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E X E C U T I V E  SUMMARY OF THE PROBLEM

P e r h a p s  o n e  o f  t h e  g r a v e s t  p r o b l e m s  f a c i n g  b u s i n e s s e s  i n  
A l a s k a  t o d a y  i s  t h e  d r a m a t i c  r i s e  i n  l i a b i l i t y  p r e m i u m s .  T h e s e  
i n c r e a s e s  h a v e  b e e n  s o  d r a m a t i c ,  i n  f a c t ,  t h a t  m a n y  A l a s k a n  
b u s i n e s s e s  f a c e  t h e  r e a l i s t i c  p o s s i b i l i t y  o f  c l o s i n g  t h e i r  d o o r s  
b e c a u s e  t h e  c o s t  o f  i n s u r a n c e  i s  s o  h i g h  I h a t  i t  i s  n o t  i n  t h e  
b e s t  i n t e r e s t  o f  p r u d e n t  b u s i n e s s  m a n a g e m e n t  t o  c o n t i n u e  t o  do  
b u s i n e s s  F u r t h e r ,  t h i s  i s  n o t  a p r o b l e m  w i t h  a n y  o n e  s e c t o r  o f  
t h e  e c o n o m y ,  r a t h e r ,  i t  i s  a d i f f i c u l t y  f a c e d  b y  d a y  c a r e  c e n t e r  
o p e r a t o r s ,  t o o l  a n d  e q u i p m c . i t  r e n t a l  c o m p a n i e s ,  d o c t o r s ,  a i r  
c a r r i e r s ,  n u r s e  m i d w i v e s ,  l a w y e r s ,  m u n i c i p a l i t i e s ,  c i t i e s ,  
a r c h i t e c t s ,  n o n p r o f i t  o r g a n i z a t i o n s ,  as  w e l l  a s  s m a l l  a n d  l a r g e  
b u s i n e s s e s  a n d  s m a l l ,  s i n g l e  p i ^ s o n  p r o p r i e t o r s h i p 5 . T h e n  t h e r e  
i s  t h e  q u e s t i o n  o f  a v a i l a b i l i t y  i n  a d d i t i o n  t o  a f f o r d a b i l i t y  o f  
i n s u r a n c e .  Ma n y  A l a s k a n  b u s i n e s s e s  a r e  f i n d i n g  t h a t  t h e y  c a n n o t  
f i n d  i n s u r a n c e  c o m p a n i e s  t o  t a k e  t h e i r  a c c o u n t  e v e n  i f  t h e y  a r e  
w i l l i n g  t o  p a y  t h e  p r e m i u m s .

A t  t h e  p r e s e n t  t i m e  t h e  p r o b l e m  i s  c o m p o u n d e d  b y  a v a r i e t y  
o f  f a c t o r s .  F i r .  t ,  w h i l e  i n s u r a n c e  p r e m i u m s  a r e  b e i n g  
i n c r e a s e d ,  m a n y  i n s u r a n c e  c o m p a n i e s  a r e  p u l l i n g  b a c k  f r o m  
s e ' v i c i n g  p o l i c i e s  i n  A l a s k a .  T h e  r i s k s ,  e s p e c i a l l y  i n  t h e  
B u s h ,  a r e  t o o  q r e a t .  S e c o n d ,  w i t h  no l e g i s l a t i v e  r e m e d i e s  u n d e r  
c o n s i d e r a t i o n ,  1 1 a p p e a r s  t o  m a n y  o f  t h e s e  c o m p a n i e s  t h a t  
A l a s k a n s  a r e  c o n t e n t  w i t h  t h e  s i t u a t i o n  a s  i t  n o w e x i s t s .
T h i r d ,  w i t h o u t  a c o n c e r t e d  e f f o r t  b y  a l l  s e c t o r s  o f  t h e  A l a s k a n  
e c o n o m y  —  b o t h  p u b l i c  a n d  p r i v a t e  s e c t o r s  —  m o r e  i n s u r a n c e  
c o m p a n i e s  w i l l  p r o b a b l y  r e c o n s i d e r  t h e i r  c o v e r a g e  p o l i c i e s  a n d  
t h e  d i f f i c u l t i e s  A l a s k a n s  f a c e  t o d a y  w i l l  s u b s t a n t i a l l y  w o r s e n .

WHO I S  A F F E C T E D  BY T H I S  D R A M A T I C  I N C R E A S E  I N  L I A B I L I T Y  
I N S U R A N C E  ?

T h e  c o s t  o f  l i a b i l i t y  i n s u r a n c e  i s  a c o s t  o f  b u s i n e s s  a n d  i s  
p a s s e d  a l o n g  t o  t h e  c o n s u m e r  a s  a r e  o t h e r  c o s t s .  A L L  A l a s k a n s  
a r e  p a y i n g  f o r  t h i . s  r i s e  i n  l i a b i l i t y  i n s u r a n c e  i n  t h e  p r i c e s  
t h e y  p a y  f o r  t h e  g o o d s  a n d  s e r v i c e s  t h e y  b u y .  As  t h e  p r e m i u m s  
f o r  l i a b i l i t y  i n s u r a n c e  i s  ' r o l l e d  i n t o '  t h e  c o s t  o f  s e r v i c e  f o r  
a d a y  c a r e  c e n t e r ,  f o r  i n s t a n c e ,  t h a t  c o s t  w i l l  be  p a s s e d  a l o n g  
t o  a l l  o f  t h e  p a r e n t s  wh o  s e n d  t h e i r  c h i l d r e n  t o  t h a t  d a y  c a r e  
c e n t e r .  T h u s  a l l  A l a s k a n s  a r e  p a y i n g  f o r  t h i s  c o s t  —  i f  t h e  
b u s i n e s s e s  w h o  a r e  p a y i n g  t h e  h i g h e r  l i a b i l i t y  c o s t  s t a y  i n  
b u s i n e s s .  A t  o n e  p a r t i c u l a r  d a y  c a r e  c e n t e r  i n  A n c h o r a g e ,  f o r  
i n s t a n c e ,  t h e  o p e r a t o r  m u s t  c h a r g e  p a r e n t s  a l m o s t  $ 2 0 0  p e r  c h i l d  
p e r  m o n t h  j u s t  t o  c o v e r  t h e  l i a b i l i t y  i n s u r a n c e  p r e m i u m  —  a n d  
c o v e r a g e  f o r  t h e  d a y  c a r e  c e n t e r  i s  o n l y  f o r  $ 1 0 0 , 0 0 0

WHAT I S  THE S O L U T I O N ?

T h e  p r o b l e m  o f  a s t r o n o m i c a l  l i a b i l i t y  i n s u a n c e  r a t e s  i s  n o t  n e w  
i n  t h e  U n i t e d  S t a t e s .  Ma n y  s t a t e s  h a v e  a t t e m p t e d  t o  r e s o l v e  t h i s  
i s s u e  i n  a v a r i e t y  o f  w a y s .  Some p r o p o s a l s  a r e  l i s t e d  b e l o w  f o r  
c o n s  i d e r a I  i o n .



I )  P L A C E  A CAP ON N O N - E C O N O M I C  AWARDS

A n o n e c o n o m i c  a w a r d  i s  t r a d i t i o n a l l y  t h a t  s um o f  m o n e y  w h i c h  
i s  g i v e n  t o  t h e  v i c t i m  i n  c o m p e n s a t i o n  f o r  ' p a i n  a n d  
s u f f e r i n g . '  T h i s  a w a r d  i s  s o m e w h a t  n e b u l o u s  s i n c e  t h e r e  i s  no 
w a y  t o  r e a l i s t i c a l l y  e q u a t e  t h e  a m o u n t  o f  p a i n  a n d  s u f f e r i n g  
w i t h  a d o l l a r  f i g u r e  T h e  C i t i z e n ' s  C o a l i t i o n  f o r  T o r t  R e f o r m  
p r o p o s e s  a c a p  on  n o n e c o n o m i c  a w a r d s  o f  b e t w e e n  5 1 0 0 , 0 0 0  a n d  
5 2 5 0 , 0 0 0  w h i c h  i s  i n  l i n e  w i t h  l e g i s l a t i o n  p a s s e d  b y  t h e  
I l l i n o i s  a n d  C a l i f o r n i a  l e g i s l a t u r e s ,  r e s p e c t i v e l y .

2 )  I T E M I Z A T I O N  OF L O S S E S

I n  t h e  e v e n t  o f  a n  i n j u r y ,  t h e  i n j u r e d  p a r t y  i s  r e a s o n a b l y  
e n t i t l e d  t o  c o m p e n s a t i o n  f o r  l o s t  i n c o m e  U n d e r  c u r r e n t  
p r a c t i c e ,  t h e  i n j u r e d  p a r t y  d o e s  h a \ ?  t o  s t a t e  h o w  he  o r  s h e  
w o u l d  h a v e  ma d e  t h a t  m o n e y .  I n  o t h e r  w o r d s ,  i f  a v i c t i m  f e e l s  
t h a t  he  o r  s h e  ' c o u l d  h a v e '  ma d e  5 8 0 , 0 0 0  i n  t h e  y e a r  t h a t  t h e  
i n j u r y  o c c u r e d ,  t h e  j u r y  w o u l d  be  u r g e d  t o  a c c e p t  t h a t  f i g u r e .  
T h e  C i t i z e n ' s  C o a l i t i o n  f o r  T o r t  R e f o r m  f e e l s  t h a t  t h e  i n j u r e d  
p a r t y  i s  e n t i t l e d  t o  f a i r  c o m p e n s a t i o n  b u t  t h a t  t h e  j u r y  s h o u l d  
be  i n s t r u c t e d  t o  i t e m i z e  t h e  s e t t l e m e n t  as  f a r  a s  r e a s o n a b l y  
p o s s i b l e .

3 > MA N D A T E  S T R U C T U R E D  S E T T L E M E N T S

W h i l e  i t  i s  t r u l y  u n f o r t u n a t e  t h a t  a n y o n e  m u s t  s u f f e r  
i n j u r y ,  t h e  C i t i z e n ' s  C o a l i t i o n  f o r  T o r t  R e f o r m  f e e l s  t h e  v i c t i m  
s h o u l d  n o t  b e  g i v e n  a w i n d f a l l  p r o f i t  b u t  r a t h e r ,  s h o u l d  be  
c o m p e n s a t e d  f o r  h i s  l o s s ( e s )  i n  s t r u c t u r e d  a n d  l e s s  r i s k y  
m a n n e r .  S t r u c t u r e d  s e t t l e m e n t s  a r e  i n t e n d e d  t o  c o m p e n s a t e  f o r  
f u r t h e r  e x p e n s e s  i n c u r r e d  as  a r e s u l t  o f  t h e  i n j u r y  a n d  t o  
p r o t e c t  t h e  v a l u e  o f  t h e  a w a r d  t o  t h e  p l a n t i f f  wh o  m i g h t  
m i s m a n a g e  a l u mp  s u m a w a r d  i n  a s h o r t  p e r i o d  o f  t i m e .  T h i s  
m e c h a n i s m  w i l l  a l l o w  t h e  i n s u r a n c e  c o m p a n y  t o  s p r e a d  i t s  l o s s e s  
o u t  o v e r  a p e r i o d  o f  t i m e  m a k i n g  i t s .  l o s e s  m o r e  p r e d i c t a b l e ,  
t h u s  m a k i n g  i n s u r a n c e  a n d  r e - i n s u r a n c e  m o r e  a v a i l a b l e .  T h i s  
t y p e  o f  s e t t l e m e n t  e n s u r e s  t h a t  t h e  v i c t i m  d o e s  n o t  b e c o m e  a 
b u r d e n  on s o c i e t y  i f  h i s  o r  h e r  i n v e s t m e n t  i s  l o s t  a n d ,  f u r t h e r ,  
m a i n t a i n s  t h e  v i c t i m ' s  d i g n i t y  a n d  p r i d e  T h e s e  t w o  o b j e c t i v e s  
c a n  be  a c h i e v e d  b y  t h e  i n s u r a n c e  c o m p a n y  a n d  t h e  i n j u r y  p a r t y  t o  
t h e  b e s t  i n t e r e s t  o f  b o t h ,  t h e  i n s u r a n c e  c o m p a n y  a n d  t h e  i n j u r e d  
p a r t y  r e c e i v i n g  a l l  b e n e f i t s  t a x  f r e e .



4 )  R E Q U I R E  D I S C L O S U R E  O r C O L L A T E R A L  INCOME SOURCES

A t  t h e  p r e s e n t  t i m e ,  i n  a l a w  s u i t ,  t h e  j u r y  i s  n o t  a l l o w e d  
t o  k n o w  o t h e r  s o u r c e s  o f  t h e  v i c t i m ' s  i n s u r a n c e  c o v e r a g e  u n t i l  
a f t e r  a v e r d i c t  ha.s b e e n  r e a c h e d  I n  o t h e r  w o r d s ,  i f  a v i c t i m  
i s  s u i n g  f o r  m e d i c a l  ( e c o n o m i c )  as  w e l l  as  ' p a i n  a n d  s u f f e r i n g '  
( n o n e c o n o m i c )  d a m a g e s ,  t h e  j u r y  i s  n o t  a l l o w e d  t o  k n o w  i f  t h e  
v i c t i m  i s  a c t u a l l y  c o v e r e d  u n d e r  a n o t h e r  p o l i c y  A v i c t i m  c o u l d  
r e a s o n a b l y  h a v e  a l l  o f  h i s  o r  h e r  m e d i c a l  b e n e f i t s  a l r e a d y  p a i d  
t h r o u g h  o n e  i n s u r a n c e  p o l i c y  a n d  s t i l l  be  s u i n g  f o r  t h a t  m e d i c a l  
c o v e r a g e .  T h e  p l a n t i f f  s h o u l d  n o t  be  e n t i t l e d  t o  d o u b l e  
i n d e mn  i t y .

5 ;  T I G H T E N  THE S T A T U T E  OF L I M I T A T I O N S

U n d e r  c u r r e n t  s t a t u t e ,  a v i c t i m  ma y  s u e  up  t o  a n d  i n c l u d i n g  
t w o  y e a r s  a f t ' r  t h e  d i s c o v e r y  o f  an  i n j u r y .  I n  t h e  c a s e  o f  a 
b r o k e n  l e g ,  f o r  i n s t a n c e ,  t h e  i n j u r e d  p a r t y  m i g h t  h a v e  s u s t a i n e d  
t h e  i n j u r y  i n  1 9 7 8  a n d ,  a f t e r  a n u m b e r  o f  d i f f i c u l t i e s ,  
d i s c o v e r s  i n  1 9 8 0  t h a t  o n e  l e g  w a s  s h o r t e r  t h a n  t h e  o t h e r .  O n c e  
t h a t  d i s c o v e r y  h a s  b e e n  m a d e ,  t h e  i n j u r e d  p a r t y  h a s  t wo  y e a r s  t o  
f i l e  a c l a i m .

U n f o r t u n a t e l y  t h e  s t a t u t e  o f  l i m i t a t i o n s  i s  s o  l o o s e  t h a t  
s u i t s  ma y  be  f i l e d  f o r  i n j u r i e s  s u s t a i n e d  d e c a d e s  e a r l i e r .  T h e r e  
a r e  c a s e s  w h e r e  s u i t s  h a v e  b e e n  f i l e d  b y  v i c t i m s  w h o  c l a i m  t h a t  
i n j u r i e s  s u s t a i n e d  w h e n  t h e y  w e r e  c h i l d r e n  a f f e c t e d  t h e i r  l a t e r  
l i f e .  W h i l e  t h e  C i t i z e n ' s  C o a l i t i o n  f o r  T o r t  R e f o r m  f e e l s  t h a t
v i c t i ms a r e  c e r t a i l y  e n t i t l e d  t o  s e t  t I erne n t  o f  t h e i r  c l a i  m s , i t
i s  u n r e a s o n  l b l e  t o  f i l e  s u i t  d e c a d e s  a f t e r  an a c t i o n .

6 )  R E V E R T  TO ' S E V E R A L '  L I A B I L I T Y

I n  t h e  p r o c e s s  o f  f i l i n g  a s u i t ,  o f t e n  p a r t i e s  wh o  h a v e  h a d  
l i t t l e  a c t u a l  p a r t i c i p a t i o n  i n  t h e  i n j u r y  a r e  s a d d l e d  w i t h  
p a y m e n t  f o r  t h e  e n t i r e  c o s t .  F o r  i n s t a n c e ,  s u p p o s e  a y o u n g s t e r  
i s  r u n n i n g  a l o n g  t h e  r o o f  o f  a s c h o o l  t h a t  i s  c l o s e d  f o r  t h e  
s u m m e r .  He t r i p s  a n d  f a l l s  t h r o u g h  t h e  s k y l i g h t .  T h e  p a r e n t s  
o f  t h e  c h i l d  s u e  t h e  S c h o o l  D i s t r i c t ,  t h e  a r c h i t e c t  wh o  d e s i g n e d  
t h e  s c h o o l ,  t h e  G e n e r a l  C o n t r a c t o r  wh o  b u i l t  t h e  s c h o o l  a n d  t h e  
f i r m  w h i c h  m3 de  t h e  s k y l i g h t  i t s e l f  f o r  d a m a g e s . S u p p o s e  f u r t h e r  
t h a t  t h e  a r c h i t e c t  h a s  d i e d ,  t h e  G e n e r a l  C o n t r a c t o r  h a s  l e f t  t h e  
s t a t e  a n d  c a n n o t  b e  f o u n d  a n d  t h e  f i r m  w h i c h  ma d e  t h e  s k y l i g h t  
d o e s  n o t  h a v e  p r o d u c t  l i a b i l i t y .  T h e  S c h o o l  D i s t r i c t  i s  t h u s  
t h e  o n l y  d e f e n d a n t  w i t h  i n s u r a n c e .  S i n c e  t h e  S c h o o l  D i s t r i c t  i s  
t h e  o n l y  p a r t y  w i t h  i n s u r a n c e ,  i t  m u s t  a b s o r b  t h e  e n t i r e  c o s t  o f  
t h e  l e g a l  a c t i o n  e v e n  t h o u g h  i t  m i n i m a l l y  r e s p o n s i b l e  f o r  t h e  
a c c i d e n t .  U n d e r  ' s e v e r a l  l i a b i l i t y '  t h e  c o u r t  w o u l d  a s s e s s  a 
p e r c e n t a a g e  o f  r e s p o n s i b i l i t y  a n d  a s s e s s  d a m a g e s  on  t h a t  b a s i s .
I f  t h e  S c h o o l  D i s t r i c t  w a s  h e l d  t o  b e  5% r e s p o n s i b l e  f o r  t h e  
i n j u r y ,  t h e n  t h e  S c h o o l  D i s t r i c t  s h o u l d  o n l y  be  r e s p o n s i b l e  f o r  

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



U n d e r  c u r r e n t  p r a c t i c e s ,  a t t o r n e y ' s  f e e s  a r e  a c o m b i n a t i o n  
o f  e x p e n s e s  a n d  c o n t i n g e n c y  f e e s  - -  p l u s  c o s t s .  I n  c e r t a i n  
c a s e s ,  t h e  e x p e n s e ' s  o f  i n v e s t i g a t i o n  a r e  s o  h i g h  a n d  t h e  
s e t t l e m e n t  s o  l o w ,  t h a t  t h e  v i c t i m  ma y  e n d  u p  w i t h  a m i n i m a l  
s e t t l e m e n t .  T h e r e  i s  no  g u a r a n t e e  t h a t  e v e n  i f  t h e  v i c t i m  w i n s
a s u i t  t h a t  he o r  s h e  w i l l  be  l e f t  w i t h  a n y  r e m u n e r a t i o n ;  b u t
t h e  a t t o r n e y  w i l l  h a v e  h i s  f e e  c o v e r e d .  A m o r e  r e a s o n a b l e  
m e c h a n i s m  t o  p r o t e c t  t h e  f i s c a l  r i g h t s  o f  t h e  v i c t i m  i s  t o  
l e g i s l a t e  a s l i d i n g  c o n t i n g e n c y  f e e  s c a l e  w h i c h  w i l l  e n s u r e  t h a t  
a s  t h e  v i c t i m  g e t s  l e s s ,  t h e  a t t o r n e y  mu s t  s c a l e  d o w n  h i s  f e e  as  
w e l l .  T h i s  a p p r o a c h  h a s  b e e n  w r i t t e n  i n t o  l a w  i n  C a l i f o r n i a  • nd  
h a s  b e e n  u p h e l d  a s  c o n s t i t u t i o n a l .

3 )  R E V I S E  THE C O N C E P T  OF WRONGFUL  DE AT H

W r o n g f u l  D e a t h  i s  t h e  t e r m  u s e d  t o  d e s c r i b e  t h e  d e n i a l  o f  an 
e s t a t e  f i n a n c i a l  g a i n s  b e c a u s e  o f  t h e  p r e m a t u r e  d e a t h  o f  a 
p e r s o n .  I f  a b r e a d w i n n e r  w e r e  t o  d i e  p r e m a t u r e l y ,  f o r  
i n s t a n c e ,  t h e  d e p e n d e n t s  a r e  e n t i t l e d  t o  c o m p e n s a t i o n  e q u i v a l e n t  
t o  t h e  i n c o m e  t h a t  t h e  b r e a d w i n n e r  w o u l d  h a v e  e a r n e d  T h i s  i s  
r e a s o n a b l e .  B u t  t h e  m e t h o d  i n  w h i c h  t h i s  c o m p e n s a t i o n  i s  
f i g u r e d  s h o u l d  b e  s c r u t i n i z e d .

9 )  E S T A B L I S H M E N T  OF A C R I T E R I A  OF M E R I T  FOR L I A B I L I T Y  CASES

A t  t h e  p r e s e n t  t i m e  t h e r e  i s  no  m e c h a n i s m  t o  e n s u r e  t h a t  
w h e n  l i a b i l i t y  c a s e s  a r e  i n i t i a l l y  f i l e d  t h a t  t h e y  a r e  n o t  
f r i v o l o u s .  S i n c e  i t  i s  s o  e a s y  t o  f i l e  a s u i t ,  a t t o r n e y s  c a n  
f i l e  a s u i t ,  k n o w i n g  t h a t  i t  i s  f r i v o l o u s ,  i n  t h e  n o p e s  o f  
f o r c i n g  a s e t t l e m e n t  f r o m  a c o m p a n y  t h a t  i s  m o r e  i n t e r e s t e d  i n  
a v o i d i n g  b a d  p u b l i c i t y  t h a t  s e t t l i n g  a j u s t  a n d  r e a s o n a b l e  
c l a i m .  T h e  i n t e n t  o f  a l i a b i l i t y  s u i t  i s  t o  c o m p e n s a t e  a v i c t i m  
f o r  l o s s e s  i n c u r r e d .  T h e  C i t i z e n ' s  C o a i t i o n  f o r  T o r t  R e f o r m  
f e e l s  t h a t  an  " A f f i d a v i t  o f  M e r i t o r i o u s  C a u s e  o f  A c t i o n "  s h o u l d  
be  r e q u i r e d  b e f o r e  a s u i t  i s  f i l e d  as  i s  c u r r e n t l y  d o n e  i n  
I l l i n o i s  O n l y  t h o s e  c a s e s  w i t h  m e r i t  s h o u l d  b e  c o n s i d e r e d

7 )  E S T A B L I S H  A S L I D I N G  S C A L E  OF A T T O R N E Y ' S  F E E S



1 0 )  R E P E A L  OF S P E C I A L  DAMAGES

U n d e r  c u r r e n t  s t a t u t e  a n d  p r a c t i c e ,  s o me  p r o f e s s i o n s  a r e  
s h i e l d e d  f r o m  s u i t  b e c a u s e  o f  w h a t  i s  k n o w n  a s  " S p e c i a l  
D a m a g e s . "  S u p p o s e , -  f o r  i n s t a n c e ,  t h a t  an  a t t o r n e y  f i l e s  s u i t  
a g a i n s t  an  a r c h i t e c t  f o r  d e s i g n i n g  a f a u l t y  home A t  t h e  t r i a l  
i t  i s  d i s c o v e r e d  t h a t  t h e  a r c h i t e c t  i n  q u e s t i o n  d i d  n o t  d e s i g n  
t h e  h ome  i n  q u e s t i o n  T h e  s u i t  i s  d r o p p e d  b u t  t h e  a r c h i t e c t  
s t i l l  h a s  I e g a f e e s  t o  p a y  d e f e n d i n g  h i m s e l f  f r o m  a s u i t  , 
b r o u g h t  on b y  t h e  s . - i o r  o f  t h e  a t t o r n e y  U n d e r  c u r r e n t  s t a t u t e ,  
t h e  a r c h i t e c t  w o u l d  h a v e  t o  f i l e  a s p e c i a l  d a m a g e  s u i t  a g a i n s t  
t h e  a t t o r n e y  i n  q u e s t i o n  t o  r e c o v e r  h i s  l o s s e s .  B u t  a s p e c i a l  
d a m a g e  s u i t  i s  d i f f i c u l t  b e c a u s e  t h e  a r c h i t e c t  m u s t  p r o v e  l o s s  
o f  b u s i n e s s ,  f o r  i n s t a n c e ,  b e c a u s e  o f  t h e  b a d  p u b l i c i t y  i n  t h e  
p r e s s .  T h i s  m a k e s  h i s  s u i t  m o r e  d i f f i c u l t .

T h e  r e p e a l  o f  t h e  s p e c i a l  d a m a g e  s t a t u t e  w i l l  p l a c .  t h e  
a t t o r n e y  i n  t h e  s a me  d e g r e e  o f  j e o p a r d y  a s  o t h e r  p r o f e s s i o n a l s  
w i t h  s i m i l a r  b a c k g r o u n d  a n d  e d u c a t i o n

11 )  T I G H T E N I N G  OF P R E - J U D G M E N T  I N T E R E S T

U n d e r  c u r r e n t  s t a t u t e  a n d  p r a c t i c e ,  a w a r d s  a r e  ma d e  w h i c h  
h a v e  a c o m p o u n d e d  i n t e r e s t  a t t a c h e d .  S u p p o s e  a man  i s  s u i n g  a 
t o o l  c o m p a n y  f o r  5 1 0 0 , 0 0 0  f o r  an  a c c i d e n t  w h i c h  o c c u r e d  f i v e  
y e a r s  e a r l i e r .  S u p p o s e  f u r t h e r  t h a t  i t  t o o k  a n o t h e r  y e a r  f o r  a 
s e t t l e m e n t  t o  be  r e a c h e d .  W h i l e  t h e  j u r y  b e l i e v e d  i t  w a s  
g r a n t i n g  t h e  v i c t i m  a 5 1 0 0 , 0 0 0  s e t t l e m e n t ,  t h e  a c t u a l  c a s h  
i n v o l v e d  i s  5 1 0 0 , 0 0 0  p l u s  c o m p o u n d e d  i n t e r e s t  f o r  s i x  y e a r s .  I f  
t h i s  j u r y  h a d  k n o w n  t h i s  f a c t ,  t h e  f i n a l  s e t t l e m e n t  m i g h t  h a v e  
b e e n  d i f f e r e n t .

1 2 )  R E P E A L  OF R U L E  82

U n d e r  c u r r e n t  p r a c t i c e  u n d e r  w h a t  i s  k n o w n  a s  R u l e  8 2 ,  t h e  
v i c t i m  i s  e n t i t l e d  t o  a d d  I OS o n t o  t h e  s e t t l e m e n t  f e e  t o  p a y  f o r  
' l e g a l  e x p e n s e s . '  O r i g i n a l l y  t h i s  w a s  i n t e n d e d  t o  a s s i s t  t h e  
v i c t i m  i n  c o v e r i n g  h i s  l e g a l  e x p e n s e s .  B u t  b y  a l l o w i n g  t h e  I OS 
a s  a n  a d d i t i o n a l  e x p e n s e ,  t h e  v i c t i m  i s  r e c o v e r i n g  I OS m o r e  t h a n  
t h e  j u r y  a w a r d e d  T h e r e  i s  no  r e a s o n a b l e  r e a s o n  w h y  t h i s  
p r a c t i c e  s h o u l d  b e  c o n t i n u e d

1 3 )  L I M I T  R E C OV E R Y  OF P U N I T I V E  DAMAGES

T h e  i n t e n t  o f  a p u n i t i v e  d a m a g e  s u i t  i s  t o  c o m p e n s a t e  a 
v i c t i m  f o r  d a m a g e  c a u s e d  b y  p o o r  q u a l i t y  g o o d s  o r  s e r v i c e s  w h : c h  
w e r e  i n t e n t i o n a l l y  p o r t r a y e d  as  g o o d  q u a l i t y  g o o d s  a n d  
s e r v i c e s .  T h e  C i t i z e n ' s  C o a l i t i o n  f o r  T o r t  R e f o r m  f e e l s  t h a t  
t h e r e  w o u l d  b e  a r e a s o n a b l e  u p w a r d  d o l l a r  l i m i t  p l a c e d  on 
p u n i t i v e  d a m a g e s .  T h e  p o i n t  o f  p u n i t i v e  d a m a g e s  i s  t o  r e c t i f y  
t h e  d a m a g e ,  n o t  d r i v e  t h e  c o m p a n y  o u t  o f  b u s i n e s s .
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D e a r  S e n a t o r :

A t  t h e  r e c e n t  S o u t h e a s t  C o n f e r e n c e  a n n u a l  c o n v e n t i o n  t h e  
m e m b e r s h i p  u n a n i m o u s l y  p a s s e d  a r e s o l u t i o n  u r g i n g  t h e  A l a s k a  
S t a t e  L e g i s l a t u r e  t o  e s t a b l i s h  r e a s o n a b l e  d o l l a r  l i m i t s  o n  

l i a b i l i t y  j u d g e m e n t s  a n d  t o  r e d u c e  e x p o s u r e  t o  l i a b i l i t y  o f  
t h e  S t a t e  a n d  o t h e r  p u b l i c  e n t i t i e s .  E n c l o s e d  is a c o p y  o f  
t h a t  r e s o l u t i o n

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

I f  t h e r e  is a n y t h i n g  w e  c a n  d o  t o  p r o m o t e  t h i s  r e s o l u t i o n  
p l e a s e  l e t  m e  k n o w .  T h a n k  y o u .

E x e c u t i v e  D i r e c t o r



A  R E S O L U T I O N  O F  T H E  S O U T H E A S T  C O N F E R E N C E  

U R G I N G  T H E  A L A S K A  L E G I S L A T U R E  T O  E N A C T  

L E G I S L A T I O N  T O  E S T A B L I S H  R E A S O N A B L E  D O L L A R  

L I M I T S  O N  L I A B I L I T Y  J U D G E M E N T S  A N D  T O  " 

R E D U C E  E X P O S U R E  T O  L I A B I L I T Y  O F  T H E  S T A T E  

A N D  O T H E R  P U B L I C  E N T I T I E S .

W H E R E A S ,  s t a g g e r i n g  j u d g e m e n t s  a n d  s e t t l e m e n t s  i n  l i a b i l i t y  

c l a i m s  a g a i n s t  m u n i c i p a l i t i e s  t h r o u g h o u t  t h e  n a t i o n  h a v e  

i n c r e a s e d  d u r i n g  r e c e n t  y e a r s ,  e v e n  w h e n  n e g l i g e n c e  w a s  n o t  

p r o v e n ;  a n d ,

W H E R E A S ,  s o m e  m u n i c i p a l i t i e s  h a v e  b e e n  f a c e d  w i t h  b a n k ­

r u p t c y  b e c a u s e  l i a b i l i t y  j u d g e m e n t s  a n d  s e t t l e m e n t s  h a v e  f a r  

e x c e e d e d  t h e i r  f i n a n c i a l  c a p a b i l i t i e s ,  c r e a t i n g  a f i n a n c i a l  
b u r d e n  f o r  t a x p a y e r s ;  and,

W H E R E A S ,  t h s  l a r g e  g r o w t h  i n  p a y m e n t  o f  l i a b i l i t y  c l a i m s  
b y  s t a t e s  a n d  o t h e r  p u b l i c  e n t i t i e s  h a s  r e s u l t e d  i n  m a n y  

m u n i c i p a l i t i e s  b e i n g  u n a b l e  t o  o b t a i n  l i a b i l i t y  i n s u r a n c e  

a n d / o r  a f f o r d a b l e  i n s u r a n c e ;  a n d ,

W H E R E A S  l e g i s l a t o r s  o f  a t  l e a s t  t w e n t y - e i g h t  s t a t e s  h a v e  

p a s s e d  b i l l t < $ o  s e t  s o m e  r e a s o n a b l e  d o l l a r  l i m i t s  o n  l i a b i l i t y  

j u d g e m e n t s  a n d  t o  r e d u c e  e x p o s u r e  t o  l i a b i l i t y  o f  t h e  s t a t e  
a n d  o t h e r  p u b l i c  e n t i t i e s ;

N O W  T H E R E F O R E  B E  I T  R E S O L V E D  B Y  T H E  S O U T H E A S T  C O N F E R E N C E  
t h a t  t h e  A l a s k a  S t a t e  L e g i s l a t u r e  b e  u r g e d  t o  e n a c t  l e g i s l a t i o n  
t o  s e t  r e a s o n a b l e  d o l l a r  l i m i t s  o n  l i a b i l i t y  j u d g e m e n t s  a n d  t o  
r e d u c e  e x p o s u r e  t o  l i a b i l i t y  o f  t h e  S t a t e  o f  A l a s k a  a n d  o t h e r  

p u b l i c  e n t i t i e s .  B E  I T  F U R T H E R  R E S O L V E D  t h a t  c o p i e s  o f  t h i s  
r e s o l u t i o n  s h a l l  b e  s e n t  t o  G o v e r n o r  B i l l  S h e f f i e l d ,  t h e  S e n a t e  
P r e s i d e n t ,  t h e  S p e a k e r  o f  t h e  H o u s e ,  H o u s e  a n d  S e n a t e  L a b o r  a n d  
C o m m e r c e  C o m m i t t e e s ,  J u d i c i a r y  C o m m i t t e e s ,  S t a t e  A f f a i r s  
C o m m i t t e e s ,  a n d  t h e  C o m m i s s i o n e r  o f  C o m m e r c e  a n d  E c o n o m i c  
D e v e l o p m e n t .

P A S S E D  A N D  A P P R O V E D  a t  t h e  a n n u a l  m e e t i n g  o f  t h e  S o u t h e a s t  
C o n f e r e n c e  h e l d  i n  W r a n g e l l ,  A l a s k a ,  t h i s  2 0 t h  d a y  o f  S e p t e m b e r ,
1 9 8 5

( o f f e r e d  b y  C i t y  o f  W r a n g e l l )
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Big U.S. Firms Form Liability Insurer
Move Reflects Difficulty of Obtaining Coverage

By David B. H ildkk
' ‘nff Reporter nj T u t :  W a i . i . S t h k k t  J r n .  i i n a i .
NKVV YORK-Reacting to the worsen- 

int.’ shortage of liability insurance. 33 ma­
jor U.S. corporations have contributed a 
total of nearly $300 million to set up their 
own insurance company in the Cayman Is ­
lands.

The company. A.C.E. Insurance Co.. 
which began operations last month, pro­
vides as much as $150 million in liability 
coverage for each of the participating cor­
porations. A.C.E. Is offering sim ilar cover­
age to other major companies, which also 
w ill be required to buy stock in the in­
surer.

Founders of A.C.E. include such well- 
known companies as International Busi­
ness Machines Corp., Ford Motor Co.. Gen­
eral Electric Co.. U.S. Steel Corp. and 
Chase Manhattan Corp.. as well as major 
companies in the chemical, pharmaceuti­
cal, railroad and energy industries.

A.C.E. differs from other nontraditional 
insurers because it is owned by many com­
panies from a variety of industries. In re­
cent years, offshore captive insurers- 
those owned by a single industrial com- 
pany-have become common, as have in­
surance concerns formed by several com­
panies from a single industry such as oil or 
utilities.
Diversifying the Risk

A.C.E. represents one of the biggest 
moves so far to diversify risk among sev­
eral industries. Another advantage is that 
premiums paid to A.C.E. are tax deducti­
ble, while premiums paid to a captive in­
surer owned by a single company aren’t 
deductible as a business expense.

Most of A.C.E.'s founding companies 
each contributed $10 million in capital, but 
a few in relatively low-risk industries were 
allowed to contribute less. The companies 
w ill pay premiums that typically will be 
between $300,000 and $1 million a year. 
These rates are roughly comparable to 
what other insurers charge for lower 
amounts of coverage, corporate insurance 
buyers say.

An outline plan for A.C.E. was reported 
earlier this year when 15 sponsors agreed 
to contribute a total of S140 million. But 
none of the sponsors' identities has been 
known publicly until now. The names of 20 
are contained in an offering circular. The 
remaining 13 were identifed by insurance 
Industry sources; 11 of the 13 companies 
confirmed their participation. Chase Man­

hattan officials didn't return telephone 
calls and officials of Combustion Engineer­
ing Corp. couldn't be reached.

; .  A 34th company, American Cyanamid 
Co.. confirmed that it intends to invest in 
;A.C.E. but said it hasn’t completed the pa­

per work yet.
Several executives said in interviews 

that their companies joined A.C.E. because 
they couldn't obtain enough liability cover­
age through traditional insurance under­
writers in the U.S. or abroad. "This as­
sures us of getting a portion of the cover­
age that we think is needed and desir­
able." said James Mitchell, insurance 
manager for Du Pont Co.. one of A.C.E.'s 
founding shareholders.
‘No Other Market’

"There is no other market at any price 
for the liability coverage being offered by 
A.C.E.." said Al Robison, chief financial 
officer of Public Service Co. of New Mex­
ico. also among the insurer's initial spon­
sors.

The supply of business liability insur­
ance has tightened dramatically in the 
past year because many insurers, battered 
by industrywide price cutting and heavy 
claims, have stopped issuing policies that 
they believe carry the most unpredictable 
risks. These Include areas such as product 
liability, especially for the chemical and 
pharmaceutical industries; pollution liabil­
ity; and directors’ and officers’ liability.

The move by companies to develop 
their own liability insurance doesn't pose 
an immediate threat to the insurance in­
dustry. Because most insurers are shying 
away from such coverage, they aren't los­
ing any business. But if liability insurance 
becomes more profitable and insurers de­
cide to step up their coverage, they could 
lose business to such nontraditional in­
surers as A.C.E.

Even so, the loss of premium revenue to 
these ventures wouldn't be a major blow to 
the U.S. property-casualty insurance indus­
try. Last year, the industry had premium 
revenue totaling SI 18 billion and is ex­
pected to report a sizable increase this 
year. Moreover, insurance companies 
aren't excluded from participating ii. these 
nontraditional ventures. Insurance indus­
try sources say that major U.S. insurance 
underwriters were offered an ownership in­
terest in A.C.E. But none decided to partic- 
iDate.
Terms of Coverage

A.C.E. covers as much as $100 million 
in claims after a company has exhausted 
any other insurance. However, if a com­
pany has less than $100 million in underly­
ing coverage. A.C.E. w ill only start paying 
the portion of claims that exceed $100 m il­
lion.

A.C.E. is offering an additional $50 m il­
lion of directors' and officers' liability cov­
erage, which defends against lawsuits by 
disgruntled shareholders. To buy the 
A.C.E. policy, however, a company is re­
quired to have at least $25 million in under­

lying directors' and oilicers insurance.
A.C.E. was organized by Marsh &• 

Mel-emiaii Cos.. the world's largest insur­
ance broker, and Morgan Guaranty Trust 
Co. The two currently don't have an owner­
ship Interest in A.C.E.. but each has an op­
tion to buy 4.9r< of the shares outstanding 
next Sept. 30. Marsh & McLennan also will 
receive a royalty of 3r\ of A.C.E.'s pre­
mium revenue during its first five years of 
operation; a Morgan unit in London man­
ages A.C.E.’s investment portfolio for an 
annual fee currently equal to about 0.23G 
of the portfolio's assets.

Executives of several of A.C.E.'s found­
ing companies said they invested in the in­
surer mostly as a way of obtaining cover­
age. and don’t necessarily expect to earn a 
return on their capital. While their invest­
ment could appreciate substantially if 
A.C.E. is profitable, it also could be wiped 
out if 'he insurer has to pay out more than 
a few major claims. For most of the 
A.C.E. founders, however, a $11) million 
write-off wouldn't represent a significant 
loss compared to their overall profits. 
Free of U.S. Regulation

Because A.C.E. is incorporated in the 
Cayman Islands and operates out of Ber­
muda, it isn't subject to U.S. insurance 
regulations or U.S. taxes. To remain free 
from U.S. regulation, the company cannot 
conduct business in the U.S., and policies 
must be sold through insurance brokers 
based outside the U.S. Most major U.S. 
brokers, however, have subsidiaries or af­
filiates in Bermuda that can deal with 
A.C.E.

John R. Cox, A.C.E. chairman, said he 
already has met with about 100 potential 
policy buyers and has almost 200 addi­
tional requests for meetings.

Mr. Cox said A.C.E. currently has is­
sued fewer than 10 policies to non­
founders, but said he expects that could in­
crease to as many as 50 by Feb. 1.

An A.C.E. policy, issued annually, 
covers only claims reported during the 
year a policy is in force. Additional cover­
age for claims reported after a policy ex­
pires can be purchased for a price deter­
mined when the policy is issued. The policy 
also provides that any disputes between 
the policyholder and the insurer will be 
settled by binding arbitration in London.

In addition to the companies mentioned 
above, founding shareholders of A.C.E. In­
surance are:

A ir P roducts & Chem icals Inc .. Avon P roducts Inc .. 
B ax te r T raveno l Labo ra to ries Inc ., Dow Chem ica l Co., 
E astm an  Kodak Co., Em erson  E lec tric  Co., Federat-sd
p » a r1mcnt S tores jn c  , Coodvear T ire  & Rubber Co.,
G u ll & Western Industries Inc ., H a llm a rk  Cards Inc ., 
Johnson & Johnson. K err-M cGee C oro ., E li L i l ly  & Co., 
MCA Inc ., M erck & Co., M obav Chem ica l Corp . (a  U .5. 
unit o l B aye r AG o l West G e rm any ). P P G  Industries 
In c .. San la  Fe Southern P ac ilic  Corp .. Secu rity  P ac ilic  
C orp ., She ll O il Co.. Sm llh K lln e  Beckman Corp .. Ten- 
neco C orp .. Union P ac ilic  Corp ., Up lohn Corp . and 
W eyerhaeuser Co.

Texas Commerce Sells Most of Its Stake
t t . n . i * n n

try ," says Weber Hall's Mr. Anderson.
Sources close to the transaction said 

Raha One Ltd., an investment group ., 
headed hv Saudi. Arabian .financier ita f ik  ’
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S T A I R S T E P  P O P U L A T I O N S  A N D  C O S T S ,  FY 1 9 8 6 - 2 0 3 4

F i s c a l  Y e a r :  1 9 8 6

P O P U L A T I O N S

S T A I R 8 6  1 6 7 4 4

S T A I R 8 7  1 6 7 4 4
S T A I R 8 8  1 6 7 4 4
5 T A I R 8 9  1 6 7 4 4
S T A I R 9 0  1 6 7 4 4
S T A I R 9 1  1 6 7 4 4

ANNUAf, C O S T S  ( m i ll i on s)

C O S T 8 6  $ 5 0 . 2

C O S T 8 7  $ 5 0 . 2
C O S T 8 8  $ 5 0 . 2

C O S T 89 $ 5 0 . 2
COST'90 $ 5 0 . 2

C O S T 9 1  $ 5 0 . 2

L O N G - T E R M  C O S T  S U M M A R Y

S t a i r s  L o p p i n g  o n  J u l y  1: 1 9 8 6

T O T A L  C O S T S  $ 6 6 5
C O N S T A N T  1 9 8 5  D O L L A R S  $ 3 7 9
P R E S E N T  V A L U E  $ 3 1 4

1 9 8 7 1988 1989 1 99 0

1 6 0 1 2 1 5 2 7 6 1 4 5 4 0 1.3809
17 7 6 8 16989 1 6 2 0 5 15421
1 7 7 6 8 1 8 7 6 9 1794 1 1 7 1 0 9
1 7 7 6 8 1 8 7 6 9 1 9 8 2 8 1 8 9 4 9
1 7 7 6 8 1 8 7 6 9 1 9 8 2 8 2 0 9 1 3
17 7 6 8 18 7 6 9 1 9 8 2 8 2091.3

$ 4 8 . 0 $ 4 5 . 8 $ 4 3 . 6 $ 4 1 . 4
$ 5 3 . 3 $ 5 1 . 0 $ 4 8 . 6 $ 4 6 . 3
$ 5 3 . 3 $ 5 6 . 3 $ 5 3 . 8 $ 5 1 . 3
$ 5 3 . 3 $ 5 6 . 3 $ 5 9 . 5 $ 5 6 . 8
$5 3.3 $ 5 6 . 3 $ 5 9 . 5 $ 6 2 . 7
$ 5 3 . 3 $ 5 6 . 3 $ 5 9 . 5 $ 6 2 . 7

1987 1988 19 89 199 0

$ 7 5 5 $ 8 4 6 $ 9 4 1 $ 1 , 0 4 2
$ 4 2 9 $ 4 7 7 $ 5 2 5 $ 5 7 2
$ 3 5 4 $3 9 1 $ 4 2 8 $ 4 6 2

P r e p a r e d  b y  t h e  D i v i s i o n  of S t r a t e g i c  P l a n n i n g : 3 / 2 6 / 8 5

L 9 91 199 2 19 9 3

1 3 0 8 2 12 160 L1641
1 4 6 4 2 13869 1 3 1 0 0
1 6 2 7 7 15451 1 4 6 3 1
1 8 0 6 6 1718 4 1 6 3 0 8
1 9 9 3 2 19 0 4 6 1 8 1 1 1
2 1 9 0 8 208 39 1 9 8 9 0

$ 3 9 . 2 $ 3 7 . 1 $ 3 4 . 9
$ 4 3 . 9 $ 4 1 . 6 $ 3 9 . 3
$4 8 .8 $ 4 6 . 4 $ 4 3 . 9
$ 5 4 . 2 $ 5 1 . 6 $ 4 8 . 9
$ 5 9 . 9 $ 5 7 . 1 $ 5 4 . 3
$ 6 5 . 7 $ 6 2 . 5 $ 5 9 . 7

199 1

$1/131
$ 6 1 2

$ 4 9 1

1 9 9 5 1 9 9 6 199 7

1 0 2 1 6 9 5 1 2 88 1 7
1 1 5 7 6 1 0 8 2 1 1 0 0 7 2
1 3 0 0 5 1 2 2 0 O 1 1 4 0 0
1 4 57 3 1 3 71 4 12861
1 6 2 6 1 1 5 3 4 6 14 4 3 7
1 7 9 4 0 1 6 8 7 3 1 5 8 1 9

$ 3 0 . 6 $ 2 8 . 5 $ 2 6 . 4
$ 3 4 . 7 $ 3 2 . 5 $ 3 0 . 2
$ 3 9 . 0 $ 3 6 . 6 $ 3 4 . 2
$ 4 3 . 7 $ 4 1 . 1 $ 3 8 . 6
$ 4 8 . 8 $ 4 6 . 0 $ 4 3 . 3
$ 5 3 . 8 $ 5 0 . 6 $ 4 7 . 5

1994

1 0 9 2 7
1 2 3 3 6

1 3 8 1 5
1 5 4 3 7

1 7 1 8 3
1 8 8 2 3

$ 3 2 . 8

$ 3 7 . 0
$ 4 1 . 4

$ 4 6 . 3

$ 5 1 . 5
$ 5 6 . 5



1 9 9 8

8 1 3 3

9 3 3 3

1 0 6 0 7
120 14

1 3 5 3 5
14 9 3 4

$ 2 4 . 4

$ 2 8 . 0
$ 3 1 . 8

$ 3 6 . 0
$ 4 0 . 6
$ 4 4 . 8

1999

7 4 6 5

8 6 0 8

9 8 2 5
1 1 1 7 5
1 2 6 3 9

1 3 9 6 9

$ 2 2 . 4

$ 2 5 . 8
$ 2 9 . 5
$ 3 3 . 5
$ 3 7 . 9
$ 4 1 . 9

2 0 0 0

68 14

7 8 9 9

9 05 8
1 0 3 4 8

1 1 7 5 3
1 3 0 3 1

$ 2 0 . 4
$ 2 3 . 7
$ 2 7 . 2

$ 3 1 . 0
$ 3 5 . 3

$ 3 9 . 1

2001

6 1 8 5

7 2 0 9

8 3 0 9
9 5 3 7

1 0 8 8 0
1 2 0 9 8

$ 1 8 . 6
$2 1 . 6
$ 2 4 . 9
$ 2 8 . 6
$ 3 2 . 6
$ 3 6 . 3

2 0 0 2

55 7 9
6 5 4 2

7 5 8 0
8 7 4 6

1 0 0 2 5

1 1 1 9 3

$ 1 6 . 7
$ 1 9 . 6

$ 2 2 . 7
$ 2 6 . 2

$ 3 0 . 1
$ 3 3 . 6

2 0 0 3

5 0 0 0

5 9 0 0

6 8 7 6

7 9 7 7
9 1 9 0

1 0 3 0 6

$ 1 5 . 0
$ 1 7 . 7

$2 0 . 6
$ 2 3 . 9
$ 2 7 . 6
$ 3 0 . 9

200 4

4 4 5 2

52 87

61 9 9

7 2 3 3

83 79
9 4 3 8

$ 1 3 . 4

$ 1 5 . 9
$ 1 8 . 6

$ 2 1 . 7

$ 2 5 . 1
$ 2 8 . 3

2 0 0 5

393 8

4 7 0 6

5 5 5 3

6 5 2 0
7 5 9 6

8 6 3 9

$ 1 1 . 8
$ 1 4 . 1

$ 1 6 . 7
$ 1 9 . 6
$ 2 2 . 8
$ 2 5 . 9

2 0 0 6

3 4 5 8

4 1 6 2

4 9 4 1

5 8 3 8

6 8 4 5

7 8 5 0

$ 1 0 . 4

$ 1 2 . 5
$ 1 4 . 8
$ 1 7 . 5
$ 2 0 . 5
$ 2 3 . 6

2 0 0 7

30 1 6

3 6 5 5

4 3 6 8
5 1 9 4

6 1 2 7

7 0 4 3

$ 9 . 0  $ 1 1 . 0  
$ 1 3 . 1  
$ 1 5 . 6  
$18. 4 

$ 21 . 1

2 0 0 8

2 6 1 1
3 1 8 7

3 8 3 4

4 5 9 0
5 4 5 0
6 3 5 9

$ 7 . 8
$ 9 . 6

$ 1 1 . 5
$ 1 3 . 8
$ 1 6 . 3
$ 1 9 . 1

2 0 0 9

2244

2 7 5 8

3 3 4 2

402 8
4814

5 6 4 0

$ 6 . 7
$ 8 . 3

$10.0
$12 . 1
$ 1 4 . 4

$ 1 6 . 9

2010

1 9 1 4

2 3 7 0

2 8 9 2

3 5 1 0
4 2 2 4

4 9 5 0

$ 5 . 7
$ 7 . 1
$ 8 . 7

$ 1 0 . 5
$ 1 2 . 7
$ 1 4 . 9

2011

1618
2021
2484

3036
3680

42 43

$ 4 . 9
$ 6 . 1
$ 7 . 5

$ 9 . 1
$ 1 1 . 0
$ 1 2 . 7



21312

1355 

17 09 
2117 
2 6 0 7  

3 1 8 3  
3 6 6 9

$ 4 . 1

$ 5 . 1

$ 6 . 4

$ 7 . 8

$ 9 . 5
$ 1 1 . 0

2 0 1 3

1121
1 4 3 1
1 7 8 9
2222
2 7 3 2

3 1 6 1

$ 3 . 4

$ 4 . 3
$ 5 . 4

$ 6 . 7

$ 8 . 2

$ 9 . 5

2014

9 1 6

1 1 8 3
1 4 9 7
1 8 1 1
2 3 7 0
2 6 9 8

$ 2 . 7
$ 3 . 6

$ 4 . 5
$ 5 . 4

$ 7 . 1
$ 8 . 1

2 0 1 5

7 3 6
9 6 6

1 2 3 8
1 5 1 5

19 3 1
2 3 4 0

$ 2 . 2

$ 2 . 9

$ 3 . 7
$ 4 . 5
$ 5 . 8

$ 7 . 0

2 0 1 6

583

776
1011
12 5 3
1616

1907

$ 1 . 7

$ 2 . 3

$ 3 . 0
$ 3 . 8
$ 4 . 8

$ 5 . 7

2 0 1 7

4 5 3

6 1 5

8 1 3
1 0 2 4

1 3 3 7
1 5 9 6

$ 1 . 4  

$ 1 . 8  

C 4 
$ 3 . 1  
$ 4 . 0  
$ 4 . 8

2 0 1 8

346

478
644
8 2 2

1 0 9 2
1 3 2 0

$ 1 . 0
$ 1 . 4

$ 1 . 9
$ 2 . 5

$ 3 . 3
$ 4 . 0

2 0 1 9 2 0 2 0 2 0 2 1 2 0 2 2 2 0 2 3 2 0 2 4

258 189 127 85 54 35

365 273 199 134 90 56

500 382 2 8 5 208 141 94

651 5 0 6 3 8 6 289 2 1 1 1 4 2

877 695 5 4 0 4 1 2 308 225

10 7 8 8 6 6 6 8 6 5 3 3 407 304

$.8 $ . 6 $.4 $ . 3 $ . 2 $ . 1

$ 1 . 1 $ . 8 $ . 6 $.4 $. 3 $ . 2

$ 1 . 5 $ 1 . 1 $ . 9 $ . 6 $.4 $ . 3

$ 2 . 0 $ 1 . 5 $ 1 . 2 $ . 9 $ . 6 $ . 4

$ 2 . 6 $ 2 . 1 $ 1 . 6 $ 1 . 2 $.9 $.7

$ 3 . 2 $ 2 . 6 $ 2 . 1 $ 1 . 6 $ 1 . 2 $ . 9

2 0 2 5

20
37

59

95

152
222

$.1

$ .1
$ . 2

$ . 3
$ . 5

$ . 7



2 0 2 6  2 0 2 7  2 0 2 8  2 0 2 9  2 0 3 0  2 0 3 1

11 6 3
22 12 6
38 23 12

60 39 23
101 64 42

150 1 0 0  63

1 0  0 
4 1 0
7 4 1

12 7 4

24 13 7
41 24 13

$ . 0 $ . 0 $ . 0

$ . 1 $ . 0 $ . 0

$.1 $ . 1 $ . 0
$.2 $ . 1 $ . 1
$.3 $ . 2 $ . 1
$ . 5 $ . 3 $ . 2

$ . 0 $ . 0 $ . 0
$ . 0 $ . 0 $ . 0
$ . 0 $ . 0 $ . 0
$ . 0 $ . 0 $ . 0
$ . 1 $ . 0 $ . 0
$ . 1 $ . 1 $ . 0

2032 2 0 3 3 2034

0 0 0

0 0 0
0 0 0

1 0  0 
4 1 0
7 4 1

$ . 0 $ . 0 $ . 0
$ . 0 $ . 0 $ . 0
$ . 0 $ . 0 $ . 0
$ . 0 $ . 0 $ . 0
$ . 0 $ . 0 $ . 0
$ . 0 $ . 0 $ . 0
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MEMORANDUM 

October 17,1984

TO: House Minority Caucus members

FROM: Rep. Ronald L. Larson

by Gene Annas, I.A.

RE: Report on State Special Committee on Alaska Longevity Bonus Program

Enclosed is a summary of the meetings which were held by the Special 

Gommittee on the longevity Bonus Program.

These meetings were held on August 1st, Sept. 6th, and October 12th, 1984, 

in the Conference roan at the Legislative Information Office, 1024 W. 6th Ave., 

Anchorage, A K  99501

I



August 1, 1984

Oonndttee members present were: Jay Hairmond, Chairman
Senator Bill Ray, Vice Chair

Senator Jay Karttula
Rep. Al Adams

Marsha Hubbard

Lisa Rudd
Olga Steger

Robert Kallenberg
Gene Annas, Aide/ Rep. Ron Larson

Agenda and speakers in order of appearance follows:

1. History of the Longevity 3onus Program

Marian Schaeffer, Administrator of Longevity program gave a brief history 
of the program. She stated that in 1972 there were 4,200 recipients over 

65 with 25 years residency who received $100/month.

The recipients have grown to 10,000 as of May 1, 1984. The increase amount 
paid is $250/month has cost an additional $10,000,000 annually. The program 
is now restricted to age 65 and one year residence. The recipient must apply 
monthly for benefit. A  new bill passed May 1, 1984 and will end in June, 1985.

Projected recipients as of Aug. 1, 1984 is 13,099. The new bill calls 
for retroactive payments up to Sept., 1984.

Former Senate’' Clem Tillion commented that the Longevity Bonus was set up 

to motivate senior citizens to stay in Alaska, and was to cover essentially 
the cost of living.

2. Legal Problems with the program 

Mr. Bob Maynard

The approach used to cut down the first Longevity program was based on 
"Equal protection." The previous longevity program was in the black area 
legally, and the one now is in tne white area, and preferr ably the one to be 

adopted should be in the gray area.

Mr. Maynard feels that focus should b e  made on the reason for the program, 
which must be legitimate. Criteria of the program must be related to reason.

The problem of residence as a criteria is that once a resident is determined 

they must be treated equally.

Possible approaches:

1. Criteria of hardship to those who have lived in state longer was not 

struck down by the Supreme Court.
2. Find reasons for past contributions by Senior Citizens, i.e.,'the 

precedent has been set by the Federal Government to award a. special group 

like WWII Veterans for their contributions.

-1-
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The meeting of the State Special Committee on the Alaska Longevity Bonus Program
was called to order on August 1, 1984, at 9:30 a.m., by Governor Jay Hamrond,
Chairman.



Problems to cane up with massive screening criteria.

If the court feels the new Longevity Program is trying to get around the 

first opinion, there will be very close scrutiny made of the new program.

Staying away from residency, the new program will be less vulnerable. Use 

residency as criteria, and not as ultimate purpose.

Sen. Bill Ray carmen ted, "The programs, Permanent Fund Dividend, and Longevity 
Bonus programs were challenged out of order and probably the two would have 

stood the test had they been challenged in reverse order,'- i.e., The Longevity 
Bonus were tested first, (Vest vs State of Alaska)

Jon Tillinghast, L.L.B., suggested an option to the Longevity Bonus program, 
and that is a straight annuity where 1/3 of the Permanent Fund is put in to 
sustain the program. This would get the general fund out of the annuity program, 

but does lead to many legal ramifications which need solving.

Sen. Bill Ray carmen ter1., "Any annuity program must be mandatory, and not 
optional."

Rep. Al M a m s  feels the money to support an annuity program should come from 
the general fund,and nco the Permanent Fund. He pointed out that any employee 

in Alaska has the option of getting into an individual or group annuity program 
now. He also feels this proposal of Jon Tillinghast would build another bureaucracy.

Sen. Rick Halford, reported on Sen. Bill 465 on a collective annuity, which 
he said would meet a need rather than a collective program. He felt a new 

program should be prioritized that gives cash for this leaves the individual 

independent of l±e program.

3. Population Projections

Gregg Erickson, Economist, Office of Management and Budget gave a report 

titled, "Alaska's Changing Population; Factors Affecting the Future of the 

Longevity Bonus Program."

Report surtmary:

Since the first Alaska census in 1880, Alaska's elderly population has 

been disproportionately smaller than the national average. This remains so 
today, with three percent of Alaska residents in the over-65 category, 
compared with more than 11 percent of the United States population. The 

direct cause has been the historic tendency of the elderly to leave Alaska.

Studies by the Division of Strategic Planning, Office of Management and 

Budget (0MB) indicate that this longstanding pattern of elderly net out­
migration has ended: 0MB's demographic modeling studies, together with 
analysis of recent census data, Permanent Fund Dividend statistics, and the 
initial applicant response to the newly expanded Alaska Longevity Bonu 
(ALB) suggest that the nr I  out-migration of elderly Alaskans has ceased.
This nay be due to declining out-migration or to compensating in-migration.

When the original longevity Bonus law was adopted in 1972, the drafters 
expressed hope that the legislation would enable "pioneers to remain in and 
continue to serve their state...". If 0MB findings are confirmed by further 

analysis, it may mean that the hopes expressed 14 years ago have—  at least . 

for the present— finally been fulfilled.

-2-
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Other finding of the OMB analysis include:

° The net out-migration of elderly from Alaska declined during the early

1970s from its level in the 1960s, but increased again during the post­

pipeline recession of the late 1970s. This suggests that factors which have 

cane into play most strongly during the 1980s may have been as important as 

the Bonus program in arresting the trend < ' net out-migration. These 
factors may include improved economic con. j.cions, better medical care, 
expansion of other government programs for the elderly, and the generally 
milder winters of the 1980s.

° Analysis of nistoricla data on the populations receiving the Bonus from

1973 tol983 suggests that six to seven percent of the individuals eligible 
for the program did not initially apply for the benefit. OMB estimates 
that an additional two percent of the eligible population never apply for 
the monthyly checks.

° OMB forecasts that the over-65 population of Alaska in July of 1985 will

stand at 16,100, of whom 15,000 will be qualified Bonus recipients.

4. Revenue Projections:

Gordon Harris, Economist, OMB, prefaced his remarks appropriately by 

saying, "Revenue projection is a Black A r t ."

A t  present there is approximately $3.5 bilion annual revenue which will 
remain fairly constant to the end of the century from 1984.
The operating budget is around $2 billion and with a modest 6% annual growth 

increase there would be a disaster time in the mid 1990s for the operating 
expenses would far outstrip the projected revenues.

Mr. Harris mentioned that the initiation of a State Income Tax would add 

approximately $300,000,000 annually.

5, Legislation Review:

Rebecca Burch, Staff Assistant to Commissioner Lisa Rudd gave a review of 

pertinent legislation.

Summary:

1. Hie initial proposal for all residents 65 years old, and 1 year residents, 

is too costly.
2. Phase out program of over 65 year old/ 1 year residence.
3. Phase out program for 65 year old/ 1 year residence, but establish more 

old age benefits.
4. A  stair step program: over 65 in 1985, over 66 in 1986, over 67 in 

1987, and so on. This program wouldn't give much benefit as the death 

rate would overtake the recipients.

Paula Scavera, Staff member, Senator Bill Ray's office presented further 

legislative considerations.

1. Health insurance for elderly.
2. Point system was suggested, however this seem impractical.
3. Grandfathering opening one year and close off, then this would certainly 

be challenged for it includes only a certain group.
4. Nursing home care vs Longevity Bonus.'

-3-



Gov. Jay Hammond summed up with what he called a "Laundry List" of problems 

and considerations against which proposals to resolve the Longevity Bonus issue 
should be measured:

1. IBS taxation questions

2. Supplemental Security Income (SSI) questions

3. Inpact of federal/state assistance programs

4. Limitation of payment (bonus or annuity) to residents, only

5. In any annuity, should there be a limit on number of shares accumulated?
6. If not, should there be a limit on the size of the annuity?

7. Can a phase out of the bonus be accomplished without affecting those 

who would have received the longevity bonus under the original program?
8. How well is the original legislative intent accomplished?
9. Should need be a requirement?

10. Could need be a requirement for only those who would not have received 
the original program?

11. Comparative difficulty of administration
12. Legality

13. Comparative costs
14. Unfunded liability question

15. Impact on permanent fund

17. Impact on general fund

18. What is the "magenet effect" (attracting influx of older persons who 
otherwise would not ccme to Alaska)

19. Should health insurance be an annuity option

20. What is the most acceptable annuity approach?
21 What is the most acceptable needs based approach?

22. What is the most acceptable means of phasing out the program
(stairstepping, etc.)?

23. Relationship, if any, to the pioneer home issue

senator Rick Halford made a  final corrment that any program to oe considered 
should have a cash benefit to the senior citizen as this would make the 

benefit independent to the individual.

Marsha Hubbard, Ooirrnittee member made some conments about an optional program 

entailing a negative income tax approach. She pointed out that ALB program 
is set up for senior citizens now, but does not allow for u p  coming generations.

Meeting adjourned, 4:15 p.m, August 1, 1984



September 6, 1984

Committee members present were: Jay Hammond, Chair

Senator Bill Ray, Vice Chair
Senator Jay Kerttula
Rep. Al Adams
Rep. Ron Larson

Marsha Hubbard
Olga Stager

Robert Kallenberg

The meeting opened with the introduction of Committee Member Ron Larson and 

Susan Blumenshine, Secretary for the Special Committee for the Alaska longevity 

Bonus Program.

Thomas Terry, attorney with Morrison & Foerester, San Francisco, CA, was introduced 

to the Committee. He represents the firm in regards to IRS issues, a major concern 
to the Committee. Governor Hammond stated that Morrison & Foerster was selected 

after the Committee's discussion at the last meeting at which time they had 

asked John Katz, Special Counsel to the Governor in the State's office in 
Washington, D . C . , to list those law firms that could provide the tax counsel 
to the Committee. Morrison & Foerster was ranked as one of the top two on 

the list.

A t  this time, the thrust of the Committee appears to be that an annuity should 

be first focused upon.

Otto Lowe of Kidder-Peabody, and Daniel Carpenter of Benefit Concepts presented 
suggestions and concepts they thought might be pertinent to the program. Kidder-
Peabody is a major U.S. based international investment bank that performs a
number of financial services and investment services. Benefit Concepts is a 
N e w  York based, large advisory firm to major corporations which Kidder-Peabody 

deals with in regard to pension plans. Mr. Carpenter outlined their joint 
proposal for a three point program to help fund the Longevity Bonus Program 

in the future.

Mr. Carpenter stated that they were not giving the presentation as a finalized 

plan for the program, but to apply for a job to develop such a program. The 

basic program they discussed was:

1. Formation of a consortium of insurance companies that would allow funds

invested by the State to fund the Longevity Bonus to earn high interest rates 

for a long period of time. A  group of insurance companies, chosen for their 
financial stability and their ability to back up premises they make, will allow 
the State of Alaska to get a higher rate of return than government securities 
or bank CD's and yet have the same sort of financial security of principal.
Alaska has to determine what is necessary rate of return for funding this program. '

2. Part II of the program ties directly to the annuity concepts which have 
been expressed to this Committee before. The idea of voluntarily having each 

Alaskan decide, o n  his own, if he wants to defer part of his Permanent Fund

The meeting of the State Special Comnittee on the Alaska Longevity Bonus Program
was called to order on September 6, 1984, at 9:30 a.m., by Governor Jay Hammond,
Chairman.
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dividend check toward a retirement annuity that is tied into the Longevity Bonus.

3. Part III is probably the most complicated and visionary. It requires that 
people have an understanding of where we are going 15,20 or 30 years into the 

future. Kidder-Peabody could design a special type of investment insurance policy 
where the State is the owner and beneficiary of the investment policy or citizens 

receiving the Longevity Bonus. At the time of death, a pet son's policy earnings 
would revert to the State. The Committee concluded that die Kidder-Peabody 

proposal warranted further exploration.

Governor Harmond introduced Mr. Jon Wolfe of the Older Alaskans Commission, 

and Rhonda Montgomery and Kyle Kercher of the Pacific Northwest Long-Term Care 

Center. They are going to be involved in an extensive survey of Longevity Bonus 
recipients, which is being aided by the Pacific Northwest Long-Term Care Center 
and offered to share the results of that infr .nation with the Oonmittee. The 

survey would look at older Alaskans and their conditions and needs are.

The survey is the first of a major piece of research in which data will be 
plugged into a tracking system, where the OAC and Pacific Northwest Center can 

look at the services that older Alaskans have and use. Initial data from the 
survey should be available sometime in December, 1984.

Paula Scavera, Researcher for Senator Ray, presented a draft bill for Senator 

Ray. The bill proposes a semi-true annuity option, which functions much like a 
commercial annuity. Each year an amount of a persons Permanent Fund dividend, by 

choice, would be credited to his annuity account and the money itself would 
remain in the Permanent Fund and when the person reaches 65, he would receive 

an annuity based upon the principal and earnings credited to his annuity account. 
Annuity accounts would not replace the Longevity Bonus for those who are now, 

or near, 65, because the annuities would not make that much money. Eventually, 
the general fund would be left with a $0 amount because the annuity account 
would be making the target amount. However, up until this time there would 
be an unfunded liability to this program. This proposal would eventually 
phase the Longevity Bonus Program out approximately in the year 2003. If a 
person moved cut of the State they would no longer qualify to receive those 
annuities and when that person dies, the State would be the beneficiary of 
accumulated funds. Two major points are 1) that it would be an individual 
decision to put money into annuity and would be based on each personal dividend; 

and 2) the general fund obligations would gradually zero out, but until this 
time there would be an unfunded liability.

Governor Harmond presented the third proposal (HB 700). Fran the money that 
is now distributed under the Permanent Fund Dividend Program, HB 700 would 
create two pools: one a dividend pool and the other, a much smaller annuity 
pool. A  person could choose to receive either the dividend or an annuity 

share or credit. At age -a person's annuity would be predicated on the value 

of that share for that given ear times the number of shares held. The major 
feature of this proposal is -L.-k . ~ does not diminish the dividend.

Senator Kerttula moved that the Oammittee allocate $12,500 to retain Mr. Jon 

Tillinghast. The motion was seconded and so ordered.

-6-



The next item on the agenda was to decide whether or not to allow Kidder- 

Peabody to begin work on developing their product for the Longevity Bonus 
Program. For $24,500, Kidder-Peabody agreed to have a concrete proposal put 

together. Governor Harmond wanted to make it clear to Kidder-Peabody that if 

the Conrnittee allocated $24,500 for phase one of their program, they m a y  not 

have the funds to go into phast two, they would only be able to recommend it to 

other bodies. For that $24,500, the first phase for Kidder-Peabody would be to 

develop a product that insurance companies will agree to. The second phase 
would be to obtain committments from insurance companies based on ^CJimittee 

specifications.

After discussion, Senator Ray trade a motion to direct the Department of 

Administration to negotiate a contract to investigate alternatives for the 
funding of the longevity Bonus. The motion was seconded by Marsha Hub b ard and 

so ordered.

Senator Ray's second motion was to allow no more than $24,500 of funds be 
allocated for this contractual arrangement. It was seconded, there were no 

objections, and it was so ordered.

Governor Hammond mentioned a letter the Committee received from Governor 
Sheffield regarding the Pioneer Hem issue. The Cofimittee was asked to look 

at the if -jue and see if they have an;1 recommendations as to how to offset any 
potential legal determinations relevant to that issue. He then asked Deborah 

Vogt about renaming the Pioneer Home Program to the Alaska Territorial Pioneer 
Home Program and open it to everyone with preference granted to those who were 

here in Alaska under territorial status and what legal implications could arise. 

She stated that she would have to go back to the statutes, but she thinks the 
court would say that the territorial residents would have precedent over post­
territorial residents. Governor Harmond asked her to look into it further and 

let him know. Al Alains suggested, that the Oomnittee can address the Pioneer 
Home issue after there is a solu ion to the Longevity Bonus Program.

With,', no other discussion, the meeting adjourned.
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October 12, 1984

Hie meeting of the State Special Committee on tie Alaska Longevity Bonus Program
was called to order on October 12, 1984, at 9:30 a.m., by Governor Jay Hammond,
Chairman.

Comnitte members present were: Jay Harmond, Chairman

Senator Bill Ray, Vice Chair

Senator Jalmar Kerttula

Rep. Ron Larson
Lisa Rudd

Marsha Hubbard
Olga Steger
Robert Kallenberg

A  financial summary was reported in a memorandum from Mil Zahn, Committee 

Assistant.

The Committee1 s contracts for specialized consulting are in the signing stages 
with Morrison & Foerster, Benefit Concepts, Inc. (jointly with Kidder- 
Peabody) and Jon Tillinghast. These contracts will be updated at next 

meeting.

Benefit Concepts, Inc. advises that they do not plan to attend the October 12th 
meeting, because there will be little progress to report in such a short time. 

They will make a presentation at the Committee1 s November meeting. The 
contract with Benefit Concepts has been worded requiring Benefit Concepts to
have a written package by November 30, 1984 so that the Committee will have
some reference material in hand as recommendations are developed for the

legislature by February 1, 1985.

Draft Annuity Bills

Consideration of three annuity options on the basis of (A) State law Issues,
(B) Tax Issues, (C) A  "Laundry List" comparison was presented.

A. State Law Issues

Jon Tillinghast, Attorney, and Deborah Vogt, Assistant Attorney General, 
on the request o f  the Committee analyzed three proposed annuity options 

with an eye toward possible constitutional issues. The three proposed 

annuity options were:

1. SB 465, introduced on February 13, 1984 by Senator Rick Halford and 

eight co-sponsors;

2. HB 700, which was originally introduced at Governor Hammond's request 

by the House Rules Gomnittee on March 14, 1984, and which has 
recently been amended in accordance with Governor Hammond's 

instructions, and

3. A  July 24, 1984 draft referred to here as the "Ray option".



T

The memorandum submitted by Mr. Tillinghast, and Ms Vogt, in summary stated 
that they concluded in their recommendation that, if the commiLtee wishes to 

pursue and annuity option— it employ the "Ray option" as its principal vehicle.
In order to avoid difficult constitutional problems, the bill should be 

amended to allow receipt of annuities by non-residents, although the conmittee 
nay wish to consider a reduction in those annuities based upon actual cost 

of living differential, and increased administrative costs.

B. Tax Issues

Thomas D. Terry, Attorney, Morrison & Foerster submitted a report to 
the conmittee analyzing the three annuity options as to possible tax 

liabilities.

The report concludes that none of the three proposals is sufficiently 

grounded in reliable and directly relevant authority to ensure that 
favorable tax treatment of the annuity credits provided for by the 

proposals could be obtained. As noted, Morrison & Foerster believe 
Governor Hanmond's proposal offers the best hope for avoiding application 

of the constructive receipt doctrine because of the potential for credits 

to achieve greater values than the dividends goregone to receive the 
credits. Senator Ray's proposal also offers some hope because of the 
possibility that dividend amounts invested as annuity credits in the 

Permanent Fund might produce a significantly greater return than 
individuals could obtain by investing dividends themselves. Each of 
the proposals also offers a small chance of obtaining favorable tax 
results on the prior election and Section 72(h) grounds. All of these 

arguments, however, involve extensions of existing lines of authority to 
an entirely new area and cannot therefore be relied upon.

It is suggested by Mr. Terry that after the Conmittee and its advisers have 
had an opportunity to consider his letter that the several legal 
consultants to the Conmittee hold a work session with a view to making 
recommendations for strengthening the proposals from a tax standpoint.

C. Comparisons of annuity options

Governor Hairmond's, "Laundry List" was given to Canmitte members, and 

some copies were distributed to audience.

This Laundry List was to be used as a guide to compare HB 700 Concept - 

"Annuity Pool" funded by 1/3 of money to be distributed from Permanent 
Fund earnings and the "true annuity" concept and each was to be 
weighed on a scale of 1-10, the higher the number the more favorable 

the value.

-9-
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Marsha Hubbard bought up a question affecting people now receiving Social 

Security, Medicare, Alaska public assistance, whether or not these people 
could be harmless from the Annuity or Longevity Bonus Program.

Lisa Rudd suggested that the next meeting focus in on costs. The Dept, of 
Administration is much concerned with this approach and recommendation to 
the legislature. The conmittee1s back-up reasoning should be included in 

any recormendation proposals.

Lisa Rudd also mentioned that in her job presenting requests for Federal 

assistance has became quite difficult due to the Permanent Fund Dividend 

program. The case of giving people the money is being negatively viewed by 
other states and the Federal Government. She feels that to lock in Permanent 

Fund dividend to the Longevity annuity could be questioned, and that 

it may be more adviseable to support the annuity through the general fund.

Other Business

Same public testimony was given, and participation was mainly from senior 

citizens and those directly interested in senior citizen groups.

After public discussions, meeting adjourned.
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MEMORANDUM 

September 29, 19S4

TO: All Members
House Minority Caucus

FROM : Denise Zachary, A.A dJU
■kt

RE: Alaska Longevity Bonus

In a recent speech given by Governor Sheffield, he predicted that the 

annuity program would replace the longevity bonus program. This replacement 
program for the longevity bonus program was pushed by Halford last session and 
Hammond prior to that.

I have attached draft legislation, a sectional analysis, and annuity value 

charts for your information.

The Task Force on ALB has held meetings once a month during the interim, 
the next one being October 12th at 9:30 AM in Anchorage. Ron Larson is the 
minority member on the special committee.

As you know, the Task Force must have draft legislation, costs of alternate 
programs, opinions from ALB recipients, and sources of funding for the 
alternative programs and report their findings to the Legislature and Governor 

by February 1, 1985.

A contract has been given to Kidder Peabody, one of the largest investment 
firms in the United States and considered an expert on annuity programs, to 

analyze options and suggest a legally acceptable program for Alaska. The cost 
of the contract to the state is $24,000. Mr. Peabody will give his presentation 

to the Task Force at the scheduled November meeting.

I have also attached a newspaper clipping from the Anchorage Daily News and 

a impact paper from the Office of the Governor. One year ALB recipients are 

having their bonus payments counted as income effecting their public assistance 

benefits. This enactment by the federal government was pushed by our Sen. 
Stevens at the urging of Reps. Adams and Hayes. 25 year resident recipients 
were "grandfathered" in so Medicaid benefits are not effected. 36 nursing home 
residents and approximately 500 senior Alaskans will have to make a choice: 
monthly bonus checks OR Old Age Assistance and Medicaid.
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IN THE LEGISLATURE OF THE STATE OF ALASKA 

FOURTEENTH LEGISLATURE - FIRST SESSION

A BILL

For an Act e n t i t l e d :  "An Act e s t a b l i s h i n g  an annu i ty  program; amending the
longevity bonus program and the permanent fund divi­

dend distribution program; and providing for an

effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 37.13 is amended by adding a new section to read:

' v Sec. 37.13.147. ANNUITY ACCOUNT. (a) The annuity account is

established as a separate account in the Alaska permanent fund.

Notwithstanding the provisions of AS 37.13.145, an amount equal to the 

permanent fund dividend, as determined under AS 43.23.025, multiplied 

by the number of persons electing to receive an annuity share under 

AS 43.23.005, shall be annually credited to the annuity account.

(b) Money in the annuity account shall be invested in invest­

ments authorized under AS 37.13.120. The annuity account shall be 

credited with earnings at an interest rate equal to the average rate 

of interest earned on the Alaska permanent fund.

(c) The legislature may annually appropriate an amount suffi­

cient to pay monthly annuity payments for the subsequent fiscal year 

under AS 43.23.120 from the annuity, account to the annuity fund 

(AS 43.23.110).

* Sec. 2. AS 43.23.005 is amended by adding a new subsection to read:

(d) A person who is eligible to receive a permanent fund divi­

dend under this section may elect to receive an annuity share in lieu 

of a cash dividend.

1 SENATE BILL NO.
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(i) The permanent fund dividend application form shall be pre 

pared to allow an applicant to elect to receive an annuity share ii 

lieu of a cash dividend.

* Sec. 4. AS 43.23.055 is amended to read:

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

(1) annually pay permanent fund dividends from the dividenc

fund;

(2) adopt regulations under the Administrative Procedure

Act (AS 44.62) that establish procedures and time limits for claiming

a permanent fund dividend; the department shall set the time limit foi 
V
applications for permanent fund dividends so that the number of eligi-

-KT

ble applicants is determined by October 1 of the year for which the 

dividend is declared and permanent fund dividends for a year are paic 

before April 30 of the year following that year;

(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 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 tc 

apply for permanent fund dividendsj_

(5) maintain records of annuity shares for individuals foi 

the purpose of determining annuity payment amounts under AS 43.23.120; 

and

(6) adopt regulations that, to the extent allowable undei

- 2 -



23. 120 so that: an annui ty  b e n e f i t  i s  not taxab le  to an individuc
until it is actually received by that individual.

* Sec. 5. AS 43.23 i s  amended by adding new s e c t i on s  to read:  
ARTICLE 2. ANNUITY PROGRAM.

Sec. 43.23.110. ANNUITY FUND. (a) The annuity fund is estab

lished as a separate fund in the state treasury. The annuity fun

shall be administered by the commissioner and shall be invested by th 

commissioner in the same manner as provided in AS 37.10.070.

(b) The annuity fund consists of appropriations made to th

annuity fund by the legislature.

(c) Money in the annuity fund shall be used to pay annuities t 

eligible individuals under AS 43.23.120.

Sec. 43.23.120. PAYMENT OF ANNUITIES. (a) An individual wh 

holds one or more annuity shares may receive an annuity upon reachin 

the age of 65^

(b) An annuity under this section is a monthly payment durin

the life of the annuitant. The amount of the monthly payment shall b 

determined by the department using a straight life annuity with 

defined .contribution plan.

(c) An individual must be a resident of the state to be eligibl 

' to receive an annuity.

(d) An annuity share may not be assigned, sold, or otherwis 

transferred from one individual to another. An annuity share held b 

an individual is cancelled upon the death of that individual and doe 

not pass to the individual's estate. The right to receive an annuit 

under AS 43. 23.120 terminates upon the death of the person who i 

eligible for the annuity.

(e) An individual does not receive °. 'ester ::*f: rr'y rirht in <=
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provisions of this section the state is not obligated to provi 

annuity payments for annuity shares granted under AS 43.23.005.

* Sec. 6. AS 47.45.010(a) is amended to read:

(a) A person who is 65 years of age or over, who resides in tl 

state for at least one year immediately preceding application for 

longevity bonus under this chapter may apply to the commissioner c 

administration for qualification to receive a monthly bonus [OF $250]

* Sec 7. AS 47.45 is amended by adding a new section to read:

Sec. 47.45.015. AMOUNT OF BONUS. The monthly longevity bonus i 

equal to -$250, increased by three percent each year beginning i 

fiscal year 1987, minus the maximum possible annuity under the annuit 

program (AS 43.23.110 - 43.23.120), as determined by the commissione 

of administration.

* Sec. 8. Section 11, ch. 38, SLA 1984 is amended to read:

Sec. 11. Sections 7 - 9 of this [THIS] Act [AND AS 47.45] ar 

repealed June 30, 1985.

* Sec. 9. This Act applies only to permanent fund dividends for year: 

beginning after December 31, 1985.

* Sec. 10. This Act takes effect January 1, 1986.
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SECTION 1

Establishes the Annuity Account as a separate account within the Alaska 

Permanent Fund. An amount, equal to the permanent fund dividend multi­

plied by the number of persons electing to receive an annuity share, 
shall be annually credited to the Annuity Account. The legislature nay 

annually appropriate the rroney from the Annuity Account to the Annuity 

Fund to pay monthly annuity payments.

SECTION 2

A  person who is eligible to receive a permanent fund dividend nay elect 

to receive an annuity share in lieu of a cash dividend.

SECTION 3

The permanent fund application shall be prepared to allow an applicant 
to elect to receive an annuity share.

SECTION 4

Adds duties to the Department of Revenue to maintain records of annuity 
shares for individuals and adopt regulations (to the extent allowable) 
to structure the annuity program so that annuity benefits are not 
taxable to people until they actually receive the annuity money.

SECTION 5

Establishes the Annuity Fund. Money in the Annuity Fund is appropriated 
by the Legislature to pay annuities. An individual who holds one or more 
annuity shares nay receive an annuity upon reaching the age of 65. The 
annuity will be paid monthly using a straight life annuity with a 
defined contribution plan. An individual must be a resident of the state 
and the annuity is cancelled upon the death of the individual receiving 

the annuity.

SECTION 6

Deletes the dollar amount in the Longevity Bonus program.

SECTION 7

Makes the Longevity Bonus payment $250 plus 3% annum minus the maximum 
possible annuity.



Repealers of Longevity Bonus Program.

SECTION 9

Applies to Permanent Fund dividends for years beginning after December 

31, 1985.

SECTION 10

This act takes effect January 1, 1986.

AT

SECTION 8

V
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(page 1) LONGEVITY BONUS AND ANNUITY VALUES UNDER DRAFT LEGISLATION DATED 7/24/84

PROJECTED 
FISCAL DIVIDEND 

YEAR DISTRIBUTION 
( m i l l i o n s )

PROJECTED 
ALASKA 

POPULATION 
( th ou oa n dB )

ANNUITY
PROJECTED ACC'T BEFORE

DIVIDEND
PAYMENT

ACTUARIAL
GAIN

ANNUITY CURRENT MONTHLY
ACC'T AFTER MONTHLY ALB PAYM’T MONTHLY ALB ANNUITY.

ACTUARIAL ANNUITY PLUS 3% PAYM'T FROM 1986
GAIN PAYMENT ESCALATION GENERAL FUND DOLLARS

1986 2 4 0 . 6 518 46 4 . 48 4 64 .4 8 46 4 . 48 4 . 3 7 250 .00 245 .63 4 . 37
1987 2 6 6 . 2 521 510 .94 1019 .16 1030 .14 9 . 7 0 257 .50 247 . 80 9 . 14
1988 28 8 . 7 524 550.95 1673 .32 1702 .44 16.03 265.23 24 9 .20 14.22
1989 31 5 . 7 528 597 .92 243 6 .73 25 00 .91 23 .55 273 .18 249 .63 19.67
1990 3 5 2 . 9 538 655 . 95 33 33 . 68 3451.47. 32 .50 281 .38 248 .88 25.57
1991 3 9 3 . 4 550 715 .27 437 8 . 66 45 73 .3 4 43 .06 289 .82 246 .76 31 . 9 0
1992 4 3 7 . 2 559 782 .11 • 55 93 .82 5888 .32 55 .44 298.51 243 .07 38 .68
1993 4 8 4 . 1 567 853 . 79 700 0 . 85 7 422 .7 8 69 .89 307 .47 237 .58 45 .9 2
1994 5 3 4 . 1 572 93 3 . 74 862 6 .93 92 09 .53 86 . 72 316 .69 229 .97 53.66
1995 5 8 6 . 6 573 1023 .73 10503 .93 11286 .83 106 .27 326.19 219 .92 61 .93
1996 6 4 1 . 9 586 1095 .39 12638 .18 13668 .72 128 .70 335.98 207 . 28 70 .63
1997 7 0 0 . 5 592 1183 .28 15071 .38 16400 .10 154 .42 346.06 191 .64 79 .81
1998 7 6 2 . 5 596 1279 .36 17841 .32 19526 .93 183.86 356 .44 172 .58 89 . 49
1999 8 2 7 . 3 600 1378.83 20 984 .68 23095 .41 217 .46 367.13 149 .67 99 . 68
2000 8 9 4 . 7 604 1481 .29 24541 .38 27156 .21 25 5 .70 378 .15 122.45 110 .39
2001 9 6 3 . 7 613 1572 .10 28540 .65 31750 .63 298 .96 389.49 90 . 53 121 .5 5
2002 1034 . 7 621 1666.18 33029 .54 369 31 . 44 347 .74 401 .18 53.44 133 .15
2003 1 1 0 7 .7 629 1761 .05 38057 .24 427 60 .7 2 402 .63 413 .21 1 0 . 53 145 .19
2004 1182 . 7 637 1856 .67 43677 .82 49306 . 99 464 .27 425 .61 .00 157.66
2005 1259 . 7 644 1956.06 49953 . 66 56648 .67 533 .39 438.38 .00 170 .59
2006 1338 . 7 652 2053.22 56947 .35 64866 . 10 610 .77 451 .53 .00 183.96
2007 1419.7 661 2147 .81 64727 .32 74046 .60 697 .21 465 .07 .00 197.77
2008 1502 . 7 670 224 2 .84 73371 .75 84290 .27 793 .66 479 .03 .00 212.01
2009 1587 .7 630 2334.85 82963 .15 95703.91 901 .13 493 . 40 .00 226.70
2010 1674 .7 691 2423.59 93591 .89 108404.89 1020 .72 508 .20 .00 241.84
2011 1763 . 7 700 2518 .24 105366.47 122531 .49 1153.74 523 .44 .00 257.43
2012 1854 .7 710 2612.73 118400.06 138221 .89 1301 .48 539.15 .00 273.49
2013 1947 .7 719 2707.03 1 32 8 1 6 . 9B 155635 .23 1465 .44 555 .32 .00 290.01
2014 2042 . 7 729 2801 .08 148753.81 174946 .00 1647.27 571 .98 .00 307.01
2015 2139 . 7 739 2894 .83 166360 .55 196349 .45 1848.80 589 .14 .00 324 .502016 2 23 8 .7 749 2988.24 185802.04 220055 .39 2072 .01 606 . 82 .00 342 . 50

ASSUMPTIONS:

1 .  C a l c u l a t i o n s  h e r e  a s sume  t h a t  no p o t e n t i a l  a n n u i t a n t s  l e a v e  A l a s k a .
2.  A n n u i t y  i s  as sumed t o  b e  p u r c h a s e d  f o r  p a r t i c i p a n t  a t  age 6 r .
3 .  A c t u a r i a l  g a i n  c a l c u l a t e d  u s i n g  a b r i d g e d  1980 l i f e  t a b l e  f o r  t o t a l  p o p u l a t i o n ,  Ak. D ep t ,  o f  Labor ,  1983.
4.  G e o m e t r i c  i n t e r p o l a t i o n  was u se d  t o  p r o d u ce  s i n g l e  y e a r  l i f e  d a t a .
5 .  L i f e  e x p e c t a n c y  f o r  an a ge  65 i n d i v i d u a l  assumed a t  16 .71  y e a r s  as  p e r  ( 3 ) ,  a b o v e .
6.  Annua l  d i s c o u n t  r a t e  a s sumed a t  9 p e r c e n t .
7 .  Annual  i n f l a t i o n  r a t e  as sumed a t  6 p e r c e n t .
8 .  P e rm an en t  Fund C o r p o r a t i o n  d a t a  us ed  f o r  d i v i d e n d s  t h r o u g h  2000,  OMB e s t i m a t e s  t h e r e a f t e r .
9 .  P e rm an en t  Fund d i v i d e n d s  b as ed  on "50%“ s t a t e  r e v e n u e  f o r e c a s t .
10.  P o p u l a t i o n  p r o j e c t i o n  f rom U n i v e r s i t y  o f  A la s k a  MAP e c o n o m e t r i c  model  b a s e  c a s e  o u t p u t .
11 .  Over -65  p o p u l a t i o n  p r o j e c t i o n s  by  OMB.

D i v i s i o n  o f  S t r a t e g i c  P l a n n i n g ,  OMB, 9 / 4 / 8 4 .
. *



LONGEVITY BONUS... (pago 2)

PROJECTED
OVER-65

POPULATION

CURRENT
DOLLAR

STATE
EXPENDITURE

( m i l l i o n s )

CONSTANT 
1986 5 

STATE 
EXPENDITURE 

( m i l l i o n s )

16744 49 .3 5 4 9 . 3 5
17768 52.83 4 9 . 8 4
18769 56 .13 49 .9 5
19828 5 9 . 40 4 9 .3 7
20913 6 2 .4 6 49 .4 7
21908 64 .87 4 8 . 4 8
22849 6 6 . 65 4 6 . 9 8
23861 6 8 . 03 4 5 .2 4
24799 68 .44 4 2 . 9 4
25891 68 .33 4 0 . 4 4
26863 66 .82 37 .3 1
27692 63 .6 8 33 .55
28657 59 .35 29 . 49
29556 53 .08 24 . 8 9
30511 44 .83 19 .83
31459 34 .18 14 .2 6
32440 2 0 . 80 8 . 1 9
33448 4 . 25 1 . 5 8

.00 .00



■CALCULATION OF ACTUARIAL GAIN (page 1)

ANNUITANT’ S
NUMBER

SURVIVING PROJECTED
AGE IN FROM INITIAL DIVIDEND

1986 10 0 .0 00 PAYMENT
— 1— —  2—

35 93876 4 6 4 . 4 0
36 93657 51 0 . 94
37 93439 55 0 . 95
38 93222 5 97 .9 2
39 93005 6 55 .9 5
40 92788 7 15 .2 7
41 92450 782 . 11
42 92112 8 53 .7 9
43 91776 9 3 3 . 7 4
44 91442 10 23 .73
45 91108 10 95 . 39
46 90747 11 83 . 28
47 90388 12 79 . 36
48 9C030 13 78 .83
49 89674 1481 .29
50 89319 15 72 .1 0
51 80634 16 66 .18
52 88054 17 61 .05
53 87428 1856 .67
54 86806 1956 .06
55 86189 20 53 . 22
56 85285 2147 .81
57 84391 2 24 2 . 84
58 83505 233 4 .85
59 82630 24 23 .59
60 81763 25 18 .2 4
61 80380 261 2 .73
62 79021 270 7 .03
63 77685 28 01 .0 8
64 76371 28 94 . 83
65 75080 2 98 8 .2 4

VALUE OF COHORT ACC'T 9 65
VALUE OF SURVIVING INDIVIDUAL’S ACC’T @ 65 
MONTHLY ANNUITY

-ANNUAL ADDITIONS TO COHORT ACCOUNT VALUES

AGE AGE AGE AGE • AGE AGE
65 64 • 63 62 61 60

34873065 .64 35472895 .30
38361412 .67

36083042.41
39021243 .28
41365641.22

36703684.21
39692423 .22  
42077145 .68  
44891583 .33

37335001 .27
40375147 .71
42 800 888 .29
45 663 735 .32
49248572 .49

37977177.22
41069615 .32
43537079 .54
46449168 .60
50095666.31
53702676.36

348 73065 . 64  77342616 .30  127819419 .51  187768463.79 259136650 .97  343366300 .60
4 6 4 . 4 8  1030 .14  1702 .44  25 00 .9 1  34 5 1 .4 7  45 73 .34

4 . 3 7  9 . 7 0  1 6 . 03  23 . 5 5  3 2 .5 0  4 3 .0 6



CALCULATION OF ACTUARIAL CAIN (page 2) CALCULATION 0

AGE
59

30 37 97 09 . 75
4 1 7 76 0 2 0 .0 2
4 42 8 59 33 . 55
47 24 8 11 1 .6 3
5 09 5 73 30 . 46
5462 630 2 . 43
5 8 7 20 8 8 7 .3 0

AGE
58

38786508 .85  
42218825 .81  
45047668 .13  
48060796 .78  
51833815 .56  
55565976 .59  
59730908 .47  
64102694 .89

AGE
57

39197619 .75
4266 6316 .96
4 552 5143 .10
4808 7460 .42
'52725376.53
56521732 .12
60758302 .38
65205285 .15
70105293 .71

AGE
56

39 613 008 .15
43 118 551 .22
460 07670 . 99
49405634 .61
53632272 .60
57 493 927 .00
61 833 367 .35
663 26840 . 39
71311130 .91
7686 200 3 . 49

AGE
55

40032960 .23  
43575578 .85  
46495329.44 
49S29301 .99 
54200738 .68  
58482844 .00  
62866408 .84  
67467686 .79  
72537708.97 
78184058 .63  
82212068 .26

/GE
54

40319590 .00
44037450.67
46988148 .65
50458518 .05
54775230 .05  
59102722 .80  
63947734.53 
6862B156 .13  
73785384.63 
79528853.61 
83656662.52 
88840439 .19

AGE
53

40608271 .99
44352751 .97
47486191.41
50993344 .44
55355810 .64
59729171 .90
64625537.49
69808586 .07
75054520 .78
80896779 .56
85095588 .33
90368527 .89
96054530.20

AGE
52

4089 902 0 . 89  
44670310 .77  
47826185 .15  
515 33833 . 58  
55942544 .99  
60 362 260 .94  
65310524.71 
7 0S 4 8 5 1 O . i l  
76345486 .54  
82288234 .35  
86 559 264 .20  
919 22900 . 29  
97706703 .96  

103522806 .67

AGE
51

411 918 51 .5 2
449 901 43 .2 4
481 686 13 .2 0
5190281 3 .8 5
5653549 8 .3 3  
6100 206 0 . 29
660 02772 . 33
7 12 9 627 6 . 86
771 546 97 .3 3  
83 70 3 62 2 .6 9  
8004 811 5 . 84  
93 50 40 08 . 47  
9938 729 5 . 72

105303437 .57
111215357 .62

AGE
50

414 86778 . 76  
4531 226 5 . 66  
485 134 92 .9 7  
5227 442 9 . 92  
5694 028 3 . 70  
616 486 41 .0 9  
667 023 57 .3 1  
72051969 .43  
779724 85 . 22
8459082 4 .7 7  
89 56 25 76 . 28  
95 11 23 12 . 30

10109679 4 .2 9
10711469 5 .9 8
1 13 12 830 3 . 26
116033598 .69

44 20 9 5 1 7 7 . 9 0  557301965 .25  6914514 85 .28  84741490 3 .2 0  1026247686 .7  1231319590.3 1466081599 .1 1734003100 .7  20 3 888 83 09 .8  2383837205 .3
5 88 8 . 3 2  7422 .78  92 09 .53  11286 .83  13668 . 72  16400 .10  19526 .93  230 95 . 41  27 15 6 . 21  31750 .63

5 5 .4 4  69 .8 9  86 . 7 2  106 .27  1 28 . 70  154 .42  18 3 .86  2 17 .4 6  2 5 5 . 7 0  298 .96



F ACTUARIAL GAIN (pace 3) CALCULATION OP ACTUARIAL G

AGE
49

4 1 6 5 16 5 3 . 5 7
4 56 3 6 6 9 4 . 4 3
48 86 0 8 42 .0 3
52 64 8 70 6 .7 1
57 34 79 67 . 27
62 09 0 0 35 .7 7
6 7 4 09 3 5 7 .4 2
72 81 5 6 71 .8 3
78 79 8 9 4 1 . 1 0
8 5 4 8 74 3 0 .6 1
9 0 5 1 18 7 9 .3 3
9 67 4 8 2 7 9 . 5 6

10 28 35 696 .8 7
1 0 8 9 5 7 1 0 8 . 7 2
115 07 4 15 2 .2 9
120 06 3 82 0 .6 3
1 2 5 09 7 0 62 .8 0

AGE
48

AGE
47

AGE
46

AGE
45

AGE
44

41817183,
45818061
49210678
53025663,
57758569,
62534590,
67891997,
73587468.
79634156,
86393539 ,
91471244,
97773746,

104604509.
110831211,
117053470,
122128963.
127248778.
132219580.

96
86

62 41983371,
64 46000149,
05 49406248,
25 53405318,
79 58172112,
76 62982328,
93 68378094

74114343,  
80478225,  

86 87309253,
36 92440778,
23 98810082,
23 105713246.  
64 112737549,  
64 119066834.  
14 124229626,  
96 129437505,  
29 134493806.

139398926,

51 42150219 .85
63 46182961 .27
82 49602596.81
75 53617559 .66
16 58588615 .43
70 63433272 .37
07 68867670 .58
78 74644990 .95
35 81054436 .92
26 88234672 .60
01 93420588 .06
16 99857402.56
65 106833735.94
83 113932492.01 
01 121114827 .98  
88 126366422 .81  
43 131663878 .82 
40 136807150 .05  
22 141796639 .76

146860677 .02

42317731,
46366499.
49799725,
53830644.
58821455,
63887444.
69360752,
75179437.
81634774,
88866419,
94410783,

100915823,
107966101,
115140099,
122398563,
128539972,
133928546,
139160284,
144235594,
149386735,
154155822,

27 42472657 .60
42 46550766 .99
12 49997636 .85
05 54044575 .27
55 59055221.02.
73 64141343 .21
39 69857364 .58
47 75717710 .54
07 82219266 .35
12 895026 88 . 86
45 950867 49 . 96  
84 101985463 .68  
67 109110469 .71  
78 116360507 .37 
67 123695906 .10
43 129902409 .66 
66 136232167.63 
07 141553892.88 
87 146716500 .91
46 151956243 .05  
09 156807359.74

161257301 .06

AGE
43

42628151 .11
46721190 .57
50196335.11 
54259356 . 68
59289915 .50  
64396250 . 72  
70134988.44
76259837 .57
82807943 .50  
90143514 . 18  
95767556 .30

1C2715663.73 
110266967 .28
117593850.47 
125006999.49 
131279287.81 
137676136 .96  
143988672.66
149240079.47  
154569947.12 
159504504.84 
164030986.80  
168392113.43

AGE
'42

42 78 42 13 . 90
468 92238 . 07
50380105 .22
54474991.67
59525542 . 70  
64652171 .28  
70413715 .62  
76562905 .83  
83400835 .49
90788927 .71  
96453237 .09

103451091.90
111056461.61  
118840266.17  
126331989 .58  
132670759 .94  
139135411.38  
145514855.71 
151807064 .52  
157228607 .88  
162248041 .83 
166852380 .98
171288520.61 
175300758 .82

AGE 
41

429 408 48 .0 3  
470639 11 . 79  
505645 48 . 10
54674426 .04  
5976210 6 .3 2  
6490 910 8 . 90  
7669 355 0 . 50  
768 67178 . 54  
83732283 .17  
914 38962 . 30  
971 43827 . 26

104191785 . 62
111851608 . 59  
1196911 43 . 98
127671023 .68  
134076980 .73  
140610153 .14  
147057215 .28
153416117.27
159932998 .60
165038768.69 
169722304 .18  
174234747 .08
178315997 .28  
181963062 .23

AGE 
40

43098055.60
47236214 .00
50749666.24
54874590.55
59980896.96
65167067 .64
70974497.49
77172660.47
84065048 .08
91802354 .73
97839361.95

104937782 .59
112652448.70
120548113.94
128585128 .34
135498106.53
142100526.16
148615922 .83
155042224.90
161628180 .79  
167877497.09  
172641591 .14 
177231649 .73 
181383098 .97
185092894.79 
189069123.85

2 7 7 2 8 1 2 4 5 3 . 0  3210475136 . 5  37019689 28 . 2  4253182402.2  4870146887 .7  5559419027.3  6328513169 .0  71B5449757.7 81 3 90 388 73 .3  9199664072 .9
3 6 9 3 1 . 4 4  4 2 7 6 0 . 72  493 06 .9 9  56648 .67  64 866 .1 0  74 04 6 . 6 0  84290 . 27  95 7 03 .9 1  108404 .89  122531 .49

3 4 7 . 7 4  4 02 . 63  4 6 4 . 2 7  533 .3 9  61 0 . 77  69 7 . 21  79 3 .66  9 01 .1 3  10 20 .7 2  1153.74



AiN (pago 4)

AGE
39

AGE
38

43199655,  
47409147,  
50935462 
55075487 ,  
60200480,  
65405645 ,  
71256561.  
77479356,  
84399135,  
92167191,  
9822B190,  

105689120,  
113459022,  
121411219,  
129505777,  
136468251,  
143606696,  
150191151,  
156685568,  
163341330,  
169656885,  
175611090,  
100280100,  
184502955,  
188276561,  
192321183,  
196163973,

44 432 99 490 .1 0
02 4751 98 09 .8 5
10 51 121 938 .17
87 552 77 120 .68
60 6042 08 84 .1 7
98 6 645097 .77
00 7151 74 33 .1 4
43 777 87 271 .25
45 8473 45 50 .5 3
34 92 53 3477 .87
54 9861 856 4 . 41
78 106109145 .52  
70 114271371 .64  
68 122280505 .11  
84 130433019 .06
88 137445343 .33  
14 144634897 .73
63 151783076 .79  
18 158346329 .78  
77 165072638 .98
61 171455134 .46  
92 177472450 .34  
24 183380985 .22  
94 187676475 .63
64 191514988 .75  
32 195629179 .43
01 19953806 6 .5 4  

203243807 .11

AGE
37

43400560 . 13
4763073 0 .9 9
51241267 .42
55479491 .67  
60642086 .61  
65885426 .20  
71779260 . 34  
780 720 52 .5 0  
8 50 7 1 2 9 8 . CO 
92901220 .0?
99010489 .67

106530839 . 50  
114725503.56
123156014 .50
131366899 .17 
138429430 .59  
145670461.09
152869820 .00  
160024694 .35
166822297 .90 
173272443 .53
179353538.91  
185324700.29 
190904581.03
194809118.01 
198994074 .31  
202970195 .73 
206739676 .42
2103049 65 . 17

AGE
36

AGE
35

43501866 
47741911 
51360875,  
55608992 
60864098 
66126634 
72042046,  
78357876 
85382746,  
93270423,  
99403972 

106954209 
115181440 
123645455,  
132307465,  
139420563,  
146713438 
153964344,  
161170446 
168590502,  
175109014,  
181254565,  
187289017,  
192928041,  
198159907,  
202416846,  
206461358,  
210295675 
213922289 
217343924,

08 43603409.49
03 47853350 .60
21 51480762.20
36 55738795.33
88 61006168.37
47 66368725.82
10 72305793.92
33 78644746.57
86 85695335.34
73 93611889.21
51 99799019 .11
36 107379261.76  
27 115639188.94 
35 124136841.31 
73 132933275.85 
77 140418793.31 
92 147763884 ."31 
12 155066704.86 
26 162324401.57
02 169797583.78 
86 176965052.61 
76 183175742.21 
43 189274155.01 
15 194972948.59 
53 200260269.23 
63 205898491.92 
83 210012571.23 
99 213912840.08
03 217601832.22 
25 221082320.84

224357295.90

10 37 76 99 332 .  11685093362.  13135005197.  14741916814.  16521758564.
1 38 2 2 1 . 8 9  155635 .23 174946 .79 196349 .45 220055.39

1 3 0 1 . 4 8  1465 .44  1647 .27  18 48 .8 0  2072.01



Elderly may lose state bonu
Continued from Page A-l
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By SHEILA TO O M EY ^ I^
Daily News reporter '

About 414 e ld e r ly  A la skan s 
now rece iv ing w e lfa re  w i l l  
have to choose between th e ir  
$250 lo ngev ity  bonus and w e l­
fa re  b e n e f its  w hen a new  
sta te  regu la tion  goes in to  e f­
fect.

The w e lfa re  b e n e f its  in ­
c lude m ed ica l coverage.

The fe d e ra l g o ve rnm en t 
m ay  e ven  ta k e  aw a y  th e  
choice; th ey m ay have to take  
the lo n g ev ity  bonus in stead  o f 
w e lfa re , even i f  i t  means lo s­
ing M edicaid coverage.

In  add itio n , a spokesman 
fo r the' sta te  D epartm ent o f t 
H ealth and Soc ia l S e rv ices ''

says th a t another 36 e ld e r ly  
A la skan s c u rre n tly  in  nursing 
homes cou ld  fin d  them se lves 
pushed out of th e ir nursing 
homes when M edica id bene­
f its  are cut o ff.

The new  re g u la t io n s  re ­
qu ire  th a t the sta te  lo n g ev ity  
bonus be counted as income 
when considering e l ig ib i l i t y  
fo r w e lfa re  and m ed ica l bene­
f its  — b u t on ly  fo r  people 
added to the bonus program  •, 
as a re su lt o f a recent A la sk a  
Supreme Court decision.

In  la te  October or e a r ly  
November, s ta te  w e lfa re  offi- : 
c ia ls w i l l  beg in  coun ting the

.  ... See Back Page, ELDERLY

$250 as added income fo r old- 
age bene fits recip ien ts who 
get the bonus bu t have not 
been in  A la sk a  for 25 years, 
s a id  Gordon Landes, s ta te  
p ub lic  assistance program of­
ficer. '■

About 414 e lde ry  people 
now get checks of le ss than 
$250 and  , w i l l  h a ve  th e ir  
checks stopped un less they 
g ive  up the bonus, Landes 
sa id .

Some of those people could 
remain e lig ib le  fo r M edicaid 
bene fits i f  th e ir  income to ta ls  
le ss than $942 a month, he 
sa id .

The fede ra l government a l­
ready has begun counting the 
bonus as income in  its  d is a b i l­
i t y  and o ld age program s, 
Landes sa id .

U n til th is year, A la skan s 
65 or o lde r who had been in 
the s ta te  fo r 25 years cou ld  
co llect a $250 m on th ly lon- 
ge ve ity  bonus in recognition 
o f pioneer; residency. Because 
o f an i exemption in fede ra l 
law , the bonus w as not count-1 
ed as income when the e ld e r ly  
app lied fo r  ̂ 'federal, o r . sta te  
bene fits .

E a r lie r  th is year, the A la s ­
ka  Supreme Court th rew  out 
the residence requ irem ent a t­
tached to the bonus program . 
Now anyone 65 or o lde r who 
has :.heen in A la sk a  fo r one 
y e a r  can ^collect the $250 a 
month.

But,, in  a re cen tly ’ enacted 
law , -the- -U.S. - Congress .re ­
fused : to ' change the income 
exemption to conform to the 
n ew . bon u s p ro g ra m ,1 s a id  
Landes.‘A s fa r as federa l o f f i­
c ia ls  ■ are concerned, anyone 
collecting/ the longeve ity  bo ­
n u s .a fte r liv in g  in  A la sk a  le ss 
than '25 years m ust have the 
$250 .deducted from  w e lfa re  
benefits.
' :He sa id  h is  "d e p a r tm en t 

w ou ld  p re fe r not to count the 
bonus as income, bu t a sta te  
law  requ ire s them  to use the

. . . . .  1 s nsam e income fo rm u la s J 
fede ra l governm ent.

Soc ia l S e cu r ity  o ffic ii 
A la sk a  have re fe r re d .t l 
sue back  to a counc il in  1 
ington , D .C ., sa id  Chuck 
d igan , Socia l S ecu rity  A< 
is t r a t io n  m an ag e r fo r 
sta te . , »*■ ; ..

I f  the council,!revers 1 
po licy , i t  a lso w ou ld  ha 
decide i f  those who lo s t 
f i t s  w ou ld  be p a id  ret 
t iv e ly  fo r th a t lo ss, Broi 
sa id , i ■

Anchorage Rep. Don C 
son sa id  T h u rsday .th e  st; 
jum p ing  the gun by. pu 
an emergency regu la tion  
e f fe c t  in s te a d  o f'- g  
through the  u su a l proce 
in c lud in g  p u b lic  hearings 

C lockson, D-Anchorage 
a m ember o f a sp ec ia l1101 
i ty  bonus comm ission , -sa; 
w i l l  a sk  Gov. B ilL 'Sheffie 
stop the deduction s‘"un ti 
tem a tiv e s  can,-be exam 
more fu l ly .
' "When 'w e  , appijqy$d 
lo n g e v ity  bonus th ing , we 
not in tend to giyb'.fdlffe 
ben e fits to  ' 25-year!i resi.d 
than to shorter.-' term  
den ts ,” C lockson sa id ; *'] 

' the departm ent is, do ing it  
C lo ck son ' sa id  .the dej 

ment is  getting,pressure.- lii- <• 1 ^» L  ..-ithe fede ra l government, ■] 
I ’rn no t su re  .the federal'

W a iting  in ''th e  wings!
i r d in e  t o  L a n d p s .  is  a  '"co rd ing to Landes, is  n  ■ 

posed fede ra l regu la tion  
cou ld sp fead the fa llo u t 'f 
thevn£Cv income ru le s td<e 
more o ld e r A laSkans.;'1* 

P re s e n t ly , people.-.wt 
bonus m akes them  in e lig  
fo r M e d ic a id  .-may/iisim 
choose not iu  a p p ly ; fo r : 
bonus. Under, the .new  reg 
tion , Landes sa id , .they wc 
.h a ve ,to  ap p ly ,fo r .1,the boi 
ev m  i f  ’ receiving'- i t  'p us 
m e if income o v e r th e  m 
mum ,’ k i l l in g  their' e lig ib i 
fo r needed m ed ica l benefit.



L O N G EV IT Y  B ONUS IMPACT PAPER 

Effe ct o f New Rules on 

Old A ge  A s si s t a n c e  & M ed i c a i d

T here are c u rr e n t l y  2,609 Old Age A s s i s t a n c e  recipien ts.  At least hal f of 

these people are now receiving L o n g e v i t y  Bonus u n d e r  the o ld 25- y e a r  

r e s i d e n c y rules. The rest are n o w  e l ig ib l e  for the Lo ng e v i t y Bonus u nd e r  

the new rules or soon will be.

Only  the new, 1-year Lo ng ev i t y  Bonus r eci p i e n ts  ar e at risk to see a 

r ed ucti on in t heir federal cash and medical b enefits. W e're e s ti ma t in g  

a p p r o x i m a t e l y  1305 people in this category.

The federal Social S ecu ri t y  A d m i n i s t r a t i o n  is a l r e a d y  trying to id ent ify

V  y e a r  L o n g e v it y  Bonus r ec ip i e n t s wh o a l s o  receiv e Supplemental Sec uri ty 

Income (SSI) payments in o rde r to reduce or cut the ir benefits. Some SSI 

clien ts will lose $230 to $250 of t h e ir  m o n t h l y  s p en dab le income, w hil e 

othe rs will lose their M e d ic ai d  be nef it s as well.

The p o p u la ti o n  at gr eat est  financial risk are pers ons  in Ala sk a nursin g 

homes. We es tim ate  39 people will lose e l i g i b i l i t y  for nu r s i n g home 

co ve r a g e  if t hey are re qui red  by federal o f f i c i a l s  to a ppl y for the 

L o n g e v i t y Bonus.

The po pul at i o n  at second g r e a t e s t  risk are the a p p r o x i m a t e l y  550 Old Age 

A s s i s t a n c e  recip ien ts w ho se  income w it h the L o n g e v i ty  Bonus will m a k e  the m 

i ne lig ibl e for both Old Age A s s i s t a n c e  and Med icaid.

The D ep ar t m e n t  of Health and Social S ervices has sent a strong appeal to

the Social Sec u r i t y A d m i n i s t r a t i o n  v oi cin g our  o p i n i o n  that these persons

should not have to apply for the L o n g e v i t y  Bonus if it will hurt them 

financially. If federal o f f i ci al s  agree wi t h  us, each A la s k a n  c o u l d  at 

least then have a choice betwee n the L o n g e v i t y  Bonus and e l i g i b i l i t y  for 

the o t he r pr ogr ams  (i.e. Me d i c a i d,  Old Age A s s i s t a n c e ,  and SSI). How ever, 

this m ean s that the individual w o u l d  still be a f fe ct e d  financially.

We have e xa mi n e d  the o ther federal public a s s i s t a n c e  pro grams a dm i n i s t e r e d  

by the D e p a r t m e n t  to de t e r m in e the impact of the Lo n g e v it y Bonus and have 

i dent ifi ed two that are s i g n i f i c a n t l y  affected. The Lo ng e v i t y Bonus must 

be c o u n t e d  as income for Food Stamps and Lo w Income Home Energy Assi sta nce . 

Based upon c ur re n t  caselo ads , we e s ti m a t e  tha t 2 , 6 0 0  Foods St amp  h o u s eh ol ds  

and 300 Ener gy As sis ta n c e  h ou seh old s m a y  r ec ei ve  redu ced  b ene f i ts  or lose 

be nef its  e n t i rel y, due to the L o n g e v i t y  Bonus p aym en ts  they receive. Both 

p ro g r am s are 100% fe de ra l l y  funded.



"L AUNDRY LIST" C O M P A R I S O N  FOR D I S C U S S I O N  P URPOSES

JAY H A M M O N D

C ompa ris on of HB 700 C on cep t - " A n n u i ty  Pool" funded by 1/3 of m o n e y  to be 

di st ri but ed fro m P e r mane nt Fund e arn i n g s  and the "true a nnuity" co nc e p t  w e i g h t e d  

on a scale of  1-10, the hig h e r  the number, the more fa v o r a bl e the value.

1. IRS T A XA T I O N QUE STION

Tr ue  a n n u it y pro b a bl y m o r e  v u l n e r a b l e  since an nu it y shares secured through 

relin qui she d d ividends hav e a known v alue and will be ult im at e l y  received 

by the annuitant. On the o t h e r  hand, u n d e r  the a nnui ty pool a p p roac h, 

a nnui ty shares flu ct ua te  in value.

True Annuity: A n n u i t y  Pool:

2. S U P P L E M E N T AL  SOCIAL SEC URITY Q UESTIONS:

Ne i t h er  app roa ch appears to b et t e r  m e et  this qu es t i o n,  hAVE

True Annuity: 5 A n n u i t y  Pool:

3. IMPACT OF F EDER AL/ STA TE A S S I ST A N C E  PROGRAM:

Ne ithe r appears to have a dva nta ge,  hence:

True Annuity: A n n u i t y  Pool:
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4. LI MIT  OF PAYMENT TO R E S ID EN TS  ONLY:

Both do so. However, since the pool a pp ro ac h  uses m o n e y  f r o m  the P er ma nen t 

Fund earnings to augme nt the va lue  of a nnui ty shares far  above the value of 

the rel inquished divid end s and t he ir earni ngs , it w o u l d  a pp ea r  that a 

b e tt er  case could be made to confin e a n n u it y p aym e n t s to state residents. 

U n d e r  the true annuity, the ann ui ta nt ' s  r e li nq ui s h e d d i v i den ds and their 

ea rni ngs  c o nst itu te the en t i r e annuity. No state m on ey  a ugments the 

annuity. However, the L o n g e vi ty  Bonus portio n (State funded) could 

p re su ma b l y  be denied to non -residents.

True Annuity: A n n u i t y  Pool:

5. SIZE  OF ANNUITY:

T ru e A n nuit y in e arl y y e a r s  limits the total an a n n u it a n t  can receive from

both the de c l in in g  Lo ng ev i t y  Bonus and ex pan din g a nn uit y to no m o re  than

$250 per month, plus 3% inflation. A f t e r  the Bonus fades out, the annuity

w ou ld be a produ ct of the v alu e of the rel inq ui sh ed  divide nds , t heir

ea rnings and their number. This is likely to be less than $250 per  month.

A n n u i t y P o o l : The latest revisio n pro poses that the m a x i m u m  an nu i t y  be no

more than $250 per month, plus 3% per annum, plus the value of t ha t years' 

P er man ent  Fund divid end , hence the annu ity  pool w o u l d  p rov ide  an annui ty 

so mew hat  larger than the true a nn uit y plus d ec li nin g Bonus approach.

7. CO M P A R IT IV E A C C OM MO DA T I O N OF  ALL  WHO W OUL D HAVE R E CE IV E D  L O N G EV IT Y BONUS

2



a

UNDE R ORI GIN AL PROGRAM:

True Annuity. Ev er y o n e  who  e le ct e d  to relinquish all d i v i de nd  shares until 

the y e a r  2010 (the y e a r  the Bonus "stai r steps" out) w o u l d  receive the 

e q ui va le n c y  of the old Bonus. Eve ryo ne,  therefore, who  was e li gi bl e  u nd er 

the old p r o g r a m (persons here p r i o r  to 195S) w o u l d  be a c c o m o d at ed  fully.

Of course, pers ons  who failed to r elinquish all d iv id end s w ou ld  receive 

less.

A n n u i t y  Pool. Same

Tr u e  Annuity: A nn u i t y  Pool:

8. IS NEED A FACTOR?

N e i t he r  the true annui ty or pool a ppr oa ch  e mbo die s need. Save to extent 

that both recognize the g r e a t e r  "need" o f  all o ld er  persons who choose to 

remain in Alaska to spend more  m on e y  to meet Al ask a's  f e d e r a l l y  recognized 

exceptional cost of living.

Tr u e  Annuity: A nn ui t y  Pool:

9. C OM P A R I T I V E  D IFF ICU LTY  O F  ADMINI STR ATI ON:

True A n n u i t y  w o u l d  a ppe ar  to have some additional a d m i n is tr at i v e  burden 

since not only w o u l d  annuit y accounts have to be set up fo r all pr osp ect ive  

a nn uit ant s but a decli nin g L o n gev ity  Bonus a cc ou nt  as well.
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True  Annuity: A n n u i t y  Pool:

10. C O M P A R I TI VE  C OSTS FOR T HE  GENERA L FUND:

Since the true a n nui ty requires an annual app r o p r ia ti o n  f r o m  the general 

fund f o r  the d e c l i ni ng  Lo ng ev i t y  Bonus P r o g r a m  until the y e a r  2010, its 

total costs to the S ta te w o u l d  be about $ m il l i o n  mo re  than the

annuit y pool approach. Ho wev er,  even though u n d e r  true a n nui ty all persons 

age 65 and o ld er could receive the e q u i v a l e n c y  o f the full L on ge vit y Bonus, 

the s tair  ste ppi ng d e c l i n e  o f  the L o n ge vi t y  Bonus a p p ro p r i a t i o n s  mo dif y 

this su bst a n ti al l y ,  com par ed to the cost of an o ngo ing  Lo ng ev i t y  Bonus 

Pr o g r a m  open to everyone.

(Please run a tally if total general fund o bli gat ion  until 2010 for the 

d ec lin ing  L on ge vit y Bonus u n d e r the true an nu it y  approach. Ho w does this 

c om par e in cost to m ere ly  c ont inu ing  the L on gev ity  Bonus, but open ing  it to 

all hands? C om pa re d  to the original Bonus Program's p r o sp ec t i v e  costs? 

Co mpa re d to the least co st l y  stair st epp ing  by age p ro p o s e d  in HB 65F?

True Annuity: A nn u i t y  Pool:

11. LEGALITY:

The true a n n u i t y ap pro ach  w ou ld a p pe a r  less legally v ul ne r a b l e  than does 

the pool approach.

U nd er the latter, persons who acq uir ed lar ge r numbers o f a nnu ity  shares by
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vi rtu e of their r el inq uis hin g annual d iv id end s w o u l d,  at age 65, receive 

larg er  annuities. S inc e a c qu is i t i o n s of a n nu it y  shares is now  co nfi ne d to 

residents only, Z o b e l is ts  m igh t make the a r g u m e n t  that since only current 

residents could a cc um ul a t e  shares, the v alue  of an a nn u i t y  is b as ed on 

co m p a ra ti v e  terms of residency. Could this perhaps be offs et by permitting 

anyone, residents or non- res ide nts , to p urchase a nn ui ty  shares at a price 

equal to the set y e a r ' s  Pe r m a n en t Fund divi den d? Ideally, cost of living 

a nn uities should be paid only to those who p hy si c a l l y reside in any "area 

in w hi c h  cost of living e xce eds  the national av er ag e  by more than 20%, as 

d et e r m in ed  by the federal g ov e r n m e nt  and r ef lec ted  in its pay scale to

federal e mpl oyees." This should remove the resid enc y since no one w ou ld  be

denied the op p o r tu ni t y  to u lti m a t e ly  receive the m a x i m u m  bonus. However,

legal council bel iev es it w o u l d  not.

Of course, wi th  the true a nnuity, some persons w o ul d  receive g r e a t e r  

combined annui tie s plus d e c l i n i n g  Longe vit y Bonus payments. Ho wever, since 

in any g ive n year, no ^ne gets more Lon gev ity  B onus than anyone else, it 

w ou l d  a p pe a r  to be less v u l n e r ab le  than the pool a p p r o a ch  w h i ch  p rovides 

varig ate d amounts of m on ey  in excess of the val ue of one 's reli nqu ish ed 

dividends. In e i t h e r  case, permitting both residents and n on- re si d e n t s to 

purchase one annuit y share each y e a r  at a value equal to that yea r's  

divi de nd  should be considered.

True Annuity: A n n ui ty  Pool

12. UNF UNDED LIABI LIT Y QUESTION:
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The annu ity  pool a p p r oa ch  poses no u n f u n d e d  l i a bi l i t y  p r o b l e m  w h a t s o e v e r  

since the amo unt  of the a nn uit y relates to a porti on of the earnin gs o f  the 

Pe rmanent Fund and varies in accordance.

The true annui ty is som e w h a t more v u l n e r a b l e  if a m u l t i t u d e  of age 65+ folk 

come to the State and inc rea sed  the general fund's o b l ig a t i o n  to fund the 

declining Longe vit y Bonus Program. Of  course, in the y e a r  2010 w h e n  the 

Bonus has "stair stepped" out, there w o u l d  no lon g e r  be any possible 

unfunded liability.

T rue Annuity: A n n u it y  Pool:

13. IMPACT ON DIV IDE ND PROGRAM:

The true annui ty w o u l d  in no way reduce the Div i d en d val ue to those who 

opted to receive them rather than a nn ui t y  shares. D i vi d e n d s  w ou l d  be

4 *
precisely the same as they w o u ld  be u n d e r  the e x is ti n g  program.

On the o t h e r hand, since 1/3 of the m o n e y  now going out in di vi d e n d s w ou ld  

be used for the a n nui ty pool, divi den ds for those w ho  chose to receive them 

could be less. H owe ver , they  also could be l a r g e r . C on si der , if m o r e than 

1/3 o f  A l a sk an  residents e lect ed to receive a n n uit y shares rath er than 

dividends, the f ewer than 2/3 of A la s k a n  residents w o u l d  divide 2/3 of  the 

di vid end  dollars a va il abl e f or d ist ribution. A cc o rd i n g l y ,  each wo uld  

receive a larger d iv i d e n d  than u nd e r  the status quo.

Once the mu c h  larger v al u e  of an a nn u i t y  com par ed to a d i vi d e n d is
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re cognized by the public along w it h the h oped for tax sh el te r  a s p e c t s  of 

d iv i d en d re li n q u i s hm en t  is u n de rs too d, it is li kel y large numbers will opt 

to ',elinquis>' ‘W  .: ends on b e h a l f  of annu ity  shares.

Even if such should not occur, since an annuit y pool equal to 1/3 the 

di s t r ib ut e d  m on ey  is more  than s u f f ic ie nt  to provid e all pros pec tiv e 

annuit ant s wit h the e q u i v a l en cy  of the Longe vit y Bonus inflated 32 

a nnually, plus an amo un t equal to the dividend, there will be mo ney  

remaining in the a n nui ty pool w hi ch  could flow into next y ear 's  d ivi den d 

pool for d istr ibu tio n. A dd ed to this could as well be the div ide nds  

reli nqu ish ed by all those wh o opted instead f or  a nnu ity  shares. 

A cc o r d in gl y ,  even if f e wer  than 1/3 of Al as ka ' s  res idents r e li nqu ish ed 

divid end s the di vid en d paid could, af ter  the first y ea r ,  be s i gn if i c a nt ly  

greater.

Example: A s s u r a n c e  180 m i l l i o n  is a vailable for  d i st ri bu t i o n

180 m i lli on for 

Di str i b u ti on

60 m i l l io n f or  120 mi ll io n for

A n n u i t y  Pool Div ide nd Pool

A. If all 180 we r e  used for divi den ds,  as u n d e r  ex ist ing  program, and

500,000 A la sk an s  a ppl ied  for some the d ivi den d w o u l d  be $360.

B. If the a n nui ty pool of $12 0,0 00 were d i st ri but ed among 5 00,000, the 

di vid en d w ould  be 1/3 less or $240.
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C. A ss um e  there are 15,000 e lig ibl e a nn uit ant s, each holding one annuity 

share the f irs t y ear. Si xty  m ill ion  in the a nnu ity  pool divided by

15,000 shares could provi de an a n nuit y of $4 ,00 0 per annum. However, 

since the a nn u i t y  is limited to about $3,4 00 (Longevity Bonus inflated 

by 3% plus e q u i v a l e n c y  of the Pe r m a n e nt  fund Dividend) there w ould  be 

$600 x 15,000 or $9 m il l i o n  remaining in this account.

D. In a d d i t i o n  to the $9 m i l l i o n  left o v e r  in the annuit y pool, w o u ld  be 

the r el in q u i s h ed  d i v iden ds o f  all o pt in g  for  an a nn ui t y  share. While 

s p ecu lat ive , c e r ta in l y  the 15,000 el igi ble  an nui ta nt s  plus m a n y  m ore 

can be e xpe cte d to r el inq uis h t he ir dividends. For example, Al askans 

above the age of 45 w o u l d  receive much g r e a t e r  ben efi ts from 

r el inqu ish ed d ivi den ds,  as w o ul d  those who m ig h t  re cognize tax shelt er 

bene fi ts  by such rel inquishment. If 1/3 of 5 00,0 00 Al as k a n s  did so, 

the $120 m il l i o n  in the d ivi den d pool d iv ide d by the remaining 333,333 

wh o opt f or divid end s w o u l d  y i e l d  the same $360 d i vi d e n d  as u n d e r  the 

e x is t i n g program.

4

E. If y ou add the $9 m i l l i o n  surpl us in C above plus the $240 di vi de n d s  

d el i n q u i s h e d  by 166,6 66 Al ask ans  (almos t a n ot he r $40 m illi on to the 

f ol low ing  y e a r ' s  d iv i d e n d  pool of say $120 mil li on ,  the total for 

d i s t r i b u t i o n  w ou l d  be al m o s t $170 m ill ion  and the 333,33 3 divid end  

recipi ent s could receive a bout  $510 instead of $360 were the exi sti ng 

p r o g r a m  (or true annuity) in effect.

Valu es,  therefo re,  are hard to assign to the two approaches.

True  Annuity : Pool:
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14. IMPACT ON PE RM A N E N T FUND:

Since both pro gra ms key o ff e a rn in g s  o f  the Per ma ne nt  Fund, both w o u l d  

se em in g l y  in crease public a w a re ne s s  and concern for m ai nt a i n i n g  int egrity 

of the fund. E it he r  p r o g r a m  w o u l d  likely exp and  p ub l i c  su pp or t  for 

in creased c on tr i b u t io ns  to the fund. M o r eov er,  each w o u l d  serve to provide 

a no t h e r  first line of d e f e n s e  a ga i n s t  casual inv asi on of the fund for 

political purposes. O n c e  the publ ic received the fund as in pa rt  "pe nsion 

fund," every p ro s p e c ti ve  a n n u i t a n t  w o u ld  m il it a n t l y  d ef en d  a ga i n s t  such 

invasion. This feat ure  of cou r s e  will not appeal to t hose o p p ose d to 

e xp and ing  co nt r i b u t io ns  to the fund or m ai n t a i n i n g  its "no n-p olitical" 

management.

The annuit y pool is t o t a l l y d e p e n d e n t  upon the P e rm ane nt Fund. Th e true 

annuity, on the o t h e r  hand, at least initially, is funded p ri ma ril y by 

general fund m on i e s  and is thus less de pe nd e n t  upon the P e rm ane nt Fund. 

Hence, the values ascribed.

Tr u e  Annuity: A n n u i t y  Pool:

15. What, if any, is c om pa r a t i ve  " m a gn et  effect" of  d ra win g e ld erl y to Alaska ?

W o u l d  ap p e a r the same fo r each.

9



7

"LAUNDRY LIST" OF PROBLEMS AND CONSIDERATIONS AGAINST
WHICH PROPOSALS TO RESOLVE THE LONGEVITY BONUS ISSUE
SHOULD BE MEASURED

P r e p a r e d  by Governor Jay S. H a m m o n d , Chair, State
Special Com mittee on the Alaska Longevit y Bonus P r o g r a m

1. IRS taxation q uestions
2. Supplemental Sec urity Income (SSI) questions
3. Impact of federal/state assistance programs
4. Limita t i o n  of p a y m e n t  (bonus or annuity) to 

residents, only
5. In any annuity, should there be a limit on number 

of shares accumulated
6. If not, should there be a limit on the size of the 

annuity
7. Can a phase out of the bonus be accom p l i s h e d  

w i t h o u t  affecting those who would  have received the 
longevity bonus under the original p r o g r a m

8. H o w  well is the original legislative intent 
accompli shed

9. Should need be a requirement
10. Coul d need be a requireme nt for only those who 

w o u l d  not have r eceived the original program?
11. Compa r a t i v e  d i f f i c u l t y  of admini s t r a t i o n
12. Legal i t y
13. Compar a t i v e  costs
14. U n f u n d e d  liability question
15. Impact on d i v idend program
16. Impact on p e r m a n e n t  fund
17. Impact on gen eral fund
18. W h a t  is the "magnet effect" (attracting influx of 

older persons w h o  otherwise wo uld not come to 
Alaska)

19. Should health in surance be an annuity option
20. W h a t  is the most  acceptabl e annuity approach and
21. W h a t  is the most accept able needs b ased  approach
22. W h a t  is the m o s t  accept able means of p h a si ng out

the p r o g r a m  (stairstepping, etc.)
23. Relationship, if any, to the p i oneer home issue

A n y  p r o p o s e d  a d d i t i o n s  to the a b o v e  l a u n d r y  list s h o u l d  
be s e n t  to V i c e  C h a i r  S e n a t o r  B i l l  R a y ' s  o f f i c e  in 
J u n e a u  for d i s s e m i n a t i o n  to a l l  C o m m i t t e e  m e m b e r s .



BILL SHEFFIELD, GOVERNOR

REPLY TO:
<

JMEPARTMElffT ©F LAW  / □  1031 IV 4th A VENUE 
SU ITE  200
ANCHORAGE, ALASKA 99501 
PHONE: 19071 276-3550

I

OFFICE OF THE A TTORNE V G ENERA L '

J a n u a r y  24, 1584
O l s t  NATIONAL CENTER 

100 CUSHMAN ST.
SU ITE 400
FA IRBANKS. ALASKA 99701 
PHONE: 1907J 452-1568

IS  POUCH K  - STATE CAPITOL 
JUNEAU. ALASKA 99801 
PHONE: 1907) 465-3600

T h e  H o n o r a b l e  M i k e  Szymanski 
R e p r e s e n t a t i v e  
A l a s k a  State L e g i s l a t u r e  
P o u c h  V
Juneau, A l a s k a  99811

D e a r  R e p r e s e n t a t i v e  Szymanski,

Y o u  h a v e  asked that w e  r e v i e w  y o u r  p r o p o s e d  b i l l  to
e s t a b l i s h  a n  A l a s k a  H i s t o r i c a l  P ersp ective C o m m i s s i o n  to p r ovide  
state contracts to senior citizens in lieu o f  -longevity bonus 
payments. C o n t r a c t s  w o u l d  be entered i n t o  w i t h  e l i gible 
reside nts w h o  m u s t  be age 65 or older, a p r e s e n t  r e s i d e n t  for at 
least a year, h a v e  r e s i d e d  in the territory for 10 years p r i o r  to 
statehood, h a v e  b e e n  21 years old prior to stateh ood, a n d  have 
r e s i d e d  in the state at least 10 years a f t e r  statehood. 
Contractees w o u l d  be paid  $3,000 per  year for f i l l i n g  out a f o r m  
evalua ting s t a t e  government, and pe rforming o t h e r  duties up to 
100 hours that the c ommi s s i o n  m i g h t  require.

B e f o r e  di scus s i n g  the c o n s t i t u t i o n a l i t y  of the draft
bill, I w o u l d  like to point out some effects, legal and 
practical, that the l e g i s l a t i o n  m i g h t  have. First, p a y ments 
u n d e r  the c o n t r a c t  w o u l d  n o t  be exempt f r o m  c o n s i d e r a t i o n  as 
income u n d e r  the federal social security rules. The e x i s t i n g  
p r o g r a m  has a s p e cial exemption, a n d  amendment of the p r esent act 
(to, for example, a one y e a r  requirement) w o u l d  n o t  des troy the 
exemption. 1 /  But the draft b i l l  does not a m e n d  the p r e s e n t  act 
a n d  w o u l d  t h e r e f o r e  not come w i t h i n  the e x e m p t i o n .  T h e r e  is 
an other e x e m p t i o n  for state f u n d e d  programs f o r  w h i c h  e l i g i b i l i t y

1 /  42 USC 1 3 8 2 a ( b ) ( 2 ) (B) exempt s "monthly (or o t h e r  periodic)
payments r e c e i v e d  b y  any individual, under a p r o g r a m  e s t a b l i s h e d  
pr i o r  to J u l y  1, 1973, if such p a y m e n t s  are m a d e  b y  the State of 
w h i c h  the i n d i v i d u a l  r e c e i v i n g  s u c h  payments is a resident, and 
if el igib i l i t y  of a n y  indivi d u a l  for such p a y m e n t s  is n o t  b a s e d  
on need and is b a s e d  solely on attainment  of a g e  65 and d u r a t i o n  
of residence in such State b y  such individual."
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is m e a s u r e d  b y  income, but since there is no i ncome requirement 
in the draft bill, it w o u l d  n ot qual ify u n d e r  t h a t  exemption. 
Thus, income from the contracts w o u l d  b e  c o n s i d e r e d  b y  the state 
in its adult public assist a n c e  p r o g r a m  and p r esent recipien ts of 
a dult public assi st a n c e  and the longevity bonus w o u l d  see their 
income dimini s h e d  by $250 per m o n t h  under the draft bill.

As y o u  no doubt recognize, there w i l l  b e  some p r e sent 
recipi ents of the b onus w h o  w o u l d  not qualify f o r  a contract 
u n d e r  the draft bill: those who h a d  not lived in the territory 
for ten years p r i o r  to statehood. There w o u l d  a l s o  p r o b a b l y  be 
some individuals w h o  cannot n o w  m e e t  the 25 y e a r  continuous 
r e s i d e n c y  r e q u i r e m e n t  w h o  w o u l d  meet the r e q u i r e m e n t s  of the 
d raft bill.

The p r i m a r y  diff ic u l t y  w i t h  the bill is t h a t  it appears/., 
to -be an attempt, to a c c o m p l i s h  b y  indirect m e a n s  w h a t  Judge 
C a r p e n e t i  has h e l d  m a y  n o t  b e  done directly; that is, to b e ne fit 
some Ala sk a n s  over others on the basis of long r e s i d e n c y  in the 
state. The state w o u l d  almost certa inly be sued i m m e d i a t e l y  if 
the bill w e r e  enacted, and a court w o u l d  be likely  to v i e w  the 
p r o g r a m  in the light of the litiga tion over the e x i s t i n g  program. 
T h e  state's n e e d  for the services called for b y  the contracts 
appears to b e  t e n u o u s , and the w o r k  requi r e d  is so m i n i m a l  as to 
m a k e  the e s t ab lishment of a true contract questionable. T h e  bill 
r equires that the c o m m i s s i o n  contract w i t h  e l i g i b l e  residents —  
a nd e lig ibility is e s t a b l i r h e d  solely on the basis of residency.
It is likely that some individuals who m e e t  the residenc y 
requir e m e n t s  of the bill w o u l d  be too feeble, senile, incompetent 
or lack ing in E n g l i s h  language skills to p e r f o r m  e v e n  the m i n i m u m  
w o r k  r e q u i r e d  u n d e r  the p r o p o s e d  contracts. Since those 
r e s i dents are n o n e t h e l e s s  eligible, and m u s t  r e c e i v e  a contract, 
the p r o g r a m  appears n o t  to b e  an actual contract for services, 
b u t  rather simply a grant. Even if those p e rsons w e r e  exclud ed 
(and the p r o g r a m  w o u l d  then exclude some, such as e l d e r l y  Native 
A l a s k a n s  w ho ha ve n o  E n g l i s h  skills and w h o  ha ve n o  other income) 
the c o mp ensation for the w o r k  is so d i s p r o p o r t i o n a t e  to the w o r k  
p e r f o r m e d  ($3000 for filling out one form) that true 
consideration, n e c e s s a r y  for the f o r m atio n of a contract, w o u l d  
l ikely be found lacking.

If the p r o g r a m  w e r e  v i e w e d  b y  a c o u r t  as not 
e s t a b l i s h i n g  true contracts, but r at her simply g r a n t i n g  benef i t s  
to those w h o  m e e t  the e l igibility requirements, then, of course, 
it w i l l  be a n a l y z e d  e x ac tly as the present l o n g e v i t y  bonus 
p r o g r a m  has b e e n  analyzed. (The draft b i l l  does r e m o v e  one of 
the more troubl e s o m e  examples of d i s p r o p o r t i o n a t e  impact b y  
r e q u i r i n g  te rrit o r i a l  reside nts to h a v e  r e a c h e d  the age of
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m a j o r i t y  b e f o r e  statehood, but that c hange does n o t  a l t e r  the 
long d u r a t i o n a l  r e s i d e n c y  requirement.) T h e r e  is little r e a s o n  
to b e l i e v e  that the draft p r o g r a m  could  survive if the e x i s t i n g  
p r o g r a m  cannot.

If the 100 ho ur r e q u i r e m e n t  w e r e  actua l l y  i m p l e m e n t e d  
and r e q u i r e d  for  all recipients, then  the c o n s i d e r a t i o n  a s pect 
w o u l d  b e  less of a problem. However, as p o i n t e d  out above, a 
great m a n y  p o t e n t i a l  a pplicants w o u l d  then be ineligible, as they 
w o u l d  be i n c a pable of a c t u a l l y  p e r f o r m i n g  the work. If the 
incapa ble p e r s o n s  w e r e  e xclu d e d  f r o m  the program, the q u e s t i o n  
then w o u l d  be w h e t h e r  the state can have, as sole c r i t e r i o n  for 
an e m p l o y m e n t  contract, a l e ngt hy d urati o n a l  r e s i d e n c y  
requirement. The answer is p r o b a b l y  not.

O u r  state supreme court has h e l d  that it w i l l  no l onger 
a u t o m a t i c a l l y  r e q u i r e  that all durational r e s i d e n c y  requir e m e n t s  
pass " s t r i c t  scrutiny," or b e  j u s t i f i e d  by a compelling  state 
in t e r e s t  (W i l l i a m s  v. Z o b e l , 619 P . 2d 422, 427 (Alaska 1980)). 
That court h a d  p r e v i o u s l y  s truck b o t h  a p r e f e r e n c e  for one year 
r e s i dents in p u b l i c  employ m e n t  (State v. W y l i e , 516 P . 2d 142 
(Alaska 1973)), and the o n e - y e a r  r e s i d e n t  p r e f e r e n c e  for oil 
r e l a t e d  jobs (H i c k l i n  v. O r b e c k , 565 P . 2d 159 (Alaska 1977)) 
u n d e r  the equal p r o t e c t i o n  clause of the federal c o n s t i t u t i o n  and 
the "stri ct scrutiny" standard. This a p p r o a c h  m u s t  be r e e x a m i n e d  
u n d e r  the Zobel r e l a x a t i o n  of the test. 2/ U n d e r  the A l a s k a  
equal p r o t e c t i o n  test, a c l a s s i f i c a t i o n  m u s t  subst a n t i a l l y  
fu rther l e g i t i m a t e  state purposes.

Th e  a p p a r e n t  p u r p o s e  of the d raf t b i l l  is to tap the 
w e a l t h  of h i s t o r i c a l  k n o w l e d g e  p o s s e s s e d  b y  c e r t a i n  senior 
citizens, b y  r e q u i r i n g  t h e m  to e v a l u a t e  state agencies and 
programs. T h o s e  citizens are i d e n t i f i e d  solely b y  du rational 
r e s i d e n c y  requirements. Thus the b i l l  uses a duratio nal 
r e s i d e n c y  r e q u i r e m e n t  as the sole c r i t erion for i d e n t i f y i n g  
k n o w l e d g e a b l e  persons. A  p r o f e s s o r  of a n t h r o p o l o g y  or a P h D  in 
p o l i t i c a l  s c ience w h o  a c t i v e l y  s t u d i e d  state and t errit orial

2/ T h e r e  is a line of cases, c u l m i n a t i n g  in W h i t e  v.
M a s s a c h u s e t t s  C o u n c i l  of C o n s t r u c t i o n  E m p l o y e r s , ____ U.S.  , 75
L . E d .2d 1 (1983) w h i c h  h o l d  that a state or city may, u n d e r  the 
Co m m e r c e  C l a u s e  p r e f e r  its r e s i d e n t s  over n o n - r e s i d e n t s  in p u b l i c  
contracts. T h e s e  cases do n o t  address the q u e s t i o n  of p r e f e r r i n g  
l o n g - t e r m  r e s i d e n t s  over s h o r t - t e r m  residents; that q u e s t i o n  
raises e q u a l  p r o t e c t i o n  considerations.
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governments, but w h o  does not meet the r e s i d ency requirements, 
cannot  q u a l i f y  n o  m a t t e r  h o w  great a c o n t r i b u t i o n  that p e rson 
m i g h t  m a k e  to an e v a l u a t i o n  of the effici ency of state agencies 
an d  programs. The m a t e r i a l s  forwarded w i t h  the draft bill  
e x p l a i n  that the s u g g e s t e d  p r o g r a m  w i l l  not m e r e l y  compensa te 
r e s i d e n t s  for past contributions, but w i l l  be p r o v i d e d  in retur n 
for a current service to the state. However, there is no 
m e c h a n i s m  for determ i n i n g  w h i c h  of the state's c u r r e n t  residents 
are a c t u a l l y  able to p r o v i d e  the service; the p r e s u m p t i o n  is m a d e  
that long t e r m  r e s i d e n c y  equals capability. A  c o u r t  c ould  w e l l  
c o n c lude that the p u r p o s e  of the b i l l  is n o t  to e v a l u a t e  the 
e f f i c i e n c y  of state programs, but r a ther to b e n e f i t  a p a r t i c u l a r  
class of citizens d e f i n e d  by residency. If the court a c c epte d 
the stated purpose, it could w e l l  find that the "fit" b e t w e e n  the 
p u r p o s e  and the m e a n s  of accomp l i s h i n g  it (that is, identifying 
the class b y  r e s i d e n c y  requirements) was n o t  substantial. In 
either case, the p r o g r a m  w i l l  p r o b a b l y  fare no b e t t e r  (or worse) 
t h a n  the existing program.

In sum, if the p u r pose of a bill w h i c h  replaces the 
e x i s t i n g  l o n g evity bonus p r o g r a m  is to find a c l e a r l y  legal and 
v a l i d  m e t h o d  of b e n e f i t t i n g  senior citizens, the d r a f t  bill fails 
that purpose. The draft b i l l  w o u l d  almost c e r t a i n l y  r esult in 
litigation, and has n o  significant legal a d v a n t a g e s  over the 
p r e s e n t  program.

Please  let us k n o w  if w e  can b e  of any further 
assistance.

S i n c e r e l y ,

D V : j f



POSITION PAPER: LONGEVITY SERVICE PROGRAM

The Longevity Service Program is offered as an viable alternative to 
our current Longevity Bonus Program which was recently ruled un­

constitutional by the courts. Although eligibility requirements of 
the new Longevity Service Program will be identical to those of the 

existing Longevity Bonus Program, the intent and the structure of 
the new program will be quite different. - "

The Longevity Bonus Program was founded on the premise that the 
contributions and sacrifices of the pioneers of our state should be 
recognized and rewarded. The program was designed to assist those 

senior Alaskans who were present at Statehood and who have elected 
to remain here during their retirement years. Although admirable in 
purpose, the program did not survive the court challenge of res­
idency requirements.

The Longevity Service Program also recognizes the contributions of 
those who founded our great state. But in addition, it recognizes 
the potential for continuing service to Alaska by our most knowledg­
eable and valued residents. The financial compensation it will 
offer is not intended merely as reward for past service, as was the 
case with the Longevity Bonus, but will be provided in return for 
current service to the state.

Under the program, all qualified Seniors would enter into a contract­
ual agreement with the state to provide efficiency evaluations of 
state agencies and programs. The performance evaluations would 
advise the Governor and the various departments on how to better 
serve the people of our state. They would also be utilized in 
planning and developing new programs.

The evaluations would be made on standardized forms to be provided 
on an annual or semi-annual basis. In return for their evaluations 
program participants would be compensated in monthly increments.

Few would disagree that the wealth of knowledge possessed by our 
most senior citizens is unique. They have witnessed and partici­
pated in the metamorphosis of Alaska from frontier territory to 
richest state in the union. They possess an unmatched historical 
perspective and are thus best able to evaluate the state’s current 
performavce and direction in providing public services.

The Longevity Service Program proposes to tap that wealth of unique 
knowledge. It is not proposed as an arbitrary reward to a select 

few for undefined services past, but as compensation to qualified 
individuals for specific and valuable service in the present. It 
would be a job relationship and like any job, there would be minimun 
qualification standards. ' ** , i

Representative Mike Szymanski



IN T H E  H O U S E  B Y  SZYMANSKI

H O U S E  B I L L  NO.

IN T H E  L E G I S L A T U R E  OF T H E  STATE OF A L A S K A  

T H I R T E E N T H  L E G I S L A T U R E  - SECOND S E S S I O N

A  BI LL

F o r  an A c t  entitled: " A n  A c t  e s t a b l i s h i n g  the H i s t o r i c a l  P e r s p e c t i v e

Commissions r e l a t i n g  to the p u r p oses, p o w e r s  and 

duties of the H i s t o r i c a l  P e r s p e c t i v e  Commission ; and 

p r o v i d i n g  for an e f f e c t i v e  date."

BE IT E N A C T E D  B Y  T H E  L E G I S L A T U R E  OF T H E  STATE OF ALASKA:

* S e c t i o n  1. A S  44.21 is a m ended b y  a dding n e w  s e c tions to read:

A R T I C L E  8 . H I S T O R I C A L  P E R S P E C T I V E  COMMISSION.

Sec. 44.21.410. H I S T O R I C A L  P E R S P E C T I V E  COMMIS S I O N .  (a) The 

H i s t o r i c a l  P e r s p e c t i v e  C o m m i s s i o n  is e s t a b l i s h e d  in the D e p a r t m e n t  of 

A d m i n i s t r a t i o n .  The m e m b e r s  of the c o m m i s s i o n  i n c l u d e

(1) the c o m m i s s i o n e r  o f  a d m i n i s t r a t i o n  or the c o m m i s­

sio n e r ' s  designee; and

(2) six state r e s i d e n t s  w h o  are e l i g i b l e  to c o n t r a c t  w i t h  

the st ate u n d e r  A S  4 4 . 2 1 . 4 1 0  - 44.21.490; a p p o i n t e d  b y  the governor.

(b) In m a k i n g  the a p p o i n t m e n t s  r e q u i r e d  b y  (a)(2) o f  this s e c­

tio n  the g o v e r n o r  shall atte mpt to a s sure r e p r e s e n t a t i o n  of low-income 

p e r s o n s  a n d  m i n o r i t i e s  and r e p r e s e n t a t i o n  f r o m  r u r a l  and u r b a n  areas 

of the state.

(c) M e m b e r s  a p p o i n t e d  u n d e r  (a)(2) of this s e c t i o n  serve 

f o u r - y e a r  terms and at the p l e a s u r e  o f  the governor.

(d) A  v a c a n c y  in the m e m b e r s h i p  of p e r s o n s  a p p o i n t e d  u n d e r

(a)(2) of this s e c tion shall be f i l l e d  b y  a p p o i n t m e n t  b y  the governor. 

T h e  p e r s o n  a p p o i n t e d  shall serve for the u n e x p i r e d  p o r t i o n  of the 

term.
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Sec. 44.21.420. MEETINGS. (a) The c o m m i s s i o n  shall m e e t  at the 

call of the chairperson, at the r e q uest of a m a j o r i t y  of the members, 

or at a r e g u l a r l y  scheduled time as d etermined b y  a m a j o r i t y  of the 

members . The c o m m i s s i o n  shall m e e t  at least f o u r  times eac h year.

(b) A  m a j o r i t y  of the m e m b e r s  of the c o m m i s s i o n  c o n s t i t u t e s  a 

q u o r u m  for conduc t i n g  b u s in ess a n d  e x e r c i s i n g  the powers of the c o m­

mission.

(c) The c o m m i s s i o n  shall elect one of its m e m b e r s  as c h a i r­

person, and m a y  select other o fficers it co nsiders necessary.

Sec. 44.21.430. COMPENSATION. M e m b e r s  of the commi s s i o n  r e ceive 

n o  c o m p e n s a t i o n  for their services, b u t  are e n t i t l e d  to per d i e m  and 

travel a l lowances a u t h o r i z e d  b y  law for other  b o a r d s  and commissions 

u n d e r  A S  39.20.180.

Sec. 44.21.440. POWERS A N D  DUTIES. (a) T h e  commi ssion shall 

c o n t r a c t  w i t h  e l i g i b l e  state r e s i d e n t s  to p r e p a r e  annual h i s t o r i c a l  

p e r s p e c t i v e  e v a l u a t i o n s  of state g o v e r n m e n t  u n d e r  A S  44.21.450 a n d  to 

p e r f o r m  othe r d utie s that m a y  be a s s i g n e d  b y  the commission. C o n­

tracts shall be awarded, w i t h i n  the limits of a p p r o p r i a t i o n s  m a d e  to 

the commission, to e l i g i b l e  applic a n t s  in the o r d e r  that a p p l i c a t i o n s  

a r e  r e c e i v e d  b y  the commission.

(b) The c o m m i s s i o n  shall p r e p a r e  an a nnual r e p o r t  on the o p e r a­

tion and e f f i c i e n c y  of state g o v e r n m e n t  f r o m  an h i s t o r i c a l  p e r s p e c­

tive, b a s e d  on the h i s t o r i c a l  e v a l u a t i o n s  s u b m i t t e d  b y  e l i gible state 

reside nts. The r eport  shall be p r e p a r e d  on or b e f o r e  Jul y 1 o f  the 

y e a r  f o l l o w i n g  the y e a r  for w h i c h  the h i s t o r i c a l  e v a l u a t i o n s  h a v e  b e e n  

submitted. The r e p o r t  shall be s u b m i t t e d  to the g o v ernor  and the 

l e g i s l a t u r e  and shall be m a d e  a v a i l a b l e  to the public.

Sec. 44.21.450. H I S T O R I C A L  P E R S P E C T I V E  CONTRACTS. A  contract 

e n ter ed into b e t w e e n  the c o m m i s s i o n  and an e l i g i b l e  state r e s i d e n t
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(1) shall be for a p e r i o d  of one c a l endar  year;

(2) shall require the c o n t r a c t i n g  state r e s i d e n t  to p r e p a r e  

an e v a l u a t i o n  of state government, on a form p r o v i d e d  b y  the c o m m i s­

sion, f r o m  that resident' s h i s t o r i c a l  p e r s p e c t i v e  as a r e s i d e n t  of 

b o t h  the t e r r i t o r y  and State of Alaska;

(3) m a y  require that other w o r k  be p e r f o r m e d  b y  the c o n­

trac t i n g  resident, n o t  to e x c e e d  a total of 100 hours;

( ) shall provid e for a contra ct p a y m e n t  to the eli gible 

state r e s i d e n t  in the amount of $3,000, p a y a b l e  in m o n t h l y

i n s t a l l m e n t s  d ur ing the term of the contract.

Sec. 44.21.460. ELIGIBILITY. To be eligi b l e  to c o n t r a c t  with 

the c o m m i s s i o n  u n d e r  AS 44. 21.410 - 44.21.490, a p e r s o n  m u s t

(1) b e  a state r e s i d e n t  for at least o n e  y e a r  i m m e d i a t e l y  

b e f o r e  e n t e r i n g  the contract;

(2) h a v e  r e sided in the T e r r i t o r y  of A l a s k a  for at least 10 

years b e f o r e  J a n u a r y  3, 1959;

(3) h a v e  reach ed the age of 21 before J a n u a r y  3, 1959;

(4) have r e sided in the state at least 10 y e a r s  after

J a n u a r y  3, 1959; and

(5) b e  65 years of age or older at the ti me the c o n t r a c t  is 

e n t e r e d  into.

Sec. 44.21.490. DEFINITIONS.' In AS 44.21 .410 - 44.21.490

(1) " c o m m i s s i o n "  m e a n s  the H i s t o r i c a l  P e r s p e c t i v e  C o m m i s­

sion; and

(2) " s t a t e  r e s i d e n t "  m e a n s  an i ndividua l w h o  is p h y s i c a l l y

p r e s e n t  i n  the s tate w i t h  the i n t e n t  to r em ain in the state i n d e f i­

n i t e l y  a n d  to m a k e  a home in the state; a p e r s o n  d e m o n s t r a t e s  the 

r e q u i s i t e  i n t e n t  only by m a i n t a i n i n g  a p r i n c i p a l  p l a c e  of a b o d e  in the 

state for the one y e a r  r e q u i r e d  b y  A S  44.21.460(1) and b y  p r o v i d i n g

-3-



ot h e r  p r o o f  of intent the commis s i o n e r  m a y  r e q u i r e  b y  regulation, 

i n c l u d i n g  proof that the p e r s o n  is n ot claiming r e s i d e n c y  outsid e the 

state or obtain ing b e n e f i t s  under  a c l a i m  of r e s i d e n c y  o u t s i d e  the 

state.

* Sec. 2. Of the initial six m e mbers of the H i s t o r i c a l  Perspective 

C o m m i s s i o n  a p p o inted b y  the g o v e r n o r  u n d e r  A S  4 4 . 2 1 . 4 1 0 ( a ) ( 2 ) ,  two shall be 

a p p o i n t e d  to tw o-year terms, two to three-ye ar terms, a n d  two to four-year 

t e r m s .

* Sec. 3. This Act takes effect  im medi a t e l y  in a c c o r d a n c e  w i t h  A S  01.-
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F e b r u a r y  23, 1983

Official Business
Pouch V 

State Capitol 
Juneau, Alaska 99811

M E M O R A N D U M

TO: R e p r e s e n t a t i v e  Joe Hayes 
R e p r e s e n t a t i v e  J a c k  Fuller 
R e p r e s e n t a t i v e  Joe F l o o d ^

FROM: M a r k  K. J o h n s o n  
Staff Counsel 
R e p r e s e n t a t i v e  F lood

SUBJECT: M e e t i n g  w i t h  Senate staff and consul t a n t  o n  L o n g e v i t y  B o nus

Up o n  the i n v i t a t i o n  of the counsel to the Senate J u d i c i a r y  Committee,  
Jo h n  Gabrielli, I m e t  this m o r n i n g  w i t h  h i m  and J o n  T i l l i n g h a s t  of 
Birch, Horton, B i ttner &  M onroe for the p u r p o s e  of l i s t e n i n g  to 
a c onfe r e n c e  p h o n e  caLl w i t h  r e p r e s e n t a t i v e s  of a m a j o r  i n s u r a n c e  
c o mpa ny on alter n a t i v e s  to the longevity bonus program.

Primarily, m y  p u r p o s e  was to gain  some u n d e r s t a n d i n g  of the S e n a t e ' s  
efforts in the durat i o n a l  r e s i d e n c y  area. To date, the focus of 
those activities has been the l ongevity bonus program.

A l t h o u g h  the id entity of the i n s u ranc e firm was n o t  r e v e a l e d  to me, 
T i l l i n g h a s t  and G a b r i e l l i  r e q u e s t e d  inf or m a t i o n  f r o m  t h e m  o n  three 
d i f f erent propo s a l s  involving the longevity bonus and  the p e r m a n e n t  
fund d i v i d e n d  p r o g r a m :

(a) The first was an annuity p r o g r a m  b a s e d  o n  u s i n g  the p e r m a n e n t  
fund d i v i d e n d  as principal. Indivi duals would e l e c t  (or b e  requ ir e d ? )  
to p lace their p e r m a n e n t  fund d ividends into the a n n u i t y  for a p e r i o d
of five years, w h e n  their account w o u l d  b e come " v e s t e d " , a n d  then
w h e n  r e a c h i n g  r e t i r e m e n t  age, the earnings w o u l d  b e  p a i d  o u t  over 
time,

(b) lue se cond was a p r o g r a m  based u p o n  t a k i n g  a p e r c e n t a g e  of 
the p e r m a n e n t  fund dividend and placi ng that a m o u n t  into a f u n d  that 
w o u l d  be u s e d  to m a k e  m o n t h l y  payme n t s  to e l i g i b l e  i n d i v i d u a l s  of a 
c e r t a i n  age. This w o u l d  be v e r y  m u c h  like the p r e s e n t  n a t i o n a l  
social s e c uri ty program.

(c) The third p l a n  calls for using all or a p o r t i o n  of the
p e r m a n e n t  fund d i v i d e n d  to fund a group h e a l t h  i n s u r a n c e  p r o g r a m
for the elderly and for others that w i s h  to p a r t i c i p a t e .



G a b r i e l l i  i n d i c a t e d  that the Senate was looking at r o u g h y  7 o ther 
p r o p o s a l s  for p r o grams to amend or r e p l a c e  the l o n g e v i t y  bonus.
He als o i n d i ca ted that they have not, to any s i g n i f i c a n t  degree, 
ad d r e s s e d  any of the other du rational r e s i d e n c y  questions.

In the course of the conf erence call, T i l l i n g h a s t  i n d i c a t e d  that 
his r e p o r t  w i l l  be s u b m i t t e d  to the Senate on M a r c h  7.
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Juneau — Senate leaders have 
hired a f<vmer assistant attorney 
general 10 give them options for 
saving the state’s longevity bonus 
payments to senior citizens.

Jon Tillinghast, who went into 
private law  practice in December, 
has been contracted for $35,000 to 
presen^ the options by March 7, 
and to ’draft and oversee legisla­
tion to preserve the program.

Rodney Vest, a 67-yea r-old An­
chorage man, filed su it last sum­
mer to challenge the $30 million 
bonus program. Only those Alas­
kan seniors who have lived in the 
state a t least 25 years may get the 

1 $250-a-ipontb,_bonus. Vest says the
I resldency' requirement is biased

against newcomers, and therefore 
Is unconstitutional. ,
' Tillinghast represented 1 the 

state in ta lks to settle the lawsuit. 
That settlement calls for lawmak­
ers to revamp the program so a ll 
seniors \vho have lived in Alaska at 
least a year are  treated alike. / .

Sen. B ill ; Ray,'P-Juneau, said 
Tillinghast w ill do the footwork on 
rewriting the bonus program be­
fore his work is subm itted to a “na­
tionally recognized” constitutional
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lawyer for review.
The solution to the longevity 

bonus lawsuit might also apply to 
the pioneers' homes, which require 
15 years Alaskan residency before 
a senior citizen can get a room in 
one, hesa>d.

The bonus and pioneers’ homes 
are ju s t two of dozens of state pro­
grams jeopardized by a U.S. Su­
preme Court ruling last summer. 
That ruling said states may not run 
programs that discrim inate 
against new residents.

Ray said other programs in 
jeopardy because of long resi- 

. dency requirements — like student 
loans, fishing loans and state land 

7* lotteries — would be handled sepa­
rately .

He called the longevity bonus 
and pioneers’ homes problems 
“gut” issues that must be ad­
dressed at once.

Ray said Tillinghast's sa lary of 
$130 an hour is the going rate for 
lawyers. His contract ca lls for pay­
ments up to $35,000. Ray estimated 
the total w ill come to about $25,000.

Ray added that Tillinghast's 
hiring is a jo int project between

’H i!"

the Senate and House. He expects 
eacn chamber to pick up half the 
cost.

But that’s news to House 
Speaker Joe Hayes, R-Anchorage.

Hayes said he heard Ray, as 
chair of the Senate Judiciary Com­
m ittee, was going to hire a lawyer 
to study residency issues. But he 
didn’t know his funds would pay 
part of the costs.

On Friday, Hayes wrote Attor­
ney General Norm Gorsuch for his 
opinion on what programs were 
most in jp .pardy. He asked specifi­
ca lly  about the bonuses, pioneer 
homes, guide licenses,.t student 
loans and land-disposal program s.,. ■

Gorsuch’s predecessor, Wil 
Condon, said last November some 
programs like ly can’t be defended 
successfully . But Gorsuch differed 
with Condon on fishing loans, 
which carry a five-year residency 
requirement. He endorsed regula­
tions that c h a fe d  the require­
ment to one year’s residency.

Rep. Joe Flood, R-Anchorage, 
is heading the House’s  efforts on 
residency. ,
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I SSUE S IN L O N G E V I T Y  BONUS L E G I S L A T I O N  

B a c k g r o u n d  l H  ^ ^ t X .

L a s t  y e a r  the U.S. S u p r e m e  C o u r t  s t r u c k  d o w n  A l a s k a ' s  
o r i g i n a l  P e r m a n e n t  F u n d  d i v i d e n d  d i s t r i b u t i o n  p r o g r a m .  T h e  
C o u r t  r u l e d  in the Zobel case  that the p r o g r a m ' s  c u m u l a t i v e  
r e s i d e n c y  r e q u i r e m e n t s  v i o l a t e d  the E q u a l  P r o t e c t i o n  C l a u s e  o f  
the U . S . C o n s t i t u t i o n .

W i t h i n  a m o n t h  of the Zobel d e c i sion, A x i c h o r a g e - a r e a  
r e s i d e n t  R odney V e s t  c h a l l e n g e d  the A l a s k a  l o n g e v i t y  b o n u s  
(ALB) p r o g r a m  on equal p r o t e c t i o n  grounds. T h e  p r o g r a m  p a y s  
$250 p e r  m o n t h  to all A l a s k a  r e s i d e n t s  o v e r  6 5  w h o :  (a)
r e s i d e d  in A l a s k a  b e f o r e  A l a s k a  a c h i e v e d  s t a t e h o o d  o n  J a n u a r y  
3, 1959; a n d  (b) ha ve r e s i d e d  in A l a s k a  at l e a s t  2 5  y e a r s .

V e s t  is 68 y ears o l d  and bega* his r e s i d e n c e  i n  A l a s k a  
three m o n t h s  a f ter statehood. The c ourt ha s c e r t i f i e d  h i s  s u i t  
as a c l a s s  action, w h i c h  m e a n s  that he r e p r e s e n t s  a l l  o t h e r  
i n d i v i d u a l s  w h o  m i g h t  c l a i m  the l o n g e v i t y  b o n u s  p r o g r a m ' s  
r e s i d e n c y  r e q u i r e m e n t s  are u n c o n s t i t u t i o n a l .

C o n c e r n e d  tha t the l a w s u i t  c o u l d  force a n  i m m e d i a t e  e n d  to 
the p r o g r a m ,  the L e g i s l a t i v e  C o u n c i l  a g r e e d  l a s t  A u g u s t  w i t h  
V e s t  to u s e  its "best e f f orts" to o b t a i n  l e g i s l a t i o n  a d d r e s s i n g  
V e s t ' s  lawsuit in r e t u r n  for V e s t ' s  p r o m i s e  b o  s t a y  t h e  l i t i g a­
tio n  u n t i l  t he end of the 1983 l e g i s l a t i v e  s e s s i o n .  U n d e r  t h e

agreement, the L e g i s l a t i v e  C o u n c i l  p r o m i s e d  t o  s e e k  
/islation which: (1) " t reats equall y" a l l  o n e - y e a r  A l a s k a

r e s i d e n t s  65 or over; and (2) r e t r o a c t i v e l y  p a y s  t h o s e  i n d i ­
vi d u a l s  w h o  have b e e n  d e n i e d  b o n u s e s  in F Y 8 3 .

If the l e g i s l a t i o n  c a l l e d  for in the s t a y  a g r e e m e n t  i s  
e n a c t e d  d urin g this r e g u l a r  session, the s u i t  w i l l  b e  d i s­
missed. If this l e g i s l a t i o n  is not e n a c t e d .  V e s t ' s  l a w y e r s  
h a v e  a n n o u n c e d  t h e i r  i n t e n t i o n  to c o n t i n u e  t h e  l i t i g a u i o n  a n d  
sue f o r  r e t r o a c t i v e  p a y m e n t s  for the c l a s s  f o r  b a c k  y e a r s  —  
p e r h a p s  b a c k  to 1972.

Issues

1. W h a t  are the c h a n c e s  the state w i l l  w i n  i n  c o u r t ?

T h e  L e g i s l a t i v e  C o u n c i l  e n t e r e d  t h i s  a g r e e m e n t  o n  t h e  
ad v i c e  of the D e p a r t m e n t  o f  L a w  and o t h e r  c-ounsel t h a t  t h e  
c u r r e n t  law is u n c o n s t i t u t i o n a l l y  d i s c r i m i n a t o r y .  T h e
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D e p a r t m e n t  of L a w  has since d e s c r i b e d  the p r o g r a m  a s  
indefensible.  V i r t u a l l y  e v e r y  a t t o r n e y  w h o  h a s  c o n s i d e r e d  t h e  
s u b j e c t  b e l i e v e s  the c u r r e n t  law is u n c o n s t i t u t i o n a l  a n d  woiild 
b e  s t r u c k  down by the courts.

The statute  w h i c h  c r e a t e d  the p r o g r a m  i n  1 9 7 2  i r  s p e c i f­
ica l l y  n o n - s e v e r a b l e ;  if any p r o v i s i o n  is s t r u c k  d o w n ,  the 
e n t i r e  s t a tute falls. If the c o u r t  f^nds t h e  p r o g r a m  u n c o n s t i­
tutional, the c o u r t  w i l l  p r o b a b l y  o r d e r  all p a y m e n t s  s t o p p ' d .

2. W h a t  is t h e  p u r p o s e  of the l o n g e v i t y  b o n u s  p r o g r a m ?

The 1972 l e g i s l a t i o n  c r e a t i n g  the p r o g r a m  s u g g e s t e d  f o u r  
p u r p o s e s :

(a) r e w a r d  the p a s t  c o n t r i b u t i o n s  o f  A l a s k a ' s  p i o n e e r s ?

(b) p r o v i d e  a f i n a n c i a l  i n c e n t i v e  for A l a s k a ' s  p i o n e e r s  t o  
r e m a i n  in the state in the face of the s t a t e ' s  h i g h  c o s t  of 
living;

(c) r e t a i n  the w i s d o m  a n d  e x p e r i e n c e  o f  A l a s k a ' s  p i o n e e r s ;
and

(d) c o m p e n s a t e  for p a s t  h a r d s h i p s  —  s u c h  as t h e  i n a b i l i t y  
to v c t e  in f e d e r a l  e l e c t i o n s  —  s u f f e r e d  b y  A l a s k a ' s  p i o n e e r s .

The Zobel ca se a n d  o t h e r  r e c e n t  c o n s t i t u t i o n a l  d e c i s i o n s  
stron g l y  imply that these p u r p o s e s  c a n n o t  l e g a l l y  s u s t a i n  t h e  
program, e i t h e r  b e c a u s e  the p u r p o s e s  are i m p e r m i s s i b l e ,  or 
b e c a u s e  the p r o g r a m ' s  m e t h o d s  are n o t  r a t i o n a l l y  r e l a t e d  to 
t hese purposes. The p r o g r a m ' s  s u p p o r t e r s  o f t e n  o f f e r  two 
a d d i t i o n a l  p u r p o s e s  w h i c h  —  u n l i k e  the c u r r e n t  l a w  —  a p p l y  t o  
a p r o g r a m  w h i c h  m a k e s  p a y m e n t s  to all s e n i o r  c i t i z e n s ,  n o t  j u s t  
pioneers. T h e s e  a d d i t i o n a l  p u r p o s e s  are;

(e) d i v e r s i f y  th e age s t r u c t u r e  of A l a s k a ' s  p o p u l a t i o n  b y  
e n c o u r a g i n g  e l d e r l y  p e o p l e  to live in the s t a t e ;  a n d

(f) p r o v i d e  i n c o m e  s u p p l e m e n t s  a n d  r e l i e f  to A l a s k a ' s  
elderly , w h o  have a lower a v e r a g e  i n c o m e  t h a n  t h e  r e s t  of t h e  
a d u l t  population.

3. W h a t  are the o p t i o n s ?

N u m e r o u s  a p p r o a c h e s  have  b e e n  s u g g e s t e d  f o r  t h i s  p r o b l e m .  
They include;

(a) c o n t i n u e  to litigate, m a k i n g  z e r o  o r  m i n o r  c h a n g e s  i n  
the c u r r e n t  law;

(b) c o n t i n u e  to litigate, b u t  m a k e  t h e  s t a t u t e  s e v e r a b l e  
and a m e n d  the law to p r o v i d e  for a m o r e  l i k e l y  c o n s t i t u t i o n a l

2 -



"back-stop" p l a n  to be t r i g g e r e d  by an i n j u n c t i o n  against, t h e  
program;

(c) o p e n  up the p r o g r a m  to all o n e - y e a r  A l a s k a  r e s i d e n t s  
o v e r  65, and then close it in FY84, g i v i n g  a l l  r e c i p i e n t s  a  
"grandf ather" right to c o n t i n u e  r e c e i v i n g  b e n e f i t s ?

(d) open up the p r o g r a m  to all o n e - y e a r  r e s i d e n t s  o v e r  65 
o n  an i n d e f i n i t e  basis?

(e) ph ase out the l o n g e v i t y  b o n u s  p r o g r a m  b y  r e d u c i n g  t h e  
m o n t h l y  p a y m e n t s  e a c h  year, e i t h e r  w i t h  o r  w i t h o u t  s i m u l t a n e o u s  
g r a d u a l  i n c r e a s e s  in p u b l i c  assistance;

(f) open up the p r o g r a m  —  w i t h  r e d u c e d  b e n e f i t s  —  t o  a l l  
o n e - y e a r  r e s i den ts over 65 on a t e m p o r a r y  b a s i s  w h i l e  t h e  
L e g i s l a t u r e  arid a d m i n i s t r a t i o n  i n v e s t i g a t e  o t h e r  o p t i o n s ;

(g) p h a s e  out the l o n g e v i t y  b o n u s  p r o g r a m  b y  i n c r e a s i n g  
the age of e l i g i b i l i t y  each year;

(h) end the program;

(i) r e p lace the longevity b o n u s  p r o g r a m  w i t h  a n  a n n u i t y  
program, e i t h e r  i m m e d i a t e l y  or gradually;

(j) "buy out" all o n e - y e a r  A l a s k a  r e s i d e n t s  o v e r  65 a s  o f  
the e n d  of F Y 8 4 by p a y i n g  t h e m  the a m o u n t  o f  p a y m e n t s  t h e y  
w o u l d  have r e c e i v e d  over t h e i r  likely l i f e s p a n s ,  a n d  t h e n  e n d  
the program;

(k) r e p lace the l o n g e v i t y  b o n u s  p r o g r a m  w i t h  c o m p r e h e n s i v e  
h e a l t h  i n s u r a n c e  for A l a s k a ' s  elderly; a n d

(1) limit l ongevity b o n u s  p a y m e n t s  to t h o s e  e l d e r l y  
i n d i v i d u a l s  w h o  can p rove  t h a t  the p a y m e n t s  w o u l d  h e l p  r e l i e v e  
e s p e c i a l l y  h e a v y  financ ial p r e s s u r e s  to r e l o c a t e  o u t  o f  t h e  
state.

The first six o p t i o n s  —  fight the l a w s u i t ,  f i g h t  t h e  
l a w s u i t  w i t h  a b a c k s t o p  trigger, g r a n d f a t h e r  o n e - y e a r  r e s i d e n t  
s e n i o r  citizens, open the p r o g r a m  i n d e f i n i t e l y ,  p h a s e  o u t  t h e  
p r o gram, and o p e n  u p  the p r o g r a m  t e m p o r a r i l y  w h i l e  c o n s i d e r i n g  
the l o n g - r u n  o p t i o n s  —  are r e c e i v i n g  the m o s t  a t t e n t i o n  i n  t h e  
s e s s i o n ' s  final days.

The fourth o p t i o n  —  o p e n  the p r o g r a m  i n d e f i n i t e l y  —  is 
c o n t a i n e d  in HB36*. flgrtMU and SB215. The f i r s t  b i l l *  w o u l d
use G e n e r a l  F u n d  m o n i e s  to f i nance the o p e n e d - u p  p r o g r a m .
SB.215, w h i c h  has p a s s e d  the Senate, w o u l d  u s e  1 2 . 5  p e r c e n t  o f  
the P e r m a n e n t  F u n d ' s  a nnu al i ncome for t h i s  p u r p o s e .

B e c a u s e  c u r r e n t  law e a r m a r k s  o n e - h a l f  o f  t h e  F u n d ' s  i n c o m e  
to p a y  P e r m a n e n t  F u n d  dividends, p a s s a g e  o f  S B 2 1 5  w o u l d  r e d u c e  
a n n u a l  d i v i d e n d s  b y  25 percent. (The o t h e r  h a l f  o f  t h e
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i n t e r e s t  e a r n ings are r e - i n v e s t e d  in the F u n d  s o  as- to p r o t e c t  
it a g a i n s t  inflation.) This year, the d i v i d e n d  w o u l d  b e  c u t  
from a b o u t  $350 to a b o u t  $250.

The a d m i n i s t r a t i o n  ha s cii ..-^ited a p r o p o s a l  t o  i m p l e m e n t  
the f i f t h  option, phase-out.  T! r p r o p o s a l  w o u l d  r e d u c e  
l o n g e v i t y  b onus p a y m e n t s  b y  $25 Tionth e a c h  y e a r  f o r  10 y e a r s  
—  thus e l i m i n a t i n g  the p r o g r a m  —  w h i l e  s i m u l t a n e o u s l y  i n ­
cr e a s i n g  old age a s s i s t a n c e  by the same a m o u n t .

4. P o p u l a t i o n  issues.

P o p u l a t i o n  e s t i m a t e s  for A l a s k a ' s  e l d e r l y  v a r y  w i d e l y ,  
b o t h  as to the n u m b e r  of t h e m  today and t h e i r  l i k e l y  g r o w t h  
rate. C a l c u l a t i o n s  m a d e  f r o m  e s t i m a t e s  p r o v i d e d  b y  t h e  
D e p a r t m e n t  of R e v e n u e  and Dr. Scott G o l d s m i t h  o f  t h e  U n i v e r s i t y  
of A l a s k a  indicate, however, that a l m o s t  2 0 , 0 0 0  A l a s k a n s  w i l l  
b e  e l i g i b l e  for this p r o g r a m  in F Y 86. This  i s  d o u b l e  t h e  9 , 7 3 1  
c u r r e n t  recipients.

M o r e  c o n t r o v e r s i a l  still is the i m p a c t  o f  i n d u c e d  
i n - m i g r a t i o n  and reduced o u t - m i g r a t i o n  c a u s e d  b y  a n  o p e n e d - u p  
l o n g e v i t y  bon us p r o g r a m  itself. T h i s  is t h e  " X  f a c t o r "  i n  t h e  
p o p u l a t i o n  equation, b e c a u s e  no one can p r e d i c t  t h e  l o n g - r u n  
i m pac t of p a y i n g  $3,000 to e a c h  s e nior c i t i z e n  ($6 * 0 0 0  p e r  c o u­
ple) .

W h a t  is clear is that A l a s k a  is a m u c h  d i f f e r e n t  p l a c e  in 
1983 t h a n  it w a s  in 1972. The state is a l s o  c h a n g i n g  a l l  t h e  
time in w a y s  that m a k e  thi s a m o r e  a t t r a c t i v e  p l a c e  for t h e  
e l d e r l y  to live. The co st of living is l o w e r ,  r e l a t i v e  t o  
c osts in the L o w e r  48, t h a n  it u s e d  to be. T h e  s t a t e  a l s o  h a s  
m o r e  a menities such as i m p r o v e d  m e d i c a l  f a c i l i t i e s ,  i m p r o v e d  
t r a n s p o r t a t i o n  s e r vices (such as b u s  syst ems) , a n d  h i g h -  
e r - q u a l i t y  television.

E l d e r l y  p e ople  are thus n o w  m o r e  l i k e l y  t o  s t a y  in t h e  
state as they get older, a n d  eve n m o r e  l i k e l y  to c o m e  f r o m  t h e  
L o w e r  48 to live, p a r t i c u l a r l y  if they h a v e  f a m i l y  h e r e .
Se n i o r  citizens have d o u b l e d  in n u m b e r  in t h e  p a s t  d e c a d e ,  a 
rate of g r owth s u b s t a n t i a l l y  g r e a t e r  tha n t h a t  o f  t h e  r e s t  o f  
the population.

5. Impacts of alt ernatives.

(a) Impacts on futur e litigation.

The c u rrent law is c l e a r l y  u n c o n s t i t u t i o n a l ,  s c  a n y  
s t r a t e g y  p r e d i c a t e d  on f i g h t i n g  the l a w s u i t  w i l l  r e s u l t  i n  
defeat. If the L e g i s l a t u r e  elects to l i t i g a t e ,  a t t o r n e y s  
fa m i l i a r  w i t h  the case p r e d i c t  t h a t  d e f e a t  w i l l  c o m e  in S e p t e m­
b e r  w h e n  the S u p e r i o r  C o u r t  judge h e a r i n g  t h e  c a s e  r u l e s  t h e  
law uncons t i t u t i o n a l .



Le g a l  o p i n i o n s  are d i v i d e d  on the c o n s t i t u t i o n a l i t y  o f  t h e  
" g r a n d f a t h e r "  option. O p e n i n g  up the clas s o f  e l i g i b l e  r e c i p i ­
ents to include  p e ople o v e r  65 w h o  w e r e  o n e - y e a r  r e s i d e n t s  a s  
of FY84 w o u l d  r e sol ve the V e s t  suit. T h e  D e p a r t m e n t  o f  L a w  
thinks, however, that it m a y  w e l l  b r i n g  a n o t h e r  o n e  —  w h i c h  
w o u l d  p r o b a b l y  b e  successful. S e v e r a l  p r i v a t e  a t t o r n e y s  w i t h  a 
r e c o r d  o f  s u c c e s s f u l  c o n s t i t u t i o n a l  c h a l l e n g e s  h a v e  a l s o  s a i d  
the g r a n d f a t h e r  plan  w o u l d  be v u l n e r a b l e  to a t t a c k  o n  e q u a l  
p r o t e c t i o n  grounds. On the o t h e r  hand, L e g i s l a t i v e  Counsel, a n d  
p r i v a t e  c o u n s e l  r e t a i n e d  b y  the Senate to r e s e a r c h  c o n s t i t u­
tio n a l  r e s i d e n c y  q u e s t i o n s  b e l i e v e  t h a t  w h i l e  t h e  q u e s t i o n  i s  
c e r t a i n l y  d e batable, a n a l o g o u s  p r e c e d e n t s  s u g g e s t  t h e  g r a n d f a ­
the r  p l a n  w o u l d  b e  found c o n s t i t u t i o n a l .

(b) Impacts on recipients.

A l l  b u t  three of the p l a n s  o u t l i n e d  a b o v e  w i l l  l e a d  t o  
i m m e d i a t e l y  r e d u c e d  b e n e f i t s  for e x i s t i n g  r e c i p i e n t s .  T h e  
e x c e p t i o n s  are the o p t i o n s  of c o n t i n u i n g  to l i t i g a t e ,  g r a n d f a ­
thering, and indefi n i t e l y  o p e n i n g  up the p r o g r a m  a t  $ 2 5 0 / m o n t h  
o f  G e n e r a l  F u n d  monies. C o n t i n u i n g  to litig a t e ,  h o w e v e r  —  a t  
l e a s t  w i t h o u t  m a k i n g  the s t atu te s e v e r a b l e  o r  a d d i n g  a  b a c k s t o p  
c o n s t i t u t i o n a l  p l a n  t r i g g e r e d  by the first a d v e r s e  c o u r t  r u l i n g  
—  w i l l  almost c e r t a i n l y  lead to a s udden  t e r m i n a t i o n  o f  t h e  
program. M o s t  l a w yers p r e d i c t  that the judge  h e a r i n g  t h e  c a s e  
w i l l  not only find the c u r r e n t  law u n c o n s t i t u t i o n a l ,  b u t  w i l l  
also o r d e r  p a y m e n t s  s t o pped p e n d i n g  appeal.

SB215 doe s not c o n t a i n  an e x p l i c i t  r e d u c t i o n  o f  b e n e f i  
b u t  it w i l l  r e s u l t  in r e d u c e d  l o n g e v i t y  b o n u s  p a y m e n t s  b y  
h o l d i n g  total p a y m e n t s  to a t o t a l  of 12.5 p e r c e n t  o f  P e r m a n e n t  
Fund income. C a l c u l a t i o n s  b a s e d  on the R e v e n u e - G o l d s m i t h  
e s t i m a t e s  i n d i c a t e  p r o j e c t e d  m o n t h l y  p a y m e n t s  o v e r  t h e  n e x t  
five ye ars w i l l  be:

T ne D e p a r t m e n t  of A d m i n i s t r a t i o n’s p r o j e c t i o n s  t r a c k  t h e s e  
e s t i m a t e s  closely. SB215 c o - s p o n s o r  Sen. B i l l  R a y ,  h o w e v e r ,  
a c c e p t s  n e i t h e r  these figures nor the D e p a r t m e n t’s .  T h e  r e p o r t  
o n  S B 2 1 5  p r o v i d e d  b y  the S e n a t e  Ad H o c  C o m m i t t e e  o n  R e s i d e n c y  
p r e d i c t s  that u n d e r  the legislation' l o n g e v i t y  b o n u s  p a y m e n t s  
w i l l  fall b e l o w  the c u r r e n t  $ 2 5 0 / m o n t h  in a t  l e a s t  o n e  y e a r ,  
FY85.

P h a s i n g  out the l o n g e v i t y  bonus p r o g r a m  w h i l e  i n c r e a s i n g  
p u b l i c  a s s i s t a n c e  w o u l d  leave a bad t a s t e  i n  t h e  m o u t h  o f  m a n y  
recipi e n t s ,  w h o  feel the b o n u s  is n o t  " w e l f a r e "  b u t  a r e w a r d  
for p a s t  c o n t r i b u t i o n s  to Alaska. On the o t h e r  h a n d ,  p h a s i n g  
o u t  the b o n u s  p r o g r a m  w i t h o u t  s i m u l t a n e o u s l y  i n c r e a s i n g  p u b l i c
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