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The Department feels strongly that the Commissioner of Education is not the appropriate entity to 
determine whether a particular REAA should or should not be allowed to participalc in an investment 
pool. The Dcpar uncnt lacks the resources and expertise to determine the financial health of REAAs.

This fiscal note was developed under the assumption that the Commissioner would not fulfill tha: function 
therefore no fiscal impact is indicated. However, should this responsibility be undertaken it would require 
an Accountant and an Auditor.
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W A L T E R  J .  H IC K E L

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

O F F I C E  O F  T H E  G O V E R N O R  

0 U N E A U

January 29, 1992

The Honorable Ben Grussendorf 
Speaker of the House 
Alaska State Legislature 
State Capitol 
Juneau, AK 99801-1182
Dear Speaker Grussendorf:
Under authority of art. Ill, sec. 18, of the Alaska Constitution, / am transmitting a 
bill relating to investment pools for public entities.
Section 2 of the bill amends /IS 14.08.101 by allowing a regional educational 
attendance area (REAA) to participate in an investment pool, but only if approved 
by the commissioner of education. This will provide state oversight of an REAA's 
desire to participate in an investment pool. / believe such oversight is necessary 
because of the potential state liability problems associated with REAA's (which do 
not enjoy a distinct legal existence separate from the state). However, because 
only temporarily available surplus cash is allowed to be invested in an investment 
pool, the commissioner of education can determine whether a particular REAA is 
financially healthy and should be allowed to participate.
Section 3 of the bill amends AS 29 by requiring a municipality's governing body to 
consent to the municipality participating in an investment pool established under 
AS 37.27 before it may join.
Section 4 of the bill adds a new chapter on investment pools for public entities to 
AS 37. Specific investment criteria, objectives and guidelines, audit requirements, 
and disclosure policies to be followed by participants in an investment poo! are set 
out in this section. Additionally, investment portfolio restrictions are established.
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The bill provides that public entities participating in an investment pool may form 
nonprofit corporations for the purpose of overseeing the management of a pool. A 
nonprofit corporation and the participants in a pool are given explicit authority to 
spend money reasonably necessary for the management of the pool, including the 
hiring of necessary employees. However, the nonprofit corporation may not 
provide direct investment services, instead, all investment pools (whether 
managed by nonprofit corporations or not) must provide for investment 
management and related services by contracting with one of the following: (1) an 
investment advisor registered under the Investment Advisors Act of 1940 (15 
U.S.C. 80b-1 - 80b-2); (2) the state Department of Revenue; or (3) an Alaska 
financial institution having trust powers. Investment managers are subject to the 
prudent-expert rule in performance of investment management and related 
services.
Finally, the bill defines those public entities allowed to participate in an investment 
pool as including all classes of municipalities and their subdivisions, school 
districts, REAA's (with the approval of the commissioner of education), 
organizations composed of political subdivisions (such as the Alaska Municipal 
League). Villages and nonprofit community corporations are excluded as public 
entities for the purposes of this bill.
/ urge your support of this bill. Investment pools for public entities have been 
highly successful in other states that allow such investments. By allowing our 
public entities to invest jointly in investment pools, it is my hope that these entities 
will realize maximum investment returns with preservation of capital and liquidity 
and, eventually, help alleviate the growing local government burden on decreasing 
state revenue.

Sincerely,

Walt£t>J. Hickel
Governor
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February 3, 1992

MEMORANDUM
TO: Representative Jerry Mackie, Chairman, House Community and Regional 

Affairs Committee
'-'ROM: Scott A. Burgess, Executive Director
SUBJECT: HB 432 - Investment Pools for Public Entities

I i n formally requesting a hearing by the House Community and Regional Affairs 
Co. mnittee, the first committee of referral, on HB 432, An Act relating to investment pools 
for p blic entities, This legislation, introduced by request of the Governor, is a priority of 
the Al vka Municipal League, and I would appreciate your scheduling the bill as soon as 
possib'e.
The House Community and Regional Affairs Committee introduced similar authorizing 
legislation at the request of the AML last year as HB 199. Unfortunately, Governor Hickel 
vetoed SB 182, companion legislation introduced in the Senate. The major difference 
between HB 432 and SB 182/HB 199 is one of philosophy. As authorizing legislation 
requiring cooperative agreements, SB 182 and HB 199 relied on the contracts between 
interested parties (which did not include the state or state funds) to spell out investment 
criteria and policies. HB 432, a compromise worked out between the administration and 
the AML, puts many of these controls in statute, resulting in a longer bill but the effect, I 
believe, will be the same - an investment alternative for public entities to realize maximum 
investment returns consistent with the preservation of capital and liquidity. The AML has 
been ready to proceed with the formation of an investment pool under this legislation for 
over a year.
I am available to answer any questions, and I appreciate your assistance.

sab2:hb432req,22

M e m b e r  o f  t h e  N a t io n a l L e a g u e  o f  C it ie s  a n d  t h e  N a t io n a l A s s o c ia t io n  o f  C o u n t ie s
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I n v e s t m e n t  P o o l i n g  

f o r  P u b l i c  E n t i t i e s

The Alaska Municipal League urges the legislature and the governor to approve 
le g is la t io n  authorizing public entitles to enter Into agreements with other public 
E n t it le s  regarding the formation and operation o f Investment pools under which 
jfy n d s  o f the participating public entitles can be administered and invested Jointly.
Governor Hickel vetoed investment pool legislation (SB 182) introduced at the request of 
the Alaska Municipal League and passed by the 17th Legislature ?n 1991. The League 
continues to support such legislation to allow formation of a pool to provide professional 
investment advice and services to "public entities" for short-term, non-pension funds. 
Investments in such a pool would emphasize security and liquidity while providing a good 
rate of return. Investment policies and procedures would be included in the agreement 
between the pool and the entity choosing to participate. The pool would utilize only 
prime grade securities with short-term maturities and those with active secondary 
markets. "Public entities" should include municipalities, municipal school districts, REAA’s, 
and organizations composed of such entities.

Such legislation would clarify the "joint powers" statute (AS 29.35.010 (13)) to specifically 
authorize such pools, give the AML the authority to establish the pool as a service 
program, and assist the pool in receiving a favorable IRS tax ruling. The AML is not 
seeking the assistance of the state in operating the pool. No state funds would be 
involved, and therefore there is no liability on the state. This is an example of how 
municipalities and school districts can work together to assist themselves and reduce 
their dependence on the state.

Local government investment pools exist in over 28 states. Some are operated by the 
state treasury and some are independent of the state. In November 1989, the AML 
membership, representing 125 municipalities, passed a resolution asking the AML Board 
of Directors to investigate the feasibility of a municipal investment pool. After a great deal 
o f research and expense, the AML 1) determined the feasibility of such a pool and 
decided to proceed with the formation of a pool, 2) introduced legislation to clarify the 
League’s authority to form and operate a pool, and 3) after sending out a request for 
proposals, selected a professional investment management firm and financial institution 
to assist the League with the formation and operation of the pool. Unfortunately, even 
though the legislation was approved by the legislature, Governor Hickel vetoed the 
legislation, delaying the implementation of the League pool.

The AML is waiting for the passage of legislation to establish a pool to provide investment 
services to public entities to protect and make the most of public funds.

M e m b e r  o f  th e  N a t io n a l L e a g u e  o f  C it ie s  a n d  t h e  N a t io n a l A s s o c ia t io n  o f  C o u n t ie s



2104 HOUSE JOURNAL J a n u a r y  29, 1992

H B  4 3 2

T h a  f o l l o w i n g  w a »  p u b l i s h e d  J a n u a r y  29, 1 992: 

Z e r o  f i s c a l  note, D e p a r t m e n t  o f  E d u c a t i o n

T h e  G o v e r n o r ' s  t r a n a a i t t a l  letter, d a t e d  J a n u a r y  29, 1992 
a p p e a r s  below:

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

U n d e r  a u t h o r i t y  of  a:rt. Ill, Bee. 18, of t h e  A l a s k a  
Co n s t i t u t i o n ,  I a *  t r a n s m i t t i n g  a b i l l  r e l a t i n g  to
i n v e s t m e n t  p o o l s  for p u b l i c  e n tities.

S e c t i o n  2 of t h e  h i l l  a m e n d s  AS 1 4 . 0 8 . 1 0 1  by a l l o w i n g  a 
r e g i o n a l  e d u c a t i o n a l  a t t e n d a n c e  a r e a  (REAA) to  p a r t i c i p a t e  
in an i n v e s t m e n t  pool, b u t  o n l y  if a p p r o v e d  b y  the
c o m m i s s i o n e r  o f  e d u c a t i o n .  T h i s  w i l l  p r o v i d e  s t a t e  
o v e r s i g h t  of an R E A A ' s  d e s i r e  t o  p a r t i c i p a t e  i n  an
i n v e s t m e n t  p o o l .  I b e l i e v e  s u c h  o v e r s i g h t  is  n e c e s s a r y  
b s c a u e e  o f  t h e  p o t e n t i a l  s t a t e  l i a b i l i t y  p r o b l e m s  a s s o c i a t e d  
w i t h  R E A A ' s  (which d o  n o t  e n j o y  a d i B t i n c t  l e g a l  e x i s t e n c e  
s e p a r a t e  f r o m  t h e  s t a t e ) . H owever, b e c a u s e  o n l y  t e m p o r a r i l y  
a v a i l a b l e  s u r p l u s  c a s h  is a l l o w e d  to b e  i n v e s t e d  In an
i n v e s t m e n t  pool, the c o m m i s s i o n e r  o f  e d u c a t i o n  c a n  d e t e r m i n e  
w h e t h e r  a p a r t i c u l a r  R E A A  is f i n a n c i a l l y  h e a l t h y  a n d  s h o u l d  
b o  a l l o w e d  t o  p a r t i c i p a t e .

S e c t i o n  3 o f  the b i l l  a m e n d s  A S  29 b y  r e q u i r i n g  a 
m u n i c i p a l i t y ' s  g o v e r n i n g  b o d y  to  c o n s e n t  t o  t ha m u n i c i p a l i t y  
p a r t i c i p a t i n g  in an i n v e s t m e n t  p o o l  e s t a b l i s h e d  u n d e r  AS 
37.27 b e f o r e  it m a y  join.

S e c t i o n  4 of t h e  b i l l  a dds a n e w  c h a p t e r  o n  i n v e s t m e n t  p o o l s  
for p u b l i c  e n t i t i e s  t o  AS  37. S p e c i f i c  i n v e s t m e n t  crit e r i a ,  
o b j e c t i v e s  a n d  g u i d e l i n e s ,  a u d i t  r e q u i r e m e n t s ,  and 
d i s c l o s u r e  p o l i c i e s  t o  be  f o l l o w e d  b y  p a r t i c i p a n t s  in  an 
i n v e s t m e n t  p o o l  are s e t  o u t  in t his s ection. A d d i t i o n a l l y ,  
i n v e s t m e n t  p o r t f o l i o  r e s t r i c t i o n s  a r e  e s t a b l i s h e d .

T h e  b i l l  p r o v i d e s  t h a t  p u b l i c  e n t i t i e s  p a r t i c i p a t i n g  in an 
i n v e s t m e n t  p o o l  m a y  form n o n p r o f i t  c o r p o r a t i o n s  f o r  the 
p u r p o s e  o f  o v e r s e e i n g  t h e  m a n a g e m e n t  of a p o o l .  A  n o n p r o f i t  
c o r p o r a t i o n  a n d  t he p a r t i c i p a n t s  in a p o o l  a r e  g i v e n  
e x p l i c i t  a u t h o r i t y  to s p e n d  m o n e y  r e a s o n a b l y  n e c e s s a r y  for 
t he m a n a g e m e n t  of  t h e  pool, i n c l u d i n g  t he h i r i n g  of 
n e c e s s a r y  e m ployees. H o w e v e r ,  the n o n p r o f i t  c o r p o r a t i o n  m a y  
n o t  p r o v i d e  d i r e c t  i n v e s t m e n t  s e r v i c e s .  I n stead, all 
i n v e s t m e n t  p o o l s  ( whether m a n a g e d  b y  n o n p r o f i t  c o r p o r a t i o n s  
o r  not) m u s t  p r o v i d e  for i n v e s t m e n t  m a n a g e m e n t  a n d  r e l a t e d  
s e r v i c e s  b y  c o n t r a c t i n g  w i t h  o n e  of -he f o l l o w i n g :  (1) an
i n v e s t m e n t  a d v i s o r  r e g i s t e r e d  u n d e r  t he I n v e s t m e n t  A d v i s o r s  
A c t  of 1940 (15 U . S . C .  B 0 b - 1  - 8 0 b - 2 ) ; (2) t h e  s t a t e
D e p a r t m e n t  o f  R e v e n u e )  o r  (3) an A l a s k a  f i n a n c i a l  
i n s t i t u t i o n  h a v i n g  t r u s t  p o w e r s .  I n v e s t m e n t  m a n a g e r s  a re 
s u b j e c t  t o  t h e  p r u d e n t - e x p e r t  r u l e  in  p e r f o r m a n c e  of 
i n v e s t m e n t  m a n a g e m e n t  a n d  r e l a t e d  services.
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Finally, t h e  b i l l  d e f i n e s  t h o s e  p u b l i c  e n t i t i e s  a l l o w e d  to  
p a r t i c i p a t e  in an  i n v e s t m e n t  p o o l  as i n c l u d i n g  all c l a s s e s  
of m u n i c i p a l i t i e s  a n d  t h e i r  s u b d i v i s i o n s ,  s c h o o l  d i s t r i c t s ,  
R E A A ' s  (with t he a p p r o v a l  o f  t he c o m m i s s i o n e r  o f  e d u c a t i o n ) ,  
o r g a n i z a t i o n s  c o m p o s e d  of  p o l i t i c a l  s u b d i v i s i o n s  (such as 
the A l a s k a  M u n i c i p a l  L e a g u e ) . V i l l a g e s  a n d  n o n p r o f i t  
c o m m u n i t y  c o r p o r a t i o n s  a re e x c l u d e d  as p u b l i c  e n t i t i e s  for 
the p u r p o s e s  o f  t h i s  bill.

I u r g e  y o u r  s u p p o r t  o f  this bill. I n v e s t m e n t  p o o l s  for 
p u b l i c  o n t i t i o s  h a v e  b e e n  h i g h l y  s u c c e s s f u l  in  o t h e r  s t a t e s  
t h a t  a l l o w  s u c h  i n v e s t m e n t s .  By a l l o w i n g  o u r  p u b l i c  
e n t i t i e s  to i n v e s t  j o i n t l y  in i n v e s t m e n t  p ools, it is m y  
h o p e  t h a t  t h e s e  e n t i t i e s  w i l l  r e a l i z e  m a x i m u m  i n v e s t m e n t  
r e t u r n s  w i t h  p r e s e r v a t i o n  of c a p i t a l  a n d  l i q u i d i t y  and, 
event u a l l y ,  h e l p  a l l e v i a t e  t h e  g r o w i n g  l o c a l  g o v e r n m e n t  
b u r d e n  on  d e c r e a s i n g  s t a t e  revenue.

Sinc e r e l y ,  \

/<*/

H a l t e r  J. H i c k e l  
G o v e r n o r "

H B  433

H O U S E  B I L L  NO. 433 b y  R e p r e s e n t a t i v e s  B rown, E l lis, Koponen, 
Boyer, Ulmer, N a v a r r e  and G r u e n b e r g ,  entitled:

" A n  A c t  r e l a t i n g  to t h e  w a s t e  of o i l  a n d  g a s  a n d  
a m e n d i n g  the p o w e r s  a n d  d u t i e s  of t h e  A l a s k a  O i l  
a n d  G a s  C o n s e r v a t i o n  C o m m i s s i o n  r e l a t i n g  to
d e t e r m i n a t i o n  o f  w aste; a n d  p r o v i d i n g  f o r  an  
e f f e c t i v e  d a t e . "

w a s  r e a d  t h e  f i r s t  time a n d  r e f e r r e d  t o  t he H o u s e  S p e c i a l  
C o m m i t t e e  o n  O i l  t G a s  a n d  R e s o u r c e s  C o m m i t t e e s .

H B  434

H O U S E  B I L L  NO. 434 b y  R e p r e s e n t a t i v e s  M o y e r ,  F i n k e l s t e i n ,  
Boyer, D avidson, I van, Grue n b e r g ,  G . P h i l l i p s ,  Hudson, Baker, 
C .Davis, K o ponen, Kubina, R.Phi l l i p s ,  Ca r n e y ,  Foster, 
Larson, Parnell, Bru c k m a n ,  U lmer, S harp, N a v a r r e  and
M . A . M i l l e r ,  ent i t l e d :

" A n  A c t  r e l a t i n g  t o  s p e c i a l  m o t o r  v e h i c l e  
r e g i s t r a t i o n  p l a t e B  f o r  v e t e r a n s  a n d  r e c i p i e n t s  o f  
t h e  P u r p l e  H e a r t . "

w a s  r e a d  the f i r s t  t i n e  a n d  r e f e r r e d  to t h e  T r a n s p o r t a t i o n  
a n d  S t a t e  A f f a i r s  C o m m i t t e e s .
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February 10, 1992

P o s i t i o n  P a p e r

H B  4 3 2  -  I n v e s t m e n t  P o o l s  for  P u b l i c  E n t i t i e s

The Alaska Municipal League supports HB 432, an Act relating to investment pools for public 
entities. Such legislation authoring the formation and operation of investment pools by and for 
public entities, such as municipa.ities, school districts, and organizations composed cf public 
entities, is a legislative priority of the Alaska Municipal League. HB 432 represents a compromise 
on behalf of the AMI. and the administration to meet their objections which resulted in Governor 
Hickel’s veto of SB 182, introduced last year by the Senate Community and Regional Affairs 
Committee at the request of the League. Similar legislation, HB 199, was introduced by the 
House Community and Regional Affairs Committee. See a copy of the AML's Municipal Platform 
statement on investment pool legislation attached.
The major difference between HB 432 and CS for SB 182 (Finance), the legislation approved by 
the legislature last year, is one of philosophy. As authorizing legislation requiring cooperative 
agreements, CS for SB 182 (Finance) relied on the agreements or contracts between the public 
entities (which do not include the State of Alaska and state funds) choosing to participate in an 
investment pool to spell out in detail investment criteria and policies. HB 432, which also 
requires such agreements, puts many of these criteria and policies, such as a list of authorized 
investments, collateralization and reporting requirements, and liability limitations, in statute. The 
result is a longer bill with perhaps less flexibility on the part of the pool to respond to the 
sometimes rapidly changing world of finance; but, the effect will be the same - an investment 
alternative for public entities to realize maximum returns on short-term, non-pension funds 
consistent with the preservation of capital and liquidity.. HB 432 would allow municipalities, 
school districts, and the AML to form, operate, and invest in an investment pool for public 
entities.
The AML has spent considerable time and money researching and developing an investment 
pool and has been ready to proceed with the formation of a pool for public entities under this 
or similar legislation for over a year. The Alaska Municipal League urges the passage cf HB 432 
or similar legislation as soon as possible.
Attachment
c:sb374hb4.32

A L A S K A  
M U N I C I P A L  

L E A G U E

M e m b e r  o f  t h e  N a t io n a l L e a g u e  o f  C i t ie s  a n d  t h e  N a t io n a l A s s o c ia t io n  o f  C o u n t ie s




