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SENATE

1/13/81 FU RT HER : F r a n c e

lLLX-

D a t e :

Mr. P re sid en t:

liEAui'H, E D jCATION &
The C o m m i t t e e  on SOf r AT. SEP,VICKS_______________has had
health care services

; I

iider c o n s i d e r a t i o n  and (a m a j o r i t y  of the c o m m i t t e e )  (the c o m m i t t e e )  
.-ports it back w1 s the f o l l o w i n g  r e c o m m e n d a t i o n s :

[ ] do pass [ ] do not pass

( ] do pass wi t h a t t a c h e d  a m e n d m e n t s ( s )
] same title

[ ] rep lac e wi t h CS f o r ______________________________________________ [ j new title

and r e c o m m e n d s

[ J AND a t t a c h e s  a " Le tt er  of Intent" [ ] New Fiscal Note

I ] repo rts  1t back w i t h o u t  r e c o m m e n d a t i o n

I ] r e f e rr ed  to the ______________________________________  C o m m i t t e e

M E M B E R S  S I G N I N G  • M L K 3 E R S  H A V I N G
DO PASS /  / OT HER  R E C O M M E N D A T I O N S :

y J r T *'
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M EMO re: T H I R D  PARTY P A Y M E N T S  FOR THE B I R T H P L m i Z S E R V I C E S
Date: F e b r u a r y  8, *1980
Frorr Carla Reirike, E x e c u t i v e  D i r e c t o r

T h e  B i r t h p l a c e  is a f r e e s t a n d i n g  birth c e n t e r  w h i c h  o f f e r s  c o m p l e t e  
p r e g n a n c y  and bi rth  ca r e by c e r t i f i e d  nurse m i d w i v e s .  The p a c k a g e  fee 
is $8 50. T h i s  fee c o v e r s  total pr ena ta l, i n t r a p a r t u m  and p o s t p a r t u m  care. 
S p e c i f i c a l l y ,  this i n c l u d e s  all prenatal v i s i t s  (dont on a s t a n d a r d  
p r e n a t a l  s c h ed ul e) , l a b o r  and birth at the f a c i l i t y ,  a home f o l l o w - u p  
on day one and again on day three, a si x- we ek  e x a m i n a t i o n ,  f a m i l y - p l a n n i n g  
c o u n s e l i n g  and fi t t i n g  of d i a p h r a g m ,  i ns er t i o n  of IUD, etc., and a c o m­
plete p r o g r a m  of e d u c a t i o n  w h i c h  includes c l a s s e s  in e a r l y  p re g n a n c y ,  
n u t r i t i o n ,  c h i l d b i r t h  e d u c a t i o n ,  baby care, p a r e n t i n g ,  b r e a s t f e e d i n g  and 
post p a r t u m  c o n d i t i o n i n g .

T h e  p h i l o s o p h y  of care  is based on a p h y s i o l o g i c  a p p r o a c h  to c h i l d­
be a r i n g  and e n c o u r a g e s  f a m i l y  c e n t e r e d  m a t e r n i t y  care. O p t i o n s  are e n­
co u r a g e d  and e a s i l y  a v a i l a b l e :  si blings, e x t e n d e d  f a m i l y  m e m b e r s ,  and
f r i e n d s  are w e l c o m e  at the parent s' i n v i t a ti on ; c e l e b r a t i o n s  (from pa r t i e s  
to r e l i g i o u s  c e r e m o n i e s ) ;  as mu c h pr iv ac y as the c o u p l e  d e si r es  (no extra 
pe o p l e  are b r o u g h t  in as o b s e r v e r s ) ;  a p ea c e f u l ,  ca l m and s u p p o r t i v e  a t­
mo s p h e r e ;  g e n t l e  bi rth p r o c e d u r e s  and no s e p a r a t i o n  of the f am i l y  unit 
a f te r birth. C o n t i n u i t y  of care  is a s su re d by the o p p o r t u n i t y  to see all 
of the m i d w i v e s  and nu rs es  dur in g prenatal care. The  c l i e n t s  will only 
be a t t e n d e d  by birth a t t e n d a n t s  with w h o m  she is f a m i l i a r .  If a hospit al  
birth is n e c e s s a r y ,  one of our staff will stay with her if she desires.

T h e m a j o r i t y  of the ph ys ica l care of the c l i e n t s  is done by c e r t i­
fied n u r s e m i d w i v e s  who are l i c e n s e d  RNs wi t h 1-2 y e a r s  a d d it io na l g r a d u a t e  
e d u c a t i o n  in an A m e r i c a n  C o l l e g e  of Nurse M i d w i f e r y  a p p r o v e d  school of 
n u r s e - m i d w i f e r y . The nurse m i d w i v e s  are p r a c t i c i n g  u n d e r  the N ur se  
P r a c t i t i o n e r s  Ac t of the st ate of W a sh in gt on . The n u rs e m i d w i v e s  use 
B o ar d C e r t i f i e d  o b s t e t r i c i a n s  and p e d i a t r i c i a n s  for c o n s u l t a t i o n  and 
chart review. They have  p r i v i l e g e s  at V i r g i n i a  M a s o n  H o s p i t a l ;  they  
may ad mit , a t t e n d  d e l i v e r i e s  and d i s c h a r g e  c l i e n t s  there. T h e y  are c a p a­
ble and  e x p e r i e n c e d  in the f i e l d  of n u r s e - m i d w i f e r v ,  and are a s s u r a n c e  
of q u a l i t y  and r e l i a b l y  safe care.

T h e  A m e r i c a n  C o l l e g e  of N u r s e - M i d w i v e s  d e s c r i b e s  the n u r s e - m i d w i 1 e 
and her f u n c t i o n s  as follo ws:

T h e  n u r s e - m i d w i f e  i s  o  R e g i s t e r e d  N u r s e  w h o  b y  v i r t u e  o f  a d d e d  k n o w l e d g e  
o n d  s k i l l  g a i n e d  t h r o u g h  o n  O r g a n i z e d  p r o g r a m  o f  s t u d y  a n d  c l i n i c a l  e x p e r i e n c e  r e ­
c o g n i z e d  b y  t h e  A m e r i c a n  C o l l e g e  o f  N u r s c - M i d w i v e s ,  h a s  e x t e n d e d  t h e  l i m i t s  f  h e r  
p r a c t i c e  i n t o  t h e  a r e a  o f  m a n a g e m e n t  o f  c a r e  o f  m o t h e r s  a n d  b a b i e s  t h r o u g h o u t  t h e  
m a t e r n i t y  c y c l e  s o  l u n g  a s  p r o g r e s s  m e e t s  c r i t e r i a  a c c e p t e d  a s  n o r m a l .

In a s s o c i a t i o n  w i t h  t h e  o b s t c t r k  ' o n  t o  w h o m  s h e  i s  r e s p o n s i b l e ,  t h e  n u r s e -  
m i d w i f e  p r o v i d e s  c a r e  a s  l o n g  a s  p r o g r e s s  i s  n o r m a l .  S h e  c o r e s  f o r  t h e  m o t h e r  
d u r i n g  p r e g n a n c y  a n d  s t a y s  w i t h  h e r  d u r i n g  l a b o r  p r o v i d i n g  c o n t i n u o u s  p h y s i c a l  
a n d  e m o t i o n a l  s u p p o r t .  S h e  e v a l u a t e s  a n d  p r o v i d e s  i m m e d i a t e  c a r e  f o r  t h e  n e w b o r n .
S h e  h e l p s  t h e  m o t h e r  t o  c a r e  f o r  h e r s e l f  a n d  f o r  h e r  i n f a n t ;  t o  a d j u s t  t h e  h o m e  
s i t u a t i o n  t o  t h e  n e w  c h i l d ; a n d  t o  l a y  a  h e a l t h f u l  u n d o t i o n  f o r  f u t u r e  p r e g n a n c i e s .
T h e  n u r s e - m i d w i f e  i s  p r e p a r e d  t o  t e c . h ,  i n t e r p r e t  a n d  p r o v i d e  s u p p o r t  a s  o n  i n t e ­
g r a l  p a r t  o f  h e r  s e r v i c e .

ai».
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At The Birthplace expectant parents are treated as intelligent, responsible, 
healthy adults who are motivated to take the best care of themselves and their babies. 
Parents are fully informed of their and their babies condition at each appointment.
The course of the pregnancy is carefully explained, questions are encouraged and answered 
thoroughly, variations in pregnancy and birth are completely discussed, clients are helped 
to understand and read their charts and are encouraged to make entries in their own charts. 
They take an active role in deciding on options (medical and personal) ar.d in planning 
their births. The education program is designed to inform and to motivate the mother to 
take the best possible care of herself, through good nutrition, avoidance of potentially 
harmful substances, conditioning exercises, and knowledge of problem symptoms of pregnancy. 
The childbirth preparation classes thoroughly familiarize the mother and her partner with 
normal labor and birth, possible variations and .prepare .them to cope with the normal labor. 
Parents are also informed of the responsibility of choosing an out of hospital birth 
center and are prepared for a hospital birth should that need arise.

In the Seattle area there are approximately 40-60 planned births each month in 
out-of-hospital centers and at hone. The Birthplace had an average of 6.5 births per 
month in 1978, and 12.5 births per month in 1979. Continued growth is expected in 1980.
We hope eventually to reach an average of 30 births permonth. We could easily double 
ou* present client load if third party payments were readily available.

Guidelines for the Birthplace have been adapted from the American College of
Nurse Midwifery for careful physical screening and selection of families for its services.
The service is an extension of the medical team. The midwives consult witn our back-up 
physicians as variations from normal pregnancy and birth occur. Clients are carefully 
managed during pregnancy, and are screened out of the program if significant risk factors 
arise. The Birthplace has an efficient plan for transport during or after labor. Ii a 
fast transport is necessary an ambulance is used. The hospital is alerted that a client 
is coming and informed of the reason. The Birthplace s 3 miles from University Hospital 
and it take about ten minutes to get there. One of the staff accompanies the client
with her records. If the reason for transport is precautionary and it looks as if the
nurse-midwife can do the delivery, the client will be transfered to Virginia Mason. The 
Birthplace has emergency equipment: oxygen, suction, infant resuscitation and intravenous

capabilities.

The Birthplace has created a bonded community among parents and with our staff. 
There is considerable supportive and positive feedback from the clients, from evalua­
tion forms, and as they come by to let the staff see their babies grow. There is a 
wide spectrum of clients from very young to 40 years old with the average ’ge in the 
upper twenties, an average education of 2 years of college. Most clients have health 
insurance, but have sacrificed their coverage in order to obtain what they feel is the 
best care as they start their families.

The Birthplace offers a high quality, low cost program. Through education and 
emphasis on preventative health care The Birthplace has achieved a low incidence of 
preeclampsia (2X compared to 6* overall) and a low incidence of prematurity (1.55 com­
pared to 7 %  overall). The cesarean section rate is 75, compared to the local average 
of 15-205. Another reason this low cost “are is possible is that healthy clients d. 
not need the costly forms of medical interve tion usually used in hospitals. In fact, 
in normal, healthy labors most forms of medial intervention carry a certain amount of 
risk without significant benefit to mother or baby.
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Third party reimbursement is essential to the survival of The Birthplace and 
to the continued availability of this type of service. The Birthplace could double its 
client load with easily available insurance coverage. The two oldest birth centers 
(each 4 years old) in the United States, Luciania in Cottage Grove Oregon, and the 
Childbearing Center in New York City, receive 100% reimbursement from all carriers.
They have demonstrated themselves to be safe and economical. They are leaders in 
providing education for maintaining healthy pregnancies. This concept of a freestand­
ing birth center, run by certified nurse-midwives as part of a health professional 
team, is becoming widely i  cepted and will become more common in the 1980's. It is the 
most conservative of the birthing alternatives available throughout the United States 
and should be encouraged and supported through the availability of insurance coverage. 
The benefit to insurance companies is obvious when they only have to pay 1/3 to 1/2 
physician and hospital confinement costs for the vast-majority o' clients who have 
normal births.

Low risk pregnancies and births need not be managed in a traditional hospital 
setting. More and more people are seeking a safe, satisfying and economical alternative 
to hospital birth. The number of birth centers like The Birthplace is growing every 
year. Care givers for those seeking out of hospital births should be qualified and 
licensed so that these options are safe and available. All prospective parents who 
desire this service should not be denied it because of lack of insurance coverage. In­
surance companies will save money by including coverage for alternative birth managed 
by licensed nurse-midwives.
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J U N E A U .  ALASKA

MEMORANDUM

TO: Senate HESS Committee Members

FROM: Rocky Keller

RE: SB 4

DATE: January 21, 19S1

Kay Lahdenpera telephoned from Anchorage and wanted the Committee 

to know the Alaska Nurses Association is in favor of Senate Bill 4.

Ivallean Brooks also called from Anchorage and wants to go on the 

record as being in favor of Senate Bill 4.

S  10



T H E  LEGISLATURE O F  T H E  STATE O F  A L A S K A
TWELFTH LEGISLATURE

FISCAL NOTF.

I. R E Q U E S T
Bill/Resolution No.

S B-4(Jill/Resolution N o . _________________________________________________
Title An act relating to Health Care Sfirvir.ps ft Nnrcp M j ^ i ve5 
Requested bv Ziegler _____________________________________ Date 1-20-81

II. FISCAL DETAIL 
Agency Affected Division-of Insurance
Program Category Affected Public Protection
BRU, Program, or Subprogram^) Affected Division of Insurance
(Note: If more than one budget component is affected, separate line-item amounts and funding for each 

component in the analysis section.)

E X P E N D I T U R E S  (Thousands of Dollars)

E Y  81 FY  82 FY  83 F Y  84 F Y  85 ,FY 86

100 PRRS* JAL SERVICES n

0

300 C O N T R A C T U A L 0

400 C O M M O D I T I E S 0

500 E O U I P M E N T n

f»00 1 A N D  &  S T R U C T U R E S n y

700 GR A N T S .  CLAIMS. ETC. t )

T O T A L

F U N D I N G  (Thousands of Dollars)

G F N F R A I  F U N D 0 •

F E D E R A L  F U N D S n

O T H E R  (Specify Fund Source’ n

•

POSI H O N S  

F U L L  t i m e :
0

PARI IIME n

T E M P O R A R Y
ft __ _a

III. A N A L Y S I S  (Sec Fiscal Note Preparation Instructions, Section III)

A  k -r-V *\

IV. D A T E _ l l f _ !  P R E P A R E D  W l J S J J S  c v Moore. D|v. of Insurance.
A G E N C Y  Lorttngpco T? Fconowlc Upvclonmenf___________

Original: Legislative Finance P H O N E  2515
cc: Budget and Management

Prime Sponsor (First Legislator Named)

r
33-001 (Rev,  12/80 . . .
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< x, H O U S E  B I L L  S 0 2  - An  a c t  r e l a t i n g  to n u r s e - m i d w i v e s

V.'e h a v e  t h e  f i r s t  c e r t i f i e d  l i c e n s e d  n u r s e - m i d w i f e  in p r i v a t e  
p r a c t i c e  in t h e  s t a t e  in o u r  h o s p i t a l  w o r k i n g  w i t h  Dr. E a b c o c k .
V.'e h a v e  h a d  g o o d  e x p e r i e n c e  w i t h  the p r o g r a m  and w o u l d  l i k e  to s e e  
it c o n t i n u e .  V,‘e a l s o  feel t h a t  the p a r a - p r o f e s s i o n a l  w h o  is c e r t i ­
f i e d  a n d  l i c e n s e d  s h o u l d  be  p a i d  for t h e i r  s e r v i c e s  by a n y  i n s u r a n c e  
c o m p a n y .

C ’r  K i V-lU»\cu^v C-e<sH.vtJt

V

in
a r d . 

uld



01-j.j.j. j.o unc auictii ptouiem ana tnat is that the 
legislature is lumping all things or persons, good and evil 
under the name or title of physician. (Ref para 9 (8), etc!) 
As a m a t t e r  of some pride, I would like "physician" to 
stand alone (as we frequently do) and dentist*, osteopaths, 
etc. be called by their title, not mine.

Keep h a p p y  End well and start planning for a fall tr:'p. 

Sincerely,

Rill llenrickson, M.D, 

SH/br

/{Y\U ^
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SENATE BILL NO. 4

"An Act relating to health carc services and the coverage of the 
services of nurse midwives under the insurance laws of the state."

SB No. 4 requires the coverage of nurse midwives1 practice under 
those health and disability insurance policies that pay for maternity 
care, and adds nurse midwife services to the list of medical services 
provided to eligible persons for Medicaid. The Bill also amends the 
term "participant physician" to "participant provider" and includes the 
nurse midwife; n d  the bill adds a new paragraph defining "nurse midwife" 
to the Alaska Statutes.

The Department of Health and Social Services will limit its conments 
to the areas of the practice of the nurse midwife and coverage of these 
services under the Sta’c Medicaid Program. It is our understanding 
that the Department of Commerce and Economic Development, Division of 
Insurance, lias conmcntcd separately on the section dealing with manda­
tor)’ insurance coverage.

Practice of Nurse Midwivcs

Nurse midwivcs have licen a part of the American health carc system 
for over fifty years. The practice of nurse midwifery, including the 
management of labor and delivery, is recognized in the laws of all 
states except Kansas, Michigan, and Wisconsin. 'Hie typical recent 
graduate of a nurse midwifery educational program has six years of 
professional nursing experience and a bachelor’s degree in addition 
to nine months to two years of midwifery training. Upon successful 
completion of the course and a national certification examination, the 
nurse midwife is prepared to care lor women’s health needs, including 
normal childbirth and uncomplicated gynecological and family planning 
services.

The nu**se midwife according to Alaska law coll alio rates with a 
physician. Nationally, nurse midwives are employed by hospitals, 
public health agencies, private physicians, the military, prepaid 
health plans, and birthing centers. Their practice typically extends 
beyond pregnancy and birth to include the post-partinn care of the well 
woman and neonatal care of the infant. Health education is a vital 
component of the nurse midwife's rol-.

The use of nurse midwivcs can oflet greater availability of quality 
prenatal carc, delivery, ami jxist-natal care in medically umlerservcd 
areas. As a mcnilicr of the health care team, the nurse midwife can pro­
vide professional care to the normal obstetrical or postpartum |viticnt, 
freeing her collaborating physician to concentrate on patients with pro­
blems requiring medical expertise. An expanded use of nurse midwivcs 
also can offer an alternative style of care to fcnilies at a special 
time in their lives. The desire of certain families for such an alter­
native may partially account for the apparent h.Tease in home deli­
veries, a practice which involves increased risk i mother ami baby.
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Medicaid Coverage of Nurse Midwivcs
i

Federal regulations permit the expansion of covered services under 
Medicaid to include qualified nurse midwives as defined in SB No. 4.
'ITie Department of Health and Social Services supports the inclusion of 
nurse midwives under the list of covered medical services, and expects 
no resulting additional :ost to the State.

•

Department Position

The Department of Health and Social Services recognizes the valu­
able contribut on that nurse midwivcs can make to the overall physical 
and emotional health of the family at time of pregnancy and delivery.
We would encour; ge hospitals to provide staff privileges to well-qualified 
nurse midwives who meet the requirements of the Advanced Nurse Practi­
tioner Guidelines issued hv the Alaska Board of Nursing. We endorse 
coverage of nurse midwife services under Medicaid.

Recommended bv:
David Bruce, Deputy Director 
Division of Public Health

Date:

Uod Bctit, Director 
Division of

hiblic Assistance

Date

Approval by:

/ / z o / S y

Commissioner

Date:
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THE LEGISLATURE OF THE STATE O F  ALASKA
TWELFTH LEGISLATURE

FISCAL NOTE

REQUEST
Bill/Resolution No. S e n a t e  B i l l  No. 4 _____
jjtle "An Act r e l a t i n g  to n urse m i d w i v e s . 1

Requested by_ C o m m i s s i o n e r ' s  O f f i c e Date 01 / 16 / 81
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7on TRAVEL 0 0 0 0 0 0
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700 GRANTS. CLAIMS. ETC. 0 0 0 0 0 0
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ELDERAI FUNDS 0 0 0 0 0 (j
OTHER (Specify Fund Source) 0 0 0 0 0 0
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ITU 1. 1 IMF 0 0 . 0 0 0 0
PARI TIM 1 0 0 0 0 0 0
TEMPORARY 0 JJ .0. . . .0 0 0

III. ANALYSIS (See Fiscal Note Preparation I istruclions, Section III)
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Original: Legislative Finance 
cc: Budget and Management

Prime Sponsor (First legislator Named)

P R E P A R E D  B Y  _JjirJULl_l.id-.LliL U I H S -
AGI NC ' Y_______ EyJBJ ic Hen 1 th
P H O N E  _  465-31 00_________

i[ h  • Vi-/'*

33*001 (Rev. 1 2 / 8 0



A M E N D M E N T  ^ /

Offered in the SENATE By Sturgulewski

TO: CSSB 4 (Finance)

Page 1, line 26:

After "provide" delete "for the furnishing of the same services by" 

and insert "that"

Page 1, line 27:

After "practitioner" insert "may furnish those same services instead 

of a physician"



Alasha jstatc ^Er^tslaturc

SENATOR
ROBERT H. ZIEGLER. SR.

307 BAWDEN  STREET 
KETCH IKAN . ALASKA 98901

POUCH V 
JUNEAU . ALASKA 99811

^Senate

CHAIRMAN 
SENATE JUO IC IARV  COMMITTEE 

IMMEDIATE PAST CHAIRMAN 
W ESTERN CONFERENCE . COUNC IL OF 

STATE GOVERNMENTS

V ICE CHAIRMAN 
SENATE RULES COMMITTEE

MEMBER
SENATE STATE AFFA IR S  COMMITTEE 

SENATE COMMITTEE ON COMMITTEES 
LEG ISLAT IVE  COUNC IL  

W ESTERN STATES LEG ISLAT IVE  
FORESTRY 'ASK  FORCE

J a n u a r y  21, 1981

T h e  H o n o r a b l e  h a r l e s  Parr,
A l a s k a  S t a t e  S e n a t o r  
R o o m  2 1 0  B e h r e n d s  B u i l d i n g  
J u n e a u ,  A l a s k a

C h a r l i e :

SB  4, w h i c h  I d o n ' t  i n t e n d  to t e s t i f y  on, the n u r s e  m i d - w i v e s  
bill, is r e a l l y  R e p r e s e n t a t i v e  R o g e r ' s  b a b y  (no pun intended). 
As far as I know, no  one o b j e c t s  to the b i l l  and, for w h a t e v e r  
it m a y  be w o r t h ,  the K e t c h i k a n  M e d i c a l  A s s o c i a t i o n  has u n a n i­
m o u s l y  e n d o r s e d  the bill.

S i n c e r e l y ,

9

v  f « ) H -
R o b e r t  H. Z i e g l e r ,  Sr.

R H Z :Ik
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Ketchikan General Hospital,
3100 T O N G A S S  AVE. 
KETCHIKAN, A L A S K A  99901 
907- 225-5171

Ma r c h  6, 1930

R e p r e s e n t a t i v e  Te r r y  Gardiner 
House of R e p r e s e n t a t i v e s  
State of A l a s k a  
Pouch "V"
Juneau, A l a s k a  99811 

Dear Terry:

The M e d i c a l  Sta f f  of Ketchikan G e n eral H o s pital has asked m e  to 
wri t e  to you in reg a r d  to House Bill 802, introduced by McKinnon, 
nu r s e - m idwives, p a r t i c u l a r l y  in r e l a t i o n  l o p r o vision of coverage 
of cost of s e r vices provided by nur s e - m i d w i v e s  by state licensed 
insurance companies.

In general, w e  are in support of the bill and feel it effectively 
recognizes the role of nurse-midwives in the provision of medical 
care in the State of Alaska. W e  h a v e  only one p r o b l e m  w i t h  the 
bill and that is Sect i o n  18.20.005 w h i c h  states that a hospital 
m a y  not be issued a license unless the h o s pital permits nurse- 
practit i o n e r s  to p r a ctice in the hospital.

Our object:'on is e s s entially a d i s i n t e r e s t e d  one as w e  have a 
nu r s e - m i d w i f e  on the staff at K e t c h i k a n  General Hospital w h o  w i l l  
be a c c orded full privileges as soon as her certification comes 
through w h i c h  we expect within the next two months. We p r e v i o u s l y  
had a c e r t i f i e d  n u rse-midwife on the staff and she v ad full 
privileges. We are fully in support of the concept of such 
pr a c t i t i o n e r s  f u n ctioning in the K e t c h i k a n  area. Nonetheless, to 
restrict a h o s p i t a l’s license sim p l y  b e c a u s e  it does not choose to 
employ n u r s e - m i d w i v e s  seems to be an u n n e c e s s a r y  interference in 
the p r o v i s i o n  of m e d i c a l  care and an unwar r a n t e d  intrusion of 
government regul a t i o n s  into what is essentially a private c o n t r a c­
tual matter. The intrusion might b e  w a r r a n t e d  if it could be 
d e m o n s t r a t e d  that failure to p r o v i d e  n u r s e - m i d w i f e r y  services 
would reduce the quality of medical care and jeopardize patients, 
but I can think of no way of p r o v i n g  such a contention.

It is our f e e l i n g  that n u rse-midwifery is very much a coming thing 
and it will g r a d u a l l y  be accepted throughout the country. We see 
no need to force th matter and indeed to force the m a t t e r  only 
raises resentment.

With a l t e r a t i o n  of this provision we feel we could support the 
measure. T h a n k  y o u  for your interest in this matter.

Sincerely.
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D E P A R T M E N T  O ?  C O M M E R C E  A  

E C O N O M I C  I I E V E L O P M E I V T

DIVISION OF INSURANCE

March 4, 1980

JAYS. H A M M O N D ,  GOVERNOR

P O U C H  DJ U N E / S U , A L A S K A  9 9 8 1 1

Honorable Thelma Buchholdt 
Chairman
House Education 9- social 

Services f'cmmittte 
Alaska House of Representatives 
Pouch V
Juneau, Alaska 99811 

Dear Ms. Buchholdt:

RE: House Bill 802

You have requested a position paper for House Bill 802. The Division of 
Insurance has in the past opposed mandated or required coverages for 
disability insurance policies. We have on two occasions ventured across 
this line to support mandated coverages. The first was in support of 
coverage for newly-born children which became law in 1975 (AS 21.42.345). 
The second was with Senate Bill 227 which would mandate alcoholism 
benefits. This bill was before your committee last year and is presently 
in House Rules.

In both cases there was substantial imperative for the types of benefits 
sought. With newly-born children, the practice of insurers was to 
provide no coverage until 14 days after birth, which when coupled with 
the preexisting conditions clause in many policies, gave rise to some 
substantial financial burdens on new parents with sick, ill or defective 
newborn children. In the case of a mandat d alcoholism benefit, the 
imperative was, and is, that alcoholism is generally recognized as 
Alaska's number one health problem. We do not believe that similar 
imperatives exist to suggest a required maternity or nurse midwife 
coverage.

We have prepared a section-by-section analysis or commentary which may 
help ir. our view of this legislation.

Section 1. This section would most appropriately be commented on by the 
Department of Health and Social Services. The section is not crucial to 

the insurance aspects of the bill, which represents the remaining portion 
of the proposed legislation.

OC.I111 LH



Honorable Thelma Buchholdt - 2 - March 4, 198G

Section 2. Under this section coverages provided on an expense incurred 
basis shall provide that the health insurance benefits applicable to 
maternity coverage consider benefits provided by nurse midwife. This 
language is not objectionable. The title of the section, however, is 
somewhat misleading and might better be called "COVERAGE FOR COST OF 
SERVICES PROVIDED BY NURSE MIDWIVES."

Section 3. The language suggests that maternity benefits are required 
to be provided under an expense incurred policy. Presently, federal law 
requires maternity benefits on group coverages where the group has more 
than 15 persons. This proposal would extend to individual policies and 
to smaller groups. We are opposed to an expansion of this concept 
because of cost. We believe that removal of this section will not 
impair the bill since it is really a repeat of Section 2 of the bill.
This same comment applies to Section 4 and Section 5.

Section 6. This section in effect mandates maternity benefits for 
medical service corporations, of which there are two now in the State.
The first is Delta Dental Plans which is a dental medical service corporation 
ana the second is Fairbanks Physicians which is currently inoperative.
Blue Cross is a hospital service corporation and would appear to be 
unaffected by this section due to repeated references to AS 21.87.120.

Section 7. This section is not objectionable but does not really affect 
anyone presently except for the Delta Dental Plan. AS 21.87.330(9) 
which defines "physician" as distinguished from "participant physicians" 
should be modified to in d u c e  nurse midwife.

Section 8. This section is not objectionable.

Finally, the Commerce Committee of the House is presently considering 
House 882 which permits the Director of Insurance to minimum standards 
on various lines of insurance which can potentially resolve the problems 
that this bill appears to address. If all expense incurred policies had 
to include nurse midwives as physicians or participating physician then 
I think this bill would become a moot issue.

To summarize, we believe that i number of amendments should be made to 
this bill to make it a bill that can be supported by the Administration.
These references are:

Page 1, line 14, remove the words "REQUIRED PROVISION FOR" and change 
the word "OF" between "COVERAGE* and "COST" to read "FOR."

Page 1, lines 22 through 29. Eliminate.

Page 2. Eliminate entire page.

Page 3, lines 1 through 3. Eliminate.



Honorable Thelma Buchholdt 
•

Page 3 between lines 3 and 4. Establish new section to read:

AS 21.84.590(6) is amended to read. (6) AS 21.42.290 and AS 21.42.347.

Page 3, line 4. Renumber the section as appropriate and retain the
wording that appears on lines 5 through line 8.

Page 3 between lines 8 and 9. Add a new section to read:

AS 21.87.330(9) is amended to read. (9) "physician" [includes also]
means a doctor, dentist, osteopath, optometrist, chiropractor, nurse
midwife, surgeon, or other licensed health care practitioner.

Page 3, line 14. Add a new section to read:

AS 21.87340(15) is amended to read: (15) 21.42.345 and AS 21.42.347.

The above amendments would result in a bill acceptable to the Division 
of Insurance. If you have any additional question:, we would be happy 
to assist in answering them for you.

Chief of Market Surveillance
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The Honorable Thelma Buchholdt
Pouch V  . .....
Juneau, Alaska 99811

Position Paper: H.B. £02 - "An Act relating to nurse mldwives"

Dear Representative Buchholdt:

Providence Hospital cannot support passage of H.B. 802. "An Act 
relating to nurse midwivcs," because of the following reasons:

1. Licensure

To suggest that a hospital's licensure is drprndent on 
permitting para-professionals such as nurse practitioner 

* midwivcs to practice medicine is irresponsible and probably 

unconstitutional. The passing of this lew would totally 
disregard the requirements of the medical staff by-lav/s, 
the quality assurance and the medical review processes, which 
ore so important in maintaining quality patient care standards.

2. Kilpractire Insurance

In the Slate of Alaska, wltore malpractice insurance has 
traditionally been difficult to obtain, requiring them to 
make available malpractice coverage to nurse practitioners, 
as primary odmitters, would most likely, 1) make malpractice 
rates skyrocket, and t )  would probably send insuroncc com­
panies running out of the state.

3 . T y p e s  o f  t l t d w l v o *

It is interesting to note that the bill specifically relates 
to certified nurse practitioner midwives —  and the traditional, 
and f>r more extensively trained certified nurse^ midwifo com­
monly found in Europe and in a few places in the United States 
is left out.

The differences in training of these two categories is quite 
extensive. The nurse practitioner midwife goes to a program 
o f  a few months, whereas the Certified Nurse Midwife of the

1 1 n il  «» i i o i w i m i  «M,ni,itir« • •»!»*», i fn i.H W i i W d i i ,  «•. w»'n,«r.ii>v, Mi'r.MfiM ( u m i . t n t n i  . n i l
i .  i i < i  i i M m m  m w i W I  i M ' w i M n  M a l M  N N i W b  i i m ' I  » * « t m  i « m .    m . n u i  i i i . m i - * i  n i i a  l u i . t i n i
nr- i i i i i u » i« i ..........   h im M'Im i iu » m»i w i.h u i i h »»im i» i(•*<>'< »M n u n  ...........    . n m m , .  i . i . m w i im m i i
« w u m i u s * i  i n i w i  i t i . r i k i i f t . i M i i b . h i i t  u j k u  i k i i  w o n n . o o i A * - - h u w v i w u  n o t  m i m o i .  u u i w  c»f « l i h a u l  »m t u i i
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European model sometimes trains for a couple of  years. This 
further demonstrates the special interest involved. They are 

certainly not the same, and cannot be grouped together in 
terms of training, abilities and experience.

4. Currently, under our medical by-lows and those of other hospitals, 
para-professionals are permitted to practice medicine only 
under the direction of the sponsoring physicians who monitor 
the privileges granted and quality of care delivered.

We also endorse the hiring of these practitioners (para-professionals), 
by hospitals, to deliver nursing care.

Thank you for the opportunity of expressing our position on this bill.

A K C / o

cc: Senator Glenn Hackney 
Senator Mike Collctta 

Senator Arliss Sturgulcwski 

Max Kcrsbergen 
William Dann 

Charles Rigden 
Ron Hargett 
Donald DeMers 
Jack Brown
Alaskan Hospital Administrators 
Advisory Board

THLRCOPY ItJRTnurriOMSs t ' o r  I m m i 'd U l c  P e l t v e r y  t o  C o m m it te e ?

J
Administrator

C o p y  t o  R e p . Q o c l i h o l d t
J t r i r .b e r n  l l o t i r e  IIB S S  C V n n u l t c e  

Above llnteil S m i t v u



March 14, 1980
Representative Thelma Euchholdt 

House Hess Committee 
Pouch V
Juneau, Alaska 99811

To Legislator:

I would like to lend my support to House Eill 802. As a professional 
in women's health care, I support the concept of midwifery. Present 
medicine has evolved to treating pregnancy as an illness rather than 
as a natural process. A common characteristic of Alaskans is the 
desire to have control over all aspects of their lives. A Nurse 
Midwife can provide a cost-effective, personal, scientific, and safe 
birthing service. Nurses attending modern nurse midwife programs 
receive much more training in normal pregnancy ana delivery than 
family practice physicians.

This bill can provide the needed impetus for using the nursing talent 
already residing in this state to a fuller extent.

Thank you for your time.

KK/mts

cc: Ramona Barnes
Mike Eeirne 
C.V. Chattcrton 
Vernon Helburt 
Bill Miles
Joyce Munson, Vic* Chair
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R I C H A R D  J .  B A B C O C K .  M . D .
O B ST C T W IC B  a n d  G V N CCO LO O V 

** O. BOX SIS
K E T C H I K A N .  A L A S K A  B B B O I

February 25, 1980

Dear Representative Gardiner:

We would like to add our strong support to House Bill 
£82_^ "An Act Relating to Nurse Midwives." The practice of 
insurance companies in limiting payment arbitrarily to cer­
tain health providers while excluding others is grossly un­
fair to their patrons.

The Nurse Midwife is a well trained, highly skilled 
practitioner whose services deserve compensation the same 
as any other recognized member of the healing arts.

Your support of. this measure is strongly urged.

Thank you.

Richard J. Babcock, M.D

J

Katy Goodwin, N.M.

cc.: Representatives: McKinnon
Rogers 
Phi lips
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ALASKA STATE
5401 CORDOVA STREET 
riiONE: 277-1633

VHOSPITAL ASSOCIATION INC.
A N C H O R A G e . A L A S K A  99 5 0 3

Thelnta Bucholdt 
Chairman - Health and Social 

Services Committee 
Alaska State Legislature 
Pouch V
Juneau, Alaska 991111

Dear Representative Bucholdt:

March 5, 198D

Re: H.B. 802
"An act relating to 
nurse midwives"

The Alaska State Hospital Association representing seventeen institutional 
members who provide obstetrical care is extremely concerned over H.B. 802. i  
While the intent, 1 am sure, was to make available to patients an alternative 
which would provide greater access to O.B. services at a possibly reduced *  

;n:ost, a number o f  considerations should be evaluated before proceeding with 
this proposal. ' ,c-e*

,s:

7. Sec.78.20.055 Nurse MidwifoTStaff Privileges:

v-t:-
\tv*

Jit

2.

Criteria for the licedsurc-'Of hospitals which is acceptable under . 
present state and federaVj.jfCu 1 a11 ons does not require that para- ; 
professionals be accorded jstaff.privileges in order to retain state 
licensure. To legislatemjucH:* requirement would be legally 
contestable, as i t ^ i ^ b n ^ ^ t d ' A t c r p t e d  standards of safeguard* 
provided under p r e s t t f r i i c & & ^  by-laws related to
the admission of patirtti toefeospitaK/ 'Such legislation would ' J  
open the door to numerous,'Tradical' paraprofes*1opal3 to mandate similar 
consideration. *v >. . , '

■ »> - 
Such action would circumvent the protection that all patients 
presently may expect from a licensed hospital, i.e. that a board 
(trustees); medical staff organiration and a competent administration 
arc. responsible for assuring that minimal standards of training and 
1 icehflng tiavo been met by practicing staff. A nurse practitioner 
dues not meet (hr level or training required for physicians, nor 
do they meet by^laW'Stamlards for staif privileges.

v *
• •

The continued availability and/or additional cost o f  hospital mal­
practice should such legislation be inacted leads one to question 
the prudcncy of such a proposal. One of the protections that 
patients and hospitals presently have is recourse for a  
financial settlement for ajudicatcd damages. The removal of that 
protection by a withdrawal of Insurance coverage, or a significant 
increase in the cost of such coverage, due U  the inclusion of 
porjprofcssionals as attending staff 1s a serious concern for our 

members.

\
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3. Limited investigation due to the shortness of notification
c *  this proposal has identified that third party carriers are not 
presently able to assure any reduction in preniimum costs due to
O.B. services provided by paraprofessionals. Lack of experience 
with this concept does not yet provide a historical base upon 

which to draw conclusions.

—  Although for the above stated reasons our association cannot support the 
proposed bill, let me.hasten to add that under the appropriate medical 
direction and approved hospital standards of medical treatment, para* 
professionals can be effectively utilized in the hospital setting to . eliver 
a sophisticated level of health care.

Thank you for this opportunity to express our concerns and recommendations 
on this proposal.

Sincerely

Executive Director

MK/ ic



Jffahrbanks JHemnriciI Ifaspiictl
1650 Cowles St. 

FAIRBANKS, ALASKA 99701
OPERATED IT  

LUTHERAN HOSPITALS AND HOMES SOCIETY 
EARCO. NORTH DAKOTA 5S I02

March 12, 1980

Honorable Thelma Buchholdt 
Pouch V
Juneau, Alaska 99811

Re: Position Paper - House Bill No. 802
An Act Relating to Nurse Midwives

Dear Representative Buchholdt:

Fairbanks Memorial Hospital recently submitted preliminary comments on 
House Bill 802, an act relating to nurse midwives. The Hospital has recently 
gone back and done more research on this bill and would like to submit the 
following position on House Bill 802,

Fairbanks Memorial. Hospital cannot support House Bill 802 because of 
the following reasons:

1. The bill as it is currently written "ould let a nurse midwife 
work in the hospital without a physician's supervision. To my 
knowledge all hospitals in the state require nurse midwives, 
physicians assistants and other para-professionals to be 
directly supervised by a physician preceptor. If this bill 
passed, this would prevent nurse midwivcs from being required 
to have this physician supervision.

2. The bill as it currently stands grants a nurse midwife hospital 
privileges. At the current time no para-professional in any 
Alaska hospital to my knowledge is granted full privileges, but 
is rather granted an extension of their physician preceptor's 
privileges. This requires the para-professional to be super­
vised and to do only those , rocedures and exams the physician 
preceptor has privileges to perform.

3. Fairbanks Memorial Hospital does not believe that a hospital's 
license should be dependent upon any one para-professional group.
We believe that if this bill was passed, other parn-professionals 
would request similar status.



Representative Thelma Buchholdt 
March 12, 1980 
Page Two

4. As I am sure you are aware, there is a severe difference between 
certified nurse practitioner midwives and certified nurse mid­
wives. A certified nurse practitioner midwife attends a 
specific midwife program only for a few months after she has 
gained the status of nurse practitioner while a certified nurse 
midwife has at least several years of training in order to be­
come a certified nurse midwife. This bill directly addresses 
the least trained of the two categories.

5. Under Section 7.AS21.87.330 we feel that a nurse midwife should 
not be included under the definition of a participant physician.

6. As the hospital reads section 21.87.125 of the bill we interpret 
this to mean that all hospitals in the state and other medical 
service corporations will be required to hire nurse midwives 
and to have these services available even though some pre-paid 
plans might not address maternity care.

In closing, the Hospital cannot support this bill as it currently stands, 
It should be pointed out that Fairbanks Memorial is not objecting to nurse 
midwives since the hospital has provisions in our bylaws for nurse midwives, 
physicians assistants and other para-professionals to work in the hospital 
under the direct supervision of physicians. We are very much against any 
bill which indicates that a physician would not be supervising this individual.

Thank you for the opportunity to express our position on this bill.

Sincerely,

Tom Min gen (J 
Administrator

TM/mw
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HOUSE BILL NO. 802

"An Act relating to nurse midwives."

HB. 1.3. 802 requires that hospitals extend staff privileges to 
nurse midwives as a condition of licensure. The Bill also defines the 
coverage of nurse midwives' practice under health and disability in­
surance policies by requiring coverage by those policies that pay for 
maternity care. The Bill also requires a medical service corporation, 
hospital service corporation, and combined medical and hospital service 
corporation cover nurse .idwife services under certain conditions. The 
Bill also amends the dr.inition of "parti.ipant physician" to include a 
nurse midwife, ?nd udds a new definition defining "nurse midwife" to the 
Alaska Statutes.

The Department of Health and Social Serv'ces will limit its com­
ments to the areas of the practice of the nurse midwife and the re­
quirements of hospitals to extend staff privileges to the midwife as a 
condition of State licensure. It is our understanding that the Depart­
ment of Commerce ar.J Economic Development, Div'sion of Insurance, will 
be commenting separately on the sections dealing with mandatory in­
surance coverage.

Practice of Nurse Midwives

Nurse midwives have been a part of the American health care system 
for over fifty years. The practice of nurse midwifery, including the 
management of labor and delivery, is recognised in the lav/s of all 
states except Kansas, Michigan, and Wisconsin. The typical recent 
graduate of a nurse midwifery educational program has six years of 
professional nursing experience and a bachelor's degree in addition to 
nine months to two years of midwifery training. Upon successful com­
pletion of the course and =» n^cional certification examination, the 
nurse midwife is prepared tc care for women's health needs, including 
normal childbirth and uncomp icated gynecological and family planning 
services.

The nurse midwife, accord.ng to Alaska law, collaborates with a 
physician. Nationally, nurse midwivcs are employed by hospitals, 
public health agencies, private physicians, the military, prepaid 
health plans, and birthing centers. Their practice, typically, extends 
beyond pregnancy and birth to include the post-partum care of the well 
woman and neonatal care of whe infant. Health education is a vital 
component of the role of the nurse midwife.

The use of nurse midwives can offer greater availability of quality 
prenatal care, delivery, and post-natal care in medically underserved
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areas. As a member of the health care team, the nurse midwife can 
provide professional care to the normal obstetrical or postpartum 
patient, thus freeing her collaborating physician to concentrate on 
patients with problems requiring his or her medical expertise. An 
expanded use of nurse midwives also can offer an alternative style of 
care to families at a special time in their lives. The desire of 
certain families for such an alternative may partially account for the 
apparent increase in home deliveries, a practice which involves a 

greater risk.

Requirement of Extension of Staff Privileges to Nurse Midwives as
a Condition of Hospital Licensure

The purpose of licensure, rules, regulations, and standards for 
hospitals is "...promoting safe and adequate treatment of individuals in 
the interest of public health, safety and welfare..." (AS 18.20.060).

Historically, the State's responsibility began as licensure and 
inspection of public facilities to look for fire, environmental health, 
and other standards for the condition of buildings. It then was ex­
tended into the area of professional standards requiring certain levels 
of competence and experience to have been reached by the staff providing 
care in the hospital. The strictest requirement for hospitals comes as 
a result of the need to be certified in order for the hospital to be 
eligible for Federal Medicare and Medicaid reimbursement. Nowhere in 
State Statute or regulation are hospitals required, as a condition of 
licensure, to extend staff privileges to professional groups (such as 
eentists) or paraprofessional groups (such as therapists). HB 802 would 
iieak with past precedence by requiring such an extension as a condition 

ui hospital licensure to nurse midwifes.

Department Position

The Department of Health and Social Services recognizes the valu­
able contribution that nurse midwives can make to the overall physical 
and emotional health of the family at time of pregnancy and delivery.
We would encourage hospitals to provide staff privileges to well- 
qualified nurse midwives who meet the requirements of the Advanced Nurse 
Practitioner Guidelines issued by the Alaska Board of Nursing. However, 
the Department believes that the decision to use the services of nurse 
midwivcs or other qualified allied health personnel appropriately should 
rest with each individual hospital, its governing body and administra­
tive staff, and not with the Department of Health and Social Services 
1icensing authority.
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Recommended by:

Date:

Date:

Approved by:

Date:

Dean F. Tirador, M.D. 
Director, Division 

, of Public Health

etit, Acting Coordinator 
cl? of State Health 

lanning & Development

Helen D. Beirne 
Commissioner
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'• BiU/Reioiution N-n House Bill No. 602 ____________________________________

Title "An Act relating to nurse midwives.11 ______________________
Requested bv Commissioner's Office  Date 3/5/80

FISCAL NOTE

H ’ Acencv^A^fected1 DePartnient of Hea1th and Social Services______________________________

Program Category Affected llp a lth /P iv is io n  o f Public Health________________________
BRU, Program, or Subprogram(s) Affected_________________________________________________
(Note: If more than one budget component is affected, separate linc-item amounts and funding for each 

component in the analysis section.)
EXPENDITURES (Thousands o f Dollars)

FY 80 FY 81 FY 82 FY 83 FY 84 FY 85
100 PERSONAL SERVICES 0 0 0 0 0 0
2on TRAVEL 0 0 0 0 0 0
300 CONTRACTUAL 0 0 0 0 0 0
400 COMMODITIES 0 0 0 0 0 0
soo EQUIPMENT 0 0 0 0 0 0
600 LAND Sc STRUCTURES 0 0 0 0 0 0
700 GRANTS. CLAIMS. ETC,_ 0 0 0 0 0 0

TOTAL 0 0 0 0 0 0

RINDING (Thousands of Dollars)

GENERAL FUND * 0 0 0 0 0
FEDERAL FUNDS 0 0 0 0 0 0
OTHER (Soecifv Fund Source) 0 0 0 0 0 0

POSH IONS

FULL TIME 0 0 0 0 0 0
PART TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

III. ANALYSIS (See Fiscal Note Preparation Instructions. Section III)

Orig ina l .  Leg is lat i ve F inance  P r e p a r e d  b y :  M. OeAve r  D a t e :  3/5/80
cc: Budget and Management D I v K l o n / O f f -Ice : Adwln. PH: 3 0 W

Prime Sponsor (Fust Legislator Named) JJepartrent of Health TC 3octal ^Services

33*001 (Rev. 13/79) Approval DHSS Mrjt. K Udgt: \ V ' # t u J l ^ t a j / s A O
Modify by OHSS (11-28-79) e 1 -----------------------
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WORK DRAFT WORK DRAFT WORK DRAFT. JUaeks jitate ^legislature
Senate

O f f ic ia l B u a in e «
February 20, 1980

Committee ca State Affairs

Chairman Vic Fischer

SENATE STATE AFFAIRS OOMMTTTEE REPORT

ON

SB 13 "At Act taking special appropriations for capital 
improvements Z~>r which general obligation bonds were 
approved by the nters at the 1980 general election; 
and providing for an effective date."

SB 21 "An Act maki: g a  special appropriation to the 
Alaska Permanent Fm d; and nroviding for an effective 
date." ($1,500,000,(00)

SB 68 "An Act making a special appropriation to the 
Alaska Permanent Fund; and providing for an effective 
date." ($1,800,009,000)

Pouch V 
State Capitol 

Juneau, Alaska 99811

BILL SUMMARY

SB 13 This bill would use a general fund appropriation to pay .'or these capital 
improvements rather than issue General Obligation (G.O.) Bonds. The opportunity 
cost assumes the State would either invest its own money, if bonds would have 
been sold, cr if spent on other projects, etc., that project has an implicit 
rate of return equal to what che State could have gotten by investment. 
Assumptions: (1) A 122 eamirgs rate cr. invested funds or project.

(2) An 82 interest rate cr. —*sc of debt.
(3) If debt we e isouet it would be as follows (in millions)

F T  82-$100, FY'83-5153, 7Y’8V$39, 712;
Total is .ued $289,“12. 5C!.

(A) Projects start/dec: ctcurec at beginning of each period.
(5) Not discounted for present value.

SB 21 This bill would make an appropriation from the general fund to the 
Alaska Permanent Fund in the amount 51,500.900,000.

SB 68 Tnis bill would make an appropria.icn. from th general fund to the Alaska 
Penramnt Fund- A the amount $1,800,000,019.

BALKCTD'J®

SB 13 Tne classical argiment of economics car. be made in the case of SB 13.
When a government, any government needs tc rake capital outlays for needed 
projects and cash is not readily available, then that government issues bands 
to pay for the capital. Thin is the nerml way )f building roads, schools, 
etc. What happens when there is a surplus of cash on hand? Do you still 
issue bends or do you use the cash you have? A  sound case for the concept 
behind SB 13 can oe node. The Scree of Alaska, because of Prudhoe Bay, has 

a ready supply of cash. The choice then baccoes whether or not the state
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through the Dept, of Revenue should issue general obligation bonds or use 
available cash. What is not obvious about paying cash for the Novenber 1980 
authorized but unissued G.O. bonds, is that there are over $100 million Pre- 
1978 authorized but unissued bonds that need to be included in this general 
fund appropriation. (See statistics at end of stmnary.)

Another concept of classical economics is cne of defeasance. Through a 
special defeasing [escrow] account, the state could create a monetary 
approach that would pay off the entire state debt. This account managed 
by a special bond counselor would invest in the taxable bond market [12% 
interest] while paying off the incurred debt in the tax-exempt bond market 
[8% interest]. The potential is there at the moment to erase Alaska1 \
[$720 million] with a cash account of [$570 million]. One may ask wi 
make the investments directly out of the general fund and not set up 
special account. It has become clear that the Alaska Legislature hns 
ability to spend all the money before it ho natter the amount. This recial 
[escrw] account would set this money aside for a specific purpose: to pay
the state debt.

With continuing pressure from our Washington delegation assuring us that the 
mood in the "lewer 48" is becoming increasingly jealous of our resource wealth, 
this would be one w ? " of "putting our house in order." We would be showing 
our responsiveness to the nation's financial comunity by giving a clear signal 
that we were doing "first things first." We pay off our debts before we borrcw 
money for other purposes.

If we were to create this "defeasing escrow account," it would pre lude us frocn 
going :o the bond market for a period (mir±.irn) of 18 nonths due to IRS regula­
tions. That is why this concept goes hanc in hand with substituting cash f' r 
all authorized but unissued general obligation bonds. The next time we wo ad 
be eligible to go to the bond market would be (roughly) after the 1982 general 
election.

The Hatmond Administration approves of the defeasing concept if, there are 
several if’s, but the principal one being that it does not affect the 
$1.S0C.300. OCO contribution to the Alaska .'ermanent Fund (SB 68). If the 
mor.ey is just going to be spent to continue growth in state govemnent then 
he would certainly favor defeasing.

Defease S720 million of outstanding
G.O. bonds S570 million

Cash out all authorized but
nissued bonds 463 million

Delete FV'82 debt service (128 million)
“ $'905~nim ion

SB 21 = 66 These bills have almost identical wording, the only difference 
being the actual dollar amount. Sen. Rodey’s bill would transfer $1,500,000,000 
to the Alaska Permanent Fund; the Governor's bill would transfer $1,800,000,000.

Gov err.: r Kmirmd believes that it is appropriate that Alaska set aside this 
amount this year of its oil wealth so chat its earning can provide an increased 
inccnc screen for the benefit of all Alaskans. The Legislature determined that 
dividends should be w r t h  a minimal $50 each. This contribution will provide 
sufficient earnings to meet that cotmirrcr.: without having to borrow from the 
general fund. Should the state not make such provisions, our legal ca*e may
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be weakened.

The Permanent Fund Board of Trustees have not taken a stand on this and other 
issues concerning the "FWnd's" plan for the future. Instead, they are planning 
a series of seminars to examine all alternatives and to establish long range 
as well as short-term planning for the Alaska Permanent Fund.



 ' ■

PLEASE NOTE: THE FOLLOWING PAGES WERE TREATED 

AS A UNIT IN THE ORIGINAL DOCUMENT



TH E  LEG ISLATURE
BUDCUMAUStl CGHHIUU

M E M O R A N D U M

DATE: January 22, 1981

TO: Honorable A1 Adams
Ho u s e  of Representatives 
Alaska S t a t ^ L e g i s l a t u r e  *

FROM: M i l t  Barker, Fiscal A n a lyst
Legislative Finance Division

Defease State G.O. Bonded Debt

The D e partment of Revenue estimates the total cost to d e f ease 
all state G.O. bonds in FY 82 at $905 million. This is made 
up of three items:

Defease $720 million of outstanding
G.O. bonds $570 million

Cash out all authorized but
unissued bonds 463 million

Delete FY 82 debt service (128 m i l l ion)
$905 million

The $570 million would be paid over to bond trustees to 
purchase securities whose term and value at m a t urity matched 

• the $720 million in bond m a t u r i t i e s•to be paid by the state. 
The AG does not believe authorizing legislation for this is 
necessary. However, there is no mention of such action in 
AS 37.15, the state bonding act, so it might be a good idea 
to have authorizing legislation.

The $463 m i l lion in cash would be to fund the capital projects 
that would have been funded with bond proceeds. The state's 
bond counsel says tlere would be trouble with the IRS if we 
defeased outstanding bonds and then subsequently issued new 
bo n d s  within a few years time.



/  JUNEAU, ALASKA 99311 
BUDU1 »H0 W I1  COHHITJU PHONE: (907) 465-3795

M E M O R A N D U M  

DATE: June 23, 1980

TO: Honorable Russ Meekins, Chairman
House Finance Committee

FROM: Milt Barker*, Fiscal Analyst
Legislative Finance Division

S U B J : Refunding G.O. Debt

In the attache! letter of April 7, 1980 from Bache Halsey, 
is claimed that refunding the outstanding general obli- 

gaticr. indebtedness of the state will result in savings in 
debt service on a present value basis. This does not appear 
to be the case.

If the refunding cebt is issued at 8.5% as in the Bache 
projection, then ere average rate of earnings on general 
or permanent fund investments should be around 11.5%.^-

If the debt service schedules for outstanding debt2 and 
refunding debt are discounted at 11.5%, which more properly 
represents the alternative earnings rate on funds that would 
be used for cebt service, i.e. their opportunity cost, the 
existing schedule of debt service has the lowest present 
value, i.e. least cost \o the state.

1. S e e  attached Table 1 and yield chart which indicate 
that the average interest differential over the past 
five years between municipal and corporate Aa bonds 
h a s  beer. 3.05%.

2. Bach*'s total for existing debt service of $831 million 
apoa&rs tc be total debt service for fiscal years 1981
through 2000 exclusive of the debt service on the 
1979 Bend Series B. See attached schedule from the 
"official statement" for the i979 sale.

31.Q1LH



H o n o r a b l e  Russ Meekins - 2 - June 23, 1980

O n l y  if the d i s count rate is reduced to 10%, representing 
a r b itrage earnings of only 1.5% between state G.O. debt and 
o t h e r  ir.arket instruments, does the present value cost of 
the refunding debt service roughly equal the present value 
c o s t  of existing d e b t  service.

Present value of Debt Service ($ millions)
0 10% 0 11.5%

E x i s t i n g  444.3 412.2
Refunding

5 year m a t urity 443.9 427.4
8 year maturity 449." 426.2

The point h e r e  is that as long as the state can earn arbitrage 
b e c a u s e  of the lower tax-exempt rates on its bonds, the state 
pr o fits by having m o r e  debt outstanding over a longer period 
of time. Shortening the state's debt structure is not of 
financial benefit.

If an improvement in the state's bond rating is desired by 
committing funds to pay off the bonds, the Nuveen approach 
described in the attached Memo of February 6, 1980 is a 
bet t e r  alternative in that there is no shortening of the 
state's debt structure and thus no reduction in the arbitrage 
ea r nings that will accrue to the state.

attachments

JlB:bf



B a c h e  H a l a e y  S t u a r t  S h l a l d a  I n c o r p o r a t e d
Bach t Piaaa, 100 Goto Street
U t *  York. N Y. 1003E (212-791-36BB)

Sa'nuel L. Piaia 
firs t Vice Pres'Cent

April 7, 1980

Mr. Peter A. Bushre 
i)eput> Commissioner of Revenue 

State of Alaska 
Department of Revenue 

State Office Building 
Juneau, Alaska

Dear Mr. Bushre:

Preparatory to making a detailed presentation to the State Eonding 
Commission relative to the above subject, we thought we should give yo. 
a summary of the two variations on the refunding program and some selected 

data on.each.

For calculation purposes, we have chosen an 8 1/2* rate and one bond issue 

dated June 1, 1 580, with principal retire-.ents beginning June 1, 1931, and 
a final maturity of June 1, 1938. The other issue will be dated the same 

but have its final maturity on June 1, 1985.

Total debt service on the outstanding bonds is SS63,523,203 and accrued 
debt service at June 1, 1930, will be 532,238,362 (will have been paid) 
leaving a net of $831 ,184,341 to be provided for by the escrowed proceeds 

of the rc-fur.ding bonds plus the earr.ir.ts of the escrowed funds.

The two refunding issues will cororise the following deb*, service 

schedules:

Re: Alaska Debt Reorganization
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Issue "A" - 8 1/2%

Date Principal Interest Total Debt Servi

6.1981 $ 43,910,000 $ 40,424,300 $ 84,334,300

6.1982 47,645,000 36,691,950 84,336,950

6.1983 51,690,000 32,642,125 84,332,125

6.1984 ‘ 56,085,000 28,248.475 84,333,475

6.1985 60,855,000 23,481,250 ' 84,336,250

6.1986 66,025,000 18,308,575 84,333,575

6.1987 71,640,000 12,696,450 84,336,450

6.1588 77.730,000 6,607,050 84,337,050

Totals $475,530,000 $199,100,175 $674,680,175

Net Outstanding Debt Service 

Refunding Bonds Debt Service

Gross Savings

Gross Savinos

S 8 3 1 ,184,841 
674,680,175

$1 56,504,666

Present Value Savings

Net Outstanding Debt Service Present Value ? 8.5% 
Refunding Dett Service Present Value 5 8.5'

Fresent Value of Difference

$488,608,900
-475.530,000

$ 13,028,900
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April 7, 1930

Issue "B" - 8 1/2%

Date Principal Interest Total Debt Servi

6.1981 $ 77,895,000 $ 39,233,875 SI 17,128,875

6.1982 84,520,000 32,612,800 117,132,800

6.1983 91,705,000 25,428,600 117,133,600

6.1984 • 99,500,000 17,633,675 117,133,675

6.1935 107,955,000 9,176,175 117. 31,175

Totals $461,575,000 $124,035,125 $585,660,125

Net Outstanding Debt Service 
Refunding Bonds Debt Service

Gross Savings

Gross Savinas

$831,184,841 

585,660,125

$245,524 ,716

Present Value Savings

Net Outstanding Debt Service Present Value P 6.5% 
Refunding Debt Service Present Value P 8.5%

Present Value of Difference

S488,608,900
-461,575.000

$ 27,033,900

The "A" issue plan drains an extra $167,:?:,416 over an eight-year 

period froTi the general funds of t-e State; this being over and above 
the existing debt service. In otter *o':s & r. additional average of 
$21,000,000 per year is committed to de:t service.

The "B" issue plan drains an extra S256,517,994 over a five-year 

period .fro:n the State's general funds c:“.;ired to outstanding deb: 

service, or an average of in excess cf 5:2,000,000 annually.' Obviously, 
this latter plan is more "dramatic1 and also produces an extra $14,000,000 
in present value savings.
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April 7, 1580

The merits of both plans can be discussed in detail at a formal presenta­
tion. At that presentation to the State Bond Committee, in a form as 

suggested by Anselm Staack, the escrow investment income will be demon­
strated to provide the necessary funds to fully extinguish the State's 
outstanding debt.

We look forward to hearing from you as to when we might return to Juneau 
for a formal presentation. At that time, we will be'accompanied by repre­

sentatives of Haynes & Miller, special counsel on the debt reorganization.

cc: Mr. Anselm Staack, Department of Revenue 

Rep. Hugh Malone, House of Representatives 
Mr. Jim Rhode, Rep. Malone's Aide 
Rep. F.uss Meekins, House of Representatives 
Mr. Mike Doogan, Rep. Meekins' Aide

SineprrO v

SLP:lh



TABLE 1
INTEREST RATES ON BONDS 

OF TWENTY YEAR OR GREATER MATURITIES

Aa Aa
YEAR CORPORATE MUNICIPALS

1979 9.77 6.00
197G 8.98 5.65
1977 8.20 5.34
1976 8.59 6.09
1975 9.51 6.70

Five-year Average

DIFFERENCE

3.77
3.33
2 . 8 6
2.50
2.81

3.05

Source: November 1979 Treasury Bulletin



AVERAGE 
YIELDS 

OF 
LONG 

-TERM 
BONDS



DEBT SERVICE REQUIREMENTS

The annual debt service requirements on all outstanding State o( Alaska general obligation 
bonds are shown below, together with the estimated annual debt service requirements on the 
State of Alaska 1979 Bonds, Series B, assuming interest at 6%.
Fiscal
Year
Ending 
June 33

D eb t Service on Outstand ing Bonds 1979 Bonds Series 3 Estimated 
Debt Service 

Tota lP rin c ip a l in te rest Total P rinc ipa l In terest To ta l

1979 . . . .  S 25,710.000 S 33,177,202 5 58.887,202 3 — S — 5 — S 58,887,202

1980 . . . .  36,780,000 33,825,273 72,605.273 6.000.000 3.600.000 9.600,000 82,205,273

1981 . . . .  37,045.000 31,604,607 68,649,607 6,000.000 3.240,000 9.240.000 77,889,607

1982 . . . .  <0,265,000 29.432,781 69,697,761 6,003,000 2.880.000 8.880.000 78,577,761

1983 . . . .  <0,500,000 27.147.922 67,647.922 6.000.000 2.520.C00 8.520,000 76.167.922

19W . . . .  <0,9<5.000 24.894.165 65,829.165 6.000.000 2,160,000 8,160.000 73,999,165

1985 . . . .  <0.830,000 22.C24.860 63,454.860 6.000 1.800.000 7.800,000 71.254.860

1985 . . . .  <2.235,000 20,340.763 62.575.763 6.000 r 30 1,440,000 7.440.000 70,015,763

1567 . . . .  <1.350,000 18.071.221 59.421.221 6,030,000 1,080.000 7,080,000 66,501.221

1558 . . . .  <1,665,000 15,815.505 57.480.505 6.003,000 720,000 6.720.000 64.200.505

1989 . . 36,717,000 13,509.721 50.226.721 6.000,000 360.000 6,360 000 56,580.721

1993 . . 28.550,000 11,581,590 40.131.500 - 0 - •0. <0,131,590

1951 . . . .  28.989000 9.958.430 38.247,430 -O - •0- •0- 3B.P«7.<30

1952 . .  29.8<9.000 6.303.425 36,152.425 -O - •0- •0- 38.152.425

1993 . . . .  25C63 000 6.656.967 31,719.967 -0~ •0* •0- 31,719,967

1994 .. . .  20.593 000 5.219.975 25 817.975 - 0 - •0. •0- 25.817,975

1595 . . 15,056,000 3.957,625 23.C33.625 •O - *0* •0- 23.063.625

1955 . 16 610.000 2.664.412 21.474.412 -o- •c . •0- 21,474.412

1697 .. U  865000 1.600.419 16 615.419 -0- -0- •0. 16665.419

1523 13 330 000 1,008.194 14 339.124 - 0 - •0* •0* 14.338.194

1555 • 6,6X0 000 366.931 9 038.931 - 0 - •0. •0. 9 C28.931

3* *■ ̂ •  • • * 2.531.000 <9 031 2 (0 0 0 5 1 - 0 - -O- •0. 2.600.081

7CU ! ..  563C 213 000 Sa ; : ?63 CS9 591* 4:6 .012 112.000 000 5 19 1 20.000 519.600 000 $ . *38.276.030



THE LEGISLATURE
BUDXMHD M ~  COHHIIM

FINANCE D IV IS IO N  
POUCH IVF-STATE CAPITOL 
JUNEAU, ALASKA 99B11 
PHONE: 19071 165-3795

M E M O R A N D U M

TO: Hon. Leo Schaeffer DATE: February 6, 1980
House Finance Committee

7 #>FROM: Milt Larker' H' SUBJ: Paying off State Bonds
Fiscal Analyst

Outstanding state general obligation bonds of $670,503,000 could be paid 
off with an appropriation of $546 million according to item 2 of the 
attached letter from John Nuveen & Co., the state's financial advisor.

The prefunding approach suggested by Nuveen would not cost the state any 
lost interest as would paying off the bonds immediately. In other words, 
the state hangs on to its cash, invests it at taxable rates, say 102, 
while continuing to pay off bonds at only 62 or so, thus earning a net 
of 42 interest which it would not earn if the bonds were simply paid off.

Yet, the prefunding approach does assure bondholders of being paid off.
This has two effects. One, existing bonds would immediately get improved 
ratings; the state would not benefit on this account but the bondholders 
would as there would be an immediate increase in the value of thiir bonds 
should they wish to sell them. Sterling Gallagher of Nuveen 6 Co. has 
suggested the state try to capture some of the increase in bond prices 
that would occur by making the prefunding contingent on bondholders turning 
in their existing bonds in exchange for new bends with a losscr coupon or 
interest rate. Wo could split the difference of the price increase with them.

The second effect of prefunding would be to improve the ratings or any 
future bonds the state Issues. Here, the rtate would get the fu 1 benefit
of the effect. However, as the attached tables indicate the rax mum reduc­
tion in the interest rates would normally h ’ no more than thirty basis 
points or .32 This is based on the state g:ir.g from its present A1 or A+
rating to Aaa. On $100 million of bends with an average 5 year maturity,
this would thus save the state at most $1,9:D,CC0 in interest coats over the
life of the bonds.

•

Sterling Gallagher has also suggested that ^refunding only the later maturities 
oi the bonds could have the same effect on the interest cost to the state of 
future bond issues. In other words, the stite'c revenues on Prudhoe Ray pro­
duction in the ncar-tern would provide maxi-um security for bonds while prefunding

31.01 L»«
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would serve the same function after Prudhoe begins to decline. Mr. Gallagher 
estimates only $100 million in prefunding would be required to prefund the 
tail end of outstanding state COB's.

If you wish to seriously consider an appropriation for prefunding, we should 
request a legal opinion from state bond counsel as to whether such prefunding 
wjuld cause any IRS arbitrage problems. In other words, the guarantee fund 
established by prefunding could result in the IRS finding that the prefunded 
bonds are arbitrage bonds and taking away the federal income tax exemption 
allowed on interest received by the bondholders. This would have no direct 
cost to the state, but the bondholders would undoubtedly prefer that prefunding 
not be done in that case.

In the attached letter from Orrick, Herrington, the state's bond counsel, a 
preliminary judgment is made that "establishment of the fund (prefunding account) 
probably could not affect the tax status of interest on bonds issued before the 
fund is established".

MB:kw
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FINANCE D IV IS IO N  
POOCH \VF-STATE CAPITOL 
JUNEAU. ALASKA 99811 
PHONE: 19071 465-3795

M E M O R A N D U M

TO: Hon. Leo Schaeffer DATE: February 6, 1980
House Finance Committee

i BFROM: Milt Barker' r' SUBJ: Paying off State Bonds
Fiscal Analyst

Outstanding state general obligation bonds of $670,503,000 could be paid 
off with an appropriation of $546 million according to item 2 of the 
attached letter from John Nuveen L Co., the state's financial advisor. 

r -
The prefunding approach suggested by Nuveen would not cost the state any 
lest interest as would paying off the bonds immediately. In other words, 
tne state hangs on to its cash, invests it at taxable rates, say 10£, 
while continuing to pay off bonds at only 61. or so, thus earning a net 
of 4£ interest which it would not earn if the bonds were simply paid off.

Yet, the prefunding approach docs assure bondholders of being paid off.
This has two effects. One, existing bonds would immediately get improved 
ratings; the state would not benefit or. this account but the bondholders 
would as there would be an immediate increase in the value of their bonds 
should they wash to sell them. Sterling Gallagher of Nuveen L Co. has 
suggested the state try to capture some of the increase in bond prices 
that would occur by making the prefundins contingent or. bondholders turning 
ir. their existing bonds in exchange for new bcr.ds with a lesser coupon or 
interest rate. We could split the difference cf the price increase with them.

The second effect of prefunding would be to improve the ratings for ar.y 
future bonds the state issues. Here, the state would get the full benefit
of the effect. However, as the attached tailcs indicate the maximum reduc­
tion in the interest rates would normally be nc more than thirty basis 
pciius or .31 This is based on the state gtir.g from its present Al or A+
rating to Aaa. On CIOO million of bond? with an average 5 yecr raturity,
this would thus save the state at most SI,952,020 in interest costs over the 
life cf the bonds.

Sterling Callaghcr has also suggested that prefunding only the later maturities 
of the bends could have the sane effect on tne interest cost to the state of 
future bond issues. In other words, the atste's revenues on Prudhor Bav pro- 
ciction in the near-term wculd provide raxirjr security for bonds while prefunding
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would serve the same function after Prud'noe begins to decline. Mr. Gallagher 
estimates only $100 million in prefunding would be required to prefund the 
tail end of outstanding state GOB's.

If you wish to seriously consider an appropriation for prefunding, we should 
request a legal opinion from state bond counsel as to whether such prefunding 
would cause any l~Kb arbitrage problems. In other words, the guarantee fund 
established by prefunding could result in the IKS finding that the prefunded 
bonds are arbitrage bonds and taking away the federal income tax exemption 
allowed on interest received by the bondholders. This would have no direct 
cost to the state, but the bondholders would undoubtedly prefer that prefunding 
not be done in that case.

In the attached letter from Orrick, Herrington, the state's bond counsel, a 
preliminary judgment is made that "establishment of the fund (prefunding account) 
probably could not affect the tax status of interest on bonds issued before the 
fund is established".

KB:kw



John Nuveen £ Co.lncorporated 209 South LaSalle Street.Ch i cag o , I l l i no i s  60604

January 21, 1980

Kilt Barker
Fiscal Analyst
Alaska State Legislature
Budget and Audit Committee
Finance Division
Pouch WF - State Capitol
Juneau, Alaska 99811

Dear Kilt:

This letter responds to the questions posed in your letter of 
January 2 regarding policies affecting management of the State's 
debt.

1. Shculd the State bond or pay cash fcr future capital improvements?

In today's tax-exempt market, Alaska can borrow funuS at interest 
rates ranging from 6.20V to 7.1V depending on maturities. Currently, 
the State can invest surplus revenues in a variety of high quality 
money market instruments at yields of 10 to 13V cr more. So long as 
Alaska continue* to pursue a policy of prudent growth in its 
outstanding indebtedness, it can and should continue to benefit from 
the favorable interest rate differential that exists between the rate 
at which it borrows and the rate at which it can invest. Tne credit 
standing of the State is not so much affectti by the means chosen to 
finance capital improvements as it would be ry the magnitude of 
capital improvement programs in relati:n to the State's long-term 
sources of revenuo.

2. Could retirement of all or part cf Alaska*s outstanding
ir.daotedncrs Improve its credit ratine?

Alaska's outstanding general obligation -'cbt cf approximately 
Sc70-mullion could be prefunded by the creation cf a special 
investment account, the principal and interest of which would be used 
e x c l u s i v e l y  to meet interest and principal payments on the debt. A 
deposit of 5546-nillicn to be invested in appropriate U.S. Government 
Securities*at today's market yields wc.id generate sufficient cash to 
reet principal and interest on the S6T-million outstanding general 
obligation debt. Tnis deposit is S124-r.illicr. less than the cost of 
simply paying off the debt. Whether t*c Stito prefunds the debt or

i;s3 u :>i u  :%».s i«c ( «im c*»u c o .m w  u s  »« s:
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those to be derived from a prefunding cf the State's general 
obligation debt. In addition, the credit standing end debt capacity 
of local governments in Alaska would be substantially improved.
During my visit to Juneau this week, we will assemble the data 
necessary to provide a preliminary estimate of the cost and potential 
financial advantage to be derived from a prefunding of the outstanding 
school, debt.

1 look forward to an opportunity to meet with you later this 
week.

Sincerely,

Anthony ?. Dean 
Assistant \'ice President
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D IF F E R E N C E S  B E T W E EN  A N N U AL A V ERA CES O F  YIELDS O N  26-Y E A R , 
G E N E R A L  O B L IG A T IO N  B ONDS. BY R aT IN C  
(B u i s  Points)

D i l lm n t i i l  G r id r s
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O c t o b e r  30, 1979

Mr. J. K. H o g a n  
D i r e c t o r
L e g i s l a t i v e  F i n a n c e  D i / i s i o n  
S t a t e  of A l a s k a  
P o u c h  WF, S t a t e  C a p i t o l  
Juneau, A l a s k a  99811

D e a r  Mr. Hogan:

In r e s p o n s e  to the q u e s t i o n s  in y o u r  lett e r  
of O c t o b e r  15:

1. This q u e s t i o n  w i l l  .need c o n s i d e r a b l y  more 
e l a b o r a t i o n  b e f o r e  I can a n s w e r  it w i t h  any r e a s o n a b l e  
assurance. I am n o t  sure w h e t h e r  the s u g g e s t e d  fund is 
to b e  used to guara n t y  debt service on g e n e r a l  o b l i g a t i o n  
1 nds of the State or debt service on g e n e r a l  o b l i g a t i o n  
b o n d s  of local g o v ernments in the State. I do n o t  k n o w  
the source of the mon e y s  to be put into the fund, b u t  
I a s s u m e  that those moneys w i l l  not come from any p r o c e e d s  
of bonds. On that basis, I do not think that a p r o p e r  
i n t e r p r e t a t i o n  of the Internal Revenue Code w o u l d  r e s u l t  
in any a r b i t r a g e  y i e l d  restrictions on the fund, b e c a u s e  
the a p p l i c a b l e  Code p r o v i s i o n  relates to the use of the 
p r o c e e d s  of bonds.

However, the Internal Revenue S e r v i c e  has 
s t r e t c h e d  and d i s t o r t e d  the t e r m  "proceeds" in the T r e a s u r y  
R e g u l a t i o n s  and rulings thereunder. The r e s u l t  a p p e a r s  to 
be that, if the State deposits moneys from any sour c e  i n t o  
a fund to be used to pay the debt s e r v i c e  on general o b l i­
ga t i o n  bonds o f  the State or on g e n eral o b l i g a t i o n  bonds of 
local governments, or wnic fund is p l e d g e d  as s e c u r i t y  for 
any s u c h  d e b t  service, the Internal R e v e n u e  S e r v i c e  w o u l d  
c o n s i d e r  the fund to be "proceed^" s u b j e c t  to a r b i t r a g e  
y i e l d  restrictions. This is i n d i c a t e d  by Rev. Rul. 76-302 
a n d  Rev. Rul. 78-348, a copy of w h i c h  is enclosed.

Ev e n  on this basis, the e s t a b l i s h m e n t  of the fund 
p r o b a b l y  could not affect the tax status of i n t e r e s t  on bcr.ds 
i s s u e d  bef o r e  the fund is e s t a b l i s h e d  or b e f o r e  it was e x p e c t e d
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to b e  e s t a b l i s h e d .  Moreover, if the a m o u n t  in the f u n d  
c o n s i d e r e d  a l l o c a b l e  to bonds h e r e a f t e r  issued, t o g e t h e r  
w i t h  a n y  o t h e r  amounts c h a r g e a b l e  u n d e r  a r b i t r a g e  rul e s  to 
the "minor p o r t i o n "  o f  the p r o c e e d s  of those b o n u s  w h i c h  is 
n o t  s u b j e c t  to arbitrage limit a t i o n s ,  do n o t  a g g r e g a t e  m o r e  
than 15% o f  the face a m o u n t  of those bonds, the i n v e s t m e n t  
o f  the fund s h o u l d  n o t  be s u b j e c t  to a r b i t r a g e  y i e l d  r e s t r i c­
tions .

T h e  f o r e g o i n g  is all s u b j e c t  to f u r t h e r  q u a l i f i c a­
tions  a n d  c o m p l e x i t i e s ,  b u t  I think there is no p o i n t  in 
p u r s u i n g  t h e m  here. If y o u  can give me a c o m p l e t e  d e s c r i p­
tion of the w o r k i n g s  of the p r o p o s e d  fund, I w i l l  try to give 
y o u  a m o r e  d e f i n i t i v e  a n s w e r  as to the federal i n c o m e  tax 
results. If there is any s p e c i a l  n e e d  o r  d e s i r e  for s u c h  a 
fund, I m i g h t  s u g gest r e q u e s t i n g  a r u l i n g  f r o m  the I n t e r n a l  
R e v e n u e  S e r v i c e  as to their t r e a t m e n t  of the s p e c i f i c  facts, 
a n d  p o s s i b l y  an appeal from that r u l i n g  to the T a x  C o u r t  in 
the q u i t e  p o s s i b l e  event that w e  c o n s i d e r  the rul i n g  to be 
c o n t r a r y  to tne law.

In any event, I a m  s o m e w h a t  m y s t i f i e d  as to the 
p u r p o s e  of or n e e d  for the p r o p o s e d  fund, p a r t i c u l a r l y  if it 
is to relate to g e n eral o b l i g a t i o n  b o n d s  of the State.

2. The issuance of b o n d s  by the S t a t e  in the 
p r e s e n c e  of a "massive general fu.»c surplus" s h o u l d  n o t  r e s u l t  
in t a x a b i l i t y  of the interest on the bends, a n d  it s u r e l y  
w o u l d  not. This con c l u s i o n  appears to be s u p p o r t e d  by Rev.
Rul. 7S-302 (enclosed). However, y o u r  p h r a s i n g  of the cue*.ticn 
in terms of "a p o s s i b l e  arbitrage- p r o b l e m  w i t h  the IRS'1 p r o m p t s  
me to note that the I .IS has gone Z j far in its p u r s u i t  of 
" arb i t r a g e "  that I wo u l d  not be e n t i r e l y  s u r p r i s e d  at a n y t h i m  
that o r g a n i z a t i o n  m i g h t  contend.

I n c o n n e c t i o n  w i t h  ail of the fcrejoing, I urge 
y o u  and o t h e r s  in the State g o v e r n m e n t  to s u p p o r t  the b i l l  
s p o n s o r e d  b y  the M u n icipal F i n a n c e  O f f i c e r s  A s s o c i a t i o n  and 
about- to oe i n t r o d u c e d  in C o n gress to cure p r o b l e m s  like these 
and to p r e v e n t  further excesses.

Sir.cereiv y o u r s ,

E n c l o s u r e
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M E M O R A N D U M  

DATE: January 18, 1980

TO: Honorable Terry Gardiner, Speaker
Alaska State House of Representatives

tibFROM: Milt B a r k e r , Fiscal Analyst
Legislative Finance Division

S U B J : Bonding Policy

This Memo is in response to a number of questions you posed 
regarding bonding and capital projects, some of which were 
addressed by Jay Hogan in his November 14, 1979 Memo to you 
(a t tached). The remaining questions and my comments follow.

1. W h A T  ARE THE PRO'S AND CON'S OF PAYING CASH OR BONDING 
FOR CAPITAL IMPROVEMENTS?

Pragmatism and Equity

Most state ana municipal governments most of the time do not 
have the luxury of thir choice; borrowing is often fhe only 
pragmatic and eauital: e way of funding capital improvements.

Most governments which would attempt to fund major capital 
spending for the first time by cash would be compelled to 
raise taxes, always a decided.y unpopular move, or perhaps 
reduce operating expenditures. Certainly the question presumes 
that if Alaska were to pay cash it wou l d  do so from the large 
surpluses it is enjoying, rather than a tax increase or budget 
reductions. So, unless a decision is m a d e  to pay over the 
entire surplus to all Alaskans, the option of cash for capital 
projects would be viable.

Conceivably, a government could pay casi. by takina a rather 
small- additional tax bite each year and accumulating it until 
sufficient funds were available. However, this means p o s t­
poning the project until the cash is in hand, whereas borrowing 
permits immediate enjoyment of the project's benefits.

31-QtLM
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This attraction of borrowing is not m e r e l y  a desire for early 
r e alization of project benefits but m a y  involve pracmatic 
considerations as well; certain types of projects such as 
schools m a y  is needed now but not necessarily twenty years 
from now. Fortunately for Alaska, paying cash need not mean 
delay.

It is not unknown for governments to accumulate cash for 
projects. Where project cost is relatively small paying 
cash will not result in a large tax bite or undue delay as, 
for example, when Juneau financed its swimming pool and ski 
area from sales tax surcharges. Or cash can be an option 
if politically acceptable ways of generating relatively large 
cash flows can be found, as Texas has in using royalty proceeds 
for university construction.

Of course, Texas' method involves a non-tax source of funds.
It could be argued that even without its large sjrplus, Alaska 
is obligated to pay cash for a sizaole amount of projects 
because of a situation similar to Texas'. That is, AS 37.05.- 
157 creates a "reserve for capital outlay" account in the 
general fund while AS 3 7 . 0 5 . 1 d 8 creates a "reserve for energy 
facilities development" account which are to receive respective 
allocations of 25% and 5% of mineral bonuses, rentals and 
royalties. This would be respectively $268.4 million and 
$53.6 m i l lion for FY 81 at a minir on ua^ed on current oil 
prices, and could arguably be increased since no funding of 
capital projects has been designated as coming from these 
two accounts since their inception or. October 15, 19/8.

Equity considerations normally favcr bonding, the more so 
that bond payments are scheduled over the life of the project 
so that those who enjoy its benefits are the ones to pay for 
the project. If a government w e r e  to pav cash for a capital 
improvement program that varied significantly in amount from 
year to year, those arriving :u.t after major improvements 
were made would be getting a free ride, while those leaving 
just after would be paying for something for nothing.

As well as for transiency, there is an intergenerational equity 
problem, since older persons ray pay for but not live to enjoy 
the benefit? of a ctih-funJed capital improvement, while many 
younger persons not yet paying taxes will nevertheless be 
around to enjoy the benefits.

To the extent capital budgets were constant in real terms, 
there wou l d  be na equity problems. Alto, the equity c o n s i d­
erations for transients would tend tc be ameliorated if other 
governments were funding capital improvement programs with 
cash.
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A r b itrage

Turning to financial considerations though, bonding is to be 
preferred to paying cash because of interest arbitrage. That 
is, instead of paying cash, the state could ir.vest its surplus 
at taxable market rates of interest and use these invested 
funds and earnings to pay off bonds issued at lower rates of 
tax-exempt interest, and pocket the difference in interest 
r a t e s .

Table 1 shows that the average spread in interest rates between 
Aa rated long-term corporate and municipal bonds averaged 2.5% 
to 3.77% during the last five years, with a recent differential 
of 4.46% for October 1979. Ch a r t  1 traces these rates back to 
1969.

As Table 2 shows, rates for ten year maturities which typify 
A l a skan issues are about .5% lower than the twenty year 
m a t u r i t i e s .1

Also, Alaskan bonds are rated Al by Moody's and A+ by Standard 
and Poor's, thus selling at about .1% higher than the Aa bonds. 
All told, this means a spread in rates between 3% and 5% between 
Al a skan bonds and the market. The attached December 31, 1979 
letter from John nuveen & Co., the state's financial advisor, 
corroborates this information.

A 3% mini m u m  spread or 4% average spread would mean the atate 
could earn respectively $19.2 mill i o n  or $26.4 million in 
interest arbitrage over the life cf $100 m i l lion in bonds 
issued with a five year average maturity. Presumably, active 
portfolio management can improve arbitrage earnings beyond 
the average spread.

ona The amount of arbitrage could alsc be increased by issuing
a t u n t i e s  bends with longer maturities. A longer payback means we
nd hang onto our cash longer and pocket the difference in earnir.gs
rbitrage longer; it means greater outstanding bonded indebtedness in

t o t a l .

^-This lesser rate for shorter maturities is partially a 
reduction in risk premium, sir.ee a lender's funds are not 
exposed as long, as well as a reduction in the liquidity 
p r e mium that is largely due to the greater presence o * 

banks in the short-term municipals market. Banks have to 
b a l ance short-term liabilities (checking and passbook savings) 
w i t h  short-term assets.
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As m e n tioned previously, there is normally an interest penalty 
of .5% for twenty year maturities in comparison w i t h  ten year 
maturities. In Alaska's case, the penalty would be even greater 
b e c ause our credit is really based on the somewhat shorter 
period of prolific Prudhoe production. Assuming that the 
a m o u n t  of indebtedness projected to be outstanding in the 
p o s t - P r u d h o e  period is not so large as to make a bond u n m a r k e t­
able, the potential arbitrage on a $100 m i l lion issue with an 
average life of ten years would be $28.8 million or $43.2 m i l l i o n  
respec t i v e l y  for spreads of only 2% m i n i m u m  or 3% on average. 
Certainly, there has to be room for some lengthening of Alaska 
maturities, either in new issues or in refinancing of old ones, 
ba s e d  on the doubling of world oil prices in the last six months 
and the d e c o n t r o l  of Prudhoe oil which began January 1980 —  
if there is also restraint in spending decisions in relation 
to the revenues that w i l l  be available, sufficiently so to 
impress the bond market.

Effects on Spending

In fact, che postulated arbitrage gains may be completely 
h y pothetical depending on the effects bonding has on spending 
and investment decisions of the state.

It may be argued that the bonding method assures greater 
political consensus, if not restraint, on the projects to 
be undertaken since referendums are required. Some feel 
that capital spending is greater under the bonding process 
than through appropriations because of the need to regionally 
balance bond proposals to assure voter approval. In the last 
three general elections, four out of thirty bond propositions 
have failed, counting the new capital bond issue.

A p o s sible greater inducement to in<~ ased spending through 
the bonding process is the amount o. cash that is freed up.
Instead of being invested and earning arbitrage it may be 
a p p ropriated as well, for operating budgets if not capital —  
if not in the current session, then the next. On the other 
hand, cash for capital projects has as one of its main attractions 
the attribute of being a brake on the operating budget, if not 
the capital budget. In ^he case of capital, cash for projects 
would preserve unused debt capacity that could be "banked" for 
use in future sessions. Alri, an enunciated policy of cash 
for projects may seem to be an implied endorsement of spending 
all the cash on capital projects.

T h e  choice of the method of financing may not be the most 
critical factor affecting the level of expenditures. Financing 
choices cann o t  substitute for policy determinations as to what 
the expenditure level should be ncr fcr a good capital and


