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existing ALB program. If ic 1s irrational, to assume chat allL
Long time residents "contributed"” to the state, 1t may be
equally irrational to assume that all long time residents
suffered substantial pasc hardship.

Thera is one universal hardship which equates with
territorial residency -- the _.lack of franchise. It
conceivable that a Longevity 3onus Program intended to
compensate for that lack of representation would be
constitutionally permissible. However, that rationale would
only justify the January 3, 1959 residency requirement -- noc
the 25-year continuous residency provision of the act.

A much closer question 1is posed by the program"s goal
of allowing elderly Alaskans to remain 1in the state who would
suffer particularly severe wardship if they were Tfinancially
required to relocate. Justices Dimond and Matthews of the
Alaska Supreme Court believe this may be a constitutionally
permissible goal substantially furthered by a duracional

residency requirement:

"... ~a state Longevity 3onus ... require(s)
lengthy residency. Both chose programs, however,
are apparently designed to help those individuals
who would like to retire in the state but cannot
afford to do so because of the high cost of
Living. The scate might well want to limit the
benefics to chose that would suffer the most
hardship by being forced to leave, and 1c seems
reasonable to suppose chat a long period of
residency would be some indicia of close ties to
Alaska and the disruption chat leaving might
cause.”" Zone! Il, 5197.2d at L59 n. 13 (Dimond



The Department of Law, 1in face, has concluded that the
Pioneers"® Home may be consticutionaLly defensible as a
reasonable means of accomplishing precise)./ this goal.39
Indeed, one option considered in this report would award
longevity boil uses on the-"oasis of hardship caused by relocation

which in  turn would be measured in oar: by length of
residence. By making length of residency "some indicia” (519
?.2d at "#89) of the hardship of relocation, the option would
avo"d the indictment of overbreadch which was fatal, to Che
permaner.c dividend fund distribution program 1in Zobel 111.
-nally, as to che AuB program®s goal of providing an
incencive for a specific subclass of Alaska®s elderly co remain
in the scace, che courts 1in all Jlikelihood would view chac
purpose as merely discrimination for its own sake. See Zobel
111, 72 L.Ed. 2nd at 573-679. Presuming that only long-time
residencs have the requisite "wisdom and experience™ to warrant
subs idization 1is hardly likely to impress che U.S. Supreme Court.

B. Varving Goals of Several Longevity 3onus Oocions. *©

There 1s a substantial difference of opinion as to what
an amended ALB program should accomplish. As noted previously,
Che legislature may wish co retain one of che major goals of Che

existing program -- allowing those elderly "with che closest ties

co Alaska to continue to live here.

321932 Op. Acty. Gen. (November 25, 1932) at 25.



AlLtarnacively, che fiscal consequences of the various
alternatives nay be the primacy consideration. As previously
discussed, if legislation in conformity with the Vest settlement
is enacted, an additional oil million must be appropriated as
retroactive bonus payments to July 1, 1932. Several of che
options which propose to phase ouc che program, o+ which propose
a conversion to permanent fund earnings, are partially or
primarily directed at this end.

The primary goaL of che legislation may also be to
protect those currently most dependent upon che bonus. The
current Old Age Assistance 1income level 1s S5A6.GO per month and
there are approximately 2,300 elderly Alaskans receiving state
assistance. Since che longevity bonus 1is not 1inc. :ded in che
calculation of income for staca assistance, che Dractical
consequence of a phase out or termination of the program would
beto materially reduce the available 1income of the poorest
elderly Alaskans. Moreover, as noted 1in Section 1(3), ante,
there are a large number of elderly Alaskans who are currently
only marginally above the existing state povercy level.

There are two options particularly sensitive to this
goal -- che phase ouc of the AL3 program in conjunction with a
correlative rise in stace assistance levels, and che option of

compensating chose who would suffer <che most hardship by

reloca tion.



With respect to this goal, however, i1t should be
stressed that che existing ALB program h3s been purposefull/
sturctured so as to not be a "we Iﬁgre program.” Free isely for
Chat reason, che program 1is administered by che Department of
Administration, rather chan the Department of Health and Social
Services, and any conversion to a '"need-based"™ program will
undoubtedly offend che dignity of many elderly Alaskans.

Finally, there 1is che possible goal of providing a long
cerm, stable bonus program which* frees Che general fund from
increasing commitments. The annuity and state social security
ODcions are orimarily directed aésthis goal.

C. Consscuencial Effects of Anv Amendment To The

Longevity Bonus Frozranm.

Any change to che Longevity Bonus Program may have two
consequences which must be considered: (1) che continued
eligibility of ALB recipients for ocher scace or federal
assistance programs; and (2) tax consequences on participants.

As noted in Section 1(A), ante, under federal Ilaw Che

AL3 is excluded from che definition of "income"™ for many federal

assistance purposes.33 As long as,.,any amendments to che ALB

program continue to base eligibility "solely on attainment of
age 55 and duracion of residency,” and vremain sufficiently
similar co che existing program so as to be fairly called "a

program established prior co July 1, 1973," the exemption would

be recained.
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Obviously, any material changes in eligibility

requirements or structure of Che program raise che risk chac cha

new benefit will be 1included as ™"incone,” and many aldarly
Alaskans will Dbe c”rminaced from che applicable federal
program. The Deparcmenc of Healch and Social Services has

estimated che impacts from a loss of che longevity bonus
exclusion. Those estimates appear ac Appendix 3 of chis report.
Anticipating the same problem with permanent fund
dividends, the legislature, in che 1932 Special Session,
provided tnat the state would substitute Ilost benefits for a

3* J -
Deviously, ana co tne extent

perioc ©or  rour montns.
possible, any amendments co che ALB program should either be
cailored to the existing exception, or fall within another
separate statutory 1income exclusion such as a ™"need based”
payment."J3

The tax consequences of amendments Co Che existing ALB
program  become particularly imporcanc with respect to this
report®s annuityoption -- which is treated in detail 1in Seccion

I (?), dos t. Ac Che outsec, it is sufficient to note chat:

1. The existing longevity“bonus program 1is taxed under
Che IncernalL Revenue Code;

2.  Any ALB program which is based onneed, or could be
characterized as a "social benefitprogram for the

promotion of che general welfare,” would in all
likelihood not be caxed by che IRS; and”b

=‘AS L3,23 .375.
3"-See -2 U.5.C. 51332(a) (b) (5) -

SiSee IRS Revenue Rulings, 53-136, 1963-2 C.3. 19; 53-2
1963-1 C.3. 1L5; 72-3A0, 1972-2 C.3. 31; 73-170, L973-1 C.3. 2~.
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3. On February 27, 1931, Che InCernal Revenue Service
ruled chac dividends discribuced under che scare's
prior pecmanenc dividend fund legislacion -- che
scacuce 1invalidaced 1in Zobel IIl -- were caxable under

Che Incernal Revenue Coce.J" While Che |IRS has yec

co rule on che exiscing dividend program, 1ic 1is likely

chac caxacicn of che permanenc fund dividend could be
decerred if ic is used co fund che annuicy or social
securicy opcions discussed 1in chis rsporr.

1. DISCUSSION” OF ALTERNATIVES

A. expanding The Class Of Alaska Lonaevicv Bonus

P.ecioiencs To Include All Elderly Mich Or.e-vear's

Res ider.cv.

There are currencly some 9,425 Alaskans who receive
bonuses cocally 323.23 million. This proposal would require
add icional appropriacions for (1) bonuses for an additional
3,303 people; and (2) addicional clerical suppore in che
Deparcmenc of Adninisccacion. The addicional coses would cocal
312 million in FT 1934, increasing Co $13.7 million in FY

1933. 33

These appropriacions are in addicion co Che 311.4
million recroaccive award required under Che Vesc seccl”menc.

The advancages of chis opcion are cwo-fold. Firsc, ir
is one of che conscicucionally "safesc” opcions. Second, since
eligibilicy would remain dependenc on "duracioti of residence" --
albeic only one-year -- 1in all Jlikelihood 1ic would fall wichin

che exiscing AL3 exclusion co feieral assiscance programs.

37t23 *ndex Mos. 0061.40-00; 0451.20.00; 0102.00-00.

ZeNDenar cmenc of Admin iscrac ion drafc fiscal noce, Janua
U, 1933.



Additionally, while cheocecicalLl/ any "one-year"
elderly Alaskan could cake advantage of chis program, che
demographits of Alaska"s elderly (see Seccion 1(3), anca) are
such chac che primary beneficiaries of chis opcion would be
chose who "nave lived in che scare from 10 co 25 years. Whether
such a program would encourage in-migration 1is problematical.

In acdicion co obvious fiscal disadvantages, chis
alternative would dilute the dig.icy and recognition attendant
the current bonus co che point of non-recognition.

3. Phase Out The Existing Longevity 3onus Prozram.

One of che options analyzed by che Sheffield
administration would phase ouc che AL3 Program by reducing
benefits by 350.00 each year beginning with FY 1934. 3y paying
3200.00 a month to 13,223 recipients rather chan 3250.00 co
9,425, che nec increase co che program in FY 1934 would be 32.1
million. In fiscal year 1935, however, when che bonus is
reduced co 5150.00, chere will be a nec decrease of 53.7 million
in program costs.

This opcion has been unfavorably viewed by che
administration, and apparently was p°repared only as a poinc of
comparison. Despice its fiscal benefits, che oroposcl proceccs
no one. The pooresc of Alaskals .elderLy would suffer che nose.
Since, as discussed previously, Alaska longevity bonuses are noc
counted in exiscing scace and federal assiscance income limits,

che needy elderLy person in Alaska receives, currently, a



subsidised monchly 1income of $546 for Old Age Assistance, plus
$250 from che AL3 program. This option would thus macerially
reduce scace assiscance levels.
C. Phas™ Ouc The Existing Longevity Bonus Procram With
A Contemporaneous Increase In Scace Assiscance levels.
The apparent “pref-cred"™ opcion of many with che
Sheffield adminiseracion 1is co gradually increase scace 0ld Age
Assiscance levels while ac che same cime gradually decreasing

che amounc of che longevity bonus. The program would function

in che following manner:

* []
CHART 1.
YEAR OLD AGE ASSISTANCE LEVEL ALASKA LONGEVITY 30NUS
FY 1933 $546 $250
FY 1934 $596 S200
FY 1935 $646 $150
FY 1936 $696 * $100
FY 1937 $746 $ 50
FY 1933 $796 $ 0

In analyzing Che fiscal impacts of chis alternative,
assumptions muse be made abouc how many elderly Alaskans will
become eligible for Old Age Assiscance as che OAA income level
increases, and how many of the newly eligible will be 1inclined
to seek assiscance as eheir longevicy bonus gradually diminishes.

Regardless of which assumptions are used, che 1impacts
upon che longevity bonus program, are, of course, 1identical co

che "ohase ouc"™ opcion. Those impacts would be as follows:



CHART 2.

ADDITION-.! cost (SAVINGS) TO THE AL3 PROGRAM <in T.ill ions®)

FY 1934 2.1
FY 1935 3.7
FY 1935 519 23
FY 1937 30.9
FY 1933 (~.1)

The fiscal 1impac: upon che Deparermenc of Healch and
Social  Services® OAA  program is far mere difficult co
determine. The Department of Administration has used two
alternative assumptions -- (1) that of che 13,223 elderly in
Alaska, 5% will become eligible and apply for public assistance
as the 1income level 1is increased to 37GA in FY 1933; or (2) that
257 of che elderly will become eligible and apply for assistance
during that period.

We believe thac che 25% possibility may be closer co

the truth. Approximately30% of Alaska®s elderly have monchly

incomes marginally above existing assistance levels -- from
$500-3300 per month. 39 In chose figures are accurate, as many
as 3,963 will become eligible for public assistance -- in

addition co che 2,300 currently on Che OAA program.

The second variable 1involves che sire of che benefits
which the new clientele will receive. The Department of Health
and Social Services has assumed thac each new vrecepient will

receive che mean benefit currently given or projected for

3Assessment, 0oo. cic. n. 11 at 31,
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exiscing recaipiancs -- S295 in FY 1934.

In compucing che fiscal impaccs for chis opcion, we
have used che following chree assumpcions:

(1) Of che 3,963 elderly whom currenc daca suggesc
could be eligible for che increased OAA program, 2500 will in
face apply. This figure arbicrarily discouncs boch chose who
will decline Co apply for psychological reasons, and chose who
will noc apply because che minimal, benefics co chem are simply
noc worc'n che bocher;

(2) 3ecausewe have discounced chose whowill receive
minimal benefics, we have recainéd che "ﬁ;an benefig" assumpcion
employed by che Deparcmer.c of Healch and Social Services; and

(3) The new cacipiencs will be evenly discribuced over
each of che five years e so chac in each year an addicional 500
recioiencs will be added Co Che OAA orogram.

Addicionally, persons who become eligible for Old Age
Assiscance will also become eligible for Medicaid. The Scacels
Medicaid budgec for FY 1533 1is So5 million dollars. 48% of chac
figure -- or S31.2 million - is paid by Che Scace. Some 23% of
chac budgec -- or 37.17 million dollars - is accribucabla co
chose currencly on Old Age Assiscance. IT Che OAA populacion
doubles over che nexc five years -- as our assumpcions presume
chac ic will -- chere will Dbe an addicional cosc of 37.17
million (noc 3djusced for 1inflacion) Co chis opcion, chargeable

in equal porcions co each of che nexc five fiscal years.



With chess assumptions, the following chart illustrates

the possible nec fiscal impact of this opcion:

CHART 3
_______ iy MILL 10
Added
Year r Add. Mean Benefit Medicaid Added
on OAA Costs ALB LosCs
(Savines)
FY L93* 500 S$295.02 1.4 2.1 5.27
FY 1935 1000 343.02 2.3 (3.7) (1.75)
FY 1955 1500 395.02 4.2 (19.2) (5.90)
FY 1937 2000 445.02 5.5 30.9) (14.50)
FY 1955 2500 495.02 7.0. (44.1) (29.30)

Thus, even with fairly libecal assumptions regarding
che number of additional OAA clients and Medicaid costs, this
option will begin saving money in FY 1935.

Moreover, for chose elderly in che 5500 - SO0 per month
income range who pay some federal taxes, the opcion would have
advantages, since increased need based assistance, unlike che
longevity bonus, should not be taxed under the Internal Revenue
Code.

One obvious disadvantage of chis opcion 1is that it
transforms che longevity bonus program 1into a welfare scheme.
Persons who currently receive $795 or less per monch
including the bonus -- will indeed be "held harmless™ under the
opcion, “out only at che expense of applying for assistance co

che Department of Health and Social Services.

-29-
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Moreover, chose current: eldecly bonus recipiencs whose
monthly 1ir.cor.es (excluding che bonus) exceed 3796 per mcnch will
receive no proceccion under chis opcion.

Finally, because welLfare paynencs are generally view",
by che courcs as 1involving "basic necessicies of life" (see
511(A), ance), che duracional residency requirener.c  for

increased old age assiscanca nusc be dropped from one year co 30

days. The minimum nacional old age assiscance level under
che federal Supplenencal Securicy Incone sysca.n -- which O0AA
supplements -- is 3234.30/no.. a person wich 3600 a monch

incone in a "minimum benef ic" scate 1is presunaoly 1ineligible for
old age assiscanca (including Medicaid) 1in chac scace, buc could
become eligible, ui.der che Alaska syscen upon 30 days residency.
While Che mere prospecc of an adcicional 3196 per monch (in FY

1933) is unlikely co induce people co recire in Alaska, che

conconnicanc provision of Medicaid services -- including full
nursing hone coverage -- nay have chac effecc. If a person can
obcain free nursing hone coverage -- valued ac becween 340 -
367,000 per year -- simply by spending che monch of Augusc 1in

Anchorage, che Scace nay face a racher remarkable in-aigcadion

problem indeed.
D. Recoining A Modesc Longevity 3onus. While Providing
A "Meed 3ased" Suoplemenc.

This opcion 1is largely a variant of opcion C, and has

been discussed bv che Sheffield Adminiscracion as a means of

AShaoiro ®» Thompson, 394 U.S. 613 (1969)
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recoining soma Longevity Dbonus payment which couLd noc be

consreared Cwelrare. '

Under chis opcion, che longevity bonus, as with Opcion
C, would be gradually reduced co, say, 3100.00 per month. As
Che fiscal 1information for alternatives 3 and C suggesc, Chis
alternative would result in a savings Co che Longevity bonus
program of 311.2 million by FY 11-56.

To compensate for che Loss of 3150.00/mo. co che needy,
aichar Scace OAA limits couLd be ir.craasec by SIp0, or a
separate "need based bonus suppLamenc™ could be ascablis.ned 1
che Department of Administration.

The advantage of che Jlaccer option 1is chac although
based on "need,” applicants will not be dealing with the
Department of Health and Social Services, and may view the
supplement Less as a form of welfare. Additionally, since the
supplement will be provided under a program other than State
OAA, 1ts recipients would not be entitled to Medicaid (including
nursing home coverage) unless they are otherwise eligible for
OAA under existing Limits.

AdditionallLy , the '"need™ 1s not necessarily Limited to
financial need. As chis report"s discussion of Opcion |
indicates, longevity bonuses may be apportioned according co che
hardship which che elderly would face by being forced co retire

oucside Alaska.



The disadvantage of a separate '"need based" program in
the Department ofAdministration 1is, of course, the necessary
creation of a oarallLel bureaucracy 1in state government.

The fiscal, costs of Chis opcion have not been developed
by che acministration or- chis report because of che variables
involved -- che site of the remaining "basic" longevity bonus,
and the question of administracion. Costs of administration
aside, the nec savings to che State should be substaneially
similar to the FY 1935 figures for Opcion C -- In which che
declining longevity bonus payment would be 5100.00 per monch.
The projected net savings of 55.9 million would certainly exceed
the costs of evena parallel bureaucracy within che Department
of Administration.

E. Gradual Increase In The Aae Of Eligibility.

Another opcion explored by the Administration would
reduce che durational residency requirement for a bonus tc one
year, but raise the eligibility age each fiscal year. For FY
1931, che age would be raised co 56; to 57 in FY 1935; and so on.

This option would have a substantial fiscal 1impact
until fiscal vyear 1983, at which time mortality would have
reduced the class of beneficiaries below existing levels. For
FY 1931, the option would cost an additional 59.5 million

dollars beyond existing funding levels, according to che

Deoartmenc of Admin iscracion.



This opcion has been ruite unfavorably received. Ic
has been facaciousLy hue no". wunfairly referred co as che
"newcomer*s bonus program.™ A recenc migrant born prior co June
30, 1913 would receive a longevity bonus for Llife, while a
long-cine Alaskan born subsequent co chac dace would receive

Lng.
c. Self-3uscainina Ar.jicies.
The prior five opcions were developed by members of che

acmir.iscrac ion, alchough che admi.niscracion has noc formally

"sponsored” any particular approach.. Moreover, several of che
opcions -- parcicularly che 'graduaced age"” and "pnase ouc"
opcions -- were developed more as comparative conversation

pieces chan as accual proposals.

The following five opcions -- commencing with the
self-sustaining annuity -- were prepared by che authors of chis
report.

Under che self-sustaining annuity opcion, individuals
would no longer receive a permanent fund dividend under
AS 43.23. Prather, chose dividends would form the corpus of a
self-suscaining annuity accounc from which the individual would
receive an annuicy commencing at che age of 65.

According co Deparcmenc of Revenue projections, Che
permanent funa dividend payment for FY 1934 will be S355.00,

rising gradually throughout che vremainder of chis century to

S952 in che vear 2000.
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Given chisLevel of concribucion co checorpus, a
seLf-suscaining annutc/ accounc wilLL produce an annuicy roughly
equivaLenc co che existing Jlongevicy bonus (with a 3 percent
annual cose of living adjustment) for chose who are currently 40
years or younger, and who will be residence of Alaska each of
Che next 20 years. For various age groups, che annuicy
entitlements at age 53 as a percentage of che '"target"™ annuicy

(33000/yr. plus 3, per annum) would be roughly as follows:

Current age ) Annuicy as "a
of targec_annuicy
23 3532,
35 1517,
40 LOOT,
45 66
55 21

Obviously, seme transition measure is necessary for
those who are simply incapable of accruing a sufficient corpus
by che age of 65 to be encicLed to the "target annuity”. The
generalL fund, simpLy puc, will be vrequired Co make up che
difference, although, over time, chat "differencial” will
decrease as annuity accounts assume some significance.

Many of che options explored in chis report could
suffice as a 20-25 year shrinking general fund obligation. One
opcion particularly tailored co che annuicy approach would be to
allow chose who are at or near che age of 55 co concinue to
receive their permanent fund dividends in cash, with che PFD

being subtracted from the Longevicy bonus amount. For chose in



che -0-50 year age group, che general fund would simply fund che

difference beeween cheir annuity und the “cargec” figure.

Under this "transicional measure™, che general fund
"residual™ paynenc would be based on che amount necessary co
suoolemenc che annuity e corpus assuming chac an individual
received a permanent fund dividend -every year. There would
seem, iIn this regard, no sbligation on Che part of che scace to
give a Larger general fund supplemenc co someone with two PFD
credits Chan co someone with 15.

Thus, in fiscal year 1994, when current 55-ye3r olds
first receive cheir annuity, they would receive a scace
supplemental of 79 percent of che cargec annuity -- regardless
of che actual PFD credit any individual has accrued.

The remaining quescion, obviously, 1is what co do abouc
che person who is currently 55. If chac individual®s supplemenc
IS che same in 1994 as a new annuitant -- B5L -- he will iIn fact
receive less chan Che new annuitant since he will have only his
permanenc dividend, racher chan a 217, annuity, Co make up che
difference. Conversely, if che grandfachered PFD recipient
received a full Cargec annuity 1in 1994, he would be ac a
su®oscantial advantage over che new annuitant. The reason 1is
chis: while the new annuitanc has earned a subscancial portion
of his cargec ar.nuicy by foregoing his cash dividend each year,
che "grandfathered"™ recipienc has boch enjoyed che dividend, and

its earning power, over that same period of time.
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The question 1s Largely one of equity cor che
Legislature. Either approach 1is defensible. While che lactar
scenario would seem to discriminate 1in favor of che existing
elderly, che Alaska Supreme Courc has recogniced the legitimacy
of creacing pre"ferent ial grandfacher rights for chose who have
come to cepend upon an existing state program.41

In either case, che difficulty wicn this "transition"
optionis Chat che Jlongevity bonusprogram continues co be a
substantial drain on che generalfund for 20-23 years co come.
Under che transition opcion described above, che FY 1934 budget
for Che AL3 program would be increased Dby So million dollars
over existing ronning levels:. 42

Through Aecna Insurance Co., we investigated the
alternative of simply purchasing a Lirecime annuity for all
chose currently 53 or older. Unforcunately, che costof a
lifetime annuicy for all Alaskans 55 or older would be
prohibitive -- in che neighborhood of $300 to $400 million.

Finally, the Legislacure shouldconsider using the
administration®s options C and/or D as a transition measure.
The shore term fiscal impacts of Chose options aresuperior to

chose of a simple general fund supplement.

N Comr.erc 1iL Fisheries Entry Commission v. Aookedak, 506
? .-2d ac E777-0T!

A-Assuming thac che AL3 of che "grandfathered class™ is
reduced by tr.e $365 permanenc fund dividend, each of 13,223
persons will receive a payment of $2,635 chis year -- cocaling $34
million cellars.
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For all of <che shore -earn problems of an annuity
prozram, che Lons cerr. advance-es should receive equal cir.e.
First, in a period of 20-25 years, che g leral fund will no
longer be encumbered with che longevity bonus program.  Second,
che eventual sice of one-'s annuity payments would be a function
of che number of permanenc fund dividend contributions chac have
been credited co che annuitant®s account. W~ seriously doubc
chac a successful durational residency claim could be made co
this aspect of che program. An annuitant with three years
contributions could no more claim that he 1is due an annuity
based on 20 years contribution than could a 1996 resident claim
not merely the S727 cash dividend available that vyear, but
rather some 35,000 which his oredecassors had amassed bv being
residents or Alaska since 1984.

We believe that Chare is a strong case for distributing

annuities only co oersons who are residents of Alaska at the

"Because future annuities are a direct function of actual
past payments to Che program, Che program does noc ‘"reward"
presumed contribucions but simply recurns actual investments, cf.
Zobel I, 619 ?.2d at 435 (Rabinowitz conc.) Nor 1s che opcion
akin to a situation whece prior cax< contributors are excused from
funding che present needs of government, as wich Che cax repeal
scheme at issue in Zobel 1. At any point in time, each Alaskan 1is
created quite equally -- being entitled to-an annuity credit 1if he

or she resided in the scace for six months during che percinenc
year .



time. Parci.al.Ly for reasons discussed below, no individual wiLl
have a "vesceb righc"” co an annuity 1in che future. A purpose of
che annuity program will be co alleviace che particular
financial hardships caused by rec:ramenc in Alaska -- a purpose
which we believe 1is conscicucior.al. This goal would be served
only byconfining actual annuity payments co Alaska residents.
Second, and particularly if cheprogram 1is properly viewed as
conferring an economic benefit noc upon che crediting of an
annuity account, but rather upon annuity discribucion, Che scace
csrcailmv possesses che ngnc co prener 1Ics own cesicencs 1In che
disposition of ics resources.” | "

There are, of course, ocher 1issues surrounding the
annuity opcion. Many Alaskans wilL undoubtedly wish co recain
che existing cash benefits of che permanent fund distribution.
Alaskans will noc be, however, tocalLly without recompense. An
annuity account for younger Alaskans 1in particular -- at least
for chose planning co stay in che state -- will one day lead co
subscancial benefits.

Of course, the prospecc of a lucrative retirement
account 1is a product of the legislature®s continued willingness

and abilicy to devote 25% of permanent fund earnings to che

--Peeves . Inc. v. Scace, 55 L.Ed. 2nd 211, (1930); see also
White v. Massacnusetcs Council of Conscruction Employees,

U.S. , Mo. 31-1003 (U.S.S.Cc. , r%eb. 23, 1933) (discinguishing
HickLin v. Orbeck, 137 U.S. 513 (1973).



annuity program. Unquest 1onabLy, at sone poinc 1iIn time, a
material percentage of che permanent fund"s earnings will be
necessary for general government expenses. The point at which
chat will require access co more chan 754 of "the fund"s earnings
is problematical.

The tax consequences of an annuity program war-ant
detailed discussion. As noted previously, che Internal Revenue
Service may well rule chac permanent fund cash distributions are
taxable. Conversely, 1if credits to an annuity account eaua, to
che permanent fund dividend are not tax exempt, the real
economic value and perceived political worth or an annuity
option is substantially lessened.

The annuity program envisionedby this report 1S noc
employer/employee related, and thereforewould noc qualify as an
exempt plan uncer che Incarnal Revenue Code. 4JT Nor was
serious consideration given to qualifying chis annuicy opcion as
an Individual Retirement Account -- because (1) che state 1is noc
a qualified financial institution to administer such an account;
(2) the required terms of an IRA were not compatible with the
opcion considered; and (3) .any "stace required” IRA -- even if
possible -- would severly impinge on  the tax planning
flexibility of individual Alaskans. 0

Nonetheless, it 1s our opinion chac che annuicy opcion

should result in che deferral of both che permanent fund

nef. 26 ut.s.c. SAQI-4Q4
U.S.C. 540,3.



dividend concribucions and accrued inceresc under che Incernal
Revenue Code. The courcs and che IR.S have generally ruled chac
concr thuctons co an unqualified T"annuicy,”™ "reciretr.enc' or
"deferred compensacion”™ plan are nonecheless cax< deferred 1if che
individual 1s noc in '"conscruccive receipc” of che annuicy
concr thucicns, and che concr ibucions do noc represenc a pceser.c
. . a7

"economic benefic."

Co.r.bining che scandards of chac doccrine wich che
accribuces of che proposed annuicy program, che program should
be taxeé deferred for Che following reasons:

1. IT che Scace were co purchase individual annuicies
with each permanenc fund dividend, wich each residenc being Che
beneficiary, che residenc would have a vesced and secured
inceresc In che concrioucion, and would chus have received a
currenc "economic benefic.” If, however, Che Scace were co
merely give che annuicanc an unsecured promise of payment,
purchasing an annuicy accounc wich 1icself as che beneficiary 1in
order co provide a funding source for chac promise, chere would
be no "currenc economic benefic" and taxation would be
deferred.A3 This is one customary means by which emoloyecs
obcain tax deferral of an unqualified pirn;

2. A person is In "conscruccive receipc” of an

annuity contribution iIf he has currenc access co che

~iJ.5. v. Goldsmith , 536 F.2d 310 (Cc.Cl. 1973).

4*1d.
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concr tbuc tons wichouc subscancial terms and limiCations .a“”
Under this report"s opcion, under no circumstances would an
"annuicanc be encicled co wichdraw anything uncilL annuities are
accually discribuced;

3. To underscore che concingenc nature of che annuity

such chac che [IRS could nc reasonably conclude <chac 1ic

represencs a "currenc economic benefit"™ -- che annuity will only
be received 1if che person 1s an Alaska resident ac Che cine of
che percir.enc discr thucion.

Our only hesicancy in this regard 1is che February 27,
1931 ruling of che IRS chac even 1if an individual chooses co
defer receipt of his permanent fund dividend, 1ic 1Is taxable in
che year chac 1ic could have been received. The ruling, however,
"may noc be wused or ciced as precedent,” and, even if of
precedential value, 1is distinguishableefcom this sicuacion. The
ruling 1is consiscenc wich che troposicion chac Che individual
cannoc have unfeccered discretion in choosing che year 1in which
income will be caxed. While an 1individual does have unbridled
choice 1in determining when co cake a permanent fund dividend, he
will have no choice as Co che time of receipc of his annuities.
Moreover, where a person would have an absolute righc to a
deferred dividend, he will have no righc co annuity distribution
unless he 1s an Alaska resident ac che time.

For cax reasons, chen, che annuicy opcion muse be

carerully structural. The former permanent fund dividend muse



be jsed by che Scace co purchase an annuicy cor ics own accounc,
wich 1icself as che beneficiary. The annuicy 1income vreceived by
Che Scace will Chen be wused as che funding source for Che
annuicy paymencs -- alchough Cechnicall.y and necessarily che
annuicy Income could be used for any fiscal purpose.

A far closer quescion arises wich respecc co Che effecc
of chis opcion on ocher public assiscance programs. . Generally,
annuicy iIncome 1is included in che calculacion of 1income for
various assiscance programs.” If, however, chis opcion can
be characcericec as a concinuacion of che Jlongevicy bonus
program, Chen che exiscing longevicy bonus 1ncome exclusion3"
may persisc. If -- consiscenc wich eax< considerations -- che
only ™annuicy™ 1is che one purchased by che*“Scace as a funding
source, Chen che exiscing [longevicy bonus program can be
cecained iIn ‘fooch name and subscance, wich che amounc of che
bonus scill depencenc upon residency hiscory. Afcer all, under
che opcion, (1) a person muse be a six monch residenc in order
Co obcain a single FFD, and muse be eligible for che annuicy aC
Che cime or discribucion;so“ (2) che amounc of annuity 1is
dependent upon che number of PFD®s,crediced co Che individual®s
accounC; and (3) che ™"grandfathered" class of exiscing elderly
would presumably be required co meec a one-year duracional

residency requirement.

30See. 2 U.S.C. 51332(a)(a) (2)(3)
32See U1 U.S.C. 51332(a) (0 ) 3) .



The above, oc course, IS -an argument ee it IS noc
necessarily che Jlaw, which in final measure will be largely
determined bv che federal officials 1involved. The exoosure to
ex1 Itir.s assistance urograms -- at least for chose noc within
che grandfathered transition class -- must be considered a risk
of this opcion.

Even if, however, annuity distributions are considered

to various assistance programs, cne corpus of che
annuity account wiLl noc be. : A person may be disqualified from
a fTederal assistance program not only 1if his income exceeds a
certain level, but as well if he has alternative available
resources which he can upon from at any time. However, 1In chis
instance, a crue "annuity corpus™ does noc exist -- since the
only annuity runs for che benefit of the State. voreaver, even
if federal officials were to view che "corpus™ as belonging tc
che individual, it cannot be withdrawn prior to actual
distribution.

G. Scace Social Security System.

In large part Dbecause of the need for a lengthy
transition peciod with a self-sustaining annuity plan, chis
report also considered <che possibility of a state social
security system funded by a portion of che pernanenc fund
dividends distributed under AS 43.23.

Under chis system, a sufficient portion of each

resident®s permanent fund dividend would be withheld each vear
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co fund a ceciremenc program designed co pay -each Alaska
resident of 55 years or olLder wich one-year"s residency 3250 per
monch, wich a moderate ccsc of Living adjustment each year.

In assess ing Che feasibilicy of chis opcion, che mosc
important variable was che projecced growch 1in Alaska®s elderly
population. The difficulcies facing che federal social security
system are due in pare co an increasingly large perrer.cage of
elderly in che ocoulacion.

For fiscal year 1933, <che Alaska Department of Labor
projects chac chere will be some 13,572 elderly in Alaska --
appro:;inacely 31 of Alaska®"s populacion. J The Deparcr.enc has
projecced chac chac populacion, as a percentage of 311 Alaskans,
will remain relatively scacic through che year 2000, when, ouc
of a populacion of 331,000 people, chere will be 25,153
elderly.?

We believe chac chose projections are overly
conservacive, and do noc <cake 1nco accounc che significant
nacionwide crend of increased elderly populacion. Nor do chose
projeccions include che reciremenc years of che pose World War
Il "baby boon™ generacion -- which will begin abouc che year
2010.

Accordingly, in projeccing che long tern 1impact of Chis

opcion on permanent dividend discribucion, we have used Che

“Alaska Pooulacion Overview, Alaska Deoarcner.c of Labor,
1931



national growth patterns projected by che federal Social

Security Administration, which are as folLlows:

YEA?. OF ELD-?Lv Dn?,L.-T: "
1950 3.1
2000 12.1
2025 19.5
2050 21.3

:hose assumptions, Travelers®™ Insurance Co., on
ourbehalf, calLeulaced che percentage of permanent  fund
dividends which would be required to fund a "pay as you go"

|
Sy seers.

For fiscal year 1933, Che calculations are relatively
seraighc-forward. Given an aggregate distribution of seme 3159
million in permanent fund dividends this year, approximately 251
would be needed to fund a "pay as you go system."

However, even assuming a 3" cost of living adjustment
in che payment each year, che percentage needed to fund the
program decreases. This 1s because permanent fund earnings will
increase at a race substantially higher than 1inflacion. From
che year 1933 co 2000, che average funding required would be 15
to 19 percent of the distributions,. .while, 1iIn che years 2000 to
2025 (and assuming continued growth in permanent fund earnings)
the funding amounc would be 10-12 percent.

Thus, if che withholding remains stacic at 251l over che
course of severalL years, che resulcanc excess would begin to

build a savings accounc of substantial magnitude, which at some



poinc in cne fucura would make che program parcially, or perhaps
cocally self-suscaining.

One obvious advancage of chis opcion 1is chac 1ic frees
che general fund from AL3 obLigacions 1inmediacely. Conversely,
by macerially reducing che annual permanenc fund dividend, ic
obviously raises some policical! difficulcies .

Add icionallLy,. che social securicy opcion could likewise
be cied co concribucion hiscory -- alchough noc in che precise
manner of che annuicy opcion. The federal social securicy
syscem currencly fully covers any- individual who had <"noc less
chan one quarcer of coverage ... for each -calender elapsing
afcer 1950 ... excapc chac in no case shall an individual be
fully insured individual unless he has ac lease 5 quarcers of
coverage."33 3ecause, in Che fucura, some porcion of che
benefics will be paid by che "savings acccunc” vresulcing from
che scacic 257, concr ibucion, we believe <chac a s-imilar
concribucion hiscory vrequiramenc could be -escablished in Che
legislacion.

Even more so chan Che annuicy opcion, Chere would be no
"curranc economic benefic" fromche® program. By reducing che
permanenc fund discribucion by 257., and funding a reciremenc
program from which Che individual may or may noc ulcimacely
benefic, we believe 1ic excremely unlikely chac che IRS would

conclude chac rhe reduced sum 1is in some manner caxable.

35p2 0.3.0. 5iH(a)(l)
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Morever, we belLiave chare 1is a substantial Likeliho d
chac Cha existing AL3 exemption infederal. law could ba
racainad. Ir.aaed, scripped <co 1ics essense Chis opcion does
LiccLe more chan a’car che funding source of che AL3 progranm.

The orinary risk of che program 1is all che more
apparanc in lighc of che currenc difficulcies wich cha federal
social securicy syscem. While opcion F would be funded -by a
currently purchased annuity, younger Alaskans would be
concribucing co chis opcion on che mere hope chac che requisice
amounc of permanent  fundearnings would remain available for che
program well 1inco che 21sc cencury. The 'savings accounc"
created by che scacic 25N withholding 1is incanded Co alleviate
chac problem; however, regardless of Che race of growch of chac

accounc, chere 1is plainly some risk in chis opcion.”0

AFor example, wunder our populacion projeccions, chere will
be 30,717 elderly 1in Alaska 1in che year 2000. The permanent fund
distributions for chac year under AS 43.23 are estimated by che
Depaccmenc of Revenue Co be S792 million, of which, under our
scacic XA'l. withholding, 5193 million would be placed in che social
securicy fund. In chac year, wich a 3%« COLA, che maximum monchly
bonus will be approximately 5390. Even 1f every elderly Alaskan
is eLigible for full benefits under che law"s concribucion

requiremencs, che maximum payments wouldbe $120 million -- wich a
savings accounc daoosic being made in chac year alone of 570
milLion. Of course, many of chese elderly may noc be fully

eligible, ana some who are eligible may r.oc ba residing in Alaska
during chac year.
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Finally, chere is some advantage co Che existing
elderly in chis syscem over Che annuicy opcion. The exiscing
elderly would have a net loss of only 254 of cheir permanent
fund dividend, rather chan che entirety of che benefic under che
annuicy approach.

H. Health Insurance For The Elderly.

The scace of. health insurance for <che elderly, and
indeed for all Alaskans, has Valready been che subject of
considerable scudy,3/ and legislative activity.” 3ecause
of Che obvious critical importance of adequate “nealch care
coverage for Alaska’s elderiy, che opcion o; proved ing
comprehensive health 1insurance for Alaska®s older citizens 1in
lieu of che longevicy bonus was included In Chis report as an
opcion.

While che Department of Law report found chac health
expenses were a major use of che longevity bonus for only 5.5%
of 1cs sample, che 1975 longevicy bonus scudy found chac 29% of
Che bonus recipients used ac leasc a portion of Che AL3 for
medical care, while 11”7 wused a portion of che Dbonus for

"insurance of all kinds."59

A*Alaska Comprehensive Healch Care Financing Scudy, Bacelle
Human Affair Research Ce-icer (1931)

53h3 541, L2ch Leg. 1st Sess. (1931)
59.AL2 Survey, op. cic. n. 9 ac 22
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In face, aldose alL of Alaska®s elderly receive some
kind of pubLic or private health coverage assistance -- either
through Medicare, Medicaid, public and private retirement
programs, Veteran®s benefits or the Indian Health Service/Public
Health Service.

When assessing the health 1insurance option, Che two
obvious questions are: (1) how severe are che gaps 1iIn existing
coverage; and (2) how much would it cost to fill those gaps?

The major source of health 1insurance coverage for the
elderly 1in Alaska 1is obviously Medicare -- a federal 1insurance
plan which provides hospitalization for chose eligible for
social security00 ana medical 1insurance for an additional fee
of 312.20 per month.

3och che hospital and medical insurance contain
substantial deductibles, 1i.e.- the first S301 of che hospital
bill -- and co-payment requirements (20% in che case of medical
insurance.)

Nursing home coverage under Medicare is severely
limited -- confined to post-hospital care in a "skilled nursing
facility” for short periods of time.

It 1s difficult to determine how many residenc Alaskan
elderly are on Medicare -- available statistics are bloated by

Medicare claims submitted by tourists. Thera are some 9,323

A*-2 U.S.C.55 ~25,1395(c). A person ineligible for Social

Security may obtain Medicare hospicalizacion insurance for 3113
oer month



rec ired persons in Alaska receiving social securicy -- and hence
eligible for Medicare.”*".

The largest group of elderly Alaskans 1ineligible for
Medicare are rural residents, primarily Macives, who do noc have
a sufficienc wage earning hiscory <co qualify for social

securicy. All Alaska 1indians, Aleucs and Eskimos are eligible

for IHS -- which provides a broad range of services depending
upon available facilities. IHS 1s, however, primarily a direcc
provider of facilicies -- 1ic does noc make cash payments for

services such a cuscodial care in a nursing hone. Moreover, Iic
is currently facing severe cucbacks in areas such as

reir_"oursenenc for healch-relaced crave! expenses3-.

The ncsc comprehensive healch coverage in Alaska is, of

course, Medicaid. To be eligible for Medicaid, one muse neec
che Scace public assiscanca income linicacions. As nocdad
previously, Chare are currandy some 2300 elderly Alaska
citizens on Medicaid. Medicaid does cover virtually unlimited

nursing home residency.

The most glaring deficiency 1in Alaska healch care for
che elderly 1is che lack of coverage for 1insticucionalizacion in

cuscodial environmencs such as nursing homes. Nursing home

Interview Ms. ?. Eubanks, Field Rep. Social Securicy
Admin. (Feb. 2~. 1983)

52 [ncerviaw, Ms. ?. Roberts IHS, (Feb. 23, 1933)
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races in Alaska cun croc B0 co SL72 per day®J, The coses are
simply prohibitive for anyone nor on Medicaid -- indeed, of che
«157 elderly Alaskans currently residing 1in Scare nursing homes
(ocher :han che Pioneers Homes). all . are ur.ee:
Medicaid, or Alaska’s General P.elief Medical Assistance

Conversely, nursing home races in Washington, for
example, have been estimated by che Department of Health u
Social Services co vary from 330-350 per day. Ic is noc known
how many elderly Alaskans are insticueional iced in Lower
forty-eight cuscod-aL care facilities; however, ic 1is apparent
chat unless one 1is eligible for Pioneer Home placement, a
nutsing home can be afforded 1f, at all, only by relocating co
che Lower forty-eight.

Three private organizations were asked co estimate che
premium amount required co supplement Medicare anc ocher
coverage for Alaska"s elderly co orovide health 1insurance
equivalent to che existing Public Employees® Retirement System®s
retiree coverage, and to include comprehensive nursing home
coverage. Neither Travelers Insurance, noc Aetna Insurance felt

capable or providing an estimate.

However, insurance consulcancs frequently used by che
scace for matters such as che public employees Supplemental

Benefits System escimated chac to pcovide supplemental coverage

_bdAlaska Nursing Home Census, Alaska Department Oi Heal-n
Social Service, 12/31/32

ol

a



tor Medicare, Insurance could be provided ac a premium of
approx imacely 370 per individual per monch. This would include
comprehensive nursing home coverage.

Medicare 1is currenc!/ a primary 1insurer -- chac 1is, che
Scace could provide tor Supplemental covecage withouc
endangering basic Medicare eligibility. Moreover, anc 1in ail
likelihood, supplemental Scace coverage could properly provide
otherwise uninsured Alaska Natives with those costs noc covered
by che Indian Heaich Service.

The major difficulty 1is Medicaid. Medicaid eligibility
is very much contingenc upon che unavailability of

a4

"resources"’. Currently, che Scace only pays 43”7 of a

Medicaid®"s pacienc bills. If a Scace heaich insurance policy
was considered a "resource"” che Scace could find icself footing
che encirecy of a Medicaid patient®s bill.

Of course, che Scare would hardly need to "supplamenc"”
any Medicaid coverage -- Medicaid coverage 1icself Dbeing
essentially inclusive. The  scatuce, could simply oxecipc
Medicaid recipients from che coverage of che policy. The issue
posed by such an enactment is whether Che Scace would be
frustrating che Congressional goals-*behind Medicaid -- which is
co provide a heaich coverage means of lasc resorc -- Cheraby

running afoul of che Supremecy Clause.oD.

**42 U.S.C. 51332(a) (1) (3)
-"Florida Lime 3 Avocado Growers v. Paul, 373 U.S. 132 (1963)



Assuming chac che Scace could concinue co merely
suoolemenc Medicare, [IHS facilities and existing pcivace and
retiree coverages, and chac che consultancs” figures are
accurate, chere remain two difficulties with che health
insurance opcion. First,, ic 1isof no benefit to Alaska"s needy
elderly -- who will merelvconcinue with Medicaid coverage at
che price of cheir longevity bonus.

Secondly, chere 1s Che potentially severe problem of
in-migration. If a year"s residency in Alaska3® were all chat
were required for free and unlimited nursing home coverage, Che
potential of 1in-migration may be severe. There are cwo
potentially juscifable components of che program which could
mitigate this potential:

1. If a purpose of che healch 1nsurance option iIs to
allow Alaska residents co concinue Co reside 1in che state even
if nursing home coverage 1is vrequired, nursing home coverage

could be limited to Alaska institutions, jJusc as many scaces

55 [c 1s possible, although we believe unlikely, chac a court
would rule chac supplemental healch 1insurance coverage would
conscicute a "basis necessity of life" -- dropping Che maximum
possible durational residency requirement Co 30 days. The program
would be supplemental co a hose of exiscing assistance insurance

programs, and would noc be based on need. See Memorial Hospital
v. Maricooa Countv, ~15 U.S. aC 251.



Linic residenc tuition discounts co 1in-scace univecsicies.”
The difficulty, obviously, 1is chac exiscing Alaskan nursing hone
capacity is Limited. Whether wunlimited nursing home coverage
for all Alaskans would vresult in che expansion of exiscing
facilities 1is debacable; =

2. For che reasons cited wich respect to che annuity
and social security opcions, eligibility for heaich 1nsurance
coverage might properly be based upon concribucion history if
(@ a portion of che 1individual®™s permanent fund dividend is
used to help fund che insurance program; and (b) che funding is
in excess of currenc needs, 1In order co amass che same type of
"savings accounc" envisioned with respect co che social security
opcion.

. LONGEVITY 30NUS PREMISED ON INDIVIDUALIZED

RELOCATION HARDSHIP.

As noced in Section 11(A), ante, Chere is some judicial
support for che view chac ic 1is permissible for Alaska co
establish a program 1intended to benefic chose who would suffer
Che most hardship by finaneitaLly-coerced vrelocation from che
scate, and «co measure chac hards.h.ip in pare by duration of

res idence.

This opcion vrelies wupon chac supporc, and involves

chree seeps;



L. cataloging Chose criteria which would
differenciace Chose Alaska elderly who would suffer celacively
more hardship by being forced co recire oucside che scace, and
who need financial assiscance in order co remain in-scace;

2. cranslacion. of Chose subjective cricaria co a

poinc system similar co chac wused by che Alaska Commercial

risnenes =.ncry concuss fon; ana 3
3. structuring of chac poinc system such chac (d)
adminiscracive coses are minimised; and (b) success fu I

applicancs are confined Co a pool roughly equivalenc in number

co existing bonus recipiencs.

Indeed, che scruccure of chis opcion 1is similar co che

Alaska Limiced Encry Acc -- which cranslaces cercain very
subjeccive criceria -- such as "economic dependence on Che
fishery™ -- Inco an objeccive poinc syscem. Ic does so, of
course, ac a bureaucratic price -- approximately 32.5 million a

year for a pool of applicants originally roughly equivalenc co
chose which Chis opcion would affecc. Ic also does so ac ocher
coses, which will be discussed below.

Ic 1s noc difficult Co cacalog che criceria which would
sec our "relocation hardship™ pool aside. Duration and
continuity of residence would be one “criceria, as would,
perhaps:

1. income;

2. locacion of familv.



3. Locacion of property; and

u. ethnic, religirvs, and culLtural ties.

Although income and duration of residency would play a
role in decerning eligibility, no one factor alone would be
dispositive.

It would not be difficult to translate these factors
into a point system; nor would 1t be particularly difficult to
structure that point system co limit the class of successful
applicants. The proposal, however, does suffer from cha
following disadvantages: t

1. Since most Alaskan elderly have 1lived here more
chan 10 yearsmost Alaska elderly will suffer some demonsteraole
hardship  from relocating elsewhere -- although a certain
percentage obviously do noc require a longevity bonus to remain;

2. The alternative also involves che establishment
and funding of a new bureacracy -- an intrisically unworthwhila
undertaking, buc one which t.onetheless woulLd cost far less chan
simply opening che class to all elderly Alaskans;

3. Perhaps che mosc obvious disadvantage 1is che
burden chac it would place upon elderly Alaskans themselves.
There would presumably be a lengthy application form, together
with evidentiary requirements, and in some cases, adjudicacory
hearings. The Limited Entry Commission 1is currencly 1invoLved in
some 120 judicial appeals -- a number which 1is either at oc

below historic Levels. According to the Commission®s FYL93L
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budgec presencac ion, chere 1s a currenc backload of soma 325
adminiseraCive adjudicacions .

Accorneys will be required regardless of whac
error; are underraken co make che orocass sim.Dle and informal.

The difficulcies facing Che elderly aoolicanc are chus racher

aDoarer.c
G3AMD FATHE?.T>IG

This reporc closes wich one of che simpler alcernacives
— opening che class of longevicy bonus cecipiencs co all
elderly Alaskans wich one year"s residency, and cerminacing che
program for che fucure. Persons eligible or becoming eligible
chis year will be "grandfachered"” and will receive a longevicy
bonus for life. The fiscal 1impaccs of chis alcernacive are, for
FY1934, 1dencical co opcion A, and will obviously decline in Che
fucure due co morralicy and relocacion.

The obvious advanCage of chis program s chac 1ic
proceeds chose currencly on che longevicy bonus program.
Equally, i1c deprives chose approaching che age of 55 wich any
expeccacion of receiving a bonus.

We Dbelieve chac chis opcion iIs consciCucio,ally
permissible. The Alaska Supreme Courc shares che get. al view
of che conscicueional icy of grandfachering laws -- as long as
che grandfaCherad class 1icself 1is conscicucionally defined.(iq

Plainly, che scace legislacuces

ACommercial Fisheries Encry Commission v. Apokeaak, 505
P.2d ac 1259-51.

\
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have che righc co terminate social, programs whHe procecciryg
chose <.70 have come Co rely on chair oenefics.

4. CONCLUSION

As nocsd ac che oucsec, che purpose of chis reporc 1is
merely co provide a chreshhoLd feasibility review of various
opcions for amending che longevicy bonus program. Through
discussions wich admin iscracion officials, legislacive staff
members, ccnsulcar.cs and private 1industry, we have arcampced co
highlight che major 1issues surrounding each alternative, and
provide ac least rough information on each question raised. If,
after che Judiciary Committee has 1dentified two or three
relatively attractive opcions, che effort expended over che oasc
three weeks on 10 proposals can be condensed 1into che pursuit of
three, proposed legislation and a more intricate analysis of che

preferred opcions can be prompcly transmitted.
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Introduction.

In June, 1984, the Alaska Longevity Bonus Program (AS 47.45)
was declared unconstitutional because it required recipients to
have resided 1in Alaska both prior to statehood and for 25
consecutive years. The Thirteenth Legislature, 2nd Sess.,
repealed these lengthy residency requirements, thus opening the
program to new participants. Ch. 38, SLA 1984. However, the
amended law, by 1Its own terms, is to be repealed effective
June 30, 1985. I1d., Sec. 11.

The legislation also established the State Special Committee
on the Alaska Longevity Boi is Program to ‘'determine the
feasibility of replacing the longevity bonus program, as amended
by this Act, with an annuity program, a needs-based program, or
other longevity program.”™ Id., Sec. 7. This 1is the committee~s

report.

Recommendation: Annuity Approach.

The committee has developed a proposal which would phase out
the existing Jlongevity bonus program and replace it with
individual annuity accounts funded primarily by the permanent

fund dividends of participants. 1/ The proposal has been

1/ Three different annuity approaches were initially considered
by the committee: (1) SB 465, introduced in the 1984 legislature
by several senators; (2) an amended version of HB 700, also
introduced in that legislature; and (3) a draft bill prepared by
Senator Bill Ray (D., Juneau). The R.ay bill became the vehicle
-for the Committee®s proposal. All three proposals involved



introduced 1in this legislature as SB 56. Under the committee
bill, Alaskans who choose to participate in the program will
receive monthly benefits, after reaching age 65, of at least the
$250 which is currently provided by the bonus program, inflated
by three percent annually.

The program is available to those who reach age 65 afuer
1985. Under the bill, Alaska®s existing elderly will receive
their current $250 bonus, inflated by three percent annually,
without having to forego their permanent fund dividends.

The committee bill provides that each year every Alaskan
(except those who are 65 or older before 1986) will receive his
or her permanent fTund dividend in the form of a credit to an
annuity account, unless the individual affirmatively elects to

receive, cash. 2/ Section 2 of the bill envisions that the

foregoing a permanent fund dividend iIn return for some type of
future annuity benefit.

SB 465 would have paid $16.50 per month to each elderly
Alaskan for every permanent fund dividend foregone -- to a limit
of $250 per month.

HB 700 would have given each Alaskan one annuity share for
each foregone dividend. Each vyear, one third of the money
available for permanent fund dividends would then be divided by
the number of annuity shares held by those over the age of 65.
Each elderly Alaskan would receive a portion of that annuity fund
commensurate with the number of shares held.

The committee was advised by legal counsel that HB 700 and
SB 465 createc greater constitutional risks than did the Ray
proposal; the iommittee therefore focused on the concept embodied
in Senator Ray"s bill.

2/ This aspect cf the committee proposal reflects a change from



elegislature may, at least in the early years, "front-load"™ the
program by appropriating additional funds into the annuity
account, which will be attributed to individual accounts on a
prescribed formula. Under that formula, state contributions are
greatest for these approaching retirement age, and decline for
younger Alaskans. Beginning at age 65, a participant receives an
annuity based on his contributions and any front-loading -- plus
earnings accumulated on those amounts. 3/

Even with front-loading, 1t will be years before annuity
payments are sufficient to replace the longevity bonus. The ALB
program is thus retained at a level which, for those turning 65
after 1985, will be reduced annually. 4/ Under the bill, a
"target amount” for the ALB is established (Section 8), which 1is
$250 per month (in FY 1986) inflated by 31 each year. That
target amount 1is then reduced by the maximum possible annuity

which would be available to a 65-year old who has participated in

earlier annuity bills, which required an election to forego cash
payment. Because, 1in the future, the annuity program will be the
only state source of non-need-based retirement assistance, the
committee believes that each Alaskan should be required to come
to grips with the long-term consequences of a decision to take
the dividend iIn cash.

y Under the committee bill a participant who dies before age 65
will forfeit his accumulated annuity credits (see the discussion
of survivor op lions at 17, post); the amounts forfeited will be
reallocated to surviving participants and thus will 1increase
thelr annuities.

k! The longevity bonus itself is, of course, available to all
elderly Alaskans whether or not they have also established
annuity accounts.



che program 1iIn each year since the program®s inception. For
example, 1i1f the inflated ALB 'target” for a particular year is
$280, and a person turning 65 who received an annuity credit in
each year of the program would be entitled to an annuity of $100
per month, the ALB payment for all recipients would be $180.
That $180 will not vary according to the actual participation
histories of individual ALB recipients.

Over the years, individual annuity accounts will become
greater, and each year the longevity bonus payable tc new
recipients becomes correspondingly smaller. By the year 2003,
the committee projects that the maximum possible annuity will be
sufficient to bring an end to the general-funded ALB program,
except for those relatively few who were 65 or older before 1986,"
and are still receiving ALB payments in that year. This 1is best

illustrated by the following chart:



Maximum Possible Annuity 5/ ALB (for all new recipients)

1986 4 .37 $245.63
1990 32.50 248.88
1995 106.27 219.92
2000 255.70 122 .45
2005 533.39 -0-

Other Options Considered

The committee 1invited its members, and others, to suggest
alternatives other than an annuity program. Only one was
advanced -- a "means test'program under which elderly Alaskans
earning less than $25,000 per year would receive a payment of
$250 per mon“h. Those earning more than $25,000 would receive a
payment of $100 per month. To qualify for the $250 bonus, the
applicant would be required to submit his or her tax return to
the Department of Administration.

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

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

5/ Annuity projections are without "front-loading.™



Maximum Income

Eligibility for Amount of Size of Alternate
Bonus (year) Bonus Bonus
1986 $25,000 $250 $100
2000 $10,569 $104 $41.60
2010 $ 5,902 6/ $ 59 $23.60

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

The committee rejected this means test proposal for the
following reasons:

1. Any welfare program is contrary to the intent of
ALB program and 1is vigorously opposed by Alaska®"s elderly. The
Longevity Bonus Program now says to Alaska®s elderly that they
are a precious human resource, and that it is in the state"s
interest to provide them with the wherewithall to remain in
Alaska after retirement. The means test payment, on the ocher
hand, carries with it quite different, and less Tfavorable

connotations.

6/ This is below Alaska®s $7032/year poverty level..

-.8-



2. OFf chose who are potentially eligible for the $250

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

connotations. This is strongly suggested by available
statistics. Currently, nearly 6,700 ALB recipients -- or 40% of
all recipients - have incomes below the current eligibility

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

3. Thus, while 20% of Alaska®s elderly will be ineligible
for the $250 bonus, an additional percentage of existing ALB
recipients will 1lose their current benefits because of their
unwillingness to participate iIn a welfare program. For these
reasons, this means test proposal fTails a threshold test which
should be a cornerstone of any longevity bonus Ilegislation. Any
ALB alternative, the committee believes, should provide those who
have received the ALB over the years with the same benefits as
under current law.

4. The proposal hurts both existing and new ALB recipients

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



the 1income ceiling will decrease over the years, fewer elderly
will find themselves eligible, and those who are eligible will
receive smaller benefits. By the year 2000, for example, less
than half of Alaska®s elderly will be eligible for a benefit with
a real value of $104 per month, while the majority will receive a
token payment with a real value of $A1.60.

5. The proposal 1is substantially more expensive than the
committee bill. Even though: (1) the committee bill protects
existing elderly, while this means test proposal does not; and
(@ the committee bill inflates the ALB annually, while the means
test proposal does not, enactment of this means test proposal

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

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

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

costs under the means test proposal would be roughly $2.28

billion.
6. The committee has several concerns regarding the $100
payment for which all elderly would be eligible. First, the

committee does not know what that payment 1is 1intended to
accomplish. It is doubtful that $100 per month is a sufficient

sum to allow any elderly to remain 1in the state who would



* otherwise be financially required to leave. The payment may thus
at once be too small to accomplish any social goal, and yet large
enough to constitute a substantial drain on the state treasury.

Additionally, many elderly may view the $100 payment as
tokenism. IT that is not the case now, it will certainly become
so in the future when the real value of that payment shrinks to
$41 (2000) and $23 (2010).

Finally, since the $100 and $250 payments are fundamentally
different in purpose, the committee believes that they should be
administered under separate programs. The $100 payment is
apparently intended as a residual ALB. On the other hand, the
$250 payment is a form of welfare. This payment, the committee
believes, should be administered by the Department of Health and
Social Services under lie state"s welfare laws. Otherwise, the
state will, in essence, be creating two welfare bureaucracies --
one for Old Age Assistance, and one for the mis-named "longevity
bonus."

7. Fewer people will meet the $25,000 eligibility
requirement as the years go by. Thus, by the year 2010, only 302
of Alaska®s elderly will be eligible for this means test payment.
Why, it might fairly be asked, are 80% of today"s elderly in
“critical™ need of the higher payment, while only 30% will
require the payment 1in years hence? For one who is currently
denied the larger payment, or who may be denied it in the Tfuture
solely Dbecause of inflation, this precise question will

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



8. Finally, in requiring one year"s residency 1in order to
receive the $250 means test payment, the proposal raises a
substantial constitutional issue. The current ALB"s one-year
durational residency requirement 1is constitutional because che
bonus is not dependent upon "need.” Under both che federal and
Alaska constitutions, if a program provides "the Dbasic
necessities of life,” a 30-day residency requirement is the
maximum constitutionally permissible. Memorial Hospital .
Maricopa County, 415 U.S. 250, 259 (1974); Shapiro v. Thompson,
394 U.S. 618 (1969). Generally, benefits which are accorded on
che basis of the recipient®"s income tend to be viewed by the
courts as involving "basic necessities.” For example, in Jeffrey
v. Colorado State Department of Social Services, 599 P.2d 874
(Col. 1979), the Colorado Supreme Court struck down the Ilengthy
durational residency requirement of that state"s old age pension
program, and held that the program provided basic necessities of
life. The state argued, unsuccessfully, that 1its program was
more akin to an income supplement, rather than a form of welfare.
The court, however, ruled that because the size of the pension
was a TFfunction of the applicant®"s other 1income, a 30-day
residency requirement was required:

[The . state] attempt[s] to avoid the strict
scrutiny - compelling state interest test mandated
by Shapiro by characterizing the old age pension
program as an Tannuity.” However, unlike true
annuity or pension programs which are unaffected
bv a recipient®s other incomej the old age pension
benefit is directly and proportionately reduced by
the amount of other income. Thus, the

characterization of the old age pension program as
an  "annuity” puts form over substance and



disregards the nature of the program, which 1is to
<fulfill basic needs and not to supplement separate
income.

599 P.2d at 879. Emphasis added.

The means test proposal has been defended because of its
high income limits. This does make the program different from
that 1involved in Jeffrey, and the committee agrees that this
defense could be made in good faith. To the committee, however,
that is not enough. Early in the committee®s deliberations, the
committee agreed to develop a proposal which would avoid serious
new constitutional issues and the threat of continued litigation.
While any legislation which treats some people differently than
others may result in litigation, the means test proposal raises a
serious and substantial residency discrimination 1issue, ar.d
therefore does not meet the committee®s goal. 7/

For these reasons, the committee does not believe that the

means test proposal is a viable alternative to the existing ALB

program.

The committee was also aware of the ‘*stair-stepping
approach,”™ wunder which the ALB program is slowly phased out
through an annual increase in the eligibility age. Under

legislation which passed the House of Representatives during the

7/ Additionally, it should be noted that the 1issue will become
more serious in TfTuture years. This 1is because while the income
level is high at the outset, it shrinks dramatically, and in real
value fTalls below the state®s existing poverty level in the vear
2008.



previous legislature, the eligibility age would begin to rise
above 65 in 1991. Although no "stairstepping'™ proposal was ever
advanced by anyone for formal committee review or action, the
committee is aware of some continued iInterest iIn developing this
concept outside of this committee"s deliberations. The proposal
thus warrants some comment.

First, the term "stailrstepping”™ 1is a misnomer, since it
connotes a gradual phasing out of the ALB program. In truth, the
stailrstepping approach causes the most abrupt program termination
of any option considered, and also results in the most severe
discrimination between groups of Alaskans. Under the
stairstepping approach, if a person was born on or before June
30, 1925, the state would pay him or her $250 per month for life.
For persons born on July 1, 1925 and thereafter, the state would
pay nothing. And, it is 1irrelevant whether that person iIs now an
Alaskan. A current non-resident who 1is now 62 would receive
$250/month when he or she moved to Alaska, while a current
59-year old Alaskan would receive nothing. There 1is thus nothing
gradual, or '"stairstepped,” about this process.

The stairstepping approach would be more expensive than the
committee bill, 8/ and much of this added expense would be bom
after the turn of the century when the state can least afford it.

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

8/ Assuming, of course, that the two had similar provisions
Healing with the erosion of the real value of the bonus



benefit fewer Alaskans. For example, some have assumed that
participation in the annuity program is necessary in order for
future elderly to benefit from the committee bill. This 1is not
true. Under stairstepping, a person turning 65 iIn 1991 would
receive no ALB whatsoever, while that same person would receive a
1991 ALB of $222.61 under the committee bill, even if that person
had never participated in the annuity program. Thus, for similar
total costs, and substantially lower 21st century costs, the
committee bill extends the benefits of the ALB program to many
more Alaskans.

Most fundamentally, the committee believes that there is a
need for future state participation in the building of retirement
security that 1i1s not recognized in the stairstepping approach
standing alone. Apart fromthe ALB, the principal form of
non-need based assistance is, of course, Social Security. Yet
Alaska®s elderly receive the sameSocial Security payments as
those who reside where thecost of living 1s much lower.
Moreover, Alaska has a uniquely high percentage of elderly who
are ineligible for Social Security because of a lack of
wage-earning history. Thus, in one area of the state --
Northwest Alaska -- 66% of the region®s elderly reported the ALB
as their principal source of income.

As oil revenues decline, and economic activity iIn the state
becomes more uncertain, it is entirely possible that the state"s

future elderly will find themselves iIn a more precarious position



than today. And, at that point, the state -- for these same
economic reasons -- may be unable to help.

One obvious 1impact of abolishing the ALB program through
“"stair-stepping” 1iIs an increased Old Age Assistance case load.
Certainly, when those near the poverty line are denied $250 per
month, they will simply turn to the welfare system, and the state
will realize no net saving. Moreover, and as discussed
previously, many ALB recipients who are apparently eligible for
OAA and Medicaid have 1iIn Tact not applied for these benefits.
Over the years, the ALB program has been defended on the ground
that 11t has enabled many Alaskan elderly to remain off the
welfare roles. Statistics bear this out, indicating that many of
those ALB recipients who areeligible for OAA and Medicaid have
been able to remain off these programs because ofthe bonus.

For these reasons, stair-stepping by itself is also not
being recommended to the legislature.

Onthe other hand, the principal advantage of
"stair-stepping” 1is the protection which it affords those who are
currently on the ALB program, and who have come to rely on both
the Longevity Bonus and the permanent fund dividend to sustain
themselves. The committee concluded that forcing Alaska“"s
existing elderly to forego their Permanent Fund Dividend iIn order
to assure continued receipt of the "target”™ Longevity Bonus might
work a hardship on these older Alaskans. As a result, the
committee decided to include in the bill a so-called

"grandfathering™ provision which allows those reaching age 65



before 1586 to take their Permanent Fund Dividend 1in cash and
still receive a full Longevity Bonus for the remainder of their
lives. The committee legislation, then, 1is intended to blend the
most salutory aspects of both an annuity approach and
"stalr-stepping.”

The virtue of an annuity approach is that it enables the
state and each individual Alaskan to set aside funds now for
those perhaps more difficult years ahead. It Is a program
designed to substitute private thrift for public largesse. The
committee also believes that the permanent fund dividend is an
appropriate source of funds for the annuity program. The purpose
of the annuity program is much like the purpose of the permanent
fund itself. Moreover, one purpose of the dividend program --= to
give each Alaskan a stake 1in the management of the permanent
fund -- will be enhanced if Alaskansl retirement security is at

least in part dependent on wise stewardship of that fund.

Major Features.

1. Front-loading. The committee envisions that

legislature may add additional sums to individual annuity

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

It is the committee"s hope that the legislature will consider

front-loading for each of the program®s first three years.

the



The committee initially analyzed the annuity concept without
front-loading. Even without front-loading, annuity payments
eventually replace longevity bonus payments from the general
fund. Nonetheless, the committee feared that because annuity
payments were Hlow in the early years, those Alaskans who are now
near retirement age would not particxpate iIn the program.
Moreover, general fund contributions did not begin to see
significant reductions for about 10 years.

Front-loading provides a substantial incentive to
individuals to forego immediate cash in Tfavor of retirement
security. While it costs more in the initial years, that cost is
incurred in years 1In which oil revenues are expected to remain
high. Moreover, general fund contributions to the AL3 program
taper off rapidly. In other words, because front-loading causes
the maximum possible annuity payment to increase, residual
longevity bonus payments decrease more rapidly. Thus, dollars
invested 1in early years through front-loading result 1In a
decrease iIn general fund obligations in later years.

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

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

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

@ A premium may TFTairly be placed on the current
availability of funds. IT $1.00 of general Tfunds front-loaded
now returns 75c (in constant dollars) years hence-, the fact that
the general fund has that $1.00 now, but may no.t have the 75c
later, is of some relevance.

Whether front-loading extends beyond the three-year period
envisioned by the committee -depends on the availability of funds,
actual participation-rates, -and the projected rate of return on
subsequent front-loading Investments. IT front-loading has
succeeded in creating substantial participation, continuation
would seem unnecessary, since those Alaskans .already 1In the
annuity program would be unlikely to drop out. On the other
hand, 1if participation 1is Jlow, the legislature may wish to
consider inducements other than front-loading.

The committee settled on a front-loading concept weighted 1in
favor of older Alaskans. Several other options were also
considered. The first was a per-capi.ta contribution made to each
Alaskan who chose an annuity credit. Under this option, the
annuity accounts of those near retirement age did not increase

enough to substantially increase the ™"maximum possible annuity."



Thus, 1c did noc significanCly reduce long-Cerm general fund
obligacions. Nor did 1ic sacisfy Che goal of providing che
greacesc incencives Co Chose who may need chem mosC.

To beCCer accomplish chis goal, Che commiccee next
considered a straighc $10 incremencal increase in fronc-loading
based on age: ChaC is, participancs would receive $10 for each
year chac Chey were older chan age 17 -- up co age 65. 9/ This
opcion produced a better result in terms of reduced general fund
obligations, but it scill did noc increase annuicy payments rase
enough Co be a significant 1i1ncentive -- to older Alaskans in
particular -- to participate iIn the program.

Finally, projections were run on the opcion embodied in che

bill: persons 13-34 years old would receive a base amount of
front-loading in addition Co che dividend — for example, $50.
Those over 34 would receive a percentage increase(for example,
10%) for each year of age over 34, up to age 65.Under this

option, Tfront-loading increases on a curve rather chan a straighc
line -- increasing dramatically as an individual approaches age
65. Thus, a $50 base with 10% per year increases resulcs in a 34
year old receiving $50, a 50 year old $211, and a 64 year old
approximately $800.

The incentive Co join the progranm, chen, increases

dramacicaily as retirement age approaches. It is this aspect

9/ Thus, an 18 year old would receive $10, a 38 year old $210,
and a 65 year old $480.



which is most appealing to the committee, tor the Tollowing
reasons:

First, older ~laskans are most in need of 1incentives to
participate. Because 1initial annuity payments are small, many
may be tempted to take a cashpayment which is larger than the
annual annuity which it will yield. Then, vyears later, that
person will suffer materiallyreduced benefits because of that
short-sighted decision. O0On the other hand, younger Alaskans need
not participate 1In the program every year 1iIn order to build a
sizeable annuity. Based upon projections available to the
committee, a 47 year old (in 1986) would be required to
participate every year 1in order to achieve the target annuity
when he reaches 65 iIn the year 2PC4 -- the year the ALB program
disappears. .Recognizing that financial circumstances may require
a cash election iIn some years, and that some individuals may be
ineligible for a dividend iIn some years, the committee concluded
that additional incentives are appropriate beginning at age 35 in
order to help ensure that the maximum possible number of Alaskans
will achieve the target annuity.

Second, while older Alaskans will receive more at the
outset, the front-loading given younger Alaskans will be invested
for a longer period of time. To the extent that the percentage
differential is commensurate with account earnings, the eventual

return to both old and young will be quite similar.
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Finally, this option actually costs less in front-loading
dollars than the straight line approach -- even though the
now-elderly receive larger amounts.

Two additional points regarding front-load g warrant note.
First, and as discussed earlier, under the committee bill those
who reach age 65 before 1986 do not participate in the annuity
program because they are guaranteed a full Ilongevity bonus for
life. As a result, 1in 1985, there will be no front-loading for
any individual over the age of 64. In future vyears, the
incremental 1increase 1iIn front-loading will end at age 65, and
those over age 65 will receive the same amount of front-loading
as a 65-year-old.

Second, the committee bill envisions that the source of
front-loading funds may be the earnings of the undistributed
income account of the Alaska permanent fund. In past years,
permanent fund earnings have exceeded the amount necessary to pay
dividends and inflation-proof the Tfund itself. The resulting
surplus comprises the undistributed income account, which has a
current balance of $557 million. That account 1itself yields
annual earnings which are greater than that necessary to provide
front-loading, and which are available for appropriation.

The committee concluded that these earnings are an
appropriate source of funds for front-loading for one obvious
reason; as with the basic structure of the annuity program
itself, this aspect of the bill will devote current permanent

fund earnings in a manner which will substantially decrease



general fund obligations in later and perhaps leaner years. Once
again, however, only earnings are involved. It must be stressed
that nothing 1in the committee bill 1in any way impairs the
integrity of the permanent fund itself.

2. The 3% Escalator.

Since the beginning 12 the ALB program in 1972, the original
$100 payment has been periodically increased to its current $250
limit. While that increase seems large, it has, in fact, roughly
kept pace with inflation. IT the ALB is retained; the committee
believes that it is unreasonable to assume that .no increase in
the ALB will ever be made. The persistent erosion in the real
value of the ALB would at some point become so severe that relief
would be necessary. For example, assuming a 6% inflation rate, a
$250 ALB now will be worth only $104 in 15 years.

There are two ways of dealing with the gradual erosion of
the value of the ALB. The first is to leave the problem to
future legislatures. The second 1s the approach taken 1iIn the
committee bill, which provides a modest 3% annual adjustment
intended not to precisely keep pace with inflation, but rather to
provide certainty in the amount of the payment.

3. Administrative Costs of the Program. The committee
bill provides that the legislature may appropriate funds from the

annuity account to pay the administrative costs of the annuity
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program. 10/ Thus, Che costs of the program will be borne by che
annuity participants, whether che funds are privately placed or
not.

The bill states Chat administrative costs will be "equitably
allocated”™ among annuity accounts; it is the commictee®s intent
that an equitable allocation will Cake into account such Tfactors
as numbers of participants, age, and relative account balances.

4. Choice of BenefitsMost annuity programs offer
participants a choice of options, such as joint and survivor
benefits. The primary reason for survivor benefics in employment
annuity programs 1is that among married couples there 1iIs often
only one wage earner. Survivor benefits are thus available to
insureChac the dependent spouse 1s not eft without income.
Since the annuity program is available to both spouses, just as
is the present longevity bonus program, the committee opted for
simplicity and did not include a choice of benefics. 11/

5. Setting the Amount of the Longevity Bonus Payment.

Section 8 of the bill provides that the longevity bonus payment

-- for those who have not reached 65 before 1986 -- is determined
bydeducting from that payment themaximum possible annuity
10/ IT the states chooses to place the funds wich private

carriers, any costs shifted Co che carrier under the contract
would also be paid from che annuity accounts.

11/ A deach benefit for those who die prior to reaching age 65
Has been included in che Senate State Affairs Committee
substitute for SB 56.



available to a person who turns 65 in the year in question. The
bill uses the annuity available to a 65-year-old because that
annuity is the smallest available (among those who have received
the maximum possible credits). A 75-year-old with che identical
contribution of a 65-year-old will receive a larger annuity
because his life expectancy 1is shorter, and his capital will be
returned faster. Thus, some Alaskans will receive more than the
target amount during the early years of the program, and no
elderly Alaskans (with full participation) will receive less.

6. Residency Questions. The bill has no residency re-
quirements for receipt of annuity payments. Permanent fund
dividends are, of course, only available to Alaska residents --
so that an individual must be an Alaskan to contribute to an
annuity account. 12/

7. Federal Income Tax Considerations. Currently, both the
permanent fund dividend, and the ALB, are taxable as ordinary
income under the Internal Revenue Code. The committee engaged
tax counsel to determine whether the result would be any
different under the committee bill. Specifically, the committee
asked whether a person will be taxable on the cash he could have
received as a dividend even though, under the new program, he 1is
only credited with the right to receive a future annuity from the

state. Counsel advised the committee that, because the annuity

12/ The longevity bonus program will still require that an
individual be a one-year resident to receive a bonus.



program 1is unique, there is no legal precedent which provides
definite answer.

Based on analogous federal tax authorities, tax counsel
believes that a crucial fTactor iIn determining whether or not an
Alaskan receiving an annuity credit will avoid current fTederal
income taxation is the amount with which the [legislature
"front-loads'"™ the annuity credit 1in the year the credit 1is
granted. IT the legislature provides a substantial front-load to
the annuity credit for a particular year, an Alaskan receiving a
credit that year should not be subject to tax until annuity
payments are actually made on retirement. However, if the
legislature provides little or no front-loading in a particular
year, there would be a substantial risk that those receiving
annuity credits would be taxable i1mmediately on the amount of~™
cash they could have elected in lieu of the credit.

Tax counsel also advised the committee that available
precedent does not provide Ffirm guidance on the minimum
front-load necessary to support deferred tax treatment of annuity
credits. There 1is an example 1In the IRS regulations which
sv.ggest that a front-load of 25% or more of the annuity credit
would be sufficient; however, tax counsel believes that a lesser
amount may suffice. Because of this uncertainty, tax counsel
suggests that if the committee proposal 1is enacted, it would be
in the state"s best interest to obtain an advance ruling from the

Internal Revenue Service on the question.
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The uncertainty surrounding the tax status of annuity
credits, and the substantial risk of taxability when
front-loading ends, did not weigh heavily iIn the committee"s
recommendation. This i1s because, at worst, Alaskans would be
required to pay taxeson the amount of the dividend jJust as they
do now. Moreover, the committee saw 1its job as finding an
alternative to the ALB program which met the basic goals
expressed in this report. It was not charged with simply finding
a tax shelter.

Finally, apart from the potential taxability of a permanent
fund dividend credited to an annuity account, two favorable tax
aspects of the committee proposal should be mentioned:

1. All interest 1income credited to indiviudal annuity
accounts would, under current IRS regulations, be taxable only as
it is paid out after reaching age 65; and

2. Front-loading credits would not be currently taxable.

8. Annuity Credits Are Not a Vested Right. The committee
bill provides that an individual does not receive a vested or
property right to an annuity payment until that payment iIs made.
Funds must be appropriated annually by the Ilegislature from the
annuity account to make annuity payments. Although the clear
legislative intent, of the bill is to provide annuity payments to
those who have.participated in the program, the committee bill
neither binds future legislatures nor creates a dedicated fund.
Thus, the legislature may legally appropriate annuity funds for

any public purpose. An individual®s right to an annuity payment



#

prior co dispersal 1is an unfunded, unsecured promise of che
state. Thus, a fTuture annuitant is 1in no better Ilegal position
than any unsecured creditor of the state.

As a result, the bill 1is silent with vregard to the
garnishment of annuity credits. Pricr to annuit]® payments, there
is nothing to garnish or attach, nor anything that can properly
be regarded as 'income'™ or an "asset."

9. Protection of Alaska"s Existing Elderlv. As noted
previously, persons who reach the age of 65 before 1986 will not
be required to forego their permanent fund dividend in order to
receive a $250 per month Longevity Bonus, inflated 3% annually.
The committee decided to integrate this = aspect of
"stair-stepping” because it concluded that many retired Alasl”s
have come to rely upon both the ALB and the permanent +fund
dividend, and -- since they are now retired -- would be unable to
make adequate arrangements to mitigate the impact of an abrupt
denial (or reduction) in either payment.

Under last session®"s House bill, those who had reached the
age of @& before 1986 would have received a fTull ALB for life,
although the amount of that bonus would not be 1increased in
future years. The committee considered and rejected the option
of extending this protection to 60-vear-olds for three reasons:

1. Assuming a retirement age of 65, those under the
will have 1-5 years to make necessary arrangements to accommodate
either the loss of a cash dividend, or incremental reductions ir

the ALB payment. Current retirees, on the other hand, r¥
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little or no ability to alter their financial condition. Thus,
while any age group might be said to have some ™"expectancy'™ to
both an ALB and a cash dividend, that ™"expectancy"™ 1is more
immediate, and more critical, for existing retirees;

2. Exempting 60-year-olds from the ALB reduction of the
committee bill would not simply postpone the inevitable financial
disparity between two groups of Alaskans -- it would aggravate
it. [ITider the House bill, the fTirst reduction 1iIn payments would
occur in 1991. Because of the growth iIn the "maximum possible
annuity” by that time, the initial difference in monthly ALB
payments between an exempt recipient, and a non--exempt recipient
who did not forego his dividend, would be $67.21 per month.
Conversely, under the committee bill, differential payments will
begin in 1986, and will initially be $11.92 per month. The
committee TfTelt that 1i1f some smaller differential were felt
immediately, the need to begin participation in the program now
would be more apparent to non-exempt recipients. In other words,
immediate 'stair-stepping™ may well encourage higher annuity
participation, which in turn will reduce the actual differential
treatment between exempt and non-exempt recipients; and

3. The ALB program cannot go on forever. Indeed, 1t has
been a goal of the committee to develop a proposal which phases
out general fund obligations near the turn of the century -- when
oil revenues are predicted to dramatically decline. IT the bill
were to protect existing 60-year-olds, the committee projects

that the state would still be making general-fund ALB payments of



$74.9 million 1in the year 2000, and general fund obligations
would not end wuntil the year 2029. Moreover, extending the
bill"s protection to 60-year-olds would cost an additional $330
million over the life of the program. In drawing the necessary
dividing line between those who can continue to receive the full
benefits of existing law, and those who cannot, economic
feasibility plays an appropriate role. For the reasons
above-stated, the committee believes that the line 1iIs best drawn
at age 65.

10. Possible Participation Rates. The committee attempted
to estimate likely participation rates for the legislation®s
annuity program. Currently, participation rates 1iIn certain =
voluntary employee retirement plans exceed 50%. There areA
however, differences beD”een those plans, and the annuity program
established by the committee"s bill. Under most employee plans,
contributed funds can be withdrawn upon termination, or iIn case
of substantial hardship. Under the committee bill, however, no
benefits can accrue until retirement. Additionally, high
participation rates in employee plans are, 1iIn large part, a
function of 1intensive educational efforts which cannot be
duplicated on a statewide basis -- particularly in Alaska.
Finally, participation rates for employee plans may be irrelevant
in predicting participation by the jobless and very poor.

on the other hand, with front loading, matching
contributions which participants receive may be, at least for

older Alaskans, substantially more than typical matching payments



by employers. Additionally, under any employee plan, an employee
must dedicate a portion of his or her regular monthly salary --
each dollar of which may already have been budgeted for regular
family needs. The permanent fund dividend, on the other hand, is
an irregular source of income which (for some Alaskans) is not a
component of the regular family budget, and hence more readily
disposable.

Given these differences, and the unique nature of the
annuity program established by this bill, the committee does not
believe that any meaningful projection, or even range of
projections, can be provided.

If participation rates are very high, by the year 2003 state
Old Age Assistance payments may be substantially decreased.
Indeed, it Is conceivable that a successful annuity, program could
virtually eliminate the need for old age welfare payments. For
example, by the year 2010, every elderly Alaskan who has fully
participated in the program will be receiving a monthly annuity
of $1,047.88.

On the other hand, 1if participation is very low, the state
may experience increased old age assistance obligations as the
residual longevity bonus phases out.

The only way to guard against future increases 1In OAA
clientele is either to maintain the existing ALB program e=— an
option which the committee believes 1is cost-prohibitive - or
convert the ALB itself into a form of welfare. Other options

studied (including stairstepping) would not simply threaten, but



inevitably lead to higher OAA obligations. The committee bill,
on the other hand, offers Alaska®s future elderly at least the
opportunity to ultimately avoid the need for OAA assistance -- an
opportunity which at least some Alaskans will accept. In ocher
words, even with modest levels of participation, the result would
be better than under '"stailr-stepping.”

11. ]mpact Upon Eligibility For O0OIld Age Assistance and
Medicaid.

If an elderly Alaskan earns $586 or less per month, he or
she is eligible to receive fTederal Supplemental Security Income
and/or state Old Age Assistance. There are currently some 2,450
elderly receiving this assistance, and the average benefit Iis
$240 per month.

Elderly who are eligible for OAA are also eligible for
Medicaid. Medicaid benefits are accessed by almost half of the
OAA recipients, and the average non-nursing home benefit Iis
$2,500 per year.

IT an elderly Alaskan earns less than $900 per month, he or
she is eligible for nursing home benefits under Medicaid. These
benefits are substantial -- averaging $135 per day, or $50,000
per year for each individual.

Until 1984, and by virtue of a specific exclusion in federal
law, ALB payments did not count as "income”™ in determining
eligibility for SSI or Medicaid. See 42 U.S.C.

8§1982a(b)(2)(B). However, when the ALB program was changed 1iIn



1984, Congress also amended the exclusion to protect only those

who:

1. are 65 years of age on or before September 30, 3985;
and

2. have 25 years of continuous residency in Alaska by that
date.

This change in federal law has had the following effect on
the SSI, OAA and Medicaid eligibility in Alaska:

1. Some 750 current recipients of OAA will experience a
loss or reduction in benefits because they are now eligible cc
receive the ALB, but fTall outside the amended federal exclusion.
These individuals have not, however, suffered a ne* loss iIn cash
benefits, since ALB payments have merely replaced previous
OAA/SS1 payments. While these 1individuals are. the subject of
discrimination, since they cannot retain both their ALB and their
previous OAA/SSI benefits (as can long-time Alaskans), that
discrimination 1is solely the product of Tfederal law. IT the
state undertook to cure this discrimination by replacing lost
federal SSI benefits, $1.4 million would be required for FY 1986.

2. Some 314 of the 750 affected OAA/SSI recipients will

also lose non-nursing home Medicaid coverage -- a benefit which
averages $2,500 per year. This is a substantial loss which 1is
not compensated for by the ALB program. The amount of lost

federal Medicaid benefits to these 314 individuals is only
$413,847 for FY 1986. The state could therefore compensate for

these lost federal benefits at relatively small cost.



3. The most substantial impact of the recent federal
change 1is upon nursing home patients. 36 elderly Alaskans who
are currently in nursing homes may lose their Medicaid nursing
home coverage as a result of this change. To pay these
individuals®™ nursing home costs entirely through state funds
would require a $720,000 additional appropriation in FY 1986.

The committee bill neither alleviates nor aggrevates the
problems associated with OAA/SSI benefit reductions, or
reductions 1In non-nursing home Medicaid payments. Unless the
legislature were to adopt a needs-based ALB program, virtually
any option which the legislature might chose would leave the
affected elderly in the same position as under cur7ent law. 13/

The committee proposal would, however, probably benefit
existing nursing home residents. Under the bill, persons
residing 1iIn a nursing home are 1ineligible to receive the ALB.
This exclusion, the committee believes, 1iIs consistent with and
furthers the intent of the ALB program. Its effect iIs to benefit
existing nursing home residents who will lose access to the $250
a month ALB, but at the same time will retain their eligibility

for $50,000 per year nursing home payments.

13/ Under current federal law, payments which are predicated on
need are not counted as "income” for federal assistance purposes.
Thus, the means test proposal discussed earlier may avoid the
problems discussed 1iIn this section -- assuming that fTederal
officials were willing to treat a $25,000 income limit as truely
differentiating the '"needy'™ from the '"non-needy."

law



12. Costs of Various ALB Alternatives. The committee has
estimated the costs of various alternatives. Although population

figures (and hence program costs) in future years are difficult

to predict, several of the alternatives studied —-- including the
stair-stepping approach and the means test proposal -- envision
general fund expenditures well 1into the next century. The

committee felt that it was particularly iImportant to at Ileast
estimate costs beyond the year 2000 for two reasons.

First, it has been a goal of the committee to develop a
program which phases out general obligations after the turn of
the century -- when oil revenues are projected to dramatically
decline. Estimating post-2000 expenditures is thus particularly
important. .

Second, some-options envision higher immediate iInvestment in

return for. lower long term obligations. Others 1involve smaller
near-term expenditures -- an attribute which is paid for in the
years to come. A Tair comparison, then, can only be made by

looking at total expenditures over the life of each alternative.
Chart 1 indicates the costs of making continued ALB payments
under four alternatives. This chart assumes that -- whatever
program 1is chosen -- an escalation iIn the ALB payment will be
made as the years go by. As the chart indicates, the cost of
continuing the current, expanded ALB program is prohibitive. The
second option, the "Annuity Program,"” reflects the committee bill

without grandfathering Alaska®s existing elderly. Under this



opcion, 1in oraer Co receive Che CargeC amounc, exiscing elderly

would be required Co forego cheir permanenc fund dividends.

The Chird opcion —- che "Annuicy Program w/1986
SCairscep”™ -- refleccs che ALB coses of Che commiCCee bill
icself. The "SCairsCep™ approach refers co lasc session®s
legislacion, which would begin scalr-scepping in FY 1991.

Finally, projeccions on che means CesC proposal which assume
-scalacion have noc been run.

Assuming chac Che |legislacure provides a 31 per annum
increase iIn che ALB paymenc, Che ALB coses of Che opcions
considered are as follows:

Chare 1

ALB COSTS THROUGH 2034
WITH 31 ESCALATOR (in millions)

Nominal $ ConsCanC $ Present:
Value 14/
Currenc Law 13,087 2,501 1,393
Annuicy Program 964 605 496
Annuicy Program
w/1986 SCairscep 1,290 735 584
Scai .rscep 1,455 745 577
Means Tesc N/A N/A N/A
14/ The Cerm "Nominal $*' :s self-explanacory. The Cern

~onscanc $"' refers Co coses expressed 1in 19S6 dollars -
assuming 6Z annual inflacion. The cerm "Presenc Value" refers Co
Che amounc of money which, 11f 1invesCed now, would endow che
various opcions chrough Che duracion of each.



Conversely, 1if the legislature held the amount of the ALB
constant over the vyears instead of providing a regulator

escalator, the ALB costs of the option would be:

Chart 2

ALB COSTS THROUGH FY 203A
WITHOUT ESCALATION (in millions)

Nominal $ Constant $ Present Value
Current Law 5,419 1,391 880
Annuity Program 619 432 369
Annuity Program
w/1986 Stairstep 864 539 444
Stairstep 1,040 586 470
Means Test 3,199 945.9 634.9

In addition tothe general fund costs of (1) continuing the
current ALB for existing recipients, and (@ providing a
gradually reduced ALB for new recipiencs, the committee bill
envisions that individual annuity accounts will be "front loaded”
with funds drawn Tfrom the earnings of the undistributed income
account of the Alaska permanent fund.

Estimating the costs of "front loading” 1is a three step
process. First, the committee assumed that the legislature would
provide sufficient front loading to allow those 35 and younger to
receive a $50 base supplement, and those over 35 to receive a
supplement which 1is increased 10% for each yearof age up to 65.
Second, the committee assumed that participation rates would be
very low in younger Alaskans, and extremely high for those older
Alaskans receiving the greatest front-loading. The cost of

"front load payments"™ under those assumptions -- with and without
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che grandfathering of exiscing recipients are reflected ir
Chart 3.

Finally, the effect of front Iloading 1is to more rapidly
reduce the ‘'target” ALB, and hence reduce general fund
obligations. <Thus, the net cost of any front loading must be

offset by "ALB savings,”™ which are also reflected in Chart 3:

Chart 3

EFFECT OF 3-YEAR FRONT LOADING
(in millions)

Nominal $ Constant $ Present Value

Annuity Program (3% Esc.)

Front-Load Payments 113 101 96
(ALB Savings) (126) (69) (31)
Net Cost (Savings) a3 32 ~b5-

Annuity Program (No Esc.)

Front-Load Payments 113 101 96
(ALB Savings) (91%_ 7 (46)
Net Cost (Savings) ~T ~T “S0-

Annuity & 1986 Stairstep (3% Esc.)

Front-Load Payments 79 71 67
(ALB Savings) B2 (4D (€)XY
Net Cost (Savings) (©) 30 36

Annuity & 1986 Stairstep (No Esc.)

Front-Load Payments 79 71 56
(ALB Savings) (56) (30) (23)
Net Cost Savings ~ZT~ ~TT~ ~nr

The net costs (or savings) of front Iloading for any
particular program can then be added (or subtracted) from the

appropriate column of Charts 1-2. From that exercise, it 1Is
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e apparent that front loading does not materially affect the cost
ranking of any of the options considered.

Finally, under stair-stepping, those who do noc reach age 65
by FY 1990 will receive no longevity bonus. Of those who are
denied the bonus in the future, a portion will apply for state
Old Age Assistance. As noted previously, a number of current ALB
recipients are apparently eligible for 0OAA and Medicaid but have
not applied because of the bonus. There is thus a segment of
Alaska®s elderly who are now eligible for OAA and Medicaid, and
who might apply for benefits under those programs if the ALB were
denied.

It is difficult to predict the number of elderly who would
actually turn to state welfare assistance if and when the ALB
program were terminated. Currently, one out of every 2,65
income-eligible ALB recipients actually applies fTor OAA. Under
the "moderate low" scenario of Chart A, one half of those elderly
would apply fTor OAA. Under the ™"moderate high"™ scenario,
two-thirds of the eligible elderly would apply for assistance
once the bonus program were terminated. Cumulative costs, 15/
in increased OAA and Medicaid benefits, through the year 2010

under these two scenarios are as follows:

15/ The cost estimates in Chart A should be viewed as
substantially -eqivalent to constant 1986 dollar estimates.
Although they are technically nominal dollars, tb~y assume no
increase in OAA or Medicaid benefits as the years go by. IT one
assumes that OAA and Medicaid benefits keep close pace with
inflation, these estimates would then better reflect constant
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Chart 4

INCREASED OAA/MEOICAID COSTS THRCUC-K 2010
(in millions)

Moderate Low Moderate High
81.3 150.2

It is possible that iIncreased OAA costs would also result
from the committee bill. Although, under the bill, the ALB is
gradually phased out, rather than abruptly terminated, those new
elderly who have not participated in the annuity program may
eventually find themselves iIn need of welfare assistance. The
degree of that problem, of course, is a function of participation
rates -- which are difficult to determine. However, because --
under the committee bill — the ALB 1is phased out, rather than
abruptly terminated, 16/ and because a portion of Alaska"s
population will participate in the annuity program, the committee
believes that -- even with low participation rates -- the iImpact
of the bill upon old age assistance programs is likely to be less
severe than under the stailrstepping approach.

Finally, the committee looked at the cost of various options

after 1999. As noted previously, it has been a goal of the

dollar costs.

16/ Thus under stairstepping, a personturning 65 i1n1991 would
receive no ALB whatsoever. On the other hand, under the
committee bill,a person turning 65 1iIn 1991, and who has noc
participated in the annuicy program, will still receive a

longevity bonus of $222.61 per month.

-40-
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- committee to develop a longevity bonus program in which general
fund obligations would be minimized as oil revenues declined.
Chart 5 indicates the cost of stairstepping, the means test
proposal and the annuity program with and without stairstepping,

which would be incurred in the 21st century:

Chart 5

COSTS INCURRED AFTER YEAR 1999
(in millions: Nominal %)

3% Escalation

Annuity Program 69.9
Annuity Program

w/1986 Stailrstep 285.3
Stairstep 588.3
Means Test N/A
No Escalation
Annuity Program 0]
Annuity Program

w/1986 Stairstep 128_A
Stairstep 291
Means Test 2,486.2

The Benefit Concept®s Proposal

The committee 1investigated an approach proposed by Benefit
Concepts, Inc. and Kidder Peabody & Co., Inc. The proposal 1is
essentially an 1investment program for endowing the longevity
bonus program. That 1is, a substantial investment (approximately
$350 million) would be made in the initial years of the program,

and the return from that i1nvestment iIs estimated to be sufficient
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to make the declining longevity bonus payments required under the
committee®s annuity approach. 17/

Benefit Concepts proposes that thestate invest in single
premium whole [life 1Insurance policies (SPL"s) taken out on
Alaska®s elderly. The state would be the owner and beneficiary
of the policies. Benefit Concepts®™ projections 1indicate chat
chis type of investment would be superior to other options which
they believe would be appropriate for such an investment plan,
such as guaranteed investment contracts (GIC"s), corporate bends
or government securities.

The Benefit Concepts proposal was analyzed by the actuarial
firm of Johnson & Higgins at the committee"s request. That firm
concluded that (@) the costs of the program may be understated
when compared with data used by OMB (see fcotnote) ; (2) should

t

the state consider "endowing'™ the ALB program, it should not

limit its choices to the Ilow risk alternatives considered by

17/ Subject to available funds, the state could "endow"™ any
program by 1investing enough cash to produce the revenue to pay
the costs of the program. Indeed, the concept of "endowment™ is
implicit in the "present value™ calculations made by the Office
of Management and Budget Tfor the longevity bonus alternatives

analyzed. Two points deserve attention. First, in order to
avoid dedicated fund problems, the income from any such
investment would be deposited in the general fund, and subject to
annual appropriation to pay program’ costs. Second, the

assumptions wused by Benefits Concepts iIn making their cost
estimates differ iIn two important respects from the assumptions
used by OMB. Benefit Concepts used different population
projections, and assumed a different interest environment. Both
these differences understate the cost of their proposal when
compared wich programs using OMB estimates. The committee,
therefore, cautions against direct cost comparisons.



"Benefit Concepts, but should also examine other investment
options; and (3 the primary advantage of the SPL approach over
other 1low risk investments 1iIs the substantial tax advantage
available tc some insurance companies in providing this type of
policy. These tax advantages are under scrutiny by the Tfederal
Treasury Department, and could well be eliminated through
revisions to the Internal Revenue Code in the near Tfuture. It
would be likely that an insurance company would insist on passing
any tax changes through to the policy holder, thus removing the
advantage of this type of investment.

The committee 1is wunable to make a Ffirm recommendation
regarding this proposal to the legislature but believes that the
concept may warrant Tfurther consideration by the state"s

financial experts.

The Alaska Pioneers 1 Home

On July 30, 1984, Governor Sheffield requested the committee
to consider expanding its inquiry to include Alaska®s Pioneers”
Home Program. Because of time constraints, and the fact that the
committee developed an alternative to the ALB program which has
no application to the Pioneers®™ Home, the committee was unable to
consider alternatives to this program in any depth.

The committee, however, shares Governor Sheffield®"s concerns
over the program. Under AS 47.25.030, an individual must have

resided iIn Alaska for 15 consecutive years, or 30 total years, 1in



order Co be eligible for admission Co che homes. Plainly, Chac
requirement raises substantial constitutional quescions.

To dace, no one has Tfiled suic over Che Pioneers®™ Home
eligibilicy requiremenCs. |Ic is Chis commictee®s recommendacion
Chac Che Ilegislacure develop and consider alcernacives Co che
exisCing residency requiremenCs during chis session. The
pressure and Pension created by Che Vest licigacion has made ic
more difficult, over che past 2% years, Co develop a sound
replacement for che AL3 program. That experience need not, and
should not be repeated for che Pioneers®™ Homes.

One alternative for replacing the current residency
requirements warrants note. The legislacure may wish to develop
a point system chac would determine eligibility for Pioneers®
Home admission based upon the hardship thac would be suffered if
Che applicant were forced to seek housing ouc of stace. Location
of home, family and friends would all be relevant Co assessing
Chat hardship; yet hard and Tfast residency vrules would be

avoided.

Conclusion
The undersigned members of che commictee respectfully

recommend that the Ilegislacure consider and enact the annuity

i u A ] .1
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Senator Bill Ray Olgfae ']If.a"'\Steger f
upr~ "'

Roberu C. Kallenberg
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JAN 12 195

IN THE BY_

BILL NO.
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: '""An Act amending the longevity bonus program and the
permanent fund dividend program in order to establish
an annuity program; and providing for an effective
date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. FINDINGS AND PURPOSE. The Ilegislature finds and declares
that

(@O it is in the public interest to continue the longevity bcnus
program. However, as oil reserves decline over the years, it will become
increasingly difficult to provide the benefits of the longevity bonus
program through the ge: ”.ral fund. As a result, that program must be phased
out over the years;

(@ it is appropriate that individuals save for their own retire-
ment, and it is also appropriate that the state establish both means and
incentives for Alaska residents to set aside retirement funds. According-
ly, it is a purpose of this legislation to create an annuity program, and
to encourage Alaskans to participate in that program by authorizing general
fund supplements which would result in annuity payments which are larger
than an individual could earn through private investment of the permanent
fund dividend;

@ many retired Alaskans have made their retirement plans in
reliance on the availability of both the existing longevicy tonus and the
permanent fund dividend. Accordingly, the legislature finds that i.. is

appropriate to continue bcth those programs for these individuals;



(4 the most suitable source of funds for the annuity program
created by this Act are those permanent fund earnings currently distributed
as dividends. This Act applies the annual permanent fund dividend of
younger Alaskans to annuity accounts unless the individual alternatively
elects to receive cash. In so doing, this Act will promote wise
stewardship of the permanent fund by giving each participant a direct
financial stake in its long-term profitability; and

(®B) neither the longevity bonus program, nor the annuity program,
should be viewed as a form of welfare. Other state and federal programs
are available tomeet the basic necessities of life, and amounts received
by any individual under this Act are not calculated on the basis of need.

* Sec. 2. AS 43.23.005 is amended to read;
(© A parent, guardian, or other authorized representative may
claim a permanent fund dividend on behalf of an unemancipated minor or
on behalf of an incompetent individual who is eligible to receive a
dividend [PAYMENTI under this section.
* Sec. 3.AS 43.23.005 is amended by adding a new subsection to read:
() A person who is eligibleto receive a permanent fund divi-
dend under this section, or who is authorized to claim a dividend on
behalf of another under (¢) of this section, may elect to receive cash
in lieu of an annuity share. Alternatively, a person may elect to
receive not less than 25 percent of his dividend in cash and the
remainder as an annuity credit. A person exempt under AS 47.45.015(b)
will automatically receive cash without the necessity of election.
* Sec. 4. AS 43.23.015 is amended to read:
Sec. 43.23.015. APPLICATION AND PROOF OF ELIGIBILITY. @ The
commissioner shall adopt regulations under the Administrative
Procedure Act (AS 44.62) establishing the process for determining the

eligibility of individuals for permanent fund dividends. The



commissioner nuy require an individual to provide proof of
eligibility, and the commissioner may use other information available
from other state departments or agencies to determine the eligibility
of an individual.

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

1 certify that

() I an, .. state resident on the date of this application
and 1 have been a state resident for at least six months immediate.ly
preceding the date of this application; or

() (name), the individual on whose behalf 1 am applying, 1is
a state resident and has been a state resident for at least six months
immediately preceding the date of this application.

I understand that a false claim of residency to obtain a
permanent fund dividend for myself or for another 1is a criminal
offense and that if convicted 1 will forfeit future permanent fund
dividends and that 1 will lose or must repay all permanent fund
dividends that have been credited or paid to me, includinc any accrued
interest in mv annuity account. | understand that this penalty is in

ai.ition to any criminal penalties imposed.

(signature of individual,
parent, guardian®, or other
authorized representative l
(© Except as provided in (d of this section or as may be
provided by regulations adopted by the department, an individual must

personally sign the application for permanent fund dividends,



including the certification of residency required under () of this
section.

@ The application and certification of residency of an
unemancipated individual under 13 years of age or of an incompetent
individual must be signed by the individual®s parent, legal guardian,
or other authorized representative.

® If a public agency claims a cash [PERMANENT FUND] dividend
on behalf of an individual under (@) of this section, che public
agency shall hold the dividend in trust for the individual. Money
held 1in trust under this subsection shall be invested by the
commissioner in accordance with AS 37.10.070.

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

© If an individual 1is aggrieved by a decision of the
deparcment determining the individual®s eligibility for a permanent
fund dividend or the individual®s authority to claim a permanent fund
dividend on behalf of another, the individual may appeal that decision
to the superior court iIn accordance with AS 44.62.560. An appeal
under this section does not entitle the aggrieved individual to a
trial de novo. The appeal shall be based on the record of the
administrative proceeding from which appeal is taken and the scope of
the appeal 1is limited to matters contained in the record of the

administrative proceeding.



