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"An Act establishing certain criteria that must be considered when state agency leases invo lve the construction 
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F I S C A L  N O T E No. 1
S T A T E  O F  A L A S K A

1991 L E G I S L A T I V E  S E S S I O N

Bill Version: CSHB 237 (STA)
(H) Publish Date: 5 / 2 / 91

Revision Daie:______________________________
Title: An Act establishing certain criteria.

Department Affected; 
BRU:

Alaska Court Systam 

Trial Court*

agency leases Involve the construction of new buildings Components: 
Sponsor: Transportation _______________
Requestor: State Affairs COMPONENT SERIAL NO. 000 I COO 000 | 708

OPERATING FY92 FY 93 FY 94 FY 95 FY 96 FY 97
PERSONAL SERVICES
t Aa v e l
CONTRACTUAL 1.0
SUPPLIED 1.0
EQUIPMENT
LAND & STRUCTURES
GRANTS A CLAIMS
TOTAL OPERATING 2.0 0.0 0.0 0.0 0.0 0.0

I CAPITAL

1 REVENUE

dSfiNERAL FUNDS 2.0 0.0 0.0 0.0 0.0 0.0
tefcERAL FUNDS
OTHER

TOTAL 2.0 0.0 0.0 0.0 0.0 p 0  
1_

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

Estimate of current year Impact: None

ANALYSIS: (Attach a separate page if necessary}

This legislation will require the court system to revise and reissue Its purchasing guidelines. The estimated 
one-time cost to print and distribute the guidelines Is $2,000.

Preparedby: C. S. Christensen III. Staff Counsiel (  --------- Phone: 264-8228
Division: Alaska Court System_________________________ ________________  Date: 04/14/91

Approved by: Arthur H. Snowden. II, Administrative Director /   _____
Agency: Alaska Court System ~ /  /  p at ^  04/14/91
Distribution i£y preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB, & Impacted Agencies).
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FI SCAL NOTE

Revision Date:

STATE OF ALASKA
1991 LEGISLATIVE SESSION

Title: "An Act establishing certain criteria...
state agency leases...construction of new buildings.' 
Sponsor: House Transportation Committee
Requestor: House State Affairs_______________

Wo. 2
Bill Version: CSHB 237(STA)
(H) Publish Date: 5/2/91

Department Affected: Legislature 
BRU: All

Component:

-.COMPONENT SERIAL NO:

Expenditures/Revenues: (Thousands of Pol ars)
OPERATING FY 92 FY 93 FY 94 FY 95 FY 96 FY 97
PERSONAL SERVICES 0 0 0 0 0 0
TRAVEL 0 0 0 0 0 0
CONTRACTUAL 0 0 0 0 0 0
SUPPLIES 0 0 0 0 0 0
EQUIPMENT 0 0 0 0 0 0
LAND & STRUCTURES 0 0 0 0 0 0
GRANTS, CLAIMS 0 0 0 0 0 0
MISCELLANEOUS 0 0 0 0 0 0
TOTAL OPERATING 0 0 0 0 0 0

CAPITAL 0 0 0 0 0 0

REVENUE

FUNDING: (Thousands of Dollars)
GENERAL FUND 
FEDERAL FUNDS 
OTHER 
TOTAL

0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0

POSITIONS:
FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 o' 0 0 0 0

Estimate of current year impact:

ANALYSIS: (Attach a separate page if necessary)

Zero fiscal impact. •

Prepared By: Pamela A. Stoops. Director t fV f r s J U d lJ k fa B y r * ./ Phone: 465-3850
Division: Administrative Services V Date: 4/8/91

Approved By: Warren W. Endicott, Executive Director f t / i
Agency: Legislative Affairs Agency Date: 4/8/91

COMMITTEE COPY
Distribution (by preparer): Legis’ |—  I k  f  ] Impacted Agertcy(ies).
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" J V / T T / ^  A  M edic a l  I m l c m n i l y  
jL V J L J L V ^ / j L C o r p o r a t i o n  o f  A l a s k a

A LEU TPLA ZA
4 0 0 0  O L D  SEW A RD  H U T . ,  SU IT E  2 0 3  
A N C H O R A G E ,  A L A S K A 9 9 5 0 3  
( 9 0 7 ) 5 6 3 - 3 4 1 4

T O :  W i l l i a m  B r o c k

R o g e r  H o lm e s ,  Esq.  

S u san  M ason ,  Esq.

F R O M :  M a r y  P i e r c e  s ft f f

D A T E :  M a y  8, 1990

RE: T a x  I s s u e  His tory

T h e  f inal  tax i s s u e  h i story  is  e n c l o s e d  f o r  y o u r  f i l e s .  I d o n ' t  p lan  on 

d i s t r i b u t i n g  th i s  o the r  than to  the t h r e e  o f  y o u  at  this  t im e .  T h a n k s  

f o r  you  h e lp  on th is ,  it m a y  p r o v e  to  b e  a  g o o d  r e f e r e n c e  in the  

f u t u r e .

M P / t m b



T A X  I S S U E  H I S T O R Y  

1 9 8 8
Som etim e in early 1988 as M ICA was w orking with Ernst &  W hinney 
on our reserve issue Tom K oecher adv ised  M ary P ierce, Executive 
D irector, that their office fe lt there m ay be a question regarding 
M ICA's tax status due to the change in the 1986 tax law. He said 
they were looking into it and would get back to us.

M arch 12

M arch 18

A pril 26

May 6 

May 13

Executive Com m ittee M eeting. Tom  K oecher, Orie 
Orien of Anchorage and Dave W ilson (Seattle) all of 
Ernst & W hinney w ere  a t the m eeting to discuss 
re se rv e  in c re a s e s . T h e y  to ld  the  E x e c u tiv e  
Com mittee about the tax  status question  and that 
their tax adv isor w o u ld  be a ttend ing  the next 
Executive Com m ittee m eeting.

Executive Com mittee M eeting. Koecher, Orien and 
Shelby S tastny explained  question o f tax status to 
committee. They explained two prong test to be tax 
exem pt.

1) Incom e must accrue to the State
a n d

2 ) M ust have a public purpose or "essential 
governm ental function ."

The Executive Com m ittee asked them  to investigate 
the question and rep o rt back. Brock, P ierce  and 
Koecher would m eet w ith D irector R oller on March 
25th to advise him o f  tax exempt status question.

Stastny reported to E xecutive Com m ittee that initial 
informal d iscussion w ith  IRS suggested we would 
not receive a favorable ruling. Suggested  we file 
tax returns and pursue  form al tax ru ling  request. 
Cost to do research and ruling request est. $10 - 
15,000.

Engagem ent letter from  Stastny outlin ing course of 
action on request for tax ruling and cost.

Board votes to subm it form al ruling request to IRS. 
Estimated cost from E & W  is $20,000.
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June 30 

July 15

July 24

August 4 

August 5

August 11-:

August 23 

August 24

June 17 Paul R o lle r, D irector D iv ision  o f In su rance  and 
Deputy D irec to r, Jim  Jo rd an  p resen t a t Board 
m eeting. A d ra ft tax ru lin g  req u e s t g iv en  to 
E x ecu tiv e  C o m m ittee . S ta s tn y  ask ed  A rliss  
Sturgulewski to do some leg islative  research to help 
answer leg is la tiv e  in tent q u estio n s . L e tte r to be 
finalized soon.

Memo from  Maureen W eeks to S turgulew ski stating 
she had researched the records o f  the 1976 session 
and there w as not any specific  testim ony to create 
fo r-th e -g o o d -o f-th e -p u b lic  issue .

Stastny rep o rts  to the E x ecu tiv e  C om m ittee  that 
ruling request not sent yet. He is w aiting for final 
inform ation from  leg isla tive  research . M IC A  has 
p ro v id ed  a ll  p e r t in e n t  b a c k -u p  fro m  1975 
G o v e rn o r 's  M e d ic a l M a lp r a c t ic e  In s u ra n c e  
Commission and all other h istorical data.

At Q uarterly  m eeting o f the B oard , D irec to r Paul 
R oller te lls  B oard he has sp o k en  to severa l 
legislators. They are anxious to help us c lear up 
any m isunderstandings abou t leg isla tive  in ten t and 
would like our proposed changes by Septem ber.

Stastny sends some ideas for proposed leg isla tive  
changes th a t may help us win our case to Roger 
Holmes, B rock and Pierce.

S tastny’s research  has uncovered  three com panies 
very sim ila r to MICA who requested ru lings. Sent 
to H o lm es and P ie rce . A ll th ree  rece iv ed  
unfavorab le  ru lings.

- Holmes proposes legislative changes. H e believes 
that these  changes w ill m ake it  c lear tha t our 
earnings belong to the state.

David B ick ersta ff gives us estim ate that ra te s  will 
need to increase 15-17% for 1989 to cover taxes.

MICA sends revenue ruling request to IRS.

2



Special E xecutive C om m ittee m eeting on tax status 
with en tire  B oard of G overnors. K oecher and 
S tastny present.
They explain  problem  and that H olm es' proposed 
leg isla tion  could  reso lve  it by m ak ing  it clear 
M ICA’s earnings belong to the state.
The Board votes to forw ard H olm es' leg islation  to 
G overnor and legislature.

September 7 - Roller (D irector) agrees to hand carry the letter to
the Governor. The letter explains our dilem m a to 
the G overno r and asks i f  he m igh t sp o n so r 
leg isla tive  changes.

- R o lle r a lso  su g g est w e p u rch ase  an insurance
company with net losses to offset our taxes.

September 16 - Brock receives le tte r  from  S tastny  advising  him
that M ICA can 't use net losses o f an acquired 
corporation (insurance com pany) to offset income.

E xecu tive  C om m ittee  M eeting . E & W tells 
com m ittee ruling request filed  on 8-24-88 and we 
will have a response w ithin 90 days. Unfortunately 
a rate  filing m ust be m ade by N ovem ber 1 and a
15% increase is needed to ju s t cover 1989 taxes. 
Executive Com m ittee votes to file 1-1-89 rate based 
on pure prem ium  and to then retroactively  charge
an am ount needed for taxes later in year if we don't 
receive legislative fix.

Septem ber 16 - Holmes and Pierce meet w ith Senator Kelly and
thru 30 Representative C otten to personally  advise them  of

our problem  and show them  proposed legislation.

November 4 - Board has Quarterly m eeting. Jim Jordan reports to
Board tha t although the G overnor has not released 
his leg isla tive  p rio rities  the inform al m essage is 
that he will sponsor our legislation.

A plan o f action to get inform ation to legislators 
while we are w aiting for official response from the 
G overnor is proposed. T he L egislative Committee 
will register as lobbyists for this purpose.
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N ovem ber 11 - A letter is sen t to the policyholders explaining 1989
rating s tru c tu re .

N ovem ber 22

N ovem ber 25

Decem ber 1

Decem ber 8

- Tom K elley  th e  a g en t at the IRS has several 
questions reg a rd in g  M ICA  that he asks of Stastny. 
We respond w ith  a le tte r to Kelley.

- A draft le tte r  is com posed  to have board mem bers 
send to le g is la to rs . T h is is sent to the Board 
members along  w ith :

a ) a fact sheet
b ) a copy of the letter sent to policyholders on the rates 
c ) a spread sheet of our financials for the last 5 years.

P ierce  s e n d s  l e t t e r  to  S e n a to r  K e lly  and  
R epresentative C o tten .

The L eg islative  C om m ittee  m eets to devise plan to 
d istribu te  in fo rm a tio n  to leg is la to rs  since  told 
Governor w ould  no t sponsor legislation because a )  
he could not in v estig a te  all possibilities in a timely 
m anner and b) he did  not feel that the state 
should be in the insurance business.

- A special B oard m eeting is called.

Chairman B rock  had m et w ith Director Roller and 
Stan G arling ton . R o lle r said it was reasonable to 
assume that leg is la tio n  w ill pass and the Governor 
will not oppose o r veto  bill. Board votes to approve 
10.5% increase  fo r hosp itals and 12.6% increase for 
physicians to be  taken fo r taxes if  it is determined 
we were liab le .

Chairman B ro ck  rep o rted  we have been asked to 
meet with the IRS in W ashington, D.C. Also Stastny 
reported the tax  accoun tan ts in W ashington advised 
us we may be  re lieved  retroactively of taxes. W e 
had previously  been to ld  this w asn't possible. The 
IRS’s single question  was "do our profits inure to 
the state." T he B oard discussed if  that could mean 
fewer leg is la tiv e  changes.
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D ecem ber 14

Decem ber 10 
thru 16

D ecem ber 20

D e c e m b e r  3 0

F inally , it  w as d iscussed  if  M ICA should  even 
p ropose le g is la tio n  c o n s id e r in g  there  was a )  a 
question  o f  our tax l ia b ili ty  b) re lu c ta n ce  o f 
G overnor to sponsor leg is la tio n  and c ) w hether 
MICA w anted to leg isla tive ly  bind itse lf  c loser to 
the state. Board agreed to m eet after Brock meets 
with IRS.

Director R oller also approved of us hiring a lobbyist 
to forw ard legislation.

E xecu tive  C om m ittee  ap p ro v es  B rock to go to 
W ashington, D.C.

- Brock, Stastny, Phil Royalty and Ken Tracy from E & 
W in W ashington, D.C. m et with Tom K elley and 
K elley 's boss* M aura S u llivan  and another person 
Alvin B row n from the in su rance  section. Brock 
hopes to at least find ou t w hat kind of legislative 
ch an g es  w o u ld  be n e ed e d  to m a in ta in  tax  
exem ption. IRS not sym pathetic and w ill not give 
inform ation on legislation. E & W expects we will 
have ru ling  by January 1989. W e w ill provide 
additional inform ation requested  by IRS. E & W 
feels a fav o rab le  op in ion  from  A laska A ttorney 
G eneral re g a rd in g  s ta te  "ow nersh ip" cou ld  be 
h e lp fu l.

- The leg islative drafter is contacted by Holm es thru 
Senator K elly ’s office to anticipate inform ation from 
Brock's m eeting in D.C. D rafter later inform ed to 
hold o ff on that legislation by Holmes as result o f 
Decem ber 14th meeting w ith I.R.S.

- Brock spoke to Jim Jordan about obtaining the AG’s 
opinion. Jim  will discuss w ith Paul R oller and get 
back to us.

- Director R oller prepares request for AG's opinion on 
disposition o f M ICA's assets i f  MICA w ere to be 
d isso lv ed .
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1 9 8 9

February 10

February 22 

February 28

M arch 7 

M arch 8 

M arch 8-22 -

January 11

February 8

M a r c h  17 -

L etter from Stastny to IRS explaining how unique
we are, unlike previous adverse ruling cases.

Jeffrey  B ush, Deputy C om m issioner o f Com m erce, 
forw ards D irec to r R oller’s request fo r opinion to 
AG's office.

Board m eeting in which Chairm an Brock inform s 
board we still have no ruling. Brock tells board that 
Pierce will be preparing a summary of issues and 
will forw ard.

M emo from  Pierce to Board outlining all o f our
choices if tax ruling is favorable fir unfavorable.

Stastny calls IRS to get word on ruling. He is 
in fo rm ed  by K elley  th a t a lthough  K elley  is 
fav o rab le  h is boss isn 't . T h is could  m ean 
arbitration within IRS. Holmes advises MICA to get 
tax a ttorney .

Bruce Gagnon and Sue Mason of Atkinson, Conway 
& G agnon m eet w ith B rock, H olm es, C rabtree, 
Koecher, Stastny and Pierce. Advise us to take an 
aggressive approach with IRS.

E ngagem ent le tte r from  A tkinson, Conw ay and
Gagnon. A dvise MICA that we should propose a 
resolution to  have the legislature c lear up question 
about MICA being an integral part of the state.

We talk to  Roller and then Deputy Com m issioner 
Jeff Bush and advise them we want to do resolution.

W e con tact Cotten in House and Sturgulew ski in 
Senate to see if they might sponsor resolution.

Executive Com m ittee meets and is inform ed about 
need for tax attorney. They approve contract with 
Atkinson, Conway and Gagnon. They will ask Board 
to approve.
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March

M a r c h

M arch

M arch

April

April

April

April

20 - Brock, P ie rce  and M ason m eet in Juneau with
Jeffrey W, Bush, D eputy  C om m issioner o f the 
D e p a rtm e n t o f C o m m e rc e  and  E co n o m ic  
D evelopm en t, and la te r  w ith  C o tte n 's  a ide , 
regarding proposed leg islative  resolution.

22 - MICA sends "Background Summary" on tax issue to
Cotten.

H ouse Jo in t R eso lu tio n  40 , co -sp o n so red  by 
Gruenberg and Cotten, is introduced.

Brock sends a letter to Ron Clarke in Governor's 
office regard ing  d iscu ssio n  w ith Je ff  Bush on 
resolution enclosing  copy o f proposed legislative 
reso lu tion .

26 - Gagnon, Phil R oyalty & Ken T racy (E & W,
W ashington, D .C.) have conference call with Tom 
Kelly at IRS and learn that a proposed adverse 
ruling is now being rev iew ed by M aura Sullivan. 
Kelly says that the ru ling  would be based on the 
Maryland Savings Share case.

28 - Mason w rites to AG's o ffice  and outlines factors
supporting conclusion  that M ICA 's assets would 
revert to the state upon dissolution.

1 - Senate  Jo in t  R e so lu tio n  41 , sp o n so red  by
Sturgulewski is introduced.

13 - A. G. couldn't reach an opinion that was helpful to
MICA so request for an opinion was abandoned.

18 - E xecu tive  C om m ittee  has jo in t  m eeting  w ith
U nderw riting. They are  inform ed that resolution 
has been forwarded and we expect it to pass. In 
the meantime Gagnon and M ason advise us not to 
im plem ent m id-year prem ium  increase because we 
would be adm itting liability .

25 - M ason has te lephone  d isc u ss io n  w:*h Deputy
Com m issioner Bush regard ing  distribution o f Joint 
Legislative Resolution.

7



April 26 

April 28

May 5 

May 8

M a y  12

M ason has te le p h o n e  d isc u ss io n  w ith  S h a ri 
Kochman, A ssistant to Bob Evans in the G overnor’s 
Office, regarding Joint Legislative Resolution.

Quarterly Board m eeting and board advised we still 
have not heard from the IRS.

Board told that tax attorneys w ill be working w ith 
the G overnor to draft an appropriate  letter to our 
Congressional delegation. We are hopeful that the 
congressional delegation  can assist us to consu lt 
with som eone of a higher stature in the IRS. W e 
aren't getting anywhere at level we are at.

Roller and Jordan attend the m eeting but only for 
their report.

Board increases budget to cover legal and audit
counsel expenses on our tax issue.

Board votes not to take rate increases for taxes.

The Board has a lengthy d iscussion  that the tax 
issue has been more com plicated  than anticipated . 
Since this tax liability  is show n on our financial 
statem ents it w ill con tinue  to  accum ulate. The 
Board feels that we need a long term solution.

Chairman Brock points ou t that if  we receive  an
adverse ru ling  we can lit ig a te . H ow ever, th a t 
litigation would take time and be costly and our tax 
liability would continue to accum ulate.

L egislative Com m ittee m eets and is inform ed that 
the resolution should pass.

Senate Joint Resolution 41 passes the House.

Brock sends Ron Clarke a d raft o f a proposed letter 
from the Governor to the Congressional delegation 
enclosing copies of Senate Jo in t Resolution 41 and 
"Background Summary".

Senate Jo in t Resolution 41 transm itted to G overnor 
from Legislature.
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M a y  2 5 Pierce talks to Clarke to confirm  letters w ill be sent 
soon.

June

June

June

June

June

June

2 - G overnor C o w p e r se n d s  le t te r s  to  Y o u n g ,
Murkowski and Stevens, enclosing Senate JR  41 and 
requesting they assist M ICA on tax issue.

Cowper sends copy o f letters to his special assistant, 
John Katz in W ashington, D.C. office to ask him to 
assist.

12 - Phil Royalty (E & W) discussed  M ICA w ith Tom
Kelley of IRS and learned that a decision had been 
made to issue an adverse ruling; M aura Sullivan is 
no longer involved and B ill Coppersm ith is Kelley's 
new supervisor, and M ICA will have an opportunity 
to meet with him  before the ruling is issued. Kelley 
says that the basis for the decision is that MICA is 
insuring p r iv a te  in terests. Royalty requests copies 
of Joint L eg isla tive  R eso lu tion  and of G overnor's 
letters to the C ongressional delegation.

13 - Bob Evans of the G overnor's Office tells M ason he
has discussed the situation with John Katz and that 
MICA should contact Katz.

16-21 - The Governor signs L egislative Resolve #38. Copy
of it and le tte rs  G overnor sent to congressiona l 
delegation sen t from  M ason  to  R oyalty . Ask 
Royalty to give to IRS.

19 - Mason and G agnon d iscuss situation  by telephone
with John K atz, who o ffers the assistance o f  Eric 
Ostrovsky in his office.

21 - Special Board m eeting. Holm es, M ason and Stastny
in attendance to  discuss tax issue with the Board. 
Stastny and M ason a d v ise  B oard to  w ithd raw  
revenue ruling request until we can m eet w ith the 
IRS and advise  them  o f  the L egislative R esolve. 
Board gives them  au thority  to pull request i f  they 
deem necessary .
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Mason talks by telephone to O strovsky  regard ing  
p o s s ib le  m e e t in g  w ith  IR S  to  in c lu d e  
representatives from  K atz’s office and from  Stevens' 
office and regard ing  possible federal leg islation .

Chuck K onigsberg  from  Senator Stevens' o ffice calls 
to offer us he lp  to m eet w ith IRS a tto rneys and 
w ith O ff ic e  o f  T ax  P o lic y  in  th e  T rea su ry  
D e p a rtm en t.

M ason re c e iv e s  le tte r  from  P ie rce  adv is ing  that 
K onigsberg  is  se ttin g  up a m ee ting  w ith  the 
Departm ent o f  the Treasury for the w eek o f  August 
7.

Royalty sends copy o f L egisla tive  R eso lve #38 to 
IRS. He te lls  them  we w ill be m eeting w ith the 
Department o f  the Treasury in August. He asks that 
if  they determ ine  before then that we should  have 
an adverse ru lin g  to advise us so we can pull the 
re q u e s t.

MICA m ee ts  w ith  R oller to adv ise  him  of our 
p ro g ress .

K onigsberg sends le tte r to fo llow ing  fo r  8-8-89 
meeting w ith  D epartm ent o f the T reasury: Brock,
Mason, P ie rce , R oyalty  and partner Dave B ierenson 
from E & W , and Eric O strovsky from  the A laska 
State Office in  W ashington, D.C.

M ee tin g  w ith  D e p a r tm e n t o f  T re a s u ry  in 
W ashington, D .C. A ttendees: Brock, Pierce, Mason,
Konigsberg, R oyalty , with Kay G ouw ans ra ther than 
Eric O strovsky from  G overnor’s office. T his group 
m eets at S e n a to r  S tev en s ' o ffice  p r io r  to the 
meeting at th e  T reasury  D epartm ent, to be briefed 
on what k ind o f questions we m ight be asked.

Treasury m ee tin g  chaired  by D ana T rie r, D eputy 
Assistant fo r Tax Policy, T reasury  D epartm ent. His 
assistan ts E v e ly n  Brody and C ath lyn  Farrow  are 
also p resen t and B ill C oppersm ith , Tom  K elley 's 
supervisor from  the IRS, is also there.



August 9

A ugust 17 

A ugust 18

A u g u s t  2 2

Mr. Trier seem s favo rab ly  d isposed  toward MICA. 
They are fearful if they a llow ed  M ICA to remain tax 
exem pt that they w ill c re a te  a "slippery s lo p e” 
which would allow  o th e rs  to  struc tu re  them selves 
like us. W e try to c o n v in c e  them  that we are 
unique. W e end w ith th e  agreem ent ths.t we will 
subm it supplem ental in fo rm a tio n  regarding  M ICA's 
history and current business to the IRS.

T he sam e co re  g roup  m ee ts  again  in Senator 
Stevens' office, this tim e w ith  O strovsky from the 
G overnor's O ffice  r a th e r  th an  G ouw ans. O ur 
purpose is to prepare fo r a m eeting with the Senate 
F inance C om m ittee a id es  to  eva lua te  i f  seeking 
federal legis’ative re lie f is an option.

We m eet w ith Rick G rafm eyer, a m inority aide for 
Finance, and aides; S co tt M cC loud , a specialist in 
insurance tax issues, and M el Thom as a specialist in 
tax issues from  the Jo in t C om m ittee on Taxation.

We are not encouraged  by them  to seek federal 
leg islation  a fte r we a d v is e  them  o f  our p light. 
There is a thought th a t a p rov ision  dealing with 
MICA’s tax exem ption co u ld  be attached to a Rural 
Health Care bill and K onigsberg  said he will talk to 
Senator Stevens about th a t possib ility .

P ie rce  sends m em o to  B o a rd  of G overnors 
summarizing meetings in  W ash ing ton , D.C.

A Supplem ental Subm ission  to the  IRS is sent to 
Phi! Royalty.

A thank-you letter is s e n t to  D ana T rier from 
K onigsberg.

Senator Stevens sends a th an k -y o u  letter to Trier 
with M ICA's Supplem ental Subm ission  attached and 
a copy of a letter from  R oyalty  explaining why the 
M aryland Saving Share In s. C orp. v. U.S. case is 
different from MICA.
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A u g u s t  2 8  -

Septem ber 15

Septem ber 20

Septem ber 21

Septem ber 26

K onigsberg is in A nchorage and Gagnon, M ason, 
Kathy C rab tree  and P ierce  m eet with him. We 
discuss u n lik e ly  possib ility  that we would win a 
court case against the IRS. Konigsberg says he will 
work on fed e ra l leg is la tio n  but feels that our 
chances this year are extrem ely slim. Consensus is 
that if  litig a tion  is necessary, it would be better to 
obtain adverse ru ling  than to withdraw the request.

- M ason in  a tte n d a n c e  at E x ecu tiv e  C om m ittee  
m eeting . E x e c u tiv e  C om m ittee  w orried  about 
mounting tax assessm ent. They vote to get revenue 
ruling w hether favorable or not.

There is discussion o f litigating in U.S. D istrict Court 
(must pay tax first) or in U.S. Tax Court (m ust wait 
for IRS to assess deficiency).

- K onigsberg  in fo rm s M ason that he is exp loring  
possibility  o f federal leg islation  and is drafting a 
proposal. H e also  reports that he has spoken by 
telephone to D ana Trier. Trier says that the IRS is 
considering en tering  in to  a closing agreem ent with 
M ICA, w hich  is basica lly  a settlem ent agreem ent 
that can e lim inate  past and future tax liability for a 
specified num ber o f years (authorized by Internal 
Revenue Code 7121).

- M ason has co n fe ren c e  call w ith R oyalty , Tom 
M eyerer (E  & W ) and K onigsberg  to d iscuss 
ram ifications o f  closing agreem ent.

- K onigsberg asks P ierce for inform ation so he can 
draft federal leg islation . Pierce faxes him: - date
G overnor signed  b ill, 5-28,76; date leg isla tion  
e f fe c t iv e , 5 -2 9 ,7 6 , a lth o u g h  c o u ld n ’t w rite  
insurance un til 6-28-76 .

Copy o f  o rig ina l sta tu te  and current statu te  sent 
with m ajor d ifference  between old and new being:
a) Exclusive and mandatory dropped
b) Occurrence changed to claims-made
c) Joint Underwriting Authority (JUA) concept dropped.

1 2



O ctober 6 - K onigsberg  faxes M ason first d raft of proposed
federal le g is la tio n , and M ason and G agnon fax 
Konigsberg rev isions after discussing with Royalty.

C onference  c a ll: M ason, C rab tree , K onigsberg ,
R oyalty, M eyere r, C oppersm ith , Jim  M alloy, and 
Pete S c o tt, A cting  C h ie f C ounsel o f the IRS. 
Discussed possib le  closing agreem ent and agreed to 
meeting in W ashington on October 16.

O ctober 10 - Mason sends notice o f m eeting with Departm ent of
Treasury and IRS on 10-16-89. We have been 
advised by K on igsberg  that IRS may w ant to 
propose a c losing  agreem ent. We are informed that 
this is to be treated as very confidential.

Mason sends P ierce a draft with a review by she 
and Gagnon o f potential federal legislation proposed 
by K onigsberg.

O ctober 16 - M eeting w ith  IRS and D epartm ent of Treasury in
W ashington, D .C . C ore group of M ason, Pierce, 
K onigsberg, R oyalty  and Tom  M eyerer of E & Y 
(new p layer) and E ric  O strovsky from G overnor's 
Office m eet in Senator Stevens' office to discuss 
closing ag reem en t concept. P ierce inform s group 
that M IC A 's E xecu tive  Com m ittee has been polled 
and are very  interested in this concept.

M eeting a t the IRS chaired by Pete Scott, Acting 
Chief C ounse l o f  the IRS, Jim  Malloy,, A ssistant 
Counsel fo r F inancial Institu tions (Section 115 co's 
under his ju risd ic tion) and Bill Coppersmith all from 
IRS. D ana T rier and Evelyn Brody are there again 
representing O ffice  o f Tax Policy in the Treasury 
D e p a rtm en t.

Scott says w e have very  sym pathetic case. They 
b e liev e  a c lo s in g  a g re e m e n t w ould  be in 
everybody's best interest. W e discuss what to do to 
rem ain tax  exem pt and  M ICA 's unique structure 
again. T hey ask M ICA to submit closing agreement. 
Scott su g g e s ts  the fo llow ing  param eters fo r an 
agreem ent: p a s t tax  liab ility  elim inated; MICA
agrees to  try  to  change structure within specified
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October 23-:

October 24 -

October 25

October 26

October 27

period; MICA becom es taxable at end of specified 
period if no change in structure; MICA m ust take 
interim  steps toward phasing  out or bifurcating; if 
MICA becom es part o f sta te , problem disappears. 
In response to a direct question, Scott says that, if a 
ruling is issued, it will be adverse.

- Mason sends draft c losing agreem ent and copy of
federal regulations covering closing agreem ents to
Pierce. Closing agreem ent proposes elim ination of
any past tax lia b ility  and  fu ture  tax liab ility  
th rough  1994 w ith  p a r tia l  or fu ll ta x a b ility  
beginning in 1995, unless M ICA has been m ade an 
integral part of the state.

Pierce sends memo to Board of Governors outlining 
closing agreem ent concep t and the advantages to
MICA. Two m ajor advantages are relief from  past 
tax liability and being tax-exem pt for some future 
p e rio d .

B rock and P ierce m eet w ith Jim  Jordan, A cting 
Director of Division of Insurance and discuss details 
of closing agreem ent. Jordan to discuss with his 
boss M ercurlieff who w ill d iscuss with G overnor's 
office. Jordan approves concept and draft closing 
ag reem en t, d o e sn 't  a n tic ip a te  p ro b lem s from  
anyone else in A dm inistration.

Executive Com m ittee and Finance Com m ittee have 
jo in t m eeting. M ason and Holm es in attendance. 
M ason explains this is a b inding agreem ent and 
other details of closing agreem ent.

Q uarterly Board m eeting w ith Gagnon, M ason and 
Orien in attendance.

The Board discusses the c losing  agreem ent and 
authorizes the draft. Gagnon and Mason feel that 
state should also app rove  based on the sta te 's 
involvem ent in MICA by statute.

The Board gives the Executive Committee the power 
to finalize this agreement w ith Brock.
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Gagnon and Mason meet with Jordan. He agrees to 
be a signor on closing agreement with Brock.

O c t o b e r  3 0  -

N ovem ber 2

N ovem ber 10

Novem ber 30

Closing A greem ent hand-delivered to Pete Scott by 
Royalty.

Mason sends letter to Pierce with a copy o f cover 
letter to c losing agreem ent that R oyalty  gave to 
Scott. She also states she had a d iscussion  with 
K onigsberg and inform s Pierce tha t the President 
has nom inated a new C hief C ounsel to replace 
Acting Pete Scott. The Senate m ay confirm  that 
rep lacem en t befo re  T hanksgiv ing . P ie rc e  very 
concerned because new C hief C ounsel m ay not 
agree to closing agreem ent between IRS and MICA 
and we would have to start the process again.

Letter from Senator Stevens to Pete Scott, attaching 
closing agreem ent and requesting his attention.

Pierce calls Royalty requesting his assistance with 
IRS in approving closing agreement.

E xecutive  C om m ittee  m eeting in w hich  Pierce 
informs them  that we have no word on agreement.

1 9 9 0
N ovem ber 30 

thru 
February 5 -

January  2 -

February 5

V arious phone  c a lls  am ong P ie rc e , R oyalty , 
K onigsberg and M ason requesting in form ation  on 
status o f closing agreem ent.

Pierce m eets w ith Jordan  and d iscu sses closing 
agreem ent and M IC A ’s financial stab ility . Jordan 
says state should concern itself w ith M ICA staying 
strong financially  because he feels a restructuring 
and independence are imminent. Jordan says will 
stay as A cting D irector until new A dm inistration 
(end of year).

Letter to  Scott from  Royalty re fe renc ing  Scott's 
recent conversa tion  w ith M eyerer and requesting 
resolution o f closing agreement.
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February 16

February 20

February 23

February 28

M arch 2

- Letter to K onigsberg from Pierce explain ing  crucial 
deadlines w ith  C onvention S tatem ent, N A IC , A.M . 
Best, etc. th a t are ad v erse ly  a ffe c tin g  M IC A 's 
financial repu ta tion  and s tab ility  because  o f the 
unresolved tax issue.

Royalty calls Pierce and M ason to inform  them that 
Scott has m et w ith R o y a lty  and M eyerer and 
proposed a new agreem ent. He wants to only allow 
tax exemption through 1990 for M ICA to work with 
legislature to  restructure. M ICA can only rem ain 
tax-exempt i f  becom es p a rt o f state  and he wants 
immediate b ifurcation o f business.

- L etter from  M ason to R oya lty  w ith  new  d raft
closing ag reem en t, p roposing  e lim in a tio n  of tax 
liability for past years and through 1992, with full 
tax lia b ility  beg inn ing  in  1993 u n less  M ICA  
becomes integral part of the state.

L etter from  P ie rce  to S c o tt su m m ariz in g  our
u n d e rs ta n d in g  o f h is  v e rb a l  c o n c e rn s  and 
explaining things we can 't con tro l, i.e ., length of 
time necessary  to ob tain  leg is la tiv e  action  and
upcoming change of adm inistration .

B rock, and  P ie rce  and H o lm es p a r tic ip a tin g
telephonically, m eet with new  D irector, Dave W alsh 
to explain tax issue. W alsh  ag rees to sign if  
agreement rem ains the sam e in concept.

Letter to Scott from Brock (w ith the legal advice of 
Mason) explain ing  se rious p rac tic a l p roblem s in 
carrying out bifurcation.

R oyalty  and  M ey ere r m e e t w ith  S c o tt and 
Coppersmith regarding changes IRS wants in closing 
agreement: exem pt through 1991, partially  taxable
(bifurcation) in 1992, fu lly  taxable beginning 1993 
unless become "integral part o f state."



M a r c h  5

M arch 6

M arch 7

M arch 8

M arch 9

Conference call w ith B rock, F razier, K eller, Sm ith  
(Executive Com m ittee) and M ason to discuss revised 
c losing ag reem en t in co rp o ra tin g  S co tt’s ch an g es . 
Revised closing ag reem en t approved.

Final draft o f c lo s in g  agreem ent after agreeing to 
time deadlines fo r in te rim  actions to be taken by 
MICA.

After rethinking c lo s in g  agreem ent D irector W alsh  
feels he should not sign  due to potential liability  to 
the state and other agencies sim ilar to MICA.

At W alsh 's req u e s t, A ss is ta n t A ttorney  G en era l 
A lexis G abay te lep h o n e s  M ason. M ason fax es  
background inform ation to Gabay. Mason d iscusses 
situation with G abay and (now ) A ssistant A tto rney  
General Jeffrey Bush by telephone.

L etter from M ason to A lex is  G abay, A ss is tan t 
A ttorney G eneral, e n c lo sin g  proposed le tte r from  
the D irec to r to B ro c k  concu rring  w ith M IC A 's 
decision to enter in to  a closing agreement.

Meyerer and Royalty con tact the IRS and D irector 
Walsh is removed as signor on closing agreem ent.

Director confers with Ron Clarke in Governor's office 
about MICA's c losing  agreem ent and his d iscom fort 
with the agreem ent.

Holmes sends letter to  W alsh explaining history o f 
the tax issue and th e  involvem ent o f the sta te  in 
negotiations. H olm es in fo rm s W alsh that he has 
advised the Board to  sign the closing agreement.

Closing agreem ent is  to arrive today from the IRS 
for Brock's signature.

Walsh confers w ith R on C larke and Clarke is o f the 
opinion MICA shou ldn 't sign the agreement.

Mason and H olm es have telephone m eeting w ith  
C larke. C larke  th e n  d iscu sse s  s itua tion  w ith  
Attorney General, D cu g  B aily . Clarke agrees M ICA
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M arch 12

M arch 15 

M arch 19

can sign but state will rem ain neutral. He requests 
that M ICA rep o rt to D irec to r W alsh once the 
agreement is signed.

Mason faxes to P ierce a sum m ary of conversation  
with Clarke.

Director W alsh sends letter to Brock, who faxes to 
Pierce, M ason and H olm es, s ta ting  s ta te  canno t 
concur with M ICA 's signing the agreem ent.

Pierce sends letter to W alsh (via fax) stating it was 
her understanding state taking neutral position  and 
a ttach in g  M a so n 's  su m m ary  le t te r  re g a rd in g  
conversation w ith C larke.

Walsh calls P ierce regarding her letter. They agree 
on their understanding  o f state 's position which is 
that the state is not taking a position.

Pierce sends memo to Brock with copy to Holm es 
and M ason sum m arizing above conversation.

Brock signs C losing Agreem ent and returns to IRS.

Scott signs C losing Agreem ent.

Final C losing A greem ent received by M ICA signed 
by Scott and Brock.
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" F L / T T / ^  \  M e d ic a l  I n d e m n i t y  
lV X J L V _ y X J L  C o r p o r a t i o n  o f  A l a s k a

ALEUTPLAZA
4000  OLD SEWARD H\VY.. SU ITE  2 0 3  
ANCHORAGE. ALASKA 99503  
(907 )563 -3414

DATE: October 22,1990

TO: All MICA Policyholders

FROM: Ron Keller, M.D.
Chairman of the Board of Governors ^
Medical Indemnity Corporation of Alaska

RE: Announcement of quarterly meeting & notice of potential purchase offer for MICA

On November 2nd, MICA's Board o f  Governors will hold our regular quarterly meeting in Anchorage at the 
Clarion Hotel beginning at 9 a.m.

I am sending you this quick memo to let you know some good news: It's likely that we will be receiving a forma!
offer to purchase MICA, arid we'll deal with that issue at the meeting. Policyholders are, naturally, invited to
attend. But we also invite you--if you’ve got questions about these developments--to give MICA Executive 
Director Mary Pierce a call at 563-3414. She'll be glad to answer any questions and fill you in on the recent 
events since we last contacted you.

Let me give you a quick run down. As you'll recall, M ICA’s tax exempt status was challenged by the IRS; and as 
a result MICA cannot continue to operate the way it has been operating since it was established in 1976. The three 
choices for MICA are to:

• Merge into the state bureaucracy.
• Spin off to become a totally private mutual insurance company.

■ • Have its assets & liabilities purchased by a private carrier.
Of these options, the MICA Board has unanimously chosen to pursue a purchase.

We have every indication that a physician owned mutual, very closely aligned philosophically with MICA will be 
making us an offer. This firm has indicated they are willing to meet the tough conditions that the MICA Board has 
placed on any sale. Those conditions are:

• A  5-year guarantee that all current policyholders who are otherwise acceptable underwriting risks 
will receive continued coverage.

• No cancellation o f  existing policyholders without an Alaska-based appeal process.
• No geographical discrimination in underwriting terms & benefits.
• Continuation o f  current rating classifications, with a special category for family practice docs 

doing obstetrics.
• Purchaser will keep an Alaska office with both claims adjusting and risk management staff, plus 
provide an 800 toll-free phone number.

• Certain policyholder benefits will continue, such as the current DDR (free tail); availability o f  tail 
policies for purchase; policyholder inception date with MICA, used to determine benefits based on 
length o f coverage; and insureds will still have to give written consent to setde any claim.

As you can see, the MICA Board's top priority is safeguarding your interests. We'll be contacting you 
again once a formal offer is made, and after our meeting on Nov. 2nd. Meanwhile, please feel free to call Mary at 
563-3414 to get questions answered or to find out more about where M ICA is going.

Thanks.
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' Internal R e v e n u e  Service Department of the Treasury

Washington, DC 20224

W i l l i a m  G. B ro c k  
C h a irm a n  o f  t h e  B o a rd  
M e d ic a l  In d e m n it y  C o r p o r a t io n  

o f  A la s k a  
4 0 0  O ld  S ew ard H ig h w a y 
A n c h o ra g e , A la s k a  9 9503

Person to Contact:
Thom as J .  K e l l y

Telephone Number:
( 2 0 2 )  5 6 6 -3 5 0 6

Refer Reply to : 
C C :F I& P :2 T R - 3 1 - 3 9 2 7 - 8 8

Date:
MAR l 9 1900

R E C E IV E D

• D e a r  M r. B ro c k :

w i :  ? 1 1990

M I C A
The D e p u ty  C h ie f  C o u n s e l o f  t h e  I n t e r n a l  R e v e n u e  S e r v ic e  

a p p r o v e d  y o u r  c lo s i n g  a g r e e m e n t  o n  M a rc h  1 5 , 1 9 9 0 .

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

T h a n k  y o u  f o r  y o u r  c o o p e r a t i o n .

S i n c e r e l y  y o u r s ,
A s s i s t a n t  C h i e f  C o u n s e l 
F i n a n c i a l  I n s t i t u t i o n s  and P r o d u c ts

By *
W i l l i a m  E .
C h i e f ,  B r a n c h  2

E n c lo s u r e :
D u p l ic a t e  o f  c lo s i n g  a g r e e m e n t
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T a x p a y e r 's  Copy

D e p a r t m e n t  o f  t h e  T r e a s u r y  -  I n t e r n a l  R e v e n u e  S e r v i c e

CLOSING AGREEMENT ON FINAL DETERMINATION 

COVERING SPECIFIC MATTERS

Under s e c t i o n  7121 o f  th e  I n t e r n a l  R even u e C od e , th e  
M e d ica l In d em n ity  C o r p o r a t io n  o f  A la s k a  (M IC A ), 4000  O ld  Seward 
H ighw ay, A n ch ora g e , A la sk a  9 9 5 0 3 , E m p loyer  I d e n t i f i c a t i o n  
Number: 9 2 -6 0 1 7 5 9 4  and t h e  C om m iss ion er  o f  I n t e r n a l  R evenue
make th e  f o l l o w i n g  c l o s i n g  a g re e m e n t :

WHEREAS,

( 1 )  An i s s u e  h as a r i s e n  w h eth er  M IC A 's in com e i s  n o t  
in c lu d e d  in  g r o s s  incom e u n d e r  s e c t i o n  115 o f  th e  I n t e r n a l  
R evenue C ode ; and

( 2 )  MICA and th e  C om m iss ion er  o f  I n t e r n a l  R evenue (IR S ) 
d e s i r e  t o  s e t t l e  t h i s  i s s u e  w ith  r e s p e c t  t o  a l l  p a s t  and 
p r e s e n t  ta x  y e a r s  and w ith  r e s p e c t  t o  f u t u r e  ta x  y e a r s  th rou gh  
and in c lu d in g  t a x  y e a r  e n d in g  D ecem ber 3 1 , 1 9 9 2 ; and

( 3 )  MICA and th e  IRS d e s i r e  t o  i d e n t i f y  s p e c i f i c  a c t io n s  
t h a t  MICA w i l l  u n d e rta k e  b e tw een  t h e  d a t e  o f  e x e c u t io n  o f  t h is  
C lo s in g  A greem ent and D ecem ber 3 1 , 1 9 9 2 ;

IT  IS DETERMINED AND AGREED f o r  F e d e r a l  in com e  ta x  p u rp o s e s  
t h a t :

( 1 )  W ith r e s p e c t  t o  a l l  p a s t  and p r e s e n t  t a x  y e a r s  and 
w ith  r e s p e c t  t o  fu t u r e  t a x  y e a r s  th r o u g h  and in c lu d in g  t a x  y ea r  
e n d in g  Decem ber 3 1 , 1 9 91 , M ICA 's in com e  s h a l l  n o t  b e  in c lu d e d  
i n  g r o s s  in com e u n d er s e c t i o n  115 o f  t h e  I n t e r n a l  R evenue Code.

( 2 )  W ith r e s p e c t  t o  th e  t a x  y e a r  e n d in g  D ecem ber 3 1 ,
1 9 92 , M ICA 's in com e s h a l l  n o t  be  in c lu d e d  i n  g r o s s  in com e under 
s e c t i o n  115 o f  t h e  Code o n ly  t o  t h e  e x t e n t  t h a t  MICA e s t a b l i ­
s h e s  t h a t  su ch  in com e i s  a t t r i b u t a b l e  t o  p h y s i c ia n s  o r  o t h e r  
h e a l t h  c a r e  p r o v id e r s  who, d e s p i t e  a r e a s o n a b le  e f f o r t ,  c o u ld  
n o t  o b t a in  m e d ic a l m a lp r a c t i c e  c o v e r a g e  fro m  a n o th e r  in s u ra n ce  
com pany.
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( 3 )  D u r in g  th e  p e r io d  fr o m  t h e  d a t e  o f  e x e c u t io n  o f  t h i s  
C lo s in g  A g re e m e n t u n t i l  D e ce m b e r 3 1 ,  1 9 9 2 , M IC A  a g r e e s  a s  
f o l l o w s :

( a )  b e fo r e  May 1 , 1 9 9 0 , a n d  a n n u a l l y  t h e r e a f t e r  
u n t i l  D ecem ber 3 1 , 1 9 9 2 , M IC A  w i l l  s e n d  w r i t t e n  n o t i c e  t o  
a l l  in s u r a n c e  c o m p a n ie s  t h a t  now o f f e r  m e d ic a l m a l p r a c t ic e  
c o v e r a g e  i n  t h e  S t a t e  o f  A la s k a  an d  a l s o  t o  a t  l e a s t  f i v e  
o t h e r  c o m p a n ie s  t h a t  w r i t e  m e d ic a l m a lp r a c t ic e  c o v e r a g e  
in f o r m in g  them  o f  t h e  e x is t e n c e  o f  t h e  s t a t u t o r y  m e c h a n is m  
f o r  t h e  p u rc h a s e  o f  M IC A 's  b u s in e s s  u n d e r  A la s k a  S t a t u t e  
2 1 .8 8 . 0 9 5  ( " T r a n s f e r  o f  C o r p o r a t e  A s s e t s  a n d  
L i a b i l i t i e s " ) ;  and

( b )  up on r e c e i p t  o f  a n y  g o o d  f a i t h  o f f e r  o r  e x p r e s ­
s i o n  o f  i n t e r e s t ,  M IC A  w i l l  m ake a g o o d  f a i t h  e f f o r t  t o  
n e g o t i a t e  a n  a g re e m e n t f o r  t h e  t r a n s f e r  o f  c o r p o r a t e  
a s s e t s  and l i a b i l i t i e s  o n  t h e  te r m s  a u t h o r iz e d  b y  s a id  
s t a t u t e  an d  t o  o b t a in  t h e  a p p r o v a l  o f  t h e  D i r e c t o r  o f  t h e  
A la s k a  D i v i s i o n  o f  In s u r a n c e  f o r  s u c h  t r a n s f e r ;  a n d

( c )  b e fo r e  t h e  en d  o f  t h e  c u r r e n t  l e g i s l a t i v e  s e s ­
s i o n ,  w h ic h  i s  r e q u ir e d  b y  la w  t o  e n d  b y  M ay 1 0 , 1 9 9 0 ,
M IC A  w i l l  t r a n s m i t  t o  th e  A la s k a  L e g i s l a t u r e  a w r i t t e n  
r e p o r t  t h a t  ( 1 )  sum m ari z e s  t h e  p r o v i s i o n s  o f  t h i s  C lo s in g  
A g r e e m e n t, ( 2 )  ^ e s c r J ;s t h e  p r i n c i p a l  s t a t u t o r y  c h a n g e s  
t h a t  may b e i.  . w i t h  r e s p e c t  t o  M IC A 's  s t r u c t u r e  a n d
t a x  s t a t u s ,  am,. ' a r t s  t h e  l e g i s l a t u r e  t o  t h e  n e e d  t o
t a k e  l e g i s l a t i v e  a c t i o n  w i t h  r e s p e c t  t o  M IC A  d u r in g  t h e  
n e x t  t w o - y e a r  l e g i s l a t i v e  t e r m ,  w h ic h  w i l l  b e g in  i n  
J a n u a r y  1 9 9 1 , i f  t h e  L e g i s l a t u r e  w is h e s  t o  p r e s e r v e  M IC A 's  
t a x - e x e m p t  s t a t u s ;  an d

( d )  a f t e r  t h e  s t a t e w id e  e l e c t i o n s  i n  t h e  f a l l  o f  
1 9 9 0 , MICA w i l l  t r a n s m i t  t o  t h e  n e w l y - e le c t e d  G o v e r n o r  a n d  
t o  a l l  mem bers o f  t h e  A la s k a  L e g i s l a t u r e  f o r  t h e  1 9 9 1 -1 9 9 2  
te r m  a w r i t t e n  r e p o r t  t h a t  ( 1 ) s u m m a riz e s  t h e  p r o v i s i o n s  
o f  t h i s  C lo s in g  A g r e e m e n t, ( 2 )  d e s c r ib e s  t h e  p r i n c i p a l  
s t a t u t o r y  c h a n g e s  t h a t  m ay b e  n e c e s s a r y  w i t h  r e s p e c t  t o  
M IC A 's  s t r u c t u r e  an d  t a x  s t a t u s ,  a n d  ( 3 )  a l e r t s  t h e  
l e g i s l a t u r e  t o  t h e  n e e d  t o  t a k e  l e g i s l a t i v e  a c t i o n  w i t h  
r e s p e c t  t o  M ICA d u r in g  t h e  1 9 9 1 -1 9 9 2  te r m  o f  t h e  
L e g i s l a t u r e ,  i f  t h e  L e g i s l a t u r e  w is h e s  t o  p r e s e r v e  M IC A 's  
t a x - e x e m p t  s t a t u s ;  and

C l o s i n g  A g r e e m e n t
M e d ic a l  I n d e m n i t y  C o r p o r a t i o n  o f  A l a s k a

P a g e  2  o f  4



C l o s i n g  A g re e m e n t
M e d i c a l  I n d e m n i ty  C o r p o r a t i o n  o f  A l a s k a

( e )  b e fo r e  t h e  b e g in n in g  o f  t h e  n e x t  l e g i s l a t i v e  
s e s s io n ,  w h ic h  w i l l  b e g in  i n  J a n u a r y  1 9 9 1 , M ICA w i l l  
c o n s u l t  w i t h  t h e  n e w l y - e le c t e d  G o v e r n o r  a n d  w i l l  c o n t a c t  
k e y  i n d i v i d u a l  l e g i s l a t o r s  f o r  t h e  1 9 9 1 -1 9 9 2  l e g i s l a t i v e  
te r m , f o r  t h e  p u r p o s e  o f  d e v e lo p in g  a l e g i s l a t i v e  p r o p o s a l  
r e g a r d in g  M IC A 's  f u t u r e  s t r u c t u r e  and t a x  s t a t u s ;  and

( f )  d u r in g  t h e  1 9 9 1 -1 9 9 2  te r m  o f  t h e  A la s k a  
L e g i s l a t u r e ,  MICA w i l l  i n i t i a t e  an d  m a i n t a i n  r e g u l a r  and 
o n g o in g  c o n t a c t s  w i t h  t h e  G o v e r n o r 's  o f f i c e ,  w i t h  t h e  
D i r e c t o r  o f  t h e  D i v i s i o n  o f  In s u r a n c e ,  a n d  w i t h  k e y  
i n d i v i d u a l  l e g i s l a t o r s  f o r  t h e  p u rp o s e  o f  in f o r m in g  them  
o f  t h e  need f o r  l e g i s l a t i v e  a c t i o n  w i t h  r e s p e c t  t o  M IC A ; 
a n d

( g )  t h r o u g h o u t  t h e  1 9 9 1 -1 9 9 2  te r m  o f  t h e  A la s k a  
L e g i s l a t u r e ,  as n e c e s s a r y  o r  a d v is a b le ,  M IC A  w i l l  p r e p a r e  
o r  a s s i s t  i n  th e  p r e p a r a t io n  o f  a p p r o p r ia t e  p r o p o s e d  
l e g i s l a t i o n  and w i l l  s e e k  t o  h a v e  t h a t  p r o p o s e d  l e g i s l a ­
t i o n  in t r o d u c e d  as e a r l y  as p o s s i b le  a f t e r  t h e  L e g i s l a t u r e  
g o e s  i n t o  s e s s io n  i n  J a n u a r y  1 9 9 1 ; and

( h )  i f  a p p r o p r ia t e  l e g i s l a t i o n  p e r t a i n i n g  t o  M ICA i s  
in t r o d u c e d  d u r in g  t h e  1 9 9 1 -1 9 9 2  te r m  o f  t h e  A la s k a  
L e g i s l a t u r e ,  MICA w i l l  p a r t i c i p a t e  i n  t h e  l e g i s l a t i v e  
h e a r in g  p r o c e s s  and w i l l  o t h e r w is e  t a k e  a p p r o p r ia t e  a c t i o n  
t o  e n c o u ra g e  t h e  p a s s a g e  o f  t h e  l e g i s l a t i o n .

( 4 )  B e g in n in g  w i t h  t h e  t a x  y e a r  e n d in g  D ecem b er 3 1 , 1 9 9 3 , 
n o n e  o f  M IC A ’ s  in c o m e  s h a l l  b e  e x c lu d e d  fr o m  g r o s s  in c o m e  u n d e r  
s e c t i o n  115 o f  tb o  I n t e r n a l  R e v e n u e  C od e .

( 5 )  H ow ever, i f  M IC A ’ s  o r g a n ic  s t a t u t e  ( A la s k a  S t a t u t e  
21 . 88) i s  r e p e a le d ,  r e e n a c te d  o r  o t h e r w is e  r e v i s e d  s o  a s  t o  
e s t a b l i s h  MICA a s  an  i n t e g r a l  p a r t  o f  t h e  S t a t e ,  M IC A 's  in c o m e  
s h a l l  n o t  be s u b je c t  t o  f e d e r a l  t a x  a s  o f  t h e  e f f e c t i v e  d a te  o f  
t h e  s t a t u t o r y  c h a n g e .

( 6) I f  MICA i s  e s t a b l i s h e d  a s  a n  i n t e g r a l  p a r t  o f  t h e  
s t a t e  o r  M IC A 's  s t r u c t u r e  i s  o t h e r w is e  c h a n g e d  s o  t h a t  M ICA  n o  
l o n g e r  c la im s  t h a t  i t s  in c o m e  i s  e x c lu d e d  fr o m  g r o s s  in c o m e  
u n d e r  s e c t io n  115 o f  t h e  C o d e , M IC A 's  o b l i g a t i o n  u n d e r  p a r a ­
g r a p h  ( 3 )  a b ove s h a l l  c e a s e .
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C l o s i n g  A g re e m e n t
M e d ic a l  I n d e m n i t y  C o r p o r a t i o n  o f  A l a s k a

T h is  agreem ent i s  f i n a l  and c o n c l u s i v e  e x c e p t :

( 1 )  th e  m a tte r  i t  r e l a t e s  t o  may b e  r e o p e n e d  in  t h e  e v e n t  
o f  fr a u d , m a lfe a s a n c e , o r  m is r e p r e s e n t a t io n  o f  m a t e r ia l  
f a c t ;

( 2 )  i t  i s  s u b je c t  t o  t h e  I n t e r n a l  R even ue C ode s e c t i o n s  
th a t  e x p r e s s ly  p r o v id e  t h a t  e f f e c t  b e  g iv e n  t o  t h e i r  
p r o v i s i o n s ,  n o t w ith s ta n d in g  any o t h e r  law  o r  r u l e  o f  law  
e x c e p t  f o r  Code s e c t i o n  7 1 22 ; and

( 3 )  i f  i t  r e l a t e s  t o  a ta x  p e r i o d  e n d in g  a f t e r  th e  d a te  
o f  t h i s  a g reem en t, i t  i s  s u b je c t  t o  any la w , e n a c te d  a f t e r  
th e  agreem en t d a t e ,  t h a t  a p p l i e s  t o  t h a t  t a x  p e r i o d .

By s ig n in g ,  th e  a b ove  p a r t i e s  c e r t i f y  t h a t  th e y  h a ve  re a d  
and a g re e d  t o  th e  term s o f  t h i s  d ocu m en t.

M e d ica l In d em n ity  C o r p o r a t io n  o f  A la sk a

W illia m  G. B rock  
Chairman o f  th e  B oard

C o m m is s io n e r  o f  I n t e r n a l  R e ve n u e

D ate  s ig n e d :  K ^ v s .  W xa
P e t e r  K. S c o t t  
D eputy C h ie f  C ou n sa l
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ALASKA STATE

H o s p i t a l  &  N u r s i n g  H o m e

ASSOCIATION
A p r i l  2 9 , 1991

R e p r e s e n t a t iv e  D a ve  D o n le y ,  C h a ir  
J u d i c i a r y  C o m m itte e  
H o u se  o f  R e p r e s e n t a t iv e s  
C a p i t o l  B u i l d i n g
J u n e a u , AK 9 9 8 1 1  R e : Sup]R e : S u p p o r t  HB 2 3 8 , M IC A  D i s s o l u t i o n

D e a r R e p r e s e n t a t iv e  
o f  t h e  H o u s^ ^lJ

e ^ B tm le y  an d  M em bers 
J u d i c i a r y  C o m m itte e :

T h e  A la s k a  S t a t e  H o s p i t a l  and N u r s in g  Home A s s o c i a t i o n  
w o u ld  l i k e  t o  o f f e r  i t s  s u p p o r t  o f  HB 2 3 8 , a l l o w i n g  f o r  
t h e  r e p e a l  o f  s t a t u t e s  c r e a t i n g  t h e  M e d ic a l  I n d e m n it y  C o r p o r a t io n  
o f  A la s k a  ( M IC A ) .

T h e  A s s o c i a t i o n  an d  i t s  m em bers h a v e  f o l lo w e d  f o r  t h e  
p a s t  y e a r  t h e  " t a x "  d e v e lo p m e n ts  r e q u i r i n g  t h e  s t a t u t o r y  
r e s t r u c t u r i n g  o f  M IC A , o r  i t s  s a le  t o  a n o t h e r  in s u r a n c e  c o m p a n y.

H o s p i t a l s  w e re  k e p t  w e l l  in f o r m e d  o n  t h e  t a x  p r o b le m  fa c e d  
b y  M IC A , t h e  o p t io n s  t o  a v o id  t h e  t a x  l i a b i l i t y ,  a n d  t h e  d e c i s i o n  
t o  s e l l  M IC A  t o  a n o n - p r o f i t  p h y s i c ia n  ow ned m u t u a l l i a b i l i t y  
in s u r a n c e  com pany (N O R C A L).

D i r e c t o r  o f  In s u r a n c e  D a v id  W a ls h , d i d  a n  e x c e l l e n t  jo b  o f  
k e e p in g  e v e r y o n e  in f o r m e d  o f  t h e  s a l e ,  a n d  we b e l i e v e  a s o u n d  
d e c is i o n  h a s  b e e n  m ade. T h a t  d e c i s i o n  w i l l  s e e  A la s k a  h e a l t h  
c a r e  p r o v id e r s  h a v e  a c c e s s  t o  c o v e r a g e  t h a t  w i l l ,  i n  t h e  lo n g  
r u n ,  b e b e t t e r  c o v e r a g e  a t  l e s s  c o s t  t h a n  M IC A .

c c : M e m b e rs, H o u s e  J u d i c i a r y  C o m m itte e
R e p r e s e n t a t iv e  G r u e n b e rg  
R e p r e s e n t a t iv e  E l l i s  
R e p r e s e n t a t iv e  P a r n e l l  
R e p r e s e n t a t iv e  H a n le y  
R e p r e s e n t a t iv e  M a r t in  
R e p r e s e n t a t iv e  M i l l e r ,  M.W .

319 Seward Stoeet #11 • Juneau, AK 99801 • (907) 586-1790 • Fax (907) 463-3573

S i n c e r e l y ,

H a r la n  R . K n u d so n  
P r e s id e n t /C E O
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CS FOR HOUSE BILL NO. 238 (JUDICIARY)

IN THE LEGISLATURE OF THE STATE OF ALASKA 

SEVENTEENTH LEGISLATURE - FIRST SESSION 

BY THE HOUSE JUDICIARY COMMITTEE

Offered:
Referred:

Sponsors): HOUSE LABOR & C O M M E R C E  COMMITTEE

A BILL 

FOR AN ACT ENTITLED

1 "An Act relating to the office of state medical malpractice insurance and to the Medical

2 Indemnity Corporation of Alaska; and providing for an effective date."

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

4 * Section 1. AS 09.55.548(a) is amended to read:

W O R K  D R A F T  W O R K  D R A F T  W O R K  D R A F T

5 (a) Damages shall be awarded in accordance with principles of the common law. The

6 fact finder in a malpractice action shall render any award for damages by category of loss. The

7 court may enter a judgement that future damages be paid in whole or in part by periodic

8 payments rather than by a lump-sum payment; the judgment shall include, if necessary, other

9 provisions to assure that funds are available as periodic payments become due. Insurance from

10 an authorized insurer as defined in AS 21.90.900 [OR FROM THE MEDICAL INDEMNITY

11 CORPORATION OF ALASKA] is sufficient assurance that funds will be available. Any part

12 of the award that [WHICH] is paid on a periodic basis shall be adjusted annually according to

13 changes in the consumer price index in the community where the claimant resides. In this

14 subsection, future damages includes damages for future medical treatment, care or custody, loss
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1 of future earnings, or loss of bodily function of the claimant.

2 * Sec. 2. AS 09.55.548(a) is repealed and reenacted to read:

3 (a) Damages shall be awarded in accordance with principles of the common law. The

4 fact finder in a malpractice action shall render any award for damages by category of loss. The

5 court may enter a judgement that future damages be paid in whole or in part by periodic

6 payments rather than by a lump-sum payment; the judgment shall include, if necessary, other

7 provisions to assure that funds are available as periodic payments become due. Insurance from

8 an authorized insurer as defined in AS 21.90.900 or from the office of state medical malpractice

9 insurance is sufficient assurance that funds will be available. Any part of the award that is paid

10 on a periodic basis shall be adjusted annually according to changes in the consumer price index

11 in the community where the claimant resides. In this subsection, future damages includes

12 damages for future medical treatment, care or custody, loss of future earnings, or loss of bodily

13 function of the claimant

14 * Sec. 3. AS 09.55.560 is amended to read:

15 Sec. 09.55.560. DEFINITIONS. In AS 09.55.530 - 09.55.560,

16 (1) "health care provider" means an acupuncturist licensed under AS 08.06; an

17 audiologist licensed under AS 08.11; a chiropractor licensed under AS 08.20; a dental hygienist

18 licensed under AS 08.32; a dentist licensed under AS 08.36; a nurse licensed under AS 08.68;

19 a dispensing optician licensed under AS 08.71; a naturopath licensed under AS 08.45; an

20 optometrist licensed under AS 08.72; a pharmacist licensed under AS 08.80; a physical therapist

21 or occupational therapist licensed under AS 08.84; a physician licensed under AS 08.64; a

22 podiatrist; a psychologist and a psychological associate licensed under AS 08.86; and a hospital

23 as defined in AS 18.20.130, including a govemmentally owned or operated hospital; [A

24 CORPORATE ENTITY COVERED UNDER AS 21.88.050(b)(l 1);] and an employee of a health

25 care provider acting within the course and scope of employment;

26 (2) "board" means an arbitration board established under AS 09.55.535;

27 (3) "panel" means an expert advisory panel established under AS 09.55.536.

28 * Sec. 4. AS 18.20.075(a) is amended to read:

29 (a) To be eligible for a license, each hospital shall have in operation an internal risk

30 management program th a t [WHICH] shall

31 (1) investigate the frequency and causes o f incidents in hospitals that cause injury

W O R K  D R A F T  W O R K  D R A F T  W O R K  D R A F T
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1 to patients;

2 (2) develop and implement measures to minimize the risk of injury to patients;

3 in developing these measures each hospital shall take into account recommendations of its

4 medical staff, [THE MEDICAL INDEMNITY CORPORATION OF ALASKA,] private

5 underwriters, industry standards, experience of other hospitals, and recommendations of licensing

6 boards of other health care providers; and

7 (3) analyze patient grievances that relate to patient care.

8 * Sec. 5. AS 18.20.075(a) is repealed and reenacted to read:

9 (a) To be eligible for a license, each hospital shall have in operation an internal risk

10 management program that shall

11 (1) investigate the frequency and causes of incidents in hospitals that cause injury

12 to patients;

13 (2) develop and implement measures to minimize the risk of injury to patients;

14 in developing these measures each hospital shall take into account recommendations of its

15 medical staff, the office of state medical malpractice insurance, private underwriters, industry

16 standards, experience of other hospitals, and recommendations of licensing boards of other health

17 care providers; and

18 (3) analyze patient grievances that relate to patient care.

19 * Sec. 6. AS 18.23.070(3) is amended to read:

20 (3) "health care provider" means an acupuncturist licensed under AS 08.06; a

21 chiropractor licensed under A S  08.20; a dental hygienist licensed under AS 08.32; a dentist

22 licensed under AS 08.36; a nurse licensed under AS 08.68; a dispensing optician licensed under

23 AS 08.71; an optometrist licensed under AS 08.72; a pharmacist licensed under AS 08.80; a

24 physical therapist or occupational therapist licensed under AS 08.84; a physician licensed under

25 AS 08.64; a podiatrist; a psychologist and a psychological associate licensed under AS 08.86; and

26 a hospital as defined in AS 18.20.130, including a govemmentally owned or operated hospital;

27 [A CORPORATE ENTITY COVERED UNDER AS 21.88.050(b)(1);] and an employee of a

28 health care provider acting within the course and scope of employment;

29 * Sec. 7. AS 21.06.080 is amended by adding a new subsection to read:

30 (e) The director shall provide written notice to the legislature if medical malpractice

31 insurance rates increase by 10 percent or more in a 12-month period. The notice required under

WORK DRAFT WORK DRAFT WORK DRAFT
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1 this subsection shall be provided by the 10th day of the next session of the legislature.

2 * Sec. 8. AS 21.78.050 is amended to read:

3 Sec. 21.78.050. GROUNDS FOR LIQUIDATION. The director may apply to the court

4 for an order appointing the director as receiver, if an appointment of the director as receiver is

5 not then in effect, and directing the director to liquidate the business of a domestic insurer or of

6 the United States branch of an alien insurer having trusteed assets in this state, regardless of

7 whether or not there has been a prior order directing the director to rehabilitate the insurer, upon

8 any of the grounds specified in AS 21.78.040, or if the insurer

9 (1) has ceased transacting business for a period of one year, or
10 (2) is an insolvent insurer and has commenced voluntary liquidation or

11 dissolution, or attempts to commence or prosecute an action or proceeding to liquidate its

12 business or affairs, or to dissolve its corporate charter, or to procure the appointment of a

13 receiver, trustee, custodian or sequestrator under any law except this title [; OR

14 (3) IS THE MEDICAL INDEMNITY CORPORATION OF ALASKA, AND THE

15 DIRECTOR HAS ORDERED TERMINATION OF THE BUSINESS OF THE CORPORATION

16 IN ACCORDANCE WITH AS 21.88.055].

17 * Sec. 9. AS 21.78.100(b) is amended to read:

18 (b) The director may apply for and secure an order dissolving the corporate existence of

19 a domestic insurer [, EXCEPT THE MEDICAL INDEMNITY CORPORATION OF ALASKA,]

20 upon the director’s application for an order of liquidation of the insurer or at any time after the

21 order has been granted.

22 * Sec. 10. AS 21.80.180(5) is amended to read:

23 (5) "insolvent insurer" means an insurer

24 (A) authorized to transact insurance in this state, except an assessable

25 reciprocal insurer formed by and insuring only municipalities or nonprofit public utilities,

26 a reciprocal insurer formed under AS 21.75 to provide marine insurance, and a joint

27 insurance arrangement formed under AS 21.76, [AND THE MEDICAL INDEMNITY

28 CORPORATION OF ALASKA,] either at the time the policy was issued or when the

29 insured event occurred, and

30 (B) determined to be insolvent by a court of competent jurisdiction;

31 * Sec. 11. AS 21.88.030 is repealed and reenacted to read:
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1 Sec. 21.88.030. LIABILITY OF A GOVERNOR, OFFICER, OR EMPLOYEE. A

2 governor, officer, or employee or former governor, officer, or employee of the corporation is not

3 liable for civil damages or a criminal fine by reason of the person’s act or omission as a

4 governor, officer, or employee of the corporation, or by reason of the act or omission of the

5 corporation, the board of governors, officers, or employees unless (1) the person acts with actual

6 knowledge that the person was acting outside the scope of the person’s authority, (2) at the time

7 of the act or omission the person was acting or failing to act for a purpose which the person

8 knew was not in the best interests of the corporation, or (3) with respect to a criminal act, the

9 person had actual knowledge or should have known the person’s act was unlawful. If a claim

10 or action is brought against a person entitled to the protection of this section, the claim or action

11 will be defended by the state, except that the person shall reimburse the state for the cost to the

12 state of the person’s defense if the provisions of (1), (2), o. (3) of this section apply to the

13 person.

14 * Sec. 12. AS 21.88.095 is repealed and reenacted to read:

15 Sec. 21.88.095. PREMIUM TAX OFFSET. If the company to which the assets and

16 liabilities of the corporation are transferred does not write premiums for two consecutive years

17 that total less than 35 percent of all premiums written in the state for physicians’ medical

18 malpractice insurance or does not write premiums for one calendar year that total less than 20

19 percent of all premiums written in the state for physicians’ medical malpractice insurance, the

20 company may carry forward and offset against the company’s premium tax liability to the state

21 the amount by which the aggregate claims paid on reinsurance assumed under the transfer

22 exceeds aggregate reserves on the same business established at the date of the transfer of the

23 assets and liabilities of the corporation.

24 * Sec. 13. AS 21.88.900 is repealed and reenacted to read:

25 Sec. 21.88.900. DEFINITION. In this chapter, "corporation" means the Medical

26 Indemnity Corporation of Alaska.

27 * Sec. 14. AS 36.30.015(e) is amended to read:

28 (e) The board of directors of the Alaska Railroad Corporation and the office of state
29 medical malpractice insurance shall adopt procedures to govern the procurement of supplies,

30 services, professional services, and construction. The procedures must be substantially equivalent

31 to the procedures prescribed in this chapter and in regulations adopted under this chapter.
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1 *  Sec. 15. AS 36.30.850(b) is amended by adding a new paragraph to read:

2 (23) contracts of the office of state medical malpractice insurance (AS 44.21.550).

3 * Sec. 16. AS 37.05.146 is amended to read:

4 Sec. 37.05.146. DEFINITION OF PROGRAM RECEIPTS. In AS 37.05.142 - 37.05.146

5 and AS 37.07.080 "program receipts" means fees, charges, income earned on assets, and other

6 state money received by a state agency in connection with the performance of its functions; all

7 program receipts except the following are general fund program receipts:

8 (1) federal receipts;

9 (2) University of Alaska receipts (AS 14.40.491);

10 (3) individual, foundation, or corporation gifts, grants, or bequests that by their

11 terms are restricted to a specific purpose;

12 (4) receipts of the following funds:

13 (A) highway working capital fund (AS 44.68.210);

14 (B) correctional industries fund (AS 33.32.020);

15 (C) loan funds;

16 (D) international airport revenue fund (AS 37.15.430);

17 (E) funds managed by the Alaska State Housing Authority (AS 18.55.020),

18 the Alaska Housing Finance Corporation (AS 18.56.020), [THE MEDICAL INDEMNITY

19 CORPORATION OF ALASKA (AS 21.88.020),] the Alaska Railroad Corporation

20 (AS 42.40.010), the Municipal Bond Bank Authority (AS 44.85.020), or the Alaska

21 Industrial Development and Export Authority (AS 44.88.020);

22 (F) fish and game fund (AS 16.05.100);

23 (G) school fund (AS 43.50.140);

24 (H) training and building fund (AS 23.20.130);

25 (I) retirement funds (AS 14.25, AS 22.25, AS 26.05.222, AS 39.35, and

26 former AS 39.37);

27 (J) permanent fund (art. IX, sec. 15, Alaska Constitution);

28 (K) public school trust (AS 37.14.110);

29 (L) second injury fund (AS 23.30.040);

30 (M) fishermen’s fund (AS 23.35.060);

31 (N) FICA administration fund (AS 39.30.050).
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1 * Sec. 17. AS 44.21 is amended by adding new sections to read:

2 ARTICLE 9. OFFICE OF STATE MEDICAL MALPRACTICE INSURANCE.

3 Sec. 44.21.550. STATE MEDICAL MALPRACTICE INSURANCE OFFICE

4 ESTABLISHED. There is created in the Department of Administration the office of state

5 medical malpractice insurance.

6 Sec. 44.21.560. POWERS AND DUTIES, (a) The office shall

7 (1) in the form approved by the director, issue to all physicians, nurses, and

8 hospitals, who are found to be acceptable risks under standards developed under (5) of this

9 subsection and who pay the premiums for it, a contract or contracts indemnifying physicians,

10 nurses, and hospitals and their employees who are health care providers against loss by reason

11 of liability for covered claims for an act or omission in the delivery of professional health care

12 in this state, and agreeing to tender on behalf of the physicians, nurses, and hospitals and their

13 employees who are health care providers a defense to a covered claim in a proceeding brought

14 under AS 09.55.530 - 09.55.560; the limits of liability for policies issued by the office shall be

15 approved by the director, the contract must cover the costs of a legal defense against but need

16 not indemnify liability for punitive damages arising from a covered claim; at the option of the

17 office, if approved by the director, and for an additional premium, the contract may cover claims

18 against the physician, nurse, or hospital that arise out of professional services performed by the

19 physician, nurse, or hospital for any period before the contract is issued, except that coverage

20 may not be provided for a claim already filed or that the physician, nurse, or hospital had or

21 reasonably should have had notice of at the time the retroactive insurance was purchased;

22 (2) charge a premium for the protection provided by the contracts issued by the

23 office; the premium shall be determined by the commissioner of administration and is subject to

24 the approval of the director,

25 (3) comply with or be subject to AS 21.06.090, 21.06.120,21.06.140, 21.06.160,

26 21.06.250, AS 21.09.180 - 21.09.200,21.09.250, AS 21.12.020, AS 21.18, AS 21.21, AS 21.24,

27 AS 21.27.100, and AS 21.36; and shall be exempt from participation as a member insurer in the

28 Alaska Insurance Guaranty Corporation;

29 (4) carry out the obligations of the contracts issued by the office by defending all

30 covered claims made against insured health care providers and by paying all liabilities that are

31 finally adjudicated against the insured health care provider or that may in the opinion of the
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1 office reasonably be expected to be finally adjudicated against the health care provider to the

2 extent of the contract obligation;

3 (5) establish standards for the acceptability of risks; in establishing these standards

4 the office may exclude an applicant for insurance based on individual risk selection factors, but

5 may not exclude an applicant based only on the classification of the applicant.

6 (b) The office may

7 (1) negotiate for and procure reinsurance from private casualty insurers or

8 reinsurers for any and all liability incurred by contracts issued by it;

9 (2) provide coverage to insureds for other hazards customarily included in medical

10 malpractice insurance policies when there is a finding by the director that this coverage is not

11 available to insureds of the office in the private insurance market at a competitive price;

12 (3) negotiate and become a party to those contracts as are necessary to cany out

13 the purposes of the office,

14 (4) provide risk management advice and services to hospitals;

15 (5) negotiate and become a party to contracts for management services for the

16 office;

17 (6) perform all other acts necessary and proper to carry out the duties of the

18 office;

19 (7) in a form approved by the director and for an additional premium determined

20 under AS 44.21.580, issue endorsements that provide indemnity for claims not yet reported that

21 arise out of professional services rendered during a period of continuous coverage under the

22 originally issued contract, to physicians, nurses, and hospitals who pay the premium for the

23 coverage and who are terminating their original covered claims contract with the office for a

24 period of not less than one year,

25 (8) subject to approval by the director, extend coverage to a person, entity, or

26 facility that renders health care services in the state under the supervision of a physician.

27 Sec. 44.21.570. PLAN OF OPERATION, (a) The office shall prepare and submit to the

28 director for approval a plan of operation that provides for the fair and reasonable administration

29 of the affairs of the office and the discharge of the purposes for which the office is created. The

30 plan and any amendments to it become effective upon the director’s approval. If the office fails

31 to submit a plan of operation or if at a subsequent time the board fails to submit suitable
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1 amendments to the plan, the director shall, after notice and hearing, adopt a plan of operation or

2 amendments that are necessary or advisable to carry out the provisions of AS 44.21.550 -

3 44.21.620. Adoption of the plan is not subject to the Administrative Procedure Act (AS 44.62).

4 (b) The plan of operation must

5 (1) establish the procedures by which all the powers and duties of the office

6 specified in AS 44.21.560 shall be performed;

7 (2) establish procedures for handling assets and discharging liabilities;

8 (3) establish procedures for records to be kept of all financial transactions of the

9 office;

10 (4) establish the procedures for awarding contracts to carry out the provisions of

11 AS 44.21.550 - 44.21.620;

12 (5) establish the procedures for issuing contracts of insurance as provided in

13 AS 44.21.560 and for the determination of rates;

14 (6) contain additional provisions necessary for the execution of the powers and

15 duties of the office.

16 Sec. 44.21.580. RATES. The rates and rating plans used by the office for the policies

17 issued shall be determined by license category of health care providers subject to the following:

18 (1) a minimum rate may be set for each category of health care provider,

19 discipline, or classification within the license category;

20 (2) rates

21 (A) may not be excessive; rates are excessive if, after a period of time and

22 with respect to an amount of gross premium that is actuarially credible, the premiums

23 exceed losses incurred by the office, including losses paid, reserves for covered claims

24 reported and unpaid, reserves for covered claims incurred during the policy period and

25 not reported, and reasonable expenses for the operation of the office;

26 (B) may not be inadequate; rates are inadequate if, based on available

27 actuarial data, the premiums to be paid by the health care providers are or may reasonably

28 be expected to be insufficient to pay for losses incurred by the office, including covered

29 claims paid, reserves for covered claims reported and unpaid, reserves for covered claims

30 incurred during the policy period and not reported, and reasonable expenses for the

31 operation of the office;
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1 (C) may not be unfairly discriminatory;

2 (D) shall be adjusted annually;

3 (E) for any policy year shall be calculated to include the adjustment for

4 actual experience of the office as developed for the preceding four policy years;

5 (3) in considering losses to be incurred, changes in the law, national, regional, or

6 local trends in medical negligence awards and other relevant factors may be considered;

7 (4) income from the investment of reserves shall be considered;

8 (5) individual risk underwriting factors shall be considered;

9 (6) disciplines and classifications within the license categories of health care

10 providers shall be considered;

11 (7) amounts sufficient for repayment of loan obligations shall be considered;

12 (8) if the earned premiums of the office for any given year are less than the

13 incurred claims, claim expense, underwriting expense, and reserves for that year, the office may,

14 subject to the prior approval of the director, levy an assessment upon the insureds who held

15 policies during that year, the assessment may be made in periodic installments, shall be made

16 within three years, and may not exceed 150 percent of the insured’s premium for that year; the

17 termination of a policy does not relieve the insured of contingent liability for the insured’s

18 proportionate share of the obligations to the office that accrued while the policy was in force;

19 (9) if the earned premiums of the office for a given year exceed its incurred claim

20 expense, underwriting expense, reserves for that year, and provision for repayment of a loan, the

21 office may, subject to the prior approval of the director, apportion and pay or credit its insureds

22 who held policies during that year, a payment or credit shall be proportionate to the insured’s

23 earned premium for that year,

24 (10) upon application by a person, the director may issue a certificate authorizing

25 the office to extinguish all or a portion of an assessment levied, or that could be levied, under

26 (8) of this section for all insureds with policies in force when the certificate is issued, and to omit

27 provisions levying an assessment under (8) of this section in all policies delivered or issued for

28 delivery after the certificate is issued if the director determines that there is a sound actuarial

29 basis for the extinguishment; the director may at any time revoke the certificate; a policy in force

30 at the time of revocation is not subject to the revocation of the certificate for the remainder of

31 the period for which the premium has been paid, but after revocation a policy may not be issued
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1 or renewed without providing for an assessment of the insured.

2 Sec. 44.21.590. MEDICAL MALPRACTICE INSURANCE FUND. The medical

3 malpractice insurance fund is established as a separate account in the general fund. The fund

4 shall be administered by the office and used to purchase or provide medical malpractice insurance

5 under AS 44.21.560. The fund consists of appropriations by the legislature and private grants

6 or contributions.

7 Sec. 44.21.600. PREMIUM TAX EXEMPTION. The office is exempt from the payment

8 of premium taxes imposed by the state.

9 Sec. 44.21.610. TERMINATION OF OFFICE. If the office is eliminated, the assets of

10 the office shall revert to the state.

11 Sec. 44.21.620. DEFINITIONS. In AS 44.21.550 - 44.21.620,

12 (1) "acupuncturist" means a person licensed under AS 08.06;

13 (2) "chiropractor" means a person licensed under AS 08.20;

14 (3) "continuous coverage" means one or more successive policy periods that is

15 uninterrupted by cancellation or failure to renew for any reason;

16 (4) "covered claim" means

17 (A) a claim by an injured patient reported to the office during the period

18 of continuous coverage by the office of the insured health care provider for an act or

19 omission in the delivery of health care services; and

20 (B) additional claims as defined in the policy, with the prior approval of

21 the director, and that are reported within specified periods after the expiration of the

22 policy;

23 (5) "dental hygienist" means a person licensed under AS 08.32;

24 (6) "dentist" means a person licensed under AS 08.36;

25 (7) "director" means the director of the division of insurance;

26 (8) "dispensing optician" means a person licensed under AS 08.71;

27 (9) "health care provider" means an acupuncturist licensed under AS 08.06; an

28 audiologist licensed under AS 08.11; a chiropractor licensed under AS 08.20; a dental hygienist

29 licensed under AS 08.32; a dentist licensed under AS 08.36; a nurse licensed under AS 08.68;

30 a dispensing optician licensed under AS 08.71; an optometrist licensed under AS 08.72; a

31 pharmacist licensed under AS 08.80; a physical therapist or occupational therapist licensed under

W O R K  D R A F T  W O R K  D R A F T  W O R K  D R A F T

-11-
New T e x t  U n d e r l i n e d  IDELETED TEXT BRACKETED]

C S H B  238(JUD)



1 AS 08.84; a physician licensed under AS 08.64; a podiatrist; a psychologist and a psychological

2 associate licensed under AS 08.86; a hospital as defined in AS 18.20.130, including a

3 govemmentally owned or operated hospital; an employee of a health care provider acting within

4 the course and scope of employment;

5 (10) "hospital" means an institution licensed under AS 18.20;

6 (11) "nurse" means a person licensed under AS 08.68;

7 (12) "occupational therapist" means a person licensed under AS 08.84;

8 (13) "office" means the office of state medical malpractice insurance created under

9 AS 44.21.010;

10 (14) "optometrist" means a person licensed under AS 08.72;

11 (15) "pharmacist" means a person licensed under AS 08.80;

12 (16) "physical therapist" means a person licensed under AS 08.84;

13 (17) "physician" means a person licensed under AS 08.64;

14 (18) "psychologist" and "psychological associate" mean a person licensed under

15 AS 08.86.

16 * Sec. 18. AS 21.88.010, 21.88.020, 21.88.040, 21.88.050, 21.88.055, 21.88.060, 21.88.070,

17 21.88.080, 21.88.090, and 21.88.210 are repealed.

18 * Sec. 19. Sections 2, 5, 14, 15, and 17 of this Act take effect July 1, 1993.

19 * Sec. 20. Sections 1, 3, 4, 6 - 13, 16, and 18 of this Act take effect January 1, 1992.
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FAX: (907) 456-1317
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PHONE: (907) 465-3600 
FAX: (907) 463-5295

R e : HB 2 4 0 , U n c la im e d  P r o p e r t y

D e a r  R e p . D o n le y :

I  w o u ld  l i k e  t o  r e q u e s t  t h a t  y o u  s c h e d u le  a h e a r in g  f o r  
HB 2 4 0 , w h ic h  p r o p o s e s  a m in o r  am endm ent t o  t h e  A la s k a  U n c la im e d  
P r o p e r t y  A c t .

A p p r o x im a t e ly  tw o  y e a r s  a g o , D e la w a r e  s u e d  New Y o r k  i n  an 
o r i g i n a l  a c t i o n  i n  t h e  U n i t e d  S t a t e s  Suprem e C o u r t  o v e r  t h e
a p p r o p r i a t e  t r e a t m e n t  o f  d iv id e n d s  a n d  o t h e r  p a y m e n ts  on s t o c k s  and  
b o n d s  h e ld  b y  New Y o r k  b r o k e r a g e  h o u s e s , w h e re  t h e  r i g h t f u l  o w n e r 
o f  t h e  p a y m e n t i s  u n k n o w n . F o r t y - f o u r  o t h e r  s t a t e s ,  i n c l u d i n g  
A la s k a ,  a n d  t h e  D i s t r i c t  o f  C o lu m b ia  h a v e  in t e r v e n e d  i n  t h e  a c t i o n .  
O u r p o s i t i o n ,  s u p p o r t e d  b y  38 s t a t e s ,  i s  t h a t  t h e s e  u n c la im e d  fu n d s  
s h o u ld  b e  r e t u r n e d  t o  t h e  s t a t e  o f  t h e  i s s u e r  o f  t h e  b o n d s  ( i n  m o s t 
c a s e s  a s t a t e  a g e n c y  o r  m u n i c i p a l i t y ) , o r  o f  i n c o r p o r a t i o n  f o r  
p r i v a t e  c o r p o r a t io n s ,  a n d  t h a t  t h e  b r o k e r a g e  h o u s e s  a r e  s im p ly  
i n t e r m e d i a r i e s  t h a t  h a v e  n o  l e g i t i m a t e  p o s s e s s o r y  i n t e r e s t  i n  t h e  
m o n e y . New ¥ o r k  a r g u e s  t h a t  t h e  fu n d s  a r e  h e ld  b y  b r o k e r a g e  h o u s e s  
i n  New Y o r k  a n d  t h e r e f o r e  s h o u ld  " e s c h e a t "  t o  New Y o r k .

T h e  p u r p o s e  o f  t h i s  l e g i s l a t i o n  i s  t o  am end t h e  A la s k a  
U n c la im e d  P r o p e r t y  A c t  t o  c l e a r l y  p r o v id e  t h a t  A la s k a  h a s  t h e
a u t h o r i t y  t o  r e c o v e r  a n y  m oney i t  w in s  i n  t h e  l i t i g a t i o n .
O t h e r w is e ,  e v e n  i f  A la s k a  i s  s u c c e s s f u l  i n  i t s  a rg u m e n t i n  t h e
S up rem e C o u r t ,  A l a s k a 's  c u r r e n t  A c t  may n o t  p e r m it  u s  t o  r e c e iv e  
t h e  f u n d s ,  t h e r e b y  p e r m i t t i n g  th e m  t o  e s c h e a t  t o  New Y o r k  d e s p i t e  
t h e  c o u r t ' s  r u l i n g .

A lt h o u g h  t h i s  i s  n o t  a p a r t i c u l a r l y  h i g h - p r o f i l e  is s u e ,
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T h a n k  y o u  f o r  y o u r  c o n s i d e r a t io n  o f  t h i s  r e q u e s t .
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ATTORNEY GENERAL
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E x p l a n a t i o n  o f  P r o p o s e d  A m endm ent t o  
A la s k a  U n c la im e d  P r o p e r t y  S t a t u t e  

P r o v i d i n g  f o r  R e c o v e r y  o f  U n c la im e d  P r o p e r t y

1 . T h e  Am endm ent i s  n e c e s s a r y  t o  p e r m it  t h e  S t a t e  t o  

r e c o v e r  t h e  u n c la im e d  p r o p e r t y  a t  is s u e  i n  D e la w a r e  v .  New Y o r k , 

N o . I l l  O r i g i n a l ,  p e n d in g  b e f o r e  t h e  U n i t e d  S t a t e s  S up rem e C o u r t .

2 . A lt h o u g h  c u r r e n t  S t a t e  la w  may c o v e r  d iv i d e n d s ,  

i n t e r e s t  a n d  s i m i l a r  p r o p e r t y  a t  is s u e  i n  t h e  l i t i g a t i o n ,  i t  d o e s  

n o t  p e r m it  r e c o v e r y  fr o m  m o s t  o u t - o f - s t a t e  h o ld e r s  w hen s u c h  h o l d ­

e r s  d id  n o t  o r i g i n a t e  t h e  u n c la im e d  fu n d s  a n d  a r e  m e r e ly  

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

3 . T h e  am endm ent i s  l i m i t e d  t o  c ir c u m s t a n c e s  w h e re  t h e  

a d d r e s s  o f  t h e  u n c la im e d  p r o p e r t y  o w n e r i s  u n k n o w n .

4 .  T h e  am endm ent a p p l i e s  o n l y  t o  p r o p e r t y  a n d  s i t u a t i o n s  

n o t  o t h e r w is e  c o v e r e d  b y  e x i s t i n g  S t a t e  la w .

5 . (a )  T h e  d o rm a n c y  p e r io d  i s  t h r e e  y e a r s  b e c a u s e  t h e  

New Y o r k  d o rm a n c y  p e r io d  i s  t h r e e  y e a r s .  I f  t h i s  becom es a 

p r o b le m  w i t h  t h e  l e g i s l a t u r e ,  t h e  l i t i g a t i o n  w i l l  n o t  b e  

u n d e r m in e d  b y  m o d i f y i n g  t h e  t h r e e  y e a r  d o rm a n c y  p e r io d  t o  c o n fo r m  

t o  t h e  t r a d i t i o n a l  S t a t e  d o r m a n c y  p e r i o d .

(b )  I n  c ir c u m s t a n c e s  w h e re  t h e  same p r o p e r t y  w o u ld  

b e  c o v e r e d  b o t h  b y  e x i s t i n g  la w  a n d  t h i s  A m endm ent, and  t h e r e  a r e  

d i f f e r e n t  d o rm a n c y  p e r io d s ,  e x i s t i n g  la w  c o n t r o l s .

6. T h e  Am endm ent a p p l i e s  t o  p r o p e r t y  h e ld  a t  t h e  d a t e  o f  

e n a c tm e n t,  i r r e s p e c t i v e  o f  w h e n  t h e  p r o p e r t y  becam e a b a n d o n e d , a s  

w e l l  a s  t o  p r o p e r t y  b e c o m in g  a b a n d o n e d  a f t e r  e n a c tm e n t.

N ovem be r 2 9 ,  1 9 9 0
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P a t t y  S m ith
U n c la im e d  P r o p e r t y  A d m i n i s t r a t o r  
In c o m e  & E x c is e  A u d i t  D i v i s i o n  
D e p a r tm e n t o f  R e v e n u e  
P . O .  B ox SA
J u n e a u , A la s k a  9 9 8 1 1 -0 4 0 0

R e : D e la w a r e  v .  New Y o r k ,  N o. I l l  O r i g i n a l :
Am endm ent o f  A la s k a  U n c la im e d  P r o p e r t y  A c t

D e a r  M s. S m it h :

I n  c o n n e c t io n  w i t h  o u r  r e p r e s e n t a t i o n  o f  A la s k a  i n  
D e la w a r e  v .  New Y o r k , we h a v e  u n d e r t a k e n  a r e v ie w  o f  A l a s k a 's  
u n c la im e d  p r o p e r t y  s t a t u t e  i n  l i g h t  o f  t h e  d e f e n s e s  r a i s e d  an d  
l e g a l  p o s i t i o n s  t a k e n  b y  t h e  v a r i o u s  p a r t i e s  i n  t h e  c a s e . We h a v e  
c o n c lu d e d  t h a t  t h e  s t a t u t e  s h o u ld  b e  am ended t o  e n s u r e  t h a t  A la s k a  
w i l l  b e  a u t h o r iz e d  t o  r e c o v e r  a l l  o f  t h e  p r o p e r t y  t o  w h ic h  i t  i s  
e n t i t l e d .

A la s k a  and t h i r t y - s e v e n  o t h e r  S t a t e s  c o n t e n d  t h a t  w hen t h e  
l a s t  know n a d d r e s s  o f  t h e  o w n e r o f  u n c la im e d  d iv i d e n d s  o r  i n t e r e s t  
p a y m e n ts  i s  u n k n o w n , t h e  p r o p e r t y  i s  s u b je c t  t o  t h e  c u s t o d y  o f  t h e  
S t a t e  w h ic h  is s u e d  t h e  u n d e r l y i n g  s e c u r i t y ,  t h e  S t a t e  i n  w h ic h  a 
p o l i t i c a l  s u b d i v i s i o n  is s u e d  t h e  u n d e r l y in g  s e c u r i t y ,  o r  t h e  S t a t e  
i n  w h ic h  t h e  c o r p o r a t io n  w h ic h  is s u e d  t h e  u n d e r l y i n g  s e c u r i t y  i s  
in c o r p o r a t e d .  A la s k a  and  t h i r t y - s e v e n  S t a t e s  r e j e c t  t h e  
c o n t e n t io n  o f  D e la w a r e  t h a t  100% o f  t h e  fu n d s  b e lo n g s  t c  t h e  S t a t e  
o f  i n c o r p o r a t i o n  o f  t h e  b r o k e r a g e  f i r m  o r  o t h e r  i n t e r m e d i a r y  w h ic h  
i s  m e r e ly  h o ld in g  d iv i d e n d  o r  i n t e r e s t  p a y m e n ts , t h e  c o n t e n t io n  o f  
New Y o r k  t h a t  100% o f  t h e  p r o p e r t y  b e lo n g s  t o  New Y o r k  b e c a u s e  
m o s t o f  t h e  b r o k e r a g e  f i r m s  a r e  h e a d q u a r te r e d  i n  New Y o r k ,  a n d  t h e  
c o n t e n t io n s  o f  C a l i f o r n i a ,  f i v e  o t h e r  S t a t e s  a n d  t h e  D i s t r i c t  o f  
C o lu m b ia  t h a t  t h e  S uprem e C o u r t 's  p r i o r  d e c is i o n s  s h o u ld  b e 
d is c a r d e d  i n  f a v o r  o f  some c o n t r i v e d  " c o m m e r c ia l a c t i v i t y "  
f o r m u la .

A lt h o u g h  S e c t io n s  3 4 . 4 5 . 1 1 0 ,  3 4 . 4 5 . 1 2 0 ,  a n d  3 4 . 4 5 . 2 0 0  o f  
t h e  A la s k a  s t a t u t e  c o v e r  u n c la im e d  d iv id e n d s  a n d  i n t e r e s t ,  t h e
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s t a t u t e  a u t h o r iz e s  r e c o v e r y  o f  u n c la im e d  d i v i d e n d s  a n d  i n t e r e s t  
o n l y  i n  c ir c u m s ta n c e s  i n  w h ic h  t h e  h o ld e r  o f  t h e  d iv id e n d s  an d  
i n t e r e s t  i s  d o m ic i le d  ( i n c o r p o r a t e d )  i n  A la s k a .  B e c a u s e  o u r  
l i t i g a t i o n  in v o lv e s  b r o k e r a g e  f i r m s  in c o r p o r a t e d  i n  D e la w a r e  (a n d  
t h e r e f o r e  n o t  d o m ic i le d  i n  A la s k a )  w h ic h  a r e  h o l d i n g  t h e  d iv id e n d s  
a n d  i n t e r e s t ,  th e  A la s k a  s t a t u t e  n e e d s  t o  b e  a m e n d e d  t o  a u t h o r iz e  
r e c o v e r y  o f  d iv id e n d s  a n d  i n t e r e s t  h e ld  b y  n o n - d o m i c i l i a r i e s  o f  
A la s k a ,  p r o v id e d  t h a t  t h e  i s s u e r  o f  t h e  u n d e r l y i n g  s e c u r i t y  i s  
A la s k a ,  a p o l i t i c a l  s u b d i v i s i o n  o f  A la s k a ,  o r  a c o r p o r a t io n  
in c o r p o r a t e d  ( d o m ic i le d )  i n  A la s k a .  S e c t io n  (a )  o f  o u r  p ro p o s e d  
am endm ent p r o v id e s  t h i s  n e c e s s a r y  m o d i f i c a t i o n .

S e c t io n  (b ) o f  o u r  p r o p o s e d  am en dm en t e n s u r e s  t h a t  t h e  
am endm ent a p p l ie s  o n ly  t o  p r o p e r t y  n o t  o t h e r w i s e  c o v e r e d  b y  t h e  
A la s k a  s t a t u t e ,  and i s  n e c e s s a r y  f o r  t h e  r a r e  c a s e  w h e re  a 
b r o k e r a g e  f i r m  in c o r p o r a t e d  i n  A la s k a  i s  t h e  h o l d e r  o f  t h e  
u n c la im e d  p r o p e r t y .

S e c t io n  (c ) o f  o u r  p r o p o s e d  am endm ent p r o v id e s  t h a t  t h e  
am endm ent a ls o  a p p l ie s  t o  p r o p e r t y  t h a t  becam e a b a n d o n e d  p r i o r  t o  
e n a c tm e n t.  T h is  p r o v i s i o n  i s  n e c e s s a r y  t o  c o v e r  p r o p e r t y  
u n l a w f u l l y  ta k e n  b y  New Y o r k  i n  p a s t  y e a r s .

As y o u  a ls o  w i l l  n o t e ,  t h e  am endm ent s h o r t e n s  t h e  d o rm a n c y 
p e r io d  f o r  u n c la im e d  p r o p e r t y  c o v e r e d  b y  t h e  p r o p o s e d  s e c t io n  t o  
t h r e e  y e a r s .  T h is  p r o v i s i o n  i s  im p o r t a n t  b e c a u s e  t h e  d o rm an cy 
p e r io d  o f  New Y o r k  i s  t h r e e  y e a r s .  A lo n g e r  d o rm a n c y  p e r io d  f o r  
A la s k a  w o u ld  a l lo w  New Y o r k  t o  r e t a i n  c u s t o d y  o f  t h e  p r o p e r t y  f o r  
s e v e r a l  y e a r s  a f t e r  ju d g m e n t .  A lt h o u g h  t h e  d i s p a r i t y  i n  d o rm a n cy 
p e r io d s  w i l l  n o t  p r e v e n t  A la s k a  fr o m  e v e n t u a l l y  o b t a i n i n g  t h e  
u n c la im e d  p r o p e r t y ,  we recom m end a d o p t io n  o f  t h e  t h r e e  y e a r  
d o rm a n c y  p e r io d .

C o p ie s  o f  t h e  recom m ended am endm ent a n d  a n  e x p la n a t io n  o f  
t h e  am endm ent a re  e n c lo s e d  f o r  y o u r  c o n v e n ie n c e .  We a ls o  a r e  
p r o v i d i n g  t h e  m a t e r i a ls  t o  A t t o r n e y  G e n e r a l D o u g la s  B . B a i l y .  
B e c a u s e  o f  t h e  s e n s i t i v e  n a t u r e  o f  t h i s  a m e n d m e n t t o  t h e  p e n d in g  
l i t i g a t i o n ,  p le a s e  t r y  t o  l i m i t  p u b l i c i t y  a n d  d is c u s s io n  w i t h  
o t h e r  S t a t e s .

D u r in g  t h e  m o s t r e c e n t  l e g i s l a t i v e  s e s s i o n ,  n in e  s t a t e s  
a d o p te d  o u r  p ro p o s e d  am endm ent i n t o  la w . We e x p e c t  a l l  o f  o u r  
c l i e n t s  t o  a d o p t t h i s  am endm ent i n  t h e  n e x t  l e g i s l a t i v e  s e s s io n .
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P le a s e  c a l l  me i f  y o u  h a v e  a n y  q u e s t io n s ,  o r  i f  y o u  b e l i e v e  i t  
w o u ld  b e  h e l p f u l  f o r  me t o  c o m m u n ic a te  w i t h  a n y  o f  y o u r  
l e g i s l a t i v e  o r  e x e c u t iv e  b r a n c h  o f f i c i a l s .

V e r y  t r u l y  y o u r s ,

B N s f g d
E n c lo s u r e
c c : H o n . D o u g la s  B. B a i l y
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HB 240 
F IS C A L  NOTE A N A LYSIS  

DEPARTMENT OF REVENUE

HB 240 would add a new s e c t i o n  to  AS 3 4 .4 5  p e r t a i n i n g  t o  I n t a n g i b l e  
p r o p e r t y  s u b j e c t  t o  the  s t a t e  u n c la im e d  p r o p e r t y  p r o v i s i o n s .  P u r s u a n t  t o  the 
l e g i s l a t i o n  a l l  I n t a n g i b l e  p r o p e r t y  h e ld  by p e rs o n s  lo c a t e d  b o th  w i t h i n  and 
o u t s i d e  A la s k a  would be presumed abandoned and deemed t o  c o n s t i t u t e  u n c la im e d  
p r o p e r t y  s u b j e c t  t o  A la s k a  c u s t o d y  I f :

1 .  th e  a d d re s s  o f  the  owner 1s unknown,
2 .  the owner has not c la im e d  the p r o p e r t y  w i t h i n  3 y e a r s ,  and
3 .  the I s s u e r  o f  th e  p r o p e r t y  I s  t h i s  s t a t e ,  a su d 1 v 1 s 1 o n  o f  t h i s  s t a t e ,  

o r  a p e rs o n  I n c o r p o r a t e d ,  o r g a n iz e d  o r  c r e a t e d  1n t h i s  s t a t e .

T h i s  s e c t i o n  would not a p p ly  t o  p r o p e r t y  o t h e r w is e  s u b j e c t  t o  A l a s k a  c u s t o d y  
under a n o th e r  s e c t io n  o f  the  u n c la im e d  p r o p e r t y  law t h a t  p r o v i d e s  f o r  a 
dorm ancy p e r io d  d i f f e r e n t  fro m  th e  th r e e  y e a r  p e r io d  e s t a b l i s h e d  1n the b i l l .  
The l e g i s l a t i o n  would a l s o  a p p ly  t o  p r o p e r t y  t h a t  1s c o n s i d e r e d  abandoned 
p r i o r  t o  the  e f f e c t i v e  date  o f  th e  a c t  b u t  s t i l l  1n the p o s s e s s i o n  o f  a h o ld e r  
on the  e f f e c t i v e  d a t e .

The Uncla im ed P r o p e r t y  A c t  p r o v i s i o n s  (A S  3 4 .4 5 )  c u r r e n t l y  c o v e r  
I n t a n g i b l e  p r o p e r t y .  However, 1n th o se  s i t u a t i o n s  where th e  a d d r e s s  o f  the 
owner I s  unknown, the p r o v i s i o n s  may o n l y  a u t h o r i z e  r e c o v e r y  where the h o ld e r  
o f  th e  p r o p e r t y  1s d o m ic i le d  o r  In c o r p o r a t e d  In  th e  s t a t e .  I t  1s o u r  
u n d e r s t a n d in g  t h a t  the l e g i s l a t i o n  I s  In te n d e d  t o  e x te n d  th e  U n c la im e d  
P r o p e r t y  A c t  to  b ro k e ra g e  f i r m s  l o c a t e d  o u t s id e  A l a s k a  t h a t  h o ld  d iv i d e n d s  and 
I n t e r e s t  a t t r i b u t a b l e  to  s e c u r i t i e s  I s s u e d  by A l a s k a  o r  A l a s k a  c o r p o r a t i o n s .

A l a s k a ,  a lo n g  w ith  37 o t h e r  s t a t e s ,  con te n d s t h a t  when th e  l a s t  known 
a d d r e s s  o f  the owner o f  u n c la im e d  p r o p e r t y  1s unknown, th e  p r o p e r t y  s h o u ld  be 
s u b j e c t  to  the c u s t o d y  o f  th e  s t a t e  from  w hich the s e c u r i t y  was I s s u e d  
D e la w a re  a s s e r t s  the  p r o p e r t y  1s s u b j e c t  t o  the c u s t o d y  o f  th e  s t a t e  o f
In c o r p o r a t i o n  o f  the  h o ld e r .  New Y o r k  a s s e r t s  the  p r o p e r t y  1s s u b j e c t  t o  the
c u s t o d y  o f  the s t a t e  o f  the h o l d e r ' s  h e a d q u a r t e r s .  C a l i f o r n i a ,  th e  D i s t r i c t  
o f  C o lu m b ia ,  and the  r e m a in in g  f i v e  s t a t e s  a s s e r t  the  p r o p e r t y  I s  s u b j e c t  t o
th e  c u s t o d y  o f  the  s t a t e  based on the  h o l d e r ' s  com m ercia l a c t i v i t y .  The 
d i s p u t e  I s  p r e s e n t l y  b e fo re  th e  U n it e d  S t a t e s  Supreme C o u r t  In  D e law are  v .  New 
Y o r k  and th e  l e g i s l a t i o n  I s  d e s ig n e d  t o  e n su re  t h a t  A l a s k a  w i l l  be In  a 
p o s i t i o n  t o  r e c o v e r  any p r o p e r t y  1n th e  e v e n t  o f  a f a v o r a b l e  d e c i s i o n .

A ssu m in g  the f a v o r a b l e  d e c i s i o n  by the C o u r t ,  the  l e g i s l a t i o n  would b r i n g  
In  a d d i t i o n a l  re v e n u e s .  How ever, the d epartm en t c a n n o t  a t  t h i s  t im e  make any 
r e a s o n a b le  e s t im a t e  o f  the e x t e n t  o f  th o se  re v e n u e s .
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Date Referred: April 3, 1991

F ^ U S E  C O M M I T T E E  R E P O F

FURTHER REFERRALS: Finance

Date o f Committee Action:

The JUD IC IAR Y  Committee considered:

HOUSE B IL L  NO. 240

"An Act relating to unclaimed property."

HB 240

U N C LA IM E D  IN TA N G IB LE  PROPERTY

RECOMMENDATIONS: 
be replaced w ith______
[ ] have attached amendments(s) 
IX] do pass 
[ J do not pass 
[ ] no recommendations 
[ ] individual recommendations 
[ ] additional refeital to the____

[ ] the same title 
_M a new title

Committee

ADOPTS: letter of Intent

DP OTHER RECOMMENDATIONS

ATTACHES NEW FISCAL NOTE(s): (Dept)

[ ] fiscal impact________________________

APPROVES PREVIOUS:

[ ] fiscal note(s)__________________________

0<] zero fiscal note(s) > Q p  R PC s

CHAIRMAN'S SIGNATURE
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Date Referred: March 27, 1991 FURTHER REFERRALS:

Date of Committee Action: zA. —  /

The LABOR AND COMMERCE Committee considered:
i

HOUSE BILL NO. 240

"An Act relating to unclaimed property."

{ ju d ic ia ry ^ )
Finance

HB 240

UNCLAIMED INTANGIBLE PROPERTY

RECOMMENDATIONS: 
be replaced with_______

[ ] the same title 
-L 1 a new title

[ ] have attached amendments(s)
[ ] do pass
[ ] do not pass
[ ] no recommendations
fyQ individual recommendations
[ ] additional referral to the____ Committee

ADOPTS: letter of Intent

ATTACHES NEW FISCAL NOTE(s):

[ ] fiscal impact__________________

(Dtp*) APPROVES PREVIOUS:

[ ] fiscal note(s)______

(Dept/Due)
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Date Referred: March 27, 1991 FURTHER REFERRALS:

Date of Committee Action: v  - x  a ;

The LABOR AND COMMERCE Committee considered:

HOUSE BILL NO. 240

"An Act relating to unclaimed property."

I

Judiciary
Finance”

HB 240

UNCLAIMED INTANGIBLE PROPERTY

RECOMMENDATIONS: 
be replaced w ith_______

[ ] the same title 
.1 ] a new title

[ ] have attached amendments(s)
[ ] do pass 
[ ] do not pass 
[ ] no recommendations 
I individual recommendations 
[ ] additional referral to the____ Committee

ADOPTS: letter of Intent

ATTACHES NEW FISCAL NOTE(s): ^

[ ] fiscal impact________________________

APPROVES PREVIOUS:

[ ] fiscal note(s)______

^  zero fiscal note VLg, i ê->y [ ] zero fiscal note(s)

(Dept/Dale)
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217 Second Street, Suite 200 "Juneau. Alaska 99801 ■ Tel (907)586-1325. Fax (907)463-5480

May 16, 1991

The Honorable Walter J. Hickel
Governor
State of Alaska
P.O. Box A
Juneau, Alaska 99811 

Dear Governor Hickel:

The Alaska Municipal League has reviewed your community matching capital 
grants and debt retirement fund legislation - SB 140, SB 141, HB 251, HB 
252, and HJR 38. The legislation would directly affect municipalities and
the AML supports some of the concepts contained in the legislation.
However, the AML will need additional time to review the proposals, to 
provide comments or suggest amendments, or to take a formal position. The 
AML Board of Directors also voted to make the review of the concepts 
embodied in these legislative proposals a priority of the Task Force on 
Governmental Roles assuming HCR 17 passes and is adequately funded.

For your information, I have enclosed a copy of some in it ia l comments given 
to the AML Board by the AML Legislative Committee on the matching grant and 
debt fund proposals. I have also enclosed a copy of a letter from the 
Alaska Municipal Management Association (AMMA) regarding SB 141.

The matching grant and debt fund proposals address several AML policies 
outlined in our 1991 Policy Statement. The community matching capital grant 
program coincides with AML’ s support of block grants for a portion of state 
funding of local capital projects {1991 Alaska Municipal League Policy 
Statement, I.A.4). To the extent that i t  would enable decisions regarding 
local capital project priorities to be made at the local level and thus 
allow better coordination and increased efficiency in the use of these 
funds, AML supports the general concept.

AML is quite concerned, however, that this program not be considered, either 
now or in the future, as a replacement for existing programs that fund major 
capital projects, among them schools, water and sewer systems, hospitals, 
harbors and ports, airports, and roads. Because of their magnitude, these 
types of needs cannot, and should not, be addressed by the matching grant 
program your administration has proposed. Nor should such a program be the 
sole source of funds for vital projects in Alaska’ s small cities, which 
would be unable to accumulate enough funds for such projects under the terms 
of this program. There are other concerns and questions raised by the 
proposals.

AML supports the debt retirement fund proposal to the extent i t  addresses 
the state’ s obligation to fund outstanding school debt. As you and your 
administration are aware, the state’ s share of debt incurred by municipal 
governments for the construction of schools under the debt reimbursement 
program in effect until the passage of HB 37 during 1990 amounts to over 
$800 million from FY 1991 through FY 2005. The Alaska Debt Retirement Fund,

Member of the National League of Cities and the National Association of Counties



T A X A T I O N  A N D  F I N A N C E  S U B C O M M I T T E E  R E P O R T  
A P R I L  1 0 - 1 1 ,  1 9 9 1

R E P O R T  O N  P E N D I N G  L E G I S L A T I O N

M e m b e r s  in a t t e n d a n c e :  R a y m o n d  S t o n e y ,  A s s e m b l y  M e m b e r ,  N o r t h w e s t
A r c t i c  B o r o u g h  

K e v i n  W a l k e r ,  C o u n c i l  M e m b e r ,  C i t y  of
K e n a i

C r a i g  D u n c a n ,  T r e a s u r e r ,  C i t y  a n d  B o r o u g h  
o f  J u n e a u

B r i a n  P o r t e r ,  A s s e m b l y  M e m b e r ,
M u n i c i p a l i t y  o f  A n c h o r a g e  

N a t h a n  Ko t c h ,  C o u n c i l  M e m b e r ,  C i t y  of
K o t z e b u e

A l v i n  Hall, D i r e c t o r  o f  A c c o u n t i n g ,
K e t c h i k a n  G a t e w a y  B o r o u g h  

J u d i  S l a j e r ,  C h i e f  F i n a n c i a l  O f ficer,
F a i r b a n k s  N o r t h  S t a r  B o r o u g h

S e n a t e  B i l l s  141 & 142: C a p i t a l  P r o j e c t s  M a t c h i n g  G r a n t s

T h e  S u b c o m m i t t e e  r e v i e w e d  t h e  d a t a  p r e s e n t e d  b y  S h e l b y  S tastny,
D i r e c t o r  o f  M a n a g e m e n t  a n d  B u d g e t ,  a n d  t h e  c o m m e n t s / r e a c t i o n s  of
m e m b e r s  of t h e  L e g i s l a t i v e  C o m m i t t e e .  T h e  S u b c o m m i t t e e  s u p p o r t s
t h e  c o n c e p t  o f  s h a r i n g  t h e  c o s t  o f  c o n s t r u c t i o n  f o r  c e r t a i n  c a p i t a l  
p r o j e c t s  w i t h  t h e  S t a t e  o f  A l a s k a .  T h e  p r e m i s e  t h a t . t h e  c o m m u n i t y  
w h i c h  c o n t r i b u t e s  w i l l  b e  m o r e  r e s p o n s i b l e ,  in b o t h  s e t t i n g  
c o m m u n i t y - w i d e  p r i o r i t i e s  a n d  p r o v i d i n g  o n - g o i n g  o p e r a t i o n s ,  is a 
c o n c e p t  t h a t  is g e n e r a l l y  a c c e p t e d  a s  " g o o d 1'. It is noted, 
h o w e v e r ,  t h a t  t h e s e  f u n d s  s h o u l d  n o t  b e  e x p e c t e d  t o  b e  a 
r e p l a c e m e n t  f u n d i n g  s o u r c e  w i t h  w h i c h  t o  c o n s t r u c t  s t a t e  f a c i l i t i e s  
—  t h o s e  f a c i l i t i e s  f o r  w h i c h  t h e r e  is c l e a r  r e s p o n s i b i l i t y  for the 
s t a t e  t o  c o n s t r u c t  a n d  m a i n t a i n .

In k e e p i n g  w i t h  t h e  A M L  p o l i c y  t o  s u p p o r t  a b l o c k  g r a n t  a p p r o a c h  to 
c a p i t a l  p r o j e c t  funding, it is t h e  o p i n i o n  o f  t h e  S u b c o m m i t t e e  t h a t  
t h e  A M L  s h o u l d  w o r k  w i t h  t h e  L e g i s l a t u r e  t o  s h a p e  t h e s e  b i l l s  so 
t h a t  t h e  p r o g r a m  m e e t s  t h e  c o n c e r n s  r a i s e d  b y  l o c a l  g o v e r n m e n t .  
T h e  f o l l o w i n g  is a l i s t  o f  " p r o s "  a n d  " c o n s "  w h i c h  n e e d  t o  be 
c o n s i d e r e d  in s h a p i n g  t h i s  l e g i s l a t i o n  t o  b e  u s e f u l .

PROS: P r o v i d e s  a n  o p p o r t u n i t y  f o r  l o c a l  g o v e r n m e n t  to l e v e r a g e
l o c a l  a n d  f e d e r a l  d o l l a r s

P r o v i d e s  l o cal c o n t r o l  on h o w  c a p i t a l  f u n d s  a r e  s p e n t

L o c a l  c o m m u n i t i e s  c a n  d e c i d e  p r i o r i t i e s

T a k e s  t h e  e s t a b l i s h m e n t  o f  p r i o r i t i e s  o u t  of t h e  h a n d s  of 
t h e  L e g i s l a t u r e ,  w h i c h  o c c a s i o n a l l y  r e s p o n d s  t o  s p e cial 
i n t e r e s t  p r e s s u r e s
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for c a p a c i t y  to p a y  t h e  l o c a l  m a t c h .  N o  r e c o g n i t i o n  is 
g i v e n  t o  "need", e i t h e r  o n  a r e g i o n a l  o r  s t a t e w i d e  bas i s .

T h e  f o r m u l a  w i l l  a l l o w  c i t i e s  w i t h i n  b o r o u g h s  to r e c e i v e  
t h e  d o llars, a s  w e l l  a s  t h e  b o r o u g h  r e c e i v i n g  t h e  
d o l l a r s .  T h e  b o r o u g h ' s  p o p u l a t i o n  e x c l u d e s  t h e  cities. 
In t h e  real wo r l d ,  t h e  p o p u l a t i o n  o f  t h e  b o r o u g h  d o e s  n o t  
e x c l u d e  t h e  c i t i e s  as  t h e  b o r o u g h s  h a v e  a r e a w i d e  
r e s p o n s i b i l i t i e s ,  e v e n  w i t h i n  t h e  c i t i e s .  T h e r e f o r e ,  t h e  
d i s t r i b u t i o n  of  f u n d s  w i t h i n  a b o r o u g h  m a y  n o t  b e  
e q u i t a b l e .  T h i s  i n e q u i t a b l e  d i s t r i b u t i o n  m a y  b e  a f a c t o r  
in d i s c o u r a g i n g  c o o p e r a t i o n  a m o n g  t h e s e  g o v e r n m e n t s  in 
a r r i v i n g  at  c o m m u n i t y - w i d e  p r o j e c t  a l l o c a t i o n s  
( c o m m u n i t y - w i d e  p r i o r i t i e s )

T h e  l i m i t a t i o n  o n  p o w e r s  o.f a s e c o n d  c l a s s  b o r o u g h  m a y  
n e e d  to  be a d d r e s s e d  so t h a t  t h e  b o r o u g h  c a n  s u b - g r a n t  
d o l l a r s  for a p r o j e c t  w h i c h  is n o t  w i t h i n  t h e  l e g a l  
a u t h o r i t y  s t r u c t u r e  o f  t h e  b o r o u g h .  A n  e x a m p l e  m a y  b e  a 
n u r s i n g  h o m e  t h a t  n e e d s  t o  b e  c o n s t r u c t e d ,  a n d  t h e  
b o r o u g h  d o e s  n o t  h a v e  n u r s i n g  h o m e  o r  e l d e r l y  c a r e  
f a c i l i t i e s  p o w e r s .  H o w  c a n  t h e  b o r o u g h  p a s s  on t h e s e  
c a p i t a l  d o l l a r s  t o  t h e  c o r r e c t  a g e n c y  t o  b u i l d  t h e  n e w  
n u r s i n g  h o m e ?  W h o  is r e s p o n s i b l e  f o r  t h e . a c c o u n t i n g  t o  
t h e  s t a t e  if t h e  m o n e y  c a n  b e  p a s s e d  t h r o u g h ?

T h e  l a r g e r  c o m m u n i t i e s ,  u n d e r  t h e  f o r m u l a ,  a r e  e n t i t l e d  
t o  c o n s i d e r a b l e  d o l l a r s .  W i l l  t h i s  c a p i t a l  p r o j e c t s  
f u n d i n g  p r o g r a m  i n c r e a s e  t h e  l o c a l  g o v e r n m e n t ' s  
l i k e l i h o o d  of c o n s t r u c t i n g  u n n e e d e d  f a c i l i t i e s ?

P r o g r a m  a d m i n i s t r a t i o n  w i l l  b e  a n i g h t m a r e .  T h e  s t a t e  
w i l l  n e e d  to  t r a c k  o n  e a c h  c o m m u n i t y  r e c e i v i n g  funds, 
e a c h  p r o j e c t  w h i c h  is a p p r o v e d  b y  t h e  c o m m u n i t y ,  t h e  
t i m i n g  and t y p e  o f  t h e  m a t c h ,  etc. T h e  f i s c a l  n o t e  on 
t h e s e  b i l l s  m a y  b e  c o n s i d e r a b l y  l i g h t .

R e g u l a t i o n s  u n d e r  d e s i g n a t e d  g r a n t s  h a v e  b e e n  r e s i s t e d  in 
t h e  p a s t  t o  a v o i d  p a s t  p r o b l e m s  of  u n n e c e s s a r y  r e d  tape, 
p r o j e c t  delay, a n d  p r o j e c t  f u n d i n g  d i l u t e d  b y  s t a t e  
a d m i n i s t r a t i v e  costs. S e c t i o n  2 a l l o w s  f o r  t h e  
p r o m u l g a t i o n  of r e g u l a t i o n s  w i t h  l i t t l e  r e s t r i c t i o n .

C l a r i f i c a t i o n  is n e e d e d  t o  a l l o w  m u n i c i p a l i t i e s  t o  u s e  
g e n e r a l  p a s s - t h r o u g h  d o l l a r s  ( m u n i c i p a l  a s s i s t a n c e  a n d  
r e v e n u e  sharing) for l o c a l  m a t c h .

C/91TEST:sb!41
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217 S econd  Street. Suite 200. Jun eau . A laska  99801. (907) 586-1325

April 30, 1991

The Honorable Walter J. Hickel
Governor
State of Alaska
P.O. Box A
Juneau, Alaska 99811

The Honorable Dick Eliason, President 
Alaska State Senate 
P.O. Box V
Juneau, Alaska 99811

The Honorable Ben Grussendorf, Speaker 
Alaska House of Representatives 
P.O. Box V
Juneau, Alaska 99811

Re: CS for Senate Bill No. 141 (An Act establishing a capital project matching
grant program for municipalities and unincorporated communities)

Gentlemen:

Although the conventional wisdom indicates that SB 141 is not expected to pass through 
the legislature this year, the Alaska Municipal Management Association (AMMA), an 
organization of Alaska city and borough managers and administrators, urges timely 
consideration of this bill.

In expressing our support, however, it important to note that the AMMA views this bill as 
an equitable means of distributing certain capital project funds, not all capital project funds. 
The funds appropriated under this bill should supplement other stale capital funds used 
for large state projects and regional capital programs.

We support the concepts included in this legislation because it would

• Eliminate "free rides" and establish some economic criteria to segregate 
"wants" from "needs" in the formulation of local capital improvement plans;

Enable locally elected officials to establish the priorities for capital projects;

Provide another tool for local governments to help attract federal and private 
financing for capital projects;

• Implement more equality in the distribution of state grants; and

Enable our senators and representatives to concentrate on more important 
public policy issues, rather than consuming so much time in listening to 
every interest group that wants a grant and defending decisions made in 
allocating the limited grant dollars available.
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Senator Dick Eliason 
Representative Ben Grussendorf 
April 30, 1991 
page 3

5. Large Project Financing. Prohibit use of these grant funds for financing large and 
expensive projects such as those for schools and hospitals. These projects should 
be financed by separate state categorical grant programs.

We thank you for your consideration.

riesiuem

cc: Shelby J. Stastny 
(/^Scott A. Burgess



TO: The Honorable Ronald L. Larson, Chairman
Legislative Budget and Audit Committee

FROM: Milton B. Barker ^
Investment Oversight Staff

DATE: May 18, 1991

SUBJECT: Debt Retirement Fund

There are six points regarding legislation pertaining to establishing a debt 
retirement fund that I would like to call to your attention:

1. The bills (CSHB 251 (SA) and SB 235) would authorize 
appropriations from the fund for reimbursement of municipal 
school debt, among other things. The Constitutional 
amendments (HJR 38 and S JR  26) would authorize 
appropriations for reimbursement of any type of municipal 
debt authorized by law.

2. The language in the bills, which reads,

"to reimburse municipalities for obligations authorized 
under AS 14.11.100"

might be interpreted to allow reimbursement of 100 percent of 
debt service on all obligations authorized under AS 14.11.100, 
even though a municipality’s entitlement under AS 14.11.100 
was only 80 or 90 percent. This could be clarified by amending 
the language to read:

“to reimburse municipalities under AS 14.11.100*”.

3. Deposits into the fund of amounts greater than the debt 
service to be paid during the next fiscal year could result in 
arbitrage problems with the IRS. SB 236, which appropriates 
the FY 91 carryforward to the fund, and the two Constitutional 
amendmenis, which dedicate a portion of mineral revenues to 
the fund, could result in such excess fund deposits. Bond 
counsel’s advice on this should be reviewed.



(4$.

WALTER J . HICKELGOVERN□R
-** i •/ 
.a

>. A. —' i

S t a t e  o f  A l a s k a

OFFICE OF THE GOVERNOR 
J CNEAU

A p r i l  3 ,  1 9 9 1

T h e  H o n o r a b l e  B e n  G r u s s e n d o r f  
S p e a k e r  o f  t h e  H o u s e  
A l a s k a  S t a t e  L e g i s l a t u r e  
P . O .  B o x  V  
J u n e a u ,  A K  9 9 8 1 1

D e a r  S p e a k e r  G r u s s e n d o r f :

U n d e r  t h e  a u t h o r i t y  o f  a r t .  I l l ,  s e c .  1 8 ,  o f  t h e  A l a s k a  
C o n s t i t u t i o n ,  I  a m  t r a n s m i t t i n g  a  b i l l  e s t a b l i s h i n g  t h e  A l a s k a  
d e b t  r e t i r e m e n t  f u n d .  T h i s  b i l l  i s  o n e  o f  t h r e e  m e a s u r e s  t h a t  
m a k e  u p  m y  A l a s k a  d e b t  r e t i r e m e n t  f u n d  p r o p o s a l ;  t h e  o t h e r s ,  
w h i c h  a c c o m p a n y  t h i s  b i l l ,  a r e  a  p r o p o s e d  c o n s t i t u t i o n a l  
a m e n d m e n t  a n d  a n  a p p r o p r i a t i o n  b i l l .

T h e  A l a s k a  d e b t  r e t i r e m e n t  f u n d  h a s  t w o  m a j o r  o b j e c t i v e s :  f i r s t ,
t o  s e t  a s i d e  p a r t  o f  f i s c a l  y e a r  1 9 9 1  s u r p l u s  r e v e n u e  t o  h e l p  p a y  
A l a s k a ' s  f u t u r e  g e n e r a l  o b l i g a t i o n  d e b t  s e r v i c e  a n d  m u n i c i p a l  
s c h o o l  d e b t  r e i m b u r s e m e n t ;  a n d  s e c o n d ,  t o  e s t a b l i s h  a  l o n g - t e r m  
s o u r c e  o f  r e v e n u e  t o  p a y  f o r  d e b t  s e r v i c e  a n d  t o  f i n a n c e  c a p i t a l  
p r o j e c t s  t h a t  w i l l  b r o a d e n  A l a s k a ' s  e c o n o m i c  b a s e .

I  h o p e  t h a t  e v e r y  m e m b e r  o f  t h e  l e g i s l a t u r e  w i l l  a g r e e  w i t h  m e  
t h a t ,  a s  s t e w a r d s  o f  A l a s k a ' s  r e s o u r c e  w e a l t h ,  w e  m u s t  c o n s i d e r  
i n v e s t i n g ,  r a t h e r  t h a n  s p e n d i n g ,  m o s t  o f  t h e  r e v e n u e  s u r p l u s  t h a t  
t h e  s t a t e  r e c e i v e s  t h i s  y e a r .  O f  c o u r s e ,  I  e x p e c t  t h e r e  t o  b e  a  
w i d e  r a n g e  o f  o p i n i o n s  o n  t h e  b e s t  w a y  t o  i n v e s t  t h e  s u r p l u s ,  b u t  
i f  w e  c a n  c o n c u r  t h a t  t h i s  u n e x p e c t e d  r e v e n u e  s h o u l d  b e  i n v e s t e d  
s o u n d l y ,  w e  w i l l  h a v e  r e a c h e d  a n  i m p o r t a n t  p o i n t  o f  a g r e e m e n t .  I  
a m  w i l l i n g  t o  g i v e  a l l  p r o p o s a l s  f o r  i n v e s t i n g  t h e  r e v e n u e  
s u r p l u s  f a i r  c o n s i d e r a t i o n ,  a n d  I  h o p e  t h a t  t h e  l e g i s l a t u r e  w i l l  
a c c o r d  t h e  A l a s k a  d e b t  r e t i r e m e n t  f u n d  t h e  s a m e  f a i r  h e a r i n g .

T h e  f i r s t  g o a l  o f  t h e  A l a s k a  d e b t  r e t i r e m e n t  f u n d  i s  t o  h e l p  
r e t i r e  s t a t e  a n d  m u n i c i p a l  d e b t .  T h e  S t a t e  o f  A l a s k a  w i l l  s p e n d  
n e a r l y  $ 2 5 0 , 0 0 0 , 0 0 0  o v e r  t h e  n e x t  n i n e  y e a r s  t o  r e p a y  o u r  g e n e r a l  
o b l i g a t i o n  d e b t .  I n  a d d i t i o n ,  t h e  l e g i s l a t u r e  a u t h o r i z e d  t h e  
r e i m b u r s e m e n t  o f  A l a s k a ' s  m u n i c i p a l  g o v e r n m e n t s  i n  a n  a m o u n t  
e x c e e d i n g  $ 7 3 5 , 0 0 0 , 0 0 0  i n  s c h o o l  d e b t  s e r v i c e  o v e r  t h e  n e x t  2 3  
y e a r s .  T h e s e  t w o  b u d g e t  i t e m s  t o t a l  n e a r l y  $ 1 , 0 0 0 , 0 0 0 , 0 0 0 .



The H o n o ra b le  Ben G r u s s e n d o r f  - 2 -

T h e  A l a s k a  d e b t  r e t i r e m e n t  f u n d  w o u l d  a l l o w  u s  t o  s a v e  p a r t  o f  
o u r  s u r p l u s  r e v e n u e  t o  h e l p  p a y  o f f  o u r  g e n e r a l  o b l i g a t i o n  d e b t  
a n d  r e i m b u r s e  A l a s k a ' s  m u n i c i p a l  g o v e r n m e n t s  f o r  t h e i r  s c h o o l  
d e b t  p a y m e n t s .  B y  d o i n g  s o ,  w e  w o u l d  s u b s t a n t i a l l y  i m p r o v e  
A l a s k a ' s  a b i l i t y  t o  m a i n t a i n  a  b a l a n c e d  b u d g e t  a s  p e t r o l e u m  
r e v e n u e  d e c l i n e s  o v e r  t h e  n e x t  2 0  y e a r s .

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

A l a s k a ' s  e c o n o m i c  i n f r a s t r u c t u r e  —  i t s  p o r t ,  t r a n s p o r t a t i o n  a n d  
e n e r g y  s y s t e m s  —  a r e  i n a d e q u a t e  t o  s u p p o r t  t h e  b r o a d  e c o n o m i c  
f o u n d a t i o n  o n  w h i c h  t h e  f u t u r e  o f  t h e  s t a t e  d e p e n d s .  T h e  A l a s k a  
d e b t  r e t i r e m e n t  f u n d  w o u l d  p r o v i d e  t h e  m e a n s  t o  f i n a n c e  
r e s p o n s i b l e  e x p a n s i o n  o f  t h e  s t a t e ' s  i n f r a s t r u c t u r e ,  e n h a n c i n g  
t h e  v i a b i l i t y  a n d  c o m p e t i t i v e n e s s  o f  A l a s k a ' s  i n d u s t r i e s .

T h e  t i m e  f o r  t h e  A l a s k a  d e b t  r e t i r e m e n t  f u n d  i s  n o w .  T h i s  y e a r ’ s  
s u r p l u s  r e v e n u e  g i v e s  A l a s k a  t h e  o p p o r t u n i t y  t o  e s t a b l i s h  a  f u n d  
w i t h  a  s t a t e w i d e  p u r p o s e .  T h i s  r e v e n u e  s u r p l u s  i s  e x p e c t e d  t o  b e  
a  o n e  t i m e  e v e n t .  W i t h  t h e  d e c l i n i n g  p r o d u c t i o n  a t  P r u d h o e  B a y ,  
w e  m u s t  c o m m i t  t o  r e t i r i n g  o u r  d e b t  a n d  b u i l d i n g  a  b r o a d e r ,  
v a l u e - a d d e d  e c o n o m y .  T h e  A l a s k a  d e b t  r e t i r e m e n t  f u n d  w i l l  s e r v e  
t h a t  p u r p o s e .  I  u r g e  y o u r  s u p p o r t  f o r  t h e  f u n d .

G o v e r n o r
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• Date Referred: May 17, 1991
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FURTHER REFERRALS: Finance

Date o f Committee Action: 5 - m j  

The JUDICIARY Committee considered:

HOUSE BILL NO. 251

"An Act establishing the Alaska debt retirement fund; relating to the retirement o f general obligation bond debt 
o f the state and municipalities; relating to the financing of capital projects; and providing for an effective date."

HB 251

DEBT RETIREMENT FUND

RECOMMENDATIONS: 
be replaced with . .

[ ] the same title 
-P0 a new title

[ ] have attached amehdments(s)
[><5 do pass 
[ ] do not pass 
[ ] no recommendations 
[ ] individual recommendations 
[ ] additional referral to th e ____ Committee

ADOPTS: ________________________ letter of Intent

ATTACHES NEW FISCAL NOTE(s): ^  APPROVES PREVIOUS: (D epcO ae)



FISCAL NOTE
STATE O F ALASKA

.1991 LEGISLATIVE SESSION

No. 1
Bill Version : HB 2 5 1
(H) Publish Date: 4 / 3 / 91

Revision Date: March 27. 1991 
Title: Alaska Debt Retirement Fund

Department Affected: Revenue 
BRU: Revenue Operations
Component: Treasury Maoagment

Sponsor: Rules request of Governor  Component Serial No.
Requestor: Office of tbe Governor____________

Expenditures/Revenues: (Thousands o f Dollars)
OPERATING FY  92 FY  93 FY  94 FY  95 FY 96 FY 97

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0 0 0 _ j 0 0 0

CAPITAL

REVENUE (63,240) (132350) (207,130) (263,040) (306,740) (389330)
FUNDING: (Thousands of Dollars)

GENERAL FUND (63340) (132350) (207,130) . (263,040) (306,740) (389330)
FEDERAL FUNDS
OTHER
TOTAL (63340) (132330) (207,130) (263,040) (306,740) (389330)

POSITIONS:-----------------------------------------------------
FULL-TIME
PART-TIME
TEMPORARY --------------*-----

Estimate o f current year impact:

ANALYSIS: Treasurys’ operations would not experience a fiscal impact. I f  bill passes and the constitutional amendment is not adopted there would not be a revenue impact. I f  the constitutional amendment is adopted general fund revenues will be reduced by the above numbers. This assumes interest earnings on unspent residual amounts. See attached spread sheet analysis for details.
spared by: Brian C. AndrewsT^P '_________  -  Phone: 465 - 2350

Division: Treasury ^ — \ Q  v ( J  Date:
Approved by Commissioner, iy  —^ ~ L J /
Agency: ------------------------ _Z_

LerisDistribution (by preparer): Legislative Finace, Legislative Sponsor, Requiestor, OMB, & Impacted Agency(ies).

Rev 10/91 Page____ o f .

C O M M I T T E E  C O P Y



A la ska  Debt Retirem ent Fund 
( a i l  1 ions )

le d ic a te d S ta te  GO School Net Investm en t T o ta l
Revenue Debt Debt Return Revenue Ii

242 .86 68.20 116.10 58.56 4 .68 63.24
283.56 59.70 106.00 117.86 14.49 132.35
304 .60 33.90 93.40 177.30 29 .83 207.13
321 .12 23. 10 84.30 213.72 49 .32 263.04
327 .30 21.50 71.10 234.70 72. 04 306.74
353 .85 16,70 48.70 288.45 100.88 389.33

1 / Gross Revenue from DOR Spring ’ 91 revenue fo re c a s t scena rio  B 
2 /  S ta te  GO t  School debt from DOR’ s flk P u b lic  Debt March *90 
3 /  In v ’ t  re tu rn  assumed a t 8%

committee copy



TABLE 3.2

State of Alaska 
Debt Service on State-Supported Debt 

($ Millions)

(1) (2) (3) (4) (5)
Lease-Purchase School Total

Fiscal State Obligations Debt Debt
Year GO UA ’ASHA (Lease) (Muni) Service
79 $60.0 $1.7 $10.1 $0 $22.3 $94.1
80 75.1 1.8 10.1 0 24,1 111.1
81 97.6 2.2 10.0 0 38.4 148.2
82 97.5 2.3 10.0 0 38.3 148.1
83 143.6 2.3 9.9 0 36.2 192.0
84 166.3 2.0 9.9 0 90.6 268.0
85 169.5 2.0 9.9 .8 93.2 275.4
86 163.2 1.8 9.9 .5 106.3 281.7
87 154.9 1.8 6.5 4.7 115.8 283.7
88 147.9 1.5 6.5 .7 109.5 266.1
89 135.5 2.2 6.5 5.2 109.5 258.8

90 120.3 2.2 6.5 5.5 107.8 242.3

91 95.5 2.2 6.5 5.5 120.2 229.9
92 68.2 2.1 ' 6.5 5.5 116.1 198.4
93 59.7 2.1 5.9 5.5 106.0 179.2
94 33.9 1.9 3.1 5.5 93.4 137.8
95 23.1 2.0 1.5 5.5 84.3 116.4
96 21.5 1.9 0 5.5 71.1 100.0
97 16.7 1.9 0 5.5 48.7 72.8
98 14.4 1.9 0 5.5 45.7 67.5
99 9.0 1.9 0 5.5 43.2 59.6
00 2.6 1.9 0 4.7 34.8 44.0
01 0 1.8 0 4.7 21.2 27.7
02 0 1.2 0 4.7 9.1 15.0
03 0 1.0 0 4.7 5.4 11.1
04 0 1.1 0 4-7 5.4 11.2
05 $0 $1.0 $0 $4.7 $5.3 $11.0

(1) Slate o f  Alaska general obligation bonds
(2) University o f Alaska bonds
(3) Alaska State Housing Authority lease revenue bonds
(4) Debt issued to finance Seward Student Service Center, Spring Creek Correctional Center, and Palmer Court­

house
(5) State reimbursement o f municipal general obligation debt issued to finance school construction fo r  debt 

issued through December 31,1989

Page 80 Alaska Public Debt 1989

-- C Q M M t-TTe-v*  ------ —  -  — -------- — .......................



(13) (14) (15) (16)
TOTAL REVS PUB SCH NPR-A OTHER
W/PERMFNO FUNO FUNO FUNDS
DEDICATION

A110.80 7.50 0.00 74.30
4516.90 8.00 0.00 0.00
4061.40 9.40 0.00 0.00
3765.30 9.00 0.00 0.00
3640.50 7.10 5.40 0.00
3446.40 6.50 41.00 0.00
1983.20 3.30 9.90 0.00
2747.10 6.60 1.00 15.80
2419.70 4.30 0.80 0.00
2780.06 5.13 0.60 0.00
3532.97 6.55 0.60 O.CO
2375.84 4.65 0.60 3.00
2709.21 5.44 0.50 7.00
2827.36 5.84 0.50 7.00
2943.28 6.16 0.30 7.00
2961.47 6.28 0.10 7.00
3113.95 6.79 0.00 7.00
3035.90 6.69 0.00 10.00
2827.79 6.31 0.00 10.00
2624.88 5.91 0.00 10.00
2461.49 5.56 0.00 10.00
2348.23 5.35 0.00 10.00
2239.17 5.13 0.00 0.00
2175.43 5.00 0.00 0.00
2090.83 4.85 0.00 0.00
1960.78 4.58 0.00 0.00
1820.69 4.31 0.00 0.00
1728.61 4.15 0.00 0.00
1630.89 3.94 0.00 0.00
1531.81 3.72 0.00 0.00

(17) (18) (19)
PERM FUND BUDGET NET GEN FUN(
DEDICATION RESERVE UNRESTRICTED

FUND * REVENUES

385.10 0 .00 3718.20
400.50 0.00 4108.40
421.00 , 0 .00 3631.00
366.20 0 .00 3390.10
368.00 0 .00 3260.00
323.40 0 .00 3075.50
170.60 _ 0.00 1799.40
417.90 ' 0.00 2305.80
228.40 0 .00 2186.20
267.10 0.00 2507.23
414.97 284.85 2826.00
242.86 0.00 * J124.73
283.56 0.00 2412.71
304.60 0 .00 2509.42
321.12 0.00 2608.70
327.30 0.00 2620.79
353.85 0.00 2746.31
348.67 0.00 2670.54
328.76 0.00 2482.73
307.92 0.00  ■ 2301.05
289.71 0.00 2156.22
278.72 0.00 2054.17
267.34 0.00 1966.70
260.39 0.00 1910.05
252.52 0.00 1833.46
238.76 0.00 1717.44
224.47 0.00 1592.11
216.21 0.00 1508.25
205.47 0.00 1421.46
193.76 0.00 1334.34

4
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S T A T E  O F  A LA SK A
1991 L E G IS L A T IV E  S E S S IO N

Bill Version : HB 2 5 1
(H) Publish Date: A / 3 / 9 1

Revision Date: ___________________
Title: a B i l l  e s ta b lis h in g  3 Deb t

R e tirem en t Fund.
Sponsor: Governor H ic ke l _
Requestor: Governor H ic k e l

Department Affected: A d m in is t ra t io n
BRU: Central Sprvtrps______________
Component: Finance

COMPONENT SERIAL NO. 59

Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY 92 FY 93 FY 94 FY 95 FY 96 FY 97
PERSONAL SERVICES 0 0 0 0 0 0
TRAVEL 0 0 0 0 0 0
CONTRACTUAL 0 0 0 0 0 0
SUPPLIES 0 0 0 0 0 0
EQUIPMENT 0 0 0 0 0 0
LAND & STRUCTURES 0 0 0 0 0 0
GRANTS, CLAIMS 0 0 0 0 0 0
MISCELLANEOUS 0 0 0 0 0 0

TOTAL OPERATING 0 0 0 0 0 0

CAPITAL 0 0 0 0 0 0

REVENUE 0 r  o- . 0 0 0 0

FUNDING: (Thousands of Dollars)

GENERAL FUND 0 0 0 0 0 0

FEDERAL FUNDS 0 0 0 0 0 0

OTHER 0 0 0 0 0 0

TOTAL 0 0 0 0 0 0

POSITIONS:

FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0

TEMPORARY 0 0 0 0 0 0

Estimate of current year Impact:.

ANALYSIS: (Attach a separate page if necessary.)

T h is  A c t w i l l  no t have a f i s c a l  im pact on the  D iv is io n  o f F inance o r  the 
Department o f A d m in is tra t io n . A ccoun ting  p rocedures are in  p la ce  to  
e s ta b l is h  the Debt Retirem ent Fund' and d e p o s it revenue to  the  fu n d .

Prepared By: Weldon L. B lackw e ll
Division: Finance______________

hi Phone: 465-2240 
Date: 03/27/91. _

A d m in is tra t io n IV llTO H I s W Date: 03 /27/91
N l \Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB, & Impacted Agency(ies).



' STATE OF ALASKA
1991 LEGISLATIVE SESSION

WSCAJt, n6TE No. 3
3ill Version : HB 2 5 1
(H ) Publish Date: 4 / 3 / 9 1

Revision D a t e : ________________________________Department Aftected: Educa tion__________________ _
Title: E s ta b lis h in g  the A laska Debt g p y . Schoo l C o n s t ru c t io n  Debt R e tirem en t

R e t irem en t Fund_____________________________ Component: Schoo l C o n s t ru c t io n  Debt Re tirem ent
Sponsor: Ru les____________________________  ___________________________
Requestor: Governor____________ ___________  COMPONENT SERIAL NO. 1 I I |

Expenditures/Revenues: (Thousands of Dollars)
OPERATING FY 92 FY 93 FY 94 FY 95 FY 96 FY 97

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPL IES
EQUIPMENT
LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS
TOTAL OPERATING -0 - - 0 - - 0 - - 0 - - 0 - - 0 -

CAPITAL

FUNDING: (Thousands of Dollars)
GENERAL FUND

. . .  . --------

FEDERAL FUNDS
OTHER
TOTAL , -Q-. . . . L__ -Q- . r0-_ . -Q.-_ -0-

POSIT IONS:
FULL-TIME
PART-T IM E
TEM PORARY

Estimate o f current year impact:.
ANALYSIS: (Attach a separate page if necessary.)
T h is  f i s c a l  note assumes th a t  the  r e s p o n s i b i l i t y  f o r  d isb u rsem en t o f  sch oo l 
c o n s t r u c t io n  debt re t irem en t fu nd s rem ain w ith in  th e  Departm ent c f  E d u ca tio n .

Prepared By: Mary Hakala
Division: rrvnm icqinnpr1 <; D f f i r P
Approved by Commissioner:
Agency: Education_______________________________________________________ Date: 3 / 2 7 /9 1

Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB, & Impacted Agency(ies).
Rev 10/90 Page _1__o f .
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A L A S K A  D E B T  

R E T I R E M E N T  F U N D

H o u s e  B i l l s  2 5 1  &  2 5 2 ;  
H o u s e  J o i n t  R e s o l u t i o n  3 8

M a y  1 8 , 1 9 9 1
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