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ACTI ON NARRATI VE

TAPE 04-15, SIDE A

CHAIR GARY STEVENS called the Senate State Affairs Standing
Commttee neeting to order at 3:30 p.m Present were Senators
Cowdery, Stednman and Chair Gary Stevens.

SB 255-1 LLEGAL USE TRAFFI C PREEMPTI ON DEVI CE

CHAI R GARY STEVENS announced SB 255 to be up for consideration
and asked for a notion to adopt the commttee substitute as the
wor ki ng docunent .

SENATOR JOHN COWDERY made a notion to adopt the \I version of SB
255 for discussion purposes. There being no objection, it was so
or der ed.

CHAI R GARY STEVENS asked M. Mchel to explain the changes.

DENNI S M CHEL, staff to Senator Gene Therriault, said the change
occurs on page 1, lines 14 & 15 so that "notor vehicles involved
in highway maintenance or public transit ...can either be
authorized by Departnent of Transportation [and Public
Facilities] or the local nmunicipality that they are operating
within." He said this change was nade to accombdate the
situation in Anchorage in which the nmunicipality controls al

state roads within its borders. "To have the state involved and
the nmunicipality nakes sense so all bases are covered," he said.

There were no questions.
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SENATOR CONDERY made a notion to nmove CSSB 255(STA), \I version
from commttee with individual recomrendations and zero fisca
note. There being no objection, it was so ordered.

SB 326- PERVANENT FUND | NVESTMENTS

CHAI R GARY STEVENS announced SB 326 to be up for consideration
and asked M. Storer to identify hinself for the record.

ROBERT STORER, executive director, Al aska Per manent Fund
Corporation, introduced hinmself and advised nenbers that Ron
Lorenson, outside counsel, was on line to answer questions.

To address the discussion about how the corporation would use
the increased investnent flexibility, he distributed a chart
outlining how they would use the basket clause over the next
several years. He said:

W are in the late stages of inplenenting a private
equity program ... and that takes several years to get
it up to the 3 percent target. Then we're also
reconmending a pilot programthat will be - we call it
alternative investnents - that's the sort of
contenporary term - many people call it hedge funds.
Hedge funds have sone notoriety in the sense that they
use a lot of l|everage and when they don't work they
get a lot of headlines. This proposal that we are
suggesting will not be that kind of hedge fund. W're
suggesting a pilot programto learn with no nore than
1 percent. It will expire within 3 years, but | think
the key is that it is not going to be risky. W're
going to have a targeted, expected risk of equal to or

|l ess than the fixed income nmarket - a bond narket.

It's not going to be leveraged up to get excess
returns over the equity market. It'll be structured in
a very conservative nmanner and we hope to learn from
this program but it will not be designed as a risky
i nvest ment .

One of the problems with where we are right now is
that we are close to our statutory limtations. W
hope we have a wonderful problem which is what
happens if it all works. If it all works, the fund

wil | i ncrease - these target allocations will
increase, but we're also going to have a problem
whi ch neans statutes not the markets will define when

we nust |iquidate the assets.
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That, M. Chair, is why we're asking for increased
flexibility in the basket cl ause.

CHAIR GARY STEVENS referred to the new chart and asked for
verification that the traditional asset class [gray bar] is not
part of the basket clause.

MR. STORER said, the blue bar represents the unused portion in
the '03 bar chart. He then pointed out that as the 5 percent is
i npl enented there would be a 1 percent target to hedge funds and
1.5 to 2 percent in private equities. Mving out to '05, there
will be 3 percent private equity investnent and over that tine,
the basket clause will essentially be used up on a cost basis so
W th appreciation there will be problens.

SENATOR BERT STEDVAN asked M. Storer to go over the effects of
the | everage when it noves from5 to 15 percent.

MR. STORER said he would answer the question at the extrene, but
because they are driven by diversification, the probability of
placing all the eggs in one basket is extrenely unlikely. He
continued to say that if they increased risk for dramatically
hi gher returns they could only use the full 15 percent. He said
he wasn't prepared to suggest they do that, but even that is |ow
versus sone real estate portfolios that are leveraged to 50
percent. "That would probably be the nost volatile scenario that
| could think of in ternms of using all the investnent."

SENATOR STEDMAN used the exanple of putting $100 down to control
$1,000 of some entity and said, "I assune then that you're
| ooking at the weighting effect of the $1,000; vyou're not
counting the $100."

MR. STORER replied that is correct. In that exanple, they would
use the basket clause and count the |everage and not just the
$100 i nvest ment.

SENATOR STEDVAN asked if there is a diversification gain by
targeting a return that would be about equal to the bond market
return.

MR. STORER said that's true, but you can gain diversification in
far nore ways than just nore equities or nore return. The
corporation is working to devel op a conservative instrunent such
as the targeted risk of a bond market or |ess as opposed to the
nore vol atile equity market.
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At present the corporation is looking for alternatives to fixed
income, not increasing their equity exposure so the 1 percent
target would reduce the fixed incone exposure. They expect to
get sone additional increnental return greater than the fixed
i nconme mar ket .

SENATOR STEDVAN asked M. Storer to explain the effect that
interest rates have on their bond portfolio.

MR. STORER expl ai ned:

The mmj or conponent of a fixed inconme security is the
yield of the security and when you buy it, you wll
buy that security to yield X That's a snapshot in
time, but during that whole period you will earn that
yield. Let's just say that the environment is 5
percent so that neans that if you earn that security

for life, you get a 5 percent yield. But every tine
interest rates change, the price of that security
changes to reflect the changing interest rate
environment. So what will happen in a rising interest
rate environnent is we wll continue to get that 5
percent yield, but that security that we paid $100 for
will become worth $99 becone worth $98 so that

di m ni shes the value of the investnment. O those two
conponents, historically the vyield has been the
| argest contributor of return, but in a |ower interest
rate environnment you get greater profits from the
principal and in a rising interest rate environnent
you will end up | osing sonme principal.

SENATOR STEDMAN opined that the concept is inportant because
"the inpression I'mgetting is that you want to broaden out this
asset class and you want to target that bond - roughly the
return you would get in a normal bond environnment - and there
probably will not be a normal bond environnent comng at you -
and you want to have sone diversification for that area to
hopefully give you an increnental, if not a positive rate of
return, at least pushing in that direction.”

MR. STORER agreed with the assessnment. I|f interest rates stay
stable or rise they would expect the 1 percent allocation to
have a higher return plus sone diversification froma volatility
factor, but part of our goal is to have a higher return than the
bond opti on.
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SENATOR STEDVAN noted that historically returns are yield rate
averaged over the years. He then brought wup a previous
di scussion regarding reducing the request from 15 percent to 10
percent. If that change were nade, he questioned how long it
m ght be before the corporation would return to the Legislature
and ask for a review of the basket clause limt.

MR, STORER said it would depend on need and the financial
mar kets, but he estimated that they would be back within two
years.

SENATOR CONDERY asked about the reason for the request.

MR. STORER replied there are two basic reasons for the request.
The immediate one is to address that there are arbitrary
constraints on the successful nanagenent of the fund. The
corporation could be forced to l|iquidate assets because of
statutory constraints rather than due to market conditions. The
other nore long-range reason is to create flexibility to neet
t he ever-changi ng financial markets.

CHAI R GARY STEVENS asked M. Lorenson whether he had anything to
add.

MR. LORENSON told him that he was listening and available to
answer questions froma |egal standpoint.

SENATOR STEDMVAN of fered an amendnent to change the request from
15 percent to 10 percent [page 2, line 3].

CHAIR GARY STEVENS asked if there was any objection to the
amendnent and there was none.

He asked for a notion to pass the bill fromcommttee.
SENATOR COANDERY nmde a notion to nove CSSB 326(STA) from
commttee wth individual recomendations and the attached

fiscal note. There being no objection, it was so ordered.

SB 309- BLOOD PATHOGENS TESTI NG OF PRI SONERS

CHAI R GARY STEVENS announced SB 309 to be up for consideration
and asked Kurt O son to introduce the bill

KURT QOLSON, staff to Senator Thomas Wagoner, bill sponsor,
i ntroduced hinself and read the following into the record:
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Currently our state allows testing of prisoners for
bl oodborne pat hogens at the request of rape victins.
This bill would allow correctional officers who have
been exposed to blood and other bodily fluids to
request testing of a prisoner responsible for the
exposure.

AS 18.15 wuld be anended to include five new
sections:
« AS 18.50.400 addresses the process of the testing
* AS 18.15.410 provides consent provisions
e AS 18.15.420 addresses testing w thout consent
e AS 18.15.440 addresses confidentiality issues and
provi des penalty for disclosure
e« AS 18.15.450 defines the new terns included in
this section

Last year 41 protection officers were potentially
exposed to bl oodborne pathogens in the workpl ace.
In nost cases the exposure was intentional and is
one of the few weapons readily available to
inmates. Current treatnent to unknown pathogens
consists of a daily treatnent of what is known in
the correctional industry as the <cocktails -
| arge dose of several broad-spectrum nedications.
The side effects can include nausea, m ssing work
for up to two weeks, and additionally it disrupts
their hone life.

CHAI R GARY STEVENS asked if the corrections officers had to
undergo treatnment in all 41 instances.

MR OLSON replied sone officers opted not to undergo
treat nent.

SENATOR JOHN COWDERY noted the fiscal note is zero and he
wonder ed who woul d pay for the testing.

MR. COLSON said the correctional officers are tested under
wor kers' conpensation and under state law the state can't
test inmates without their consent.

SENATOR COWNDERY clarified that his point is that there is
cost associated with the test.
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MR. COLSON replied there is a cost for the test, but he
t hought there would be an offset as well. Conm ssioner
Antrim coul d probably answer nore definitively, he said.

CHAI R GARY STEVENS asked what the procedure woul d be under
SB 309 when a prisoner refuses to provide a bl ood sanpl e.

MR. OLSON replied there would be two choices. The prisoner
could be asked to submt a blood sanple voluntarily and if
they refuse, a court order is obtained and nedica
personnel woul d take the sanple. He added, "I believe there
are OSHA gquidelines on taking that. The federal penal
system has coverage simlar to this for their federal
correctional officers.”

SENATOR BERT STEDVAN admitted he didn't have nuch
background in this area, but he assunmes it would cost the
state money if an inmte refuses to give a sanple for
testing. He then added that he believes it's a good bill

COW SSI ONER  MARC ANTRI M Depart ment of Corrections,
reported that the departnent supports SB 309 and thanked
the sponsors for recognizing the hazards that face the nen
and wonen that serve in the correctional facilities. One of
the hazards certainly is bl oodborne pathogens.

Al though there is a process for obtaining a blood sanple
froman inmate, SB 309 establishes a clear series of steps
to follow and wll ensure that the process is followed
every tinme and won't depend on whether or not the parties
involved are famliar with the procedure.

CHAI R GARY STEVENS asked if the corrections officer would
have a choice regarding their own treatnent and whether the
inmate i s tested.

COMM SSI ONER ANTRIM replied the affected officer may seek
information regarding the prisoner's nedical records and
ask that the inmte be tested, but the officer decides
whet her or not to undergo personal treatnent.

RI CHARD BEELER, correctional officer at WIdwod Pretrial
testified via teleconference in support of the |egislation.
He said he was exposed to bloodborne pathogens and
underwent treatnent tw ce, which was very expensive and
harsh on his system He and his famly were traumati zed by
t he experience.
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CHAIR GARY STEVENS asked for verification that he had
little choice but to undergo treatnent.

MR. BEELER replied, "If I would have had a test cone back
saying that there wasn't a high percentage of ne getting
it, I would not have taken the nedications. It was not a
fun deal . "

CHAIR GARY STEVENS noted that no one else signed up to
testify. He recogni zed Senat or Cowdery.

SENATOR COANDERY nmde a notion to nove SB 309 from conmmittee
with the attached zero fiscal note and asked for unani nous
consent. There being no objection, it was so ordered.

CHAI R GARY STEVENS adj ourned the neeting at 4:05 pm
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