. The bill is uov 
am 31 and s  -43-ye. 
resident. How abo: 
that in the Sent 
Nothing else has he- 

Ru<



Senior Programs FY86-FY88 (General Funds)

Dept. Program FY 85 Actua l  FY87 Auth FY87 Final FY88 Gov FY08 Rev ( -V...
ADMIN

Longevity Bonus 
Pioneer Homes 
Older A laskans Comm

44,468.0
20 ,469.2

4 ,534 .8

47.503.2
19.916.3 
4 ,207 .3

47 .447 .2
19.694.3  
4, 132.0

31 ,945 .5  
17,665.9  
3,735.1

37,777.3
17,895.6
3,735.1

H &SS
Old Age A ss is t 6 ,026 .2 6,797.4 6 ,927 .4 7 ,882 .6 7,463. 5
OAA-ALB Hold Harmless 1,241.0 2, 112.5 2 ,614 .7 0 .0 1,940.6
Personal Care Attendants 0 .0 514.5 514.5 514.5 764.5
Home Health 808.2 824.6 802.9 793.5 793.5
Public Health Nursing * 418.7 502.8 405.1 O • o 401.0
Adu l t  Homemaker Services 1,008.0 1,050.8 893.2 893.2 893.2
Medicaid * * 9, 167.8 9,507.6 9 ,5 07 .6 8 ,0 00 .0 12,671.8
Manilaq Homemaker Service 126.2 119.9 104.9 99.7 99.7
Manilaq Senior Center 972.8 925.0 818.7 706.6 706.6
Norton Sound Homemaker 189.2 179.6 157. 1 149.2 149.2

C&RA
Senior Citizen Tax Exemption 3 ,9 58 .6  3 ,184 .2  2 ,8 6 6 .3  0 .0  0 .0  1 , J'
Renter's Equivalency Rebate 308.7  245.8 221.2  0 .0  0.0

TOTAL 93 ,697 .4  97,591.5  97,107.1 72 ,786 .8  85,291.6

^Estimate of Public Health Nursing serv ices  fo r  the e lde r ly .
* *  FY88 Revised f igure is est imated. T< cJ ■■■■vU i L \  i i v n . ( j \

LFD/JRSi&5 MAR 87



THIS WAS THE BALLOT QUESTION NOVEMBER, 1986. 
THE VOTE WAS: 99,222 FOR; 65,789 AGAINST.

B allot L anguage F or 
A dvisory Vote on Longevity 

Bonus A nnuity  P ro g ram

The Fourteenth Alaska State Legislature considered two alternatives to the present 
longevity bonus program. Both were adopted into law, but neither will take effect 
unless the legislature chooses one o f them. Tne legislature has asked for an advisory 
vote of the public on the annuity option which is described below.

The annuity option provides that every individual who reaches age 65 by January 1, 
1983, including those already receiving the bonus, would receive a longevity bonus 
payment of S250 per month. In addition, a person under age 65 on January 1, 1983, 
could participate in an opdonal annuity program by depositing all or part o f his or 
her permanent fund dividends in an account held by the state. Upon reaching age 65, 
a person would receive a monthly paym ent in an amount determ ined by how m uch 
was contributed to the account The annuity payments would be supplemented with 
declining longevity bonus payments paid for with general funds until the annuity 
accounts were large enough to provide monthly payments o f S250 a month.

Tne second option provides that every individual who is 65 years old by January 1, 
1983, including those already receiving the bonus, will receive a longevity bonus 
payment of S250 per month, but that anybody younger than age 65 by January 1, 
1988, would not be eligible for benefits.

Should the legislature adopt the annuity option?

YES ( ) NO ( )

am
3A d v iso ry  Vole on Longevi ty  

Bonus  A n n u i ty  Program jtsrnzLt



Comparing bonus plans: Which does what?
DILL Wh.il will be Ihe 

cost lo Ihe 
stale?

Whal happens If 1 
turn 65 bclorc 
1/1/00/?

■ —
Whnl happens II 1 lurn 65 on or oiler Jonuary 1, 1980?

CSSO 5G 1 
(Son Jay Kerllula)
(Jill sols lip anrtmly 
retirement .i».rmini based 

, on yearly Permanent 
Fond Dividend conlribu- 
lions inlo account

$19 9 million in 
1900.
S 7-1G million 
horn 190(1-2001. 
(projected)

$250 monthly 
bonus will 
continue. You will 
bo able lo keep 
your yearly Pui- 
mnncnt Fund Di-. 
vidend Chock.

II you decide nof lo 
participate in Ihe 
annuity, you will 
gel a bonus, hul Ihe 
amount will de­
crease each year.

II you decide 
to participate in the 
annuity, you will 
get a monthly 
check alter age G5. 
This check will be a 
combination ol 
moneys from the 
bonus and annuity 
programs.

II you decide lo 
participate, you 
will contribute all 
or a portion ol 
your yearly Per­
manent Fund Divi­
dend check lo Ihe 
annuity program.

II you decide 
lo participate, 
upon your 
death your ex­
isting equity in 
the annuity 
program be­
comes a part ol 
your estate.

II you decide to 
participate, you 
may make a one- 
lime emergency 
withdrawal bom 
your annuity 
account

HO 151 nnd SO 1*15 ?
(Gov Steve Cowper) 
Companion bills would 
set up a "needs-based" 
bonus, placing an in­
come cap on eligibility 
and limiting il to those 
who reach age G5 by Jan­
uary 1. 19U0

$■13 1 million In 
1900
$343 millin from
1988-2001.
(projected)

You w :ll gel a $200 
monthly bonus 
check il your in­
come is under 
$20,000 ($40,000 
lor married 
couples). You'll 
gel a smaller 
bonus il your in­
come is $20,000 lo 
$25,000 ($40,000 
lo $51,000 lor mar­
ried couples). No 
bonus il your in­
come is over these 
amounts.

You will receive no 
bonus and no ■ 
annuity.



cssa 55 '
{Sen Jay Kerltuia)

' CSSB 56 would give 5250 per month to qualified seniors who reach age 65 before 
January 1, 1983 These seniors would keep their yearly Permanent Fund Dividend 
check and would not participate in the annuity account portion ol the program.

Those who turn 65 AFTER January 1,1983, could participate in S3 56's optional 
annuity program based on yearly contributions of Permanent Fund Dividned 
checks to an individual annuity account.

This bill set up a dual program which links the gradually declining bonus pro­
gram with the individual annuity account program. Here's one way to view these 
dual programs; Picture two side-by-side elevators. One elevator, the Lonevity 
Sonus program, is now on the top floor olfering current recipients 3250 per month. 
(Current recipients will hang out on the top floor.) For Alaskans who turn 65 alter 
January 1,1988, the Longevity Bonus elevator wfll begin inching down toward the 
ground Moor - a complete phase-out sometime alter the year 2000.
At the same time, the individual annuity account "elevator" - now on the gound 

lloor - would rise as individuals opted to deposit all or part of their yearly Perman­
ent Fund Dividend checks into theirpersonal annuity accounts Tne more dividend 
checks you deposit, the higher your annuity account "elevator" rises.
In other words, il you had participated in the annuity account program over the 

years, you would, at age 65 receive tsvo dillerent checks: a gradually decreasing 
Bonus check and an annuity payment based on the amount of yearly dividend 
checks you had deposited into your account.

i

H3 151 and SB 145 2 
(Gov Sieve Cowper)

2 HB 151 and SB 145 would require seniors now on the bonus program and any 
who reachage65 before January 1.1988,:oannuallysubmitcopiesoltheirfederal 
income tax returns as prool ol income qualilication. Under Cowper's plan, the 
maximum amount ol monthly bonus ol $200 would be available only to those sen­
iors whose income (excluding the bonus and Permanent Fund Dividend income) is 
less than S20.000 (or whose joint income, lor a married couple, is less Ih3n 
540,000). For individuals with higher incomes, the amount ol the oonusdecreases, 
until -M the income tevel ol S25.500 (or joint income ol less than 551.000) an indivi-
m in i  w n n l r l  n n t  m r o t x j o  n h/-»n»»c



Dor’t turn Longevity Bonus into welfare
by C lem  T illio n

I sue Hint one of ic governor’s task forces 
liai) recommcndc I that the old timers' 
bonus, the $250 a month for those over 65, he 
converted lo a welfare system.

For the most pad, I have liked the course 
set by our now man in Juneau. But m aking 
charity cases out ol our old A la sk a n s under 
the guise of saving money is a joke!

Number one, it w ill not save money. It w ill 
make lia rs  out of a lot of good people and 
make jobs for a lo* of “do gooders" in the 
welfare department.

The percentage "f those over 65 here in 
A la sk a  who couldn't figure a way.to stay on 
the program under a welfare (needs) system 
is so sm all that tlm cost of screening them 
out would exceed (be savings.

If  the cost of the urogram is too great lor 
the state to bear, I ben shorten the months 
that an A laskan  can be gone from the stale 
each year and pru,,c a few more “snow 
birds" off the list.

When the Longevity Bonus Program was 
first envisioned, one of the basic purposes 
was t keep winner:; as well us losers here in 
A laska.

As the population of our slate had such a

low percentage of those over 65, there were 
m any who thought that keeping grand­
mother and grandfather near the rest of the 
fam ily  had a great m any beneficial side 
effects. Th e  reason the cost of liv in g  bonus 
was paid without regard lo people's income 
was twofold. One, with less than 10 percent 
of our 65-year-olds in the non-necdy cate­
gory, it was far cheaper to p ay a ll than set 
up a bureaucracy to screen a ll the old folks.

Now, I ’m sure you will hear some welfare 
types say, “We could screen for less than 10 
percent of the program.” A ll  I can ask is, 
“Then w hy didn't they?"

A t the time the first Longevity Bonus was 
passed, -10 percent of the money" approp­
riated for Old Age A ssistan ce  here in 
A la sk a  was used by the bureaucracy to 
adm inister the program or an am ount that 
just about equalled the Federal M atching 
Funds then received by the state for the 
program.

I'm sure that lo get their h an d s on that 
amount of money, welfare w ould promise 
anything. But it’s a rare program  indeed 
that they adm inister for less than 20 percent 
of the appropriation. I t's why the legislature 
put the program under the Departm ent of

A d m in istratio n  instend of letting  the bleed­
ing hearts gel it to "do good" w ith . When I 
say this, I'm  th inking  of the old fa m ilie s  of 
H aw aii. Th e  sa y in g  goes: “T h e ir  ancestors 
came to ‘do good' and they did very well 
indeed."

T h e  second reason that need w as not a 
requisite part of the first leg isla tio n  was 
simple. We wanted to lecp as m a n y  of life's 
w inners as possible he j in A la s k a . F ish in g  
is  an on and off thaig, oil a n d  timber 
depends on the fluctualio nso finternational 
politics and world pi ce. O f a ll incomes, 
retirement income ten s to be m ore stable 
than most.

W ith exceptions, of course, m ost people 
over 65 are not into mi :sing great fortunes. 
They spend their mon cither on their own 
comfort or on those around them . They 
don't cause problems \ illi the police or their 
neighbors and they often have income 
retirement from a nui her of sources, he it 
teachers’ retirement o railroad retirement 
as well as properly an. ssed long y e a rs  ago.

Be they rich or poo they are w ell worth 
keeping in A la sk a .
Clem Tillion, Halibut C\ or, is form er president 
of the Alaska Senate, his column oripinally 
appeared in the Anehoi \>c Times.



Many seniors can’t live 
on Cowper budget cuts
Action: Gov. Steve Cowper submits his budget 

proposal to the legislature. It calls for slicing Lon­
gevity Bonus payments by $50 per month for all, 
axin.g bonus payments completely for those with 
incomes over $20,000 and eliminating property 
tax exemptions and renter’s rebates.
Reac ion: Seniors are scared. Fearful. What 

r.ext? they ask. Will they be able to keep their, 
homes? Will they have to move outside where the 
cost of living is cheaper? How will they pay medi­
cal bills? And what happened to the promises of 
the past that said current bonus recipients would 
keep their $250 per month payments no matter 
what was decided for future seniors?
State-gathered statistics show the median 

income for older Alaskans is $10,000. That’s S833 
per month. If you figure rent at S400 or more per 
month, you have S433 or less to pay for such frib­
bles as food, doctor’s bills, heat, lights and trans­
portation. A  challenge to make ends meet each 
month? You bet. Try getting along, now, on $50 
less per month. N o  wonder there’s fear out there.
And then add the $700 you’ll have to pay under 

Cowper’s budget plan for property taxes —  or sub­
tract the $400 in income you won’t get from the 
renter’s rebate this year.
It all adds up to too little money.
We’ve said it before: These programs were put in 

place before the oil boom by a thoughtful populace 
which wanted to do right by its senior citizen popu­
lation, which wanted to keep its retirees —  and 
their retirement pensions and assets (big and 
small) —  in Alaska.
Despite the need to cut the state budget, seniors 

should not be made to bear such a large share of 
the burden.



Long-running bonus 
debate heats up
l * y  Ib ' l i tu 'c n  C5ni» n o n

T h e  I ih iiI  nn d  ' g -ru n n in g  
d e b a te  o v e r lit*  t j in g e v i ly  
Ib m o s  p ro g ra m  n e w  even 
lo u d e r  in  M a rc h  w i ih  l ln *  l l r . i l  
le g is la t iv e  l ie n r in ; :  on  f»ov. 
S lt 'v c  ( ’o w p e r's  " in -  -ds-hnscd " 
b t i i iu s  p la n . I Hi r-i.

t ’o w p c r’s le g is ln 'n m  — b o th  
I b r  H o u se  b i ll  a n il *M id e n tic a l 
S m o te  com pan ion  SH  145 — 
h a v e  ( h i r e  key  |* »rls w h ic h  
w o u ld  i lu im a t i r a l ' v  c hang e  
( in * c u r r e n t  b onus 'u . ig rn m :

• .*i r u t - o f f  o f  e l n ih i l i t y  fo r  
t in *  h im  ns to  those  w h o  re n rh  
n g e  r».ri o n  o r n f t i - i  -h in u n ry  I ,
I (IHH;

• o reduction Mir maxi­
m um  amount of lb" bonus to 
S2IMI per month; nr

• o n  in c o m e  cap -*n r l ig ih i l -  
i t v  fo r  th e  bonus • th a t  th e

fu l l  h o n u i n n in t in l o f  $200 
w o u ld  l»e ava ila b le  o n ly  to  
those  w hose  annua l iiiro m e  
(e x c lu d in g  the  linm is  and Per- 
m u  l ie  l i t  F u n d  D iv id e n d  
incom e* is  I n i  I l ia n  $20.000(o r 
w h o se  jo in t  incom e, for n m a r  
r ie d  ro i ip le ,  is lens th u n  
$ It'.dOO). A s  nn  in d iv id u a l's  
in com e  goes up, the am ount o f  
th e  b onus pn id  out would go 
d o w n , u n t i l ,  a t Die incom e 
le ve l o f  $25,500 (nr $51.1100 o f  
j o in t  incom e) nn in d iv id u a l 
w o u ld  n o t receive n bonus 
p a y m e n t.

U n d e r th e  c u rren t bonus 
p ro g rm n , n n y  A la ska n  w ho is 
r»r» o r  o ld  a lid  h,i*« li» rd  in  the 
s ta te  i le n s t one yeni receives 
$250 per m o n th  More ( lin n  
15,500 pnrHonH pnrtic ip .ile  in  
the  $50 m il l io n  program

"W e  n m  in* longer afford  to 
p r o v id e  ib is  H u b s (n n tin )  
b e n e fit to  n o  ever in rm m in g  
p o p n b itio u  o f  n e n io rc it iz e n s /' 
(,‘o w p e r to ld  Inw iunkers.

C o w p e r's  p lno  in expected to  
cost $IM  I m il l io n  fur fisea l 
y e a r IH8H.

S e n io r  n d v o c n te s  l in v e  
ca lled  C n w p e r's  p lan u n fa ir . 
T h e y  l in v e  argued (lie  curren t 
bonus p ro g ra m  is nffordnble 
nnd  t i n  SO,0U0 p cr-p rrson  
n n n u n l p n y m c n li help o lder 
A la s k a n s  s ta y  in  A laska  nnd 
in  th e ir  o w n  homes, out o f  
c o s ily  i i iN li lu l io n s .

m: *

Older Persons Action Group, jnc. ̂  ̂ ^;y}VoL'JO^No.^4 • A p ril 1907

Bonus debate heated, long-running
" T h e  q u e s tio n  is n ’ t w h e th e r  

o r  n o t  f need th e  $250. I t ’s the  
p h i lo o n p h ir n l  p o in t: I f  I  w ere  
to  a p p ro a c h  s la te  em p loyees 
a n d  n s k  th e m  to  ta k e n  $ 2 5 0 c u t 
in  t h e i r  m o n th ly  s ta te  re t ir e ­
m e n t  p a y , I ’d he h u n g  in  
e f f i g y , "  s a id  Hep. Red H a n d le r  
( I )  A n c h o ra g e )d u r in g n H o u s e  
c o m m it te e  m e e tin g  in  e a r ly  
M n r r h .

H e p . F r a n  U lm r r ( I ) - .h in e n u )  
n r g u r r i :  “ T h e re 's  n o  q u e s tio n  
t h is  i s  a good p ro e rn m . T h e  
q u e s t io n  is  h o w  m u e h  o f  th is  
g o o d  p -o g rn in  c a n  wo a c tu a lly  
n f f o r r l  n o w ? "

In  t h e  S e n a te , th e  I,a n u s  
d e b a te  is  p roceed ing  m ore  
r a p id ly  fo llo w in g  n se ries  of

s ta te w id e  te lecon fe rences on 
S en . d a y  K e r t tu ln 's tD F o lm e r )  
L o n g e v i t y  h o n u s / n n n u i t y  
h i l l .  C S S l i  50.

K c r t tu ln ’s  h i l l  w ou ld  put in  
p lace n n  a n n u ity  re tire m e n t 
n c ro u u t  p la n  approved hy 
v o te rs  la a l N o v e m b e r in  nn 
a d v is o ry  v o te . T h a t  p lan  
w o u ld  e s ta b lis h  a tand em  pro­
g ra m  w h ic h  in c lu d e s  n g radu­
a l  I y  p h a s e d - o u t  b a n  us 
p ro g ra m  n n d  a n  o p lio n n l 
a n n u i t y  p ro g ra m  a llo w in g  
A ln s k n n  re s id e n ts  lo  deposit 
t h e ir  n n n u n l P e rm a n e n t Fund 
D iv id e n d  cheeks  in to  n re tire ­
m e n t accoun t a v a ila b le  lo 
th e m  n t age 05. T h o s e  a lready 
05 w o u ld  c o n tin u e  to  receive 
$250 b onus checks nnd Per­
m a n e n t  F u n d  D iv id e n d  
checks.

N o w  in  i ls  th ird  S ena te  com­
m itte e , K e r l tu la ’s h i l l  hns g a r­

n e re d  s u p p o r t  f ro m  m a n y  
s e n io r  n d v o c n te s . H u t C ow p er 
a d m in is t r a t io n  o f f ic ia ls  nre 
b ig  f la w s  in  th e  a n n u ity  p lan .

" O n e  p ro b le m  w ith  S H  50 j«; 
th a t  i t  a ssu m e s  P e rm a n e n t 
F u n d  D iv id e n d  checks con ­
t in u e  f o r e v e r . "  D iv is io n  o f  P o l­
icy  D ir e c to r  M a ry  I la l lo r a u  
to ld  s e n a to rs  d u r in g  n recent 
c o m m it te e  h e a r in g .

" W e  r e a l ly  s h o u ld n 't  go lo  
th e  h a n k  o n  th is .  IP s  d a n g e r­
ous to  b u i ld  n lo n g  te rm  re tire - 
in  e n t  p  r  o  g r  n m  o  n  t h e  
P e rm a n e n t  F u n d  "

A n o th e r  p ro b le m  C ow p er 
o f f ic ia ls  p o in t  to  is  th e  p la n 's  
la c k  o f  "h o ld - h a r m le s s "  pro- 
te r t ia n .  F o l lo w in g  fe d e ra l r u l­
in g s  in  I PH I (h a t th e  bonus 
w o u ld  be c o u n te d  ns in com e 
fo r  n n y  " n e w "  bonus rec ip ­
ie n ts  w h o  re c e ive d  fe d e ra l p ub ­
lic  n s s is ta n c e  p a y m e n ts , the

le g is la tu re  enac ted  a clause 
th a t  assures  needy e ld e r ly  w h o  
receive a b onus p a y m e n t do 
n o t love e ith e r  th e  bonus- n r fed ­
e ra l a s s is ta n c e  p a y m e n ts  such 
as M e d ic a id

H u t K e r t tu la  a rg ued  the 
“ h o ld  h a rm le s s "  p rob lem  in  
S i t  5 i» m u b l lo* ad ju s te d  w ith  a 
m in o r  u iu e iid in rn t .

C ow per'K  hnmiM p la n , h o w ­
eve r, w ou ld  re q u ire  m o re  s ta le  
a d m in is tra to rs  to  oversee  the 
in c o m e  e l ig ib i l i t y  re q u ire  
m e a ts  o f  the  p la n . K e r t tu ln  
sa id .

"(J n v c rn o r  C o w p e r’s needs 
based p ro g ra m  w o u ld  re q u ire  
|f» a d m in is t ra to r * ' ,  n r  one  
n d io in is t ra tn r  In  e ve ry  2*111 
r e c ip ie n ts , "  K e r t tu la  m id .  
" T h e  a n n u ity  p ro g ra m  w ou ld  
re q u ire  o n ly  am* a d m in is t ra to r  
to  e ve ry  I,(M ill rc e ip ie n ts ."
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I INTRODUCTION

On June 14, 1932, r.he UniCed Scaces Supreme Courc ruled

chac che cumulacive residency requiremencs of Alaska's pernanenc 

fund dividend distribution program violaced che Equal Proceccion 

Clause of che Uniced Scaces Ccnscicucion.^ Shorcly chereafcer, 

Alaska's Longevicy 3onus ("AL3") Program was challenged on equal

oroceccion grof'ds. On Augusc 9, 1932, che Deoarcmanc of Law,

wich che approval of che Alaska Legislacive Council, encered inco 

a scipulacion in che Vesc case wh ich s cayed all proceedings 

pending adjournment of chis legislative session, in order co
j . r

afford che legislacure an ' opporcunicy Co address Che

consCiCuCional problems with che existing program.

The purpose of chis reporc is co analyse some 10 opcions 

available co che legislacure in amending che Alaska Longevicy 

Bonus Program. This reporc is a firsc sce.p in a process which

muse be compleced by che end of chis session. As su'oparcs (C) and 

(D) of chis seccion discuss, Che likely consequence of failing Co 

enacc remedial legislacion chis session is chac che AL3 program

will be judicially cerminaced.

A . Descriocion Of The Longevicv 3onus Program 

Predecessors of Che existing AL3 program can be Craced Co 

1915. In chac year, che Terri Corial Leg islacure auchor iced a 

monthly allowance of 512.50 for needy elderl” Alaskans of 10 years

#

1-Zobel v. Williams, 72 L. Ed. 2nd 572 ( 1932)

-Vesc v. Shafer, 1 JU-32-1103 Civ. (Isc Jud. Disc., 1932)
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residency who chose noc to encer Che newLy-creaced Pioneers'

Hones. The currenc program was enacted in L 3 7 2 as a resuLc

of legislation introduced by Senators oucrovich ana R.ay.3 Quite

focus of its predecessors, the 1972unlike the "need-basaa 

legislation was to:

Q

... provias 
managing their

all law 
own

domicile in the sc 
have reached a retirement 
to continue -uninterrupted 
Under no circumstances

30 id ir.2 
3 r 1 3 i r s 
ice foe

Alaskans capable of 
who 'pave maintained a 
at least 25 years and 

age of 55, an incentive 
residency in the stace. 
shall this chaocer be

consicerea
r a le L ier.

form, type, or manner, of public 
The bonuses made under this chapter are 

not predicated on need even though they may appear 
co provide supplemental income to some qualified 
persons who would otherwise be forced co become 
responsibilities of the state. The Legislature 
further f ir.cs and states that this legislation 
recognizes the economic hardships suffered by many 
elderly Alaskans, Alaskans who through their 
tenacity and perseverance molded Alaska as we know 
it through skillful application of their talencs. 
These pioneers are the same Alaskans who, in the 
prime of their life, were in effect treated as 
second class citizens by the federal government 
and who paid much of their hard earned income to a

in which 
participate through 
legislature also is 
these pioneers have 
retirement years in 
they loved and 
suffering, in many 
relat ionsh io with

government the right tothey did noc have 
the power of the ballot. The 
aware of the fact thac many of 
been forced to live out their 
areas far away from the Land 
nurtured and thereby also 
cases,..the loss of familial 

their own kin, an exoerience
chat is sad and frustrating to them 
depriving new generations of Alaskans 
of cheir wisdom and exoerience. This

as well as 
Che benefit 
legislation

hopefully will 
economic means 
cheir jtate and

provide our 
to remain in 
to enjoy the

pioneers wit
and concinue to serve 
opportunity of aiding

-iUnaocer 0-, 5LA 1915.

^Chapcer 205, SLA 1972; AS d7.45.010 e_c. sea. 

^S2 211, 7ch Leg., 2nd Sess.
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Che new Alaskan in making che scace cruly "The 
Greac Land." 51, Ch. 205, SLA L972.

The AL3 program, Chen, has several purposes:

L. providing an incencive for a particular class of 
senior cicicens co remain in che scace;

2. compensacing for che hardships faced by reciremenc 
in Alaska;

3. rewarding che pasc concribucions of Alaska's
elderly;

4. compensacing for pasc harash ips suffered by
Alaska's pioneers; and

5. recaining che wisdom and experience of Alaska's 
pioneers. • - s

Originally, che bonus was $100 per mcnch. Over che 

years, che amounc has gradually increased co its current $250

per monch.^ A person is eligible for a bonus if'he or she:

1. is 65 years of age or older;
2. was "domiciled in che Cerricory" on or before 
January 3, 1959; and
3. has been continuously domiciled in Che scace for 25 
years. 7

Additionally, if a person is absenc from che scace for 

more chan 30 days, he will noc receive another bonus uncil he 

recurns. AS 47.45.030. If chê :, person is absenc for a

continuous period in excess of 180 days, he is ineligible for a 

bonus for che nexc 12 calendar monchs following his return. Id.

^Chapter 13, SLA 1951



Exceptions are made if che absence "is beyond Che control of che
- '* T Jrecipient. .

The longevity bonus is taxable under the Internal

Revenue ' Code. However, it is almost universally excluded in

calculating income eligibility for stace and federal assistance 
8prog.rams.

3. The Individuals Covered 'jv The Alaska Lon rev if/ 

Bonus Pro tram.

There are currencly seme 9,425 Alaskans receiving some 

S23.4 million in longevity bonus payments. Sketching an 

accurate portrait of che state's AL3 recipients is difficult, 

because the ALB application form requires little personal 

information. In 1975, the Alaska Department of Health and
Q

Social Services conducted a random survey of AL3 recipients, 

and, in conjunction with the Vesc

3Under 42 U.S.C. 51332(a)(b)(2)(3) , which governs 
eligibility for federal Supplemental Security Income, and by
reference also controls other federal programs such as Medicaid
and energy assistance, the following is excluded from che
definition of income:

"monthly (or ocher periodic) payments received by 
any individual under a program established prior 
to July 1, 1973, if such payments ace made by che
State of which Che individual receiving such 
payments is a resident, and if eligibility of any 
individual for such payments is not based on need 
and is based solely on attainment of age 55 and 
duration of residence is such state by such 
ind iv idual."

-"Alaska Longevity 3onus Impact Survey," Alaska 
Department of health ar.d Social Services (1975)
(hereinafter "AL3 Survey)



secclenenc, che Department of Law conducted a non-random survey

of some 1, 39*S par cicipancs .

From Chose surveys, ic is apparenc chac a Large

percentage of AL3 recipiencs are Alaska Nacives Living in rural

areas of che scace. ̂  Moreover, and in Largs pare because of

che ineLigibiLicy of many rural residents for sociaL securicy,

che Longevicy bonus is often che primary source of income for

rural residents. For example, 4L% of che eLderLy in Souchwesr.

Alaska, and 66% in Norchwesc ALaska, rely on Che Longevicy bonus

as cheir primary source of income.

Available evidence suggests chac a large percencage of

AL3 recipiencs have incomes only marginally above Che current

scace welfare assistance Level of $546’ per monch. The

Department of Law's 1982 survey -- which was skewed coward che

more needy recipiencs of Che AL3 —  found chac 31.4% of che

1,396 recipiencs sampled had monchly incomes of $750 or less.

The 1976 AL3 survey found chac half of che AL3 recipiencs had a

monchly income, "including chac of cheir spouse," of under $500 
12per month. Anocher

■■ " ■ -  ■ 3

l^In 1976, 417c of che AL3 recipiencs lived in rural areas 
che stace and 24.1% were Alaska Natives. AL3 Survey ac 14-15.

H " A n  Assessment of che Scacus and Needs of Alaska 
ElderLy," Department of Sociology, College of Arcs & Science 
University of ALaska (193L) (hereinafter "Assessment.")
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had incomes of less chan .$1,000 oec month. A 1931I
University of Alaska survey indicated chac roughly half of 

Alaska's elderly had monthly incomes of less chan 5300.00.^

The 1975 AL3 survey suggests chat, in light of the high 

percentage of bonus recip-iencs in the 55-70 age group, che bonus 

has had a macerial effect in allowing older citizens to remain
14in the state arter retirement. The report also indicates 

chac the AL3 program has allowed a significant percentage of the 

elderly co rama in off various public assistance programs 

including food scamps and state Old Age Ass is tance. “3,

One significant characceriscic of Alaska's elderly in 

general warrants note -- one chat will become quite significant 

in our analysis of alternatives. Only 10% of Alaska's elderly 

have resided in the state for 10 years or less.^

C . The Effects of Zocel And Vest On The AL3 Program.

In reviewing the 1972 legislation creacing che 

Longevity 3onus Program, che Department of Law concluded that 

"... the classification predicated upon being domiciled in the 

territory on or before January 3, 1959, bears little, if any,

rational relationship to any legitimate legislative purpose 

which this bill is conceivably designed to serve and thus is in

^Assessment, o o . cit. n .

1AAL3 Survey, OP . c i c . n .

15 H . at 10, 13.
i * %5 3£ssrr.sr*.c , 00 .  ̂1 • • O •



aLL p r o b a b i l i c y  u n c o n s t i t u t i o n a l . " ^

N o n e t h e l e s s ,  che AL3 program r ema i n e d  u n c h a l l e n g e d  

u n c i l  1 9 3 2 ,  f o l l o w i n g  che U.S.  Supreme C o u r c ' s  d e c i s i o n  i n  Zobel  

v.  W i l l i a m s  ( h e r e a f c e r  " Zobel  I I I ")  . ^

The law in i s s u e -  in Zobe l  I I I  (AS 4 3 . 2 3 . 0 1 0  e c .  s e q . )  

p r o v i d e d  f o r  che d i s c r i b u c i o n  of  a permanenc fund d i v i d e n d  of 

5 5 0 . 0 0  f o r  each y e a r  of  a c c u mu l a t e d  A l as ka  r e s i d e n c y .  The Courc 

r u l e d ,  3 - 1 ,  chac Che c u m u l a t i v e  r e s i d e n c y  r e q u i r e m e n t  o f  che 

pr ogr am was noc r a c i o n a l l y  r e l a t e d  co Che g o a l s  o f  Che s c a c u c e  

- -  a r u l i n g  which i s  d i s c u s s e d  in more d e c a i l  i n  s e c c i o n  1 1 ( A ) ,  

oos c .

The permanenc d i v i d e n d  fund d i s c r i b u c i o n  p r o g r a m,  in

p a r e ,  was i n t e n d e d  co reward A l as k a n s  f o r  p r i o r  c c n c r i b u c i o n s  co

che s c a c e ,  a g o a l  which: ( 1 )  c h r e e  j u s t i c e s  b e l i e v e d  was

19
c o n s c i c u c i o n a l l y  i m p e r m i s s i b l e ;  and ( 2 )  f i v e  j u s t i c e s  

b e l i e v e d  was a p e r m i s s i b l e  g o a l ,  buc was noc r a c i o n a l l y  

f u r c h e r e d  by a scheme

^Memorandum,  Havelock co. Egan,  Re: FCCS HCS CSS3 2 1 1  ac 17
( J u n e  2 9 ,  1 9 7 2 ) .

W i l l i a m s  v.  Z o b e l , 519 P.'2d 4 2 2  ( A l a s k a  1 9 3 0 )  ( " Z o b e l  
I / ' ) ,  che A l a s k a  Supreme Courc i n v a l i d a t e d  che s c a c e ' s  g r a d u a c e d  
p e r s o n a l  income Ca:< r e p e a l .  In W i l l i a m s  v.  Z o b e l . 619  ? .  2d 448 
( A l a s k a  1 9 3 0 )  ( " Zobe l  I I " )  , che c o u r c  u p n e i d  che c u m u l a t i v e  
r e s i d e n c y  r e q u i r e m e n t  of  A l a s k a ' s  permanenc fund d i v i d e n d  
d i s c r i b u c i o n  p l a n  — a r u l i n g  r e v e r s e d  by che U.S.  Supreme Courc 
i n  Zobel  I I I .

^ O p i n i o n  of  che Cour c ,  72 L. Ed. 2nd ac 5 7 9 .
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nsicied scrucmy oy m e  icur:, ana
i t

which awarded dividends solely on che basis of residency."^

3eyond che ruling of che case, che various opinions --

par r icularly chose of che concurring iuscicas -- are rich in

forboding language suggesting chac any duracional residency

reouirenenc nay receive ""inf^'-1̂ '

will be juscifiad only in "race" circumscances.

As is no re fully discussed in Parc 11(A), d o  3 c , che

inpac: of che Z o b e decision upon che AL3 progran was apparenc.

Two najor goals of che exiscing AL3 program are co reward

elderly Alaskans for cheir p-cior • concribucions, ' and co

compensace for pasc hardships and suffering -- ends which are

implemenced by a duracional residency requiremenc more severe

chan chac ac issue in Zocel. A challenge co che AL3 progran was

noc long in coming. On July 5, 1932, one Pvodney G. Vesc
? /challenged che ALB program in Superior Courc in Juneau. Mr. 

Vesc is an elderly Alaskan whose residency in che scare

commenced chree monchs afcer scacehood. His conplainc soughc 

declaracory and injunccive relief sCriking che duracioral and

scacehood residency requiremencs of che acc.

The Scare's response was colored by 52 of Che

legislacion, which provided, incer alia, chac:

-JSe-i 3rennan conc. , 72 L. Ed.2nd ac 534: O'Connor conc., 72
L. Ed. 2r.c ac 53 5.

- L3rennan conc., 72 L. Ed. 2nd ac 631, 584.

■oee n. L, ance.

-9-



"if any provision of chis acc, or che application 
of a provision of Chis acc co any person or 
circumstance is held invalid, chis enc ire acc 
shall be considered invalid."

As che Qeparcmenc of Law explained in reviewing che

1972 law:

"Ic is clear chac che incenc of che Legislacure 
expressed in Seccion 2 of che bill is co forescall
che poss ibilicy chac a parcial declaracion of 
unconscicucionaLicy would resulc in broadening che 
coverage of che bill Co included addicionai
clauses. This would be che case, for example, if
either che 25 year waicir.g period requirement or 
che January 3, 1939 cucoff dace were declared
invalid, and che bill .was expressly or impli.edly
severable."23

Thus, invalidation the Longevicy Bonus Program would 

resulc noc in expanding che number of AL3 recipiencs, buc racher 

in che abrupc cerminacion of che encire program.

Facing chac grim probability, che Scace, wich che

approval of che Alaska Legislative Council, encered inco an 

agreement wich '/esc, a copy of which is accached as Appendix A. 

The essence of che agreemenc is as follows:

1. Proceedings in che Ves c case are scayed 
chrough che conclusion of Chis Legislative 
session. Because that case has been subsequencly
certified as a class action,24- existing ALB 
recipiencs are noc in jeopardy ac lease chrough 
adjournment of chi-e session;

2. The Alaska Legislative Council promised co use 
ics "best efforcs" co secure Che enaccmenc of 
Legislation which creaced equaLly "all persons 65 
years or older as of July L, 1932, who* have been 
bona fide Alaska residents for ac lease one year 
orior co chac dace";

--’oo. cic. n. 1/ ac

2^0rder Certifying Class and Directing Notice * to Class
ierr.ee r 3 .

- 1 0 -



# 3. If legislacion of chis sore were enacced chis 
session, che suic would be dismissed; and

4. Recognising chac che Counci L could noc bind
che Legislacure, if leg is lac ion is noc enacced,
Mr. Vesc may pursue his case, wich che probable
resale chac che program will be cerminaced.

There are chree aspeccs of che secclemenc which warranc

noce. Firsc, ooviously, are che severe cine conscraincs •under

which che legislacure is operacir.g. Second, chere is che

secclemer.c' s incancionally broad licmus Cesc of accapcable

leg isla c ion. All che legislacure need do is Creac ail elderly,

one-year Alaskan residence "equally." The scandard could be nec

by any number of opcions, including repeal of che program.

Third, chere is che inescapable financial inpacc of che

secclemenc icself. In order co creac all elderly Alaskans who

were one-year residen.es as of July 1, 19 32 equally, ic will be

necessary co fund recroaccive longevicy bonus paymencs under che

exiscing program co che some 3,300 elderly Alaskans who would

have qualified. The necessary recroaccive appropriacion is

approximacely 311.4 million.

Of course, che legislacure icself is noc "bound" co

pass any parcicular kind of legislation, or any leg is lac ion or

appropriacion ac all. While a "besc efforcs" clause is

enforceable, chac obiigacion runs only Co Che Alaska Leg is lac ive

Council, which has already demonscraced boch good faich and

diligence in accempcing co meec che obLigaCions of che order and

secclemenc.

-11-
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D. Scooe And In eerie Of This Reooc t .

The purpose of this report is noc co recommend

particular amendments Co che Alaska Longevity 3onus Program. As 

Section II, oosc makes oLain, any "recommendaCion" is a function 

of che goals which che legislature seeks co achieve chrough chis 

exercise.

Racher, che goal of chis reporc is co assemble a

comprehensive lisc of alternatives proposed by various 

interested parties, and co analyze che alcernacives in lighc of:

1. conscicucional constraints;

2. fiscal impacts;

3. practicability; and

the effect of any changes on the elderly's
2 5eligibility for ocher programs.

In developing a list of alcernacives, this reporc has 

included five opcions examined by the Sheffield Administration, 

and five alcernacives developed by th.e authors of Chis report. 

The information presenced wich respecc to each opcion is 

incended to be sufficient for a threshold decerminacion of 

■feasibility. .The reporc attempts! to anticipate Che major 

problems and issues surrounding each opcion; however, it is noc 

incended co exhaust che details of every proposal.

Racher, che report should be used as a basis for che 

Senace Judiciary Committee's preliminary indicacion of

£

2}See Section II. (C) oosc

•12-
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oreference. We are recommending chac che committee choose cv/o 

or chrae primary opcions. We will chen prepare imp Lemenc in? 

legislation and a derailed analysis or Che primary opcions. 

Under chis approach, che commiccee will noc be required, ac chis 

earLy point, co make an "all or nothing" choice. Lc will also 

afford che commi c Cee flexibility in che even c chac, for some 

orasenclv unforeseeable reason, one oocion becomes imoraccicable.

Drafc implemencing legislacion and a derailed analysis 

of che committee's choices can be Cransmi c ced wichin cwo cc 

chree weeks, depending on che opcions chosen.

E . Alternatives Included In This P.eoort.

The opcions included in chis reporc, which are analyzed 

in c u m  in Seccion III, are:

1. expand che Alaska Longevity 3onus Program co 
induce all elderly Alaskans with one-year's residency;

2. phase ouc che Alaska Longevicy 3onus Program by
gradually reducing benefics;

3. phase ouc che Alaska Longevicy 3onus Program by
gradually reducing benefics, while concempora'neously 
raising che eligibility limics for general scace 
ass iscance;

4. providing a minimal base payment under Che Alaska 
Longevicy Bonus Program based solely on one-year's 
residency, with supplemencal payments made on Che basis 
of need;

3. phase ouc che Alaska Longevicy 3onus Program by
increasing che age eligibility each year;

5. creace an annuicy plan, with che annuicy corpus
consisting of permanenc fund discribucions. This 
option would necessitate a transition pcogram for chose 
persons AQ years a d  older;

- 1 3 -



7. fund Che ALaska Longevity Bonus Program chrough a 
"pay as you go" sociaL securicy system. funded by 
approx imacaly 257. of che existing permanenc fund 
dividend discribucions;

3. replacing che Alaska Longevicy 3onus Program wich a 
comprehensive heaLch insurance program for eLderly
Alaskans;

9. condition eligibility for a longevicy bonus upon a 
demonscracion of hardship which would be suffered by 
being unable co continue Alaska residency; and

10. open che Alaska Longevicy Bonus Program co all 
one-year resider.cs, and cerminace che program -- giving 
FY 193d recipients a grandfather rigr.c co concinued 
bonuses.

II. CONSTRAINTS ON THE CHOICE OF OPTIONS

There are four basic consideracions in choosing a 

package of amendments co che Alaska Longevicy Bonus Program.

The purpose of chis section is co provide an overview of che 

constraints and policy choices which should play a role in chis 

commiccae's decis: ~

A . Cons c i cucional Cor.scrainCs.

The obvious and primary constraint on any sec of

amendments co che Ai-ska Longevicy Bonus Program lies in Che 

equal ptoceccion clauses of Che Uniced Scaces (Amendment 14) and 

Alaska (Acc. 1, §1) constitutions. The exiscing Alaska

Longevicy Bonus Program discriminates becween ’Alaska residents 

based on Cheir duracion of residency; moreover, all of Che 

alternatives considered by chis report involve some durational 

residency requirement.



Under boch che federal and Alaska constitucions, a 

duracional residency requirement which conaicions or denies 

either a " f unaamenca L right" or a "basic necessity of Life" is 

valid on Ly if the discrimination is necessary to further a 

compelling state interest-. Zcbsl II, 515 ?. 2d at 443; Memo rial

nos0 1 tar v. ooa Count-/ . A 15 U.S. 250, 255 (157-).
9 _

"Fundamental rights" involve such -things as voting,- while
>i. i 7''basic necessities of life" incluce basic medical care- ' anc 

3welfare.

The so called "right to travel" -- which a n y  durational 

residency requirement arguable affects -- is not a fundamental 

right automatically triggering the compelling state interest

test. Zobel II, 515 ?.2d at 425-425, Zobel III, 72 L.Ed. 2nd at
9 c677-673.“'

We are confident in concluding that longevity bonus is 

not a "basic necessity of life." The program is not welfare 

ic is not based on neea. Basic indigent assistance -- including 

both income supplements and Medicaid -- are available to the

^-Dunn v. Blumsteln, 405 U.S. 330 (1972).

2/>lemocial Hospital v. Maricopa County, 415 U.S. 450 (1974).

-^Shapiro v. Thompson, 394 U.S. 613 (1969).

2 '0ne of che oddities of Justice Brennan's concurrence in 
Zobel III was his view that the "right to travel" is a 
".rune amenta 1" right (_i_d. at 632) -- aLthough impairment of chat
right by a duracional residency requirement should be tested under 
che deferential "racionally relaced" scandard (see text, cost) or 
at worst "intensified ... scrucinv." Id. at 631.

- 1 5 -



i oneedy in chis scace . J The longevicy bonus program seems more 

akin co che permanenC fund dividend, which che Alaska Supreme 

Courc held in Zobel II was noc a "basic necessicy of life." 519 

?.2d ac 4 C '. As che Courc of Appeals for che N'inch Circuic has 

observed:

"Deprivacions which are only unconforcable are noc 
enough, such as concicioning lower Guidon ac 
scace insc i cue ions of higher educac ion upon a 
one-year residency requiremenc." Fisher v .
?.e i ser, 510 ?.2d 529, 539 n. 5 (19/5), car c .
aeniec 447 US 930.

Under che federal cor.scicucion, Chen, any duracional 

residency requiremenc imposed by amendmencs co che AL3 program 

need only be "racionally relaced" co a legicimace governmencal 

purpose. Zobel III, 72 L.Sd. 2nd ac 573. As’ chis seccion will

discuss, however, chac scandard is occasionally more deferenci3l 

in ics cerms chan in ics applicacion.

Conversely, under che Alaska Conscicue ion, a duracional 

residency requiremenc will wichscand -scruciny only if ic is 

"fairly and subscancially relaced" co a legicimace governmental 

purpose. Zobel I, 519 P.2d ac 427. The more che balance cips

in favor of Che individual, ;che more necessary che

discriminacion muse be in order Co furcher Che law's purpose. Id.

From chese standards, che following ground rules can be 

e:ccracced from applicable case law:

3 QSee Memorial ’-insoicnl v. Maricopa Councv, 415 U.S. ac 251



...

1. Unques c ionab ly, che "length of residence nay be 

used co case che bona fides of c i c izensh ip. ” Zobel III. 72

id ac 53- (Brennan con c.). In ocher words, che scace r.ay,

by a durational residency requ irenenc, "make virtually cercain

(
Che scace ..." Vlandis v. Zline, 412 U.S. 441, A52-4;4 ( 1973 )

rtS a general ru^e, accorneys nave assur.ee cnac m  cases

.n ioLvi: cne "conoelli; 12 scace scar.carc
one-vear duracional r e s i d e n c v  recu irer.enc is oernissib as a

oresur.ocion of domiciliarv, oee, ocarr.s v. Ma 1a i.<a. jOn Sues

325, 234 (Minn. 1970), affd r ]Q H  ( »0L U.S. 985 ( 1971)
'•In roreove; e Scace oir Alaska has taken che .osicion chac in

cases involving either particularly attractive benefits, or
r  r i r 1 ,1  a  -  1oarcicu la ly cransienc populacions, a duracional residency

recuirer.enc i n excess one year is cons ti cut ionally

permissible. See Mocion For Summary Judgmenc, Sepcember 3,

1932, Andress v, Baxter, ec al., No. A32-307 Civil, U.S

District Courc, (D. Alaska 1932).

For the purposes of che Longevity 3onus Program, there 

are chr>. e reasons why it makes little .sense to attempt a 

mulci-year duracional residency requirement as a presumpcion of 

domicilary. First, che accempc would lack substantial

•17-



precedencial supporc. Second, it would be concrary Co che

Augusc 9, L 9 3 2 secclemenc in Che Ves c case. FinalLy, and as

noced previously, a duracional residency requiremenc would noc

begin co exclude significanc numbers of elderly Alaskans unless

ic was in excess of 10 years.

2. . Duracional residency r equ i r etnen cs may be

permissible for reasons ocher chan presuming domiciliary,

alcho'jgh ac lease four juscicas of che Uniced Scares Supreme

Coure believe chac chose sicuacions are "rare." Zobel III, 72
3 1L.Ed. 2nd ac 534. ~

Ac che oucsec, a scace cannoc use a lengchly duracional 

residency requiremenc co reward long Cime residencs for chair 

prior concribucions co che scace. To a majoricy of Che courc, 

while che purpose icself is permissible, a duracional residency 

requiremenc is irracionally Cailured Co Chac goal -- a poinc 

bluncly made by Juscice O'Connor in her concurrence:

"A mulcicude of nacive Alaskans -- including 
children and paupers -- may have failed co 
concribuce co che scace in che pasc. Yec Che 
scace does noc dock paupers for cheir prior
failures co concribuce, and ic awards every person 
over che age of 13 dividends equal co che number 
of years chac person has l'ived in Che scace." 72 
L.Ed.2d aC 689.

The flip side of rewarding a person for prior

concribucions is compensa c ing a person for prior hardships.

Thcc, as noced previously, is a second major goal of che

3L}ne "rare" example ciced by che four concurring juscic
was qualific.acion of public office. Ed.



existing ALB program. If ic is irrational, to assume chat alL 
Long time residents "contributed" to the state, it may be 
e q u a l l y  irrational to assume that all long time residents 
suffered substantial pasc hardship.

Thera is one universal hardship which equates with 
territorial residency -- the .lack of franchise. It 
conceivable that a Longevity 3onus Program intended to

* -3

compensate for that lack of representation would be 
constitutionally permissible. However, that rationale would 
only justify the January 3, 1959 residency requirement -- noc
the 25-year continuous residency provision of the act.

A much closer question is posed by the program's goal 
of allowing elderly Alaskans to remain in the state who would 
suffer particularly severe wardship if they were financially 
required to relocate. Justices Dimond and Matthews of the 
Alaska Supreme Court believe this may be a constitutionally 
permissible goal substantially furthered by a duracional 
residency requirement:

"... a state Longevity 3onus ... require(s) 
lengthy residency. Both chose programs, however, 
are apparently designed to help those individuals
who would like to retire in the state but cannot
afford to do so because of the high cost of 
Living. The scate might well want to limit the 
benefics to chose that would suffer the most 
hardship by being forced to leave, and ic seems 
reasonable to suppose chat a long period of
residency would be some indicia of close ties to 
Alaska and the disruption chat leaving might 
cause." Zone! II, 519 ?.2d at L59 n. 13 (Dimond



The Department of Law, in face, has concluded that the
Pioneers' Home may be consticutionaLIy defensible as a

3 9reasonable means of accomp1ishing precise)./ this goal. 
Indeed, one option considered in this report would award 
longevity boi uses on the-'oasis of hardship caused by relocation 

which in turn would be measured in oar: bv length of- - • j

residence. By making length of residency "some indicia" (519 
?. 2d at '♦69) of the hardship of relocation, the option would 
avo'd the indictment of overbreadch which was fatal, to Che 
permaner.c dividend fund distribution program in Zobel III.

:nally, as to che AuB program's goal of providing an 
incencive for a specific subclass of Alaska's elderly co remain 
in the scace, che courts in all likelihood would view chac 
purpose as merely discrimination for its own sake. See Zobel 
III, 72 L.Ed. 2nd at 573-679. Presuming that only long-time 
residencs have the requisite "wisdom and experience" to warrant 
subs idization is hardly likely to impress che U.S. Supreme Court.

B . Varving Goals of Several Longevity 3onus Oocions. ' 
There is a substantial difference of opinion as to what 

an amended ALB program should accomplish. As noted previously, 
Che legislature may wish co retain one of che major goals of Che 
existing program -- allowing those elderly 'with che closest ties 
co Alaska to continue to live here.

321932 Op. Acty. Gen. (November 25, 1932) at 25.



A Ltarnacively, che fiscal consequences of the various
alternatives nay be the primacy consideration. As previously 
discussed, if legislation in conformity with the Vest settlement 
is enacted, an additional oil million must be appropriated as 
retroactive bonus payments to July I, 1932. Several of che 
options which propose to phase ouc che program, o-r which propose 
a conversion to permanent fund earnings, are partially or 
primarily directed at this end.

The primary goaL of che legislation may also be to
protect those currently most dependent upon che bonus. The
current Old Age Assistance income level is S5A6.GO per month and 
there are approximately 2,300 elderly Alaskans receiving state 
assistance. Since che longevity bonus is not inc. :ded in che 
calculation of income for staca assistance, che Dractical 
consequence of a phase out or termination of the program would 
be to materially reduce the available income of the poorest
elderly Alaskans. Moreover, as noted in Section 1(3), ante, 
there are a large number of elderly Alaskans who are currently 
only marginally above the existing state povercy level.

There are two options particularly sensitive to this 
goal -- che phase ouc of the AL3 program in conjunction with a 
correlative rise in stace assistance levels, and che option of 
compensating chose who would suffer che most hardship by 
reloca t ion.



With respect to this goal, however, it should be 
stressed that che existing ALB program h3S been purposeful!/ 
sturctured so as to not be a "we I fare program." Free isely for

K

Chat reason, che program is administered by che Department of 
Administration, rather chan the Department of Health and Social 
Services, and any conversion to a "need-based" program will 
undoubtedly offend che dignity of many elderly Alaskans.

Finally, there is che possible goal of providing a long 
cerm, stable bonus program which* frees Che general fund from 
increasing commitments. The annuity and state social security

.  t .s
ODcions are orimarily directed ac this goal.• r  < 3

C . Consscuencial Effects of Anv Amendment To The 
Longevity Bonus Frozram.
Any change to che Longevity Bonus Program may have two

consequences which must be considered: (1) che continued
eligibility of ALB recipients for ocher scace or federal
assistance programs; and (2) tax consequences on participants.

As noted in Section 1(A), ante, under federal law Che
AL3 is excluded from che definition of "income" for many federal

33assistance purposes. As long as,.,any amendments to che ALB 
program continue to base eligibility "solely on attainment of 
age 55 and duracion of residency," and remain sufficiently 
similar co che existing program so as to be fairly called "a 
program established prior co July I, 1973," the exemption would 
be recained.



fW V & i p j  ̂ P g ^ . ' '1̂ '  :

Obviously, any material changes in eligibility
requirements or structure of Che program raise che risk chac cha 
new benefit will be included as "incone," and many aldarly 
Alaskans will be c^rminaced from che applicable federal
program. The Deparcmenc of Healch and Social Services has
estimated che impacts from a loss of che longevity bonus
exclusion. Those estimates appear ac Appendix 3 of chis report.

Anticipating the same problem with permanent fund
dividends, the legislature, in che 1932 SpeciaL Session,
provided tnat the state would substitute lost benefits for a

. . .  - . 3* J.perioc or rour montns. Deviously, ana co tne extent
possible, any amendments co che ALB program should either be 
cailored to the existing exception, or fall within another 
separate statutory income exclusion such as a "need based"
payment.'J‘3

The tax consequences of amendments Co Che existing ALB 
program become particularly imporcanc with respect to this
report's annuity option -- which is treated in detail in Seccion
III (?) , d o s  t. Ac Che outsec, it is sufficient to note chat:

1. The existing longevity“bonus program is taxed under 
Che IncernaL Revenue Code;
2. Any ALB program which is based on need, or could be
characterized as a "social benefit program for the
promotion of che general welfare," would in all
likelihood not be caxed by che IRS; and^b

-'“AS L3 ,23 . 37 5 .
3'-See -2 U.5.C. 51332(a) (b) (5) .
t;.J,:See IRS Revenue Rulings, 53- 136, 1963-2 C.3. 19; 53-2

1963-1 C.3. 1L5; 72-3AO, 1972-2 C.3. 31; 73-170, L973-1 C.3. 2^.
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3. On February 27, 1931, Che InCernal Revenue Service 
ruled chac dividends discribuced under che scare's 
prior pecmanenc dividend fund legislacion -- che 
scacuce invalidaced in Zobe1 III -- were caxable under 
Che Incernal Revenue Coce.J ' While Che IRS has yec 
co rule on che exiscing dividend program, ic is likely 
chac caxacicn of che permanenc fund dividend could be 
dec erred if ic is used co fund che annu i cy or soc ial 
securicy opcions ‘discussed in chis rsporr.

III. DISCUSSION’ OF ALTERNATIVES
A . expanding The Class Of Alaska Lonaevicv Bonus 
P.ecioiencs To Include All Elderly Mich Or.e-vear's 
Res ider.cv.
There are currencly some 9,425 Alaskans who receive 

bonuses cocally 323.23 million. This proposal would require 
add ic ional appropriacions for (1) bonuses for an additional 
3,303 people; and (2) add i c ional clerical suppore in che 
Deparcmenc of Adninisccacion. The addicional coses would cocal 
312 million in FT 1934, increasing Co $13.7 million in FY 
19 3 3. 3 3

These appropriacions are in addicion co Che 311.4 
million recroaccive award required under Che Vesc seccl^menc.

The advancages of chis opcion are cwo-fold. Firsc, ir 
is one of che conscicucionally "safesc" opcions. Second, since 
eligibilicy would remain dependenc on "duracioti of residence" -- 
albeic only one-year -- in all likelihood ic would fall wichin 
che exiscing AL3 exclusion co feieral assiscance programs.

37t23 *ndex Mos. 0061.40-00; 0451.20.00; 0102.00-00.
-’•^Denar cmenc of Admin iscrac ion drafc fiscal noce, Janua 

U ,  1933 .



Additionally, while cheocecicaL1/ any "one-year" 
elderly Alaskan could cake advantage of chis program, che 
demographits of Alaska's elderly (see Sec cion 1(3), an c a) are 
such chac che primary beneficiaries of chis opcion would be
chose who 'nave lived in che scare from 10 co 25 years. Whether 
such a program would encourage in-migration is problematical.

In acdicion co obvious fiscal disadvantages, chis 
alternative would dilute the dig. icy and recognition attendant 
the current bonus co che point of non-recognition.

3. Phase Out The Existing Longevity 3onus Prozram.
One of che options analyzed by che Sheffield 

administration would phase ouc che AL3 Program by reducing
benefits by 350.00 each year beginning with FY 1934. 3y paying 
3200.00 a month to 13,223 recipients rather chan 3250.00 co
9,425, che nec increase co che program in FY 1934 would be 32.1 
million. In fiscal year 1935, however, when che bonus is 
reduced co 5150.00, chere will be a nec decrease of 53.7 million 
in program costs.

This opcion has been unfavorably viewed by che
administration, and apparently was p'repared only as a poinc of 
comparison. Despice its fiscal benefits, che oroposcl proceccs 
no one. The pooresc of Alaska1s .elderLy would suffer che nose. 
Since, as discussed previously, Alaska longevity bonuses are noc 
counted in exiscing scace and federal assiscance income limits, 
che n e e d y  elderLy person in Alaska receives, currently, a



subsidised monchly income of $546 for Old Age Assistance, plus 
$250 from che AL3 program. This option would thus macerially 
reduce scace assiscance levels.

v _C . Phas^ Ouc The Existing Longevity Bonus Procram With
A Contemporaneous Increase In Scace Assiscance levels.
The apparent "pref-cred" opcion of many with che 

Sheffield admin is eracion is co gradually increase scace Old Age 
Assiscance levels while ac che same cime gradually decreasing 
che amounc of che longevity bonus. The program would function 
in che following manner:

* ■ '

CHART 1.

YEAR OLD AGE ASSISTANCE LEVEL ALASKA LONGEVITY 3ONUS
FY 1933 $546 $250
FY 1934 $596 S200
FY 1935 $646 $150
FY 1936 $696 * $100
FY 1937 $746 $ 50
FY 1933 $796 $ 0

In analyzing Che fiscal impacts of chis alternative, 
assumptions muse be made abouc how many elderly Alaskans will 
become eligible for Old Age Assiscance as che OAA income level 
increases, and how many of the newly eligible will be inclined 
to seek assiscance as eheir longevicy bonus gradually diminishes.

Regardless of which assumptions are used, che impacts 
upon che longevity bonus program, are, of course, identical co 
che "ohase ouc" opcion. Those impacts would be as follows:



CHART 2.
ADDITION-.! cost (SAVINGS) TO THE AL3 PROGRAM < in T.i 11. ions')

FY 1934 2.1
FY 1935 (3.7)
FY L935 (19.2)
FY 1937 (30.9)
FY L933 ( ^ . L)

The fiscal impac: upon che Depar ernen c of Hea Lch and
Social Services' OAA program is far mere difficult co 
determine. The Department of Administration has used two 
alternative assumptions -- (1) that of che 13,223 elderly in
Alaska, 5% will become eligible and apply for public assistance 
as the income level is increased to 37GA in FY 1933; or (2) that 
257* of che elderly will become eligible and apply for assistance 
during that period.

We believe thac che 25% possibility may be closer co
the truth. Approximately 30% of Alaska's elderly have monchly
incomes marginally above existing assistance levels -- from

39$500-3300 per month. In chose figures are accurate, as many 
as 3,963 will become eligible for public assistance -- in 
addition co che 2,300 currently on Che OAA program.

The second variable involves che sire of che benefits 
which the new clientele will receive. The Department of Health 
and Social Services has assumed thac each new recepient will
receive che mean benefit currently given or projected for

3 A s s e s s m e n t , oo. cic. n. 11 at 31,

m
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exiscing recaipiancs -- S295 in FY 1934.

In compucing che fiscal impaccs for chis opcion, we 
have used che following chree assumpcions:

(1) Of che 3,963 elderly whom currenc daca suggesc
could be eligible for che increased OAA program, 2500 will in
face apply. This figure arbicrarily discouncs boch chose who 
will decline Co apply for psychological reasons, and chose who 
will noc apply because che minimal, benefics co chem are simply 
noc worc'n che bocher;

(2) 3ecause we have discounced chose who will receive
i •• r

minimal benefics, we have recained che "mean benefic" assumpcion 
employed by che Deparcmer.c of Healch and Social Services; and

(3) The new cacipiencs will be evenly discribuced over 
each of che five years ••- so chac in each year an addicional 500 
recioiencs will be added Co Che OAA orogram.

Addicionally, persons who become eligible for Old Age 
Assiscance will also become eligible for Medicaid. The Scace1s 
Medicaid budgec for FY 1533 is So5 million dollars. 48% of chac 
figure -- or S31.2 million —  is paid by Che Scace. Some 23% of 
chac budgec -- or 37.17 million dollars —  is accribucabla co 
chose currencly on Old Age Assiscance. If Che OAA populacion 
doubles over che nexc five years -- as our assumpcions presume 
chac ic will -- chere will be an addicional cosc of 37.17 
million (noc 3djusced for inflacion) Co chis opcion, chargeable 
in equal porcions co each of che nexc five fiscal years.



^ '—  ■— *—    ■
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With chess assumptions, the following chart illustrates 
the possible nec fiscal impact of this opcion:

CHART 3

_______ iy% MILL 10
Added

Year r Add. Mean Benefit Medicaid Added _
on OAA Costs ALB Los Cs

(Savines)

FY L93^ 500 S295.02 1.4 2.1 5.27
FY 1935 1000 343.02 2.3 (3.7) (1.75)
FY 1955 1500 395.02 4.2 (19.2) (5.90)
FY 1937 2000 445.02 5.5 (30.9) (14.50)
FY 1955 2 500 49 5.02 7 .0. (44.1) (29.30)

Thus, even with fairly libecal assumptions regarding
che number of additional OAA clients and Medicaid costs, this
option will begin saving money in FY 1935.

Moreover, for chose elderly in che 5500 - S00 per month
income range who pay some federal taxes, the opcion would have
advantages, since increased need based assistance, unlike che
longevity bonus, should not be taxed under the Internal Revenue
Code.

One obvious disadvantage of chis opcion is that it 
transforms che longevity bonus program into a welfare scheme. 
Persons who currently receive $795 or less per monch 
including the bonus -- will indeed be "held harmless" under the 
opcion, 'out only at che expense of applying for assistance co 
che Department of Health and Social Services.

m
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Moreover, chose current: eldecly bonus recipiencs whose 
monthly ir.cor.es (excluding che bonus) exceed 3796 per mcnch will 
receive no proceccion under chis opcion.

Finally, because weLfare paynencs are generally view', 
by che courcs as involving "basic necessicies of life" (see 
511(A), ance) , che duracional residency requirener.c for 
increased old age assiscanca nusc be dropped from one year co 30

AQdays. The minimum nacional old age ass is cance level under 
che federal Supplenencal Securicy Incone sysca.n -- which OAA 
supplements -- is 3234.30/no.. a person wich 3600 a monch 
incone in a "minimum benef ic" scate is presunaoly ineligible for 
old age assiscanca (including Medicaid) in chac scace, buc could 
become eligible, ui.der che Alaska syscen upon 30 days residency. 
While Che mere prospecc of an adcicional 3196 per monch (in FY 
1933) is unlikely co induce people co recire in Alaska, che 
conconnicanc provision of Medicaid services -- including full 
nursing hone coverage -- nay have chac effecc. If a person can 
obcain free nursing hone coverage -- valued ac becween 340 - 
36^,000 per year -- simply by spending che monch of Augusc in 
Anchorage, che Scace nay face a racher remarkable in-aigcadion 
problem indeed.

D . Recoining A Modesc Longevity 3onus. While Providing
A "Meed 3ased" Suoplemenc.
This opcion is largely a variant of opcion C, and has 

been discussed bv che Sheffield Adminiscracion as a means of

^ Sh aoir o ■> Thompson, 394 U.S. 613 ( 1969)
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recoining soma Longevity bonus payment which couLd noc be
• • »i( * * Ifconsreared weLrare.

Under chis opcion, che longevity bonus, as with Opcion 
C, would be gradually reduced co, say, 3100.00 per month. As 
Che fiscal information for alternatives 3 and C suggesc, Chis 
alternative would result in a savings Co che Longevity bonus 
program of 311.2 million by FY 11-56.

To compensate for che Loss of 3150.00/m o . co che needy, 
a i char Scace OAA limits couLd be ir.craasec by SlpO, or a 
separate "need based bonus suppLamenc" could be ascablis.ned 1 
che Department of Administration.

The advantage of che laccer option is chac although 
based on "need," applicants will not be dealing with the 
Department of Health and Social Services, and may view the 
supplement Less as a form of welfare. Additionally, since the 
supplement will be provided under a program other than State 
OAA, its recipients would not be entitled to Medicaid (including 
nursing home coverage) unless they are otherwise eligible for 
OAA under existing Limits.

AdditionaLLy , the "need" is not necessarily Limited to 
financial need. As chis report's discussion of Opcion I 
indicates, longevity bonuses may be apportioned according co che 
hardship which che elderly would face by being forced co retire 
oucside Alaska.



The disadvantage of a separate "need based" program in 
the Department of Administration is, of course, the necessary
creation of a oaralLel bureaucracy in state government.

The fiscal, costs of Chis opcion have not been developed 
by che acministration or- chis report because of che variables 
involved -- che site of the remaining "basic" longevity bonus, 
and the question of admin istracion. Costs of administration
aside, the nec sav ings to che State should be substaneially 
similar to the FY 1935 figures for Opcion C -- in which che 
declining longevity bonus payment would be 5100.00 per monch. 
The projected net savings of 55.9 million would certainly exceed
the costs of even a parallel bureaucracy within che Department
of Administration.

E . Gradual Increase In The Aae Of Eligibility.
Another opcion explored by the Administration would 

reduce che durational residency requirement for a bonus tc one 
year, but raise the eligibility age each fiscal year. For FY 
1931, che age would be raised co 56; to 57 in FY 1935; and so on.

This option would have a substantial fiscal impact 
until fiscal year 1983, at which time mortality would have 
reduced the class of beneficiaries below existing levels. For 
FY 1931, the option would cost an additional 59.5 million 
dollars beyond existing funding levels, according to che 
Deoartmenc of Admin iscracion.



This opcion has been ruite unfavorably received. Ic 
has been facaciousLy hue no'. unfairly referred co as che 
"newcomer's bonus program." A recenc migrant born prior co June 
30, 1913 would receive a longevity bonus for life, while a
long-cine Alaskan born subsequent co chac dace would receive 

Lng.
c . Sel f - 3 us ca in in a Anr.-j i c i es .
The prior five opcions were developed by members of che 

acmir.iscrac ion, alchough che admi.niscrac ion has noc formally 
"sponsored" any particular approach.. Moreover, several of che 
opcions -- par c icularly che "graduaced age" and "pnase ouc" 
opcions -- were developed more as comparative conversation 
pieces chan as accual proposals.

The following five opcions -- commencing with the 
self-sustaining annuity -- were prepared by che authors of chis 
report.

Under che self-sustaining annuity opcion, individuals 
would no longer receive a permanent fund dividend under 
AS 43.23. Prather, chose dividends would form the corpus of a 
self-suscaining annuity accounc from which the individual would 
receive an annuicy commencing at che age of 65.

According co Deparcmenc of Revenue projections, Che 
permanent funa dividend payment for FY 1934 will be S355.00, 
rising gradually throughout che remainder of chis century to 
S952 in che vear 2000.

- 3 3 -



Given chis LeveL of concribucion co che corpus, a
seLf-suscaining annutc/ accounc wi L L produce an annuicy roughly 
equivaLenc co che existing longevicy bonus (with a 3 percent 
annual cose of living adjustment) for chose who are currently 40 
years or younger, and who will be residence of Alaska each of
Che next 20 years. For various age groups, che annuicy 
entitlements at age 53 as a percentage of che "target" annuicy 
(33000/yr. plus 37', per annum) would be roughly as follows:

Current age ' Annuicy as 'a
of targec annuicvtj .• 4

23 353?,
3 5 1517,
40 LOOT,
45 66
55 21

Obviously, seme transition measure is necessary for 
those who are simply incapable of accruing a sufficient corpus 
by che age of 65 to be encicLed to the "target annuity". The 
generaL fund, simpLy puc, will be required Co make up che 
difference, although, over time, chat "differencial" will 
decrease as annuity accounts assume some significance.

Many of che options explored in chis report could 
suffice as a 20-25 year shrinking general fund obligation. One 
opcion particularly tailored co che annuicy approach would be to 
allow chose who are at or near che age of 55 co concinue to 
receive their permanent fund dividends in cash, with che PFD 
being subtracted from the Longevicy bonus amount. For chose in



che -0-50 year age group, che general fund would simply fund che 
difference beeween cheir annuity und the 'cargec" figure.

Under this "transicionaL measure", che general fund 
"residual" paynenc would be based on che amount necessary co 
suoolemenc che annuity • corpus assuming chac an individual 
received a permanent fund dividend every year. There would 
seem, in this regard, no sbligation on Che part of che scace to 
give a Larger general fund supplemenc co someone with two PFD 
credits Chan co someone with 15.

Thus, in fiscal year 1994, when current 55-ye3r olds 
first receive cheir annuity, they would receive a scace 
supplemental of 79 percent of che cargec annuity -- regardless 
of che actual PFD credit any individual has accrued.

The remaining quescion, obviously, is what co do abouc 
che person who is currently 55. If chac individual's supplemenc 
is che same in 1994 as a new annuitant -- 79";!. -- he will in fact 
receive less chan Che new annuitant since he will have only his 
permanenc dividend, racher chan a 217, annuity, Co make up che 
difference. Conversely, if che grandfachered PFD recipient 
received a full Cargec annuity in 1994, he would be ac a 
su'oscantial advantage over che new annuitant. The reason is 
chis: while the new annuitanc has earned a subscancial portion
of his cargec ar.nuicy by foregoing his cash dividend each year, 
che "grandfathered" recipienc has boch enjoyed che dividend, and 
its earning power, over that same period of time.
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pThe question is Largely one of equity cor che
Legislature. Either approach is defensible. While che lactar
scenario would seem to discriminate in favor of che existing
elderly, che Alaska Supreme Courc has recogniced the legitimacy
of creacing pre'f erent ial grandfacher rights for chose who have

41come to cepend upon an existing state program.
In either case, che difficulty wi cn this "transition" 

option is Chat che longevity bonus program continues co be a
substantial drain on che general fund for 20-23 years co come.

i

Under che transition opcion described above, che FY 1934 budget
for Che AL3 program would be increased by So million dollars

...................................................  , 4 2over existing running levels.
Through Aecna Insurance Co., we investigated the

alternative of simply purchasing a Lirecime annuity for all ^
chose currently 53 or older. Unforcunately, che cost of a
lifetime annuicy for all Alaskans 55 or older would be
prohibitive -- in che neighborhood of $300 to $400 million.

Finally, the Leg is la cure should consider using the
administration's options C and/or D as a transition measure.
The shore term fiscal impacts of Chose options are superior to
chose of a simple general fund supplement.

^ Comr.erc i i L Fisheries Entry Commission v. Aookedak, 506 
? .-2d ac E777-oT!

^-Assuming thac che AL3 of che "grandfathered class" is 
reduced by tr.e $ 365 permanenc fund dividend, each of 13,223 
persons will receive a payment of $2,635 chis year -- cocaling $34 
million cellars.

/•-JO-



For all of che shore earn problems of an annuity 
prozram, che Lons cerr. advance-es should receive equal cir.e. 
First, in a period of 20-25 years, che g leral fund will no 
longer be encumbered with che longevity bonus program. Second, 
che eventual sice of one - ' 5 annuity payments would be a function 
of che number of permanenc fund dividend contributions chac have 
been credited co che annuitant's account. W~ seriously doubc 
chac a successful durational residency claim could be made co 
this aspect of che program. An annuitant with three years 
contributions could no more claim that he is due an annuity 
based on 20 years contribution than could a 1996 resident claim 
not merely the S727 cash dividend available that year, but 
rather some 35,000 which his oredecassors had amassed bv being
residents or Alaska since 1984.

We believe that Chare is a strong case for distributing 
annuities only co oersons who are residents of Alaska at the

^ Be c a u s e  future annuities are a direct function of actual 
past payments to Che program, Che program does noc "reward" 
presumed contribucions but simply recurns actual investments, cf. 
Zobel I, 619 ?.2d at 435 (Rabinowitz conc.) Nor is che opcion 
akin to a situation whece prior ca:< contributors are excused from 
funding che present needs of government, as wich Che cax repeal 
scheme at issue in Zobel I. At any point in time, each Alaskan is 
created quite equally -- being entitled to-an annuity credit if he 
or she resided in the scace for six months during che percinenc 
year .



time. Parci.al.Ly for reasons discussed below, no individual wiLl 
have a "vesceb righc" co an annuity in che future. A purpose of 
che annuity program will be co aLLeviace che particular
financial hardships caused by rec:ramenc in Alaska -- a purpose 
which we believe is conscicucior.al. This goal would be served 
only by confining actual annuity payments co Alaska residents.
Second, and particularly if che program is properly viewed as
conferring an economic bene f i t noc upon che crediting of an 
annuity account, but rather upon annuity discribucion, Che scace 
c s r c a i m v  possesses che n g n c  co prener ics own cesicencs in che

/  /  4  ’  t  *  t

disposition of ics resources.'
There are, of course, ocher issues surrounding the

annuity opcion. Many Alaskans wilL undoubtedly wish co recain 
che existing cash benefits of che permanent fund distribution. 
Alaskans will noc be, however, tocaLly without recompense. An 
annuity account for younger Alaskans in particular -- at least 
for chose planning co stay in che state -- will one day lead co 
subscancial benefits.

Of course, the prospecc of a lucrative retirement 
account is a product of the legislature's continued willingness 
and abilicy to devote 25% of permanent fund earnings to che

--Peeves . Inc. v. Scace, 55 L.Ed. 2nd 211, (1930); see also
White v. Massacnusetcs Council of Conscruction Employees, __
U.S. , Mo. 31-1003 (U.S.S.Cc. , r'eb. 23, L933) (d iscinguishing
HickLin v. Orbeck, 137 U.S. 513 (1973).
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annuity program. Unquest ionabLy, at sone poinc in time, a 
material percentage of che permanent fund's earnings will be 
necessary for general government expenses. The point at which 
chat will require access co more chan 7 57i of 'the fund's earnings 
is problematical.

The tax consequences of an annuity program war- ant 
detailed discussion. As noted previously, che Internal Revenue
Service may well rule chac permanent fund cash distributions are 
taxable. Conversely, if credits to an annuity account eaual toi
che permanent fund dividend are not tax exempt, the real
economic value and perceived political worth or an annuity
option is substantially lessened.

The annuity program envisioned by this report is noc
employer/employee related, and therefore would noc qualify as an

4 Texempt plan uncer che Incarnal Revenue Code. J Nor was
serious consideration given to qualifying chis annuicy opcion as 
an Individual Retirement Account -- because (1) che state is noc 
a qualified financial institution to administer such an account;
(2) the required terms of an IRA were not compatible with the 
opcion considered; and (3) .any "stace required" IRA -- even if 
possible -- would severly impinge on the tax planning
flexibility of individual Alaskans. 0

Nonetheless, it is our opinion chac che annuicy opcion
should result in che deferral of both che permanent fund

^ c f .  26 u'.s.c. SAQI-4Q4
U . S . C . 540,3.



dividend concribucions and accrued inceresc under che Incernal 
Revenue Code. The courcs and che IR.S have generally ruled chac 
concr ibuc ions co an unqualified "annuicy," " r ec i retr.enc" or 
"deferred compensacion" plan are nonecheless ca:< deferred if che 
individual is noc in "conscruccive receipc" of che annuicy
concr ibucicns, and che concr ibuc ions do noc represenc a pceser.c

a, 7"economic benefic."
Co.r.b ining che s candards of chac doccrine wich che 

accribuces of che proposed annuicy program, che program should
Ibe taxed deferred for Che following reasons:

1. If che Scace were co purchase individual annuicies
with each permanenc fund dividend, wich each residenc being Che
beneficiary, che residenc would have a vesced and secured
inceresc in che concrioucion, and would chus have received a
currenc "economic benefic." If, however, Che Scace were co
merely give che annuicanc an unsecured promise of payment,
purchasing an annuicy accounc wich icself as che beneficiary in
order co provide a funding source for chac promise, chere would
be no "currenc economic benefic" and taxation would be 

A 3deferred. ' This is one customary means by which emoloyecs 
obcain tax deferral of an unqualified pirn;

2. A person is in "conscruccive receipc" of an 
annuity contribution if he has currenc access co che

~ ij. 5 . v. Goldsmith , 536 F.2d 310 (Cc.Cl. 1973). 

4*Id.
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concr ibuc ions wichouc subscancial terms and I imi Cat ions . a ' 
Under this report's opcion, under no circumstances would an 
'annuicanc be encicled co wichdraw anything unciL annuities are 
accuaLLy discribuced;

3. To underscore che concingenc nature of che annuity 
such chac che IRS could nc reasonably conclude chac ic 

represencs a "currenc economic benefit" -- che annuity will only 
be received if che person is an Alaska resident ac Che cine of 
che percir.enc discr ibucion.

Our only hesicancy in this regard is che February 27, 
1931 ruling of che IRS chac even if an individual chooses co 
defer receipt of his permanent fund dividend, ic is taxable in 
che year chac ic could have been received. The ruling, however, 
"may noc be used or ciced as precedent," and, even if of 
precedential value, is distinguishable•fcom this sicuacion. The 
ruling is consiscenc wich che troposicion chac Che individual 
cannoc have unfeccered discretion in choosing che year in which 
income will be caxed. While an individual does have unbridled 
choice in determining when co cake a permanent fund dividend, he 
will have no choice as Co che time of receipc of his annuities. 
Moreover, where a person would have an absolute righc to a 
deferred dividend, he will have no righc co annuity distribution 
unless he is an Alaska resident ac che time.

For cax reasons, chen, che annuicy opcion muse be 
carerully structural. The former permanent fund dividend muse



be jsed by che Scace co purchase an annuicy cor ics own accounc, 
wich icself as che beneficiary. The annuicy income received by 
Che Scace will Chen be used as che funding source for Che 
annuicy paymencs -- alchough Cechnicall.y and necessarily che 
annuicy Income could be used for any fiscal purpose.

A far closer quescion arises wich respecc co Che effecc
of chis opcion on ocher public assiscance programs. . Generally,
annuicy income is included in che calculacion of income for
various assiscance programs.^ If, however, chis opcion can
be characcericec as a concinuacion of che longevicy bonus
program, Chen che exiscing longevicy bonus income exclusion3"
may persisc. If -- consiscenc wich ea:< considerations -- che
only "annuicy" is che one purchased by c h e ‘Scace as a funding
source, Chen che exiscing longevicy bonus program can be
cecained in 'ooch name and subscance, wich che amounc of che
bonus scill depencenc upon residency hiscory. Afcer all, under
che opcion, (1) a person muse be a six monch residenc in order
Co obcain a single F F D , and muse be eligible for che annuicy aC

5 0Che cime or discribucion; “ (2) che amounc of annuity is
dependent upon che number of PFD's ,crediced co Che individual's 
accounC; and (3) che "grandfathered" class of exiscing elderly 
would presumably be required co meec a one-year duracional
residency requirement.

30See. ^2 U.S.C. 51332(a)(a)(2)(3) 
3 ’-See Ul U.S.C. 51332(a) (b) (2) (3) .
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The above, oc course, is -an argument • • it is noc 
n e c e s s a r i l y  che law, which in final measure will be largely 
determined bv che federal officials involved. The exoosure to
e x i itir.s assistance urograms -- at least for chose noc within
che grandfathered transition class -- must be considered a risk 
of this opcion.

Even if, however, annuity distributions are considered 
to various assistance programs, cne corpus of che

annuity account wiLl noc be. A person may be disqualified from
I

a federal assistance program not only if his income exceeds a 
certain level, but as well if he has alternative available 
resources which he can upon from at any time. However, in chis 
instance, a crue "annuity corpus" does noc exist -- since the 
only annuity runs for che benefit of the State. voreaver, even 
if federal officials were to view che "corpus" as belonging tc 
che individual, it cannot be withdrawn prior to actual 
distribution.

G . Scace Social Security System.
In large part because of the need for a lengthy 

transition peciod with a self-sustaining annuity plan, chis 
report also cons idered che possibility of a state soc ial 
security system funded by a portion of che pernanenc fund 
dividends distributed under AS 43.23.

Under chis system, a sufficient portion of each 
resident's permanent fund dividend would be withheld each vear

- 4 3 -
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co fund a ceciremenc program designed co pay each Alaska 
resident of 55 years or oLder wich one-year's residency 3250 per 
monch, wich a moderate ccsc of Living adjustment each year.

In assess ing Che feasibilicy of chis opcion, che mos c
important variable was che projecced growch in Alaska's elderly
population. The difficulcies facing che federal social security
system are due in pare co an increasingly large perrer.cage of
elderlv in che ocoulacion.* •

For fiscal year 1933, che Alaska Department of Labor 
projects chac chere will be some 13,572 elderly in Alaska -- 
appro:;inacely 3’i of Alaska's populacion. J The Deparcr.enc has 
projecced chac chac populacion, as a percentage of 311 Alaskans, 
will remain relatively scacic through che year 2000, when, ouc 
of a populacion of 331,000 people, chere will be 25,153 
elderly.^

We believe chac chose projections are overly 
conservacive, and do noc cake inco accounc che significant 
nacionwide crend of increased elderly populacion. Nor do chose 
projeccions include che reciremenc years of che pose World War 
II "baby boon" generacion -- which will begin abouc che year 
2010.

Accordingly, in projeccing che long tern impact of Chis 
opcion on permanent dividend discribucion, we have used Che

^ A l a s k a  Pooulacion Overview, Alaska Deoarcner.c of Labor,
1931
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national growth patterns projected by che federal Social 
Security Administration, which are as foLlows:

YEA?.
19 50 
2000 
2025 
2050

OF ELD -?Lv Dn?,’L.-T: j'!
3.1 

1 2 . 1 
19.5 
21.3

:hose assumptions, Travelers' Insurance Co., on 
our behalf, caLeulaced che percentage of permanent fund
dividends which would be required to fund a "pay as you go"

I
sy seers.

For fiscal year 1933, Che calculations are relatively
seraighc-forward. Given an aggregate distribution of seme 3159 
million in permanent fund dividends this year, approximately 25T1 
would be needed to fund a "pay as you go system."

However, even assuming a 3" cost of living adjustment 
in che payment each year, che percentage needed to fund the 
program decreases. This is because permanent fund earnings will 
increase at a race substantially higher than inflacion. From 
che year 1933 co 2000, che average funding required would be 15 
to 19 percent of the distributions,. .while, in che years 2000 to 
2025 (and assuming continued growth in permanent fund earnings) 
the funding amounc would be 10-12 percent.

Thus, if che withholding remains stacic at 25T1 over che
course of severaL years, che resulcanc excess would begin to
build a savings accounc of substantial magnitude, which at some



poinc in cne fucura would make che program parcially, or perhaps 
co call y self-suscaining.

One obvious advancage of chis opcion is chac ic frees 
che general fund from AL3 obLigacions inmediacely. Conversely, 
by macerially reducing che annual permanenc fund dividend, ic
obviously raises some policica! difficulcies .

Add icionalLy,. che social securicy opcion could likewise 
be cied co concribucion hiscory -- a 1 chough noc in che precise 
manner of che annuicy opcion. The federal social securicy 
syscem currencly fully covers any- individual who had ‘.'noc less 
chan one quarcer of coverage ... for each calender elapsing 
afcer 1950 ... excapc chac in no case shall an individual be a
fully insured individual unless he has ac lease 5 quarcers of 
coverage."33 3ecause, in Che fucura, some porcion of che
benefics will be paid by che "savings acccunc" resulcing from 
che scacic 257, concr ibucion, we believe chac a s-imilar 
concribucion hiscory requiramenc could be escablished in Che 
leg is lac ion.

Even more so chan Che annuicy opcion, Chere would be no 
"curranc economic benefic" from che' program. By reducing che
permanenc fund discribucion by 257., and funding a reciremenc 
program from which Che individual may or may noc ulcimacely 
benefic, v»e believe ic excremely unlikely chac che IRS would 
conclude chac rhe reduced sum is in some manner caxable.

3 5 p 2 0 . 3 . 0 .  5 i H ( a ) ( l )
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Morever, we beLiave chare is a substantial Likeliho d 
chac Cha existing AL3 exemption in federal. law could ba
racainad. Ir.aaed, scripped co ics essense Ch is opcion does 
LiccLe more chan a ’ car che funding source of che AL3 program.

The or ina ry risk of che program is all che more
apparanc in lighc of che currenc difficulcies wich cha federal 
social securicy syscem. While opcion F would be funded -by a 
currently purchased annuity, younger Alaskans would be . 
concribucing co chis opcion on che mere hope chac che requis'ice 
amounc of permanent fund earnings would remain available for che
program well inco che 21sc cencury. The "savings accounc"
created by che scacic 25!i withholding is incanded Co alleviate 
chac problem; however, regardless of Che race of growch of chac 
accounc, chere is plainly some risk in chis opcion.^0

^ F o r  example, under our populacion projeccions, chere will 
be 30,717 elderly in Alaska in che year 2000. The permanent fund
distributions for chac year under AS 43.23 are estimated by che 
Depaccmenc of Revenue Co be S 7 9 2 million, of which, under our 
scacic 25'!. withholding, 5193 million would be placed in che social 
securicy fund. In chac year, wich a 37« COLA, che maximum monchly 
bonus will be approximately 5390. Even if every elderly Alaskan 
is eLigible for full benefits under che law's concribucion
requiremencs, che maximum payments would be $120 million -- wich a
savings accounc daoosic being made in chac year alone of 570
milLion. Of course, many of chese elderly may noc be fully 
eligible, ana some who are eligible may r.oc ba residing in Alaska 
during chac year.

- 4 7 -



Finally, chere is some advantage co Che existing
elderly in chis syscem over Che annuicy opcion. The exiscing
elderly would have a net loss of only 25rl of cheir permanent 
fund dividend, rather chan che entirety of che benefic under che 
annuicy approach.

H . Health Insurance For The Elderly.
The scace of. health insurance for che elderly, and

vindeed for all Alaskans, has already been che subject of 
considerable scudy,3/ and legislative a c t i v i t y . ^  3ecause
of Che obvious critical importance of adequate 'nealch care

, • e

coverage for Alaska's elder ly, che opc ion of proved ing 
comprehensive health insurance for Alaska's older citizens in 
lieu of che longevicy bonus was included Iri Chis report as an
opcion.

While che Department of Law report found chac health
expenses were a major use of che longevity bonus for only 5 . 5%
of ics sample, che 1975 longevicy bonus scudy found chac 29% of
Che bonus recipients used ac leas c a portion of Che AL3 for
medical care, while 11” used a portion of che bonus for

5 9"insurance of all kinds."

£

^'Alaska Comprehensive Healch Care Financing Scudy, Bacelle 
Human Affair Research Ce-icer (1931)

5;3h 3 541, L2ch Leg. 1st Sess. (1931)
59.AL2 Survey, op. cic. n. 9 ac 22
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In face, aldose alL of Alaska's elderly receive some 
kind of pubLic or private health coverage assistance -- either 
through Medicare, Medicaid, public and private retirement 
programs, Veteran's benefits or the Indian Health Service/Public 
Health Service.

When assessing the health insurance option, Che two 
obvious questions are: (1) how severe are che gaps in existing
coverage; and (2) how much would it cost to fill those gaps?

The major source of health insurance coverage for the
elderly in Alaska is obviously Medicare -- a federal insurance
plan which provides hospitalization for chose eligible for 

o 0social security ana medical insurance for an additional fee 
of 312.20 per month.

3och che hospital and medical insurance contain 
substantial deductibles, i.e.- the first S301 of che hospital 
bill -- and co-payment requirements (20% in che case of medical 
insurance.)

Nursing home coverage under Medicare is severely 
limited -- confined to post-hospital care in a "skilled nursing 
facility" for short periods of time.

It is difficult to determine how many residenc Alaskan 
elderly are on Medicare -- available statistics are bloated by 
Medicare claims submitted by tourists. Thera are some 9,323

^'-2 U.S.C.55 ^25,1395(c). A person ineligible for Social
Security may obtain Medicare hospicalizacion insurance for 3113 
oer month



r ec ired persons in Alaska receiving social securicy -- and hence 
eligible for Medicare.^*".

The largest group of elderly Alaskans ineligible for 
Medicare are rural residents, primarily Macives, who do noc have 
a sufficienc wage earning hiscory co qualify for social 
securicy. All Alaska indians, Aleucs and Eskimos are eligible 
for IHS -- which provides a broad range of services depending 
upon available facilities. IHS is, however, primarily a direcc 
provider of facilicies -- ic does noc make cash payments for 
services such a cuscodial care in a nursing hone. Moreover, ic 
is currently facing severe cucbacks in areas such as 
reir.'oursenenc for healch-relaced crave! expenses’3-.

The ncsc comprehensive healch coverage in Alaska is, of 
course, Medicaid. To be eligible for Medicaid, one muse neec 
che Scace public assiscanca income linicacions. As noc’ad 
previously, Chare are c u r r a n d y  some 2300 elderly Alaska 
citizens on Medicaid. Medicaid does cover virtually unlimited 
nursing home residency.

The most glaring deficiency in Alaska healch care for 
che elderly is che lack of coverage for insticucionalizacion in 
cuscodial environmencs such as nursing homes. Nursing home

Interview Ms. ?. Eubanks, Field Rep. Social Securicy 
Admin. (Feb. 2^. 1983)

52 [ncerviaw, Ms. ?. Roberts IHS, (Feb. 23, 1933)
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races in Alaska cun croc :590 co SL72 per day^J, The coses are 
simply prohibitive for anyone nor on Medicaid -- indeed, of che 
•157 elderly Alaskans currently residing in Scare nursing homes
(ocher :han che Pioneers Homes). all os. are ur.ee:
Medicaid, or Alaska’s General P.elief Medical Assistance

Conversely, nursing home races in Washington, for 
example, have been estimated by che Department of Health u 

Social Services co vary from 330-350 per day. Ic is noc known 
how many elderly Alaskans are ins t i cue ionaI iced in Lower 
forty-eight cuscod-aL care facilities; however, ic is apparent 
chat unless one is eligible for Pioneer Home placement, a 
nutsing home can be afforded if, at all, only by relocating co 
che Lower forty-eight.

Three private organizations were asked co estimate che 
premium amount required co supplement Medicare anc ocher 
coverage for Alaska's elderly co orovide health insurance 
equivalent to che existing Public Employees' Retirement System's 
retiree coverage, and to include comprehensive nursing home 
coverage. Neither Travelers Insurance, noc Aetna Insurance felt 
capable or providing an estimate. ,

However, insurance consulcancs frequently used by che 
scace for matters such as che public employees Supplemental 
Benefits System escimated chac to pcovide supplemental coverage

bdAlaska Nursing Home Census, Alaska Department Oi Heal-n a 
Social Service, 12/31/32

oi



tor Medicare, Insurance could be provided ac a premium of
approx im.a ce ly 370 per individual per monch. This would include
comprehensive nursing home coverage.

Medicare is currenc!/ a primary insurer -- chac is, che
Scace could provide tor Supplemental covecage withouc
endangering basic Medicare eligibility. Moreover, anc in ail
likelihood, supplemental Scace coverage could properly provide
otherwise uninsured Alaska Natives with those costs noc covered
by che Indian Heaich Service.

The major difficulty is Medicaid. Medicaid eligibility
is very much contingenc upon che unavailability of 

54"resources'’.'' Currently, che Scace only pays 43” o f  a 
Medicaid's pacienc bills. If a Scace heaich insurance policy 
was considered a "resource" che Scace could find icself footing 
che encirecy of a Medicaid patient's bill.

Of course, che Sca r e  would hardly need to "supplamenc" 
any Medicaid coverage -- Medicaid coverage icself being 
essentially inclusive. T h e  scatuce, could simply oxecipc 
Medicaid recipients from che coverage of che policy. The issue
posed by such an enactment is whether Che Scace would be

•• *
frustrating che Congressional goals behind Medicaid -- which is 
co provide a heaich coverage means of lasc resorc -- Cheraby 
running afoul of che Supremecy Clause.o D .

**42 U.S.C. 5 1332(a) (1) (3)
-'Florida Lime 3 Avocado Growers v. Paul, 373 U.S. 132 (1963)



Assuming chac che Scace could concinue co merely
suoolemenc Medicare, IHS facilities and existing pcivace and
retiree coverages, and chac che consultancs' figures are
accurate, chere remain two difficulties with che health
insurance opcion. First,, ic is of no benefit to Alaska's needy
elderlv -- who will merelv concinue with Medicaid coverage at

• * 3

che price of cheir longevity bonus.
Secondly, chere is Che potentially severe problem of

y  *

in-migration. If a year's residency in Alaska’3' were all chat 
were required for free and unlimited nursing home coverage, Che 
potential of in-migration may be severe. There are cwo
potentially juscifable components of che program which could 
mitigate this potential:

1. If a purpose of che healch insurance option is to 
allow Alaska residents co concinue Co reside in che state even 
if nursing home coverage is required, nursing home coverage 
could be limited to Alaska institutions, jusc as many scaces

55 [c is possible, although we believe unlikely, chac a court 
would rule chac supplemental healch insurance coverage would 
conscicute a "basis necessity of life" -- dropping Che maximum 
possible durational residency requirement Co 30 days. The program 
would be supplemental co a hose of exiscing assistance insurance 
programs, and would noc be based on need. See Memorial Hospital 
v. Maricooa Countv, ^15 U.S. aC 251.



L in i c residenc tuition discounts co in-scace univecsicies.^
The difficulty, obviously, is chac exiscing Alaskan nursing hone 
capacity is Limited. Whether unlimited nursing home coverage 
for all Alaskans would result in che expansion of exiscing
facilities is debacable; ■

2. For che reasons cited wich respect to che annuity
and social security opcions, eligibility for heaich insurance 
coverage might properly be based upon concribucion history if - 
(a) a portion of che individual's permanent fund dividend is
used to help fund che insurance program; and (b) che funding is 
in excess of currenc needs, in order co amass che same type of 
"savings accounc" envisioned with respect co che social security 
opcion.

I . LONGEVITY 30NUS PREMISED ON INDIVIDUALIZED 
RELOCATION HARDSHIP.

As noced in Section 11(A), ante, Chere is some judicial
support for che view chac ic is permissible for Alaska co
establish a program intended to benefic chose who would suffer 
Che most hardship by finaneiaLly-coerced relocation from che 
scate, and co measure chac hards.h.ip in pare by duration of 
res idence.

This opcion relies upon chac supporc, and involves 
chree seeps;



*

L. cataloging Chose criteria which would
differenciace Chose Alaska elderly who would suffer celacively 
more hardship by being forced co recire oucside che scace, and 
who need financial assiscance in order co remain in-scace;

2. cranslacion. of Chose subjective cricaria co a
poinc system similar co chac used by che Alaska Commercial

_  r  ■ -63risnenes =.ncry concuss ion; ana
3. structuring of chac poinc system such chac (a) 

adminiscracive coses are minimised; and (b) success fu I 
applicancs are confined Co a pool roughly equivalenc in number 
co existing bonus recipiencs.

Indeed, che scruccure of chis opcion is similar co che 
Alaska Limiced Encry Acc -- which cranslaces cercain very 
subjeccive criceria -- such as "economic dependence on Che 
fishery" -- inco an objeccive poinc syscem. Ic does so, of 
course, ac a bureaucratic price -- approximately 32.5 million a 
year for a pool of applicants originally roughly equivalenc co 
chose which Chis opcion would affecc. Ic also does so ac ocher 
coses, which will be discussed below.

Ic is noc difficult Co cacalog che criceria which would 
sec our "relocation hardship" pool aside. Duration and 
continuity of residence would be one ‘criceria, as would, 
perhaps:

1. income;
2. locacion of familv.



3. Locacion of property; and
U. ethnic, religirvs, and cuLtural ties.
Although income and duration of residency would play a 

role in decerning eligibility, no one factor alone would be 
dispositive.

It would not be difficult to translate these factors
into a point system; nor would it be particularly difficult to 
structure that point system co limit the class of successful 
applicants. The proposal, however, does suffer from cha 
following disadvantages: t ,

1. Since most Alaskan elderly have lived here more
chan 10 years most Alaska elderly will suffer some demonstera'ole
hardship from relocating elsewhere -- although a certain 
percentage obviously do noc require a longevity bonus to remain;

2. The alternative also involves che establishment
and funding of a new bureacracy -- an intrisically unworthwhila 
undertaking, buc one which t.onetheless wouLd cost far less chan 
simply opening che class to all elderly Alaskans;

3. Perhaps che mosc obvious disadvantage is che
burden chac it would place upon elderly Alaskans themselves. 
There would presumably be a lengthy application form, together 
with evidentiary requirements, and in some cases, adjudicacory
hearings. The Limited Entry Commission is currencly invoLved in 
some 120 judicial appeals -- a number which is either at oc 
below historic Levels. According to the Commission's FYL93L



budgec presencac ion, chere is a currenc backload of soma 325

■ggs.

admin is era C ive adjudicacions .
Accorneys will be required regardless of whac

error; are underraken co make che orocass sim.Dle and informal.

The difficulcies facing Che elderly aoolicanc are chus racher
aDoarer.c

C-3.A MD F ATH E ?.T >!G
This reporc closes wich one of che simpler alcernacives 

—  opening che class of longevicy bonus cecipiencs co all 
elderly Alaskans wich one year's residency, and cerminacing che 
program for che fucure. Persons eligible or becoming eligible 
chis year will be "grandfachered" and will receive a longevicy 
bonus for life. The fiscal impaccs of chis alcernacive are, for 
FY1934, idencical co opcion A, and will obviously decline in Che 
fucure due co morralicy and relocacion.

The obvious advanCage of chis program is chac ic 
proceeds chose currencly on che longevicy bonus program. 
Equally, i c deprives chose approach ing che age of 55 wich any 
expeccacion of receiving a bonus.

We believe chac chis opcion is consciCucio„ally 
permissible. The Alaska Supreme Courc shares che get. al view 
of che cons c i cue ional icy of grandfachering laws -- as long as

(i qche grand faCherad class icself is conscicucionally defined. 
Plainly, che scace legislacuces

^Commercial Fisheries Encry Commission v. Apokeaak, 505 
P. 2d ac 1259-51.
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have che r ighc co terminate social, programs wh H e  procec c ir.g 
chose •..'ho have come Co rely on chair oenefics.

4. CONCLUSION
As nocsd ac che oucsec, che purpose of chis reporc is 

merely co provide a chreshhoLd feasibility review of various 
opcions for amending che longev icy bonus program. Through 
discussions wich admin iscracion officials, leg i slac ive staff 
members, ccnsulcar.cs and private industry, we have arc amp c ed co 
highlight che major issues surrounding each alternative, and 
provide ac least rough information on each question raised. If, 
after che Judiciary Committee has identified two or three 
relatively attractive opcions, che effort expended over che oasc 
three weeks on 10 proposals can be condensed into che pursuit of 
three, proposed legislation and a more intricate analysis of che 
preferred opcions can be prompcly transmitted.

f
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1

Introduction.
In June, 1984, the Alaska Longevity Bonus Program (AS 47.45) 

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

The legislation also established the State Special Committee 
on the Alaska Longevity Boi is 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 longevity 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 permanent 
fund dividends of participants. 1/ The proposal has been

1/ Three different annuity approaches were initially considered 
by the committee: (1) SB 465, introduced in the 1984 legislature
by several senators; (2) an amended version of HB 700, also 
introduced in that legislature; and (3) a draft bill prepared by 
Senator Bill Ray (D., Juneau). The R.ay bill became the vehicle 
-for the Committee's proposal. All three proposals involved
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introduced in this legislature as SB 56. Under the committee 
bill, Alaskans who choose to participate in the program will 
receive monthly benefits, after reaching age 65, of at least the 
$250 which is currently provided by the bonus program, inflated 
by three percent annually.

The program is available to those who reach age 65 afuer 
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 elects to 
receive, cash. 2/ Section 2 of the bill envisions that the

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.

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

The committee was advised by legal counsel that HB 700 and 
SB 465 createc greater constitutional risks than did the Ray 
proposal; the iommittee therefore focused on the concept embodied 
in Senator Ray's bill.
2/ This aspect cf the committee proposal reflects a change from



•legislature may, at least in the early years, "front-load" the 
program by appropriating additional funds into the annuity 
account, which will be attributed to individual accounts on a 
prescribed formula. Under that formula, state contributions are 
greatest for these 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 is thus retained at a level which, for those turning 65 
after 1985, will be reduced annually. 4/ Under the bill, a 
"target amount" for the ALB is established (Section 8), which is 
$250 per month (in FY 1986) inflated by 31 each year. That 
target amount is then reduced by the maximum possible annuity 
which would be available to a 65-year old who has participated in

earlier annuity bills, which required an election to forego cash 
payment. Because, in 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 long-term consequences of a decision to take 
the dividend in cash.
y  Under the committee bill a participant who dies before age 65 
will forfeit his accumulated annuity credits (see the discussion 
of survivor op lions at 17, post); the amounts forfeited will be 
reallocated to surviving participants and thus will increase 
their annuities.
k_! The longevity bonus itself is, of course, available to all 
elderly Alaskans whether or not they have also established 
annuity accounts.
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che program in each year since the program's inception. For 
example, if 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. 
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 tc new 
recipients becomes correspondingly smaller. By the year 2003, 
the committee projects that the maximum possible annuity will be 
sufficient to bring an end to the general-funded ALB program, 
except for those relatively few who were 65 or older before 1986,' 
and are still receiving ALB payments in that year. This is best 
illustrated by the following chart:



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

1986 4 .37 $245.63
1990 32.50 248.88
1995 106.27 219.92
2000 255.70 122.45
2005 533.39 -0-

Other Options Considered
The committee invited its members, and others, to suggest 

alternatives other than an annuity program. Only one was 
advanced -- a "means test"program under which elderly Alaskans 
earning less than $25,000 per year would receive a payment of 
$250 per mon“h. Those earning more than $25,000 would receive a 
payment of $100 per month. To qualify for the $250 bonus, the 
applicant would be required to submit his or her tax return to 
the Department of Administration.

This program is intended as a permanent replacement for the 
ALB. However, the program envisions that the size of the pay­
ments, and the $25,000 income limit, remain constant over the 
years. In terms of real income, the effect is as follows:

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



Maximum Income 
Eligibility for 

Bonus (year)
Amount of 

Bonus
Size of Alternate 

Bonus

1986 $25,000 
$10,569 
$ 5,902 6/

$250 $100
2000 $104 $41.60
2010 $ 59 $23.60

It is estimated that, initially, 80% of Alaska's elderly 
will be eligible for the $250 bonus. Because that maximum income 
requirement drops each year in terms of real income, so too does 
the percentage of eligible elderly. Thus, less than half of 
Alaska's elderly will be eligible for the bonus in the year 2000, 
and only 30% will be eligible in the year 2010.

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

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

6/ This is below Alaska's $7032/year poverty level..
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2. Of chose who are potentially eligible for the $250 
means test payment, many may not apply because of its welfare 
connotations. This is strongly suggested by available 
statistics. Currently, nearly 6,700 ALB recipients -- or 40% of 
all recipients -- have incomes below the current eligibility 
limit for existing Old Age Assistance and Medicaid benefits. 
These benefits are substantial -- averaging $2,640 per year for 
OAA and an additional $2,500 per year for Medicaid. Yet, of the 
income-eligible, only 2,526 —  or roughly 38% -- have in fact 
applied for OAA and Medicaid. Certainly, some of the remaining 
income-eligible have not applied because they have more assets 
than current law allows. Nonetheless, these statistics manifest 
an aversion to need-based assistance which has deterred many of 
Alaska’s apparently eligible elderly from applying for 
substantial benefits.

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

4. The proposal hurts both existing and new ALB recipients 
in another way. Because the real value of both the benefits and



the income ceiling will decrease over the years, fewer elderly 
will find themselves eligible, and those who are eligible will 
receive smaller benefits. By the year 2000, for example, less 
than half of Alaska's elderly will be eligible for a benefit with 
a real value of $104 per month, while the majority will receive a 
token payment with a real value of $A1.60.

5. The proposal is substantially more expensive than the 
committee bill. Even though: (1) the committee bill protects 
existing elderly, while this means test proposal does not; and 
(2) the committee bill inflates the ALB annually, while the means 
test proposal does not, enactment of this means test proposal 
would cost nearly $2 billion more than the committee bill over 
the next 50 years. Moreover, that cost would be b o m  when the 
state could least afford it —  after the turn of the century, 
when oil revenues are projected to rapidly decline. It is 
important to the committee to develop an ALB alternative which 
phases out general fund obligations after the year 2000. As part 
12 of this report discusses, while post-1999 costs under the 
committee bill are projected to be $285 million, 21st century 
costs under the means test proposal would be roughly $2.28 
billion.

6. The committee has several concerns regarding the $100 
payment for which all elderly would be eligible. First, the 
committee does not know what that payment is intended to 
accomplish. It is doubtful that $100 per month is a sufficient 
sum to allow any elderly to remain in the state who would



* otherwise be financially required to leave. The payment may thus 
at once be too small to accomplish any social goal, and yet large 
enough to constitute a substantial drain on the state treasury.

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

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

7. Fewer people will meet the $25,000 eligibility 
requirement as the years go by. Thus, by the year 2010, only 302 
of Alaska's elderly will be eligible for this means test payment. 
Why, it might fairly be asked, are 80% of today's elderly in 
"critical" need of the higher payment, while only 30% will 
require the payment in years hence? For one who is currently 
denied the larger payment, or who may be denied it in the future 
solely because of inflation, this precise question will 
invariably be asked, and may be asked in the courts.



8. Finally, in requiring one year's residency in order to
receive the $250 means test payment, the proposal raises a
substantial constitutional issue. The current ALB's one-year
durational residency requirement is constitutional because che
bonus is not dependent upon "need." Under both che federal and
Alaska constitutions, if a program provides "the basic
necessities of life," a 30-day residency requirement is the
maximum constitutionally permissible. Memorial Hospital v.
Maricopa County, 415 U.S. 250, 259 (1974); Shapiro v. Thompson,
394 U.S. 618 (1969). Generally, benefits which are accorded on
che basis of the recipient's income tend to be viewed by the
courts as involving "basic necessities." For example, in Jeffrey
v. Colorado State Department of Social Services, 599 P.2d 874
(Col. 1979), the Colorado Supreme Court struck down the lengthy
durational residency requirement of that state's old age pension
program, and held that the program provided basic necessities of
life. The state argued, unsuccessfully, that its program was
more akin to an income supplement, rather than a form of welfare.
The court, however, ruled that because the size of the pension
was a function of the applicant's other income, a 30-day
residency requirement was required:

[The . state] attempt[s] to avoid the strict 
scrutiny - compelling state interest test mandated 
by Shapiro by characterizing the old age pension 
program as an 'annuity.' However, unlike true 
annuity or pension programs which are unaffected 
bv a recipient's other incomej the old age pension 
benefit is directly and proportionately reduced by 
the amount of other income. Thus, the 
characterization of the old age pension program as 
an "annuity" puts form over substance and



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

599 P.2d at 879. Emphasis added.
The means test proposal has been defended because of its 

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

For these reasons, the committee does not believe that the 
means test proposal is a viable alternative to the existing ALB 
program.

The committee was also aware of the "stair-stepping 
approach," under which the ALB program is slowly phased out 
through an annual increase in the eligibility age. Under 
legislation which passed the House of Representatives during the

7/ Additionally, it should be noted that the issue will become 
more serious in future years. This is because while the income 
level is high at the outset, it shrinks dramatically, and in real 
value falls below the state's existing poverty level in the vear 
2008.



previous legislature, the eligibility age would begin to rise 
above 65 in 1991. Although no "stairstepping" proposal was ever 
advanced by anyone for formal committee review or action, the 
committee is aware of some continued interest in developing this 
concept outside of this committee's deliberations. The proposal 
thus warrants some comment.

First, the term "stairstepping" is a misnomer, since it 
connotes a gradual phasing out of the ALB program. In truth, the 
stairstepping approach causes the most abrupt program termination 
of any option considered, and also results in the most severe 
discrimination between groups of Alaskans. Under the 
stairstepping approach, if a person was born on or before June 
30, 1925, the state would pay him or her $250 per month for life. 
For persons born on July 1, 1925 and thereafter, the state would 
pay nothing. And, it is irrelevant whether that person is now an 
Alaskan. A current non-resident who is now 62 would receive 
$250/month when he or she moved to Alaska, while a current 
59-year old Alaskan would receive nothing. There is thus nothing 
gradual, or "stairstepped," about this process.

The stairstepping approach would be more expensive than the 
committee bill, 8/ and much of this added expense would be b o m  
after the turn of the century when the state can least afford it. 
See Section 12. Yet, despite its high cost, stairstepping would

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



benefit fewer Alaskans. For example, some have assumed that 
participation in the annuity program is necessary in order for
future elderly to benefit from the committee bill. This is not
true. Under stairstepping, a person turning 65 in 1991 would 
receive no ALB whatsoever, while that same person would receive a 
1991 ALB of $222.61 under the committee bill, even if that person 
had never participated in the annuity program. Thus, for similar 
total costs, and substantially lower 21st century costs, the 
committee bill extends the benefits of the ALB program to many 
more Alaskans.

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

As oil revenues decline, and economic activity in the state 
becomes more uncertain, it is entirely possible that the state's 
future elderly will find themselves 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 program through 
"stair-stepping" is an increased Old Age Assistance case load. 
Certainly, when those near the poverty line are denied $250 per 
month, they will simply turn to the welfare system, and the state 
will realize no net saving. Moreover, and as discussed 
previously, many ALB recipients who are apparently eligible for 
OAA and Medicaid have in fact not applied for these benefits. 
Over the years, the ALB program has been defended on the ground 
that it has enabled many Alaskan elderly to remain off the 
welfare roles. Statistics bear this out, indicating that many of 
those ALB recipients who are eligible for OAA and Medicaid have
been able to remain off these programs because of the bonus.

For these reasons, stair-stepping by itself is also not 
being recommended to the legislature.

On the other hand, the principal advantage of
"stair-stepping" is the protection which it affords those who are 
currently on the ALB program, and who have come to rely on both 
the Longevity Bonus and the permanent fund dividend to sustain 
themselves. The committee concluded that forcing Alaska's 
existing elderly to forego their Permanent Fund Dividend in order 
to assure continued receipt of the "target" Longevity Bonus might 
work a hardship on these older Alaskans. As a result, the 
committee decided to include in the bill a so-called 
"grandfathering" provision which allows those reaching age 65



before 1586 to take their Permanent Fund Dividend in 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 is that it enables the 
state and each individual Alaskan to set aside funds now for 
those perhaps more difficult years ahead. It is a program 
designed to substitute private thrift for public largesse. The 
committee also believes that the permanent fund dividend is an 
appropriate source of funds for the annuity program. 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 in the management of the permanent 
fund -- will be enhanced if Alaskans1 retirement security is at 
least in part dependent on wise stewardship of that fund.

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

legislature may add additional sums to individual annuity 
accounts. Under "front-loading," a person will receive an 
annuity account credit greater -- and perhaps substantially 
greater —  than the amount of cash he or she could have received. 
It is the committee's hope that the legislature will consider 
front-loading for each of the program's first three years.



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 particxpate 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 immediate cash in favor of retirement 
security. While it costs more in the initial years, that cost is 
incurred in years in which oil revenues are expected to remain 
high. Moreover, general fund contributions to the AL3 program 
taper off rapidly. In other words, because front-loading causes 
the maximum possible annuity payment to increase, residual 
longevity bonus payments decrease more rapidly. Thus, dollars 
invested in early years 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 savings over the life of the ALE 
program -- at least in nominal dollars. Thus, if $79 million 
were appropriated for front-loading over the next three years, 
that investment would result in a return of $82 million in 
reduced ALB payments over the next 25 years. In constant 1986 
dollars, the ultimate cost of investing $79 million now is $30 
million. „f
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Additionally, front-loading serves other important purposes 
which the committee believes warrant the cost in constant 
dollars:

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

(2) A premium may fairly be placed on the current 
availability of funds. If $1.00 of general funds front-loaded 
now returns 75c (in constant dollars) years hence-, the fact that 
the general fund has that $1.00 now, but may no.t have the 75c 
later, is of some relevance.

Whether front-loading extends beyond the three-year period 
envisioned by the committee -depends on the availability of funds, 
actual participation-rates, -and the projected rate of return on 
subsequent front-loading investments. If front-loading has 
succeeded in creating substantial participation, continuation 
would seem unnecessary, since those Alaskans .already in the 
annuity program would be unlikely to drop out. On the other 
hand, if participation is low, the legislature may wish to 
consider inducements other than front-loading.

The committee settled on a front-loading concept weighted in 
favor of older Alaskans. Several other options were also 
considered. The first was a per-capi.ta contribution made to each 
Alaskan who chose an annuity credit. Under this option, the 
annuity accounts of those near retirement age did not increase 
enough to substantially increase the "maximum possible annuity."



Thus, ic did noc significanCly reduce long-Cerm general fund 
obligacions. Nor did ic sacisfy Che goal of providing che 
greacesc incencives Co Chose who may need chem mosC.

To beCCer accomplish chis goal, Che commiccee next 
considered a straighc $10 incremencal increase in fronc-loading 
based on age: ChaC is, participancs would receive $10 for each
year chac Chey were older chan age 17 -- up co age 65. 9/ This
opcion produced a better result in terms of reduced general fund 
obligations, but it scill did noc increase annuicy payments rase 
enough Co be a significant incentive -- to older Alaskans in 
particular -- to participate in the program.

Finally, projections were run on the opcion embodied in che 
bill: persons 13-34 years old would receive a base amount of
front-loading in addition Co che dividend —  for example, $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 increases on a curve rather chan a straighc 
line -- increasing dramatically as an individual approaches age 
65. Thus, a $50 base with 10% per year increases resulcs in a 34 
year old receiving $50, a 50 year old $211, and a 64 year old 
approximately $800.

The incentive Co join the program, chen, increases 
dramacicaily as retirement age approaches. It is this aspect

9/ Thus, an 18 year old would receive $10, a 38 year old $210, 
and a 65 year old $480.



which is most appealing to the committee, tor the following 
reasons:

First, older ^laskans are most in need of incentives to 
participate. Because initial annuity payments are small, many
may be tempted to take a cash payment which is larger than the
annual annuity which it will yield. Then, years 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 upon projections available to the 
committee, a 47 year old (in 1986) would be required to 
participate every year in order to achieve the target annuity 
when he reaches 65 in the year 2PC4 -- the year the ALB program 
disappears. .Recognizing that financial circumstances may require 
a cash election in some years, and that some individuals may be 
ineligible for a dividend in some years, the committee concluded 
that additional incentives 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.
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Finally, this option actually costs less in front-loading 
dollars than the straight line approach -- even though the 
now-elderly receive larger amounts.

Two additional points regarding front-load g warrant note. 
First, and as discussed earlier, under the committee bill those 
who reach age 65 before 1986 do not participate in the annuity 
program because they are guaranteed a full longevity bonus for 
life. As a result, in 1985, there will be no front-loading for 
any individual over the age of 64. In future years, the 
incremental increase in front-loading will end at age 65, and 
those over age 65 will receive the same amount of front-loading 
as a 65-year-old.

Second, the committee bill envisions that the source of 
front-loading funds may be the earnings of the undistributed 
income account of the Alaska permanent fund. In past 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 itself yields 
annual earnings which are greater than that necessary to provide 
front-loading, and which are available for appropriation.

The committee concluded that these earnings are an 
appropriate source of funds for front-loading for one obvious 
reason; as with the basic structure of the annuity program 
itself, this aspect of the bill will devote current permanent 
fund earnings in a manner which will substantially decrease



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.

2. The 3% Escalator.
Since the beginning i 2 the ALB program in 1972, the original 

$100 payment has been periodically increased to its current $250 
limit. While that increase seems large, it has, in fact, roughly 
kept pace with inflation. If the ALB is retained; the committee 
believes that it is unreasonable to assume that .no increase in 
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 in 15 years.

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

3. Administrative Costs of the Program. The committee 
bill provides that the legislature may appropriate funds from the 
annuity account to pay the administrative costs of the annuity
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program. 10/ Thus, Che costs of the program will be borne by che 
annuity participants, whether che funds are privately placed or 
not.

The bill states Chat administrative costs will be "equitably 
allocated" among annuity accounts; it is the commictee's intent 
that an equitable allocation will Cake 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 benefics in employment 
annuity programs is that among married couples there is often 
only one wage earner. Survivor benefits are thus available to 
insure Chac the dependent spouse is not eft without income.
Since the annuity program is available to both spouses, just as 
is the present longevity bonus program, the committee opted for 
simplicity and did not include a choice of benefics. 11/

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

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

11/ A deach benefit for those who die prior to reaching age 65 
Has been included in che Senate State Affairs Committee 
substitute for SB 56.
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1

I

available to a person who turns 65 in the year in question. The 
bill uses the annuity available to a 65-year-old because that 
annuity is the smallest available (among those who have received 
the maximum possible credits). A 75-year-old with che identical 
contribution of a 65-year-old will receive a larger annuity 
because his life expectancy is shorter, and his capital will be 
returned faster. Thus, some Alaskans will receive more than the 
target amount during the early years of the program, and no 
elderly Alaskans (with full participation) will receive less.

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

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

12/ The longevity bonus program will still require that an 
individual be a one-year resident to receive a bonus.



program is unique, there is no legal precedent which provides 
definite answer.

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

Tax counsel also advised the committee that available 
precedent does not provide firm guidance on the minimum 
front-load necessary to support deferred tax treatment of annuity 
credits. There is an example in the IRS regulations which 
sv.ggest that a front-load of 25% or more of the annuity credit 
would be sufficient; however, tax counsel believes that a lesser 
amount may suffice. Because of this uncertainty, tax counsel 
suggests that if the committee proposal is enacted, it would be 
in the state's best interest to obtain an advance ruling from the 
Internal Revenue Service on the question.
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The uncertainty surrounding the tax status of annuity
credits, and the substantial risk of taxability when
front-loading ends, did not weigh heavily in the committee's
recommendation. This is because, at worst, Alaskans would be
required to pay taxes on the amount of the dividend just as they
do now. Moreover, the committee saw its job as finding an
alternative to the ALB program which met the basic goals
expressed in this report. It was not charged with simply finding 
a tax shelter.

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

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

2. Front-loading credits would not be currently taxable.
8. Annuity Credits Are Not a Vested Right. The committee

bill provides that an individual does not receive a vested or 
property right to an annuity payment until that payment is made. 
Funds must be appropriated annually by the legislature from the 
annuity account to make annuity payments. Although the clear 
legislative intent, of the bill is to provide annuity payments to 
those who have. participated in the program, the committee bill 
neither binds future legislatures nor creates a dedicated fund. 
Thus, the legislature may legally appropriate annuity funds for 
any public purpose. An individual's right to an annuity payment



#
prior co dispersal is an unfunded, unsecured promise of che
state. Thus, a future annuitant is in no better legal position 
than any unsecured creditor of the state.

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

9. Protection of Alaska's Existing Elderlv. As noted
previously, persons who reach the age of 65 before 1986 will not 
be required to forego their permanent fund dividend in order to 
receive a $250 per month Longevity Bonus, inflated 3% annually. 
The committee decided to integrate this • aspect of 
"stair-stepping" because it concluded that many retired Alasl^s 
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 impact of an abrupt 
denial (or reduction) in either payment.

Under last session's House bill, those who had reached the 
age of 60_ before 1986 would have received a full ALB for life, 
although the amount of that bonus would not be increased in 
future years. The committee considered and rejected the option 
of extending this protection to 60-vear-olds for three reasons:

1. Assuming a retirement age of 65, those under that age 
will have 1-5 years to make necessary arrangements to accommodate 
either the loss of a cash dividend, or incremental reductions ir 
the ALB payment. Current retirees, on the other hand, have¥
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little or no ability to alter their financial condition. Thus, 
while any age group might be said to have some "expectancy" to 
both an ALB and a cash dividend, that "expectancy" is more 
immediate, and more critical, for existing retirees;

2. Exempting 60-year-olds from the ALB reduction of the 
committee bill would not simply postpone the inevitable financial 
disparity between two groups of Alaskans -- it would aggravate 
it. lT ider 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 initially be $11.92 per month. The 
committee felt that if some smaller differential were felt 
immediately, the need to begin participation in the program now 
would be more apparent to non-exempt recipients. In other words, 
immediate "stair-stepping" may well encourage higher annuity 
participation, which in turn will reduce the actual differential 
treatment between exempt and non-exempt recipients; and

3. The ALB program cannot go on forever. Indeed, it has 
been a goal of the committee to develop a proposal 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 program. In drawing the necessary 
dividing line between those who can continue to receive the full 
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 rates for the legislation's 
annuity program. Currently, participation rates in certain • 
voluntary employee retirement plans exceed 50%. There areA  
however, differences beD^een those plans, and the annuity program 
established by the committee's bill. Under most employee plans, 
contributed funds can be withdrawn upon termination, or in case 
of substantial hardship. Under the committee bill, however, no 
benefits can accrue until retirement. Additionally, high 
participation rates 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) is not a 
component of the regular family 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 
Old Age Assistance payments may be substantially decreased. 
Indeed, it is conceivable that a successful annuity, program could 
virtually eliminate the need for old age welfare payments. For 
example, by the year 2010, every elderly Alaskan who has fully 
participated in the program will be receiving a monthly annuity 
of $1,047.88.

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

The only way to guard against future increases in OAA 
clientele is either to maintain the existing ALB program ••- an 
option which the committee believes is cost-prohibitive -- or 
convert the ALB itself into a form of welfare. Other options 
studied (including stairstepping) would not simply threaten, but



inevitably lead to higher OAA obligations. The committee bill,
on the other hand, offers Alaska's future elderly at least the
opportunity to ultimately avoid the need for OAA assistance -- an
opportunity which at least some Alaskans will accept. In ocher
words, even with modest levels of participation, the result would
be better than under "stair-stepping."

♦
11. Impact Upon Eligibility For Old Age Assistance and 

Medicaid.
If an elderly Alaskan earns $586 or less per month, he or 

she is eligible to receive federal Supplemental Security Income 
and/or state Old Age Assistance. There are currently some 2,450 
elderly receiving this assistance, and the average benefit is 
$240 per month.

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

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

Until 1984, and by virtue of a specific exclusion in federal 
law, ALB payments did not count as "income" in determining 
eligibility for SSI or Medicaid. See 42 U.S.C. 
§1982a(b)(2)(B). However, when the ALB program was changed in



1984, Congress also amended the exclusion to protect only those 
who:

1. are 65 years of age on or before September 30, 3 985;
and

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

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

1. Some 750 current recipients of OAA will experience a 
loss or reduction in benefits because they are now eligible cc 
receive the ALB, but fall outside the amended federal exclusion. 
These individuals have not, however, suffered a ne* loss in cash 
benefits, since ALB payments have merely replaced previous 
OAA/SSI payments. While these individuals are. the subject of 
discrimination, since they cannot retain both their ALB and their 
previous OAA/SSI benefits (as can long-time Alaskans), that 
discrimination is solely the product of federal law. If the 
state undertook to cure this discrimination by replacing lost 
federal SSI benefits, $1.4 million would be required for FY 1986.

2. Some 314 of the 750 affected OAA/SSI recipients will 
also lose non-nursing home Medicaid coverage -- a benefit which 
averages $2,500 per year. This is a substantial loss which is 
not compensated for by the ALB program. The amount of lost 
federal Medicaid benefits to these 314 individuals is only 
$413,847 for FY 1986. The state could therefore compensate for 
these lost federal benefits at relatively small cost.



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

The committee bill neither alleviates nor aggrevates the 
problems associated with OAA/SSI benefit reductions, or 
reductions in non-nursing home Medicaid payments. Unless the 
legislature were to adopt a needs-based ALB program, virtually 
any option which the legislature might chose would leave the 
affected elderly in the same position as under cur7-ent law. 13/

The committee proposal would, however, probably benefit
(existing nursing home residents. Under the bill, persons 

residing in a nursing home are ineligible to receive the ALB. 
This exclusion, the committee believes, is consistent with and 
furthers the intent of the ALB program. Its effect is to benefit 
existing nursing home residents who will lose access to the $250 
a month ALB, but at the same time will retain their eligibility 
for $50,000 per year nursing home payments.

13/ Under current federal law, payments which are predicated on 
need are not counted as "income” for federal assistance purposes. 
Thus, the means test proposal discussed earlier may avoid the 
problems discussed in this section -- assuming that federal 
officials were willing to treat a $25,000 income limit as truely 
differentiating the "needy" from the "non-needy."



12. Costs of Various ALB Alternatives. The committee has 
estimated the costs of various alternatives. Although population 
figures (and hence program costs) in future years are difficult 
to predict, several of the alternatives studied -- including the 
stair-stepping approach and the means test proposal -- envision 
general fund expenditures well 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 
important. .

Second, some-options envision higher immediate investment in 
return for. lower long term obligations. Others involve smaller 
near-term expenditures -- an attribute which is 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 
under four alternatives. This chart assumes that -- whatever 
program is chosen -- an escalation in the ALB payment will be 
made as the years go by. As the chart indicates, the cost of 
continuing the current, expanded ALB program is prohibitive. The 
second option, the "Annuity Program," reflects the committee bill 
without grandfathering Alaska's existing elderly. Under this



opcion, in oraer Co receive Che CargeC amounc, exiscing elderly 
would be required Co forego cheir permanenc fund dividends.

The Chird opcion -- che "Annuicy Program w/1986 
SCairscep" -- refleccs che ALB coses of Che commiCCee bill 
icself. The "SCairsCep" approach refers co lasc session's 
legislacion, which would begin scair-scepping in FY 1991. 
Finally, projeccions on che means CesC proposal which assume 
-scalacion have noc been run.

Assuming chac Che legislacure provides a 31 per annum 
increase in che ALB paymenc, Che ALB coses of Che opcions 
considered are as follows:

Chare 1
ALB COSTS THROUGH 2034 

WITH 3I ESCALATOR (in millions)
Nominal $ ConsCanC $ Present: 

Value 14/

Currenc Law 13,087 2,501 1,393
Annuicy Program 964 605 496
Annuicy Program

w/1986 SCairscep 1,290 735 584
Scai.rscep 1,455 745 577
Means Tesc N/A N/A N/A

14/ The Cerm "Nominal $" :s self-explanacory. The Cern
^onscanc $" refers Co coses expressed in 19S6 dollars -- 
assuming 6Z annual inflacion. The cerm "Presenc Value" refers Co 
Che amounc of money which, if invesCed now, would endow che 
various opcions chrough Che duracion of each.



Conversely, if the legislature held the amount of the ALB 
constant over the years instead of providing a regulator 
escalator, the ALB costs of the option would be:

Chart 2
ALB COSTS THROUGH FY 203A 

WITHOUT ESCALATION (in millions)
Nominal $ Constant $ Present Value

Current Law 5,419 1,391 880
Annuity Program 619 432 369
Annuity Program

w/1986 Stairstep 864 539 444
Stairstep 1,040 586 470
Means Test 3,199 945.9 634.9

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

Estimating the costs of "front loading" 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 is increased 10% for each year of age up to 65.
Second, the committee assumed that participation rates would be 
very low in younger Alaskans, and extremely high for those older 
Alaskans receiving the greatest front-loading. The cost of 
"front load payments" under those assumptions -- with and without
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che grandfathering of exiscing recipients are reflected ir 
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 cost of any front loading must be 
offset by "ALB savings," which are also reflected in Chart 3:

Chart 3
EFFECT OF 3-YEAR FRONT LOADING 

(in millions)
Nominal $ Constant $ Present Value

Annuity Program (3% Esc.)
Front-Load Payments 

(ALB Savings)
Net Cost (Savings)

Front-Load Payments 
(ALB Savings)

Net Cost (Savings)

Front-Load Payments 
(ALB Savings)

Net Cost (Savings)

Front-Load Payments 
(ALB Savings)

Net Cost Savings

113
(126)
(13)

101
(69)
32

Annuity Program (No Esc.)
113
(91)
~TT

101
(57)
~TT

96
(31)
~ b 5 ~

96
(46)
“ SO-

Annuity & 1986 Stairstep (3% Esc.)
79
(82)

71
(41)

(3) 30
Annuity & 1986 Stairstep (No Esc.)

67
(31)
36

79
(56)
~ Z T ~

71
(30)
~ T T ~

56
(23)
~ n r

The net costs (or savings) of front loading for any 
particular program can then be added (or subtracted) from the 
appropriate column of Charts 1-2. From that exercise, it is
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• apparent that front loading does not materially affect the cost 
ranking of any of the options considered.

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

It is difficult to predict the number of elderly who would 
actually turn to state welfare assistance if and when the ALB 
program were terminated. Currently, one out of every 2,65 
income-eligible ALB recipients actually applies for OAA. Under 
the "moderate low" scenario of Chart A, one half of those elderly 
would apply for OAA. Under the "moderate high" scenario, 
two-thirds of the eligible elderly would apply for assistance 
once the bonus program were terminated. Cumulative costs, 15/ 
in increased OAA and Medicaid benefits, through the year 2010 
under these two scenarios are as follows:

15/ The cost estimates in Chart A should be viewed as 
substantially eqivalent to constant 1986 dollar estimates. 
Although they are technically nominal dollars, tb~y 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

- 3 9 -



•t i- • t

4 1

Chart 4
INCREASED OAA/MEOICAID COSTS THRCUC-K 2010 

(in millions)
Moderate Low Moderate High

81.3 150.2
It is possible that increased OAA costs would also result 

from the committee bill. Although, under the bill, the ALB is 
gradually phased out, rather 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, 16/ and because a portion of Alaska's 
population will participate in the annuity program, the committee 
believes that -- even with low participation rates -- the impact 
of the bill upon old age assistance programs is likely to be less 
severe than under the stairstepping approach.

Finally, the committee looked at the cost of various options 
after 1999. As noted previously, it has been a goal of the

dollar costs.
16/ Thus under stairstepping, a person turning 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 noc
participated in the annuicy program, will still receive a
longevity bonus of $222.61 per month.
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- committee to develop a longevity bonus program in which general 
fund obligations would be minimized as oil revenues declined. 
Chart 5 indicates the cost of stairstepping, the means test 
proposal and the annuity program with and without stairstepping, 
which would be incurred in the 21st century:

Chart 5
COSTS INCURRED AFTER YEAR 1999 

(in millions: Nominal $)
3% Escalation
Annuity Program 69.9
Annuity Program

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

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

The Benefit Concept's Proposal
The committee investigated an approach proposed by Benefit 

Concepts, Inc. and Kidder Peabody & Co., Inc. The proposal is 
essentially an investment program for endowing the longevity 
bonus program. That is, a substantial investment (approximately 
$350 million) would be made in the initial years of the program, 
and the return from that investment is estimated to be sufficient
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to make the declining longevity bonus payments required under the 
committee's annuity approach. 17/

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

The Benefit Concepts proposal was analyzed by the actuarial 
firm of Johnson & Higgins at the committee's request. That firm 
concluded that (1) the costs of the program may be understated 
when compared with data used by OMB (see fcotnote) ; (2) should

tthe state consider "endowing" the ALB program, it should not
limit its choices to the low risk alternatives considered by

17/ Subject to available funds, the state could "endow" any 
program by investing enough cash to produce the revenue to pay 
the costs of the program. Indeed, the concept of "endowment" is 
implicit in the "present value" calculations made by the Office 
of Management and Budget for the longevity bonus alternatives 
analyzed. Two points deserve attention. First, in order to 
avoid dedicated fund problems, the income from any such 
investment would be deposited in the general fund, and subject to 
annual appropriation to pay program’ costs. Second, the 
assumptions used by Benefits Concepts in making their cost 
estimates differ in two important respects from the assumptions 
used by OMB. Benefit Concepts used different population 
projections, and assumed a different interest environment. Both 
these differences understate the cost of their proposal when 
compared wich programs using OMB estimates. The committee, 
therefore, cautions against direct cost comparisons.



'Benefit Concepts, but should also examine other investment 
options; and (3) the primary advantage of the SPL approach over 
other low risk investments is the substantial tax advantage 
available tc some insurance companies in providing this type of 
policy. These tax advantages are under scrutiny by the federal 
Treasury Department, and could well be eliminated through 
revisions to the Internal Revenue Code in the near future. It 
would be likely that an insurance company would insist on passing 
any tax changes through to the policy holder, thus removing the 
advantage of this type of investment.

The committee is unable to make a firm recommendation 
regarding this proposal to the legislature but believes that the 
concept may warrant further consideration by the state's 
financial experts.

The Alaska Pioneers 1 Home
On July 30, 1984, Governor Sheffield requested the committee 

to consider expanding its inquiry to include Alaska's Pioneers' 
Home Program. Because of time constraints, and the fact that the 
committee developed an alternative to the ALB program which has 
no application to the Pioneers' Home, the committee was unable to 
consider alternatives to this program in any depth.

The committee, however, shares Governor Sheffield's concerns 
over the program. Under AS 47.25.030, an individual must have 
resided in Alaska for 15 consecutive years, or 30 total years, in



order Co be eligible for admission Co che homes. Plainly, Chac 
requirement raises substantial constitutional quescions.

To dace, no one has filed suic over Che Pioneers' Home 
eligibilicy requiremenCs. Ic is Chis commictee's recommendacion 
Chac Che legislacure develop and consider alcernacives Co che 
exisCing residency requiremenCs during chis session. The 
pressure and Pension created by Che Vest licigacion has made ic 
more difficult, over che past 2% years, Co develop a sound 
replacement for che AL3 program. That experience need not, and 
should not be repeated for che Pioneers' Homes.

One alternative for replacing the current residency 
requirements warrants note. The legislacure may wish to develop 
a point system chac would determine eligibility for Pioneers' 
Home admission based upon the hardship thac would be suffered if 
Che applicant were forced to seek housing ouc of stace. Location 
of home, family and friends would all be relevant Co assessing 
Chat hardship; yet hard and fast residency rules would be 
avoided.

Conclusion
The undersigned members of che commictee respectfully 

recommend that the legislacure consider and enact the annuity
i  u   . * .  j  • __  . 1  •
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jAN 1 2 1985

IN THE ________________________  BY___
______  BILL NO.

IN THE LEGISLATURE OF THE STATE OF ALASKA 
FOURTEENTH LEGISLATURE - FIRST SESSION 

A BILL
For an Act entitled: ""An Act amending the longevity bonus program and the

permanent fund dividend program in order to establish 
an annuity program; and providing for an effective 
date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. FINDINGS AND PURPOSE. The legislature finds and declares 

that
(1) it is in the public interest to continue the longevity bcnus 

program. However, as oil reserves decline over the years, it will become 
increasingly difficult to provide the benefits of the longevity bonus 
program through the ge: ’.ral fund. As a result, that program must be phased 
out over the years;

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

(3) many retired Alaskans have made their retirement plans in 
reliance on the availability of both the existing longevicy tonus and the 
permanent fund dividend. Accordingly, the legislature finds that i.. is 
appropriate to continue bcth those programs for these individuals;



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

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

* Sec. 2. AS 43.23.005 is amended to read;
(c) A parent, guardian, or other authorized representative may 

claim a permanent fund dividend on behalf of an unemancipated minor or 
on behalf of an incompetent individual who is eligible to receive a 
dividend [PAYMENTI under this section.

* Sec. 3. AS 43.23.005 is amended by adding a new subsection to read:
(d) A person who is eligible to receive a permanent fund divi­

dend under this section, or who is authorized to claim a dividend on 
behalf of another under (c) of this section, may elect to receive cash 
in lieu of an annuity share. Alternatively, a person may elect to 
receive not less than 25 percent of his dividend in cash and the 
remainder as an annuity credit. A person exempt under AS 47.45.015(b) 
will automatically receive cash without the necessity of election.

* Sec. 4. AS 43.23.015 is amended to read:
Sec. 43.23.015. APPLICATION AND PROOF OF ELIGIBILITY. (a) The 

commissioner shall adopt regulations under the Administrative 
Procedure Act (AS 44.62) establishing the process for determining the 
eligibility of individuals for permanent fund dividends. The
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commissioner nuy require an individual to provide proof of 
eligibility, and the commissioner may use other information available 
from other state departments or agencies to determine the eligibility 
of an individual.

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

I certify that

( ) I an, .. state resident on the date of this application 
and I have been a state resident for at least six months immediate.1.y 
preceding the date of this application; or

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

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

(signature of individual, 
parent, guardian', or other 
authorized representative I

(c) Except as provided in (d) of this section or as may be
provided by regulations adopted by the department, an individual must
personally sign the application for permanent fund dividends,



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

(d) The application and certification of residency of an 
unemancipated individual under 13 years of age or of an incompetent 
individual must be signed by the individual's parent, legal guardian, 
or other authorized representative.

(e) If a public agency claims a cash [PERMANENT FUND] dividend 
on behalf of an individual under (i) of this section, che public 
agency shall hold the dividend in trust for the individual. Money 
held in trust under this subsection shall be invested by the 
commissioner in accordance with AS 37.10.070.

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

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



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

(i) The permanent fund dividend application form shall be pre­
pared to allow an applicant, other than a person exempt under AS 
47.45.015(b), to elect to receive cash in lieu of a permanent fund 
dividend.
Sec. 5. AS 43.23.035 is amended to read:

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

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

(c) If the commissioner oetermines that a permanent fund 
dividend should not have been credited to an individual's annuity
account, the commissioner mav after notice and ooDortunitv for
hearing, direct the commissioner of administration to debit the
individual.'s annuity account for the amount wronalv credited. 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 three vears.

* Sec. 6. AS 43.23.055 is \nended to read:
Sec. 43.23.055. DUTIES OF THE DEPARTMENT. The department shall

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

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

permanent fund dividends for a year are paid before April 30 of the 
year following the year;

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

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

(5) provide the commissioner of administration with 
information necessary to maintain individual annuity account records
and administer the annuity program.
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* Sec. 7. AS 43.23.065 is amended to read:
Sec. 43.23.065. EXEMPTION OF PERMANENT FUND DIVIDENDS. (a) 

Fifty percent of a cash payment received under AS 43.23.005(d) [THE 
ANNUAL PERMANENT FUND DIVIDEND PAYABLE TO AN INDIVIDUAL] is exempt 
from levy, execution, garnishment, attachment, or any other remedy for 
the collection of debt. This exemption applies to a.i eligible 
individual's permanent fund dividend both before and after peyment is 
made to the individual. An exemption is not available under this 
section for cash payments [PERMANENT FUND DIVIDENDS] taken to satisfy
(1) child support obligations required by court order or decisirn of 
the child support enforcement agency under AS 47.23.140 —  47.73.220;
(2) a debt owed by an eligible individual to an agency of th*. state, 
unless the debt is contested and an appeal is pending, or tne time 
limit for filing an appeal has not expired, or (3) court ordered 
restitution under AS 12.55.045 —  12.55.051 or AS 12.55.100. A child 
support obligation under (1) of this section has priority over a debt 
owed to an agency of the state, and a permanent fund dividend may not 
be taken to satisfy a debt under (2) of this section until any portion 
of the dividend necessary to satisfy a child support obligation has 
been taken.
(fc) V?hen an individual owes a past due debt described in (a) (li of 
this secuion, the department shall require that the individual take 
his or her permanent fund dividend in cash.
(c) The courts of this state may, as a condition of anv civil iuacrment 
or restitution order under AS 12.55.045 —  12.55.051 or AS 12.55.100, 
require the defendant to take his or her permanent fund dividend in 
cash.

* Sec. 8. AS 43.23.075 is amended to read:
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Sec. 43.23.075. ELIGIBILITY FOR PUBLIC ASSISTANCE. (a) In 
determining the eligibility of an individual under a public assistance 
program administered by the Department of Health and Social Services 
in which eligibility for assistance is based on financial need, the 
Department of Health and Social Services may not consider a permanent 
fund dividend as income or resources received by the recipient of 
public assistance or by a member of the recipient's household unless 
required to do so by federal law or regulation. The Department of 
Health and Social Services shall notify all recipients of public 
assistance of the effects of [RECEIVING] a permanent fund dividend 
credit or cash oavment.

(b) An individual who is denied medical assistance under 42 
U.S.C. 1396 —  l.i96o (Social Security Act, Title XIX) solely because 
of the credit or receipt of a permanent fund dividend ty the 

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

(c) An individual who is denied assistance solely because 
permanent fund dividends credited to or received by ;he individual or 
by a member of the individual's househoiu are counted as income or 
resources under federal law or regulation is eligible for cash 
assistance under the general relief assistance program 
(AS 47.25.120 —  47.25.300). Notwithstanding the limit in 
AS 47.25.130, the individual is entitled to receive, for a period not 
to exceed four months, the same amount as the individual would have



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

CHAPTER 16: ANNUITY PROGRAM 
Sec. 37.16.010. ANNUITY INVESTMENT FUND. (a) The annuity 

investment fund is established as a separate fund in the state 
treasury. Notwithstanding the provisions of AS 37.13.145, an amount 
equal to the permanent fund dividends taken as annuity credits under 
AS 43.23 shall be annually transferred from the dividend fund to the 
annuity investment fund.

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

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

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

(3) The credit for persons over the age of rs is the base 
amount, increased for each year of age over 35 up to and including the 
age of 65. The incremental increase for each year of age is £ 
percentage over the credit for the prior year of age. That percentage 
shall be established with due regard for historical ai.i projected 
permanent fund returns on investment;



(4) If a person elects to receive a portion of his dividend 
in cash under AS 43.23.005(d), the allocation to which he is otherwise 
entitled will be proportionately reduced.

(c) Money in the annuity investment fund shall be invested by
the commissioner of revenue in investments authorized under
AS 39.35.110. The commissioner of administration shall credit 
individual annuity accounts with earnings at a rate equal to the rate 
af interest earned by the annuity investment fund.

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

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

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

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

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



Sec. 37.16.030. PAYMENT Or ANNUITIES. (a) An individual with
or.e or more annuity credits may receive an annuity upon reaching the 
age of 65.

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

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

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

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

(f) An individual does not receive a vested property right in an 
annuity payment until that payment is made. Notwithstanding the 
provisions of this section, the state is not obligated to provide 
annuity payments for annuity credits granted under AS 43.23.005.
Sec. 10. AS 43.23.095(6) is repealed and re-enacted to read:

(6) "permanent fund dividend" means a credit tc ar. annuity
account under AS 37.16, unless the individual is either exempt unde*.
>S 47.45.015(b) or elects cash under AS 47.23.005(d);
Sec. 11. AS 47.45.010(a) is amended to read:

(a) A person who is 65 years of age or over, who resides in the 
suate for at least one year immediately preceding application for a



longevity bonus under this chapter may apply to the commissioner of 
administration for qualification to receive a monthly bonus [OF 5250].

* Sec. 12. AS 47.45 is amended by adding a new section to read:
Sec. 47. 45.015. AMOUNT OF BONUS. (a) Subject to (b) of this 

section, the monthly longevity bonus is equal to S250, increased by 
three percent each year beginning in fiscal year 1987, minus the
maximum possible annuity for a person 65 years of age under the 
annuity program (AS 43.23.110 —  43.23.120), as determined by the 
commissioner of administration.

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

* Sec. 13. AS 47.45.070 is amended to read:
Sec. 47.45.070. UNQUALIFIED PERSONS. An unqualified person is

one who
(1) does not meet the age or residence requirements as provided 

for under this chapter;
(2) meets the age and residence requirements of this chapter but 

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

(3) is otherwise qualified but confined in a penal or
correctional institution or facility; upon completion of sentence or 
upon the conferral of a pardon, parole or probation, the person may
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make application; confinement outside the state shall be considered as 
residence in the state if a person was convicted and sentenced from a 
court in Alaska; revocation of parole or probation shall be cause for 
immediate disqualification until release from confinement is again
effected;

(4) voluntarily leaves the state and remains absent from the
state for a continuous period of more than 180 days.

* Sec. 14. Section 11, ch. 38, SLA 1984 is amended to read:
Sec. 11. Sections 7 and 9 of this [THIS] Act [AND AS 47.45] are 

repealed June 30, 1985.
* Sec. 15. AS 43.23.045(c) is repealed.

* Sec. 16. This Act a*., lies only to permanent fund dividends for years
beginning after December 31, 1985.

* Sec. 17. This Act takes effect January 1, 1906.
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- I . INTRODUCTION
The purpose of this report is to provide a broad view of the 
issues involved in resolving the future of the longevity 
bonus program. Each of the options discussed before the 
committee has both its merits and drawbacks. The minority 
members of the task force believe a more complete discussion 
of the various proposals is necessary so that policy makers 
can decide which of the options is the best one for the 
State.
The options covered in this report are the annuity proposal, 
the means test proposal, the stairstepping proposal, and 
maintaining the current program.
II. PHILOSOPHICAL DIFFERENCES
Each of the options considered represents a significantly 
different philosophy about the future of the program.
The philosophy underlying the annuity proposal is that the 
current bonus program should be replaced with a retirement 
program for all of the state's citizens. The majority 
report states, "[t]he Committee believes that there is a 
need for future State participation in the building of 
retirement security The annuity proposal presumes that
individuals need encouragement from the State to prepare for 
their final years, even though a majority of Alaskans save 
for their retirement through privat sector investments and 
employer retirement programs.
The annuity proposal also assumes that there is still a need 
to provide cash assistance to elders regardless of their 
length of residency. And finally, this proposal would 
require Alaskans to choose between the alleged short term 
benefits of the permanent fund dividend program and the 
supposed long term benefits of the annuity program.
In contrast, stairstepping emphasizes three facts: (1) the
original program was always intended to end if the courts 
ever declared it to be unconstitutional; (2) there are a 
large number of older Alaskans who have counted the bonus 
into their retirement plans, despite its constitutional 
status; and (3) the State faces a declining revenue picture.
Stairstepping takes care of the needs of Alaska's elders at 
the expense of the needs of younger Alaskans. The proposal 
also assumes that younger individuals will provide for their 
own retirement security through the private sector or will 
be eligible for public assistance. Further, fiscal reality 
is faced by phasing out the program (and the general fund 
cost) entirely, not shifting the general fund cost to 
another funding source. And finally, stairstepping does not



take need into account because many Alaskan elders reject 
need as a criteria for receipt of a bonus.
The philosophy behind the means test proposal can be 
contrasted with both the annuity and stairstepping 
proposals. It assumes the longevity bonus program should 
continue, but provides a larger benefit to those who need it 
the most. In other words, even though we cannot afford to 
continue the current program at its present cost forever, 
poorer individuals need a larger bonus payment. Also, the 
means test proposal is crafted to mesh with federal 
entitlement programs so the State can provide more benefits 
for the poor overall with less State cash.
The last option, maintaining the current program, assumes 
that the bonus should continue in its present form because 
all Alaskans rely on it, regardless of whom it was 
originally intended to benefit. Also, it emphasizes the 
importance of the bonus and its priority for State funding 
in spite of declining revenues and competition with other 
statewide needs.
III. ANNUITY PROPOSAL
Although the committee majority favors the annuity, there 
are certain aspects of the proposal that the majority report 
does not discuss.

i
A. Summary
The annuity proposal has three basic features: (1)
Continuing the bonus program for all persons age 65 by 
1986, and paying these persons a benefit level of S250 
per month, plus 3 percent cost of living increase, for 
life. (2) Phasing out the bonus program for every one 
under 65 in 1986, and paying these persons an ever 
reducing benefit level until sometime in the early part 
of the next Century. (3) Creating a State supplemental 
retirement program for those under 65 by 1986 who 
choose to invest their permanent fund dividends in it.
B . Front-loading
The annuity bill allows the Legislature to increase the 
monthly annuity amount by subsidizing or 
"front-loading" the account with annual appropriations.
The purpose of front-loading is to increase the amount 
of the monthly annuity check and to provide a tax 
shelter for those who invest their dividends in the 
program. Both of these aspects are considered 
necessary inducements to increase participation in the 
program.
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Though the cost of front-loading depends on the number 
of people who participate in the program, the task 
force majority estimates that at least $79 million will 
be required in the first three years, in addition to 
the funding necessary to continue the phase out bonus 
program. Since the revenue picture is a clear obstacle 
to getting this funding from cne general fund, the 
majority proposes that front-loading dollars come from 
the permanent fund reserve account. We do not support 
use of the reserve account to pay for the annuity 
program, since the appropriate uses of the account are 
already spelled out in statute.
It is also likely that front-loading will be necessary 
far beyond 1989. Tax counsel has advised the committee 
that tax shelters will only be available in the years 
in which the program is front-loaded.
It also seems likely that once the subsidizing begins, 
it will be difficult to end. Thi * appears especially 
true if short term front-loading . .creases the annuity 
checks of elder Alaskans more than those of younger 
Alaskans, as the majority report indicates.
It is also possible that the Legislature could decide 
not to front-load the program at all.
The amount of the bonus each year is tied to the 
maximum annuity of a 65 year old. Since the maximum 
annuity will be smaller if it is not subsidized, the 
general fund cost of the phase out bcnus program would 
be more than the majority report indicates.
C . 3% Escalator
The bonus and the cost of the program itself are 
increased dramatically by a 3% annual escalator. If 
this is really intended to be an automatic cost of 
living increase, it should be tied to some acknowledged 
COLA indicator. ■ In the past, the bonus amount has been 
increased for valid economic reasons, not 
automatically.
D . Participation
The more Alaskans that participate in the annuity 
program, the more likely it is to succeed. We are 
skeptical, however, about the ability of the program to 
achieve a high and continuous rate of participation.
According to the Governor's Office of Management and 
Budget, 40% of current bonus recipients have annual 
incomes of less than $10,000. According to the IRS, 
only 2% of taxpayers within this income category buy
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IRAs e*. though it is to their advantage to do so.
The statistics on deferred compensation plans are 
similar. Generally, people without spare cash do not 
put off receiving income because they cannot afford to. 
Under this proposal, bonus checks will be reduced each 
year, yet individuals will have to give up their 
permanent fund dividends in order to make up the 
difference.
By grandfathering in current ALB recipients, the bill 
does protect the current income of today's elders who 
are at least 65. But what about everyone else? 
According to the Permanent Fund Corporation's recent 
report on the dividend program, about 18% of adult 
recipients making less than $26,000 annually used their 
1982 dividend to reduce debt and another 22% used it to 
help with regular expenses. Clearly, these individuals 
are using their dividends to meet basic needs.
The annuity proposal asks the Alaskans who can least 
afford it to make a very difficult choice —  either 
they take the cash now to meet basic needs or they 
skimp on basic needs and defer their dividend for a 
promise of a future payment. And they have to trust 
that the program will still be in existence, and that 
they will live to 65.
Even those Alaskans who can afford the program may be 
reluctant to participate. Consider the following 
fact::

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

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

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

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



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

E Legality of the Proposal
in general, this proposal appears to be constitutional­
ly sound. It should be noted, however, that the 
grandfathering of current bonus recipients would create 
a protected class of persons. Any law that establishes 
such a classification is subject to an equal protection 
challenge. However, it seems unlikely that such a 
challenge, would succeed, since the classification is a 
rational one that furthers a legitimate public purpose. 
Please refer to the discussion in section IV - E for 
further information.
F. Conclusion
The question for policy makers is whether this 
particular annuity proposal makes good economic sense 
on both a State and a personal level.

IV. STAIRSTEPPING PROPOSAL
A. Summary
The stairstepping proposal continues the current 
program for five years and then begins tc phase out the 
program by increasing the age of eligibility by one 
year, each year beginning in July, 1991. In effect, 
any one who is 60 or older by July of 1985 would 
qualify for a $250 monthly bonus from age 65 until 
death.
B . Impact on Younger Alaskans
The proponents of stairstepping do not dispute the 
fact that the proposal protects today's elders, but 
does not protect those who wll turn 60 after July of 
1985. In fact, its purpose is to ensure that those who 
have counted on the bonus for their retirement years 
receive it throughout the rest of their lives. Since 
we do face a gloomy revenue picture, backers of this 
proposal believe the only affordable method of protect­
ing the bonus for current elders is to discontinue the 
program for everyone else.
This should not be interpreted as a lack of concern for 
the retirement years of individuals under age 60. 
Instead, it reflects a philosophy of truly 
"substituting private thrift for public largesse", the 
alleged theme of the annuity proposal. It reflects a 
belief that there are plenty of savings options

-5-



available in the private sector for those individuals 
who are in a position to defer cash until some future 
time. Further, it reflects the belief that the annual 
permanent fund dividend can be used for this purpose 
now and that establishing a State annuity program to 
encourage saving the dividend for retirement is 
unnecessary.
Finally, it is important to reiterate that the original 
bonus program was intended to self-destruct if it was 
ever declared unconstitutional. The stairstepping 
proposal accomplishes this task while minimising the 
harm which would otherwise occur.
C. Why Protection for 60 Year Olds Instead of 65 Year 

Olds
The group of Alaskans who do count on the bonus extends 
beyond those who are currently eligible to those who 
are about to become eligible. In general, it is 
accurate to state that the older and poorer an 
individual is, the more that individual needs both the 
bonus and the dividend.
It is true that any age cut off is arbitrary. The 
reason that age 60 has been chosen, however, is that 
those who are within five years of retirement are most 
in need of the bonus. Also, five years appears to be 
adequate to allow Alaskans in their 50s to prepare for 
a retirement without the bonus. At the very least, it 
gives these Alaskans plenty of notice that they can no 
longer expect to receive a bonus.
It should be noted that if the method of stairstepping 
is changed, the bonus of more Alaskans will be 
protected. For example, instead of waiting five years 
and then stairstepping one year each year, stair­
stepping could begin immediately but occur every other 
year. This would allow a much larger group of Alaskans 
to receive a bonus, but receipt would begir. at a more 
advanced age.
D. Legality of the Proposal
Stairstepping creates two classes of people: those who 
receive bonuses and those who do not. Any law that 
establishes classifications is subject to an equal 
protection challenge under both the Federal and State 
constitutions. A challenge will not succeed, however, 
if the classifications embodied in the law are 
rational, and further legitimate governmental purposes, 
ii.^y do not need to meet the test of furthering a 
compelling State interest, as other laws do.



The stairstepping approach would not affect any 
constitutional right beyond general equal protection.
It would provide benefits to newcomers who met the one 
year age requirement, and thus would not thwart the 
right to travel.
Stairstepping embodies a balance between recognition 
that our elders need the bonus on the one hand, and a 
perception that the State cannot continue to fund an 
ever expanding program indefinitely. In a recent case, 
the Alaska Supreme Court reaffirmed that the 
recognition of "grandfather right" and "hardship" are 
legitimate goals of the limited entry law under equal 
protection analysis. Kalmakoff v. State, Op. No. 2900 
(January 11, 1985). It appears that court would find 
it legitimate for the Legislature to "grandfather" 
those who are presently receiving the bonus or 
expecting to receiva ic in the near future, since those 
individuals would suffer the most hardship if the 
program were suddenly ended. Individuals younger than 
60 at the date of enactment would have considerable 
notice that the program would not be available to them 
at retirement, and would have some wage-earning years 
to adjust their expectations. Also, the State's 
revenue expectations are certainly a legitimate element 
in deciding what program should.be enacted.
In sum, it appears that stairstepping is constitutional 
and would withstand any legal challenge.
E. Conclusion
Stairstepping continues to be a valid method of 
dealing with the current longevity bonus crisis.
Though not all Alaskans would benefit from it, it is a 
fair, rational approach to a problem that does not have 
any easy solutions.

V. MEANS TEST PROPOSAL
A. Summary
Under the means test proposal, an individual age 65 or 
over may apply for a bonus of $250 a month if his or 
her adjusted gross income was less than $25,000 for the 
year prior to application. An individual who does not 
meet the income requirement, or who chooses not to 
apply for $250, is eligible for a bonus of $100 per 
month.
The $25,000 income cap will allow 80% of Alaskan elders 
to continue to receive the $250 monthly bonus. At the 
same time, the proposal would reduce payments to those 
elderly Alaskans for whom a monthly bonus is not a



financial incentive to remain in the State. These 
wealthier individuals will continue to be honored with 
a smaller monthly bonus that can be viewed as a 
psychological incentive to remain in Alaska.
B . Reasons for a Means Test Program
Many elder Alaskans have vehemently opposed creation of 
a "welfare" bonus program. These individuals feel that 
the bonus was originally intended to reward them for 
their contributions to Alaska and that it never was 
intended to be a form of public assistance. Indeed, 
some of these elders appear to prefer no future for the 
bonus program at all if that future is based on need.
Why then should the Legislature seriously consider a 
means test proposal? One important reason is the 
federal government's position on the impact of fuuure 
bonus income on public assistance. Since federal 
officials insist that the $250 bonus be counted when 
determining public assistance eligibility for some 
Alaskan elders, this proposal represents a direct 
method of cancelling tne affect of the federal action. 
It would eliminate the loss of Federal Supplemental 
Security Income and Old Age Assistance for 750 Alaskans 
and non-nursing hone medicaid benefits for 314 
Alaskans.
Also, federal officials have indicated that they will 
be flexible in determining whether a jrogram meets 
their definition of need. Though this proposal still 
allows 80% of current recipients to continue to get 
$250 a month, federal officials believe it will fall 
within their definition.
The proponents of this proposal are not insensitive to 
the wishes of those elders who are opposed to any needs 
based program. Rather, they have attempted to craft a 
proposal that does alleviate the federal concern as 
well as the concern of these elders. Actually, this 
proposal would not implement a "welfare" program. It 
is only a needs based one in the sense that it does 
draw distinctions among elders based on income. But it 
is not a "welfare" program because it is not only for 
the very poor. All elders get a bonus and most elders 
get the same bonus; only the wealthiest 20% get less 
than the others.
Moreover, there are many elders who do not share the 
strong feelings about a potential "welfare" stigma. 
These individuals are not always the most vocal, but 
they are still important. This proposal emphasizes 
their importance and points out another method of 
dealing with the state's fiscal reality by giving a



.larger bonus to those who need it the most.
C. • Legality of the Proposal
The largest legal question posed by this proposal is 
whether tho one year residency requirement would be
valid for -_ne S250 bonus since its receipt would be
based on a person's income. The United States Supreme 
Court has held that a one year residency requirement 
infringes on the federally protected right to travel 
when used in a program which provides the "basic 
necessities of life." Thus, in Shapiro v. Thompson,
394 U.S.618 (1969), the court struck down a one year 
residency requirement for welfare assistance.
But every government program does not provide for 
"basic necessities of life." For example, in Hawaii 
Boating Association v. Water Transportation Facilities, 
651 F.2d 661 (9th Cir. 1981), the court found that a 
one year residency requirement for reduced rates for 
boat moorage did not impair the right to travel, since 
the benefit involved was not significant.
While the courts have ruled that some programs clearly 
fall within the "basic necessities" definition (such as 
welfare, hospitalization, and federal low rent housing) 
and some programs are clearly outside of that 
definition (such as moorage fees, practicing law 
without taking a bar exam, running for city council and 
COLAs in workers compensation benefits), there is no 
precise dividing line. A strong argument could be made 
that this proposal does not provide a "basic necessity" 
and that the one year requirement is valid.
First, the State has other programs such as old age 
assistance and medicaid which are available to new 
Alaskans to provide basic necessities.
Second, the income cap requirement is not typical of a 
test for welfare eligibility. A welfare program test 
looks at a person's total assets (i.e., value of their 
home, boats, cars, etc.), but this proposal only 
looks at a person's adjusted gross income. The income 
cap provisions are more properly viewed as a retirement 
supplement to all but the most wealthy, rather than as 
a program to fulfill basic needs.
Finally, the purpose of the one year requirement would 
be to determine, without too much administrative 
burden, which elders are bona-fide Alaskans as opposed 
to mere visitors. Like students, older Alaskans tend 
to travel for extended periods. So long as seniors are 
not denied basic necessities such as medical care and 
funds for food and shelter if they are destitute, we
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believe the one year requirement would withstand a 
challenge. The two year residency requirement for 
student loans was recently upheld for similar reasons.
D. Conclusion
This proposal is valid because it addresses the federal 
support of the public assistance question and because 
it favors those Alaskans who need the bonus the most.
As such, it should be the subject of serious 
legislative consideration, even though some seniors 
have reservations about it.

VI. STATUS QUO PROPOSAL
A. Summary
This proposal would continue the present program —
$250 monthly bonus to all one year residents at least 
55 years old —  indefinitely.
B . The Bonus as a Priority for State Funding
This proposal asserts that the bonus in its present 
form is a major priority and should oe continued for 
all Alaskans despite the high cost. If our revenues 
were not dwindling at an everincreasing pace, we would 
look more favorably on this proposal. We fear, 
however, that other statewide needs such as roads, 
wate; and sewer, education, and health care will suffer 
if the bonus program continues in its present form. 
There are simply not enough oil dollars to meet all our 
needs Many other State programs reward and assist 
elder Alaskans. We hope to continue funding these 
programs as well as a less expensive bonus program..
C. Continuing the Status Quo in FY 86
Although we are uncomfortable with the notion of 
continuing the program in its present form forever, we 
feel strongly that if the Legislature and the Governor 
cannot reach agreement on any other proposals during 
this session, the current bonus program should be 
extended for another year. We do not prefer this 
approacii, but we do not want to end the program 
altogether if 120 days is not enough time to reach 
consensus on this important issue.

VII. The Immediate Impact on Public Assistance Eligibility
A. How to Protect the Bonus Income of Public 

Assistance Recipients
Federal and State law treat the longevity bonus payment



in a manner that results in a devastating form of 
"legal" discrimination for many senior citizens on 
public assistance. These laws require the senior 
citizen to apply for the longevity bonus. Then, these 
same laws reduce or eliminate tne amount of public 
assistance payments, dollar for dollar.. The senior 
citizens on public assistance, unlike the middle and 
high income seniors who receive the longevity bonus on 
top of all other income, realize no material gain in 
their income from receipt of the longevity bonus. 
Additionally, many of the seniors also lose their 
entitlement to public assistance medical benefits that 
the longevity bonus payment does not replace. The 
poorest of our seniors —  those who need the bonus the 
most —  are actually harmed by the Alaska longevity 
bonus.
This "catch 22" affects all seniors who fall into 
either of two categories:

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

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

The effect of this "catch 22" is that the federal 
government saves federal funds and Alaska's longevity 
bonus program becomes a cash benefit program for the 
middle and upper classes of seniors who need the money 
far less than the poor.
There are only two ways to extend the benefits of the 
longevity bonus program to our low income senior 
citizens:

1. create a means test longevity bonus program, 
or

2. create a "hold-harmless" provision in State 
public assistance statutes to ensure that the 
State makes up the difference in federal 
benefits lost and continues to pay State 
public assistance to individuals effected by 
the "catch 22."

The cost to the State would be:



HOLD-HARMLESS COSTS - FY86
Already

Budgeted
Required 

Fiscal Note
Federal (SSI) Payment 
State (OAA) Payment 
Non-nursing Home Medical

0
760,000

0
1,400,000

0
413,847

1,813,847760,000
If the Nursing Home Exclusion Amendment (see "B", page 
13) is not adopted, then the hold-harmless fiscal note 
should be increased by $514,982 for FY86.

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

Amend Article 4, AS 47.25.430f, to provide that
(1) The Department must increase the amount of an 

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

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

Note: Regardless of which longevity bonus proposal is
enacted, the hold-harmless provisions above must 
have an effective date of July 1, 1985. If the 
means test proposal is enacted, these hold- 
harmless provisions should sunset on the 
effective date of the new act to protect funding 
level of adult public assistance programs.

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

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

STATUTE CHANGES
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these individuals harmless at a cost of $514,982 
(General Fund), the Legislature could make nursing home 
residents ineligible for a bonus.
It should be emphasized that this suggestion is not 
intended to harm nursing home residents or to judge 
their worthiness for receipt of a oonus. Rather, it is 
intended to protect such elders from the exorbitant 
cost of nursing home care. Irrespective of personal 
income before entering a nursing home, 97% of Alaskans 
in nursing homes in the state eventually turn to 
Medicaid to pay their bills.

VIII. COST INFORMATION
A. Long Term Costs
The following cnart compares the cost of the four 
proposals in nominal dollars through fiscal year 2034. 
The chart shows that the general fund costs of both the 
annuity and stairstepping proposals eventually 
disappear whereas the means test and status quo 
proposals continue to need general funds. For the next 
50 years, the total costs are as follows:
Annuity proposal $1.29 billion
Stairstepping proposal $1.13 billion
Means test proposal $3.20 billion
Status Quo $5.42 billion
The present value (the amount of funding necessary to 
endow the program today) of the cost of these proposals 
is:
Annuity proposal $620.02 million
Stairstepping proposal $496.88 million
Means test proposal $634.9 million
Status Quo proposal $879.78 million
B . Population Forecast
The cost chart is based on a forecast of Alaska's 
elderly population. This forecast may overstate the 
number of people who will actually participate in any 
of the proposed programs, at least in the near term.
For example, the population forecast predicts 16,744 
eligibles for FY 86, yet only 14,547 elders are 
currently receiving a bonus. Also, after 2010, the 
forecast assumes that the elder population remains 
constant, which does not account for death, migration, 
etc.
If the population projections do turn out to be too 
high, then the cost estimates are also too high.
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FISCAL

— ...... .....-M

TEST BILL-

YEAR UNIVERSAL
ALB

1986 $ 1 0 0 . 0 0
1987 $ 1 0 0 . 0 0
1988 $ 1 0 0 . 0 0
1989 $ 1 0 0 . 0 0
199 0 $ 1 0 0 . 0 0
1991 $ 1 9 0 . 0 0
1992 $ 1 0 0 . 0 0
1991 $ 1 0 0 . 0 0
1994 $ 1 0 0 . 0 0
1995 $ 1 0 0 . 0 0
1996 $ 1 9 0 . 0 0
1997 $ 1 0 0 . 0 0
1998 $ 1 0 0 . 0 0
1999 $ 1 0 0 . 0 0
2001 $ 1 0 0 . 0 0
2 001 $ 1 0 0 . 6 0
2 00 2 $ 1 0 0 . 0 0
2 0 0 1 $ 1 0 0 . 0 0
2004 $ 1 0 0 . 0 0
2 0 0 5 $ 1 0 0 . 0 0
2006 $ 1 0 0 . 0 0
2807 $ 1 0 0 . 0 0
2808 $ 1 0 0 . 0 0
2009 $ 1 0 0 . 0 0
2010 $ 1 0 0 . 0 0
2011 $ 1 9 0 . 0 0
2 0 1 2 $ 1 0 0 . 0 0
2013 $ 1 0 0 . 0 0
201 4 $ 1 0 0 . 0 0
201 S $ 1 0 0 . 0 0
2016 $ 1 0 0 . 0 0
2017 $ 1 0 9 . 0 0
2018 $ 1 0 0 . 0 0
2019 $ 1 0 0 . 0 0
2020 $ 1 9 0 . 0 0
2021 $ 1 9 0 . 0 0
2022 $ 1 0 0 . 0 0
2021 $ 1 0 0 . 0 0
2024 $ 1 8 9 . 0 0
2025 $ 1 0 9 . 0 0
2026 $ 1 0 9 . 0 0
2027 $ 1 9 0 . 0 0
28 28 $ 1 9 0 . 9 9
2029 $ 1 0 0 . 0 0
2 0 ) 0 $ 1 0 0 . 0 0
2011 $ 1 0 0 . 0 0
20 32 $ 1 0 0 . 0 0
20 31 $ 1 0 9 . 0 0
2034-
NOTES

$ 1 8 9 . 0 0

-POPULATIONS- ■-ANNUAL COSTS- 
( m l 1 1 I o n a )

--------ANNUITY BILL--
ALB TO HAXIHIIH 

PEHSUNS 6 5  POSSIBLE RESIDUAL

$2511.011 
$ 2 5 7 . 5 0  
$ 2 6 5 . 2 3  
$ 2 7 3 . 1 8  
$ 2 8 1 . 3 8  
$ 2 6 9 . 8 2  
$ 2 9 8 . 5 1  
$ 3 0 7 . 1 7  
$ 3 1 6 . 6 9  
$ 3 2 6 . 1 9  
$ 3 3 5 . 9 8  
$ 3 1 6 . 0 6  
$ 3 5 6 . 4 4  
$ 3 6 7 . 1 3  
$ 3 7 8 . 1 5  
$ 3 8 9 . 4 9  
$ 4 0 1 . 1 8  
$ 4 1 3 . 2 1  
$ 4 2 5 . 6 1  
$ 4 3 8 . 3 8  
$ 4 5 1 . 5 3  
$ 4 6 5 . 0 7  
$ 4 7 9 . 0 3  
$ 4 9 3 . 4 0  
$ 5 0 8 . 2 0  
$ 5 2 3 . 4 4  
$ 5 3 9 . 1 5  
$ 5 5 5 . 3 2  
$ 5 7 1 . 9 8  
$ 5 8 9 . 1 4  
$ 6 0 6 . 8 2  
$ 6 2 5 . 0 2  
$ 6 4 3 . 7 7  
$ 6 6 3 . 0 8  
$ 6 8 2 . 9 8  
$ 7 0 3 . 4 7  
$ 7 2 4 . 5 7  
$ 7 4 6 . 3 1  
$ 7 6 8 . 7 0  
$ 7 9 1 . 7 6  
$ 8 1 5 . 5 1  
$ 8 3 9 . 9 7  
$ 8 6 5 . 1 7

ANNUITY

$ 1 1 . 9 2  
$ 2 4 . 8 6  
$ 3 9 . 0 5  
$ 4 6 . 9« 
$ 5 6 . 2 7  
$ 6 7 . 2 1  
$ 7 9 . 9 3  
$ 9 4 . 6 7  

$ 1 1 1 . 7 3  
$ 1 3 1 . 5 3  
$ 1 5 4 . 2 0  
$ 1 8 0 . i 3  
$ 2 0 9 . 7 6  
$ 2 4 3 . 5 2  
$ 2 8 1 . 9 2  
$ 3 2 5 . 3 4  
$ 3 7 4 . 2 6  
$ 4 2 9 . 2 5  
$ 4 9 0 . 9 7  
$ 5 6 0 .  18 
$ 6 3 7 . 6 3  
$ 7 2 1 . 1 5  
$ 8 2 0 . 6 8  
$ 9 2 8 . 2 2  

$ 1 , 0 4 7 . 8 8

c o n t i n u e !
t o

i n c t e a a *

ALB
$ 2 3 8 . 0 8
$ 2 3 2 . 6 4
$ 2 2 6 . 1 8
$ 2 2 6 . 2 4
$ 2 2 5 . 1 1
$ 2 2 2 . 6 1
$ 2 1 8 . 5 8
$ 2 1 2 . 8 0
$ 2 0 4 . 9 6
$ 1 9 4 . 6 6
$ 1 8 1 . 7 8
$ 1 6 5 . 9 3
$ 1 4 6 . 6 8
$ 1 2 3 . 6 1

$ 9 6 . 2 3
$ 6 4 . 1 5
$ 2 6 . 9 2

- 0 -

- 0 -

- 0 -

- 0-

- 0-

- 0 -

- 0-

- 0-

- 0-

- 0 -

- 0-

- 0 -

- 0-

- 0 -

- 0 -

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

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

- 0-

65  i  
OVER

1 6 , 7 4 4
1 7 . 7 6 8
1 8 . 7 6 9  
1 9 , 8 2 8  
2 0 , 9 1 3  
2 1 , 9 0 8  
2 2 , 8 4 9  
2 3 , 8 6 1  
2 4 , 7 9 9  
2 5 , 8 9 1  
2 6 , 8 6 3  
2 7 , 6 9 2  
2 8 , 6 5 7  
2 9 , 5 5 6  
3 0 , 5 1 1  
■31, 459 
3 2 , 4 4 0  
3 3 , 4 4 8  
3 4 , 4 8 3  
3 5 , 7 2 1  
3 7 , 1 3 0  
3 4 , 4 8 9  
4 0 , 3 0 9  
4 2 , 1 9 4  
4 4 , 0 1 2
4 5 . 0 0 0  
4 5 , 0 0 8
4 5 . 0 0 0
4 5 . 0 0 0
4 5 . 0 0 0
4 5 . 0 0 0
4 5 . 0 0 0
4 5 . 0 0 0
4 5 . 0 0 0
4 5 . 0 0 0
4 5 . 0 0 0
4 5 . 0 0 0
4 5 . 0 0 0
4 5 . 0 0 0  
, 4 5 , 0 0 0
4 5 . 0 0 0
4 5 . 0 0 0
4 5 . 0 0 0
4 5 . 0 0 0
4 5 . 0 0 0
4 5 . 0 0 0
4 5 . 0 0 0
4 5 . 0 0 0
4 5 . 0 0 0

65
BEFORE

198 6

1 5 , 0 3 9  
1 4 , 3 4 9  
1 3 , 6 6 0  
1 2 , 9 7 4  
1 2 , 2 9 3  
1 1 , 6 1 6  
1 0 , 9 4 3  
1 0 , 2 7 3  

9 , 6 0 6  
8 , 9 4 5  
8 , 2 9 1  
7 , 6 4 4  
7 , 0 1 2  

„ 6 . 3 9 6  
5 , 7 9 9  
5 , 2 2 5  
4 , 6 7 6  
4 , 1 5 6  
3 , 6 6 6  
3 . 2 1 0  
2 , 7 8 8  
2 , 4 0 2  
2 , 0 5 0  
1 , 7 7 8  
1 , 4 4 9  
1 , 2 1 3  
1 , 0 0 3  

8 1 9  
6 5 8  
5 2 1  
« 0 5  
3 0 9  
2 3 1  
16 9  
114  

76 
48 
31 16 10 5 

3 1

65
AFTER

1985

1 , 7 0 5  
3 , 4 1 9  

109 
854  
62 0  

- . 2 9 2  
1 , 9 0 6  
‘ 588 
- ,  193 
6 , 9 4 6  

572  
- . 0 4 8  
1 , 6 4 5  

160 
712  
234 
764

5 ,
6 , #,t 0.

3 ,
4 ,
6 ,
1,1

65
BEFORE ANNUITY STAI RSTEP CURRENT

MEANS
TEST

1992 BI LL" BI LL** LAW BI LL

1 6 , 7 4 4 $ 7 5 . 2 $ 5 0 . 2 $ 5 0 . 2 $ 5 0 . 2
1 7 , 7 6 8 $ 8 0 . 4 $ 5 3 . 3 $ 5 3 . 3 $ 4 6 . 7
1 8 , 7 6 9 $ 8 5 . 0 $ 5 6 . 3 $ 5 6 . 3 $ 4 8 . 6
1 9 , 8 2 8 $ 6 1 . 1 $ 5 9 . 5 $ 5 9 . 5 $ 5 0 . 6
2 0 , 9 1 3 $ 6 4 . 8 $ 6 2 . 7 $ 6 2 . 7 $ 5 2 . 4
2 1 , 9 9 8 $ 6 7 . 9 $ 6 5 . 7 $ 6 5 . 7 $ 5 4 . 0
2 0 , 8 3 9 $ 7 0 . 4 $ 6 2 . 5 $ 6 8 . 5 $ 5 5 . 3
1 9 , 8 9 9 $ 7 2 . 6 $ 5 9 . 7 $ 7 1 . 6 $ 5 6 . 6
1 8 , 8 2 3 $ 7 3 . 9 $ 5 6 . 5 $ 7 4 . 4 $ 5 7 . 7
1 7 , 9 4 9 $ 7 4 . 6 $ 5 3 . 8 $ 7 7 . 7 $ 5 9 . 0
1 6 , 8 7 3 $ 7 3 . 9 $ 5 0 . 6 $ 8 0 . 6 $ 5 9 . 9
1 5 , 8 1 9 $ 7 1 . 7 $ 4 7 . 5 $ 8 3 . 1 9 6 0 . 5
1 4 , 9 3 4 $ 6 8 . 1 $ 4 4 . 8 $ 8 6 . 0 $ 6 1 . 3
1 3 , 9 6 9 $ 6 2 . 5 $ 4 1 . 9 $ 8 8 . 7 $ 6 1 . 8
1 3 , 8 3 1 $ 5 4 . 9 $ 3 9 . 1 $ 9 1 . 5 $ 6 2 . 5
1 2 , 0 9 8 $ 4 4 . 6 $ 3 6 . 3 $ 9 4 . 4 $ 6 3 . 2
1 1 , 1 9 3 $ 3 1 . 5 $ 3 3 . 6 $ 9 7 . 3 $ 6 4 . 9
1 0 , 3 0 6 $ 2 0 . 6 $ 3 0 . 9 $ 1 0 9 . 3 $ 6 4 . 7

9 , 4 3 8 $ 1 8 . 7 $ 2 8 . 3 $ 1 0 3 . 4 $ 6 5 . 4
8 , 6 3 9 $ 1 6 . 9 $ 2 5 . 9 $ 1 0 7 . 2 $ 6 6 . 7
7 , 8 5 0 $ 1 5 . 1 $ 2 3 . 5 $ 1 1 1 . 4 $ 6 8 . 3
7 - 0 4 3 $ 1 3 . 4 $ 2 1 . 1 $ 1 1 5 . 5 $ 6 9 . 7
6 , 3 5 9 $ 1 1 . 8 $ 1 9 . 1 $ 1 2 9 . 9 9 7 1 . 9
5 , 6 4 0 $ 1 0 . 5 $ 1 6 . 9 $ 1 2 6 . 6 $ 7 4 . 9
4 , 9 5 0 $8.8 $ 1 4 . 9 $ 1 3 2 . 0 $ 7 6 . 1
4 , 2 4 3 $ 7 . 6 $ 1 2 . 7 $ 1 3 5 . 0 $ 7 6 . 7
3 , 6 6 9 $ 6 . 5 $ 1 1 . 0 $ 1 3 5 . 0 $ 7 5 . 6
3 , 1 6 1 $ 5 . 5 $ 9 . 5 9 1 3 5 . 0 $ 7 4 . 5
2 , ^ 9 8 $ 4 . 5 $ 8 . 1 $ 1 3 5 . 0 $ 7 3 . 5
2 , 3 4 0 $ 3 . 7 $ 7 . 0 $ 1 ) 5 . 0 $ 7 2 . 4
1 , 9 0 7 $ 2 . 9 $ 5 . 7 $ 1 ) 5 . 0 $ 7 1 . )
1 , 5 9 6 $ 2 . 3 $ 4 . 6 9 1 3 5 . 0 $ 7 1 . 0
1 , 3 2 0 $ 1 . 8 $ 4 . 3 $ 1 3 5 . 0 $ 7 8 . 7
1 , 0 7 8 $ 1 . 3 $ 3 . 2 9 1 ) 5 . 0 $ 7 9 . 4

866 $ . 9 $ 2 . 6 $ 1 ) 5 . 0 $ 7 0 . 1
686 $ . 6 $ 2 . 1 9 1 3 5 . 0 $ 6 9 . 9
533 $ . 4 $ 1 . 6 9 1 3 5 . 0 9 6 9 . 6
407 $ . 3 $ 1 . 2 $ 1 3 5 . 0 $ 6 9 . 3
394 $ . 2 $ . 9 $ 1 3 5 . 0 $ 6 9 . 0
222 $ . 1 $ . 7 $ 1 ) 5 . 0 $ 6 8 . 7
150 $ . 0 $ . 4 $ 1 3 5 . 0 9 6 8 . 4
100 $ . 0 $ . 3 $ 1 ) 5 . 0 $ 6 8 . 1

63 $ . 0 , ' . 2 $ 1 3 5 . 0 $ 6 7 . 8
41 $ . 9 $ . 1 $ 1 3 5 . 0 $ 6 7 . 5
24 $ . 0 $ . 1 $ 1 3 5 . 0 $ 6 7 . 2
13 $ . 0 $ . 0 $ 1 3 5 . 9 $ 6 7 . 0

7 $ . 0 $ . 0 $ 1 3 5 . 0 $ 6 6 . 7
4 $ . 0 $ . 0 $ 1 3 5 . 9 $ 6 6 . 4
I $ - 0 $ . 0 9 1 3 5 . 0 $ 6 6 . 1

1 9 8 6 - 2 0 3 4 : $ 1 , 2 8 7 . 8 9 1 , 1 3 1 . 0 9 5 , 4 1 8 . 9 9 3 , 1 9 9 . 2
1 9 8 6 - 2 9 3 4 : $ 7 6 4 . 3 8 $ 6 2 5 . 0 1 $ 1 , 3 9 1 . 1 2 $ 9 4 5 . 9
1 9 8 6 - 2 0 3 4 : $ 6 2 0 . 0 2 $ 4 9 6 . 8 8 $ 8 7 9 . 7 8 $ 6 3 4 . 9

* P e r a o n a  65 b e f o r e  1986 g r a n d f a t h e r e d  ( I . e . ,  B t a  1 t a t e p p i n g  a t a r t a  i n  19861 . A n n u a l  c o u t a  I n c l u d e  
t h r e e  y e a r s  o f  “ f r o n t  l o a d i n g *  ( $ 2 5 . 2  I n  ' 8 6 ,  $ 2 6 . 5  I n  * 8 7 ,  a n d  $ 2 7 . 7  I n  ’ 8 8 ) ,

• *  P e r a o n a  65 b e f o r e  1992 g r a n d f a t h e r e d  ( i . e . ,  a t a i t a t e p p l n g  a t a r t a  i n  FY 1 9 9 2 1 .

P r e p a r e d  b y  t h e  D i v i e l o n  o f  S t r a t e g i c  P l a n n i n g ,  OMQ: 1 / 2 3 / 8 5



Although we think it is important to point out this 
data limitation to policy makers, we do not suggest 
that another set of data be used. Rather, we wish to 
only point out the conservative nature of the 
projections.
C. Cost 'of the Annuity Proposal
This particular chart shows the cost of the annuity 
program if an average participation rate of 30% is 
achieved, if 100% of each PFD check is deferred if the 
Legislature chooses to subsidize the program for the 
first three years, and if the annuity investment 
achieves a 3% real rate of return. The actual cost of 
the annuity program depends on several variables not 
easily predicted, in addition to population. The value 
of the dividend each year, the amount of subsidy 
provided each year, the cost of administering the 
program, and the real rate of return on the money 
invested all affect the overall cost of the program.
For example, if front-loading is provided every year 
and all other assumptions remain the same, the 
additional 50 year cost would be $1.95 billion. Every 
time a variable is changed, the cost estimate also 
changes.
D. Cost of the Stairstepping Proposal
The stairstepping cost is based on the Adams proposal 
If stairstepping began immediately, but the age of 
eligibility was only increased every other year, the 
cost of the program would be $1,641.6 billion.
E . Cost of the Means Test Proposal
It is important to point out that under this proposal, 
more elders get the higher bonus until FY 2000. At 
that time, the percentage switches, since the value of 
money erodes over time.
F. Cost of the Status Quo Proposal
The cost of extending the current program for one year 
only would be $„0.2 million.
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In tro d u c tio n

In November 1986 Alaska's voters w ill be asked to advise lawmakers on the 
future o f the Alaska longevity bonus program. Tne voter’s pamphlet prepared by 
the Division o f Elections contains a description o f the ballot measure, including pro  
and con statements. This report provides a more detailed analysis o f  the alternative 
proposals, and why the legislature decided to put the matter before the electorate.

Gordon S. Harrison 
Associate Director 
September 1986



Q U E ST IO N S A N D  A N SW E R S A B O U T  PR O PO SE D  
LO N G E V IT Y  BO N U S /A LTER N A TIV ES

What is the A laska  Longevity  Bonus?
The bonus program pays $250 per month to almost every Alaskan resident 

who is 65 or older and who has lived in the state for the one year immediately 
preceding the date o f application.

How long has the state been m aking these paym en ts?
The program was established in 1972, and the first checks were sent out in 

January of 1973. Initially, the monthly check was $100, but increases were granted 
in 1976, 197S, 19S0, and finally in 1981, when the present level o f $250 per month 
was established. Until 1984, eligibility was restricted to persons who were present 
in Alaska, during territorial days, and who had 25 years continuous residency in 
Alaska. In 1984, however, the residency requirement was reduced to one year, 
opening the program to most elderly Alaskans.

Isn't it p retty  unusual f o r  a  state to p a y  its residents m on ey  ju s t  
because they happen to be above a  certain age?

Alaska is the only state where age alone entitles a person to a cash benefit, but 
it is quite com mon for non-cash benefits or various subsidies to be awarded solely  
on the. basis o f age. For example, persons 65-and-over are entitled to an additional 
federal income tax deduction, and many states allow property tax credits to the 
elderly.

W hat pu rpose  was the bonus supposed  to serve?
It was to provide elderly, longtim e Alaskans with "an incentive to continue 

uninterrupted residency in the state." In 1972, only 2.3 percent o f all Alaskans were 
65 years o f age or older, compared with 10 percent for the nation as a w hole. The 
1972 legislature concluded that the high costs and rigors o f  Alaska life were forcing 
"pioneers...to live out their retirement years in areas far away from the 'and they 
loved and nurtured,...[thus] depriving future generations o f Alaskans o f the benefits 
of their wisdom and experience." The lawmakers went out o f then way to 
emphasize that the payments were not to be considered as any "form, tvpe or 
manner o f public relief," but rather a reward for hardships suffered during 
territorial days and an incentive to remain in the state.

I f  'he purpose o f  the bonus program  was to keep oldtim ers frotn  
leading, why uid ike state open the program  to newcom ers in 1981?

In April 1984, in the case o f Vest v. Alaska , the Alaska Supreme Court -ruled 
that the residency requirements o f the bonus program violated the equal prctf/jtiGi-- 
provis-.ens o f the Alaska and U.S. constitutions. Rodr.sv Vest, the piuintiff, had* r i



established residence in Alaska in April 1959. Under the original law, Vest would 
never have been eligible to receive the bonus because he arrived in the state three 
months after it ased to be a territory. In 1982, at the age o f 67, Vest argued that it 
was unfair and unconstitutional to deny him the payments just because he was a 
relative newcomer.

The court agreed, explaining that "[i]t is [the] supposition that living in 
territorial Alaska makes an individual entitled to special legal stature that is 
impermissible. The federal Constitution prohibits states from making such 
determinations. The basic predisposition to take care o f one's own -- and no one 
else's -- is no longer a permissible goal fc: a state that has joined the federal union.” 
The court did not order the state to pay Mr V est the bonus. Instead, it struck down 
the entire program. With the final Supreme Court decision in the Vest case coming 
in early April o f  1984, the legislature had to produce som e sort o f constitutional 
replacement for the bonus in the final two months o f the session, or see the program 
expire altogether.

Even though it never directly benefited more than about two percent o f the 
state's population, the residency-based bonus program had enjoyed broad political 
support. Sudden financial dislocations to the 10,000 elderly receiving the bonus in 
early 1984 would not have been desirable under any circumstances; legislators had 
no trouble agreeing that it was particularly undesirable in a year when 51 o f the 60 
legislative seats were up for election. Although a number o f other approaches were 
proposed, legislators soon decided that it was better to extend the bonus to the 5,000 
elderly not then receiving the entitlement, than to cut off, "cold turkey," the 10,000 
who were. A bill was passed which re-established the bonus as a program for almost 
everyone over 65 with one year o f Alaska ’■esidency. (To avoid loss o f  federally 
funded welfare benefits, the legislature later rem ved the eligibility o f persons in 
nursing hom es.)

The new law was to be temporary, and by its own terms was to be repealed in 
June of 1985, though the next legislature put that date o ff into the indefinite future. 
A special committee was established, chaired bv former Governor Jay Hammond, to 
report in early 1985 on the feasibility o f re'-'1 ug the bonus "with an annuity 
program, a needs based program. ^  -evity program." Establisliment o f
the Hammond committee and the lim iud hie assigned to the newly universalized 
bonus reflected the view ‘mat the fundamental changes in the bonus program forced 
by the courts and growing costs required a major rethinking o f this part of the 
state’s policy toward the elderly.

H ow  m uch additional cost resulted f r o m  opening the program  t'o 
everyone 65-and-over?

Tne program cost $27.5 million in fiscal 1983, the last full fiscal year o f the 
residency-based program; in the first full fiscal year o f the universalized program 
(FY 85) the cost was $43.1 million, a 57 percent increase. Costs o f the universal 
program (which we still have) are currently growing at a rate o f  about 6 percent- 
per year. Some evidence suggests that the availability o f the bonus has caused a



slight increase in elderly migration to Alaska, mostly by individuals with adult 
children in the state. But even without this effect other demographic factors suggest 
that the number of 65-and-over Alaskans will get larger, even if the state as a w hole  
loses population. Unless there are program changes, OMB estimates that the bonus’s 
share of the state’s general revenues will grow, due to the combination of declining  
spending elsewhere and an expanding elderly population, from about 1.8 percent in 
fiscal 19S6 to the neighborhood of 4 percent in fiscal 1990. The prospect of this 
fiscal growth has forced politicians to search for alternatives to the current bonus 
program.

What alternatives have been considered?
More than a dozen proposals have teen  advanced, but in general there have 

been four different approaches.
1. Phace-out the bonus over a relatively extended period, either by gradually 

reducing the monthly benefit (cuy, by $25 per year), or by progressively raising the 
eligibility age. T ie  latter approach was som etim es described as "stairstepping," and 
in 1935 was generally the approach taken by the House of Representatives

2. Transform the bonus into a welfare program. Only those elderly able to 
demonstrate "need" in relation to some measure of wealth or income would receive 
payments.

3. Two plans were advanced that would require recipients to provide some 
sort o f pMhlip sgr/ice work to maintain eligibility for the bonus, but would 
otherwise leave the universal elderly benefit unchanged.

4. Gradually replace the publicly funded bonus payment (which would be 
phased-out over a period of years) with the proceeds o f an individually purchased 
annuity. (An annuity is a contract which guarantees the holder regular payments 
under specified circumstances, for example monthly payments after the holder 
reaches a certain age.) Funds for purchase o f  the annuity contract would come from  
the individual's own permanent fund dividend. Tnose who chose to keep their 
dividend would receive no annuity payments and after the phase-out, no bonus 
payments either.

Tne Hammond committee recommended a type o f annuity plan tied to the 
Permanent Fund dividend, although a minority on the com mittee favored either a 
more straightforward phase-out of the bonus or its transformation into a public 
assistance program with a "needs" test for eligibility. In 1935, legislators were able 
to agree on phasing-out the bonus as a universal entitlement for elderly A ’askans, 
but could not agree on how to accomplish that objective. .

The House supported a relatively uncomplicated phase-out, accomplished by 
restricting eligibility to individuals who reach 65 before January 1, 198S. Costs 
would begin to decline in 19SS as mortality gradually reduces the size of the eligible 
population. Tne Senate favored a version o f the Hammond committee's annuity plan 
Tne Senate would also phase-out payments from general revenue, though not as 
quickly as the House proposal. Costs under the Senate plan would continue to 
increase until about 1994. Individuals who had opted to enroll in the annuity part or



the Senate plan (and had given up their dividends) could eventually receive annuity 
payments comparable to the old bonus paym ents.

After the two sides had been deadlocked for several weeks, they adopted both 
ideas into law, but made neither effective until the other is repealed. Tne idea was 
that one or the other plan would be repealed in  1SS7. To help the 1987 legislature 
decide, the advice o f the voters will be so lic ited  at the November 1986 election.
U ntil the legislature acts again the current b on u s program -- with its growing 
population of beneficiaries — remains on the bocks.

So in N ovem ber voters will be ch o o s in g  between the S en a te ’s p lan  
a n d  the House's p lan?

N et exactly. Tne ballot measure will briefly  describe both proposals, and note 
that both were adopted into law but that neither will take effect unless the legislature 
ch ooses one of them. Tnen it will ask "Should the legislature adopt the annuity 
option?’' — yes or no.

B u t  i f  a majority votes "no” on the S e n a te ’s annuity p la n , w on ’t 
the House plan be p u t  into effect?

Not necessarily. Although the legislature’s actions imply that a "no" vote :s a 
vote for the House plan, the members of the 19S7 legislature may see it only as a 
vote agoing the Senate approach. Even an unam biguous "yes" vote does not insure 
that tire legislature will act to put the annuity phase-out plan supported by the Senate 
into cffcct.Tnis is only an advisory ballot; regardless of what voters may intend by 
votin g  "yes" or "no," legislators are legally free to disregard the results o f the 
advisory ballot.

W hy didn’t, the legislature put both o p tio n s  directly before the 
vo ters , an d  have whichever p lan  the voters a p p r o v e d  become law?

It is not clear why the legislature decided to put the question to the voters as a 
"yes" or "no" on the Senate proposal rather than a choice between the alternatives on 
w hich  the legislature deadlocked. We do know  why the vote is advisory only: 
A ccording to attorneys, allowing the voters to actually choose which proposal 
becom es law would be an unconstitutional and illegal delegation of legislative 
pow er.

Who actually wrote the language o f  th e  ballot measure?
Ihe legislature included language for the ballot measure in the 19S5 act. The 

language that will appear on the ballot is sligh tly  different, having been revised for 
clarity by the lieutenant governor, the state's c h ie f  elections officer. The wording 
that will appear on the ballot is found in Appendix B.Tne original ballot language 
can be found on page 12 of the current longevity bonus law, reprinted here in 
Appendix D.



H ow  w ou ld  the bonus be changed i f  the 1 9 8 7  leg isla ture  adopts  
either o f  the two proposals?

Let's s to n  with the House proposal since it is sim pler. If you were bom  
before January I, 1923, the bonus program will continue for you as if nothing had 
changed. If you  were bom  on or after that date you w il l  get nothing. Looking at it 
another way, if you turn 65 before 1983, you are grandfathered "in;" if your 65th 
birthday com es in 19SS or anytime after, you are "out."

A m ong the effects o f the House plan is that everyon e getting the bonus now  
wiil remain elig ib le in the future. Another effect o f th is  arrangement is that the 
minimum age to qualify for the bonus will increase b y  one year each year. At the 
beginning o f  1989, eligibility w ill be restricted to those 66 and older; at the 
beginning o f  1990, the only persons eligible will be a g e  67 and older. By the year 
2032 the elig ib ility  age will have risen to 111. Som ew here around that time the last

U I individual in Alaska w ill have died, and the program  w ill end.

Vr'hc: a b o u t a person born before 1923 who j u s t  arrived  in A laska?
Do new com ers  get the bonus too?

Yes, after they have lived in Alaska for the required one year. A person 
arriving in A laska in 1990 at age 70, for example, w o u ld  be eligible sometime in 
1991, after he or she had established residency by liv in g  here for one year.

How a b o u t  an eligible person  who leaves A la s k a  a n d  then returns?
Before receiving each month’s check, recipients certify with a postcard that 

they are physically present in Alaska. Bonus recipients w ho plan to be absent from 
the slate for m ore than 30 days are required to notify the state so that payments can 
be stopped. Paym ents immediately resume when the person returns if the total time 
voluntarily sp en t on! o f state during the preceding 12 m onths was less than 90 days. 
If the total voluntary absence is greater than 90 days the individual is treated like 
any other new com er, and must wait a full year to again qualify.

Until 1935, the limit on voluntary absences was 1 8 0  days. Analysts have long 
noted a seasonal cycle in bonus payments with peaks occurring in late summer and 
troughs in late winter which were believed to reflect increased travel outside the 
state during th e  colder months. After shortening the len gth  o f a permitted absence, 
several hundred otherwise eligible recipients dropped o u t  o f the program, 
suggesting thru some elderly Alaskans may be willing to forgo the financial benefits 
ot the bonus in tavor of maintaining the nractice of prolonged winter trips 
out-of-state.

W ould t/: is  90 day limit also apply under the S e n a te  p lan?
Yes. \V ith respect to people bom  before 1923 (e .g .,  people who reach 65 

tore 1933) th e  two proposals and the current law arc identical -- those people are 
grandfathered and tor them it will be as if the law were never changed. People bom  
alter 1931 i.e.g. people now younger than 49) would also  be treated identically _ . 
uncer either the House or Senate proposal -- they will n ev er  get a bonus.

DC



The d ifferences between the Senate and H o u se  p lan s  m ust be 
particularly im portant f o r  people  b o m  between 1923  a n d  1937, since  
the choice doesn 't seem  to m atter  f o r  anybody eise.

The o n ly  individuals vvidi a direct personal stake in the choice between the 
two alternatives for phasing-out the bonus are people b om  between 1923 and 1937, 
i.e., pcopie w ho are now between age 49 and age 63. Under the House plan they will 
never rece iv e  a bonus. Under the Senate plan they w ou ld  receive a bonus after they 
rum 65, but the amount of the bonus check would be reduced each year in step with 
the increasing maximum possible annuity payment obtainable under the Senate 
annuity proposal.

In a general sense, of course, everyone has a stake in the choice o f plan, as 
citizens in a more or less just society and as taxpayers w hose money is redistributed 
to the elderly by means of the bonus program.

What is "the m axim um  possib le  annuity p a y m e n t"  under the 
Senate p la n , a n d  hovs does it relate to the bonus tha t the  Senate plan  
would give to person s  who becom e 65 in 1933 or la ter?

The Senate plan would create an optional annuity purchase program funded 
with permanent fund dividends. If you chose the m axim um  level o f participation in 
the program (which would be available only to those born in 1923 or later) you 
would receive no dividend. Instead, the state would use yc-ur money to establish an 
annuity account on your behalf. Interest earned on your investment would accrue to 
the account, and on reaching age 65 the money in the account would be used to 
purchase an annuity, probably from a large insurance com pany, with you as the 
beneficiary. For the rest o f your life you would get a fixed  monthly annuity check. 
Tne amount o f  the declining bonus received by persons w ith birth dates in 1923 or 
later is determined by amount o f the maximum possible monthly straight life  
annuity payment for a person giving up all possible permanent fund dividends, 
subtracted from S250. The idea was that the combined bonus and annuity o f  those 
who made the maximum contributions would never fall below  $250 per month.

For exam ple, a person turning 65 in 19SS (i.e., b om  in 1923) would have had 
the opportunity to give up only one dividend, of about $6 0 0 . The maximum straight 
life annuity that could be purchased with $600 for a person age 65 would be about 
$5 per month, so the bonus in 198S for persons turning 65 in that year would be 
about S245 per month.

A person turning 65 in the year 2000 (i.e., som eone now age 51) could have 
contributed a maximum of 13 full permanent fund dividends. OMB estimates that 
the maximum annuity obtainable from this investment in 2.000 will be about S164 
per month. Tnus the bonus received in 2000 by everyone between the ages o f  65 and 
77 would oe S86 ($250 minus $164). Tnis bonus would be received regardless of 
whether or not the individual had participated in the proposed annuity program. As 
shown in the table below, sometime around 2003, the maximum annuity w ill exceed 
S2t>0 per m onth. Thereafter no bonuses w ill be paid to pe.,.ons born in 1923 or



.

later. Tne table is necessarily based on guesswork concerning future permanent 
fund dividends, annuity investment earnings, and the implementation o f the annuity 
mechanism in the Senate bill. The exact amounts will not be known until a few  
months before diey are paid.

Table 1.
SENATE A N N U ITY  PLAN  

Estimated Monthly Bonus Payments For Persons 
Reaching Age 65 in 1983 or Later (Eom in 1923 or Later)

Maximum
Ficcr.l Year Momhlv Annnirv Monthlv P

1933 $5 S245
1989 $12 $238
1990 $29 $231
1991 $27 . $223
1992 S36 S214
1993 $46 $204
1994 $57 S193
1995 $70 $1S0
1996 $85 $165
1997 $101 $149
1998 $120 $130
1999 $141 $109
2COO $164 $86
2001 $190 $60
2002 $219 $31

2C03 and after further
growth

$-0-

Remember, persons who reach 65 before 1988 are not affected by the 
declining bonus. They continue to get the full $250 per month under either the 
House or Senate proposals.

W ho will be responsible f o r  m anaging  m y annuity  accoun t  
investment?

Tne state Commissioner o f Revenue.

Suppose I p u t my dividend into the annuity. Can I  ge t  m y money  
out i f  I have a sudden f in an cia l em ergency?

No. Once invested in the state sponsored annuity your money will not be 
available to you until you become 65, and then only as monthly annuity payments.

Do I lose my  annuity i f  /  leave the state?
n •,!. ^  '?'0U ‘nvcstcd *n the annuity program and are 65 or over, you are

cntu w x^your monthly annuity check, regardless o f where you reside. Tne checks
1nj , i nLv.s.ss..n.y start coming bv themselves, however; you will probably have to 

i**j icr luCiti*

8



What i f  I should die? Will my survivors get anything?
Persons contributing to the annuity will be able to choose a survivor benerits 

option, but doing so will reduce the monthly annuity amount that you w ill receive. 
Tire declining bonus amounts shown in Table 1 are calculated using the "maximum 
possible straight life annuity," which is obtained by foregoing all dividends and not 
choosing the survivors option. The annuity investments o f those who die before age 
65. without having chosen the survivor option will be divided equitably among the 
accounts of those who survive.

Assum ing the Senate plan is adopted , can I  avo id  pay in g  income  
taxes on my perm anent f u n d  dividend by g iv ing  it to the state to p u t  in 
m y annuity account?

No. Regardless of whether you take the dividend in cash or have it put in 
your annuity account, you still w ill be required to report it as taxable incom e on 
your 'federal income tax return.

What about the interest earned by m y annuity account or the 
m onthly annuity paym ents? W ould taxes be due on either o f  these?

Under the current federal income tax law, the interest earned on your 
annuity' account is not taxable as it accrues. Any tax liability on the interest accruals 
is avoided through wording in the statute that denies any legal obligation to pay 
anything to you..When you do receive your annuity payments, however, you will 
have to pay taxes on the part o f each annuity payment that is paid from the interest 
earnings on your contributions.

A re you saying that the state is not legally bou n d  to p a y  me back  
any o f  the perm anent f u n d  dividend m oney I  m igh t deposit in my  
annuity account?

That is correct. The law says that notwithstanding anything else, the state "is 
not obligated to provide annuity payments for annuity credits...." (AS 43.23.130 .) 
Without this language you would be required to pay taxes each year on the interest 
accruing to your account. According to the attorney general’s office, the state's 
deferred compensation plan for its own em ployees operates under similar language.

H ow  would the proposed  revisions to the fe d era l  tax code affect 
the Senate's annuity plan?

Tne effects of the new tax bill on the annuity program are not yet clear.

Could I  take m y p e r m a n e n t  fu n d  dividend to an insurance 
com pany right now, and  use it to buy an annuity much like the one that 
the state would be offering under the Senate plan?

Yes, many such plans are available from insurance companies, banks, and- 
other institutions.



Will the state annuity p roposed  under the Senate plan be more  
attractive than plans now available fro m  insurance com panies and  
others?

Alaskans-will choose or not choose to give up their dividend based on the 
details of the annuity program available from the state, the earnings rate that they 
expect to receive from h e  state, and how well the program is marketed. N one of  
livese details are known, but there are reasons to anticipate that few people w ill opt 
tor the annuity.

TrV7/y might the annuity p lan  not be popular?
A dividend recipient must first decide that he or she wishes to devote the 

proceeds of the dividend to obtaining additional retirement security. National 
econom ic data indicates that Americans devote less than 10 percent o f incremental 
income to savings as a whole. Retirement saving, such as the proposed annuity pian, 
is a smaller subcategory. Demographic and econom ic factors suggest that the 
marginal savings rate in Alaska is lower, although surveyed recipients o f the 1982 
and 19S3 dividends reported that h e y  devoted from 18 to 20 percent o f h o se  
dividends to savings generally. In any event, h e  percentage of h e ir  dividend h at  
most Alaskans would wish to save is likely to be less than h e  minimum 25 percent 
annuity contribution allowed under h e  Senate proposal.

But if a dividend recipient should wish to devote as much as 25 percent o f the 
dividend to retirement savings, will he or she prefer h e  state's annuity plan over h e  
alternatives? Insurance industry sources, h o u g h  naturally disposed to favor h e ir  
own annuity products, are confident h a t few  w ill choose h e  state plan over h e ir  
own offerings, in pan due to h e  inaccessibility o f h e  individual's investment under 
h e  Senate plan. "When I sell annuities to people, h e  one thing everyone asks about 
is h e  ability to get Lheir money out in an emergency," noted one agent. "1 just don't 
think anyone w dl be very interested in a plan h a t doesn't have h a t escape hatch, 
even if it did oifcr a better earnings rate."

These factors might be overcome by aggressive marketing or relative ease in 
obtaining h e  state sponsored annuity. If h e  Senate annuity plan is adopted, 
however, a section along h e  following lines will have to be added to the permanent 
fund dividend application.

SBCTtOM 11.
(CHUCK QNTY PVT. BOX.)
A. I wish to receive 100 percent of my dividend as cash in a check from the state
Q  I f  you checked box A you have completed your dividend application. Be sure iris properly

signed and witnessed and received bv the Department o f Revenue or postmarked before 
J ur .e 30 . l 9d7 .  *

B. I wish to have all or part of mv dividend used to create an annuity account which will be 
maintained for me by the state.

O  h  ynu checked box B. you must use the boxes in Section 12 on the next page to choose 
the options you prefer.



S E C T IO N  12.
A. How much of votir dividend should go to you a5 cash and how much to your annuity account 

(CHECK ONLY ONE BOX).
□  ICO percent to my annuity account
□  75 percent to my annuity account, 25 percent to me as cash in a check from the state.
C  50 oercer.t to my annuity account, 50 percent to me as cash in a check from the state.
□  25 percent to my annuity account, 75 percent to me as cash in a check from the state.

B. Indicate below whether or not you wish to choose the survivor's option. Remember, you may 
not chance vour choice once an annuity credit is issued to your account.

(CHECK ONLY ONE BOX).
□  I do not want the survivor's option. I understand that my survivors will receive nothing 
from my annuity should I die before reaching age 55.
□  I want the sur» Ivor's option. I understand that my annuity payments on reaching age 65 
will be reduced as a result of this choice.

Experts will no doubt word the application differently. Even so, the natural 
inclination of most applicants will be to choose the cash and skip the rest.

Will a shortage o f  annuity participants create any problem s?
The administrative costs o f the annuity program are to be deducted from the 

annuity investment fund. These deductions w ill likely be a proportionately greater 
burden ;f relatively few  Alaskans choose to participate in the annuity program.

What about the cost to the taxpayers? The Senate p lan  is better  
f o r  fo lks  who are now 49 to 63, but d o esn ’t that also mean it is going to 
cost more?

Yes, because it pays bonuses to those younger individuals the Senate annuity 
plan will cost more Lian the House approach, especially during the 1990s. For 
example, ON estimates that in 1995 the cost o f the House program will be S34.6 
million, compared with $59.2 million for the Senate bill in that year. After about 
2C02, the declining bonuses which the Senate program will pay to these younger 
individuals will have been eliminated by the increasing maximum annuity, so the 
costs o f both programs will be the same after that year. The total costs through die 
year 2002 arc Sc2l million for the House plan, $774 million for the Senate pian, and 
$ 1 ,0_6 million tor the current law. Under either the House or Senate program all 
cons will end by 2034. Here is a chart showing the annual estimated costs o f  the 
I louse and Senate alternatives and the costs o f the current law if it is left unchanged. 
The annual eosts are also shown in the Table in Appendix A.



Chart 1

ANN l- AL 
COSTS 

(MILLIONS)

19S2 1SS

Current Program

—- —  Senate Annuity Proposal 

<—> House Proposal

i 1 ■ r  r —  ■ r-- - ? ■ - — 1

19S 5  1 9 9 3  2 0 0 0  2 0 0 2  2 0 0 4
FISCAL YEAR

^  General fund costs of 
the Senate and House 
programs are the same 
after 2002, and phase-out 
entirely by 2034.

Costs of ALB Alternatives

W hat happens i f  the perm an en t f u n d  dividends are elim inated  
sometim e in the fu tu re?

Under die Senate proposal, permanent fund dividends play a critical role in 
the phase-out o f bonus payments. Indeed, if the dividends were eliminated in 19S7, 
the result — under the Senate proposal -- would be an indefinite continuation o f the 
bonus. In the Senate plan the declining dividend going to those bom  in 1.923 or later 
is determined by subtracting the maximum possible monthly annuity from S250. 
But what if the maximum possibie annuity is zero, as it would be if the dividend 
program were elinrinatcd iirT 9877‘rinhgt case the bonus o f those bom in 1923 and 
later wcuiJ neveFd'ecIme below S250 per month, and no phase-out would occur. 
Costs of the Senate program would then be the same as costs o f continuing the 
current orogram.

/



Elimination of the dividends in later years would mean that the maximum  
possible monthly annuity would grow much more slow ly than anticipated, and the 
bonuses received by those bom in 1923 or later would decline more slow ly than 
shown in Table 1. As a result, the costs o f  the Senate plan would be greater than the 
amounts shown in Chart 1 and Appendix A, though still less than the costs o f  
continuing the current program.

A ssum ing the Senate plan were adop ted , d o e sn ’t the tie between  
the dividend and the annuity lock  the state into the d iv idend program  in 
the fu ture?

That argument has been made. As a legal matter, the legislature would remain 
perfectly free to eliminate either the dividend, the bonus program, or both at any 
time it chose. As a practical matter, the connection between the two programs under 
the Senate proposal may make the dividend politically more difficult to eliminate. 
Some see that as a good result, others the opposite.

13
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A PPE N D IX  A

General Fund Costs o f Proposed Bonus Program Alternatives 

-------------------- millions o f dollars...........................

Costs of 
House
Prorvicp.l

193S 49 3
1939 47 7
1990 45.5
1991 433
1992 41.1
1993 3S.9
1994 36.7
1995 34.6
1996 32.5
1997 30.3
1993 28.2
1999 26.1
2 OC-O 24.1
2C01 22.1
2002 20.2
2003 18.3
2004 16.5
2005 14.8*

Costs of
Senate Costs of

Annuity CurrentPm'nrisnl Law

49.9 49.9
52.4 52.7
54.3 55.6
56.6 53.2
57.9 60.7
58.9 63.4
59.2 65.9
59.2. 63.8
58.2 71.4
56.1 73.6
53.2 76.1
49.1 78.5
43.7 81.1
36.8 83.6
28.2 86.2
18.3 88.9
16.5 91.6
14.8* 94.91

^Annual general fund costs continue declining, and reach zero by about 2034 
i^rm ual general tund costs likely to continue increasing.



A PPE N D IX  B

Ballot Language For  
A dvisory V ote on L ongevity  

Bonus Annuity Program

Tne Fourteenth Alaska State Legislature considered two alternatives to the present 
longevity bonus program. Both were adopted into law, but neither w ill take effect 
unless h e  legislature chooses one of h em . The legislature has asked for an advisor/ 
vote o f h e  public on h e  annuity option which is described below.

Tne annuity option provides h a t every individual who reaches age 65 by January 1, 
193S, including h o se  already receiving.the bonus, would receive a longevity bonus 
payment o f $250 per month. In addition, a person under age 65 on January 1, 1988, 
could participate in an optional annuity program by depositing all or part o f his or 
her permanent fund dividends in an account held by h e  state. Upon reaching age 65, 
a person would receive a monthly payment in an amount determinted by how  much 
was contributed to h e  account. The annuity payments would be supplemented with 
declining longevity bonus payments paid for with general funds until h e  annuity 
accounts were large enough to provide monthly payments o f $250 a month.

Tne second option provides h a t every individual who is 65 years old by January 1, 
1988, including h o se  already receiving h e  bonus, will receive a longevity bonus 
payment o f $250 per m onh, but h a t anybody younger than age 65 by January 1, 
1938, would not be eligible for benefits.

Should h e  legislature adopt h e  annuity option?

YES ( ) NO ( )
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Alaska State Legislature
House

P.O. BOX V 
State Capitol 

Juneau, Alaska 99811

M E M O R A N D U M

TO: All Members,
House of Representatives

FROM: Representative Fran Ulmer
DATE: May 13, 1987

RE: Longevity Bonus Proposals

Attached are selected figures comparing the annual and cumulative 
costs of each Longevity Bonus Proposal offered this session. This 
memorandum should replace a similar one handed out on May 12, 
1987.
Please note I have posed a number of questions that should be 
considered in evaluating these proposals. In addition, a House 
Research report is attached which shows the effects of changing 
the distribution of earnings (40/30/30 and 50/50 Real Income 
Split) on the Senate's annuity/bonus reduction proposal (CSSB 
56) .



ANNUAL AND CUMULATIVE COSTS 
LONGEVITY BONUS PROPOSALS

PROPOSAL 1988 (annual) 2005 (annual) 2005 (cum)

Current
Program................ 49.9 94.9 1,301.1
Sund Proposal:
Income Based 
With No Cutoff
Date.................... 43.8 59.6 889.5

Annuity Proposal
CSSB 5 6 ............... 51.2 14.8 817.0
Reiger Proposal 
1/1/33 cutoff
CSHB 151 (Fin).......49.3 14.8 570.2

Ulmer Proposal 
Bonus Reduction 
With Needs-based
Program............... 44.9 0 408.7

$25,000 Income
Limit................. 43. 1 9.2 402.9

$20,000 Income
Limit................. 41.8 8.0 370.3

Governor's
Proposal HB 151......34.5 7.4 324.3

Bonus Reduction
For All Seniors......44.9 0 257.3



Current program: All persons 65 years of age or older receive
$250 per month for the remainder of their lives.
Sund Proposal: Income Based With No Cutoff Date: All persons 
65 years and over would be eligible to receive a monthly Bonus 
of $250 if their income is $20,000 or less. Persons with 
incomes greater than $20,000 and less than $25,500 would be 
eligible for a reduced monthly Bonus, and persons with incomes 
greater than $25,500 would be ineligible.
Annuity Proposal: CSSB 56 :

- Grandfather Group: individuals who turn 65 by January 
1, 1988 will receive $250 until their death.
The Reduced Bonus Group: if you turn 65 after January 1, 
1988 and before 2003 you qualify for this group. The 
senior that turns 65 receives a reduced Bonus based on 
earnings from an annuity account. The Bonus is reduced 
each year by the maximum straight-life annuity payment 
that would be due a 65 year-old who had invested all 
PFDs after Dec. 1987 in an annuity account. For
example, the keystone senior is the person that turns 65 
after January 1, 1988 - that person would have set aside 
one PFD. That person would be entitled to $8 dollars 
from the annuity account each month plus a Bonus of $242 
each month which amounts to a combined total of $250 per 
month. Next year, that person sets aside another PFD and 
now earnings from the annuity account equals $9 per 
month. $17 ($8 + $9) is now subtracted from $250 - the 
Bonus is $233, and so on until the Bonus reaches zero in 
2003.
Individuals who do not deposit PFDs or other money in
the annuity account would receive a reduced Bonus each 
month based on the above reductions.

- No Bonus Group: after 2003, if you did not deposit money 
in an annuity account (or even if you did) you would not 
receive a Bonus.

Reiqer Proposal:1/1/88 Cutoff:CSHB 151 (Fin): All persons 65 
years of age or older by January 1, 1988 receives $250 per 
month for the remainder of their lives.
Ulmer Proposal: Bonus Reduction With Needs-Based Program:All 
persons 65 years or older with incomes of $20,000 or less 
would receive a Bonus of $225. Persons with incomes greater 
than $20,000 would receive a monthly Bonus of $225 in FY 88;
in subsequent years, the Bonus amount would be reduced by $25
each year until it reaches zero by FY 97. Once the Bonus 
amount reaches zero, both programs end.



$25,000 Income Limit: $25,000 income limit;$250 Bonus. Persons 
must turn 65 years prior to January 1,1988 to be eligible for 
the Bonus. Persons with incomes of $20,000 or less would 
receive a monthly Bonus of $250; persons with incomes greater 
than $20,000 but less than $25,000 would receive a reduced 
monthly Bonus varying between $25 and $225; persons with 
incomes greater than $25,000 would be ineligible.

$20,000 Income Limit; $20,000 income limit;$250 Bonus. Persons 
must turn 65 years prior to January 1,1988 to be eligible. 
Persons with incomes of $20,000 or less would receive a 
monthly Bonus of $250; persons with incomes greater than 
$20,000 would be ineligible.
Governor's Proposal:HB 151: House Bill 151 would provide a 
Bonus only to individual who turn 65 prior to January 1, 1938
and who have an adjusted gross income of less than $25,500. 
The Bonus amount would vary from $200 to $17 per month 
depending upon the recipient's income.
Bonus Reduction: All persons 65 years or over would be
eligible to receive the Bonus. The Bonus amount would start 
at $225 per month in FY 88 and be reduced $25 each year until 
reaching zero in FY 97. (This proposal has also been referred 
to as Phase-out).



ISSUES

What should be (if any) the cutoff date for receipt of the 
Ponus?
Should receipt of the Bonus be based on age or date one turns 
65?
The Annuity option (CSSB 56) is based on current projections 
of PFDs in terms of reducing the Bonus and ending the program. 
What if the legislature opts for a different distribution 
split of the earnings (e.g. 40/30/30 or 50/50 Real Income)? 
If the legislature agrees on a different split of earnings, 
then the annuity may have to be amended to include an actual 
schedule of Bonus payments.

The annuity option (CSSB 56) is based on a 30 percent 
forecast. What happens under a mean forecast?
V/ill a voluntary annuity program be used; will it benefit 
lower income seniors? The major problems with the Senate 
proposal are:
- The poor and needy cannot be expected to defer.
- Those uncertain that they will stay in the State will take 

PFD and chance losing the ALB.
Individuals opting for thu annuity program (CSSB 56) can only 
withdraw funds from their annuity account if the commissioner 
gives permission. Should the annuity account be more 
flexible?



ALASKA STATE LEGISLATURE 
HOUSE OF REPRESENTATIVES 

RESEARCH AGENCY

May 12, 1987
MEMORANDUM

TO: Representative Fran Ulmer

ATTN: Dennis Burns

FROM: Karen Oakley'-'
Legislative Analyst

RE: Projected Costs of the Longevity Bonus Program Under Senate Bill 56
Research Request 87-303

You asked us to project the costs of the Alaska Longevity Bonus (ALB)
Program if modified by the Committee Substitute for Senate Bill 56 offered
by the Senate Judiciary Committee [CSSB 56 (Jud)] and dated April 1, 1987 
(Attachment A). Committee Substitute for Senate Bill 56 would set a
schedule for reducing the amount of the monthly bonus paid to all persons 
turning 55 years of age after January 1, 1988; the bill would also
establish an optional program wherein all persons eligible for a 
Permanent Fund Dividend (PFD) could elect to set aside each PFD in an
annuity account. The relationship between the ALB program and the annuity 
program is this: the schedule for reducing the bonus amount will be
determined by the maximum possible straight life annuity payment under the 
annuity program. Conraittee Substitute for Senate Bill 56 (Jud) defines how 
this maximum possible straight life annuity payment is to be calculated.

Under earlier versions of SB 56, the bonus amount was defined as:

. . .5250, minus the maximum possible straight life annuity for a
person 65 years of age under the annuity program . . .

Committee Substitute for Senate Bill 56 (Jud) now explains that:

. . .The maximum possible straight life annuity equals the amount a 
person would receive if that person became 65 on January 2, 1988, 
and contributed 100 percent of all permanent fund dividends or the 
cash equivalency to the annuity program for every year after 
December 31, 1987. However, for the purposes of this section the 
maximum possible straight life annuity may not exceed the amount 
that a person turning 65 in the current year would receive if that 
person had contributed 100 percent of all permanent fund dividends 
or the cash equivalency to the annuity program for every year after 
December 31, 1987.

P.O  Box Y. S tate  C apito l 
Juneau, A laska 99811-3IOO 

Mail S top  3100 
19071 -165-3991



Representative Ulmer 
May 12, 1987 
Page 2

Thus, to determine what the bonus amount will be in any year, CSSB 56 (Jud) 
requires that two maximum possible annuity payments be calculated and 
compared:

Case A: the payment due a person turning 65 years of age in the
current year that has contributed all PFDs received after January
1, 1987 to an annuity account; and

Case B: the payment due a person who turned 65 years of age on
January 2, 1988 and who contributed each PFD received after January
1, 1987 to an annuity account.

Committee Substitute for Senate Bill 56 (Jud) specifies that in determining 
the bonus amount, the maximum possible annuity payment will be the lesser 
of the amounts paid under the two cases.

In Case B, the individual has an annuity account for each PFD, and the 
annuity payment received by this individual is the sum of the annuity 
payments derived from each such account. In calculating the total annuity 
payment made to this individual, we have assumed that the PFD is deposited 
into an annuity account in October of each year, accrues interest at a rate 
of 9 percent through the end of the fiscal year, and that monthly annuity 
payments begin on July 1. The life expectancy value used to calculate the 
annuity payment due the individual who turned 65 on January 2, 1988 changes 
each year.

In Table 1, the maximum possible annuity payments under Case A and Case B 
are compared based on March 19, 1987 projections of future PFDs by the 
Permanent Fund Divided Corporation. Only in the first year that annuity 
payments are made--FY 90- does the amount due the person who turned 65 on 
January 2, 1980 exceed the amount due the person turning 65 in the current 
year, and the difference is only a few cents. Because the annuity payments 
possible under Case B are lower than under Case A, the bonus amount in any
year will be greater under Case B, and it will take longer for the bonus
program to end. If the bonus amount is calculated using the annuity 
payable to the person turning 65 in the current year, the bonus program 
would end in about 2002 because in that year, the annuity amount is 
projected to exceed $250. Using the bonus reduction schedule dictated by 
Case B, the bonus program would not end until about 2004.

In Table 2, the annual and cumulative costs of the ALB program under CSSB 
56 (Jud) are compared to the costs of the current program and various other 
proposals to modify the program. Figure 1 depicts the annual costs of CSSB
56 (Jud), the current program, and CSHB 151 (Fin), which modifies the
current program by requiring all recipients to turn 65 years prior to 
January 1, 1988; Figure 2 depicts the cumulative costs.



Representative Ulmer 
May 12, 1987 
Page 3

Because the bonus amount is predicated on annuity accounts built from PFDs, 
projections of the costs of the AL3 program under CSSB 55 (Jud) are 
necessarily sensitive to the projections of future PFDs amounts. Various 
proposals to change the proportion of Permanent Fund earnings available for 
dividends have been considered by the legislature this year. To provide an 
indication of how changes in the PFD amounts will affect the ALB program 
under CSSB 55 (Jud), we have projected the costs of the ALB program using 
PFD projections under two scenarios:

40%-30%-30%: 40 percent of the earnings go to dividends, 30
percent to inflation proofing, and 30 percent to reserves; and,

50%-50%: 50 percent of the earnings go to dividends and 50
percent to the General Fund after full inflation proofing.

(See House Research Memorandum 87-174 for further information on these 
scenarios.)

Figure 3 compares the annual costs of CSSB 56 (Jud) using these differing 
PFD projections to the costs of the current program and the program under 
CSHB 151 (Fin). Figure 4 compares the cumulative costs. The effect of
both the 40-30-30 and 50-50 proposals is to reduce the PFD amount in
comparison to the current program. Because the PFD amounts determine the 
maximum possible annuity payments which in turn dictate the bonus amount, 
the longevity bonus program would cost more and take longer to end if 
dividends are reduced.

The link between the PFD program and the ALB program established by CSSB 56 
is forged solely to provide a formula for reducing the bonus amount--ALB 
recipients are not required to set aside their PFDs in an annuity. The 
fact that the two programs are linked adds considerable uncertainty to the 
bonus program as modified by CSSB 56. One option for accomplishing what 
CSSB 56 does--but without the uncertainties caused by the link with the PFD 
program--would be to simply replace the relevent phase-out language in the 
bill with a schedule for reducing the bonus amount.

I hope you find this information useful. If you need any additional 
information, please let me know.

Attachments



TABLE 1
Amount of the Monthly Annuity Payments Possible from 
investment of Permanent Fund Dividends in Annuity Accounts

No Change in the Permanent Fund Dividend Program

CASE A CASE 3

Person turning 65 in current year Person Turning 65 on 1-2-88

Annuity 
Balance at 

Interest
Monthly 

Monthly Longevity

3alance of 
prior year's 

annui ty

Payment
from Combined 

prior Monthly
Monthly 

Longevi ty

seal Dividend Rate of Annui ty 3onus account year's Annui ty 3onus
ear Received 9.OX Payment Amount on July 1 account Payment Amount

1989 S794.00 S847.60 S847.60
1990 855.00 1,836.59 S8.37 241.63 912.71 8.53 3.53 241.47
1991 914.00 2,977.58 18.13 231.37 975.70 9.37 17.91 232.09
1992 913.00 4,220.19 29.40 220.60 974.63 10.24 28.14 221.36
1993 923.00 5,585.31 41.67 208.33 985.30 10.46 38.60 211.40
1994 991.00 7,145.38 55.14 194.36 1057.39 10.33 49.44 200.56
1995 1,071.00 8,932.30 70.55 179.45 1143.29 11.93 61.37 188.63
1996 1,154.00 10,968.10 38.19 161.81 1231.90 13.26 74.64 175.36
1997 1.244.00 13,283.20 108.29 141.71 1327.97 14.71 89.35 160.65
1998 1,340.00 15,909.14 131.14 118.86 1430.45 16.35 105.69 144.31
1999 1,442.00 18,880.30 157.07 92.93 1539.34 18.20 123.39 126.11
2000 1,550.00 22,234.15 186.40 63.60 1654.63 20.27 144.17 105.83
2001 1,653.00 25,999.80 219.52 30.48 1764.58 22.61 166.77 83.23
2002 1,759.00 30,217.51 256.70 0.00 1877.73 25.07 191.84 58.16
2003 1,870.00 34,933.32 298.34 0.00 1996.23 27.77 219.61 30.39
2004 1,986.00 40,197.37 344.90 0.00 2120.06 30.75 250.37 0.00
2005 2,107.00 46,064.35 396.37 0.00 2249.22 33.97 284.34 0.00

Estimates of monthly annuity payments based on Alaska Permanent Fund Dividend Corporation projections of dividend 
payment (February 28, 1987 Financial Statement) and an interest rate of 9 percent.

Life expectancy values were provided by the Alaska Department of Labor, Demographic Report No. 1, December 1986. 

Prepared oy the House Research Agency, Hay 1987 :87-303A; 370330-10).



TAULE I
Canparison of Annual and Cumulative Costs between the Current Longevity' Bonus Progroin and Various Proposals

IIB 151 Modifications

fiscul
If ear

Current
Program

Annual
Cost

January 1, 1900 
Cutoff 

Reiger Proposal

Annual
Cost

IIB 151
Governor's
Proposal

Annual
Cost

$25,000 
Incane Limit

Annual
Cost

$20,000 

Inccxne Limit

Annual
Cost

Bonus
Reduction

Annua I 
Cost

Bonus 
Reduct ion 
With Needs

Annual
Cost

Needs Based 
No Age 
Cutof f

Annual
Cost

CSSB 56 (Jud) 
Bonus Reduction/ 

Annuity

Aiima I 
Cost

ivua
1909
1990
1991
1992
1993
1994 
19V5 
1996 
199/ 
1990
1999
2000 

2001 

2002

2003
2004
2005

$49.9
52.7
55.6 
50.2
60.7
63.4
65.9 
60.0
71.4 
73.6
76.1
78.5
01.1

03.6 
06.2
88.9
91.6
94.9

49.3
47.7
45.5
43.3
41.1 
38.9
36.7
34.6
32.5
30.3
28.2 
26.1
24.1
22.1 
20.2

18.3
16.5
14.8

$34.5
28.8
27.1 
25.4
24.0
22.3 
20.9
19.2
17.7
16.4
15.1
13.7 
12.6
11.3
10.3 
9.2
8.4
7.4

$43.1
35.8
33.7
31.6
29.8
27.6
25.9
23.9
21.9
20.3 
18.8
17.0
15.7
14.0
12.8
11.4
10.4 
9 2

$41.0
33.4
31.9
29.4
27.5
25.3
23.9 
21.8
19.8
18.5
16.9
15.2
14.0
12.4
11.3
10.1 
9.1 
8.0

$44.9
42.1
38.9
34.9
30.4
25.4
19.8
13.8 
7.1
0
0
0
0
0
0
0
0
0

$44.9
45.0
46.7
46.8
46.9
46.0 
45.5
44.1 
42.0

0.0

0.0
0 . 0

0.0
0.0

0.0

0.0
0.0

0 . 0

$43.8
39.0
41.3
42.8
44.3
45.4
46.8
47.9
48.6
49.7
51.1
51.6
53.2
53.7
55.3 
56.2
58.4 
59.6

$49.9
52.7 
55.2
57.1
50.5
59.6
60.1
60.4 
59. B
58.1 
55.9
52.6
40.2
42.6
33.2
24.4
16.5
14.8

CUHUIAIIVE
IC'IAL $1,301.1 $570.2 $324.3 $402.9 $370.3 $257.3 $400.7 $809.5 $859.5

Pic-pared by the House Research Agency, Hay 1907 (07-303B; 860330-10).
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IN THE SENATE BY THE JUDICIARY COMMITTEE

CS FOR SENATE 3ILL NO. 56 (Judiciary)

IN THE LEGISLATURE OF THE STATE OF ALASKA 

FIFTEENTH LEGISLATURE - FIRST SESSION 

A BILL

For an Act entitled; "An Act amending and making effective an annuity

program and amendments to the longevity bonus program 

and che permanent fund dividend program provided for 

in secs. 2 - 1 3 ,  ch. 99. SLA 1935; and providing for 

an effective dace."

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

* Section 1. AS 43.23.110(a) is amended tc read:

(a) The annuity investment fund is established as a separate 

fund in the state treasury. The annuity investment fund consists of 

money transferred from the dividend fund, cash contributions under 

AS 43.23 . 125 . and income earned by che annuity investment fund. 

Notwithstanding AS 37.13.145, an amount equal to the permanent fund 

dividends taken as annuity credits under this chapter shall be annual­

ly transferred from the dividend fur. to the annuity investment fund.

* Sec. 2. AS 43.23 is amended by adding a new section to read;

Sec. 43.23.125. CASH CONTRIBUTIONS. An individual who is eligi­

ble to receive che permanent fund dividend as an annuity credit under 

AS 43.23 305(d) but does not elect to do so or who elects to receive 

only i portion of the permanent fund dividend as an annuity credit may 

make a cash contribution to that individual's annuity account, The 

tocai amount credited and contributed to an annuity account m  a year 

may not exceed che amount of the permanent fund dividend for that 

year.
• Sec. 3. AS 43.23.130(a) is amended to read:

SB0C5oa -1* CSSB 56'. Jud)



1 ia} An individual with one or more annuity credits o_ .ash

2 contributions under AS d3.23.125 may receive an annuity upon reaching

3 the age of 65.

- Sec. *4. AS -J.23.130^e; is amended to read:

5 (e) If a person elects to credit a permanent fund dividend or

6 make a cash contribution co an annuity account in a particular year,

7 that person may make an irrevocable choiro regarding death benefits

3 with respect Co that credit or contribution. If a person dies before

9 age 65 and chat person lias selected death benefits in at least one

10 year, a lump sum payment shall, subject to appropriation, be paid to

11 the surviving spouse by right of survivorship unless a different

12 beneficiary was designated- When no spouse survives and no benefi-

13 ciary is designated, the lump sum shall be paid to the decedent's

lw estate. The lump sum payment includes all dividends credited to the

15 person's annuity account in years in which death benefits were select-

1. ec and interest on chose dividends. Dividends credited and cash

.7 cor.c ributec to a person's annuicy account in years for which death

ren?-:; t s were not selected and interest on those dividends and contri-

ou::ons shall, if the person dies before age 65, be distributed equi-

20 cabiy among the a n n u i t y  accounts of all individuals for which death

21 Denefits were noc selected.

22 -r. 5 As «- 22 is amended by adding a new section co read:

3; 3ec. -* 3 2 2 11' EMERGENCY WITHDRAWALS. An individual may make a

r.'.wc 1 crcr: cna: individual's annuity account before reaching the 

or or it the maividual establishes co the satisfaction of the 

„ issloner that the withdrawal is necessary to meet an unforeseeable 

emergency. The amount withdrawn may not exceed che total amount m

23 tne inaividual's annuity account or che amount actually necessary tc

23 meet the emergency, w.-.irhever is less. The commissioner shall r e f i ne

2225 roiJuai -2- S5GG56c
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1 the term "unforeseeable emergency" by regulation. An individual may

2 only make one withdrawal under this section and may pay it back with

1 interest under terms established by the commissioner.

'< ‘ Sec. 6 . AS 67.«5 015(a) ;s amended to read:

5 (a) Except as provided ir. lb) of this section. the monthly

6 longevity bonus is equal to 3250. minus the maximun^ possible straight

i life annuity [FOR A PERSON 65 YEARS OF AGE] under the annuity program

8 (AS A3.23.110 - A3.23.130), as determined by the commissioner of

ddintm st ration. The maximum possible straight life annuity equals the

10 amount a _person would receive if that oersoii became 65 on January 2.

11 1988. and contributed 100 percent of all permanent fund dividends or

1? the cash equivalency tc the annuity program tor every vear after

13 December 31. 1987. However, for purposes of this section tne maximum

19 possible straight life annuity may not exceed the amount that a person

15 turning 65 in the current vear would receive if chat person had

16 contributed,100,percent of all permanent fund dividends or the cash 

equivalency to the annuity nroernr. for every,y_ear after December cl.

• Sec. . Section 1. ch. 99, ~_.a 1985. is repealed.

~ r) Sec. 8 . Chapter 99, SLa LvSi, and secs. I - o of tr.it Act apply or.'y

21 to permanent fund dividends for years beginning arrer December 31, 19S7.

22 Notwithsrending cist amendments to AS 9 3 23 made by . 99, SLa 1 98 5 . and

2 3 this Aft, permanent fund dividends for 19S7 and r n c r  years sr.all be made

under isse law as it exerted be: ire  ch. ecr?..riv.- an * = : :  this Act. 

i Fee 3 This Act takes etcect named.'.* e ,:r.der .AS 11. 10.071 • _

CSSc J u d



SECTIONAL ANALYSIS OF HJR 44
Proposing an am endment to the Constitution 

of the State of Alaska relating to open meetings.

SECTION 1 amends Article 1. Declaration of Rights, of the Constitution 
of the State of Alaska, by adding a new Section 23:

The deliberations of each house of the Legislature, and its 
committees and subcommittees, shall be open to the public, 
unless the legislative body is meeting in executive session 
to consider matters authorized by law.

If a matter is appropriate to a particular legislative body, 
private and substantive deliberation on the matter by a 
quorum of that body is prohibited.

Caucuses of the legislature may meet in private to 
consider matters of procedure, organization or strategy.

SECTION 2 Expresses legislative intent and summarizes provisions in 
the existing open m eetings law.

Subsection (f) provides that the Legislative Affairs Agency 
will consider the statem ent of legislative intent expressed in 
(a) through (e) when preparing its neutral summary for the 
election pamphlet.

SECTION 3 Provides that the am endm ent will be placed before the voters 
at the next general election.

Prepared by:
Rep. Kay Brown 
January 29, 1988
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By Brown, Ellis, Frank, Davis, Cotten. 
Navarre, Pourchot, Boyer, Koponen, 
Boucher, Davidson, and Menard

HJR 44: Proposing an am endm ent  
to the Constitution o f th e  State of Alaska  

relating to o p en  m eetings

HJR 44 proposes to amend the State Constitution by:

• mandating legislative adherence to the Open Meetings 
Act

•  providing for court enforcem ent in the instance of a violation

® requiring that legislative deliberations be open unless 
the body is meeting in executive session to consider 
matters authorized by law

• prohibiting a quorum of a legislative body icommittee, 
subcommittee, etc.) from engaging in private and sub­
stantive deliberation on a matter appropriate to that body

• allowing legislative caucuses to meet in private to consider 
matters of procedure, organization or strategy

HJR 44 includes intent language making it clear that this amendment 
is not intended to prevent the free flow of ideas among legislators or 
their participation in public forums, community meetings, or social 
events.

The proposed language is the work of a number of individuals who 
began meeting together shortly after the Supreme Court issued its 
ruling last September.

Prepared bv:
Rep. kay Brown 
January 29, 1988



Opinion
T he question of the public conduct of the 

public’s business is one of the questions 
before the Alaska Legislature in its new 
session. A resolution proposed by Sen. 

Arliss Sturgulewski and Rep. Kay Brown would 
put before the state’s voters a constitutional 
am endm ent to require that all legislative 
m eetings be public except certain exemptions.

The proposal grows out of last year’s lawsuit 
against the Legislature by the League of Women 
Voters and The Daily News. It transpired that the 
Legislature never argued about breaking the 
rules. However, the court ruled that it had no 
jurisdiction or constitutional basis for requiring 
the Legislature to follow its own rules.

That decision essentially 
told the Legislature it could 
do whatever it pleases, and 
the public be damned. The 
proposal by Sturgulewski and 
Brown, two among a minority 
of legislators who have actu­
ally resisted the Legislature’s 
general secretive inclina­
tions, is an attempt to make 

the Legislature live by its rules. That’s all.
The proposed am endm ent would leave 

le g is la to r s  the sam e exem ptions as the 
Legislature provided when it adopted the state’s 
Open Meetings Act. It would also allow party 
caucuses to meet privately “to consider matters 
of procedure, organization, or strategy.”

That’s  plenty of leeway for any responsible 
legislator. The public should call on its legislators 
to support the Sturgulewski-Brown proposal.

E lem ents of the Alaska Legislature have gone 
out of their way in recent years to make important 
budget decisions in secret -  in ad hoc sessions, in 
caucuses, in, well, who knows?

If legislators balk at the Sturgulewski-Brown 
proposal, they invite a question: Have you stopped 
doing th e  public’s business in secret? It’s a fair 
question, and it requires the admission they can­
not avoid.

P * y *  A - 4  January 19, 1 9 M  Panlnaula Clarion

By
the

rules



M Y TURN
Bv KAY BROWN an d  
ARLISS STURGULEWSKI

When th e  A laska S uprem e Court 
Issued its opinion on the  open m eet­
ings law su it b rought aga inst the 
A laska L eg isla tu re  by the  League of 
W omen V oters and tw o A laska news­
pap e rs . the  ru ling  b rough t to light a 
cru c ia l flaw  in our s ta te  Constitution. 
The cou rt ru led  th a t it had no juris­
diction  in the  open m eetings dispute 
and  accord ing ly  could not force the 
leg is la tu re  to com ply with the s ta le  
Open M eetings Act.

It is now c le a r  th a t th is  flaw can 
only be co rrec ted  by an  am endm ent 
to the  s ta te  C onstitution which ex­
p ress ly  p ro te c ts  the pub lic 's  righ t to 
openness in the  leg islative process.

No D lap u ta  o v i r  V io la tio n !: In 
the  League v. the A laska Legislature 
ca se  th e re  w as no a rg u m en t over the 
ch a rg e  th a t the  leg is la tu re  held se­
c re t budget m eetings during  the 1988 
session in violation of the  Open M eet­
ings Act. N or w as th e re  any argu­
m ent th a t these m eetings  violated 
the  le g is la tu re 's  own U niform  Rule 
22. which a lso  req u ire s  open m eet­
ings of leg isla tive  bodies.

N either o f the se  c la im s  w as con­
tested  by the  law yers  defending the 
le g is la f 're . A s noted by the  court: 
"The facts  o f  th is c a se  a re  not In dis­

pute. ... The L eg is la to rs  do not deny 
th a t these m eetings  occu rred , or tha t 
they conducted  the business and

IB-iAMp>•*■<- 1“ '2S - 83
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made th e  d e c is io n s  th a t the  League 
alleges.”  So. i f  eve ryone  a g ree s  m at 
the m ee tin g s  w e re  in violation of the 
Open M eetings  A c t and R ule 22, w hat 
happened?

C o u rt!  P o w i r l i u  to  E nfo rce  
Law: T he S u p re m e  Court based  its 
ruling on in te rp re ta tio n s  o f the  s ta te  
Constitution. A lthough  no one d ispu t­
ed tha t open  m e e tin g  violations had 
occurred, th e  c o u r t  ru led  th a t it 
lacked a u th o r i ty  to  force the leg isla­
ture to o bey  th e  o pen  m eetings law it 
has enac ted . F u r th e r ,  because  the 
Alaska C o n s titu tio n  c u rren tly  does 
not ex p ress ly  p ro v id e  fo r open m eet­
ings, and  b e c a u s e  the Constitution 
gives the le g is la tu re  the au th o rity  to 
establish i ts  ow n  ru le s , the  S uprem e 
Court d e te rm in e d  it could not en­
force m e O pen M eetin g s  Act.

The co u rt d id  n o t find the  leg isla­
ture innocent o f  v io la tin g  open m eet­
ing re q u ire m e n ts . R a th e r, the  court 
decision s ta te d  th a t  "b ec au se  the 
Constitution c o m m its  to  the  leg isla­
ture the a u th o r i ty  to  provide for its 
own rules o f  p ro c e d u re  ... we regard  
the question o f  w h e th e r  the leg isla­
tors have v io la te d  th e  Open M eetings 
Act or U n ifo rm  R ule 22 to be 
nonjudiciable." T h e  co u rt concluded 
it is not th e  fu n c tio n  o f the  judicia l 
system to r e q u i r e  the  leg is la tu re  to 
follow its ow n ru le s .

The co u rt a ls o  ad d re ssed  the  a s ­
sertion th a t th e  p u b lic  has  an  " im ­

p lied "  constitu tional r ig h t o f access 
to the  conduct o f  leg is la tive  business. 
A lthough it is no tew orthy  tha t Su­
p rem e  Court Ju s tic e  Compton dis­
sen ted . and  a rg u ed  forcefully that 
th e  co u rt did have  jurisd iction  in the 
ca se , the  m a jo rity  o f justices dis­
ag reed .

T h i  N sa d  fo r  an  A m endm en t:
T he c ru c ia l issue in the  open m eet­
ings law suit concerned  the right of 
the p ress  and the public to know and 
u n d e rs ta n d  th e  delibera tions  of their 
e lec ted  re n re sen ta liv es . The need for 
access  to leg islative deliberations 
h as  n ev e r been m ore  c r itic a l than at 
p resen t. D ecisions m a d e  in Juneau 
a re  o f v ita l in te re s t to  all A laskans 
a s  th e  s ta te  com es to te rm s  with de­
clin ing  oil revenues.

In resjxm se to the  Suprem e 
C o u rt's  decision , one leg isla tive  lead­
e r  c h a ra c te rized  the  ru ling  a s  giving 
leg is la to rs  'a  blank ch e ck ."  In es­
sence . the  A laska S uprem e Court 
found th a t the le g is la tu re ’s conduct 
is above th e  law  th a t requ ires  other 
s ta te  and  local officials to  conduct 
the  pub lic’s  business in the  open. A 
constitu tional am en d m en t requiring 
open m eetings  o f the  leg is la tu re  is 
the  only  w ay  to  rem edy  th is  deficien­
cy.

P ro p o a a d  C o n ititu tlo iu il
A m an d m an c : Before the  Suprem e 
C ourt ru ling , it had  been ou r belief 
th a t the  public w as en titled  to  open 
leg is la tive  m ee tings: we now know 
th a t a  constitu tional am endm ent is 
needed. With th a t goal in m ind, we 
h av e  in troduced  an  iden tical Joint 
R esolu tion  in both the H ouse and  the 
S enate  th a t would am en d  the  Alaska 
C onstitu tion  and  specifically  provide 
for open m eetings  by the  leg islature.

T he proposed am en d m en t lan­
guag e  is the  w ork p ro d u c t of a num ­
b e r  o f indiv iduals who began m eet­
ing sh o rtly  a f te r  H r  S up rem e Court 
issued  its ru ling , including r ■ iresen- 
ta tiv e s  o f the  L eague o f W omen Vot­
e rs  an d  s e v e ra l new s organizations. 
In try in g  to d ra f t  su itab le  language 
w ith the  help o f th is  ad  hoc group, we 
knew  th a t it  w as essen tia l to develop 
both re a lis tic  and  w orkab le stan ­
d a rd s . Such s ta n d a rd s  m ust funda­
m en ta lly  en su re  openness by the  leg­
is la tu re  but a lso  no! p rev en t the  free 
exchange o f id eas  am ong  leg islators 
w hich is essen tia l to a  leg isla to r's  
ab ility  to  rep re sen t his o r  h e r  constit­

uents. A t th e  s a m e  tim e, we felt that 
the le g is la tu re , as  the  s ta te 's  only bt 
cam era! le g is la tiv e  body, electee 
along p a r t i s a n  lines, m ust have the 
flexibility  to  e x e rc ise  th a t p a r tis an ­
ship.

With th e se  s tan d a rd s  In m ing, oui 
proposed a m e n d m e n t req u ires  tha 
leg islative d e lib e ra tio n s  be open  un 
less, a s  p re s e n tly  provided by thi 
Open M ee tin g s  A ct. the body is  m eet 
ing in a  p ro p e r ly  convened executive 
session to  c o n s id e r  m a tte rs  express 
ly au th o rized  by  law. The am end 
ment .also s ta t e s  th a t if a  m a tte r  i: 
a p p ro p ria te  to  a  p a rtic u la r  bodj 
i which in c lu d e s  co m m ittees  a n d  sub 
co m m ittee s i . th e n  "p r iv a te  and  su b  
stan tive  d e l ib e ra tio n  of the m atte i 
by a  q u o ru m  o f  th e  leg islative body' 
is p roh ib ited . T h e  proposed am end 
m ent a lso  reco g n izes  the  unique roh  
of leg is la tiv e  ca u cu se s  and  speciii 
cally a llow s c a u c u se s  to m ee t in p n  
vate, b u t o n ly  to  consider "m a tte r :  
of p ro ced u re , o rgan iza tion , o r  s lra te
gy-"

We reco g n ize , o f course, th a t oui 
am endm en t d r a w s  a  fir..' line o f d is­
tinction b e tw e e n  a  discussion  tha: 
would be p ro h ib ite d  a s  " p r iv a te  anc 
su b stan tiv e"  a n d  a  discussion that 
would be p e rm is s ib le  os a  m a tte r  oi 
caucus " s t r a t e g y ."  In  the final an a l­
ysis. how ever, i t  is o u r feebng th a t it 
will be in c u m b e n t upon a ll leg isla­
tors to po lice  th e m se lv e s  as  a  group 
and for in d iv id u a l m em bers  to insis: 
when a p p ro p r ia te , a s  we have , thai 
the pub lic 's  r ig h t  to know m ust b t 
protected a n d  th a t  the  pub lic 's  su b  
stan tive b u s in e s s  be conducted open­
ly.

F inally , w e b elieve  th a t the  pro­
posed a m e n d m e n t provides both a 
realistic  and  w o rk ab le  set of s tan ­
dards by w h ich  the  leg is la tu re  c a r  
conduct le g is la t iv e  business in an 
open m a n n e r  w h ile  still providir.z 
lei 's la to rs  a n  o p p o rtu n ity  to  p artic i­
pate in c o n fid en tia l p a rtisan  ac tiv i­
ties. W ithout a  co n stitu tiona l am en d ­
m ent to  p ro v id e  fo r  the  p ub lic 's  right 
of access, th e  le g is la tu re  will contin­
ue to be fre e  to  m e e t a t  will behtnc 
closed doors in  c l e a r  violation o f  the 
Open M eetings A ct. bu t beyond the 
reach  of th e  c o u r ts .

Rap. K a y  B r a w n  and San. Arllss 
S turg ulaw ik l b o t h  represent A n c h o r­
age in tha A la sk a  Legislature.




