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IN THE SENATE B Y  THE STATE AFFAIRS COMMITTEE

CS FOR SENATE BILL NO. 56 (St a t e  Affairs)

IN THE LEGISLATURE OF THE S T A T E  OF ALASKA

FIFTEENTH LEGISLATURE - F I R S T  SESSION 

A  BILL

For an Act entitled: "An Act amending and making effective an annuity

program and amendments t o  the longevity bonus program 

and the permanent fund dividend program provided for

in secs. 2 - 1 8 ,  ch. 99, SLA 1985; and providing for

an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE O F  ALASKA:

* Section 1. AS 43.23. 1 10(a) is amended t o  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 f u n d ., cash cox ributions under 

AS 43.23. 125, and income earned by t h e  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 tran s f e r r e d  from the dividend fund to the annuity investment fund.

* Sec. 2. A S  43.23 is amended by adding a n e w  section to read:

Sec. 43.23.125. CASH CONTRIBUTIONS. An individual who is eligi­

ble to r e c e i v e  the permanent fund d i v i d e n d  as an annuity credit under 

AS 43.23. 005(d) but does not elect to d o  so or who elects to receive 

only a p o r t i o n  of the permanent fund d i v i d e n d  as an annuity credit may 

make a c a s h  contribution to that individual's annuity account. The 

total a m o u n t  credited and contributed to an annuity account in a year 

may not exceed the amount of the p e r m a n e n t  fund dividend for that 

year.

* Sec. 3. A S  43.23. 130(a) is amended to read:



(a) An individual with one o r  more annuity credits or c a s h  

contributions under AS 43.23.125 m a y  receive an annuity upon reaching 

the a g e  of 65.

* Sec. A. AS 43.23.130(e) is amended t o  read:

(e) If a person elects to c r e d i t  a permanent fund dividend or 

make a  cash contribution to an a n n u i t y  account in a particular year, 

that p e r s o n  may make an irrevocable choice regarding death benefits 

with r e s p e c t  to that credit or c o n t r i b u t i o n . If a person dies b e f o r e  

age 6 5  and that person has selected death benefits in at least o n e  

yea?.', a lump sum payment shall, s u b j e c t  to appropriation, be paid to 

the surviving spouse b y  right of survivorship unless a different 

b e n e f i c i a r y  was designated. When n o  spouse survives and no b e n e f i­

ciary is designated, the lump sum shall be paid to the decedent's 

estate. The lump sum payment includes all dividends credited to the 

p e r s o n ' s  annuity account in years in w h i c h  death benefits were sele c t­

ed a n d  interest on those dividends. Dividends credited and c a s h  

c o n t r i b u t e d  to a person's annuity a c c o u n t  in years for which de a t h  

b e n e f i t s  were not selected and interest on those dividends and con t r i­

but i o n s  shall, if the person dies b e f o r e  age 65, be distributed e q u i­

tably among the annuity accounts o f  all individuals for which d e a t h  

b e n e f i t s  ware not selected.

* Sec. 5. AS 43.23 is amended by addi n g  a n e w  section to read:

Sec. 43.23. 135. EMERGENCY WITHDRAWALS. An individual may make a

w i t h d r a w a l  from that individual's a n n u i t y  account before reaching the

age o f  65 if the individual establishes to the satisfaction of the

co m m i s s i o n e r  that the withdrawal is n e c e s s a r y  to meet an unforeseeable

emergency. The amount withdrawn m a y  not exceed the total amount in

the i n d i v i d u a l ' s  annuity account or the amount actually necessary to

meet t h e  emergency, whichever is less. The commissioner shall define 

CSSB 56(SA) -2-
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the term "unforeseeable emergency" by regulation. An individual may 

only make one withdrawal under this section and may pay it back with 

interest under terms established by the commissioner.

* Sec. 6. Section 1, ch. 99, SLA 1985, is repealed.

' * Sec. 7. Chapter 99, SLA 1935, and secs. 1 - 5 of this Act apply only''

to permanent fund dividends for years beginning after December 31, 1987./ 

Notwithstanding the amendments to AS 43.23 made by ch. 99, SLA 1985, and' 

this Act, permanent fund dividends for 1987 and prior years shall be madef

\under the law as it existed before the effective date of this Act.

* Sec. 8. This Act takes effect immediately under AS 01.10.070(c). \

-3- CSSB 5 6 (SA)
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Introduced: 1/19/37 5-0363A
Referred: Health, Education and

Social Services, Judiciary 
and Finance

BY KERTTULA, HALFORD,
IN THE SENATE AND FISCHER

SENATE BILL NO. 56 

IN TI1E LEGISLATURE OF THE STATE OF ALASKA 

FIFTEENTH LEGISLATURE - FIRST SESSION

A BILL

For an Act entitled: "An Act making effective an annuity program and

amendments to the longevity bonus program and the 

permanent fund dividend program provided for in secs. 

2 - 18, ch. 99, SLA 1985; and providing for an effec­

tive date."

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

* Section 1. Section 1, ch. 99, SLA 1985, is repealed.

* Sec. 2. Chapter 99, SLA 1985, applies only to permanent fund 

dividends for years beginning after December 31 , 1987. Notwithstanding the 

amendments to AS A3.23 made by ch. 99, SLA 1985, permanent fund dividends

for 1987 and prior years shall be made under the law as it existed before

the effective date of this Act.

* Sec. 3. This Act takes effect immediately under AS 01.10.070(c).

SB0056A SB 56

SB 56 —
COMMITTEE 001



ALB Program Costs

$
(MILLIONS)

OMBJDivision of Policy, 319/87 FISCAL YEAR



LONGEVITY BONUS PROGRAM COSTS* 
(millions of dollars)

Fiscal
Year

Current
Law

SB-56t
Annuity
Program

SB-57t
Annuity Program Variant 
Maximum Minimum

HB-151, SB-145 
Governor's 
Proposal

1988 51.2 51.2 51.2 51.2 373

1989 52.7 52.7 52.7 52.7 30.9

1990 55.6 553 55.3 54.2 293

1991 58.2 57.2 57.2 54.2 27.7

1992 60.7 58.6 58.6 52.7 26.1

1993 63.4 59.7 59.7 50.0 24.6

1994 65.9 60.2 60.2 45.6 23.1

1995 68.8 60.3 60.3 39.7 21.6

1996 71.4 593 59.3 32.5 20.1

1997 73.6 57.2 57.2 303 18.7

1998 76.1 54.3 54.3 28.2 173

1999 78.5 50.1 50.1 26.1 15.9
2000 81.1 44.5 44.5 24.1 14.6
2001 83.6 37.4 37.4 22.1 133

♦Grants only. Does not include administrative costs.
tAssumes first annuity contribution is from October 1988 dividend, with first annuity payment 
in July 1989.

OMBIDivision of Policy, 312187 (additional footnote 319187)
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Position Paper 

CSSB No. 56 (State Affairs)

SUMMARY OF POSITION

A comprehensive positi« statement on the proposal for an annuity 

program to replace the existing Alaska Longevity Bonus program is 

attached. The highlights of the Department of Health and Social 

Services position are as follows:

We believe that low income Alaskans who may in the future be served by 

the federal Supplemental Security Income (SSI) program and the State Old 

Age Assistance (OAA) program will elect not to participate in the 

annuity program because it will cost them much mo r e  in Permar 'und

Dividend payments than it will return them in annuity p a y m e r  lew

would elect to invest a large annual Permanent Fund Divide!. t now

in a program that will probably return them nothing later. -ion

an annuity will return SSI and OAA recipients nothing is that their 

public assistance grant will be reduced by \.he amount of any annuity 

payment they receive. Only those fortunate enough to have a retirement 

income that allows them to avoid welfare will receive a net benefit from 

the annuity.

Low income seniors on federal and state assistance will see their net 

income gradually decline as the annuity replaces the Bonus, regardless 

of whether they participate in the annuity or not. This is due to the 

gradual loss of hold harmless protection for any annuity they receive 

and the gradual decline of the bonus payment if they do not participate 

in the annuity.

Ultimately, some low income seniors who do participate in the annuity 

program will risk loss of eligibility for Medicaid as their income that 

must be counted for welfare purposes climbs above the Medicaid 

eligibility limit. We do not anticipate this result for several years, 

but inevitably some seniors will eventually reach that point, thereby 

losing essential medical coverage.



POSITION PAPER

Senate Bill No. 56

"An Act making effective an annuity program and amendments to the Longevity Bonus 

program and the Permanent Fund Dividend program provided for in secs. 2 - 18, 

ch. 99, SLA 1985; and providing for an effective date."

B A C K G R O U N D :

Senate Bill No. 56 would provide for an annuity program to replace the existing 

Alaska Longevity program. Alaskans would contribute to their individual annuity 

account by dedicating all or part of their Permanent Fund Dividend payments to that 

account.

We wish to call you r  attention to how the approximately 2,600 needy elderly 

Alaskans who currently receive Old Age Assistance ("OAA") would be affected by an 

annuity program. Federal Medicaid regulations require that Alaska's OAA program 

follow many of the eligibility rules of the federal Supplemental Security Income 

("SSi") program, a monthly cash assistance program administered by the Social 

Security Administration. Thus, the way in which Social Security would treat an 

annuity payment in its SSI program potentially affects all Old Age Assistance 

recipients, not just those recipients who receive SSI. (Approximately 45 percent 

of all OAA recipients also receive SSI.)

SSI federal regulations require that applicants and recipients apply for and pursue 

any entitlements for which they may be eligible. For example,, any Alaskan who is 

65 and a one-year resident must apply for the countable Bonus, or they lose all 

eligibility for SSI. However, Social Security does not view the Permanent Fund 

Dividend cash payment as one of these mandatory "prior resources", so there would 

be no eligibility penalty for giving up all or part of any cash Dividend in order 

to participate in the annuity program. Also, SSI will not require anyone to 

contribute to an annuity account which m ay produce an entitlement in the future. 

However, anyone who has established an annuity credit will be required to apply for 

annuity payments once they become 65 and apply for SSI. Thus SSI (and therefore 

O A A  and Medicaid) policies will not impinge on any individual's freedom to choose 

any of the options SB No. 56 proposes.

The SSI rules also require that any annuity payment actually being received be 

counted virtually dollar-for-dollar against SSI eligibility qualifying standards, 

thus reducing SSI payments to annuity recipients by the amount; of the monthly 

annuity payment. Old Age Assistance must treat the annuity the same way.

Currently, this is how the Longevity Bonus payments that are received by about 840 

of our 2,600 Old Age Assistance clients are treated. (About 1,600 OAA recipients 

receive the "25 year" Bonus, which SSI rules disregard as income.)

The Legislature enacted the Alaska Longevity Bonus "Hold Hamiless" program 

(AS 47.45.422) in order to assure that needy elderly who receive a federally 

countable Bonus did not end up with $250 less in monthly income than those who 

receive the federally exempt Bonus, and to make sure that necessary medical c o v e r­

age (through the Medicaid program) was not lost by those whose total retirement 

income placed them so close to federal and state eligibility limits that receipt of 

the countable Bonus cost them eligibility for Medicaid. This program replaces the 

amount of cash lost to countable Bonus recipients when their federal SSI payments 

are decreased or ended, and it provides state funding in lieu of federal matching



Senate Bill No. 56
Page 2

M edicaid funds to continue Medicaid coverage to those who lost regular Medicaid 

eligibility because of their Bonus income.

For similar reasons, the Legislature has also established a "Hold Harmless" program 

for the Permanent Fund Dividend (AS 43.23.075). This program protects all 

assistance recipients, not just the elderly, against loss of cash assistance and 

Medicaid when they receive their Dividends. In effect, the annual Dividend is 

therefore the only cash "windfall" assistance recipients can receive and still keep 

full assistance benefits.

Since the proposed annuity payment would reduce monthly OAA and SSI payments 

e ssentially dollar-for-dollar, and recipients of any assistance program would have 

to give up all or part of their "free" Dividend income to participate in the 

annuity program, we seriously Joubt that any assistance recipients under 65 who 

fully understand their choices would choose the annuity option. They are better 

off financially taking a $500-$700 windfall each year and suffering a much smaller 

total annual decrease in their Bonus income at some time in their future.

Chapter 99, SLA 1985, amends AS 43.23.075(c) to provide a four month hold-harmless 

for persons who might become ineligible for assistance because of a Dividend 

credit. SSI, OAA, and Medicaid will not count the credit as income, but 

AS 43.23.075, as amended, provides no protection against actual annuity payments 

being counted as available income. (Also, if SB No. 56 were modified to make the 

balance in the annuity account available to participants in an "emergency", AS 

43.23.075 would offer no protection if SSI and other federal assistance programs 

decided to count the annuity balance as an available resource.)

Thus the long-range effect on those future OAA recipients who will not enjoy the 

guaranteed continuation of their current Bonus, whether or not they choose the 

a n n u i t y , is that their monthly spendable income will shrink as the Bonus amount 

shrinks. Those few who may choose to participate in the annuity program will still 

see their monthly spendable income shrink, but as their countable annuity income 

rises, some of them will suffer OAA income ineligibility. Worse, some will 

eventually lose Medicaid eligibility.

We find that many of our OAA recipients could possibly adapt to small changes in 

their monthly cash flow. What they tell us that they fear most, and cannot adapt 

to, is loss of their Medicaid coverage. Most clients whose retirement income will 

be high enough so that they might lose Medicaid eligibility when they begin 

receiving annuity payments have Medicare coverage through Social Security.

However, the annual increases in Medicare deductibles and decreases in covered 

services make Medicaid an increasingly important source of medical protection for 

seniors. Losing Medicaid m ay produce cases of real financial or medical hardship.

We believe it is premature to suggest that, if Senate Bill No. 56 were to pass, it 

should contain a medical hold-harmless clause for annuity recipients. We are 

reasonably certain that there will be little or no need for such a protection in 

the first few years of an annuity program. However,, we do want the Legislature to 

be aware that the longer-range possibility exists that some of those w e  serve may 

need this protection in the future.
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RECOMMENDATION:

The Department neither supports nor opposes SB No. 56. We do note that the only 

proposal for Longevity Bonus redesign we have seen to date that will not penalize 

assistance recipients and will not result in a future need for some type of 

hold-harmless coverage is the proposal that the Bonus be needs-based. Both Social 

S ecurity and Medicaid totally disregard all state needs-based payments.

Recommended by: V ^

John R. Taber, Director

is ion of Public Assistance

Date: a/so
Approved by: ----

/ . A ' /  A.
Myra M(/Munson, Commissioner 

Department of Health &

Social Services

Date:
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CSSB 56 

Fiscal Note 

PAGE 2

D ivision of Public Assistance 

Assistance Payments BRU 

Old Age Assistance - Alaska Lonpevity Bonus Hold Ha r m l ess (OAA-ALBHH)

1.

2 .

3.

The Governor's FY88 budget presumes a needs-based Longevity Bonus, which would 

eliminate the need for a Hold Harmless program. CSSB No. 56 continues the Hold 

Harmless program; costs reflect restoration of a full Hold Harmless for the Bonus, but 

no Hold Harmless provision for annuity payments.

We assume the first annuity payments will be made in July, 1989, but that no Old Age 

Assistance applicants or recipients will elect to participate.

We assume that the Annuity and Bonus payments will be as follows:

Bonus Annuity

FY88

FY89

FY90

FY91

FY92

$250

$250

$242

$233

$223

0

0

$ 7.74 

$16.71 

$26.76

4. Costs assume average age of new applicants for Old Age Assistance will be 65.

6-Month Impact 

FY88 FY89 FY90 FY91 FY92

OAA-ALB Hold Harmless 

Program expenditure

1556.0 3608.3 4162.4 4617.2 5020.1

A m o u n t  of OAA-ALB HH that 

replaces lost SSI payments

622.4 1443.3 1687.9 1902.2 2089.1

Am o u n t  o f  OAA-ALBHH that 933.6 2165.0 2474.5 2715.0 2931.0

replaces State OAA payments
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Dk/ISION OF PUBLIC ASSISTANCE 

OLD ACE ASSISTANCE AND ALB HOLD HARMLESS

'r'!" 1

ALB HOLD HARMLESS NO CHANCE ALB NEEDS-BASED EFFECTIVE 1/1/88 CSSB NO. 56 ALB ANNUITY

OAA OAA SSI TOTAL OAA TOTAL OAA OAA SSI TOTAL

Aged APA Replace Replace OAA and Aged APA OAA SSI OAA and Aged APA Replace Peplace OAA and

Cases Component ALBHH ALBHH ALBHH Cases Component ALBHH ALBHH ALBHH Cases Component ALBHH ALBHH ALBHH

FY88 Jul-Dec 2736 3271.2 821.5 574.6 4640.3 2736 3271.2 821.5 547.6 4640.3 2736 3271.2 821.5 547.6 4640.3

FYb8 Jan-Juns 2806 3258.6 933.6 622.4 4814.6 2806 4192.2 0 0 4192.2 2806 3258.6 933.6 622.4 4814.3

FY88 TOTAL 2773 6529.8 1755.1 1170.r 9454.9 2773 7663.4 821.5 547.6 8832.5 2773 6529.8 1755.1 1170.0 9454.9

FY89 2893 6479.3 2165.0 1443.3 10087.6 2893 8644.3 0 0 8644.3 2893 6479.3 2165.0 1443.3 10037.6

FY90 3013 6451.8 2551.0 1700.7 10703.5 3013 9002.8 0 0 9002.8 3013 6528.3 2474.5 1687.9 10690.7

FY91 3133 6448.3 2913.1 1942.0 11303.4 3133 9361.4 0 0 9361 .4 3133 6646.4 2715.0 1902.2 11263.6

FY92 3253 6463.2 3256.7 2171.1 11891.0 3253 9719.9 0 0 9719.9 3253 6788.9 2931.0 2089.1 11809.0

5-year cost of Old Age Assistance(OAA) and OAA-ALB 

Hold Harmless program that assumes no change in the 

ALB program ($250 payment, no needs-based, no 

annuity).

OAA recipients that receive the "25 year" Bonus, 

which SSI rules disregard as income are replaced 

with aged clients whose Bonus is countable (as 

income). Over time OAA expenditures decrease (no 

growth) and an increasing portion of the "OAA 

supplemental" is expended under the OAA-ALB Hold 

Harmless allocation.

The FY88 Governor's (amended) budget assumes an ALB 

program that becomes needs-based effective 1/1/88. 

Both Social Security (SSI payment level) and 

Medicaid (for program eligibility) disregard all 

state needs-based payments.

Assuming the Governor's proposed ALB needs-based is 

enacted then the Social Security Administration's 

SSI payments that are restored result in net general 

fund savings.

FY88 Savings (6 month impact) 622.4 

FY89 Savings 1443.3

FY90 Savings 1700.7

FY91 Savings 1942.0

FY92 Savings 2171.7

The Amount of ALB Hold Harmless that had replaced 

State OAA payments shifts back to the Old Age 

Assistance (APA budgot component)

CSSB No. 56 provides for a redesign of the ALB to 

include an annuity and assumes continuation of a 

full hold harmless for the Bonus.

The impact of this proposed change is two-fold as 

the ALB payments decrease (FY88 $242, FY91 $233, 

FY92 $223) then the amount of ALB Hold Harmless 

for SSI replacement also decreases (FY90 savings 

12.7, FY91 39.8, FYS2 82.0). The drop in ALBHH 

for SSI replacement is a net savings to the State. 

As the Bonus payment decreases the amount of ALB 

Hold Harmless for OAA replacement decreases and 

shifts back to OAA. The amount of this decrease 

is a dollar for dollar shift back to Old Age 

Assistance (APA component).

The above cost out assumes the first annuity 

payment will be made in July 1989, but that no Old 

Age Assistance recipients will elect to 

participate.

FY88 OAA from ALBHH

FY89
FY90

FY91

FY92

933.6

2165.0

2551.0

2913.1 

3256.7



g r a n d  i g l o o

PIONEERS OF ALASKA
ORGANIZED AUGUST 4, 1908

P e t e r s b u r g  A l a s k a  
March, 5, 1 9 8 7

Hon. Fran Ulmer; Chairman,
Committee On S£ate Affairs.

Dear Representative Ulmerj

I just want to formally inform you, that at

the last Pioneers convention held in Juneau- last 
S e p t 0

We took a vote on the Annuity Program, and it 
carried by a majority vote.

The Pioneers of Alaska will greatly appreciate 
your support for Senate Bill # 5 6 , which, willactivate 
the Annuity Program and leave the Longevity Bonus 
as is,

Arnold P» Wasvdck 
Grand President PIONEERS OF ALASKA
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[)(] n e w  [ ] u p d a t e d  or [ ] previous

[ ] zero fiscal impact
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L E T T E R  O F  I N T E N T

T h e  S e n a t e  S t a t e  A f f a i r s  C o m m i t t e e  h a s  c o n s i d e r e d  C S S B  56 
(State A f f a i r s )  " A n  A c t  m a k i n g  e f f e c t i v e  a n  a n n u i t y  p r o g r a m  
a n d  a m e n d m e n t s  t o  t h e  l o n g e v i t y  b o n u s  p r o g r a m  a n d  t h e  
p e r m a n e n t  f u n d  d i v i d e n d  p r o g r a m  p r o v i d e d  in secs. 2-18,
C h . 99, S L A  1985; a n d  p r o v i d i n g  f o r  a n  e f f e c t i v e  date.

It is t h e  i n t e n t  o f  t h e  S e n a t e  S t a t e  A f f a i r s  c o m m i t t e e  t h a t  
t h e  D e p a r t m e n t  o f  R e v e n u e  a n d  t h e  D e p a r t m e n t  o f  
A d m i n i s t r a t i o n  t a k e  s t e p s  t o  e d u c a t e  a n d  i n f o r m  t h e  p u b l i c  
a b o u t  t h e  a n n u i t y  p r o g r a m  a n d  t h e  c h a n g e s  to t h e  p e r m a n e n t  
i u n d  d i v i d e n d  p r o g r a m  a n d  t h e  A l a s k a  l o n g e v i t y  b o n u s  
p r o g r a m  t h a t  a r e  m a d e  e f f e c t i v e  b y  t h i s  Act.
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V STATE OF ALASKA 1987 LEGISLATIVE SESSION 

FISCAL NOTE

REQUEST

Bill Version: £-S>sb s g S ^ 2

Revision D a t e : __
Title: * ( see below)

- Publish Date: j? - 3 -

Agency Affected: Administration

BRU: Longevity Bonus

Components: Administration, GrantsSponsor: Kerttula

R e q U 6 S tori Senate State Affairs

*  Making Effective an Annuity Program and Amending Alaska Longevity Bonus and Permanent 

Fund Dividend.

OPERATING
FY 87 FY 8 8 FY 89 FY 90 FY 91 FY 92

PERSONAL SERVICES 0 18<*>5 184.5 184.5 18i*.5 184.5

TRAVEL 0 0 0 0 — 0 0

CONTRACTUAL 0 81.0 81.0 • 81.0 8170 a1.u

SUPPLIES • y 11.1 11.1 11.1 11.1 ii.i
EQUIPMENT 0 20.0 4.0 4.0 <*.0 4.0 '

LAND & STRUCTURES 0 - 0 0 0 0 0

GRANTS, CLAIMS 0 3 (300.0 (SoO.O) (1,600.0 (2,800.0)

MISCELLANEOUS 0 0 0 0 0 0

TOTAL OPERATING 0 1 296.6 (19-4 J (519.4) (1,}10.4 (2,510.4)

* , _
CAPITAL 0 750.0 0 . 0 0 - j 0

•

REVENUE , 0 0 0 0 0 0

FUNDING:' (Thousands of.Jtollars)
" CENTRAL FUND 0 0 (300.0 (800.0) (7,70077 (2,800.0)

FEDERAL FUNDS 0 . 0 0 73 3 0
OTHER 0 1,0'*6.6 280.6 280.6 280.6 280.6

TOTAL 0- 1,0<*6.6 (19.4 (519.4) (1,319.a (2,519.4).

POSITIONS:
• -

FULL-TIME 0 5 5 5 5 5

PART-TIME 0 .. 0 0 0 0 0
. TEMPORARY 0 0 0 0 0 0

A N A L Y S I S : Attach a separate page if necessary The implementation of the annuity

program to replace the Longevity Bonus Program will result in a decrea. in general funds 
-committed to the program. The difference is shown on the Grants and Claims line. The amount 
is based on the difference in costs of the annuity program and the current'law as shown in 
Appendix A of 1986 Ballot Measure No. 3 ? Questions and Answers About Proposed Longevity Bonus 
A1ternatives prepared by the Division or Strategic Planning, September 1986. " . \

Funds for operating the program will cc.ne from the.annuity investment fund (AS <*3.23.110) as 
provided in AS '*3.23.110(d).

Prepared By: Michael

Division: Lommiss

h.., p . P h o n e :

* oners urnce_____________________________ Date: H / U ( k t 7

Approved by Commissioner: Garrey Pg-sK»

Agency: Department of A d m i n i s t r a t o r "

Distribution (by preparer):

Legislative Finance 

Legislative Sponsor 

Requestor

Office of Management and Budget 

Impacted Agency(ies)
Senate Secretary

Date: a / n f S ' 7
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CONTINUATION of FISCAL NOTE ANALYSIS 

V "  For SB 56

We estimate that approximately four full-time employees will be needed to 

administer this program on a continuing basis. We estimate that a program 

supervisor and chief accountant will be needed with two other staff members.

We are basing this fiscal note on the assumption that the Department of 

Revenue will verify ages of those'who elect to participate in the annuity 

program. This is critical. • ...

We estimate that four positions are needed to administer this program:

Supervisor: Retirement and benefits Specialist III

Accountant: Accountant II

.* Technician: Retirement and Benefits Technician I/II

Clerk: Accounting Clerk III

We propose that a notification will be sent to all Alaska boxholders to inform 

them of the provisions o f  the bill and to advise them of the contact persons 

or agencies. We estimate an annual cost of $20.0 for independent audits. We 

also propose that there will be annual statements of account that’will'be sent 

to approximately 150,000 participants. This.cost is estimated to be $41.0.

We estimate that the annuity program will be fully- automated to reduce the 

reed for staff. We estimate that one-time system analysis, development, and 

construction costs would be $750,000. •

We anticipate the need for one full-time Programmer/Analyst IV to provide 

guidance in the development of the annuity systems with the contractors and, 

after implementation, to provide ongoing maintenance.- We a l s o e s t i m a t e  a cost 

of $20.0 for computer records strrage.

A zero inflation rate .is assumed.for this fiscal note.

t

14/2D1/0211-03/3 Page 2 of 2



S e n a t e  (C o m m itte e  o n  S t a t e  A f f a i r sc

S E C T I O N A L  A N A L Y S I S  F O R  
C S S B  56 S T A T E  A F F A I R S

State leg isla tu re

a

.Senator iftitch Abimb
CHAIRMAN

S e c t i o n  i
A l l o w s  f o r  c a s h  c o n t r i b u t i o n s  i n t o  t h e  a n n u i t y  a c c o u n t s .  

S e c t i o n  2
If a c a s h  c o n t r i b u t i o n  is m a de, t h e  c a s t  c o n t r i b u t i o n  m a y  
n o t  e x c e e d  t h e  a m o u n t  o f  t h e  p e r m a n e n t  f u n d  d i v i d e n d  for

S e c t i o n  3
C o n f o r m i n g  l a n g u a g e  so  t h a t  a c a s h  c o n t r i b u t i o n  c a n  b e  
m ade.

S e c t i o n  4
C o n f o r m i n g  l a n g u a g e  so t h a t  a c a s h  c o n t r i b u t i o n s  c a n  b e  
m a d e .

S e c t i o n  5
A d d s  l a n g u a g e  t o  a l l o w  f o r  a n  e m e r g e n c y  w i t h d r a w a l .  T h e  
a m o u n t  w i t h d r a w n  s h a l l  b e  l i m i t e d  t o  a m o u n t  s u f f i c i e n t  o n T  
t o  m e e t  t h e  e m e r g e n c y .  . R e g u l a t e d  b y  t h e  C o m m i s s i o n e r  o f

R e p e a l s  t h e  s t a i r - s t e p p i n g  p l a n  c o n t a i n e d  w i t h i n  C h a p t e r  
99, S L A  1985.

S e c t i o n  7

T h i s  A c t  a p p l i e s  o n l y  co t h o s e  p e r m a n e n t  f u n d  d i v i d e n d  
a f t e r  D e c e m b e r  31, 1987.

t h a t  y e a r

R e v e n u e

J^-VC^rr}S e c t i o n  6

S e c t i o n  8
I m m e d i a t e  e f f e c t i v e  d a t e  c l a use.



LONGEVITY BONUS PROGRAM COSTS* 
(millions o f dollars)

SB-56 SB-57Fiscal
Year

Current
Law

Annuity
Program

Annuitv Proeram Variant 
Minimum Maximum1988 51.2 51.2 51.1 : 51.21989 52.7 52.4 51.4 52.4199*3 55.6 54.8 r ,.5 1 .8 54.8 -•1991 58.2 56.6 50.6 56.61992 60.7 57.9 48.1 57.91993 63.4 58.9 44.2 58.91994 65.9 59.2 38.8 59.21995 68.8 59.2 34.6 59.21996 71.4 58.2 32.5 58.21997 73.6 56.1 30.3 56.11998 76.1 53.2 28 .2- 53.21999 78.5 49.1 26.2 49.12000 81.1 43.7 24.1 ■ 43.72001 83.6 36.8 22.1 \ 36.8

*Grants only. Does not include administrative costs. \
OMD/Policy, 2/16187 (revised).

y\£W fcjU (ZS^>

P u r c A A S ,  O rG C tp e r
I c n o y  p e o p v e

b e u o e e n
r  t o s  ^ciT *

Longev i ty  Bonus P rog ram  Costs
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QUALIFIED RECIPIENTS 
LONGEVITY BONUS PROGRAM
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ANNUAL EXPENDITURES (IN THOUSANDS) 

LONGEVITY BONUS PROGRAM

FY 73 74 75' 76 77 78 79 80 81 82 83 84 85 86
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ON

L O N G E V I T Y  BONUS, R E N T E R ' S  R E B A T E  & P R O P E R T Y  T A X  E X E M P T I O N  L E G I S L A T I O N

' OPAG POSITION PAPER

I n t r o d u c t i o n : The O l d e r  P e r s o n s  A c t i o n  G r o u p  (OPAG), a

s t a t e w i d e  n o n p r o f i t  a d v o c a t e  for A l a s k a ' s  s e n i o r  citizens, b e l i e v e s  

that all r e s i d e n t s  of the s t a t e  s h o u l d  s hare e q u a l l y  in our oil 

we a lth. C o n s e q u e n t l y ,  we m a i n t a i n  that the L o n g e v i t y  B o n u s  and 

the P r o p e r t y  T a x  E x e m p t i o n / R e n t e r s  R e b a t e  P r o g r a m s  m u s t  be c o n t i n u e d  

u n d i m i n i s h e d .

B a c k g r o u n d : W h a t  p u r p o s e  w a s  the b o n u s  and the e x e m p t i o n s

s u p p o s e d  to serve? It was to p r o v i d e  e lderly, l o n g t i m e’ A l a s k a n s  

w i t h  " i n c e n t i v e  to c o n t i n u e  u n i n t e r r u p t e d  r e s i d e n c y  in the state." 

In 1972, o n l y  2.3 p e r c e n t  of all A l a s k a n s  w e r e  65 years of age

or older, c o m p a r e d  w i t h  10 p e r c e n t  for the n a t i o n  as a whole. The

1972 l e g i s l a t u r e  c o n c l u d e d  t h a t  the h i g h  c o sts and rigors of A l a s k a  

life w e r e  f o r c i n g  " p i o n e e r s . . . .to live o u t  t h e i r  r e t i r e m e n t  years

in a r e a s  far a w a y  fr o m  the land t h e y  l oved a n d  n u r t u r e d , ...(t h u s ) 

d e p r i v i n g  fu t u r e  g e n e r a t i o n s  of A l a s k a n s  of the b e n e f i t s  of t h e i r  

w i s d o m  and e x p e r i e n c e . "  The l a w m a k e r s  w e n t  out of t heir w a y  to

e m p h a s i z e  th a t  the p a y m e n t s  w e r e  not to be c o n s i d e r e d  as a n y  "form, 

type o r  m a n n e r  of p u b l i c  rel i e f , "  but r a t h e r  a r e w a r d  for h a r d s h i p s  

s u f f e r e d  d u r i n g  t e r r i t o r i a l  days and an i n c e n t i v e  to r e m a i n  in 

the state.

T h e s e  e l d e r s  e s t a b l i s h e d  homes, c o m m u n i t i e s  a n d  e n v i s i o n e d  

a n e w  stare. Th e y  pa i d  T e r r i t o r i a l  and s tate income and p r o o e r t y  

taxes, s e l e c t e d  Prudhoe, o t h e r  state lands and ma d e  s t a t e h o o d  a 

reality.

OPAG Pusit iun P ap e r



.

D i s c u s s i o n : Y o u n g e r  p e o p l e  w i l l  b enefit, q u i t e  p r o p erly,

from the oil inc o m e  a n d  t h e  P e r m a n e n t  Fund for m a n y  y e ars to come. 

O l d e r  A l a s k a n s  have m u c h  less time to s h a r e  these benefits; 

t h e r efore, o l d e r  A l a s k a n s  are r e c e i v i n g  a L o n g e v i t y  Bonus and a 

t ax e x e m p t i o n  on t h e i r  r e s i d e n c e s  to c o m p e n s a t e  for the s h o r t e r  

time a v a i l a b l e  to them. To r e d u c e  or e l i m i n a t e  e i t h e r  of these 

p r o g r a m s  wi l l  c r e a t e  i n e q u i t y  of b e n e f i t s  for seniors.

The p o p u l a t i o n  m i x  s h o u l d  c o n t a i n  a p r o p e r  p r o p o r t i o n  of s e n i o r s  

T h e y  do not fill the jails, r e q u i r e  s c h o o l s  or c h i l d  care c e nters, 

nor c o m p e t e  for jobs, s t u d e n t  loans, air -business or fa r m  loans. 

T h e y  do spend money, s t i m u l a t e  the eco n o m y ,  c r e a t e  e m p l o y m e n t ,  

do v e r y  e x t e n s i v e  free v o l u n t e e r  w o r k  and c o n t r i b u t e  to c h a rities. 

The a n n u a l  v o l u n t e e r  w o r k  t h a t  s e n i o r s  d o  s t a t e w i d e  w i t h  m a n y  

a g e n c i e s  is v a l u e d  in t h o u s a n d s  of hours, w o r t h  m i l l i o n s  of dollars.

P r i o r  to i n t r o d u c t i o n  of the B o n u s  and E x e m p t i o n ,  m o s t  s e n i o r s  

w h o  c o u l d  a f f o r d  it m o v e d  "south" w h e n  t h e y  retired. Th e y  sold 

or r e n t e d  t h e i r  homes, w i t h d r e w  c h e c k / s a v i n g s  a c c o u n t s ,  and took 

t h e i r  pensi o n s ,  a n n u i t i e s ,  s o c i a l  s e c u r i t y ,  h e a l t h  care benefits, 

and o t h e r  a s s e t s  and left to s u r v i v e  in a w a r m e r  a n d  less e x p e n s i v e  

c l i m a t e .

T h i n g s  have changed. N o w  our s t u d i e s  s h o w  th a t  m o r e  s e n i o r s  

stay in Alaska. Th e y  are n e i t h e r  ri c h  n o r  poor, but are m o s t  o f t e n  

m i d d l e  income. If t h e s e  b e n e f i t s ,  n a m e l y  B o nus and Tax E x e mption, 

are w i t h d r a w n  or g r e a t l y  r e d u c e d  as p r o p o s e d  r e c e n t l y  by the 

G over n o r ,  we p r e d i c t  that m a n y  s e n i o r s  w i l l  feel the p i n c h  and 

head "south' t a k i n g  w i t h  th e m  in c o m e  and assets.

2.



To find out: hew i m p o r t a n t  t hese i n c omes and a s s e t s  are, OPAG

d i r e c t e d  its Beard t o  ma k e  a s t u d y  of the m o n e y  r e c e i v e d  by A l a s k a n

s e n i o r s  r e s i d i n g  in Alaska, and funds spent by a g e n c i e s  that s u p port 

the e l d e r l y  in Alaska. We c o n t a c t e d  the S o c i a l  S e c u i r t y  

A d m i n i s t r a t i o n ,  Unions. M i l i t a r y ,  V e t e r a n s  A d m i n i s t r a t i o n ,  the 

s tate r e t i r e m e n t  programs, etc. and asked, "What d o  you s p e n d  in 

A l a s k a  in s u p p o r t  of A l a s k a n  se n i o r  c i t i z e n s ?  P l e a s e  i n c l u d e  all

m o n i e s  for d i r e c t  or i n d i r e c t  s u p p o r t  of such seniors, i n c l u d i n g

but not l i m i t e d  to e x p e n d i t u r e s  for h e a l t h  care, staff salaries,
r r

rentals, d i s a b i l i t y  c o m p e n s a t i o n ,  r e t i r e m e n t  p a y  etc." We were 

a m a z e d  as we a d d e d  the answers:

S O U R C E $ PER Y E A R

S o c i a l  S e c u i r t y  A d m i n i s t r a t i o n  1 3 6 , 5 6 2 , 0 0 0

M e d i c a r e  3 5 , 000,000

SSI 1 0 , 0 0 0 , 0 0 0

M e d i c a i d  4 2 , 3 4 0 , 0 0 0  (seniors only)

T e a c h e r s '  P e n s i o n s  2 5 , 7 4 0 , 2 9 3

U n i o n s  and I n d u s t r y  P e n s i o n s  1 0 0 , 0 0 0 , 0 0 0  (est.)

R e t i r e d  Military, all ser v i c e s  6 6 , 9 4 0 , 1 9 2

R e t i r e d  F e d e r a l  W o r k e r s  6 0 , 9 2 5 , 8 7 2

R e t i r e d  State W o r k e r s  3 8 , 8 4 2 , 0 6 1

V e t e r a n s  A d m i n i s t r a t i o n  S e n iors 24, 5 9 5 , 7 8 3

R e t i r e d  State N a t i o n a l  G u a r d  505,200

$ 5 4 1 , 4 5 1 , 4 0 1

A n a l y s i s : A n n u a l l y ,  r o u g h l y  half a b i l l i o n  d o l l a r s  are spent

in s u p p o r t  of A l a s k a n  seniors t h r ough r e t i r e m e n t / m e d i c a l  programs.

In addition, a s i z e a b l e  a m o u n t  is c o n t r i b u t e d  to the e c o n o m y  by 

o t h e r  senior incomes ar.d investments. It is o b v i o u s  that this

3.



large sum for d i r e c t  and i n d i r e c t  s u p p o r t  do e s  a f f e c t  the e c o n o m y  

s i g n i f i c a n t l y .

It is a l s o  o b v i o u s  that if large n u m b e r s  of s e n i o r s  feel they 

m u s t  leave the state, the n e g a t i v e  i m p a c t  e x p e r i e n c e d  by the e c o n o m y  

w i l l  be v e r y  d e p r e s s i n g  to it. P l e a s e  no t e  th a t  the cost of the 

L o n g e v i t y  B o n u s / E x e m p t i o n s  of so m e  50 m i l l i o n  d o l l a r s  is not i n c l u d e d  

in the a b o v e  total; and th a t  s e n i o r s  b e i n g  in A l a s k a  are the cause 

of d o l l a r  i n f u s i o n  in t o  the e c o n o m y  at a rate of a p p r o x i m a t e l y  

e l e v e n  times mo r e  than the B o n u s / E x e m p t i o n  cost.

A  spot s u r v e y  t a k e n  F e b r u a r y  13 at the A n c h o r a g e  Se n i o r  C e n t e r  

i n d i c a t e d  that 57% of the A l a s k a n  e l d e r  p r e s e n t  w o u l d  leave A l a s k a  

if b o t h  the L o n g e v i t y  Bonus a n d  Tax E x e m p t i o n / R e n t e r s  R e b a t e  w e r e  

e l i m i n a t e d .

C o n c l u s i o n s : The O l d e r  P e r s o n s  A c t i o n  G r o u p  has c o n c l u d e d

that r e d u c t i o n  or e l i m i n a t i o n  of the L o n g e v i t y  B o n u s  or P r o p e r t y  

Tax E x e m p t i o n / R e n t e r s  R e b a t e  would:

a. i m p a c t  m o s r  m i d d l e  i n c o m e  and all l o w e r  i n c o m e  se n i o r  in a

s i g n i f i c a n t l y  a d v e r s e  m a n ner.

b. f o rce m a n y  s e n i o r s  to l e ave the S t a t e  for less e x p e n s i v e  areas.

c. ha v e  a se v e r e  i m p a c t  on the S t a t e  e c o n o m y  in p r o p o r t i o n  to

the loss of t h eir i n c o m e s  and c a p i t a l  assets.

a. c a u s e  a loss of p o p u l a t i o n  b a l a n c e  r e s u l t i n g  in a r e d u c t i o n

of m a t u r i t y  and e x p e r i e n c e  levels in that p o p u l a t i o n ,  

e. imp a c t  not on l y  the e conomy, but i m p a c t  all the a g e n c i e s  and 

s ervices that use v o l u n t e e r  labor t h r o u g h o u t  the State.



5.

P O S I T I O N

Th e refore, it is r e c o m m e n d e d  to the p u b l i c  and to our e l e c t e d

o f f i c i a l s  that the L o n g e v i t y  B o n u s  a n d  the P r o p e r t y  T a x

E x e m p t i o n / R e n t e r s  R e b a t e  P r o g r a m s  be left i n t a c t  in such m a n n e r

that: th e y  c o n t i n u e  to m e e t  the o b j e c t i v e  of e n c o u r a g i n g  r e t i r e d

A l a s k a n s  to r e m a i n  in the state.

rr :r

C o p i e s  of this p o s i t i o n  p a p e r  m a y  be o b t a i n e d  b y  c o n t a c t i n g :  

The O l d e r  P e r s o n s  A c t i o n  G r o u p  (OPAG), 325 Ea s t  3rd Avenue, 

Anc h o r a g e ,  A l a s k a  99501 T e l e p h o n e  (907) 27 6 - 1 0 5 9
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S E N A T E  A D V I S O R Y  C O U N C I L
P o u c h  V  

S t a t e  C a p i t a l  

J u n e a u ,  A l a s k a  9 9 8 1 1  

P h o n e :  ( 9 0 7 )  4 6 5 - 3 1 1 4

M E M O R A N D U M

TO: S e n a t o r  M i t c h  A b o o d

A l a s k a  S t a t e  S e n a t e

A T T N :  C a r o l  H o r o s

F R O M :  P a u l a  d. S c a v elrifTS-^

R e s e a r c h e r

D A T E :  J a n u a r y  26, 1 9 8 7  

RE: L o n g e v i t y  B; n u s

A t t a c h e d  is t h e  i n f o r m a t i o n  y o u  r e q u e s t e d  on l o n g e v i t y  
b o n u s . T h e  f i r s t  p a g e  is a s i m p l i f i e d  f o r m  on w h e r e  

l o n g e v i t y  b o n u s  is. T h e  s e c o n d  is a s t a t u s  on t h e  V e s t  vs 
A l a s k a  c o u r t  c a s e .

As s o o n  as t h e  o t h e r  i n f o r a m t i o n  is c o m p i l e d  I w i l l  
f o r w a r d  it to y o u .

Res idency requi rement  
Longev i ty  Bonus



W H E R E  A R E  W E  ON L O N G E V I T Y  B O N U S ?

T h e  1 4 t h  A l a s k a  L e g i s l a t u r e  c o n s i d e r e d  t wo 

a l t e r n a t i v e s  to t h e  p r e s e n t  l o n g e v i t y  b o n u s  p r o g r a m .  B o t h  

w e r e  a d o p t e d ,  b u t  n e i t h e r  w i l l  t a k e  e f f e c t  u n l e s s  t h e  

l e g i s l a t u r e  r e p e a l s  t h e  o t h e r .  T h e  l e g i s l a t u r e  a s k e d  f o r  an 

a d v i s o r y  v o t e  on t h e  a n n u i t y  o p t i o n  in t h e  l a s t  g e n e r a l  
e l e c t i o n  a n d  t h e  v o t e  w a s  9 9 , 2 2 2  f o r  a n d  6 5 , 7 8 9  a g a i n s t .

W H A T  IS T H E  A N N U I T Y  O P T I O N ?

- * . * f
T h e  a n n u i t y  o p t i o n  t h a t  w a s  v o t e d  on p r o v i d e s  t h a t  

e v e r y  i n d i v i d u a l  w h o  r e a c h e s  65 by J a n u a r y  1, 1 9 8 8  ( a n d  has 

o n e  y e a r  r e s i d e n c y )  i n c l u d i n g  t h o s e  a l r e a d y  r e c e i v i n g  t he 

b o n u s  w o u l d  r e c e i v e  a l o n g e v i t y  b o n u s  p a y m e n t  o f  $ 2 5 0  p e r  
m o n t h .  A p e r s o n  u n d e r  a g e  65 on J a u a r y  1, 1 9 8 8  c o u l d  

p a r t i c i p a t e  in an o p t i o n a l  a n n u i t y  p r o g r a m  by d e p o s i t i n g  all 
or p a r t  o f  h i s  or h e r  p e r m a n e n t  f u n d  d i v i d e n d s  in an a c c o u n t  

h e l d  by t he s t a t e .  U p o n  r e a c h i n g  a g e  6 5 ,  a p e r s o n  c o u l d  

r e c e i v e  a m o n t h l y  p a y m e n t  in an a m o u n t  d e t e r m i n e d  by h o w  

m u c h  w a s  c o n t r i b u t e d  to t h e  a c c o u n t .  T h e  a n n u i t y  p a y m e n t s  
w o u l d  be s u p p l e m e n t e d  w i t h  a d e c l i n i n g  l o n g e v i t y  b o n u s  

p a y m e n t  p a i d  f o r  w i t h  g e n e r a l  f u n d s .

W H A T  W A S  T H E  O T H E R  A L T E R N A T I V E  A D O P T E D ?

T h e  o t h e r  a l t e r n a t i v e  p r o v i d e s  t h a t  a n y o n e  w h o  is 65 
y e a r s  o l d  b y  J a n u a r y  1, 1 9 8 8  a n d  h a v e  o n e  y e a r  r e s i d e n c y  

w i l l  r e c e i v e  a l o n g e v i t y  b o n u s .  T h e r e f o r e , i f  y o u  a r e  n o t  65 
y e a r s  o f  a g e  by J a n u a r y  1, 1 9 8 8  y o u  w o u l d  n o t  r e c e i v e  t h e  
b o n u s .

W H A T  IF T H E  L E G I S L A T U R E  D O E S N ' T  R E P E A L  E I T H E R  A L T E R N A T I V E ?

If the L e g i s l a t u r e  d o e s n ' t  r e p e a l  e i t h e r  a l t e r n a t i v e  
t h e  e x i s t i n g  l o n g e v i t y  b o n u s  w o u l d  c o n t i n u e .  T h e  e x i s t i n g  

p r o g r a m  b e i n g  t h a t  a n y o n e  65 o r  o l d e r  w i t h  o n e  y e a r  

r e s i d e n c y  s h a l l  r e c e i v e  $ 2 5 0  p e r  m o n t h  b o n u s .  T h e  e s t i m a t e d  
c o s t  f o r  t h i s  is $ 51 m i l l i o n  in FY 88.



V E S T  VS. A L A S K A

T he A l a s k a  S u p r e m e  C o u r t  r u l e d  in t h e  c a s e  V e s t  vs. A l a s k a , 
t h a t  t he r e s i d e n c y  r e q u i r e m e n t s  o f  t h e  l o n g e v i t y  b o n u s  
p r o g r a m  v i o l a t e d  t h e  e q u a l  p r o t e c t i o n  p r o v i s i o n s  o f  t he 

A l a s k a  a n d  U n i t e d  S t a t e s  C o n s t i t u t i o n s .  T h a t  w a s  in 1 9 8 4 .

W i t h i n  t h e  n e x t  f e w  w e e k s ,  J u d g e  C a r p e n e t i  w i l l  r u l e  on 

w h e t h e r  o r  n o t  e l d e r l y  A l a s k a n s  t h a t  w e r e  d e n i e d  l o n g e v i t y  

b o n u s e s  b e c a u s e  of r e s i d e n c y  r e q u i r e m e n t s  a r e  e n t i t l e d  to 

r e t r o a c t i v e  l o n g e v i t y  b o n u s e s  b e c a u s e  t h e  r e s i d e n c y  

r e q u i r e m e n t s  o f  the o r i g i n a l  s t a t u t e  u n c o n s t i t u t i o n a l l y  
d i s c r i m a t e d  a g a i n s t  t h e m .

r  . • :

If t h e  s t a t e  is o r d e r e d  t o  p a y  r e t r o a c t i v e  l o n g e v i t y  b o n u s  
p a y m e n t s ,  t h e  real q u e s t i o n  is h o w  f a r  b a c k  w o u l d  t h e y  h a v e  
to go ( t h a t  c o u l d  be 10 y e a r s ,  5 y e a r s ,  1 y e a r  o r  a r y t h i n g

in b e t w e e n ) .  T h e r e  is a c h a n c e  t h a t  t h e  j u d g e  c o u l d  o r d e r  no
r e t r o a c t i v e  p a y m e n t s  at a l l .

E v e r y  y e a r  t h a t  t h e  s t a t e  is o r d e r e d  to i s s u e  r e t r o a c t i v e
p a y m e n t s  c o u l d  p o s s i b l y  r e s u l t  in a b o u t  a 5 1 5  m i l l i o n

e x p e n d i t u r e  ( a s s u m i n g  5 , 0 0 0  i n d i v i d u a l s  w e r e  m a d e  e l i g i b l e  

by t h e  r e d u c t i o n  o f  t h e  r e s i d e n c y  r e q u i r e m e n t ,  $ 2 5 0  p e r  

m o n t h  t i m e s  12 m o n t h s  f o r  5 , 0 0 0  i n d i v i d u a l s ) .

Oral a r g u m e n t s  by t h e  s t a t e  a n d  Mr. V e s t ' s  a t t o r n e y ' s  w e r e  

p r e s e n t e d  to J u d g e  B u d  C a r p e n e t i  on J u n e  10, 1 9 8 6 .  J u d g e  

C a r p e n t i  is l a t e  w i t h  h i s  r u l i n g ;  it h a s  b e e n  o v e r  6 m o n t h s ,
so a r u l i n g  w i l l  be c o m i n g  v e r y  s h o r t l y .

T h e  a t t o r n e y  f o r  t h e  s t a t e  is D e b o r a h  V o g t .  4 6 5 - 3 5 0 0  

S h e  is l o c a t e d  in t h e  A t t o r n e y  G e n e r a l ' s  o f f i c e  on t h e  4 t h  
f l o o r  o f  t h e  C a p i t a l  B u i l d i n g  a n d  s h e  h a s  c o p i e s  o f  all 
briefs.

T h e  a t t o r n e y  f o r  Mr. V e s t  is H e n r y  C a m a r o t  o f  C a m a r o t ,
S a n d b e r g ,  H u n t e r  a n d  S m i t h  in A n c h o r a g e .
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LEGISLATIVE AFFAIRS AGENCY

M E M O R A N D U M  February 7, 1987

SUBJECT: Durational residency requirement for 
longevity bonus (SB 56 and SB 57)

TO: Senator Mitch Abood, Chair
Senate State Affairs Committee

FROM: Keith B. Levy Y-* U
Legislative Counsel

You have asked whether making the Alaska longevity bonus a 
"need?’, based'* program with an income cap for eligibility of 
$20,000 or $25,000 would require reducing the residency 
requirement for the program from one year to 30 days. While 
it is difficult to predict with certainty the maximum dura­
tional residence requirement that is constitutionally p e r­
mitted under any particular set of facts, it is true that 
making the longevity bonus "needs based" would open the cur­
rent one year requirement up to serious attack.

A one year durational residency requirement presents poten­
tial constitutional problems in any state legislation. In 
the case of a program which provides the "basic necessities 
of life," however, the invalidity of such a durational r e s i­
dence requirement is almost certain. Thus, a one year r e s i­
dence requirement for the longevity bonus program, even in 
its current form, is open to constitutional challenge. M a k­
ing the program "needs based1* would make a successful chal­
lenge more likely if the court views the program as pro v i d­
ing the basic necessities of life.

In Shapiro y. T h o m p s o n , 394 U.S. 618, 22 L.Ed.2d 600 (1969), 
the"United States Supreme Court struck down various state 
provisions requiring indigents to be state residents for one 
year before being eligible for state welfare benefits. The 
court observed that in each case there was no auestion that 
the indigenes were state residents, but they we're being 
denied welfare benefits solely because they had not been 
residents for the one year period. The court concluded
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that, while the state rnay require that welfare recipients be 
state residents, the one year requirement penalized the con­
stitutional right to travel:

1 . . . any classification which serves to penalize the 
exercise of that right, unless shown to be necessary to 
promote a compelling governmental interest, is uncon- 
stitutionaTi (Emphasis in original.) S h a p i r o , 22 
L.Ed.2d, at 615.

The courc rejected various arguments of the states involved, 
including the argument that the one year waiting period 
served to prevent fraudulent receipt of benefits. The court 
pointed out that fraud can be prevented and residency e s t a b­
lished without the extensive waiting- p e r i o d . Shapiro , 22 
L . E d .2d , at 616 - 617.

In a footnote, the Shapiro court did state that its ruling 
was limited to the facts of the case:

We imply no view of the validity of waiting-period or 
residence requirements determining eligibility to vote, 
eligibility for tuition-free education, to obtain a 
license to practice a profession, to hunt or fish, and 
so forth. Such requirements may promote compelling 
state interests on the one hand, or, on the other, may 
not be penalties upon the exercise of the right of i n­
terestate travel.

Sh a piro, 22 L.Ed.2d, n. 21, at 617.

The holding in Shapiro was extended to apply to medical b e n­
efits in Memorial Hospital v. Maricopa County, 415 U.S. 250. 
39 L.Ed.2d 306 .(197471

Whatever the ultimate parameters of the Shapiro penalty 
analysis, it is at least clear that medical care is as 
much "a basic necessity of life" to an indigent as w e l­
fare assistance. And governmental privileges or b e n e­
fits necessary to basic sustenance have often been 
viewed as being of greater constitutional significance 
than less essential forms of governmental entitlements. 
(Footnotes omitted. Memorial Hospital, 39 L.Ed.2d, at 
315. )
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Tne court: acknowledged that a one year residence requirement 
may sometimes be justified, as in the case of charging lower 
tuition to one year residents attending a state university:

While we fully recognize the value of higher edu:ation, 
we cannot equate its attainment with food, clothing and 
shelter. Shapiro involved the immediate and pressing 
need for preservation of life and health of persons 
unable to live without public assistance, and their 
dependent children. Thus, the residence requirement in 
Shapiro could cause great suffering and even loss of 
life. The durational residence requirements for atten­
dance at publicly financed institutions of higher 
learning do not involve similar risks. (Memorial H o s­
p i t a l , 30 L.Ed. 2d, n. 15 , at n3T6.)

Accordingly, the court left open the possibility that a one 
year residence requirement could be upheld in certain 
instances, but not where the benefit involved is one of the 
basic necessities of life.

It is difficult to say whether the Alaska Supreme Court 
would view an income cap of $20,000 or $25,000 as making the 
longevity bonus a benefit involving the "basic necessities 
of life" within the meaning of the Shapiro and Memorial 
Hospital cases. It can certainly be argued that any income 
cap would make the program a "welfare" benefit so that the 
court would view it is providing basic necessities. And the 
lower the income cap gets, the more likely the court will 
reach this conclusion. Thus, a $20,000 income cap is more 
subject to challenge than a $25,000 cap.

Section 1(b), ch. 38, SLA 1984, states:

The longevity bonus program is not a form of welfare 
and is not a substitute for or supplement to public 
assistance. Other programs are available to provide 
the basic necessities of life. The longevity bonus 
program is intended to encourage elderly Alaskans to 
spend their retirement years in the comfort of their 
h o m e s .

This language is obviously intended to protect against a 
challenge under Shapiro and Memorial Hospital. However, 
setting an income can on eligibility for* the bonus would 
seem to repudiate that language by making the bonus av a i l­
able only to those Alaskans who need it.
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In Dunn v. B l u m s t e i n , 405 U.S. 330, 31 L.E d . 2d 274 (1972), 
the United States Supreme Court struck down a one year resi­
dence requirement for the right to vote as penalizing that 
important constitutional right. In a similar case, the 
Alaska Supreme Court struck down a 75 day residence require­
ment for voting in state elections. State v. Van P o r t , 502 
P . 2d 453, 454 (Alaska 1972). In each case, howe v e r , the 
court did find that a 30 day residence requirement would 
serve the compelling s“ate interest in preventing voter 
fraud and voting by nonx'esidents.

In subsequent cases, the Alaska Supreme Court seems to have 
taken an even broader interpretation of the right to travel 
and a more .critical.view of durational residence require­
ments than the United States Supreme’ Court. For example, in 
State v. A d a m s , 522 P . 2d 1125 (Alaska 1974), the court held 
that a one year residence requirement to obtain a divorce in 
a state court violates the state constitution. This is in 
contrast to the United States Supreme Court opinion in Sosna 
v. I o w a , 419 U.S. 393, 42 L.Ed. 2d 532 (1976), in which the 
court upheld Iowa's one year residence requirement for seek­
ing a divorce in the state, under the federal constitution. 
The court in Adams went so far as to say:

All durational residency requirements inherently i n­
fringe upon the fundamental constitutional right of 
interstate travel. Hence, all such requirements are 
prima facie invalid and will be countenanced only when 
they serve a compelling state interest. (Footnotes 
omitted. A d a m s , at 1131.)

In State v. I-Jvlie, 516 P . 2d 142 (Alaska 1973), the court
struck down a one year residence requirement for public
employment, saying the state had failed to advance a compel­
ling justification for the requirement.

The standard for reviewing durational residence requirements 
in Alaska was altered somewhat after the Alaska Supreme 
Court adopted a new test under which state equal protection 
challenges are considered:

The classification must be reasonable, not arbitrary, 
and must rest upon some ground of difference having a 
fair and substantial relation to the object of the"leg­
islation, so that all persons similarly circumstanced 
shall be treated alike. (Isakson v. Rickev, 550 P . 2d 
359 (Alaska 1976).) “
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Even under the new standard, however, the court requires the 
state to provide a high level of justification before it 
will sustain a durational residence requirement. Applying 
this new standard, the court struck down a borough ordinance 
requiring one year of residence in the borough to partici­
pate in the borough's land lottery. Gilman v. Martin, 662 
P . 2d 120 (Alaska 1983).

The significance of the A d a m s , W i l e y , and Gillman cases is 
that the court struck down the one year residence require­
ments even though they did not involve "basic necessities of 
life." Thus, it appears that the Alaska Supreme Court goes 
much further than the United States Supreme Court in d u r a­
tional residence challenges. Accordingly, even if the lon­
gevity bonus is not viewed as providing the basic n e c e s­
sities of life, the one year residence requirement could be 
overturned by the court. The Alaska Supreme Court has 
upheld durational residence requirements for eligibility to 
run for the state legislature (Gilbert v. S t a t e , 526 P . 2d 
1131 (Alaska 1974)); for eligibility to perform jury duty 
(Hampton v. S t a t e , 569 P . 2d 138 (Alaska 1977).; and for 
eligibility to run for a municipal office (Castner v. City 
of Homer, 598 P . 2d 953 (Alaska 1979). H o w e v e r , the distin­
guishing factor in each of these cases is that the residence 
requirement was for a position involving important policy 
making responsibilities.

The longevity bonus in any form seems to be more akin to the 
cases in which the durational residence requirements were 
struck down than the cases in which they were upheld. It is 
simply a state benefit, not a policy making position. The 
kinds of justifications the state could put forth for the 
one year requirement -- protection of fiscal integrity of 
the program and preventing people from moving to Lhe state 
solely to obtain the benefit -- have been rejected by both 
the Alaska Supreme Court and United States Supreme Court. 
However, setting an income cap for eligibility for the p r o­
gram will certainly add to the arguments against the one 
year requirement, since such a change is likely to make the 
program more of a "basic necessity of life" rather than a 
mere supplement to income.

In Jeffrey v. Colorado State Department of Social S e r v i c e s , 
599 P.2d h 74 (Colorado i 979) , the Co '.orado Supreme Court 
struck down a state old-age pension plan which contained a 
durational residence requirement. The court rejected the 
argument that the petaion was merely an income supplement
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b e c a u s e ,  u n d e r  state law, the p e n s i o n  b e n e f i t  w a s  r e d u c e d  in 
p r o p o r t i o n  to the a m o u n t  o f  a n  i n d i v i d u a l ' s  o t h e r  i n c o m e .  
T h i s  p r o v i s i o n  ma d e  i t  c l e a r  to the c o u r t  that the p e n s i o n  
w a s  i n t e n d e d  to m e e t  the b a s i c  n e c e s s i t i e s  of  life, n o t  to 
s u p p l e m e n t  o t h e r  i n c o m e .  S i m i l a r l y ,  s e t t i n g  an i n c o m e  cap 
on e l i g i b i l i t y  for the l o n g e v i t y  b o n u s  w o u l d  add to the 
a r g u m e n t s  that the p r o g r a m  p r o v i d e s  b a s i c  n e e d s  and t h e  one 
y e a r  d u r a t i o n a l  r e s i d e n c e  r e q u i r e m e n t  is u n c o n s t i t u t i o n a l .

In c o n c l u s i o n ,  it is p o s s i b l e  th a t  the A l a s k a  S u p r e m e  C o u r t  
w o u l d  f i n d  the one y e a r  r e s i d e n c e  r e q u i r e m e n t  for the l o n­
ge v i t y  b o n u s  u n c o n s t i t u t i o n a l  e v e n  in the p r o g r a m ' s  p r e s e n t  
form. H o w e v e r ,  s e t t i n g  an i n c o m e  cap f o r  e l i g i b i l i t y  f o r  
the p r o g r a m  w i l l  c e r t a i n l y  a d d  to the l i k e l i h o o d  that the 
r e s i d e n c e  r e q u i r e m e n t  w o u l d  b e  s t r u c k  d o w n  if c h a l l e n g e d .
T he s t r e n g t h  of such a c h a l l e n g e  w i l l  d e p e n d ,  in p a rt, on 
the d e t a i l s  of h o w  the " n e e d s  b a s e d "  p r o g r a m  w o u l d  o p e r a t e .  
T he l o w e r  the level o f  i n c o m e  at w h i c h  a n  i n d i v i d u a l  b e c o m e s  
e l i g i b l e ,  the g r e a t e r  the l i k e l i h o o d  t h a t  the court w i l l  
v i e w  the p r o g r a m  as p r o v i d i n g  the b a s i c  n e c e s s i t i e s  o f  life, 
thus i n c r e a s i n g  the c h a n c e  that the o n e  y e a r  r e q u i r e m e n t  
w i l l  be s t r u c k  down.

If I m a y  be  o f  f u r t h e r  a s s i s t a n c e ,  p l e a s e  advise.

K B L : m k r  
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B allo t Language F o r  
A d viso ry  Vote on Lo n g evity  

Bonus A n n u ity  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 w ill take effect 
unless the legislature chooses one o f them. The 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, 
1988, including those already receiving the bonus, would receive a longevity bonus 
payment of $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 of his or 
her permanent fund dividends in an account held by the state. Upon reaching age 65, 
a person would receive a monthly payment in an amount deteimin\ed by how much 
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 of $250 a month.

The second option provides that every individual who is 65 years old by January 1, 
1988, including those already receiving the bonus, w ill receive a longevity bonus 
payment of $250 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?

Y E S  ( ) NO ( )

h h h  w m m m m a a m

Adv is o ry  Vole on Longev i ty  
Bonus Annu i ty  P rog ram
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in tro d u ctio n

In November 1986 Alaska's voters w ill be asked to advise lawmakers on the 
future of the A laska longevity bonus program. The voter's pamphlet prepared by 
the D ivision of Elections contains a description of the ballot measure, including pro 
and con  statements. T h is  report provides a more detailed analysis of 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 S T IO N S  A N D  A N S W E R S  A B O U T  P R O P O S E D  
L O N G E V I T Y  B O N U S  A L T E R N A T I V E S

What is the A laska Longevity B on us?
The bonus program pays $250 per month to almost every A laskan resident 

who is 65 or older and who has lived in the state for the one year immediately 
preceding the date of application.

How  long has the state been making these payments?
The program was established in 1972, and the first checks were sent out in 

January of 1973. In itia lly , the monthly check was $100, but increases were granted 
in 1976, 197S, 1980, and finally  in 1981, when the present level o f $250 per month 
was established. U ntil 1984, eligibility was restricted to persons who were present 
in A laska during territorial days, and who had 25 years continuous residency in 
A laska. In 1984, however, the residency requirement was reduced to one year, 
opening the program to most elderly A laskans.

Isn't it pretty unusual f o r  a state to pay its residents money 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 common for non-cash benefits or various subsidies to be awarded solely 
on the basis of age. Fo r example, persons 65-and-over are entitled to an additional 
federal, income tax deduction, and many states allow  property tax credits to the 
elderly.

What purpose was the bonus supposed to serve?
It was to provide elderly, longtime Alaskans w ith "an incentive to continue 

uninterrupted residency in the state." In  1972, only 2.3 percent o f all A laskans were 
65 years of age or older, compared with 10 percent for the nation as a whole. The  
1972 legislature concluded that the high costs and rigors of A laska  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 of A laskans of the benefits 
of their wisdom and experience." The lawm akers went out o f then way to 
emphasize that the payments were not to be considered as any "form , type or 
manner of public relief," but rather a reward for hardships suffered during 
territorial days and an incentive to remain in the state.

I f  the purpose o f  the bonus program  was to keep old tim srsfrom  
leaving, why did ike state open the program  to newcomers in 1 9 8 1 ?

In April 19S4, in the case of Vest v. Alaska, the A laska Supreme Court ruled 
that the residency requirements o f the bonus program violated the equal protection 
provisions of the Alaska and U S. constitutions. Rodney Vest, the plaintiff, had



established residence in Alaska in A pril 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 ceased to be a territory. In 1982, at the age of 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 A laska 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 of one's own -- and no one 
else's -- is no longer a permissible goal for a state that has joined the federal union." 
The court did not order the state to pay M r V est the bonus. Instead, it struck down 
the entire program. W ith the final Supreme Court decision in the Vest case coming 
in early A p ril of 1984, the legislature had to produce some sort of constitutional 
replacement for the bonus in the final two months of the session, or see the program 
expire altogether.

Even though it never directly benefited more.than about two percent of 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 of 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  b ill was passed w hich re-established the bonus as a program for almost 
everyone over 65 with one year of A laska residency. (To  avoid loss of federally  
funded welfare benefits, the legislature later removed the elig ibility of persons in 
nursing homes.)

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 off into the indefinite future.
A special committee was established, chaired by former Governor Jay Hammond, to 
report in early 1985 on the feasibility of replacing the bonus "with an annuity 
program, a needs based program, or other longevity program." Establislim ent of 
the Hammond committee and the limited life assigned to the newly universalized  
bonus reflected the view  that the fundamental changes in the bonus program forced 
by the courts and growing costs required a m ajor rethinking of this part of the 
state's policy toward the elderly.

How  much additional cost resulted from  opening the program  to 
everyone 65-and-over?

The program cost $27.5 m illion in fiscal 19S3, the last full fiscal year of the 
residency-based program; in the first full fiscal year of the universalized program 
(F Y  85) the cost was $43.1 m illion, a 57 percent increase. Costs of the universal 
program (w hich we still have) are currently growing at a rate o f about 6 percent 
per year. Some evidence suggests that the availability of the bonus has caused a



slight increase in elderly migration to A laska , 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 w ill get larger, even if  the state as a whole  
loses population. Unless there are program changes, O M B  estimates that the bonus’s 
share of the state’s general revenues w ill grow, due to the combination of declining  
spending elsewhere and an expanding elderly population, from about 1.8 percent in 
fiscal 1986 to the neighborhood of 4 percent in fiscal 1990. The prospect of this 
fiscal growth has forced politicians f* search for alternatives to the current bonus 
program.

What alternatives have been considered?
More than a dozen proposals have been advanced, but in general there have  

been four different approaches.
1. Phase-out the bonus over a relatively extended period, either by gradually  

reducing the monthly benefit (say, by $25 per year), or by progressively raising the 
eligibility age. The latter approach was sometimes described as "stairstepping," and 
in 19S5 was generally the approach taken by the House o f Representatives

2. Transform the bonus into a w elfare program. O n ly those elderly able to 
demonstrate "need" in relation to some measure of wealth or income would receive  
payments.

3. Tw o plans were advanced that would require recipients to provide some 
sort of public service work to maintain elig ib ility  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 of 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. Those who chose to keep their 
dividend would receive no annuity payments and after the phase-out, no bonus 
payments either.

The Hammond committee recommended a type o f annuity plan tied to the 
Perm an.mt Fund dividend, although a m inority on die committee favored either a 
more straightforward phase-out o f the bonus or its transformation into a public 
assistance program with a "needs" test for elig ib ility. In 1985, legislators were able 
to agree on phasing-out the bonus as a universal entitlement for elderly Alaskans, 
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 , 19SS. Costs 
would begin to decline in 198S as mortality gradually reduces the size of the eligible 
population. The Senate favored a version o f tire Hammond committee's annuity plan 
liv e  Senate would also phase-out payments from general revenue, though not as 
quickly as the House proposal. Costs under tire Senate p'an would continue to 
increase until about 1994. Individuals who had opted to enroll in the annuity part of
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the Senate plan (and had given up their dividends) could eventually receive annuity 
payments comparable to the old bonus payments.

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. The idea was 
that one or the other plan would be repealed in 1987. To help the 1987 legislature 
decide, the advice of the voters w ill be solicited at the November 1986 election.
Until live legislature acts again the current bonus program -- with its growing  
population of beneficiaries -- remains on the books.

So in November voters will be choosing between the Senate's plan  
and the H ouse ’s p lan?

Not exactly. The ballot measure w ill briefly describe both proposals, and note 
that both were adopted into law but that neither w ill take effect unless the legislature 
chooses one of them. Then it w ill ask "Should the legislature adopt the annuity 
option?" -- yes or no.

But if a majority votes ”n o" on the Senate's annuity p lan , won’t 
the House plan be pu t into effect?

Not necessarily. Although the legislature's actions im ply that a "no" vote is a 
vote for the House plan, the members of the 1987 legislature may see it only as a 
vote against the Senate approach. Even  an unambiguous "yes" vote does not insure 
that the legislature w ill act to put the annuity phase-out plan supported by the Senate 
into effect.This is only an advisory ballot; regardless o f what voters may intend by  
voting "yes" or "no," legislators are legally free to disregard the results of the 
advisory ballot.

Why didn’t the legislature pu t both options directly before the 
voters, and have whichever plan the voters approved 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 
which the legislature deadlocked. W e do know why the vote is advisory only: 
According to attorneys, allowing the voters to actually choose which proposal 
becomes law would be an unconstitutional and illegal delegation of legislative 
power.

W ho actually wrote the language o f  the ballot measure?
The legislature included language for the ballot measure in the 1985 act. The

language that will appear on the ballot is slightly different, having been revised for
clarity by die lieutenant governor, the state's chief elections officer. The wording
that w ill appear on the ballot is found in Appendix B .The original ballot language
can oe round on page 12 of the current longevity bonus law, reprinted here in 
Appendix D.



How would the bonus be changed i f  the 1987  legislature adopts 
either o f the tv'0 proposals?

Let's start with the House proposal since it is sim pler. I f  you were bom  
before January 1, 1923, the bonus program w ill continue f t r  you as if  nothing had 
changed. If you were bom on or after that date you w ill get nothing. Looking at it 
another way, if you turn 65 before 1988, you are grandfathered "in;" if  your 65th 
birthday comes in 1988 or anytime after, you are "out."

Among the effects of the House plan is that everyone getting the bonus now 
w ill remain eligible in the future. Another effect of this arrangement is that the 
minimum age to qualify for the bonus w ill increase by one year each year. A t  the 
beginning of 1989, eligibility w ill be restricted to those 66 and older; at the 
beginning of 1990, the only persons elig ’ ole w ill be age 67 and older. B y  the year 
2034 the eligibility age w ill have risen to 111. Somewhere around that time the last 
eligible individual in A laska w ill have died, and the program w ill end.

What about a person born before 1923 who ju s t  arrived in A laska?
D o newcomers get the bonus too? - -

Y es, after they have lived in A laska for the required one year. A  person 
arriving in Alaska in 1990 at age 70, for example, would be eligible sometime in 
1991, after he or she had established residency by livin g  here for one year.

How  about an eligible person who leaves A laska and then returns?
Before receiving each month’s check, recipients certify with a postcard that 

they are physically present in A laska. Bonus recipients who plan to be absent from  
the state for more than 30 days are required to notify the state so that payments can 
be stopped. Payments immediately resume when the person returns if  the total time 
voluntarily spent out of state during the preceding 12 months was less than 90 days. 
If  the total voluntary absence is greater than 90 days the individual is treated like  
any other newcomer, and must wait a full year to again qualify.

Until 1985, the lim it on voluntary absences was 180 days. Analysts have long 
noted a seasonal cycle in bonus payments with peaks occurring in late summer am’ 
troughs in late winter which were believed to reflect increased travel ou'c,:'’ 
state during the colder months. After shortening the length of a permitted abs.i_ ce, 
several hundred otherwise eligible recipients dropped out o f the program, 
suggesting dim some elderly Alaskans may be w illing to forgo the financial benefits 
of die bonus in favor of maintaining the practice of prolonged winter trips 
out-of-state.

W ould this 90 day limit also apply under the Senate p lan?
Y es. W ith respect to people bom before 1923 (e.g., people who reach 65 

before 19SS) die two proposals and the current law arc identical — those people are 
grnndtadieied and for diem it w ill be as if  die law were never changed. People bom 
alter 1937 (e.g. people now younger than 49) would also be treated identically 
uncer either die House or Senate proposal -- they v. ill never get a bonus.
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The differences between the Senate and H ou se  plans must be 
particularly important f o r  people born between 1923  and 1937 , since 
the choice doesn't seem to matter f o r  anybody else.

The only individuals with a direct personal stake in the choice between the 
two alternatives for phasing-out the bonus are people bom between 1923 and 1937, 
i.e., people who are now between age 49 and age 63. Under the House plan they w ill 
never receive a bonus. Under the Senate plan they would receive a bonus after they 
turn 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 of plan, as 
c it iz e n  in a more or less just society and as taxpayers whose money is redistributed 
to the elderly by means of the bonus program.

What is ” the maximum possible annuity paym ent”  under the 
Senate plan, and how does it relate to the bonus that the Senate plan  
would give to persons who become 65 in 1 9 83  or later?

The Senate plan would create an optional annuity purchase program funded 
with permanent fund dividends. I f  you chose the m axim um  level of participation in 
the program (which would be available o n l y  to those bom in 1923 or later) you 
would receive no dividend. Instead, the state would use your 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 company, with you as the 
beneficiary'. For the rest of your life  you would get a fixed monthly annuity check. 
Tlie  amount of the declining bonus received by persons with birth dates in 1923 or 
later is determined by amount of the maximum possible monthly straight life  
annuity payment for a person giving up all possible permanent fund dividends, 
subtracted from S250. The idea w as that the combined bonus and annuity o f  those 
who made the maximum contributions would never fall below $250 per month.

For example, a person turning 65 in 19S8 (i.e ., bom in 1923) would have had 
the opportunity to give up only one dividend, o f about $600. T h e  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 1988 for persons turning 65 in that year w ould be 
about $245 per month.

A  person turning 65 in the year 2000 (i.e ., someone now age 51) could have 
contributed a maximum of 13 full permanent fund dividends. O M B estimates that 
the maximum annuity obtainable from this investment in 2000 w ill be about $164 
per month. Titus the bonus received in 2000 by everyone between the ages o f 65 and 
77 would be $86 ($250 minus $164). Th is bonus would be received regardless of 
weather 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 
$2e0 per month. Thereafter no bonuses w ill be paid to persons bom in 1923 or
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later. The table is necessarily based on guesswork concerning future permanent 
fund dividends, annuity investment earnings, and the implementation of the annuity  
mechanism in die Senate bill. The exact amounts w ill not be known until a few  
months before they are paid.

Table 1.
S E N A T E  A N N U IT Y  P L A N  

Estimated Monthly Bonus Payments For Persons 
Reaching Age 65 in 1988 or Later (Bom in 1923 or Later)

Maximum
Fiscal Year Monthly Annuity Monthly B

1988 $5 $245
1989 $12 $238
1990 $29 $231
1991 $27 $223
1992 $36 $214
1993 $46 $20 4
1994 $57 -• $193
1995 $70 S1S0
1996 $85 $165
1997 $101 $149
1998 $120 $130
1999 $141 $109
2000 $164 $862001 $190 $60
2002 $219 $31

2C03 and after further
growth

I 0 1

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.

Who will be responsible f o r  m anag ing my annuity account 
investment?

The state Commissioner of R evenue.

Soppose I  put my dividend in to the annuity. Can I  get my money 
out i f  1 have a sudden financial em ergency?

No. Once invested in the state sponsored annuity your money will not b e  
available to you until you become 65, and then only as monthly annuity payments.

Do I lose my annuity if I  leave the state?
No. II you invested in the annuity program and are 65 or over, you are 

entitled  to your m o nthly annuity ch eck, regardless of where you reside. The checks
necessarily start coming by them selves, however; you w ill probably h ave to 

apply tor them. J



What if  I should die?  W ill my survivors get anything?
Persons contributing to the annuity w ill be able to choose a su rv iv o r benefits 

option, but doing so w ill reduce the monthly annuity amount that you w il l  receive. 
The declining bonus amounts shown in Table 1 are calculated using the "maximum  
possible straight life annuity," w hich  is obtained by foregoing all d ividends and not 
Ci.oosing the survivors option. T h e  annuity investments of those who d ie  before age 
65, without having chosen the survivor option w ill be divided equitably among the 
accounts of those who survive.

Assuming the Senate p la n  is adopted, can I  avoid paying in com e  
taxes on my permanent fu n d  dividend by giving it to the state to pu t in  
my annuity account?

No. Regardless of w hether 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 my annuity account or the 
monthly annuity payments? W ou ld  taxes be due on either o f these?

Under the current federal income tax law , the interest earned on y o u r  
annuity account is not taxable as it accrues. A n y 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 rece ive  your annuity payments, however, you w ill 
have to pay taxes on the part o f each annuity payment that is paid from the interest 
earnings on your contributions.

Arc you saying that the state is not legally bound to pay me bu ck  
any o f  the permanent fund d iv idend money I  m ight deposit in my 
annuity account?

That is correct. The law s a y s  that notwithstanding anything else, the state "is 
not obligated to provide annuity payments for annuity credits...." (AS 4 3 .2 3 .1 3 0  .) 
Without this language you would be required to pay taxes each year on the interest 
accruing to your account. A cco rd ing  to the attorney general's office, the state's 
deferred compensation plan for its  own employees operates under sim ilar language.

How  would the proposed revisions to the fede ra l tax code affect 
the Senate's annuity plan1?

The effects of the new tax b i l l  on the annuity program are not yet c le a r.

Cou ld  I take my permanent fu n d  dividend to an insurance 
company right now, and use it to  buy an annuity m uch like the one that 
the state^ would  /a offering under the Senate p lan?

\  es, many such plans are availab le from insurance companies, b an ks, and 
other institutions.
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Will the state annuity p roposed  under the Senate plan be m ore  
attractive than plans now available from  insurance companies and 
others?

Alaskans w ill 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 the state, and how w ell the program is marketed. None of 
these details are known, but there are reasons to anticipate that few people w ill opt 
for the annuity.

Why might the annuity p lan  not be popu la r?
A  dividend recipient must first decide that he or she wishes to devote the 

proceeds of the dividend to obtaining additional retirement security. N ational 
economic data indicates that Am ericans devote less than 10 percent o f incremental 
income to savings as a whole. Retirement saving, such as the proposed annuity plan, 
is a smaller subcategory. Dem ographic and economic factors suggest that the 
marginal savings rate in A laska  is lower, although surveyed recipients o'f the 1982 
and 19S3 dividends reported that they devoted from 18 to 20 percent o f those 
dividends to savings generally. In  any event, the percentage of their d ividend that 
most Alaskans would wish to save is likely to be less than the minimum 25  percent 
annuity contribution allowed under the Senate proposal.

But if a dividend recipient should wish to devote as much as 25 percent of the 
dividend to retirement savings, w ill he or she prefer the state's annuity p lan over the 
alternatives? Insurance industry sources, though naturally disposed to favo r their 
own annuity products, are confident that few w ill choose the state plan o ver their 
own offerings, in part due to the inaccessibility of the individual's investm ent under 
the Senate plan. "When I sell annuities to people, the one thing everyone asks about 
is the ability to get their money out in an emergency," noted one agent. "1 ju st don't 
think anyone w ill be very interested in a plan that doesn't have that escape hatch, 
even if  it did offer a better earnings rate."

These factors might be overcome by aggressive marketing or re lative  ease in 
obtaining the state sponsored annuity. I f  the Senate annuity plan is adopted, 
however, a section along the follow ing lines w ill have to be added to the permanent 
fund dividend application.

SECTION 11.
(CHECK ONLY ONE BOX.)
A. I wish to receive 100 percent o f  my dividend as cash in a check from the state
□ I f  you eh ecked box A you have completed your dividend application. Be sure it is properly 

signed and witnessed and received by the Department o f Revenue o r postmarked before June JO, 1987.
B. I wish to have all or pan o f my dividend used to create an annuity account which w ill bemaintained for me by the stale.
□ ‘i  you checked box B, you must use the boxes in Section 12 on the next page to choose the options you prefer.
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S E C T IO N ' 12.A. How much of your dividend should go to you as cash and how much to your annuity account 
(CHECK ONLY ONE BOX).

□ 100 percent to my annuity account
D  75 percent to my annuity account, 25 percent to me as cash in a check from the state.
□ 50 percent 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 cnoice 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 65.
□ I want the survivor's option. I understand that ir.y annuity payments on reaching age 65 
will be reduced as a result o f this choice.

Expens w ill no doubt word the application differently. Even so, the natural 
inclination of most applicants w ill be to choose the cash and skip the rest.

Will a shortage o f  annuity participants create any problems?
The administrative costs of the annuity program are to be deducted from the 

annuity investment fund. These deductions w ill like ly  be a proportionately greater 
burden if  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 lk s who are now 49 to 63 , but doesn't that also mean it is going to 
cost m ore?

Y es, because it pays bonuses to those younger individuals the Senate annuity 
plan w ill cost more than the House approach, especially during the 1990s. For  
example, O M B estimates that in 1995 the cost of the House program w ill be $34.6 
m illion, compared with $59.2 m illion for the Senate bill in that year. A fter about 
2002, the declining bonuses which the Senate program w ill pay to these younger 
individuals w ill have been eliminated by the increasing maximum annuity, so the 
costs ot both programs w ill be the same after that year. The total costs through the 
year 2C02 are $521 million for the House plan, $774 m illion for the Senate plan, and 
$1,026 m illion for the current law. Under either the House or Senate program all 
costs w ill end by 2034. Here is a chart showing the annual estimated costs of the 
House ant. Senate alternatives and the costs of the current law if  it is left unchanged.
2 he annual costs are also shown in the Table in Appendix A .
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Chart 1

ta

ANNUAL
C O S T S

( M I L L I O N ' S )

Costs of ALB Alternatives

1988 1990 1992 1994 1 9 9 6  1 9 9 3

F I S C A L  Y E A R

Current Program

—  —  Senate Annuity Proposal 

House Proposal

2000 2002 2004

3s General fund costs of 
the Senate and House 
programs are the same 
after 2002, and phase-out 
entirely by 2034.

W hat happens i f  the permanent fu n d  dividends are elim inated 
sometime in the fu tu re ?

Under the Senate proposal, permanent fund dividends play a critical role in 
the phase-out of bonus payments. Indeed, i f  the dividends were eliminated in 1987, 
the result — under die Senate proposal -- would be an indefinite continuation of the 
bonus. In die Senate plan the declining dividend going to those bom in 1923 or later 
is determined by subtracting the maximum possible monthly annuity from $250. 
But what if die maximum possible annuity is zero, as it would be if  the dividend 
program were^eliminated in 'lD S T rrn lh T lfcase  die bonus of those bom in 1923 and 
at'^lLLQ.ul.clnever decline below $250 per month, and no phase-out would occur. 

Costs of die Senate program would then be the same as costs of condnuing the 
current program.



Elim ination 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 born in 1923 or later would decline more slow ly than 
shown in Table 1. As a result, the costs of the Senate plan would be greater than the 
amounts shown in G ia rt  1 and Appendix A , though still less than the costs of 
continuing the current program.

Assum ing the Senate p lan  were adopted, doesn't the tie between 
the dividend and the annuity lock  the state into the dividend program  in 
the fu tu re?

That argument has been made. A s a legal matter, the legislature would remain 
perfectly free to eliminate either the dividend, the bonus program, or both at any 
time it chose. A s a practical matter, the connection c etwee n the two programs under 
the Senate proposal may make the dividend politically more difficult to eliminate. 
Seme see that as a good result, others the opposite.

13



APPENDIX A

*Annual
tAnnual

General Fund Costs of Proposed Bonus Program Alternatives 

......... — millions of dollars------------

Costs of 
House 
Erpposal

19SS 49.3
19S9 47.7
1990 45.5
1991 43.3
1992 41.1
1993 38.9
1994 36.7
1995 34.6
1996 32.5
1997 30.3
1998 28.2
1999 26.1
2000 24.1
2001 22.1
2002 20.2
2003 18.3
2004 16.5
2005 14.8*

Costs cf 
Senate 

Annuity 
Proposal

Costs of 
Current 
Law

49.9 49.9
52.4 52.7
54.8 55.6
56.6 58.2
57.9 60.7
58.9 •63.4
59.2 65.9
59.2 • 68.8
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* 94.9t

[ reach zr " .at 2034.

14



APPENDIX B

B a llo t Lan g u ag e F o r  
A d viso ry  V ote on Lo ng evity  

B o n u s A n n u ity  P ro g ram

The Fourteenth A laska State Legislature considered two alternatives to the present 
longevity bonus program. Both were adopted into law , but neither w ill take effect 
unless the legislature chooses one of them. The legislature has asked for an advisory 
vote of the public on the annuity option w hich is described below.

r  - ::

The annuity option provides that every individual who reaches age 65 by January 1, 
19SS, including those already receiving the bonus, would receive a longevity bonus 
payment of $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 the state. Upon reaching age 65, 
a person would receive a monthly payment in an amount determinted by how  much 
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 $250 a month.

The second option provides that every individual who is 65 years old by January 1,
1988, including those already receiving the bonus, w ill receive a longevity bonus 
payment of $250 per month, but that anybody younger than age 65 by January l s 
1988, would not be eligible for benefits.

Should the legislature adopt the annuity option?

Y E S  ( ) N O (  )
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BALLOT MEASURE NO. 3
' y & w M  

ip $ $ M

Advisory Vote on Longevity Bonus 
C h . 99 S L A  S5 (SB 56) 

BALLOT LANGUAGE
(A s it will appear on the November 4, 1986, General 
Election Ballot)

The Fourteenth A laska State Legislature consid­
ered 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.
The legislature has asked for an advisory vote o f the 
public on the annuity option which is described 
below.

The annuity option provides that every individual 
who reaches age 65 by January 1, 1988, including 
those already receiving the bonus, would receive a 
longevity bonus paym ent of $250 per month. In addi­
tion, a person under age 65 on January 1, 1988, could 
participate in an optional annuity program by deposit­
ing all or part of his or her p cm an en t fund dividends 
in an account held by the state. Upon reaching age 
65, a person would receive a m onthly payment in an 
amount determined by how much was contributed to 
the account. The annuicy payments would be supple­
mented with declining longevity bonus payments paid 
for with general funds until the annuity accounts were 
large enough to provide monthly payments o f $250 a 
month.

The second option provides that every individual 
who is 65 years old by January 1, 1988, including 
those already receiving the bonus, will receive a lon­
gevity bonus payment o f $250 per month, but that 
anybody younger than age 65 by January 1, 1988, 
would not be eligible for benefits.

Should the legislature Y E S  D
adopt the an n u ity  option? N O  U

* «

A d $ f

>. ■;-y.’-xs 
. .

. .* r**s
This question is advisory to the legislature as to "JMi|’ 

whether an annuity program should be adopted rc re- 
place the longevity bonus program. •

Annuity Program

LEGISLATIVE AFFAIRS 
AGENCY SUMMARY •

(Ch. 9 S L A  85 CCSSB 56)

Under the proposed program, a person could elect 
to receive his or her permanent fund dividend in cash, y >  
as a credit in an annuity account, or a combination v]r§ 
o f the two. A  person who is 65 years old on or before 
January 1, 1988, or persons wirh certain debts could 
only receive the dividend in cash. '. .•§£s

Upon reaching the age of 65, a person with credit 
in an annuity account would receive an annuity in 
the form of a monthly payment based upon the prin­
cipal and accrued interest in the person’s annuity ac­
count. If a person dies before age 65, a lump sum pay­
ment could be made to a designated beneficiary or to 
the deccndent’s estate.

Persons 65 years o f age on or before January I,
1988, who otherwise qualify would continue to receive 
a monthly longevity bonus payment o f $250. Other­
wise, the monthly longevity bonus payment would be 
equal to $250 minus the maximum possible straight 
life annuity for a person 65 years o f age under the an ­
nuity program.

If the annuity program is rejected, the legislature 
will consider limiting the existing longevity bonus pro­
gram to people who are 65 years o f age on or before 
January 1, 1988.

B;
...*

3
. IJr-i.

V O T E S  C A S T  B Y  M E M B E R S  O F  
T H E  1 4 T H  A L A S K A  L E G I S L A T U R E  
O N  F I N A L  P A S S A G E

House: Yeas 30
N ays 10
A bsent or Not Voting 0

Senate: Yeas 19
N ays 0
A bsent or Not Voting 1

: j |
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A
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BALLOT MEASURE NO. 3

STATEMENT IN SUPPORT 
OF BALLOT MEASURE 
NO. 3

The annuicy plan is designed to assist A laskans in 
retaining and continuing the longevity bonus concept.

It appears, by personal choice, to be the only way 
additional A laskans can continue to qualify and then 
receive the bonus through the means o f an annuity.

In these times o f economic stress, the enactment 
o f an annuity plan would lessen the present financial 
burden the state is carrying under the plan presently 
in effect.

Besides providing a retirement plan for A laskans 
o f all ages, no matter whether they are employed by 
the state or the private sector, continuing the bonus 
will help keep people off welfare and in their own 
homes.

It’s your choice, just like the annuity would be 
your choice. You may not personally need the help it 
will provide, but thousands of other A laskans certainly 
do.

B ill R ay 
State Senator

I

STATEMENT OPPOSING 
BALLOT MEASURE NO. 3

In the simplest words possible, the A nnuity Pro­
gram would give every A laskan the choice of banking 
their permanent fund dividend in yet another State 
controlled pension fund or simply receiving the divi­
dend. It is offered as an apology to all the people who 
will not be 65 years or older on January 1st, 1988 and 
will not be able to participate in the current Longevity 
Bonus Program.

The A nnuity Program is simply a smoke-screen for 
what your Legislator is afraid to tell you. That is we can 
no longer afford the Longevity Bonus Program since the 
Supreme Court ruled that we cannot limit the Bonus 
only to A laskan Pioneers (residents before Statehood).

The Longevity Bonus costs $50 million annually 
and is growing by leaps and bounds since the court 
thrfew open the doors two years ago. If you are 65 
years old and resident for one year, you are eligible for 
the $250 per month bonus. These simple requirements 
make it astonishingly easy to cheat. A laskans should 
question just how much o f the annual $50 million 
giveaway is flying south every month. T he largess o f 
the Longevity Bonus is what caused the Legislature to 
dream up the A nnuity Program alternative.

We don’t need an A laskan version o f the Federal 
Social Security System. Invest your Permanent Fund 
Dividend in any Individual Retirement Account (IRA) 
and you will exceed all the benefits and security that 
the A nnuity Program will have to offer. There are 
thousands o f private IRAs and pension funds to invest 
in that offer you a lot more flexibility and control over 
your own money than the proposed A nnuity Program.

In a letter from Governor Sheffield to House 
Speaker G russcndorf on June 17, 1985* the Governor 
said the proposed A nnuity Program " . .  .could be tax­
able. . .an  individual has no vested property r ig h t .. .  
no ability to withdraw contributions or earn in gs.. .no  
ability to transfer or rollover to another p la n .. ."  and 
“There is no option for an individual to manage or 
direct the investment.” The Governor went on to say 
that "It is hard to see who would utilize the A nnuity 
Program" and "It is conceivable that the program 
would be such a failure that the administration costs 
would totally consume the con tribu tion s..."

A  "N O " vote on Ballot Proposition No. 3 would 
send a clear signal to the next Legislature that we don't 
want another tax supported retirement plan. We need to 
phase-out or “stair step" away from the well intended but 
fiscally irresponsible Longevity Bonus Program.

Alaskans pride themselves on being individuals. Being 
an individual means freely managing our own affairs in­
cluding our own retirement. Individualism does not mean 
living to retire off the sweat and taxes o f other Alaskans.

Vote "N O " on Ballot Proposition #3.
— Jack  Sanderson 

P.O. Box 021031,
*Hou$e Journal, page 1747 Juneau, AK 99S02
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BALLOT MEASURE NO. 3
Using current forecasts o f  A la ska 's population and economy, the State 0//ice o f  Management and Budget estimates 

that betueen ncta en d  the year 2002, the General Fund costs o f  the annuity option will be $774 million, compared to the 
General Fund coiis o f the second option o f $521 million. A fter the year 2002, the annual costs o f  both options util! be 
identical, and m both cases will decline. By about the year 2034, General Fund payments under both programs will have 
been completely phased  out.

TABLE 1: Monthly Annuity and Residual Bonus Calculation
FISCAL YEAR

PERM AN EN T FUND 
DIVIDEND

m a x i m u m  a n n u i t y
ACCOUNT VALUE

M AXLM UM  m o n t h l y  
A N N U IT Y

RESIDUAL LONGEVITY 
BONUS PAYMENT

19SS $ 5S2.32 $ 582.32 $ 5.39 • $244.61
19S9 631.36 1,268.52 11.75 238.25
1990 664.06 2,052.04 19.00 231.00
1991 680.41 2,925.70 27.09 222.91
1992 688.14 3,889.37 36.02 213.98
1993 714.51 4,970.16 46.03 203.97
1994 751.26 6.1S9.48 57.32 192.68
1995 802.98 7,575.35 70.15 179.85
1996 857.42 9,146.17 84.70 165.30
1997 '  914.51 10,922.01 101.14 148.86
1993 9v4.26 12,924.84 ' ! 119.69 . 130.31
1999 1,036.77 15,173.80 140.56 '  109.44
2CC0 1,090.37 17,698.63 163.90 86.10
2C01 1.159.S9 20,525.27 190.08 59.92
2C02 1,232.76 23,690.93 219.39 30.61 -
2C03 1,306.74 27,230.80 252.17

Chronology Aiiurr.pitem: November 19S6— Voters approve annuity plan; February 19S7— Legislature repeals stairstep sections o f Ch. 99 SLA  
1935; Aoril 1937— Annuity option offered on PFD applications distributed this month; October 1987— Individual annuity accounts created, and 
dividend deposits to them; January 19S3— First reduced A LB  payment paid.
Notes: Dividends from "Revenue Sources Quarterly, M arch 19S6." Annuity accounts continuously compounded at 9 percent. Annuity based on 
213 monthly payments.

TABLE 2: Forecasts of Populations and Number of Recipients
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FISCAL
YEAR

POPULATION 
65 £ t OVER 
ON APRIL 1 

(2/15.35 RUN)

PO PU LATIO N 
65 & OVER 

BEFORE 
A PR IL  I. 1968 
ON A PR IL  1 

(3/26,S5 RUN)

PO PU LATIO N 
65 S t OVER 

FISCAL YEAR 
AVERAGE

PO PU LATIO N 
65 &  OVER 

BEFORE 
JA N . 1983 

FISCAL YEAR 
AVERAGE

PO PULATIO N 
65 S t  OVER 

AFTER 
JA N . 19?9 

FISCAL Y E , R 
AVERAGE

RECIPIENTS 
65 St OVER 

BEFORE 
JA N . 1983 

FISCAL YEAR 
AVERAGE

REC IPIENTS 
65 & OVER 

AFTER 
JA N . 1983 

FISCAL YEAR 
AVERAGE

- 1
*

i’ -VV

• ‘i• .*
1988 18,769 18,769 18,469 18,270 199 16,443 179
1959 19.S2S 17,941 19,511 17,675 1,836 15,908 1,652 •i*
1990 20,913 17,109 20,579 16,855 3,723 15,170 3,351
1991 21,903 16,277 21,558 16,036 5,522 14,432 4,970 ■4
1992 22,849 15,451 22,484 15,222 7,262 13,700 6,536 ■ • *r

1993 23,861 14,631 23,480 14,414 9,066 12,973 8,159 ;  v *;
1994 24,799 13,815 24,403 13,610 10,792 12,249 9,713
1995 25,891 13,005 25,477 12,312 12,665 . 11,531 11,398 - "\r

1996 26,863 12,200 26,434 12,019 14,415 10,817 12,973
LL T
'*'<

1997 27,692 11,400 27,249 11,231 16,018 10,108 14,417
1998 28,657 10,607. 28,199 10,450 17,749 9,405 15,974

\ V

1999 29,556 9,825 29,084 9,679 19,404 8,711 17,464
2CC0 30,511 9,058 30,023 8,924 21,100 8,031 18,990
2C01 31,459 8,309 30,956 8,186 22,770 7,367 20,493 . * ’

2C02 32,440 7,530 31,921 7,463 24,454 6,721 22,008
2C03 33,443 6,876 32,913 6,774 26,139 6,097 23,525
2CC4 34,433 6,199 33,932 6,107 27,825 5,496 25,042
2C05 35,721 5,553 35,150 5,471 29,679 4,924 26,711
2C-C6 37,130 4,941 36,537 4,868 31,669 4,331 28,502
2C07 35,459 4,363 37,374 4,303 33,571 3,873 30,214
2CC5 42,529 3.S34 39,665 3,777 35,883 3,399 32,299
2CC9 42.1~i 3,342 - 41,520 3,292 3S.227 2,963 34,-04 *: -7
2010 * •,v . . 2.892 43,309 2.S49 40,459 2,564 36,413 • -



BALLOT MEASURE NO. 3

TABLE 3: Calculation of Program Costs Under Alternatives
« .

0) (2) . (3) (4) (5)
R EC IPIEN T S R E C IPIEN T S

J r ' 65 &. O VER 65 &  O VER CO STS O F C O ST OF
.1 A FT E R  JA N . 1988 BEFO RE JA N . 1988 ST A IR ST E PPIN G A N N U IT Y
■ (FISC AL Y E A R (FISC AL Y E A R A L T E R N A T IV E A L T E R N A T IV E

FISC AL Y E A R A V ER A G E) R E SID U A L A LB AV ER A G E) (M ILLIO N S) (M ILLIO N S)

19SS 179 $244.61 16,443 $ 49.3 $ 49.9
V 1959 1,652 238.25 15,908 47.7 52.4

1990 3,351 231.00 15,170 45.5 54.8
1991 4,970 222.91 14,432 43.3 56.6
1992 6,536 213.98 13,700 41.1 57.9

y 1993 8,159 203.97 12,973 38.9 58.9
1994 9,713 192.68 12,249 36.7 59.2
1995 11,398 179.85 11,531 34.6 59.2

**• 1996 12,973 165.30 10,817 32.5 58.2
1997 14,417 143.86 10,108 30.3 56.1
1993 15,974 130.31 9,405 28.2 *r 53.2
1999 17,464 109.44 8,711 26.1 49.1

X. 20CO 18,990 86.10 8,031 24.1 43.7
2C01 20,493 59.92 • 7,367 22.1 36.8
2002 22,008 30.61 6,721 20.2 28.2
2C03 23,525 6,097 18.3 18.3

4

\ 2004 25,042 5,496 16.5 16.5
c* 2005 26,711 4,924 . 14.8 14.8

Tocal costs through 2002: $520.7 $774.2
(Costs after 2002 are the same for the two alternatives)

*Cost =(column 3)*($250/mo.)*(l2 mo.) 
tCost = [(column l)*(column 2)*(12 mo.)] +  [(column 3)*($250/mo.)*(12 mo.)]

COSTS O F  A L T E R N A T I V E S

ANNUAL
COSTS

(Millions)

$60.0 -| 

$50.0 - 

$40.0 - 

$30.0 - 

$ 20.0 - 
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$0.0 i t i ; i— i ^
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T I I I
1996 1998
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'Benefits: Legislature considers changing bonus program
Continued Irom page AT

U'hrn ii began In 1973. it sent 
hecks lo 3.011 residents who ar- 
rud  before 1939. As intended 
iriginally. the bonus program 
lould end when the ''pioneers" 
'.id nil died or led Ihesmie.

Hui that sision changed In Ihc 
'C9K. when a man who hnd ar- 
■nd In Alaska Ihree monllis 
In r siaiehnnd wondered — via 
lawsuit — why he should be de- 
m i a mnnthlychcck.

I he courts agreed and • ihc

program was subsequently 
opened lo everyone who was 65 
and had lived in Alaska for one 
year. Thai brought thousands nf 
new people into the program and 
its budget jumped from to $30 
million In 193T to $15 million this 
year.

"We have a program that 
grows larger every year." staled 
(jov. Steve Cowpor in o letter to 
House Speaker Den Grussendorf 
last week. "At the same time, we 
are faced with an unprecedemed 
crisis is our budget. We can no 
longer afford to provide this sub-

slanllal benefit lo an cvcr-in- 
creasing population of senior c iti­
zens."

Cowper’s letter accompanied 
a bill Introduced inlo the legis­
lature Friday lhal would cut Ihe 
bonus paymems from $250 a 
month to $.200 far residents earn­
ing less than $20,000 a year. The 
higher (he Income, the less the 
pjyinent. T.iose earning 520,-100 a 
year, for example, would get 
$183. Those earning 525,193 would 
receivo$IGamonlh.

And Ihosc bom after 1923 — 
those who lum G5 by next Jan. I,

I9S8 — will discover Ihemselvcs 
Ineligible.

John Andrews, suite deputy 
commissioner of administration, 
said (lie no program will save 
the stale 521 million in Its first 
year.

"Cowper's proposal is very 
scary for a lot of seniors. They 
see the props being knocked out 
from under them," Lauzensald.

She said most seniors don't 
want lo see the bonus program 
changed at all, but If (here has lo 
be a change, they prefer a plan 
now before the slate Senate.

That plan, a compromise Ire- 
tween the Ideas of Sens. Jay 
Kcrllu la, D-Palmer, and Jim 
Duncan, D-Juncau, sets up an an- 
nuiiy-type program, whereby re­
sidents have to put money inlo 
the annuity to gel money out of it 
later.

The Kcrttula plan doesn't af­
fect those now receiving checks. 
And those who aren't getting the 
bonus yet can ensure themselves 
of $250 a month a fle r age 65 by 
contributing their permanent 
fund dividends —  or Ihe cash 
equivalent —  Inlo the annuity ac­

count every year.
The idea holds that the up­

front money and the Interest it 
cams w ill eventually replace Hie 
slate's contributions. State costs 
would drop from 513 million this 
year lo approximately 515 m il­
lion in (he year 21*0.

Kcrttula ,said he’s optimistic 
his proposal w ill have easier sail­
ing in Ihe legislature than Cow­
per's plan.

"I don't think we should send 
a message to the elderly that we 
don't want them here," Kcrttula 
said.

Seniors air views about Longevity Bonus
f Imo Jutcij Barrtu

JUN EAU  — Once you’ve gotten $250 a month 
with no money down and no obligation, it's unset­
tling to watch government linker with the program 
Hint makes It possible.

That's what Sen. Rick Uehilng. R-Anchorag", 
discovered when he asked his downtown consti­
tuents what they thought of proposed changes to 
the Longevity Bonus.

In a district that includes the Anchorage Pioneer 
Home, Anchorage Senior Center and Chugach 
View housing center for the elderly, he got 40 let­
ters on the subject.

Here's a sampling ol Ihe response, mostly Irom 
those opposing Gov. Steve Cowper's plan to trim 
the bonus from $250 to $2CO a month:

• "I for one, cannot do without it. I would be a 
street person, and at 74, I could not go thal bil. If 
sou people In Juneau warn Ihc seniors in Alaska, 
you will leave Ihc longevity fund as it is and do not

cut It at all.”
• "Sorry to see our new governor go off in sucl 

a radical direction. He is now referred to al (hi 
senior center as governor cow poopcr."

• "If that Juvenile (Cowpor) gels his way in cut 
ting those payments to us who have more than pah 
our way and like to continue to do as much as w. 
can, it w ill be a sad state ol affairs.

"I have been an Alaskan since 1947. workci 
paid slate income lax. and I feel people like m 
nave built Alaska. What a difference now!"

• "Talk about people leaving Alaska. If the 
lake Ihc lit llc  I am gelling, I'll have to be one i 
them."

• "I feel that people like myscll, who have live 
in Alaska (or .15 to 40 years will he shut out. The Ix 
ncficlaries will be Ihe people who have lived her 
four or five years. That should not be culled 
'Longevity Bonus.’ "

Chronology of the Longevity Bonus plan
Tlmci Junnu Durrau

JU N EAU  —  Here Is a cap­
sule hlslory of Alaska's 
Longevity Bonus program, (lie 
only one of Its kind In (he 
United Slates:

• 197?: The legislature
passes a Longevity Bonus law, 
giving 5100 a month to all resi­
dents 65 and older who have 
lived In Alaska since before 
statehood In 1959.

• 1973: 3,611 Alaskans get 
their first check.

• 1978: Check goes up to 
$150.

• 1930: Check Increases lo 
$200.

• 1931: Another Increase, 
to $250.

• 1932: Rodney Vest sues, 
claiming it unconstitutional 
for him lo be denied a check 
because he moved to Alaska 
(hrec months alterstalchood.

• 1983: Superior Court 
rules program unconstitu­
tional ihe way It Is set up.

• 1934: Legislature adopts 
new rules for Ihe program, 
opening It to all residents 65 
and older who have lived in 
Alaska a l least one year. Task 
force begins Invosllgaling 
cheaper alternative to

Longevity Bonus.
• 1935: Guv. Ihtl Sheffield 

signs bill to pul anmiity-lypc 
subsltute to the program on 
the 19S0 ballot.

• I95G: Vo'ers decide 99.000 
to 66.000 to end Ihe tronus by 
beginning an annuity pro­
gram.

• 1937: Legislature begins 
crafting a bill lo phase in ihc 
annuity program favored hy a 
majority of voters. Gov. Steve 
Cowpor works on bill that 
would cut bonus lo $200 and re- 
strict ii lo ihosc making less 
IhanS'JO.OtUnycar.

• 4
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Annuity biSI jumps
first Senate hurdle A n n u i t y  j u m p s  h u r d l e s  . . .

by Rebecca Goodman tula’s bill is expected to be
Following three statewide voted out of committee and 

teleconferences and a commit- sent to the Health, Education 
tee work session on a pair of and Social Services commit- 
Longevity Bonus/annuity tee.
bills, Sen. Jay Kerttula’s (D- “Senate Bill 56 would repeal 
Palmer) SB 56 has received the stairstepping and put into 
Senate State Affairs commit- place the annuity  option 
tee’s prelim inary nod of voters approved by a wide 
approval. margin during last Novem-

Throughout the teleconfer- her s election, K erttu la 
. ences, seniors had voiced explained, 
strong support for both Kerttu- Anyone now on the bonus
la’s SB 56 and SB 57, spon- Program and anyone who 
sored by Sen. Jim Duncan turns 65 by January 1, 1988,
(D-Juneau) would receive $250 per month

In the final committee work r̂om the bonus program, 
session, however, SB 56 edged Anyone under 65 on January 
out SB 57 because committee 1> 1?®. could participate in an 
members said it “wouldn’t optional annuity program 
limit access to the annuity pro- allowing them to place their 
gram’’ the way SB 57 might. \ ear}y  Permanent Fund D:vi- 

After one more teleconfer- dend checks ,nto a retirement 
ence on the bill March 2, Kert- annuity account to be drawn

from page 1
upon at age 65.

"Nothing would change for 
current recipients. Others, 
upon turning 65, would receive 
at least $250 per month either 
from the bonus or a combina­
tion of the bonus and their 
annuity account,” he said.

Kerttula said his plan 
"treats seniors more fairly 
than other bonus proposals.”

State officials in the Div­
ision of Policy estimate SB 56 
would, by the year 2000, cost 
the state less than $30 million 
to operate. Officials said the 
current bonus program would

cost the state an estimated $86 
million during the Bame time 
.period.
■. Prior to the State Affairs 
committee’s passage of SB 56, 
the measure underwent two 
changes.

One amendment recom­
mended by Sen. Joe Josephson 
(D-Anchorage) would allow 
amounts equivalent to the 
yearly Permanent Fund Divi­
dend to be contributed to an 
individual’s annuity account.

Josephson had expressed 
concern for individuals who 
find their dividend checks 
have been “attached” by the

courts. Without a dividend 
check to place into an annuity 
account, those individuals 
would be unable to contribue 
to their own annuity plan.

The amendment allows indi- • 
viduals to use sources of 
money other than dividends to 
contribute to an annuity retire­
ment account.

A second amendment to SB 
56 allows an early withdrawal 
from an annuity account to 
accomodate the expenses of a 
catastrophic illness.

K e r t tu la  s a id  he is 
“extremely optimistic” about.. 
SB 56. “It’s fair and it's the 
right thing to do,” he added.



OPINION
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LETTERS

SB 56 would activate annuity
The legislative session has 

just begun for 1987, and there 
have already been a lot of sug­
gestions and rumors about 
changes to Pioneers’ benefits. 
Because of this I would like to 
let you know my stand on 
these possible changes to the 
different programs,

I have always supported 
progressive programs for pio­
neers. I try to listen to seniors 
and put into action their ideas 
and suggestions for programs 
to support good qua lity  
lifestyles.

Twice I have worked and 
gotten the payments inci eased 
for the Longevity Bonus. I will 
continue to work for the bonus 
and to safeguard it from being 
discontinued or otherwise

changed. I  feel it is absolutely 
essential that this program  
continue and that a l l those 
currently receiving bonus pay­
ments must continue to receive 
them in the future. State dol­
lars used for this important 
program are well spent. The 
program is vitally important 
to Alaskan citizens.

I have introduced Senate 
Bill 56, which puts into law the 
proposition approved by the 
people last November. This 
bill, when passed, will allow 
the annuity plan to be acti­
vated. This legislation is 
important because it will help 
strengthen the Longevity 
Bonus program and make it 
available to all Alaskan Citi- " 
zens when they reach the age 
oi 65.

The senior citizen home- 
owners’property tax exemp­
tion has also benefited many 
of Alaska’s citizens. I have 
continually supported this 
exemption. I believe that prop­
erty taxes are an additional 
burden that most retired citi­
zens cannot afford. I will con­
tinue the fight to keep the 
property tax exemption for 
seniors.

I do not support the $20,000 
income level for annuities and 
I do not believe in the adminis­
tration’s proposal to eliminate 
the property tax exemption for 
those over 65.

Jay Kerttula 
State Senate 

Palmer
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Seniors oppose reductions, changes in longevity bonus
/ CHUCK KLEESCHULTE
• JUMAUIMPiftl
Alaska senior citizens Wednesday 
nlo it quite clear that they would 
■uii prefer that lawmakers look 
evlierc to save money and eonlin* 
the state's longevity bonus pro* 

•in ;i« is.
During a statewide leleconrcrcnce 

hire the Senate Slate Affairs Com- 
■litre, seniors made it crystal dear 
i* v aren't in favor of fjov. Steve 
••wp»T s prnimsal. yet lo be formal- 

introduced. which would convert 
•I* bonus program lo a financial

needs basis limiting the bonus 
checks to the eld- -ly who make less 
than 120.090 a yea- and cutting the 
size of the bonus to 5200 a month 
from the current 5250.

The changes would save the state 
just over 5IS million next year.

Seniors, if they have to accept a 
change, seemed to favor a proposal 
by Sen. Jay Kcrttula, D-Palmer, that 
would convert the program into an 
unlimited annuity-fueled bonus. Se­
niors would be grandfathered Into 
their current level of benefits, even 
though it would require future Alas­

kans to donate their Alaska Perma­
nent Fund dividend checks to get Inlo 
the annuity program.

In expressing support for the 
Kcrttula proposal, they largely 
passed over a proposal introduced by 
Juneau Sen. Jim Duncan that also 
would set up an annuity-based bonus, 
but limit it only to Alaskans who arc 
cr will turn 65 within the next 14 
years. The Duncan concept was orig­
inally proposed by former Gov. Jay 
Hammond last year as an alterna­
tive to continuing the cuurl-nltcrcd 
annuity program Indefinitely or

phasing out the program -  so-called 
stair-stepping -  n concept backed by 
the House In 1905.

"I know there Is some financial 
problems, but I support continuation 
of the existing program. This is one 
area lhat should receive solid fiscal 
support from the legislature," said 
former Petersburg Hep. Ernie 
Haugen.

Swede Wasvick, grand president 
of the Pioneers of Alaska, said lhat 
seniors during his visits around the 
state clearly wont Ihc existing pro­
gram continued. "The consensus of

opinion is that everyone wants the 
existing program continued without 
change." said Wasvick.

Past president of the pioneers, 
Bob Gore, also spoke against any cut 
In the monthly payments, arguing 
that a reduction would simply cut the 
amount of money the elderly can af­
ford lo pay for rent in the state Pio­
neers' Homes. He said a cut, coupled 
with repeal of the senior citizens 
properly lax relief also proposed by 
Cowpcr, might force the elderly onto 
welfare, costing the state the same 
amount of money.

\IEMSI B I L L S

fr»ta IUm  I l f  If# b III rt««Mt<vu M i»  i .  n K rU M ui. J
.■4 M *V || IN C M  V r i i-«f Tun KfWy. A A/whrr*(f. T il RM»». l> AnfbW/lf. A ll'll
• «M iPll-*r,r»l»»M •«r(i^ iUA Aljt|*l# |.i'ir«n- fcwr«l*»»U R A vM urr A xt CiM.-if. RAf'therifr-

• sum w flf liii* ! l« pnium * • r4
cc/r>f»»!v/7 rdvf tl*/\ I I ;  llrp Mit; M.Urr.KSttiM'kir

• V .lir r i f iu M .iK .ii •  In n ljiit  i i v i k 1! tf.tn.wi 
ailK.4 |f# A f lr ii A|rnf p ; Off* J.m

R C ir t in l .  Pa; r>ra*n. I ArvnrtH*; Sl»t# 
Frtirl. II h i l l ^ l l

•  111*111 m iK -r i  l» M i l ;  if»j ' i rm ffii fw «HI» 
Iir I uiUnfH CrrtfrtpMil im lit ihtdrti •fliflool'tfttlmtf 
B ; llrp NuliKt(tvtrn.D la>ibJrb«

a lim tl lt'l»l**t|a|*n irr»w.«; « l;r ili# i tttitfrn. 
(ill Nm' u-j  K im  (urih urtf b; iM Alula ll/ut*
Irt FoufKt C e t p r o t . y i  f l ;  I t r p  l l j w f /  I 'W I-p*. f t  K * * l*

m if.o ]jr+ n . CtiiT Oititfvn. D Kodak: Btfl lludim. R.
M il; N m irv . O L m ui. Mai C itn h rrf . fiAiv 
H«d r<v»h#f. I> AwS-rif*. Ilnn/vfh 

O C E  C» foi.li.lM. Vir|iMaC«, '<M.
n Anafovait. Call Mrfttrtf. R-WtuUi, K»> i» A»-rtwnr

•  I i n  111 r i f i i i . x i  l a  t f m u o w  M  r i | M « i  » • ;  k m  
a p jli/ ii^ i nr Hr# iM i.V -i'u .n  M

• lim it lU llllr*  I I  fffalllianal ( i r \1 Iip( and ri>»b- 
Ink**! Oa A lu la  CimblMii Hoard 0;  »la# FfiU PO*;|oAi. R Aixtofur

a l l i u m  . .  -

m iiifral ■( | r  ra w
• IIPIN n»Ui#| 111;# rwt'x «  fmrrvtllon 

*ram 0;  nalairarrnultaailmria-laTdirT'w'
a IIBIJ7 Maku-| a ■urr," 'v "U l acrar;na'«v>. a

Ua^trrr*1 allariiien. amiratur|p#>i tri th* r Y I I  (fvrii>xa
8;  Ra'ri Canmiifa al faju»u rt ih# fitttru t

Overwhelmingly, seniors argued 
they did not want Ihc longevity bonu- 
to be changed to n program tied to h 
nancial need because it would llici 
equate In their minds to welfare.

"The whole intent when the bemu 
was passed was that it was a rcw.ir* 
to Alaskans who braved so much !h  
ing here before stalrliood, lhat I 
wouldn't be a form of welfare, 
would rather sec Ihe whole program 
end than it turned into welfare," san 
Huby Coil of Kenai

Only a few scninis testified in sup 
port of cutting Ihc program

The Senate panel is set to resum 
its debate over switching the longm 
ty bonus to an annuity program i» 
Monday. If lawmakers do nothin 
the current program continues - on 
that pays nil ;eniors 65 and over wit 
n 30-day residency the bonus.
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