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FISCAL NOTE
STATE OF ALASKA
1992 LEGISLATIVE SESSION

Revision Date: March 2. 1992
Title: An Act amending and making effective an annuity 

1 am and amendments to the longevity bonus and P.F.D..

BILL NO. CS for SB 8 (ST A) amMAR 0 3 1992
Department Affected: Revenue 

BRU: Operations___________

Component: Treasury Management

Sponsor Kerttula, Halford

Requestor House State Affairs

Expenditures/Revenues: (Thousands of Dollars)

Component Serial No.
0 1 2 1

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 C X Q '__________ ^  Phone: 465-2300

Division: Treasury -----------------------------\ Date: March 2, 1992

>ved by Commissioner.

Agency: Revenue
Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB, & Impacted Agency(ies).
Rev 12/91 Page___ of-----



> 0 3 1992
FISCAL NOTE

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

STATE OF ALASKA
1992 LEGISLATIVE SESSION

BILL NO. CSSB 8 (STA) am

Agency Affected: Revenue______________
BRU: Permanent Fund Dividend Division

Sponsor: Kerttula. Halford
Components: Permanent Fund Dividend
______________D1vls1 on________________

Requestor: House State Affairs COMPONENT SERIAL NO.. .9 8 J.

EXPENDITURES/REVENUES: (Thousands of Dol. ars)
FY 93 FY 94 FY 95 FY 96 FY 97 FY 98

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

26.7

15.0

13.1

15.0

13.1

15.0

13.1

15.0

13.1

15.0

TOTAL OPERATING -0- 41.7 28.1 28.1 28.1 28.1

CAPITAL

REVENUE

FUNDING: (Thousands of Dollars)
GENERAL FUND
FEDERAL FUNDS
OTHER (RSA) 41.7 28.1 28.1 28.1 28.1

TOTAL -0- 41.7 28.1 28.1 28.1 28.1

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

NorTe.Estimate of current year 

Prepared By:

V

Thomas C. Williams
Division: Permanent Fund Dividend Division

Phone: 
Date:

465-2323.
March 2. 1992

Approved by Commissioner: 
Agency: Revenue Date:

Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, 0MB, &
Impacted A g en cy d es ) . ^

n-f



A L A S K A  D E P A R T M E N T  O F  R E V E N U E  
P E R M A N E N T  F U N D  D I V I D E N D  D I V I S I O N  

C S S B  8 (STA) a m  A N A L Y S I S 
A s  o f  M a r c h  2, 1992

A s s u m p t i o n s ;

1. T h i s  b i l l  is t h e  o n l y  P e r m a n e n t  F u n d  D i v i d e n d  c h e c k o f f  b i l l  t h a t  
w i l l  b e c o m e  law. T h i s  f i s c a l  n o t e  c o u l d  c h a n g e  i f  o t h e r  P F D  
c h e c k o f f  b i l l s  a r e  i n t r o d u c e d  a n d  b e c o m e  law.

2. T h e  D e p a r t m e n t  o f  A d m i n i s t r a t i o n  w i l l  c h a r g e  t h e  D e p a r t m e n t  o f  
R e v e n u e  f o r  t h e  r e q u i r e d  a d d i t i o n a l  c o m p u t e r  t i m e .

3. T h e  c o s t  o f  p r o g r a m m i n g  c h a n g e s  w i l l  b e  a o n e - t i m e  c o s t .  O n g o i n g  
m a i n t e n a n c e  o f  n e w  p r o g r a m s  w o u l d  b e  a c c o m p l i s h e d  b y  e x i s t i n g  
s t a f f .  T h e  c o m p u t e r  s y s t e m  w i l l  n e e d  t o  b e  c h a n g e d  t o  a c c o u n t  f o r  
t h e  c h a n g e  i n  t h e  p r o g r a m ,  t o  e s t a b l i s h  n e w  a c c o u n t i n g  c o n t r o l s  a n d  
t o  p r o v i d e  f o r  t h e  t r a n s f e r  o f  f u n d s  t o  t h e  t r u s t  a c c o u n t .  T h e  
f o l l o w i n g  t a s k s  w i l l  r e q u i r e  t h e  f o l l o w i n g  p r o g r a m m i n g  h o u r s .

Hours

a . W a n e  D a t a  E n t r y  P r o c e s s i n g  U p d a t e s  7 5 . 0
(1) D a t a  e n t r y
(2) B a t c h  l i s t s
(3) C o r r e c t i o n s
(4) W a n g  t o  I B M  t r a n s f e r

b. I B M  F i l e  P r o c e s s i n g  U p d a t e s  3 0 . 0
(1) E d i t s
(2) B a t c h  l i s t i n g s
(3) W o r k s h e e t s

c. C I C S  O n l i n e  P r o g r a m s  f o r  L o o k u p  and ChangS-S. 3 7 . 5

d. N i g h t l y  U p d a t e  .of C h a n g e s  2 2 . 5

e. W a rrant Jobs. 90.0
(1) P r i n t i n g  w a r r a n t s  w i t h  d i f f e r e n t  

a m o u n t s .  I n c l u d e  c h e c k  s t u b  m e s s a g e s .
(2) M o d i f y  w a r r a n t  r e g i s t e r s  as n e e d e d  

f o r  b a l a n c i n g .
(3) C r e a t e  n e w  p r o g r a m  f o r  t r a n s f e r r i n g  

a c c u m u l a t e d  d e c i s i o n s  t o  t r u s t  a c c o u n t  
a n d  t o  a c c o u n t  f o r  t h e  r e s e r v e  n e c e s s a r y  
d u e  t o  r e t u r n e d  a n d  c a n c e l l e d  P F D  w a r r a n t s .

J
f. M i s c e l l a n e o u s 4 5 . 0

(1) S e t t i n g  u p  t e s t  f i l e s  o n  I B M
(2) S y s t e m s  t e s t i n g

T o t a l  H o u r s  3.QJLJ2.
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A L A S K A  D E P A R T M E N T  O F  R E V E N U E  
P E R M A N E N T  F U N D  D I V I D E N D  D I V I S I O N  

C S S B  8 (STA) a m  A N A L Y S I S  
As o f  M a r c h  2, 1992

4. T he c o s t  o f  d o c u m e n t  r e v iew, d a t a  c a p t u r e  a n d  t h e  d a t a  p r o c e s s i n g  
c h a r g e b a c k  w i l l  b e  c o n t i n u i n g .  O n e  D o c u m e n t  P r o c e s s o r  I p o s i t i o n  
w o u l d  b e  r e q u i r e d  f o r  t h r e e  m o n t h s  t o  a s s i s t  i n  t h e  m a n u a l  r e v i e w  
a n d  c o d i n g  o f  5 3 5 , 0 0 0  a p p l i c a t i o n s .  O n e  D a t a  P r o c e s s i n g  C l e r k  I 
p o s i t i o n  w o u l d  b e  r e q u i r e d  f o r  t w o  m o n t h s  t o  a s s i s t  i n  d a t a  c a p t u r e .

5. T h e r e  w i l l  b e  a n  a d d i t i o n a l  c o s t  a s s o c i a t e d  w i t h  a n  e x t r a  p a g e  in 
t h e  P F D  b o o k l e t  n e c e s s a r y  to d e s c r i b e  t h e  a n n u i t y  o p t i o n s .

6. G a r n i s h m e n t s  a n d  a s s i g n m e n t s  v/ill t a k e  p r e c e d e n c e  o v e r  c o n t r i b u t i o n s  
t o  t h e  a n n u i t i e s  i n  t h e  o r d e r  e s t a b l i s h e d  b y  s t a t u t e .  T h e  P F D  
D i v i s i o n  w i l l  o n l y  h o n o r  c o n t r i b u t i o n s  t o  t h e  e x t e n t  t h a n  an 
i n d i v i d u a l ' s  p e r m a n e n t  f u n d  d i v i d e n d  h a s  n o t  o t h e r w i s e  b e e n  a s s i g n e d  
or g a r n i s h e d .

7. T h e  P F D  D i v i s i o n  w i l l  b e  r e s p o n s i b l e  f o r  e l e c t r o n i c a l l y  t r a n s f e r r i n g  
c o n t r i b u t i o n s  t o  t h e  a n n u i t y  a c c o u n t .

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

C o s t  Summary;.

1. P e rsonal Se r v i ces
F Y  94 FY.. 95.

1 P P T  A n a l y s t / P r o g r a m m e r  V, R 2 1  0 $ 6 , 7 7 0 . 7 4 / M o  
i n c l u d i n g  s a l a r y  a n d  b e n e f i t s  for 2 m o n t h s .
P C N  0 4 - 6 0 1 1  w o u l d  b e  f u n d e d  f o r  an a d d i t i o n a l
2 m o n t h s . $ 1 3 . 6  $ -0-

1 P P T  D o c u m e n t  P r o c e s s o r  I, R7 0 $ 2 , 5 7 3 . 6 0 / M o  
i n c l u d i n g  s a l a r y  a n d  b e n e f i t s  f o r  3 m o n t h s .
T h i s  p o s i t i o n  r e p r e s e n t s  t h e  e q u i v a l e n t  of
t h e  a d d i t i o n a l  t i m e  a n d  e f f o r t . 7 . 7  7.7

1 P P T  D a t a  P r o c e s s i n g  C l e r k  I, R 8  0 $ 2 , 6 9 9 . 0 3 / M o  
i n c l u d i n g  s a l a r y  a n d  b e n e f i t s  f o r  2 m o n t h s .
T h i s  p o s i t i o n  r e p r e s e n t s  t h e  e q u i v a l e n t  of
t h e  a d d i t i o n a l  t i m e  a n d  e f f o r t . 5 . 4 5 ■ 4

T o t a l  P e r s o n a l  S e r v i c e s  2 6 . 7   13 ».l
J

Contractual Sery-icea

a. D a t a  P r o c e s s i n g  C h a r g e b a c k  5 . 0  5.0
b. P r i n t i n g  c h a r g e  f o r  e x t r a  p a g e  1 0 . 0   10-0.

T o t a l  C o n t r a c t u a l  S e r v i c e s  15 ■ 0  UL-Q.

TOTAL COST $ 41,7. $ 28-.-1
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S T A T E  O F  A L A S K A
1 9 9 2  L E G IS L A T IV E  S E S S IO N

F IS C A L  N O T E
B IL L  N O . C SS B  8 (S A )

Revision Date: _
Title: An Act amending and making effective an 

Annuity Program
Sponsor_______ Kertulla_______________________
Requestor Senate Rules Committee_________

Expenditures/Revenues: (Thousands of Dollars)

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

COMPONENT SERIAL NO.__________ 64

OPERATING FY93 FY94 FY 95 FY% FY 97 FY 98

PERSONAL SERVICES 4143 426.7 4395 4527 '1663 4803

TRAVEL 50.0 25.0 25.0 25.0 250 25.0

CONTRACTUAL 12013 1.132.7 1.1327 1.1327 1.1327 1.132.7

SUPPLIES 525 605 705 305 905 1005

EOUIPMENT 144.1 0 0 0 0 0

LAND & STRUCTURES 0 0 0 0 0 0

GRANTS. CLAIMS 0 0 0 0 0 0
MISCELLANEOUS 0 0 0 0 0 0

TOTAL OPERATING 1,862.2 1,644.9 1,667.7 1,690.9 1,714.5 1,7385

CAPITAL 0 0 0 0 0 0

REVENUE 
FUND SOURCE:

0 0 0 0 0 0

FUNDING: (Thousands of dollars)
GENERAL FUND 18622 1644.9 1667.7 1690.9 1.7145 1.7385

FEDERAL FUNDS 0 0 0 0 0 0

OTHER 
FUND SOURCE 0 0 0 0 0 0
TOTAL 1862.2 1644.9 1,667.7 1,690.9 1,714.5 1,738.5

POSITIONS
FULL-TIME: 8 8 8 8 8 8
PART-TIME: 0 0 0 0 0 0
TEMPORARY: 0 0 0 0 0 0

Estimate of current year impact:________zero

ANALYSIS: (attach a separate page if necessary.) 

See attached for a detailed analysis

Prepared Bv: Gary Bader / f !. Phone: 465-4470

Division: Retirement and Benefits i / / ________ Date:_________ 1/16/92

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

Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB & Impacted Agency(ies).
Rev 11/91 Pagel_of_4



Committee Substitute for Senate Bill 8 (SA)
Fiscal note Analysis Prepared by Division of Retirement & Benefits 

Department of Administration January 16,1992
Analysis: The cost of the annuity program is anticipated to be borne entirely by general fund (GF) appropriations. This fiscal note assumes that approximately 5% of the permanent fund 

dividend recipients (25,000) will participate in the annuity program.
Eight full-time positions will be needed to administer this program on a continuing basis. Even though we are proposing to contract with a private record keeper, eliminating the 
need for a large staff, this bill requires extensive manual effort to interface with the 
contractor. Personnel will handle counseling, address and beneficiary changes, account 
maintenance, and cash contributions.
Travel in FY 93 is needed to explain the program and answer questions at several locations 
throughout the state. In subsequent years, there will continue to be the need for rural ’ 
education and counseling.
There are annual contractual needs for the operation of the annuity program as well as 
contract with the annuity record keeper. These ongoing contractual needs are explained 
below. The system will be highly automated to reduce the need for a larger staff. An 
analyst/programmer V will coordinate D.P. activities.
On-going office supply needs will include microfilming supplies, computer paper stock, 
annual statements of account and 1099's. In FY 93, there will also be a one time need for 
office equipment and the purchase of a microfilmer and reader for file maintenance.
The total estimated administrative cost to the division by fiscal year is as follows:
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F Y  93
P E R S O N A L  S E R V IC E S

1 Retirement System Manager $81.1
1 Retirement Specialist I/II 52.0
1 Retirement Technician I/n 42.1
1 Accountant II 52.0
1 Accounting Technician I 42.1
1 Clerk-Typist DI 35.0
1 Accounting Clerk El 37.9
1 Analyst/Programmer V 72.1

Total Personal Services Cost..........................  $414.3
FY 93 Personal Services w/3% increase

TRAVELFY 93 - 35 trips to various locations throughout 
the state for public meetings to explain the program.
FY 94 and after - trips to various locations throughout 
the state for annual enrollment counselling.

Total Travel cost...............................................  50.0
CONTRACTUAL FY93 FY94

CPU costs 20.0Computer tapes 10.0
Disk space costs 20.0

Total DP resource $50.0 $50.0
Record Keeping Contractor

25,000 accts. @ $35.00 875.0 875.0
Information Blitz,

TV, and Radio 85.0 35.0
RSA to PFD division 41.7 28.1
Postage: Information and

warrants 50.0 50.0
Audits 15.0 15.0
Actuarial Consulting 15.0 10.0
Centrex charges (8 lines), longdistance WATS line 30.8 30.8
Floor space (1,000 square feet at
2.25/mo) 38.8 38.8

Total Contractual cost..................................... 1,201.3

FY 9 4

$426.7

25.0

1,132.7

P a g e  3  o f  4



<

SUPPLIESOffice supplies, calculators Microfilming supplies 
Paper stock Statement of AccountTotal Supplies cost. .

EQUIPMENT
8 Work stations 
8 Chairs8 PCs and other office equipment 

Other office equipment 
(Dictaphone, calculators, etc.)

1 Printer1 Microfilmer and reader
2 File cabinets8 Phones (600/instrument)Total Equipment cost
TOTAL Operations Cost

F Y  93  FY  9 4

FY 93 FY 94
$ 4.0 5 2.0

3.5 3.5
40.0 50.0
5.0 5.0 52.5 60.5

36.82.4
40.0
10.0

4.5 
45.0

.64.8................................ 144.1  -0 -
$1862.2 $1,644.9

The continuing personal services costs is estimated to increase at 3% per year. The costs of 
administration of this system is anticipated as general funds realized from the offsetting savings 
realized from declining Longevity Bonus payments. Funding is anticipated from general fund 
appropriations.
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FISCAL NOTE
STATE OF ALASKA B IL L  NO. CSSB 8 (SA)
1 9 9 2  LEGISLA TIV E SESSIO N

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)

Department Affected: Administration 

BRU: Division of Pioneers' Benefits

Component: Longevity Bonus Program 
________ Grants and Administration

COMPONENT 0 0 2 6

OPERATING 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 0 0

CONTRACTUAL 0 0 0 0 0 0

SUPPLIES 0 0 0 0 0 0

EQUIPMENT 0 0 0 0 0 0

LAND & 
STRUCTURES

0 0 0 0 0 0

GRANTS, CLAIMS (0) (76.0) (753.6) (2,124.4) (4,033.1) (5,340.5)

MISCELLANEOUS 0 0 0 0 0 0

TOTAL OPERATING 0 (76.0) (753.6) (2,124.4) (4,033.1) (5,340.5)

CAPITAL 0 0 0 0 0 0

REVENUE FUND 0 0 0 0 0 0
SOURCE:

FUNDING: (Thousands of Dollars)

GENERAL F U N D 0 (76.0) (753.6) (2,124.4) (4,033.1) (5,340.5)

FEDERAL FUNDS 0 0 0 0 0 0

OTHER F U N D  
SOURCE

0 0 0 0 0 0

TOTAL 0 (76.0) (753.6) (2,124.4) (4,033.1) (5,340.5)

POSITIONS:

FULL-TIME 0 0 0 0 0 0

PART-TIME 0 0 0 0 0 0

TEMPORARY 0 0 0 0 c 0

Estimate of current year impact: 0_____________

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

Prepared by: Barbara Bathonv,_̂ 2~i%i>T>y-g». i Phone:__465-4400______
Division: Pioneers' Benefits ~~ / /  Date: January 21. 1992

Approved by Commissioner: Nancy Bear Usera V  if/jA  /
Agency: Administration /j/^u ~ Date: S A  s 7

D i a t r i b u t i o n  ( b y  p r a p a r a r ) t  L a g i a l o t i v #  r i n . ,  L a g i a l a t i v a  S p o n a o r ,  R a g u a s t o r ,  O K B /D B R ,  G o v .  L c g i a .  O f c . ,  t  X u p a c t a d
A g a a c y ( i a a ) .
R a v  1 0 / 7 / 9 1  P a g *  1__________ o f  4 _
l a g \ c a a b 8 . f n



F i s c a l  N o t e  
C S S B  8 (SA) 

J a n u a r y  21, 1992

P r o j e c t e d  a n n u a l  s a v i n g s  u n d e r  t h i s  p r o p o s a l  a r e  t e n u o u s  b e c a u s e  
t h e y  d e p e n d  u p o n  a n u m b e r  of v a r i a b l e s  t h a t  c a n n o t  b e  p r e d i c t e d  
a c c u r a t e l y .  T h e s e  p r o j e c t i o n s  w e r e  p r e p a r e d  as a j o i n t  p r o j e c t  o f  
t h e  L e g i s l a t i v e  R e s e a r c h  A g e n c y  a n d  t h e  A l a s k a  L o n g e v i t y  B o n u s  
p r o g r a m  i n  A p r i l  19 9 1  a n d  u p d a t e d  b y  t h e  L o n g e v i t y  B o n u s  p r o g r a m  i n  
D e c e m b e r  1991. A  b r i e f  d i s c u s s i o n  of s o m e  of t h e  m o r e  i m p o r t a n t  
a s s u m p t i o n s  a n d  v a r i a b l e s  f o l l o w s .

T h e  B o n u s  a m o u n t  f o r  t h o s e  t u r n i n g  65 a f t e r  J a n u a r y  1, 1994, i s  
$ 2 5 0  l e s s  t h a n  t h e  a n n u i t y  p a y m e n t  f o r  t h o s e  w h o  t u r n  65 in t h e  
c u r r e n t  y e a r .  T h e  a n n u i t y  p a y m e n t  d e p e n d s  u p o n :

P e r m a n e n t  F u n d  D i v i d e n d s - w e  u s e  p r o j e c t i o n s  p r o v i d e d  b y  
t h e  P e r m a n e n t  F u n d  C o r p o r a t i o n ;
t h e  i n t e r e s t  r a t e  a t  w h i c h  e a r n i n g s  a c c r u e  and t h e  
i n t e r e s t  r a t e  u s e d  t o  d e t e r m i n e  an  a n n u i t y - w e  u s e d  8 . 5  
p e r c e n t  a s  a r e a s o n a b l e  e s t i m a t e  in  b o t h  c a s e s  p r o v i d e d  
b y  L e g i s l a t i v e  R e s e a r c h ;
t h e  l i f e  e x p e c t a n c y  o f  a 65 y e a r - o l d  w e  u s e d  f i g u r e s  
p r o v i d e d  b y  t h e  A l a s k a  D e p a r t m e n t  of L a b o r ;  a n d  
t h e  f r e q u e n c y  of b o n u s  a d j u s t m e n t s - w e  a s s u m e d  t h a t  
b o n u s e s  w o u l d  be a d j u s t e d  a t  t h e  b e g i n n i n g  of e a c h  
f i s c a l  y e a r  a n d  r e m a i n  f i x e d  t h r o u g h o u t  t h e  year.

T h e  n u m b e r  of  r e c i p i e n t s  w h o  r e c e i v e  $ 2 5 0  p e r  m o n t h  w a s  d e t e r m i n e d  
b y  a p p l y i n g  m o r t a l i t y  a n d  m i g r a t i o n  f i g u r e s - s u p p l i e d  b y  t h e  A l a s k a  
D e p a r t m e n t  of L a b o r - t o  t h e  p r o j e c t e d  n u m b e r  of r e c i p i e n t s  w h o  w i l l  
b e  o n  t h e  p r o g r a m  p r i o r  t o  1992.

T h e  n u m b e r  o f  r e c i p i e n t s  w h o  r e c e i v e  r e d u c e d  b o n u s e s  w a s  d e t e r m i n e d  
b y  a p p l y i n g  p o p u l a t i o n ,  m o r t a l i t y  a n d  m i g r a t i o n  f i g u r e s  to t h e  
c u r r e n t  n u m b e r  of r e c i p i e n t s  in  o r d e r  t o  d e t e r m i n e  t h e  n u m b e r  o f  
n e w  a p p l i c a n t s  i n  e a c h  y e ar. M i g r a t i o n  a n d  m o r t a l i t y  f i g u r e s  w e r e  
t h e n  a p p l i e d  t o  n e w  a p p l i c a n t s  i n  o r d e r  t o  d e t e r m i n e  t h e  n u m b e r  o f  
r e c i p i e n t s  w h o  w i l l  r e c e i v e  r e d u c e d  b o n u s e s  i n  e a c h  y e a r .  S e e  
a d d i t i o n a l  a s s u m p t i o n s  o n  t h e  s p r e a d s h e e t .

Caveats

P r o j e c t i o n s  e x c l u d e  t h e  c o s t  of a d m i n i s t e r i n g  a n  a n n u i t y  p r o g r a m .  
T h e  a s s u m p t i o n  is t h a t  t h i s  a g e n c y ' s  i n v o l v e m e n t  w i t h  t h e  a n n u i t y  
p o r t i o n  o f  t h e  p r o g r a m  w o u l d  be  l i m i t e d  t o  b e i n g  i n f o r m e d  of t h e  
a m o u n t  b y  w h i c h  b o n u s  w a r r a n t s  s h o u l d  b e  r e d u c e d .  E x p e c t e d  c o s t s  
o f  m o d i f y i n g  t h e  p r o g r a m  i n  o r d e r  t o  p a y  a m o u n t s  o t h e r  t h a n  a f i x e d  
$ 2 5 0  a r e  i n c l u d e d  i n  t h e  FY 93 c o n t r a c t u a l  line.

P a g e  2



P r o j e c t i o n s  e x c l u d e  t h e  s a v i n g s  t h a t  w o u l d  o c c u r  u n d e r  t h e  " h o l d  

h a r m l e s s "  p r o v i s i o n s  o f  A S  4 7 . 4 5 . 1 2 2 .  T h o s e  c o s t s  w o u l d  b e
r e f l e c t e d  i n  t h i s  f i s c a l  n o t e  o n l y  i f  t h e  l e g i s l a t u r e  a p p r o p r i a t e s  

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

D e p a r t m e n t  o f  H e a l t h  a n d  S o c i a l  S e r v i c e s .

P r o j e c t i o n s  e x c l u d e  s a v i n g s  t h a t  m i g h t  o c c u r  if t h e  n u m b e r  of 
r e c i p i e n t s  d e c l i n e s  a s  t h e  p r o g r a m  b e c o m e s  le s s  f i n a n c i a l l y  
a t t r a c t i v e  t o  p a r t i c i p a n t s  a n d  p o t e n t i a l  p a r t i c i p a n t s .

I e g \ c s s b 8 2 6 . f n
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D E C - 1 3 - 9 1  F  R  I  - 1 3 : 3 3  R I O  B E N E  — C E N T R A L .  O F F I C E P  .  0  2 ^ - 0 2

P F D  i n f o  f r o m  J i m  K e l l y ,  1 2 / 1 3 / 9 1
t

Y e a r  E x p e c t e d  D i v i d e n d  P o p u l a t i o n

92  862 5 4 3 , 0 0 0
93 897
94 947
95 100 2  5 7 6 , 0 0 0
96  105 0
97 1119
98 118 6
99  124 5  .
2 0 0 0  1 3 0 1  6 3 3 , 0 0 0
01  136 1
02  1420
03 1480
04  1539
05  160 0  6 9 5 , 0 0 0
0 6  165 9
07  1 7 1 9
08  1780
09  184 2
10  1 9 0 4  7 6 3 , 0 0 0



Longevity Bonus Program 
as Redefined by SB 8

Rtvbcd 12/10/91

SB8 . 
Recipients

Total 
SB8 Plus 

G r n d F a t h e r e d P F D  
Qualified ' Dividend 

Recipients Received

Annual
Payments
Annuity

Monthly
Payments
Annuity

(000 omitted)
GF Cost 

Of Grand- 
Fathered 

Recipients

(000 mined)
Non-GF 
Cost of 
Post 93 

Recipients

(000 culnrd) 
GF Cost 
Cost of 
Post 93 

Recipients

(000 anltlfd)

Total
GF

Cost

(OOOumincd)

Total
GF

Savings

Current Program 
State (000aiin<4] 

Fiscal Qualified 
Year Recipients Cost

Grand-
Falhered

Recipients
1992 21,190 63,570.0
1993 22,385 67,155.0 22,385 22,385 $910.47 '

1994 23,624 70,872.0 22,798 832 23,630 959.13 $111.26 $9.27 68,392.6 92.6 2,403.4 70,796.0 76.0

1995 24,841 74,523.0 21,527 3,327 24,854 1,012.63 237.93 19.83 64,580.0 791.6 9,189.4 73,769.4 753.6

1996 25,952 77,856.0 20,179 5,804 25,983 1,059.15 381.89 31.82 60,536.1 2,216.5 15,195.5 75,731.6 2,124.4

1997 26,805 80,415.0 18,911 8,000 26,911 1,120.64 543.79 45.32 56,732.2 4,350.3 19,649.7 76,381.9 4,033.1

1998 28,034 84,102.0 18,532 10,192 28,724 1,176.43 726.95 60.58 55,594.5 7,409.1 23,166.9 78,761.5 5,340.5

1999 29,070 87,210.0 16,753 12,332 29,085 1,231.81 932.51 77.71 50,258.5 11,499.7 25,496.3 75,754.8 11,455.2

2000 30,166 90,498.0 15,804 14,322 30,126 1,284.27 1,162.30 96.86 47,410.6 16,646.5 26,319.5 73,730.1 16,767.9

2001 31,173 93,519.0 • 4,890 16,175 31,065 1,341.82 1,418.03 118.17 44,671.2 22,936.6 25,588.4 70,259.6 23,259.4

2002 32,231 96,693.0 14,051 17,992 32,043 1,398.32 1,702.54 141.88 42,151.8 30,632.1 23,343.9 65,495.7 31,197.3

2003 33,332 99,996.0 13,261 17,983 31,244 1,458.23 2,018.13 168.18 39,781.7 36,292.0 17,657.0 57,438.7 42,557.3

2004 34,461 103,383.0 12,512 21,553 34,065 1,516.90 2,367.87 197.32 37,537.4 51,034.7 13,624.3 51,161.7 52,221.3

2005 35,684 107,052.0 11,827 23,303 35,130 1,578.62 2,754.51 229.54 35,480.3 64,188.3 5,720.7 41,200.9 65,851.1

2006 37,146 111,438.0 11,239 0 11,239 1,578.00 3,181.55 265.13 33,717.0 0.0 0.0 33,717.0 77,721.0

2007 38,830 116,490.0 10,724 0 10,724 1,578.00 3,644.82 303.74 32,172.0 0.0 0.0 32,172.0 84,318.0

2008 40,888 122,664.0 10,315 0 10,315 1,578.00 4,147.47 345.62 30,943.8 0.0 0.0 30,943.8 91,720.2

2009 42,797 128,391.0 9,860 0 9,860 1,578.00 4,692.84 391.07 29,580.1 0.0 0.0 29,580.1 98,810.9

2010 44,542 133,626.0 9,374 0 9,374 1,578.00 5,284.56 440.38 28,120.8 0.0 0.0 28,120.8 105,505.2

Notes: Grandfathered Recipients = All persons paid v li current program, declines In
tccordincc with mortality Ubies nulniaJnca by AK Dept of Labor 
nslng 1990 census results.

Assume esdi recipient deposits PFD Jan 1 o f each year.
6.30% Annual Interest Rale earned on investment 

Current Program • assume* no changes lo tne law.
Total OF Cost ■ GF cost of grandfathered recipients 

plua GF cost of post 93 recipients.
Total GF Savings = Difference between lolal OF cost o f current ptogram If uol 

modified aod the cost of the program I f  SB8 become* law.

SB8 Recipients = A ll persons entering Ihe program 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 » balance needed In GF as long as annuities ate less than $3,000

DeflalUoei *H fdplcnls" a rt defined ai the Average Number o f Warrants bsued la a mooli.
l i b  mcaas on* "recJpIeBl* would receive $3,000 per year. U doe* ao4 equal* eaadly lo t ie  number of people.



STATE OF ALASKA
1992 LEGISLATIVE SESSION

FISC A L NOTE
B IL L  NO. CSSB 8 (SA)

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)

Department Affected: Administration

BRU: Division of Pioneers' Benefits

Component: Longevity Bonus Program 

__________ Administration_________

C O M P O N E N T 0

OPERATING 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 0 0

CONTRACTUAL ' 106.0 0 0 0 0 0

SUPPLIES 0 0 0 0 0 0

EQUIPMENT 0 0 0 0 0 0

LAND &  
STRUCTURES

0 0 0 0 0 0

GRANTS, CLAIMS (0) 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

R E V E N U E  F U N D 0 0 0 0 0 0
SOURCE:

FUNDING: (Thousands of Dollars)

GENERAL F U N D 106.0 0 0 0 0 0

FEDERAL FU N D S 0 0 0 0 0 0

O T H E R  F U N D  
SOURCE

0 0 0 0 0 0

TOTAL 106.0 0 0 0 0 0

POSITIONS:

FULL-TIME 0 0 0 0 0 0

PART-TIME 0 0 0 0 0 0

T E M P O R A R Y 0 0 0 0 0 0

Estimate of current year impact: 0______________________________________________________________

ANALYSIS: (Attach a separate page if necessary.)
Impact for FY 92 is zero. This fiscal 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 _ 0 s. U   Phone: 465-4400
Division: Pioneers' Benefits    / (J Date: January 21^  Date: January 21. 1992

Approved by Commissioner Nancy Bear Useraw /
Agency: Administration__________  ( 7 * '    Date: / /■&.

D i s t r i b u t i o n  ( b y  p r e p a r e r ) i  L e g i s l a t i v e  F i n . ,  L e g i s l a t i v e  S p o n s o r ,  R e q u e s t o r ,  O X B /D B R , O o v .  L e g i s .  O r e . ,  t  l u p a c t e d
A g e n c y ( i e s ) .



F i s c a l  N o t e  
C S S B  8 (SA) 

J a n u a r y  21, 1992

C o n t r a c t u a l  c o s t s  are: E x p l a i n i n g  p r o g r a m  t o  2 2 , 0 0 0  r e c i p i e n t s ,  2 m a i l i n g s
p l u s  p r i n t i n g  o f  i n f o r m a t i o n .

2 m a i l i n g s  $ 1 2 , 0 0 0  (nfKUJM coat of nailing to b« i b m
p r i n t i n g  5 , 0 0 0  b« n  92)
s o f t w a r e  p r o g r a m  r e v i s i o n  8 9 , 0 0 0  (rt 9i aatinata)

$ 1 0 6 , 0 0 0

l e g \ c s s b 8 f n . 2 7



FISCAL NOTE

S T A T E  O F  A L A S X A

1 3 9 2  L E G I S L A T I V E  S E S S I O N

2 /3 /92Revision Date:
. An Act amending and making

errective an annunity program.

Sponsor:

Requestor:

Kertulla

B J L L  N O .  c s  S B 8

EXPENDITURES/REVENUES: (Thousands of DoSars)

Deoartment Affected: Health & Social Services

RRU: Medicaid

Gamnonont: ALB Hold Harmless and Medicaid
Non-facility

COMPONENT SERIAL NO. | 0 [ 2 3 0

0 2 3 1

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 c 0

CONTRACTUAL 0 0 0 0 •• 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: 0 0 0 0 0 0

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

POSITIONS:

FULL-TIME 0 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 if necessary.)

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, 0MB/D8R, Gov. L ag *. Ofc.. & Impactad Agarwytiaat.
r,a« __L°(Rav 10/7/31 '• '  8 ------



FISCAL NOTE ANALYSIS
CS SB 8

FY93

T h e r e  is n o  f i s c a l  e f f e c t  o n  M e d i c a i d  (0230) o r  t h e  A l a s k a  
L o n g e v i t y  B o n u s  H o l d  H a r m l e s s  ( " A L B  HH") m e d i c a l  c o m p o n e n t  
(0231) f o r  F Y 9 3  a s  t h e  A L B  r e d u c t i o n  w o u l d  n o t  b e g i n  u n t i l  
F Y 9 4 .

F Y 9 4  a n d  f o l l o w i n g

A  c h a n g e  m a d e  t o  t h e  A L B  H H  m e d i c a l  a s s i s t a n c e  p r o g r a m  in F Y  
92 s i g n i f i c a n t l y  r e d u c e d  t h e  n u m b e r  o f  A L B  H H  r e c i p i e n t s  
a l l o w i n g  n e a r l y  a l l  M e d i c a i d  re< 
t o  r e t a i n  t h e i r  M e d i c a i d  e l i  
e x p e n d i t u r e s  w e r e  r e d u c e d

C S  S B  8 w o u l d  d e c r e a s e  t h e  A L B  p a y m e n t  b y  
d e c r e a s e d  a m o u n t  w o u l d  g r o w  e a c h  y e a r  FY98, w h e n  t h e  b o n u s  
w i l l  b e  d e c r e a s e d  b y  a t o t a l  o f  $53. E v e n  b y  F Y 9 8 ,  w h e n  t h e  
$53 d e c r e a s e  i s  r e a c h e d ,  t h e  n u m b e r  o f  r e c i p i e n t s  a f f e c t e d  
w i l l  b e  m i n u s c u l e  a n d  t o t a l  f u n d i n g  e f f e c t  n e g l i g i b l e ,  e v e n  i f  
a l l  t h e  r e c i p i e n t s  r e m a i n i n g  t h e  A L B  H H  p r o g r a m  w e r e  to  e l e c t  
t h e  a n n u i t y  o p t i o n ,  w h i c h  i s  u n l i k e l y .



F I S C A L  M O T E

S T A T E  O F  A L A S K A

1 9 9 2  L E G I S L A T I V E  S E S S I O N

FEBRUARY 3, 1992Revision Date:

Title: AN ACT RELATING TO THE A L ASKA

LONGEVITY BONUS PROGRAM

Sponsor:

Requestor:

Kerttula

B I L L  N O . CSSB 8

Department Affected: HEALTH & SOCIAL RF.RVTrfrg

BRU: ASSISTANCE p a v m e n y  rrii ____________

Component: ADULT PUBLIC ASS I S T A N C E  - OAA &
OAA ALB HOLD HARMLESS

C O M P O N E N T  SERIAL NO.

EXPENDITURES/REVENUES: (Thousands of DoOvs)

APA 

ALB HH

O P E R A T I N G FY 93 FY 9 4 FY 95 FY 96 FY 9 7 FY 9 8

P E R S O N A L  SERVICES 0 - . 0 0 0 0 01

T R A V E L 0 0 0 0 0 0

C O N T R A C T U A L 0 0 0 0 0 0

SUPPLIES 0 0 0 0 0 0

E Q U I P M E N T 0 0 0 0 0 0

L A N D  &  S T R U C T U R E S 0 0 0 0 0 0

G R A N T S ,  C L A I M S 0 (5.1) (59.6) (140.6) (263.0) (433.1)

M I S C E L L A N E O U S 0 0 0 0 0 0

T O T A L  O P E R A T I N G 0 (5.1) (59.6) (140.6) (263.0) (433.1)

C A P I T A L Cl ffl

R E V E N U E  

F U N D  S O U R C E :
0 0 0 0 0 0

F UNDING: (Thousands of DoOars)

G E N E R A L  F U N D 0 (5.1) (59.6) (140.6) (263.0) (433.1)

F E D E R A L  F U N D S 0 0 0 0 0 0

O T H E R

F U N D  S O U R C E : 0 0 0 0 0 0

T O T A L 0 (5.1) (59.6) (140.6) (263.0) (433.1)

POSITIONS:

FULL-TIME 0 0 0 0 0 0

PART-TIME 0 0 0 0 0 0

T E M P O R A R Y 0 0 0 0 0 0

Estimate of currant year impact: N 0  F ISCAL IMPACT FY92

ANALYSIS: (Attach a separate page if necessary.) CSSB 8 continues the ALB Hold Harmless 

program, but includes no hold harmless provision for annuity payments. See the 

attached adden d u m  for an analysis of the impact of this proposed change.

--
Prepared By:

Division:

Approved by Commissioner:

Agency: DEP A R T M E N T  OF HEALTH & SOCIAL SERVICES_________________  Dote:

Distribution (by prepared: Lay. Fin., Legislative Sponatf. Requestor, OMB/DBR, Gov. Legis. Ole., & Impacted Agancy(ies).
Rav 10/7/91 P ig e _ I _ o f_ 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 1994, and that no Old 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 Clients Impacted

FY93 $250 0 155
FY94 $242 $ 8 458
FY95 $232 $18 789
FY96 $221 ... .. ... $29 1153
FY97 $210 $40 1565
FY98 $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 clients impacted by this bill 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 SSI.

CSSB Nc. 8 provides for a redesign of the Longevity Bonus program to include an annuity and assumes continuation 
of a full Hold Harmless for the bonus. The impact of this proposed change is two-fold: 1) As the ALB payments 
decrease then the amount of ALB Hold harmless for federal Supplemental Security Income (SSI) 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 
i mp a c t e d  aged  
recipients receiving ALB 
Hold Harmless that 
replaces SSI income 
(35% of OAA clients 
impacted)
Estimated number of 
i m p a c t e d  aged  
recipients receding ALB 
Hold Harmless that 
does not replace SSI 
income (65% of OAA 
clients impacted)
Total number of new 
OAA r e c i p i e n t s  
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 
c lien ts x bonus 
reduction x 12 months)

54 160 276

101 298 513

155 458 789

0 (8) (18)

0 (9.5) (110.8)

FY93 FY94 FY95 FY96 FY97 FY98
404 548 681

749 1017 1264

1153 1565 1945

(29) (40) (53)

(260.7) (488.2) (803.9)

0 (5.1) (59.6) (140.6) (263.0) (433.1)

9.5 110.8 260.7 488.2 803.9

Net Savings to State 0 (5.1) (59.6) (140.6) (263.0) (433.1)
resulting from CSSB 8



A lask a  State Legislature

Sen. Jay Kerttula, Co-Chairman 

Sen. Pat Pourchot, Co-Chairman

State Capitol 
Juneau, AK 99801-1182 

(907) 465-1200 
(907) 463-3066 Fax

Sen. A l Adams 
Sen. Jim Duncan Senate Finance Committee Box 1009 

Palmer, AK 99645 
(907) 376-2675 

(907) 376-0315 Fax
Sen. Lyman F. Hoffman
Sen. Dick Shultz 
Sen. Rick Uehling

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 
issue 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 I989, 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 I 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 I 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 I984, 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 I, 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 I00 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 flexib ility of 
the annuity program:

I) 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 
w ithdrawal 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.

I 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.



A lask a  State Legislature

Sen. Jay Kerttula, Co-Chairman 

Sen. Pat Pourchot, Co-Chairman

Slate Capitol 
Juneau, AK 99801-1182 

(907) 465-1200 
(907) 463-3066 Fax

Sen. A l Adams 
Sen. Jim Dunzan Senate Finance Committee Box 1009 

Palmer, AK 99645 
(907) 376-2675 

(907) 376-0315 Fax
Sen. L^man F. Hoffman
Sen. Dick Shultz 
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, I994 will receive a longevity bonus; of $250 per 
month. Ch. 99 SLA 85 set this date at January I, I988.

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

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.

S e c .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.

b i l l

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 I, 1994 is entitled to 
the full longevity bonus payment without reduction.

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

Sec. II. The annuity credit selection applies only to
permanent fund dividends beginning after December 31,
I 9 9 2

Sec. 12. The bill has an immediate effective date.
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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 - 1 8 ,  ch. 99, SLA 1985; and providing for an 

effective date."
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130 Seward Street, Suite 218 
Juneau, A laska 99801-2196

A la s k a  S ta te  L e g is la tu r e

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

March 30, 1992

MEMORANDUM

TO: S e n a t ^ ^ l j p r  K e r t t u l a ^ ^

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.

Legislative Research Agency



A l a s k a  S t a t e  L e g i s l a t u r e
i 30 Seward Street, Suite 218 
Juneau, Alaska 99801-2196

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

J A N  '1 fl 1992

January 30, 1992

MEMORANDUM

TO: Senator Jay Kerttula

FROM: Paul Engel mail 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.

.Legislative Research Agency

Attachments
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A l a s k a  L o n g e v i t y  B o n u s  P r o g r a m  a n d  S e n a t e  B ill 8

General Fi rtd Costs/Savings
Cost of Coat of Annual Durnulatrve

Fiscal Current SB 8 Savings Savings
Year Program Program SB 8 SB 8
1993 67.2 67.2 0.0 0.0
1994 70.9 70.8 0.1 0.1
1995 74.5 73.5 1.1 1.2
1996 77.9 75.5 2.4 3.6
1997 30.9 76.7 4.2 7.8
1998 84.1 77.3 6.8 14.6
1999 87.2 77.2 10.0 24.6
20t'0 90.5 76.3 14.1 38.7
2001 93.5 74.4 19.1 57.8
2002 96.7 71.6 25.1 82.9
2003 100.0 67.6 32.4 115.3
2004 103.4 62.4 40.9 155.2
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 33.4 95.0 532.4
2010 133.6 31.9 101.7 634.1

C o o l  Current and SB 8 Longevity Bonu* Program*

Note:
*AII Dollar Amounts are in Millions of Nominal Dollars. 
"•Implied migration and mortality rates are from 
Alaska Department of Labor.
’Annuity Interest Rate 7%
*No Annual Annuity Service Charge

140.0 - r

120.0 -• Annual Appropriation Required to ^ y  
Continue Existing Longevity Program

40.0 J- Annual Appropriation Required to 
Implement SB 8 in Place ol Existing 
Longevity Program

20.0 -

0.0

l i t m u s

Fisoal Year

Revised 3/5/92 

Page 1 of 2
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A l a s k a  L o n g e v i t y  B o n u s  P r o g r a m  a n d  S e n a t e  B ill 8

I

P r o j e c t e d  A n n u i t y  a n d  
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Year
1993
1994
1995
1996
1997
1998
1999
2 0 0 0  
2 0 0 1  
2 0 0 2
2003
2004
2005
2006
2007
2008
2009
2010

Qualified
Recipients

22385
22488
21469
20512
19587
18687
17843
17018
16237
15484
14773
14086
13431
12807
12220
11657
11136
10641

Post FY 93 
Recipients 

' 0 
1137 
3373 
5441 

• - - 7383 
9345 
11224 
13144 
14932 
16743 
18555 
20372 
22250 
24338 
26607 
29228 
31659 
33899

Total
Recipients

22385
23625
24842
25953
26970
28032
29067
30162
31169
32227
33328
34458
35681
37145
38827
40885
42795
44540

Dividend
Received

924.00
970.00 

* 1022.00
1066.00
1111.00
1171.00
1221.00
1271.00
1321.00
1374.00
1426.00
1479.00
1533.00
1589.00
1647.00
1706.00
1766.00
1830.00

Annual
Annuity

0.00
101.55
215.26
342.65
483.80
639.76
813.24
1004.36
1214.36 
1444.54 
1696.67 
1972.15 
2272.75 
2600.33
2956.98
3344.98 
3766.63 
4224.38

Monthly
Annuity

! H;v:= 17:94- 
!:i:=H =28:55 
; ter40:32-
i|f#l53ais #fe7;77:' 
« !i: 83.70 
it: 101.20 
;v-120.38;: i4i;39 -164.35 . 189.40 t" 216.69.' 
;':t:246.42: .I 27875 313.89 352.03

Post FY 93 Total Monthly 
Bonus Annuity+Dividend
i'250.00' 

#24t.54 
H:; 232.06 
#221:45: 
#209.68- 
it# 96.69: 
it! 182.23 
P* 166.30 

148.80 
•:::|29.62 
r::ids.6T

85.65
:f :: 60.60' 
i f  33.31 i
:';:;fi-,.3.58

;: o.oo. 
o.oo 
o.oo.

250.00
250.00
250.00
250.00
250.00
250.00
250.00
250.00
250.00
250.00
250.00
250.00
250.00
250.00
250.00 
278.75 
313.89 
352.03
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M I K E  M I L L E R  
B o x  2 1 4 9 4 ,  J u n e a u  A K  9 9 8 0 2  

(907) 5 8 6 - 3 0 6 7

F e b r u a r y  26, 19 9 2

H o n o r a b l e  B e n  G r u s s e n d o r f ,  S p e a k e r  
A l a s k a  H o u s e  of  R e p r e s e n t a t i v e s  
C a p i t o l  B u i l d i n g  
J u n e a u ,  A K  9 9 8 1 1

D e a r  Mr. S p e a k e r :

T h i s  is in r e g a r d  to S B 8 (State A f f a i r s )  a m  a m e n d i n g  the 
A l a s k a  P e r m a n e n t  F u n d  a n d  L o n g e v i t y  B o n u s  acts. It p a s s e d  the 
S e n a t e ,  as y o u  k n o w ,  y e s t e r d a y .  I b e l i e v e  the b i l l ,  u n q u e s t i o n a b l y  
w r i t t e n  a n d  p a s s e d  w i t h  o n l y  the b e s t  of i n t e n t i o n s ,  w o u l d  n o n e­
t h e l e s s  c a u s e  g r a v e  h a r m  to m a n y  t h o u s a n d s  of A l a s k a  r e s i d e n t s .

P l e a s e  b e a r  w i t h  m e  as I o u t l i n e  s o m e  of the m a n y  o b j e c t i o n s  
I h a v e  to  the l e g i s l a t i o n .

(1) T h e  b i l l  l i n k s  t h e  A l a s k a  P e r m a n e n t  F u n d  D i v i d e n d  a c t  
a n d  t h e  L o n g e v i t y  B o n u s  l a w  as if t h e r e  w e r e  s o m e  c o n n e c t i o n  
b e t w e e n  t hem. T h e r e  is a b s o l u t e l y  n o n e .  T h e  two l a w s  w e r e  
p a s s e d  a t  d i f f e r e n t  t i m e s  for e n t i r e l y  d i f f e r e n t  r e a s o n s .  I k n o w  
b e c a u s e  as  a s t a t e  l e g i s l a t o r  I v o t e d  p r o u d l y  for b o t h  b i l l s  a n d  
s t i l l  c o n s i d e r  t h o s e  v o t e s  a m o n g  t h e  b e s t  I c a s t  d u r i n g  16 y e a r s  
in t h e  H o u s e  of  R e p r e s e n t a t i v e s .

T h e  A l a s k a  P e r m a n e n t  F u n d  D i v i d e n d  a c t  r e c o g n i z e s  the f a c t  
t h a t  e v e r y  s i n g l e  A l a s k a  r e s i d e n t  is a " s h a r e h o l d e r "  in A l a s k a ' s
p e t r o l e u m  w e a l t h .  It is n o t  w e l f a r e ,  n o t  a g i ft; it is in a v e r y
r e a l  s e n s e  t h e  s a m e  as a c o r p o r a t e  d i v i d e n d ,  b a s e d  on t h e  
e a r n i n g s  of "the c o m p a n y "  a n d  it s e r v e s  n o t  o n l y  to t r e m e n d o u s l y  
b e n e f i t  A l a s k a ' s  e c o n o m y  a t  the f a m i l y  l e v e l  a n d  t h e  l o c a l  
b u s i n e s s  l e v e l ,  it a l s o  g i v e s  e a c h  A l a s k a n  a v i t a l  p e r s o n a l  
i n t e r e s t  in t h e  w o r k i n g s  o f  the P e r m a n e n t  Fund.

T h e  L o n g e v i t y  B o n u s  l a w  on t h e  o t h e r  h a n d  p r o v i d e d  —  a n d
s t i l l  p r o v i d e s ,  its c r i t i c s  c o n t e n t i o n  to the c o n t r a r y  —  a 
r e c o g n i t i o n  of t h e  c o n t r i b u t i o n  o f  A l a s k a n  " o l d t i m e r s "  w h o  
p i o n e e r e d  t h i s  l a n d  a n d  e s t a b l i s h e d  t h e  A l a s k a  w e  k n o w  a n d  love 
t o d a y .  O r i g i n a l l y  t h e  l a w  w a s  w r i t t e n  to r e w a r d  s p e c i f i c a l l y  
t h o s e  w h o  a r r i v e d  o n  t h e  s c e n e  b e f o r e  S t a t e h o o d .  B e c a u s e  of 
c o n s t i t u t i o n a l  c h a l l e n g e ,  t h a t  e l e m e n t  h a s  b e e n  c h a n g e d  and the 
b e n e f i t s  h a v e  b e e n  e n l a r g e d  to i n c l u d e  s e n i o r  c i t i z e n s  w h o  c a m e  
h e r e  a f t e r  S t a t e h o o d .

B u t  it is i m p o r t a n t  to r e a l i z e  t h a t  in s p i t e  of  t h e  l a w s u i t 
a n d  the l a w ' s  b r o a d e n i n g ,  it c o n t i n u e s  (at l e a s t  u n t i l  nowl) £ o  
s e r v e  its o r i g i n a l  p u r p o s e .  A n d  a l t h o u g h  I r e g r e t t e d  a n d  o p p o s e d  
t h e  l a w s u i t  a t  t h e  t i m e  it w a s  f i l e d  I h a v e  to a d m i t  t h a t



Hon.  Ben G r u s s e n d o r f -  2 - F e b r u a r y  2 6 ,  1992

I c a n  no l o n g e r  f i n d  f a u l t  in the c u r r e n t  a r r a n g e m e n t  u n d e r  w h i c h  
p r e v i o u s l y  i n e l i g i b l e  m o t h e r s ,  f a t h e r s ,  g r a n d m o t h e r s  a n d  
g r a n d f a t h e r s  f i n d  t h e y  c a n  n o w  a f f o r d  to l i v e  in A l a s k a  a n d  
p r o v i d e  love, a s s i s t a n c e ,  a n d  g u i d a n c e  to t h e  y o u n g e r  m e m b e r s  of 
t h e i r  f a m i l i e s .  I f i n d  h i g h  p u b l i c  p u r p o s e  in an e x p e n d i t u r e  
t h a t  p r o m o t e s  t h i s .

(2) S B  8 t a k e s  t w o  of A l a s k a ' s  f i n e s t  laws, t h e  L o n g e v i t y  
a n d  P F D  a c t s ,  a n d  f o r c e s  e a c h  A l a s k a n  to m a k e  a w r e n c h i n g  c h o i c e .  
He or she c a n  o p t  f o r  a d i v i d e n d  e a c h  y e a r  or an  a n n u i t y  in li e u 
of t h e  c u r r e n t  L o n g e v i t y  Bonus. B u t  n o t  b o t h .

Fo r  s o m e  s e n i o r s  w i t h  r e t i r e m e n t  p l a n s  in f o r c e ,  s m a l l  
i n v e s t m e n t  p o r t f o l i o s ,  a n d  p e r h a p s  e v e n  c o n t i n u e d  e m p l o y m e n t ,  
m a k i n g  s u c h  a c h o i c e  w i l l  be d i s t a s t e f u l  b u t  n o t  c a t a s t r o p h i c .

For m a n y  t h o u s a n d s  o f  A l a s k a n s  l i v i n g  on l o w e r  i n c o m e s ,  
h o w e v e r ,  t h e  c h o i c e  w i l l  be h e a r t - b r e a k i n g .  F o r  p e o p l e  in the 
b u s h  ( p a r t i c u l a r l y  N a t i v e  c i t i z e n s  l i v i n g  a s u b s i s t e n c e  
l i f e s t y l e )  and f o r  m a n y  s i n g l e  p a r e n t s  a n d  o t h e r  u r b a n  A l a s k a n s  
of l i m i t e d  m e a n s ,  t h e  a n n u a l  P e r m a n e n t  F u n d  D i v i d e n d  is l i t e r a l l y  
a g o d s e n d .  R e p a i r s  c a n  b e  m a d e  to h o m e s ,  m e d i c a l  n e e d s  c a n  be 
a t t e n d e d  to, n e w  s c h o o l  c l o t h e s  c a n  b e  b o u g h t  a n d  e v e n  o t h e r w i s e  
u n a t t a i n a b l e  b i c y c l e s  c a n  be p u r c h a s e d .

B u t  now, t h e  P F D  w i l l  h a v e  to b e  s a c r i f i c e d  if t h e s e  
A l a s k a n s  h o p e  to h a v e  t h e  $250 a m o n t h  t h a t  a l l  s e n i o r  A l a s k a n s  
65 or o l d e r  a r e  n o w  e n t i t l e d  to.

M y  g u e s s  is t h r t  f e w  y o u n g  a n d  m i d d l e - a g e d  A l a s k a n s  of 
l i m i t e d  m e a n s  w i l l  o p t  f o r  the a n n u i t y .  T h e y  w o n ' t  b e  a b l e  to. 
T h e  p r e s s i n g  n e e d s  o f  t h e  m o m e n t  w i l l  d i c t a t e  t h a t  t h e y  t a k e  t h e  
P F D  —  a n d  w h e n  t h e s e  f o l k s  r e a c h  t h e i r  o l d e r  y e a r s  t h e  s t a t e  
w i l l  st i l l ,  in m a n y  c a s e s ,  h a v e  to t a k e  c a r e  of t h e m ,  b u t  t h i s  
t i m e  in t h e  f o r m  o f  w e l f a r e  r e l i e f .  Far, far b e t t e r  if t h e s e  
A l a s k a n s  c o u l d  h a v e  t h e  d i g n i t y  o f  t h e  L o n g e v i t y  B o n u s .

(3) T h e  b i l l  w i l l  c r e a t e ,  in t h e  n e a r  f u t u r e ,  t w o  c l a s s e s  of 
s e n i o r  c i t i z e n s  in A l a s k a  — . s e n i o r s  w h o  a r e  " g r a n d f a t h e r e d "  into  
h a v i n g  b o t h  a P F D  e a c h T y e a r  and a L o n g e v i t y  B o n u s  p a y m e n t  e a c h  
m o n t h  (and I a m  m o s t  t h a n k f u l  t h a t  t h e  l e g i s l a t i o n  a t  l e a s t  m a k e s  
t h i s  p r o v i s i o n )  a n d  s e n i o r s  w h o  w i l l  be  d e n i e d  o n e  o f  t h e  two.

T h e  "two c l a s s e s  o f  s e n i o r s "  p r o v i s i o n  is a l l  t h e  m o r e  
u n f a i r  b e c a u s e  w i t h i n  t h e  " h a ves" c l a s s  w i l l  be i n d i v i d u a l s  w i t h  
o n l y  a y e a r  or t w o  of  r e s i d e n c e  in A l a s k a  w h i l e  w i t h i n  the " h a v e  
n o t "  c l a s s  w i l l  b e  A l a s k a n s  w h o  h a v e  s p e n t  d e c a d e s  or t h e i r  w h o l e  
l i v e s  here.



Hon.  Ben G r u s s e n d o r f -  3 - F e b r u a r y  2 6 ,  1992

A l t h o u g h ,  as I m e n t i o n e d  e a r l i e r ,  I a m  n o w  p e r s u a d e d  o f  the 
v e r y  d e s i r a b l e  p u b l i c  p u r p o s e  a c h i e v e d  in a s s i s t i n g  l a t e r -  
a r r i v i n g  o l d e r  A l a s k a n s  to l i v e  h e r e  w i t h  t h e i r  c h i l d r e n  a n d  
g r a n d c h i l d r e n ,  I t h i n k  it is u n f o r t u n a t e  in the e x t r e m e  t h a t  
A l a s k a n s  w i t h  d e c a d e s  m o r e  t e n u r e  w i l l  b e  s h u t  o u t  of one o f  the. 
t w o  p r o g r a m s ,  e i t h e r  t h e  P F D  or t h e  L o n g e v i t y  Bo n u s .

(4) T h i s  "t w o  c l a s s "  c o n d i t i o n  is j u s t  t h e  s o r t  of p r o v i s i o n  
on w h i c h  the o r i g i n a l  L o n g e v i t y  B o n u s  l e g i s l a t i o n  f e l l  w h e n  
c h a l l e n g e d  c o n s t i t u t i o n a l l y .  1  p r e d i c t  it w i l l  f a l l  a g a i n  JL 

t h e  v e r y  same JLe.flS.QlL»-

(5) A n o t h e r  p r o b l e m  is b o t h  l e g a l  a n d  m o r a l  —  a n d  it s t e m s  
f r o m  l i n k i n g  t h e  P F D  t o  t h e  L o n g e v i t y  Bo n u s :  W h a t  h a p p e n s  in the 
f u t u r e  if the l a s t  d r o p  o f  o i l  is d r a i n e d  f r o m  A l a s k a  l a n d s  a n d  
it b e c o m e s  n e c e s s a r y  to r e d u c e  P F D  p a y m e n t s ?  As it s t a n d s  n o w  
s u c h  a c t i o n  w o u l d  b e  d e p l o r a b l e  b u t  p o s s i b l e  if a n  e c o n o m i c  
e m e r g e n c y  is g r e a t  e n o u g h .  O n c e  t h i s  l e g i s l a t i o n  p a s s e s ,  t h o u g h ,  
t h e  s t a t e  is c o m m i t t e d  m o r a l l y  a n d  it s e e m s  to me l e g a l l y ,  to 
k e e p i n g  the P F D s  h i g h  e n o u g h  to f u n d  $ 2 5 0 - a - m o n t h  a n n u i t i e s  for 
t h o s e  w h o  o p t e d  for t h e m .  S u r e l y  it w o u l d  b e  i n c o n c e i v a b l e  for 
t h e  l e g i s l a t u r e  t o  e s t a b l i s h  t w o  l e v e l s  o f  P F D  p a y m e n t s ,  l o w e r  
P F D s  for c a s h  r e c e i v e r s  a n d  h i g h e r  PF D s  for t h o s e  w h o  o p t e d  for 
a n n u i t i e s .

(6) I d o n ' t  b e l i e v e  t h e  n e t  " s a v i n g s "  f r o m  t h e  b i l l  w i l l  be 
as g r e a t  as its p r o p o n e n t s  i m a g i n e .  F i r s t  of all, as I i n d i c a t e d  
e a r l i e r ,  the l e g i s l a t i o n  m a y  s i m p l y  t r a n s f e r  a l a r g e  n u m b e r  of 
i n d i v i d u a l s  f r o m  b e c o m i n g  L o n g e v i t y  B o n u s  r e c e i v e r s  in t h e i r  
g o l d e n  y e a r s  to b e c o m i n g  w e l f a r e  r e c e i v e r s .  A n d  w h i l e  s o m e  
s e n i o r s  w i l l  no  l o n g e r  b e  r e c e i v i n g  $250 a m o n t h  f r o m  t h e  s t a t e ,  
t h e  la c k  of t h i s  i n c o m e  m a y  w e l l  f o r c e  m a n y  of t h e m  r e l u c t a n t l y  
to l e a v e  —  t a k i n g  w i t h  t h e m  t h e i r  s o c i a l  s e c u r i t y  a n d  o t h e r  
f i n a n c i a l  r e s o u r c e s  to a n o t h e r  s t a t e .  T h e s e  p e o p l e  p r o b a b l y  
s p e n d  as h i g h  (or h i g h e r )  a p e r c e n t a g e  of t h e i r  t o t a l  i n c o m e  in 
A l a s k a  as a n y  o t h e r  g r o u p  in t h e  st a t e ,  a n d  a l l  of  t h i s  i n c o m e  
w i l l  b e  l o s t  w h e n  t h e y  h a v e  to go.

(6) T h e  b i l l  i t s e l f ,  I b e l i e v e ,  is f l a w e d  in t h a t  p e r s o n s  
w h o  o p t  for an  a n n u i t y  c a n  o n l y  g e t  t h e i r  m o n e y  o u t  of the f u n d  
if t h e y  d i e  b e f o r e  a g e  65 a n d  t h e  m o n e y ,  o f  c o u r s e ,  t h e n  g o e s  to 
t h e i r  b e n e f i c i a r i e s .  T h e r e  is, to be  sure, a p r o v i s i o n  for 
c a s h i n g  o u t  an a c c o u n t  b e c a u s e  of an " u n f o r e s e e a b l e  e m e r g e n c y "  
(yet to b e  d e f i n e d  b y  t h e  C o m m i s s i o n e r  of A d m i n i s t r a t i o n )  b u t  w h y  
s h o u l d  it h a v e  to b e  a n  e m e r g e n c y  for an A l a s k a n  to g e t  at h i s  or 
h e r  o w n  m o n e y ?  W h y  c a n ' t  t h e  p e r s o n  s i m p l y  c h a n g e  h i s  or h e r  
m i n d  a n d  g e t  t h e i r  m o n e y ,  p l u s  i n t e r e s t ,  o u t  of t h e  f u n d ?  It is, 
in e v e r y  se n s e ,  the i n d i v i d u a l ' s  f u n d s  t h a t  a r e  i n v o l v e d ;  t h i s  is 
no "gift" f r o m  t h e  s t a t e .  A n d  w h a t  h a p p e n s  if an A l a s k a n  p u t s  
y e a r s  a n d  d e c a d e s  o f  m o n e y  in l i e u  of P F D s  i n t o  t h e  f u n d  t h e n  
d i e s  at age 65 a n d  a h a l f ?  A p p a r e n t l y  t h e  f u n d  p a y s  n o t h i n g  to 
b e n e f i c i a r i e s .  T h e  m o n e y  g o e s  d o w n  the d r a i n  as far as the 
A l a s k a n  or the A l a s k a n ' s  e s t a t e  is c o n c e r n e d .



Hon.  Ben G r u s s e n d o r f 4 F e b r u a r y  2 6 ,  1992

Mr S p e a k e r ,  I ' d  like to s a y  a g a i n  t h a t  I c o n s i d e r  SB8 w e l l  
i n t e n t i o n e d .  It is an  a t t e m p t  to m e e t  w h a t  t h e  S e n a t e  c o n s i d e r s  
a v e x i n g  p r o b l e m .  I h o l d  t h e  s p o n s o r s  o f  the b i l l  in the h i g h e s t
e s t e e m  a n d  I c o n s i d e r  the b i l l ' s  p r i m e  s p o n s o r  to be t h e
L e g i s l a t u r e ' s  m o s t  d e d i c a t e d  a n d  e f f e c t i v e  l a w m a k e r  in the a r e a  
of s e n i o r  c i t i z e n  r i g h t s  a n d  p r o t e c t i o n .

N o n e t h e l e s s ,  I d o n ' t  b e l i e v e  SB8 is the a n s w e r  to the 
p r o b l e m ,  if t h e r e  is one. M y  own v i e w  is t h a t  it is n o t  a
" p r o b l e m "  to e n c o u r a g e  s e n i o r s  to s t a y  in A l a s k a ;  it is an
o p p o r t u n i t y .  My s u g g e s t i o n  is that, for the t i m e  bei n g ,  n o  
a c t i o n  b e  taken. T h e r e  is no e m e r g e n c y .  W e  c a n  c e r t a i n l y  
c o n t i n u e  t h e  p r e s e n t  c o u r s e  for s e v e r a l  m o r e  y e a r s .  If, later, 
t h e  e c o n o m i c  h o r i z o n s  b e c o m e  t r u l y  b l e a k  a n d  b a r r e n ,  t h e n  w i l l  be 
t h e  ti m e  to t i g h t e n  a l l  of our c o l l e c t i v e  b e l t s ,  not j u s t  the 
b e l t s  of s e n i o r  c i t i z e n s .

T h a n k s  for y o u r  p a t i e n c e  in w a d i n g  t h r o u g h  a l l  this.

M i k e  M i l l e r



PRIORITIES

■ Increase access to app iop.in lc and affordable 
health care for all A laikans by:
— advocating formulations o f a health policy 
for Alaska
— supporting concept o f nate-mandated 
insurance for the uninsuiv.cl
— leaking legislation and appropriations for a 
comprehensive and coordinated program o f 
home-, community-, and institutionally-based 
services through the state
— supporting availability o f adequate health 
insurance for a lt  including those uninsured
— supporting re; lac*-ment of health facilities

■ CH-on̂ tKon m* ̂ hjrtl Wi" pfOVide
ecpwrtrtcsecurity for a ll A  last

• supporting legislation to stabilize the 
^Longevity Bonus Program

advocating recognition o f theeoerrtSmic and 
nf fh r by

supporting programs to encourage retirees to 
remain in Alaska
— supporting legislaf on to protect pension 
Iw w fils  by nslahlishiri; .in independent 
corporation (or the r  .nagomont of pension 
funds

1992 ALASKA
LEGISLATIVE PROGRAM

ALASKA

State Legislative Committee

1992 
FACTS

&

LEGISLATIVE 
PRIORIT IES

SUPPORT ITEMS

■ Support fu ll funding of rt.it present Property 
Tax Exemption Program tor senior citizens, 
homeowners, and renters

■ Support legislation for reimbursement o f 
Medicare Part B premiums for state pension 
beneficiaries age t>5 and o.der, correcting 
inequities for o lder Alaskans and complying 
w ith the Older Workers Protection Act

■ Support senior housing w .th  continuum care 
components

SHOP* A ft i91)

A A R P

American Association 
of Retired Persons



G e ner al I n f o r m a t i o n  on H a r d s h i p  Withdr a w a l s  

from The D e f e r r e d  C o m p e n s a t i o n  P lan (DCP) 

S tate of A l a s k a

B e f o r e  c o m p l e t i n g  the e n c l o s e d  forms, p l e a s e  re ad S e c t i o n  C.2. of 
A r t i c l e  V., page 13 of the St ate of A l a s k a  DCP I n f o r m a t i o n  B o o k l e t  
(copy enclosed). It d e f i n e s  w h a t  an u n f o r e s e e a b l e  e m e r g e n c y  is in 
g e n e r a l  terms. It also s p e c i f i e s  t h a t  p a y m e n t  m a y  N O T  be m a d e  to 
t h e  e x t e n t  that such h a r d s h i p  is or m a y  be r e l i e v e d  by:

1. R e i m b u r s e m e n t  or c o m p e n s a t i o n  b y  i n s u rance o r  ot herw i s e ;  or,
2. L i q u i d a t i o n  of t h e  p a r t i c i p a n t ' s  assets, to the e x t e n t  t h e  

l i q u i d a t i o n  of s u c h  assets w o u l d  not itself c a u s e  s e v e r e  
financial hardship; or,

3. C e s s a t i o n  of d e f e r r a l s  u n d e r  the Plan.

If y o u  feel y o u  q u a l i f y  for a w i t h d r a w a l  u n d e r  the a bo ve c o n d i t i o n s ,  
p l e a s e  c o m p l e t e  the e n c l o s e d  H a r d s h i p  W i t h d r a w a l  A p p l i c a t i o n  a n d  t h e  
F i n a n c i a l  Data Report. Y o u  s h o u l d  d e s c r i b e  y o u r  h a r d s h i p  in d e t a i l  
o n  t h e  a p p l i c a t i o n  form i n c l u d i n g  a n y  e f f o r t  you have a l r e a d y  m a d e  
to s o l v e  the problem. A n y  p e r t i n e n t  d o c u m e n t a t i o n  (invoices, 
b i l l i n g s ,  statements, etc.) s h o u l d  a c c o m p a n y  y o u r  c o m p l e t e d  a p p l i c a­
ti o n  and financi al report.

R e v i s e d  4/89



Deloitte & 
Touche

&
4300 Norwest Center- Facsimile (512) 339-6202
90 Soutn Seventh Street 
Minneapolis, Minnesota 55402-4150 
Teiepnone (612) 344-0200

Julv 26 1990

Mr.  M ich ae l  B. Cough lin  
D e p u t y  D i r e c to r
Division of Retirem ent &. B.enefits 
State of Alaska
D epartm ent of Administration 
6th Floor, State Office Building 
P.O. Box CR 
Juneau, Alaska 99811

t
Subject: H ardship W ithdrawals, Deferred Compensation Plan 

D ear Mike:

We were finally able to follow-up with the IRS regarding the treatm ent 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 
enforcem ent of Section 457 D eferred 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). H e 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 lightning).

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

Patrick L. Pechacek 

PLP/rcj
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ARTICLE V. PAYMENT OF BENEFITS

C. H ard sh ip  W HhdrawcIs to r  an  U n fo re se e a b le  Em ergency
1. G enera l

In (he event of an un foreseeab le 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 a ll 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 Parag raph F o f Article III. 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 o r the date of approva l by the Administrator, if later.

2 . U n fo reseeab le  Emergency Defined
The term "un fo reseeab le  em ergency" is defined to be severe financial hardship to the 
Participant resulting from a sudden and unexpected illness o r accident of the Participant 
o r o f a dependent o f the Participant, loss of the Participant's property due to a casua lty 
o r other sim ila r extraordinary and un fo reseeab le  circum stances arising as a  resu lt o f 
events beyond the control of the Participant. The circumstances that will constitute an 
un fo reseeab le  em ergency will depend upon the facts o f each case , but, in any case , 
payment may not be m ade to the extent that such hardship is o r may be relieved
(a ) through reimbursem .; i t  o r com pensation by insurance or otherwise,
(b) by liquidation of the Participant's assets, to the extent the liquidation o f such assets 

would not itself cause severe financial hardship, or
(c) by cessation of de fe rra ls under the P lan
Examples not considered to be unforeseeab le em ergencies include the need to send a 
Partic ipant’s child to co llege o r the desire to pu rchase a home.

3. Demonstration of N'-ed
A Participant requesting a hardship withdrawal by reason of an unforeseeable em ergen­
cy must clearly demonstrate that the circumstances being experienced were not under 
the Participant's control and constitute a real em ergency which is likely to cause the Par­
ticipant great financial hardship. The Administrator may require such medical, financial 
o r other evidence deem ed appropriate to make a determination concerning the Partici­
pant’s withdrawal request.

4. Limit

The withdrawal sha ll be limited to an amount sufficient only to meet the emergency and 
sha ll in no event exceed the value o f the Participant's Deferred Compensation account. 
Any money remaining in the account shall be distributed in accordance with the provi­
sions o f this P lan

5. Method of Distribution
The method o f oistribution of any allowed withdrawal sha ll be determ ined by the 
Administrator.
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the Sta le 's doing so is condit ioned only 
. upon the State's incurring a -teed fo r the 
services, o r  the a va i lab i l i ty  o f  funds or 
both.

(ii) SpecieI rule. Notw ithstanding 
subdiv is ion (i). if. with respect to 
amounts payab le  to a participant who is 
nn independent contractor, a plan 
provides tnat—

(A) N o  umount sha l l be paid to the 
participant before u da le  at lea. 12 
months a fte r tna day on which the 
contract expires under which services 
arc pe r fo rmed for the State (cr. in the 
case o f  more than one contract, a l l such 
contracts expire], and

(II) No amount payab le  lo  the 
partic ipant on that date sha l l  be paid to 
the participant if, a fte r the expiration o f 
the contract (o r  contracts) and before 
that date, (he partic ipant perfo rms 
services fo r  the S la te  as an independent 
contracto r o r nn employee ,
Ihc plan is considered to sat is fy  the 
requirement described in subparagraph 
(1) that no amounts payab le  under the 
p lan w i l l  be paid o r made ava i la b le  to 
the parti ipant be fore the participant 
separates from service with the State.

(1) Unforeseeable emergency. For 
purposes o f  this paragraph (h). an 
un foreseeab le  emergency is. and if the 
p lan p rov ides fo r  payment in the case o f  
an un fo reseeab le  emergency must be 
defined in the plan as, severe financia l 
hardship to the partic ipant resulting 
from a sudden and unexpected il lness o r 
accident o f  the participant o r  o f  a 
dependent (as defined in section 152(a)) 
o f  the participant, loss o f  the 
participant's p roperty due to casua l ly , o r 
other s im i la r  e x t rao rd ina ry  and 
unforeseeable; circumstance;; arising as 
a resu lt o f  events beyond the contro l o f  
the participant. The circumstances that 
wil l constitute an un foreseeab le  
emergency wil l depend upon the facts o f  
each ease, but, in any case, payment 
may not be made lo the extent that such 
hardship is o r  may be re l ieved—

(i) Through reimbursement or 
compensation by insurance o r 
otherwise.

(ii) By liquidation o f  the participant's 
assets, lo  the extent the l iqu idat ion o f  
such assets wou ld  not itse l f  cause 
severe financ ia l hardship , o r

(i ii) By cessation o f  de fe r ra ls  under 
the plan.
Examples o f  what arc not considered to 
be un foreseeab le  emergencies include 
the need to send a participant's child to 
college o r  the desire lo  purchase a home.

(5) Emergency withdrawals. 
W ithd raw a ls  o f  amounts because o f  an 
un foreseeab le  emergency must on ly  bo 
permitted to the extent reasonab ly  
needed to satisfy the emergency need.

(i) Distributions o f deferra ls— (1) 
Commencement o f distributions. A plan 
is not an eligible plan unless under the 
p lan the payment o f  amounts deferred 
wil l commence not la ter than the la ter 
of—

(1) 00 days a fte r the close o f  the plan 
yea r in which the participant o r fo rmer 
,'ufi icipani attains (o r wou ld huvc 
atta ined) norma l retirement age (within 
the meaning o f  5 1.•157-2(0(4 )) . o r

(ii) 60 dnyn a fte r the c lose o f  the plan 
yea r in which the participant separates 
from service (within the meaning o f 
§5 1.457—2(h) (2 ) and (3 )) with the State. 
A plan is not other than an eligible plan 
mcrciy because, prior to Octobe r 27.
1062. the distribution o f  omounts 
deferred under the plan may commence 
no la ter titan the close o f  the 
participant’s taxable y e a r  in which the 
participant attains age 70.’>i.

(2) Limitations on distributions. 
Distributions must be made primari ly  fo r 
the benefit o f  participants (o r  fo rmer 
participants). Thus, the schedule- 
selected by the participant fo r  payments 
i f  benefits under the plan must be such 
that benefits payab le  to a benefic iary 
arc no l more than incidental.  For 
.'xainpln. if p rovis ion is made for 
payment o f a portion o f  the amounts 
de fe rred to a benefic iary , the amounts 
oayab ie  to the partic ipant o r fo rmer 
participant (as determined by use o f  the 
expected return multip les in § 1.72-9, or, 
ir. the case o f  payments under a contract 
issued by an insurance company, by use 
c f  the morta lity  tables o f  such 
company), must exceed cnc -h a l f  o f  ihc 
maximum that could have been payab le  
to the participant if no prov is ion wore 
made for payment to a bunefic iary.

(3) Distributions to beneficiaries. A  
plan is not an eligible plan unless Ihc 
plan provides that, if the participant dies 
before the entire amount defe rred is 
paid lo  the participant, the entire 
amount deferred (o r the remaining part 
o f  such de fe rra ls  if payment thereo f has 
commenced) must be paid to a 
beneficiary ove r—

(i) The life o f  the bene fic ia ry  (o r  any 
shorter period), if the bene fic ia ry  is the 
participant's surviving spouse, or

(ii) A period no! in excess o f  15 years , 
i f  the benefic iary is not the partic ipant ’ s 
surviving spouse.

(j ) Administration o f p lan. A plan is 
not an eligible p lan unless a l l  amounts 
deferred under the plan, nil p roperty and 
rights to p roperty  (including rights as a 
benefic iary o f  a contract providing life 
insurance protection) purchased with 
the amounts, and a l l income attributab le 
l i  the amounts, property, o r rights to 
proper ly , remain (until paid o r  made 
ava i lab le  to the participant o r

bene fic ia ry  under the p lan ) s o le ly  the 
property  and rights o f  the State (w ithout 
being restricted to the benefits under the 

.p lan ) subject to the claims o f  the genera l 
c reditors o f  the State only. H ow eve r ,  
nothing in this paragraph (J) proh ib its o 
plan's permitting participants to direct, 
from  among different modes under the 
p lan , the Investment o f the above 
amounts (sec § 1.457—1(b)).

(k ) Plan-tn-plan transfers. The p lan 
m ay  p rov ide  fo r the transfer o f  amounts 
de fe r red  by  a fo rmer participant to 
ano the r eligible plan o f  which the fo rmer 
partic ipant has become a participant i f  
the fo l low ing  conditions are met—

(1 ) The entities sponsoring the p lans 
are loca ted  within the same State (as 
that term is used in § 1.457—2 ( c ) ( l )).

(2 ) The p lan receiving such amounts 
p rov ides fo r  the acceptance o f  the 
amounts , and

(3) The p lan provides that i f  the 
partic ipant separates from service in 
o rd e r  to accept employment with 
ano th e r  such entity, payout w i l l  not 
commence upon separation from 
service, regardless o f  any o ther , 
p rov is ion  o f  the plan, and amounts / 
p rev ious ly  deferred wil l automatica l ly  
be transferred .

(1) Effect on plan when not 
adm inistered in accordance with 
paragraphs (c ) through (k j. A plan that 
is administered in a manner which is 
inconsistent with one o r more o f  the 
requirements o f paragraphs (c) through 
(k ) o f  this section ceases to be an 
e lig ib le p lun on the first day o f  the first 
p lan y ea r  beginning more than 100 days 
a fte r  the da le  o f  w r i l iwn notif ication by  
the in terna l Revenue Service that the 
requirements arc not satisfied, unless 
the inconsistency is corrected be fo re  tbn 
first day  o f  thet plan year.

(m ) Examples. The provis ions o f  this 
section may be il lustrated by the 
fo l low ing  examples:

Example 1. A. bom  on June 1 ,1917 , is a 
partic ipant in nn eligib le Stntc deferred 
ccmpensction plan providing a normal 
retirement age o f Do. The plan provide* 
lim itations on deferra ls up lo  the maximum 
perm itted under 5 1.457-2 (o) und (f).

F o r 1970. A , who w ill be 02. is scheduled to 
receive a su lary o f S20.003 from the State. A 

- desires Jo defer (he muximun amount 
possib le in 1979. The maximum amount that 
A m ay defer under '.lie plun is the lesser o f  
S7.300, or 33)>% o f A's includible 
compensation (genera lly the equivalent o f 25 
percent o f gross compensation). According ly , 
the maximum that A mnv defer fo r 1079 is 
S5.000 [SS,000>aS20.000x.20|. A lthough A's 
tuxnb le yea r 1979 is one n f A's last 3 taxab le 
yea rs be fo re  the year in which A attains 
norm al retirement ago under the plan, A is 
not ab le  lo  utilize the catch-up provisions o f 
5 1.437—2(f) in 1979 because on ly taxab le



THIS WAS THE BALLOT QUESTION NOVEMBE R , 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 depositing all or part of his or 
her permanent fund dividends in an account held by the state. Upon reaching age 65, 
a person would receive a monthly payment in an amount determined by how much 
was contributed to the account. The annuity payments would be supplemented with 
declining longevity bonus payments paid for with general funds until the annuity 
accounts were large enough to provide monthly payments of $250 a month.

The second option provides that every individual who is 65 years old by January 1, 
1988, including those already receiving the bonus, 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 ( ) N O ( )

Advisory Vore on Longevity 
Bonus Annuity Program
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I n t r o d u c t i o n .

In June, 1984, the A l a s k a  L o n g e v i t 3/ Bonus P r ogram (AS 47.45) 

was d e c l a r e d  u n c o n s t i t u t i o n a l  because it required recipients to 

have r e s i d e d  in A l a s k a  both prior to statehood and for 25 

c o n s e c u t i v e  years. The T h i r t e e n t h  Legislature, 2nd Sess., 

r e p e a l e d  these lengthy res idency requirements, thus opening the 

p r o g r a m  to n e w  participants. Ch. 38, SLA 1934. However, the 

a m e n d e d  law, b y  its own terms, is to be repealed effective 

June 30, 1985. I_d. , Sec. 11.

T h e  l egis lation also e s tab lished the State Special Committee 

o n  the A l a s k a  L o n g e v i t y  Bonus P r o g r a m  to "determine the 

f e a s i b i l i t y  of r e p l a c i n g  the longevity bonus program, as amended 

b y  this Act, w i t h  an a n n uity program, a n e e d s - b a s e d  program, or 

o t h e r  longevity pro gr a m . "  Id., Sec. 7. This is the committee's 

r e p o r t .

R ecommendation: A n n u i t y  A p p r o a c h .

T h e  committee has de veloped a proposal w h i c h  w o u l d  phase out 

the e x i s t i n g  long evity bonus p r o g r a m  and replace it w i t h  

i n d i v i d u a l  a n nuity accounts funded p r i m arily  by the permanent 

fund dividends of participants. 1/ The proposal has been

1/ T h r e e  different annui ty approaches were initially considered 
5 y  the committee: (1) SB 465, introduced in the 1984 legislature
b y  s e v eral senators; (2) an amended v e rsion of HB 700, also 
i n t r o d u c e d  in that legislature; and (3) a draft bill prepared by 
S e n a t o r  Bill Ray (D., Juneau). The Ray bill became the vehicle 
-for the Committee's proposal. All three proposals involved



introduc ed in this legislature as SB 56. Und er the committee 

bill, Alask a n s  who choose to p a r t i c i p a t e  in the p r o g r a m  will  

receive m o n t h l y  benefits, after r e a ching age 65, of at least the 

$250 w h i c h  is c u r r e n t l y  p r o v i d e d  by the bonus program, inflated 

by three per cent annually.

The p r o g r a m  is available to those who r e a c h  age 65 after 

1985. Und er the bill, Ala ska's existi ng e l derly will receive 

their curr ent $250 bonus, i n f l a t e d  b y  three p e r c e n t  annually, 

w i t h o u t  h aving to forego their p e r m anent fund dividends.

The c o m m ittee b i l l  pr ovides that each year every A l askan 

(except those w h o  are 65 or o l d e r  before 1986) w i l l  r e c eive his 

or h e r  p e r m a n e n t  fu nd d i v idend in the form of a credit to an 

a n nui ty account, u nle ss the i n d i v i d u a l  a f f i r m a t i v e l y  elects to 

r e c eive cash. 2/ S e cti on 2 of the b i l l  e n v i sion s that the

f o r e going  a p e r m a n e n t  fund d i v i d e n d  in r e t u r n  for some type of 
future a n n u i t y  benefit.

SB 465 w o u l d  h a v e  paid $16.50 p e r  m o n t h  to each elderly  
A l a s k a n  for every p e r m a n e n t  fund d i v i d e n d  f o r egone —  to a limit 
of $250 per month.

HB 700 w o u l d  h a v e  given e a c h  A l a s k a n  one a n n u i t y  share for 
each f o r egone dividend. Each year, one third of the m o n e y  
a v a i lable  for p e r m a n e n t  fund dividend s w o u l d  then be divided by 
the n u m b e r  of a n n uity shares h e l d  by those over the age of 65. 
E a c h  e l derly A l a s k a n  w o u l d  receive a p o r t i o n  of that a n n u i t y  fund 
c o mme nsurate w i t h  the n u mber of shares held.

The committee was advised by legal counsel that HB 700 and 
SB 465 c r e a t e d  g r e a t e r  c o n s t ituti onal risks than did the Ray 
proposal; the committee therefore focused on the c o n c e p t  embodied  
in S e n a t o r  Ray's bill.

2/ This a spect  of the committee p r o p o s a l  reflects a change from



legislature may, at: lease in Che early years, "fronc-load" che 

p r o g r a m  by appropriating additional funds into che annuicy 

account, w h i c h  wi ll be a ttributed to individual accounts on a 

p r e s c r i b e d  formula. Under that formula, state contributions are 

greatest for those ap proaching reti r e m e n t  age, and decline for 

younger Alaskans. Beginning at age 65, a participant receives an 

annuity b a s e d  on his contributions and any front-loading —  plus 

earnings ac cum u l a t e d  on those a m o u n t s . 2_f

E v e n  w i t h  front-loading, it w i l l  be years before annuity 

payments are sufficient to replace the longevity bonus. The ALB 

p r o g r a m  is thus r e t a i n e d  at a level which, for those turning 65 

after 1985, w i l l  be r e duced annually, 4/ Under the bill, a 

"target amount" for the A L B  is establ i s h e d  (Section 8) , w h i c h  is 

$250 per m o n t h  (in FY 1986) i n f late d b y  3 1 each year. T h a t  

target a m o u n t  is then r e duce d by the m a x i m u m  possible annuity  

w h i c h  w o u l d  be ava ilable to a 65-year old who has p artic i p a t e d  in

earlier annui ty bills, w h i c h  r e q uired an election to forego cash 
payment. Because, in the future, che a n n uity program will be the 
only state source of n o n - n e e d - b a s e d  retirement assistance, che 
committee be lieves that each A l a s k a n  should be required to come 
to grips w i t h  the long-term consequences of a de cision to take 
the d i v idend in cash.

3/ Under the committee bill a part ic i p a n t  who dies before age 65 
will forfeit his a ccumulated  annuity credits (see the discussion  
of survivor options at 17, p o s t ) ; the amounts forfeited will be 
r e a l l o c a t e d  to surviving participants and thus w i l l  increase 
their a n n u i t i e s .

4/ The longevity bonus itself is, of course, available to all 
elderly Alaskans w h e t h e r  or not they have also es tablished 
annuity accounts.

-5-



che p r o g r a m  in e a c h  year since the program's inception. For 

example, if the i n f l a t e d  A L B  "target" for a p a rticular year is 

$280, and a p e r s o n  turning 65 w h o  r e c e i v e d  an annuity credit in 

e a c h  year of the p r o g r a m  w o u l d  be e n t i t l e d  to an annuity of $100 

per month, the A L B  p a y m e n t  for all recipients w o u l d  be $180. 

T h a t  $180 w i l l  n o t  v a r y  a c c o r d i n g  to the actual partic i p a t i o n  

h i s t o r i e s  of i n d i v i d u a l  ALB recipients.

O v e r  the y e a r s , individual a n n u i t y  accounts will become 

greater, a n d  each y e a r  the l o n g e v i t y  bonus payable to n e w  

r e c i p i e n t s  b e c o m e s  c o r r e s p o n d i n g l y  smaller. By the year 2003, 

the c o m m i t t e e  p r o j e c t s  that the m a x i m u m  possible annuity w i l l  be 

s u f f i c i e n t  to b r i n g  a n  end to the g e n e r a l - f u n d e d  A L B  program, 

e x c e p t  for those r e l a t i v e l y  few w h o  w e r e  65 or older before 1986,” 

and  are still r e c e i v i n g  ALB p a y m e n t s  in that year. This is best 

i l l u s t r a t e d  b y  the f o l l o w i n g  chart:



M a x i m u m  Possible Annui ty 5/ ALB (for all n e w  r e c i p i e n t s )

1986 A . 37 $245.63

1990 32.50 248.88

1995 106.27 219.92

2000 255.70 122.45

2005 533.39 -0-

O ther Options C o n s i d e r e d

The committee invited its members, and others, to suggest 

alternatives o t h e r  than an annuity program. Only one was 

a d v a n c e d  -- a "means test" p r o g r a m  u n d e r  w h i c h  e l derly Alaskans 

earning less than $25,000 per year w o u l d  r e cei ve a payment of 

$250 per month. T h o s e  earning mo re than $25,000 w o u l d  receive a 

payment of $100 p e r  month. To qualify for the $250 bonus, the 

applic ant w o u l d  b e  r e q u i r e d  to submit his or her tax return to 

the D e p a r t m e n t  of Admini stration.

This p r o g r a m  is i n t en ded as a permanent r eplacemen t for the 

ALB. However, the p r o g r a m  envisions that the size of the p a y­

ments, and the $25,000 income limit, r e m a i n  constant over the 

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

5/ A n n u i t y  proje c t i o n s  are w i th out "front-loading."



M a x i m u m  Income 
Eligibility for 

Bonus (year)
A m o u n t  of 

Bonus
Site of A l t e r n a t e  

Bonus

1986 $25,000 

$10,569 

$ 5,902 6/

$250 $100
2000 $104 $41.60

2010 $ 59 $23.60

It is estimated that, initially, 802 of Alaska's elderly 

w i l l  b e  eligible for the $250 bonus. Becaus e that m a x i m u m  income 

r e q u i r e m e n t  drops each year in terms o f  real income, so too does 

the p e r c e n t a g e  of e l i gible elderly. Thus, less than h a l f  of 

A l a s k a ' s  elderly will be eligible for the bonus in the y e a r  2000, 

and o n l y  302 w i l l  be eligi b l e  in the y e a r  2010.

Th e  committee r e j e c t e d  this means test proposal for the 

f o l l owing reasons:

1. A n y  w e l f a r e  p\og;ram is c o n trary  to the intent of the 

ALB p r o g r a m  and is v i g o r o u s l y  o p p o s e d  by Alaska's elderly. The 

L o n g e v i t y  Bonus P r o g r a m  n o w  says to A l a ska's elderly that they 

are a precious human resource, a nd that it is in the state's 

interes t to provide the m w i t h  the w h e r e w i t h a l l  to r e m a i n  in 

A l a s k a  after retirement. The means test payment, on the o cher 

hand, carries with it quite different, and less favor a b l e  

c o n n o t a t i o n s .

6/ This is b e l o w  Alaska's $7032/year p o v e r t y  level..

- 8 -



2. Of chose who are p otent i a l l y  eligible for che $250 

means test payment, m a n y  may not apply because of its w e l f a r e  

connotations. This is strongly suggested by available 

statistics. Currently, nearly 6,700 ALB recipients —  or 402 of 

all recipients -- have incomes b e l o w  the current  e ligibility 

limit for existing O l d  Age As sist a n c e  and M e d i c a i d  benefits. 

T hese benefits are substantial -- averaging $2,640 per year for 

O A A  and an addit ional $2,500 per year for Medicaid. Yet, of the 

income-eligible, o n l y  2,526 -- or r o u g h l y  382 -- have in fact 

a p p l i e d  for OAA a n d  Medicaid. Certainly, some of the remaining 

i ncome-eligible h a v e  n o t  a p p lied b e cause  they hav e more assets 

than current law allows. Nonetheless, these statistics manifest 

an a v e r s i o n  to n e e d - b a s e d  a ssist ance w h i c h  has d e t erre d m a n y  of 

A l a s k a ' s  a pparently eligible elder ly from applying for 

s ubsta n t i a l  benefits.

3. Thus, w h i l e  202 of A laska's elderly w i l l  be ineligible 

for the $250 bonus, an addition al p ercentage of existing ALB 

recip i e n t s  will lose their current benefits because  of their 

unwilli ngness to p a r t i c i p a t e  in a w e l f a r e  program. For these 

reasons, this m e a n s  test p r o po sal fails a threshold  test w h i c h  

should be a corner s t o n e  of any longevit y bonus legislation. Any 

A LB alternative, the committee believes, should provide those who 

have received the ALB over the years w i t h  the same benefits as 

u n d e r  current law.

4. The p r o p o s a l  hurts both existing and n e w  ALB recipients 

in another way. B e c a u s e  the real value of both the benefits and



che income ceiling w i l l  decrease over che years, fewer elderly
»

will find Chemselves eligible, and Chose w h o  are eligible w i l l  

receive smaller b e n e f i C s . By che year 2000, for example, less 

Chan half of Alaska's elderly will be e l i gibl e for a benefic w i c h  

a real v a l u e  of $104 per monch, w h i l e  che m a j o r i t y  w i l l  rece ive a 

coken p a y ment w i t h  a real v a l u e  of $41.60.

5. The p r o p o s a l  is s u b s t a n t i a l l y  m o r e  e x p e n sive than the 

committee bill. E v e n  though: (1) the commi t t e e  b i l l  protects 

existing elderly, w h i l e  this means test p r o p o s a l  does not; and 

(2) the c o m m it tee b i l l  inflates the ALB annually, w h i l e  the means 

test p r o p o s a l  does not, enactment of this means test p r o p o s a l 

w o u l d  cost n e a r l y  $2 b i l l i o n  more than the committee b i l l  over 

the next 50 years. Moreover, that cost w o u l d  be b o r a  w h e n  the 

state c o u l d  least a f f o r d  it —  a f t e r  the turn of the century, 

w h e n  oil revenues are p r o j e c t e d  to r a p i d l y  decline. It is 

important to the commi t t e e  to develop an A L B  altern a t i v e  w h i c h  

phases o ut genera l f u n d  o bligations  after the y e a r  2000. As p a r t 

12 of this r e port discusses, w h i l e  post- 1 9 9 9  costs under the 

committee bill are p r o j e c t e d  to b e  $285 mi llion, 21st c e ntur y 

costs u n d e r  the m e a n s  test p r o p o s a l  w o u l d  be r o u g h l y  $2.28 

billion.

6. The c o m m ittee has several concerns rega r d i n g  che $100 

payment for w h i c h  all e l d e r l y  w o u l d  be eligible. First, the 

c ommictee does not k n o w  w h a t  that p a yment is intended to 

accomplish. It is d o u b t f u l  that $100 per m o n t h  is a sufficien t 

sum to a l l o w  any e l d e r l y  to r e m a i n  in che state who w o u l d
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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 m a y  view  the $100 payment as 

tokenism. If that is not the case now, it w i l l  certainly become 

so in the future w h e n  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 

ad m i n i s t e r e d  under separate programs. The $100 payment i3  

appare ntly intended as a residual ALB. O n  the o ther hand, the 

$250 p a y m e n t  is a for m of welfare. This payment, the committee 

believes, should be ad ministered b y  the Depart ment of H eal th and 

Social Services u n d e r  the state's w e l f a r e  laws. Otherwise, the 

state will, in essence, be creating two w e l f a r e  bureaucracies —  

one for O l d  Age Assistance, and one for the m i s - n a m e d  "longevity 

b o n u s ."

7. Fewer people w i l l  m e e t  the $25,000 eligibility 

r e qui rement as the years go by. Thus, by the year 2010, only 3CZ 

of Alaska's elderly w i l l  be eligible for this means test payment. 

Why, it m i g h t  fairly be asked, are 8 0 7. of today's elderly in 

"critical" need of the higher payment, while only 307. will 

require the payment in years hence? For one who is currently 

denied the larger payment, or who m a y  be denied it in the future 

solely because of inflation, this precise questio n will 

i nvariably be asked, and may be asked in the courts.
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S. Finally, in re quiring one year's r e s i d e n c y  in order co

receive Che $250 means cesc paymenc, che proposal  raises a

subsca n c i a l  con sc i t u c i o n a l  issue. The c u r r e n c  ALB's o n e - y e a r

d urati o n a l  r e s i d e n c y  r e q u i r e m e n t  is c o n s t i t u t i o n a l  b e c ause the

bonus is n o t  dependen t upon "need." U n d e r  b o t h  the federal a n d

A l a s k a  constitutions, if a p r o g r a m  p r o vide s "the b a s i c

n e c e s s i t i e s  of life," a 3 0-day r e s i d e n c y  r e q u i r e m e n t  is the

m a x i m u m  c o n s t i t u t i o n a l l y  p ermissible. M e m o r i a l  H o s p i t a l  v.

M a r i c o p a  C o u n t y , 415 U.S. 250, 259 (1974); Shapiro  v. T h o m p s o n ,

394 U.S. 618 (1969). Generally, b e n efits w h i c h  are a c c o r d e d  on

the basis of the r ecip ient's i ncom e tend to be v i e w e d  by the

courts as i n v o lvi ng "basic n e c e s s i t i e s . "  For example, in J e f f r e y

v. C o l o r a d o  State D e p a r t m e n t  of S o c i a l  S e r v i c e s , 599 P . 2d 87*

(Col. 1979) , the C o l orad o S u pr eme C o u r t  s t r u c k  down the lengt hy

du r a t i o n a l  r e s i d e n c y  r e q u i r e m e n t  of that state's old age p e n s i o n

program, a n d  h e l d  that the p r o g r a m  p r o v i d e d  b a s i c  necessitie s of

life. T h e  state argued, unsuc c e s s f u l l y ,  that its p r o g r a m  was

more akin to an income supplement, r a t h e r  than a form of welfare.

The court, however, r u l e d  that b e c a u s e  the size of the p e n s i o n

was a f u n c t i o n  of the applic a n t ' s  o ther  income, a 3 0 - d a y

r e s i d e n c y  r e q u i r e m e n t  was required:

[The . state] attempt[s] to a v o i d  the strict 
s c r u t i n y  - com pe l l i n g  state interest test m a n d a t e d  
by  Shapiro b y  c h a r a c t e r i z i n g  the o l d  age p e n s i o n  
p r o g r a m  as an 'annuity.' However, unlike true 
a n n u i t y  or p e n s i o n  p r o gra ms w h i c h  are unaffe c t e d 
by a recip i e n t ' s  other i n c o m e ' the o l d  age pension 
b e n e f i t  is d i r e c t l y  and  p r o p o r t i o n a t e l y  reduced- by 
the amount of other income. Thus, the
c h a r a c t e r i z a t i o n  of the o l d  age p e n s i o n  p r o g r a m  as 
an "annuity" puts form  over subs tance and"
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disregards the nature of che program, w h i c h  is to 
•fulfill basic neecs and not to supplement separate 
i n c o m e .

599 P . 2d at 879. Emphasis added.

The means test proposal has been defended because of its 

hi g h  income limits. This does make the p r o g r a m  different from 

that involved in J e f f r e y , and the committee agrees that this 

defense could be made in good faith. To the committee, however, 

that is not enough. Early in the committee's deliberations, the 

committee agreed to develop a proposal w h i c h  w o u l d  avoid serious 

n e w  constitutional issues and the threat of continued litigation. 

While any legislation w h i c h  treats some people d i f f e r e n t l y  than 

others may result in litigation, the means test p r o p osal raises a 

serious and substantial residen cy discr i m i n a t i o n  issue, and 

therefore does not m e e t  the committee's goal. 7/
i •

For these reasons, the committee does not b e l i e v e  that the 

means test proposal is a viable alternative to the existing ALB 

program.

The committee was also aware of the "stair-stepping 

approach," u nder w h i c h  the ALB p r o g r a m  is slowly ph ased out 

through an annual increase in the elig ib i l i t y  age. Under 

legislation w h i c h  passed the House of Representati ves during the

7/ Additionally, it should be noted  that the issue will become 
more serious in future years. This is because while che income 
level is high at the outset, it shrinks dramatically, and in real 
value falls be low the state's existing p o verty  level in the vear 
2008.
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previous legislature, the eligib ility age w ould begin to rise 

above 65 in 1991. A l t h o u g h  no "sta irstepping" proposal was ever

a d v a n c e d  b y  anyone for formal co mmittee r eview or action, the

c o m m ittee is aware of some c ontinued interest in developing this 

concept outside of this committee's deliberations. The pr oposal 

thus w a r r a n t s  some comment.

First, the t e r m  "stairstepping" is a misnomer, since it 

connotes a g r a d u a l  p h a s ing out of the ALB program. In truth, the 

st a i r s t e p p i n g  a p p r o a c h  causes the most abrupt p r o g r a m  termination 

of any o p t i o n  considered, and also results in the most severe 

d i s c r i m i n a t i o n  b e t w e e n  groups of Alaskans. Under the 

s t a i r s t e p p i n g  approach, if a p e rson was born on or before June 

30, 1925, the state w o u l d  pay h i m  or h e r  $250 per m o n t h  for life. 

Fo r  persons b o r n  on J u l y  1, 1925 and thereafter, the state w o u l d  

p a y  nothing. And, it is irrelevant w h e t h e r  that p erso n is n o w  an 

Alaskan. A  c u rrent n o n - r e s i d e n t  who is n o w  62 w o u l d  receive 

$ 2 5 0 /month w h e n  he or she m o v e d  to Alaska, w h i l e  a current 

5 9 -year o ld A l a s k a n  w o u l d  receive nothing. There is thus nothing

gradual, or " s t a i r s t e p p e d , " about this process.

T h e  s t a i r s t e p p i n g  a p p roach w o u l d  be m o r e  expensive than the 

commit tee bill, 8/ and much of this a d d e d  expense w o u l d  be b o m  

after the turn of the century w h e n  the state can least afford it. 

See S e c t i o n  12. Yet, despite its h i g h  cost, st airstepping w o u l d

8/ Assuming, of course, that the two had similar provisions 
d e a l i n g  w i t h  the erosion of the real value of che bonus.



benefit fewer Alaskans. For example, some have assumed that 

p a r t i c i p a t i o n  in the annuity p r o g r a m  is neces s a r y  in order for 

future elderly to benefit from the committee bill. This is not 

true. Under stairstepping, a p e r s o n  turning 65 in 1991 w o u l d  

receive no ALE whatsoever, while that same person w o u l d  receive a 

1991 ALE of $222.61 under the committee bill, even if that p e r s o n  

had never p a r ticipated  in the annuity program. Thus, for similar 

total costs, and substantia lly lower 21st centu ry costs, the 

committee b i l l  extends the benefits of the A L B  p r ogram to many 

m o r e  A l a s k a n s .

Most fundamentally, the committee believes that there is a 

n e e d  for future state p a r t i c i p a t i o n  in the b u i l d i n g  of retirement  

security that is- not r e c o g n i z e d  in the stairstepping app roach 

standing alone. Apart from the ALB, the principa l form of 

n o n - n e e d  b a s e d  assistance is, of course, Social Security. Yet 

Alaska's elderly receive the same Social S e c u r i t y  payments as 

those who reside w h e r e  the cost of living is m u c h  lower. 

Moreover, A l a s k a  has a u n i q u e l y  h i g h  ;rcentage of elderly who 

are ineligible for Social S e c u r i t y  b e c ause of s. lack of 

w a g e - e a r n i n g  history. r h u s , in one area of the state -- 

N o r t h w e s t  A l a s k a  -- 66Z of the region's elderl y r e p ort ed the ALB 

as their p r i n c ipal source of income.

As oil revenues decline, a nd economic a c t i v i t y‘in the state 

becomes m o r e  uncertain, it is ent irely possi ble that the state's 

future e l d erly w i l l  find themselves in a mo re precarious posit i o n



than today. And, at that point, the s t a t e   for these same

economic reasons -- m a y  be unable to help.

One obvious impact of aboli s h i n g  the A L B  p r o g r a m  through 

"stair-s tepping" is an inc reased Old Age A s s i s t a n c e  case load. 

Certainly, w h e n  those near the p o v e r t y  line are d e n i e d  $250 per 

month, they w i l l  simply turn to the welfare system, and the state 

will realize no net saving. Moreover, a n d  as d i s c u s s e d  

previously, m a n y  A L B  recipients w h o  are a p p a r e n t l y  eligible for 

O A A  a n d  M e d i c a i d  have in fact n o t  applied f o r  thei.e benefits. 

Over the y e a r s , the A LB p r o gr am has been d e f e n d e d  on the g r ound 

that it has e n a b l e d  m a n y  A l a s k a n  elderly to r e m a i n  off the 

w e l f a r e  roles. Statistics bear this out, indicat ing that m a n y  of 

those ALB rec ipi e n t s  w h o  are elig ible for OAA and M e d i c a i d  hav 

b e e n  able to r e m a i n  off these programs because of the bonus.

F o r  these reasons, stair- s t e p p i n g  b y  itself is also not 

b eing r e c o m m e n d e d  to the legislature.

O n  the o t h e r  hand, the principal a d v a n t a g e  of 

"stair-ste pping" is the p r o t e c t i o n  w h i c h  it affords those w h o  are 

c u r r ently  on the A L B  program, and who have come to rely on bot h  

the L o n g e v i t y  Bonus and the p e r m a n e n t  fund d i v i d e n d  to s u st ain 

themselves. T h e  committee c o n c l u d e d  that forcing A l a s k a ' s  

existing elderly to forego their P e r m anent Fund D i v i d e n d  in order  

to assure c o n t i n u e d  receip t of the "target" L o n g e v i t y  Bonus migh t 

w o r k  a hardship on these older Alaskans. As a result, the 

committee d e c i d e d  to include in the b i l l  a s o - c a l l e d  

"grandfa thering" p r o v i s i o n  w h i c h  allows those reaching age 6.r
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before 1S86 to take their Permanent Fund Dividend in cash and 

still r e ceive a full L o n g evity  Bonus for the remainder of their 

lives. T h e  committee legislation, then, is i ntended to bl end the 

most salutory  aspects of both an a n n u i t y  approach and 

" stair-stepping."

The v i r t u e  of an annuity approach is that it enables the 

state and each individual A l a s k a n  to set aside funds now for 

those perhaps more  difficult years ahead. It is a program 

designed to substitute private thrift for public, largesse. The 

committee also believes that the perm anent fund dividen d is an 

a ppropriate  source of funds for the a n n uity program. The purpose 

of the a n n u i t y  p r o g r a m  is m u c h  like the p u r p o s e  of the permanent 

fund itself. Moreover, one purp ose of the dividend p r o gram -- to 

give each A l a s k a n  a stake in the m a n a g e m e n t  of the pe rmanent 

fund —  w i l l  be e n h a n c e d  if A l a s k a n s ' retiremen t security is at 

least in p a r t  de pendent on w i s e  stewardship of that fund.

Major F e a t u r e s .

1. F r o n t - l o a d i n g . T h e  committee envisions that the 

legislature m a y  a d d  additional sums to individual annuity  

accounts. Under "front-loading ," a p e r s o n  w i l l  receive an 

annuity a c c o u n t  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 

f r o nt-load ing for each of the program's first three years.
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T h e  committee initially a n a l y z e d  the a n n u i t y  c o ncept wither 

front-loading. E v e n  without fron t- l o a d i n g ,  a n n u i t y  payments 

e v e n t u a l l y  replac e longevity b o n u s  payments f r o m  the general 

fund. Nonetheless, the committee feared that b e c a u s e  a n nui ty  

p a y m ents w e r e  low in the early years, those A l a s k a n s  who are n o w  

near re tire m e n t  age would  not p a r t i c i p a t e  in the program. 

Moreover, g e neral fund c o n trib utions d i d  not b e g i n  to see 

s ignificant  r eductio ns for about 10 years.

F r o n t - l o a d i n g  provides a s u b s t a n t i a l  incentive to 

individuals to forego immediate c a s h  in favor of r e t i r e m e n t  

security. W h i l e  it costs more in the i n i tial years, that cost is 

i n c u r r e d  in years in w h i c h  oil r e v e n u e s  are e x p e c t e d  to remain 

high. Moreover, g e n e r a l  fund c o n t r i b u t i o n s  to the A LB progrr' 

taper off rapidly. In other words, b e c a u s e  f r o n t - l o a d i n g  causer 

the m a x i m u m  p o s s i b l e  annuity p a y m e n t  to increase, res idual 

longevity bonus payments decrease m o r e  rapidly. Thus, dollars 

in v e s t e d  in early years t h r ough f r o n t - l o a d i n g  r e s u l t  in a 

decreas e in g e ner al fund obligation s in later years.

U n d e r  the c o m m i t t e e  bill, s u b s t a n t i a l  fr ont- l o a d i n g  now  

w o u l d  a c t u a l l y  r e s u l t  in a net savings  o v e r  the life of the ALE 

p r o g r a m  —  at least in nominal dollars. Thus, if $79 m i l l i o n  

were a p p r o p r i a t e d  for front- l o a d i n g  over the n e x t  three years, 

that investment w o u l d  result in a r e t u r n  of $82 m i l l i o n  in 

r e duced ALB p ayments over the n e x t  25 years. In c onstant 1986 

dollars, the u l t i m a t e  cost of i n v e s t i n g  $79 m i l l i o n  n o w  is $30 

million.
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Additionally, front-loading serves other important purposes  

w h i c h  the committee believes w a r r a n t  the cost in consta nt

d o l l a r s :

(1) The committee b i l l  w i l l  w o r k  only if A l a ska ns  

participate. If they do not, A laska's future elderly m a y  still 

place demands on the general fund; and

(2) A  p r emium  may fairly be p l a c e d  on the current

a v a i l a b i l i t y  of funds. If $1.00 of general funds front-loaded  

n o w  returns 75c (in constant dollars) years hence-, the fact that 

the general fund has that $1.00 now, but m a y  no.t have the 75c 

later, is of some relevance.

Jj W h e t h e r  front-loading extends b e y o n d  the three-year p eriod

e nvisioned b y  the committee -depends on the availability of funds, 

actual participation- r a t e s , -and the p r o j e c t e d  rate of r e t u r n  on 

subsequent front-loading investments. If front-loading has 

s u c c e e d e d  in creating substa ntial participation, continuation  

J| w o u l d  seem unnecessary, since those Alaskans already in the

•annuity p r o g r a m  w o u l d  be u n l i k e l y  to drop out. On the other 

hand, if p a r ticipation  is low, the legislature may w i s h  to 

consider inducements other than front-loading.

The committee settled on a front- loading concept w e i ghted in

j| favor of older Alaskans. Several other options were also

considered. The first was a per-c a p i t a  contribution made to each 

A l a s k a n  who chose an annuity credit. Under this option, the 

annuity accounts of those n e a r  retirement age did not incr e a s e  

enough to substantially increase the "m aximum possible annuit y."

J
1

I

1

1

I

i
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Thus, it did not s i g n i f i c a n t l y  redu ce long-term g e n e r a l  fund 

obligations. Nor d i d  it satisfy the goal of p r o v i d i n g  the 

g r e a t e s t  incentives to those who m a y  n e e d  them most.

To better a c c o m p l i s h  this goal, the c o m m i t t e e  ne:ct 

c o n s i d e r e d  a straight $10 incre m e n t a l  increase in f r o n t - l o a d i n g  

b a s e d  or. age; that is, p a r ticip ants w o u l d  receive $10 for each

y e a r  f/.^t they were, o l d e r  than age 17 —  up to age 65. 9_/ This

o p t i o n  p r o d u c e d  a b e t t e r  result in terms of reduced g e n e r a l  fund 

obligati ons, but it s t i l l  did not incre ase annuity p a y m e n t s  fast 

e n o u g h  to be a s i g n i f i c a n t  incentive —  to older A l a s k a n s  in 

p a r t i c u l a r  —  to p a r t i c i p a t e  in the program.

Finally, projec t i o n s  w e r e  r u n  on the option e m b o d i e d  in the 

bill: persons 18-34 years old w o u l d  receive a b a s e  a m o u n t  of

f r o n t - l o a d i n g  in a d d i t i o n  to the d i v i d e n d  —  for example, $50. 

T h o s e  o v e r  34 w o u l d  r e c e i v e  a p e r c e n t a g e  increase (for example,

1GZ) for each year of age over 34, up to age 65. U n d e r  this

option, front-loadi ng increase s on a curve rather than a straight 

line -- increasing d r a m a t i c a l l y  as a n  individual a p p r o a c h e s  age 

65. Thus, a $50 base w i t h  102 per y e a r  increases r e s u l t s  in a 34 

y e a r  o l d  receiving $50, a 50 year  o l d  $211, and a 64 year old 

a p p r o x i m a t e l y  $800.

T h e  incentive to j o i n  the program, then, increases 

d r a m a t i c a l l y  as r e t i r e m e n t  age approaches. It is t h i s  aspect

£/ Thus, an 18 year o l d  w o u l d  r e c e i v e  $10, a 38 year o l d  $210, 
and a 65 y e a r  old $480.
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wh i c h  is nose app ea l i n g  to the committee, tor the following

r e a s o n s :

First, o l d e r  Alaskans are most in need of incentives to

participate. B e c a u s e  initial annuity payments are small, m a n y  

m a y  be tempted to take a cash payment which is larger than the 

annual annuity w h i c h  it w ill yield. Then, years later, that 

p erson will s u f f e r  m a t e r i a l l y  reduced benefits because of that 

short-sighted decision. On the o ther hand, y o u n g e r  Alaskans n e e d  

not participate in che p r o g r a m  every year in order to b u i l d  a 

sizeable annuity. Based upon projections a v a i lable to the 

committee, a 47 year old (in 1986) w o u l d  be r e q uired co

participate e v e r y  year in order to achieve the target annuity

w h e n  he reaches 65 in the year 2004 —  the y e a r  the ALB p r o g r a m  

disappears. R e c o g n i z i n g  that fi nan c i a l  circumstances may r e q u i r e  

a cash election i n  some years, and that some individuals may be 

ineligible for a d i v i d e n d  in some years, the c o m m i t t e e  c o n c luded  

that additional in centives are appropriate b e g i n n i n g  at age 35 in 

order to help e n s u r e  that the m a x i m u m  possible n u m b e r  of A l a skans  

will achieve the t arget  annuity.

Second, w h i l e  older A lask a n s  will r e c e i v e  more at the 

outset, the f r o n t - l o a d i n g  given younger Alaskans will be invested 

for a longer p e r i o d  of time. To the extent t h a t  the perc e n t a g e  

differential is c o m m e n s u r a t e  w i t h  account e a r n i n g s , the evencual  

return to both o l d  and young w i l l  be quite similar.



Finally, this o p t i o n  a ctually costs less in f r o n t-loading 

dollars than the straight line a p p r o a c h  -- even chough the 

n o w - e l d e r l y  receive larger a m o u n t s .

Tw o  ad ditional points regarding f r o n t - l o a d i n g  w a r r a n t  note. 

First, a n d  as d i s c u s s e d  earlier, u n d e r  the committee b i l l  those 

who r e a c h  age 65 before 1986 do not p a r t i c i p a t e  in the annuity 

p r o gram b e c a u s e  they are gua ran t e e d  a full longevity bonus for 

life. As a result, in 1985, there w i l l  be no front - l o a d i n g  for 

any i n d i v i d u a l  over the age of 64. In future years, the 

incremental increase in front-load ing w i l l  end at age 65, and 

those o v e r  age 65 w i l l  receive the same amount of front-loa ding 

as a 65-year-old.

Second, the committee  bill envi sions that the source of 

f r o n t - l o a d i n g  funds m a y  be the earnings of the u n d i s t r i b u t e d  

income a c c o u n t  of the A l a s k a  p e r m a n e n t  fund. In past years, 

p e r m a n e n t  fund earnings have e x c e e d e d  the amount n e c e s s a r y  to pay 

dividends a n d  i n f l a t i o n - p r o o f  the f u n d  itself. T h e  resulting  

surplus c o m p rises the u n d i s t r i b u t e d  i ncome account, w h i c h  has a 

current b a l a n c e  of $557 million. T h a t  account itself yields 

annual e a r n i n g s  w h i c h  are greater  than that n e c e s s a r y  to p r ov ide 

front-loading, and w h i c h  are available for appropriation.

The c o m m ittee c o n c l u d e d  that these earnings are an 

appro p r i a t e  source of funds for f r o nt-lo ading for one obvious 

reason: as w i t h  the basic structure of the annuity p r o g r a m

itself, this aspect of the bill w i l l  devote current per manent 

fund earning s in a m a n n e r  w h i c h  w i l l  su bst a n t i a l l y  decr ease

-2 2 -



general fund obligations in later and perhaps leaner y e a r s . Once 

again, however, only earnings are involved. It mus t be s t r e ssed 

that nothing in the committee bill in any w a y  impairs the 

integ r i t y  of the permanent fund itself.

2. The 3 Z E s c a l a t o r .

Since the b e g i n n i n g  of the A L B  p r o g r a m  in 1972, the original  

$100 payment has been p e r i o d i c a l l y  i n c r e a s e d  to its current $250 

limit. W h i l e  that increase seems- large, it has, in fact, roughly  

kept pace w i t h  inflation. If the A L B  is retained,- the committee 

b elieves that it is u n r e a s o n a b l e  to assume that .no increase in 

the A L B  w i l l  ever be made. The p e r s i s t e n t  erosion in the real 

v a l u e  of the ALB w o u l d  at some p oint become so severe that re lief 

w o u l d  be necessary. For example, a s s uming a 5Z inflation rate, a 

$250 A L B  n o w  w i l l  be w o r t h  only $104 in 15 years.

T h e r e  are two ways of dealing w i t h  the gradual erosion of

the v a l u e  of the ALB. The first is to leave the p r o b l e m  to

future legislatures. The second is the a p p r o a c h  taken in che 

committee bill, w h i c h  provides a m odest 3Z annual adjustme nt

intended not to p r e c i s e l y  keep pa ce w i t h  inflation, but rather to 

provide certainty in the amount of the payment.

3. A d m i n i s t r a t i v e  Costs of the P r o g r a m . The commictee

bill provides that the legislature m a y  a p p r o p r i a t e  funds from the 

annuity account to pay the a d m i nistr ative costs of the a n n uity



program. 1_0/ Thus, the costs of the p r o g r a m  w i l l  be borne by che 

a n n u i t y  participants, w h e t h e r  the funds are p r i v a t e l y  p l a c e d  or 

n o t .

The bill states that a d m i n i s t r a t i v e  costs w i l l  be "equit a b l y  

allocated" among annuit y accounts; it is the commit t e e ' s  intent 

that an equ itable a llocation w i l l  take into account such factors 

as numbers  of participants, age, a nd r e l a t i v e  a c c ount balances.

4. Choice of B e n e f i t s . M o s t  a n n u i t y  programs offer

parti c i p a n t s  a choice of options, such as joint and su rvivor 

benefits. The p r i m a r y  reason  for s u r vivor b e n efits in employment 

a n nui ty programs is that among m a r r i e d  couples there is often 

only one w a g e  earner. Survivor b e n efi ts are thus a v a i l a b l e  to 

insure that the d ependent spouse is n o t  left w i t h o u t  income

Since the a n nuity p r o g r a m  is a v a i l a b l e  to b o t h  spouses, j u s t  zi 

is the p r e s e n t  longevity bonus program, the c o m m i t t e e  o p t e d  for 

s i m p l i c i t y  and did not include a c h o i c e  of benefits. 1 1 /

5. Setting the Amount of the L o n g e v i t y  Bonus P a y m e n t .

S e c t i o n  8 of the b i l l  provides that the l o n g e v i t y  bonus p a y m e n t  

—  for those who hav e not r e ached 65 b e f o r e  1986 -- is d e t e r m i n e d  

b y  d e d u c t i n g  f r o m  that payment the m a x i m u m  p o s s i b l e  ann uity

1 0 /- If the states chooses to p l a c e  the funds w i t h  p r i v a t e  
carriers, any costs shifted to the c a rrier u nder the cont ract 
w o u l d  also be paid from the a n n u i t y  accounts.

11/ A  death b e nefi t for those who die prior to r e a c h i n g  age 65 
Has b e e n  in cluded in the S ena te State Affairs  C o m m ittee  
substi t u t e  for SB 56.



available to a p erson who turns 65 in the year in question. The 

bill uses the annuity  available to a 65-year-old because that 

annuity is the smallest available (among those who have re ceived 

the m a x i m u m  possible c r e d i t s ) . A 75-year-old w i t h  the identical 

contri b u t i o n  of a 65-year-old w i l l  receive a larger annuity 

because  his life expectancy  is shorter, and his capital will be 

returne d faster. Thus, some Alaskans w i l l  receive more than the 

target amount during the early years of the program, and no 

elderly Alaskans (with full participation) will receive less.

6. R e s i de ncy Q u e s t i o n s . The bill has no residency r e­

quirements for rec eipt of annuity payments. Per manent fund 

dividends are, of course, only avai lable to Alaska residents —  

so that an individual must be an A l a s k a n  to contribute to an 

annuity account. 1 2 /

7. Federal Income T a x  C o n s i d e r a t i o n s . Currently, both the 

p e r m a n e n t  fund dividend, and the ALB, are taxable as ordinary 

income u n d e r  the Internal Reve nue Code. The committee engaged 

tax counsel to determine w h e t h e r  the •result w o u l d  be any 

d i f f erent under the committee bill. Specifically, the committee 

a s k e d  w h e t h e r  a p e r s o n  will be taxable on the cash he could have 

r e c e i v e d  as a d i v i d e n d  even though, u n d e r  the n e w  program, he is 

only credited w i t h  the right to receive a future annuity from the 

state. Counsel a d v ised the committee that, because the annuity

1 2 / The longevity bonus program w i l l  still require that an 
individual be a o n e -year  resident to receive a bonus.



p r o g r a m  is unique, there is no legal p r e c e d e n t  w h i c h  provides 

definite answer.

B ased on analogous federa l tax authorities, tax counsel  

believes that a crucial f actor in d e t e r m i n i n g  w h e t h e r  or not an 

A l a s k a n  receiving an a n n u i t y  credit w i l l  a v o i d  cur rent federal

income taxation is the a mou nt w i t h  w h i c h  the legislature

"front-loads" the a n nuit y credit in the y e a r  the credit is 

granted. If the l e g i s l a t u r e  provides a s u b s t a n t i a l  f r o n t - l o a d  to 

the annui ty credit for a p a r t i c u l a r  year, an A l a s k a n  r e c e i v i n g  a 

credit that year s hould n o t  be subject to tax u n t i l  annuity

payments are a c t u a l l y  m a d e  on retirement. However, if the 

legislature p r o v i d e s  little or no f r o n t - l o a d i n g  in a p a r t i c u l a r  

year, there w o u l d  be a s u b s t a n t i a l  r i s k  that those receivir 

annuity credits w o u l d  be t a x a b l e  i m m e d i a t e l y  on the amount o' 

cash they could h a v e  e l e c t e d  in lieu of the credit.

T a x  counsel also a d v i s e d  the c o m m i t t e e  that available

prece d e n t  does n o t  p r o v i d e  firm g u i d a n c e  on the m i n i m u m

f r o n t - l o a d  n e c e s s a r y  to s u p port deferred tax t r e a t m e n t  of a n n uity  

credits. There is an e x a m p l e  in the IRS r e g u l a t i o n s  w h i c h

suggest that a f r o n t - l o a d  of 25Z or m o r e  of the a n n u i t y  credit 

w o u l d  be sufficient; however, tax counsel b e l i e v e s  that a lesser

a mount m a y  suffice. B e c a u s e  of this u n c e r t a i n t y ,  tax counsel

suggests that if the c o m m ittee p r o posal is enacted, it w o u l d  be 

in the state's b e s t  interest to obtain an a d v a n c e  ruling from the 

In t er nal R e venue  S e r v i c e  on the question.
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The uncertaint y surrounding the tax status of ann uity

credits, and the substantial risk of taxability w h e n

front-loading ends, did not w e i g h  heavily in the committee's

recommendation. This is because, at worst, Alaskans w o u l d  be

r equired to pay taxes on the amount of the di vidend just as they

do now. Moreover, the committee saw its job as finding an

alternative to the ALB progra m w h i c h  m e t  the basic goals

e xpressed in this report. It was not c h a r g e d  w i t h  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. A l l  interest income credited to indiviudal annuity

accounts would,, u nder current IRS regulations, be taxable only as 

it is p a i d  out after reaching age 65; and

2. F r o n t-loading credits w o u l d  not be currently taxable.

8. A n n u i t y  Credits Are Not a V e s t e d  R i g h t . The committee

bill provides that an individual does not receive a v e s t e d  or 

property right to an annuity payment until that p a y m e n t  is made. 

Funds m u s t  be a p p ropriated annually by the legislature fr om che 

annuity account to make annuity payments. A l t h o u g h  che clear 

legislative intent. of che bill is to provide annuity payments to 

chose who h a v e . partic i p a t e d  • in the program, the committee bill 

neither binds future legislatures nor creates a de dicated fund. 

Thus, the legislature may legally appropriate annuity funds for 

any public purpose. A n  individual's right to an annuit y payment
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p r i o r  co di spersal is an unfunded, u n s e c u r e d  promise of c! 

stace. Thus, a fucure a n n u ita nt is in no better legal positic 

chan any u n s e c u r e d  creditor of the state.

As a result, the bill is silent w i t h  regard to t! 

g a r n i s h m e n t  of a n n u i t y  credits. P r i o r  to a n nuity payments, the: 

is n o t h i n g  to g a r n i s h  or attach, nor anything that' can proper, 

b e  r e g a r d e d  as "income" or an "asset."

9. P r o t e c t i o n  of Ala sk a ' s  E x i sting E l d e r l y . As not' 

p r evi ously, persons who r e a c h  the age of 65 before 1986 w i l l  n  

be r e q u i r e d  to forego their p e r m a n e n t  fund dividend in order 

r e c e i v e  a $250 per m o n t h  L o n g e v i t y  Bonus, inflated 37. annuall 

T h e  c o m m i t t e e  d e c i d e d  to integrate this aspect 

" s t a i r - s t e p p i n g "  b e c a u s e  it c o n c l u d e d  that m a n y  retired Ale 

h a v e  come to r e l y  u p o n  b o t h  the A L B  and the permanent  

dividend, a n d  —  since they are n o w  r e t i r e d  —  w o u l d  be unable 

m a k e  a d e q u a t e  arrangements to m i t i g a t e  the impact of an a b r u  

d e n i a l  (or reduction) in e i t h e r  payment.

U n d e r  last session's H o u s e  bill, those who had reached tl 

age of 60_ b e f o r e  1986 w o u l d  have r e c e i v e d  a full ALB for life 

a l t h o u g h  the a mo unt of that bonus w o u l d  not be increased 

f u t u r e  years. The com mittee c o n s i d e r e d  and rejected the opti 

of e x t e n d i n g  this p r o t e c t i o n  to 60-year- olds for three reasons,:

1. A s s u m i n g  a r e t i r e m e n t  age of 65, those under that a 

w i l l  have 1-5 years to m a k e  n e c e s s a r y  arrangements to accommoda 

e i t h e r  the loss of a cash dividend, or incremental reductions 

the A L B  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 a cash dividend, that "expectancy" is more

immediate, and more critical, for e x i sting retirees;

2. Exe mpting 60-year-olds f r o m  the A LB reduction of the 

committee bi ll w o u l d  not simply p o s tpone the inevitable, financial 

d i s p arity b e t ween two groups of A l a s k a n s  -- it w o u l d  aggravate 

it. U nder the House bill, the first r e d u c tion in payments w o u l d  

occur in 1991. B e c ause of the g r o w t h  in the "maxi m u m  p o s sible  

annuity" by that time, the initial difference in m o n t h l y  ALB

payments between an exempt recipient, a n d  a no n-exempt recipient

who did not forego his dividend, w o u l d  be $67.21 per month.

Conversely, unde r the committee bill, differ e n t i a l  payments w i l l  

b e g i n  in 1986, and will  initially be $11.92 per month. The 

committee felt that if some smaller differential were felt 

immediately, the n e e d  to b e g i n  p a r t i c i p a t i o n  in the p r o g r a m  n o w  

w o u l d  be m o r e  apparent to n o n - e x e m p t  recipients. In other words, 

immediate " s ta ir-stepping " m a y  w e l l  encourage higher a n nuity  

participa tion, w h i c h  in turn will reduce  the actual diffe r e n t i a l  

treatm ent b e t wee n exempt and n o n - e x e m p t  recipients; and

3. The ALB p r o g r a m  cannot go on forever. .Indeed, it has 

b e e n  a goal of the committee to develop a proposal w h i c h  phases 

out gener al fund obligations near the turn of the century -- w h e n  

oil revenues are p r e d i c t e d  to d r a m a t i c a l l y  decline. If the bill 

w e r e  to protect existing 60-year-olds, the committee projects 

that the state w o u l d  still be making genera l - f u n d  ALB payments of
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$74.9 m i l l i o n  in che year 2000, and g e neral fund cbligac  

w o u l d  noc end uncil Che year 2029. Moreover, exte n d i n g  cl 

bill's p r o c e c t i o n  co 60-year-olds w o u l d  ccsc an ad dici o n a l  $31 

m i l l i o n  over che life of che program. In drawing che necessai 

d i v iding line b e c w e e n  chose w h o  can conti nue to receive che ful 

b e n e f i t s  of existing law, and those who cannot, eccnorai 

f e a s i b i l i t y  plays an a ppro priate role. For the reason

above-stated, the committee b e l i e v e s  that the line is best draw, 

at age 65.

10. P o s s i b l e  P a r t i c i p a t i o n  R a t e s . The committee attemptec 

Co estimate likely p a r t i c i p a t i o n  rates for the legislation's

a n n uity program. Currently, p a r t i c i p a t i o n  rates in certain 

v o l u n t a r y  e m p l o y e e  re tire m e n t  plans e x c e e d  50Z. T here z 

however, d i ffe rences b e t w e e n  those plans, a n d  the annuity progr 

e s t a b l i s h e d  by the committee's bill. U n d e r  m o s t  employee plans, 

c o n t r i b u t e d  funds can be w i t h d r a w n  u p o n  termination, or in case 

of s u b s t a n t i a l  hardship. U n d e r  the c o m m i t t e e  bill, however, no 

benefits can a c c r u e  u n t i l  retirement. Additionally, high 

p a r t i c i p a t i o n  rates in employee plans are, in large part, a

f u n ction of i n t e n s i v e  edu ca t i o n a l  efforts w h i c h  cannot be 

d u p l i c a t e d  on a s t a t ewide basis —  p a r t i c u l a r l y  in Alaska. 

Finally, p a r t i c i p a t i o n  rates for employee plans m a y  be irrelevant 

in p r e d i c t i n g  p a r t i c i p a t i o n  by the jobless and very poor.

On the o t h e r  hand, w i t h  front loading, m a t c h i n g  

c o n t ributions w h i c h  part icipants receive m a y  be, at least for

older Alaskans, s u b s t a n t i a l l y  m o r e  than t y pical  m a t c h i n g  payment

-3 0 -



by employers. A d d i t i o n a l l y , under any employee plan, an employee 

must dedicate a p o r t i o n  of his or her regular m o n t h l y  salary -- 

each dollar of w h i c h  may already have been b u d g e t e d  for regular 

family needs. The permanent fund dividend, on the other hand, is 

an irregular source of income w h i c h  (for some Alaskans) is not a 

component of the regular family budget, and hence more readily 

d i s p o s a b l e .

G iven these differences, and the un ique nature of the 

annuity p r o g r a m  establishe d by this bill, the committee does not 

believe that any meani n g f u l  projection, or even range of 

projections, can be provided.

If p a r t i c i p a t i o n  rates are v e r y  high, by the year 2 ^ 1  state 

O ld A g e  A s s i s t a n c e  payments m a y  be substa n t i a l l y  decreased. 

Indeed, it is conceivable that a succes sful annuity, p r o g r a m  could 

v i r t u a l l y  elim inate the nee d for old age w e l f a r e  payments. For 

example, b y  the year 2Q10, every e l d e r l y  A l a s k a n  who has fully 

p a r t i c i p a t e d  in the p r o g r a m  w i l l  be r e c e i v i n g  a m o n t h l y  annuity 

of $1,047.88.

On the other hand, if p a r t i c i p a t i o n  is v e r y  low, the state 

m a y  e xperience incr eased old age ass istance obligations as the 

residua l longevity bonus phases out.

The only w a y  to guard against future increases in OAA 

clientele is either to m a i n t a i n  the existing A L B  p r ogram -- an 

o p t i o n  w h i c h  the committee believes is c o s t - p r ohibitive  -- or 

convert the ALB itself into a fo rm of welfare. Other options 

studied  (including stairstepping) w o u l d  not simply threaten, but

-3 1 -



inevitably Lead to h igher OAA obligations. The committee bill, 

on the other hand, offers A l a ska's future elderly at least the 

o ppor tunity to u l t i m a t e l y  avoid the n e e d  for OAA assist ance -- an 

o p p o r t u n i t y  w h i c h  at least some A laskans will accept. In other 

words, even w i t h  m o d e s t  levels of participation, the result w o u l d  

be be tter than u n d e r  " s t a ir-stepping ."

11. Imnact U n o n  E l i g i b i l i t y  For Old Age A s s i s t a n c e  and 

M e d i c a i d .

If an eld erly A l a s k a n  earns $586 or less per month, he or 

she is eligible to r e cei ve feder al Suppl emental Se curity Income 

a nd/or state O l d  Age Assistance. There are c urrently some 2,450 

elderly recei v i n g  this assistance, and the average benefi t is 

$240 p er month.

E l derly who are eligible for O A A  are also eligible for 

Medicaid. M e d i c a i d  benefits are a c c e s s e d  by almost half of the 

O A A  recipients, and the average n on-nur sing home benefit is 

$2,500 per year.

If an e l d e r l y  A l a s k a n  earns less than $900 per month, he or 

she is eligible for n u r s i n g  home benefits under Medicaid. These  

benefits are subs ta n t i a l  —  a v e r a g i n g  $135 per day, or $50,000 

per year for each individual.

U n t i l  1984, and by v i rtue of a specific exclusion in federal 

law, ALB payments did not count as "income" in determining 

e l i g i b i l i t y  for SSI or Medicaid. See 42 U.S.C. 

§1982a(b)(2)( B ) . However, w h e n  the ALB p r o g r a m  was changed in
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1984, Congress also a m e n d e d  che e x c l u s i o n  Co procecc only chose 

w h o :

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

and

2. have 25 years of continuous r e s i dency in A l a s k a  by chat

d a t e .

This change in federal law has h a d  the following effect on 

the SSI, OAA and M e d i c a i d  e ligib i l i t y  in Alaska;

1. Some 750 current recipients of O A A  w i l l  experience a 

loss or reduction in benefits b e c a u s e  they are n o w  eligible cc 

receive the ALB, but fall outside the a m e n d e d  federal exclusion. 

T hese individuals h ave not, however, s u f f e r e d  a net loss in cash 

benefits, since ALB payments h a v e  m e r e l y  r e p l a c e d  previous 

OAA/SSI payments. W h i l e  t h e s e  individuals are the subject of 

discrimination, since they cannot r e t a i n  b o t h  their A L B  and their 

previous OAA/SSI benefits (as can long-time A l a s k a n s ) , that 

d i s c rimination is solely the produ ct of federal, law. If the 

state u n d e r t o o k  to cure this d i s c r i m i n a t i o n  by replacing lost 

federal SSI benefits, $1.4 m i l l i o n  w o u l d  be r e q uired for FY 1986.

2. Some 314 of the 750 a f f e c t e d  OAA/SSI recipients w i l l

also lose n o n-nursing home M e d i c a i d  coverage -- a benefit w h i c h

averages $2,500 per year. This is a substantial loss w h i c h  is 

not c omp ensated for by the ALB program. The amount of lost 

federal M e d i c a i d  benefits to these 314 individuals is only 

$413,847 for FY 1986. The state c o u l d  therefore compensate for 

these lost federal benefits at r e l a t i v e l y  small cost.
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3. The m o s t  s ub stantial impact of the recent f e d eral 1 

c hange is u p o n  n u r s i n g  home patients. 36 elder ly A l a skans who 

are c u r r e n t l y  in n u r s i n g  homes m a y  lose their M e d i c a i d  nursing  

home c o v erage as a result  of this change. To pay these 

individuals' n u r s i n g  home costs e n t i r e l y  t h rough state funds 

w o u l d  r e q u i r e  a $720,0 00 a d d i t i o n a l  a p p r o p r i a t i o n  in FY 1986.

The c o m m it tee b i l l  neither allev iates nor aggrevates the 

p r o blems a s s o c i a t e d  w i t h  O A A / S S I  b e n e f i t  reductions, or 

r e d u c t i o n s  in n o n - n u r s i n g  home M e d i c a i d  payments. Unless the 

l e g i s l a t u r e  w e r e  to adopt a n e e d s - b a s e d  ALB program, v i r t u a l l y  

a n y  o p t i o n  w h i c h  the legisl a t u r e  m ight  chose w o u l d  leave the 

a f f e c t e d  e l d e r l y  in the same p o s i t i o n  as u n d e r  current law. 1 3 /

T h e  c o m m itt ee p r o p o s a l  would, however, p r o b a b l y  benefi 

e x i s t i n g  n u r s i n g  h o m e  residents. U n d e r  the bill, person' 

r e s i d i n g  in a n u r s i n g  home are i n e l i g i b l e  to rece ive the ALB. 

This exclusion, the c o m m ittee  believes, is consistent w i t h  and 

fu r th ers the intent of the A L B  program. Its effect is to benefit 

e x i s t i n g  n u r s i n g  hom e r e s i dents w h o  w i l l  lose access to the $250 

a m o n t h  ALB, but at the same time w i l l  r e t a i n  their e ligi bility  

for $50,000 per y e a r  n u r s i n g  home payments.

1 3 / U n d e r  c u rrent f e d e r a l  law, p a y ments w h i c h  are p r e d i c a t e d  on 
n e e d  are not c o u n t e d  as "income" for fede ral assistance purposes. 
Thus, the means test p r o p o s a l  d i s c u s s e d  earlier m a y  avoid the 
p r o b l e m s  d i s c u s s e d  in this s e ction -- assuming that federal 
o f f i c i a l s  w e r e  w i l l i n g  to treat a $25,000 income limit as truely 
d i f f e r e n t i a t i n g  the "needy" from the "non-needy."
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12. Coses of Various ALB A l t e r n a t i v e s . The committee has 

estimated the costs of various alternatives. A l t h o u g h  p o p u l a t i o n  

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

to predict, several of the alternatives s t udied  —  including the 

stair-s tepping approach and the means test proposal  -- envis ion  

general fund expenditures well into the next century. The 

committee felt that it was p a r t i c u l a r l y  imp ortant to at least 

estimate costs b ey ond the year 2000 for two reasons.

First, it has been a goal of the committee to develop a 

p r o g r a m  w h i c h  phases out general obligations after the turn of 

the centur y —  w h e n  oil revenues are p r o j e c t e d  to d r a m a t i c a l l y  

decline. Estimating post-2000 expenditures is thus p a r t i c u l a r l y  

i m p o r t a n t .

Second, some-options envision higher immediate investment in 

r eturn for. lo wer long term obligations. Others involve smaller  

n e a r - t e r m  expenditures —  an att ribute w h i c h  is paid for in the 

years to come. A  fair comparison, then, can only be m a d e  by 

looking at total expenditures over the life of each alternative.

Chart 1 indicates the costs of making- continued ALB payments 

un d e r  four alternatives. This chart assumes that -- w h a t e v e r  

p r o g r a m  is chosen -- an e scalatio n in the ALB p a yment  w i l l  be 

made as the years go by. As the chart indicates, the cost of 

continuing the current, expanded A L B  p r o g r a m  is prohibitive. The 

second option, the "Annuity Program," reflects the committee bill 

w i t hout g r a n d fathering  Alaska's existing elderly. Under this

I
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option, in order to receive the target amount, existing eLce. 

w o u l d  be r e q u i r e d  to forego their p e r m a n e n t  fund d i v i d e n d s .

The third option -- the "Annuity  P r o g r a m  w/1986 

Stairs tep" —  reflects the ALB costs of the committee bill 

itself. The "Stairstep" approach refers to last session's 

legislation, w h i c h  w o u l d  begin stair-step ping in FY 1991. 

Finally, projec t i o n s  on the means test proposal w h i c h  assume 

e s c a l a t i o n  have not b e e n  run.

A s s u m i n g  that the legislature provides a 3Z per annum 

i ncrease in the A L B  payment, the ALB costs of the options 

c o n s i d e r e d  are as follows:

Chart 1

A L B  COSTS T H R O U G H  2034 
W I T H  3Z E S C A L A T O R  (in millions)

Nominal $ Constant  $ Present
Value 14/

Current L a w 13,087 2,501 1,393
A n n u i t y  P r o g r a m 964 605 496
A n n u i t y  P r o g r a m

w / 1 9 8 6  S tairstep 1,290 735 584
Stairstep 1,455 745 577
M eans Test N / A N / A N /A

14/ The term " N o m i n a l  S" is self-explanatory. The tern 
C o n s t a n t  $" refers to costs e x p r e s s e d  in 19S6 dollars -- 
a s s u m i n g  67. a nnual inflation. The term "Present Value" refers to 
the amount of m o n e y  which, if i n v ested now, w o u l d  endow the 
v a rio us options t h r o u g h  the duration  of each.
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Conversely, if the legislature h e l d  the amount of che ALB 

constant over the years instead of p r o v iding a regulator 

escalator, the ALB costs of the o ption w o u l d  be:

Chart 2

ALB COSTS T H R O U G H  FY 2034 
W I T H O U T  E SCALATION  (in millions)

Nominal $ C o n s t a n t  S Present Value

Current L a w  5,419 1,391 880
A n nuity P r o g r a m  619 432 369
A n nuity P r o g r a m

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

In a d d i t i o n  to the general fund costs of (1) continuing the 

current A L B  for existi ng recipients, and (2) providing a 

gradually r e d u c e d  A L B  for n e w  recipients, the committee bill 

envisions that individual a n nui ty accounts w i l l  be "front loaded" 

w i t h  funds drawn f r o m  the earnings of the u n d i s t r i b u t e d  income 

account of the A l a s k a  p e r m a n e n t  fund.

E s t i m a t i n g  the costs of "front loading" is a three step 

process. First, the committee a s sumed that the legislature would  

provide suffic i e n t  front loading to a l l o w  those 35 and younger to 

receive a $50 base supplement, and those over 35 to receive a 

supplement w h i c h  is increased 10Z for each year of age up to 65. 

Second, the committee assumed that p a r t i c i p a t i o n  rates would be 

v e r y  low in y o ung er Alaskans, and e x t r e m e l y  h i g h  for those older 

Alaskans r e c e i v i n g  the greatest front-loading. The cost of 

"front load payments" under those assum ptions -- w i t h  and without
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che grand f a t h e r i n g  of existing recipie nts are r e f l e c t e d  ir

Chart 3.

Finally, the e ff ect of front loading is to more r a p i d l y

reduce the "target" ALB, and hence re duce general fund

obligations. Thus, the net cost of any front loading m u s t  be

o f fse t by "ALB savings," w h i c h  are also r e f l e c t e d  in Chart 3:

Chart 3

EFFECT  OF 3 -YEAR F R O N T  L O A D I N G  
(in millions)

No minal $ C o n s t a n t  $ P r e s e n t  V alue

A n n u i t y  P r o g r a m  (32! Esc.)

F r o n t - L o a d  Payments 113 101 96
(ALB Savings) (126) (69) (31)

N e t  Cost (Savings) '(13) ~ 3 T” 65

An n u i t y  P r o g r a m  (No Esc.)

F r o n t - L o a d  Payments 113 101 96
(ALB Savings) (91) (57) (46)

Net Cost (Savings) 22 44"' 50

A n n u i t y  & 1986 S t a i rstep (37. Esc.)

F r o n t - L o a d  Payments 79 71 67
(ALB Savings) (82) (41) (31)

Ne t  Cost (Savings) (3) 30 36

A n n u i t y  & 1986 S t a i rste p (No Esc.)

F r o n t - L o a d  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

pa r t i c u l a r  p r o g r a m  can then be a d d e d  (or subtracted) from the

a p p r o p r i a t e  column of Charts 1-2. F r o m  that exercise, it is
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apparen t that front loading does not materi a l l y  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 p o r tion will apply for state 

O l d  Age Assistance. As noted previously, a number of current ALB 

recipients are apparently eligible for O A A  ar.d M e d i c a i d  but have 

n ot a p plied because of the bonus. The re is thus a segment of 

Alaska's elderly who are now eligible for OAA and Medicaid, and 

w h o  m ight apply for benefits under those programs if the ALB were 

denied.

It is difficult to predict the n umber of elderly w h o  would

ac t u a l l y  turn to state w e l f a r e  assistance if and w h e n  the ALB

p r o g r a m  w e r e  terminated. Currently, one out of every 2.65 

i n c o m e-eligibl e ALB recipients actu ally applies for OAA. Under 

the "moderate low" scenario of Chart 4, one half of those elderly

w o u l d  apply for OAA. Under the "moderate high" scenario,

two-thirds of the eligible elderly w o u l d  apply for assistance

once che bonus p r o g r a m  were terminated. Cumulat ive costs, 15/

• _ 
in increased O A A  and M e d i c a i d  benefits, through the year 2010

u n d e r  these two scenarios are as follows:

1 5 / The erst estimates in Chart 4 should be viewed as 
s u b s t a n t i a l l y  eqivalent to constant 1986 dollar estimates. 
A l t h o u g h  they are technically nominal dollars, they assume no 
increase in OAA or M e d i c a i d  benefits as the years go by. If one 
assumes that O A A  and M e d i c a i d  benefits keep close pace with  
inflation, these estimates w o u l d  then better reflect constant
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Chart: 4

I N C R E A S E D  C A A / M E D I C A I D  COSTS T H R O U G H  2010 
(in millions)

M o d erate L o w  Moderate H i g h

81.3 150.2

It is p o s s i b l e  that i n c r e a s e d  O A A  costs w o u l d  also result 

from the c o m m i t t e e  bill. Although, under the bill, the ALB is 

g r a d u a l l y  p h a s e d  out, rather than abruptly terminated, those new 

elderly who h a v e  not p a r t i c i p a t e d  in the a n n u i t y  p r o g r a m  nay

e vent ually fin d themselves in n e e d  of welfare assistance. The

degree of that problem, of course, is a function of p a r t i c i p a t i o n  

rates —  w h i c h  are d i f f icult to determine. However, b e c a u s e  —  

u n d e r  the c o m m i t t e e  b i l l  —  the A L B  is phased out, rathe r chan 

ab r u p t l y  terminated, 1 6 / and b e c a u s e  a p o r t i o n  of Alaska's

po p u l a t i o n  w i l l  p a r t i c i p a t e  in the annuity program, the committe e  

believes that -- e v e n  w i t h  low p a r t i c i p a t i o n  rates -- che impact 

of the bill u p o n  old age a s s i s t a n c e  programs is likely to be less 

severe than u n d e r  the s t a i r s t e p p i n g  approach.

Finally, the committee looked at the cost o f  various options 

after 1999. As n o t e d  previously, it has b e e n  a goal of the

dollar costs.

1 6 / Thus u n d e r  stairstepping, a p e r s o n  turning 65 in 1991 w o u l d
receive no A L B  whatsoever. O n  the other hand, u n d e r  che
committee bill, a p e r s o n  turning 65 in 1991, and who has not
p a rti cipated in the a n nuity program, will still receive a
longevity bonus of $222.61 per month.
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committee to develop a longevity bonus p r o g r a m  in w h i c h  general  

fund obligatio ns w o u l d  be minimized- as oil revenues declined. 

Chart 5 indicates the cost of stairstepping, the means test 

proposal and  the annuity p r o g r a m  w i t h  and with out stairstepping, 

which w o u l d  be incur r e d  in the 21st century:

Chart 5

COSTS INCURRED AFT ER Y E A R  1999 
(in millions: N o m i n a l  $)

3 Z E s c a l a t i o n
Annuity P r o g r a m  69.9
Annuity P r o g r a m

w/1986 Stairstep 285.3
Stairstep 588.3
Means T e s t  N/A

No E s c a l a t i o n
Annuity P r o g r a m  0
Annuity  P r o g r a m

w/1986 Stairstep 128.4
Stairstep 291
Means T e s t  2,486.2

The B e n e f i t  Concept's P r o pos al

The committee investi gated an a p p r o a c h  proposed by Benefit 

Concepts, Inc. and K i d d e r  Peabody & Co., Inc. The propos al is 

e ssent i a l l y  an i nvestment program for endowing the longevity 

bonus program. T h a t  is, a substantial inves tment (approximately 

$350 mi llion) w o u l d  be made in the i n i t i a l  years of the program, 

and the r e t u r n  from that investment is estim ated to be sufficient



to make the declining longevity bonus payments r e q u i r e d  under the 

committee's a n n u i t y  approach. 1 7 /

Benefit Concepts proposes that che state invest in single 

pr e m i u m  w h o l e  life insurance policies (SPL's) taken out on 

Alaska's elderly. The state w o u l d  be the o w n e r  and be nefi c i a r y  

of the policies. Benefit Concepts' proj ec t i o n s  indicate that 

this type of investme nt w o u l d  be superior to o t h e r  options which 

they believe w o u l d  be a ppropriate for such an invest m e n t  plan, 

such as g u a r a n t e e d  investment contracts (GIC's), corporate bonds 

or govern m e n t  securities.

The B e n e f i t  C o n ce pts proposal was a n a l y z e d  b y  che actuarial 

firm of J o h n s o n  & H i ggins at the committee's request. That firm 

concl u d e d  that (1) the costs of the p r o g r a m  m a y  be u n d e r s t a t e d  

w h e n  c o m pared w i t h  data u s e d  b y  0MB (see footnote); (2) should 

the state c o n s i d e r  "endowing" the ALB program, it s h o u l d  not 

limit its choices to the low ri sk alternative s considered by

1 7 / Subject to a v a i l able funds, the state c o u l d  "endow" any 
p r o g r a m  b y  i n v e s t i n g  e nough cash to p r oduce the revenue to pay 
the costs of the program. Indeed, the c o ncept of "endowment" is 
implicit in the " p r esent value" calculations m a d e  by the Office 
of M a n a g e m e n t  and B udget for the longevity bonus alternatives 
analyzed. T w o  points deserve attention. First, in order to 
avoid d e d i c a t e d  fund problems, the income from any such 
investment w o u l d  be d e p o s i t e d  in the g e n eral fund, and subject to 
a nnua l a p p r o p r i a t i o n  to pay p r o g r a m  costs. Second, the 
a ssumptions u s e d  by Benefits Concepts in m a k i n g  their cost 
estimates d i f f e r  in two important respects f r o m  the assumptions 
u s e d  by 0MB. B e n efit  Concepts u s e d  d i f f erent popula t i o n  
projections, and a s s u m e d  a different interest environment. Both 
these differences u n d e r s t a t e  the cost of their proposal when 
compare d w i t h  programs using 0MB estimates. The committee, 
therefore, cautions against direct cost comparisons.
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Benefit Concepts, but shou ld also examine other investment: 

options; and (3) the p r i m a r y  advantage of the SPL approach over 

other low risk investments is the s u bst antial tax advantage 

available to some insurance companies in p r o v iding this type of 

policy. Thet e tax advantages are u n d e r  s c r utiny  by the federal 

Treasury Department, and could w e l l  be elimi n a t e d  through 

revisions to the Internal Revenue Code in the- near future. It 

w o u l d  be likely that an ins urance c o m p a n y  w o u l d  insist on passing 

any tax changes through to the policy holder, thus removing the 

advantage of this type of investment.

The committee is u n a b l e  to m a k e  a f i r m  recommenda tion 

regarding this propo s a l  to the legislature but believes that the 

concept .may w a r r a n t  furt her c o n s i d e r a t i o n  by the state's 

financial e x p e r t s .

The Alaska P i o n e e r s 1 Home

On J u l y  30, 1984, G o v e r n o r  S h e f f i e l d  r e q u e s t e d  the committee 

to consider expanding its inquiry to include A l a ska' s Pioneers' 

Home Program. Because of time constraints, and the fact that the 

committee de veloped an a lternativ e to the ALB p r o g r a m  w h i c h  has 

no applic a t i o n  to the Pioneers' Home, the committee  was unable to 

consider alternatives to this p r o g r a m  in any depth.

The committee, however, shares G o v e r n o r  Sheffield's concerns 

over the program. Under AS 47.25.030, an individual must have 

resided in A l a s k a  for 15 conse c u t i v e  years, or 30 total years, in
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order to be eligible for admis s i o n  co che homes. Plainly, that 

r e quiremen t raises s ubstantial consti tutional questions.

To date, no one has filed suit over che Pioneers' Home 

e l i g i b i l i t y  requirements. It is this committee's r e c o m mendation  

that the legislature develop and consider alternatives to the 

exist i n g  resid ency requirements during this session. The 

p r e ssure and tension created by the Vest litigation has made it 

m o r e  difficult, over the past 2% years, to develop a sound 

r e p l a c e m e n t  for the ALB program. That experience need not, and 

should not be r e p e a t e d  for the Pioneers' Homes.

O n e  alternative for- r e p l acing the current residency  

requirements warrants note. The legislature may w i s h  to develop 

a p o i n t  syste m that w o u l d  de termine elig ib i l i t y  for Pioneers 

Ho m e  admissi on b a s e d  upon the hardship that w o u l d  be suffered ii 

the applicant  w e r e  forced to seek h o u s i n g  out of state. Location 

of home, family and friends w o u l d  all be relevant to assessing 

that hardship; yet hard and fast residency rules would be 

avoided.

Conclu sion

The u n d e r s i g n e d  members of the committee respec t f u l l y  

re c o m m e n d  that the legislature conside r and enact the a n n u i t y

■» t  •  t  •  _  1  •
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JAN 1 2 1S85

IN T H E  _______  3Y____________________________

________ BILL NO.

IN T HE LEGISLATURE OF T HE STATE OF ALAS K A  

FOURTEENTH LEGISLATURE - FIRST SESSION 

A  BILL

For an Act entitled: ""An A c t  amending the Longevity bonus p r o gram and the

p e r m anent fund d i v idend p r o g r a m  in order to establish 

an a n n uity program; and providing for an effective 

d a t e . "

BE IT ENACTED BY  THE LEG I S L A T U R E  OF THE STATE OF  ALASKA:

* Section I. FINDINGS AN D  PURPOSE. The legislature finds and d e c lares 

tnat

(1) it is in the p u blic interest to continue the longevity bonus

program. However, as o il reserves decline over the years, it will become

increasingly d i f f i c u l t  to provide the benefits o f  the longevity bonus 

pr o gram through the general fund. As a result, that program mus t  be phas e d  

out over the years;

(2) it is ap p r o p r i a t e  that individuals save for their own retire­

ment, and it i3 also a p p r opriate that the state es t a b l i s h  bot h  means and 

incentives for A l aska residents to set aside retirement funds. A c c o rding­

ly, it is a purpose of this legislation to create an annuity program, and 

to e n c o u r a g e  Alaskans to p a r t i cipate in that p r o g r a m  by a u t h o rizing general 

fund supplements w h ich w o u l d  result in annuity payments w h ich are larger 

than an individual c o u l d  e a r n  through p r ivate investment of the permanent 

fund dividend;

(3) m a n y  retired Alaskans have made their retirement plans in

reliance on  the a v a i lability of both the existing longevity bonus and the 

p e r m anent fund dividend. Accordingly, the legislature finds that it is

appropriate to continue both those programs for these individuals;
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(4) the m ost suitable source of funds for the a n n u i t y  p r o g r a m  

c r e a t e d  by this A c t  are those permanent fund earnings currently d i s t r ibuted 

a3 dividends. This A ct applies the annual p e r manent fund dividend of 

y o u n g e r  A l a skans to a n n uity accounts unless the individual alternatively 

elec t s  to r e c eive cash. In so doing, this A ct will promote wise 

stewardship of the p e r m a n e n t  fund by giving eac h  participant a d i r e c t  

f inancial s t ake in its l o n g - t e r m  profitability; and

(5) n e i t h e r  the longevity bonus program, nor the a n nuity program, 

s hou l d  be v i e w e d  as a form of welfare. Other state and federal programs

a re a v a i lable to m eet the basic n e c e s sities of life, and a m o unts received

by any individual under this A ct are not ca l c u l a t e d  o n  the basis of need.

* Sec. 2. AS 43. 23.005 is a m e nded to ,vead:

(c) A  parent, guardian, o r  other aut h o r i z e d  representative may 

c l a i m  a p e r m a n e n t  fun d  d i v idend o n  behalf of an u n e m a ncipated minor or 

on b e h a l f  of an inc o m p e t e n t  individual who is eligible to receive a 

d i v i d e n d  [PAYMENT] u n d e r  this section.

* Sec. 3. AS 43.23.005 is amended by adding a new subsection to read:

(d) A person w h o  is eligible to receive a p e r m anent fund d i v i­

dend  u n d e r  this section, or  w h o  i3 au t h o r i z e d  to claim a dividend on 

b e h a l f  of  a n o t h e r  u n d e r  (c) of this section, m ay elect to  receive cas h  

in lieu of  an a n n u i t y  share. Alternatively, a person m ay elect to 

receive n o t  less the m  25 p e r c e n t  of his d i v i d e n d  in cash and the 

re m a i n d e r  as an annuity credit. A  person exempt under AS 47.45.015(b) 

w i l l  a’.’tj m a t i c a l l y  *r;?«ive cash w i t h o u t  the n e c e s s i t y  of election.

* Sec. 4. AS 43.23.015 is amended to read:

Sec. 43.23.015. A P P L I CATION AND PROOF OF ELIGIBILITY. (a) T he 

c o m m i s s i o n e r  shall adopt regulations u n der the A d m i n i s t r a t i v e  

P r o cedure Act (AS 44.62) est a b l i s h i n g  the process for det e r m i n i n g  che 

e l i g i b i l i t y  of individuals for p e r manent fund dividends. T h e



c o m m i s s i o n e r  m a y  require an individual to provide proof of 

eligibility, and the comm i s s i o n e r  may use o t h e r  information available 

f rom other state d e p a r t m e n t s  or agencies to d e t e r m i n e  the eli g i b i l i t y  

of an  individual.

(b) The d e p a r t m e n t  shall prescribe a nd furnish an application 

form for c l a i m i n g  a p e r m a n e n t  fund dividend. The app l i c a t i o n  must 

contain a statement of eligibility and a c e r t i f i c a t i o n  of residency in 

substantially the following form:

1 c e r tify that

( ) I am a state resident on the d a t e  of this application 

and I have bean a state resident for at least six months immediately 

preceding the d ate of this application; or

( ) (name) , the individual on whose b e h a l f  I am applying, is 

a state resident and has bee n  a state resident for at least six months 

i m m e diately p r e c eding the dat e  of this application.

I u n d e r s t a n d  that a false c l aim o f  residency to obtain a 

p e r m anent .fund d i v i d e n d  for myself o r  for a n o ther is a criminal 

o f fense an d  that if c o n v i c t e d  I will forfeit future pe r m a n e n t  fund 

dividends and that I will lose or mu3t r e p a y  ail p e r m a n e n t  fund 

dividends that have bee n  credited or p aid to m e , including anv accrued 

i nterest in mv a n n u i t y  a c c o u n t , t understand that this p e n a l t y  is in 

addition to any c r i minal penalties imposed.

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

(c) Exce p t  as p r o v i d e d  in id) of this section or as may be

provided b y  regulations adopted by the department, an individual must.

personally sign the application for p e r m a n e n t  fund dividends,



including the certification of r e s idency requi r e d  under (b) of this 

section.

(d) T he application and cert i f i c a t i o n  of residency of an 

u n e m a n c i p a t e d  individual u n d e r  18 y e ars of age or  of an incompetent 

individual m u s t  be signed by  the individual's parent, legal guardian, 

o r  other authorized representative.

(e) Xf a public a g e n c y  claims a cash [PERMANENT FUND] dividend 

o n  behalf of an individual under (i) of this s e c t i o n , the public 

agen c y  shall hold the d i v i d e n d  in t r ust for the individual. Money

h e l d  in trust under this subsection shall be invested by the 

com m i s s i o n e r  in accordance w i t h  AS 37.10.070.

(f) A  minor or an i n c o m petent individual m ay not m a i n t a i n  a 

c l a i m  a g a inst the 3tate or  any o f f i c e r  or e m p l o y e e  of the state base. 

e i t h e r  o n  the manner in w h i c h  the parent, guardian, or authorize, 

repr e s e n t a t i v e  other than a p u blic a g e n c y  of the state m a n a g e d  or 

d i s p o s e d  of permanent fund dividends received on  b e half of the m i nor 

o r  i n c o m p e t e n t , or any e l e c t i o n  made o r  not made on that individual's 

b e half u n der AS 4 3 . 2 3 . 0 0 5 ( d ) .

(g) If an individual is a g g r i e v e d  by a decision of the 

de p a r t m e n t  determining the individual's e l i g i b i l i t y  for a pe r m a n e n t  

fund d i v i d e n d  or the i n d i v i d u a l ' 3 authority to c l a i m  a p e r m anent fund 

di v i d e n d  on behalf of another, the individual may appeal that decision 

to the superior court in accordance w ith AS 44.62.560. An appeal 

u n d e r  thi3 section does n o t  entitle the ag g r i e v e d  individual to a 

trial de novo. The a p peal shall be based on the record of the

a d m i n istrative proceeding f r o m  w h ich appeal is taken and the scope of

the appeal is limited to matters c o n t a i n e d  in the record of the

a d m i n istrative proceeding.



(h) The p e n alty and e n f o r c e m e n t  provisions of AS 43.23.035 a p p l y  

to an individual w h o  claims a permanent fund d i v i d e n d  on behalf of 

another.

(i) The permanent fund d i v idend application form shall be o re- 

p a r e d  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 a m e n d e d  to read:

Sec. 43.23.035. PENALTIES AND ENFORCEMENT. (a) In addition to 

any criminal penalties i m p osed by state law, if an individual is 

c o n v i c t e d  of a crime in c o n n e c t i o n  w i t h  a false statement made in a 

c e r t i f i c a t i o n  r e q uired u n d e r  AS 43.23.015, and the conviction is n o t  

reversed, that individual forfeits all p e r m anent fund d i v i dends 

c r e d i t e d  o r p a i d , together with any additional credits to his a n n u i t y  

a c c ount and is not eligible for a future pe r m a n e n t  fund dividend.

(b) If the c o m m i ssioner d e t e rmines that a cash (PERMANENT FUND) 

d i v i d e n d  should not have b e e n  c l a imed b y  or paid to an individual, the 

c o m m i s s i o n e r  m ay use all c o l l e c t i o n  pr o c e d u r e s  or  remedies a v a i l a b l e  

for c o l l ection of taxes u n d e r  thi3 title to recover the payment of a 

p e r m a n e n t  fund dividend tha t  w a s  i m p r operly made. A  notice of an 

improperly paid dividend m u s t  be sent to the individual within 10 

y e ars a f t e r  the improper payment. If noti c e  is not sent within the 

10-year period, proceedings ma y  not be c o m menced in c o u r t  for recovery 

of the improper payment.

(c) If the com m i s s i o n e r  d e t e rmines that a permanent fund 

d i v i d e n d  should not have been c r e d i t e d  to an individual's a n n u i tv

account, the commissioner m av after notice and ODoortunitv for

hearinq, direct the com m i s s i o n e r  of administration to debit the

individual 's annuity account for the amount wronclv credited. If the



c r e d i t  is the fau l t  o f  the i n d i v i d u a l ,  the d e b i t  m u s t  be m a d e  w i t h i n

10 vears. If the credit is the fault of the state, the d e b i t  m u s t  be 

made w i t h i n  three years.

Sec. 6. AS 43.23.055 is a m e n d e d  to read:

Sec. 43.23.055. DOTIES OF T H E  DEPARTMENT. T h e  de p a r t m e n t  shall

(1) a n n ually (PAY P E R M A N E N T  FUND D I V I D E N D S  FROM T H E  DIVIDEND 

FUND] make payments to e x e m o t  individuals u n d e r  AS 4 7 . 4 5 . 0 1 5 fb) and 

those w ho e l ect cash under AS 4 3 . 2 3 . 0 0 5 ( d ) ;

(2) a d opt regulations u n d e r  the Admin i s t r a t i v e  Pr o c e d u r e  Act 

(AS 44.62) that e s t a blish p r o c e d u r e s  a n d  time l i mits for c l a i m i n g  a 

permanent fund d i v idend or for m a k i n g  election u n d e r  AS 4 3 . 2 3 . 0 0 5 ( d ) ; 

the d e p a r t m e n t  shall set the time limit for a p p l i c a t i o n s  for p e r m anent 

fund d i v i d e n d s  so that the n u m b e r  o f  eligible a p p l i c a n t s  is de t e r m i n e d  

by O c t o b e r  1 of the year fo r  w h i c h  the d i v i d e n d  is d e c l a r e d  and
I

permanent fund d i v idends for a y e a r  are paid b e f o r e  A p ril 30 of the 

year fo l l o w i n g  the year;

(3) a d o p t  regulations u n d e r  the A d m i n i s t r a t i v e  P r o c edure Act 

(AS 44.62) that e s t a b l i s h  p r o c e d u r e s  and time limi t s  for an individual 

upon e m a n c i p a t i o n  or upon r e a c h i n g  majority to a p p l y  for p e r m anent 

fund d i v i d e n d s  n ot credited o r  r e c e i v e d  during m i n o r i t y  b e c a u s e  the 

parent, guardian, or o t her a u t h o r i z e d  r e p r e s e n t a t i v e  did no t  apply on 

behalf of the individual; (AND]

(4) a s s i s t  r e s i dents of the state, p a r t i c u l a r l y  in rural 

areas, who b e c a u s e  of language, disability, o r  i n a c c e s s i b i l i t y  to 

public t r a n s p o r t a t i o n  nee d  a s s i s t a n c e  to establish e l i g i b i l i t y  and to 

apply for p e r m a n e n t  fund d i v i d e n d s ; and

(5) provide the c o m m i s s i o n e r  of a d m i n i s t r a t i o n  w i t h  

information n e c e s s a r y  to m a i n t a i n  individual a n n u i t y  account r e c o r d s

and a d m i n i s t e r  the annuity orccram.



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

Sec. 43.23.065. EXEMPTION OF PERMANENT F U N D  DIVIDENDS. (a) 

Fifty p e r c e n t  of a cash payment received under AS 43.23.005(d) [THE 

ANNUAL P E R M A N E N T  FUND DIVIDEND PAYABLE TO AN INDIVIDUAL) is exem p t  

from levy, execution, garnishment, attachment, or  a n y  other remedy for 

the collectio/i of debt. This exemption a p p l i e s  to an eligible 

individual's p e r m anent fund divident.' both before a n d  after p a y ment is 

made to the individual. An exemption i3 not a v a i l a b l e  under this 

section for ca3h payments [PERMANENT FUND DIVIDENDS) taken to satisfy

(1) c h i l d  support o b l i g ations required by court o r d e r  or d e c ision of 

the c h i l d  support e n f o r cement agency under AS 4 7 . 2 3 . 1 4 0  —  47.23.220;

(2) a d e b t  owed by an e l i gible individual to an a g e n c y  of the state, 

unless the debt is c o n t e s t e d  and an appeal is p e n d i n g ,  or the time 

lim.it f or filing an appeal has not expired, o r  (3) court o r d ered 

restitution u n der AS 12.55.045 —  12.55.051 or AS 1 2 . 5 5 . 1 0 0 . A  child 

support o b l i g a t i o n  u n d e r  (1) of this section has p r i o r i t y  over a debt 

owed to an agency of the state, and a permanent f u n d  dividend m a y  not 

be t a k e n  to satisfy a d ebt under (2) of this s e c t i o n  until any p o r tion 

of the d i v i d e n d  n e c e ssary to satisfy a child s u p p o r t  obl i g a t i o n  has 

been taken.

(b) W h e n  an individual owes a oast due debt d e s c r i b e d  in (a) (1) of

this section, the de p a r t m e n t  shall require that the individual take

his or h e r  o e r manent fund d i v idend in cash.

(c) T h e  courts of this state mav, as a condition of  a nv civil iudoment

or r e s t i t u t i o n  order under AS 12.55.045 —  12.55.051 or AS 12.55.100,

require the d e f e ndant to take his or her o e r m anent fund divid e n d  in

cash.

r. 8. AS 43.23.075 is amended to read:



Sec. 43.23.075. ELIGIBILITY F O R  PUBLIC ASSISTANCE. (a) In 

d e t e r m i n i n g  the eligibility of an  i n d i v i d u a l  under a public assistance 

p r o g r a m  adm i n i s t e r e d  by the D e p a r t m e n t  of  Health and Social Services 

in w h i c h  eli g i b i l i t y  for a s s i s t a n c e  is based on financial need, the 

Dep a r t m e n t  of Health and Social S e r v i c e s  m a y  not c o n s i d e r  a permanent 

fund d i v i d e n d  as income or r e s o u r c e s  received by the recipient of 

public assistance or. by a member o f  the recipient's h o u sehold unless 

requi r e d  to do so by federal l a w  or  regulation. T he Department of 

H e alth and Social Services s h a l l  noti f y  all recipients of public 

a s s i stance of the effects of (R E C E I V I N G  1 a p e r m a n e n t  fund dividend 

credit or  cas h  p a y m e n t .

(b) An individual who is d e n i e d  m e d i c a l  a s s i stance under 42 

U.S.C. 1396 —  1396p (Social S e c u r i t y  Act, Title XIX) solely because 

of the cred i t  o r  receipt of a p e r m a n e n t  fund d i v i d e n d  by the 

individual or  by  a member of t h e  i n d i v i d u a l ' 3 h o u s e h o l d  is eligible 

for s t a t e - f u n d e d  medical a s s i s t a n c e  under the g e n eral relief 

a s s i stance p r o g r a m  (AS 47.25.120 —  47.25.300). T he individual is 

e n t i t l e d  to receive, for a period n o t  to exceed four months, the same 

level of m a d i c a l  assistance as t h e  individual w o u l d  have received 

u n d e r  42 U.S.C. 1396 —  1396p ( S o cial Security Act, T i tle XIX) had 

there b een no p e r m a n e n t  fund d i v i d e n d  program.

(c) An  individual who is d e n i e d  assistance solely because 

pe r m a n e n t  fund dividends credited to or received by the individual or 

by a m e m b e r  of the individual's h o u s e h o l d  are c o u nted as income or 

resources under federal law o r  r e g u l a t i o n  is eligible for cash 

a s s i stance u n d e r  the g e n e r a l  r e lief assistance program 

(AS 47.25.120 —  47.25.300). N o t w i t h s t a n d i n g  the limit in 

AS 47.25.130, the individual is e n t i t l e d  to receive, for a period not 

to exceed four m o n t h s , the same a m o u n t  as the individual w o uld have



received u n der other public assistance programs h a d  there been no 

pe r manent fund d i v i d e n d  program.

* Sec. 9. AS 37 is amended b y  a d d i n g  a ne w  chapter to reads

C H A P T E R  16: A N N U I T Y  P R O GRAM 

Sec. 37.16.010. A N N UITY INVESTMENT FUND. (a) The a n n uity 

investment fund is est a b l i s h e d  as a separate fund in the state 

treasury. N o t w i t hstanding the p r o v isions of AS 37.13.145, an amount 

equal to the pe r m a n e n t  fund dividends taken as a n n u i t y  credits u n der 

AS 43.23 shall be  annually transferred from the d i v i d e n d  fund to the 

a n n u i t y  i n v e stment fund.

(b) The legislature m a y  a p p r opriate either g e n e r a l  funds, or  

earnings u p o n  the undi s t r i b u t e d  income a c c ount in the A l a s k a  permanent 

fund, to the a n n u i t y  investment fund. Any funds a p p r o p r i a t e d  under 

this subsection shall be a l l o c a t e d  to the individual a n nuity accounts 

of those wh o  are e l i gible to r e c eive a d i v i d e n d  for chat year and do 

not e l ect c ash u n d e r  AS 43.23.005(d). T h e  a l l o cation shall be made in 

the f o l l owing manner:

(1) A  c r e d i t  will be mad e  to t he account of  e ach individual 

w ho is at least 18 years old;

(2) T h e  credit for each p e rson from the age of 18 through 

age 35 is the base amount. T h e  size of the base a m o u n t  is determined 

ac c o r d i n g  to che a m ount of the appropriation;

(3) The cred i t  for p e rsons o ver the age o f  35 is the base 

amount, increased for each y ear of age o v e r  35 up to a nd including the 

age of 65. The incremental increase for each y e a r  of age is a 

percentage ove r  the credit for the p r ior y e a r  of age. T hat percentage 

shall be e s t a b l i s h e d  with due r e gard for h i s t orical and projected 

p e r m a n e n t  fund returns on investment;



(4) If a person elects to receive a p o r t i o n  of his d i v idend 

in cash u n d e r  AS 43.23.005(d), the allocation to w h i c h  he is otherwise 

en t itled w ill be p r o p o r t i o n a t e l y  reduced.

(c) M o n e y  in the a n n u i t y  investment fund shall be invested by 

the c o m m i s s i o n e r  of revenue in investments a u t h orized under 

AS 39.35.110. The c o m m i s s i o n e r  of a d m i n i stration shall credit 

individual a n nuity accounts w ith earnings at a rate equal to the rate 

of interest earned by the a n n u i t y  investment fund.

(d) The legislature m ay a n n ually appropriate to the Department 

of A d m i n i s t r a t i o n  an amount s u f f icient to p ay m o n t h l y  a n nuity payments 

for the subsequent fiscal year u n d e r  AS 37.16.030 from the a n n uity 

investment fund. Funds a p p r o p r i a t e d  under this subsection shall b<» 

tr a n sferred from the a n n u i t y  i n v e stment fund to the D e p a rtment o_ 

A d m i n i s t r a t i o n  in o r d e r  to m e e t  the current demands of the annuity 

program.

(e) The legislature m a y  a n n u a l l y  appropriate from the a n nuity 

in v e stment fund an amount s u f f i c i e n t  to a d m i nister the a n n uity 

program. An y  costs of a d m i n i s t r a t i o n  funded u n d e r  this s u b s ection 

shall be e q u i t a b l y  al l o c a t e d  among all individual a n n u i t y  accounts.

(f) Notwi t h s t a n d i n g  AS 39. 35.110 or (c) of  this section, the 

co m m i s s i o n e r  of revenue m a y  invest all or par t  of the annuity 

investment fund in com m e r c i a l  insurance contracts.

Sec. 37.16.020. A N N U I T T  PROGRAM. (a) The annuity p r o g r a m  is 

adm i n i s t e r e d  by  the c o m m i s s i o n e r  of administration. The c o m m i s s i o n e r  

of admin i s t r a t i o n  shall a d opt regulations necessary to implement the 

annuity program.

(b) The c o m m i ssioner of a d m i n i s t r a t i o n  shall maintain records of 

individual annuity accounts and make annuity payments under AS 

37. 16.030.

-10



Sec. 37. 16.030. P A Y MENT OF ANNUITIES. (a) An individual w ith

one or more a n n uity credits may receive an annuity upon reaching the 

age of 65.

(b) An a n n uity u n d e r  this section is a m o n thly p a y m e n t  during 

the life of the annuitant. The amount of the monthly p a y m e n t  shall be 

based upon the p r i ncipal and a c c rued inter e s t  in the person's a n nuity 

account and shall be paid in the form of a straight life annuity. The 

size of the annuity m ay net vary on account of sex.

(c) An individual n eed not be a resident of  the state to be 

eligible to receive an a n n uity p a y m e n t  from his or her account.

(d) An a n n uity share m a y  not be  assigned, sold, or o t h e r w i s e  

tr a n s f e r r e d  from one individual to another. The right to receive an 

annuity u n der this section terminates u p o n  the death of the p e r s o n  who 

is eligible for the a n n u i t y  and does no t  pass to that person's estate.

(e) If a p a r s o n  dies p r ior to age 65, his account shall be 

e q u itably d i s t r i b u t e d  a m o n g  the a n nuity accounts of all individuals of 

the same age.

(f) An individual does n ot r e c eive a vested p r o p e r t y  right in an 

annuity p a y m e n t  until that p a y ment is made. N o t w i t h s t a n d i n g  the 

provisions of this section, the state is not o b l i gated to provide 

an n u i t y  p a y m e n t s  for a n n u i t y  c r e dits g r a n t e d  under AS 43.23.005.

Sac. 10. AS 43.23.095(6) is repealed a nd r e - e nacted to read:

(6) "permanent fund d i v i d e n d 1* means a credit to an annuity

account under AS 37.16, unless the individual is either exempt under 

AS 4 7 . 4 5 . 0 1 5 *b) or elects c a s h  under AS 47.23.005(d);

Sec. 11. AS 47.45.010(a) is amended to read:

(a) A person w ho is 65 years of age or over, who resides in the 

state for at least one year i m m e diately pr e c e d i n g  a p p l ication for a



longevity bonus under this c h a pter m ay apply to the c o m m i s s i o n e r  of

a d m i n istration for qual i f i c a t i o n  to receive a m o n t h l y  bonus [OF $250 J .

* Sec. 12. AS 47.45 is a m e nded by adding a new section to read:

Sec. 47. 45.015. A M OUNT OF BONUS. (a) S u b ject to (b) of this

section, the m o n thly l o n g evity bonus is equal to $250, i n c reased by 

three p e r c e n t  each year b e g i n n i n g  in fiscal y e a r  1987, m n u s  the 

m a x i m u m  p o s s i b l e  annuity for a person 65 y e ars of age under the 

annuity p r o g r a m  (AS 43.23.110 —  43.23.120), as d e t e r m i n e d  by the 

c o m m i ssioner of administration.

(b) A  p e r s o n  who is 65 years of age or o v e r  prior to J a n uary 1, 

1986 is e x e m p t  from the a n n u i t y  p r o g r a m  reduction e s t a b l i s h e d  in (a) 

of this section.

* Sec. 13. AS  47.45.070 i3 a m ended to read:

Sec. 47.45.070. U N Q U A L I F I E D  PERSONS. An u n q u a l i f i e d  p e r s o n  i,

one who

(1) d oes not meet the age or residence requirements as p r o v i d e d  

for under this chapter;

(2) m e ets the age and residence requirements of thi3 c h a p t e r  but 

e i ther i3 c o n f i n e d  in a state or federal mental h e a l t h  i n s t i tution or 

facility a nd '.s certified b y  the state as unable to m a n a g e  personal 

a f f a i r s , or  resides in a n u r s i n g  home as that term is d e f i n e d  in AS 

08.70.180 (5); however, if that person, at  the time of c o m m i t m e n t  or 

commencement of r e s i d e n c e , p r o vided the principal support of a spouse, 

the c o m m i s s i o n e r  of a d m i n i stration may determine to pay the c o n f i n e d  

person's b o nus to the p e r son's spouse until the spouse is q u a l i f i e d  

for a bonus;

(3) is otherwise q u a l i f i e d  but confined in a penal or

c o r r e ctional institution or facility; upon co m p l e t i o n  of s e n tence or

upon the co n f e r r a l  of a pardon, parole or probation, the pers o n  may

IL"



mak e  application? con f i n e m e n t  outside che state shall be c o n s idered as 

residence in the state if a person was co n v i c t e d  and sentenced from a 

c o u r t  in Alaska; revocation of parole or p r o b ation shall be cause for 

immediate d i s q u a l i f i c a t i o n  until release from c o n f i n e m e n t  is acain

effected;

(4) vol u n t a r i l y  leaves the state and remains absent from the

state for a continuous period of more than 180 days.

* Sec. 14. S e c tion 11, ch. 38, SLA 1984 is amended to read:

Sec. 1.1. Sections 7 and 9 of this [THIS] A ct [AND AS 47.4S] are 

repealed June 30, 1985.

* Sec. 15. AS 43.23.045(c) is repealed.

♦ S e c .  16. Thi3 A ct a p p lies only to p e r m a n e n t  fund d i v i dends for years

b e g i n n i n g  after D e c e m b e r  31, 1985.

* Sec. 17. This A c t  takes effect January 1, 1986.
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I . I N T R O DUCTION

On June L4, 1982, che Unicad Scaces S u p reme C ourc ruled

chac che c u m u L a c i v e  resid e n c y  r e q u i r e m e n t s  of ALaska's pecnanenc

fund d i v i d e n d  d i s c r i b u c i o n  p r o g r a m  vio l a c e d  che Equal Proceccion

Cl a u s e  of che U n i c e d  Scacas C c n s c i c u t i o n .  ̂  S h o r e !’/ cheraafcar,

A L a s k a ' s  Longe v i c y  3onus ("AL3") P r o g r a m  was c h a l l e n g e d  on equal

2
p r o c a c c i o n  grounds. On A u g u s c  9, 1932, che D e p a r c m e n c  of Law,

w i c h  che app r o v a l  of che AL a s k a  L a g i s L a c i v e  Council, encered inco 

a s c i p u l a c i o n  in che V e s c case w h ich stayed all proceedings 

pend i n g  a d j o u r n m e n c  of chis l e g i s l a t i v e  session, in order co

, . r . .
afcord che l e g i s l a c u r e  an ' o p p o r t u n i c y  to address che 

c o n s c i c u t i o n a l  pr o b l e m s  w i t h  che e x i s t i n g  program.

T he purpose of chis report is to a n a l y z e  some 10 opcions 

a v a i l a b l e  to che l e g i s l a t u r e  in a m e n d i n g  che Alaska Longevicy 

B o n u s  Program. Th i s  report is a first step in a process which 

m u s t  be c o m p l e c e d  by che end of chis session. As subparcs (C) and 

(D) of chis s e c tion discuss, che Likely c o n s e q u e n c e  of faiLing co 

e n a c t  r e m e d i a l  l e g i s l a t i o n  chis s e s s i o n  is chac che AL3 program 

w i l l  be j u d i c i a l l y  terminated.

A. D e s c r i p t i o n  Of The L o n g e v i t y  Bonus P r o gram 

P r e d e c e s s o r s  of che e x i s c i n g  AL3 p r o g r a m  can be traced to 

1915. In chac year, che T e r r i c o r i a l  L e g i s l a t u r e  aut h o r i z e d  a 

m o n t h l y  a l l o w a n c e  of $1 2 . 5 0  for needy e l d e r l y  Ala s k a n s  of 10 years

1-Zobe! v. Vi L L i a m s , 72 L. Ed. 2nd 672 (1982)

-'/esc v. Shafer, 1 J U - 3 2 - L L 0 3  Civ. (Isc Jud. Disc., L982)



residency who chose noc co encer che n e w l y - c r e a t e d  Pioneers 

Hor.es . ̂  The c u r r e n c  p r o gram was enacced in L972~ as a rasul 

of l asisLacion introduced by Senators 3 u c r o v i a h  and 3,ay.3 Quit 

unlike the " n e e d - b a s e d "  focus of its predecessors, the 197 

l e gislation was to:

m a n a g i n g
p r o vide all law-abiding AL a s k a n s  capable of 

their own affairs who have m a i n t a i n e d  a 
d o m i c i l e  in che scace for ac least 23 years and 
have reached a retirement age of 55, an incentive 
to c o n c i n u e  u n i n c e r r u p c a d  res iaency in che state. 
Under no c i r c u m s t a n c e s  shall chis c h a pcer be 
co n s i d e r e d  a form, cype, or manner, of' public 
relief. The bonuses ma d e  under chis chapcer are 
noc p r e dicated on need e v e n  though they may appear 
co provide s u p p lemental income to some qualified 
persons who w o uld o t h e r w i s e  be forced co become 
r e s p o n s i b i l i t i e s  of che scace. The L egislature 
further finds and scares chac chis legislation 
rec o g n i z e s  che e c onomic h a r d s h i p s  suf f e r e d  by many 
elderly Alaskans, ALa s k a n s  who Chrough Cheir 
cenacicy and p e r s e v e r a n c e  mo l d e d  Alaska as we know 
ic chrough s k i l L f u l  a p p l i c a t i o n  of cheir Calencs. 
T h e s e  pioneers are che same Al a s k a n s  who, in Che 
prime of cheir life, we r e  in effect creaced as 
second class c itizens by Che federal g o v ernment 
and who paid much of cheir hard earned income co a 
g o v e r n m e n t  in w h ich they did noc have che righc co

che power of Che oalLoc. The 
aware of che face chac many of 
been forced co Live ouc cheir 
areas far away from che land 
nurtured and thereby also 
cases,. , che loss of familial 

cheir own kin, an e x p e rience

p a r e i c i p a c e  chrough 
Legis l a t u r e  aLso is 
Chese pi o n e e r s  have 
rec i r e m e n c  years in 
Chev loved and 
suffering, in many
r e l a t i o n s h i p  wich 
chac is sad and frustrating co chem 

Al askansd e p r i v i n g  new g e n e r a c i o n s  of 
of cheir w i s d o m  and experience. This 
h o p e f u l l y  will prov iae our p ioneers 
ec o n o m i c  m e ans co remain in and c o n c i n u e  Co 
cheir scace and co enjoy the o p p o r c u n i c y  of

as weLl as 
Che benefic
leg is Lacion 

wich che
serve

aiding

-Chapter b^, 3"LA 1915.

^ C h a p c e r  205, SLA 1972; AS 1 7 . L 5 . 0 1 0  e_c. s e a . 

^S3 211, 7ch Leg., 2nd Sess.



che new A l a skan in mak i n g  che scace cruly "The
Gcaac Land." 51, Ch. 205, SLA 1972.

The* AL3 program, Chen, has several purposes:

1 . providing an incencive cor a p a r c i c u l a r  class of
senior c icizens co remain in che scace;

2 . c o m p e n s a c i n g  for che h a r d s h i p s  facad by r e c i r e m e n c
in Alaska;

3. rewarding che pasc c o n c r i b u c i o n s  of A l a s k a ' s
elderly;

4. c o m p e n s a c i n g  for pasc h a r d s h i p s  s u f f e r e d  by
A l aska's pioneers; and

5. recaining che wisdom and e x p e r i e n c e  of A l a s k a ' s  
p i o n e e r s .

Originally, Che bonus was $1Q0 pec monch. Ov e r  che

years, che amounc has g r a d u a l l y  increased co ics c u r r a n e  $250

per m o n c h . ^  A person is e l i g i b l e  for a bonus if'he or she:

1. is 65 years of age or older;
2. was " d o m i c i l e d  in che C e r r i c o r y "  on or b e f o r e
Ja n u a r y  3, 1959; and
3. has been c o n c i n u o u s L y  d o m i c i l e d  in Che scace for 25
y e a r s . 7

Addici o n a l l y ,  if a person is a b s e n c  from che s c a c e  for 

m o r e  chan 30 days, he wi l l  noc receive a n o c h e c  bonus u n c i l  he 

reeurns. AS 47.45.030. If c h e , p e r s o n  is a b s e n c  for a

c o n c i n u o u s  period in excess of 180 days, he is ine l i g i b l e  for a 

bonus for che nexc 12 c a l e n d a r  monchs following his reCurn. Id.

^ C h a p c e r  13, SLA 1981

7AS 4 7 . 4 5 . 0 1 0
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•If

E x c e p t i o n s  a r e  r.30 3 if c h e  a b s e n c e  " is b e y o n d  c he c c n c r o l  a: che

_ 1 • • ^
r a C ’ D 111H - • »'«* •

The Longevity bonus is caxable under che Incarr.al

R e v e n u e  ‘ Code. However, ic is a Linos c u n i v e r s a l l y  excluded in

ca Lculac ir.g income e l i g i b i l i t y  for scace and federal ass i sea nee 

3
programs .

3. The Individuals C o v e r e d  3v The Al a s k a  uoncevicv 

3cnus ? r c a r a n .

T h e r e  are c u r r e n c L y  some 9,425 ALa s k a n s  receiving some 

323.4 m i l l i o n  in Longevicy bonus pavmencs. Sketching an

a c c u r a c e  po r c r a i c  of che scace's AL3 recipier.es is difficult, 

b e c a u s e  che AL3 a p p l i c a c i o n  form requires LiccLe personal 

infornacion. In 1975, che A L a s k a  Deparccienc of Healch and

a
S o c i a l  Services c o n d u c c e d  a ran d o m  survey of AL3 recipiencs, 

and, in c o n j u n c c i o n  wich che Vesc

^Under 42 U.S.C. 51332(a) (b) (2) (3) , which governs
e l i g i b i l i c y  for federal S u p p l e m e n c a l  S e c u r i t y  Income, and by
r e f e r e n c e  also c c n c r o l s  o c her federal p rograms such as Medicaid 
and energy assistance, che following is excluded from che 
d e f i n i t i o n  of income:

" m o n t h l y  (or ocher periodic) p a yments received by 
any individual under a p r o g r a m  e s t a b l i s h e d  prior 
Co July 1, 1973, if such p a yments ace ma d e  by che
S c a c e  of which che individual receiving such
p a yments is a resident, and if e l i g i b i l i c y  of any 
i n d i v i d u a l  for such p aymencs is noc based on need 
and is b a sed soLely on a t t a i n m e n t  of age 63 and 
d u r a t i o n  of residence is such scace by such 
ind ividual."

-"Alaska L o n g e v i c y  Sonus Impact Survey," Alaska 
D e p a r c m e n c  of Healch and Soc i a l  Services (1976) 
(he r e i n a f t e r  "AL3 Survey)

- 5 -



secclemenc, che D e p a r t m e n t  of Law c o n d u c t e d  a n o n - c a n d o m  survey v-

of some L , 396 p a r t i c i p a n t s  .

From chose surveys, ic is a p p a r e n t  chac a Large

p e r c e n c a g e  of AL3 r e c i p i e n c s  are A l a s k a  N a t i v e s  living in rural

1C
areas or che scace. Moreovec, and in large pare b e c a u s e  of

che i n e l igibilicy of ma n y  rural residents for social security,

che longevicy bonus is o f t e n  che prim a r y  s o u r c e  of income for

r u r a l  residents. For example, 41% of che e l d e r l y  in Souchwesr.

Alaska, and 657. in N o r t h w e s t  Alaska, rely on che longevicy bonus

as cheir primary source of i n c o m e . ^

A v a i l a b l e  e v i d e n c e  s uggests chac a large per c e n c a g e  of

A L 3  r e c ipiencs have incomes only m a r g i n a l L y  a b o v e  Che c u r rent

s tace w e L f a r e  a s s i s t a n c e  level of $546 ' per mooch. The

D e p a r t m e n t  of Law's 1982 su r v e y  -- w h i c h  was skewed coward che

m o r e  needy r e c ipiencs of che AL3 — found chac 81.47. of che

1,395 rec i p i e n c s  s a m pled had m o n t h l y  incomes of $750 or less.

T h e  1976 AL3 survey found chac half of Che A L B  recipiencs had a

m o n t h l y  income, " i n c l u d i n g  chac of cheir s o o u s r , "  of under $500 

12
per monch. A n o c h e r

■ - —  - ■ ' i

L0[n 1976, 41% of che ALB rec i p i e n c s  lived in rural areas of 
C h e  scace and 24.17. were A l a s k a  Natives. ALB S u r v e y  ac 14-15.

^ " A n  A s s e s s m e n c  of che Sc a c u s  and Needs of Alaska's
E l d e r l y , "  D e p a c c m e n c  of Sociology, C o l l a g e  of Arcs & Sciences,
Uni'-’ersicy of A l a s k a  (1981) ( h e r e i n a f t e r  " A s s e s s m e n c . " )

12.\L3 Survey, oo. c i c . n. 9 ac 18-19.

- 6 -



AA", h a d  ir.ccr.ss of Le s s  c h a n  SI, 0 0 0  pec r.onch. A  L9 3 1  

L’n i v e r s i c y  of A l a s k a  s u r v e y  i n d i c a t e d  c h a c  r o u g h l y  h a l f  of

i t
A l a s k a ' s  e l d e r l y  h a d  m o n c h l y  i n c o m e s  of l e s s  c h a n  5 3 0 0 . 0 0 . " ’

T h e  1 9 7 6  A L 3  s u r v e y  s u g g e s t s  c h a c ,  in L i g h c  of c h e  nigr.

p e r c e n c a g e  of bonus recip-iencs in che 65-70 age group, che bonus

has had a n a c e c i a l  effecc in allowing aide- citizens co remain

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

chac che AL3 p c o g r a m  has allowed a s i g n i f i c a n c  percencage of che

elde r l y  Co cama in off various public assiscar.ce programs --

including food scamps and scace Old Age A s s i s c a n c e .

O n e  signif i c a n c  c h a r a c c e r i s c i c  of Alaska's e l d e r l y  in

g e n e r a l  w a rrancs noce -- one chac wi l l  b e c o m e  auice s i gnificanc

in our analysis of a l c e r n a c i v e s . OnLy 107. of Alaska's elderly

16
h a v e  resided in che scace for 10 years or Less.

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

In reviewing che 1972 Legisl a c i o n  creacing Che 

Longe v i c y  3onus Program, Che D e p a c c m a n c  of Law concluded chac 

"... che c L a s s i f i c a c i o n  pradicaced upon being domiciled in Che 

cerricory on or before J a n u a r y  3, L959, bears LiccLe, if any,

r acionaL r e l a c i o n s h i p  Co .any L e g i cimace legisLacive purpose 

w h i c h  chis bill is c o n c e i v a b l y  d esigned co serve and chus is in

^ A s s e s s m e n c , o£. c i c . n. LL ac 31. 

l^AL3 Survey, o_o. c i c . n. 9 ac L2. 

ac 10, 13.



aLL p r obability u n c o n s c i c u c i a n a l . " ^

N o n e t h e l e s s . che AL3 p r o g r a m  remained u n c h a l l e n g e d  

u ncil 1932, following che U.S. Supreme C o u r t ' s  d e c i s i o n  in ZobeI

v. W i l l i a m s  (hereafcec "Z o b e I  III") . ̂

T h e law in issue- in Zobe I lit (AS 4 3 . 2 3 . 0 1 0  ec. sea.) 

pro v i d e d  cor che d i s t r i b u t i o n  of a p e r m a n e n c  fund d i v i d e n d  of 

3 5 0 . 0 0  for each year of a c c u m u l a c e d  A l a s k a  residency. T h e  Court 

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

p r o g r a m  was noc r a c i o n a l l y  related co che goals of the s t a c u c e  

-- a ruling which is d i s c u s s e d  in more d e c a i L  in section 11(A),

D O S  £ .

T h e  p e r m a n e n c  d i v i d e n d  fund d i s c r i b u c i o n  program, in

part, was intended co reward A l a s k a n s  for prior c o n c r i b u c i o n s  to

che scace, a g o a l  which: (L) chree j ustices b e l i e v e d  was

19
c o n s t i t u c i o n a l l y  i m permissible; and (2 ) five jus c i c e s

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

f urth e r e d  by a s c h e m e

^ M e m o r a n d u m ,  H a v e l o c k  co Egan, Re: FCCS HCS CSSS 2 1 1  ac 17
(June 29, 1972).

^ I n  W i l l i a m s  v. Z o o e l , 519 P 2d 422 (Alaska 1980) ("Zobel 
_I") , che A l a s k a  S u p r e m e  C ourc i n v a l i d a t e d  che state's g r a d u a t e d  
p e r s o n a l  income tax repeal. In W i l l i a m s  v. Z o b e l . 619 P . 2d 448 
(Alaska 1930) ("Z o b e l  I I " ) . che c o u r t  upneld the c u m u l a c i v e  
r e s i d e n c y  r e q u i r e m e n t  o: A l a s k a ' s  p e r m a n e n c  fund d i vidend
d i s c r i b u c i o n  plan — a ruling r eversed by che 0.3. S u p r e m e  Courc 
in Zobel I I I .

^ O o i n i o n  of che Courc, 72 L. Ed. 2nd at 679.
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whicn a’.;3 r d ed divider.es solely on che oasis or r e s i d e n c y .”

Beycr.d che ruling of che case, che various opi n i o n s  --

p areicularLy chose of che c o n c u r r i n g  j u scicas -- are rich in 

forbocing language suggescir.g chac any d u r a c i o n a l  residency 

r equiramane nay receive "'incensified s c r u c i n y’1 by che Courc, and 

will be juscified only in " r a r e” c i rcuns cances .

As is no re fully d i s c u s s e d  in Parc 11(A), oos r , che

i.npacc of che Zobe I d e c i s i o n  upon che AL3 p r o g r a m  was apparenc. 

Two najor goals of che exiscing AL3 p r o g r a m  are co reward

eLcerly A Laskans for cheir p-cior • c o n c r i b u e i o n s , and co

comper.sace for pasc hardships and s u f f e r i n g  -- ends which are

implemented by a d u r a c i o n a l  residency r e q u i r e m e n c  more severe

chan chac ac issue in Z o o a l . A c h a l l e n g e  cc che AL3 p r o gram was

noc long in coming. On JuLy 6 , 1932, one Rodney G. Vesc

22
c h a Llengec che AL3 p r o g r a m  in S u p e r i o r  C o u r c  in Juneau. Mr.

’/esc is an e l d e r l y  A l a s k a n  w h o s e  resid e n c y  in che scace 

comme n c e d  chree n o n c h s  afcer scacehood. His c o m p l a i n c  soughc 

d e c l a r a c o r y  and inj u n c c i v e  relief s c r i k i n g  che d u r a c i o r a !  and

scacenood resid e n c y  req u i r e m e n c s  of che ace.

T he S c a c e’s response was c o l o r e d  by §2 of che 

LegisLacion, w h ich provided, incer a l i a , chac:

”*0

•̂•'See 3rennan conc., 72 L. E d . 2nd ac 534: O'C o n n o r  conc., 72 
L. Ed. 2nd ac 535.

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

2 - 3 ee n. 2 , a n c e .
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"if any provi s i o n  of chis acc, or che applieacion 
of a provision of m i s  acc co any person or 
c i r c u n s c a n c e  is held invalid, chis encire acc 
s hall be con s i d e r e d  invalid."

As che Deparcr.enc of Law e x p l a i n e d  in reviewing che

1972 law:

"Ic is clear chac che incenc of che Legis Lacura 
e x p r e s s e d  in S e c c i o n  2 of che bill is co forescall 
che possib i L i c y  chac a parcial d e c l a r a c i o n  of 
u n c o n s c i c u c i o n a l i c y  would resulc in b r o a d e n i n g  che 
c o v e r a g e  of che bill co included add ic ional 
cLauses. This would be che case, for example, if 
eicher che 25 year w a i c i n g  period requir e m e n c  or 
che January 3, 1959 cucoff dace were declared
invalid, and che bill ,was e x p r e s s l y  or implied!;/
s e v e r a b l e ."23

Thus, i n v a L i d a c i o n  of che L o n g e v i c y  3onus P r o gram would 

resulc noc in e x p a n d i n g  che number of AL3 recipiencs, buc racher 

in che a b r u p c  cerminacion of che encire program.

F a c i n g  chac g r i m  p r o b a b i L i c y , che Scace, wich che 

app r o v a l  of che Ala s k a  L e g i s l a c i v e  Council, encered inco an 

a g r e e m e n c  w i c h  Vesc, a copy of w h i c h  is acc a c h e d  as A p p e n d i x  A. 

T h e  e s s e n c e  of che a g r e e m e n c  is as follows:

L. Proce e d i n g s  in che Ves c ca s e  ace scayed 
chrough che c o n c l u s i o n  of chis l e g i s l a t i v e  
session. Beca u s e  Chac ca s e  has been s u b s e q u e n c l y  
c e c c i f i e d  as a class a c c i o n , 2 ^ e x iscing ALB 
re c i p i e n c s  are noc in je o p a r d y  ac lease chrough 
a d j o u r n m e n c  of chis session;

2. The A l a s k a  L a gislacive C o u n c i l  p romised co use 
ics "besc effoccs" co secure che e n a c e m e n c  of 
l e g i s l a c i o n  which creaced e q u a l l y  "all persons 55 
years or older as of July 1, 1932, who have been
bona fide ALaska cesidencs for ac lease one year 
p : l o : co chac dace";

-wo o . c i c . n. L7 ac 5.

2i0 r d e r  C e r e i f y i n z  Class and D i r e c c i n g  Mocice ‘ co Class
Man « a r» -  ̂n •- ’  ̂  ̂9> t  « ! < •  W C  •  J  | ■ | *< 4 w  «■ «
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3 . t f Leg is Lac ion of chis sore wees enacrad cnis 
sass :or., the s u l c  wou i j o a c • s m  i s s a d *, arc

^ . Pvecczn i r i ng chac eh a C o u n c i l  could r.oc bir.d 
eh a L e g i s L a c u r a . if L e g i s l a t i o n  is r.oc enacrec,
Mr. Vase nay pursua his casa, wich che peccable 
rasulr chac cha pro-gram w i l l  be terminaceo.

Thera ara chrae a s p e c t s  of che sactlaner.r which w a r rant

noca. First. ooviousLy, ara cha severe cime c o nscraincs - under 

w h ich cha LagisLacure is operating. Second, chera Is cha 

seccLamar.c ' s incane i o n a L L y  broao Liemus cesc of accapcabLa 

legislation. ALL che LegisLacura naad do is craac all eLdarLy, 

one-year A l a skan r as idancs "equally." T h a  s c a n d a r d  could be mac 

by any number of opcions, including re p e a l  of cha program. 

Third, chera is che inescapable f i n a n c i a l  impacc of che 

seceLamer.c icsalf. In o r d e r  co craac al.L e l d e r l y  ALa s k a n s  who

were o n e - y e a r  res idancs as of July I. 1932 equaLly, ic w i l l  be 

n e c e ssary co fund r e c r o a c c i v e  Longa'/icy b onus payments under che 

exiscing program co che some 3,300 e l d erly Alaskans who would

have qualified. The n e c e s s a r y  r e c r o a c c i v e  a p o r o p r i a c i o n  is 

a p p r o x i m a c e l y  SLL.4 million.

Of course, che L e g i s l a t u r e  icseLf is noc "bound" co

pass any p a r cicuLar kind of Legislation, or any Leg'islacion or

a p p r o p r i a c i o n  ac all. W h i l e  a " b e s c  e f forts" clause is

enforceable, chac o o L i g a c i o n  runs onLy co che Al a s k a  Legislative 

Council, w h i c h  has already d e m o n s c r a c e d  boch gocd faith and

d i l i g e n c e  in acc e m p c i n g  co meec che o b l i g a c i o n s  of che order and 

seer Lamer.c.



D . Scare And I nee p.: 1f This Report.

The purpose of chis report: is noc ro r ecommenc 

p a r t i c u l a r  amer.cmencs to che Alaska Longevicy Bonus Program. As 

.Section II, oos c makes plain, any " cecommendac ion" is a function 

of che goals w hich che l e gislature seeks to a c h ieve chrough chis 

exercise.

Racher, che goal of chis reporc is co as s e m b l e  a 

c o m p r e h e n s i v e  list of alternatives p roposed by various

incerescad p a r t i e s , and co analyte che a l t e r n a t i v e s  in lighc of:

1 . c o n s c i c u c i o n a l  conscraincs;

2 . fiscal impaccs;

3. p r a c t i c a b i l i t y ; and

4. che effecc of any changes on che elder l y ' s

? C
e l i g i b i l i c y  for ocher programs.

In dev e l o p i n g  a lisc of a l t e r n a t i v e s , chis reporc has

included five o p c ions examined by che S h e f f i e l d  A d m i n i s t r a t i o n ,

and five a l t e r n a t i v e s  d e v e l o p e d  by ch.e authors of chis reporc.

T h e  informacion p r e s ented wich respecc Co each o p c i o n  is

incended co be s u f f i c i e n t  for a threshold d e c e r n i n a c i o n  of

f e a s i b i l i t y . .The report attempts- to a n t i c i p a t e  the major 
v.
p r o b l e m s  and issues s u r r o u n d i n g  each opcion; however, it is noc 

incended to exhaust che details of every proposal.

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

Sen a c e  J u d i c i a r y  C o m m i c c e e ' s  p reliminary indication of

-^See Section II.(C) nose.
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or three or imarv notions. '.ie wil '.en oreoare

legislation ana a detailed analysis of che primary opcions.

Unde

Ly oo i co make an "all or noching" choice

chree -.;eeks, d e p e n d i n g  on che opcions chosen

A l t e rnatives Included In This P.eoorc

The opcions included in chis reporc, w h i c h  are analyzed

1. expand che Alaska Longevicy 3onus P r o g r a m  co 
i n d u c e  alL elderly Alaskans wich o n e - y e a r ' s  residency;

2. phase ouc che Alaska Longevicy Sonus P r o g r a m  by
gradually r educing benefics;

3. phase ouc che Alaska Longe v i c y  3onus P r o g r a m  by
gradually reducing benefics, w h i l e  concampora'neous ly 
raising che eligi b i l i t y  limics for general scace 
as siscance;

4. providing a m i n i m a l  base payment under che Al a s k a  
Longevicy 3onus Program based solely on one - y e a r ' s  
residency, wich s u p p l e m e n t a l  payments m a d e  on Che basis 
of need;

3. phase out che Alaska Longevicy 3onus P r o g r a m  by
increasing che age eligibilicy each year;

6 . creace an annuity plan, wich che annuity corpus
consisting of permanenc fund d i s c r i b u c i o n s . This 
opcion would neces s i t a t e  a cransicion pcogram for chose 
persons 40 years and older;

in turn in Section III, are:

-13-



7. fund che Al a s k a  Longevity Bonus P r o g r a m  c h r ougn a 
"pay as you go" sociaL sec u r i t y  syscem. funded by 
a p p r o x i m a t e l y  23'* of che e x i s c i n g  perma n e n c  fund 
d iv i d e n d  d iscr ibi.c ions ;

3. replacing che Alaska L o n g e v i c y  3onus P r o g r a m  wich a 
c o m p r e h e n s i v e  heaLch insurance p r o g r a m  for sLderly 
A L a s k a n s ;

9. c o n d i t i o n  e l i g i b i l i c y  for a L o n g e v i c y  bonus up o n  a 
d e m o n s c r a c i o n  of h a rdship which w o u L d  be suf f e r e d  by 
being un a b l e  co c o ncinue Alaska residency; and

10. open Che Al a s k a  Longevicy Bonus P r o g r a m  co ail 
one - y e a r  residents, and cerminace che p r o g r a m  -- giving 
FY 1934 rec i p i e n t s  a g r a n d f a c h e r  righc co c o n c i n u e c  
b o n u s e s .

I I . C O N S T R A I N T S  ON THE CHOICE OF O P T I O N S

T h e r e  ara four basic c o n s i d e r a c i o n s  in c h o o s i n g  a 

p a c k a g e  of ame n d m e n c s  co che Alaska L o n g e v i c y  3onus Program. 

T h e  purp o s e  of chis seccion is co p r o vide an o v e r v i e w  of che 

c o n s c r a i n c s  and policy c h o i c e s  w h ich should play a role in chis 

c o m m i c c e e ' s  decision.

A . C o n s t i t u t i o n a l  Conscraincs.

T he o b v ious and primary c o n s c r a i n c  on any sec of 

a m e n d m e n c s  co che A l a s k a  Longevicy Bonus P r o g r a m  lies in Che 

e q u a l  p r o c a c c i o n  c l a u s e s  of che Uniced Sca c e s  ( A m e n d m e n t  L4) and 

A l a s k a  (Acc. I, §1) cons t i t u t i o n s .  T h e  e x i s t i n g  A l a s k a  

L o n g e v i c y  Bonus P r o g r a m  d i s c r i m i n a t e s  b e t w e e n  ’Al a s k a  r e s i d e n t s  

b ased on their d u r a t i o n  of residency; m o r e o v e r ,  all of the 

a l t e r n a t i v e s  c o n s i d e r e d  by chis report involve some d u r a c i o n a l  

r e s i d e n c y  requirement.
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Unaec boch the federal anc Ala s k a  c o n s d c u d o n s  , a

d u r a cional residency recu icement which ccncirions or denies

either 3 " funcarencal righc" or a "basic necessity of life" is

valid only if cne d i s c r i minacion is n e c e s s a r y  co further a

c o m p e l l i n g  scace incarasc. Zobe 1 i 1 , 5 L ? ?. 2d ac 443; Ham or i a I

Hosoical v. H.aricooa Coun.cv, 415 U.S. 250, 259 ( 1574).

" F u n d a m e n t a l  righcs" involve such •chi.ngs as v o c i n g , 2 ° while

9 "*
"basic neces s i t i e s  of life" include b asic m e d i c a l  c a r e 1*' anc 

23
we l c a r e .

The so ca l l e d  "right co crave!" -- which any d u r a c i o n a l  

r e s i dency recuir a m e n c  arguabLe affects — is noc a fundamental 

righc a u c o m a c i c a l l y  criggering che c o m p e l l i n g  scace inceresc 

cesc. Zobel I I , 619 ?.2d ac 425-426, Z o bel I I I , 72 L.Zd. 2nd ac 

6 7 7 - 6 7 3 . 25

We are c o n f i d e n t  in con c l u d i n g  chac longevicy bonus is 

noc a "basic n e c e s s i t y  of life." The p r o g r a m  is noc w e l f a r e  -- 

ic is r.oc based on need. Basic indigene a s s i s t a n c e  -- including 

boch income s u p p l e m e n c s  and Medicaid -- are avail a b l e  co che

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

^ 'M e m o r i a l  H o s p i t a l  v. Maricopa Councy, 415 U.S. 450 (1974).

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

2<*Cna of Che oddities of Just i c e  3rennan's c o ncurrence in 
Zobel III was his view chac che "righc co Gravel" is a 
" f u n c a m e n r a l "  righc ( i d . ac 632) -- a lthough impairment of chac
righc by a d u r a c i o n a l  residency r e q u i r e m e n t  should be cescea under 
che r e f e r e n d a !  " r a c i o n a l l y  relacea" scancard (see text, oosc) or 
ac worse " i n t e n s i f i e d  ... scrucinv." Id. ac 631.
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1 Q
needy in chis scace. ..ie Longevicy bonus p r o g r a m  seems more 

akin co che permanenc fund dividend, w h i c h  che Alaska Supreme 

C o u r c  heLd in Zobel II was noc a "basic n e c e s s i c y  of Life." 519 

?.2d ac --3. As che Courc of A p p e a L s  for che Ninch C i r c u i c  has 

observed:

" D e p r i v a c i o n s  w hich are onLy u n c o n f o r c a b L e  are noc 
enough, such as c o n d i c i o n i n g  Lower cuicion ac 
scace inscicucions of higher e d u c a c i o n  upon a 
one - y e a r  resid e n c y  r e q u i r e m e n c ." Fisher v .
Re i s e r , 6L0 F.2d 529, 539 n. 5 (L 9 / 9 ) , c a r c .
aenlea UU1 US 930.

Under che feaeraL conscicucion, Chen, any d u r a c i o n a L
t

r e s i d e n c y  requi r e m e n c  imposed by a m e n d m e n c s  co che AL3 p r o g r a m  

need only be " r a c i o n a L L y  reLaced" co a L e g i c i m a c e  g o v e r n m e n c a L  

purpose. ZobeL I I I , 72 L.Zd. 2nd ac 573. As' chis section wi l l

discuss, h o w e v e r c h a c  scandard is o c c a s i o n a l l y  m o r e  d e f e r e n c i a L  

in ics cecms chan in ics a p p L i cacion.

ConverseLy, under che A l a s k a  C o n s c i c u c i o n ,  a d u r a c i o n a l  

r e s i d e n c y  requir e m e n c  wi l l  w i c h s c a n d  -scruciny only if ic is 

" f a i r l y  and s u b s c a n c i a L L y  reLaced" co a L e g i c i m a c e  g o v e r n m e n c a L  

purpose. Zobel I , 519 P . 2d ac ^27. The m o r e  che balance cips

in favor of Che individual, ;C h e m o r e  n e c e ssary che

d i s c r i m i n a c i o n  muse be in order co further Che Law's purpose. I d .

Fr o m  chese standards, che follo w i n g  ground rules can be 

e x c r a c c e d  from a p p l i c a b l e  case Law:

3QSae M e m o r i a l  Hosoic.il v. Mar icon a Councv, 4L5 U.S. ac 251



U nques c i c n a b L y , che "Len g t h  of residence may be

•used co Case cha bona rides of c i c izensh i p ." Zobe L I I I . 72

L.Zd. 2s ac i ' i ' - (Brennan conc.). In ocher voces, che scaca r.ay,

by a c u r a c i o n a l  rasidancy raqu i r e m e n c , "make virtually cercair.

(chac cha recipiencs of che p r o gram are) bona fice residancs of 

che scaca ..." VLandis v. kline. 4L2 'J. 5. 44L, 4 5 3 -454 (1973).

As a g e n e r a l  ruLa, accocneys have assumed chac in cases 

noc involving cha " c o m p e l l i n g  scaca incaras c" standard, a 

one-year d u r a c i o n a l  resid e n c y  r e q u i r e m e n c  is p e r m i s s i b l e  as a 

p r e s u m p c i o n  of d o m i c i l i a r y .  S e e , S c a m s  v. M a l k e r s o n . F. Supp. 

325, 224 (Minn. 1970), af f d . m e m . 401 U.S. 935 ( 1971).

Moreover, che S c ace of A l a s k a  has caken che posicion chac in 

cases involving eicher p a r t i c u l a r l y  a c c r a c c i v e  benefics, or 

p a r t i c u l a r l y  cransienc populacions, a d u r a c i o n a l  residency 

requi r e m e n c  in excess of one year is c o n s t i t u t i o n a l l y  

permissible. See M o t i o n  Foe S u m m a r y  Judgmenc, Septe m b e r  3, 

1932, Andress v. B a x t e r . ec a l ., No. A32-3Q7 Civil, U.S. 

D is t r i c t  Courc, (D. A l a s k a  1982).

For che purposes of che Longe v i t y  Bonus Program, chere 

are three reasons why ic makes little .sense co attempt a 

m u l t i - y e a r  d u r a c i o n a l  r e s i d e n c y  r e q u i r e m e n c  as a p r e s u m p c i o n  of 

domicilary. Firsc, che attempt would lack s ubstantial
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pr e c e d e n t i a l  support. Second, it would be c oncrary co the

Aug u s t  9, 19 32 s e t t l e m e n t  in the 7es t case. Finally, and as

noted previously, a d u r a c i o n a l  residency r e q u i r e m e n c  would noc 

b e g i n  co exclude s i g n i f i c a n c  numbers of e l d erly ALa s k a n s  unless 

ic was in excess of 10 years.

2. . D u r a c i o n a L  residency req u i r e m e n t s  may be

p e r m i s s i b l e  for reasons ocher chan p r e s u m i n g  domiciliary,

aL r h o u g h  ac lease four justices of che Uniced Scaces S u p r e m e

C o u r c  believe chac chose sicuacions are "rare." Zobel I I I , 72

L.Ed. 2nd ac 5o4.^~

/
Ac che oucsec, a scace c a n n o t  use a lengchly d u r a c i o n a l  

resid e n c y  requiremenc co reward long cine residencs for chair 

prior c o n c r i b u c i o n s  co che scace. To a m a j o r i c y  of che courc, 

w h i l e  che purpose icself is permissible, a d u r a c i o n a l  r e s i d e n c y  

r e q u i r e m e n c  is i r r a t i o n a l l y  Cailored co chac goal -- a poinc 

b l u n c l y  ma d e  by J u s c i c e  O ' C o n n o r  in her concurrence:

"A m u l c i c u d e  of nacive A l a s k a n s  -- including 
c h i L d r e n  and paupers -- may have failed co 
c o n c c i b u c e  co che' scace in che pasc. Yec che 
scace does noc dock p a u pers for cheir prior 
failures co concribuca, and ic awards every person 
over che age of 13 d i v i d e n d s  equaL co che number 
of years chac p e r s o n  has l'i'ved in Che scace." 72 
L . E d . 2d ac 689.

T h e  flip side of r e w a rding a person for prior 

c o n c r i b u c i o n s  is c o m p e n s a c i n g  a person for prior hardships. 

Thac, as noced previously, is a second major go a l  of che

3l0ne "rare" e x a mple ciced by che four con c u r r i n g  juscices 
was q u a l i f i c a t i o n  of public office. Id.
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existing ALB program. If it is irrational to assume that all

long time residents " c o n t r i b u t e d "  to the state, it may be 

equally i r r ational to assume that all long time residents 

suffered s u b s t a n t i a l  pasc haroship.

T h ere is one u n i v e r s a l  h a r d s h i p  w h i c h  equates with 

t e r r i t o r i a l  residency -- the lack of franchise. It is

c o n c e i v a b l e  chac a Longe v i t y  Bonus P r o gram intended to

c o m p e n s a t e  for chat lack of r e p r e s e n t a t i o n  would be

c o n s t i t u t i o n a l l y  permissible. However, chac rationale would 

only justify che J a n u a r y  3, 1959 r e s i d e n c y  requir e m e n t  -- not

che 23-year c o n t i n u o u s  residency p r o v i s i o n  of che act.

A much cl o s e r  q u e s c i o n  is posed by che program's goal 

of allowing e l d erly A l a s k a n s  to remain in che scace who would

suffer p a r t i c u l a r l y  se v e r e  h a r d s h i p  if chey we r e  financially 

^  required co relocate. J ustices Dimond and M acchews of che

Alaska S u p r e m e  C ourc b e l ieve chis may be a c o n s t i c u c i o n a l l y  

p e r m i s s i b l e  goal s u b s c a n c i a l l y  furthered by a dur a c i o n a l  

residency requiremenc:

"... a s C ace Longe v i c y  Bonus ... requice(s) 
Lengchy residency. 3och chose programs, however, 
are a p p a r e n t l y  d e s i g n e d  Co help chose individuals
who would like co recite in che scace buc cannoc
a fford co do so because of che high cosc of 
living. The scace mighc weLl wane co Limic che 
benefics co chose chac would suffer che mosc 
h a r d s h i p  by being forced co Leave, and ic seems 
rea s o n a b l e  co suppose chac a long period oc
residency w o uld be some indicia of c lose cies co 
Al a s k a  and che d i s r u p c i o n  chac leaving mighc 
cause." Z obel 11 . 619 ?.2d ac 469 n. 13 (Dimond
d issenc i n g ; .



The D a p a r c m e n c  of Law, in face, has c o n c luded chac che

Pioneers' Hone may be c c n s c i c u e i o n a L L y  d a c e n s i b L e  as a

3 n
r e a sonable means of a c c o m p L i s h i n g  p r e c i s e l y  chis goal. 

Indeed, one opcion c o n s i d e r e d  in chis reporc would award

longevicy bonuses on c h e - b a s i s  of h a r d s h i p  cau s e d  by r e l o c a c i o n  

which in C u m  w o u L d  be m e a s u r e d  _in pare by Lengch of

residence. 3y ma k i n g  lengch of resid e n c y  "some indicia" (61?

P . 2d ac ^ 6 ?) of che h a r d s n i p  of relocacion, che o p c i o n  would

a void che ir.ciccmenc of o v e r b c e a a c h  w h i c h  was facal co che

p e r m a n e n c  d ividend fund d i s c r i b u c i o n  p r o g r a m  in Z obel I I I .

Finally, as co che AL3 p r o g r a m ' s  goaL of p r o v i d i n g  an

incer.cive for a s pecific subclass of A L a s k a ' s  e L d e r L y  co remain 

in che scace, che cou r c s  in aLL L i k e l i h o o d  w o u L d  v i e w  chac 

p u r p o s e  as merely d i s c r i m i n a c i o n  for ics own sake. See Zobel

I I I , 72 L.Ed. 2nd ac 673-679. P r e s u m i n g  chac on l y  l o n g - c i m e

r e s i d e n c s  have che requi s i c a  " w i s d o m  and e x p e r i e n c e "  co w a r r a n c  

subs idizacion is hardly Likely co impress che U.S. S u p reme Courc.

B . V a r ying G o als of Seve r a l  L o n z e v i c v  Bonus Q o cions. ' ' 

T h e r e  is a s u b s c a n c i a l  d i f f e r e n c e  of o p i n i o n  as co wh a c  

an a m e nded AL3 p r o g r a m  shouLd a ccomplish. As n o c a d  previously, 

che l e g i s L a c u r e  may wi s h  co recain one of che m a j o r  goals of che 

e x i s c i n g  p r o g r a m  -- a L L o w i n g  chose e l d e r l y  ’wich che c L o s e s c  cies 

co A l a s k a  co c o n c i n u e  co Live here.

3 2 i ?32 Op. Accy. Gen.  (November 26, L932) ac 25.

- 2 0 -



Alternatively, “he fiscal consequences a: cha various

alternatives r.ay be che primary consideration. As previously 

discussed, if Legislation in ronformicy wi c h  che V a s ~ sacc lament 

is anac t e c , an acc i c ionai 511 m l  lion mus c be a p p r opriacad as 

racroaccive bonus payments co July 1, 1982. Severs! of che

opcions which propose co phase ouc che p r o g r a m  or which propose 

a c o n v e r s i o n  co permanenc :unc earnings, ara parciaLly or 

p r i m a r i l y  d i raccad ac chis anc.

The primary goal or che L e gislation may aLso be co 

procecc chose cur r anc ly nos c dependent upon che bonus. The 

currar.c Old Age A s s i s c a n c a  income Level is 5546.00 per nonch and 

chera are a p p r o x i m a c e l y  2,300 elderly Ala s k a n s  receiving scaca 

assiscanca. Since che Longevicy bonus is noc included in che

c a l c u l a t i o n  oc income cor scaca assistance, che ocaccicaL 

c o n s e q u e n c e  of a phase ouc or carnin a c i o n  of Che program would 

be co m a t e r i a l l y  reduce Che available income of che poorasc

eLderly Alaskans. Moreover, as nocad in Section 1(3), a n c e ,

chere are a large number of elderLy Ala s k a n s  who ara currencly 

only m a r g i n a l l y  above che exiscing scace povercy level.

T h e r e  are cwo opcions p a r c i c u l a r l y  sensitive Co Chis 

go a L  -- che phase ouc of che AL3 p r o g r a m  in conju n c c i o n  wich a 

c o r r e l a t i v e  rise in scace a s s i stance levels, and che opcion of 

c o m p e n s a c i n g  chose who wouLd suffer che mosc hardship by

relocac i o n .

- 2 1 -



W i t h  raspec c co chis goal, however, ic should be 

scressed chac cha e x i s c i n g  AL3 p r o g r a m  has been p u r p o s e f u l l y

s cure cured so as co noc be a " w e l f a r e  p r o g r a m , "  P r e c i s e l y  for
*

chac reason, che p r o g r a m  is a d m i n i s t e r e d  by cha D e p a r t m e n t  of 

A d m i n i s t r a t i o n ,  rather chan che O e p a r c m e n c  of Health and Social 

Services, and any c o n v e r s i o n  Co a " n e e d - b a s e d "  p r o g r a m  will 

u n d o u b t e d l y  of f e n d  che d i g n i t y  of many e l d e r l y  Alaskans.

Finally, chare is che po s s i b l e  goal of p r o v i d i n g  a long 

term, st a b l e  b o nus p r o g r a m  which* frees che g e n e r a l  fund from

i n c r e a s i n g  com m i t m e n t s .  The annuity and scace social s e c u r i c y
- •  *t

op c i o n s  are p r i m a r i l y  d i r e c c e d  ac chis goal.

C . C o n s e q u e n t i a l  effects of Any A m e n d m e n t  To The 

L o n g e v i t y  3onus Program.

Any change to Che L o n g e v i c y  Sonus P r o g r a m  may h a v e  two

c o n s e q u e n c e s  w hich mu s t  be c o n s i d e r e d :  (1 ) che c o n t i n u e d

e l i g i b i l i t y  of AL3 r e c i p i e n c s  for o c her scace or federal

a s s i s t a n c e  programs; and (2 ) ca;< c o n s e q u e n c e s  on partic i p a n t s .

As noced in S e c t i o n  1(A), a n c a , under federal Law che

ALB is e x c l u d e d  from che d e f i n i t i o n  of " i n c o m e "  for many federaL

33
a s s i s t a n c e  purposes. As Long a s . ,any a m e n d m e n c s  co che ALB 

p r o g r a m  c o n c i n u e  Co base e L i g i b i L i t y  " s o l e l y  on a t t a i n m e n t  of 

age 65 and d u r a c i o n  of reside n c y , "  and remain s u f f i c i e n t l y  

s i m i l a r  co che e x i s c i n g  p r o g r a m  so as co be fairly ca l L e d  "a 

p r o g r a m  e s t a b l i s h e d  prior co JuLy I, 1973," che exemp c i o n  would 

be retained.

33See n. 3, ante



Obviously, any m aterial changes in eligibility 

r a q u i raments or s r rue cure of 'The program raise cha c i a k chac cha 

new benafic will be included as "income," and many elderly 

ALassans will be Carolina cad from che applicable fadaral

program. The Dep a r c m e n c  of Healch and Social Services has

esc imac ed cha imp a c c 3 from a loss of che Longevicy bonus

exclusion. Those escimaces appear ac App e n d i x  3 of chis reporc.

Anci c i p a c i n g  che same p r o blem wich permanenc func 

dividends, che legislacure, in che L 9 8 2 Special Session, 

provided chac che scace would subs c i cuca Lose benefics for a 

period of four m o n t h s . ^  ObviousLy, and co che excanc 

possible, any amendmencs co che AL3 p r o g r a m  shouLd eicher be

caiiorad co che exiscing excepcion, or faLL wichin anochar 

separace scacucory income e x c l usion such as a "need based" 

paynenc.^

The cax c o n s e q u e n c e s  of a m e n dmencs co che exiscing AL3 

program become p a r c i c u L a r l y  imporcanc wi c h  raspecc co chis

reporc's annuicy op c i o n  -- w h ich is creaced in de c a i L  in Saccion

III (?), d o s c . Ac che oucsec, ic is s u f f i c i e n t  co noce chac:

L. The exiscing L o n g e v i c y’feonus p r o g r a m  is caxed under 
Che IncernaL R e v e n u e  Code;

2. Any AL3 p r o gram which is based on need, or could be
c h a c a c c e r i z e d  as a "sociaL benefic p r o gram for che
prococion of che gene r a L  weLfa r e , "   ̂w ouLd in all
LikeLihood noc be caxaa by che IRS; and^o

35See -2 U.S.C. 5 1 3 3 2 ( a ) ( b ) (5).

•^See 13.S R e v enue RuLings, 63 
1 9 6 3 - L C.3. 1-6; *2-3-0, L972-2 C.3.

-136, 1963-2 C.3. L9; 63-2
3 L ; 73-170, L973-L C.3. 21.



3. On Fe b r u a r y  27, L98L, che IncecnaL Revenue Service
ruled ch.3C divid e n d s  d i s c r i b u c e d  under che s c a c e '3 
prior perma n e n c  d ividend fund l agisLacion -- che 
scac u c e  invaLi d a c e d  in Z o b e l . I I I  -- we r e  caxable under 
che LncernaL R e v e n u e  CoGe.-ii' W h ile Che IRS has yec 
co rule on che ex i s c i n g  d i v i d e n d  program, ic is likely 
chac c a x a c i o n  of che perma n e n c  fund d i vidend could be 
d e f e r r e d  if ic is used co fund che annuicv or social 
sec u r i c y  o p c ions ’discu s s e d  in chis reporc.

III. D I S CUSS ION' OF A L T E R N A T I V E S

A . Expand ins The Class Of Al a s k a  Lonsevicv Sonus

8.ecioiancs To Include All E l d e r 1.1/ Wich O n e - v q a r '3 

Res ider.cv.

T h e r e  are c u r r e n c l y  some 9,425 A L a s k a n s  who. receive 

b o n u s e s  cocaLLy 323 . 2 3  miLLicn. This p r o p o s a L  wouLd require 

a d d i c i o n a L  a p p r o p r i a c i o n s  for (1) bonu s e s  for an a d d i c i o n a l  

3,303 peopLe; and (2) a d d i c i o n a L  c L e r i c a L  supporc in che 

D e p a r c m e n c  of A d m i n i s c t a c i o n .  T h e  a d d i c i o n a l  coses would cocaL 

312 m i l l i o n  in FY 1984, increasing Co 313./ m i l lion in FY 

1 9 3 3 . 33

T h e s e  a p p r o p r i a c i o n s  are in a d d i c i o n  co Che $11.4 

m i l l i o n  r e c r o a c c i v e  a ward r e quired under che Vesc secclemenc.

The a d v a n c a g e s  of Chis o p c i o n  are cwo-fold. Firsc, ic 

is one of che c o n s c i c u c i o n a l l y  "sa f e s c "  opcions. Second, since 

e l i g i b i l i c y  w o u l d  r e m a i n  d e p e n d e n c  on " d u r a c i o n  of r e s i d e n c e” -- 

al b e i c  onLy o n e - y e a r  -- in all likelihood ic w o u l d  fall w i c h i n  

che e x i s c i n g  AL3 e x c l u s i o n  co federal a s s i s c a n c e  programs.

3/1.13 Index Mos. 0 0 6 L . 40-00; 0451.20.00; 0102.00-00.

3’33eoar cmenc of A d m i n i s c r a c i o n  drafc fiscal noce, Janua 
IL. 19 53.



Add ic'.anally, w h i l e  C h e o r e c i c a L L y  any " o n e - y e a r "

elderly Alaskan could cake a d v a n c a g e  of ch is program, che

demozraor. ica or a  i a s x a a elderly (see Seccicn 1(3), ar.ca) are

such chac che primary ben e f i c i a r ies of Chia opcion w o u l d be

chose who have Lived in che scace from LO co 25 years. ’•/hec.-.ar 

such a p r o g r a m  w ould e n c o u r a g e  in-migracion is prob Lenacical.

In addicion co obvious fiscal a i s a d v a n c a g e s , chis

aLcarnac ive would diLuce che d i g nicy and recog n i c i o n  a c c e n d a n c  

che currer.c bonus co cha poinc of n o n - r e c c g n i c i o n .

E . Phase Ouc The Exiscir?- L o n z e v i c v  Bonus Protean.

One of che o p c i o n s  ana l y z e d  by che S h e f f i e l d  

a d n i n i s c r a c i o n  w o uld phase ouc che AL3 P r o g r a m  by re d u c i n g  

benefics by 330.00 each year begin n i n g  wich FY 1934. 3y paying 

S20Q.00 a mor.ch co 13,223 recipiencs racher chan $ 2 5 0 . 0 0  co 

9,425, che nec increase co che p r o g r a m  in FY 1934 would be $2.1 

million. In fiscal year L935, however, when che b o n u s  is

reduced co 5150.00, chere w i l l  be a nec d e c r e a s e  of $8.7 m i l l i o n  

in program coses.

This o p c i o n  has been u n f a v o r a b l y  viewed by che 

adminiscracion, and a p p a r e n c l y  was p r e p a r e d  only as a p o i n c  of 

comparison. Despice ics fiscal benefics, cfte p r oposal p r oceccs

no one. The pooresc of A l a s k a 's . e l d erLy w o uld suffer che nose.

Sinee, as discu s s e d  previously, A l a s k a  l o n g evicy bonuses are noc 

counced in exiscing scace and federal a s s i s c a n c e  income limics, 

che need Ly elderly person in Alaska receives, currencly, a

— •
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subsidized mor.chly income of 554-5 for Old Age A s sistance, plus

5250 from che AL3 program. This o p c i o n  w ould chus r.acer rally

reduce scace ass is canca levels.

%
C . Phase Ouc The Exiscir.o L o n g e v i t y  3bnus P r o gram ’.7ich 

A Con cemoorar.eous Increase In S c a c e  A s s i s t a n c e  Levels. 

The a o parenc "pref e r r e d "  o p c i o n  ox m a n y  wi c h  che 

Sh e f f i e l d  a d m i n i s c r a c i o n  is co g r a d u a l l y  increase scace Old Age 

A s s i s c a n c e  Levels w h i l e  ac che same cime g r a d u a l l y  d e c r e a s i n g  

che amounc of che longevicy bonus. The p r o g r a m  w o u L d  funccion 

in che follo w i n g  manner:

C H A R T  I.

Y E A R  O L D  AGE A S S I S T A N C E  L EVEL A L A S K A  L O N G E V I T Y  30NUS

cY 1933 5546 5250
FY 1934 S 596 5 2 0 0
FY 1935 5646 5150
FY L936 5696 • 51 0 0
FY L937 5746 5 50
FY L933 5796 5 0

In a n a l y z i n g  Che fiscaL impa'ccs of chis aLcernacive,

a s s u m p c i o n s  m u s e  be ma d e  abouc how ma n y  e l d e r l y  A l a s k a n s  will.

b e c o m e  e l i g i b l e  for Old Age A s s i s c a n c e  as Che O A A  income leveL

increases, and how m a n y  of Che newly e l i g i b l e  w i l l  be inclined

co seek a s s i s c a n c e  as Cheir longevicy bonus g r a d u a l l y  diminishes.

R e g a r d l e s s  of w hich a s s u m p c i o n s  are used; che impaccs

up o n  che L o n g e v i c y  bonus program, are, of course, idencicaL co

che "ohase ouc" O D C i o n .  T h ose imoaccs w o u L d  be as foLLows:



C H A R T  2.

a : d :t : ? n a l _ i 3ST 'Sa v :::c o  ̂ t o  t h e  a l b  p r o g r a m  -'in

FY 19 3d 
FY 193 5 
FY 1935 
FY 1937 
FY 1.933

•i . L
(3.7) 

(19.2) 
(30.9) 
(44.L)

The fiscal impac c upon che D e p a r c m e n r  of HeaLch and

S ocial Services' O A A  p r o g r a m  is far more difficuLc co

decernine. The D e p a r c m e n c  of A d n i n i s c r a c i o n  has used cwo

al c a r n a c  ive a s sumpcions -- (L) chac of Che 13,223 elderly ir.

Alaska, 57. will be c o m e  e l i g i b l e  and apply for public assiscance

as che income Level is increased co S796 in FY 1933; or (2) chac

257. of che eLderly wiLl b e c o m e  eligible and a p p l y  cor assiscance

dur i n g  chac period.

We believe chac che 25" poss'ibiLicy m a y  be closer co

che cruc'n. A p p r o x i m a c e l y  307. of A l a s k a ' s  e l d e r l y  have monchly

incomes m a r g i n a l l y  above e xiscing a s s i s c a n c e  levels -- from

3 9
$ 5 0 0 - 3 3 0 0  per monch. If chose figures are 3ccurace, as many 

as 3,963 w i l l  bec o m e  e l i g i b l e  for p u b l i c  assiscance -- in 

a dd i c i o n  co che 2,300 c u r r e n c l y  on che O A A  pr o g r a m .

T he second v a r i a b l e  involves che s i n e  of che benefics 

w hich che new c l i e n c e l e  w i l l  receive. The O e p a r c m e n c  of Healch

and SociaL Services has a s s umed chac each n e w  recepienc will

receive che mean b e n e f i c  c u r r e n c l y  g i v e n  or p r o j e c c a d  for

39-.-.ssessmer.c, oo. ci: n. 11 ac 31.
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e x iscing recaipiep.cs -- 3295 ir. cY 1934.

In ccmpuc ir.g che fiscal, impac r,‘s i - chis opcion, we 

have osed che following chcee a s s u m pcions:

(1) Of che 3,963 elder 1/ w h o m  c u r r e n c  daca suggesc 

could be e l igible for cha increased O A A  program, 2500 w i l l  in 

face apply. This figure a r b i c r a r i l y  d i s c o u n c s  boch chose who 

wi l l  d e c l i n e  co apply for p s y c h o l o g i c a l  reasons, and chose who 

w i l l  noc apply b e c a u s e  cha m i n i m a l  ben e f i c s  co cham are simply 

noc w o rch che bocher;

(2) 3ecause we have d i s c o u n c a d  chose who will receive
t ■* ’

m i n i m a l  benefics, we have recained Che " m e a n  ben e f i c "  a s s u m p c i o n  

em p l o y e d  by che D e p a r c m e n c  of Healch and S o c i a l  Services; and

(3) The new rec i p i e n c s  w i l l  be e v e n l y  d i s c r i b u c e d  over 

each of che five years -- so chac in each ye a r  an a d d icional 500 

r e c ipiencs will be added co Che O A A  program.
t

A d d i c i o n a l l y , persons who b e c o m e  e l i g i b l e  for Old Age 

A s s i s c a n c e  w i l l  also be c o m e  e l i g i b l e  for M e d i c a i d .  The Scaca's 

M e d i c a i d  budgec for FY 1933 is $65 m i l l i o n  d o llars. 437. of chac 

figure -- or S 3 1.2 m i l l i o n  — is paid by che Scaca. Some 23% of 

chac budgec -- or $7.17 m i l l i o n  d p l l a r s  — is a c c r i b u c a b l e  co 

c hose c u r r e n c l y  on Old Age A s s i s c a n c e .  If che O A A  p o p u l a c i o n  

d o u b l e s  over che nexc five years -- as our a s s u m p c i n n s  presume 

chac ic will -- Chere w i l l  be an a d d i c i o n a l  cosc of $7.17 

m i l l i o n  (noc adjusced for inflacion) co chis opcion, c h a r g e a b l e  

in ecual porcions co each of cha nexc five fiscal years.
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'.Vich c h a s e  a s s u m p t i o n s , “he f a l l o w i n’ chare iLius traces

che possible nec fiscal impact o: chis opcion:

CHART 3

T't M T f r *A '’

Added
Year = A d d . Ms sn 3 2 r*. 0 f i z Med ica id Added Nec

or. OAA C o s e s AL3 C o s "3
(Savir.cs)

FY 1934 500 S295.02 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. ( 4 4 . L) (29.30)

Thus , even wich fairly liberal as s u m p c i o n s  regarding

che number of accicional OAA cLiencs and M e d i c a i d  coses, chis 

option will beein saving m o ney in FY 1935.

Moreover, for chose elderly in che 5500 - 300 per m o n c h  

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 IncernaL R e v e n u e  

C o d e .

O n e  obvious d i s a d v ' n e a g e  of chis opcion is chac ic 

transform? che longevicy bonus program inco a weLf a r e  scheme. 

Persons who curre n c l y  receive $796 or less per m o nch 

including che bonus -- will indeed 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 r e c i p i e n c s  whose 

m o n t h l y  ir.cor.es ( e x c l u d i n g  che bonus) exceed 3 79 6 per m o n c h  will 

r e c eive no p r o c e c c i o n  under chis opcion.

F i n a l l y , b e c a u s e  welfare p a y m e n c s  are g e n e r a l l y  viewed 

by che courcs as invol v i n g  "basic necess icies of Life" (see 

511(A), 3 n c e ) , che d u r a c i o n a L  r e s i d e n c y  r e q u i r e m e n c  for

increased oLd age a s s i s c a n c e  muse be d r o o p e d  fron one year co 30

40 . . • t i
aays. tne m i n i m u m  n a c i c n a l  oic age a s s i s c a n c e  l e vel unaer

che federal S u p p L e m e n c a L  Sec u r i c y  Income s y s c e m  — w h i c h  OAA

supp Leman c s -- is $ 2 3 4 . 30/mo.. A pe r s o n  w i c h  $500 a monch

income in a " m i n i m u m  b e n e f i c "  scace is p r e s u m a b l y  i n e l i g i b l e  for

old age a s s i s c a n c e  (in c l u d i n g  Medicaid) in chac scace, buc couLd

b e c o m e  e l i g i b L e  u n d e r  che Al a s k a  s y s c e m  up o n  30 days residency.

W h i l e  che mere p c o s p e c c  of an. a d d i c i o n a L  $196 per m o n c h  (in FY

1933) is u n likely co induce people co re c i r e  in Alaska, che

c o n c o m m i c a n c  p r o v i s i o n  of M e d i c a i d  s e r v i c e s  -- i n c l u d i n g  full

n u r s i n g  h o m e  c o v e r a g e  -- m a y  have chac effecc. If a p e r s o n  can

o b c a i n  free n u r s i n g  ho m e  c o v e r a g e  -- valued ac b e t w e e n  $40 -

$ 6 0 , 0 0 0  per year -- simply by s p e n d i n g  che m o n c h  of A u g u s c  in

An c h o r a g e ,  che S c a c a  may face a rachec r e m a r k a b l e  i n - n i g r a c i o n
t

p r o b l e m  indeed.

D . R e C a i n i n g  A M o d e s c  L o n g e v i c y  3onus. W h i l e  P r o v i d i n g  

A "Meed 3 a s e d "  S u o p l e m e n c .

T h i s  o p c i o n  is l a r gely a v a r i a n c  of o p c i o n  C, and has 

been d i s c u s s e d  by che S h e f f i e l d  A d min iscra c i o n  as a means of

^ S h a o i r o  v. Thomp s o n ,  394 U.S. 613 (1969).

- 3 0 -



retaining 3 or. 2 Lor. 5 2'/ icy bonus payment which couLi r.oc be 

ecr.sidared "welfare."

Under chis opcion, cha Longevicy bonus, as wich Opcion 

C. would be gradually reduced c o , say, 5 1 0 0.00 per con c r.. As 

cha fiscal information for a Lcarrac ives 3 and C suggest, chis 

alcarr.acive w ould resulc in a savings co che Longevicy bonus 

p r o g r a m  of 5 1 5 .2 million by FT 15 36.

To c o m pensace for che Loss of 5 1 5 0 . 00/r.o. co che needy, 

e i c h e r Scace O A A  Limics could be increased by 5T5Q, or a 

separace "need based bonus s u p p L a m e n t "  could be e s c a b L i s h e d  by 

che Oepar cr.er.c of Admin is crac i o n .

The advan c a g e  of che laccer o p c i o n  is chac aLc h o u g h  

based on "need," appLicancs w i L L  noc be d e a l i n g  wi c h  che 

D e p a r c m e n c  of HeaLch and SociaL Services, and may v i e w  che 

sup p l e m e n c  Less as a form of w e L f a r e . A d d i c i o n a l L y , since che 

supplerr.er.c will be provided under a p r o g r a m  ocher chan Scace 

OAA, ics r e c ipiencs wouLd noc be enc i c l e d  co M e d i c a i d  (including 

nursing home coverage) unless chey are o t h e r w i s e  eligible for 

O A A  under ex i s c i n g  Limics.

A d d i c i o n a L L y , Che "need" is noc n e c e s s a r i l y  Limiced co 

financial need. As chis reporc's d i s c u s s i o n  of Op c i o n  I 

indicates, Longevicy bonuses m a y  be a p o o c c i o n e d  according co che 

ha r d s h i p  w h i c h  che eLderly would face by b e i n g  forced co recire 

0 u c s i c e Alaska.
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The c isadvancage of a sep a r a c e  "naed based" p r o g r a m  in 

che Depar rmsnc of A dm ir. i s c r a c ion is, of course, che nec as sary 

creacior. of a p a raLLel b u r e a u c r a c y  in scace g o v e r n m e n c .

The fiscaL coses of chis opc i o n  ha v e  noc been devel o p e d  

by che a d m i n i s c r a c i o n  or- chis reporc b e c a u s e  of che varia b l e s  

involved -- Che size of che remaining " b a s i c "  longevicy bonus, 

and che q u e s c i o n  of adminis c r a c i o n .  C o ses of admin is erac ion 

aside, che nec savings co che Scace should be s u b s c a n c i a l l y  

s i m i l a r  co che FY 1986 figures for O p c i o n  C -- in w hich che 

d e c l i n i n g  longevicy bonus payrr.enc would be 210 0.0 0 per monch. 

T h e  p r o j e c c e d  nec savings of 55.9 m i l l i o n  w o u l d  cerca i n l y  exceed 

che coses of even a p a r a L l e l  b u r e a u c r a c y  w i c h i n  che Dep a r c m e n c  

of A d m i n i s c r a c i o n .

E . G r a d u a l  Increase In The Age Of E l i z i b i l i c v .

A n o char op c i o n  explored by che A d m i n i s c r a c i o n  would 

reduce che d u r a c i o n a l  residency r e q u i r e m e n c  for a bonus co one 

year, buc raise che e l i g i b i l i c y  age each fiscal year. For FT 

1934, che age. w o u l d  be raised co 6 6 ; co 67 in FY 1985; and so on.

This o p c i o n  w o u l d  have a s u b s c a n c i a l  fiscaL impacc 

u n c i l  fiscaL year L988, a.c w h ich cirne m o r c a l i c y  w ouLd have 

re d u c e d  Che class of b e n e f i c i a r i e s  b e l o w  e x i s c i n g  LeveLs. For 

FY L934, che o p c i o n  w o u L d  cosc an a d d i c i o n a L  59.5 m i l L i o n  

d o L L a r s  beyond e xiscing funding LeveLs, accor d i n g  co che 

D e p a r c m e n c  of A d m i n i s c r a c i o n .



This opcion has beer, quica u n f a v o r a b l y  received. It 

has been facetiously bur nor unfairly referred ro as che 

"newcomer's bonus p r o g r a m . " A recenc m i g r a n t  born prior ro June 

20. 1913 would receive a Longevicy bonus for Life, w h i l e  a

long-c ime A l a s k a n  born subsequent co chac dace would receive 

no ch. ir.z.

F . Self - Suscairirz -nr.u i c i es .

The prior five opcions were devel o p e d  by members of che 

adminiscracion, a 1 chough che a d m i n i s c r a c i o n  has noc formally 

" s p o n s o r e d "  a n y  par c i c u l a r  approach. Moreover, several of Cha 

opcions -- p a r t i c u l a r l y  che "graduaced age" and "phase ouc" 

opcions -- were devel o p e d  more as c o m p a r a c i v e  c o n v e r s a c i o n  

pieces chan as accual proposals.

The following five opcions -- com m e n c i n g  wich che 

se 1 f-suscainir.g a n n u i t y  -- were prepared by che auchors of chis 

r e p o r c .

Under che seLf-s u s c a i n i n g  a n n uicy opcion, individuals 

w ould no longer receive a permanenc fund dividend under 

AS 43.23 . Poacher, Chose dividends would form Che corpus of a 

s e L f - s u s c a i n i n g  a n n u i c y  accounc from w h i c h  Che individual w ould 

receive an annuicy c o m m e n c i n g  ac Che age of 55.

A c c o r d i n g  Co Deparcmenc of R e v e n u e  p r o j e c t i o n s , che 

permanenc funa d i v i d e n d  payment for FT 1934 will be 5365.00, 

rising g r a d u a l l y  c h r oughouc che ramaindec of chis cencury co 

5952 in che vear 2000.



G i v e n  “his Level of c o n c r i b u c i o n  co che corpus, a 

s e L f - s u s c a i n i n g  snnu i cy accour.c will p r o duce an annuicy rough Ly 

e q u i v a l e n c  co che e x iscing Longevicy bonus (wich a 3 percanc 

annual cosc of Living adjuscmanc) for chose who are c u r r e n c l y  40 

years or younger, and w h o  will be resid e n c s  of Alaska each of 

cha nexc 20 years. cor various age groups, cha annuicy 

e n c i c l e m e n c s  ac age 55 as a p e r c e n c a g e  of che " car gee" annuicy 

(33000/yr. plus 37* per annua) w o uLd be r o u g h l y  as rollows:

C u r r e n c  age ' A n n u i c y  as 'a \
of cargec annuicy

25 353?.
3 5 15 L7.
40 1007.
45 . 5 6
55 21

O bviously, soae cra n s i c i o n  m e a s u r e  is n e c e s s a r y  for 

chose who are simpLy incapabLe of ac c r u i n g  a s u f f i c i e n c  corpus 

by che age of 65 co be ancicLed co che " c a r g e c  annuicy". The 

g e n e r a L  fund, simply puc, wi L l  be r e quired co make up che

d i fference, aLchough, over cime, chac " d i f f e r e n c i a l "  will 

d e c r e a s e  as a n n uicy a c councs as s u m e  some s i g n i f i c a n c e .

M a n y  of che o p c i o n s  e x p l o r e d  in chis reporc could

s u f f i c e  as a 20-25 year shrin k i n g  g e n e r a l  fund o b l i g a c i o n .  One 

o p c i o n  p a r c i c u l a c l y  cailored co che a n n u i c y  a p p r o a c h  would be co 

a l l o w  chose who are ac or near che age of 65 co c o n c i n u e  co 

receive cheir permanenc fund d i v i d e n d s  in cash, wich che ?FD

b e ing subcracced from che longevicy bonus amounc. For chose in



-0-69 year aze group, the general fund would 3 imp 1/ fund the 

difference between cheir annuicy and che "cargec" figure.

under chia " t r a n s i t i o n a l  m e a s u r e " , che general fur.c 

"resicuai" payment would be based on che amounc necessary :o 

supplemenc che a n n u i c y -  corpus assuming chac an individual

received a permanenc fund dividend every year. There would

seem, in chis regard, no obligee ion on che pare of che scaca co 

give a larger g e n eral fund supplemenc co someone wich Cwo PrD 

c redics chan co someone wi c h  15.

Thus, in fiscal year 1994, when currenc 55-year olds

firsc receive chair annuicy, chey would receive a scace 

s u p p l e m e n c a l  of 79 percenc of che cargec annuicy -- regardless 

of che accuai ?FD credic any individual has accrued.

T he remaining quescion, obviously, is whac co do abouc 

che person who is c u r r e n c l y  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, racher Chan a 217. annuicy, Co make up che 

difference. Conversely, if che g r a n d f a c h e c e a  PFD cecipienc 

received a full Cargec annuicy in 1994, he would be ac a

subsca n c i a l  a d v a ntage over che new annuicanc. The reason is 

chis: while che new a n n u icanc has earned a substantial oorcion

of his cargec a n n uicy by foregoing his cash dividend each year, 

Cha " g r a ndfathered" recipienc has boch enjoyed che dividend, and 

ics earning power, over chac same oeciod of cime.
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The q u e s t i o n  is Large! 

legislature. Either app r o a c h  is d e f e n s i b l e .  '7hiLe che laccar 

sce n a r i o  would seem to d i s c r i m i n a t e  in :3 vor of che e x i s t i n g  

elderly, che Alaska S u p r e m e  Courc has r e c o g n i z e d  che l e g i t i m a c y  

of creacir.g p e e r e r e n c i a l  grar.dfacher righcs foe chose w h o  have

cor.e to ceper.a upon an ex i s t i n g  scace program.
41

In eichar case, che d i f f i c u l t y  wich chis " t r a n s i t i o n "  

o p c i o n  is that che l o n g e v i c y  bonus p r o g r a m  c o n c i n u e s  co be a 

s u b s c a n c i a l  drain on che g e n e r a l  fund for 20-25 years co come.
I

U n d e r  che t r a n s i t i o n  o p c i o n  descr i b e d  above, che FY 1934 budgec 

for Cha AL3 p r o g r a m  w ould be increased by So m i l l i o n  d o l l a r s  

over e x i s c i n g  funding l e v e l s . ^

T h r o u g h  A e c n a  Insuranca Co., we i n v e s cigaced che 

a l c e r n a c i v e  of s i m p l y  p u r c h a s i n g  a l i facime a n n uicy for all 

chose c u r r e n t l y  65 or older. U n f o r t u n a t e l y , che cosc of a 

l if e c i m a  a n n u i t y  for all A L a s k a n s  65 or older w o u l d  be 

p r o h i b i t i v e  -- in che n e i g h b o r h o o d  of S300 to 5400 milLion.

Finally, che L e g i s l a c u r e  should c o n s i d e r  u s ing Che 

a d m i n i s c r a c i o n 1s o p c i o n s  C and/or D as a c r a n s i c i o n  measure. 

T h e  shore earn fiscaL impacts of Chose o p t i o n s  are s u p e r i o r  Co
J

chose of a simple g e n e r a l  fund supplemenc.

^ C o r m e r c  i al F i s h eries Entry C o m m i s s i o n  v. A o o k a a a k , 606 
?.-2d ac lit^-ol.

^ - A s s u m i n g  chac che ALB of che "grand fathered c l a s s "  is 
r e d u c e d  by cr.e 5365 p e r m a n e n c  fund divid e n d ,  each of 13,223 
p e r s o n s  w i l l  receive a p a y m s n c  of 52,635 chis year -- c o c a l i n g  534 
m i l l i o n  collars.
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For all of che shore earn problems of sn annuity

prczram, “ha long c a rm advantages shouLd receive equal cime.

First, in a period of 20-25 years, che general fur.c will no

longer be e n c umberad wich cha longevicy bonus program. Second,

che eve n c u a l  sice of one-'s annuicy pay men cs ould be a funccion

of che number of permanenc fund d i v i d e n d  c o n c r i b u c i o n s  chac have

been crediced co che annuicanc's accounc. We seriously doubc

chac a successful duracional residency c l a i m  could be mace co

Chis aspecc of che program. An a n n u i c a n c  wich chree years

concr ibuc ions c ould no more c l a i m  chac he is due an annuicy

based on 20 years concribucicn chan couLd a 1995 residenc claim

noc merely che S737 cash d ividend a v a i lable chac year, buc

racher some S5.000 which his pre d e c e s s o r s  had amassed by being

4 3
residencs of AL a s k a  since 1984.

We believe chac chere is a strong case for d i s t r ibuting 

annui t i e s  only co persons who are r e s i d e n c s  of Al a s k a  ac che

^ 3 a c a u s e  fucure annuities are a dir e c c  funccion of accual 
pasc paymenca co che program, che p r o g r a m  does noc "reward" 
presumed c o n c r i b u c i o n s  buc simply recurns accual invescmencs. c£. 
Z o bel t , 519 ?.2d ac 435 (Rabinowicz conc.) Nor is che opcion 
akin co a sicua c i o n  where prior cax c o n c r i b u c o r s  are e x c u s e d’from 
funding cha presenC needs of government, as wich Che cax repeal 
schema ac issue in Zobel t . AC any poinc in Cime, each A L a skan is 
creaced quice equaLLy -- 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. Parti a l l y  for reasons d i s c u s s e d  below, no individual will 

'nave a " v e s t e d  righc" co an annuicy in che future. A purpose of 

the a n n uity p r o g r a m  will be co a L L e v i a c e  che particular

f i n a n c i a l  h a r c s h i p s  caused by retirement in A l a s k a  -- a puroose 

w h i c h  we b e l ieve is c o n s c i c u c i o n a l .  This goaL wouLd be served 

o n l y  by c o n f i n i n g  actual a n n u i c y  pay m e n c s  to A l a s k a  residencs.

Second, and p a r t i c u l a r l y  if che p r o g r a m  is pro p e r l y  viewed as

c o n f e r r i n g  an e c o n o m i c  b e n e f i t  noc upon che c r e d i t i n g  of an 

a n n u i c y  accounc, buc rachec upon a n n u i c y  d i s c r i b u c i o n ,  che scaca

c e r t a i n l y  possesses the righc co prefer ics own residencs in cha

. . . . . .  44 * '
d i s p o s i t i o n  or ics resources.

T h e r e  are, of course, o cher issues s u r r o u n d i n g  che

a n n u i t y  opcion. Many A l askans w i l l  u n d o u b t e d l y  wish co- recain 

Che e x i s t i n g  cash be n e f i c s  of che p e r m a n e n c  fund discribucion. 

A L a s k a n s  w i l l  noc be, however, cocaLly w i c h o u c  recompense. An 

a n n u i t y  a c c ounc for younger A L a s k a n s  in p a r t i c u l a r  -- ac Lease 

foe chose p l anning co stay in che scaca -- w i l l  one day lead co 

s u b s c a n c i a L  benefics.

Of course, Che pro s p e c c  of a l u c r a t i v e  reciremenc 

a c c o u n c  is a produce of Che L e g i s l a t u r e 's c o n t i n u e d  w i l l i n g n e s s  

and a b i L i c y  Co d e v o c e  257, of p e r m a n e n c  fund e a r n i n g s  Co che

~~?.aeves. inc. v. S c a c a , 65 L.Ed. 2nd 244, (1930); see aLso
W h i t e  v. M a s s a c h u s e t t s  C o u n c i L  of C o n s c r u c c i o n  EmoLoyaes, ____
U . S . _______ . Mo. 3L-LQ03 (U.S.S.Cc., Fab. 23, 1 9 3 3 ) (discinguishing
Hick Lin v. Qcbeck, 437 U.S. 513 (1973).
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annulcv program. U n a u e s c  i o n a b l y , ac soma poinc in Cima, a 

material percar.rage of the permanenc rune's eacr.ir.gs w ill be 

nscassar*/ for general g o v e r n m e n t  expenses. The poinc sc which 

chac will require access co more chan 75C, of -the f u n d’s earnings 

is problematical.

The tax c o n s e q u e n c e s  of an annuity program warrant 

decailed discussion. As noted previously, che Internal ?.avenue

Service may well rule chac permanenc fund cash d i s t r i b u t i o n s  are 

caxable. Conversely, if credics to an annuicy accounc equal co
I

che permanenc fund d i vidend are noc cax exampc, cha real

ec o n o m i c  value and perceived political worth of an annuicy

op c i o n  is subsca n c i a l L y  lessened.

The annuicy p r o g r a m  e n v isioned by chis reporc is noc 

e m p l o y e r / e m p l o y e e  relacad, and therefore would noc qua 1 ’ sv r 

exempt plan under che Incernal R e v enue C o d e ."0  .. ;as

se"*ous c o n s i d e r a c i o n  g i ven co q u a l i f y i n g  chis annuicy op c i o n  as 

an Individual R e c iremenc A c c o u n c  -- beca u s e  (1) Che scaca is noc 

a q u a l i f i e d  financial i n s c i c u c i o n  co a d m inister such an accounc;

(2) Che required cecms of an IRA were not compatible wich che 

op c i o n  considered; and (3) .any "stace required" IRA -- even if 

possible -- would s e v e r l y  impinge on che cax planning 

flexibility of individual A L a s k a n s . ^

NonecheLsss, ic is ouc opin i o n  chac che annuicy opcion 

shouIc resulc in che d e f e r r a L  of boch Che oermanenc fund

4 *5cf. 26 U.S.C. 5401-404 

^ S e e  26 U.S.C. J403.

-39-



dividend -or. crib unions and accrued inceresc under che Incernal

Revenue C o d e . The cour cs and che IRS have g e n e r a l l y  ruled chac

concr ibuc ions co an unqual i f i e d  "annuicy," " r e c i r e m e n c "  or

"deferred co.r.per.sac ion" p Ian are none che less ca:< d e ferred if che

individual is noc in " c o n s c r u c c i v e  receipc" of che annuicy

c o n c r i b u c i o n s , and che c o n c r i b u c i o n s  do noc r e p r e s e n c  a prasenc

4 7
" e c o n o m i c  ber.efic."

C o m b i n i n g  che scandards of chac d o c c r i n e  wich che 

accribuces of che proposed annuicy program, che p r o g r a m  should

J ,
be Caxec cef e r r e d  cor che co cl aw i n g  reasons:

1. If che Scace were co purchase i n d i v i d u a l  annuicies 

w i c h  each p e r m a n e n c  fund dividend, wich each r e sidenc being Che 

beneficiary, che residenc would have a v e s c e d  and secured 

inceresc in che c o n c r i b u c i o n , and would chus have received a 

cu r renc "econ o m i c  b e n e f i c . "  If, however, che Scace we r e  co 

m e r e l y  give che a n n u i c a n c  an unsecured p r o m i s e  of paynenc, 

pu r chasing an a n n u i c y  a c c ounc wich icself as che b e n e f i c i a r y  i'n 

o r der co provide a funding source for chac promise, Chere would 

be no "currenc e c o n o m i c  benefic" and c a x a c i o n  would be 

d e f e r r e d . ^ ®  T h i s  is one c u s c o m a c y  means by w h i c h  employers 

o b c a i n  cax d e f e r r a l  of an u n q u a l i f i e d  plan;

2. A  p e r s o n  is in " c o n s c r u c c i v e  receipc" of an 

a n n u i t y  c o n c c i b u c i o n  if he has c u r r e n c  access co che

v. G o l d s m i c h ,  536 : . 2d 310 (Cc.Cl. 1973).



concr ibuc ior.s w ichouc substantial cerms and Limitations. 

Linear m i s  rapcrc's option, uncar no c i rcums cancas would an 

annuicanc be a n c r c I s a  co withdraw a n y t h i n g  unciL annuities are 

actually a iscr i b u c a d ;

3. To u n d a c s c o r a  the contingent nature of cha annuicy 

-- such chac che I?>.S c o uld noc r e a s o n a b l y  c o n c l u d e  chac ic 

represents a ''current eco n o m i c  benefit" -- the annuity w i l l  only 

be rec e i v e d  if che person is an Alaska r e s i d e n c  ac cha cime of 

che petcir.enc d i s c r i b u c i o n .
I

Our only h e s i t a n c y  in chis reg a r d  is che Feb r u a r y  27, 

19 3 L r u l i n g  of Cha I3.S chac even if an ind i v i d u a l  chooses Co 

defer r e c e i p c  of his perma n e n c  fund d i v i d e n d ,  ic is taxable in 

che year chac it c o u l d  have been received. The ruling, however, 

"may noc be used or c i cad as p r e c s d e n c , "  and, even if of 

p r e c a d e n c i a l  value, is d i s t i nguishable fr o m  chis sicuacion. The 

ruling is c o n s i s c e n c  wich che proposition chac che individual 

cannoc h a v e  unf e c c e r e d  d i s c r e t i o n  in c h o o s i n g  che year in which 

income w i l l  be caxed. W h i l e  an individual does have unbridled 

choice in d e t e r m i n i n g  when co cake a p e r m a n e n c  fund dividend, he 

will ha v e  no choice as co che cime of rece-ipc of his annuities. 

Moreover, where a person would have an abs o l u t e  righc Co a 

deferred dividend, he will have no righc co annuicy d i s c r i b u c i o n  

unless he is an A l a s k a  resident ac che cime.

For cax reasons, then, che a n n u i c y  opc i o n  muse be 

carefully structured. The former oermar.enc fund d ividend muse

/ o
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be used by che Scace co purchase an a n n u i c y  cor ics own accounc, 

w i c h  icself as che beneficiary. T h e  a n n u i c y  income received by 

che Scace will chen be used as che funding source for che 

a n n u i c y  payrr.er.cs -- aLchough c e c h n i c a l i y  and n e c e s s a r i l y  che 

a n n u i c y  income could be used for a n y  fiscal purpose.

A far closer quescion a r i s e s  wich respecc co che efface

of chis opcion on ocher public a s s i s c a n c e  programs. . Generally,

a n n u i c y  income is i n d u c e d  in che c a l c u l a t i o n  of income for

v a r i o u s  a s s iscance p r o g r a m s . If, however, chis opcion can

be ch.araccer iced as a c o n c i n u a c i o n  of che l o n g e v i c y  bonus

pr o g r a m ,  chen che exiscing longevicy bonus income e x c l u s i o n 3 *̂

m a y  persisc. If -- consiscenc w i c h  cax c o n s i d e r a t i o n s  -- cha

o n l y  " a n n u i c y "  is che one purchased by c h e ' S c a c e  as a funding

s o u r c e ,  chen che exiscing l o n g e v i c y  bonus p r o g r a m  can be

r e c a i n e d  in boch name and subscance, wich che amounc of che

b o n u s  scill d e p e n d e n c  upon residency hiscory. A f t e r  all, under

che option, (I) a person muse be a six m onch re s i d e n c  in order

Co o b c a i n  a single ?FD, and muse b e  eli g i b l e  for Che annuicy ac

52
che cime of discribucion; (2 ) che amounc of annuicy is 

d e p e n d e n c  upon che number of P F D ' s ,c r e d i t e d  co Che individual's 

a c c o u n c ;  and (3) che " g r a n d f a c h e r e a "  class of e x i s c i n g  elderly

w o u l d  pre s u m a b l y  be required co m e e c  a o n e - y e a r  duracional 

r e s i d e n c y  requicemenc.

3 0 See. -2 U.S.C. 51332(a)(a) (2) (3).

3 -See -2 U.S.C. 5 1 3 3 2 ( a ) ( b ) C )  (3).
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The above, of course, is an argument 

n e c e s s a r i l y  cha law, w h i c h  in final m e a s u r e  will 

d e t ermined by che federal officials involved. The exposure co 

e xiscing ass i s c a n c e  programs -- ac lease for chose noc wichin 

che grano fathered crans i c ion class -- mus c be consider ed a risk 

of chis opcion.

Even if, however, ar.nuicy discvibucior.s are considered 

"incorr.e" co various ass i s c a n c e  programs, che corpus of che

annuicy accounc w i L 1 noc be. A person may be disqualified from
-  J

a federal ass i s c a n c e  p r o g r a m  noc only. Lf his income exceeds a 

cercain Level, buc as w e l l  if he has a 1 carnac ive available 

resources w h ich he can upon frcm ac any cime. However, in chis 

inscance, a crue "annuicy corpus" does noc exisc — since che 

onLy anr.uiry runs for che benefic of che Scace. Moreover, even

if federaL o f f i c i a l s  were co view che " corpus" as belonging co 

che individual, ic ca n n o c  be w i c h d r a w n  prior co accual 

discribucion.

G. Scace Social Se c u r i t y  Syscem.

In Large pare b e c a u s e  of Che need for a Leng chy

cransicion period wich a s e L f - s u s c a i n i n g  annuicy pLan, chis 

reporc also considered che p o ssibiLicy of a scace social 

security syscem funded by a pore ion of che permanenc fund 

d i v i d e n d s  d i s t r i b u t e d  under AS 43.23.

Under chis syscem, a suf f i c i e n t  portion of each 

r esident's permanenc fund di v i d e n d  would be w i thheld each year

- 4 3 -



co fund a rerirsmenc p r o gram d e signed co pay each Alaska 

residenc of 65 years or older w i c h  o n e - y e a r ' s  residency 325C per 

monch, wi c h  a r.oderace cosc of Living a d j u s c m e n c  each year.

In a s s e s s i n g  che feas ib i I icy of chis opcion, che mosc

imporcanc variable was che p r o j e c c e d  gr o w c h  in Ala s k a ' s  e l d e r l y

populac i o n . The d i f f i c u l t i e s  facing che federal social s e c u r i t y  

s y s c e m  are cue in pare co an i n c r e a s i n g l y  large p e r c e n c a g e  of 

e l d e r l y  in che pcpuLacion.

For fiscal year 1933, che A l a s k a  D e p a r c m e n c  of Labor

p r o j e c t s  chac chera will- be some 13,672 elderly in A l a s k a  -- 

a p p r o x i m a t e l y  3’1 of A l a s k a ' s  p o p u l a t i o n . " ^  The D e p a r c m e n c  has 

p r o j e c c e d  chac chac pooulacion, as a p e r c e n c a g e  of all Alaskans, 

will remain rel a c i v e l y  scacic chrough che year 2 0 0 0 , when, ouc

of a poo u l a c i o n  of 331, 0 0 0  people, chere w i l l  be 25,153

e l d e r l y .^
W e  b e l i e v e  chac chose p r o j e c c i o n s  are o v e r l y  

c o n s e r v a c i v e ,  and do noc cake inco a c c o u n c  che s i g n i f i c a n c

n a c i o n w i d e  crend of increased e l d e r l y  p o pulacion. Nor do chose 

p r o j e c c i o n s  include Che r e c i r e m e n c  years of che pose W o rld War 

II " baby boom" g e n e r a c i o n  -- w h i c h  will b e g i n  abouc che year

2010.
A c c o r d i n g l y ,  in p r o j e c c i n g  che long cerm impacc of chis 

o p c i o n  on perma n e n c  div i d e n d  d i s c r i b u c i o n ,  we have used che

1 9 3 1

^ A l a s k a  P o p u l a c i o n  Overview, A l a s k a  D e p a r c m e n c  of La'oo 
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nac::r.jl growch pacrerr.s projected by che federal Social 

Security Admin is cr ac icn , which are as follows:

YEAR % OF r ’ 0 *"Rr v 3f'‘3,T' :t* yj

1950 a.i
2000 ■ L3.1
2025 L9.5
2050 21.3

Using chose a s s u m p c i o n s , Travelers' Insurance Co., on

our behalf, caLculaced che percencage of permanenc fund

d ividends which would be required Co fund a "pay as you go"
1

syscam.

For fiscal year 1933, che c a i c u lacions are re lac ively 

s e r a i g h c - f o r w a r d . Given an aggregace d i s c r i b u c i o n  of soma 3159 

million in permanenc fund dividends chis year, a p p r o x i m a t e l y  25”. 

would be needed co fund a "pay as you go syscem."

However, even assuming a 37. cosc of living adj u s c m e n c  

in che payment each year, che percencage needed co fund che

program decreases. This is because permanenc fund earnings will 

increase ac a race s u b scancially higher chan inflation. From 

che year 1933 co 2000, che average funding required would be 15 

co 19 percent of che discr i b u c i o n s ,. .while, in Che years 2000 co 

2025 (and assuming conci n u e d  growch in permanenc fund earnings) 

che funding amounc would be 10-12 percenc.

Thus, if che w i c h h o l d i n g  remains scacic ac 257. over che 

coucse of several years, che resulcanc excess would begin co 

build i savings accounc of subscancial magnicude, which ac some



point in the future would make the p r o gram partially, or perhaps 

totally self - s u s t a i n i n g .

O ne o b v ious a d v a n c a g e  of this o p c i o n  is chac it frees 

che gene r a l  fund from AL3 o b l i g a t i o n s  immediately. Conversely, 

by m a t e r i a l l y  r e d u c i n g  che annual p e r m anenc fund dividend, ic 

o b v i o u s l y  raises some o o l i c i o a L  d i f f i c u L c i e s .

Add it i o n a l l y ,. che social security o p c i o n  c o uld Likewise 

be cied co c c n c r i b u c i o n  h i s c o c y  -- a l though noc in che p r e c i s e  

m a n n e r  of che a n n u i c y  opcion. The federal social se c u r i t y  

s y s c e m  c u r r e n c l y  fully cavers any- individual who had "noc less 

chan one q u a r c e c  of c o v e r a g e  ... for each c a l e n d e r  ela p s i n g  

a f ter 1950 ... excepc chac in no case s h all an individual be a 

fully insured i n d i viduai 'unless he has ac lease 5 qu a r t e r s  of 

c o v e r a g e .1,33 Because, in che fucure, some p o r t i o n  of che 

b e n e f i c s  w i l l  be paid by che "savings a c c o u n c "  resul t i n g  from 

che scacic 251 concr ibuc i o n , we b e l i e v e  chac a s*inilar 

c o n c r i b u c i o n  h i s c o r y  r e q u i r e m e n c  could be e s t a b l i s h e d  in che 

leg is iac i o n .

Even m o r e  so chan che a n n u i c y  opcion, chere would be no 

" c u r r e n c  e c o n o m i c  be n e f i c "  from che'- program. By r educing che 

p e r m a n e n c  fund d i s c r i b u c i o n  by 251, and funding a ret i r e m e n t  

p r o g r a m  from w h i c h  che individual may or may noc ulc i m a c e i y  

benefic, we b e l i e v e  it e x t r e m e l y  unlikely chac che IRS would 

c o n c l u d e  chac the reduced sum is in some m a n n e r  caxable.

33-12 U.S.C. 5411(a)(1)
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Mo rever, we believe chare is a s u b s t a n t i a l  Like 1 ihcoc

cr.ac che exiscing ALE exemption in federal law could be

recoined. Ir.ceed, scripped co ics esser.se chis opcion does

Liccle acre chan a 1 cer che funding source of che ALB program.

The pciciary risk of che p r o g r a m  is all che more

apparenc in Lighc of che currenc d i f f i c u l t i e s  wich cne federal

social securicv svscem. While oocicn r would be funded bv a * * • *

c u r r e n c l y  purchased annuicy, younger Al a s k a n s  would be 

c o n c r i b u c i n g  co chis opcion on che mere ho p e  chac che recuisice 

amounc of permanenc fund earnings would re m a i n  avail a b l e  for che 

p r o g r a m  well inco che 2Lsc c e n c u r y . T h e  "savings accounc" 

c r e a c e d  by che scacic 2 5T1 w i c h h o l d i n g  is incended co aLlev i a c e  

chac problem; however, regardless of Che race of growch of chac 

accounc, chare is p l a i n l y  some risk in Chis o p c i o n . ^

example, u n d e r  our populacion projections, chera will 
be 3 0 ,7'-*7 elderly in A l a s k a  in che year 2000. The permanenc fund 
d i s c r i b u c i o n s  for chac year under AS 4 3 .23 are e s c i m a c e d  by che 
D e p a r c m e n c  of S.evenue co be S792 milLion, of which, under our 
scacic 2 5 ri w i c h h olding, $198 m i l l i o n  w o u l d  be placed in che social 
s ecuricv fund. In chac year, wich a 37. COLA, che m a x i m u m  monchly 
bonus will be a p p r o x i m a c e l y  $390. Even if every elderly Alaskan 
is eligible for fuLl benefics under che Law's c o n c r ibucion 
r a q u i r e m e n c s , che m a x i m u m  paymencs would be $120 m i L L i o n  -- wich a 
savings accounc d e p o s i c  being made in chac year alone of $70 
million. Of course, ma n y  of chese elder Ly may noc be fully 
eLigibla, and some who are eligible may noc be residing in Alaska 
d u r i n g  chac year.

t ^
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Finally, chare is soce a d v a n c a g e  co Cha e xiscing 

elderly in chis syscem over cha a n n u i c y  opcion. Tha ex i s c i n g  

elderly would have a nac Loss of only 25-1 of cheir perma n e n c

fund dividend, rachar chan cha an c i re cy of cha benefic under cha

an n uicy approach.

H . Healch Insurance For T h e  E l d e d 1/.

The scace of. healch insurance for che elderly, and

indeed for all ALaskans, has a L r a a d y  been che subjecc of

57 58
c o n s i d e r a b l e  scudy, and L egisLacive accivicy. 3acausa

of che obvious c r i c i c a l  importance of a d e q u a c e  healch care

c o v e r a g e  for A l aska's elderLy, che o p c i o n  of providing

c o m p r a h e n s i v e  hea L c h  insurance for A L a s k a ' s  o l der c icizens in

Lieu of che Longevicy bonus was included in chis reporc as an

opcion.

W h i l e  che D e p a r c m e n c  of Law reporc .round chac healch

ex p e n s e s  were a m a j o r  use of che L o n g evicy bonus for onLy 5.5?.

of ics sampLa, che L975 Longavicy bonus scudy found chac 29?. of

che bonus r e c ipiencs used ac lease a p o r c i o n  of che AL3 for

m e d i c a L  care, w h i L e  LL£ used a p o r cion of che bonus for

59
" i n s u r a n c e  of all kinds."

3/A L a s k a  C o m p r e h e n s i v e  Healch Care F i n a n c i n g  Scudy, 3acaLL 
Human A f f a i r  3.esearch Ce n c e r  (L931)

5-3h E S4L, L2ch Leg. Lsc Sess. (L93L)

5^AL2 Survey, op. cic. n. 9 ac 22
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In face, almosc aLL of Ala s k a ' s  elder Ly receive some 

'< ir.c of public or pr ivace healch coverage ass is c anc a -- a i m e r  

chrough Medicare, Medicaid, public and privace reciremenc 

programs, Veceran's b enefics or che Indian Healch S e r v i c e / Public 

Healch Service.

W h e n  asses s i n g  che healch insurance opcion, che cwo 

obvious quesc i o n s  ara: ( 1 ) how severe ara cha gaps in exiscing

coverage; and (2 ) how much would ic cose co fill chose gaps?

The major source of healch insurance coverage for che 

el d erly in Alaska is o b v i o u s l y  Me d i c a r e  -- a federal insurance 

plan w h i c h  provides 'nosp i ca 1 izac ion for chose eligible for 

social securicv" and m e d i c a l  insurance for an addicional fee 

of 31 2 . 2 0  per monch.

Boch che h o s p i c a l  and m e d i c a l  insurance concain 

subs canc ial deduccibles, i.e. Che firsc 5304 0 f che hospical 

bill -- and c o - ? aymenc req u i r e n e n c s  (20% in che case of medical 

insurance.)

Nursing home co v e r a g e  under Me d i c a r e  is severely 

Limiced -- c o n f i n e d  co p o s c - h o s p i c a l  care in a "skilled nursing 

facilicy" for shore periods of cime.

Ic is d i r f i c u l c  co d e c e r m i n e  how many residenc A l a skan 

elderly are on M e d i c a r e  -- a v a i l a b l e  scaciscics are bloaced by 

M e d i c a r e  claims submiccad by couriscs. T h e r a  ara some 9,323

6 ̂ 4 2 U.S.C. 5 S 426.1395(c). A person ineligible for Soci 
Sec u r i c v  may obcain M e d i c a r e  h o s p i c a 1 icacion insurance for 31 
oer m onch
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r e c  i r ed p e r s o n s  in A L a s k a  r e c e i v i n g  s o c  iaL s e c u r  i cy - - a n d  h e n c e  

e l i g i b l e  for M e d i c a r e .

T h e  L a r g e s  c g r o u p  of e L d e r L y  A L a s k a n s  i n e L i § i b L a for

M e d i c a r e  ara rural residencs, p r i m arily Nacives, who do noc have

a s u f ficienc w a g e  aacrjing his cocy co qua L i f y for social

securicy. ALL A L a s k a  Indians, ALeucs and E s k i m o s  are a L i g i b l e

for IHS -- which pr o v i d e s  a broad range of s e rvices d e p e n d i n g

upon availsbLe faciLicies. IHS is, however, p r i m a r i l y  a d i r e c c  -

p rovider of faciLicies -- ic does noc ma k e  c a s h  paymsncs- for

s ervices such a c u s c o d i a L  care in a n u r s i n g  home. M o r e o v e r ,  ic

is c u r r e n c l y  facing severe c u c b a c k s  in areas su c h  as

c 2
r e i m b u r s e m e n c  for h e a L c h - r e l a c e d  craveL e x p e n s e s  .

The mosc c o m p r e h e n s i v e  he a L c h  c o v e r a g e  in A L a s k a  is, of 

course, Medicaid. To be eLi g i b L e  for Medic a i d ,  one m u s e  meec 

cha S c a c a  pubLic a s s i s c a n c e  income L i m i c a c i o n s . As nocea 

previously, chare are c u r r e n c L y  some 2300 e L d arly A L a s k a  

c i c i z e n s  on M e d i c a i d .  M e d i c a i d  does c o v e r  v i r c u a L l y  u n L i m i c e d  

n u r sing ho m e  residency.

The mosc g l a r i n g  d e f i c i e n c y  in A L a s k a  h e a l c h  c a r e  for 

che e L d erly is che Lack of c o v e r a g e  for i n s c i C u c i o n a L i z a c i o n  in 

c u s c o d i a L  e n v i c o n m e n c s  such as n u r s i n g  homes. N u r s i n g  ho m e

oi-lr.cerview, Ms. P. Eubanks, Field Rep. SociaL Sec u r i c y  
Admin. (Feb. 24, L9S3)

62[ncerview, Ms. ?. R o b e r c s  IHS, (Feb. 23, L933)
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races in Alaska run from 390 co 5172 per d a y ^ J . The coses are 

simply prcnibicive for anyone noc on M e dicaid -- indeed, of cne 

-67 elderly ALaskans currencly residing in Scace ours in? homes 

(ocher chan che Pioneers Homes) , all buc 31 are che re ur.ee:

M e d i c a i d , or A laska's G e n e r a l  Relief M e d i c a l  Assiscance.

Conversely, nursing home races in Washi n g t o n ,  for

example, have been esc imacad by che D e p a r c m e n c  of Healch a 

Social Services co vary from 3:0-360 per day. Ic is noc known 

how many elderly Alaskans are i n scicucionaliced in Lower 

forty-eight cuscodiaL care faciLicies; however, ic is apparent 

chac unless one is eligible for Pioneer Home pLacemenc, a 

nursing home can be afforded if, ac all, only by rel o c a t i n g  co 

cha Lower foccy-eighc.

Three private o r g a n i z a c i o n s  were asked co estimate che 

premium amounc required co supplemenc M e d i c a r e  and ocher

c o verage for Ala s k a ' s  elderly co provide healch insurance 

equivaLenc co che exiscing PubLic Employees' R e c i r e m e n c  Syscem's 

reciree coverage, and co include c o m p r e h e n s i v e  nursing home 

coverage. Neither Trave l e r s  Insurance, nor Aetna Insurance felc 

capable of providing an estimate. ,

However, insurance consuLcancs frequencLy used by Che 

scace for maccers such as che pubLic employees S u p p l e m e n c a l  

Benefics Syscem escimaced chac co provide s u p p L e m e n c a l  cov e r a g e

^ A L a s k a  Nursing Home Census, Alaska Dep a r c m e n c  of Healch i 
S ocial Service, 12/31/32
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for Medicare, insurance could be pr o v i d e d  ac a p r an i urn o: 

aoorox inace Ly S70 oer i n d ividual oer non.cn. This vould include

c o n o r e n e n s i v e  n u r s i n g  none coverage.

M e d i c a r e  is c u r r e n c l y  a p r i m a r y  insurer -» chac is, che 

S cace could prov i d e  for S u p p l e n e n c a l  c o v e r a g e  w i c houc 

e n d a n g e r i n g  basic M e d i c a r e  eligibilicy. Moreover, and in all 

likelihood, s u p p l e n e n c a l  Scace cov e r a g e  c o uld properly provide 

o c h e r w i s e  u n i n s u r e d  A l a s k a  Nacives wi c h  chose coses r.cc covered 

by che Indian He a l c h  Service.

The n ajor d i f f i c u l t y  is M e d i c a i d .  M e d i c a i d  e l igibilicy 

is very much c o n c i n g e n c  upon che unavaila'oilicv of

6 *4
" r e s o u r c e s " .  C u r r e n c l y ,  che Scace on l y  pays 43" of a

M e d i c a i d ' s  p a c ienc bills. If a S c a c e  h e a l c h  insurance policy 

was c o n s i d e r e d  a " r e s o u r c e "  che S cace c ould find icself foocing 

cha e n c i r e c y  of a M e d i c a i d  p a c i e n c ' s  bill.

Of course, che S c a c e  w o u l d  har d l y  need co "su p p l e m e n c "  

any M e d i c a i d  c o v e r a g e  -- M e d i c a i d  c o v e r a g e  icseLf being 

e s s e n c i a l l y  inclusive. The scacuce, c o uld simply exampc 

M e d i c a i d  rec i p i e n c s  from Che c o v e r a g e  of Che policy. The issue

posed by such an e n a c c m e n c  is w h e c h e r  che Scace would be
*• '*

f r u s c r a c i n g  Che C o n g r e s s i o n a l  g oals b e h i n d  M e d i c a i d  -- w h i c h  is 

co p r o v i d e  a h e a l c h  c o v e r a g e  m e a n s  of lasc resorc — cherahy 

cu n ning a f o u l  of cha S u p r e m e c y  Clause.

^ 4 2  'J.S.C. 5i:32 : a) (1) (3)

5i " l o c i i a  Lime 3 A v o c a d o  G r o w e r s  v. Paul, 373 U.S. L32 (1933)



Assuming chac che Scace could concinue co -ere'./ 

s u p pen.e o : Medicare, IHS faciLicies and e xiscing privace and

reciree coverages, and chac che c o n s u l c a n c a ' figures are 

accur3ce. che re remain cwo a i f f i c u l c i e s  wich che healch 

insurance opcion. : i r s c r ic is of no benefic co Alaska's needy 

elderly -- who wi l l  merely c oncinue wi c h  Me d i c a i d  cov e r a g e  ac 

cha price of cheir longevicy bonus.

Secondly, chere is che p o c e n c i a l l y  severe p r o b l e m  of 

in-nigrac i o n . If a year's residency in A l a s k a 00 were all chac

were required for free and unlimicad n u r sing home coverage, che

poran rial of in- m i g r a c i o n  may be severe. There are cwo 

p o c e n c i a l l y  juscifabLe com p o n e n c s  of che prog r a m  which could 

n i c i g a c e  chis pocencial:

I. If a purpose of che healch insurance opcion is co

a l l o w  A l a s k a  residen.cs Co con c i n u e  co reside in che scace even 

if nursing home c o v e r a g e  is required, nursing home c o verage

c ould be iini red co Alaska i n s c i c u c i o n s , jusc as many scaces

Sole is possible, a lchough we b e l i e v e  unlikely, chac a courc 
w o u l d  rule chac s u p p l e m e n c a l  healch insurance coverage would 
c o n s c i c u c e  a "basis n e c e ssicy of life" — dr o p p i n g  Che m a x i m u m  
p ossible d u r a c i o n a l  residency requi r e m e n c  Co 30 days. The program 
w o uld be s u p p l e m e n c a l  co a hose of e x i s c i n g  assiscance insurance 
programs, and’ would noc be based, on need. See M emorial Hosoical 
v. Maricooa Councv, 415 U.S. ac 261.
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1 imic res i d e r. c tuition d isccuncs co in-scaca universities."3' 

Th e  difficulty, o b v iousLy, is chac e x iscing A l a s k a n  nursing home 

c a p a c i t y  is U n i t e d .  W h e t h e r  uni ini ted n u r s i n g  home c o v e r a g e  

for all ALa s k a n s  would resuLc in che e x p a n s i o n  of ex i s c i n g  

f a c ilities is debatable; ■

2. For che reasons c i ted wich respect Co che annuity 

and social se c u r i c y  opcions, eLigi'oilicy for healch insurance 

c o v e r a g e  nighc pr o p e r l y  be based upon c o n c r i b u c i o n  h i s c o c y  if

(a) a porcion of che individual's p e r n a n e n c  fund d i v i d e n d  is 

used to help fund che insurance p r o g r a m  and (b) che funding is

in excess of c u r r e n c  needs, in order co amass che same type of

" s a v i n g s  acc o u n c "  e n v i s i o n e d  wich respecc co che social sec u r i c y  

opc i o n .

I. L O N G E V I T Y  30MUS PR E M I S E D  ON I N D I V I D U A L I Z E D  

R E L O C A T I O N  HARDSHIP.

As nocad in S e c t i o n  11(A), ante, Chere is some j udicial 

s u o p o r c  for che view chac ic is p e r m i s s i b l e  for A l a s k a  co

e s c a b l i s h  a p r o g r a m  incended co b e n e f i c  chose who would suffer 

Che mo s c  h a r d s h i p  by f i n a n c i a l l y - c o e r c e d  r e l o c a c i o n  from che 

scaca, and co m e a s u r e  chac h a r d s h i p  in pare by d u r a t i o n  of 

res i d a n c e .

Th i s  o p c i o n  relies upon chac support, and involves 

Chrae scans:

^ . 6ioi3 5 : l ' W u & T '  225 F -S u p‘\ i3i ( D - « * » •  l5;o>' n
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L. c a t a l o g i n g  chose 

d i f f e r e n t i a t e  chose Alaska elderly

more h a r d s n i ?  by being forced co recire o u c s i a e  one scace, anc 

who need financial ass i s c a n c e  in order co remain in-scace;

2 . cransL a c i o n  . of chose s u b j e c c i v e  criceria co a 

poinc sys c e m  similar co chac used by che A l a s k a  C o m m e r c i a l  

Fisheries Entry Commission; and"

3. s cruccur ir.g of chac poinc sy s c e m  such chac (a) 

admin is cr a c iva coses ace minimized; and (b) successful 

a p p l icants are co n f i n e d  co a pool roughly e q u i v a l e n c  in number 

co exi s c i n g  bonus recipiencs.

Inceed, che scruc c u r e  of chis op c i o n  is similar co che 

Al a s k a  Limited Encry Acc -- w h ich c r a n slaces cercain very 

sub j e c c i v e  cri c e r i a  -- such as " e c o n o m i c  d e p e n d e n c e  on che 

fishery" -- inco an o b j e c t i v e  poinc syscem. Ic does so, of 

course, ac a b u r e a u c r a t i c  price — a p p r o x i m a t e l y  52.5 m i l l i o n  a 

year for a pool of a p p l icancs o r i g i n a l l y  roug h l y  equivalenc co 

chose w h i c h  chis o p c i o n  w o uld affecc. Ic also does so ac ocher 

coses, w h i c h  will be d i s c u s s e d  below.

Ic is noc d i f f i c u l t  Co c a t a l o g  Che c r i t e r i a  w hich Would 

sec our " r e l o c a c i o n  hardship" pool aside. D u ration and 

c o n t i n u i t y  of r e s i d e n c e  would be one ’criteria, as would, 

p e r h a p s :

1 . income;

2 . l ocacion of family;

c r i t e r i a  which would 

;ho would suffer relative L v
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3. Location of properry; and

A. ecnnic, religious, and c u l c u r a L  lies.

A 1chough income and d u r a c i o n  of r e s i d e n c y  would pLay a 

role in decer m i n g  eligibilicy, no one faccor alone w o u l d  be 

d i s p o s i c i v e .

Ic would noc be diffi c u l c  co c r a n s l a c e  chese faccors 

inco a poinc syscem; nor would ic be p a r c i c u l a r l y  d i f f i c u l c  co 

scruc c u r e  chac poinc s y s c e m  co limic che class of s u c c e s s f u l  

appli c a n c s .  The proposal, however, does suffer from che 

f o l l o w i n g  d i s a d v a n c a g e s  :

L. Since mosc A l a s k a n  elderly have lived here more 

Chan 10 years mosc A l a s k a  elderly wi l l  suffer some d e m o n s c e r a b l e  

h a r d s h i p  from r e l o c a c i n g  e l s e w h e r e  — al c h o u g h  a c e r c a i n  

p e r c e n c a g e  o b v i o u s l y  do noc require a longe v i c y  bonus Co remain;

2. The alcerr.acive also involves che e s c a b l i s h m e n c  

and funding of a n e w  b u r e a c r a c y  -- an incr i s i c a L L y  u n w o r c h w h i l e  

u n d e r c a k i n g ,  buc one w h i c h  n o n e t h e l e s s  w o uLd cosc far less chan 

s i m p L y  o p e n i n g  che class co alL e l d erly Alaskans;

3. Perhaps che mosc o b v ious d i s a d v a n c a g e  is che 

b u r d e n  chac ic w o u l d  p lace upon elderly A l a s k a n s  chemselves. 

T h e r e  w o u l d  p r e s u m a b l y  be a lengchy a p p L i c a c i o n  form, c ogecher 

w i c h  e v i d e n c i a r y  r e a u i c e m e n c s , and in some cases, a d j u d i c a c o r y  

hearings. The Limiced E n cry C o m m i s s i o n  is c u r r e n c l y  involved in 

some 120 judicial appeals — a number w h i c h  is eicher ac or 

b e l o w  h i s c o r i c  levels. A c c o r d i n g  co che C o m m i s s i o n ' s  FY193A



budgec presencscian, chere is a currenc backload of some 323 

a c m i n i s c r c r  ive ad jud icac ions .

A crornays will be required -- regardless of whac 

efforcs are u n d erraken co make che process simple and informal. 

T h e  d i f f iculcias facing che elderly applicant are thus racher 

a p p a r e n c .

j . g r a n d f a t h e r : M G

This reporc closes wich one of che simpler alcernacives

op e ning che class of longevity bonus recipiencs co alL

elderly Alaskans wich one year's residency, and cerminacing Che

p r o g r a m  cor che fucure. Persons eligible, or b e coming eligible

chis year will be " g r a n d f a c h e r e d "  and w i l l  receive a longevicy

bonus for life. T h e  fiscal impaccs of chis alcern a c i v e  are, for

FYl53d, idencical co o p c i o n  A, and wi l L  o b v i o u s l y  decline in che

fucure due co m o r c a L i c y  and relocacion.

The o b v ious advancage of chis program is chac ic

proceccs chose c u r r e n c l y  on che longevicy bonus program.

Equally, ic d e prives chose a p proaching che age of 55 wirh any

e x p e c c a c i o n  of receiving a bonus.

We b e l i e v e  Chac Chis op c i o n  is c o n s C i C u c i o n a l L y

p e r m i ssible. The AL a s k a  Supreme C ourc shares che g e n eraL view

of che c o n s c i c u c i o n a L i c y  of g r a n d f a c h e r i n g  Laws -- as Lcng as

ft 9
che g r a n d f a c h e r e d  class icself is c o n s c i c u c i o n a l l y  defined. 

PLainLy, Che scace l e g i s lacures

S ^ C o m m a r c i a l  Fisheries Encry C o m m i s s i o n  v. Apokedak, 605 
P . 2d ac L25'5-6L.
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have the right co cerr.inace social p r o g r a m s  w h i l e  p r o c e c c i n g  

chose :;no have coce co rely on chair benef i t s .

c o m c l l ;s i -:m

As no cad ac che oucsec, che p u r p o s e  of chis reporc is 

m e r e l y  co provide a chr e s h h o L d  f e a s i b i l i t y  r e v i e w  of various 

o p c i o n s  cor a m e n d i n g  che longevicy b o nus program. T h r o u g h  

d i s c u s s i o n s  wich a d m i n i s c r a c i o n  o c c i c i a l s ,  L e g i s l a c i v e  scaff 

members, c o n s u l c a n c s  and orivace induscry, we h a v e  a c c a m p c a d  co 

h i g h l i g h c  che m ajor issues s u r r o u n d i n g  each a l c e r n a c i v e ,  and 

p r o v i d e  ac lease rough infor m a t i o n  on each q u e s t i o n  raised. If, 

accer che J u d i c i a r y  Cor.mi ccae has ide n t i f i e d  cwo or three 

r e l a t i v e l y  a c c r a c c i v e  opcions, che ef f o r c  e x p e n d e d  over che pasc 

three w e e k s  on 10 p r o p o s a l s  can be c o n d e n s e d  inco che p u r s u i c  of 

chree, p r o p o s e d  L e g i s l a c i o n  and a m o r e  i n c r i c a c e  an a l y s i s  of che 

p r e f e r r e d  o p c i o n s  can be p r o m o c l y  c r a n s m i c c a d .

- 5 3 -
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NEW APPROACH NEEDED

Annuity makes sense
Bonus Program into an annuity program is a good 

» one. And an d d  one. A nd a necessary one.
Ever since the state Supreme Qmrfc changed eHgihdirty 

iwjuirementsin 1984, thosewho can correctly add two plus 
two ha vn known that, with increased population, the 
Longevity Bonus would eventually break the bank.

For those who nund a refresher, the Longevity Bonus 
Program—$260 a month to Alaskans over age 65 — w a a  
first conceived in 1972 at a reward for pioneer residents. All 
Al;wkans were eligible who were 66 or older, had been a 
resident of tiie state prior to Jan. 1,1969 (the date state* 
hood was achieved), or had 25 years continuous residents

The residency requirements were challenged in court, 
Hie result: Everyone who qualifies a* a state resident gets 
$250 a month after age 65— until they die, or move from 
the state.

HERS7S WHY the program has to change. Back in 
107ft, there were 3,641 participants at a cost of $4 million a 
year. In 1989, there were 18,000 senioru at a cost of $54 mil­
lion. Tn. Fiscal '93, it will cost about $65 million for an esti* 
mated populaliunaf 22̂ 865. And, prqjectdngtothfi year 
2006, it could cost the state $100 million a year.

Claarly, something has lo be done—short of abolish­
ing the program altogether.

An annuity program has been discussed by the Legis­
lature since 1983, brut the details were never worked out. to 
everyone’s satisfaction. Ih 196$ votarawere asked whether 
or not the Legislature should adopt on annuity program. It 
passed 99,222 to 65,769—more votes than any candidate 
lias received in the last two gubernatorial alectiona. The 
legislature passed an annuity plan in 1988, but then Govt 
Steve Ccrwper vetoed it in June of that year.

SEN. JAyKERTTULA, D-Palmer, is sponsoring 
Senate Bill 8, an updated version oftlw 1988 legislation. It 
would phaso out direct a tate funding for the Longevity 
Bonus and replace it with annuities ftinded by the Perma­
nent Fund dividend.

Direct state support would be reduoed starting in 
1995, and would be eliminated by around 2008, Sen. ftert- 
tula estimates by the year 2010, the state will save $533.7 
million.

K r based on three tiems of partidp&fcion eo those close 
to 65 who have be*n planning on the $250 a month and 
tlwdr dividend wouldn’t he left with big holes in their bud­
get.

Eventually, those who want to get a Longevity Bonus 
will have to contribute all or a portion of their Permanent 
Fund dividend into an annuity account—in order to re­
ceive at least $250 a month alter they’re over 65.

Although Sen Kcrttula’s plan contains some con- 
tontious details that remain to be worked out, overall the 
bill makes sense. It allows people choice, and puts the onus 
on the individual to save fir the future.

It also accomplishes whsfc the original Longevity 
Dorms Program sought to do: encourage oeniardtirmia— ’ 
with their wisdomaud sense of history— to remain in 
Alaska instead ofheading fo r Arizona for retirement.

We  don't want to lose that balance.



Dot ’t turn Longevity Bonus into welfare
by C l e m  Tiilion

I h o c  Hint one of i o  governor’s tnsk forces 
has r e c o m m e n d e d  thnt the old timers’ 

bonus, the $250 n m o n t h  lor those over G5, he 

converted to n welfare system.

For the most p m  I, I have liked the course 

set by our n e w  ninn in Juneau. Hut m a k i n g  

charity cases out of our old Alnskans under 

the guise of saving m o n e y  is a joke!

N u m b e r  one, it will notsnvemoncy. It will 

m a k e  liars out of a lot of good people and 

m a k e  jobs for a U>( of "do gooders” in the 

welfare department.

T h e  percentage "f those over 65 here in 

Alaska w h o  couldn't figure a w a y  lo stay on 

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, I lien shorten the m o n t h s  

that an Alaskan can be gone from the slate 

each year and prune a few more “sn o w  

birds" off the list.

W h e n  the longevity Bonus P r o gram wns 

first envisioned, one of the basic purposes 
was to keep 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 

m a n y  w h o  thought thnt keeping grand­

mother and grandfather near the rest of the 

family had a great m a n y  beneficial side 

effects. T h e  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, it w a s  far cheaper to pay all than set 

up a bureaucracy to screen all the old folks.

No w ,  I’m  sure you will hear so m e  welfare 

types say, “W e  could screen for less than 10 

percent of the program.” All I can ask is, 

“The n  w h y  didn’t they?"

At the time the first Longevity Bonus was 

passed, 49 percent of the m o n e y  approp­

riated for Old A g e  Assistance here in 

Alaska w a s  used by the bureaucracy to 

administer the program or an a m o u n t  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 

u m o u n t  of money, welfare would promise 

anything. But it’s a rare program indeed 

thuL they administer for less than 20 percent 

of the appropriation. It's w h y  the legislature 

put the program under the Department of

Administration instead of letting the bleed­

ing hearts get it to “do good" with. W h e n  I 

say this, I'm thinking of the old families of 

Hawaii. T h e  saying goes: "Their ancestors 

c a m e  to 'do good’ and they did very well 
indeed.”

The  second reason thnt need w a s  not a 

requisite part of the first legislation w a s  

simple. W e  wanted lo keep as m a n y  of life’s 

winners as possible he ein Alaska. Fishing 

is nn on a nd off thug, oil and timber 

depends on the fiuctual ions of international 

politics and world pi ice. O f  all incomes, 

retirement income ten.is to be more stable 
than most.

With exceptions, of course, most people 

over 65 are not into m e  ising great fortunes. 

They spend their m o n  / either on their o w n  

comfort or on those around them. T h e y  

don't cause problems i ith the police or their 

neighbors a n d  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, is former president 
of the Alaska Senate, his column originally 
appeared in the Anchor • ,'c Times.



S  irvey show s how  se liors u se  bonus m oi.ay
by Rebecca G o o d m a n
Within days after Sen. Jay 

Kerttula (D-Palmer) and his 
staff aides 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.

. Kerttula, sponsor of the 
longevity Bonus annuity 
bill C S S B  56, said his aim in 
distributing the survey was to 
collect information about 
seniors’ needs and their use of 
the bonus payments.
“N o  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

spending it on vacations or 
frivolous things. This is one of 
the hurdles w e’ve had to get 
around in justifying the Lon­
gevity Bonus."
So h o w  do seniors use their 

bonus payments?
“The message is pretty 

clear: They need those bonus 
checkB for the basic necessities 
of life," Baid Joyce Kerttula, 
who serves as her husband’s 
legislative aide and has spent 
hours poring over the 
responses.
Survey questions and 

responses included:
• H o w  m a n y  years have 

you lived In Alaska? Length 
of residency answers ranged 
from 1.5 to 89 years. The aver­
age length for respondents 
was 37 years.
•For w h i c h  of the follow­

ing do y o u  use your L o n­
gevity B o nus? Food pur­
chases, 611; utilities, 523; m e d­
ications, 399; doctors’ 
expenses, 333; housing, 320; 
auto expenses, 257; taxes, 192; 
child/grandchild assistance, 
75; travel, 53.
•Are there other things 

for w h i c h  you use your 
Longevity Bonus?- Most 
common response: “N o  money 
left over." S o m e  said the bonus 
helped pay for w a r m  clothes. 
One individual wrote, “Yes, 
with money left over I have a 
beer now and then.”'Another 
wrote that the bonuB money 
was “saved up to buy two hear­
ing aids and eyeglasses."
•The governor is propos­

ing to reduco Longevity 
Bonus payments from $250 
d o w n  .to $200. ' *. will be

eligible for $200 if your 
taxable income is less than 
$20,000 annually. Opposed 
to the red«ction were 656; in 
agreement were 34.

'They need those 
bonus checks for the 
basic necessities o f 
Hue/  •

— Joyce Kerttula 
Legislative aide

•Is your taxable income 
mor e  or less than $26,000? 
Over $25,000 were 107; under 
$25,000 were 590.’ M a n y  
respondents added comments 
indicating their combined 
Social Security and Longevity 
Bonus payments, together 
amounting to $7,000 or less per 
year, comprised their total 
yearly income. More than 50 
respondents refused to answer 
the income question.- 
•The governor is propos­

ing to base Longevity 
Bonus o n  need. Those indi­
viduals w h o  have a taxable 
i n c o m e  o v e r  a< -'certain 
a m o u n t  would no longer 
receive the bonus. In agree­
ment with the needs-based 
program were 18; disagreeing 
were 679. Several respondents 
wrote, “NeedB based? NO! NOl 
NO! NO! NO!" One individual 
wrote: “I know several older 
people who are eligible for food

stamps and welfare but w o n’t 
apply. Basing the bonus on 
need would have the same 
results."

• A n o t h e r  p r o p o s a l  
would reduce bonus p a y­
ments $25 each year 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 
38.
M a n y  respondents went 

beyond answering the survey 
questions and attached e m o­
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.
O ne respondent wrote: “The 

governor has no feelings for 
the aged. He cannot compre­
hend whatitis like to grow old. 
Older people were in the work­
force when wageB were low...’’ 
Another said: "Please, 

please let us low-income 
seniors on fixed incomes live 
above poverty level..."
A  62-year resident of Alaska 

wrote: "I have only a small 
Sociaj Security and the Lon­
gevity Bonus as m y  income. 
The Longevity is m y  lifeline..
M

•

A n d  one worried: “I really 
don't think I could meet m y  
obligations and would have to 
consider leaving. That would 
hurt as m y  granddaughter 
lives with m e  and goes to 
school here.” •
Kerttula plans to share -. 

results of the survey wit*- ^er 
lawmakers.

IGNORE YOUR BACKACHE & 
SUFFER THE CONSEQUENCES

Back pain, however ins ign ifican t it seems, is 
frequently the beg inn ing  of serious, painfu l 
problems. Problem s such as p inched nerves, 
slipped disc, neuralgia, neuritis , (and sometimes 
a rth ritic  type pains), tuberculosis and even 
paralysis.

The spine is a com plex system of nerves, mus­
cles, bones, lig a m e n ts& ca rtila g e w h ich a re in te r- 
connected to con tro l specific  areas o f the body. 
When the bones, o r VERTEBRAE are m isaligned, 
they pinch the su rround ing  nerves, obstruc ting  . 
the flow  of energy to o ther parts of the body. This 
often results in com plica tions w hich can be 
severe & perm anent. • •

Doctors of C h irop rac tic  are experienced in 
treating patients w ith  back pain. They can restore 
spinal vertebrae to the ir p roper position, relieving 
pain and avoiding fu rther serious com plications.

For im m ediate appointm ents call

I  562-5366
m COMMUNITY
Z S C        ANCMOAAOE. ALAIKA (tXU
t f C  C H I R O P R A C T I C  CLINIC

S en io r C it izen s  D la c ou n I/2 4  h r. em e rg en cy  c a re  J
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It’s been four long years and fiva legislative 
sessions since the courts struck down tht Alaska 
Longevity Bonus 25-year residency requirement 
and lawmakers first began grappling with how to 
cut — or pay for — the resulting expanded 
program.
And now we’re 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 
annuity program 
based on voluntary Permanent Fund check 
contribui ins, we thought this session might be 
the one ti ‘olve it

But now we wonder, can it be solved?
We ran the question by a white-hakvd friend 

(her own description) tha other day, and her 
answer waa interesting.
“I happen to think it con 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 of tha Longevity Bonus ante up, just as 
those who go on the program in later yean will 
have to do, she suggested. Perhaps these folks' 
could give up thasr Permanent Fund Dividend 
check tha first yssur of ths program. Per hap* they'd ' 
have to give it up avary year, just liks later annuity 
participants will have to do.

Second, some House members end Gov. Cowper 
claim baaing the annuity on individuals contri­
buting their Permanent Fund Dividend each year 
is risky, because there might 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 — if not the check itself — into Che annuity 
program each year.

Third, she said, ths argument that, the annuity 
would run a poor second to IRAs as an investment 
choics for many may disappear with tha now tax 
laws in which IRAs lose most of their tax 
advantages.

And finally, the said, is ths argument that 
young people won’t buy in to ths annuity.
“So than w* tducaUt thtm , ah* explained. “We 

go out and talk to them. W s  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 cf it aa a’ 
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 it’s time for all of ua to carry our debate 

beyond the senior centers, beyond the legislative 
halls, beyond the governor's office. Perhaps wa ll 
then raise enough ruckus to get the iseue off dead 
center and decided once and for alL
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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 for slicing Lon­
gevity Bonus payments by S50 per month for all, . 
axing bonus payments 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 m atter 
what was decided for future seniors?

State-gathered statistics show the median 
income for older A laskans is $10,000. That’s $833 
per month. If you figure rent at $400 or more per 
month, you 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 b e t 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 put in 

place before tl e oil boom by a thoughtful populace 
which wanted to do right by its senior citizen popu­
lation, which wanted to keep its retirees — and 
their retirement pensions and assets (big and 
small) — in Alaska.

Despite the need to cut the state budget, seniors 
should not be made to bear such a large share of 
the burden.
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Bonus debate heated, long-running
"T lic  q u estio n  Isn 't w h eth er 

or n o t I need  th e  $250. I t 's  the 
p h iln sn p h lrn l po in t: I f  I were 
to  n ppronch  iitnle em ployees 
nnrl nek them  ln ln k e n $ 2 .'i0 c u t 
in  th e ir  m o n th ly  s ta te  retire- 
ine iil pny. I 'd  be h u n g  In 
effigy ."  sn iil Itep . lied Itouclirr 
(D -A nrhn riig r) d u rin g  n Moure 
com m ittee m e e tin g  in  cnrly 
M nrch .

Itep. F ra n  U h n rr(D .fu n c n u )  
arg u ed : " T h e re 's  no q u estion  
th is  is  n pood p roprnm . T he 
q u rs tio n  is h ow  m uch o f  th is  
pond p rnp rn tn  e n n  we nclunlly  
n ffn rd  now ?"

In Hie S e m ite , th e  lionus 
d e h n lr  is p rocce ilinp  m ore 
rn p id ly  fo llow ing  n se rie s  of

a ln tcw ide te lecon ferences on 
S rn . Jn y  K ertlu ln 's  (D P n lm c r)  
f -o n p e v ity  l l o n u s /n n n u l ty  
b ill. CSSB Rfi.

K ertlu ln 's  b ill w m dd p u t in 
p la ce  nn  n n u u lly  re tire m en t 
n ceo un t p ln n  n pproved  by 
v o te rs  h is t  N ovem ber in  nn 
n d v isn ry  v o le . T h n t  p ln n  
w nuld  e s ta b lish  n ta n d e m  pro- 
g ro in  w hich  includes n grnilu- 
n l l y  p h n n c d - o u l  l i n n n s  
p rn p rn in  n n d  nn  o p lin n n l 
n n n u i ly  p ro g rn m  n llm v in g  
A lnsk .n i re s id en ts  to  deposit 
th e ir  n nm m l Perm nnW iI Fund 
D ividend  ch eck s in to  n re tire ­
m e n t ncen im t n v n llnh lc  to 
th e m  n l nqc fi.r>. T lm se n lrcndy  
cr> w ould co n tin u e  to  receive 
$2-ri0 Ikiiiiis checks a n d  Per- 
m n n r n t  F u n d  D i v i d e n d  
checks.

N ow  in I ts  th ird  S e n a te  com ­
m ittee . K ertlu ln 's  hill h n s  g a r­

n ered  s u p p o r t  from  m a n y  
sen io r n d vo c ales. lin t Cowper 
n d m in is trn tiu n  o fficials see 
hip flnw s in  th e  n n n u ily  plnn .

"O ne p rob lem  w ith  S ll f>G is 
th n t  i t  a s su m e s  P e rm an e n t 
F u n d  D iv idend  checks c o n ­
tin u e  fb rc v rr."  D ivision  o f P o l­
icy D irecto r Mnry U nllnnm  
told  se n n lo rs  d u rin g  a re ren t 
com m ittee  h en rin g .

"W e re a lly  s h o u ld n 't  go to 
th e  h an k  o n  tliirs. I t 's  dnnfcrr- 

ous to bu ild  n long-term  retire- 
m e n t  p r o g r n m  o n  t h e  
P r tm n n c n l  F u n d ."

A n n th e r p rob lem  Cow per 
n fficin ls p n in t to is  th e  p la n 's  
la rk  o f “ h o ld -h n rm lrss"  p ro ­
tection . F o llow ing  federal ru l­
in g s  in  1P8I tlin l th e  haim s 
w ould be co u n ted  n s  inrum p 
for nny  "n e w "  b a n n s  rec ip ­
ien ts  w ho  received  federal p u b ­
lic a s s is ta n c e  p n y m rn ts , (lie

Irg isln lu re  e n n r lrd  ii r liiu se  
Hint n ssu res  needy eh lerly  u-hn 
rereive n Iiniius p n v m en t tin 
lint luse e ither t l i r  lu in iisn r fed- 
ernl n s s is ln n rc  p n y m rn ts  sueli 
ns M rilicnid.

lin t K rrltiilu  nrgiied the  
"hnlil b u n n ie s* "  p rohlein  in  
S ll rilirou ld  lie lo ljn sled  w ith  n 
m inor nm ein lm ent

( ’nw per's Iiihiuh plnn . Iinw- 
ever, would rriMiire m ore slnti* 
ndin ini.strn lori lo  oversee th e  
in c o m e  e l ig ib i l i ty  re q u ire -  
m en ls o f l lir  p lnn , K erttoh i 
sniil.

" (lo v ern n r C ow per's  needs- 
bnsed p roprnm  w ould  req u ire  
Hi n d u i in is l r i i to r ',  o r  o n e  
nd in in islrn lo r to every  2IKI 
re c ip ie n ts ."  K ertliiln  sn iil. 
"T he n u nn ity  p rop in in  w ould 
requ jre  nnlv  m ie iith n in is lriiliir  
lo every l.tKHI re r ip ien ls ."


