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FISCAL NOTE

STATE OF ALASKA ILL NO. CS for SB 8 (STA) am
1992 LEGISLATIVE SESSION MR 03 ]@é

Revision Date: March 2. 1992 Department Affected: Revenue

Title: An Act amending and making effective an annuity BRU: Operations

1 am and amendments to the longevity bonus and P.F.D.. Component: Treasury Management

Sponsor Kerttula, Halford

Requestor House State Affairs Component Se”al I\b

Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY 93 FY 94 FY 95 FY 96 FY 97 FT 98
PERSONAL SERVICES 0 5.0 5.0 5.0 5.0 5.0
TRAVEL
CONTRACTUAL 0 20.0 20.0 20.0 20.0 20.0
SUPPLIES
EQUIPMENT

LAND & STRUCTURES

GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING 0 25.0 25.0 25.0 25.0 25.0

CAPITAL

.-~.VENUE

GENERAL FUND/Unrestricted

FEDERAL FUNDS
OTHER 0 25.0 25.0 25.0 25.0 25.0

TOTAL 0 25.0 25.0 25.0 25.0 25.0

FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS: The 25.0 expenditure in total operating costs is the basic personal services and contractual costs for a trust managed by
the Treasury Division. Contractual costs would consist of external investment management,accounting, auditing, and custodial
services. Future cost increases are dependent on the asset growth of the trust fund from contributions and market gains.

Prepared by: Brian C. AndrewsV CX Q' A Phone:  465-2300
Division:  Treasury \ Date: March 2, 1992
>ed by Commissioner.

Agency:  Revenue
Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB, & Impacted Agency(ies).
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FISCAL NOTE

STATE OF ALASKA
LEGISLATIVE SESSION

Revision Date: March 2. 1992
Title: Annuity Program Amendments

Sponsor: Kerttula. Halford
Requestor: House State Affairs

>03 19

BILL NO. CSSB 8 (STA) am

Agency Affected:

BRU: Permanent Fund Dividend Division

Components:

Revenue

Permanent Fund Dividend
Dlvislon

COMPONENT SERIAL NO..

EXPENDITURES/REVENUES: (Thousands of Dol. ars)

FY 93

OPERATING
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LANDS & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING -0-

CAPITAL
REVENUE

FUNDING: (Thousands of Dollars)
GENERAL FUND
FEDERAL FUNDS
OTHER (RSA)
TOTAL -0-

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

Estimate of current year NorTe.

Distribution (by preparer):

v
Prepared By: Thomas C. Williams

FY 94

26.7

15.0

41.7

41.7
41.7

Division: Permanent Fund Dividend Division

Approved by Commissioner:
Agency: Revenue

Impacted Agencydes).

Legislative Finance,

FY 95

13.1

15.0

28.1

28.1

FY 96

13.1

15.0

28.1

28.1

Phone:
Date:

Date:

Legislative Sponsor,

FYy 97

13.1

15.0

28.1

28.1
28.1

FY 98

13.1

15.0

28.1

28.1
28.1

465-2323.

March 2.

1992

Requestor, OMB, &

N
n-f



ALASKA DEPARTMENT OF REVENUE
PERMANENT FUND DIVIDEND DIVISION
CSSB 8 (STA) am ANALYSIS
As of March 2, 1992

Assumptions;

1.

This bill 1is the only Permanent Fund Dividend checkoff bill that
will become law. This fiscal note <could <change if other PFD
checkoff bills are introduced and become law.

The Department of Administration will <charge the Department of
Revenue for the required additional computer time.

The cost of programming changes will be a one-time cost. Ongoing
maintenance of new programs would be accomplished by existing
staff. The computer system will need to be changed to account for
the change 1in the program, to establish new accounting controls and
to provide for the transfer of funds to the trust account. The
following tasks will require the following programming hours.

Hours
a. Wane Data Entry Processing Updates 75.0
(1) Data entry
(2) Batch lists
(3 Corrections
(4) Wang to IBM transfer
b. IBM File Processing Updates 30.0
(1) Edits
(2) Batch listings
(3) Worksheets
C. CICS Online Programs for Lookupand ChangS-S. 37.5
d. Nightly Update .of Changes 22.5
e. Warrant Jobs. 90.0
(1) Printing warrants with different
amounts. Include check stub messages.
(2) Modify warrant registers as needed
for balancing.
(3) Create new program for transferring
accumulated decisions to trust account
and to account for the reserve necessary
due to returned andJcancelled PFD warrants.
f. Miscellaneous 45.0
(1) Setting up test files on IBM
(2) Systems testing
Total Hours 3.QJLJ2.

Page 2 of 3



ALASKA DEPARTMENT OF REVENUE
PERMANENT FUND DIVIDEND DIVISION
CSSB 8 (STA) am ANALYSIS
As of March 2, 1992

The cost of document review, data capture and the data processing

chargeback will be continuing. One Document Processor | position
would be required for three months to assist in the manual review
and coding of 535,000 applications. One Data Processing Clerk 1

position would be required for two months to assist in data capture.

There will be an additional cost associated with an extra page 1in
the PFD booklet necessary to describe the annuity options.

Garnishments and assignments v/ill take precedence over contributions
to the annuities 1in the order established by statute. The PFD
Division will only honor contributions to the extent than an
individual®s permanent fund dividend has not otherwise been assigned
or garnished.

The PFD Division will be responsible for electronically transferring
contributions to the annuity account.

The Treasury Division will be responsible for the accounting and
management of the annuity account.

Cost Summary;.

1.

Personal Services

FY 94 FY.. 95.
1 PPT Analyst/Programmer V, R21 0 $6,770.74/Mo
including salary and benefits for 2 months.
PCN 04-6011 would be funded for an additional
2 months. $ 13.6 $ -0-
1 PPT Document Processor I, R7 0 $2,573.60/Mo
including salary and benefits for 3 months.
This position represents the equivalent of
the additional time and effort. 7.7 7.7
1 PPT Data Processing Clerk I, R8 0 $2,699.03/Mo
including salary and benefits for 2 months.
This position represents the equivalent of
the additional time and effort. 5.4 5 mi
Total Personal Services 3 26.7 13 ».1
Contractual Sery-icea
a. Data Processing Chargeback 5.0 5.0
b. Printing charge for extra page 10.0 10-0.
Total Contractual Services 15 UL-Q.
TOTAL COST $ 41,7. $ 28--1

Page 3 of 3



FISCAL NOTE

STATE OF ALASKA
1992 LEGISLATIVE SESSION

Revision Date: )
Title: An Actamending and making effective an
Annuity Program
Sponsor Kertulla
Requestor Senate Rules Committee

Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY93 FY94
PERSONAL SERVICES 4143 426.7
TRAVEL 50.0 25.0
CONTRACTUAL 12013 1.132.7
SUPPLIES 525 605
EOUIPMENT 144.1 0
LAND & STRUCTURES 0 0
GRANTS. CLAIMS 0 0
MISCELLANEOUS 0 0
TOTAL OPERATING 1,862.2 1,644.9
CAPITAL 0 0
REVENUE 0 0

FUND SOURCE:

FUNDING: (Thousands of dollars)

GENERAL FUND 18622 1644.9
FEDERAL FUNDS 0 0
OTHER

FUND SOURCE 0 0
TOTAL 1862.2 1644.9
POSITIONS

FULL-TIME: 8 8
PART-TIME: 0 0
TEMPORARY: 0 0
Estimate of current year impact: zero

ANALYSIS: (attach a separate page if necessary.)
See attached for a detailed analysis

Gary Bader / fl
Retirement and Benefits i/

Prepared Bv:
Division:

Approved by Commissioner: Nancy Bear Useraj
Agency: Department of Administration

BILL NO.CSSB 8 (SA)

Department Affected: Administration
BRU: Retirement and Benefits
Component: Retirement and Benefits

COMPONENT SERIAL NO. 64

FY 95 FY% FY 97 FY 98
4395 4527 6563 4803
25.0 25.0 250 25.0
1.1327 1.1327 1.1327 1.132.7
705 305 905 1005

0 0 0 0

0 0 0 0

0 0 0 0

0 0 0 0
1,667.7 1,690.9 1,714.5 1,7385

0 0 0 0

0 0 0 0
1667.7 1690.9 1.7145 1.7385

0 0 0 0

0 0 0 0
1,667.7 1,690.9 1,714.5 1,738.5

8 8 8 8

0 0 0 0

0 0 0 0

Phone: 465-4470
Date: 1/16/92

Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB & Impacted Agency(ies).

Rev 11/91
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nee aFrge sta ﬁpgg ulres extensive manual effort to aﬁe vvrtht
contractor. rsonnel will counseling, adaress and beneficiary changes, account
maintenance, and cash contrrbu tlons.

Travel In FY 93 15 neegled tp explain the program and answer questions at several locagions
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FY 93 FY 94
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E llremenL zra]] S!\/\a]T?g .
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|
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2°§ g@E i §50 8750

ésﬁ\ato ., 0
o

A
éecrtl raer)l(aéhConsu n#les lon
Iéjés aﬁ]ce W%E slg]ueare eetgat e e
Total Contractual cos 8 ............. 3 88 ............... 12003 11327

Page 3 of 4



FY 93 FY 94
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FISCAL NOTE

STATE OF ALASKA
1992 LEGISLATIVE SESSION

Revision Date: January 21. 1992

Title: An Act amending and making effective an annuity
program and amendments to the longevity bonus program

Sponsor Senator Kerttula

Requestor: Senate Rules Committee
Expenditures/Revenues: (Thousands of Dollars)
OPERATING FY 93 FY 94

PERSONAL 0 0
SERVICES

TRAVEL 0 0
CONTRACTUAL 0 0
SUPPLIES 0 0
EQUIPMENT 0 0
LAND & 0 0
STRUCTURES

GRANTS, CLAIMS O (76.0)
MISCELLANEOUS 0 0
TOTAL OPERATING 0 (76.0)
CAPITAL 0 0
REVENUE FUND 0 0
SOURCE:

FUNDING: (Thousands ofDollars)

GENERAL FUND 0 (76.0)
FEDERAL FUNDS 0 0
OTHER FUND 0 0
SOURCE

TOTAL 0 (76.0)
POSITIONS:

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

Estimate of current year impact: O

ANALYSIS: (Attach a separate page ifnecessary.)
Impact for FY 93 is zero.

Prepared by: Barbara Bathonv,_"2~i%i>T>y-g». i
Division: Pioneers” Benefits ~ I

Nancy Bear UseraV R
/i/™Mu ~

Approved by Commissioner:
Agency: Administration

Diatribution (by praparar)t Lagialotiv# rin.,
Agaacy(iaa).
Rav 10/7/91
lag\caab8.fn

Lagialativa Sponaor, Raguastor, OKB/DBR, Gov.

BILL NO. CSSB 8 (SA)

Department Affected: Administration
BRU: Division of Pioneers” Benefits

Component: Longevity Bonus Program
Grants and Administration
COMPONENT 0 0
FY 95 FY 96 FY 97
0 0] 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
(753.6) ,124.59) (“4,033.D
0 0 0
(/53.6) Q,124.59) “4,033.1)
0 0] 0
0 0 0
(/53.6) Q,124.9 4,033.D)
0] 0 0]
0 0 0
(/53.6) Q,124.59 4,033.D)
0 0 0
0 0
0 0

Phone:__ 465-4400
Date: January 21. 1992

Date: SA s 7

Pag* 1

2

Lcgia. O fc., tXupactad
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Fiscal Note
CSSB 8 (SA)
January 21, 1992

Projected annual savings under this proposal are tenuous because
they depend upon a number of variables that cannot be predicted
accurately. These projections were prepared as a joint project of
the Legislative Research Agency and the Alaska Longevity Bonus
program in April 1991 and updated by the Longevity Bonus program in
December 1991. A brief discussion of some of the more important
assumptions and variables follows.

The Bonus amount for those turning 65 after January 1, 1994, 1is
$250 less than the annuity payment for those who turn 65 in the
current year. The annuity payment depends upon:

Permanent Fund Dividends-we use projections provided by
the Permanent Fund Corporation;

the interest rate at which earnings accrue and the
interest rate used to determine an annuity-we used 8.5
percent as a reasonable estimate in both cases provided
by Legislative Research;

the life expectancy of a 65 year-old we used figures
provided by the Alaska Department of Labor; and

the frequency of bonus adjustments-we assumed that
bonuses would be adjusted at the beginning of each
fiscal year and remain fixed throughout the year.

The number of recipients who receive $250 per 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 1992.

The number of recipients who receive reduced bonuses was determined
by applying population, mortality and migration Tfigures to the
current number of recipients in order to determine the number of

new applicants in each year. Migration and mortality figures were
then applied to new applicants in order to determine the number of
recipients who will receive reduced bonuses 1in each year. See

additional assumptions on the spreadsheet.
Caveats

Projections exclude the cost of administering an annuity program.
The assumption is that this agency®"s involvement with the annuity
portion of the program would be limited to being informed of the
amount by which bonus warrants should be reduced. Expected costs
of modifying the program in order to pay amounts other than a fixed
$250 are included in the FY 93 contractual line.

Page 2



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 to this agency for subsequent transfer to the
Department of Health and Social Services.

Projections exclude savings that might occur if the number of
recipients declines as the program becomes less financially
attractive to participants and potential participants.

leg\csshb826.fn
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PFD info from Jim Kelly, 12/13/91
t

Year Expected Dividend Population
92 862 543,000
93 897

94 947

95 1002 576,000
96 1050

97 1119

98 1186

99 1245 .

2000 1301 633,000
01 1361

02 1420

03 1480

04 1539

05 1600 695,000
06 1659

07 1719

08 1780

09 1842

10 1904 763,000



Current Program

State
Fiscal
Year

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010

Notes:

Qualified
Recipients
21,190
22,385
23,624
24,841
25,952
26,805
28,034
29,070
30,166
31,173
32,231
33,332
34,461
35,684
37,146
38,830
40,888
42,797
44,542

(000aines]

Cost
63,570.0
67,155.0
70,872.0
74,523.0
77,856.0
80,415.0
84,102.0
87,210.0
90,498.0
93,519.0
96,693.0
99,996.0

103,383.0
107,052.0
111,438.0
116,490.0
122,664.0
128,391.0
133,626.0

Grand-
Falhered
Recipients

22,385
22,798
21,527
20,179
18,911
18,532
16,753
15,804
4,890
14,051
13,261
12,512
11,827
11,239
10,724
10,315

9,860

9,374

SBS .

Recipients

832
3,327
5,804
8,000

10,192
12,332
14,322
16,175
17,992
17,983
21,553
23,303

© O ooo

Longevity Bonus Program
as Redefined by SB 8

Total

SB8 Plus
GrndFatheredPFD
Qualified " Dividend
Recipients ~ Received
22,385  $910.47
23,630 959.13
24,854  1,012.63
25,983  1,059.15
26,911 1,120.64
28,724  1,176.43
29,085 1,231.81
30,126  1,284.27
31,065 1,341.82
32,043  1,398.32
31,244  1,458.23
34,065 1,516.90
35,130 1,578.62
11,239  1,578.00
10,724  1,578.00
10,315  1,578.00
9,860 1,578.00
9,374  1,578.00

Grandfathered Recipients = All persons paid vIi current program, declines In
tecordince with mortality Ubies nulniadnca by AK Dept of Labor
nsing 1990 census results.
Assume esdi recipient deposits PFD Jan 10f each year.
6.30% Annual Interest Rale earned on investment

Current Program  assume* no changes lo tne law.
Total OF Cost mGF cost of grandfathered recipients
plua GF cost of post 93 recipients.

Total GF Savings = Difference between lolal OF cost of current ptogram If uol
modified aod the cost of the program If SB8 become* law.

DeflalUoei *Hfdplcnls" art defined ai the Average Number of Warrants bsued la amooli.

lib mcaas on* "recJpleBl* would receive $3,000 per year. U doe* aod equal* eaadly lo tie number of people.

Annual
Payments
Annuity

$111.26

237.93

381.89

543.79

726.95

932.51
1,162.30
1,418.03
1,702.54
2,018.13
2,367.87
2,754.51
3,181.55
3,644.82
4,147.47
4,692.84
5,284.56

Monthly
Payments
Annuity

$9.27
19.83
31.82
45.32
60.58
77.71
96.86
118.17
141.88
168.18
197.32
229.54
265.13
303.74
345.62
391.07
440.38

SB8 Recipients = All persons entering Ihe pro

((Danittsd)
GF Cost
Of Grand-
Fathered
Recipients

68,392.6
64,580.0
60,536.1
56,732.2
55,594.5
50,258.5
47,410.6
44,671.2
42,151.8
39,781.7
37,537.4
35,480.3
33,717.0
32,172.0
30,943.8
29,580.1
28,120.8

((Omired)
Non-GF
Cost of
Post 93
Recipients

92.6
791.6
2,216.5
4,350.3
7,409.1
11,499.7
16,646.5
22,936.6
30,632.1
36,292.0
51,034.7
64,188.3
0.0

0.0

0.0

0.0

0.0

Rtvbcd 12/10/91

(@Dauind)
GF Cost
Cost of
Post 93
Recipients

2,403.4
9,189.4
15,195.5
19,649.7
23,166.9
25,496.3
26,319.5
25,588.4
23,343.9
17,657.0
13,624.3
5,720.7
0.0

0.0

0.0

0.0

0.0

ram after SB8 becomes law, and assumes

Ihe normal proportion of eligible people do actually apply for the smaller bonus.
PFD Dividend Received = based on Depl. of Revenue projections.

Annuity « based on model previously developed end maintained by Legislative Rcseaich.
GF cost of Grandfathered Recipients k dumber of Grandfathered recipients limes $3,000.
Non-OF Cost of Post 93 Recipients = Portion of $3,000 paid by annuities.
GF Cost of Post 93 Recipients » halance needed In GF as long as annuities ate less than $3,000

(Derttfc)

Total
GF
Cost

70,796.0
73,769.4
75,731.6
76,381.9
78,761.5
75,754.8
73,730.1
70,259.6
65,495.7
57,438.7
51,161.7
41,200.9
33,717.0
32,172.0
30,943.8
29,580.1
28,120.8

(xning

Ta
GF
Savings

76.0
753.6
2,124.4
4,033.1
5,340.5
11,455.2
16,767.9
23,259.4
31,197.3
42,557.3
52,221.3
65,851.1
77,721.0
84,318.0
91,720.2
98,810.9
105,505.2



FISCAL NOTE
STATE OF ALASKA BILL NO. CSSB 8 (SA)
1992 LEGISLATIVE SESSION

Revision Date: January 21. 1992 Department Affected: Administration
Title: An Act amending and making effective an annuity BRU: Division of Pioneers” Benefits
program and amendments to the longevity bonus program Component: Longevity Bonus Program
Sponsor: Senator Kerttula Administration
Requestor: Senate Rules Committee COMPONENT 0

Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY 93 FY 94 FY 95 FY 96 FY 97 FY 98
PERSONAL 0 0 0 0 0 0
SERVICES
TRAVEL 0 0 0 0 0 0
CONTRACTUAL b 106.0 0 0 0 0 0
SUPPLIES 0 0 0 0 0 0
EQUIPMENT 0 0 0 0 0 0
LAND & 0 0 0 0 0 0
STRUCTURES
GRANTS, CLAIMS (@) 0 0 0 0 0
MISCELLANEOUS 0 0 0 0 0 0
TOTAL OPERATING 106.0 0 0 0 0 0
CAPITAL 0 0 0 0 0 0
REVENUE FUND 0 0 0 0 0 0
SOURCE:

FUNDING: (Thousands of Dollars)

GENERAL FUND 106.0 0] 0 0

FEDERAL FUNDS 0 0] 0 0] 0
OTHER FUND 0 0 0 0] 0
SOURCE

TOTAL 106.0 0 0 0 0
POSITIONS:

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

Estimate of current year impact: O
ANALYSIS: (Attach a separate page ifnecessary.)

Impact for FY 92 iszero. This fisal note assumes there would be an amendment to the computer program contract

(to modify the longevity bonus system to print and account for multiple checks) and computer services support.
Estimated, cost is $89.0. Estimated cost for mailing and printing is $17.0.

Prepared by: Barbara Bathonw _0slU Phone: 465-4400
Division: Pioneers” Benefits / (\] Date: January 21. 1992

Approved by Commissioner Nancy Bear Useraw /
Agency: Administration (7*" Date: / /mé.

Distribution (by preparer)i Legislative Fin., Legislative Sponsor, Requestor, OXB/DBR, Oov. Legis. Ore., t lupacted

Agency(ies).



Fiscal Note
CSSB 8 (SA)
January 21, 1992

Contractual costs are: Explaining program to 22,000 recipients, 2 mailings
plus printing of information.

2 mailings $ 12,000 (nfKUM coat of nailing to b« ibm
printing 5,000 b«n 92
software program revision 89,000 (rt 9i aatinata)

$106,000

leg\cssh8fn.27



FISCAL NOTE

STATE OF ALASXA BJLL N O . cs SB 8

1392 LEGISLATIVE SESSION

Reviision Date: 213192 Deoartment Affected: Health & Social Services
An Act amending and making RRU:- Medicaid
errective an annunity program. Gamnonont: ALB Hold Harmless and Medicaid
Sponsor : Kertulla Non-facility
Requestor: COMPONENT SERIAL NO. |l OL 2 3 0
0 2 3
EXPENDITURES/REVENUES: (Thousands of DoSars)

OFERATING FY 93 FY 94 FY 95 FY 96 FY 97 FY 98
PERSONAL SERVICES 0 0 0 0 0 0
TRAVEL 0 0 0 0 Cc 0
CONTRACTUAL 0 0 0 0O = 0 0
SUPPLIES 0 0 0 0 0 0
EQUIPMENT 0 0 0 o 0 0
LAND & STRUCTURES 0 0 r o] n 0 0
GRANTS. CLAIMS 0 0 0 n n n
MISCELLANEOUS 0 0 0 0 0 0
TOTAL OPERATING 0.0 0.0 0.0 0.0 = 0.0 0.0
CAPITAL 0 0 0 1 0 Q
REVENUE
FUND SOURCE: 0 0 0 0 0 0
FUNDING: (Thousands of Dotars)

GENERAL FUND 0 0 0 Q - - a,. n
FEDERAL FUNDS 0 0 0 0 0 0
OTHER™

FUND SOURCE:

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0
POSITIONS:

FULL-TIME 0 0 0 0 .0

PART-TIME 0 0 n n n Q_
TEMPORARY 0 0 0 0 0 - n
Estimate of current year impact: None -
ANALYSIS: (Attach a-separate page ifnecessary.)

CS SB 8 would result in net savings to the state". See attached analysis
Prepared By: Phone: 465-3355_
Division: Division of Medical Assistance Date:-—-——-—-—-———————————
Approved by Commissioner:

Agency: Department of Health & Social Services Date:
Oiatribvoon (by p<aparar): Lag. Fin.. Lagialabva Sporwor. Raquaator, OMB/D8R, Gov. Lag*. Ofc.. & Impactad Agarwytiaat.
. ra<_ L<(

Rav 10/7/31 - g e



FY93

FY94

FISCAL NOTE ANALYSIS
CS SB 8

There is no fiscal effect on Medicaid (0230) or the Alaska
Longevity Bonus Hold Harmless ("ALB HH") medical component
(0231) for FY93 as the ALB reduction would not begin until
FY94.

and following

A change made to the ALB HH medical assistance program in FY
92 significantly reduced the number of ALB HH recipients
allowing nearly all Medicaid re<

to retain their Medicaid eli

expenditures were reduced

CS SB 8 would decrease the ALB payment by

decreased amount would grow each year FY98, when the bonus
will be decreased by a total of $53. Even by FY98, when the
$53 decrease is reached, the number of recipients affected
will be minuscule and total funding effect negligible, even if
all the recipients remaining the ALB HH program were to elect
the annuity option, which is unlikely.



STATE OF ALASKA

1992 LEGISLATIVE SESSION

Revision Date:

Title:

LONGEVITY BONUS PROGRAM

Sponsor:
Requestor:

Kerttula

FEBRUARY 3, 1992
AN ACT RELATING TO THE ALASKA

FISCAL MOTE

Department Affected:

BRU: ASSISTANCE pavmeny rrii
ADULT PUBLIC ASSISTANCE - 0AA &
OAA ALB HOLD HARMLESS

Component:

BILL NO.

COMPONENT SERIAL NO.

EXPENDITURES/REVENUES: (Thousands of DoOvs)

OPERATING

PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OP

CAPITAL

REVENUE
FUND SOU

FUNDING:
GENERAL

ERATING

RCE:

(Thousands of DoOars)
FUND

FEDERAL FUNDS

OTHER
FUND SOU

TOTAL
POSITIONS:

RCE:

FULL-TIME
PART-TIME

TEMPORA

Estimate of

RY

currant year impact:

O O O O O ©o o oo

FY 93

NO FISCAL

FY 94

0

O O o o o

(5-1)

;.1

G.-1

FY 95 FY 96

0 0

0 0

0 0

0 0

0 0

0 0
(59.6) (140.6)

0 0
(59.6) (140.6)

L

0 0
(59.6) (140.6)

0 0

0 0
(59.6) (140.6)

0 0

0 0

0 0

IMPACT FY92

ANALYSI1S: (Attach a separate page ifnecessary.)
but includes no hold harmless provision for annuity payments.

program,

attached addendum for an analysis of the

Prepared By:

Division:

Approved by Commissioner:
DEPARTMENT OF HEALTH & SOCIAL SERVICES Dote:

Agency:

CSSB 8

HEALTH & SOCIAL RF.RVTrfrg

APA
ALB HH
FY 97 FY 98
0 o
0 0
0 0
0 0
0 0
0 0
(263.0) (433.1)
0 0
(263.0) (433.1)
0 0
(263.0) (433.1)
0 0
0 0

(263.0) (433.1)

CSSB 8 continues the ALB Hold Harmless

impact of this proposed change.

See the

Distribution (by prepared: Lay. Fin., Legislative Sponatf. Requestor, OMB/DBR, Gov. Legis. Ole., & Impacted Agancy(ies).

Rav 10/7/91

Pige_I_of_2__



* CSSB No. a
Fiscal Note Addendum
PAGE 1
Division of Public Assistance
Assistance Payments BRU

Old Age Assistance (OAA) & Alaska Longevity Bonus Hold Harmless (OAA-ALB HH)

1 CSSB No. 8 continues the Hold Harmless program, but includes no Hold Harmless provision for annuity
payments.

2 We assume the first annuity payments will be made in fiscal year 1934, and that no Od Age Assistance
applicants or recipients will elect to participate

3 We assume that the bonus payments will decrease March 1,1994, and that OAA clients whose bonus payments
will be impacted will be as follows:

Bonus Annuity OAA dients Impacted
FYo3 $250 0 155
Fyo4 $242 $8 458
FYo5 $232 $18 789
FY96 221 . . $29 1153
FY97 $210 $40 1565
FYo8 $197 $53 1945

4 Only those who become 65 after January 1, 1994 will receive a declining ALB.
5 Longevity bonus and annuity amounts are based on Legislative Research Report 92.124.

6 There is no effect in FY 93 on Old Age Assistance dlients impacted by this hill because annuity payments will
not begin until FY 94.

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

8 Approximately 35 percent of all OAA recipients also receive SSl.

CSSB Nc. 8 provides for a redesign of the Longevity Bonus program to include an annuity and assumes continuation
of a ful Hold Harmless for the bonus. The impact of this proposed change is twofold: 1) As the ALB payments
decrease then the amount of ALB Hold harmless for federal Supplemental Security Income (SSl) replacements also
decreases. The drop in ALBHH for SSI replacement is a net savings to the State. 2) As the bonus payment
decreases, the amount of ALB Hold Harmless for OAA replacement decreases and shifts back to Old Age Assistance.
The amount of this decrease is a dollar for dollar shift back to Old Age Assistance in the Adult Public Assistance (APA)

component



' CSSB No. 8
Fiscal Note Addendum
PAGE 2

Estimated number of
impacted aged
recipients receiving ALB
Hold Harmless that
replaces SSI income
(35% of OAA clients
impacted)

Estimated number of
impacted aged
recipients receding ALB
Hold Harmless that
does not replace SSI
income (65% of OAA
clients impacted)

Total number of new
OAA recipients
receiving ALB Hold
Harmless (100% of OAA
clients impacted)

Reduction in monthly
bonus $

Fiscal year State
Savings for ALB Hold
Harmless  Program
benefits to replace OAA
payments (65% of OAA
clients impacted x
bonus reduction x 12
months)

Fiscal year State
Savings for ALB Hold
Harmless  Program
benefits to replace SSI
payments (35% of OAA
clients impacted x
bonus reduction x 12
months)

Fiscal year State Cost
for non-SSI  OAA
recipients  (non-SSI
clients x bonus
reduction x 12 months)

Net Savings to State
resulting from CSSB 8

FY93

101

155

0

FY94

160

©

©3

G

95

GJ)

FY95

276

513

789

(18

(1108)

(396)

110.8

(596)

FY9%

749

1153

@

(2607)

(1406)

260.7

(1406)

FY97

1017

1565

40

(4882)

(2630)

4882

(2630)

FY98

1264

1945

@19

(4331)

8039

4331)



Alaska State Legislature

Sen. Jay Kerttula, Co-Chairman State Capitol

Sen. Pat Pourchot, Co-Chairman June?&dﬁgsg-fzooldllgz
(907) 463-3066 Fax

Sen. Al Adams . .

Sen. Jim Duncan Senate Finance Committee Pam%?XAl}?Og%%

Sen. Lyman F. Hoffman Mg s
Sen. Dick Shultz .
Sen. Rick Uehling (967) 376 0315 Fax

SPONSOR STATEMENT
CS SENATE BILL 8 (STATE AFFAIRS) am
Relating to an ANNUITY PROGRAM

in 1972, the Alaska Legislature instituted the Alaska
Longevity Bonus Program. The primary purpose of the
program was to provide for residents who helped build
Alaska, and to enable them to remain in Alaska when
they retire. All Alaskans who were age 65 or older and
had been a resident of the state prior to January I, 1959,
and had 25 years of continuous residency were eligible

to receive the bonus.

This program was initiated before the pipeline
construction. The availability of large amounts of
money was not the motivating factor in initiating the
Longevity Bonus; rather, it was based on an enlightened
approach toward our elders and the realization that our
future and our children's future remains more secure
with the support our elders give by remaining in Alaska
where basic necessities are available to them.



In 1982, Rodney Vest filed suit against the state on the
iIssue of the Longevity Bonus program, challenging the
state's residency requirement. The case went before

the Alaska Supreme Court.

In 1984, the Supreme Court issued the decision which
changed the eligibility requirements for the longevity
bonus program.

The Legislature subsequently amended the longevity
bonus statutes so that individuals who have resided in
the state for one year would be eligible for the $250
bonus. It was apparent to everyone that this decision
would lead to an increase in the number of eligible
Alaskans 65 and older with a resulting increase in costs

to the state.

The statistics since 1984 clearly show the increase in
participants and cost. In 1973, there were 3 641
participants in the longevity bonus program, at a cost of
$4 million. In 1989, there were 18,000 seniors
participating in the program at a cost of $54 million. To
fully fund the longevity bonus program in FY 93 would
require $67 million with an estimated participation of
22,865 individuals. At this rate, the longevity bonus



program wiil cost the state $100 million by the year
2006.

Because of these increased costs, the Administration
and the legislature felt the need to examine options
which would protect the longevity bonus and which would
enable seniors to continue to receive the bonus while
simultaneously phasing out the amount of general fund
dollars which would be required for the program.

As early as 1983, the Legislature began to look at
alternatives to the Longevity Bonus program. The
Hammond Commission was formed in 1984 and | was a
member of this Commission.

In 1985, the legislature passed Conference Committee
Substitute for SB 56 which authorized an annuity
program and placed a ballot proposition before the
voters asking them whether or not the legislature
should adopt an annuity program; on November 4, 1986,
this ballot proposition passed by a vote of 99,222 to
65,789 (garnering more votes than any candidate has
received in the last two gubernatorial elections).

In 1986, Senate Bill 5, which | sponsored, was introduced.
This legislation would put an annuity program in place.



Although SB 5 passed the legislature, it was vetoed by
the Governor who failed to understand the issues.

Once again, the pioneers are supporting the enactment
of the annuity program which the voters overwhelmingly
approved in 1986.

Senate Bill 8 is an updated version of the legislation
which the Senate passed in 1988. This legislation
represents years of work by many Alaskans. Its
enactment will reduce call on the state treasury and is
necessary to save the program. However, more critical
than even the economics of the proposal is the fact that
the annuity proposal ensures that the state will continue
to provide a program for pioneer Alaskans.

Since 1984, there have been several actuaries who have
worked on the annuity proposal to ensure the actuarial
soundness of the legislation and its tax status: Aetna
Life, Kidder Peabody Corporation, Benefits Concepts,
Morrison and Forrester (Tax attorneys), New York Life
Insurance Company, Metropolitan Life Insurance
Company, to name a few.

The projections for Senate Bill 8 are based on
information from the Department of Labor,the



Department of Administration, and the Permanent Fund
Corporation. On the advice of the Department of
Administration, we have assumed an interest rate of 7%
for the annuity program which is conservative; the
state's deferred compensation program earned 9.25%
interest in the last quarter.

Under the provisions of Senate Bill 8, Alaska's seniors
who are currently receiving the longevity bonus and
those who turn 65 between now and January 1, 1994 will
qualify for the current longevity bonus program and
they will also receive the fuli permanent fund dividend.
These individuals would not participate in the annuity

program.

Individuals who turn 65 after January [, 1994 would
participate in a program consisting of a declining
longevity bonus payment, and an option to participate in
the annuity program; the combination would equal $250
per month.

To participate in the annuity program, an individual must
contribute all or a portion of their permanent fund
dividend into an annuity account. Those who choose to
contribute 100 percent of their permanent fund
dividends(or the cash equivalent) into the annuity



program, will receive a combined longevity bonus
payment and annuity payment totalling at least $250 per

month;

Individuals who are 50 or younger at the time of the
legislation’s effective date may receive over $250 per

month.

However, if an individual never contributes his
permanent fund dividend into the annuity program, the
amount of his bonus wiil keep decreasing until he will
receive a $3 bonus in 2007 plus his permanent fund
dividend; In 2008, his longevity bonus would be zero
(based on certain assumptions)

There are three provisions of Senate Bill 8 which are
worth noting and which contribute to the flexibility of

the annuity program:

) Section 4 provides for an eligible individual to make
cash contributions to his annuity account but the total
amount of any annuity credit plus a cash contribution
may not exceed the permanent fund dividend for that
year. The individual must also make the contribution
within a certain time frame;



2) Section 7 provides for the designation of
beneficiaries to an annuity account.should an individual
die before reaching age 65.

3) Section 8 provides for a one-time only emergency
withdrawal from an individual's annuity account to meet
an "unforeseeable emergency.” The Commissioner of
Administration will define this term in regulation. The
language in this section of the bill is similar to the
state's deferred compensation statutes. For the
deferred compensation program, the IRS has provided a
skeletal statement as to what is allowable as an
unforeseen catastrophic emergency.

An individual may pay back the money into the annuity
with interest.

Alaska's seniors have accepted the need for a change to
the present longevity bonus program; however, they
have spoken overwhelmingly in opposition to any needs-
based proposal.

It is unacceptable to force our senior citizens to live in
poverty after they have given their energy, their youth,
and their good will to build our state; their efforts have
made our own lives better. The Alaskan senior is



justifiably a proud individual and should not be put
through the degradation of a welfare program in their
later years when their presence is so necessary to the
well-being of future generations.

| believe that enacting the annuity program is the best
way to ensure that Alaska seniors can continue to rely
on a monthly check of at least $250. The annuity will
enable us to legally secure the Alaska longevity bonus
program at a relatively low cost to the state. By the
year 2010, it is estimated that the State will save
$533.7 million if Senate Bill 8 passes.



Alaska State Legislature

Sen. Jay Kerttula, Co-Chairman Slate Cagitol
Sen. Pat Pourchot, Co-Chairman Jur(l;g()j?%; 42656%)1'(21182
- a
Sen. Al Adams . '
i o Senate Finance Committee e e
Sen. L"man F. Hoffman 907) 376-2675
Sen. D!Cllé ShHItZ (9(87) 376-0315 Fax
Sen. Rick Uehling SECTIONAL ANALYSIS

CS SENATE BILL 8 (State Affairs) am

Sec. 1 Amends Ch. 99 SLA 85 which has never taken
effect to provide that a person 65 years of age on or before
January 1, 1994 will receive a longevity bonus; of $250 per
month. Ch. 99 SLA 85 set this date at January |, 1988.

Sec. 2 Amends Ch. 99 SLA 85 to include cash
contributions permitted under section 4 of this bill.

Sec. 3. Provides for the investment of funds in the
annuity investment fund and adds a reference Ho the
annuity reserve account established in section 6 of this
bill

Sec. 4. Adds a new provision allowing certain

individuals to make cash contributions to annuity accounts
if they do not elect to receive permanent fund dividends as
annuity credits. Sets up the annual window off time during
which such a cash contribution may be made.

Sec. 5 Amends Ch. 99 SLA 85. Conforming language to
allow for cash contributions.

Sec.6. Amends Ch. 99 SLA 85 to require that annuities
be paid from the annuity reserve account.

Sec. 7 Amends Ch. 99 SLA 85 65. Sets up beneficiary
succession for death benefits.

Sec. 8. Permits a one-time emergency withdrawal to meet
an unforeseeable emergency, as defined in regulation.



Sec. 9. Amends Ch. 99 SLA 85 by adding a description of
"maximum possible straight life annuity™ to to be used for
determining the amount of the monthly longevity bonus. A
person who is 65 on or before January |, 1994 is entitled to
the full longevity bonus payment without reduction.

Sec. 10. Repeals the stairstepping provision in Ch. 99
SLA 85.

Sec. Il. The annuity credit selection applies only to
permanent fund dividends beginning after December 31,
1992

Sec. 12. The bill has an immediate effective date.



Daic Referred: February 26, 1992 FURTHER REFERRALS: Judiciary

Finance
Dale of Committee Action: -ff/f 2—

The STATU AFFAIRS Commiuec considered: CSSB 8(STA) am
CS FOR SHNATU BILL NO. 8 (STATU Al I-'AIRS) am ANNUITY PROGRAM AMENDMENTS

"An Act amending and making cllceiivc an anuuily 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."

RECOMMENDATIONS: | 1the same ftitle.
be replaced with I ]a title

[ ] have attached amendments(s)

[ ] do pass

[ ] do not pass
[)(] no recommendations
[ ] individual recommendations

[ ] additional referral to the Committee

ADOPTS: letter of Intent

ATTACHES NEW FISCAL NOTE(s): (Depl) APPROVES PREVIOUS: (Depl/Daif)
O] fiscal impact -N [-\] fiscal note(s)

f ] zero fiscal note [ ] zero fiscal note(s)



Alaska State Legislature

130 Seward Street, Suite 218
Juneau, Alaska 99801-2196

Legislative Research Agency o e

Fax: (907) 463-3351

March 30, 1992

MEMORANDUM
TO: Senat™”™ljpr Kerttulan”
FROM: Paula d. Scavera and Paul Engelman

Legislative Analysts

RE: Interest Rates and Private Annuities

As you requested, we contacted private insurance companies for current interest
rates on annuities. The current rate is 6.0 percent to 6.5 percent depending
on the amount of money initially placed in the account and the company
providing the annuity. All of the companies contacted required an initial
minimum amount to establish an annuity. Minimums range from $1,000 to $10,000.

Daniel Carpenter of Benefits Concepts, Inc., indicated that the current amount
charged by insurance companies to administer annuities is approximately 2.25
percent. This includes both operating expenses and a profit margin. Some
companies also charge an additional annual annuity fee.

If we can be of any additional assistance, please contact us.



Alaska State Legislature

i 30 Seward Street, Suite 218
Juneau, Alaska 99801-2196

Legislative Research Agency

Phone: (907) 465-3991
Fax: (907) 463-3351

JAN 7111 1992

January 30, 1992

MEMORANDUM
TO: Senator Jay Kerttula
FROM: Paul Engel mil and Paula d. Scavera

Legislative Analysts

RE: Cost Comparison of Existing Longevity Bonus Program and Senate Bill 8
Research Request 92.124

You requested an update of previous Legislative Research Agency memorandums
which compared the general fund cost of the current longevity bonus program
with the cost of the program as modified by the proposed Senate Bill 8.

The attached table and graphs incorporate some changes in assumptions from
previous memorandums. The annual annuity interest rate has been lowered to 7
percent, on the advice of the director of Retirement and Benefits, Alaska
Department of Administration, to reflect current interest rate expectations.
The starting date for the annuity program has also been moved forward one year,
as Senate Bill 8 was not enacted last year. These changes reveal a decrease
in cumulative savings compared to earlier analyses.

We hope this information is helpful to you. If you need further assistance
please do not hesitate to contact this office.

Attachments



Alaska Longevity Bonus Program and Senate Bill 8

General A rdCosts/Savings
Costof Coatof Annual Durmulatne
Fiscal Current SB8 Savings Savings
Year Program Program SB 8 SB 8

) 0.0 0.0 .
1004 55 wa 0.1 0.1 Cool Currentand SB 8 Longevity Bonu* Program*
1995 74.5 73.5 1.1 1.2
1996 77.9 75.5 2.4 3.6 100
1997 0.9 76.7 4.2 7.8 U =T
1998 .1 77.3 6.8 14.6
;?f-% SS;% %g ﬂf 2:;31:(73 120.0 = Annual Appropriation Required to”y
2001 9%3.5 74.4 19.1 57.8 Continue Existing Longevity Program
2002 %.7 71.6 2.1 8.9
2003  100.0 67.6 32.4  115.3
2004  103.4 62.4 40.9 1552
2005  107.0 55.9 51.2  207.4
2006  111.4 47.8 63.6  271.0
2007  116.5 37.8 78.7  349.7
2008  122.7 35.0 87.7  437.4
2009  128.4 3.4 9%5.0 53.4
2010  133.6 31.9 101.7 634.1
40.0 J- Annual Appropriation Required to
Note: Implement SB 8in Place ol Existing
*All Dollar Amounts are in Millions of Nominal Dollars. Longevity Program
"eInplied migration and nortality rates are from 200 -

Alaska Department of Labor.

Annuity InterestRate 7%

*No Annual Annuity Service Charge 00

Il i tmus
Fisoal Year

Revised 3/5/92

Page 1of2
Prepared by Legislative Research Agency -1/29/92 (92-124)

j



Alaska Longevity Bonus Program and Senate Bill 8

Projected Annuity and -ongevity Bonus Recipients -
Dividend Payments SB 8
! m 0 Post FY 93 Raapiarjiv
4304 / e
<2 ggpg 1 Annual Annuity R»s»fv*d o
=1
O 20 ‘0
A 1000 -—  ———— Qjyidind Racaivsd &
- - -— - ———= - -
N
. a8 B8HEHRR
rt* 1 1 1 1 1 B 1 o
Fiscal Year O b ¥ —

nscai Qualified Post FY 93 Total Dividend Annual Monthly PostFY 93 Total Monthly
Year Recipients  Recipients Recipients Received Annuity  Anuity Bonus  Annuirty+Dividend

1993 22385 "0 22385 924.00 0.00 i"250.00" 250.00
1994 22488 1137 23625 970.00 101.55 #24t.54 250.00
1995 21469 3373 24842 * 1022.00 215.26 HyA7:94- H35232.06 250.00
1996 20512 5441 25953 1066.00 342_65 EH=8H #221:45: 250.00
1997 19587 = -- 7383 26970 1111.00 483.80 ;terd0:32- #209.68- 250.00
1998 18687 9345 28032 1171.00 639.76 i |f#153ais 11#96.69: 250.00
1999 17843 11224 29067 1221.00 813.24#fe7;77:" 1182.23 250.00
2000 17018 13144 30162 1271.00 1004.36 « :83.70 P*166.30 250.00
2001 16237 14932 31169 1321.00 1214.36 it 101.20 148.80 250.00
2002 15484 16743 32227 1374.00 1444 .54 v-120.38; =:2]29.62 250.00
2003 14773 18555 33328 1426.00 1696.67 14139 r:1ds.6T 250.00
2004 14086 20372 34458 1479.00 1972.15 -16435 85.65 250.00
2005 13431 22250 35681 1533.00 2272.75 .18940 f ::60.60' 250.00
2006 12807 24338 37145 1589.00 2600.33t" 21669. if 33.31i 250.00
2007 12220 26607 38827 1647.00 2056.98 ;"t26.42: ;fi-,.3.58 250.00
2008 11657 29228 40885 1706.00 3344.98.1 27875 ' 0.00. 278.75
2009 11136 31659 42795 1766.00 3766.63 31389 0.00 313.89
2010 10641 33809 44540 1830.00 4224.383 3203 0.00. 352.03
Page 2 of2

Prepared by Legislative Research Agency -1/29/92 (92-124) Revised 3/5/92



MIKE MILLER
Box 21494, Juneau AK 99802
(907) 586-3067

February 26, 1992

Honorable Ben Grussendorf, Speaker
Alaska House of Representatives
Capitol Building

Juneau, AK 99811

Dear Mr. Speaker:

This 1is 1in regard to SB 8 (State Affairs) am amending the
Alaska Permanent Fund and Longevity Bonus acts. It passed the
Senate, as you know, yesterday. I believe the bill, unquestionably
written and passed with only the best of intentions, would none—
theless cause grave harm to many thousands of Alaska residents.

Please bear with me as | outline some of the many objections
I have to the legislation.

D) The bill links the Alaska Permanent Fund Dividend act
and the Longevity Bonus law as if there were some connection
between thenm. There 1is absolutely none. The two laws were
passed at different times for entirely different reasons. I know

because as a state legislator 1 voted proudly for both bills and
still consider those votes among the best | cast during 16 years
in the House of Representatives.

The Alaska Permanent Fund Dividend act recognizes the fact
that every single Alaska resident is a "shareholder™ inAlaska"s
petroleum wealth. It is not welfare, not a gift; it isin a very
real sense the same as a corporate dividend, based on the
earnings of "the company”™ and it serves not only to tremendously
benefit Alaska®s economy at the family level and the local
business level, it also gives each Alaskan a vital personal
interest in the workings of the Permanent Fund.

The Longevity Bonus law on the other hand provided - and
still provides, 1its critics contention to the contrary - a
recognition of the contribution of Alaskan "oldtimers" who
pioneered this land and established the Alaska we know and love
today. Originally the law was written to reward specifically
those who arrived on the scene before Statehood. Because of
constitutional challenge, that element has been changed and the
benefits have been enlarged to include senior citizens who came
here after Statehood.

But it is important to realize that in spite of the lawsuit
and the law"s broadening, it continues (at least until nowl) £fo
serve 1its original purpose. And although 1 regretted and opposed
the lawsuit at the time it was filed | have to admit that



Hon. Ben Grussendorf -2 - February 26, 1992

I can no longer find fault in the current arrangement under which
previously 1ineligible mothers, fathers, grandmothers and

grandfathers find they can now afford to live in Alaska and
provide love, assistance, and guidance to the younger members of
their families. I find high public purpose in an expenditure

that promotes this.

(2) SB 8 takes two of Alaska®"s finest laws, the Longevity
and PFD acts, and forces each Alaskan to make a wrenching choice.
He or she can opt for a dividend each year or an annuity in lieu
of the current Longevity Bonus. But not both.

For some seniors with retirement plans in force, small
investment portfolios, and perhaps even continued employment,
making such a choice will be distasteful but not catastrophic.

For many thousands of Alaskans living on lower 1incomes,
however, the choice will be heart-breaking. For people in the
bush (particularly Native citizens living a subsistence
lifestyle) and for many single parents and other urban Alaskans
of limited means, the annual Permanent Fund Dividend is literally
a godsend. Repairs can be made to homes, medical needs can be
attended to, new school clothes can be bought and even otherwise
unattainable bicycles can be purchased.

But now, the PFD will have to be sacrificed if these
Alaskans hope to have the $250 a month that all senior Alaskans
65 or older are now entitled to.

My guess 1is thrt few young and middle-aged Alaskans of
limited means will opt for the annuity. They won"t be able to.
The pressing needs of the moment will dictate that they take the
PFD - and when these folks reach their older years the state
will still, in many cases, have to take care of them, but this
time in the form of welfare relief. Far, far better if these
Alaskans could have the dignity of the Longevity Bonus.

(3 The bill will create, in the near future, two classes of
senior citizens in Alaska - .seniors who are "grandfathered" into
having both a PFD eachTyear and a Longevity Bonus payment each
month (and I am most thankful that the legislation at least makes
this provision) and seniors who will be denied one of the two.

The "two classes of seniors" provision is all the more
unfair because within the "haves" class will be individuals with
only a year or two of residence in Alaska while within the "have
not" class will be Alaskans who have spent decades or their whole
lives here.
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Although, as 1 mentioned earlier, 1 am now persuaded of the
very desirable public purpose achieved 1in assisting later-
arriving older Alaskans to live here with their children and
grandchildren, 1 think it is unfortunate in the extreme that
Alaskans with decades more tenure will be shut out of one of the.
two programs, either the PFD or the Longevity Bonus.

(4) This "two class"™ condition 1is just the sort of provision
on which the original Longevity Bonus legislation fell when
challenged constitutionally. 1 predict it will fall again JL
the very same Je.fIS.Qlb»-

(5) Another problem is both legal and moral - and it stems
from linking the PFD to the Longevity Bonus: What happens in the
future if the last drop of oil is drained from Alaska lands and
it becomes necessary to reduce PFD payments? As it stands now
such action would be deplorable but possible if an economic
emergency 1is great enough. Once this legislation passes, though,
the state is committed morally and it seems to me legally, to
keeping the PFDs high enough to fund $250-a-month annuities for
those who opted for them. Surely it would be 1inconceivable for
the legislature to establish two levels of PFD payments, lower
PFDs for cash receivers and higher PFDs for those who opted for
annuities.

(6) I don"t believe the net "savings" from the bill will be
as great as 1its proponents imagine. First of all, as 1 indicated
earlier, the legislation may simply transfer a large number of
individuals from becoming Longevity Bonus receivers in their
golden years to becoming welfare receivers. And while some
seniors will no longer be receiving $250 a month from the state,
the lack of this income may well force many of them reluctantly
to leave - taking with them their social security and other
financial resources to another state. These people probably
spend as high (or higher) a percentage of their total income in
Alaska as any other group in the state, and all of this 1income
will be lost when they have to go.

(6) The bill itself, | believe, 1is flawed in that persons
who opt for an annuity can only get their money out of the fund
if they die before age 65 and the money, of course, then goes to
their beneficiaries. There 1is, to be sure, a provision for
cashing out an account because of an "unforeseeable emergency"
(yet to be defined by the Commissioner of Administration) but why
should it have to be an emergency for an Alaskan to get at his or
her own money? Why can®"t the person simply change his or her
mind and get their money, plus interest, out of the fund? It is,
in every sense, the individual®s funds that are involved; this is
no "gift" from the state. And what happens if an Alaskan puts
years and decades of money in lieu of PFDs into the fund then
dies at age 65 and a half? Apparently the fund pays nothing to
beneficiaries. The money goes down the drain as far as the
Alaskan or the Alaskan®"s estate 1is concerned.
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Mr Speaker, 1°d like to say again that | consider SB8 well
intentioned. It is an attempt to meet what the Senate considers
a vexing problem. I hold the sponsors ofthe bill in the highest
esteem and I consider the bill"s prime sponsor tobe the
Legislature®™s most dedicated and effective lawmaker 1in the area
of senior citizen rights and protection.

Nonetheless, | don"t believe SB8 is the answer to the

problem, if there 1is one. My own view 1isthat it is not a
"problem"” to encourage seniors to stay inAlaska; it 1is an
opportunity. My suggestion 1is that, for the time being, no
action be taken. There 1is no emergency. We can certainly
continue the present course for several more years. If, later,

the economic horizons become truly bleak and barren, then will be
the time to tighten all of our collective belts, not just the
belts of senior citizens.

Thanks for your patience in wading through all this.

Mike Miller



1992 ALASKA
LEAS ATVE PROGRAM

PRICRITIES

m Increase access to appiop.inlc and affordable
health care for all Alaikans by: .
— advocating formulations of a health policy
for Alaska
— supporting concept of nate-mandated
insurance for the uninsuiv.cl o
— leaking legislation and appropriations for a
comprehensive and coord.mat_ed.prOﬂram of
home-, community-, and institutionally-based
services through the state
— supporting availability of adequate health
insurance for alt including those uninsured
— supporting re; lac*-ment of health facilities

m (Hortkon  m* “hjrd Wit* pfOvide
ecpwrtrtcsecurity for all Alast

*supporting legislation to stabilize the
ALongevity Bonus Program

advocatingf rfehcogmtion of theeoerrtSmic and
nf fhr

supporting Frograms to encourage retirees ¥o
remain in Alaska .
— supporting legislaf on to protect pension
Iwwfils by nslahlishiri; .in independent
(f:orgoration (or the r .nagomont of pension
unds

SUPPORT ITEMS

m Support full funding of rt.it present Property
Tax Exemption Program tor senior citizens,
homeowners, and renters

m Support legislation for reimbursement of
Medicare Part B premiums for state pension
beneficiaries age &5 and o.der, correctm?,
inequities for older Alaskans and complying
with the Older Workers Protection Act

m Support senior housing w.th continuum care
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General Information on Hardship Withdrawals
from The Deferred Compensation Plan (DCP)

State of Alaska

Before —completing the enclosed forms, please read Section C.2. of
Article V., page 13 of the State of Alaska DCP Information Booklet
(copy enclosed). It defines what an unforeseeable emergency 1is 1in
general terms. It also specifies that payment may NOT be made to
the extent that such hardship is or may be relieved by:

1. Reimbursement or compensation by insurance or otherwise; or,

2. Liquidation of the participant®s assets, to the extent the
liquidation of such assets would not itself cause severe
financial hardship; or,

3. Cessation of deferrals under the Plan.

If you feel you qualify for a withdrawal under the above conditions,
please complete the enclosed Hardship Withdrawal Application and the

Financial Data Report. You should describe your hardship in detail
on the application form including any effort you have already made
to solve the problem. Any pertinent documentation (invoices,

billings, statements, etc.) should accompany your completed applica—
tion and financial report.

Revised 4/89



Celortie&
4300 Norwest Center- Facsimile (512) 339-6202
90 Soutn Seventh Street

& Minneapolis, Minnesota 55402-4150
Teiepnone (612) 344-0200

Julv 26 1990

Mr. Michael B. Coughlin

Deputy Director _
Division of Retirement &. B.enefits
State of Alaska L
Department of Administration

6th Floor, State Office Building
P.O. Box CR

Juneau, Alaska 99811

t
Subject: Hardship Withdrawals, Deferred Compensation Plan

Dear Mike:

We were finally able to follow-up with the IRS regarding the treatment of divorce
related hardship withdrawal requests. Tom Veal of our Washington Service Center was
talked with Tom Brisendene of the IRS who oversees the area that regulates the
enforcement of Section 457 Deferred Compensation Plans. Mr. Brisendene confirmed
what we learned and reported to you earlier that the expenses related to divorce do not
qualilfy as a hardship _&unforeseen emergency). He indicated that only under the most
extraordinary of conditions could such expenses be treated as an unforeseen emergency
(e.g. Divorce* expenses arising at the same time their home was struck by Ilghtnmg()J.

If you need any further information, please let me Ic-.ow.

Patrick L. Pechacek
PLP/rcj



DEFEEREP COMAMSATIONI 3QO0KU&T pp- 13, H
ARTICLE V. PAYMENT OF BENEFITS

C. Hardship WHhdrawcls toran Unforeseeable Emergency

1. General

In (he event of an unforeseeable emergency which is beyond the control of the Partici-
pant and which causes extremo financial hardship, a participant may request the Ad-
ministrator to distribute all or a portion of the Participant's Deferred Compensation. Such
request shall be made by completing and submitting all required forms for this purpose.
The Participant must, prior to his application, cease deterring Compensation in accor-
dance with Paragraph F of Article [Il. If the application for the payment is approved by
the Administrator, payments shall be effected as soon as possible after the date specified
in the Participant's application or the date of approval by the Administrator, if later.

2. Unforeseeable Emergency Defined

The term "unforeseeable emergency" is defined to be severe financial hardship to the
Participant resulting from a sudden and unexpected illness or accident of the Participant
orof a dependent of the Participant, loss of the Participant's property due to a casualty
or other similar extraordinary and unforeseeable circumstances arising as a result of
events beyond the control of the Participant. The circumstances that will constitute an
unforeseeable emergency will depend upon the facts of each case, but, in any case,
payment may not be made to the extent that such hardship is or may be relieved

(a) through reimbursem.;it or compensation by insurance or otherwise,

(b) by liquidation of the Participant's assets, to the extent the liquidation of such assets
would not itself cause severe financial hardship, or

(c) by cessation of deferrals under the Plan

Examples not considered to be unforeseeable emergencies include the need to send a
Participant’s child to college or the desire to purchase a home.

3. Demonstration of N'-ed

A Participant requesting a hardship withdrawal by reason of an unforeseeahle emergen-
cy must clearly demonstrate that the circumstances being experienced were not under
the Participant's control and constitute a real emergency which is likely to cause the Par-
ticipant great financial hardship. The Administrator may require such medical, financial
or other evidence deemed appropriate to make a determination concering the Partici-

pant's withdrawal request.

4, Limit

The withdrawal shall be limited to an amount sufficient only to meet the emergency and
shall in no event exceed the value of the Participant's Deferred Compensation account.
Any money remaining in the account shall be distributed in accordance with the provi-
sions of this Plan

5. Method of Distribution

The method of oistribution of any allowed withdrawal shall be determined by the
Administrator.
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the Stale's doing so is conditioned °”|P]/
.upon the State's incurring a -teed for the
services, or the availability of funds or

both, .

gg_SpemeI_ruJe. Notwithstanding
subdivision (i). if. with respect to ,
amounts payable to a participant who is
nn independent contractor, a plan
provides tnat— _

(A) No umount shall be paid to the
participant before u dale at lea. 12
months after tna day on which the
contract expires under which services
arc performed for the State (cr. in the
case of more than one contract, all such
contracts explreﬂ, and

(I) No amounf payable lo the
participant on that date shall be paid to
the participant if, after the expiration of
the contract (or contracts) and before
that date, (he participant performs
services for the Slate as an independent
contractor or nn employee,

lhc plan is considered to satisfy the
requirement described in subparagraph
(1) that no amounts payable under the
Plan will be paid or made available to
he parti |Fant before the participant
separafes from service with the State.

Fl) Unforeseeable emergency. For
purposes of this paragraph (h). an
unforeseeable emergency is. and if the
plan provides for payment in the case of
an unforeseeable emergency must be
defined in the plan as, Severe financial
hardship to the participant resulting
from a sudden and unexpected illness or
accident of the(Fart|C|pant orofa
dependent (as defined in section 152(a))
of the participant, loss of the
participant's property due to casually, or
other similar extraordinary and, |
unforeseeable; circumstance;; arising as
aresult of events beyond the control of
the partlclgant. The Circumstances that
will constitute an unforeseeable
emergency will depend upon the facts of
each ease, but, in an)[/ case, payment
may not he made lo the extent that such
hardship is or may be relieved—

(i) Through reimbursement or
compensation by insurance or
otherwise, o

(1) By liquidation of the participant's
assets, lo the extent the liquidation of
such assets would not itself cause
severe financial hardship, or

(i1} By cessation of deferrals under
the plan.

ExamPIes of what arc not considered to
be unforeseeable emergencies include
the need to send a participant's child to
college or the desire lo purchase a home.
_(5r)]Emerg1enc withdrawals.
Withdrawals of amounts because of an
unforeseeable emergency must only ho
permitted to the extent reasonably
needed to satisfy the emergency need.

(H1 Distributions of deferrals— (1)
Commencement of distributions. A Plan
is not an eligible plan unless under the
plan the payment of amounts deferred
will commence not later than the later

of—

(1) 00 days after the close of the plan
year in which the participant or former
'ufiicipani attains Sqr would huve .
attained) normal retirement age (within
the meaning of 5 1.+157-2(0(4)). or

(ii) 60 dnyn after the close of the plan
Year in which the participant separates
rom service (within the meaning of
85 1.457=2(h) (2) and (3)) with the State.
A plan is not other than an eligible plan
mcrmY because, P_FIOF to October 27.
1062. the distribution of omounts
deferred under the plan may commence
no later titan the close of the
participant’s taxable year in which the
participant aftains age 70,3,

(2) Limitations on distributions.
Distributions must be made primarily for
the benefit of participants (or former
participants). Thus, the schedule-
selected by the participant for payments
if benefits under the plan must be such
that benefits payable to a beneficiary
arc nol more than incidental. For
'xainpln. if provision is made for
pa}/ment of a portion of the amounts
deferred to a beneficiary, the amounts
oayabje to the participant or former
participant (as determined by use of the
expected return multiples in '§1.72-9, or,
ir. the case of payments under a contract
issued by an insurance company, by use
cf the mortality tables of such ,
company), must exceed cnc-half of ihc
maximum that could have been payable
to the participant if no provision wore
made for payment to a buneficiary.

(3) Distributions to beneficiaries. A
plan is not an eligible Hlan unless Ihc
Blan provides that, if the participant dies

efore the entire amount deferred is
paid lo the participant, the entire
amount deferred (or the remaining Part
of such deferrals If payment thereot has
commenced) must be paid to a
beneficiary over— o

(i) The life of the beneficiary (or any
shorter period), if the beneficiary is the
participant's surviving spouse, or
~ (i) A period no! in excess of 15 years,
if the beneficiary is not the participant’s
Surviving spouse.. ,

j) Administration ofplan. A plan is
not an eligible plan unless_all amounts
deferred under the plan, nil pmﬁerty and
rights to property (including rignts as a
beneficiary of a contract providing life
insurance protection) purchased with
the amounts, and all income attributable
li the amounts, property, or rights to
properh(, remain (until paid or made
available to the participant or

.plan

Federal Register / Vol. 47. Ko. 1G7 / Monday, September 27, 1982 / Rules and Regulations

beneficiary under the plan% solely the
Broperty and rights of the State (without
eing restricted to the benefits under the

()]subject to the claims of the general
creditors of the State only. However,
nothing in this paragraph (J) prohibits o
Flan's permlttllnfg participants to direct,
rom among different modes under the
plan, the Investment of the above
amounts (sec §1.457-1(h)).

(k) Plan-tn-plan transfers. The plan
may provide for the transfer of amounts
deferred by a former participant to
another eligible plan of which the former
Partlmpan_t has become a participant if
he following conditions are met—

(1? The entities sponsoring the plans
are located within the same State (as
that term is used in § 1.457=2(c)(1)).

(2). The plan receiving such amounts
provides for the acceptance of the
amounts, and

(3) The plan provides that if the
participant separates from service in
order to accept employment with
another such entity, payout will not
commence upon separation from
service, regardless of any other ,
provision of the plan, and amounts  /
Brevmusly deferred will automatically

e transferred.

(1). . Effect onplan when not
administered in accordance with
paragraphs (c) through (kj. A plan that
Is administered in a manner which is
inconsistent with one or more of the
requirements of paragraphs (c) through
k) of this section ceases to be an
eligible plun on the first day of the first
plan year beginning more than 100 days
after the dale of wriliwn notification by
the internal Revenue Service that the
requirements arc not satisfied, unless
the inconsistency is corrected before thn
first d?iy of thet plan year.

(m) Examples. The provisions of this
section may be illustrated by the
following examples:

Example 1 A. bom on June 1,1917,is a
participant in nn eligible Stntc deferred
ccmpensction plan providing a normal
retirement age of Do. The plan Rrowde_*
limitations on deferrals up lo the maximum
permitted under 5 1.457-2 (0) und (f).

For 1970. A, who will be 02. is scheduled to
receive a sulary of S20.003 from the State. A

- desires Jo defer (he muximun amount

possible in 1979. The maximum amount that
A may defer under "lie_plun is the lesser of
$7.300, or 33)>% of A's includible
compensation (generally the equivalent of 25
percent of gross compensation). Accordingly,
the maximum that A mnv defer for 1079 is
$5.000 [5S,000>2520.000x.20(. Although A's
tuxnble year 1979 is one nf A's last 3'taxable
years before the year In which A attains
normal retirement ago under the plan, A is
not able lo utilize the catch-up provisions of
5 1.437=2(f) in 1979 because only taxable



THIS WAS THE BALLOT QUESTION NOVEMBER, 1986.

THE VOTE WAS: 99,222 FOR; 65,789 AGAINST.

Ballot Language For
Advisory Vote on Longevity
Bonus Annuity Program

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

Tne 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 S250 per month. In addition, a person under age 65 on January 1, 1988,
could participate In an optional annuity program by deposmn%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 month1ly payment in an amount determined by how much
was contributed to the account. The annuity payments would be supplemented with
declining longevity bonus ﬁayments_ aid 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, mcludlng those already receiving the bonus, will 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?
YES () NO( )

Advisory Vore on Longevity
Bonus Annuity Program
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Introduction.

In June, 1984, the Alaska Longevits/ Bonus Program (AS 47.45)
was declared unconstitutional because it required recipients to
have resided 1in Alaska both prior to statehood and for 25
consecutive years. The Thirteenth Legislature, 2nd Sess.,
repealed these lengthy residency requirements, thus opening the
program to new participants. Ch. 38, SLA 1934. However, the
amended law, by 1its own terms, is to be repealed effective
June 30, 1985. I.d., Sec. 11.

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

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

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

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

fund dividends of participants. 1/ The proposal has been

1/ Three different annuity approaches were initially considered
5y the committee: (1) SB 465, introduced in the 1984 legislature
by several senators; (2) an amended version of HB 700, also
introduced 1in that legislature; and (3) a draft bill prepared by
Senator Bill Ray (D., Juneau). The Ray bill became the vehicle
-for the Committee®s proposal. All  three proposals 1involved



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

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

The committee bill provides that each year every Alaskan
(except those who are 65 or older before 1986) will receive his
or her permanent fund dividend 1in the form of a credit to an
annuity account, unless the 1individual affirmatively elects to

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

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

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

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

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

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



legislature may, at: lease 1in Che early years, "fronc-load"” che
program by appropriating additional funds into che annuicy
account, which will be attributed to 1individual accounts on a
prescribed formula. Under that formula, state contributions are
greatest for those approaching retirement age, and decline for
younger Alaskans. Beginning at age 65, a participant receives an
annuity based on his contributions and any front-loading - plus
earnings accumulated on those amounts. 2fF

Even with front-loading, it will be years before annuity
payments are sufficient to replace the longevity bonus. The ALB
program is thus retained at a level which, for those turning 65
after 1985, will be reduced annually, 4/ Under the bDbill, a
"target amount™ for the ALB 1is established (Section 8) , which 1is
$250 per month (in FY 1986) inflated by 31 each year. That
target amount 1is then reduced by the maximum possible annuity

which would be available to a 65-year old who has participated 1in

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

3/ Under the committee bill a participant who dies before age 65
will forfeit his accumulated annuity credits (see the discussion
of survivor options at 17, post); the amounts forfeited will be
reallocated to surviving participants and thus will 1increase
their annuities.

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



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

Over the years, individual annuity accounts will become
greater, and each year the longevity bonus payable to new
recipients becomes correspondingly smaller. By the year 2003,
the committee projects that the maximum possible annuity will be
sufficient to bring an end to the general-funded ALB progranm,
except for those relatively few who were 65 or older before 1986,7~
and are still receiving ALB payments 1in that year. This 1is best

illustrated by the following chart:



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

1986 A.37 $245.63
1990 32.50 248 .88
1995 106.27 219.92
2000 255.70 122 .45
2005 533.39 -0-

Other Options Considered

The committee 1invited 1its members, and others, to suggest
alternatives other than an annuity program. Only one was
advanced -- a "means test"program under which elderly Alaskans
earning less than $25,000 per year would receive a payment of
$250 per month. Those earning more than $25,000 would receive a
payment of $100 per month. To qualify for the $250 bonus, the
applicant would be required to submit his or her tax return to
the Department of Administration.

This program is intended as a permanent replacement for the
ALB. However, the program envisions that the size of the pay-—
ments, and the $25,000 1income [limit, remain constant over the

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

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



Maximum Income

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

It is estimated that, initially, 802 of Alaska®"s elderly
will be eligible for the $250 bonus. Because that maximum income
requirement drops each year in terms of real income, so too does
the percentage of eligible elderly. Thus, less than half of
Alaska®s elderly will be eligible for the bonus iIn the year 2000,
and only 302 will be eligible in the year 2010.

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

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

connotations.

6/ This is below Alaska®s $7032/year poverty level..

-8-



2. 0f chose who are potentially eligible for che $250

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

connotations. This is strongly suggested by available
statistics. Currently, nearly 6,700 ALB recipients - or 402 of
all recipients -- have 1incomes below the current eligibility

limit for existing O0ld Age Assistance and Medicaid benefits.
These benefits are substantial -- averaging $2,640 per year for
OAA and an additional $2,500 per year for Medicaid. Yet, of the
income-eligible, only 2,526 -- or roughly 382 -- have in fact
applied for OAA and Medicaid. Certainly, some of the remaining
income-eligible have not applied because they have more assets
than current law allows. Nonetheless, these statistics manifest
an aversion to need-based assistance which has deterred many of
Alaska“"s apparently eligible elderly from applying for
substantial benefits.

3. Thus, while 202 of Alaska®s elderly will be 1ineligible
for the $250 bonus, an additional percentage of existing ALB
recipients will lose their current benefits because of their
unwillingness to participate in a welfare program. For these
reasons, this means test proposal fails a threshold test which
should be a cornerstone of any longevity bonus legislation. Any
ALB alternative, the committee believes, should provide those who
have received the ALB over the years with the same benefits as
under current law.

4. The proposal hurts both existing and new ALB recipients

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



che income ceiling will decrease over che years, fewer elderly
will find Chemselves eligible, and éhose who are eligible will
receive smaller benefiCs. By che year 2000, for example, less
Chan half of Alaska®s elderly will be eligible for a benefic wich
a real value of $104 per monch, while che majority will receive a
coken payment with a real value of $41.60.

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

test proposal does not, enactment of this means test proposal

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

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

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

costs wunder the means test proposal would be roughly $2.28

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

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

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

Additionally, many elderly may view the $100 payment as
tokenism. IT that 1s not the case now, it will certainly become
so in the future when the real value of that payment shrinks to
$41 (2000) and $23 (2010).

Finally, since the $100 and $250 payments are fundamentally
different in purpose, the committee believes that they should be
administered wunder separate programs. The $100 payment i3
apparently intended as a residual ALB. On the other hand, the
$250 payment 1is a form of welfare. This payment, the committee
believes, should be administered by the Department of Health and
Social Services under the state"s welfare laws. Otherwise, the
state will, 1in essence, be creating two welfare bureaucracies -
one for Old Age Assistance, and one for the mis-named "longevity

bonus."

7. Fewer people will meet the $25,000 eligibility

requirement as the years go by. Thus, by the year 2010, only 3CZ
of Alaska®s elderly will be eligible for this means test payment.
Why, 1t might fairly be asked, are 807 of today"s elderly in
"critical” need of the higher payment, while only 307. will
require the payment 1in years hence? For one who 1is currently
denied the larger payment, or who may be denied it in the future
solely because of inflation, this precise guestion will

invariably be asked, and may be asked in the courts.
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S. Finally, 1in requiring one year®s residency 1in order co
receive Che $250 means cesc paymenc, che proposal raises a
subscancial conscitucional issue. The currenc ALB®"s one-year

durational vresidency requirement is constitutional because the

bonus is not dependent upon "need."™ Under both the federal and
Alaska constitutions, if a program provides "the basic
necessities of life,” a 30-day residency requirement 1is the
maximum constitutionally permissible. Memorial Hospital V.

Maricopa County, 415 U.S. 250, 259 (1974); Shapiro v. Thompson,
394 U.S. 618 (1969). Generally, benefits which are accorded on
the basis of the recipient®s 1income tend to be viewed by the
courts as involving "basic necessities.” For example, in Jeffrey
v. Colorado State Department of Social Services, 599 P.2d 87*
(Col. 1979) , the Colorado Supreme Court struck down the lengthy
durational residency requirement of that state"s old age pension
program, and held that the program provided basic necessities of
life. The state argued, wunsuccessfully, that 1its program was
more akin to an income supplement, rather than a form of welfare.
The court, however, ruled that because the size of the pension
was a function of the applicant®s other inconme, a 30-day
residency requirement was required:

[The . state] attempt[s] to avoid the strict

scrutiny - compelling state interest test mandated
by Shapiro by characterizing the old age pension
program as an fannuity.” However, unlike true

annuity or pension programs which are unaffected
by a recipient®™s other income”™ the old age pension
benefit is directly and proportionately reduced- by

the amount of other income. Thus, the
characterization of the old age pension program as
an "annuity" puts form over substance and"
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disregards the nature of che program, which 1is to
fulfill basic neecs and not to supplement separate
income.

599 P.2d at 879. Emphasis added.

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

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

The committee was also aware of the "stair-stepping
approach,”™ under which the ALB program 1is slowly phased out

through an annual increase in the eligibility age. Under

legislation which passed the House of Representatives during the

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

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

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

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

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



benefit fewer Alaskans. For example, some have assumed that
participation in the annuity program 1is necessary 1in order for
future elderly to benefit from the committee bill. This 1is not
true. Under stairstepping, a person turning 65 in 1991 would
receive no ALE whatsoever, while that same person would receive a
1991 ALE of $222.61 under the committee bill, even if that person
had never participated in the annuity program. Thus, for similar
total costs, and substantially lower 21st century costs, the
committee bill extends the benefits of the ALB program to many
more Alaskans.

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

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

future elderly will find themselves in a more precarious position



than today. And, at that point, the state for these same
economic reasons -- may be unable to help.

One obvious impact of abolishing the ALB program through
"stair-stepping™ 1is an increased 0ld Age Assistance case load.
Certainly, when those near the poverty line are denied $250 per
month, they will simply turn to the welfare system, and the state
will realize no net saving. Moreover, and as discussed
previously, many ALB recipients who are apparently eligible for
OAA and Medicaid have 1in fact not applied for thei.e benefits.
Over the years, the ALB program has been defended on the ground
that it has enabled many Alaskan elderly to remain off the
welfare roles. Statistics bear this out, indicating that many of
those ALB recipients who are eligible for OAA and Medicaid hav
been able to remain off these programs because of the bonus.

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

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

"grandfathering”™ provision which allows those reaching age 6.r
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before 1S86 to take their Permanent Fund Dividend 1in cash and
still receive a full Longevity Bonus for the remainder of their
lives. The committee legislation, then, 1is intended to blend the
most salutory aspects of both an annuity approach and
"stair-stepping.”

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

least in part dependent on wise stewardship of that fund.

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

legislature may add additional sums to individual annuity

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

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

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

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

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

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

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

To better accomplish this goal, the committee ne:ct
considered a straight $10 incremental 1increase 1in front-loading
based or. age; that is, participants would receive $10 for each
year f/.~t they were, older than age 17 - up to age 65.9/ This
option produced a better result in terms of reduced general fund
obligations, but i1t still did not increase annuity payments fast
enough to be a significant 1incentive - to older Alaskans 1in
particular - to participate in the program.

Finally, projections were run on the option embodied in the
bill: persons 18-34 years old would receive a base amount of
front-loading in addition to the dividend - for example, $50.
Those over 34 would receive a percentage increase (for example,
16Z) for each year of age over 34, up to age 65.Under this
option, Tfront-loading 1increases on a curve rather than a straight
line -- 1increasing dramatically as an individual approaches age
65. Thus, a $50 base with 102 per year increases results in a 34
year old receiving $50, a 50 year old $211, and a 64 vyear old
approximately $800.

The incentive to join the program, then, increases

dramatically as retirement age approaches. It is this aspect

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

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

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

return to both old and young will be quite similar.



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

Two additional points regarding front-loading warrant note.
First, and as discussed earlier, under the committee bill those
who reach age 65 before 1986 do not participate 1in the annuity
program because they are guaranteed a full longevity bonus for
life. As a result, in 1985, there will be no front-loading for
any individual over the age of 64. In future years, the
incremental 1increase 1in front-loading will end at age 65, and
those over age 65 will receive the same amount of front-loading
as a 65-year-old.

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

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

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

2. The 3Z Escalator.

Since the beginning of the ALB program in 1972, the original
$100 payment has been periodically increased to its current $250
limit. While that increase seems- large, it has, 1in fact, roughly
kept pace with inflation. IT the ALB 1is retained,- the committee
believes that it 1is unreasonable to assume that .no increase in
the ALB will ever be made. The persistent erosion in the real
value of the ALB would at some point become so severe that relief
would be necessary. For example, assuming a 5Z inflation rate, a
$250 ALB now will be worth only $104 in 15 years.

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

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

annuity account to pay the administrative costs of the annuity



program. 10/ Thus, the costs of the program will be borne by che
annuity participants, whether the funds are privately placed or
not.

The bill states that administrative costs will be "equitably
allocated™ among annuity accounts; it is the committee"s intent
that an equitable allocation will take 1into account such factors
as numbers of participants, age, and relative account balances.

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

5. Setting the Amount of the Longevity Bonus Payment.

Section 8 of the Dbill provides that the longevity bonus payment

— for those who have not reached 65 before 1986 -- 1is determined
bydeducting from that payment the maximum possible annuity
10/ If the states chooses to place the funds with private

carriers, any costs shifted to the carrier under the contract
would also be paid from the annuity accounts.

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



available to a person who turns 65 in the year 1in question. The
bill uses the annuity available to a 65-year-old because that
annuity is the smallest available (among those who have received
the maximum possible credits). A 75-year-old with the identical
contribution of a 65-year-old will receive a larger annuity
because his life expectancy 1is shorter, and his capital will be
returned faster. Thus, some Alaskans will receive more than the
target amount during the -early years of the program, and no
elderly Alaskans (with full participation) will receive less.

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

7. Federal Income Tax Considerations. Currently, both the
permanent fund dividend, and the ALB, are taxable as ordinary
income under the Internal Revenue Code. The committee engaged
tax counsel to determine whether the eresult would be any
different under the committee bill. Specifically, the committee
asked whether a person will be taxable on the cash he could have
received as a dividend even though, under the new program, he 1is
only credited with the right to receive a future annuity from the

state. Counsel advised the committee that, because the annuity

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



program 1is unique, there 1is no legal precedent which provides
definite answer.

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

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

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

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

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

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

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

any public purpose. An individual®s right to an annuity payment
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prior co dispersal 1is an unfunded, unsecured promise of I
stace. Thus, a fucure annuitant 1is in no better legal positic
chan any unsecured creditor of the state.

As a result, the Dbill is silent with regard to o
garnishment of annuity credits. Prior to annuity payments, the:
is nothing to garnish or attach, nor anything that® can proper,
be regarded as "income™ or an "asset."

9. Protection of Alaska®"s Existing Elderly. As
previously, persons who reach the age of 65 before 1986 will n
be required to forego their permanent fund dividend in order
receive a $250 per month Longevity Bonus, inflated 37. annuall
The committee decided to integrate this aspect
"stair-stepping”™ because it concluded that many retired Ale
have come to rely wupon both the ALB and the permanent
dividend, and - since they are now retired - would be unable
make adequate arrangements to mitigate the 1impact of an abru
denial (or reduction) in either payment.

Under last session®"s House bill, those who had reached tl
age of 60 before 1986 would have received a full ALB for life
although the amount of that bonus would not be 1increased
future years. The committee considered and rejected the opti
of extending this protection to 60-year-olds for three reasons,:

1. Assuming a retirement age of 65, those under th
will have 1-5 years to make necessary arrangements to accommoda
either the loss of a cash dividend, or incremental reductions

the ALB payment. Current retirees, on the other hand, a
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little or no ability to alter their financial condition. Thus,
while any age group might be said to have some "expectancy" to
both an ALB and acash dividend, that "expectancy™ 1S more
immediate, and more critical, for existing retirees;

2. Exempting 60-year-olds from the ALB reduction of the
committee bill would not simply postpone the inevitable, financial
disparity between two groups of Alaskans -- it would aggravate
it. Under the House bill, the first reduction in payments would
occur in 1991. Because of the growth 1in the "maximum possible
annuity” bythat time, the 1initial difference 1in monthly ALB
payments between an exempt recipient,and a non-exempt recipient
who did not forego his dividend, would be $67.21 per month.
Conversely, under the committee bill, differential payments will
begin in 1986, and will initially be $11.92 per month. The
committee felt that if some smaller differential were felt
immediately, the need to begin participation in the program now
would be more apparent to non-exempt recipients. In other words,
immediate "stair-stepping”™ may well encourage higher annuity
participation, which in turn will reduce the actual differential
treatment between exempt and non-exempt recipients; and

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

that the state would still be making general-fund ALB payments of
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$74.9 million in che year 2000, and general fund chbligac
would noc end wuncil Che year 2029. Moreover, extending cl
bill*s procection co 60-year-olds would ccsc an addicional $31
million over che life of che progranm. In drawing che necessai
dividing line becween chose who can continue to receive che ful
benefits of existing law, and those who cannot, eccnorai
feasibility plays an appropriate role. For the reason
above-stated, the committee believes that the line 1is best draw,
at age 65.

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

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

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

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

IT participation rates are very high, by the year 271 state
0Old Age Assistance payments may be substantially decreased.
Indeed, it is conceivable that a successful annuity, program could
virtually eliminate the need for old age welfare payments. For
example, by the year 2010, every elderly Alaskan who has fully
participated in the program will be receiving a monthly annuity
of $1,047.88.

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

The only way to guard against future 1increases in O0AA

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

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

11. Imnact Unon Eligibility For Old Age Assistance
Medicaid.

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

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

IT an elderly Alaskan earns less than $900 per month, he or
she 1is eligible for nursing home benefits under Medicaid. These
benefits are substantial - averaging $135 per day, or $50,000
per year TfTor each individual.

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

81982a(b)(2)(B). However, when the ALB program was changed 1in
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1984, Congress also amended che exclusion Co procecc only chose

who:

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

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

This change 1in federal law has had the following effect on
the SSI, OAA and Medicaid eligibility in Alaska;

1. Some 750 current recipients of OAA will experience a
loss or reduction in benefits because they are now eligible cc
receive the ALB, but fall outside the amended federal exclusion.
These individuals have not, however, suffered a net loss in cash
benefits, since ALB payments have merely vreplaced previous
OAA/SSI1 payments. While these individuals are the subject of
discrimination, since they cannot retain both their ALB and their
previous O0AA/SSI benefits (as can long-time Alaskans), that
discrimination 1is solely the product of federal, law. If the
state undertook to cure this discrimination by replacing lost
federal SSI1 benefits, $1.4 million would be required for FY 1986.

2. Some 314 of the 750 affected OAA/SSI recipients will

also losenon-nursing home Medicaid coverage -- a benefit which
averages $2,500 per year. This is a substantial 1loss which is
not compensated for by the ALB progranm. The amount of lost

federal Medicaid benefits to these 314 individuals 1is only
$413,847 for FY 1986. The state could therefore compensate for

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

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

The committee proposal would, however, probably benefi
existing nursing home residents. Under the Dbill, person*®
residing 1in a nursing home are ineligible to receive the ALB.
This exclusion, the committee believes, 1is consistent with and
furthers the intent of the ALB program. Its effect is to benefit
existing nursing home residents who will lose access to the $250
a month ALB, but at the same time will retain their eligibility

for $50,000 per year nursing home payments.

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

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

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

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

program which phases out general obligations after the turn of

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

Second, some-options envision higher immediate investment in

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

looking at total expenditures over the life of each alternative.

Chart 1 indicates the costs of making- continued ALB payments

under four alternatives. This chart assumes that -- whatever
program 1is chosen -- an escalation 1in the ALB payment will be
made as the years go by. As the chart indicates, the cost of
continuing the current, expanded ALB program 1is prohibitive. The

second option, the "Annuity Program,” reflects the committee bill
without grandfathering Alaska®s existing elderly. Under this
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option, in order to receive the target amount, existing elLce.

would be required to forego their permanent fund dividends.

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

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

Assuming that the legislature provides a 3Z per annum
increase in the ALB payment, the ALB <costs of the options
considered are as follows:

Chart 1

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

Nominal $ Constant $ Present
Value 14/

Current Law 13,087 2,501 1,393
Annuity Program 964 605 496
Annuity Program

w/1986 Stairstep 1,290 735 584
Stairstep 1,455 745 577
Means Test N/A N/A N/A
14/ The term "Nominal S" is self-explanatory. The tern
Constant $" refers to costs expressed in 19S6 dollars --
assuming 67. annual inflation. The term "Present Value" refers to

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

escalator, the ALB costs of the option would be:

Chart 2

ALB COSTS THROUGH FY 2034
WITHOUT ESCALATION (in millions)

Nominal $ Constant S Present Value
Current Law 5,419 1,391 880
Annuity Program 619 432 369
Annuity Program
w/1986 Stairstep 864 539 444
Stairstep 1,040 586 470
Means Test 3,199 945.9 634.9

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

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

"front load payments"” under those assumptions -- with and without
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che grandfathering of existing recipients are reflected ir
Chart 3.

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

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

Chart 3

EFFECT OF 3-YEAR FRONT LOADING
(in millions)

Nominal $ Constant $ Present Value

Annuity Program (32! Esc.)

Front-Load Payments 113 101 96
(ALB Savings) (126) (69) (31)
Net Cost (Savings) "(13) ~3T77” 65

Annuity Program (No Esc.)

Front-Load Payments 113 101 96
(ALB Savings) (91) (57) (46)
Net Cost (Savings) 22 44" 50

Annuity & 1986 Stairstep (37. Esc.)

Front-Load Payments 79 71 67
(ALB Savings) (82) (41) (31)
Net Cost (Savings) ©) 30 36

Annuity & 1986 Stairstep (No Esc.)

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

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

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

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

It is difficult to predictthe number of elderly who would
actually turn to state welfareassistance if and when the ALB
program were terminated. Currently, one out of every 2.65
income-eligible ALB recipients actually applies for O0AA. Under
the "moderate low" scenario of Chart 4, one half of those elderly
would apply for O0QAA. Under the"moderate high™ scenario,
two-thirds of the eligible elderly would apply for assistance
once che bonus program were terminated. Cumulative costs, 15/
in increased OAA and Medicaid benefits, through the year 2010

under these two scenarios are as follows:

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

INCREASED CAA/MEDICAID COSTS THROUGH 2010
(in millions)

Moderate Low Moderate High
81.3 150.2

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

Finally, the committee looked at the cost of various options

after 1999. As noted previously, it hasbeen a goal of the

dollar costs.

16/ Thus under stairstepping,a personturning 65 1in 1991 would

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

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

which would be incurred in the 21st century:

Chart 5
COSTS INCURRED AFTER YEAR 1999
(in millions: Nominal %)

3Z Escalation
Annuity Program 69.9
Annuity Program

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

w/1986 Stairstep 128.4
Stairstep 291
Means Test 2,486.2

The Benefit Concept®s Proposal

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

and the return from that investment is estimated to be sufficient



to make the declining longevity bonus payments required under the
committee"s annuity approach. 17/

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

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

limit 1its choices to the low risk alternatives considered by

17/ Subject to available funds, the state could "endow™ any
program by 1investing enough cash to produce the revenue to pay
the costs of the program. Indeed, the concept of "endowment" 1is
implicit in the "present value™ calculations made by the Office
of Management and Budget for the longevity bonus alternatives
analyzed. Two points deserve attention. First, 1in order to
avoid dedicated fund problems, the income from any such
investment would be deposited in the general fund, and subject to
annual appropriation to pay program costs. Second, the
assumptions used by Benefits Concepts in making their cost
estimates differ in two important respects from the assumptions
used by OMB. Benefit Concepts used different population
projections, and assumed a different interest environment. Both
these differences wunderstate the cost of their proposal when
compared with programs using OMB -estimates. The committee,
therefore, cautions against direct cost comparisons.
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Benefit Concepts, but should also examine other investment:
options; and (3) the primary advantage of the SPL approach over
other low risk 1investments 1is the substantial tax advantage

available to some insurance companies in providing this type of

policy. Thete tax advantages are under scrutiny by the federal
Treasury Department, and could well be eliminated through
revisions to the Internal Revenue Code 1in the- near future. It

would be likely that an insurance company would insist on passing
any tax changes through to the policy holder, thus removing the
advantage of this type of investment.

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

financial experts.

The Alaska Pioneersl Home

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

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

resided in Alaska for 15 consecutive years, or 30 total years, 1in
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order to be eligible for admission co che homes. Plainly, that
requirement raises substantial constitutional questions.

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

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

avoided.

Conclusion
The undersigned members of the committee respectfully

recommend that the [legislature consider and enact the annuity
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(/<™usi (lea* 7

Senator Bill Ray// ulga T.”~Sceger
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JAN 12 1S85

IN THE 3Y

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

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

(2 it is appropriate that individuals save for their own retire—
ment, and it i3 also appropriate that the state establish both means and
incentives for Alaska residents to set aside retirement funds. According —
ly, it is a purpose of this legislation to create an annuity program, and
to encourage Alaskans to participate in that program by authorizing general
fund supplements which would result in annuity payments which are larger
than an individual could earn through private investment of the permanent
fund dividend;

(3 many retired Alaskans have made their retirement plans in
reliance on the availability of both the existing longevity bonus and the
permanent fund dividend. Accordingly, the legislature finds that it 1is

appropriate to continue both those programs for these individuals;



(4) the most suitable source of funds for the annuity program
created by this Act are those permanent fund earnings currently distributed
a3 dividends. This Act applies the annual permanent fund dividend of
younger Alaskans to annuity accounts unless the individual alternatively
elects to receive cash. In so doing, this Act will promote wise
stewardship of the permanent fund by giving each participant a direct
financial stake in its long-term profitability; and

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

* Sec. 2. AS 43.23.005 is amended to ,vead:
(c) A parent, guardian, or other authorized representative may
claim a permanent fund dividend on behalf of an unemancipated minor or
on behalf of an incompetent individual who 1is eligible to receive a
dividend [PAYMENT] under this section.
* Sec. 3.AS 43.23.005 is amended by adding a newsubsection to read:
(©)) A person who 1is eligible to receive a permanent fund divi—
dend under this section, or who i3 authorized to claim a dividend on
behalf of another under (c) of this section, may elect to receive cash
in lieu of an annuity share. Alternatively, a person may elect to
receive not less them 25 percent of his dividend in cash and the
remainder as an annuity credit. A person exempt under AS 47.45.015(b)
will aZTjmatically *r;?«ive cash without the necessity of election.
* Sec. 4. AS 43.23.015 is amended to read:
Sec. 43.23.015. APPLICATION AND PROOF OF ELIGIBILITY. @ The
commissioner shall adopt regulations under the Administrative
Procedure Act (AS 44.62) establishing the process for determining che

eligibility of individuals for permanent fund dividends. The



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

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

1 certify that

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

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

I understand that a false claim of residency to obtain a
permanent .fund dividend for myself or for another 1is a criminal
offense and that if convicted 1 will forfeit future permanent fund
dividends and that I will 1lose or mu3t repay ail permanent fund
dividends that have been credited or paid to me, including anv accrued
interest in mv annuity account, t understand that this penalty 1is in

addition to any criminal penalties imposed.

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

personally sign the application for permanent fund dividends,



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

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

(e Xf a public agency claims a cash [PERMANENT FUND] dividend
on behalf of an individual wunder (i) of this section, the public
agency shall hold the dividend in trust for the individual. Money
held in trust wunder this subsection shall be invested by the
commissioner in accordance with AS 37.10.070.

() A minor or an incompetent individual may not maintain a
claim against the 3tate or any officer or employee of the state base.
either on the manner in which the parent, guardian, or authorize,
representative other than a public agency of the state managed or
disposed of permanent fund dividends received on behalf of the minor
or incompetent, or any election made or not made on that individual's
behalf under AS 43.23.005(d).

() If an individual is aggrieved by a decision of the
department determining the individual®s eligibility for a permanent
fund dividend or the individual'3 authority to claim a permanent fund
dividend on behalf of another, the individual may appeal that decision
to the superior court in accordance with AS 44.62.560. An appeal
under thi3 section does not entitle the aggrieved individual to a
trial de novo. The appeal shall be based on the record of the
administrative proceeding from which appeal is taken and the scope of
the appeal is limited to matters contained in the record of the

administrative proceeding.



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

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

Sec. 5. AS 43.23.035 i3 amended to read:

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

() If the commissioner determines that a cash (PERMANENT FUND)
dividend should not have been claimed by or paid to an individual, the
commissioner may use all collection procedures or remedies available
for collection of taxes under thi3 title to recover the payment of a
permanent fund dividend that was improperly made. A notice of an
improperly paid dividend must be sent to the individual within 10
years after the improper payment. If notice is not sent within the
10-year period, proceedings may not be commenced in court for recovery
of the improper payment.

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

individual s annuity account for the amount wronclv credited. IT the



credit 1is the fault of the individual, the debit must be made within
10 vears. If the credit is the fault of the state, the debit must be
made within three years.
Sec. 6. AS 43.23.055 is amended to read:

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

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

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

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

(4) assist residents of the state, particularly in rural
areas, who because of Jlanguage, disability, or 1inaccessibility to
public transportation need assistance to establish eligibility and to
apply for permanent fund dividends; and

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

and administer the annuity orccram.



* Sec. 7. AS 43.23.065 1is amended to read:

Sec. 43.23.065. EXEMPTION OF PERMANENT FUND DIVIDENDS. (@
Fifty percent of a cash payment received under AS 43.23.005(d) [THE
ANNUAL PERMANENT FUND DIVIDEND PAYABLE TO AN INDIVIDUAL) is exempt
from levy, execution, garnishment, attachment, or any other remedy for
the ~collectio/i of debt. This exemption applies to an eligible
individual®s permanent fund divident.” both before and after payment is
made to the individual. An exemption i3 not available wunder this
section for ca3h payments [PERMANENT FUND DIVIDENDS) taken to satisfy
(D) child support obligations required by court order or decision of
the child support enforcement agency under AS 47.23.140 - 47.23.220;
(2 a debt owed by an eligible individual to an agency of the state,
unless the debt is contested and an appeal 1is pending, or the time
lim.it for filing an appeal has not expired, or (3) court ordered
restitution under AS 12.55.045 - 12.55.051 or AS 12.55.100. A child
support obligation under (1) of this section has priority over a debt
owed to an agency of the state, and a permanent fund dividend may not
be taken to satisfy a debt under (2) of this section until any portion
of the dividend necessary to satisfy a child support obligation has
been taken.

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

(©) The courts of this state mav, as a condition of anv civil iudoment
or restitution order under AS 12.55.045 - 12.55.051 or AS 12.55.100,
require the defendant to take his or her oermanent fund dividend in
cash.

r. 8. AS 43.23.075 1is amended to read:



Sec. 43.23.075. ELIGIBILITY FOR PUBLIC ASSISTANCE. (©) In
determining the eligibility of an individual under a public assistance
program administered by the Department of Health and Social Services
in which eligibility for assistance 1is based on financial need, the
Department of Health and Social Services may not consider a permanent
fund dividend as income or resources received by the recipient of
public assistance or. by a member of the recipient®s household unless
required to do so by federal law or regulation. The Department of
Health and Social Services shall notify all recipients of public
assistance of the effects of (RECEIVING1 a permanent fund dividend
credit or cash payment.

() An individual who 1is denied medical assistance under 42
U.S.C. 1396 - 1396p (Social Security Act, Title XIX) solely because
of the <credit or receipt of a permanent fund dividend by the
individual or by a member of the individual'3 household is eligible
for state-funded medical assistance under the general relief
assistance program (AS 47.25.120 - 47.25.300). The individual is
entitled to receive, for a period not to exceed four months, the same
level of madical assistance as the individual would have received
under 42 U.S.C. 1396 - 1396p (Social Security Act, Title XIX) had
there been no permanent fund dividend program.

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

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



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

CHAPTER 16: ANNUITY PROGRAM

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

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

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

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

(3) The credit for persons over the age of 35 is the base
amount, 1increased for each year of age over 35 up to and including the
age of 65. The incremental increase for each year of age is a
percentage over the credit for the prior year of age. That percentage
shall be established with due regard for historical and projected

permanent fund returns on investment;



() If a person elects to receive a portion of his div
in cash under AS 43.23.005(d), the allocation to which he 1is otherwise
entitled will be proportionately reduced.

©) Money in the annuity investment fund shall be invested by
the commissioner of revenue in investments authorized under
AS 39.35.110. The commissioner of administration shall credit
individual annuity accounts with earnings at a rate equal to the rate
of interest earned by the annuity investment fund.

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

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

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

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

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

37. 16.030.

-10



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

(b) An annuity under this section is a monthly payment during
the life of the annuitant. The amount of the monthly payment shall be
based upon the principal and accrued interest in the person®s annuity
account and shall be paid in the form of a straight life annuity. The
size of the annuity may net vary on account of sex.

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

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

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

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

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

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

Sec. 11. AS 47.45.010(a) 1is amended to read:
(@ A person who 1is 65 years of age or over, who resides 1in

state for at least one year immediately preceding application for a

the



longevity bonus under this chapter may apply to the commissioner of
administration for qualification to receive a monthly bonus [OF $250J.
Sec. 12. AS 47.45 is amended by adding a newsectionto read:

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

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

Sec. 13. AS 47.45.070 13 amended to read:

Sec.47.45.070. UNQUALIFIED PERSONS. An unqualified person i,
one who

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

(2) meets the age and residence requirements of thi3 chapter but
either i3 confined in a state or federal mental health institution or
facility and "s certified by the state as unable to manage personal
affairs, or resides in a nursing home as that term is defined 1in AS
08.70.180 (5); however, if that person, at the time of commitment or
commencement of residence, provided the principal support of a spouse,
the commissioner of administration may determine to pay the confined
person®s bonus to the person®s spouse until the spouse 1is qualified
for a bonus;

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

upon the conferral of apardon, parole or probation,the person may

ILII



make application? confinement outside che state shall be considered as
residence in the state if a person was convicted and sentenced from a
court in Alaska; revocation of parole or probation shall be cause for
immediate disqualification until release from confinement is acain
effected;
(4) voluntarily leaves the state and remains absent from the
state for a continuous period of more than 180 days.
* Sec. 14. Section 11, ch. 38, SLA 1984 is amended to read:
Sec. 1.1. Sections 7 and 9 of this [THIS] Act [AND AS 47.4S] are
repealed June 30, 1985.
* Sec. 15. AS 43.23.045(c) 1is repealed.
¢Sec. 16. Thi3 Act applies only to permanent fund dividends for years
beginning after December 31, 1985.

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

On June L4, 1982, che Unicad Scaces Supreme Courc ruled
chac che cumuLacive residency requirements of AlLaska®s pecnanenc
fund dividend discribucion program violaced che Equal Proceccion
Clause of che Uniced Scacas Ccnscicution. ™ Shore!/Z cheraafcar,
AlLaska"s Longevicy 3onus ("AL3") Program was challenged on equal
procaccion grounds. 2 On Augusc 9, 1932, <che Deparcmenc of Law,
wich che approval of che AlLaska LagisLacive Council, encered inco
a scipulacion in <che Vesc case which stayed all proceedings
pending adjournmenc of <chis legislative session, in order co
afcord che legislacure an * oppdrtunicy to rad'd'ress che
conscicutional problems with che existing program.

The purpose of chis report 1is to analyze some 10 opcions
available to che legislature in amending <che Alaska Longevicy
Bonus Program. This report 1is a first step in a process which
must be compleced by che end of chis session. As subparcs (C) and
(D) of chis section discuss, che Likely consequence of failLing co
enact remedial legislation chis session is chac che AL3 progranm
will be judicially terminated.

A. Description Of The Longevity Bonus Program

Predecessors of che exiscing AL3 program can be traced to
1915. In chac year, che Terricorial Legislature authorized a

monthly allowance of $12.50 for needy elderly Alaskans of 10 years

1-Zobe! v. VilLiams, 72 L. Ed. 2nd 672 (1982)

-"/esc v. Shafer, 1 JU-32-LL03 Civ. (Isc Jud. Disc., L982)



residency who <chose noc co encer <che newly-created Pioneers
Hor.es .~ The ~currenc program was enacced in L972~ as a rasul
of lasislLacion introduced by Senators 3ucroviah and 3,ay.3 Quit

unlike the "need-based"” focus of 1its predecessors, the 197

legislation was to:

provide all Jlaw-abiding AlLaskans capable of
managing their own affairs who have maintained a
domicile in che scace for ac least 23 years and
have reached a retirement age of 55, an incentive
to concinue wunincerrupcad resiaency 1in che state.
Under no circumstances shall chis chapcer be
considered a form, cype, or manner, of* public
relief. The bonuses made wunder chis chapcer are
noc predicated on need even though they may appear
co provide supplemental income to some qualified
persons who would otherwise be Tforced <co become
responsibilities of che scace. The Legislature
further finds and scares chac chis legislation
recognizes che economic hardships suffered by many
elderly Alaskans, ALaskans who Chrough Cheir
cenacicy and perseverance molded Alaska as we know
ic chrough skilLful application of cheir Calencs.
These pioneers are che same Alaskans who, 1in Che
prime of cheir life, were in effect creaced as
second class citizens by Che federal government
and who paid much of cheir hard earned income co a
government in which they did noc have che righc co
pareicipace chrough che power of Che oalloc. The
Legislature also is aware of che face chac many of
Chese pioneers have been forced co Live ouc cheir
reciremenc years 1in areas far away from che land

Chev loved and nurtured and thereby also
suffering, in many cases,. ,che 1loss of Tfamilial
relationship wich cheir own kin, an experience

chac is sad and frustrating co chem as welLl as
depriving new generacions of Alaskans Che benefic
of cheir wisdom and experience. This legislLacion
hopefully will prov iae our pioneers wich che
economic means co remain in and concinue Co serve
cheir scace and co enjoy the opporcunicy of aiding

-Chapter b”~, 3"LA 1915.

AChapcer 205, SLA 1972; AS 17.L5.010 ec. sea.

NS3 211, 7ch Leg., 2nd Sess.



years,

che new Alaskan in making che scace cruly "The
Gcaac Land.™ 51, Ch. 205, SLA 1972.

The* AL3 program, Chen, has several purposes:

1. providing an incencive cor a parcicularclass of
senior cicizens co remain 1in che scace;

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

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

4. compensacing for pasc hardships suffered by
Alaska®"s pioneers; and

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

Originally, Che bonus was$1Q0 pec monch. Over che

che amounc has graduallyincreased co 1ics currane $250

per monch.” A person is eligible for a bonus if"he or she:

more

reeurns.

1. is 65 years of age or older;

2. was "domiciled in <che Cerricory” on or before
January 3, 1959; and

3. has been concinuousLy domiciled 1in Che scace for 25
years.7

Addicionally, 1if a person 1is absenc from che scace for

chan 30 days, he will noc receive anochec bonus uncil he

AS 47.45.030. If che,person is absenc for a

concinuous period in excess of 180 days, he 1is ineligible for a

bonus for che nexc 12 calendar monchs following his reCurn. 1Id.

A"Chapcer 13, SLA 1981

TAS 47.45.010



11
elf

Exceptions are r.303 if che absence "is beyond che ccncrol a: che

o N

raC ’Dl]JH=°1. »& e
The Longevity bonus is caxable under che Incarr.al

Revenue “Code. However, ic 1is alinosc universally excluded in

calculacir.g income eligibility for scace and federal ass iseanee

3
programs .

3. The Individuals Covered 3v The Alaska uoncevicv

3cnus ?rcaran.

There are currencLy some 9,425 AlLaskans receiving some
323.4 million in Longevicy bonus pavmencs. Sketching an
accurace porcraic of che scace"s AL3 recipier.es 1is difficult,
because che AL3 applicacion form requires LiccLe personal

infornacion. In 1975, che AlLaska Deparccienc of Healch and

a
Social Services conducced a random survey of AL3 recipiencs,

and, in conjunccion wich che Vesc

AUnder 42U.S.C. 51332(a) (b) (2) (3) , which governs
eligibilicy for federal Supplemencal Security Income, and
reference also ccncrols ocher federal programs such as Medicaid
and energy assistance, che following is excluded from che
definition of income:

"monthly (or ocher periodic) payments received by
any individual under a program established prior
Co July 1, 1973, if such payments ace made by che
Scace of which che individual receiving such

payments 1is a resident, and if eligibilicy of any
individual for such paymencs 1is noc based on need
and is based solLely on attainment of age 63 and

duration of residence is such scace by such
ind ividual."”

-"Alaska Longevicy Sonus Impact Survey," Alaska
Deparcmenc of Healch and Social Services (1976)
(hereinafter "AL3 Survey)



secclemenc, che Department of Law conducted a non-candom survey
of some L,396 participants .

From chose surveys, ic isapparent chac a Large
percencage of AL3 recipiencs are Alaska Natives |living 1in rural
areas or che scace.lc Moreovec, and in Jlarge pare because of
che 1ineligibilicy of many rural residents for social security,
che longevicy bonus is often che primary source of income for
rural residents. For example, 41% of che elderly in Souchwesr.
Alaska, and 657. in Northwest Alaska, rely on che longevicy bonus
as cheir primary source of income.”

Available evidence suggests chac a large percencage of

AL3 recipiencs have incomes only marginalLy above Che current

stacewelLfare assistance levelof  $546 " per mooch. The
Department of Law"s 1982 survey -- which was skewed coward che
more needy recipiencs of che AL3 — found chac81.47. of che

1,395 recipiencs sampled hadmonthly incomes of $750 or |less.

The 1976 AL3 survey found chac half of Che ALB recipiencs had a

monthly 1income, "including chac of cheir soousr,"” of under $500

per monch. 12 Anocher

LO[n 1976, 41% of che ALB recipiencs 1lived in rural areas
Che scace and 24.17. were Alaska Natives. ALB Survey ac 14-15.

AMADN Assessmenc of che Scacus and Needs of Alaska"s
Elderly,” Depaccmenc of Sociology, Collage of Arcs & Sciences,

Uni*-8rsicy of Alaska (1981) (hereinafter "Assessmenc.")

12.\L3 Survey, o00. cic. n. 9 ac 18-19.



AA™, had ir.ccr.ss of Less chan S1, 000 pec r.onch. A L931
Lhiversicy of Alaska survey indicated chac roughly half of
Alaska®s elderly had monchly 1incomes of less chan 5300.00.!'t’
The 1976 AL3 survey suggests chac, in Lighc of che nigr.
percencage of bonus recip-iencs in che 65-70 age group, che bonus
has had a nacecial effecc 1in allowing aide- citizens co remain

14 . .
irr che scace arcer reccremenc. . The reporc also indicates

chac che AL3 pcogram has allowed a significanc percencage of che
elderly Co camain off various public assiscar.ce programs --
including food scamps and scace 0ld Age Assiscance.

One significanc characceriscic of Alaska®s elderly in
general warrancs noce -- one chac will become auice significanc
in our analysis of alcernacives. OnLy 107. of Alaska"s elderly
have resided in che scace for 10 years or Less.16

C. The effects of Zobel And Vesc On The AL3 Program.

In reviewing che 1972 Legislacion creacing Che
Longevicy 3onus Program, Che Depaccmanc of Law concluded chac
" che clLassificacion pradicaced upon being domiciled in Che
cerricory on or before January 3, L959, bears LiccLe, if any,

racionalL relacionship Co .any Legicimace JlegisLacive purpose

which chis bill 1is conceivably designed co serve and chus 1is 1in

"Assessmenc, of. cic. n. LL ac 31.

I"AL3 Survey, o0o0. cic. n. 9 ac L2.

ac 10, 13.



aLL probability unconscicucianal."?

Nonetheless. che AL3 progranm remained unchallenged
uncil 1932, following che U.S. Supreme Court®"s decision in Zobel
v. Williams (hereafcec "Zobel 111"™) .~

The law in 1issue- in Zobel 1lit (AS 43.23.010 ec. sea.)
provided cor <che distribution of a permanenc fund dividend of
350.00 for each year of accumulaced Alaska residency. The Court
ruled, 3-1, <chac <che <cumulacive residency requirement of che
program was noc racionally related co che goals of the stacuce
-- a ruling which 1is discussed 1in more decail 1in section 11(A),
DOS£.

The permanenc dividend fund discribucion program, in
part, was intended co reward Alaskans for prior concribucions to
che scace, a goal which: L) chree justices believed was
constitucionally impermissible; 19 and (2) five juscices
believed was a permissible goal, but was noc racionally

furthered by a scheme

“Memorandum, Havelock <co Egan, Re: FCCS HCS CSSS 211 ac 17
(June 29, 1972).

Aln Williams v. Zooel, 519 P 2d 422 (Alaska 1980) ("Zobel
Iy, che Alaska Supreme Courc 1invalidated che state®"s graduated

personal 1income tax repeal. In Williams v. Zobel. 619 P.2d 448
(Alaska 1930) ("Zobel I1"). che court upneld the cumulacive
residency requirement 0: Alaska“®s permanenc fund dividend
discribucion plan — a ruling reversed by <che 0.3. Supreme Courc

in Zobel 111.

NQoinion of che Courc, 72 L. Ed. 2nd at 679.



whicn aZ33rded divider.es solely on che oasis or residency.,’kp

Beycr.d che ruling of che case, che various opinions --
pareicularLy <chose of che concurring jJjuscicas -- are vrich in
forbocing language suggescir.g chac any duracional residency
requiramane nay receive ""incensified scrucinyI by che Courc, and
will be juscified only 1in "rare””’circuns cances .

As is nore fully discussed in Parc 11(A), oosr, che
i.npacc of che Zobe l decision upon che AL3 program was apparenc.
Two najor goals of <che exiscing AL3 program are co reward
eLcerly AlLaskans for cheir p-cior <-eoncribueions, and co
comper.sace for pasc hardships and suffering -- ends which are
implemented by a duracional residency requiremenc more severe
chan chac ac issue in Zooal. A challenge cc che AL3 program was
noc long iIn coming. On JuLy 6, 1932, one Rodney G. Vesc
chaLlengec che AL3 program 1in Superior Courc in Juneau.22 Mr.
7esc is an elderly Alaskan whose residency in che scace
commenced chree nonchs afcer scacehood. His complainc soughc
declaracory and injunccive relief scriking che duraciora! and
scacenood residency requiremencs of che ace.

The Scace X response was colored by 8§82 of che

LegisLacion, which provided, incer alia, chac:

"=="3x 3rennan conc., 72 L. Ed.2nd ac 534: O0"Connor conc.,
L. Ed. 2nd ac 535.

21-Ecenr.an conc., 72 L. Ed. 2nd ac 531, 584.

2-3ee n. 2, ance.

72



"if any provision of chis acc, or che applieacion
of a provision of mis acc co any person or
circunscance is held invalid, chis encire acc
shall be considered invalid."”

As che Deparcr.enc of Law explained in reviewing che

1972 law:

"lIc 1is clear chac che incenc of che Legislacura
expressed in Seccion 2 of che bill is co forescall
che possibilLicy chac a parcial declaracion of
unconscicucionalicy would resulc 1in broadening che
coverage of che bill co included add ic ional
cLauses. This would be che case, for example, if
eicher che 25 year waicing period requiremenc or
che January 3, 1959 cucoff dace were declared

invalid, and che bill ,was expressly or implied!;/
severable."23

Thus, 1invalLidacion of che Longevicy 3onus Program would
resulc noc 1in expanding che number of AL3 recipiencs, buc racher
in che abrupc cerminacion of che encire program.

Facing <chac grim probabilLicy, che Scace, wich che
approval of che Alaska Legislacive Council, encered inco an
agreemenc wich Vesc, a copy of which 1is accached as Appendix A.

The essence of che agreemenc 1is as follows:

L. Proceedings in che Vesc <case ace scayed
chrough che conclusion of chis legislative
session. Because Chac case has been subsequencly

ceccified as a class accion,2”™ exiscing ALB
recipiencs are noc in jeopardy ac Jlease chrough
adjournmenc of chis session;

2. The Alaska Lagislacive Council promised co use
ics "besc effoccs™ <co secure che enacemenc of
legislacion which creaced equally "all persons 55
years or older as of July 1, 1932, who have been
bona fide AlLaska <cesidencs Tfor ac Jlease one year
p:1o: co chac dace";

queifxgnz Class and Direccing Mocice <“co Class

-10-



3. tf LegislLacion of chis sore wees enacrad cnis
sass :or., the sulc woulij oa cesmissad?* arc

N Pvecczniring chac eha Council could r.oc bir.d

eha LegisLacura. 1if Legislation 1is r.oc enacrec,

Mr. Vase nay pursua his casa, wich che peccable

rasulr chac cha pro-gramwill be terminaceo.

Thera ara chrae aspects of che sactlaner.r which warrant
noca. First. ooviouslLy, ara cha severe <cime conscraincs -under

which cha LagislLacure is operating. Second, chera Is cha

seccLamar.c *s incaneionally broao Liemus cesc of accapcabla

legislation. ALL che LegisLacura naad do 1is craac all eldarlLy,
one-year Alaskan rasidancs "equally." Tha scandard could be mac
by any number of opcions, including repeal of cha progranm.

Third, chera is che inescapable financial impacc of che
seceLamer.c icsalf.In order co craac al.L elderly ALaskans who
were one-year res idancs as of July |[I. 1932 equalLly, 1ic will be
necessary co fund recroaccive Longa"/icy bonus payments under che
exiscing program coche some 3,300 elderly Alaskans who would
have qualified. The necessary recroaccive aporopriacion is
approximacely SLL.4 million.

Of ~course, che Legislature icseLf is noc “"bound" co
pass any parciculLar kindof Legislation, or any Leg"islacion or
appropriacion ac all. Whilea "besc efforts™ clause is
enforceable, <chac oolLigacion runs onLy co che Alaska Legislative
Council, which has already demonscraced boch gocd faith and

diligence 1in accempcing co meec che obligacions of che order and

seer Lamer.c.



D. Scare And Ineep.: 1f This Report.

The purpose of chis report: is noc ro recommenc
particular amer.cmencs to che Alaska Longevicy Bonus Program. As
.Section Il, oosc makes plain, any "cecommendac ion" 1is a function

of che goals which che legislature seeks to achieve chrough chis
exercise.

Racher, che goal of <chis reporc is co assemble a
comprehensive list of alternatives proposed by various

incerescad parties, and co analyte che alternatives in lighc of:

1. conscicucional conscraincs;

2. fiscal 1impaccs;

3. practicability; and

4. che effecc of any changes on che elderly”"s

?
eligibilicy for ocher programs.'C

In developing a lisc of alternatives, chis reporc has
included five opcions examined by che Sheffield Administration,
and five alternatives developed by ch.e authors of chis reporc.
The informacion presented wich respecc Co each opcion is
incended <co be sufficient for a threshold decerninacion of
feasibility. .The report attempts- to anticipate the major
;}oblems and issues surrounding each opcion; however, it 1is noc
incended to exhaust che details of every proposal.

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

Senace Judiciary Commiccee®"s preliminary indication of

-~See Section 11.(C) nose.

-12-



or

three

or imarv notions. e wil ".en oreoare

legislation ana a detailed analysis of <che primary opcions.

Unde

Ly ooi co make an "all or noching" choice

chree

in turn

-;eeks, depending on che opcions chosen

Alternatives Included In This P.eoorc
The opcions included 1in chis reporc, which are analyzed

in Section 111, are:

1. expand che Alaska Longevicy 3onus Program co
induce alL elderly Alaskans wich one-year®"s residency;

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

3. phase ouc che Alaska Longevicy 3onus Program by
gradually reducing benefics, while concampora®neous ly
raising che eligibility limics for general scace
assiscance;

4. providing a minimal base payment under che Alaska
Longevicy 3onus Program based solely on one-year's
residency, wich supplemental payments made on Che basis
of need;

3. phase out che Alaska Longevicy 3onus Program by
increasing che age eligibilicy each year;

6. creace an annuity plan, wich <che annuity corpus

consisting of permanenc fund discribucions. This

opcion would necessitate a cransicion pcogram for chose
persons 40 years and older;

-13-



7. fund che Alaska Longevity Bonus Program chrougn a
"pay as you go" socialL security syscem. funded by
approximately 23"  of che exiscing permanenc fund
dividend discr ibi.cions ;

3. replacing che Alaska Longevicy 3onus Program wich a
comprehensive healch insurance program for sLderly
ALaskans;

9. condition eligibilicy for a Longevicy bonus upon a
demonscracion of hardship which woulLd be suffered by
being unable co concinue Alaska residency; and

10. open Che Alaska Longevicy Bonus Program co ail
one-year residents, and cerminace che program -- giving
FY 1934 recipients a grandfacher righc <co concinuec
bonuses.

1. CONSTRAINTS ON THE CHOICE OF OPTIONS

There ara four basic consideracions in choosing a
package of amendmencs <co che Alaska Longevicy 3onus Program.
The purpose of chis seccion 1is co provide an overview of che
conscraincs and policy choices which should play a role in chis
commiccee™s decision.

A. Constitutional Conscraincs.

The obvious and primary conscrainc on any sec of
amendmencs co che Alaska Longevicy Bonus Program lies in Che
equal procaccion clauses of che Uniced Scaces (Amendment L4) and
Alaska (Acc. I, 81) constitutions. The existing Alaska
Longevicy Bonus Program discriminates between @Alaska residents
based on their duration of residency; moreover, all of the
alternatives considered by chis report involve some duracional

residency requirement.

-14-



Unaec boch the federal anc Alaska <consdcudons , a
duracional residency recuicement which ccncirions or denies
either 3 "funcarencal righc" or a "basic necessity of life" s

valid only if cne discriminacion is necessary co further a

compelling scace 1incarasc. Zobel 11, 5L? ?.2d ac 443; Hamorial
Hosoical V. H.aricooa Coun.cv, 415 U.S. 250, 259 (1574).
"Fundamental righcs"” involve such =chi.ngs as vocing,2° while

*

) L . N ) ) 9
"basic necessities of life" include basic medical care¥ anc

we lcare.23

The so called "right co crave!"™ -- which any duracional
residency recuiramenc arguablLe affects — is noc a Tfundamental
righc aucomacically criggering <che <compelling scace inceresc
cesc. Zobel 11, 619 ?.2d ac 425-426, Zobel 111, 72 L.Zd. 2nd ac

677-673.25

We are confident 1in concluding chac Jlongevicy bonus is

noc a "basic necessity of life." The program 1is noc welfare --
ic Is r.oc based on need. Basic indigene assistance -- including
boch 1income supplemencs and Medicaid -- are available co che

260unn v. Blumscein, 405 U.S. 330 (1972).

~""Memorial Hospital v. Maricopa Councy, 415 U.S. 450 (1974).
2"Shapiro v. Thompson, 394 U.S. 613 (1969).

2<*Cna of Che oddities of Justice 3rennan®s concurrence in
Zobel i was his view chac che "righc co Gravel" is a
"funcamenral™ righc (id. ac 632) -- although impairment of chac
righc by a duracional residency requirement should be cescea under
che referenda! "racionally relacea"™ scancard (see text, oosc) or
ac worse "intensified ... scrucinv." Id. ac 631.
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needy in chis scace. 1Q ..ie Longevicy bonus program seems more

akin co che permanenc fund dividend, which <che Alaska Supreme

Courc helLd in Zobel 11 was noc a "basic necessicy of Life." 519
?.2d ac --3. As che Courc of Appeals for che Ninch Circuic has
observed:

"Deprivacions which are onLy unconforcablLe are noc

enough, such as condicioning Lower cuicion ac

scace inscicucions of higher educacion upon a

one-year residency requiremenc."” Fisher V.

Reiser, 6L0 F.2d 529, 539 n. 5 (L9/9), carc.

aenlea UUl US 930.

Under che feaeral conscicucion, Chen, any duracional
residency requiremenc imposed by amendmencs <co che AL3 program
need only be ™"racionalLlLy vreLaced”™ <co a Legicimace governmencal
purpose. Zobel 111, 72L.Zd. 2nd ac 573. As" chis section will
discuss, howeverchac scandard is occasionally more deferencial
in ics cecms chan 1in 1ics applLicacion.

ConverselLy, under che Alaska Conscicucion, a duracional
residency requiremenc will wichscand -scruciny only if ic 1is
"fairly and subscancially relLaced"” co a Legicimace governmencal
purpose. Zobel I, 519P.2d ac ~27. The more che balance cips
in favor of Che individual, ;Che more necessary che
discriminacion muse be 1in order co further Che Law"s purpose. |Id.

From chese standards, che following ground rules can be

excracced from applicable case Law:

3Q0Sae Memorial Hosoic.il v. Mar icona Councv, 4L5 U.S. ac 251



Unques cicnablLy, che "Length of residence may be
=ysed co Case cha bona rides of cicizenship.” Zobe L 1. 72
L.Zd. 2s ac i'i'- (Brennan conc.). In ocher voces, che scaca r.ay,
by a curacional rasidancy raquiremenc, "make virtually cercair.
(chac cha recipiencs of che program are) bona fice residancs of

che scaca ..." VLandis v. kline. 4L2 "J.5. 44L, 453-454 (1973).

As a general ruLa, accocneys have assumed chac in cases
noc involving cha "compelling scaca incarasc" standard, a
one-year duracional residency requiremenc is permissible as a
presumpcion of domiciliary. See, Scams v. Malkerson. F. Supp.
325, 224 (Minn. 1970), af fd. mem. 401 U.S. 935  (1971).

Moreover, che Scace of Alaska has <caken che posicion chac in

cases involving eicher particularly accraccive benefics, or
particularly cransienc populacions, a duracional residency
requiremenc in eXcess of one year is constitutionally
permissible. See Motion Foe Summary Judgmenc, September 3,

1932, Andress V. Baxter. ec al., No. A32-3Q7 Civil, U.S.

District Courc, (D. Alaska 1982).

For che purposes of che Longevity Bonus Program, chere
are three reasons why ic makes little .sense <co attempt a
multi-year duracional residency requiremenc as a presumpcion of

domicilary. Firsc, che attempt would lack substantial
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precedential support. Second, itwould be concrary <co the
August 9, 1932 settlement in the 7est case. Finally, and as
noted previously, a duracional residency requiremenc would noc
begin co exclude significanc numbers of elderly AlLaskans wunless
ic was 1iIn excess of 10 years.

2. . DuracionalL residency requirements may be
permissible for reasons ocherchan presuming domiciliary,
aLrhough ac lease four jJustices of che Uniced Scaces Supreme
Courc believe chac chose sicuacions are "rare." Zobel 111, 72
L.Ed. 2nd ac 504.7~

/

Ac che oucsec, a scace cannot use a lengchly duracional
residency vrequiremenc co reward Jlong cine residencs for chair
prior concribucions co che scace. To a majoricy of che courc,
while che purpose icself 1is permissible, a duracional residency
requiremenc is irrationally Cailored <co chac goal -- a poinc

bluncly made by Juscice O0°"Connor 1in her concurrence:

"A  mulcicude of nacive Alaskans -- including
chilLdren and paupers --  may have failed co
conccibuce <co che" scace in che pasc. Yec che

scace does noc dock paupers for cheir prior
failures co concribuca, and 1ic awards every person
over che age of 13 dividends equalL co che number
of years chac person has [I%i'ved in Che scace." 72
L.Ed.2d ac 689.

The flip side of rewarding a person for prior
concribucions is compensacing a person for prior hardships.

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

310ne "rare" example <ciced by che four concurring juscices
was qualification of public office. Id.
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existing ALB program. If it is irrational to assume that all
long time residents "contributed” to the state, it may Dbe
equally irrational to assume that all long time residents

suffered substantial pasc haroship.

There is one universal hardship which -equates with

territorial residency -- the lack of franchise. It is
conceivable chac aLongevity Bonus Program intended to
compensate for chatlack of representation would be
constitutionally permissible. However, chac rationale would
only justify che January 3, 1959 residency requirement -- not

che 23-year continuous residency provision of che act.

A much closer quescion is posed by che program®"s goal
of allowing elderly Alaskans toremain 1in che scace who would
suffer particularly severe hardship if <chey were financially
required <co relocate. Justices Dimond and Macchews of che
Alaska Supreme Courc believe chis may be a consticucionally

permissible goal subscancially furthered by a duracional

residency requiremenc:

A a sCace Longevicy Bonus - requice(s)
Lengchy residency. 3och chose programs, however,
are apparently designed Co help <chose individuals
who would 1like <co recite 1in che scace buc cannoc
afford co do so because of che high cosc of
living. The scace mighc welLl wane co Limic che
benefics co chose chac would suffer che mosc
hardship by being forced co Leave, and ic seems
reasonable co suppose chac a long period oc
residency would be some indicia of close cies co
Alaska and che disrupcion chac leaving mighc
cause." Zobel 11 . 619 ?.2d ac 469 n. 13 (Dimond
dissencing;.



The Daparcmenc of Law, 1in face, has concluded chac che

Pioneers"® Hone may be ccnscicueionallLy dacensiblLe as a
o - - . 3n

reasonable means of accomplLishing precisely chis goal.

Indeed, one opcion considered in chisreporc would award

longevicy bonuses on che-basis of hardship caused by relocacion

whichin Cum wouLd be measured _in pare by Lengch of
residence. 3y making lengch of residency "some indicia"™ (61?
P.2d ac 767 of che hardsnip ofrelocacion, che opcion would
avoid che ir.ciccmenc of overbceaach which was facal co che

permanenc dividend fund discribucion program in Zobel 111.
Finally, as <co che AL3 program®s goalL of providing an
incer.cive for a specific subclass of AlLaska®"s elLderLy co remain
in che scace, che courcs in alLL Likelihood wouLd view chac
purpose as merely discriminacion for 1icsown sake. See Zobel
1, 72 L.Ed. 2nd ac 673-679. Presuming chac only long-cime
residencs have che requisica "wisdom and experience"™ <co warranc
subs idizacion is hardly Likely co impress che U.S. Supreme Courc.
B. Varying Goals of Several Lonzevicv Bonus Qocions. "°
There 1is a subscancial difference of opinion as co whac
an amended AL3 program shoulLd accomplish. As nocad previously,
che legisLacure may wish co recain one of che major goals of che

exiscing program -- alLLowing chose elderly @ich che clLosesc cies

co Alaska co concinue co Live here.

32i?32 Op. Accy. Gen. (November 26, L1932) ac 25.
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Alternatively, “he fiscal consequences a: cha various
alternatives r.ay be <che primary consideration. As previously
discussed, 1if Legislation 1in ronformicy wich che Vas~ sacc lament
is anactec, an accicionai 511 ml lion musc be appropriacad as
racroaccive bonus payments co July 1, 1982. Severs! of che
opcions which propose co phase ouc che program or which propose
a conversion co permanenc :unc earnings, ara parcialLly or
primarily diraccad ac chis anc.

The primary goal or <che Legislation may alLso be co
procecc chose currancly nosc dependent wupon che bonus. The
currar.c 0ld Age Assiscanca 1income Level 1is 5546.00 per nonch and
chera are approximacely 2,300 elderly Alaskans receiving scaca
assiscanca. Since che Longevicy bonus is noc included in che
calculation oc income cor scaca assistance, che ocaccical
consequence of a phase ouc or carninacion of Che program would
be co materially reduce Che available income of che poorasc
eLderly Alaskans. Moreover, as nocad in Section 1(3), ance,
chere are a large number of elderLy Alaskans who ara currencly
only marginally above che exiscing scace povercy level.

There are cwo opcions parcicularly sensitive Co Chis
goalL -- che phase ouc of che AL3 program 1in conjunccion wich a
correlative rise in scace assistance levels, and che opcion of

compensacing chose who woulLd suffer che mosc hardship by

relocac ion.
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With raspecc co chis goal, however, ic should Dbe
scressed chac <cha exiscing AL3 program has been purposefully
scurecured so as co noc be a "welfare program,” Precisely for
chac reason, che program is administered by <cha Department of
Administration, rather chan che Oeparcmenc of Health and Social
Services, and any conversion Co a "need-based" program will
undoubtedly offend che dignity of many elderly Alaskans.

Finally, chare 1is che possible goal of providing a long
term, stable bonus program which* frees che general fund fronm
increasing commitments. The annuity and scace social securicy
opcions are primarily direcced ag chis goal.

C. Consequential effects of Any Amendment To The

Longevity 3onus Program.

Any change to Che Longevicy Sonus Program may have two
consequences which must be considered: (1) <che continued
eligibility of AL3 recipiencs for ocher scace or federal
assistance programs; and (2) ca;< consequences on participants.

As noced in Section 1(A), anca, under federal Law che
ALB 1is excluded from che definition of "income" for many federal
assistance purposes. 33 As Long as.,any amendmencs co che ALB
program concinue Co base elLigibiLity "solely on attainment of
age 65 and duracion of residency,” and remain sufficiently
similar co che exiscing program so as co be fairly callLed "a

program established prior co JuLy I, 1973," che exempcion would

be retained.

33See n. 3, ante



Obviously, any material changes in eligibility

raqu iraments or srruecure of "The program raise cha ciak chac cha

new benafic will be included as "income,"” and many elderly
AlLassans will be Carolina cad from che applicable fadaral
program. The Deparcmenc of Healch and Social Services has
esc imac ed cha impacc3 from a loss of che Longevicy bonus
exclusion. Those escimaces appear ac Appendix 3 of chis reporc.

Ancicipacing che same problem wich permanenc func
dividends, che legislacure, in che L982 Special Session,

provided chac che scace would subscicuca Lose benefics for a

period of four months.” ObviouslLy, and co che excanc
possible, any amendmencs co che AL3 program shoulLd eicher be
caiiorad <co che exiscing excepcion, or falLL wichin anochar

separace scacucory income exclusion such as a '"need based"
paynenc.”

The cax consequences of amendmencs co che exiscing AL3
program become parciculLarly imporcanc wich raspecc co chis
reporc"s annuicy opcion -- which 1is creaced indecail 1in Saccion
I (?), dosc. Ac che oucsec, 1ic is sufficient co noce chac:

L. The exiscing Longevicy eonus program 1is caxed under
Che 1Incernal Revenue Code;

2. Any AL3 program which is based onneed, or could be
chacaccerized as a "socialL benefic progranm for che
prococion of che generalL welLfare," ~woulLd in all
LikeLihood noc be caxaa by che IRS; and”o

35See -2 U.S.C. 51332(a)(b)(5).

«/"See 13.S Revenue Rulings, 63 -136, 1963-2 C.3. L9; 63-2
1963-L C.3. 1-6; *2-3-0, L972-2 C.3. 3L; 73-170, L973-L C.3. 21.



3. On February 27, L98L, che |IncecnalL Revenue Service
ruled ch.3C dividends discribuced under che scace"3
prior permanenc dividend fund lagisLacion -- che
scacuce invalLidaced in Zobel.lll -- were caxable under
che Lncernal Revenue CoGe.-ii" While Che [IRS has yec
co rule on che exiscing dividend program, 1ic is likely
chac caxacion of <che permanenc fund dividend could be
deferred 1if 1ic 1is used co fund che annuicv or social
securicy opcions discussed in chis reporc.
1. DISCUSS ION* OF ALTERNATIVES

A. Expand ins The Class Of Alaska Lonsevicv Sonus

8.ecioiancs To Include All ElderlY Wich One-vgar®3

Res ider.cv.

There are currencly some 9,425 AlLaskans who. receive
bonuses cocallLy 323.23 milLlLicn. This proposal woulLd require
addicionalL appropriacions for (1) bonuses for an addicional
3,303 people; and (2) addicionalL clLerical supporc in che
Deparcmenc of Adminisctacion. The addicional coses would cocal
312 million in FY 1984, increasing Co 313./ million in FY
1933.33

These appropriacions are in addicion co Che $11.4
million recroaccive award required under che Vesc secclemenc.

The advancages of Chis opcion are cwo-fold. Firsc, ic
is one of che conscicucionally "safesc" opcions. Second, since
eligibilicy would remain dependenc on "duracion of residence”” --

albeic onLy one-year -- in all likelihood 1ic would fall wichin

che exiscing AL3 exclusion co federal assiscance programs.

3/1.13 Index Mos. 006L.40-00; 0451.20.00; 0102.00-00.

333eoar cmenc of Adminiscracion drafc fiscal noce, Janua
IL. 1953.



Add ic".anally, while CheorecicallLy any "one-year"
elderly Alaskan could cake advancage of chis progranm, che
demozraor. ica or aiasxa a elderly (see Seccicn 1(3), ar.ca) are
such chac <che primary beneficiar ies of Chia opcion would be
chose who have Lived 1in che scace from LO co 25 years. = /rec.-.ar
such a program would encourage in-migracion 1is probLlenacical.

In addicion co obvious fiscal aisadvancages, chis
aLcarnac ive would diLuce <che dignicy and recognicion accendanc
che currer.c bonus co cha poinc of non-reccgnicion.

E. Phase Ouc The Exiscir?- Lonzevicv Bonus Protean.

One of che opcions analyzed by che Sheffield
adniniscracion would phase ouc <che AL3 Program by reducing
benefics by 330.00 each year beginning wich FY 1934. 3y paying
$20Q.00 a mor.ch co 13,223 recipiencs racher <chan $250.00 co
9,425, <che nec increase co che program 1in FY 1934 would be $2.1
million. In fiscal year L935, however, when che bonus is
reduced co 5150.00, <chere will be a nec decrease of $8.7 million
in program coses.

This opcion has been unfavorably viewed by che
adminiscracion, and apparencly was prepared only as a poinc of
comparison. Despice ics fiscal benefics, cfte proposal proceccs
no one. The pooresc of Alaska®s .elderLy would suffer che nose.
Sinee, as discussed previously, Alaska longevicy bonuses are noc
counced 1in exiscing scace and federal assiscance 1income limics,

che needLy elderly person in Alaska receives, currencly, a
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subsidized mor.chly 1income of 554-5 for Old Age Assistance, plus

5250 from che AL3 program. This opcion would chus r.acerrally
reduce scace ass iscanca levels.
g C. Phase Ouc The Exiscir.o Longevity 3bnus Program
A Con cemoorar.eous Increase In Scace Assistance Levels.
The aoparenc "preferred" opcion ox many wich che
Sheffield adminiscracion 1is co gradually 1increase scace O0ld Age

Assiscance Levels while ac che same cime gradually decreasing

che amounc of <che Jlongevicy bonus. The program woulLd Ffunccion

in che following manner:

CHART L.
YEAR OLD AGE ASSISTANCE LEVEL ALASKA LONGEVITY 30NUS
cY 1933 5546 5250
FY 1934 S596 5200
FY 1935 5646 5150
FY L9936 5696 = 5100
FY L937 5746 5 50
FY L933 5796 5 0

In analyzing Che fiscalL impa“ccs of chis alcernacive,
assumpcions muse be made abouc how many elderly Alaskans will.
become eligible for 0ld Age Assiscance as Che OAA income level
increases, and how many of Che newly eligible will be inclined
co seek assiscance as Cheir longevicy bonus gradually diminishes.

Regardless of which assumpcions are used; che 1impaccs
upon che Longevicy bonus program, are, of course, idencical co

che "ohase ouc"™ obcCion. Those 1imoaccs woulLd be as TfolLlLows:
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CHART 2.

a:d :t:?nal_i3ST "Sav:iiico”™ to the alb program -"In
FY 193d qa.L
FY 1935 (3.7)
FY 1935 (19.2)
FYy 1937 (30.9)
FY 1.933 (44.1)

The fiscal impacc upon che Deparcmenr of Healch and
Social Services” 0AA program is far more difficulc co
decernine. The Deparcmenc of Adniniscracion has used cwo
alcarnac ive assumpcions -- (L) <chac of Che 13,223 elderly ir.
Alaska, 5/. will become eligible and apply for public assiscance
as che income Level is increased co S796 1in FY 1933; or (2) chac
257. of che elLderly wiLl become eligible and apply cor assiscance
during chac period.

We believe chac che 25" poss"ibiLicy may be closer co
che cruc'n. Approximacely 307. of Alaska®"s elderly have monchly
incomes marginally above exiscing assiscance levels -- fronm
$500-3300 per monch.39 IfT chose figures are 3ccurace, as many
as 3,963 will become eligible for public assiscance -- in
addicion co che 2,300 currencly on che OAA program.

The second variable involves che sine of che benefics
which che new cliencele will receive. The Oeparcmenc of Healch
and SocialLServices hasassumed chac each new recepienc will

receive che mean benefic currencly given or projeccad for

39- _ _ssessmer.c, 00. ci: n. 11 ac 31.
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exiscing recaipiep.cs -- 3295 ir. cY 1934.

In ccmpuc ir.g che fiscal, 1impacrs i- chis opcion, we
have osed che following chcee assumpcions:

(1) Of <che 3,963 elder1l/ whom currenc daca suggesc
could be eligible for cha increased O0OAA program, 2500 will in
face apply. This figure arbicrarily discouncs boch <chose who
will decline co apply for psychological reasons, and chose who
will noc apply because cha minimal benefics co cham are simply

noc worch che bocher;

(2) 3ecause we have discouncaq- chose who will receive
minimal benefics, we have recained Che "mean benefic" assumpcion
employed by che Deparcmenc of Healch and Social Services; and

(3) The new recipiencs will be evenly discribuced over
each of che five years -- so chac in each year an addicional 500
recipiencs willtbe added co Che OAA program.

Addicionally, persons who become eligible for Old Age

Assiscance will also become eligible for Medicaid. The Scaca“'s

Medicaid budgec for FY 1933 is 3$65 million dollars. 437. of chac

figure -- or S31.2 million — s paid by che Scaca. Some 23% of
chac budgec -- or $7.17 million dpllars — is accribucable co
chose currencly on 0ld Age Assiscance. IT che OAA populacion
doubles over che nexc five years -- as our assumpcinns presume
chac ic will -- Chere will be an addicional <cosc of $7.17

million (noc adjusced for inflacion) co chis opcion, chargeable

in ecual porcions co each of cha nexc five fiscal years.
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".Vich chase assumptions, “he fallowin ™ chare 1iLius traces

che possible nec fiscal 1impact o: chis opcion:

CHART 3
Tt MTFfr>A"=
Added
Year = Add. Mssn 32F0fiz Med icaid Added Nec

or. OAA Coses AL3 Cos"3

(Savir.cs)
FY 1934 500 $295.02 1.4 2.1 5.27
FY 1935 1000 345.02 2.3 (3.7) (1.73)
FY 1936 1500 395.02 4.2 (19.2) (5.90)
FY L937 2000 445 .02 5.6 (30.9) (14.50)
FY 1933 2500 495.02 7.0. (44.0) (29.30)

Thus , even wich fairly liberal assumpcions regarding
che number of accicional OAA clLiencs and Medicaid coses, chis
option will beein saving money 1in FY 1935.

Moreover, for chose elderly in che 5500 - 300 per monch
income range who pay soma federal ca:<es, che opcion would have
advantages, since increased need based assistance, unlike che
longevity bonus, should noc be taxed under Che IncernalL Revenue
Code.

One obvious disadv®neage of <chis opcion 1is chac ic
transform? che longevicy bonus program inco a welLfare scheme.
Persons who currencly receive $796 or less per monch
including che bonus -- will 1indeed be "held harmless”™ under che
opcion, buc only ac Che expense of applying for assiscance co

che Deparcmenc of Healch and Social Services.



Moreover, chose currenc elderly bonus recipiencs whose
monthly ir.cor.es (excluding che bonus) exceed 3796 per monch will
receive no proceccion under chis opcion.

Finally, because welfare paymencs are generally viewed
by che <courcs as involving "basic necess icies of Life" (see
511(A), 3nce), che duracional residency requiremenc for

increased olLd age assiscance muse be drooped fron one year co 30

aays.40 tne minimum nacicnal oic age assiscance Fevell unaer
che federal SupplLemencal Securicy Income syscem — which O0AA
supp Lemancs -- is $234.30/mo.. A person wich $500 a monch

income in a "minimum benefic" scace is presumably ineligible for
old age assiscance (including Medicaid) 1in chac scace, buc could
become eligibLe under che Alaska syscem upon 30 days residency.
While che mere pcospecc of an. addicionalL $196 per monch (in FY

1933) is unlikely <co 1induce people co recire in Alaska, che

concommicanc provision of Medicaid services -- including full
nursing home coverage -- may have chac effecc. IT a person can
obcain free nursing home coverage -- valued ac between $40 -
$60,000 per year -- simply by spending che monch of Augusc in

Anchorage, che Scaca may face a rachec remarkable 1in-nigracion

problem indeed.

D. ReCaining A Modesc Longevicy 3onus. While Providing

A "Meed 3ased"™ Suoplemenc.

This opcion 1is largely a varianc of opcion C, and has

been discussed by che Sheffield Adminiscracion as a means of

AShaoiro v. Thompson, 394 U.S. 613 (1969).
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retaining 3or.2 Lor.52%7icy bonus payment which couli r.oc be
ecr_sidared "welfare."

Under chis opcion, cha Longevicy bonus, as wich Opcion
C. would be gradually reduced co, say, 5100.00 per concr.. As
cha fiscal information for alcarracives 3 and C suggest, chis
alcarr.acive would resulc in a savings <co che Longevicy bonus
program of 515.2 million by FT 15 36.

To compensace for che Loss of 5150.00/r.o. co che needy,
eicher Scace O0OAA Limics could be increased by 5T5Q, or a
separace '"need based bonus supplLament"™ could be escablLished by
che Oepar cr.er.c of Admin iscrac ion.

The advancage of <che laccer opcion 1is chac alLchough
based on "need,"™ applLicancs wilLL noc be dealing wich che
Deparcmenc of Healch and Social Services, and may view che
supplemenc Less as a Tform of welLfare. Addicionally, since che
supplerr.er.c will be provided under a program ocher chan Scace
OAA, ics recipiencs woulLd noc be encicled co Medicaid (including
nursing home coverage) unless <chey are otherwise eligible for
OAA under exiscing Limics.

AddicionalLLy, Che ™"need" 1is noc necessarily Limiced co
financial need. As chis reporc®"s discussion of Opcion |
indicates, Longevicy bonuses may be apooccioned according co che
hardship which che elLderly would face by being forced co recire

Oucsice Alaska.
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The cisadvancage of a separace "naed based"™ program in
che Depar rmsnc of Admir.iscracion 1is, of course, che necassary
creacior. of a parallel bureaucracy in scace governmenc.

The fiscal coses of chis opcion have noc been developed

by che adminiscracion or- chis reporc because of che variables

involved -- Che size of che remaining "basic"™ longevicy bonus,
and che quescion of adminiscracion. Coses of adminiserac ion
aside, che nec savings <co che Scace should be subscancially
similar co che FY 1986 figures for Opcion C -- in which che

declining Jlongevicy bonus payrr.enc would be 2100.00 per monch.
The projecced nec savings of 55.9 million would cercainly exceed
che coses of even a paralLlel bureaucracy wichin che Deparcmenc
of Adminiscracion.

E. Gradual Increase In The Age Of Elizibilicv.

Anochar opcion explored by <che Adminiscracion would
reduce che duracional residency requiremenc for a bonus co one
year, buc vraise che eligibilicy age each fiscal year. For FT
1934, che age. would be raised co 66; co 67 in FY 1985; and so on.

This opcion would have a subscancial fiscalL impacc
uncil fiscalL vyear L1988, a.c which ~cirne morcalicy woulLd have
reduced Che class of beneficiaries below exiscing Levels. For
FY L934, che opcion woulLd <cosc an addicionalL 59.5 milLion

doLLars beyond exiscing funding Levels, according co che

Deparcmenc of Adminiscracion.



This opcion has beer, quica unfavorably received. It
has been facetiously bur nor unfairly referred ro as che
"newcomer®s bonus program."™ A recenc migrant born prior ro June
20. 1913 would receive a Longevicy bonus for Life, while a
long-c ime Alaskan born subsequent <co chac dace would receive
noch. ir.z.

F. Self-Suscairirz -nr.uicies .

The prior five opcions were developed by members of che

adminiscracion, alchough <che adminiscracion has noc formally

"sponsored"™ any parcicular approach. Moreover, several of Cha
opcions -- particularly che "graduaced age"™ and 'phase ouc"
opcions -- were developed more as ~comparacive conversacion

pieces chan as accual proposals.

The following five opcions -- commencing wich che
se 1f-suscainir.g annuity -- were prepared by che auchors of chis
reporc.

Under che selLf-suscaining annuicy opcion, individuals

would no longer receive a permanenc fund dividend under
AS 43.23 . Poacher, Chose dividends would form Che corpus of a
seLf-suscaining annuicy accounc from which Che individual would
receive an annuicy commencing ac Che age of 55.

According Co Deparcmenc of Revenue projections, che
permanenc funa dividend payment for FT 1934 will be 5365.00,

rising gradually chroughouc <che vramaindec of chis cencury co

5952 in che vear 2000.



Given “his Level of ~concribucion <co che corpus, a
seLf-suscaining snnuicy accour.c will produce an annuicy roughly
equivalenc co che exiscing Longevicy bonus (wich a 3 percanc
annual cosc of Living adjuscmanc) for chose who are currencly 40
years or younger, and who will be residencs of Alaska each of
cha nexc 20 years. cor various age groups, cha annuicy
enciclemencs ac age 55 as a percencage of che "cargee" annuicy
(33000/yr. plus 37 per annua) woulLd be roughly as rollows:

Currenc age - Annuicy as "a \
of cargec annuicy

25 3537.
35 15 7.
40 1007.
45 . 56

55 21

Obviously, soae cransicion measure is necessary for

chose who are simpLy 1incapabLe of accruing a sufficienc corpus

by che age of 65 co be ancicLed co che "cargec annuicy". The
general fund, simply puc, wiLl be required co make up che
difference, aLchough, over cime, chac "differencial" will

decrease as annuicy accouncs assume some significance.

Many of che opcions explored in chis reporc could
suffice as a 20-25 year shrinking general fund obligacion. One
opcion parciculacly cailored co che annuicy approach would be co
allow chose who are ac or near che age of 65 <co concinue co
receive cheir permanenc fund dividends in cash, wich che ?FD

being subcracced from che Jlongevicy bonus amounc. For chose in



-0-69 year aze group, the general fund would 3impl/ fund the

difference between cheir annuicy and che "cargec" figure.

under chia "transitional measure"™, che general fur.c
"resicuai" payment would be based on che amounc necessary :o
supplemenc che annuicy- corpus assuming chac an individual
received apermanenc fund dividend every year. There would
seem, in chis regard, no obligee ion on che pare of che scaca co
give a larger general fund supplemenc co someone wich Cwo PrbD
credics chan co someone wich 15.

Thus, in fiscal year 1994, when <currenc 55-year olds
firsc receive chair annuicy, chey would receive a scace
supplemencal of 79 percenc of che cargec annuicy -- regardless
of che accuai ?FD credic any individual has accrued.

The remaining quescion, obviously, 1is whac co do abouc
che person who 1is currencly 65. If chac individual®s supplemenc
is che same in 1994 as a new annuicanc -- 797. -- he will in face
receive less chan che new annuicanc since he will have onLy his

permanenc dividend, vracher Chan a 217. annuicy, Co make up che

difference. Conversely, if che grandfachecea PFD cecipienc
received a full Cargec annuicy in1994, he would be ac a
subscancial advantage over <che new annuicanc. The reason is
chis: while che new annuicanc has earned a substantial oorcion

of his cargec annuicy by foregoing his cash dividend each year,
Cha "grandfathered"™ recipienc has boch enjoyed che dividend, and

ics earning power, over chac same oeciod of cime.
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The question is Large!
legislature. Either approach 1is defensible. "7hiLe che laccar
scenario would seem to discriminate in :3vor of che existing
elderly, che Alaska Supreme Courc has recognized che legitimacy
of «creacir.g peererencial grar.dfacher righcs foe chose who have
cor.e to ceper.a upon an existing scace program.41

In eichar case, che difficulty wich chis "transition"
opcion is that che longevicy bonus program concinues co be a
subscancial drain on che general fund_ for 20-25 years co come.
Under che transition opcion described above, <che FY 1934 budgec
for Cha AL3 program would be increased by So million dollars
over exiscing funding levels.”?

Through Aecna Insuranca Co., we invescigaced che
alcernacive of simply purchasing a Jlifacime annuicy for all
chose currently 65 or older. Unfortunately, che cosc of a
lifecima annuity for all ALaskans 65 or older would be
prohibitive -- 1in che neighborhood of S300 to 5400 milLion.

Finally, che Legislacure should consider using Che
adminiscracionls opcions C and/or D as a cransicion measure.
The shore earn fiscal impach of Chose options are superior Co

chose of a simple general fund supplemenc.

N Cormerc ial Fisheries Entry Commission V. Aookaaak, 606
?.-2d ac lit™-ol.

N-Assuming chac che ALB of che ‘'"grand fathered class" is
reduced by cr.e 5365 permanenc fund dividend, each of 13,223
persons will receive a paymsnc of 52,635 chis year -- cocaling 534

million collars.
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For all of ~che shore earn problems of sn annuity
prczram, “ha long <carm advantages shoulLd receive equal cime.
First, in a period of 20-25 years, che general fur.c will no
longer be encumberad wich cha longevicy bonus program. Second,
che evencual sice of one-"s annuicy paymencs ould be a funccion
of che number of permanenc fund dividend concribucions chac have
been crediced co che annuicanc®s accounc. We seriously doubc
chac a successful duracional residency claim could be mace co
Chis aspecc of che program. An annuicanc wich chree years
concr ibucions could no more claim chac he is due an annuicy
based on 20 years concribucicn chan coulLd a 1995 residenc claim
noc merely che S737 <cash dividend available chac year, buc
racher some S5.000 which his predecessors had amassed by being
residencs of AlLaska since 1984.

We believe chac chere 1is a strong case for distributing

annuities only co persons who are residencs of Alaska ac che

n3acause Tfucure annuities are a direcc funccion of accual
pasc paymenca co che program, che program does noc “reward”
presumed concribucions buc simply recurns accual 1invescmencs. CcE.
Zobel t, 519 ?.2d ac 435 (Rabinowicz conc.) Nor is <che opcion
akin co a sicuacion where prior cax concribucors are excused ™from
funding cha presenC needs of government, as wich Che cax repeal
schema ac 1issue in Zobel t. AC any poinc in Cime, each AlLaskan is
creaced quice equalLlLy -- being enCicLed CO.an annuicy cradic if he

or she resided in che scace for six monehs during che percinenc
year.
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cima. Partially for reasons discussed below, no individual will
"nave a "vested righc™ co an annuicy 1in che future. A purpose of
the annuity program will be co allLeviace che particular
financial harcships caused by retirement in Alaska -- a puroose
which we believe 1is conscicucional. This goalL woulLd be served
only by confining actual annuicy paymencs to Alaska residencs.
Second, and particularly if cheprogram 1is properly viewed as
conferring an economic benefit noc wupon che crediting of an
annuicy accounc, buc rachec upon annuicy discribucion, che scaca
certainly possesses the righc co prefer ics own residencs in cha
disposition  orf ics resources.44 * I

There are, of course, ocher issues surrounding che

annuity opcion. Many Alaskans will undoubtedly wish co- recain

Che existing cash benefics of che permanenc fund discribucion.

ALaskans will noc be, however, <cocalLly wichouc recompense. An
annuity accounc Tfor younger AlLaskans in particular -- ac Lease
foe chose planning co stay in che scaca -- will one day lead co

subscancialL benefics.

0Of course, Che prospecc of a lucrative reciremenc
accounc 1is a produce of Che Legislature®s continued willingness

and abilLicy Co devoce 257 of permanenc fund earnings Co che

~~?.aeves. inc. v. Scaca, 65 L.Ed. 2nd 244, (1930); see also

White . Massachusetts CounciL of Conscruccion EmoLoyaes,

U.S. .Mo. 3L-LQO03 (U.S.S.Cc., Fab. 23, 1933)(discinguishing

Hick Lin v. Qcbeck, 437 U.S. 513 (1973).
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annulcv program. Unauesc ionably, ac soma poinc in Cima, a
material percar.rage of the permanenc vrune®"s eacr.ir.gs will be
nscassar*/ for general government expenses. The poinc sc which
chac will require access co more chan 75C, of -the fund ™ earnings
is problematical.

The tax ~consequences of an annuity program warrant
decailed discussion. As noted previously, che Internal ?.avenue
Service may well rule chac permanenc fund cash distributions are
caxable. Conversely, if credics to an annuicy accounc equa: co
che permanenc fund dividend are noc cax exampc, cha real
economic value and perceived political worth of an annuicy
opcion is subscanciallLy lessened.

The annuicy program envisioned by chis reporc 1is noc
employer/employee relacad, and therefore would noc qual’sv r
exempt plan under che Incernal Revenue Code."0 - ;as
se"*ous consideracion given co qualifying chis annuicy opcion as
an Individual Reciremenc Accounc -- because (1) Che scaca 1is noc
a qualified financial 1inscicucion co administer such an accounc;
(2) Che required cecms of an IRA were not compatible wich che
opcion considered; and (3) .any "stace required” IRA -- even if
possible -- would severly impinge on che cax planning
flexibility of individual AlLaskans.”

Nonechelsss, ic 1is ouc opinion chac che annuicy opcion

shoulc resulc in che deferraL of boch Che oermanenc fund

4*5cf. 26 U.S.C. 5401-404

"See 26 U.S.C. J403.
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dividend -or.cribunions and accrued 1inceresc under che Incernal
Revenue Code. The courcs and che IRS have generally ruled chac
concr ibuc ions co an unqualified "annuicy," "reciremenc" or
"deferred co.r.per.sacion” plan are noneche less ca:< deferred if che
individual is noc in "conscruccive receipc” of che annuicy

concribucions, and che concribucions do noc represenc a prasenc

i i 47
"economic ber.efic."

Combining che scandards of <chac doccrine wich che
accribuces of che proposed annuicy program, che program should
be Caxeé ceferred cor che coclawing reasons:

1. If che Scace were co purchase individual annuicies
wich each permanenc fund dividend, wich each residenc being Che
beneficiary, che residenc would have a vesced and secured
inceresc in che concribucion, and would chus have received a
currenc "economic benefic." If, however, che Scace were co
merely give che annuicanc an unsecured promise of paynenc,
purchasing an annuicy accounc wich icself as che beneficiary i™n
order co provide a funding source for chac promise, Chere would
be no "currenc economic benefic"” and caxacion would be
deferred.”® This is one cuscomacy means by which employers

obcain cax deferral of an unqualified plan;

2. A person is in "conscruccive receipc” of an

annuity conccibucion if he has currenc access co che

v. Goldsmich, 536 :.2d 310 (Cc.Cl. 1973).



/o0
concr ibuc ior.s wichouc substantial cerms and Limitations.

Linear mis rapcrc"s option, uncar no circumscancas would an
annuicanc be ancrclsa co withdraw anything wuncil annuities are
actually aiscribucad;

3. To undacscora the contingent nature of cha
-- such —chac che I»S could noc reasonably conclude chac ic
represents a ""current economic benefit" -- the annuity will only
be received 1if che person is an Alaska residenc ac cha cime of

che petcir.enc discribucion.
|
Our only hesitancy in chis regard is che February 27,

193L ruling of Cha 13.S chac even if an individual chooses Co

defer receipc of his permanenc Tfund dividend, 1ic is taxable in

che year chac it could have been received. The ruling, however,
"may noc be wused or <cicad as precsdenc,” and, even if of
precadencial value, 1is distinguishable from chis sicuacion. The

ruling is consiscenc wich <che proposition chac che individual
cannoc have unfeccered discretion in choosing che year 1in which
income will be caxed. While an individual does have unbridled
choice 1in determining when co cake a permanenc fund dividend, he
will have no choice as co che cime of rece-ipc of his annuities.
Moreover, where a person would have an absolute righc Co a
deferred dividend, he will have no righc co annuicy discribucion
unless he 1is an Alaska resident ac che cinme.

For cax reasons, then, che annuicy opcion muse be

carefully structured. The former oermar.enc fund dividend muse

49 r
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be used by che Scace co purchase an annuicy cor ics own accounc,
wich icself as che beneficiary. The annuicy 1income vreceived by
che Scace will <chen be wused as che funding source for che
annuicy payrr.er.cs -- alchough cechnicaliy and necessarily che

annuicy income could be used for any fiscal purpose.

A far closer quescion arises wich respecc co che efface

of chis opcion on ocher public assiscance programs. . Generally,
annuicy income is induced in che calculation of income for
various assiscance programs. If, however, chis opcion can

be ch.araccericed as a concinuacion of che longevicy bonus
program, chen che exiscing longevicy bonus income exclusion3#
may persisc. If -- consiscenc wich <cax considerations -- cha
only ™"annuicy" 1is che one purchased by che"Scace as a funding
source, chen che exiscing longevicy bonus program can be
recained in boch name and subscance, wich che amounc of che
bonus scill dependenc upon residency hiscory. After all, under
che option, (1) a person muse be a six monch residenc in order
Co obcain a single ?FD, and muse be eligible for Che annuicy ac
che cime of discribucion;52 (2) che amounc of annuicy 1is
dependenc upon che number of PFD"s ,credited co Che individual-®s

accounc; and (3)che "grandfacherea" class of exiscing elderly

would presumably be required co meec a one-year duracional

residency requicemenc.

30See. -2 U.S.C. 51332(a)(a) (2) (3).
3-See -2 U.S.C. 51332(a)(b)C) (3).

5 n. 3, once.



The above, of course, is an argument

necessarily cha law, which in final measure will

determined by che federal officials involved. The exposure co
exiscing assiscance programs -- ac lease for chose noc wichin
che grano fathered cransicion class -- musc be considered a risk

of chis opcion.

Even if, however, ar.nuicy discvibucior.s are considered

"incorr.e" co various assiscance programs, che corpus of che

annuicy accounc wilLl noc be. A person may be disqualified from
J

a fTederal assiscance program noc only. Lf his 1income exceeds a

cercain Level, buc as well if he has alcarnac ive available

resources which he can upon frcm ac any cime. However, in chis
inscance, a crue "annuicy corpus" does noc exisc — since che
onLyanr.uiry runs Tfor che benefic of che Scace. Moreover, even

if federalL officials were co view che "corpus"” as belonging co

che individual, ic cannoc be wichdrawn prior co accual

discribucion.

G. Scace Social Security Syscem.

In Large pare because of Che need for a Lengchy
cransicion period wich a selLf-suscaining annuicy plan, chis
reporc also considered <che possibilLicy of a scace social
security syscem funded by a poreion of <che permanenc fund
dividends distributed under AS 43.23.

Under chis syscem, a sufficient portion of each

resident"s permanenc fund dividend would be withheld each year
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co fund a rerirsmenc program designed co pay each Alaska
residenc of 65 years or older wich one-year®"s residency 325C per
monch, wich a r.oderace cosc of Livingadjuscmenc each year.

In assessing che feasibilicy of <chis opcion, che mosc
imporcanc variable wasche projecced growch in Alaska"s elderly
populac ion. The difficulties facing che federal social security
syscem are cue iIn pare co an increasingly large percencage of
elderly 1in che pcpulLacion.

For fiscal year 1933, <che Alaska Deparcmenc of Labor
projects chac chera will- be some 13,672 elderly in Alaska --
approximately 3I of Alaska®s population."” The Deparcmenc has
projecced chac chac pooulacion, as a percencage of all Alaskans,

will remain relacivelyscacic chroughche year 2000, when, ouc

of a pooulacion of 331,000 people, chere will be 25,153
eIderIy.A

We believe chac chose projeccions are overly
conservacive, and do noc cake inco accounc che significanc
nacionwide crend of increased elderly populacion. Nor do chose

projeccions 1include Che reciremenc years of che pose World War

I1"baby boom™ generacion -- which will begin abouc che year

2010.

Accordingly, in projeccing che long cerm 1impacc of chis

opcion on permanenc dividend discribucion, we have used che

"Alaska Populacion Overview, Alaska Deparcmenc of La%oo
1931
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nac::r.jl growch pacrerr.s projected by che federal Social

Security Admin iscracicn, which are as follows:

YEAR % OF r 0*Rrv 3F" 3T :t*yj
1950 a.li
2000 - L3.1
2025 L9.5
2050 21.3

Using chose assumpcions, Travelers”® Insurance Co., on
our behalf, calLculaced che percencage of permanenc fund

dividendswhich would berequired Co fund a "pay as you go"
1
syscam.

For fiscal year 1933, <che caiculacions are relacively
seraighc-forward. Given an aggregace discribucion of soma 3159
million in permanenc fund dividends chis year, approximately 2577
would be needed co fund a "pay as you go syscem."

However, even assuming a 37. cosc of living adjuscmenc

in chepayment each year, chepercencage needed co Tund che
program decreases. This is because permanenc fund earnings will
increase ac a race subscancially higher <chan inflation. From

che year 1933 co 2000, che average funding required would be 15
co 19 percent of che discr ibucions,. .while, in Che years 2000 co
2025 (and assuming concinued growch 1in permanenc fund earnings)
che funding amounc would be 10-12 percenc.

Thus, if che wichholding remains scacic ac 257. over che
coucse of several years, che resulcanc excess would begin co

build 1 savings accounc of subscancial magnicude, which ac some



point in the future would make the program partially, or perhaps
totally self-sustaining.

One obvious advancage of this opcion 1is chac it frees
che general fund from AL3 obligations immediately. Conversely,
by materially reducing che annual permanenc fund dividend, ic
obviously raises some oolicioalL difficulcies.

Add itionally,. che social security opcion could Likewise
be cied co ccncribucion hiscocy -- although noc in che precise
manner of che annuicy opcion. The federal social security
syscem currencly fully cavers any- individual who had "noc |less
chan one quarcec of coverage ... for each <calender elapsing
after 1950 ... excepc chac 1in no case shall an individual be a
fully insured individuai “"unless he has ac lease 5 quarters of
coverage.l1,33 Because, in che fucure, some portion of che
benefics will be paid by che "savings accounc" vresulting from
che scacic 251 concr ibuc ion, we believe chac a s*inilar
concribucion hiscory vrequiremenc could be established 1in che
leg isiacion.

Even more so chan che annuicy opcion, chere would be no
"currenc economic benefic" from che"- program. By reducing che
permanenc fund discribucion by 251, and funding a retirement
program from which che 1individual may or may noc ulcimaceiy
benefic, we believe it extremely wunlikely chac <che IRS would

conclude chac the reduced sum 1is in some manner caxable.

33-12 U.S.C. 5411(a)(l)



Mo rever, we believe chare 1is a substantial Like lihcoc
cr.ac che exiscing ALE exemption in federal law could be
recoined. Ir.ceed, scripped <co 1ics esser.se chis opcion does
Liccle acre chan alcer che funding source of che ALB program.

The pciciary risk of che program is all che more
apparenc in Lighc of che currenc difficulties wich cne federal
social securicw swscem. While oagcicn r would be funded bw a
currencly purchased annuicy, younger Alaskans would be
concribucing co chis opcion on che mere hope chac che recuisice
amounc of permanenc fund earnings would remain available for che
program well inco che 2Lsc cencury. The "savings accounc"”
creaced by che scacic 251 wichholding 1is 1incended co alLleviace
chac problem; however, regardless of Che race of growch of chac

accounc, chare is plainly some risk in Chis opcion.”

example, under our populacion projections, chera will
be 30,77 elderly 1in Alaska 1in che year 2000. The permanenc fund
discribucions for chac year under AS 43.23 are escimaced by che
Deparcmenc of S.evenue <co be S792 milLion, of which, under our
scacic 251 wichholding, $198 million would be placed 1in che social

securicv fund. In chac year, wich a 37. COLA, che maximum monchly
bonus will be approximacely $390. Even if every elderly Alaskan
is eligible for fuLl benefics under che Law"s concribucion
raquiremencs, che maximum paymencs would be $120 milLLion -- wich a
savings accounc deposic being made in chac vyear alone of $70
million. 0f course, many of chese elderlLy may noc be fully

eLigibla, and some who are eligible may noc be residing in Alaska
during chac year.



Finally, chare is soce advancage co Cha exiscing
elderly in chis syscem over cha annuicy opcion. Tha exiscing
elderly would have anac Loss of only 25-1 of <cheir permanenc
fund dividend, rachar chan cha ancirecy of cha benefic under cha
annuicy approach.

H. Healch Insurance For The Elded?.

The scace of. healch insurance for <che elderly, and
indeed for all Alaskans, has alLraady been che subjecc of
considerable scudy, >7 and LegisLacive accivicy. 58 3acausa
of che obvious cricical importance of adequace healch care
coverage for Alaska®s elderLy, che opcion of providing
comprahensive healLch 1insurance for Alaska®"s older «cicizens in
Lieu of che Longevicy bonus was included in chis reporc as an
opcion.

While che Deparcmenc of Law reporc .round chac healch
expenses were a major use of che Longevicy bonus for onlLy 5.57.
of ics samplLa, che L975 Longavicy bonus scudy found chac 29?. of

che bonus recipiencs used ac lease a porcion of che AL3 for

medical care, whilLe LLE used a porcion of che bonus for

"insurance of all kinds." 59

3/AlLaska Comprehensive Healch Care Financing Scudy, 3acall
Human Affair 3.esearch Cencer (L931)

5-3hE S4L, L2ch Leg. Lsc Sess. (L93L)

5~AL2 Survey, op. cic. n. 9 ac 22

-43-



In face, almosc aLL of Alaska's -elderlLy receive some
¥ir.c of public or privace healch coverage assiscanca -- aimer
chrough Medicare, Medicaid, public and privace reciremenc
programs, Veceran"s benefics or che Indian Healch Service/Public
Healch Service.

When assessing che healch insurance opcion, che cwo
obvious quescions ara: (1) how severe ara cha gaps 1in exiscing
coverage; and (2) how much would ic cose co Ffill chose gaps?

The major source of healch insurance coverage for che
elderly in Alaska 1is obviously Medicare -- a federal 1insurance
plan which provides “"nospicalizacion Tfor —chose eligible for
social securicv” and medical 1insurance for an addicional fee
of 312.20 per monch.

Boch che hospical and medical insurance concain
subs canc 1al deduccibles, i.e. Che firsc 5304 Of che hospical
bill -- and co-?aymenc requirenencs (20% 1in che case of medical
insurance.)

Nursing home coverage under Medicare is severely
Limiced -- confined co posc-hospical care 1in a "skilled nursing

facilicy” for shore periods of cime.

Ic is dirficulc co decermine how many residenc Alaskan

elderly are on Medicare -- available scaciscics are bloaced by
Medicare claims submiccad by couriscs. Thera ara some 9,323
672 U.S.C. 5S 426.1395(c).- A person ineligible for Soci

Securicv may obcain Medicare hospicalicacion insurance for 31
oer monch
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rec ired persons in Alaska receiving soc ialL securicy -- and hence
eligible for Medicare.

The Largesc group of elLderLy AlLaskans ineLi8iblLa for
Medicare ara rural residencs, primarily Nacives, who do noc have

a sufficienc wage aacrjing hiscocy co qualLify for social

securicy. ALL ALaska Indians, AlLeucs and Eskimos are alLigible

for IHS -- which provides a broad range of services depending

upon availsbLe facilicies. IHS is, however, primarily a direcc

provider of facilicies -- ic does noc make <cash paymsncs- for

services such a cuscodial care 1in a nursing home. Moreover, ic

is currencly facing severe cucbhacks in areas such as
c?

reimbursemenc for healch-relaced cravelL expenses

The mosc comprehensive healch coverage in AlLaska is, of
course, Medicaid. To be eLigibLe for Medicaid, one muse meec
cha Scaca publLic assiscance income Limicacions. As nocea
previously, chare are currenclLy some 2300 eLdarly AlLaska
cicizens on Medicaid. Medicaid does cover vircualLly unLimiced
nursing home residency.

The mosc glaring deficiency 1in AlLaska healch care for
che elderly 1is che Lack of coverage for 1insciCucionalLizacion in

cuscodialL enviconmencs such as nursing homes. Nursing home

oi-lr._cerview, Ms. P. Eubanks, Field Rep. Social Securicy
Admin. (Feb. 24, L9S3)

62[ncerview, Ms. ?. Robercs IHS, (Feb. 23, L933)
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races in Alaska run from 390 co 5172 per day”J. The coses are
simply prcnibicive for anyone noc on Medicaid -- 1indeed, of cne
-67 elderly AlLaskans currencly residing 1in Scace ours in? homes
(ocher <chan <che Pioneers Homes) , all buc 31 are chere ur.ee:
Medicaid, or Alaska®"s General Relief Medical Assiscance.

Conversely, nursing home races in Washington, for
example, have been escimacad by che Deparcmenc of Healch a
Social Services co vary from 3:0-360 per day. Ic is noc known
how many elderly Alaskans are inscicucionaliced in Lower
forty-eight cuscodial care facilicies; however, 1ic 1is apparent
chac unless one is eligible for Pioneer Home plLacemenc, a
nursing home can be afforded if, ac all, only by relocating co
cha Lower foccy-eighc.

Three private organizacions were asked co estimate che
premium amounc required co supplemenc Medicare and ocher
coverage for Alaska®s elderly co provide healch insurance
equivalLenc co che exiscing PubLic Employees®™ Reciremenc Syscem"s
reciree coverage, and co include <comprehensive nursing home
coverage. Neither Travelers Insurance, nor Aetna Insurance felc
capable of providing an estimate. ,

However, insurance consulLcancs frequencLy used by Che
scace for maccers such as che pubLic employees Supplemencal

Benefics Syscem escimaced chac co provide supplLemencal coverage

"AlLaska Nursing Home Census, Alaska Deparcmenc of Healch
Social Service, 12/31/32
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for Medicare, insurance could be provided ac a pranium o:
aoorox inacely S70 oer individual oer non.cn. This vould include
conorenensive nursing none coverage.

Medicare is currencly a primary 1insurer -» chac 1is, che
Scace could provide for Supplenencal coverage wichouc
endangering basic Medicare eligibilicy. Moreover, and 1in all
likelihood, supplenencal Scace <coverage could properly provide
ocherwise uninsured Alaska Nacives wich chose coses r.cc covered

by che Indian Healch Service.

The najor difficulty is Medicaid. Medicaid eligibilicy

is very much concingenc upon che unavaila®oilicv of
"resources".Gﬂ' Currencly, che Scace only pays 43" of a
Medicaid®"s pacienc bills. If a Scace healch insurance policy

was considered a "resource" <che Scace could find icself foocing

cha encirecy of a Medicaid pacienc"s bill.

Of course, che Scace would hardly need co "supplemenc"

any Medicaid coverage --  Medicaid coverage icselLf being
essencially inclusive. The scacuce, could simply exampc
Medicaid recipiencs from Che coverage of Che policy. The 1issue

posed by such an enaccmenc is whecher che Scace would be
%

fruscracing Che Congressional goals behind Medicaid -- which is

co provide a healch coverage means of Jlasc resorc — cherahy

cunning afoul of cha Supremecy Clause.

N42 "J.S.C. 51:32:a) (1) (3)

5i"lociia Lime 3 Avocado Growers v. Paul, 373 U.S. L32 (1933)



Assuming chac che Scace could concinue co -ere"./
suppen.eo: Medicare, IHS facilLicies and exiscing privace and

reciree coverages, and chac che consulcanca"™ figures are

accur3ce. che re remain cwo aifficulcies wich che healch
insurance opcion. zirscr ic is of no benefic co Alaska®"s needy
elderly -- who will merely concinue wich Medicaid coverage ac

cha price of cheir longevicy bonus.

Secondly, chere is <che pocencially severe problem of
in-nigrac ion. If a year®s residency 1in Alaska00 were all chac
were required for free andunlimicad nursing home coverage, che
poranrial of in-migracion may be severe. There are cwo
pocencially juscifabLe componencs of <che ©program which could
nicigace chis pocencial:

l. If a purposeof che healch insurance opcion 1is co
allow Alaska residen.cs Co concinue co reside 1in che scace even
if nursing home coverage is required, nursing home coverage

could be iinired co Alaska 1inscicucions, jusc as many scaces

Sole 1is possible, alchough we believe unlikely, chac a courc
would rule chac supplemencal healch insurance coverage would

conscicuce a "basis necessicy of life" — dropping Che maximum
possible duracional residency requiremenc Co 30 days. The program
would be supplemencal co a hose of exiscing assiscance 1insurance
programs, andwould noc be based, on need. See Memorial Hosoical

v. Maricooa Councv, 415 U.S. ac 261.
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limic res iderc tuition disccuncs <co 1in-scaca universities."3"
The difficulty, obviousLy, 1is chac exiscing Alaskan nursing home
capacity is United. Whether wuni inited nursing home coverage
for all AlLaskans would resuLc in <che expansion of exiscing

facilities 1is debatable; m

2. For che reasons cited wich respect Co che
and social securicy opcions, elLigitoilicy for healch insurance
coverage nighc properly bebased wupon concribucion hiscocy if

() a porcion of <che individual®s pernanenc fund dividend 1is
used to help fund che 1insurance program and (b) che funding is
in excess of currenc needs, inorder co amass che same type of
"savings accounc" envisioned wich respecc co che social securicy
opc ion.

l. LONGEVITY 30MUS PREMISED ON INDIVIDUALIZED

RELOCATION HARDSHIP.

As nocad 1in Section 11(A), ante, Chere 1is some judicial
suoporc for che view chac ic is permissible for Alaska co
escablish a program 1incended co benefic chose who would suffer
Che mosc hardship by Ffinancially-coerced relocacion from che
scaca, and co measure chac hardship in pare by duration of

res idance.

This opcion relies upon chac support, and involves

Chrae scans:

N 6i0oi35 -l T Wu T " 225 F-SupX 1i3i (D- «*»e 15;0>" n
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L. cataloging chose criteria which would
differentiate chose Alaska elderly ;ho would suffer relativelv
more hardsni? by being forced co recire oucsiae one scace, anc
who need financial assiscance 1in order co remain 1in-scace;

2. cransLacion . of chose subjeccive <criceria <co a
poinc syscem similar co <chac wused by <che Alaska Commercial
Fisheries Entry Commission; and"

3. scruccur ir.g of chac poinc syscem such chac (@)
adminiscraciva coses ace minimized; and ((»))] successful
applicants are confined co a pool vroughly equivalenc 1in number

co exiscing bonus recipiencs.

Inceed, che scruccure of chis opcion 1is similar co che

Alaska Limited Encry Acc -- which cranslaces ~cercain very
subjeccive criceria -- such as "economic dependence on che
fishery" -- 'inco an objective poinc syscem. Ic does so, of
course, ac a bureaucratic price — approximately 52.5 million a

year Tfor a pool of applicancs originally roughly equivalenc co
chose which chis opcion would affecc. Ic also does so ac ocher
coses, which will be discussed below.

Ic is noc difficult Co catalog Che criteria which Would
sec our "relocacion hardship" pool aside. Duration and

continuity of vresidence would be one <Triteria, as would,

perhaps:
1. income;

2. locacion of family;
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3. Location of properry; and

A. ecnnic, religious, and culcuralL lies.

Alchough income and duracion of residency would plLay a
role in decerming eligibilicy, no one faccor alone would be
disposicive.

Ic would noc be difficulc co cranslace chese faccors
inco a poinc syscem; nor would 1ic be parcicularly difficulc co
scruccure chac poinc syscem <co Jlimic che class of successful
applicancs. The proposal, however, does suffer from che
following disadvancages :

L. Since mosc Alaskan elderly have lived here more
Chan 10 years mosc Alaska elderly will suffer some demonscerable
hardship from relocacing elsewhere — alchough a ~cercain
percencage obviously do noc require a longevicy bonus Co remain;

2. The alcerr.acive also involves <che -escablishmenc
and funding of a new bureacracy -- an incrisicalLlLy unworchwhile
undercaking, buc one which nonetheless woulLd cosc far less chan
simpLy opening che class co alL elderly Alaskans;

3. Perhaps che mosc obvious disadvancage is che
burden <chac 1ic would place wupon elderly Alaskans chemselves.
There would presumably be a lengchy applLicacion form, cogecher
wich evidenciary reauicemencs, and in some cases, adjudicacory
hearings. The Limiced Encry Commission 1is currencly involved in
some 120 judicial appeals — a number which 1is eicher ac or

below hiscoric levels. According <co <che Commission®"s FY193A



budgec presencscian, <chere 1is a currenc backload of some 323

acminiscrcr ive ad jud icacions .
Acrornays will be required -- regardless of whac
efforcs are underraken co make che process simple and informal.

The difficulcias facing che elderly applicant are thus racher

apparenc.

j - grandfather MG

This reporc closes wich one of che simpler alcernacives

opening che <class of longevity bonus recipiencs <co allL

elderly Alaskans wich one year®"s residency, and cerminacing Che
program cor che fucure. Persons eligible, or becoming eligible
chis year will be "grandfachered” and will receive a longevicy
bonus for life. The fiscal impaccs of chis alcernacive are, for
FY153d, idencical co opcion A, and wilL obviously decline 1in che
fucure due co morcalLicy and relocacion.

The obvious advancage of chis program is chac ic
proceccs chose currencly on che longevicy bonus program.
Equally, 1ic deprives chose approaching che age of 55 wirh any
expeccacion of receiving a bonus.

We believe Chac Chis opcion is consCiCucionallLy
permissible. The AlLaska Supreme Courc shares che generalL view
of che conscicucionalLicy of grandfachering Laws -- as Lcng as
che grandfachered class 1icself 1is conscicucionally defined. 3

PLainLy, Che scace legislacures

SACommarcial Fisheries Encry Commission v. Apokedak, 605
P.2d ac L25"5-6L.

-57-

\



have the right <co cerr.inace social programs while proceccing

chose :;no have coce co rely on chair benefits.
comcllsi-m

As nocad ac che oucsec, che purpose of chis reporc is
merely co provide a chreshhoLd feasibility review of various
opcions cor amending che longevicy bonus program. Through
discussions wich adminiscracion occicials, Legislacive scaff
members, consulcancs and orivace induscry, we have accampcad co
highlighc che major issues surrounding each alcernacive, and
provide ac lease rough information on each question raised. If,
accer che Judiciary Cor.miccae has identified cwo or three
relatively accraccive opcions, che efforc expended over che pasc
three weeks on 10 proposals can be condensed inco che pursuic of
chree, proposed Legislacion and a more 1incricace analysis of che

preferred opcions can be promocly cransmiccad.
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NEW APPROACHNEEDED

Annuity makes sense

Bonus Program intoan annuityprogramisa good
» one.And andd one.And anecessary one.

Ever Since the state Supreme Qmrfc changed eHgihdirty
iwjuirementsin 1984, thosewho can correctlyadd two plus
two havnknown that, with increased population, the
LongevityBonus would eventual ly break the bank.

For thosewho nund a refresher, the LongevityBonus
Program— $260 amonth toAlaskans over age 65— w aa
firstconceivedin 1972 at a reward forpioneer residents. All
Al ;wkans were eligiblewho were 66 orolder, had been a
residentoftiestate priortoJan. 1,1969 (the date state*
hood was achieved), or had 25 years continuous residents

The residency requirementswere chal lenged in court,
Hi e result: Everyone who qualifiesa* a state resident gets
$250 amonth after age 65— until they die, ormove from
the state.

HERS7S WHY the programhas tochange. Back in
107ft, therewere 3,641 participants ata costof$4 milliona
year. In 1989, therewere 18,000 senioruata costof$54 mil-
lion. Th. Fiiscal "%, itwill costabout $65 millionforan esti*
mated populaliunaf22865. And, prgjectdngtothfiyear
2006, itcould costthe state$100 milliona year.

Claarly, somethinghas lobe done—shortofabolish-
ing the program altogether.

An annuity program has been discussedby theLegis-
lature since 1983, brut the detailswere never worked aut. to
everyone §satisfaction. 1h 196$ votarawere askedwhether
or not the Legislature should adopt on annuity program. It
passed 99,222 t0 65, 769— more votesthan any candidate
liasreceived in the last two gubermatorial alectiona. The
legislaturepassed an annuity plan in 1988, but then Govt
Steve Ccrwper vetoed itinJune ofthat year.

SEN. JAYKERTTULA, D-Palmer, issponsoring
Senate Bill 8 ,an updated versionoftlw 1988 legislation. It
would phaso out directatate funding forthe Longevity
Bonus and replace itwith annuities ftindedby the Perma-
nentFund dividend.

Direct state supportwould be reduoed startingin
1995, and would be eliminatedby around 2008, Sen. ftert-
tulaestimates by theyear 2010, the statewillsave $533.7
million.

K r based on three tiemsofpartidpéfcioneo those close
1065 who have be*n planning on the $250 amonth and
tiwdrdividendwouldn The leftwithbigholesin theirbud-

Eventually, thosewho want togeta LongevityBonus
will have tocontribute all or a portion oftheirPermanent
Fund dividend intoan annuityaccount— inorder tore-
ceive at least $250 a month alter they fe over 65.

Although Sen Kerttulagplan contains some con-
tontious detai lsthat remain tobe worked out, overall the
bill makes sense. Itallows people doice, and puts the onus
on the individual tosave fir the future.

Italsoaccomplisheswhsfc theoriginal Longevity
Dorms Program sought to do: encourage oeniardtirmia—
with theirwisdomaud sense ofhistory— toremain in
Alaska instead ofheading forArizonaforretirement.

We don"twant to lose thatbalance.



Dot t turn Longevity Bonus into welfare

by Clem Tiilion

lhoc Hint one of io governor 3 tnsk forces
has recommended thnt the old timers~
bonus, the $250 nmonth lor those over G5, he
converted to n welfare system.

For the most pm I, I have liked the course
set by our new ninn inJuneau. Hut making
charity cases out of our old Alnskans under
the guise of saving money is a joke!

Number one, itwill notsnvemoncy. Itwill
make liars out of a lot of good people and
make jobs for a W( of "do gooders””in the
welfare department.

The percentage "f those over 65 here in
Alaska who couldn"t figureaway lostayon
the program under a welfare (needs) system
is so small that the cost of screening them
out would exceed the savings.

If the cost of the urogram is too great lor
the state lo bear, llien shorten the months
that an Alaskan can be gone from the slate
each year and prune a few more “Snow
birds"™ off the list.

When the longevity Bonus Program wns
first envisioned, one of the basic purposes
was tokeep winnero as well as losers here in
Alaska.

As the population of our stale had such a

low percentage of those over 05, there were
many who thought thnt keeping grand—
mother and grandfather near the rest of the
family had a great many beneficial side
effects. The reason the cost of living bonus
was paid without regard to people®s income
was twpfold. One, with less than 10 percent
of our G5-year-olds in the non-nccdy cate—
gory, itwas far cheaper to pay all than set
up a bureaucracy to screen all the old folks.

Now, I sureyou will hear some welfare
types say, “We could screen for less than 10
percent of the program.””All I can ask is,
“Then why didn T they?"

At the time the firstLongevity Bonus was
passed, 49 percent of the money approp—
riated for Old Age Assistance here in
Alaska was used by the bureaucracy to
administer the program or an amount that
just about equalled the Federal Matching
Funds then received by the stale for the
program.

I"m sure that lo get their hands on thnt
umount of money, welfare would promise
anything. But it3 a rare program indeed
thuL they administer for less than 20 percent
of the appropriation. It'swhy the legislature
put the program under the Department of

Administration instead of letting the bleed—
ing hearts get it to “8o good" with. When 1
say this, 1"m thinking of the old families of
Hawaii. The saying goes: "Their ancestors
came to "do good "and they did very well
indeed.””

The second reason thnt need was not a
requisite part of the first legislation was
simple. We wanted lo keep asmany of life3
winners as possible he ein Alaska. Fishing
is nn on and off thug, oil and timber
depends on the fiuctual ions of international
politics and world piice. OFf all incomes,
retirement income ten.is to be more stable
than most.

With exceptions, of course, most people
over 65 are not intome isinggreat fortunes.
They spend theirmon /either on theirown
comfort or on those around them. They
don"t cause problems i ith the policeor their
neighbors and they often have income
retirement from a nui her of sources, be it
teachers “retirement o railroad retirement
as well as property an: issed long years ngo.

Be they rich or poo. they are well worth
keeping in Alaska.

Clem Tiilion, Halibut Cinr, isformer president
of the Alaska Senate, his column originally
appeared in the Anchor <%t Times.



S Irvey shows how se liors use bonus moi.ay

by Rebecca Goodman

Within days after Sen. Jay
Kerttula (D-Palmer) and his
staffaides sent out more than
1,450 surveys to Longevity
Bonus recipients in Southcen—
tral Alaska, piles of responses
were returned in the mail.

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

IGNORE YOUR

.Kerttula, sponsor of the
longevity Bonus annuity
bill CSSB 56, said his aim in
distributing the survey was to
collect information about
seniors heeds and their use of
the bonus payments.

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

BACKACHE &

SUFFER THE CONSEQUENCES

Back pain, however insignificant it seems, is

frequently
problems.

the beginning of
Problems such as pinched nerves,

serious, painful

slipped disc, neuralgia, neuritis, (and sometimes

arthritic type pains),

paralysis.

tuberculosis

and even

The spine is acomplex system of nerves, mus-
cles, bones, ligaments&cartilagewhichareinter-
connected to control specific areas of the body.
When the bones, or VERTEBRAE are misaligned,
they pinch the surrounding nerves, obstructing
the flow of energy to other parts of the body. This

often results
severe & permanent. ¢

Doctors of Chiropractic are experienced

in complications which can be

in

treating patients with back pain. They can restore

spinal vertebrae to their proper position, relieving

pain and avoiding further serious complications.
For immediate appointments call

|
1l

comMuRity

CHIROPRACTIC CLINIC

ANOVOMCE.ALAL

Senior Citizens Dlacounl/24 hr. emergency care J

spending it on vacations or

frivolous things. This isone of

the hurdles we ¥e had to get

around in justifying the Lon—
gevity Bonus."

So how do seniors use their
bonus payments?

“The message 1is pretty
clear: They need those bonus
checkB for the basic necessities
of life,” Baid Joyce Kerttula,
who serves as her husband 3
legislative aide and has spent
hours poring over the
responses.

Survey questions and
responses included:

eHow many years have
you lived InAlaska? Length
of residency answers ranged
from 1.5 to 89 years. The aver—
age length for respondents
was 37 years.

eForwhich of the follow—
ing do you use your Lon—
gevity Bonus? Food pur—
chases, 611; utilities, 523; med —
ications, 399; doctors?”
expenses, 333; housing, 320;
auto expenses, 257; taxes, 192;
child/grandchild assistance,
75; travel, 53.

eAre there other things
for which you use your
Longevity Bonus?- Most
common response: “No money
leftover.” Some said the bonus
helped pay for warm clothes.
One individual wrote, “Yes,
with money leftover I have a
beer now and then.”*Another
wrote that the bonuB money
was “Saved up tobuy two hear—
ing aids and eyeglasses."

eThe governor ispropos—

to reduco Longevity
Bonus payments from $250
down 0 $200. * “*will be

eligible for $200 if your
taxable income isless than
$20,000 annually. Opposed
to the red«ction were 656; in
agreement were 34.

They need those
honus checksforthe
hasic necessities of

Hue/

—Joyce Kerttula
Legislative aide

els your taxable income
more or less than $26,0007?
Over $25,000 were 107; under
$25,000 were 590.~Many
respondents added comments
indicating their combined
Social Security and Longevity
Bonus payments, together
amounting to$7,000or lessper
year, comprised their total
yearly income. More than 50
respondents refused toanswer
the income question.-

eThe governor ispropos—
ing to base Longevity
Bonus on need. Those indi—
viduals who have a taxable
income over & -"certain
amount would no longer
receive the bonus. Inagree—
ment with the needs-based
program were 18; disagreeing
were 679. Several respondents
wrote, “KeedB based?NO! NOI
NO! NO! NO!" One individual
wrote: “1 know several older
people who are eligible for food

stamps and welfare butwon T
apply. Basing the bonus on
need would have the same
results.”

eAnother proposal
would reduce bonus pay—
ments $25eachyear until it
would be eliminated. (Since
the survey was mailed, this
plan has been shelved.)
Opposed to the $25 reductions
were 667; in agreement were
3.

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

One respondent wrote: “The
governor has no feelings for
the aged. He cannot compre—
hend whatitis liketogrowold.
Older people were in thework —
forcewhen wageB were low... ™

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

A 62-year resident ofAlaska
wrote: "l have only a small
Sociaj Security and the Lon—
gevity Bonus as my income.
T’\Fe Longevity ismy lifeline..

And one worried: “1 really
don"t think I could meet my
obligations and would have to
consider leaving. That would
hurt as my granddaughter
lives with me and goes to
school here.”” e

Kerttula plans to share -.
results of the survey wit*~ “er
lawmakers.



Longevity Bonus;

i Can It bé soived?

It3 been four long years and fiva legislative
sessions since the courts struck down tht Alaska
Longevity Bonus 25-year residency requirement
and lawmakers firstbegan grapplingwith how to
cut — or pay for — the resulting expanded
program.

And now we e hearing end-of-session rumors,
once again, that a Longevity Bonus replacement
solution will be put off for another year.

That"s a shame. After’voters gave approval on
the advisory vota
last fall to an 1"comments
annuity program
based on voluntary Permanent Fund check
contribui ins, we thought this session might be
theone ti Glve it

But now we wonder, can itbe solved?

We ran the question by a white-hakvd friend
(her own description) tha other day, and her
answer waa interesting.

“thappen to think itcon be solved," she told us.
"And the annuity plan proposed in the Senate is
the way to dcit.””

What about all the objections to the plan that
have been raised by Gov. Steve Cowper and
members of the House? .

Let's take them one at a time, she proposed.

First, they object to it because the state's up-
front_costs are too high, Solution? Make currant
recipients oftha Longevity Bonus ante up,just as
those who go on theprogram in later yean will
have to do, she sugggsted. Perhaps these folks'
could give up thasr Permanent Fund Dividend
check tha firstyssurofths program, Perhap*they'd '
havetoglveltui)avary ear, just liks laterannuity
participants will have 1o do;

Second, some House members end Gov. Cowper
claim baaing the annuity on individuals contri-
butl_ng their Permanent Fund Dividend each year
IS risky, because there_mlﬂht not he Permaneot
Fund Dividend checks in ths future.

But the current bill has taken cars of that, she
said, sines it allows people to place an equivalent
amount—ifnotthe checkitself—into Cheannuity
pro%[am each year. .

Third, she sdid, ths argument that, the annuity
wouldrun a poor second {0 IRAs as an investment
choics for many may disappear with tha now tax
laws in which IRAs lose most of their tax
advantages. o

And finally, the said, is ths argument that
young people won’t buy in to ths annuity.

“So than w* tducaUt thtm, ah* explained. “fie
go out and talk to them. Ws volunteer to speak
wherever we can to "young" gatherings,””And
what do ws tall them, we asked?

We teach them, and we remind ourselves, she
eaid, that seniors are important to ths state of
Alaska.

"We need to quit thinking of the Longevity
Bonus as a handout and start thinking cfitaaa™
investment," the said.

"The state is putting out $50 million a year to
retain a $500 million investment — the worth of
Alaska"s seniors in terms of ths cssh they put into
the economy each year.””

Perhapa it3 time forall of ua tocarry our debate
beyond the senior centers, beyond the legislative
halls, beyond the governor®s office. Perhaps wa Il
then raise enough ruckus to get the iseue offdead
center and decided once and for alL

-~
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Senior!

Inoted with interest”
proposed fy "87 budgst
Department of Adm
don groups the Alast
gsvity Bonus. Pic
Homes and Older A.
Commission together
tha heading “Social 2

This reorganixat

, unnecessary,
handed and without
hearings, due processc
relesses.

It reflects in actus
unawarensss, a disrsg
disrespect for tha pu
wall es titselderly of

I referyou to page n
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Many seniors can't live
on Cowper budget cuis

Action: Gov. Steve Cowper submits his budget
proposal to the legislature. It calls forsllcmg Lon-
gevity Bonus payments by S50 per month tor all, .
axing bonus p%%ments completely for those with
incomes over $20,000 and eliminating property
tax exemptions and renter’s rebates.

Reaction: Seniors are scared. Fearful. What
next? they ask. Will they be able to keep their,
homes? Will they have to'move outside where the
cost of living is cheaper? How will they pay medi-
cal bills? And what happened to the promises of
the past that said current bonus recipients would
keep thsir $250 per month payments no matter
what was decided for future seniors? _
~ State-gathered statistics show the median
income for older Alaskans is $10,000. That’s $833
per month. If you flgure rent at $400 or more per
month, ¥ou have $433 or less to pay for such frib-
bles as food, doctor’s bills, heat, lights and trans-
portation. A challenge to make ends meet each
month? You bet Try getting along, now, on $50
less per month. No wonder there’s fear out there.

And then add the $700 you’ll have to pay under
Cowper’s budget plan for property taxes —or sub-
tract the $400 in income 'you won't get from the

'renter’s rebate this year.

It all adds up to too little money. _

We've said it before: These programs were putin
place before tl e oil boom by athoughtful populace
which wanted to do rlghtb Its senlor citizen popu-
lation, which wanted to keep its retirees — and
their retirement pensions and assets (big and
small) —in Alaska. _

Despite the need to cut the state budget, seniors
should not be made to bear such a large share of
the burden.
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Bonus debate heated, long-running

"Tlic question Isn't whether
or not | need the $250. It's the
philnsnphlrnl point: If | were
to nppronch iitnle employees
nnrl nek them Inlnken$2.'i0cut
in their monthly state retire-
ineiil pny. I'd be hung In
effigy." sniil Itep. lied Itouclirr
(D-Anrhnriigr) during n Moure
committee meeting in cnrly
Mnrch.

Itep. Fran Uhnrr(D.funcnu)
argued: "There's no question
this is n pood propram. The
qurstion is how much of this
pond(frnprntn enn we nclunlly
nffnrd now?"

In Hie Semite, the lionus
dehnlr is procceilinp more
rnpidly following n series of

alntcwide teleconferences on
Srn.Jny Kertluln's (DPnImcr)
f-onpevity Illonus/nnnulty
hill. CSSB Rfi.

Kertluln's bill wmdd put in
place nn nnuully retirement
nceount plnn npproved by
voters hist November in nn
ndvisnry vole. Thnt plnn
wnuld establish n tandem pro-
groin which includes n grnilu-
nlly phnncd-oul linnns
proprnin and nn oplinnnl
nnnuily progrnm nllmving
Alnsk.ni residents to deposit
their nnmm| PermnnWil Fund

Dividend checks into n retire-

ment ncenimt nvnlinhlc to
them nlnqc fixxTImse nircndy
c> would continue to receive
mnnrnt Fund Dividend
checks.

Now in Its third Senate com-
mittee. Kertluln's hill hns gar-

nered support from many
senior ndvocales. lint Cowper
ndministrntiun  officials see
hip flnws in the nnnuily pinn.

"One problem with SII £Gis
thnt it assumes Permanent

Fund Dividend checks con-
tinue fbrcvrr." Division of Pol-

icy Director Mnry Unllnnm
told sennlors during a rerent
committee henring.

"We really shouldn't go to
the hank on tliirs. It's annfere-
ous to build nlong-term retire-
ment progrnm on the
Prtmnncnl Fund."

Annther problem Cowper
nfficinls pnint to is the plan's

lark of “hold-hnrmlrss" pro-
tection. Following federal rul-

ings in 1P8I tlinl the haims
would be counted ns inrump

for nny "new" banns recip-
ients who received federal pub-

lic assistance pnymrnts, (lie

Irgisinlure ennrlrd i rliiuse
Hintnssures needy ehlerly u-hn
rereive n liniius pnvment tin
lint luse either tlir luiniisnr fed-
ernlnssisinnrc pnymrnts sueli
ns Mrilicnid.

lint  Krrltiilu nrgiied the
"hnlil bunnies*" prohlein in
Siirilirould lie loljnsled with n
minor nmeiniment

('nwper's i pinn. linw-
ever, would rriMiire more sinti*
ndinini.strnlori lo oversee the
income eligibility require-
menls of Ilir plnn, Kerttohi
sniil.

"(lovernnr Cowper's needs-
bnsed proprnm would require
Hi nduiinislriitor’, or one
ndininislrnlor to every 2IKl
recipients.” Kertliiln = sniil.
"The nunnity propinin would
requjre nnlv mieiithninislriiliir
lo every LtKHI reripienls."



