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TABLE 1
COMPARISON OF LONGEVITY BONUS PROGRAM COSTS UNDER DIFFERENT PERMANENT FUND DIVIDEND PROJECTIONS

NO CHANGE IN PFD PROGRAM PFD PROGRAH MOOIFIED BY SJR 40 (40-30-30 PLAN)
HRA PROJECTION?"" OF FUTURE PFDS APFC PROJECTIONS OF FUTURE PFDS ASSUME CAPITAL GAINS = 10% ASSUHE CAPITAL GAINS m 20X

ANNUAL COST ANNUAL COST ANNUAL COST ANNUAL COST

PFD BONUS ALB PROGRAM PFD BONUS ALB PROGRAM PFD BONUS ALB PROGRAM PFD  BONUS ALB PROGRAJI

YEAR AMOUNT ~ AMOUNT  (MILLIONS) AMOUNT ~ AMOUNT  (MILLIONS) AMOUNT ~ AMOUNT  (MILLIONS) AMOUNT ~ AMOUNT ~ (MILLIONS)
1988 $49.9 $49.9 $A9.9 $49.9
1989 52.6 52.6 Ji.6 52.6
1990 $889 57.2 $882 57.2 $590 57.2 $521 57.2
196 881 $240 59.6 873 $240 59.6 633 $244 59.8 530 $244 59.9
1992 877 230 61.4 869 231 61.4 668 236 61.9 564 238 62.1
1993 940 220 62.9 933 21 62.9 704 229 63.8 598 232 64.1
1994 1,004 209 63.6 995 210 63.6 740 21 65.0 634 225 65.6
1995 1,075 197 64.1 1,061 198 64.2 777 212 66.2 670 217 67.1
1996 1,157 184 63.6 1,130 185 63.7 848 202 66.6 756 209 67.7
1997 1,243 169 61.9 1,203 170 62.1 975 191 66.0 902 199 67.5
1993 1,333 153 59.8 1,278 154 601 1,114 178 65.0 1,060 187 66.8
1999 1,428 135 56.4 1,356 137 56.9 1,264 163 62.8 1,230 173 65.0
2000 1,527 115 52.1 1,436 118 52.9 1,426 145 59.5 1,411 156 62.0
2001 1,622 92 46.4 1,520 97 47.6 1,523 125 54.8 1,509 135 57.6
2002 1,721 68 39.4 1,608 74 41.1 1,621 102 48.8 1,609 112 51.8
2003 1,824 4 30.7 1,698 49 33.0 1,722 76 41.2 1,709 87 445
2004 1,931 1 20.1 1,792 2 23.3 1,825 48 31.9 1,812 59 35.4
2005 2,042 0 15.0 1,893 0 15.0 1,931 16 20.6 1,918 28 24.4
JLAT1VE COST $916.6 $927.1 $993.6 $1,021.1

THROUGH 2005
NOTES:
1. Projections of future Permanent Fund Dividends under Senate Joint Resolution 40 depend upon the portion
of earnings attributable to capital gains. These projections do not include the anticipated Dinkum Sands settlement.

2. The projections of future PFDs by the Alaska Permanent Fund Corporation are from January 1988 and
include anticipated funds from the Dinkum Sands settlement.

Prepared by the House Research Agency, February 1988, (88.147A).
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be°/r8tsign to be read from the Cowper
administration’s tentative proposal for
.the state’s Longevity Bonus program is
the possibility that the ill-conceived
advisory measure on last November’s ballot will
be ignored. With this possibility in mind, concern-
ed Alaskans will consider contacting their
legislators to let them know what they really think
should be done with the bonus program.
Here’s a short refresher on
our topic: When the courts a
few years ago ruled the lon-
gevity program unconstitu-
tional (basically for setting
up pre-statehood pioneers as
a special class of citizens),
the Legislature responded by
extending the bonus to ail
residents 65 and older. The
program has since grown to an annual cost of
more than $50 million. In legislative haggling over
what to do, the Alaska Senate prevailed so far as
getting its proposal in the ballot advisory
measure. Voters were asked only if they favored
having an annuity program anyone could enter by
investing Permanent Fund dividends. There was
no reference to options — chiefly the House-
favored alternative of phasing the program oulL
ltis reasonable to declare the advisory measure
meaningless. It was unfairly stacked and poorly!
understood. The Legislature should feel free to
admita mistake and ignore its result.

Once that is done, the topic is wide open again —
which is just what Cowper’s staff has said by sug-
gesting that the program be redrawn based on
needs, cutting off all sei  >swho have more than
$20,000 a year of income This, of course, would be
a welfare program, although the Cowper staff has
avoided calling it that for political reasons.

Many Alaskans, including many seniors, have
come to regret the longevity program for what the
court’s ruling did to it and for the resulting cost to
the taxpayers, especially as our oil-fired boom has
become a boomerang. But many oppose turning it
into a welfare program. This fact is reflected in
the unwillingness of the 14th Alaska Legislature to
adopt such an approach. Neither the Senate’s an-
nuity nor the House phaseout plan addressed
needs or income levels of recipients.

The most salient argument beard here is that
poorer seniors should not be rewarded for failing
to have planned for their futures and that those
seniors whe, have only recently taken up Alaskan
residence donot deserve the subsidy.

The vote here continues to favor phasing out the
program. If the Legislature wants to phase in an
income ceiling, or welfare line, at the same time,
that might be tolerable so long as the full program
Is being phased out.

The original idea was to give pioneer Alaskans
an incentive for staying on, rather than moving
Outside in retirement. That idea is now far away.
The number of pioneers unavoidably dwindles.
The cost of the liberalized longevity program
grows exorbitant. It is the 15th Legislature’s duty
to number its days.

Nothing has changed in thejm
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MEMORANDUM

TO: House State Affairs Committee

FROM: RepresentativeK”~ran Ulmer, Chair
House State Affairs

SUBJECT: House CS For CSSB 56 (2d SA) Work Draft
DATE: January 22, 1988

This committee substitute, HCS CSSB 56 (2d SA), makes several
changes which are outlined below:

Page 3. Section 6. Line 6: the bonus remains $250 per month.

Page 3, Section 7, Lines 20 through 29 and Page 4. Lines 1
through 8: shows the monthly longevity bonus in a fiscal year for
a person who 1iIs 65 years of age after January 1, 1989. The
monthly bonus amounts are based on the most current projections
of Permanent Fund Dividend payments (House Research Memorandum
88.127). Note that the bonus amount (Table 1, Case B) does not
reach zero until 2005 - a year later than predicted last
session (see House Research Memorandum 87.303). This results
because the Permanent Fund net income is predicated to be lower
relative to last year, thus dividends are lower. Administrative
costs have increased, primarily for ™"hold harmless', and this
also reduces the bonus amount too. It should also be noted that
these projections include the addition of Dinkum Sands money.

A question was raised during the interim work sessions as to
whether those participating in the annuity program were required
to remain a resident of the state. | have attached a memorandum
from the Division of Legal Services which addresses this
question. Briefly, the one year residency requirement remains in
effect for all seniors receiving the bonus. Therefore those
seniors receiving the bonus and annuity would have to maintain
their residency (to FY 2005). Seniors who leave the state prior
to FY 2005 would loose the bonus “-"d the Dividend) but would
continue to receive their annuity.
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MEMORANDUM

TO: House State Affa/' rf Committee

FROM: Representative Fran J&XmSr, Chair
House State Affairsl/i*

SUBJECT : Overview OF The Ptrmanent Fund
Work Session, November 17, 1987

Attached you will find a summary of the overview given by Dave
Rose on the Permanent Fund®s 10-year performance.



AN OVERVIEW OF THE PERMANENT FUND®"S 10-YEAR PERFORMANCE
AND A LOOK AT WHAT HAPPENED IN OCTOBER 1987

TESTIMONY OF DAVE ROSE
EXECUTIVE DIRECTOR,
ALASKA PERMANENT FUND CORPORATION
T0
HOUSE STATE AFFAIRS COMM®TTEE
NOVEMBER 17, 1987

I would like to spend some time today talking about the Fund, give
some historical perspectives, explain how we iInvest, and then talk
about where the Fund i1s as a result of the gyrations of the
financial markets in the last month.

The Fund was created in 1976 by constitutional amendment and is now
in 1ts 11th year of existence. To give you some perspective on the
size of the Alaska Permanent Fund in comparison to other large
funds around the country, consider the following:

* The Alaska Permanent Fund is larger than any private
foundation. It i1s larger than the Ford Foundation, the J. Paul
Getty Trust, and the Rockefeller Foundation.

* The Alaska Permanent Fund is larger than any union pension
trust. It is larger than any single retirement fund of the
Teamsters, the Electrical Workers, or the United Mine Workers.

* 1T the Alaska Permanent Funa were a corporate pension fund,
it would be the fourteenth largest.

* If the Alaska Permanent Fund were a government pension fund,
it would be the eighteenth largest.

* If the Alaska Permanent Fund were a Fortune 500 company, it
would rank fifteenth in terms of net income - smaller only than GM,
Exxon, Mobil, Ford, IBM, Texaco, Chevron, AT&T, du Pont. GE, Amoco,
Chrysler, Shell Oil, and Philip Morris.

In short, there are a few funds larger than the Permanent Fund, but
your Fund is one of the largest iIn tir country, and certainly the
most unique. In Alaska, 1t is the largest producer of net iIncome
in our state other than the petroleum industry.

Slide/chart #1: Gives an overview of how the Permanent Fund works.
As you can see, the Fund is comprised of two parts: principal and
an earnings reserve account. The principal In turn receives money
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from three distinct sources: oil revenues automatically dedicated
to the Fund by "se state Constitution and the statutes; special
one-time appropr.cations from the legislature; and inflation-
proofing.

As we earn money, through investment of the total assets, all of
those earnings go Into the earnings reserve account which 1is
basically a holding account for all earnings during the year - as
well as for earnings from prior years which have not yet been
distributed.

Frequently people err iIn the sense of looking at the earnings
reserve account and saying ''gee, we have $800 - 900 million in that
account,”™ but a lot of that money iIs iIn that account waiting for
distribution (dividends and inflation-proofing). You only get the
true picture of the surplus on June 30 of each year - after the
distribution has been made.

From that earnings reserve account, Tfirst are paid dividend-
according to statute and an appropriation; second, iInflation-
proofing back to the principal of the Fund which is automatic and
not appropriated; and third, iIf there is any money left after
dividends and inflation-proofing those earnings are surplus and
remain in that account, subject to appropriation by the legislature
for any lawful purpose.

Slide/chart #2: Since the inception of the Fund, in the 10-year
period 1978 - 1987, the State has received about $26 billion in
total oil revenues. Of that amount, $20.4 billion has been
expended (about 78%) and $5.6 billion, or 22%, has gone into the
Permanent Fund.

Slide/chart #3: The source of funds is also somewhat iInteresting.
Roughly 50% ($3.9 billion) has gone into the Fund through
legislative appropriation - over and above the flow of monies
mandated by the Constitution and by statute. This has happened
over an extended period of time. First, there was the $900 million
appropriation made in 1980 in memory of the earlier $900 million
Prudhoe Bay bonus of 1969. The following year, $1.8 billion was
appropriated by the legislature. One year ago, there was another
appropriation of $1,264 billion - not from the General Fund this
time, but from Fund undistributed income left over after previous
year payments of divxdends and inflation-proofing.

In sum, almost $ billion has come from legislative appropriations;
another $2.9 billion (37% of the principal), has been contributed
to the Fund by the constitutional and statutory dedication of
revenues; and 13% ($982 million) has gone into the principal as a
result of inflation-proofing (adopted by the legislature in 1982).

Slide/chart #4: When you look at principal, you can see it has
grown rather rapidly. From FY 78, the Fund has grown to $7.9
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billion as of the end of fiscal 1987. Dedicated revenues have
fallen off In the last few years as we have seen oil prices fall.
Falling oil prices have had the same effect on new money coming
into the Fund as on new General Fund revenues.

Slide/chart #5: This chart shows that net income has been
unusually high 1n recent years. |If you look at the chart you can
see that during the period fiscal years 1981 - 1985, there was a
steady rise, from $150 million in "81 to $368, to $471, to $530 and
up to $658 million at the end of fiscal year 1985. A very nice
rising line of growth. When you get to 1986 and 1987, you can see
a very unusual skew. There was a tremendous surge in earnings Iin
both of those years.

The cash earnings in 1986 were $1,021 billion and in 1987, $1,069
billion. Ordinarily iIn "86 and "87, the Fund would have earned
somewhere between $600 - 700 million. However in 1986, we saw a
major shift in the bond market and capital gains were taken iIn that
year - about $280 million - and the money that was gained was
invested iIn stock. In 1987 when the stock market rose rather
substantially, there were market operations which took profits in
stores and placed that money iIn bonds. The years 1986 and 1987
were /ery unusual years, but years iIn which the earnings grew
substantially.

Slide/chart #6: You can see from this chart the capital gains;
that i1s, the gains made iIn terms other than dividends and interest
and real estate earnings. These are the capital gains on the
purchase and sale of stock and bonds. You can see in almost the
whole history of the Fund, very little activity except for the
years "86 and "87 where there were $323 million in extraordinary
gains taken in "86 and $352 million taken in "87. These
extraordinary gains are not likely to reoccur. This was strictly a
market aberration.

Slide/chart #7: As far as the use of funds are concerned, money
has gone out in five different directions since the inception of
the Fund. The largest amount, $1,305 billion has been paid out as
dividends. The next largest amount, $1,024 billion dollars, or
about 30%, has been appropriated by the legislature back into the
Fund. Next, $982 million, 23%, has gone back to the principal for
inflation-proofing, and $529 million or 12% remains in the earnings
reserve account as of June 30 of this past year. In addition,
there were contributions iIn the early days of the Fund to the
General Fund of another $228 million. The last payment to the
General Fund took place in 1983.

Slide/chart #3: This chart shows tht amount paid out irc dividends,
and you can see there is a steady progression from $12 million to
$391 million which were expended this last year. Dividends were
not paid out iIn the first two years, and indeed some of the
dividends paid out over time were General Fund monies. But these
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were the earnings contributed by the Permanent Fund starting at $12
million in 1980 and ending in $391 million in 1987.

I would like to move on toallocation of assets. With respectto
investments, the Fund is very conservative, and that i1s reflected
in the mix of Investments. The trustees set the asset allocation
targets as follows:

* Not less than 73.5% of iInvestments may be in fixed income
(generally bonds). Within that amount, we have allocated $300
million for an Alaska Certificates of Deposit program, and about
$80 million for home mortgages.

* In stocks, the operating parameters permit us to invest not
less than 12% of invested funds in stocks, and not more than 20%.

* In real estate, the staff may not invest less than 3% nor
more than 6.5% of the total assets.

These are the asset allocations made by my trustees every February
and March, and they involve factors of risk of which I will discuss
in a moment.

Given these parameters, let’s see where we are as of the end of
October - not exactly on target. Fixed-income i1s OK, at 84.4% -
certainly above the 73.5% floor. Very conservative, a lot of money
in bonds. Stocks you remember, the minimum is 12% and the maximum
iIs 20%. At 11.4% priced at market, we are outside our parameters
on the conservative side. In real estate we are iIn the middle
range at 4.2%.

With respect to CD"s within Ffixed-income, although we have $300
million available, Alaska banking institutions have only taken down
$171,725,000 - there being little need in Alaska at this point for
the banks to take more money. Similarly with mortgages, although
$80 million is available, only $40.3 million has been taken down.
We are not making many mortgage loans in this environment.

Slide/chart #9: When you take a look at the Fund and net asset
allocation, you see we are conservatively postured. This chart,
which Is a scattergram, represents funds over a billion dollars in
the public funds area. As you move verticallv up toward the top of
the chart, that represents earnings, or returns, and the higher you
go vertically on the chart, the better you are. On the horizontal
side, the more to the left you are the less risk you take and the
more to the right of the chart, the higher risk.

IT you take a look at the dot with a circle around i1t, which is the
Permanent Fund, you see that there i1s not a fund In the country
that has earned more money for the amount of risk taken. There are
some funds to the left of that dot which have taken less risk than
the Permanent Fund, and there are many to the right of the dot who
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have taken more risk than the Fund. But you notice that the
Permanent Fund has earned a little bit above average for all funds,
a little bit above that horizontal line. Again, there i1s no fund
in the country that has been as conservative yet has had as good a
performance.

Slide/chart #10: This is the rationale of the asset allocation
scheme that you have seen. If you look at common stocks over the
last 60-year period, you can see that they have earned 9.8% - with
inflation of 3.1% over that period - for a real rate of return of
6.7% over time on stocks. Similarly, with bonds, you can see that
over time you would tend to earn 1.1% in real terms with your
investment In government bonds.

In setting the present asset allocation scheme, the trustees have
said they wish to earn a 3% real rate of return over time. So, the
task 1s to blend a historical 6.7% in stock, and a historical 1.1%
in bonds in such a way that the Fund will earn a 3% real rate of
return. Now, the trustees have, to some degree, hedged their bets
because they have attempted to blend the historical context with
that of the current day investments. As a result, they have been
able to 1nvest a bit more heavily iIn bonds than they ordinarily
would be able to simply because bond returns have been, 1In recent
years, gracious to us all.

Slide/chart #11: With respect to the bond portfolio, it is
primarily i1nvested in AAA-rated US treasury bonds? nothing as risky
as junk bonds. We spread our bonds throughout all maturities. The
average life to maturity is about 8 years which is relatively
short. You can see that at the end of the last fiscal year, the
value of the bond portfolio was 102% or 2% greater than what we had
paid for iIt.

Slide/chart #12: On the stock side, the stock portfolio is really
in two pieces. Half is managed pasc”.vely; that is, we have a
computer simulation of the S&P 500, and we invest half of our stock
in that simulation. The other half of the money is in the hands of
active managers we retain for diversification and hopefully to beat
the market. They actively buy and sell stock based on their
intuition and professional knowledge. You can see that at the end
of the last fiscal year, the stock was at 140% of cost, about 40%
higher than what we paid for.

Slide/chart #11: 1 alluded before to the mortgage program; we have
about $40 million in Alaska mortgages. These are loans made by
Alaska lending institutions, single to four-plex loans. Our
program is a little bit different than the AHFC program in that wa
require 20% down payment and generally lend money on some of the
larger homes (because of the lower maximum loan amount limits of
AHFC). This is a 30-year program. We have a fairly low
foreclosure rate for two reasons: the downpayment is rather high so
people do not easily walk away from these, homes; and secondly, we
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have a program which allows us to work very closely with the people
who are 1n trouble by making certain adjustments or extending
payments. IT we do have to foreclose, we rent those homes to
protect them. This program has not grown iIn recent years. It has
been as high as $48 million, and is now at $40 million. The chart
shows the mortgage loan rates.

Slide/chart #14: The Alaska CD program, again, 1is designed to lend
money to Alaska lending institutions. You have heard a lot about
the banking institutions in the state undergoing rocky times. We
have money in some of those banks, but the money loaned is fully
collateralized; the collateral 1is held physically by us in third
party trusts. We find that we do not consider deposits iIn Alaska
banks are in great risk. The chart shows the cost of the money to
the banks.

Slides/charts #15-18: The last class of Fund investment, equity
real estate, 1is depicted here In a series of pie charts. We have
diversiftied a portion of our real estate portfolio by investing iIn
real estate pools in which many pension funds and endowment funds
are also i1nvestors. About 24 - 25% of our real estate portfolio is
in these pools, and the other 76% is invested in joint ventures in
individual properties.

We also have diversification in respect to where our real estate is
located. Most of it is on the East coast, the least iIs In the
Midwest. We ti to get a balance so that if one area gets sick,
the whole portfolio is not harmed.

We also diversify by type of iInvestment and investment advisor.
You can see we have a substantial holding in shopping malls, a
lessor amount i1n office buildings, some industrial parks, and very
little multi-family residential. It i1s a.little overbalanced in
retail, however we live with 1t because thejnarket.in office
buildings is rather slim. *

Slides/charts #19-21: 1 would like to move on to returns. There
are a series of charts here. You can see for the 10-year period,
that we have had different levels of returns. Last few years,
11.6%, 14.4%, 13.4% - these are nominal returns (cash returns) not
paper profits. |If you take the nominal return and you subtract
from 1t inflation, you get the real return - the realized rate of
return after inflation. You can see that in 1987, that return was
11.5%, the highest in the history of the fund.

Remember that over time, the trustees goal is a 3% realized rate of
return. You can see that bogey has been met over the last six
years. A 3% realized real rate of return over time iIs a very
difficult bogey to make, but i1t has not been that difficult in the
markets we have had recently. Let me assure you that the constant
ability to exceed that is not the result of good management; it
really i1s the result of the markets we have enjoyed.
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IT you look at a 10-year horizon - because that is what you want to
look at rather than year to year - you can see the nominal return
on average for the past 10 years has been 12.1%. Inflation has
been an average of 6.8%, rather high for the last 10 years, and the
realized real rate of return has been 5.3%.

Let me talk current market and what October did to us.

On February 24 1987, the staff of the Fund became very concerned
that the market was overvalued. In other words by looking at
price-to-earnings ratio, dividends, earnings, etc., it became very
clear that the fundamentals iIn the market were no longer there.
The stock market continued to go up because there was a great deal
of euphoria, everyone was doing it, and because everyone was
marching In the parade they kept buying, Tforcing the market up.
There was a great deal of foreign money, and a fair amount of
liquidity. It seemed to us as managers of your trust, that we had
to have a better reason for investing than simply pointing out that
everyone else i1s doing it. So we made a calculated decision to
liquidate a portion of that portfolio - $713 million worth - and
take $221 million in profits.

What we decided was that, since 2/3 of the money was in the passive
account - the computer-driven mirror of the S&P 500 - that if the
market was to turn around, i1t would not suffice just to look at our
computer screen and watch our values dwindle. It seemed that more
of our stocks should be actively managed. Thus, the decision was
made to move that portfolio from an i1nvestment of 2/3 passive and
1/3 active to a 50/50 split. In making that balance, the decision
was made not to add money iInto the market on the active side, but
to subtract money from the passive side.

So, $221 million was taken in profits. At that time, the Dow Jones
was about 2300. Subsequently the market went to 2700, and then 1iIn
October, 1t dropped to 1700. It was a bittersweet experience for
us since we had sold off 1/3 of the stock and were glad we did as a
hedge. But we held on to 2/3 of the stock - about $1 billion at
cost - and we lost value on that as did everyone else. The only
difference between our Fund and others throughout the country was
that we had a relatively low dedication to common stock.

So what happened during October? Our income from interest,
dividends and real estate was about $62.3 million, roughly $2
million per day. In the stock and bond area, some $7.3 million in
capital gains were taken. This was a question of selling off some
of the profitable i1tems, cutting some losses, and even though the
market went to pot, we were able to recognize some gains. So the
total income to the Fund during October was almost $70 million.
This was hard cash, not net losses. So, from an iIncome standpoint,
October was a business-as-usual month.



David A. Rose
November 17, 1987
Page 8

From an unrealized gain perspect ve, however, i1t was a different
story. At September 30, the fixed-income portfolio was in the
hole; that is, the market value of our bonds was $178 million below
cost. Now that could be alarming, but generally when we buy bonds
we plan to hole! until maturity, so in effect we never would have
had that kind of loss. Stocks at September 30 were in the black,
$414 million. Real estate wasvalued at $24 million more than we
paid for 1t. So at the end ofSeptember 30,the total portfolio on
paper was worth $259 million more than cost.

Lots of things happened in October. The bond market underwent a
substantial rally, and its position changed to the good by $167
million. By month-end, our bonds were worth just $10 million less
than we paid for them. The stock market, however, went to pot.

The Fund®s stock holdings were worth $302 million less than on
September 30, but still $111 million dollars more than what they
cost. Real estate remained the same. So that by the end of
October, on paper, the total Fund was still worth $124 million more
than what we had paic for it, but substantially less than on
September 30 - $135,0,5,000 less.

What does this mean in terms of hard numbers? The $135 million

drop against the Fund value ofabout $8.9 billion at market means

that the market value of the Fund in October dropped by about 1.6%.
Because your Fund was heavily invested in fixed-income and not

$gugties, we did not have substantial loss compared to other U.S.
unds.

Let me conclude with a few other issues.

Slide/chart #22: This iIs a chart of unrealized gains. You can see
over the 10-year period, the Fund has been above water and below
water with respect to unrealized gains. We as Fund managers watch
these numbers, but quite frankly this doesn"t add to your bottom
line. We measure ourselves not only in cash return, but also where
we are in respect to the total portfolio. And this iIs just
illustrative of the fact that your portfolio has both good and bad
times. At the end of June, we were above water, In the black, in
the amount of $551 million.

Slido/chart #23: This chart perhaps tells it all iIn terms of

issues. This i1s the bottom line of all the i1tems that you are

faced with as legislators. One line shows the pattern of state oil
revenues. You can see that they have fallen dramatically, are
projected to hold steady for awhile, but then tail off In "97 and
beyond. The other line iIs the Permanent Fund earnings line. You
can see that little blip in 1986-87, those are the two big sales on
capital gains first in bonds then in stock. But taking away that
two-year blip, you can see i1t is a fairly steady line upward.

There are essentially two main sources of state revenue we are
looking at over the long haul. One 1s, of course, oil revenue and
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the other i1s earnings of the Permanent Fund. These are the #1and
#2 producers of revenue, and will be the largest producers for many
years to come. You can see that around 1996 those lines cross,
where the Fund®s earnings overtake oil, and the Permanent Fund
becomes the largest producer of revenue. But right now, this 1is
the state picture. We have tourism, mining, Tfishing, timber and
many other industries iIn the state, but when you step back and look
at i1t, these are the two sources of income for the state.

It seems like the major argument/debate today relates to how the
Fund®s earnings should be spent. My task, and that of the trustees
iIs to Invest the Fund wisely. Itis notour job to get into the
debate on how the money should be spent -— except that you should
consider two things:

* First is the continuing need for use of a portion of the
earnings for inflation-proofing; and

* second is, that while you have seen dramatic earnings over
the past few years, you do not want to assume the Fund will be
earning at that level on a continual basis, lest you put too much
pressure on those of us who have to iInvest your Fund. You have
seen the risk chart, there iIs no question that we can earn more
money for the Fund i1f we take more risk. There iIs no question we
could also lose a lot of money ifwe take risk. As Fund managers,
we would not like to see a spending pattern which would compel us
to put the Fund at risk In order to meet a spending appetite.

Let"s look more closely at inflation-proofing.

Right now there are two legislative uses of the earnings of the
Fund. One 1is the payment of dividends and the second is inflation-
proofing to protect purchasing power. [If there i1s money left over,
then i1t i1s subject to appropriation by the legislature. In the
past few years, 1In very fTavorable markets, we have been able to
cover dividends and inflation-proofing and still have something
left over for possible use by the legislature. This has been habit
forming, but be cautious. We are approaching a point in time where
we cannot be all things to all people. While we may be able to
meet all of the goals now, we likely will not be able to meet all
three in the future.

Slides/chart #24: When you take away inflation-proofing you do
several things. The first chart shows the growth of Fund
principal. If you have inflation-proofing, your Fund grows to $26
billion by the year 2005, but If you didn®"t have inflation-proofing
your Fund would be less than $12 killion dollars at that time.

Slide/chart #25: This chart shows that i1If you inflation-proof, the
Fund can earn $2.3 billion a year by the year 200j, which you can
use. If you don"t inflation-proof, the earnings will be closer to
$1.1 billion a year. That is a big difference.
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Slide/chart #26: How does this translate to the people? Well,
this last chart shows 1f you keep the dividend formula the same and
you continue inflation-proofing, the per capita dividend reaches
the $2,000 mark. Without inflation-proofing, the per capita
dividend stays under $1,000.

As you can see, inflation-proofing has a dramatic impact on the
principal, earnings, and dividend program.

Lastly, 1 want to address the question of social and political
investment. The Permanent Fund up to now has been a bottom line
organization. We do economic investing, we don"t make iInvestments
for social or political reasons. Unlike our sister fund in Alberta
which started at about the same time we did, we have been able to
grow and sustain ourselves. Not so i1n Alberta.

In Alberta, up until 1983-84, 70% of the resource revenue went to
their General Fund, and 30% went to the Heritage Savings Trust
Fund. That fund i1nvested i1ts money and i1t was able to keep all 1its
income. Unlike Alaska, the fund got 30% rather than 25% and i1t was
able to keep in its fund all of 1ts money. But the politicians,
and the perceived need to use the fund for social and political
rather than economic and trust purposes, brought about some
changes.

First of all iInstead of 30% of the resource revenue going into the
fund, after 1984, 85% went to their General Fund and 15% went to
the Heritage Fund. [In addition, the Heritage Fund from that time
on was disallowed from reinvesting any of its earnings. Instead,
it had to pay out all its earnings to the government. Finally,
beginning with the current fiscal year, not only are all the
earnings of the Alberta Heritage Trust being siphoned off to
government, but all new money has stopped flowing into the fund as
well. The Fund gets no new money and the Fund pays out all of its
income. The bottom line is that the fund is not keeping up with
inflation.

The Alberta Fund ought to be a history lesson for Alaska, and 1
would ask you all to consider this case study In how to make a
trust disappear. We must be smarter iIn Alaska. Thank you.
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POUCH V SIAIE CAPITOI

TO UtEdAOHUTTMI e
LEGISLATIVE AFFAIRS AGENCY

MEMORANDUM December 23, 1987
SUBJECT: Longevity Bonus Program (CSSB 56 (Jud))
TO: Representative Fran Ulmer

Chair, State Affairs Committee
FROM: Tamara Brandt Cook

Director \*

Division of Legal Services

~ju have asked whether a person must be a resident of the
state to qualify for a longevity bonus and whether anything
in CSSB 56 (Jud) changes the residency requirement. Under
current law to qualify for a longevity bonus payment, a
person must be at least 65 years of age and have resided 1iIn
the state for at least one (1) year. AS 47.45.010 provides:

Sec. 47.45.010 PERSONS WHO MAY QUALIFY FOR LONGEVITY
BONUS.

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

() When the commissioner of administration determines
that an applicant qualifies under this chapter the
commissioner shall immediately begin payment of the
bonus.

(©) A person who otherwise qualifies to receive a bonus
provided for in this chapter may continue to do so only
as long as that person continues to be a resident of
the state.

CSSB 56 (Jud) repeals Section 1, ch. 99, SLA 1985. That
section would have modified AS 47.45.010(a), but it has
never taken effect and will not take effect under



Representative Fran Ulmer
Page 2
December 23, 1987

CSSB 56 (Jud). As a result of that repeal, section 17,

ch. 99, SLA 1985 does take effect. That section amends

AS 47.45.010(a) only by eliminating the $250.00 bonus amount
as fTollows:

(@ A person who i1s 65 years of age or over, who
resides iIn the state for at least one year immediately
preceding application for a longevity bonus under this
chapter may apply to the commissioner of administration
for qualification to receive a monthly bonus [OF
$250.00] .-

Other than the repealer the only change made in

CSSB 56 (Jud) to the longevity bonus program Is an amendment
to AS 47.45.015(a) contained iIn section 6 of the bill. That
amendment provides for implementation of the annuity
program, but does not address the residency requirement.
Therefore, under CSSB 56 (Jud) the one year residency
rigyirement currently contained in AS 47.45.010 remailns in
effect.

TBC bb
B1/001



FORMULA PROGRAMS

LONGEVITY BONUS
FY 89 Increment: . $2,371.0 GF.

The department plans to fund the costs of this program under
provisions of current statutes. As currently mandated in AS 47.45,
eligible recipients are to be paid $250 per month.

The number of longevity bonus recipients varies from month to
month depending upon relocation, death, incarceration, and attaining
eligible status. The increment reflects a projected increase of 800 in
the average number of monthly recipients during FY 89. These
projections are based upon FY 87 actuals, on FY 88 projections, and
on the current economic environment.
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Alaska State Legislature

Senate
P.0O. BOX V
State Capitol
Official Business Juneau, Alaska 99811
May 15, 1987

Dear Representative:

Enclosed is a packet of information concerning CSSB 56
(Judiciary); the Annuity/Longevity Bonus bill.

In 1972, the Alaska Legislature instituted the Alaska
Longevity Bonus program. The program was brought about to reward
the people who built this state out of their own hard labor, and
to enable them to remain iIn Alaska, rather than having to move
south for a cheaper cost of living.

We started this program before the big oil years. The
availability of large amounts of money was not the motivating
factor in beginning the longevity bonus - rather an elightened
approach toward our elders and the realization that our future
remains more secure with their knowledge, motivated us.

It Is unacceptable “o force our senior citizens to live iIn
poverty after they have given their energy, their youth, and
their good will to build our state and make our own lives better.
The Alaskan senior is justifiably a proud individual. He or she
should not be put through the degradation of a welfare program in
their waning years of life.

The bill 1 have proposed will enable us to legally secure
the Alaska Longevity Bonus program. Senate Bill 56 represents
years of work on behalf of many Alaskans.

Senate Bill 56 was studied in four committees this session
and Is now In the House as a Senate Judiciary Committee
Substitute. The bill will keep senior citizens who are now 65
years old just as they are. The bill will put into place an
annuity program that people turning 65 after January 1, 1988,
will have the option to join. If a person contributes 100% of
his or her Permanent Fund Dividends (or the cash equivalency)
into the annuity program, that person will be assured of
receiving no less than $250 a month for life. Iin all liklihood,
the amount will be much more.

The difference between the bottom line of $250 a month and a
senior"s individual annuity amount will be made up with a general
fund payment. Because the annuity amount will continue
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growing, the general fund amount will decline. This is why the
annuity plan will save the state a great deal of money. By about
the year 2003, the annuity amount will be high enough that the
state will no longer be contributing general fund money. Unless
we do something to change our current program, by the year 2005,
the state will be paying $94,900,000 to run it.

The House Finance Committee has proposed that we change the
Longevity Bonus program by "stair-stepping” it. This will cut
off any senior who turns 65 after January 1, 1988. Under this
scenario someone who has been In Alaska only one year but turns
65 before the cut-off date will get the bonus, whereas someone
who has been iIn Alaska for life but turns 65 after the cut-off
date won"t get the bonus. The iI1nequity of the plan iIs obvious
and Alaskans overwhelmingly rejected this plan at the polls last
summer .

The Administration®s original plan would turn the bonus iInto
a thinly-disguised welfare program. Even our oldest seniors
would not be safe from getting cut off the program. Because the
plan would depend on a person®s taxable income a person with
thousands of tax-free dollars coming In from something like
municipal bonds would still be eligible for the bonus, while a
person barely eking out an existance would not be eligible.

Senate Bill 56 is the result of a hard look at the best way
to continue our Longevity Bonus program. It will save the state
money - which in reality iIs necessary to save the program; but
more critical than even the economics of the situation is the
fact that 1t saves our state"s dignity in the manner iIn which we
treat our elders.

I hope the information is useful to you In making your
important decisions concerning the future of our old-timers”
Longevity Bonus program.

NN\ N, R 1_<(

Senator Jay Kerttula



Alaska State Legislature

Senate

P.0. BOX V
State Capitol
Official Business Juneau, Alaska 99811

DATE: May 8, 1987
SUBJECT: CSSB 56 (Judiciary)
FROM: Senator Jay

In 1972, the Alaska State Legislature created the Alaska
Longevity Bonus Program. The Longevity Bonus Program
recognized the contribution made by Alaskan seniors to our

state and set in place a system of rewarding their service.

A person was eligible for a bonus under the original program

if he or she

1. Was 65 years old
2. Was "domiciled 1iIn the territory"” on or before
January 3, 1959, and

3. had continously lived In the state for 25 years.

In 1984, the Alaska Supreme Court ruled in the VEST
case that the residency requirements of the Longevity Bonus
Program violated the equal protection provisions of the
Alaska and United States Constitutions. The Longevity Bonus
Program was then changed to give a bonus to anyone who Hlived

in Alaska for one year and was 65.
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This 1is an optional program. People can contribute
either their Permanent Fund Dividend or cash. They can make

a one time emergency withdrawal.

After much study, this option seems to be the most

equitable and saves the state a great deal of money.

THE CURRENT HOUSE BILL - SCHB 151 (FIN)

ANYONE 65 YEARS OF AGE BY JANUARY 1, 1988, (INCLUDING

NEW COMERS) RECEIVES AN ANNUITY PAYMENT.

ANYONE NOT 65 YEARS OF AGE BY JANUARY 1, 1988, WOULD

NOT.



SECTIONAL CSSB 56 (JUDICIARY)
This bill puts into effect the annuity plan voted on by the
people of Alaska in November 1986, which is contained within
Chapter 99, SLA 1985. The changes to that annuity plan are
contained within Sections 1-5 of this committee substitute.
Section 1
Allows for cash contributions into the annuity accounts
Section 2
IT a cash contribution is made, the cash contribution
may not exceed the amount of the permanent fund
dividend for that year.
Section 3

Conforming language so that a cash contribution can be
made .

Section 4

Conforming langauge so that a cash contribution can be
made .

Section 5

Adds language to allow for a emergency withdrawal. The
amount withdrawn shall be limited to the amount
sufficient only to meet the emergency and may not
exceed the amount iIn the individual®s annuity account.
Regulated by the Commissioner of Revenue.

Section 6
Repeals the stair-stepping plan contained within
Chapter 99, SLA 1985 and adds language insuring a $250
payment if a 100" of PFD"s or cash equivalent are
contributed to annuity account.

Section 7
This act apply for only to those permanent fund
dividends after December 31, 1987.

Section 8

Immediate Effective Date Clause.
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Alaska State Legislature
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SENATOR JAY KERTTULA

ITTEE SUBSTITUTE FOR SENATE BILL 56 (JUDICIARY)
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Annui ty
Balance at
Interest Monthly .Decreasing
Fiseal Dividend Rate of: Annui ty "eLongevity
Year Received 9.0 Payment Bonus Pymt.
A\ —-
1989 $787.72 $840.89 $250.00
1990 845.00 1,318.61 $8.30 "241.70
1991 887.30 2,929.48 17.96 232.04
1992 869.34 4,121.15 28.92 221.08
1993 857.54 5,407.48 40.69 . 209.31
1994 907.67 6,863.09 53.39 m196.61
1995 961.63 8,507.31 67.76 182.24
1996 1,018.74 10,360.47 83.99 166.01
1997 1,079.58 12,445.36 102.29 147.71
1998 1,143.49 14,786.12 m122.87 127.13
1999 1,209.69 17,408.21 145.98 104.02
2000 1,278.38 20,339.62 171.87 78.13
2001 1,349.65 23,610.94 200.81 49.19
2002 1,423.66 27,255.68 233.11 16.89
2003 1,500.35 31,310.32 269.09 i 01
2004 1,580.11 35,815.02 309.13 ao-r
2005 1,662.65 40,813.25 353.60 0«

Estimates of monthly annuity payments based on March 19, 1987 Permanent Fund
Dividend Corporation projects of dividend amounts, an interest rate of 9 percent
and a life expectancy or 15.9 years for 65 year-olds.



LONGEVITY BONUS SURVEY, JANUARY TO MAY, 1987

During this session Senator Kerttula®s office did a longevity
bonus survey of seniors receiving the longevity bonus.

Attatched 1is a copy of the survey sent and the results as of May
6, 1986.

There were 1,456 surveys sent.
860 surveys were returned.

The survey was sent without return postage. The seniors
themselves paid the 22c to return them to Senator Kerttula.



LONGEVITY BONUS SURVEY

Please take a moment to answer the survey and drop It iIn the
mail. You do not need to out vour name on the survey. Answers
to the questions will help provide information to legislators.

How many years have you lived in Alaska?

For which of the following do you use your Longevity
Bonus?

Food Housing utilities

Taxes Auto Expenses Medication

Doctor Children/Grandchildren Travel
Are there other things for which you use your Longevity
Bonus?
Comments:

The Governor is proposing to reduce Longevity Bonus
payments from $250.00 down to $200.00. You will be
eligible for $200.00 if your taxable income is less than
$20,000 annually.

oppose the reduction agree with reduction
Comments :

Is your taxable income more or less than $25,0007?
Over $25,000 Less than $25,000
C. .aments:

The Governor 1is proposing to base Longevity Bonus payments
on need. Those iIndividuals who have a taxable iIncome over
a certain amount would no longer receive the bonus.

Agree with the needs based program.

Disagree with the needs based program.
Another proposal would reduce the bonus payments $25.00
each year until it would be eliminated. Next year they
would be reduced to $225.00 the following year $200.00,
and so on until payments are completely eliminated.

oppose this idea agree with th: s idea-



LONGEVITY BONUS SURVEY

May 6, 1987
Years in Alaska........... least # 1 1/2 most 1 89
Use of Money Food. .. 654 Housing. .. 341

Taxes ... 206 Utilities... 566
Auto...272 Medication. . .426
Doctor...358 Child/grand...79

Travel ... 60
Other Uses Many comments but mostly ™none
left over".
Governor®s reductions...._. Yes 37 No 723
i
Income level......_ .. ...... Over 25m... 113 Under 25m.. 649
Needs Based............... Agree... 37 Disagree. .. 730

Phasing out Oppose...734  Agree...41
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s Survey shows how seniors use bonus money

NI
)

21

by Rebecca Goodman

Within dnys after Sen. Jny
Kerttuln (I)-Palmor) and his
staff nides sent out more than
1,450 surveys to Longevity
Bonus recipients in Southcen-
tral Alaska, piles of responses
were returned in the mail.

By mid-April more than 750
people had taken time to fill
out the seven-question survey,
affix a 22-rent postage stamp
and return the blue form to
Juneau.

Kerttuln, sponsor of the
Longevity  Bonus annuity
bill CSSB 5G, said his aim in
distributing the survey was to
collect information about
seniors’ needs nnd their use of
the bonus payments.

“No statistics have been col-
lected or made public concern-
ing seniors in Alaska for
several years,” he said. “Some
people feel seniors nre already
comfortably well off nnd nre
saving their bonus money or

IGNORE YOUR BACKACHE &
SUFFER THE CONSEQUENCES

Back pain, however insignificant it seems, is

frequently
problems.

the beginning of
Problems such as pinched nerves,

serious, painful

slipped disc, neuralgia, neuritis, (and sometimes

auhritic type pains),

paralysis.

tuberculosis and even

The spine is a complex system of nerves, mus-
cles, bones, ligaments & cartilage which are inter-
connected to control specific areas of the body.
When the bones, or VERTEBRAE are misaligned,
they pinch the surrounding nerves, obstructing
the flow of energy to other parts of the body. This

often results
severe & permanent,

in complications which can be

Doctors of Chiropractic are experienced in
treating patients with back pain. They can restore
spinal vertebrae to their proper position, relieving
pain and avoiding further serious complications.

For immediate appointments call

562-5366 é

COMMUNITY , sz

CHIROPRACTIC CLINIC
Senior Citizens Dlscounl/24 hr. emergency enre

npending it on vacations or
frivolous things. This in one of
the hurdles we've had to get
nround In justifying the Lon-
gevity Bonus.”

So how do seniors use their
bonus pnyments?

"The message is pretty
clear: They need those bonus
checks for the basic necessities
of life,” snid Joyce Kerttuln,
who serves as her husband's
legislative aide nnd has spent
hours poring over the
responses.

Survey questions and
responses included:

How many years have
you lived in Alaska? Length
of residency answers ranged
from 1.5 to 89 years. The nver-
age length for respondents
was 37 years.

<For which of the follow-
ing do you use your Lon-
gevity Bonus? Food pur-
chases, 611; utilities, 523; med-
icntions, 399; doctors’
expenses, 333; housing, 320;
auto expenses, 257; taxes, 192,
child/grandchild assistance,
75; travel, 53.

<Are there other things
for which you use your
Longevity Bonus?- Most
common response: "No money
left over.” Some said the bonus
helped pny for warm clothes.
One individual wrote, *“Yes,
with money left over | have a
beer now nnd then."'Another
wrote that the bonus money
was "saved up tobuy two hear-
ing aids nnd cyeglnsReB.”

<The governor is propos-
ing to reduce Longevity
Bonus payments from $260
down to $200. You will be

&

eligible for $200 If your
taxable Income is less than
$20,000 annually. Opposed
to the reduction were 656; in
agreement were 34.

‘They need those
bonus checks forthe
basic necessities of
live."
—Joyce Kerttula
Legislative aide

<lb your taxable income
more or less than $25,000?
Over $25,000 were 107; under
$25,000 were 590" Many
respondents added comments
indicating their combined
Social Security and Longevity
Bonus payments, together
amounting to $7,000 or less per
year, comprised their total
yearly income. More than 50
respondents refused to answer
the income question.-

<The governor is propos-
ing to base Longevity
Bonus on need. Those indi-
viduals who have a taxable
income over alcdrtnin
amount would no longer
receive the bonus. In agree-
ment with the needs-based
prog.jm were 18; disagreeing
were 679. Several respondents
wrote, "Needs based? NO! NO!
NO! NO! NO!” One individual
wrote: "l know several older

people who arc eligible for food .

stamps nnd welfare but won’t
apply. Basing the bonus on
need would hnve the same
results.”

e«Another proposal
would reduce bonus pay-
ments $25 cncbyenr until it
would be eliminated. (Since
the survey was mailed, this
plan hns been shelved.)
Opposed to the $25 reductions
were 667; in agreement were
38.

Many respondents went
beyond answering the survey
guestions nnd attached emo-
tional letters filled with con-
cerns over illnesses nnd high
health care costs, fenrs of los-
ing the bonus pnyments nnd
fears of losing homes nnd
being forced into poverty.

One respondent wrote: "The
governor hns no feelings for
the aged, lie cannot compre-
hend whntitis liketogrowold.
Older people were in the work-
force when wages were low...”

Another snid: ‘‘Please,
please let us low-income
seniors on fixed incomes live
above poverty level..."

A 52-year resident of Alaska
wrote: "l have only a small
Social Security and the Lon-
gevity Bonus ns my income.
T,p)e Longevity is my lifeline..

And one worried: "I really
don't think | could meet my
obligations nnd would hnve to
consider leaving. That would
hurt ns my granddaughter
lives with me nnd goes to
school here.”

Kerttuln plans to shnre -
results of the survey with other
lawmakers.



Longevity Bonus:
Can'it bé solved?

It'o been four long years and five legislative
sessions since the courts struck dawn the Alaska
Longevity Bonus 25-year residency requirement
and lawmakers first began gr*nling with how to
cut — or pay for — the i >y expanded
program.

And now we're hearing :n ..esBion rumora,
once again, that a Longevity ..onus replacement
solution will be put off for another year.

That's a shame. Aditer voters gave approval on

the advisory vote

last full to an COMMENTS
annuity progrum NBHarOBHHHBH
based on voluntary Permanent Fund check
contributions, we thought this session might be
the one to solve it.

But now we wonder, can it be solved?

We ran the question by a white-haired friend
(her own description) the other day, and her
answer was interesting.

"1 happen to think itcan besolved,” she told us.
"And the annuity plan proposed in the Senate is
the way to do it.”

What about all the objections to the plan that
have been raised by Gov. Steve Cowper and
members of the House?

Let's take them one at a time, she proposed.

First, they object to it because the state’s up-
front coats are too high. Solution? Make current
recipients of the Longevity Bonus ante up, justas
those who go on the program in later years will

have to do, she suggested. Perhaps these folks '

could give up their Permanent Fund Dividend
check the firstyearofthe program.Perhaps they'd
have to giveitupevery year, justlikelater annuity
participants will have to do.

Second, some House members and Gov. Cowper
claim basing the annuity on individuals contri-
buting their Permanent Fund Dividend each year
is risky, because there might not be Permanent
Fund Dividend checks in the future.

But the current bill has taken care of that, she
said, since it allows people to place an equivalent
amount —ifnotthe check itself—into the annuity
program each year.

Third, she said, the argument that the annuity
would run a poorsecond to IRAs asan investment
choice for many may disappear with the new tax
laws in which IRAs lose most of their tax
advantages.

And finally, Bhe said, is the argument that
young people won't buy in to the annuity.

“So then we educate them, she explained. "We
go out and talk to them. We volunteer to speak
wherever we can to "young" gatherings.” And
what do we tell them, we asked?

We teach them, and we remind ourselves, she
said, that seniors are important to the state of
Alaska.

“We need to quit thinking of the Longevity
Bonus as a handout and 9tart thinking ofitas a’
investment,” she said.

“The state is putting out S50 million a year to
retain a S500 million investment — the worth of
Alaska’s seniors in terms ofthe cash they putinto
the economy each year."

Perhaps it’s time forall of us to carry our debate
beyond the senior centers, beyond the legislative
hails, beyond the governor's office. Perhaps we'll
then raise enough ruckus to get the isBue offdead
center and decided once and for all.

A
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TOTAL

Program

Longevity Bonus
Pioneer Homes
Older Alaskans Comm

Old Age Assist
OAA-ALB Hold Harmless
Personal Care Attendants
Home Health
Public Health Nursing
Adult Homemaker Services
Medicaid **
Manilag Homemaker Service
Manilag Senior Center
Norton Sound Homemaker

*

Senior Citizen Tax Exemption
Renter's Equivalency Rebate

FY 85 Actual

o

44,468.
20,469.
4,534.

oo N

6,026.2
1,241.0
0
2

808.
418.7
1,008.0
9, 167.8
126.2
972.8
189.2

3,958.6
308.7

93,697.4

FY87 Auth

47.503.2
19.916.3
4,207.3

6,797.4
2, 112.5
514.5
824.6
502.8
1,050.8
9,507.6
119.9
925.0
179.6

3,184.2
245.8

97,591.5

NEstimate of Public Health Nursing services for the elderly.

** FY88 Revised figure is estimated.

FY87 Final

47.447.2
19.694.3
4, 132.0

6,927.4
2,614.7
514.5
802.9
405.1
893.2
9,507.6
104.9
818.7
157. 1

2,866.3
221.2

97,107.1

LFD/JRSi&5 MAR 87

Senior Programs FY86-FY88 (General Funds)

FY88 Gov

31,945.5
17,665.9
3,735.1

7,882.6
0.0
514.5
793.5
O .o
893.2
8,000.0
99.7
706.6
149.2

0.0
0.0

72,786.8

FY08 Rev

37,777.3
17,895.6
3,735.1

7,463. 5
1,940.6
764.5
793.5
401.0
893.2
12,671.8
99.7
706.6
149.2

0.0
0.0

85,291.6
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THIS WAS THE BALLOT QUESTION NOVEMBER, 1986.
THE VOTE WAS: 99,222 FOR; 65,789 AGAINST.

Ballot Language For
Advisory Vote on Longevity
Bonus Annuity Program

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

The annuity option provides that every individual who reaches age 65 by January 1,
1983, including those already receiving the bonus, would receive a longevity bonus
payment of S250 per month. In addition, a person under age 65 on January 1, 1983,
could participate in an opdonal annuity program by depositing all or part of his or
her permanent fund dividends in an account held by the state. Upon reaching age 65,
a person would receive a monthly payment in an amount determined by how much
was contributed to the account The annuity payments would be supplemented with
declining longevity bonus payments paid for with general funds until the annuity
accounts were large enough to provide monthly payments of S250 a month.

Tne second option provides that every individual who is 65 years old by January 1,
1983, including those already receiving the bonus, will receive a longevity bonus
payment of S250 per month, but that anybody younger than age 65 by January 1,
1988, would not be eligible for benefits.

Should the legislature adopt the annuity option?

YES () NO ()

Advisory Vole on Longevity )
Bonus Annuity Program Jtsmzlt



Comparing bonus plans: Which does what?

DILL

CSSO 56 1
(Son Jay Kerllula)
@il sols lip anrtmly

retirement .i».mini based

,on

yearly Permanent

Fond Dividend conlribu-

lions inlo account

HO 151 nnd SO 1*15 ?
(Gov Steve Cowper)

Companion bills would
set up a "'needs-based"

bonus, placing an

in-

come cap on eligibility

and

limiting il to those

who reach age G5 by Jan-

uary 1. 1900

Wh_il will be Ihe
cost lo lhe
stale?

$19 9 million in
1900.

S7-1G million
horn 190(1-2001.
(projected)

13 1 million In
1900

$343 millin from
1988-2001.

(projected)

Whal happens K1
turn 65 bclorc
1/1/00/?

$250 monthly
bonus will
continue. You will
bo able lo keep
your yearly Pui-
mnncnt Fund Di-.
vidend Chock.

You w Mgel a $200
monthly bonus

check il your in-
come is under
$20,000 ($40,000
lor married
couples). You'll
gel a smaller
bonus il your in-

come is$20,000 lo
$25,000 ($40,000

lo $51,000 lor mar-

ried couples). No
bonus il your
come isover these
amounts.

in-

Whnl happens I 1 lum 65 on or oiler Jonuary 1, 19807

llyou decide nof lo
participate in lhe
annuity, you will
gel abonus, hul Ihe
amount will de-
crease each year.

Il you decide

1o participate inthe
annuity, you wll
get a monthly
check alter age G5.
This check will be a
combination ol
moneys from the
bonus and annuity
programs.

Il you decide lo
participate, you
will contribute all
or a portion ol
your yearly Per-
manent Fund Divi-
dend check lo lhe
annuity program.

You will receive no
bonus and no =

anmnuity.

Il you decide
lo participate,
upon your
death your ex-
isting equity in
the annuity
program be-
comes a part ol
your estate.

I you decide t
participate, you
may make a one-
lime emergency
withdrawal bom
your annuity
account



cssa &b
{Sen Jay Kerltuia)

" CSSB 56 would give 5250 per month toqualified seniors who reach age 65 before
January 1, 1983 These seniors would keep their yearly Permanent Fund Dividend
check and would not participate in the annuity account portion ol the program.

Those who turn 65 AFTER January 1,1983, could participate inS3 56"s optional
annuity program based on yearly contributions of Permanent Fund Dividned
checks to an individual annuity account.

This bill set up a dual program which links the gradually declining bonus pro-
gram with the individual annuity account program. Here"s one way to view these
dual programs; Picture two side-by-side elevators. One elevator, the Lonevity
Sonus program, isnow on the top floor olfering current recipients 3250 per month.
(Current recipients will hang out on the top floor.) For Alaskans who tum 65 alter
January 1,1988, the Longevity Bonus elevator wfll begin inching down toward the
ground Moor -a complete phase-out sometime alter the year 2000.

At the same time, the individual annuity account "‘elevator” -now on the gound
Hoor -would rise as individuals opted to deposit all or part of their yearly Perman-

ent Fund Dividend checks into theirpersonal annuity accounts Tne more dividend
checks you deposit, the higher your annuity account “‘elevator' rises.

In other words, ilyou had participated in the annuity account program over the
years, you would, at age 65 receive tswo dillerent checks: a gradually decreasing
Bonus check and an annuity payment based on the amount of yearly dividend
checks you had deposited into your account.

H3 151 and SB 145 2
(Gov Sieve Cowper)

2HB 151 and SB 145 would require seniors now on the bonus program and any
who reachage65 before January 1.1988, :oannual lysubmitcopiesoltheirfederal
income tax returns as prool ol income qualilication. Under Cowper®s plan, the
maximum amount ol monthly bonus ol $200 would be available only to those sen-
iorswhose income (excluding the bonus and Permanent Fund Dividend income) is
less than S20.000 (or whose joint income, lor a married couple, is less Ih3n
540,000) . For individuals with higher incomes, the amount ol the oonusdecreases,
until M the income tewel ol S25.500 (or joint income ol less than 551.000) an indivi-

mini wnnlirl nnt mrotxjo n h/-»n»»c



Dort turn Longevity Bonus into welfare

by Clem Tillion
| sue Hint one of ic governor’s task forces

liai) recommcndc | that the old timers'
bonus, the $250 a month for those over 65, he
converted lo a welfare system.

For the most pad, | have liked the course
set by our now man in Juneau. But making
charity cases out ol our old Alaskans under
the guise of saving money is a joke!

Number one, it will not save money. It will
make liars out of a lot of good people and
make jobs for a lo* of “do gooders™ in the
welfare department.

The percentage "f those over 65 here in
Alaska who couldn't figure a way.to stay on
the program under a welfare (needs) system
is so small that tim cost of screening them
out would exceed (be savings.

If the cost of the urogram is too great lor
the state to bear, Iben shorten the months
that an Alaskan can be gone from the stale
each year and pru,c a few more “snow
birds" off the list.

When the Longevity Bonus Program was

first envisioned, one of the basic purposes
was t keep winner:; as well us losers here in

Alaska.
As the population of our slate had such a

low percentage of those over 65, there were
many who thought that keeping grand-
mother and grandfather near the rest of the
family had a great many beneficial side
effects. The reason the cost of living bonus
was paid without regard lo people's income
was twofold. One, with less than 10 percent
of our 65-year-olds in the non-necdy cate-
gory, it was far cheaper to pay all than set
up a bureaucracy to screen all the old folks.

Now, I’'m sure you will hear some welfare
types say, “We could screen for less than 10
percent of the program.” All | can ask is,
“Then why didn't they?"

At the time the first Longevity Bonus was
passed, -10 percent of the money" approp-
riated for Old Age Assistance here in
Alaska was used by the bureaucracy to
administer the program or an amount that
just about equalled the Federal Matching
Funds then received by the state for the
program.

I'm sure that lo get their hands on that
amount of money, welfare would promise
anything. But it’s a rare program indeed
that they administer for less than 20 percent
of the appropriation. It'swhy the legislature
put the program under the Department of

Administration instend of letting the bleed-
ing hearts gel it to "do good" with. When |
say this, I'm thinking of the old families of
Hawaii. The saying goes: “Their ancestors
came to ‘do good' and they did very well
indeed.”

The second reason that need was not a
requisite part of the first legislation was
simple. We wanted to lecp as many oflife's
winners as possible he jin Alaska. Fishing
is an on and off thaig, oil and timber
depends on the fluctualionsofinternational
politics and world pi ce. Of all incomes,
retirement income ten sto be more stable
than most.

With exceptions, of course, most people
over 65 are not into mi :sing great fortunes.
They spend their mon cither on their own
comfort or on those around them. They
don't cause problems \ illi the police or their
neighbors and they often have income
retirement from a nui her of sources, he it
teachers’ retirement o railroad retirement
as well as properly an. ssed long years ago.

Be they rich or poo they are well worth
keeping in Alaska.

Clem Tillion, Halibut C\ or, is former president
of the Alaska Senate, his column oripinally
appeared in the Anehoi s Times.



Many seniors can't live
on Cowper budget cuts

Action: Gov. Steve Cowper submits his budget
proposal to the legislature. Itcalls for slicing Lon-
gevity Bonus payments by $50 per month for dl,
axin.g bonus payments completely for those with
incomes over $20,000 and eliminating property
tax exemptions and renter’ rebates.

Reac Ion: Seniors are scared. Fearful. What
rext? they ask. Will they be able to keep tieir,
homes? Will they have to move outside where the
cost of living is cheaper? How will they pay medi-
cal hills? And what happened to the promises of
the past that said current bonus recipients would
keep treir $250 per month payments no matter
what was decided for future seniors?

State-gathered statistics show the median
income for older Alaskans is $10,000. That s S833
per month. IFyou figure rent at S400 or more per
month, you have S433 or less to pay for such frib-
bles as food, doctor ™ bills, heat, lights and trans-
portation. A challenge to make ends meet each
month? You bet. Try getting along, now, on $50
less per month. No wonder theres fear out there.

And then add the $700 youll have t pay under
Cowper s budget plan for property taxes — or sub-
tract the $400 In income you won t get from the
renter’s rebate this year.

Itall adds up to too Iittle money.

We Ve said rtbefore: These programs were put in
place before the oil boom by a thoughtful populace
which wanted to do rightby itssenior citizen popu-
lation, which wanted to keep iIts retirees — and
their retirement pensions and assets (big and
small) — inAlaska.

Despite the need 1o cut the state budget, seniors
should not be made to bear such a large share of
the burden.



Long-running bonus
debate heats up

[*y Ib'litu'cn Cbni» non

The lihiil nnd ' g-running
debate over lit* tjingevily
lbmos program new even

louder in March wiih lin* llr.il
legislative lienrin;: on f»ov.
Slt've (‘owper's "in- -ds-hnscd"
btiiius plan. HI .
t'owpcr'slegisin'nm — both
Ibr House bill anil *Midentical
Smote companion SH 145 —
have (hire key [*»rls which
would iluimatiral'v. change
(in*current bonus 'u.igrnm:

e §rut-off of el nihility for
tin* himns to those who renrh
nge mion or nfti-i -hinunry 1,
10+

* 0 reduction Mir maxi-
mum amount of Ib" bonus to
S2IMI per month; nr

e on income cap -*n rligihil-
itv for the bonus « that the

full honui nnintinl of $200
would I»e available only to
those whose annual iiirome
(excluding the linmis and Per-
mulie lit Fund Dividend
income*is In i llian $20.000(or
whose joint income, fornmar
ried roiiple, is lens thun
$1t.d00). As nn individual's
income goes up, the amount of
the bonus pnid out would go
down, until, at Die income
level of $25,500 (nr $51.1100 of
joint income) nn individual
would not receive n bonus
payment.

Under the current bonus
progrmn, nny Alaskan who is
mworold alid hitli»rd in the
state i lenst one yeni receives
$250 per month More (linn

15,500 pnrHonH pnrticip.ile in
the $50 million program

"We nm in* longer afford to
provide ibis Hubs(nntin)
benefit to no everinrmming
popnbitiou of neniorcitizens/'
(owper told Inwiunkers.

Cowper's plno in expected to
cost $IM I million fur fiseal
year [H8H.

Senior ndvocntes linve
called Cnwper's plan unfair.
They linve argued (lie current
bonus program is nffordnble
nnd tin  SO,0U0 pcr-prrson
nnnunl pnymecnli help older
Alaskans stay in Alaska nnd
in their own homes, out of
cosily iiiNlilulions.

Older Persons Action Group,jnc.™ A yWoL'JO”No.M « April 1907

Bonus debate heated, long-running

"The question isn't whether
ornot fneed the $250. It's the
philoonphirnl point: If | were
to approach slate employees
and nsk them to taken $250cut

in their monthly state retire-

ment pay, I'd he hung in
effigy," said Hep. Red Handler
(I) Anchorage)duringnHouse
committee meeting in early
Mnrrh.

Hep. Fran Ulmrr(l)-.hinenu)
nrgurri: “There's no question
this is a good proernm. The
question is how mueh of this
good p-ogrnin can woactually
nfforrl now?"

In the Senate, the lanus
debate s proceedmg more
rapidly following n series of

statewide teleconferences on
Sen.day Kerttuln'stDFolmer)
Longevity honus/nnnuity
hill. CSSi 50.

Kerttuln's hill would putin
place nn annuity retirement
ncrouut plan approved hy
voters laal November in nn
advisory vote. That plan

would establish a tandem pro-
gram which includes n gradu-

ally phased-out banus
program nnd an oplionnl
annuity program allowing
Alnsknn residents lo deposit
their nnnunl Permanent Fund

Dividend cheeks into n retire-

ment account available lo
them nt age 05. Those already
05 would continue to receive

$250 bonus checks nnd Per-

manent Fund Dividend

checks.

Now in ils third Senate com-
mittee, Kerltula’s hill hns gar-

nered support from many
senior ndvocntes. Hut Cowper
administration officials nre
big flaws in the annuity plan.

"One problem with SH 50«
that it assumes Permanent

Fund Dividend checks con-
Division of Pol-

tinue forever."
icy Director Mary llallorau
told senators during n recent
committee hearing.

"We really shouldn't go lo

the hank on this. IPs danger-

ous to build nlong term retire-

inent progrnm on the
Permanent Fund "
Another problem Cowper

officials point to is the plan's
lack of "hold-harmless" pro-

tertian. Following federal rul-

ings in IPHI (hat the bonus
would be counted ns income
for nny

lic nssistance payments, the

"new" bonus recip-
ients who received federal pub-

legislature enacted a clause
that assures needy elderly who
receive a honus payment do
not love either the bonus-nr fed-
eral assistance payments such
as Medicaid

Hut Kerttula argued the
“hold harmless" problem in
Sit 5i»mubl lo*adjusted with a
minor uiueiidinrnt.

Cowper'’K hnmiM plan, how-
ever, would require more stale
administrators to oversee the
income eligibility require
meats of the plan. Kerttuln
said.

"(Jnvcrnor Cowper's needs
based program would require
[f» administrator*', nr one
ndioinistratnr In every 21U
recipients,” Kerttula mid.
"The annuity program would
require only am*administrator
to every I,(Mill rceipients.”
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JINT i

| INTRODUCTION

On June 14, 1932, r.he UniCed Scaces Supreme Courc ruled
chac che cumulacive residency requiremencs of Alaska®s pernanenc
fund dividend distribution program violaced che Equal Proceccion
Clause of che Uniced Scaces Ccnscicucion.?® Shorcly chereafcer,
Alaska®s Longevicy 3onus ("AL3"™) Program was challenged on equal
oroceccion drof-ds. On Augusc 9, 1932, che Deoarcmanc of Law,
wich che approval of che Alaska Legislacive Council, encered inco
a scipulacion in <che Vesc case which scayed all proceedings
pending adjournment of chis legislative session, in order co
afford che legislacure anj'oppofcunicy Co raddress Che
consCiCuCional problems with cheexisting program.

The purpose of chis reporc is co analyse some 10 opcions
available co <che Jlegislacure iIn amending che Alaska Longevicy
Bonus Program. This reporc is a Ffirsc sce.p in a process which
muse be compleced by che end of chis session. As su“oparcs (C) and
(D) of chis seccion discuss, Che likely consequence of failing Co
enacc remedial legislacion chis session is chac che AL3 program
will be judicially cerminaced.

A . Descriocion OF The Longevicv 3onus Program

Predecessors of Che existing AL3 program can be Craced Co
1915. In chac vyear, che Terri Corial Legislacure auchoriced a

monthly allowance of 512.50 for needy elderl” Alaskans of 10 years

1-Zobel v. Williams, 72 L. Ed. 2nd 572 (1932)

-Vesc v. Shafer, 1 JU-32-1103 Civ. (Isc Jud. Disc., 1932)



residency who <chose noc to encer Che newlLy-creaced Pioneers”
Hones. The currencprogram was enacted in L3372 as a resulLc
of legislation 1introduced by Senators oucrovich ana R.ay.3 Quite
unlike the ‘'need-basaa focus of its predecessors, the 1972

legislati

on was to:

... provias all law 30 KIdiIr2 Alaskans capable of
managing their own 3rl3 irs who “pave maintained a
domicile iIn the sc ice foe at Ileast 25 years and
have reached a retirement age of 55, an incentive
to continue -uninterrupted residency in the stace.
Under no circumstances shall this chaocer be
consicerea form, type, or manner, of public
r@glLier. The bonuses made under this chapter are
not predicated on need even though they may appear
co provide supplemental income to some qualified
persons who would otherwise be forced co become
responsibilities of the state. The Legislature
further fir.cs and states that this legislation
recognizes the economic hardships suffered by many
elderly Alaskans, Alaskans who through their
tenacity and perseverance molded Alaska as we know
it through skillful application of their talencs.
These pioneers are the same Alaskans who, in the
prime of their life, were iIn effect treated as
second class citizens by the federal government
and who paid much of their hard earned income to a
government in which they did noc have the right to
participate through the power of the ballot. The
legislature also is aware of the fact thac many of
these pioneers have been Tforced to live out their
retirement years in areas far away from the Land

they loved and nurtured and thereby also
suffering, in many cases,..the loss of Tamilial
relat ionshio with their own Kkin, an exoerience

chat 1is sad and frustrating to them as well as
depriving new generations of Alaskans Che benefit
of cheir wisdom and exoerience. This legislation
hopefully will provide our pioneers wit

economic means to remain in and concinue to serve
cheir jtate and to enjoy the opportunity of aiding

—-iUnaocer 0-, 5LA 1915.

~Chapcer 205, SLA 1972; AS d7.45.010 ec. sea.

NS2 211, 7ch Leg., 2nd Sess.

«



years,

Che new Alaskan iIn making che scace cruly "The
Greac Land."™ 51, Ch. 205, SLA L972.

The AL3 program, Chen, has several purposes:

L. providing an 1incencive for a particular class of
senior cicicens co remain in che scace;

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

3.rewarding che pasc concribucions of Alaska“"s
elderly;

4. compensacing for pasc harash ips suffered by

Alaska®s pioneers; and

5. recaining che wisdom and experience of Alaska“s
pioneers. .- s
Originally, ~che bonus was $100 per mcnch. Over che

che amounc has gradually increased co its current $250

per monch.”™ A person is eligible for a bonus i1f"he or she:

more

recurns.

1. is 65 years of age or older;

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

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

Additionally, 1i1f a person is absenc from che scace for

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

AS 47.45.030. IT che™:, person is absenc for a

continuous period iIn excess of 180 days, he 1is 1ineligible for a

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

~Chapter 13, SLA 1951



Exceptions are made if che absence "is beyond Che control of che
recipient. =TI

The longevity bonus is taxable under the Internal
Revenue "Code. However, it is almost universally excluded in
calculating 1income eligibility for stace and federal assistance
prog.rams.

3. The Individuals Covered “jv The Alaska Lonrevif/

Bonus Protram.

There are currencly seme 9,425 Alaskans receiving some
S23.4 million in longevity bonus payments. Sketching an
accurate portrait of che state"s AL3 recipients 1is difficult,
because the ALB application form requires little personal
information. In 1975, the Alaska Department of Health and
Social Services conducted a random survey of AL3 recipients,

and, 1in conjunction with the Vesc

3Under 42 U.S.C. 51332(a) (b)) (3) , which governs

eligibility for federal Supplemental Security Income, and
reference also controlsother federal programs such as Medicaid

and energy assistance, the following is excluded from che

definition of iIncome:

"monthly (or ocher periodic) payments received by
any individual under a program established prior
to July 1, 1973, if such payments ace made by che
State of which Che individual receiving such
payments 1is a resident, and 1if eligibility of any
individual for such payments is not based on need
and is based solely on attainment of age 55 and
duration of residence is such state by such
ind ividual.”

-"Alaska Longevity 3onus Impact Survey," Alaska
Department of health ar.d Social Services (1975)
(hereinafter "AL3 Survey)



secclenenc, che Department of Law conducted a non-random survey
of some 1, 39 parcicipancs .

From Chose surveys, ic is apparenc chac a Large
percentage of AL3 recipiencs are Alaska Nacives Living 1in rural
areas of che scace. ™ Moreover, and iIn Largs pare because of
che 1ineLigibiLicy of many rural residents for socialL securicy,
che Longevicy bonus is often che primary source of 1income for
rural residents. For example, 4L% of che elLderLy in Souchwesr.
Alaska, and 66% in Norchwesc AlLaska, rely on Che Longevicy bonus
as cheir primary source of 1income.

Available evidence suggests chac a large percencage of

AL3 recipiencs have incomes only marginally above Che current

scace welfare assistance Level of $546° per monch. The
Department of Law®"s 1982 survey -- which was skewed coward che
more needy recipiencs of Che AL3 - found chac 31.4% of che

1,396 recipiencs sampled had monchly incomes of $750 or less.
The 1976 AL3 survey found chac half of che AL3 recipiencs had a
monchly 1income, ™"including chac of cheir spouse,”™ of under $500
per month. 12 Anocher

m " E- 3

I"In 1976, 417c of che AL3 recipiencs lived in rural areas
che stace and 24.1% were Alaska Natives. AL3 Survey ac 14-15.

H"An Assessment of che Scacus and Needs of Alaska
ElderLy,”™ Department of Sociology, College of Arcs & Science
University of AlLaska ((193L) (hereinafter "Assessment.™™)
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If

had incomes of less chan -$1,000 oec montlh. A 1931
University of Alaska survey indicated chac roughly half of
Alaska®s elderly had monthly incomes of less chan 5300.00.~"

The 1975 AL3 survey suggests chat, in light of the high
percentage of bonus recip-iencs in the 55-70 age group, che bonus
has had a macerial effect 1in allowing older citizens to remain
in the state arter retirement. 14 The report also indicates
chac the AL3 program has allowed a significant percentage of the
elderly co vramain off various public assistance programs
including food scamps and state Old Age Ass istance.“3,

One significant characceriscic of Alaska®s elderly in
general warrants note -- one chat will become quite significant
in our analysis of alternatives. Only 10% of Alaska®"s elderly
have resided in the state for 10 years or less.”

C. The Effects of Zocel And Vest On The AL3 Program.

In reviewing the 1972 legislation creacing che
Longevity 3onus Program, che Department of Law concluded that
... the classification predicated upon being domiciled in the
territory on or before January 3, 1959, bears little, if any,

rational relationship to any legitimate legislative purpose

which this bill 1is conceivably designed to serve and thus 1is in

N"Assessment, oo. cit. n.
1AAL3 Survey, OP . cic. n.
15H. at 10, 13.

%
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aLL probabilicy unconstitutional.””

Nonetheless, che AL3 program remained unchallenged
uncil 1932, following che U.S. Supreme Courc's decision in Zobel
v. Williams (hereafcer "Zobel 111™) .2

The law in issue- in Zobel 11l (AS 43.23.010 ec. seq.)
provided for che discribucion of a permanenc fund dividend of
550.00 for each year of accumulated Alaska residency. The Courc
ruled, 3-1, <chac Che cumulative residency requirement of che
program was noc racionally related co Che goals of Che scacuce
-- a ruling which is discussed in more decail in seccion 11(A),
00S C.

The permanenc dividend fund discribucion program, in
pare, was intended co reward Alaskans for prior ccncribucions co
che scace, a goal which: (1) chree justices believed was
conscicucionally impermissible; 19 and (2) five justices
believed was a permissible goal, buc was noc racionally

furchered by a scheme

AMemorandum, Havelock co. Egan, Re: FCCS HCS CSS3 211 ac 17
(June 29, 1972).

Williams v. Zobel, 519 P.'2d 422 (Alaska 1930) ("Zobel
I/"), che Alaska Supreme Courc invalidated che scace's graduaced

personal income QGa< repeal. In Williams v. Zobel. 619 ?.2d 448
(Alaska 1930) ("Zobel 11™), che courc wupneid che cumulative
residency requirement of  Alaska's permanenc fund dividend
Qisczrikl;)ulcilolr; plan — a ruling reversed by che U.S. Supreme Courc
in Zobe :

AQOpinion of che Courc, 72 L. Ed. 2nd ac 579.



which awarded dividends solely on che basis of residency."”

3eyond che ruling of che case, che various opinions --
par ricularly chose of che concurring 1iuscicas -- are rich in
forboding language suggesting chac any duracional residency
reouirenenc nay receive "™inf*h8icied scrucmy oy me icur:, ana
will be juscifiad only in "race" circumscances.it

As is nore fully discussed in Parc 11(A), do3c, che
inpac: of che Z o b e decision upon che AL3 progran was apparenc.
Two najor goals of che exiscing AL3 program are co reward
elderly Alaskans for cheir p-cior e concribucions, * and co
compensace for pasc hardships and suffering -- ends which are
implemenced by a duracional residency requiremenc more severe
chan chac ac 1issue in Zocel. Achallenge co che AL3progran was
noc long in coming. On July 5, 1932, one Pvodney G. Vesc
challenged che ALB program 1in Superior Courc 1in Juneau.?/ Mr.
Vesc is an elderly Alaskan whoseresidency in che scare
commenced chree monchs afcer scacehood. His conplainc soughc
declaracory and injunccive relief sCriking che duracioral and
scacehood residency requiremencs of che acc.

The Scare®s response was colored by 52 of Che

legislacion, which provided, 1incer alia, chac:

-JSe-1 3rennan conc. , 72 L. Ed.2nd ac 534: O"Connor conc.,
L. Ed. 2r.c ac 535.

-L3rennan conc., 72 L. Ed. 2nd ac 631, 584.

moee n. L, ance.



"if any provision of chis acc, or che application
of a provision of Chis acc co any person or
circumstance is held invalid, chis encire acc
shall be considered invalid.”

As che Qeparcmenc of Law explained 1iIn reviewing che

1972 law:

“"lIc is clear chac che incenc of che Legislacure
expressed 1In Seccion 2 of che bill 1is coforescall
che possibilicy <chac a parcial declaracion of
unconscicucionaLicy would resulc 1in broadening che
coverage of che bill Co included addicionai
clauses. This would be che case, for example, if
either che 25 vyear waicir.g period requirement or
che January 3, 1939 cucoff dace were declared

invalid, and che bill .was expressly or impli.edly
severable."23

Thus, invalidation the Longevicy Bonus Program would
resulc noc in expanding che number of AL3 recipiencs, buc racher
in che abrupc cerminacion of che encire program.

Facing chac grim probability, che Scace, wich che
approval of che Alaska Legislative Council, encered 1inco an
agreement wich “/esc, a copy of which 1is accached as Appendix A.

The essence of che agreemenc 1is as TfTollows:

1. Proceedings in che Vesc <case are scayed
chrough che conclusion of Chis Legislative
session. Because that case has been subsequencly

certified as a class action, 24 existing ALB

recipiencs are noc iIn jJeopardy ac lease chrough
adjournment of chi-e session;

2. The Alaska Legislative Council promised co use
ics "best efforcs" co secure Che enaccmenc of
Legislation which creaced equalLly ™"all persons 65
years or older as of July L, 1932, who* have been
bona fide Alaska residents for ac lease one year
orior co chac dace";

—-00. cic. n. 1/ ac

270rder Certifying Class and Directing Notice *to Class

iar.eer3.

-10-



3. IT legislacion of chis sore were enacced chis
session, che suic would be dismissed; and

4. Recognising chac che Counci L could noc bind

che Legislacure, if legislacion 1is noc enacced,

Mr. Vesc may pursue his case, wich che probable

resale chac che program will be cerminaced.

There are chree aspeccs of che secclemenc which warranc
noce. Firsc, ooviously, are che severe cine conscraincs eunder
which che legislacure is operacir.g. Second, chere is che
secclemer.c"s incancionally broad licmus Cesc of accapcable
legislacion. All che legislacure need do 1is Creac ail elderly,
one-year Alaskan residence "equally." The scandard could be nec
by any number of opcions, including repeal of che program.
Third, chere is che inescapable financial inpacc of che
secclemenc icself. In order co creac all elderly Alaskans who
were one-year vresiden.es as of July 1, 1932 equally, ic will be
necessary co fund recroaccive longevicy bonus paymencs under che
exiscing program coche some 3,300 elderly Alaskans who would
have qualified. The necessary recroaccive appropriacion is

approximacely 311.4 million.

Of course, che legislacure icselfis noc "bound"™ co
pass any parcicular kind of legislation, orany leg islacion or
appropriacion ac all. While a "besc efforcs™ clause is

enforceable, chac obiigacion runs only Co Che Alaska Legislacive
Council, which has already demonscraced boch good faich and

diligence in accempcing co meec che obLigaCions of che order and

secclemenc.

-11-
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D. Scooe And Ineerie OF This Reooc t.

The purpose of this report isnoc co recommend
particular amendments Co che Alaska Longevity 3onus Program. As

Section 11, oosc makes olLain, any "recommendaCion"™ 1is a function
of che goals which che legislature seeks co achieve chrough chis
exercise.

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

interested parties, and co analyze che alcernacives in lighc of:

1. conscicucional constraints;
2. fiscal impacts;
3. practicability; and
the effect of any changes on the elderly™s

eligibility for ocher programs. 25

In developing a list of alcernacives, this reporc has
included five opcions examined by the Sheffield Administration,
and Ffive alcernacives developed by th.e authors of Chis report.
The information presenced wich respecc to each opcion is
incended to be sufficient for a threshold decerminacion of
mfeasibility. .The reporc attempts! to anticipate Che major
problems and issues surrounding each opcion; however, it 1is noc
incended co exhaust che details of every proposal.

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

Senace Judiciary Committee®s preliminary indicacion of

2}See Section 11. (C) oosc

«12-



oreference. We are recommending chac che committee choose ov/0o
or chrae primary opcions. We will chen prepare 1impLemenc in?
legislation and a derailed analysis or Che primary opcions.
Under chis approach, che commiccee will noc be required, ac chis
earLy point, co make an "all or nothing"™ choice. Lc will also
afford che commicCee Tflexibility in che evenc chac, for some
orasenclv unforeseeable reason, one oocion becomes imoraccicable.

Drafc implemencing legislacion and a derailed analysis
of che committee*s choices can be Cransmicced wichin cwo cc
chree weeks, depending on che opcions chosen.

E. Alternatives Included In This P.eoort.

The opcions included in chis reporc, which are analyzed
in cum 1in Seccion 11l, are:

1. expand che Alaska Longevity 3onus Program co
induce all elderly Alaskans with one-year"s residency;

2. phase ouc che Alaska Longevicy 3onus Program by
gradually reducing benefics;

3. phase ouc che Alaska Longevicy 3onus Program by
gradually reducing benefics, while concempora®neously
raising che eligibility limics for general scace
ass iscance;

4. providing a minimal base payment under Che Alaska
Longevicy Bonus Program based solely on one-year-s
residency, with supplemencal payments made on Che basis
of need;

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

5. creace an annuicy plan, with che annuicy corpus
consisting of permanenc fund discribucions. This
option would necessitate a transition pcogram for chose
persons AQ years ad older;

-13-



7. fund Che AlLaska Longevity Bonus Program chrough a
“"pay as you go" socialL securicy system. funded by
approx imacaly 7. of che existing permanenc fund
dividend discribucions;

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

9. condition eligibility for a longevicy bonus upon a
demonscracion of hardship which would be suffered by
being unable co continue Alaska residency; and

10. open che Alaska Longevicy Bonus Program co all
one-year resider.cs, and cerminace che program -- giving
FY 193d recipients a grandfather rigr.c co concinued
bonuses.

1. CONSTRAINTS ON THE CHOICE OF OPTIONS

There are four basic consideracions in choosing a
package of amendments co che Alaska Longevicy Bonus Program.
The purpose of chis section 1is co provide an overview of che
constraints and policy choices which should play a role in chis
commiccae”™s decis: -~

A . Conscicucional Cor.scrainCs.

The obvious and primary constraint on any sec of
amendments co che Ai-ska Longevicy Bonus Program lies 1in Che
equal ptoceccion clauses of Che Uniced Scaces (Amendment 14) and
Alaska (Acc. 1, 81) constitutions. The exiscing Alaska
Longevicy Bonus Program discriminates becween “Alaska residents
based on Cheir duracion of residency; moreover, all of Che
alternatives considered by chis report involve some durational

residency requirement.



Under boch che federal and Alaska constitucions, a
duracional residency requirement which conaicions or denies
either a ™"funaamencalL right” or a ™"basic necessity of Life" 1is
valid onLy if the discrimination 1is necessary to further a
compelling state 1iInterest= Zcbsl 11, 515 ?.2d at 443; Memorial
nosOltar . ooa Count/. Al15 U.S. 250, 255 (157-).

9

"Fundamental rights" involve such -things as voting,- while

> _ o _ _ - -
l'basm necessities of Ilfe* incluce basic medical care-" anc

welfare.

The so called "right to travel” -- which any durational
residency requirement arguable affects -- 1is not a fundamental
right automatically triggering the compelling state interest
test. Zobel 11, 515 ?.2d at 425-425, Zobel 111, 72 L.Ed. 2nd at

9c
677-673_.""

We are confident in concluding that longevity bonus is

not a "basic necessity of life.” The program is not welfare
ic is not based on neea. Basic indigent assistance -- including
both 1income supplements and Medicaid -- are available to the

A-Dunn v. Blumsteln, 405 U.S. 330 (1972).
2/>lemocial Hospital v. Maricopa County, 415 U.S. 450 (1974).
-~Shapiro v. Thompson, 394 U.S. 613 (1969).

2"0ne of che oddities of Justice Brennan®s concurrence in
Zobel 11 was his view that the *right to travel” is a
"_.runeamenta 1" right (did. at 632) -- alLthough impairment of chat
right by a duracional residency requirement should be tested under
che deferential "racionally relaced” scandard (see text, cost) or
at worst "intensified ... scrucinv." Id. at 631.

-15-



10
needy in chis scace.l] The Qlongevicy bonus program seems more
akin co che permanenC fund dividend, which che Alaska Supreme
Courc held 1in Zobel 11 was noc a "basic necessicy of life.” 519

?.2d ac 4C*. As che Courc of Appeals for che N"inch Circuic has

observed:

"Deprivacions which are only unconforcable are noc

enough, such as concicioning lower Guidon ac
scace insc icue ions of higher educacion upon a
one-year residency requiremenc.” Fisher V.

?eiser, 510 ?.2d 529, 539 n. 5 ((19/5), «carc.
aeniec 447 US 930.

Under che federal cor.scicucion, Chen, any duracional
residency requiremenc 1iImposed by amendmencs co che AL3 program
need only be "racionally relaced” co a legicimace governmencal
purpose. Zobel 111, 72L.Sd. 2nd ac 573. As” chis seccion will
discuss, however, chac scandard is occasionally more deferenci3l
in ics cerms chan 1in 1ics applicacion.

Conversely, under che Alaska Conscicue ion, a duracional
residency requiremenc will wichscand -scruciny only 1if 1ic is
“"fairly and subscancially relaced™ co a legicimace governmental
purpose. Zobel I, 519P.2d ac 427. The more che balance cips
in favor of Che individual, ;che more necessary che
discriminacion muse be 1in order Co furcher Che law"s purpose. Id.

From chese standards, che Tfollowing ground rules can be

e:ccracced from applicable case law:

3QSee Memorial Zinsoicnl v. Maricopa Councv, 415 U.S. ac 251



1. Unques cionably, che "length of residence nay be

used co case che bona fides of cicizenship.” Zobel . 72
id ac 53- (Brennan conc.). In ocher words, che scace r.ay,

by a durational residency requirenenc, "make virtually cercain

(

Che scace ..." Vlandis v. Zline, 412 U.S. 441, A52-4;4 (1973)

nS a general ru”e, accorneys nave assur.ee cnac m cases
.nioLvi: cne ‘conoelli; 12 scace scar.carc

one-vear duracional residencv recuirer.enc 1is oernissib as a
oresur._ocion of domiciliarv, oee, ocarr.s v. M%3-.<a.j0n Sues
325, 234 (Minn. 1970), affd MOH( »oL uU.s. 985 (1971)
*Breove; e Scace oir Alaska has taken che .osicion chac in
cases involving either particularly attractive Dbenefits, or
oarciculla- 1y cransienc populacions, a duracional residency
recuirer.enc in excess one year is cons ti cut ionally
permissible. See Mocion For Summary Judgmenc, Sepcember 3,
1932, Andress v, Baxter, ec al._, No. A32-307 Civil, u.s

District Courc, (D. Alaska 1932).

For the purposes of che Longevity 3onus Program, there
are dwr>.e reasons why it makes little _.sense to attempt a
mulci-year duracional residency requirement as a presumpcion of

domicilary. First, che accempc would lack substantial

o]/



precedencial supporc. Second, it would be concrary Co che
Augusc 9, L1932 secclemenc in Che Vesc case. FinalLy, and as
noced previously, a duracional residency requiremenc would noc
begin co exclude significanc numbers of elderly Alaskans unless
ic was iIn excess of 10 years.

2. . Duracional residency requ iretnencs may be
permissible for reasons ocher chan presuming domiciliary,
alcho®"jgh ac lease four juscicas of che Uniced Scares Supreme
Coure believe chac chose sicuacions are ™"rare." Zobel 111, 72
L.Ed. 2nd ac 534.°%L

Ac che oucsec, a scace cannoc use a lengchly duracional
residency requiremenc co reward 1long Cime residencs for chair
prior concribucions co che scace. To a majoricy of Che courc,
while che purpose icself is permissible, a duracional residency
requiremenc is 1irracionally Cailured Co Chac goal -- a poinc

bluncly made by Juscice O"Connor 1in her concurrence:

“"A mulcicude of nacive Alaskans - including
children and paupers --  may have failed co
concribuce <co <che scace 1iIn che pasc. Yec Che
scace does noc dock paupers for cheir prior

failures co concribuce, and ic awards every person
over che age of 13 dividends equal co che number
of years chac person has I"ived in Che scace." 72
L.Ed.2d aC 689.

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

Thcc, as noced previously, 1is a second major goal of che

3L}ne "rare" example ciced by che four concurring juscic
was qualific.acion of public office. Ed.



