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M E M O R A N D U M

T O :

F R O M :

T h e  H o n o r a b l e  S t e v e  C o w p e r ,  G o v e r n o r  

T h e  H o n o r a b l e  S t e p h e n  M c A l p i n e ,  L t .  G o v e r n o r  

D a v i d  H o f f m a n ,  C o m m i s s i o n e r  

D e p a r t m e n t  o f  C o m m u n i t y  a n d  R e g i o n a l  A f f a i r s  

H u g h  M a l o n e ,  C o m m i s s i o n e r  

D e p a r t m e n t  o f  R e v e n u e  

T o n y  S m i t h ,  C o m m i s s i o n e r  

D e p a r t m e n t  o f  C o m m e r c e  & E c o n o m i c  D e v e l o p m e n t  

J o h n  G e o r g e ,  D i r e c t o r  

D i v i s i o n  o f  I n s u r a n c e  

P e r r y  T .  D a v i s ,  E x e c u t i v e  D i r e c t o r  

A l a s k a  M u n i c i p a l  B o n d  B a n k  A u t h o r i t y

S c o t t  A .  B u r g e s s ,  A M L  E x e c u t i v e  D i r e c t o r  a n d  T r e a s u r e r  

I n t e r i m  B o a r d  o f  T r u s t e e s ,  A M L  J o i n t  I n s u r a n c e  A s s o c i a t i o n

S U B J E C T :  D E B T  F I N A N C I N G  F O R  M U N I C I P A L  L I A B I L I T Y  E X P O S U R E S

A t t a c h e d  i s  a  d r a f t  b i l l  a p p r o v e d  f o r  s u b m i t t a l  b y  t h e  A M L  B o a r d  o f  

D i r e c t o r s  a n d  o u r  J o i n t  I n s u r a n c e  A s s o c i a t i o n  I n t e r i m  B o a r d  o f  D i r e c t o r s  

i n t e n d e d  t o  e n a b l e  m u n i c i p a l i t i e s  a n d  j o i n t  i n s u r a n c e  a s s o c i a t i o n s  o f  

m u n i c i p a l i t i e s  o r g a n i z e d  u n d e r  A S  2 1 . 7 6  t o  u s e  d e b t  f i n a n c i n g  t o  e s t a b l i s h  

r e s e r v e s  a n d  s e l f  i n s u r e  l i a b i l i t y  e x p o s u r e s .  A  p r e v i o u s  d r a f t  w a s  

c i r c u l a t e d  l a s t  y e a r .

A l t h o u g h  t h i s  l e g i s l a t i o n  i s  n o t  a b s o l u t e l y  n e c e s s a r y  f o r  t h e  A l a s k a  

M u n i c i p a l  L e a g u e  J o i n t  I n s u r a n c e  A s s o c i a t i o n  ( A M L / J I A )  t o  b e g i n  i t s  

o p e r a t i o n s  o n  J u l y  1 ,  1 9 8 8 ,  w e  w o u l d  l i k e  t o  h a v e  a  b i l l  o f  t h i s  s o r t  

i n t r o d u c e d  a n d  a p p r o v e d  d u r i n g  t h e  c u r r e n t  l e g i s l a t i v e  s e x i e r . .  W e  n e e d  

i t  f o r  a  c o n t i n g e n c y  i n  c a s e  e x c e s s  i n s u r a n c e  a n d  r e i n s u r a n c e  a r e  n o t  

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

" c l o u t "  i n  c u r r e n t  n e g o t i a t i o n s  f o r  c o v e r a g e  f r o m  c o m m e r c i a l  i n s u r a n c e  

c o m p a n i e s .

T h e  J I A  i n t e n d s  t o  p u r c h a s e  e x c e s s  i n s u r a n c e  a n d  r e i n s u r a n c e  t h i s  y e a r  t o  

l i m i t  o u r  e x p o s u r e s .  B u t  t h i s  i n s u r a n c e  c o v e r a g e  i s  s u b j e c t  t o  t h e  s a m e  

c y c l i c a l  m a r k e t  c o n d i t i o n s  w h i c h  c a n  c a u s e  c o s t s  t o  e s c a l a t e  d r a m a t i c a l l y .  

W e  n e e d  e n a b l i n g  l e g i s l a t i o n  t o  u s e  d e b t  f i n a n c i n g  a s  a n o t h e r  " t o o l "  t o  

e s t a b l i s h  r e s e r v e s  o r  t o  i n s u r e  e x p o s u r e s  w h e n  t h e  c o s t  o f  e x c e s s  

i n s u r a n c e  o r  r e i n s u r a n c e  m a y  b e c o m e  t o o  e x p e n s i v e .

MEMBER OF THE NATIONAL LEAGUE OF CITIES AND THE NATIONAL ASSOCIATION OF COUNTIES
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E l s e w h e r e  i n  t h e  U n i t e d  S t a t e s ,  m u n i c i p a l i t i e s  a r e  f i n d i n g  t h a t  t h e  c o s t  

o f  d e b t  f i n a n c i n g  f o r  b u i l d i n g  a  s e l f  i n s u r a n c e  r e s e r v e  c a n  b e  

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

c o m p a n i e s .  A t  t h e  s a m e  t i m e ,  t h e  c o v e r a g e  c a n  b e  m u c h  b r o a d e r .

S u m m a r y  o f  t h e  L e g i s l a t i v e  P r o p o s a l

T h i s  b i l l  w o u l d  g i v e  a  J I A  e x p l i c i t  a u t h o r i t y  t o  i n c u r  d e b t .  I t  w o u l d  

a l s o  e n a b l e  t h e  A l a s k a  M u n i c i p a l  B o n d  B a n k  t o  u n d e r w r i t e  t h i s  d e b t  t h r o u g h  

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

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

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

T h e  b i l l  w o u l d  e n a b l e  a  J I A  t o  i n c u r  d e b t  i n d e p e n d e n t  o f  t h e  B o n d  B a n k  o n  

c o n t i n g e n c y  t h a t  t h e  B o n d  B a n k  m a y  n o t  w a n t  t o  u n d e r w r i t e  t h i s  t y p e  o f  

r i s k .  I t  w o u l d  a l s o  g i v e  m u n i c i p a l i t i e s  a n d  t h e  B o n d  B a n k  a u t h o r i t y  t o  

m a k e  a  d e a l  i n d e p e n d e n t  o f  a  J I A .  T h i s  p r o v i s i o n  m a y  b e  p a r t i c u l a r l y  

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

o f  a  J I A .

W e  d e s i r e  t o  p r o v i d e  e n a b l i n g  a u t h o r i t y  f o r  t h e  B o n d  B a n k  t o  u n d e r w r i t e  

t h i s  t y p e  o f  d e b t  b e c a u s e  i t  c o u l d  l o w e r  t h e  i n t e r e s t  r a t e s .  T h e  B o n d  

B a n k  h a s  a  b e t t e r  c r e d i t  r a t i n g  t h a n  m o s t  o f  o u r  m e m b e r  m u n i c i p a l i t i e s  

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

A s  a d d e d  s e c u r i t y ,  t h e  b i l l  w o u l d  g i v e  t h e  B o n d  B a n k  A u t h o r i t y  p o w e r s  t o  

" i n t e r c e p t "  s t a t e  s h a r e d  r e v e n u e s  d e s t i n e d  f o r  a  m u n i c i p a l i t y ,  i f  t h e  

m u n i c i p a l i t y  d e f a u l t e d  o n  i t s  p a y m e n t  o b l i g a t i o n s  f o r  t h e  d e b t .  W e  

c o n s i d e r  t h i s  p r o v i s i o n  e s s e n t i a l  t o  m a k i n g  s u r e  t h i s  d e b t  w i l l  n o t  

a d v e r s e l y  a f f e c t  t h e  c r e d i t  r a t i n g  o f  t h e  B o n d  B a n k .  T h i s  p r o v i s i o n  i s  

a l s o  e s s e n t i a l  t o  a s s u r i n g  t h a t  e a c h  m u n i c i p a l i t y  w i l l  p a y  i t s  " f a i r  

s h a r e . "

N e g a t i v e  A s p e c t s  o f  t h e  L e g i s l a t i v e  P r o p o s a l

A s  w i t h  a n y  n e w  i d e a ,  t h i s  p r o p o s a l  i s  l i k e l y  t o  a t t r a c t  s o m e  o p p o s i t i o n .  

W e  h a v e  a t t e m p t e d  t o  i d e n t i f y  l i k e l y  a r g u m e n t s  w h i c h  w i l l  s u r f a c e  i f  t h i s  

b i l l  i s  i n t r o d u c e d .

1 .  C o m m e r c i a l  I n s u r a n c e  C o m p a n i e s ,  I n s u r a n c e  B r o k e r s ,  a n d  A g e n t s

T h e  c o m m e r c i a l  i n s u r a n c e  i n d u s t r y  i s  l i k e l y  t o  o p p o s e  t h i s  

p r o p o s a l .  I n d u s t r y  r e p r e s e n t a t i v e s  h a v e  a t t e m p t e d  t o  " d e e p  s i x "  

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

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

t h r e a t  t o  t h e  " f r e e  e n t e r p r i s e "  s y s t e m  o f  c o m m e r c i a l  i n s u r a n c e .
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E x p o s u r e s

T h e  c o m m e r c i a l  i n s u r a n c e  i n d u s t r y  w i l l  a r g u e  t h a t  j o i n t  i n s u r a n c e  

a r r a n g e m e n t s  s h o u l d  b e  c o v e r e d  b y  t h e  s a m e  r e g u l a t i o n s  w h i c h  

a p p l y  t o  c o n v e n t i o n a l  c o m m e r c i a l  i n s u r a n c e  c o m p a n i e s .  T h e  

i n d u s t r y  r e p r e s e n t a t i v e s  w i l l  a s s e r t  t h a t  o u r  p o o l  w i l l  e n d  u p  a s  

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

t h o s e  w h i c h  a r e  l e s s  a f f l u e n t  o r  p o o r l y  m a n a g e d .  I f  t h e r e  w a s  a  

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

b e c a u s e  t h e  m a r k e t  i s  r e l a t i v e l y  " s o f t "  a t  p r e s e n t .

F o r  t h e  m o s t  p a r t ,  w e  p e r c e i v e  i n s u r a n c e  i n d u s t r y  o p p o s i t i o n  a s  

" e n l i g h t e n e d  s e l f  i n t e r e s t . "  W e  a r e  b r e a k i n g  i n t o  a  " g o o d  o l d  

b o y "  n e t w o r k .  O u r  j o i n t  p u r c h a s e  a n d  c o s t  c o n t a i n m e n t  m a n a g e m e n t  

s y s t e m s  w i l l  n o t  e n r i c h  t h e  p r o p e r t y  a n d  l i a b i l i t y  i n s u r a n c e  

i n d u s t r y  i n  t h e  m a n n e r  t o  w h i c h  i t  h a s  b e c o m e  a c c u s t o m e d .  

I n d u s t r y  a r g u m e n t s  t h a t  J I A s  w i l l  n o t  b e  s u f f i c i e n t l y  c a p i t a l i z e d  

h a v e  m e r i t ,  h o w e v e r ,  a n d  t h i s  p r o p o s a l  t o  e n a b l e  d e b t  f i n a n c i n g  

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

2 .  D e p a r t m e n t  o f  R e v e n u e

R e p r e s e n t a t i v e s  f r o m  t h e  D e p a r t m e n t  o f  R e v e n u e  h a v e  c o n c e r n  a b o u t  

t h e  S t a t e ' s  b o n d  r a t i n g .  T h i s  p r o p o s a l  r e p r e s e n t s  a n o t h e r  w a y  

f o r  p a y m e n t  o b l i g a t i o n s  t o  b e  i n c u r r e d  b y  p o l i t i c a l  s u b d i v i s i o n s  

o f  t h e  S t a t e .  A l t h o u g h  d e b t  o f  t h e  B o n d  B a n k  i s  n o t  a  g e n e r a l

o b l i g a t i o n  o f  t h e  S t a t e ,  t h e  S t a t e  h a s  g i v e n  i t s  " m o r a l  o b l i ­

g a t i o n "  p l e d g e  a s  a d d e d  s e c u r i t y  f o r  B o n d  B a n k  d e b t .

I f  a  m u n i c i p a l i t y  o r  a s s o c i a t i o n  o f  m u n i c i p a l i t i e s  d e f a u l t e d  o n  

p a y m e n t  o b l i g a t i o n s  t  t h e  B o n d  B a n k  o r  o t h e r  l e n d e r ,  i t  c o u l d  

h a v e  a  n e g a t i v e  i m p l i * .  a ' - . i o n  o n  t h e  S t a t e ' s  b o n d  r a t i n g  t o  t h e  

e x t e n t  t h a t  t h e  S t a t e ' s  " m o r a l  o b l i g a t i o n "  m e a n s  a n y t h i n g .

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

s e r i e s  a  l e g i t i m a t e  p u b l i c  p u r p o s e ,  i f  t h e  c o s t  f o r  t h e  d e b t  

s e r v i c e  i s  l e s s  t h a n  t h e  c o s t  o f  c o n v e n t i o n a l  i n s u r a n c e .  I f  a  

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

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

r e s e r v e s  t o  p a y  t h e  j u d g e m e n t ,  d e b t  w o u l d  h a v e  t o  b e  i n c u r r e d  

a n y w a y .

T h e  l e g i s l a t i v e  p r o p o s a l  d o e s  n o t  m a n d a t e  u n d e r w r i t i n g  b y  t h e  

B o n d  B a n k .  T o  t h e  c o n t r a r y ,  i t  r e s e r v e s  a  r i g h t  f o r  t h e  B o n d  

B a n k  t o  d e n y  a  f i n a n c i n g  i f  t h e  d e a l  d o e s  n o t  m e e t  c r e d i t

s t a n d a r d s  o f  t h e  B o n d  B a n k .  T h e  a u t h o r i t y  f o r  t h e  B o n d  B a n k  t o

" i n t e r c e p t "  S t a t e  s h a r e d  r e v e n u e s  o f  a  m u n i c i p a l i t y  s h o u l d  

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



f o r  M u n i c i p a l  L i a b l i t y  E x p o s u r e s  

F e b r u a r y  1 2 ,  1 9 8 8  

P a g e  4

3 .  D e p a r t m e n t  o f  C o m m u n i t y  a n d  R e g i o n a l  A f f a i r s

A l t h o u g h  w e  p e r c e i v e  t h a t  C o m m i s s i o n e r  H o f f m a n  s h o u l d  b e  a  

n a t u r a l  p r o p o n e n t  o f  t h i s  p r o p o s a l ,  t h e r e  i s  a  t e c h n i c a l  f e a t u r e  

w h i c h  m a y  g i v e  r e p r e s e n t a t i v e s  o f  t h e  D e p a r t m e n t  s o m e  c o n c e r n  i n  

r e l a t i o n  t o  a n o t h e r  p r o p o s a l .  T h e  G o v e r n o r ' s  b i l l ,  H B  4 1 9 ,  w o u l d  

" a d v a n c e "  S t a t e  s h a r e d  r e v e n u e s  t o  m u n i c i p a l i t i e s  w h i c h  a r e  

e x p e r i e n c i n g  s e v e r e  f i n a n c i a l  p r o b l e m s .  T h e  " a d v a n c e , "  a s  w e  

u n d e r s t a n d  i t ,  w o u l d  r e q u i r e  r e p a y m e n t  o v e r  a  t e r m  a s  a n  o f f s e t  

a g a i n s t  f u t u r e  s h a r e d  r e v e n u e s .

I f  i t  b e c a m e  n e c e s s a r y  f o r  t h e  B o n d  B a n k  t o  " i n t e r c e p t "  s h a r e d  

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

f o r  s e l f  i n s u r a n c e ,  a  q u e s t i o n  i s  l i k e l y  t o  a r i s e  a s  t o  w h o  

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

C o m m u n i t y  a n d  R e g i o n a l  A f f a i r s  s h o u l d  s u b o r d i n a t e  i t s  i n t e r e s t  t o  

t h a t  o f  t h e  B o n d  B a n k .

4 .  D e p a r t m e n t  o f  L a w

A  q u e s t i o n  i s  l i k e l y  t o  a r i s e  a s  t o  w h e t h e r  p a y m e n t  o b l i g a t i o n s  

a s s u m e d  b y  m u n i c i p a l i t i e s  t o  t h e  J I A  a n d / o r  t h e  B o n d  B a n k  f o r  

d e b t  a r e  c o n s t i t u t i o n a l  i n  t e r m s  o f  c o m p l i a n c e  w i t h  S e c t i o n  9 ,  

A r t i c l e  I X  w h i c h  r e a d s  a s  f o l l o w s :

" N o  d e b t  s h a l l  b e  c o n t r a c t e d  b y  a n y  p o l i t i c a l  s u b ­

d i v i s i o n  o f  t h e  S t a t e ,  u n l e s s  a u t h o r i z e d  f o r  c a p i t a l  

i m p r o v e m e n t s  b y  i t s  g o v e r n i n g  b o d y  a n d  r a t i f i e d  b y  a  

m a j o r i t y  v o t e  o f  t h o s e  q u a l i f i e d  t o  v o t e  a n d  v o t i n g  o n  

t h e  q u e s t i o n . "

«

W e  a r e  r e l y i n g  u p o n  t h e  e x c e p t i o n  p r o v i d e d  i n  S e c t i o n  1 1 ,  A r t i c l e  

I X  o f  t h e  C o n s t i t u t i o n  f o r  t h e  a u t h o r i t y  f o r  m u n i c i p a l i t i e s  t o  

a s s u m e  p a y m e n t  o b l i g a t i o n s  t o  t h e  J I A  a n d / o r  t h e  B o n d  B a n k  t o  

i n c u r  d e b t  f o r  s e l f  i n s u r a n c e  p u r p o s e s .  T h i s  s e c t i o n  r e a d s :

" T h e  r e s t r i c t i o n s  o n  c o n t r a c t i n g  d e b t  d o  n o t  a p p l y  t o  

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

p u b l i c  e n t e r p r i s e  o r  p u b l i c  c o r p o r a t i o n  o f  t h e  S t a t e  o r  

a  p o l i t i c a l  s u b d i v i s i o n ,  w h e n  t h e  o n l y  s e c u r i t y  i s  t h e  

r e v e n u e s  o f  t h e  e n t e r p r i s e  o r  c o r p o r a t i o n .  T h e  

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

f r o m  s p e c i a l  a s s e s s m e n t s  o n  t h e  b e n e f i t e d  p r o p e r t y ,  n o r  

d o  t h e y  a p p l y  t o  r e f u n d i n g  i n d e b t e d n e s s  o f  t h e  S t a t e  o r  

i t s  p o l i t i c a l  s u b d i v i s i o n s . "

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

" r e v e n u e s "  o f  t h e  J I A  a n d / o r  t h e  B o n d  B a n k .  T h e y  a r e ,  i n  a  s e n s e ,  

m e m b e r  " a s s e s s m e n t s "  p c  ^ a b l e  f r o m  o p e r a t i n g  r e v e n u e s  o f  t h e  

m u n i c i p a l i t i e s  a n d  s u b j e c t  t o  a n n u a l  a p p r o p r i a t i o n .

■ H W I



F u r t h e r ,  w e  h a v e  i n c l u d e d  e x p l i c i t  l a n g u a g e  i n  t h e  p r o p o s e d  

l e g i s l a t i o n  t o  p r e v e n t  a n y o n e  f r o m  i n f e r r i n g  t h a t  t h i s  i s  g e n e r a l  

o b l i g a t i o n  d e b t .  [ S e e  o u r  p r o p o s e d  l a n g u a g e  f o r  S e c t i o n  

2 1 . 7 6 . 1 2 0 ,  s u b s e c t i o n s  ( b )  t h r o u g h  ( d ) . ]

C o n c l u s i o n s

W e  w o u l d  s i n c e r e l y  a p p r e c i a t e  y o u r  t i m e l y  c o n s i d e r a t i o n  a n d  s u p p o r t  f o r  

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

t o  b e  i n t r o d u c e d  i n  t h e  S e n a t e  a n d  H o u s e  R u l e s  C o m m i t t e e s  b y  " R e q u e s t  o f  

t h e  G o v e r n o r . "

I f  y o u  h a v e  f u r t h e r  q u e s t i o n s  o r  s u g g e s t i o n s  f o r  r e v i s i o n ,  p l e a s e  c o n t a c t  

m e .  T h a n k  y o u .

S A B : p h i

E n c l o s u r e
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Referred:

B Y  T H E  R U L E S  C O M M I T T E E  
B Y  R E Q U E S T  O F  T H E  G O V E R N O R

IN T H E

BILL N O .

IN T H E  LEGISLATURE O F  T H E  S T A T E  O F  A L A S K A  
FIFTEENTH LEGISLATURE - S E C O N D  SESSION

A  BILL

For an Act entitled: "An Act Relating to Financing of Municipal
Insurance, and Providing for an Effective Date."

BE IT E N A C T E D  BY T H E  LEGISLATURE O F  T H E  STA T E  O F  A L A S K A :

^Section 1. AS 21.76.020 is amended to read as follows:

Sec. 21.76.020. Regulation by Division of Insurance, (a) A  joint insurance 
arrangement may not be considered insurance for the purpose of any other law of 
the state and is not subject to regulations of the director except as expressly provided 
in (b) - (d) of this section and other provisions of this chapter. A  cooperative 
agreement made bv a joint insurance arrangement which pledges money to 
payment of bonds of the Alaska Municipal Bond Bank Authority is not subject to 
regulations of the director.

(b) A  joint insurance arrangement is subject to examination by the division 
under A S  21.06.140 - 21.06.230.

(c) A  joint insurance arrangement is subject to approval by the director. As a 
condition of approval by the director, a joint insurance arrangement shall have and 
maintain, as to the coverage provided,

(1) a certificate of excess insurance or reinsurance

(A) for property insurance, to the value of the single most valuable 
property covered;

t
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(B) for liability insurance, to the highest policy limit provided by the 
arrangement;

(C) for workers' compensation, to the extent of all benefits allowed 
above retention;

(2) a certificate of insurance limiting the arrangement's total exposure for 
liability and workers' compensation to the arrangement's aggregate 
retention;

(3) evidence of assets allowable under A S  21.21.020 - 21.21.140, 21.21.225, or 
21.21.230 in an amount no less than the arrangement’s aggregate retention 
plus an amount considered adequate by the Director to cover 
administrative and adjustment expenses m a y  be used in lieu of or to 
supplement the certificates of insurance required under (1) and (2) of this 
subsection if member contributions or debt financing is used to as means to 
establish reserves or to self insure exposures not covered bv excess 
insurance or reinsurance.

.s'-

(d) The value of assets and liabilities under (c) of this section shall be 
determined in accordance with A.S 2.1.18.

^Section 2. AS 21.76.030 is redesignated subsection (a) and A S  21.76.030 is 
amended by adding a new subsection to read:

(b) A  cooperative agreement pledged to bonds of the Alaska Municipal Bond 
Bank Authority or other lender m a y  contain other or different provisions from 
these enumerated in (a) as necessary to secure the bonds.

^Section 3. AS 21.76.080(b) is amended to read as follows:

(b) A n  expenditure m a y  be made from a joint insurance fund only

(1) to pay claims, losses, or benefits, including interest on them, and the 
administrative and adjustment expense incurred in connection with them, 
involving the types of protection for which the fund provides coverage as 
specified in the joint insurance agreement;

(2) to provide for the payment of the contractual obligations of the joint 
insurance fund to the Alaska Municipal Bond Bank Authority or other 
lender: and

(3) to purchase insurance coverage for the participants on a group basis.

.

\
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•Section 4. AS 21.76 is amended by ths addition of the following section.

Sec. 21.76.120. Debt Financing, (a) A  joint insurance arrangement m a y  
authorize the issuance of negotiable or nonnegotiable notes or certificates of 
participation to establish reserves and to self insure exposures not covered by excess 
insurance or reinsurance.

(b) Debt issued under this section shall be secured and payable from members 
of the joint insurance arrangement as provided in the cooperative agreement.

(c) Debt incurred by a joint insurance arrangement under this section is 
payable solely from the amounts pledged by members as apportioned in the 
cooperative agreement, except the pledge of a municipality shall not include 
revenues derived from taxes. Debt incurred under this section shall not constitute a 
general obligation of a municipality.

(d) All debts, liabilities and payment obligations assumed by municipalities 
in the cooperative agreement shall be several and not joint, except to the extent of 
contractually obligated payments pledged for purposes of risk pooling.

(e) The prohibitions of AS 37.10.085 do not apply to the issuance of debt or the 
use of proceeds from debt by a joint insurance arrangement.

(f) A  joint insurance arrangement m a y  enter into covenants and agreements 
concerning debt issued under this section and provide for any matter that affects the 
security of the debt.

(g) Notes and certificates of participation issued under this section m a y  be 
sold at either public or private sale by the governing body of the joint insurance 
arrangement in the manner and at the price it determines.

•Section 5. A S  44.85.005 is amended by addition the following subsections:

(5) Dramatic increases in the cost of liability and other insurance coverages 
for municipalities have adversely impacted municipal budgets; and,

(6) Even at increased premiums, insurance coverage is often not available 
for important municipal liability exposures.

Municipal Liability Exposures Draft Legislation
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•Section 6. AS 44.85.010 is amended by adding the following new 
subdivision:

i

(c) It is the policy of the state to assist municipalities to provide for adequate 
insurance coverage by authorizing the bond bank authority to issue negotiable or 
nonnegotiable revenue bo».ds, notes or certificates of participation either directly or 
through an entity it ma y  create for the purpose of providing a self insurance 
program for municipalities or joint insurance associations of municipalities 
organized under AS 21.76.

•Section 7. AS 44.85.020 is redesignated subsection (a), and AS 44.85.020 is 
amended by adding a new subsection to read:

(b) If the Board of Directors of the bond bank authority determines it to be 
advisable, it m a y  by resolution create a n e w  entity for the purpose of issuing 
negotiable or nonnegotiable revenue bonds, notes or certificates of participation to 
provide a self insurance program for municipalities or joint insurance associations 
of municipalities organized under A S  21.76. The n e w  entity has the rights and 
powers of the authority as stated in the resolution of the Board of Directors. The 
resolution creating the new entity shall state its name. The n e w  entity is a public 
corporation and instrumentality of the state with legal existence and continuing 
succession the same as if it is the bond bank authority.

•Section 8. AS 44.85.170 is amended to read as follows:

Sec. 44.85.170. Loans to Political Subdivisions or Toint Associations of Political 
Subdivisions, (a) The bond bank authority, to carry out the purposes and policies of 
this chapter,

(1) m a y  lend money to municipalities through the purchase by the bond 
bank authority of municipal bonds of municipalities, and

(2) m a y  make loans to municipalities or joint insurance associations of 
municipalities organized under AS 21.76 which meet credit standards of the 
bond bank authority secured by agreements between parties for the purpose 
of providing funding for a municipal self insurance program.

(3) Notwithstanding a home rule charter provision requiring public sale 
by a municipality of its municipal bonds, a municipality ma y  sale its 
municipal bonds to the bond bank authority at a negotiated, private sale. 
The bond bank authority, for this purpose, m a y  issue its bonds and notes 
payable solely from the revenues or funds available to the bond bank 
authority for such payment and m a y  otherwise assist municipalities as 
provided in this chapter.
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(b) Notwithstanding any provision of law, to the extent that any department 
or agency of the state is the custodian of money payable to a municipality, at any 
time after written notice to the department or agency head from the bond bank 
authority that the municipality is in default on the payment of principal or interest 
on municipal general obligation bonds of the municipality then held or owned by 
the bond bank authority or in default on the payment of amounts owed pursuant to 
an agreement between the bond bank authority and a municipality or a joint 
insurance association of municipalities organized under A S  21.76. the department 
or agency shall withhold the payment of that money from that municipality and pay 
over the money to the bond bank authority for the purpose of paying principal of 
and interest on bonds of the the bond bank authority or the amounts due under the 
agreement.

■̂ Section 9. AS 44.85.180(2) is amended to read as follows:

(2) the making of loans through the purchase of municipal bonds, notes or 
certificates of participation secured by agreements among the bond bank authority 
and municipalities or joint insurance associations of municipalities organized 
under A S  21.76 for the purpose of providing funding for a municipal self insurance 
program.

* Section 10. This Act takes effect immediately in accordance with A S  
01.10.070(c).
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