





HOUSE COMMITTEE REPORT

(1)
Date Referred to Committee: February 12, 1998 FURTHER REFERRALS:

Date of Committee Action: y*T\\ \ ~» ~

The FINANCE Committee considered: HB 81

HOUSE BILL NO. 81 PERMANENT FUND BOARD MEMBERS & STAFF

“An Act relating to the members of the board and staff of the Alaska Permanent Fund Corporation.”

recommends it be replaced [ ] the same title
with the following committee substitute [ 1a new title

[ ] additional referral to Committee
f | attached amendment(s)

ADOPTS: Letter of Intent
ATTACHES NEW FISCAL NOTEC(s): (3o} APPROVES PREVIOUS: (CefXin)
[ ] fiscal note(s) [ ] fiscal note(s)
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No:
F|SCAL NOTE Bill Version: HB 81

STATE OF ALASKA (H) Publish Date: 2/12/98
1998 LEGISLATIVE SESSION

Revision Date Dept. Affected Office of the Governor
Title "An Act relating to the members of the board '‘BRU ‘Executive Operations

and staff of the Alaska Permanent Fund Corporation.” Component Executive Office

Sponsor Representative James

Requester House Slate Affairs Component Serial No. 6
EXpendItureS/RevenUES (Thousands of Dollars)

OPERATING EXPENDITURES FY 99 FYO0O FY 01 FY 02 FY 03 FY 04
Personal Services

Travel

Contractual

Supplies

Equipment

Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES
CHANGE IN REVENUES ( )

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 3F/Mental Health

(Specify Type)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0
Estin. "any current year (FY98) cost: 0.0
POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

This bill would not have a fiscal impact on the Office of the Governor.

Michael A. Nizich, Administrative Director Phone  465-3876
Division Administrative Services Date 2/2/S8
Approved by Jim Ayers. Chief of Staff Date 2/2/98
Agency Office of the Governor

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
C O M M |T T E E C O M For further distribution information, call the Governor's Legislative Office
iRev S/Sti w-totm «s.OVB Page_1_ Of __ 1.



FISCAL NOTE

STATE OF ALASKA
1998 LEGISLATIVE SESSION

Revision Date:
Title:  An Act relating to the members of the hoard and staffof the
Alaska Permanent Fund Corporation

Sponsor: Represent' ,lve James

Requester:

Expenditures/Revenues
OPERATING EXPENDITURES FY 99 FYO0O
Personal Services 0.0 0.0
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 0.0 0.0

CAPfTAL EXPENDITURES
ICHANGEIN REVENUES [

FUND SOURCE
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
1091 Designated Program Receipts
TOTAL 0.0 0.0

Estimate ot any current year (FY97) cost:

POSITIONS
Full-time
Part-time
Temporary

Rep. Gene Therriault, Co-Chair House Finance Committee

BILL NO.

Dept. Affected

Component

BRU

Component Serial No.

(Thousands of Dollars)
FY 01 FY 02
0.0

0.0

(Thousands of Dollars)

0.0

0.0

0.0

0.0

CSHB 81 (FIN)

Alaska Permanent Fund Corp.

Alaska Permanent Fund Corp.

109

FY 03
0.0

0.0

0.0

Page 1 oM

FY 04

'VO

0.0

0.0



AMENDMENT A

OFFERED IN THE HOUSE BY

TO: HB 81

Page 1, line 4, delete through page 2, line 7.

Page 2, line 9, following “a”
Delete “public”

Page 2, line 9, following “office”
Delete “only”

Page 2, line 10:
Delete “for cause”

P°.ge 2, line 11, following “removal.”
Insert “A removal by the Governor must be in writing and must state the
reason for the removal; the reason shaifelsi-n"t be based on thbr general decision to have the
governor’s own appointments on the board. The governor raay-nofrequcst a member tj#=-

To-sttbmit a itsigiratiun.’l

Page 2, line 13, following “governor.”
Delete through line 26

Page 3, line 5, delete through line 14.
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HOUSE BILL NO. 81
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTIETH LEGISLATURE - FIRST SESSION

BY REPRESENTATIVE JAMES

Introduced: 1/22/97
Referred: State Affairs, Finance

A BILL
FOR AN ACT ENTITLED

"An Act relating to the members of the board and staff of the Alaska

Permanent Fund Corporation.”

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

* Section 1. AS 37.13.050(a) is amended to read:

(a) The Board of Trustees of the Alaska Permanent Fund Corporation consists
of seven [SIX] Yuembers appointed/by the governor. Two of the members must be
heads of principal\departments/of state government, one of whom shall be the
commissioner of revenue. Fix4 [FOUR] members shall be appointed by the governor
from the public and may not hold any other state or federal office, position* or
employment, either eletftiveVor appointive, except as a member of the armed forces of
either the United States or of this state.

* Sec. 2. AS 37.131)40(b) is amended to read:
(b) )The [FOUR] publicxmembers of the board must have recognized

competence and wide experience\n Finance, investments, or other business

HBOOSIa -1- HB 81
New Text Underlined [DELETED TEXT BRACKETED]
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1 management-related fields, and aft least one of/the public members must have
2 recognized competence and experience in investment portfolio management.

* Sec. 3. AS 37.13.060 is amended to reaflj: r
Sec. 37.13.060. Term of offKidi, The public members of the board shall be

appointed for terms of four yearsfand they may be reappointed. The terms of the

o O N W

public members shall be staggered so that the terms of no more than two [ONE
TERM OF A] public members expire [MEMBER EXPIRES] each year.

8 * Sec. 4. AS 37.13.070(a) is amended to read:

IVW L 9 @) The governor may remove a public member of the board from office only
10 for cause. A removal by the governor must be in writing and must state the reason
11 for the removal. A member who is removed by the governor n"ay not participate in
12 board business and may not be counted for purposes of establish ng a quorum after the
CQ 13 member receives written notice of removal from the governor. In this subsection.
o{ 14 "cause" means
15 (1) incompetcncv, which is the inability or the unintentional or
16 intentional failure to perform the duties of the trustee; or
17 (2) misfeasance or malfeasance in office, which includes the failure
18 of the trustee to exercise prudent judgment in the affairs of the?.c'(:)fporation or
19 intentionally taking action for reasons other than the financial best interest of the
20 corporation.

21 * Sec. 5. AS 37.13\js amended by adding a new section to read:

22 Sec. 37.13.075/Limitations on governor, (a) The governor shall base th"

23 decision to appoint)® board member solely on the financial best interest of the fund.

24 (b) Thegovemor may not influence or attempt to influence the board to make
25 an investment decisionxhat violates prudent investment principles.

26 (cy Violation of this section constitutes a violation of AS 39.52.

27 * Sec. 6. AS 37.13.100 is amended to read:

28 Sec. 37.13.100. Corporation staff. The board may employ and determine the
29 salary of an executive director. The executive director may, with the approval of the
30 board, select and employ additional staff as necessary. The executive director and
31 other employees with investment responsibilities serve at the pleasure of the

HB 81 2- HB0081a
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hoard, except that the board may enter into employment contracts that do not
exceed two years’ duration. An employee of the corporation, including the executive
director, may not be a member of the board. The executive director and the other

employees of the board are in the exempt service under AS 39.25.

* Sec. AS 37.13.120(a) is amended to read:

\a) The prudent-investor rule shall be applied by the board in the management
and investment of fund asse(s. The prudent-investor rule as applied to investments of
the fund means that* in making investments” the board shall exercise the judgment and
care under the circumstances then prevailing that an institutional investor of ordinary
prudence, discretioh/and intelligence exercises in the management of large investments
entrusted to it no/in regard to speculation but in regard to the permanent disposition
of funds, considering probable safety of capital as well as probable income. Each
board member has a fiduciary duty to the fund, and each member shall perform

official actions solely in accordance with that duty.

HBO0081a -3- HB 81

New Text Underlined [DELETED TEXT BRACKETED]



AME NDMENT

OFFERED INTHT HOUSE

TO: HB 81

Page 2, line 19, following “the”

Delete “financial”

Pase 2
Delete lines 21 - 26

Page 3, line 14, following “actions”
Delete “solely”
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AMENDMENT

OFFERED IN THE HOUSE

TOHBS!

Page 2, line 2:

Delete “experience”

Insert “expertise”

BV



STATE OF ALASKA FlSCAL NOTE BILL NO: HB81

1998 LEGISLATIVE SESSION

RevisionDale: Dept Affected:  Revenue

Tite An Act relatirg to tre members ol teboardand dlatiol te . _BRU: Alaska Permanent Fund Corporation

Alaska Permanent Fund Corporation Component: Alaska Permanent Fund Corporation
Sponsor  Representative James
Requestor S*ale Affairs. Finarce

COMPONENT SERIAL NO. 109

OPERATING EXPENDITURES FY 98 Y 9 FY0O0 Fyor 7/ FY02 FY 03

PERSONAL SERVICES /
TRAVEL 0.7 210 214 / 27 21 25

CONTRACTUAL 24 25 26 2.7 28 29
SUPPLIES n

EQUIPMENT \L S )
LAND A STRUCTURES y A
GRANTS. CLAIMS /
MISCELLANEOUS

K
TOTAL OPERATING 231" \] 235 2.0 4.4 2.9 54

CAPFTAL EXPENDITURES

CHANGE INREVENUES (

1002 Federal Receipts \Y;
1003 GF Match y [ /

1004 GF r\ /
1005 GF/ProgranReceiptsV” /

1037GFMVenlal Health ' Y /
Other /3% 235 2.0 A4 249 54

TOTAL 0.0 25 2.0 244 2.9 54

Estimate of any current year (FY97) cost $/ 00

POS. CIONS: /
FULL-TIME 1
PART-TIME /
TEMPORARY /

ANALYSIS: (Attach a separate page Hnecessary)
* This fisal note assume/ implementation on Jully 1,1998 and projects aosts associated with incressiing the number of trustee plblic
members from lar Olne.
” Trael assumes five ris per year instateand two trisper year atof-state.
« Trangoortation arid ladtging costs are assumed o increese ata rate of 4% peryear; per diem and honorariun aosts remain arstant
* Contractual infludes registration lees at two aut-of-state seminars: oosts are assumed 1o increese ata rate ol 4% peryear.

* Other Fund"Source: Corporate Receipis.

Prepared by: Byron 1. Malllott, Bxecutiyd™Director) /> f H / Phone:  (907)465-2047

Divisian: Alaska Permanent Fun\iCa'p:ral'rﬂl Date: February 17,1998
roved by Comissi ; Wi lson L. Condon Cate:

Appi by issioner i 3 AI\/I

Agency: Revenue

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR"S LEGISLATIVE OFFICE
For furtterdistritution information clll the Govermor's Legislative OHfico
Page 1 of 1
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STATE OF ALASKA FlSCAL NOTE BILL NO: HB81

1998 LEGISLATIVE SESSION

RevisionDale: DepL. Affected: Revenue
Titke: An Act relatirg to the members of the board and staffof e _BRU: Alaska Permanent Fund Corporation
Alaska Permanent Fund Corporation Component: Alaska Permanent Fund Corporation

Sponsor  Representative James
Requestor  Slate Afidirs. Fin nice COMPONENT SERIAL NO. 109

OPERATING EXPENDITURES FY 98 FY 99 FY0O0 Fy 0oL FY 02 Fy 03

PERSONAL SERVICES

TRAVEL 0.7 21.0 214 2.7 21 25
CONTRACTUAL 24 25 2.6 27 28 2.9
SUPPLIES

EQUIPMENT

LAND & STRUCTURES

GRANTS, CLAIMS

MISCELLANEOUS

TOTAL OPERATING 231 2.5 2.0 A4 24.9 25A

CAPFTAL EXPENDITURES
JCHANGE INREVENUES (

FUND SOURCE (Thousands of Dollars)
1002 Feceral Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts

1037 GF/Vental Health
Other 3.1 2.5 24.0 2.4 2.9 54

TOTAL 0.C 235 2.0 244 249 54

Estimate ofany current year (FY97) cost $ 0.0

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS: (Attach a separate page Hnecessary)
* This fisal note assumes inplerentation on July 1.1998 and projects oosts associated with incressing the number of trustee pbllic
members from far o lie.
“ Travel assumes five trip: per year instate and two tripsper year at-of-slate.
« Trangportation and ladlging costs are assumed 1o Increese ata rate of 4% per year, pe  diem and honorarium costs remain arstant.
* Contractual includes registration fees at two aut-of-state semina’s; costs are assumed 1o increese ata raleof 4% peryear.

« Other Fund Source: Corporate Receipts.

Prepared hy: Byron 1 \allott, BeatiyriDirecior )™ n | J r\ Prone:  (907)465-2047
Divisian: Alaska Permanent Fun 1Corporativ 1 /1) Date: February 17,1998
Approved by Commiissioner: Wi lsonL.Condon - ~/j Ay ceT 09

Agency: Revenue
PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR ™S LEGISLATIVE OFFICE

For furtter distritutian information clll the Govermor's Lagislative Office
Paga 1 od 1

LEG.DOCNAME.XLS



HOUSE COMMITTEE REPORT
& Q&

(7)
Date Referred to Committee: January 22, 1997 FURTHER REFERRALS: AFinanM”

Date of Committee Action: |&|_

The STATE AFFAIRS Committee considered: HB 81

HOUSE BELL NO. 81 PERMANENT FUND BOARD MEMBERS & STAFF

“An Act relating to the members of the board and staff of the Alaska Permanent Fund Corporation.”

re,cgm en(ﬁ, il be replaced . [ ] the same title
with the fo owing committee substitute _ [ 1anew title
[ ] additional referral to Committee
T lattached amendments)
ADOPTS: Letter of Intent
ATTACHES NEW FISCAL NOTE(s): OF APPROVES PREVIOUS:
f J fiscal note(s) [ ] fiscal note(s)

"/ zero fiseal note(s) [ ] zero fiscal note(s)
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JEANNETTE JAMES
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Lamenting the tremendous rumover in the top management of the Alaska
Permanent Fund with both the Knowles and Hickel Administrations, HB 81
is designed to take tne politics out of the Permanent Fund Board of
Directors appointment process.

House Bill 81. "An Act relating to the members of the board and staff of
the Alaska Permanrr. Fund Corporation.” is designed to create continuity
within the board by restricting any Governor’s ability to remove board
members without cause and creating staggered terms.

Presently the members serve at the pleasure of the Governor, HB 81 allows
the Governor to replace members only for cause. The staggered term
provision allows for continuity.

Governor Knowles vetoed similar legislation passed in the Nineteenth
Legislature, disregarding a resolution from the Permanent Fund's Board
urging him not to do so.

Wi ith the Fund breaching S20 billion, it's in the States best interest to
protect the fund from the political whims of changing administrations.



departmentof law // mmﬁm#*ﬂ.caoa
OFFICE OF THEATTORNEYGENERAL 7/ FAX'™  oPfR-E5%

Juxm 10, 199%

Honorable Tony Knowles
Governor

State of Alaska

P.0O. Box 110001
Juneau, AK S9B11-0001

Re: HCS CSSB 89 (PIN) - Relating to
the board and staff ot the
Permanent Fund corporation
Our file 883-96-0072

Dear Governor Knowlesr

At your legislative office"s request on your behalf, we have
reviewed HCS CSSB 89 (FIN), a bill relating to Che board and staff of
the Permanent Fund. Corporation.

Section 1 dl the bill would increase the number of members
on the board from six to seven, py adding another public member
appointed by the governor. Section of the bill would require that
at least ana public member have *recognix*d competence and experience
in investment portfolio management.* Section 3 of the bill makes a
technical change to conform to the increase in the number of publio
members. Section 4 of the bill would allow the governor to remove d
public member only for cause, and define* cause as either incompetency
or misfeasance or malfeasance in office. Section 5 of the bill would
require the governor to base the decision to appoint a board member
solely on the best financial interest of the fund, would prohibit the
governor from attempting to influence the board to make an investment
decision, chat violate prudent investment principles, and would make
a violation of this flection a violation of the executive branch ethics
act (AS 39.52). Section 6 would provide that the fund executive
director, and other fund employees with investment responsibilities,
serve at the pleasure of the board, but would allow the board to enter
into employment contract* with the** employee* that d.o not exceed two
years 1in duration. Finally, sec. 7 of the bill would specify that
each board member has a fidualary duty to the fund, and must perform
official actions solely in accordance with that duty.

As we indicated in testimony before the legislature, we
halieve that section f this bill may violate your appointment power
under art. XII, sec. of the Alaska Constitution, by making the
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Hon. Tony Knowles. Governor June 10, 1996
our filex 883-96-0073 Page 2

public m«nber« removablo only for cause.1 Wa have previousl

discussed this appointinout power question In our review of the 199

bill which would have established the Alaska State Pension Investment
Board, and which also contained a removal-for-cause provision.* See
1991 Inf- Op, Atfcy Gen, 311 (883-91-0071) June 11). What we said
there is equally applicable here:

The removal-for-aause _provision may constitute
» usurpation of the executive power, of appointment.
The ability to remove an appointee iIs an incident of
the power Of the appointment. The governorle ability
to assure that appointee* remain faithful to hie or
her _philosophies and programs 1a preserved when
appointee* may be removed at the governor®a pleasure.
Article 111 of the Alaska constitution specificall
authorize* the legigl&turs to provide for the remova
of members of regulatory and quasi-judicial boards and
commiaaiono, Alaska Const., art. Ill, sec. 26. There
is no other specific grant of power to the legislature
to prescribe ground* for removal for other agencies
governed by a "hoard. Because the corporation #a not
areqgulatory or quaei-jixlioral agency, the legislature
lack* the power to restrlat_the_gcovgrnorl- removal
power iIn the manner set out in thi* bill.

Idw at 312.

o1l We Find no other constitutional or legal problems with tha
i

Sincerely,

Bruce M. Botelho
/) Attorney General

1 Comment* by certain legislators indicated to ua that this
provision was _included in lieu of a legislative _confirmation
requirement, which art. Ill, sec. 26 of the Alaska Constitution would
not allow. Under that section, confirmation power ia limited to those
board* and cojwmJ.Bsioma at the head of an principal department (such
a* the Board of Education) and those with regulatory or_ quasi-judicial
powers. The board of the Permanent Fund corporation is neither type
of board. And tha Alaska Supreme Court ruled inBpaftayc V. ti id*
353 S\2d 1 (Alaska 1975), _that the legifllatnuNT"dOuld. not _confer
confirmatiow power upon itself beyond that specified in the

constitution.
* That bill wa* vetoed by Governor Hickal, at our
recommendation, because of numerous legal problems. A better bill

establish!*\j the Investment board became law tha next year.
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Alaska Permanent Fund Corporation
P.O. Box 26500 Juneau, Alaska 99802-5500
(907) 466-2047

June 10, 1996

The Honorable Tony Knowles
Governor, State of Alaska
State Capitol

Juneau, Alaska 99801

Dear Governor Knowles:

The Board of Trustees recommends that you allow Senate Bill 89 to
become law. There are two principal reasons why the Board supports this
legislation:

 the bill would assure Board continuity, making for a more
experienced and capable Board over the long term; and

* the addition of a seventh member would enhance the overall
, expertise of the Board of Trustees.

Thank you for your consideration.

Sincerely,

Grace Berg Schaible

C Board of Trustees
Byron I. Mallott, Executive Director



State of Alaska
qcFiCE OF THE GOVEANOA

JIneai

June 14, 1996

The Honorable Drue Pearce
President of the Senate
Alaska State Legislature
State Capitol

Juneau, AK 99801-1182

Dear President Pearce:

Under authority of art EL sec. 15, of the Alaska Constitution, | have vetoed the following

bill:
House CS for CS for Senate Bill 89(FTN)

An Act relating to the members of the board and staff
of the Alaska Permanent Fund Corporation.”

I have taken this action out of a strongly held beliefthat the trustees of the Alaska
Permanent Fund Corporation must be answerable to Alaskans for the decisions they make
in managing over $18 billion of public money. This bill, among other things, would
change existing law by nuking trustees removable only for very specific causes. Under
existing law, the board serves at the pleasure of the governor and must answer to the
governor for management decisions. The governor, in turn, must answer to the voters for
the governor’s stewardship of the Alaska Permanent Fund. Itis in this very basic way
that the Alaska Permanent Fund Corporation will remain responsive to the will of the

people.

Sincerely,
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January 6, 1995

Mr. Carl F. Brady, Jr.
2100 Atwood Drive
Anchorage, AK 99517

Dear Mr. Brady:

Under the authority vested in me by AS 37.13.070(a) you are removed from the Board
of Trustees of the Alaska Permanent Fund Corporation.

I am removing you because, as Governor, | am answerable to the people of Alaska if
the Board of Trustees fails to measure up to their expectations, If | am answerable to
the people, I must be confident that the existing board will carry out its statutory duties
consistent with my philosophy of government, as for die existing board, | am not
confident that it will act in a manner consistent with my philosophy. For this reason,
your removal will take effect at noon on January 6, 1994.

Thank you for your past service and dedication. Twish you every success in your
Ihture endeavors.

Sincerely,

Tony Knowles
Governor



| Box 101700
Walter \]- H ICke' Anchorage, Alaska 99510-1700

Tclgjhone 907-343-2*00
Fax 907-343-2211
Email inorik@ alaska.nel

March 3, 1998

FAX 465-2381

The Honorable Jeanette James
Alaska State Representative
State Capitol, Room 102
Juneau, AK 99801-1182

Dear Jeanette,

| supportyour effort to provide greater continuity to the Board of the Alaska
Pemunent Fund. Your bills (HR50 and HBQ1) establish staggered terms for
public members and a requirement that those members be removed only for
cause.

This approach seems to have worked well with other boards where the success
depends on maintaining a long-term strategy. The Permanz it Fund’s
investments usually require a multiple year investment strategy. Your bills do
not unduly limit a Governor's power--in fact, they may increase a <,overnor’s
effectiveness.

The Permanent Fund is a commonly owned asset created from the wealth of
other commonly owned assets. Itis important that Alaska as an "owner state”
manage these assets professionally and for the benefit of the total.

With best regards.


mailto:inorik@alaska.nel

P.0.nox 527
VALDEZ. ALASKA H itt
PM: (»?7) C2C-4337
FAX: (907) 83&-386S

January 30, 1997

The Honorable Jeannette James
Representative, House of
Representatives

State Capitol, Room No. 102
Juneau, Alaska 99801-1182

Dear Representative James:

This refers to your House Bill No. 81 relative to the Alaska Permanent
Fund Board of Directors appointment process.

lwish to advise, as a past Chairman of subject board, | am in total
support of your bill. The problems presented to new board members in the
matter of "learning the system" and becoming comfortable with making
important decisions of major proportions affect almost all citizens of the
State of Alaska. Further, making major deci®nns without proper
education on the operation of sudi a large fund ,:ould be damaging to

future earnings that might very well impact budget considerations in the
twenty-first century. Removing all board members, or even a majority

of them, and appointing new members is unfair to those newly seated and

could well adversely affect the state.

For the good of the State of Alaska and its citizenry. | urge the legislature
to pass this bill.



