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SENATE AMENDMENT

B Y ;  Labor & C om m e r c e  Committee

T O :

T O :

On page 2, line 29, f o l l o w i n g  "g o v e r n m e n t , 11 , 

Insert: "with the a p p roval of the t r u s t o r , 11.

(TURN IN O R I G I N A L  A M E N D M E N T  T O  S E N A T E  S E C R E T A R Y ' S  OFFICE.
T H E  A M E N D M E N T  W I L L  BE N U M B E R E D ,  C O P I E D  A N D  D I S T R I B U T E D . )

S E N A T E  B I L L  N O .  93 

H O U S E  B I L L  N O .
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SB 93: "An A c t  r el ating to i n v e s t m en t s  by fin a n c i a l  institu t i o n s . "

. The D e p a r t m e n t  of C o m m e r c e  and E c o n o m i c  D e v e l o p m e n t  s u p po r t s  this bill 

if amended in t h e  f o l l o w i n g  manner. Page 2 line 29 after g ov e r n m e n t  

. insert "with approval of the t rustor(s),

Section 1 of the bill allows a t r u s t ee  of a bank to invest in a mutual 

fund ~ . .■* r f  ««••»— • s e c ur i t i e s  w h e n  th e  trust, c

bank grants a u t h o r i t y  for the trustee to invest in goveru.;.unL 

securities. T h i s  p r o v i s io n  expands the t r u s t  p o w e r  beyond that of the 

• t rus t ee  a g r e e m e n t  w i t ho u t  a l l owing th e  t r u s t o r  to m a k e  the d e t e r m i n a t i o n  

. as to w h e t h e r  this i n v e s t m en t  accords w i t h  the trustors' wishes. If the 

bank's t r u s t  c u s t o m e r  gives th e  bank f i d u c i a r y  f r e e d o m  to invest in 

g o v e r nm e n t  s e c u r i ti e s  the t r u s t e e  of the t r u s t  should do j u s t  that. As 

SB 93 is no w  written, if th e  bank c u s t o m e r  did not want g o v e r nm e n t  

• s e c u r i t i e s  in the f o r m  of shares in a mutual f un d  the t rust agreement 

would have to so state. T h er e  are a n u m b e r  of r e a s o n s  w h y  a trustor 

; : m i g h t  c h o o s e  not to have the t r us t e e  invest in mutual funds, one of 

: w hich is that the t r u s t o r  ends up pa y i n g  d o u b l e  fee s  fo r  th e  investment,

■ i-one fo r  the t r u s t e e  a d m i n i s t r a t i o n  c o s t  and a n o t h e r  fo r  mutual fund 

•..-.j:.management fees. ... .

The d e pa r t m e n t  f a v o r s  S e c t i o n  2 of the bill as written. This section 

f a l l o w s  bank m a n a g e m e n t  to invest, as par t  of the bank's i nvestment 

p ortfolio, mutual f unds as long as the mutual f un d  limits its p o r t fo l i o  

to legal investments. This allows a small f i nancial institution the 

ability to have g r e a t e r  use of e x p e r t i s e  rf the mutual f u n d ' s  managers, 

thus, d i v e r s i f y i n g  some m a r k e t  risk.

This bill will have no affect on the p r o g r a m  of r e g u l a t i n g  financial 

:.rinstitutions nor will it have a fiscal impact.

i : v  ! •
j ;

' * l 5 * .. 4

hon y Smith, C o m m i s s i o n e r

DATE : j  I f e s f t
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SB 93: "An Act r e l a t in g  to i n v e s t m en t s  by fin a n c i al  i n s t i t u t i on s . "

The D e pa r t m e n t  of C o m m e r c e  and E c o n o m i c  D e v e l o p m e n t  s u p p o rt s  t his bill 

if amended in the f o l l o w i n g  manner. Page 2 line 29 after g o v er n m e n t  

insert "with approval of th e t r us t o r ( s ) ,  . . .

Section 1 of the bill allows a t r u s t e e  of a bank to inv e s t  in a mutual 

fund m ade up of g o v e r n m e n t  s e cu r i t i e s  wh e n  the t r u s t  c u s t o m e r  of the 

bank grants a u t h o r i t y  for th e  t r u s t e e  inve s t  in g o v e r n m e n t  

•securities. Thi s  p r o v i s i o n  e x p a n d s th e  t r u s t  p o w e r  beyond that of the 

• trustee agr ee m e n t  w i t h o u t  a l l o w i n g  th e  t r u s t o r  to m a k e  t h e  d e t e r m i n a t i o n  

as to w h e t h e r  this i n v e s t m e n t accords wi t h  the trustors' wishes. If the 

bank's trust c u s t o m e r  gives the bank f i d u c i a r y  f r e e d o m  to invest in 

gove r n m en t  s e c u r i t i es  the t r u s t e e  of the t r u s t  s h o u l d  do jus t  that. As 

SB 93 is n o w  written, if t h e bank c u s t o m e r  did not w a n t  g o v e r n m e n t  

. s e curities in the f o r m  of shares in a mutual f u n d  the t r u s t  agr e e me n t  

would have to so state. T h e r e  are a n u m b e r  of r e a s o n s  w h y  a t r u s t o r  

might ch o o s e  not to have the t r u s t e e  invest in mutual funds, one of 

w h i c h  is t hat the t r u s t o r  ends up p a y i n g  d o u b l e  f e e s  f o r  the i nvestment, 

'one for the t r u s t e e  a d m i n i s t r a t i o n  c o s t  and a n o t h e r  fo r  mutual fund 

m a n a g e m e n t  fees. . .. .

The d e pa r t m e n t  fa v o r s  Sect i o n  2 of the bill as w r i tten. This sect i o n  

""'allows bank m a n a g e m e n t  to invest, as par t  of t h e  ba n k ' s  i n ve s t m e n t  

portfolio, mutual fundo as long as t h e  mutual fu n d  limits its p o r t f o l i o  

to legal investments. This allows a small fin an c i a l  i n s ti t u t i o n  the 

ability to have g r e a t e r  use of e x p e r t i s e  of the mutual f u n d ' s  m a n ag e r s ,  

thus, d i v e r s i f y i n g  some m a r k e t  risk.

This bill will have no affect on the p r o g r a m  of r e g u l a t i n g  financial 

institutions nor will it have a fiscal impact.
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Senate. Bill 93 proposes two st atutory amendme nt s 
to Alaska banking laws.

Ame ndment  to AS 06.05.180.

The pro p os e d a me ndment to AS 06 .0 5. 180(10) provides 
that where an Alaska d om i ci l ed  bank or nati on al  bank 
holds assets under a trust agreement, that said asse ts 
can be invested in shares of a "money m a r k e t  mu tu a l fund" 
limited to short term U.S. T reasur y obligations.

Reason for Amendment.

In the course of its exa mi nation  of na t?onal' ba nk s 
and trust departments, the U.S. Office of the Comptr ol le r 
of the Cu rr ency has co nstrued trust in struments that p e r­
mit or re quire inv es tments in U.S. O b ligatio ns  not to 
aut horize  investme nt s in money market funds limited to 
short term U.S. T r e a s u r y  Obligations. The regulations of 
the Office of C o mp t r o l l e r  of the Cur r en c y ap pl i ca b le  to 
f i d u c i ar y ac tiv i ti e s provides that funds hel d by a na ti on a l 
bank, in a f id uc iary capacity, shall be invested in 
a c c o r d a n c e  with the instr ument e s ta bl i s h i n g  the fiduci ar y 
r e la t i o n s h i p  and local law. In making their own i n t e r p r e­
tation of state law, the Office of Co m pt ro ll er of the 
Cur rency has c on s is t e n t l y  rejected contray  views of local 
b an k  counse l and has re qu ired na ti o na l  banks in some 
states to remove their assets from the money mar ket 
mutual funds, with a subseq ue nt  loss to the ba nk  s u n d e r­
lying a c c ou n t of the cost- ef fe ctiveness, conv en i en c e and 
li quidity af f or de d  by the trust. T he  Office of the 
C o mp t ro l le r  of the Currenc y nonethel es s has said that it 
will yield on the issue in the event of ap pr op ri a te  
state leg islation action. The decision of the Of fi ce  of 
the Com ptroller  to yield to cl a ri fy i ng  legislation has 
pr o mp t ed  i nt ro duction  of legislation similar  to the p r o­
posed am e nd me n t to AS 06.05.180(10) in many states.

Similar legi slation has now been ad opt ed by twenty 
(20) states: Alabama, California, Connecticut, Florida,
Georgia, Illinois, Iowa, Kansas, Kentucky, Louisiana, 
Massachusetts, Minnesota, Missouri, N ew  Jersey, New York 
North Carolina, Oklahoma, Ohio, Texas & Virginia.



A m e n d m e n t  to AS 0 6 . 0 5 . 2 7 0 .

The p r o p o s e d  a m e n d m e n t  to A S  0 6 . 0 5 . 2 7 0 ( a ) ( 1 )  f o r­
ma l i z e s  the p o s i t i o n  taken by the D i r e c t o r  of B a n k i n g  for 
the S t ate of A l a s k a  w h i c h  a l l o w s  A l a s k a  d o m i c i l e d  b a n k s  to 
i n v e s t  their own a s s e t s  in m o n e y  m a r k e t  m u t u a l  funds 
w h i c h  a r e  l i m i t e d  to s h o r t  term U.S. T r e a s u r y  O b l i g a t i o n s .

R e a s o n  for A m e n d m e n t ,  Se n a t e  B i l l  93.

1) F o r m a l i z e s  s t a t u t o r y  a m e n d m e n t ,  the p r a c t i c e  
c u r r e n t l y  a u t h o r i z e d  by the S t a t e  of A l a s k a ' s  D i r e c t o r  of 
B a n k i n g  a n d  2) c l a r i f i e s  e x i s t i n g  law.
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