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T h i s  j z z i z r .  r. 33 rear :  : u 1 1 2 j n r a v o r a b . y  r a c a i v e c .  I :

-.as beer .  f ac a r i r u s  Ly b u r  r.o:  j n f a i c l y  r a f a r r a c  z z  a s  cha

"r. e1.com a :  s bonus  p r o g r a m . "  A r a ca r . c  m i g r a n t  b o r n  p r i o r  co Jur.a 

10,  ’-513 wouLd r a c a i v e  a Tonga1/ i  cy b on us  f o r  l i r a ,  v o i l e  a

Lc ng - c ime  AI a s a  n borr .  s u b s e q u e n t  co chac  b a t e  would r e c e i v e  

r.och .r.z .

r . Se I f - 3us ca i i r.z A n n u i t i e s  .

The p r i o r  f i v e  o p c i o n s  -./era d e v e l o p e d  by members o f  cr.e 

a c n i n  i s  e r a  c i o n ,  a l t h o u g h  cha a o m i n i s c r a c  i o n  h a s  r.oc f o r m a l l y  

" s p o n s o r e d "  any p a r t i c u l a r  a p p r o a c h .  .‘d a r e o v e r ,  s e v e r a l  o f  che 

o p c i o n s  - -  p a r t i c u l a r l y  t h a  " g r a d u a t e d  a g e "  ana  " p h a s e  ouc"  

o p c i o n s  - -  were  d e v e l o p e d  more a s  c o m p a r a t i v e  c o n v e r s a t i o n  

p i e c e s  t h a n  as  a c t u a l  p r o p o s a l s .

The f o l l o w i n g  f i v e  o p c i o n s  - -  commencing w i ch  che 

s e l f - s u s t a i n i n g  a n n u i c y  - -  we r e  p r e p a r e d  by che a u c h o r s  o f  c h i s  

r e p o r c .

U n c a r  che s e l f - s u s c a i n i n g  a n n u i c y  o p c i o n ,  i n d i v i d u a l s  

would no Longer  r e c e i v e  a p e r m a ne nc  fund  d i v i d e n d  u n d e r  

AS 4 3 . 2 3 .  R a c h e r ,  c h o s e  d i v i d e n d s  wouLd form che  c o r p u s  o f  a 

s e L f - s u s c a i n i n g  a n n u i c y  a c c o u n t  f rom w h i c h  Che i n d i v i d u a l  would  

r e c e i v e  an  a n n u i c y  commencing ac  che  ag e  o f  65 .

A c c o r d i n g  co Deparcmenc  o f  Revenue  p r o j e c t i o n s ,  che 

p e rma nen c  cuna d i v i d e n d  paymenc f o r  FY 1534 w i l l  be 3 3 5 5 . 0 0 ,  

r i s i n g  g r a d u a l l y  c h r o u g h o u c  che  r e m a i n d e c  o f  c h i s  c e n t u r y  co 

3532 in t h e  wear  2000 .



G i v e n  c h i s  l e v e l  o f  c o n t r i b u t i o n  co che c o c c u s ,  2 
se L f - s u s r . o i r . c r . g  a n n u i t y  a c r o u n c  w i l l  p r o d u c e  an a n n u i c y  r o u g h l y  

e q u i v a l e n t  co cne  e x i s t i n g  l o n g e v i c y  b o n u s  ( w i c h  3 3 p e r o a n c

a n n u a l  c o s e  0 : l i v i n g  ad j u s t r . e n c )  foe  c n o s e  /no a c e  c u r r e n c l y  - 0  

y e a r s  o r  y o u n g e r ,  and who w i l l  be r e s i d e n c s  o f  A l a s k a  e a c h  o :  

cha  ne: tc  20 y e a r s .  For  v a r i o u s  ag e  g r o u p s ,  cha a n n u i c y  

e nc  i c l e m e n c s  ac age  65 as  a p e r c e n c a g e  o f  che  " c a r g e c "  a n n u i c y  

( 5 3 0 0 0 / y r .  p l u s  37. p e r  annum) would  be  r o u g h l y  a s  f o l l o w s :

C u r r e n c  age

25
35
40
45
55

A n n u i cy  as  ' a  ’I 
o f  c a r g e c  a n n u i c y

3 537.
L5L7.
1007.
66
2L

O b v i o u s l y ,  some c r a n s i c i o n  m e a s u r e  i s  n e c e s s a r y  f o r  

c h o s e  who a r e  s i m p l y  i n c a p a b l e  o f  a c c r u i n g  a s u f f i c i e n c  c o r p u s  

by ch e  a g e  o f  65 co be  a n c i c l e d  co che  " C a r g e c  a n n u i c y " .  The 

g e n e r a l  f u n d ,  s i m p l y  p u c ,  w i l l  be  r e q u i r e d  co make up che  

d i f f e r e n c e ,  a l c h o u g h ,  o v e r  c i m e ,  c h a c  " d i f f e r e n c i a l "  w i l l  

d e c r e a s e  a s  a n n u i c y  a c c o u n c s  a s s ume  some s i g n i f i c a n c e .

Many o f  che  o p c i o n s  e x p l o r e d  i n  c h i s  r e p o r c  c o u l d  

s u f f i c e  a s  a 2 0 -2 5  y e a r  s h r i n k i n g  g e n e r a l  f u n d  o b l i g a c i o n .  One 

o p c i o n  p a r c i c u l a r l y  c a i l o c e d  co ch e  a n n u i c y  a p p r o a c h  would  b e  co 

a l l o w  c h o s e  who a r e  ac  o r  n e a r  che  a g e  o f  65 co c o n c i n u e  co 

r e c e i v e  c h e i r  p e r m a n e n c  f und  d i v i d e n d s  i n  c a s h ,  wich  Che PFD 

b e i n g  s u b c r a c c a d  f rom che  l o n g e v i c y  b o n u s  amour.c.  For  c h o s e  in
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‘J r . r a r  c h i s  " r r a n s  i c  ior.a L me a:s u r e ’’, che g e n e r a l  rune

" r e s r r u a l ” paymenc wouio be b a s e d  on z h £ amour, c n e c e s s a r y  :o

suppLemer.c che a n n u i r y  • c o r p u s  a ssum ing chac  an i n d i v i d u a l

r e c e i v e d  a p e rma nen c  fund d i v i d e n d  e v e r y y e a r . T h e re  woulc

seem,  in  c h i s  r e g a r d ,  no o b l i g a c i o n  on cha p a r r  o f che s c a c a  co

g i v e  e l a r g e r  g e n e r a l  funa  suppLemenc C O someone wicn  cwo ??D

c r e d i r s  c h a n  co someone  wich  15.

T h u s ,  i n  f i s c a L  y e a r  1994, when c u r r e n c 5 5 - y e a r  o l d s

c i r s c  r e c e i v e  c h a i r  a n n u i c y ,  chey  would  r e c e i v e  a s c a c e  

suop Lemenc = 1 o f  79 p e r c e n c  o f  che  c a r g e c  a n n u i c y  - -  r e g a r d  Less  

o f  cha a c c u a i  PFD c r a c i c  any i n d i v i d u a l  h a s  a c c r u e d .

The  r e m a i n i n g  q u e s c i o n ,  o b v . i ous Ly ,  i s  whac co do abouc  

Che p e r s o n  who i s  c u r r e n c L y  65.  I f  c h a c  i n d i v i d u a l ’ s s u p p l am e nc  

i s  che same in  1994 a s  a new a n n u i c a n c  - -  79* - -  he  w i l l  i n  f a c e  

r e c e i v e  l e s s  chan  che  new a n n u i c a n c  s i n c e  he  w i l l  have  o n l y  h i s  

pe rmanenc  d i v i d e n d ,  r a c h e r  c h a r  a 217. a n n u i c y ,  co make up che 

d i f f e r e n c e .  C o n v e r s e l y ,  i f  che g r a n d f a c h e r e a  PFD r a c i p i e n c  

r e c e i v e d  a f u l l  c a r g e c  a n n u i c y  i n  1994 ,  he would be  ac  a 

s u b s c a n c i a l  a a v a n c a g e  o v e r  Che new a n n u i c a n c .  The r e a s o n  i s  

c h i s :  w h i l e  che  new a n n u i c a n c  h a s  e a r n e d  a s u b s c a n c i a l  p o r c i o n

o f  h i s  c a r g e c  a n n u i c y  by f o r e g o i n g  h i s  c a s h  d i v i d e n d  each  y e a r ,  

che  " g r a r . d f a c h e r e d "  r e c i p i e n c  ha s  boch  e n j o y e d  che  d i v i d e n d ,  and 

i c s  e a r n i n g  power ,  o v e r  chac  same p e r i o d  o f  C i n e .



The q u e s t i o n  i s  l a r g e l y  one  o f  e q u i t y  f o r  m e

l e g i s l a t u r e .  E l m e r  a p o r o a m .  i s  r e f e r . s i b l e .  ’in i 1 e m e  l a c r e r

s c e n a r i o  wo u l c  seem ro d i s c r  i mi r . ace  in  f a v o r  of  r h e  e x i s c i n g

e l d e n y ,  che  A l a s k a  Supr eme  Sauce  h a s  r e c o g r . s a c  she  l e g i s i m a c y

o f  c r e a t i n g  p r e f e r e n t i a l  g r a r . d f a c h e r  r i g r . e s  f o r  c ho s e  who h a ve
41come co capa r . a  upon  an e x i s c i n g  s c a c e  p r o g r a m .

In e i c h a r  c a s e ,  che d i f f i c u l r y  w i c h  c h i s  " s c a n s  i c i on "  

o p c i o n  i s  chac  ch e  l o n g e v i c y  bonus  p r o g r a m  c o n c i n u e s  ro  be a 

s u b s c a n c i a L  d r a i n  on che  g e n e r a l  f und  f o r  20 - 25  y e a r s  co come.
I

' Jnca r  che  c r a n s i r i o n  o p c i o n  d e s c r i b e d  a b o v e ,  cha  ?'{ 1934 b u dg ec

f o r  cha  AL2 p r o g r a m  w ou ld  be i n c r e a s e d  by So m i l l i o n  d o L l a r s
. . .  . , 4 2o v e r  e x i s c i n g  r u n n i n g  l e v e l s .

Th r o u g h  Aecna  I n s u r a n c e  C o . ,  we i n v e s c i g a c a d  che

a l c e r n a c i v e  o f  s i m p l y  p u r c h a s i n g  a L i E e c i m e  a n n u i c y  f o r  a l l

c h o s e  c u r r e n c l y  65 o r  o l d e r .  U n f o r  c u n a c e l y , che  c o s c  o f  a

l i f a c i m e  a n n u i c y  f o r  a l l  A l a s k a n s  65 o r  oLde r  would be

p r o h i b i c i v e  - -  i n  ch e  n e i g h b o r h o o d  o f  5300  co 5400 m i l l i o n .

F i n a l l y ,  che  L e g i s L a c u r e  shouLd  c o n s i d e r  u s i n g  che

a d m i n i s c r a c i o n ' s o p c i o n s  C a n d / o r  D a s  a c r a n s i c i o n  m e a s u r e .

The  s h o r e  ce r m f i s c a L  i t npaccs  o f  c h o s e  o p c i o n s  a r e  s u p e r i o r  co
1

c h o s e  o f  a s i m p l e  g e n e r a l  f und  s u p p l e m e n t .

^ C o m m e r c i a l  F i s h e r i e s  in  c ry  C o m m i s s i o n  v.  A p o k a d a k , 5C6 
?.-2d ac  a.

^ - A s s u m i n g  c ha c  _ che  AL3 o f  che  " g r a n d c a c h e r e d  c l a s s "  i s  
r e d u c e d  by m.a 5365 p e r ma n en c  fu nd  d i v i d e n d ,  e ac h  o f  1 3 , 2 2 3  
p e r s o n s  w i l l  r e c e i v e  a paymenc  o f  5 2 , 6 3 5  c h i s  y e a r  - -  c o c a l i n g  534 
m i l l i o n  c o l l a r s .

*
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For ill o : che 3 h o r r c e rn p r o b l e m s  of sr. annuity

or o a t e n ,  cr. e I o n s  t e rm edvan c oz e s  s n c u l d  r ^ c s ' . v i  e c u a l  r ■.o'.2 .

F i r s t ,  i n  i  p e r i o d  of 20-13  y e a r s .  che  g e n e r a l  fur.c ■.i l l l  r.o
»

Longer  be e ncumbe re d  .;i c h  or.2 L o n g e v i c y  b on us  p r o g r am.  Secor.c , 

r h e  evi r .CDi  1 s i c e  o f  o n e -'5 a n n u i t y  p a y n e n c s  . /ou lc  be a f u n c t i o n  

o f  cr.e number  of  p e r ma n en c  funa d i v i d e n d  c o n c r i b u c i o n s  c h a r  nave 

been  c r a o i t a c  t o  cha  a n n u i c a n c ' 3 o c c o u n c .  We s e r i o u s l y  d oub t

chac  a s u c c e s s f u l ,  d u r a c i o n a l  r e s i d e n c y  c l a i m  c o u l d  be mace t o  • 

c h i s  a s p e c t  o f  cha  p r o g r a m .  An a n n u i c a n c  w i t h  c h r a e  y e a r s  

c o n c r  i b u c i o n s  c o u l d  no c o r e  c l a i m  ch ac  he i s  dua an a n n u i t y

b a s e c  on 20 y e a r s  c o n t r i b u t i o n  chan  c o u l c  a 1996 r e s i d e n t  c l a i m  

noc m e r e l y  cha 5737 c a s h  d i v i d e n d  a v a i l a b l e  chac  y e a r ,  buc

r a c h e r  some 5 5 , 0 0 0  w h i c h  h i s  p r e d e c e s s o r s  had amassed  by b e i n g  

r e s i d e n c s  o f  A l a s k a  s i n c e  L 9 8 4 . ^

We b e L i a v e  chac  c h e r e  i s  a s t r o n g  c a s e  f o r  d i s t r i b u t i n g  

a n n u i t i e s  o n l y  co p e r s o n s  who a r e  r e s i d e n c s  o f  ALaska ac  che

^ 3 e c a u s e  f u c u r e  a n n u i t i e s  a c e  a d i r e c t  f u n c c i o n  o f  a c c u a l
p a s c  paymencs  co che  p r o g r a m ,  che  p co g ra m d o e s  noc " r e w a r d "  
p resumed c o n c r i b u c i o n s  buc  s i m p l y  c e c u m s  a c c u a L  i n v e s c m e n c s .  c f .  
Z o b e l  I , 6L9 ? . 2 d  ac  435 ( R a b i n o w i c z  c o n c . )  Nor i s  che  o p c i o n
a k i n  co a s i c u a c i o n  whece  p r i o r  cax  c o n c r i b u c o r s  a r e  e x c u s e d  c i o n
f u n d i n g  che  p r e s e n t  n e e d s  o f  g o v e r n m e n c ,  a s  w i ch  che cax  r e p e a l
scheme a c  i s s u e  i n  Z o b e l  I . Ac any p o i n c  i n  c ime ,  e a c h  A l a s k a n  i s  
c r e a c e d  q u i c e  equaLLy - -  b e i n g  e n c i c i e d  c o . an a n n u i c y  c r e d i c  i f  he 
o r  she  r e s i d e d  in  che  s c a c e  f o r  s i x  m o n t h s  d u r i n g  che p e c c i n e n c  
y e a r .
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t i m e .  P a r t i a l l y  f o r  r e a s o n s  d i s c u s s e d  b e l ow ,  no i n d i v i d u a l  w i l l  

h av e  a " z e s t e d  r i g r . c "  t o  an  a n n u i t y  in cr.e f u t u r e .  A p u r p o s e  o f  

t h e  a n n u i t y  p r o g r a m  w i l l  be t o  a l l e v i a t e  t h e  p a r t i c u l a r  

f i n a n c i a l  h a r c s h i p s  c a u s e d  by r e t i r e m e n t  in A l a s k a  - -  a p u r o o s e  

w h i c h  we b e l i e v e  i s  c o n s t i t u t i o n a l .  T h i s  g o a l  wouLd be s e r v e r  

o n l y  by c o n f i n i n g  a c t u a l  a n n u i t y  p ay m en t s  t o  A l a s k a  r e s i a e n c a .  

S e c o n d ,  and p a r t i c u l a r l y  i f  t h e  pcogram i s  p r o p e r l y  v i e w ed  as 

c o n f e r r i n g  an e c o n o m i c  b e n e f i t  noc upon che  C re d  i t  ir.g o f  an 

a n n u i c y  a c c o u n c ,  buc  r a c h e r  upon a n n u i c y  d i s c r i b u c i o n ,  t h e  a c a c a
i . , .

c e r t a i n l y  p o s s e s s e s  cne  r i g r . c  t o  p r e c e r  i t s  own r e s i c e n c a  in  t h a
. . . . . .  L.U * 'd i s p o s i t i o n  o :  i t s  r e s o u r c e s .

T h e r e  a r e ,  oc c o u r s e ,  o c h e r  i s s u e s  s u r r o u n d i n g  che 

a n n u i c y  o p c i o n .  Many A l a s k a n s  w i l l  u n d o u b t e d l y  w i s h  co- r e c a i n  

che  e x i s c i n g  c a s h  b e n e f i c s  o f  che  p e r ma n en c  f u n d  d i s c r i b u c i o n .  

A l a s k a n s  w i l l  n o t  b e ,  h o w e v e r ,  c o c a l l y  w i c h o u c  r e c o m p e n s e .  An 

a n n u i t y  a c c o u n c  f o r  y o u n g e r  A l a s k a n s  i n  p a r t i c u l a r  - -  ac  l e a s e  

f o e  c h o s e  p l a n n i n g  co s t a y  in  che s c a c e  - -  w i l l  one  d ay  l e a d  co 

s u b s c a n c i a l  b e n e f i c s .

Of c o u r s e ,  che  p r o s p e c c  o f  a l u c r a t i v e  r e c i r e m e n c  

a c c o u n c  i s  a p r o d u c e  o f  ch e  l e g i s l a t u r e ’ s c o n t i n u e d  w i l l i n g n e s s  

and  a b i l i c y  co d e v o e e  25Z o f  pe r ma nen c  f und  e a r n i n g s  Co che

~ = e g v e s .  i n c .  v .  S c a c e . 65 L . S d .  2nd 244,  ( 1 9 3 0 ) :  s e e  a l s o
W h i t e  v .  M a s s a c n u s e c c s  C o u n c i l  o f  C o n s c r u c c i o n  EmoLoyees .  ___
U . S .  No. 3 L- LOO 3 ( U . S . S . C c . ,  Feb .  23.  1 9 3 3 ) ( d i s t i n g u i s h i n g
H i c k i m  v.  O r o e c k ,  437 U . S .  513 ( 1 9 7 3 ) .



ar.r.u i t v  zzzzz z~.  Unques  c : ar.ab Ly , a c some p o i n t  in t i m e ,  a 

m a t e r i a l  p e r c e n t a g e  o f  t h a  p e r m a n e n t  r u n e ' s  e a r n i n g s  w i l l  be 

n e c e s s a r y  : t r  g e n e r a l  g o v e r n m e n t  e x p e n s e s .  The p o i n t  i t  wnich  

t h a c  w i l l  r e q u i r e  a c c e s s  t o  more t h a n  73"! o f  t h e  f u n d ' s  e a r n i n g s  

i s  p r c c l e m a t i c a l .

Tha t a x  c o n s e q u e n c e s  o f  an a n n u i t y  p r o g r a m  w a r r a n t

r e c a l l e d  d i s c u s s i o n .  As n e t ea p r e v i o u s l y ,  t h a  I n t e r n a l  Revenue  

S e r v i c e  may w e l l  r u l e  t h a c  p e r manenc  fund c a s h  d i s r r i b u r i ;  ns  a r e  

t a x a b l e .  C o n v e r s e l y ,  i f  c r e d i t s  co an a n n u i t y  a c c o u n t  e auaL to
i

t h e  p e r m a n e n t  fur.c d i v i d e n d  a r e  n o t  cax e xe mp t ,  cha  r e a l  

e co n o mi c  v a l u e  and o e r c e i v e d  o o l i t i c a l  w o r t h  o f  an a n n u i c v• % 4

o p c i o n  i s  s u b s c a n c i a l l y  l e s s e n e d .

The a n n u i c y  p r o g r a m  e n v i s i o n e d  by c h i s  r e p o r c  i s  noc 

e m p l o y e r / e m p l o y e e  r e l a c a d ,  and t h e r e f o r e  wou l d  noc  q r a L i f y  a s  an 

e xemp t  p l a n  u n d e r  che  I n c a r n a l  Revenue  C o d e . -̂  Nor was 

s e r i o u s  c o n s i d e r a c i o n  g i v e n  co q u a l i f y i n g  c h i s  a n n u i c y  o p c i o n  as  

an  I n d i v i d u a l  R e c i r e m e n c  Accounc  «•- b e c a u s e  ( I )  che  s c a c a  i s  noc 

a q u a l i f i e d  f i n a r . c i a L  i n s c i c u c i o n  co a d m i n i s t e r  s u c h  an a c c o u n c ;  

( 2 )  Che r e q u i r e d  c e c n s  o f  an IRA were  noc  c o m p a t i b l e  w i c h  Che 

o p c i o n  c o n s i d e r e d ;  and ( 3 )  . any  " s c a c e  r e q u i r e d "  IRA — e v e n  i f  

p o s s i b L a  - -  would  s e v e c L y  i m p i ng e  on che  cax p l a n n i n g  

f l e x i b i l i t y  o f  i n d i v i d u a l  A l a s k a n s . 4 ^

N ' o n e c h e l e s s ,  i c  i s  o u r  o p i n i o n  c h a c  che a n n u i c y  o p c i o n  

s h o u I f  r e s u l t  in che d e f e r r a l  o f  boch  t h e  oe rma nen c  fund

- i c : .  2 6  ' J . 3 . C .  > 4 0 1 - 4 0 4  

- TSe e  26 ; . 3 . 2 .  5-403 .
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d i v i o a r . c  zor . cr  : : u ;  Lons a r.c 3c c r ’j e a  I n c e c e s c  u n d e r  t h e  I n c e r n a l  

Rev e nu e  Coca .  The c o u r r s  anc 1 r.e 17.3 hove  g e n e r a  11 /  r u l e d  t h a c  

c o r . c r i b u c i o n s  co an u n q u a l i f i e d  " a n n u i c y , "  " r e e i r e m e n c "  o r  

" d a i a r r e c  ccmpar . sac  i o n "  p l a n  o r a  n o n e c h e l e s s  co:< a a f a r r e d  i f  che 

i n d i v i d u a l  i s  noc in  " c o n s  c r u c  c i v e  r a c a i p c "  o f  che  a n n u i c y  

c o n c r i b u c i o n s ,  and che  c o n c r i b u c i o n s  do noc  r e p r a s a n c  a p r a s a n c  

" e c o n o m i c  b e n e f i c . " " * ”

Co mb in i n g  che  s c a n d a r d s  o f  cnac  d o c c r i n e  w i c h  che 

a c c r i b u c e s  o f  che  p r o p o s e d  a n n u i c y  p r o g r a m ,  ch e  p r o g r a m  s h o u l d
I

be  c a x a c  d e f e r r e d  f o r  che  f o l l o w i n g  r e a s o n s :

1, I f  che  S c a c a  w e r e  co p u r c r . a s a  i n d i v i d u a l  a n n u i c i e s

w i c h  e a c h  p e r ma n en c  fund d i v i d e n d ,  w i ch  e a c h  r e s i d e n c  b e i n g  che

b e n e f i c i a r y ,  che  r e s i d e n c  wouLd h a v e  a v e s c e d  and s e c u r e d

i n c a r e s c  i n  che  c o n c r i b u c i o n , and  would  chus  h a v e  r e c e i v e d  a

c u r c e n c  " e c o n o m i c  b e n e f i c . "  IE,  h o w e v e r ,  che  S c a c a  w e r e  co

m e r e l y  g i v e  che a n n u i c a n c  an u n s e c u r e d  p r o m i s e  o f  paymenc ,

p u r c h a s i n g  an a n n u i c y  a c c o u n c  w ic h  i c s e l f  a s  Che b e n e f i c i a r y  i n

o r d e r  co p r o v i d e  a f u n d i n g  s o u r c e  f o r  c h ac  p r o m i s e ,  C he r e  would

be no " c u c r e n c  e c o n o m i c  b e n e f i c "  and c a x a c i o n  w ou ld  be
48d e f e r r e d .  T h i s  i 3  o ne  c u s c o m a c y  means  by w h i c h  e m p l o y e r s  

o b c a i n  cax  d e f e r r a l  o f  an  u n q u a l i f i e d  pLan;

2 .  A p e r s o n  i s  i n  " c o n s c r u c c i v e  c e c a i p c "  o f  an

a n n u i c y  c o n c r i b u c i o n  i f  he  h a s  c u r r e n c  a c c e s s  co che

4 7' J . S .  ■/. G o l d s m i c h , 538 r . 2 d  310 ( C c . C l .  1 9 7 3 ) ,  
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ca r . c : : - a c  ior .s  / i c h o u c  s u o s c j r . c i a i  cerms  ana 1 La:  c a r  i o n s . "*1 

•Jr.ci :  r r . i s  3 o p c i o n ,  o n c e r  no c ; r c u m s r a n c a s  ; o u ' . :  jr.

ar .nu ' . rar . c  be - :nc : :  l e u  co w i t h e r  aw a n y c m r . g  j r . c i l  a n n u i t i e s  a r e  

a c c u a l l y  d i s c r i b u c e a ;

3.  To u n d e r s c o r e  che c o n c i n g e n c  r . a c u r e  o f  che anno i c;/ 

- -  s u c h  chac  che [?„S c o u l d  noc r e a s o n a b l y  c o n c l u d e  c h a c  i c

r e p r e s e n c s  a " c u r r e n c  e co n om i c  b e n e f i c "  - -  ch e  a n n u i c y  w i l l  o n l y  

be r e c e i v e d  i :  che  p e r s o n  i s  an A l a s k a  r e s i d e n c  ac che  c ime o f

che  p e r c i r . a r . c  d i s c r i b u c i o n .
# I

Our  o n l y  h e s i c a n c y  in c h i s  r e g a r d  i s  che  F e b r u a r y  27,  

1531 r u l i n g  o f  che  IP.S ch ac  even  i f  an  i n d i v i d u a l  c h o o s e s  co

d e f e r  r e e e i p c  o f  h i s  p e r m a n e n c  f u n d  d i v i d e n d ,  i c  i s  c a p a b l e  in  

che  y e a r  ch ac  i c  c o u l d  h a v e  b een  r e c e i v e d .  The r u l i n g ,  h o w e v e r ,  

"may noc  be used  o r  c i c a d  as  p r e c e d e n t , "  a n d ,  e v e n  i f  o f

p r e c e d e n t i a l  v a l u e ,  i s  d i s c i n g u i s h a b l e  f rom c h i s  s i t u a t i o n .  The 

r u l i n g  i s  c o n s i s c e n c  w i c h  che  p c o o o s i c i o n  ch ac  Che i n d i v i d u a l  

c a n n o c  h a v e  u n f a c c a r e d  d i s c r a c i o n  i n  c h o o s i n g  cha y e a r  i n  w h i c h  

income v/il.1 be c a x e d .  W h i l e  an i n d i v i d u a l  d o e s  h a v e  u n b r i d l e d  

c h o i c e  i n  d e c a r a i n i n g  when co cake  a p e r m a n e n c  fund  d i v i d e n d ,  he  

w i l l  h a v e  no c h o i c e  a s  Co che  Cime o f  r e c e i p c  o f  h i s  a n n u i c i e s .  

M o r e o v e r ,  wh e re  a p e r s o n  would  h a v e  an a b s o l u c e  r i g h c  co a 

d e f e r r e d  d i v i d e n d ,  he  w i l l  have  no c i g h c  co a n n u i c y  d i s c r i b u c i o n  

u n l e s s  h e  i s  an A l a s k a  r e s i d e n t  ac  c he  c ime .

For  cax r e a s o n s ,  t h e n ,  che  a n n u i c y  o p c i o n  muse be 

c a r e f u l l y  s t r u c t u r e d .  The fo r mec  oe rmar . enc  fund  d i v i d e n d  muse

4 9  r =
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n r —

be u s e e  by m e  5 i s  r e  z z  p u r m a s e  an a n n u i c y  f a r  i r s  awn a c c c u r. r  , 

w i rh i t s e l f  as r h e  b e n e f i c i a r y .  The  a n n u i c y  income r e c e i v e d  by 

m e  S c a c a  w i l l  “hen  be u s e e  as m e  f u n d i n g  s o u r c e  f o r  "he  

a n n u i c y  pav-r.er.es - -  a L r houzn  t e c h n i c a l l y  and n e c e s s a r i l y  che

a n n u i c y  income c o u l d  be u s e d  f o r  a ny  f i s c a l  p u r p o s e .

A f a r  c l o s e r  q u e s t i o n  a r i s e s  w ic h  r e s p e c c  co che  e f f a c e

o f  c h i s  o p c i o n  on o c h e r  p u b l i c  a s s i s c a n c e  p r o g r a m s .  . G e n e r a l l y ,

a n n u i r y  income i s  i n c l u d e d  in ch e  c a l c u l a c i o n  o f  income  f o r

v a r i o u s  a s s i s c a n c e  p r o g r a m s . I S ,  h o w e v e r ,  c h i s  o p c i o n  c a n

be c h a r a c c a r  i c e d  as  a c o n c i n u a c  i o n  o f  che  l o n g e v i  cy b o n u s

p r o g r a m ,  chen  che  e x i s c i n g  l o n g e v i c y  b o n us  i ncome e x c l u s i o n ^

may p e r s i s c .  I f  - -  c o n s i s c e n c  w i c h  cax c o n s i d e r a c i o r . s  - -  che

o n l y  " a n n u i c y "  i s  che  o ne  p u r c h a s e d  by C h e ‘ S c a c a  a s  a f u n d i n g

s o u r c e ,  chen  che  e x i s c i n g  l o n g e v i c y  b on u s  p r o g r a m  c a n  be

r e c a i n e d  i n  'ooch name and  s u b s c a n c e ,  w ic h  che  amount  o f  che

b o n u s  s c i L L  d e p e n c e n c  upon r e s i d e n c y  h i s c o c y .  A f c e r  aLL,  u n d e r

che  o p c i o n ,  (L) a p e r s o n  muse  be  a s i x  monch r e s i d e n c  i n  o r d e r

co o b c a i n  a s i n g L e  PFD, and  muse b e  e l i g i b l e  f o r  che  a n n u i c y  ac
52che  c ime o f  d i s c r i b u c i o n ;  ( 2 )  che  amount  o f  a n n u i c y  i s  

d e p e n d e n c  upon  che  number  o f  PFD' s . c r e d i t e d  co c h e  i n d i v i d u a l ' s  

a c c o u n c ;  and  (3)  che  " g c a n d f a c h e c e d "  c l a s s  o f  e x i s c i n g  e l d e r L y

wouLd p r e s u m a b l y  be  r e q u i r e d  co meec  a o n e - y e a r  d u r a c 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 .

3' JSoe.  L l  U . 3 . G .  5 1 3 3 2 ( a )  ( a )  (2)  ( 3 ) .  

5 ’- S ee  i 2 U . 3 . C .  5 1 3 3 2 ( a )  (b )  (2)  ( 3 )  .

5 - S e e  n .  3,  a n : e .
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The a b o v e ,  o f  c o u r s e ,  i s  an a r g u me n t  - -  ; r : a -.0 ;

n e c e s s a r i l y  che Law, ir. f i n a l  m e a s u r e  w i l l  ce l a r g e : .  /

c e c e r r . i r . e e  by r h e  f e c e r e l  o f f i c i a l s  i r . v o l v e c .  The e x p o s u r e  co 

e :< i 3 : :  r. 3 a s s i s c a n c e  p r 0 z r  cr.s - -  a c  l e a s e  f a r  c hose  r.oc wicr . i r .  

che  g r a n c f a c h a r a d  c r a n s  : c ion c l a s s  - -  r u s e  be c o n s i d e r e d  a : :  3 z 

o f  c h i s  o p c i o n .

£ven  i f ,  h o w e v e r ,  a r . nu i cy  d i s c r i c u c i o r . s  a r e  c o n s i c e r e c  

" i n c o m e "  co v a r i o u s  a s s i s c a n c e  p r o g r a m s ,  che c o r p u s  o f  che 

a n n u i c y  a c c o u n c  w i l l  r.oc b e .  A p e r s o n  may be d i s q u a l i f i e d  f ror .
I

a f e d e r a l  a s s i s c a n c e  p r o c e e d  noc o n l y  I f  h i s  ir.cor.a e x c a e a s  a 

c e r c a i n  l e v e l ,  buc  as  w e l l  i f  he  h a s  a i r a r r . a c  i ve  a v a i l a b l e  

r e s o u r c e s  w h i c h  he  c a n  upon f r c n  ac  any c i r . e .  However ,  i n  c h i s  

i r . s c a r . e e ,  a c r u s  " a n n u i c y  c o r p u s "  d o e s  noc  e x i s c  - -  s i n c e  che 

o n l y  a n n u i c y  r u n s  f o r  che b e n e f i c  o f  che  S c a c e .  M o r eo ve r ,  even  

i f  f e d e r a l  o f f i c i a l s  were  co v i ew che  " c o r o u s "  as  b e l o n g i n g  co 

che i n d i v i d u a l ,  i c  car .noc  be w i c h d r a w n  p r i o r  co a c c u a l  

d i s c r i b u c i o n .

G . S c a c a  S o c i a l  S e c u r i c v  Svscem.

I n  l a r g e  p a r e  b e c a u s e  o£ che  need  f o r  a l e n g t h y  

c r a n s i c i o n  p e r i o d  w ic h  a s e l f - s u s c a i n i n g  a n n u i c y  p l a n ,  c h i s  

c e p o r c  a l s o  c o n s i d e r e d  che p o s s i b i i i c y  o f  a s c a c a  s o c i a l  

s e c u r i t y  s y s t e m  f u n d e d  by a p o r t i o n  o f  che p e r ma n en t  fund  

d i v i a e r . e s  d i s t r i b u t e d  u n d e r  AS A3 .23 .

U nde r  c h i s  s y s t e m ,  a s u f f i c i e n t  p o r t i o n  0 : e ac h

r e s i d e n t ' s  p e r m a n e n t  fund d i v i d e n d  would  be w i t h h e l d  eacn  y e a r

- A3-



t o  f u n s  3 r e t i r e m e n t  p r o g r am  d e s i g r . a a  t o  pay e a r n  A1 a 3 •: a 

r e s i c e n r  of  5 :  y e a r s  or  o l d e r  v i m  o r . e - y e a r ' s  r a s i d e n t y  323C pa r  

m on t h ,  w i t h  s m c o a r a t a  c o s t  o f  l i v i n g  a m u s e m e n t  e a r n  / e a r .

I n  a s s e s s i n g  t h a  f e a s i b i l i t y  o f  t h i s  o p c i o n .  t h e  mos t  

i m p o r t a n t  v a r i a b l e  was che  p r o j e c t e d  g r owch  in A l a s k a ' s  e l d e r l y

p o p u l a c i o n .  The d i f f i c u l t i e s  f a c i n g  che f e d e r a l  s o c i a l  s e c u r i t y  

s y s t e m  a r e  c ue  in p a r t  co an i n c r e a s i n g l y  l a r g e  p e r c e n t a g e  of

e l d e r l y  in  che  p o p u l a t i o n .

Tor  f i s c a l  y e a r  1933,  cha  A l a s k a  D e p a r t m e n t  o f  Labor  

p r o j e c t s  ch ac  c h a r e  w i l l  be some 1 3 , 5 7 2  e l d e r l y  in  A l a s k a  

a p p r o x  i ma ce  ly  V ,  o f  A l a s k a ' s  p o p u l a t i o n . ^  The D e p a r t m e n t  h a s  

p r o j e c t e d  c h a c  c h a c  o o p u l a c i o n ,  a s  a p e r c e n t a g e  o f  a l l  A l a s k a n s ,  

w i l l  r e m a i n  r e l a t i v e l y  s c a c i c  c h r o u g h  che  y e a r  2000 ,  when,  ouc 

o f  a o o p u l a c i o n  o f  3 3 L . 0 0 0  p e o p l e ,  c h e r e  w i l l  be 2 3 , 1 5 3

e l d e r l y . ^

We b e l i e v e  c h a c  c h o s e  p r o j e c t i o n s  a r e  o v e r l y  

c o n s e r v a t i v e ,  and  do noc  cake  i n c o  a c c o u n c  che  s i g n i f i c a n t

n a c i o n w i d e  c r a n d  o f  i n c r e a s e d  e l d e r l y  p o p u l a c i o n .  Nor do c h o s e  

p r o j e c t i o n s  i n c l u d e  che  r e c i r e m e n c  y e a r s  o f  che  p o s e  Wor ld  War 

I t  " b a b y  boom" g e n e r a c i o n  — w h i c h  w i l l  b e g i n  a b o uc  che  y e a r  

2010.

A c c o r d i n g l y ,  i n  p r o j e c t i n g  che  l o n g  t e r m  i m p a c t  o f  c h i s  

o p c i o n  on p e r m a n e n c  d i v i d e n d  d i s c r i b u c i o n ,  we h a v e  u s e d  che

^ A l a s k a  P o p u l a c i o n  O v e r v i e w ,  A l a s k a  Deparcmenc  o f  Labo

r A
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r . a c : :r.a - g r cwcn p a r t a r r .  s e r a  j e c - a a  by che  f e d e r a l  S o c : a 1

. n a n  a r e  .33 : a;, l a w s :

'iZ.-.l

L 5 5 0 
2000 
2025 
2050

" ■ jC - * 2 T 5 r V "3 " * - *»

3. L 
13 .  L 
L9.5 
21.3

1 1L's ing c h o s e  as  s u m p c : c n s , T r a v e l e r s '  I n s u r a n c e  T o . ,  or 

o u r  a e r i a l : ,  c a l c u l a c e c  che p e r c a n c a g a  o f  p e r manenc  fur.c

d i v i d e n d s  which  would be r e q u i r e d  co f und a " p a y  as  you 3 0 "
I

syscar..

For  f i s c a l  y e a r  1933,  che c a l c u l a t i o n s  a r e  r e l a c i v e i y

s e r a  igh  c - f o r w a r d . Gi ven  an a g g r e g a t e  d i s c r i b u c i o n  o f  soma 3159 

ca i L l i on  in p e r manenc  fund d i v i d e n d s  c h i s  y e a r ,  a p p r o x i m a t e l y  25”. 

would  be  n e eded  co fund a " p a y  as  you 30  s y s t e m . "

However ,  e ven  a s s u m i n g  a 3" c o s c  o f  l i v i n g  a d j u s t m e n t  

in che paymenc e a c h  y e a r ,  che p e r c e n c a g e  n e e d e d  co f und  t h e  

p r o g r a m  d e c r e a s e s .  T h i s  i s  b e c a u s e  p e r m a n e n t  fund  e a r n i n g s  w i l l  

i n c r e a s e  ac a r a c e  s u b s t a n t i a l l y  h i g h e r  c han  i n f l a t i o n .  From 

che y e a r  1933 co 2000 ,  che  a v e r a g e  f u n d i n g  r e q u i r e d  would  be 15 

co L9 p e c c e n t  o f  t h e  d i s c r  i b u c i o n s j v h i l e , i n  che  y e a r s  2 0 0 0  co 

2025 ( a n d  a s s u m i n g  c o n t i n u e d  g r o w t h  i n  p e r m a n e n c  fund  e a r n i n g s )  

che  f u n d i n g  amaunc would  be 1 0 - 1 2  p e r c e n c .

T h u s ,  i f  che  w i c hh o L d i n g  r e m a i n s  s c a c i c  ac  25” o v e r  che

c o u r s e  o f  s e v e r a l  y e a r s ,  che r e s u L c a n c  e x c e s s  wouLd b e g i n  co

b u i l d  j s a v i n g s  a c c o u n c  o f  s u b s c a n c i a l  m a g n i c u d a ,  which  ac seme

- « 5  -



poi r . c  ir. cr.e f u t u r e  woul d  maxe c r . e  p r o g r a m  c a r n a l l y .  -,r o e r r a o s  

“ c c a 11/  j e i : ‘ - 3 ' j s : a i n : r . : .

Cr.e a o v i o u s  a d v a n t a g e  o f  t h i s  o p c i o n  i s  t h a c  i t  f r e e s  

t h e  g e n e r a l  fund  i r o n  AL3 o b l i g a t i o n s  i m m e d i a t e l y .  C o n v e r s e  Ly , 

by m a t e r i a l l y  r e d u c i n g  cr.e 3nr .ua!  p e r m a n e n c  f u n a  i  i v i c e r . a , i c  

o b v i o u s l y  r a i s e s  some p o l i t i c a l  d i f f i c u l t i e s .

A d d i t i o n a l l y , ,  ch e  s o c i a l  s e c u r i t y  o p c i o n  c o u l d  L i k e w i s e  

be t  i ad co c on c  r i b u c  i o n  h i s c o c y  - -  a Lc ho ug h  noc i n  t h e  p r  ec  i s a

manner  o f  che  a n n u i c y  o p c i o n .  The f e d e r a l  s o c i a l  s e c u r i t y  

s y s t e m  c u r r e n c l y  f u l l y  c o v e r s  any- i n d i v i d u a l  who had "n oc  l e s s  

•chan one  q u a r t e r  o f  c o v e r a g e  . . .  f o r  e a c h  c a l e n d e r  e l a p s i n g  

a f t e r  L950 . . .  e x c e p t  c h a c  i n  no c a s e  shaLL an i n d i v i d u a l  be a 

f u l l y  i n s u r e d  i n d i v i d u a 1 ' u n L e s s  he  h a s  a c  L e a se  5 q u a r t e r s  o f  

c o v e r a g e . " ^  B e c a u s e ,  i n  che f u c u r a ,  some p o r c i o n  o f  che 

b e n e f i c s  wiLL be  p a i d  by che  " s a v i n g s  a c c o u n t "  r e s u l t i n g  f rom 

c he  s c a c i c  257* c o n c r  i b u c  i o n , we b e l i e v e  c h a c  a s - i m i l a r  

c o n t r i b u t i o n  h i s c o r y  r e q u i r e m e n t  couLd be  e s c a b L i s h e d  i n  che

l e g i s  Lac i o n .

Even more  s o  c han  che  a n n u i c y  o p c i o n ,  c h e r e  would  be  no 

" c u r r e n t  e c o n o m i c  b e n e f i c "  f rom the* p r o g r a m .  By r e d u c i n g  che 

p e r m a n e n c  fund  d i s c r i b u c i o n  by 25?., and f u n d i n g  a c e c i r e m e n c  

p r o g r a m  f r om w h i c h  che  i n d i v i d u a l  may o r  may n oc  u L c i m a c a l y

b e n e f i c ,  we b e l i e v e  i c  e x t r e m e l y  u n l i k e L y  c h a c  ch e  IRS wouLd

c o n c l u d e  c h ac  che  r e d u c e d  sum i s  in some m a nn e r  t a x a b l e .

5512 ‘J . S . C .  S 4 U ( a ) ( l )



Mo r  ̂v e r , we b e l i e v e  crier a i 

: ~ j  ; e r e  e x i s t i n g  AL2 e x e m p t i o n  in f e d e r a l  lew c o u l a  be 

r e t  j  : r . e c . I r . c e e d , s c r  i ppec co i r e  e s s e n c e  ch i s  aoc i o n  does  

L i t t l e  mere  m a n  a l t e r  m e  f u n a i r . g  s o u r c a  a ;  r h e  ,-.L3 p r o g r a m .

The a r m o r y  r i s k  o f  che p r o g r a m  i s  a l l  che  more 

a p p a r e n :  i n  Li ghc  o f  che  c u r r e n t  d i f f i c u L c i e s  w i c h  cne f e d e r a l

s o c i a l  s e c u r i t y  s y s t e m .  Wh i l e  o p c i o n  ? would  be fu nd ed  by a 

c u r r e n c l y  pure ,based  a n n u i t y ,  y o u n g e r  A l a s k a n s  would  be 

c o n t r i b u t i n g  co c h i s  o p c i o n  on che  mere  h ope  c h a c  che r ecu  i s  i c e  

amount  o f  pe rmanenc  fund  e a r n i n g s  would r e m a i n  a v a i l a b l e  f o r  che 

p ro gr am w e l l  i n c o  che 2 1 s t  c e n c u r y .  The " s a v i n g s  a c c o u n c "  

c r a a c e d  by che s c a c i c  23Ti w i t h h o l d i n g  i s  i n c e n d e d  co a L l e v i a c e  

chac  orobLem;  h o w e v e r ,  r e g a r d l e s s  o f  che  r a c e  o f  g rowch  o f  chac 

a c c o u n c ,  c h e r e  i s  p l a i n L y  some r i s k  i n  Ch i s  o p c i o n . ^

5^For  e x a m p l e ,  u n d e r  o u r  p o p u l a c i o n  p r o j e c t i o n s ,  c h e r e  w i l l  
be 3 0 , 7 - “ e L d e r l y  i n  ALaska i n  che  y e a r  2 0 0 0 .  The  p e r m a n e n c  funa 
d i s t r i b u t i o n s  f o r  c h a c  y e a r  u n d e r  AS 4 3 . 2 3  a r e  e s t i m a t e d  by cha 
D e p a r t m e n t  o f  P.evenue t o  be S792 m i L Li on ,  o f  w h i c h ,  u n d e c  ouc 
s c a c i c  2 5 -  w i t h h o l d i n g ,  SL9S m i l l i o n  would  be  p l a c e d  i n  ch e  a o c i a L  
s e c u r i t y  f u n d .  In  c ha c  y e a r ,  wi ch  a 3% COLA, c h e  maximum monchly  
bonus  w i l l  be a p p r o x i m a c e l y  3 3 90 .  Even i f  e v e r y  e L d e r l y  A l a s k a n  
i s  e l i g i b L e  f o r  f u l l  b e n e f i c s  u n d e r  che  l a w ' s  c o n c r i b u c i o n  
r e q u i r e m e n t s ,  che  maximum p a y me n t s  would  be  SL2Q m i L l i o n  - -  wich  a 
s a v i n g s  a c c o u n c  d e o o s i c  b e i n g  made i n  c h a c  y e a r  a l o n e  c f  370 
m i l l i o n .  Of c o u r s e ,  many o f  c h e s e  e l d e r  Ly may noc be  c u l l y  
e l i g i b L e ,  and some who a r e  e l i g i b L e  may noc  be  r e s i d i n g  i n  A l a s k a  
d u r i n g  chac  y e a r .



F i n a l l y ,  t h e r e  i s  some s a v a n c a g e  t o  “he  e x i s t  ir.z

e l d e r l y  in  t r . i s  s y s c a m  o v e r  r he  a n n u i c y  o p c i o n .  The e x i s c i n g

e L d e r l y  would  h a v e  a n e c  Loss of  o n l y  231 of  c h e i r  p e rm a nen c

fur .c i i v i c e r . d ,  r a c h e r  Chan cr.e e n c i r e c y  o f  che b e n e f i c  u n d e r  che

a n n u i c y  a p p r o a c h .

H. H e a l c h  I n s u r a r . c e  - o r  The S i d e d -/ .

The s c a c e  o f  - h e a l c h  i n s u r a n c e  f o r  che  e l d e r l y ,  anc

i n d e e d  f o r  a i l  A l a s k a n s ,  h a s  a Lr eady  been  che  s u b j  ec  c o f
57 53c o n s i d e r a b l e  s c u d y ,  and  l e g i s L a c i v e  a c c i v i c y .  3 e c a u s e

o f  che  o b v i o u s  c r i t i c a l  i m p o r t a n c e  o f  a d e q u a t e  h e a l c h  c a r e

c o v e r a g e  f o r  A l a s k a ' s  e L d e r L y ,  che o p c i o n  o f  p r o v i d i n g

c o m p r e h e n s i v e  h e a l c h  i n s u r a n c e  f o r  A l a s k a ' s  o l d e r  c i t i z e n s  in

L i e u  o f  Che L o n g e v i c y  b o n u s  was i n c l u d e d  i n  C h i s  r e p o r c  a s  an

o p c i o n .

W h i l e  che  D e p a r t m e n t  o f  Law r e p o r c  f o u n d  c ha c  h e a l c h

e x p e n s e s  we r e  a m a j o r  u s e  o f  che. l o n g e v i c y  b on u s  f o r  o n l y  5.5*1

o f  i c s  sampLe,  che  1976 l o n g e v i c y  b o n us  s c u d y  f o u nd  c ha c  297. o f  

Che bonus  c e c i p i e n c s  u s e d  ac  l e a s e  a p o r c i o n  o f  Che AL3 f o r  

m e d i c a l  c a r e ,  w h i l e  117. u s e d  a p o r c i o n  o f  che  b o n us  f o r  

" i n s u r a n c e  o f  a l l  k i n d s .

3 / A l a s k a  C o m p r e h e n s i v e  H e a l c h  C a r e  F i n a n c i n g  Sc ud y ,  3aceLL 
Human A f f a i r  R e s e a r c h  C e n c e r  (1 9 3 1 )

S3*H3 6 41 ,  12ch La g .  I s c  S e s s .  ( 1 93 1 )

59.AL2 S u r v e y ,  o n .  c i c .  n .  9 ac  22



In : 2 z z , al .7.03;  aLL 0 : A l a s k a ' s  e l d e r l y  r e c e i . ' e  soma

ki r . c  3 f p u b l i c  3 r p c i v a c a  h e a l c h  c o v e r a g e  a s s  i s : o n ce  - -  a i m e r

c n r s u g h  M e d i c a r e ,  M e o i c a i c ,  p u b l i c  and  p r i v a c e  r a c i r a m e n r

p r o g r a m s .  V e c e r a r . ' s  b e n e f i c s  o r  che I n d i a n  H ea l c h  S e r v i c e / P u b l i c

H e a l c h  S e r v i c e .

when a s s e s s i n g  che  h e a l c h  i n s u r a n c e  o p c i o n ,  che  r:;o

o b v i o u s  q u e s c i c n s  a r e :  (L)  how s e v e r e  a r e  che 33 03  in e x i s c i n g

c o v e r a g e :  and (2)  how much wouLd i c  c o s c  co f i l l  c ho se  g a p s ?

The m a j o r  s o u r c e  o f  h e a l c h  i n s u r a n c e  c o v e r a g e  f o r  che

e l d e r l y  in  A l a s k a  i s  o b v i o u s  Ly M e d i c a r e  - -  a f e d e r a l  i n s u r a n c e

p l a n  v/hicr.  p r o v i d e s  h o s p  i ca L i c a c  i on  f o r  c ho se  e L i g i b l e  f o r
50s o c i a l  s e c u r i c y  and m e d i c a l  i n s u r a n c e  c o r  an a d d i c i o r . a L  f e e  

o f  3 1 2 . 2 0  p e r  non c h .

3och  che  h o s p i c a L  and med i caL  i n s u r a n c e  c o n c a i n  

s u b s c a n c i a l  d e a u c c i b L e s ,  i . e .  che  f i r s c  S3Q<* o f  che h o s p i c a L  

b i l l  — and  c o -p a ym e nc  r e a u i c e m e n c s  (20?. i n  Che c a s e  o f  m e d i c a l  

i n s u r a n c e . )

N u r s i n g  hotne c o v e r a g e  u n d e r  M e d i c a r e  i s  s e v e c e L y  

l i n i c a d  — c o n f i n e d  co p o s c - h o s p i c a l  c a r e  i n  a " s k i l l e d  n u r s i n g  

f a c i l i c y "  f o r  s h o r e  p e r i o d s  o f  c i m e .

t c  i s  d i f c i c u l c  co d e c e r m i n e  how many r e s i d e n c  A l a s k a n  

e l d e r l y  a r e  on M e d i c a r e  - -  a v a i l a b l e  s c a c i s c i c s  3 r e  b l o a c e d  by 

M e d i c a r e  c l a i m s  s u b m i c c a d  by c o u r i s c s .  T h e r a  a r e  some 9 , 3 2 3

^ ‘-2  ' J . 3 . C . 5 5  *25,  1 3 9 5 ( c ) .  A p e r s o n  i n e l i g i b l e  f o r  S o c i a l
S e c u r i c y  may o b c a i n  M e c i c a r e  h o s p i c a L i c a c i o n  i n s u r a n c e  f o r  3 L12 
c e r  monch



r e c i r a d  p e r s o n s  in  A l a s k a  r e c e i v i n g  s o c i a L  s e c u r i c y  - -  ar.c her .ca 

e L i 2 i b 1e f o r  M e d i c a r a .

The L a r g e s c  g r o u p  o f  a l d e r L y  A l a s k a n s  i n e l i g i b l e  f o r

M e d i c a r e  a r e  r u r a l  r e s i d e n c s ,  p r i m a r i l y  N a c i v e s ,  who do noc  have  

a s u f f i o i e n c  wage e a r n i n g  h i s c o r y  co q u a l i f y  f o r  s o c i a l

s e c u r i c y .  A l l  ALaska I n d i a n s ,  A l e u c s  and Esk i mos  a r e  e L i g i b l e  

f o r  IHS - -  wh ich  p r o v i d e s  a b r o a d  r a n g e  o f  s e r v i c e s  d e p e n d i n g  

upon a v a i l a b l e  f a c i l i t i e s .  IHS i s ,  h o w e v e r ,  p r i m a r i l y  a d i r e c c  • 

p r o v i d e r  o f  f a c i l i c i e s  - -  i c  d o e s  noc make c a s h  paymencs-  f o r  

s e r v i c e s  s u c h  a c u s c o d i a l  c a r e  i n  a n u r s i n g  home.  M o r e o v e r ,  i c  

i s  c u r r e n c l y  f a c i n g  s e v e r e  c u c b a c k s  in  a r e a s  s u c h  as
(i n

r e i r . b u r s e m e n c  f o r  h e a l c h - r a L a c e d  c r a v e l  e x p e n s e s

The mosc c o m p r e h e n s i v e  h e a L c h  c o v e r a g e  i n  ALaska  i s ,  o f

c o u r s e ,  M e d i c a i d .  To be e L i g i b l e  f o r  M e d i c a i d ,  one  muse meec 

che  S c a c e  p u b Li c  a s s i s c a n c e  i ncome  L i m i c a c i o n s .  As n o c a d

p r e v i o u s l y ,  c h a r e  a r e  c u r r e n c L y  some 2300 e L d e r l y  ALaska  

c i c i c a n s  on M e d i c a i d .  M e d i c a i d  d o e s  c o v e r  v i r c u a l l y  u n l i m i c e d  

n u r s i n g  home r e s i d e n c y .

The mosc g L a r i n g  d e f i c i e n c y  i n  A l a s k a  h e aL c h  c a r e  f o r  

che  e L d e rL y  i s  che  Lack o f  c o v e r a g e  f o r  i n s c i C u C i o n a L i z a c i o n  i n  

c u s c o d i a L  e n v i c o n m e n c s  s u c h  a s  n u r s i n g  homes .  N u r s i n g  home

o i - t r . c a r v i a v ,  Ms.  ? .  E u b a n k s ,  F i eLd  Rep.  S o c i a L  S e c u r i c y  
Admin.  ( F e b .  24 ,  L983)

‘3 2 [ n c e r v i e ,. /1 Ms. ? .  Ro'oerca  IHS,  ( F e b .  23,  L933)



r a c e s  i n  A l a sk a  run f rom 599 co 317 3 p e r  day . The c o s z s  a r e  

s i - 3 Ly p r o n i b i z i v e  f a r  anyone  noc on M e d i c a i d  - -  i r . c e ed ,  o f  cr.e 

- 6 7  e l d e r l y  Al a sxa r . s  c u r r e n c l y  r e s i d i n g  in  S c ace  n u r s i n g  homes 

( o c r . e r  chan  che P i o n e e r s  Homes) ,  a l l  buc  31 a c e  c h e r e  ur . cer  

M e d i c a i d ,  o r  A l a s k a ' s  G e n e r a l  P . a l i e f  M e c i c j L  A s s i s c a n c e .

C o n v e r s e l y ,  n u r s i n g  hone  r a c e s  in  W a s h i n g t o n ,  f o r  

e x a m p l e ,  h a v e  b een  e s c  i.maced by che Deparcc i enc  o f  H e a l c h  i  

S o c i a l  S e r v i c a s  co v a r y  f rom 3 : 0 - 3 6 0  p e r  d a y .  [c  i s  noc  known 

how many e L d e r l y  A l a s k a n s  a r e  i n s c i c u c i o n a l i c e d  i n  Lower 

f o c r y - e i g n e  c u s c o d i a l  c a r e  f a c i l i c i e s ;  h o w e v e r ,  i c  i s  a p p a r e n c  

chac  u n l e s s  one  i s  e l i g i b l e  f o r  P i o n e e r  Home p l a c e m e n c ,  a 

n u r s i n g  home c an  be a f f o r d e d  i f ,  ac  a l l ,  onLy by r e l o c a c i n g  co 

che l o w e r  f o r c y - e i g h c .

T h r e e  p r i v a c a  o r g a n i z a c i o n s  w e r e  a s k e d  co e s c i m a c e  che 

premium amounc r e q u i r e d  co s u o p l e m e n c  M e d i c a r e  and o c h e r  

c o v e r a g e  f o r  A L a s k a ' s  a l d e r L y  co p r o v i d e  h e a l c h  i n s u r a n c e  

e q u i v a L e n c  co che  e x i s c i n g  P u b l i c  E m p l o y e e s '  R e c i r a m e n c  S y s c e m ' s  

r a c i c e e  c o v a c a g a ,  and co i n c Lu de  c o m p r e h e n s i v e  n u r s i n g  home 

c o v e r a g e .  N e i c h e r  T c a v e L e r s  I n s u r a n c e ,  noc  Aecna  I n s u r a n c e  f e l b  

c a p a b l a  o f  p r o v i d i n g  an  e s c i m a c e .  ,!,

However ,  i n s u r a n c e  c o n s u L c a n e s  f r e q u e n c L y  u s e d  by Che 

s c a c e  Cor m a c c e c s  s u c h  a s  che p u b L i c  e m p l o y e e s  S up o l a me nc a L  

3e r . e f i C 3  Syscem e s c i m a c a d  chac  co p r o v i d e  suppLamencaL c o v e r a g e

5 j

^ j A l a s x a  C u r s i n g  Home C e n s u s ,  A l a s k a  Deparcmenc  o f  He3Lch 
S o c i a l  S e r v i c e ,  1 2 / 3 1 / 3 2

- 5 1 -



f o r  Mao i c a r  a , i n s u r a n c e  c o u l d  be p r a v i c e d  ac 3 p remium of

appro:* :r.a c a L y  S~0 p e r  i n d i v i d u a l  p e r  7. or. dr . T h i s  vouLd i n d u c e  

rompr ener . s  i v e  o u r s  1 r.5 home c o v e r a g e .

M e d i c a r e  i s  c u r r e n c l y  3 p r i m a r y  i n s u r e r  - -  chac i s ,  cr.e 

Scace  c o u l d  p r o v i d e  cor  SupoLemencaL c o v e c a g e  w i c ho u c

e n d a n g e r i n g  b a s i c  M e d i c a r e  e l i g  i b  i 1 i c y . M o r e o v e r ,  ana in  a i l

l i v e l i h o o d ,  s u p p l e m e n t a l  S c ac e  c o v e r a g e  c o u l d  p r o p e r l y  p r o v i d e  

o c h e r w i s e  u n i n s u r e d  A l a s k a  N a c i v e s  wi ch  c h o s e  c o s e s  r.cc c o v e r e d  

by r h e  I n d i a n  H e a l c h  S e r v i c e .

The  m a j o r  d i f f i c u l t y  i s  M e d i c a i d .  M e d i c a i d  e l i g i b i l i c y

i s  v e r y  much c o n c i n g e n c  upon che  u n a v a i l a b i l i c y  of  
54' r e s o u r c e s ” . "* C u r r e n c l y ,  che  S c a c e  o r L y  pa ys  '*3^ o f  a

M e d i c a i d ' s  p a c i e n c  b i l L s .  I f  a S c a c e  h e a l c h  i n s u r a n c e  p o L i c y  

was c o n s i d e r e d  a " r e s o u r c e "  che  S c a c e  c o u l d  f i n d  i c s e L f  f o o c i n g  

cha e n c i r e c y  o f  a M e d i c a i d  p a c i e n c ' s  b i l l .

Of c o u r s e ,  che  S c a c e  would  h a r d l y  n e e d  co " s u p p l e m e n c "  

any M e d i c a i d  c o v e r a g e  — M e d i c a i d  c o v e r a g e  i c s e l f  b e i n g

e s s a n c i a l l y  i n c l u s i v e .  The s c a c u c e ,  < J u l d  s i m p l y  exempc

M e d i c a i d  c e c i p i e n c s  f rom che c o v e r a g e  o f  Che p o l i c y .  The i s s u e  

p o s ed  by s u c h  an  e na c c me nc  i s  w h e c h e r  che  S c a c e  wou l d  be
** 3*

f r u s c r a c i n g  che  C o n g r e s s i o n a l  g o a l s  b e h i n d  M e d i c a i d  - -  w h i c h  i s  

co p r o v i d e  a  h eaL ch  c o v e r a g e  means  o f  l a s c  r e s o r c  — c h e r a b y

c u n n i n g  a f o u L  o f  cha  Su pr eme cy  C l a u s e .

C . S . C .  J 1!32v a ) ( 1 ) ( 3 )

- - " l o r i r a  Lime 1 . v / o c a c o  G ro we r s  v .  P a u l ,  3 73 J . S .  132 ( 1 9 5 3 )
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r

,ng chac  che S c a c e  c o u l d  c o n t i n u e  co r.e r

3 u p c L emer. c M e d i c a r e ,  IHS f a c i l i t i e s  and e x i s t i n g  p r i v a c e

r e t i r e e  c o v e r a g e s ,  snc chac

a c t a r a c e .  c h e r e  r e m a i n  

i n s u r a n c e  o o c i o n .  F i r s t ,  i c  i s  a :  no b e n e f i c  co A l a s k a ' s  r .eecy

che c o n s u l c a n c s '

two d i f f i c u l t i e s  w i t h che h e a l c h

e l d e r ! 1/ - -  wno w i l l  m e r e l v  c o n c i n u e  w ic h  M e d i c a i d  c o v e r ad. aw

che  p r i c e  o f  c n e i r  L o n g e v i t y  b o n u s .

Secor . a ! ; / ,  c h e r e  i s  che p o t e n c i a L l y  s e v e r e  p r o b l e m  o f
s *

i n - r . i g r a c i o n . I f  a y e a r ' s  r e s i d e n c y  in  A l a s k a ' 2’3 were aLL chac  

were  r e q u i r e d  f o r  f r e e  and u n l i m i c e a  n u r s i n g  home c o v e r a g e ,  che 

p o t e n t i a l  o f  i n - m i g r a t i o n  may be s e v e r e .  Thece  a r e  two 

p o t e n t i a l l y  j u s c i f a ' o L e  c o mp o ne n t s  o f  che  p r o g r a m  which  c o u l d  

m i c i g a c e  t h i s  p o t e n t i a l :

L. I f  a p u r p o s e  o f  che  h e a L c h  i n s u r a n c e  o p c i o n  i s  co 

a l l o w  ALaska  r e s i d e n c s  co c o n c i n u e  co r e s i d e  in  che s c a c e  even  

i f  n u r s i n g  home c o v e r a g e  i s  r e q u i r e d ,  n u r s i n g  home c o v e r a g e  

c o u l d  be  L i m i t e d  co ALaska i n s t i t u t i o n s ,  j u s t  a s  many s c a c e s

5 6 [ c  i s  p o s s i b L a ,  a l c h o u g h  we b e l i e v e  u n l i k e l y , ,  chac  a c o u r c  
would r u l e  t h a c  s u p p L e ne nc a L  h e aL c h  i n s u r a n c e  c o v e r a g e  wouLd 
c o n s . t i c u c a  a " b a s i s  n e c e s s i t y  o f  l i f e "  - -  d r o p p i n g  Che maximum 
p o s s i b l e  d u r a c 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  co 30 d a y s .  The p r o g r a m 
would be  s u p p l e m e n t a l  t o  a h o s e  o f  e x i s c i n g  a s s i s c a n c e  i n s u r a n c e  
p rogr am**  and wou l d  noc  be  b a s e d  on n e e d .  See Memor i a l  H o s o i c a l  
v .  M ar i c o o a  C o u n t ’/ , 415 U . S .  ac 261 .



I ; r. i c r e s r a e n c  c u ’. c i o n  : i i : o u n : j  r o i r . - i c a c i  u n : v e r  3 :  r  r e s  .

Tha o i f f i u u l r y .  o b v i o u s l y ,  i s  m a c  a/, i s  C i 05  A l a s k a n  r .urs  ir.g r.ome

c a p a c i c y  i s  l i r . i c e c .  Wher ne r  uni. i n i  r e d  n u r s i n g  hone c o v e r a g e

a l l  - . l a s < a n s  would  r e s u l t  in e x o a n s r o n  0 : a :<r a c i n g

f a c i l i e  i a s  i s  d e b a c a b l e ;  *

2,  Tor  cha  r e a s o n s  c i c e d  w ic h  r a s p e c c  co cha  a n n u i c y  

anc  s o c i a l  s e c u r i c y  o p c i o n s ,  e L i g i b i l i c y  f o r  h e a l c h  i n s u r a n c e  

c o v e r a g e  m.ighc p r o p e r l y  be  b a s e d  upon c o n c r  i b u c  i o n  h i s c o r y  i f  

( a )  a p o r c i o n  o f  che  i n d i v i d u a l ' s  p e r m a n e n c  f u n d  d i v i d e n d  i s  

u s e d  co h e l p  fu n d  che  i n s u r a n c e  p r o g r a m ;  and ( b )  che f u n d i n g  i s  

in e:<cass o f  o u r r e r . c  n e e d s ,  in o r d e r  co a mas s  c h e  same c y p e  o f  

" s a v i n g s  a c c o u n c "  e n v i s i o n e d  w i ch  r e s p e c c  co che  s o c i a l  s e c u r i c y  

o p c i o n .

I .  LONGEVITY 30NUS PREMISED ON INDIVIDUALIZED

RELOCATION HARDSHIP.

As n o cad  i n  S e c c i o n  11 ( A) ,  a n c a . C he r e  i s  some j u d i c i a l  

s u p p o r c  f o r  che  v i e w  c h a c  i c  i s  p e r m i s s i b l e  f o r  A l a s k a  co 

e s c a b l i s h  a p r o g r a m  i n c e n d e d  co b e n e f i c  c h o s e  who would  s u f f e r  

che  mosc h a r d s h i p  by f i n a n c i a L l y - c o e r c e a  r e l o c a c i o n  f r om che 

s c a c e ,  and co m e a s u r e  c h a c  h a r d s h i p  i n  p a r e  by d u r a c i o n  o f  

r e s  i d e n c e .

T h i s  o p c i o n  r e l i e s  upon ch ac  s u p p o r c .  and i n v o l v e *  

c h r a e  s c e o s :

' " S e a r n s  v .  M a l k e r s o n ,  225 f . S u o o .  22L (D. Mi nn .  1 9 7 0 ) ,  3 : : a
mem. - ul U.S. 955 (1971)
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L. coca  L o g i n s  chose  c r i c a r i a  wn ich  would 

d i : : a re r . c  i a c a  r h c s e Alus.-cs a l d a r l y  who would : u ; :  j  : r a l a c i y a l y

7,0 : 2  n a r c s r . i p  by b e i n g  i c r c e c  co r e c i r e  o u c s i c e  cha s c a c a ,  anc 

who naac  f i n a n c i a l  a s s i s c a n c e  in o r d e r  co r e m a i n  i n - s c a r a ;

2.  c r a n s  Lac ion  . o f  c ho s e  sub j a c  c i v e  c r i c a r i a  co 3
poi.-.c syscam. s i n i l a c  co chac  u s e e  by cha ALaska C omme rc i a l

0 3
F i s h e r i e s  a n c r y  C o m m i s s i o n ; ana"

3.  s c r u e c u r  i n  5 o f  chac  p o i n c  s ys cam s u ch  c h ac  (a)

admin i 3 c r  a c i va  c o s e s  a ca  m i n i m i z e d ;  and (b )  s u c c e s s f u l

a p p l i c a n c s  a r a  c o n f i n e d  co a p o o l  r o u g h l y  a q u i v a l a n e  in  number 

co a :< r a c i n g  bonus  r a c i p i a r . e s .

I n d e e d .  che  s c r u c c u r e  o f  c h i s  o p c i o n  i s  s i m i L a r  co che 

ALaska L i.r .iced  E nc ry  Acc - -  w h i c h  c r a n s L a c e s  c e r c a i n  v e r y  

s u b j e c c i v a  c r i c a r i a  - -  s uc h  as  " e c o n o m i c  d e p e n d e n c e  on che 

f i s h e r y "  - -  i n c o  an o b j a c c i v a  p o i n c  sysce tn .  I c  d oe s  s o ,  o f  

c o u r s e ,  ac  a b u r e a u c r a c i c  p r i c e  - -  a p p r o x i m a c a l y  S 2 . 5  mi LLi on  a 

y e a r  f o r  a p o o l  o f  a p p l i c a n c s  o r i g i n a L L y  r o u g h l y  e a u i v a l e n c  co 

c h o s e  wh i ch  c h i s  o p c i o n  would  a f f a c c .  I c  a l s o  d o e s  so a c  o c h e r  

c o s e s ,  wh i ch  w i l l  be  d i s c u s s e d  beLow.

I c  i s  noc  d i f f i c u l c  co c a c a l o g  che  c r i c a r i a  w h i c h  would  

s e c  o u r  " c e l o c a c i o n  h a r d s h i p "  p o o l  a s i d e .  D u r a c i o n  and 

c o n t i n u i t y  o t  r e s i d e n c e  would be one  • c r i c a r i a ,  a s  w ou l d ,  

p e r h a p s :

1 .  i ncome :

2.  l o c a c i o n  o f  f a m i l y ;

- 5 3 -



3.  L o c a r : o n .1 f p r o p e r t y ;  ana

i .  e c n m c .  r e l i g i o u s ,  ar.c c u L c u r a L  : i a s .

A l c ho u gn  income ar.c d u r a t i o n  o f  r e s i d e n c y  woulo  pLav a 

r o l e  in de c a r m i n g  e l i g i b i l i t y ,  no one f a c t o r  a Lone wou Id be 

d i s p o s i t i v e .

I :  would  noc be  d i f f i c u l c  co c r a n s  Lace r h e s e  f a c  co r  3

i n t o  a p o i n c  s y s c a m;  noc  would i c  be p a r c i c u l a r l y  d i f f i c u l c  co 

s c r u c  c u r e  chac  p o i n c  s y s c a m  co l i m i t  che  c l a s s  o f  s u c c e s s f u l  

a p p l i c a n t s .  The p r o p o s a l ,  h o w e v e r ,  d o e s  s u f f e r  c r o n  cha  

f o l l o w i n g  d i s a d v a n c a g e s :

1.  S i n c e  r .o sc  A l a s k a n  e l d e r l y  h a v e  l i v e d  h e r e  more  

c h a n  10 y e a r s  mosc ALaska  e l d e r L y  w i l l  s u f f e r  s o n s  d e m o n s c e r a b l e  

h a r d s n i ?  f rom r e l o c a c i n g  e l s e w h e r e  - -  a l c h o u g h  a c e c c a i n  

p e r c a n c a g e  o o v i o u s L y  do n o c  r e q u i r e  a l o n g e v i c y  b o n u s  co r e m a i n ;

2.  The a l c e r n a c i v e  a l s o  i n v o l v e s  che  e s c a b l i s h m e r . c

and  f u n d i n g  of  a new b u r e a c r a c y  - -  an i n c r i s i c a l l y  u n w o c c h w h i l e  

u n d e r c a k i n g ,  buc o ne  w h i c h  n o n e t h e l e s s  wouLd c o s c  f a r  l e s s  chan  

s i m p l y  o p e n i n g  ch e  c l a s s  co a l l  e l d e r l y  A l a s k a n s ;

3 .  P e r h a p s  ch e  mosc o b v i o u s  d i s a d v a n c a g e  i s  che  

b u r d e n  c h ac  i c  w ou l d  p l a c e  upon e l d e r L y  AL a s k a ns  c h e m s e L v e s .  

T h e r e  would  p r e s u m a b l y  b e  a l e n g c h y  a p p L i c a c i o n  fo r m,  c o g e c h e r  

w i c h  e v i d e n c i a r y  r e q u i r e m e n c s , and i n  some c a s e s ,  a d j u d i c a c o r y

h e a r i n g s .  The L i m i c e d  e n t r y  Commi ss i on  i s  c u r r e n c l y  i n v o l v e d  in  

some 120 j u d i c i a l  a p p e a l s  - -  a number  w h i c h  i s  a i c h a r  ac  o r  

b e l o w  h i s c o r i c  L e v e l s .  A c c o r d i n g  : o  che  C o m m i s s i o n ' s  :Y19.j-*

- 5 6 -



b u d g e t  p r e s e n t a t i o n ,  c h e r e  i s  3 c u r r e n t  b a c k l o a d  c f  seme 323 

a d r . : m s  c r e  c i ve  a d ; u d  i c a c  i o n s  .

A t t o r n e y s  w i l l  be r e q u i r e d  - -  r e g a r d l e s s  o f  what  

e f f o r t s  a r e  u r . s e r t a k e n  t o  ma.<e t h e  p r o c e s s  s i m p l e  ar.c ir. forma  L. 

The d i f f i c u l t i e s  f a c i n g  t h a  e L d e r l y  a p p l i c a n t  a r e  t h u s  r a c h e r  

a p p a r  e r .c .

j .  g ?.a : : 3 " a ? h e ? . : : ic

T h i s  r e p o r t  c l o s e s  wich  one  o f  che  s i m p L e r  a l c a r n a c i v e s  

— o p e n i n g  che c l a s s  o f  l o n g e v i c y  b on u s  c e c i p i e n c s  co a l l  

e l d e r l y  A l a s k a n s  w i c h  one  y e a r ' s  r e s i d e n c y ,  and c e r m . n a c i n g  che 

p cogr am f o r  che f u t u r e .  P e r s o n s  e l i g i b l e ,  o r  beco mi ng  e l i g i b l e  

c h i s  y e a r  w i l l  be " g r a n d f a c h e r e d "  and w i l l  r e c e i v e  a l o n g e v i t y  

b o n u s  f o r  l i f e .  The f i s c a l  i m p a c t s  o f  c h i s  a l c e r n a c i v e  a r e ,  f o r  

FYL534,  i d e n t i c a l  co o p c i o n  A, and w i l l  o b v i o u s l y  d e c l i n e  i n  Che 

f u c u r e  d ue  co m o r t a l i t y  and c e l o c a c i o n .

The o b v i o u s  a d v a n c a g e  o f  c h i s  p r o g r a m  i s  c h ac  i c  

p r o t e c t s  c h o s e  c u r r e n c l y  on ch e  l o n g e v i c y  b o n u s  p r o g r a m .  

E q u a l l y ,  i c  d e p r i v e s  c h o s e  a p p r o a c h i n g  che  age  o f  65 w i c h  any 

e x p e c t a t i o n  o f  r e c e i v i n g  a b o n u s .

We b e l i e v e  t h a c  c h i s  q p c t o n  i s  c o n s c i c u c i o n a l l y  

p e r m i s s i b l e .  Tha A l a s k a  Supreme C o u r c  s h a r e s  Che g e n e r a l  v i ew 

o f  che  c o n s c i c u c i o n a l i c y  o f  g r a n d f a c h e r i n g  Laws - -  as  Long as  

c he  g r a n d f a c h e r a d  c l a s s  i c s e l f  i s  c o n s c i c u c i o n a l l y  d e f i n e d .  

P l a i n l y ,  che  s t a t e  l e g i s l a t u r e s

^ C o m m e r c i a l  F i s h e r i e s  Encry Commi s s i on  v .  A ooke aa k ,  606 
P . 2 c  ac  1 2 5 9 - 6 L.



h av e  che  r i m e  10 t e r m i n a t e  s o c i a l  0 r e g : tms / n i l s  o r o c e c c i r . c  

c h c s  - -no nave  come co r e l y  on c h e i r  b e n e f i t s .

fP'JQ#

As n o t e d  ac che  o u t s e t ,  che  p u r p o s e  of c r . i s  r e p o c c  is 

r . e r e l /  co p r o v i c e  a c h r e s h h o L d  f e a s i b i l i t y  r e v i e w  of v a r i o u s  

o p t i o n s  f o r  a mend i ng  che  l o n g e v i c y  bonus  p r o g r a m .  Througr .  

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

m.emcers, c o n s u l t a n c s  and p r i v a t e  i n d u s t r y ,  we h a v e  a c t  amp c 20  t o  

h i g h l i g h c  che m a j o r  i s s u e s  s u r r o u n d i n g  e a c h  a l t e r n a t i v e ,  anc 

p r o v i d e  ac  l e a s e  r o u g h  i n f o r m a t i o n  on e a c h  q u e s t i o n  r a i s e d .  I f ,  

a f t e r  cne  J u d i c i a r y  C o m m i t t e e  h a s  i d e n t i f i e d  two o r  Chree  

r e l a t i v e l y  a t t r a c t i v e  o p c i o n s ,  che  e f f o r c  e x p e n d e d  o v e r  che  p a s c  

c h r e e  w eek s  on 10 p r o p o s a l s  c a n  be  c o n d e n s e d  i n c o  ch e  p u r s u i t  o f  

c h r e e ,  p r o p o s e d  l e g i s l a t i o n  and a more  i n c r i c a c e  a n a l y s i s  o f  che 

p r e f e r r e d  o p c i o n s  c a n  be p c om p c l y  c r a n s m i c c a d .

► *<
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I n t r o d u c t i o n .

In June, 1984, che Alaska L o n g evi cy 5onus P r o g r a m  (AS 47.45) 

was declared unconscicucional because ic r e q u i r e d  recipiencs cc 

have resided in A laska boch prior co s c a c e hood and for 25 

consecuc ive years. The T h i r c e e n c h  Legislacure, 2nd Sess., 

re p ea led chese lengchy residency r e q u i r e m e n c s , Chus opening che 

p r o g r a m  co n e w  p a r c i c i p a n c s . Ch. 38, SLA 1984. However, che 

a m e n d e d  law, by ics own cerms, is Co be r e p e a l e d  effective 

June 30, 1985. I d . , Sec. 11.

The legislati on also e s t a b l i s h e d  the State Special Committee 

on the A l a s k a  Longevicy Bonus P r o g r a m  co "decermine che 

fe a s i b i l i t y  of replacing Che 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 

o t h e r  longevity program." Id., Sec. 7. This is the committee's 

r e p o r t .

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

The committee has developed a proposal  w h i c h  w o u l d  phase out 

che existin g longevity bonus p r o g r a m  and replace it **!th 

individu al a n nuity accounts f u nded p r i m a r i l y  b y  the perma '*•. 

fund dividends of participants. 1/ The p r o p o s a l  has been

1/ Three different annuity a pp roaches were in itially considered 
F y  che committee: (1) SB 465, introduced in the 1984 legislacure
b y  several senators; (2) an ame nded version of HB 700, aiso 
intro d u c e d  in chac legislacure; and (3) a draft bill p r e p ared by 
Senator Bill Ray (D., Juneau). The Ray bill became che v e h i c l e  
•for che Committee's proposal. All chree pr oposals involved
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che p r o g r a m  in e a c h  year since che program's incepcior. For 

example, if che i n f l a c e d  ALB " c a r g e c” for a p arcic u l a r  year is 

$280, and a p e r s o n  Curning 65 who r ecei v e d  an annu icy credic in 

e a c h  year of che p r o g r a m  w o u l d  be e n c i c l e d  co an annuicy of $100 

per monch, che A L B  p a ymenc for a l l  recipiencs w o u l d  be $180. 

Thac $180 w i l l  n o c  v a r y  a c c o r d i n g  co che a ccual parcicipacion 

hiscories of i n d i v i d u a l  ALB recipiencs.

O v e r  che years, individual a n n u i c y  accouncs will become 

greacer, and e a c h  year che l o n g e v i c y  bonus payable cc n e w  

recipi e n c 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 che year 2003, 

Che c o m m i c c e e  p r o j e c t s  Chac che m a x i m u m  p o s sible annuicy will be 

sufficier.c co b r i n g  an end Co che g e n e r a l - f u n d e d  ALB program, 

excepC  for chose r e l a C i v e l y  few w h o  were 65 or older before 198 6,’ 

an d  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 b e s t  

i l l u s t r a t e d  b y  the foll owing chart:



M a x i m u m  Possible Anr.ui r v 5/ ALB (for all new recioier.ts)

1986 A . 37 £245.63

1990 32.50 2A8.SS

1995 106.27 219.92

2000 255.70 122.A5

2005 533.39 -0-

Other Opcions C onsidered

T h e  committee invited its members, and others, co suggest 

alternatives o ther than an a n n u i t y  program. Only one was 

a d v a n c e d  -- a "means test "program u nder w h i c h  e l derly Alaskans 

e a r n i n g  less than $25,000 per y e a r  w o u l d  receive a payment or 

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

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

appli c a n t  w o u l d  be required to s ubmit his or her tax return to 

the D e p a r t m e n t  of Administration.

This p r ogram is intended as a p e r m anent repl acement for che 

ALB. However, the p r ogram envision s that the size of che p a y­

ments, and the $25,000 income limit, r em ain constant over the 

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

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



M a x i m u m  Income 
Eligib i l i t y  fo 

Bonus (vear)
Amount of 

Bonus
Site of Alternate 

Bonus

1 9 8 6 325,000 

$10,569 

$ 5,902 6/

$250 $100
2000 $104 $41.60

2010 $ 59 $23.60

It is estimated chat, initially, 80Z of Alaska's elderly 

w i l l  be eligible for the $250 b o n u s  , Because 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 of real income, so too does 

the p e r c e n t a g e  of eligible elderly. Thus, less than half of 

A l a s k a ' s  eld erly w i l l  be eligible for the bonus in the year 2000,

a n d  only 30Z w i l l  be eligible in the year 2010.

The co mmittee rejected this means test p r o posa l for the

f o l l o w i n g  reasons:

1. A n y  w e l f a r e  program is contrar y to the intent of the 

A L B  p r o g r a m  and is vigorously o p p o s e d  by Alaska's elderly. T h e  

L o n g e v i t y  Bonus P r o g r a m  now says to Alaska's elderly that chey

are a precious h u m a n  resource, and thac it is in the state's 

i n t e r e s t  co p r o vid e them w i c h  the w h e r e w i t h a l l  to remain in 

A l a s k a  aft er retirement. The m e a n s  test payment, on che o t h e r  

hand, carries w i t h  it quite different, and less favorable 

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

6/ This is below A l a s k a’s $ 7 0 3 2 / y e a r  poverty level..
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2. Of chose who are potentially eligibLe for the 5250 

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

connotations. This is strongly suggested by available 

statistics. Currently, nearly 6,700 ALB recipients -- or 40" cf 

all recipients -- have incomes below the current eligibility 

limit for existing Old Age Assistance and Medicaid benefits. 

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

OAA and an additional $2,500 per year for Medicaid. Yet, of the 

income-eligible, only 2,526 -- or roughly 38Z -- have in fact 

applied for OAA and Medicaid. Certainly, some of the remaining 

income-eligible have not applied because they have more assets 

than current law allows. Nonetheless, these statistics manifest 

an aversion to need-based assistance which has deterred many of 

Alaska's apparently eligible elderly from applying for 

substantial benefits.

3. Thus, while 20Z of Alaska's elderly will be ineligible 

for the $250 bonus, an additional percentage of existing ALB 

recipients will lose their current benefits because of their 

unwillingness to participate in a welfare program. For these 

reasons, this means test proposal fails a threshold test which 

should be a cornerstone of any longevity bonus legislation. Any 

AL3 alternative, the committee believes, should provide chose who 

have received che AL3 over che years with the same benefits as 

under current lav.*.

4. The proposal hurts bcth existing and new ALB recipients 

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

_ Q _



che income ceiling will decrease over che years, fewer elderly 

will find chemselves eligible, and chose who are eligible will 

receive smaller benefics. By the year 2000, for example, less 

chan half of Alaska's elderly will be eligible for a benefic wich 

a real value of $104 per month, while che majority will receive a 

coken paymenc wich a real value of $41.60.

5. The proposal is substantially more expensive chan che 

commictee bill. Even chough: (1) Che committee bill procects 

exiscing elderly, while chis means cest proposal does not; and

(2) che commictee bill inflates che ALB annually, while che means 

cesc proposal does not, enactment of chis means cest proposal 

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

the next 50 years. Moreover, that cost would be born when che 

state could least afford it —  after the turn of the century, 

when oil. revenues are projected to rapidly decline. It is 

important to the committee to develop an ALB alternative which 

phases out general fund obligations after the year 2000. As part 

12 of this report discusses, while post-1999 costs under che 

committee bill are projected to be $285 million, 21st century 

costs under the means test proposal would be roughly $2.28 

billion.

6. The committee has several concerns regarding the $100 

payment for which all elderly would be eligible. First, the 

commictee does not know what that payment is intended to 

accomplish. Ic is doubtful that $100 per month is a sufficient 

sum co allow any elderly to remain in che state who would
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ocherwise be financially required no leave. The paymenc may thus 

ac once r.e coo small co accomplish any social goal, and yec large 

enough co conscicuce a subscancial drain on che scace creasurv.

Addicionally, many elderly may view che 3100 paymenc as 

Cokenism. If Chat is noc Che case now, ic will certainly become 

so in che fucure when che real value of chac paymenc shrinks co 

$41 (2000) and $23 (2010).

Finally, since che $100 and $250 payments are fundamentally 

different in purpose, che commictee believes thac Chey should be 

administered under separate programs. The $100 paymenc is 

apparently incended as a residual ALB. On the ocher hand, che 

$250 paymenc is a form of welfare. This paymenc, che commictee 

believes, should be administered by the Department of Kealch ana 

Social Services under che scace's welfare laws. Ocherwise, che 

scace will, in essence, be creating two welfare bureaucracies —  

one for Old Age Assistance, and one for the mis-named "longevity 

bonus."

7. Fewer people will meet the $25,000 eligibilicy 

requirement as the years go by. Thus, by the year 2010, only 302 

of Alaska's elderly will be eligible for this means test payment. 

Why, ic might fairly be asked, are 80Z of today's elderly in 

"critical" need of the higher paymenc, while only 302 will 

require che paymenc in years hence? For one who is currencly 

denied che larger paymenc, or who may be denied ic in che fur re 

so? ely because of inrlacion, chis precise question will 

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

- 11 -



6. Finally, in requiring one year's residency in order co

receive che $250 means Cest payment, che proposal raises a

substantial constitutional issue. The current ALE's one-year

durational residency requirement is constitutional because the

bonus is not dependent upon "need." Under both the federal and

Alaska constitutions, if a program provides "the basic

necessities of life," a 30-day residency requirement is che

maximum constitutionally permissible. Memorial Hospital v.

Maricopa Countv, 415 U.S. 250, 259 (1974); Shapiro v. Thompson,

394 U.S. 618 (1969). Generally, benefits which are accorded on

che basis of the recipient's income tend to be viewed by che

courts as involving "basic necessities." For example, in Jeffrey

v. Colorado State Department of Social Services, 599 P .2d 87^

(Col. 1979) , che Colorado Supreme Court struck down the lengthy

durational residency requirement of that state's olu age pension

program, and held that the program provided basic necessities of

life. The state argued, unsuccessfully, that its program was

more akin to an income supplement, rather than a form of welfare.

The court, however, ruled that because the size of the pension

was a function of the applicant's' other income, a 30-day

residency requirement was required:

(The . state] attempt[s] to avoid the strict 
scrutiny - compelling state interest test mandated 
by Shapiro by characterizing the old age pension 
program as an 'annuity.' However, unlike true 
annuity or pension programs which are unaffected 
bv a recipient's ocher incomej che old age pension 
benefit is directly and proportionately reduced- by 
the amount of other income. T h u s , the
characterization of the old age pension program as_ 
an "annuity" puts form over substance and
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disregards che nacure of Che program, which is co 
•fulfill basic neeas and noc co supplemenc separace 
income.

599 P,2d ac 879. Emphasis added.

The means cesc proposal has been defended because of ics 

high income limics. This does make che program differenc from 

chac involved in Jeffrey, and che commictee agrees chac chis 

defense could be made in good faich. To che commictee, however, 

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

commictee agreed to develop a proposal which would avoid serious

new constitutional issues and the threat of continued licigacion. 

While any legislation which creats some people differently than 

ochers may result in litigation, the means test proposal raises a 

serious and substantial residency discrimination issue, and 

therefore does not meet the committee's goal. 7/
i «

For these reasons, the committee does not believe that the 

means test proposal is a viable alternative to the existing ALB 

program.

The committee was also aware of the "stair-stepping

approach," under which che ALB program is slowly phased out 

through an annual increase in the eligibility age. Under

legislation which passed che House of Representatives during che

1J Addicionally, ic should be noted that the issue will become 
more serious in future years. This is because while che income 
l^vel is high ac che outsec, it shrinks dramatically, and in real 
Vclue falls below che scare's existing poverty level in che vear 
2008.



previous legislacure, che eligibilicy age would begin co rise 

above 65 in 1991. Alchoug'n no "scairscepping" proposal was ever 

advanced by anyone for formal cocmiccee review or accicn, che 

committee is aware of some concinued inceresc in developing chis 

concepc oucside of chis commiccee's deliberacions. The proposal 

thus warrancs some commenc.

Firsc, che term "scairscepping" is a misnomer, since ic

connoces a gradual phasing ouc of che ALB program. In truth, che

scairscepping approach causes che mosc abrupc program termination

of any opcion considered, and also results in che mosc severe

discrimination between groups of Alaskans. Under che

stairstepping approach, if a person was b o m  on or before June 
«

30, 1925, che state would pay him or her $250 per month for life. 

For persons born on July 1, 1925 and thereafter, che state would 

pay nothing. And, it is irrelevant whether that person is now an 

Alaskan. A  current non-resident who is now 62 would receive 

$250/month when he or she moved to Alaska, while a current 

59-year old Alaskan would receive nothing. There is chus nothing 

gradual, or "stairstepped," about this process.

The stairstepping approach would be more expensive chan che 

committee bill, 8/ and tuch of this added expense would be b o m  

after che turn of che century when che state can least afford ic. 

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

£/ Assuming, of course, chat che two had similar provisions 
cealing wich che erosion of che real value of the bonus.
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benefic fewer Alaskans. Fcr example, some have assumed chac 

parcicipacion in Che annuicy program is necessary in order for 

fucure elderly co benefic from che commiccee bill. This is noc 

Crue. Under scairscepping, a person c u m i n g  65 in 1991 would 

receive no ALB whacsoever, while chac same person would receive a 

1991 ALB of $222.61 under che commiccee bill, even if chac person 

had never parcicipaced in che annuicy program. Thus, for similar 

cocal coses, and subscancially lower 21sc cer.cury coses, che 

commiccee bill excends che benefics of che ALB program co many 

more Alaskans.

Mosc fundamencally, che commiccee believes chac chere is a 

need for fucure scace parcicipacion in che building of reciremenc 

securicy chac is- noc recognized in che scairscepping approach 

standing alone. Apart from che ALB, che principal form of 

non-need based assistance is, of course, Social Securicy. Yec 

Alaska's elderly receive che same Social Securicy payments as 

chose who reside where che cosc of living is much lower. 

Moreover, Alaska has a uniquely high percencage of elderly who 

are ineligible for Social Securicy because of a lack of 

wage-earning hiscory. Thus, in one area of che state -- 

Northwest Alaska -- 66Z of che region's elderly reported che AL3 

as Cheir principal source of income.

As oil revenues decline, and economic a ct ivity in the scace 

becomes more uncertain, it is encirely possible chac che scace's 

fucure elderly will crnd themselves in a more precarious position
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chan coday. And, ac chac poinc, Che scace -- for chese same 

economic reasons -- may be unable co help.

One obvious impact oi abolishing che A.LB program chrough 

"stair-scepping" is an increased Old Age Assiscance case load. 

Certainly, when chose near che poverty line are denied $250 per 

monch, chey will simply c u m  co che welfare system, and che scace 

will realize no nec saving. Moreover, and as discussed 

previously, many ALB recipiencs who are apparently eligible for 

OAA and Medicaid have in face noc applied for chese benefics. 

Over che years, che ALB program has been defended on che ground 

chat it has enabled many Alaskan elderly Co remain off che 

welfare roles. Statistics bear chis ouc, indicacing chac many of 

chose ALB recipients who are eligible for OAA and Medicaid hav 

been able co remain off chese programs because of che bonus.

For chese reasons, scair-stepping by icself is also noc 

being recommended to the legislacure.

On che ocher hand, che principal advantage of 

"stair-scepping" is the protection which it affords chose who are 

currently on che ALB program, and who have come to rely on boch 

che Longevicy Bonus and che permanenc fund dividend co suscain 

themselves. The commiccee concluded chac forcing Alaska's 

exiscing elderly co forego cheir Permanenc Fund Dividend in order 

Co assure continued receipt of che "target" Longevicy Bonus mighc 

work a hardship on chese older Alaskans. As a result, che 

commiccee decided co include in the bill a so-called 

"grandfachering" provision which allows chose reaching age 65



before 1586 to cake cheir Permanenc Fund Dividend in cash and 

scill receive a full Longevicy Bonus for che remainder of cheir 

lives. The commiccee legislacion, chen, is incended cc blend che 

mosc salutory aspects of boch an annuicy approach and 

"stair-scepping."

The vircue of an annuicy approach is chac ic enables che 

scace and each individual Alaskan co sec aside funds now for 

Chose perhaps more difficulc years ahead. Ic is a program 

designed to subscicuce private thrift for public largesse. The 

commiccee also believes chac che permanenc fund dividend is an 

appropriate source of funds for che annuicy program. The purpose 

of che annuicy program is much like che purpose of che permanenc 

fund icself. Moreover, one purpose of che dividend program —  co 

give each Alaskan a stake in che management of che permanenc 

fund -- will be enhanced if Alaskans' reciremenc securicy is ac 

lease in part dependenc on wise stewardship of chac fund.

Major Features.

1. Front-loading. The commitcee envisions chac che 

legislature may add additional sums Co individual annuicy 

accounts. Under "front-loading," a person will receive an 

annuicy account credit greater -- and perhaps substantially 

greater -- than che amounc of cash he or she could have received. 

Ic is che committee's hope chac che legislacure will consider 

tronc-loading for each of che program's firsc chree years.



The commictee initially analysed the annuicy concept withoc 

front-loading. Even without front-loading, annuicy payments 

eventually replace longevity bonus payments from che general 

fund. Nonetheless, che committee feared chac because annuicy 

payments were low in che early years, those Alaskans who are now 

near retirement age would not participate in the program. 

Moreover, general fund contributions did not begin to see 

significant reductions for about 10 years.

Front-loading provides a substantial incentive to 

individuals co forego immediate cash in favor of retirement 

security. While it costs more in the initial years, that cost is 

incurred in years in which oil revenues are expected to remain 

high. Moreover, general fund contributions to the ALB progrr'' 

taper off r a p i d l y .  In other words, because front-loading causer' 

the maximum possible annuity payment co increase, residual 

longevity bonus payments decrease more rapidly. Thus, dollars 

invested in early years through front-loading result in a 

decrease in general fund obligations in later years.

Under the commictee bill, substantial front-loading now 

would actually result in a net savings over the life of che ALE 

program.-- at least in nominal dollars. Thus, if $79 million 

were appropriated for front-loading over the next three years, 

that investment would result in a return of $82 million in 

reduced ALB payments over the next 25 years. Ir. constant 1986 

dollars, the ultimate cost of investing $79 million now is $30 

million.
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Additionally, front-loading serves other important purposes 

which the committee believes warrant the cost in constant 

dollars:

(1) The committee bill will work only if Alaskans 

participate. If they do not, Alaska's future elderly may still 

place demands on che general fund; and

(2) A premium may fairly be placed on che current 

availability of funds. If $1.00 of general funds front-loaded 

now returns 75c (in constant dollars) years hence-, che fact thac 

the general fund has that $1.00 now, but may not have the 75c 

later, is of some relevance.

Whether front-loading extends beyond the three-year period 

envisioned by the committee -depends on the availability of funds, 

actual participation-rates, -and the projected rate of return on 

subsequent front-loading investments. If front-loading has 

succeeded in creating substantial participation, continuation 

would seem unnecessary, since those Alaskans already in the 

annuity program would be unlikely to drop out. On the other 

hand, if participation is low, the legislature may wish co 

consider inducements other than front-loading.

The commictee settled on a front-loading concept weighted in 

favor of older Alaskans. Several other options were also 

considered. The first was a per-capita contribution made co each 

Alaskan who chose an annuity credit. Under chis option, the 

annuity accounts of chose near retirement age did noc increase 

enough co substantially increase che "maximum possible annuity."



Thus, ic did noc significancly reduce iong-cerm general fund 

obligacions. Nor did ic sacisfy che goai of providing che 

greacesc incencives co chose who may need chem mosc.

To beccer accomplish chis goal, che commiccee ne:cc

considered a scraighc $10 incremencal increase in fronc-loading 

based on age: chac is, parcicipancs would receive $10 for each

year chac chey were, ilder chan age 17 —  up co age 65. 9/ This 

opcion produced a becler resulc in Cerms of reduced general fund 

obligacions, buc ic scill did noc increase annuicy paynencs rase

enough co be a significanc incencive -- co older Alaskans in

parcicular —  Co parcicipace in che program.

Finally, projeccions were run on che opcion embodied in che 

bill: persons 18-34 years old would receive a base amounc of

fronc-loading in addicion co che dividend -- for example, $50. 

Those over 34 would receive a percencage increase (for example, 

10Z) for each year of age over 34, up co age 65. Under chis 

opcicn, fronc-loading increases on a curve racher chan a scraighc 

line -- increasing dramacically as an individual approaches age 

65. Thus, a $50 base wich 101 per year increases resulcs in a 34 

year old receiving $50, a 50 year old $211, and a 64 year old 

approximately $800.

The incencive co join che program, chen, increases 

dramacically as reciremenc age approaches. Ic is chis aspecc

9/ Thus, an 18 year old would receive $10, a 38 year old $210, 
and a 65 year old $480.
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which is nose appealing Co che committee, tor che following 

reasons:

Firsc, older Alaskans are nose in need of incencives co 

parcicipace. Because inicial annuicy paynencs are small, many

may be cempced Co cake a cash paymenc which is larger chan che

annual annuicy which it will yield. Then, years lacer, chac

person will suffer macerially reduced benefics because of chac

shore-sighted decision. On che ocher hand, younger Alaskans need 

not parcicipace in che program every year in order co build a 

sizeable annuicy. Based upon projeccions available to the 

committee, a 47 year old (in 1986) would be required co 

participate every year in order co achieve che cargec annuicy 

when he reaches 65 in che year 2004 —  the year che ALB program 

disappears. Recognizing chac financial circumstances may require 

a cash election in some years, and chat some individuals may be 

ineligible for a dividend in some years, the commictee concluded 

chat additional incentives are appropriate beginning ac age 35 in 

order to help ensure that the maximum possible number of Alaskans 

will achieve che target annuicy.

Second, while older Alaskans will receive more at che 

outset, che front-loading given younger Alaskans will be invesced 

for a longer period of cime. To che extent that the percencage 

differencial is commensurate wich accounc earnings, che eventual 

recurn co both old and young will be quice similar.



Finally, chis opcion accually coses less in front-loading 

dollars chan che scraighc line approach -- even enough che 

now-elderly receive larger amouncs.

Two addicional points regarding fronc-loading warrant note. 

First, and as discussed earlier, under the commiccee bill chose 

who reach age 65 before 1986 do noc participate in che annuicy 

program because chey are guaranceed a full longevicy bonus for 

life. As a resulc, in 1985, chere will be no fronc-loading for 

any individual over che age of 64. In fucure years, che 

incremental increase in front-loading will end ac age 65, and

chose over age 65 will receive che same amount of fronc-loading 

as a 65-year-old.

Second, che commictee bill envisions Chat che source of 

fronc-loading funds may be che earnings of che undistributed

income accounc of che Alaska permanent fund. In pasc years, 

permanent fund earnings have exceeded the amounc necessary to pay 

dividends and inflation-proof the fund itself. The resulting 

surplus comprises che undistributed income account, which has a 

current balance of $557 million. That account itself yields 

annual earnings which are greater than that necessary to provide 

front-loading, and which are available for appropriation.

The committee concluded that these earnings are an

appropriate source of funds for front-loading for one obvious 

reason: as with che basic structure of che annuicy program

icself, chis aspecc of che bill will devote current permanenc

fund earnings in a manner which will substantially decrease
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general fund obligacions in later and perhaps leaner years. Once 

again, however, only earnings are involved. Ic muse be scressed 

Chac ncching in che commiccee bill in any way impairs che 

incegricy of che permanenc fund icself.

2. The 27. Escalacor.

Since che beginning of che ALB program in 1972, che original 

$100 paymenc has been periodically increased no ics currenc $250 

limic. While chac increase seems' large, ic has, in face, roughly 

kepc pace wich inflacion. If che ALB is recained,- che commiccee 

believes chac ic is unreasonable Co assume chac no increase in 

Che ALB will ever be made. 'The persisCenc erosion in che real 

value of che ALB would ac some poinc become so severe chac relief 

would be necessary. For example, assuming a 6Z inflacion race, a 

$250 ALB now will be worch only $104 in 15 years.

There are cwo ways of dealing wich che gradual erosion of

Che value of che ALB. The firsc is co leave che problem co

fucure legislacures. The second is che approach Caken in che 

commiccee bill, which provides a modesc 3Z annual adjustmenc

incended noc Co precisely keep pace wich inflacion, buc racher co 

provide cercainCy in che amounc of che paymenc.

3. Adminiscracive Coses of che Program. The commiccee

bill provides chac che legislacure may appropriace funds frcm che 

annuicy accounc co pay che adminiscracive coses of che annuicy



program. _10/ Thus, che coses or che program will be borne by che 

annuicy parcicipancs, whecher che funds are privacely placed or 

n o c .

The bill scates thac adminiscracive costs will be "equitably 

allocated" among annuicy accounts; it is the commictee's incenc 

chac an equicable allocation will cake into accounc such faccors 

as numoers of parcicipancs, age, and relative accounc balances.

A. Choice of Benefics. Most annuicy programs offer 

parcicipancs a choice of opcions, such as joint and survivor 

benefics. The primary reason for survivor benefics in employment 

annuicy programs is chac among married couples chere is often 

only one wage earner. Survivor benefits are thus available to 

insure chac the dependent spouse is not left without income 

Since the annuity program is available to both spouses, just ai 

is the present longevity bonus program, che committee opted for 

simplicity and did not include a choice of benefits. 11/

5. Setting the Amount of the Longevity Bonus Payment. 

Section 8 of the bill provides chac che longevity bonus payment 

—  for those who have not reached 65 before 1986 -- is determined 

by deducting from that payment the maximum possible annuicy

10/: If the states chooses to place the funds wich private
carriers, any coses shifted to che carrier under che contract 
would also be paid from che annuity accounts.

11/ A death benefit for those who die prior to reaching age 65 
Has been included in che Senace Scace Affairs Commiccee 
subscicuce for SB 56.
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available to a person who turns 65 in the year in question. The 

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

annuity is the smallest available (among chose who have received 

che maximum possible credits). A 75-year-oid wich che identical 

concribucion of a 65-year-old will receive a larger annuicy 

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

returned faster. Thus, some Alaskans will receive more chan the 

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

elderly Alaskans (with full parcicipacion) will receive less.

6. Residency Questions. The bill has no residency re­

quirements for receipt of annuicy payments. Permanenc fund 

dividends are, of course, only available to Alaska residencs -- 

so that an individual must be an Alaskan to contribute to an 

annuity account. 12/

7. Federal Income Tax Considerations. Currently, both the 

permanent fund dividend, and the ALB, are taxable as ordinary 

income under the Internal Revenue Code. The committee engaged 

tax counsel to determine whether the ■result would be any 

different under the committee bill. Specifically, the committee 

asked whether a person will be taxable on the cash he could have 

received as a dividend even though, under che new program, he is 

only credited with che right co receive a future annuity from che 

state. Counsel advised the committee that, because the annuicy

12/ The longevity bonus program will still require thac an 
individual be a one-year residenc to receive a bonus.
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program is unique, chere is no legal precedent which provides 

definite answer.

Based on analogous federal cax authorities, tax counsel 

believes thac a crucial factor in determining whether cr not an 

Alaskan receiving an annuity credit will avoid current federal

income taxation is the amount with hich che legislature 

"front-loads" the annuity credit in the year che credit is 

granted. If the legislature provides a substannia!.. front-load to 

the annuity credit for a particular year, an Alaskan receiving a 

credit that year should not be subject to tax until annuity

payments are actually made on retirement. However, if the 

legislature provides little or no front-loading in a particular 

year, there would be a substantial risk that those receivir 

annuity credits would be taxable immediately on che amounc o* 

cash they could have elected in lieu of the credit.

Tax counsel also advised the committee that available 

precedent does not provide firm guidance on the minimum 

front-load necessary to support deferred tax treatment of annuity 

credits. There is an example in the IRS regulations which 

suggest thac a front-load of 25Z or more of the annuity credit 

would be sufficient; however, tax counsel believes that a lesser

amount may suffice. Because of this uncertainty, tax counsel

suggests that if the commiccee proposal is enacted, it would be 

in the state's best interest to obtain an advance ruling from the 

Internal Revenue Service on the question.
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The uncertainty surrounding the ca:: status of annuity

credits, and the substantial risk of taxability when

front-loading ends, did noc weigh heavily in the committee's

recommendation. This is because, at worst, Alaskans wouid be

required to pay caxes on the amount of che dividend just as they

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

alternative to che ALB program which met che basic goals

expressed in this report. It was not charged with simply finding 

a tax shelter.

Finally, apart from the potential taxability of a permanent 

fund dividend credited to an annuity account, two favorable cax 

aspects of che committee proposal should be mentioned;

1. All interest income credited to indiviudal annuity

accounts would,, under current IRS regulations, be taxable only as 

it is paid ouc after reaching age 65; and

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

8. Annuicy Credits Are Noc a Vested Right. The committee

bill provides that an individual does not receive a vested or 

property right co an annuicy payment until that paymenc is made. 

Funds must be appropriated annually by the legislature from the 

annuicy accounc to make annuity payments. Although che clear 

legislative intent.of the bill is to provide annuity payments co 

chose who h a v e . participated in the program, the committee bill 

neither binds future legislatures nor creates a dedicated fund. 

Thus, the legislature may legally appropriate annuity funds for 

any public purpose. An individual's righc to an annuity payment
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prior co dispersal is an unfunded, unsecured promise cf c. 

state. Thus, a future annuitant is in no better legal positi. 

than any unsecured creditor of the state.

As a result, che bill is silent with regard to c 

garnishment of annuity credits. Prior to annuity payments, the 

is nothing to garnish or attach, nor anything that can proper 

be regarded as "income" or an "asset."

9. Protection of Alaska's Existing Elderly. As not 

previously, persons who reach the age of 65 before 1986 will r. 

be required to forego their permanent fund dividend in order 

receive a $250 per month Longevity Bonus, inflated 37. annuall 

The committee decided to integrate this aspect 

"stair-stepping" because it concluded that many retired Ala 

have come to rely upon both the ALB and the permanent 

dividend, and —  since they are now retired -- would be unable 

make adequate arrangements to mitigate the impact of an abru 

denial (or reduction) in either paymenc.

Under last session's House bill, those who had reached t! 

age of 60_ before 1986 would have received a full ALB for lif 

although the amounc of that bonus would not be increased 

future years. The committee considered and rejected the opti 

of extending this protection to 60-vear-olds for three reasons,:

1. Assuming a retirement age of 65, those under that a  

will have 1-5 years to make necessary arrangements to accocmoda 

either the loss of a cash dividend, or incremental reductions
I

che ALB payment. Current recirees, on the other hand, si

. . .



little or no ability co 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 exiscing retirees;

2. Exempting 60-year-olds from the AL3 reduction of the 

commictee bill would noc simply postpone the inevitable financial 

disparity between two groups of Alaskans -- it would aggravate 

it. Under the House bill, the first reduction in payments would 

occur in 1991. Because of the growth in the "maximum possible 

annuity" by that time, the initial difference in monthly ALB 

payments between an exempt recipient, and a non-exempt recipient 

who did not forego his dividend, would be $67.21 per month. 

Conversely, under the committee bill, differential payments will 

begin in 1986, and will initially be $11.92 per month. The

committee felt chat if some smaller differential were felt

immediately, the need to begin participation in the program now 

would be more apparent to non-exempt recipients. In other words, 

immediate "stair-stepping" may well encourage higher annuity 

participation, which in turn will reduce the actual differencial 

treatment between exempt and non-exempt recipients; and

3. The ALB program cannot go on forever. Indeed, it has

been a goal of the committee to develop a proposal which phases 

out general fund obligations near che turn of the century -- when 

oil revenues are predicted tc dramacically decline. If the bill 

were to protect existing 60-year-olds, the commictee projects 

chac che state would still be making general.fund AL3 payments cf
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$74.9 million in the year 2000, and general fund cbligac ' 

would not end until the year 2029. Moreover, extending cb 

bill's protection to 60-year-olds would cost an additional $32 

million over the life of the program. In drawing the necessar 

dividing line between those who can continue to receive che ful 

benefits of existing law, and those who cannot, eccr.omi 

feasibility plays an appropriate role. For the reason. 

above-stated, the committee believes that the line is best draw: 

at age 65.

10. Possible Participation Rates. The committee attemptec 

to estimate likely participation rates for the legislation's 

annuity program. Currently, participation rates in certain 

voluntary employee retirement plans exceed 50Z. There i  . 

however, differences between those plans, and the annuity progr 

established by the committee's bill. Under most employee plans, 

contributed funds can be withdrawn upon termination, or in case 

of substantial hardship. Under the committee bill, however, no 

benefits can accrue until retirement. Additionally, high 

participation rates in employee plans are, in large part, a 

function of intensive educational efforts which cannot be 

duplicated on a statewide basis —  particularly in Alaska. 

Finally, participation rates for employee plans may be irrelevant 

in predicting participation by the jobless and very poor.

On the other hand, with front loading, matching 

contributions which participants receive may be, at least for 

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

muse dedicate a portion of his or her regular monthly salary -- 

each dollar of which may already have been budgeted for regular 

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

an irregular source of income which (for some Alaskans) is noc a 

component of the regular family budget, and hence more readily 

disposable.

Given chese differences, and che unique nature of che 

annuity program established by this bill, che committee does not 

believe chat any meaningful projection, or even range of 

projections, can be provided.

If participation rates are very high, by the year 2003 state 

Old Age Assiscance payments may be substantially decreased. 

Indeed, it is conceivable that a successful annuity, program could 

virtually eliminate the need for old age welfare payments. For 

example, by che year 2010, every elderly Alaskan who has fully 

participated in the program will be receiving a monthly annuity 

of $1,047.38.

On the ocher hand, if participation is very low, the state 

may experience increased old age assistance obligations as the 

residual longevity bonus phases out.

The only way to guard against future increases in OAA 

clientele is either to maintain the existing ALB program an 

opcion which che commictee believes is cost-prohibitive -- or 

convert the ALB itself into a form of welfare. Other options 

studied (including stairstepping) would noc simply threaten, but
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inevitably lead to higher OAA obligations. The committee bill, 

on the ocher hand, offers Alaska's future elderly at least che 

opportunity co ultimately avoid the need for OAA assiscance -- an 

opportunity which at least seme Alaskans will accept. In other 

words, even with modest levels of participation, the result would 

be better chan under "stair-stepping."

11. Impact Upon Eligibility For Old Age Assiscance and 

Medicaid.
i

If an elderly Alaskan earns $586 or less per month, he or 

she is eligible to receive federal Supplemental Security Income 

and/or state Old Age Assistance. There are currently some 2,450 

elderly receiving this assistance, and the average benefit is 

$240 per month.

Elderly who are eligible for OAA are also eligible for 

Medicaid. Medicaid benefits are. accessed by almost half of the 

OAA recipients, and the average non-nursing home benefic is 

$2,500 per year.

If an elderly Alastcan earns less than $900 per month, he or 

she is eligible for nursing home benefits under Medicaid. These 

benefits are substantial —  averaging $135 per day, or $50,000 

per year for each individual.

Until 1984, and by virtue of a specific exclusion in federal 

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

eligibility for SSI or Medicaid. See 42 U.S.C. 

§1982a(b) (2) (B) . However, when the AL3 program was changed in
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1984, Congress also amended the exclusion to protect only these 

w h o :

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

and

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

date.

This change in federal law has had the following effect on 

che SSI, OAA and Medicaid eligibility in Alaska:

1. Some 750 current recipients of OAA will experience a 

loss or reduction in benefics because chey are now eligible tc 

receive the ALB, but fall outside the amended federal exclusion. 

These individuals have not, however, suffered a net loss in cash 

benefits, since ALB payments have merely replaced previous 

OAA/SSI payments. While these individuals are the subject of 

discrimination, since they cannot retain both their ALB and their 

previous OAA/SSI benefits (as can long-time Alaskans), that 

discrimination is solely the product of federal, law. If the 

state undertook to cure this discrimination by replacing lost 

federal SSI benefits, $1.4 million would be required for FY 1986.

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

also lose non-nursing home Medicaid coverage -- a benefit which 

averages $2,500 per year. This is a substantial loss which is 

not compensated for by the ALB program. The amount of lost 

federal Medicaid benefits to these 314 individuals is only 

$413,847 for FY 1986. The scace could therefore compensate for 

chese lost federal benefits ac relatively small cost.
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2. The most: subscancial impacc of che recenc federal 1 

change is upon nursing home paciencs. 26 elderly Alaskans who

are currencly in nursing homes may lose cheir Medicaid nursing 

home coverage as a resale of chis change. To pay chese 

individuals' nursing home coses encirely chrough scace funds 

would require a $720,000 addicional appropriacion in FY 1986.

The commiccee bill neicher alleviaces nor aggrevaces che 

problems associaced with OAA/SSI benefic reduccions, or 

reduccions in non-nursing home Medicaid paymencs. Unless che 

legislacure were co adopc a needs-based ALB program, virruaily 

any opcion which Che legislacure mighc chose would leave Che 

affected elderly in Che same position as under currenc law. 13/

The commictee proposal would, however, probably benefi 

exiscing nursing home residencs. Under Che bill, person'' 

residing in a nursing home are ineligible to receive che ALB. 

This exclusion, Che commiccee believes, is consiscenc wich and 

furthers che intene of che ALB program. ICs effecc is co benefic 

exiscing nursing home residencs who will lose access Co che $250 

a. monch ALB, but aC Che same cime will retain cheir eligibilicy 

for $50,000 per year nursing home paymencs.

13/ Under currenc federal law, paymencs which are predicaced on 
need are noc counced as "income" for federal assiscance purposes. 
Thus, che means cesc proposal discussed earlier may avoid che 
problems discussed in chis seccion -- assuming chac federal 
officials were willing Co creac a $25,000 income limit as cruely 
differenciacing che "needy" from che "non-needy."



12. Coses of Various ALB Alternatives. The committee has 

escimaced che coses of various alternatives. Although population 

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

to predict, several of the alternatives studied -- including che 

stair-scepping approach and the means test proposal -- envision 

general fund expenditures well into the next century. The 

commictee felt that it was particularly important to at least 

estimate costs beyond the year 2000 for two reasons.

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

program which phases out general obligacions after Che turn of 

the century -- when oil revenues are projected co dramatically 

decline. Estimating post-2000 expenditures is thus particularly 

important.

Second, some- options envision higher immediate investment in 

return for. lower long term obligations. Cithers involve smaller 

near-term expenditures -- an attribute which is paid for in che 

years to come. A fair comparison, then, can only be made by 

looking ac total expenditures over the life of each alternative.

Chart 1 indicates the costs of making continued ALB payments 

under four alternatives. This chart assiimes chat -- whatever 

program is chosen -- an escalation in the ALB payment will be 

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

continuing the current, expanded ALB program is prohibitive. The 

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

without grandfathering Alaska’s existing elderly. Under this

I
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opcion, in order co receive che cargec amounc, exiscing elce. 

would be. required co forego cheir permanenc fund dividends.

The chird opcion -- che "Annuicy Program w/1986 

Scairscep" -- refleccs che ALB coses of che commiccee bill 

icself. The "Scairscep" approach refers Co lasc session's 

legislacion, which would begin scair-scepping in FY 1991. 

Finally, projeccions on che means cesc proposal which assume 

escalacion have noc been run.

Assuming chac che legislacure provides a 3Z per annum 

increase in che AL3 paymenc, che AL3 ccscs of che opcions 

considered are as follows:

Chare 1

ALB COSTS THROUGH 2034 
WITH 31 ESCALATOR (in millions)

Nominal $ Conscane S Presenc
Value 14/

Currenc Law 13,087 2,501 1,393
Annuicy Program 964 605 496
Annuicy Program

w/1986 Scairscep 1,290 735 584
Scairscep 1,455 745 577
Means Tesc N/A N/A N/A

14/ The cerm "Nominal S" is self-explanacory. The cern 
^ o n s c a n c  $" refers co coses expressed in 1986 dollars -- 
assuming 6Z annual inflacion. The cerm "Presenc Value" refers co 
che amounc of money which, if invesced now, would endow che 
various opcions chrough che duracion of each.



Conversely, if che legislacure held che amour, c of che .-.LB 

constant over che years insceaa of providing a regulaccr 

escalacor, che ALB coses of che opcion would be:

Chart 2

AL3 COSTS THROUGH FY 2034 
WITHOUT ESCALATION (in millions)

Nominal S Constant S Presenc Value

Currenc Law 5,419 1,391 880
Annuicy Program 619 432 369
Annuicy Program

w/1986 Scairscep 864 539 444
Stairstep 1,040 586 470
Means Test 3,199 945.9 634.5

In addicion co che general fund coses of (1) continuing che

currenc ALB for existing recipients, and (2) providing a

gradually reduced ALB for new recipiencs, che commictee bill 

envisions chat individual annuicy accounts will be "front loaded" 

wich funds drawn from che earnings of che undistributed income 

accounc of che Alaska permanenc fund.

Estimating Che coses of "front loading" is a chree seep 

process. First, che commiccee assumed chac Che legislacure would 

provide sufficient fronc loading co allow chose 35 and younger co 

receive a $50 base supplement, and chose over 35 co receive a

supplement which is increased 101 for each year of age up co 65.

Second, che commictee assumed chac participation races would be 

very low in younger Alaskans, and extremely high for chose cider 

Alaskans receiving che greatest fronc-loading. The cosc cf 

"fronc load payments" under chose assumptions -- wich and wichouc



che grandfathering of existing recipients are reflected ir 

Chart 3.

Finally, che effect of front loading is co more rapidly 

reduce the :,targec" ALB, and hence reduce general fund 

obligations. Thus, che net cost of any front loading must be 

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

Chart 3

EFFECT OF 3-YEAR FRONT LOADING 
(in millions)

Nominal S Constant $ Present Value

Annuity Program (3Z Esc.)

Front-Load Payments 113 101 96
(ALB Savings) (126) (69) (31)

Net Cost (Savings) (13) 32 65

Annuity Program (No Esc.)

Front-Load Payments 113 101 96
(ALB Savings) (91) (57) (46)

Nec Cost (Savings) 22 44 '50

Annuity & 1986 Stairstep (37, Esc.)

Front-Load Payments 79 71 67
(ALB Savings) (82) (41) (31)

Net Cost (Savings) (3) 30 36

Annuity & 1986 Stairstep (No Esc.)

Front-Load Payments 79 71 56
(ALB Savings) (56) (30) (23)

Net Cost Savings 23 ~4T” 4 4

The net costs (or savings) of front loading for any

particular program can then be added (or subtracted) from che

anDrooriate column of Charts 1-2. From that exercise, it is



apparent thac fronc Loading does noc materially affecc che cost 

ranking of any of che options considered.

Finally, under stair-scepping, chose who do noc reach age 65 

by FY 1990 will receive no longevity bonus. Of those who are 

denied the bonus in che fucure, a portion will apply for state 

Old Age Assistance. As noted previously, a number of current ALB 

recipients are apparently eligible for OAA and Medicaid buc have 

not applied because of the bonus. There is thus a segment of 

Alaska's elderly who are now eligible for OAA and Medicaid, and 

who might apply for benefits under those programs if the ALB were 

denied.

It is difficult to predict the number of elderly who would

actually turn to state welfare assistance if and when che ALB

program were terminated. Currently, one out of every 2.65

income-eligible ALB recipients actually applies for OAA. Under

che "moderate low" scenario of Chart 4, one half of chose elderlv* +

would apply for OAA. Under the "moderate high" scenario, 

two-thirds of che eligible elderly would apply for assistance 

once che bonus program were terminated. Cumulative costs, 15/ 

in increased OAA and Medicaid benefits, through the year 2010 

under chese two scenarios are as follows:

15/ The cost estimates in Chart 4 should be viewed as 
substantially eqivalent to constant 1986 dollar estimates. 
Although they are technically nominal dollars, chey assume no 
increase in OAA or Medicaid benefits as the years go by. If one 
assumes thac OAA and Medicaid benefics keep close pace with 
inflacion, these estimates would then better reflect constant



INCREASED OAA/MEDICAID COSTS THROUGH 2010 
(In millions)

Moderate Low Moderate High

81.3 150.2

It is possible that increased OAA costs would also result 

from the committee bill. Although, under the bill, the AL3 is 

gradually phased out, rather than abruptly terminated, those new 

elderly who have not participated in the annuity program may 

eventually find themselves in need of welfare assistance. The 

degree of that problem, of course, is a function of participation 

rates -- which are difficult to determine. However, because -- 

under the committee bill —  the ALB is phased out, rather than 

abruptly terminated, 16/ and because a portion of Alaska's 

population will participate in the annuity program, the committee 

believes that —  even with low participation rates -- the impact 

of the bill upon old age assistance programs is likely to be less 

severe than under the stairstepping approach.

Finally, the committee looked at the cost of various options 

after 1959. As noted previously, it has been a goal of the

C h a r t  4

dollar costs.

16/ Thus under stairstepping, a person turning 65 in 1991 would
receive no ALB whatsoever. On the other hand, under the
committee bill, a person turning 65 in 1991, and who has not
participated in the annuity program, will still receive a
longevity bonus of $222.61 per month.
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commiccee to develop a longevity bonus program in which general 

tund obligations would be minimized as oil revenues declined. 

Chart 5 indicates the cost of stairstepping, the means test 

proposal and the annuity program with and without stairstepping, 

which would be incurred in the 21st century:

Chart 5

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

31 Escalation
Annuity Program 69.9
Annuity Program

w/1986 Stairstep 285.3
Stairstep 588.3
Means Test N/A

No Escalation
Annuity Program 0
Annuity Program

w/1986 Stairstep 128.4
Stairstep 291

Test 2,486.2

The Benefit Concept's Proposal

The committee investigated an approach proposed by Benefit 

Concepts, Inc. and Kidder Peabody & Co., Inc. The proposal is 

essentially an investment program for endowing che longevity 

bonus program. That is, a subscancial investment (approximately 

$350 million) would be made in the initial years of the program, 

and the return from that investment is estimated co be sufficient



co make che declining longevicy bonus paymencs required under che 

commictee's annuity approach. 17/

Benefit Concepts proposes chac che state invest in single 

premium whole life insurance policies (SPL's) taken ouc on 

Alaska's elderly. The state would be the owner and beneficiary 

of the policies. Benefit Concepts' projections indicate thac 

chis type of investment wouid be superior to other options which 

they believe would be appropriate for such an investment plan, 

such as guaranteed investment contracts (GIC's), corporate bends 

or government securities.

The Benefit Concepts proposal was analyzed by che actuarial 

firm of Johnson & Higgins ac che committee's request. That firm 

concluded that (1) che costs of the program may be understated 

when compared with data used by 0MB (see footnote); (2) should 

the state consider "endowing" the ALB program, it should noc 

limit its choices to the low risk alternatives considered by

17/ Subject to available funds, che state could "endow" any 
program by investing enough cash to produce the revenue to pay 
the costs of the program. Indeed, the concept of "endowment" is 
implicit in the present value" calculations made by che Office 
of Management and Budgec for the longevicy bonus alternatives 
analyzed. Two points deserve attention. First, in order co 
avoid dedicated fund problems, che income from any such 
investment would be deposited in the general fund, and subject to 
annual appropriation to pay program costs. Second, the 
assumptions used by Benefits Concepts in making cheir cost 
estimates differ ir. two important respects from the assumptions 
used by 0MB. Benefit Concepts used different population 
projections, and assumed a different interest environment. Both 
these differences understate the cost of cheir proposal when 
compared wich programs using 0M3 estimates. The committee, 
therefore, cautions against direct cost comparisons.



3ene£it Concepts, but should also examine ocher investment 

opcions; and (3) the primary advantage of che S?L approach ever 

other low risk investments is the substantial cax advantage 

available to some insurance companies in providing chis type of 

policy. These tax advantages are under scrutiny by the federal 

Treasury Department, and could well be eliminated through 

revisions to the Internal Revenue Code in the- near future. It 

would be likely chat an insurance company would insist on passing 

any cax changes through to the policy holder, thus removing the 

advantage of this type of investment.

The committee is unable to make a firm recommendation 

regarding this proposal to the legislature but believes thac che 

concept .may warrant further consideration by the state's 

financial experts.

The Alaska Pioneers' Home

On July 30, 1984, Governor Sheffield requested the committee 

co consider expanding its inquiry to include Alaska's Pioneers' 

Home Program. Because of cime constraints, and the fact that che 

commictee developed an alternative to che ALB program which has 

no application to the Pioneers' Home, the committee was unable to 

consider alternatives co this program in any depth.

The committee, however, shares Governor Sheffield's concerns 

over the program. Under AS A7.25.030, an individual must have 

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



order Co be eligible for admission no che homes. Plainly, chac

requirement raises subscancial conscicucional quescions.

To dace, no one has filed suic over che Pioneers' Home 

eligibilicy requiremencs. Ic is chis commiccee's recommendacion 

Chac che legislacure develop and consider alceraarives Co che 

exiscing residency requiremencs during chis session. The 

pressure and cension creaced by che Vesc licigacion has made ic 

more difficulc, over che pasc 2% years, co develop a sound 

replacemenc for che ALB program. Thac experience need noc, and 

should noc be repeaced for che Pioneers' Homes.

One a l c e m a c i v e  for replacing che currenc residency 

requiremencs warrancs noce. The legislacure may wish co develop 

a poinc syscem chac would decermine eligibilicy for Pioneers 

Home admission based upon che hardship chac would be suffered ii 

che applicanc were forced Co seek housing ouc of scace. Locacion 

of home, family and friends would all be relevanc Co assessing 

chac hardship; yec hard and fasC residency rules would be 

avoided.

Conclusion

The undersigned members of che commiccee respeccfully 

recommend chac che legislacure consider and enacc che annuicy

•« «* am a m m 1 A A n *• a m a
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D o i  - t t u r n  L o n g e v i t y  B o n u s  i n t o  w e l f a r e

b y  C l e m  T i l l i o n  
I a r e  ( l in t  (h i r  o f  10 g o v e r n o r ' s  took  fo rces  

h im  r r c n n i m c u d e  I ( l in t  (b e  o ld  t i m e r s ’ 
b o n u s ,  tlio $250  a  m o n t h  for  t h o s e o v e r  05, bo 
c o n v e r t e d  to  n w e l f a r e  Byntem.

F o r  (lie  m o s t  p m  I, I b n v c  l iked  tb c  ooiir.se 
net by o u r  n e w  u im i  in  J u n c n u .  H u t  m a k i n g  
r l m r i l y  ciirch o u t  of o u r  o ld  A l a s k a n s  u n d e r  
(lie  g u is e  o f  s a v i n g  m o n e y  in n joke!

N u m b e r  one , it w ill  n o l n n v c m o n e y .  I t  w ill  
i n u k c  l i a r s  o u t  o f  :i lo t  o f  g o o d  p e o p le  a n d  
m a k e  jo b s  for a  lot o f  “ d o  g o o d c r s "  in  (lie  
w e l f a r e  d e p a r t m e n t .

T b c  p e r c e n t a g e  " f  l l io se  o v e r  (55 h e re  in  
A l a s k a  w h o  c o u l d n ’t f ig u re  a  w n y  t o B tn y o n  
t b e  p r o g r a m  u n d e r  a w e l f a r e  (n e e d s )  s y s t e m  
is so  s m a l l  t h a t  t h e  c o s t  o f  s c r e e n i n g  th e m  
o u t  w o u ld  ex c e e d  t b e  s a v i n g s .

I f  t h e  c o s t  o f  th e  p r o g r a m  is loo  g r e a t  lo r  
t h e  s t a l e  to b e a r ,  I l ien s h o r t e n  th e  m o n t h s  
t h a t  a n  A l a s k a n  c a n  b e g o n e  f ro m  t h e  s l a t e  
e a c h  y e a r  a n d  p r o n e  a  few  m o re  " s n o w  
b i r d s "  o f f  th e  lis t.

W h e n  th e  L o n g e v i ty  I l o n a s  P r o g r a m  w n s  
f i r s t  e n v i s io n e d ,  o n e  o f  t h e  b a s i c  p u r p o s e s  
w a s  to  k eep  w i n n e r s  a s  w ell  n s  lo se r s  h e re  in 
A l a s k a .

A s  th e  p o p u la t io n  o f  o u r  s l a t e  h a d  s u c h  a

low p e r c e n t a g e  o f  t h o s e  o v e r  Of), t h e r e  w ere  
m a n y  w h o  t h o u g h t  H in t  k e e p in g  g r a n d ­
m o t h e r  a n d  g r a n d f a t h e r  n e a r  th e  r e s t  o f  th e  
. lm i ly  h a d  a  g r e a t  m a n y  b e n e f ic ia l  s id e  
effec ts .  T b e  r e a s o n  t h e  c o s t  o f  l iv in g  b o n u s  
w a s  p a id  w i t h o u t  r e g a r d  to  p e o p le ’s in c o m e  
w a s  tw p fo ld .  O n e ,  w i th  le s s  t h a n  10 p e r c e n t  
o f  c u r  0 5 -y en r-o ld s  i n  t h e  n o n - n c e d y  c a t e ­
g o ry ,  it  w a s  f a r  c h e a p e r  to  p a y  a l l  t h a n  s e t  
u p  n b u r e a u c r a c y  to  s c r e e n  a ll  t h e  o ld  fo lks .

N o w , I ’m  s u r e  y o u  will  h e a r  s o m e  w e l f a r e  
t y p e s  s a y ,  "W e  c o u ld  s c r e e n  for  less  t h a n  10 
p e r c e n t  o f  t h e  p r o g r a m . "  A ll I c a n  a s k  is, 
" T h e n  w h y  d i d n ’t  t h e y ? "

A t  th o  t im e  t h e  f i r s t  L o n g e v i ty  b o n u s  w ns  
p a s s e d ,  <10 p e r c e n t  o f  t h e  money" a p p r o p ­
r i a t e d  fo r  O ld  A g e  A s s i s t a n c e  h e r e  in  
A l a s k a  w a s  u s e d  b y  th e  b u r e n u c r a c y  to 
a d m i n i s t e r  t h e  p r o g r a m  o r  a n  a m o u n t  t h a t  
j u s t  a b o u t  e q u a l l e d  t h e  F e d e r a l  M a tc h in g  
F u n d s  th e n  re c e iv e d  b y  tb c  s t a t e  fo r  (lie 
p r o g r a m .

I 'm  s u r e  t h a t  to  g e l  t h e i r  h a n d s  o n  t h a t  
a m o u n t  o f  m o n e y ,  w e l f a r e  w o u ld  p r o m is e  
a n y t h i n g ,  b u t  i t ’s a  r a r e  p r o g r a m  in d e e d  
t h a t  th e y  a d m i n i s t e r  for  le s s  t h a n  20 p e r c e n t  
o f  t h e  a p p r o p r i a t i o n .  I t ’s  w h y  t h e  l e g i s l a tu r e  
p u l  t h e  p r o g r a m  u n d e r  th e  D e p a r t m e n t  o f

A d m i n i s t r a t i o n  in s tc u d  o f  l e t t i n g  th e  b le e d ­
in g  h e a r t s  g e t  i t  to  "d o  g o o d "  w i th .  W h e n  I 
s a y  th i s ,  I ’m  t h i n k i n g  o f  th e  o ld  f a m i l i e s  o f  
H a w a i i .  T h e  s a y i n g  goes: " T h e i r  a n c e s t o r s  
c o m e  lo ’do g o o d ’ a n d  th ey  d id  v e ry  w ell  
i n d e e d ."

T h e  Bccond r e a s o n  t h a t  n eed  w a s  n o t  a  
r e q u i s i t e  p a r t  o f  th e  f irs t  l e g i s l a t io n  w a s  
s im p le .  We w a n t e d  to keep a s  m a n y  o f  l i fe 's  
w in n e r s  no p o s s ib l e  he  in A la s k n .  F i s h i n g  
is a n  o n  a n d  o f f  l l c n g ,  oil a n d  t i m b e r  
d e p e n d s  o n  th e  f lu c tu a t io n s  o f  i n t e r n a t i o n a l  
p o l i t ic s  a n d  w o r ld  pi ice. O f  a l l  in c o m e s ,  
r e t i r e m e n t  i n c o m e  le a . i s  to be m o re  s t a b l e  
t h a n  m o s t .

W ith  e x c e p t io n s ,  o f  cou rse ,  m o s t  peo p le  
o v e r  65  o re  n o t  i n t o  m i ts in g  g r e a t  fo r tu n e s .  
T h e y  s p e n d  t h e i r  m o il  e i th e r  o n  th e i r  o w n  
c o m f o r t  o r  o n  t h o s e  i ro u n d  th e m .  T h e y  
d o n ’t  c a u s e  p r o b le m s  \ illi t h e  p o l ice  o r  t h e i r  
n e ig h b o r s  a n d  th e y  o f ten  h a v e  in c o m e  
r e t i r e m e n t  f ro m  a  in n  her  o f  s o u rc e s ,  be  it  
t e a c h e r s ’ r e t i r e m e n t  o r a i l r o a d  r e t i r e m e n t  
a s  w ell  a s  p r o p e r t y  an ;  issed  lo n g  y e a r s  ago .

b e  th e y  r ic h  o r  poo. th e y  a r e  well w o r th  
k e e p in g  in  A la s k n .
C le m  T i l l io n ,  H a l ib u t  Ci u r , i s  f o r m e r  p r e s id e n t  

o f  t h e  A la s k a  S e n a t e ,  h i s  c o lu m n  o r i g i n a l l y  

a p p e a r e d  in  t h e  A n c h o i  i;c  T im e s .
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o uvey snows now se liors use bonus moi.ay
by Itebecca Goodman

Within days after  Sen. J a y  
Kerttula (I)-Pnlmer) and hia 
s ta ff  aides sent out more th a n  
1,450 surveys lo Longevity 
Bonus recipients in Southcen­
tral Alaska, piles of responses 
were returned in the mail.

By mid-April more th a n  750 
people had taken time to fill 
out the seven-question survey, 
affix a 22-ccnt postage s tam p 
an d  return  the blue form to 
Juneau .

i - .<
Kerttula, sponsor of the  

Longevity  B onus a n n u i ty  
bill CSSB 5G, said  his aim in 
d is tr ibu ting  (he survey wns to 
c o l le c t  i n f o r m a t io n  a b o u t  
sen iors ' needs a n d  their use of 
th e  bonus paym ents.

"N o  statistics have  been col­
lected or m ade public concern­
in g  seniors in  A laska  for 
severa l years,"  he said. "Some 
people feel seniors arc a lready  
comfortably well off and ore 
s a v in g  their bonus money or

I G N O R E  Y O U R  B A C K A C H E  &  

S U F F E R  T H E  C O N S E Q U E N C E S

Back pain, however insignificant it seems, is 
frequently the beginning of serious, painful 
problems. Problems such as pinched nerves, 
slipped disc, neuralgia, neuritis, (and sometimes 
arthritic type pains), tuberculosis and even 
paralysis.

The spine is a complex system of nerves, mus­
cles, bones, ligaments&cartilagewhichareinter- 
connected to control specific areas of the body. 
When the bones, or VERTEBRAE are misaligned, 
they pinch the surrounding nerves, obstructing 
the flow of energy to other parts of the body. This 
often results in complications which can be 
severe & permanent. ■
Doctors of Chiropractic are experienced in 

treating patients with back pain. They can restore 
spinal vertebrae to their proper position, relieving 
pain and avoiding further serious complications.

For immediate appointments call

562-5366 •.
C O M M U N I T Y
C H IR O P R A C T IC  C L IN IC

Senior Citizens D lscounl/24 hr. emergency care

1UCA1T luDOnAOAD 
AMCHOXAOI. ALAlHA HVU

spend ing  it  on v aca t io n s  or 
frivolous th ings .  T h is  is one of 
the  hurdlea we've hnd to get 
around  in  ju s t ify ing  th e  Lon­
gevity Bonus."

So how do sen iors  use their 
bonus p aym en ts?

" T h e  m e s s a g e  is p re t ty  
clear: T hey  need those  bonus 
checks for th e  basic  necessities 
o f  life," sa id  Joyce  Kerttu la , 
who serves a s  h e r  h u s b a n d ’s 
legislative a ide  a n d  h a s  spen t  
h o u r s  p o r i n g  o v e r  t h e  
responses.

S u r v e y  q u e s t i o n s  a n d  
responses included:

• H o w  m a n y  y e a r s  h a v e  
y o u  l iv e d  in  A laB k a7  L ength  
of  residency answ ers  ranged  
from 1.5 to 89 years. T h e  av e r ­
age  length for responden ts  
w as 37 yeors.

•  F o r  w h i c h  o f  t h e  f o l l o w ­
in g  d o  y o u  u s e  y o u r  L o n ­
g e v i ty  B o n u s ?  Food pur­
chases, 611; utilities, 523; med- 
i c a t i o n s ,  3 9 9 ;  d o c t o r s ’ 
expenses, 333; housing, 320; 
au to  expenses, 2p7, taxes, 192; 
ch i ld /g ran d ch i ld  ass is tance ,  
75; travel, 53.

• A r e  t h e r e  o t h e r  t h i n g s  
f o r  w h i c h  y o u  u s e  y o u r  
L o n g e v i t y  B o n u s ? .  M o s t  
common response: “No m oney 
left over.” Som e snid the bonus 
helped pay for wnrm clothes. 
O ne ind iv idual wrote, "Yes, 
with money left over I h a v e  a 
beer now a n d  then .’" A no ther  
wrote th a t  the  bonus m oney 
w as  "snved up to buy two h e a r ­
ing a ids and  eyeglasses.”

• T h e  g o v e r n o r  is p r o p o s ­
in g  to  r e d u c o  L o n g e v i ty  
B o n u s  p a y m e n t s  f ro m  $ 2 6 0  
d o w n  to  $ 2 0 0 .  ' • w i l l  bo

e l ig ib le  f o r  $ 2 0 0  I f  y o u r  
t a x a b l e  in c o m e  is l e s s  t h a n  
$ 2 0 ,0 0 0  a n n u a l l y .  Opposed 
to the reduction were 656; in 
ag reem ent were 34.

‘They need those 
bon us checks for the 
basic necessities of 
Hue.'

—Joyce Kerttula 
Legislative aide

•  Is  y o u r  t a x a b l e  i n c o m e  
m o r e  o r  leBs t h a n  $ 2 5 ,0 0 0 ?  
Over $25,000 were 107; under 
$25,000 w ere  590.’ M a n y  
respondents  added com m ents  
in d ic a t in g  th e i r  com bined  
Social Security  and  Longevity 
B onus p a y m e n ts ,  to g e th e r  
am oun ting  to $7,000 or less per 
year, comprised their  total 
yearly income. More th a n  50 
respondents  refused to a n sw e r  
the  income question.- 

• T h e  g o v e r n o r  is  p r o p o s ­
i n g  to  b a s e  L o n g e v i t y  
B o n u s  o n  n e e d .  T h o s e  i n d i ­
v id u a l s  w h o  h a v e  a  t a x a b l e  
i n c o m e  o v e r  a 1 ‘c e r t a i n  
a m o u n t  w o u l d  n o  l o n g e r  
r e c c iv o  t h e  b o n u s .  In  agree­
m ent with the  needs-based 
program  were 18; d isagreeing 
were 679. Several respondents 
wrote, "Needs based? NO! NOI 
NO! NO! NO!" O ne individual 
wrote: "I know  several older 
people who a rc  eligible for food .

s tam ps  and  welfare bu t w on’t 
apply. B asing  the  bonus on 
need would h ave  the  sam e  
results.”

• A n o t h e r  p r o p o s a l  
w o u ld  r e d u c e  b o n u s  p a y ­
m e n t s  $25  e a c h  y o a r  u n t i l  i t  
w o u ld  be  e l i m i n a t e d .  (Since 
the survey was mailed , th is  
p l a n  h a s  b e e n  s h e l v e d . )  
Opposed to the $25 reduc tions  
were 667; in  ag reem en t  were 
38.

M an y  r e s p o n d e n ts  w e n t  
beyond answ ering  the  su rv ey  
questions and  a t tached  em o ­
tional letters filled with con­
cerns over illnesses a n d  h ig h  
hea lth  care costs, fears  of los­
ing  the bonus p a y m e n ts  an d  
fears o f  losing hom es a n d  
being forced into poverty.

One responden t wrote: "T he  
governor h a s  no feelings for 
the aged. He can n o t  compre­
hend w h a t i t i s  like to grow old. 
O lder people were in the  work­
force w hen  w ages were low ..

A n o t h e r  s a i d :  " P l e a s e ,  
p le a s e  le t  us io w - in c o m e  
seniors on fixed incomes live 
above poverty lev e l . . . "

A 52-year res iden t o f  A laska  
wrote: "I have  only a  small 
Social Security and  the  Lon­
gevity Bonus as  my income. 
T h e  Longevity  is m y l i fe l ine . .
M .

And one worried: " I  rcnlly 
d o n ’t th ink  I could meet m y  
obligations a n d  would h av e  to 
consider leaving. T h a t  would 
h u r t  as my g ra n d d a u g h te r  
lives with me and  goes to 
Bchool here.” ■

K er t tu la  p la n s  to  s h a r e  
results of the survey wit*- ’’ er 
lawm akers.
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It't been four long yeari and five legislative 
sessions since the courts struck down the Alaska 
Longevity Bonus 25-year residency requirement 
and lawmakers nrst began grappling w ith how to 
cut — or pay for — the resulting expanded 
program.

And now we re hearing cnd-of-session rumors, 
once again, that a Longevity Ronus replacement 
solution w ill be put off for another year.

Thai's a shame. After voters gave approval on 
the advisory vote 
la s t fa l l to an 
annu ity  program 
based on voluntary Permanent Fund check 
contributions, we thought this session m ight be 
the one to solve it.

But now we wonder, can it be solved?
We ran the question by a white-haired friend 

(her own description) the other day, and her 
answer was interesting.

"I happen to th ink it can be solved." the told us. 
“And the annuity p lan proposed in  the Senate is 
the way »o do it."

What about a ll the objections to the p lan that 
have been ra iled by Gov. Steve Cowper and 
numbers of the House?

Let's take them one at a time, she proposed.
First, they object to it because the state's up­

front costs are too high. Solution? Moke c um s t  
rod pi eats of the Longevity Bonus ante up, just as 
those who go on the program in  later years w ill 
havs to do, she suggested. Perhaps these folks ' 
could give up their Permanent Fund D ividend 
chackthefirstysarofthsprognun.Perhapsthey’d ' 
have to give it up every year, just like latsr annuity 
parsdpanta w ill have to do.

Second, tome House members and Gov. Cowper 
claim baaing the annuity on ind iv id ua l! contri­
buting th t ir Permanent Fund Dividend, each year 
is risky, because there m ight not in  Permanunt 
Fund Dividar.a checks in  the future.

But the cmxintt h ill has taken cars of that, aha 
said, sines it  allows people to place an equivalent 
amount — if  not tho ch ick itse lf—in  to the annuity 
program each year.

Third, she said, tha argument that the annuity 
would run a poor second to ERAs as an investment 
choice for many may disappear w ith the new tux 
laws in  which ERAs lose most of thsir tu t 
advantages-

And fina lly , she said, is tha argument that 
young people won't buy in  to tha annuity.

“So then ws educate them, she explained. "We 
go out and talk to then. We volunteer to apetk 
wherever w# can to “young” gatherings." And 
what do ws tall them, ws asked?

Ws teach them, and ws remind ourselves, she 
sa id  that aeniors are important to the state of 
Alaska.

"We need to quit th ink ing of the Longevity 
Bonos as a handout and (tart th ink ing of it aa a 
investment," she said.

'The state is putting out $50 m illion  a year to 
retain a $500 m illion  mvtstment — tha worth of 
.Alaska's seniors in  terms of the cash they put into 
the economy each year."

Perhaps it's tim* for a il of us to carry our debate 
beyond tht senior centers, beyond the legislative 
halls, beyond the governor's office. Peraaps we ll 
thss raise enough ntckus 10 get the issue off dead 
center and dsoded ones and for alL

S e n i o r :
1 noted with interval 

proposed fy '37 budget 
Department of Adrr. 
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Alaska so much.
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Medicare prc
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Abbey Medical n 
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Nothing stse nee nr 

Sur



L o n g - i  m i n i n g  b o n u s  

d e b a t e  h e a l s  u p
Im Ki'Imutii (Jim*
I hr Inin! mol 1 

• hhilr n\ri flit* 
Ih’ittm |*r
I*• ti• I* r in Muirli
hi;ihl;ili\r lo-:iiit
Sli \ r Ciiu |n*r t "m* 
hillin’* |*l:ia«. III! I* 
l n« |irrV I r 1 

(hr | |uu«r hill mill 
S'iiiili' ri»in|inni'»ii 
Imvr llifrr krv I1 
(miiiM «trnin:ifin*1 
Ihr i urn ill liuiili* •
• n nil off ill rh 

Ihr lioitu* lo lliu-'- 
it|!t* U.ri mi nr nfli'i 
I'lH M ;

• <i rnlurliiiii u* 
tniiiit nntimiil »»f ll* 
Jl’mt pi r month; n
• on inrntiir c*n|« 

iflV for liar huliH*

,|,in full Imnua niuouut of fVOO
I! tunning uimtil hr nvnil.ihtr iimIv In 
l̂iMCrvilv olwftp niinunt inrnnir
i iru- rvru (rirhulinir (hr hoiniA mol IVf- 
•<|i Ihr lirnt ninuent Fund IHvfilrwl 
on (uiv. jnrninr) in Irra (lion SVO.IKKMur

• du ItiiJU’d'* u hoar joint Inconir, fur n mur- 
1 ril'd roiiplr, in Irsa limn 
1 i**n •• hnlli $ ill,(UNI). An .mi iiolmdu il a 
••I idrnfirnl income gnra up. ihr uiunmil of
.'ill I lr» -• (|»r himnn paid mil would po
• »la laarla <fnwn, unlit, nt ihr inrnine 
•v clmnar h vrl nf $2.r»,r»(H» for $r»|.IWKI of 
•tnprnni joint income) on indmdmd 
••ilolitv fur would no! rrccive o Itonu.a 
ulmrrnrh payment.
htnunry I, I uuler the rurrrnl honor 

pfojjrnm. nny Alfi»knn who ia 
li.'i nr nldrr nod ho* liird in Ihr 
slolr nl Im M one yrnr rrrdvrr 

•n rlipiliil $2.*»n prr mouth. Morr limit
• linn the Ifi.MKl prrruim pnrliripnlf In

tlir inilliuit procnnn 
"Wr i nn nu lunprr nfford hi 

provide Him ouhrtnnlinl 
hrnrfil to nit ever iitrmmop 
popul:ilinn of online rili/rna," 
Cow prr lold httvtnitkrrr 
Cotvprr’H phut irrxpntid to 

rust 5 hi I million for fifinil 
yrnr IJIHH 
Senior ndvorntrn linve 

cnllrd Couprr'r phtn uufnir. 
They linvr nrpuril tlir rurrrnt 
ImmM |irngniin ia nffordnhle 
mill lltr $.1,(100 prr prr non 
nnnuul pnvmriil* lirlp nldrr 
Alttftkun* rtny in Alnalm mid 
in llnir own lioutrn. m.| of 
foully iitNlilolifoia.

lltr ninth 
•• hoitu.a |o 
• I

40 Kl • vii

o p a c \ '(■} k :'lh ; ‘
' *•. r.\ - j i

• '* * * 4 * j! • * • • 'ii's.*..*' '’‘'r'1 **
p' ti.'H: I'J* 'hfi.H*' , "

Otdix Personi Action Gmvpsjnc.'iJ^ y ^ y o l.J O .N o .J  April 1907.

B o n u s  d e b a t e  h e a t e d ,  l o n g - r u n n i n g
"Tlir question Isn't whether 

or not I nerd (lie 1250. If* the 
phihisuphirnl point: If I were 
to n|i|uonch stole employees 
mot nsk them to lobe o f250rut 
In their monthly stole retire- 
mrnt poy. I'd he Iiiiiir in 
•'ffi|ty,"miiil llrp. Itrrl llnuchrr 
(I) Ani horope)iluiinp n House 
coinmillrr rnrrtiiiR ill enrly 
Mnreh.
Hep. Finn Uhiirr(l) Jiinrnu) 

niRiird: "Thrrr'i no question 
(his is n Rood prcRiom. The 
question in how much id this 
Rood proRrnin enn we ncltinlly 
nfford now?"
In (he Senate, the hnnus 

dehnte is prorcediiiR more 
ropidly followiiiR n series of

ntntcwide telecnnfrirncrt on 
Brn Joy Keittiiln's(l) I’ldmer) 
IxxiRevity llonus/onnulty
hill, cssn r.n.
Krtlluln's hilt would put In 

plnce nn n.muity rrlirrinrnt 
nreoont plnn nppiovrd hy 
voteis Insl November In nn 
odvisory vole. 'I'lint plnn 
would rstnhlish a (nndrni pro- 
Rrnni which iurholrs n Rrndu- 
oily phnacd-nul hnnus 
proRrnin nnd nn optiounl 
nnnuity progrnin nlhiwliiR 
Alnsknu rrsidrnls to deposit 
their onnunl l*ermnuent Fund 
Dividrnd rhrrks into n retire­
ment ncrounl nvnilnblr In 
them nt nRP fifi. Those nlrendj- 
05 would coiilimie lo rrrrive 
$251) Ihiiiiis cherks nnd Per- 
mniienl Fund Dividend 
elierks.
Now In lls third Sennlc com- 

miller, Kertlulu's hill hns Rnr-

nrred support frmn mnny 
senior advocnlcs. Hot (,'onprr 
adniinlstrotion officinls see 
hiR flows in Ihr nnnuity plnn.
"One problem with Sit 50 is 

Hint it asiumra I'rrmnnrnl 
Fund Dividrnd cherks con­
tinue fbrevrr," Division id I'ol 
iry Director Mnty llnlhirnn 
told scnnlors duriiiR n rrrrnt 
committer hritriiiR.
"We renlly shouldn't ro to 

the hnnk on this. It's dnnfcrr 
ous to build n lonp teroi rrlire 
mrnt proprnm on the 
Fermnnent Fund."
Another problem Cowper 

officinls point to is Hie plnn's 
Inrk of "hold hnrinlrns" pm 
tccllon. FollowiiiR fedrml ml 
Iiirs In indt llinl Ihr tsiiius 
would be counted on Inromr 
for nny "new" bonus reeip 
Irnts who received fedrml pub­
lic a.slslanCT poymenls. the

lri;islntme rnnitrd u rluiisr 
tlmt nssuresni'i'dvelileily uliii 
li-relvr o bonus povoii-ul do 
not losee-llo-r Ihehonos or fed 
einl nsnistiiiiriipiiyiiii-nlssui h 
ns Mrdieiiid 
Mot Kerltiihi iiiRiii-d the 

"hold hornih-vs" prohh-m III 
Sit 50mold lo- odjusli-d with o 
minor nuieiiihnriit
Cinvper's bonus plnn, how 

rvrr, wmilil reiii'ite mom slnli- 
nihninistriitiirs n uversi-e Iho 
Income rlipihilili ri-i|ilim 
menls id Ihr |ilnu, Kiitlithi 
aitid.
"(iOvernor Cinvper's needs 

Imsed pioRrnill -.villlhl lequiir 
Hi ndininislr.-ilor', or uiir 
ndiniliislriilor lo everv '/mi 
recipients," Krrlliiln soiil. 
"The niliuiilv proRrnin would 
rripiirr oiilv iiHi-uihiiiuislriilor 
to every I,(SHI reeipienls "
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Many seniors can’t live on Cowper budget cuis
Action: Gov. Steve Cowper submit# hia budget 

proposal to the legislature. It calls for slicing Lon­
gevity Bonus payments by S50 per month for all, 
axing bonus payments completely for those with 
incomes over $20,000 and eliminating property 
tax exemptions and renter's rebates.
Reaction: Seniors are scared. Fearful. What 

next? they ask. Will they be able to keep their 
homes? Will they have to move outside where the 
cost of living is cheaper? How will they pay medi­
cal bills? And what happened to the promises of 
the past that said current bonus recipients would 
keep their S250 per month payments no matter 
what was decided for future Beniora?
State-gathered statistics show the median 

income for older Alaskans is $10,000. That's $833 
per month. If you figure rent at $400 or more per 
month, you have $433 or leas to pay for such frib­
bles as food, doctor's bills, heat, lights and trans­
portation. A  challenge to make ends meet each 
month? You bet Try getting along, now, on $50 
less per month. No wonder there’s fear out there.
And then add the $700 you'll have to pay under 

Cowper’s budget plan for property taxes —  or sub­
tract the $400 in income you won't get from the 
renter’s rebate this year.
It all adds up to too little money.
W e’ve said it before: These programs were put in 

place before the oil boom by a thoughtful populace 
which wanted to do right by its senior citizen popu­
lation, which wanted to keep its retirees —  and 
their retirement pensions and assets (big and 
small) —  in Alaska.
Despite the need to cut the state budget, seniors 

should not be made to bear such a large share of 
the burden.



THIS WAS T H E  BALLOT QUESTION NOVEMBER, 1986. 

T H E  VOTE WAS: 99,222 FOR; 65,789 AGAINST.

Ballot Language For 
Advisory Vote on Longevity 

Bonus Annuity Program

The Fourteenth Alaska State Legislature considered tv/o alternatives to the present 
longevicy bonus program. Both were adopted into law, but neither will take effect 
unless the legislature chooses one of them. The legislature has asked for an advisory 
vote of the public on the annuicy 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 S250 a month.

Tne 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 S250 per month, but that anybody younger than age 65 by January 1, 
1988, would not be eligible for benefits.

Should the legislature adopt the annuity option?

YES ( ) NO ( )

A d v i s o r y  Vote on Longev i ty  
Bonus Annuuv  Pn ja ram



G e n e r a l  I n f o r m a t i o n  o n  H a r d s h i p  W i t h d r a w a l s  

f r o m  T h e  D e f e r r e d  C o m p e n s a t i o n  P l a n  ( D C P )  

S t a t e  o f  A l a s k a

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

1. Reimbursement or compensation by insurance or otherwise; or,
2. Liquidation of the participant's assets, to the extent the 

liquidation of such assets would not itself cause severe 
financial hardship; or,

3. Cessation of deferrals under the Plan.

If you feel you qualify for a withdrawal under the above conditions, 
please complete the enclosed Hardship Withdrawal Application and the 
Financial Data Report. You should describe your hardship in detail 
on the application form including any effort you have already made 
to solve the problem. Any pertinent documentation (invoices, 
billings, statements, etc.) should accompany your completed applica­
tion and financial report.

Revised 4/89



Beloitte& 
Touche

A
4333 N orw es; Center- Facsim ile (6*.2) 239-0201
93 S o jtn  S even tr Street 
f.Vnneacons. M innesota 55402-4150 
Te.eDnone 16:2)344-0200

July 26 1990

Mr. Michael B. Coughlin 
Deputy Director
Division of Retirement &. Benefits 
State of Alaska
Department of Administration 
6th'Floor, State Office Building 
P.O. Box C R  
Juneau, .Alaska 99811

/
Subject: Hardship Withdrawals, Deferred Compensation Plan

Dear Mike:

W e  were anally able to follow-up with the IRS regarding the aeatment of divorce 
related hardship withdrawal requests. T o m  Veal of our Washington Service Center was 
talked with T o m  Brisendene of the IRS who oversees the area that regulates tbe 
enforcement of Section 457 Deferred Compensation Pl2.ns. Mr. Brisendene confirmed 
what we learned and reported to you earlier that the expenses related to divorce do not 
qualilrv as a hardship (unforeseen emergency). He indicated that only under the most 
e'xtraordinary 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 von need anv further information, nlease let me know.• • • *

Sincerely,

Patrick L. Pechacek

PLP/rcj



D6FC^REP C£Mte.\JSATl0N] BOOKLET p p .  <3,(4 
ARTICLE V. PAYMENT OF BENEFITS

Hardship W ithdrawal! tor an Unforeseeable Errv*ry»r*cy

1. General

n the evont ol an unloreseeable emergency which is beyond tha control ol the Partici­
pant ana which causes extreme financial hardship, a participant may request the Ad­
ministrator lo distribute all or a portion of the Participant's Deferred Compensation. Such 
requert shall be made by completing and submitting all required lorms tor this purpose. 
The Participant must, prior to his application, cease deterring Compensation in accor­
dance with Paragraph F ol Article III. II the application lor the payment is approved by 
the Aor.inistrator, payments shall be ettecied as soon as possible attar tho date specified 
in the Participant's application or the date ol approval by the Administrator, it later.

2. Unforeseeable Emergency Delinjd

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

(a) through reimbursement or compensation by insurance or otherwise,

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

(c) by cessation ol delerrals under the Plan

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

3 Demonstration c I Need

A Paniciparit requesting a hardship withdrawal by reason ol an unforeseeable emergen­
cy musl clearly demonstrate that the circumstances being experienced wore not under 
tne Participant's control and constitute a real emergency which is liloaly to cause the Par­
ticipant great financial hardship. Tne Administrator may require such medical, financial 
or other evidence deemed appropriate to maxo a determination concerning the Partici­
pant's withdrawal roquest.

4. Limit

The withdrawal shall be iim.ied to an amount sufficient only to meet the emergency and 
snail in no event exceed the value cl the Pamcipant's Delerred Compensation account. 
Any money remaining in ihe account shall be cstnbuied in accordance with tho provi­
sions ot this Plan

5 Method ol Distribution

~ne methoc ol oistriounon cl any allowed withdrawal shall be determined by the 
Administrator
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the Stale’s doing so is conditioned only 
upon the State's incurring a need for the 
services, or the availability nf funds or 
both.

(ii) Special rule. Notwithstanding 
subdivision (i). if. with respect to 
emourils payable In a part.open! who is 
nn independent contractor, .i plan 
provides tnui—

|A) No amount she’.! h r paid to the 
participant before a date at least 12 
months after tar dav nn which the 
ccntnir.! expires unde: which services 
nrc performed for the State |cr, in the 
case of more than one contract, all such 
contracts expire'!, nnd 

(It) No amount payable to the 
participant cn that date shall be paid to 
the participant :f. after the expiration of 
the contract (or contracts! .md before 
that date, the participant pe;forms 
services for the State as an independent 
contractor o* an employee, 
the plan is considered !n v .lis fy  the 
requirement described in subparagraph 
(1; that no amounts payable under the 
plan w ill he paid cr made available to 
the participant before the participant 
separates from service with the State.

( i) Unforeseeable emergency. For 
purposes of this paragraph (It), an 
unforeseeable emergency is, and if  the 
plan provides for payment in tho case of 
an unforeseeable emergency must be 
defined in the plan as. severe financial 
hardship to the participant resulting 
from is sudden and unexpected illness or 
accident ol the participant cr of a 
dependent (as defined in section 152(a)) 
of the participant, less of the 
participant's property due to casualty, or 
other similar extraordinary and 
unforeseeable circumstance:, arising ns 
a result of events beyond the control of 
the participant. The circumstances that 
w ill constitute ar. unforeseeable 
emergency w ill depend upon the facts cf 
each ease. but. in any cose, payment 
may not be made lo the extent that such 
hardship is or may be relieved—

(!) Through reimbursement or 
compensation by insurance or 
otherwise.

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

Jtii) By cessation of deferrals under 
the plan.
Examples of what arc no! considered io 
be unforeseeable emergencies include 
the need to send a participant's child to 
college or the ccsira to purchase a home.

(5) Emergency withdrawals. 
W ithdrawals of amounts because of an 
unforeseeable emergency must only be 
permitted to tne "xicr.t reasonably 
necced to SHtiriy the emergency need.

(i) Distributions o f deferrals—(1) 
Zonmcncemenl o f distributions. A plan 
is not an eiigibie plnn unless under the 
plan the payment of amounts deferred 
•v;li commence not Inter than the later 
nf—

(1) 00 days after the close of the plan 
•".inr in which the participant or former 
.-jrtie ipani attains (or would have 
attained) norma! retirement oge (within 
the meaning of 5 I..157-2(D(4)). cr

tit) 00 dnyn after the close of the plan 
year in which the particiDnnt separates 
from service (w ithin the meaning cf 

1.457-2(h) (2) and (3J) with the Stale. 
A plnn is nol other thnn on eligible plan 
merely because, prior lo October 27.
10E2. the distribution of amounts 
deferred under the plan may commence 
no later than the close of the 
: artic ip itn fs taxable year in which the 
'-nre.cipunt attains age 7Oh.

(2) Lim itations on distributions. 
Distributions must be made primarily for 
tiii’. benefit of participants (or former 
participants). Thus, the schedule 
seicctod by the participant fcr payments 
of benefits under the plan must be such 
that benefits payable to a beneficiary 
.ire not more than incidental. For 
.'xamplc. if provision is made for 
payment cf a portion of die amounts 
deferred to o beneficiary, the amounts 
nayabie lo the participant or former 
participunt (as determined by use of the 
expected return multiples in § 1.72-9. or. 
ir. the ease of payments under a contract 
issued by an insurance company, by use 
c f the mortality tables of such 
company), must exceed cnc-half of the 
maximum that could have been payable 
to the participant if no provision were 
m.ice for payment to u beneficiary.

(3) Distributions to beneficiaries. A 
plan is nol nn eligible plan unless I he 
plan provides that, i f  the participant dies 
before the entire amount deferred is 
paid to the participunt. the entire 
amount deferred (or the remaining part 
o: such deferrals if payment thereof has 
eemmor.cud) must be paid to a 
beneficiary over—

(i) The life of the beneficiary (or any 
shorter period), if the beneficiary is the 
participant’s surviving spouse, or

(ii) A period no! in excess oTlS years, 
if the beneficiary is not the participant's 
surviving spouse.

(j) Administration, ofpf.tr,. A plan is 
rn i an eligible plan unless all amounts 
deferred under the pier., all property and 
rights to property (including rights ns a 
beneficiary of a contract providing life 
insurance protection) purchased with 
the amounts, and all income attributable 
i  the amounts, property, or rights to 

proticrty. remain (until paid cr made 
available lo tne participant or

beneficiary under the plan) aolely the 
property and rights of the Slate (without 
being restricted to the benefits under the 

.plan) subject to the claims of the general 
creditors of the Stale only. However, 
nothing in this paragraph (j) prohibits a 
plan's permitting participants to direct, 
from amons different modes under the 
plan, the investment of t'ne above 
amounts (see § 1.457-1(b)).

(k) Plon-tn-plan transfers. The plan 
may provide for the transfer of amounts 
deferred by a former participant to 
another eligible plan of which the former 
participant has become a participant if 
t J ig following conditions ore met—

(1) The entities sponsoring the plans 
arc located w ithin the same State (aa 
that term is used in § 2.457—2(c)(1)].

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

(3) The plan provides that if the 
participant separates from service in 
order to accept employment with 
another such entity, payout w ill not 
commence upon separation from 
service, regardless of any other 
provision of the plan, and amounts ■’ 
previously deferred w ill automatically 
be transferred.

0) Effect on plan when not 
administered in accordance with 
paragraphs (c) through (k). A  plan that 
is administered in a manner which is 
inconsistent with one or more of the 
requirements of paragraphs (c) through 
(k) of this section ceases to be an 
eligible plan on the first riHy of the First 
plan year beginning more than 100 days 
after the date of written notification by 
the Internal Revenue Service that the 
requirements ore not satisfied, unless 
the inconsistency is corrected before tho 
first day of thcl plan year.

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

Example 1. A. bore cn [unc 1.1917, is a 
participant in r.n eligible Sinte deferred 
compensation plan providing a normal 
retirement age of C3. The plan provides 
limitations on deferrals up lo liic maximum 
permitted under § 1.437-2 (r) and (f).

Por 1979. A. who will be G2. is scheduled lo 
receive a sulary of 52U.003 frtirn the Slide. A 

- desires lo defer the muximnn amount 
possible in 1979. The maximum amount thol 
A may defer under die plan is the lesser of 
S7.300. or 33)jX of A's inrlmlibie 
compensation (generally the equivalent or 25 
percent of gross compensation). Accordingly. 
Ihc maximum that A mnv defer for 1979 is 
$5,000 |SS.O»ni:O.OOOx.25|. Although A's 
taxable yum 1979 is one nf A's Iasi 3 taxable 
years before the year in which A attains 
normal retirement npe under Ihc plan. A is 
no: able lo utilize ike catch-up provisions of 
! 1. J37-I(r) in 1979 because only taxable



PRIORITIES

■ Increase accen* lo  appiop.'talc and affordable 
hea lthcare for all A latkans bv
— advocanng formulations of a health po licy 
for Alaska
— supporting concept of •late-mandated 
inaurrnce for the u runsurv j
— seeking legislation and appropriations for a 
comprehensive and coordinated program of 
home-, community-, and institutionally-based 
service* through the state
— supporting ava ilab ility  of adequate health 
insurance for a l l  in c lu d ing  those uninsured
— supporting replacement of health facilities

■ prr'fi™mJ urh'rft w ill prnulH*
ccnnrrTfuTsecurtty for a ll AlaslcanSItT-—..

supporting legislation to stabilize the 
^ lo ng e v ity  Bonus Program

advocanng recognition of thefcofttfm ic and 
srv-|k>v lu p  nf the by
suppornng programs to encourage retirees to 
remain in  Alaska
— supporting legislat on : i  protect pension 
U’ivIiIn by i-unbltshti i; .an tmlnpi'nilenl 
corporation for the r  -nagornon! of pension 
funds

1 9 9 2  A L A S K A

L E G I S L A T I V E  P R O G R A M

ALASKA
State Legislative Committee

1992 
FACTS

&
LEGISLATIVE 
PRIORITIES

SUPPORT ITEMS

■ Support fu ll fund ing of tl n present Property 
Tax Exemption Program for senior citizens, 
homeowners, and renters

■ Support legislation for reimbursement of 
Medicare Part B pronoun * for state [vns ion 
benu lic ianca age hS and o.dor, correcting 
inequ ities for old.tr Alaskans and com p ly ing 
w ith  tho O lder V*'ork- rs 1'iutccliun Act

» Support senior housing w .th  continuum  care 
components

i L IO T '-V K ;  - 9 1)

A A R P

American Association 
of Retired Persons



Sen. Jay Kerttula, Co-Chairm an

Sen. Pat Pourchot, Co-Chairm an

Sen. Al Adams p  . «
s«n.JimDum-an Senate Finance Committee
Sen. L>m»n f. Hoffman
Sen. Dick Shulti
Sea. Kick Uehling

SPONSOR STATEMENT 

CS SENATE BILL  8 (STATE AFFAIRS) am 

R e la t ing  to  an ANNUITY PROGRAM

In 1972, the  A la s k a  L e g is la tu re  in s t i t u te d  the  A la s k a  

L o n g e v i ty  B o n u s  P ro g ra m . The p r im a ry  p u rp o s e  o f  the  

p ro g ra m  w as  to  p ro v id e  f o r  re s id e n ts  w h o  he lp ed  b u i ld  

A laska ,  and  to  enab le  th e m  to rem a in  in A laska  v /hen 

th e y  re t i re .  A l l  A la s k a n s  w h o  w ere  age 65 o r  o ld e r  and 

had been a re s id e n t  o f  th e  s ta te  p r io r  to  J a n u a ry  I, 1959, 

and had 25 years  o f  c o n t in u o u s  re s id e n c y  w ere  e l ig ib le  

to  rece ive  the  b o n u s .

T h is  p ro g ra m  w as  in i t ia te d  b e fo re  the  p ip e l in e  

c o n s t r u c t io n .  The  a v a i la b i l i t y  o f  la rge  a m o u n ts  o f  

m o n e y  w a s  n o t  th e  m o t iv a t in g  fa c to r  in in i t ia t in g  the  

L o n g e v i ty  B o n u s ;  ra the r ,  it was based  on an e n l ig h te n e d  

a p p ro a c h  to w a rd  o u r  e ld e rs  and th e  re a l iza t io n  th a t  o u r  

fu tu re  and  o u r  c h i ld r e n 's  fu tu re  re m a in s  m ore  s e c u re  

w i th  the  s u p p o r t  o u r  e ld e rs  g ive  by re m a in in g  in A la s k a  

w h e re  b a s ic  n e c e s s i t ie s  are a va i la b le  to  them .
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In 1982, R odney  Vest f i led  s u i t  a g a in s t  the  s ta te  on  the 

issue  o f  the  L o n g e v i ty  B o n u s  p ro g ra m , c h a l le n g in g  the  

s ta te 's  r e s id e n c y  re q u i re m e n t .  The case  w e n t  b e fo re  

the  A la s k a  S u p re m e  Cour t .

In 1984, the  Sup rem e C ou r t  issued  the  d e c is io n  w h ic h  

c h a n g e d  th e  e l i g ib i l i t y  r e q u i re m e n ts  fo r  th e  l o n g e v i t y  

b o n u s  p ro g ra m .

The L e g is la tu re  s u b s e q u e n t l y  a m e n d e d  the  l o n g e v i t y  

b on us  s ta tu te s  so  th a t  in d iv id u a ls  w h o  have res id ed  in 

the  s ta te  fo r  one y e a r  w o u ld  be e l ig ib le  fo r  th e  $250 

bonus .  It w as  a p p a re n t  to  eve ryone  th a t  th is  d e c is io n  

w o u ld  lead to  an inc re ase  in the n u m b e r  of e l ig ib le  

A la ska n s  65 and o ld e r  w i th  a re s u l t in g  in c re a se  in c o s ts  

to  the  s ta te .

The s ta t i s t i c s  s ince  1984 c le a r ly  s h o w  the  in c re a s e  in 

p a r t ic ip a n ts  and c o s t .  In 1973, th e re  w ere  3.641 

p a r t ic ip a n ts  in the  lo n g e v i t y  b on us  p ro g ra m ,  at a c o s t  o f  

$4 m i l l io n .  In I989, the re  were  18,000 s e n io rs  

p a r t ic ip a t in g  in the  p ro g ra m  at a c o s t  o f  $54 m i l l io n .  To 

fu l ly  fu n d  the  lo n g e v i ty  b o n u s  p ro g ra m  in FY 93 w o u ld  

re q u i re  $67 m i l l io n  w i th  an e s t im a te d  p a r t i c ip a t io n  o f  

22,865 in d iv id u a ls .  A t  th is  rate, the  lo n g e v i t y  b o n u s



p ro g ra m  w i l l  c o s t  the  s ta te  $100 m i l l io n  by  the  ye a r  

2 0 0 6 .

B e ca u se  o f  th e s e  in c re a se d  co s ts ,  th e  A d m in is t r a t i o n  

a nd  th e  le g is la tu re  fe l t  the need to  e xam ine  o p t io n s  

w h ic h  w o u ld  p ro te c t  the  lo n g e v i ty  b o n u s  and w h ic h  w o u ld  

enab le  s e n io rs  to  c o n t in u e  to  rece ive  the b on us  w h i le  

s im u la ta n e o u s ly  p h a s in g  o u t  the  a m o u n t  o f  genera l  fu n d  

d o l la r s  w h ic h  w o u ld  be requ ired  fo r  the  p ro g ra m .

A s  ear ly  as 1983, the  L eg is la tu re  began to  lo o k  at 

a l t e rn a t iv e s  to  the  L o n g e v i t y  B o n u s  p ro g ra m .  The  

H am m on d  C o m m iss io n  was fo rm ed  in IS84 and I w as  a 

m e m b e r  o f  th is  C o m m is s io n .

In 1985, the  le g is la tu re  passed C on fe re n ce  C o m m it te e  

S u b s t i tu te  fo r  SB 56 w h ic h  au th o r ize d  an a n n u i ty  

p ro g ra m  and p laced  a b a l lo t  p ro p o s i t io n  b e fo re  th e  

v o te rs  a s k in g  th e m  w h e th e r  or n o t  the  le g is la tu re  

s h o u ld  a d o p t  an a n n u i ty  p ro g ra m ; on N o ve m b e r  4, 1986, 

th is  b a l lo t  p ro p o s i t io n  passed  by a vo te  o f  99,222 to  

65,789 (g a rn e r in g  m ore  v o te s  than  any  c a n d id a te  has 

re c e iv e d  in the  las t  tw o  g u b e rn a to r ia l  e le c t io n s ) .

In 1986, Senate  Bi l l  5, w h ic h  I sp o n s o re d ,  was in t ro d u c e d .  

T h is  le g is la t io n  w o u ld  put an a n n u i ty  p ro g ra m  in p lace.


