


Alaska State Legislature

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

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

Legislative Research Agency

February 27, 1992

MEMORANDUM
TO: Representative Gene Kubi
FROM Paula d. Scavera
Legislative
RE: Comparison Between Senate Bill 8 and Senate Bill 56 as Vetoed by

Governor Cowper in 1988
Research Request 92.183

You requested a comparison between Senate Bill 8 passed by the Senate earlier
this week and Senate Bill 56 which was vetoed by Governor Cowper in 1988.

Both bills enact an annuity plan which allows people to defer their permanent
fund dividends or equivalent cash amounts into a state annuity account. Once
a person reaches 65 years of age, he or she would be able to receive a monthly
annuity based upon the amount contained within the person's annuity account.
Both bills also allow for a one-time emergency withdrawal from their annuity
account with payback provisions. Also, SB 8 and SB 56 designate a beneficiary
secession for death benefits.

The one major difference between SB 8 and SB 56 is the language for the
decreased longevity bonus. Senate Bill 8 in section 9 states "...the monthly
longevity bonus is $250 minus the maximum possible straight life annuity under
the annuity program.”

Senate Bill 56 in section 9 set in statute exactly what the decreased longevity
bonus dollar amount is for fiscal years after 1990, rather than using the
formula in SB 8. Attached is a copy of SB 56 as vetoed by Governor Cowper
which shows the decreased bonus amounts.

IT you have questions or require further assistance, please contact this
office.

Attachment



. STATE OF ALASKA BILLNO. cssu « tsTA) am
1992 LEGISLATIVE SESSION

Revision Date: Marcn 2, 1992 Department Affected: Revenue

Title: Annuity Procram Amendments BRU: _ Administration and Sunnort
Component:  Administrative Services

Sponsor: Kerttula, Halford

Requestor: House State Affairs COMPONENT SERIAL NO.

EXPENDITURES/REVENUES: (Thousands of Da (lare)

OPERATING FY 93 FY 94 FY 95 FY 96 FY 97 FY 98
PERSONAL SERVICES -0- 8.0 8.0 8.0 8.0 8.0
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND & STRUCTURES

GRANTS. CLAIMS

MISCELLANEQUS

TOTAL OPERATING -0- 8.0 8.0 8.0 8.0 8.0

CAPITAL

REVENUE
FUND SOURCE:

FUNDING: (Thousands of Dollars)

GENERAL FUND
FEDERAL FUNDS

OTHER -0- 8.0 8.0 8.0 8.0 8.0
FUND SOURCE:
TOTAL -0- 8.0 8.0 8.0 8.0 8.0

POSITIONS:

FULL-TIME
PART-TIME
TEMPORARY

Estimate of current year impact:  None

ANALYSIS: (Attach a separate page if necessary.)

This fiscal note reflects the basic casts of monitoring and balancing the accounting
functions as required. It also includes interface with the longevity bonus program
to coordinate accounting transactions.

Prepared By; Tracy L. McGil Phone:  465-2313
Division: Administrative Services (T ' ( Date: . March 24. 1992

Approved by Commissioner: Darrel J. Rexwinkel

Agency: Department of Revenue Data:

Dtatribution (by preparerl: Leg. Fin.. Lsgialativa Sponsor. Roqusator. OM8/DBR. Gov. Legia. Ofc.. & Imoactod Agancydesl.

Rev 10/7/31 of



benefit concepts*
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INFORMATION ABOUT BENEFIT CONCEPTS, INC.

Benefit Concepts, Inc. 1is a nationally based firm that
specializes 1in the design, installation, and administration of
all types of Benefit Plans for large companies throughout *
America.

Benefit Concepts has 26 offices across the country and was
founded over 20 years ago. In 1983, the New York office merged
with the firm of Lambert M. Huppeler and Company, a large and
well known actuarial firm, which enhanced the firm®s ability to
service any type of benefit plan large or small. Benefit
Concepts, Inc. of New York numbers 137 in staff and has
substantial in-house computer resources.

BClI is now 1in its second year working on a joint venture with
Kidder. Peabody & Company, 1Inc. to provide high duality
services to their clients.



LONGEVITY BONUS PROGRAM
Proposed Emergency Regulation Change
PURPOSE
Resolve the confusion surrounding the transition fronm
prospective payment and retrospective payment systems by
eliminating the erroneous assumption of "duplicate payments."

DISCUSSION

When the program changed from paying prospectively to paying
retrospectively a transition was necessary to ensure that payments
to current recipients would not be interrupted. This should have
been handled as a transition issue for the program, not as a debt

to recipients.

The current regulation, 2 AAC 40.175 (f), establishes a debt for
"duplicate payments™ under the Longevity Bonus. Duplicate
payments, however, were not made to any recipient. The program
dated two checks for January 1991 and February 1991. The checks
were delivered to recipients during a four month period from
January through April of 1991. This was done for accounting and
payment processing purposes and in an attempt to make program
administration changes transparent to current recipients.

The result has been confusion on the part of most recipients and
the creation and posting of a debt due from recipients for
""duplicate payments"™ pursuant to 2 AAC 40. 175 (f). The fact is
that no recipient received more than one payment in any one month.
Thus there 1is no reality to a notion of duplicate payment nor

should there be a debt.

The solution to the problem 1is to terminate payments to those
eligible before December 1, 1990 (old recipients) at the time of
disqualification. Those who became eligible on or after December
1, 1990 (new recipients) would continue to be eligible through the
last full month of eligibility as provided in the current

1



regulations. The practical effect of this approach is that old
recipients will not be eligible to keep any bonus payments 1issued
after they lose eligibility.

Examples for recipients eligible before December 1 , 1990

1. A person dies on January 10. The person would keep the
payment received in January. We would turn off the payment
scheduled for February. No collection efforts would be
required.

2. A person dies on January 29. A payment is issued in the month

of February. We will ask that the payment be returned. We
would not attempt to collect the January payment.

The proposed emergency regulations will not affect recipients who
became eligible for the Longevity Bonus Program on or after
December 1, 1992.

The attached proposed emergency regulations accomplish this
objective.

b:\proemreg



MEMORANDUM State of Alaska

TO:

THRU:

FROM:

SUBJECT:

The Honorable John B. Coghill DATE:

Lieutenant Governor
Office of the Lieutenant Governor

TELEPHONE:

Nancy Bear Usera.
Commissioner
Department of Administration

Emergency Regulations
Longevity Bonus Payments

Under the authority of AS 47.45.100(1), 1
repealed regulations in 2 AAC 40.075 and AAC 40.175 pertaining to
voluntarily

payments under the Longevity Bonus Program. I am

providing you a copy of the regulations

publish them as soon as possible. . This will
public has access to

March 6,

465-4400

have adopted,

1992

4\

amended and

requesting that vyou

information effecting their personal

assure that the
finances.

Although AS 47.45.160 states that the Administrative Procedure Act

does

not apply to the Longevity Bonus Progranm,

the department will

observe the public notice and public comment provisions of the act.

have determined that it is in the best
the

effective immediately, hence the March 6,

CC:

Division of Pioneers®" Benefits

interest of the State and

recipients of the Longevity Bonus that these changes be made

implementation date.



NOTICE OF ADOPTION OF EMERGENCY REGULATIONS

Notice 1is given that, under the authority of AS 47.45.100(1) the
Department of Administration adopted, amended and repealed, as
emergency regulations, provisions in 2 AAC 40.075 and 2 AAC 40.175
relating to Longevity Bonus payments.

The amendments change the regulations by:

Eliminating transition language which require the
administrator to recover certain payments and clarifying
eligibility to receive bonus payments at the time of
disqualification.

The emergency regulations took effect March 6, 1992.

Copies of the regulations may be obtained by writing to the
Division of Pioneers®™ Benefits, P.0. Box 110211, Juneau, Alaska
99811.

Notice 1is also given that the Department of Administration intends
to make the regulations permanent, and any person interested may
send written statements relevant to the action proposed to Divi 1ion
of Pioneers®™ Benefits, P.0. Box 110211, Juneau, Alaska 0 11, t De
received no later than April 15, 1992.

Date:

Nancy Bear Usera
Commissioner of Administration



FINDING OF EMERGENCY

The Department of Administration finds that an emergency exists and
that the attached regulations adopting, amending and repealing
provisions in 2 AAC 40.075 and 2 AAC 40.175 are necessary for the
immediate preservation of the public peace, health, safety, or

general welfare. The facts constituting the emergency are as
follows:
1. The current regulations are confusing to Longevity Bonus
program recipients
2. The current regulations were promulgated with an
erroneous interpretation of accounting principles.
3. The regulations have created a current debt against

approximately 20,000 Alaskans who have not received any
overpayment from the State of Alaska.

4. The inappropriate debt recorded against Longevity Bonus
recipients can adversely affect their credit rating.

5. Adoption of these regulations will allow the Longevity
Bonus Program toremove the debt that has been posted
against Longevity bonus recipients and clear any concern
with credit ratings..

6. Delay in adoption will cause initiation of collection

procedures for a debt which should not exist.
ADOPTION ORDER
Under authority of AS 47.45.100(1), the amendments to the
regulations are therefore adopted as emergency regulations and are

effective March 6, 1992.

This action is not expected to require an increased appropriation.

Date: P
Juneau, Alaska N LT >
/ f
L L Lua.e<1
Nancy Bear Usera, Commissioner
FILING CERTIFICATION
| , Lieutenant Governor for the State of
Alaska, certify that on ,1992, at

.m. , | filed the attached regulations, which were
voluntarily submitted to me for publication.

Lieutenant Governor
Effective
Register




2 AAC 40.075 (b)(2) and (c) are amended to read:

(2) the recipient has notified the administrator that
he or she has discontinued residency in Alaska and the payment is
for a month for which a [THE] recipient is qualified to receive
[FOR] a bonus payment.

(c) Unless other reimbursement is received by the
administrator, bonus payments will be withheld as repayment for
bonuses that were issued to a recipient for a period in which the
recipient was not entitled to receive a bonus payment. (EFfT.
12/1/90, Register 117; am / |/ , Register ).

Authority: AS 47.45.100(1)

2 AAC 40.175(F) is repealed and reenacted to read:

() A recipient who was eligible for and received a bonus
before December 1, 1990 is not eligible to receive bonus payments
after the month of disqualification under 2 AAC 40.110 or
termination wunder 2 AAC 40.140 (a), (b), (c)(2), and (c)(3),
regardless of the month for which the payment is being made.

2 AAC 40.175 is amended by adding new subsections (g) and (h) to
read:

(9) A recipient who was eligible under 2 AAC 40.010(b)
before December 1, 1990 who terminates eligibility under 2 AAC
40.140(c) (1) will continue to receive payments without
interruption.

(h) A recipient who was eligible for the program before
December 1, 1990 whose eligibility for bonus payments is
discontinued under 2 AAC 40.110(b) or (c), or who is terminated
under 2 .AAC 40.140 may be reinstated under 2 AAC 40.130 but will be
treated as a new recipient who was not eligible for the program
before December 1, 1990. 3onus payments will commence pursuant to
2 AAC 40.065. (Eff. 12/1/90, Register 117; am / / , Register ).

Authority: AS 47.45.020(1)
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S ..f-lll-Version: C n £ CSt PD

1532 LEGISLATIVE SESSION . (S) Publish Date:

Revision Date: January 24, 1992 Department Affected: Revenue

Tide: Annuity Program Amendments BRU: Operations/Permanent Fund Dividend
Cnmoonent: Treasurv Management/ Permanent

Sponsor Kerttula, Halford Fund Dividend

Requestor: Zharoff COMPONENT SERIALNO. 0 1 2 1 and

EXPENDITURES/REVENUES: CThousands of Dollars)

OPERATING Ff 93 FY 94 FY 95 FY 9G FY 97 FY 98
PERSONAL SERVICES 317 18.1 18.1 18.1 = 18.1
TRAVEL .

CONTRACTUAL 35.0 35.0 350 35.0 35.0 35.0
SUPPLIES
EQUIPMENT

LAND & STRUCTURES

GRANTS. CLAIMS

MISCELLANEQUS

TOTAL OPERATING 66.7 53.1 531 531 531 531

CAPfTAL

. REVENUE
FUND SOURCE:

FUNDING: (Thousands of Dollars)

GENERAL FUND
FEDERAL FUNDS

OTHER | |
7 1 | | | |
FUND SOURCE: 66 53 531 53.1 53.1 53.1

TOTAL 66.7 53.1 531 “531 53.1 53.1
POSITIONS:
FULL-TIME

PART-TIME 1 1 1 1 ‘
TEMPORARY 1 a | 1

Estimate of current year impact:  None

ANALYSIS: (Attach a separate page if necessary.)

This is a consolidation of fiscal notes for the Treasury and Permanent Fund Dividend

Divisions. Detailed fiscal notes with substantiating documentation r.re attached for
each division.

Prepared By: jj"V*cGiUA Sector Phone: ~ 465-2313
Division: Administrative Services Division Date:
. r
Approved by Commissioner: I's
Agency: Department cf Revenue Date:
/ /

Davibution (by pc*o«or|: L&V, rin., L*;»i»cv« Soorwor. RtquMror. GVBDSR Gov. Lvgn. Ole., &Impact Acencvliwl. i
Rv 10/7/31



FISCAL NOTE
STATE OF ALASKA

192 LEGISLATIVE SESSION

Revision Dale:  1/24/ Department Affected: Revenue
Tilde: An act amending and making effective an annuity BRU: Operations

arogram and amendments to llie longevity bonus and P.F.D... Component: Treasury Management

Sponsor: Senators Kentula, Halford
Requestor: Zharoff Component Serial No.

Expenditures/Revenues: (Thousands of Dollars)

OPERATING Fy B Fy ¥ Fy % Fy 96 Fy 97 Fy 3B
PERSONAL SERVICES 50 50 50 50 50 50
TRAVEL
CONTRACTUAL 200 200 200 200 200 200
SUPPLIES
EQUIPMENT
LAND & STRUCTURES

GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING 250 250 250 250 250 250

CAPITAL

REVENUE

GENERAL FUND/Unrestricted

FEDERAL FUNDS

OTHER 250 250 250 250 250 250
TOTAL 250 250 250 250 250 200

POSITIONS:

! FULL-TIME
1 PART-TIME

TEMPORARY
hsnmate ot current vear impact: jngdF

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 growtn of the trust fund from contributions and market gains.

Prepared by: Brian C. .Andrewsv - X Phone:  465-2350

Division:  Treasure = ,---—---- Date: Januarv 24. 1992

Approved by Commissioner: f' Jo

Acencv:  Revenue 1 ~1
Distribution (by preparer): Legislative Finance. Legisiauve Sponsor. Requestor. OMB . *: Impacted Acencyties).

Rev 12/91
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STATE OF ALASKA
1992 LEGISLATIVE SESSION

Revision Date:
Title:

January
Annuity Program

Kerttula
Zharoff

Sponsor:
Requestor:

*XPENDITURES/REVENUES:

FISCAL NOTE

23. 1992
Amendments BRU:

Components:

COMPONENT SERIAL NO.

(Thousands of Dollars)

FY 93 FY 94 FY 95
OPERATING
PERSONAL SERVICES 26.7 13.1 13.1
TRAVEL -0- -0 - -0-
CONTRACTUAL 15.0 15.0 15.0
SUPPLIES -0- -0- -0-
EQUIPMENT -0- -0- -0-
LANDS & STRUCTURES -0- -0- -0-
GRANTS, CLAIMS -0 - -0 - -0-
MISCELLANEOUS -0- -0- -0-
TOTAL OPERATING 41.7 28.1 28.1
| CAPITAL -0- -0 - -0-
1 REVENUE -0 - -0- -0-
FUNDING: (Thousands of Dollars)
GENERAL FUND -0 - -0 - -0-
FEDERAL FUNDS -0 - -0 - -0-
OTHER (RSA) 41 .7 28.1 28.1
TOTAL 41.7 28.1 28.1
POSITIONS
FULL-TIME -0 - -0- -0-
PART-TIME -0 - -0- -0-
TEMPORARY -0- -0- -0-
Estimate of current year impact: None.'
ANALYSIS: Se~rfa2hed.
y A
Prepared By: Thomas C. Williams
Division: Permanent Fund Dividend Division
Approved by CommissionerT ~~rgn-~ | f-,/- .-~17
Agency: Revenue
Distribution (by preparer): Legislative Finance, Legislative

Impacted Agency(ies).

Agency Affected:
Permanent Fund Dividend Division

Revenue

Permanent Fund Dividend
Division

FY 96

13.1
-0-

15.0
-0-
-0-
-0-
-0-
-0-

28.1

-0-

-0-
28.1
28.1

-0-
-0-

Phone:
Date:

Date:

Sponsor,

8 1
FYy 97 FY 98
13.1 13.1
-0 - -0-
15.0 15.0
-0- -0-
-0 - -0-
-0- -0-
-0 - -0-
-0- -0-
28.1 28.1
-0- -0
-0- -0
-0- -0-
-0- -0 -
28.1 28.1
28.1 28.1
-0 - -0-
-0- -0-
-0 - -0-
465-2323
January 23. 1992
/

/1Ly

e Yﬁﬂx

Requestor, OMB, &

page 1 of



As of January 23, 1992

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

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

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

Wana Data Entry Processing Updates 75.0
(1) Data entry

(2) Batch lists

(3) Corrections

(4) Wang to IBM transfer

IBM File Processing Updates 30.0
(1) Edits

(2) Batch listings

(3) Worksheets

c. CICS Online Programs for Lookup and Changes 37.5
d. Nightly Update of Changes 22.5
90.0

(1) Printing warrants with different
amounts. Include check stub messages.

(2) Modify warrant registers as needed
for balancing.

(3) Create new program for transferring
accumulated decisions to trust account
and to account for the reserve necessary
due to returned and cancelled PFD warrants

f. Miscellaneous 45.0

(1) Setting up test files on IBM
(2) Systems testing

3PQ-Q.

;ace =+ or j



Alaska department of revenue N

PERMANENT FUND DIVIDEND DIVISION
SB 8 ANALYSIS
As of January 23, 1992

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

chargeback will be continuing. One Document Processor | position
would be required for three months to assist in the manual review
and coding of 525,000 applications. One Data Processing Clerk |

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

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

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

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

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

Cost Summary:

1. Personal Services

FY 93 fy 94
1 PPT Analyst/Programmer V, R21 @ $6,770.74/Mo
including salary and benefits for 2 months.
PCN 04-6011 would be funded for an additional
2 months. $ 13.6 $ -0-
1 PPT Document Processor I, R7 @ $2,573.60/Mo
including salary and benefits for 3 months.
This position represents the equivalent of
the additional time and effort. 7.7 7.7
1 PPT Data Processing Clerk I, R8 @ $2,699.03/Mo
including salary and benefits for 2 months.
This position represents the equivalent of
the additional time and effort. 5.4 5.4
Total Personal Services 26.7 13 .1
Contractual Services
a. Data Processing Chargeback 5.0 5 o
b. Printing charge for extra page 10.0 o o
Total Contractual Services 15 .0 15..0.
TOTAL COST S 41.7 S 2P.1

Page 3 of 3



FISCAL
STATE OF ALASKA

NOTE
BILL NO.

No. 7
.9 Version: C SSft!? CST

1992 LEGISLATIVE SESSION

(S) Publish Date;: 3 - 2 \- *73-
Revision Date: January 21. 1992 Department Affected: Administration ‘
Title: An Act amending and making effective an annuity BRU: Division of Pioneers* Benefits
program and amendments to the longevity bonus program Component: Longevity* Bonus Program
Sponsor: Senator Kertuila Grants and Administration
Requestor: Senate Rules Committee COMPONENT 0
Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY 93 FY 94 FY 95 FY 96 FY 97 FY 98
PERSONAL 0 0 0 0 0 0
SERVICES
TRAVEL 0 0 0 0 0 0
CONTRACTUAL 0 0 0 0 0 0
SUPPLIES 0 0 0 0 0 0
EQUIPMENT 0 0 0 0 0 0
LAND & 0 0 0 0 0 0
STRUCTURES
GRANTS, CLAIMS ) (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 FUND 0 (76.0) (753.6) (2,124.4) (4,033.1) (5,340.5)
FEDERAL FUNDS 0 0 0 0 0 0
OTHER FUND 0 0 0 0 0 0
SOURCE
TOTAL 0 (76.0) (753.6) (2,124.4) (4,033.1) (5,340.5)
POSITIONS:
FULL-TIME 0 0 0 0
PART-TIME 0 0 o 0
TEMPORARY 0 o 0 0 C
Estimate of current year impact: 0_
ANALYSIS: (Attach a separate page if necessary.)
ImDact for FY 93 is zero.
Prepared by: Barbara Bathonv. Phone: 465-4400
Division: Pioneers' Benefits Date: January 21. 1992
Approved by Commissioner: Nancv Bear Usera )llt//// /
Agency. Administration Date:
Distribution (by proporor)i toglLtlotivo ris., logrolotivo Sponoor, Rocpuoetor, OKB/DBR, Gov. bogie. Oic., i Ixy>actod
Agency(ioo).
Rov 10/7/SI Pngo 1 of i' z2

ieg\c»»b8.in



Fiscal Note
CSSB 8 (SA)
January 21, 1992

Projected annual savings under this proposal are tenuous because
they depend upon a number of variables that cannot be predicted

accurately. These projections were prepared as a joint project of
theLegislative Research Agency and the Alaska Longevity Bonus
program in April 1991 and updated by the Longevity Bonus program in
December 1991. A brief discussion of some of the more important

assumptions and variables follows.

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

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

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

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

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

The number of recipients who receive $250 per month was determined
by applying mortality and migration figures-supplied by the Alaska
Department of Labor-to the projected number of recipients who will
be on the program prior to 1992.

The number of recipients who receive reduced bonuses was determined
by applying population, mortality and migration fi.gures to the
current number of recipients in order to determine ”“he number of

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

additional assumptions on the spreadsheet.

Caveats

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



Projections exclude the savings that would occur under the "hold
harmless" provisions of AS 47.45.122. Those <costs would be
reflected in this fiscal note only if the legislature appropriates

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

Projections exclude savings that might occur iif the number of
recipients declines as the program become;; _less financially
attractive to participants and potential participants.

leg\cssb826. fn
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PED info from

Year

92
93
94
95
95
97
98
99
2000
01
02
03
04
05
06
07
08
09
10

Jim

Expec

862
897
947
1002
1050
1119
1186
1245
1301
136.1
1420
1480
1539
1600
1659
1719
1780
1842
1904

Kelly, 12/13/91

Dividend

Popular!

543.000

575.000

6 33,000

695.000

763.000



Cmi tttf I'Yogtmu

Stale
Fiscal
Year

1992
1993
1991
1995
199
1997
1998
1999
21XX)
21XM
212
21X13
2001
21X15
21X16

2(XJ
2118
20XW
2010

Notes:

Deflinlllont

GuilUled
lleelplrntt
21,190
7.2,385
23,621
21811
25,952
26,805
28.031
29,070
30,166
31,17.3
32,231
33,332
31161
35,681
37,1:16
38,830
-10,888
<12,797
<1512

pr>)...In.11 Orind-
Falhried
Cot __ Recipients
63,570.1
67,155.0 22,385
70,872.0 22,798
7-1,523.0 21,527
77,856.0 20,179
80,-115.0 18,911
81,102.0 18,532
87,210.0 16,753
90,-198.0 15,801
93,519.0 11,890
96,693.0 11,051
99,996.0 13,261
103,303.0 12,512
107,052.0 11,827
111,-138.0 11,239
116,-190.0 10,721
122,66-1.0 10,315
128,391.0 9,860
133,626.0 9,371

[mrmmmiHim

SIM
Recipients

832
3,327
5,801
8,09

10,192
12,332
11,322
16,175
17,992
17,903
21,553
23,303

0

0
0
0
0

Tvil

SIM Hut
GindFilheied
Qualified
Recipients

22,385
23,630
21851
25,983
26,911
28,721
29,085
30,126
31,065
32,013
31,241
31,065
35,130
11,239
10,724
10,315

9,860

9,374

Grandfathered Reclpfenli = All persons paid via current jtrogram, declines In

accordance Willi mortality Hides maintained by AK Dept of Labor

using 1990 census resullts.

Assume each teclpleol deposits TFDJan 1of each year.
8.30% Annual Inleiesl Hele earmed on Investment

Current Program - assumes no changes to Ine law.

Total GF Cosl » OF cost cf giandfalhcied recipients

plua OF cosl of post 93 recipients.

Total OF Savings = Difference between total OF cost of current program If not

modified a>dthe cosl of the program If SIW becormes law.

'letlplrnti

art defined as lire Average Number of Warrants Issued In a rnortlli.

mmN xmmigmiwiiiiiiDinwifiH
l-onp.cvily llonus ITtigiitm

n%&%mu r|1i Llllpln%llrlatéQ

7 ITT)
* - Dividend
Received

$910.47
959.13
1,012.63
1,059.15
1,120.64
1,176.43
1,231.81
1,284.27
1,341.82
1,398.32
1,458.7.3
1,516.90
1,578.62
1,570.00
1,578.00
..1,578.00
1,578.00

' 1,578.00

Annual

Payments
Annuity

$111.7.6
237.93
381.89
513.79
726.95
932.51
1,162.30
1,418.03
1,702.54
2,018.13
2,367.87

. 2,754.51

3,181.55
3,644.82
4,147.47
4,692.84
5,284.56

Monthly

Payments
Annuity

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

OF Cost
Of Grand.
Fathered
Recipients

68,392.6
6-1,580.0
60,536.1
56,732.2
55,594.5
50,258.5
47,410.6
44,671.2
42,151.8
39,781.7
37,537.4
35,480.3
33,717.0
32,172.0
30,913.8
29,580.t
28,120.8

Non GP
Caoil of
Post 9J

Recipients

92.6
791.6
2,216.5
4,350.3
7,409.1
11,499.7
16,616.5
22,936.6
10,632.1
36,292.0
51,034.7
64,188.3
0.0

0.0

0.0

0.0

0.0

fleshed 17/10/91

(tre)

OF Cent
Cosl of
Pent 91

Recipients

2,403.-1
9,189.4
15,195.5
19,649.7
23,166.9
25,496.3
26,319.5
25,588.4
23,343.9
17,657.0
13,624.3
5,720.7
0.0

0.0

0.0

0.0

0.0

SI38 Iteclplents = All persons entering the program after SOS becormes law, and assumes

the normal proportion of eligible people do actually apply for the smaller [>onis.
I’FD Dividend Received = based on Depl. of Revenue projections.

Annully « based on model previously develol<ed and maintained by legislative Research.
OF cosl of Gtandfalhercd Recipients = Number of Grandfalheicd recipients times S3,000.
Non-OFCost of Font 93 Recipients = Porlion nf 33,000 paid by innulllcs.
OF Cosl of Fosl 93 Recipients = Dalancc needed In GF as lonR as annuities ate less than 33,000

mit

' lris means one "seclplrnf* would i. »elvt JJ,000 per year. Il does nof trprale taacfly-fo lire number of people.

(enCa.ingj

Total
GF
Coil

70,796.0
73,769.4
75,731.6
76,381.9
78,761.5
75,754.8
73,730.1
70,259.6
65,495.7
57,438.7
51,161.7
41,21X1.9
33,717.0
32,172.0
30,913.8
29,580.1
28,120.8

Lol«l
GF

Savings

76.0
7.'3.6

21 ..>»
<1,033.1
53105
11,<55.2
16,767.9
23,259.-1
31.197.3
<12,557.3
52.221.3
65.851.1
77,721.0
81,318.0
91.720.2
98,810.9
105,505.2



FISCAL. ROTE

STATE OF ALASKA BILL N(
1992 LEGISLATIVE SESSIOI. il Version:C AST ft |
(S) Publish Date: » —&L |'~Cf cX
Revision Date: January 21. 1992 _ Department Affected: Administration
Title: An Act amending and making effective an annuity BRU: Division of Pioneers* Benefits
program and amendments to th- longevity bonus propram Component: Longevity Bonus Program
Sponsor: Senator Kerttula _ Administration
Requestor: Senate Rules Committee COMPONENT D1
Expenditures/Revenues: (Thousands of Dollars)

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

FUNDING: (Thousands of Dollars)

GENERAL FUND 106.0 0 0 0 0 0
FEDERAL FUNDS 0 0 0 0 0 0
OTHER FUND 0 0 0

SOURCE

TOTAL 106.0 0 0 0 0 0
POSITIONS:

FULL-TIME 0 0 0 0

PART-TIME 0 0 0
TEMPORARY 0 0 0 1

Estimate of current vear imoact: 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.

Prenared bv: Barbara Bathonv Dt Phone: 465-4-400

Division: Pioneers' Benefits /(! Date: January 21. 1992
]

AnDroved by Commissioner: Nancy Bear Usera'/ / -7. /

Agencv: Administration Tvi1 Date: / s —

Distribution (by preparer)i LeTielotiYc ria., Legislative Spenser, Regxostor, OKSDBR, Gov. Legio. Oic., £ Lr-pacted
X”~eacy(ioB). J P g J b



Fiscal Note
i. CSSB 8 (SA)
January 21, 1992

Contractual costs are: Explaining program to 22,000 recipients,

2 mailings
plus printing of information.

2 mailings $ 12,000 (BftiUM coat of availing to b«
printing 5,000 B« n 92)
software program revision 89,000 «<rr 91 ..tiM t.)

$106,000

leg\cssb8fn.27



FISCAL NOTE N, /1

STATE OF ALASKA
1992 LEGISLATIVE SESSION

Revision Date: _
Title: An Actamending and making effective an
Annuity Program

B* Version;,C S S ftff CSTTfO
(S) Publish Date: ~ 9 A

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

Sponsor- Kertulla
Requestor Senate Rules Commiitoe COMPONENT SERIAL NO. 64
Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY93 FY %4 FY 93 FY 96 FY 97 FY PS
PERSONAL SERVICES 4143 426.7 4395 4527 4663 4S03
TRAVEL 50.0 25.0 250 250 15.0 25.0
CONTRACTUAL 12013 11327 1.1327 1.1327 1.132.7 1.132.7
SUPPLIES 525 605 705 805 905 1005
EQUIPMENT 1441 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 1,738.5
CAPITAL 0 0 0 0 0 0
REVENUE 0 0 0 0 0 0
FUND SOURCE:

FUNDING: (Thousands of dollars)
GENERALFUND 1S622 1644.9 1667.7 1690.9 1.7145 1.738.5
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 imgpact: ____ _ _ Zew
,ANALYSIS: (attach a separate page if necessary.)

See attached for a detailed analysis
Prepared Bv:  Garv Bader / 1. Phone: 465-4470
Division: Retirement and Bene6ts o Date: 1/16/P2
Approved by Commissioner Nancv Bear Usera ¥ jv \s Date: <J~—

Agency: Department of Administration

Distribution (by preoarer): Legislative Finance, Legislative Sponsor, Requestor, OMB U Impacted Agencv(ies).

Rev 11/97?. * ‘ ~
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1

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 permanen; 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. FYjISJsjneeded 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:

Page 2 of 4



FY 93 FY 94
PERSONAL SERVICES

1 Retirement System Manager $81.1

1 Retirement Specialist 1/ 11 52.0

1 Retirement Technician 1/D 421

1 Accountant Il 52.0

1 Accounting Technician | 42.1

1 Clerk-Typist 1l 35.0

1 Accounting Clerk Il 37.9

1 Analyst/Programmer V 72.1
Total Personal Services COSt........ccceevevvevvrennen. $414.3
FY 93 Personal Services w/3% increase $426.7

TRAVEL

FY 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...oiiiiiiiiiccceecee, 50.0 25.0
CONTRACTUAL FY93 FY 94
CPU costs 20.0
Computer tapes 10.0
Disk space costs 20.0
Total DP resource S50.0 S50.0
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), long
distance WATS line 30.S 30.8
Floor space (1,000 square feet at
2.25/mo) 38.8 38.8
Total Contractual coSt........cccoviiiviieiiece 1,201.3 1,132.7

Page 3 of 4



SUPPLIES FY 93 FY %4

Office supplies, calculators S 40 S 20
Microfilming supplies 35 35
Paper stock 40.0 50.0
Statement of Account 5.0 50
Total Supplies COSt.....covvviviiieiiiecieeee 52.5 60.5
EQUIPMENT
8 Work stations 36.8
8 Chairs 24
8 PCs and other office equipment 40.0
Other office equipment
(Dictaphone, calculators, etc.) 10.0
1 Printer 4.5
1 Microfilmer and reader 45.0
2 File cabinets 6
8 Phones (600/instrument) 4.8
Total Equipment cost 144.1 -0-
TOTAL Operations Cost $1862.2 S1.644.9

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.



L

FISCAL NOTE , \
. s Version: C.S.8 & 2 C ST ftl
STATE OF ALASKA . , i _
1992 LEGISLATIVE SESSION (5) Publish Date: Pl s
Revision Dote: FEBSGAKY 3. 1992 Deportment Affected: HEALTH & SOCIAI. SERVICES
Title:  ..AN.ACT RELAXIM TO THE ALASKA BRU:  ASSISTANCE PATIENT BRI1
LONGEVITY BONUS PROGRAM Component: ADULT PUBLIC ASSISTANCE - QAA &
Sponsor: Kerttula QAA ALB HOLD HARMLESS
Requestor: COMPONENT SERIAL NO. APA
ALB HH
EXPENDITURES/REVENUES: (Thousands of Dollars)

OPERATING FY 93 FY 94 FY 95 FY 96 FY 97 FY 38
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 (5.1) (59.6) (140.6)  (263.0) (433.1)
MISCELLANEQUS 0 0 0 0 0 0
TOTAL OPERATING 0 (5.1) (59.6) (140.6)  (263.0) (433.1)
CAPITAL 0. _0 ) W S W BN 0
REVENUE
FUND SOURCE: 0 0 0 0 0 0

FUNDING: (Thousands of Dollars)
GENERAL FUND 0 (5.1) (59.6) (140.6)  (263.0) (433.1)
FEDERAL FUNDS 0 0 0 0 0 0
OTHER
FUND SOURCE: 0 0 0 0 0 0
TOTAL 0 (5.1) (59.6) (140.6) (263.0) (433.1)
POSITIONS:
FULL-TIME 0 0 0 0 0 W
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

Estimate of current year impact: M0 FISCAL 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 addendum for an analysis of the impact of this proposed change.

Prepared By: Jan L. Hansen. 'Director Phone:

Division: DIVISION OF Date:  Fchruary 3 1992
Approved hy rammictinnpr- Aheo"ere A. Mala. MD.

Agency: DEPARTMENT OF HEALTH & SOCIAL SERVICES Date:

Distribution (by preparer): Log. An. Legislative Sponsor. Requestor, OVB/DBR, Gov. Legis. Otc., &Impacted Agency(ies).
Rav 10/7/91 PsgaJ _ of



CSSB No. 8
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 OIld 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 Annuitv OAA Clients Impac
FY93 $250 0 155
FY94 $242 58 458
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 No. 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
Fiscai Note Addendum
PAGE 2

FY93 Frs4 FY95 FY96 FY97 FY98

Estimated number of 54 160 276 404 548 681
impacted aged

recipients receiving ALB

Hold Harmless that

replaces SSI income

(35% of OAA clients

impacted)

Estimated number of 101 298 513 749 1017 1264
impacted aged

recipients receiving ALB

Hold Harmless that

does not replace SSI

income (65% of OAA

clients impacted)

Total number of new 155 458 789 1153 1565 1945
OAA recipients

receiving ALB Hold

Harmless (100% of OAA

clients impacted)

Reduction in monthly 0 (8) (18) (29) (40) (53)
bonus S

Fiscal year State (9.5) (110.8) (260.7) (488.2) (803.9)
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 (5.1) (59.6) (140.6) (263.0) (433.1)
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 9.5 110.8 260.7 488.2 803.9
for non-SSi OAA
recipients (non-SSi
clients x bonus
reduction x 12 months)

Net Savings to State 0 (5.1) (59.6) (140.6) (263,0) (433.1)
resulting from CSSB 8



\ FISCAL NOTE

STATE OF ALASKA ~>pill Version: C 5 5& <? f.STTfft

1592 LEGISLATIVE SESSION (S) Publish Date: J?-£.1 ~7J
Revision Date:  2/3/92 Department Affected: . Health & Social Services
Tithey An Act amending and making BRU: M edicaid
eitective an anr.umty program. Component: ®wA* Hold Harmless and Medicaid
Sponsor: Kertulla Non-facility
Requestor: COMPONENT SERIAL NO. 0 2 3 0
EXPENDITURES/REVENUES: (Tbou-jznda of Dollars) 0 2 3 L

OPERATING P.' 93 FY 94 I 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 o o 0 0 0 0
GRANTS. CLAIMS 0 1 0 ! 0 0 0 0
MISCELLANEQUS 0 0 I 0 0 0 1 0
TOTAL OPERATING 0.0 0.0 0.0 00 - 0.0 0.0
CAPITAL 0 0 0 0 0 0
REVENUE
FUND SOURCE: 0 0 0 0 0 0

FUNDING: {Thousands of Ddars)

GENERAL FUND 0 0 0 0 0 Q
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 1

PART-TIME 0 0 0 n n

TEMPORARY 0 0 i 0 0 0

Estimato of curtent year impact: None

ANALYSIS: (Attach o'separato page if necessary.)

CS S3 8 would result in net savings to the state. See attached analysis

Prepared Ey: vy Phone:----—- AB5 3355------—- —
Division: Division of MedicalAssistance Date: ———————=== == -
Approved by Commissioner: L+

Agency: Department of Health &Social Services Date:

Diavibiroon (by pripar«: An.. LkjwUovh Sperwor. Heqgowlof. OVEDER. Gow. Oc.. &lrpc.od "QF>SY(H. 2

a«v 10/7/51 ' - FSs - *



FYO93

FY94

FISCAL NOTE ANALYSIS
CS SB 8

There is no fiscal effect on Medicaid (0230) or the Alaska
Longevity Bonus Hold Harmless ("ALB HH") medical component
(0231) for FY93 as the ALB reduction would not begin until
FYo4.

and following

A change made to the ALB HH medical assistance program in TY
92 significantly reduced the number of ALB HH recipients by
allowing nearly all Medicaid recipients receiving ALB payments
ao retain their Medicaid eligibility. (Anticipated FY93
expenditures were reduced from $1,800,000 to $44,000.)

CS SB 8 would decrease the ALB payment by $8 in FY94; the
decreased amount would grow each year FY98, when the bonus
will be decreased by a total of $53. Even by FY98, when the
$53 decrease ifs reached, the number of recipients affected
will be minuscule and total funding effect negligible, even if
all the recipients remaining the ALB HH program were to elect
the annuity option, which is unlikely.



FISCAL NOTE

STATE OF ALASKA
1992 LEGISLATIVE SESSION

Revision Date:

Title: An Actamending and making effective an
Annuity Program

Sponsor Kertulla

Requestor Senate Rules Committee

Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY 93 FY 94
PERSONAL SERVICES 4143 426.7
1RAVEL 50.0 250
CONTRACTUAL 12013 11327
SUPPLIES 525 605
EQUIPMENT 1441 0
LAND & STRUCTURES 0 0
GRANTS, CLAIMS 0 0
MISCELLANEOUS 0 0
TOTAL OPERATING 1,862.2 1,644.9
CAPITAL 0 0
REVENUE 0 0

FUND SOURCE:

FUNDING: (Thousands of dollars)

GENERAL FUND 18622 1614.9
FEDERAL FUNDS 0 0
OTHER

FUND SOURCE 0 0
TOTAL 1862.2 1644.9
POSITIONS

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

ANALYSIS: (attach a separate paee if necessary.)

See attached for a detailed analysis

BILL NO.CSS3 8 (SA) am

Department Affected:

Administration

BRU: Retirement and Benefits
Component: Retirement and Benefits

COMPONENT SERIAL NO. 64

FY 95 FY 96 FY 97 FY Y8
4395 4527 4663 4803
25.0 25.0 25.0 25.0
1,132.7 1.1327 1.132.7 1.132.7
705 805 905 1005

0 0 0 0

0 0 0 0

0 0 0 0

0 0 0 0
1,667.7 1,690.9 1,7145 . 1,738,5

0 0 0 0

0 0 0 0
1,667.7 1690.9 1.7145 1.738.5

0 0 0 0

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

8 8 8 8

0 0 0 0

0 0 0 0

Phone: 4651470
Date: 2/26/92
Date:

id . RS
Prepared Bv: Garv Bader / /',
Division: Retirement and Benefits_
Approved by Commissionen Nancv Bear Usera
Agency: Department of Administration e~

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

Rev 11/91

Pagel_oM



FY 93 FY 94

SUPPLIES FY 93 FY 94
Office supplies, calculators $ 40 $ 20
Microfilming supplies 35 35
Paper stock 40.0 50.0
Statement of Account 5.0 5.0
Total Supplies COSt......ccvvveiiiiiiieerc e, 52.5 fe05
8 Work stations 36.8
8 Chairs 2.4
8 PCs and other office equipment 40.0
Other office equipment
(Dictaphone, calculators, etc.) 10.0
1 Printer 4.5
1 Microfilmer and reader 45.0
2 File cabinets 6
8 Phones (600/instrument) 4.8
Total Equipment cost 144.1 rllz.
TOTAL Operations Cost S1862.2 51,644.9

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.

Page 4 of 4



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

Revision Date: February 28. 1992 Department Affected: Administration
Title: An Act amending and making effective an annuity BRU: Division of Pioneers' Benefits
program and amendments to the Longevity Bonus Program ..Component: Longevity Bonus Program
Sponsor: Senator Kerttula

Requestor: (TO State Affairs

COMPONENT
Expenditures/Revenues: (Thousands of Dollars)

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

GENERAL FUND 106.0

FEDERAL FUNDS 0 0

OTHER

FUND SOURCE: 0 0 0 0 0 0

TOTAL 106.0

POSITIONS:

FULL-TIME

PART-TIME 0 0 0

TEMPORARY

Estimate of current year impact: None

ANALYSIS: (Attach a separate page if nece”ary.)

See attached.
Prepared by: Dennis L. DeWitt. Directg& "y”" *r~ Phone: 465-4400
Division: Pioneers* Benefits Date: February 28. 1992
Approved by Commissioner: Nancv Bear Usera /
Agency: Administration Date: 2— 70

1 t
Distribution (by preparer): Leg. Fin., Legislative Sponsor, Requestor, OMB/DBR, Gov. Legis. Ofc., & Imparted Agency(ies).

Rev 10/07/91 Page 1 of 2
leg\cssn8Jh27



FISCAL NOTE
CSSB 8 (SA) am
FEBRUARY 28, 1.992
Page 2 of 2

This fiscal note assumes we would amend our current computer
contract (to modify the longevity bonus system to print and account
for checks in various amounts) and computer support services. We
expect that we will need to do 2 mailings to the 23,500 bonus
recipients to explain the new program.

Contractual Costs

Printing $ 5.0
Mailings (2) 12.0

Program software
revision 89.0
Total 106.0

leg\c:ssb827



FISCAL NOTE

STATE OF ALASKA

1992 LEGISLATIVE SESSION

Revision Date: February 28. 1992
Title: An Act amending and making effective an annuity

program and amendments to the longevity bonus program
Sponsor: Senator Kerttula

BILL NO. CSSB 8 (SA) am

Department Affected: Administration

BRU: Division of Pioneers’ Benefits

Component: Longevity Bonus Progrnm
Grants and Administration

Requestor: (H) STA-

Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY 93 FY 94
PERSONAL 0 0
SERVICES
TRAVEL 0 0
CONTRACTUAL 0 0
SUPPLIES 0 0
EQUIPMENT 0 0
LAND & 0 0
STRUCTURES
GRANTS, CLAIMS (0) (76.0)
MISCELLANEOUS 0 0
TOTAL OPERATING 0 (76.0)
CAPITAL 0 0
REVENUE FUND 0 0
SOURCE:

FUNDING: (Thousands of Dollars)
GENERAL FUND 0 (76.0)
FEDERAL FUNDS 0 0

OTHER FUND 0 0
SOURCE

TOTAL 0 (76.0)
POSITIONS:

FULL-TIME

PART-TIME

TEMPORARY

Estimate of current year impact: 0

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

COMPONENT 1 010
FY 95 FY 96 FY 97
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
(753.6) (2,124.4) (4,033.1)
0 0 0
(753.6) (2,124.4) (4,033.1)
0 0 0
0 0 0
(753.6) (2,124.4) (4,033.1)
0 0 0
0 0 0
(753.6) (2,124.4) (4,033.1)
0

Prepared by: Dennis L. DeWitt, D irrcAAANANNANJANNNNNNNFgne: 465-4400

BIViSIOR®  Pioneers! BianBfits (_

Approved by Commissioner: Nancv Bear Useraed|/*

Agency: Administration

Dae®  EEROYinary 98. 1992

/

Date:
T

FY 98

o O O o o

(5,340.5)
0
(5,340.5)

(5,340.5)
0
0

(5,340.5)

Distribution (by propnror)m legislative rin., Legislative Sponsor, Roguostor, OKB/DBR, Gov. Legis. Ofc., t Inpnctod

Agency(ies).
Rev 02/28/S2
leg\ce*bS.fn
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FISCAL NOTE
CSSB 8 (SA) am
February 28, 1992

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

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

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

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

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

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

The number of recipients who receive $250 per month was determined
by applying mortality and migration figures-supplied by the Alaska
Department of Labor-to the projected number of recipients who will
be on the program prior to 1992

The number of recipients who receive reduced bonuses was determined
by applying population, mortality and migration figures to the
current number of recipients in order to determine the number of
new applicants in each year. Migration and mortality figures were
then applied to new applicants in order to determine the number of
recipients who will receive reduced bonuses in each year. See
additional assumptions on the spreadsheet

Caveats

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

Page 2



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

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

leg\cssb826.fn

Page 2



Cm rent IYogrniu

Stale
risol
Year

1992
19"
1991
1995
1996
1997
1998
1999
20X}
2fX)1
2002
2003
2(X)1
2005
20:vi
21XI17
2000
2009
2010

Notes:

Qualified
lleelplent;
21,190
22,385
23,621
21,811
25,957.
26,805
28,031
29,070
30,166
31,17.3
32,231
33,332
31,161
35,681
37,116
38,830
10,888
12,797
41,542

Giindfilhet cd Recipients = All persons paid via current program, declines !o
accordance wlih moitallty lables maintained by AK Dept o( | *>or

Curienl Trojrtm - assumes nn changes lo the law.
Total GF f.Vsl @GF cost of grandfalhcted recipients
plu» GF cost of post 93 recipients.

fin

QOnilVEei Ot«nd-
Falliercd
Cos Recipients
63,570.0
67,155.0 22,385
70,872.0 22,798
71,523.0 21,527
77,856.0 20,179
80,115.0 18,911
81,102.0 18,532
87,210.0 16,753
90,198.0 15,801
93,519.0 11,890
96,693.0 11,051
99,996.0 13,261
103,383.0 12,512
107,052.0 11,827
111,138.0 11,239
116,190.0 10,721
122,661.0 10,315
128,391.0 9,860
133,626.0 9,371

using 1990 census results.
Assume each recipient deposits JTD Jan 1of each year.
8.5096 Annual [Vcresl Rate eair*d on Investment

SIM 4
Recipients

832
3,327.
5,801
8,000

10,192
12,332
11,322
16,175
17,992
17,903
21,553
23,303

0

0
0
0
0

mnnumninnniiuimn T unimm*
Longevity Domu I’rogmra
s Redefined by SIJ 8

Total

SIMPlus
GrnJFathered, JH)
Qualified Dividend
Recipients Received

22,385  $910.17
23,630  950.13
21,851  1,012.63
25,983  1,059.15
26,911  1,120.61
28721  1,176.13
29,085  1,231.81
30,126  1,281.27
31,065 1,311.82
32,013 1,390.32
31,211  1,158.23
31,065 1,516.90
35130  1,578.62
11,239 1,578.00
10,721  1,578.00
10,315 . 1,578.00
9,860 : 1,578.00
9371 ; 1,578.00

Annual
Payments
Aonully

$111.26

237.93

381.89

513.79

726.95

932.51
1,162.30
1,118.03
1,702.51
2,018.13
2,367.87
2,751.51
3,181.55
3,611.82
1,117.17
1,692.81
5,281.56

Monthly

Payments
Annuity

$9.27
19.83
31.82
15.32
60.58
77.71
96.86
118.17
111.88
168.18
19772
229.51
265.13
303.71
315.62
391.07
110.38

o0
GF Cosl
Of Grand-
fathered

Recipients

68,392.6
61,580.0
60,536.1
56,732.2
55,591.5
50,258.5
17,110.6
11,671.2
12,151.8
39,781.7
37,537.1
35,180.3
33,717.0
32,172.0
30,913.8
29,580.1
28,120.8

(@Dmilt/)
Non GF
Cost of
r<nt9J
Recipients

92.6
791.6
2.216.5
1,350.3
7,109.1
11,199.7
16.616.5
22.936.6
30,632.1
36,292.0
51,031.7
61,188.3
0.0

0.0

0.0

0.0

0.0

Rolled 17710/91

@@
GF Cost
Cosl of
Tost 9J
Recipients

2,103.1
9,189.1
15,195.5
19,619.7
23,166.9
25,196.3
26,319.5
25,588.1
23,313.9
17,657.0
13,621.3
5,720.7
0.0

0.0

0.0

0.0

0.0

SD3 Recipients = All persons entering the program after SIM becormes law. and assumes
the normal proportion of eligible people do actually apply for the ameiler bonus.

I'TO Dividend Received = based on Dept, of Revenue projections.

Annully - based on model previously developed and maintained by legislative Rrseaith.
GF cosl of Grandfalhcted Recipients = Numlcr of Grandfathered recipients limes 57,000.

Ncn-OFCost of Post 93 Recipients = Portion of 53,000 paid by annuities.

GF Cosl of Tost 93 Recipients ¢ Balance Deeded lo GF as long as annuities are less than 53.000

Total GF Savings = DIKcrenct between total GF cosl of current ptogiam If not

modified and the oosl of the progiam If SD8 becomes law.

IMInllloat "Recipients" art deflocd »l Hit Aaerage Number of Warrants Issued In a month.

Ibis incam one "ifflpleul" would rttelvt JJ,000 per year. Il doe* aid tipiale eiactly lo Hie number of people.

(C0fi.In,J)

Total
GF
Cosl

70,796.0
73,769.1
75,73!.6
76.3819
78.761.5
75,751.8
73,730.1
70,259.6
65,195.7
57,138.7
51,16 1.7
11,200.9
33,717.0
32,172.0
30.913.8
29,580.1
28,120.8

(noor~tixa)

Total
<r
Savings

76.0
753.6
2,121.1
1,033.1
5,310.5
11,155.2
16,767.9
23,259.1
31,197.3
12,557.3
52,221.3
65,851.1
77,721.0
81.318.0
91,720.2
98,810.9
105,505.2



STATE OF ALASKA
1992 LEGISLATIVE SESSION

Revision Date: March 2. 1992

Title:

Kerttula. Halford
House State Affai

Sponsor:
Requestor:

EXPENDITURES/REVENUES:

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

TOTAL OPERATING

CAPITAL
REVENUE

FUNDING: (Thousands
GENERAL FUND
FEDERAL FUNDS
OTHER (RSA)

TOTAL

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

Estimate of current year ~trnpact:
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Tho,.
P'-rmane t

ANALYSIS:

Prepared By:
Division:

Approved by Commissioner:
Agency: Revenue
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rs COMPONENT SERIAL NO.

(Thousands of Doll ars)

Fy 93 FY 94
26.7

15.0

41.7

of Dollars)

41.7

41.7

Norre.

lan!L
Jlvidend Divi sion

slative Finance,

Legislative

FY 95 FY 96

13.1 13.1

15.0 15.0

28.1 28.1

28.1
28.1

Phone:
Date:

Date:

Sponsor,

(STA) am

Revenue

Fund Olvidend Division
Fund Dividend

9 8

FYy 97

13.1

15.0

28.1

Fy 98

13.1

15.0

28.1

28.1
28.1

"65-2323

March 2.

Requestor,

1992

0MB, &



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

Assumptions;

1.

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

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

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

Hours
a. Wana Daiv Entry Processing Updates 75.0

(1) Data entry
(2) Batch lists
(3) Corrections
(4) Wang to IBM transfer

b. I3M File Processing Updates 30.0
(1) Edits
(2) 3atch listings
(3) Worksheets

c. CICS Online Programsfor Lookup and Changes 37.5
d. Nightly Updateof -Changes 22.5
e. Haxrant—ilaha. 90+0
(1) Printing warrants with different
amounts. Include check stub messages.

(2) Modify warrant registers as needed
for balancing.

(3) Create new program for transferring
accumulated decisions to trust account
and to account for the reserve necessary
due to returned and cancelled PFD warrants.

f. Mis.ceilans.Q-Vts. 45.0
(1) Setting up test files on IBM
(2) Systems testing

Page 2 of 3



ALASKA DEPARTMENT OF REVENUE
PERMANENT FUND DIVIDEND DIVISION
C55B_8 .(STA) am .ANALYSIS
As of March 2, 1992

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

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

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

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

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

Cost Summary:

1.

Personal Se.tyi-Cg-S.

. FY.BA .EX..95
1 PPT Analyst/Programmer V, R21 @ $5,770.74/Mo
including salary and benefits for 2 months.
PCN 04-6011 would be funded for an additional
2 months. $13.6 $ -0-
1 PPT Document Processor I, R7 @ $2,573.60/Mo
including salary and benefits for 3 months.
This position represents the equivalent of
the additional time and effort. 7.7 7.7
1 PPT Data Processing Clerk I, R8 @ $2,699.03/Mo
including salary and benefits for 2 months.
This position represents the equivalent of
the additional time and effort. 5.4 5.4
Total Personal Services 26.7 13.1
Contractual Services
a. Data Processing Chargeback 5.0 5.0
b. Printing charge for extra page 10.0 10-0
Total Contractual Services 15.0 15.0

TOTAL COST $



= FISCAL NOTE

SIATE OF ALASKA BILL NO. CS for SB 8 (STA) am
192 LEGISLATIVE SESSION

levision Date:  March 2 1992 Deportment Affected: Revenue

‘itle:  An Act amending and making effective an annuity BRU: Operations

‘rogram and amendments to the longevity bonus and P.F.D.. Component: Treasury Management

iponsor: Kcmula, Halford
Requestor House State Affairs Component Serial No.

OPERATING FY 93 FY 94 FY 95 FY 96 FY 97 FY 98

1 PERSONAL SERVICES 0 5.0 5.0 5.0 5.0 5.0
1TRAVEL
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

REVENUE

FUNDING: (Thousands of Dollars)

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

POSmMONS:

FULL-TIME i
PART-TIME

TEMPORARY
estimate oi current year unpact: None

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
sendees. Future cost increases are dependent on the asset growth of the trust fund from contributions and market gains.

Prepared by: Brian C. Andrews Phone:  465-2300
Division: Treasure 7 n /C tt I Date: March 2, 1992
Approved by Commissioner:

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

Rev 12/91 Page of



Alaska Longevity Bonus Program

General Fund Costs/Savings
Costof Costof Annual Curulative

«*r

and Senate Bill 8

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 01 Cosl ol Currentand SB 8 Longevity Bonus Programs
1995 74.5 73.5 11 1.2
1996 77.9 75.5 24 3.6
1997 80.9 76.7 4.2 7.8 140.0 -r
1998 8.1 77.3 6.8 14.6
1999 87.2 77.2 10.0 24.6
2000 90.5 76.3 14.1 38.7 120.0 -- Annual Appropriation Required to  /
2001 93.5 74.4 191 57.8 Continue Existing Longevity Program
2002 96.7 71.6 25.1 82.9
2003  100.0 67.6 324 1153 100 #
2004 103.4 62.4 40.9 156.2
2005 107.0 55.9 51.2 207.4
2006 111.4 47.8 63.6 271.0 8 80.0
2007 116.5 37.8 78.7 349.7
2008 122.7 35.0 87.7 437.4
2009 128.4 334 95.0 532.4 2 600
2010 133.6 31.9 101.7 634.1 2
40.0 4- Annua] Appropriation Required to
Note: i Implement SB 8in Place ol Existing
*All Dollar Amounts are in Millions of Nominal Dollars. j Longevity Program
sImplied migration and nortality rates are from 200 —
Alaska Department of Labor.
‘Annuity Interest Rate 7%
*No Annual Annuity Service Charge 0.0 - - A1
815Q17%:.|OF)!
= rg “r-0 §C Jl

Revised 3/5/92

Page 10F2
Prepared by Legislative Research Agency -1/2/2 (-124)

Fiscal Year

2010



Alaska Longevity Bonus Program and

Projected Annuity and
Dividend Payments

seal Qualified
‘ear Recipients

1993 22385
1994 22488
1995 21469
1996 20512
1997 19587
1998 18/37
1999 17843
2000 17018
2001 16237
2002 15484
2003 14773
2004 14086
2005 13431
2006 12807
2007 12220
2008 11657
2009 11136
2010 10641
Page 20F2

Senate Bill 8

Longevity Bonus Recipients -

35000
w 30000
¢ 25000
*2 20000
8m 16000
Q 10000

SB 8

Post FY 93 Rea'piepls-

Contintjing Recipient!

Rscal Year

Fiscal Year
PostFY 93  Total Dividend Annual Monthly Post FY 93 Totai Monthly
Recipients Recipient* Received Annuity  Annuity  Bonus  Annuity+Dividend
"0 22385 924.00 0.00 * <%= 0.00;ii =-250.00 250.00
1137 23625 970.00 101.55-nBI1fl.46 iT 241.54 250.00
3373 24842 ' 1022.00 21526 M-17.94- »232.06 250.00
5441 25953 1066,00 342.65/ w8:55b\221.45 250.00
7383 26970 1111.00 483.804:v 40:321 V:209.68 25C.00
9345 28032 1171.00 639.76-s '£3.31 %196.69' 250.00
11224 29067 1221.00 813.24V 67.77- :182.23 250.00
13144 30162 1271.00 1004.36 : 83.70V  166.30 250.00
14932 31169 1321.00 1214.36 :: 101,20 g 148.80 250.00
16743 32227 1374.00 144454 ' +120.36v 250.C:
18555 33328 1426.00 1696.67 141.39 : 108.61 250.00
20372 34458 1479.00 1972.15V"164.35' 85.65 250.00
22250  356bl 1533.00 2272.75 ; 189.40 :V60.60' 250.00
24338 37145 1589.00 2600.33 216.69 33.31 250.00
26607 38827 1647.00 2956.98V 246.42 . W 3.58 250.00
29228 40885 #706.00 3344.98 I: 278.75 0.00 278.75
31659 42795 1766.00 3766.63V 313.89 V. 0.00 313.89
33899 44540 1830.00 422438 352.03 .: 0.00 352.03

Revised 3/5/92



Alaska Longevity Bonus Program, SB 8, Options A & B

Yearly Cost of Longevity Bonus
(Millions of Dollars)

Fiscal
Year Qurrent SB 8 ODtion A ODtion B
1993 67.2 67.2 67.2 67.2
1994 70.9 70.8 70.8 70.8
1995 74.5 73.5 73.6 73.5
1996 77.9 75.5 75.7 75.6
1997 80.9 76.7 771 77.0
1998 84.1 77.3 78.0 77.8
1999 87.2 77.2 78.2 77.9
2000 90.5 76.3 77.8 77.4
2001 93.5 74.4 76.4 75.9
2002 96.7 71.6 74.1 73.4
2003 100.0 67.6 70.9 70.0
2004 103.4 62.4 66.5 65.4
2005 107.0 55.9 60.8 59.5
2006 111.4 47.8 53.7 52.1
2007 116.5 37.8 449 42.9
2008 122.7 35.0 35.0 35.0
2009 128.4 33.4 334 334
2010 133.6 319 31.9 31.9

Prepared by Legislative Research Agency- 03/18/92 (92.200)
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4 *

Fiscal
Ysai
1593
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010

Fiscal
1S3X
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2J05
2006
2007
2008
2009
2010

Permanent Fund Dividends

(Dollars)
SB9 ODtion A
924 806
970 849
1022 899
1066 942
1111 988
1171 1049
1221 1102
1271 1155
1321 1210
1374 1268
1426 1327
1479 1388
1533 1452
1589 1519
1647 1589
1706 1662
1766 1724
Bo 1791

ODtish Q
839
883
933
975

1020
1081
1133
1186
1240
1298
1356
1417
1480
1547
1617
1687
1749
1815

Monthly Annuities and Longevity Bonuses

SB 8

Morthly PostFY 93

Annuity
0.00
8.46

17.94
23.55
40.32
53.31
67.77
83.70
101.20
120.38
141.39
164.35
189.40
216.69
246.42
278.75
313.89
352.03

Bonus
250.00
241.54
232.06
221.45
209.68
196.69
182.23
166.30
148.80
129.62
108.61
85.65
60.60
33.31
3.58
0.00
0.00
0.00

(Dollars)

Option A
Monthly PostFY 93
Annuity Bonus
0.00 250.00
7.38 242.62
15.67 234.33
25.00 225.00
35.38 214.62
46.91 203.09
59.80 190.20
74.08 175.52
89.84 160.16
107.21 142.79
126.33 123.67
147.33 102.67
170.35 79.65
195.57 54.43
223.18 26.82
253.35 0.00
286.31 0.00
322.14 0.00

Prepared by Legislative Research Agency- 03/18/%2 (2.20)

Page 20F2

Option B

Morithly PostFY 93

Annuity
0.00
7.68

16.31
26.00
36.74
48.66
61.97
76.68
92.91
110.77
130.41
151.96
175.57
201.42
229.69
260.57
294.26
330.88

Bonus
250.00
242.32
233.69
224.00
213.26
201.34
188.03
173.32
157.09
139.23
119.59
98.04
74.43
48.58
20.31
0.00
0.00
0.00



»1) mivm iize.

Date Referred: February 20. 1992 FURTHER REFERRALS: Judiciary
Finance

Dale of Commiiice Action: fa2-

The STATE AFFAIRS Commiiiee considered: CSSB 8(STA) am

CS FOR SENATE BILL NO. 8 (STATE AFFAIRS) am ANNUITY PROGRAM AMENDMENTS

"An Act amending and making effective an annuity program and amendments to the longevity bonus program
and the permanent fund dividend program provided 'or in secs. 2 - 18, ch. 99, SLA 1985; and providing for an

effective date."

RECOMMENDATIONS: I ) the same title
be replaced with I ] anew title

[ ] have attached amendments(s)

[ ] do pass

[ ] do not pass

[%) no recommendations

[ ] individual recommendations

[ 1 additional referral to the Committee
ADOPTS: letter of Intent
ATTACHES NEW FISCAL NOTE(s): (Do) APPROVES PREVIOUS: (Dopt/Due)
[A fiscal impact rN p\] fiscal note(s)
f ] zero fiscal note [ 1 zero fiscal note(s)
SIGNING DO PASS OTHER RECOMMI

/CHAIRMAN'S 'SIGhkWRE



Alaska State Legislature

130 Seward Sircet, Suite 218
Juneau. Alaska 99801-2190

Legislative Research Agency
Phone: (907) 465-3991

Fax: (907) 463-3351

March 16, 1992

MEMORANDUM
TO: Representative Gene Kubina”7/A
FROM: Paul Engelman and Paulax). scavera

Legislative Analysts

RE: Variations of Senate Bill 8 (Longevity Bonus and Annuity Payments)
Research Request 92.200

You asked how two variations of Senate Bill 8 would affect projected annuity
payments and expenditures. The two variations, called SB 8 Option A and Option
B in this memorandum, eliminate general fund expenditures of the Alaska
Longevity Bonus Program.

Senate Bill 8 Option A shifts general fund costs for the Longevity Bonus
payments to the Permanent Fund Dividend Distribution Account. This results in
smaller permanent fund dividends which result in smaller annuity payments and
larger longevity bonus payments than the original SB 8.

Under SB 8 Option A and the original SB 8, fiscal year 2008 remains the year
in which the monthly annuity exceeds $250 per mcnth. However, the yearly cost
of SB 8 Option A is greater than the original SB 8 for fiscal years 1995
through 2007, for the reasons stated above.

Senate Bill 8 Option B is the same as Option A except individuals age 65 prior
to January 1, 1994 are ineligible to receive a permanent fund dividend, but are
still eligible for longevity bonus payments. This results in larger permanent
fund dividends, larger annuity payments and smaller longevity bonus payments
than Option A. Yearly cost savings over Option A occur in the fiscal years
1995 through 2007.

These affects of Options A and B are shown in detail in the attached tables.
If you have any questions or need further assistance, please contact this

agency.

Attachments



Option A
Alaska Longevity Bonus Program and Senate Bill 8
With Longevity Bonus Payments Paid From The Permanent Fund Dividend Distribution Account

General Fund CostcF
Cost of Prooosed Cost of SB 8

Fiscal Qurrent SB 8 using General
Year Program Program Funds .
003 679 s g Qoil d Qurrant and SBS Longowtly Borus Progrars
1994 70.9 70.8 70.8
1995 74.5 73.6 73.5 1400 -r
1996 779 75.7 755" '
1997 30.9 771 76.7 |
1998 84.1 78.0 77.3 120.0 -r Annual Appropriation Required lo y *
1999 87.2 78.2 77.2 Continue Existing Longevity Program
2000 90.5 77.8 76.3
2001 93.5 76.4 74.4
2002 96.7 74.1 71.6
2003 100.0 70.9 67.6
2004 103.4 66.5 62.4
2005 107.0 60.8 55.9
2006 111.4 53.7 47.8
2007 116.5 44.9 37.8 60.0 t
2008 122.7 35.0 35.0
2009 128.4 334 334 | \
2010 133.6 31.9 31.9 40 0 — Annu.il Appropriation Required lo \
Implement SB 8in Race ol Existing —
j Longevity Program
Note: 20.0 r

*All Dollar Amounts are in Millions of Nominal Dollal

'Implied migration and nortality rates are from 1

Alaska Department of Labor. |

'‘Annuity Interest Rate 7%

*No Annual Annuity Service Charge

'All funds from the permanent fund distribution Fiscal Year
account resulting in loner permanent fund

dividends to individuals

Page 10f2
Prepared by Legislative Research Agency -03/16/2 (2.20)

2010



Option A

Alaska Longevity Bonus Program and Senate Bill 8
With Longevity Bonus Payments Paid From The Permanent Fund Dividend Distribution Account

Projected Annuity and Longevity Bonus Recipients
Dividend Payments SB 8
0000 ¢ 35000 t Post FY 93 Recipi '
pients
3000 i i@ 300Q;
<+ annual Annuity*Received C. 25C00 ¢
5 2000 «i 20000
"o : ’ E— «=f 15000 7
‘-j L] —— - Dividend Received &: 1?338\] Continuing ReCipientS'"
nr=—— H 0 -
koo = MO W 5 & it Q
z & & BGA S A > 8
Fiscal Year Fiscal Year

Fiscal Qualified Post FY 93 Total Dividend Annual Monthly Post FY 93 Total Monthly
Year Recipients  Recipients Recipients Received Annuity  Annuity  Bonus  Annuity+Dividend

1993 22385 0 22385 806.00 0.00 0.00 X,. 250.00 250.00
1994 22488 1137 23625 849.00 88.58 738  242.62 250.00
1995 21469 3373 24842 899.00 188.09 +*15.67  234.33 250.00
1996 20512 5441 25953 942.00 300.06 25.00  225.00 250.00
1997 19587 7383 26970 988.00 42459 3538  214.62 250.00
1998 18687 9345 28032 1049.00 562.00 4691  203.09 250.00
1999 17843 11224 29067 1102.00 717.59 ’:-59.80  190.20 250.00
2000 17018 13144 30162 1155.00 888.93 'w+ 74.08  175.92 250.00
2001 16237 14932 31169 1210.00 1078.10  89.84  160.16 250.00
2002 15484 16743 32227 1268.00 1286.55 10721 142.79 250.00
2003 14773 18555 33328 1327.00 1515.96 126.33  123.67 250.00
2004 14056 20372 34458 1388.00 1767.92 147.33  102.67 250.00
2005 13431 22250 35681 1452.00  2044.22 170.35 79.65 250.00
2006 12807 24338 37145 1519.00  2346.89  195.57 54.43 250.00
2007 12220 26607 38827 1589.00  2678.12 223,18 26.82 250.00
2008 11657 29228 40885 1662.00  3040.22 253.35 0.00 253.35
2009 11136 31659 42795 1724.00 343570 286.31 0.00 286.31
2010 10641 33899 44540 1791.00 3865.67 322.14 0.00 322.14
Page 20F2
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Option B

Alaska Longevity Bonus Program and Senate Bill 8

Longevity Bonus Payments Paid From The Permanent Fund Dividend Distribution Account
Individuals Age 65 Prior To 1/94 Do Not Receive PFD

General Fund Cost of

Cost of Proposed Cost of SB 6
Fiscal Current 5B8 using General
Year Progran  Proaram Funds
1993 572 67.2 57.2
1994 70.9 70.8 70.8
1995 74.5 73.5 73.5
1996 77.9 75.6 75.5
1997 80.9 77.0 76.7
1998 8.1 77.8 77.3
1999 87.2 77.9 77.2
2000 90.5 774 76.3
2001 93.5 75.9 74.4
2002 96.7 73.4 716
2003 100.0 70.0 67.6
2004 103.4 65.4 62.4
2005 107.0 59.5 55.9
2006 111.4 52.1 47.8
2007 116.5 42.9 37.8
2008 122.7 35.0 35.0
2009 128.4 334 334
2010 133.6 31.9 31.9

Al Dollar Amounts are in Millions of Nominal Dollal

sImplied migration and nortality rates are from
Alaska Department of Labor

‘Annutiy irterest rate at 7%

"No annual annuity service charge

" Al funds from the permanent fund distribution
accourtt

140.0

120.0

100.0

60.0

o4

20.0

0.0

Page 1of2
Prepared by Lepislative Research Agency -03/16/2(2_210)

Cosl ol Current and SB 0 Longevity Bonus Programs

- Annua) Appropriation Required to
Continue Existing Longevity Program

T Annual Appropriation Required to
Implement SB 8in Place ol Existing
Longevity Program

-r-

. rrocd 0> M. ©OCo
e s i lshisg § & & &
Fiscal Year



Option B

Alaska Longevity Bonus Program and Senate Bill 8
Longevity Bonus Payments Paid From The Permanent Fund Dividend Distribution Account
Individuals Age 65 Prior io 1/94 Do Not Receive PFD

Projected Annuity and
Dividend Payments

4000 1

3000 -«

Annual Annuity Received

2000 t

s 5 § & v @

S 3 s
Fiscal Year

/

Dividend Received

Longevity Bonus Recipients

.l 35000 -
i* ., 30000i
25000 *

9 20000 i

i L1 15000 \
al 10000 (

I 1t 50001

04-=

8 e

Fiscal Qualified  PostFY 93 Total Dividend ~ Annual
Year Recipients  Recipients Recipients Received Annuity
1993 22385 0 22385 839.00 0.00
1994 22488 1137 23625 883.00 92.21
1995 21469 3373 24842 933.00 195.71
1996 20512 5441 25953 975.00 311.95
1997 19587 7383 26970 1020.00 440.94
1993 18687 9345 28032 1081.00 583.90
1999 17843 11224 29067 1133.00 743.58
2000 17018 13144 30162 1186.00 920.15
2001 16237 14932 31169 1240.00 1114.91
2002 15484 16743 32227 1298.00 1329.23
2003 14773 18555 33328 1356.00 1564.93
2004 14066 20372 34458 1417.00 1823.51
2005 13431 22250 35681 1480.00 2106.69
2006 12807 24338 37145 1547.00 2417.02
2007 12220 26607 38827 1617.00 2756.24
2008 11657 25228 40885 1687.00 3126.89
2009 11136 31659 42795 1749.00 3531.17
2010 10641 33899 44540 1315.00 3970.58

Page2df2
Prepared by Legislative Research Agency -03/16¢/2(2.20)

SB 8

Post FY 93 Recipient’

§8 8 4 a8 b

Fiscal Year

Monthly Post FY 93 Total Monthly
Annuity  Bonus  Annuity+Dividend

0.00 250.00 250.00
7.63 242.32 250.00
16.31 233.69 250.00
26.00 224.00 250.00
36.74 213.26 250 00
48.66 201.34 250.00
61.97 188.03 250.00
76.68 173.32 250.00
92.91 157.09 250.00
110.77 139.23 250.00
130.41 119.59 250.00
151.56 98.04 250.00
175.57 74.43 250.00
201.42 48.58 250.00
229.69 20.31 250.00
250.57 0.00 260.57
294.26 0.00 294 26
330.88 0.00 330.8S



Alaska Longevity Bonus Program, SB 8, Options A &. B

Yearly Cost of Longevity Bonus
(Millions of Dollars)

Fiscal
Year Current. SB 8 OptionA  Qciion.B
1993 67.2 67.2 67.2 67.2
1994 70.9 70.8 70.8 70.8
1995 74.5 73.5 73.6 73.5
1996 77.9 75.5 75.7 75.6
1997 80.9 75.7 7.1 77.0
1598 8.1 77.3 78.0 77.8
1999 87.2 77.2 78.2 77.9
2000 90.5 76.3 77.8 77.4
2001 93.5 74.4 76.4 75.9
2002 96.7 71.6 74.1 73.4
2003 100.0 67.6 70.9 70.0
2004 103.4 62.4 66.5 65.4
2005 107.0 55.9 60.8 59.5
2006 111.4 47.8 53.7 52.1
2007 116.5 37.8 44.9 42.9
2008 122.7 35.0 35.0 35.0
2009 128.4 334 334 334
2010 133.6 31.9 31.9 31.9

Prepared by Legislative Research Agency- 03/18/92 (92.200)
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Rsal
Year
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010

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

Permanent Fund Dividends

(Dollars)
SB8 QelianA
924 006
970 849
1022 899
1066 942
1111 988
1171 1049
1221 1102
1271 1155
1321 1210
1374 1268
1426 1327
1479 1388
1533 1452
1589 1519
1647 1569
1706 1662
1766 1724
1830 1791

Option B
839
883
933
975

1020
1081
1133
1186
1240
1298
1356
1417
1480
1547
1617
1687
1749
1815

Monthly Annuities and Longevity Bonuses
(Dollars)

SB 8

Morthly PostFY 93

Annuity
0.00
8.46

17.94
28.55
40.32
53.31
67.77
83.70
101.20
120.38
141.39
164.35
189.40
216.69
246.42
278.75
313.89
352.03

Bonus
250.00
241.54
232.06
221.45
209.68
196.69
182.23
166.30
148.80
129.62
108.61
85.65
60.60
3331
3.58
0.00
0.00
0.00

Option A

Morithly Post FY 93

Annuity
0.00
7.38

15.67
25.00
35.38
46.91
59.80
74.08
89.84
107.21
126.33
147.33
170.35
195.57
223.18
253.35
286.31
322.14

Bonus
250.00
242.62
234.33
225.00
214.62
203.09
190.20
175.92
160.16
142.79
123.67
102.67
79.65
54.43
26.82
0.00
0.00
0.00

Prepared by Legislative Research Agency- 03/18/2 (2.200)

Page 20F2

Option B

Monthly PostFY 93

Annuity
0.00
7.68

16.31
26.00
36.74
48.66
61.97
76.68
92.91
110.77
130.41
151.96
175.57
201.42
229.69
260.57
294.26
330.88

Bonus
250.00
242.32
233.69
224.00
213.26
201.34
188.03
173.32
157.09
139.23
119.59
98.04
74.43
48.58
20.31
0.00
0.00
0.00



Alaska Longevity Bonus Program, SB 8, Options A &. B

Yearly Cost of Longevity Bonus
(Millions of Dollars)

Fiscal
Year Current sfi_a C>Dtion.A  Qfition B
1993 67.2 67.2 67.2 67.2
1994 70.9 70.8 70.8 70.8
1995 745 735 73.6 73.5
1996 77.9 75.5 75.7 75.6
1997 80.9 76.7 77.1 77.0
1998 84.1 77.3 78.0 77.8
1999 87.2 77.2 78.2 77.9
2000 90.5 76.3 77.8 77.4
2001 93.5 74.4 76.4 75.9
2002 96.7 71.6 741 73.4
2003 100.0 67.6 70.9 70.0
2004 103.4 62.4 66.5 65.4
2005 107.0 55.9 60.8 59.5
2006 1114 47.8 53.7 52.1
2007 116.5 37.8 44.9 42.9
2008 122.7 35.0 35.0 35.0
2009 128.4 334 334 334
2010 133.6 319 319 319

Prepared by Legislative Flesearch Agency- 03/18/52 (92.200)

Page 102



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

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

Permanent Fund Dividends

(Dollars)
SBS8 Option A
924 806
970 849
1022 899
1066 942
1111 988
1171 1049
1221 1102
1271 1155
1321 1210
1374 1268
1426 1327
1479 1388
1533 1452
1589 1519
1647 1589
1706 1662
1766 1724
1830 1791

ODtion B
839
883
933
975

1020
1081
1133
1186
1240
1298
1356
1417
1480
1547
1617
1687
1749
1815

Monthly Annuities and Longevity Bonuses

SB 8

Morthly PostFY 93

Annuity
0.00

8.46
17.94
28.55
40.32
53.31
67.77
83.70

101.20
120.38
141.39
164.35
189.40
216.69
246.42
278.75
313.89
352.03

Bonus
250.00
241.54
232.06
221.45
209.68
196.69
182.23
165.30
148.80
129.62
108.61
85.65
60.60
33.31
3.58
0.00
0.00
0.00

(Dollars)

Option A
Monthly PostFY 93
Annuity Bonus
0.00 250.00
7.38 242.62
15.67 234.33
25.00 225.00
35,38 214.62
46.91 203.09
59.80 190.20
74.08 175.92
89.84 160.16
107.21 142.79
126.33 123.67
147.33 102.67
170.35 79.65
195.57 54.43
223.18 26.82
253.35 0.00
286.31 0.00
322.14 0.00

Prepared by Lepislative Research Agency- (3/18/2 (2.20)
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Option B

Monthly PostFY 93

Annuity
0.00
7.68

16.31
26.00
36.74
48.66
61.97
76.68
92.91
110.77
130.41
151.96
175.57
201.42
229.69
260.57
294.26
330.88

Bonus
250.00

242.32
233.69
224.00
213.26
201.34
188.03
173.32
157.09
139.23
119.59
98.04
74.43
48.58
20.31
0.00
0.00
0.00



Alaska State Legislature

-vacly 130 Seward Street, Suite 218
Juneau, Alaska 99801-21%

Legislative Research Agency
Phone: (907) 465-3991

Fax: (907) 463-3351

April 10,1992 A

MEMORANDUM
TO: Representative Gene Kubinaj”
FROM: Paula dSJfeavera and Paul Engelman

Legislative Analysts

RE: Alaska Longevity Bonus-Fifty Dollar Phase-Out
Research Request 92.231

You requested information concerning a $50 annual reduction in order to phase
out the Alaska Longevity Bonus Program. You specifically requested that the
longevity bonus program phaso-out be evaluated using two alternative funding
sources, the general fund and the permanent fund dividend distribution account.
The attached tables show the effects of each alternative.

Table 1 shows the impact of the $50 phase-out proposal using general funds and
compares it to the estimates of the current program costs.

Table 2 shows the impact of the phase-out proposal using the permanent fund
dividend distribution account to fund longevity bonus program. Reduced
estimated permanent fund dividends are compared to the <current estimated
permanent fund dividends.

If you have any questions or need further assistance, please contact this
office.

Attachment



TABLE 1
ALB -$50 Phase-Out General Fund

Monthly  Annual Current
Fiscal Qualified Bonus Cost Program
Year Amount  (millions!  (millions!
1992 21190 $250 S63.6 S63.6
1993 22385 S200 $53.7 S67.2
1994 23625 S150 S42.5 S70.9
1995 24842 S100 §29.8 574.5
1996 25952 S50 S15.6 $77.9
1997 26970 SO S0.0 S80.9

TABLE 2

ALB -$50 Phase-Out PFD Distribution Account

Mothly  Annual Reduced
Fiscal Qualified Bonus Cost Projected Projected
Year ParticiDants Amount  Tmilliosl PFD PFD
1993 22385 S200 S53.7 S924 S830
1994 23625 S150 S42.5 S970 S897
1995 24842 S100 529.8 S§1.022 S972
1996 25952 S50 515.6 S1 .066 $1.041
1997 26970 SO 0.0 s1.111 Si.m

Sources: Alaska Department of Administration and
Alaska Permanent Fund Corporation

Prepared by Legislative Research Agency April 9.1992 (92.231)



THE LONGEVITY 30NUS PROGRAM:

OPTIONS UNDER THE VEST SETTLEMENT

JON :<. TILLINGHAST

3irch, Horcon, 3iccner, Pescinger S Anderson

March 8, 1983

«
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1. INTRODUCTION
On June Li, L932, the United Scates Supreme Courc ruiea
that the cumulative residency requirements of Alaska's permanent
fund dividend distribution program vioLaced <che Equal Protection
CLause of <che United States Constitution.” Shortly thereafter,
Alaska's Longevity 3onus ("AL3") Program was challenged on equal

(0]
protection grounds.- On Augusc 9. 1932, Che Department of Law,

with the approvaL of che Alaska Legislative Council, encered inco
astipulation in che Vesc case which stayed all proceedings
pending adjournment of chis legislative session, in order co
afford che legislature an ! opportunity to rac;dress che

constitutional problems with che existing program.

The purpose of chis reporc is to analyse some 10 opcions
available to <che legislature in amending Che Alaska Longevicy
3onus Program. This report i3 a first ste.p in a process which
must be compLeced by che end of chis session. As subparcs (C) and
(D) of chis section discuss, che likely consequence of failing co
enact remedial legislation <chis session is Chat Che AL3 program
will be judicially terminated.

A. Description Of ;rhe Longevity Bonus Program

Predecessors of cﬁe existing AL3 program can be traced co
1515. In chac year, che Territorial Legislature authorized a

monthly allowance of 512.50 for needy elderly Alaskans of 10 years

LZobel v. Williams, 72 L. Ed. 2nd 672 (1982)

-lesc v. Shafer, 1 JU-32-L103 Civ. (Isc Jud. Disc., 1932)



residency vno chose noc co encec che newlLy-creaced Pioneers'

Homes."

The curranc program was enaccad in 1372 as a

of Legislation introduced by Senators Buccovicn ana P.ay.3

unlike

che "need-basea" focus of ics predecessors, Che

LegisLacion was co:

provide aLL Law-abiding Alaskans capable of
managing cheir own affairs who have maintained a
domicile in che scace for ac Lease 23 years and
have reached a reciramenc age of 65, an incencive
co concinue wunincarrupcad residency in che scace.
Uncer no circumstances shaLL chis chapcar be
considered a form, cype, or manner, of public
ralief. The bonuses made under <chis chapcer ara
noc pradicaced on neec even chough chey may appear
co provide suppLemencal income <co some qualified
persons who would ocherwise be farced <co become
responsibilities of che scace. The Legislacura
furthar finds and scacas chac chis LegisLacion
recognizes Che economic hardships suffered by many
elderlyAlaskans, Alaskans  who Chrough cheir
cenacicy and perseverance molded Ala-ska as we know
ic chrough skillful application of <cheir calencs.
These pioneers are che same Alaskans who, in che
prime of cheir life, were in efface <created as
second <class <cicizens by <che federal governmenc
and who paid much of cheir hard earned income co a
governmenc in which chey did noc have che righc Co
participate chrough che power of Che balLoc. The
LegisLacure aLso is aware of Cheface chac many of
Chese pioneers have been forced co Live ouc cheir
ceciremenc years in areas far away from che land

Chey loved and nurcured and thereby also
suffering, in many cases,; che loss of familial
relationship wich cheir own kin, an experience
chac is sad and fruscracing Co chem as well as
depriving new generacions of Alaskans che benecic
of cheir wisdom and experience. This legisLacion
hopefully  will provice our pioneers wich Che

economic means Co remain in and concinue cO Serve
cheir scace and co enjoy che oppoccunicy of aiding

-Onapcer o*, TCa 1915.

AChapcer 205, SLA 1972; AS i7.L5.010 ec seq.

3S3 211, 7ch Leg., 2nd Sess.

result
Quica

1972



che new Alaskan in snaking <che scace truly "The
Cceac Land." 5L, Ch. 205, SLA 1972.

The ALB program, Chen, has several, purposes:

L. providing an incencive <cor a parcicuLar class of
senior cicioans co remain in che scace;

2. compensating for che hardships faced by reciremenc
in AlLaska;

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

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

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

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

years, che amounc has gradually increased co ics currant $250

per month.~ A person is eligible for a bonus if'he or she:

1. is 55 years of age or older;

2. was "domiciled in che territory” on or before

January 3, 1959; and

3. has been continuously domiciled in che scace for 25

years.7

Additionally, if a person is absent from che scace for
more chan 30 days, he will noc receive another bonus wuntil he
recurns. AS 47.45.030. | f the, person is absent for a

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

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

AChapter 13, SLA 1981

7TAS 47.45.010



Sxceocions i.2 r.aca i: che absence ™is beyond :ne control of cr.e
recipient.” -0

The Lonzevicy bonus La capable uncar rha Ir.cernal
Revenue ’Code. However, ic is almost wuniversaLlv axel-dec in
caleulacing income elLigibilicy for scace and :adsrdi ass;seanca
programs.

3. The Individuals Coverad 3v The Alaska lonaav;:v

3cnus Procram.

Thera are currently some 9,425 Alaskans receiving some
323.4 million in longevicy bonus paynencs. Skatcning an
accurate portrait of cne scace's AL3 racipier.cs is difficult,
because che AL3 applLicacion fore; requires Liccle pecsonalL
infornacion. In 1973, che Alaska Deparcmenc of Healch and
Social Services conducted a random survey of ALB recipients.,q

and, in conjunction wich che Vesc

A(JInder 42U.S.C. 51382(a) (b) (2) (3) , which governs
eLigibilicy for federal Supplemencal Security Income, and

reference alLso concrols ocher federal programs such as Medicaid
and energy assiscance, che following is excluded from che

definition of income:

"mor.chly (or ocher periodic) payments received by
any individual wunder a program established prior
co July 1, 1973, if such payments ace made by che
Scace of which che individual receiving such
paynencs is a residenc, and if eligibility of any
individual for such paymencs is noc based on need
and is based solely on attainment of age 55 and

duration of residence is such scace Dby such

individual."

A"Alaska Longevicy 3onus Imoacc Survey," Alaska
Deoarcnenc of Healch and Social Services (1975)

(hereinafter "AL3 Survey)



secciemenc, che Department: or Law conducted a non-candcn survey
of some L.396 parciripancs .

Fromchose surveys, icis apparenc chac a Large
percentage of ALE recipients are Alaska Natives Living in rural
areas of che scace.Moreovec, and in large pare because of
che ineligibility of many rural residencs for social security,
che longevicy bonusis often che primary source of income for
rural residencs. For example, 41’ of che elderly in Souchwesr.
Alaska, and 657. in Norchwesc Alaska, rely on che longevicy bonus
as cheir Rprimary source of incom’e." r

Available evidence suggescs chac a large percencage of

AL3 recipiancs have incomes only marginally above Che current

scace welfare assiscance level of 5546’ per monch. The
Deparcm'enc of Law's1982 survey -- which was skewed coward che
more needy recipients of che AL3 — found chac 81.4.7. of che

1,395 recipients sampled had monthly incomes of S750 or less.
The 1975 AL3 survey found chac half of che AL3 recipients had a

monthly income, "including Chac of cheir spouse,"” of under $500

per monch. 12 Anochec

LOin 1975, 41% of che AL3 cecipiencs lived in rural areas
che scace and 24.1% were Alaska Nacives. AL3 Survey ac 14-15.

H"An Assessment of che Scacus and Needs of Alaska's

Elderly," Department of Sociology, Collage of Arcs & Sciences,
University of Alaska (1981) (hereinaccec "Assessmenc.")

1-2aL3 Survey, o0o0. cic. n. 9 ac 13-15.



AA"  had ir.car.ss  of less ahan 31.300 per month. A L?3L
University of Alaska survey ir.di-latea chac rOubrlv r.aL: of
Alas:<a's elder If had monchly incones of Less chan SSGO.0O0."

The L975 AL3 survey surgescs chac, in Lignc of che rigr
percencags of bonus recip-iencs in che 65-70 age group, che bonus
has haa a macerial efface in allowing olLdar citizens co rer.air.
in che scace accer recirer.enc.l.4 The reporc also indicates
chac che AL3 program has alLLowed a significanc percancage of the
eldecLy co remain off wvarious public assiscar.ce programs
including food scamps and scace Old Age Assiscanca.

One significanc characceriscic of Alaska's elderly in
general wacrancs noce -- one chac will become auice significanc
in our analLysis of alcarnacives. Only 10L of Alaska's elderly
haveresided in che scace for 10 years or Less.”

C. The Sffects of Zobel And Vest On The AL3 Program.

In reviewing che 1972 legislation creating che
Longevicy Bonus Program, che Deparcmenc of Law concluded chac
" che classicicacion predicated upon being domiciled in che
cerricory on or before January 3, 1959, bears liccle, if any,

rational relacionship co .any legicitnace legislative purpose

which chis biLl is conceivably designed co serve and chus is in

13Assessment, oo. cic. n. 11 ac 31.
I"AL3 Survey, oo. cic. n. 9 ac 12.
151d. ac 10, 13.

loAsses smer.c, 00.. tit, n. 11 ac 12.
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. . 1>
3LL probability unconscirue Lenal."

NonecnelLess, che AL3 program remained ur.c.nalLLengad
uncil Lb5a2, folLLowing che U.S. SupremeCourt's decision in Zobel
v. Williams (hereofsec "Zobel [I1").13

The Law in issue, in Zobel 1IIl  (AS 43.23.010 ec. sea.)
provided cor che discribucion of a pernanenc fund dividend of
320.00 for each year of accunuLaced Alaska residency. The Courr
ruLed, 3-1, ~chac che cuaulacive residency reauiremenc of che
program was noc cacionalLly reLaced coche goals of che scacuce
-- a ruling which is discussed in more decail in seccion 11(A),
Q0SS C.

The permanenc dividend fund discribucion program, in
pare, was incended co reward Alaskans for prior concribucions co
che scace, a goal which: (L) <chree juscices Dbelieved was

19

conscicucionalLLy inpecmissible; and (2) five juscices

beLieved was a permissible goalL, buc was nocracionalLLy

furcheced by a scheme

A"Memorandum, Havelock co Egan, Re: FCCS HCS CSS3 211 ac L7
(June 29, 1972).

Williams v. Zobel. 519 P.2d 422 (Alaska 1980) ("Zobel
I"), che Alaska Csay reme Courc invalidaced <che scace's graduaced

personal income repesl. In Williams v. Zobel. 619 P.2d 448
(Alaska L930) ("Zobel 11"). <che courc upneLd <che <cuaulacive
residency requiremanc 0: AlLackc’s permanenc fund dividend
discrié)ulcion pLan -- a ruLing reversed oy che 0.3. Suorame Courc
in Zobel 111.

1900in ion of che Courc, 72 L. Ed. 2nd ac 579.



N

..r.im. zivicer.cs solely on ;ne basis of resider.cy.

Beyond che co-115 of rhe case, Che various opinions --
pareicuLsrLy chose of me concurring juscices -- ere rich in
foroocir.g language suzgescir.g chac any durecional res icer.cy
requiremer.c nay receive "f‘nrens if ied acrucir.y' by me Courc, anc
will be juse ified only in "race" circumscances.7:I

As is noce fully discussea in Parc 11(A), 005¢c. rhe
impact of che ZobeL decision upon che AL3 program was appacer.c.
Two major goalLs of ~che existing AL3 program are co raware
elder Ly ALassans for chair p~hior concribucions, and co
compensace for pasc hardships and surfacing -- ends which are
implemented by a aucacionalL residency requiremenc more severe
chan chacac issue in Zobel. Achallenge co che AL3program was
noc long in coming. On July 6,982, one Rodney G. Vesc
challenged che AL3 program in Supecior Courc in Juneau.22 Mr.
Tesc is an elderly AlLaskanwhose residency in che scace
commenced chree nonchs afcar scacehood. His complLainc soughc
declaracory and injunccive relief scriking <che duracioral and
scacehood residency requiremencs of che acc.

The Scace's responsewas colLoced by 82 of Che

LegisLacion, which provided, incer alia, chac:

iJSee 3cenr.an conc., 72 L. Ed.2nd ac 534; O'Connor conc.,
L. Ed. 2na ac 635.

21-Brannan conc., 72 L. Ed. 2nd ac 681, 63&.

--iee n. 2, ance.
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"if any provision of c.-.is acc. or che application
of provision of rnis acc <co any person or
circumstance is held invalid, chis encira acc
shall be considered invalic."

As che 3eparcr.enc of Law explained in reviewing che

1372 Law:

"lc is <clear <chac che ‘incanc of <che LegisLacure
expressed in Seccion 2 of che bill is coforescall
che possibility chac a parciaL decLaracion of
unconscicucionaLicy would result in broadening che
coverage of che bill co ir.cLuded additional
clauses. This wouLd be che case, for examplLe, if
either che 25 year waicing period requirement or
che January 2, L959 cucoff dace were daclaraa
invalid, and che bill .was expressly or iapLi.ealy

severable."-3

Thus, invaLidacion of che Longevicy Bonus Program would
cesulc noc in expanding che number of ALB cecipiencs, buc cacher
in che abrupc cecninacion of che ancice program.

Facing chac grim pcobabilLicy, che Scace, wich che
approval of che Alaska Legislative Council, encered inco an

agreement wich Vesc, a copy of which is accached as Appendix A

The essence of che agreement is as follows:

1. Proceedings in che Vesc ~case are scayed
chrough che conclusion of chis legislative
session. Because chac case has been subsequently

certified as a class accion,? existing ALB
recipients are noc in jeopardy ac Lease chrough
adjournment of chis session;

2. The ALaska LegisLacive Council promised co use
ics "besc efforts” co secure che -enaccmenc of
legislation which craaced aaualLLy "aLl persons 65
years or older as of July L, 1G32, who have been
boru <ida AlLaska residencs for ac Lease one year
p.nr co chac dace";

--0£. etc, n. L7 ac 5.

--Order Certifying Class and Directing Nocice ''ca 713



r- fezis Lac:on zz :n:5 S0:. Were enacsec mi.

session, Che sur: 'lou.u 0 SISMSSSecC; ar.c

P.eccznising :nh2r rhe Council souls r.oc bins
re Legislature, i: leg:slLac*on is r.oc enassac,
Mr. 'esc nav CUrsue his sase. wich che orosoole
reiul: sr.as che program will be carninacac.

There are ehrae aspecrs of che secclanenc whis.n warranc
noce. Firsc. ooviousLy, are che severe cir.e conscraincs euncer
wnich che Legislacura is operacir.qg. Seconc, chere is che
seccler.er.c’s incancionalLLy bcoaa Licr.us cesc of accepcsole

Legislacion. ALL che LegislLacura need do is erase aLL aldarlLy,

one-year Alaskan residencs "equally.” The scandarc could be rrac
by any numoer of opcions, including repeal of che program.
Third. chere is che inescapable financial impacc of che
seccla.T.enc icself. In order co creac aLL eLderly Alaskans who
were one-year residencs as of Julv L. 1932 equally, ic will be

necessary co fund recroaccive Longevicy bonus paynencs under che
exiscing progrcn coche some 3,300 eLderly Alaskans who would
have qualified. The necessary recroaccive appropriacion is
approxir.acely 3LL.» million.

Of course, Che legisLacure icseLf is noc "bound" co
pass any parcicuLar kindof LegisLacion, or any LegisLacion or
appropriacion ac all. While a "besc efforcs"” cLause is
enforceable, chac oolLigacion runs onLy co che AlLaska lagislacive
Council, which has already denonscraced boch gocd faich and

diligence in accenpcing co meec che obligacions of che order and

sscz L2m2r.c.



D. Score -N0

Tha purpose

parrirular amar.cmancs

tr 0en: 1: This 3-ioolr: .

of “his reporc is nor

ro che Alaska Longevicy Eonus

ro :acommend

Program. As

Secrion 11, oosc makes pLain, any "reconmendacion" is a funccion
of cha goals union rhe legislacura seeks co achieve chrough chis
exercise.

P.acher, che goaL of <chis reporc is co assemble a
comprehensive Lise of alcarnacives proposed by various
incerascad parries, and co analyze che alcarnacives in Lighc of:

1. conscicucional conscraincs;

2. fiscal impaccs;

3. pracricabilicy; and

4. che efface of any changes on che eLderly's

eligibilicy for ocher programs.25

In developing a Lise of alLce-rnacives, chis reporc has
included five opcions examined by che Sheffield Adminiscracion,
and five alcarnacives developed by ch.e auchors of chis capote.
The informacion pcesenced wich respecc co each opcion is
incended co be sufficienc for a threshold decerninacion of
efeasibilicy. .The reporc accempcs- co ancicipace che major
problems and issues surrounding each opcion; however, ic 1is noc
incended co exhausc che deC3ils of every proposal.

Racher, cha reporc should be wused as a basis for che
Senace Judiciary Commiccaa's preliminary indicacion of

-:5ee Section

11.(C)

0o0scC.

-12 -



ore:erer.ca. < are recamr.enamg mac me committee ::.0"3e :@.;*
or three primary apeions. 'is will men prepare implemer.r me
leaiblar-an ana a decjilea analysis 0: che primary opritr.s.
Under chid approach, che committee will r.oc be required, ac mis
early point, co make an “all or nochir.g" choice. ic will also
afford che ccmr.iccee flexibility ir. che evenc chac, for soma
prasencly unforeseeable reason, one opcion becomes impcaccicable.

Urate implanencing LegisLacion and a decailed analysis
of che commiccee’s choices can be cransmicced wichin cwo co
chree wee<s, deoendins on che oocions chosen.

Z. Alternatives included In This P.eoorc.

The occions included in chis reporc, which are analyzed

in cum in Section IIl, are:

L. expand che Alaska Lonzevicy 3onus Program co
include all elderLy Alaskans wich one-year's residency;

2. phase ouc che Alaska Longevicy Eonus Program by
gradually reducing benefits;

3. phase ouc che Alaska Longevicy 3onus Program by
gradually reducing benecics, while contemporaneously

raising che eligibiLicy Limics for genecal scace
3ssiscancs;

providing a minimal base paymenc under che ALaska
Longevicy 3onus Program based solely on one-year's

residency, wich suppLemencal paymencs made on che basis
of need;

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

5. creace an annuicy plan, wich che annuicy corpus
consisting of permanenc fund discribucions. This
opcion would necessitate a cransicion program for chose
persons -0 years and older;

-13-



7. fund che Alaska Longevicy 3onus Program chrougn a
"pay as you " social secucicy syscan, funcea ay
approximacely ZI'»  ac che exiscir.g permanenc func
dividana discribucians;

3. replacing cha ALaska Longevicy 3onus Program wich a

ccmorenens ive  healc.n insurance program for aLderly
AlLaskans ;
9. condicion eligibilicy for a longevicy bonus upon a

demonscrac ion of hardsnip which wouLd be sufferea by
being ur.able co concinue Alaska residency; ana

LO. open che ALaska Longevicy Bonus Program co all

one-year residencs, and cecrninace che program -- giving
FY L934 racipiancs a grandfacher rigr.c co concinuea
bonuses.

11. ccnst?..ai:;ts on the chqgicz of options
There are four basic <consideracions in choosing a

package of amencmencs co che Alaska Longevicy 3onus Program.
The purpose of chis seccion is co provide an overview of che
conscraincs and policy choices which shouLd play a role in chis
commiccee's decision,

A. Conscicueional Conscraincs.

The obvious and primary conscr3inc on any sec of
amendmencs co che ALaska Longevity Bonus Program Lies in che
equal pcoceccion cLauses of che Uniced Scaces (Amendmenc 14) and
AlLaska (Arc. L, 51) constitutions. The existing Alaska
Longevicy Bonus Program discriminaces becween ’Alaska residencs
based on cheir duraeion of residency; moreover, all of Che
alcerr.acives considered by chis reporc involve some duracional

residency requirement

-14-



L'noer oocr. me feceral ano  -L35X3 ronscirueLons, a
durarior.al residency requirement wnion conclcions cr sanies
a mar 3 ":ur.canancal ::znc" or 3 "oasic necessiey 0: Lira’
valid only if me discrininacion ia necessary co furme
ccmne LLi.og scace Lncarasce Zobel :i. 51} ?.2d ac 443; :-l;cr

Hcao-.caL v. Macicooa Cowncv. 41j U.S. 230, 259 (1974).

":uncamenral righcs"™ involve such chinas as wvocing,-*~ wnile
"basic necessities 0: life" include basic medical carep'_ anc
weicare.23

The so caLLao "righc co cravel”™ -- which any curacional
residency recvirem.enc arguable af.cecra -- is noc a fundamental

righc aucomacicaLLy criggering che compelLir.g scace inceresc
cesc. Zcbel 11, 619 ?.2d ac 423-425, Zobel 111, 72 L.Zd. 2nd ac
677-573.29

We are cor.fider.c in concluding chac Longevicy bonus is

noc a "basic necessicy of Life." The program is noc welfare
ic is noc based on need. Basic indigene assistance -- including
boch income suppLemencs and Medicaid -- are avaiLabLe co che

2-punn V. BLumscein, 405 U.S. 330 (L972).
AManorial Hospical v. Maricopa Councy, 415 U.S. 450 (L974).
m~Shapiro v. Thompson, 394 U.S. 5L3 (L969).

"Ona of <che oddicies of Juscice 3rennan’s concurrence in
Zobel 11 was his view chac che "righc co cravel” is a
"funcamencalL" righc (i_d. ac 532) -- alchough impairmenc of chac
rigr.c by a duracionalL residency requiremanc should be cescaa under
che ceferencial "racior.aLLy relacaa"™ scandard (see ce:tc, 0030) or
ac worse "incensified ... scrucinv."” Id. ac 53L.

-15-



needy in chis scace.The longevicy bonus program seems more

akin CD che permanenc fund dividend, wnich che Alaska Supreme

Courc held in Zonal .1 was noc a "basic necassicy of life." 515
?.2d ac --5. As che Courc of Appeals for che Ninch Circuic has
observed:

"Deprivacions which are onLy unconforcable are noc

enough, suer, as conditioning lower cuicion ac
scace inscicucions of higher educacion upon a
one-year residency requiremenc."” Fisher V.
Reiser, 510 F.2d 529, 539 n. 519/t), cere.

dan:ea 447 US 930.

Under <che federalL —conscicucion, chen, any rduracional
residency requiramenc imposed by amendments ca che AL3 program
need onLy be "rationally relacad” co a legitimate governmental
purpose. Zobel 111. 72 L.td. 2nd at 573. As' this section will
discuss, however, chac scandard is occasionally more deferential
in its teems than in its application.

Conversely, under the Alaska Constitution, a durational
residency requirement will withstand scrutiny only if it s
"fairly and substantially related” co a legitimate governmental
purpose. Zobel 1. 519 P.2d at 427. The more the balance tips
in favor of che individual, vche more necessary che
discrimination must be in order to further the law's purpose. Id.

From these standards, che following ground rules can be

extracted from aoolicable case law:

30see Memorial Hnsoic.il v. Maritooa Councv, 4L5 U.S. ac 251

-15-



-a rase the ror.a :ices o0: <c:c'.nensn:p. .one. L,
'.£d. 2c ac ZI- (Brennan conc.)* 7n ocher worrs, che scace r.ay,
b;e a curacionaL residency recuiramenc, ":.ake virecall/ cercair.

(chac che reciprenca of cr.e program are) bcna :ice residencs of

che scace ..." viandis v. '-(Lira. 412 'J.5. 441, 452-454 (1973)

As a general rulLa, accocneys have assumed chac in cases
noc involving cha "compelling scace inceresc" scar.carc, a
one-year duracional residency raauiceasnc is permissible as a
presumpcion o: domiciliary. See. Scams v. Malkerson, r. Supp.
325, 224 (Minn. 1970), affd. mem 401 U.S. 935 (L97L).

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

cases involving eicher parcicularly accraccive benefics, or
parciculLarly cransienc populacions, a duracional residency
recuiremenc in excess of one year is conscicucionalLLy
permissible. See Mocicn cor Summary Judgmenc, Sepcember 3,
1932, Andress V. Baxcer. ec al., No. A32-307 Civil, U.S.

Discricc Courc, (D. ALaska 1982).

For che purposes of che Longevicy Bonus Program, Chere
are chree reasons why ic makes Liccle .sense Co accempc a
mulLci-year duracional residency cequiremenc as a presumpcion of

domicilary. Firsc, che accempc woulLd Lack subscancial



precedential suoporc. Second. ic would be <contrary co che
Augusc 5. 1952 sectlament in che '/esc case.Fir.aLly, ano as
noceo previously, a duracional resioency requirement would noc
begin co exclude significanc numbers of elderly ALasxans unless
ic was in excess of 10 yea.rs.

2. Duracional residency requirements
permissible for reasons ocher chan presuming domiciliary,
alchough ac lease four justices of che |I'niced Scaces Supreme
Courc believe chac chose sicuacions are "rare.” Zobel [II, 72
L.Ed. 2nd ac 5ol."~

Ac che oucsec, a scace cannot use a ler.gchly duracionalL
residency requirement co reward Ilong cirne residencs for Cheir
prior concribucions co che scace. To a majoricy of che courc,
while che purpose icself is permissible, a duracional residency
cequiramenc is irrationally <caiLored co <chac goaL -- a poinc

bluncly made by Justice O'Connor in her concurrence:

"A° mulcicude of nacive Alaskans --including
chiLdren and paupers -- may have raiLed co
concribuce co <che scace in che pasc. Tec che

scace does noc dock paupers for cheir prior
failures co concribuce, and ic awards every person
over che age of 18 dividends equal co Che number
of years chac person has lived in che scace.” 72
L.Ed.2d ac 889.

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

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

may

3l19ne "rare” example cited by <che four concurring juscices

was qualifioacion of public office. Id.

be



mmm

3x15c.r.a AL2 program. If ic is irrational :o assume chac all
10ng ::me resicer.cs ":on::-vcueec” co che 533:2. . nay 32
equally irracional :o assume :r.ac all 10r5 cine residencs

suffered sucscancial pasc harcsnip.

There is one universal hardship which equaces wich

carriracial residency -- che lack or francnice. Ic is
conceivable chac a Longevicy Bonus ProScan inrancad co
canpensace for chac Lac;< of repcesencac icr. would be
conscicuricnalLy permissible. However, chac racionals would
only justify ~che January 3, 1959 residency requirener.c -- noc

che 23-year concinuous residency provision of che act.

A much closer quescion is posed by che program's goalL
of alLlowing elderly Alaskans co remain in che scace who would
suffer parcicularly severe hardship if <chey were financially
required co celocaca. Juscices Dinond and Macchews of cha
Alaska Supreme Courc believe chis may be a conscicucionalLLy

permissible goalL subscancialLy furthered by a duracional

residency requirement:

a scace Longevicy Bonus require(s)
lengchy residency. Boch chose programs, however,
are apparencly designed co help chose individuals
who wouLd Like co cecire in Che scace hue cannoc
afford co do so because of <che high <cosc of
Living. The scace mighc weLL wane co Limit che
benefits co chose <chac would suffer che mosc
hardship by being forced co Leave, and ic seems
reasonable co suppose chac a long period of
residency would be some indicia of close «:ies co
Alaska and che disrupcion chac Leaving mighc
cause." Zobel 11. 619 ?.2d ac 169 n. L2 (Dirrona
Oissencing; .



The Oeoarcmenc of Law. in face, has cor.clucac chac chs
Pioneers' Home may be ccnscicucionally defensible as a
reasonable 'means on acccmpi. isning precisely chis goal. 3
Inceec. one opcion consccared in chis reporc would aware
longevicy bonuses on che-basis of hardship caused by relocation

-- which in urn would be measured _in oarr by length of
residence. 3y making length of residency "some indicia” (61?
?.2d ac Ag?) of che harcsnip of relocacion, cha opcion would
avoid che ir.ciccmenc of overbreaach which was facaL co cha
permanenc dividend fund discribucion program in Zobel 111.
Finally, as co che AL3 program's goal of providing an
Lncer.cive for a specific subclass of AlLaska's elderly co remain
in che scace, che <courcs in all VLikelihood wouLd view chac
purpose as merely discrimination for ics own sake. See Zobel
I, 72 L.Ed. 2nd ac 673-679. Presuming chac onLy Long-cima
residencs have che reauisice "wisdom and experience” co warranc
subs idizacion is hardLy likeLy co impress che U.S. Supreme Courc.
3. Varvinz Goals of SeveraL Lonzevicv Bonus Oocions. " *
There is a substantial difference of opinion as co whac
an amended AL3 program should accomplish. As noced previously,
che Legislature may wish co recain one of che major goaLs of che
existing program -- alLlowing those elderly with the cLosest ties

co Alaska co concinue co Live here.

3—932 Op. Accy. Gen. (November 26, 1532) ac 25
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Alcernar iveLy, :na fiscal <consequences c: ‘n2 various
alremcrrues may re rhe primary consideracion. As previously
discussed. 1: Lagislacicn in ccnfcrnicy wirh me Vast secrlemsr.r
is enaccec, an acoicianai 511 million muse be appropriaced 3s
recroacrive bonus payments co July 1,1982. Several of me
opcions which propose co phase ouc che program, or which orooose
a conversion co permanenc func earnings, are pare'.ally or
primarily direcced ac chis ena.

The primary goal of che legislacion may alLso be co
procacc chose currancly mosc depender.c upon che bonus. The
currer.c 91c Age Assiscance income Level is S576.30 per monch and
chare are approximacely 2,300 elderLy Alaskans receiving scace
assiscance. Since che longevicy bonus is noc included in che
calcuLacion or income cor scace assiscance, che praccicalL
consequence of a phase ouc or cerminacion of che program would
be co macerialLy reduce che availableincome of che pooresc
eLderly Alaskans. Moreover, as noced in Seccion 1(B), anca.
chere ere a Large number of eLderly Alaskans who are currenclLy
onLy macginaLLy above che exiscing scace povercy Level.

There are <cvo opcions parcicularly sensicive Co chis
goaL — <che phase ouc of che ALB program in conjunccion wich a
correlacive rise in scace assiscance levels, and che oocion of

comoensacing chose who would suffer che mosc hardship by

re Locacion.
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Lich raspecc :0 ~chis goal, however, ir should be
accessed mac cha existing AL3 pcogram has been purposefulLlLy
scurcrurad so as co noc be a "welfare program.” PraciseL/ for
chac reason, rhe 000500.01 is administered by cha Daparcr.enc of
Ac-ir.iscrac ion, racr.er chan cha Deparcmenc of Healch ana Social
Secvisas, and any conversion ro a "need-based" program will
undoubtedly offend che dignicy of many elderly Alaskans.

Finally, chere is che possible goal of providing a long
cerm, scable bonus program which* frees <che general fund from
increasing comnicmencs. The anquicy and scace sociaL securicy
opcions are primarily direccad acI chis goal.

C. Cansecuerc id1l Effects of Any Amendment To The

Longevity Sonus Program.

Any change co che Longevicy Bonus Program may have cwo
consequences which muse be considered: (1) che concinued
eLigibiLicy of AL3 recipiancs for ocher scace or federal
assiscance programs; and (2) Cax consequences on paccicipancs.

As noced in Seccion 1(A), anca, under federalL Law che
ALB is excluded from che definicion of "income"™ for many federal
assiscance purposes.33 As Long as. .any amendments co che ALB
program concinue co base eligibility "solely on accainmenc of
age 65 and duracton of residency,” and remain sufficiently
simiLar co che existing program so as co be fairLy called "a

program established prior co JuLy L, 1973," che exemption woulLd

be recair.ed.

NSee n. 3, 3nce.
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Obvious!./, an? material changes in eligibility

requirer.enrs or struecure of the program raise “be ris-: mac me

new benefit will be included as "incone.” and nan/ elderl/
Alaskans wilLl be terminated from cbe applicable federal
pr33ram. The Oeparc.r.enc of Healch and Social Services Dbaa
estimated che impacts from a loss of che longevicy bonus

exclusion. Those escimaces appear ac Appendix 3 of chis reporc.

Anticipating che sane problem wich permanenc fur.c
divicer.es. che Legislature, in che L932 SpecialL Session,
provided chac <che scace would ’subscl(,:uce lose benFcics for a
period of four moncr,s. " Obviously, and co che excenc
possible, an/ amendments co che AL3 program shoulLJ either be
cailored <co the existing exception, or falL within another
separace statutory income exclusion such as a "need based”
payment.”

Tha cax consequences of amendments co che existing AL3
pcogram become particularly impoccanc with respect co chis
report's annuicy opcion -- which 1is created in decaiL in Saccion

I (?), dost. Ac che oucsec, ic is sufficient co note chac:

1. The existing longevity*‘bonus program is taxed under
Che IncecnalL Revenue Code;

2. Any AL3 program which is based on need, or could be
chacaccerizea as a "social benefic program for the

promotion of che general welfare,” would in all
likelihood noc be taxac by che IRS; and”o

A Hjeeyew/Jo
35See -2 1J.s.c. 51332(a) (b) (6).

3*See |IRS Revenue Rulings, 53-135, 1552-2 C.3. 15: 53-2
1553-1 C.3. 72-2-0, L972-2 C.3. 21; 73-170. 1573-1 C.3. 24.
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3. On February 2°, L981. che Incerr.aL Revenue Servizla
ruleo chac dividends discribucea uncec che scace'3

prior permanent aividend fund Legislation -- rhe
scacuce invalLiaacec in ZonelL .111 -- wees caxaole wunder
che Incerr.aL Revenue 0003.-"" while che IRS has yet

co rule on che existing cividenc program, ic is Likely

chac caxacion of <che permanenc func dividend could be

deferred if ic is wused co fund che annuicy or social
securicy opcions discussed in chis reporc.
1. DISCTS3 ION 0- ALTERNATIVES

A. Expandir,2 The Class Of Alaska Lon”evicv Bonus

Recioiencs To Include All Elderly rftch Ona-vear's

Resider.cv.

There are currencLy some 9,-25 AlLaskans who receive
bonuses cocaLLy 323.23 milLion. This proposaL would require
addicional appropriacions for (1) bonuses for an additional
3,303 peopLe; and (2) addiCionaL cleeical suoporc in che

Oeparcmenc of Administration. The addicionaL coses woulLd cocal

312 million in FT 1934, increasing co 513.7 million in FT

L933.33
These appropriacions ace in addicion co Che Sil.4
million recroaccive award required under che Vesc secclemenc.
The advancages of chis opcion are two-fold. First, ic
is one of che constitutionally "safest"™ opcions. Second, since

eligibility would remain dependent on "duration of residence" --
aLbeic only one-year -- in all Likelihood it would faLL wichin

che existing ALS exclusion co fedecaL assiscance programs.

371?.3 Index ..'os. 0061.40-00; 0451.20.00; 0102.00-00.

3"0eoarcmenc of Administration draft ciscalL note, January.

11, 1963".
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Addr:orall/. wn:le cheoracically  anv 2na-v?a:
Iberly Alasxjn cede rake advancage of <chis program, rhe
3 or m33<3'* elderLy (see Seczicn 1'3), 1zr.z2)
sued chac <che primary beneficiaries of <chis opcion would be
chose who nave Lives in che scace from 13 co 25 years. “Ihecr.er
such a program would encourage in-migrarion is problemazical.

In acoicion co obvious fiscalL disacvancages, chis
aLcarnacive would diluze <che dignicy and cecognicion accencanc
che currer.c bonus co cha poi.nc of non-racognicion.

3. Phase 3uc e 2:isrircr Lanzevicv 3onus PTCrrsm.

One of che opcions analyzed by che Sheffield
acciiniscraciar. wouLd pnasa ouc <che ALS Progran byreducing
benecics by 350.00 each year beginning wich FY 1934. 3y paying
S20Q.GO a mor.zh co 13,223 cecipiencs racher chan S250.00 co
9,425, che nec increase co che program in FY 1934 would be 52.1
million. In fiscal year 1985, however, when che bonus is
reduced co 5150.00, chere wilL be a nec decrease of 58.7 million
in program coses.

This opcion has been unfavorably viewed by che
adniniscracion, and apoarencly was prepared only as a poinc of
comparison. Despice ics fiscaL benefics, che proposalL proceccs
no one. The pooresc of ALaskals .elderLy would suffer che mosc.
Since, as discussed previously, Alaska Longevicy bonuses are noc
counced in e:<iscing scace and federal assiscance income Limics,

che needy elderLy person in AlLaska receives, currencLy, a



subscribed nonchly income of 33-': for OIld Age Assiscance, plus
5230 from rhe ALB program. This opcion would chus macervally
reduce score assiscance levels.

C. ?u:se O'jc "he E/iscir.r Lor.zevirv Bonus Prrtrem

A Conremcorar.eous Increese in Score Assistance levels.

The epparenc “"preferred” opcion oi many wich che
Sheffield adniniscracion is co gradually increase scace Old Age
Assiscance Levels while ac che sane <cine gradually decreasing

che anounc of che Longevicy bonus. The program would funccion

in che fallowing manner:

* -
CHART 1.
YEAR OLE AGE ASSISTANCE LEVEL ALASKA LONGEVITY 30NUS
FY 1933 3546 3250
FY L934 3595 3200
FY 1935 3546 3150
FY 1936 3696 * $100
FY 1937 3746 3 50
FY 1933 S796 3 0
In analyzing Che fiscal iapaccs of chis alcernacive,

assunpcions muse be made abouc how many elderly Alaskans will
become eligible for OIld Age Assiscance as Che OAA income level
increases, and how many of Che newly eligible will be inclined
co seek assiscance as cheir longevicy bonus gradually diminishes.

Regardless oc which assumpcions are wused; che impaccs
upon Che Longevicy bonus program, are, of course, idencical co

che "ohase ouc" oocion. Those imoaccs woulLd be as follows:

‘/ich



CHART

* ™11 TOST 'SAr.::cs) td TyZ AID PRO.".-:-! 'ir. -illions)

TV 193> 2.1

A& 1935 (3.7)

FY 19 36 (19.2)

f% 1937 (30.9)

FY 1933 (AA.l)
The fiscal impact wupon <che Department of Healch ana
Social Serv ices OAA  program is far more difficult Q
determine. The Deoar"mc;.Z QZ Adminiscracion has used CWO
alternative assumpcions -- (L) <chac of <cha 13,223 -elderLy ir.
Alaska, 57. will become eligible and apply for public assiscance

as che income Level is increased co $796 in cY 1933; or (2) chac
257. of che elLderly wilLl become eligible and aopLy for assiscance
during chac period.

We oeLieve chac che 25" possibility may be closer co

che cruch. Approximately 307. of Alaska's elderly have monchLy

incomes marginally above existing assiscance levels -- from
S500-330Q pec monch.39 If chose figures are accurate, as many
as 3,963 will become eligibLe for public assiscance — in

addicion co che 2,300 currencly on che OAA pcogram.

The second variable involves che sice of che benefits
which che new cliencele will receive. The Department of Healch
and Social Services has assumed chac each new recepienc will

receive che mean benefit currencly given or projected for



existing ceceipiancs -- 3295 ir. FY 1934,

In ::r.o'j:ir.g cns fiscaL impaccs for mis opcion, we

have usee che following chree assunpcions:

(1) Of <che 3,963 elLderly whoa currenc daoa suggesc

could be eligible foe cha increased OAA program, 2500 ;/ill in
face apply. This figure arbicrarily discouncs boch <chose wno
will decline co apply for psychoLogical reasons, and chose wno
will noc apply because che minimal benecics co chem are simply

noc worch che bocher;

(2) 3ecause we have discouncad chose who tvvill. receive
minimal benecics, we have recoined che "mean benefic" assumpcion
employed by che Oeoacemenc of Healch and Social Services; and

(3) The new cecipiencs will be evenly discribuced over

each of che five years -- so chac in each year an addicional 500

cecipiencs wiLL be added Co Che OAA program.

AddiCionalLy, persons who become eLigibLs for OIld Age
Assiscance will also become eLigible cor Medicaid. The Scace's

Medicaid budgec for FY L9S3 is $65 million doLLars. 487. of chac

figure -- or S31.2 million -- is paid by che Scace. Some 23" of
chac budgec — or S7.L7 million dpj-lars -- is accribucable co
Chose currencly on OId Age Assiscance. If: che OAA populacion
doubles over che nexc five years -- as ouc assumpcions presume
chac ic will — chere will be an addicional cosc of $7.17

miLlion (noc adjuscad for inflacion) co chis opcion, chargeable

in ecus! poreions co eacn of cha nexc five fiscal years.



Wich chess assur.pcions. :he 5oLLowin? chare :LI_3Craces

e oosaicle nec fiscaL ir.oace :: ehia oocion:
2HAR7 3
Acdec

Year ? Add. Mean 3srig fir Medicaid Added Ilec

cn ~A Cosca ALE Coses

(Savir.es:

FY 1334 530 $293.32 1.4 2.L 3.27
Fy 1383 LOCO 345.02 2.3 (3.7; (1.75)
FY 1955 1300 395.02 4.2 (19.2) (5.90)
Fy 1987 2000 445.02 5.5 (30.9) (14.50)
Fy 1258 2300 495 .02 7.0. e (44.1) (29.23)

Thus, even wich fairly libecal assumpcions regarding

che nur.ber of add ieional OAA cLiencs and Medicaid coses, chis
opcion will begin saving money in FY 1935.

Moreover, for chose elderly in che 3500 - 300 per monch
income range who pay some federal caxes, che opcion would have
advancages, since increased need based assiscance, wunlike che
longevicy bonus, should noc be caiced under che InCernal Revenue
Code.

One obvious disadvancage ofchis opcion is chac ic
Cransforms che longevicy bonus program inco a welfare scheme.
Persons who currencly receive S796 or less per monch
including che bonus -- will indeed be "held harmless™ wunder che
opcion, buc only ac Che expense of applying for assiscance co

che Deparcr.er.c of Healch and Social Services.



Moreover, chose :urrenc eLderly bonus recipients wrtose
non:.-!'Ly ir.cs~.es (e:<cLud:r.z che bonus) e/.caed 3796 per ooncn will
receive no protection ur.cer cnis opcion.

Finally, because welfare payments ara generally viewed
by «cr.e courts as involving "basic necessicies of life" (see
511(A), ance), che duracional residency requirement for
increased old age assiscance r.usc be dropped from one year co 30
days. 0—-me 7minun nacional ois" age assiscance .eval uncer
cha :eceralL SupplenencaL Securicy Income syscen -- which OAA
supplements -- is 3234.20/r.0.. A person wich 3500 a monch
incone in a "nininun benefit" scace 1is pcesunabLy ineligible foe
oLd age assiscance (including Medicaid) in chac scace, buc coulLd
become eligibLe under che ALaska system upon 30 days residency.
While cha mere prospecc of an addicional 3196 per monch (in FY

1933) is unLikeLy <co induce people co cecire in Alaska, che

conconnicanc provision of Medicaid services -- including fulL
nursing hone coverage -- nay have chac efface. If a person can
obcain free nursing home coverage -- valued ac oecween 340 -
350,000 per year — simply by spending che monch of Augusc in

Anchorage, che Scace may face a racher remarkable in-nigcacion
problem indeed.
D. Retaining A Modesc Longevity 3onus. WhiLe Providing
A "Meed 3ased” Supplement.
This opcion is largeLy a varianc of opcion C, and has

L4
been discussec by che Sheffield Adminiscracion as a means of

A Shaoiro v. Thompson, 394 U.S. 613 (1969)

. 20.



soma longavic'/ bonus paytr.anc which could r.oc oa

* .I

zor.szcarac .a.:ara.

Jr.car zr.is opcion, cha Longevicy bonus, as wicr. Dpcion
C, would be gracually reduced co, say, 5100-30 per zor.zz. As
cne fiscal informacion for alLcerr.acives 5 and C suggesz, this
alcarnacive ‘'.Jould resulc in a savings co che Longevicy bonus
program of 51;.2 million by :Y LHG6.

To zomper.sace for che Loss of 5150.00/mo. co cha needy,
ei: er Scaca OAA Limirs could be increased by 5170, or a
separaca "need based bonus suppLamenc” could be established by
che Oeparcmar.c of Adminiscracion.

The advancage of che laccar opcion is chac alchough
based on "need," aopLicancs will noc be dealing wich che
Deparcr.enc of Healch and SociaL Services, and may view che
suppLemenc Less as a form of welLfare. AddicionaLLy, since cha
supplemenc wiLL be provided under a program ocher chan Scaca
OAA, ics recipier.cs wouLd noc be encicled co Medicaid (including
nursing home coverage) wunless chey are ocherwise elLigibla for
OAA under axiscing Limics.

Addicionally, Che"need"” is noc necessarily Limicad co
financial need. As Chis teporc's discussion of Opcion |
indicaces, longevicy bonuses may be apporcioned according co che
harcsnip which che elderly would face by being forced co recira

oucsida Alaska.
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The iisacvancs-e of a separace "need based” program ir.
che 3eoarc~enc of Adminiscrac:cn is. of course, <che necessary
creac.or. of a parallel bureaucracy in scace govemoanc.

The fiscal coses of chis opcion have r.oc been save lopec
by che acrr.ir.iscracion or-chis reporc because of che variables
involved -- che sice of che remaining "basic" longevicy bonus,
and che quescion of adminiscracion.Coses of adminiscracicn
aside, che nec savings <co che Scace should be subscancially
similar co cha FY 1536 figures for Opcion C -- in which che
declining longevicy bonus pavtr.enc would be S1Q0.Q0 per monch.
The projeccec nec savings of S3.9 million would cercainly exceed
che coscs of even a parallel bureaucracy wichin che Qeparcmenc
of Adtniniscracion.

E. Gradual Increase In The Age Of Elizibilicv.

Anocher opcion explored by che Adminiscracion would
reduce che duracional residency requirenenc for a bonus co one
year, buc raise che eligibilicy age each fiscal year. For FY

1934, che age would be raised co 66; co 67 in FY 19S5; and so on.

This opcion would have a subscancial fiscal impacc
uncil fiscal year 1983, ac which <cine tnorcalicy would have
reduced che class of beneficiaries below exiscing levels. For

FY 1934, che opcion would cosc an addicional S9.5 million
dollars beyond exiscing funding levels, according co che

Deparcr.er.c of Adminiscracion.



This jzzizr. r33 vrear: :ull2 jnravorab.y racaivec. I:
-.as beer. facariruslLy bur r.o: jnfaicly rafarrac zz as cha
"r.elcoma: s bonus program.”™ A racar.c migrant born prior co Jur.a
10, 513 woulLd racaive a Tongalicy bonus for lira, voile a
Lcng-cime Alasa n borr. subsequent co chac bate would receive
r.och .r.z..

r. Self-3uscai irz Annuities .

The prior five opcions -./era developed by members of cr.e

acniniseracion, although ~cha aominiscracion has r.oc formally

"sponsored” any particular approach. ‘dareover, several of che
opcions -- particularly tha "graduated age" ana "phase ouc"
opcions -- were developed more as comparative conversation

pieces than as actual proposals.

The following five opcions -- commencing wich che
self-sustaining annuicy -- were prepared by che auchors of chis
reporc.

Uncar che self-suscaining annuicy opcion, individuals

would no Longer receive a permanenc fund dividend under
AS 43.23. Racher, ~chose dividends wouLd form che corpus of a
seLf-suscaining annuicy account from which Che individual would
receive an annuicy commencing ac che age of 65.

According co Deparcmenc of Revenue projections, che
permanenc cuna dividend paymenc for FY 1534 will be 3355.00,

rising gradually chroughouc <che remaindec of <chis century co

3532 in the wear 2000.



Given chis level of contribution co che ~coccus, 2
se Lf-susr.oir.cr.g annuity acrounc will produce an annuicy roughly

equivalent <co cne existing longevicy bonus (wich 3 3 peroanc

annual cose 0: living adjustr.enc) foe cnose /no ace currencly -0
years or younger, and who will be residencs of Alaska each o:
cha ne:tc 20 years. For various age groups, cha annuicy

enciclemencs ac age 65 as a percencage of che "cargec" annuicy

(53000/yr. plus 37. per annum) would be roughly as follows:

Currenc age Annuicy as 'a 'l
of cargec annuicy
25 3537.
35 L5L7.
40 1007.
45 66
55 2L

Obviously, some <cransicion measure is necessary for

chose who are simply incapable of accruing a sufficienc corpus

by che age of 65 co be ancicled co che "Cargec annuicy". The
general fund, simply puc, will be required co make up che
difference, alchough, over cime, chac "differencial™ will

decrease as annuicy accouncs assume some significance.

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

being subcraccad from che longevicy bonus amour.c. For chose in
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Jr.rar  chis "rransicior.alL measure’”, che general rune
“resrrual” paymenc wouio be based on Zhf amour,c necessary :o
suppLemer.c che annuiry e« corpus assuming chac an individual
received a permanenc fund dividend every year. There woulc
seem, in chis regard, no obligacion on cha parr of che scaca co
give e larger general funa suppLemenc €0 someone wicn cwo ??D

credirs chan co someone wich 15.

Thus, in fiscaL year 1994, when currenc 55-year olds
cirsc receive chair annuicy, chey would receive a scace
suop Lemenc=1 of 79 percenc of che cargec annuicy -- regard Less

of cha accuai PFD cracic any individual has accrued.

The remaining quescion, obv.iousLy, 1is whac co do abouc

Che person who is currencLy 65. If chac individual’s supplamenc
is che same in 1994 as a new annuicanc -- 79* -- he will in face
receive less chan che new annuicanc since he will have only his

permanenc dividend, racher char a 217. annuicy, co make up che

difference. Conversely, if che grandfacherea PFD racipienc
received a full cargec annuicy in 1994, he would be ac a
subscancial aavancage over Che new annuicanc. The reason s
chis: while che new annuicanc has earned a subscancial porcion

of his cargec annuicy by foregoing his cash dividend each year,
che "grar.dfachered"” recipienc has boch enjoyed che dividend, and

ics earning power, over chac same period of Cine.



The guestion is largely one of equity for me
legislature. Elmer aporoam. is refer.sible. 'inile me lacrer
scenario woulc seem ro discrimir.ace in favor of rhe exiscing
eldeny, che Alaska Supreme Sauce has recogr.sac she legisimacy
of creating preferential grar.dfacher rigr.es for chose who have
come CcO capar.a upon an exiscing scace program.41

In eichar case, che difficulry wich <chis "scansicion”
opcion is chac <che longevicy bonus program concinues ro be a
subscanciaL drain on che general fundlfor 20-25 wyears co come.

‘Jncar che cransirion opcion described above, cha ?{ 1934 budgec

for cha AL2 program would be increased by So million doLlars

L L 4 2

over exiscing funning levels.
Through  Aecna Insurance Co., we invescigacad che

alcernacive of simply purchasing a LiEecime annuicy for all

chose currencly 65 or older. Unforcunacely, che cosc of a

lifacime annuicy for all Alaskans 65 or oLder would be

prohibicive -- in che neighborhood of 5300 co 5400 million.
Finally, che LegisLacure shouLd <consider using che

adminiscracion's opcions C and/or D as a cransicion measure.

The shore cerm fiscalL itnpacis of chose opcions are superior co

chose of a simple general fund supplement.

N Commercial Fisheries incry Commission v. Apokadak, 5C6
?.-2d ac a.

N-Assuming chac _che AL3 of che ‘"grandcachered <class"” is
reduced Dby m.a 5365 permanenc fund dividend, each of 13,223
persons will receive a paymenc of 52,635 chis year -- cocaling 534
million collars.

*
-JO-



For ill o: che 3horr <cern problems of sr. annuity
oroaten, cr.e lons term edvancozes snculd r~cs'.vi ecual rm?Z.
First, in i period of 20-13 years. che general fur.c milll r.o
Longer be encumber»ed ich or.2 Longevicy bonus program. Secor.c ,
rhe evir.CDil sice of one-b annuity paynencs ./oulc be a function
of cr.e number of permanenc funa dividend concribucions char nave
been craoitac to cha annuicanc'3 occounc. Weseriously doubt
chac a successful, duracional residency claim could be mace to -
chis aspect of <cha program. An annuicanc with <chrae years
concribucions could no core claim <chac he is dua an annuity
basec on 20 years contribution chan coulc a 1996 resident claim
noc merely cha 5737 <cash dividend available chac year, buc
racher some 55,000 which his predecessors had amassed by being
residencs of Alaska since L984.7

We belLiave chac chere is a strong case for distributing

annuities only co persons who are residencs of AlLaska ac che

n Jecause fucure annuities ace a direct funccion of accual
pasc paymencs co che program, che pcogram does noc ‘“reward"
presumed concribucions buc simply cecums accualL invescmencs. cf.
Zobel 1, 6L9 ?2.2d ac 435 (Rabinowicz conc.) Nor is che opcion
akin co a sicuacion whece prior cax concribucors are excused cion
funding che present needs of governmenc, as wich che cax repeal
scheme ac issue in Zobel 1. Ac any poinc in cime, each Alaskan is
creaced quice equalLLy -- being encicied co.an annuicy credic if he

or she resided in che scace for six months during che peccinenc
year.
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time. Partially for reasons discussed below, no individual will

have a "zested rigr.c® to an annuity in cr.e future. A purpose of
the annuity program will be to alleviate the particular
financial harcships caused by retirement in Alaska -- a puroose
which we believe is constitutional. This goal wouLd be server

only by confining actual annuity payments to Alaska resiaenca.
Second, and particularly if the pcogram is properly viewed as
conferring an economic benefit noc wupon <che Creditir.g of an
annuicy accounc, buc racher upon annuicy discribucion, the acaca
certainly possesses cneI rigr.c to precer its own resicenca in tha
* .

disposition o: its resources.

There are, oc course, ocher issues surrounding che

annuicy opcion. Many Alaskans will undoubtedly wish co- recain

che exiscing cash benefics of che permanenc fund discribucion.

Alaskans will not be, however, cocally wichouc recompense. An
annuity accounc for younger Alaskans in particular -- ac lease
foe chose planning co stay in che scace -- will one day lead co

subscancial benefics.

Of course, che prospecc of a lucrative reciremenc
accounc is a produce of che legislature’s continued willingness

and abilicy co devoee 25Z of permanenc fund earnings Co che

~ =egves. inc. v. Scace. 65 L.Sd. 2nd 244, (1930): see also
White v. Massacnuseccs Council of Conscruccion EmoLoyees.

U.S. No. 3L-LOO3 (U.S.S.Cc., Feb. 23. 1933)(distinguishing
Hickim v. Oroeck, 437 U.S. 513 (1973).



arruitv zzzzzz—. Unquesc:ar.abLy, ac some point in time, a

material percentage of tha permanent rune's earnings will be
necessary :tr general government expenses. The point it wnich
thac will require access to more than 73" of the fund's earnings

is prcclematical.

Tha tax consequences of an annuity program warrant
recalled discussion. As netea previously, tha Internal Revenue
Service may well rule thac permanenc fund cash disrriburi; ns are
taxable. Conversely, if credits coan annuity account eauali to
the permanent fur.c dividend are not cax exempt, cha real
economic value and perceived golitical worth of an annuicy
opcion is subscancially lessened.

The annuicy program envisioned Dby chis reporc is noc
employer/employee relacad, and therefore would noc qraLify as an
exempt plan under che Incarnal Revenue Code. Nor  was
serious consideracion given co qualifying chis annuicy opcion as
an Individual Reciremenc Accounc «- because (l) che scaca is noc
a qualified finar.ciaL inscicucion co administer such an accounc;
(2) Che required cecns of an IRA were noc compatible wich Che
opcion considered; and (3) .any "scace required"” IRA — even if
possibLa --  would seveclLy impinge on che cax planning
flexibility of individual Alaskans.4”

N'onecheless, ic is our opinion chac che annuicy opcion

shoulf result in che deferral of boch the oermanenc fund

-ic:. 26 'J.3.C. >401-404

-TSee 26 ,;.3.2. 5-403.



divioar.c zor.cr ::u; Lons ar.c 3ccr]ea Incecesc under the Incernal
Revenue Coca. The courrs anc lre 173 hove general1l/ ruled thac
cor.cribucions co an unqualified "annuicy," "reeiremenc"” or
"daiarrec ccmpar.sacion” plan ora nonecheless coi< aafarred if che
individual is noc in "conscruccive racaipc” of che annuicy
concribucions, and che concribucions do noc reprasanc a prasanc
"economic benefic.""*”

Combining che scandards of <cnac doccrine wich che
accribuces of che proposed annuicy program, che program should
be caxaé deferred for che following reasons:

1, If che Scaca were co purcr.asa individual annuicies
wich each permanenc fund dividend, wich each residenc being che
beneficiary, che residenc wouLd have a vesced and secured
incaresc in che concribucion, and would chus have received a
curcenc "economic benefic." IE, however, <che Scaca were ¢co
merely give che annuicanc an unsecured promise of paymenc,
purchasing an annuicy accounc wich icself as Che beneficiary in
order co provide a funding source for chac promise, Chere would
be no "cucrenc economic benefic” and caxacion would be
deferred.48 This i3 one cuscomacy means by which employers
obcain cax deferral of an unqualified pLan;

2. A person is in "conscruccive cecaipc" of an

annuicy concribucion if he has currenc access co che

47J.S. w. Goldsmich, 538 r.2d 310 (Cc.Cl. 1973),
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car.c::-acior.s /ichouc suoscjr.ciai cerms ana llLa:carions.™1
eJr.ci: rr.is 3 opcion, oncer no c;rcumsrancas ;ou'.:jr.
ar.nu'.rar.c be -:nc::leu co witheraw anycmr.g jr.cil annuities are

accually discribucea;

3. To underscore che concingenc r.acure of che
-- such chac che [?,S could noc reasonably conclude chac ic
represencs a "currenc economic benefic" -- che annuicy will only
be received i: che person isan Alaska residenc ac che cime of

che percir.ar.c discribucion.

Our only hesicancy irf chis regard :s che February 27,
1531 ruling of che IP.S chac even if an individual chooses co
defer reeeipc of his permanenc fund dividend, ic is capable in
che year chac ic could have been received. The ruling, however,
"may noc be wused or cicad as precedent,” and, even if of
precedential value, is discinguishable from chis situation. The

ruling is consiscenc wich che pcooosicion chac Che individual
cannoc have unfaccared discracion in choosing cha year in which
income v/il.1 be caxed. While an individual does have unbridled
choice in decaraining when co cake a permanenc fund dividend, he
will have no choice as Co che Cime of receipc of his annuicies.
Moreover, where a person would have an absoluce righc <co a
deferred dividend, he will have no cighc co annuicy discribucion
unless he is an Alaska resident ac che cime.

For cax reasons, then, che annuicy opcion muse be

carefully structured. The formec oermar.enc fund dividend muse

49 r =
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be usee by me 5isre zz purmase an annuicy far irs awn acccurr,

wirh itself as rhe beneficiary. The annuicy income received by
me Scaca will “hen Dbe usee as me funding source for "he
annuicy pav-r.er.es -- alLrhouzn technically and necessarily che

annuicy income could be used for any fiscal purpose.

A far closer question arises wich respecc co che efface
of chis opcion on ocher public assiscance programs. . Generally,
annuiry income is included in <che <calculacion of income for
various assiscance programs.|S, however, chis opcion can
be characcariced as a concinuacion of che longevicy bonus

program, chen <che exiscing longevicy bonus income exclusion”®

may persisc. If -- consiscenc wich caxconsideracior.s -- che
only "annuicy"™ is che one purchased by Che‘Scaca as a funding
source, chen che exiscing longevicy bonus program can Dbe

recained in ‘'ooch name and subscance, wich che amount of che
bonus sciLL depencenc upon residency hiscocy. Afcer aLL, under
che opcion, (L) a person muse be a six monch residenc in order
co obcain a singLe PFD, and muse be eligible for che annuicy ac
che cime of discribucion;52 (2) che amount of annuicy is
dependenc upon che number of PFD's.credited co che individual's
accounc; and (3) che "gcandfacheced"class ofexiscing elderLy
wouLd presumably be required co meec a one-year duracional

residency requirement.

3'JSoe. LI U.3.G. 51332(a) (a) (2) (3).
52See i2 U.3.C. 51332(a) (b) (2) (3) .
5-See n. 3, an:e.
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The above, of course, is an argument -- ;r :a -0;

necessarily che Law, ir. final measure will ce large:./
cecerr.ir.ee by rhe fecerel officials ir.volvec. The exposure co
e<id::r3 assiscance prQzrcr.s -- ac lease far chose r.oc wicr.ir.
che grancfacharad crans:cion class -- ruse be considered a 00 3z

of chis opcion.

£ven if, however, ar.nuicy discricucior.s are consicerec
"income" co wvarious assiscance programs, che corpus of che
annuicy accounc will r.oc be. IA person may be disqualified fror.

a federal assiscance proceed noc only |If his ir.cor.a excaeas a

cercain level, buc as well if he has airarr.acive available
resources which he can upon frcn ac any cir.e. However, in chis
ir.scar.ee, a crus "annuicy corpus” does noc exisc -- since che
only annuicy runs for che benefic of che Scace. Moreover, even

if federal officials were co view che "corous" as belonging co

che individual, ic car.noc be wichdrawn prior co accual

discribucion.

G. Scaca Social Securicv Svscem.

In large pare Dbecause of che need for a lengthy
cransicion period wich a self-suscaining annuicy plan, chis
ceporc also considered <che possibiiicy of a scaca social

security system funded by a portion of <che permanent fund

diviaer.es distributed under AS A3.23.

Under chis system, a sufficient portion 0: each

resident's permanent fund dividend would be withheld eacn year
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to funs 3 retirement program desigr.aa to pay earn Ala3<a
resicenr of 5: years or older vim or.e-year's rasidenty 323C par
month, with s mcoarata cost of living amusement earn /ear.

In assessing tha feasibility of this opcion. the most
important variable was cheprojected growch in Alaska's elderly
populacion. The difficulties facing che federal social security
system are cue in part co an increasingly large percentage of
elderly in che population.

Tor fiscal year 1933, cha Alaska Department of Labor
projects <chac chare will be some 13,572 elderly in Alaska
approx imacely V, of Alaska's population.” The Department has

projected chac chac oopulacion, as a percentage of all Alaskans,

will remain relatively scacic chrough che year 2000, when, ouc
of a oopulacion 0f33L.000 people, chere will be 23,153
elderly.”

We believe chac chose projections are overly

conservative, and do noc cake inco accounc che significant
nacionwide crand of increased elderly populacion. Nor do chose
projections include <che reciremenc years of che pose World War
It "baby boom" generacion — which will begin abouc che year
2010.

Accordingly, in projecting che long term impact of chis

opcion on permanenc dividend discribucion, we have used che

“Alaska Populacion Overview, Alaska Deparcmenc of Labo
1931
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r.ac::r.a- grcwcn partarr.s erajec-aa by che federal Soc:al

.nan are .33 :a,laws:

"z~ g -*2T5rv '3 %
L550 3. L
2000 13. L
2025 L9.5
2050 21.3
L'sing chose assumpc:cns, Travelers" Insurance To., or
ouraerial:, calculacec che percancaga of permanenc fur.c

dividends which would be required co fund a "pay as you 30"
|
syscar . .

For fiscal year 1933,che calculations are relaciveiy
seraighc-forward. Given an aggregate discribucion of soma 3159
caiLlion in permanenc fund dividends chis year, approximately 25"
would be needed co fund a "pay as you 30 system.”

However, even assuming a 3" cosc of living adjustment
in che paymenc each year, che percencage needed co fund the
program decreases. This is because permanent fund earnings will
increase ac a race substantially higher chan inflation. From
che year 1933 co 2000, che average funding required would be 15
co L9 peccent of the discribucionsjvhile, in che years 2000 co
2025 (and assuming continued growth in permanenc fund earnings)
che funding amaunc would be 10-12 percenc.

Thus, if che wichhoLding remains scacic ac 25” over che
course of several years, cheresuLcanc excess woulLd begin co

build j savings accounc of subscancial magnicuda, which ac seme
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poir.c ir. cr.e future would maxe cr.e program carnally. -r oerraos
“ccall/ jei:*-3'js:ain:r.:.

Cr.e aovious advantage of this opcion is thac it frees
the general fund iron AL3 obligations immediately. Converse Ly,
by materially reducing cr.e 3nr.ua! permanenc funa iivicer.a, ic
obviously raises some political difficulties.

Additionally,, che social security opcion could Likewise
be tiad co concribuc ionhiscocy -- alLchough noc in the precisa
manner of che annuicy opcion. The federal social security
system currencly fully covers any- individual who had "noc less
schan one quarter of coverage ... for each <calender elapsing
after L950 ... except chac in no case shaLL an individual be a
fully insured individual 'unLess he has ac Lease 5 quarters of
coverage."? Because, in che fucura, some porcion of che
benefics wiLL be paid by che "savings account” resulting from
che scacic 257* concribucion, we believe chac a s-imilar
contribution hiscoryrequirement coulLd be escabLished in che
legis Lacion.

Even more so chan che annuicy opcion, chere would be no
"current economic benefic" from the* program. By reducing che
permanenc fund discribucion by 25?., and funding a ceciremenc
program from which che individual may or may noc ulLcimacaly
benefic, we believe ic extremely wunlikeLy chac che IRS woulLd

conclude chac che reduced sum is in some manner taxable.

5512 3.S.C. S4U(a)(l)



Mor~ver, we believe criera i
:~j; ere existing AL2 exemption in federal lew coula be
retj:r.ec. Ir.ceed, scrippec <co ire essence chis aocion does
Little mere man alter me funair.g sourca a; rhe ,-L3 program.

The armory risk of che program is all che more
apparen: in Lighc of che current difficuLcies wich cne federal
social security system. While opcion ? would be funded by a
currencly pure,based annuity, younger Alaskans would be
contributing co chis opcion on che mere hope chac che recuisice
amount of permanenc fund earnings would remain available for che
program well inco che 21st cencury. The ™"savings accounc”
craaced by che scacic 23Ti withholding 1is incended co alLleviace
chac orobLem; however, regardless of che race of growch of chac

accounc, chere is plainLy some risk in Chis opcion.”

5AFor example, under our populacion projections, chere will
be 30,7-“ eLderly in ALaska in che year 2000. The permanenc funa
distributions for chac year under AS 43.23 are estimated by cha
Department of P.evenue to be S792 milLLion, of which, undec ouc
scacic 25- withholding, SL9S million would be placed in che aocialL
security fund. In chac year, wich a 3% COLA, che maximum monchly
bonus will be approximacely 3390. Even if every elLderly Alaskan
is eligibLe for full benefics under <che law's concribucion
requirements, che maximum payments would be SL2Q miLlion -- wich a
savings accounc deoosic being made in chac year alone cf 370
million. Of course, many of <chese elderlLy may noc be cully
eligibLe, and some who are eligibLe may noc be residing in Alaska
during chac year.



Finally, there is some savancage to “he existir.z
elderly in tr.is syscam over rhe annuicy opcion. The exiscing
eLderly would have a nec Loss of only 231 of cheir permanenc
fur.c iivicer.d, racher Chancr.e encirecy of che benefic under che
annuicy approach.

H. Healch Insurar.ce -or The Sided.

The scace of - healch insurance for che elderly, anc

indeed for ail Alaskans, has alLready been che subjecc of
considerable scudy, 57 and legisLacive accivicy. 53 3ecause
of che obvious critical importance of adequate healch care
coverage for Alaska's eLderLy, che opcion of providing

comprehensive healch insurance for Alaska's older citizens in
Lieu of Che Longevicy bonus was included in Chisreporc as an
opcion.

While che Department of Law reporc found chac healch
expenses were a major useof che. longevicy bonus foronly 5.5*1
of ics samplLe, che 1976 longevicy bonus scudy found chac 297. of
Che bonus cecipiencs wused ac lease a porcion of Che AL3 for
medical ~care, while 117. used a porcion of che bonus for

"insurance of all kinds.

3/Alaska Comprehensive Healch Care Financing Scudy, 3acelLL
Human Affair Research Cencer (1931)

S3*H3 641, 12ch Lag. Isc Sess. (1931)

59.AL2 Survey, on. cic. n. 9 ac 22



In :2zz, al.703; aLL O0: Alaska's elderly recei.'e soma
kir.c 3f public 3rpcivaca healch coverage assis:once -- aimer
cnrsugh Medicare, Meoicaic, public and privace raciramenr
programs. Vecerar.'s benefics or che Indian Healch Service/Public
Healch Service.

when assessing che healch insurance opcion, che r:;0
obvious quescicnsare: (L) how severe are che 3303 in exiscing
coverage: and (2) how much wouLd ic cosc co fill chose gaps?

The major source of healch insurance coverage for che
elderly in Alaska is obvious Ly Medicare -- a federal insurance
plan v/hicr. provides hospicalicacion for chose eLigible for
social securicy50 and medical insurance cor an addicior.aL fee

of 312.20 per nonch.

3och che hospicalL and medicalL insurance concain
subscancial deauccibLes, i.e. <che firsc S3Q<* of <che hospicalL
bill — and co-paymenc reauicemencs (20?. in Che case of medical

insurance.)

Nursing hotne coverage under Medicare is sevecelLy
linicad — confined co posc-hospical care in a "skilled nursing
facilicy" for shore periods of cime.

tc is difciculc co decermine how many residenc Alaskan
elderly are on Medicare -- available scaciscics 3re bloaced by

Medicare claims submiccad by couriscs. Thera are some 9,323

N2 'J.3.C.55  *25, 1395(c). A person ineligible for Social

Securicy may obcain Mecicare hospicaLicacion insurance for 3L12

cer monch



recirad persons in Alaska receiving sociaL securicy -- ar.c her.ca
eLi2ible for Medicara.

The Largesc group of alderLy Alaskans ineligible for
Medicare are rural residencs, primarily Nacives, who do noc have

a suffioienc wage earning hiscory co qualify for social

securicy. All ALaska Indians, Aleucs and Eskimos are eLigible
for IHS -- which provides a broad range of services depending
upon available facilities. IHS is, however, primarily a direcc
provider of facilicies -- ic does noc make cash paymencs- for

services such a cuscodial care in a nursing home. Moreover, ic
is currencly facing severe cucbacks in (areas such as
In

reir.bursemenc for healch-raLaced cravel expenses

The mosc comprehensive heaLch coverage in ALaska is, of

course, Medicaid. To be eLigible for Medicaid, one muse meec
che Scace pubLic assiscance income Limicacions. As nocad
previously, chare are currencLy some 2300 elLderly ALaska
cicicans on Medicaid. Medicaid does cover vircually wunlimiced

nursing home residency.
The mosc glLaring deficiency in Alaska healLch care for
che eLderLy is che Lack of coverage for insciCuCionaLizacion in

cuscodiaL enviconmencs such as nursing homes. Nursing home

oi-tr.carviav, Ms. ?. Eubanks, FieLd Rep. SocialL Securicy
Admin. (Feb. 24, 1L1983)

32[ncervie,/1 Ms. ?. Ro'oerca IHS, (Feb. 23, L933)



races in Alaska run from 599 co 3173 per day5j. The coszs are
si-3Ly pronibizive far anyone noc on Medicaid -- ir.ceed, of cr.e
-67 elderly Alasxar.s currencly residing in Scace nursing homes
(ocr.er chan che Pioneers Homes), all buc 31 ace chere ur.cer
Medicaid, or Alaska's General P.alief MecicjL Assiscance.
Conversely, nursing hone races in  Washington, for

example, have been esci.maced by che Deparccienc of Healch i

Social Servicas co vary from 3:0-360 per day. [c is noc known
how many elLderly Alaskans are inscicucionaliced in Lower
focry-eigne cuscodial care facilicies; however, ic is apparenc

chac unless one is eligible for Pioneer Home placemenc, a
nursing home can be afforded if, ac all, onLy by relocacing co
che lower forcy-eighc.

Three privaca organizacions were asked co escimace che
premium amounc required co suoplemenc Medicare and ocher
coverage for ALaska's alderLy co provide  healch insurance
equivaLenc co che exiscing Public Employees' Reciramenc Syscem's
racicee covacaga, and <co incLude <comprehensive nursing home

coverage. Neicher TcavelLers Insurance, noc Aecna Insurance felb

capabla of providing an escimace. Ny
However, insurance consulLcanes frequencLy wused by Che
scace Cor maccecs such as <che pubLic employees SupolamencalL

3er.efiC3 Syscem escimacad chac co provide suppLamencaL coverage

NjAlasxa Cursing Home Census, Alaska Deparcmenc of He3lLch
Social Service, 12/31/32
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for Maoicara, insurance could be praviced ac 3 premium of

appro:*:r.acaLy S~0 per individual per 7.or.dr. This wvouLd induce

romprener.sive ours 1r.5 home coverage.

Medicare is currencly 3primary insurer -- chac is, cr.e
Scace could provide cor SupoLemencalL covecage wichouc
endangering basic Medicare eligibilicy.Moreover, ana in ail

livelihood, supplemental Scace coverage could properly provide
ocherwise uninsured Alaska Nacives wich chose coses r.cc covered

by rhe Indian Healch Service.

The major difficulty is Medicaid. Medicaid eligibilicy

is very much concingenc upon che unavailabilicy of
'resources”.54* Currencly, che Scace orLy pays *3* of a
Medicaid's pacienc bilLs. If a Scace healch insurance polLicy

was considered a "resource"™ che Scace could find icseLf foocing

cha encirecy of a Medicaid pacienc's bill.

Of course, che Scace would hardly need co "supplemenc”

any Medicaid coverage — Medicaid coverage icself being
essancially inclusive. The scacuce, <Juld simply exempc
Medicaid cecipiencs from che coverage of Che policy. The issue

posed by such an enaccmenc is whecher che Scace would be

*3F
fruscracing che Congressional goals behind Medicaid -- which is
co provide a heaLch <coverage means oflasc resorc — cheraby

cunning afouL of cha Supremecy Clause.

C.S.C. J1132va)(1)(3)

-"lorira Lime 1 .v/ocaco Growers v. Paul, 373 J.S. 132 (1953)
52-



,ng chac che Scace could continue <co r.er

3uchemer.c Medicare, IHS facilities and existing privace
retiree coverages, snc chac che consulcancs'

actarace. chere remain two difficulties with che healch
insurance oocion. First, ic is a: no benefic co Alaska's r.eecy
elder!l -- wno will merelv concinue wich Medicaid coverad. aw

che price of cneir Longevity bonus.

Secor.al;/, chere is che potencialLly se\iere problem of
in-r.igracion. If a year's residency in Alaska‘523 were aLL chac
were required for free and unlimicea nursing home coverage, che
potential of in-migration may be severe. Thece are two
potentially juscifa'oLe components of che program which could
micigace this potential:

L. If a purpose of che healLch insurance opcion is co
allow ALaska residencs co concinue co reside in che scace even

if nursing home coverage is required, nursing home coverage

could be Limited co AlLaska institutions, just as many scaces

56[c is possibLa, alchough we believe wunlikely,, chac a courc
would rule thac suppLenencaL heaLch insurance coverage woulLd
cons.ticuca a "basis necessity of [life" -- dropping Che maximum
possible duracional residency requirement co 30 days. The program
would be supplemental to a hose of exiscing assiscance insurance
program** and would noc be based on need. See Memorial Hosoical
v. Maricooa Count’, 415 U.S. ac 261.



l;r.ic resraenc culcion :ii:oun:j ro ir.-icaci un:ver3:rres.
Tha oiffiuulry. obviously, 1is mac al,is Ci 05 Alaskan r.urs ir.g r.ome
capacicy is lir.icec. Wherner uni.inired nursing hone coverage

all -.las<ans would result in exoansron 0: a:<racing
facilie ias is debacable; *

2, Tor cha reasons ciced wich raspecc co cha annuicy
anc social securicy opcions, elLigibilicy for healch insurance
coverage m.ighc properly be based wupon concribucion hiscory if
(a) a porcion of che individual's permanenc fund dividend s
used co help fund che insurance program; and (b) che funding is
in e:<cass of ourrer.c needs, in order co amass che same cype of
"savings accounc" envisioned wich respecc co che social securicy
opcion.

l. LONGEVITY 30NUS PREMISED ON INDIVIDUALIZED

RELOCATION HARDSHIP.

As nocad in Seccion 11(A), anca. Chere is some judicial
supporc for che view <chac ic is permissible for Alaska «co
escablish a program incended co benefic chose who would suffer
che mosc hardship by financiaLly-coercea relocacion from che
scace, and co measure chac hardship in pare by duracion of

residence.

This opcion relies upon chac supporc. and involve*

chrae sceos:

'""Searns v. Malkerson, 225 f.Suoo. 22L (D. Minn. 1970), 3:
mem. -ul U.S. 955 (1971)
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L. coca Logins chose cricaria whnich would
di::arer.ciaca rhcse Alus.-cs aldarly who would :u;:j: ralaciyaly
70:2 narcsr.ip by being icrcec co recire oucsice cha scaca, anc
who naac financial assiscance in order co remain in-scara;

2. crans Lacion .of chose subjaccive cricaria co 3
poi.-.c  syscam. sinilac cochac usee bycha ALaska Commercial
Fisheries ancry Commission; ana"

3. scruecur ind of chac poinc syscam such chac (a)
adminidcraciva coses aca minimized; and (b) successful
applicancs ara confined co a pool roughly aquivalane in number

co axracing bonus racipiar.es.

Indeed. che scruccure of chis opcion is simiLar co che

AlLaska Li.r.iced Encry Acc -- which cransLaces cercain very
subjecciva cricaria -- such as "economic dependence on che
fishery" -- inco an objacciva poinc syscetn. Ic does so, of
course, ac a bureaucracic price -- approximacaly S2.5 miLLion a

year for a pool of applicancs originaLLy roughly eauivalenc co
chose which chis opcion would affacc. Ic also does so ac ocher

coses, which will be discussed beLow.

Ic is noc difficulc co cacalog che cricaria which would

sec our "celocacion hardship™ pool aside. Duracion and
continuity ot residence would be one ecricaria, as would,
perhaps:

1. income:

2. locacion of family;
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3. locar:on 1f property; ana

i. ecnmc. religious, ar.c cuLcuraL :ias.

Alchougn income ar.c duration of residency woulo pLav a
role in decarming eligibility, no one factor alLone would be
dispositive.

I: would noc be difficulc co ~crans Lace rhese faccor3
into a poinc syscam; noc would ic be parcicularly difficulc «co
scruccure chac poinc syscam <co limit che <class of successful
applicants. The proposal, however, does suffer cron cha

following disadvancages:

1. Since r.osc Alaskan elderly have lived here more
chan 10 years mosc AlLaska elderLy will suffer sons demonscerable
hardsni? from relocacing elsewhere -- alchough a ceccain

percancage ooviousLy do noc require a longevicy bonus co remain;

2. The alcernacive also involves che escablishmer.c
and funding of a new bureacracy -- an incrisically unwocchwhile
undercaking, buc one which nonetheless wouLd cosc far less chan
simply opening che class co all elderly Alaskans;

3. Perhaps che mosc obvious disadvancage is che
burden <chac ic would place wupon elderLy ALaskans chemseLves.
There would presumably be a lengchy appLicacion form, cogecher

wich evidenciary requiremencs, and in some cases, adjudicacory

hearings. The Limiced entry Commission is currencly involved in
some 120 judicial appeals -- a number which s aichar ac or
below hiscoric Levels. According :o che Commission's :Y19.j-*
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budget presentation, chere is 3 current backload cf seme 323
adr..ms crecive ad;ud icac ions .

Attorneys will be required -- regardless of what
efforts are wur.sertaken to ma<e the process simple ar.c ir.formalL

The difficulties facing tha eLderly applicant are thus racher

apparer.c.

j- g?a::3"a?he?.:lic

This report closes wich one of che simpLer alcarnacives
— opening che <class of longevicy bonus <cecipiencs <co all
elderly Alaskans wich one year's residency, and cerm.nacing che
pcogram for che future. Persons eligible, or becoming eligible
chis year will be "grandfachered” and will receive a longevity
bonus for life. The fiscal impacts of chis alcernacive are, for
FYL534, identical co opcion A, and will obviously decline in Che
fucure due co mortality and celocacion.

The obvious advancage of chis program is chac ic
protects chose currencly on che longevicy bonus program.

Equally, ic deprives chose approaching che age of 65 wich any

expectation of receiving a bonus.

We believe thac chis gpcton is conscicucionally
permissible. Tha Alaska Supreme Courc shares Che general view
of <che conscicucionalicy of grandfachering Laws -- as Long as

che grandfacherad class icself is conscicucionally defined.

Plainly, che state legislatures

A"Commercial Fisheries Encry Commission v. Aookeaak, 606

P.2c ac 1259-6L.



have che rime 10 terminate social Oreg:tms /nils oroceccir.c
chcs - -no nave come co rely on cheir benefits.
fP"JQ#

As noted ac che outset, che purpose of cr.is repocc is
r.erel/ co provice a chreshhoLd feasibility review of various
options for amending che longevicy bonus program. Througr.
discussions with adr.iniscracion officials, legislative staff
m.emcers, consultancs and private industry, we have actamchO to
highlighc che major issues surrounding each alternative, anc
provide ac lease rough information on each question raised. If,
after cne Judiciary Committee has identified two or Chree
relatively attractive opcions, che efforc expended over che pasc
chree weeks on 10 proposals can be condensed inco che pursuit of
chree, proposed legislation and a more incricace analysis of che

preferred opcions can be pcompcly cransmiccad.

P
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Introduction.

In June, 1984, che Alaska Longevicy 5onus Program (AS 47.45)
was declared unconscicucional because 1ic required recipiencs cc
have resided in Alaska boch prior co scacehood and for 25
consecucive years. The Thirceench Legislacure, 2nd  Sess.,
repealed chese lengchy residency requiremencs, Chus opening che
program co nhew parcicipancs. Ch. 38, SLA 1984. However, che
amended law, by 1ics own cerms, is Co be repealed effective
June 30, 1985. Id., Sec. 11.

The legislation also established the State Special Committee
on the Alaska Longevicy Bonus Program co "decermine che
feasibility of replacing Che longevity bonus program, as amended

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

other longevity program.™ Id., Sec. 7. This 1is the committee"s
report.
Recommendation: Annuity Approach.

The committee has developed a proposal which would phase out
che existing longevity bonus program and replace it **Ith
individual annuity accounts funded primarily by the perma %

fund dividends of participants. 1/ The proposal has been

1/ Three different annuity approaches were initially considered
Fy che committee: (1) SB 465, introduced in the 1984 legislacure
by several senators; (2) an amended version of HB 700, aiso
introduced in chac legislacure; and (3) a draft bill prepared by
Senator Bill Ray (D., Juneau). The Ray bill became che vehicle
efor che Committee"s proposal. All chree proposals involved



che program in each year since che program™s incepcior. For
example, if che inflaced ALB "cargec”” for a parcicular year is
$280, and a person Curning 65 who received an annuicy credic 1in
each year of che program would be encicled co an annuicy of $100
per monch, che ALB paymenc Tfor all recipiencs would be $180.
Thac $180 will noc vary according co che accual parcicipacion
hiscories of individual ALB recipiencs.

Over che vyears, individual annuicy accouncs will become
greacer, and each vyear <che longevicy bonus payable <cc new
recipiencs becomes correspondingly smaller. By che year 2003,
Che commiccee projects Chac che maximum possible annuicy will be
sufficier.c co bring an end Co che general-funded ALB program,
excepC for chose relaCively few who were 65 or older before 1986,
and are still receiving ALB payments in that year. This 1is best

illustrated by the following chart:



Maximum Possible Anr.uirv 5/ ALB (for all new recioier.ts)

1986 A.37 £245.63
1990 32.50 2A8.SS
1995 106.27 219.92
2000 255.70 122 .A5
2005 533.39 -0-

Other Opcions Considered

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

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

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

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



Maximum Income

Eligibility fo Amount of Site of Alternate
Bonus (vear) Bonus Bonus
1986 325,000 $250 $100
2000 $10,569 $104 $41.60
2010 $ 5,902 6/ $ 59 $23.60

It is estimated chat, 1initially, 80Z of Alaska®s elderly
will be eligible for the $250 bonus , Because that maximum income
requirement drops each year in terms of real income, so too does
the percentage of eligible elderly. Thus, less than half of
Alaska’®s elderly will be eligible for the bonus in the year 2000,
and only 30Z will be eligible in the year 2010.

The committee rejected this means test proposal for the

following reasons:

1. Any welfare program is contrary to the intent of t

ALB program and 1is vigorously opposed by Alaska®s elderly. The
Longevity Bonus Program now says to Alaska®"s elderly that chey
are a precious human resource, and thac it 1is 1in the state"s
interest co provide them wich the wherewithall to remain in
Alaska after retirement. The means test payment, on che other

hand, carries with it quite different, and less favorable

connotations.

6/ This 1is below Alaska ® $7032/year poverty level..
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2. Of chose who are potentially eligibLe for the 5250

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

connotations. This IS strongly suggested by available
statistics. Currently, nearly 6,700 ALB recipients -- or 40" cf
all recipients -- have 1incomes below the current eligibility

limit for existing Old Age Assistance and Medicaid benefits.
These benefits are substantial -- averaging $2,640 per year for
OAA and an additional $2,500 per year for Medicaid. Yet, of the
income-eligible, only 2,526 -- or roughly 38Z -- have in fact
applied for OAA and Medicaid. Certainly, some of the remaining
income-eligible have not applied because they have more assets
than current law allows. Nonetheless, these statistics manifest
an aversion to need-based assistance which has deterred many of
Alaska“"s apparently eligible elderly from applying for
substantial benefits.

3. Thus, while 20Z of Alaska"s elderly will be 1ineligible
for the $250 bonus, an additional percentage of existing ALB
recipients will 1lose their current benefits because of their
unwillingness to participate in a welfare program. For these
reasons, this means test proposal fails a threshold test which
should be a cornerstone of any longevity bonus legislation. Any
AL3 alternative, the committee believes, should provide chose who
have received che AL3 over che years with the same benefits as
under current lav*.

4. The proposal hurts bcth existing and new ALB recipients

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

_Q_



che income ceiling will decrease over che years, fewer elderly
will find chemselves eligible, and chose who are eligible will
receive smaller benefics. By the year 2000, for example, less
chan half of Alaska®s elderly will be eligible for a benefic wich
a real value of $104 per month, while che majority will receive a
coken paymenc wich a real value of $41.60.

5. The proposal 1is substantially more expensive chan che
commictee bill. Even chough: (1) Che committee bill procects
exiscing elderly, while chis means cest proposal does not; and
(2) che commictee bill inflates che ALB annually, while che means
cesc proposal does not, enactment of chis means cest proposal

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

the next 50 years. Moreover, that cost would be born when che
state could least afford it - after the turn of the century,
when oil. revenues are projected to rapidly decline. It 1is

important to the committee to develop an ALB alternative which
phases out general fund obligations after the year 2000. As part
12 of this report discusses, while post-1999 costs under che
committee bill are projected to be $285 million, 21st century
costs under the means test proposal would be roughly $2.28
billion.

6. The committee has several concerns regarding the $100
payment for which all elderly would be eligible. First, the
commictee does not know what that payment 1is intended to
accomplish. Ic is doubtful that $100 per month 1is a sufficient

sum co allow any elderly to remain 1in che state who would
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ocherwise be financially required no leave. The paymenc may thus
ac once r.e coo small co accomplish any social goal, and yec large
enough co conscicuce a subscancial drain on che scace creasurv.

Addicionally, many elderly may view che 3100 paymenc as
Cokenism. If Chat i1s noc Che case now, 1ic will certainly become
so in che fucure when che real value of chac paymenc shrinks co
$41 (2000) and $23 (2010).

Finally, since che $100 and $250 payments are fundamentally
different in purpose, che commictee believes thac Chey should be
administered under separate programs. The $100 paymenc is
apparently incended as a residual ALB. On the ocher hand, che
$250 paymenc 1is a form of welfare. This paymenc, che commictee
believes, should be administered by the Department of Kealch ana
Social Services under che scace's welfare laws. Ocherwise, che
scace will, 1in essence, Dbe creating two welfare bureaucracies -
one for Old Age Assistance, and one for the mis-named "longevity
bonus."

7. Fewer people will meet the $25,000 eligibilicy
requirement as the years go by. Thus, by the year 2010, only 302
of Alaska®s elderly will be eligible for this means test payment.
Why, 1c might fairly be asked, are 80Z of today"s elderly in
"critical™ need of the higher paymenc, while only 302 will
require che paymenc 1in years hence? For one who 1is currencly
denied che larger paymenc, or who may be denied ic in che fur re
so? ely because of inrlacion, chis precise question will

invariably be asked, and may be asked in che courts.

-11-



6. Finally, 1in requiring one year"s residency in order co
receive che $250 means Cest payment, che proposal raises a
substantial constitutional 1issue. The current ALE®"s one-year
durational residency requirement 1is constitutional because the
bonus is not dependent upon "need.™ Under both the federal and
Alaska constitutions, if a program provides "the basic
necessities of life,” a 30-day residency vrequirement 1is che
maximum constitutionally permissible. Memorial Hospital .
Maricopa Countv, 415 U.S. 250, 259 (1974); Shapiro v. Thompson,
394 U.S. 618 (1969). Generally, benefits which are accorded on
che basis of the recipient®s 1income tend to be viewed by che
courts as involving "basic necessities.” For example, 1in Jeffrey
v. Colorado State Department of Social Services, 599 P .2d 87*
(Col. 1979) , che Colorado Supreme Court struck down the lengthy
durational residency requirement of that state"s olu age pension
program, and held that the program provided basic necessities of
life. The state argued, unsuccessfully, that 1its program was
more akin to an income supplement, rather than a form of welfare.
The court, however, ruled that because the size of the pension
was a function of the applicant®s® other income, a 30-day
residency requirement was required:

(The . state] attempt[s] to avoid the strict
scrutiny - compelling state interest test mandated
by Shapiro by characterizing the old age pension
program as an ‘“annuity.” However, unlike true
annuity or pension programs which are unaffected

bv a recipient®s ocher incomej che old age pension
benefit is directly and proportionately reduced- by

the amount of other income. Thus, the
characterization of the old age pension program as_
an  "annuity" puts form over substance and
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disregards che nacure of Che program, which 1is co
fulfill basic neeas and noc co supplemenc separace
income.
599 P,2d ac 879. Emphasis added.

The means cesc proposal has been defended because of ics
high 1income [limics. This does make che program differenc from
chac i1nvolved 1in Jeffrey, and che commictee agrees chac chis
defense could be made in good faich. To che commictee, however,
chat 1s not enough. Early in the committee"s deliberations, che
commictee agreed to develop aproposal which would avoid serious
new constitutional issues and the threat of continued licigacion.
While any legislation which creats some people differently than
ochers may result in litigation, the means test proposal raises a
serious and substantial residency discrimination issue, and
therefore does not mFet the cgmmittee's goal. 7/

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

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

through an annual 1increase in the eligibility age. Under

legislation which passed che House of Representatives during che

1) Addicionally, ic should be noted that the issue will become
more serious in future years. This 1s because while che 1income
I~vel 1s high ac che outsec, it shrinks dramatically, and in real
ggége falls below che scare"s existing poverty level in che vear



previous legislacure, <che eligibilicy age would begin co rise
above 65 in 1991. Alchoug"n no "scairscepping” proposal was ever
advanced by anyone for formal cocmiccee review or accicn, che
committee is aware of some concinued 1inceresc in developing chis
concepc oucside of chis commiccee™s deliberacions. The proposal
thus warrancs some commenc.

Firsc, <che term "scairscepping”™ 1s a misnomer, since ic
connoces a gradual phasing ouc of che ALB program. In truth, che
scairscepping approach causes che mosc abrupc program termination
of any opcion considered, and also results 1iIn che mosc severe
discrimination between groups of Alaskans. Under che
stairstepping approach, if a person was bom on or before June
30,«1925, che state would pay him or her $250 per month for life.
For persons born on July 1, 1925 and thereafter, che state would
pay nothing. And, it is irrelevant whether that person is now an
Alaskan. A current non-resident who 1is now 62 would receive
$250/month when he or she moved to Alaska, while a current
59-year old Alaskan would receive nothing. There 1is chus nothing
gradual, or "stairstepped,"™ about this process.

The stairstepping approach would be more expensive chan che
committee bill, 8/ and tuch of this added expense would be bom

after che turn of che century when che state can least afford ic.

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

£/  Assuming, of course, <chat che two had similar provisions
cealing wich che erosion of che real value of the bonus.
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benefic fewer Alaskans. Fcr example, some have assumed chac
parcicipacion in Che annuicy program 1is necessary in order for
fucure elderly co benefic from che commiccee bill. This 1is noc
Crue. Under scairscepping, a person cuming 65 1in 1991 would
receive no ALB whacsoever, while chac same person would receive a
1991 ALB of $222.61 under che commiccee bill, even if chac person
had never parcicipaced in che annuicy program. Thus, for similar
cocal coses, and subscancially lower 21sc cer.cury coses, che
commiccee Dbill excends che benefics of che ALB program co many
more Alaskans.

Mosc fundamencally, che commiccee believes chac chere 1s a
need for fucure scace parcicipacion in che building of reciremenc
securicy chac 1s- noc recognized 1in che scairscepping approach
standing alone. Apart from che ALB, che principal form of
non-need based assistance 1s, of course, Social Securicy. Yec
Alaska®s elderly receive che same Social Securicy payments as
chose who reside where che cosc of 1living 1i1s much lower.
Moreover, Alaska has a uniquely high percencage of elderly who
are 1neligible for Social Securicy because of a lack of
wage-earning hiscory. Thus, in one area of che state --
Northwest Alaska -- 66Z of che region®s elderly reported che AL3
as Cheir principal source of income.

As o1l revenues decline, and economic activity in the scace
becomes more uncertain, it is encirely possible chac che scace"s

fucure elderly will crnd themselves in a more precarious position
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chan coday. And, ac chac poinc, Che scace -- for chese same
economic reasons -- may be unable co help.

One obvious 1impact oi abolishing che A.LB program chrough
"stair-scepping” is an increased 0Old Age Assiscance case load.
Certainly, when chose near che poverty line are denied $250 per
monch, chey will simply cum co che welfare system, and che scace
will realize no nec saving. Moreover, and as discussed
previously, many ALB recipiencs who are apparently eligible for
OAA and Medicaid have 1in face noc applied for chese benefics.
Over che years, che ALB program has been defended on che ground
chat 1t has enabled many Alaskan elderly Co vremain off che
welfare roles. Statistics bear chis ouc, indicacing chac many of
chose ALB recipients who are eligible for OAA and Medicaid hav
been able co remain off chese programs because of che bonus.

For chese reasons, scair-stepping by 1icself 1is also noc
being recommended to the legislacure.

on che ocher hand, che principal advantage of
"stair-scepping” is the protection which i1t affords chose who are
currently on che ALB program, and who have come to rely on boch
che Longevicy Bonus and che permanenc fund dividend co suscain
themselves. The commiccee concluded <chac forcing Alaska®s
exiscing elderly co forego cheir Permanenc Fund Dividend in order
Co assure continued receipt of che "target"™ Longevicy Bonus mighc
work a hardship on chese older Alaskans. As a result, che
commiccee decided co include in the bill a so-called

"grandfachering”™ provision which allows chose reaching age 65



before 1586 to cake cheir Permanenc Fund Dividend 1in cash and
scill receive a full Longevicy Bonus for che remainder of cheir
lives. The commiccee legislacion, chen, 1is incended cc blend che
mosc salutory aspects of boch an annuicy approach and
"stair-scepping.”

The vircue of an annuicy approach 1is chac 1ic enables che
scace and each 1individual Alaskan co sec aside funds now for
Chose perhaps more difficulc years ahead. Ic 1s a program
designed to subscicuce private thrift for public largesse. The
commiccee also believes chac che permanenc fund dividend 1is an
appropriate source of funds for che annuicy program. The purpose
of che annuicy program is much like che purpose of che permanenc
fund i1cself. Moreover, one purpose of che dividend program - co
give each Alaskan a stake 1in che management of che permanenc
fund -- will be enhanced i1f Alaskans®™ reciremenc securicy is ac

lease in part dependenc on wise stewardship of chac fund.

Major Features.
1. Front-loading. The commitcee envisions chac

legislature may add additional sums Co individual annuicy

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

Ic i1s che committee®s hope chac che legislacure will consider

tronc-loading for each of che program®s firsc chree years.

che



The commictee initially analysed the annuicy concept withoc
front-loading. Even without front-loading, annuicy payments
eventually replace longevity bonus payments from che general
fund. Nonetheless, <che committee feared chac because annuicy
payments were low in che early years, those Alaskans who are now
near retirement age would not participate 1in the program.
Moreover, general fund contributions did not begin to see
significant reductions for about 10 years.

Front-loading provides a substantial incentive to
individuals co forego immediate cash 1in favor of retirement
security. While i1t costs more in the initial years, that cost 1is
incurred 1in years 1in which oil revenues are expected to remain
high. Moreover, general fund contributions to the ALB progrr-"
taper off rapidly. In other words, because front-loading causer”
the maximum possible annuity payment co increase, vresidual
longevity bonus payments decrease more rapidly. Thus, dollars
invested 1in early years through front-loading vresult 1iIn a
decrease 1in general fund obligations in later years.

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

million.
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Additionally, front-loading serves other iImportant purposes
which the committee believes warrant the cost iIn constant
dollars:

(1) The committee bill will work only if Alaskans
participate. IT they do not, Alaska®"s future elderly may still
place demands on che general fund; and

(2 A premium may fairly be placed on che current
availability of funds. If $1.00 of general funds front-loaded
now returns 75c (in constant dollars) years hence-, che fact thac
the general fund has that $1.00 now, but may not have the 75c
later, 1s of some relevance.

Whether front-loading extends beyond the three-year period
envisioned by the committee -depends on the availability of funds,
actual participation-rates, -and the projected rate of return on
subsequent front-loading investments. If front-loading has
succeeded 1In creating substantial participation, continuation
would seem wunnecessary, since those Alaskans already in the
annuity program would be unlikely to drop out. On the other
hand, 1f participation 1is low, the legislature may wish co
consider inducements other than front-loading.

The commictee settled on a front-loading concept weighted 1in
favor of older Alaskans. Several other options were also
considered. The first was a per-capita contribution made co each
Alaskan who chose an annuity credit. Under chis option, the
annuity accounts of chose near retirement age did noc 1increase

enough co substantially increase che "maximum possible annuity."



Thus, ic did noc significancly reduce 1iong-cerm general fund
obligacions. Nor did 1ic sacisfy che goai of providing che
greacesc 1incencives co chose who may need chem mosc.

To Dbeccer accomplish chis goal, che commiccee ne:cc
considered a scraighc $10 incremencal increase in fronc-loading
based on age: chac 1is, parcicipancs would receive $10 for each
year chac chey were, 1i1lder chan age 17 - up co age 65. 9/ This
opcion produced a becler resulc in Cerms of reduced general fund
obligacions, bucic scill did noc increase annuicy paynencs rase
enough co be a significanc incencive -- co older Alaskans 1in
parcicular — Co parcicipacein che program.

Finally, projeccions were run on che opcion embodied 1in che
bill: persons 18-34 years old would receive a base amounc of
fronc-loading in addicion co che dividend -- for example, $50.
Those over 34 would receive a percencage increase (for example,
10Z) for each year of age over 34, up co age 65. Under chis
opcicn, fronc-loading increases on a curve racher chan a scraighc
line -- increasing dramacically as an 1individual approaches age
65. Thus, a $50 base wich 101 per year increases resulcs in a 34
year old receiving $50, a 50 year old $211, and a 64 year old
approximately $800.

The incencive co join che program, chen, Increases

dramacically as reciremenc age approaches. Ic 1s chis aspecc

9/ Thus, an 18 year old would receive $10, a 38 year old $210,
and a 65 year old $480.
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which 1s nose appealing Co che committee, tor che Tfollowing
reasons:

Firsc, older Alaskans are nose 1in need of 1incencives co
parcicipace. Because 1inicial annuicy paynencs are small, many
may be cempced Co cake a cashpaymenc which 1is larger chan che
annual annuicy which i1t will yield. Then, years lacer, chac
person will suffer maceriallyreduced benefics because of chac
shore-sighted decision. On che ocher hand, younger Alaskans need
not parcicipace 1in che program every year in order co build a
sizeable annuicy. Based upon projeccions available to the
committee, a 47 year old (in 1986) would be required co
participate every year 1in order co achieve che cargec annuicy
when he reaches 65 in che year 2004 - the year che ALB program
disappears. Recognizing chac financial circumstances may require
a cash election in some years, and chat some individuals may be
ineligible for a dividend in some years, the commictee concluded
chat additional incentives are appropriate beginning ac age 35 1in
order to help ensure that the maximum possible number of Alaskans
will achieve che target annuicy.

Second, while older Alaskans will vreceive more at che
outset, che front-loading given younger Alaskans will be invesced
for a longer period of cime. To che extent that the percencage
differencial 1is commensurate wich accounc earnings, che eventual

recurn co both old and young will be quice similar.



Finally, chis opcion accually coses less 1in front-loading
dollars chan che scraighc [line approach -- even enough che
now-elderly receive larger amouncs.

Two addicional points regarding fronc-loading warrant note.
First, and as discussed earlier, under the commiccee Dbill chose
who reach age 65 before 1986 do noc participate in che annuicy
program because chey are guaranceed a full Ilongevicy bonus for
life. As a resulc, 1in 1985, chere will be no fronc-loading for
any individual over che age of 64. In fucure years, che
incremental 1increase in front-loading will end ac age 65, and
chose over age 65 will receive che same amount of fronc-loading
as a 65-year-old.

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

The committee concluded that these earnings are an
appropriate source of funds for front-loading for one obvious
reason: as with che basic structure of che annuicy program
icself, chis aspecc ofche bill will devote current permanenc

fund earnings in a manner which will substantially decrease
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general fund obligacions in later and perhaps leaner years. Once
again, however, only earnings are involved. Ic muse be scressed
Chac ncching 1in che commiccee bDbill iIn any way impairs che
incegricy of che permanenc fund icself.

2. The 27 Escalacor.

Since che beginning of che ALB program in 1972, che original
$100 paymenc has been periodically increased no ics currenc $250
limic. While chac increase seems" large, 1ic has, in face, roughly
kepc pace wich inflacion. If che ALB 1is recained,- che commiccee
believes chac 1ic is unreasonable Co assume chac no increase in
Che ALB will ever be made. "The persisCenc erosion in che real
value of che ALB would ac some poinc become so severe chac relief
would be necessary. For example, assuming a 6Z inflacion race, a
$250 ALB now will be worch only $104 in 15 years.

There are cwo ways of dealingwich che gradual -erosion of
Che value of che ALB. The firscis co leave che problem co
fucure legislacures. The second 1s che approach Caken in che
commiccee bill, which provides a modesc 3Z annual adjustmenc
incended noc Co precisely keep pace wich inflacion, buc racher co
provide cercainCy in che amounc of che paymenc.

3. Adminiscracive Coses ofche Program. The commiccee
bill provides chac che legislacure may appropriace funds frcm che

annuicy accounc co pay che adminiscracive coses of che annuicy



program. _10/ Thus, che coses or che program will be borne by che
annuicy parcicipancs, whecher che funds are privacely placed or
noc.

The bill scates thac adminiscracive costs will be "equitably
allocated™ among annuicy accounts; 1t is the commictee™s 1incenc
chac an equicable allocation will cake 1into accounc such faccors
as numoers of parcicipancs, age, and relative accounc balances.

A. Choice of Benefics. Most annuicy programs offer
parcicipancs a choice of opcions, such as joint and survivor
benefics. The primary reason for survivor benefics in employment
annuicy programs is chac among married couples chere 1is often
only one wage earner. Survivor benefits are thus available to
insure chac the dependent spouse 1is not left without 1income
Since the annuity program 1is available to both spouses, just ai
Is the present longevity bonus program, che committee opted for
simplicity and did not include a choice of benefits. 11/

5. Setting the Amount of the Longevity Bonus Payment.
Section 8 of the bill provides chac che longevity bonus payment
— for those who have not reached 65 before 1986 -- i1s determined

by deducting from that payment the maximum possible annuicy

10/: 1If the states chooses to place the funds wich private
carriers, any coses shifted to che carrier under che contract
would also be paid from che annuity accounts.

11/ A death benefit for those who die prior to reaching age 65

Has been included in che Senace Scace Affairs Commiccee
subscicuce for SB 56.

-2A-



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

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

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

state. Counsel advised the committee that, because the annuicy

12/ The longevity bonus program will still require thac an
individual be a one-year residenc to receive a bonus.
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program is unique, chere 1s no legal precedent which provides
definite answer.

Based on analogous federal cax authorities, tax counsel
believes thac a crucial factor in determining whether cr not an
Alaskan receiving an annuity credit will avoid current federal
Iincome taxation is the amount with hich che legislature
"front-loads™ the annuity credit 1in the vyear che credit is
granted. IT the legislature provides a substannia!.. front-load to
the annuity credit for a particular year, an Alaskan receiving a
credit that year should not be subject to tax until annuity
payments are actually made on retirement. However, it the
legislature provides little or no front-loading in a particular
year, there would be a substantial risk that those receivir
annuity credits would be taxable 1i1mmediately on che amounc o*
cash they could have elected in lieu of the credit.

Tax counsel also advised the committee that available
precedent does not ©provide firm guidance on the minimum
front-load necessary to support deferred tax treatment of annuity
credits. There 1s an example in the |IRS regulations which
suggest thac a front-load of 25Z or more of the annuity credit
would be sufficient; however, taxcounsel believes thata lesser
amount may suffice. Because of this uncertainty, tax counsel
suggests that 11f the commiccee proposal 1is enacted, it would be
in the state®"s best interest to obtain an advance ruling from the

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

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

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

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

8. Annuicy Credits Are Noc a Vested Right. The committee
bill provides that an individual does not receive a vested or
property right co an annuicy payment until that paymenc 1is made.
Funds must be appropriated annually by the legislature from the
annuicy accounc to make annuity payments. Although che clear
legislative intent.of the bill is to provide annuity payments co
chose who have.participated in the program, the committee bill
neither binds future legislatures nor creates a dedicated fund.
Thus, the Ilegislature may legally appropriate annuity funds for

any public purpose. An individual®s righc to an annuity payment
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prior co dispersal 1is an unfunded, wunsecured promise cf c
state. Thus, a future annuitant is 1in no better legal positi.
than any unsecured creditor of the state.

As a result, che bDbill 1is silent with regard to c
garnishment of annuity credits. Prior to annuity payments, the
is nothing to garnish or attach, nor anything that can proper
be regarded as "income"™ or an "asset."

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

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

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

che ALB payment. Current recirees, on the other hand, g9



little or no ability co 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™ 1s more
immediate, and more critical, for exiscing retirees;

2. Exempting 60-year-olds from the AL3 reduction of the
commictee bill would noc simply postpone the inevitable financial
disparity between two groups of Alaskans -- 1t would aggravate
it. Under the House bill, the first reduction in payments would
occur in 1991. Because of the growth in the "maximum possible
annuity”™ by that time, the initial difference 1in monthly ALB
payments between an exempt recipient, and a non-exempt recipient
who did not forego his dividend, would be $67.21 per month.
Conversely, under the committee bill, differential payments will
begin in 1986, and will initially be $11.92 per month. The
committee felt chat if some smallerdifferential were felt
immediately, the need to begin participation in the program now
would be more apparent to non-exempt recipients. In other words,
immediate "stair-stepping”™ may well encourage higher annuity
participation, which in turn will reduce the actual differencial
treatment between exempt and non-exempt recipients; and

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

chac che state would still be making general.fund AL3 payments cf
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$74.9 million 1in the year 2000, and general fund cbligac *
would not end until the year 2029. Moreover, extending b
bill*s protection to 60-year-olds would cost an additional $32
million over the life of the program. In drawing the necessar
dividing line between those who can continue to receive che ful
benefits of existing law, and those who ~cannot, eccr.omi
feasibility plays an appropriate role. For the reason.
above-stated, the committee believes that the line 1is best draw:
at age 65.

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

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

older Alaskans, substantially more than typical matching payment
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by employers. Additionally, under any employee plan, an employee
muse dedicate a portion of his or her regular monthly salary --
each dollar of which may already have been budgeted for regular
family needs. The permanent fund dividend, on the ocher hand, 1is
an irregular source of income which (for some Alaskans) 1is noc a
component of the regular family budget, and hence more readily
disposable.

Given chese differences, and che wunique nature of che
annuity program established by this bill, che committee does not
believe chat any meaningful ©projection, or even range of
projections, can be provided.

If participation rates are very high, by the year 2003 state
Old Age Assiscance payments may be substantially decreased.
Indeed, 1t is conceivable that a successful annuity, program could
virtually eliminate the need for old age welfare payments. For
example, by che year 2010, every elderly Alaskan who has fully
participated in the program will be receiving a monthly annuity
of $1,047.38.

On the ocher hand, i1f participation is very low, the state
may experience 1increased old age assistance obligations as the

residual longevity bonus phases out.

The only way to guard against future increases in O0AA

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

studied (including stairstepping) would noc simply threaten, but
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inevitably lead to higher OAA obligations. The committee bill,
on the ocher hand, offers Alaska®s future elderly at least che
opportunity co ultimately avoid the need for OAA assiscance -- an
opportunity which at least seme Alaskans will accept. In other
words, even with modest levels of participation, the result would
be better chan under "stair-stepping.”

11. Impact Upon Eligibility For Old Age Assiscance
Medicaid.

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

Elderly who are eligible for OAA are also eligible for
Medicaid. Medicaid benefits are. accessed by almost half of the
OAA recipients, and the average non-nursing home benefic 1is
$2,500 per year.

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

Until 1984, and by virtue of a specific exclusion in federal
law, ALB payments did not count as "income" in determining
eligibility for SSI or Medicaid. See 42 U.S.C.
81982a(b) (2) (B) . However, when the AL3 program was changed 1in
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1984, Congress also amended the exclusion to protect only these

who:

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

and

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

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

1. Some 750 current recipients of OAA will experience a
loss or reduction 1in benefics because chey are now eligible tc
receive the ALB, but fall outside the amended federal exclusion.
These individuals have not, however, suffered a net loss in cash
benefits, since ALB payments have merely replaced previous
OAA/SS1 payments. While these individuals are the subject of
discrimination, since they cannot retain both their ALB and their
previous OAA/SSI Dbenefits (as can long-time Alaskans), that
discrimination 1is solely the product of federal, law. If the
state undertook to cure this discrimination by replacing lost
federal SSI benefits, $1.4 million would be required for FY 1986.

2. Some 314 of the 750 affected OAA/SSI recipients will
also lose non-nursing home Medicaid coverage -- a benefit which
averages $2,500 per year. This is a substantial loss which is
not compensated for by the ALB program. The amount of lost
federal Medicaid benefits to these 314 individuals 1s only
$413,847 for FY 1986. The scace could therefore compensate for

chese lost federal benefits ac relatively small cost.
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2. The most: subscancial impacc of che recenc federal
change 1i1s upon nursing home paciencs. 26 elderly Alaskans who
are currencly 1in nursing homes may Jlose cheir Medicaid nursing
home coverage as a vresale of chis change. To pay chese
individuals®™ nursing home coses encirely chrough scace funds
would require a $720,000 addicional appropriacion in FY 1986.

The commiccee bill neicher alleviaces nor aggrevaces che
problems associtaced with 0AA/SSI benefic reduccions, or
reduccions in non-nursing home Medicaid paymencs. Unless che
legislacure were co adopc a needs-based ALB program, virruaily
any opcion which Che [legislacure mighc chose would Ileave Che
affected elderly in Che same position as under currenc law. 13/

The commictee proposal would, however, probably benefi
exiscing nursing home residencs. Under Che bill, person"
residing 1in a nursing home are 1ineligible to receive che ALB.
This exclusion, Che commiccee believes, 1s consiscenc wich and
furthers che intene of che ALB program. ICs effecc is co benefic
exiscing nursing home residencs who will lose access Co che $250
a monch ALB, but aC Che same cime will retain cheir eligibilicy

for $50,000 per year nursing home paymencs.

13/ Under currenc federal law, paymencs which are predicaced on
need are noc counced as "income"™ for federal assiscance purposes.
Thus, che means cesc proposal discussed earlier may avoid che
problems discussed 1in chis seccion -- assuming chac federal
officials were willing Co creac a $25,000 income limit as cruely
differenciacing che "needy"™ from che "non-needy."

1



12. Coses of Various ALB Alternatives. The committee has
escimaced che coses of various alternatives. Although population

figures (and hence program costs) 1in future years are difficulc

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

commictee felt that i1t was particularly important to at least
estimate costs beyond the year 2000 for two reasons.

First, it has been a goal of the commictee to develop a
program which phases out general obligacions after Che turn of
the century -- when oil revenues are projected co dramatically
decline. Estimating post-2000 expenditures 1is thus particularly
important.

Second, some- options envision higher immediate investment in
return for. lower long term obligations. Cithers involve smaller
near-term expenditures -- an attribute which is paid for 1in che
years to come. A fair comparison, then, can only be made by
looking ac total expenditures over the life of each alternative.

Chart 1 indicates the costs of making continued ALB payments
under four alternatives. This chart assiimes chat -- whatever
program is chosen -- an escalation in the ALB payment will be
made as the years go by. As the chart 1indicates, Che cost of
continuing the current, expanded ALB program is prohibitive. The
second opcion, the "Annuity Program," reflects the committee bill

without grandfathering Alaska 3 existing elderly. Under this
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opcion, 1in order co receive che cargec amounc, exiscing elce.

would be. required co forego cheir permanenc fund dividends.

The chird opcion -- che "Annuicy Program w/1986
Scairscep”™ -- vrefleccs che ALB <coses of che commiccee bill
icself. The "Scairscep"” approach refers Co lasc session®s
legislacion, which would begin scair-scepping in FY 1991.

Finally, projeccions on che means cesc proposal which assume
escalacion have noc been run.

Assuming chac <che legislacure provides a 3Z per annum
increase in che AL3 paymenc, che AL3 <ccscs of <che opcions
considered are as follows:

Chare 1

ALB COSTS THROUGH 2034
WITH 31 ESCALATOR (in millions)

Nominal $ Conscane S Presenc
Value 14/

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

w/1986 Scairscep 1,290 735 584
Scairscep 1,455 745 577
Means Tesc N/A N/A N/A
14/ The cerm "Nominal S" is self-explanacory. The cern

"onscanc $" refers co coses expressed in 1986 dollars --
assuming 6Z annual inflacion. The cerm "Presenc Value"™ refers co
che amounc of money which, if 1invesced now, would endow che
various opcions chrough che duracion of each.



Conversely, 1if che legislacure held che amour,c of che .-IB
constant over che vyears insceaa of providing a regulaccr

escalacor, che ALB coses of che opcion would be:

Chart 2

AL3 COSTS THROUGH FY 2034
WITHOUT ESCALATION (in millions)

Nominal S Constant S Presenc Value
Currenc Law 5,419 1,391 880
Annuicy Program 619 432 369
Annuicy Program
w/1986 Scairscep 864 539 444
Stairstep 1,040 586 470
Means Test 3,199 945.9 634.5

In addicion coche general fund coses of (1) continuing che
currenc ALB  for existing recipients, and (2) providing a
gradually reduced ALB for new recipiencs, che commictee Dbill
envisions chat individual annuicy accounts will be "front loaded”
wich funds drawn from che earnings of che undistributed income
accounc of che Alaska permanenc fund.

Estimating Che coses of "front loading”™ 1i1s a chree seep
process. First, che commiccee assumed chac Che legislacure would
provide sufficient fronc loading co allow chose 35 and younger co
receive a $50 base supplement, and choseover 35 co receive a
supplement which is 1increased 101 for each yearof age up co 65.
Second, che commictee assumed chac participation races would be
very low in younger Alaskans, and extremely high for chose cider
Alaskans receiving che greatest fronc-loading. The cosc cf

"fronc load payments" under chose assumptions -- wich and wichouc



che grandfathering of existing recipients are reflected ir
Chart 3.

Finally, che effect of front loading 1is co more rapidly
reduce the :targec" ALB, and hence reduce general fund
obligations. Thus, che net cost of any front loading must be

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

Chart 3

EFFECT OF 3-YEAR FRONT LOADING
(in millions)

Nominal S Constant $ Present Value

Annuity Program (3Z Esc.)

Front-Load Payments 113 101 96
(ALB Savings) (126) (69) (31)
Net Cost (Savings) (13) 32 65

Annuity Program (No Esc.)

Front-Load Payments 113 101 96

(ALB Savings) (91) (57) (46)

Nec Cost (Savings) 22 44 "50
Annuity & 1986 Stairstep (37 Esc.)

Front-Load Payments 79 71 67

(ALB Savings) (82) (41) (31)

Net Cost (Savings) (3) 30 36
Annuity & 1986 Stairstep (No Esc.)

Front-Load Payments 79 71 56

(ALB Savings) (56) (30) (23)

Net Cost Savings 23 ~41” 44

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

anDrooriate column of Charts 1-2. From that exercise, it 1is



apparent thac fronc Loading does noc materially affecc che cost
ranking of any of che options considered.

Finally, under stair-scepping, chose who do noc reach age 65
by FY 1990 will receive no longevity bonus. Of those who are
denied the bonus in che fucure, a portion will apply for state
Old Age Assistance. As noted previously, a number of current ALB
recipients are apparently eligible for OAA and Medicaid buc have
not applied because of the bonus. There 1s thus a segment of
Alaska®s elderly who are now eligible for OAA and Medicaid, and
who might apply for benefits under those programs 1if the ALB were
denied.

It is difficult to predict the number of elderly who would
actually turn to state welfare assistance 1if and when che ALB
program were terminated. Currently, one out of every 2.65
income-eligible ALB recipients actually applies for O0AA. Under
che "moderate low" scenario of Chart 4, one half of chose elderly
would apply for O0AA. Under the "moderate high" scenario,
two-thirds of che eligible elderly would apply for assistance
once che bonus program were terminated. Cumulative costs, 15/
in increased OAA and Medicaid benefits, through the year 2010

under chese two scenarios are as follows:

15/ The cost estimates i1n Chart 4 should be viewed as
substantially eqivalent to constant 1986 dollar estimates.
Although they are technically nominal dollars, chey assume no
increase in OAA or Medicaid benefits as the years go by. If one
assumes thac OAA and Medicaid benefics keep close pace with
inflacion, these estimates would then better reflect constant



Chart 4

INCREASED OAA/MEDICAID COSTS THROUGH 2010
(In millions)

Moderate Low Moderate High
81.3 150.2

It is possible that increased OAA costs would also result
from the committee bill. Although, under the bill, the AL3 1is
gradually phased out, rather than abruptly terminated, those new
elderly who have not participated 1in the annuity program may
eventually find themselves in need of welfare assistance. The
degree of that problem, of course, 1s a function of participation
rates -- which are difficult to determine. However, Dbecause --
under the committee bill - the ALB 1is phased out, rather than
abruptly terminated, 16/ and because a portion of Alaska"s
population will participate in the annuity program, the committee
believes that - even with low participation rates -- the impact
of the bill upon old age assistance programs 1is likely to be less
severe than under the stairstepping approach.

Finally, the committee looked at the cost of various options

after 1959. As noted previously, it has been a goal of the

dollar costs.

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

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

longevity bonus of $222.61 per month.

-40-



commiccee to develop a longevity bonus program in which general
tund obligations would be minimized as oil revenues declined.
Chart 5 indicates the cost of stairstepping, the means test
proposal and the annuity program with and without stairstepping,

which would be incurred in the 21st century:

Chart 5

COSTS INCURRED AFTER YEAR 1999
(in millions: Nominal $)

3l Escalation

Annuity Program 69.9
Annuity Program

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

w/1986 Stairstep 128.4
Stairstep 291

Test 2,486.2

The Benefit Concept®s Proposal

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

and the return from that investment iIs estimated co be sufficient



co make che declining longevicy bonus paymencs required under che
commictee®"s annuity approach. 17/

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

The Benefit Concepts proposal was analyzed by che actuarial
firm of Johnson & Higgins ac che committee"s request. That firm
concluded that (1) che costs of the program may be understated
when compared with data used by OMB (see footnote); (2) should
the state consider "endowing"™ the ALB program, it should noc

limit 1ts choices to the Ilow risk alternatives considered by

17/ Subject to available funds, che state could "endow™ any
program by 1investing enough cash to produce the revenue to pay
the costs of the program. Indeed, the concept of "endowment™ 1is
implicit iIn the present value" calculations made by che Office
of Management and Budgec for the Ilongevicy bonus alternatives

analyzed. Two points deserve attention. First, 1in order co
avoid dedicated fund ©problems, che 1ncome from any such
investment would be deposited in the general fund, and subject to
annual appropriation to pay program costs. Second, the

assumptions wused Dby Benefits Concepts in making cheir cost
estimates differ 1ir. two iImportant respects from the assumptions
used by OMB. Benefit Concepts wused different population
projections, and assumed a different interest environment. Both
these differences understate the cost of cheir proposal when
compared wich programs using OM3 estimates. The committee,
therefore, cautions against direct cost comparisons.



3enefit Concepts, but should also examine ocher 1iInvestment
opcions; and (3) the primary advantage of che S?L approach ever
other low risk 1investments 1is the substantial cax advantage
available to some 1insurance companies 1in providing chis type of
policy. These tax advantages are under scrutiny by the federal
Treasury Department, and could well be -eliminated through
revisions to the Internal Revenue Code 1in the- near future. It
would be Ilikely chat an insurance company would iInsist on passing
any cax changes through to the policy holder, thus removing the
advantage of this type of investment.

The committee 1s unable to make a firm recommendation
regarding this proposal to the legislature but believes thac che
concept .may warrant further consideration by the state's

financial experts.

The Alaska Pioneers®™ Home

On July 30, 1984, Governor Sheffield requested the committee
co consider expanding its 1inquiry to include Alaska®"s Pioneers”
Home Program. Because of cime constraints, and the fact that che
commictee developed an alternative to che ALB program which has
no application to the Pioneers® Home, the committee was unable to
consider alternatives co this program in any depth.

The committee, however, shares Governor Sheffield"s concerns
over the program. Under AS A7.25.030, an individual must have

resided in Alaska for 15 consecutive years, or 30 total years, 1In



order Co be eligible for admission no che homes. Plainly, chac
requirement raises subscancial conscicucional quescions.

To dace, no one has filed suic over che Pioneers®™ Home
eligibilicy requiremencs. 1Ic iIs chis commiccee®"s recommendacion
Chac che legislacure develop and consider alceraarives Co che
exiscing residency requiremencs during chis session. The
pressure and cension creaced by che Vesc licigacion has made 1ic
more difficulc, over che pasc 2% years, co develop a sound
replacemenc for che ALB program. Thac experience need noc, and
should noc be repeaced for che Pioneers®™ Homes.

One alcemacive for replacing che currenc residency
requiremencs warrancs noce. The legislacure may wish co develop
a poinc syscem chac would decermine eligibilicy for Pioneers
Home admission based upon che hardship chac would be suffered i
che applicanc were forced Co seek housing ouc of scace. Locacion
of home, family and friends would all be relevanc Co assessing
chac hardship; vyec hard and fasC residency rules would be

avoided.

Conclusion
The undersigned members of che commiccee respeccfully

recommend chac che legislacure consider and enacc che annuicy
«Famamml AA n *sama
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by Clem Tillion
lare (lint (hirof 10governor's took forces

him rrcnnimcude | (lint (be old timers
bonus, tlio $250 a month forthoseover 05, bo
converted to n welfare Byntem.

For (lie most pm I, | bnvc liked tbc ooiir.se
net by our new uimi in Juncnu. Hut making
rimrily ciirchout OFour old Alaskans under
(lie guise of saving money in n joke!

Number one, it will nolnnvcmoney. Itwill
inukc liars out of :i lot of good people and
make jobs for a lot of “do goodcrs” in (lie
welfare department.

Tbhc percentage "f Iliose over (55 here in
Alaska who couldn’t figure a wny toBtnyon
tbe 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 program is loo great lor
the stale to bear, Ilien shorten the months
that an Alaskan can begone from the slate
each year and prone a few more "snow
birds" off the list.

When the Longevity llonas Program wns
first envisioned, one of the basic purposes
was to keep winners as well ns losers here in
Alaska.

As the population of our slate had such a

ity B o n u s

low percentage of those over Of), there were
many who thought Hint keeping grand-
mother and grandfather near the rest of the
. Imily had a great many beneficial side
effects. The reason the cost of living bonus
was paid without regard to people’sincome
was twpfold. One, with less than 10 percent
of cur 05-yenr-olds in the non-ncedy cate-
gory, it was far cheaper to pay all than set
up n bureaucracy to screen all the old folks.

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

At tho time the first Longevity bonus wns
passed, <0 percent of the money" approp-
riated for OIld Age Assistance here in
Alaska was used by the burenucracy to
administer the program or an amount that
just about equalled the Federal Matching
Funds then received by tbc state for (lie
program.

I'm sure that to gel their hands on that
amount of money, welfare would promise
anything, but it’s a rare program indeed
that they administer for less than 20 percent
ofthe appropriation. It’s why the legislature
pul the program under the Department of

in to w e |Ifa re

Administration instcud of letting the bleed-
ing hearts get it to "do good" with. When |
say this, I'm thinking of the old families of
Hawaii. The saying goes: "Their ancestors
come lo ’do good’ and they did very well
indeed.”

The Bccond reason that need was not a
requisite part of the first legislation was
simple. We wanted to keep as many of life's
winners no possible he in Alaskn. Fishing
is an on and off llcng, oil and timber
depends on the fluctuations ofinternational
politics and world piice. Of all incomes,
retirement income lea.is to be more stable
than most.

With exceptions, of course, most people
over 65 ore not into mi tsing great fortunes.
They spend their moil either on their own
comfort or on those iround them. They
don’tcause problems \ illithe police or their
neighbors and they often have income
retirement from a inn her of sources, be it
teachers’ retirement o railroad retirement
as well as property an; issed long years ago.

be they rich or poo. they are well worth
keeping in Alaskn.

Clem Tillion, Halibut Ci ur, is former president
of the Alaska Senate, his column originally
appeared in the Anchoi i;c Times.



O uvey snows now se liors use bonus moi.ay

by Itebecca Goodman

Within days after Sen. Jay
Kerttula (1)-Pnlmer) and hia
staff aides sent out more than
1,450 surveys lo 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-ccnt postage stamp
and return the blue form to
Juneau.

IGNORE YOUR

Kerttula, sponsor of the
Longevity Bonus annuity
bill CSSB 5G, said his aim in
distributing (he survey wns to
collect information about
seniors' needs and their use of
the bonus payments.

"No statistics have been col-
lected or made public concern-
ing seniors in Alaska for
several years," he said. "Some
people feel seniors arc already
comfortably well off and ore
saving their bonus money or

BACKACHE &

SUFFER THE CONSEQUENCES

Back pain, however insignificant it seems, IS
frequently the beginning of serious, painful

problems.

Problems such as pinched nerves,

slipped disc, neuralgia, neuritis, (and sometimes
arthritic type pains), tuberculosis and even

paralysis.

The spine isa complex system of nerves, mus

cles, bones, ligaments&cartilagewhichareinter-
connected to control specific areas of the body.
When the bones, or VERTEBRAE are misaligned,
they pinch the surrounding nerves, obstructing
the flow of energy to other parts of the body. This
often results in complications which can be

severe & permanent. mm

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

For immediate appointments cll

562-5366 °.
COMMUNITY ,Iohiuon

CHIROPRACTIC CLINIC
Senior Citizens Dlscounl/24 hr. emergency care

spending it on vacations or
frivolous things. This is one of
the hurdlea we've hnd to get
around in justifying the Lon-
gevity Bonus."

So how 00 seniors use their
bonus payments?

"The message is pretty
clear: They need those bonus
checks forthe basic necessities
of life," said Joyce Kerttula,
who serves as her husband’s
legislative aide and has spent

hours poring over the
responses.
Survey questions and

responses included:

*How many years have
you lived in AlaBka7 Length
of residency answers ranged
from 1.5to 89 years. The aver-
age length for respondents
was 37 yeors.

eFor which ofthe follow-
ing do you use your Lon-
gevity Bonus? Food pur-
chases, 611; utilities, 523; med-
ications, 399; doctors’
expenses, 333; housing, 320;
auto expenses, 2p7, taxes, 192;
child/grandchild assistance,
75; travel, 53.

«Are there other things
for which you use your
Longevity Bonus?. Most
common response: “No money
left over.” Some snid the bonus
helped pay for wnrm clothes.
One individual wrote, "Yes,
with money left over | have a
beer now and then. Another
wrote that the bonus money
was "snved up to buy two hear-
ing aids and eyeglasses.”

*The governor ispropos-
ing to reduco Longevity
Bonus payments from $260
down to $200. ' ewill bo

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

‘They need those
bonus checksforthe
basic necessities of
Hue'

—Joyce Katida
Legdative aice

els your taxable income
more or leBs than $25,0007?
Over $25,000 were 107; under
$25,000 were 590.” Many
respondents added comments
indicating their combined
Social Security and Longevity
Bonus payments, together
amounting to $7,000 or less per
year, comprised their total
yearly income. More than 50
respondents refused toanswer
the income question.-

*The governor ispropos-
ing to base Longevity
Bonus on need. Those indi-
viduals who have a taxable
income over alftertain
amount would no longer
reccivo the bonus. In agree-
ment with the needs-based
program were 18; disagreeing
were 679. Several respondents
wrote, "Needs based? NO! NOI
NO! NO! NO!" One individual
wrote: "I know several older

people who arc eligible for food .

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

eAnother proposal
would reduce bonus pay-
ments $25 each yoar 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.

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

One respondent wrote: "The
governor has no feelings for
the aged. He cannot compre-
hend whatitis like to grow old.
Older people were in the work-
force when wages were low..

Another said: "Please,
please let us iow-income
seniors on fixed incomes live
above poverty level..."

A 52-yearresident of Alaska
wrote: "l have only a small
Social Security and the Lon-
gevity Bonus as my income.
'I"v'he Longevity is my lifeline..

And one worried: "I rcnlly
don’t think I could meet my
obligations and would have to
consider leaving. That would
hurt as my granddaughter
lives with me and goes to
Bchool here.” m

Kerttula plans to
results of the survey wit*-
lawmakers.

share
”er



Longevity Bonus:

Can itbe solved?

It"t been four long ¥eari and five legislative
OTUE Bons e 189Menty Tenyreneit
Vi us 25- | |
andqawnXakers nrst bgaan grappln%/ﬁ; w(ﬂt% how tg
cut — or pay for — the” resultiig expanded

prg\%rgm. . .
now we re hearing cnd-of-session rumors
once again, that a Longfewty Ronus replacement
solution will be put offfor another year.
Thai's a shame, After voters gave approval on
the adV|sor¥ vote
last fall o an 1 COMMENTS |
%nnuny proqram
ased ‘on" voluntary Permanent Fund check
contributions, we thought this session might be
the one to solve it. ,
But now we wonder, can it be solved?
We ran the question by a white-haired friend
(her own description) the other day, and her
answer was interesting. .,
| haRpen tothink itcan be solved." the told us.
“And the annuity plan proposed in the Senate Is
the way »0 do it. o
What about all the objections to the plan that
have been railed by Gov. Steve Cowper and
numbers 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? Moke cum st
rodpieas of the Longevity Bonus ante up, just as
those who go on the program in later years will

havs to_do, she suggpested. Perhaps these folks '

could give up their Permanent Fund Dividend
chacktnefirstysarofthsprognun.Perhapsthey’d
have to give it U'F every)(ear,Just like latsr annuity
parsdpanta will have to do.

Second, fome House members and Gov. Cowper
claim baam%the annthy on Individyal! contri-
,butmgthtlr ermanent Fund Dividend, each year
IS 1S S because there might not in Permanunt
Fund Dividar.a checks in the future.

But the cmxintt hill has taken cars of that, aha
said, sines It allows people to Plac,e an equivalent
amount —if nottho chick itself—intothe annuity
pro%ram each year, ,

Third, she said, tha argument that the annuity
would run a poor second 0 ERAs asan investmerit
choice for many may disappear with the new tux
laws in which ERAs lose most of thsir tut

adyantages- o

Xn(} ?lnally, she said, is tha argument that
young people won‘t buy In to tha annuity.

“So then ws educate them, she explained. "We
go out and talk to then. We volupteer to apetk
Wherever w# can to “young” gathermgs. And
what do ws tall them, s asked®

Ws teach them, and ws remind ourselves, she
?_\zlizligkghat aeniors are important to the state of

“We need to quit thinking of the Longevity
Bonos as a hand utémd (tart thinking of it aaa
Investment,” she said. -

'The state is putting out $50 million a year to
retain a $00 million mvtstment — tha worth of
Alaska's seniors in terms of the cash they putinto
the economy each year."

PerhaPs it's tim*“for ail of us to carry our debate
beYond ht senior centers, beyond thé legislative
halls, beyond the governor's office. Peradps we I|
thss raise enough ntckus 10get the issue off dead
center and dsoded ones andfor alL
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Long-imining bonus
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(3)

Many seniors cant live
0N %wper U(Ci%et CUIS

Action: Gov. Steve Cowper submit# hia budget
proposal to the legislature. Itcalls for slicingLon —
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 t keep their
homes? Will they have tomove outside where the
cost of living is cheaper? How will they pay medi —
cal bills? And what happened to the promises of
the past that said current bonus recipients would
keep their S250 per month payments no matter
what was decided for future Beniora?

State-gathered statistics show the median
income for older Alaskans is$10,000. That"s $833
per month. Ifyou figure rent at $400 or more per
month, you have $433 or leas to pay for such frib—
bles as food, doctor”s bills, heat, lights and trans—
portation. A challenge to make ends meet each
month? You bet Try getting along, now, on $50
less per month. No wonder there  fear out there.

And then add the $700 you™ll have to pay under
Cowper 3 budget plan for property taxes — or sub—
tract the $400 in income you won"t get from the
renter 3 rebate this year.

Itall adds up to too litte money.

We Ve said rthefore: These programs were put in
place before the oil boom by a thoughtful populace
which wanted todo rightby rtssenior 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.



THIS WAS THE BALLOT QUESTION NOVEMBER, 1986.

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

Ballot Language For
Advisory Vote on Longevity
Bonus Annuity Program

The Fourteenth Alaska State Legislature considered tv/o alternatives to the present
longevicy bonus program. Both were adopted into law, but neither will take effect
unless the legislature chooses one of them. The legislature has asked for an advisory
vote of the public on the annuicy 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 S250 a month.

Tne 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 S250 per month, but that anybody younger than age 65 by January 1,
1988, would not be eligible for benefits.

Should the legislature adopt the annuity option?

YES () NO ( )

advisory VOte on LOﬂgGVlty
Bonus Annuuv Pnjaram



General Information on Hardship Withdrawals
from The Deferred Compensation Plan (DCP)

State of Alaska

Before completing the -enclosed forms, please read Section C.2. of
Article V., page 13 of the State of Alaska DCP Information Booklet
(copy enclosed). It defines what an unforeseeable emergency 1is in
general terms. It also specifies that payment may NOT be made to
the extent that such hardship i1s or may be relieved by:

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

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

3. Cessation of deferrals under the Plan.

If you feel you qualify for a withdrawal under the above conditions,

please complete the enclosed Hardship Withdrawal Application and the

Financial Data Report. You should describe your hardship in detail

on the application form including any effort you have already made

to solve the problem. Any pertinent documentation (invoices,

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

Revised 4/89
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4333 Norwes; Center-

A 93 Sojtn Seventr Street
f.Vnneacons. Minnesota 55402-4150
Te.eDnone 16:2)344-0200

July 26 1990

Mr. Michael B. Coughlin

Deputy Director

Division of Retirement &. Benefits
State of Alaska

Department of Administration
6th"Floor, State Office Building
P.0. Box CR

Juneau, .Alaska 99811

/
Subject: Hardship Withdrawals, Deferred Compensation Plan

Dear Mike:

Facsimile (6*.2) 239-0201

We were anally able to follow-up with the IRS regarding the aeatment of divorce
related hardship withdrawal requests. Tom Veal of our Washington Service Center was
talked with Tom Brisendene of the IRS who oversees the area that regulates the
enforcement of Section 457 Deferred Compensation Pl12rs. Mr. Brisendene confirmed
what we learned and reported to you earlier that the expenses related to divorce do not
qualilrv as a hardship (unforeseen emergency). He indicated that only under the most
e"xtraordinary 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).

Ifyon need any further information,, nlease let me know.

Sincerely,

Patrick L. Pechacek

PLP/rc]



DGFCREP CEMte\ISATION] BOOKLET ;5. <34

ARTICLE V. PAYMENT OF BENEFITS

Hardship Withdrawal! tor an Unforeseeable Errv rysrtcy

1 General

n the evont ol an unloreseeable emergency which is beyond tha control ol the Partici-
pant ana which causes extreme financial hardship, a participant may request the Ad-
ministrator lo distribute all or a portion of the Participant's Deferred Compensation. Such
requert shall be made by completing and submitting all required lorms tor this purpose.
The Participant must, prior to his application, cease deterring Compensation in accor-
dance with Paragraph Fol Article Ill. Il the application lor the payment is approved by
the Aor.inistrator, payments shall be ettecied as soon as possible attar tho date specified
in the Participant's application or the date ol approval by the Administrator, it later.

2. Unforeseeable Emergency Delinjd

The term "unforeseeable emergency" is delined lo be severe financial hardship lo the
Participant resulting Irom a sudden and unexpected iliness or accident ol the Participant
or of adependent ol the Participant, loss ol the Participant's properly due to a casualty
or other similar extraordinary and unforeseeable circumstances arising as a result nl
events beyond the control ol the Participant. The circumstances that will constitute an
unloreseeable emergency will depend upon the (acts ol each case, but, in any case,
payment may not be made to the extent that such hardship is or may be relieved

(@ through reimbursement or compensation by insurance or otherwise,

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

(c) by cessation ol delerrals under the Plan

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

3 Demonstration ¢l Need

A Paniciparit requesting a hardship withdrawal by reason ol an unforeseeable emergen-
cy musl clearly demonstrate that the circumstances being experienced wore not under
tne Participant's control and constitute a real emergency which is liloaly to cause the Par-
ticipant great financial hardship. Tne Administrator may require such medical, financial
or other evidence deemed appropriate to maxo a determination concerning the Partici-
pant's withdrawal roquest.

4 Limit

The withdrawal shall be iim.ied to an amount sufficient only to meet the emergency and
snail in no event exceed the value cl the Pamcipant's Delerred Compensation account.
Any money remaining in ihe account shall be cstnbuied in accordance with tho provi-
sions ot this Plan

5 Method ol Distribution

~ne methoc ol oistriounon cl any allowed withdrawal shall be determined by the
Administrator
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the Stale’s doing so is conditioned only
upon the State's incurring a need for the
services, or the availability nf funds or

both.

(ii) Special rule. Notwithstanding
subdivision (i). if. with respect to
emourils payable In a part.open! who is
nn independent contractor, .i plan
provides tnui—

|A) No amount she'l hr paid to the
participant before a date at least 12
months after tar dav nn which the
ccntnir.! expires unde: which services
nrc performed for the State |cr, in the
case of more than one contract, all such
contracts expire'!, nnd

(It) No amount payable to the
participant cn that date shall be paid to
the participant :f. after the expiration of
the contract (or contracts! .md before
that date, the participant pe;forms
services for the State as an independent
contractor o* an employee,
the plan is considered !n v.lisfy the
requirement described in subparagraph
(1; that no amounts payable under the
plan will he paid cr made available to
the participant before the participant
separates from service with the State.

(i) Unforeseeable emergency. For
purposes of this paragraph (It), an
unforeseeable emergency is, and if the
plan provides for payment in tho case of
an unforeseeable emergency must be
defined in the plan as. severe financial
hardship to the participant resulting
from is sudden and unexpected iliness or
accident ol the participant cr of a
dependent (as defined in section 152(a))
of the participant, less of the
participant's property due to casualty, or
other similar extraordinary and
unforeseeable circumstance:, arising ns
aresult of events beyond the control of
the participant. The circumstances that
will constitute ar. unforeseeable
emergency will depend upon the facts cf
each ease. but. in any cose, payment
may not be made lo the extent that such
hardship is or may be relieved—

(") Through reimbursement or
compensation by insurance or
otherwise.

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

Jtii) By cessation of deferrals under
the plan.

Examples of what arc no! considered io
be unforeseeable emergencies include

the need to send a participant's child to
college or the ccsira to purchase a home.

(5) Emergency withdrawals.
Withdrawals of amounts because of an
unforeseeable emergency must only be
permitted to tne "xicr.t reasonably
necced to SHtiriy the emergency need.

Register / Vol. 47.
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(i) Distributions of deferrals—(1)
Zonmcncemenl of distributions. A plan
is not an eiigibie plnn unless under the
plan the payment of amounts deferred
*v;li commence not Inter than the later
nf—

(D) 00 days after the close of the plan
«".inr in which the participant or former
.-jrtieipani attains (or would have
attained) normal! retirement oge (within
the meaning of 51..157-2(D(4)). cr

tit) 00 dnyn after the close of the plan
year in which the particiDnnt separates
from service (within the meaning cf

1.457-2(h) (2) and (3J) with the Stale.
A plnn is nol other thnn on eligible plan
merely because, prior lo October 27.
10E2. the distribution of amounts
deferred under the plan may commence
no later than the close of the
:articipitnfs taxable year in which the
-nre.cipunt attains age 70h.

(2) Limitations on distributions.
Distributions must be made primarily for
tiii* benefit of participants (or former
participants). Thus, the schedule
seicctod by the participant fcr payments
of benefits under the plan must be such
that benefits payable to a beneficiary
.ire not more than incidental. For
'xamplc. if provision is made for
payment cf a portion of die amounts
deferred to o beneficiary, the amounts
nayabie lo the participant or former
participunt (as determined by use of the
expected return multiples in §1.72-9. or.
ir. the ease of payments under a contract
issued by an insurance company, by use
cf the mortality tables of such
company), must exceed cnc-half of the
maximum that could have been payable
to the participant if no provision were
m.ice for payment to u beneficiary.

(3) Distributions to beneficiaries. A
plan is nol nn eligible plan unless Ihe
plan provides that, if the participant dies
before the entire amount deferred is
paid to the participunt. the entire
amount deferred (or the remaining part
o: such deferrals if payment thereof has
eemmor.cud) must be paid to a
beneficiary over—

(i) The life of the beneficiary (or any
shorter period), if the beneficiary is the
participant’s surviving spouse, or

(i) A period no! in excess oTIS years,
if the beneficiary is not the participant's
surviving spouse.

(i) Administration, ofpf.tr,. A plan is
rni an eligible plan unless all amounts
deferred under the pier., all property and
rights to property (including rights ns a
beneficiary of a contract providing life
insurance protection) purchased with
the amounts, and all income attributable
i the amounts, property, or rights to
proticrty. remain (until paid cr made
available lo tne participant or

September 27. 1982 / Rules and Regulatiors

beneficiary under the plan) aolely the
property and rights of the Slate (without
being restricted to the benefits under the
.plan) subject to the claims of the general
creditors of the Stale only. However,
nothing in this paragraph (j) prohibits a
plan's permitting participants to direct,
from amons different modes under the
plan, the investment of tnhe above
amounts (see § 1.457-1(b)).

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

(1) The entities sponsoring the plans
arc located within the same State (aa
that term is used in § 2.457—2(c)(1)].

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

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

0) Effect on plan when not
administered in accordance with
paragraphs (c) through (k). A plan that
is administered in a manner which is
inconsistent with one or more of the
requirements of paragraphs (c) through
(k) of this section ceases to be an
eligible plan on the first riHy of the First
plan year beginning more than 100 days
after the date of written notification by
the Internal Revenue Service that the
requirements ore not satisfied, unless
the inconsistency is corrected before tho
first day of thcl plan year.

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

Example 1 A. bore cn [unc 1.1917, is a
participant in r.n eligible Sinte deferred
compensation plan providing a normal
retirement age of C3 The plan provides
limitations on deferrals up lo liic maximum
permitted under 8§ 1.437-2 (r) and (f).

Por 1979. A. who will be G is scheduled lo
receive a sulary of 52U.003 frtirn the Slide. A

- desires lo defer the muximnn amount
possible in 1979. The maximum amount thol
A may defer under die plan is the lesser of
S7.300. or 33)jX of A's inrImlibie
compensation (generally the equivalent or 25
percent of gross compensation). Accordingly.
Ihc maximum that A mnv defer for 1979 is
$5,000 |SS.0»ni:0.000x.25|. Although A's
taxable yum 1979 is one nf A's lasi 3 taxable
years before the year in which A attains
normal retirement npe under Ihc plan. A is
no: able lo utilize ike catch-up provisions of
1 1.J37-I(r) in 1979 because only taxable
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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 v/hen
they retire. All Alaskans who were age 65 or older and
had been a resident of the state prior to January |, 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 Ilongevity
bonus statutes so that individuals who have resided in
the state for one year would be eligible for the $250
bonus. It was apparent to everyone that this decision
would lead to an increase in the number of eligible
Alaskans 65 and older with a resulting increase in costs

to the state.

The statistics since 1984 clearly show the increase in
participants and cost. In 1973, there were 3.641
participants in the longevity bonus program, at a cost of
$4 million. In 1989, there were 18,000 seniors
participating in the program at a cost of $54 million. To
fully fund the longevity bonus program in FY 93 would
require $67 million with an estimated participation of

22,865 individuals. At this rate, the longevity bonus



program will 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
simulataneously 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 1S84 and | was a

member of this Commission.

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

received 1in the last two gubernatorial elections).

In 1986, Senate Bill 5, which | sponsored, was introduced.

This legislation would put an annuity program in place.



Although SB 5 passed the legislature, it was vetoed by

the Governor who failed to understand the issues.

Once again, the pioneers are supporting the enactment
of the annuity program which the voters overwhelmingly

approved in 1986.

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

to provide a program for pioneer Alaskans.

Since 1984, there have been several actuaries who have
worked on the annuity proposal to ensure the actuarial
soundness of the legislation and its tax status: Aetna

Life, Kidder Peabody Corporation, Benefits Concepts, -
Morrison and Forrester (Tax attorneys), New York Life
Insurance Company, Metropolitan Life Insurance

Company, to name a few.

The projections for Senate Bill 8 are based on

information from the Department of Labor,the



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

interest fin 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
gualify for the current longevity bonus program and
they will also receive the full permanent fund dividend.
These individuals wou'd 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 100 percent of their permanent fund

dividends(or the cash equivalent) into the annuity



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

month;

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

month.

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

(based on certain assumptions)

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

the annuity program:

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

within a certain time frame;



2} Section 7 provides for the designation of
beneficiaries to an annuity account.should an individual

die before reaching age 65.

3) Section 3 provides for a one-time only emergency
withdrawal from an individual's annuity account to meet

an "unforeseeable emergency.'”* The Commissioner of

Administration will define this term in regulation. The
language in this section of the bill is similar to the
state's deferred compensation statutes. For the

deferred compensation program, the IRS has provided a
skeletal statement as to what is allowable as an

unforeseen catastrophic emergency.

An individual may pay back the money into the annuity

with interest.

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

based proposal.

It is unacceptable to force our senior citizens to live in
poverty after they have given their energy, their youth,
and their good will to build our state; their efforts have

made our own lives better. The Alaskan senior is



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

well-being of future generations.

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

$533.7 million if Senate Bill 8 passes.
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CS SENATE BILL 8(State Affairs) am

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

Sec. 2 AmendsCh. 99SLA 85to 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 to the
annuity reserve account established in section 6 of this

bill.

Sec. 4 Adds a new provision allowing certain
individuals tomake cash contributions to annuity accounts
if they do notelect to receive permanent fund dividends as
annuity credits. Sets up the annual window of time during
which such a cash contribution may be made.

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

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

Sec. 7 AmendsCh. 99SLA 8565 Sets up beneficiary
succession for death benefits.

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



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

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

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

Sec. 12 The bill has an immediate effective date.
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Legislative Research Agency
Phone: (907) 465-3991
Fax: (907) 463-3351

March 6, 1992
MEMORANDUM
T0: House State Affairs Committee.Members

FROM: Paula d. Scavera
Legislative Analyst

RE: Alternatives for Funding the Longevity Bonus by Daniel Carpenter

Attached are materials which Daniel Carpenter did for the State Special
Committee on Alaska Longevity Bonus in 1984 and 1985. Some materials are dated
due to changes iIn the tax laws.

I hope this material is useful.

Attachments
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101 Park Avunuo

H O C 26lh Flror

New York. N.Y. 10178

(212) 557-6500

MEMORANDUM

FROM:  DANIEL E. CARPENTER, J.D., BENEFIT CONCEPTS, INC.
OTTO LOWE, LLB, KIDDER, PEABODY & COMPANY, INC.

IN RE: ALTERNATIVES FOR THE FUNDING OF THE LONGEVITY BONUS
DATE:  SEPTEMBER, 1984

The purpose of this memorandum i1s to outline a proposed course
of investigation for the Committee 1in regard to the Longevity
Bonus Program and to suggest that Benefit Concepts, Inc. be
retained to conduct the study.

Now that the Supreme Court has ruled that the Longevity Bonus
will be available to all Alaskans who apply, who are over age
65, with one year®"s residence, and assuming that the State
wishes to continue the program to aid its elderly, we have
formed a 3 point program that will help to fund the Longevity
Bonus and permit i1ts funding long into the future, even after
the oil revenues decline substantially.

PART 1 of the program involves putting together a consortium of
insurance companies that will allow funds invested by the State
to fund the Longevity Bonus to earn high interest rates for a
long period of time. The interest rate earned will be higher
than Bank CDs (Certificates of Deposit) or government
securities, and will be guaranteed for a longer period of time.
The principal will be just as secure as a Bank CD or government
backed securities as we will institute rigid financial
standards that will allow only the most financially sound
companies to become part of this group. Such criteria would
include: being over seven billion dollars in assets,
policyholder surpluses of over one hundred million dollars,
unassigned surplus of over one hundred million dollars, New
York licensed (due to strict financial reporting and guaranteed
reserve requirements) Class XV and A+ rating in BEST"S REVIEW,
and a company diverse in its assets and earning enough on its
investments so as to guarantee its promised rate of return.
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PART Il of our program will allow Alaskan residents to
voluntarily defer their Permanent Fund dividend check to
retirement to allow them to receive substantial income then,
rather than giving up 20-30Z of the dividend and future
interest to Federal Taxation. This 1s an excellent deal for
the Alaskan citizen, but the State of Alaska will also benefit
from keeping 2-3Z on the rate of return that it receives versus
what it credits to the individual. This will help the State to
defray any expenses that i1t might have iIn managing the program.
For instance, if Alaska could earn 13Z on its money and
credited only 11Z to the individual deferring, there would
certainly be no complaints since few, i1f any investors, could
earn 11Z on their money after tax - especially on a small
amount of money that was deferred from taxes. Though this 1s a
small difference for the individual, this 2-3Z difference will
amount to a tremendous reserve for the State which can help in
funding this program as well as others.

PART 111 of this program is perhaps the most visionary, but is
certainly the most complex of the three parts. This part calls
for funding a specially designed life insurance product that
will act as a cost recovery vehicle allowing for the total
recovery of funds paid out to participants under the Longevity
Bonus Program as well as for the costs of funding.

Put as simply as possible, Alaskans applying for the Longevity
Bonus will apply simultaneously for a unique type of investment
policy that will have the State of Alaska be the owner and
beneficiary. There will be no medicals or questionnaires
required. It will be the same process used now for applying
for the Bonus. However, now when people die, not only will
payment of the Bonus cease but the State will receive an amount
of money actuarily calculated to equal the sum of the LONGEVITY
BONUS paid plus all premiums paid for the cost recovery vehicle
and a small amount of interest for the cost of money. The
State will not be making a "profit" here, but i1t will be
replenishing funds far into the future on an ongoing basis,
without having to rely on the General Fund, the Permanent Fund,
or oil revenues. Even with an escalating retired population,
the fund should be able to replenish itself after the first
generation (10-12 years based on mortality).
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Of course, there are many technical problems to be worked out
such as what to do with people who leave Alaska for Florida
when they are 68 or locating people who are in nursing homes,
etc. These problems and others will all be accounted for in
the actuarial design of the product which will have little or
no commission or expense loading, and will be geared to produce
a high rate of return on death no matter when the individual
dies (obviously an earlier death will create a greater return).
Also, we envision that this product will be placed with many
companies, and it will be necessary that we have full control
in the design of the product and i1ts application as it Is sure
to entail a lot of actuarial work and committments on the part
of the insurance company; work and committments that they will
not provide unless they know that they are speaking with the
"decision maker"™. Obviously, an insurance product on people
Age 65 and older will mean that the insurance company will
surely pay the claim. This program can only be made to work
with careful actuarial, legal, and investment planning.

The inevitable gain and cost recovery of this program 1is
assured in the fact that legally Alaska, as an entity, 1is
"eternal”™ whereas all people are mortal - so eventually there
will be a gain and return of capital. It 1s this gain that
will provide the funds for the future and continue the cycle.
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COMMENTS ON PARTS I, 11, & 111

If funding of the LONGEVITY BONUS continues as 1is done
presently from the General Fund and there is no concern given
for replacing these funds, then i1t is easy to see that
eventually the funds will expire or the benefit will cease.

Our proposal®s PARTS I, 11, & Ill, contemplate avoiding that
result with loans to be made from the PERMANENT FUND which will
be paid back at specific times in the future with little or no
interest but with full principal. It 1s this initial loan
which allows the Longevity Bonus Program to become self
sufficient, but the entire loan amount will be paid back. For
example, of the $300,000,000 that is currently due to the
PERMANENT FUND from the GENERAL FUND, a small portion of this
account, just the interest on the money, could make the
LONGEVITY BONUS self-perpetuating.

Assuming 16,000 participants with no growth receiving $3,000
with no additional amounts and assuming a cost recovery program
of $2,000 a year and assuming death in 10 years for all
participants (mortality Age 75-76) the program would have the
following results:

LONGEVITY BONUS PAID $480,000,000
FUNDING COST RECOVERY $320,000,000
TOTAL EXPENDITURE $800,000,000
TOTAL RECOVERY UPON DEATH $1,366,048,000

OUTSTANDING LOAN FROM PERMANENT FUND $300,000,000
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ALLOCATION OF RECOVERED FUNDS

NEW BENEFITS TO BE PAID $480,000,000
NEW COST RECOVERY PLAN $320,000,000
PAID BACK TO PERMANENT FUND $300,000,000

NEW FUNDS AVAILABLE

(CAPITAL CREATED) TO

PROVIDE HIGHER BENEFITS

TO MORE PEOPLE AS WELL AS

COST RECOVERY $566,000,000

Obviously, we can assume higher numbers as the amount of people
covered and the amount paid out increases, but the general
principal remains unchanged. Due to the fact that we all must
die some day, Alaska can creatively arrange its oil bounty in
such a way that all Alaskans will help in a small und painless
way to help insure this endowment into the future so that
Alaska®s wealth can be shared for many generations and not just
a few. All that 1is required is a complex arrangement of
interest rates and actuarial guarantees that our firm can help
the State of Alaska negotiate.



benefitconcepts

OUR REQUIREMENTS

In order to properly conduct the studies and to make the
arrangements necessary for the creation of this program, we

will

1.

need the following:

A retainer fee of $15,000 to offset our charges for time
and expenses. We bill on a time and charges basis of $150
per hour for principal consultants® time and $50 per hour
for staff time, plus all necessary charges such as travel,
etc.

As an estimate, though riot binding, we would foresee the
following expenses:

Actuarial Studies $15,000
Legal 5,000
Accounting 1,500
Insurance Company Studies 5,000
Insurance Company Contact andNegotiation 7,500

General Consulting Work 10,000
Travel and Miscellaneous Expenses 5,000
Estimated Total $49,000

In addition to the above for the arrangements under PARTS

I and 11, for keeping the consortium of insurance carriers
together and updating their information and performance,
securing their guarantees, and general administrative and
managerial services, we will charge a fee of 30 basis
points annually that will be paid by the 1insurance carriers
selected to belong. The St jte of Alaska will not need to
pay this fee.

Under PART I1II, and In addition to the amounts above, we
will negotiate with the carriers selected for the new cost
recovery product a service fee of 5Z of premium paid the
first year and 2Z of premiums paid for the design work done
initially and the service work that will be done in the
future, as well as giving us a royalty on the use of this
product by other individuals, firms, or insurance
companies.



benefit concepts

Due to the speculative nature of this product and its
complexity, we would need to have the State of Alaska"s
full blessing to negotiate this program on its behalf with
the various insurance carriers. This 1s necessary because
no major insurance company 1S going to commit the time,
personnel, money, and effort that is necessary to develop
this product without some guarantees that their services
will not be plagarized or stolen and that they will receive
at least a portion of the business to be placed. |If we are
to design the product, design the specifications, and

the work, then we must handle the negotiations with the
carriers as well. In this regard we are similar to the
architects on a building project. Once we are selected as
the ones to do the project, we should also handle and
supervise the negotiations with the subcontractors such as
plumbers or electricians. The consultant has the same
responsibilities and obligations to the client as the
architect and needs to have the same control and
flexibility. Of course, the State has the final say, but
we should handle all negotiations, company contact, and
bidding.
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INFORMATION ABOUT BENEFIT CONCEPTS, INC.

Benefit Concepts, Inc. is a nationally based firm that
specializes in the design, 1installation, and administration of
all types of Benefit Plans for large companies throughout *
America.

Benefit Concepts has 26 offices across the country and was
founded over 20 years ago. In 1983, the New York office merged
with the firm of Lambert M. Huppeler and Company, a large and
well known actuarial firm, which enhanced the firm"s ability to
service any type of benefit plan large or small. Benefit
Concepts, Inc. of New York numbers 137 in staff and has
substantial in-house computer resources.

BCl 1s now 1iIn iIts second year working on a joint venture with
Kidder, Peabody & Company, Inc. to provide high quality
services to their clients.
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Daniel E. Carpenter, J.D., 1is a principal of Benefit Concepts,
Inc. in New York City, a nationally based consulting firm
specializing in the design, installation, and administration of
all types of benefit plans. As a tax attorney, Dan is a member
of the New York, Connecticut, and American Bar Association”s
Section on Taxation and a charter member of the ESOP
Association of America. As a consultant, he has worked with
numerous closely-held and public companies iIn designing
innovative benefit plans to reduce a company®"s benefit costs
and corporate taxes while increasing the overall benefits for
employees. He has also worked with several insurance companies
and financial institutions as a consultant in the development
of new products that are designed to be responsive to the
current investment and tax climate as they relate to benefit
plans. He has also worked extensively with Oberholtzer
Computer Engineering, a Califomia based firm, which creates
specially designed computer programs for executive benefit
programs. He 1is currently licensed with many different
insurance companies and has won several industry awards. He 1is
currenly licensed with the MASD/SEC Equities Licensing. Dan is
an author and frequent lecturer at various seminars across the

country.
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INTRODUCTION

This study is being undertaken with the knowledge
that the Federal Government is benefiting more from
Alaska®s Longevity Bonus (ALB) and Permanent Fund
Dividend (PFD) Programs than any Alaskan or the
State as a whole. In distributing $48,000,000
through the ALB and another $200,000,000 through
the PFD, the State of Alaska has transferred over
$50,000,000 from its coffers to the United States
Treasury 1in an attempt to benefit the residents of
the State of Alaska (assuming a 20% marginal tax
bracket). This tremendous drain of Alaskan wealth
comes in the wake of declining oil revenues and the
prospect that some day the oil reserves will be

fully depleted.

Had this same $250,000,000 been spent on building
projects or not spent at all, but saved, the people
as represented by the State of Alaska would have
been able to increase their consolidated wealth by
the $50,000,000 that has been sent to Washington 1in

the form of individual tax payments.
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The second part of the program entails a deferral
of the Permanent Fund dividend check on an annual
voluntary basis to provide for an increased

Longevity Bonus at retirement.

The third part of the program is to provide the
State with a method of cost recovery that will
allow the Longevity Bonus to be paid to Alaskans
for generations into the future even in the event
of a decline in oil revenues. This cost recovery
program utilizes a specially designed insurance
policy that will allow that State of Alaska to
recover upon the death of each Longevity Bonus
recipient an amount of money equal to the premiums
paid, as well as the total amount of Longevity

Bonus paid to the recipient.
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THE REASONS FOR UTILIZING
AN INSURANCE CONSORTIUM

In our attempt to find a higher rate of return
without compromising investment security, we
recommend utilizing a consortium of insurance
companies which will be able to provide a higher
rate of return than money market funds and
government securities without jeopardizing the

funds.

Normally, insurance companies will be able to
credit up to 200 basis points more than short term
government securities. In order to protect the
State of Alaska®"s investment, we recommend that the
state only invest funds within the guidelines that

we have structured:

1. The company must be an admitted carrier
(licensed to do business in Hew York). In the
absence of Federal Insurance Regulations, 1t is
important to realize that New York has the
strictest financial reporting and compliance

procedures. It also has a guarantee on New York
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licensed companies, chat i1f one company has a
problem meeting its requirements, all of the New
York Licensed companies will come iIn to subsidize
those requirements.

2. The company must have an A+ rating (not just A)
and be in Financial Category XV in Best"s Review

(Standard and Poor*s of the Insurance Industry).

3. The company must have $1,000,000,000 (One

Billion Dollars)in admitted assets.

4. The companies will be reviewed frequently to
monitor any changes in financial strength or

investment policies.

We have compiled a list of the companies that meet
our criteria, and we have contacted most of these
companies to see what interest rates and what

amounts of money the insurance companies would be
willing to accept from the State of Alaska. This

list is found on the following page.
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LIFE INSURANCE
LICENSED IN NEW

Company

Prudential
Metropolitan Life
Equitable Life, NY
Aetna Life

New York Life

John Hancock
Travelers Ins.
Connecticut General
Teachers 1Ins & Ann.
Northwestern Mutual
Mass. Mutual Life
Bankers Life Co.
Mutual of New York
New England Life
Mutual Benefit
Connecticut Mutual

Continental Assurance

Penn Mutual Life
Nationwide Life
Phoenix Mutual
State Mutual Life
National Life, VT
Union Mutual Life
Guardian Life

Home Life, NY
Provident Mutual
Allstate Life
Union Central
Hartford Life
Equitable Life, lowa
Executive Life, NY

January L, 1983

**Best"s

Insurance Companies Licensed

COMPANIES
YORK STATE*

Assets
in 1933

72,248,810,458
60,598,562,458
43,305,559,346
31,414,087,598
24,228,095,122
23,458,537,093
20,741,506,782
17,425,832,921
16,143,856,345
14,480,689,175
12.172,745,351
11,358,455,911
9,284,181,519
8,487,637,844
7,898,157,388
6,753,954,380
4,077,317,201
3,960,275,302
3,938,288,809
3,808,291,405
2,921,537,485
2,792,598,575
2,737,203,070
2,524,209,228
2,228,200,247
2,204,791,729
1,761,633,904
1,605,785,732
1,293,838,550
1,288,472,882
1,187 ,2.73,871

Insurance Reports Life-Heath, 1984

Rating**

A+
A+
A+
A+
A-
A+
A+
A+
A+
A+
A+
A+
A+
A+
A+
A+
A+
A+
A+
A+
A+
A+
A+
A+
A+
A+
A+
A+
A+
A+
A+

in New York State,
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Many companies would not be willing to take more
than several million dollars from a single source.
Many of the companies have set limits of 5 million
dollars. Only the largest companies such as
Metropolitan and Prudential feci comfortable
taking i1n 30-40 million for a GIG (Guaranteed
Investment Contract). One company, New York Life,
will probably go up to 100 million dollars. But
there are two factors that affect an insurance
company®s willingness to take large sums of money.
One 1is the timing of the transaction, since the
company might have already received large sums of
money for investment and is no longer hungry for
funds. The other factor 1is the investment
earnings of the company and its ability or
willingness to give a certain guaranteed interest
rate. For both of these reasons, it is crucial to
have an i1ndependent firm monitor these 1insurance
companies and to continually negotiate better
investment deals for the State of Alaska based on
the change of interest rates and the company"s

mood .
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THE NEUTRALIZATION OF MARKET DEVALUATION
CAUSED BY SHORT TERM MARKET SWINGS

There are only two types of products that can
neutralize market risk or sharp swings in interest
rates. One is a short term money market fund
comprised of government securities or short term
commercial instruments. The other 1is the type of
insurance products that wc have developed where tho
principal and interest are guaranteed. Market
value risk is caused by investing in long term
fixed income instruments at a certain rate and then
having the value of principal decline as interest
rates increase. The classic example of this is a
bond where the principal value or the market value
of the bond is directly affected by swings in
interest rates. Stocks and other equity
investments are also greatly dependeqt on market
conditions. Commodities such as gold, for example,
are probably the riskiest in terms of market swing.
To prevent this reduction in principal, 1investors
often choose to insulate themselves by investing

only in short term commitments such as monev market
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instruments. The cost of this decision is as much
as 200 basis points. For instance, during this past
week, October 29 - November 2, 1984, money market
funds were at 10.6% and Prudential®s Guaranteed
Investment Contract (CIC) rate was 12.8%. The.

only exception to this historical relationship
between money market and longer term investments
such as GIC"s was during the Carter Administration

when short term rates exceeded long term rates.

Thus, i1f the State of Alaska continues a policy of
short term investment, i1t will forsake the higher
rates of return that can be derived from long term
instruments. Yet, the nature of most long term
investments 1is such that an expected swing in
Interest rates can cause a severe reduction in

principal.

It 1s for these reasons that a specially designed
insurance product can act as a perfect vehicle to
allow the State of Alaska to enioy a higher rate of
return while not compromising market value

security. The insurance company can credit to the
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policy Che rate of interest that it is earning
based on i1ts long term investments (mortgages,

bond, etc.). Due to its financial strength and
diversity of investments, the 1insurance company can
insulate i1ts policy holders from market value
adjustments that occur on most equity and bond
instruments. The 1insurance company can guarantee
principal and interest at rates higher than money

market funds.

The advantage of the product that we have designed
over traditional insurance company instruments 1is
that the product will be able to follow an upswing
In interest rates as a variable interest rate
policy, but it will have as a base guarantee the
portfolio rate of the company (normally 12Z) which
is based on the company®s overall 1investment

experience.

Also, the advantage of a life insurance policy over
a GIC account is that the mortality factor of the
policy, which has an initial cost, will eventually

create a profit in excess of the GIC rate. Thus,
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when mortality returns are taken into account,
is probable that our insurance policy will have
higher rate of return than an annuity with the

same company, all other factors being equal.
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FUND THE LONGEVITY BONUS
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HOW A VOLUNTARY DEFERRAL OF THE
PERJ1IANENT FUND DIVIDEND (PFD)
CAN HELP TO FUND THE
ALASKAN LONGEVITY BONUS (ALB)

In the past there has been considerable resistance
to having the PFD used to subsidize the ALB 1in any
way, whether it be on a mandatory or voluntary
basis. The reasons for this being politically

unfeasible or unpopular is clear:

1. The people who really need the PFD and the ALB
are the poor and less well-to-do people. They, of
course, would not opt for any type of deferral

program.

2. Those who are in a higher tax bracket but
younger, will not opt to defer i1f they feel that
they might lose their money by leaving Alaska or
dying before Age 65. They will choose to take the
money now and wait to see about receiving the ALB

in the future, if the program is still viable.
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However, an exciting alternative can be developed
that will achieve several goals. Our plan would
allow everyone to voluntarily defer and to have
their money accumulate at 7Z tax free and to be
paid out in the form of an additional annuity at
Age 65 1f they remain in Alaska. IT they should
decide to leave they can apply for their money in a
lump sum, but this amount will be the amount of
money deferred plus 51 compound interest. The
money that they deferred, of course, would be
earning a much higher rate of interest under our
program, e.g. 12-13%. This excess 1investment
amount would be enough in many cases to help fund
the Longevity Bonus for someone who was not as
well j::f and could not afford to defer. Yet, the
ability to defer money and earn a substantial rate
of return offers an exciting rate of return oppor—
tunity for someone even in a low tax bracket. As
long as the individual makes his decision prior to
receipt of the money and remains an unsecured
creditor of the State of Alaska, he should not be
taxed on his deferral. The ability to defer money

and earn even a 5% tax free rate of return will be
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an inducement to the high bracket tax payer. More
importantly, however, the difference in the inter—
est spread will help substantially to defray the
costs of the ALB for those who cannot afford to
defer. Under this program, no one will be deprived
of their PFD deferrals, but the interest-spread on
the deferrals will help the State to fund the

Longevity Bonus into the future.
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PERMANENT FUND DIVIDEND OPTIONAL
DEFERRAL (BASED ON 12% RATE OF RETURN)

INDIVIDUAL AGE AO
25 YEAR DEFERRAL

$A00 PFD
Subsidizes
Deferror Non Deferror
$A00 at 7% Deferred Amount $400 at 5%
25 years 25 years
$27,000 Lump Sum $20.,000
Produces Annuity Annuity Produces Annuity
$3780 + $3000 (ALB) of $2800 a year
for life
Almost equal to
ALB of $3,000
$6,780 Total ALB $3000

This illustration does not take into account early
deaths.
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ELIMINATING THE PERMANENT FUND
DIVIDEND FOR THOSE RECEIVING THE
LONGEVITY BONUS

The major problems with a PFD deferral annuity
supplementing or replacing the Longevity Bonus
program are:

1. The poor and needy cannot be expected to defer.
2. Those uncertain that they will stay in the
State will take the money and chance losing the

ALB.

However, 1in order to save money, the State can
begin by not paying the PFD to those who receive
the Longevity Bonus. This 1s not as great a
hardship as it might seem however since the program
can be changed from a taxable entitlement to a loan
program. This will save everyone substantial
dollars.Even a low bracket tax payer will end up
in as good or better a position.

Expected: (400 + 3000) x .80 = $2720 After Tax*
Proposed: 3000 x 1.00 = $3000 After Tax**

* Assume 20% tax bracket

** No tax due to loan
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Thus, with the introduction of the Longevity Bonus
Loan Program, the average Alaskan taxpayer is
almost $300 better off even without receiving the

Permanent Fund Dividend check.



be'

benefitconcepts

CHANCING THE LONGEVITY BONUS TO A LOAM

The current Longevity Bonus is taxable as income
when received. There are a number of advantages to
redefining the Longevity Bonus from a taxable
entitlement payment to a tax free loan. If $3,000
Is paid to 16,000 Alaskan residents and one assumes
an average 20% tax bracket, then it is clear that
the U.S. Government will receive directly
$9,600,000 of the $48,000,000 paid out by the State
of Alaska. This does not include the money that
will reach Washington indirectly when the monies

are spent on consumer goods and services.

Some of the benefits of changing the ALB to a Loan
Program are the following:

1. A loan 1is not taxable presently and should not
be taxable in the future under the Internal Revenue
Code. Even with the new rules on interest free
loans, there should not be taxation. Loans offered
as assistance to the elderly by a State were not

contemplated or included in the interest free loan
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legislation. Should they be included at a later
date, the loans plus deferred interest can be
payable at death.

2, A loan should not be included as a resource for
Federal Health Program assistance. If 1t is, for
some strange reason, the person just declines the
loan assistance.

3. The 1loan plus interest is paid back at death so
the program is renewable. The payback comes from
the tax free 1insurance proceeds of rhe specially
designed policy that will be insuring each

Longevity Bonus recipient.

The proposed Longevity Bonus loan program would not
be taxable for the following reasons:

1. The loan interest is deferred, so it is not
interest free, but will have tbe same effect to the
participant.

2. Even under the new tax laws for interest free
loans, 1t i1s the lender in most cases, not the
lendee who is taxed.

3. It i1s a fundamental premise of Constitutional

Law that the States cannot tax the Federal
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Government and that the Federal Government cannot
tax the States.

4. The loan debt i1s not being "forgiven".
Forgiving debt has sometimes been a trigger to
income tax liability.

5.. The loan 1s made conditionally on the life
Insurance coverage which secures the loan as
collateral; che loan then becomes payable with
interest upon death. The 1insurance proceeds secure
the payment of the debt.

6. The State of Alaska i1s the owner and
beneficiary of the policy so there will be no
imputed 1inc )me tax (P.S. 58 Cost Rev. Rul. 55-747)
as occurs with Corporate life insurance programs

such as "Split Dollar™. (Rev. Rul. 64-328).

We have no doubt that this program is a viable one,
but i1t may behoove the state to have the Longevity
Bonus Committee®s legal counsel review the idea due
to the magnitude of tax savings involved. It would
most probably be unwise to get an IRS ruling on

this matter as this might prompt Congress to issue
new legislation that would in effect thwart this

program.
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A SPECIAL COST
RECOVERY PROGRAM
FOR FUNDING THE LONGEVITY BONUS



LONG TERM SOLUTIONS FOR FUNDING

TIHE ALASKAN LONGEVITY HONUS

The use of a specially designed single premium life policy will
ullow the Stutc of Aluska to recover ull of the benefits and
premiums paid under the program as well as help to fund benefits

into the future.

The cost of this progrnm on a one time; premium basis would be
$233,711,000. The Stute would continue paying the bonuses from
the General Fund for probably 8-9 years. The payback of this
program would probably be within 15 but not later than 20 yours
based on mortality. This would mean that all benefits and the
original premium would have been recovered by the State in
addition to the cost of money for the program. As an alternative
to paying the $233,711,000 in advance, the State could pay
$55,867,00 a year for 15 years, with similar results. The
premium payments can be increased or reduced by tho number of

people entering or leaving the plan eueh year.

The funding for these amounts can come from several possible

sources:
A. An appropriation from the General Fund;
E. A fixed rate loan from the Permanent Fund at 107,
interest for example;
C. An annual uddition to the States® General Obligation

municipal bond offering at rates of 8-10%.



These proposed alternatives would entuil research and
investigation by counsel and financial advisors to determine their

feasibility.

To the extent that the State of Alaska can arrange for lower
interest rates through tux advantageous financing, the numbers
and this concept of funding the ALB look that much better.
Furthermore, we have only illustrated the cash values here. With
2-3% of the group receiving the ALB dying each year, there will
be a higher rate of return to the Stute of Aluska. For this
reason, the State can reasonably expect that their cost of funding

the ALB will be less and their gains from this progrnm more.

Also, the reasons for keeping the amount paid on the Longevity
Bonus constant rather than factoring in a 3% inflation factor or a

factor for an increasing population are the following:

1. If the numbers work for 16,000 people at $3,000 per person,
they will work for 16,500 or 17,000 people and at $3,100 or $3,200
per year. All of the numbers und amounts dan bo handled
proportionately. Our firm can monitor the number of people
entering and leaving the program and adjust the premium

payments accordingly,

2. Offsetting the increase in the number of people entering the

plan and the 3% inflation factor is the fact that people will die in



the plan at the rate of 2-3% each year. A dcuth means that
money will come into the plan and that money will not be going
out to that person. Thus, the expected rate of death should
more than compensate for any reasonable population or puyment

increase.

3. Although there are 16,500 people in the plan, we can assume
that 3% or about 500 people will die in the first, your of the plan.
Rather than inflate the figures by factoring in those 500 early
deaths, it is more conservative to just use the 16,000 figure

throughout the illustration.

4. In any event, the 3% inflation fcctor is not a fixed figure
and the population increase cannot be precisely known. For that
reason, they shall be monitored euch ycur; but they are not
significant in understanding the concept that we have developed

for funding the Alaskan Longevity Bonus.
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THE PRODUCT

The insurance coverage for the Cost Recovery
Program will be provided by a product specially

designed for the State of Alaska and this program.

It will be a guaranteed 1issue product with a fixed
amount of coverage and premium for every age. It
will have unisex rates, so there will be no
discrimination issues or difference between male

and female coverage.

The coverage will be provided through a Multiple
Employer Trust which will allow for experience
ratings (based on unfavorable mortality) and for
dividends (good claim experience and better than
average 1investment performance). Like a group
program the Multiple Employer Trust will allow
coverage to be provided on a group basis without
application, without signature, and without medical

exam.

The Multiple Employer Trust arrangement 1is also

very easy to file and gain acceptance under state
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insurance regulations. The coverage need not have
anything to do with an employer - employee

relationships.

The product will be a variation of a Single
Premium Whole Life product where one premium
payment buys a paid up policy that will have cash
value and death benefit increase each year based
on a 12% rate of return. The rate of return on
death to the State of Alaska will be 12.8%. As
funds are reinvested within the plan (that is as
death benefits are received, they are reinvested),
the rate of return based on early deaths will be

in excess of 13%.

The entire program can be funded at once or
piecemeal over time; for example over a 10 year
period. We recommend that the program be financed
up front by borrowing money where the state pays a
lower interest rate than is being credited to the
State"s 1insurance policy. Alaska can probably

"borrow"™ money at 10% by issuing commercial paper.
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The death benefit i1s level for the first 5 years
to qualify the product as an insurance product
under the new regulations which define the

"corridors" that must be maintained between cash

value amounts and death benefit.
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THE APPLICATION PROCESS
AND
UNDERWRITING

There will be no formal application for insurance
and coverage will be offered on a guaranteed 1issue
basis. By applying for the Longevity Bonus a
person will become registered automatically for
this insurance coverage. This process does not
violate any of the insurable iInterest provisions

found in most state®"s insurance statues.

Once an individual begins receiving the bonus, he
or she will be covered automatically. The
insurance company will charge a premium and offer
coverage based on that person®s age and a
pre-arranged optimum amount of insurance based on
interest assumptions and actuarial factors such as

life expectancy.

Deaths will be recorded each month by having each
town forward a list of deaths to the State

Department of Vital Statistics or similar
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agency. Based on that record, che Insurance
companies will pay the death claim i1mmediately.
Since there will be a set premium and claim amount

for each age, the record keeping would resemble the

following:
Insurance
Proceeds
Age Insured Premium Due Deaths Received
65 2,000 $4,000,000 150 $4,500,000
66 1,500 $3,000,000 2.00 $6,000,000
67 1,700 $3,400,000 250 $7,500,000

In other words, the numbers of those covered and
dying are of greater importance than keeping
records on individual people as would be necessary

with individual policies.

Also, some people can be expected to leave Alaska
after receiving the bonus, the coverage on these
people can be shifted to other lives with no
administrative problems at all. There would be no
loss of premium, and the bonus paid out on the

individual who left can be recovered.
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IF SOMEONE LEAVES THE STATE

There 1is no penalty in this program to the State if
someone leaves since the coverage on their life can
be shifted to the other individuals in that age
group without any administrative problems. The
amount of coverage in force on that person who
leaves is allocated equally as a percentage

amongst the members of his age bracket that are
remaining. It 1s, 1In practice, a "tontine effect”
whereby i1f everyone left the program, all of the
insurance would come down to one person. IT that
person left, the State of Alaska could transfer the
coverage to individuals in other age brackets or it

could surrender the policy for its cash value.

Example:

Age 65; 10 people in program @ $30,000 = $300,000
Age 70; 5 people remain @ $60,000 = $300,000
Age 75; 1 person remains @ $300,000 = $300,000
Not factored in the above is that the death
benefit on the group as a whole will always be
increasing and, of course, there will be deaths

occurring.
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FUNDING THE ALASKAN LONCEVITY BONUS

10% COST OF MONEY

0 Year Program
Initial Premium 233.711

Longevity Bonuses

Paid Out 960,000
Bond Interest

At 10% 467,422
Bond Principal 233.711

Cash Value Amount

At Muturity 2,254,445
Total Costs to
State of Alaska 1,661,133
Net Gain to State 593,312

Annual Income
From Gain 71,197

(All figures in thousands- 000 eliminated)
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SAMPLE MORTALITY STUDY*

AGE DEAD ALIVE
65 511 15,989
66 543 15,446
67 586 14,860
68 609 14,251
69 641 13,610
70 666 12,944
71 698 12,246
72 710 11,536
73 726 10,810
74 735 10,075
75 735 9,340
76 737 8,603
77 731 7,872
78 732 7,140
79 721 6.419
80 699 5,720
81 680 5,040
82 650 4,390
83 610 3,780
84 567 3,213
85 517 2.,696
86 463 2,233
87 413 1,820
88 360 1,460
89 309 1,151
90 262 889
91 217 672
92 178 494
93 142 352.
94 - 111 241
95 84 157
96 62 95
97 46 49
98 33 16
99 16 0

*BASED ON ESTIMATES FROM COMMISSIONER®S 1958 STANDARD ORDINARY
(CSO) MORTALITY TABLE
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Use of the Permanent Fund Dividend Annuity to Fund the Coat
Recovery Plan of the Longevity Bonus Program.

In reviewing most of the suggestions and proposals that have

already been made to the Longevity Ronus Committee, 1t has

become clear to us that some form of annuity program will

probably be adopted. Also clear are the problems caused by the

deferral element of the proposed annuity programs:
t

1. The tax problem of constructive receipt.

2. The 1inability of poorer Alaslcan residents to defer their
Permanent Fund Dividend.

Our program, as outlined by our previous study, allowed fc

both programs, the ALB and the PFD, to continue 1in their
present form, but only i1f we could fund the Cost Recovery
Insurance Program. To be able to fund both programs in ti

face of declining oil revenues would certainly be attract! 1,
but is 1t possible? And if i1t is possible, what effect wi it
have on the poor and on the future budget of the State of
Alaska?

We have tailored "the Cost Recovery Program so that it will _ow
be based on a small outlay every year for several years rather
than one up front outlay. Instead of $233,000,000 in one limp
sum, we could have the State of Alaska pay $44,000,000 for

30 years. This amount would also include the expected increase

in the future Alaskan population.

Although this may seem to be a substantial expenditure, it is
not i1f one considers that it will allow the State to recover
all payments plus make a profit. The funding of the program
can now come from the voluntary, not mandatory, deferral of the
Permanent Fund Dividend, so that it will not encumber the
Permanent Fund itself or burden the legislature®s budget. More
importantly, however, it will not handicap the poor by forcing
them tci~defer money that they cannot spare, nor force them to
lose either their PFD or ALB, because the State runs out cr oil

revenues in the future.

It has also been proposed that to deal with the constructi »
receipt issue under the tax law that the PFD be recharacte zed
as an annuity credit and that some amount of "seed money"

added i1n the form of an annuity fund.
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By doin%.this,jin the opinion of counsel, the State will be

able to allow its residents to defer receipt of the money
without taxation even though they had the opportunity to
receive 1t 1(constructive receipt). The recommended amount of

re-funding for the annuity program was approximately

50,000,000. Thus, the State would ante up $50,000,000 ii.
addition to whatever was to be distributed as a Permanent and
Dividend. However, those people asking for their PFD in c¢ ?h
would lose the benefit of the annuity program and the
additional "seed money"™. The annuity program would be,an
amount in excess of the Alaskan Longevity Bonus. Those wh did
not defer their PFD would receive their dividend in cash ab
well as their ALB at"age 65. Those who deferred theirPFD low
would receive a much greater ALB at retirement. -

Since the State 1is already adding funds to the Annuity Deferral
program and since the ability to defer and have one ® deferrals
accumulate tax free 1s a tremendous benefit, there is no need
to promise more than a 7-8Z rate of return on the deferred
amounts to have a significant number of people deferring. The
savings option for most people would be a 5%% bank account or
91 money market fund, both of which are taxable and would, net a
rate of return of less than 11. Under our proposed program
they would preserve the full amount of their PFD and have it
accumulate at tax free. This would be a better option for
everyone that could afford to defer. Those who could not
afford to defer would not be deprived of their PFD or ALB
any time, even 1f the oil revenues began to decline. Thit 1Is
due to the Cost Recovery Plan®s ability to fund the ALB, t *
premiums for the Cost Recovery Plan, and the payment of
interest on the source of funds- which i1n this case could ]

the PFD deferrals. 1

The PFD deferrals could amountto over $50,000,000 a vear -sed
on 201 of the population deferring their portion of the
$250,000,000 that is to be paid out in Permanent Fund
Dividends. This $50,000,000 in deferrals every year could oe
the perfect™ funding source for the Cost Recovery Plan. And
since tfte Cost Recovery Plan will be a safe investment with a
high rate: of return, and the PFD deferrals will be paid as
increase#ALBs (Longevity Bonuses), the Cost Recovery Plan is a
good plaice to "invest the deferrals until they are paid out 1in
the future. Most important, however, 1is that by utilizing this
approach both the PFD and the ALB can be maintained for years
to come 1n their present format.
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198J 177,A35 188,46* 13,118 13,187 0 23,99? 23,996
1986 184,311 206,642 27,623 27,823 7 49,754 49,752
1957” 188,187 222,397 43,253 43,23" 0 77,463 77,4»3
1988 185,743 242,303 60,277 63,27* 0 103,842 136,842
1989 198,233 258,037 79,127 79,128 0 139,981 136,950
1990 20°,H9 281,416 133,646 100,645 0 174,113 17*,112
1991 2C3, 343 298,127 125,394 125,392 1 293,141 213.1 id
1992 218,013 323,337 153,451 133,453 0 255,333 255,538
1993 218,491 334,348 1S*,933 184,933 -0 302,735 332,755
199* 227,933 361,112 220,652 128,455 9*,196 351,809 259,612
1993 227,145 378,:77 260,737 85,833 194,918 411,949 217,030
1996 253,646 419,4>. ¢ 337,381 5,%01 331,959 476,162 17*,233
1997 234,202 443,368 359,853 -35,134 41*,989 546,719 133,729
1998 283,941 *89,24} *23,916 -113,921 534,257 829,215 94,377
1999 265,313 516,371 489,976 -171,553 861,548 723,854 39,336
2000 313,569 363,136 573,463 -225,16? 795,852 825,033 27,397
2031 319,193 597,473 661,*38 -270,357 957,483 939,584 2,220
2007 352,819 655,422 787,112 -320,433 037,550 1,069,713 -17,835
2003 337,330 66,927 886,076 -363,372 2*8,448 1,217,673 -28,774
2034 394,944 733,542 1,023,671 -391,073 414,744 1,362,289 -32,474
2003 433,947 822,911 1,162,789 -411,224 594,015 1,369,753 -24,2»2
200» 479,962 898,59} 1,366,36* -419,201 755,735 1,783,192 -2,393
2007 524,145 971,35} 1,577,362 -412,644 993,438 2,024,767 14,3 al
2038 575,224 1,054,169 1,823,977 -393,277 211,254 2,299,941 3b,6>0
2009 628,103 1,140,133 2,133,639 -346,71* 4*9,553 2,012,869 163,313
2010 681,337 1,226,5*8 2,420,929 .-284,813 735,747 2,968,44%} 250,693
2011 733,697 < 1,515,277 2,786,082 -194,023 930,052 3,385,642 333,569
2012 800,309 1,*1S,*99 3,239,243 -73,b0* * 230,047 5,624,235 344,113
2013 801,136 1,**7,65J 3,864,383 92,432 571,950 4,310,891 736,946
2014 801,631 1,*75,219 4,157,092 301,974 835,117 4,830,683 975,532
2013 802,002 1,497,506 4,894,355 565,434 128,930 3,389,839 1,260,959
2016 802,266 1,514,272 5,288,737 896,032 392,874 6,003,713
2017 802,441 1,525,711 5,9s5,775 1,319,916 645,858 6,689,045
2018 802,339 1,532,754 8,790,354 1,902,451 817,932 7,523,569 " #4
2019 802,579 1,597,883 7,889,718 2,751,39] 112,322 8,665,023 3,516,897



-------------------- INOR
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1988 236,642
1987 222,397
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19 98 361,112
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1996 “19,447
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2C02 653,422
2c03 668,927
2C04 733,342
2003 822,911
2006 896,590
2037 971,350
2008 1,034,156
2009 1.1%0  13C
2010 1,226,348
2011 1,313,277
2012 1,415,499
2013 1,447,633
2014 1,475,219
2015 1,497,536
201* 1,514,272
2017 1,525,711
2018 1,532,73*

2019 1,597,833
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1,377,356~
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2,130,842

2,420,932
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3,209,230
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1,431.4*2

1.576,6*3
1,7*2,733
1,9*3.339
2,175,2*.*
2.439,987

2,658,321
2,922,898
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3,488,037
3.753,239
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4,239,406
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21, 71C
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38,394
43,397
50,902
57,651

67,651
7t»*53
69,350
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179.876
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272,490
310.447
358.802
387.3*1
*21,190

4*1.575
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1965 186,955 177.653 318,532 0 0 3 0 13.183
1»66 <23,5%5 22,533 374,6 30 17,636 1,966 737 16.900 1*. 455
1987 2e0,9s6 23.256 *10,33* 23.432 ACl) 1,7*7 36,567 15,453
19(3 330,378 23,509 **3 417 22.337 6,57) 2,55: 53,Je9 17,324
1939 3*2.775 24.993 *St,9%1 31.C56 1,9%5 A, *07" 6*.713 13,553
TOTALS 272,373 9-,*%63 <1,139 9.7*7
1993 367.719 26.013 5x*_*29 27,33 12,113 5.79s 10a, 506 21.719
1991 *33 *£5 25.323 6J6.333 39,290 U.743 8,2*3 137.353 24,5%3
19v2 *4C,33C 25.463 656.124 33,2%4 18**61 10,403 163,20 2s,357
1993 529,702 27,113 716,37* K e £1*293 13,493 195.353 31,4*9
199* 579,510 26,8%8 775,39C 35.327 23*5%6 16, 2(1 218.403 23.752
TOTALS *03,358 212,532 113.692 64,162
1995 634.84* 2V.576 8%2.3sL 5( .*33 JC*1*2 23.339 256,5%6 *3.105
1996 690,059 28,781 937.259 37,131 J**20) 23,373 273, 32* *6,60*
T997 7x* 3%3 27.682 *§9,05*% 57,933 36*595 27,121 301,279 52,49*
1996 831,121 36.172 1.035,456 *1,1)7 AC. 871 33,53* 311,382 61,361
1999 857,43* 30,066 1.13G6/2A6 64,939 42,9*8 Zfﬁfiéé 3*1.362 69,333
TOTALS 3*2,333 5%2,217 295,551 ,
20C0 914,632 31.536  1.1662713 **_71C *7,276 39,323 3%6,4* 3 63,*87
2301 971,*96 32.212 1,232,752 *3 1%( *g*957 *5 565 374,322 93,925
2002 1,026,36* 33.*17 1,299,Cl* *5,166 53* 3*6 *7,2*5 372, 9*3 105,706
2003 1,084,936 34,156  1.36*.(55 79,15C 5**529 53,155 395, 772 lie, 96*
200% 1,1*0.835 35.729 1.*30,259 50,410 55%652 59,43 367,3%4 137,5V>
TOTALS 716.765 833.235 5*%1,323 43C, 91
2005 1,198,0°C 39,235 1,500,2)9 50,751 56.935 *2,31* 375,779 159,115
20Co 1.257,902 *2 35c  1.573,72b 53,327 56.722 6*,233 361,372 1B3, 79>
2007 1,315.633 *2 622 1,6%4,13* *9,526 58*115 66.517 34* 281 210,973
2008 1,378.872 *9, tt2 1,72%,%23 *6,339 57.005 67.735 324,58* 2%J,*15
20C9 1,4*3.%46 51.629 1.809,7%0 *6,766 e 55*%560 68.532 302,522 27(9,662
TOTALS 9*2,261 1,383,9%2 8*7.710 781,123
2010 1,536,049 51.es* 1,638,773 ** 750 53.53* 68,312 278,913 323.393
2011 1.567,519 51.735 1,964,42b . *2.%79 51.116 67.339 253,573 3e5,135
2012 1.6*3.338 6t,0*0  2,068,7*5 39,93* *6.3%9 65,835 227,122 $25.181
2013 1,6*8,55C 0 2.024,1%0 37.091 *5_.286 63,75% 199,397 *55,1%0
231* 1,6*8,556 G 1,931.060 3*,CS6 *1,956 61,3*3 172,281 *92,709
totals 1.111,890 1,282,2(2 1.389,951 1,107.*16
2013 1,6*3.412 Ce 1,939,59b 30,927 38,396 57,523 1%4.772 527,263
2316 1,633,161 0 1,900,305 27,698 3**711 53,572 117,705 59.,352
2917 1,618,138 c 1,664.703 24,4%7 30*967 50.269 53,961 577,368
2018 1,597,618 0 1,829,17* 21,212 27*172 “7.733 63.29* 32*,579
2019 1,769,786 0 2.035.712 18,07b 23.%*9 1922 35.219 1,379,362
TOTALS 1,111,590 . * 1,40%.6*2  1,24*5%5 1,lei,43*



THE USE OF A SINGLE PREMIUM WHOLE LIFE

CONTRACT FOR FUNDING THE STATE OF ALASKA

LONGEVITY BONUS PROGRAM



PURPOSE OF THE REPORT

The purpose of this report is to present the benefits of
using a specially designed single premium whole life
product to fund the State of Alaska®"s obligations under the
Longevity Bonus Program. This report will discuss the
probable policy provisions and investment rates of return
that can be guaranteed as well as show the types of
products that currently exist. In addition, this report
will discuss the significant changes iIn the statutory,
regulatory and investment climates that will impact this
product and how these changes will affect the product®s

viability in funding the Longevity Bonus Program.

Our goal has been to create a product that will provide the
State with a secure high rate of return investment that
will allow the Longevity Bonus to continue without a severe
drain on economic resources in the face of declining oil
revenues. Our conclusions are that the funding of the
program with a Single Premium Uhole Life program will save
the State millions of dollars over such funding
alternatives as Guaranteed Investment contracts, Government
Securities, or Corporate Investments. The Single Premium
Life Plan (SPL) will provide the highest rate of return,
with a high degreee of security, and the most flexibility

and liquidity.



There 1s no doubt that the long term commitment to the
Longevity Bonus Program is an expensive one, but whatever
the ultimate cost is, the best means for funding that cost
will be a Single Premium Whole Life Policy issued on a

group basis.

STATUS OF THE PROJECT

Since our last presentation in December there have been
three significant events that have impacted greatly on the
original product design that we contemplated in the late

summer and Tall:

(1) The precipitious decline of iInterest rates to the

surprise of the nation"s leading economists.

(2) The Washington meeting of the National

Association of Insurance Commissioners to discuss

the Samoff proposals.

(3) The earthshattering Treasury Proposals for
changing the tax code, which will affect
virtually every industry, including the insurance

industry.



When we first began our original design of the program, the
financial advisors and economists felt very confident in
promising a long term guarantee of 12 - 13% while accruing
a profit of 50 - 100 basis points for the 1insurance

company.

This would certainly be attractive for the State on a long
term basis as well as the insurance companies 1involved.
However, as can be seen from the enclosed Wall Street
Journal article, the nation®"s leading economists and
financial forecasters are singing a different tune.

Indeed, i1t now appears very unlikely that any major
institution will commit itself to a long term interest rate
guarantee when all of the nation®s leading economists were
so far off the mark. This article and others like 1t has
had an incredible chilling effect on what major financial
institutions and especially insurance companies are willing
to commit to on a long term basis. This was definitely not

the case even several months ago.

To compensate for this, we are now being overly con—
servative in our projection of guarantees; though we
believe that, ultimately, the product will perform at a
higher rate of return due to excess interest credits and/or

mortality experience credits. Also, as will be discussed



OQutlook for the Year

Interest Rates to Rise In

as Economy Emerges

From Doldrums, According to Poll of Economlsts
A Sampling of Interest-Rate Forecasts

By Tom Herman
And Edward P. Foldessy
mallBrpnrirfsnfTne Waili. Stio.v.t Jiiuhaai.

NEW YORK-After a sharp drop m the
past seven monihs. interest rales will rise in
1985 as the economy snaps out of the dol-
drums.

That, at least, is the outlook that emerges
from a survey of 24 economists by The Wall
Street Journal. Some expect further small
declines In (he next few weeks, but most
expert rates to be higher at year end than at
midyear.

Only a few analysis foresee big changes,
either up or down. Most predict that short-
term rates will rise
more than long term
rates, and that the
yield on 30-year Trea-
sury bonds will wind
up the year witi.in a
percentage  unit of
11.53..

Many forecasters say they are approach-
ing 1985 with much less confidence than be-
fore. That s certainly understandable In
view of their 1984 records. One year ago.
most experts were predicting that rates
would drop in the first half of 1984 and then
bounce back later in the year. Rates
promptly soared. By midyear, the conven
tional wisdom had changed. In a survey in
late June, most of the 24 economists pre-
dicted that rates would increase because of
the economy s torrid growth. Rates quickly
tumbled.

"Of all the biblical teachings, the one
that remains the most appropriate for inter-
est-rate forecasters is humility." says
Francis Schott, senior vice president of Eq-
uitable Life Assurance Society of the U.S.

White House's Record

Few of the experts came close to the
forecasting record rung up over the past six
months by two figures belter known for
their political expertise: President Reagan
and Treasury Secretary Donald Regan.

In June, despite widespread gloom on
Wall Street, the White House said Mr. Rea-
gan was sticking with his forecast of lower
rales for 1984 s second half. The president
didn't say how much lower. Mr. Regan,
whose disdain for Wall Street forecasts
dates back to his days as head of Merrill
Lynch & Co.. predicted In June that rates
would "shade down" over the coming
months as economic growth slowed-which
it did.

White House officials naturally are
pleased. "In many ways, they (Messrs. Rea-
gan and Regan) are more realistic" than
Wall Streeters, said Marlin Fitzwater. White
House deputy press secretary. "Wall Street
people take such a short-term view of every-
thing.”

Recession Seen by Some

Right or wrong, Wall Streeters last year
spent a lot of time worrying. In the first
half, mar.y experts warned that the econ-
omy was growing too rapidly, that it was in
danger of "overheating." and that inflation
would surge. Lately, some experts worry
that the economv has slowed too much, that

N
tr"rB O Il
M arkets

Monday's close of

5%

(In percent)

JEINKSt'RVKY

NEW KURK4ASTS _ |i

S-MONTH _ a0-YEAK
TRKA§I|I s T EE@D BILLS, HDNJI>>

3 0w 0™
Paul BolU. T Rowe Price 1150 1413 900 1150 1175 13%0
Philip Braverman. Briggs Schaedle 1200 1475 800 925 1100 122(X
Kathleen Cooper. Security Pacific 1075 1425 800 925 1125 1214
William Gibson. KepubticBank 104 1400 880 980 1150 1160
Robert Giordano. Goldman Sachs 1050 1350 850 1000 1150 12%0
Alan Greenipan 1075 1405 800 900 1100 160
Richard Hoey. Drexel Burnham 10.00 1275 925 1000 1225 1275
Timothy Howard. FNMA 1050 1375 800 925 1100 1200
Lacy Hunt. Carroll McEntee 1110 1460 965 1080 1310 1400
Edward Hyman. C.J, Lawrence 850 1100 750 750 1050 1050
David Jonea. A.G. ljmston 1150 1450 900 800 1150 1050
Alan I"erner, Bankers Trust Co. 11.38 1450 825 900 1165 1200
[rwin Kellner. N.A. N.A. 815 88 1100 130
Manufacturers Hanover
Bernard Markslein 111 N.A. NA. 880 990 1150 1200
Chase Econometrics
William Mellon. IDS 9.60 1290 1060 860 1260 1070
A.X. MoskowiU. Dean Witter 950 1250 1020 960 1325 12%0
Leif Olsen. Citibank 1065 1435 1025 1050 1250 1350
David Resler. First Chicago 1050 1410 850 87 1175 UM%
Norman Robertaon. Mellon Bank 1100 1410 840 980 1190 1240
Franrij Schott. Equitable Life 1050 1400 800 875 1200 1250
A. Gary Shilling 1000 1300 650 550 1000 800
Allen Sinai. Shearson Lehman 1120 1400 925 925 1225 1200
John Wilson, Bank of America 1125 1440 750 900 1100 1150
David Wynt. Data Resources 1090 1400 730 850 1060 1070
Average 10.64 1378 856 918 1160 uU&
dosing rates, Dec. 31,1984 784 1153

N.A. =Not available because theve economists weren't polled in last June's survev

of the economic recovery. Still. Mr. Hyman
adds: "If you took my advice and bought
bonds at the beginning of 1984. you would
have done very well this year."

Short-Term Rates

The two economists who came up with
the most accurate predictions for the first
half were less fortunate in the second half.
Lacy Hunt of Carroll McEntee & McGlniey
Inc. and Robert Giordano of Goldman.
Sachs & Co. came remarkably close with
their forecasts of short term rates in the
first half. But both, especially Mr. Hunt,
were loo pessimistic about the second
half.

The most pessimistic forecast last June
came from Philip Braverman. chief econo-
mist of Briggs Schaedle & Co. He predicted
that 30-year Treasury bonds by year-end
would yield 14.75ri. which is about 3.25 per
centage points off the mark.

Mr. Braverman said his mterest-ratp

forecast went astray wher. business acthlty
tiiriripniv.- mined soft last summer "The

down from 1021. 8last Fridav. That iwst-d
the yield to I.53r<from 11.49'.. The  em
ment's 11V» notes due 19% closed it
10019 32 down from 10029 32. raisin: tre
yield to 11.52*5 from 11.47'..

Today, the Treasury is planning M sell
about $5.75 billion of new seven-year notes
It plans tomorrow to sell $4.23 billion ol new
19-year. 10-month bonds.

Interest rates on short-term Treasury
bills were little changed. The latest 13-week
bill closed at 7.84r; bid. down slightly from
an average of 7.86ri set at an auction lust
Friday. The latest 26-week bill closed it
819< bid. the same as the auction aver
age.

Credit markets were closed yesterday 1.”
the New Year's Day holiday.

If so many experts were so badly lix>:-.j
by interest rates last year, why bother Mr-
casting at all? "The answer is that wrtu- o
every decision ihat a businessman mike*
presupposes a forecast." replies 41>
Greenspan, a frequent adviser to tne Re*
pan administration. "There is no w t



later, whatever the long term interest rate performance
happens to be, it is the intention of the design of this

product to produce the highest rate of return.

While interest rates were declining, another problem arose
in December for the insurance industry, and that was the
nev; surplus and reserve requirements proposed by Paul
Sarncff, an actuary at Prudential Life and John Montgomery,
the Insurance Commissioner of the State of California.
These proposals, which are designed to make the promise of
high rates of return by under-capitalized insurance
companies impossible (this is a fear in California after
the Baldwin-United collapse, since California has a
preponderance of young, undercapitalized, and aggressive
companies), will, unfortunately, also effect the reserves
and surplus accounting of the major insurance carriers,
which would be the candidates for writing the Alaskan
Longevity Bonus Program. Insurance carriers are petrified
of surplus drain and the Sarnoff proposals would cause
carriers to set aside substantial sums in reserve for any
guaranteed products such as GIC"s (Guaranteed Issue
Contracts) or annuities. Depending on the outcome of the
Sarnoff proposals at the next meeting of the NAIC (National
Association of Insurance Commissioners), It may cause many
carriers to shy away from handling the large GIC type case

5



($5,000,000 plus In premium) because of the surplus drain,
which would leave only a handful of carriers like
Prudential, Metropolitan, Equitable, and New York Life that

could handle the Alaskan program.

And as i1f that was not bad enough, Secretary of the
Treasury Donald Regan left his farewell gift to the
business community in the form of the most comprehensive
recommendations for change ever written by the Treasury
Department. The three volume work has recommendations for
tax changes that affect every aspect of the current
taxation of insurance companies. Though most of these
recommended changes will not go through, and those that are
passed will probably not affect the State of Alaska, these
Treasury recommendations are just one more factor that will
tend to keep the insurance industry from making any long

term, high interest rate guarantees.

Despite this general predicament we still have a few sub—
stantial companies that are willing to give high guarantees
that will allow the State of Alaska to fund the Longevity
Bonus Program with substantial savings due to a higher rate
of return, and we should still be able to acheive a 12%

rate of return for the entire program.



Even more important is the fact that whatever the interest
rate guarantees, the SPL policy will out perform GIC"s,
Government Securities, and Corporate investments of the
same duration, while providing the State with investment

security from market value adjustments.

WHY USE SINGLE PREMIUM LIFE

The Insurance Industry as a whole has the unique ability to
structure 1its investment performance in the form of
guarantees. Insurance companies can utilize mortgages and
private placements as investments that Wall Street
investment firms do not have access to or would not work
with because the companies and deals are too small. In
this way, the Insurance Industry can provide a higher rate

of return than corporate bonds or government securities.

Normally, an Insurance Company would write an investment
contract as a GIC (Guaranteed Investment Contract), but
GIC"s are used exclusively for qualified plans (e.g. .

Pension Plans). To use a GIC for non-qualified plans, such

[



as the State of Alaska Longevity Bonus Program, would cause
severe IRS, SEC, and State Insurance Department regulatory

problems for the insurance companies.

In order to allow the State of Alaska to enjoy the benefits
of the high rate of return promised by the Insurance
Industry without the disadvantages normally associated wi.th
GIC"s and Government Bonds, we have developed a special
type of group single premium Whole Life policy that will
allow the State of Alaska full flexibility and liquidity
with no market value adjustment risks (as with bonds). In
addition because of the tax breaks given to iInsurance
companies on insurance policies (but not GIC"s) the rate of
return enjoyed by the State will be higher than

corresponding durations of bonds, Government Securities, or

GIC =,

However, should there be a period of economic uncertainty
and high interest rates, the principal value of the Single
Premium Life plan will not decrease as will the value of
bonds, Government Securities, or a GIC because of market

value adjustments.



ANALYSIS OF RATES OF RETURN

Underlying Investment

Rate

Premium Tax

10 Year Guarantee

Tax Write-0Off

Cost of Insurance

Corridor

Insurance Supplement

To Yield

Total Effective Yield

17.50%

12.

12.

12.

12.

12.

12.

GIC

50

00

25

25

25

25

Change

.50

.25

SPL Change
12.50%

12.25 - .25
12.25 0
14.25 +2.00
13.50 - .15

14.25 + .75

14.25



SPL PRODUCTS AVAILABLE

Currently, some 15-20 insurance companies have started to
offer single premium whole life products. The only company
in our original consortium of the largest New York licensed
companies that currently offers a SPL product 1is Executive
Life. We do have a commitment from the major companies,
however, that they will offer this product through a
Multiemployer Trust (MET) i1f the State of Alaska decides to
go with this type of program. The reasons why we need the

major companies behind this program are threefold:

(@) Security of Investment;
2 Taxable Income (many small companies have no
taxable income so tax subsidies of the SPL

are meaningless);
(€)) Surplus and Reserve Strength (in the event that

the Sarnoff Proposals or new tax regulations are

passed).

10



FUNDING THE SPL POLICY FOR
THE LONGEVITY BONUS PROGRAM (ALB)

We have i1llustrated both a GIC and SPL policy to fund the
ALB. The SPL has a higher rate of return and more
investment flexibility then the GIC, but there 1is still

a substantial funding shortfall.

In order to fund the benefits to be paid out as Longevity
Bonuses, we have used funding of $120,000,000 for 3 years
of $360,000,000. When all of the bonuses complete with the
31 escalator were paid out, there was over $2 billion paid
to Alaskan residents. There was, however, a short fall of

about $300,000,000.

IT we assume that some of the monies to fund this program
came from the earnings on the undistributed income of the
Permanent Fund and from the loans outstanding that are owed
the State but would not have a major impact on the State's
balance sheet, as pointed out by Dave Rose®"s report (see
Appendix), then we can probably fund $200,000,000 a year
from these loans and $50,000,000 a year for 4 years from

the earnings of the undistributed 1income.

12



A more 1important step and one that would have tremendous
savings would be to use the insurance consortium to
guarantee a higher rate on the Target Annuity. Since the
Target Annuity 1is used as an offset to the Longevity Bonus
paid out to recipients, the higher the guaranteed interest,
the higher the annuity; and the higher the Target Annuity,
the lower the ALB that needs to be paid and the lower the
funding that needs to be done. The current annuity
purchase rate appears to be $10 for every $1 of annuity
purchased. This assumes only a 6% interest rate. By using
the iInsurance consortium we can guarantee a much higher
interest rate which means an annuity purchase rate of $7
rather than $10 - or in other words a 30% cost savings to

the State of Alaska on i1ts ALB funding program.

This combination of approaches should achieve a funding of
the ALB without any funds coming from the legislature or

general fund revenues.






APPENDIX A

COMPUTER RUNS WITH PRESENT VALUE



Included in these runs are the following:

1.(a) Funding the ALB Bonus after 10 years with GIC
funding.

(b) Present Value.

2.(a) Funding the ALB Bonus after 10 years with the
Single Premium Whole Life.

(b) Present Value.

3.(a) Funding the entire bonus plan with the Single
Premium Whole Life.

(b) Present Value

The runs assume a net product rate of 117. made up of
mortality at 1.25% and a declared interest rate of 9.75% on
cash values. The declared net rate on the GIC i1s 9.00%.
The difference in the two rates 1s due to the tax savings

enjoyed by the Single Premium Whole Life.
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STARTING 1985
WITH PRESENT VALUE
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APPENDIX B

NEW ENGLAND LIFE LETTER

HAROLD INGRAHAM



eW New England Mutual Life Insurance Company gﬁv@%ﬁ Bfgm%(ﬁﬁmflm Ao

501 Boylston Streel. Boston. Massachusetts 02117
617-578-2831

January 8, 1985

Mr. Daniel E. Carpenter
Benefit Concepts, Inc.

101 Park Avenue, 26th Floor
New York, New York 10178

Re : Use of Life Insurance In the Alaska Longevity Bonus (ALB) Program

Dear Dan:

You have proposed to the State of Alaska a method of cost recovery that
would allow the Longevity Bonus to continue to be paid to Alaskans for
many years even if oil revenues decline. This cost recovery program
would use a specially designed group single premium whole life insurance
policy that would allow the state to fully recover upon the death of
each Longevity Bonus recipient an amount of money equal co the premium?
paid, as well as the total amount of Longevity Bonus paid to the

recipient.

In this regard, the use of life insurance as a funding vehicle for the
ALB program is eminently sound, for the following reasons:

(1) A specially designed insurance product will allow the
state to enjoy a higher rate of return without
compromising market value security. The insurance
company will credit to the policy the rates of interest
that it is currently earning on its longer term
investments - in particular private placements and
mortgages. Moreover, because of its financial strength
and diversity of portfolio investments, a large well-
established insurance company can insulate its policy—
holders from the kind of market value adjustments that
occur on most equity and bond instruments. And the
insurance company, in a normal yield curve environment,
can guarantee principal and Interest at rates substantially
higher than those applicable to money market funds.

-Continued on Page Two-



Mr. Daniel

E. Carpenter

Benefit Concepts, Inc. -Page Two- January 8, 1985

&)

3

(4

An insurance company can package its Investment
objectives in the form of contractual guarantees.
For example, the contract would incorporate
interest guarantees for a period of 10 year6.
Also, liquidity may be made available on a
scheduled basis - with loans or surrenders from
the contract scheduled to parallel the expected
cash proceeds from the investment program.

The risk of market value fluctuations to the state
of Alaska can be modified or eliminated through the
surrender provision.

The life insurance benefits can be structured to
meet the cost recovery needs of the proposed program.

I hope that the foregoing information will be helpful to you.

HGI/mjf

Sincerely,

Harold G. Ingraham,

Jr
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11K TILLINGHAST. NELSON & WARREN, INC.
TI"IrrehaSt Coniulunu « Actuirwi

UNITED STATES ¢« UNITED KINGDOM « CANADA ¢« WRMODA ¢ IRELAND 241 Aiylum sinti
Hartford. Connecticut 0610)

(20)) 227-0016

Oecetnber 26* 1984

Mr. Harold G. Ingraham, Jr_.# FSA

Senior Vice President and Chief Actuary
New England Mutual Life Insurance Company
SOl Boylston Street

Boston, Massachusetts 02117

Dear Harold:
The purpose of thisletter is:

1. To explainthe status of the Alaska Longevity Bonus (ALB) program as
I know It,

2. To outline the reasons which might support the use of an Insurance

carrier,
3. To state the product parametersusedln our testing, and
4. To developa recommendation for criteria which New England Mutualcan

use for the approval of a product.

STATUS OF THE PROJECT

Our purpose has been to determine 1f there Is a reasonable possibility of using an
Insurance product as a funding vehicle for the ALB program.

The situation, as | understand It, 1s as follows:

The ALB program Involves a payment of S3,000 per year (Increasing by 3S per year)
to all Alaskan residents age 65 or older. It 1s accepted that existing sources of
income cannot be expected to support the program beyond ten years. The following
remedies have been proposed or discussed by Benefit Concepts, Inc.

1. It 1s proposed that the ALB program be changed to a loan program 1n
order to eliminate federal Incomo taxes to residents.

2. Termination of the Permanent Fund Dividend (PFD) program for those
receiving the ALB 1s suggested 1n conjunction with a longevity loan
program. It 1s anticipated that the loan would be repaid by the
Insurance proceeds from the proposed funding program. The argument
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1s that taxes saved by the resident (through loans) would nor# than
offset the loss of the PFD.

3. It 1s proposed that the State of Alaska purchase single premium life
Insurance policies insuring the lives of Alaska residents who are
recipients (or who are expected to be recipients) of the ALB. The
purchase has two objectives:

a. To provide astrong Investment vehicle which will fund the
benefits more effectively than either short-term Investments
or government bonds with equal safety# and

b. To Implement the "tax savings" to Alaska residents. The

Insurance benefits are designed to recover the loan balance
at tho death of the recipient of the ALB.

At the present time# the utilization of an Insurance carrier Is a serious Issue.
Alaska has retained Peter Hutzel of Johnson & Higgins to review and evaluate the

proposal.

UTILIZATION OF AN INSURANCE COW3ANY

The following are the advantages of the use of an Insurance contract:

1. One advantage relates to |Investment performance. An Insurance
company has the ability to package Its Investment objectives 1n the
form of a contractual guarantee. In this Instance# the following

promises are Important:

a. Interest guarantees over a period of 7 to 10 years. This
would be Implemented using targeted cash values 1n order to

avoid surplus drain.

b. Liquidity may be made available on a scheduled basis. We
Intended to use a group Insurance contract. Loans or
surrenders may be designed to parallel the expected cash
proceeds from the Investment program.

c. Proper use of the life Insurance contract can create tax
write-offs for the Insurer.

d. The risk of market value fluctuations to Alaska can be
modified or eliminated through the surrender provision.

2. The 1life Insurance benefits can be structured to meet the cost
recovery needs of the proposed program.

Tillinghest
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PROOUCT ASSUWTIONS USED FOR TESTING

The product used a 10-year guarantee of 10.33/1 and used the guaranteed Interest or
6%t If higher* and population mortality as the basis for determining the required
amount of Insurance under Section 7702. The commission assumed 1s .4X of assets.
This 1s subject to modification# If required. The population projections used 1960
Basic Group Mortality. The cost to borrow Income on principal* used In some of the
Illustrations* was .5%.

PROPOSED PROOUCT CRITERIA

The Investment elements of the program could be Implemented using the same contract
used for single premium pension close-out situations. The disadvantages of that

approach In this situation are:
1. Large surplus drain would occur.

2. The cost recovery elements of the program would not be met.

We have favored the use of a group single premium life Insurance product for the
following reasons:

1. Intermediate guarantees can be made without Ilarge surplus drain.
This 1s the situation under the present NAIC model law. We respect
the fact that the Sarnoff proposal would require a reserve Tfor
targeted cash values.

2. It Is possible to Induce a tax write-off through surplus drain caused
by the use of a nonforfeiture Interest rate greater than 6%. This
tax write-off can be used to subsidize the Interest rate credited.

The product would be a variation of the single premium life product presently being
offered by Covenant Life (Connecticut National as of January 1* 1985). The product
should have the following characteristics:

1. 1t should qualify as |life Insurance under Section 7702.Life
Insurance reserve treatment 1s desirable 1f surplus drain 1s to be

avoided. Also# a full deduction for Interest credits 1s mandatory
and Hfe Insurance tax treatment 1s one way to accomplish this
result.

2. The product should use target cash values 1n order to produce the
desired Interest guarantees referenced by Benefit Concepts.

3. The contract forashould be a group Insurance contract# not an
Individual contract. It Is Intended that only limited borrowing be
allowed and that the availability of cash surrender values be
scheduled 1n order to support the cash flow characteristics of the

Investment approach.

Tillin"jast
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4. Tha possible mothods for handling surrender by tha state arai
a. Pay-out of cash surrender values over a number of years.

b. Specific schedules for notice of surrender In advance of
distribution date could be used.

c. It Is also possible to use two declared Interest rates: one
for the current value used to determine Insurance face
amounts and one to determine cash surrender values.

5. Aggressive guaranteed Interest rates would be for United periods of
time (5 to 10 years). Lower long-term guarantees are necossary to
avoid surplus drain.

6. It 1s my opinion that aggressive near-term Interest guarantees
combined with conservative mortality guarantees are appropriate.

7. Mortality can be fully experience rated subject to a conservative
maximum. Studies are not yet complete concerning Alaska residents®

mortality.

8. It Is advisable to disclose the formulas for declared Interest rates,
as long as protection against changes 1In life |Insurance company

taxation are Included. It should be noted that |1 favor an
advantageous surrender provision 1n the event of adverse tax law
changes.

Policy loans may be limited to 10* of the cash value In any one
policy year. The "cost of the loan" should be contractually stated
and should be set by the company 1n a manner which 1s consistent with
the Investment strategy to be used.

10. No promise should be made as to future contract provisions to be
offered. I suggest that this situation be treated like a GIC.
Certain conditions such as guarantee, etc. should be stated based
upon delivery of premium within a carefully structured time-frame.

EMAARY

This represents our view of the project as 1t has developed to date. There Is
clear |Interest on the part of Alaska In pursuing the subject, but there are a
number of questions, such as final contract provisions, population projections and
sources of funds, to be answered. It Is appropriate for New England Mutual to
offer a set of contract provisions at this time.

Sincerely

Thomas B. Sorensen, FSA, MAAA

ng
cc: lei E. Carpenter - Benefit Concepts

Tillinghast
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Exhibit 1 and Includes the use of the proposed life Insurance policies to be
Issued by New England Mutual as a potential funding vehicle. We have Illustrated
the assumption of liability by the product taking place as of 1995. In other
words# the Alaskan Benefit payable 1s zero for the first ten years. The
assumption 1s that we are funding the longevity that benefit from other sources
for a ten year transitional period. We have purchased the life product 1n the
amount of J120#0Ci0#000 of premium for each of the first three years. The attached
summary (the third section of Exhibit I)demonstrates that the transitional
benefit can be adequately funded In this manner. It should be noted that 1n the
development of this data we have assumed that mortality followed the 1960 table.
That table 1s contained 1n Exhibit 11l and 1s a slightly more conservative
mortality table than that contained 1n the special reports (Exhibit 1V).

Exhibit Il summarizes the population data. The projections contained herein
assume a 10* current Investment environment 1n evaluating the cost recovery
program. The product declared rate was 9.75*. It was assumed that the investment
earnings rate would be 11.5*.

UTILIZATION OF AN INSURANCE CGH'AWY

The following are the advantages of the use of an Insurance contract:

1. One advantage relates to Investment performance. An Insurance
company has the ability to package Its Investment objectives 1n the
form of a contractual guarantee. In this Instance# the following

promises are Important:

a. Interest guarantees over a period of 7 to 10 years. This
would be implemented using targeted cash values 1n order to
avoid surplus drain.

b. Liquidity may be made available on a scheduled basis. We
Intended to use a group Insurance contract. Loans or
surrenders may be designed to parallel the expected cash
proceeds from the Investment program.

2. Proper use of the life Insurance contract can create tax write—
offs for the Insurer.

3. The risk of market value fluctuations to Alaska can be modified
or eliminated through the surrender provision.

4. The Vlife Insurance benefits can be structured to meet the cost
recovery needs of the proposed program.

The product would be a variation of the single premium life product presently being

offered by Connecticut National (as of January 1# 1985). The product should have
the following characteristics:

Tillinghast
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1. It shoula qualify as life insurance under Section 7702. Life
Insurance reserve treatment Is desirable 1f surplus drain Is to be
avoided. Also# a full deduction for Interest credits is mandatory
and 11fe Insurance tax treatment |Is one way to accomplish this
result.

2. The product should use target cash values In ordor to produce the
desired Interest guarantees referenced by Benefit Concepts.

3. The contract form should be a group Insurance contract# not an
Individual contract. It Is intended that only limited borrowing be
allowed and that the availability of cash surrender values be
scheduled 1p. order to support the cash flow characteristics of the
Investment approach.

4. The possible methods for handling a request for surrender of the
policy by tihe state are:

a. Pay-out of cash surrender values over a number of years.

b. Specific schedules for notice of surrender in advance of
distribution date could be used.

c. It Is also possible to use two declared interest rates: one
for the current value wused to determine Insurance face
amounts and one to determine cash surrender values.

5. Aggressive guaranteed interest rates would be for limited periods of
time (b to 10 years). Lower long-term guarantees are necessary to
avoid surplus drain.

6. It 1s my opinion that aggressive near-term Interest guarantees
combined with conservative mortality guarantees are appropriate.

7. Mortality can be fully experience rated subject to a conservative
maximum. Studies are not yet complete concerning Alaska residents®
mortality.

8. It 1s advisable to disclose the formulas for declared Interest rates,
as long as protection against changes 1n life |Insurance company
taxation are Included.

9. Policy loans may be limited to 10* of the cash value 1n any one
policy year. The "cost of the loan" should be contractually stated
and should be set by the company 1n a manner which 1s consistent with
the Investment strategy to be used.

10. No promise should be made as to future contract provisions to be
offered. I suggest that this situation be treated like a GIC.

TilingPst



Mr. Dan Carpenter
January 7# 1985
Page 4

Certain conditions such as guarantee, etc. should be stated based
upon delivery of premium within a carefully structured tl»e-frame.

CONCLUSIONS

This study Indicates that 1t 1s feasible to fund the program using the life
Insurance products described 1n the attached Exhibit V. The annual cost to fund
this Is $120,000,000. Please note that 1n this Illustration 1t was not necessary

to utilize any borrowing. As a consequence, the Interest differential on
borrowing did not apply.

I look forward to our next discussion.

Thomas B. Sorensen
/jc
Enclosure

cc: "Harold Ingraham

Tillinghast



EXHIBIT 1
SUMMARY OF

ALASKAN LONGEVITY BONUS PROGRAM
FUNDED WITH LIFE INSURANCE
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EXHIBIT 11

POPULATION DATA
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EXHIBIT 111

1960 BSG MORTALITY TABLE
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EXHIBIT 1V

MORTALITY FROM SPECIAL REPORTS
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INTEREST GUARANTEES

CONTRACT DURATION

INTERMEDIATE TERM
SURRENDER VALUES

RESERVE CATEGORY

TAX SITUATION

MARKET AVAILABILITY

GIC (GUARANTEED INVESTMENT CONTRACT)

a. Subject to reserve Interest rates on a pre—
ferred basis If no liquidity although very high
Interest rates would Incur surplus drain.

b. Tho reserve Interest rate 1s presently 11.25%
for a 5-year guarantee and 10.75% for a 10 year
guarantee (Moody Index of 13.4%).

Products normally are not renewable contracts* but
renegotiated at maturity.

Cash value at surrender must be available only at
the maturity date 1f surplus drain Is to be
avoided. There Is no special tax write-off.

This 1s not a life Insurance reserve item# there—
fore# creates a limitation on the amount of
business that an Insurer can Issue using this
type of product. Result 1s that* under large bid

circumstances# only very large companies can quote.

Interest credited to the cash value 1s deductible.
Only 3 limited excess write-off can be developed.

Qualified plan market only.

Tillinshast

SINGLE PREMIUM LIFE INSURE:

Guarantees can be made with no surplus
drain through manipulation of mortality

tables.

Renewal is automatic since this is a
permanent Insurance policy.

The equity terms can be structured In the
policy at the option of the Insurer or
negotiated between the Insurer and the
purchasing company.

This product qualifies as a life Insur—
ance policy so It receives life Insurance
reserve treatment and avoids the dilution
problem Inherent with GIC .

A tax write-off In excess of Interest
credited can be generated with this pro—
duct. Note that tax write-offs use

real surplus but not real dollars.

This product can also be written outside
of the pension plan area. Some companies
marketing GIC"s believe they are pre—
vented by Insurance statutes from Issuing
GIC"s outside of qualified plans.



ANALYSIS OF RATES OF RETURN

GIC Change SPL Change

Underlying Investment 12.50% 12.50%

Rate

Premium Tax 12.50 0 12.25 - .25
10 Year Guarantee 12.00 - .50 12.25 0
Tax Write-0Off 12.25 + .25 14 .25 +2.00
Cost of Insurance 12.25 0 13.50 - .75
Corridor

Insurance Supplement 12.25 0 14 .25 + .75
To Yield
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APPENDIX D

COVENANT LIFE
SINGLE PREMIUM WHOLE LIFE POLICY



E

CovenantlLife Insurance company

CERTIFICATE OF INSURANCE

We, the Covenant Life Insurance Company certify that we have issued and delivered to the Policyholder,
who is named in the Schedule, a Policy of Group Insurance shown in the Schedule.

This Certificate will take effect when the Schedule Pages are attached. The main provisions of the Group
Policy which apply to you are shown on the following pages of this group certificate.

The Group Policy is non-participating. It will not pay dividends.

AII,covera?e under the Policy will be governed by the laws of the State of Rhode Island which is the state of
delivery of the Group Policy.

Signed at our Administrative Office,

» SECRETARY

ONE YEAR RIGHT TO EXAMINE CERTIFICATE

Ifyou are not satisfied with yourinsurance forany reason, we will cancel it and refund all ofyour premium if
you return the Certificate to us within one year of the date you received it. You can return'the Certificate

either to our Agent or directly to us.

COVENANT LIFE INSURANCE COMPANY
. . A Stock Company _ .
Home Office: Somerville, New Jersey 08876 «Administrative Office: Hartford, Connecticut 06101

12790-0 9-84
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|| * '
SLMLDUL.E OF ECNLFITS AND PREMIUM

PLAN oh INSURANCE PREMIUM
GROUP SINGLE PREMIUM WHULL LIFE *13,94V
THE PREMIUM FOR THIS COVERAGE IS DUE ON OR BEFORE THE CERTIFICATE DATE
CERTIFICATE SPECIFICATIONS
INSURED HAROLD WISLOD
PARTICIPATING GROUP FINANCIAL SERVICES CO.
POLICYHOLDER ABC TRUSTEES
I AMOUNT OF INSURANCE *100,000 AGE AT ISSUE 35
CERTIFICATE DATE MAY 19, 1983 «CERTIFICATE NUMBER XXXXX
GROUP NUMBER XXXXX POLICY NUMBER XXXXX

OWNER- THE OWNER IS THE PERSON NAMED AS OWNER IN THE APPLICATION, UNTIL A NEW
I OWNER IS NAMED.

L

BENEFICIARY- THE BENEFICIARY IS THE PERSON NAMED AS BENEFICIARY IN THE
APPLICATION, UNTIL A NEW BENEFICIARY IS NAMED.

L

Page ?

09146-0



GROUP SINGLE PREWItW WHOLE LIFE
TABLE CF GUARANTEED VALUES

INSURED HAROLD W1SLOD AGE 35 CERTIFICATE NO. SPECIMEN
ACCOUNT GUARANTEED Accol GUARANTEED
YEAR CASH VALUE YEAR CASH VALUE
1 14,212 34 52,903
2 14,877 35 54,489
3 15,584 36 56,083
4 16,320 37 57,677
5 17,086 38 59,260
6 17,882 39 60,819
7 18,707 40 62,343
8 19,563 41 63,831
9 20,451 42 65,283
10 21,371 43 66,704
11 22,324 44 68,103
12 23,310 45 69,486
13 24,332 46 70,851
14 25,390 47 72,191
15 26,485 48 73,494
16 27,618 49 74,745
17 28,786 50 75,938
18 29,987 51 77,070
19 31-220 52 78,151
20 32,482 53 79,189
21 33,774 54 80,201
22 35,093 55 81,206
23 36,444 56 82,225
24 37,826 57 83,290
25 39,239 58 84,433
26 40,683 59 85,702
27 42,154 60 87,130
28 43,649 61 88,738
29 45,161 62 90,511
30 46,686 63 92,385
31 48,223 64 94,241
32 49,770 65 100,000
33 51,330

DECLARED INTEREST AT ISSUE 9-83%

09147-0 PAGE 3A



EFFECTIVE DATE OF COVERAGE

Conditions of Insurability and Effscttvs Dots

Before his or her coverage under the Group Pol—

icy can take effect, the Insured named in the

schedule of this Certificate must:

e be an eligible member ofa Participating
Group: and

« complete an Application for Insurance which
isacceptable tous; and

0 submit evidence of his or her insurability
which isacceptable to us.

The Insured 3 coverage will take effect on the
Certificate Date, as long as the premium ispaid
while the Insured isalive.

GENERAL PROVISIONS

Ownership Provisions

The Owner(s) of the Account is(are) the person(s)
named as Owner in the Insured 3 Application,
until anew Owner isnamed.

It is the Owner who isaddressed as "you" in this
Certificate. While the Insured isalive, only you
may exercise the rights that the Group Policy
provides with respect to your Account. You do
not need the permission of the Insured to exer—
cise these rights, nor do you need the permission
of the Beneficiary, unless you have given him or
her rights in your Account that limit your rights
in the Account. Your rights include:

e The right to borrow on the Account.

e The right to surrender the Account.

e The right toname someone else as Owner

or Beneficiary.
e The right to assign any interest in the Account.

You can name someone elseas Owner atany
time as long as the Insured is still alive. You

must write tous and ask us tomake the change.
After we have approved the change, itwill be
effective as of the date that you signed your
request, even ifthe Insured died in the mean —
time. However, we will not be liable for any pay —
ments we make, or actions we take before we
receive and approve your request.

You can assign your interest inyour account, but
we will not be bound by the assignment until we
have received a copy of it. We are not responsible
for the validity of any assignment. Your rights
and the Beneficiary®s rights will be restricted or
ended ifyour rights are assigned.

Death Benefit

We will pay you the death benefit after we have

12791-0

received proof of the Insured®s death ifthe
Insured dies while his or her coverage is in force.
“1n force” means while the premium for your
Account has been paid and the Account has not
been lapsed or surrendered for cash. Proof of
death must be sent toour Administrative Office.

The death benefit will be: the greater of the
Amount of Insurance shown on Page 3 or the

cash value of the Account at the time of the
Insured 3 death times the attained age factor
shown on the table of factors attached to the Cer —
tificate; less any indebtedness. (“Indebtedness™
isdefined in the Loan Provisions.)

Ifthe Insured commits suicide within two years
of the Certificate Date, we will pay you an
amount equal to: the greater of the premium paid
or the guaranteed cash value of the Account: less
any indebtedness. This restriction will apply
whether the Insured was sane or insane when he
or she took theirown life.

Ago

When we refer to the age of the Insured in this
Certificate, we mean his or her age on their
nearest birthday. Ifthe Insured™s age is incor—
rectly stated, we will adjust all benefits under
your Account towhat the premium paid would
have bought at his or her correct age. The adjust—
ment will be based on the rates we were using
when the Certificate was issued.

Contract Provisions

The entire contract consists of: the Policy; the
application of the Policyholder; the Adoption and
Participation Agreement of the Participating
Groups under the Policy (copies ofwhich will be
attached to the Policy); and the individual appli—
cations of the insured members. All statements
made by the Policyholder, each Participating
Group and the insureds are considered represen—
tations and not warranties.

We will not contest the validity of the

insurance of the Insured on the basis of any

statement that he or she made with regard to his

or her insurability:

« after his or her insurance has been in force
during his or her lifetime for more than two
years; and

e unless he or she made the statement inwriting
and signed itand a copy of the statement has
been given toyou or to the Insured.

We may change the Policy at any time with
the written consent of the Policyholder. Any such

Page 4 9-84



change must be signed by one of the following
officers:

e Qur President:

e One ofour Vice Presidents:

 Qur Secretary: .

e One of our Assistant Secretaries.

No other person, whether or not he or she is one
of our agents, may change or waive any of the
Policy provisions; nor can they make any agree-
ment which will be binding on us.

The Certificate Date shown on page 3will be
used to determine Account Anniversaries.
Account Months and Account Years. Each
Account Year will begin on the same date in the
same Calendar Month as the Certificate Date. If
there is no same date, the Account Year will
begin on the last day of the calendar month.

The Policyholder and the Participating Group
must fumish us (on our forms) with:

* the name of the Owner of the Account;

« the name of the beneficiary; .

* the information we will need to determine the
age of the Insured, and the amount and effec-
tive date of his or her coverage:

» reports of all changes in the status of the
Insured which affect his or her eligibility for
coverage under the policy or the Amount of
Insurance for which he or she is eligible.

PREMIUM PROVISIONS

The premium must be paid on or before the Cer-
tificate Date. If it is not. the Insured's coverage
will not go into force. Payment may he made
either toour Agent or directly to us. You will be
given a receipt if you ask for one. Your premium
IS shown on Page 3.

BENEFICIARY PROVISIONS

The Beneficiary is the person named as Benefi-
ciary in the application, until a new Beneficiary
Is named.

We will pay the death benefit to the Beneficiary.
If no named Beneficiary survives the Insured, we
will consider you to be the Beneficiary, and will

pay the death benefit to you.

You can change the Beneficiary at any time as
long as you have not assigned your Account, and
the Insured is still alive. You must write to us
and ask us to make the change. After we have
approved the change, it will be effective as of the
date you signed your request, even if the Insured
died in the meantime. However, we will not be
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liable for any payments we make, or actions we
take before we receive and approi/e your request.

CONTINUATION PROVISION

If the Group Policy is terminated as to the Partic-
ipating Group, we will allow you to continue your
Account in force under the Policy.

While your Account is being continued under this
provision, it wili still be subject to all of the
terms of the Policy and of the Trust. We will still
send all communications with regard to the
Account to ){]ou, or, if you have assigned your
interest in the Account, to the person that you
assigned it to.

LOAN PROVISIONS

You can borrow money from us any time arter

the first Account Year, if your Account has a loan
value. To do so, you must assign your interest in
the Account to us at our Administrative Office.
Assignment of the Certificate to us will be the
only security needed for such a loan. You may
not borrow more than the loan value of your ~
Account. We also have the right to delay making
a loan for six months after we receive a re-

quest for one.

The loan value of your Account is: the cash value
less any indebtedness.

When we use the word "indebtedness™in this
Certificate, we mean not only all of the loans out-
standing on your Account, but all interest that is
due or accrued on them as well.

Your indebtedness must not exceed the cash
value of your Account. If it ever does, the
Account will lapse and have no further value. We
will give you thirty one days notice that your
Account is about to lapse, which we will mail to
your latest address shown in our records. If our
records show that you assigned your interest in
the Account, we will also send a copy of the
notice to the person you assigned it to, mailed to
his or her latest address shown in our records.

If your Account lapses because your indebted-
ness exceeded the cash value of the Account,
you may apply tous in writing to have it rein-
stated. We will reinstate your Account on

four conditions:

* You must not have surrendered the Account.

* You must ask for the reinstatement no more
than five years after your Account lapses.

* You must repay or reinstate any indebtedness,
with interest at the current applicable loan



mf UP 10 the d»te we reinsyre your Agcount.
You mpun suppqy evidence oHn ra[)lllty tLha}
Is satisfactory t0 us.
You may re?ay any or all of your indebtedness at
any time before the Insured dies. However, if
your Account has lapsed, you will not reinstate it
just by repang the indebtedness. You must
meet all of the conditions for reinstatement.

Loan Interest

Each year, our Board of Directors will declare an
interest rate for the next Account Year. This rate
will be applied to your Account and will be used
toaccumulate the gross smﬁle premium you paid.
We will send you a notice showing the new
Declared Interest Rate.

The Declared Interest Rate will also be used to
determine the interest rates we will charge on
Your loans. These loan interest rates may vary
rom year to year but we will never charge you
more than the Maximum Loan Rate.

The loan interest rates we will charge are

as follows:

* For that portion of a loan based on the
accumulated gross single Premmm less the
Bremmm you paid, we wil char%e you the

eclared Interest Rate plus up to 1/22ofcne
Eercent per year. .

* For that portion of a loan in excess of the
above amount, we will charge you
the Declared Interest Rate plus 2.25 percent
per year.

These rates are simple interest in arrears.

The Maximum Loan Rate will be the higher of:

 The Published Monthly Average of the Com-
posite Yield on Seasoned Corporate Bonds, as
published by Moody’s Investors Service, Inc.
((jor any successor to that service) for the calen-

ar month ending two months before the calen-

dar month in which the Maximum Loan Rate is
determined; or

« The nonforfeiture rate plus one percent
per annum,

If that monthly average is no longer published,
we will use a substantially similar average
established b¥ regulation issued bK the insurance
department of the state in which the group policy
was delivered.

If you are being charged the Maximum Loan Rate
and the Maximum Loan Rate computed for the
next Account Year is less than 1/2% higher than

12792-0

the rate for the previous Account Yeaj, we will .
not Increase the rate to the new rate, |f the Maxi-
mum Loan Rate for the next Account Year is
computed to be 1/2% or more below the rate for
the previous year, we will decrease the rate to

the new rate.

The nonforfeiture rate is the rate credited to
your Account so as to provide you with the
minimum values.

NONFORFEITURE PROVISIONS

Cash Value and Surrender:

The cash value of your Account is equal to the
guaranteed cash value. The table on Page 3A
shows the %uaranteed cash values foryour
Account. The surrender value of your Account is
equal to the guaranteed cash value of the
Account, less any indebtedness.

Upon written request you may surrender your
Account for cash. We will pay you the surrender
value of your Account. Payment will end all of
our obligations for your Account as of the end of
the month in which we receive your request. We
have the right to delay payment for six months
after we receive your request.

If you surrender your Account within 30 days
after the end of an Account Month, the amount
payable will be at least equal to the surrender
value as of the end of that prior Account Month.

Minimum Values & Reserves

The reserves and the values for your Account are
at least equal to the minimum values required by
law in the state where the Policy is delivered.
These minimum values are based on: the 1980
Commissioner’s Standard Ordinary Mortality
Table; the maximum interest rate allowed by law
for reserves on the Certificate Date, compounded
yearly; and the Insured’s age on his or her
nearest birthday. We assumed all deaths in an
Account Year occur at the end of the year.

A statement of the method of computing the
cash values has been filed with the insurance
department of the state in which the Policy
was delivered.

Table of Value*

The values in the table on Page 3A apply at the
end of the Account Year shown. These values are
calculated in accordance with the Minimum
Values and Reserve Prevision, assummﬁ that
there is no outstandmg indebtedness. These
values will be adjusted if your Account is sur-
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rendered at any time other than at the end of an
Account Year. Such interim values will take into
account the lapse of time beyond the end of"

last Account Year, We will supply you with
values not shown in the table if you ask us to.

If the Policy is amended in any way that would
affect your cash values, we will furnish you with
anew schedule of values. We guarantee that any
change in the schedule of cash values will not
reduce your values below those shown on your
current schedule of guaranteed cash values.

SETTLEMENT OPTIONS

You can choose to have the death benefit, or

or the surrender value iffyour Account is surren-
dered, paid in monthly installments instead of
asalump sum. Your request must be made in
writing and is subject to our consent. You may
make such a request at any time during the
Insured's lifetime. A request to pay the surrender
value in installments, however, must he made no

more than a month after the surrender value
becomes payable.

If you do not ask us to pay the death benefit in
installments, the Beneficiary may make such a
request after the Insured has died. He or she
must do so, however, no more than one -nonth
after v/e received the proof of death.

We will pay the installments in the amount
chosen, until the death benefit is exhausted.

The amount chosen must be at least $20.00 a
month. We will credit interest on the unpaid bal-
ance of the fund at such a rate as we may declare
for that year. If the Beneficiary died while the
Death Benefit is being paid under this method,
we will pay the balance of the fund to the estate
of the Beneficiary.

We will pay the death benefit in accordance with
any other method of settlement that you may
request, as long as it is agreed to by both us and
the Policyholder in writing.



DEATH BENEFTT ATTAINED AGE FACTOR TABLE

ATTAINED ATTAINED ATTAINED

AGE FACTOR AGE FACTOR AGE FACTOR
35 2.0 70 115
1 2.50 36 2.0 71 113
2 2.90 37 2.0 12 111
3 2.50 38 2.50 13 1.09
4 2.50 39 250 Iz 107
5 2.0 40 250 15 105
6 2.50 41 243 76 1.05
I 2.50 42 2.36 17 105
8 2.0 43 2.29 18 105
9 2.50 44 2.22 79 1.05
10 2.0 45 215 80 1.05
n 2.50 46 209 8l 105
12 2.50 47 203 82 105
13 2.50 43 197 83 105
14 2.50 49 191 84 105
15 2.50 50 185 85 105
16 2.50 5l 1.78 86 105
17 2.50 52 171 87 105
18 2.50 53 164 88 1.05
19 2.50 A 157 89 1.05
20 2.50 59 150 0 105
21 2.50 56 146 a 104
22 2.50 5/ 142 R 103
23 2.50 58 138 93 102
24 2.50 59 134 A 101
25 2.50 60 130 9% 1.00
26 2.50 61 128 % 1.00
27 2.0 62 126 97 1.00
28 2.0 63 124 B 1.00
29 2.50 64 122 9 1.00
30 2.0 65 120
31 2.0 66 119
32 2.90 67 118
33 2.50 68 117
A 2.50 69 116



COVENANT LIFE INSURANCE COMPANY

Home Office: Somerville, New Jersey 08876
Administrative Office: Hartford, Connecticut 06101

PARTIAL SURRENDER RIDER

This Rider forms a part of the Certificate to which it is attached.

It is effective on the effective date of the Certificate and terminates automatically on December 31,
1984. During this period, and upon written request, you may make a partial surrender for cash. A par-
tial surrender will reduce the guaranteed cash value by the amount of the partial surrender. It will also
reduce the death benefit value of the Account at the time of the partial surrender. We will provide you
with a new Table of Benefits and values reflecting the reductions.

The amount ofan% partial surrender must be at least $1000.00. A partial surrender may not cause the
cash value after the partial surrender to be less than $5000.00.

Signed at our Administrative Office,

12793-0 9-84



APPENDIX E

REPORT OF DAVID ROSE
OF

THE PERMANENT FUND



PLAN I - APPROPRIATION PROCESS

DOES NOT REQUIRE APPROPRIATION OF CASH

REQUIRES APPROPRIATION OF ASSETS (LOAN PAPER)

CLEAN OUT THE FILE DRAWERS

CLEAN UP THE STATE BALANCE SHEET

NO GENERAL FUND EXPENDITURE IMPACT

IMPACT IS REVENUE SHORTFALL TO GENERAL FUND - NOT MONEY "ON THE TABLE"
VEST FUND WITH FOLLOWING LOANS:

AMOUNT RATE
COMMERCIAL FISHING $35,310,442 7.78%
FISHERIES ENHANCEMENT 6,881,187 7.96
SMALL BUSINESS 21,400,000 8.33
TOURISM 2,861,329 8,03
VETERANS 88,424,926 6.99
CHILDCARE FACILITIES 22,845 5.98
HISTORICAL DISTRICT 134,480 6.55
BANK LOAN INCENTIVE PROGRAM 3,193,003 8.38
MORTGAGE OPTION-RESIDENTIAL 2,130,845 9.95
MORTGAGE OPTION-BUSINESS 3,194,888 9.57
MOBILE HOME LOANS 3,679,978 8.75
ASHA MORTGAGES 1,208,695 7.50
AHFC NOTES 25,514,567 7.16
ASHA NOTES 15,282,505 8.56
MICA NOTES 3,000,000 7.00

U OF A NOTES 2,357,000 5.00
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OBLIGATIONS PLEDGED TO AHFC 16,851,000 9.83
LOANS TO MUNICIPALITIES 245,000 6.06
ARRC MORTGAGES 2,097,520 11.33
TOTAL LOAN & MORTGAGE INVESTMENTS  $233,790,210 7.73%
CFAB 31,000,000 n/a
DEBT CERTIFICATES 44,304,000 8.79
PROJECTED
LOAN/MORTGAGE ANNUAL YIELD: $21,967,851 (7.73)
LOAN/MORTGAGE ANNUAL REPAYMENTS: 23,381,022 (10.00)
LOAN REPAYMENTS: 28,320,507
HISTORICAL

LAST YEAR YIELD AND REPAYMENTS $46,937,940



- benefitconcepts

10" Pork Avonuo
26th Floor
NawYork.NY. 10178

(212)682-9480

THE BENEFIT CONCEPTS, INC. - KIDDER PEABODY & CO. STUDY

One of the approaches examined by the committee was developed
by Daniel Carpenter of Benefit Concepts, Inc. and Otto Lowe of
Kidder Peabody & Co., Inc. The Benefit Concepts®™ program for
funding the Longevity Bonus utilizes a specially designed
Single Premium Whole Life contract that would be 1issued on a
group basis with guaranteed issue underwriting without
signatures, medical information, or any other requirements.

The State of Alaska would be the owner and beneficiary of these

policies.

The program i1s designed in such a way that the State would
recover the funds expended for both the Longevity Bonus as well
as the premiums paid. The carriers would be selected from an
insurance consortium of New York licensed companies with an Ae—
rating in Best"s Review and more than one billion dollars in
assets. This would in effect guarantee the security of the
program due to New York®"s Reserve Fund Program and its strict

financial regulatory requirements for insurance carriers.



| benefitconcepts

The Single Premium Whole Life (SPL) product would act as a
substitute for other iInsurance company investments such as
GIC"s or annuities, since GIC"s (Guaranteed Investment
Contracts) can only be used for pension plans, and annuities
will not give as high a rate of return to the State. |Insurance
companies receive certain tax subsidies for life insurance
contracts that can be passed on to the State of Alaska, which
will provide the State with a higher rate of return on a
guaranteed basis than can be earned with annuities, GIC %,
corporate bonds, or government securities. The other advantage
of this product is that unlike bonOs or long term securities,
if the State cashes in the policies, i1t will not suffer the
market value adjustment that normally occurs from selling

Investments as interest rates are going higher.

Thus, this product was designed to give the State the maximum
security and flexibility with a rate of return higher than
other investments suitable for the funding of the Longevity

Bonus Program.

This SPL product can be used by the State for the funding of
the Longevity Bonus regardless of the final structure of the
program. It was suggested by some of the committee members
that the Department of Administration continue to iInvestigate
this program as a possible funding source for the Longevity
Bonus once the legislature has made its decision as to the

future of the Longevity Bonus Program.



benefit concepts

101 Park Avenue
D C 26th Floor

New York, N.Y.-10178

(212) 682-9480

January 15, 1985

Ms. Deborah Vogt

Assistant Attorney General
State of Alaska

Department of Law and
Civil Division

Pouch K, State Capitol
Juneau, AK 99811

Dear Deborah:

Please find enclosed the two page synopsis of our program for
the report. Please call me when you receive it. Also, when
the report is complete could we get 6-12 copies of the
report? We would appreciate it. We will also try to get the
material Peter Hutzel asked for before the 24th.

Daniel E. Carpenter

DEC/dId
Encl.
cc: Peter Hutzeil
John Tillinghast *
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PLAN Il - KIDDER STUDY

BORROW FROM PERMANENT FUND AT 10*

REINVEST AT 13*

0 10* IS NOT "MARKET"™ LOAN

<FUND WOULD SEEK 100 BASIS POINTS OVER US TREASURY RATE (12.52)

< ISSUER OF DEBT MUST BE AA RATED
SOME CREDIT FACILITY

INSURANCE COMPANIES WOULD NEED
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PLAN 11l - USE A PORTION OF DIVIDEND FUNDS

PROJECTED DIVIDEND PAYMENTS
TO STATE FROM APFC

1984 $175,000,000
1985 213,000,000
1986 256,000,000
1987 285,000,000
1988 308,000,000
1989 334,000,000
1990 362,000,000
1991 403,000,000
1992 448,000,000

< TIE TO DIVIDEND MAY FORECLOSE ABILITY TO USE DIVIDENDS IN THE FUTURE TO
FILL REVENUE SHORTFALL

< USE OF FUNDS IN 1985 MAY LOWER DIVIDEND CHECKS
O PHASE IN (JOINT DIVIDEND AND GENERAL FUND FUNDING) COULD BE CONSIDERED



PLAN IV - APPROPRIATION OF RESERVES

STATUTE CONFLICTS:
6! - DIVIDENDS

66 2/3%- INFLATION PROOFING
RESERVES BUILD IN GOOD YEARS
RESERVES FALL IN BAD YEARS
AMOUNT OF RESERVES - SEE SCHEDULE
TRUSTEES AS FIDUCIARIES PROTECT INFLATION PROOFING

STATUTE CHANGE:
FIRST - INFLATION PROOFING

SECOND - OTHER APPROPRIATIONS

S% RESERVES
RESIDUAL FOR APPROPRIATION - ONTIME BASIS

- PORTION BACK TO FUND
- PORTION FOR OTHER USE



ADMINISTRATION
DEPARTMENT OF REVENUE WITH PERS AND TRS
DEPARTMENT OF ADMINISTRATION EMPLOYEE BENEFITS
PERMANENT FUND CORPORATION
0 GOALS NOT SAME
<DIVERSION FROM MAIN MISSION



Fl

85

16
17
88
89
90
31
92
93
9
95
96
97
98
29

Beginning
Balance

54.4
1385
483.2

1,768.5
2,969.0
40212

4,838.3

55222
62426
7,054.9
79658
9,0159
10,1419
113779
12,709.2
14,1098
155824
17,1440
18,700.4
20,2481
21864.3
23,535.6

Source: Alaska Departnent of Revenue

uisn perraiert roio corporatior

PBIICIPAL: ACTUAL | PROJECTED
(n Billias)

Appro-

Dedicated
State

Inflation

Ending

priatiensRevenues* Proofing Balance

900.0
800.0
400.0
300.0

100.0

544

84.1
3444
385.1
4005
421.0
366.2

361.3

m367.0
413.0
460.0
5398
5519
592.0
611.9
601.9
590.6
5912
5835
565.1
558.8
536.3
526.2

FeTp T UUOD

3

2312
150.9

2226

3534
3993
450.9
5103
5741
644.0
719.4
798.7
882.0
970.4
9729
982.6
1,057.4
1,135.0
12154

111X11111

Chapter 81, SIA 1982, Sec. 15(b)

ASSO1PT10IS:

544
1385
4832

1,768.5
2,969.0
40212
48383

55222

6,242.6

7,054.9

7,965.8

9,015.9
10,141.9
113779
12,709.2
14,109.8
15,582.4
17,144.0
18,7004
20,2481
21,8643
23,535.6
25277.2

301 CASE - 1st Qtr FI85

251 Pre-1980 Contribution Rate
501 Post-1979 Contribution Rate
4201 Inflation PI85
10.831 Return FI85
61 Average Inflation PY86-PYOO
91 Average Return PYB6-PY0O

FINNICIAL PROJECTION AS OP 11/10/84

Inflation
Proofing
Shortfall

90.8
1733
191.0
209.0

2283
XZ7771777

Adjusted

Ending
Balance

54.4
1385
4832

1,768.5
2,969.0
40212
48383

55222

62426

7,054.9

7,965.8

9,0159
10.141.9
11377.9
12,709.2
14,109.8
15,532.4
17,144.0
18,791.2
20,4214
22,0553
23,7446
255055

le t

Incoie Dividends Proofing

1.8
8.0
324
1499
368.4
4711
5295

612.1

579.6
643.8
7155
797.1
887.9
9B6.6
1,0933
1,206.0
13235
14463
15748
1,708.5
18475

7RCOIE: ACTOAI 4 PROJECTED

(in Billions)
Distributions Reserves
State
Inflation General  Trans. Add

11.8
275
111
107.9
175.0

2131

256.1
283.6
308.0
3348
3624
403.1
4480
497.1
5497
605.6
664.4
725.9
790.1
856.9
926,5

Pond Adj** (Delete) Balance

1.3
6.6 I
11.8 8
275 360 58.7
711 a1 1 185.1
1095 ( 875 1100
203.6

1764

58.7
2438
3538
557.4

7338

703.9
664.8
6214
5734
524.8
464.3
390.2
3004
192.2

625

Total
Assets

55.0
1405
502.9

18746
33017
4593.0
5530.8

6,469.1

7,202.6
8,003.3
88952
9,924.1
11,0291
12,2453
1354-*
14,90
16,3243
17,812.1
19,364.8
20,974.0
22,654.4
243925
26,203.7

P

78
75
10
8l
8
83



A laska State L egislature

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

Legislative Research Agency
Phone: (907) 465-3991

Fax: (907) 463-3351

February 27, 1992
MEMORANDUM
TO: Representative Gene Kubina

FROM: Paula d. Scavera
Legislative Analyst

RE: Comparison Between Senate Bill 8 and Senate Bill 56 as Vetoed by
Governor Cowper in 1988
Research Request 92.183

You requested a comparison between Senate Bill 8 passed by the Senate earlier
this week and Senate Bill 56 which was vetoed by Governor Cowper in 1988.

Both bills enact an annuity plan which allows people to defer their permanent
fund dividends or equivalent cash amounts into a state annuity account. Once
a person reaches 65 years of age, he or she would be able to receive a monthly
annuity based upon the amount contained within the person®s annuity account.
Both bills also allow for a one-time emergency withdrawal from their annuity
account with payback provisions. Also, SB 8 and SB 56 designate a beneficiary
secession for death benefits.

The one major difference between SB 8 and SB 56 is the language for the
decreased longevity bonus. Senate Bill 8 iIn section 9 states "...the monthly
longevity bonus is $250 minus the maximum possible straight life annuity under
the annuity program.”

Senate Bill 56 in section 9 set In statute exactly what the decreased longevity
bonus dollar amount is for fiscal years after 1990, rather than using the
formula in SB 8. Attached is a copy of SB 56 as vetoed by Governor Cowper
which shows the decreased bonus amounts.

If you have questions or require further assistance, please contact this
office.

Attachment



10

11

12

13

15

16

17

18

19

20

21

22

23

2A

25

26

27

28

29

Offered:  5/6/88 5-03630

Original sponsors: Kerttula, Halford,

IN

For

BE

Fischer and Uehling

THE SENATE BY THE CONFERENCE COMMITTEE

CONFERENCE CS FOR SENATE BILL NO. 56

IN THE LEGISLATURE OF THE STATE OF ALASKA

FIFTEENTH LEGISLATURE - SECOND SESSION

A BILL
an Act entitled: "An Act amending and making effective an annuity
program and amendments to the longevity bonus program

and the permanent fund dividend program provided for
in secs. 2-18, <ch. 99, SLA 1985; and providing for
an effective date."

IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

Section 1. AS A3.23.110(a) is amended to read:

(a) The annuity investment fund is established as a separate
fund in the state treasury. The annuity investment fund <consists of
money transferred from the dividend fund. cash contributions under
AS A3.23.125. and income earned by the annuity investment fund.
Notwithstanding AS 37.13.1A5, an amount equal to the permanent fund
dividends taken as annuity credits under this chapter shall be annual-
ly transferred from the dividend fund to the annuity investment fund.
Sec. 2. AS A3.23.110(b) is amended to read:

(b) Money in the annuity investment fund shall be invested by
the commissioner of revenue in investments authorised under AS 39.35.-
110. The commissioner of administration shall credit che net income
of the annuity investment fund to the individual annuity accounts and
the annuity reserve account.

Sec. 3. AS A3.23 is amended by adding a new section to read:

Sec. A3.23.125. CASH CONTRIBUTIONS. An individual who is eligi-

ble to receive the permanent fund dividend as an annuity credit under

AS A3.23.005(d) but does not elect to do so or who elects to receive

1B



only a portion of the permanent fund dividend as an annuity credit may
make a cash contribution to that individual's annuity account. The
cash contribution for a dividend year must be received by the Depart-
ment of Administration before September 3G of the year following that
dividend year. The total amount of the annuitycredit and the cash

contributions to an annuity accountfor a year may not exceed the
amount of the permanent fund dividend for that year.

* Sec. 4. AS 43.23.130(a) is amended to read:

(a) An individual with one or more annuity credits or cash
contributions under AS 43.23.125 may receive an annuity upon reaching
the age of 65.

* Sec. 5. AS 43.23.130(b) is amended to read:
(b) An annuicy under this section is a monthly payment based

upon the principal and accrued interest in the person's annuity ac-

count. Upon appointment to receive an annuity, the account balance
shall be transferred to the annuity reserve account. The [AN] annuity
shall be paid from the annuity reserve account as a straight life

annuity or other payment plan authorised by the commissioner of admin-
istration [THE DEPARTMENT OF ADMINISTRATION]. The size of the annuity
may not vary on account of the individual's sex.
*Sec. 6. AS 43.23.130(e) is repealed and reenacted to read:

(e) If a person elects to credit a permanent fund dividend or
make a cash contribution to an annuity account and dies before age 65,
a lump sum payment shall be made to that person’s designated benefi-
ciary or beneficiaries. The lump sura payment includes all dividends
or cash contributions credited to the ©person's annuity account and
interest earned on the account. A person may change or revoke a
designation without notice to the beneficiary or beneficiaries at any

time. If a person designates more than one beneficiary, each shares

CCS SB 56 -2- SBO0056h



equally unless the person specifies a different allocation or prefer*
ence. The designation, change, or revocation of beneficiary shall be
made on a form provided by the commissioner of administration and s
not effective until it is filed with the commissioner. If there is no
beneficiary designated or surviving, the lump sum payment shall be
paid to the

(1) surviving spouse;

(2) if there is no surviving spouse, in equal parts to the
surviving children including adopted children;

(3) if there is.no surviving spouse or child, in equal
parts to the surviving parents; or

(A) if there is no surviving spouse, child, or parent, to
the estate of the deceased.

* Sec. 7. AS A3.23 is amended by adding a new section to read:

Sec. A3.23.135. EMERGENCY WITHDRAWALS. An individual may make a
withdrawal from that individual's annuity account before reaching the
age of 65 if the individual establishes to the satisfaction of the
commissioner of administration that the withdrawal is necessary to
meet an unforeseeable emergency. The amount withdrawn may not exceed
the total amount in the individual's annuity account or the amount
actually necessary to meet the emergency, whichever s less. The
commissioner shall define the term "unforeseeable emergency” by regu-
lation. An individual may only make one withdrawal under this section
and may pay it back with interest under terms established by the
commissioner. An individual who has made a withdrawal under this
section may not elect to credit a dividend or make a cash contribution
to an annuity account for two years after the withdrawal.

* Sec. 8. AS A7.A5.015 is amended to read:

Sec. A7.A5.015. AMOUNT OF BONUS. (a) Except as provided in (b)

S$30056h -3- CCS S3 56
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and (c) of this section, the monthly longevity bonus is equal to $250,
minus the maximum possible straight life annuity [FOR A PERSON 65
YEARS OF AGE] under the annuity program (AS A3.23.110 - A3.23.130), as
determined by the commissioner Of administration. The maximum possi-
ble straight life annuity equals the amount a person would receive if

that person became 65 on January 2. 1989, and contributed 100 percent

of all permanent fund dividends or the cash equivalency to the annuity
program for every year after December 31, 1988. However, for purposes
of this section the maximum possible straight life annuity may not

exceed the amount that a person turning 65 in the current year would
receive if that person had contributed 10.0 percent of all permanent
fund dividends or the cash equivalency to the annuity program for
every year after December 31, 1988.

(b) A person who is 65 years of age on or before January 1, 1989
[1988], is entitled to the full longevity bonus payment without re-
duction for the annuity program.

Sec. 9. AS A7.A5.015 is amended by adding a new subsection to read:

(c) Notwithstanding (a) of this section, the monthly longevity
bonus in a fiscal year for a person who s 65 years of age after
January 1, 1989, may not exceed

(1) $2A0.95 in fiscal year 1991;
(2) $231.85 in fiscal year 1992;
(3) $222.67 in fiscal year 1993 ;
(A) $212.71 in fiscal year 199A;
(5) $201.95 in fiscal year 1995;
(6) $190.32 in fiscal year 1996 ;
(7) $177.7A in fiscal year 1997;
(8) $16A.12 in fiscal year 1998;

(9) $1A9.37 in fiscal year 1999;
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1 (10) $133.A0 in fiscal year 2000;

2 (11) $116.10 in fiscal year 2001;

3 (12) $97.3A in fiscal year 2002;

/, (13) $77.00 in fiscal year 2003;

5 (IA) $5A.93 in fiscal year 200A;

6 (15) $30.95 in fiscal year 2005;

7 (16) $A.85 in fiscal year 2006; and

8 (17) $00.00 after fiscal year 2006.

9 * Sec. 10. AS A3.23.110(c) and sec. 1, ch. 99, SLA 1985, are repealed.
10 * Sec.1l1. Chapter 99, SLA 1985, and secs. 1 - 9 of this Act apply only

11 topermanent fund dividends for years beginning after December 31, 1988.
12 Notwithstanding the amendments to AS A3.23 made by ch. 99, SLA 1985, and
13 this Act, permanent fund dividends for 1988 and prior years shall be made
IA under the law as it existed before the effective date of this Act.

15 * Sec. 12. This Act takes effect immediately wunderAS 01.10.070(c).
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