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SECTIONAL ANALYSIS HB 327

PURPOSE: This bill would add naturopaths to the list of professions like 
hairdressers and physical therapists who are statutorily r eg1 dated and 
licensed in the State of Alaska. Alaska law currently contains no provisions 
with regards to this group of health care providers.

Sec.l Adds naturopathy to the scope of Title 8 .

Sec.2 The Department of Commerce and Economic Development is authorized to 
license and regulate naturopaths. Eligibility for licensure includes a high 
school diploma, two years of undergraduate work and at least 90Z completion 
of a four-yar program of study at a school accredited by the National Assoc­
iation o f  Naturopathic Physicians. The courses to be included in the program 
of study are listed. The last requirement is successful completion of a test
given b y  the department, which nay be supplemented by oral examinations or
other practical tests.

This section allows for equivalency standards for attainment of a license.
Since these proposed regulations are similar to laws in other state trans­
ference of licensure is not difficult to assess. Revocation is baiwl on al­
legations of fraud or deceit; wilfull violations of the provisions of the 
bill, or unprofessional conduct. The fees for examination and licensure are 
set out.

A  naturopath under this statute m a y :
1. perform physical examinations, write prescriptions for authorized 
substances, admit patients to nursing homes and hospitals, and sign 
birth and death certificates.
2. use diagnostic systems.
3. treat persons by stimulation of normal functions.
A. perform minor surgery in superficial locations of the body,
use local anesthetics and practice natur'-l childbirth.

A  naturopath is prohibited from performing major surgery, using narcotics, 
using radiation therapy, and using any drugs other than those provided for 
under this chapter.

Misconduct with regard to use of a naturopathic license or observance of the 
provisions of this chapter is punishable as a Class B misdemeanor. Practice 
of naturopathy without a license is a Class A  misdemeanor.

This chapter includes definitions of department, naturopath and unprofessional' 
conduct.

Sec.3 This section allows the Commissioner of Cocmerce and Economic Development 
to retroactively license all persons who qualify under this chapter and who 
apply no later than 6/30/82.

Sec.A Effective date is 7/1/81/.



T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

T W E L F T H  L E G I S L A T U R E

FI S C A L  N O T E  t,

• I. REQUEST
Bill/Resolution No. HB 327 ;______________________________________
Title An Art Relating to the Licensing of Practit.innprs of Naturopathic Medicine 
Requested bv Mart-in   Date April 9. 19B]

II. F I S C A L  D E F A I L
Agency Affected Ponartmont nf Cnmrnprco and Frnnnmir Develo p m en t____________________
Program Category Affected Pnhlir P r n f e r t i n n ________________________________ __________

BRU, Program, or Subprogram(s) Affected Regulation and licensing of professions - Admin 
(Note: If more than one budget component is affected, separate line-item amounts and funding for each 
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E X P E N D I T U R E S  (Thousands of Dollars)

F Y  81 F Y  82 F Y  8 3 F Y  84 F Y  .85 .FY86-
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?nn TRAVET 1.1 .5 .6 .7 .8

TOO CONTRACTUAT 1.5.. __ - _ J L J  - . U2_ 1.3 1,4

400 COMMODITIES
son E O I JIPMENT
600 L A N D  &  S T R U C T U R E S

700 G R A N T S .  CLAIMS. ETC. _
•
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I I I .  A N A LY S IS  (Sec Fiscal Note Preparation Instructions, Section I I I )
1, './EL ( 125 in f la t io n  fac to r  projected ) 
Hoid 3 Hearings; e day each; 
one staff person; choraae, 
Fairbanks and Juneau.
FYS2 only

Hole 2 Exams in Anchorage. One 
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C0::~? ;:T U ^ _ ( 75 in f la t io n  fa c to r  projected )
rer.ta', for hearings and exams.
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Page 2 line 8
Delete Line lines 8 through 29 and lines 1 through 11 on Page 3. 
Insert the following:

( ( "

S e c .  O 8 . 4 5 . l l O .  .LICENSUBE A S  A  h'ATUBOPATEIC P E TS IC I A B .  To.be 

^eligible for a license aB a naturopathic physician, an applicant shall
f

(1) hold a high school diploma or the equivalent}

(2 ) havi completed two years of postsecondary education at 

an accredited college of liberal arts or sciences;

have attended at least 90 percent of the hours required 
legally chartered

yrY for graduation and graduated from ay^school or college of naturopathic

medicine that has as a requirement for graduation successful completion 

>f a course of resident instruction of at least nine months actual 

ittendance in each of four years and successful completion of a course 

1 of instruction totaling 4»5 0 0 hours or more;

(4 ) the course of study Bhall inoludet

(A) anatomy (including histology and embryology) and

(B) microbiology, immunology taxd public health;

(C) pathology and diagnosis (including physical, 

c l i n i c a l , 1-ray, and symptomatology diagnosis)}

first aid and emergency medicine; 

obstetrics and gynecology; 

orthopedics; 

minor surgery; 

proctology t 

otolaryngology} 

physiotherapy and manipulative techniques; 

clinical nutrition;

herbology;

naturopathic theory, practice and therapeutics;

clinical practice; 

Jurisprudence;

succeesfully oomplete an examination given by tho department.
I---

(6) not have a license to practice naturopathic medicine in another 
state, province or territory which is currently ‘suspended or revoked for disciplinary

(7) be a citi zen of the U'JA or be lawfully admitted for permanent residence

(8) be of good moral character,



(3) and demonstrates to the satisfaction of the department 
qualifications at least equal to theses required of persons eligible 
for licencing under this chapter.

Sec. 08.45. 140. Continuing Education Requirements, (a) Practioners 
under tfdLs section ' •* shall pursue a high degree of competence in

Naturopathic Medicine by completing continuing education 
requirements delineated by the department.

(b) Before a license may be renewed the licensee shall submit evidence 
to -the department that continuing education requirements prescribed by 
regulations adopted by the department have been met.

(c) The department may exempt a naturopathic practitioner frcra the 
requirements of (b) of this sectic.i upon an application by the licensee 
giving evidence satisfactory to the department that sol* is unable to ocnply 
with the requirements because of extenuating circumstances; however,
no person may be exempted frcm the requirements of this subsection more 
than once in any five year period.

Page 4 line 10 
Insert:

(4) impersonates another physician.

(5) practices under an assumed name.

(6) is convicted of a crime involving moral turpitude.

Paae 4 line 19

'̂ r?u  Delete:
1 d to hospitals and nursing hemes,

Page 4 line 23 
Insert:

mechan^cal (including acupuncture),

Page 5 line 10 
Delete:

T U X  use narcotics;
Insert:

^  1156 0311 t ^ l l ^  substances as defined in state law;

Page 5 line 12 
Delete:

use dtur* except ... maintenance of life.
Insert: local anesthetics. :
^  use dru. except antiseptics^ m i n e r a l s  and extract

/X/t77U' or concentrates obtained from plants or animals.



Page 4 line 28 
Delete:

fig fr C d  «- >  perform minor surgery, including the drawing of 

Insert:
draw

Page 5 line 1 

Delete:
surgical

Page 5 .J...
Delete:

lines 4 & 5

Page 5 line 9 
Delete:

major
Insert:

surgery (except as provided in (4) (C) of this section);
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House B ill No. 327

"An Act relating to the licensing of practitioners of naturopathic healing; 
and providing for an effective date."

The b ill provides for the licensing of naturopaths and defines qualifications 
necessary for licensure.

Definition

Naturopathy is defined as a system of treatment which emphasizes assistance 
to nature and includes the use of natural substances and physical means. 
Methods of treatment commonly include corrective nutrition, use of vitamins, 
minerals, enzymes and botanical preparations, counseling, hypnotherapy, 
massage, manipulation and other physical methods. There is apparently some 
controversy among naturopaths regarding the use of surgical methods.

Educational Background of Naturopaths

The National College of Naturopathic Medicine, with campuses in Portland, 
Oregon and Witchita, Kansas, is  the only residential institution in the 
U.S. offering a curriculum in naturopathy. The course duration is four 
years. Admissions requirements include high school graduation and two 
years of college or university (there has been discussion with regard to 
expansion to three years). There is also a correspondence school of naturo­
pathy in California. Graduates of this program would not be elig ib le for 
licensure in Alaska under the requirements contenplated in H.B. 327.

Current Status of Naturopathy in Alaska

Alaska currently has 1 10 statute providing for the licensure of naturo­
pathic physicians. The Attorney General has held that, to the extent that 
naturopathy constitutes the practice of medicine as defined in the Alaska 
Statutes', any person practicing naturopathy would be required to be licensed 
by the State Board of Medical Examiners.

Position of the Department of Health and Social Services

The sc ientific  basis of naturopathy has been questioned by the medical 
community. In a 1968 study, the IJ. S. Department of Health, Education and 
Welfare stated that "naturopathic theory and practice are not based upon 
the body of basic knowledge related to health, disease and health care which 
has been widely accepted by the sc ientific  community." This position has 
remained unaltered. The 'linerican Public Health Association has also ex­
pressed reservations.

Certain disease categories would not appear to be amenable to successful 
treatment through naturopathic methods. A few examples would include malig­
nancies, diabetes in certain age groups or of certain degrees of severity, 
certain types of infectious diseases, etc. Protection of the public would
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require that the public ciearly understands the limitations of the naturo­
pathic approach and that the practitioner be able to recognise those 
conditions in which his therapy would not be beneficial.

The B ill contains no reference to standards of practice to be expected.

The Department recommends against the passage of House B ill 327. I f ,  
however, the Legislature enacts the B i l l ,  the Department would strongly 
recommend limiting the scope of practice by prohibiting surgery, use of 
x-ray, and obstetrical practice by naturopaths.

Recommended by:
E. S. Rabeau, M.D., Directo’r 
Division of Public Health

Date:

Approved by:

Department of Health and 
Social Services

Date:
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AS OUH L E G I S L A T O R  V O  R E C O G N I Z E  BY LAW, T H E  N A T UROPATHIC  PROFESSION. 
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US OR OUR FAMILY. WE W O U L D  PREFER T O  BE ABLE TO CHOOSE BECAUSE  OF 
A V A I L A B I L I T Y ,  FROM ALL OF T H E  D I F F E R E N T  T Y P E S  OF T R E A TM ENT A N D  E S­
PE C I A L L Y  AT TIMES, THE N A T U R A L  M E T H O D  OR N A T UROPATHIC SYSTEM. W E  THE 
U N D E R S I G N E D  HAVE U S E D  OR W O U L D  LIKE TO USE N A T U R O P A T H I C  SERVICES. 
W O U L D  YOU ACT IN OUR B E HALF TO A SSURE US OF OUR C O N T I N U E D  FREEDOM 
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AS OUH L E G I S L A T O H  V O  R E C O G N I Z E  BY LAW, T H E  N A T U R O P A T H I C  PROFESSION.
WE F E E L  IT IS OUH C O N S T I T U T I O N A L  R I G H T  TO BE ABLE TO MAKE OUH OWN 
C H O I C E  IN S E L E C T I N G  THE TYPE  OF D Oox OH A N D  T H E  T Y P E  OF T R E A T M E N T  FOR 
US OH OUR FAMILY. WE W O U L D  P R E F E R  TO EE A B L E  TO CHOOSE B E CAUSE OF 
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AS OUK L E G I S L A T O R  V O  RECOGNIZE BY LAW, THE NATUR O P A T H I C  PROFESSION. 
W E  F E E L  IT IS OUK C O NSTITUTIO N A L R I G H T  TO BE ABLE TO MAKE OUR OWN 
C H O I C E  IN S E L E C T TNG THE T Y P E  OF D O u t UH A N D  T H E  T Y P E  OF T R E A T M E N T  FOR 
US OR OUR FAMILY. WE W O U L D  PREFER TO BE ABLE TO CHOOSE BECAUSE OF 
A V A I L A B I L I T Y ,  FROM ALL OF T HE D I F F E R E N T  T Y P E S  OF T R E A T M E N T  A N D  E S­
PE C I A L L Y  AT TIMES, THE N A T U R A L  M E T H O D  OR N A T U R O P A T H I C  SYSTEM. WE THE 
U N D E R S I G N E D  H A V E  U S E D  OR W O U L D  L I K E  TO USE N A T U R O P A T H I C  SERVICES. 
W O U L D  YOU ACT IN OUR BEHALF T O  A SSURE US OF OUR C O N T I N U E D  FREEDOM 
OF  C H O I C E ?

WE PETITION YOU

NAME ADDRESS
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AS O’JH L E G I S L A T O R  VO R E C O G N I Z E  BY LAW, TilE N A T U R O P A T H I C  P R O F E S S I O N .
W E  F E E L  IT IS O U K  C O N S T I T U T I O N A L  R I G H T  T O  3 E  A B L E  T O  M A K E  OUH OWN 
C H O I C E  IN S E L E C T I N G  T H E  T Y P E  O F  DOuiUK A N D  T H E  T Y P E  O F  T R E A T M E N T  F O R  
US O R  O U H  F A M I L Y .  W E  W O U L D  P R E F E R  T O  BE A B L E  TO  C H O O S E  B E C A U S E  OF  
A V A I L A B I L I T Y ,  F R O M  A L L  O F  T H E  D I F F E R E N T  T Y P E S  O F  T R E A T M E N T  A N D  E S­
P E C I A L L Y  A T  T I M E S ,  T H E  N A T U R A L  M E T H O D  O R  N A T U R O P A T H I C  S Y S T E M .  W E  T H E  
U N D E R S I G N E D  H A V E  U S E D  OR W O U L D  L I K E  T O  U S E  N A T U R O P A T H I C  S E R V I C E S .
W O U L D  Y O U  A C T  IN O U R  B E H A L F  T O  A S S U R E  U S  O F  O U R  C O N T I N U E D  F R E E D O M

O F  C H O I C E ?

. • W E  PETITI ON YOU

N A M E  .ADDRESS
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AS OUH L E G I S L A T O R  V O  R E C O G N I Z E  RY TAW, T H E  N A T U R O P A T H I C  PROFESSION. 
WE F E E L  IT IS OUR C O N S T I T U T I O N A L  R I G H T  TO BE ABLE TO MAKE OU'i OWN 
C HOICE IN S E L E C T I N G  T H E  T Y P E  OF D OutOK A N D  T H E  T Y P E  OF T R E A T M E N T  FOR 
US OR OUR FAMILY. WE W O U L D  PREFER T O  BE ABLE  TO C HOOSE BECAUSE OF 
A V A I L A B I L I T Y ,  FROM A LL OF T H E  D I F F E R E N T  T Y P E S  OF T R E A T M E N T  AND ES­
P E C I A L L Y  AT TIMES, THE N A T U R A L  M E T H O D  OR N A T U R O P A T H I C  SYSTEM. W E  THE 
U N D E R S I G N E D  H A V E  U S E D  OR W O U L D  LI KE TO USE N A T U R O P A T H I C  SERVICES. 
W O U L D  YOU ACT IN OUR B E H A L F  TO A S S U R E  US OF OUR C O N T I N U E D  FREEDOM 
O F  C H O I C E ?

N A M E ________________________ ADDRESS______________________________________ DATE
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Clinic of Natural Medicine
Hatton <£). êttljoltn, o\WD.

Naturopathic Physician
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jA crw  j j u  J c ^tt s th fc L  ; lh  p A f )  -'nMct<£<A^L 

<X /> ( £ t s l< s r J . c C ' [nA  ((L ilL iX Q A  % X iC U a  t C  C o J / \ c cu l  U \* L

^ M y y ^ c / jt / u l A U  [ lC M \ d  C A X .

pA sO tA c isn ^j - ' > r x t £ u c r x j c  Z '} i t / u w t  M cC 'tukL  ~(v d c  • L^-C 
C tn ftT jH /  / f M  U'C <aI  •O'tfi! r i' lactici-na  ->>uv^tc< iw  J 'u

~7]flfu\,k i/Lj a o v (  M o  “'7to V<)4 ) t</ p
u < ) ,  'J  <*‘* c  A c w m w , A c £  ii* u < d  h p \ A c £ ' c ]c  ^ y i i U ^ ^ A i  * c  c

) 101* We *  w wd'AirywH-Wttttri-*' *-10?  • Anchorage, Alaska 09501* ■» Phone (907)776-5077
5£>S? +>• tfor*herr\ l_*6ht5 X/o'-)  ^75»J3



Clinic of Natural Medicine
'Patton P). PettLjolm, oAl.P).

Naturopathic Physician
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M a r c h  29, 1979

M i k e  C o l l e t t a ,  C h a i r m a n  
R u l e s  C o m m i t t e e  
A l a s k a  S t a t e  S e n a t e  
P o u c h  V
Ju n e a u ,  A l a s k a  99811

Re: T h e  P r a c t i c e  of N a t u r o p a t h y  in A l a s k a

D e a r  S e n a t o r  Colletta:

Th i s  l e t t e r  is in r e s p o n s e  to you r r e c e n t  r e q u e s t  
for i n f o r m a t i o n  r e g a r d i n g  the p r a c t i c e  of n a t u r o p a t h y  in 
A l a s k a .

J A l t h o u g h  one s utute, A S  0 8.02.010, m a k e s  p a s s i n g
I r e f e r e n c e  to " n a t u r o p a t h " ,  A l a s k a  has n o  s t a t u t e  w h i c h

r e g u l a t e s  the p r a c t i c e  of n a t u r o p a t h y .  It was this lack of 
l e g i s l a t i o n  w h i c h  led he I d a h o  A s s o c i a t i o n  of N a t u r o p a t h i c  
P h y s i c i a n s ,  Inc., to file a g a i n s t  some 30 s t ates a n d  s e v e r a l  
m u n i c i p a l i t i e s  in order to c o m p e l  the d e f e n d a n t s  to r e c o g n i z e  
n a t u r o p a t h y  as a d i s c i p l i n e  d i s t i n c t  f r o m  the o r t h o d o x  
p r a c c i c e  of m e d i cine.  W h i l e  the suit i n v o l v i n g  A l a s k a  has 
yet to be decided , a c o m p a n i o n  case, Idaho A s s o c i a t i o n  of 
N a t u r o p a t h i c  P h y s i cians, In c . v. U n i t e d  S tates F o o d  and D r u g  
Adn7inist r a t T o n , et al. 58 2  F . 2d 8 4 9  (4th d r .  1 9 7 8 ) , the 
U n i t e d  S t a t e s  C o u r t  of A p p e a l s  for the f o u r t h  c i r c u i t  u n a n i­
mo u s l y  a f f i r m e d  d e c i s i o n s  of two U n i t e d  S tates d i s t r i c t  
c o u r t s  d i s m i s s i n g  the c o u n t y  a n d  s t a t e  d e f e n d a n t s  f r o m  the 
a c t i o n s  f i l e d  by the A s s o c i a t i o n .  We h a v e  no r e a s o n  to 
b e l i e v e  that the o u t c o m e  of the suit i n v o l v i n g  A l a s k a  w i l l  
d i v e r g e  f r o m  the f o u r t h  c i r c u i t  decision.

i A l t h o u g h  the M e d i c a l  B o a r d  has a p p e a r e n t l y  ta ken
the p o s i t i o n  that it is not r e s p o n s i b l e  for the l i c e n s u r e  of 
n a t u r o p a t h s ,  n a t u r o p a t h y  may c o n s t i t u t e  the p r a c t i c e  of 
m e d i c i n e  w i t h i n  the m e a n i n g  of AS 0 6 . 6 4 . 3 8 0 ( 2 ) (A) (C) or

(D):

" P r a c t i c e  of m e d i c i n e "  or " p r a c t i c e  o f  o s t e o p a t h y "  
m e a n s
(A) m a i n t a i n i n g  an o f f i c e  or place of b u s i n e s s  
for the p u r p o s e  of t r e a t i n g  the sick or i n j u r e d

'A
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for pay or . . .
(C) the a s s u m p t i o n  or p r o m u l g a t i o n  of a title 
w h i c h  tends to s h o w  that the p e r s o n  is w i l l i n g  
or q u a l i f i e d  to d i a g n o s e  or> treat the s i c k  or 
i n j u r e d  . . .  or
(D) f o r . a  fee p r e s c r i b i n g ,  d i r e c t i n g  or r e­
c o m m e n d i n g  for the u s e  of a person, a d r u g  or 
m e d i c i n e  for the trea tm e n t ,  cure or r e l i e f  of 
a disease, i n f i r m i t y ,  b o d i l y  i n j u r y  or defect.

G i v e n  the M e d i c a l  B o a r d ' s  p o s t u r e  w i t h  r e s p e c t  to 
n a t u r o p a t h y ,  it is h i g h l y  u n l i k e l y  that the State w o u l d  
u n d e r t a k e  any a c t i o n  to p r o s e c u t e  or o t h e r w i s e  d i s c i p l i n e  an 
i n d i v i d u a l  n a t u r o p a t h  for the u n l a w f u l  p r a c t i c e  of m e d i c i n e .  
Tn e s s e n c e ,  then, n a t u r o p a t h y  w i t h i n  the S tate of A l a s k a  is 
an u n l i c e n s e d  a c t i v i t y .

It is m y  u n d e r s t a n d i n g  f r o m  my c o n v e r s a t i o n  w i t h  
y o u r  a d m i n i s t r a t i v e  a s s i s t a n t ,  C arlos  M e rce r, that y o u  are 
c u r r e n t l y  c o n t e m p l a t i n g  l e g i s l a t i o n  to r e g u l a t e  the p r a c t i c e  
of n a t u r o p a t h y  in the State. In f o r m u l a t i n g  this l e g i s l a­
tion, two f u n d a m e n t a l  i ssues arise: (1 ) does the p r a c t i c e
of n a t u r o p a t h y  c o n s t i t u t e  a p r a c t i c e  w h i c h  po ses a risk to 
the h e a l t h  and s a f e t y  of A l a s k a n s  such that it s h o u l d  be 
r e g u l a t e d ?  (2) in w h a t  m a n n e r  can the State b e s t  control 
e n t r a n c e  into the o c c u p a t i o n  a n d  s u p p o r t  and e n f o r c e  s t a n­
dar d s  of p r a c t i c e  a m o n g  l i c e n s e d  p r a c t i t i o n e r s ?

d i s c u s s  in f u r t h e r  d e t a i l  the b a c k g r o u n d  of the n a t u r o p a t h y  
suit and to a s s i s t  y o u  in the p r e p a r a t i o n  of l e g i s l a t i o n  to 
r e g u l a t e  n a t u r o p a t h y  in Alaska.

I a m  :>vailable to m e e t  w i t h  y o u  at any time to

S i n c e r e l y  yours,

A V R U M  M. G R O S S  
A T T O R N E Y  G E N E R A L

Bruce M. B o t e l h o  
A s s i s t a n t  A t t o r n e y  G e n e r a l

B M B  vr
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OREGON LAW

OREGON LAW 
Relating to Naturopathic Medicine

The practice of naturopathic medicine was first recognized in Oregon law in 1927 and by the 
United States Congress in 1931.

Oregon Revised Statutes, Chapter 685 (revised 1977), 685.101 —685.990, provides he licensing 
authority for Naturopathic Physicians in the state of O rt0on:

Chapter 685 

Naturopaths

GENERAL PROVISIONS
685.010 Definitions
685.020 Licensee required to practice naturo­

pathy; title and abbreviations usable by 
licenti. tcs

685.030 Application of chapter
685.040 Application of health laws
685.050 Execution of birth and death certificates

LICENSING
685.060 Minimum educational requirements for 

license
685.070 Aplication for examination; license fee
685.080 Examination of applicants; issuing license
685.085 Reciprocal license
685.090 Recording license with county clerk
685.100 Annual renewal of license
685.102 Continuing education co use required; 

exemptions
685.104 Effect of failure to comply with ORS 

685.102; rcissuance of registration

685.106 Approval of continuing education pro­
grams

685.110 Denial or revocation of license by board
685.125 License denial or revocation procedure;

promulgation and review of rules and 
orders.

STATE BOARD
685.160 Naturopathic Board of Examiners; ap- 

pointmci t; confirmation
685.170 Officers of bcaij
685.190 Compensation and expenses of board 

members; compensation of secretary
685.201 Disposition of receipts

ENFORCEMENT
685.210 Enforcement employing attorney; juris­

diction

PENALTIES
685.990 Penalties

CRO SS REFEREN CES

Administrative procedures and rules of state agen­
cies, Ch 183

Health certificate, signature by physician licensed 
by Hoard of Medical Examiners only, 433010 

Legislative review of need for agency, 182 615 
Military or naval service persons relieved from pay­

ment of fees, 408 450 
Naturopaths exempt from jury duty, 10 040 
Physician-patient privileged commumcat ons. 

44 040
Professional corporations, Ch 58

J



685.020
Professional designation of licensed naturopath, 

676.110
Use of professional designation b> unlicensed per­

son prohibited, 676.120

685.050
Falsification of health certificate prohibited,

106.990

685.060
Waiver of educationrl requirement for admission 

to examination, 670 010

685.110
Denial, suspension or revocation of license prohi­

bited solely because of criminal conviction, 
670280

Injunction against practicing after suspens'on or re­
vocation of license, 676 220

685.160
Administrative agencies generally, Ch 182
Assistant Director for Health as ex officio member 

of board, 184 835

685.190
Subsistence and mileage allowance for travel. 

292 210 to 292 250

685.201
Expenditures without allotment prohibited in cer­

tain cases. 291 238

685.210
Attorney General to supervise all legal proceedings 

for state agencies, 180 220, 180 230

Note: Section 41, chapter 842, Oregon Laws 
1977, 's operative July 1, 1986, and provides:

Sec. 41. ORS 685 010, 685 020, 685,030, 685 040, 
685,050, 685 060, 685 070, 685 080, 6*5 085,
685 090, 685 100 685 102, 685 104, 685 106,
685 110, 685.125, 685 160, 685 170. 685 190,
685 201, 685 210 and 685 990 relating to
naturopaths are repealed

G EN ER A L PR O V IS IO N S
685.010 Definitions. As used in this chapter.
(1) "Board"means the Naturopathic Hoard of Ex­

aminers.
(2) "Drugs" means all medicines and prepara­

tions and all substances, except non-poisonous 
plant substances, food and water, used or intended 
to be used for the diagnosis, cure, treatment, 
mitigation or prevention of diseases or abnor­
malities of man, which are recognized in the latest 
editions of the official United States Phar­
macopoeia, official Homeopathic Pharmacopoeia, 
official National Formulary, or any supplement to 
any of them, or otherwise established as drugs

(3) "Minor surgery" means the use of electrical or 
other methods for the surgical repair and care inci­
dent thereto of supperficial lacerations and abra­
sions, benign superficial lesions, and the removal of 
foreign bodies located in the superficial structures; 
and the use of antiseptics and local anesthetics in 
connection therewith

(4) "Naturopathy," which includes physiotherapy 
and minor surgery, is defined as a system of treat­
ing the human body by use of drugless methods, 
which has for its object the maintaining of the body 
in, or of restoring it to, a state of normal health
(Amended by 1951 t 557 §4|

685.020 License required to practice naturo­
pathy; title and abbreviations usable by licentiates.
(1) No person shall prac'ice, attempt to practice, or 
claim to practice naturopathy in this state without 
first complying with t'\e provisions of this chapter

(2) Licentiates under this chapter may use any or 
all of the following terms: "Doctor of
Naturopathy" or its abbreviation, "N D " N a tu r o ­
path" or "Naturopathic Physician " However, none 
of these terms, or any combination of them, shall 
be so used as to convey the idea that the physician 
who uses them practices anything other than drug- 
less therapy

685.030 Application of chapter. Nothing in this 
chapter shall be construed to:

(1) Apply to any physician and surgeon, 
osteopath or chiropractor, or to any Christian 
Scientist or other person who by religious or



spiritual means endeavors to prevent or cure 
disease or suffering in accord with the tenets of any 
church

(2) Authorize licentiates to practice optometry or 
administer chiropractic adjustments, or any system 
or method of treatment not authorized in this chap­
ter, or to administer or write prescriptions for or 
dispense drugs, or do major surgen .

(3) Prevent one licensed under this chapter from 
the administration of the anesthetics or antiseptics 
authorized in subsection (3) of ORS 685.010 or the 
use of radiopaque substances administered by 
mouth or rectum necessary for Roentgen diagnos­
tic purposes.

(4) Authorize the administration of any 
substance by t le penetration of the skin or mucous 
membrane of the human body for a therapeutic 
purpose.
(Am i'iuk'd  by 1')53 c 5S7 §4J

685.040 Application of health laws. Licentiates 
unc\ r this chapter shall observe and are subject to 
all state, county and municipal laws and regula­
tions relating to public health.

685.050 Execution of birth and death certificates.
Licentiates under this chapter are authorized to 
sign birth and death certificates Such certificates 
so signed shall be accepted as fulfilling all the re­
quirements of the laws dealing with such cer­
tificates.

LICEN SIN G

685.060 Minimum educational requirements for 
license. (1) Ihe minimum educational requirements 
for license under the provisions of this chapter 
shall be:

(a) A high school education, as shown by diploma 
or certificate of graduation from a standard high 
school, or the equivalent of such an education, 
which shall be certified by a Superintendent of 
Public Instruction; and

(b) At least two years' satisfactory liberal arts and 
sciences study, or either, in a college or university 
accredited by either the Northwest Association ot 
Secondary and Higher Schools or a like regional as­

sociation or in a college or university in Oregon ap­
proved for granting degrees by the Oregon State 
board of Education as evidenced by certificate or 
transcript of credits from the college or university; 
and

(c) Gradua‘ion from a naturopathic school or col­
lege approved by the State Board of Naturopathic 
Examiners and which requires for graduation a 
period of actual attendance of four »ears of at 
least nine months each, and teachi.;6 adequate 
courses in all subjects necessary to the practice of 
naturopathy.

(2) The studies require* of the applicant for a 
license to practice naturo ithy in this state shall in­
clude anatomy, histology, embryology, physiology, 
cherr stry, pathology, bacteriology, public health 
and hygiene, toxicology, obstetrics and gyne­
cology diagnosis, theory, practice and philosophy 
of naturopathy, electrotherapy, hydrotherapy, 
physiotherapy, clinics, eye-ear-nose-throal, minor 
surgery, first aid, herbology, proctology, dietetics, 
jurisprudence, and such other naturopathic sub­
jects as the board may require, except materia 
medica, pharmacology and major surgery, with a 
total of not less than 4,(XX) lecture or recitation 
hours.
[Amended by m )  c SS7 54. 1% 'J c 181 §S|

685.070 Application for examination; license fee.
Any person who wishes to practice natu'opathy in 
this state shall make application to the board for an 
examination for a license to practice naturopathy 
The application shall be filed with the board not 
less than 10 days before the date of the examina­
tion upon blanks provided by the board All per­
sons licensed under this chapter shall pay to the 
board a license fee of $25. $10 of which must ac­
company the application for examination The 
balance shall be paid when the applicant has been 
granted a license Under no condition will the ap­
plication fee of $10 be returned to the applicant. 
Affidavits of two reputable citizens of the state at­
testing the good moral character of the applicant 
shall be filed with the application for examination

685.080 Examination of applicants; issuing 
license. (1) for the purpose ot determining the 
qualifications of applicants for license under this



chapter, the board shall hold meetings and conduct 
examinations of applicants for licenses at such 
time and places and under such rules and regula­
tions as a majority of the board may determine. 
The time and place of holding such .*.n examination 
shall be published at least 30 dayj prior to the date 
of the examination.

(2) At the time and place the Loa-d has previous­
ly designated, the applicant shall appear before the 
board to be examined as to his fitness to practice 
natuiopathy. The examination shall be in writing 
and embrace and be restricted to the subjects 
listed in ORS 085 060

(3) If the applicant answers correctlv 75 percent 
of the questions asked on each of the subjects of 
the examination, the board shall issue to such ap­
plicant a license to practice naturopathy 'f how­
ever, an applicant fails to pass an examination, the 
applicant shall, without li >mg credits for ubjects 
passed and without paying another fee, bt lermit- 
ted, within one year from date of failure to pass, to 
take another examination at the convenience of 
the board, but the applicant shall, not less than 1U 
days before the date of the examination, notify the 
board of his intention to take the examination

685.085 Reciprocal license. A person licensed to 
practice naturopathy under the laws of another 
state who demonstrates to the satisfaction of the 
board that he possesses c,'ratifications at least 
equal to those required of persons eligible for li­
censing under this chapter, may be issued a license 
to practice in this state without written examina­
tion upon payment of the license fei required 
under OKS 685 100 
|IV71 < W i 121

685.090 Recording license with county clerk.
Before engaging in practice in any part of the state, 
the holder of a license under this chapter shall pre 
sent such a license, or a certified copy, for record 
to the county clerk of the county in which the 
holder of the license resides A county clerk is en­
titled to collect a fee of 51 for recording the license 
or for making a certified copy of it Annually, on 
January 1, county clerks shall, when requested by 
the board, furnish the board with a list of such 
licenses on record In their respective counties

685.100 Annual renewal of license. (1) On or
before January 1 of each year, every person holding 
a license under this chapter shall apply to the 
board for a certificate of annual registration and at 
the time of applying shall pay to the board an an­
nual registration fee not to exceed 575, as deter­
mined by th j board and approved by the Executive 
Department. A person holding a license under this 
chapter who is at least 70 years of age and retired 
from the practice of naturopathy shall apply to the 
board fo a certificate of annual registration and at 
the time of applying shall pay to the board an an­
nual registration fee not to exceed 530, as deter­
mined by the board and approved by the Executive 
Department. The application shall be made upon a 
blank form furnished by the board, and shall con­
tain such information as may be necessary to 
enable the board to identify the applicant for 
registration and the licensee to be what he claims 
to be in the application

(2) Jpon receipt of an application for annual 
registration, accompanied by the annual registra­
tion fee, the board shall issue to the applicant a cer­
tificate of annual registration The certificate shall, 
at all times, be displayed in the office of the person 
to whom it svas issued unless the person is retired 
from the practice of naturopathy and does not 
maintain an office

(3) The failure, neglect or refusal of any person 
holding a license under this chapter, to pay the an­
ti.al registration fee as required by subsection (1) 
of tins section shall, after 10 days from January 1 of 
each year automatically revoke his license A 
revoked license shall noi tie restored except upon 
written application therefor and the payment of a 
restoration tee of 525 (or each year the license re­
mains revoked, which is in addition to the annual 
registration fee for eac h year the registration fee re­
mains unpaid An applicant for the restoration of a 
license so evoked shall not be required to submit 
to any e munation as to his qualification to prac­
tice urn er this chapter However, the hoard may 
deny the restoration of any license for whu h the re­
quired registration fees have not been paid during 
the years for which they are due if it tintis that 
grounds tor refusal to grant or for revocation of the 
license exist under ORS 685 fit)



(4) On or before December 1 of each year the 
secretary of the board shall notify each person 
holding a license under this chapter that the annual 
registration application and fee are cue on or 
before January 1 following
[Amended bv 1967 c 4 4  §2. 1 % 9  c 26 §2. 1969 c .3 f1  §6, 1973 
c 1 82  §5)

685.102 Continuing education course required; 
exemptions. (1) Except as provided in subsection (2) 
of this section, each person holding a license under 
this chapter shall submit at the time he submits the 
annual registration fee, evidence satisfactory to the 
board of his successful completion of an approved 
program of continuing education in naturopathy, 
completed in the calendar year preceding the date 
on which the evidence is submitted

(2) The board may exempt any person holding a 
license under this chapter from the requirements of 
subsection (1) of this section upon an application 
by him showing evidence satisfactory to the board 
that he is unable to comply with the requirements 
because of physical or mental condition or because 
of other unusual or extenuating circumstances 
However, no peison shall be exempted from the re­
quirements of subsection (1' of this section more 
than once in any five-year pc. I.

(3) Notwithstanding subsection (2) of this section, 
a person holding a license under this chapter may 
be exempted from the requirements of subsection
(1) of this section upon an application by him show­
ing evidence satisfactory to the board that he is or 
will be ,.i the next calendar year at least 7() years of 
age and is retired or will retire in the next calendar 
year from the practice of naturopathy

(4) A person who is exempted from the require 
monts of subsection (1) ot this section shall not 
practice naturopathy A violation of this subsection 
is grounds for suspension or revocation of the 
license of the person granted the exemption by the 
board
11969 c 181 |2, 197»cB29 *67|

685.104 Effect of failure to comply with ORS 
685.102; reittuancc of registration. (1) The board 
shall refuse to Issue the certificate of annual

registration to any person holding a license under 
this chapter who fails to submit with his annual 
registration fee proof required under OR5 685.102, 
unless it has exempted the person from the re­
quirements of subsection (1) of ORS 685.102. The 
board shall return the annual registration fee to the 
person.

(2) After January 1 of any year, the board may 
issue a certificate of annual registration to any 
holder of a license under this chapter who had 
been refused such certificate under subsection (1) 
of this section upon submission of the evidence re­
quired under subsection fees for each year the 
registration fee remains unpaid and a restoration 
fee of 525 for each year the license remains revok­
ed

(3) If the person completes an approved program 
after January 1 to meet the requirementof ORS 
685 102 for the year beginning Januaiy 1, such com­
pletion does not neet the requirements of ORS 
685 102 for the subsequent year
(19 69  c 181 1 3, 197 3  < 182 | 6 )

685.106 Approval of continuing education pro­
grams. (1) The board may offer a program of conti­
nuing education in naturopathy to meet the re­
quirements of ORS 685 102 The board may also ap­
prove a program to be presented by persons reason­
ably qualified to do so

(2) Any person seeking approval of a program of 
continuing education in naturopathy, to he offeri d 
to assist persons holding licenses under this chapter 
to (omply with the requirements of subser tion (1) 
of ORS 685 102, shall submit to the board, at such 
time as the board may require, copies of courses of 
study to be offered and proof of such other qualifi­
cations as the board may require Approval granted 
to any program of continuing education shall be 
reviewed periodically and approval may be with 
drawn from any program that fails to meet the re­
quirements of the board

(3) Any program of continuing education in natu­
ropathy offered or approved under this section 
shall consist of at least 20 hours of study covering 
new, review, experimental, research and specialty 
subjects in the field of naturopathy
11969 < 181 t-(|
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685.110 Denial or revocation of license by board.
The board may refuse to grant or may suspend or 
revoke a license to practice naturopathy in this 
state for any of the following reasons:

(1) The use of fraud or deception in securing a 
license.

(2) The impersonation of another physician.
(3) Practicing naturopathy under an assumed 

name.
(4) The procuring, aiding or abetting in procuring 

an abortion; provided, that for the purpose of this 
subsection an abortion means the removal from 
the womb of a woman the product of conception at 
any time prior to delivery of the child; provided 
further, that nothing in this chapter shall be con­
strued to authorize any licentiate under this 
chapter to perform an abortion

(5) The conviction of a crime involving moral tur­
pitude

(6) Any other reason that renders the applicant or 
licentiate unfit to perform the duties of a naturo­
pathic physician
(A n icndn l by 10S) c J55 W  1971 < 714 *112)

b85.120 |Kr|>i*>ili'il !>y 1971 i 714 %.M|

685.125 License denial nr revocation procedure; 
promulgation and review of rules and orders. (1)
Where the board proposes to refuse to issue or 
renew a license, or proposes to revoke or suspend a 
license, opportunity for hearing shall be accorded 
as provided in OKS 18t .110 to 181 500

(2) Promulgation of rules, conduct of hearings, is­
suance of orders and judicial review of rules and 
orders shall he as provided in (IKS 181 110 to 
183 500
r  * 1 7 1 4 * 1 1 4 1

STATE BOARD

685.160 Naturopathic Board of Examiners; ap­
pointment; confirmation. (1) There hereby is 
created the Naturopathic Hoard of Examiners in the 
Health Division I he hoard shall consist of three 
members appointed by the Governor for terms of 
three years commencing July 1, and until their suc­
cessors are appointed and qualified A ma|oiity of

the members of the board cons. ic ‘es a quorum. 
The Covernor shall fill all vacancies. he member­
ship of the board. All appointments of members of 
the board by the Governor are subject > confirma­
tion by the Senate in the manner pros ed in ORS 
171.560 and 171 570 No person shall be appointed 
to membership on the board, who is not a citizen of 
the State of Oregon, or who has not been in con­
tinuous practice of naturopathy in this state for 
five years immediately prior to the date of appoint­
ment, or who is interested financially in any 
medical or drugless school or college, or who is 
connected, directly or indirectly, with the dispens­
ing. prescribing or sale of pharmaceutic drugs.

(2) The board shall carry into effect the provi­
sions of this chapter and is authorized to issue 
licenses to practice naturopathy in this state The 
possession of a common seal by the board hereby 
is authorized
(Amended by 1971 t bSO * 14 1971 c 792 *40 |

685.170 Officers of board. Annually the board 
shall elec t one of its members president and one of 
its members secretary, who severally shall have 
power during their terms of office to summon wit­
nesses. administer oaths and to take testimony and 
affidavits, certifying thereto, under their hand and 
die seal of the board The secretary of the board 
shall keep a record of all actions of the board, in­
cluding a detailed u >ter of applicants for license 
The board in lieu of electing one of its members as 
secretary, may employ or appoint a person to act 
as secretary to the board who shall perform such 
duties and functions as may be prescribed by (be 
board
lAmvm leil by 1971 « B79 *t.H|

Ml S I  1*11 IK i-p r .i lt i!  by 197 I i ItJ'l * 71|

685.190 Compensation and expenses of board 
members; compensation of secretary. (1) A member 
is entitled to c ompensation and expenses as pro 
vided in ORS 292 495

t2) The board may bx the compensation ol the 
set retary sublet t to ORS 240 245 Sue h t ompensa 
tmn shall not prohibit the secretary from receiving 
reimbursement tor actual and netessary travel and 
other expenses incurred in the performance til Ins 
official duties
|Arm-mlott by 1907 c 44 | l .  1*Mi‘ » > 114 *W.|



685.200 |Aim-ndi*ii ov 1067 c 6J7 § 12, repealed by 1071 c *127 
§28 1685 201 enacted in lieu of 685 200))

685.201 Disposition of receipts. All moneys 
received by the Health Division under this chapter 
shall be p.iir* into the Cenei.il Fund in the State 
Treasury and placed to the credit of the Health 
Division \ccount and such moneys hereby are ap­
propriated continuously and shall be used only for 
the administration and enforcement of this 
chapter
1107) c 427 §20, (enacted in lieu of 685 200))

EN FO RCEM EN T

6115.210 Enforcement; employing attorney; juris­
diction. (1) The district attorneys ot the state shall

prosecute all persons charged with violation of any 
of the provisions of this chapter However, the 
board shall have power to retain its own attorney to 
prosecute or assist in prosecuting any person so 
charged and to pay such attorney such sums as 
may be just for such services from the Naturo­
pathic Fund.

(2) I stice courts, municipal courts and circuit 
courts have concurrent jui'sdirtion for the prosecu­
tion ot offenses under this chapter.

PEN ALTIES

685.990 Penalties. Violation of any provision of 
this chapter is punishable, upon conviction, by a 
fine of not less than $50 nor more than $500
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1 IN THE S E N A T E
B Y  T H E  H E ALTH, EDUCAT I O N ,  A N D  
S O C I A L  S E R V I C E S  C O M M I T T E E

CS FOR S E N A T E  B I L L  NO. 2 7 A (HESS)

IN T H E  I E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

T W E L F T H  L E G I S L A T U R E  - S E C O N D  S E S S * ^ ^ ^

A B I L L

For an Act entitled: "An Act r e l a t i n g  to the l i c e n s i n g  of p r a c t i t i o n e r s  of

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

da t e . "

BE IT E N A C T E D  B Y  T H E  L E G I S L A T U R E  OF T H E  S T A T E  OF ALASKA:

* S e c t i o n  1. AS 0 8 . 0 1 . 0 1 0  is a m e n d e d  b y  a d d i n g  a n e w  p a r a g r a p h  to read:

(2A) p r a c t i c e  of n a t u r o p a t h y  or n a t u r o p a t h i c  m e d i c i n e

(AS 0 8 . A5).

* Sec. 2. AS 08 is a m e n d e d  b y  a d d i n g  a n e w  c h a p t e r  to read:

C H A P T E R  A5. N A T U R O P A T H S  A N D  N A T U R O P A T H I C  PHYSICIAN S.

A R T I C L E  1. R E G U L A T I O N  O F  N A T U R O P A T H Y .

Sec. 08.A5. 0 1 0 .  D U T I E S  A N D  POWERS. T h e  D e p a r t m e n t  of C o m m e r c e  

and E c o n o m i c  D e v e l o p m e n t  shall

(1) e v a l u a t e  the q u a l i f i c a t i o n s  of a p p l i c a n t s  for licenses

under this chapter;

(2) c o n d u c t  h e a r i n g s  and k e e p  r e c o r d s  n e c e s s a r y  to c a r r y  out 

the p u r p o s e s  of this chapter;

(3) license n a t u r o p a t h i c  p h y s i c i a n s  in a c c o r d a n c e  with 

AS 0 8 . A 5 . 1 0 0  - 0 8 . A5.160; a n d

(A) p r o v i d e  for t e m p o r a r y  p e r m i t s  for p e r s o n s  w h o  a re a p p a r­

ently q u a l i f i e d  to e n g a g e  in n a t u r o p a t h i c  m e d i c i n e  to e n g a g e  in the 

p r a c t i c e  of n a t u r o p a t h i c  m e d i c i n e  unt il c e r t i f i c a t i o n  of the r e s u l t s  of 

the next e x a m i n a t i o n  given u n d e r  AS 0 8 . A S . 120.

A R T I C L E  2. L I C E N S I N G  OF N A T U R O P A T H I C  PHYSIC I A N S .

Sec. 0 8 . A 5.100. L I C E N S I N G  R E Q U I R E M E N T .  A p e r s o n  m a y  not e n g a g e

-1- CSSB 27A(HESS)
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in the p r a c t i c e  of n a t u r o p a t h y  or n a t u r o p a t h i c  m e d i c i n e  u n l e s s  h e  first 

obtains a l i cense as p r o v i d e d  ^n this chapter.

Sec. 08.45.110. L I C E N S U R E  AS A  N A T U R O P A T H I C  P H Y S I C I A N .  T o  be 

e l i g i b l e  for a license as a n a t u r o p a t h i c  p h y s i c i a n ,  an applicar*- shall

(1) h o l d  a h i g h  s c h o o l  d i p l o m a  or the e q u i v a l e n t ;

(2) h a v e  c o m p l e t e d  two year s of p o s t s e c o n d a r y  e d u c a t i o n  at an

a c c r e d i t e d  c o l l e g e  of l i b e ral arts or sciences;

(3) have a t t e n d e d  at least 90 p e r c e n t  of the h o u r s  r e q u i r e d  

for g r a d u a t i o n  and g r a d u a t e d  f r o m  a l e g a l l y  c h a r t e r e d  s c hool or c o llege 

of n a t u r o p a t h i c  m e d i c i n e  that h a s  as a r e q u i r e m e n t  for g r a d u a t i o n  sue®

cessful c o m p l e t i o n  of a c o u r s e  of r e s i d e n t  i n s t r u c t i o n  of at least nine

m o n t h s  actual a t t e n d a n c e  in e a c h  of four years and s u c c e s s f u l  c o m p l e t i o n  

of a c ourse of i n s t r u c t i o n  t o t a l i n g  4 , 5 0 0  h o u r s  or more; the c o u r s e  of 

i n s t r u c t i o n  shall include:

(A) a n a t o m y  a n d  physio l o g y ;

(B) h i s t o l o g y  a n d  embryo l o g y ;

(C) m i c r o b i o l o g y ;

(D) p-ithology;

(E) Immunolog y;

(F) p u b lic h e a l t h ;

(G) t oxico logy;

(H) physical,  c l i n i c a l ,  x - r a y  a n d  s y m p t o m a t o l o g y  d i a g­

nosis ;

(I) first a i d  a n d  e m e r g e n c y  m e d i c i n e ;

(J) o b s t e t r i c s  a n d  g y n e c o l o g y ;

(K) o r t h o p e d i c s ;

(L) m i n o r  surgery;

(M) p r o c t o l o g y ;

(N) o t o l a r y n g o l o g y ;

-2- CSSB 2 7 4 (HESS)
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(0) p h y s i o t h e r a p y ;

(P) m a n i p u l a t i v e  techniques;

(Q) d i e t e t i c s  a n d  clin ical nut rition;

(R) herb ol o g y ;

(S) n a t u r o p a t h i c  t h e o r y  and practice;

(T) n a t u r o p a t h i c  therapeutics;

(U) c l i n i c a l  p r a c t i c e ;  and 

(V) j u r i s p r u d e n c e ;

(A) s u c c e s s f u l l y  c o m p l e t e  an e x a m i n a t i o n  g i v e n  b y  tne depar

a n o t h e r  state, p r o v i n c e ,  or terri t o r y ,  w hich is s u s p e n d e d  or r e v o k e d  'or 

d i s c i p l i n a r y  reas ons;

(6) be a U n i t e d  S t a t e s  c i t i z e n  or l a w f u l l y  a d m i t t e d  to p e r m a n­

ent r e s i d e n c e  in this country; a n d

(7) be of g o o d  m o r a l  charac t e r .

Sc:. 0 8 . A S . 120. E X A M I N A T I O N .  (a) An e x a m i n a t i o n  for l i c e n s i n g  as

c o n d u c t e d  as d e t e r m i n e d  by the depart m e n t .  T h e  e x a m i n a t i o n  shall be 

limited  to the s u b j e c t s  listed in AS 0 8 . A 5 . 110(3), each  of w h i c h  shall 

c o n s t i t u t e  a s e p a r a t e  e x a m i n a t i o n  section. The e x a m i n a t i o n  shall be 

o b j e c t i v e  and in w r i ting,  but m a y  be s u p p l e m e n t e d  b y  oral e x a m i n a t i o n s ,  

a n d  by d e m o n s t r a t i o n s  or o t h e r  prac t i c a l  tests an the d e p a r t m e n t  m a y  

require.

(b) T o  pans the e x a m i n a t i o n  an applicant shall r e c e i v e  an overa ll 

a v e r a g e  of 75 p e r c e n t  and m a y  not r e c e i v e  Icon t h a n  70 p e r c e n t  in m o r e  

t h a n  two sections.

Sec. 0 8 . A S . 130. E N D O R S E M E N T .  T h e  d e p a r t m e n t  m a y  license a p e r s o n  

as a n a t u r o p a t h i c  p h y o l c i a n  if the p e r s o n  is c u r r e n t l y  l i c e n s e d  an a

m e n t ;

(5) not h a v e  a l i cense to p r a ct ice n a t u r o p a t h i c  m e d i c i n e

a n a t u r o p a t h i c  p h y s i c i a n  shall be h e l d  at a time and p l a c e  and shall be

3 CSSD 2 7 A O I B S S )
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n a t u r o p a t h i c  p h y s i c i a n  in a n o t h e r  s t a t e  or in a p r o v i n c e  of C a n a d a  and

(1) that s t a t e  or p r o v i n c e  m a i n t a i n s  p r o f e s s i o n a l  l i c e n s i n g  

s t a n d a r d s  e q u i v a l e n t  to those in this chapter;

(2) that s t a t e  or p r o v i n c e  e x t e n d s  the same l i c e n s i n g  p r i v i­

lege to those h o l d i n g  a l i cense in this state; a n d

(3) the p e r s o n  d e m o n s t r a t e s  to the s a t i s f a c t i o n  of the depart^ 

m e n t  q u a l i f i c a t i o n s  at least equal to t hose r e q u i r e d  o f  persons licensed 

u n d e r  this chapter.

Sec. 08.45.140. DENIAL, S U S P E N S I O N  OR R E V O C A T I O N  OK LICENSE. The 

d e p a r t m e n t  m a y  deny, suspend, or r e v o k e  the license of a p e r s o n  or 

a p p l i c a n t  who

(1) has o b t a i n e d  or a t t e m p t e d  to o b t a i n  a license under this 

c h a p t e r  by fraud or deceit;

(2) w i l f u l l y  v i o l a t e s  a p r o v i s i o n  of this c h a p t e r  or a r e g u l a­

tion a d opted  u n der this chapter;

(3) engages in u n p r o f e s s i o n a l  conduct;

(4) i m p e r s o n a t e s  a n o t h e r  p h y s i c i a n ;

(5) p r a c t i c e s  u n d e r  an a s s u m e d  name; o

(6) is c o n v i c t e d  o f  a c r i m e  i n v o l v i n g  m o r a l  turpitude.

Sec. 08.45.150. FEES. T h e  f o l l o w i n g  fees a r e  i m p o s e d  und er this

chapter:

a p p l i c a t i o n  for e x a m i n a t i o n  ...........................  $ 25

a p p l i c a t i o n  for r e e x a m i n a t i o n  .................     10

license issuance or b i e n n i a l  r e n e w a l  ...............  100

issuanc e of t e m p o r a r y  p e r m i t  ....................... ., 25

Sec. 08.45.160. N A T U R E  O K  N A T U R O P A T H I C  P R A C T ICE. A n a t u r o p a t h i c

p h y s i c i a n  in the c o u r s e  of the p r a c t i c e  of n a t u r o p a t h i c  m e d i c i n e

(1) ma y p e r f o r m  p h y s i c a l  e x a m i n a t i o n s ,  w r i t e  p r e s c r i p t i o n s

(1)

(2)

(3)

(4)

for subst a n c e s  a u t h o r i z e d  in thin c h a pter, a d m i e  p nLluiU r cn li u j p l M l u
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anri nuT-p-jpg hnmrn/jff|nd s i g n  b i r t h  and death c e r t i f i c a t e s ;

(2) m a y  u s e  all systems of d iagnosis, i n c l u d i n g  x -ray;

(3) m a y  tre at p a t i e n t s  b y  p h y s i o l o g i c a l ,  n u t r i t i o n a l ,  p s y c h o­

logical, m e c h a n i c a l ,  elect r i c a l ,  manual, h y d r o t h e r a p e u t i c ,  p h y t o t h e r a  

peutic, m i n e r a l  and o r g a n i c  s u b s t a n c e s  and age nc i e s ,  i n c l u d i n g  a c u p u n  

ture, that are e f f e c t i v e  in s t i m u l a t i n g  n or mal f u n c t i o n  of tissue s and 

organs s e n s i t i z e d  b y  disease;

(4) m a y

(A) d r a w  b l o o d  for l a b o r a t o r y  purposes, and use e l e c t r i­

cal or other m e t h o d s  for the r epair and care of s u p e r f i c i a l  l a c e r a­

tions and abrasions,  b e n i g n  s uperficial  lesions, a n d  the remova l of 

fo reign bodies located in super ficial s truct ures;

(B) p r a c t i c e  natural c h i l d b i r t h  in o b s t e t r i c s ,  i n c l u d i n g  

r e l a t e d  ininor^suEfiicnl procedures; ,

(5) may not

(A) /perform s u rger y except as p r o v i d e d  u n d e r  (4)(B) of 

this section;

(B) u se c o n t r o l l e d  s u b s t a n c e s  an d e f i n e d  in A S  11.81.

o r

I

(b)(6) i n c l u d i n g  cannabis;

(C) u se r a d i a t i o n  therapy; a nd

(D) u s e  drug s except anti s e p t i c s ,  local anesthetics' 

m i n e r a l s  and the ir extr acts, and c o m p o u n d s  or c o n c e n t r a t e s  o b t a i n e d  

from p lants or animals.

Sec. 08.45.170. C O N T I N U I N G  EDUCATION. (a) The d e p a r t m e n t  ma 

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

licensed u n d e r  this chapter.

(b) B e fo re a l i cense  issued under thin c h a p t e r  m a y  bo renew e d ,  the 

license e shall nubrnit to the d epartment e v i d e n c e  of c o m p l e t i o n  of con-

I

*

tl n u l n g  e d u c a t i o n  r e q u i r e m e n t s .
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(c) T h e  d e p a r t m e n t  m  v e xempt a l i c e n s e e  f r o m  the c o n t i u v . n g  

e d u c a t i o n  r e q u i r e m e n t  u n d e r  (b) of this s e c t i o n  u p o n  a n  a p p l i c a t i o n  of 

the l i c ensee s e t t i n g  out e x t e n u a t i n g  c i r c u m s t a n c e s .  A l i c ensee m a y  not 

receive m o r e  t h a n  one e x e m p t i o n  u n d e r  this s u b s e c t i o n  in a f i v e - y e a r  

period.

ARTICJ.? 3. G E N E R A L  ®ROV:,:SIONS.

Sec. 0 8 . 4 5 . 2 0 0 .  V I OLATIONS . (a) It is u n l a w f u l  for a p e r s o n  to

(1) f r a u d u l e n t l y  o b t a i n  or f u r n i s h  a license, renewal, or 

record r e q u i r e d  b y  this chapter;

(2) w i l f u l l y  v i o l a t e  a p r o v i s i o n  of this chapt er or a r e g u l a­

tion a d o p t e d  u n d e r  this chapter.

(b) A p e r s o n  w h o  v i o l a t e s  this s e c t i o n  is g u i l t y  of a class B 

m i s d e m e a n o r .

Sec. 0 8 . 4 5 . 2 1 0 .  P R A C T I C I N G  W I T H O U T  A L I C E N S E .  A p e r s o n  w h o  p r a c­

tices n a t u r o p a t h y  or n a t u r o p a t h i c  m e d i c i n e  w i t h o u t  first o b t a i n i n g  a 

license is g u i l t y  of a class A m i s d e m e a n o r .

Sec. 08.45. 2 2 0 .  DEFINI T I O N S .  In this c h a p t e r

(1) " o e p a r t m e n t "  m e a n s  the D e p a r t m e n t  of C o m m e r c e  and Economic 

D e v e l o p m e n t ;

(2) " n a t u r o p a t h y "  a n d  " n a t u r o p a t h i c  m e d i c i n e "  m eans the

treatment of the h u m a n  b o d y  t h r o u g h  the use o f  n a t u r a l  agencies, forces, 

processes, and p roducts, w i t h  e m p h a s i s  on the r e s p o n s e  of the Individual

to the d i n c a o c  r a t h e r  than its t r e a t m e n t  in i s o l a t i o n ;

(3) " u n p r o f e s s i o n a l  c o n d u c t "  m e a n s

(A) the h a b i t u a l  o v e r u n e  of a l c o h o l i c  b e v e r a g e s  or 

ca n n a b i s  or the unlawful u s e  of c o n t r o l l e d  s u b s t a n c e s  as d e f i n e d  in 

AS 1 1 . 8 1 . 9 0 0 ( b ) ( 6 ) ;  or

(B) c o n v i c t i o n  of an o f f e n s e  that is immoral or w r o n g  in

itself an a c r i m e  of moral turpit ude, i n c l u d i n g  murder, sexual

v -6- C S S B  2 7 4 (HESS)
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assault, r o b bery,  kidnap ping, incest, arson, b u r g l a r y ,  theft, and 

forgery.

* Sec. 3. L I C E N S I N G  O F  P R A C T I T I O N E R S  OF N A T U R O P A T H Y  OR N A T U R O P A T H I C  

M E D I C I N E  W I T H O U T  E X A M I N A T I O N .  The c o m m i s s i o n e r  of c o m m e r c e  and e c o n o m i c  

d e v e l o p m e n t  shall l i c e n s e  all p e rsons who, o n  the e f f e c t i v e  date of this Act, 

meet the q u a l i f i c a t i o n s  of AS 08.45.110 (1) - (7) and w h o  a p p l y  for l i c e nsure 

u n d e r  AS 08.45 not lat er than June  30, 1983.

* Sec. 4. This Act takes e f f e c t  J u l y  1, 1982.

- 7 - C SSB  2 7 4 (H E S S )
L 20A



THE LEGISLATURE OF THE STATE OF ALASKA 
TWELFTH LEGISLATURE

FISCAL MOTE

I. REQUEST
Bill/Resolution No. Senate Bill No. 274
T it le  "An Act re1ating_to the licensing of practitioners of naturopathic hea1ing
Requested by Commi ssioner1 s Off ice Date 2/16/82

II, FISCAL DETAIL 
Agency Affected_ Department of Health and Social Services 

Ilea I th/Hub lie HealthProgram Category Affected_______
BRU, Program, Or Subprogram(s) Affected_
(Note: If more than one budget component is affected, separate line-item 

amounts and funding for each component in the analysis section.)

EXPENDITURES (Thousands of Dollars)

FY 82 FY 83 FY 84 FY 85 FY 86 FY 87

100 PERSONAL SERVICES 0 n 0 Q__ f) n
200 TRAVEL 0 0 0 0 0 n
300 CONTRACTUAL

.... y
U U U U

.. 0 ..

400 COMMODITIES 0 0 0 () 0 0
500 EQUIPMENT 0 0 0 n 0 n
600 LAND & STRUCTURES 0 0 Q__ 0 0 0
700 GRANTS,CLAIMS,ETC. 0 0 0 0 0 n

TOTAL 0 0 0 0 0 0

FUNDING (Thousands of Dollars)

GENERAL FUND 0 0 0 0 0 0
FEDERAL FUNDS U 1 1 0 ~ 0 0 0
OTHER (Specify Source) U ' (J 0 0 ~ 1 ) 0

POSITIONS

FULL TIME o— '■“'O' 0 0 (1 0
PART TIME "U '

. u
(1 0 ( T cr

TEMPORARY 0 '■ d 0 0 0 Q _

III. ANALYSIS (See Fiscal Note Preparation Instruction, Section III)

IV. DATE 2/16/82_________________ PREPARED BY F S. Rahp.ni, M.n. ___________  /CC.
AGENCY Don't, of. Health and.Social Services.- (]

Original: Legislative Finance PHONE 4fiS- 3 0 9 0 _________
cc: Budget and Management

Prime Sponsor (First Legislator Named)
33-001 (Rev. 12/81)



T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

T W E L F T H  L E G I S L A T U R E

F I S C A L  N O T E

I. REQUEST
B il l/R e so lu t io n  N o .  SB 2 7 4   ____________________________

T it le  An Act Relating tn the licensing nf Practitioners of Naturopathic Medicine 
Requested  by Martin_______________________________________________________________________________ Date Apri 1 9 , 1981

I I .  F I S C A L  D E T A I L

A gency  Affected  . Department. nf r.nmmerce and  Economic Development 
Program Category A ffe cte d  P n h l i r  P r n t p r t i n n _______________________________________

B R U ,  Program, or Sub p ro g ram (s)  A ffe cte d  Regulation and licensing of professions - Admin 
(N o te :  I f  more than one budget co m p o n e n t  is affected , separate linc-item am o u n ts  and funding for each  

com ponent in the analys is  sec t io n .)

E X P E N D I T U R E S  (T h o u sa n d s  o f  D o l la rs )

F Y  8 1 F Y  8 2 F Y  8 3 F Y  8 4 | F Y  8 5 . F Y  8 6

100 P E R S O N A L  S E R V I C E S
2 0 0 T R A V F I 1 . 1 .5 .6 . 7 . 8

300 C O N T R A C T U A L 1 . 5  ......... 1 .1 1 . 2  . 1 . 3 _ 1 .4

4 0 0 C O M M O D I T I E S

soo E Q U I P M E N T
6 00 L A N D  & S T R U C T U R E S

7 00 G R A N T S .  C L A I M S .  E T C

T O T A L 0 2 . 6 1 .6 1 . 8 2 . 0 2 . 2

F U N D I N G  (T h o u sa n d s  o f  D o lla rs )

G E N E R A !  F U N D n 2 6 1 ,6 1 c 9 0 9 9
F E D E R A L  F U N D S

O T H E R  IS n c c i f v  Fu n d  So u rce )

P O S IT IO N S  

F U L L T I M I 0 0 0 0 i 0 0

P A R T  T I M E

T E M P O R A R Y

II I .  A N A L Y S I S  (See F isca l Note P reparat ion  Instructions , Section  I I I )

TRAVEL ( \2 'j inflation factor projected ) 
m < T 3  Hearings; one day each; 
one staff person; Anchorage,
Fairbanks and Juneau.
FY82 only

Hold ?. Exans in Anchorage. One 
staff person. Ongoing.

S 6C0.00

398.00 
KO 78.00 Total

CONTRACTUAL ( 7• inflation factor projected )
Kooin rental for hearings and exams.
Transcription, printing, telephone,
printing. ( Additional room rental for Fy 82 only ) 1,600.00

I V .  D All . 4 / 2 / 8 1 ___________ PREPARED BY JUdioiat-Coti^lananemcntJlnal
AG I N C Y  . Division of Occupational I icons inn

Oiigiii.il: I erisl.llivv I III.IIHV PinNT _4G5-?535 ____
cc: HuJecl .uni M.ui.teeiiient

Pi line Spniniti ( I n s t  I ej'isl.itoi N.iiued)
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\ y Introduced: 3/12/81 *
Referred: Health, Education &

Social Services

[N THE SENATE BY COLLETTA BY REQUEST

SENATE BILL NO. 274 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TWELFTH LEGISLATURE - FIRST SESSION 

A BILL

For an Act entitled: "An Act relating to the licensing of practitioners of

naturopathic healingi and providing for an effective 

date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 08.01.010 is amended by adding a new paragraph to read:

(24) practice of naturopathy or naturopathic medicine 

(AS 08.45).

* Sec. 2. AS 08 is amended by adding a new chapter to read:

CHAPTER 45. NATUROPATHS AND NATUROPATHIC PHYSICIANS.

ARTICLE 1. REGULATION OF NATUROPATHY.

Sec. 08.45.010. DUTIES AND POWERS. The Department of Commerce 

and Economic Development shall

(1) evaluate the qualifications of applicants for licenses 

under this chapteri

(2) conduct hearings and keep records necessary to carry out 

the purposes of this chapteri

(3) license naturopathic physicians in accordance with 

AS 08.45.100 - 08.45.160s and

(4) provide for temporary permits for persons who are appar­

ently qualified to engage in naturopathic medicine to engage in the 

practice of naturopathic medicine until certification of the results of 

the next examination given under AS 08.45.120.

ARTICLE 2. LICENSING OF NATUROPATHIC PHYSICIANS.

Sec. 08.45.100. LICENSING REQUIREMENT. A person may not engage

-1- SB 274
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in the practice of naturopathy or naturopathic medicine unleso he first 

obtains a license as provided in this chapter.

Sec. 08.A5.110. LICENbURE AS A NATUROPATHIC PHYSICIAN. To be 

eligible for a license as a naturopathic physician, an applicant shall

(1) hold a high school diploma or the equivalent}

(2) have completed two years of postsecondary education at 

an accredited college of liberal arts or sciences}
I

(3) have -at ten ded— at- l-eaet—  90 -percent- of- the' hours requited

■fo»-gradM«u .A»n M»n«l graduated from a legally chartered school or collegeappncweo by the SMe. bepr- of education ot
of nuturopathic medicine adercdlted --by — the— Ntrfc-irone-}— Astmcirttion ofCq in rhe  Sfaf<r o f  i ts  « « i^ n c e
tjatu ropafrhl-e-Phya leians that has as a requirement for graduation suc­

cessful completion of a course of resident instruction of at least r.ine

months actual attendance in each
i

of a course of study totaling 

Instruction shall include:

our years and successful completion 

hoUi.a or morei the course of

l / (  A) anatomy anu physiologyi Sec. x
\/(B) histology and embrvologvi 36. t  x

(C) microbiologyi S £ C  X T

<l» pathology} T T T

(E) Immunology S £ C . XX
• /

(F) public he^lthi rj&C. f /  ^ C L

(G) toxicology}

(H) physical, cllncal, x-rsy and symptomatology dlag-

n o s l s }

(I) first aid— and^emcrgency medicine} S£r, TTT~ 

(J) obstetric*. anJ ^ynncalcgyi Sc.C. J T P  

(K) orthopedics: S ^ C  3Z3L
(L) minor -juirggry t SCC 'X lZ  
(M) proctology} S£C~.SJX-

“2" SB 27A
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(N)

(0)

(P )

<Q>

<R>

(S)

(T)

<U)

(V)

(4) successfully complete an examination given by the depart­

ment.

Sec. 08.45.120. EXAMINATION. (a) An examination for licensing

as a naturopathic physician shall be held at a time and place and shall 

be conducted as determined by the department. The examlnatio shall be 

limited to the subjects listed in AS 08.45.110(3), eactytof which shall 

constitute a separate examination oeetlon . 'The examination shall be 

' jectlve and in writing, but may be supplemented by oral examinations, 

and by demonstrations or other practical tests as the department may 

require.

(b) To pasB the examination an applicant shall receive an overall 

average of 75 percent and may not receive less than 70 percent in more 

than two sections.

Sec. 08.45.130. ENDORSEMENT. Hie cepartment may license a person
v48 a naturopathic physician if the person ia currently licensed as u 

naturopathic physician in another state or in a province of Canada and 

that state or province

(1) maintains professional licensing standards equivalent to 

those in this chapteri and

(2) extends the aame licensing privilege to those holding a

if

otolaryngology! 3 2 X

phvolotherapy i “V F -

manipulative techniques!

dietetics iS*!- clinical nutritionj S £ C  IV-

Herbojggyifio^xniCQLMg.htr.tAJP. S& C  SU V  

naturopathic theory and practice! S £ C  V/I" 

naturopathic therapeutics i 'XJTT
clinical practice! and S C C j S Z T L  

jurisprudence! 3 u 5 X -
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Sec. 08.45.140. DENIAL, SUSPENSION OR REVOCATION OF LICENSE. The 

department may deny, suspend, or revoke the license of a person or 

applicant who

(1) has obtained or attempted to obtain a license under this 

chapter by fraud or deceltt

(2) wilfully violates a provision of this chapter or a 

regulation adopted under this chapterj or

(3) engages in unprofessional conduct.

Sec. 08.45.150. FEES. The following fees are imposed inder this 

chapter:

(1) application for examination ......................... $ 25

(2) application for reexamination ....................... 10

(3) license issuance or biennial renewal ..............  100

(4) issuance of temporary permit ........................  25

Sec. 08.45.160. NATURE OF NATUROPATHIC PRACTICE. A naturopathic

physician

(1) may perform physical examinations, write prescriptions 

for substances authorised in this chapter, 1 TTfl‘ | *-n h nflfll tiiil»

^ a m i- iHJkr i ! aruTa^Ign birth and death certificates i

(2) may use all systems of diagnosis, including x-rayi

(3) may treat patients by physiological, nutritional,
( j & h a i n i  ac U f X in c r u r c j

^psychological^ mechanics^, electrical, manual /  hydrotherapeutlc, 

^ U y t u iiherapinyLio, mineral and organic substances and agencies which arc 

effective in atlmulatlng normal function of tlssuea and organa sensi­

tized by dlseasci

(4) may

(A) perform minor surgery, including the drawing of 

blood for laboratory purpoaes, and use electrical or other methods

-4- SB 274



for the surgical repair and care of superficial lacerations and 

abrasions, be ign superficial lesions, and '.he removal of foreign 

bodies located in superficial structures!

containing elements or compounds of — — j --------   —  a

physiologically compatible to body processes for maintenance of

Sec. 08.AS.200. VIOLATIONS. (a) It is unlawful for a person to 

(1) fraudulently obtain or furnish a license, renewal or 

record required by this chapteri

tlon adopted under this chapter.

(b) A person who violates this section is guilty of a class B 

misdemeanor.

Sec. 08.AS.210. PRACTICING WITHOUT A LICENSE. A person who prac 

tlces naturopathy or naturopathic medicine without first obtaining a 

license is guilty of a class A misdemeanor.

Sec. 08.AS.220. DEFINITIONS. In this chapter

(1) "department" means the Department of Commerce and 

Economic Development!

(A) perform major surgcryi

f i) uau-nar-&ot4rC61 Ccn'l+rc\ \ B - ^ C r D
)i\j

(C) use radiation therapy! and

,<D>\ use drugs except thos * L '- * - 8

life.

ARTICLE 3. GENERAL PROVISIONS.

(2) wilfully violate a provision of this chapter or a regulu-

5- SB 27A
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(2) "naturopathy" and "naturopathic medicine" means the 

treatment of the human body through the use of natural agencies, 

forces, processes, and products, with emphasis on the response of the

* individual to the disease rather than its treatment in isolation.

(3) "unprofessional conduct" means

(A) the habitual overuse of alcoholic beverages or 

depressant, hallucinogenic or stimulant drugs, as defined in 

AS 17.12.150(3), or addiction to the use of narcotic drugs as 

defined in AS 17.lt.230(13)j or

(B) conviction of an offense which is immoral or wrong 

in itself as a crime of moral turpitude, including murder, sexual 

assault, robbery, kidnapping, Incest, srson, burglary, theft, and 

forgery.

* Sec. 3. LICENSING OF PRACTITIONERS OF NATUROPATHY OR NATUROPATHIC 

MEDICINE WITHOUT F \MINATI0N. The commissioner of commerce and economic 

development shall liPCIULe all persons who, on the effective date of this
arc X e s 'O & r S , M

Act, meet the qualifications of AS 08.45.110(1) - > 4 T  and who apply for

licensure under AS 08.45 not later than June 30, f c

* Sec. 4. This Act takes effect July ^

-6 - SB 274
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T H E  L E G IS L A T U R E
' men m mu tmnrn

FINANCE DIVISION  
POUCH W F-STATE CAPITOL 
JUNEAU. A t ASK A 99811 
PHONE: 1907) 46S-3795

M E M O R A N D U M

DATE: J a n u a r y  22, 1981

. TO: H o n o r a b l e  A 1  A d a m s
H o u s e  of R e p r e s e n t a t i v e s  
A l a s k a  S t a t ^ L e g i s l a t u r e  *

FROM: M i l t  B a r k e r ,  F i s c a l  A n a l y s t
L e g i s l a t i v e  F i n a n c e  D i v i s i o n

D e f e a s e  S t a t e  G.O. B o n d e d  Debt

The D e p a r t m e n t  of R e v e n u e  e s t i m a t e s  the tot al c o s t  to d e f e a s e  
all s t a t e  G.O. b o n d s  in FY 82 - t  $905 m i l l i o n .  T h i s  is m a d e  
u p  of t h r e e  items:

D e f e a s e  $720 m i l l i o n  of o u t s t a n d i n g
G.O. b o n d s  $570 m i l l i o n

C a s h  o u t  a l l  a u t h o r i z e d  b u t
u n i s s u e d  b o n d s  463 m i l l i o n

D e l e t e  FY 82 d e b t  s e r v i c e  (128 million)

$905 m i l l i o n

The $570 m i l l i o n  w o u l d  b e  paid over t o  b o n d  trust e e s  to 
p u r c h a s e  s e c u r i t i e s  w h o s e  term and v a l u e  a t  m a t u r i t y  m a t c h e d

• * the $720 m i l l i o n  in b o n d  m a t u r i t i e s  * to b e  paid b y  the state. 
The A G  d o e s  n o t  b e l i e v e  a u t h o r i z i n g  l e g i s l a t i o n  for this is 
n e c e s s a r y .  H o w e v e r ,  t h e r e  is n o  m e n t i o n  of such a c t i o n  in 
AS 37.15, the s t a t e  b o n d i n g  act, so it m i g h t  be a g o l d  idea 
to h a v e  a u t h o r i z i n g  l e g i s l a t i o n .

The $463 m i l l i o n  in c a s h  w o u l d  be to fund the c a p i t a l  p r o j e c t s  
t h a t  w o u l d  h a v e  b e e n  f u n d e d  w i t h  b o n d  proceeds. The s t a te's 
b o n d  c o u n s e l  says there w o u l d  b e  t r o u b l e  w i t h  the IRS if we 
d e f e a s e d  o u t s t a n d i n g  b o n d s  and then s u b s e q u e n t l y  i s s u e d  n e w  
b o n d s  w i t h i n  a f e w  y e a r s  time.

s i . q i l h



t JUNEAU. ALASKA 93S11 
BUDCtl A HD AUDII COM HU l i t  I  PHONE: (907) 465-3795

M E M O R A N D U M

DATE: June 23, 1980

•TO: Honorable Russ Meekins, Chairman
House Financ^ Committee

FROM: Milt Barker’, Fiscal Analyst
Legislative Finance Division

S U B J : Refunding G.O. Debt

In the attached letter of April 7, 1980 from Bache Halsey, 
it is claimed that refunding the outsta .ding general obli­
gation 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 debt is issued at 8.5% as in the Bache 
projection, then the 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 arc discounted at 11.5%, which more properly 
represents the alternative earnings rate on funds that would 
be used for debt service, i.e. their opportunity cost, the 
existing schedule of oebt service has the lowest present 
value, i.e. least cost to the state.

1. See attached Table 1 and yield chart which indicate 
that the averacs interest differential over the past 
five years between municipal ana corporate Aa bonds 
has been 3.05%.

2. Bache's total for existing debt service of $831 million 
appears to be total debt service for fiscal years 1981
through 2000 exclusive of the debt service on the 
1979 Bond Series B. See attached schedule from the 
"official statement" for the 1979 sale.

11*01 LH



Honorable Russ Meekins -2- June 23, 1980

Only if the discount rate is reduced to 10%, representing 
arbitrage earnings of only 1.5% between state G.O. debt and 
other market instrumei.es, does the present value cost of 
the refunding debt service roughly equal the present value 
cost of existing debt service.

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

Existing 444.3 412.2
•Refunding

5 year maturity 443.9 427.4
8 year maturity 449.7 426.2

The point here is that as long as the state can earn arbitrage 
because of the lower tax-exempt rates on its bonds, the state 
profits by having more 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 
better alternative in that there is no shortening of the 
state's debt structure and thus nc reduction in the arbitrage 
earnings thcit will accrue to the state.

attachments

M B : bf



B»che H a lity  S tu irl Shlaldt Incorporated
Bache Piazs. 100 Gold Street
New Y o rk ,  N .Y .  1 0 0 3 6  ( 2 1 2 - 7 9 1 - 3 6 8 8 )

SaTiyel t . Piaia 

First Vice President

April 7, 1980

Mr. Peter A. Bushre 
Deputy Commissioner of Revenue 
State of Alaska 
Department of Revenue 
State Office Building 
Juneau, Alaska

Re: Alaska Debt Reorganization

Dear Mr. Bushre:

Preparatory to making a detailed presentation to '.he State Eonding 
Commission re lative  to the above subject, we thought we should give you 
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, 1980, with principal retirements beginning June 1, 19S1, and 
a final maturity of June 1, 1988. The other issue w ill be dated the same 
but have i t s  f ina l maturity on June 1 , 1985.

Total debt service on the outstanding bonds is S363,523,203 and accrued 
debt service at June 1, 1980, w ill be S32,238,362 (will have been paid) 
leaving a net of $831,184,841 to be provided for by the escrowed proceeds 
of the refunding bonds plus the earnings of the escrowed funds.

The two refunding issues w ill comprise the following debt service 
schedules:

AM i« i3 i* 3  E»ch*npet



Hr. Peter A. Bushre 
Pace 2
April 7, 1980

Issue "A" - 8 1/2%

Date Principal Interest Total Debt Service

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

6.1982 47,645,000 36,651,950 84,336,950

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

6.1984 ' 56,035,000 28,.248,475 84,333,475

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

6.1986 66,025,000 18,308,5. 5 84,333,575

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

6.1988 77,730,000 6,607,050 84,337,050

Totals $475,580,000 $199,100,175 $674,680,175

Gircss Savinas

Net Outstiending Debt Service $831,184,841
Refunding Bonds Debt Service 674,680,175

Gross Sav ings $156,504,666

Presen :  Value Savinas

Net C'jtstending Debt Service Pres ent Velue 0 8.5« $4 f'8,608,900
Refunding Debt Service Present Vc*ue e 8.5!; -475,580,000

Fresent Velue of Difference $ 13,028,900



| Bache Haliey Btuart Shield* Incorporated

Mr. Peter A. -Bushre 
Page 3
April 7,' 1930

Issue "B" - 8 1/2%

Date Principal Interest Total Debt Serv

6.1981 $ 77,895,000 $ 39,233,875 $117,128,875

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 9,176,175 117,131,175

Totals $461,575,000 $124,085,125 $585,660,125

Gross Savings

Jiet Outstanding Debt Service 
Refunding Bonds Debt Service

Gross Savings

Present Value Savings

Net Outstanding Debt Service Present Value @ 8.5* 
Refunding Debt Service Present Value 0 8.5?

Present Value of Difference

$331,184,841 
585,660,125

$245,524 ,716

$486,608,900 
-461 ,575,000

$ 27,033,900

The "A" issue plan drains an extra $167,894,416 over an eignt-year 
period from the general funds of f-e State; this being over and above 
the existing debt service . In other words an additional ave*age of 
S21,000,000*per year is  committed to debt service.

The "B" issue plan drains an extra S266,017,994 over a five-ytcr 
period from the State 's general funds compared to outstanding debt 
service, or an average cf in excess of $53,000,000 annually. Obviously, 
this la tter plan is  more "dramatic" and also produces an extra $14,000,000 
in present v lu e  savings.



Mr. Peter A. Bushre 
Paae 4
April 7, 1980

The r.erits 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 w ill be demon­
strated to provide the necessary funds to fu l ly  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 w ill be accompanied by repre­
sentatives of Haynes & M ille r , special counsel on t! a debt reorganization.

cc : Mr. Anselm Staack, Department of Revenue
Rep. Hugh Malone, House of Representatives 
Mr. Jim Rhode, Rep. Malone's Aide 
Rep. Russ Meekins, House of Representatives 
Mr. Mike Doogan, Rep. Meekins' Aide

Sinrerplv.

SLP: 1 h



T\BLE 1

INTEREST RATES ON BONDS 
OF TWENTY YEAR OR GREATER MATURITIES

YEAR
Aa

CORPORATE
• Aa 

MUNICIPALS DIFFERENCE

1979
1973
1977
1976
'1975

9.77
8.98
8 . 2 0
8.59
9.51

6 . 0 0
5.65
5.34
6.09
6.70

3.77
3.33
2.86
2.50
2.81

Five-year Average 3.05

Source: November 1979 Treasury Bulletin
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D E B T  S E R V I C E  R E Q U I R E M E N T S

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

Fiscal 
Year 

Ending 
June 30

Debt Service on Outstanding Bonds 1979 Bonds Series 3 Estimated 
Debt Se r'icc  

TotalPrincipal Interest Total Principal Interest Total

1979 ........... S 25.710.000 S 33,177,202 S 68,887,202 S — S — $ — S 58,687,202

1980 ........... 38,780,000 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 9,24 POO 77,889,607

1962 ........... 40,265,000 29.432.781 69.697,781 6,000,000 2,880,000 8,880,000 78,577,781

1983 ........... 40,500.000 27,147,922 67,647,922 6,000,000 2,520,000 8,520,000 76,167,922

1984 ........... 40,945,000 24,894,165 65,839,165 6,000,000 2,160,000 8,160,000 73.999,165

i9es .... 40.630,000 22,624,860 63.454,860 6,000,000 1,800,000 7,600,000 71,254.860

1986 .......... 42,235,000 20,340.763 62,575,763 6,000.000 1.440,000 7,440,000 70,015,763

1987 ........... 41,350,000 18,071,221 59,421,221 6,000,000 1.080.000 7,080,000 66,501,221

1988 ........... 41,665,000 15,815,505 57,460,505 6,000,000 720,000 6,720,000 64,200,505

1989 ........... 36,717,000 13,509,721 50,226,721 6,000,000 360,000 6,360,000 56,586,721

1990 ........... 28.550,000 11,581.590 40,131,590 -0- .0- •0- 40,131,590

1991 ........... 28.989.000 9,958,430 33.947.430 -0- •0* •o. 38.947.430

1992 ........... 29,849,000 8,303,425 38,152,425 -0 - •0* •0- ::,152 .425

1993 ........... 25.063.000 6,656,987 31,719,987 -0 - •0- •0- 31,719,987

1994 ........... 20,598,000 5,219,975 25,817,975 -0- •0- 25,617,975

1995 ........... 19,096,000 3.967.625 23,083,625 -0- •0- •0 23,083,625

1996 .......... 18 010,000 2.864,412 21.474.412 “ O— -0- •0- 21.474.412

1997 ........... 14,865.000 1.800.419 16,665,419 -0- -0- •0- 16,665,419

1998 ........... 1 3 .3 eo.ooo 1,008,194 14,388,194 - 0 - •0- •0- 14,386,194

1999 ........... 8,640.000 368,931 9,003,931 -0- •O* •0- 9,008,931

2000 . . . . 2,531,00° 69,081 2.600.081 -0- •0* •0* 2.600,081

T o ta l........... S636 213.000 S322 263.069 S058.476.089 560.000,000 $19,600,000 S79.800.000 $1,038,276,069



T H E  L E G IS L A T U R E
t m i i M  w n  coHMiim

JUNEAU, A L A S K A  99811 
PHONE: (907) 465-3795

M E M O R A N D U M

DATr : February 6, 1980

SUBJ: Paying off State Bonds

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 Nuvecn 4 Co., the state's financial advisor.

The prefunding approach suggested by Nuvecn 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 10%, 

while continuing to pay off bonds at only 6Z or so, thus earning a net 

of 4Z 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 their bonds 

should they wish to sell them. Sterling Gallagher of Nuvecn & Co. has 

suggested the 3tate t y to capture some of the incre. se in bond prices 

that would occur by making the prefunding contingent on bondholders turning 

in th» ir existing bonds in exchange for new bonds with a lesser coupon or 

interest rate. We could split the difference of the price increase with them.

The second effect of prefunding would be to improve the ratings for any 

future bonds the state .sues. Here, the state would get the full benefit

of the effect. However, as the attached tables indicate the maximum reduc­

tion in the interest rates would normally be no more than thirty basis 

points or . 3Z This is based on the state going from its present A1 or A+
rating to Aaa. On $100 million of bonds with an average 5 year maturity,

this would thus save the state at most $1,980,000 in interest costs over the 

life of the bonds.

Sterling Gallagher has also suggested that prefunding only the later maturities 

of the bonds could have the same effect on the Interest cost to the state of 

future bond issues. In other words, the state's revenues on Prudhot Bay pro­
duction in the near-term would provide roaxinum security for bonds while prefunding

TO: Hon. Leo Schaeffer

House Finance Committee

FROM: Milt Barker f t

Fiscal Analyst



Hon. Leo Schaeffer 

February 6, 1980 

Page Two

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 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 IRS arbitrage problems. In other words, the guarantee fund 

established by prefunding could result in the IRS finding v'nat 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 tsx status of interest on bonds Issued before the 
fund is established".

MB:kw



T H E  L E G IS L A T U R E
men m  mu cohm itiu

FINANCE DIVISION  
POUCH WF-STATE CAPITOL 
JUNEAU. ALASKA S 9 8 II 
PHONE: (907) 465-3795

DATE: February 6, 1980

SUBJ: Paying off State Bonds

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 

lest 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 h Z interest which it would not earn if the bonds were simply paid off.

Vet, the prefunding approach does assure bondholders of being paid off.

This has two effects. One, existing bonds would immediately get improved 

racings; the state would not benefir on this account but the bondholders 

w'cuid as there would be an immediate increase in the value of their bonds 

should they wish to sell them. Sterling Gallagher of Nuveen & Co. has 

suggested the stotc try to capture some of the increase ir bond prices 

that would occur by making the prefunding contingent on bondholders turning 

ir. their existing bonds in exchange for new bonds with a lesser coupon or 

interest rate. V’e could split the difference of the price increase with them.

The second effect of prefunding would be to improve the ratings for any 

future bonds the state issues. Here, the state would get the full benefit

c: the effect. However, as the attached tables indicate the maximum reduc­

tion in the interest rates would normally be*no more than thirty basis 

prints or .31 This is based on the state going from its present Al or Ae­
rating to Aaa. On $100 million of bonds with an average 5 year maturity,

this would thus save the state at most $1,9S0,090 in interest costs over the 

life of the bonds.

Sterling Gallagher has also suggested that prefunding only the later maturities 

cf the bonds could have the same effect on the interest cost to the state of 

future bond issues. In other words, the state's revenues on Prudhoe Bay pro­

auction in the near-term would provide maximum security for bonds while prefunding

TO: ‘Hon. Leo Schaeffer

House Finance Committee

FROM: Milt Barker

Fiscal Analyst
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would serve the same function after Prudhoo begins to decline. Mr. Callagher 

estimates only $100 million in piefunding 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 i k s  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 Orrlck, 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



John Nuveen & Co.lncorporated 209 Soulh LaSaii* Street,Chicaoo.lllinota 60604 I312J 621*3000

January 21, 1980

Hilt Barker

Fiscal Analyst

Alaska S* ‘e Legislature

Budget, ai * nudit Committee

Finance Division

Pouch W F  - State Capitol

Juneau, Alaska 99811

Dear Milt:

This letter responds to the questions posed in your letter of 

January 2 regarding policies affecting management of the State's 

debt.

1. Should the State bond or pay cash for future capital Improvements?

In today's tax-exempt market, Alaska can borrow funds at interest 

rates ranging from 6.20% to 7.1% depending or. maturities. Currently, 

the State can invest surplus revenues in a variety of high quality 

money market instruments at yields of 10 to 13% or more. So long as 

Alaska continues 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 betvoen the rate 

at which it borrows and the rate at which it can invest. The credit 

standing of the State is not so much affected by the means chosen to 

finance capital improvements as it would bo by the magnitude of 

cacital improvement programs in relation to the State's long-term 
sources of revenue.

7. Could retirement of all or , art of Alaska's outstanding

indebtedness improve its rrodit ratine?

Alaska's outstanding g e n o n l  obligation debt of approximately 

5670-million could be prefunded by the creation of a special 

investment account, the principal and interest of which would be used 

exclusively to meet interest and principal payments on the debt. A 

deposit of 5546-nillion to be Invested in appropriate U.S. Government 

Securities at today's market yields would generate sufficient cash to 

seat principal and interest or the 5670-mill lor. outstanding general 

obligation debt. This deposit is S124-m.llicn lees tnan the cost of 

simply paying off the debt. Whether the State prefunds the debt or

• > :  tm ci mm o k u  c k a o o . m * «•.» « « > * * *  o i i u
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Milt Barker 

January 21, 1980 

Page T w o

simply retains a portion of the surplus in hich quality, liquid 

investments the financial result is the same, but the transaction will 

have a favorable imp* i t  or the State's rating. But should the debt 

remain outstanding and the surplus in the general fund be dissipated 

then the financial condition of the State will be less favorable than 

it w o u l d  have been had the debt been prefunded. In short, prefunding 

is a means of committing the State to a conservative financial policy 

and accomplishes this objective without sacrificing the arbitrage 

.presently available to it.

The ultimate impact on the State's credit ratings will depend 

upon w h a t  steps are subsequently taken to control the renewed growth 

of State debt. Zero debt is impressive, but the rating services will 

want to k n o w  h o w  long the State will remain ‘in this condition and what 

future debt issuance is planned.

3. Is there a more efficient way to improve cn credit ratings than 

paving off existing debts such as municipal bond insurance, the 

G.C. debt guarantee fund (mentioned in our letter of October ISth) 

or some other means?

Municipal bo..d i- lurance is generally not available for general 

obligation issues particularly, of the size that one might expect 

would be required for Alaska's general obligation debt. A guarantee 

fund is an attractive idea but, if the State creates a contractual 

right to the guarantee fund in favor of the bondholders the plan will 

violate IPS rules and regulations. Without a contractual right to the 

guarantee, the guarantee is significantly less valuable to the 

bondholder.

<. Are there any advantages to be gained by the State's prepaying or 

funding run:cloil general obligation d e b t ?

The State, through state aid tu education, currently pays 

approximately 81% cf the debt service on locally issued school 

obligations. School debt,in turn, accounts for the largest single 

component cf local general obligation debt. In addition, the locally 

issued school debt nust pay higher rates on the tax-exenpt market 

because the issuer? carry a lower rating and are less well known than 

the State of Alaska itself. Advance refunding these cr11gat ions or 

prefunding them, from State surplus would gensrate benefits similar to
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those to be derived from a prefunding of the State's general 

obligation debt. In addition, the credit standing and debt capacity 

of local governments in Alaska would be substantially improved.

During ny 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

ATD:lw
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CLCVCNTM r tO O R  

• O O  M ONTOOHCRT  S T R C r r
S a n  F r a n c i s c o , C a u t o r n i a  9 a i i i  

t c l c p m o n c  (» is )  j a t - n z x

CilLl'0«'Cl'
niD i X'O in

O c t o b e r  30, 1979

Mr. J. H. 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 v i s i o n  
S t a t e  o f  A l a s k a  
P o u c h  WF, S t a t e  C a p i t o l  
J u n e a u ,  A l a s k a  99811

D e a r  Mr. H o g a n :

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  l e t t e r  
o f  O c t o b e r  15:

1. T h i s  q u e s t i o n  w i l l  n e e d  c o n s i d e r a b l y  m o r e  
e l a b o r a t i o n  b e f o r e  I c a n  a n s w e r  it w i t h  a n y  r e a s o n a b l e  
a s s u r a n c e .  I a m  n o t  s u r e  w h e t h e r  t h e  s u g g e s t e d  f u n d  is 
to b e  u s e d  to g u a r a n t y  d e b t  s e r v i c e  o n  g e n e r a l  o b l i g a t i o n  
b o n d s  o f  the S t a t e  o r  d e b t  s e r v i c e  o n  g e n e r a l  o b l i g a t i o n  
b o n d s  o f  l o c a l  g o v e r n m e n t s  in t h e  S t a t e .  I do n o t  k n o w  
the s o u r c e  o f  the m o n e y s  to b e  p u t  i n t o  the fund, b u t  
I a s s u m e  t h a t  t h o s e  m o n e y s  w i l l  n o t  c o m e  f r o m  a n y  p r o c e e d s  
o f  b o n e s .  O n  t h a t  b a s i s ,  I d o  n o t  t h i n k  t h a t  a p r o p e r  
i n t e r p r e t a t i o n  of the I n t e r n a l  R e v e n u e  C o d e  w o u l d  r e s u l t  
in a n y  a r b i t r a g e  y i e l d  r e s t r i c t i o n s  o n  the fund, b e c a u s e  
t h e  a p p l i c a b l e  C o d e  p r o v i s i o n  r e l a t e s  to the u s e  of the 
p r o c e e d s  o f  b o n d s .

H o w e v e r ,  t h e  I n t e r n a l  R e v e n u e  S e r v i c e  h a s  
s t r e t c h e d  a n d  d i s t o r t e d  the t e r m  " p r o c e e d s” in the T r e a s u r y  
R e g u l a t i o n s  a n d  r u l i n g s  t h e r e u n d e r .  T h e  r e s u l t  a p p e a r s  to 
b e  t h a t ,  if t h e  S t a t e  d e p o s i t s  m o n e y s  f r o m  a n y  s o u r c e  i n t o  
a f u n d  to b e  u s e d  to p a y  the d e b t  s e r v i c e  o n  g e n e r a l  o b l i­
g a t i o n  b o n d s  o f  the S t a t e  o r  o n  g e n e r a l  o b l i g a t i o n  b o n d s  o f  
l o c a l  g o v e r n m e n t s ,  o r  w h i c h  f u n d  is p l e d g e d  as s e c u r i t y  f o r  
a n y  s u c h  d e b t  s e r v i c e ,  the I n t e r n a l  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  t h e  f u n d  to b e  " p r o c e e d s "  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 t i o n s .  T h i s  is i n d i c a t e d  b y  Rev. Rul. 7 8 - 3 0 2  
a n d  Rev. Rul. 78-348, a c o p y  o f  w h i c h  ir e n c l o s e d .

E v e n  on this b asis, the e s t a b l i s h m e n t  o f  the f u n d  
p r o b a b l y  c o u l d  n o t  a f f e c t  t h e  t a x  s t a t u s  o f  i n t e r e s t  o n  b o n d s  
i s s u e d  b e f o r e  the f u n d  is e s t a b l i s h e d  o r  b e f o r e  it w a s  e x p e c t e d



O r r i c k ,  H e r r i n g t o n , R o w l e y  £  S u t c l i f f e

*

Mr. J. H. H o g a n  
S t a t e  o f  A l a s k a  
O c t o b e r  30, 1 9 7 9  
P a g e  T w o

'

to b e  e s t a b l i s h e d .  M o r e o v e r ,  i f  t h e  a m o j m t  i n  t h e  f u n d  
c o n s i d e r e d  a l l o c a b l e  to b c n c s  h e r e a f t e r  i s s u e d ,  t o g e t h e r  
w i t h  a n y  o t h e r  a m o u n t s  c h a r g e a b l e  u n d e r  a r b i t r a g e  r u l e s  to 
t h e  " m i n o r  p o r t i o n "  o f  t h e  p r o c e e d s  o f  t h o s e  b o n d s  w h i c h  is 
n o J- s u b j e c t  to a r b i t r a g e  l i m i t a t i o n s ,  d o  n o t  a g g r e g a t e  m o r e  
t h a n  1 5 %  o f  t h e  f a c e  a m o u n t  of t h o s e  b o n d s ,  t h e  i n v e s t m e n t  
o f  t h e  f u n d  s h o u l d  n o t  b e  s u b j e c t  t o  a r b i t r a g e  y i e l d  r e s t r i c­
t i o n s  .

T h e  f o r e g o i n g  is all s u b j e c t  t o  f u r t h e r  q u a l i f i c a­
t i o n s  a n d  c o m p l e x i t i e s ,  b u t  I t h i n k  t h e r e  is n o  p o i n t  i n  
p u r s u i n g  t h e m  h e r e .  I f  y o u  c a n  g i v e  m e  a c o m p l e t e  d e s c r i p­
t i o n  o f  t h e  w o r k i n g s  o f  t h e . p r o p o s e d  fund, I w i l l  t r y  t o  g i v e  
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 f e d e r a l  i n c o m e  t a x  
r e s u l t s .  If t h e r e  is a n y  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 g e s t  r e q u e s t i n g  a r u l i n g  f r o m  t h e  I n t e r n a l  
R e v e n u e  S e r v i c e  a s  to t h e i r  t r e a t m e n t  o f  t h e  s p e c i f i c  f a c t s ,  
a n d  p o s s i b l y  an a p p e a l  f r o m  t h a t  r u l i n g  to t h e  T a x  C o u r t  in 
t h e  q u i t e  p o s s i b l e  e v e n t  t h a t  w e  c o n s i d e r  the r u l i n g  t o  b e  
c o n t r a r y  to the law.

In a n y  event, I am s o m e w h a t  m y s t i f i e d  as to t h e  
p u r p o s e  o f  o r  n e e d  for t h e  p r o p o s e c  fund, p a r t i c u l a r l y  if i t  
is to r e l a t e  to g e n e r a l  o b l i g a t i o n  b o n d s  of t h e  S tate.

2. T h e  i s s u a n c e  cf b o n d s  b y  the S t a t e  in t h e  
p r e s e n c e  o f  a " m a s s i v e  g e n e r a l  f u n d  s u r p l u s "  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  o f  th e i n t e r e s t  o n  the b e n d s ,  a n d  i t  s u r e l y  
w o u l d  n ot. T h i s  c o n c l u s i o n  a p p e a r s  to b e  s u p p o r t e d  b y  Rev.
Rul. 7 8 - 3 0 2  ( e n c l o s e d ) . H o w e v e r ,  y o u r  p h r a s i n g  o f  the q u e s t i o n  
i n  t e r m s  o f  "a p o s s i b l e  a r b i t r a g e  p r o b l e m  w i t h  t h e  I R S "  p r o m p t s  
m e  to n o t e  that t h e  IRS h a s  gcr.e so f a r  in i t s  p u r s u i t  o f  
" a r b i t r a g e "  t h a t  I w o u l d  n o t  b e  e n t i r e l y  s u r p r i s e d  at a n y t h i n a  
t h a t  o r g a n i z a t i o n  m i g h t  c o n t e n d .

I n  c o n n e c t i o n  w i t h  a l l  of the f o r e g o i n g ,  I u r g e  
y o u  a n d  o t h e r s  i n  the S t a t e  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 i c i p a l  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  a n d  
a b o u t . t o  b e  i n t r o d u c e d  i n  C o n g r e s s  to c u r e  p r o b l e m s  l i k e  t h e s e  
a n d  to p r e v e n t  f u r t h e r  e x c e s s e s .

S i n c e r e l v  y o u r s ,

E n c l o s u r e
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T h i s  M e m o  is i n  r e s p o n s e  to a n u m b e r  of q u e s t i o n s  y o u  p o s e d  
r e g a r d i n g  b o n d i n g  and c a p i t a l  p r o j e c t s ,  some of w h i c h  w e r e  
a d d r e s s e d  by J a y  H o g a n  in his N o v e m b e r  14, 1979 M e m o  to y o u  
(attached). T h e  r e m a i n i n g  q u e s t i o n s  a n d  m y  c o m m e n t s  f o l l o w

1. W H A T  ARE T H E  P R O ' S  A N D  C O N ' S  O F  P A Y I N G  C A S H  O R  B O N D I N G  
F O R  C A P I T A L  I M P R O V E M E N T S ?

P r a g m a t i s m  a n d  E q u i t y

M o s t  s t a t e  and m u n i c i p a l  g o v e r n m e n t s  m o s t  of the time do not 
h a v e  the luxury of this choice; b o r r o w i n g  is o f t e n  the o n l y  
p r a g m a t i c  and e q u i t a b l e  w a y  of fundi ng c a p i t a l  i m p rovements .

Taxing
for
C a s h

A c c u m u­
lating
Cash

P r o j e c t
Delay

M o s t  g o v e r n m e n t s  w h i c h  w o u l d  a t c e r  
s p e n d i n g  fcr t h e  first time by cas 
r a i s e  taxes, a l w a y s  a d e c i d e d l y  ur. 
r e d u c e  o p e r a t i n g  e x p e n d i t u r e s .  Ce 
t h a t  if A l a s k a  w e r e  to p a y  c a s h  ir 
s u r p l u s e s  it is enjo ying, r a t h e r  t 
r e d u c t i o n s .  So, u n l e s s  a d e c i s i o n  
e n t i r e  s u r p l u s  to all A l a s k a n s ,  th 
p r o j e c t s  w o u l d  b e  viable.

?t to fund m a j o r  c a p i t a l  
h w o u l d  be c o m p e l l e d  to 
p o p u l a r  move, or p e r h aps 
r t a i n l y  the q u e s t i o n  p r e s u m e s  
w o u l d  do so from the large 

h a n  a tax i n c r e a s e  or budget 
is m a d e  to p a y  o v e r  the 

e o p t i o n  of c a s h  for c a p i t a l

C o n c e i v a b l y ,  a g o v e r n m e n t  c o u l d  pay c a s h  by taking a r a t h e r  
s m a l l  a d d i t i o n a l  tax b i t e  each y e a r  and a c c u m u l a t i n g  it until 
s u f f i c i e n t  f u n d s  w e r e  a v a i l a b l e .  H o w ev er, this m e a n s  p o s t­
pon i n g  t h e  p r o j e c t  u n t i l  the c a s h  is in hand, w h e r e a s  b o r r o w i n g  
p e r m i t s  i m m e d i a t e  e n j o y m e n t  of the p r o j e c t ' s  benefits.



T h i s  a t t r a c t i o n  of b o r r o w i n g  is n o t  m e r e l y  a d e s i r e  for e a r l y  
r e a l i z a t i o n  of p r o j e c t  b e n e f i t s  b u t  m a y  i n v o l v e  p r a g m a t i c  
c o n s i d e r a t i o n s  a s  well; c e r t a i n  types of p r o j e c t s  s u c h  as 
s c h o o l s  m a y  be n e e d e d  n o w  b u t  n o t  n e c e s s a r i l y  t w e n t y  years 
f r o m  now. F o r t u n a t e l y  for A l a s k a , p a y i n g  c a s h  n e e d  n o t  m e a n  
delay.

It is n o t  u n k n o w n  for g o v e r n m e n t s  to a c c u m u l a t e  c a s h  for 
pr o j e c t s .  W h e r e  p r o j e c t  c o s t  is r e l a t i v e l y  small p a y i n g  
c a s h  w i l l  not r e s u l t  in a l a r g e  tax b i t e  or u n d u e  d e l a y  as, 
for e x a m p l e ,  w h e n  J u n e a u  f i n a n c e d  its s w i m m i n g  p o o l  and ski 
a r e a  f r o m  sales tax surcha r g e s .  Or c a s h  c a n  be an o p t i o n  
if p o l i t i c a l l y  a c c e p t a b l e  w a y s  of g e n e r a t i n g  r e l a t i v e l y  large 
c a s h  f l o w s  can b e  found, as T e x a s  has in u s i n g  r o y a l t y  p r o c e e d s  
for u n i v e r s i t y  c o n s t r u c t i o n .

O f  c o u r s e ,  T e x a s '  m e t h o d  i n v o l v e s  a n o n - t a x  s o u r c e  of funds.
It coul d b e  a r g u e d  that even w i t h o u t  its large surplus, A l a s k a  
is o b l i g a t e d  to pay c a s h  for a s i z a b l e  a m o u n t  cf p r o j e c t s  

t a t u t o r y  b e c a u s e  o f  a s i t u a t i o n  s i m i l a r  to Texas'. T h a t  is, A S  3 7 . 0 5 . -  
iandate 157 c r e a t e s  a " r e s e r v e  for c a p i t a l  o u t l a y "  a c c o u n t  in the

g e n e r a l  f und w h i l e  AS 3 7 . 0 5 . 1 5 8  c r e a t e s  a " r e serve for e n e r g y  
f a c i l i t i e s  d e v e l o p m e n t "  a c c o u n t  w h i c h  are to r e c e i v e  r e s p e c t i v e  
a l l o c a t i o n s  of 25% and 5% of m i n e r a l  b o n uses, r e n t a l s  and 
r o y a l t i e s .  T h i s  w o u l d  be r e s p e c t i v e l y  $ 268.4  m i l l i o n  and 
$53.6 m i l l i o n  f o r  FY 81 at a m i n i m u m  b a s e d  on c u r r e n t  oil 
prices, a n d  c o u l d  a r g u a b l y  be i n c r e a s e d  s i n c e  no f u n d i n g  of 
c a p i t a l  p r o j e c t s  has b e e n  d e s i g n a t e d  as c o m i n g  f r o m  these 
two a c c o u n t s  s i n c e  t h e i r  i n c e p t i o n  on O c t o b e r  15, 1978.

c u i t y  E q u i t y  c o n s i d e r a t i o n s  n o r m a l l y  favor b o n d i n g ,  the m o r e  so
that b o n d  p a y m e n t s  are s c h e d u l e d  over the life of the p r o j e c t  
so that those w h o  e n j o y  its b e n e f i t s  a r e  the o n e s  to p a y  for 
the p r o j e c t .  If a g o v e r n m e n t  w e r e  to p a y  c a s h  for a c a p i t a l  
i m p r o v e m e n t  p r c c r a m  t h a t  v a r i e d  s i g n i f i c a n t l y  in a m o u n t  from 
y e a r  to year, t h o s e  a r r i v i n g  j u s t  a f t e r  m a j o r  i m p r o v e m e n t s  
w e r e  m a d e  w c u l d  be g e t t i n g  a free ride, w h i l e  thos e leaving 
just a f t e r  w o u l d  be p a y i n c  for s o m e t h i n g  for nothing.

A s  well a s  for trans iency, there is an x n t e r g e n e r a t i o n a l  e q u i t y  
problem, sir.ce o lder p e r s o n s  m a y  pay for but n o t  live to e n j o y  
the b e n e f i t s  o f  a c a s h - f u n d e d  c a p i t a l  i m pro vement, w h i l e  m a n y  
y o u n g e r  p e r s o n s  not y e t  p aying taxes '/ill n e v e r t h e l e s s  be 
a r o u n d  tc e n j o y  the benefi ts.

T o  t h e ' e x t e n t  c a p i t a l  b u d g e t s  w e r e  c o n s t a n t  in real terms, 
there w o u l d  be n o  e q u i t y  p r o b l e m s .  Also, the e q u i t y  c o n s i d­
er a t i o n s  for t r a n s i e n t s  w o u l d  tend to bo a m e l i o r a t e d  if other 
g o v e r n m e n t s  w e r e  funding c a p i t a l  i m p r o v e m e n t  p r o g r a m s  w i t h  
cash.
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Oil T h i s  n o r m a l  e q u i t y  p i c t u r e  is s o m e w h a t  d i f f e r e n t  f r o m  A l a s k a ' s
R e v e n u e s  s i t u a t i o n .  S i n c e  so m u c h  of the s t a t e ' s  w e a l t h  c o m e s  f r o m
& E q u i t y  oil r e v e n u e s ,  v e r y  l i t t l e  of a n y  c a s h  paid for p r e s e n t  c a p i t a l

p r o j e c t s  w o u l d  come  f r o m  the o r d i n a r y  t a x p a y e r ' s  pocket. In 
the future, w h e n  the o i l  r e v e n u e  is g o n e  and in the a b s e n c e  of 
w i n d f a l l  r e v e n u e s  on the same scale f r o m  s o m e  o t h e r  source, 
p r o j e c t s  f u n d e d  by b o n d i n g  m i g h t  v e r y  w e l l  be p a i d  o u t  of 
t a x p a y e r s  pock ets.

Of c o urse, this is n o t  i n c o n s i s t e n t  w i t h  the idea that the 
users pay; its just th at the e a r l y  u s e r s  g e t  off r e l a t i / e l y  
easy. T h i s  is a p p e a l i n g  to m a n y  A l a s k a n s  w h o  b e c a u s e  of 
high t r a n s i e n c y  feel no p a r t i c u l a r  a l l e g i a n c e  to the s t a t e ' s  
future  c o n s t i t u e n t s ,and  also w i s h  to r e w a r d  the "pioneers " 
w h o  h a v e  b e e n  h e r e  a long time. O n  the o t h e r  hand, those 
w h o  e x p e c t  t h e m s e l v e s  o r  their c h i l d r e n  to be h e r e  for the 
du r a t i o n ,  w h i c h  p r o b a b l y  includes  m o s t  na tives, m a y  have 
m o r e  c o n c e r n  for the p o s s i b l e  tax b u r d e n s  o n  the c i t i z e n r y  
in the future. It m a y  be t h o u g h  t h a t  w i t h  e v e r - b r i g h t e n i n g  
r e v e n u e  proje c t i o n s ,  the day o f  s i g n i f i c a n t  tax b u r d e n s  
on the A l a s k a n  c i t i z e n r y  is r e c e d i n g  far e n o u g h  i n t o  the 
future to be o f  u n c e r t a i n  p r o b a b i l i t y  o r  m i n i m a l  concern.

B a l a n c i n g  all these e q u i t y  c o n s i d e r a t i o n s ,  as w e l l  as the 
o t h e r  p o i n t s  c o n s i d e r e d  so far m i g h t  lead to f u nd ing a 
s i g n i f i c a n t  p o r t i o n  o f  c a p i t a l  p r o j e c t s  w i t h  c a s h  as w e l l  
as b o n d i n g  for the r e m a i n d e r  so that f u t u r e  u s e r s  d o  pay 
for s o m e t h i n g .

However , the state's m e t h o d  of b e n d i n g  is m o r e  e q u i v a l e n t  
to the c a s h  p r o p o s i t i o n  in r e g ards to e q u i t y  c o n s i d e r a t i o n s ;  
m o s t  d e b t  s e r v i c e  for c u r r e n t  p r o j e c t s  w i l l  be f u n d e d  by oil 
revenues, n o t  taxpayers. T h i s  is b e c a u s e  the m a t u r i t i e s  on 

Bond most r e c e n t  d e b t  issues of the state h a v e  b e e n  s c h e d u l e d
[.Maturity b e f o r e  the late 19B0's w h e n  P r u d k o e  p r o d u c t i o n  is e x p e c t e d

to d e c l i n e  (this is r e f l e c t e d  in the a t t a c h e d  d e b t  s e r vice 
s c h e d u l e  from the "1979 A n n u a l  F i n a n c i a l  Report").  E a r l y  
m a t u r i t i e s  h a v e  been s c h e d u l e d  in an e f f o r t  to i m pr ove the 
s t a t e ' s  bond ratings; the f i n a ncia l c o m m u n i t y  w i l l  sec a 
m o r e  o r  loss a s s u r e d  r e v e n u e  s t r e a m  f r o m  P r u d h o e  s u f f i c i e n t  
to fund d e b t  service.

B o n d i n g  w i t h  e a r l y  m a t u r i t i e s  both s e c u r e s  b e t t e r  bond 
ra t i n g s  and h e l p s  b a l a n c e  o u t  e q u i t y  b e t w e e n  c u r r e n t  and 
future A l a s k a n s .  Of course, c a s h  for p r o j e c t s  w o u l d  
e n h a n c e  b o n d  r a t ings all the more. Thus, c a s h  o r  b o n d i n g  
w i t h  e a r l y  m a t u r i t i e s  for the m a j o r  p o r t i o n  of c a p i t a l  
p r o j e c t s  w o u l d  seen e q u a l l y  d e s i r a b l e  from the s t a n d p o i n t  
of pracnatJfia a n d  oqulty.
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A r b i t r a g e

T u r n i n g  to f i n a n c i a l  c o n s i d e r a t i o n s  though, b o n d i n g  is to be 
p r e f e r r e d  to p a y i n g  c a s h  b e c a u s e  of i n t e r e s t  arbitr a g e .  T h a t  
is, i n s t e a d  of p a y i n g  cash, the s t a t e  c o u l d  i n v e s t  its s u r p l u s  
a t  t a x a b l e  m a r k e t  rate s of i n t e r e s t  and u s e  these i n v e s t e d  
f u n d s  a n d  e a r n i n g s  to pay o f f  b o n d s  i s s u e d  a t  l o w e r  r a t e s  of 
t a x - e x e m p t  interest, and  p o c k e t  the d i f f e r e n c e  in i n t e r e s t  
r a t e s .

T a b l e  1 shows t h a t  the a v e r a g e  s p r e a d  in i n t e r e s t  r a t e s  b e t w e e n  
A a  r a t e d  l o n g - t e r m  c o r p o r a t e  a n d  m u n i c i p a l  b o n d s  a v e r a g e d  2.5% 
to 3.77% d u r i n g  the last five years, w i t h  a r e c e n t  d i f f e r e n t i a l  
of 4.46% for O c t o b e r  1979. C h a r t  1 traces these r a t e s  b a c k  to 
1969.

A s  T a b l e  2 shows, rates xor ten y e a r  m a t u r i t i e s  w h i c h  t ypify 
A l a s k a n  issues a r e  a b o u t  .5% lower than the twenty y e a r  
m a t u r i t i e s

ong
a t u r i t i e s  
nd
r b i t r a g e

Also, A l a s k a n  b o n d s  are r a t e d  A 1  by M o o d y ' s  and A +  by S t a n d a r d  
a nd Poor's, thus s e l l i n g  a t  a b o u t  .1% h i g h e r  than the Aa bonds. 
A l l  told, this m e a n s  a s p r e a d  in rates b e t w e e n  3% and 5% b e t w e e n  
A l a s k a n  b o n d s  and the market. T h e  a t t a c h e d  D e c e m b e r  31, 1979 
l e t t e r  f r o m  J o h n  N u v e e n  & Co., the s t a t e ' s  f i n a n c i a l  advisor, 
c o r r o b o r a t e s  this informat ion.

A  3% m i n i m u m  s p r e a d  or 4% a v e r a g e  s p r e a d  w o u l d  m e a n  the s t a t e  
c o u l d  e a r n  r e s p e c t i v e l y  $19.2 m i l l i o n  or $26.4 m i l l i o n  in 
i n t e r e s t  a r b i t r a g e  o v e r  the life of $100 m i l l i o n  in bonds 
i s s u e d  w i t h  a five year a v e r a g e  m a t u r i t y .  Presum a b l y ,  a c t i v e  
p o r t f o l i o  m a n a g e m e n t  can i m p r o v e  a r b i t r a g e  e a r n i n g s  beyond 
the a v e r a g e  spread.

T h e  a m o u n t  of a r b i t r a g e  c o u l d  also be i n c r e a s e d  by issuing  
b onds w i t h  longer m a t u r i t i e s .  A  longer p a y b a c k  m e a n s  we 
hang o n t o  our c a s h  longer and p o c k e t  the d i f f e r e n c e  in e a r n i n g s  
longer; it m e a n s  g r e a t e r  o u t s t a n d i n g  b o n d e d  i n d e b t e d n e s s  in 
total.

^Thia l e s s e r  rate for s h o r t e r  m a t u r i t i e s  is p a r t i a l l y  a 
r e d u c t i o n  in ris* premium, since a l e n d e r ' s  funds are not 
e x p o s e d  as long, as w e l l  as a r e d u c t i o n  in the l i q u idi ty 
p r e m i u m  that is l a r gely d u e  to the g r e a t e r  p r e s e n c e  of 
b a n k s  in the s h o r t - t e r m  m u n i c i p a l s  market. Ba nks have to 
b a l a n c e  s h o r t - t e r m  l i a b i l i t ' e s  (checking a n d  p a s s b o o k  savings) 
w i t h  s h o r t - t e r m  css* ts.



A s  m e n t i o n e d  p r e v i o u s l y ,  the re is n o r m a l l y  an i n t e r e s t  p e n a l t y  
o f  .5% for t w e n t y  y e a r  m a t u r i t i e s  in c o m p a r i s o n  w i t h  t e n  y e a r  
m a t u r i t i e s .  In A l a s k a ' s  case, the p e n a l t y  w o u l d  be e v e n  g - e a t e r  
b e c a u s e  o u r  c r e d i t  is r e a l l y  b a s e d  on the s o m e w h a t  s h o r t e r  
p e r i o d  of p r o l i f i c  P r u d h o e  p r o d u c t i o n .  A s s u m i n g  t h a t  the 
a m o u n t  of i n d e b t e d n e s s  p r o j e c t e d  to b e  o u t s t a n d i n g  in the 
p o s t - P r u d h o e  p e r i o d  is n o t  so large as to m a k e  a b o n d  u n m a r k e t­
able, the p o t e n t i a l  a r b i t r a g e  on a $100 m i l l i o n  iss ue w i t h  a n  
a v e r a g e  l i f e  of t e n  y e a r s  w o u l d  b e  $28.8 m i l l i o n  or ?43.2 m i l l i o n  
r e s p e c t i v e l y  for s p r e a d s  of o n l y  2% m i n i m u m  or 3% on averag e. 
C e r t a i n l y ,  the re h a s  to be r o o m  for some l e n g t h e n i n g  of A l a s k a  
m a t u r i t i e s ,  e i t h e r  in n e w  issues or in r e f i n a n c i n g  of old ones, 
b a s e d  o n  t h e  d o u b l i n g  o f  w o r l d  o i l  p r i c e s  in the last six m o n t h s  
a n d  the d e c o n t r o l  of P r u d h o e  oil w h i c h  b e g a n  J a n u a r y  1980 —  
if th ere is also r e s t r a i n t  in s p e n d i n g  d e c i s i o n s  in r e l a t i o n  
to the r e v e n u e s  t h a t  w i l l  be a v a i l a b l e ,  s u f f i c i e n t l y  so to 
i m p r e s s  t h e  b o n d  market.

E f f e c t s  o n  S p e n d i n g

In fact, t h e  p o s t u l a t e d  a r b i t r a g e  g a i n s  may b e  c o m p l e t e l y  
h y p o t h e t i c a l  d e p e n d i n g  o n  the e f f e c t s  b o n d i n g  has on s p e n d i n g  
a n d  i n v e s t m e n t  d e c i s i o n s  of the state.

T w m a y  b e  a r g u e d  that the b o n d i n g  m e t h o d  a s s u r e s  g r e a t e r  
p o l i t i c a l  c o n s e n s u s ,  if not re stra i n t ,  o n  the p r o j e c t s  to 
b e  u n d e  t a k e n  s i n c e  r e f e r e n d u m s  are required. So me feel 
t h a t  c a p . t a l  s p e n d i n g  is g r e a t e r  u n d e r  the b o n d i n g  p r o c e s s  
t h a n  t h r o u g h  a p p r o p r i a t i o n s  b e c a u s e  o f  the need to r e g i o n a l l y  
b a l a n c e  b o n d  p r o p o s a l s  to a s s u r e  v o t e r  approva l. In the last 
t h r e e  g e n e r a l  e l e c t i o n s ,  four o u t  of t h i r t y  bond p r o p o s i t i o n s  
h a v e  failed, c o u n t i n g  the new c a p i t a l  b o n d  issue.

A  p o s s i b l e  g r e a t e r  i n d u c e m e n t  to i n c r e ased s p e n d i n g  t h r o u g h  
t h e  b o n d i n g  p r o c e s s  is the a m o u n t  of c a s h  that is freed up.
I n s t e a d  of b e i n g  i n v e s t e d  and e a r n i n g  a r b i t r a g e  it may be 
a p p r o p r i a t e d  as well, for o p e r a t i n g  b u d g e t s  if not c a p i t a l  —
if not in the c u r r e n t  session, then the next. O n  the o t h e r
hand, c a s h  for c a p i t a l  p r o j e c t s  has as o n e  of its m a i n  a t t r a c t i o n s  
t h e  a t t r i b u t e  of b e i n g  a b r a k e  on the o p e r a t i n g  budget, if not 
t he c a p i t a l  budget. In the c a s e  of c a p ital, c a s h  for p r o j e c t s
w c u l d  p r e s e r v e  u n u s e d  d e b t  c a p a c i t y  tha t c o u l d  "banked" for
u s e  in f u t u r e  s essions. Also, an n u n c i a t e d  p o l i c y  of c a s h  
f o r  p r o j e c t s  m a y  s e e m  to be an implied e n d o r s e m e n t  of s p e n d i n g  
a l l  the. c a s h  on c a p i t a l  projects.

T h e  c h o i c e  of the m e t h o d  of f i n a n c i n g  m a y  not be the m o s t  
c r i t i c a l  f a c t o r  a f f e c t i n g  the level of e x p e n d i t u r e s .  F i n a n c i n g  
c h o i c e s  c a n n o t  s u b s t i t u t e  for p o l i c y  d e t e r m i n a t i o n s  as to w h a t  
t he e x p e n d i t u r e  level s h o u l d  be nor fcr a g o o d  c a p i t a l  and
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o p e r a t i n g  b u d g e t i n g  p r o c e s s  to i n f o r m  s u c h  p o l i c y  d e c i s i o n s .  
C e r t a i n l y  s o m e  p a r t i c u l a r  e x p e n d i t u r e s  w i l l  h a v e  b e n e f i t s  
o u t w e i g h i n g  a n y  a r b i t r a g e  earn ings.

O t h e ^  O p p o r t u n i t y  C o s t s  o f  C a s h  for P r o j e c t s

To the e x t e n t  c a s h  left on the t a b l e  f r o m  b o n d i n g  for c a p i t a l  
layments p r o j e c t s  is u s e d  for cash p a y m e n t s  t o  i n d i v i d u a l s  or i n v e s t m e n t  
lo . in o t h e r  than the m o n e y  a n d  b o n d  m a r k e t s ,  the a r b i t r a g e  a r g u -
| ndividuals m e n t  m a y  s t i l l  be valid.

C e r t a i n l y ,  if a n  i n d i v i d u a l  r e c e i v e s  a c a s h  pay me n t ,  he can 
i n v e s t  i t  at t h e  h i g h e r  t a x a b l e  m a r k e t  r a t e s  and thus ea rn 
the a r b i t r a g e  o n  his own a c c o u n t .  O f  c o u rse, he m a y  s p e n d  
it ins tead; t h o u g h  p r e s u m a b l y  he is j u d g i n g  his p r e s e n t  
c o n s u m p t i o n  to h a v e  g r e a t e r  u t i l i t y  t h a n  p o s s i b l e  f u t u r e  
c o n s u m p t i o n  a u g m e n t e d  even at m a r k e t  r a t e s  o f  interest.

W h e r e  this a l t e r n a t i v e  r e a l l y  falls s h o r t  in r e l a t i o n  to s t a t e  
a r b i t r a g e  w i t h  p a y m e n t  of the e a r n i n g s  to i n d i v i d u a l s  is the 
f e d e r a l  tax b i t e  that w o u l d  be t a k e n  o u t  of p r i n c i p a l  if it 
is g i v e n  to i n d i v i d u a l s .  Instead, the m o n e y  c o u l d  be l o aned 
to i n d i v i d u a l s  at the t a x - e x e m p t  c o s t  to the s t a t e  and in 
that w a y  r e t a i n  the a r b i t r a g e  a r g u m e n t ' s  v a l i d i t y ;  this, of 
course, r e m o v e s  the p o s s i b i l i t y  of e x p e n d i t u r e  of the p r i n c i p a l  
by i n d i v i d u a l s .

T h e  a r b i t r a g e  a r g u m e n t  can c e r t a i n l y  be e n h a n c e d  if the s t ate 
or i n d i v i d u a l s  w i t h  state l oans can m a k e  i n v e s t m e n t s  w h i c h  
y i e l d  e v e n  g r e a t e r  r e tur ns than the m o n e y  and bond mark e t s .
If t h e s e  are d e v e l o p m e n t  p r o j e c t s  in A l aska, there m a y  be 
o t h e r  b e n e f i t s  b e s i d e s  a h i g h e r  rate of return. T h e  s t a te's 
fiscal p o s i t i o n  m a y  b e  benefi t e d ,  its b o n d  r a t i n j a  p o s s i b l y  

ivelopment improve d, etc., from the e x p a n d e d  tax b a s e  if i n m i g r a t i o n  is 
rojects not p r o n o u n c e d  or s t a t e  b u d g e t s  do n o t  swel~ as a result.

Incomes and e m p l o y m e n t  w i l l  i n c r ease, h o p e f u l l y  for the long- 
run if the p r o j e c t  is e c o n o m i c a l l y  v i a b l e .  Of course, there 
is a l w a y s  a d a n g e r  that the s t a t e  w i l l  be p r o v i d i n g  c o n s u m p t i o n  
d i s g u i s e d  as i n v e s t m e n t .

B o n d i n g  P u r i n e  P e r i o d s  of llich I n - e r e s t  R a t e s

One final c o n s i d e r a t i o n  as to w h e t h e r  to b o n d  o r  p a y  c a s h  
w o u l d  b e  the p o s s i b i l i t y  o f  a v o i d i n g  b o n d i n g  d u r i n a  p e r i o d s  
of h i g h  i n t e r e s t  rates. R e f e r r i n g  to C h a r t  1 again, o n e  can 
see t h a t  m u n i c i p a l  bonds' i n t e r e s t  r a t e s  h a v e  v a r i e d  f r o m  SI 
to 7% d u r i n g  the 1970's. Thus, p a y i n g  c a s h  w o u l d  save at 
m o s t  2% b a s e d  o n  r e c e n t  e x p e r i e n c e ,  w h i l e  f o r e g o i n g  the 
o p p o r t u n i t y  to e a r n  3% to 41 m  a r b i t r a g e .  M o r e o v e r ,  c a r e f u l  
timing o f  a c t u a l  b o n d  sales by tile a d m i n i s t r a t i o n  m a y  h e l p



k e e p  i n t e r e s t  c o s t s  down. L a g s  in the p o l i t i c a l  p r o c e s s  
w o u l d  m a k e  it d i f f i c u l t  to a t t e m p t  to take a d v a n t a g e  of 
s w i n g s  in i n t e r e s t  r a t e s  f r o m  the l e g i s l a t i v e  e n d  o f  things 
a n ywa y.

R e v e n u e  B o n d s

T h e  d i s c u s s i o n  h e r e t o f o r e  c f  c a s h  vs. b o n d i n g  as a f i n a n c i n g  
m e t h o d  f o r  c a p i t a l  p r r j e c t s  is f o r  the m o s t  p a r t  a p p l i c a b l e  
to g e n e r a l  o b l i g a t i o n  and r e v e n u e  bonds. H o w e v e r ,  p a y i n g  
c a s h  o r  u s i n g  g e n e r a l  o b l i g a t i o n  bonds w h e r e  a r e v e n u e  b o n d  
c a n  b e  u s e d  r e s u l t s  in a s h i f t i n g  of the costs of b e n e f i t s  
for a p a r t i c u l a r  g r o u p  from t h a t  g r o u p  to the g e n e r a l  
p o p u l a c e  a n d  is u s u a l l y  j u d g e d  t o  be u n a c c e p t a b l e .

If the e q u i t y  c o n s i d e r a t i o n s  a r e  not o v e r r i d i n g ,  g e n e r a l  
o b l i g a t i o n  b o n d s  are c e r t a i n l y  c h e a p e r  t h a n  r e v e n u e  bonds; 
r e c e n t  s a l e s  h a v e  had a .7% to 1.5* a d v a n t a g e  o v e r  r e v e n u e  
b o nds . O f  course, s i g i n f i c a n t  i n c r e a s e s  in i n d e b t e d n e s s  on 
a c c o u n t  o f  this w o u l d  e v e n t u a l l y  have a d v e r s e  e f f e c t s  on 
i n t e r e s t  c o s t s  on all new G O B ' s .  R e g a r d l e s s  of e q u i t y  
c o n s i d e r a t i o n s ,  r e v e n u e  b o n d s  w o u l d  s t i l l  o f f e r  a r b i t r a g e  
o p p o r t u n i t i e s  w h e t h e r  the c a s h  a l t e r n a t i v e  has s t a t e  funds 
or us er i n c o m e  as its source. A n y  s h i f t  aw ay f r o m  r e v e n u e  
b o n d i n g  m i g h t  n e c e s s i t a t e  r e v i e w  of the p o l i c y  for user 
c h a r g e s  a n d  a c c r u e d  surpluse s.

2. W H A T  A R E  T H E  P R O ' S  AND C O N ' S  CF P A Y I N G  O F F  O U R  P R E S E N T  
D E B T  S E R V I C E ?

Acuity G i v e n  the s h o r t  m a t u r i t y  s t r u c t u r e  o f  o u r  p r e s e n t  debt, the
e q u i t y  s i t u a t i o n  w o u l d  not be m u c h  c h a n g e d  b y  p a y i n g  it off 
s i n c e  e i t h e r  w a y  it a p p e a r s  t h a t  it w i l l  be oil revenues, not 
i n d i v i d u a l  t a x p a y e r  d o l l a r s ,  t h a t  w i l l  b e  u s e d  to pay it off.

.rbitrage By not p a y i n g  it off, the s t a t e  car. in t h e o r y  c o n t i n u e  to
e a r n  a r b i t r a g e .  However, this d e p e n d s  o n  to w h a t  a l t e r n a t i v e  
us e  the p o t e n t i a l  b o n d  r e d e m p t i o n  funds are p u t  as d i s c u s s e d  
u n d e r  q u e s t i o n  1; if they a r e  s p e n t  o n  b u d g e t  items there is 
no a r b i t r a g e .

iifect o n  As d i s c u s s e d  in the J o h n  N u v e c n  & Co. l e t t e r  and a l s o  the
o n d  a t t a c h e d  A p r i l  3, 1978 W h i t e  W e l d  letter, A l a s k a  c o m p a r e s
n.atings u n f a v o r a b l y  a g a i n s t  the t r a d i t i o n a l  y a r d s t i c k s  t*sed to rate

bonds, i.e. d e b t  per capita, d e b t  as a p e r c e n t  of p e r s o n a l  
income, etc. Paying o f f  o u r  d e b t  w o u l d  d r a m a t i c a l l y  i m pro ve 
o u r  s t a t i s t i c s ,  i n c l u d i n g  the o n e  d e e m e d  m o s t  r e l e v a n t  in 
o u r  case, d * b t  s e r v i c e  as a p e r c e n t  of g e n e r a l  fund r evonues.



Honorable Terry Gardiner -8- January 18, 1980

o t e n t i a l
a vings
s.
r b i t r a g e

n
I t e r­
ative

r b i t r a g e

H o w e v e r ,  this a c t i o n  w o u l d  d o  n o t h i n g  to o v e r c o m e  the lack of 
d i v e u i f i c a t i o n  in the e c o n o m y  a n d  the a l m o s t  c o m p l e t e  d e p e n­
d e n c e  o f  s t a t e  r e v e n u e s  on a s i n g l e  s o urce, P r u d h o e  Bay.
B e s i d e s ,  t h e r e  is no a s s u r a n c e  t h a t  i n  f o l l o w i n g  y e a r s  b o n d  
a u t h o r i z a t i o n s  m i g h t  n o t  be s o u g h t  w h i c h  w o u l d  p u t  i n d e b t e d n e s s  
b a c k  a t  t r a d i t i o n a l  revels. Thus, p a y i n g  off  e x i s t i n g  i n d e b t­
ed n e s s  m i g h t  l e s s e n  i n t e r e s t  c o s t s  on f u t u r e  issues a n d  p o s s i b l y  
i m p r o v e  the s t a t e ' s  b o r d  r a t i n g s  if t h e  r e d e m p t i o n  is seen as 
p a r t  of a l o n g - r a n g e  p o l i c y  of f i s c a l  r e s t r a i n t  a n d  c o n v i n c i n g l y  
d o c u m e n t e d  in l o n g - r a n g e  c a p i t a l  b u d g e t  plans.

H o w e v e r ,  as i n d i c a t e d  in T a bles 3 and 4, the m a x i m u m  r e d u c t i o n  
in i n t e r e s t  c o s t s  s h o u l d  the s t a t e  be u p g r a d e d  to the h i g h e s t  
r a t i n g  (Aaa) w o u l d  n o r m a l l y  be n o  m o r e  than t h i r t y  b a s i s  p oints 
or .3%. T h i s  w o u l d  be o n e - t e n t h  the a m o u n t  t h a t  c o u l d  be 
earned, 3%, in a r b i t r a g e  if the funds w e r e  i n v e s t e d  i n s t e a d  
of u s e d  to p a y  off the bonds. Thus, p a y i n g  o f f  $680 m i l l i o n  
in o u t s t a n d i n g  d e b t  w o u l d  r e q u i r e  the i s s u a n c e  of $6.8 b i l l i o n  
in n e w  d e b t  for i n t e r e s t  s a v ings to m a k e  up the lest a r b i t r a g e .  
U n d o u b t e d l y ,  o u r  i n t e r e s t  d i f f e r e n t i a l  w o u l d  be e r a s e d  long 
b e f o r e  t h a t  l eve l of i n d e b t e d n e s s  was reached. A l t h o u g h  some 
i m p r o v e m e n t  c o u l d  also be e x p e c t e d  in rat es and r a t i n g s  for 
o t h e r  A l a s k a  m u n i c i p a l s  w h i c h  track s o m e w h a t  w i t h  the state, 
this m e t h o d  o f  p a y i n g  o f f  i n d e b t e d n e s s  w c u l d  s till not be an 
a t t r a c t i v e  in vest m e n t ,  but w o u l d  be a m e t h o d  of b u d g e t a r y  
r e s t r a i n t .

A n  a l t e r n a t i v e  that w o u l d  p o s s i b l y  be a g o o d  i n v e s t m e n t  though 
n o t  a b s o r b  as m u c h  f unds is to p a y  off the tail end of the 
s t a t e ' s  d e b t  service, i.e. the loncer m a t u r i t y  bonds. S t e a l i n g  
G a l l a g h e r  of N u v e e n  & Co. e s t i m a t e s  that p o s s i b l y  S100 m i l l i o n  
so s p e n t  w o u l d  h a v e  a l m o s t  the same i m p a c t  as p a y i n g  o f f  all 
i n d e b t e d n e s s .

3. W H A T  A R E  T H E  PRO'S AND C O N ' S  OF P A Y I N G  O F F  P R E S E N T  
M U N I C I P A L  DEBT?

C o n s i d e r i n g  the state as a w h o l e ,  the a r g u m e n t s  h e r e  are the 
s a m e  as for q u e s t i o n  2. The p o t e n t i a l  a r b i t r a g e  f r o m  r e t a i n i n g  
i n d e b t e d n e s s  is a l m o s t  as g r e a t  since the M u n i c i o a l  Bond Bank 
A u t h o r i t y  c a r r i e s  an A  rating, o n l y  s l i g h t l y  b e l o w  the state's.
Of c o urse, l o o k i n g  at it solely frcm the m u n i c i p a l i t i e s  p o i n t  
of view, p a y o f f  is d e s i r a b l e  s i n c e  the c a s h  c o m e s  from the 
state, n o t  the m u n i c i p a l i t y .  T h i s  w o u l d  be a n  e x p e n d i t u r e  from 
the s t h t e ' s  p o i n t  of view, w h e r e a s  p a y i n g  o f f  its o w n  l i a b i l i t i e s  
d o e s  n o t  c h a n g e  its net worth.
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T h e  i m p r o v e m e n t  in i n t e r e s t  c o s t s  s h o u l d  be a b o u t  the same 
m a g n i t u d e  as t h a t  for the state, thus p u t t i n g  the a m o u n t  of 
n e w  d e b t  r e q u i r e d  to r e a l i z e  s a v i n g s  in i n t e r e s t s  c o s t s  
e q u i v a l e n t  to the f o r e g o n e  a r b i t r a g e  a t  o d d s  w i t h  the idea 
of r e d u c e d  l e v e l s  of i n d e b t e d n e s s  to s e c u r e  b e t t e r  i n t e r e s t  
rates. A g a i n  though, p a y i n g  o f f  the t a i l  e n d  m a t u r i t i e s  
m i g h t  b e  a g o o d  inves tment.

A n y  s u c h  p r o g r a m  to p a y o f f  m u n i c i p a l  d e b t  w o u l d  n o t  b e n e f i t  
i n d i v i d u a l s  i n  u n o r g a n i z e d  a r e a s  or m u n i c i p a l i t i e s  w i t h  no 
debt. I f  the p r o p o s a l  is a b l a n k e t  p a y o f f  o f  100% of o u t­
st a n d i n g  debt, s o m e  m u n i c i p a l i t i e s  w i l l  b e n e f i t  m o r e  than 
others, even o n  a p e r  c a p i t a  basis. " A l a s k a  T a x a b l e  1979" 
i n d i c a t e s  t h a t  m u n i c i p a l  d e b t  p e r  c a p i t a  v a r i e s  f r o m  $120 
to $26,751. P a y o f f  of equal a m o u n t s  o n  a p e r  c a p i t a l  b a s i s  
w o u l d  b e  m o r e  e q u i t a b l e  than p a y o f f  o f  a l l  o r  a p e r c e n t a g e  
o f  t o t a l  i n d e b t e d n e s s .

T h e r e  w o u l d  b e  no a s s u r a n c e  that m u n i c i p a l i t i e s  w o u l d  pass 
o n  the s a v i n g s  in d e b t  service  to t a x p a y e r s  r a t h e r  than 
i n c r e a s i n g  o t h e r  b u d g e t  e x p e n d i t u r e s .  D i r e c t  p a y m e n t s  or 
c r e d i t s  to t a x p a y e r s  m i g h t  be s u p e r i o r  in this regard. If 
a m u n i c i p a l  d e b t  r e d e m p t i o n  p r o g r a m  is to be c o n s i d e r e d ,  it 
m i g h t  a l s o  b e  a p p r o p r i a t e  to c o n s i d e r  c e i l i n g s  on m u n i c i p a l  
i n d e btedness.

4. A T  V.*HA7 L 7 V E L  S H O I L D  WE B O N D  Ft < C A P I T A L  I M P R O V E M E N T S ?  
BY W H A T  L O G I C ?

T h e  J o h n  N u v e e n  & Co. letter s u g g e s t s  $175 to $225 m i l l i o n  
pe r  year, w h i c h  w o u l d  b e  $350 to $450 m i l l i o n  in a u t h o r i z a t i o n s  
this session. The G o v e r n o r  r e p u t e d l y  w i l l  i n s i s t  o n  no m o r e  
that $ 3 0 0  m i l l i o n  in a u t h o r i z a t i o n s  this s e s s i o n  b e c a u s e  of 
c o n c e r n s  that the r i s i n g  level o f  d e b t  s e r v i c e  w i l l  leave 
little r o c n  f o r  i n c r e a s e s  in o t h e r  o p e r a t i n g  items w i t h i n  
his l o n g - r a n g e  b u d g e t  g r o w t h  c e i l i n g s .  T h e  p o s s i b i l i t y  of 
s t r e t c h i n g  o u t  m a t u r i t i e s  b a s e d  o n  i m p r o v e d  r e v e n u e  p r o­
jec t i o n s  m i g h t  p e r m i t  the G o v e r n o r  to i n c r e a s e  d e b t  and d e b t  
service and s t i l l  m e e t  his b u d g e t  g r o w t h  o b j e c t i v e s .  
A u t h o r i z a t i o n s  in the 1978 s e s s i o n  t o t a l e d  $275 m i l l i o n  
e x c l u s i v e  of t he $966 m i l l i o n  n e w  c a p i t a l  b o n d  issue.

ttar.dards A c c o r d i n g  to the W h i t e  Weld memo, d e b t  s e r v i c e  c o u l d  be as 
h i g h  as 16t o f  a e n e r a l  fund r e v e n u e  b e f o r e  the s t a t o  w o u l d  
e x p e r i e n c e  s i g n i f i c a n t  i n t erest p e n a l t i e s .  In the j u d g m e n t  
o f  J o h n  E. P e t e r s e n ,  D i r e c t o r  of the G o v e r n m e n t  F i n a n c e  
R e s e a r c h  C e n t e r  of the M u n i c i p a l  F i n a n c e  O f f i c e r s  A r s o c i a t i o n  
(M F C A ) , as q u o t e d  in his book. T h e  R a t l n n  G a m a , "a r a t i o  of 
ten p e r c e n t  is feJt to be the s e p a r a t i o n  b e t w o e n  b e t t e r  and 
lesser c r e d i t w o r t h i n e s s ,  f i f t e e n  p e r c e n t  w a r r a n t s  c o n cern, 
an d  it s h o u l d  n e v e r  e x c e e d  t wenty to t w o n t y - f i v e  p e r c e n t . "
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P o t e n t i a l  T e n  p e r c e n t  of the $ 3 , 0 5 2 . 2  m i l l i o n  e s t i m a t e d  as FY 80
iLevels u n r e s t r i c t e d  r e v e n u e  in the D e p a r t m e n t  of R e v e n u e ' s  " R e venue

S o u r c e s "  w o u l d  b e  $300 m i l l i o n  in de bt s e r v i c e . $300 m i l l i o n
a year i n  debt s e r v i c e  o v e r  a ten y e a r  p e r i o d  w o u l d  a m o r t i z e
$ 2 , 2 5 2 . 3  m i l l i o n  at 6% interest. Thus, the s t a t e  could 
t h e o r e t i c a l l y  i n c r e a s e  its c u r r e n t  total i n d e b t e d n e s s  of 
$680 m i l l i o n  s e v e r a l  times over, this ses sion, if f u ture 
b o n d i n g  w e r e  to be c u t  b a c k  c o n s i d e r a b l y .

iMarket In reality, the m a r k e t  limits are m o r e  l i k e l y  d e t e r m i n e d
iLimits "by i n t a n g i b l e ,  p s y c h o l o g i c a l ,  p e r h a p s  e v e n  i r r a t i o n a l  f a c tors

a n d  a t t i t u d e s "  a c c o r d i n g  to the N u v e e n  letter, w h i c h  f u r t h e r
states t h a t  "no one c a n  a c c u r a t e l y  p r e d i c t  w h a t  level  of d e b t  
w i l l  t r i g g e r  a r e a c t i o n  leadin g to a n e g a t i v e  s hift in m a r k e t  
s e n t i m e n t " .  (Should it be d e s i r e d  L e g i s l a t i v e  F i n a n c e  can 
r e a d i l y  run l o n g - r a n g e  c o m p u t e r  p r o j e c t i o n s  of d e b t  s e r v i c e
in r e l a t i o n  to r e v e n u e s  b a s e d  o n  a g i v e n  p a t t e r n  of b o n d
a u t h o r i z a t i o n s .)

It a p p e a r s  t h e r e  are no r e a d y - m a d e  rules for the level of 
debt; b y  the a b o v e  s t a n d a  d the state has t r e m e n d o u s  u n u s e d  
c a p a c i t y  —  by o t h e r  s t a n d a r d s  such as d e b t  per c a p i t a  
t here is no e x c e s s  c a p a city. T h e  state can a l w a y s  find the 
limits b y  t e s t i n g  the water. N e e d l e s s  to say, b u d g e t a r y  
r e s t r a i n t  and s o u n d  m a n a g e m e n t  of the s t a t e ' s  p o r t f o l i o  
w i l l  i n c r e a s e  its d e b t  c a p a c i t y  in r e l a t i o n  to a g i v e n  level 
of r«ver.ues.

U P D A T E

5. W H A T  IS O U R  P R E S E N T  M U N I C I P A L  DEBT?

As of J u l y  1, 1979 tie g e n e r a l  o b l i g a t i o n  Y d d e b t  of 
m u n i c i p a l i t i e s  was $"’68,508, 903.

Y o u  m a y  note t h a t  in o u r  letter to N u v e e n  w e  w o n d e r e d  if 
a g u a r a n t e e  f u n d  for g e n e r a l  o b l i g a t i o n  b o n d s  w o u l d  improve  
i n t e r e s t  costs o r  ratings. Nuvee.. felt it w o u l d  r a i s e  m o r e  
q u e s t i o n s  than it w o u l d  be vorth.


