8672

1991-1992

g MMITTEE FILES

0
ARY

ALASKA LEGISLATURE
7001 HOUSE JUDICI



General Information on Hardship Withdrawals
from The Deferred Compensation Plan (DCP)

State of Alaska

Before —completing the enclosed forms, please read Section C.2. of
Article V., page 13 of the State of Alaska DCP Information Booklet
(copy enclosed). It defines what an unforeseeable emergency 1is 1in
general terms. It also specifies that payment may NOT be made to
the extent that such hardship is or may be relieved by:

1. Reimbursement or compensation by insurance or otherwise; or,

2. Liquidation of the participant®s assets, to the extent the
liquidation of such assets would not itself cause severe
financial hardship; or,

3. Cessation of deferrals under the Plan.

If you feel you qualify for a withdrawal under the above conditions,
please complete the enclosed Hardship Withdrawal Application and the

Financial Data Report. You should describe your hardship in detail
on the application form including any effort you have already made
to solve the problem. Any pertinent documentation (invoices,

billings, statements, etc.) should accompany your completed applica—
tion and financial report.

Revised 4/89



Celortie&
4300 Norwest Center- Facsimile (512) 339-6202
90 Soutn Seventh Street

& Minneapolis, Minnesota 55402-4150
Teiepnone (612) 344-0200

Julv 26 1990

Mr. Michael B. Coughlin

Deputy Director _
Division of Retirement &. B.enefits
State of Alaska L
Department of Administration

6th Floor, State Office Building
P.O. Box CR

Juneau, Alaska 99811

t
Subject: Hardship Withdrawals, Deferred Compensation Plan

Dear Mike:

We were finally able to follow-up with the IRS regarding the treatment of divorce
related hardship withdrawal requests. Tom Veal of our Washington Service Center was
talked with Tom Brisendene of the IRS who oversees the area that regulates the
enforcement of Section 457 Deferred Compensation Plans. Mr. Brisendene confirmed
what we learned and reported to you earlier that the expenses related to divorce do not
qualilfy as a hardship _&unforeseen emergency). He indicated that only under the most
extraordinary of conditions could such expenses be treated as an unforeseen emergency
(e.g. Divorce* expenses arising at the same time their home was struck by Ilghtnmg()J.

If you need any further information, please let me Ic-.ow.

Patrick L. Pechacek
PLP/rcj



DEFEEREP COMAMSATIONI 3QO0KU&T pp- 13, H
ARTICLE V. PAYMENT OF BENEFITS

C. Hardship WHhdrawcls toran Unforeseeable Emergency

1. General

In (he event of an unforeseeable emergency which is beyond the control of the Partici-
pant and which causes extremo financial hardship, a participant may request the Ad-
ministrator to distribute all or a portion of the Participant's Deferred Compensation. Such
request shall be made by completing and submitting all required forms for this purpose.
The Participant must, prior to his application, cease deterring Compensation in accor-
dance with Paragraph F of Article [Il. If the application for the payment is approved by
the Administrator, payments shall be effected as soon as possible after the date specified
in the Participant's application or the date of approval by the Administrator, if later.

2. Unforeseeable Emergency Defined

The term "unforeseeable emergency" is defined to be severe financial hardship to the
Participant resulting from a sudden and unexpected illness or accident of the Participant
orof a dependent of the Participant, loss of the Participant's property due to a casualty
or other similar extraordinary and unforeseeable circumstances arising as a result of
events beyond the control of the Participant. The circumstances that will constitute an
unforeseeable emergency will depend upon the facts of each case, but, in any case,
payment may not be made to the extent that such hardship is or may be relieved

(a) through reimbursem.;it or compensation by insurance or otherwise,

(b) by liquidation of the Participant's assets, to the extent the liquidation of such assets
would not itself cause severe financial hardship, or

(c) by cessation of deferrals under the Plan

Examples not considered to be unforeseeable emergencies include the need to send a
Participant’s child to college or the desire to purchase a home.

3. Demonstration of N'-ed

A Participant requesting a hardship withdrawal by reason of an unforeseeahle emergen-
cy must clearly demonstrate that the circumstances being experienced were not under
the Participant's control and constitute a real emergency which is likely to cause the Par-
ticipant great financial hardship. The Administrator may require such medical, financial
or other evidence deemed appropriate to make a determination concering the Partici-

pant's withdrawal request.

4, Limit

The withdrawal shall be limited to an amount sufficient only to meet the emergency and
shall in no event exceed the value of the Participant's Deferred Compensation account.
Any money remaining in the account shall be distributed in accordance with the provi-
sions of this Plan

5. Method of Distribution

The method of oistribution of any allowed withdrawal shall be determined by the
Administrator.
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the Stale's doing so is conditioned °”|P]/
.upon the State's incurring a -teed for the
services, or the availability of funds or

both, .

gg_SpemeI_ruJe. Notwithstanding
subdivision (i). if. with respect to ,
amounts payable to a participant who is
nn independent contractor, a plan
provides tnat— _

(A) No umount shall be paid to the
participant before u dale at lea. 12
months after tna day on which the
contract expires under which services
arc performed for the State (cr. in the
case of more than one contract, all such
contracts explreﬂ, and

(I) No amounf payable lo the
participant on that date shall be paid to
the participant if, after the expiration of
the contract (or contracts) and before
that date, (he participant performs
services for the Slate as an independent
contractor or nn employee,

lhc plan is considered to satisfy the
requirement described in subparagraph
(1) that no amounts payable under the
Plan will be paid or made available to
he parti |Fant before the participant
separafes from service with the State.

Fl) Unforeseeable emergency. For
purposes of this paragraph (h). an
unforeseeable emergency is. and if the
plan provides for payment in the case of
an unforeseeable emergency must be
defined in the plan as, Severe financial
hardship to the participant resulting
from a sudden and unexpected illness or
accident of the(Fart|C|pant orofa
dependent (as defined in section 152(a))
of the participant, loss of the
participant's property due to casually, or
other similar extraordinary and, |
unforeseeable; circumstance;; arising as
aresult of events beyond the control of
the partlclgant. The Circumstances that
will constitute an unforeseeable
emergency will depend upon the facts of
each ease, but, in an)[/ case, payment
may not he made lo the extent that such
hardship is or may be relieved—

(i) Through reimbursement or
compensation by insurance or
otherwise, o

(1) By liquidation of the participant's
assets, lo the extent the liquidation of
such assets would not itself cause
severe financial hardship, or

(i1} By cessation of deferrals under
the plan.

ExamPIes of what arc not considered to
be unforeseeable emergencies include
the need to send a participant's child to
college or the desire lo purchase a home.
_(5r)]Emerg1enc withdrawals.
Withdrawals of amounts because of an
unforeseeable emergency must only ho
permitted to the extent reasonably
needed to satisfy the emergency need.

(H1 Distributions of deferrals— (1)
Commencement of distributions. A Plan
is not an eligible plan unless under the
plan the payment of amounts deferred
will commence not later than the later

of—

(1) 00 days after the close of the plan
year in which the participant or former
'ufiicipani attains Sqr would huve .
attained) normal retirement age (within
the meaning of 5 1.+157-2(0(4)). or

(ii) 60 dnyn after the close of the plan
Year in which the participant separates
rom service (within the meaning of
85 1.457=2(h) (2) and (3)) with the State.
A plan is not other than an eligible plan
mcrmY because, P_FIOF to October 27.
1062. the distribution of omounts
deferred under the plan may commence
no later titan the close of the
participant’s taxable year in which the
participant aftains age 70,3,

(2) Limitations on distributions.
Distributions must be made primarily for
the benefit of participants (or former
participants). Thus, the schedule-
selected by the participant for payments
if benefits under the plan must be such
that benefits payable to a beneficiary
arc nol more than incidental. For
'xainpln. if provision is made for
pa}/ment of a portion of the amounts
deferred to a beneficiary, the amounts
oayabje to the participant or former
participant (as determined by use of the
expected return multiples in '§1.72-9, or,
ir. the case of payments under a contract
issued by an insurance company, by use
cf the mortality tables of such ,
company), must exceed cnc-half of ihc
maximum that could have been payable
to the participant if no provision wore
made for payment to a buneficiary.

(3) Distributions to beneficiaries. A
plan is not an eligible Hlan unless Ihc
Blan provides that, if the participant dies

efore the entire amount deferred is
paid lo the participant, the entire
amount deferred (or the remaining Part
of such deferrals If payment thereot has
commenced) must be paid to a
beneficiary over— o

(i) The life of the beneficiary (or any
shorter period), if the beneficiary is the
participant's surviving spouse, or
~ (i) A period no! in excess of 15 years,
if the beneficiary is not the participant’s
Surviving spouse.. ,

j) Administration ofplan. A plan is
not an eligible plan unless_all amounts
deferred under the plan, nil pmﬁerty and
rights to property (including rignts as a
beneficiary of a contract providing life
insurance protection) purchased with
the amounts, and all income attributable
li the amounts, property, or rights to
properh(, remain (until paid or made
available to the participant or

.plan
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beneficiary under the plan% solely the
Broperty and rights of the State (without
eing restricted to the benefits under the

()]subject to the claims of the general
creditors of the State only. However,
nothing in this paragraph (J) prohibits o
Flan's permlttllnfg participants to direct,
rom among different modes under the
plan, the Investment of the above
amounts (sec §1.457-1(h)).

(k) Plan-tn-plan transfers. The plan
may provide for the transfer of amounts
deferred by a former participant to
another eligible plan of which the former
Partlmpan_t has become a participant if
he following conditions are met—

(1? The entities sponsoring the plans
are located within the same State (as
that term is used in § 1.457=2(c)(1)).

(2). The plan receiving such amounts
provides for the acceptance of the
amounts, and

(3) The plan provides that if the
participant separates from service in
order to accept employment with
another such entity, payout will not
commence upon separation from
service, regardless of any other ,
provision of the plan, and amounts  /
Brevmusly deferred will automatically

e transferred.

(1). . Effect onplan when not
administered in accordance with
paragraphs (c) through (kj. A plan that
Is administered in a manner which is
inconsistent with one or more of the
requirements of paragraphs (c) through
k) of this section ceases to be an
eligible plun on the first day of the first
plan year beginning more than 100 days
after the dale of wriliwn notification by
the internal Revenue Service that the
requirements arc not satisfied, unless
the inconsistency is corrected before thn
first d?iy of thet plan year.

(m) Examples. The provisions of this
section may be illustrated by the
following examples:

Example 1 A. bom on June 1,1917,is a
participant in nn eligible Stntc deferred
ccmpensction plan providing a normal
retirement age of Do. The plan Rrowde_*
limitations on deferrals up lo the maximum
permitted under 5 1.457-2 (0) und (f).

For 1970. A, who will be 02. is scheduled to
receive a sulary of S20.003 from the State. A

- desires Jo defer (he muximun amount

possible in 1979. The maximum amount that
A may defer under "lie_plun is the lesser of
$7.300, or 33)>% of A's includible
compensation (generally the equivalent of 25
percent of gross compensation). Accordingly,
the maximum that A mnv defer for 1079 is
$5.000 [5S,000>2520.000x.20(. Although A's
tuxnble year 1979 is one nf A's last 3'taxable
years before the year In which A attains
normal retirement ago under the plan, A is
not able lo utilize the catch-up provisions of
5 1.437=2(f) in 1979 because only taxable



THIS WAS THE BALLOT QUESTION NOVEMBER, 1986.

THE VOTE WAS: 99,222 FOR; 65,789 AGAINST.

Ballot Language For
Advisory Vote on Longevity
Bonus Annuity Program

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

Tne annuity option provides that every individual who reaches age 65 by January 1,
1988, including those already receiving the bonus, would receive a longevity bonus
payment of S250 per month. In addition, a person under age 65 on January 1, 1988,
could participate In an optional annuity program by deposmn%all or part of his or
her permanent fund dividends in an account held by the state. Upon reaching age 65,
a person would receive a month1ly payment in an amount determined by how much
was contributed to the account. The annuity payments would be supplemented with
declining longevity bonus ﬁayments_ aid for with general funds until the annuity
accounts were large enough to provide monthly payments of $250 a month.

The second option provides that every individual who is 65 years old by January 1,
1988, mcludlng those already receiving the bonus, will receive a longevity bonus
payment of $250 per month, but that anybody younger than age 65 by January 1,
1988, would not be eligible for benefits.

Should the legislature adopt the annuity option?
YES () NO( )

Advisory Vore on Longevity
Bonus Annuity Program
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Introduction.

In June, 1984, the Alaska Longevit3" Bonus Program (AS 47.45)
was declared unconstitutional becauseit required recipients to
have resided in 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. Id., Sec. 11.

The legislation also established the State Special Committee
on the Alaska Longevity Bonus 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 is 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 Ilegislature; and (3) a draft bill prepared by
Senator Bill Ray (D., Juneau). The Ray bill became the vehicle
-for the Committee®s proposal. All three proposals involved



legislature may, at least 1in the early years, "front-load" the
program by appropriating additional funds into the annuity
account, which will be attributed to 1individual accounts on a
prescribed formula. Under that formula, state contributions are
greatest for those 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, it 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. Kkj Under the bill, a
"target amount" for the ALB is established (Section 8), which 1is
$250 per month (in FY 1986) inflated by 3Z -each year. That
target amount is 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, in 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 tc come

to grips with the 1long-term consequences of a decision to take
the dividend in cash.

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

kIl The 1longevity bonus 1itself is, of course, available to all
elderly Alaskans whether or not they have also established
annuity accounts.



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 month. Those earning more than $25,000 would receive a
payment of $100 per month. To qualify for the $250 bonus, the
applicant would be required to submit his or her tax return to
the Department of Administration.

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

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

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

In June, 1984, the Alaska Longevits/ 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 1934. However, the
amended law, by 1its own terms, is to be repealed effective
June 30, 1985. I.d., Sec. 11.

The legislation also established the State Special Committee
on the Alaska Longevity Bonus 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 is the committee"s
report.
Recommendation: Annuity Approach.

The committee has developed a proposal which would phase out
the existing longevity bonus program and vreplace 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
5y the committee: (1) SB 465, introduced in the 1984 legislature
by several senators; (2) an amended version of HB 700, also
introduced 1in that legislature; and (3) a draft bill prepared by
Senator Bill Ray (D., Juneau). The Ray bill became the vehicle
-for the Committee®s proposal. All  three proposals 1involved



introduced 1in this legislature as SB 56. Under the committee
bill, Alaskans who <choose to participate 1in 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 1is available to those who reach age 65 after
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 fund dividend 1in the form of a credit to an
annuity account, unless the 1individual affirmatively elects to

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

foregoing a permanent fund dividend 1in 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 created greater constitutional risks than did the Ray
proposal; the committee therefore focused on the concept embodied
in Senator Ray"s bill.

2/ This aspect of the committee proposal reflects a change fronm



legislature may, at: lease 1in Che early years, "fronc-load"” che
program by appropriating additional funds into che annuicy
account, which will be attributed to 1individual accounts on a
prescribed formula. Under that formula, state contributions are
greatest for those 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. 2fF

Even with front-loading, it 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 bDbill, a
"target amount™ for the ALB 1is 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 1in

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

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

4/ The longevity bonus itself 1is, of course, available to all
elderly Alaskans whether or not they have also established
annuity accounts.



che program 1in each year since the program®"s inception. For
example, 1if 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 to 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 progranm,
except for those relatively few who were 65 or older before 1986,7~
and are still receiving ALB payments 1in that year. This 1is best

illustrated by the following chart:



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

1986 A.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 1its 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 month. Those earning more than $25,000 would receive a
payment of $100 per month. To qualify for the $250 bonus, the
applicant would be required to submit his or her tax return to
the Department of Administration.

This program is intended as a permanent replacement for the
ALB. However, the program envisions that the size of the pay-—
ments, and the $25,000 1income [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 Site 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, 802 of Alaska®"s elderly
will be eligible for the $250 bonus. Because that maximum income
requirement drops each year in terms of real income, so too does
the percentage of eligible elderly. Thus, less than half of
Alaska®s elderly will be eligible for the bonus iIn the year 2000,
and only 302 will be eligible in the year 2010.

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

1. Any welfare p\og;ram is contrary to the 1intent of th
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 1is 1iIn 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 favorable

connotations.

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

-8-



2. 0f chose who are potentially eligible for che $250

means test payment, many may not apply because of 1its welfare

connotations. This is strongly suggested by available
statistics. Currently, nearly 6,700 ALB recipients - or 402 of
all recipients -- have 1incomes below the current eligibility

limit for existing O0ld 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 382 -- 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 202 of Alaska®s elderly will be 1ineligible
for the $250 bonus, an additional percentage of existing ALB
recipients will lose their current benefits because of their
unwillingness to participate in a welfare program. For these
reasons, this means test proposal fails a threshold test which
should be a cornerstone of any longevity bonus legislation. Any
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



che income ceiling will decrease over che years, fewer elderly
will find Chemselves eligible, and éhose who are eligible will
receive smaller benefiCs. By che year 2000, for example, less
Chan half of Alaska®s elderly will be eligible for a benefic wich
a real value of $104 per monch, while che majority will receive a
coken payment with a real value of $41.60.

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
(2) 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 bora when the
state could least afford it - after the turn of the century,
when oil revenues are projected to vrapidly 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 wunder the means test proposal would be roughly $2.28

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

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

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

-10-



ocherwise be financially required co leave. The payment may thus
at once be too small co 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 1s 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 wunder separate programs. The $100 payment i3
apparently intended as a residual ALB. On the other hand, the
$250 payment 1is a form of welfare. This payment, the committee
believes, should be administered by the Department of Health and
Social Services under the state"s welfare laws. Otherwise, the
state will, 1in 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 3CZ
of Alaska®s elderly will be eligible for this means test payment.
Why, 1t might fairly be asked, are 807 of today"s elderly in
"critical” need of the higher payment, while only 307. will
require the payment 1in years hence? For one who 1is currently
denied the larger payment, or who may be denied it in the future
solely because of inflation, this precise guestion will

invariably be asked, and may be asked in the courts.
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S. Finally, 1in requiring one year®s residency 1in order co
receive Che $250 means cesc paymenc, che proposal raises a
subscancial conscitucional issue. The currenc ALB®"s one-year

durational vresidency requirement is constitutional because the

bonus is not dependent upon "need."™ Under both the federal and
Alaska constitutions, if a program provides "the basic
necessities of life,” a 30-day residency requirement 1is the
maximum constitutionally permissible. Memorial Hospital V.

Maricopa County, 415 U.S. 250, 259 (1974); Shapiro v. Thompson,
394 U.S. 618 (1969). Generally, benefits which are accorded on
the basis of the recipient®s 1income 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 87*
(Col. 1979) , the Colorado Supreme Court struck down the lengthy
durational residency requirement of that state"s old age pension
program, and held that the program provided basic necessities of
life. The state argued, wunsuccessfully, that 1its program was
more akin to an income supplement, rather than a form of welfare.
The court, however, ruled that because the size of the pension
was a function of the applicant®s other inconme, 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 fannuity.” However, unlike true

annuity or pension programs which are unaffected
by a recipient®™s other income”™ 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"
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disregards the nature of che program, which 1is to
fulfill basic neecs and not to supplement separate
income.

599 P.2d at 879. Emphasis added.

The means test proposal has been defended because of 1its
high 1income limits. This does make the program different from
that involved 1in Jeffrey, and the committee agrees that this
defense could be made 1in 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 issue, and
therefore does not m?et the cpmmittee's goal. 7/

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

The committee was also aware of the "stair-stepping
approach,”™ under which the ALB program 1is 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 1in future years. This is because while che income
level is high at the outset, it shrinks dramatically, and in real
value falls below the state"s existing poverty level in the vear
2008.
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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 1is aware of some continued interest in developing this
concept outside of this committee"s deliberations. The proposal
thus warrants some comment.

First, the term "stairstepping™ 1is a misnomer, since it
connotes a gradual phasing out of the ALB program. In truth, the
stairstepping 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, 1if 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 irrelevant whether that person is now an
Alaskan. A current non-resident who 1is now 62 would receive
$250/month when he or she moved to Alaska, while a current
59-year old Alaskan would receive nothing. There is thus nothir
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
dealing with the erosion of the real value of che bonus.



benefit fewer Alaskans. For example, some have assumed that
participation in the annuity program 1is necessary 1in order for
future elderly to benefit from the committee bill. This 1is not
true. Under stairstepping, a person turning 65 in 1991 would
receive no ALE whatsoever, while that same person would receive a
1991 ALE 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 1is a
need for future state participation in the building of retirement
security that 1is- not recognized 1in the stairstepping approach
standing alone. Apart from the ALB, the principal form of
non-need based assistance 1is, of course, Social Security. Yet
Alaska®"s elderly receive the same Social Security payments as
those who reside where the cost of [living 1is much Jlower.
Moreover, Alaska has a uniquely high ;rcentage of elderly who
are ineligible for Social Security because of s Jlack of
wage-earning history. rhus, in one area of the state --
Northwest Alaska -- 66Z of the region®"s elderly reported the ALB
as their principal source of income.

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

future elderly will find themselves in a more precarious position



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

One obvious impact of abolishing the ALB program through
"stair-stepping™ 1is an increased 0ld 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 1in fact not applied for thei.e benefits.
Over the years, the ALB program has been defended on the ground
that it has enabled many Alaskan elderly to remain off the
welfare roles. Statistics bear this out, indicating that many of
those ALB recipients who are eligible for OAA and Medicaid hav
been able to remain off these programs because of the bonus.

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

On the 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 in 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 6.r
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before 1S86 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
"stair-stepping.”

The virtue of an annuity approach 1is that it enables the
state and each individual Alaskan to set aside funds now for
those perhaps more difficult years ahead. It is a progranm
designed to substitute private thrift for public, largesse. The
committee also believes that the permanent fund dividend 1is 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 Alaskans®™ retirement security 1is 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.
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The committee initially analyzed the annuity concept wither
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 low in the early years, those Alaskans who are now
near retirement age would not participate in 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 1immediate <cash in favor 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 ALB progrr*
taper off rapidly. In other words, because front-loading causer
the maximum possible annuity payment to 1increase, residual
longevity bonus payments decrease more rapidly. Thus, dollars
invested 1in early years through front-loading vresult 1in a
decrease in 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 least 1in nominal dollars. Thus, 1f $79 million
were appropriated for front-loading over the next three years,
that investment 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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Thus, it did not significantly reduce Jlong-term general fund
obligations. Nor did it satisfy the goal of providing the
greatest incentives to those who may need them most.

To better accomplish this goal, the committee ne:ct
considered a straight $10 incremental 1increase 1in front-loading
based or. age; that is, participants would receive $10 for each
year f/.~t they were, older than age 17 - up to age 65.9/ This
option produced a better result in terms of reduced general fund
obligations, but i1t still did not increase annuity payments fast
enough to be a significant 1incentive - to older Alaskans 1in
particular - to participate in the program.

Finally, projections were run on the option embodied in the
bill: persons 18-34 years old would receive a base amount of
front-loading in addition to the dividend - for example, $50.
Those over 34 would receive a percentage increase (for example,
16Z) for each year of age over 34, up to age 65.Under this
option, Tfront-loading 1increases on a curve rather than a straight
line -- 1increasing dramatically as an individual approaches age
65. Thus, a $50 base with 102 per year increases results in a 34
year old receiving $50, a 50 year old $211, and a 64 vyear old
approximately $800.

The incentive to join the program, then, increases

dramatically as retirement age approaches. It is this aspect

£/ Thus, an 18 year old would receive $10, a 38 year old $210,
and a 65 year old $480.
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which 1is nose appealing to the committee, tor the following
reasons:

First, older Alaskans are most in need of incentives to
participate. Because initial annuity payments are small, many
may be tempted to take a cash payment which 1is larger than the
annual annuity which it will yield. Then, vyears later, that
person will suffer materially reduced benefits because of that
short-sighted decision. On the other hand, younger Alaskans need
not participate 1in che program every year in order to build a
sizeable annuity. Based upon projections available to the
committee, a 47 year old (in 1986) would be vrequired co
participate every year 1in order to achieve the target annuity
when he reaches 65 in the year 2004 - the year the ALB program
disappears. Recognizing that financial circumstances may require
a cash election in some years, and that some 1individuals may be
ineligible for a dividend in 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 vreceive 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 1is commensurate with account earnings, the evencual

return to both old and young will be quite similar.



Finally, this option actually costs 1less in front-loading
dollars than the straight [line approach -- even chough the
now-elderly receive larger amounts.

Two additional points regarding front-loading warrant note.
First, and as discussed earlier, under the committee bill those
who reach age 65 before 1986 do not participate 1in the annuity
program because they are guaranteed a full longevity bonus for
life. As a result, in 1985, there will be no front-loading for
any individual over the age of 64. In future years, the
incremental 1increase 1in 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 fund 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
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general fund obligations 1in later and perhaps leaner years. Once
again, however, only earnings are involved. It must be stressed
that nothing in the committee bill 1in any way 1impairs the
integrity of the permanent fund itself.

2. The 3Z Escalator.

Since the beginning of 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, 1in fact, roughly
kept pace with inflation. IT the ALB 1is retained,- the committee
believes that it 1is 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 5Z inflation rate, a
$250 ALB now will be worth only $104 in 15 years.

There are two ways of dealingwith the gradual -erosion of
the value of the ALB. The firstis to leave the problem to
future legislatures. The second 1is the approach taken in che
committee bill, which provides a modest 3Z 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 commictee
bill provides that the legislature may appropriate funds from the

annuity account to pay the administrative costs of the annuity



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

The bill states that administrative costs will be "equitably
allocated™ among annuity accounts; it is the committee"s intent
that an equitable allocation will take 1into account such factors
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 benefits in employment
annuity programs is that among married couples there is often
only one wage earner. Survivor benefits are thus available to
insurethat the dependent spouse 1is not left without 1income
Since the annuity program is available to both spouses, just zi
is the present longevity bonus program, the committee opted for
simplicity and did not include a choice of benefits. 11/

5. Setting the Amount of the Longevity Bonus Payment.

Section 8 of the Dbill provides that the longevity bonus payment

— for those who have not reached 65 before 1986 -- 1is determined
bydeducting from that payment the maximum possible annuity
10/ If the states chooses to place the funds with private

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

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



available to a person who turns 65 in the year 1in 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 the 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 eresult 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 1is no legal precedent which provides
definite answer.

Based on analogous federal tax authorities, tax counsel
believes that a crucial factor in determining whether or not an
Alaskan receiving an annuity credit will avoid current federal
income taxation isthe amount with which the legislature
"front-loads”™ the annuity credit 1in the year the credit is
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 subjectto tax until annuity
payments are actually made on retirement. However, if the
legislature provides little or no front-loading 1in a particular
year, there would be a substantial risk that those receivir
annuity credits would be taxable 1immediately on the amount o°
cash they could have elected in lieu of the credit.

Tax counsel also advised the committee that available
precedent does not provide firmguidance on the minimum
front-load necessary to support deferred tax treatment of annuity
credits. There is an example 1inthe [IRS regulations which
suggest that a front-load of 25Z or more of the annuity credit
would be sufficient; however, tax counsel believes that a lesser
amount may suffice. Because ofthis 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 in the committee®s
recommendation. This is because, at worst, Alaskans would be
required to pay taxes on the amount of the dividend just 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. AIll interest income <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 is made.
Funds must be appropriated annually by the legislature from che
annuity account to make annuity payments. Although <che clear
legislative intent.of che bill is to provide annuity payments to
chose who have.participated «in the program, the committee bill
neither binds future legislatures nor creates a dedicated fund.
Thus, the Ilegislature may legally appropriate annuity funds for

any public purpose. An individual®s right to an annuity payment
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prior co dispersal 1is an unfunded, unsecured promise of I
stace. Thus, a fucure annuitant 1is in no better legal positic
chan any unsecured creditor of the state.

As a result, the Dbill is silent with regard to o
garnishment of annuity credits. Prior to annuity payments, the:
is nothing to garnish or attach, nor anything that® can proper,
be regarded as "income™ or an "asset."

9. Protection of Alaska®"s Existing Elderly. As
previously, persons who reach the age of 65 before 1986 will n
be required to forego their permanent fund dividend in order
receive a $250 per month Longevity Bonus, inflated 37. annuall
The committee decided to integrate this aspect
"stair-stepping”™ because it concluded that many retired Ale
have come to rely wupon both the ALB and the permanent
dividend, and - since they are now retired - would be unable
make adequate arrangements to mitigate the 1impact of an abru
denial (or reduction) in either payment.

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

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

the ALB payment. Current retirees, on the other hand, a
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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 acash dividend, that "expectancy™ 1S 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. Under the House bill, the first reduction in payments would
occur in 1991. Because of the growth 1in the "maximum possible
annuity” bythat time, the 1initial difference 1in monthly ALB
payments between an exempt recipient,and a non-exempt recipient
who did not forego his dividend, would be $67.21 per month.
Conversely, under the committee bill, differential payments will
begin in 1986, and will initially be $11.92 per month. The
committee felt that if 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, it 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. If the bill
were to protect existing 60-year-olds, the committee projects

that the state would still be making general-fund ALB payments of
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$74.9 million in che year 2000, and general fund chbligac
would noc end wuncil Che year 2029. Moreover, extending cl
bill*s procection co 60-year-olds would ccsc an addicional $31
million over che life of che progranm. In drawing che necessai
dividing line becween chose who can continue to receive che ful
benefits of existing law, and those who cannot, eccnorai
feasibility plays an appropriate role. For the reason
above-stated, the committee believes that the line 1is best draw,
at age 65.

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

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

older Alaskans, substantially more than typical matching payment
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by employers. Additionally, under any employee plan, an employee
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, 1is
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.

IT participation rates are very high, by the year 271 state
0Old 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 1increased old age assistance obligations as the
residual longevity bonus phases out.

The only way to guard against future 1increases in O0AA

clientele 1is either to maintain the existing ALB program -- 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
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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 Ileast some Alaskans will accept. In other
words, even with modest levels of participation, the result would
be better than under "stair-stepping."”

11. Imnact Unon Eligibility For Old Age Assistance
Medicaid.

IT an elderly Alaskan earns $586 or less per month, he or
she 1is eligible to receive federal Supplemental Security Income
and/or state 0ld Age Assistance. There are currently some 2,450
elderly receiving this assistance, and the average benefit is
$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 s
$2,500 per year.

IT an elderly Alaskan earns less than $900 per month, he or
she 1is eligible for nursing home benefits under Medicaid. These
benefits are substantial - averaging $135 per day, or $50,000
per year TfTor each individual.

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

81982a(b)(2)(B). However, when the ALB program was changed 1in
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1984, Congress also amended che exclusion Co procecc only chose

who:

1. are 65 years of age on or before Sepcember 30, 1985;
and

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

This change 1in 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 fall outside the amended federal exclusion.
These individuals have not, however, suffered a net loss in cash
benefits, since ALB payments have merely vreplaced previous
OAA/SSI1 payments. While these individuals are the subject of
discrimination, since they cannot retain both their ALB and their
previous O0AA/SSI benefits (as can long-time Alaskans), that
discrimination 1is solely the product of federal, law. If the
state undertook to cure this discrimination by replacing lost
federal SSI1 benefits, $1.4 million would be required for FY 1986.

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

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

federal Medicaid benefits to these 314 individuals 1is only
$413,847 for FY 1986. The state could therefore compensate for

these lost federal benefits at relatively small cost.
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3. The most substantial 1impact 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 in 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 Ileave the
affected elderly in the same position as under current law. 13/

The committee proposal would, however, probably benefi
existing nursing home residents. Under the Dbill, person*®
residing 1in a nursing home are ineligible to receive the ALB.
This exclusion, the committee believes, 1is consistent with and
furthers the intent of the ALB program. Its effect is 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 1in this section -- assuming that federal
officials were willing to treat a $25,000 income limit as truely
differentiating the "needy"™ from the "non-needy."
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12. Coses of Various ALB Alternatives. The committee
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 into the next century. The

committee felt that it was particularly important to at least
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 investment in

return for. lower long term obligations. Others involve smaller
near-term expenditures - an attribute which is paid for in the
years to come. A fair 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 1in the ALB payment will be
made as the years go by. As the chart indicates, the cost of
continuing the current, expanded ALB program 1is prohibitive. The

second option, the "Annuity Program,” reflects the committee bill
without grandfathering Alaska®s existing elderly. Under this
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option, in order to receive the target amount, existing elLce.

would be required to forego their permanent fund dividends.

The third option -- the "Annuity Program w/1986
Stairstep” - reflects the ALB <costs of the committee bill
itself. The "Stairstep”™ approach refers to last session®s

legislation, which would begin stair-stepping in FY 1991.
Finally, projections on the means test proposal which assume
escalation have not been run.

Assuming that the legislature provides a 3Z per annum
increase in the ALB payment, the ALB <costs of the options
considered are as follows:

Chart 1

ALB COSTS THROUGH 2034
WITH 3Z ESCALATOR (in millions)

Nominal $ Constant $ Present
Value 14/

Current Law 13,087 2,501 1,393
Annuity Program 964 605 496
Annuity Program

w/1986 Stairstep 1,290 735 584
Stairstep 1,455 745 577
Means Test N/A N/A N/A
14/ The term "Nominal S" is self-explanatory. The tern
Constant $" refers to costs expressed in 19S6 dollars --
assuming 67. annual inflation. The term "Present Value" refers to

the amount of money which, if invested now, would endow the
various options through the duration of each.
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Conversely, if the legislature held the amount of che ALB
constant over the years instead of providing a regulator

escalator, the ALB costs of the option would be:

Chart 2

ALB COSTS THROUGH FY 2034
WITHOUT ESCALATION (in millions)

Nominal $ Constant S 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 to the general fund costs of (1) continuing the
current ALB for existing recipients, and (2) providing a
gradually vreduced ALB for new recipients, the committee bill
envisions that individual annuity accounts will be "front loaded"
with funds drawn from the earnings of the undistributed 1income
account of the Alaska permanent fund.

Estimating the costs of "front Iloading” 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 1increased 10Z for each year of age up to 65.
Second, the committee assumed that participation rates would be
very Jlow 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 existing recipients are reflected ir
Chart 3.

Finally, the effect of front loading is to more rapidly
reduce the "target"” ALB, and hence reduce general fund
obligations. Thus, the net costof 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 (32! Esc.)

Front-Load Payments 113 101 96
(ALB Savings) (126) (69) (31)
Net Cost (Savings) "(13) ~3T77” 65

Annuity Program (No Esc.)

Front-Load Payments 113 101 96
(ALB Savings) (91) (57) (46)
Net Cost (Savings) 22 44" 50

Annuity & 1986 Stairstep (37. Esc.)

Front-Load Payments 79 71 67
(ALB Savings) (82) (41) (31)
Net Cost (Savings) ©) 30 36

Annuity & 1986 Stairstep (No Esc.)

Front-Load Payments 79 71 56
(ALB Savings) (56) (30) (23)
Net Cost Savings 23 41 44

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

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

Finally, under stair-stepping, those who do not 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
0ld Age Assistance. As noted previously, a number of current ALB
recipients are apparently eligible for OAA ar.d Medicaid but have
not applied because of the bonus. There 1is 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 predictthe number of elderly who would
actually turn to state welfareassistance if and when the ALB
program were terminated. Currently, one out of every 2.65
income-eligible ALB recipients actually applies for O0AA. Under
the "moderate low" scenario of Chart 4, one half of those elderly
would apply for O0QAA. Under the"moderate high™ scenario,
two-thirds of the eligible elderly would apply for assistance
once che bonus program were terminated. Cumulative costs, 15/
in increased OAA and Medicaid benefits, through the year 2010

under these two scenarios are as follows:

15/ The erst estimates in Chart 4 should be viewed as
substantially -eqgivalent to constant 1986 dollar estimates.
Although they are technically nominal dollars, they assume no
increase in OAA or Medicaid benefits as the years go by. If 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 CAA/MEDICAID COSTS THROUGH 2010
(in millions)

Moderate Low Moderate High
81.3 150.2

It is possible that increased OAA costs would also result
from the committee bill. Although, wunder the bill, the ALB is
gradually phased out, rather than abruptly terminated, those new
elderly who have not participated 1in theannuity program nay
eventually find themselves in need ofwelfare 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 chan
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 -- che impact
of the bill upon old age assistance programs is likely to be less
severe than under the stairstepping approach.

Finally, the committee looked at the cost of various options

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

dollar costs.

16/ Thus under stairstepping,a personturning 65 1in 1991 would

receive no ALB whatsoever. On the other hand, under che
committee bill, a person turning 65 1in 1991, and who has not
participated in the annuity program, will still receive a

longevity bonus of $222.61 per month.
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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 %)

3Z Escalation
Annuity Program 69.9
Annuity Program

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

w/1986 Stairstep 128.4
Stairstep 291
Means Test 2,486.2

The Benefit Concept®s Proposal

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

and the return from that investment is estimated to be sufficient



to make the declining longevity bonus payments required under the
committee"s annuity approach. 17/

Benefit Concepts proposes that che state 1invest 1in 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 indicate that
this type of investment would be superior to other options which
they believe would be appropriate for such an 1investment plan,
such as guaranteed investment contracts (GIC"s), corporate bonds
or government securities.

The Benefit Concepts proposal was analyzed by che actuarial
firm of Johnson & Higgins at the committee®s request. That firm
concluded that (1) the costs of the program may be understated
when compared with data used by OMB (see footnote); (2) should
the state consider "endowing™ the ALB program, it should not

limit 1its choices to the low 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" 1is
implicit in the "present value™ calculations made by the Office
of Management and Budget for the longevity bonus alternatives
analyzed. Two points deserve attention. First, 1in 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 used by Benefits Concepts in making their cost
estimates differ in two important respects from the assumptions
used by OMB. Benefit Concepts used different population
projections, and assumed a different interest environment. Both
these differences wunderstate the cost of their proposal when
compared with programs using OMB -estimates. The committee,
therefore, cautions against direct cost comparisons.
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Benefit Concepts, but should also examine other investment:
options; and (3) the primary advantage of the SPL approach over
other low risk 1investments 1is the substantial tax advantage

available to some insurance companies in providing this type of

policy. Thete tax advantages are under scrutiny by the federal
Treasury Department, and could well be eliminated through
revisions to the Internal Revenue Code 1in the- near future. It

would be 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 is wunable to make a firm recommendation
regarding this proposal to the legislature but believes that the
concept .may warrant further consideration by the state"s

financial experts.

The Alaska Pioneersl 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 progranm. Under AS 47.25.030, an individual must have

resided in Alaska for 15 consecutive years, or 30 total years, 1in
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order to be eligible for admission co che homes. Plainly, that
requirement raises substantial constitutional questions.

To date, no one has filed suit over che Pioneers®™ Home
eligibility requirements. It is this committee®"s recommendation
that the legislature develop and consider alternatives to the
existing residency requirements during this session. The
pressure and tension created by the Vest litigation has made it
more difficult, over the past 2% years, to develop a sound
replacement for the ALB program. That experience need not, and
should not be repeated for the Pioneers®™ Homes.

One alternative for- replacing the current residency
requirements warrants note. The Ilegislature may wish to develop
a point system that would determine eligibility for Pioneers
Home admission based upon the hardship that would be suffered ii
the applicant were forced to seek housing out of state. Location
of home, Tfamily and friends would all be relevant to assessing
that hardship; yet hard and fast residency rules would be

avoided.

Conclusion
The undersigned members of the committee respectfully

recommend that the [legislature consider and enact the annuity
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(/<™usi (lea* 7

Senator Bill Ray// ulga T.”~Sceger
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JAN 12 1S85

IN THE 3Y

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 1T ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. FINDINGS AND PURPOSE. The legislature finds and declares
tnat

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

(2 it is appropriate that individuals save for their own retire—
ment, and it i3 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;

(3 many retired Alaskans have made their retirement plans in
reliance on the availability of both the existing longevity bonus and the
permanent fund dividend. Accordingly, the legislature finds that it 1is

appropriate to continue both 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
a3 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

(5) 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 ,vead:
(c) 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 1is eligible to receive a
dividend [PAYMENT] under this section.
* Sec. 3.AS 43.23.005 is amended by adding a newsubsection to read:
(©)) A person who 1is eligible to receive a permanent fund divi—
dend under this section, or who i3 authorized to claim a dividend on
behalf of another under (c) of this section, may elect to receive cash
in lieu of an annuity share. Alternatively, a person may elect to
receive not less them 25 percent of his dividend in cash and the
remainder as an annuity credit. A person exempt under AS 47.45.015(b)
will aZTjmatically *r;?«ive 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 che

eligibility of individuals for permanent fund dividends. The



commissioner may 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.

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

1 certify that

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

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

I understand that a 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 I will 1lose or mu3t repay ail permanent fund
dividends that have been credited or paid to me, including anv accrued
interest in mv annuity account, t understand that this penalty 1is in

addition to any criminal penalties imposed.

(signature of individual,
parent, guardian®, or other
authorized representative)
© Except as provided in id) 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 (b) of this
section.

@ The application and certification of residency of an
unemancipated individual under 18 years of age or of an incompetent
individual must be signed by the individual®s parent, legal guardian,
or other authorized representative.

(e Xf a public agency claims a cash [PERMANENT FUND] dividend
on behalf of an individual wunder (i) of this section, the public
agency shall hold the dividend in trust for the individual. Money
held in trust wunder 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 3tate or any officer or employee of the state base.
either on the manner in which the parent, guardian, or authorize,
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 is aggrieved by a decision of the
department determining the individual®s eligibility for a permanent
fund dividend or the individual'3 authority to claim a permanent fund
dividend on behalf of another, the individual may appeal that decision
to the superior court in accordance with AS 44.62.560. An appeal
under thi3 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 is limited to matters contained in the record of the

administrative proceeding.



(h) The penalty and enforcement provisions of AS 43.23.035 apply
to an individual who claims a permanent fund dividend on behalf of
another.

(i) The permanent fund dividend application form shall be ore-
pared to allow an applicant, other than a person exempt under AS
47.45.015 (b), to elect to receive cash in lieu of a permanent fund
dividend.

Sec. 5. AS 43.23.035 i3 amended to read:

Sec. 43.23.035. PENALTIES AND ENFORCEMENT. @ In addition to
any criminal penalties imposed by state law, 1if an individual is
convicted of a crime 1iIn connection with a false statement made in a
certification required under AS 43.23.015, and the conviction is not
reversed, that individual forfeits all permanent fund dividends
credited or paid, together with any additional credits to his annuity
account and is not eligible for a future permanent fund dividend.

() If the commissioner determines that a cash (PERMANENT FUND)
dividend should not have been claimed by or paid to an individual, the
commissioner may use all collection procedures or remedies available
for collection of taxes under thi3 title to recover the payment of a
permanent fund dividend that was improperly made. A notice of an
improperly paid dividend must be sent to the individual within 10
years after the improper payment. If notice is not sent within the
10-year period, proceedings may not be commenced in court for recovery
of the improper payment.

© If the commissioner determines that a permanent fund
dividend should not have been credited to an individual®s annuitv
account, the commissioner mav after notice and ODoortunitv for
hearing, direct the commissioner of administration to debit the

individual s annuity account for the amount wronclv credited. IT the



credit 1is the fault of the individual, the debit must be made within
10 vears. If the credit is the fault of the state, the debit must be
made within three years.
Sec. 6. AS 43.23.055 is amended to read:

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

(1) annually (PAY PERMANENT FUND DIVIDENDS FROM THE DIVIDEND
FUND] make payments to exemot individuals under AS 47.45.015fb) and
those who elect cash under AS 43.23.005(d);

(2) adopt regulations under the Administrative Procedure Act
(AS 44.62) that establish procedures and time Ilimits for claiming a
permanent fund dividend or for making election under AS 43.23.005(d);
the department shall set the time limit for applications for permanent
fund dividends so that the number of eligible applicants is determined
by October 1 of the Fear for which the dividend 1is declared and
permanent fund dividends for a year are paid before April 30 of the
year following the year;

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

(4) assist residents of the state, particularly in rural
areas, who because of Jlanguage, disability, or 1inaccessibility to
public transportation need assistance to establish eligibility and to
apply for permanent fund dividends; and

5) provide the commissioner of administration with
information necessary to maintain individual annuity account records

and administer the annuity orccram.



* Sec. 7. AS 43.23.065 1is amended to read:

Sec. 43.23.065. EXEMPTION OF PERMANENT FUND DIVIDENDS. (@
Fifty percent of a cash payment received under AS 43.23.005(d) [THE
ANNUAL PERMANENT FUND DIVIDEND PAYABLE TO AN INDIVIDUAL) is exempt
from levy, execution, garnishment, attachment, or any other remedy for
the ~collectio/i of debt. This exemption applies to an eligible
individual®s permanent fund divident.” both before and after payment is
made to the individual. An exemption i3 not available wunder this
section for ca3h payments [PERMANENT FUND DIVIDENDS) taken to satisfy
(D) child support obligations required by court order or decision of
the child support enforcement agency under AS 47.23.140 - 47.23.220;
(2 a debt owed by an eligible individual to an agency of the state,
unless the debt is contested and an appeal 1is pending, or the time
lim.it for filing an appeal has not expired, or (3) court ordered
restitution under AS 12.55.045 - 12.55.051 or AS 12.55.100. A child
support obligation under (1) of this section has priority over a debt
owed to an agency of the state, and a permanent fund dividend may not
be taken to satisfy a debt under (2) of this section until any portion
of the dividend necessary to satisfy a child support obligation has
been taken.

() When an individual owes a oast due debt described in (@) (1) of
this section, the department shall require that the individual take
his or her oermanent fund dividend in cash.

(©) The courts of this state mav, as a condition of anv civil iudoment
or restitution order under AS 12.55.045 - 12.55.051 or AS 12.55.100,
require the defendant to take his or her oermanent fund dividend in
cash.

r. 8. AS 43.23.075 1is amended to read:



Sec. 43.23.075. ELIGIBILITY FOR PUBLIC ASSISTANCE. (©) In
determining the eligibility of an individual under a public assistance
program administered by the Department of Health and Social Services
in which eligibility for assistance 1is based on financial need, the
Department of Health and Social Services may not consider a permanent
fund dividend as income or resources received by the recipient of
public assistance or. by a member of the recipient®s household unless
required to do so by federal law or regulation. The Department of
Health and Social Services shall notify all recipients of public
assistance of the effects of (RECEIVING1 a permanent fund dividend
credit or cash payment.

() An individual who 1is denied medical assistance under 42
U.S.C. 1396 - 1396p (Social Security Act, Title XIX) solely because
of the <credit or receipt of a permanent fund dividend by the
individual or by a member of the individual'3 household is eligible
for state-funded medical assistance under the general relief
assistance program (AS 47.25.120 - 47.25.300). The individual is
entitled to receive, for a period not to exceed four months, the same
level of madical assistance as the individual would have received
under 42 U.S.C. 1396 - 1396p (Social Security Act, Title XIX) had
there been no permanent fund dividend program.

©) An individual who is denied assistance solely because
permanent fund dividends credited to or received by the individual or
by a member of the individual®s household are counted as income or
resources under federal law or regulation 1is eligible for cash
assistance under the general relief assistance program
(AS 47.25.120 - 47.25.300). Notwithstanding the limit in
AS 47.25.130, the individual 1is entitled to receive, for a period not

to exceed four months, the same amount as the individual would have



received under other public assistance programs had there been no
permanent fund dividend program.
Sec. 9. AS 37 is amended by adding a new chapter to reads

CHAPTER 16: ANNUITY PROGRAM

Sec. 37.16.010. ANNUITY  INVESTMENT FUND. @ The annuity
investment fund 1is established as a separate fund in the state
treasury. Notwithstanding the provisions of AS 37.13.145, an amount
equal to the permanent fund dividends taken as annuity credits under
AS 43.23 shall be annually transferred from the dividend fund to the
annuity investment fund.

() The legislature may appropriate either general funds,
earnings upon the undistributed income account in the Alaska permanent
fund, to the annuity investment fund. Any funds appropriated under
this subsection shall be allocated to the individual annuity accounts
of those who are eligible to receive a dividend for chat year and do
not elect cash under AS 43.23.005(d). The allocation shall be made in
the following manner:

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

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

(3) The credit for persons over the age of 35 is the base
amount, 1increased for each year of age over 35 up to and including the
age of 65. The incremental increase for each year of age is a
percentage over the credit for the prior year of age. That percentage
shall be established with due regard for historical and projected

permanent fund returns on investment;



() If a person elects to receive a portion of his div
in cash under AS 43.23.005(d), the allocation to which he 1is otherwise
entitled will be proportionately reduced.

©) Money in the annuity investment fund shall be invested by
the commissioner of revenue in investments authorized under
AS 39.35.110. The commissioner of administration shall credit
individual annuity accounts with earnings at a rate equal to the rate
of interest earned by the annuity investment fund.

() The legislature may annually appropriate to the Department
of Administration an amount sufficient to pay monthly annuity payments
for the subsequent fiscal year under AS 37.16.030 from the annuity
investment fund. Funds appropriated under this subsection shall b
transferred from the annuity investment fund to the Department o_
Administration in order to meet the current demands of the annuity
program.

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

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

Sec. 37.16.020. ANNUITT PROGRAM. (@ The annuity program is
administered by the commissioner of administration. The commissioner
of administration shall adopt regulations necessary to implement the
annuity program.

(b) The commissioner of administration shall maintain records of
individual annuity accounts and make annuity payments wunder AS

37. 16.030.

-10



Sec. 37.16.030. PAYMENT OF ANNUITIES. (@ An individual with
one or more annuity credits may receive an annuity upon reaching the
age of 65.

(b) An annuity under this section is a monthly payment during
the life of the annuitant. The amount of the monthly payment shall be
based upon the principal and accrued interest in the person®s annuity
account and shall be paid in the form of a straight life annuity. The
size of the annuity may net vary on account of sex.

(¢) An individual need not be a resident of the state to be
eligible to receive an annuity payment from his or her account.

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

(e) If a parson dies prior to age 65, his account shall be
equitably distributed among the annuity accounts of all individuals of
the same age.

() An individual does not receive a vested property right in an
annuity payment until that payment 1is made. Notwithstanding the
provisions of this section, the state 1is not obligated to provide
annuity payments for annuity credits granted under AS 43.23.005.

Sac. 10. AS 43.23.095(6) is repealed and re-enacted to read:

(6) "permanent fund dividend¥ means a credit to an annuity
account under AS 37.16, unless the individual 1is either exempt under
AS 47.45.015*b) or elects cash under AS 47.23.005(d);

Sec. 11. AS 47.45.010(a) 1is amended to read:
(@ A person who 1is 65 years of age or over, who resides 1in

state for at least one year immediately preceding application for a

the



longevity bonus under this chapter may apply to the commissioner of
administration for qualification to receive a monthly bonus [OF $250J.
Sec. 12. AS 47.45 is amended by adding a newsectionto read:

Sec. 47.45.015. AMOUNT OF BONUS. @ Subject to (b) of this
section, the monthly longevity bonus 1is equal to $250, increased by
three percent each year beginning in fiscal year 1987, mnus the
maximum possible annuity for a person 65 years of age under the
annuity program (AS 43.23.110 - 43.23.120), as determined by the
commissioner of administration.

(b) A person who is 65 years of age or over prior to January 1,
1986 1is exempt from the annuity program reduction established in (@)
of this section.

Sec. 13. AS 47.45.070 13 amended to read:

Sec.47.45.070. UNQUALIFIED PERSONS. An unqualified person i,
one who

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

(2) meets the age and residence requirements of thi3 chapter but
either i3 confined in a state or federal mental health institution or
facility and "s certified by the state as unable to manage personal
affairs, or resides in a nursing home as that term is defined 1in AS
08.70.180 (5); however, if that person, at the time of commitment or
commencement of residence, provided the principal support of a spouse,
the commissioner of administration may determine to pay the confined
person®s bonus to the person®s spouse until the spouse 1is qualified
for a bonus;

(©)) is otherwise qualified but confined in a penal or
correctional institution or facility; upon completion of sentence or

upon the conferral of apardon, parole or probation,the person may

ILII



make application? confinement outside che state shall be considered as
residence in the state if a person was convicted and sentenced from a
court in Alaska; revocation of parole or probation shall be cause for
immediate disqualification until release from confinement is acain
effected;
(4) voluntarily leaves the state and remains absent from the
state for a continuous period of more than 180 days.
* Sec. 14. Section 11, ch. 38, SLA 1984 is amended to read:
Sec. 1.1. Sections 7 and 9 of this [THIS] Act [AND AS 47.4S] are
repealed June 30, 1985.
* Sec. 15. AS 43.23.045(c) 1is repealed.
¢Sec. 16. Thi3 Act applies only to permanent fund dividends for years
beginning after December 31, 1985.

* Sec. 17. This Act takes effect January 1, 1986.
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l. INTRODUCTION

On June L4, 1982, che Unicad Scaces Supreme Courc ruled
chac che cumuLacive residency requirements of AlLaska®s pecnanenc
fund dividend discribucion program violaced che Equal Proceccion
Clause of che Uniced Scacas Ccnscicution. ™ Shore!/Z cheraafcar,
AlLaska"s Longevicy 3onus ("AL3") Program was challenged on equal
procaccion grounds. 2 On Augusc 9, 1932, <che Deparcmenc of Law,
wich che approval of che AlLaska LagisLacive Council, encered inco
a scipulacion in <che Vesc case which stayed all proceedings
pending adjournmenc of <chis legislative session, in order co
afcord che legislacure an * oppdrtunicy to rad'd'ress che
conscicutional problems with che existing program.

The purpose of chis report 1is to analyze some 10 opcions
available to che legislature in amending <che Alaska Longevicy
Bonus Program. This report 1is a first step in a process which
must be compleced by che end of chis session. As subparcs (C) and
(D) of chis section discuss, che Likely consequence of failLing co
enact remedial legislation chis session is chac che AL3 progranm
will be judicially terminated.

A. Description Of The Longevity Bonus Program

Predecessors of che exiscing AL3 program can be traced to
1915. In chac year, che Terricorial Legislature authorized a

monthly allowance of $12.50 for needy elderly Alaskans of 10 years

1-Zobe! v. VilLiams, 72 L. Ed. 2nd 672 (1982)

-"/esc v. Shafer, 1 JU-32-LL03 Civ. (Isc Jud. Disc., L982)



residency who <chose noc co encer <che newly-created Pioneers
Hor.es .~ The ~currenc program was enacced in L972~ as a rasul
of lasislLacion introduced by Senators 3ucroviah and 3,ay.3 Quit

unlike the "need-based"” focus of 1its predecessors, the 197

legislation was to:

provide all Jlaw-abiding AlLaskans capable of
managing their own affairs who have maintained a
domicile in che scace for ac least 23 years and
have reached a retirement age of 55, an incentive
to concinue wunincerrupcad resiaency 1in che state.
Under no circumstances shall chis chapcer be
considered a form, cype, or manner, of* public
relief. The bonuses made wunder chis chapcer are
noc predicated on need even though they may appear
co provide supplemental income to some qualified
persons who would otherwise be Tforced <co become
responsibilities of che scace. The Legislature
further finds and scares chac chis legislation
recognizes che economic hardships suffered by many
elderly Alaskans, ALaskans who Chrough Cheir
cenacicy and perseverance molded Alaska as we know
ic chrough skilLful application of cheir Calencs.
These pioneers are che same Alaskans who, 1in Che
prime of cheir life, were in effect creaced as
second class citizens by Che federal government
and who paid much of cheir hard earned income co a
government in which they did noc have che righc co
pareicipace chrough che power of Che oalloc. The
Legislature also is aware of che face chac many of
Chese pioneers have been forced co Live ouc cheir
reciremenc years 1in areas far away from che land

Chev loved and nurtured and thereby also
suffering, in many cases,. ,che 1loss of Tfamilial
relationship wich cheir own kin, an experience

chac is sad and frustrating co chem as welLl as
depriving new generacions of Alaskans Che benefic
of cheir wisdom and experience. This legislLacion
hopefully will prov iae our pioneers wich che
economic means co remain in and concinue Co serve
cheir scace and co enjoy the opporcunicy of aiding

-Chapter b”~, 3"LA 1915.

AChapcer 205, SLA 1972; AS 17.L5.010 ec. sea.

NS3 211, 7ch Leg., 2nd Sess.



years,

che new Alaskan in making che scace cruly "The
Gcaac Land.™ 51, Ch. 205, SLA 1972.

The* AL3 program, Chen, has several purposes:

1. providing an incencive cor a parcicularclass of
senior cicizens co remain 1in che scace;

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

3.rewarding che pasc concribucions of Alaska’'s
elderly;

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

5. recaining che wisdom and experience of Alaska’'s
pioneers.

Originally, Che bonus was$1Q0 pec monch. Over che

che amounc has graduallyincreased co 1ics currane $250

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

more

reeurns.

1. is 65 years of age or older;

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

3. has been concinuousLy domiciled 1in Che scace for 25
years.7

Addicionally, 1if a person 1is absenc from che scace for

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

AS 47.45.030. If che,person is absenc for a

concinuous period in excess of 180 days, he 1is ineligible for a

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

A"Chapcer 13, SLA 1981

TAS 47.45.010



11
elf

Exceptions are r.303 if che absence "is beyond che ccncrol a: che

o N

raC ’Dl]JH=°1. »& e
The Longevity bonus is caxable under che Incarr.al

Revenue “Code. However, ic 1is alinosc universally excluded in

calculacir.g income eligibility for scace and federal ass iseanee

3
programs .

3. The Individuals Covered 3v The Alaska uoncevicv

3cnus ?rcaran.

There are currencLy some 9,425 AlLaskans receiving some
323.4 million in Longevicy bonus pavmencs. Sketching an
accurace porcraic of che scace"s AL3 recipier.es 1is difficult,
because che AL3 applicacion form requires LiccLe personal

infornacion. In 1975, che AlLaska Deparccienc of Healch and

a
Social Services conducced a random survey of AL3 recipiencs,

and, in conjunccion wich che Vesc

AUnder 42U.S.C. 51332(a) (b) (2) (3) , which governs
eligibilicy for federal Supplemencal Security Income, and
reference also ccncrols ocher federal programs such as Medicaid
and energy assistance, che following is excluded from che
definition of income:

"monthly (or ocher periodic) payments received by
any individual under a program established prior
Co July 1, 1973, if such payments ace made by che
Scace of which che individual receiving such

payments 1is a resident, and if eligibilicy of any
individual for such paymencs 1is noc based on need
and is based solLely on attainment of age 63 and

duration of residence is such scace by such
ind ividual."”

-"Alaska Longevicy Sonus Impact Survey," Alaska
Deparcmenc of Healch and Social Services (1976)
(hereinafter "AL3 Survey)



secclemenc, che Department of Law conducted a non-candom survey
of some L,396 participants .

From chose surveys, ic isapparent chac a Large
percencage of AL3 recipiencs are Alaska Natives |living 1in rural
areas or che scace.lc Moreovec, and in Jlarge pare because of
che 1ineligibilicy of many rural residents for social security,
che longevicy bonus is often che primary source of income for
rural residents. For example, 41% of che elderly in Souchwesr.
Alaska, and 657. in Northwest Alaska, rely on che longevicy bonus
as cheir primary source of income.”

Available evidence suggests chac a large percencage of

AL3 recipiencs have incomes only marginalLy above Che current

stacewelLfare assistance levelof  $546 " per mooch. The
Department of Law"s 1982 survey -- which was skewed coward che
more needy recipiencs of che AL3 — found chac81.47. of che

1,395 recipiencs sampled hadmonthly incomes of $750 or |less.

The 1976 AL3 survey found chac half of Che ALB recipiencs had a

monthly 1income, "including chac of cheir soousr,"” of under $500

per monch. 12 Anocher

LO[n 1976, 41% of che ALB recipiencs 1lived in rural areas
Che scace and 24.17. were Alaska Natives. ALB Survey ac 14-15.

AMADN Assessmenc of che Scacus and Needs of Alaska"s
Elderly,” Depaccmenc of Sociology, Collage of Arcs & Sciences,

Uni*-8rsicy of Alaska (1981) (hereinafter "Assessmenc.")

12.\L3 Survey, o00. cic. n. 9 ac 18-19.



AA™, had ir.ccr.ss of Less chan S1, 000 pec r.onch. A L931
Lhiversicy of Alaska survey indicated chac roughly half of
Alaska®s elderly had monchly 1incomes of less chan 5300.00.!'t’
The 1976 AL3 survey suggests chac, in Lighc of che nigr.
percencage of bonus recip-iencs in che 65-70 age group, che bonus
has had a nacecial effecc 1in allowing aide- citizens co remain

14 . .
irr che scace arcer reccremenc. . The reporc also indicates

chac che AL3 pcogram has allowed a significanc percencage of che
elderly Co camain off various public assiscar.ce programs --
including food scamps and scace 0ld Age Assiscance.

One significanc characceriscic of Alaska®s elderly in
general warrancs noce -- one chac will become auice significanc
in our analysis of alcernacives. OnLy 107. of Alaska"s elderly
have resided in che scace for 10 years or Less.16

C. The effects of Zobel And Vesc On The AL3 Program.

In reviewing che 1972 Legislacion creacing Che
Longevicy 3onus Program, Che Depaccmanc of Law concluded chac
" che clLassificacion pradicaced upon being domiciled in Che
cerricory on or before January 3, L959, bears LiccLe, if any,

racionalL relacionship Co .any Legicimace JlegisLacive purpose

which chis bill 1is conceivably designed co serve and chus 1is 1in

"Assessmenc, of. cic. n. LL ac 31.

I"AL3 Survey, o0o0. cic. n. 9 ac L2.

ac 10, 13.



aLL probability unconscicucianal."?

Nonetheless. che AL3 progranm remained unchallenged
uncil 1932, following che U.S. Supreme Court®"s decision in Zobel
v. Williams (hereafcec "Zobel 111"™) .~

The law in 1issue- in Zobel 1lit (AS 43.23.010 ec. sea.)
provided cor <che distribution of a permanenc fund dividend of
350.00 for each year of accumulaced Alaska residency. The Court
ruled, 3-1, <chac <che <cumulacive residency requirement of che
program was noc racionally related co che goals of the stacuce
-- a ruling which 1is discussed 1in more decail 1in section 11(A),
DOS£.

The permanenc dividend fund discribucion program, in
part, was intended co reward Alaskans for prior concribucions to
che scace, a goal which: L) chree justices believed was
constitucionally impermissible; 19 and (2) five juscices
believed was a permissible goal, but was noc racionally

furthered by a scheme

“Memorandum, Havelock <co Egan, Re: FCCS HCS CSSS 211 ac 17
(June 29, 1972).

Aln Williams v. Zooel, 519 P 2d 422 (Alaska 1980) ("Zobel
Iy, che Alaska Supreme Courc 1invalidated che state®"s graduated

personal 1income tax repeal. In Williams v. Zobel. 619 P.2d 448
(Alaska 1930) ("Zobel I1"). che court upneld the cumulacive
residency requirement 0: Alaska“®s permanenc fund dividend
discribucion plan — a ruling reversed by <che 0.3. Supreme Courc

in Zobel 111.

NQoinion of che Courc, 72 L. Ed. 2nd at 679.



whicn aZ33rded divider.es solely on che oasis or residency.,’kp

Beycr.d che ruling of che case, che various opinions --
pareicularLy <chose of che concurring jJjuscicas -- are vrich in
forbocing language suggescir.g chac any duracional residency
requiramane nay receive ""incensified scrucinyI by che Courc, and
will be juscified only 1in "rare””’circuns cances .

As is nore fully discussed in Parc 11(A), oosr, che
i.npacc of che Zobe l decision upon che AL3 program was apparenc.
Two najor goals of <che exiscing AL3 program are co reward
eLcerly AlLaskans for cheir p-cior <-eoncribueions, and co
comper.sace for pasc hardships and suffering -- ends which are
implemented by a duracional residency requiremenc more severe
chan chac ac issue in Zooal. A challenge cc che AL3 program was
noc long iIn coming. On JuLy 6, 1932, one Rodney G. Vesc
chaLlengec che AL3 program 1in Superior Courc in Juneau.22 Mr.
7esc is an elderly Alaskan whose residency in che scace
commenced chree nonchs afcer scacehood. His complainc soughc
declaracory and injunccive relief scriking che duraciora! and
scacenood residency requiremencs of che ace.

The Scace X response was colored by 8§82 of che

LegisLacion, which provided, incer alia, chac:

"=="3x 3rennan conc., 72 L. Ed.2nd ac 534: O0"Connor conc.,
L. Ed. 2nd ac 535.

21-Ecenr.an conc., 72 L. Ed. 2nd ac 531, 584.

2-3ee n. 2, ance.
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"if any provision of chis acc, or che applieacion
of a provision of mis acc co any person or
circunscance is held invalid, chis encire acc
shall be considered invalid."”

As che Deparcr.enc of Law explained in reviewing che

1972 law:

"lIc 1is clear chac che incenc of che Legislacura
expressed in Seccion 2 of che bill is co forescall
che possibilLicy chac a parcial declaracion of
unconscicucionalicy would resulc 1in broadening che
coverage of che bill co included add ic ional
cLauses. This would be che case, for example, if
eicher che 25 year waicing period requiremenc or
che January 3, 1959 cucoff dace were declared

invalid, and che bill ,was expressly or implied!;/
severable."23

Thus, 1invalLidacion of che Longevicy 3onus Program would
resulc noc 1in expanding che number of AL3 recipiencs, buc racher
in che abrupc cerminacion of che encire program.

Facing <chac grim probabilLicy, che Scace, wich che
approval of che Alaska Legislacive Council, encered inco an
agreemenc wich Vesc, a copy of which 1is accached as Appendix A.

The essence of che agreemenc 1is as follows:

L. Proceedings in che Vesc <case ace scayed
chrough che conclusion of chis legislative
session. Because Chac case has been subsequencly

ceccified as a class accion,2”™ exiscing ALB
recipiencs are noc in jeopardy ac Jlease chrough
adjournmenc of chis session;

2. The Alaska Lagislacive Council promised co use
ics "besc effoccs™ <co secure che enacemenc of
legislacion which creaced equally "all persons 55
years or older as of July 1, 1932, who have been
bona fide AlLaska <cesidencs Tfor ac Jlease one year
p:1o: co chac dace";

queifxgnz Class and Direccing Mocice <“co Class

-10-



3. tf LegislLacion of chis sore wees enacrad cnis
sass :or., the sulc woulij oa cesmissad?* arc

N Pvecczniring chac eha Council could r.oc bir.d

eha LegisLacura. 1if Legislation 1is r.oc enacrec,

Mr. Vase nay pursua his casa, wich che peccable

rasulr chac cha pro-gramwill be terminaceo.

Thera ara chrae aspects of che sactlaner.r which warrant
noca. First. ooviouslLy, ara cha severe <cime conscraincs -under

which cha LagislLacure is operating. Second, chera Is cha

seccLamar.c *s incaneionally broao Liemus cesc of accapcabla

legislation. ALL che LegisLacura naad do 1is craac all eldarlLy,
one-year Alaskan rasidancs "equally." Tha scandard could be mac
by any number of opcions, including repeal of cha progranm.

Third, chera is che inescapable financial impacc of che
seceLamer.c icsalf.In order co craac al.L elderly ALaskans who
were one-year res idancs as of July |[I. 1932 equalLly, 1ic will be
necessary co fund recroaccive Longa"/icy bonus payments under che
exiscing program coche some 3,300 elderly Alaskans who would
have qualified. The necessary recroaccive aporopriacion is
approximacely SLL.4 million.

Of ~course, che Legislature icseLf is noc “"bound" co
pass any parciculLar kindof Legislation, or any Leg"islacion or
appropriacion ac all. Whilea "besc efforts™ clause is
enforceable, <chac oolLigacion runs onLy co che Alaska Legislative
Council, which has already demonscraced boch gocd faith and

diligence 1in accempcing co meec che obligacions of che order and

seer Lamer.c.



