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G e ner al I n f o r m a t i o n  on H a r d s h i p  Withdr a w a l s  

from The D e f e r r e d  C o m p e n s a t i o n  P lan (DCP) 

S tate of A l a s k a

B e f o r e  c o m p l e t i n g  the e n c l o s e d  forms, p l e a s e  re ad S e c t i o n  C.2. of 
A r t i c l e  V., page 13 of the St ate of A l a s k a  DCP I n f o r m a t i o n  B o o k l e t  
(copy enclosed). It d e f i n e s  w h a t  an u n f o r e s e e a b l e  e m e r g e n c y  is in 
g e n e r a l  terms. It also s p e c i f i e s  t h a t  p a y m e n t  m a y  N O T  be m a d e  to 
t h e  e x t e n t  that such h a r d s h i p  is or m a y  be r e l i e v e d  by:

1. R e i m b u r s e m e n t  or c o m p e n s a t i o n  b y  i n s u rance o r  ot herw i s e ;  or,
2. L i q u i d a t i o n  of t h e  p a r t i c i p a n t ' s  assets, to the e x t e n t  t h e  

l i q u i d a t i o n  of s u c h  assets w o u l d  not itself c a u s e  s e v e r e  
financial hardship; or,

3. C e s s a t i o n  of d e f e r r a l s  u n d e r  the Plan.

If y o u  feel y o u  q u a l i f y  for a w i t h d r a w a l  u n d e r  the a bo ve c o n d i t i o n s ,  
p l e a s e  c o m p l e t e  the e n c l o s e d  H a r d s h i p  W i t h d r a w a l  A p p l i c a t i o n  a n d  t h e  
F i n a n c i a l  Data Report. Y o u  s h o u l d  d e s c r i b e  y o u r  h a r d s h i p  in d e t a i l  
o n  t h e  a p p l i c a t i o n  form i n c l u d i n g  a n y  e f f o r t  you have a l r e a d y  m a d e  
to s o l v e  the problem. A n y  p e r t i n e n t  d o c u m e n t a t i o n  (invoices, 
b i l l i n g s ,  statements, etc.) s h o u l d  a c c o m p a n y  y o u r  c o m p l e t e d  a p p l i c a­
ti o n  and financi al report.

R e v i s e d  4/89



Deloitte & 
Touche

&
4300 Norwest Center- Facsimile (512) 339-6202
90 Soutn Seventh Street 
Minneapolis, Minnesota 55402-4150 
Teiepnone (612) 344-0200

Julv 26 1990

Mr.  M ich ae l  B. Cough lin  
D e p u t y  D i r e c to r
Division of Retirem ent &. B.enefits 
State of Alaska
D epartm ent of Administration 
6th Floor, State Office Building 
P.O. Box CR 
Juneau, Alaska 99811

t
Subject: H ardship W ithdrawals, Deferred Compensation Plan 

D ear Mike:

We were finally able to follow-up with the IRS regarding the treatm ent 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 
enforcem ent of Section 457 D eferred 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). H e 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 lightning).

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

Patrick L. Pechacek 

PLP/rcj
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ARTICLE V. PAYMENT OF BENEFITS

C. H ard sh ip  W HhdrawcIs to r  an  U n fo re se e a b le  Em ergency
1. G enera l

In (he event of an un foreseeab le 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 a ll 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 Parag raph F o f Article III. 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 o r the date of approva l by the Administrator, if later.

2 . U n fo reseeab le  Emergency Defined
The term "un fo reseeab le  em ergency" is defined to be severe financial hardship to the 
Participant resulting from a sudden and unexpected illness o r accident of the Participant 
o r o f a dependent o f the Participant, loss of the Participant's property due to a casua lty 
o r other sim ila r extraordinary and un fo reseeab le  circum stances arising as a  resu lt o f 
events beyond the control of the Participant. The circumstances that will constitute an 
un fo reseeab le  em ergency will depend upon the facts o f each case , but, in any case , 
payment may not be m ade to the extent that such hardship is o r may be relieved
(a ) through reimbursem .; i t  o r com pensation by insurance or otherwise,
(b) by liquidation of the Participant's assets, to the extent the liquidation o f such assets 

would not itself cause severe financial hardship, or
(c) by cessation of de fe rra ls under the P lan
Examples not considered to be unforeseeab le em ergencies include the need to send a 
Partic ipant’s child to co llege o r the desire to pu rchase a home.

3. Demonstration of N'-ed
A Participant requesting a hardship withdrawal by reason of an unforeseeable em ergen­
cy must clearly demonstrate that the circumstances being experienced were not under 
the Participant's control and constitute a real em ergency which is likely to cause the Par­
ticipant great financial hardship. The Administrator may require such medical, financial 
o r other evidence deem ed appropriate to make a determination concerning the Partici­
pant’s withdrawal request.

4. Limit

The withdrawal sha ll be limited to an amount sufficient only to meet the emergency and 
sha ll in no event exceed the value o f the Participant's Deferred Compensation account. 
Any money remaining in the account shall be distributed in accordance with the provi­
sions o f this P lan

5. Method of Distribution
The method o f oistribution of any allowed withdrawal sha ll be determ ined by the 
Administrator.
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the Sta le 's doing so is condit ioned only 
. upon the State's incurring a -teed fo r the 
services, o r  the a va i lab i l i ty  o f  funds or 
both.

(ii) SpecieI rule. Notw ithstanding 
subdiv is ion (i). if. with respect to 
amounts payab le  to a participant who is 
nn independent contractor, a plan 
provides tnat—

(A) N o  umount sha l l be paid to the 
participant before u da le  at lea. 12 
months a fte r tna day on which the 
contract expires under which services 
arc pe r fo rmed for the State (cr. in the 
case o f  more than one contract, a l l such 
contracts expire], and

(II) No amount payab le  lo  the 
partic ipant on that date sha l l  be paid to 
the participant if, a fte r the expiration o f 
the contract (o r  contracts) and before 
that date, (he partic ipant perfo rms 
services fo r  the S la te  as an independent 
contracto r o r nn employee ,
Ihc plan is considered to sat is fy  the 
requirement described in subparagraph 
(1) that no amounts payab le  under the 
p lan w i l l  be paid o r made ava i la b le  to 
the parti ipant be fore the participant 
separates from service with the State.

(1) Unforeseeable emergency. For 
purposes o f  this paragraph (h). an 
un foreseeab le  emergency is. and if the 
p lan p rov ides fo r  payment in the case o f  
an un fo reseeab le  emergency must be 
defined in the plan as, severe financia l 
hardship to the partic ipant resulting 
from a sudden and unexpected il lness o r 
accident o f  the participant o r  o f  a 
dependent (as defined in section 152(a)) 
o f  the participant, loss o f  the 
participant's p roperty due to casua l ly , o r 
other s im i la r  e x t rao rd ina ry  and 
unforeseeable; circumstance;; arising as 
a resu lt o f  events beyond the contro l o f  
the participant. The circumstances that 
wil l constitute an un foreseeab le  
emergency wil l depend upon the facts o f  
each ease, but, in any case, payment 
may not be made lo the extent that such 
hardship is o r  may be re l ieved—

(i) Through reimbursement or 
compensation by insurance o r 
otherwise.

(ii) By liquidation o f  the participant's 
assets, lo  the extent the l iqu idat ion o f  
such assets wou ld  not itse l f  cause 
severe financ ia l hardship , o r

(i ii) By cessation o f  de fe r ra ls  under 
the plan.
Examples o f  what arc not considered to 
be un foreseeab le  emergencies include 
the need to send a participant's child to 
college o r  the desire lo  purchase a home.

(5) Emergency withdrawals. 
W ithd raw a ls  o f  amounts because o f  an 
un foreseeab le  emergency must on ly  bo 
permitted to the extent reasonab ly  
needed to satisfy the emergency need.

(i) Distributions o f deferra ls— (1) 
Commencement o f distributions. A plan 
is not an eligible plan unless under the 
p lan the payment o f  amounts deferred 
wil l commence not la ter than the la ter 
of—

(1) 00 days a fte r the close o f  the plan 
yea r in which the participant o r fo rmer 
,'ufi icipani attains (o r wou ld huvc 
atta ined) norma l retirement age (within 
the meaning o f  5 1.•157-2(0(4 )) . o r

(ii) 60 dnyn a fte r the c lose o f  the plan 
yea r in which the participant separates 
from service (within the meaning o f 
§5 1.457—2(h) (2 ) and (3 )) with the State. 
A plan is not other than an eligible plan 
mcrciy because, prior to Octobe r 27.
1062. the distribution o f  omounts 
deferred under the plan may commence 
no la ter titan the close o f  the 
participant’s taxable y e a r  in which the 
participant attains age 70.’>i.

(2) Limitations on distributions. 
Distributions must be made primari ly  fo r 
the benefit o f  participants (o r  fo rmer 
participants). Thus, the schedule- 
selected by the participant fo r  payments 
i f  benefits under the plan must be such 
that benefits payab le  to a benefic iary 
arc no l more than incidental.  For 
.'xainpln. if p rovis ion is made for 
payment o f a portion o f  the amounts 
de fe rred to a benefic iary , the amounts 
oayab ie  to the partic ipant o r fo rmer 
participant (as determined by use o f  the 
expected return multip les in § 1.72-9, or, 
ir. the case o f  payments under a contract 
issued by an insurance company, by use 
c f  the morta lity  tables o f  such 
company), must exceed cnc -h a l f  o f  ihc 
maximum that could have been payab le  
to the participant if no prov is ion wore 
made for payment to a bunefic iary.

(3) Distributions to beneficiaries. A  
plan is not an eligible plan unless Ihc 
plan provides that, if the participant dies 
before the entire amount defe rred is 
paid lo  the participant, the entire 
amount deferred (o r the remaining part 
o f  such de fe rra ls  if payment thereo f has 
commenced) must be paid to a 
beneficiary ove r—

(i) The life o f  the bene fic ia ry  (o r  any 
shorter period), if the bene fic ia ry  is the 
participant's surviving spouse, or

(ii) A period no! in excess o f  15 years , 
i f  the benefic iary is not the partic ipant ’ s 
surviving spouse.

(j ) Administration o f p lan. A plan is 
not an eligible p lan unless a l l  amounts 
deferred under the plan, nil p roperty and 
rights to p roperty  (including rights as a 
benefic iary o f  a contract providing life 
insurance protection) purchased with 
the amounts, and a l l income attributab le 
l i  the amounts, property, o r rights to 
proper ly , remain (until paid o r  made 
ava i lab le  to the participant o r

bene fic ia ry  under the p lan ) s o le ly  the 
property  and rights o f  the State (w ithout 
being restricted to the benefits under the 

.p lan ) subject to the claims o f  the genera l 
c reditors o f  the State only. H ow eve r ,  
nothing in this paragraph (J) proh ib its o 
plan's permitting participants to direct, 
from  among different modes under the 
p lan , the Investment o f the above 
amounts (sec § 1.457—1(b)).

(k ) Plan-tn-plan transfers. The p lan 
m ay  p rov ide  fo r the transfer o f  amounts 
de fe r red  by  a fo rmer participant to 
ano the r eligible plan o f  which the fo rmer 
partic ipant has become a participant i f  
the fo l low ing  conditions are met—

(1 ) The entities sponsoring the p lans 
are loca ted  within the same State (as 
that term is used in § 1.457—2 ( c ) ( l )).

(2 ) The p lan receiving such amounts 
p rov ides fo r  the acceptance o f  the 
amounts , and

(3) The p lan provides that i f  the 
partic ipant separates from service in 
o rd e r  to accept employment with 
ano th e r  such entity, payout w i l l  not 
commence upon separation from 
service, regardless o f  any o ther , 
p rov is ion  o f  the plan, and amounts / 
p rev ious ly  deferred wil l automatica l ly  
be transferred .

(1) Effect on plan when not 
adm inistered in accordance with 
paragraphs (c ) through (k j. A plan that 
is administered in a manner which is 
inconsistent with one o r more o f  the 
requirements o f paragraphs (c) through 
(k ) o f  this section ceases to be an 
e lig ib le p lun on the first day o f  the first 
p lan y ea r  beginning more than 100 days 
a fte r  the da le  o f  w r i l iwn notif ication by  
the in terna l Revenue Service that the 
requirements arc not satisfied, unless 
the inconsistency is corrected be fo re  tbn 
first day  o f  thet plan year.

(m ) Examples. The provis ions o f  this 
section may be il lustrated by the 
fo l low ing  examples:

Example 1. A. bom  on June 1 ,1917 , is a 
partic ipant in nn eligib le Stntc deferred 
ccmpensction plan providing a normal 
retirement age o f Do. The plan provide* 
lim itations on deferra ls up lo  the maximum 
perm itted under 5 1.457-2 (o) und (f).

F o r 1970. A , who w ill be 02. is scheduled to 
receive a su lary o f S20.003 from the State. A 

- desires Jo defer (he muximun amount 
possib le in 1979. The maximum amount that 
A m ay defer under '.lie plun is the lesser o f  
S7.300, or 33)>% o f A's includible 
compensation (genera lly the equivalent o f 25 
percent o f gross compensation). According ly , 
the maximum that A mnv defer fo r 1079 is 
S5.000 [SS,000>aS20.000x.20|. A lthough A's 
tuxnb le yea r 1979 is one n f A's last 3 taxab le 
yea rs be fo re  the year in which A attains 
norm al retirement ago under the plan, A is 
not ab le  lo  utilize the catch-up provisions o f 
5 1.437—2(f) in 1979 because on ly taxab le



THIS WAS THE BALLOT QUESTION NOVEMBE R , 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 depositing all or part of his or 
her permanent fund dividends in an account held by the state. Upon reaching age 65, 
a person would receive a monthly payment in an amount determined by how much 
was contributed to the account. The annuity payments would be supplemented with 
declining longevity bonus payments paid for with general funds until the annuity 
accounts were large enough to provide monthly payments of $250 a month.

The second option provides that every individual who is 65 years old by January 1, 
1988, including 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 ( ) N O ( )

Advisory Vore on Longevity 
Bonus Annuity Program



REPORT

TO THE- FOURTEENTH LEGISLATURE - FIRST SESSION

AND

TO GOVERNOR BILL SHEFFIELD 

FROM

THE STATE SPECIAL COMMITTEE ON THE 

ALASKA LONGEVITY BONUS PROGRAM

February 1, 1985



R E P O R T  TO THE F O U R T E E N T H  LEGISL A T U R E  - FIRST SESSION 

AND TO G O V E R N O R  BILL SHEFFIELD F R O M  T HE STATE SPECIAL 

C O M M I T T E E  ON T H E  A L A S K A  L O N G EVITY BONUS P R OGRAM

together w i t h

D I S S E N T I N G  VIEWS AND A D D I T I O N A L  COMMENTS

February 1, 1985



T A B L E  O F  C O N T E N T S

PA1E

I n t r o d u c t i o n  .....................................................  3

Recommendation: A n n u i t y  A p p r o a c h  ........................  3

Other Options C o n s i d e r e d  .....................................  7

M a j o r  F e a t u r e s ......................................................17

1. F r o n t - l o a d i n g ; ............................................ 17

2. The 3 7. E s c a l a t o r ...................................  23

3. A d m i n i s t r a t i v e  Costs of the P r o g r a m ...............23

4. Choice of B e n e f i t s ................................. 24

5. Setting the A m o u n t  of the L o n g e v i t y  Bonus

P a y m e n t ................................................... 24

6. R e s i d e n c y  Questions ................................. 25

7. Federal Income Tax C onsideratio ns ..............  25

S. A n n u i t y  Credits Are Not a V e s t e d  R i g h t  . . .  27

9. P r o t e c t i o n  of Alaska 's E x i s t i n g  E l d e r l y  . . .  2S

10. Possible P a r t i c i p a t i o n  Rates ...................... 30

11. Impact on O AA a nd M e d i c a i d ...........................32

12. Costs of Various ALB A l t e r n a t i v e s ................. 35

The Benef it Concepts* P r o p osal .............................  41

The A l a s k a  P i o n e e r s ' H o m e ....................................... 43

C o n c l u s i o n ........................................................... 44

D issen t i n g  Views ........................................ after 45



I n t r o d u c t i o n .

In June, 1984, the A l a s k a  L o n g e v i t 3  ̂ Bonus P r o g r a m  (AS 47.45) 

was d e c l a r e d  u n c o n s tit utional because it r e q uired recipients to

have r e s i d e d  in A l a s k a  both prior to s tatehood and for 25

c onsecutive  years. The T h i r t e e n t h  Legislature, 2nd Sess., 

r e p e aled these lengthy residency requirements, thus opening the 

p r o g r a m  to new participants. Ch. 38, SLA 1984. However, the 

a m ended law, by its own terms, is to be r e p ealed effective

June 30, 1985. Id., Sec. 11.

The legislation also establ ished the State Special Committee 

on the A l a s k a  Lon gevity Bonus P r o g r a m  to "determine the 

f e a s i b i l i t y  of replacing the longevity bonus program, as amended 

b y  this Act, w i t h  an annuity program, a n e e d s - b a s e d  program, or 

other longevity program." Id., Sec. 7. This is the committee's 

report.

Recommendation: A n n u i t y  A p p r o a c h .

T he committee has developed a p roposal w h i c h  w o u l d  phase out 

the e x i sti ng longevity bonus p r o g r a m  and replace it w i t h

individual annuity accounts funded prima r i l y  by the perm anent 

fund dividends of participants. 1/ The proposal has been

.1/ Three different annuity approaches we re initially considered 
by the committee: (1) SB 465, introduced in the 1984 legislature
b y  several senators; (2) an amended v e r s i o n  of HB 700, also 
i ntroduced in that legislature; and (3) a draft bill prepared by 
Senator Bill Ray (D., Juneau). The Ray bill became the vehicl e 
-for the Committee's proposal. All three proposals involved



legislature may, at least in the early years, "front-load" the 

p r o g r a m  b y  appropr iating additional funds into the annuity  

account, w h i c h  will  be attributed to individual accounts on a 

p r e s c r i b e d  formula. Under that formula, state contributions are 

greatest for those approaching r e t i r e m e n t  age, and decline for 

younger  Alaskans. Beginning at age 65, a participant receives an 

annuity b a s e d  on his contributions and any front-loa ding —  plus 

earnings a c c u m u l a t e d  on those amounts. 3/

E v e n  w i t h  front-loading, it w i l l  be years before annuity 

payments are sufficient to replace the longevity bonus. The ALB 

p r o g r a m  is thus r e t a i n e d  at a level which, for those turning 65 

a fter 1985, will be r e duced annually. kj U n d e r  the bill, a 

"target amount" for the ALB is e s t a b l i s h e d  (Section 8), w h i c h  is 

$250 per m o n t h  (in F Y  1986) i n f lated b y  3Z each year. That 

target a mount is then reduced by the m a x i m u m  possible annui ty 

w h i c h  w o u l d  be available to a 65-year o l d  who has p a r t i c i p a t e d  in

earlier a n n u i t y  bills, w h i c h  requi red an election to forego cash 
payment. Because, in the future, the a n nuity p r o g r a m  w i l l  be the 
only state source of n o n - n e e d - b a s e d  reti rement assistance, the 
committee believes that each A l a s k a n  s hould be r e q u i r e d  tc come 
to grips w i t h  the l ong-term consequences of a decision to take 
the d i v idend in cash.

2/ Under the committee bill a p a r t i c i p a n t  who dies before age 65 
w i l l  forfeit his accum u l a t e d  annuity credits (see the discussion  
of survivor options at 17, p o s t ) ; the amounts forfeited w i l l  be 
r e a l l o c a t e d  to surviving participants and thus will increase 
their annuities.

k_l The longevity bonus itself is, of course, available to all 
elderly Alaskans  w h e t h e r  or not they have also e s tablished  
a n n u i t y  accounts.

-5-



M a x i m u m  Possible A n n uity 5/ ALB (for all n e w  r e c i p i e n t s )

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 Con sid e r e d

The committee invited its members, and others, to suggest 

alternatives o ther than an a n nuity  program. Only one was 

a d v a n c e d  —  a "means t e s t " p r o g r a m  u n d e r  w h i c h  elderly Alaskans 

earning  less than $25,000 per y e a r  w o u l d  receive a payment of 

$250 per month. T h o s e  earning m o r e  than $25,000 w o u l d  receive a 

p a yment of $100 p e r  month. To q u a l i f y  for the $250 bonus, the 

applicant w o u l d  be r e q uired  to submi t his or her tax return to 

the D e p a r t m e n t  of Admin istration.

This p r o g r a m  is intended as a p e r m ane nt replacement for the 

ALB. However, the p r o g r a m  envisions that the size of the p a y­

ments, and the $25,000 income limit, r e m a i n  constant over the 

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

5/ A n n u i t y  projections are w i t h o u t  "front-loading."
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I n t r o d u c t i o n .

In June, 1984, the A l a s k a  L o n g e v i t 3/ Bonus P r ogram (AS 47.45) 

was d e c l a r e d  u n c o n s t i t u t i o n a l  because it required recipients to 

have r e s i d e d  in A l a s k a  both prior to statehood and for 25 

c o n s e c u t i v e  years. The T h i r t e e n t h  Legislature, 2nd Sess., 

r e p e a l e d  these lengthy res idency requirements, thus opening the 

p r o g r a m  to n e w  participants. Ch. 38, SLA 1934. However, the 

a m e n d e d  law, b y  its own terms, is to be repealed effective 

June 30, 1985. I_d. , Sec. 11.

T h e  l egis lation also e s tab lished the State Special Committee 

o n  the A l a s k a  L o n g e v i t y  Bonus P r o g r a m  to "determine the 

f e a s i b i l i t y  of r e p l a c i n g  the longevity bonus program, as amended 

b y  this Act, w i t h  an a n n uity program, a n e e d s - b a s e d  program, or 

o t h e r  longevity pro gr a m . "  Id., Sec. 7. This is the committee's 

r e p o r t .

R ecommendation: A n n u i t y  A p p r o a c h .

T h e  committee has de veloped a proposal w h i c h  w o u l d  phase out 

the e x i s t i n g  long evity bonus p r o g r a m  and replace it w i t h  

i n d i v i d u a l  a n nuity accounts funded p r i m arily  by the permanent 

fund dividends of participants. 1/ The proposal has been

1/ T h r e e  different annui ty approaches were initially considered 
5 y  the committee: (1) SB 465, introduced in the 1984 legislature
b y  s e v eral senators; (2) an amended v e rsion of HB 700, also 
i n t r o d u c e d  in that legislature; and (3) a draft bill prepared by 
S e n a t o r  Bill Ray (D., Juneau). The Ray bill became the vehicle 
-for the Committee's proposal. All three proposals involved



introduc ed in this legislature as SB 56. Und er the committee 

bill, Alask a n s  who choose to p a r t i c i p a t e  in the p r o g r a m  will  

receive m o n t h l y  benefits, after r e a ching age 65, of at least the 

$250 w h i c h  is c u r r e n t l y  p r o v i d e d  by the bonus program, inflated 

by three per cent annually.

The p r o g r a m  is available to those who r e a c h  age 65 after 

1985. Und er the bill, Ala ska's existi ng e l derly will receive 

their curr ent $250 bonus, i n f l a t e d  b y  three p e r c e n t  annually, 

w i t h o u t  h aving to forego their p e r m anent fund dividends.

The c o m m ittee b i l l  pr ovides that each year every A l askan 

(except those w h o  are 65 or o l d e r  before 1986) w i l l  r e c eive his 

or h e r  p e r m a n e n t  fu nd d i v idend in the form of a credit to an 

a n nui ty account, u nle ss the i n d i v i d u a l  a f f i r m a t i v e l y  elects to 

r e c eive cash. 2/ S e cti on 2 of the b i l l  e n v i sion s that the

f o r e going  a p e r m a n e n t  fund d i v i d e n d  in r e t u r n  for some type of 
future a n n u i t y  benefit.

SB 465 w o u l d  h a v e  paid $16.50 p e r  m o n t h  to each elderly  
A l a s k a n  for every p e r m a n e n t  fund d i v i d e n d  f o r egone —  to a limit 
of $250 per month.

HB 700 w o u l d  h a v e  given e a c h  A l a s k a n  one a n n u i t y  share for 
each f o r egone dividend. Each year, one third of the m o n e y  
a v a i lable  for p e r m a n e n t  fund dividend s w o u l d  then be divided by 
the n u m b e r  of a n n uity shares h e l d  by those over the age of 65. 
E a c h  e l derly A l a s k a n  w o u l d  receive a p o r t i o n  of that a n n u i t y  fund 
c o mme nsurate w i t h  the n u mber of shares held.

The committee was advised by legal counsel that HB 700 and 
SB 465 c r e a t e d  g r e a t e r  c o n s t ituti onal risks than did the Ray 
proposal; the committee therefore focused on the c o n c e p t  embodied  
in S e n a t o r  Ray's bill.

2/ This a spect  of the committee p r o p o s a l  reflects a change from



legislature may, at: lease in Che early years, "fronc-load" che 

p r o g r a m  by appropriating additional funds into che annuicy 

account, w h i c h  wi ll be a ttributed to individual accounts on a 

p r e s c r i b e d  formula. Under that formula, state contributions are 

greatest for those ap proaching reti r e m e n t  age, and decline for 

younger Alaskans. Beginning at age 65, a participant receives an 

annuity b a s e d  on his contributions and any front-loading —  plus 

earnings ac cum u l a t e d  on those a m o u n t s . 2_f

E v e n  w i t h  front-loading, it w i l l  be years before annuity 

payments are sufficient to replace the longevity bonus. The ALB 

p r o g r a m  is thus r e t a i n e d  at a level which, for those turning 65 

after 1985, w i l l  be r e duced annually, 4/ Under the bill, a 

"target amount" for the A L B  is establ i s h e d  (Section 8) , w h i c h  is 

$250 per m o n t h  (in FY 1986) i n f late d b y  3 1 each year. T h a t  

target a m o u n t  is then r e duce d by the m a x i m u m  possible annuity  

w h i c h  w o u l d  be ava ilable to a 65-year old who has p artic i p a t e d  in

earlier annui ty bills, w h i c h  r e q uired an election to forego cash 
payment. Because, in the future, che a n n uity program will be the 
only state source of n o n - n e e d - b a s e d  retirement assistance, che 
committee be lieves that each A l a s k a n  should be required to come 
to grips w i t h  the long-term consequences of a de cision to take 
the d i v idend in cash.

3/ Under the committee bill a part ic i p a n t  who dies before age 65 
will forfeit his a ccumulated  annuity credits (see the discussion  
of survivor options at 17, p o s t ) ; the amounts forfeited will be 
r e a l l o c a t e d  to surviving participants and thus w i l l  increase 
their a n n u i t i e s .

4/ The longevity bonus itself is, of course, available to all 
elderly Alaskans w h e t h e r  or not they have also es tablished 
annuity accounts.
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che p r o g r a m  in e a c h  year since the program's inception. For 

example, if the i n f l a t e d  A L B  "target" for a p a rticular year is 

$280, and a p e r s o n  turning 65 w h o  r e c e i v e d  an annuity credit in 

e a c h  year of the p r o g r a m  w o u l d  be e n t i t l e d  to an annuity of $100 

per month, the A L B  p a y m e n t  for all recipients w o u l d  be $180. 

T h a t  $180 w i l l  n o t  v a r y  a c c o r d i n g  to the actual partic i p a t i o n  

h i s t o r i e s  of i n d i v i d u a l  ALB recipients.

O v e r  the y e a r s , individual a n n u i t y  accounts will become 

greater, a n d  each y e a r  the l o n g e v i t y  bonus payable to n e w  

r e c i p i e n t s  b e c o m e s  c o r r e s p o n d i n g l y  smaller. By the year 2003, 

the c o m m i t t e e  p r o j e c t s  that the m a x i m u m  possible annuity w i l l  be 

s u f f i c i e n t  to b r i n g  a n  end to the g e n e r a l - f u n d e d  A L B  program, 

e x c e p t  for those r e l a t i v e l y  few w h o  w e r e  65 or older before 1986,” 

and  are still r e c e i v i n g  ALB p a y m e n t s  in that year. This is best 

i l l u s t r a t e d  b y  the f o l l o w i n g  chart:



M a x i m u m  Possible Annui ty 5/ ALB (for all n e w  r e c i p i e n t s )

1986 A . 37 $245.63

1990 32.50 248.88

1995 106.27 219.92

2000 255.70 122.45

2005 533.39 -0-

O ther Options C o n s i d e r e d

The committee invited its members, and others, to suggest 

alternatives o t h e r  than an annuity program. Only one was 

a d v a n c e d  -- a "means test" p r o g r a m  u n d e r  w h i c h  e l derly Alaskans 

earning less than $25,000 per year w o u l d  r e cei ve a payment of 

$250 per month. T h o s e  earning mo re than $25,000 w o u l d  receive a 

payment of $100 p e r  month. To qualify for the $250 bonus, the 

applic ant w o u l d  b e  r e q u i r e d  to submit his or her tax return to 

the D e p a r t m e n t  of Admini stration.

This p r o g r a m  is i n t en ded as a permanent r eplacemen t for the 

ALB. However, the p r o g r a m  envisions that the size of the p a y­

ments, and the $25,000 income limit, r e m a i n  constant over the 

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

5/ A n n u i t y  proje c t i o n s  are w i th out "front-loading."



M a x i m u m  Income 
Eligibility for 

Bonus (year)
A m o u n t  of 

Bonus
Site of A l t e r n a t e  

Bonus

1986 $25,000 

$10,569 

$ 5,902 6/

$250 $100
2000 $104 $41.60

2010 $ 59 $23.60

It is estimated that, initially, 802 of Alaska's elderly 

w i l l  b e  eligible for the $250 bonus. Becaus e that m a x i m u m  income 

r e q u i r e m e n t  drops each year in terms o f  real income, so too does 

the p e r c e n t a g e  of e l i gible elderly. Thus, less than h a l f  of 

A l a s k a ' s  elderly will be eligible for the bonus in the y e a r  2000, 

and o n l y  302 w i l l  be eligi b l e  in the y e a r  2010.

Th e  committee r e j e c t e d  this means test proposal for the 

f o l l owing reasons:

1. A n y  w e l f a r e  p\og;ram is c o n trary  to the intent of the 

ALB p r o g r a m  and is v i g o r o u s l y  o p p o s e d  by Alaska's elderly. The 

L o n g e v i t y  Bonus P r o g r a m  n o w  says to A l a ska's elderly that they 

are a precious human resource, a nd that it is in the state's 

interes t to provide the m w i t h  the w h e r e w i t h a l l  to r e m a i n  in 

A l a s k a  after retirement. The means test payment, on the o cher 

hand, carries with it quite different, and less favor a b l e  

c o n n o t a t i o n s .

6/ This is b e l o w  Alaska's $7032/year p o v e r t y  level..
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2. Of chose who are p otent i a l l y  eligible for che $250 

means test payment, m a n y  may not apply because of its w e l f a r e  

connotations. This is strongly suggested by available 

statistics. Currently, nearly 6,700 ALB recipients —  or 402 of 

all recipients -- have incomes b e l o w  the current  e ligibility 

limit for existing O l d  Age As sist a n c e  and M e d i c a i d  benefits. 

T hese benefits are substantial -- averaging $2,640 per year for 

O A A  and an addit ional $2,500 per year for Medicaid. Yet, of the 

income-eligible, o n l y  2,526 -- or r o u g h l y  382 -- have in fact 

a p p l i e d  for OAA a n d  Medicaid. Certainly, some of the remaining 

i ncome-eligible h a v e  n o t  a p p lied b e cause  they hav e more assets 

than current law allows. Nonetheless, these statistics manifest 

an a v e r s i o n  to n e e d - b a s e d  a ssist ance w h i c h  has d e t erre d m a n y  of 

A l a s k a ' s  a pparently eligible elder ly from applying for 

s ubsta n t i a l  benefits.

3. Thus, w h i l e  202 of A laska's elderly w i l l  be ineligible 

for the $250 bonus, an addition al p ercentage of existing ALB 

recip i e n t s  will lose their current benefits because  of their 

unwilli ngness to p a r t i c i p a t e  in a w e l f a r e  program. For these 

reasons, this m e a n s  test p r o po sal fails a threshold  test w h i c h  

should be a corner s t o n e  of any longevit y bonus legislation. Any 

A LB alternative, the committee believes, should provide those who 

have received the ALB over the years w i t h  the same benefits as 

u n d e r  current law.

4. The p r o p o s a l  hurts both existing and n e w  ALB recipients 

in another way. B e c a u s e  the real value of both the benefits and



che income ceiling w i l l  decrease over che years, fewer elderly
»

will find Chemselves eligible, and Chose w h o  are eligible w i l l  

receive smaller b e n e f i C s . By che year 2000, for example, less 

Chan half of Alaska's elderly will be e l i gibl e for a benefic w i c h  

a real v a l u e  of $104 per monch, w h i l e  che m a j o r i t y  w i l l  rece ive a 

coken p a y ment w i t h  a real v a l u e  of $41.60.

5. The p r o p o s a l  is s u b s t a n t i a l l y  m o r e  e x p e n sive than the 

committee bill. E v e n  though: (1) the commi t t e e  b i l l  protects 

existing elderly, w h i l e  this means test p r o p o s a l  does not; and 

(2) the c o m m it tee b i l l  inflates the ALB annually, w h i l e  the means 

test p r o p o s a l  does not, enactment of this means test p r o p o s a l 

w o u l d  cost n e a r l y  $2 b i l l i o n  more than the committee b i l l  over 

the next 50 years. Moreover, that cost w o u l d  be b o r a  w h e n  the 

state c o u l d  least a f f o r d  it —  a f t e r  the turn of the century, 

w h e n  oil revenues are p r o j e c t e d  to r a p i d l y  decline. It is 

important to the commi t t e e  to develop an A L B  altern a t i v e  w h i c h  

phases o ut genera l f u n d  o bligations  after the y e a r  2000. As p a r t 

12 of this r e port discusses, w h i l e  post- 1 9 9 9  costs under the 

committee bill are p r o j e c t e d  to b e  $285 mi llion, 21st c e ntur y 

costs u n d e r  the m e a n s  test p r o p o s a l  w o u l d  be r o u g h l y  $2.28 

billion.

6. The c o m m ittee has several concerns rega r d i n g  che $100 

payment for w h i c h  all e l d e r l y  w o u l d  be eligible. First, the 

c ommictee does not k n o w  w h a t  that p a yment is intended to 

accomplish. It is d o u b t f u l  that $100 per m o n t h  is a sufficien t 

sum to a l l o w  any e l d e r l y  to r e m a i n  in che state who w o u l d
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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 m a y  view  the $100 payment as 

tokenism. If that is not the case now, it w i l l  certainly become 

so in the future w h e n  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 

ad m i n i s t e r e d  under separate programs. The $100 payment i3  

appare ntly intended as a residual ALB. O n  the o ther hand, the 

$250 p a y m e n t  is a for m of welfare. This payment, the committee 

believes, should be ad ministered b y  the Depart ment of H eal th and 

Social Services u n d e r  the state's w e l f a r e  laws. Otherwise, the 

state will, in essence, be creating two w e l f a r e  bureaucracies —  

one for O l d  Age Assistance, and one for the m i s - n a m e d  "longevity 

b o n u s ."

7. Fewer people w i l l  m e e t  the $25,000 eligibility 

r e qui rement as the years go by. Thus, by the year 2010, only 3CZ 

of Alaska's elderly w i l l  be eligible for this means test payment. 

Why, it m i g h t  fairly be asked, are 8 0 7. of today's elderly in 

"critical" need of the higher payment, while only 307. will 

require the payment in years hence? For one who is currently 

denied the larger payment, or who m a y  be denied it in the future 

solely because of inflation, this precise questio n will 

i nvariably be asked, and may be asked in the courts.
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S. Finally, in re quiring one year's r e s i d e n c y  in order co

receive Che $250 means cesc paymenc, che proposal  raises a

subsca n c i a l  con sc i t u c i o n a l  issue. The c u r r e n c  ALB's o n e - y e a r

d urati o n a l  r e s i d e n c y  r e q u i r e m e n t  is c o n s t i t u t i o n a l  b e c ause the

bonus is n o t  dependen t upon "need." U n d e r  b o t h  the federal a n d

A l a s k a  constitutions, if a p r o g r a m  p r o vide s "the b a s i c

n e c e s s i t i e s  of life," a 3 0-day r e s i d e n c y  r e q u i r e m e n t  is the

m a x i m u m  c o n s t i t u t i o n a l l y  p ermissible. M e m o r i a l  H o s p i t a l  v.

M a r i c o p a  C o u n t y , 415 U.S. 250, 259 (1974); Shapiro  v. T h o m p s o n ,

394 U.S. 618 (1969). Generally, b e n efits w h i c h  are a c c o r d e d  on

the basis of the r ecip ient's i ncom e tend to be v i e w e d  by the

courts as i n v o lvi ng "basic n e c e s s i t i e s . "  For example, in J e f f r e y

v. C o l o r a d o  State D e p a r t m e n t  of S o c i a l  S e r v i c e s , 599 P . 2d 87*

(Col. 1979) , the C o l orad o S u pr eme C o u r t  s t r u c k  down the lengt hy

du r a t i o n a l  r e s i d e n c y  r e q u i r e m e n t  of that state's old age p e n s i o n

program, a n d  h e l d  that the p r o g r a m  p r o v i d e d  b a s i c  necessitie s of

life. T h e  state argued, unsuc c e s s f u l l y ,  that its p r o g r a m  was

more akin to an income supplement, r a t h e r  than a form of welfare.

The court, however, r u l e d  that b e c a u s e  the size of the p e n s i o n

was a f u n c t i o n  of the applic a n t ' s  o ther  income, a 3 0 - d a y

r e s i d e n c y  r e q u i r e m e n t  was required:

[The . state] attempt[s] to a v o i d  the strict 
s c r u t i n y  - com pe l l i n g  state interest test m a n d a t e d  
by  Shapiro b y  c h a r a c t e r i z i n g  the o l d  age p e n s i o n  
p r o g r a m  as an 'annuity.' However, unlike true 
a n n u i t y  or p e n s i o n  p r o gra ms w h i c h  are unaffe c t e d 
by a recip i e n t ' s  other i n c o m e ' the o l d  age pension 
b e n e f i t  is d i r e c t l y  and  p r o p o r t i o n a t e l y  reduced- by 
the amount of other income. Thus, the
c h a r a c t e r i z a t i o n  of the o l d  age p e n s i o n  p r o g r a m  as 
an "annuity" puts form  over subs tance and"
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disregards the nature of che program, w h i c h  is to 
•fulfill basic neecs and not to supplement separate 
i n c o m e .

599 P . 2d at 879. Emphasis added.

The means test proposal has been defended because of its 

hi g h  income limits. This does make the p r o g r a m  different from 

that involved in J e f f r e y , and the committee agrees that this 

defense could be made in good faith. To the committee, however, 

that is not enough. Early in the committee's deliberations, the 

committee agreed to develop a proposal w h i c h  w o u l d  avoid serious 

n e w  constitutional issues and the threat of continued litigation. 

While any legislation w h i c h  treats some people d i f f e r e n t l y  than 

others may result in litigation, the means test p r o p osal raises a 

serious and substantial residen cy discr i m i n a t i o n  issue, and 

therefore does not m e e t  the committee's goal. 7/
i •

For these reasons, the committee does not b e l i e v e  that the 

means test proposal is a viable alternative to the existing ALB 

program.

The committee was also aware of the "stair-stepping 

approach," u nder w h i c h  the ALB p r o g r a m  is slowly ph ased out 

through an annual increase in the elig ib i l i t y  age. Under 

legislation w h i c h  passed the House of Representati ves during the

7/ Additionally, it should be noted  that the issue will become 
more serious in future years. This is because while che income 
level is high at the outset, it shrinks dramatically, and in real 
value falls be low the state's existing p o verty  level in the vear 
2008.
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previous legislature, the eligib ility age w ould begin to rise 

above 65 in 1991. A l t h o u g h  no "sta irstepping" proposal was ever

a d v a n c e d  b y  anyone for formal co mmittee r eview or action, the

c o m m ittee is aware of some c ontinued interest in developing this 

concept outside of this committee's deliberations. The pr oposal 

thus w a r r a n t s  some comment.

First, the t e r m  "stairstepping" is a misnomer, since it 

connotes a g r a d u a l  p h a s ing out of the ALB program. In truth, the 

st a i r s t e p p i n g  a p p r o a c h  causes the most abrupt p r o g r a m  termination 

of any o p t i o n  considered, and also results in the most severe 

d i s c r i m i n a t i o n  b e t w e e n  groups of Alaskans. Under the 

s t a i r s t e p p i n g  approach, if a p e rson was born on or before June 

30, 1925, the state w o u l d  pay h i m  or h e r  $250 per m o n t h  for life. 

Fo r  persons b o r n  on J u l y  1, 1925 and thereafter, the state w o u l d  

p a y  nothing. And, it is irrelevant w h e t h e r  that p erso n is n o w  an 

Alaskan. A  c u rrent n o n - r e s i d e n t  who is n o w  62 w o u l d  receive 

$ 2 5 0 /month w h e n  he or she m o v e d  to Alaska, w h i l e  a current 

5 9 -year o ld A l a s k a n  w o u l d  receive nothing. There is thus nothing

gradual, or " s t a i r s t e p p e d , " about this process.

T h e  s t a i r s t e p p i n g  a p p roach w o u l d  be m o r e  expensive than the 

commit tee bill, 8/ and much of this a d d e d  expense w o u l d  be b o m  

after the turn of the century w h e n  the state can least afford it. 

See S e c t i o n  12. Yet, despite its h i g h  cost, st airstepping w o u l d

8/ Assuming, of course, that the two had similar provisions 
d e a l i n g  w i t h  the erosion of the real value of che bonus.



benefit fewer Alaskans. For example, some have assumed that 

p a r t i c i p a t i o n  in the annuity p r o g r a m  is neces s a r y  in order for 

future elderly to benefit from the committee bill. This is not 

true. Under stairstepping, a p e r s o n  turning 65 in 1991 w o u l d  

receive no ALE whatsoever, while that same person w o u l d  receive a 

1991 ALE of $222.61 under the committee bill, even if that p e r s o n  

had never p a r ticipated  in the annuity program. Thus, for similar 

total costs, and substantia lly lower 21st centu ry costs, the 

committee b i l l  extends the benefits of the A L B  p r ogram to many 

m o r e  A l a s k a n s .

Most fundamentally, the committee believes that there is a 

n e e d  for future state p a r t i c i p a t i o n  in the b u i l d i n g  of retirement  

security that is- not r e c o g n i z e d  in the stairstepping app roach 

standing alone. Apart from the ALB, the principa l form of 

n o n - n e e d  b a s e d  assistance is, of course, Social Security. Yet 

Alaska's elderly receive the same Social S e c u r i t y  payments as 

those who reside w h e r e  the cost of living is m u c h  lower. 

Moreover, A l a s k a  has a u n i q u e l y  h i g h  ;rcentage of elderly who 

are ineligible for Social S e c u r i t y  b e c ause of s. lack of 

w a g e - e a r n i n g  history. r h u s , in one area of the state -- 

N o r t h w e s t  A l a s k a  -- 66Z of the region's elderl y r e p ort ed the ALB 

as their p r i n c ipal source of income.

As oil revenues decline, a nd economic a c t i v i t y‘in the state 

becomes m o r e  uncertain, it is ent irely possi ble that the state's 

future e l d erly w i l l  find themselves in a mo re precarious posit i o n



than today. And, at that point, the s t a t e   for these same

economic reasons -- m a y  be unable to help.

One obvious impact of aboli s h i n g  the A L B  p r o g r a m  through 

"stair-s tepping" is an inc reased Old Age A s s i s t a n c e  case load. 

Certainly, w h e n  those near the p o v e r t y  line are d e n i e d  $250 per 

month, they w i l l  simply turn to the welfare system, and the state 

will realize no net saving. Moreover, a n d  as d i s c u s s e d  

previously, m a n y  A L B  recipients w h o  are a p p a r e n t l y  eligible for 

O A A  a n d  M e d i c a i d  have in fact n o t  applied f o r  thei.e benefits. 

Over the y e a r s , the A LB p r o gr am has been d e f e n d e d  on the g r ound 

that it has e n a b l e d  m a n y  A l a s k a n  elderly to r e m a i n  off the 

w e l f a r e  roles. Statistics bear this out, indicat ing that m a n y  of 

those ALB rec ipi e n t s  w h o  are elig ible for OAA and M e d i c a i d  hav 

b e e n  able to r e m a i n  off these programs because of the bonus.

F o r  these reasons, stair- s t e p p i n g  b y  itself is also not 

b eing r e c o m m e n d e d  to the legislature.

O n  the o t h e r  hand, the principal a d v a n t a g e  of 

"stair-ste pping" is the p r o t e c t i o n  w h i c h  it affords those w h o  are 

c u r r ently  on the A L B  program, and who have come to rely on bot h  

the L o n g e v i t y  Bonus and the p e r m a n e n t  fund d i v i d e n d  to s u st ain 

themselves. T h e  committee c o n c l u d e d  that forcing A l a s k a ' s  

existing elderly to forego their P e r m anent Fund D i v i d e n d  in order  

to assure c o n t i n u e d  receip t of the "target" L o n g e v i t y  Bonus migh t 

w o r k  a hardship on these older Alaskans. As a result, the 

committee d e c i d e d  to include in the b i l l  a s o - c a l l e d  

"grandfa thering" p r o v i s i o n  w h i c h  allows those reaching age 6.r
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before 1S86 to take their Permanent Fund Dividend in cash and 

still r e ceive a full L o n g evity  Bonus for the remainder of their 

lives. T h e  committee legislation, then, is i ntended to bl end the 

most salutory  aspects of both an a n n u i t y  approach and 

" stair-stepping."

The v i r t u e  of an annuity approach is that it enables the 

state and each individual A l a s k a n  to set aside funds now for 

those perhaps more  difficult years ahead. It is a program 

designed to substitute private thrift for public, largesse. The 

committee also believes that the perm anent fund dividen d is an 

a ppropriate  source of funds for the a n n uity program. The purpose 

of the a n n u i t y  p r o g r a m  is m u c h  like the p u r p o s e  of the permanent 

fund itself. Moreover, one purp ose of the dividend p r o gram -- to 

give each A l a s k a n  a stake in the m a n a g e m e n t  of the pe rmanent 

fund —  w i l l  be e n h a n c e d  if A l a s k a n s ' retiremen t security is at 

least in p a r t  de pendent on w i s e  stewardship of that fund.

Major F e a t u r e s .

1. F r o n t - l o a d i n g . T h e  committee envisions that the 

legislature m a y  a d d  additional sums to individual annuity  

accounts. Under "front-loading ," a p e r s o n  w i l l  receive an 

annuity a c c o u n t  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 

f r o nt-load ing for each of the program's first three years.
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T h e  committee initially a n a l y z e d  the a n n u i t y  c o ncept wither 

front-loading. E v e n  without fron t- l o a d i n g ,  a n n u i t y  payments 

e v e n t u a l l y  replac e longevity b o n u s  payments f r o m  the general 

fund. Nonetheless, the committee feared that b e c a u s e  a n nui ty  

p a y m ents w e r e  low in the early years, those A l a s k a n s  who are n o w  

near re tire m e n t  age would  not p a r t i c i p a t e  in the program. 

Moreover, g e neral fund c o n trib utions d i d  not b e g i n  to see 

s ignificant  r eductio ns for about 10 years.

F r o n t - l o a d i n g  provides a s u b s t a n t i a l  incentive to 

individuals to forego immediate c a s h  in favor of r e t i r e m e n t  

security. W h i l e  it costs more in the i n i tial years, that cost is 

i n c u r r e d  in years in w h i c h  oil r e v e n u e s  are e x p e c t e d  to remain 

high. Moreover, g e n e r a l  fund c o n t r i b u t i o n s  to the A LB progrr' 

taper off rapidly. In other words, b e c a u s e  f r o n t - l o a d i n g  causer 

the m a x i m u m  p o s s i b l e  annuity p a y m e n t  to increase, res idual 

longevity bonus payments decrease m o r e  rapidly. Thus, dollars 

in v e s t e d  in early years t h r ough f r o n t - l o a d i n g  r e s u l t  in a 

decreas e in g e ner al fund obligation s in later years.

U n d e r  the c o m m i t t e e  bill, s u b s t a n t i a l  fr ont- l o a d i n g  now  

w o u l d  a c t u a l l y  r e s u l t  in a net savings  o v e r  the life of the ALE 

p r o g r a m  —  at least in nominal dollars. Thus, if $79 m i l l i o n  

were a p p r o p r i a t e d  for front- l o a d i n g  over the n e x t  three years, 

that investment w o u l d  result in a r e t u r n  of $82 m i l l i o n  in 

r e duced ALB p ayments over the n e x t  25 years. In c onstant 1986 

dollars, the u l t i m a t e  cost of i n v e s t i n g  $79 m i l l i o n  n o w  is $30 

million.
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Additionally, front-loading serves other important purposes  

w h i c h  the committee believes w a r r a n t  the cost in consta nt

d o l l a r s :

(1) The committee b i l l  w i l l  w o r k  only if A l a ska ns  

participate. If they do not, A laska's future elderly m a y  still 

place demands on the general fund; and

(2) A  p r emium  may fairly be p l a c e d  on the current

a v a i l a b i l i t y  of funds. If $1.00 of general funds front-loaded  

n o w  returns 75c (in constant dollars) years hence-, the fact that 

the general fund has that $1.00 now, but m a y  no.t have the 75c 

later, is of some relevance.

Jj W h e t h e r  front-loading extends b e y o n d  the three-year p eriod

e nvisioned b y  the committee -depends on the availability of funds, 

actual participation- r a t e s , -and the p r o j e c t e d  rate of r e t u r n  on 

subsequent front-loading investments. If front-loading has 

s u c c e e d e d  in creating substa ntial participation, continuation  

J| w o u l d  seem unnecessary, since those Alaskans already in the

•annuity p r o g r a m  w o u l d  be u n l i k e l y  to drop out. On the other 

hand, if p a r ticipation  is low, the legislature may w i s h  to 

consider inducements other than front-loading.

The committee settled on a front- loading concept w e i ghted in

j| favor of older Alaskans. Several other options were also

considered. The first was a per-c a p i t a  contribution made to each 

A l a s k a n  who chose an annuity credit. Under this option, the 

annuity accounts of those n e a r  retirement age did not incr e a s e  

enough to substantially increase the "m aximum possible annuit y."

J
1

I

1

1

I

i
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Thus, it did not s i g n i f i c a n t l y  redu ce long-term g e n e r a l  fund 

obligations. Nor d i d  it satisfy the goal of p r o v i d i n g  the 

g r e a t e s t  incentives to those who m a y  n e e d  them most.

To better a c c o m p l i s h  this goal, the c o m m i t t e e  ne:ct 

c o n s i d e r e d  a straight $10 incre m e n t a l  increase in f r o n t - l o a d i n g  

b a s e d  or. age; that is, p a r ticip ants w o u l d  receive $10 for each

y e a r  f/.^t they were, o l d e r  than age 17 —  up to age 65. 9_/ This

o p t i o n  p r o d u c e d  a b e t t e r  result in terms of reduced g e n e r a l  fund 

obligati ons, but it s t i l l  did not incre ase annuity p a y m e n t s  fast 

e n o u g h  to be a s i g n i f i c a n t  incentive —  to older A l a s k a n s  in 

p a r t i c u l a r  —  to p a r t i c i p a t e  in the program.

Finally, projec t i o n s  w e r e  r u n  on the option e m b o d i e d  in the 

bill: persons 18-34 years old w o u l d  receive a b a s e  a m o u n t  of

f r o n t - l o a d i n g  in a d d i t i o n  to the d i v i d e n d  —  for example, $50. 

T h o s e  o v e r  34 w o u l d  r e c e i v e  a p e r c e n t a g e  increase (for example,

1GZ) for each year of age over 34, up to age 65. U n d e r  this

option, front-loadi ng increase s on a curve rather than a straight 

line -- increasing d r a m a t i c a l l y  as a n  individual a p p r o a c h e s  age 

65. Thus, a $50 base w i t h  102 per y e a r  increases r e s u l t s  in a 34 

y e a r  o l d  receiving $50, a 50 year  o l d  $211, and a 64 year old 

a p p r o x i m a t e l y  $800.

T h e  incentive to j o i n  the program, then, increases 

d r a m a t i c a l l y  as r e t i r e m e n t  age approaches. It is t h i s  aspect

£/ Thus, an 18 year o l d  w o u l d  r e c e i v e  $10, a 38 year o l d  $210, 
and a 65 y e a r  old $480.
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wh i c h  is nose app ea l i n g  to the committee, tor the following

r e a s o n s :

First, o l d e r  Alaskans are most in need of incentives to

participate. B e c a u s e  initial annuity payments are small, m a n y  

m a y  be tempted to take a cash payment which is larger than the 

annual annuity w h i c h  it w ill yield. Then, years later, that 

p erson will s u f f e r  m a t e r i a l l y  reduced benefits because of that 

short-sighted decision. On the o ther hand, y o u n g e r  Alaskans n e e d  

not participate in che p r o g r a m  every year in order to b u i l d  a 

sizeable annuity. Based upon projections a v a i lable to the 

committee, a 47 year old (in 1986) w o u l d  be r e q uired co

participate e v e r y  year in order to achieve the target annuity

w h e n  he reaches 65 in the year 2004 —  the y e a r  the ALB p r o g r a m  

disappears. R e c o g n i z i n g  that fi nan c i a l  circumstances may r e q u i r e  

a cash election i n  some years, and that some individuals may be 

ineligible for a d i v i d e n d  in some years, the c o m m i t t e e  c o n c luded  

that additional in centives are appropriate b e g i n n i n g  at age 35 in 

order to help e n s u r e  that the m a x i m u m  possible n u m b e r  of A l a skans  

will achieve the t arget  annuity.

Second, w h i l e  older A lask a n s  will r e c e i v e  more at the 

outset, the f r o n t - l o a d i n g  given younger Alaskans will be invested 

for a longer p e r i o d  of time. To the extent t h a t  the perc e n t a g e  

differential is c o m m e n s u r a t e  w i t h  account e a r n i n g s , the evencual  

return to both o l d  and young w i l l  be quite similar.



Finally, this o p t i o n  a ctually costs less in f r o n t-loading 

dollars than the straight line a p p r o a c h  -- even chough the 

n o w - e l d e r l y  receive larger a m o u n t s .

Tw o  ad ditional points regarding f r o n t - l o a d i n g  w a r r a n t  note. 

First, a n d  as d i s c u s s e d  earlier, u n d e r  the committee b i l l  those 

who r e a c h  age 65 before 1986 do not p a r t i c i p a t e  in the annuity 

p r o gram b e c a u s e  they are gua ran t e e d  a full longevity bonus for 

life. As a result, in 1985, there w i l l  be no front - l o a d i n g  for 

any i n d i v i d u a l  over the age of 64. In future years, the 

incremental increase in front-load ing w i l l  end at age 65, and 

those o v e r  age 65 w i l l  receive the same amount of front-loa ding 

as a 65-year-old.

Second, the committee  bill envi sions that the source of 

f r o n t - l o a d i n g  funds m a y  be the earnings of the u n d i s t r i b u t e d  

income a c c o u n t  of the A l a s k a  p e r m a n e n t  fund. In past years, 

p e r m a n e n t  fund earnings have e x c e e d e d  the amount n e c e s s a r y  to pay 

dividends a n d  i n f l a t i o n - p r o o f  the f u n d  itself. T h e  resulting  

surplus c o m p rises the u n d i s t r i b u t e d  i ncome account, w h i c h  has a 

current b a l a n c e  of $557 million. T h a t  account itself yields 

annual e a r n i n g s  w h i c h  are greater  than that n e c e s s a r y  to p r ov ide 

front-loading, and w h i c h  are available for appropriation.

The c o m m ittee c o n c l u d e d  that these earnings are an 

appro p r i a t e  source of funds for f r o nt-lo ading for one obvious 

reason: as w i t h  the basic structure of the annuity p r o g r a m

itself, this aspect of the bill w i l l  devote current per manent 

fund earning s in a m a n n e r  w h i c h  w i l l  su bst a n t i a l l y  decr ease
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general fund obligations in later and perhaps leaner y e a r s . Once 

again, however, only earnings are involved. It mus t be s t r e ssed 

that nothing in the committee bill in any w a y  impairs the 

integ r i t y  of the permanent fund itself.

2. The 3 Z E s c a l a t o r .

Since the b e g i n n i n g  of the A L B  p r o g r a m  in 1972, the original  

$100 payment has been p e r i o d i c a l l y  i n c r e a s e d  to its current $250 

limit. W h i l e  that increase seems- large, it has, in fact, roughly  

kept pace w i t h  inflation. If the A L B  is retained,- the committee 

b elieves that it is u n r e a s o n a b l e  to assume that .no increase in 

the A L B  w i l l  ever be made. The p e r s i s t e n t  erosion in the real 

v a l u e  of the ALB w o u l d  at some p oint become so severe that re lief 

w o u l d  be necessary. For example, a s s uming a 5Z inflation rate, a 

$250 A L B  n o w  w i l l  be w o r t h  only $104 in 15 years.

T h e r e  are two ways of dealing w i t h  the gradual erosion of

the v a l u e  of the ALB. The first is to leave the p r o b l e m  to

future legislatures. The second is the a p p r o a c h  taken in che 

committee bill, w h i c h  provides a m odest 3Z annual adjustme nt

intended not to p r e c i s e l y  keep pa ce w i t h  inflation, but rather to 

provide certainty in the amount of the payment.

3. A d m i n i s t r a t i v e  Costs of the P r o g r a m . The commictee

bill provides that the legislature m a y  a p p r o p r i a t e  funds from the 

annuity account to pay the a d m i nistr ative costs of the a n n uity



program. 1_0/ Thus, the costs of the p r o g r a m  w i l l  be borne by che 

a n n u i t y  participants, w h e t h e r  the funds are p r i v a t e l y  p l a c e d  or 

n o t .

The bill states that a d m i n i s t r a t i v e  costs w i l l  be "equit a b l y  

allocated" among annuit y accounts; it is the commit t e e ' s  intent 

that an equ itable a llocation w i l l  take into account such factors 

as numbers  of participants, age, a nd r e l a t i v e  a c c ount balances.

4. Choice of B e n e f i t s . M o s t  a n n u i t y  programs offer

parti c i p a n t s  a choice of options, such as joint and su rvivor 

benefits. The p r i m a r y  reason  for s u r vivor b e n efits in employment 

a n nui ty programs is that among m a r r i e d  couples there is often 

only one w a g e  earner. Survivor b e n efi ts are thus a v a i l a b l e  to 

insure that the d ependent spouse is n o t  left w i t h o u t  income

Since the a n nuity p r o g r a m  is a v a i l a b l e  to b o t h  spouses, j u s t  zi 

is the p r e s e n t  longevity bonus program, the c o m m i t t e e  o p t e d  for 

s i m p l i c i t y  and did not include a c h o i c e  of benefits. 1 1 /

5. Setting the Amount of the L o n g e v i t y  Bonus P a y m e n t .

S e c t i o n  8 of the b i l l  provides that the l o n g e v i t y  bonus p a y m e n t  

—  for those who hav e not r e ached 65 b e f o r e  1986 -- is d e t e r m i n e d  

b y  d e d u c t i n g  f r o m  that payment the m a x i m u m  p o s s i b l e  ann uity

1 0 /- If the states chooses to p l a c e  the funds w i t h  p r i v a t e  
carriers, any costs shifted to the c a rrier u nder the cont ract 
w o u l d  also be paid from the a n n u i t y  accounts.

11/ A  death b e nefi t for those who die prior to r e a c h i n g  age 65 
Has b e e n  in cluded in the S ena te State Affairs  C o m m ittee  
substi t u t e  for SB 56.



available to a p erson who turns 65 in the year in question. The 

bill uses the annuity  available to a 65-year-old because that 

annuity is the smallest available (among those who have re ceived 

the m a x i m u m  possible c r e d i t s ) . A 75-year-old w i t h  the identical 

contri b u t i o n  of a 65-year-old w i l l  receive a larger annuity 

because  his life expectancy  is shorter, and his capital will be 

returne d faster. Thus, some Alaskans w i l l  receive more than the 

target amount during the early years of the program, and no 

elderly Alaskans (with full participation) will receive less.

6. R e s i de ncy Q u e s t i o n s . The bill has no residency r e­

quirements for rec eipt of annuity payments. Per manent fund 

dividends are, of course, only avai lable to Alaska residents —  

so that an individual must be an A l a s k a n  to contribute to an 

annuity account. 1 2 /

7. Federal Income T a x  C o n s i d e r a t i o n s . Currently, both the 

p e r m a n e n t  fund dividend, and the ALB, are taxable as ordinary 

income u n d e r  the Internal Reve nue Code. The committee engaged 

tax counsel to determine w h e t h e r  the •result w o u l d  be any 

d i f f erent under the committee bill. Specifically, the committee 

a s k e d  w h e t h e r  a p e r s o n  will be taxable on the cash he could have 

r e c e i v e d  as a d i v i d e n d  even though, u n d e r  the n e w  program, he is 

only credited w i t h  the right to receive a future annuity from the 

state. Counsel a d v ised the committee that, because the annuity

1 2 / The longevity bonus program w i l l  still require that an 
individual be a o n e -year  resident to receive a bonus.



p r o g r a m  is unique, there is no legal p r e c e d e n t  w h i c h  provides 

definite answer.

B ased on analogous federa l tax authorities, tax counsel  

believes that a crucial f actor in d e t e r m i n i n g  w h e t h e r  or not an 

A l a s k a n  receiving an a n n u i t y  credit w i l l  a v o i d  cur rent federal

income taxation is the a mou nt w i t h  w h i c h  the legislature

"front-loads" the a n nuit y credit in the y e a r  the credit is 

granted. If the l e g i s l a t u r e  provides a s u b s t a n t i a l  f r o n t - l o a d  to 

the annui ty credit for a p a r t i c u l a r  year, an A l a s k a n  r e c e i v i n g  a 

credit that year s hould n o t  be subject to tax u n t i l  annuity

payments are a c t u a l l y  m a d e  on retirement. However, if the 

legislature p r o v i d e s  little or no f r o n t - l o a d i n g  in a p a r t i c u l a r  

year, there w o u l d  be a s u b s t a n t i a l  r i s k  that those receivir 

annuity credits w o u l d  be t a x a b l e  i m m e d i a t e l y  on the amount o' 

cash they could h a v e  e l e c t e d  in lieu of the credit.

T a x  counsel also a d v i s e d  the c o m m i t t e e  that available

prece d e n t  does n o t  p r o v i d e  firm g u i d a n c e  on the m i n i m u m

f r o n t - l o a d  n e c e s s a r y  to s u p port deferred tax t r e a t m e n t  of a n n uity  

credits. There is an e x a m p l e  in the IRS r e g u l a t i o n s  w h i c h

suggest that a f r o n t - l o a d  of 25Z or m o r e  of the a n n u i t y  credit 

w o u l d  be sufficient; however, tax counsel b e l i e v e s  that a lesser

a mount m a y  suffice. B e c a u s e  of this u n c e r t a i n t y ,  tax counsel

suggests that if the c o m m ittee p r o posal is enacted, it w o u l d  be 

in the state's b e s t  interest to obtain an a d v a n c e  ruling from the 

In t er nal R e venue  S e r v i c e  on the question.
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The uncertaint y surrounding the tax status of ann uity

credits, and the substantial risk of taxability w h e n

front-loading ends, did not w e i g h  heavily in the committee's

recommendation. This is because, at worst, Alaskans w o u l d  be

r equired to pay taxes on the amount of the di vidend just as they

do now. Moreover, the committee saw its job as finding an

alternative to the ALB progra m w h i c h  m e t  the basic goals

e xpressed in this report. It was not c h a r g e d  w i t h  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. A l l  interest income credited to indiviudal annuity

accounts would,, u nder current IRS regulations, be taxable only as 

it is p a i d  out after reaching age 65; and

2. F r o n t-loading credits w o u l d  not be currently taxable.

8. A n n u i t y  Credits Are Not a V e s t e d  R i g h t . The committee

bill provides that an individual does not receive a v e s t e d  or 

property right to an annuity payment until that p a y m e n t  is made. 

Funds m u s t  be a p p ropriated annually by the legislature fr om che 

annuity account to make annuity payments. A l t h o u g h  che clear 

legislative intent. of che bill is to provide annuity payments to 

chose who h a v e . partic i p a t e d  • in the program, the committee bill 

neither binds future legislatures nor creates a de dicated fund. 

Thus, the legislature may legally appropriate annuity funds for 

any public purpose. A n  individual's right to an annuit y payment
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p r i o r  co di spersal is an unfunded, u n s e c u r e d  promise of c! 

stace. Thus, a fucure a n n u ita nt is in no better legal positic 

chan any u n s e c u r e d  creditor of the state.

As a result, the bill is silent w i t h  regard to t! 

g a r n i s h m e n t  of a n n u i t y  credits. P r i o r  to a n nuity payments, the: 

is n o t h i n g  to g a r n i s h  or attach, nor anything that' can proper, 

b e  r e g a r d e d  as "income" or an "asset."

9. P r o t e c t i o n  of Ala sk a ' s  E x i sting E l d e r l y . As not' 

p r evi ously, persons who r e a c h  the age of 65 before 1986 w i l l  n  

be r e q u i r e d  to forego their p e r m a n e n t  fund dividend in order 

r e c e i v e  a $250 per m o n t h  L o n g e v i t y  Bonus, inflated 37. annuall 

T h e  c o m m i t t e e  d e c i d e d  to integrate this aspect 

" s t a i r - s t e p p i n g "  b e c a u s e  it c o n c l u d e d  that m a n y  retired Ale 

h a v e  come to r e l y  u p o n  b o t h  the A L B  and the permanent  

dividend, a n d  —  since they are n o w  r e t i r e d  —  w o u l d  be unable 

m a k e  a d e q u a t e  arrangements to m i t i g a t e  the impact of an a b r u  

d e n i a l  (or reduction) in e i t h e r  payment.

U n d e r  last session's H o u s e  bill, those who had reached tl 

age of 60_ b e f o r e  1986 w o u l d  have r e c e i v e d  a full ALB for life 

a l t h o u g h  the a mo unt of that bonus w o u l d  not be increased 

f u t u r e  years. The com mittee c o n s i d e r e d  and rejected the opti 

of e x t e n d i n g  this p r o t e c t i o n  to 60-year- olds for three reasons,:

1. A s s u m i n g  a r e t i r e m e n t  age of 65, those under that a 

w i l l  have 1-5 years to m a k e  n e c e s s a r y  arrangements to accommoda 

e i t h e r  the loss of a cash dividend, or incremental reductions 

the A L B  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 a cash dividend, that "expectancy" is more

immediate, and more critical, for e x i sting retirees;

2. Exe mpting 60-year-olds f r o m  the A LB reduction of the 

committee bi ll w o u l d  not simply p o s tpone the inevitable, financial 

d i s p arity b e t ween two groups of A l a s k a n s  -- it w o u l d  aggravate 

it. U nder the House bill, the first r e d u c tion in payments w o u l d  

occur in 1991. B e c ause of the g r o w t h  in the "maxi m u m  p o s sible  

annuity" by that time, the initial difference in m o n t h l y  ALB

payments between an exempt recipient, a n d  a no n-exempt recipient

who did not forego his dividend, w o u l d  be $67.21 per month.

Conversely, unde r the committee bill, differ e n t i a l  payments w i l l  

b e g i n  in 1986, and will  initially be $11.92 per month. The 

committee felt that if some smaller differential were felt 

immediately, the n e e d  to b e g i n  p a r t i c i p a t i o n  in the p r o g r a m  n o w  

w o u l d  be m o r e  apparent to n o n - e x e m p t  recipients. In other words, 

immediate " s ta ir-stepping " m a y  w e l l  encourage higher a n nuity  

participa tion, w h i c h  in turn will reduce  the actual diffe r e n t i a l  

treatm ent b e t wee n exempt and n o n - e x e m p t  recipients; and

3. The ALB p r o g r a m  cannot go on forever. .Indeed, it has 

b e e n  a goal of the committee to develop a proposal w h i c h  phases 

out gener al fund obligations near the turn of the century -- w h e n  

oil revenues are p r e d i c t e d  to d r a m a t i c a l l y  decline. If the bill 

w e r e  to protect existing 60-year-olds, the committee projects 

that the state w o u l d  still be making genera l - f u n d  ALB payments of
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$74.9 m i l l i o n  in che year 2000, and g e neral fund cbligac  

w o u l d  noc end uncil Che year 2029. Moreover, exte n d i n g  cl 

bill's p r o c e c t i o n  co 60-year-olds w o u l d  ccsc an ad dici o n a l  $31 

m i l l i o n  over che life of che program. In drawing che necessai 

d i v iding line b e c w e e n  chose w h o  can conti nue to receive che ful 

b e n e f i t s  of existing law, and those who cannot, eccnorai 

f e a s i b i l i t y  plays an a ppro priate role. For the reason

above-stated, the committee b e l i e v e s  that the line is best draw, 

at age 65.

10. P o s s i b l e  P a r t i c i p a t i o n  R a t e s . The committee attemptec 

Co estimate likely p a r t i c i p a t i o n  rates for the legislation's

a n n uity program. Currently, p a r t i c i p a t i o n  rates in certain 

v o l u n t a r y  e m p l o y e e  re tire m e n t  plans e x c e e d  50Z. T here z 

however, d i ffe rences b e t w e e n  those plans, a n d  the annuity progr 

e s t a b l i s h e d  by the committee's bill. U n d e r  m o s t  employee plans, 

c o n t r i b u t e d  funds can be w i t h d r a w n  u p o n  termination, or in case 

of s u b s t a n t i a l  hardship. U n d e r  the c o m m i t t e e  bill, however, no 

benefits can a c c r u e  u n t i l  retirement. Additionally, high 

p a r t i c i p a t i o n  rates in employee plans are, in large part, a

f u n ction of i n t e n s i v e  edu ca t i o n a l  efforts w h i c h  cannot be 

d u p l i c a t e d  on a s t a t ewide basis —  p a r t i c u l a r l y  in Alaska. 

Finally, p a r t i c i p a t i o n  rates for employee plans m a y  be irrelevant 

in p r e d i c t i n g  p a r t i c i p a t i o n  by the jobless and very poor.

On the o t h e r  hand, w i t h  front loading, m a t c h i n g  

c o n t ributions w h i c h  part icipants receive m a y  be, at least for

older Alaskans, s u b s t a n t i a l l y  m o r e  than t y pical  m a t c h i n g  payment
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by employers. A d d i t i o n a l l y , under any employee plan, an employee 

must dedicate a p o r t i o n  of his or her regular m o n t h l y  salary -- 

each dollar of w h i c h  may already have been b u d g e t e d  for regular 

family needs. The permanent fund dividend, on the other hand, is 

an irregular source of income w h i c h  (for some Alaskans) is not a 

component of the regular family budget, and hence more readily 

d i s p o s a b l e .

G iven these differences, and the un ique nature of the 

annuity p r o g r a m  establishe d by this bill, the committee does not 

believe that any meani n g f u l  projection, or even range of 

projections, can be provided.

If p a r t i c i p a t i o n  rates are v e r y  high, by the year 2 ^ 1  state 

O ld A g e  A s s i s t a n c e  payments m a y  be substa n t i a l l y  decreased. 

Indeed, it is conceivable that a succes sful annuity, p r o g r a m  could 

v i r t u a l l y  elim inate the nee d for old age w e l f a r e  payments. For 

example, b y  the year 2Q10, every e l d e r l y  A l a s k a n  who has fully 

p a r t i c i p a t e d  in the p r o g r a m  w i l l  be r e c e i v i n g  a m o n t h l y  annuity 

of $1,047.88.

On the other hand, if p a r t i c i p a t i o n  is v e r y  low, the state 

m a y  e xperience incr eased old age ass istance obligations as the 

residua l longevity bonus phases out.

The only w a y  to guard against future increases in OAA 

clientele is either to m a i n t a i n  the existing A L B  p r ogram -- an 

o p t i o n  w h i c h  the committee believes is c o s t - p r ohibitive  -- or 

convert the ALB itself into a fo rm of welfare. Other options 

studied  (including stairstepping) w o u l d  not simply threaten, but
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inevitably Lead to h igher OAA obligations. The committee bill, 

on the other hand, offers A l a ska's future elderly at least the 

o ppor tunity to u l t i m a t e l y  avoid the n e e d  for OAA assist ance -- an 

o p p o r t u n i t y  w h i c h  at least some A laskans will accept. In other 

words, even w i t h  m o d e s t  levels of participation, the result w o u l d  

be be tter than u n d e r  " s t a ir-stepping ."

11. Imnact U n o n  E l i g i b i l i t y  For Old Age A s s i s t a n c e  and 

M e d i c a i d .

If an eld erly A l a s k a n  earns $586 or less per month, he or 

she is eligible to r e cei ve feder al Suppl emental Se curity Income 

a nd/or state O l d  Age Assistance. There are c urrently some 2,450 

elderly recei v i n g  this assistance, and the average benefi t is 

$240 p er month.

E l derly who are eligible for O A A  are also eligible for 

Medicaid. M e d i c a i d  benefits are a c c e s s e d  by almost half of the 

O A A  recipients, and the average n on-nur sing home benefit is 

$2,500 per year.

If an e l d e r l y  A l a s k a n  earns less than $900 per month, he or 

she is eligible for n u r s i n g  home benefits under Medicaid. These  

benefits are subs ta n t i a l  —  a v e r a g i n g  $135 per day, or $50,000 

per year for each individual.

U n t i l  1984, and by v i rtue of a specific exclusion in federal 

law, ALB payments did not count as "income" in determining 

e l i g i b i l i t y  for SSI or Medicaid. See 42 U.S.C. 

§1982a(b)(2)( B ) . However, w h e n  the ALB p r o g r a m  was changed in
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1984, Congress also a m e n d e d  che e x c l u s i o n  Co procecc only chose 

w h o :

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

and

2. have 25 years of continuous r e s i dency in A l a s k a  by chat

d a t e .

This change in federal law has h a d  the following effect on 

the SSI, OAA and M e d i c a i d  e ligib i l i t y  in Alaska;

1. Some 750 current recipients of O A A  w i l l  experience a 

loss or reduction in benefits b e c a u s e  they are n o w  eligible cc 

receive the ALB, but fall outside the a m e n d e d  federal exclusion. 

T hese individuals h ave not, however, s u f f e r e d  a net loss in cash 

benefits, since ALB payments h a v e  m e r e l y  r e p l a c e d  previous 

OAA/SSI payments. W h i l e  t h e s e  individuals are the subject of 

discrimination, since they cannot r e t a i n  b o t h  their A L B  and their 

previous OAA/SSI benefits (as can long-time A l a s k a n s ) , that 

d i s c rimination is solely the produ ct of federal, law. If the 

state u n d e r t o o k  to cure this d i s c r i m i n a t i o n  by replacing lost 

federal SSI benefits, $1.4 m i l l i o n  w o u l d  be r e q uired for FY 1986.

2. Some 314 of the 750 a f f e c t e d  OAA/SSI recipients w i l l

also lose n o n-nursing home M e d i c a i d  coverage -- a benefit w h i c h

averages $2,500 per year. This is a substantial loss w h i c h  is 

not c omp ensated for by the ALB program. The amount of lost 

federal M e d i c a i d  benefits to these 314 individuals is only 

$413,847 for FY 1986. The state c o u l d  therefore compensate for 

these lost federal benefits at r e l a t i v e l y  small cost.
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3. The m o s t  s ub stantial impact of the recent f e d eral 1 

c hange is u p o n  n u r s i n g  home patients. 36 elder ly A l a skans who 

are c u r r e n t l y  in n u r s i n g  homes m a y  lose their M e d i c a i d  nursing  

home c o v erage as a result  of this change. To pay these 

individuals' n u r s i n g  home costs e n t i r e l y  t h rough state funds 

w o u l d  r e q u i r e  a $720,0 00 a d d i t i o n a l  a p p r o p r i a t i o n  in FY 1986.

The c o m m it tee b i l l  neither allev iates nor aggrevates the 

p r o blems a s s o c i a t e d  w i t h  O A A / S S I  b e n e f i t  reductions, or 

r e d u c t i o n s  in n o n - n u r s i n g  home M e d i c a i d  payments. Unless the 

l e g i s l a t u r e  w e r e  to adopt a n e e d s - b a s e d  ALB program, v i r t u a l l y  

a n y  o p t i o n  w h i c h  the legisl a t u r e  m ight  chose w o u l d  leave the 

a f f e c t e d  e l d e r l y  in the same p o s i t i o n  as u n d e r  current law. 1 3 /

T h e  c o m m itt ee p r o p o s a l  would, however, p r o b a b l y  benefi 

e x i s t i n g  n u r s i n g  h o m e  residents. U n d e r  the bill, person' 

r e s i d i n g  in a n u r s i n g  home are i n e l i g i b l e  to rece ive the ALB. 

This exclusion, the c o m m ittee  believes, is consistent w i t h  and 

fu r th ers the intent of the A L B  program. Its effect is to benefit 

e x i s t i n g  n u r s i n g  hom e r e s i dents w h o  w i l l  lose access to the $250 

a m o n t h  ALB, but at the same time w i l l  r e t a i n  their e ligi bility  

for $50,000 per y e a r  n u r s i n g  home payments.

1 3 / U n d e r  c u rrent f e d e r a l  law, p a y ments w h i c h  are p r e d i c a t e d  on 
n e e d  are not c o u n t e d  as "income" for fede ral assistance purposes. 
Thus, the means test p r o p o s a l  d i s c u s s e d  earlier m a y  avoid the 
p r o b l e m s  d i s c u s s e d  in this s e ction -- assuming that federal 
o f f i c i a l s  w e r e  w i l l i n g  to treat a $25,000 income limit as truely 
d i f f e r e n t i a t i n g  the "needy" from the "non-needy."

-3 4 -



12. Coses of Various ALB A l t e r n a t i v e s . The committee has 

estimated the costs of various alternatives. A l t h o u g h  p o p u l a t i o n  

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

to predict, several of the alternatives s t udied  —  including the 

stair-s tepping approach and the means test proposal  -- envis ion  

general fund expenditures well into the next century. The 

committee felt that it was p a r t i c u l a r l y  imp ortant to at least 

estimate costs b ey ond the year 2000 for two reasons.

First, it has been a goal of the committee to develop a 

p r o g r a m  w h i c h  phases out general obligations after the turn of 

the centur y —  w h e n  oil revenues are p r o j e c t e d  to d r a m a t i c a l l y  

decline. Estimating post-2000 expenditures is thus p a r t i c u l a r l y  

i m p o r t a n t .

Second, some-options envision higher immediate investment in 

r eturn for. lo wer long term obligations. Others involve smaller  

n e a r - t e r m  expenditures —  an att ribute w h i c h  is paid for in the 

years to come. A  fair comparison, then, can only be m a d e  by 

looking at total expenditures over the life of each alternative.

Chart 1 indicates the costs of making- continued ALB payments 

un d e r  four alternatives. This chart assumes that -- w h a t e v e r  

p r o g r a m  is chosen -- an e scalatio n in the ALB p a yment  w i l l  be 

made as the years go by. As the chart indicates, the cost of 

continuing the current, expanded A L B  p r o g r a m  is prohibitive. The 

second option, the "Annuity Program," reflects the committee bill 

w i t hout g r a n d fathering  Alaska's existing elderly. Under this

I
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option, in order to receive the target amount, existing eLce. 

w o u l d  be r e q u i r e d  to forego their p e r m a n e n t  fund d i v i d e n d s .

The third option -- the "Annuity  P r o g r a m  w/1986 

Stairs tep" —  reflects the ALB costs of the committee bill 

itself. The "Stairstep" approach refers to last session's 

legislation, w h i c h  w o u l d  begin stair-step ping in FY 1991. 

Finally, projec t i o n s  on the means test proposal w h i c h  assume 

e s c a l a t i o n  have not b e e n  run.

A s s u m i n g  that the legislature provides a 3Z per annum 

i ncrease in the A L B  payment, the ALB costs of the options 

c o n s i d e r e d  are as follows:

Chart 1

A L B  COSTS T H R O U G H  2034 
W I T H  3Z E S C A L A T O R  (in millions)

Nominal $ Constant  $ Present
Value 14/

Current L a w 13,087 2,501 1,393
A n n u i t y  P r o g r a m 964 605 496
A n n u i t y  P r o g r a m

w / 1 9 8 6  S tairstep 1,290 735 584
Stairstep 1,455 745 577
M eans Test N / A N / A N /A

14/ The term " N o m i n a l  S" is self-explanatory. The tern 
C o n s t a n t  $" refers to costs e x p r e s s e d  in 19S6 dollars -- 
a s s u m i n g  67. a nnual inflation. The term "Present Value" refers to 
the amount of m o n e y  which, if i n v ested now, w o u l d  endow the 
v a rio us options t h r o u g h  the duration  of each.
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Conversely, if the legislature h e l d  the amount of che ALB 

constant over the years instead of p r o v iding a regulator 

escalator, the ALB costs of the o ption w o u l d  be:

Chart 2

ALB COSTS T H R O U G H  FY 2034 
W I T H O U T  E SCALATION  (in millions)

Nominal $ C o n s t a n t  S Present Value

Current L a w  5,419 1,391 880
A n nuity P r o g r a m  619 432 369
A n nuity P r o g r a m

w/1986 Stairstep 864 539 444
Stairstep 1,040 586 470
Means Test 3,199 945.9 634.9

In a d d i t i o n  to the general fund costs of (1) continuing the 

current A L B  for existi ng recipients, and (2) providing a 

gradually r e d u c e d  A L B  for n e w  recipients, the committee bill 

envisions that individual a n nui ty accounts w i l l  be "front loaded" 

w i t h  funds drawn f r o m  the earnings of the u n d i s t r i b u t e d  income 

account of the A l a s k a  p e r m a n e n t  fund.

E s t i m a t i n g  the costs of "front loading" is a three step 

process. First, the committee a s sumed that the legislature would  

provide suffic i e n t  front loading to a l l o w  those 35 and younger to 

receive a $50 base supplement, and those over 35 to receive a 

supplement w h i c h  is increased 10Z for each year of age up to 65. 

Second, the committee assumed that p a r t i c i p a t i o n  rates would be 

v e r y  low in y o ung er Alaskans, and e x t r e m e l y  h i g h  for those older 

Alaskans r e c e i v i n g  the greatest front-loading. The cost of 

"front load payments" under those assum ptions -- w i t h  and without
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che grand f a t h e r i n g  of existing recipie nts are r e f l e c t e d  ir

Chart 3.

Finally, the e ff ect of front loading is to more r a p i d l y

reduce the "target" ALB, and hence re duce general fund

obligations. Thus, the net cost of any front loading m u s t  be

o f fse t by "ALB savings," w h i c h  are also r e f l e c t e d  in Chart 3:

Chart 3

EFFECT  OF 3 -YEAR F R O N T  L O A D I N G  
(in millions)

No minal $ C o n s t a n t  $ P r e s e n t  V alue

A n n u i t y  P r o g r a m  (32! Esc.)

F r o n t - L o a d  Payments 113 101 96
(ALB Savings) (126) (69) (31)

N e t  Cost (Savings) '(13) ~ 3 T” 65

An n u i t y  P r o g r a m  (No Esc.)

F r o n t - L o a d  Payments 113 101 96
(ALB Savings) (91) (57) (46)

Net Cost (Savings) 22 44"' 50

A n n u i t y  & 1986 S t a i rstep (37. Esc.)

F r o n t - L o a d  Payments 79 71 67
(ALB Savings) (82) (41) (31)

Ne t  Cost (Savings) (3) 30 36

A n n u i t y  & 1986 S t a i rste p (No Esc.)

F r o n t - L o a d  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

pa r t i c u l a r  p r o g r a m  can then be a d d e d  (or subtracted) from the

a p p r o p r i a t e  column of Charts 1-2. F r o m  that exercise, it is
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apparen t that front loading does not materi a l l y  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 p o r tion will apply for state 

O l d  Age Assistance. As noted previously, a number of current ALB 

recipients are apparently eligible for O A A  ar.d M e d i c a i d  but have 

n ot a p plied because of the bonus. The re is thus a segment of 

Alaska's elderly who are now eligible for OAA and Medicaid, and 

w h o  m ight apply for benefits under those programs if the ALB were 

denied.

It is difficult to predict the n umber of elderly w h o  would

ac t u a l l y  turn to state w e l f a r e  assistance if and w h e n  the ALB

p r o g r a m  w e r e  terminated. Currently, one out of every 2.65 

i n c o m e-eligibl e ALB recipients actu ally applies for OAA. Under 

the "moderate low" scenario of Chart 4, one half of those elderly

w o u l d  apply for OAA. Under the "moderate high" scenario,

two-thirds of the eligible elderly w o u l d  apply for assistance

once che bonus p r o g r a m  were terminated. Cumulat ive costs, 15/

• _ 
in increased O A A  and M e d i c a i d  benefits, through the year 2010

u n d e r  these two scenarios are as follows:

1 5 / The erst estimates in Chart 4 should be viewed as 
s u b s t a n t i a l l y  eqivalent to constant 1986 dollar estimates. 
A l t h o u g h  they are technically nominal dollars, they assume no 
increase in OAA or M e d i c a i d  benefits as the years go by. If one 
assumes that O A A  and M e d i c a i d  benefits keep close pace with  
inflation, these estimates w o u l d  then better reflect constant
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Chart: 4

I N C R E A S E D  C A A / M E D I C A I D  COSTS T H R O U G H  2010 
(in millions)

M o d erate L o w  Moderate H i g h

81.3 150.2

It is p o s s i b l e  that i n c r e a s e d  O A A  costs w o u l d  also result 

from the c o m m i t t e e  bill. Although, under the bill, the ALB is 

g r a d u a l l y  p h a s e d  out, rather than abruptly terminated, those new 

elderly who h a v e  not p a r t i c i p a t e d  in the a n n u i t y  p r o g r a m  nay

e vent ually fin d themselves in n e e d  of welfare assistance. The

degree of that problem, of course, is a function of p a r t i c i p a t i o n  

rates —  w h i c h  are d i f f icult to determine. However, b e c a u s e  —  

u n d e r  the c o m m i t t e e  b i l l  —  the A L B  is phased out, rathe r chan 

ab r u p t l y  terminated, 1 6 / and b e c a u s e  a p o r t i o n  of Alaska's

po p u l a t i o n  w i l l  p a r t i c i p a t e  in the annuity program, the committe e  

believes that -- e v e n  w i t h  low p a r t i c i p a t i o n  rates -- che impact 

of the bill u p o n  old age a s s i s t a n c e  programs is likely to be less 

severe than u n d e r  the s t a i r s t e p p i n g  approach.

Finally, the committee looked at the cost o f  various options 

after 1999. As n o t e d  previously, it has b e e n  a goal of the

dollar costs.

1 6 / Thus u n d e r  stairstepping, a p e r s o n  turning 65 in 1991 w o u l d
receive no A L B  whatsoever. O n  the other hand, u n d e r  che
committee bill, a p e r s o n  turning 65 in 1991, and who has not
p a rti cipated in the a n nuity program, will still receive a
longevity bonus of $222.61 per month.
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committee to develop a longevity bonus p r o g r a m  in w h i c h  general  

fund obligatio ns w o u l d  be minimized- as oil revenues declined. 

Chart 5 indicates the cost of stairstepping, the means test 

proposal and  the annuity p r o g r a m  w i t h  and with out stairstepping, 

which w o u l d  be incur r e d  in the 21st century:

Chart 5

COSTS INCURRED AFT ER Y E A R  1999 
(in millions: N o m i n a l  $)

3 Z E s c a l a t i o n
Annuity P r o g r a m  69.9
Annuity P r o g r a m

w/1986 Stairstep 285.3
Stairstep 588.3
Means T e s t  N/A

No E s c a l a t i o n
Annuity P r o g r a m  0
Annuity  P r o g r a m

w/1986 Stairstep 128.4
Stairstep 291
Means T e s t  2,486.2

The B e n e f i t  Concept's P r o pos al

The committee investi gated an a p p r o a c h  proposed by Benefit 

Concepts, Inc. and K i d d e r  Peabody & Co., Inc. The propos al is 

e ssent i a l l y  an i nvestment program for endowing the longevity 

bonus program. T h a t  is, a substantial inves tment (approximately 

$350 mi llion) w o u l d  be made in the i n i t i a l  years of the program, 

and the r e t u r n  from that investment is estim ated to be sufficient



to make the declining longevity bonus payments r e q u i r e d  under the 

committee's a n n u i t y  approach. 1 7 /

Benefit Concepts proposes that che state invest in single 

pr e m i u m  w h o l e  life insurance policies (SPL's) taken out on 

Alaska's elderly. The state w o u l d  be the o w n e r  and be nefi c i a r y  

of the policies. Benefit Concepts' proj ec t i o n s  indicate that 

this type of investme nt w o u l d  be superior to o t h e r  options which 

they believe w o u l d  be a ppropriate for such an invest m e n t  plan, 

such as g u a r a n t e e d  investment contracts (GIC's), corporate bonds 

or govern m e n t  securities.

The B e n e f i t  C o n ce pts proposal was a n a l y z e d  b y  che actuarial 

firm of J o h n s o n  & H i ggins at the committee's request. That firm 

concl u d e d  that (1) the costs of the p r o g r a m  m a y  be u n d e r s t a t e d  

w h e n  c o m pared w i t h  data u s e d  b y  0MB (see footnote); (2) should 

the state c o n s i d e r  "endowing" the ALB program, it s h o u l d  not 

limit its choices to the low ri sk alternative s considered by

1 7 / Subject to a v a i l able funds, the state c o u l d  "endow" any 
p r o g r a m  b y  i n v e s t i n g  e nough cash to p r oduce the revenue to pay 
the costs of the program. Indeed, the c o ncept of "endowment" is 
implicit in the " p r esent value" calculations m a d e  by the Office 
of M a n a g e m e n t  and B udget for the longevity bonus alternatives 
analyzed. T w o  points deserve attention. First, in order to 
avoid d e d i c a t e d  fund problems, the income from any such 
investment w o u l d  be d e p o s i t e d  in the g e n eral fund, and subject to 
a nnua l a p p r o p r i a t i o n  to pay p r o g r a m  costs. Second, the 
a ssumptions u s e d  by Benefits Concepts in m a k i n g  their cost 
estimates d i f f e r  in two important respects f r o m  the assumptions 
u s e d  by 0MB. B e n efit  Concepts u s e d  d i f f erent popula t i o n  
projections, and a s s u m e d  a different interest environment. Both 
these differences u n d e r s t a t e  the cost of their proposal when 
compare d w i t h  programs using 0MB estimates. The committee, 
therefore, cautions against direct cost comparisons.
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Benefit Concepts, but shou ld also examine other investment: 

options; and (3) the p r i m a r y  advantage of the SPL approach over 

other low risk investments is the s u bst antial tax advantage 

available to some insurance companies in p r o v iding this type of 

policy. Thet e tax advantages are u n d e r  s c r utiny  by the federal 

Treasury Department, and could w e l l  be elimi n a t e d  through 

revisions to the Internal Revenue Code in the- near future. It 

w o u l d  be likely that an ins urance c o m p a n y  w o u l d  insist on passing 

any tax changes through to the policy holder, thus removing the 

advantage of this type of investment.

The committee is u n a b l e  to m a k e  a f i r m  recommenda tion 

regarding this propo s a l  to the legislature but believes that the 

concept .may w a r r a n t  furt her c o n s i d e r a t i o n  by the state's 

financial e x p e r t s .

The Alaska P i o n e e r s 1 Home

On J u l y  30, 1984, G o v e r n o r  S h e f f i e l d  r e q u e s t e d  the committee 

to consider expanding its inquiry to include A l a ska' s Pioneers' 

Home Program. Because of time constraints, and the fact that the 

committee de veloped an a lternativ e to the ALB p r o g r a m  w h i c h  has 

no applic a t i o n  to the Pioneers' Home, the committee  was unable to 

consider alternatives to this p r o g r a m  in any depth.

The committee, however, shares G o v e r n o r  Sheffield's concerns 

over the program. Under AS 47.25.030, an individual must have 

resided in A l a s k a  for 15 conse c u t i v e  years, or 30 total years, in
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order to be eligible for admis s i o n  co che homes. Plainly, that 

r e quiremen t raises s ubstantial consti tutional questions.

To date, no one has filed suit over che Pioneers' Home 

e l i g i b i l i t y  requirements. It is this committee's r e c o m mendation  

that the legislature develop and consider alternatives to the 

exist i n g  resid ency requirements during this session. The 

p r e ssure and tension created by the Vest litigation has made it 

m o r e  difficult, over the past 2% years, to develop a sound 

r e p l a c e m e n t  for the ALB program. That experience need not, and 

should not be r e p e a t e d  for the Pioneers' Homes.

O n e  alternative for- r e p l acing the current residency  

requirements warrants note. The legislature may w i s h  to develop 

a p o i n t  syste m that w o u l d  de termine elig ib i l i t y  for Pioneers 

Ho m e  admissi on b a s e d  upon the hardship that w o u l d  be suffered ii 

the applicant  w e r e  forced to seek h o u s i n g  out of state. Location 

of home, family and friends w o u l d  all be relevant to assessing 

that hardship; yet hard and fast residency rules would be 

avoided.

Conclu sion

The u n d e r s i g n e d  members of the committee respec t f u l l y  

re c o m m e n d  that the legislature conside r and enact the a n n u i t y

■» t  •  t  •  _  1  •



c .  \

(/< ^usi________ (Qjla* 7
Senator Bill R a y / /  ulga T.^Sceger ^
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JAN 1 2 1S85

IN T H E  _______  3Y____________________________

________ BILL NO.

IN T HE LEGISLATURE OF T HE STATE OF ALAS K A  

FOURTEENTH LEGISLATURE - FIRST SESSION 

A  BILL

For an Act entitled: ""An A c t  amending the Longevity bonus p r o gram and the

p e r m anent fund d i v idend p r o g r a m  in order to establish 

an a n n uity program; and providing for an effective 

d a t e . "

BE IT ENACTED BY  THE LEG I S L A T U R E  OF THE STATE OF  ALASKA:

* Section I. FINDINGS AN D  PURPOSE. The legislature finds and d e c lares 

tnat

(1) it is in the p u blic interest to continue the longevity bonus

program. However, as o il reserves decline over the years, it will become

increasingly d i f f i c u l t  to provide the benefits o f  the longevity bonus 

pr o gram through the general fund. As a result, that program mus t  be phas e d  

out over the years;

(2) it is ap p r o p r i a t e  that individuals save for their own retire­

ment, and it i3 also a p p r opriate that the state es t a b l i s h  bot h  means and 

incentives for A l aska residents to set aside retirement funds. A c c o rding­

ly, it is a purpose of this legislation to create an annuity program, and 

to e n c o u r a g e  Alaskans to p a r t i cipate in that p r o g r a m  by a u t h o rizing general 

fund supplements w h ich w o u l d  result in annuity payments w h ich are larger 

than an individual c o u l d  e a r n  through p r ivate investment of the permanent 

fund dividend;

(3) m a n y  retired Alaskans have made their retirement plans in

reliance on  the a v a i lability of both the existing longevity bonus and the 

p e r m anent fund dividend. Accordingly, the legislature finds that it is

appropriate to continue both those programs for these individuals;
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(4) the m ost suitable source of funds for the a n n u i t y  p r o g r a m  

c r e a t e d  by this A c t  are those permanent fund earnings currently d i s t r ibuted 

a3 dividends. This A ct applies the annual p e r manent fund dividend of 

y o u n g e r  A l a skans to a n n uity accounts unless the individual alternatively 

elec t s  to r e c eive cash. In so doing, this A ct will promote wise 

stewardship of the p e r m a n e n t  fund by giving eac h  participant a d i r e c t  

f inancial s t ake in its l o n g - t e r m  profitability; and

(5) n e i t h e r  the longevity bonus program, nor the a n nuity program, 

s hou l d  be v i e w e d  as a form of welfare. Other state and federal programs

a re a v a i lable to m eet the basic n e c e s sities of life, and a m o unts received

by any individual under this A ct are not ca l c u l a t e d  o n  the basis of need.

* Sec. 2. AS 43. 23.005 is a m e nded to ,vead:

(c) A  parent, guardian, o r  other aut h o r i z e d  representative may 

c l a i m  a p e r m a n e n t  fun d  d i v idend o n  behalf of an u n e m a ncipated minor or 

on b e h a l f  of an inc o m p e t e n t  individual who is eligible to receive a 

d i v i d e n d  [PAYMENT] u n d e r  this section.

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

(d) A person w h o  is eligible to receive a p e r m anent fund d i v i­

dend  u n d e r  this section, or  w h o  i3 au t h o r i z e d  to claim a dividend on 

b e h a l f  of  a n o t h e r  u n d e r  (c) of this section, m ay elect to  receive cas h  

in lieu of  an a n n u i t y  share. Alternatively, a person m ay elect to 

receive n o t  less the m  25 p e r c e n t  of his d i v i d e n d  in cash and the 

re m a i n d e r  as an annuity credit. A  person exempt under AS 47.45.015(b) 

w i l l  a’.’tj m a t i c a l l y  *r;?«ive cash w i t h o u t  the n e c e s s i t y  of election.

* Sec. 4. AS 43.23.015 is amended to read:

Sec. 43.23.015. A P P L I CATION AND PROOF OF ELIGIBILITY. (a) T he 

c o m m i s s i o n e r  shall adopt regulations u n der the A d m i n i s t r a t i v e  

P r o cedure Act (AS 44.62) est a b l i s h i n g  the process for det e r m i n i n g  che 

e l i g i b i l i t y  of individuals for p e r manent fund dividends. T h e



c o m m i s s i o n e r  m a y  require an individual to provide proof of 

eligibility, and the comm i s s i o n e r  may use o t h e r  information available 

f rom other state d e p a r t m e n t s  or agencies to d e t e r m i n e  the eli g i b i l i t y  

of an  individual.

(b) The d e p a r t m e n t  shall prescribe a nd furnish an application 

form for c l a i m i n g  a p e r m a n e n t  fund dividend. The app l i c a t i o n  must 

contain a statement of eligibility and a c e r t i f i c a t i o n  of residency in 

substantially the following form:

1 c e r tify that

( ) I am a state resident on the d a t e  of this application 

and I have bean a state resident for at least six months immediately 

preceding the d ate of this application; or

( ) (name) , the individual on whose b e h a l f  I am applying, is 

a state resident and has bee n  a state resident for at least six months 

i m m e diately p r e c eding the dat e  of this application.

I u n d e r s t a n d  that a false c l aim o f  residency to obtain a 

p e r m anent .fund d i v i d e n d  for myself o r  for a n o ther is a criminal 

o f fense an d  that if c o n v i c t e d  I will forfeit future pe r m a n e n t  fund 

dividends and that I will lose or mu3t r e p a y  ail p e r m a n e n t  fund 

dividends that have bee n  credited or p aid to m e , including anv accrued 

i nterest in mv a n n u i t y  a c c o u n t , t understand that this p e n a l t y  is in 

addition to any c r i minal penalties imposed.

(signature of individual, 
parent, guardian', or other 
authorized representative)

(c) Exce p t  as p r o v i d e d  in id) of this section or as may be

provided b y  regulations adopted by the department, an individual must.

personally sign the application for p e r m a n e n t  fund dividends,



including the certification of r e s idency requi r e d  under (b) of this 

section.

(d) T he application and cert i f i c a t i o n  of residency of an 

u n e m a n c i p a t e d  individual u n d e r  18 y e ars of age or  of an incompetent 

individual m u s t  be signed by  the individual's parent, legal guardian, 

o r  other authorized representative.

(e) Xf a public a g e n c y  claims a cash [PERMANENT FUND] dividend 

o n  behalf of an individual under (i) of this s e c t i o n , the public 

agen c y  shall hold the d i v i d e n d  in t r ust for the individual. Money

h e l d  in trust under this subsection shall be invested by the 

com m i s s i o n e r  in accordance w i t h  AS 37.10.070.

(f) A  minor or an i n c o m petent individual m ay not m a i n t a i n  a 

c l a i m  a g a inst the 3tate or  any o f f i c e r  or e m p l o y e e  of the state base. 

e i t h e r  o n  the manner in w h i c h  the parent, guardian, or authorize, 

repr e s e n t a t i v e  other than a p u blic a g e n c y  of the state m a n a g e d  or 

d i s p o s e d  of permanent fund dividends received on  b e half of the m i nor 

o r  i n c o m p e t e n t , or any e l e c t i o n  made o r  not made on that individual's 

b e half u n der AS 4 3 . 2 3 . 0 0 5 ( d ) .

(g) If an individual is a g g r i e v e d  by a decision of the 

de p a r t m e n t  determining the individual's e l i g i b i l i t y  for a pe r m a n e n t  

fund d i v i d e n d  or the i n d i v i d u a l ' 3 authority to c l a i m  a p e r m anent fund 

di v i d e n d  on behalf of another, the individual may appeal that decision 

to the superior court in accordance w ith AS 44.62.560. An appeal 

u n d e r  thi3 section does n o t  entitle the ag g r i e v e d  individual to a 

trial de novo. The a p peal shall be based on the record of the

a d m i n istrative proceeding f r o m  w h ich appeal is taken and the scope of

the appeal is limited to matters c o n t a i n e d  in the record of the

a d m i n istrative proceeding.



(h) The p e n alty and e n f o r c e m e n t  provisions of AS 43.23.035 a p p l y  

to an individual w h o  claims a permanent fund d i v i d e n d  on behalf of 

another.

(i) The permanent fund d i v idend application form shall be o re- 

p a r e d  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 a m e n d e d  to read:

Sec. 43.23.035. PENALTIES AND ENFORCEMENT. (a) In addition to 

any criminal penalties i m p osed by state law, if an individual is 

c o n v i c t e d  of a crime in c o n n e c t i o n  w i t h  a false statement made in a 

c e r t i f i c a t i o n  r e q uired u n d e r  AS 43.23.015, and the conviction is n o t  

reversed, that individual forfeits all p e r m anent fund d i v i dends 

c r e d i t e d  o r p a i d , together with any additional credits to his a n n u i t y  

a c c ount and is not eligible for a future pe r m a n e n t  fund dividend.

(b) If the c o m m i ssioner d e t e rmines that a cash (PERMANENT FUND) 

d i v i d e n d  should not have b e e n  c l a imed b y  or paid to an individual, the 

c o m m i s s i o n e r  m ay use all c o l l e c t i o n  pr o c e d u r e s  or  remedies a v a i l a b l e  

for c o l l ection of taxes u n d e r  thi3 title to recover the payment of a 

p e r m a n e n t  fund dividend tha t  w a s  i m p r operly made. A  notice of an 

improperly paid dividend m u s t  be sent to the individual within 10 

y e ars a f t e r  the improper payment. If noti c e  is not sent within the 

10-year period, proceedings ma y  not be c o m menced in c o u r t  for recovery 

of the improper payment.

(c) If the com m i s s i o n e r  d e t e rmines that a permanent fund 

d i v i d e n d  should not have been c r e d i t e d  to an individual's a n n u i tv

account, the commissioner m av after notice and ODoortunitv for

hearinq, direct the com m i s s i o n e r  of administration to debit the

individual 's annuity account for the amount wronclv credited. If the



c r e d i t  is the fau l t  o f  the i n d i v i d u a l ,  the d e b i t  m u s t  be m a d e  w i t h i n

10 vears. If the credit is the fault of the state, the d e b i t  m u s t  be 

made w i t h i n  three years.

Sec. 6. AS 43.23.055 is a m e n d e d  to read:

Sec. 43.23.055. DOTIES OF T H E  DEPARTMENT. T h e  de p a r t m e n t  shall

(1) a n n ually (PAY P E R M A N E N T  FUND D I V I D E N D S  FROM T H E  DIVIDEND 

FUND] make payments to e x e m o t  individuals u n d e r  AS 4 7 . 4 5 . 0 1 5 fb) and 

those w ho e l ect cash under AS 4 3 . 2 3 . 0 0 5 ( d ) ;

(2) a d opt regulations u n d e r  the Admin i s t r a t i v e  Pr o c e d u r e  Act 

(AS 44.62) that e s t a blish p r o c e d u r e s  a n d  time l i mits for c l a i m i n g  a 

permanent fund d i v idend or for m a k i n g  election u n d e r  AS 4 3 . 2 3 . 0 0 5 ( d ) ; 

the d e p a r t m e n t  shall set the time limit for a p p l i c a t i o n s  for p e r m anent 

fund d i v i d e n d s  so that the n u m b e r  o f  eligible a p p l i c a n t s  is de t e r m i n e d  

by O c t o b e r  1 of the year fo r  w h i c h  the d i v i d e n d  is d e c l a r e d  and
I

permanent fund d i v idends for a y e a r  are paid b e f o r e  A p ril 30 of the 

year fo l l o w i n g  the year;

(3) a d o p t  regulations u n d e r  the A d m i n i s t r a t i v e  P r o c edure Act 

(AS 44.62) that e s t a b l i s h  p r o c e d u r e s  and time limi t s  for an individual 

upon e m a n c i p a t i o n  or upon r e a c h i n g  majority to a p p l y  for p e r m anent 

fund d i v i d e n d s  n ot credited o r  r e c e i v e d  during m i n o r i t y  b e c a u s e  the 

parent, guardian, or o t her a u t h o r i z e d  r e p r e s e n t a t i v e  did no t  apply on 

behalf of the individual; (AND]

(4) a s s i s t  r e s i dents of the state, p a r t i c u l a r l y  in rural 

areas, who b e c a u s e  of language, disability, o r  i n a c c e s s i b i l i t y  to 

public t r a n s p o r t a t i o n  nee d  a s s i s t a n c e  to establish e l i g i b i l i t y  and to 

apply for p e r m a n e n t  fund d i v i d e n d s ; and

(5) provide the c o m m i s s i o n e r  of a d m i n i s t r a t i o n  w i t h  

information n e c e s s a r y  to m a i n t a i n  individual a n n u i t y  account r e c o r d s

and a d m i n i s t e r  the annuity orccram.



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

Sec. 43.23.065. EXEMPTION OF PERMANENT F U N D  DIVIDENDS. (a) 

Fifty p e r c e n t  of a cash payment received under AS 43.23.005(d) [THE 

ANNUAL P E R M A N E N T  FUND DIVIDEND PAYABLE TO AN INDIVIDUAL) is exem p t  

from levy, execution, garnishment, attachment, or  a n y  other remedy for 

the collectio/i of debt. This exemption a p p l i e s  to an eligible 

individual's p e r m anent fund divident.' both before a n d  after p a y ment is 

made to the individual. An exemption i3 not a v a i l a b l e  under this 

section for ca3h payments [PERMANENT FUND DIVIDENDS) taken to satisfy

(1) c h i l d  support o b l i g ations required by court o r d e r  or d e c ision of 

the c h i l d  support e n f o r cement agency under AS 4 7 . 2 3 . 1 4 0  —  47.23.220;

(2) a d e b t  owed by an e l i gible individual to an a g e n c y  of the state, 

unless the debt is c o n t e s t e d  and an appeal is p e n d i n g ,  or the time 

lim.it f or filing an appeal has not expired, o r  (3) court o r d ered 

restitution u n der AS 12.55.045 —  12.55.051 or AS 1 2 . 5 5 . 1 0 0 . A  child 

support o b l i g a t i o n  u n d e r  (1) of this section has p r i o r i t y  over a debt 

owed to an agency of the state, and a permanent f u n d  dividend m a y  not 

be t a k e n  to satisfy a d ebt under (2) of this s e c t i o n  until any p o r tion 

of the d i v i d e n d  n e c e ssary to satisfy a child s u p p o r t  obl i g a t i o n  has 

been taken.

(b) W h e n  an individual owes a oast due debt d e s c r i b e d  in (a) (1) of

this section, the de p a r t m e n t  shall require that the individual take

his or h e r  o e r manent fund d i v idend in cash.

(c) T h e  courts of this state mav, as a condition of  a nv civil iudoment

or r e s t i t u t i o n  order under AS 12.55.045 —  12.55.051 or AS 12.55.100,

require the d e f e ndant to take his or her o e r m anent fund divid e n d  in

cash.

r. 8. AS 43.23.075 is amended to read:



Sec. 43.23.075. ELIGIBILITY F O R  PUBLIC ASSISTANCE. (a) In 

d e t e r m i n i n g  the eligibility of an  i n d i v i d u a l  under a public assistance 

p r o g r a m  adm i n i s t e r e d  by the D e p a r t m e n t  of  Health and Social Services 

in w h i c h  eli g i b i l i t y  for a s s i s t a n c e  is based on financial need, the 

Dep a r t m e n t  of Health and Social S e r v i c e s  m a y  not c o n s i d e r  a permanent 

fund d i v i d e n d  as income or r e s o u r c e s  received by the recipient of 

public assistance or. by a member o f  the recipient's h o u sehold unless 

requi r e d  to do so by federal l a w  or  regulation. T he Department of 

H e alth and Social Services s h a l l  noti f y  all recipients of public 

a s s i stance of the effects of (R E C E I V I N G  1 a p e r m a n e n t  fund dividend 

credit or  cas h  p a y m e n t .

(b) An individual who is d e n i e d  m e d i c a l  a s s i stance under 42 

U.S.C. 1396 —  1396p (Social S e c u r i t y  Act, Title XIX) solely because 

of the cred i t  o r  receipt of a p e r m a n e n t  fund d i v i d e n d  by the 

individual or  by  a member of t h e  i n d i v i d u a l ' 3 h o u s e h o l d  is eligible 

for s t a t e - f u n d e d  medical a s s i s t a n c e  under the g e n eral relief 

a s s i stance p r o g r a m  (AS 47.25.120 —  47.25.300). T he individual is 

e n t i t l e d  to receive, for a period n o t  to exceed four months, the same 

level of m a d i c a l  assistance as t h e  individual w o u l d  have received 

u n d e r  42 U.S.C. 1396 —  1396p ( S o cial Security Act, T i tle XIX) had 

there b een no p e r m a n e n t  fund d i v i d e n d  program.

(c) An  individual who is d e n i e d  assistance solely because 

pe r m a n e n t  fund dividends credited to or received by the individual or 

by a m e m b e r  of the individual's h o u s e h o l d  are c o u nted as income or 

resources under federal law o r  r e g u l a t i o n  is eligible for cash 

a s s i stance u n d e r  the g e n e r a l  r e lief assistance program 

(AS 47.25.120 —  47.25.300). N o t w i t h s t a n d i n g  the limit in 

AS 47.25.130, the individual is e n t i t l e d  to receive, for a period not 

to exceed four m o n t h s , the same a m o u n t  as the individual w o uld have



received u n der other public assistance programs h a d  there been no 

pe r manent fund d i v i d e n d  program.

* Sec. 9. AS 37 is amended b y  a d d i n g  a ne w  chapter to reads

C H A P T E R  16: A N N U I T Y  P R O GRAM 

Sec. 37.16.010. A N N UITY INVESTMENT FUND. (a) The a n n uity 

investment fund is est a b l i s h e d  as a separate fund in the state 

treasury. N o t w i t hstanding the p r o v isions of AS 37.13.145, an amount 

equal to the pe r m a n e n t  fund dividends taken as a n n u i t y  credits u n der 

AS 43.23 shall be  annually transferred from the d i v i d e n d  fund to the 

a n n u i t y  i n v e stment fund.

(b) The legislature m a y  a p p r opriate either g e n e r a l  funds, or  

earnings u p o n  the undi s t r i b u t e d  income a c c ount in the A l a s k a  permanent 

fund, to the a n n u i t y  investment fund. Any funds a p p r o p r i a t e d  under 

this subsection shall be a l l o c a t e d  to the individual a n nuity accounts 

of those wh o  are e l i gible to r e c eive a d i v i d e n d  for chat year and do 

not e l ect c ash u n d e r  AS 43.23.005(d). T h e  a l l o cation shall be made in 

the f o l l owing manner:

(1) A  c r e d i t  will be mad e  to t he account of  e ach individual 

w ho is at least 18 years old;

(2) T h e  credit for each p e rson from the age of 18 through 

age 35 is the base amount. T h e  size of the base a m o u n t  is determined 

ac c o r d i n g  to che a m ount of the appropriation;

(3) The cred i t  for p e rsons o ver the age o f  35 is the base 

amount, increased for each y ear of age o v e r  35 up to a nd including the 

age of 65. The incremental increase for each y e a r  of age is a 

percentage ove r  the credit for the p r ior y e a r  of age. T hat percentage 

shall be e s t a b l i s h e d  with due r e gard for h i s t orical and projected 

p e r m a n e n t  fund returns on investment;



(4) If a person elects to receive a p o r t i o n  of his d i v idend 

in cash u n d e r  AS 43.23.005(d), the allocation to w h i c h  he is otherwise 

en t itled w ill be p r o p o r t i o n a t e l y  reduced.

(c) M o n e y  in the a n n u i t y  investment fund shall be invested by 

the c o m m i s s i o n e r  of revenue in investments a u t h orized under 

AS 39.35.110. The c o m m i s s i o n e r  of a d m i n i stration shall credit 

individual a n nuity accounts w ith earnings at a rate equal to the rate 

of interest earned by the a n n u i t y  investment fund.

(d) The legislature m ay a n n ually appropriate to the Department 

of A d m i n i s t r a t i o n  an amount s u f f icient to p ay m o n t h l y  a n nuity payments 

for the subsequent fiscal year u n d e r  AS 37.16.030 from the a n n uity 

investment fund. Funds a p p r o p r i a t e d  under this subsection shall b<» 

tr a n sferred from the a n n u i t y  i n v e stment fund to the D e p a rtment o_ 

A d m i n i s t r a t i o n  in o r d e r  to m e e t  the current demands of the annuity 

program.

(e) The legislature m a y  a n n u a l l y  appropriate from the a n nuity 

in v e stment fund an amount s u f f i c i e n t  to a d m i nister the a n n uity 

program. An y  costs of a d m i n i s t r a t i o n  funded u n d e r  this s u b s ection 

shall be e q u i t a b l y  al l o c a t e d  among all individual a n n u i t y  accounts.

(f) Notwi t h s t a n d i n g  AS 39. 35.110 or (c) of  this section, the 

co m m i s s i o n e r  of revenue m a y  invest all or par t  of the annuity 

investment fund in com m e r c i a l  insurance contracts.

Sec. 37.16.020. A N N U I T T  PROGRAM. (a) The annuity p r o g r a m  is 

adm i n i s t e r e d  by  the c o m m i s s i o n e r  of administration. The c o m m i s s i o n e r  

of admin i s t r a t i o n  shall a d opt regulations necessary to implement the 

annuity program.

(b) The c o m m i ssioner of a d m i n i s t r a t i o n  shall maintain records of 

individual annuity accounts and make annuity payments under AS 

37. 16.030.

-10



Sec. 37. 16.030. P A Y MENT OF ANNUITIES. (a) An individual w ith

one or more a n n uity credits may receive an annuity upon reaching the 

age of 65.

(b) An a n n uity u n d e r  this section is a m o n thly p a y m e n t  during 

the life of the annuitant. The amount of the monthly p a y m e n t  shall be 

based upon the p r i ncipal and a c c rued inter e s t  in the person's a n nuity 

account and shall be paid in the form of a straight life annuity. The 

size of the annuity m ay net vary on account of sex.

(c) An individual n eed not be a resident of  the state to be 

eligible to receive an a n n uity p a y m e n t  from his or her account.

(d) An a n n uity share m a y  not be  assigned, sold, or o t h e r w i s e  

tr a n s f e r r e d  from one individual to another. The right to receive an 

annuity u n der this section terminates u p o n  the death of the p e r s o n  who 

is eligible for the a n n u i t y  and does no t  pass to that person's estate.

(e) If a p a r s o n  dies p r ior to age 65, his account shall be 

e q u itably d i s t r i b u t e d  a m o n g  the a n nuity accounts of all individuals of 

the same age.

(f) An individual does n ot r e c eive a vested p r o p e r t y  right in an 

annuity p a y m e n t  until that p a y ment is made. N o t w i t h s t a n d i n g  the 

provisions of this section, the state is not o b l i gated to provide 

an n u i t y  p a y m e n t s  for a n n u i t y  c r e dits g r a n t e d  under AS 43.23.005.

Sac. 10. AS 43.23.095(6) is repealed a nd r e - e nacted to read:

(6) "permanent fund d i v i d e n d 1* means a credit to an annuity

account under AS 37.16, unless the individual is either exempt under 

AS 4 7 . 4 5 . 0 1 5 *b) or elects c a s h  under AS 47.23.005(d);

Sec. 11. AS 47.45.010(a) is amended to read:

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

state for at least one year i m m e diately pr e c e d i n g  a p p l ication for a



longevity bonus under this c h a pter m ay apply to the c o m m i s s i o n e r  of

a d m i n istration for qual i f i c a t i o n  to receive a m o n t h l y  bonus [OF $250 J .

* Sec. 12. AS 47.45 is a m e nded by adding a new section to read:

Sec. 47. 45.015. A M OUNT OF BONUS. (a) S u b ject to (b) of this

section, the m o n thly l o n g evity bonus is equal to $250, i n c reased by 

three p e r c e n t  each year b e g i n n i n g  in fiscal y e a r  1987, m n u s  the 

m a x i m u m  p o s s i b l e  annuity for a person 65 y e ars of age under the 

annuity p r o g r a m  (AS 43.23.110 —  43.23.120), as d e t e r m i n e d  by the 

c o m m i ssioner of administration.

(b) A  p e r s o n  who is 65 years of age or o v e r  prior to J a n uary 1, 

1986 is e x e m p t  from the a n n u i t y  p r o g r a m  reduction e s t a b l i s h e d  in (a) 

of this section.

* Sec. 13. AS  47.45.070 i3 a m ended to read:

Sec. 47.45.070. U N Q U A L I F I E D  PERSONS. An u n q u a l i f i e d  p e r s o n  i,

one who

(1) d oes not meet the age or residence requirements as p r o v i d e d  

for under this chapter;

(2) m e ets the age and residence requirements of thi3 c h a p t e r  but 

e i ther i3 c o n f i n e d  in a state or federal mental h e a l t h  i n s t i tution or 

facility a nd '.s certified b y  the state as unable to m a n a g e  personal 

a f f a i r s , or  resides in a n u r s i n g  home as that term is d e f i n e d  in AS 

08.70.180 (5); however, if that person, at  the time of c o m m i t m e n t  or 

commencement of r e s i d e n c e , p r o vided the principal support of a spouse, 

the c o m m i s s i o n e r  of a d m i n i stration may determine to pay the c o n f i n e d  

person's b o nus to the p e r son's spouse until the spouse is q u a l i f i e d  

for a bonus;

(3) is otherwise q u a l i f i e d  but confined in a penal or

c o r r e ctional institution or facility; upon co m p l e t i o n  of s e n tence or

upon the co n f e r r a l  of a pardon, parole or probation, the pers o n  may

IL"



mak e  application? con f i n e m e n t  outside che state shall be c o n s idered as 

residence in the state if a person was co n v i c t e d  and sentenced from a 

c o u r t  in Alaska; revocation of parole or p r o b ation shall be cause for 

immediate d i s q u a l i f i c a t i o n  until release from c o n f i n e m e n t  is acain

effected;

(4) vol u n t a r i l y  leaves the state and remains absent from the

state for a continuous period of more than 180 days.

* Sec. 14. S e c tion 11, ch. 38, SLA 1984 is amended to read:

Sec. 1.1. Sections 7 and 9 of this [THIS] A ct [AND AS 47.4S] are 

repealed June 30, 1985.

* Sec. 15. AS 43.23.045(c) is repealed.

♦ S e c .  16. Thi3 A ct a p p lies only to p e r m a n e n t  fund d i v i dends for years

b e g i n n i n g  after D e c e m b e r  31, 1985.

* Sec. 17. This A c t  takes effect January 1, 1986.
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I . I N T R O DUCTION

On June L4, 1982, che Unicad Scaces S u p reme C ourc ruled

chac che c u m u L a c i v e  resid e n c y  r e q u i r e m e n t s  of ALaska's pecnanenc

fund d i v i d e n d  d i s c r i b u c i o n  p r o g r a m  vio l a c e d  che Equal Proceccion

Cl a u s e  of che U n i c e d  Scacas C c n s c i c u t i o n .  ̂  S h o r e !’/ cheraafcar,

A L a s k a ' s  Longe v i c y  3onus ("AL3") P r o g r a m  was c h a l l e n g e d  on equal

2
p r o c a c c i o n  grounds. On A u g u s c  9, 1932, che D e p a r c m e n c  of Law,

w i c h  che app r o v a l  of che AL a s k a  L a g i s L a c i v e  Council, encered inco 

a s c i p u l a c i o n  in che V e s c case w h ich stayed all proceedings 

pend i n g  a d j o u r n m e n c  of chis l e g i s l a t i v e  session, in order co

, . r . .
afcord che l e g i s l a c u r e  an ' o p p o r t u n i c y  to address che 

c o n s c i c u t i o n a l  pr o b l e m s  w i t h  che e x i s t i n g  program.

T he purpose of chis report is to a n a l y z e  some 10 opcions 

a v a i l a b l e  to che l e g i s l a t u r e  in a m e n d i n g  che Alaska Longevicy 

B o n u s  Program. Th i s  report is a first step in a process which 

m u s t  be c o m p l e c e d  by che end of chis session. As subparcs (C) and 

(D) of chis s e c tion discuss, che Likely c o n s e q u e n c e  of faiLing co 

e n a c t  r e m e d i a l  l e g i s l a t i o n  chis s e s s i o n  is chac che AL3 program 

w i l l  be j u d i c i a l l y  terminated.

A. D e s c r i p t i o n  Of The L o n g e v i t y  Bonus P r o gram 

P r e d e c e s s o r s  of che e x i s c i n g  AL3 p r o g r a m  can be traced to 

1915. In chac year, che T e r r i c o r i a l  L e g i s l a t u r e  aut h o r i z e d  a 

m o n t h l y  a l l o w a n c e  of $1 2 . 5 0  for needy e l d e r l y  Ala s k a n s  of 10 years

1-Zobe! v. Vi L L i a m s , 72 L. Ed. 2nd 672 (1982)

-'/esc v. Shafer, 1 J U - 3 2 - L L 0 3  Civ. (Isc Jud. Disc., L982)



residency who chose noc co encer che n e w l y - c r e a t e d  Pioneers 

Hor.es . ̂  The c u r r e n c  p r o gram was enacced in L972~ as a rasul 

of l asisLacion introduced by Senators 3 u c r o v i a h  and 3,ay.3 Quit 

unlike the " n e e d - b a s e d "  focus of its predecessors, the 197 

l e gislation was to:

m a n a g i n g
p r o vide all law-abiding AL a s k a n s  capable of 

their own affairs who have m a i n t a i n e d  a 
d o m i c i l e  in che scace for ac least 23 years and 
have reached a retirement age of 55, an incentive 
to c o n c i n u e  u n i n c e r r u p c a d  res iaency in che state. 
Under no c i r c u m s t a n c e s  shall chis c h a pcer be 
co n s i d e r e d  a form, cype, or manner, of' public 
relief. The bonuses ma d e  under chis chapcer are 
noc p r e dicated on need e v e n  though they may appear 
co provide s u p p lemental income to some qualified 
persons who w o uld o t h e r w i s e  be forced co become 
r e s p o n s i b i l i t i e s  of che scace. The L egislature 
further finds and scares chac chis legislation 
rec o g n i z e s  che e c onomic h a r d s h i p s  suf f e r e d  by many 
elderly Alaskans, ALa s k a n s  who Chrough Cheir 
cenacicy and p e r s e v e r a n c e  mo l d e d  Alaska as we know 
ic chrough s k i l L f u l  a p p l i c a t i o n  of cheir Calencs. 
T h e s e  pioneers are che same Al a s k a n s  who, in Che 
prime of cheir life, we r e  in effect creaced as 
second class c itizens by Che federal g o v ernment 
and who paid much of cheir hard earned income co a 
g o v e r n m e n t  in w h ich they did noc have che righc co

che power of Che oalLoc. The 
aware of che face chac many of 
been forced co Live ouc cheir 
areas far away from che land 
nurtured and thereby also 
cases,. , che loss of familial 

cheir own kin, an e x p e rience

p a r e i c i p a c e  chrough 
Legis l a t u r e  aLso is 
Chese pi o n e e r s  have 
rec i r e m e n c  years in 
Chev loved and 
suffering, in many
r e l a t i o n s h i p  wich 
chac is sad and frustrating co chem 

Al askansd e p r i v i n g  new g e n e r a c i o n s  of 
of cheir w i s d o m  and experience. This 
h o p e f u l l y  will prov iae our p ioneers 
ec o n o m i c  m e ans co remain in and c o n c i n u e  Co 
cheir scace and co enjoy the o p p o r c u n i c y  of

as weLl as 
Che benefic
leg is Lacion 

wich che
serve

aiding

-Chapter b^, 3"LA 1915.

^ C h a p c e r  205, SLA 1972; AS 1 7 . L 5 . 0 1 0  e_c. s e a . 

^S3 211, 7ch Leg., 2nd Sess.



che new A l a skan in mak i n g  che scace cruly "The
Gcaac Land." 51, Ch. 205, SLA 1972.

The* AL3 program, Chen, has several purposes:

1 . providing an incencive cor a p a r c i c u l a r  class of
senior c icizens co remain in che scace;

2 . c o m p e n s a c i n g  for che h a r d s h i p s  facad by r e c i r e m e n c
in Alaska;

3. rewarding che pasc c o n c r i b u c i o n s  of A l a s k a ' s
elderly;

4. c o m p e n s a c i n g  for pasc h a r d s h i p s  s u f f e r e d  by
A l aska's pioneers; and

5. recaining che wisdom and e x p e r i e n c e  of A l a s k a ' s  
p i o n e e r s .

Originally, Che bonus was $1Q0 pec monch. Ov e r  che

years, che amounc has g r a d u a l l y  increased co ics c u r r a n e  $250

per m o n c h . ^  A person is e l i g i b l e  for a bonus if'he or she:

1. is 65 years of age or older;
2. was " d o m i c i l e d  in che C e r r i c o r y "  on or b e f o r e
Ja n u a r y  3, 1959; and
3. has been c o n c i n u o u s L y  d o m i c i l e d  in Che scace for 25
y e a r s . 7

Addici o n a l l y ,  if a person is a b s e n c  from che s c a c e  for 

m o r e  chan 30 days, he wi l l  noc receive a n o c h e c  bonus u n c i l  he 

reeurns. AS 47.45.030. If c h e , p e r s o n  is a b s e n c  for a

c o n c i n u o u s  period in excess of 180 days, he is ine l i g i b l e  for a 

bonus for che nexc 12 c a l e n d a r  monchs following his reCurn. Id.

^ C h a p c e r  13, SLA 1981

7AS 4 7 . 4 5 . 0 1 0
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The Longevity bonus is caxable under che Incarr.al

R e v e n u e  ‘ Code. However, ic is a Linos c u n i v e r s a l l y  excluded in

ca Lculac ir.g income e l i g i b i l i t y  for scace and federal ass i sea nee 

3
programs .

3. The Individuals C o v e r e d  3v The Al a s k a  uoncevicv 

3cnus ? r c a r a n .

T h e r e  are c u r r e n c L y  some 9,425 ALa s k a n s  receiving some 

323.4 m i l l i o n  in Longevicy bonus pavmencs. Sketching an

a c c u r a c e  po r c r a i c  of che scace's AL3 recipier.es is difficult, 

b e c a u s e  che AL3 a p p l i c a c i o n  form requires LiccLe personal 

infornacion. In 1975, che A L a s k a  Deparccienc of Healch and

a
S o c i a l  Services c o n d u c c e d  a ran d o m  survey of AL3 recipiencs, 

and, in c o n j u n c c i o n  wich che Vesc

^Under 42 U.S.C. 51332(a) (b) (2) (3) , which governs
e l i g i b i l i c y  for federal S u p p l e m e n c a l  S e c u r i t y  Income, and by
r e f e r e n c e  also c c n c r o l s  o c her federal p rograms such as Medicaid 
and energy assistance, che following is excluded from che 
d e f i n i t i o n  of income:

" m o n t h l y  (or ocher periodic) p a yments received by 
any individual under a p r o g r a m  e s t a b l i s h e d  prior 
Co July 1, 1973, if such p a yments ace ma d e  by che
S c a c e  of which che individual receiving such
p a yments is a resident, and if e l i g i b i l i c y  of any 
i n d i v i d u a l  for such p aymencs is noc based on need 
and is b a sed soLely on a t t a i n m e n t  of age 63 and 
d u r a t i o n  of residence is such scace by such 
ind ividual."

-"Alaska L o n g e v i c y  Sonus Impact Survey," Alaska 
D e p a r c m e n c  of Healch and Soc i a l  Services (1976) 
(he r e i n a f t e r  "AL3 Survey)
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secclemenc, che D e p a r t m e n t  of Law c o n d u c t e d  a n o n - c a n d o m  survey v-

of some L , 396 p a r t i c i p a n t s  .

From chose surveys, ic is a p p a r e n t  chac a Large

p e r c e n c a g e  of AL3 r e c i p i e n c s  are A l a s k a  N a t i v e s  living in rural

1C
areas or che scace. Moreovec, and in large pare b e c a u s e  of

che i n e l igibilicy of ma n y  rural residents for social security,

che longevicy bonus is o f t e n  che prim a r y  s o u r c e  of income for

r u r a l  residents. For example, 41% of che e l d e r l y  in Souchwesr.

Alaska, and 657. in N o r t h w e s t  Alaska, rely on che longevicy bonus

as cheir primary source of i n c o m e . ^

A v a i l a b l e  e v i d e n c e  s uggests chac a large per c e n c a g e  of

A L 3  r e c ipiencs have incomes only m a r g i n a l L y  a b o v e  Che c u r rent

s tace w e L f a r e  a s s i s t a n c e  level of $546 ' per mooch. The

D e p a r t m e n t  of Law's 1982 su r v e y  -- w h i c h  was skewed coward che

m o r e  needy r e c ipiencs of che AL3 — found chac 81.47. of che

1,395 rec i p i e n c s  s a m pled had m o n t h l y  incomes of $750 or less.

T h e  1976 AL3 survey found chac half of Che A L B  recipiencs had a

m o n t h l y  income, " i n c l u d i n g  chac of cheir s o o u s r , "  of under $500 

12
per monch. A n o c h e r

■ - —  - ■ ' i

L0[n 1976, 41% of che ALB rec i p i e n c s  lived in rural areas of 
C h e  scace and 24.17. were A l a s k a  Natives. ALB S u r v e y  ac 14-15.

^ " A n  A s s e s s m e n c  of che Sc a c u s  and Needs of Alaska's
E l d e r l y , "  D e p a c c m e n c  of Sociology, C o l l a g e  of Arcs & Sciences,
Uni'-’ersicy of A l a s k a  (1981) ( h e r e i n a f t e r  " A s s e s s m e n c . " )

12.\L3 Survey, oo. c i c . n. 9 ac 18-19.
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AA", h a d  ir.ccr.ss of Le s s  c h a n  SI, 0 0 0  pec r.onch. A  L9 3 1  

L’n i v e r s i c y  of A l a s k a  s u r v e y  i n d i c a t e d  c h a c  r o u g h l y  h a l f  of

i t
A l a s k a ' s  e l d e r l y  h a d  m o n c h l y  i n c o m e s  of l e s s  c h a n  5 3 0 0 . 0 0 . " ’

T h e  1 9 7 6  A L 3  s u r v e y  s u g g e s t s  c h a c ,  in L i g h c  of c h e  nigr.

p e r c e n c a g e  of bonus recip-iencs in che 65-70 age group, che bonus

has had a n a c e c i a l  effecc in allowing aide- citizens co remain

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

chac che AL3 p c o g r a m  has allowed a s i g n i f i c a n c  percencage of che

elde r l y  Co cama in off various public assiscar.ce programs --

including food scamps and scace Old Age A s s i s c a n c e .

O n e  signif i c a n c  c h a r a c c e r i s c i c  of Alaska's e l d e r l y  in

g e n e r a l  w a rrancs noce -- one chac wi l l  b e c o m e  auice s i gnificanc

in our analysis of a l c e r n a c i v e s . OnLy 107. of Alaska's elderly

16
h a v e  resided in che scace for 10 years or Less.

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

In reviewing che 1972 Legisl a c i o n  creacing Che 

Longe v i c y  3onus Program, Che D e p a c c m a n c  of Law concluded chac 

"... che c L a s s i f i c a c i o n  pradicaced upon being domiciled in Che 

cerricory on or before J a n u a r y  3, L959, bears LiccLe, if any,

r acionaL r e l a c i o n s h i p  Co .any L e g i cimace legisLacive purpose 

w h i c h  chis bill is c o n c e i v a b l y  d esigned co serve and chus is in

^ A s s e s s m e n c , o£. c i c . n. LL ac 31. 

l^AL3 Survey, o_o. c i c . n. 9 ac L2. 

ac 10, 13.



aLL p r obability u n c o n s c i c u c i a n a l . " ^

N o n e t h e l e s s . che AL3 p r o g r a m  remained u n c h a l l e n g e d  

u ncil 1932, following che U.S. Supreme C o u r t ' s  d e c i s i o n  in ZobeI

v. W i l l i a m s  (hereafcec "Z o b e I  III") . ̂

T h e law in issue- in Zobe I lit (AS 4 3 . 2 3 . 0 1 0  ec. sea.) 

pro v i d e d  cor che d i s t r i b u t i o n  of a p e r m a n e n c  fund d i v i d e n d  of 

3 5 0 . 0 0  for each year of a c c u m u l a c e d  A l a s k a  residency. T h e  Court 

ruled, 3-1, chac che c u m u l a c i v e  r e s i d e n c y  r e q u i r e m e n t  of che 

p r o g r a m  was noc r a c i o n a l l y  related co che goals of the s t a c u c e  

-- a ruling which is d i s c u s s e d  in more d e c a i L  in section 11(A),

D O S  £ .

T h e  p e r m a n e n c  d i v i d e n d  fund d i s c r i b u c i o n  program, in

part, was intended co reward A l a s k a n s  for prior c o n c r i b u c i o n s  to

che scace, a g o a l  which: (L) chree j ustices b e l i e v e d  was

19
c o n s t i t u c i o n a l l y  i m permissible; and (2 ) five jus c i c e s

b e l i e v e d  was a p e r m i s s i b l e  goal, but was noc r a c i o n a l l y  

f urth e r e d  by a s c h e m e

^ M e m o r a n d u m ,  H a v e l o c k  co Egan, Re: FCCS HCS CSSS 2 1 1  ac 17
(June 29, 1972).

^ I n  W i l l i a m s  v. Z o o e l , 519 P 2d 422 (Alaska 1980) ("Zobel 
_I") , che A l a s k a  S u p r e m e  C ourc i n v a l i d a t e d  che state's g r a d u a t e d  
p e r s o n a l  income tax repeal. In W i l l i a m s  v. Z o b e l . 619 P . 2d 448 
(Alaska 1930) ("Z o b e l  I I " ) . che c o u r t  upneld the c u m u l a c i v e  
r e s i d e n c y  r e q u i r e m e n t  o: A l a s k a ' s  p e r m a n e n c  fund d i vidend
d i s c r i b u c i o n  plan — a ruling r eversed by che 0.3. S u p r e m e  Courc 
in Zobel I I I .

^ O o i n i o n  of che Courc, 72 L. Ed. 2nd at 679.
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whicn a’.;3 r d ed divider.es solely on che oasis or r e s i d e n c y .”

Beycr.d che ruling of che case, che various opi n i o n s  --

p areicularLy chose of che c o n c u r r i n g  j u scicas -- are rich in 

forbocing language suggescir.g chac any d u r a c i o n a l  residency 

r equiramane nay receive "'incensified s c r u c i n y’1 by che Courc, and 

will be juscified only in " r a r e” c i rcuns cances .

As is no re fully d i s c u s s e d  in Parc 11(A), oos r , che

i.npacc of che Zobe I d e c i s i o n  upon che AL3 p r o g r a m  was apparenc. 

Two najor goals of che exiscing AL3 p r o g r a m  are co reward

eLcerly A Laskans for cheir p-cior • c o n c r i b u e i o n s , and co

comper.sace for pasc hardships and s u f f e r i n g  -- ends which are

implemented by a d u r a c i o n a l  residency r e q u i r e m e n c  more severe

chan chac ac issue in Z o o a l . A c h a l l e n g e  cc che AL3 p r o gram was

noc long in coming. On JuLy 6 , 1932, one Rodney G. Vesc

22
c h a Llengec che AL3 p r o g r a m  in S u p e r i o r  C o u r c  in Juneau. Mr.

’/esc is an e l d e r l y  A l a s k a n  w h o s e  resid e n c y  in che scace 

comme n c e d  chree n o n c h s  afcer scacehood. His c o m p l a i n c  soughc 

d e c l a r a c o r y  and inj u n c c i v e  relief s c r i k i n g  che d u r a c i o r a !  and

scacenood resid e n c y  req u i r e m e n c s  of che ace.

T he S c a c e’s response was c o l o r e d  by §2 of che 

LegisLacion, w h ich provided, incer a l i a , chac:

”*0

•̂•'See 3rennan conc., 72 L. E d . 2nd ac 534: O'C o n n o r  conc., 72 
L. Ed. 2nd ac 535.

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

2 - 3 ee n. 2 , a n c e .
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"if any provi s i o n  of chis acc, or che applieacion 
of a provision of m i s  acc co any person or 
c i r c u n s c a n c e  is held invalid, chis encire acc 
s hall be con s i d e r e d  invalid."

As che Deparcr.enc of Law e x p l a i n e d  in reviewing che

1972 law:

"Ic is clear chac che incenc of che Legis Lacura 
e x p r e s s e d  in S e c c i o n  2 of che bill is co forescall 
che possib i L i c y  chac a parcial d e c l a r a c i o n  of 
u n c o n s c i c u c i o n a l i c y  would resulc in b r o a d e n i n g  che 
c o v e r a g e  of che bill co included add ic ional 
cLauses. This would be che case, for example, if 
eicher che 25 year w a i c i n g  period requir e m e n c  or 
che January 3, 1959 cucoff dace were declared
invalid, and che bill ,was e x p r e s s l y  or implied!;/
s e v e r a b l e ."23

Thus, i n v a L i d a c i o n  of che L o n g e v i c y  3onus P r o gram would 

resulc noc in e x p a n d i n g  che number of AL3 recipiencs, buc racher 

in che a b r u p c  cerminacion of che encire program.

F a c i n g  chac g r i m  p r o b a b i L i c y , che Scace, wich che 

app r o v a l  of che Ala s k a  L e g i s l a c i v e  Council, encered inco an 

a g r e e m e n c  w i c h  Vesc, a copy of w h i c h  is acc a c h e d  as A p p e n d i x  A. 

T h e  e s s e n c e  of che a g r e e m e n c  is as follows:

L. Proce e d i n g s  in che Ves c ca s e  ace scayed 
chrough che c o n c l u s i o n  of chis l e g i s l a t i v e  
session. Beca u s e  Chac ca s e  has been s u b s e q u e n c l y  
c e c c i f i e d  as a class a c c i o n , 2 ^ e x iscing ALB 
re c i p i e n c s  are noc in je o p a r d y  ac lease chrough 
a d j o u r n m e n c  of chis session;

2. The A l a s k a  L a gislacive C o u n c i l  p romised co use 
ics "besc effoccs" co secure che e n a c e m e n c  of 
l e g i s l a c i o n  which creaced e q u a l l y  "all persons 55 
years or older as of July 1, 1932, who have been
bona fide ALaska cesidencs for ac lease one year 
p : l o : co chac dace";

-wo o . c i c . n. L7 ac 5.

2i0 r d e r  C e r e i f y i n z  Class and D i r e c c i n g  Mocice ‘ co Class
Man « a r» -  ̂n •- ’  ̂  ̂9> t  « ! < •  W C  •  J  | ■ | *< 4 w  «■ «
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3 . t f Leg is Lac ion of chis sore wees enacrad cnis 
sass :or., the s u l c  wou i j o a c • s m  i s s a d *, arc

^ . Pvecczn i r i ng chac eh a C o u n c i l  could r.oc bir.d 
eh a L e g i s L a c u r a . if L e g i s l a t i o n  is r.oc enacrec,
Mr. Vase nay pursua his casa, wich che peccable 
rasulr chac cha pro-gram w i l l  be terminaceo.

Thera ara chrae a s p e c t s  of che sactlaner.r which w a r rant

noca. First. ooviousLy, ara cha severe cime c o nscraincs - under 

w h ich cha LagisLacure is operating. Second, chera Is cha 

seccLamar.c ' s incane i o n a L L y  broao Liemus cesc of accapcabLa 

legislation. ALL che LegisLacura naad do is craac all eLdarLy, 

one-year A l a skan r as idancs "equally." T h a  s c a n d a r d  could be mac 

by any number of opcions, including re p e a l  of cha program. 

Third, chera is che inescapable f i n a n c i a l  impacc of che 

seceLamer.c icsalf. In o r d e r  co craac al.L e l d e r l y  ALa s k a n s  who

were o n e - y e a r  res idancs as of July I. 1932 equaLly, ic w i l l  be 

n e c e ssary co fund r e c r o a c c i v e  Longa'/icy b onus payments under che 

exiscing program co che some 3,300 e l d erly Alaskans who would

have qualified. The n e c e s s a r y  r e c r o a c c i v e  a p o r o p r i a c i o n  is 

a p p r o x i m a c e l y  SLL.4 million.

Of course, che L e g i s l a t u r e  icseLf is noc "bound" co

pass any p a r cicuLar kind of Legislation, or any Leg'islacion or

a p p r o p r i a c i o n  ac all. W h i l e  a " b e s c  e f forts" clause is

enforceable, chac o o L i g a c i o n  runs onLy co che Al a s k a  Legislative 

Council, w h i c h  has already d e m o n s c r a c e d  boch gocd faith and

d i l i g e n c e  in acc e m p c i n g  co meec che o b l i g a c i o n s  of che order and 

seer Lamer.c.


