


SB 537,Longevity Bonus

THEONERBNCE, Anch, Mat-SU, Fairbanks,Delta Jnc., Petersburg
INCRVATION SENT TO, * indiicates will testify

!\@HA{.LP%N Needs to testify first.

9
e P &Iasga rice Ingrahm

Zaylrxm Jﬁne%a I ff Gron

L.C




Alaska State Legislature

Sen. Pat Pourchot, Chairman

Sen. Jan Faika, Vice Chairman
Sen. Al Adams

P.0. Box V
State Capitol
Juneau, Alaska 69811

Sen. Tim Kelly
i i 907-165-3712

Sen, Rick Uehiing

MIVIRANOM
TO Senate State Affairs Committee Members

FROM  Senator Pat Pourchot
RE Wedhnesday, April 4 Committee Hearing
DATE  April 3, 1990

%E\Nednegda 4 fll élla 1 %@ rpo n the eukz Rom the Senate State
anhorage H&er&gurg airbanks, Delta Junction
631 Lonaevﬁv~BpnTidPro ram efd Séﬁ vvo%Id wéha\s/?ogut tSthrLgp reg)ntr}l/g

roposaiogr%m|ov er q erp the " progr
. helshe qua
e | urren recelv errm Tould"crtinte™16 6 50
ong as they e NI Al ka.

Senate State Affairs Committee

52 relatmoq |o the leasing of sacebvte state. Scisore b?’ ?naor
I S s S L
ractlces %r?(cq 0 a 81 tafi ??aegrocess r
de3| ,béu ea?e racess In c%a |€as grogess eas
e ? roed 10 the Towe pd ef, YV' gomec ISM 10 place 10 ehSU{e ﬁat
acd | |]g§ are economical t0 0 era? and maintain_ or arg respgngve 0 %y
esg he agencx Pr ﬂae.co il |eﬁ. P ted SUNSTI eﬁas
i LI, gl W e (e
WL £ o o AT
governor i Igg|sFa§ re by 7 76{
A%m.n.sfat.qr% A e e weth%hD%afHﬂemu?
ee% of 0 ;fc? space, , each. 0 Bex
T Bl B, .
?son OWErS(near ﬂwe our Eem in

%&4 LSRN M thggv' g,

ropose nta anguiage of uITing



T g
0UCE, a{w alf deduc %} ?qom PVI te
Tl el o Lt vl L g,
? él? N-pr g uéed i the' PRt

ToUre they 15 Ty it E@c’ﬁec manenra i




Senator Pourchot
March 30, 1990

SB 537 - BONUS LADDER

Contrary to previous "stair-stepping”™ proposals, which cut off new
recipients, this proposal would "grandfather™ a recipient into the
program at the amount of the bonus payment for the year in which
he/she qualifies. Persons currently receiving $250 per month
would continue to do so for as long as they remain in Alaska.
Persons qualifying during the second year of the program would be
"grandfathered”™ 1in at a lesser amount but would remain at that
level for the rest of their lives in Alaska.

The advantages of this approach include:

1) A senior®s bonus payment would not decline over time.

2) There 1s no 1impact on Permanent Fund Dividends. Seniors
would still receive their dividends regardless of when they
turned 65.

3) The concept 1is simple to understand and administer.

4) The cost of the Longevity Bonus Program would gradually
decline until phased out in 10 years (except for surviving
recipients).

5) Eliminates uncertainty of fiscal impact for both the state
and the recipients.

6) There 1is a gradual reduction in benefits with no arbitrary
cutoff date separating "haves"™ from "have-nots".
Amount at Which a Person 1is Grandfathered

Into Program

Year Person

Reaches Age 10-Year
65 Phase-0ut
1990 $250
1991 225
1992 200
1993 175
1994 150
1995 125
1996 100
1997 75
1998 50
1999 25

2000 0



LONGEVITY BONUS PROGRAM- COMPARISON OF ANNUAL COSTS
(: Various Options

In Millions of Dollars

Bonus Ladder
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Fiscal Number of Current —-—=
Year Recipients Program SB 5 5-Year 10-Year 15-Year
1991 20,075 60,2 60.2 60.2 60.2 60.2
1992 21,153 63.5 63.2 62.1 62.8 63.0
1993 22,232 66.7 65.7 62.6 64.6 65.3
1994 23,310 69.9 67.6 61.7 65.8 67.2
1995 24,389 73.2 68.9 59.4 66.3 68.6
1996 25,384 76.2 69.2 55.8 66.0 69.4
1997 26,295 78.9 68.6 52.4 64.9 69.6
1998 27,208 81.6 67.0 49 .2 63.2 69.3
1999 28,120 84.4 64.4 46.2 60.9 68.7
2000 28,949 86.8 60.5 43.3 57.9 67.6
2001 29,817 89.5 55.3 40.7 54.4 66.1
2002 30,712 92.1 48 .7 38.2 51.1 64.2
2003 31,634 94.9 40.4 35.9 48.0 62.0
2004 32,582 97.7 30.3 33.7 45.0 59.3
2005 33,560 100.7 24.9 31.6 42 .3 56.3
2006 34,567 103.7 23.4 29.7 39.7 52.9
2007 35,604 106.8 22.0 27.9 37.3 49.6
2008 36,672 110.0 20.6 26.2 35.0 46.6
2009 37,772 113.3 19.4 24.6 32.9 43.8
2010 38,905 116.7 18.2 23.1 30.9 41.1

epared by the Division of Pioneers7 Benefits 3/3/90
File ALB.sb5



Current Program

Number of

fiscal Note

Year Recipients  Annual Cunulative

17,835
18,914
20,075
21,153
22,232
23,310
24,389
2,34
26,295
27,208
20,120
28,949
29,817
30,712
31,634
32,582
33,500
34,57
35,604
36,672
37,772
38,905

60.2
63.5
6.7
9.9
73.2
76.2
78.9
81.6
8.4
8.8
89.5
2.1
%9
9r.7
100.7
103.7
106.8
110.0
133
16.7

60.2
123.7
190.4
200.3
3.5
409.6
488.5
5.1
4.5
741.3
830.8
92.9

1,017.8
1,115.6
1,216.3
1,320.0
1,426.8
1,53%6.8
1,680.1
1,766.8

0.0
(692.3)
(2,072.9)
(4,138.3)
(6,888.0)
(10,193.0)
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LONGEVITY BONUS PROGRAH COST ANALYSIS

TEN-YEAR

Year Recipients  Annual Cunulative

2010

PHASE-OUT

TOTAL FROGRAM QOST

Number of

20,075
21,153
22,231
23,309
24,388
25,383
26,295
27,208
28,120
28,949
29,817
30,712
31,64
32,582
33,500
34,567
35,604
36,672
37,772
38,905

(illions)

60.2
62.8
64.6
65.8
6.3
6.0
4.9
63.2
60.9
57.9
HA.4
511
48.0
45.0
423
30.7
373
35.0
2.9
0.9

60.2
123.0
187.6
233.4
319.7
385.6
450.5
513.7
574.6
632.5
686.9
738.0
785.9
81.0
873.2
912.9
950.2
985.2

1018.1
1048.9

Ae 6 by Jn. 1, 101

Number of  Monthly

Recipients  Bonus

20,075
18,80
17,69
16,618
15,604
14,651
13,757
12,917
12,129
1,388
10,693
10,040
9,427
8,852
8,312
7,804
7,328
6,880
6,460
6,066

BHEEEEE BB EEEEY

Cost
(nillions)

60.2
%.5
53.1
4€.9
46.8
4.0
413
3.8
6.4
A2
2.1
0.1
28.3
2.6
249
2.4
2.0
2.6
194
18.2

A 6 after Jn. 1, 1991

Number of  Monthly

Recipients

2,303

4,58

6,601

8,784
10,73
12,538
14,201
15,91
17,561
19,124
20,672
22,207
23,790
25,248
26,763
28,276
29,791
31,312
32,89

Bonus
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Cost
(million

0.0

6.2
ns
15.9
19.5
2.0
23.6
244
24.5
23.8
2.3
2.9
19.7
18.5
17.3
16.3
153
4.4
13.5
27



of dollars

billions

(Thousands)

LONGEVITY

BONUS COST ANALYSIS

Cumulative Costs

Fiscal Year



of dollars

millions

LONGEVITY

BONUS

Annual

COST ANALYSIS

Costs

Fiscal Year
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MEMORANDUM State of Alaska

Office of the Governor

Division of Policy

TO: Pat Pourchot DATE: April 2, 1990
Senator
FROM: V\VuterVU4alloran PHONE: 465-3568

Director, Policy

SUBJECT: SB 537: LONGEVITY BONUS FILE NO:

In the prior hearing on the proposed committee substitute for SB 5, now introduced as
a separate bill (SB537), the question was asked whether the approach poses any
legal or constitutional problems. The Department of Law reviewed the proposal to
gradually eliminate the longevity bonus program by reducing the amount paid to new
recipients of the bonus in each of the 10 years following enactment of the legislation.
Their conclusion (attached) is that the proposal poses no legal problems.

If we may provide any further assistance, please give me a call.



MEMORANDUM State of Alaska

(00%

Department of Law

Mary Halloran, Director DAE - March 28, 1990
Divisioftrflfc-PWicy . .
Office ~trHiSeUGovernor ALENO:  tile # 663-90-0362
I\M\KH\H\“—I B«[EI- TH-. NO: 465'3600
MAR30-19|Q SBECT  Review of committee

substitute for SB 5

STRATEGICPLANNINA>AT amendments

Kathleen Strasbaugh/
Assistant Attorney General
Governmental Affairs - Juneau

Question presented

. You have asked whether Senator Pourchot's committee
substitute for SB 5, which would replace a proposed annuity program
with a gradual phase-out of longevity bhonus payments/ poses any

legal problems.

The short answer s that except for the durational
residency requirement/ which we do not address here, it should

not. 1/

ii. Analysis

Both SB 5 and Senator Pourchot's proposal represent
efforts to reduce the cost of the longevity bonus program, AS
A7.45, which was significantly increased when the 25-year residency
requirement was eliminated by the Alaska Supreme Court's holding in
Schafer v. Vest. 680 P.2d 1169 (Alaska 1984). See alSQ State
Special Committee on Alaska Longevity Bonus Program, Report to the
14th Legislature - First Session .and_tQ _Goy ernQr_ B ill Sheffield
(February 1, 1985) ("Rept.") at 10, 29, and 35); sec. 7, ch. 38,
SLA 1984 (creating the special committee).

The proposal you have asked us to review would gradually
eliminate the fongevity bonus program by reducing the amount paid
to new recipients of the bonus in each of the 10 or 15 years

following the enactment of the legislation. People currently
receiving longevity bonus payments would continue at their present
benefit level. People becoming eligible in each successive year

would receive a lower benefit. Each "class" of recipients would
receive successively lower monthly payments, but maintain the same

monthly benefit throughout their eligibility.

1/ See letter from Attorney General Baily to Governor Cowper (June
2, 1989; file No. 883-89-0114) (reviewing CSHB 34 (Fin), lengthening
durational residency requirement to two years.)



Mary Halloran, Director March 28, 1990
Division of Policy Page 2
Office of the Governor AGO File 663-90-0362

Some members of the state special committee noted that
such a proposal might be attacked on the grounds that treating
discrete groups of recipients differently on the basis of the date
they became eligible, that is, on the basis of their age, is a
violation of the constitutional guarantee of equal protection.
Minority Members of the Governor's Longevity Bonus Task Force,
Report to the Fourteenth Alaska State Legislature and Governor B ill
Sheffield (February 1, 1985) at 7 ("Minority Rept."). This would
appear to be the legal issue raised by the proposal.

The minority committee members concluded that legislation
which grandfathered current recipients into the program, while
reducing hbenefits to new recipients would survive an equal
protection challenge, citing Kalmakoff Y, Siais, 693 P.2d 844
(Alaska 1985). In Kalmakoff, the Alaska Supreme Court, having
previously concluded that entry into a commercial fishery was an
important, but not fundamental, right, 2/ upheld Commercial
Fisheries Entry Commission regulations granting a preference for
permit applicants who held gear licenses in particular years. The
minority committee members' theory was that current longevity bonus
recipients, like the longer term gear license holders in Kalmakoff,
would suffer hardship if the program were altered or reduced, while

those who were not yet receiving benefits, like more recent
entrants to fisheries, would suffer less. Such persons would have
some wage-earning years to adjust their expectations. Minority

Rept.,. at 7. 2/

The proposed committee substitute would be upheld under
federal equal protection standards, as a number of cases addressing
changes in the federal social security program demonstrate. There
are similarities between social security old-age bhenefits and
longevity benefits which make a review of such cases instructive.
Social security old-age benefits payments are not designed
primarily for those who are neediest but to provide "basic
protection against hardships created by the loss of earnings due to
.. . o0ld age." Mathews v. DeCastro. 429 U.S. 181, 187-88 (1976).
The longevity bonus program is designed not as a substitute for
programs for the needy, but to permit and encourage Alaska's
elderly to spend their retirement years in Alaska by making it
possible to meet Alaska's high cost of living and harsh

2/ See Commercial Fisheries Entry. Comm. v. Apokedak, 606 P .2d
1255, 1265 (Alaska 1980).

2/ It must be observed that the Kalmakoff court based its decision
to uphold a potentially arbitrary permit cutoff date in part on an
exception in the regulations for special circumstances. 693 P.2d

at 854.



Mary Halloran, Director March 28, 1990
Division of Policy Page 3
Office of the Governor AGO File 663-90-0362

environment. Sec. 1, ch. 38, SLA 1984 Both programs provide
income support to the elderly, but are not public assistance
programs designed to meet life's necessities by providing benefits

based on need.

In DeCastro, the Supreme Court upheld the distinction
drawn by Congress bhetween divorced and married women under 62 as to
the payment of benefits when their husbhands were disabled. Its
holding was based upon the principle that "[governmental decisions
to spend money to improve the general public welfare in one way and
not another are 'not confided to the courts.'" DeCastro, 429 U.S.
at 185, (quoting Helvering v. Davis, 301 U.S. 619, 640 (1937)). In
the area of social welfare, if aclassification has some reasonable
basis, it will be upheld even if it results in some inequity in
practice. Schweiker v. Wilson. 450 U.S. 221, 234-35 (1981)
(upholding differential treatment of institutionalized persons as
to eligibility for certain SSI benefits depending on the nature of

the institution).

In cases concerning changes in benefits, the federal
courts have given short shrift to arguments that a change in
eligibility criteria for benefits constitutes unlawful
discrimination. Califano v. Webster, 430 U.S. 313, 320-21 (1977);
Dillinger v. Schweiker, 762 F.2d 506, 508 (6th Cir. 1985).
Dillinger addressed 1977 amendments to the Social Security Act that
changed the formula for calculating benefits prospectively only,
thus creating two classes of recipients: those who reached age 62
before January 1, 1979, and those who reached age 62 after that
date. The latter group received lower bhenefits. Reasoning that
social security benefits are not a fundamental right and that the
classification was not based on a suspect criterion, the Sixth
Circuit concluded that the prospective-only reduction of bhenefits,
resulting from an amendment to a benefit calculation formula which
had placed a financial strain on the program, was reasonahble given
the reliance upon existing benefit levels by current retirees as
against the lesser expectations of those who have not yet

retired. 4/

In Alaska, legislative classifications are weighed on a
sliding scale, rather than subjected to the two-step process
followed by the federal courts. Thus, "[t]he applicable standard
of review for a given case is to be determined by the importance of

4/ It is important to note that social security is not an accrued
benefit like a pension. Thus the program could be altered for
current recipients, if need be. 2Q& Flemming v. Nestor, 363 U.S.
603, 609 (1960). The longevity bonus likewise is not an accrued

henefit.
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the individual rights asserted, and by the degree of suspicion with
which . . . [the court] view]([s] the resulting classification
scheme." Alaska Pacific Assurance Co. v. Brown. 687 P.2d 264, 269-

70 (Alaska 1984%; Harrison v. State, 687 P.2d 332, 339-40 (Alaska
App. 1984). The more important the right affected, the more
closely the classification chosen must fit the purpose of the
statute Broim, 687 P.2d at 269-70. &&f also State v. Enserchf

P 2d , Op. No. 3539 (Alaska Dec. 18, 1989), noting that in
addition, the classification must, as a matter of due process, bhe
reasonable and not arbitrary, id. at 23-24 and 23 n.12.

Here, no fundamental or important right is affected;
longevity bonus recipients have no constitutionally protected
interest in any particular benefit amount. Cf. Brown, 687 P.2d at
270 (plaintiff not entitled to have particular level of workers'
compensation benefits as a matter of constitutional law). The
program is not designed to provide the minimum necessities of life.
Sec. 1(b), ch. 38, SLA 1984. Thus, if the proposed legislation
were challenged, it is likely that the reviewing court would
subject it to less than searching scrutiny. However, the state
equal protection standard is higher than the rational basis test
employed in many of the above cited federal cases, and the
legislative classification must bear a substantial relationship to
the purpose of the legislation. Barberv. Municipality__ qJ;
Anchorage, 776 P.2d 1035, 1039 (Alaska 1989).

The proposed substitute for SB 5 is designed to meet the
expectations of current recipients created by the original
legislation, while gradually reducing the expectations of persons
who are not yet recipients, with the ultimate goal of eliminating
the program because of its ~cost. These goals appear to be
legitimate. Enserch, slip op. at 24. Nonetheless, it may be
argued that conserving resources is notalone an adequate
justification for drawing distinctions among different classes of
citizens. But the authority for this argument is found in cases
where the classifications in question arguably deprived some
persons of important rights. Brown. 687 P.2d at 272 (reduction of
Insurance premiums not by itself adequate basis for providing lower
workers' compensation benefits to workers who move out of state
where right to travel burdened); Wilson v. Mun. of Anchorage, 669
P.2d 569, 572-73 (Alaska 1983) (need to conserve resources would
not alone have justified barring tort claims against cities while
allowing suits against other tortfeasors given importance of right
of access to courts; statute upheld on grounds that its other
objectives justified distinction); Plyler v. Doe, 457 P.2d 202, 227
(1982) (a state's denial of education to undocumented immigrant
children a violation of equal protection under federal medium
scrutiny/substantial-relationship test; one 0f grounds,
conservation of scarce resources, held not adequate alone to



Mary Halloran, Director March 28, 1990
Division of Policy Page 5
Office of the Governor AGO File 663-90-0362

justify a classification; decision as to how to allocate scarce
resources itself subject to scrutiny) . 5/

Here the legislative task is to reconcile the interests
of those who currently receive benefits under the program, or who
are close enough to the age of eligibility to have included the
longevity bonus in their retirement planning, with the need to end
the program's drain on the general fund. The proposed committee
substitute does just that., When viewed in this light, it cannot be
said that the classification on the basis of date of birth s
arbitrary. Cf. Dillinger, 762 F.2d at 508. It is clear from
Enserch that the Alaska courts will be significantly less
deferential to the Alalska legislature's choice of means when
reviewing challenged legislation than the federal courts are to
Congress. Cf. Enserch with DeCastro. However, since all of the
alternatives considered involve some prospective change in the
program for future recipients (see Kept.), and since the program
could be terminated outright without offending the constitution,
it is hard to imagine the Alaska Supreme Court striking down the
Alaska legislature's choice here, even if it preferred another

alternative.

The Alaska Supreme Court's recent decisions suggest that
it will closely evaluate any scheme of legislation which treats
similarly situated people differently, even where the rights at
issue are of limited importance. Nonetheless, we believe that the
proposed amendments ought to survive federal or state equal

protection challenges.

As Justice Holmes observed: " [T]he 14th Amendment does
not forbid statutes and statutory changes to have a beginning, and

thus to discriminate between the rights of an earlier and later
time." Sperry & Hutcheson Co.V-.__Rhodes. 220 U.S. 505 (1911).

KS:me

5/ Given that the legislation is designed to end the program in a
way which does the least harm to the expectations of current
recipients and those about to retire, the holding of Sonneman v,
Knight, P.2d , Op. No. 3565 (Alaska, March 2, 1990) on
this issue does not alter our conclusion.ld./ Slip Op. at 10-11.



Division Pionaers Benefits—- Longevity BonnBill Number sr "7

Bill Title An Act relating to the Longevity Bonus Program: and

providing for an effective date.

Position Statement: Explainbrieflywhat bill does, itsimpacts and Department®s
position, Le. &) support, b) do not support, c)neutral or d) oppose.

Program Effects of Bill: Phases out the longevity bonus program
over a ten-year period. Any beneficiary is held harmless from any
reduction of the amount they initially receive for the pendency

of their life/residency.

Comments: Enactment of this bill would phase out an expensive,
continuing and growing commitment of general fund revenue.

1) The bill, 1in time, eliminates all costs of the Longevity
Bonus Program.

2) The savings represented by the bill are substantial. It
potentially frees millions of dollars during this decade for other
state spending priorities or to partially offset the effects of

revenue reductions.

3) The phase out of theprogram is gradual and this will soften
the impact on the general economy. This is a side benefitof the

generous hold harmless provisions.

4) The down side of thegenerous hold harmless provisions is that
some general fund impactwill continue for many years.

5) Aside from some programming costs, implementation of the bill
will not present any technical difficulty on the part of the

department.
THE DEPARTMENT STRONGLY SUPPORTS THIS BILL.

APPROVED:

Division Pioneers Benefits/
Longevity Sonus

Date April 3, 1990

(For more information, call Sioux Plummer 465-2200)
Rev. 12/89
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STATE OF ALASKA él” verSIB.nT SS 537

1990 LEGISLATIVE SESSION Publish Date: 3/28/90

ASCAL NOEE
eV|S|on Date @fpcy Affected: veain & sociar services

Assistance Payments BRU

+ An Act relating to the Longevity
Bonus MedicalAssistance

Sponsor (brmonents oaa-alb Hold Harmless

Requestor: ALBHoldHarmless

-~ (Thousapds,.of Dol

o1 TPOUSHFy N MS NG
PERSONAL SERVICES 0 0 0 0 0 0
TRAVEL 0 0 0 0 0 0
CONTRACTUAL 0 0 0 0 0 0
SUPPLIES 0 0 0 0 0 0
EQUIPMENT 0 0 0 0 0 0
LAND & STRUCTURES 0 0 0 0 0 0
GRANTS, CLAIMS (18.2) (44.8) (141.7) (221.3) (511.1) (807.0)

WNW-"NE (12-2) (43-8) (141-3) (291-3)O (511-13 (807-0)0
CAPITAL
RABNE I 0

FRUNDNG ~ (Thousands of Dollars)

GENERAL FUND (18.2) (44.8) (141.7) (291.3) (511.1) (807.0)

FEDERAL FUNDS 0 0 0 0 0 0
OTHER 1034 0 0 0 0 0 0
TOTAL (18.2) (44.8) (141.7) (291.3) (511.1) (807.0)
POSITIONS,

FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

ANALYSS  (Attach a separate page iIf necessary)

No Fiscal Impact in FY90

See Attached

BrQPared by, \ John R. Tabefr, Director_____ Hég,e:

S|On foifaCTC'ANsi stance

ﬁggrov.ed by Commissioner. Date;

. Department of Health and Social Services

Dist relbul’ (LV 8( E Hregarer

ponsor
mpaceteg Agenc ()]/?m}t 0 e Page of

Rev: 11/89
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Old Age Assistance - Alaska Longevity Bonus Hold Harmless (QAAALBH

1L BN 537 continues the Hold Harmless program, but the amount of the monthly
TR base Upo nteaeof e appl

2. TIS f|sc SIS be nSV\}R ang %Pnphes a |nI Bonus
rou h ur as cosfs |n {%nus ano dact a g(e) thca en ar
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|n o error eprolec o
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Bonus OM Clients Impacted

7
!
% E; g
b
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5. Costs assume average age of new applicants for Old Age Assistance will be 65.
6. Approximately 40 percent of all QP recipients also receive SSI.

gﬁals\g 'ouE‘E3 of rﬁongses af%en erdPI'Fegrl]mBac hof AHSS b%r@pgsve' |n angoer B tvsvtoa% a‘ Epped”
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E&ano: nent ﬁeéuction (3500  (10-7)  (2333) (466.3) (7829) (1177.2)
10&!. OAAPA 210 424 1400 2797 4697 706.3
mponert Increase
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' STATE OF ALASKA Bill Version: Shb537

1990 LEGISLATIVE SESSION Publish Daite:

HSCAL NOE
: Dati ffected:
A [ [ ’ its
R9V|S|On [ WA ected: admin./pioneers Benefi

Title: an Act reTating to Ine Tongevity ongevity Bonus

bonus program.
Sponsor:Senate State Affairs Committee Cormonents. Grants and Administration

RERREND, (Tousb of DAY vt g g

PERSONAL SERVICES
TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

GRANTS, CLAIMS (348.4) (696.8)  (2,090.8)  (4,1759)  (6,953.6) (10,291.4)

M N

ﬁ,&i %?A'I'II\G (348.4) (696.8)  (2,090.8) (4175.9)  (6,953.6) (10,291.4)
CATAL 400.0 0 0 0 0 0
RRVBA\E 0 0 0 0 0 0

ANONG  (Thousands of DoT ars) 0

CENTAL fund 51,6 0 0

FEDERAL FUNDS 8

OTHER 9 9 8

TOTAL 51.6

POSITIONS: 0

mC-TTFIE - - S - 5
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 — 0" 0 0 0 0

ANALYSIS  (Attach a separate page if necessary)

Fiscal Year 1990 fiscal impact is zero, See attached pages for development of projections
for subsequent years.

Bﬂ%’%{sﬂ byP|oneersl Eaelr{cé#ﬁts
ﬁﬂ rrl(c)\)fed %p@(}mml SIOP e}lldml IS rgtio%a)(ter
Distributi reparer).
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Fiscal Uote for SB 537

The fiscal _.impact of any modification to the Longevity Bon.s
program is tenuous because cost projections depend upon a number
of variables that cannot be predicted accurately. A model to
project program costs under various modifications was prepared as
a joint project of the Legislative Research Agency and the ALB
program. Development of estimates of the fiscal impact of SB 537
is described below.

The number of recipients who will continue to receive $250 pc?r
month was determined by applying mortality and migration figures-
-supplied by the Alaska. Department of Labor- to the projected
number of recipients who will be on the program prior to 1991. See
Table 1 for details.

The annual number of applicants who will receive reduced bonuses
is the sum of the annual net increase In warrants and (replacements
for) recipients terminated during each year. Projected costs for
the two groups of recipients are shown m Table 2. Table 3 shows
detailed development of costs for r.ew applicants. The columns show
migration and mortality figures applied to new applicants 1in each
year, with associated costs shown in part b. The sum of each row
of part b is the annual cost for all recipients receiving bonuses
less than $250.

Table 4 shows the projected cost of the current program and the
costs of the modifications proposed by SB 537, These costs are
compared to produce the figures on page one of this fiscal note.

Capital costs of $400,000 in FY 91 are to cover the cost of
designing and implementing a new payment systenm. The derivation
of this figure 1is discussed in the Price Waterhoube estimate and
a March 19 letter to Representative Fran Ulmer, both of which are
attached to this analysis. As explained in the attached letter,
the payment system needs major revision regardless of the final
status of this bill. However, the estimated cost of a new systenm
is included 1in this fiscal note because (1) funding for a new
system is excluded from the House version of the operating budget,
(2) we have no assurance that funding will be available through the
capital budget and (3) the current system cannot pay multiple bonus
amounts. Capital costs and operating savings are summed to produce
the net figure shown on page one of this fiscal note.

Caveats

The fiscal analysis begins in FY 92 and applies a single bonus
amount throughout each fiscal year, while bonus amounts actually
change at calendar vyear intervals. Bonus costs in FY 91 are
assumed to be half of the amount projected for FY 92. The error
caused by blending time periods is within the margin of error of
the projections. \

Although the bill has an immediate effective date, recipients would
feel no impact until January 1, 1991. This gives, the program about

Page 2 of 7



six months to design and implement a new payment system. According
to preliminary estimates, a new system may not be operational
within the allowed time frame.

Projections exclude the savings that would occur under the "hold
harmless™ provisions of AS 47.45.122. Those costs would be
reflected in this fiscal note only if the legislature appropriates
hold harmless funds co this agency for subsequent transfer to the
Department of Health and Social Services.

Projections exclude savings that might occur 1if the number of

recipients declines as the program becomes less financially
attractive to participants and potential participants.,

Page 3 of 7
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Growth in the Alaska Longevity Bonus Program

PROJECTIONS: Warrants dekrmined by AKOOL population forecasts for 65+
Migration is /V.-DOL net outmigration for 65+

Mortality is ,:dm AK unisex life tables for average age (74/75) of 65+

New Applicants is net increase plus replacements for terminated recipients

AKDOL 89
Pop
Fiscal Growth
Year Rate
1989
1990 6.05%
1991 6.14%
1992 5.37%
1993 5.10%
1994 4.85%
1995 4.63%
1996 4.08%

Joint Legislative Research/ALB project to get consistent fi

Teal/Snow 1/18/90

Fl-epared by the Division or Pioneers’ Benefits  4/2/90

FUE:SB537-1

ALB

Warrants

17,835
19,100
20,273
21,362
22,452
23,541
2%631
25,636

Net
Increase
during
Year

1,265
1,173
1,089
1,090
1,089
1,090
1,005

920

Out
Migration
0.0160

285
306
324
342
359
317
394
410

Mortality
Rate
0.0450

803
860
913
962
1,011
1,060
1,110
1,155

for cost analysis

Next

Years
Warrants

19,100
20,273
21,362
22,452
23,541
24,631
25,636
26,556

New
Recipients

2,354
2,339
2,321
2,394
2,460
2,521
2,509
2,485

Continuing

Recipients

16,761
17,946
18,968
19,992
21,014
22,122
23,151
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SB 537--FISCAL NOTE

Longevity Bonus Program Cost Analysis

TOTAL PROGRAM COST

(millions 1 Aae 65 by Jan. 1 991

Fiscal Number of Nun.oer of Monthly Cost

Year j Recipients Annual Cumulative Recipients Bonus (millias)
1991 20,273 60.8 60.8 20.273 250 60.8
1992 2.,362 63.4 124.2 19,035 250 57.1
1993 22,452 65.3 189.5 17,873 250 53.6
1994 23,541 66.4 255.9 16,782 250 50.3
1995 24,632 66.9 322.9 15,758 250 47.3
1996 25,637 66.6 389.5 14,796 250 44.4

Prepared by the Division of Pioneers’ Benefits 4/2/90
F2LE: SB537-2

Ape 65 after Jan. 1, 1991
Monthly
Bonus

Number of
Recipients

0
2,327
4,579
6,759
8,874

10,841

0

225
200
175
150
125

Cost
@illios)

0.0
6.3
11.6
16.1
19.7
2.2



TABLE3

SB 537— FISCAL NOTE

Cost for New Applicants Only

Pata

sum
warrants

20.273
21.362
22452
23.542
24.632
25,637
26.557
27,479
28.399
29.237
0,114
31.018
31.948
32.906
33.893
34,910
35.957
37,036
38.147
39,292

age 65

prior

1 91

20.273
19.035
17.873
16.782
15,758
14,79
13.893
13,045:
12.248
ii.5oi
10.799
10.139
9.520
8.939
8.3%4
7.881
7,400
8,948
6.524
6,126

new apps Bonus:
for cost new gpplicants
after 91 in FY:

.......... 0

11111 2,327

iiij 14,579

hilll]-i. 6,759

illlliji ) 8,874-

lilli 10,841

oIl 12,664

- M|i 14,434

il MM gl

il

. "19,315

! 20,878

if / 2,487

" F 23,97

I11H 25,5001

“Hjir 28,537

} = 30,088

g 31,623"

il 3B, ise;

225

1992

2,327
2.185
2.052
1.92%6
1.809
1,698

200

1993

175
1994

annual cost when recipients are grandfathered at entry leel

92 1 63
93 §11111111
o4 Riiiilli
95 1 197
96 i

Trfpnred by Ihe Division of Floneers” Dinefllt  mi/29

ALE ib537-3

6.3
5.9
5.5
5.2
49

Page 6 of 7

0.0
5.7
5.4
5.1
4.8

0.0
0.0
5.2
4.9
4.6

150

1995

0.0
0.0
0.0
4.5
43

125

1996

2.509
2,356
2,212
2.077
1,950
1.831
1,719
1,614
1,516
1,423
1,3%
1,25
1,178
1,106
1,039

0.0
0.0
0.0
0.0
3.8

100

1997

2,485
2,333
2,191
2,057

1,814
1,703
1,59
1,501
1,410
1,324
1,243
1,167
1,096

0.0
0.0
0.0
0.0
0.0



TABLE 4
SB 537—FISCAL NOTE
Comparison of Current and Proposed Costs

Current Proc ram SB 537

Fiscal Number of  Annual Cumulative Annual Cumulative

Year Recipients Cost Cost Cost Cost Fiscal Note
1991 20,273 60.8 60.8 60.5 60.5 FIgII(j81i
1992 21,362 64.1 124.9 63.4 123.8 L8 H tl|
1993 22,452 67.4 192.3 65.3 189.1 1SSSS|1ilBI|
1994 23,541 70.6 262.9 66.4 255.5 1S B I
1995 24,631 73.9 336.8 66.9 322.5 IB IffliH B J
1996 25,636 76.9 413.7 66.6 389.1 1B 1111

Prepnred by Uie Division of Pioneers’ Benefits  4/2/00
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February 14, 1990

Keith Busch

Director of Finance
Department of Administration
State of Alaska

Juneau, Alaska 99811

Dear Keith:

As you have requested, we have developed gross costs estimates to
implement the Alaska Longevity Bonus System as an additional
application on the new (Tesseract) Automated Payroll System.

On February 12, we meet with David Teal from the Division of
Pioneer Benefits to discuss the functionality of this application. Our
estimates are based on the understanding we developed during that
meeting and are not based on a detailed review of the system

requirements.

We estimate the project could be completed in 5 months with a total
of 17 staff/months of effort. See Attachment for Project Schedule.
This equates to 2,805 hours. Assuming approximately the same mix
of staff currently implementing the Statewide Payroll System the
average rate would be around $100. This brings consulting fees for
the project to $280,000. See Attachment 2 for the details of this cost

buildup.

There, of course, are a number of assumptions that went into the
development oif these estimates. Some of the more important of those
are enumerated in Attachment 3. If any of our assumption are
incorrect it would have an effect on our level of effort estimates.

You must recognize that these are very "rough™ estimates based on
our limited understanding of the required functions. We can tell you
with greater confidence that the costs would be in the range from
$250,000 to $320,000.



If you have any questions regarding these estimates, please feel free

to contact Rip Sanders or me at any time.

Yours very truly,

Wayne A. Viirre
Project .Manager



TASK

Analysis

Tesseract Customization
Programming and Unit Testing
System Testing

Imagine Report Development
User Documentation

Training

Implementation

STATE OF ALASKA
Longevity Bonus Tesseract Implementation

Project Schedule (2/14/90)

Month

2 PW Staff®

|2 PW Staff!

12 PW Staffs

Attachment
12 PW Staffs
31 PW Staffg
1 PW Staff

1 PW Staff

1 PW Staff;



Attachment

STATE OF ALASKA
Longevity Bonus Tesseract Implementation

Cost Details
Staff Duration Man
Task Required ("months®) Month
Analysis 2 2 4
Tesseract Customization 2 2 4
Programming/Unit Test 2 2 4
System Testing 2 | 2
Imagine Report Develop. 1 ! 1
User Documentation l | |
Training 1 0.5 0.5
Implementation 1 0.5 0.5
Total Effort in Man Months 17
Hours per month *  x 165
Total Hours 2805
Hourly rate for appropriate staff mix X $100.00

Total Cost $280,500.00



STATE OF ALASKA
Longevity Bonus Tesseract Implementation

Assumptions

Longevity Bonus 1implementation will not adversely impact the
payroll system functionality as implemented.

Two functional experts from the Division of Pioneer Benefits
will be dedicated to the project to assist in the analysis through
implementation phases.

No technical support will be provided by the Division of
Pioneer Benefits.

Data Conversion will be a straightforward process and involves
only converting data from a single source.

No time has been allotted to perform data clean-up.

All reporting requirements can be produced by one person in
one month and the number of reports to be developed are 10.

The existing warrant and 1099 print programs can be utilized.
Current key-to-disk data collection process remains intact.

The custom COBOL code included in the scope of this estimate is
as follows (these functions cannot be accommodated 1in the
standard Tesseract customization facilities):
o0 Interface from the key-to-disk data collection process to
the Tesseract cycle file,
0 Warrant print interface
o 1099 print interface



....... COWRER, GOVERNOR

DEPARTMENT OF ADMINISTRATION PR Roagicn 198V-071(
PHONE ~ (907) 465-4400
DIVISION OF PIONEERS' BENEFITS

Karen iy, 1990

The Honorable Fran Ulmer
Alaska State Representative
P.0. Box V

Juneau, AK 99811

ATTN: Kate Tesar

Dear Representative Ulmer:

The Division of Pioneers®™ Benefits recently amended 1its FY 91
budget request to include a $400,000 increment to fund the design
and implementation of a data processing system for the Longevity

Bonus program. This was not approved for inclusion 1in the
operating budget. You asked what would happen if the increment
were not approved. In responding, 1 avoid technical detail; 1if you

want a technical explanation of the situation, I will be happy to
provide it.

As you know, the mainframes operated by the Department of
Administration and the Legislative Affairs Agency are being
consolidated in an attempt to expand the State"s data processing
capacity. The vendor is phasing out support for operating systems
which support the Longevity Bonus application. When this occurs,
the Longevity Bonus can no longer be run.

In a worst case scenario, lack of hardware/software support would
prevent the division from issuing monthly checks to 20,000
Longevity Bonus recipients. In January, the Division of
Information Services (DIS) informed me that support would cease in
September 1990 and that converting our program to coding compatible
with the new ope-ating system would take about six months and cost

nearly $100,000.

The current program code 1is nearly twenty years old, largely
undocumented and subject to frequent breakdown. The Director of
DIS compared the Longevity Bonus system to an old car, with the
September deadline analogous to an auto manufacturer®s decision to
halt production of parts; one can continue to drive the car, but
only until a critical part fails. Given that check production has
been on an emergency basis in two of the last four months, .it
should be obvious that a critical breakdown can occur at any time.

This situation demands immediate action, hence you may question
the Department®s decision to submit an FY 91 budget amendment

Cr-B3LH



Representative Fran Ulmer -2-

rather than an FY 90 supplemental request. You should be aware
that documentation of the system 1is underway and that we are
exploring options involving the payroll, Permanent Fund dividend
and unemployment 1insurance programs as well as a mini or micro
computer-based system. Given the programming requirements and the
possibility of major legislative changes to the Longevity Bonus
program, we determined that we would not be ready to formally begin
the RFP process until FY 91.

The more likely "no funding"™ scenario is that the current systenm

will continue to operate on a "band-aid"™ basis. However, the cost
of maintaining the system, both 1in dollars and in resources
diverted from other applications, would be high. In addition, a

critical breakdown can occur at any time and delay payments for an
indefinite period. Without additional funding, the DIS simply does
not have the staff or the budget to convert or reliably maintain
the current system.

You may wish to know why the estimate for conversion has grown from

$100,000 to $400,000. The original estimate was a "quick and
dirty" figure reflecting the anticipated cost of recoding the
existing system to do no more than it now does. The existing

system simply writes checks; it provides virtually no management
information, security, financial audit capability or ability to
analyze the potential impact of program revisions. Data scrolls
off the screen after six months and is lost forever.

Given this Jlack of scrutiny and control over a program which
distributes nearly $60 million annually, our decision was to
replace the existing system with a ""solution package™ rather than
to simply keep the checks rolling. One such solution 1is to take
advantage of the capabilities of the new payroll system. Price
Waterhouse estimated that incorporating the Longevity Bonus systen
into the payroll system would cost from $250,000 to $320,000. This
estimate was based on continued use of the existing IRS reporting
system and the reapplication tracking system. These programs are
primary components of the existing system and need
conversion/revision, at substantial additional cost.

We continue to explore options and are not yet in a position to
explain exactly what solution will be achieved at exactly what

cost. In size and level of complexity, the Longevity Bonus systenm
is bracketed by two programs which were recently upgraded at a cost
of $250,000 and $660,000. I hope that $400,000 is sufficient: to

allow the design and implementation of a system worthy of a $60
million program.

David Teal
Administrator
Longevity Bonus Progranm



Representative Fran Ulmer -3-

cc;

Commissioner Frank Baxter
Department of Administration

Jim Fox, Deputy Commissioner
Department of Administration

Barbara Bathony, Director
Division of Pioneers”™ Benefits

Mike Maher, Director
Division of Administrative Services

Paul Monette, Director
Division of Information Services



ALASKA LONGEVITY BONUS

FY 89 Actual

FY 90 Authorized
Supplemental (Ch 17, SLA 90)

Additional Request 4/3/90

FY 91 Agency/Governor Request

Budget Amendment
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Date: _k-h-9Q

To: Senate State Affairs Committee 5e/j PA-T [Pou

Re: Senate B ill 537
C/O Infotmiation Office

Juneau

FAX 163"5661

From: Jerry Nerland

1725 Laurence Ot

Anchorage* AX ml

Pages to follow:

Message: | did, not find out about the teleconference regarding

Senate B ill 537 until 2EM today* | called the office here and found out
Ahe hearing was in-progress*—As. Z.difl-nnt then have time to-got to

the office and thereby could not attend | attach a statement that | would
like entered in.tejs-tiaoay*

if transm ission is interrupted, incomplete ornotclear, contactthe sender
by phone at (907)349-1572 or by FAX at (907)349-8031.
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S.G. JERRY NERLAND 1725 LAURENCE COURT ANCHORAGE, AK 99501
Phone Home 276-3883 Office 34P-1572

April 4, 1950

Senator Pat Pourchot

Chairman

Senate State Affairs Committee

P.0. Box V

Juneau, AK 99811 FAX TO: 463-5661

1 was made aware a few minutes ago of the teleconference
today on Senate Bill 537 regarding the phase out of the
Longevity Bonus. TO PHASE OUT THE BONUS 1S A BAD IDEAI

Understanding that under the current laws a person can apply
after two years of residence and age 65, the Jlegislature
seems to think this will be too expensive over time. WHAT
BETTER WAY TO SPEND THIS MONEY THAN TO HELP SENIOR CITIZENS?
It seems difficult to keep our seniors in state when they
reach retirement. IT they are willing to stay here, they
deserve this monetary recognition to help them continue
residence here and contribute to the state through volunteer

or other activities that benefit many.

I am sure that the Longevity Bonus and Permanent Fund
payment alone ~0 not cause Seniors to move to Alaska from

other areas. On the other hand, if someone does move here
and hasto wait the two years, bythat time they are usually
a partof thecommunity inwhichthey reside and are making

a contribution through their experience and knowledge.

There are a number of places in the state budget that can be
addressed for reductions before you move to eliminate the
Longevity Bonus to those that have reached Senior Status.

I happen to be within a year of applying for this, but my
concern is not for myself, as | intend to be active and
employed for a good while, but rather for those Seniorsthat
really count on this recognition for their continued comfort

and peace of mind.

seriously bDbefore any

program. I will be
hearing.

TOTAL P .02
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