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COW TTEE CALENDAR

SENATE BILL NO 130

"An Act establishing in the Ofice of the Governor an advisory
council for the preservation, restoration, and revitalization of
Al aska Native | anguages."”

- MOVED CSSB 130( STA) OUT OF COWM TTEE

SENATE JO NT RESOLUTI ON NO. 10
Proposing an anendnent to the Constitution of the State of
Al aska relating to deposits to the constitutional budget reserve
fund fromsurplus oil revenue.

- MOVED CSSJR 10( STA) QUT OF COW TTEE

SENATE CONCURRENT RESCLUTI ON NO. 17

Cel ebrating the 100th anniversary of the Grl Scouts of the
United States of Anmerica and proclaimng 2012 as the Year of the
Grl.

- MOVED CSSCR 17( STA) OUT OF COWM TTEE

SENATE BILL NO 131

"An Act relating to certain investnments of the Al aska permanent
fund, the state's retirement systens, the State of Al aska
Suppl enental Annuity Plan, and the deferred conpensation program
for state enployees in certain conpanies that do business in
Iran, and restricting those investnents; and providing for an
effective date.”
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- MOVED SB 131 OQUT OF COW TTEE
PREVI QUS COW TTEE ACTI ON
BILL: SB 130

SHORT TITLE: ALASKA NATI VE LANGUAGE COUNCI L
SPONSOR(s): SENATOR(s) OLSON

04/ 15/ 11 (S READ THE FI RST Tl ME - REFERRALS
04/ 15/ 11 (S) STA, FIN

01/ 24/ 12 (S) STA AT 9: 00 AM BUTROVI CH 205
01/ 24/ 12 (S Schedul ed But Not Heard

01/ 31/ 12 (S) STA AT 9: 00 AM BUTROVI CH 205
01/ 31/ 12 (S) Heard & Held

01/31/ 12 (S) M NUTE( STA)

02/ 02/ 12 (S) STA AT 9: 00 AM BUTROVI CH 205
BILL: SJR 10

SHORT TITLE: CONT. AM: BUDGET RESERVE FUND
SPONSOR(s): SENATOR(s) W ELECHOWSKI

01/ 17/ 12 (S) PREFI LE RELEASED 1/ 6/ 12

01/ 17/ 12 (S) READ THE FIRST TIME - REFERRALS
01/ 17/ 12 (S) STA, FIN

01/ 24/ 12 (S) STA AT 9:00 AM BUTROVI CH 205
01/ 24/ 12 (S) Heard & Hel d

01/ 24/ 12 (S) M NUTE( STA)

02/ 02/ 12 (S) STA AT 9:00 AM BUTROVI CH 205

BILL: SCR 17
SHORT TITLE. G RL SCOUTS 100TH ANNI VERSARY
SPONSOR(s): DAVI S

01/ 17/ 12 (S) READ THE FIRST TIME - REFERRALS
01/ 17/ 12 (S) STA

02/ 02/ 12 (S) STA AT 9:00 AM BUTROVI CH 205
BILL: SB 131

SHORT TI TLE: DI VEST | NVESTMENTS | N | RAN
SPONSCR(s): STATE AFFAI RS BY REQUEST

04/ 16/ 11 (S) READ THE FIRST TIME - REFERRALS
04/ 16/ 11 (S) STA, FIN

01/ 31/ 12 (S) STA AT 9:00 AM BUTROVI CH 205
01/ 31/ 12 (S) Heard & Hel d

01/ 31/ 12 (S) M NUTE( STA)

02/ 02/ 12 (s) STA AT 9:00 AM BUTROVI CH 205
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W TNESS REG STER

KATYA WASSI LLIE, Intern

Senator Bettye Davis

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: | ntroduced SCR 17 on behalf of the sponsor.

JANE ANGVI K, Chair

Grl Scouts of Al aska

Anchor age, Al aska

POSI TI ON STATEMENT: Testified in support of SCR 17.

OLIVIA LARSON, G rl Scout
Anchor age, Al aska
PCSI TI ON STATEMENT: Testified in support of SCR 17.

LAURA ACHEE, Director

Adm ni strati on and Communi cati ons

Al aska Permanent Fund Corporation (APFC)

Depart ment of Revenue (DOR)

Juneau, Al aska

PCSI TI ON STATEMENT: Answered questions related to SB 131

DAN WAYNE, Legislative Legal Counsel

Legi slative Affairs Agency

Juneau, Al aska

PCSI TI ON STATEMENT: Answered questions regarding SB 131.

ACTI ON NARRATI VE

9:02: 53 AM

CHAIR BI LL WELECHOWSKI called the Senate State Affairs Standing
Commttee neeting to order at 9:02 a.m Present at the call to
order were Senators G essel, Kookesh, Paskvan, and Chair
W el echowski . Senator Meyer arrived shortly thereafter.

SB 130- ALASKA NATI VE LANGUAGE COUNCI L

9:04: 05 AM

CHAI R W ELECHOWEKI announced that the first order of business
was SB 130 sponsored by Senator Donny O son. Previously, the
commttee heard eloquent testinmony from around the state. All
testifiers stressed the risks faced by Al aska Native |anguages,
the |linkage between [|anguage and cultural identity, and the
uni que perspective |anguage gives on how different peoples view
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and interact with the world. SB 130 woul d establish a council to
help protect and revitalize Al aska's many Native tongues. The

original version of the bill had a fiscal note from the Ofice
of the Governor for $387,900 in FY 13 and slightly less in
subsequent years. Version X of the bill wll have a |lower fiscal
note as a result of changes nmade in the commttee substitute.
The bill has a further referral to the Senate Finance Comm ttee.

9:05: 28 AM

SENATOR PASKVAN noved to report the CS for SB 130, |abeled 27-
LSO779\ X, from conmttee wth individual recomendations and
with a forthcomng fiscal note from the Departnent of Comerce,
Communi ty and Econom ¢ Devel opnent.

SENATOR W ELECHOWSKI announced that w thout objection, CSSB 130
(STA) noved fromthe Senate State Affairs Standing Conmtt ee.

SJR 10- CONT. AM : BUDGET RESERVE FUND

9:06: 25 AM

CHAIR WELECHOANBKI stated that the next bill before the
commttee was SJR 10. This constitutional anmendnent would cap
the anmount of wunrestricted oil revenue that can be spent in a
given year at $6 billion, adjusted for inflation, and two-thirds
of the surplus would be put into the Constitutional Budget
Reserve (CBR).

CHAIR WELECHOANSKI said that the commttee heard conpelling
testimony from two university experts in support of this
concept. The first was Dr. Scott Goldsmth of the Institute of
Social and Economic Research who has witten extensively about
state finances and the need to spend wi sely. The second was Dr.
Steven Haycox, an Al aska historian and author of many books. The
bill has a further referral to the Senate Finance Commttee. It
is one of many ideas on the table for ensuring that our
financial house in in order as oil production continues to
decline. If passed by the legislature, it would go to the people
of Alaska for a vote. The bill has a nodest fiscal note of
$1,500 to cover the cost of providing information about the
anendnent on the elections booklet for the 2012 general
el ection.

SENATOR G ESSEL stated that a constitutional anendnent is a
significant action and should address an issue that is durable
over tinme. She recalled testinony that stated that excess funds
would only exist for the next two to three years in |ight of
declining oil production. She opined that it was not appropriate

SENATE STA COW TTEE -4- February 2, 2012



to amend the constitution for sonething that wll only be
relevant for a few years. She also disapproved of tying the
hands of future |egislatures.

SENATOR W ELECHOWSKI opined that the intent of the bill is to
put a framework into the future to provide for savings.

SENATOR KOOKESH said that he was inclined to support bills that
required a vote of the people; however, he was uncertain about
what woul d happen in the next three years.

9: 09: 37 AM

SENATOR PASKVAN noved [to report the CS for SJR 10, |abeled 27-
LS1091\D, from conmttee with individual reconmendations and the
attached fiscal note.]

SENATOR W ELECHOWBKI announced that w thout objection, CSSIR
10( STA) noved fromthe Senate State Affairs Standing Conmttee.

SCR 17-G RL SCOUTS 100TH ANNI VERSARY

SENATOR W ELECHOABKI announced that the next bill before the
committee was SCR 17, which proclainms 2012 as the Year of the
Grl and celebrates the 100th anniversary of the Grl Scouts.
The bill was introduced by Senator Bettye Davis. The conmttee
will take up version Mof SCR 17.

SENATOR PASKVAN noved [to adopt the CS for SCR 17, version M as
t he wor ki ng docunent before the commttee.]

SENATOR W ELECHOWSKI obj ected for discussion purposes.

KATYA WASSILLIE, intern, Senator Bettye Davis, sponsor of SCR
17, introduced the resolution. She related that the Grl Scouts
of Anerica, founded by Juliette Gordon Low in 1912, now have
about 2.3 mllion nenbers and 890,000 adults working as
volunteers. Fifty mllion wonen are Grl Scout alummae. In
Al aska there are about 6,000 Grl Scouts and 1,500 volunteers
today. The experience of being a Grl Scout produces growth on
many | evels. She described the advantages of being a Grl Scout

and the difference it makes in girls' |lives. She shared
statistics about the nunbers in the organization. SJR 17
recognizes the positive inpact of the Grl Scouts and

commenor ates them by proclai mng 2012 the Year of the Grl.

SENATOR KOOKESH asked if Ms. Wassillie was a G rl Scout.
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M5. WASSILLIE replied that she was not.

9:13:18 AM

JANE ANGVIK, Chair, Grl Scouts of Al aska, Anchorage, Al aska,
testified in support of SCR 17. She shared statistics of the
organi zation and advantages of belonging to the group. She
shared types of badges available to Grl Scouts.

9:15:48 AM

QLIVIA LARSON, Grl Scout, Anchorage, Alaska, testified in
support of SCR 17. She shared her experience as a Grl Scout and
urged support of the resol ution.

SENATOR W ELECHOWBKI closed public testinony. He requested a
notion to nove the bill.

9:17: 11 AM

SENATOR PASKVAN noved [to report the CS for SCR 17, version M
fromcomittee, with individual recommendations and the attached
zero fiscal note.]

SENATOR W ELECHOWASKI  announced that w thout objection, CSSCR
17(STA) noved fromthe Senate State Affairs Standing Conmttee.

SB 131- DI VEST | NVESTMENTS | N | RAN

9:18: 54 AM
SENATOR W ELECHOWSKI announced that SB 131 was again before the
committee. Since the conmittee heard the bill, the governor made

a surprise announcenent that he is asking the Al aska Permanent
Fund Corporation (APFC), Alaska Retirenent Managenent (ARM
Board, and Departnent of Revenue (DOR) to divest their holdings
from any conpanies doing business in Iran. He said he appl auds
the governor's support for divesting, but it is not «clear
whet her he and the agencies he asked to divest currently have
sufficient legal authority to do so. He wished to learn nore
about that question and about the fiscal notes the bill received
from the APFC. One of the fiscal notes, for $200,000 in FY 13,
refers to APFC cust ody and nanagenent fees.

9:19: 01 AM

LAURA ACHEE, Director of Admnistration and Communications,
Al aska Pernmanent Fund Corporation (APFC), Departnent of Revenue
(DOR), Juneau, Al aska, introduced herself. She offered to answer
gquestions about SB 131.
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SENATOR PASKVAN questioned the transactional cost related to the
bill.

MS. ACHEE explained that two elenents relate to the costs; one
is the direct pass through cost that APFC is charged for brokers
buying and selling stocks, and the other is the cost of having
both internal and external staff manage the portfolio. At the
front end is the initial cost of divesting the stocks, and then
there are on-going costs of making sure those stocks are not re-
bought .

SENATOR PASKVAN said he thought those transactional costs were
part of every day, usual costs.

9:22:59 AM

M5. ACHEE countered the idea that APFC would not be doing
anything different. One of the tasks that would be different is
the nonitoring of unacceptable stocks on the list to namke sure
that they are not purchased. Al so, the issue of paying the
brokers is a fixed cost. The managenent cost is not included in
the fiscal note. She addressed the issue of profits versus
| osses, which cannot be estinmated. Managers are expecting that
there mght be sonme offers, but those costs are also not
included in the fiscal note.

SENATOR PASKVAN said he thought the investnments should be
di vested no matter what the cost.

SENATOR KOOKESH wondered if the fiscal note changed due to the
governor's interest.

MS. ACHEE answered sai d no.

SENATOR KOOKESH asked if the costs wll be shared with the
gover nor.

MS. ACHEE said she has not discussed that situation.

SENATOR KOOKESH wondered how fiscal notes are determ ned now
t hat the governor has wei ghed in.

9:26:43 AM

SENATOR W ELECHOMSKI said that Senator Kookesh nmde a good
point. He wondered where the $200,000 would conme from if the
bill does not pass, now that the governor has stated support.
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M5. ACHEE said that discussion would have to happen and the
nmoney would have to be found. She thought the direction of
i nqui ry was prenature.

SENATOR G ESSEL asked if +there were other stocks APFC is
prohi bited frominvesting in.

M5. ACHEE said there were none.

SENATOR MEYER pointed out that there are sone restrictions. For
exanple, high risk trading is not done.

M5. ACHEE did not know. A nunber of years ago the investnent
authority was turned over to the APFC.

SENATOR W ELECHOMBKI said he had been told that the Pernmanent
Fund was di vested from Sudanese i nvest nents.

M5. ACHEE said that was i ncorrect.

SENATOR W ELECHOWBKI said he wunderstood that forner-CGovernor
Pal in requested that.

M5. ACHEE did not recall that. She assured the conmttee that
t here has never been any divestnent for any reason.

9:30: 03 AM
DAN  WAYNE, Legi sl ative Legal Counsel , Legislative Affairs
Agency, introduced hinself.

SENATOR W ELECHOWSKI related his conversation with Legislative
Legal questioning the governor's authority to request or demand
that the Permanent Fund divest frominvestnents.

MR. WAYNE explained that the constitution gives the governor
power under Article 3, Section 16, to force conpliance with any
constitutional or legislative mandate, which may nake the
governor think he can take action to divest funds from the
Permanent Fund. M. Wayne did not think the Permanent Fund
Corporation could act on the request because the constitution
says in Article 9, Section 15, that "the principle of the
Per manent Fund shall be used only for those income producing
investnments specifically designated by law as eligible for
Per manent Fund investnent."

The | egislature has designated by |aw how that noney is supposed
to be invested in AS 37.13.120(a) "when adopting regulations
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authorized by this section, or nanaging and investing fund
assets, the prudent investor rule shall be applied by the
corporation. The prudent investor rule is applied to investnent
activity of the fund, neans that the corporation shall exercise
the judgnment and care under the circunstances then prevailing

that an institutional investor of ordinary prudence, discretion,
and intelligence exercises in the designation nanagenent of
| arge investnents entrusted to it, not in regard to specul ation

but in regard to the permanent disposition of funds, considering
preservation of the purchasing power of the fund over tinme while
maxi mzing the expected total return from both incone and
appreciation of capital."

He concluded that the legislature has said this is the law to
foll ow when investing noney. SB 131 adds a subsection to AS 37

13.120 on page 5, Section 3, "the board shall conply with AS
37.10.072," which is the new section that requires divestnent.
He opined that w thout |egislative direction, the APFC can't
divest from Iran investnents wunless it wuld satisfy the
requi renents of the prudent investnent rule.

SENATOR W ELECHOWSKI asked Ms. Achee for clarification on the
fiscal note. He wondered how many fund managers were contacted
regardi ng the need for a fiscal note.

MS. ACHEE replied there were about 20-25 fund nanagers.

SENATOR W ELECHOWSKI i nqui red how many thought there would be a
cost .

MS. ACHEE said three fund nanagers decided SB 131 would require
a cost. One manager gave an estinmate for manager fees, but they
were not included in fiscal note, as well as transaction costs.
She enphasized that the anount of $200,000 is not a definite
nunber, but a rough estinmate.

SENATOR W ELECHOWSKI concl uded that the fiscal note was based on
the recommendation of one fund nanager. He summarized page 2,
lines 5-11, "if an investnent in the fund is nanaged as a
commi ngl ed investnent or other business structure in which the
fund is not the sole owner, the |aw does not apply."” He asked if
it was a conm ngl ed i nvestnent.

9: 38: 06 AM

M5. ACHEE responded that it was not a commngled fund. All
managers that did not suggest that there would be a cost are
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separate account active nanagers that do not fall wunder either
exclusion in the bill.

SENATOR W ELECHOASKI  understood that the one fund manager
manages about $1.3 billion.

M5. ACHEE clarified that the manager nanages $1.4 billion, $1
billion of which is international l|arge capitalized conpany
st ock.

SENATOR W ELECHOWNBKI stated that the state pays that nanager
about $350, 000 per quarter.

M5. ACHEE sai d manager fees vary. She did not know the nunber.

SENATOR W ELECHOWSKI asked if M. Achee or her |lawers had
| ooked at subsection (b).

M5. ACHEE said she has and it does not apply.
SENATOR W ELECHOWBKI thought it was a conm ngl ed i nvestnent.

9:40: 46 AM

M5. ACHEE reviewed definitions: an active separate account is an
account where the manager nakes decisions based on what is best
for the individual portfolio; passive nmanagers align the
portfolio directly to an index and charge a significantly
smal | er f ee; comm ngled funds are blended wth ot her
institutional investors |like a mutual fund.

SENATOR PASKVAN requested a definition of basis points. He said
he estimated the transactional costs to be 25 basis points. He
wondered if they could be negotiated | ower.

9:42:51 AM
M5. ACHEE defined a basis point as a fraction of a percent. For
exanpl e, $200,000 is two basis points of a $1 billion portfolio.

SENATOR PASKVAN asked if the value is 99.8 percent after two
basi s points are renoved.

M5. ACHEE said that APFC does not approach it that way. She
asked for further clarification of Senator Paskvan's questi on.

SENATOR PASKVAN assuned a $100,000 investnment with a 2 basis
poi nt transactional cost. He asked what anount renai ned.
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MS. ACHEE said it would be the renmninder if the stock were to be
sold for full val ue.

SENATOR PASKVAN restated the question based on a $100
investnent. He asked if $99.80 woul d remnain.

M5. ACHEE agr eed.

SENATOR PASKVAN expl ai ned the rational for his analysis.

9:45: 03 AM

SENATOR W ELECHOWSKI asked if there is a section in the contract

with the fund nanager that discusses how much it would cost for
a |l egislative change.

M5. ACHEE did not know.

SENATOR W ELECHOWSKI  wondered if the governor could legally
di rect investnents.

MS. ACHEE deferred to Legislative Legal to answer.

SENATOR KOOKESH asked Ms. Achee to follow up on that question.
M5. ACHEE di d not feel confortable answering the question.
SENATOR PASKVAN al so want ed feedback on the questi on.

SENATOR KOOKESH said it was new ground and he wi shed to follow
t he process.

SENATOR W ELECHOWBKI t hanked Ms. Achee for her work. He left the
decision on the bill to the commttee.

9:48: 01 AM
SENATOR PASKVAN asked when the APFC mi ght respond.

SENATOR W ELECHOABKI  requested nore information about the
governor's letter. He related that M. Wayne nmaintained that the
governor's letter did not give the APFC authority to divest. He
al so wondered if the governor could give authority for APFC to
di vest.

M5. ACHEE said she would try to get an answer as soon as
possible, but it was up to the Departnent of Law to respond.
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SENATOR W ELECHOWSKI said the commttee would hold the bill
until further notice.

SENATOR MEYER recalled that the previous governor verbally
requested divestnment from Sudan. He also wanted to find out the
governor's legal role. He agreed with the bill's intent from a
policy standpoint. He suggested noving the bill.

SENATOR KOOKESH al so agreed to nove the bill.

9:50: 22 AM

SENATOR PASKVAN noved to report SB 131, version M from
committee wth individual recomrendations and the attached
fiscal notes.

SENATOR W ELECHOWSKI added that there are two attached fisca
notes; one from the Departnent of Revenue - Treasury, and one
from the Departnment of Revenue - APFC Operations. A revised
fiscal note concerning APFC custody and managenent fees may be
forthcom ng.

SENATOR G ESSEL said in spite of the governor's support, she was
unsure of the bill. She stated objections to political aspects
of the bill, even though she did not dispute Iran's action. She
not ed that Norway nakes objective decisions about investnents.

SENATOR W ELECHOWEKI agreed that that's the argunent against the
bill. He said each individual case should be | ooked at based on
its own nerits. He said Norway has a board that does allow
soci al investing. For exanple, Norway does not invest in tobacco
conpanies. He thought this bill was a unique situation. He
argued in favor of the bill.

9:53:36 AM
SENATOR G ESSEL comrented on an investnment Norway declined to
make.

SENATOR W ELECHOWBKI announced that w thout objection, SB 131
noved fromthe Senate State Affairs Standing Conmtt ee.

9:54: 03 AM

There being no further business to conme before the commttee
Chair Welecowski adjourned the Senate State Affairs Standing
Conmttee at 9:54 a. m
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