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Bond-Financed Self-Insurance
for Public Entities

by the Chicago Chapter, The Society

ABSTRACT- This paper was amttm to mist public entity risk
managers and broken in the development of an alternate approach
to traditional risk management problems faced by public entities.
Although there is a quantity of information available on both risk
management technics, in particular on retention plans and public
finance, until recently there was practically no information available
on the use of public finance and risk management techniques in
combination. The purpose of this paper is to begin to fill that void.

Statement of the Problem

yclicality. Insurance cycles have affected

both the insurance industry and the in-

surance buyers for over 100 years. To

the extent that theseiQglCV20 he pre-

dicted, the effects of the cycles can be

managed. Given recent trends, the famil-
iar cycle of three years of lax underwriting standards,
excess capacity and the negotiable prices of cash-flow
underwriting followed by three years of tight markets,
strained capacity, sound underwriting and carefully
managed growth is disappearing and is being replaced
with cycles of errario lengths and of increasing magni-
tudes of heights and depths.

Planning, Budgeting and Deficits. The insurance cycle
creates a problem in planning and budgeting for public

The Chicago Chapter of The Society of CPCU submitted this paper
in May of 1?J7. and it received the Outstindmg Research Prviect
Award. T7if Research Committee consists of Richard C. Rudolph.
CPCU. tohn Durhj. CPCU. Daniel Kaminski. CPCU; Megan
Mevenng. CPCU.'and 111 Sleiam. CPCU.

The commut e wishes to acknowledge the assnianct provided by
Cerard Femanilrz. \r. Anne Beddinrneld. Mart Afcrjm*. Steien
Hertman, Thomas C 3rophy. Edward Costner. ACAS. MAAA.
and Bmee C Fernandez. In one uvv or another, roch provided ex-
pense anj help to the committee in the prevention of this paper.

march i*m

CPCU

... The insurance cycle creates
a problem in planning and
budget for publ. entities...

W

entities. Unlike private enterprise, a governmental ennty
relying on taxation for its revenue, cj. not raise its
"pnee" for its services whenever its costs increase.
Once the tax levy is set for the coming year, there is
little that can we done to recover, in the current year,
for sharply escalating costs. Instead, the public entity
may be forced to operate at a deficit and ma*< its re-
covery of the excess costs in future years.

This fact creates political difficulties, as taxpayers art
more and more senstnve to the actions and reactions
of their elected officials, and su h increases mav be met
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Resolution o. the Alaska Municipal League

Resolution No. 89-10

A RESOLUTION SEEKING ENABUNG LEGISLATION
ALLOWING MUNICIPALITIES AND JOINT INSURANCE
ARRANGEMENTS TO USE DEBT FINANCING

WHEREAS, AS 21.76 allows municipalities to form joint insurance
arrangements in order to mitigate the effect of wide fluctuations in the
availability and price of coverage for local governments, and

WHEREAS, beginning July 1, 1988, 38 Alaska municipalities created
such a joint insurance arrangement through the Alaska Municipal League
by retaining a certain amount of expected losses and purchasing reinsurance
and stop loss coverage to limit their exposures, and

WHEREAS, reinsurance and stop loss coverage are subject to the
same cyclical market conditions that cause costs to escalate and limited
availability from commercial insurance carriers, and

WHEREAS, elsewhere in the United States municipalities have found
that the cost of debt financing for building a self-insurance reserve can be
substantially lower than the cost of premiums from commercial insurance
companies, while at the same time providing potentially broader coverage,
and

WHEREAS, through the sales of bonds to develop a reserve fund
and the use of premium payments to pay off the loan, the municipalities will
be better able to provide coverage at the lowest possible cost to protect
communities and the taxpayers, and

WHEREAS, the Board of Directors of the Alaska Municipal Bond Bank
have approved the concept of backing financially sound bonds through the
Bond Bank, an insignificant risk compared to the potential costs to the State
of a major loss suffered by an inadequately insured community;

NOW, THEREFORE, BE IT RESOLVED that the Alaska Municipal
League urges the passage of legislation by the 16th Alaska Legislature and
the Governor that would give joint insurance arrangements or municipalities
the explicit authority to incur debt to establish reserves and self-insure liability
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entities. Unlike private enterprise, a governmental enncv
relying on taxation for its revenue, cannot raise its
"price" for its services whenever its costs increase.
Once the tax levy is set for the coming year, there is
little that can be done to recover, in the current year,
for sharply escalating costs. Instead, the public entity
may be forced to operate at a deficit and make its re-
covery of the excess costs in future years.

Thu fact aeates political difficulties, as taxpayers ar*
more and more sensitive to the actions and reactions
of their elected officials, and such inaeases mav be met
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with taxpayer lawsuits. adverse publicity, taxpayer revolt
in the form of reterendum-type propositions and oppo-
sition at re-election time.

Capacity. Another problem created by the insurance
cycle is the variability of capacity, as expressed by the
industry's changing attitude concerning its willingness
to insure certain exposures and to provide sufficient
limits to adequately cover exposures which will be insured.
Taxpayers are highly sensitive to cutbacks in public serv-
ices provided, even though the insurance needed to
support the activities is unavailable or economically not
feasible. Yet, no public official desires to provide unin-
sured or inadequately insured exposures to his elector-
ate, for then he may be charged with failing to discharge
his duty in properly protecting the public entity's inter-
ests. With continued erosion of sovereign immunity by
a liberal legal system intent upon providing a system
of social welfare, the public official faces society's two-
edged Sword of Damocles, subject to suits if he buys
insurance and subject to suita if he does not.

Summary. The problems faced by public entities are not
new to this particular cycle. Public entities have never
been on most insurers' target accounts lists. While some
insurers have specialized in public entity business, most
treat the business as agency accommodation or write
the entity in a spirit of civic-mindedness. With the pres-
sure put upon financial results by investors, particularly
the financial service conglomerates, upon statutory results
by regulators and legislators and upon the industry
itself out of fear of widespread insolvency and capital
impairment, agency accommodation and civic duty has
taken a back seat to cancellation and nonrenewal notices.
The future appears no brighter, as the reinsurers appear to
be reluctant to assume public entity exposures, and the
primary earners can still afford to pick and choose the
nsks they wish to write with little fear of competition.

urrent Altemath'e
or Soqvfﬁ\g tﬂle Pro%lem

he Traditional Approach. The traditional approach

to protecting a public entity for its exposures to loss
centers around insurance or self-insuran if the entity
is ot sutficient sue, or a combination of both. Typically,
insurance contracts are wntten for most property expo-
sures. except perhaps for automobile physical damage,
all li. bilitv exposures, including protessional or errors
and emissions, excess liability coverages, and workers'
compensation. Unemployment compensation is gener-

ally provided by a state-sponsored insurance pro
Employee benefit programs are typically provided
insurance contracts or combinations of insurance
subscnbcr-type plans.

Larger public entities typically will deviate from
above by retaining some or all of their general liab
exposures, workers' compensation. unempla\mentc
pensation and employee medical benefit plans. In
words, if they retained, they have tended to retair
exposures that are of relatively high and predictah
frequency and low and calculable seventy.

The Advantages of Insurance. When munidpalitie
insure, they enjoy the advantages of a relatively pre
table maximum cost for the policy year. Their pote
payouts are capped by the premiums and deducut
in addition, the municipality can receive services f
the insurers, such as loss control jid claims admit
tration and settlement. When the insurance cvde i
its competitive phase, municipalities may be able t
purchase coverage for a premium which is less tha
their expected losses.

The Disadvantages of Insurance. Insurance cotnpi
are driven by a profit motive and a survival motiv
times it is unclear which is dominant). Premiums char
include profit loadings, contingency loadings, prer
taxes levied to finance regulation, insolvency fund
other funds, such as workers' compensation second-ix
funds. The municipality is not exempt from these ta>
unlike most other taxes or levies. The insurers' pr.
survival motives can create such variance in pncir.
the coverages that the premium determinanon pro
creates budgetary and planning difficulties and im
sibdities for the public entity.

The control of the programs is not in the hands
the insured or its representative, and so the entitv m
bow to the changing winds of underwriting philosot
and endure in some fashion cancellations, nonrem
and notification of restrictions of coverage. The pu
official may be placed in the paradoxical posinon ot
ing an outlandishly high premium, which would t
on a taxpayer suit if accepted, for a line ot covera»
which is needed to protect him when he is sued tot
having the coverage in place, and which would il
be cancelled or renewed at an even higher premiu
the taxpayer suit is brought.

The Advantages of Self-Insurance. To the extent =

volatility ot both pricing and coverage avaujru.rv a e
avoided or lessened by dis icing an enntv rum the t
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Resolution of the Alaska Municipal League

Resolution No. 89-10

A RESOLUTION SEEKING ENABLING LEGISLATION
ALLOWING MUNICIPALITIES AND JOINT INSURANCE
ARRANGEMENTS TO USE DEBT FINANCING

WHEREAS, AS 21.76 allows municipalities to form joint insurance
arrangements in order to mitigate the effect of wide fluctuations in the
availability and price of coverage for local governments, and

WHEREAS, beginning July 1, 1988, 38 Alaska municipalities created
such a joint insurance arrangement through the Alaska Municipal League
by retaining a certain amount of expected losses and purchasing reinsurance
and stop loss coverage to limit their exposures, and

WHEREAS, reinsurance and stop loss coverage are subject to the
same cyclical market conditions that cause costs to escalate and limited
availability from commercial insurance carriers, and

WHEREAS, elsewhere in the United States municipalities have found
that the cost of debt financing for building a self-insurance reserve can be
substantially lower than the cost of premiums from commercial insurance
companies, while at the same time providing potentially broader coverage,
and

WHEREAS, through the sales of bonds to develop a reserve fund
and the use of premium payments to pay off the loan, the municipalities will
be better able to provide coverage at the lowest possible cost to protect
communities and the taxpayers, and

WHEREAS, the Board of Directors of the Alaska Municipal Bond Bank
have approved the concept of backing financially sound bonds through the
Bond Bank, an insignificant risk compared to the potential costs to the State
of a major loss suffered by an inadequately insured community;

NOW, THEREFORE, BE IT RESOLVED that the Alaska Municipal
League urges the passage of legislation by the 16th Alaska Legislature and
the Governor that would give joint insurance arrangements or municipalities
the explicit authority to incur debt to establish reserves and self-insure liability



exposures and also allow the Alaska Municipal Bond Bank to underwrite this
debt through the sale of revenue bonds, notes, or certificates of participation
either directly or through an entity it might create.

Adopted this 18t! day of November 1988 in Fairbanks, Alaska.

ATTEST:

Scott A. Burgess, Exei”ive Director

Resolution No. 89-10
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entities. Unlike private enterprise, a governmental enntv
relying on taxation for its revenue, cannot raise its
"price" for its services whenever its costs increase.
Once the trx levy is set for the coming year, there is
tittle that can be done to recover, in the current year,
for sharply escalating costs. Instead, the public entttv
may b« forced to operate at a deficit and max* its re-
covery of the excess costs in future years.

This fact creates political difficulties, as taxpayers art
more and more sensmve to the actions and reactions
of their elected officials, and such increases mav be met
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with taxpayer lawsuits. advene publicity, taxpayer revolt
in the form of reterendum-type propositions and oppo-
sition at re-election tune.

Capacity. Another problem created by the insurance
cycle is the variability of capacity, as expressed by the
industry's changing attitude concerning its willingness
to insure certain exposures and to provide sufficient
limits to adequately cover exposures which will be insured.
Taxpayers are highly sensitive to cutbacks in public serv-
ices provided, even though the insurance needed to
support the acdvides is unavailable or economically not
feasible. Vet, no public official desires to provide unin-
sured or inadequately insured exposures to his elector-
ate, for then he may be charged with failing to discharge
his duty in properly protecting the public endty's inter-
ests. With continued erosion of sovereign immunity by
a liberal legal system intent upon providing * system
of social welfare, the public official faces society's two-
edged Sword of Damocles, subject to suits if he buys
insurance and subject to suits if he does not.

Summary. The problems . ™dby public enddes are not
new to this particular cycle, ’ublic enddes have never
been on most insurers' target accounts lists. While some
insurers have specialized in public endty business, most
treat the business as agency accommodation or write
the entity in a spint of civic-mindedness. With the pres-
sure put upon financial results by investors, particularly
the financial service conglomerates, upon statutory results
by regulators and legislators and upon the industry
itself out of fear of widespread insolvency and capital
impairment, agency accommodation and civic duty has
taken a back seat to cancellation and nonrenewal notices.
The furore appears no bnghter. as the reinsurers appear to
be reluctant to assume public entity exposures, and the
primary earners can still afford to pick and choose the
risks they wish to write with little fear of competition.

urrent Alternative
%r So ving t ¥1e Pro%lem

he Traditional Approach. The traditional approach

to protecting a public entity for its exposures to loss
centers around insurance or self-insuran if the entity
is ot sutficient sue, or acombination of both. Typically,
insurance contracts are written tor most property expo-
sures. except perhaps for automobile physical damage,
all liability exposures, including protessional or errors
and omissions, excess liability coverages, and workers'
compensation. Unemployment compensation is gener-
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ally provided by a state-sponsored insurance progr
Employee benefit programs are typically provided
insurance contracts or combinations of insurance a
subsenber-type plans.

Larger public entities typically will deviate from
above by retaining some or all of their general tiab
exposures, workers' compensation, unemployment
pensation and employee medical benerit’plans. In
words, if they retained, they have tended to retair
exposures that are of relatively high and predictab
frequency and low and calculable seventy.

The Advantages of Insurance. When munidpalitie
insure, they enjoy the advantages of a relatively pre
table maximum cost for the policy year. Their pote
payouts are capped by the premiums and deducot
In addition, the municipality can receive services ¥
the insurers, such as loss control and claims admix
tration and settlement When the insurance cvde i
its competitive phase, municipalities may be able t
purchase coverage for a premium which is less th«
their expected losses.

The Disadvantages of Insurance. Insurance compa
are driven by a profit motive and a survival motiv
times it is unclear which is dominant). Premiums char
include profit loadings, contingency loadings, prer
taxes levied to finance regulation, insolvency fund
other funds, such as workers' compensation second-u
funds. The municipality is not exempt from these ta;
u-like most other taxes or levies. The insurers' pn
survival motives can create such variance in pncir.
the coverages that the premium determinanon pro
creates budgetary and planning difficulties and im
sibtlities for the public entity.

The control of the programs is not in the hands
the insured or its representative, and so the entitv m
bow to the changing winds of underwriting phdosoi
and endure in some fashion cancellations, nonrent
and notification of restnctions of coverage. The pu
official may be placed in the paradoxical posmon ot rt
ing an outlandishly high premium, which would t
on a taxpayer suit if accepted, for a line ot coverac
which is needed to protect him when he is sued fox
having the coverage in place, and which would Id
be cancelled or renewed at an even higher premiu
the taxpayer suit is brought.

The Advantages of Self-Insurance. To the extent =
volatility ot both pneing and coverage avaujru.rv a e
avoided or lessened by distancing an enntv from t
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ance market, self-insurance has an advantage over tradi-
tional insurance. The greater the distance between the
protected entity and the insurance market, as measured
by the retention, the greater the control the protected
entity has over its risk management program.

Since insurance premiums are significantly reduced,
if not eliminated in a self-insurance program, cost factors
such as arr insurer profit margin, contingency margin
and premium tax are not incurred, thus enhancing the
efficiency of the nsk management program dollar, as
more of the allocated funds are available to pay claims.

The Disadvantages of Self-Insurance. To the extent that

there is excess insurance, there is a likelihood of exclu-
sions. limitations, and other restrictions that evidence
lack of program control by the protected entity and the
possibility of uncovered exposures.

There may be a program cost volatility that is greater
than that of traditional insurance price volatility, as the
self-insurer's program cost contains more of the losses
that are transferred out of the entity through insurance.
This is particularly likely if there is little emphasis on
loss conrrol. This volatility is more prevalent in a single-
entity self-insurance program than in a multiple-entity
self-insured pool, wherein the combination of many
exposures lessens the variance of nsk or volatility of
results to all participants.

Depending upon the existence of excess insurance
coverage for an entity or pool of entities, and if there
is coverage, upon the structure of the excess insurance
coverage, post-loss funding mav create budgetary diffi-
culties axin to those created by rTaditional prospective
premium determinations.
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A Proposed Solution

ond-Financed Self Insurance. Bond-financed
Binsurance programs, whether covering single
exposures or pooled exposures, are acombination o
traditional concepts of insurance/self-insurance and
cipal finance in a nontraditional fashion. To prop
analyze such programs, they must be broken do
Into their two fundamental components, the risk
tion structure which may involve varying degree
risk transfer and retention, and the issuance of
cinal bonds or debt instruments in the capital m
to provide proceeds for pre-l!jss funding of expec
future losses.
-Statedly alternatively, a puhlii; ~ntity for pool o
ties) enters the insurance market as a supplier of
ance capacity by becoming its owrvifisurer, raisin
funds for capitalization by issuance of debt. This
plified depiction of the bond-financed self-insurance
grams points out the two significant departures fr
tradition: (1) public entities’are not traditionally crei
of insurance capacity and (2) insurers tradition?")
not use debt.in their capitalization structures. Howe
for the public entity wishing to form an insurance r
anism of some sort, i.e., company, reciprocal or r
retention group, it has no .alternative but to C3pit.
with debt, assuming there is no sufficient surplus
current funds available.

The Self-Insurance Function

eneral Design. Self-insurance for a public en
Ga pool of entities in a bond-financed self-insu
structure is similar to a normal self-insurance pro
iw its design. The significant departure from the r
tional approach is the lessening of pnee and cove
volatility experienced by the entity by the use of
insurance as protection for the retention funds an
rntity. The pool of funds raised by the issuance ¢
bonds acts both as the capital and surplus of an t
ance company and as the excess insurance for the
retention structure, so that if any losses exceed th
planned retentions, on a single occurrence or in the :
gate, pre-loss funds are available to maintain solv«
of the retention funds and to pay for those losses
as an excess policy would replace the dencits anu
the losses in excess of retennons.

Breadth of Coverage. Since there is no real need
excess insurance, the nsk retention structure can
template any exposure or pen! desued without :e
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to polio/ language and underwriting concerns, including
consideration of the so-called "uninsurable" exposures.

Expected Loss Retentions. P/ie retention levels are es-
tablished by historical review of exposures and losses,
generally for a minimum of five years. From this review
the aggregate expected losses are determined by loss
forecasting techniques. Although a specific loss limita-
tion is not required, as all losses can be forecast with-
out a loss limit being applied and thus fully included
in the aggregate expected losses, a specific loss limit
can be developed by analysis of the arithmetic means
and mode(s) of losses. This feature enhances cost sta-
bility as it now sets the maximum impact on the cur-
rently funded retentions. ,

Expected Loss Variance Retention. A further refinement
of this retention structure is the addition of another
retention fund designed to provide pre-loss funding via
current expenditures in a "super-retention” fund that
covers the variance of actual specific and aggregate losses
from the expec'ed specific and aggregate losses. The
only certain (or nearly so) prediction that can be made
about actual cash and expected losses is that actual losses
either will exceed or be less than predicted. The attain-
ment of actual losses less than expected is desirable in
that surplus pre-loss funds can be accumulated for future
losses. The reverse scenario, however, can reintroduce
program cost instability. By establishing a pre-loss fund-
ing in the "super-retention" fund, these excess variances
of actual over expected are handled with less likelihood
of cost instability, particularly after several years of fav-
orable experience which builds a surplus.

Actual vs. Expected. If actual losses do not exceed total
expected losses, the surplus is retained in the retention
fund(s) for future periods. This can he continued, pro-
vided that luck and accurate predictlans hold out, as long
as the entity and its risk management advisors deem
proper and prudent. Any excess accumulation can be
used for reduction of future contributions into the ex-
pected loss funds, as conMbutions into the bond fund,
or returned to the gener-.i revenues of the entity or enti-
ties as a distribution of excess contributions and protit.
If total actual losses exceed expected losses, the deficit
is provided by the bond fund resources, at which time
the funds are transferred into the retention accounts,
to be held and invested until needed as a payout. Since
:he pond tunds are alreadv in place and a repayment
ot the debt is structured at the time the bonds are issued,
there is no program cost instability arising out ot adverse

losses. The bond fund can be protected by insurance
or reinsurance, if there is a reasonable and stable m
ket offering coverage at attractive rates, so adverse
losses might be covered by insurance. Without any i
surance, adverse loss depletion of the bond fund can
be handled by issuance of judgment bonds which serv
to spread the adverse financial consequences of the
loss over future years, by use of current funds from
future periods or be ignored, with the bond fund remair
ing in a depleted state.

Expense Factors. In a self-insurance program, the trad
tional excess insurer, if any, is rarely responsible for loss
control and frequently takes no part in loss adjustmen
unless the loss has penetrated the retention. The costs
associated with these functions, while included in tradi-
tional insurance premiums, are highlighted in a self-insur-
ance plan as they are applied separately and idennriably.
Similarly, the general administrative expenses normall;
included in the premium loadings must be separately rec-
ognized. These are not additional costs incurred uruqueh
by the self-insurance, as they are included in tradinonal
premiums. There is, however, an opportunity to recog
nize greater efficiency in the use of the self-insurer's
properly trained staff or the staff of an outside admin-
istrator by comparing the self-insured's costs for these
services to those included in the premium. It is not
uncommon to attain a 10 percent savings in this area alone
with an improvement in the quality of services by using
the entity's staff or a third-party administrator* Taxes,
profits, and contingency loadings account for another
7 to 11 percent of premium. These costs are compietelx
avoided if there is no excess insurance and are stgniii-
cantly reduced in dollar amounts when incurred in the
premiums for excess coverage. Measured & a percentage
of total program costs, these loadings can be reduced
dramatically over traditional insurance program levels.

Coverage Provided. Given the high degree of program
control in the hands of the self-insured entity, cover-
age can be as broad as the entity wishes, including cover-
age for the traditionally uninsurable penis. If there is
excess coverage in place stipulating certain exclusions,
limitations or restncnons. and theretore restraining x*hat
can be paid from the expected loss funds and applied
against the retentions, a second expected loss "slush ’ nano
can be established outside the protected self-insurance
structure, but within the bond financed catastrophe
structure to address those carved-out areas ot exposures

Coverages Not Provided. In the absence of specuic stat-
utory prohibitions, ail luxes ot coverage and ad types ot



coverage can be included in the self-insurance pro-
gram. This includes the routine property and casualty
exposures as well as the more exotic (and frequently
troublesome) types of liability exposures peculiar to
public entities, such as school board liability, corporal
punishment, sexual abuse, public officials' errors and
omissions, police professional liability, medical malprac-
tice and nursing home liability, environmental impair-
ment, and so on.

There are three areas of exposure requiring special
attention. The first two items should rot be included
in a self-insurance program. Since surety is not insur-
ance, but is essentially a credit relanonship, surety bonds
should be placed in the conventional insurance market.
Since I?o0jier and machinery exposure* require a highly
specialized type of loss control, those exposures should
be left to the traditional providers of boiler rnd machinery
coverage. In both instances there is and has been a
ready and reasonably stable market for traditional cover-
age with respect to both price and coverage availability.

Because of the catastrophic nature of property losses
and the unpredictability of severity, particularly that
arising out of storms and the possibility of widespread
damages being incurred, either to a single entity or to
members of a pool, property losses in excess of a selected
property loss limit (5100,000 to 5500.000, defending
upon the size of the total expected loss fund) should
be insured with an excess property cover. There is a
ready and reasonably priced market for such coverage;
therefore, this transfer of risk out of the self-insurance,
program is a prudent decision which serves to protect
the loss funds from a catastrophic loss.

Coverage Form. A self-insurance program is designed
to pay for the expected losses that occur in the normal
course of events, commonly called the working or burning
layer. The difference between an occurrence-tnggered
form and a claims-triggered form is less meaningful

in these programs, as ultimately all of the loss dollars
come out of the same revenue source without any transfer
or sharing of the loss with outsiders. Since there is not
transfer or sharing, there is little need to assign poten-
tial outflows of funds to specific penods or entities.
Further, the distinction between the formats is less cnti-
cal js there are fewer "long-tail" exposures for public
entities, with most losses incurred on property and
workers’ compensation exposures.

In the event of an occurrence, a reserve is estab-
lished against the expected loss fund, and if needed,
against tne catasrrophe fund. The catastrophe tunds.
which are being held in a vield-resmcted investment
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account (due to tax implications to be discussed in
section on bond finance), are then transferred to th
loss fund account at the time a payout is necessary

"Docking the lamb" or Entry and Exit from the F
gram. In arumal husbandry parlance, "docking the lar
refers to the practice of cutting the lamb’s naturally *
tail :0 the familiar short stub for purposes of ovine

hygiene. Similarly, the self-insurance program allows

docking the tail of current claims-made programs v
the exposures are transferred into the bond-tinance
self-insurance program. Depending upon lunsdicr.c
differences in statutes of limitations and the premiu
for electing to purchase insurer-offered "tail" cove:
age, unfavorable or "unhygienic” "long-tail" expose
can be included in the self-insurance program with
prior-acts inclusion endorsement at an appropriate

tribution to the expected loss fund.

Should a poo]g.gLentity wish to transfer out of th
bond-financed program, there is no prior-acts dufic
as the program is an occurrence-tnggered coverage
mat. To protect the various funds' solvency, the tom
agreements required in all self-insurance poolings ¢
gate the entity to the pool's loss funds for a speed:
penod_of years and the bond issue obligates the »
drawing entity to the maturity or call date ot the be
so the pool is adequately protected financially in :h
event of a withdrawal.

Limits of Liability. In general, limits of liabilitv ca:
be written for virtually any amount deemed proper
necessary bv the entitv or pool ot entities Since j.
exposures are covered by several tvpes ot pre-ioss tu:
mg, the pre-loss funds can be structured in layers sta.



high enough to satistv the post-loss financial objectives
of the seli-insunng entity. In terms of limits, the bulk
of the protecnon is provided by the bond-generated
catastrophe loss fund, so the only constraint on limits
is the financial strength and willingness of the entity
or pool of enttnes to take on the debt obligation. If
conventional insurance is made part of the snructure,
the insurer's "leased" capital is added to the funds
available to pay losses, thus serving to further increase
the limits of liability afforded. If there is not any tradi-
tional insurance at the lower levels of funding, there
are not any insurer-imposed limits or sublimits of lia-
bility over specific exposures.

Municipal Finance Functions

verview. The traditional use of funds raised by

entities in the capital markets is for public works
projects, such as roads, schools, hospitals, water and
sewage treatment, buildings, parks, and the like. Pro-
viding a systematic method of protecting these facilities
from direct damage as well as the entity's responsibility
for injury to employees and the general public, and thereby
facilitating and enhancing the quality and quantity of
governmental services, is an equally important public
use of funds.

The significant contribution municipal finance brings
to the public nsk management table is the capability of
adequate pre-loss funding of losses in excess of expected
losses, the area of traditional coverage assumed by um-
brella policies, excess liability policies and reinsurance,
without subjecting the entity to the capriciousness of
the insurance marketplace. It is not to say that this layer
of the nsk retennon structure is without cost of premium.
In fact, the cost of effecting excess coverage via bonds
can be more costly than traditional coverage as the debt
service on the bond issue will be viewed as the cost of
the protection. Such "cost," however, is not spent in
the same manner premium dollars are spent, that is, leav-
ing the entity for another permanently, but instead is
an acquisition of equity in an insurance entity. Through
the repayment of principal from tax revenues, or new
money, the obligation is repaid while leaving the bond
hands which provide the catastrophe protection intact.
It is no different a processs fTom buying a re* ’ence,
wherein the principal amount of the loan is repaid over
time, increasing the borrower's equity and decreasing
the lender s equity

Public Finance Issues. There are several issues that must
be addressed in the structuring of a plan of finance

intended to support a self-insurance program, some o
which art common to most public finance deaia. and sorr
of which are unusual or unique to self-insurance progran

Hnabong Legislation. In most junsdicnons. the pows<
and activities of a public ennty aiEJCjeamaad by legul
tion. Therefore, in order to obtain a favorable opiruor
by bond counsel for the official statement, the documei
detailing that specific features of the debt offemg for th
tential lenders, there must be a legal purpose for :
nd issuance, which necessitates scmerype of enablir.
legislation fhat permits 'he ennty to boiiow money fc
public purposes, and thai includes the establishment of
public risk management program as sue. a public purpos

Typically, enabling legislation takes three forms: teaer
legislation; state-legislated intergovernmental coopence
statutes; and specific legislatively-intended statutes.

Federal legislation, such as the Risk Retennon Act.
perhaps the most troublesome from the standpoint of
bond counsel, as there is no clear legal opir. ,n on whethe
or not local and state governments are included in th<
Act. Because of the broad nature of federal legislanon.
individual state and local legal issues may remain. In
addition, the problem of workers' compertsanon cover
age remains, as the Risk Retention Act clearly exclude
this line of coverage. Lastly, the Risk Retennon Art allows
for establishment of purchasing groups, a practice per
nutted and used through existing intergovernmental co-
operation statutes, as well as the establishment of rnsur
ance entities, but does not detail how public ennnes
can raise the capital for forming the insurance ennty.
and does not address the public purpose issue.

Intergovernmental cooperation statutes are relatively
common, but have not been used extensively for address-
ing risk management activity. The usual cooperative
effort deals with purchase of durable goods and con-
sumable supplies, with economies of scale being the
motivating factor rather than the procurement ot good
and services not otherwise readily available.

While joint purchasing is made possible under the sta:
utes, the insurance industry continues to individually
underwrite multiple participants, and current rating pro-
grams offer little in the way of economies of scale except
for the premium discount factors in workers compen-
sation plans. The weakness of the cooperation statutes
is tha‘ there is no dearly identified mechanism tor crejtm
insurance capacity, but only the mechanism to cciltfcr.velv
purchase goods and services. This weakness leaves *rfi
collectivized entmes subiect to insurance c/des ar.d ;r
inherent instabilities of the insurance marketplace

Specific legislation retains the coUectivuanon :earure
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has the advantage of allowing a vanerv of pub
ennties with varying abilities to raise funds in €

A capital market to participate.
f I ' . b. Each ennty raises its own share of the bond ru
a eU A a C D or £ £23 and is responsible only for its own obbganons. 7

is fair with respect to the differing tnvesrment ran:
of the ennties. and their corresponding interest
costs, but is more costly with respect to cost ct
issuance and is more difficult to coordinate.

c. Ennnes, in the absence or legislated autnonr.rs
may create a new ennty pursuant to pooling star.:
or intergovernmental cooperanon statutes for

BOND | purchase of issuing bonds. The intergovemmerl
cooperanon statutes must allow memcers to de]
gate this power to the cooperanve ennty.

d. Sj*te bond bank sututu. if existent, may perrr|
entinus to pool their underlying obligations to
offered to the public. The typical method used
this appioach is for the bond bank to buy the :]
gations. using funds raised from the general pub

L.INn a JOlnt INsurance plan This facilitates issues of small or unrated ennr.i]
1 by providing a teady market for the obLiganon.

or p_OOIIng program varianon of this is the use of a large comrr.etc:

the issue of the debt bank who will buy these pooled obliganons. 2:

. erally on a direct placement basis, using the reset
can be accomp“Shed of its customers as the source of funds, with tr*

- - intent of making the pooled obligations part cf

In Several f ShIOI’lS... investment portfolio.

e. One enhty can act as the sole issuer, or as a I* |
bond bank with other entities parttcipanng by
scriprion to the obligation via intergovem.rr.er...
agreements. This has the advantage ot minimi:
the cost of the debt issuance. Also the debt ser
is lower, as the lead entity should have a very tax-

of the intergovernmental cooperation statutes whilespe- able investment rating and acorrespondingly low
cifically stating the legislative intent that entities can rate of interest on the bonds.
finance their liabilities by issuance of public debt.

Maturity and Repayment Terms. Matuntv is not ce

The Issuing Entity. In the case of a single-entity program, ally restncted in the enabling legislation, but the :er]
the proposed self-insurer is the issuer of the bonds. of the intergovernmental agreements are time-iircute
Typically th.s would be a large entity, large enough in which suggests the terms of the bond issues shouia |
terms of exposures and losses to justify a retention pro- correspond to the initial period of the intergovemrr.
gram without bond financing. If there is a joint self- tal agreements, typically ten to twelve years. This h
insurance plan or pooling program (the distinction between the etfect of spreading the cost of the debt service
the two being a matter of the number of participants, a long enough time to make the annual debt service
ranging from several to many), the issue ot ..»= debt "cost" palatable and provide program cost stability
can be accomplished in several fashions: Repayment ot the debt can be accomplished in ic
a. A legislative authority is formed with taxation powers, ways:

by legislanve action, and all participants subscnbe a. A senal retirement of the debt, whereby the er

to an equitable pomon of the debt through certifi- debt is repaid over the life of the issue, ger.era

cates of parr.cpanon. commonly called COP's. This in a series ot equal payments.

'ARCH
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b. A rollover of (he entire deb* at maturity, with no
repayment of principal, sucn as the Federal debt
approach, with the entire bond fund being refinanced
every ten to twelve years.

c. A partial serial repayment with a balloon payment
at the maturity, which is rolled over and refinanced.

d. A sinking hind in which repayments are accumu-
lated and the debt is retired with this accumulatio n
at maturity.

Economics of Repayment. The economics of the repay-
ment structure are such that the greatest investment
earnings for the bond fund are earned when the debt
is systemancallv retired, as the interest payment to the
lenders is based upon the debt outstanding, an amount
that serially decreases, yet the repayment of principal
from resources outside the bond fund permits investment
of the full corpus of the bond fund to the extent no
catastrophic losses have been paid from the fund, with
the result being an ever-increasing amount of investment
earnings accruing to the fund. At the other extreme,
no annual repayment of pnnripal maintains a maximum
level of interest to be paid, with fewer opportunities
for investment profits due to tax implications to be dis-
cussed later.

The typical debt service of a bond issue is an increas-
ing amount of principal repayments which reduces the
amount of outstanding liability and causes a decreasing
amount of interest payments, as the interest due is
based upon the amount of debt outstanding. The sum
of the principal and interest repayments is relatively flat
over the life of the issue. This level debt service pay-
ment provides that means of stabilizing the cost of the
protection facility to the participants of the self-insurance
plan, and in fact allows for the generation of significant
net investment income. Since thefull bond fund is avail-
able for investment, it earns more in interest than the
outstanding debt costs, even at an interest rate equal
to the coupon rate on the bond issue.

This accumulation of wealth can be put to several uses,
depending upon the enabling legislation. The net invest-
ment income can be accumulated as capital to support
higher limits of coverage. The earnings can ho transferred
to the operating account to lower current .:untnbutions
to the loss rund or to enhance the sue of the expected
loss rund so as to contain, in the primary layer, larger
aegregates or per occurrence losses. The profits can be
rerumed as dividends or be used to repay the pnncip.il.

Constitutional and Statutory Debt limitations. The elfi-
cacv ot bond tinanced self-insurance programs depends

upon constitutional and statutory debt limitanons; it :
not the power to issue debt, but the ability to secure that
debt with revenues over the mtended life of the issue
The ability to enter into long-term contracts depends
upon constitutional and statutory prohibitions agamsr
the issuance of debt without a referendum, issuance
debt without specific current appropriations, or a per-
centage limitation under which the debt must fall t
spite of this typical constitutional or statutory lanzuag
most states permit funding of long-term service contracts
with debt.

Therefore, in jurisdictions with rigid debt restricrior-
each contract and agreement must be questioned with
respect to validity and enforceability to avoid non-appropr
ation problems and direct violation of specific restrictions.

Some jurisdictions have recognized these difficulties
and have passed specific statutes, where permitted by
state constitutions, that offer a nearly free hand for issu-
ance of debt intended to pay for insurance or insurance-
like"programs. For example, Illinois law allows for issu
ance of general obligations piiLuc debt for the purpose

<of funding liabilities, both present and future, without

" referendum and without being charged against the sta:
utory debt ceiling. The only limitiDg force. on Illinois
public entities is the raring services and capitajjnarkets.
which may deem an issuing ennty to be overextended

Equitable Treatment of Participants. In any cooling
program, there is always a concern expressed by parr,
cipants for equitable treatment. This may anse due to
entities with good experience not wannng to subsidize
other entities to their own detriment, large entities not
wanting to subsidize small entities or vice versa, small
rural entities not wanting to participate in metropolitan
area loss problems, or any number of similar parochial
concerns, which, if not addressed, may be of sutticien-
concern to prevent the establishment of the pool.

Variances in Loss Experience. Provisions in the intergov-
ernmental agreements can allow for adjustment in the
expected loss funds for individual adverse experience
This serves to equalize the exposures among the par-
ticipants. punishing ihe adverse experience and pro-
tecting the funds of the favorably experiencing entities
as well as protecting the security of the bond tun.z bv
generating additional expected loss funds.

Ir. keeping with the objective of cost stabilitv and pre-
dictability. the adiustments should be limited bv eitbe;
applying loss limits to the actual losses, so as to avoiu
the full impact ot catastrophic losses wnen torecasnrg
expected losses from actual losses, or to Limit, on j
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percentage basis, the adjustment in the contribution
to the expected loss fund.

Cipitalcst:on of the Insuring Entity. Since participating
entities will differ, in varying degrees, in size of expo-
sures and losses, as well as in financial size as measured
by the tax base, it is desirable to allocate the share of
bonds to be issued for the purpose of providing catas-
trophic protection for all on an equitable basis.

The allocation of the debt to be issued is based upon
some common factor that all participants share that is
not inherently unfair, not subject to manipulation by the
entitv, and easy to determine, verify and understand.
This factor may vaiy by the type of entity, but might
be a measure of total tax base, population, school enroll-
ment, miles of highwfy and roads, or the like.

Investment Ratings and Interest Costs. The interest rate
public debt carr.es is a function of the familiar relation-
ship ot risk and return: the greater the nsk, the greater
the return required by the investor. Investors will either
conduct a financial analysis of their prospective bor-
rowers or wiil rely on the judgment of the analysts of
ratings services, such as Moody's or Standard and Poor's.
An entitv with a high investment rating will receive a
rate ot interest equal to or close to the market rate of
interest as determined by supply and demand :n the
cartful marxets.

In the ca>e ot a single ennty bond-financed self insurance
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program, the interest rate at which the bonds are offers
is a function of the entity's investment rating. With
multiple participants, however, there may be mequme
among the entities arising out of differentials in inves.
ment ratings, regardless of whether the bonds are issued
by an authority or which the participants assume lia-
bility by contract or by one or more ennr.es acting as
"lead” issuer, widi non-issuing ennties assuming lia-
bility by intergovernmental agreements.

As an example, an entity with an A rating may hav
to offer its debt at fifty basis points (.5 percent) over
that of an AAA rated entity. This premium represents
what the market feels is necessary to offset the addi-
tional risk introduced by the lower rated ennry. While
familiarity with the rating process is needed to under-
stand this principle, it is not the purpose of this pape
to explain the rating process in detail. An excellent an
easy-to-read book, Investing in Municipal Bonds, by James
L. Cooner, is a good resource for a basic understand-
ing of investment ratings.

In the case of an authority acting as tne issuer, the
rating services or-an?lysts would assign either a ratuu
that is a composite of the individual subscribing enn-
ties or the lowest rating of all participating ennties, as
in the "weak link" theory.

If a composite is used, the "average" raring is rrans
lated into an "average" interest rate at which the bonds
will be sold, thus rewarding the entities with lower ra
ings (and higher interest costs) and penalize the enn-
ties with higher ratings. If the lowest rating is used. -
higher rated entities suffer. Similarly, these tnequmes
arise in the "lead" issuer approach.

This inequity is minimized by use of interest rate
penalties and credits provided in the contracts ot sub-
scnption to the authonty or the intergovernmental agree-
ments. in the case of the "lead” issuer approach. In
the typical debt repayment scenano, the iower rated
entity agrees to pay, to the bond trustee, an amount ¢
interest greater than that required by the bond coupor
and the higher rated entity agrees to pay less, such that
the penalty paid bv the lower-rated entity onsets the
underpayment made by the higher-rated entitv The
amount of the credit and penaltv is determined bv su:
tracting the bond coupon rate from the rate the ennr.
would expect to have to pav if it were borrowing on
its own merits and its own investment rating

For example, assume there are only two entities par
licipating. one carrvtng an AA rating ar.d ore i 9 AA
rating. Hie investment banker, in taking :re :»sue to
the marxet. determines that the rate ot interest :.-e moir.i.v
issued bonds will carry is d percent. In r.ts opinion :*
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AA rated entity could issue and sell bonds on its own
rating at 7 3 percent, while the BAA rated entity would
have to offer bonds with a 40 basis points premium, at
8.2 percent. Each year the bond trustee will make an
$80 payment to the bond holders for each S1.000 bond
outstanding. The AA rated entity will pay to the trustee
S40. the coupon rated for his 50 percent share of the bond,
less a S2 credit for the .2 percent additional cost he bears.
The BAA ennry will pay his >40, the coupon rate on
his share, plus a $2 penalty for the .2 percent advantage
he gains. The 538 from the AA entity and the $42 from
the BAA entity pays the combined $80 interest.

Credit Enhancement. If, in the opinion of the investment
banker, credit enhancement is desirable or advisable in
order to effectively increase a low investment rating so
as to lessen the basis point spread between the particu-
lar entity's rate and the "average" rate, the cost of the ¢
credit enhancement is borne by that particular entity,

as in the absence of the enhancement, the entity would
be paymg a greater penalty. Any residual differentials
between rates would again be subject to penalty/credit
adjustments.

In pracnce. the interest to be paid is not paid directly
by the entities, as the investment of the bond fund is
sufficient to pay the interest on behalf of the partici-
pants. The rating differentials are still effective, as the
penalty/credit is computed and applied to the principal
repayment amounts instead of the interest amounts.

Security. Closely related to interest rates and CTcdit
enhancement is the issue of financial secunty of the indi-
vidual entities and their ability to repay their respec-
tive indebtedness. The intergovernmental agreements
or pamcipanon contracts detail the joint and several
responsibilities of the participants to each other and to
the oond issuer(s). The financial secunty issue has two
elements.

First, repayment of principal and interest is guaran-
teed by contract or intergovernmental agreement where-
by each guarantees its own pomon of the debt service
as well as the aebt service of the others, with the bond
pnnctpai held on its account acting as collateral to its
repavment obligations. If an entity should default, its
portion ot the bond fund is attached bv the otu*r entities
who mav have to assume the debt service, inis gives
the nondetauiting entities the opnon ot retiring the cur-
rent portion ot me debt with the defaulting entity's
share ot the trond hind, in etfect. buving the equity or
the defaulter s sKare ot the bond fund jr a discounted
or lesser amount

The second issue of secunty deals with maintain:
as many funds in the bond fund as there are outstand,;
debt service principal obligations to the bondholder
Since the corpus of the bond fund etfecnvely collateral;
the debt, any catastrophe penetranons of losses in ¢
the bond fund must be replenished. If there is ir.su;
cient excess interest earnings accruing to the bond fur
the fund can be restored by an adjustment in pnnc.
repayment. This spreads catastrophic losses either ¢
time, if the entity suffering the loss is charged with
entire deficit, or over all participants, if the enones opte
to spread the risks among themselves, as in a nsk da;
fer mechanism.

Tax Status of the Issue. Tax status of the issue does r.
refer to the deductibility of interest expense from taxab:
income for the borrower, as public entities are protect!
from taxation by the Constitution of the United State
and by state constitutions. The issue of tax status refer
instead, to the inclusion of interest earnings as taxab
income for the lenders. Therefore, detemunanor of
able or tax-exempt status affects the coupon rate the
bonds bear, as taxpayers are willing to take a lesser :a:
of return if the interest income is excluded from theu
taxable incomes. Since the impact of the Tax Reform A.
of 1986 is still not completely understood b; the cap:
markets, there is, in 1987, still market confusion sur-
rounding the spread between taxable and tax-exempt
rates of interest, as evidenced by the histoncally nar-
row spread of rates during 1986787. While tax status
only one function of the complex means by which th
capital markets determines the market rate of interest
it has a singular impact upon bond-financed self-u-.su
ance programs with respect to the investment acr.v-.rx;!
of the pooled or catastrophic funds.

The Arbitrage Issue. Arbitrage is the financial concer
of borrowing at a low rate of interest and investing :r
proceeds immediately at a higher rate of interest. A
common type of arbitrage occurred ui the earlv 1a>0's
when life insurance policy loans were made at the co
riactually guaranteed rates of 4 or 5 percent, and the
loans were immediately invested at 9. 10, 12 or more
percent. So gTeat ts the power of this 'ype of arbtrtac
that new insurance contract language allowed tor hicre
rates or ileiting rates for loans, and etisnng contracts
were modified by nder. wherebv. in exchange tor a
higher rate of interest on policy loans, a higner y:e:d
on the cash value was guaranteed.

Under current federal income tax laws, arbirrace act
vitv is restricted. The IRS defines aroitrage txjpos as
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those obligations of state and local entities which are
invested tn taxable investments such that the yield on
the investment exceeds the yield or coupon rate on the
obligation. If the obligations axe deemed to be arbitrage
bonds, then the interest is taxable to the bondholders,
regardless of its previously determined tax-exempt sta-
tus. and the excess earnings of the arbitrage fund must
be rebated to the bondholders to compensate them for
losing the tax exemption.

Permitted Arbitrage. Arbitrage is allowed in bond-financed
self-insurance programs to a limited degree, currently
10 percent of the outstanding obligation, so that invest-
ment costs and the initial expense of issuance of the
debt can be covered, leaving the remainder of the pro-
ceeds to be invested on a yield-restricted basis. This
small degree of arbitrage is sufficient in nearly all cases
to pay the administrative costs of running the fund
and the initial bond underwnting fees.

Conmbutions into funds intended to pay losses, i.e..
the self-insurance portion of the program can be invested
without restrictions on yields as these funds are not
bond proceeds, but new monies. There is no problem
of commingling funds and creating ambiguity as to the
source and use of the funot, as principal payments to
retire the debt as the actuM dispersion of these monies
is accomplished by the bond trustee, typically a com-
mercial bank, while the contributions to pay losses and
the dispersion of those funds are made by the insur-
ance Jdmimsrrator.

"Spent" proceeds. Entities mav attempt to conduct arbi-
trage bond activity without losing the tax-favored stat-
us tor their bondholders in several wavs. The simplest
aocrcacn is to argue rha. the original proceeds, once

"spent ‘ by the establishment ot the catasrTophe tund.

are "spent ' in the same fashion that conventional ir
ance premiums are spent, and are no longer prcce
from the borrowing. If that view were accepted ?v
IRS, the "spent" proceeds held in reser.e could r
vested freely, without yield resmcnons at no adver
financial impact on the bondholders.

Pension Analogy There are existent revenue rulings

which have allowed arbitrage when running penaio
obliganons, as the bond proceeds were rransrerred

a third party who assumed contractually ail liabtlitv
future pension payments. Since there was no rurrr«
liability of the ennty and no possible means bv wru
the entity could directly profit from the arbitrage. ::
IRS letter ruling was rendered holding the proceeds
be spent, and the bonds were not considered :0 be
arbitrage bonds.

Captive Analogy. The last method by which ennnes
seek to avoid arbitrage resmcnons is by arguing th<
the proceeds of the ko u are spent in the sarr.e ser
that premium payments are made to the capnve ir.i
ance company. "Die rRS applies its usual ruies pete:
ing to shifting of nsk outside the "economic farruiv
and unless the entity can survive the IRS test ci ca:
lives, the proceeds are not deemed to have been sz
and the arbitrage restrictions are not avoided.

Under current IRS rulings, neither the "spent" p
ceeds argument, pension analogy or capnve insurar
analogy are accepted as being a valid “spending * c
the bond proceeds, and hence, arbitrage is resmcte
Further, an attempt to "spend" the bo'nd proceeds
actually paying losses nom the bond proceeds and ac.
mutating a sinking fund to retire the bonds or to se
ally retire the bonds by conmbutions to the bond rru>
will not prevail under IRS scrutiny as the RS has
already made its position clear: as long as anv part
of the obligation created by the bond issuance is ou
standing, the arbitrage rule is m effect.

Arbitrage Resoh'ed. There is one verv simple wav in wh
the entire issue of arbitrage bonds and the resultant
problems on tax status can be avoided. If the oblica
tions are issued on a taxable basis, there are no arrt-
trage resmcnons. The only constraint to public ent-.t
debt being issued on a taxable basis is tradition as
i w or statute requires public debt to be ottered on
tax-exempt basis. Currently less tnan | percent ot j.
public debt is taxable, but if the histoncailv narrow
spread between taxable vields and tax-exempt e.d.
continues, this volume may wet! nse.



Regulation of the Pool as an Insurer. Legulanon that
enables entities to form pools rvpicallv does not address
the issue of whether or not the msunng ennty orated
is regulated bv a department ol insurance, unlike the
Risk Retention Act, which clearly states such groups or
?ols are outside the purview of the state regulators,
stead, the insurance statutes will determine whether
such entities are regulated, monitored, or ignored.
Some lunxdicnons allow the regulator to deade whether
or not the ennnes are within the scope of its authority.
Regardless of the actual issue of regulation, bond-
financed self-insurance entities are not formally consti-
tuted insurers, and. without specific insurance legisla-
tion. do not pay premium taxes, participate in residual
market mechanisms, or conm- ate to insolvency funds.

Achieving Stability
By itself, self-insurance does not achieve cost stabil-
ity. it simply is a method of loss financing. Unless
contributions into the loss fund are set at worst-case
plus scenano levels, an increase in losses over the pre-
funded levels will require an increase in contributions.
To paraphrase acurrent automonve repair advertisement,
"You can fund me now or you can fund me later."

Excess insurance over self-insurance programs, in the
long run. cannot achieve cost stability. As the insur-
ance marketplace goes through the prenuum/toss cycle,
the excess costs move up and down.

Similarly, loss control activities, an essential part of
self-insurance programs, will not achieve stability of
costs, as that can lessen the likelihood of some losses,
but not prevent all losses.

By itself, a bond fund cannot achieve stability of
costs. VWWhtle the principal and interest are completely
predictable, 1 relatively level over the life of the issue,
if losses are puf from the bond funds, there is no
assurance tha. t .e bond funds will be liquidated "on
ti-i* " If los e ae greater than predicted and funded,
the proceeds i*f the bonds are depleted but the obliga-
tions are not repaid. If losses are less than predicted,
there are excess bond funds, a tolerable error, but one
which suggests the level of costs as represented by
debt service was too high.

By establishing a nsk management structure consisting
ot an aouanailv sound self-insurance plan supported by an
jttgTessive loss control program and a bond-financed
cata>rropne tund. stability can be achieved for a long
time oenod Losses are forecast over an extended time
period, such as ten years. Jnd discounted to present

...the bond-financed
self-insured public entities
have control over availability,
capacity, definition,
policy language and
the solvency issue...
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values at an appropriate discount rate. The funds ter
losses are contnbuted into the expected loss fund iELT
A super-retention plan or super-expected loss fund
(SELF) is funded with contributions based on a perci
tage of the ELF. This fund is used to pay the variant
of individual annual aggregate losses or individual
losses over the primary ELF limit, as well as cover th
variance created by differences in the "appropriateness
of the selected discount rate. An administrate fee u
added to these contributions. At this point, the progra;
cost is predictable and stable, but only within the act
ary's assumed degTee of confidence, e.g.. "sufficient
within the 90th percentile."

This remaining degree of instability is removed no:
by excess insurance, which, by virtue (or tack theree:
of being insurance, introduces cyclical cost variance,
but by the bond fund, which has a predictable and
nearly level debt repayment structure determined as
the initial issue date. Should any losses exceed the E
or SELF as well as any accumulated interest and pas
period ELF/SELF surpluses, the deficiencies can be
paid with bond funds. Since the earnings on the bor
fund are suiticient to pav the interest portion ot the
debt service as well as part of the pnncipaj. these de
ciencies are tixst paid with interest earnings, ano the
if necessary, with bond proceeds Any nature surriu:
in the ELF and SELF go to replenish the cono :_nu
its full amount.



Should a catastrophe loss occur, even on the first
dav ot the existence of the program, the accumulation
ot interest on the reserves will serve to offset a part of
the ulnmate net loss when the case ts finally closed sev-
eral years into the future. Lf at any time the bond fund
is seven v depleted, there will be a one-time instability,
or adiusrment, as the pool issues post-loss judgment
bonds. The cost of those bonds is then added to the previ-
ouslv determined costs, and stability ts again restored.

There is. ot course, the possibility of multiple catas-
trophe losses occurring within a short time period.
While this ;s a possibility, the relative frequency of
casuaitv losses tn excess of 51,000,000, e.g., exceeding
the ELF. and assumjng there are no funds available in
the SELF. is. in reality, very low. If one assumes the
likelihood of a loss in excess of S1.000.000 is as gTeat
as .01 per year, the likelihood of rwo such losses with-
in one year is 0001. as the probability of the second
loss is predicated on the occurrence of the first loss.
Expressed as PIBIA), the conditional probability is
computed as P(A) x P(B), or .01 x .01 - .0001. If
three tuch events are feared, the likelihood drops to
.000001. expressed as P(CiB|A).

If one assumes the probability of a loss exceeding
51.000.000 and penetrating the catastrophe fund is .05
during the ten years, the probability of the second loss
in the ten year period is .0025. Given the likelihood of
such events, the expected value of even a 55.000,000
penerranon i56.CO0,CO0 ultimate net loss), is only 5262.500.
the expected value of the first loss (5250,000, or 55,000,000
x 05) plus the expected value of the second loss
($12,300. or 55,000.000 x .0025).

If one assumes both such losses occur in the same
year, the ELF and SELF will probably not contain both
losses, so the expected value of the second loss would
be slitthtlv higher, as it is the expected value of
56.C00.000. or 515.000.

Although a probability analysis may be a convenient
a.tempt to assuage concerns with a pseudo-scientific
approach, it does not guarantee the hypothesized events
wul not occur simply because the events are unlikely.
In reality, however, public entities insuring exposures
conventionally still face similar dilemmas, such as the
determination of how high a limit of liability is suffi-
cient. the danger of exceeding aggregate limit* on one
or more lines ot coverage, the problem ot facing celuded
exposures, and the exposure created by insolvency of
the camer(sj and retnsuret(s).

While there may be no perfect solution, the bond-
financed self-insured public ennties. ;y creating their
own tnsunng ennry. have control over avjilabilitv. capa
city, definition, and construction ot policv language,
both pre-loss and post-loss, and the solvency issue.
While they cannot completely avoid the uncertainty
arising out of the possibility of mulnple losses in rapt:
succession, they do not tace the other probaoiimes of
exposures to loss that convennonallv insured entires
face. Further, if ail else fails, they issue post-loss iudg
ment bonds and face the one-tune cost adjustment.

Summary

What ongwailv appeared as a cruts turned out to
be an opportunity to avoid astronomical cost in-
creases lor insurance and begin reducing losses.t

s stated, the purpose of this paper is to explain a

means by which the public sector can address its
exposures to loss in spite of difficulties in obtaining
needed coverage of sufficient limits. Further. ;t is the
purpose of this paper to develop a cost stablL’tzat'.on
structure thai facilitates the budgeting process of publ
entities and the correct pneing (i.e., tax levy) oi gov-
ernment services.

The structure of a bond-financed self-insurance procrin
whether for a group of entities or a single entity, accom-
plishes both goals. The "insurance" capacity or capita
raised by the issuance of debt instruments allows pub
lie entities to create and control their own insurance
programs, thus eliminating the coverage and capacity
instabilities inherent in the insurance marketplace.

The use of actuanallv sound contnbutions for expectec
losses, when coupled with the ability to cover tempo-
rary deficits in the loss fund with bond fund proceecs
which have a stable "cost," provides a stable, easilv
budgetable cost factor that can be used in determining
appropriate tax levies.

The complicated combination of two traditional disci
plines in an innovative manner is not without disadvan-
tages. primarily in the torm ot long-term commitments
of a financial nature. The benefits accruing to a risk
management program with stable costs and proper
coverage will far outweigh any disadvantages. m
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HOUSE COMMITTEE REPORT

©)
Date Referred: April 2, 1990, . FURTHER REFERRALS:

FINANCE
Date of Committee Action:
The COMMUNITY & REGIONAL AFFAIRS Committee considered: SB 307
SENATE BILL NO. 307 REPURCHASE FROM MUNI/FORECLOSED PROPERTY

"An Act relating to property foreclosed upon by a municipality."

RECOMMENDATIONS: [ 1 the same title
[ 1 be replaced with [ 1 anew title
[ 1 have attached amendment(s)

do pass

do not pass
no recommendation
individual recommendations

additional referral to the Committee

ADOPTS: letter of iIntent
ATTACHES NEW FISCAL NOTE(s): APPROVES PREVIOUS:

(Dept) (Date/Dept)
[ 1 fiscal impact *. ,, Fiscal note(s)
[ 1 zero fiscal note X zero fiscal note of Rg/ ~ (jV th
L 1 zero with analysis_ [ 1 zero fn/analysis

&
SIGNING DO PASS: SIGNING: ;
C, Dayili ir

C\NKicll<3. W /~P

VvV I/ ulJW . —
Chairman®s signature



STEVE COWPER, GOVERNOR

DEPT. OF COMMUNITY & ItEUIONAU A IFAIIIS O po.Box 1l
JUNEAU. ALASKA 09811-2100

PHONE: <907) 466-4700

O E. 30TH AVENUE. SUITE 400
ANCHORAGE. ALASKA 99808-4302
PHONE: (007) 663-1073

OFFICE OF THE COMMISSIONER

February 14, 1990

POSITION PAPER
RE: Senate Bill 307
SPONSOR: Senator Drue Pearce
Program Effects
Senate Bill 307 provides for reimbursement to municipalities

for certain costs incurred as a result of maintaining and
managing property which has been foreclosed on because of

non-payment of Jlocal property taxes. The bill adds to the
existing list of costs those expenditures by a municipality for
insurance, repairs, association dues (condominium), and

management Tfees.

Comments

Over the past few vyears, as municipal economies have been

negatively impacted by reduced revenues, the subsequent
reductions in populations have magnified problems related to
property foreclosure. Municipalities typically must foreclose

on properties which are less desirable and, therefore difficult
to sell. Those types of property are likely to be in need of
costly repair before they can be marketed. These problems,
combined with a glut of available property on the market, cause
the holding period to be extended, thereby increasing the costs
to municipalities for maintenance and management of the
properties.

The department supports the passage of SB 307. The bill
provides for fair and reasonable reimbursement of maintenance
and management expenses, and only to the extent that those
expenses exceed any income to the municipality through rental
or other payments made during the holding period. The recovery
of these costs through the sale cf the property would eliminate
the present necessity of themunicipality having to pay the
costs by using other locally-coll

Davi sioner

21-PILH



STATE OK ALASKA
1990 LEGISLATIVE SESSION

PISCAL. NOTE
Revision Date: Agoncy Affected:
Title: Repurchase from Municipality of BRU: Treasury
Foreclosed Property
Sponsor: Pearce Components:

Requestor: Senate Community & Reqglonal
A ffairs

EXPENDITURES/REVENUES: (Thousands of Dollars)

1
! OPRRATINO 1 J_ 1
| PERSONAL SERVICES 1 o 1 o
| TRAVEL 1 o 1 o 1
j CONTRACTUAL 1 0 1 o 1
| SUPPLIES 1 0 1 o 1
j EQUIPMENT 1 0 1 o 1
| LANDS & STRUCTURES 1 0 1 o 1
j GRANTS, CLAIMS 1 0 1 o 1
1 MISCELLANEOUS 1 0 1 o 1
TOTAL OPERATING 1 0 1 o 1
1 CAPITAL 1 0 1 o 1
1 REVENUE 1 0 1 o 1

FUNDING:  (Thousands of Dollars)

| GENERAL FUND 1 o] | 0 1

| PEDERAL FUNDS i o] | 0 1

Jj OTHER 1 0 | 0 1

1 TOTAL 1 0] | 0 i

POSITIONS:

| FULL-TIME 1 0 1 o 1

| PART-TIME 1 0 1 o] 1

1 TEMPORARY 1 0 | 0 1

ANALYSIS; attach a separate page for analysis.
Fiscal year 1990 effect is zero.

Prepared By: Milt Barker

Division: Treasury / /0

Approved by Commissioner’s /r
Agency: Department of Revenue / /

Distribution (by preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget

Impacted Agency(ies)

"PY 91 1FY 92 1FY 93

elololoNoNoNoNelNe

o

OO OO o

[eNe)

1FY A
t

1 0]
1 0
1 0
1 0]
1 0
1 0
i 0]
1 0
1 0
I 0
1 0
1 0
1 0
1 0
1 0]
1 0
1 0
1 0

Bill Version: SD 30V
Publish Date;

1FY 95 1
1 L.
1 o] 1
1 0 1
1 0 1
1 0 1
1 0 1
1 0 1
1 0 1
1 0 1
1 0 1
1 0 1
1 0 1
1 0 1
1 0 1
1 0 1
1 0 1
1 0 1
i 0 1
1 0 1

Phone: 465-2350
Date: February U 1990

Date: £// Z* O

/

T~

page _ of

Dc.rtment of Revenue

cNoNoNooNoNoNoNe)

o

o

OO wo



STATE OF ALASKA BILL VERSION |
1990 LEGISLATIVE SESSION PUBLISH DATE:
FISCAL NOTE

REQUEST:
Revision Dale: Agency Alfeeted: ""iwniini*-" = Romlor.ul Affairs
Title "v-T 1 “"™ "*M 'y rtoiuilv :oro- .

o : . BRU:

ele.c; i ;oun iy * ni'iiu ji; » 1. tuy.

Sponsor:  -n i* m> - Components
Requestor:

KXPENI)IT URES/REVF.NUKS: (Thousands of JolLars)

OPERATING FY '0 FY 92 FY 9j fy 9t FY 95 FY 96

PERSONAL SERVICES

TRAVIL

CONPRACTUAL

SUPPLIES

EQUIPMENT

L\NDfi STRUCTURES

GRANTS. CLAIMS

MISCELLANEOUS 1

TOTAL OPERATING -0 - -0 - 1 -0- -0 - -n - -n -

CAPITAL

REVENTIE

FUNDING: (Thousands of Dollars)

CENERALFUND -0- -0- -0- -0 - -0 - -0-
FEDERAL FUNDS

OTHER

™ -0 - -.1- n n -

POSITIONS:

FULLTIME -0- -0- 0- _0- n- 11
PART-TIME
TEMPORARY

ANALYSIS :  (Auach a separate page if necessary)
There is :0 fiscal effect for FY 'O.

CLy?
Prepared by Jinf Plasman. "er:nr: nir.~ror
Division = Witniciral 5 ~oion.rl- Assi stnnro

Approved by Commissioner : X U-—--
Agency: Coimmitv & Peaicr.al ;>/nirs

Distribution (by preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted *>gecney(ics) page — L_ of —



Alaska State Legislature

Jill C Slivet, Suite 150 During Session:
Anchor.iije, Alaska >9503 P.O. Box V
(907)5612038 Juneau, Alaska 99811

(907) '165-4993

Senator Drue Pearce
Dislricl G

SB 307

Sponsor Sta( ‘Mt

April 29, 199u

Over the past few years municipal economies have been
negatively 1mpacted by reduced revenues, and reductions in
population have magnified problems related to property foreclosure.
Typically, municipalities must foreclose on properties which are
less desirable and therefore more difficult to sell. These
properties are often in need of repair before they can be marketed.
These problems and the glut of available property on the market can
result iIn an extended holding period, thereby increasing property
maintenance and management costs to the municipalities.

Current statutes provide that the record owner of tax
foreclosed property may repurchase the property for ten years after
foreclosure, i1f the property iIs not otherwise sold. In order to
redeem, the previous owner must pay the municipality the +full
amount of the judgment, together with iInterest computed from the

date of the entry of judgment to the date of repurchase at a rate



not to exceed 15% per annum. He must also pay delinquent taxes
assessed as though the property had remained in private ownership,
and the costs of foreclosure and sale.

SB 307 adds the costs of managementand maintenance to the
sale price of the property and allows the municipality to recover
them to the extent that they exceed income received by the
municipality for the use of the property during the holding period.

This Bill, which passed the Senate by an 18/0 vote, was
originally requested by the Municipality of Anchorage and has the

support of the Alaska Municipal League.

DP:pc



.Munici pal |ty P.0. BOX 196650

ANCHORAGE, ALASKA 99519-6650
Of (907) 343-4433

TOM FINK,

Anchorage

OFFICE OF THE MUNICIPAL MANAGER

April 6, 1990

Senator Drue Pearce
Alaska State Legislature

P.0. Box V (MS 3100)
Juneau, AK 99811

Re: Senate Bill Ho. 307, an act relating to property foreclosed upon by a
municipality

Dear Senator Pearce:
The Municipality of Anchorage strongly endorses SB 307.

The language in the existing tax-foreclosure legislation allows the
Municipality to recover costs associated with preparing tax-foreclosed
properties for tax-foreclosure sales. SB 307 provides a means to recover
expenses incurred by the Municipality in property management and maintenance
costs, upkeep, code compliance, lease management, etc., of tax-foreclosed
properties when the properties are not so"d or designated for a public
purpose, but held for an Indefinite period and eventually reclaimed by the
former owner of record. The recovery of these expenses 1is iImportant,
especially when considering our diminishing budget.

The Municipality of Anchorage supports this legislation and will urge other
municipalities to support bill.

If you have any questions, please contact ken Lythgoe, Director of Property &
Facility Management at 786-8114.

Sincerely,

0237n






HOUSE ( OMMITTEE REPORT

®)
Date Referred: April 25, FURTHER REFERRALS:

FINANCE
Date of Committee Action:
The COMMUNITY & REGIONAL .AFFAI1& Commits 3 considered: gsgp 3. Il
CS SB NO. 308 (Finance) MUNICIPAL TAXATION OF CERTAIN ST. PROP

"An Act relating to taxation by municipalities of certain property of
governmental entities; and providing for an effective date."

RECOMMENDAT IONS: [ ] the same title
[ 1 be replaced with ; J a new title

[ 1 have attached amendment(s)
do pass
do not pass
no recommend? tion
individual recommendations

“1tional referral to the Committee
ADOPTS: letter of iIntent
ATTACHES NEW FISCAL NOTE(Ss): APPROVES PREVIOUS:
(ept)) (Date/Dept)
fiscal impact " fiscal note(s) L VOS
[ 1 zero fiscal note ‘ [ ) zero fiscal note(s)
[ 1 zero with analysis_ [ 1 zero fn/analysis
5

SIGNING DO PASS: SIGNING: <9< |

(Check approp. column)
m& * e QJL1+c Qavl$ y

Chairman®s Signature



Division of Pioneers ™ Benefits Position Paper

"An Act making a special appropriation for payment as grants for
development, rehabilitation, relocation, or expansion of
cemeteries and certain related access facilities; and providing
for an effective date."

HE- 507

This position paper only comments on lines 11 and 13 of page two
of the bill: "City and Borough of Sitka - rehabilitation of the
Pioneers®™ Home cemetery.™

The $177,400 requested is for the building of a memorial with all
the names of the buried deceased Alaskans from the Sitka
Pioneers®™ Home cemetery and for the preparation of the grounds
with ground cover, a fence, lights to protect against vandalism,
walkways and shrubbery. The initial estimate in 1986 was high
due to defoliant spraying and the need for new topsoil. Since
then the rain has been perking through the soil and no new
topsoil 1s needed. The original estimate iIs attached.

The Sitka Pioneers®™ Home is a historic building monument. The
cemetery of the Sitka Pioneers®™ Home is located about three miles
away from the home. The cemetery contains about 1,650 graves of
pioneer Alaskans. The cemetery has not been kept up for at least
15 years. The attached letter dated August 25, 1975, clearly
states the ead disrepair of the cemetery.

The Division of Pioneers®™ Benefits does not have fTunds available
in either the operational or CIP budgets for this cemetery

project. Therefore, the Division strongly supports the passing
of this bill.

Date

Department of Administration

BB2/LTR/0305
Attachments

Page 1 of 1



Cc\ 60 Malaspina St.
'C-\ Eagle River, Aladca 99577
n—+Ch7 V- August 25, 1975

Governor Jay Hamod
State Capitol Bldg* F -
Junoau, Alaska

Door Governor Hanmond,

My Father, the loto James F* Harrigan, wes a past Superintendent of the
Pioneers Hore in Sitka*

At the time of his death, X was unable to attend his funeral. | have for
the past two years, had tho vision of ny Father at rest in the beautiful Pion-
eer Hore Cometery* TbhiB eummor, | was finally able to go to Sitka and view
Ny Fathero grave, | criedJ | criod forrmy Father and for all the others *ho
were buried in what WB3 onco a beautiful state maintained cemetery.

It is fortunate that ny Mother and sister still reside in Sitka* They main-
tain t\y Fathers grave. But viiat of the pioneers without families? As a taxpayer
and twenty-six year resident of this srtate, | am for the first tire, embarrassed
at tho neglect of the State Govenunent and the careless maintenance of that once
beautiful clean cemetery. My Father tock great pride in maintaining the beauty
of the cemetery during his years as Superintendent. | know howdisgusted bo
would be at the present conditons.

The condition of the cemotery is deplorable I Tombstones out of place and'
upside down. M children and | tried to correct this to s ome extent.’ .Ora*cb
are sunken in and litter such as beer cans, broken bottles, dead ilowers, weeoa
and tiro tracks may bo found all over the cemetory.

Vandalism is ar excuse, but not a very good one, Wien other Stateprop-
erties are vandalized, is it ignored andleft unmaintained?

| sincerely hope that you can find the time to look into this natter*
It Is sad to think that these pioneers who helped build this wonderful state
do not oven deserve the privilege of resting In a clean cemetery*

Sincerely,

Mrs* Patricia Gallien

ol Mr. Andy Warwick
Manager, Sitka Pioneers Home
Editor, Sitka Sentinel
Mr* Via. A. Egan
Hra* Alice A. Karrigan



March 13,1990

Division of Pioneers®™ Benefits
Pictures in support of HB507, Sitka Cemetery upgrade

The pictures below show the overgrowth of the headstones with
alders, salmonberry bushes and other vegetation. It als shows

clearly the sinking of the graves and the general poor condition
the cemetery of our Pioneers®™ 1is in.



OFFERED IN THE HOUSE

TO: CS HB 507

Page 2, line 17:

Adds the following:

(16) City of Noorvik - cemetery restoration project

$20,000



CITYofHOONAH
P& 360

Hoonah, Alaska 99829
(907)9453663

March P, 1990

Pepresent.t ive Pete* Coll

Room Ic’2, Capitol
P 0O Rox V

Juneau, Alaska 99811
Dear Representative Goll:

This letter is in support of HB No. 507 for the construction of
ceinetarles.

There has been a definate need in our community for a new cemetary for
some time now. Communities such as ours have set aside lands to fill
those needs but have been unable to develope them due to a lack of
funding. Small communities such as ours have difficulty setting aside
those monies, meeting more immediate needs.

It is with respect and gratitude that we support your bill and hope
that it is met with favor before committee. We also support it's

final passage.
Thank you.

Sincerely

Sharon Parks
eAdministrator



CITY OF HAINES, ALASKA

P.O. BOX 1049
HAINES, ALASKA 99827

(907) 766-2231 = TOURISM (907) 766-2234 = FAX (907) 766 3179

March 8, 1990

Peter Goll, Representative
Pouch V
Juneau, Ak 99811

Re: HB 507 Cemetery Funding

Dear Peter:

House Bill 507 will give much needed financial support to expanding,
upgrading, and rehabilitating existing cemeteries. Mayor Frank Wallace
and the city council have discussed the proposed house bill and they

agree that it is a good idea.

The Haines Sawmill Road Cemetery serves the whole area of Haines, the
surrounding borough, and Klukwan. It needs to be enlarged, and clearly
definea access roads need to be installed. Also, a survey is necessary
to be able to identify established plots, roads, and markers. Winter
access through deep snow presents the problem of knowing where to drive
the heavy equipment necessary in the burial process. | submit that a
survey and access roads would be a viable solution to these problems.

Peter, this is a valid area for funding and you are encouraged to
support it.

Sincerely

Waiter Wilcox
City Administrator
CITY OF HAINES

WW/KSG



E

P.OI1/O

B - vV —9 © W E D 13 :30

MEMORANDUM State OF A1laska
MEMORANDUM State 0OFfF Alaska
MEMORANDUM s late 0OFf Alaska
MEMORANDOM s tate 0OF Alaska

To: Representative Grussendorf Date: February 7, 1990

Room 204, Capitol

Juneau, Alaska 99811 File no:

Telephone no: 907-747-3213
From: Julia A. Smith Subject: Pioneers®™ Home Cemetery

Administrator, Sitka Pioneers®™ Home
Administration

Division of Pioneers®™ Benefits

This is the information we have i1n our files concerning your
request about upgrading the Pioneers®™ Home Cemetery.

The plan was to make the Pioneers®™ Home Cemetery into more of a
monument to all Alaskan Pioneers®™ buried there. Approximately
1650 past residents graves would besurveyed, plotted so that the
old head stones could thenbe removed and the grounds maintained
more like a park at less expense, a rock/concrete type monument
was planned that would hold plaques with all the names on 1t. To
alleviate concern by family who wished to visit a grave sight it
was invisioned that numbered metal stakes would be driven level
with the ground surface at a corner of each eight graves. This
way Tamily could place flowers, etc. The plan included leveling
the sight, reseeding, iInstalling a fence and lighting to protect
against vandalism. Several years ago we were asked to prepare a
cost estimate for this project for Senator Eliason to present to
the Legislature. The budget we estimated was $347.4 for capital
plus approximately $7.3 for annual operational budget to keep it
up- Since then, we found that we had overestimated by
approximately $170.0 since at the time we thought the soil was so
depleted with extensive use of defoilants i1t would have to be
completely replaced. Not so, as the soil tests fine after two
years of rain perking thru it. Theremainder of the estimated
cost is approximately the same less $170.0 or $177.4. To
complicate matters somewhat only $25,000.00 was appropriated for
gbekproject- The money was to be a pass thru to the City of
1tka.

All these figures are from an estimate done in 1900 by Gary
Sheridan, then Manager of the Sitka Home. The project is as
valid today as then, but the figures may not be. 1 suggest that
you contact Barbara Bathony, Director of Pioneers® Benefits and
EImer Sorenson, Buildings Management Specialist, Pioneers”
Benefits for their input.



Tanana Chiefs Conference. Inc.

ran subregional office
P.O. BOX 126
TOK, ALASKA 99780
(907) 883-5181

February 2, 1990

Pepresen taLive Did Shultz
Alaska State Legislature
P.0O. Bo:: V (MS 3100)
Juneau, Alaska 99811

Dear Representative Shultz:

Please find the enclosed Capital Improvement Project request
and supporting documents from the village of Tanacross.

Because of the utmost importance and urgency of this
project. Tanacross is requesting that their proposal be
given serious consideration and be included in the budget
during this legislative season.

IT you have any questions, please do not hesitate to give me
a call.

GM/cdw

cc Senator Jack Coghill
Commissioner DCRA
Ted Charles
Ed Rutledge
Tanacross Village Council



Circle, Alosko

March 12, 1990

Representative Mike.DovfS' ,
Representative Gall
Box

Juneau, Alaska

Dear Representatives,

The Circle Civic Community Association is interested In securing funds
through H.B. 507 in order to help prserve the Historical Graveyards In our
area. These Graveyards date back to the 1800 when Circle was a "jumping
off place” to the Klondike Gold Rush.

Last summer, restoration was begun. Repairs to the many groves, as
well as brush cutting and the building of fences around epproximatly 40 of
the 200 graves was completed through Revenue Sharing Funds.

We are requesting $ 7000.00 to complete this project during the

summer of 1990. This money will be used os following :

1. Brush Cutting Supplies (oxes, chain saw files, gas etc.)
$ 300.00

2. Purchase of Materials for Fencing $1200.00

3. Labor (local) $3500.00

»

4. Road Improvements $2000.00
(grovel to be hauled to site)
Thank you for your help in this matter.
Sincerely,
y ti
Jeanne M. Boyle, President
Circle Civic Community Association

Box 25

Circle, Alaska 99733



03/12/1990 14*18 HAIDA CORF. Hydaburqg, PK 90?7 205 3944 P.02

CITY OF HYDABURQ
BOX 49
Kydaburg, AK 99922
(907) 265-3761

March 12, 1990

otato of Alaska )
House of Representative*!

Honorable Representative Qoll Rp

BOX V

Juneau, AK 99611 ly.

Dear Representative oollt
Ret cemetery Rehabilitation Bill*

We are iIn support of this bill and are glad for your

Hydaburg®s cemetery 1Is in very poor shape and has gotten
maintenanoe sinoo the site was first used nearly eighty years a?o-
Thank you for allowing us the opportunity to comment on this bill

Binoerely,

ffiy u stC

Bruce A* Cook, Sr.
Hayor

TOTAL p .02
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TANACROSS VILLAGE COUNCIL
RESOLUTION No. 90- 0@

WHEREAS, TanacroaB Vi 1laoe Council 1i1s the legal
governing body of the village of Tanacross f
Alaska; and
WHEREAS, The Tanacross _Village Council 1s in
need of improving the following which would cost:
Projects Amount
1. Cemetery Relocation $47,306.00
2.
3.
4.
3.
6
7
8
and,
WHEREAS, the Tanacross .Village Council 1is lacking

financial resources necessary to provide those
certain capital improvements, and

WHEREAS, it would be in the best interest of the citizens
of the community of Tanacross , Alaska
to acquire the above referenced iImprovements.

THEREFORE BE IT RESOLVED, that the Capital Improvement list
attached is hereby adopted and approved as the
officially recognized Capital Improvement goal of

the village of Tanacross f
Alaska.
BE 1T FURTHER RESOLVED, that the Tanacross Village

Council submit a request to the State Legislature
for possible funding of these Capital Improvement
needs,

CERTIFICATION
I hereby certify that the above resolutions was duly passed

by the Village Council this day
of t 1990 and that a quorum was present.

President™»/”~ Q1



Pivision-Qg Pi1oneers” Benefits, position.Pacer

"An Act making a special appropriation for payment as grants for
development, rehabilitation, relocation, or expansion of
cemeteries and certain related access facilities; and providing
for an effective date."

HB, 507

This position paper only comments on lines 11 and 13 of page two
of the bill; "City and Borough of Sitka - rehabilitation of the
Pioneers®™ Home cemetery."

The $177,400 requested is for the building of a memorial with all
the names of the buried deceased Alaskans from the Sitka
Pioneers®™ Home cemetery and for the preparation of the grounds
with ground cover, a fence, lights to protect against vandalism,
walkways and shrubbery. The initial estimate in 1986 was high
due to defoliant spraying and the need for new topsoil. Since
then the rain has been perking through the soil and no new
topsoil i1s needed. The original estimate is attached.

The Sitka Pioneers®™ Home is a historic building monument. The
cemetery of the Sitka Pioneers®™ Home is located about three miles
away from the home. The cemetery contains about 1,650 graves of
pioneer Alaskans. The cemetery has not been kept up for at least
15 years. The attached letter dated August 25, 1975, clearly
states the sad disrepair of the cemetery.

The Division of Pioneers®™ Benefits does not have funds available
in either the operational or CIP budgets for this cemetery

project. Therefore, the Division strongly supports the passing
of this bill.

Date

Department of Administration

BB2/LTR/0305
Attachments

Page 1 of 1



Tanana Chiefs Conference, Inc.
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WORK DRAFT WORK DRAFT WORK DRAFT

6-2142E
Utermohle
3/12/790
Funding Information; General Fund $2,111,706
Other Funds o=
$z7111,71TC
Original sponsor(s): REP. GOLL, Menard, Foster
IN THE HOUSE
CS FOR HOUSE BILL NO. 507 ( )
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act making a special appropriation for payment as

grants for development, rehabilitation, relocation,
restoration, or expansion of cemeteries and certain
related access facilities; and providing for an
effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. The sum of $2,052,400 is appropriated from the general
fund to the Department of Administration for payment as grants under
AS 37.05.315 to the following municipalities for the purposes and in the
amounts stated:
(1) City of Angoon - rehabilitation and expansion of

Danger Point cemetery and rehabilitation of the Danger Point

cemetery access road $170,000
(2) City of Haines - rehabilitation and expansion of

the Haines cemetery 250,000
(3) City of Hoonah - development and rehabilitation of

the Hoonah cemetery 150,000
(4) City of Kasaan - rehabilitation and expansion of

the Kasaan cemetery 150,000
(5) City of Klawock - rehabilitation and expansion of

the Klawock cemetery 100,000
(6) City of Thorne Bay -development of acemetery 175,000

(7) City of Craig - rehabilitation of the Craig

cemetery 11.0,000

-1- CSHB 507( )



WORK DRAFT WORK DRAFT WORK DRAFT

(8) City of Yakutat - rehabilitation of the Yakutat
cemetery and rehabilitation of access to the Yakutat cemetery 150,000

(9) City of Metlakatla - rehabilitation of the

Metlakatla cemetery 175,000
(10) City of Skagway - rehabilitation of the Skagway

cemetery 50,000
(11) City of Kake - rehabilitation and expansion of the

Grave Island cemetery and rehabilitation of access to the Grave

Island cemetery 200,000
(12) Matanuska-Susitna Borough - development of a

cemetery at Trapper Creek 10,000
(13) City and Borough of Sitka - rehabilitation of

the Pioneers' Home cemetery 177,-00
(14) City of Hydaburg - rehabilitation of the

Hydaburg cemetery 75,000
(15) City of Nome - cemetery restoration project 70,000

* Sec. 2. The sum of $59,306 is appropriated from the general fund to
the Department of Community and Regional Affairs for payment as grants

under AS 37.05.316 to the following organizations for the purposes and in

the amounts stated:

(1) Tanacross Village Council - relocation of the
Tanacross cemetery $47,306
(2) Circle Village Council - rehabilitation of the
Circle cemetery 7,000
(3) Chilkat IRA Council - development of a cemetery at
5,000

Klukwan

* Sec. 3. The appropriations made by sec. 2 of this Act are for capital
projects and are subject to AS 37.25.020.

* Sec. 4. This Act takes effect July 1, 1990.

CSHB 507 ( ) -2-
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HOUSE COMMITTEE REPORT

Date Referred: March 12, 199/

Date of Committee Action: w m

FURTHER REFERRALS:
HESS

; The COMMUNITY & REGIONAL AFFAIRS Committee considered: CSSB 374 (JUD)

CS SB NO. 374 (Judiciary)

"An Act amending the definition of

e for an effective date."

1
L

C J
h. c 3
|

D
ADOPTS:

: ] be replaced with

] hav» attached amendment(s)

do pass

do not pass

no recommendation
individual recommendations
additional referral to the

DEFINITION OF ALCOHOLIC BEVERAGES

"alcoholic beverage®"; and providing

[ ] the game title
a

new title

L J

Committee

letter of intent

ATTACHES NEW FISCAL NOTE(s):
fiscal 1mpact

Zero

fiscal note

[ 1 zero with analysis*

i/
1
SIGNING D2

) |E.m vt
-

f.J

PASS:

*

VAPPROVES PREVIOUS:
( ] fiscal note(s) published:

fiscal notes (s) published:

i/M v Jocf V

SIGNING QTHSR.THM DO PASS:
(Do Not Pass, No Recommendation,

P 13tuLtlo

s f". e.

Chairman®s signature

h rftm

end)

*



o~ TAirfec pii, /2. - STEVE COWPER, GOVERNOR
% \iM \ lo*! i 1i" P
HFPL Y TO
HRIMHTME:INT or LAV CRIMINAL DIVISION CENTRAL OFFICE
0 BOX KC
JUNEAU, Al-ASKA 098IT-0310
CRIMINAL DIVISION PHONE: (907) 465-34P8

[ OFFICE OF SPECIAt PROSECUTIONS
AND APPEALS
1031 WEST 4THAVENUE. SUITE 31B
ANCHORAGE, ALASKA 99501-5993

April 26, 1990 PHONE: (907) 279.7434

The Honorable Eileen P. MacLean
Alaska State Representative
P.0. Box V

Juneau, Alaska 99811

Re: CSSB 374(Jud) — definition of
"alcoholic beverage"

Dear Representative Maclean:

Yesterday your legislative assistant, Rena Bukovich,
asked that we provide you with an explanation of why the Governor
introduced SB 374, a bill that redefines the "alcoholic beverage."
As set out iIn the Governor®s transmittal letter, the bill was
introduced to correct an unintended problem that was caused by the
new definition of "alcoholic beverage"™ that was adopted last year
in CSHB 181(Jud). In order to understand the Governor®s concern,
it is useful to consider why, prior to passage of last year®s law,
the definition of alcoholic beverage” applied to beverages
intended for human consumption that contained any amoun™ of
alcohol.

Before 1986, communities had the authority to ban the
sale or 1iImportation, but not the possession, of alcoholic
beverages. During extensive committee hearings on whether
legislation to ban possession should be considered, many rural
residents testified that people circumvented bans on importation
by manufacturing homebrew. In part, horror stories about the
abusive use of homebrew led to the [legislative decision that
allowed communities to ban possession of alcohol. To make the lav;
banning possession of alcoholic homeorew enforceable, the
definition of "alcoholic beverage"™ was amended iIn 1986 to include
a?y h.sulbstance intended for human consumption that contained
alcohol.

For prosecutions under the definition of "alcoholic
beverage™ that passed durino the 1989 session, the state is
required to prove that a beverage contained more than 0.5% by
volume of alcohol at the time of possession. In cases i1nvolving
commercially produced alcoholic beverages, proof of percent of
alcohol by volume 1is simple. In contrast, proving the percent of

03 C3ILM



The Honorable tileen P. MacLoan April 26, 1990
Page

alcohol in homebrew at one particular point In time 1is more
difficult.

For evimplo, if law enforcement officers seized a vat of
homebrew as 1ividenco and shipped a sample to the state crime
laboratory for analysis of the percent of alcohol, fermentation of
the beverage would continue during shipment and until analyris.
Further, the rate of fermentation is not constant and varies for
each vat ofhomebrew. As a result, if the definition of alcoholic
beverage includes a threshold level of anything other than 0.0%
alcohol byvolume, prosecution of offenders for possession of
homebrew in local option areas will be more difficult.

The current definition of alcoholic beverage weakens
local option laws banning possession of alcohol, and may undercut
the state®s ability to prosecute local option violations based on
possession of homebrew. As a result, in order to make local bans
on the possession of alcohol enforceable, the governor introduced
SB 374 to clarify that in locil option ureas, It IS not necessary
to prove the percent of alcohol that 1is contained privately
produced alcoholic beverages.

Please let me know 1f 1 can provide you with any
additional i1nformation about CSSB 374 (Jud).

Very truly yours,

DOUGLAS B. BAILY
ATTORNEYS GENERAL

Laurie yd. Otto
Assistant Attorney General

LHO:me-198






HOUSE COMMITTEE REPORT

©)
Date Referred: April 23, 1990, / FURTHER REFERRALS:

y FINANCE
Date of Committee Action: ES /q rl()
The C&RA Committee considered: SB 505
SENATE BILL NO. 505 MUNICIPAL SALES TAXES

"An Act relating to sales taxes levied by general law municipalities.”

RECOMMENDAT IONS: [ ] the same title
be replacediwith [ 1 anew title
have attached amendment(s)

do pass

do not pass
no recommendation
individual recommendations

additional referral to the Committee
ADOPTS: _letter of intent
ATTACHES NEW FISCAL NOTE(S): APPROVES PREVIOUS:
(Dept) (Date/Dept)
[ 1 fiscal impact [ 1 fiscal note(s) n
[ 1 zero fiscal note zero Tiscal note(s) A
L 1 zero with analysis_ [ 1 zero fn/analysis
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STEVE COWPER, GOVERNOR

ISEI»T. OF COMMUNITY & HKOIONAL AFFAIKS L P.O. BOXB
JUNEAU. ALASKA 99811-2100
PHONE: <907) 4664700
OFFICE OF THE COMMISSIONER )
O 9A49E. 36 TH AVENUE. SUITE 400

ANCHORAGE, ALASKA 995087302
Apri I 13, 1990 PHONE: (907) 563-1073

POSITION PAPER

RE: Senate Bill 505

SPONSOR: Community and Regional Affairs Committee

Program Effects of Bill

The major effect of this bill 1is to remove the existing sSix

percent limit on sales tax rates for general law
municipalities. Itwould also make explicit reference in
Title 29 to the existing Title 4 limitation on sales taxes on
alcoholic beverages. Section 2 of the bill would repeal

AS 29.60.650(g) which 1s no [Qlonger necessary because of the
repeal of the sales tax limitation iIn Section 1 of the bill.

Comments

The department supports passage of this bill as an expansion of
municipal powers and enhancement of Ilocal governments®™ ability

to raise revenues locally. Home rule municipalities under
current law are not subject to the six percent sales tax
limit. This bill provides similar treatment to general law

municipalities. Any proposed increase in sales tax rates must
oe approved by the voters i a general law municipality under

AS 29.45.670/ providing a safeguard against the imposition of
unreasonably high sales tax rates.

While this will provide addirtional flexibility to
municipalities to raise revenues locally, it 1i1s not a total
answer to local governmental Tfinancial problems. Particularly

in smaller cities, there 1is simply not enough sales activity to
raise significant rever

taxation.

i“r"DaviaG. Hoffman, Commissioner

21 P1LH



STATE OF ALASKA BILL VERSION;
1990 LEGISLATIVE SESSION

3B ~
PUBLISH DATE; 3/16/90

rcouest FISCAL NOTE

Revision D ate:

Atfairs

- _ Agency Affected: Community & Regional
Tide: "An Act relating to sales taxes BRU -
levied by general law municipalities.” '
Sponsor: Senate C&RA
Components
Requestor:

EXPENDITURES/REVENUES: (Thousands of Dollars)
OPERATING FY 91

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS

TOTAL OPERATING -0 - -0 -

FY 92 FY 93 FY 94 FY 95 FY 96

CAPITAL

REVENUE

FUNDING: (Thousandsof Dollars)

GENERALFUND -0- -0- -0 -
FEDERAL FUNDS

OTHER

TOTAL -n -

POSITIONS:

FULL-TTME -0 - -0 -
PART-TIME
TEMPORARY

ANALYSIS :  (Attach a separate page if necessary)
There is no fiscal effect for FY 90.

K -
Prepared by: Pla*sman, Deoufey) Director

,C:_ 165274750
Division : ticipal & ReqrQnal?7

t: ~AYN im

Approved by Commissioner: . wy - . r. y r.r tcri

. Date
Agency: Cowmtnitv & regional AffairNT?

Distribution (by preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget



MUNICIPAL “TiBBI

TIPIONF
iH7i W 1125 N7 SU.OND SIRIIT AN B
IA\ 4<% i4#0 (UNUU AIASFA™OI
March 13, 1990

MEMORANDUM
TO: Senator Mike Szymanski, Chair

Members, Senate Community and Regional Affairs Committee
FROM: Scott A. Burgess, Executive DirectorsCATTA

SUBJECT: SB 505 - Municipal sales tax

The Alaska Municipal League supports SB 505 repealing of the limits on
sales tax rates contained in Title 29 and allowing local voters to set the
limits according to the public need and acceptance of taxation methods.

Because voters must approve a sales tax before it is levied, there should
be no statutory limit on the rate of sales tax a municipality may impose.
If the voters in a municipality desire to tax themselves at a rate higher
than the 6 percent currently authorized by statute (AS 29.45.650(a)) for
general law municipalities, they should be permitted to do so. Sales tax
represents a significant revenue source for 89 municipalities in Alaska
and accounted for $60,559,971 in municipal revenues in 1988 (compared to

$281,960,341 in property tax revenues collected by only 25 municipalities
in Alaska).

| have attached a sheet listing municipalities whose sales and use taxes
approach the limit for general law municipalities.

Attachment

sAP-d8b.oles

MEMBER OF TViE NATIONAL LEAGUE OF CITIES AND THE NATIONAL ASSOCIATION OF COUNTIES



MUNICIPALITIES WITH 5% OR GREATER GENERAL SALES OR USE TAX

Porccntago of Percentage of

Municipality Salos Tax Other Tax Type
City and Borough of Junoau 4 7 Hotel/Motel
City of Anderson 6 floating fuel, phone, electricity, TV
City of Bethel 5
City of Craig 4 6 Liquor
City of Dillingham 5
City of Fairbanks 0 Liguor; Hotel/Motel
City of Galena 3 6 Liquor
City of Haines 5
City of Kake 5
City of Kenal 5
City of Kodiak 5 5 Hotel/Motel
City of Petersburg 6 3 Hotel/Motel
City of Skagway 4 6 Hotel/Motel
City of Tenakee Springs 1 6 Hotel/Motel
City of Wrangell 6
Haines Borough 5

6 Hotel/Motel

Matanuska-Susitna Borough
Municipality of Anchorage 8 Hotel/Motel
North Slope Borough

Sourcel Alaska Municipal Officials Directory 1990, Alaska Municipal League, Alaska Department of
Community and Regional Affairs, 2/0/90. K7/salest3x



MEMORANDUM State of Alaska

Department of Law

0 Marty Rutherford, Director DATE March 1, 1988
Div. of Municipal & Regional Asst.
Dept, of Community & file no 663-87-0491

Regional Affairs
TEL NO 465-3600

SUBJECT Sales tax limitations

when borough, and city

within borough, both levy

taxes
FfloM Ma”oirie L. Odland

Assistant Attorney General
Governmental Affairs-Juneau

You have asked our opinion regarding several specific
municipal sales tax questions stemming from an interpretation of
the statutory sales and use tax provisions, AS 29.45.650 and 29.-

45.700. Each of the questions you have asked will addressed in-
dividually below.

1. Does the six percent sales tax limitation on bor-
oughs under AS 29.45.650(a) apply to cities as well?

The answer is yes. AS 29.45.700 states that a city,
which is empowered to levy and collect sales and use taxes, may
do so "in the manner provided for boroughs.” AS 29.45.650 speci-
fies the "manner'™ in which boroughs may levy and collect such
taxes. This "manner™ includes the setting of the maximum per-
centage (six percent) that can be levied and collected on sales,
rents and services. It also includes the maximum interest rate
that can be imposed on delinquent taxes the method of creating,
recording, and notice of a lien on property to secure payment,
and requirements for iImposing a use tax (e.g., use tax rate must
equal sales tax rate and can only be imposed on buyers).

2. Does the six percent sales tax limitation apply to
the combined tax rate for cities within boroughs or may each
entity separately tax up to a rate of six percent for a po-
tential total of twelve percent?

The applicable tax statutes do not readily provide the
answer to this auestion. Neither AS 29.45.650 nor 29.45.700 spe-
cify a "maximuml percentage of sales tax when both a borough and
a city are imposing a sales tax on the same sale. However, tsken
literally, a city within a borough that levies and collects area-
wide sales and use taxes may do the same as the borough and a 12
percent sales tax (combined) appears to be allowed by law. This
interpretation is consistent with the constitutional requirement
that municipal powers are to be broadly construed. Alaska Const,
art. X, 5 1. Unfortunately, trei"e is no Alaska case law on point
to assist us In interpreting these statutes. And, we were unable

OiQil



Marty Rutherford, Director March 1, 1988
DCRA -- Munic. & Reg. Asst. Div. Page 112
663-87-0491

to find any legislative history on the sales and use tax statutes
to provide us with any helpful insight on this particular matter.
However, according to one legal treatise, it is generally held
that tax laws are to he interpreted to avoid any possibility of
double taxation, in any form, 1including taxes levied by distinct
sovereignties upon the same tax basis, especially where the iIn-
tention of the legislature is not clear In respect to the matter.
68 An. Jur. 2d Sales and Use Taxes § 178 (1973).

In conclusion, a literal reading of AS 29.45.650 and
29.45.700 allows for a maximum 12 percent sales and use tax when
both the borough and city within the borough levy taxes on the
same sources. However, we believe that the intention of the leg-
islature i1s not altogether clear on this issue and needs clarifi-
cation before we can render a definitive answer.

3. Assuming a city within a borough has the power
levy a sales tax which would make the combined tax rate in
excess of six percent, would the borough be able to only
collect up to the six percent limit under AS 29.45.645(a)?

No. Under AS 29.35.170(b), the borough "shall™ collect
taxes levied by a city and must return those taxes i1t collects to
the city, in full. See 1987 Inf. Op. Att"y General (663-88-0178;
Nov. 13). The borough, of course, also collects its own sales
and use taxes under AS 29.45.645(a). Therefore, assuming that a
total nine percent sales tax is levied on sales iIn a city within
a borough, with six percent imposed by the borough and three per-
cent imposed bv the city, the borough collects the entire nine
percent sales tax under 1i1ts authority to collect taxes on behalf

of the city and gives the city i1ts three percent and retains sSix
percent for itself. AS 29.35.170(b).

In your memorandum, you expressed concern that there
may be a conflict of tax 'collection”™ powers between a city with-
in a borough and the borough when the city levies sales taxes on
sor-ces not taxed by the borough. AS 29.45.700(a) allows a city
witnin a borough to "levy" sales and use taxes on all sources
taxed by the borough, but does not allow the city to collect
those taxes. Those sales and use taxes are collected by the
borough on behalf of the city. But, as you have pointed’out in
vour opinion request, AS 29.45.700(a) allows cities within bor-
oughs to levy and collect sales and use taxes '‘on other sources,"
which Che borough does not tax. However, AS 29.45.700(a) also
states that a city 19 only allowed to levy and collect these
taxes i1f the borough assembly authorizes the citv to do so bv
ordinance. Therefore, no contlict exists between AS 2*9.55.170(b)
and As 29.45.700(a), because a city within a borough can only

to



Marty Rutherford, Director March 1 1988

DCRA —- Munic. & Reg. Asst. Div. Page n
663-87-0491 AN

levy and collect i1ts own sales and use taxes 1If the taxes are:
(1) levied on sources not taxed by the borough; and (2) the bor-
ough assembly authorizes the city to levy and colLlect the tax on
those sources. Since the borough does not tax these ™"other
sources, it has been given the power to delegate iI1ts tax levy

and _collection power to the city under AS 29.45.700(a) for this
limited purpose.

We hope this addresses your questions. | apologize for
the lateness 1In answering this opinion request.

MLO/pj3g

cc: Mike Worley, State Assessor
DCRA - Juneau



2—4ﬁ-w Alaska

Statutes . 29.45 650

Sec. 29.45.600. Combining property tax with incorporation of
a second claim eity. A petition tor second cluas city incorporation
rnuy request that a property tax propoHul be placed on the same ballot
The petition must State the proposed tax rate The petition may re-
quest that incorporation lie dependent on the passage ot the property

tax proposition. If so. the incorporation p- iposition fulls if the property
tax tails. 12 ch 74 SLA 1985)

Article 4. Borough Sales and Use Tux.

Section

Section
fiot Sal* and um lax 70 Hc-lerenilutn, adoption .<nd modifica-
P Nuiire of slie* ad vo & tion

Sec. 29.45.(150. Sulea and use tax. ta) Except as provided in (F) of
this section, a borough may levy and collect a sales tax not exceeding
six percent on sales, rents, and on services provided in the borough
The sales tax may apply to any or all of these sources. Exemptions
may be granted bv ordinance.

'hi A borough levying a sales tax may also by ordinance lew a use
tax on the storage, use. or consumption of tangible personal property
in the borough. The use tax rate <lust equal the sales tax rate and the
use tax shall be levied only on ouyers.

=ci A person who furnishes proof, in the form required by the bor-
ough tax collector, that the person has paid a sales tax on the source
on which a use tax is levied by the borough is required to pay the use
tax only to the extent of the ditTerence between the amount of the
sales tax paid and the amount of the use tax levied by the borough.
This subsection applies to a sales tax levied in any taxing jurisdiction
whether inside or outside the state.

di If the assembly charges interest on sales taxes not paid when
due. the rate of interest may not exceed 15 percent a year on the
delinquent taxes and shall be charged from the due date until paid in
full. This subsection applies to home rule and general law municipali-
ties.

e» A borough may provide for the erection, recording, and notice of
a lien on real or personal property to secure the payment of a sales and
use tax. and the interest, penalties, and administration costs in the
event of delinquency. When recorded, a lien authorized under this
section has priority over other liens except those for property taxes
and special assessments.

'f) A borough may not levy and collect a sales tax on a purchase
made with food coupons, food stamps, or other type of certificate is-
sued under 7 U.S.C. 2011 — 2025 iFood Stamp Act). This subsection

applies to home rule and general law municipalities. (§ 12 ch 74 SLA
1985: am S§ 3, 4 ch 38 SLA 1986)

134



* 29 45 <0

Municipal
Effect of urnandntenit. — The I'JHtt

amendment substituted Except a* pro
vided in >0 of this section a for A" ul th*

NOTES TO

Editor™ noire. — Hie cnee* cited in
the note* below were derided under a tor

iluvkknmknt

* 29 45.660

beginning of subsection >aiand added sub-
section 'H

DECISIONS

CL Op No 1735iFiU.No J365i. 584 I*2d
1115 >19781

mer, similar provision

Evolutionary development
preaent language of *uli*ection la).
See liberali v Bristol Bay Borough, Sup
Ct. Op. No. 1735 (Kilt No 3365). 584 1" 3d
1115 (1978)

Subsection <ai of thi* section per-
mit* a (elective *ale* tax. Liberati v
Bristol liny Borough. Sup. Ct. Op. No.
1735 (Kite No. .1365). 584 I*2d 1115
(19781.

Thi* aection state* no limits on whnt
may be exempted. Liberati v Bristol
Bov Borough, Sup. Ct Op. No 1735 'File
No 33651. 584 P 2d 1115 <1978»

And there i* nothing < the statute
which expressly reiiuircs n general
tux. Liberati v Bristol Bay Borougn. Sup

fhe term ‘'sale* tax' carries no
cunnotal.on of generality libcruti v Dris-
tol Bay Borough. Sup. CI Op. No 1735
=Kile No 33651, 584 I’2d 1115 119781

The city of llomer bed tax, based
upon the actual rental of * room, and im-
posed. computed and collected according
to traditional sales tax methods, is a sales
tax within the meaning of this section
City of Homer v Oangl, Sup. Ct. Op. No
2559 (File Nos 5702. 57431. 650 I*2d 390
119821

A real property lien ts beyond the
«cope of what may he ‘necessarily or
fmrlv implied in or incident to' the au-
thority to collect a sales tax. Fairbanks N
Star Borough v Howard. Sup. Ct Op. No
2036 'File No. 1575>, 608 P 2d 32(19801.

of

Collateral reference*. — 68 Am Jur.
2d. Sales and Use Taxes. ) | ct seq.

Sec. 29.45.660. Notice of sales und use tax. (a) If the borough
levies and collects only a sales tax and use tax. the assembly shall
provide a notice substantially in the form set out in AS 29.45.020. In
providing notice under this subsection, the assembly shall substitute
for the millage equivalency its estimate of the equivalent sales tax
rate for each of the categories of financial assistance set out in AS
29.45.020. Notice shall be provided

H) by publishing in a newspaper of general circulation in the bor-
ough a copy of the notice once each week for a period of three succes-
sive weeks, with publication to occur not later than 45 days after the
final adoption of the borough's budget; or

12) if there is no newspaper of general circulation in the borough, by
posting a copy of the notice for at least 20 days in at least two public
places in the borough, with posting to occur not later than 45 days
after the final adoption of the borough’s budget.

<b) Compliance with the provisions of this section is a prerequisite
to receipt of municipal tax resource equalization assistance under AS
29.60.010 — 29.60.080 and state aid for miscellaneous municipal ser-
vices under AS 29.60.100 — '29.60.180. The department shall withhold
annual allocations under those sections until municipal officials dem-

onstrate that the requirements of this section have been met. 12 ch
74 SLA 1985)
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CITY OF SKAGWAY
RESOLUTION 90-6R

A RESOLUTION SUPPORTING SENATE BILL 505 IN THE LEGISLATURE OF
THE STATE OF ALASKA SIXTEENTH LEGISLATURE «SECOND SESSION.

Whereas. SB 505 seeks to equalize taxing abilities for all
communities within the state, and

Whereas, the City of Skagway recognizes that the hotel/moiel bea

tax is considered a sales tax under Sec. 29.45.650, and
%

Whereas, Sec. 29.45.650 requires that sales-tax not exceed 6%, and

Whereas, SB 505 seeks to remove the 6% restriction so that a
Borough or City may increase its hotei/motel bed tax upon approvai
of voters.

NOW, THEREFORE, BE IT RESOLVED that the City of Skagway supports
acorovai of Senate Bill 505 during the Second Session of the Alaska
Sixreenth Legislature.

PASSED AND APPROVED THIS 5th DAY OF APRIL *390.

Lcrsne S. Gordon, City Clerk

Drafted by: Tourism Director Fixrua
Introduced by: Councilman McBride



Munidpal Taxes

(general law muni's)

SENATE BILL NO. 505. by the Community Sc Regional Affairs Committee. Rewrites AS
29.45.650(a) to allow a borough to levy and collect a sales tax on sales, rents, and on services
provided in the borough, except as provided in AS 04.21.010(c), relating to municipal regulation
of alcoholic beverages, and AS 29.45.650(f), relating to food stamps. AS 04.21.010(c) provides:

(c) A municipality may not impose taxes on alcoholic beverages
except a

(1) property tax on alcoholic beverage inventories; -

(2) sales tax on alcoholic beverage sales if sales taxes are imposed
on other sales within the municipality;

(3) sales tax on alcoholic beverage sales that was in effect before
July 1, 1985; and

(4) sales and use tax on alcoholic beverages if the sale of alcoholic

beverages within the municipality has been prohibited under AS
04.11.490.

AS 29.45.650(0 provides:

(0 A borough may not levy and collect a sales tax on a purchase
made with (1) food coupons, foo'l stamps, or other type of certificate
issued under 7 U.S.C. 2011 — 2025 (Food Stamp Act); or (2) food
instruments, food vouchers, or other type ofcertificate issued under 42
U.S.C. 1786 (Special Supplemental Food Program for Women, Infants,
and Children). This subsection applies to home rule and general law
municipalities.

Repeals AS 29.45.650(g), relating to cigarettes and tobacco:

(9) The limitation on the rate of levy specified in (a) of this section
does not apply to taxes imposed on sales of cigarettes and tobacco
products at retail. For purposes of this subsection,

(1) "cigarette” has the meaning given in AS 43.50.170;

(2) "tobacco product” has the meaning given in AS 43.50.390. (§ 12
ch 74 SLA 1985; am 88 3, 4 ch 38 SLA 1986;am § 1ch 20 SLA 1987;
am 8§ 2 ch 30 SLA 1988; am 8§ 1, 2 ch 96 SLA 1989)

If enacted, the bill becomes law 90 days after it is signed by the Governor.

Introduced February 22,1990 and referred to Community Sc Regional Affairs; Fii.ance.
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6130 Tuttle Place, Suite 2 « Anchorage, Alaska 99507-2041 < (907) 562-6449

Souther Region
ENVERGENCY
Medical Sernvices Council, Inc.

December 11, 1989

Jim Jordan, Acting D° ctor
Division of Insurance

3301 C Street, Suite 740
Anchorage, AK 99503-5990

Dear Mr. Jordan:

I would like to get the Division®s opinion whether or not ambulance service
membership programs are in compliance with the State"s insurance laws and
regulations. Specifically, | would like your opinion regarding the attached
contract to be used by the Ninilchik Community Ambulance Association.

An ambulance service membership program, also known as a subscription program,
has the following characteristics:

1. Member pays an annual fee, e.g. $50.00 per family.

2. Fee covers out-of-pocket expenses for medically necessary ambulance
service.

3. The ambulance service bills all third party payors who provide

coverage to member.
4. Contract clearly states that this is not an insurance contract.

These type programs are rapidly expanding throughout the lower 48. There is
increasing interest in then here in Alaska. Ambulance services have been
heavily subsidized by local and state government. With the decline in support
from those quarters they now see the need to begin charging their patients the
real cost of providing the service. They want to be able to offer an option
to the members in the community that mitigates the impact of increasing fees.

For your information I have enclosed a Medicare letter ruling on membership
programs and the section from the Medicare manual dealing with these programs.
I have also enclosed an article on the programs by Jack Stout, a leading
national consultant on implementing these programs.

Other states where these programs currently operate include Arizona, Oregon,
TXexas, Oklahoma, and Michigan.

The Ninilchik Community Ambulance Association intones to begin selling
memberships on January 1, 1990. The contract is modeled on the contract used
by Medstar in Fort Worth, TVjxas. They have agreed to refund all of the
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G325 Security Uoutcvtjrd
Uiillitnorc. MI) 2 1207

Mr. David M. Wecrfel

1320 Stony Brook Uotid

Suite 213

Stony Brook, New York 11790

Dear Mr. Wecrfel:

This is in reply to your recent letter asking whether an ambulance company
commits a criminal violation of the bribe, kickback and rebate provisions of section
1877(b) of the Social Security Act if it furnishes services under un annual
subscription agreement, accepts assignment for all Medicare covered services
furnished to agreement subscribers, and routine’ » does not bill the subscribers for
applicable deductible and coinsurance amounts.

Services furnished by an ambulance company under a subscription agreement
calling for payment of an annual membership fee may be covered under Medicare
only if the agreement explicitly or by clear implication authorizes the company to
charge, except for applicable deductible and coinsurance, to the extent of the
available Medicare or other coverage of the services. Under this type of
agreement, the subscription fees for subscribers who have Medicare or other
coverage become, in effect, premiums for coverage by the ambulance company of
deductible and coinsurance amounts. Thus, the actual churgc and custoinury
charge reductions imposed under Medicare Carriers Manual section 5220 for
routine waiver of deductible and coinsurance do not apply. There is no
requirement, moreover, that subscription fees be uniform for all subscribers nor is
there any requirement that fees be different for those subscribers who have
Medicare or other insurance than for those subscribers who hove no insurance.

In accepting Medicare assignments from subscribers and treating annual fees under
subscription agreements as premiu*  fcr deductible and coinsurance coverage,
ambulance companies function in a manner similar to group practice prepayment

plans.

We have discussed above the Medicare reimbursement implications of ambulance
company subscription agreements. These civil implications of the agreements
und r the Social Security Act arc in the jurisdiction of the Health Care Financing
Administration. The question of whether these agreements involve any criminal
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| Nnterface

Why Subscription Programs?

Several week* ago | was discussing
with my philosophical arch-rival,
Dennis Murphy, author ofjems’
"Public Forum' column, the legal
subtleties of ambulance subscription
eprograms. At the end of our
discussion. Dennis suggested that,
because this issue is so deceptively
complex and poorly understood, t
should devote an "Interface" column
to subscription programs. Here it is.

What Are They? Ambulance
subscription programs fall into two
major categories: those which involve
the actual sale of ambulance services
on a prepaid basis (Le., for purposes
of this discussion. Type | programs];,
and those which' allow subscribers to <
fix-price and prepay the uninsured
portions of ambulance bills (Le., Type
Il programs]. Legally and financially,
these two types of programs are
profoundly different.

If the subscription agreement
(sometimes called a "membership
agreement") entitles the subscriber to
"free ambulance services” for a
defined period of time in exchange
for a subscription or membership fee,
then the program involves the actual
sale of ambulance sc.vices on a
prepaid basis and is, therefore, a
Type | program. But if the sr*.scrip-
tion agreement merely allows the
subscriber to prepay at a fixed price
set by the company the uninsured
portions of ambulance bills, then the

Jack Stout has been at the forefrontofinnova-
tion! in the design and implementation of EMS
lyttcmsfor theput dotenyear: Ifyouhavea
question, a problem, ora solution related to
the public/private mteifaee in prehospital tare,
address your letter to "Interfoet‘jems 1'O
Hot 1026. Solano Heath. CA 97075

contract is not for the sale of
ambulance services, but is instead an
agreement between the customer and
the provider to alter the method of
payment of uninsured portions of
ambulance bills—Le.. a Type Il
program.

The most important difference
between Type | and.Type Il subscrip-
tion program: is that, under = Type Il
program, the provider may (with
certain restrictions) collect and retain
third party reimbursements for
services rendered to subscribers.
Under a Type | program, monies
collected from third party payors
technically lelong to the subscriber,
and in some cases, it may be
unlawful for third party bills to
exceed the amount of annual sub-
scription fee.

-In practice, subscription agree-
ments and promotional materials are
often so poorly drafted that it is
impossible to determine what is
actually being sold—ambulance
services versus an altered method of
paying uninsured costs. That
uncertainty carries great financial
risk for the provider who bills third
party payors, especially Medicare, for
services received by subscribers.

Wriy Subscription Programs? For
most providers, public and private, a
subscription program is primarily a
politic?! safety value. If it didn't raise
a dollar, the program would still be
worth having for some providers.

Since about 1970 the ambulance
industry lias experienced tremendous
clinical and tedinologicjl progress. In
about half of bur communities, this
progress has been heavily financed
by local tax subsidies, with user fees
remaining at token levels a fraction
o( production costs. But in other

communities, progress has cither
been limited or financed through
substantial increases in user fees. In
addition, many local governments
which were able to afford large
ambulance subsidies in the easy-
money fiscal years of the 1970s must
now choose between higher user fees
versus allowing a deterioration in
qudity of ambulance services.

For reasons detailed in depth in
previous "Interface" articles, poor
EMS at any price is false economy,
and there are serious disadvantages
to local tax financing of health carc
services, including EMS. Thus,
assuming reasonable levels of
efficiency, it is good public policy to
finance quality ambulance services
by raising ambulance fees to cover
full production costs. It's good public
policy, but it can also sting.

When ambulance rates go up dra-
matically, either to finance better
service or to offset a subsidy
reduction, the wisdom of the action
may be less than widely recognized
by the public at large. Here’s why.

In some insurance policies, the
level of maximum reimbursement for
ambulance service was established
back when teenaged ambulance
jockeys roared through the streets in
barely modified Cadillac hearses
loosely called ambulances. Further-
more, Medicare's method of changing
its "allowable charges" for
ambulance services incorporates an
18-month delay from the time the
rates are raised. And if your
community is surrounded by heavily
subsidized providers, your neighbor’s
token rates will, because of
Medicare's method, forever depress
your own reimbursement levels.

The bottom line: When you raise

jems octooEHiauo ;t
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iubKiilxr because, undera Type |
subscription plan, lie li.iv already |nul
you for services in advance.

The solution to this problem is
simple: Il you intend to collect
money horn third paily (kiyois (or
services rendered to subscribers, just
tie sure your subscription contract
and promotional materials make it
very clear that yours is a Ty|>e Il
subscription program.

Deductibles and Coinsurance. F.ven
(or Type Il subscription programs,
there have remained questions
regarding whether the subscription
(ees can count toward the
subscriber's deductible, and whether
(he provider is at risk (or (ailing to
attempt to collect "coinsurance"
amounts as required by Medicare
law.

Attorney David Werlel, consultant
to the American Ambulance Associa-
tion, recently succeeded in obtaining
(rom the Health Care Financing
Administration (IICFA) clarification of
policy regarding these issues. Quoting
(rom HCFA'sJune 3, 1986 response to
Mr. Werfel's letter.

"Services furnished by an ambulance
company under a subscription agreement
calling (or payment of an annual member-
ship fee may be covered under Medicare
only if die agreement explicitly or by dear
implication authorises the company to
charge, except for applicable deductible
and coinsurance, to the extent o( the
available Medicare or other coverages of
the services. Under this type of
agreement, the subscription fees for
subscribers who have Medicare or other
coverage become, in effect, premiums for
coverage by the ambulance company of
deductible and coinsurance amounts.
Thus, the actual charge and customary
charge reductions imposed under
Medicare Carriers Manual section S220 for
routine waiver of deductible and
coinsurance do not apply. There is no
requirement, moreover, that subscription
fees be uniform for ail subscribers nor is
there any requirement that fees be
different for those subscribers who have
Medicare or other insurance than for
those subscribers who have no
insurance.”

That's about as clear-cut a
statement of policy as you'll ever get
out of IICFA. and what's more, it's a
policy our industry and our custom-
ers can live with. This happy out-
come is. | believe, partly the result of
Mr. Werfel's careful drafting of the
letter requesting the opinion. (How
you ask a question can greatly affect
the answer you get.) Mr. Wecrfcl is
clearly earning his fee.

The Plot Thickens. Mr. Werfel's
letter also asked for an opinion on
whether subscription programs might

«@ P, ., >

violate the anti-kickback provisions
of the Social Security Act—i.e .
Section 18771b). He didn't get it

ItCfAT response: "The question of
whether these (subscription) agree
merits involve any criminal conduct
under section 1877(b) of the Social
Security Act is in the jurisdiction of
tin Department's Office of Inspector
General (QIC).... We understand
that the OIG does not give advisory
opinions ori the effect of criminal
statutes ” Thus, we seem to I>e left,
for the moment, in a sort of awkward
situation.

I"licin/; Subscription Fees. Most
subscription programs employ a
uniform price per "household."
However, you may wish to consider
setting the subscription fee for
Medicare subscribers separately.
Here's why.

When you accept assignment, as
you will do for all Medicare-eligible
subscribers, you agree to accept
Medicare's reimbursement as
payment in full for the balance which
would otherwise be owed by the
customer. The subscription fee
already (said by the subscriber
satisfies the customer's obligation to
pay any deductible and coinsurance
which would otherwise be owed.
Okay so far.

But what if. at the end of a fiscal
year, it turns out that your revenues
from subscription fees paid by
Medicare-eligible subscribers, when
added to the Medicare payments
received for services rendered to
those same patients, exceeds the
combined "allowable charges" for all
of those services? You could be found
guilty of overcharging for services to
Medicare patients on whom you have
accepted assignment

Readers already familiar with how
Medicare works will immediately see
the problem. For the rest of you
(whose lives are obviously filled with
more interesting stuff to think about),
just understand that when you
"accept assignment” on a Medicare
patient, you are agreeing to charge
Medicare no more than 80% of its
"allowable charge" for that service
(wliich may be far less than your
standard rate), and you are agreeing
to collect from the patient the
remaining 20% and not one cent
more. That's the law.

Steve Williamson, Executive
Director of the Tulsa system, and
manager of an unusually successful
urban subscription program, has a
solution to (his problem that should
satisfy the law. Every year, before
setting the following year's
subscription fees, Steve compiles

LMW -N*IMITiiHiw uW

TWELVE
IMPECCABLE
EXCUSES
FORNOTGIVSNG
BLOOD.

U Il think I have
lumbago

2. I'mtypelL
negative.

3.I'm on the
grapefruit diet.

4.1 gave SIX
montlis ago.

5.) just got back
from Monaco.

6.Thc lines arc
thirteen blocks
long.

7 .My mother won't
let me.

8.1 didn't sign up.

9.1'm going out
of town.

10.Asthma runs in
my family.
11.1forgot to cat

this morning.

12.I'm allergic to
flowering (1]
magnolia. /S* 77

Each one’s adoozy,
but we’re hoping you
won'’t use any of them.
Give blood through the
American Red Cross.
Please, don't chicken out.

EXCUSES DON'T SAVE LIVES.
BLOOD DOES.

American
Red Cross

jems octo3zH 198G 73
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NINILCHIK COMMUNITY AMBULANCE ASSOCIATION (NCAA)
MEMBERSHIP APPLICATION AND CONTRACT

Description ol Membership and Fee: | understand tho annual loo for my Ninilchik Community Ambulance
Association, hereinafter known as NCAA, Membership limits my out-of pocket oxpenses for tho uninsured portion of
blll(s) for ambulance services provided by NCAA for medically necessary ambulance transportation originating and
terminating in NCAA's Primary Sorvico Area and to or from a medical facility. This year's fee is S50 for NCAA Primary
Service Area residents.

Who Is Eligible for NCAA Membership?: NCAA Membership is available to legal residents of NCAA's Primary
Service Area, which includes: Mile 121 to mile 145 ol the Sterling Highway and the roads which are connected to the
Sterling Highway between those mile markers. NCAA does not solicit memberships from Medicaid eligible recipients
and such membership constitutes a voluntary contribution only.

Who In My Home Is Covered by This Program?: The NCAA Membership covers a husband and wife, or single
parent, and their children 1B years and younger living at tho same address, or a single individual in a household.

Where am | Covered: Tfie NCAA Membership is good throughout NCAA's Primary Service Area The Membership
does not cover ambulance service outside the Primary Service Area, or services provided by companies other than
NCAA.

What la Medically Necessary?: | understand that NCAA Membership ambulance services are restricted to the
"medically necessary"”, defined as the specific need for ambulance service transportation to or from a health care
facility (hospital, nursing home, etc.) where use of alternative forms of transportation (private car, taxi, etc.) would be
medically inappropriate given the patients condition. NCAA reserves the right to require physician certification of
medical necessity in cases of suspected abuse. Ifabuse is found to exist, then | understand my membership can be
terminated. If my insurance company denies my NCAA claim on grounds that my transport by ambulance was not
medically necessary, Iwill be responsible to NCAA for the full amount of the hill.

If | Have Insurance*, Who Receives Claim Payments?: |understand that my NCAA Membership is not insurance
and that NCAA will receive payments from my insurer or third party agency (e.g. Medicare, Blue Cross, etc.). To help
process authorized claims, | authorize release of any medical information necessary to process a claim to both my
insurer and to NCAA, and | further authorize such payment to be made directly to NCAA | further agree to forward to
NCAA any payments made by my insurer to me for services provided by NCAA

‘Note: | understand that if it is the policy of my insurance company that my NCAA Membership voids its respon-
sibility for payment of claims, this contract may be cancelled and full amount of my membership fee refunded to me.

Effective Dates: | understand that my membership is effective upon receipt of full payment and signed membership
application and contract, through December 31,1990.

Signature D ate

Spouse’s Signature Date

Membership contract must be signed by the Insurance Policy Holder or Authorized Person if uninsured.
Membership is non-transferable and non-refundable except as described above.

If you have questions or have trouble understanding this contract, please call 567-3342.

When you have completed the Member Information and signed the Contract, please mail it to:

NCAA Membership Program
P.O. Box 39351
Ninilchik, AK 99639

Ifyou are paying by check or money order, please make it payable to:

Ninilchik Community Ambulance Association



steve cowpen,governor

7th FLOOR FRONTIER BLDG
3601C STREET, SUITE 740
ANCHORAGE, ALASKA 99503 5934
PHONE: (907) 562-3626

DIVISION OF INSURANCE

January 4, 1990

Southern Region Emergency
Medical Services Council
6130 Tuttle Place, Suite 2
Anchorage, Alaska 99507-2041

Dear Mr. Scott:

Acting Director Jordan has asked me to respond to your letter of December 11,
1989 in which wou requested this Division's opinion as to compliance with
Title 21 of Alaska Statutes dealing with insurance of your proposed ambulance
service membership program.

Based upon review of the information provided in your letter and follow up
package, it is the opinion of the Division that your organization's ambulance
service membership program would be required to comply with Chapter 87 of the
Alaskan insurance statutes. Specifically, AS 21.87.010 requires any
organization "...engaging... in the provision of all or a part of a health
care service as defined in AS 21.87.330, for its subscribers in exchange for
periodic prepayments in identifiable amount by or as to subscribers" to adhere
to AS 21.87.

Accordingly, your attention is directed to the enclosures and in particular AS
21.87.070 to .090 for the procedures you should follow in applying for a
certificate of authority. Our licensing officer, Jan Clemetson, who is

located in Juneau can be contacted for the necessary forms and further
information.

Very truly yours,

Insurance Financial Examiner
Enclosures

EF/sh
2661R



6130 Tuttle I’lacc, Suite 2 « Anchorage, Alaska 99507-2041 < (907) 562-6449

Southermn Region
ENVERGENCY
Vedical Services Courxl, Inc.

February 5, 1990

Honorable Pat Rodey
Alaska State Senate
P.0. Box V

Juneau, AK 99811

Dear Pat:

A problem has come up which we need the legislature®s help on. I would like
to get your advice about how best to solve the problem.

On January 1, 1990 Ninilchik Community Ambulance Association, the volunteer
ambulance service in Ninilchik, raised their rates from $50 per call to $200
per call. At the same time they offered the residents of this unincorporated
area the option of purchasing a membership for $50 per year. The membership
covers the uninsured portion of the ambulance bill for the member and his
family.

The Association started this membership program to help offset hard feelings
in the community about such a dramatic rate increase. At the same time the
rate increase is needed so that the association can continue to offer
ambulance service. The annual Memorial Day Pancake Feed and $50 for 40
ambulance calls per year does not cover the cost of training, equipnent,
insurance, heated storage, gasoline and maintenance.

I assisted Ninilchik with formulating their program so that it would meet the
insurance company requirements. | also asked the Division of Insurance to
review the contract to assure that it complied with Alaska law.

Unfortunately, the Division pointed out that the services provided by
Ninilchik fall within the definition of prepaid health care services and
therefore must comply with the requirements of AS 21.87.

In reading this statute it is clear that the intent of the Legislature was to
regulate prepaid health care that is comprehensive in nature, e.g. health
maintenance organizations and preferred provider organizations. The need to
offer protection to the consumer is that these services are both expensive to
the customer and represent a very large contingent liability for the provider.
1 think you will agree that these ambulance service membership programs bear
little resemblance to these types of plans iIn terms of cost, contingent
liability of the provider and even basic structure.

WORKISG TOGETHER TO SA I'E LIVES



The following language is intended to exempt municipal and non-profit
ambulance services which choose to provide any form of prepaid ambulance
service from regulation undor the state insurance statutes.

"Iho assumption is that only Section 21.87 applies. It has not been determined
if any other portion of the insurance statutes would apply to such schemes.

IT so, we would like to see language included tliat would exempt them from that
as well.

Section 21.87.010 (b) is amended by adding the following:

() municipalities, fire service areas, emergency medical service
areas and private non-profit corporations which provide emergency
medical services certified by the Department of Health and Social
Services under AS 27.08.080 that either individually or jointly
accept prepayment from persons within their service areas for

ambulance and emergency medical services, but not for other health
services.

This statute would also allow two or more providers to join together to
provide such services. This would be useful where adjacent service areas want
to conduct a joint marketing campaign, so that if their members are hurt in
the neighboring jurisdiction that they are covered.

This is modeled on the Oregon statute, which is attached.
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withstanding this subsection, an association of
employes described in this subsection may elect
to be subject to the Insurance Code by n majority
sole of its members residing in Oregon.

(2) A doctor contracting to furnish health
core services lo on association of employes
described in subsection (1) of this section.

(3) An association of grade schools, high
schools, colleges or universities that:

(a) Provides health care services lo students
of member institutions; and

(b) Does not compensate anyone for procur-
ing new members.

(4) A patrons of husbandry association, fra-
ternal ftre insurance association, fraternal life
insurance association, or religious organization
providing fire insurance for its members or
churches, that was continuously active in this
state for 15 years prior to January 1, 1957, and
was not required to have a certificate of authority
on that date.

(5) A fraternal benefit society that:

(a) Admits to membership- only persons
engaged in one or more crafts or hazardous
occupations, in the same or similar lines of busi-
ness; and

(b) Insures only its own members and their
families, and its ladies’ societies or ladies auxili-
aries.

(6) An air ambulance service which is oper-
ated by a nonprofit corporation, .fthe majority of
the group of persons vested with the management
of the affairs of the corporation are not employes
of the corporation.

(7) An association of the members of a work-
ers’ productive cooperative, which cooperative
has been organized under ORS chapter 62 and is
engaged primarily in reforestation, if the associa-
tion insures only the members of the cooperative
and their families for health insurance. ])967¢.TS9
E7; 1971 c.69 El: 1971 ¢.536 §1: 1979 cSiS Ell

731.036 Persons completely exempt
from application of Insurance Code. The
Insurance Code does not apply to any of the
following to the extent of the subject matter of
the exemption:

(1) A bail bondsman, other than a corporate
surety and its agents;

(2) ~ frai.-rnal benefit society that has main-
tained led*"j in this state and other stales for 50
years prior to January 1, 1961. and for which a
certificate of authority was not required on that
date;

INSURANCE

(3) A religion*organization providing insur-
ance benefits only to its employes, which organi-
zation is m existence and exempt from taxation
under section 501 (c) (3) of the federal Internal
Revenue Code on September 13, 1975;

(4) Public bodies, as defined in ORS 30.260,
that either individually or jointly establish a self-
insurance fund for tort liability in accordance
with ORS 30.282;

(5) Public bodies, as defined in ORS 30.260,
that either individually or jointly establish a self-
insurance fund for property damage;

(6) Cities and counties that either indi-
vidua y or jointly insure for health insurance
coverage, excluding disability insurance, their
employes or retired employes, or their depen-
dents, or combination of employes and depen-
dents, with or without employe contributions, if
all of the following conditions are met:

(@) The scope of the program meets the
following minimum requirement:

(A) In the case of an individual public body
program, the number of covered employes and
retired employes aggregates at least 1,000 indi-
viduals; and

(B) In the case of a joint program of two or
more public bodies, the number of covered
employes and retired employes aggregates at least
1,000 individuals, or the annual contributions to
the program aggregate at least $500,000;

(b) The health insurance includes all cover-
ages and benefits required of group health insur-
ance policies under ORS chapter 743;

(c) The public body, or the program admin-
istrator in the case ofajoint insurance program of
two or more public bodies, files with the Director
of the Department of Insurance and Finance
copies of all documents creating and governing
the program, all forms used to communicate the
coverage to beneficiaries, the schedule of pay-
ments established to support the program and.
annually, a financial report showing the total
incurred cost of the program for the preceding
year. A copy of the annual audit required by ORS
297.425 may be used to satisfy the financial
report filing requirement; and

(d) Each public body in a joint insurance
program is liable only to its own employes and no
others for benefits under the program in the
event, and to the extent, that no further funds,
including funds from insurance policies obtained
by the pool, are available in the joint insurance
pool; or

) Cities, rural fire protection districts and

rjral ambulance districts providing transport
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Chapter G8. Emergency Medical Services.
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Section . Section
10. Administration 70. Special committees
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ical Service* 82. Issuance of certificates
30. Composition 8-J. Certificate required
mQ Term of office 80. Immunity from liability
SO. Cornpensfitton and per diem 88. IVnulty
60. Meetings 90. Definitions
Collateral references. — 39 Am. Jur. 39A C.J.S., Health and Environment.
2d. Health. » 9-18. » 3-17.

Sec. 18.08.010. Administration. The department is responsible
for the development, implementation and maintenance of a statewide
comprehensive emergency medical services system ancl accordingly,
shall

(11 coordinate public and private agencies engaged in the planning
and delivery of emergency medical services to plan an emergency
medical services system;

(2) assist public and private agencies to deliver emergercy medical
services through the award of grants in aid. (§ 1 ch 100 SLA 1977)

Sec. 18.08.020. Advisory Council on Emergency Medical Ser*
vices. There is established in the department an Advisory Council on
Emergency Medical Services. The council shall

(1) advise the commissioner with regard to the planning and imple-
mentation of a statewide emergency medical services system;

(2) assist the Statewide Health Coordinating Council in performing
its duties under AS 18.07.011 relating to emergency medical services.
(8 1 eh 100 sLA 19771



g 18.08.0.J0 llkai.tii and Safety § 18.0H.080

Sec. 18.U8.0U0. Composition. The council consists of 11 members
appointed by the governor. Four of the members must be consumers of
emergency medical services, and one from each judicial district in the
state. (§ 1 ch 100 SLA '977)

Sec. 18.08.040. Term of office, (a) Members of the council shall be
appointed for staggered terms of four years.

(b) Each year the governor shall appoint a consumer to one of the
staggered terms on the council that pxpire during that year.

(¢) A vacancy occurring in the membership of the council shall be
filled by appointment by the governor in the same manner as original
appointments, and when a seat is vacated before expiration of a term,
the vacancy shall be filled for the unexpired portion of the vacated
term. (8§ 1 ch 100 SLA 1977; am 38 25, 26 ch 37 SLA 1986)

Effect of umendmentti. — The 1986 “overlapping” in subsection (a) and
amendment substituted "stuggeied" for rewrote subsection Ib).

Sec. 18.08.050. Compensation and per diem. Members of the
council receive no salary, but are entitled to per diem, reimbursement
for travel, and other expenses authorized by law for boards and com-
missions. (8 1 ch 100 SLA 1977)

Cross references. — For provisions re-  penses for members of boards and commis-
lating to per diem, travel and other ex- sions, see AS 39.20.180.

Sec. 18.08.060. Meetings. The council shall meet at the call of the
chairman not less frequently than twice a year. A majority of mem-
bers constitutes a quorum. (§ 1 ch 100 SLA 1977)

Sec. 18.08.070. Special committees. The council may create spe-
cial committees or task forces outside its membership and may ap-
point persons who are not members of the council to serve as advisors
or consultants to any committee created to carry out the purposes of
th*e council. (8 1 ch 100 SLA 1977)

Sec. 18.08.080. Regulations. The department shall adopt, with
the concurrence of the Department of Public Safety, regulations estab-
lishing standards and procedures for the issuance, renewal, reissu-
ance. revocation, and suspension of certificates required under AS
18.08.084, us well as other regulations necessary to carry out the
purposes of this chapter. t§ 1 ch 100 SLA 1977: am $ 1 ch 78 SLA
1978)

17
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Sec. 18.08.082. Issuance of certificates, (ai The department shall
prescribe by regulation a course of training or other requirements
prerequisite to the issuance of certificates that provide for the follow-
ing:

<> certifies that a person meets the training and other require-
ments as an emergency medical technician;

i2) authorizes an emergency medical technician certified under this
chapter to provide under the written or oral direction of a physician
the advanced life support services enumerated on the certificate;

(8> certifies that a person, organization, or government agency that
provides an emergency medical service meets the minimum operating
standards prescribed by the department; and

(41 authorizes an emergency medical service certified under this
chapter to provide under the written or oral direction of a physician
the advanced life support services enumerated on the certificate.

(b) The department is the central certifying agency for personnel
certified under (a)(1) and i2) of this section and under regulations
adopted under AS 18.08.080. (§ 2 ch 78 SLA 1978)

Sec. 18.08.084. Certificate required, (a) One may not represent
oneself, nor may an agency or business represent an agent or em-
ployee of that agency or business, as an emergency medical technician
certified by the state unless the person represented is certified as an
emergency medical technician und'.r AS 18.08.082.

(bi A person, organization, or government agency may not repre-
sent itselfas an emergency medical service or ambulance service cer-
tified by the state unless the person, organization, or government
agency is certified as an emergencv medical service under AS
18.08.082. "

() A person may not provide, offer, or advertise to provide ad-
vanced life support services outside a hospital unless authorized by
law.

d) A person, organization, or government agency that provides,
offers, or advertises to provide an emergency medical service muy not
provide advanced life support services u. less authorized under AS
18.08.082. (S 2 ch 78 SLA 1978)

Sec. 18.08.086. Immunity from liability, (a) A person certified
under AS 18.08.082, or a person or public agency that employs, spon-
sors or controls the activities of persons certified under AS 18.08.082.
who a< linisters emergency medical services to an injured or sick
person is not liable for civil damages as a result ofan act or omission
in administering those services, if done in good faith and ifthe injured
or sick person is in immediate danger of serious harm or death. This

18
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subsection does not preclude liability lor civil damages thut are the
proximate result of gross negligence or intentional misconduct, nor
preclude imposition of liability on a person or public agency that em-
ploys, sponsors, or controls the activities of persons certified under AS
18.08.082 if the act or omission is a proximate result of a breach of
duty to act created under this chapter. For the purposes of this.. .sec-
tion, "gross negligence” means reckless, wilful, or wanton misconduct.

(b) A physician who in good faith arranges for, requests, recom-
mends. or initiates the transfer of a patient from a hospital to another
hospital is not liable for civil damages as a result of arranging, re-
questing, recommending, or initiating the transfer if

(1) in the exercise of that degree of knowledge or skill possessed, or
thut degree of care ordinarily exercised by physicians practicing the
same specialty in the same or similar communities to that in which
the physician is practicing, the physician determines that treatment
of the patient's medical condition is beyond the capability of the trans-
ferring hospital or the medical community in which the hospital is
located;

(2) the physician has confirmed that the receiving facility is more
capable of treating the patient; and

(3) the r ‘dun has secured a prior agreement from tho receiving
facility to accept and render the necessary treatment to the patient.

(c) A registered nurse or licensed practical nurse who escorts a pa-
tient in a means of conveyance not equipped as an ambulance is not
liable for civil damages as a result of un act or omission in administer-
ing patient care services, if done in good faith and if the life of the
injured or sick person is in danger. This subsection does not preclude
liability for civil damages that are the result of gross negligence or
intentional misconduct. t§ 2 ch 78 SLA 1978; am § 2 ch 122 SLA

1986)

Cross references. — For liability for subsection (a) and made minor grammats-
services rendered by a physician-trained cal changes.
mobile intensive care paramedic, see AS Collateral references. — Liabi.ay of
08X54.366. hospital operating ambulance for r .sonal

For civil liability for emergency aid. see injuries lo person being transported. 21
AS 09.65.090. ALR2d 915.

Effect of amendments. — The 1986 Hospital's liability as to diagnosis and
amendment substituted if done in good care p.{jonU brought to emergency
faith and if the injured or sick person is in  wnr] ALR2d 396
immediate danger of serious harm or Application of rule of strict liability ,n
death for ifdone in good faith and if the rendering medical
life ol the imured or sick person is in dan- r .
ger' at the end or the first senunce ,n “M ALIUI 1J05'
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