


S e n a t e  Bi l l  93 p r o p o s e s  two s t a t u t o r y  a m e n d m e n t s  
to A l a s k a  b a n k i n g  laws.

A m e n d m e n t  to AS 06. 0 5 . 1 8 0 .

The p r o p o s e d  a m e n d m e n t  to AS 0 6 . 0 5 . 1 8 0 ( 1 0 )  p r o v i d e s  
that w h e r e  an A l a s k a  d o m i c i l e d  b a n k  or n a t i o n a l  b a n k  
h olds a s s e t s  u n d e r  a trust a g r e e m e n t ,  that said a s s e t s  
c a n  be i n v e s t e d  in shares of a "m o n e y  m a r k e t  m u t u a l  f u n d "  
li m ited 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 Ame n d m e n t .

In the c o u r s e  of its e x a m i n a t i o n  of n a t i o n a l  banks 
a n d  trust d e p a r t m e n t s ,  the U.S. O f f i c e  of the C o m p t r o l l e r  
of the C u r r e n c y  has c o n s t r u e d  trust i n s t r u m e n t s  that p e r­
mit or r e q u i r e  i n v e s t m e n t s  in U.S. O b l i g a t i o n s  not to 
a u t h o r i z e  i n v e s t m e n t s  in m o n e y  m a r k e t  funds limited to 
short term U.S. T r e a s u r y  O b l i g a t i o n s .  The r e g u l a t i o n s  of 
the O f f i c e  of C o m p t r o l l e r  of the C u r r e n c y  a p p l i c a b l e  to 
f i d u c i a r y  a c t i v i t i e s  p r o v i d e s  that funds h e l d  by a n a t i o n a l  
bank, in a f i d u c i a r y  c a p a c i t y ,  s h a l l  be i n v e s t e d  in 
a c c o r d a n c e  w i t h  the i n s t r u m e n t  e s t a b l i s h i n g  the f i d u c i a r y  
r e l a t i o n s h i p  and local law. In m a k i n g  their own i n t e r p r e­
tation of s t a t e  law, the O f f i c e  of C o m p t r o l l e r  of the 
C u r r e n c y  has c o n s i s t e n t l y  r e j e c t e d  c o n t r a y  v i e w s  of local 
b a n k  c o u n s e l  a n d  has r e q u i r e d  n a t i o n a l  b a n k s  in some 
states to r e m o v e  their a s s e t s  f r o m  the m o n e y  m a r k e t  
m u t u a l  funds, with a s u b s e q u e n t  loss to the b a n k  s u n d e r­
lying a c c o u n t  of the c o s t - e f f e c t i v e n e s s ,  c o n v e n i e n c e  a n d  
l i q u i d i t y  a f f o r d e d  by the trust. T h e  O f f i c e  of the
C o m p t r o l l e r  of the C u r r e n c y  n o n e t h e l e s s  has said that it 
w i l l  y i e l d  on the i s sue in the e v e n t  of a p p r o p r i a t e
s t a t e  l e g i s l a t i o n  action. T h e  d e c i s i o n  of the O f f i c e  of 
the C o m p t r o l l e r  to y i e l d  to c l a r i f y i n g  l e g i s l a t i o n  has
p r o m p t e d  i n t r o d u c t i o n  of l e g i s l a t i o n  s i m i l a r  to the p r o­
posed a m e n d m e n t  to AS 0 6 . 0 5 . 1 8 0 ( 1 0 )  in m a n y  states.

S i m i l a r  l e g i s l a t i o n  has now be e n  a d o p t e d  by twenty 
(20) states: Alabama, C a l i f o r n i a ,  C o n n e c t i c u t ,  Florida,
Geo r g i a ,  Illinois, Iowa, Kansas, K e n t u c k y ,  Louisiana,
M a s s a c h u s e t t s ,  Min n e s o t a ,  M i s s o u r i ,  N e w  J e r s e y ,  N e w  Y o r k  
N o r t h  C a r o l i n a ,  Oklah o m a ,  Ohio, T e x a s  & Virginia.



A m e n d m e n t  to A S  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
m a 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 a t e  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  banks 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  are l i m i t e d  to s h ort 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 Ame 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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SB 93: "An Act relating to investments by financial institutions."

:

The Department of Commerce and Economic Development supports this bill 

if amended in the following manner. Page 2 line 29 after government 

. .insert "with approval of the trustor(s), . . . ."

Section 1 of the bill allows a trustee of a bank to invest in a mutual 

fund made up of government securities when the trust customer of the 

bank grants authority for the trustee to invest in government 

securities. This provision expands the trust power beyond that of the 

trustee agreement without allowing the trustor to make the determination 

i as to whether this investment accords with the trustors' wishes. If the 

bank's trust customer gives the bank fiduciary freedom to invest in 

government securities the trustee of the trust should do just that. As 

SB 93 is now written, if the bank customer did not want government 

T-. securities in the form of shares in a mutual fund the trust agreement 

would have to so state. There are a number of reasons why a trustor 

•; might choose not to have the trustee invest in mutual funds, one of 

: which is that the trustor ends up paying double fees for the investment, 

j' one for the trustee administration cost and another for mutual fund 

.. • management fees.

The department favors Section 2 of the bill as written. This section 

allows bank management to invest, as part of the bank's investment 

portfolio, mutual funds as long as the mutual fund limits its portfolio 

to legal investments. This allows a small financial institution the 

ability to have greater use of expertise of the mutual fund's managers, 

thus, diversifying some market risk.

This bill will have no affect on the program of regulating financial 

institutions nor will it have a fiscal impact.

;• j '
I ■

hony Smith, Commissioner
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