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for a period not to exceed four months, the same level of medical
assistance as the individual would have received wunder 42 U.S.C.
1396 - 1396p (Social Security Act, Title XIX) had there been no perma-
nent fund dividend program.

(c) An individual who is denied assistance solely because perma-
nent fund dividends credited to or received by the individual or by a
member of the individual®s household are counted as 1income or re-
sources under federal law or regulation is eligible for cash assis-
tance under the general relief assistance program (AS 47.25.120 -
47.25.300). Notwithstanding the limit in AS 47.25.130, the individual
is entitled to receive, for a period not to exceed four months, the
same amount as the individual would have received under other public
assistance programs had there been no permanent fund dividend program.
Sec. 15. AS 43.23.095(6) is repealed and reenacted to read:

(6) ‘"permanent fund dividend" means a credit to an annuity
account under this chapter except that, as applied to an individual
who may receive only cash under AS 43.23.005(d) or 43.23.065, it means
a cash payment under this chapter;

Sec. 16. AS 43.23 1is amended by adding new sections to read:
ARTICLE 2. ANNUITY PROGRAM.

Sec. 43.23.110. ANNUITY INVESTMENT FUND. (a) The annuity
investment fund is established as a separate fund in the state trea-
sux*y. Notwithstanding AS 37.13.145, an amount equal to the permanent
fund dividends taken as annuity credits under this chapter shall be
annually transferred from the dividend fund to the annuity investment
fund.

(b) The legislature may appropriate either general funds, or
earnings of the undistributed income account in the Alaska permanent

fund, to the annuity investment fund. Funds appropriated under this
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subsection shall be allocated to the individual annuity accounts of
those who are eligible to receive a dividend for that year and do not
elect cash under AS 43.23.005(d). The allocation shall be made in the
following manner:

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

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

(3) the credit for persons over the age of 35 is the base
amount, increased for each year of age over 35 up to and including the
age of 65; the incremental increase for each year of age is a percent-
age over the credit for the prior year of age; that percentage shall
be established with due regard for historical and projected permanent
fund returns on investment;

(4) if a person elects to receive a portion of the dividend
in cash under AS 43.23.005(d), the allocation to which that person 1is
otherwise entitled will be reduced proportionately.

(c) Money in the annuity investment fund shall be invested by
the commissioner of revenue in investments authorized wunder AS 39.-
35,110. The commissioner of administration shall credit individual
annuity accounts with earnings at a rate equal to the rate of interest
earned by the annuity investment fund.

(d) The legislature may annually appropriate to the Department
of Administration an amount sufficient to pay monthly annuity payments
for the subsequent fiscal year under AS 43.23.130 from the annuity
investment fund. Funds appropriated under this subsection shall be
transferred from the annuity investment fund to the Department of

Administration in order to meet the current demands of the annuity
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program.

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

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

Sec. 43.23.120. ANNUITY PROGRAM. (a) The annuity program is
administered by the commissioner of administration. The commissioner
of administration shall adopt regulations necessary to implement the
annuity program.

(b) The commissioner of administration shall maintain records of
individual annuity accounts and make annuity payments under AS 43.23.-
130.

Sec. 43.23.130. PAYMENT OF ANNUITIES. (3 An individual with
one or more annuity credits may receive an annuity upon reaching the
age of 65.

(b) An annuity under this section is a monthly payment during
the life of the annuitant. The amount of the monthly payment shall be
based upon the principal and accrued interest in the person®s annuity
account and shall be paid in the form of a straight life annuity. The
size of the annuity may not vary on account of the individual®s sex.

(c) An individual need not be a resident of the state to be
eligible to received an annuity payment from the individual®s account.

(d) Except as provided in (e) of this section, an annuity
account may not be assigned, sold, or otherwise transferred from one
individual to another. The right to receive an annuity under this

section terminates upon the death of the person who 1is eligible for
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the annuity and does not pass to that person®s estate.

(e) If a person dies before age 65, a lump sum payment shall,
subject to appropriation, be paid to the surviving spouse by right of
survivorship unless a different beneficiary was designated. When no
spouse survives and no beneficiary was designated, the lump sum shall
be paid to the decedent"s estate. The lump sum payment shall include
all permanent fund dividend contributions made by the individual,
together with interest, but shall not include any credits to the
individual®s account made pursuant to AS 43.23.110(b), or interest on
those credits.

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

Sec. 17. AS 47.45.010(a) is amended to read:

(a) A persen who is 65 years of age or over, who resides in the
state for at least one year immediately preceding application for a
longevity bonus under this chapter may apply to the commissioner of
administration for qualification to receive a monthly bonus [OF $250].

Sec. 18. AS 47.45 is amended by adding a newsection to read:

Sec. 47.45.015. AMOUNT OF BONUS. (a) Except as provided in (b)
of this section, the monthly longevity bonus is equal to $250, in-
creased by three percent each year beginning in fiscal year 1987,
minus the maximum possible annuity for a person 65 years of age under
the annuity program (AS 43.23.110 - 43.23.130), as determined by the
commissioner of administration.

(b) A person who is 65 years of age before January 1, 1986, is
entitled to the full longevity bonus payment without reduction for the

annuity program.
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Sec. 19. AS 47.45.070 is amended to read:
Sec. 47.45.070. UNQUALIFIED PERSONS. An unqualified person is
one who

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

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

(3) is otherwise qualified but confined 1in a penal or
correctional institution or facility; upon completion of sentence or
upon the conferral of a pardon, parole or probation, the person may
make application; confinement outside the state shall be considered as
residence in the state if a person was convicted and s* itenced from a
court in Alaska; revocation of parole or probation shall be cause for
immediate disqualification until release from confinement 1is again
effected;

(4) voluntarily leaves the state and remains absent from
the state for a continuous period of more than 180 days.

Sec. 20.Section 11, ch. 38, SLA 1984 is amended to read:

Sec. 11. Sections 7 and 9of this TTHISI Act [AND AS 47.45] are
repealed June 30, 1985.

Sec. 21. AS 43.23.045(c) is repealed.

Sec. 22. This Act applies only to permanent fund dividends for years



beginning after December 31, 1985. Notwithstanding the amendments to
AS 43.23 made by this Act, permanent fund dividends for 1985 and prior

years shall be made under the law as it existed before the effective date

of this Act.
* Sec. 23. This Act takes effect immediately in accordance with AS 01.-
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Introduced: 1/15/85
Referred: State Affairs and
Finance

BY RAY, HALFORD, BENNETT, KERTTULA, KFLIY,
ZIEGLER, FAIKS, V_FISCHER, SACKETT,
STURGULEWSKI, DEVRIES, FERGUSON,
P.FISCHER, ELIASON, ABOOD, FAHRENKAMP,
IN THE SENATE AND COGHILL
SENATE BILL NO. 56
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act amending the longevity bonus program and the
permanent fund dividend program, establishing an
annuity program; and providing for an effective
date.™
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. FINDINGS AND PURPOSE. The Ilegislature finds and declares
that

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

(2) it is appropriate that individuals save for their own re-
tirement, and it is also appropriate that the state establish both means
and incentives for Alaska residents to set aside retirement funds; accord-
ingly, it is a purpose of this legislation to create an annuity program,
and to encourage Alaskans to participate in that program by authorising
general fund supplements that would result in annuity payments that are
larger than an individual could earn through private investment of the
permanent fund dividend;

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

appropriate to continue both those programs for these individuals;
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(4) the most suitable source of funds for the annuity program

created by this Act are those permanent fund earnings currently distributed

as dividends; therefore this Act applies the annual permanent fund dividend

of younger Alaskans to annuity accounts unless the individual alternatively

elects to receive cash; in so doing, this Act will promote wise stewardship

of the permanent fund by giving each participant a direct financial stake

in its long-term profitability; and

gram,

grams

(5) neither the longevity bonus program, nor the annuity pro—
should be viewed as a form of welfare; other state and federal pro—

are available to meet the basi~ necessities of [life, and amounts

received by an individual under .ms Act are not calculated on the basis of

need.

*

SB 56

Sec. 2. AS 43.23.005(c) 1is amended to read:

(c) A parent, guardian, or other authorised representative may
claim a permanent fund dividend on behalf of an unemancipated minor or
on behalf of an incompetent individual who is eligible to receive a
dividend [PAYMENT] under this section.

Sec. 3. AS 43.23.005 1is amended by adding a new subsection to read:

(d) A person who is eligible to receive a permanent fund divi—
dend under this section, or who is authorized to claim a dividend on
behali. of another under (c) of this section, may elect to receive cash
in lieu of an annuity share. Alternatively, a person may elect to
receive not less than 25 percent of the dividend in cash and the
remainder as an annuity credit. A person who 1is 65 years of age
before January 1, 1986, may only receive cash.

Sec. 4. AS 43.23.015(a) is amended to read:

(a) The commissioner shall adopt regulations under the Adminis—

trative Procedure Act (AS 44.62) establishing the process for de—

termining the eligibility of individuals for permanent fund dividends.
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The commissioner may vrequire an individual to provide proof of
eligibility, and the commissioner may use other information available
from other state departments or agencies to determine the eligibility
of an individual,

Sec. 5. AS 43.23.015(b) 1is amended to read:

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

I certify that

() I am a state resident on the date of this application
and 1 have been a state resident for at least six months immediately
preceding the date of this application; or

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

I understand that a falseclaim of residency to obtain a perma-
nent fund dividend for myself or for another is acriminal offense and
that if convicted | will forfeit future permanent fund dividends and
that I will lose or must repay all permanent fund dividends that have
been credited or paid to me, including anyaccrued interest in my
annuity account. | understand that this penalty is in addition to any

criminal penalties imposed.

(signature of individual, parent,
guardian, or other authorized

representative)

* Sec. 6. AS 43.23.015(e) is amended to read:

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

*Sec. 7. AS 43.23.015(f) is amended to read:

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

*Sec. 8. AS 43.23.015 is amended by adding a new subsection to read:

(i) The permanent fund dividend application form shall be pre-
pared to allow an applicant, other than a person who is 65 years of
age before Januar.® 1, 1986, to elect to receive cash in lieu of a
permanent fund dividend.

*Sec. 9. AS 43.23.035 is amended to read:

Sec. 43.23.035. PENALTIES AND ENFORCEMENT. () In addition to
any criminal penalties imposed by state law, if anindividual is
convicted of a crime in connection with a false statement made 1in a
certification required under AS 43.23.015, and the conviction 1is not
reversed, that individual forfeits all permanent fund dividends cred-
ited or paid, together with any additional credits to that indi-

vidual®s annuity account and is not eligible for a future permanent
fund dividend.

(b) 1f the commissioner determines that a cash [PERMANENT FUND]

dividend should not have beer, claimed by or paid to an individual, the

commissioner may use all collection procedures or remedies available
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for collection of taxes under this title to recover the payment of a
permanent fund dividend that was improperly made. A notice of an
improperly paid dividend must be sent to the individual within 10
years after the improper payment. If notice is not sent within the
10-year period, proceedings may not be commenced in court for recovery
of the improper payment.
Sec. 10. AS 43.23.035 1is amended by adding a new subsection to read:
(c) If the commissioner determines that a permanent fund divi-
dend should not have been credited to an individual®s annuity account,
the commissioner may, after notice and opportunity for hearing, direct
the commissioner of administration to debit the individual®s annuity
account for the amount wrongly credited. If the credit is the fault
of the individual, the debit must be made within 10 vyears. If the
credit is the fault of the state, the debit must be made within three
years.
Sec. 11. AS A3.23.055 is amended to read:
Sec. 43.23.055. DUTIES OF THE DEPARTMENT. The department shall

(1) annually make payments to individuals who are 65 years
of age before January 1, 1983, and to individuals who elect to receive
cash under AS 43.23.005(d) [PAY PERMANENT FUND DIVIDENDS FROM THE
DIVIDEND FUND];

(2) adopt regulations under the Administrative Procedure
Act (AS 44.62) that establish procedures and time limits for claiming
a permanent fund dividend or for electing an annuity share; the de-
partment shall set the time limit for applications for permanent fund
dividends so that the number of eligible applicants is determined by
October 1 of the year for which the dividend is declared and permanent
fund dividends for a year are paid before April 30 of the year follow-

ing that year;

-5- SB 56



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

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

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

(5) provide the commissioner of administration with infor-
mation necessary to maintain individual annuity account records and
administer the annuity program.

Sec. 12. AS 43.23.065 is amended to read:

Sec. 43.23.065. EXEMPTION OF PERMANENT FUND DIVIDENDS. Fifty
percent of a cash [THE ANNUAL] permanent fund dividend payment [PAY-
ABLE TO AN INDIVIDUAL] 1is exempt from levy, execution, garnisnment,
attachment, or any other- remedy for the collection of debt. This
exemption applies to an eligible individual’s permanent fund dividend
both before and after payment is made to the individual. An exemption
is not available under this section for cash permanent fund dividend
payments [DIVIDENDS] taken to satisfy (1) child support obligations
required by court order or decision of the child support enforcement
agency under AS 47.23.140 - 47.23.220; (2) a debt owed by an eligible
individual to an agency of the state, unless the debt is contested and
an ap”o.*! is pending, or the time limit for filing an appeal has not
expired; or (3) court ordered restitution under AS 12.55.045 -
12.55.051 or 12.55.100. A child support obligation under (1) of this

section has priority over a debt owed to an agency of the state, and a

SB 56



permanent fund dividend may not be taken to satisfy a debt under (2)
of this section until any portion of the dividend necessary to satisfy
a child support obligation has been taken.

Sec. 13. AS 43.23.065 is amended by adding new subsect-"ons to read:

(b) When an individual owes a past-due debt described in (a)(1)
of this section, the department shall require that the individual take
the individual®s permanent fund dividend in cash.

(c) The courts of this state may, as a condition of any civil
judgment or restitution order under AS 12.55.045 - 12.55.051 or
12.55.100, require the defendant to take the defendant®™s permanent
fund dividend in cash.

Sec. 14. AS 43.23.075 1i.i amended to read:

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

(b An individual who is denied medical assistance under
U.S.C. 1396 - 1396p (Social Security Act, Title XIX) solely because of
the credit or receipt of a permanent fund dividend by the individual
or by a member of the individual®s household is eligible for state-
funded medical assistance under the general relief assistance program

(AS 47.25.120 - 47.25.300). The individual is entitled to receive,
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for a period not to exceed four months, the same level of medical
assistance as the individual would have received under 42 U.S.C.
1396 - 1396p (Social Security Act, Title XIX) had there been no perma-
nent fund dividend program.

(c) An individual who is denied assistance solely because perma-
nent fund dividends credited to or received by the individual or by a
member of the individual®s household are counted as 1income or re-
sources under federal law or regulation is eligible for <cash assis-
tance under the general relief assistance program (AS 47.25.120 -
47.25.300). Notwithstanding the limit in AS 47.25.130, the individual
is entitled to receive, for a period not to exceed four months, the
same amount as the individual would have received under other public
assistance programs had there been no permanent fund dividend program.

Sec. 15. AS 43.23.095(6) is repealed and reenacted to read
(6) ‘"permanent fund dividend" means a credit to an annuity
account or a cash payment under this chapter;
Sec. 16. AS 43.23 is amended by adding new sections to read:
ARTICLE 2. ANNUITY PROGRAM.

Sec. 43.23.110. ANNUITY INVESTMENT FUND. () The annuity
investment fund is established as a separate fund in the state trea-
sury. Notwithstanding AS 37.13.145, an amount equal to the permanent
fund dividends taken as annuity credits under this chapter shall be
annually transferred from the dividend fund to the annuity investment
fund.

(b) The legislature may appropriate either general funds, or
earnings of the undistributed income account in the Alaska permanent
fund, to the annuity investment fund. Funds appropriated under this
subsection shall be allocated to the individual annuity accounts of

those who are eligible to receive a dividend for that year and do not



elect cash under AS 43.23.005(d). The allocation shall be made in the
following manner:

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

) the credit for each person from the age of 18 through
age 35 1is the base amount; the size of the base amount is determined
according to the amount of the appropriation;

(3) the credit for persons over the age of 35 is the base
amount, 1increased for each year of age over 35 up to and including the
age of 65; the incremental increase for each year of age is a percent—
age over the credit for the prior year of age; that percentage shall
be established witli due regard for historical and projected permanent
fund returns on investment;

(4) if a person elects to receive a portion of the dividend
in cash under AS 43.23.005(d), the allocation to which that person is
otherwise entitled will be reduced proportionately.

(c) Money in the annuity investment fund shall be invested by
the commissioner of revenue in investments authorized under AS 39.-
35.110. The commissioner of administration shall credit individual
annuity accounts with earnings at a rate equal to the rate of interest
earned by the annuity investment fund.

(d) The legislature may annually appropriate to the Department
of Administration an amount sufficient to pay monthly annuity payments
for the subsequent fiscal year under AS 43.23.130 from the annuity
investment fund. Funds appropriated under this subsection shall be
transferred from the annuity investment fund to the Department of
Administration in order to meet the current demands of the annuity
program.

(e) The legislature may annually appropriate from the annuity

-9- SB 56



investment fund an amount sufficient to administer the annuity pro—
gram. Any costs of administration funded under this subsection shall
be allocated equitably among all individual annuity accounts.

) Notwithstanding AS 39.35.110 or (c) of this section, the
commissioner of revenue may invest all or part of the annuity invest—
ment fund in commercial 1insurance contracts.

Sec. 43.23.120. ANNUITY PROGRAM. (a) The annuity program

£
administered by the commissioner of administration. The commissioner

is

of administration shall adopt regulations necessary to implement the
annuity program.

(b) The commissioner of administration shall maintain records of
individual annuity accounts and make annuity payments under AS 43.23.-
130.

Sec. 43.23.130. PAYMENT OF ANNUITIES. (@) An individual with
one or more annuity credits may receive an annuity upon reaching the
age of 65.

(b) An annuity under this section is a monthly payment during
the life of the annuitant. The amount of the monthly payment shall be
based upon the principal and accrued interest in the person®s annuity
account and shall be paid in the form of a straight life annuity. The
size of the annuity may not vary on account of the individual®s sex.

(c) An individual need not be a resident of the state to be
eligible to received an annuity payment from the individual®s account.

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

(e) If a person dies before age 65, that person"s account shall

be distributed equitably among the annuity accounts of all individuals



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

of the same age.

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

*Sec. 17. AS 47.45.010(a) 1is amended to read:

(a) A person who is 65 years of age or over, who resides 1in the
state for at least one year immediately preceding application for a
longevity bonus under this chapter may apply to the commissioner of
administration for qualification to receive a monthly bonus [OF $250].
*Sec. 18." AS 47.45 is amended by adding a new section to read:

Sec. 47.45.015. AMOUNT OF BONUS. (a) Except as provided in (b)
of this section, the monthly longevity bonus is equal to $250, in-
creased by three percent each year beginning 1in fiscal year 1987,
minus the maximum possible annuity for a person 65 years of age under
the annuity program (AS 43.23.110 - 43.23.130), as determine! by the
commissioner of administration.

(b) Aperson who is 65 years of age before January 1, 1986, is
entitled tothe full longevity bonus payment without reduction for the
annuity program.

*Sec. 19. AS 47.45.070 1is amended to read:

Sec. 47.45.070. UNQUALIFIED PERSONS. An unqualified person is

one who

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

(2) meets the age and residence requirements of this chap-
ter but either is confined in a state or federal mental health insti-
tution or facility and is certified by the state as unable to manage

personal affairs, or resides in a nursing home as that term is defined
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in AS 08.70.180; however, if that person, at the time of commitment or
commencement of residence, provided the principal support of a spouse,
the commissioner of administration may determine to pay the confined
person®s bonus to the person"s spouse until the spouse is qualified
for a bonus;

(3) is otherwise qualified but confined 1in a penal or
correctional institution or facility; upon completion of sentence or
upon the conferral of a pardon, parole or probation, the person may
make application; confinement outside the state shall be considered as
residence in the state if a person was convicted and sentenced from a
court in Alaska; revocation of parole or probation shall be cause for
immediate disqualification until release from confinement is again
effected;

(4) voluntarily leaves the state and remains absent from
the state for a continuous period of more than 180 days,

*Sec. 20. Section 11, ch. 38, SLA 1984 is amended to read:

Sec. 11. Sections 7 and 9 of this fTHISI Act [AND AS 47.45] are
repealed June 30, 1935.

*Sec. 21. AS 43.23.045(c) is repealed.

*Sec. 22. This Act applies only to permanent fund dividendsfor years
beginning after December 31, 1985. Notwithstanding the amendments to
AS 43.23 made by this Act, permanent fund dividends for 1985 and prior
years shall be made under the law as it existed before the effective date
of thi j Act.

*Sec. 23. This Act takes effect immediately in accordance withAS 01.-

10.070(c).

SB 56 -12-



POURCHOT

COST COMPARISONS OF LONGEVITY BONUS LEGISLATION L £ '

Attached is an amendment to HB 239, the stair-stepping alternative program
to replace the present, temporary Alaska Longevity Bonus Program. This
amendment would begin the stair-step increments in FY 87 (July 1, 1986)
rather than FY 92 (July 1, 1991).

For the Information of the committee, the yearly costs of the FY 87

stair-step alternative, the FY 92 stair-step alternative and the annuity
alternative (CSSB 56), that passed the Senate March 21, are:

In Millions of Dollars

.HB 239 - Cumulative
HB 239 (with Savings Savings

Fiscal (stair— proposed with with CSSB 56
Year stepping) amendment) amendment amendment (Annuity)
86 50.2 50.2 0.0 50.2
87 53.3 48.0 (5.3) 53.1
88 56.3 45.8 (10.5) 55.7
89 59.5 43.6 (15.9) 58.2
90 62.7 41.4 (21.3) 60.3
91 65.7 39.2 (26.5) (79.5) 61.7
92 62.5 37.1. (25.4) 62.4
93 59.7 34.9 (24.8) 62.5
94 56.9 32.8 (24.1) 61.7
95 53.9 30.6 (23.3) 60.0
96 51.0 28.5 (22.5) (199.6) 56.9
97 48.1 26.4 (21.7) . 52. 1
98 45.2 24 .4 (20.8) 45.9
99 42 .4 22.4 (20.0) 37.6
00 39.6 20.4 - (19.2) 27.0
01 36.8 18.6 (18.2) (299.5) 15.7
02 34.0 16.7 (17.3) 14.0
03 31.3 15.0 (16.3) 12.5
04 28.7 13.4 (15.3) 11.0
05 26.2 11.8 (14.4) 9.6
06 23.7 10.4 (13.3) (376. 1) 8.4
07 21.3 9.0 (12.3) 7.2
08 19.1 7.8 (11.3) 6.2
09 17.0 6.7 (10.3) 5.3
10 15.0 5.7 (9.3) 4.3
11 12.7 4.9 (7.8) (427.1) 3.6
TOTALS 1072.8 457 (427.1) 903.1
TOTALS

as of

2034 1138.0 665.0 (473.0) 916.5

* These costs are in nominal dollars and are from projections made by the
Office of Management and Budget on March 27. There may be minor modifi—

cations of numbers as they continue to refine the computer program but
these numbers give a fairly accurate picture of future costs.
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Rep. Pat Pourchot

LONGEVITY BONUS

Analysis of Survey Returns

On march 1 an informational letter was mailed to all longevity bonus
recipients in District 13. Included in this letter was a return post card
which requested the recipient to check his or her preference for the
following options: continue present temporary program, stair-stepping
program, annuity program, or needs-based program. A total of 324 letters
were sent and 93 post cards were returned. I would like to share these
responses with you.

Present .* Stair- Needs- None
Annuity Temporary Stepping Based of
Program Program Program Program Above
34 23 19 8 2
(36.6%) (24.7%) (20.4%) (8.6%) (2.2%)

COMMENTS

Fifty-seven (61.3%) persons included comments on the longevity bonus in
general or on specific programs. Some sample comments are listed below.

Reg ding Annuity Program

* "] vote for the annuity program as | think it may be the best plan.
However, it is difficult to take seriously the Legislature®s concern
for the program®s cost for this worthy bonus when 1 realize that they
have authorized $147 million on the Susitna Hydro Project- for study!!
Thi.ik about it pleasel!

* "This program would help those who are nearing 65 also, and who have
.lived in Alaska nearly 40 years. This is more in line with intent of
original program. I"m opposed to needs-based program (welfare)."

* "A program that becomes seif-sustaining is a good program."

* ..."best program. But whether or not people would do it (willingly)
is the question"...

Regarding Stair-Stepping Program

* "This, | believe, is the best of a bad situation. This program will
in time have to be phased out. It probably should have never been
started; however, it would be very cruel and heartless to withdraw it

, from those who are currently receiving it."

* "This program seems to be about the fairest one, to me."

* ..."'seems that it"s the most stable of the four",..
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Attached is an amendment to HB 239, the stair-stepping alternative program
to replace the present, temporary Alaska Longevity Bonus Program. This
amendment would begin the stair-step increments in FY 87 (July 1, 1986)
rather than FY 92 (July 1, 1991).

*
For the information, of the committee, the yearly costs of the FY 87
stair-step alternative, the FY 92 stair-step alternative and the annuity
alternative (CSSB 56), that passed the Senate March 21, are:

In Millions of Dollars

.HB 239 Cumulative
HB 239 (with Savings Savings

Fiscal (stair— proposed with with CSSB 56
Year stepping) amendment) amendment amendment (Annuity)
86 50.2 50.2 0.0 50.2
87 53.3 48.0 (5.3) 53.1
88 56.3 45 .8 (10.5) 55.7
89 59.5 43.6 (15.9) 58.2
90 62.7 41.4 (21.3) 60.3
91 65.7 39.2 (26.5) (79.5) 61.7
92 62.5 37.1 (25.4) 62.4
93 59.7 34.9 (24.8) 62.5
94 56.9 32.8 (24.1) 61.7
95 53.9 30.6 (23.3) 60.0
96 51.0 28.5 (22.5) (199.6) 56.9
97 48.1 26.4 121.7) . 52.1
98 45.2 24.4 (20.8) 45.9
99 42 .4 22.4 (20.0) 37.6
00 39.6 20.4 - (19.2) 27.0
01 36.8 18.6 (18.2) (299.5) 15.7
02 34.0 16.7 (17.3) 14.0
03 31.3 15.0 (16.3) 12.5
04 28.7 13.4 (15.3) 11.0
05 26.2 11.8 (14.4) 9.6
06 23.7 10.4 (13.3) (376.1) 8. 4
07 21.3 9.0 (12.3) 7.2
08 19.1 7.8 (11.3) 6.2
09 17.0 6.7 (10.3) 5.3
10 15.0 5.7 (9.3) 4.3
11 12.7 4.9 (7.8) (427.1) 3.6
TOTALS 1072.8 645.7 (427.1) 903.1
TOTALS

as of

2034 1138.0 665.0 (473.0) 916.5

* These costs are in nominal dollars and are from projections made by the
Office of Management and Budget on March 27. There may be minor modifi—

cations of numbers as they continue to refine the computer program but
these numbers give a fairly accurate pict ire of future costs.
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Rep. Pat Pourchot

LONGEVITY BONUS

Analysis of Survey Returns

On March 1 an informational letter was mailed to all longevity bonus
recipients in District 13. Included in this letter was a return post card
which requested the recipient to check his or her preference for the
following options: continue present temporary program, stair-stepping
program, annuity program, or needs-based program. A total of 324 letters
were sent and 93 post cards were returned. I would like to share these
responses with you.

Present .- Stair- Needs- None
Annuity Temporary Stepping Based of
Program Program Program Program Above
34 23 19 8 2
(36.6%) (24.7%) (20.4%) (8.6%) (2.2%)

COMMENTS

Fifty-seven (61.3%) persons included comments on the longevity bonus in
general or on specific programs. Some sample comments are listed below.

Regarding Annuity Program

* "] vote for the annuity program as | think it may be the best plan.
However, it is difficult to take seriously the Legislature™s concern
for the program®s cost for this worthy bonus when | realize that they
have authorized $147 million on the Susitna Hydro Project- for study!!
Think about it pleasel!!

* "This program would help those who are nearing 65 also, and who have
lived in Alaska nearly 40 years. This is more in line with intent of
original program. I"m opposed to needs-based program (welfare)."

* "A program that becomes self-sustaining is a good program."

* ..."best program. But whether or not people would do it (willingly)
is the question"...

Regarding Stair-Stepping Program

- "This, 1 believe, is the best of a bad situation. This program will
in time have to be phased out. It probably should have never been
started; however, it would be very cruel and heartless to withdraw it
from those who are currently receiving it."

* "This program seems to be about the fairest one, to me."

* _.."seems that it"s the most stable of the four"...



NOTE: PLEASE REFER TO YOUR HB 239 FILE FOR ADDITIONAL BACKUP,
INCLUDING A SUMMARY OF THE REPORT OF THE STATE SPECIAL COMMITTEE
ON THE LONGEVITY BONUS. THIS REPORT IS THE PRINCIPAL DOCUMENT IN
SUPPORT OF THE ANNUITY PROPOSAL. EVERY MEMBER WAS SENT A COPY ON
FEBRUARY 1st. IF YOU WOULD LIKE ANOTHER COPY OF THE FULL REPORT,
PLEASE NOTIFY STAFF.
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CSSB 56 (.State Affairs)
[HB 210]

Annuity accounts
may not be trans—
ferred and right to
annuity ends when
person dies unless
person dies before
age 65. Then,
beneficiary gets
lump sum payment
of contributions
plus interest.

There is no vested
interest in the
annuity until
payment is made -
the annuity is not
an entitlement.

Longevity bonus
payment equals

$250, plus three

70 each year, minus
the maximum possible
annuity payment, thus
phasing out the bonus

Nursing home residents
become 1ineligible
for longevity bonus

No such provision

Longevity bonus
funded from
general fund.

CSSB 56 (Judiciary)

Same as CSSB 56
(State Affairs)

Same

Same

Same

No such provision

Same

CSSB 56 (Finance)

A person may elect
death benefits

to be paid to
designated benef —
iciary or estate.

Same

Same,

Qécept no
three increase.

Same

No such provision

Same

Page 2

HB 222

Same as CSSB 56
(State Affairs)
except a person
whp leaves the
state before age
65 may also elect
a lump sum pay—

ment .

Same

Same, except no
three % 1increase
Same

A person who has
a gross 1income
over $25,000 in a
year must choose
either PFD or
longevity bonus,
but may not get
both in that year.

Longevity bonus
funded from
automatic transfer
from undistributed
income account in
the permanent fund
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SUBSTANTIVE COMPARISON OF LONGEVITY BONUS

BILLS

CSSB 56 (State Affairs) CSSB 56 (Judiciary) CSSB 56 (Finance)

"A[-HB-2-10-]""-""

PFD applicants receive
an annuity credit
unless they elect

at least 25%. 1in

cash

No part of the cash
PFD is exempt from
garnishment to pay
court ordered
restitution.

A person who is
65 before January 1,
1986 must take cash
and may not take an
annuity credit.

A person may be forced
to elect cash if

there is a past due
child support
obligation, court
ordered restitution,
or civil judgment.

Annuity investment
fund established to
consist of con—
tributions of PFD
money and legis—
lative approp—
riations of "front-
loading™ money.

Front-loading
money goes to
annuity accounts
of people over

18. 18" - 35

get same amount,

35 - 65 get
incrementally more.

A person who has
elected annuity
credits 1is eligible
for payments at age
65 in the form of a
straight Jife annuity.

ma O s rezaminmvitt'. 7. i =xavmnomx

Same, except,ylf
cash is elected,
it must be 25, 50,
75, or 100%.

Same

Same

Same, but also

for a debt owed
to the state.

Same

Same

Same, except comm,
of administration

may authorize pay—

ment plans other
than straight life

There is no pre—
sumption of an
annuity credit --
you must elect
either cash or an
annuity credit

Same

Same

Same as Judiciary
version

Same, except

the front-loading
provisions are
deleted.

No front-loading
provisions.

Same as CSSB 57
(Judiciary)

VUIllvv-"P A

HB 222

There 1is no
election --

you automatically
receive 507. of th
PFD in cash and
50% as an annuity
credit.

Same

Same, except the
date 1is July 1,
1986.

No suc.n provision
because no
election under

HB 222.

Same as CSSB 56
(State Affairs)

Same as CSSB 56
(State Affairs)

Same as CSSB 56
(State Affairs)



SENATE
LETTER OF INTENT
ON CSSB 56 (Fin)

The legislature 1is aware that changes in the
federal statutory scheme for determining eligibility for
assistance programs have created problems for individuals
newly eligible to receive the Alaska Longevity Bonus.
Specifically, eligibility for the Bonus is resulting in some
needy individuals 1losing the benefits for which they were
previously eligible. The Department of Health and Social
Services has informed the legislature that they can rectify
the most serious aspects of the problem if sufficient funds
are appropriated, and if the legislature expresses its
intent that the Department do so. "The funds needed are es—
timated to be $413,847.00 This letter 1is evidence of that
legislative intent.

Prior to the last Congress, federal lav; provided
that 1income from the Alaska Longevity Bonus program would
not be counted as income tor the purpose of determining
eligibility for Supplemental Social Security (SSl).

42 U.S.C. 1382(b)(2)(B). Last year, the Alaska Longevity
Bonus program was amended to open the program up to any
individual over age 65 who had resided in the state for one
year. Congress amended the above-cited statute to provide
that 1income from the bonus would not be counted only if an
individual became eligible prior to September 30, 1985 and
if that individual met the 25 year residency requirement of
the former lav;. Thus, individuals who either do not meet
the 25 year requirement or who become eligible for the bonus
after September 30, 1985 will have the bonus <counted as

income tor SSI and, as a result, for medicaid. Further,
even it an individual does not apply tor the bonus, the
bonus is treated as a "prior vresource”™ which must be

exhausted before assistance can be claimed.

For those individuals without medical ©problenms,
these changes m the 1lav; mean that what they receive fronm
the bonus is deducted from what they would have received
from assistance programs. They are not worse off, but they
do not receive the benefit of the bonus. However, if
receipt of the bonus makes them 1ineligible for assistance,
they also lose eligibility for medicaid, and receipt of the
bonus does not offset lost medical benefits. SB 56 provides
that a resident of a nursing home 1is not eligible for the
bonus, thus nursing home residents are protected from losing
medical benefits because of the bonus. It is the individual
who 1s not in a nursing home, but who receives medical
assistance through medicaid, who may be harmed by receipt of
the bonus.

It is the intent of the legislature that the Depart—
ment of Health and Social Services take steps to 1insure
that eligibility for the Alaska Longevity Bonus not deprive
needy individuals of necessary medical care.

Adopted by the Senate
March 21, 1985.
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M EMORANDUM March 26, 1985

SUBJECT: Longevity bonus bills -- sectional analysis
"(SB 56/HB 210, and HB 222)

TO: Representative Albert P. Adams
Chairman, House Finance Committee

FROM: Keith B. Levy
Legislative Counsel

You have requested a sectional analysis of the various
versions of SB 56, HB 210, and HB 222, all of which amend
the longevity bonus program and establish an arinuity program
using permanent fund dividends. HB 210 is 1identical to CSSB
56 (State Affairs). The Judiciary and Finance versions of
SB 56 and HE 222, however, contain a number of substantive
differences. Therefore, the following is a sectional
analysis of HB 210, with a summary of the differences
between HB 210, CSSB 56 (Judiciary), CSSB 56 (Finance), and
HB 222 following. The section numbers of HB 210 and all the
versions of SB 56 are 1identical. The section numbers of HB
222, however, are different. For your convenience, the
discussion of each section of HB 210 contains a reference to
the comparable provision of HB 222 and indicates which
sections are identical.

ANALYSIS OF HB 210 (CSHB 56 (State Affairs))

Section 1. This section sets out. legislative findings and
states the purposes of the longevity bonus program and the
annuity program. (See sec. 1 of HB 222.)

Sections 2, 4, 5, 6, 7, 9, and 14. These are "cleanup"
sections that amend existing provisions in the permanent
fund dividend chapter (AS 41.23) to refer to either cash
payments or annuity credits or both, as appropriate. These



Representative Albert P. Adams
Page 2
March 26, 1985

changes are necessary because the bill creates the option of
taking the permanent fund dividend in the form of cash or an
annuity credit (see sections 3 and 16). (Sections 6 and 7
of HB 210 are not contained in HB 222. Sections 2, 4, and 5
of HB 210 are identical to secs. 2, 4, and 5 of HB 222.
Sections 9 and 14 of HB 210 are identical to secs. 6 and 10,
respectively, of HB 222.)

Section 3. This section ptovides that a person who is
eligible to receive a permanent fund dividend or to clainm
the dividend on behalf of another will receive an annuity
credit unless that person elects to take the dividend in
cash. It also provides the option to take a minimum of 25
percent of the dividend in cash and the balance as an an-—
nuity credit. However, a person who 1is 65 years of age be—
fore January 1, 1986, has no choice and must take the
dividend as cash (AS 43.23.005(d)). (See sec. 3 of HB
222.)

Section 8. This section provides that the permanent fund
dividend application must be prepared to allow an individual
to elect to receive cash in lieu of an annuity credit

(AS 43.23 .015(i)). (Section 8 of HB 2.10 is not contained in
HB 2.22.)

Section 10. This section allows the commissioner of revenue
to direct the commissioner of administration to debit a per—
son"s annuity account, after notice and an opportunity for
hearing, if the account was wrongly credited. The debit

must be made within ten years if the <credit is the fault of
the individual and within three years if it is the fault of
the state (AS 43.23.035(c)). (Section 10 of HB 210 is
identical to sec. 7 of HB 222.)

Section 11. This section amends the duties of the Depart-
ment af Revenue with respect to permanent fund dividends to
make WI" clear that cash dividends are to be paid only to
individuals who elect cash or are 65 years of age before
January 1, 1986. It also requires the Department of Revenue
to provide the commissioner of administration with informa—
tion necessary to administer the annuity program

(AS 43.23.055). (See sec. 8 of HB 222.)

Section 12. AS 43.23.065 currently makes 50 percent of the
cash permanent fund dividend exempt from attachment to sat—
isfy a debt and provides certain exceptions to the ex—
emption. This section of the bill amends AS 43.23.065 to
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provide another exception to the exemption. No part of the
cash dividend 1is exempt from attachment to satisfy court
ordered restitution under AS 12.55.045 - 12.55.051 or

AS 12.55. 100. (Section 12 of HB 210 1is identical to sec. 9
of HB 222.)

Section 13. This section amends AS 43.23.065 to allow the
Department of Revenue to force an individual who has a past
due child support obligation to take the permanent fund

dividend 1in cash. It also allows state courts to exercise
the same power as a condition of any civil judgement or
order of restitution. (Section 13 of HB 210 1is not con—

tained in HB 222.)

Section 15. This section redefines the term "permanent fund
dividend" to mean a credit to an annuity account, except
with respect to individuals who receive cash, in which case
it means the cash payment (AS 43.23.095(6)). (See sec. 11
of HB 222.)

Section 16. This section sets up the annuity program by
adding a new article to AS 43.23. An annuity investment
fund is established consisting of an amount equal to the
permanent fund dividends taken as annuity credits. The
money 1is transferred from the dividend fund to the annuity
investment fund annually (AS 43.23.110(a)). The legislature
is also authorized to appropriate money to the annuity in—
vestment fund from the general fund or the undistributed
income account. These extra funds are to be allocated to
individual annuity accounts according to a "front-loading"
formula that increases the annuity account balance according
to age. Under the formula, there is a base credit, depend—
ing on the size of the appropriation, that applies to in—
dividuals 18 through 35 years old. For each year of age
over 35 up to 65 years of age, there is an incremental
credit increase, based on "historical and projected perm—
anent fund returns on investment”™ (AS 43.23. 110(b)).

The annuity investment fund is to be invested in the same
kinds of investments authorized for the Public Employees
Retirement System (AS 39.35.110), except that it may be in—
vested in commercial insurance contracts (AS 43.23.110(f)),
and individual annuity accounts are to be credited with the
same 1interest rate that the annuity investment fund earns

(AS 43.23.110(c)). The legislature may appropriate money
from the annuity investment fund to the Department of Admin—
istration to pay annuities (AS 43.23.110(d)) and may also
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pay administrative costs of the annuity program out of the
annuity investment fund, allocating the costs equitably
among the individual annuity accounts (AS A3.23.110(F)).

Tho. annuity program is to be administered by the commission—
er of administration who must maintain records of individual
annuity accounts, make annuity payments, and may adopt reg-—
ulations to implement the program (AS A3.23.120).

An individual becomes eligible for an annuity payment at age
65 1f the individual has received one or more annuity
credits (AS A3.23.130(a)). The payment 1is based on the
principal and interest accrued to the individual®s annuity
account, may not vary on account of the individual®s sex,
and is paid for the life of the annuitant (AS A3.23.130(b)).
An individual does not have to be a resident of the state at
the time of payment to be eligible for an annuitv payment
(AS A3.23.130(c))-

An annuity account may not be transfei"red to another indi—
vidual or to the individual®s estate and the right to re—
ceive an annuity terminates when the individual dies, unless
the individual dies before age 65 (AS A3.23.110(d)). If a
person dies before age 65, a lump sum payment, subject to
appropriation, is to be made to the surviving spouse or
other designated beneficiary. The lump sum payment includes
permanent fund dividend contributions by the individual and
interest on those contributions, but does not include funds
credited to the account from legislative appropriations and
interest on those funds (AS A3.23.130(e)).

An individual does not receive a vested property right in an
annuity payment until that payment 1is made; the state is not
obligated to provide annuity payments for annuity credits
granted (AS A3.23.130(F)). This means that the annuity pro—
gram is not an entitlement. An individual would have no
legal recourse if the state decided not to make annuity pay—
ments even after the individual credited his or her annuity
account for many years. (See sec. 12 ofHB 222.)

Section 17. This section amends existing law to remove the
language that makes the longevity bonus payment $250 a
month. (Section 17 of HB 210 is identical to sec. 13 of

HB 222.)

Section 18. This section provides that, except for people
who are 65 years of age before January 1, 1986, themonthly
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longevity bonus payment equals $250 a month, 1increased by
three percent a year beginning in fiscal year 1987, minus
the maximum possible annuity payment a person would receive
if they elected an annuity credit each year from the begin—
ning of the annuity program (AS 47.45.015(a)). For those
people who are 65 years of age before January 1, 1986, the
longevity bonus 1is $250 a month, increased by three percent
a year, but without the induction for the maximum possible
annuity payments (AS 47.45.015(b)). This means that, except
for those who turn 65 before January 1, 1986, as the maximum
possible monthly annuity payment 1increases, the longevity
bonus payments will decrease, regardless of whether the
particular individual elected to receive annuity credits.
This will have the effect of phasing out the longevity bonus
over time, since the annuity payment will eventually exceed
the longevity bonus payment. Those who turn 65 before
January 1, 1986, will continue to receive the full longevity
bonus, increased by three percent annually, since they will
be ineligible to receive annuity credits (see sec. 3 of the
bill). (See sec. 15 of HB 222.)

Section 19. This section amends existing law to provide

that a person residing in a nursing home 1is ineligible to
receive a longevity bonus, unless the person provided the
principal support of a spouse when the person entered the
nursing home (AS 47.45.070). In that case, the person may
continue to receive the longevity bonus until the spouse
qualifies to receive a bonus. (Section 19 of HB 210 is iden—
tical to sec. 16 of HB 222.)

Section 20. This section amends the provision of chapter
38 J SLA 1984, that would have repealed the existing
longevity bonus program on June 30, 1985, to provide that
the program is not repealed. (Section 20 of HB 210 1is
identical to sec. 18 of HB 222.)

Section 21. This section repeals the provision of existing
law (AS 43.23.045(c)) that allowed the Department of Revenue
to adopt a plan to permit an individual to elect a payment
plan under the permanent fund dividend program that would
minimize the federal tax consequences of the program. (Sec—
tion 21 of HB 210 1is identical to sec. 19 of HB 222.)

Section 22. This section provides that, even if the bill is
enacted in 1985, it applies only to permanent fund dividends
beginning in 1986 and the dividend for 1985 would be paid
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under the law as it existed before the bill was enacted.
(Section 22 of HB 210 1is identical to sec. 20 of HB 222.)

Section 23. This section provides for an immediate effec-
tive date. (Section 23 of HB 210 is 1identical to sec. 21
of HB 222.)

THE JUDICIARY VERSION OF SB 56

The Judiciary version of SB 56 1is similar to the State
Affairs version and the section numbers are the same in both
bills. However, the Judiciary version does contain a number
of substantive differences from the State Affairs version.
The differences between the two bills are set out in detail
below.

Section 1 of the Judiciary version deletes language con-
tained in the State Affairs version indicating legislative
intent to encourage people to participate in the annuity
program by front- loading the annuity accounts. This dif—
ference has no substantive effect, however, because the sub-—
stantive provisions cf the Judiciary version still allow ior
front-loading of the annuity accounts (see sec. 16 of the
Judiciary version, AS 43.23.110(b)).

Section 2 of the Judiciary version adds language to clarify
that a parent or representative claiming a dividend on
behalf of another may take the dividend in the form of an
annuity credit. This 1is not a substantive difference fronm
the State Affairs version.

Section 3 of the Judiciary version provides that a person
may elect to take 25, 50, or 75 percent of the dividend 1in
cash, in contrast to the State Affairs version, which allows
election of "25 percent or more" in cash.

Section 5 of the Judiciary version makes it clear that a
false permanent fund dividend claim could result in forfei—
ture of not only cash received and individual contributions
to the annuity account, but state-funded front-loading funds
as well. Read literally, sec. 5 of the State Affairs
version could be interpreted as not requiring forfeiture of
the front-loading funds, although such a reading 1is
unlikely.
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Section 6 of the Judiciary version provides that if a public
agency claims a dividend on behalf of an individual, the
agency must elect 100 percent cash. In contrast, the State
Affairs version allows the agency to claim cash or an
annuity credit.

Section 13 of the Judiciary version allows the Department of
Revenue to require a person to take the dividend as 100 per —
cent cash if the department receives a garnishment order not
only for the payment of child support, as in the State
Affairs version, but also for the payment of a debt owed to
the state.

Section 16 of the Judiciary version, the section that
creates the annuity program, contains several differences
from sec. 16 of the State Affairs version. First, the Jud-—
iciary version clarifies that the annuity investment fund
consists of money transferred from the permanent dividend
fund, money appropriated to the fund, and income earned by
the fund(AS 43.23.110(a)). This 1is not substantively dif—
ferent from the State Affairs version. The Judiciary version
requires the Commissioner of Administration to credit net
income of the annuity investment fund to the individual
accounts, but deletes the language, contained in the State
Affairs version, requiring that the credit be at the same
rate as the rate of interest earned by the fund (AS
43.23.110(c)).

The Judiciary version also limits the types of commercial
insurance contracts the annuity investment fund may be
invested in to contracts purchased from insurance companies
with Best"s rating of A or better and a financial size
group of XV at the time of purchase (AS 43.23.110(F)).

The Judiciary version deletes language, contained in the
State Affairs version, saying that an annuity does not pass
to a person®"s estate (AS 43.23.130(d)). This language was
inconsistent with the provisions of AS 43.23.130(e), which
provide for passage of an annuity through a person®s estate
in certain circumstances.

Finally, the Judiciary version provides that the annuity
does not have to be paid as a straight life annuity, as
required by the State Affairs version (AS 43.23.130(b)).
Instead, the Commissioner of Administration may authorize
other payment plans.
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THE FINANCE VERSION OF SB 56

The Finance version of SB 56 was based on the Judiciary ver —
sion, and again, the section numbers are the same as in the
State Affairs and Judiciary versions. The substantive dif—
ferences a™e set out in detail below.

Title. The Finance version of SB 56 changes the title of the
bill to "An Act relating to a longevity bonus; and providing
for an effective date."” This title is more general than the
title used in the other versions of SB 56 which refer to the
permanent fund and the annuity plan as well. The
substantive effect of the title change is that it allows the
House a lot more leeway in amending SB 56. The reason for
this is that the Uniform Rules do not allow a title change
to a bill in the second house. By making the title of SB 56
more general, the Senate Finance Committee allowed the house
to amend the bill to do anything having to do with a
longevity bonus.

Section 2 deletes the language, added to sec. 2 of the Jud-
iciary version, providing that a representative claiming a
dividend for the benefit of another may elect an annuity
share. As noted above, this language had no substantive
effect.

Section 3 of the Finance version removes the presumption
that an applicant for a permanent fund dividend will receive

an annuity credit unless that person elects cash. Instead,
under the Finance version, a person must make a choice
between an annuity and cash. This 1is also reflected 1in

section 8 of the Finance version, which provides that the
permanent fund dividend form is to be prepared to allow a
person to elect to take the dividend as an annuity or cash,
and section 15, which defines the term "permanent fund
dividend."

Section 16 of the Finance version deletes the
"front-loading" provisions which would have allowed the
legislature to appropriate money to the annuity fund to be
distributed among individual annuity accounts. This change
is reflected in sections 5 and 9 as well.

Section 16 of the Finance version also amends the annuity
program to provide for death benefits. AS 43.23.130(e),
added by section 16, provides that a person who elects to
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take the dividend as an annuity may make an irrevocable
choice regarding death benefits. If a person elects death
benefits for a year and dies before the age of 65, a lump
sum payment 1is paid to the surviving spouse unless a dif—
ferent beneficiary is selected. IT no spouse survives and
no other beneficiary is designated, the payment goes to the
person®"s estate. The lump sum payment includes dividends
credited to an annuity account for years in which death ben—
efits -were selected plus interest on those dividends. If a
person dies before age 65 and death benefits were not
selected for a particular year, those dividends and interest
on them are distributed among the annuity accounts of
individuals for whom death benefits were not selected.

Finally, section 18 of the Finance version of SB 56 deletes
the provision increasing the longevity bonus payment by
three percent each year beginning in fiscal year 1987.

SUBSTANTIVE DIFFERENCES BETWEEN HB 210 and HB 222

Section 1 of HB 222, the purpose and findings clause, has
been changed from sec. 1 of HB 210 to reflect the substan-—
tive differences in. the bill. It also contains a paragraph
not found in HB 210 that indicates legislative intent to
maintain the annuity program even if the PFD program is
eventually repealed.

Section 3 of HB 222 provides that the PFD must be taken half
in the form of cash and half as an annuity credit. This
differs from sec. 3 of HB 210 which allows an individual to
elect to take between 25 and 100 percent of the PFD in cash.
This difference is also reflected in other sections of

HB 222 that make technical amendments to existing provisions
of law. Sections 6, 7, 8, and 13 of HB 210, which reflect
the ability to make the election between cash and an annuity
credit, are not contained in HB 222. Both bills provide
that a person, who is 65 or older before a cercain date must
take all of the dividend in cash, but HB 222 makes that date
July 1, 1986 whereas HB 210 makes the date January 1, 1986.
This difference is reflected throughout the bill.

Section 3 of HB 222 also provides that a person with a gross
income over $25,000 in a single year who 1is eligible for the
PFD and longevity bonus programs must choose between the two
and may not receive both for that year. Section 14 of
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HB 222 contains the same clause. This provision is not con—
tained in HB 210.

AS 43.23.130(e), added by sec. 12 of HB 222, provides that
if a person leaves the state permanently before the age of
65, that person may elect to take the money contributed to
the annuity account plus interest in the form of a lump sum
payment. Section 16 of HB 210 only allows lump sum payment
if the annuitant dies before reaching age 65.

Section 18 of HB 210 provides for the $/.j0 monthly longevity
bonus payment to be increased by three percent a year begin—
ning in fiscal year 1987. HB 222 does not include this pro—
vision.

Finally, section 17 of HB 222 provides that the longevity
bonus program is to be funded only through automatic annual
transfers from the undistributed income account in the
Alaska permanent fund, and no other source. In contrast,
HB 210 leaves the longevity bonus funded in the current
manner, through general fund appropriations.

If 1 may be of further assistance, please feel free to con-—
tact me.

KBL :csh
c3/068
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Manner of Payment

Implicit in most pension plans is the payment of a retirement benefit

that continues throughout the remaining lifetime of the retired em-

ployee.8 The plan may provide various collateral benefits, but underly-

3; ing the whole scheme must be the promise of a life income to the par-

Ticlpant upon his retirement. 11Jhis promise is underwritten or guaranteed”

by a life insurance company, the life income will be provided in the

~jorm_ofan annuity contract of some type. If the plan is funded through

a trust, the benefits may be provided through an annuity contfacrpur”

~ chased from an insurance company.probably at the time of the em-

plbyee's retirement, or they may be paid directly from the trust fund. A

-X . scries of annual or monthly paymentsisrefcrredjojis an “annuity” or

\ zf“annuity benefit,” whether or not it is insured by a life insurance com-
Ty pany.

y

Types of Annuities

Several forms of annuities are available for the disbursement of pen-

~ sion benefits. Classified broadly, life annuities may be of the single life

v y orjoint life variety, and within that classification they may be either of
° the pure or refund type. As indicated by its title, ajingle life annuity is

‘s “ one which is based on only one life. The pure form of single'life~aiT-
V N uiity. usually referred to as "straightdife annuity.” provides periodic.
\ usually monthly, income payments that continue as long as the annuitant
'Y lives and terminate~upohlTis death. TheTihnuity is considered fully lig-
‘o uidated upon ilitTtleaTh of the annuihint, and no guarantoeTs given that

*& any particular number of monthly payments will he made. Because of
the absence of any benefit after death, this type of single life annuity

"provides the largest monthly income per dollar of purchase price out-
lay.4

~ "The Internal Revenue Service requires a qualified penviun plan to make benefits available in
ihe _folrlqwuol an annuity, either a lile annuity or an annuity lor a period of years. Treas. Rejt. 1.401-

'In tins eenernli/cd description ol annuities. lhe monies commuted to the annuity will he called
the price or purchase price, tollius me insurance (crmmnluey Under a pension plan, assets equal
to the actuarial reserve lor hencltls payable to a relume employee are set aside, in theory or 1t
tact, to lie liquidated in accordance with a stipulated lornt ol annuity
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The annuity may promise that a certain number of monthly payments
will be made whether the annuitant lives or dies, with payments to con-
., tinue. of course, if the annuitant lives beyond the guaranteed period. In
~insurance circles, this type of annuity is referred To asTa Jjife annuity
“'certain and continuous,” and the annuitant may elect 60, 120, 180._Qf
130_guaranteed mTtalfmenis.10 The cost of the annuity increases with
Ilhe number of guaranteed installments, since life contingencies are not
involved during the guaranteed period.

The refund type of single life annuity includes any annuity that guar-
antees to return in one manner or another a portion or alfof the purchase
price of the annuity. An “installment refund annuity” promises that, jf
the annuitant dies before receiving monthly payments equal to the pur-

' chase price of the annuit'y7 the payments shall be continued to the arK
nuitant’s beneficiary until the full cost haiTBeen recovered, if the con-
tract promises, upon the death of the annuitant, to pay lo the annuitant’s
beneficiary in a lump sum the excess (if any) of the purchase price of
the annuity over the sum of the monthly payments, it is designated a
” cash refund annuity.”" The only difference between the “cash refund
m.eannuity” and the "installment refund annuity” is that, under the for-
mer. the unliquidated purchase price is refunded in a lump sum at the
time of the annuitant’'s death: whereas, in the latter case, the monthly
installments are continued until the purchase price has been recovered.
These two types of annuities are more costly than the straight-life an-
nuity, with the "cash refund annuity” being somewhat more costlyMlian
the “installment refund annuity" because of the loss of interest. A
~modified cash refund annuity”™ promises to refund only a portion of
-= the purchase price, usually the accumulated employee contributions.
The jointand survivor annuity provides periodic payments as long as
either of two persons shall live. For most combinations of ages, thislsT
~lhe~most~expensive of all annuity forms. This type of contract is prT
-marily designed to provide old-age income to a husband and wife. The
income may be redueed_upon (he death of either annuitant to either one
half or two thirds of the original amount, on the theory that the survivor
does not requite as large an income as do the two annuitants. Under
some plans, the reduction is made when either annuitant dies. Under
others, the reduction is made only if the retired participant dies first.
This arrangement is often called a "contingent annuitant option."

"Such ;i Mtii'c ul options is not usually provided mulct :ijicnvion pjan.
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%ri%ln al%otlonal Amuity Forns under

The benefits under a pension plan, and their cost, are calculated on
the assumption lhaljhe benefit payments will conform to a particular-*
K patternTThis pattem is known as the ‘“normal annuity fornV ”and"itTs""
The third component of the benefit formula, the other two being the

vnelit amount and the age at which the payments will commence. Tin?

normal annuity form specified in most noncontributOQ® plans Is the
eir.ueht-life annuity, although it is not unusual™to guarantee a certain
elumber of installments. Contributory plans-“sualjy adopt a modified cash
refund_annuity. This form promises that, should the employee die before
receiving retirement benefits equatToThe accumulated value at retire-
ment of his contributions, with or without interest,”theTlifference"be--
° tv,een his benefits and this accumulation w lririHvFtTirdod~irr : rlump-sum
to his estate or to a designated beneficiary. Some contributory plans
prescribe a life annuity with payments guaranteed for 5 or 10 years,
«ulier form of which will, iIn the typical case, assure the return of the
employee®s accumulated contributions.

Pension plans have traditionally given the participant the option of
electing, before or at retirement, and at his own expense, an annuity
form different from that prescribed in the plan document. The range of
options has differed, some plans offering a wide choice and others being
rather restrictive; but it has been customary to offer some form of joint
and survivor annuity so the participant might assure his spouse of a life
income iIn some amount.

All pension plans must provide that retirement benefits payable as a
life annuity to an employee married to his current wife for at least one
year will be automatically paid in the form of a “qualified” joint and
survivor annuity unless the participant elects otherwise.” A "qualified”
joint and survivor annuity is defined as a type that provides income to
the surviving spouse in an amount equal to at least one half of the
income payable during the time that the employee and his spouse are
both alive. The participant must be given a reasonable time before the
annuity starting dale to elect in writing not to have the retirement ben-
efits provided under a joint and survivor annuity.

- ) A -

" IKISA S205, 1.R.C S-Itlliull 10). Tunis Kgji 1.40%i|-11, and proposed amendment The
automatic requirement :ipplio> (inly il no election Inisbeen made, an event which never ocours ill
awell .iilnituistered plan
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contributions on a specified basis. The first approach is referred to as a
defined benefit plan, and the second is designated a defined contribution
plan. Under either approach, the employees may contribute toward the
cost of the plan.

Defined Benefit Plan. A defined benefit plan2 is one in which the
benefits'are'esfablished in advance by a formula, and employer contrT~
buiions~afe~treatedTis~lhe variable factor~Plans of this type may be
broadly classified as plans where the amount of monthly pension after
retirement is fixed, and as plans where the amount varies after retire-
ment. The latter plans are discussed in a subsequent chapter dealing
with variable annuities and other devices for protecting pension benefits
against loss of purchasing power. This chapter is devoted solely to plans
that provide fixed-dollar benefits, which are the dominant type.

A. Benefit Formulas. Benefit formulas of defined benefit plans vary
greatly as to details, but on basic characteristics they may be classified
into two categories: (1) unit benefit, and (2) flat benefit.

l. Unit Benefit. The distinctive feature of the unit benefit formula

is that an explicit unit of benefit is credited for each year of recognized
service with the employer. The unit of benefit may be expressed as a
percentage of compensation— the usual procedure under a plan for sal-
aried employees—or as a specific dollar amount. When the benefit unit
is expressed in terms of compensation, the plan must clearly indicate
the items of compensation that will be treated as part of the earnings
base. Such items as overtime pay, holiday pay, sick pay, bonuses, and
commissions must be specifically excluded or included. If total compen-
sation is not used, and if the definition of pay that is used results in
exc.uding a greater percentage of total compensation for higher-paid
employees than for lower-paid employees, the Internal Revenue Service
may rule that the plan is not qualified because it discriminates in favor
of the highly compensated.

After compensation has been defined, it must be decided whether to
credit the benefit earned each year in terms of the compensation for that
year or to credit all benefits in terms of the average compensation for a
few years close to retirement. When the unit of benefit credited during
any particular year of employment is based upon the employee’s com-
pensation during that year, the benefit formula is characterized as a Ch-

:ERISA S3@). IR C. $4141 i



Part Two/Plan Design

. the percentage in each
e<glary for the three con-

>encourage early retire-
vice, he may reduce the
ice, such as 30 years, or
e plan may place a limit
e recognized for benefit
avor executives who are
actice of providing more
s known as *“ front load-

discretion as to the pat-
>his plan, so long as the
J group. Concerned lest
idatory vesting standards
ngress removed that lati-
liree alternative tests that
ng that will be permitted
.nefit plans.5 Since these
it accruals of terminated
he chapter on withdrawal

.ide a floor of protection
ion that operates indepen-
y common for unit benefit
stipulate that the annual
1 amount. For example, a
>ayable in monthly install-
«n might stipulate that the
0 be less than S120. This
nnual wage or salary for
120). There may be a min-
imum for the total benefit,
its having a minimum pe-

ed on career averaue com-

5/Retirement Benefits 99

pensation make provision for a minimum benefit that is expressed as a
percentage of final compensation or a percentage of compensation as of
some specified date. This type of provision is designed to update the
career average salary base to a level that bears a reasonable relationship
to the participant's earnings during the years immediately preceding re-
tirement. Whereas the dollar benefit minimum is general and applies to
all participants, the percentage of compensation minimum is specific to
the individual participant. The latter is generally conditioned on a min-
imum period of service, such as 20 or 25 years, with reduced minimum
benefits being payable for shorter periods of service.

Defined Contribution Flail. A defined contribution plan or indi-
vidual account plan is a plan that provides an individual account for
cach~panicipant and bases Ttfs benefits solely upon the ainount_coiu
tributed to the participant’s account and any expense, investment return”
and Torfeitures~aflocatedTo such participant’s account.h
~A defined contribution plan defines the amount of contribution to be
added to each participant's account. Some plans do this directly by de-
fining the amount the employer will contribute on behalf of each em-
ployee (e.g.. 10 percent of pay). Other plans do not define the amount
of contribution to be made, leaving that completely to the employer’s
discretion: but these plans define how whatever contributions are made
will be allocated among the accounts of participants (e.g. in proporlion
to compensation).

The individual accounts must receive, at least annually, their share
of the total investment return, including investment income received and
realized and unrealized appreciation of market values.7 Some plans al-
locate investment return quarterly, monthly, or even daily. Most types
of assets are subject to fluctuation in market values, although some,
such as bank savings accounts and certain annuity contracts, are main-
tained on a book value basis and, hence, suffer no diminution in value.
If market values can decline, individual account balances can decrease
as well as increase.

Ordinarily, the total plan assets are completely allocated to individual
accounts. The sum of all of ihe account balances on any valuation date
usually equals the total market value of the plan assets. If a participant
terminates employment before he is vested, his account balance is for-

"E-RISA S3134). 1.R.C. 5:H).
Ke\. kul. SO-13.



100 Part Two /Plan Design

feited and is applied either to reduce future employer contributions or
to increase the accounts of other participants.

When a participant becomes eligible to receive a benefit, his benefit
equals the amount that can be provided by his account balance. It may
be paid in the form of a lump-sum distribution, a series of installments,
or an annuity for the lifetime of the participant or the joint lifetimes of
the participant and his beneficiary.

~~The principal types of defined contribution plans are general!) class-
ified as follows:

A. Qualified plans under Code Section 401(a).
I. Money purchase pension plans.
a. Traditional money purchase plans.
b. Target benefit plans.
| C. Thrift plans (other than prolit sharing plans).
| 2. Profit sharing plans.
a. Traditional plans.
b. Thrift plans.
C. Cash or deferred arrangements.
3. Stock bonus plans.
U. Traditional plans.
b. Employee stock ownership plans.
4. Voluntary employee contributions under qualified plans.
B. Tax-deferred annuities under Code Section 403(b).
C. Deferred compensation plans for state and local governments under
Code Section 457.
D. Individual retirement savings (including simplified employee plans)
under Code Sections 408 and 409.
1 Individual retirement accounts (IRAS).
2. Individual retirement annuities (IRAS).
3. Individual retirement bonds.
E. Nonqualified plans.

Plans of these many types are frequently established with two objec-
tives: provision of retirement income and deferral of current taxable in-
come. Sometimes one is the primary objective and sometimes the oilier
is. Traditional money purchase plans and target benefit plans are fre-
guently designed with a primary objective of providing retirement in-
come, and they are discussed in the remainder of this chapter. The other
types of plans, while often established to meet retirement income needs,
are more frequently adopted primarily to defer taxable income: these
types are discussed in later chapters.
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less, the highest percentage at which contributions are made for any key
employee.

A top-heavy plan may not take account of compensation in excess of
S200.000 in determining benefits or contributions. '2 This S200.000 will
be subject to cost-of-living adjustments after 1985 in the same manner
as the dollar limits under Section 415.

Under top-heavy plans, if there is both a delined benefit plan and a
defined contribution plan, the 125 percent limit for the dollar limit on
contributions and benefits under the combined plans is reduced to 100
percent.53 However, this reduction does not apply to top-heavy plans
where the value of accrued benefits for key employees does not exceed
90 percent of such value for all employees and where certain additional
benefits or contributions are provided for non-key employees.

Advartages and Disacvantages of Fan Approaches

Each of the various typesof plans described in this chapter has ad-
vantages and disadvantages.

i'hbasic“appeaTT)f'flie' traditional money purchase approach is its
simplicity. Itis easy for the employees to understand and for tiie ern-

N \S”oycr to administer. It is essentially an arrangement under which funds

can be accumulated on behalf of active employees, without actuarial
complexities, and used to provide retirement benefits within a wide range
of ages, as permitted by the plan. There is no need to designate a nor-
mal! retirement age, the significance of which is discussed later.

Under money purchase and target benefit plans, the accumulation of
contributions in the participant's own individual account has strong psy-
chological appeal and reinforces his feeling of security. Sums in an in-
dividual account, whether fully vested or not. have more reality to the
participant than the accrual of pension credits toward a distant and un-
certain retirement.

Defined contribution plans (both traditional money purchase plans and
target hcnefirplnnsVTIfniiot ordinarily require actuarial com putations.
This creates an expense saving, compared to delined benefit plans. YVherT

_a defined contribution p!;m~provides benefits in the form of an annuity

payable for~TTfc, an annuity is usually purchased from a life insurance
company, which performs the needed actuarial fuhctions~A~minority o f'

i.r.c. saiftidi.
"1 RC MIAilll
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defined contribution plans provide for payment of life annuities directly
without the purchase of an annuity contract: in these cases, actuarial
calculations are required.

Another advantage of defined contribution plans from the standpoint
ofjhe employer is that hts~pension cost for all seryjcej-endercd to date
is fully funded. Unlike defined benefit plans, a defined eontribution_plan
has no unfunded liability. A closely related advantage is that the defined
contribution plan h not subject to plan benefits insurance (discussed
later I. The employe - pays no premiums to the Pension Benefit Guaranty
Corporation (PBGC) and is not exposed to a contingent liability if the
plan should terminate. From the employee’s viewpoint, there are no
unfunded accrued benefits to be lost if the plan terminates.

A traditional money purchase plan has the further advantage that the
future cost is fixed as a percentage of pay. subject only to reductions
for forfeitures. Target benefit plans have higher costs for older partici-
pants, which may cause the cost of the plan to increase as a percentage
of total pay as older employees receive pay increases and related in-
creases in the tareei benefit to be funded. Future costs for a defined
benclit pian are even less predictable, since theem plover’'s costs will
dopend _upon_future_iuv.estinent experience and otlier factors, and_may_
differ markedly from the actuary’s initial estimate.

Defined benefit plans offer more flexibility in meeting costs than a

'A° money purchase plan or target- benefit planDn a money purchase plan

']

or a target benefit plan, each year the employer must contribute the

~texact amount required to be credited to employee accounts, less any

forfeitures. In a defined benefit plan, the existence of an unfunded lia-

LA bility creates flexibility in funding, depending upon the raTc~a~t~which

Vi

the employer chooses” lo fund'the"iTnlidncledJdiajfiluv. The employer who
hasUeerTfuTttITngTThe unfunded liability more rapidly than required has

-a credit balance34 that can be used to reduce or entirely eliminate the

required contribution for a particular year.

Defined benefit plans and target benefit plans can provide benefits for
years of past service before the plan was established. A traditional money
purchase plan cannot. For this reason some employers have established
defined contribution plans for future service and defined benefit plans
for past service benefits.

The Internal Revenue Service requires that all qualified pension plans
(defined benefit." money purchaseT“and target benefit) make benefits

miuidine requirements are described in Chapter 17.
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available in (he form of an annuity, either an annuity payable for life or
an annuifyTor a period ot yecUTT”~-A-plaffhraylilso provide a benefit m
the form of a lump sum, but no plan is required to do so. In practice,
the availability of lump sums is less ¢ mmon among defined benefit
plans *han among money purchase pL..s. But where lump sums are
available, the defined contribution plan in effect encourages the retiring
participant to take his account balance in a lump sum rather than in the
form of a life income. The periodic reporting to the participant of his
account balance increases his awareness of the monies in the account
and seems to dispose him to cash out the balance at retirement.

When a life annuity is to be provided under a defined contribution
plan, usually an annuity contract is purchased from a life insurance.
company. This is thc only”practical approacFTfor a small plan. The cost
(o purchase an"annuity under an individual annuity contract, and under
most group annuity contracts, is higher for females than for males, rec-
ognizing the longer average life expectancy of females. Under these
contracts, for any given dollar accumulation at retirement, the monthly
benefit for a female employee will be smaller than that of a male em-
ployee. The actuarial value of the male and female benefits will be the
same at the point of retirement: but the monthly benefits will be differ-
ent. except under certain 100 percent joint and survivor annuities. Fe-
male employees have objected to a differentiation in annuity purchase
rates based 0Ll sex and have demanded that the annuity benefits be de-
termined on the basis of an annuity table that combines male and female
mortality, a so-called unisex table. There have been numerous recent
court cases dealing with the question of whether such differing benefits
violate Title VII of the Civil Rights Act of 1964. The Supreme Court is
expected to resolve the question. Under a defined benefit plan, male and
female employees accrue pension benefits 011 the same basis, and the
employer absorbs any cost differences between the sexes; an exception
in many plans applies to optional forms of annuity. In target benefit
plans, it must be decided whether the factors used to determine contri-
butions ate unisex or sex-different factors; sex-different factors may be
determined to violate Title VII.

Under a defined.benefit plan the investment risk is borne by the em-
ployer, while under a defined contribution plan the investmentITsk is'

\/wrne.by.participants. If investment experience is favorable, it is clearly
a

n advantage to the party that enjoysjt, and may lie considered adis-"

") « Treas. Reg. 1.401-libti 1)li).



Part Two /Plan Design

:n annuity payable for life or
nay also provide a benein m
Juired to do so. In practice,
mon among defined benefit
But where lump sums are
effect encourages the retiring
lump sum rather than in the
ing to the participant of nis
f the monies in the account
alance at retirement.
.inder a defined contribution
lasecTfrom a life insurance.
eh for a small plan. The cost
annuity contract, and under
females than for males, rec-
cy of females. Under these
n at retirement, the monthly
Her than that of a male em-
1 female benefits will be the
nthly benefits will be differ-
and survivor annuities. Fe-
ntiation in annuity purchase
i the annuity benefits be de-
tt combines male and female
have been numerous recent
icther such differing benefits
1964. The Supreme Court is
elined benefit plan, male and
on the same basis, and the
.een the sexes; an exception
if annuity. In target benefit
ors used to determine coniri-
sex-different factors may be

ent risk is borne by the em-
plan the investment'fisk is'
nee Is’favorable, it is clearly
id mav be considered"a’dis"
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advantage bv the party that does not share it. If investment experience
is unfavorable, exactly the opposite is true. Under defined contribution
plans, there mav be participant dissatisfaction with the plan if the in-
\ estment results are poor.

Many defined benefit plans provide annual benefit statements to all
employees showing the amount of retirement income payable at normal
retirement age, both the accrued benefit based upon service to date and
the projected benefit based upon projected service. The defined contri-
bution approach does not lend itself to simple calculatiorTor expression
of benefits. The benefits will be whateveFtlie'a'‘ccumiilntcdmcc'ount bal-
ance will provide. Benefit projections are sometimes prepared, bunHey
generally resf on (fie assumption that current compensation and some
assumed rate of investment earnings will prevail to a specified retire-
ment age. with no change in annuity purchase rates or the corresponding
actuarial assumptions of a trust fund plan. It should be noted, however,
that uncertainty also surrounds the projection ofbenefits under a defined
benefit plan because_aLthe.unprcdictability_ofjuture salaries. - ia rvi, <**

This greater unpredictability of benefits under defined contribution
plans is not only a problem of communication througF beneflf“state-
ments: it is also a problem"ofachieving benefit objecti\resT~A~clefined
benefit plan with a final average pay formula can come close to meeting
objectives for retirement income amounts; but a defined contribution
plan—even a target benefit plan—mav miss its mark. /~defined contri-
bution plan may, prove more effective for younger woFKers than for older
workers, or vice versa.

The negotiaTed contribution plan under collective bargaining has some
characteristics of a defined benefit plan and some characteristics of a
defined contribution plan. It shares some of the advantages and disad-
vantages of each type.

This discussion of advantages and disadvantages has been limited to
defined benefit plans, traditional money purchase pension plans, and
target benefit plans. Other types of plans that may be used to meet
retirement needs, such as profit sharing plans, will be considered in later
chapters.

Questions

I.  What is the basis for the statement that a total retirement income of 60 to
75 percent of an individual's gross earnings at time of retirement will
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making a lump-sum cash distribution.20 This privilege is granted to the
employer to avoid the expense of keeping track of a relatively insignif-
icant deferred claim against the plan.

Statutory Vesting Requirements »
LC-1A )yJ< tvl*

Before enactment of ERISA, employers were under no legal obliga-
tion to provide for vesting of employer-financed benefits prior to retire-
ment. except for unusual circumstances. The law did provide that all
accrued benefits of a participant had to vest, to the extent funded, in the
event that the plan terminated or the employer permanently discontinued
contributions to the plan. In addition to these rules that applied to all
plans, the Internal Revenue Service could require any plan to provide
for reasonable preretirement vesting if it appeared from the facts of the
case that the plan would otherwise discriminate against the rank-and-file
employees in favor of the prohibited group (officers, shareholders, su-
pervisors. and highiy paid employees). In <ertain situations, usually in-
volving small plans, the officers and other favored employees would be
expected to remain with the firm until normal retirement, while the rank-
and-file employees would tend to terminate their employment and fail
to qualify for benefits. Vesting provisions keyed to the expected termi-
nation pattern could ensure that the plan would operate for the benefit
of the employee group in general, rather than just for the proscribed
group. Finally, full and immediate vesting has been mandated for plans
established and maintained by self-employed persons since they were
first authorized in 1962 (but will no longer be required after 1983).

The minimum vesting standards established by ERISA were premised
on the grounds that vesting of accrued benefits after a reasonably short
period of service is necessary (1) to assure equitable treatment of all
participants: (2) to remove artificial barriers to changes of employment,
hence enhancing th_ mobility of labor: and (3) to assure that private
pension plans fulfill ther social role of supplementing for a broad seg-
ment of the labor force the old-age insurance benefits provided under
the Social Security System.21

-“ERISA 804(d)-©)- 1.R.C. S411@EXY)

~see Dan W Negill. I'Twrmion o I'ondon howlil H“rS (Homewood. L.z Richard D.
Irwin. 1972). chap. 2, lor a disoussion ol (Tie public policy (n"slderatlm inolved in Ire vesting
isse. Chapter 5 ol that volume provides a detailed analysis ol the lactors allccting the cost ol
vesting and the various ways inwhich the cost ol vesting may he measured and expressed.



Report on Senate Judiciary Meeting 2/27
Testimony by Steve Woodruff, Equitable Life Insurance Company:

Woodruff is local agent for Equitable Life, largest pension fund manager
in U.S.

In private sector, annuities are structured on individual needs and
circumstances. Taken into consideration are such factors as 1income
level, what does the person want to do, ability to take risks, other
assets (both types and productivity of those assets) , what benefits are
desired. Have to ascertain exact need of individual and longterm (10 to
30 or 40 years) goals.

Annuity as presented in SB65 could not be marketed because:

1. The broad statement of intent overstates any guarantee that would be
possible in the private sector marketplace;

2. The lack of survivor benefits if the individual dies before the age
of 65. "All annuities in the private sector offer some sort of survivor
benefit."

3. The uncertain tax status. Private sector options for tax shelters
would overwhelm this disadvantage. A person could take his Permanent
Fund dividend and put it into an IRA, and eliminate all the problems
inherent in this bill. This approach would solve the tax problems, the
survivor benefits problem, and the age restriction problem. Annuity
(SB65) is too inflexible in that person must wait until 65 to receive
benefits and then must take benefits. [1RAs and other annuities usually
allow person to retire within range of 59 1/2 and 70 1/2 years.

Could not tell client in "good caution and good ethics" to put his money
here.

Participation rate: Maybe 5% would "fall for it at best." Normal
Equitable Life participation rate for an already prescreened group of
qualified investors is 4%. To suppose State would do better than 4%
would be presumptuous. If you got 1%, you might be lucky.

Critical issue is survivor benefits. Should be provided to spouse in
some degree or at least one beneficiary. Probably could not market
program without survivor benefits. Nothing in private sector exists
without survivor benefits.

Age should be moved back to 59 1/2 or 60 to make program compatible with
private sector options. More people are planning retirements around age
59 1/2.

For annuity to be competitive, the interest accumulated must be
tax-exempt, not taxable as under bill without frontloading by State.
Annuities in private sector are tax-exempt interest and often tax-exempt
principle.

Also needs option to defer receipt of payments past age 65.



Testimony by Debra Voigt, Dept, of Law:

In response to Woodruff"s remarks, Voigt acknowledged that frontloading
would make the difference in whether the annuity program is competitive.
Frontloading is permissible under bill, but decision to do so is up to
individual legislature. Person in program would have no recourse .if the
legislature chose not to frontload in one year.ls tax exempt only if
frontloaded.

True that bill does not provide for survivor benefits. Stance taken
deliberately to conform to existing longevity bonus program which does
not ofier survivor benefits. Bonuses go to both husband and wife, so
Corrmittee thought straight life annuity would be ok. Choice of benefits
is legislative perogative,so could be changed.

Committee"s consultant looked at participation rate, and gave 20 to 80%
possible range. No precedent to measure as '"states just don"t offer
annuity programs to the entire population.”

Suggest Legislature also look at this plan as compared to
employer-employee plans, as it is a mixture of that and an annuity.

Testimony by John George, Director, Division of Insurance:

Annuity raises questions. State would be both the "insurance company"
and the buyer of the product, as only state funds are involved.
Therefore, the usual contractual relationship between the seller of the
annuity and the client is very cloudy. May need written contract between
the State and each individual participant- does State want to have
binding agreement? What are the individual®s rights? This would be
addressed if State were private company offering this program.
Otherwise, program and individual®s account are subject to legislative
change. Leaves door open for unforeseen problems. Alaska®"s population
is very young, normally young population will take cash, not annuity.
Thus, this program 1is very different frcm the average retirement
program.

Testimony by Ken Humphries, Director of Retirement and Benefits:

Mystery why Senate wants to limit survivor benefits. It"s something that
a signficant number of people want. Participation rate is really not
important in thatthe funds would be invested along with other state
programs, such as PERS. Major problem is the requirement that bonuses be
issued at age 65.



THIS DOCUMENT
HAS BEEN REPHOTOGRAPHED
TO ASSURE LEGIBILITY



Testimony by Debra Voigt, Dept, of Law:

In response to Woodruff"s remarks, Voigt acknowledged that frontloading
would make the difference in whether the annuity program is competitive.
Frontloading is permissible under bill, but decision to do so is up to
individual legislature. Person in program would have no recourse if the
Legislature chose not to frontload in one year.ls tax exenpt only if
f.rontloaded.

True that bill does not provide for survivor benefits. Stance taken
deliberately to conform to existing longevity bonus program which does
not offer survivor benefits. Bonuses go to both husband and wife, so
Cotnruttee thought straight life annuity would be ok. Choice of benefits
is legislative perogative,so could be changed.

Comittee"s consultant looked at participation rate, and gave 20 to 80%
possible range. No precedent to measure as '"states just don"t offer
annuity programs to the entire population.”

Suggest Legj -"latare also look at this plan as compared to
enployer-emp..oyee plans, as it is a mixture of that and an annuity.

Testimony by John George, Director, Division of Insurance:

Annuity raises questions. State would Le both the "insurance company"
and the buyer of the product, as only state funds are involved.
Therefore, the usual contractual relationship between the seller of the
annuity and the client is very cloudy. May need written contract between
the State and each individual participant- does State want to have
binding agreement? What are Idle individual®s rights? This would be
addressed if State were private company offering this program.
Otherwi.se, program and individual®s account are subject to legislative
change. Leaves door open for unforeseen problems. Alaska®"s population
is very young, normally young population will take cash, not annuity.
Thus, this program is very different fran the average retirement
program.

Testimony by Ken Humphries, Director of Retirement and Benefits:

Mystery why Senate wants to limit survivor benefits. It"s something that
a signficant number of people want. Participation rate is really not
important in thatthe funds would be invested along with other state
programs, such as FERS. Major problem is the requirement that bonuses be
issued at age 65.
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THE HARTFORD

The Hartford Insurance Group
(203) 547-5000

P. 0. Box 568

//l Waterside Crossing
Windsor, Ct. 06095
March 7, 1985

Mrs. Lois Lind
1705 Willow Drive
Juneau, Alaska 99801

RE: Pending Alaska Legislation
Dear Mrs. Lind:

Donna Brady has asked us to comment on several House bills con—
cerning annuity options attached to the Dividend Program.

It would not appear that much participation could be expected
in the Annuity Option. Assuming the annual dividends are taxable income,
the dividend would continue to be considered taxable income by the Internal
Revenue Service. As long as a resident has the choice between cash or an
annuity, the resident would be held to be in constructive receipt of the
dividend even if he chose the Annuity Option. Accordingly, current taxes
would be due on the dividend regardless of the option chosen.

It difficult to imagine substantial participation in the

program under such circumstances. While it ™ important to encourage
savings for retirement, most such encouragements revolve around tax
advantages. The Hartford"s experience with savings programs that are not

tax sheltered has been dismal.

There would seem to be two possible alternatives to provide a
successful annuity option. One would be to make the annuity option manda—

tory and restrict access to the funds once invested in the annuity contract.
T "would avoid constructive receipt and current taxation as well as pro—
vide for forced savings for retirement. Unfortunately, it also removes a
cash distribution as an alternative.

Hartford Fire Insurance Company and Its Affiliates
Hartford Plaza, Hartford. Connecticut 06115



Another option worth considering would be to provide for a larger
distribution if the Annuity Option were chosen. This would certainly make
this option more attractive and perhaps make up for the negative implications
regarding the taxes due on funds invested in the Annuity Option.

I hope you"ll find some of my comments useful. Please feel free to
call me at (203) 6S3-8037 if you wish to discuss the situation in further
detail.

Very~truly yours,

Leslie D. Gubkin, Director

Sales Administration and SuDport
LDG:tr

cc: Donna Brady, Hartford Variable Annuity, 3828 Carleton St., Anchorage, Alaska
99503



Participation in Individual Retirement Accounts--1982

Income Level Participation Rate*
under $10,000 2.0%
$10,000 - $15,000 6.0
$15,000 - $20,000 10.9
$20,000 - $30,000 17.6
$30.,000 - $40,000 28.9
$40,000 - $50,000 42.1
$50,000 - $100,000 63.7
$100,000 - $200,000 78.7
over $200,000 72.3
all income levels 14 .5%

~Participation as a percent of federal tax returns that reported income
from wages.

Source: Internal Revenue Service

The State"s deferred compensation plan offers another example of the
participation rates one might expect for the annuity program. Under
that plan, State employees can place a portion of their earnings iIn a
special account. Tax liability on the deferred amount and on earnings
on investments held by the account is deferred until the cash is re-
ceived. Despite the following factors, only 1,600 to 1,700 (about ten
percent) of State employees participate iIn the deferred compensation
pi an.

The deferred compensation plan offers the same tax advantages as
the annuity program.

e Theamount that is deferred <can be controlled by the employee.

e The employee knows how much he will get out of the plan and has
several options for obtaining his funds.

e The wealth is not lost if the employee d’os; all funds can be
passed on to a beneficiary.

e Funds can be removed before the age of 65.

e The solvency of the plan isassured; each account 1is subject to
separate accounting.
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House of Representatives

Committee on State affairs Pouch V
State Capitol

Juneau, Alaaka 99811
(907) 463.4009

Official BujineM

Longevity Bonus Hearings

INCOME LEVELS AND PARTICIPATION IN A STATE ANNUITY PROGRAM

“‘Average Alaskan annual income is between $25,000
$26,000
(Alaskans have less purchasing power than the national
average after taxes).

“Rural residents tend to earn less than $10,000 dollars a
year

“Almost every rural community has an average annual 1income
of less than $10,000

“15% of Alaskans earn less than $5000/year
“25% of Alaskans earn less than $10,000/year
“30% of Alaskans earn less than $15,000/year

Source: Department of Revenue - Presented by David Teal,
Director of House Research

“Statistics indicate that 14% of the population 1invest in
IRA"Ss

Participation declines as income declines:
$100,000/vear 80% participation
$10,000/year 2% participation

“State of Alaska deferred compensation plan for state
employees - participation level

10% of state employees participate in the plan

State workers as a group tend to be higher paid than
the average Alaskan population

The plan guarantees tax deferment on both the principal

contribution and the interest earnings of an individual

account in addition to allowing the withdrawal of funds

before 65.

Source: Compiled by David Teal, Director of House
Research



PERMANENT DIVIDEND PROGRAM: ECOMONIC EFFECTS

"The Permanent Fund Dividend Program has a more signifi—
cant impact on Alaska®s Economy t.ian any other category 1in

the State. (With the possible exception of direct welfare

expenditures). In some categories, the order magnitude 1is

as high as 4 to 1.

By 1991 the dividend program will be responsible for
almost 10,000 jobs in Alaska, if the progranm is

continued.

"If the state were to cut an amount of state funds from
loan subsidies equivalent to the permanent fund dividend
expenditure, 2500 jobs 1in the state woulo be lost.

"If loan subsidies were decreased by $100 million dollars
and increased state spending in the permanent fund divi—
dend program by $25 million dollars, there would be no
loss of employment with a net budget savings of $75
million dollars.

"7000 to 8000 jobs in the Alaskan economy are a conse—
quence of the permanent fund dividend program.

"The annuity proposal will cause economic contractions to
the extent that money 1is taken out of the economy.

Source:

Gregg Erickson, Co-Author of the study on the Alaska
Permanent Fund Dividend Program: Economic Effects and
Public Attitudes



ANNUITY PROPOSAL
Participation

Participation 1is the most important consideration
surrounding about the annuity proposal. IT people choose
not to participate 1in significant numbers, then the plan
will not be a success from a social policy perspective.

The following factors may deter participation:
* Income level According to IRS statistics, only 2% of
persons with incomes of less than $10,000 purchase IRA"s.
People with minimal amounts of disposable income are
certainly not going to choose to forego Permanent Fund
Dividend cash-in-hand benefits for an investment for which
they have to pay cash-out-of-hand payments (taxes).

* Tax status of proposed annuitv Without frontloading,
the annuity will not Be tax~"deductible. Investment
advisors in the private sector encourage individuals to
invest first in an IRA before <considering an annuity
because an IRA contribution 1is tax deductible and an
annuity contribution 1is not. (The interest earnings for
both are tax deferred).

The amount the legislature frontloads must be a high
enough percentage to warrant a favorable tax ruling fronm
the IRS. Finally, there 1is always the possibility that
the legislature will stop frontloading the fund at which
time the contribution will be tax-deductible as well as
the annual earnings.

* Property right A person who 1invests in the program will

not be able to withdraw his or her contribution. Other
annuities allow early withdrawal, (IRA plans allow people
to withdraw their money - A penalty tax 1is 1imposed for

early withdrawal).

* Negative Box check The annuity proposal requires a
person to <check a box selecting their full dividend
payment. IT this 1is not done, a person will automatically
receive an annuity credit. Low-income, rural Alaskan
Natives will be negatively 1impacted by this arrangement
since it has been documented that they use their dividend
check to pay for day to day expenses while higher income
Alaskans use the money for taxes and savings. (A study by
the Alaska Permanent Fund found that the contribution of
dividends to family income was relatively greater 1in rural
Alaska, and especially so for rural Alaska Natives.)

* Lack of assurance that the program will exist in the
future Why would an individual investor assume this risk?



SECTIONAL ANALYSIS OF PROPOSED HCS CS SB 56 (FIN)

Section 1. This 1is the findings and purpose section. It
articulates why the legislature is phasing out the program.

Section 2. This section phases out the program. Only those
individuals who turn 65 by July of 1991 will be eligible for a
monthly bonus for the rest of their lives. This language

better expresses the intent of the "stairstepping”™ language of HB
239. The language has been changed because of legal counsel®s
advice that, contrary to the intent of HB 239, certain
individuals® eligibility could be jeopardized after they
initially met the age of eligibility. Also, other unintended
effects could occur under the old language. (Please refer to
letter from Assistant Attorney General Deborah Vogt for further
details.) The effect of this section is that anyone presently
in their sixties will qualify for a longevity bonus when they get
to age 65. The program and the associated cost ,row for the next
five years as these individuals become eligible and then
gradually phase out over time as the eligible individuals pass
away .

Section 3. Under current lav;, a bonus recipient can be Outside
for 6 months without 1losing eligibility for the bonus for the
next year. This section would only allow the recipient to be
Outside for 3 months without losing eligibility.

Section 4. This section disqualifies those who reside in nursing
homes, nursing wings of Pioneer homes, and mental health
facilities from receiving a longevity bonus. This 1is because
they will loose their medicaid eligibility if they continue to
receive a bonus and the amount that medicaid pays for their care
far exceeds the $3,000 in annual bonus 1income. (Please refer to
proposed letter of intent for further details.)

Section 5. This section "holds harmless”™ those bonus recipients
who would otherwise loose their medicaid, SSI, and OAA benefits
because the federal government now considers the bonus as a prior
resource when determining eligibility for these programs.

(Please refer to proposed letter of intent for further details.)

Section 6. This section repeals the July 1, 1985 termination
date of the current longevity bonus program.

Sections 7 and 8. These sections make all of the bill go into
effect on July 1, 1985 except for section 6 which goes into
effect immediately.



PROPOSED LETTER OF INTENT FOR HCS CSSB 56 (FIN)

HCS CS SB 56 (FIN) phases out the longevity bonus program in a
fair and just manner by insuring that today"s seniors in their
sixties will receive a monthly longevity bonus for the rest of
their lives regardless of need. The bill does, however, address
the income of these seniors who are eligible for public
assistance.

Because the federal government has indicated that the longevity
bonus will be considered a prior resource when determining
eligibility for medicaid and supplemental security income (SSl1),
many of Alaska®"s poorest seniors who qualify for the bonus will
loose their medicaid and SSI benefits. Also, because the state
funded O0ld Age Assistance (OAA) program must follow the federal
ruling, these same seniors will loose their OAA benefits as well.
This bill will hold the affected seniors harmless from this
federal ruling by authorizing the state to pay those medicaid,
SSI and OAA benefits that the federal government no longer

allows, with one exception. Instead of paying the federal
portion of medicaid for eligible nursing home residents, these
individuals are prohibited from receiving a bonus. This 1is

because the federal portion of their medicaid benefits far
outweigh the f>3,000 in annual bonus 1income and because the cost
to the state of paying both the bonus and the federal medicaid
portion of their nursing home care 1is prohibitive. Nursing home
care in Alaska averages $140 per day.

The legislature recognizes that the federal government may
consider the bonus as a prior resource for other programs for
which eligibility requirements are controlled at the federal
level. Therefore, if is the intent of the legislature that the
House and Senate Health, Education & Social Services Committees
conduct a joint review of the relationship between eligibility
for a longevity bonus and eligibility for federal assistance
programs and report back to the legislature next session. The
review should consider, but is not limited to, the following
items: (1) an inventory of programs for which receipt of the
bonus will change eligibiity for the federal program, (2) the
cost of holding bonus recipients harmless for each program, (3)
how best to administer hold harmless programs; (4) how an
individual would fare under each program if the individual were
made 1ineligible for a bonus, (6) proposals for legislative
action, and (6) the federal reaction to any proposed legislative
actions. In conducting the review, the Committees should work
closely with the House and Senate Finance Committees and the
affected state agencies.



Fiscal

Year

1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010

LONG TERM COSTS OF A.L.b .

Eligibility

Age

65
65
65
65
65
65
66
67
68
69
70
71
72
73
74
75
75
75
75
75
75
75
75
75
75

Total

Recipients

16,744
17,768
18,769
19,828
20,913
21,908
20,925
19,938
18,952
17,974
17,001
16,032
15,071
14,116
13,169
12,233
12,689
13,190
13,632
14,180
14,638
14,994
15,446
15,897
16,297

PROGRAM

Under proposed HCS CS SB 56 (Fin)

Monthly
Bonus

$250
250
250
250
250
250
250
250
250
250
250
250
250
250
250
250
250
250
250
250
250
250
250
250
250

(Prepared by House Finance Staff using
by House Research Agency.)

$50.
53.
56.
59.
62.
65.
62.
59.
56.
53.
51.
48.
45 .
42.
39.
36.
38.
39.
40.
42.
43.
45.
46.
47 .
48.

ONWOOWUOORNGHWNERE o OO~ 0wwr

information

Annual
Cost
(Millions)

Cumulati”

supplied

cost
(Millions

$50.
103.
159.
219.
282.
347.
410.
470.
527.
581.
632.
680.
725.
767.
807.
844 .
882.
921.
962.
1,005.
1,049.
1,094.
1,140.
1,188.
1,236.
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BILL SHEFFIELD, GOVERNOR

W H~wL#U w UuU REPLY TO:
0O 1031 W 4th A I/JENtIE
DEPARTMENT OF L AW oo W ey
ANCHORAGE, ALACKA 99501
OFFICE OF THE ATTORNEY GENERAL PHONE: (9071 2763550

O 1st NATIONAL CENTER
100 CUSHMAN ST.
SUITE 400
FAIRBANKS. ALASKA 39701
March 28, 1985 PHONE: (907) 452-1568

® POUCH K - STATE CAPITOL
JUNEAU. ALASKA 99811
PHONE: (907) 465-3600

Honorable Al Adams

Alaska State House of Representatives
Pouch V

Juneau, Alaska 99811

Dear Representative Adams:

The Btairstepping” approach would phase out the Alaska
longevity bonus program by increasing the age ol eligibility one
year each year beginning in 1991. The 1intent is to protect those
individuals currently receiving the bonus, as well as chose
approaching retirement age who have made retirement plans in
expectation of the bonus, without unconstitutionally
discriminating against those who have recently exercised their
right to travel.

| believe that this purpose would be better
accomplished by using language that would make 1individuals of a
certain age eligible, rather than by raising the age of
eligibility each year. That is, it 1is simpler and cleaner to
make the bonus available to anyone (who meets the residency
requirement) who 1is age 65 by July 1, 1991 rather than to raise

the eligibility requirement each year beginning that year. This
is because raising the eligibility requirement could serve to
disqualify an individual who once qualified. For example, 1if the

age requirement went up each July 1, and if an individual = 65th
birthday were just prior to the first increase, we could have the
following result:

Date Occurrence Result
June 1, 1991 Individual turns 65 Eligible for bonus
July 1, 1991 Age requirement Not eligible - not
goes up to 66 yet 66
June 1, 1992 Individual turns 66 Eligible again
July 1, 1992 Age requirement Not eligible - not
goes up to 67 yet 67

03-CSLH
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Thus, the individual in the exar.iple would be eligible for the
bonus only one month each year - clearly an unintended result of
stairstepping.

This problem could be approached by providing that once
an individual meets the age requirement, that 1individual cannot
later be disqualified by failTire to meet the age requirement.
However, a remaining problem would be that two individuals, with
the 1identical birthdate, who <came to the state a few days on
either side of July 1 might be treated very differently. The
first might have turned 65, and completed one year®"s residency
just prior to July 1, 1991. That person would be eligible. The
second might have turned 65, but would not complete one year's
residency until July 2, 1991 at which time he would not meet the

age requirement. The second individual might have to wait nearly
a year longer than the first in order to receive the bonus - even
though the two were exactly the same age. Thus, the program

would treat people differently based solely on when they
exercised their right to travel.

While all these problems <could be <cured by several
changes 1in drafting, the resulting language would be extremely
awkward. It is much cleaner and simpler to provide that an
individual qualifies if he or she turns 65 by a certain date.

Please let me know if 1 can be of any further
assistance.

Sincerely,

Assistant Attorney General

DV:jf
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OPERATING
TOD PERSONAL SERVICES

200 TRAVEL

300 CONTRACTUAL

>400 SUPPLIES

500 EQUIPMENT

>500 LAND & STRUCTURES
700 GRANTS, CLAIMS
300 MISCELLANEOUS

TOTAL OPERATI
CaplTAI"
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3ART-TIME
TEMPORARY
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COMMITTEE REPORT
SENATE

1/16/85

Mr. President

The Committee on RESOURCES

FURTHER:

Date

considered

preferential use of Alaska agricultural products.

and majoritry of- fhe comnri-t-tee) (the committee)

the following recommendations: \

s 3 do pass

[ ] do pass with attached amendment(s)
replace with/or adopt CS for ftd 7
new title

r f- same title and recommends

t ] and attached a "LETTER OF INTENT"

t ] reports it back without recommendation

FINANCE

reports

74

SB 57

it back with

[ 1] NEW FISCAL NOTE



Introduced: 1/16/85
Referred: Resources and
Finance

IN THE SENATE BY KERTTULA
SENATE BILL NO. 57
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - FIRST SESSION
A BILL

For an Act entitled: "An Act relating to preferential use of Alaska agri—

cultural products."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 36 is amended by adding a new chapter to read:
CHAPTER 16. PREFERENTIAL USE OF ALASKA AGRICULTURAL PRODUCTS.

Sec. 36.16.010.USE OF LOCAL AGRICULTURAL PRODUCTS REQUIRED IN
PURCHASES WITH STATE MONEY . In the purchase of agricultural products
financed by state money, only agricultural products originating in
this state shall be used wherever competitively priced, available, and
of like quality compared with agricultural products originating out-—
side the state.

Sec. 36.16.020. INSERTION OF CLAUSE IN CALLS FOR BIDS ANDIN
CONTRACTS. A clause containing the substance of AS 36.16.010 shallbe
inserted in all calls for bids and in all contracts awarded that
iswolve agricultural products.

Sec. 36.16.030. INSPECTION CERTIFICATE. Before purchase by the
state, an agricultural product originating in this state shall receive
an inspection certificate from the commissioner of natural resources
under AS 03.05.010 or the commissioner of environmental conservation

under AS 03.05.011.

-1- SB 57



