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STATE OF ALASKA
1S91 LEGISLATIVE SESSION

Revision Date:

FISCAL NOTE

Department Affected:

BRU:

BILL N O .HCSCSSSSB 18 (Fin

Alaska Pension Fund Corporati

Component:

1

Title: Alaska Pension Fund Corporation
Sponsor: _Senator Pourchot
Requestor: Hanse Finance Committee

COMPONENT SERIAL NO. | |

Expenditures/Revenues: (Thousands of Dollars)

FY 92

OPERATING
PERSONAL SERVICES

TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS
TOTAL OPERATING

10,246.7
10,246.7

CAPITAL

REVENUE

FUNDING: (Thousands of Dollars)

GENERAL FUND

FEDERAL FUNDS
10,246.7

10,246.7

OTHER
TOTAL

POSITIONS:

FULL-TIME
PART-TIME
TEMPORARY

FY 93 FY 94
20,424.8  20,424.8
20,424.8  20,424.8
20,424.8  20,424.8
20,424.8  20,424.8

Estimate of current year impact: None

ANALYSIS: (Attach a separate page if necessary.) FY 92-97 are the amounts deleted from the
Treasury budget for retirement funds as shown on page 2 of this fiscal note,

FY 95 FY 96 FY 97
20,424.8  20,424.8  20,424.8
20,424.8  20,424.8 20,424.8
20,424.8 20,424.8  20,424.8
20,424.8 20,424.8 20,424.8

plus

1. $298.4 for FY 92 and $596.9 for FY 93-97 for SBS management (fund source 1007); anc,

2.

House Finance Committee
___rcpprpgpnt-aMvp Mikp MauajaaiG — ¢
Representative Eileen Maciean

Prepared By:
Division:

Approved by Commissioner:

Agency:

'y

Phone: £££=3706.

$68.8 for FY 92-97 for 6 board meetings of nine members (funded pro rata among all
fund sources). These additions are based on the cogts in the HCSCSSSSBIO(SA) fiscal not( .

465-3722
April 19, 1991

Date:

Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB, & Impacted Agency(ies).

Rev 10/90
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FISCAL NOTE

STATE OF ALASKA BILL NO.HCSCSSSSB 18 (Fi
1991 LEGISLATIVE SESSION

Revision Date: Department Affected: Revenue

iiile. Alaska Pension Fund Corporation BRu: Treasury Management
Component:

Sponsor: Senator Pat Pourchot

Requestor: Hrmgp Finance Committee COMPONENT SER'AL NO

Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY 92 FY 93 FY 94 FY 95 FY 96 FY 97

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND & STRUCTURES

GFANTS. CLAIMS
MISCELLANEOUS (9,879.5) [19,759.1) (19,759.1) (19,759.1) (19,759.1) (19,759.1)

TOTAL OPERATING (9,879.5)  (19,759.1) (19,759. 1) [(19,759. 1) (19,759.1) (19,759.1)

CAPITAL
REVENUE

FUNDING: (Thousands of Dollars)

GENERAL FUND
FEDERAL FUNDS
OTHER

TOTAL (9,879.5)

POSITIONS:

(9,879.5) (19,759.1) (19,759.1) (19,759.1) (19,759.1) (19,759.1)
(19,759.1) (19,759.1) (19,759.1) (19,759.1) (19,759.1)

FULL-TIME

PART-TIME
TEMPORARY

Eslimate of current year impact: None

ANALYSIS: (Attach a separate page if necessary.)FY 92 is half the amounts contained in the FY 92
House budget for retirement funds appropriated to Treasury. FY 92 amount assumes the

pension corporation takes over retirement fund investments January 1, 1992. FY 93-9/
amount of the FY 92 House budget for retirement funds appropriated to

are the full
Treasury.
Hpuse Finance Committee
Prepared By: -Reprooontafeivo Mika Navarra, Co-Chair— 4£i=3f?bdne: -
Division: Rpnrpsentative Eileen' MacLean, Co-Chair April 19, 1991
Approved by Commissioner: !
Date:

Agency:
Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB, & Impacted Agency(les).



Alaska State Legislature
HOUSE OF REPRESENTATIVES

Committee on Finance

Official Business P.O. Box v
State Capitol

Juneau, Alaska 99811

LETTER OF INTENT
HCSCSSSSB 18 (FIN)

"An Act establishing the Alaska State Pension
Corporation; relating to the management and investment of
state pension funds and other state funds? and providing
for an effective date."

Acting within the fiduciary responsibility under the Prudent
Investor Rule, the Alaska State Pension Corporation Board of
Trustees 1s encouraged to look to and utilize local
institutions and companies with sufficient capital for
transactions in publicly traded securities and for investment
and business opportunities within the State of Alaska.

/

A
Co-Chair Eileen MacLean Co-Chair Mike Navarre
House Finance Committee House Finance Committee
Page 1 of 1

May 1, 1991
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HOUSE CS FOR CS FOR SPONSOR SUBSTITUTE FOR SENATE BILL NO. 18 (FINANCE)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SEVENTEENTH LEGISLATURE - FIRST SESSION

BY THE HOUSE FINANCE COMMITTEE

Offered:
Referred:

Sponsor(s): SENATORS POURCHOT, Sturgulewski, Duncan, Collins

A BILL
FOR AN ACT ENTITLED
"An Act establishing the Alaska State Pension Corporation; relating to management and
investment of slate pension funds and other state funds; and providing for an effective

date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 37.10 is amended by adding new sections to read:
ARTICLE 5. ALASKA STATE PENSION CORPORATION.

Sec. 37.10.210. ALASKA STATE PENSION CORPORATION, (a) There is established
the Alaska State Pension Corporation. The corporation is a public corporation in the Department
of Revenue managed by a board of trustees. The purpose of the corporation is to provide
professional management and investment of state pension funds and of other state funds upon
agreement with the managers of those funds.

(b) The board consists of nine trustees. Four of the trustees shall be elected by the
members of the retirement systems. Nominations may be made by the teachers’ retirement board,
the public employees’ retirement board, or by petition signed by at least 10 persons eligible to
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HCS CSSSSR 18(FIN)

vote in the election. One of the elected trustees must be an active member of the public
employees’ retirement system who is participating in the supplemental benefits program under
AS 39.30.150 - 39.30.180, one must be receiving a benefit fn .n the public employees’ retirement
system, one must be an active member of the teachers’ retirement system, and one must be
receiving a benefit from a retirement system other than the public employees’ retirement system.
The governor shall appoint two trustees from a list of nominees submitted by employers in the
retirement systems. The governor shall appoint one additional trustee from among the members
of the investment advisory council established under AS 37.10.270. The commissioner of
revenue and the commissioner of administration serve as trustees.

(c) The appointed and elected trustees shall serve for staggered terms of four years and
may be reappointed or reelected to the board.

(d) The governor may, by written notice to the trustee, remove an elected or appointed
trustee who cannot perform the normal duties associated with the trustee position due to mental
or physical incapacitation, who is convicted of a felony, who commits an act that under state law
constitutes a felony or a misdemeanor that is incompatible with service on the board, or who fails
to comply with AS 37.10.230. After a trustee receives written notice of removal from the
governor, the trustee may not participate in board business and may not be counted for purposes
of establishing a quorum.

(e) A vacancy on the board of trustees shall be promptly filled in the same manner as
the scat was originally filled. A person filling a vacancy holds office for the balance of the
unexpired term of the person’s predecessor. A vacancy on the board does not impair the
authority of a quorum of the board to exercise all the powers and perform all the duties of the
board.

(f) The board of trustees shall annually elect a chair from among its members.

(g) Five trustees constitute a quorum for the transaction of business and the exercise of
the powers and duties of the board.

(h) A trustee may not designate another person to serve on the board in the absence of
the trustee.

(i) Trustees shall participate in financial education training.

Sec. 37.10.220. POWERS AND DUTIES OF THE BOARD, (a) The board shall

(1) hold regular and special meetings at the call of the chair or of at least four
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(3) submit long-range and quarterly investment reports to the Legislative Budget !
and Audit Committee;

(4) report to the governor, the legislature, and employers participating m the
retirement systems by the first day of each regular legislative session concerning the investment
of funds for which the corporation is responsible including financial and investment policies ;
established by the board and enclose a summary of the most recent performance evaluations of !
the funds managed by the corporation;

(5) contract with external performance evaluators to review the performance of
each fund for which the corporation is responsible and report each year on the fund’s condition !
to the board of trustees and to the other appropriate boards; |

(6) engage independent certified public accountants to prepare an annual audit of
each of the funds for which the corporation is responsible and to report to the board with the
results of the audit;

(7) advise the commissioner of administration concerning the investment of funds |
held under the state deferred compensation program.

(b) The board may

(1) employ outside investment advisors to review investment policies and make J
recommendations to the board,

(2) employ legal counsel; j

(3) enter into an agreement with the manager of another state fund to assume |
fiduciary, administrative, or management responsibilities for investing the other state fund:

(4) do all acts necessary, convenient, or desirable to carry out the powers
expressly granted or necessarily implied in this chapter.

Sec. 37.10.230. CONFLICTS OF INTEREST, (a) Trustees, the executive director,
investment officers, and other fiduciaries who are employeesof the corporation are subject tothe
provisions of AS 39.50. The board may designate otheremployees who are also subject tothe
provisions of AS 39.50.

(b) If a trustee, officer, or employee of the corporation acquires, owns, or controls an

-3- HCS CSSSSB 18(FIN)
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interest, direct or indirect, in an entity or project in which assets under the control of the

corporation are invested, the trustee, officer, or employee shall immediately disclose the interest ;
i

to the board. The disclosure is a matter of public record and shall be included in the minutes i
i

of the board meeting next following the disclosure. The board shall adopt regulations to restrict |
trustees, officers, and employees from having a substantial interest in an entity or project in |

which assets under the control of the corporation are invested. _
i

(c) Failure to comply with the requirements of this section or regulations enacted under |

it is grounds for termination of employment.

Sec. 37.10.240. REGULATIONS. The board may adopt regulations under the !

Administrative Procedure Act (AS 44.62) to implement AS 37.10.210 - 37.10.390. The board j

shall adopt regulations required by AS 36.30.015(0 relating to procurement.
Sec. 37.10.250. COMPENSATION OF TRUSTEES. Trustees, other than trustees who j

are employees of the state or a political subdivision of the state, receive an honorarium of $150 '
for each day spent at a meeting of the board or at a meeting of a subcommittee of the board or
at a public meeting as a representative of the board. Trustees who are state employees are
entitled to administrative leave for service as a trustee. Trustees who are employees of a political
subdivision of the state are entitled to leave benefits provided by their employers comparable to
those provided to state employees for service as a trustee. Trustees are entitled to per diem and
travel expenses authorized for boards and commissions under AS 39.20.180.

Sec. 37.10.260. STAFF, (a) The board shall employ an executive director. The
executive director must be qualified by training and experience to manage, administer, and direct i
the investment of funds. The board shall fix the compensation of the executive director and other
employees. The executive, administrative, and investment functions of the board are vested in
the executive director who serves under the supervision of the board. With approval of the
board, the executive director may appoint employees of the corporation as necessary.

(b) The board shall adopt regulations that restrict the executive director, investment |
directors, other officers, and employees from having financial interest, directly or indirectly, in I
firms or corporations that provide services to the corporation. Officers and employees of the
corporation are subject to AS 39.52.

(c) The executive director and each investment director shall file a bond for the faithful

performance of duties in the amount and with the sureties as required by the board.

[ICS CSSSSB 18(FIN) 4
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(d) Officers and employees of the corporation are members of the exempt service under
AS 39.25.110.

(e) A deed, contract, or other document that  must be executed by or onbehalf of the
corporation shall be signed by the executive director.

Sec. 37.10.270. INVESTMENT ADVISORY COUNCIL, (a) Theboard shall appoint
an investment advisory council composed of at leastthree and not more than five members.
Members of the council shall possess experience and expertise in financial investments and
management of investment portfolios for public, corporate, or union pension benefit funds,
foundations, or endowments.

(b) Members of the council serve at the pleasure of the board for staggered terms of three
years.

(c) The board shall establish the compensation of members of the council. Members of
the council are entitled to per diem and travel expenses authorized for boards and commissions ;
under AS 39.20.180.

(d) The council shall

(1) recommend to the governor a member of the council for appointment to the i
board of trustees;

(2) review the investments made by the board;

(3) make recommendations to the board concerning the board’s investment
policies, investment strategy, and investment procedures; j

(4) advise the board on selection of performance consultants, auditors, and on the :
form and content of annual reports;

(5) provide other advice as requested by the board.

(e) With approval of the board, the council may contract with other state agencies to j
provide investment advice. f

Sec. 37.10.280. INSURANCE. The corporation shall protect trusteed assets and its own i
assets, services, and employees by purchasing insurance or providing for self-insurance retention
in amounts recommended by the executive director and approved by the board to cover the acts,
including fiduciary acts, errors, and omissions of its board members, officers, employees, and
agents. Insurance must protect the corporation and the state from liability to others and from loss

of trusteed assets and assets of the corporation.

-5- IICS CSSSSB 18(FIN)
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Sec. 37.10.290. EXEMPTION FROM TAXATION. Except as provided in
AS 29.45.030(a) for property acquired through foreclosure or deed in lieu of foreclosure, the
corporation and all properties at any time owned by it, managed by it, or held by it in trust, and
the income from those activities, tire exempt from all taxes and assessments in the state. All
security instruments issued by the corporation and income from them are exempt from all taxes
and assessments in the state, including transfer taxes.

Sec. 37.10.300. SURETY FOR DEPOSITS WITH BANKS. Banks, trust companies,
savings banks, other persons carrying on a banking business, and other financial institutions, are
authorized to give sureties to the corporation. The sureties shall be approved by the corporation
to the effect that the banks or financial institutions shall faithfully keep and pay over to the order
of or upon the warrant of the corporation or its authorized agent all money deposited with them
by the corporation and agreed interest, at the times or upon the demands agreed on with the
banks or financial institutions. In lieu of these sureties, a depository bank or other financial !
institution shall deposit with the corporation or its authorized agent or a trustee as collateral, '
securities approved by the corporation. The deposits of the corporation may be evidenced by :
agreements in the form and upon the terms and conditions that are agreed upon by theg
corporation and the depository banks or financial institutions. !

Sec. 37.10.310. LIMITATIONS. The corporation may not engage in commercial banking .
activity or private trust activity. The corporation may not act as a depository or trustee for a |
private person, association, or corporation. The corporation may not act as a lender to a private !
person, association, or corporation of money from any source except state funds under j
management by the corporation. t

Sec. 37.10.320. LIABILITY. A liability incurred by the corporation shall be satisfied !
exclusively from the assets or revenue of the corporation and a creditor or other person may not .
have a right of action against the state because of a debt, obligation, or liability of the '
corporation. A liability of the corporation may not be satisfied from trust assets unless expressly !
authorized by law.

Sec. 37.10.390. DEFINITIONS. In AS 37.10.210 - 37.10.390, unless the context
otherwise requires,

(1) "board" means the board of trustees of the corporation;

(2) “corporation" means the Alaska State Pension Corporation;

I1CS CSSSSB IS(FIN)
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3 "retirement systems" means the teachers’ retirement system, the
retirement system, the Alaska National Guard and Alaska Naval Militia retirement system, and
the public employees’ retirement system.

Sec. 2. AS 06.05.025 is amended by adding a new subsection to read:

(d) At the request of the board of trustees of the Alaska State Pension Corporation or of
the legislative auditor, the department shall make an examination of the corporation under this
section.

Sec. 3. AS 14.25.035(d) is amended to read:

(d) The commissioner of administration shall report to the board concerning the condition
and administration of the system. The reports shall be distributed to the members of the system.
The Alaska State Pension Corporation [COMMISSIONER OF REVENUE] shall provide
reports to the board on the condition and investment performance of the teachers’ retirement trust
fund including a summary of an annual external performance review.

Sec. 4. AS 14.25.180 is amended to read:

Sec. 14.25.180. MANAGEMENT AND INVESTMENT OF FUND, (a) The Alaska
State Pension Corporation [COMMISSIONER OF REVENUE] is the [TREASURER OF THE
SYSTEM AND THE] fiduciary of the fund. In managing the fund, the Alaska State Pension
Corporation [COMMISSIONER OF REVENUE] shall

(1) consider the status of the fund’s investments and the system's liabilities on
both a current and a probable future basis;

(2) determine the appropriate investment objectives for the fund;

(3) establish investment policies aimed at achieving the objectives; and

(4) act only in regard to the best financial interests of the system’s beneficiaries.

(b) The Alaska Stale Pension Corporation [COMMISSIONER OF REVENUE] may
invest the fund on the basis of probable total rate of return without regard to the distinction
between principal and income or to the generation of income. I

(¢) In carrying out investment duties under this chapter, the Alaska State Pension 1
Corporation [COMMISSIONER OF REVENUE] has the same powers and duties in regard to
the teacher’s retirement trust fund as are provided in AS 37.10.071, except that the standard of i

prudence that the corporation [COMMISSIONER] must obey under AS 37.10.071(c) shall be 1

in regard to the management of large trust investments rather than large investments.

-7
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* Sec. 5. AS 14.25.200(a) is amended to read:

(@) Except as provided in AS 29.45.030(a)(1). member (MEMBER) contributions and
other amounts held in the system on behalf of a member or other person who is or may become
eligible for benefits under the system are exempt from Alaska state and municipal taxes and are
not subject to anticipation, alienation, sale, transfer, assignment, pledge, encumbrance, or charge
of any Kind, either voluntary or involuntary, before they are received by the person entitled to
the amount under the terms of the system, and any attempt to anticipate, alienate, sell, transfer,
assign, pledge, encumber, charge, or otherwise dispose of any right to amounts accrued in the
system is void. However, a member's right to receive benefits may be assigned under a qualified
domestic relations order.

* Sec. 6. AS 22.25.048(c) is amended to read:
(c) The Alaska State Pension Corporation [COMMISSIONER OF REVENUE] is the
[TREASURER OF THE SYSTEM AND THE] fiduciary of the fund and has the same powers |

and duties under this section in regard to the judicial retirement trust fund as are provided in

Ao 14.25.180. |
* Sec. 7. AS 26.05.228(c) is amended to read: l
(c) The Alaska State Pension Corporation [COMMISSIONER OF REVENUE] is the!
[TREASURER OF THE SYSTEM AND THE] fiduciary of the fund and has the same powers;
and duties under this section in regard to the fund as are provided under AS 14.25.180.;
* Sec. 8. AS 29.45.030(a) is amended to read: !
(@) The following property is exempt from general taxation:
(1) municipal, state, or federally owned property, except that
(A) aprivate leasehold, contract, or other interest in the property is taxable j
to the extent of the interest; ,
(B) property acquired bv the Alaska State Pension Corporation \
through foreclosure or deed in lieu of foreclosure and retained as an investment of
the corporation is taxable;
(2) household furniture and personal effects of members of a household:
(3) property used exclusively for nonprofit -eligious, charitable, cemetery,
hospital, or educational purposes;

(4) property of a nonbusiness organization composed entirely of persons with 90

-8-
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days or more of aciive service in the armed forces of the United States whose conditions of
service and separation were other than dishonorable, or the property of an auxiliary of that
organization; 1
(5) money on deposit; ]
(6) the real property of certain residents of the state to the extent and subject to |
the conditions provided in (e) of this section;
(7) real property or an interest in real property that is exempt from taxation under
43 U.S.C. 1620(d), as amended. )
Sec. 9. AS 29.45 is amended by adding a new section to read: jl
Sec. 29.45.295. COLLECTION OF DELINQUENT TAXES ON CERTAIN j
GOVERNMENTAL PROPERTY. AS 29.45.300 - 29.45.490 do not apply to property taxable
under AS 29.45.030(a)(1)(B). A municipality may bring an action in the court of properj
jurisdiction to compel payment of property taxes due from the Alaska State Pension Corporation, j
if the corporation does not pay the amount due within six months after the date that the taxes are ;
due.
Sec. 10. AS 36.30.015(f) is amended to read:
(0 The board of directors of the Alaska Housing Finance Corporation, notwithstanding ;
AS 18.56.088, [AND]| the board of directors of the Alaska State Housing Authority, and the
board of trustees of the Alaska State Pension Corporation shall adopt regulations under the
Administrative Procedure Act (AS 44.62) to govern the procurement of supplies, services.
professional services, and construction for the respective public corporations. The regulations !
must
(1) reflect competitive bidding principles and provide vendors reasonable and
equitable opportunities to participate in the procurement process; and !
(2) include procurement methods to meet emergency andextraordinary |
circumstances.
Sec. 11. AS 36.30.850(b)(15) is amended to read:
(15) acontract that is a delegation, in whole or in part, of investment powers held
by the commissioner of revenue under [AS 14.25.180,1 AS 14.40.400, AS 14.42.200,14.42.210,
AS 18.56.095, [AS 22.25.048, AS 26.05.228,] AS 37.10.070, 37.10.071, or AS 37.14 [, OR

AS 39.35.080];

-9- HCS CSSSSB 1«S(FIN)
Yoy T,.yf ri DELETlin TEXT tilACXETE)!



* Sec. 12. AS 36.30.990(1) is amended to read:
(1) "agency"

(A) means a department, institution, board, commission, division.
authority, public corporation, the Alaska Pioneers’ Home, or other administrative unit of
the executive branch of state government;

(B) does not include

(i) the University of Alaska;
(if) the Alaska State Housing Authority;
(iii) the Alaska Railroad Corporation;
(iv) the Alaska Housing Finance Corporation;
(v) a legional Native housing authority created under
AS 18.55.996, or a regional electrical authority created under AS 18.57.020; or
(vi) the Alaska State Pension Corporation;
* Sec. 13. AS 37.05.146 is amended to read: |
Sec. 37.05.146. DEFINITION OF PROGRAM RECEIPTS. InAS 37.05.142 - 37.05.146 !
and AS 37.07.080 "program receipts” means fees, charges, income earned on assets, andother
state money received by a state agency in connection with the performance of itsfunctions; all
program receipts except the following are general fund program receipt"-:
(1) federal receipts;
(2) University of Alaska receipts (AS14.40.491);
(3) individual, foundation, or corporation gifts, grants, or bequests that by their j
terms are restricted to a specific purpose;
(4) receipts of the following funds:
(A) highway working capital fund (AS 44.68.210);
(B) correctional industries fund (AS 33.32.020);
(C) loan funds;

(D) international airport revenue fund (AS 37.15.430);

(E) funds managed by the Alaska State Housing Authority (AS 18.55.020),
the Alaska Housing Finance Corporation (AS 18.56.020), the Medical Indemnity
Corporation of Alaska (AS 21.88.020), the Alaska Railroad Corporation (AS 42.40.010),
the Municipal Bond Bank Authority (AS 44.85.020), or the Alaska Industrial

11CS CSSSSK 18(FIN) -10-
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Development and Export Authority (AS 44.88.020);

(F) fish and game fund (AS 16.05.100);

(G) school fund (AS 43.50.140);

(H) training and building fund (AS 23.20.130);

() retirement funds (AS 14.25, AS 22.25, AS 26.05.222, AS 39.35, and
former AS 39.37);

(J) permanent fund (art. IX, sec. 15, Alaska Constitution);

(K) public school trust (AS 37.14.110);

(L) .econd injury fund (AS 23.30.040);

(M) fishermen’s fund (AS 23.35.060);

(N) FICA administration fund (AS 39.30.050)1

(0) receipts of the employee benefits program established under
AS 39.30.150 - 39.30.180:

(P) receipts of the deferred compensation program established under
AS 39.45.

* Sec. 14. AS 37.10.071 is amended to read:
Sec. 37.10.071. INVESTMENT POWERS AND DUTIES, (a) In making investments

under this section, the fiduciary of a state fund [COMMISSIONER OF REVENUE] shall

(1) act as official custodian of cash and investments by securing adequate and safe

custodial facilities for them;

(2) receive all items of cash and investments;

(3) collect and deposit the principal of and income from owned or acquired |j

investments;

(4) invest and reinvest the assets in accordance with this section;

(5) receive and spend appropriations to cover the cost of the exercise of duties .

under this section;

(6) exercise the powers of an owner with respect to the assets;

(7) perform all acts, not prohibited by this section, whether or not expressly
authorized, that the fiduciary [COMMISSIONER] considers necessary or proper in administering

the assets;
(8) maintain accounting records in accordance with generally accepted
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[INVESTMENT] accounting principles;

(9) engage an independent certified publicaccountant to conduct an annual audit ;

of the financial condition and investment transactions;

(10) enter into and enforce contracts or agreements considered necessary,

convenient, or desirable for the investment purposes of this section; and

(11) when choosing to acquire or dispose of investments, secure competitive

national or international market rates or prices, or the equivalence of those rates or prices in the

judgment of the fiduciary [COMMISSIONER].

(b)

Under this section, the fiduciary of a state fund or

[COMMISSIONER OR THE COMMISSIONER’S] designee may

the fiduciary’s

j

(1) delegate investment, custodial, or depository authority on a discretionary or :

nondiscretionary basis to officers or employees of the state or to independent firms, banks,

financial institutions, or trust companies, by designation through appointments, contracts, or

letters or authority;

(2) acquire or dispose of investments either directly, indirectly, or through

investment pools or trusts, by competitive or negotiated agreements, contracts, or auctions, in

public or private markets;

(3) concentrate or diversify investments as the fiduciary [COMMISSIONER]

considers appropriate to increase the probable total rate of return or to decrease the overall

exposure to potentially adverse market value risks;

(4) protect the market value or the rate of return of the investments by entering

into forward agreements to buy or sell assets at a future date as a hedge against existing held

assets or as a precommitment of future cash flows;

equivalent market value;

(5) lend assets, under an agreement and for a fee, against deposited collateral of

(6) borrow assets on a short-term basis, under an agreement and for a fee, against

the deposit of collateral consisting of other assets in order to accommodate temporary cash or

investment needs;

MCS CSSSSB 18(FIN)

(7) hold investments in bearer or registered form in the name of the state, a fund,

or nominees authorized by the fiduciary [COMMISSIONERY];

(8) utilize consultants, advisors, custodians, investment services, and legal counsel
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for assistance in investment matters on either a continuing or a limited-term basis and with or 1
without compensation;

€)] declare records to be confidential and exempt from AS 09.25.1
09.25.120 if the records contain information that discloses the particulars of the business or the
affairs of a private enterprise, investor, borrower, advisor, consultant, counsel, or manager.

(c) Inexercising investment, custodial, or depository powers or duties under this section,
the fiduciary of a state fund ICOMMISSIONER] shall exercise the judgment and care under
the circumstances then prevailing that an institutional investor of ordinary professional prudence,
discretion, and intelligence exercises in managing large investments with consideration for the
purpose of the fund, the investment objectives, the continuing disposition of the fund’s
investments, and the probable safety of the capital as well as the probable investment returns.
With respect to the Alaska State Pension Corporation, the fiduciaries of the corporation
shall apply the prudent investor rule and exercise their fiduciary duty in the sole financial
best interest of the funds entrusted to them and of the beneficiar es of those funds. The
trustees mav not make or authorize investment decisions or the voting of shares for a
purpose other than the sole financial best interest of the funds or beneficiaries.

(d) In exercising investment, custodial, or depository powers or duties under this section,
the fiduciary or the fiduciary’s [COMMISSIONER OR A] designee [OF THE
COMMISSIONERY] is liable for a breach of a duty chat is assigned or delegated under this
section, or under AS 14.25.180, AS 14.40.400(b), AS 37.10.070, AS 37.14.110(c), 37.14.160. 37.-
14.170, or AS 39.35.080. However, the fiduciary or the [COMMISSIONER OR THE.
COMMISSIONER’S] designee is not liable for a breach of a duty that has been delegated to
another person if the delegation is prudent under the applicable standard of prudence set out in
statute or if the duty is assigned by law to another person, except to the extent that the fiduciary
[COMMISSIONER] or designee

(1) knowingly participates [PARTICIPATE] in, or knowingly undertakes to |
conceal, an act or omission of another person, knowing that the act or omission is a breach of I
that person’s duties under this chapter;

(2) by failure to comply with this section in the administration of specific j
responsibilities, enables another person to commit a breach of duty; or .
(3) has knowledge of a breach of duty by another person, unless the fiduciary I

{
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[COMMISSIONER] or designee makes reasonable efforts under the circumstances to remedy the
breach.

(e) The state shall defend and indemnify the fiduciary [COMMISSIONER] or an officer
or employee of the state againstliability under (d)of this section to the extent that thealleged
act or omission was performed in good faithand was prudentunder the applicable standard of
prudence.

(F) In this section, "fiduciary of a state fundlor "fiduciary™ ["COMMISSIONER OF
REVENUE" OR "COMMISSIONER"] means

(1)the commissioner of revenue for investments under [AS 14.25.180 OR]
AS 37.10.070; [OR]
(2) with respect to the Alaska State Pension Corporation, for investments
under AS 14.25.180,
(A) each trustee who serves on the corporation’s board ofdirectors:
(B) each officer of the corporation; and
(C) any other person who exercises control orauthority with respect
to manauement or disposition of assets held bv the corporation or who gives
investment advice to the corporation: or
(31 the person or body provided by law tomanage the investments, for
investments not subject to AS 14.25.180 or AS 37.10.070.
*Sec. 15. AS 39.25.110(11) is amended by adding a new subparagraphto read:
(G) Alaska State Pension Corporation;
*Sec. 16. AS 39.30 is amended by adding a new section to read:

Sec. 39.30.175. INVESTMENT OF BENEFIT PROGRAM RECEIPTS. The State
Pension Corporation is the fiduciary of the receipts of the employee benefits program established
under AS 39.30.150 - 39.30.180 and has the same powers and duties concerning the management
and investment in regard to those receipts as are provided under AS 14.25.180.

*Sec.17. AS 39.35.020 is amended to read:

Sec. 39.35.020. ADMINISTRATION. The commissioner of administration is responsible
for the administration of the system and for carrying out this chapter. In addition the
commissioner shall

(1) maintain the accounts of the system;

HCS CSSSSB 18(FIN) -14-

Jdnw Wesxf., rr"-1 iDULElR]) TEXT BRACKETEDJ



(2) make payments for the various purposes specified;

(3) submit periodic reports or statements of account that are needed;

(4) issue a statement of account to an employee requesting it showing the amount
of the employee’s contributions to the system;

(5) as soon as possible after the close of each fiscal year, and not later than six
months after the close of each fiscal year, send to the governor, the legislature, and the board an
annual statement on the operations of the system containing

(A) a balance sheet;

(B) a statement of income and expenditures for the year;

(C) a report on an actuarial valuation of its assets and liabilities;

(D) a summary of assets held in the pension fund listed by the categctl;s
of investment, as provided by the Alaska State Pension Corporation [COMMISSIONER
OF REVENUE);

(E) other statistical financial data that are necessary for a proper
understanding of the financial condition of the system and the result of its operations;

(6) establish a public employees retirement trust fund in which the assets of the
system shall be deposited and held:;

(7) engage an independent certified public accountant to conduct an annual audit
of the system’s accounts and the annual report of the system's financial condition and activity:

(8) report to the board concerning the condition and administration of the system

and distribute the report to the members of the system.

Sec. 18. AS 39.35.080 is amended to read:

Sec. 39.35.080. DUTIES OF THE ALASKA STATE PENSION CORPORATION. |
[COMMISSIONER OF REVENUE). The Alaska State Pension Corporation j
[COMMISSIONER OF REVENUE) is the [TREASURER OF THE SYSTEM AND THE)'{
fiduciary of the fund. The corporation [COMMISSIONER) has the same powers ai.d duties j
established under this chapter in regard to the fund as are provided in AS 14.25.035(d) and

14.25.180.

Sec. 19. AS 39.35.500 is amended to read:

Sec. 39.35.500. SAFEGUARD OF EMPLOYEE FUNDS HELD BY THE SYSTEM.
Except as provided in AS 29.45.030(a)(1)(B). employee [EMPLOYEE) contributions and other
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amounts held in the system are exempt from Alaska state and local taxes. Amounts held on
behalf of, or payable to, any employee or other person who is or may become eligible for
benefits under the system are not subject to anticipation, alienation, sale, transfer, assignment,
pledge, encumbrance, or charge of any kind, either voluntary or involuntary, before being
received by the person entitled to the amount under the terms of the system. An attempt to
anticipate, alienate, sell, transfer, assign, pledge, encumber, charge, or otherwise dispose of a
right to amounts held under the system is void. However, an employee’s right to receive benefits
may be assigned under a qualified domestic relations order.
* Sec. 20. AS 39.45.030 is amende i by adding a new subsection to read:

(©) Before investing the funds held under the state deferred compensation program, the
administrator of the program shall consult with the Alaska State Pension Corporation. The !
commissioner shall reimburse the corporation for the cost of providing the advice.

* Sec. 21. AS 39.50.200(b) is amended by adding a new paragraph to read:
(52) Alaska State Pension Corporation (AS 37.10.210).
* Sec. 22. AS 44.25.020 is amended to read:
Sec. 44.25.020. DUTIES OF DEPARTMENT. The Department of Revenue shall
(1) enforce the tax laws of the state;
(2) collect, account for, have custody of, invest, and manage all state funds and j
all revenues of the state except revenues incidental to a program of licensing and regulation |
carried on by another state department and funds managed and invested bv the Alaska Slate J
Pension Corporation: !
(3) register cattle brands; j
(4) supply necessary clerical and administrative services for the Alcoholic j
Beverage Control Board; and
(5) invest and manage the balance of the power development fund in accordance
with AS 44.83.386.
* Sec. 23. TRANSITION. All litigation, hearings, investigations, and other proceedings pending

[*2S under a law amended or repealed by this Act, or in connection with functions transferred by this Act,

29 continue in effect and may be continued and completed notwithstanding a transfer, amendment, or repeal

130

provided for in this Act. Orders and regulations issued or adopted under authority of a law amended

31 or repealed by this Act remain in effect for the term issued, or until revoked, vacated, or otherwise

HCS CSSSSB 18(FIN) -16-
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|l 1 modified under the provisions of this Act. All contracts, rights, liabili ies and obligations created bv or
il 2 under a law amended or repealed by this Act, and in effect on the effec ive date set out in sec. 26 of this :
ji 3 Act, remain in effect notwithstanding this Act’s taking effect. Records, equipment, and other property

4 of agencies of the state whose functions are transferred under this Act shall be transferred commensurate

5 with the provisions of this Act.
6 *Sec. 24. ORGANIZATION OF TRUSTEES, (a) Notwithstanding AS 37.10.210(c), enacted by i
j 7 sec. 1 of this Act, the initial terms of the members, other than the commissioner of revenue and the |
8 commissioner of administration, of the board of trustees of the Alaska State Pension Corporation shall '
9 be as follows: \
j10 (1) one elected member and one appointed member shall serve terms of four years: I
!!11 (2) one elected member shall serve a three-year term; !
jj12 (3) one elected member and one appointed member sh,  '-rve terms of two years:
13 (4) one elected member and one appointed member shall serve one-year terms.
114 (b) The board of trustees of the Alaska State Pension Corporation may hold organizational !
i

15 meetings as soon as a quorum of the board has been appointed to or selected for the board.

16  *Sec. 25. AS 37.10.210 and 37.10.230 - 37.10.390, enacted by sec. 1of this Act, and sec. 24 of this

17 Act take effect July 1, 1991. 1

i
18  * Sec. 26. Except as provided in sec. 25 of this Act, this Act takes effect on the earlier of July 1.
\

ji
J19 1992, or the date established by resolution of the board of trustees of the Alaska State Pension
20 Corporation for the transfer to it of securities and assets of the retirement funds. The board shall

21 promptly provide the revisor of statutes and the lieutenant governor with a copy of this resolution.
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HOUSE FINANCE SUB-COMMITTEE ON HB 37 AND SB 18

Proposed changes to HCSCSSSSB 18
(Changes highlighted on attached draft)

1. NINE TRUSTEES. Changes the Trustee seat greviously nominated by
the other 7 trustees and appointed by the Governor to a member of
the Investment Advisory Council, nominated by the Council,
appointed by the Governor. Adds the Commissioner of Administration
as a trustee. The composition is as follows:

1 Active PERS/Active SBS Elected

1 Retired PERS Elected

1 Active TRS Elected

1 retired from any systen
other than PERS Elected
employers, nominated by )
member employers Appointed

1 Commissioner of Revenue Appointed

1 Commissioner of Administration Appointed

1 Member of the Investment ]
Advisory Council Appoi nted

2. Adds language that requires the Board of Trustees to adopt
regulations to govern procurement practices.

3. Changes arc as follows:

Page I, Line 12 Nine members

Page 2, Lines 7-9 Adds Investment Advisory Council member
) and Commissioner of administration

Page 4, Line &11 Procurement regulatlons

Page 5, Line 16 Adds "recommend to the governor a member

of the council for appointment to the
] board of trustees”. )
Page 9, Lines 16-26 New Section: Procurement Regulations

Page 17, Line 2 Correct to read Sec. 26 )
Page 17, Line 8 Adds Commissioner of Administration
Page 17, Line 16 Correct to read Sec. 24

Page 17, Line 18 Correct to read Sec. 25
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HOUSE CS FOR CS FOR SS FOR SENATE BILL NO. 18 (FINANCE)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SEVENTEENTH LEGISLATURE - FIRST SESSION

BY THE HOUSE FINANCE COMMITTEE

Offered:
Referred:

Sponsors):  SENATORS POURCHOT, Sturgulewski, Duncan, Collins
A BILL
FOR AN ACT ENTITLED
1 "An Act establishing the Alaska State Pension Corporation; relating to management and
2 investment of state pension funds and other state funds; and providing for an effective

3 date."

4 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
~ Poklue Fuals

5 * Section 1 6% 37.10 is amended by adding new sections to read:

6 g-V? Lo ARTICLE 5. ALASKA STATE PENSION CORPORATION.

7 fobVv Sec. 37.10.210. ALASKA STATE PENSION CORPORATION, (a) There is established
8 the Alaska State Pension Corporal .on. The corporation is a public corporadon in the Department
9 of Revenue managed by a board of trustees. The purpose of the corporation is to provide
10 professional management and investment of state pension funds and of other state funds upon
1 agreement with the managers of those funds.

12/ (b) The board consists of nine trustees. Four of the trustees shall be elected by the

13 "W\ £*members of the retirement systems. Nominations may be made by the teachers’ retirement board.

14 the public employees’ retirement board, or by peution signed by at least 10 persons eligible to

. : -1- HCS CSSSSB 18(FIN)
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vote in the election. One of the elected trustees must be an active member of the public
employees’ retirement system w! mis participating in the supplemental benefits program under
AS 39.30.150 - 39.30.180, one must be receiving a benefit from the public employees’ retirement ’
system, one must be an active member of the teachers’ retirement system, and one must be
receiving a benefit from a retirement system other than the public employees’ retirement system.
The governor shall appoint two trustees from a list of nominees submitted by employers in the
retirement systems. The governor shall appoint one additional trustee from among the members
of the investment advisory council established under AS 37.10.270. The commissioner of
revenue and the commissioner of administration serve as trustees.

(c) The appointed and elected trustees shall seive for staggered terms of four years and
may be reappointed or reelected to the board.

(d) The governor may, by written notice to the trustee, remove an elected or appointed
trustee who cannot perform the normal duties associated with the trustee position due to mental
or physical incapacitation, who is convicted of a felony, who commits an act that under state law

constitutes a felony or a misdemeanor that is incompatible with service on the board, or who fails

16M<” s xto comply with AS 37.10.230. After a trustee receives written notice of removal from the

£N1T770*°N governor, the trustee may not participate in board business and may not be counted for purposes

18
19
20
21
22
23
24
25
26
27
2

29
30
31

i

of establishing a quorum.

(e) A vacancy on the board of trustees shall be promptly filled in the same manner' as
the seat was originally filled. A person filling a vacancy holds office for the balance of the
unexpired term of the person’s predecessor. A vacancy on the board does not impair the
authority of a quorum of the board to exercise all the powers and perform all the duties of the
board.

(f) The board of trustees shall annually elect a chair from among its members.

(g) Five trustees constitute a quorum for the transaction of business and the exercise of
the powers and duties of the board.

(h) A trustee may not designate another person to serve on the board in the absence of
the trustee.

Jfr (i) Trustees shall participate in financial education training.
Sec. 37.10.220. POWERS AND DUTIES OF THE BOARD, (a) The board shall

A hold regular and special meetings at the call of the chair or of at least four

HCS CSSSSB 18(FIN) -2-
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1 members;

2 (2) establish investment policies for the funds for which it is responsible after
3 reviewing recommendations from the investment advisory council;

4 , (3) submit long-range and quarterly investment repons to the Legislative Budget
5 MtH”Mond Audit Committee;

6 Y fr0)Jf5%4) repon to the governor, the legislature, and employers panicipadng in the

7 Retirement systems by the first day of each regular legislative session concerning the investment
8 of funds for which the corporation is responsible including financial and investment policies
9 established by the board and enclose a summary of the most recent performance evaluations of
10 the funds managed by the corporation;

(5) contract with external performance evaluators to review the performance of
12 each fund for which the corporation is responsible and report each year on the fund’s condition
13 to the board of trustees and to the other appropriate boards;
14 fJ* (6) engage independent certified public accountantsto prepare an annual audit of
15 each of the funds for which the corporation is responsible and torepon to the board with the
16 results of the audit;
(7) advise the commissioner of administration concerning the investment of funds

18 held under the state deferred compensation program.

19 (b) The board may
20 (1) employ outside investment advisors to review investment policies and make
21 recommendations to the board;
22 \ (2) employ legal counsel;
23 (3) enter into an agreement with the manager of another state fund to assume
24 o* fiduciary, administrative, or management responsibilities for investing the other state fund;
25 (4) do all acts necessary, convenient, or desirable to carry out the powers
26 expressly granted or necessarily implied in this chapter.

2 7™/ jSec . 3710230. CONFLICTS OF INTEREST, (a) Trustees, the executive director,
28 investment officers, and other fiduciaries who are employees of thecorporation are subject to the
29 Vs provisions of AS 39.50. The board may designate other employees who are also subject to the
30j% ™ ~ p rovisions of AS 39.50.

31 (b) If a trustee, officer, or employee of the corporation acquires, owns, or controls an
\Osor”
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interest, direct or indirect, in an entity or project in which assets under the control of the
corporation are invested, the trustee, officer, or employee shall immediately disclose the interest
to the board. The disclosure is a matter of public record and shall be included in the minutes
of the board meeting next following the disclosure. The board shall adopt regulations to restrict
trustees, officers, and employees from having a substantial interest in an entity or project in
which assets under the control of the corporation are invested.
ye (c) Failure to comply with the requirements of this section or regulations enacted under
it is grounds for termination of employment.
Sec. 37.10.240. REGULATIONS. The board may adopt regulations under the

10K (™ ‘Administrative Procedure Act (AS 44.62) to implement AS 37.10.210 - 37.10.390. The board

11 d~xfo”shall adopt regulations required by AS 36.30.015(0 relating to procurement.*

/\12/\

13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

Sec. 37.10.250. COMPENSATION OF TRUSTEES. Trustees, other than trustees who
are employees of the stare or a political subdivision of the state, receive an honorarium of S150
for each day spent at a meeting of the board or at a meeting of a subcommittee of the board or
at a public meeting as a representative of the board. Trustees who are state employees are
entitled to administrative leave for service as a trustee. Trustees who are employees of a political
subdivision of the state are entitled to leave benefits provided by their employers comparable to
those provided to state employees for service as a trustee. Trustees are entitled to per diem and
travel expenses authorized for boards and commissions under AS 39.20.180.

Sec. 37.10.260. STAFF, (a) The board shall employ an executive director. The
executive director must be qualified by training and experience to manage, administer, and direct
the investment of funds. The board shall fix the compensation of the executive director and other
employees. The executive, administrative, and investment functions of the board are vested in
the executive director who serves under the supervision of the board. With approval of the
board, the executive director may appoint employees of the corporation as necessary.

(b) The board shall adopt regulations that restrict the executive director, investment

directors, other officers, and employees from having financial interest, directly or indirectly, in

firms or colorations that provide services to the corporation. Officers and employees of the

corporation are subject to AS 39.52.

\t& \ (c) The executive director and each investment director shall file a bond for the faithful

performance of duties in the amount and with the sureties as required by the board.

HCS CSSSSB 18(FIN) -4-
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lgiefl'y A Go Officers and employees of the corporation are members of the exempt service under
2 AS 39.25.110.
3 . fj (e) A deed, contract, or other document that must be executed by or on behalf of the
4 corporation shall be signed by the executive director.
5 ' Sec. 37.10.270. INVESTMENT ADVISORY COUNCIL, (a) The board shall appoint
>1LA 1an investment advisory council composed of at least three and not more than five members.
7 Members of the council shall possess experience and expertise in financial investments and
8" management of investment portfolios for public, corporate, or union pension benefit funds,
foundations, or endowments.
10 (b) Members of the council serve at the pleasure of the board for staggered terms of three
11 years.
12 (c) The ooard shall establish the compensation of members of the council. Members of
13 the council are entitled to per diem and travel expenses authorized for boards and commissions
14 under AS39.20.180.
15 (d) The council shall
16 (1) recommend to the governor a member of the council for appointment to the
17 boardof trustees;
18 c* (2) review the investments made by the board;
19 A (3) make recommendations to the board concerning the board’s investment
20 policies, investment strategy, and investment procedures;
21 (4) advise the board on selection of performance consultants, auditors, and on the
22 formand content of annual reports;
23 v (5) provide other advice as requested by the board.
24 3 (e) With approval of the board, the council may contract with other state agencies to
25 provide investment advice.
26 Sec. 37.10.280. INSURANCE. The corporation shall protect trusteed assets and its own

P v v> . L - . .
27 «‘)\9 assets, services, and employees by purchasing insurance or providing for self-insurance retention

28
29
30
31

in amounts recommended by the executive director and approved by the board to cover the acts,
includinD fiduciary acts, errors, and omissions of its board members, officers, employees, and

agents. Insurance must protect the corporation and the state from liability to others and from loss

of trusteed assets and assets of the corporation.
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Sec- 37.10.290. EXEMPTION FROM TAXATION. Except as provided in
AS 29.45.030(a) for property acquired through foreclosure or deed in lieu of foreclosure, the

corporation and all properties at any time owned by it, managed by it, or held by it in crust, and
the income from those activities, are exempt from all taxes and assessments in the state. All
security instruments issued by the corporation and income from them are exempt from all taxes
and assessments in the state, including transfer taxes.

Sec. 37.10.300. SURETY FOR DEPOSITS WITH BANKS. Banks, trust companies.
savings banks, other persons carrying on a banking business, and other financial institutions, are
authorized to give sureties to the corporation. The sureties shall be approved by the corporation
to the effect that the banks or financial institutions shall faithfully keep and pay over to the order
of or upon the warrant of the corporation or its authorized agent all money deposited with them

by the corporation and agreed interest, at the times or upon the demands agreed on with the

. banks or financial institutions. In lieu of these sureties, a depository bank or other financial

b N nStAUt0N ePos” corPoration or ‘ts authorized agent or a trustee as collateral.

securities approved by the corporation. The deposits of the corporation may be evidenced by
agreements in the form and upon the terms and conditions that are agreed upon by the

c%poration and the depository banks or financial institutions.

18 y,<i/A3  Sec. 37.10.310. LIMITATIONS. The corporation may not engage in commercial banking
:Il/\

197
20
21
22

23 n

24
25
26
27
28
29
30
31

HCS CSSSSB 18(FIN)

activity or private trust activity. The corporation may not act as a depository or trustee for a
private person, association, or corporation. The corporation may not act as a lender to a private
person, association, or corporation of money from any source except state funds under
management by the corporation.

Sec. 37.10.320. LIABILITY. A liability incurred by the corporation shall be satisfied
exclusively from the assets or revenue of the corporation and a creditor or other person may not
have a right of action against the state because of a debt, obligation, or liability of the
corporation. A liability of the corporation may not be satisfied from trust assets unless expressly
authorized by law.

Sec. 37.10.390. DEFINITIONS. In AS 37.10.210 - 37.10.390, unless the context

otherwise requires,

* (1) "board" means the board of trustees of the corporation;

(2) "corporation” means the Alaska State Pension Corporation:

-6-
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(3) retirement systems" means the teachers’ retirement system, the judicial
retirement system, the Alaska National Guard and Alaska Naval Militia retirement system, and

the public employees’ retirement system.
NAK. 0« =sA > Coca-

*Sec. 2. AS 06.05.025 is amended by adding a new subsection to read:

N At the recluest of the board of trustees of the Alaska State Pension Corporation or of

the legislative auditor, the department shall make an examination of the corporation under this

section.

* Sec. 3. AS 14.25.035(d) is amended to read:

* (d) The commissioner of administration shall report to the board concerning the condition
and administration of the system. The repons shall be distributed to the members of the system.
'Hie Alaska State Pension Corporation [COMMISSIONER OF REVENUE] shall provide
reports to the board on the condition and investment performance of the teachersretirement trust

fund including a summary of an annual external performance review.

* Sec. 4. AS 14.25.180 is amended to read:

SeC* 14-25-180* MANAGEMENT AND INVESTMENT OF FUND, (a) The Alaska
State Pension Corporation [COMMISSIONER OF REVENUEI is the [TREASURER OF THE

SYSTEM AND THE] fiduciary of the fund. In managing the fund, the Alaska State Pension
Corporation [COMMISSIONER OF REVENUE] shall

(1) consider the status of the fund’s investments and the system’s liabilities’on
both a current and a probable future basis;

(2) determine the appropriate investment objectives for the fund;

(3) establish investment policies aimed at achieving the objectives; and

(4) act only in regard to the best financial interests of the system’s beneficiaries.

(b) The Alaska State Pension Corporation [COMMISSIONER OF REVENUE] may
invest the fund on the basis of probable total rate of return without regard to the distinction
between principal and income or to the generation of income.

(c) In carrying out investment duties under this chapter, the Alaska State Pension
Corporation [COMMISSIONER OF REVENUE] has the same powers and duties in regard to
the teacher’s retirement trust fund as are provided in AS 37.10.071, except that the standard of
prudence that the corporation [COMMISSIONER] must obey under AS 37.10.071(c) shall be

in regard to the management of large trust investments rather than large investments.

7. HCS CSSSSB 18(FINj
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1 *Sec. 5 AS 14.25.200(a) is amended to read:
(@) Except as provided in AS 29.45.030fa)(l), member [MEMBERI contributions and

3 other amounts held in the system on behalf of a member or other person who is ormay become
eligible for benefits under the system are exempt from Alaska state and municipal taxes and are
not subject to anticipation, alienation, sale, transfer, assignment, pledge, encumbrance, or charge

of any Kind, either voluntary or involuntary, before they are received by the person entitled to

7 the amount under the terms of the system, and any attempt to anticipate, alienate, sell, transfer.
8 assign, pledge, encumber, charge, or otherwise dispose of any right to amounts accrued in the
9 system is void. However, a member’s right to receive benefits may be assigned under a qualified
10 domestic relations order.

11 * Sec. 6. AS 22.25.048(c, is amended to read:

12 / (c) The Alaska State Pension Corporation [COMMISSIONER OF REVENUE] is the
13 Y-<3¢ [TREASURER OF THE SYSTEM AND THE] fiduciary of the fund and has the same powers
14 and duties under this section in'regard to the judicial retirement trust fund as are provided in
15 AS 14.25.180.

16 * Sec. 7. AS 26.05.228(c) is amended to read:

17 (c) The Alaska State Pension Corporation [COMMISSIONER OF REVENUE] is the
18 [TREASURER OF THE SYSTEM AND THE] fiduciary of the fund and has the same powers
19 and duties under this section in regard to the fund as are provided under AS 14.25.180.

20 * Sec. 8. AS 29.45.030(a) is amended to read:

21 \ A~ (a) The following property is exempt from general taxation:

22 (1) municipal, state, or federally owned property, except that

23 1cp (A) aprivate leasehold, contract, or other interest in the property is taxable
24 _ to the extent of the interest;

property acquired bv the Alaska State Pension Corporation

A through foreclosure or deed in lieu of foreclosure and retained as an investment of
VO W P

27 the corporation is taxable;

28 (2) household furniture and personal effects of members of a household:

29 (3) property used exclusively for nonprofit religious, charitable, cemetery,
30 hospital, or educational purposes;

31 (4) property of a nonbusiness organization composed entirely of persons with 90
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days or more of active service in the armed forcesof theUnited States whoseconditions of
service and separation were other than dishonorable, orthe property of anauxiliary of that
organization;

(5) money on deposit;

(6) the real property of certain residents of the state to the extent and subject to
the conditions provided in (e) of this section;

(7) real property or an interest in real property that is exempt from taxation under

43 U.S.C. 1620(d), as amended.

* Sec. 9. AS 29.45 is amended by adding a new section to read:

Sec. 29.45.295. COLLECTION OF DELINQUENT TAXES ON CERTAIN

UMOVERNMENTAL PROPERTY. AS 29.45.300 - 29.45.490 do not apply to property taxable

*/\5

N 715
16

18
19
20
21
22
23
24
25
26
27
28
29
30
31

under AS 29.45.030(a)(1)(B). A municipality may bring an action in the court of proper

-AS ] r J-_r. ai, i-_ 0 .—_

if the corporation does not pay the amount due within six months after the date that the taxes are

due

* Sec. 10. AS 36.30.015(f) is amended to read:

() The board of directors of the Alaska Housing Finance Corporation, notwithstanding
AS 18.56.088, fAND] the board of directors <sf the Alaska State Housing Authority, and the
board of trustees of the Alaska State Pension Corporation shall adopt regulations under the
Administrative Procedure Act (AS 44.62) to govern the procurement of supplies, services,
professional services, and construction for the respective public corporations. The regulations
must

(1) reflect competitive bidding principles and provide vendors reasonable and

equitable opportunities to participate in the procurement process; and

(2) include procurement methods to meet emergency and extraordinary

circumstances.

* Sec. 11. AS 36.30.850(b)(15) is amended to read:

(15) a contract that is a delegation, in whole or in pan, of investment powers held
by the commissioner of revenue under [AS 14.25.180,1 AS 14.40.400, AS 14.42.200, 14.42.210,
AS 18.56.095, [AS 22.25.048, AS 26.05.228,1 AS 37.10.070, 37.10.071, or AS 37.14 [, OR

AS 39.35.080);
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1 *Sec.12. AS 36.30.990(1) is amended to read:
1 oV “\ 0) "agency"

(A) means a department, institution, board, commission,division.
4££O’\\ authority, public corporation, the Alaska Pioneers’ Home, or other administrative unit of
5 the executive branch of state government;

6 (B) does not include

7 (i) the University of Alaska;

8 (if) the Alaska State Housing Authority;

9 (iii) the Alaska Railroad Corporation;

10 (iv) the Alaska Housing Finance Corporation;

11 (v) a regional Native housing authority created under
12 AS 18.55.996, or a regional electrical authority created under AS 18.57.020; or
13 (vi) the Alaska State Pension Corporation;

14 *Sec. 1’3 AS 37105.146 is amended to read:

15 f Z* Sec. 37.05.146. DEFINITION OF PROGRAM RECEIPTS. In AS 37.05.142 - 37.05.146
16 and AS 37.07.080 "program receipts” means fees, charges, income earned on assets, andother
17 state money received by a state agency in connection with the performance ofitsfunctions; all
18 program receipts except the following are general fund program receipts:

19 (1) federal receipts;
20 (2) University of Alaska receipts (AS14.40.491);
21 (3) individual, foundation, or corporation gifts, grants, or bequests that by their
22 terms are restricted to a specific purpose;
23 (4) receipts of the following funds:
24 (A) highway working capital fund (AS 44.68.210);
25 (B) correctional industries fund (AS 33.32.020);
26 (C) loan funds;
27 (D) international airport revenue fund (AS 37.15.430);
28 * (E) funds managed by the Alaska State Housing Authority (AS 18.55.020),
29 the Alaska Housing Finance Corporation (AS 18.56.020), the Medical Indemnity
30 Corporation of Alaska (AS 21.88.020), the Alaska Railroad Corporation (AS 42.40.010),
31 the Municipal Bond Bank Authority (AS 44.85.020), or the Alaska Industrial

HCS CSSSSB 18(FIN) -10-
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1 Development and Export Authority (AS 44.88.020);

2 (F) fish and game fund (AS 16.05.100);

3 * (G) school fund (AS 43.50.140);

4 (H) training and building fund (AS 23.20.130);

5 () retirement funds (AS 14.25, AS 22.25, AS 26.05.222, AS 39.35, and
6 former AS 39.37);

7 (J) permanent fund (an. IX, sec. 15, Alaska Constitution);

8 (K) public school trust (AS 37.14.110);

9 (L) second injury fund (AS 23.30.040);

10 n (M) fishermen’s fund (AS 23.35.060);
11 (N) FICA administration fund (AS 39.30.050)i

12 \o IQL_ receipts of the employee benefits program established under
13 39.30.150 - 39.30.180;
141 /" (P) receipts of the deferred compensation program established under
15d* AS 39.45.

16 * Sec.14. AS 37.10.071 is amended to read:

17 J. Sec. 37.10.071. INVESTMENT POWERS AND DUTIES, (a) In making investments
18 urjder this section, the fiduciary of a state fund [COMMISSIONER OF REVENUE] shall

19 (1) act as official custodian of cash and investments by securing adequate and safe

custodial facilities for them;

21 (2)receive all items of cash and investments;
22 3) collect and  deposit the principal of and income from ownedor acquirec
23 investments;

24 (4) invest and reinvest the assets in accordance with this section;

25 (5) receive and spend appropriations to cover the cost of the exerciseof duties
26 under this section;
27 (6) exercise the powers of an owner with respect to the assets;
28 (7)  perform all acts, not prohibited by this section, whether ornot expressly
29 authorized, that the fiduciary [COMMISSIONER] considers necessary or proper in administering
30 the assets;

31 P (8) maintain accounting records in accordance with generally accented

kK.r- '
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[INVESTMENT] accounting principles;
(9) engage an independent certified public accountant to conduct an annual audit

of the financial condition and investment transactions;

(10) enter into and enforce contracts or agreements considered necessary,
convenient, or desirable for the investment purposes of this section; and

(11) when choosing to acquire or dispose of investments, secure competitive
national or international market rates or prices, or the equivalence of those rates or prices in the
judgment of the fiduciary [COMMISSIONER].

(b) Under this section, the fiduciary of a state fund or the fiduciary’s

[COMMISSIONER OR THE COMMISSIONER’S] designee may

(1) delegate investment, custodial, or depository authority on a discretionary or

("P~nondiscretionary basis to officers or employees of the state or to independent firms, banks.

financial institutions, or trust companies, by designation through appointments, contracts, or

letters or authority;
(2) acquire or dispose of investments either directly, indirectly, or through

investment pools or trusts, by competitive or negotiated agreements,contracts, orauctions, in

public or private markets;
(3) concentrate or diversify investments as the fiduciary [COMMISSIONER]

considers appropriate to increase the probable total rate of return or to decrease the overall

exposure to potentially adverse market value risks;

(4) protect the market value or the rate of return of the investments by entering
into forward agreements to buy or sell assets at a future date as ahedge againstexisting held
assets or as a precommitment of future cash flows;

(5) lend assets, under an agreement and for a fee, against deposited collateral of

equivalent market value;

(6) borrow assets on a short-term basis, under an agreement and for a fee, against

the deposit of collateral consisting of other assets in order to accommodate temporary cash or

investment needs;
(7) hold investments in bearer or registered form in the name of the state, a fund.

or nominees authorized by the fiduciary [COMMISSIONERY];

(8) utilize consultants, advisors, custodians, investment services, and legal counsel

HCS CSSSSB 18(FIN) -12-
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for assistance in investment matters on either a continuing or a limited-term basis and with or

without compensation;

(9) declare records to be confidential and exempt from AS 09.25.110 and

09.25.120 if the records contain information that discloses the particulars of the business or the
affairs of a private enterprise, investor, borrower, advisor, consultant, counsel, or manager.

(c) In exercis'ig investment, custodial, or depository powers or duties under this section.
tbe fiduciary of a state fund [COMMISSIONER] shall exercise the judgment and care under
the circumstances then prevailing that an institutional investor of ordinary professional prudence,
discretion, and intelligence exercises in managing large investments with consideration for the
purpose of the fund, the investment objectives, the continuing disposition of the fund’s
investments, and the probable safety of the capital as well as the probable investment returns.
With respect to the Alaska State Pension Corporation, the fiduciaries of the corporation
shall apply the prudent investor rule and exercise their fiduciary duty in the sole financial
best interest of the funds entrusted to them and of the beneficiaries of those funds. The

trustees mav not make or authorize investment decisions or the voting of shares for a
purpose other than the sole financial best interest of the funds or beneficiaries.

(d) In exercising investment, custodial, or depository powers or duties under this section,
the fiduciary or the fiduciary’s [COMMISSIONER OR A] designee [OF THE
COMMISSIONERY] is liable for a breach of a duty that is assigned or delegated under this
section, or under AS 14.25.180, AS 14.40.400(b), AS 37.10.070, AS 37.14.110(c), 37.14.160, 37.-
14.170, or AS 39.35.080. However, the fiduciary or the [COMMISSIONER OR THE
COMMISSIONER’S] designee is no, liable for a breach of a duty that has been delegated to
another person if the delegation is prudent under the applicable standard of prudence set out in
statute or if the duty ieassigned by law to another person, except to the extent that the fiduciary
[COMMISSIONER] or designee

(1) knowingly participates [PARTICIPATE] in, or knowingly undertakes to
conceal, an act or omission of another person, knowing that the act or omission is a breach of
that person’s duties under this chapter;

(2) by failure to comply with this section in the administration of specific
responsibilities, enables another person to commit a breach of duty; or

[ (3) has knowledge of a breach of duty by another person, unless the fiduciary
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[COMMISSIONER] or designee makes reasonable efforts under the circumstances to remedy the
breach.

(e) The state shall defend and indemnify the fiduciary [COMMISSIONER! or an officer
or employee of the state against liability under (d)of this section to the extent that the alleged
act or omission was performed in good faith and was prudentunder the applicable standard of
prudence.

(f) In this section, "fiduciary of a state fund" or "fiduciaryl ["COMMISSIONER OF
REVENUE" OR "COMMISSIONER"] means

(1)the commissioner of revenue for investments under [AS 14.25.180 OR]

AS 37.10.070; [OR]
(2) with respect to the Alaska State Pension Corporation, for investments

under AS 14.25.180.
1 *75 fA) each trustee who serves on the corporation’s board of directors:
(B) each officer of the corporation; and
(C) anv other person who exercises control or authority with respect
to management or disposition of assets held bv the corporation or who gives
investment advice to the corporation; or
111 the person or body provided by law to manage the investnv its, for
investments not subject to AS 14.25.180 or AS 37.10.070.
* Sec. 15. AS 39.25.110(11) is amended by adding a new subparagraph to read:
v (G) Alaska State Pensi.on Corporati)n;
* Sec. 16. AS 39.30 is amended by adding a new section to read:

5 . Sec. 39.30.175. INVESTMENT OF BENEFIT PROGRAM RECEIPTS. The State
Pension Corporation is the fiduciary of the receipts of the employee benefits program established
under AS 39.30.150 - 39.30.180 and has the same powers and duties concerning the management
and investment in regard to those receipts as are provided under AS 14.25.180.

* Sec.17. AS 39.35.020 is amended to read:
Sec. 39.35.020. ADMINISTRATION. The commissioner of administration isresponsible
for the administration of the system and for carrying out this chapter. In addition the
commissioner shall

(1) maintain the accounts of the system;

HCS CSSSSB 18(FIN) -14-
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(2) make payments for the various purposes specified;

(3) submit periodic reports or statements of account that are needed,;

(4) issue a statement of account to an employee requesting it showing the amount
of the employee’s contributions to the system;

(5) as soon as possible after the close of each fiscal year, and not later than six
months after the close of each fiscal year, send to the governor, the legislature, and the board an
annual statement on the operations of the system containing

(A) a balance sheet;

(B) a statement of income and expenditures for the year,

(C) arepon on an actuarial valuation of its assets and liabilities;

(D) asummary of assets held in the pension fund listed by the categories
of investment, as provided by the Alaska State PensionCorporation [COMMISSIONER
OF REVENUE];

(E) other statistical financial data that are necessary for a proper
understanding of the financial condition of the system and the result of its operations;

(6) establish a public employees retirement trust fund in which the assets of the
system shall be deposited and held;

(7) engage an independent certified public accountant to conduct an annual audit
of the system’s accounts and the annual report of the system’s financial condition and activity;

(8) repon to the board concerning the condition and administration of the system

and distribute the report to the members of the system.

* Sec. 18. AS 39.35.080 is amended to read:

Sec. 39.35.080. DUTIES OF THE ALASKASTATE PENSION CORPORATION
[COMMISSIONER OF REVENUE]. The Alaska State Pension Corporation
[COMMISSIONER OF REVENUE] is the [TREASURER OF THE SYSTEM AND THE]
fiduciary of the fund. The corporation [COMMISSIONER] has the same powers and duties
established under this chapter in regard to the fund as are provided in AS 14.25.035(d) and

14.25.180.

* Sec. 19. AS 39.35.500 is amended to read:

Sec. 39.35.500. SAFEGUARD OF EMPLOYEE FUNDS HELD BY THE SYSTEM.
Except as provided in AS 29.45.030(a)(1)(B), employee [EMPLOYEE] contributions and other
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amounts held in the system are exempt from Alaska state and local taxes, jAmounts held on
behalf of, or payable to, any employee or other person who is or may become eligible for
benefits under the system are not subject to anticipation, alienation, sale, transfer, assignment,
pledge, encumbrance, or charge of any kind, either voluntary or involuntary, before being
received by the person entitled to the amount under the terms of the system. An attempt to
anticipate, alienate, sell, transfer, assign, pledge, encumber, charge, or otherwise dispose of a
right to amounts held under the system is void. However, an employee’s right to receive benefits
may be assigned under a qualified domestic relations order.

* Sec. 20. AS 39.45.030 is amended by adding a new subsection to read:

£ (c) Before investing the funds held under the state deferred compensation program, the
administrator of the program shall consult with the Alaska State Pension Corporation. The
commissioner shall reimburse the corporation for the cost of providing the advice.

* Sec.21. AS 39.50.200(b) is amended by adding a new paragraph to read:

(52) Alaska State Pension Corporation (AS 37.10.210).

* Sec.22. AS 44.25.020 isamended to read:
Sec. 44.25.020. DUTIES OF DEPARTMENT. The Departmentof Revenueshall

% 5 - i * (1) enforce the tax laws of the state;
\o (2) collect, account for, have custody of, invest, and manage all state funds and

all revenues of the state except revenues incidental to a program of licensing and regulation
carried on by another state department and funds managed and invested bv the Alaska State
Pension Corporation;

(3) register cattle brands;

(4) supply necessary clerical and administrative services for the Alcoholic

Beverage Control Board; and

(5) invest and manage the balance of the power development fund in accordance
with AS 44.83.386.

* Sec.23. TRANSITION. Ail litigation, hearings, investigations, and other proceedings pending
undera law amendedor repealed by this Act, or in connection with functions transferred by this Act,
continuein effect and may be continued and completed notwithstanding a transfer, amendment, or repeal
provided for in this Act. Orders and regulations issued or adopted under authority of a law amended

or repealed by this Act remain in effect for the term issued, or until revoked, vacated, or otherwise
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modified under the provisions of this Act. All contracts, rights, liabilities and obligations created by or
under a law amended or repealed by this Act, and in eifect on the effective date set out in sec. 26 of this
Act, remain in effect notwithstanding this Act’s taking effect. Records, equipment, and other property
of agencies of the state whose functions are transferred under this Act shall be transferred commensurate
with the provisions of this Act.

* Sec. 24. ORGANIZATION OF TRUSTEES, (a) Notwithstanding AS 37.10.210(c), enacted by
sec. 1 of this Act, the initial terms of the members, other than the commissioner of revenue and the
commissioner of administration, of the board of trustees of the Alaska State Pension Corporation shall
be as follows:

aA (i) one elected member and one appointed member shall serve terms of four years;
e 7 (2) one elected member shall serve a three-year term;

(3) one elected member and one appointed member shall serve terms of two years;
(4) one elected member and one appointed member shall serve one-year terms.
(b) The board of trustees of the Alaska State Pension Corporation may hold organizational
meetings as soon as a quorum of the board has been appointed to or selected for the board.

* Sec. 25. AS 37.10.210 and 37.10.230 - 37.10.390, enacted by s("\ 1of this Act, and sec. 24 of this

* Sec. 26. Except as provided in sec. 25 of this Act, this Act takes effect on the earlier of July 1,
1992, or the date established by resolution of the board of trustees of the Alaska State Pension
Corporation for the transfer to it of securities and assets of the retirement funds. The board shall

promptly provide the revisor of statutes and the lieutenant governor with a copy of this resolution.
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hb37.txt
T0: House Finance Committee Members

FROM:  Senator Pat Pourchot
Staff: Susie Barnett

RE: Comparison of CSHB(SA) 37 and HCSSSSB 18 (SA)
ALASKA STATE PENSION CORPORATION

DATE: March 25, 1991

1. SB 18 carries a Letter of Intent which encourages the board to
utilize local institutions and companies. HB 37 does not carry a
letter on iIntent nor contain language similar to the SB 18 letter

of intent.

2. SB 18 contains no language referring to the integration of
benefits administration, HB 37, 1in Section 1 Findings, refers to
integration of benefits administration "when prudent”.

3. (Section 37.10.210) HB 37 has a 9 member board, SB 18 has an 8
member board. The difference between the two boards is:
SB 18 has a ACTIVE PERS/ACTIVE SBS trustee seat.
HB 37 splits the above seat (SB 18) 1into two separate seats;
1 ACTIVE PERS and 1 ACTIVE SBS.

SB 18 has a equal balance of elected an appointed seats, HB 37 has
a majority of elected seats.

4. (Section 37.10.210) SB 18 sets out specific reasons for removal
from the board, HB 37 states removal for just cause.

5. (Section 37.10.220) SB 18 adds a requirement that the board
advise the Commissioner of Administration on investment of Deferred
Compensation  funds and  (Section 39.45.030) requires the
Commissioner to consult with the board prior to investing. HB 37
does not contain references to Deferred Compensation.

6. (Section 37.05.146) SB 18 adds SBS and Deferred Compensation to
the list of funds to be excluded from the Program Receipts /General
Fund Definition, thereby protecting the funds.

7. The exemption from taxation section was removed in HB 37. SB 18
contains language that allows municipalities to tax property of the
corporation that was acquired through foreclosure or in lieu of
foreclosure. The House State Affairs Committee amended the bill to
include the taxation sections at the request of the Alaska
Municipal League.



HISTORY OF CHANGES FOR SENATE BILL 18
January 30, 1991

Revised: February 15, 1991
Revised: February 21, 1991

ReM*vY.u: March 25, 1991
The following is a summary of the change made to SB 18:
Page 1: Sponsor Substitute Changes
Page 2: Finance Committee Substitute Changes
Page 3: House State Affairs Committee Changes

Section 2. AS 37.10 Article 5
Sec. 37.10.210 (b) )
(Page 2 Lines 5-12) Changes the board from seven to eight )
trustees, four of the trustees to be elected by the members in
the retirement systems. Elected seats are identified as:
1 Active PERS/Active SBS
1 Retired PERS
1 Active TRS
1 Retired from system other than PERS.

f_Sec. 37.10.210 (g) (Page 2, Line 28) Changes quorum from four to
ive.

Sec. 37.10.220 ga) gi? (Page 3, Lines 20,21% Under powers and
duties of the board, adds a requirement that the board advise the
commissioner of administration concerning the investment of funds
held under the state DEFERRED COMPENSATION PROGRAM.

Section 9. AS 36.30.990 (1) _
(Page 8, Line 24) Previous drafting error corrected. Updated
statute now in bill,which includes AHFC.

Section 12. AS 39.30
Sec. 39.30.175 (Page 12, Lines 2-6) establishes the corporation
as the fiduciary for the SUPPLEMENTAL BENEFITS SYSTEM (SBS).

Section 15. AS 39.45.030 (Page 13,lines 9-12) requires the
commissioner of administration to consult with the corporation
prior to investing DEFERRED COMPENSATION PROGRAM funds and to
reimburse corporation for cost of advise.

Section 19. (Page 14, Linel0) under Organization of Trustees, sets
8Ut a23 year term for the additional electedmember.
age



Changes made in the Committee Substitute for SSSB 18 (Fin):

PREVIOUS Section 1. FINDINGS, relating to the integration of
benefits administration with investment responsibilities, 1in the
Sponsor Substitute for SB 18 has been removed in the Finance CS.

Sectior 1. Section 37.10.210 (d) the term "just cause" was deleted
and replaced with language that specifies reasons for removal from
the board by Governor. It allows the governor to prudently remove
a trustee who is not capable of performing his/her duties or who
i1s involved in criminal activity.

Section 37.10.220 POWERS AND DUTIES OF THE BOARD. The provision
that allowed the Board of Trustees to provide actuarial valuations
was removed as it is no longer necessary to include given that all
reference to benefits administration responsibilities has also been
removed from the bill. Provisions for actuarial valuations are
currently in the retirement system statutes.

Section 37.10.270  Qualifications for the Investment Advisory
Council members were changed to require a higher [level of
expertise. The effect would be to eliminate persons who have
experience only as consultants, advisers, analysts, brokers and
persons who have only managed personal or private portfolios.

Section 37.10.300 "Financial institution™ replaced the tern
"banking institution™ in this section to clarify that it is not the
intent of this [legislation to restrict the corporation from
utilizing any financial institution’s services if theinstitution
meets the standards under the Prudent Investor Rule.

Section 9. the PROGRAM RECEIPTS LANGUAGE has been added to include
receipts of the employee benefits program (SBS) and receipts of the
deferred compensation program on the list of funds excluded from
the Program Receipts/General Fund definition.

Section 10. Section 37.10.071 q» the term financial institution
was added for the same reasons listed above.

LETTER OF INTENT was adopted by the Committee to encourage the
board to utilize local institutions and companies.
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KCSCSSSSB 18 (State Affairs)

The House State Affairs Committee amended the bill to allow
municipal taxation of properties held by the corporation that were
acquired through foreclosure or deed in lieu of foreclosure.

Section 37.10.290 clarifies that the corporate properties would
be taxed under the changes in Title 29.

Section 5 allows Teachers Retirement System member contributions
held in the system to be taxed under the changes in Title 29
concerning foreclosed property.

Section 8 amends Title 29 to allow property acquired by the Alaska
State Pension Corporation through foreclosure or deed in lieu of
foreclosure and retained as an Investment to bhe taxed.

Section 9 exempts the corporation from various non-judicial actions
concerning collections of delinquent taxes but preserves for the
mun|0|ﬁallt|es a judicial process. House State Affairs clarified
that the language should read "in the court of proper jurisdiction”
so as not to limit municipal access.

Section 18 amends the PERS statutes to allow PERS member
contributions held in the system to be taxed under the changes in
Title 29 concerning foreclosed property.

Senator Pourchot 3/25/91



MEMORANDUWM March 25, 1991

SUBJECT; ALASKA STATE PENSION CORPORATION (ASPC): Summary of
HCS for SSSB 18 (SA) by Section

TO; Senator Pat Pourchot
FROM; Susan Barnett, Staff

I have prepared this sectional analysis of the HCS for SSSB 18, An
Act establishing the Alaska State Pension Corporation; relating to
management and investment of state pension funds and other state
funds; and providing for an effective date.

ttttic, identifies that the retirement system funds, and other state
funds upon agreement are to be managed and invested by the
corporation.

SECTION 1; creates the Alaska State Pension Corporation.

Sec. 37.10.210 establishes the corporation as a public Corporation-
Subsection (b) sets out the elght voting trustees, four of which
are elected by members of the retirement systems, two of which are
appointed by the governor from a list submitted by employers,one
additional is appointed by the governor from a list of nominees
submitted by the other seven trustees, and the commissioner of
revenue serves as a trustee. Subsection (c) sets out Staggered four
year terms for trustees. Subsections (d) and (e) set out removal
of trustees and filling of VAaCaNCy. Subsections (f)(g)(h)set out
board organization: board elects chair annually, five trustees
constitute a quorum and designees are not allowed. Subsection (i)
requires trustees to participate in Financial education training.

Sec. 37.10.220 Sets out the powers and duties of the board,
including establishing HNnvestment policlies for the funds for which
it is responsible, submitting investment reports to the
legislature, employers, appropriate boards, contracting for
external performance reviews, employing outside investment
advisors, employing legal counsel, permitting trustees to enter
agreement to assume responsibility for oOther state funds upon
agreement with the managers of those funds. CS for SSSB 18 requires
the board advise the commiIsSSIONer of adm inistration concerning the
investment of funds held under the state deferred compensation
program.

Sec. 37.10.230 sets out confFlict of interest provisions for the
fiduciaries and allows the board to designate other staff who must
comply with these provisions. Under this section, the board shall
adopt regulations to restrict fiduciaries and any designated staff,
from having a substantial interest in corporate assets. Subsection
(c) identifies that failure to disclose conflicts is grounds for
termination of employment.



Sec. 37.10.240 exempts the board from the Administrative Procedures
Act but requires the board to comply with the open meetings law.

Sec. 37.10.250 sets the honorarium for trustees at $150 per meeting
day and states that those who are public employees shall serve
without compensation but shall be granted administrative leave.

Sec.37.10.260 requires the board to employ and fix the compensation
for an executive director who must meet qualifications as set in
statute. The executive director may appoint employees with approval

of the board. Subsection (b) requires the board to adopt
regulations restricting staff from financial interest in those
companies which provide service to the corporation. AIll employees

are exempt from the personnel act but are subject to the ethics
act.

Sec. 37.10.270 requires the board to appoint an investment advisory
council composed of at least three and not more than five members
who must meet qualifications. Subsection (b) sets out staggered

three year terms. Subsection (c) allows board to establish
compensation for advisory members. Subsection (d) sets out duties
of the council to include reviewing investments,recommending
investment policy, advising on selection of consultants and

auditors. Subsection (e) allows the council to contract with other
state agencies to provide advice.

Sec. 37.10.280 requires the board to protect assets held in trust
and its own assets, services and employees by purchasing insurance
or arranging for self-insurance.

Sec. 37.10.290 exempts the corporation and property it owns,
manages or holds in trust from all taxes and assessments in the
state with the exeception of municipal taxation on property
acquired through foreclosure or in lieu of foreclosure. See listing
in Section 8.

Sec. 37.10.300 permits banks and other financial institutions to
give sureties to the <corporation or to enter into <collateral
agreements on approved securities.

Sec. 37.10.310 prohibits the corporation from engaging in
commercial banking activity, from acting as a depository or trustee
for a private person and from acting as a lender to a private
person of money from any source other than the money from the state
funds under its own management.

Sec. 37.10.320 limits the states responsibility for liabilities of
the corporation.

Sec. 37.10.390 defines board, corporation and retirement systems.

Section 2 AS 06.05.025 amends the banking code to allow the board



of trustees or the legislative
of the corporation by the Div
Corporations

uditor to request an examination
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i1Ision of Banking, Securities and .

SECTION 3: substitutes the corporation for the Commissioner of
Revenue in reporting about the condition of the teachers retirement
system (TFE) and requires the corporation provide the TRS board
with an annual external performance review of the trust fund.

SECTION 4; makes the corporation fiduciary of the TRS fund in
place of the Commissioner of Revenue.

Section 5 allows the Teachers Retirement System member
contributions held in the system to be taxed under the proposed
changes to Title 29, allowing municipal taxation.

SECTION 6; substitutes the corporation for the commissioner of
revenue in management of the Judicial Retirement Trust.

SECTION 7; substitutes the <corporation for the commissioner of
revenue in management and investment of the Alaska National Guard
and Alaska Naval Militia retirement fund, referred to as the
M ilitary fund or system.

Section 8: specifies that property acquired by the ASPC through
foreclosure or deed in lieu of foreclosure and retained as
investment is taxable by municipal entitites.

Section 9; exempts the corporation from wvarious non-judicial
actions concerning collection of delinquent taxes but preserves for
municipalities a judicial process.

SECTIONS 10 and 11 exempt the corporation from the procurement code
but require the board of trustees to adopt comparable procedures.

SECTION 12 adds SBS and Deferred Compensation funds to the list of
those excluded from the definition of Program Receipts.

SECTION 13 substitutes the corporation for the Commissioner of
Revenue in the section that sets out the powers and duties of the
fidUCiaI’ythat invests and manages state funds. In paragraph (a)(8)
the bill requires accounting records to be kept in accordance with
generally accepted accounting principles. subsection (c) requires
the fiduciary to exercise the Prudent Investor Rule in exercising
powers and duties. Subsection (e) requires the state to defend and
indemnifythe fiduciary if fiduciary performed in good faith and
was prudent. Subsection (f) defines fidUCiaI’yto include trustee,
officer of the corporation and any other person who exercises
control over corporation assets.

SECTION 14; places employees of the corporation in the exempt
service.



SECTION 15: identifies the corporation as the fiduciary of the
receipts of the employee benefits program. (SBS)

SECTIONS 16 and 17; substitute the corporation for the Commissioner
of Revenue in the management and investment of the public employees
retirement (PERS) fund.

Section 18: allows the PERS member contributions held in the system
to be taxed under the changes in Title 29 concerning foreclosed

property.

SECTION 19; requires the commissioner of administration to consult
with the corporation before investing deferred compensation funds.

SECTION 20; adds the members of the Alaska State Pension
Corporation to coverage of the conflict of interest statutes.

SECTION 21; amends the duties of the Department of Revenue to
reflect the changes made by the bill.

SECTION 22; is a transition section.

SECTION 23; sets out the initial terms of the board and permits the
board to hold organizational meetings as socr as a quorum has been
appointed/elected.

SECTION 24; sets July 1, 1991 as the effective date for board
organization.

SECTION 25; sets the earlier of July 1, 1992 or the date
established by resolution of the trustees as the effective date for
the corporation to begin managing and investing assets as well as
other duties as defined in the bill.



DEPARTMENT OF REVENUE
POSITION PAPER

HCS CS SS SB 18 (State Affairs)
Alaska State Pension Corporation

The goal should be to provide for continued prudent management of State of Alaska retirement
funds. To accomplish this goal, there are several alternatives including the following:

1. continued sole fiduciary in the Commissioner of Revenue.

2. aseparate corporation managed by a board of trustees with minimal accountability to
the Governor.

3. aretirement board within the Department of Revenue.

A retirement board within the Department of Revenue as proposed in SB 10 is clearly preferable.
It requires minimal additional expenses, uses existing structures and staff within Treasury
Division, and provides for shared fiduciary responsibility.

State pension plans may be managed in a variety of ways including the three basic alternatives
listed above. A clear majority of states use an investment board within state government. A few
have a sole fiduciaiy but we are not aware of any who have a separate corporate structure. Most
boards are accountable to the governor. Many years ago there were abuses of pension monies.
These abuses led to federal and State laws governing pension funds. As a result, pension funds
are managed more responsibly with substantially greater member benefit protections.

In Alaska, members of state pension plans are protected. Article 12 of the Constitution requires
that there be no diminishment of benefits. In other words, a member’s benefits may not be
reduced and benefit reductions can only be applied to new members. Absent the trust fund,
annual benefit payments would have to be appropriated annually. The members are guaranteed
their benefits by the State of Alaska. The State is required to actuarially fund the retirement
system. The State cannot remove monies from the fund to pay for other expenditures because
this would probably be considered a diminishment of benefits. By statute, members pay a fr.ed
rate toward funding a pension plan and the State and the participating subdivisions make up die
actuarially computed difference. The State, through its governor, should be in control of
managing die pension funds. This is because the State is the ultimate guarantor of benefits and
the members’ contributions rates are fixed. The pension monies should, of course, be managed
in accordance with rules of prudence which is presently the case.

The Commissioner of Revenue is now the fiduciary. In performing his duties, the Commissioner
is charged with applying the prudent investor rule in exercising his fiduciary duty in the financial
best interest of the funds entrusted to him and the beneficiaries of those funds. CS SS SB 18
("Bill") would apply this rule of prudence to a board of trustees. The concept of a shared
fiduciary has merit. Decisions regarding the management and investment of pension monies
would be shared by a board. The board members could bring their collective knowledge and
ideas to the decision-making process.



The separate corporation and member controlled board proposed in the Bill will cost more to
operate and will be an entity with no accountability to the people through their elected officials
and especially the governor. A fiduciary board can be constituted within the Department of
Revenue as was proposed in SB 10. This board could perform the same functions as the board
proposed for the separate Corporation. A fiduciary board within Revenue would operate within
an existing structure at minimal additional cost and would be accountable to the governor. The
board would be charged with full fiduciary responsibilities and be required to exercise the
prudent investor rule.

The board of tnistees created by the Bill would be controlled by elected members. The board
would elect its own chair. The board would consist of four elected members, two appointed by
the governor from political subdivision employer nominees, and the Commissioner of Revenue.
These seven then jJ ct an eighth member which means the elected members have majority
representation. Trustees serve four year terms. The governor may not remove a trustee unless
the trustee cannot perform "normal” duties due to mental or physical incapacitation, is convicted
of a felony, or commits an act that under State law constitutes a felony or misdemeanor that is
incompatible with service on the Board.

This board would be exempt from the procurement code, all its employees would be in the
exempt service, and the board would retain its own legal counsel. With all this independence,
the State must still indemnify the trustees against liability.

The Bill does set forth some good management tools. It provides for performance measurement,
investment advisory service, an advisory counsel, and an annual audit. Treasury now performs
many functions required by the bill. PERS and TRS funds have performance measurement by
a nationally recognized firm. All trust funds are audited by an independent CPA firm with an
opinion as to conformance with generally accepted accounting principles. Treasury uses
investment advisors, montlily financial statements are prepared, and results are presented semi-
annually to the PERS and TRS boards. The management practices set forth in the Bill can be
required of a single fiduciary or a shared fiduciary. In fact, these functions should be performed
even if not required.

Treasury has been accused in the past of improper management, poor investment results, and high
costs. While there were some problems, the retirement funds averaged an annual rate of return
of 12.4% over the five years ended June 30,1990. By comparison, the Permanent Fund averaged
11.3%. Based on the Permanent Fund’s investment objectives, they achieved an excellent rate
of return. The retirement funds were more heavily invested in equities resulting in the higher
earnings rate. While it is true it cost more to manage the retirement funds, there is a reason for
this. Treasury manages several funds and not just one, it costs substantially more to manage
equities than fixed income securities, and the retirement funds are still managing real estate
mortgages acquired several years ago. If the additional rate of return of 1.1% (12.4% - 11.3%)
is considered, the retirement funds earned approximately $55 million ($5 billion at 1.1%) more
than if the Permanent Fund rate of return was earned. This is an annual amount of additional
earnings. These earnings far more than offset the additional cost. Also a substantial amount of
time is spent working the real estate mortgages which are becoming a smaller part of the total
portfolio. The real estate mortgages amounted to 23.9% of the portfolio at June 30, 1985 and
only 4.5% at June 30, 1990.



The Bill has recently been touted as a cure for the apparent problems with SBS invested monies.
SBS monies were managed and invested by the Department of Administration. The current
problems are certainly not due to retirement fund considerations. Moving SBS monies to an
independent corporation for management is a hasty reaction and may not be the best solution.
After all, SBS monies are immediately employee vested. Perhaps the employees should have the
opportunity to direct their investments.

The Bill provides that the corporation advise the Commissioner of Administration concerning the
investment of funds held under the State deferred compensation program. The first question that
should be resolved is who should manage deferred compensation monies. This program is
entirely voluntary and considerable consideration should be given to employee directed
investments. For both SBS and deferred compensation, a standard low-risk U.S. government
securities fund could be established. Employees wishing a more aggressive posture could elect
other options.

In conclusion, this bill sets up an independent corporation not responsible to the people through
the governor. The State, by Constitution, is the ultimate guarantor of pension benefits and the
employer rate is the one that fluctuates to meet actuarial requirements while the employee rate
is fixed. Yet the board would be controlled by members of the retirement funds and board
members could not be removed by the governor except in very unusual circumstances. The
corporation would be exempt from procurement code requirements and all employees would be
in the exempt service. The corporation can retain its own legal counsel and yet the State must
indemnify the fiduciary against liability. The corporation would experience substantial start-up
costs and would be administratively more expensive to operate than a board within Revenue.

A separate investment board created within the Department of Revenue should be established.
Most features of CS SS SB 18 could be incorporated into the investment board functions and the
board member composition could be modified to conform more to that of proposed SB 10.
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SENATE FINANCE COMMITTEE,
CO-CHAIR

Senator Pat Pourchot

MEMORANDUM

TO: Representative Mike Navarre
Representative Eilean MacLean

FROM: Senator Pat Pourchot

RE: Request for hearing SSSB 18

DATE: March 25, ]%1

ANCHORAGE

P 0. BOX 104836
ANCHORAGE . AK 99510
(W) (9071 561-7623
() (907) 338-2425

JUNEAU

P.0. BOX V
STATE CAPITOL
JUNEAU. AK 99811
(907) 465-3712

SSSB 18, An Act establishing the Alaska State Pension Corporation;

relating to management and investment of state pension
providing for an effective date, has been referred

committee.

This legislation establishes a public corporation

fund; and

your

manage the

Public Employees Retirement System (PERS), the Teachers Retirement

System (TRS), the Judicial Retirement System,

Retirement System, the Supplemental Benefits System funds and other

state funds wupon mutual agreement. The corporation
board of trustees with a balance of beneficiary

Military
for a
employer

representation and provides for an Investment Advisory Council to

assist the board in investment decisions.

This bill moved out of the House State A ffairs Committee March 25,

1991. The Committee amended the Senate Finance version
municipal taxation of properties held by the corproation

allow

that were

acquired through foreclosure or deed in lieu of foreclosure. The

Committee further clarified that action on collection
taxes may be taken in "court of proper jurisdiction"

the superior court only.

| would greatly appreciate your scheduling this bill

as early as possible.

of delinquent
opposed to

a hearing



OFHCE OF THE MUNIAPAL MANAGER
April 18, 1991

House Finance Committee
P.O. Box V
Juneau, Alaska 99811

Re: SB 18, Investment of Pension Funds

Dear Committee Members:

The Municipality of Anchorage has a concern with section 37.10.290
of SB 18, Exemption from Taxation, with the exception of property
acquired through foreclosure or deed in lieu of foreclosure, all
other properties of the corporation are exempted from taxes and
assessments in the state.

We believe there should be an additional exception to the
exemption, and ask that the following amendment be adopted:

"Property acquired by the Alaska State Pension corporation and
retained as an investment is taxable.”

Excluding investment properties from local taxes would give the
Corporation an unfair competitive edge over other property owners.

For example, if the Corporation purchased a downtown office
building, it could charge lower rents than a neighboring competitor
in a similar class of building, because its operating costs would
be lower. In the meantime, it would still be receiving the same
government services as the other property owner. Excluding one
segment of property owners shifts the cost of providing government
services to all other property owners. This is clearly an unfair

advantage for the Corporation.
If you have any questions, please feel free to call me.

Sincerely,

Municipal Manager
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Alaska State Pension Corporation (ASPC)
+ s CSSS SB 18 (SA)

A public corporation located in the
Department of Revenue to manage the following funds:
Public Employees Retirement System Fund $2.74 billion
Teachers Retirement System Fund $1.70 billion
Judicial Retirement System Fund $28.67 million
M ilitary Retirement Fund $3.9 million
Supplemental Benefits System (SBS) $600 m illion

ASPC Board of Trustees

4 Bengfi |C|ag Seats ( Electedg
2 Empl o¥er eats (Appointe
1 Department Commlssmner
1 Appointed Seat (Nominated by the Seven Tmstees)

Investment

Advisory Council
3 -5 Professionals
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