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This jzzizr. r33 vrear: :ull2 jnravorab.y racaivec. I:
-.as beer. facariruslLy bur r.o: jnfaicly rafarrac zz as cha
"r.elcoma: s bonus program.”™ A racar.c migrant born prior co Jur.a
10, 513 woulLd racaive a Tongalicy bonus for lira, voile a
Lcng-cime Alasa n borr. subsequent co chac bate would receive
r.och .r.z..

r. Self-3uscai irz Annuities .

The prior five opcions -./era developed by members of cr.e

acniniseracion, although ~cha aominiscracion has r.oc formally

"sponsored” any particular approach. ‘dareover, several of che
opcions -- particularly tha "graduated age" ana "phase ouc"
opcions -- were developed more as comparative conversation

pieces than as actual proposals.

The following five opcions -- commencing wich che
self-sustaining annuicy -- were prepared by che auchors of chis
reporc.

Uncar che self-suscaining annuicy opcion, individuals

would no Longer receive a permanenc fund dividend under
AS 43.23. Racher, ~chose dividends wouLd form che corpus of a
seLf-suscaining annuicy account from which Che individual would
receive an annuicy commencing ac che age of 65.

According co Deparcmenc of Revenue projections, che
permanenc cuna dividend paymenc for FY 1534 will be 3355.00,

rising gradually chroughouc <che remaindec of <chis century co

3532 in the wear 2000.



Given chis level of contribution co che ~coccus, 2
se Lf-susr.oir.cr.g annuity acrounc will produce an annuicy roughly

equivalent <co cne existing longevicy bonus (wich 3 3 peroanc

annual cose 0: living adjustr.enc) foe cnose /no ace currencly -0
years or younger, and who will be residencs of Alaska each o:
cha ne:tc 20 years. For various age groups, cha annuicy

enciclemencs ac age 65 as a percencage of che "cargec" annuicy

(53000/yr. plus 37. per annum) would be roughly as follows:

Currenc age Annuicy as 'a 'l
of cargec annuicy
25 3537.
35 L5L7.
40 1007.
45 66
55 2L

Obviously, some <cransicion measure is necessary for

chose who are simply incapable of accruing a sufficienc corpus

by che age of 65 co be ancicled co che "Cargec annuicy". The
general fund, simply puc, will be required co make up che
difference, alchough, over cime, chac "differencial™ will

decrease as annuicy accouncs assume some significance.

Many of che opcions explored in chis reporc could
suffice as a 20-25 year shrinking general fund obligacion. One
opcion parcicularly cailoced co che annuicy approach would be co
allow chose who are ac or near che age of 65 co concinue co
receive cheir permanenc fund dividends in cash, wich Che PFD

being subcraccad from che longevicy bonus amour.c. For chose in
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Jr.rar  chis "rransicior.alL measure’”, che general rune
“resrrual” paymenc wouio be based on Zhf amour,c necessary :o
suppLemer.c che annuiry e« corpus assuming chac an individual
received a permanenc fund dividend every year. There woulc
seem, in chis regard, no obligacion on cha parr of che scaca co
give e larger general funa suppLemenc €0 someone wicn cwo ??D

credirs chan co someone wich 15.

Thus, in fiscaL year 1994, when currenc 55-year olds
cirsc receive chair annuicy, chey would receive a scace
suop Lemenc=1 of 79 percenc of che cargec annuicy -- regard Less

of cha accuai PFD cracic any individual has accrued.

The remaining quescion, obv.iousLy, 1is whac co do abouc

Che person who is currencLy 65. If chac individual’s supplamenc
is che same in 1994 as a new annuicanc -- 79* -- he will in face
receive less chan che new annuicanc since he will have only his

permanenc dividend, racher char a 217. annuicy, co make up che

difference. Conversely, if che grandfacherea PFD racipienc
received a full cargec annuicy in 1994, he would be ac a
subscancial aavancage over Che new annuicanc. The reason s
chis: while che new annuicanc has earned a subscancial porcion

of his cargec annuicy by foregoing his cash dividend each year,
che "grar.dfachered"” recipienc has boch enjoyed che dividend, and

ics earning power, over chac same period of Cine.



The guestion is largely one of equity for me
legislature. Elmer aporoam. is refer.sible. 'inile me lacrer
scenario woulc seem ro discrimir.ace in favor of rhe exiscing
eldeny, che Alaska Supreme Sauce has recogr.sac she legisimacy
of creating preferential grar.dfacher rigr.es for chose who have
come CcO capar.a upon an exiscing scace program.41

In eichar case, che difficulry wich <chis "scansicion”
opcion is chac <che longevicy bonus program concinues ro be a
subscanciaL drain on che general fundlfor 20-25 wyears co come.

‘Jncar che cransirion opcion described above, cha ?{ 1934 budgec

for cha AL2 program would be increased by So million doLlars

L L 4 2

over exiscing funning levels.
Through  Aecna Insurance Co., we invescigacad che

alcernacive of simply purchasing a LiEecime annuicy for all

chose currencly 65 or older. Unforcunacely, che cosc of a

lifacime annuicy for all Alaskans 65 or oLder would be

prohibicive -- in che neighborhood of 5300 co 5400 million.
Finally, che LegisLacure shouLd <consider using che

adminiscracion's opcions C and/or D as a cransicion measure.

The shore cerm fiscalL itnpacis of chose opcions are superior co

chose of a simple general fund supplement.

N Commercial Fisheries incry Commission v. Apokadak, 5C6
?.-2d ac a.

N-Assuming chac _che AL3 of che ‘"grandcachered <class"” is
reduced Dby m.a 5365 permanenc fund dividend, each of 13,223
persons will receive a paymenc of 52,635 chis year -- cocaling 534
million collars.

*
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For ill o: che 3horr <cern problems of sr. annuity
oroaten, cr.e lons term edvancozes snculd r~cs'.vi ecual rm?Z.
First, in i period of 20-13 years. che general fur.c milll r.o
Longer be encumber»ed ich or.2 Longevicy bonus program. Secor.c ,
rhe evir.CDil sice of one-b annuity paynencs ./oulc be a function
of cr.e number of permanenc funa dividend concribucions char nave
been craoitac to cha annuicanc'3 occounc. Weseriously doubt
chac a successful, duracional residency claim could be mace to -
chis aspect of <cha program. An annuicanc with <chrae years
concribucions could no core claim <chac he is dua an annuity
basec on 20 years contribution chan coulc a 1996 resident claim
noc merely cha 5737 <cash dividend available chac year, buc
racher some 55,000 which his predecessors had amassed by being
residencs of Alaska since L984.7

We belLiave chac chere is a strong case for distributing

annuities only co persons who are residencs of AlLaska ac che

n Jecause fucure annuities ace a direct funccion of accual
pasc paymencs co che program, che pcogram does noc ‘“reward"
presumed concribucions buc simply cecums accualL invescmencs. cf.
Zobel 1, 6L9 ?2.2d ac 435 (Rabinowicz conc.) Nor is che opcion
akin co a sicuacion whece prior cax concribucors are excused cion
funding che present needs of governmenc, as wich che cax repeal
scheme ac issue in Zobel 1. Ac any poinc in cime, each Alaskan is
creaced quice equalLLy -- being encicied co.an annuicy credic if he

or she resided in che scace for six months during che peccinenc
year.
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time. Partially for reasons discussed below, no individual will

have a "zested rigr.c® to an annuity in cr.e future. A purpose of
the annuity program will be to alleviate the particular
financial harcships caused by retirement in Alaska -- a puroose
which we believe is constitutional. This goal wouLd be server

only by confining actual annuity payments to Alaska resiaenca.
Second, and particularly if the pcogram is properly viewed as
conferring an economic benefit noc wupon <che Creditir.g of an
annuicy accounc, buc racher upon annuicy discribucion, the acaca
certainly possesses cneI rigr.c to precer its own resicenca in tha
* .

disposition o: its resources.

There are, oc course, ocher issues surrounding che

annuicy opcion. Many Alaskans will undoubtedly wish co- recain

che exiscing cash benefics of che permanenc fund discribucion.

Alaskans will not be, however, cocally wichouc recompense. An
annuity accounc for younger Alaskans in particular -- ac lease
foe chose planning co stay in che scace -- will one day lead co

subscancial benefics.

Of course, che prospecc of a lucrative reciremenc
accounc is a produce of che legislature’s continued willingness

and abilicy co devoee 25Z of permanenc fund earnings Co che

~ =egves. inc. v. Scace. 65 L.Sd. 2nd 244, (1930): see also
White v. Massacnuseccs Council of Conscruccion EmoLoyees.

U.S. No. 3L-LOO3 (U.S.S.Cc., Feb. 23. 1933)(distinguishing
Hickim v. Oroeck, 437 U.S. 513 (1973).



arruitv zzzzzz—. Unquesc:ar.abLy, ac some point in time, a

material percentage of tha permanent rune's earnings will be
necessary :tr general government expenses. The point it wnich
thac will require access to more than 73" of the fund's earnings

is prcclematical.

Tha tax consequences of an annuity program warrant
recalled discussion. As netea previously, tha Internal Revenue
Service may well rule thac permanenc fund cash disrriburi; ns are
taxable. Conversely, if credits coan annuity account eauali to
the permanent fur.c dividend are not cax exempt, cha real
economic value and perceived golitical worth of an annuicy
opcion is subscancially lessened.

The annuicy program envisioned Dby chis reporc is noc
employer/employee relacad, and therefore would noc qraLify as an
exempt plan under che Incarnal Revenue Code. Nor  was
serious consideracion given co qualifying chis annuicy opcion as
an Individual Reciremenc Accounc «- because (l) che scaca is noc
a qualified finar.ciaL inscicucion co administer such an accounc;
(2) Che required cecns of an IRA were noc compatible wich Che
opcion considered; and (3) .any "scace required"” IRA — even if
possibLa --  would seveclLy impinge on che cax planning
flexibility of individual Alaskans.4”

N'onecheless, ic is our opinion chac che annuicy opcion

shoulf result in che deferral of boch the oermanenc fund

-ic:. 26 'J.3.C. >401-404

-TSee 26 ,;.3.2. 5-403.



divioar.c zor.cr ::u; Lons ar.c 3ccr]ea Incecesc under the Incernal
Revenue Coca. The courrs anc lre 173 hove general1l/ ruled thac
cor.cribucions co an unqualified "annuicy," "reeiremenc"” or
"daiarrec ccmpar.sacion” plan ora nonecheless coi< aafarred if che
individual is noc in "conscruccive racaipc” of che annuicy
concribucions, and che concribucions do noc reprasanc a prasanc
"economic benefic.""*”

Combining che scandards of <cnac doccrine wich che
accribuces of che proposed annuicy program, che program should
be caxaé deferred for che following reasons:

1, If che Scaca were co purcr.asa individual annuicies
wich each permanenc fund dividend, wich each residenc being che
beneficiary, che residenc wouLd have a vesced and secured
incaresc in che concribucion, and would chus have received a
curcenc "economic benefic." IE, however, <che Scaca were ¢co
merely give che annuicanc an unsecured promise of paymenc,
purchasing an annuicy accounc wich icself as Che beneficiary in
order co provide a funding source for chac promise, Chere would
be no "cucrenc economic benefic” and caxacion would be
deferred.48 This i3 one cuscomacy means by which employers
obcain cax deferral of an unqualified pLan;

2. A person is in "conscruccive cecaipc" of an

annuicy concribucion if he has currenc access co che

47J.S. w. Goldsmich, 538 r.2d 310 (Cc.Cl. 1973),

-3 1d.



car.c::-acior.s /ichouc suoscjr.ciai cerms ana llLa:carions.™1
eJr.ci: rr.is 3 opcion, oncer no c;rcumsrancas ;ou'.:jr.
ar.nu'.rar.c be -:nc::leu co witheraw anycmr.g jr.cil annuities are

accually discribucea;

3. To underscore che concingenc r.acure of che
-- such chac che [?,S could noc reasonably conclude chac ic
represencs a "currenc economic benefic" -- che annuicy will only
be received i: che person isan Alaska residenc ac che cime of

che percir.ar.c discribucion.

Our only hesicancy irf chis regard :s che February 27,
1531 ruling of che IP.S chac even if an individual chooses co
defer reeeipc of his permanenc fund dividend, ic is capable in
che year chac ic could have been received. The ruling, however,
"may noc be wused or cicad as precedent,” and, even if of
precedential value, is discinguishable from chis situation. The

ruling is consiscenc wich che pcooosicion chac Che individual
cannoc have unfaccared discracion in choosing cha year in which
income v/il.1 be caxed. While an individual does have unbridled
choice in decaraining when co cake a permanenc fund dividend, he
will have no choice as Co che Cime of receipc of his annuicies.
Moreover, where a person would have an absoluce righc <co a
deferred dividend, he will have no cighc co annuicy discribucion
unless he is an Alaska resident ac che cime.

For cax reasons, then, che annuicy opcion muse be

carefully structured. The formec oermar.enc fund dividend muse

49 r =
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be usee by me 5isre zz purmase an annuicy far irs awn acccurr,

wirh itself as rhe beneficiary. The annuicy income received by
me Scaca will “hen Dbe usee as me funding source for "he
annuicy pav-r.er.es -- alLrhouzn technically and necessarily che

annuicy income could be used for any fiscal purpose.

A far closer question arises wich respecc co che efface
of chis opcion on ocher public assiscance programs. . Generally,
annuiry income is included in <che <calculacion of income for
various assiscance programs.|S, however, chis opcion can
be characcariced as a concinuacion of che longevicy bonus

program, chen <che exiscing longevicy bonus income exclusion”®

may persisc. If -- consiscenc wich caxconsideracior.s -- che
only "annuicy"™ is che one purchased by Che‘Scaca as a funding
source, chen che exiscing longevicy bonus program can Dbe

recained in ‘'ooch name and subscance, wich che amount of che
bonus sciLL depencenc upon residency hiscocy. Afcer aLL, under
che opcion, (L) a person muse be a six monch residenc in order
co obcain a singLe PFD, and muse be eligible for che annuicy ac
che cime of discribucion;52 (2) che amount of annuicy is
dependenc upon che number of PFD's.credited co che individual's
accounc; and (3) che "gcandfacheced"class ofexiscing elderLy
wouLd presumably be required co meec a one-year duracional

residency requirement.

3'JSoe. LI U.3.G. 51332(a) (a) (2) (3).
52See i2 U.3.C. 51332(a) (b) (2) (3) .
5-See n. 3, an:e.
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The above, of course, is an argument -- ;r :a -0;

necessarily che Law, ir. final measure will ce large:./
cecerr.ir.ee by rhe fecerel officials ir.volvec. The exposure co
e<id::r3 assiscance prQzrcr.s -- ac lease far chose r.oc wicr.ir.
che grancfacharad crans:cion class -- ruse be considered a 00 3z

of chis opcion.

£ven if, however, ar.nuicy discricucior.s are consicerec
"income" co wvarious assiscance programs, che corpus of che
annuicy accounc will r.oc be. IA person may be disqualified fror.

a federal assiscance proceed noc only |If his ir.cor.a excaeas a

cercain level, buc as well if he has airarr.acive available
resources which he can upon frcn ac any cir.e. However, in chis
ir.scar.ee, a crus "annuicy corpus” does noc exisc -- since che
only annuicy runs for che benefic of che Scace. Moreover, even

if federal officials were co view che "corous" as belonging co

che individual, ic car.noc be wichdrawn prior co accual

discribucion.

G. Scaca Social Securicv Svscem.

In large pare Dbecause of che need for a lengthy
cransicion period wich a self-suscaining annuicy plan, chis
ceporc also considered <che possibiiicy of a scaca social

security system funded by a portion of <che permanent fund

diviaer.es distributed under AS A3.23.

Under chis system, a sufficient portion 0: each

resident's permanent fund dividend would be withheld eacn year

-A3-



to funs 3 retirement program desigr.aa to pay earn Ala3<a
resicenr of 5: years or older vim or.e-year's rasidenty 323C par
month, with s mcoarata cost of living amusement earn /ear.

In assessing tha feasibility of this opcion. the most
important variable was cheprojected growch in Alaska's elderly
populacion. The difficulties facing che federal social security
system are cue in part co an increasingly large percentage of
elderly in che population.

Tor fiscal year 1933, cha Alaska Department of Labor
projects <chac chare will be some 13,572 elderly in Alaska
approx imacely V, of Alaska's population.” The Department has

projected chac chac oopulacion, as a percentage of all Alaskans,

will remain relatively scacic chrough che year 2000, when, ouc
of a oopulacion 0f33L.000 people, chere will be 23,153
elderly.”

We believe chac chose projections are overly

conservative, and do noc cake inco accounc che significant
nacionwide crand of increased elderly populacion. Nor do chose
projections include <che reciremenc years of che pose World War
It "baby boom" generacion — which will begin abouc che year
2010.

Accordingly, in projecting che long term impact of chis

opcion on permanenc dividend discribucion, we have used che

“Alaska Populacion Overview, Alaska Deparcmenc of Labo
1931

rA



r.ac::r.a- grcwcn partarr.s erajec-aa by che federal Soc:al

.nan are .33 :a,laws:

"z~ g -*2T5rv '3 %
L550 3. L
2000 13. L
2025 L9.5
2050 21.3
L'sing chose assumpc:cns, Travelers" Insurance To., or
ouraerial:, calculacec che percancaga of permanenc fur.c

dividends which would be required co fund a "pay as you 30"
|
syscar . .

For fiscal year 1933,che calculations are relaciveiy
seraighc-forward. Given an aggregate discribucion of soma 3159
caiLlion in permanenc fund dividends chis year, approximately 25"
would be needed co fund a "pay as you 30 system.”

However, even assuming a 3" cosc of living adjustment
in che paymenc each year, che percencage needed co fund the
program decreases. This is because permanent fund earnings will
increase ac a race substantially higher chan inflation. From
che year 1933 co 2000, che average funding required would be 15
co L9 peccent of the discribucionsjvhile, in che years 2000 co
2025 (and assuming continued growth in permanenc fund earnings)
che funding amaunc would be 10-12 percenc.

Thus, if che wichhoLding remains scacic ac 25” over che
course of several years, cheresuLcanc excess woulLd begin co

build j savings accounc of subscancial magnicuda, which ac seme
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poir.c ir. cr.e future would maxe cr.e program carnally. -r oerraos
“ccall/ jei:*-3'js:ain:r.:.

Cr.e aovious advantage of this opcion is thac it frees
the general fund iron AL3 obligations immediately. Converse Ly,
by materially reducing cr.e 3nr.ua! permanenc funa iivicer.a, ic
obviously raises some political difficulties.

Additionally,, che social security opcion could Likewise
be tiad co concribuc ionhiscocy -- alLchough noc in the precisa
manner of che annuicy opcion. The federal social security
system currencly fully covers any- individual who had "noc less
schan one quarter of coverage ... for each <calender elapsing
after L950 ... except chac in no case shaLL an individual be a
fully insured individual 'unLess he has ac Lease 5 quarters of
coverage."? Because, in che fucura, some porcion of che
benefics wiLL be paid by che "savings account” resulting from
che scacic 257* concribucion, we believe chac a s-imilar
contribution hiscoryrequirement coulLd be escabLished in che
legis Lacion.

Even more so chan che annuicy opcion, chere would be no
"current economic benefic" from the* program. By reducing che
permanenc fund discribucion by 25?., and funding a ceciremenc
program from which che individual may or may noc ulLcimacaly
benefic, we believe ic extremely wunlikeLy chac che IRS woulLd

conclude chac che reduced sum is in some manner taxable.

5512 3.S.C. S4U(a)(l)



Mor~ver, we believe criera i
:~j; ere existing AL2 exemption in federal lew coula be
retj:r.ec. Ir.ceed, scrippec <co ire essence chis aocion does
Little mere man alter me funair.g sourca a; rhe ,-L3 program.

The armory risk of che program is all che more
apparen: in Lighc of che current difficuLcies wich cne federal
social security system. While opcion ? would be funded by a
currencly pure,based annuity, younger Alaskans would be
contributing co chis opcion on che mere hope chac che recuisice
amount of permanenc fund earnings would remain available for che
program well inco che 21st cencury. The ™"savings accounc”
craaced by che scacic 23Ti withholding 1is incended co alLleviace
chac orobLem; however, regardless of che race of growch of chac

accounc, chere is plainLy some risk in Chis opcion.”

5AFor example, under our populacion projections, chere will
be 30,7-“ eLderly in ALaska in che year 2000. The permanenc funa
distributions for chac year under AS 43.23 are estimated by cha
Department of P.evenue to be S792 milLLion, of which, undec ouc
scacic 25- withholding, SL9S million would be placed in che aocialL
security fund. In chac year, wich a 3% COLA, che maximum monchly
bonus will be approximacely 3390. Even if every elLderly Alaskan
is eligibLe for full benefics under <che law's concribucion
requirements, che maximum payments would be SL2Q miLlion -- wich a
savings accounc deoosic being made in chac year alone cf 370
million. Of course, many of <chese elderlLy may noc be cully
eligibLe, and some who are eligibLe may noc be residing in Alaska
during chac year.



Finally, there is some savancage to “he existir.z
elderly in tr.is syscam over rhe annuicy opcion. The exiscing
eLderly would have a nec Loss of only 231 of cheir permanenc
fur.c iivicer.d, racher Chancr.e encirecy of che benefic under che
annuicy approach.

H. Healch Insurar.ce -or The Sided.

The scace of - healch insurance for che elderly, anc

indeed for ail Alaskans, has alLready been che subjecc of
considerable scudy, 57 and legisLacive accivicy. 53 3ecause
of che obvious critical importance of adequate healch care
coverage for Alaska's eLderLy, che opcion of providing

comprehensive healch insurance for Alaska's older citizens in
Lieu of Che Longevicy bonus was included in Chisreporc as an
opcion.

While che Department of Law reporc found chac healch
expenses were a major useof che. longevicy bonus foronly 5.5*1
of ics samplLe, che 1976 longevicy bonus scudy found chac 297. of
Che bonus cecipiencs wused ac lease a porcion of Che AL3 for
medical ~care, while 117. used a porcion of che bonus for

"insurance of all kinds.

3/Alaska Comprehensive Healch Care Financing Scudy, 3acelLL
Human Affair Research Cencer (1931)

S3*H3 641, 12ch Lag. Isc Sess. (1931)

59.AL2 Survey, on. cic. n. 9 ac 22



In :2zz, al.703; aLL O0: Alaska's elderly recei.'e soma
kir.c 3f public 3rpcivaca healch coverage assis:once -- aimer
cnrsugh Medicare, Meoicaic, public and privace raciramenr
programs. Vecerar.'s benefics or che Indian Healch Service/Public
Healch Service.

when assessing che healch insurance opcion, che r:;0
obvious quescicnsare: (L) how severe are che 3303 in exiscing
coverage: and (2) how much wouLd ic cosc co fill chose gaps?

The major source of healch insurance coverage for che
elderly in Alaska is obvious Ly Medicare -- a federal insurance
plan v/hicr. provides hospicalicacion for chose eLigible for
social securicy50 and medical insurance cor an addicior.aL fee

of 312.20 per nonch.

3och che hospicalL and medicalL insurance concain
subscancial deauccibLes, i.e. <che firsc S3Q<* of <che hospicalL
bill — and co-paymenc reauicemencs (20?. in Che case of medical

insurance.)

Nursing hotne coverage under Medicare is sevecelLy
linicad — confined co posc-hospical care in a "skilled nursing
facilicy" for shore periods of cime.

tc is difciculc co decermine how many residenc Alaskan
elderly are on Medicare -- available scaciscics 3re bloaced by

Medicare claims submiccad by couriscs. Thera are some 9,323

N2 'J.3.C.55  *25, 1395(c). A person ineligible for Social

Securicy may obcain Mecicare hospicaLicacion insurance for 3L12

cer monch



recirad persons in Alaska receiving sociaL securicy -- ar.c her.ca
eLi2ible for Medicara.

The Largesc group of alderLy Alaskans ineligible for
Medicare are rural residencs, primarily Nacives, who do noc have

a suffioienc wage earning hiscory co qualify for social

securicy. All ALaska Indians, Aleucs and Eskimos are eLigible
for IHS -- which provides a broad range of services depending
upon available facilities. IHS is, however, primarily a direcc
provider of facilicies -- ic does noc make cash paymencs- for

services such a cuscodial care in a nursing home. Moreover, ic
is currencly facing severe cucbacks in (areas such as
In

reir.bursemenc for healch-raLaced cravel expenses

The mosc comprehensive heaLch coverage in ALaska is, of

course, Medicaid. To be eLigible for Medicaid, one muse meec
che Scace pubLic assiscance income Limicacions. As nocad
previously, chare are currencLy some 2300 elLderly ALaska
cicicans on Medicaid. Medicaid does cover vircually wunlimiced

nursing home residency.
The mosc glLaring deficiency in Alaska healLch care for
che eLderLy is che Lack of coverage for insciCuCionaLizacion in

cuscodiaL enviconmencs such as nursing homes. Nursing home

oi-tr.carviav, Ms. ?. Eubanks, FieLd Rep. SocialL Securicy
Admin. (Feb. 24, 1L1983)

32[ncervie,/1 Ms. ?. Ro'oerca IHS, (Feb. 23, L933)



races in Alaska run from 599 co 3173 per day5j. The coszs are
si-3Ly pronibizive far anyone noc on Medicaid -- ir.ceed, of cr.e
-67 elderly Alasxar.s currencly residing in Scace nursing homes
(ocr.er chan che Pioneers Homes), all buc 31 ace chere ur.cer
Medicaid, or Alaska's General P.alief MecicjL Assiscance.
Conversely, nursing hone races in  Washington, for

example, have been esci.maced by che Deparccienc of Healch i

Social Servicas co vary from 3:0-360 per day. [c is noc known
how many elLderly Alaskans are inscicucionaliced in Lower
focry-eigne cuscodial care facilicies; however, ic is apparenc

chac unless one is eligible for Pioneer Home placemenc, a
nursing home can be afforded if, ac all, onLy by relocacing co
che lower forcy-eighc.

Three privaca organizacions were asked co escimace che
premium amounc required co suoplemenc Medicare and ocher
coverage for ALaska's alderLy co provide  healch insurance
equivaLenc co che exiscing Public Employees' Reciramenc Syscem's
racicee covacaga, and <co incLude <comprehensive nursing home

coverage. Neicher TcavelLers Insurance, noc Aecna Insurance felb

capabla of providing an escimace. Ny
However, insurance consulLcanes frequencLy wused by Che
scace Cor maccecs such as <che pubLic employees SupolamencalL

3er.efiC3 Syscem escimacad chac co provide suppLamencaL coverage

NjAlasxa Cursing Home Census, Alaska Deparcmenc of He3lLch
Social Service, 12/31/32
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for Maoicara, insurance could be praviced ac 3 premium of

appro:*:r.acaLy S~0 per individual per 7.or.dr. This wvouLd induce

romprener.sive ours 1r.5 home coverage.

Medicare is currencly 3primary insurer -- chac is, cr.e
Scace could provide cor SupoLemencalL covecage wichouc
endangering basic Medicare eligibilicy.Moreover, ana in ail

livelihood, supplemental Scace coverage could properly provide
ocherwise uninsured Alaska Nacives wich chose coses r.cc covered

by rhe Indian Healch Service.

The major difficulty is Medicaid. Medicaid eligibilicy

is very much concingenc upon che unavailabilicy of
'resources”.54* Currencly, che Scace orLy pays *3* of a
Medicaid's pacienc bilLs. If a Scace healch insurance polLicy

was considered a "resource"™ che Scace could find icseLf foocing

cha encirecy of a Medicaid pacienc's bill.

Of course, che Scace would hardly need co "supplemenc”

any Medicaid coverage — Medicaid coverage icself being
essancially inclusive. The scacuce, <Juld simply exempc
Medicaid cecipiencs from che coverage of Che policy. The issue

posed by such an enaccmenc is whecher che Scace would be

*3F
fruscracing che Congressional goals behind Medicaid -- which is
co provide a heaLch <coverage means oflasc resorc — cheraby

cunning afouL of cha Supremecy Clause.

C.S.C. J1132va)(1)(3)

-"lorira Lime 1 .v/ocaco Growers v. Paul, 373 J.S. 132 (1953)
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,ng chac che Scace could continue <co r.er

3uchemer.c Medicare, IHS facilities and existing privace
retiree coverages, snc chac che consulcancs'

actarace. chere remain two difficulties with che healch
insurance oocion. First, ic is a: no benefic co Alaska's r.eecy
elder!l -- wno will merelv concinue wich Medicaid coverad. aw

che price of cneir Longevity bonus.

Secor.al;/, chere is che potencialLly se\iere problem of
in-r.igracion. If a year's residency in Alaska‘523 were aLL chac
were required for free and unlimicea nursing home coverage, che
potential of in-migration may be severe. Thece are two
potentially juscifa'oLe components of che program which could
micigace this potential:

L. If a purpose of che healLch insurance opcion is co
allow ALaska residencs co concinue co reside in che scace even

if nursing home coverage is required, nursing home coverage

could be Limited co AlLaska institutions, just as many scaces

56[c is possibLa, alchough we believe wunlikely,, chac a courc
would rule thac suppLenencaL heaLch insurance coverage woulLd
cons.ticuca a "basis necessity of [life" -- dropping Che maximum
possible duracional residency requirement co 30 days. The program
would be supplemental to a hose of exiscing assiscance insurance
program** and would noc be based on need. See Memorial Hosoical
v. Maricooa Count’, 415 U.S. ac 261.



l;r.ic resraenc culcion :ii:oun:j ro ir.-icaci un:ver3:rres.
Tha oiffiuulry. obviously, 1is mac al,is Ci 05 Alaskan r.urs ir.g r.ome
capacicy is lir.icec. Wherner uni.inired nursing hone coverage

all -.las<ans would result in exoansron 0: a:<racing
facilie ias is debacable; *

2, Tor cha reasons ciced wich raspecc co cha annuicy
anc social securicy opcions, elLigibilicy for healch insurance
coverage m.ighc properly be based wupon concribucion hiscory if
(a) a porcion of che individual's permanenc fund dividend s
used co help fund che insurance program; and (b) che funding is
in e:<cass of ourrer.c needs, in order co amass che same cype of
"savings accounc" envisioned wich respecc co che social securicy
opcion.

l. LONGEVITY 30NUS PREMISED ON INDIVIDUALIZED

RELOCATION HARDSHIP.

As nocad in Seccion 11(A), anca. Chere is some judicial
supporc for che view <chac ic is permissible for Alaska «co
escablish a program incended co benefic chose who would suffer
che mosc hardship by financiaLly-coercea relocacion from che
scace, and co measure chac hardship in pare by duracion of

residence.

This opcion relies upon chac supporc. and involve*

chrae sceos:

'""Searns v. Malkerson, 225 f.Suoo. 22L (D. Minn. 1970), 3:
mem. -ul U.S. 955 (1971)
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L. coca Logins chose cricaria whnich would
di::arer.ciaca rhcse Alus.-cs aldarly who would :u;:j: ralaciyaly
70:2 narcsr.ip by being icrcec co recire oucsice cha scaca, anc
who naac financial assiscance in order co remain in-scara;

2. crans Lacion .of chose subjaccive cricaria co 3
poi.-.c  syscam. sinilac cochac usee bycha ALaska Commercial
Fisheries ancry Commission; ana"

3. scruecur ind of chac poinc syscam such chac (a)
adminidcraciva coses aca minimized; and (b) successful
applicancs ara confined co a pool roughly aquivalane in number

co axracing bonus racipiar.es.

Indeed. che scruccure of chis opcion is simiLar co che

AlLaska Li.r.iced Encry Acc -- which cransLaces cercain very
subjecciva cricaria -- such as "economic dependence on che
fishery" -- inco an objacciva poinc syscetn. Ic does so, of
course, ac a bureaucracic price -- approximacaly S2.5 miLLion a

year for a pool of applicancs originaLLy roughly eauivalenc co
chose which chis opcion would affacc. Ic also does so ac ocher

coses, which will be discussed beLow.

Ic is noc difficulc co cacalog che cricaria which would

sec our "celocacion hardship™ pool aside. Duracion and
continuity ot residence would be one ecricaria, as would,
perhaps:

1. income:

2. locacion of family;
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3. locar:on 1f property; ana

i. ecnmc. religious, ar.c cuLcuraL :ias.

Alchougn income ar.c duration of residency woulo pLav a
role in decarming eligibility, no one factor alLone would be
dispositive.

I: would noc be difficulc co ~crans Lace rhese faccor3
into a poinc syscam; noc would ic be parcicularly difficulc «co
scruccure chac poinc syscam <co limit che <class of successful
applicants. The proposal, however, does suffer cron cha

following disadvancages:

1. Since r.osc Alaskan elderly have lived here more
chan 10 years mosc AlLaska elderLy will suffer sons demonscerable
hardsni? from relocacing elsewhere -- alchough a ceccain

percancage ooviousLy do noc require a longevicy bonus co remain;

2. The alcernacive also involves che escablishmer.c
and funding of a new bureacracy -- an incrisically unwocchwhile
undercaking, buc one which nonetheless wouLd cosc far less chan
simply opening che class co all elderly Alaskans;

3. Perhaps che mosc obvious disadvancage is che
burden <chac ic would place wupon elderLy ALaskans chemseLves.
There would presumably be a lengchy appLicacion form, cogecher

wich evidenciary requiremencs, and in some cases, adjudicacory

hearings. The Limiced entry Commission is currencly involved in
some 120 judicial appeals -- a number which s aichar ac or
below hiscoric Levels. According :o che Commission's :Y19.j-*
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budget presentation, chere is 3 current backload cf seme 323
adr..ms crecive ad;ud icac ions .

Attorneys will be required -- regardless of what
efforts are wur.sertaken to ma<e the process simple ar.c ir.formalL

The difficulties facing tha eLderly applicant are thus racher

apparer.c.

j- g?a::3"a?he?.:lic

This report closes wich one of che simpLer alcarnacives
— opening che <class of longevicy bonus <cecipiencs <co all
elderly Alaskans wich one year's residency, and cerm.nacing che
pcogram for che future. Persons eligible, or becoming eligible
chis year will be "grandfachered” and will receive a longevity
bonus for life. The fiscal impacts of chis alcernacive are, for
FYL534, identical co opcion A, and will obviously decline in Che
fucure due co mortality and celocacion.

The obvious advancage of chis program is chac ic
protects chose currencly on che longevicy bonus program.

Equally, ic deprives chose approaching che age of 65 wich any

expectation of receiving a bonus.

We believe thac chis gpcton is conscicucionally
permissible. Tha Alaska Supreme Courc shares Che general view
of <che conscicucionalicy of grandfachering Laws -- as Long as

che grandfacherad class icself is conscicucionally defined.

Plainly, che state legislatures

A"Commercial Fisheries Encry Commission v. Aookeaak, 606

P.2c ac 1259-6L.



have che rime 10 terminate social Oreg:tms /nils oroceccir.c
chcs - -no nave come co rely on cheir benefits.
fP"JQ#

As noted ac che outset, che purpose of cr.is repocc is
r.erel/ co provice a chreshhoLd feasibility review of various
options for amending che longevicy bonus program. Througr.
discussions with adr.iniscracion officials, legislative staff
m.emcers, consultancs and private industry, we have actamchO to
highlighc che major issues surrounding each alternative, anc
provide ac lease rough information on each question raised. If,
after cne Judiciary Committee has identified two or Chree
relatively attractive opcions, che efforc expended over che pasc
chree weeks on 10 proposals can be condensed inco che pursuit of
chree, proposed legislation and a more incricace analysis of che

preferred opcions can be pcompcly cransmiccad.

P
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Introduction.

In June, 1984, che Alaska Longevicy 5onus Program (AS 47.45)
was declared unconscicucional because 1ic required recipiencs cc
have resided in Alaska boch prior co scacehood and for 25
consecucive years. The Thirceench Legislacure, 2nd  Sess.,
repealed chese lengchy residency requiremencs, Chus opening che
program co nhew parcicipancs. Ch. 38, SLA 1984. However, che
amended law, by 1ics own cerms, is Co be repealed effective
June 30, 1985. Id., Sec. 11.

The legislation also established the State Special Committee
on the Alaska Longevicy Bonus Program co "decermine che
feasibility of replacing Che longevity bonus program, as amended

by this Act, with an annuity program, a needs-based program, or

other longevity program.™ Id., Sec. 7. This 1is the committee"s
report.
Recommendation: Annuity Approach.

The committee has developed a proposal which would phase out
che existing longevity bonus program and replace it **Ith
individual annuity accounts funded primarily by the perma %

fund dividends of participants. 1/ The proposal has been

1/ Three different annuity approaches were initially considered
Fy che committee: (1) SB 465, introduced in the 1984 legislacure
by several senators; (2) an amended version of HB 700, aiso
introduced in chac legislacure; and (3) a draft bill prepared by
Senator Bill Ray (D., Juneau). The Ray bill became che vehicle
efor che Committee"s proposal. All chree proposals involved



che program in each year since che program™s incepcior. For
example, if che inflaced ALB "cargec”” for a parcicular year is
$280, and a person Curning 65 who received an annuicy credic 1in
each year of che program would be encicled co an annuicy of $100
per monch, che ALB paymenc Tfor all recipiencs would be $180.
Thac $180 will noc vary according co che accual parcicipacion
hiscories of individual ALB recipiencs.

Over che vyears, individual annuicy accouncs will become
greacer, and each vyear <che longevicy bonus payable <cc new
recipiencs becomes correspondingly smaller. By che year 2003,
Che commiccee projects Chac che maximum possible annuicy will be
sufficier.c co bring an end Co che general-funded ALB program,
excepC for chose relaCively few who were 65 or older before 1986,
and are still receiving ALB payments in that year. This 1is best

illustrated by the following chart:



Maximum Possible Anr.uirv 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 Considered

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

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

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

5/ Annuicy projections are without "front-loading."



Maximum Income

Eligibility fo Amount of Site of Alternate
Bonus (vear) Bonus Bonus
1986 325,000 $250 $100
2000 $10,569 $104 $41.60
2010 $ 5,902 6/ $ 59 $23.60

It is estimated chat, 1initially, 80Z of Alaska®s elderly
will be eligible for the $250 bonus , Because that maximum income
requirement drops each year in terms of real income, so too does
the percentage of eligible elderly. Thus, less than half of
Alaska’®s elderly will be eligible for the bonus in the year 2000,
and only 30Z will be eligible in the year 2010.

The committee rejected this means test proposal for the

following reasons:

1. Any welfare program is contrary to the intent of t

ALB program and 1is vigorously opposed by Alaska®s elderly. The
Longevity Bonus Program now says to Alaska®"s elderly that chey
are a precious human resource, and thac it 1is 1in the state"s
interest co provide them wich the wherewithall to remain in
Alaska after retirement. The means test payment, on che other

hand, carries with it quite different, and less favorable

connotations.

6/ This 1is below Alaska ® $7032/year 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 1incomes 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 1ineligible
for the $250 bonus, an additional percentage of existing ALB
recipients will 1lose 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 1is 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 1is

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 1is intended to
accomplish. Ic is doubtful that $100 per month 1is a sufficient

sum co allow any elderly to remain 1in 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 i1s noc Che case now, 1ic 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 1is 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, 1in essence, Dbe 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, 1c might fairly be asked, are 80Z of today"s elderly in
"critical™ need of the higher paymenc, while only 302 will
require che paymenc 1in years hence? For one who 1is 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, 1in requiring one year"s residency in order co
receive che $250 means Cest payment, che proposal raises a
substantial constitutional 1issue. The current ALE®"s one-year
durational residency requirement 1is 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 vrequirement 1is che
maximum constitutionally permissible. Memorial Hospital .
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 1income tend to be viewed by che
courts as involving "basic necessities.” For example, 1in 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 1its program was
more akin to an income supplement, rather than a form of welfare.
The court, however, ruled that because the size of the pension
was a function of the applicant®s® other 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. Thus, 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 1is 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 1income [limics. This does make che program differenc from
chac i1nvolved 1in Jeffrey, and che commictee agrees chac chis
defense could be made in good faich. To che commictee, however,
chat 1s not enough. Early in the committee"s deliberations, che
commictee agreed to develop aproposal 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 mFet the cgmmittee's goal. 7/

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

The committee was also aware of the 'stair-stepping
approach,”™ under which che ALB program 1is slowly phased out

through an annual 1increase in the eligibility age. Under

legislation which passed che House of Representatives during che

1) Addicionally, ic should be noted that the issue will become
more serious in future years. This 1s because while che 1income
I~vel 1s high ac che outsec, it shrinks dramatically, and in real
ggége falls below che scare"s existing poverty level in che vear



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 1inceresc in developing chis
concepc oucside of chis commiccee™s deliberacions. The proposal
thus warrancs some commenc.

Firsc, <che term "scairscepping”™ 1s 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 1iIn che mosc severe
discrimination between groups of Alaskans. Under che
stairstepping approach, if a person was bom 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 1is now 62 would receive
$250/month when he or she moved to Alaska, while a current
59-year old Alaskan would receive nothing. There 1is 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 bom

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 1is necessary in order for
fucure elderly co benefic from che commiccee bill. This 1is noc
Crue. Under scairscepping, a person cuming 65 1in 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 Dbill excends che benefics of che ALB program co many
more Alaskans.

Mosc fundamencally, che commiccee believes chac chere 1s a
need for fucure scace parcicipacion in che building of reciremenc
securicy chac 1s- noc recognized 1in che scairscepping approach
standing alone. Apart from che ALB, che principal form of
non-need based assistance 1s, of course, Social Securicy. Yec
Alaska®s elderly receive che same Social Securicy payments as
chose who reside where che cosc of 1living 1i1s much lower.
Moreover, Alaska has a uniquely high percencage of elderly who
are 1neligible 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 o1l revenues decline, and economic activity 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 1impact oi abolishing che A.LB program chrough
"stair-scepping” is an increased 0Old Age Assiscance case load.
Certainly, when chose near che poverty line are denied $250 per
monch, chey will simply cum 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 1in face noc applied for chese benefics.
Over che years, che ALB program has been defended on che ground
chat 1t has enabled many Alaskan elderly Co vremain 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 1icself 1is also noc
being recommended to the legislacure.

on che ocher hand, che principal advantage of
"stair-scepping” is the protection which i1t 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 1in cash and
scill receive a full Longevicy Bonus for che remainder of cheir
lives. The commiccee legislacion, chen, 1is incended cc blend che
mosc salutory aspects of boch an annuicy approach and
"stair-scepping.”

The vircue of an annuicy approach 1is chac 1ic enables che
scace and each 1individual Alaskan co sec aside funds now for
Chose perhaps more difficulc years ahead. Ic 1s a program
designed to subscicuce private thrift for public largesse. The
commiccee also believes chac che permanenc fund dividend 1is an
appropriate source of funds for che annuicy program. The purpose
of che annuicy program is much like che purpose of che permanenc
fund i1cself. Moreover, one purpose of che dividend program - co
give each Alaskan a stake 1in che management of che permanenc
fund -- will be enhanced i1f Alaskans®™ reciremenc securicy is ac

lease in part dependenc on wise stewardship of chac fund.

Major Features.
1. Front-loading. The commitcee envisions chac

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 i1s che committee®s hope chac che legislacure will consider

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

che



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 1in 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 1in favor of retirement
security. While i1t costs more in the initial years, that cost 1is
incurred 1in years 1in which oil revenues are expected to remain
high. Moreover, general fund contributions to the ALB progrr-"
taper off rapidly. In other words, because front-loading causer”
the maximum possible annuity payment co increase, vresidual
longevity bonus payments decrease more rapidly. Thus, dollars
invested 1in early years through front-loading vresult 1iIn a
decrease 1in 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 1investment would vresult 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 iImportant purposes
which the committee believes warrant the cost iIn constant
dollars:

(1) The committee bill will work only if Alaskans
participate. IT 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, 1s 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 1In creating substantial participation, continuation
would seem wunnecessary, since those Alaskans already in the
annuity program would be unlikely to drop out. On the other
hand, 1f participation 1is low, the legislature may wish co
consider inducements other than front-loading.

The commictee settled on a front-loading concept weighted 1in
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 1increase

enough co substantially increase che "maximum possible annuity."



Thus, ic did noc significancly reduce 1iong-cerm general fund
obligacions. Nor did 1ic sacisfy che goai of providing che
greacesc 1incencives co chose who may need chem mosc.

To Dbeccer accomplish chis goal, che commiccee ne:cc
considered a scraighc $10 incremencal increase in fronc-loading
based on age: chac 1is, parcicipancs would receive $10 for each
year chac chey were, 1i1lder chan age 17 - up co age 65. 9/ This
opcion produced a becler resulc in Cerms of reduced general fund
obligacions, bucic scill did noc increase annuicy paynencs rase
enough co be a significanc incencive -- co older Alaskans 1in
parcicular — Co parcicipacein che program.

Finally, projeccions were run on che opcion embodied 1in 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 1individual 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 1s 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 1s nose appealing Co che committee, tor che Tfollowing
reasons:

Firsc, older Alaskans are nose 1in need of 1incencives co
parcicipace. Because 1inicial annuicy paynencs are small, many
may be cempced Co cake a cashpaymenc which 1is larger chan che
annual annuicy which i1t will yield. Then, years lacer, chac
person will suffer maceriallyreduced benefics because of chac
shore-sighted decision. On che ocher hand, younger Alaskans need
not parcicipace 1in 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 1in 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 1in
order to help ensure that the maximum possible number of Alaskans
will achieve che target annuicy.

Second, while older Alaskans will vreceive 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 1is commensurate wich accounc earnings, che eventual

recurn co both old and young will be quice similar.



Finally, chis opcion accually coses less 1in 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 Dbill chose
who reach age 65 before 1986 do noc participate in che annuicy
program because chey are guaranceed a full Ilongevicy bonus for
life. As a resulc, 1in 1985, chere will be no fronc-loading for
any individual over che age of 64. In fucure years, che
incremental 1increase 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 ofche undistributed
income accounc of che Alaska permanent fund. In pasc years,
permanent fund earnings have exceeded the amounc necessary to pay
dividends and 1inflation-proof the fund itself. The resulting
surplus comprises che undistributed income account, which has a
current balance of $557 million. That account 1itself yields
annual earnings which are greater than that necessary to provide
front-loading, and which are available for appropriation.

The committee concluded that these earnings are an
appropriate source of funds for front-loading for one obvious
reason: as with che basic structure of che annuicy program
icself, chis aspecc ofche 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 1in che commiccee bDbill iIn 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, 1ic has, in face, roughly
kepc pace wich inflacion. If che ALB 1is recained,- che commiccee
believes chac 1ic 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 dealingwich che gradual -erosion of
Che value of che ALB. The firscis co leave che problem co
fucure legislacures. The second 1s 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 ofche 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
noc.

The bill scates thac adminiscracive costs will be "equitably
allocated™ among annuicy accounts; 1t is the commictee™s 1incenc
chac an equicable allocation will cake 1into 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 1is often
only one wage earner. Survivor benefits are thus available to
insure chac the dependent spouse 1is not left without 1income
Since the annuity program 1is 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 -- i1s determined

by deducting from that payment the maximum possible annuicy

10/: 1If 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 1in 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 1identical
concribucion of a 65-year-old will vreceive a larger annuicy
because his life expectancy 1is 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 mwesult 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 1is
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 1s 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
Iincome taxation is the amount with hich che legislature
"front-loads™ the annuity credit 1in the vyear che credit is
granted. IT 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, it 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 1i1mmediately 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 1s an example in the |IRS regulations which
suggest thac a front-load of 25Z or more of the annuity credit
would be sufficient; however, taxcounsel believes thata lesser
amount may suffice. Because of this uncertainty, tax counsel
suggests that 11f the commiccee proposal 1is enacted, it would be
in the state®"s best interest to obtain an advance ruling from the

Internal Revenue Service on the question.
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The uncertainty surrounding the 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 1Is because, at worst, Alaskans wouid be
required to pay caxeson the amount of che dividend just as they
do now. Moreover, the committee saw 1ts 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 1s 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 1is 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 have.participated in the program, the committee bill
neither binds future legislatures nor creates a dedicated fund.
Thus, the Ilegislature may legally appropriate annuity funds for

any public purpose. An individual®s righc to an annuity payment
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prior co dispersal 1is an unfunded, wunsecured promise cf c
state. Thus, a future annuitant is 1in no better legal positi.
than any unsecured creditor of the state.

As a result, che bDbill 1is 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
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 1impact of an abru
dental (or reduction) 1in either paymenc.

Under last session®s House bill, those who had reached
age of 60 before 1986 would have received a full ALB for Iif
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 tf
will have 1-5 years to make necessary arrangements to accocmoda
either the loss of a cash dividend, or incremental reductions

che ALB payment. Current recirees, on the other hand, g9



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™ 1s 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 -- 1t 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 1in monthly ALB
payments between an exempt recipient, and a non-exempt recipient
who did not forego his dividend, would be $67.21 per month.
Conversely, under the committee bill, differential payments will
begin in 1986, and will initially be $11.92 per month. The
committee felt chat if some smallerdifferential 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 onforever. 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. IT 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 1in the year 2000, and general fund cbligac *
would not end until the year 2029. Moreover, extending b
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 1is 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 vrates 1iIn certain
voluntary employee retirement plans exceed 50Z. There |
however, differences between those plans, and the annuity progr
established by the committee"s bill. Under most employee plans,
contributed funds can be withdrawn upon termination, or 1in case
of substantial hardship. Under the committee bill, however, no
benefits can accrue until retirement. Additionally, high
participation rates in employee plans are, 1in large part, a
function of 1intensive educational efforts which cannot be
duplicated on a statewide basis - particularly in Alaska.
Finally, participation rates for employee plans may be irrelevant
in predicting participation by the jobless and very poor.

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

older Alaskans, substantially more than typical matching 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, 1is
an irregular source of income which (for some Alaskans) 1is noc a
component of the regular family budget, and hence more readily
disposable.

Given chese differences, and che wunique 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, 1t 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, i1f participation is very low, the state
may experience 1increased old age assistance obligations as the

residual longevity bonus phases out.

The only way to guard against future increases in O0AA

clientele 1is either to maintain the existing ALB program an
opcion which che commictee believes 1is cost-prohibitive -- or
convert the ALB itself 1into 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
Medicaid.

If an elderly Alaskan earns $586 or less per month, he or
she 1s 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 1is
$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 1is
$2,500 per year.

If an elderly Alastcan earns less than $900 per month, he or
she 1s 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.
81982a(b) (2) (B) . However, when the AL3 program was changed 1in
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1984, Congress also amended the exclusion to protect only these

who:

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 1in 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/SS1 payments. While these individuals are the subject of
discrimination, since they cannot retain both their ALB and their
previous OAA/SSI Dbenefits (as can long-time Alaskans), that
discrimination 1is solely the product of federal, law. If the
state undertook to cure this discrimination by replacing lost
federal 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 1s 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
change 1i1s upon nursing home paciencs. 26 elderly Alaskans who
are currencly 1in nursing homes may Jlose cheir Medicaid nursing
home coverage as a vresale 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 associtaced with 0AA/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 Ileave 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 1in a nursing home are 1ineligible to receive che ALB.
This exclusion, Che commiccee believes, 1s 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 1in chis seccion -- assuming chac federal
officials were willing Co creac a $25,000 income limit as cruely
differenciacing che "needy"™ from che "non-needy."

1



12. Coses of Various ALB Alternatives. The committee has
escimaced che coses of various alternatives. Although population

figures (and hence program costs) 1in 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 i1t 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 1is 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 1in 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 1indicates, Che cost of
continuing the current, expanded ALB program is prohibitive. The
second opcion, the "Annuity Program," reflects the committee bill

without grandfathering Alaska 3 existing elderly. Under this
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opcion, 1in 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”™ -- vrefleccs 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/

Ccurrenc 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

"onscanc $" refers co coses expressed in 1986 dollars --
assuming 6Z annual inflacion. The cerm "Presenc Value"™ refers co
che amounc of money which, if 1invesced now, would endow che
various opcions chrough che duracion of each.



Conversely, 1if che legislacure held che amour,c of che .-IB
constant over che vyears 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 coche general fund coses of (1) continuing che
currenc ALB  for existing recipients, and (2) providing a
gradually reduced ALB for new recipiencs, che commictee Dbill
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”™ 1i1s 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 choseover 35 co receive a
supplement which is 1increased 101 for each yearof 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 1is 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 ~41” 44

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 1is



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 1s thus a segment of
Alaska®s elderly who are now eligible for OAA and Medicaid, and
who might apply for benefits under those programs 1if the ALB were
denied.

It is difficult to predict the number of elderly who would
actually turn to state welfare assistance 1if and when che ALB
program were terminated. Currently, one out of every 2.65
income-eligible ALB recipients actually applies for O0AA. Under
che "moderate low" scenario of Chart 4, one half of chose elderly
would apply for O0AA. 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 i1n 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



Chart 4

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 1is
gradually phased out, rather than abruptly terminated, those new
elderly who have not participated 1in the annuity program may
eventually find themselves in need of welfare assistance. The
degree of that problem, of course, 1s a function of participation
rates -- which are difficult to determine. However, Dbecause --
under the committee bill - the ALB 1is phased out, rather than
abruptly terminated, 16/ and because a portion of Alaska"s
population will participate in the annuity program, the committee
believes that - even with low participation rates -- the impact
of the bill upon old age assistance programs 1is 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

dollar costs.

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

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

longevity bonus of $222.61 per month.

-40-



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 $)

3l 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 1investigated an approach proposed by Benefit
Concepts, Inc. and Kidder Peabody & Co., 1Inc. The proposal is
essentially an investment program for endowing che longevity
bonus program. That 1is, a subscancial 1investment (approximately
$350 million) would be made 1in the initial years of the progranm,

and the return from that investment iIs 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 1insurance policies (SPL"s) taken ouc on
Alaska®s elderly. The state would be the owner and beneficiary
of the policies. Benefit Concepts®™ projections 1indicate 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 1investment 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 OMB (see footnote); (2) should
the state consider "endowing"™ the ALB program, it should noc

limit 1ts choices to the Ilow risk alternatives considered by

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

analyzed. Two points deserve attention. First, 1in order co
avoid dedicated fund ©problems, che 1ncome from any such
investment would be deposited in the general fund, and subject to
annual appropriation to pay program costs. Second, the

assumptions wused Dby Benefits Concepts in making cheir cost
estimates differ 1ir. two iImportant respects from the assumptions
used by OMB. Benefit Concepts wused different population
projections, and assumed a different interest environment. Both
these differences understate the cost of cheir proposal when
compared wich programs using OM3 estimates. The committee,
therefore, cautions against direct cost comparisons.



3enefit Concepts, but should also examine ocher 1iInvestment
opcions; and (3) the primary advantage of che S?L approach ever
other low risk 1investments 1is the substantial cax advantage
available to some 1insurance companies 1in 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 1in the- near future. It
would be Ilikely chat an insurance company would iInsist on passing
any cax changes through to the policy holder, thus removing the
advantage of this type of investment.

The committee 1s 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 1inquiry 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, 1In



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. 1Ic iIs 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 1ic
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 alcemacive 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 i
che applicanc were forced Co seek housing ouc of scace. Locacion
of home, family and friends would all be relevanc Co assessing
chac hardship; vyec 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
«Famamml AA n *sama
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D o | -tturn L

by Clem Tillion
lare (lint (hirof 10governor's took forces

him rrcnnimcude | (lint (be old timers
bonus, tlio $250 a month forthoseover 05, bo
converted to n welfare Byntem.

For (lie most pm I, | bnvc liked tbc ooiir.se
net by our new uimi in Juncnu. Hut making
rimrily ciirchout OFour old Alaskans under
(lie guise of saving money in n joke!

Number one, it will nolnnvcmoney. Itwill
inukc liars out of :i lot of good people and
make jobs for a lot of “do goodcrs” in (lie
welfare department.

Tbhc percentage "f Iliose over (55 here in
Alaska who couldn’t figure a wny toBtnyon
tbe program under a welfare (needs) system
is so small that the cost of screening them
out would exceed the savings.

If the cost of the program is loo great lor
the stale to bear, Ilien shorten the months
that an Alaskan can begone from the slate
each year and prone a few more "snow
birds" off the list.

When the Longevity llonas Program wns
first envisioned, one of the basic purposes
was to keep winners as well ns losers here in
Alaska.

As the population of our slate had such a

ity B o n u s

low percentage of those over Of), there were
many who thought Hint keeping grand-
mother and grandfather near the rest of the
. Imily had a great many beneficial side
effects. The reason the cost of living bonus
was paid without regard to people’sincome
was twpfold. One, with less than 10 percent
of cur 05-yenr-olds in the non-ncedy cate-
gory, it was far cheaper to pay all than set
up n bureaucracy to screen all the old folks.

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

At tho time the first Longevity bonus wns
passed, <0 percent of the money" approp-
riated for OIld Age Assistance here in
Alaska was used by the burenucracy to
administer the program or an amount that
just about equalled the Federal Matching
Funds then received by tbc state for (lie
program.

I'm sure that to gel their hands on that
amount of money, welfare would promise
anything, but it’s a rare program indeed
that they administer for less than 20 percent
ofthe appropriation. It’s why the legislature
pul the program under the Department of

in to w e |Ifa re

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

The Bccond reason that need was not a
requisite part of the first legislation was
simple. We wanted to keep as many of life's
winners no possible he in Alaskn. Fishing
is an on and off llcng, oil and timber
depends on the fluctuations ofinternational
politics and world piice. Of all incomes,
retirement income lea.is to be more stable
than most.

With exceptions, of course, most people
over 65 ore not into mi tsing great fortunes.
They spend their moil either on their own
comfort or on those iround them. They
don’tcause problems \ illithe police or their
neighbors and they often have income
retirement from a inn her of sources, be it
teachers’ retirement o railroad retirement
as well as property an; issed long years ago.

be they rich or poo. they are well worth
keeping in Alaskn.

Clem Tillion, Halibut Ci ur, is former president
of the Alaska Senate, his column originally
appeared in the Anchoi i;c Times.



O uvey snows now se liors use bonus moi.ay

by Itebecca Goodman

Within days after Sen. Jay
Kerttula (1)-Pnlmer) and hia
staff aides sent out more than
1,450 surveys lo Longevity
Bonus recipients in Southcen-
tral Alaska, piles of responses
were returned in the mail.

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

IGNORE YOUR

Kerttula, sponsor of the
Longevity Bonus annuity
bill CSSB 5G, said his aim in
distributing (he survey wns to
collect information about
seniors' needs and their use of
the bonus payments.

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

BACKACHE &

SUFFER THE CONSEQUENCES

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 isa 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. mm

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 cll

562-5366 °.
COMMUNITY ,Iohiuon

CHIROPRACTIC CLINIC
Senior Citizens Dlscounl/24 hr. emergency care

spending it on vacations or
frivolous things. This is one of
the hurdlea we've hnd to get
around in justifying the Lon-
gevity Bonus."

So how 00 seniors use their
bonus payments?

"The message is pretty
clear: They need those bonus
checks forthe basic necessities
of life," said Joyce Kerttula,
who serves as her husband’s
legislative aide and has spent

hours poring over the
responses.
Survey questions and

responses included:

*How many years have
you lived in AlaBka7 Length
of residency answers ranged
from 1.5to 89 years. The aver-
age length for respondents
was 37 yeors.

eFor which ofthe follow-
ing do you use your Lon-
gevity Bonus? Food pur-
chases, 611; utilities, 523; med-
ications, 399; doctors’
expenses, 333; housing, 320;
auto expenses, 2p7, taxes, 192;
child/grandchild assistance,
75; travel, 53.

«Are there other things
for which you use your
Longevity Bonus?. Most
common response: “No money
left over.” Some snid the bonus
helped pay for wnrm clothes.
One individual wrote, "Yes,
with money left over | have a
beer now and then. Another
wrote that the bonus money
was "snved up to buy two hear-
ing aids and eyeglasses.”

*The governor ispropos-
ing to reduco Longevity
Bonus payments from $260
down to $200. ' ewill bo

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

‘They need those
bonus checksforthe
basic necessities of
Hue'

—Joyce Katida
Legdative aice

els your taxable income
more or leBs than $25,0007?
Over $25,000 were 107; under
$25,000 were 590.” Many
respondents added comments
indicating their combined
Social Security and Longevity
Bonus payments, together
amounting to $7,000 or less per
year, comprised their total
yearly income. More than 50
respondents refused toanswer
the income question.-

*The governor ispropos-
ing to base Longevity
Bonus on need. Those indi-
viduals who have a taxable
income over alftertain
amount would no longer
reccivo the bonus. In agree-
ment with the needs-based
program were 18; disagreeing
were 679. Several respondents
wrote, "Needs based? NO! NOI
NO! NO! NO!" One individual
wrote: "I know several older

people who arc eligible for food .

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

eAnother proposal
would reduce bonus pay-
ments $25 each yoar until it
would be eliminated. (Since
the survey was mailed, this
plan has been shelved.)
Opposed to the $25 reductions
were 667; in agreement were
38.

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

One respondent wrote: "The
governor has no feelings for
the aged. He cannot compre-
hend whatitis like to grow old.
Older people were in the work-
force when wages were low..

Another said: "Please,
please let us iow-income
seniors on fixed incomes live
above poverty level..."

A 52-yearresident of Alaska
wrote: "l have only a small
Social Security and the Lon-
gevity Bonus as my income.
'I"v'he Longevity is my lifeline..

And one worried: "I rcnlly
don’t think I could meet my
obligations and would have to
consider leaving. That would
hurt as my granddaughter
lives with me and goes to
Bchool here.” m

Kerttula plans to
results of the survey wit*-
lawmakers.

share
”er



Longevity Bonus:

Can itbe solved?

It"t been four long ¥eari and five legislative
OTUE Bons e 189Menty Tenyreneit
Vi us 25- | |
andqawnXakers nrst bgaan grappln%/ﬁ; w(ﬂt% how tg
cut — or pay for — the” resultiig expanded

prg\%rgm. . .
now we re hearing cnd-of-session rumors
once again, that a Longfewty Ronus replacement
solution will be put offfor another year.
Thai's a shame, After voters gave approval on
the adV|sor¥ vote
last fall o an 1 COMMENTS |
%nnuny proqram
ased ‘on" voluntary Permanent Fund check
contributions, we thought this session might be
the one to solve it. ,
But now we wonder, can it be solved?
We ran the question by a white-haired friend
(her own description) the other day, and her
answer was interesting. .,
| haRpen tothink itcan be solved." the told us.
“And the annuity plan proposed in the Senate Is
the way »0 do it. o
What about all the objections to the plan that
have been railed 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 cum st
rodpieas of the Longevity Bonus ante up, just as
those who go on the program in later years will

havs to_do, she suggpested. Perhaps these folks '

could give up their Permanent Fund Dividend
chacktnefirstysarofthsprognun.Perhapsthey’d
have to give it U'F every)(ear,Just like latsr annuity
parsdpanta will have to do.

Second, fome House members and Gov. Cowper
claim baam%the annthy on Individyal! contri-
,butmgthtlr ermanent Fund Dividend, each year
IS 1S S because there might not in Permanunt
Fund Dividar.a checks in the future.

But the cmxintt hill has taken cars of that, aha
said, sines It allows people to Plac,e an equivalent
amount —if nottho chick itself—intothe annuity
pro%ram each year, ,

Third, she said, tha argument that the annuity
would run a poor second 0 ERAs asan investmerit
choice for many may disappear with the new tux
laws in which ERAs lose most of thsir tut

adyantages- o

Xn(} ?lnally, 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 volupteer to apetk
Wherever w# can to “young” gathermgs. And
what do ws tall them, s asked®

Ws teach them, and ws remind ourselves, she
?_\zlizligkghat aeniors are important to the state of

“We need to quit thinking of the Longevity
Bonos as a hand utémd (tart thinking of it aaa
Investment,” she said. -

'The state is putting out $50 million a year to
retain a $00 million mvtstment — tha worth of
Alaska's seniors in terms of the cash they putinto
the economy each year."

PerhaPs it's tim*“for ail of us to carry our debate
beYond ht senior centers, beyond thé legislative
halls, beyond the governor's office. Peradps we I|
thss raise enough ntckus 10get the issue off dead
center and dsoded ones andfor alL
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Long-imining bonus
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(3)

Many seniors cant live
0N %wper U(Ci%et CUIS

Action: Gov. Steve Cowper submit# hia budget
proposal to the legislature. Itcalls for slicingLon —
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 t keep their
homes? Will they have tomove 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. Ifyou 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  fear out there.

And then add the $700 you™ll have to pay under
Cowper 3 budget plan for property taxes — or sub—
tract the $400 in income you won"t get from the
renter 3 rebate this year.

Itall adds up to too litte money.

We Ve said rthefore: These programs were put in
place before the oil boom by a thoughtful populace
which wanted todo rightby rtssenior 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 THE BALLOT QUESTION NOVEMBER, 1986.

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

Ballot Language For
Advisory Vote on Longevity
Bonus Annuity Program

The Fourteenth Alaska State Legislature considered 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 ( )

advisory VOte on LOﬂgGVlty
Bonus Annuuv Pnjaram



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

State of Alaska

Before completing the -enclosed forms, please read Section C.2. of
Article V., page 13 of the State of Alaska DCP Information Booklet
(copy enclosed). It defines what an unforeseeable emergency 1is in
general terms. It also specifies that payment may NOT be made to
the extent that such hardship i1s 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



&P.tt &
4333 Norwes; Center-

A 93 Sojtn Seventr Street
f.Vnneacons. Minnesota 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.0. Box CR

Juneau, .Alaska 99811

/
Subject: Hardship Withdrawals, Deferred Compensation Plan

Dear Mike:

Facsimile (6*.2) 239-0201

We were anally able to follow-up with the IRS regarding the aeatment of divorce
related hardship withdrawal requests. Tom Veal of our Washington Service Center was
talked with Tom Brisendene of the IRS who oversees the area that regulates the
enforcement of Section 457 Deferred Compensation Pl12rs. 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).

Ifyon need any further information,, nlease let me know.

Sincerely,

Patrick L. Pechacek

PLP/rc]



DGFCREP CEMte\ISATION] BOOKLET ;5. <34

ARTICLE V. PAYMENT OF BENEFITS

Hardship Withdrawal! tor an Unforeseeable Errv rysrtcy

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 Fol Article Ill. Il 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 iliness or accident ol the Participant
or of adependent ol the Participant, loss ol the Participant's properly due to a casualty
or other similar extraordinary and unforeseeable circumstances arising as a result nl
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

(@ 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 ¢l 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'l hr 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.lisfy the
requirement described in subparagraph
(1; that no amounts payable under the
plan will 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 iliness 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
aresult of events beyond the control of
the participant. The circumstances that
will constitute ar. unforeseeable
emergency will 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.
Withdrawals of amounts because of an
unforeseeable emergency must only be
permitted to tne "xicr.t reasonably
necced to SHtiriy the emergency need.

Register / Vol. 47.
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(i) Distributions of deferrals—(1)
Zonmcncemenl of 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—

(D) 00 days after the close of the plan
«".inr in which the participant or former
.-jrtieipani attains (or would have
attained) normal! retirement oge (within
the meaning of 51..157-2(D(4)). cr

tit) 00 dnyn after the close of the plan
year in which the particiDnnt separates
from service (within 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
:articipitnfs taxable year in which the
-nre.cipunt attains age 70h.

(2) Limitations 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
cf 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 Ihe
plan provides that, if 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

(i) A period no! in excess oTIS years,
if the beneficiary is not the participant's
surviving spouse.

(i) Administration, ofpf.tr,. A plan is
rni 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

September 27. 1982 / Rules and Regulatiors

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 tnhe 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
tlig following conditions ore met—

(1) The entities sponsoring the plans
arc located within 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 will not
commence upon separation from
service, regardless of any other
provision of the plan, and amounts ]
previously deferred will 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 8§ 1.437-2 (r) and (f).

Por 1979. A. who will be G 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 inrImlibie
compensation (generally the equivalent or 25
percent of gross compensation). Accordingly.
Ihc maximum that A mnv defer for 1979 is
$5,000 |SS.0»ni:0.000x.25|. Although A's
taxable yum 1979 is one nf A's lasi 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 1.J37-I(r) in 1979 because only taxable



1992 ALASKA
LEGISLATIVE PR OGRAM

PRIORITIES

m [ncrease accen* lo appiop.'talc and affordable
healthcare for all Alatkans by .
— advocanng formulations of a health policy
for Alaska
— supporting concept of elate-mandated
inaurrnce for the urunsurv;

— seeking legislation and appropriations for a
comprehensive and coord_mat,ed,proHram of
home-, community-, and institutionally-based
service* through the state
— supporting availability of adequate health
insurance for all including those uninsured
— supporting replacement of health facilities
| prefi™md urh'rft will proulH*
cennrrTfuTsecurtty for all AlaslcanSItT-—
supporting legislation to stabilize the
Mongevity Bonus Program
advocanng recognition of thefcofttfmic and
srv-|k>vIup nf the by
suppornng Frograms to encourage retirees to
remain in Alaska . .
— supporting legislat on :i protect pension
U f#Milnby rubitdt © an tprmilend
corporation for the r -nagornon! of pension
funds

SUPPORT ITEMS

m Support full funding of tl n present Property
Tax Exemption Program for senior citizens,
homeowners, and renters

= Supdport legislation for reimbursement of
Medicare Part B %ronoun * for state [[vnsmn
benulicianca age hS and o.dor, correc |n?_
inequities for old.tr Alaskans and complying
with tho Older Work-rs 1'iutccliun Act

» Support senior housing w.th continuum care
components

iLIOT'-VK; -91)

ALASKA

State Legislative Committee

1992
FACTS
&
LEGISLATIVE
PRIORITIES

American Association
of Retired Persons



Alaska State Legislature

Sen. Jay Kerttula, Co-Chairman Slilc Capitol
. Juneau, AK 99801-1182

Sen. Pat Pourchot, Co-Chairman (907) 4651200
(907) 463-3066 Fax

Sen. Al Adams . . .« Box 1009

xnﬁnﬁma'lf Senate Finance Committee Palmer. AK 99645

Sen. L?m»n . I—_|0ffman (907)376-2675

Sen. Dick Shulti (907) 376-0315 Fax

Sea. Kick Uehling
SPONSOR STATEMENT

CS SENATE BILL 8 (STATE AFFAIRS) am
Relating to an ANNUITY PROGRAM

In 1972, the Alaska Legislature instituted the Alaska
Longevity Bonus Program. The primary purpose of the
program was to provide for residents who helped build
Alaska, and to enable them to remain in Alaska v/hen
they retire. All Alaskans who were age 65 or older and
had been a resident of the state prior to January |, 1959,
and had 25 years of continuous residency were eligible

to receive the bonus.

This program was initiated before the pipeline
construction. The availability of large amounts of
money was not the motivating factor in initiating the
Longevity Bonus; rather, it was based on an enlightened
approach toward our elders and the realization that our
future and our children's future remains more secure
with the support our elders give by remaining in Alaska

where basic necessities are available to them.



In 1982, Rodney Vest filed suit against the state on the
issue of the Longevity Bonus program, challenging the
state's residency requirement. The case went before

the Alaska Supreme Court.

In 1984, the Supreme Court issued the decision which
changed the eligibility requirements for the longevity

bonus program.

The Legislature subsequently amended the Ilongevity
bonus statutes so that individuals who have resided in
the state for one year would be eligible for the $250
bonus. It was apparent to everyone that this decision
would lead to an increase in the number of eligible
Alaskans 65 and older with a resulting increase in costs

to the state.

The statistics since 1984 clearly show the increase in
participants and cost. In 1973, there were 3.641
participants in the longevity bonus program, at a cost of
$4 million. In 1989, there were 18,000 seniors
participating in the program at a cost of $54 million. To
fully fund the longevity bonus program in FY 93 would
require $67 million with an estimated participation of

22,865 individuals. At this rate, the longevity bonus



program will cost the state $100 million by the year

2006.

Because of these increased costs, the Administration
and the legislature felt the need to examine options
which would protect the longevity bonus and which would
enable seniors to continue to receive the bonus while
simulataneously phasing out the amount of general fund

dollars which would be required for the program.

As early as 1983, the Legislature began to look at
alternatives to the Longevity Bonus program. The
Hammond Commission was formed in 1S84 and | was a

member of this Commission.

In 1985, the legislature passed Conference Committee
Substitute for SB 56 which authorized an annuity
program and placed a ballot proposition before the
voters asking them whether or not the legislature
should adopt an annuity program; on November 4, 1986,
this ballot proposition passed by a vote of 99,222 to
65,789 (garnering more votes than any candidate has

received 1in the last two gubernatorial elections).

In 1986, Senate Bill 5, which | sponsored, was introduced.

This legislation would put an annuity program in place.



