
; -- - ■> SSA v.  - ' . - n .  -:- Ai./I

A L A S K A  L E G I S L A T U R E  COMMITTEE BILL FILES - 
HB :

8879
399





"A n  A c t  r e l a t i n g  t o  t h e  i n v e s t m e n t  a n d  m an a g em en t o f  c e r t a i n  s t a t e  fu n d s ?  
a n d  p r o v i d i n g  f o r  a n  e f f e c t i v e  d a t e . "

[  ]  :a c h e d  a m e n d m e n t (s )
d o  p a s s  

] d o  n o t  p a s s  
] n o  r e c o m m e n d a t io n  
] i n d i v i d u a l  r e c o m m e n d a t io n s  

[ ] a d d i t i o n a l  r e f e r r a l  t o  t h e

[ ] l e t t e r  o f  i n t e n t

DATE:
C o m m it te e  h a s  c o n s i d e r e d  HB 5 4 7

CJS H B  S ^ / p r ^ [  ]  t h e  sam e  t i t l e
[  ]  a  new  t i t l e

C o m m it te e

[ ] sam e  a s  p r e v i o u s  f i s c a l  n o t e
p u b l i s h e d  ____________________________

[ ] sam e  a s  p r e v i o u s  z e r o  f i s c a l
n o t e  p u b l i s h e d  ____________________

S IG N IN G  OTHER RECOMMENDATIONS:



S T A T E  O F  A L A S K A  

1 9 8 8  L E G I S L A T I V E  S E S S I O N

R E O U E S T :

B i l l  V e r s i o n : ^ H B  5 4 7 ^(-iy0  

P u b l i s h  D a te:

F I S C A L  N O T E

R e v i r i o n  Date: A g e n c y  A f f e c t e d :  D e p a r t m e n t  of R e v e n u e

T i t l e ;  I n v e s t m e n t  & M a n a g e m e n t  of BRU: T r e a s u r y

C e r t a i n  S t a t e  F u n d s

S o o n s o r :  H o u s e  F i n a n c e C o m p o n e n t s :

R e q u e s t o r :  H o u s e  F i n a n c e

E X P E N D I T U R E S / R E V E N U E S :

I
|_________ O P E R A T I N G

( T h o u s a n d s  o f  D o l l a r s )

1 F Y  38 I F Y  89 I F Y  90  I F Y  91 I F Y  92 I F Y  93

L 1 I
| P E R S O N A L  S E R V I C E S  

i T R A V E L  

| C O N T R A C T U A L  

! S U P P L I E S  

| E Q U I P M E N T  

! L A N D S  & S T R U C T U R E S  

| G R A N T S ,  C L A I M S  

1 M I S C E L L A N E O U S

I I I I

I T O T A L  O P E R A T I N G

I

1 C A P I T A L  1 1 11 1 1 1

1 R E V E N U E  • 1 1 11 1 11 1

F U N D I N G :  ( T h o u s a n d s  o f  D o l l a r s )

G E N E R A L  F U N D  

F E D E R A L  F U N D S  

O T H E R

T O T A L __________

P O S I T I O N S :

| F U L L - T I M E  

j P A R T - T I M E  

1 T E M P O R A R Y

A N A L Y S I S : A t t a c h  a  s e p a r a t e  p a g e  f o r  a n a l y s i s .

P r e p a r e d  By: M i l t  B a r k e r  

D i v i s i o n :  T r e a s u r y  . /- z r
P h o n e :  4 6 5 - 2 3 5 0

A p p r o v e d  b y  C o m m i s s i o n e r :  

A g e n c y :  D e p a r t m e n t  o f  ^Revenue

/ 7

D a t e :  M a r c h  30. 1 9 8 8  

D a t e :

D i s t r i b u t i o n  ( by p r e p a r e r ) :  

L e g i s l a t i v e  F i n a n c e  

L e g i s l a t i v e  S p o n s o r  

R e q u e s t o r

O f f i c e  o f  M a n a g e m e n t  a n d  B u d g e t  

I m p a c t e d  A g e n c y ( i e s )

? *■ \
f \»  •% -I p age  1 o f  1



•

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

5 - 2 0 5 9 B

O r i g i n a l  s p o n s o r :  F i n a n c e  C o m m i t t e e

IN THE HOUSE BY THE FINANCE COMMITTEE

CS FOR HOUSE BILL NO. 547 (Finance)
IN THE LEGISLATURE OF THE STATE OF ALASKA 

FIFTEENTH LEGISLATURE - SECOND SESSION

A BILL

For an Act entitled : "An Act relating to the investment and management of

certain state funds; and providing for an e ffective  

date,"
BE IT ENACTED EY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 14.25.035(c) is repealed and reenacted to read:
(c) The board shall confer with the commissioner o f  adminis­

tration regarding the administration o f the system and may make rec­

ommendations that i t  considers necessary.
* Sec. 2. AS 14.25.035(d) is  repealed and reenacted to read:

(d) The commissioner o f  administration shall report to the board 

concerning the condition and administration o f the system. The re­
ports shall be distributed to the members o f the system. The commis­
sioner of revenue shall provide reports to the board on the condition

and investment performance o f  the teachers' retirement trust fund.

* Sec. 3. AS 14.25.170 is  amended to read:
Sec. 14.25.170. ADMINISTRATION. The commissioner o f adminis­

tration is responsible for the administration o f  the retirement system 
and for making the provisions o f  this chapter e f fe c t iv e . The [AND 

THE] powers and duties o f  the commissioner for this purpose include 
[BUT ARE NOT LIMITED TO]

(1) maintaining the accounts of the system;

(2) making payments for the various purposes specified ;
(3) submitting required [SUCH] periodic reports or state­

ments of account [AS MAY BE REQUIRED];
-1- CSHB 547(Fin)
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(4) establishing [PRESCRIBING] by regulation the rate of 
interest that shall be credited to the individual contribution ac­

counts o f teachers each year; the rate o f  interest shall be adopted on 

the basis o f the probable e ffect ive  rate o f  interest on a long-term 

basis, and the rate may be changed from time to time by subsequent 

regulation^
(5) establishing a teachers1 retirement trust fund in which 

the assets o f the system shall be deposited and held; and
(6) engaging an independent cert ified  public accountant to 

conduct an annual audit o f the system's accounts and the annual report 

of the system's financial condition and financial a c t iv ity .

* Sec. 4. AS 14.25.180 is  repealed and reenacted to read:
Sec. 14.25.180. INVESTMENT AND TREASURY. (a) The commissioner 

of revenue is the treasurer o f  the system and the fiduciary o f the 
fund. In managing the fund, the commissioner of revenue shall

(1) consider the status o f the fund's investments and the 
system's l ia b i l i t ie s  on both a current and a probable future basis;

(2) determine the appropriate investment objectives for the

fund;
(3) establish investment polic ies  aimed at achieving the 

objectives; and
(4) act only in regard to the best financial interests o f  

the system's beneficiaries.
(b) The commissioner o f  revenue may invest the fund on the basis 

o f probable tota l rate o f return without regard to the distinction 
between principal and income or to the generation o f  income.

(c) In carrying out investment duties under this chapter, the 
commissioner o f  revenue has the same powers and duties in regard to 
the teachers' retirement trust fund as are provided in AS 37.10.071,

CSHB 547(Fin) -2-



except that the standard o f  prudence that the commissioner must obey 

under AS 37.10.071 (c) shall be in regard to the management o f  large 

trust investments rather than large investments.

Sec. 5. AS 14.40.255 is amended to read:
Sec. 14.40.255. INVESTMENT OF SURPLUS MONEY. I f  the Board of 

Regents determines that there is a surplus o f money, received in the 

form of state and federal appropriations, above the amount su ffic ient 

to meet current and projected cash expenditure needs o f the univers­

ity , the surplus must be invested as [IN THE SAME INSTRUMENTS] set out 
in AS 37.10.071. Income [AS 37.10.070 APPROVED FOR INVESTMENT OF 

STATE TREASURY SURPLUS. INTEREST INCOME] earned on investments made 

under this section may be retained by the university and expended in 

accordance with the Executive Budget Act (AS 37.07).

Sec. 6. AS 14.40.400(a) is  amended to read:
(a) The Department o f Revenue shall establish a separate endow­

ment trust fund in which a l l  net income [MONEY] derived from the sale 
or lease o f the land granted under the Act o f  Congress approved 
January 21, 1929, and in which a l l  monetary g i f t s ,  bequests or endow­
ments made to the University o f  Alaska for the purpose o f  the fund, 

shall be held in trust.
Sec. 7. AS 14.40.400(b) is repealed and reenacted to read:

(b) The commissioner o f  revenue is  the fiduciary o f  the trust 
fund and shall account for and invest the fund as set out in AS 37.- 
14.110(c), 37.14.160, and 37.14.170, except that the commissioner 
shall report the condition and investment performance o f  the fund to 
the Board of Regents.
Sec. 8. AS 14.40.400(c) is  amended to read:

(c) The net income from the trust fund shall be used exclusively 
for the Agricultural College and School o f  Mines.

-3- CSHB 547(Fin)
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* Sec. 9. AS 14.40.400(e) is  amended to read:

(e) The Department of Administration shall disburse the net 

income from the trust fund upon vouchers approved by the president and 
treasurer o f the University o f Alaska specifying the purpose for which 
the money is  to be used and showing i t  is to be used in conformity 

with this section.
* Sec. 10. AS 14.42.200(8) is amended to read:

(8) invest or reinvest, subject to its  contracts with 
noteholders and bondholders, money held by the corporation as set out 

in AS 37.10.071 [OBLIGATIONS OR OTHER SECURITIES AUTHORIZED FOR IN­
VESTMENTS OF THE COMMISSIONER OF REVENUE UNDER AS 37.10.070(a)];

* Sec. 11. AS 14.42.210(b) is  amended to read:
(b) Money and other assets o f the student loan fund may be used 

to secure bonds o f the corporation, invested in student loans and 

investments under AS 37.10.071 [DESCRIBED IN AS 37.10.070(a)] and used 

to purchase loans approved under AS 14.43.090 - 14.43.325, 14.43.600 - 

14.43.700, or 14.43.710 - 14.43.790.
* Sec. 12. AS 18.26.170 is amended to read:

Sec. 18.26.170. INVESTMENTS BY AUTHORITY. Except as otherwise 

provided by this chapter, the authority may invest any funds, not 
needed to meet current cash expenditure needs, as set out in AS 37.- 
10.071 [SECURITIES, OBLIGATIONS OR CERTIFICATES OF DEPOSIT APPROVED 
FOR INVESTMENT OF THE STATE TREASURY SURPLUS UNDER AS 37.10.- 
070(a)(1) - (4). THESE INVESTMENTS SHALL BE PURCHASED AT NO HIGHER 

PRICE THAN THE OFFERING OR MARKET PRICE OF THEM AT THE TIME OF THE 
PURCHASE].

* Sec. 13. AS 18.56.095(b) is amended to read:
(b) In addition to any other fees and charges that the corpo­

ration may charge on mortgage loans, i t  may co llect  or cause to be 
CSHB 547(Fin) -4-

7~\̂



1

2 j

3 |

4 i|
ij

5 ;i

6 

7 

3 

9

10

11

12

13

14

15

16 i

17 

181 

19 li 

20!' 

21 

22,"

23

24

25 

25 

27 

23! 

29

c o l l e c t e d  on all m o r t g a g e  loans m a d e  or p u r c h a s e d  w i t h  the p r o c e e d s  o f  

the sale of m o r t g a g e  i n s u r a n c e  bon d s ,  e i t h e r  or b o t h  a s p e c i a l  m o r t­

ga g e  l o a n  i n s u r a n c e  c o m m i t m e n t  fee o r  a m o r t g a g e  l o a n  i n s u r a n c e  p r e m i­

um. The s p e c i a l  m o r t g a g e  lo a n  i n s u r a n c e  c o m m i t m e n t  fees a n d  s p e c i a l  

m o r t g a g e  l o a n  i n s u r a n c e  p r e m i u m s  w h e n  r e c e i v e d  s h all b e  d e p o s i t e d  in 

the m o r t g a g e  i n s u r a n c e  f u n d  b y  t h e  c o r p o r a t i o n ,  or b y  a n y  m o r t g a g e  

lo a n  servi c e r ,  trustee, or a g e n t  d e s i g n a t e d  b y  the c o r p o r a t i o n  to 

r e c e i v e  them, a n d  s h all b e  held, i n v e s t e d  and, t o g e t h e r  w i t h  all 

i n v e s t m e n t  i n c o m e  d e r i v e d  f r o m  them, r e i n v e s t e d  b y  the c o m m i s s i o n e r  of 

r e v e n u e  as set out in A S  3 7 . 1 0 . 0 7 1  [ I N V E S T M E N T S  A U T H O R I Z E D  U N D E R  

AS  3 7 . 1 0 . 0 7 0 ( a ) ] ,  s u b j e c t  to a n y  a g r e e m e n t  w i t h  the c o r p o r a t i o n  u n d e r

(a) of this section.

* Sec. 14. A S  2 2 . 2 5 . 0 4 8 ( a )  is a m e n d e d  to read:

(a) T h e  c o m m i s s i o n e r  of  a d m i n i s t r a t i o n  s h all e s t a b l i s h  a  j u d i­

cial r e t i r e m e n t  t r u s t  f u n d  for the j u d i c i a l  r e t i r e m e n t 's y s t e m  i n  w h i c h  

the a s s e t s  o f  the s y s t e m  are d e p o s i t e d  and held. T h e  c o m m i s s i o n e r  

[AND] s h a l l  m a i n t a i n  a c c o u n t s  a n d  r e c o r d s  f o r  t h e  [ J U D ICIAL R E T I R E­

MENT] system.

* Sec. 15. A S  2 2 . 2 5 . 0 4 8 ( c )  is r e p e a l e d  a n d  r e e n a c t e d  to read:

(c) T h e  c o m m i s s i o n e r  o f  r e v e n u e  is the t r e a s u r e r  o f  the s y s t e m  

an d  the f i d u c i a r y  of the f u n d  a n d  h a s  the s a m e  p o w e r s  a n d  d u t i e s  u n d e r  

this s e c t i o n  in r e g a r d  to the j u d i c i a l  r e t i r e m e n t  t r u s t  f u n d  as are 

p r o v i d e d  in A S  14.25.180,

* Sec. 16. AS  2 6 . 0 5 . 2 2 8 ( a )  is a m e n d e d  to read:

(a) T h e  c o m m i s s i o n e r  o f  a d m i n i s t r a t i o n  s h a l l  e s t a b l i s h  a m i l i­

ta r y  r e t i r e m e n t  t r u s t  f u n d  for the s y s t e m  in w h i c h  the as s e t s  o f  the 

s y s t e m  a r e  d e p o s i t e d  a n d  held. T h e  c o m m i s s i o n e r  s h a l l  [AND] m a i n t a i n  

a c c o u n t s  a n d  r e c o r d s  for the system.

* Sec. 17. AS  2 6 . 0 5 . 2 2 8 ( c )  is r e p e a l e d  a n d  r e e n a c t e d  to read:

-5- CS H B  5 4 7 (Fin)
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(c) T h e  c o m m i s s i o n e r  of r e v e n u e  is the t r e a s u r e r  o f  the s y s t e m  

an d  the f i d u c i a r y  of the f u n d  a n d  h a s  the sa m e  p o w e r s  a n d  d u t i e s  u n d e r  

this s e c t i o n  in r e g a r d  to the f u n d  as a r e  p r o v i d e d  u n d e r  A S  14.25.180.

* Sec. 18. A S  3 6 . 3 0 . 8 5 0 ( b )  is a m e n d e d  to read:

(b) T h i s  c h a p t e r  a p p l i e s  to e v e r y  e x p e n d i t u r e  o f  s t a t e  funds, 

i r r e s p e c t i v e  o f  t h e i r  sources, i n c l u d i n g  f e d e r a l  a s s i s t a n c e  e x c e p t  as 

o t h e r w i s e  s p e c i f i e d  i n  A S  3 6 . 30.890, b y  the state, a c t i n g  t h r o u g h  an  

agency, u n d e r  a contract, e x c e p t  that this c h a p t e r  does n o t  a p p l y  to

(1) grants;

(2) c o n t r a c t s  for p r o f e s s i o n a l  w i t n e s s e s  to p r o v i d e  for

p r o f e s s i o n a l  s e r v i c e s  or t e s t i m o n y  r e l a t i n g  to e x i s t i n g  or p r o b a b l e

l a w s u i t s  in w h i c h  the s t a t e  is or m a y  b e c o m e  a party;

(3) c o n t r a c t s  o f  the U n i v e r s i t y  of A l a s k a  w h e r e  the w o r k  is 

to b e  p e r f o r m e d  s u b s t a n t i a l l y  b y  s t u d e n t s  e n r o l l e d  in the u n i v e r s i t y ;

(4) c o n t r a c t s  for m e d i c a l  d o c t o r s  a n d  dentists;

(5) a c q u i s i t i o n s  or d i s p o s a l s  of r e a l  p r o p e r t y  o r  i n t e r e s t

in r e a l  p r o p e r t y ,  e x c e p t  as p r o v i d e d  in A S  3 6 . 3 0.080;

(6) d i s p o s a l s  u n d e r  AS  38.05;

(7) c o n t r a c t s  f o r  the p r e p a r a t i o n  o f  b a l l o t s  u n d e r  A S  15.-

15.030;

(8) a c q u i s i t i o n s  or d i s p o s a l s  of  p r o p e r t y  a n d  o t h e r  c o n­

trac t s  r e l a t i n g  to a i r p o r t s  u n d e r  A S  0 2 . 1 5 . 0 7 0 ,  0 2 . 15.090, a n d  0 2 . 1 5 . -  

091 ;

(9) d i s p o s a l s  o f  o b s o l e t e  p r o p e r t y  u n d e r  A S  19. 0 5 . 0 6 0 ;

(10) d i s p o s a l s  of  o b s o l e t e  m a t e r i a l  or e q u i p m e n t  u n d e r  

AS  35. 2 0 . 0 6 0 ;

(11) a g r e e m e n t s  w i t h  p r o v i d e r s  o f  s e r v i c e s  u n d e r  AS 47.07; 

A S  47.08; A S  47.10; AS 47.17; A S  47.24; A S  47.25.195, a n d  4 7 . 2 5 . 3 1 0 ;

(12) c o n t r a c t s  o f  the D e p a r t m e n t  of F i s h  a n d  G a m e  for

C S H B  5 4 7 (Fin) -6-



f l i g h t s  t h a t  i n v o l v e  s p e c i a l i z e d  f l y i n g  a n d  p i l o t i n g  skills a n d  are 

n o t  p o i n t - t o - p o i n t ;

(13) p u r c h a s e s  of  i n c o m e - p r o d u c i n g  a s s e t s  f o r  the s t a t e  

t r e a s u r y  or a p u b l i c  c o r p o r a t i o n  o f  the s t a t e ; or

(14) a c o n t r a c t  that is a d e l e g a t i o n ,  in w h o l e  or i n  part, 

of i n v e s t m e n t  p o w e r s  h e l d  b y  t h e  c o m m i s s i o n e r  of r e v e n u e  u n d e r  A S  14.-

25.180, A S  14.40.400, AS 14.42.200, 14.42.210, AS 18.56.095, A S 22.-

25.048, AS  2 6 . 05.228, AS 37. 1 0 . 0 7 0 , 3 7 . 10.071, AS 37.14, or A S 39.-

35.080.

Sec. 19. A S  3 7 . 1 0 . 0 7 0 is r e p e a l e d  a n d  r e e n a c t e d to read:

Sec. 37. 1 0 . 0 7 0 .  I N V E S T M E N T  O F  R E S I D U A L  MONEY. (a) The c o m m i s­

sio n e r  s h a l l  invest, as set o u t  i n  A S  37. 1 0 . 0 7 1 ,  the m o n e y  in the 

s t a t e  t r e a s u r y  a b o v e  an a m o u n t  s u f f i c i e n t  to m e e t  i m m e d i a t e  e x p e n d i­

ture ne e d s .  In m a n a g i n g  the i n v e s t e d  a s s e t s ,  the c o m m i s s i o n e r  s h a l l

(1) c o n s i d e r  t h e  st a t u s  of the a s s e t s  a n d  l i a b i l i t i e s  on 

b o t h  a c u r r e n t  a n d  a p r o b a b l e  f u t u r e  basis;

(2) d e t e r m i n e  the a p p r o p r i a t e  i n v e s t m e n t  o b j e c t i v e s ;

(3) e s t a b l i s h  i n v e s t m e n t  p o l i c i e s  to a c h i e v e  the o b j e c­

tives; a n d

(4) a c t  o n l y  in r e g a r d  to t h e  b e s t  f i n a n c i a l  i n t e r e s t s  of

the state.

(b) T h e  c o m m i s s i o n e r  m a y  i n v e s t  on  t h e  b a s i s  o f  p r o b a b l e  t o t a l  

r a t e  of  r e t u r n  w i t h o u t  r e g a r d  to the d i s t i n c t i o n  b e t w e e n  p r i n c i p a l  a n d  

i n c o m e  a n d  w i t h o u t  r e g a r d  to t h e  g e n e r a t i o n  o f  income.

(c) I n  this section, " c o m m i s s i o n e r "  m e a n s  the c o m m i s s i o n e r  of 

r e v e n u e .

* Sec. 20. A S  3 7 .10 is a m e n d e d  b y  a d d i n g  a n e w  s e c t i o n  to read:

Sec. 37. 1 0 . 0 7 1 .  I N V E S T M E N T  P O W E R S  A N D  DUTIES. (a) In m a k i n g  

i n v e s t m e n t s  u n d e r  this section, the c o m m i s s i o n e r  o f  r e v e n u e  s h a l l
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(1) act as o f f i c i a l  c u s t o d i a n  of  c a s h  a n d  i n v e s t m e n t s  b y  

s e c u r i n g  a d e q u a t e  a n d  s a f e  c u s t o d i a l  f a c i l i t i e s  for them;

(2) r e c e i v e  all items o f  c a s h  a n d  i n v e s t m e n t s ;

(3) c o l l e c t  a n d  d e p o s i t  the p r i n c i p a l  o f  a n d  i n c o m e  f r o m

o w n e d  or a c q u i r e d  i n v e s t m e n t s ;

(4) i n v e s t  a n d  r e i n v e s t  the a s s e t s  in a c c o r d a n c e  w i t h  this

section;

(5) r e c e i v e  a n d  s p e n d  a p p r o p r i a t i o n s  to c o v e r  the c o s t  o f

the e x e r c i s e  o f  d u t i e s  u n d e r  this section;

(6) e x e r c i s e  the p o w e r s  o f  an o w n e r  w i t h  r e s p e c t  to the

a s s e t s ;

(7) p e r f o r m  all acts, n o t  p r o h i b i t e d  b y  this section, 

w h e t h e r  or n o t  e x p r e s s l y  a u t h o r i z e d ,  th a t  the c o m m i s s i o n e r  c o n s i d e r s  

n e c e s s a r y  or p r o p e r  in a d m i n i s t e r i n g  the assets;

(8) m a i n t a i n  a c c o u n t i n g  r e c o r d s  in a c c o r d a n c e  w i t h  i n v e s t­

m e n t  a c c o u n t i n g  p r i n c i p l e s ;

(9) e n g a g e  a n  i n d e p e n d e n t  c e r t i f i e d  p u b l i c  a c c o u n t a n t  to' 

c o n d u c t  an  a n n u a l  a u d i t  of the f i n a n c i a l  c o n d i t i o n  a n d  i n v e s t m e n t  

t r a n s a c t i o n s ;

(10) e n t e r  into a n d  e n f o r c e  c o n t r a c t s  or a g r e e m e n t s  c o n­

s i d e r e d  n e c e s s a r y ,  c o n v e n i e n t ,  o r  d e s i r a b l e  f o r  t h e  i n v e s t m e n t  p u r­

po s e s  o f  this section; a n d

(11) w h e n  c h o o s i n g  to a c q u i r e  or d i s p o s e  o f  i n v e s t m e n t s ,  

s e c u r e  c o m p e t i t i v e  n a t i o n a l  or i n t e r n a t i o n a l  m a r k e t  r a t e s  o r  prices, 

or  the e q u i v a l e n c e  o f  t h o s e  r a t e s  or p r i c e s  i n  the j u d g m e n t  o f  the 

c o m m i s s i o n e r .

(b) U n d e r  this s e ction, the c o m m i s s i o n e r  or the c o m m i s s i o n e r ' s  

d e s i g n e e  m a y

(1) d e l e g a t e  i n v e s t m e n t ,  c u s t o d i a l ,  or  d e p o s i t o r y  a u t h o r i t y

C S H B  5 4 7 (Fin) -8-



on a discretionary or nondiscretionary basis to officers or employees 

of the state or to independent firms, banks, or trust companies, by 

designation through appointments, contracts, or letters of 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 commis­

sioner 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 -ray or sell assets 

at a future date as a hedge against existing 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 commissioner;

(8) utilize consultants, advisors, custodians, investment

services, and legal counsel for assistance in investment matters on 

either a continuing or a limited-term basis and with or without com­

pensation;

(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

-9- CSHB 547(Fin)



1

2

3

4

5

6

7

8

9

10

11

12

13

1 4

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

enterprise, investor, borrower, advisor, consultant, counsel, or 

manager.

(c) In exercising investment, custodial, or depository powers or 

duties under this section, the commissioner shall exercise the judg­

ment and care under the circumstances then prevailing that an institu­

tional 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.

(d) In exercising investment, custodial, or depository powers or 

duties under this section, the commissioner or a designee of the 

commissioner 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 39.35.030. 

However, the commissioner or the commissioner’s designee is not liable 

for a breach of a duty that has been delegated to anothr 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 commissioner or designee

(1) knowingly participates 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 commissioner or designee makes reasonable efforts under the 

circumstances to remedy the breach.

CSHB 547(Fin) -10-
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(e) T h e  s tate s h a l l  d e f e n d  a n d  i n d e m n i f y  the c o m m i s s i o n e r  or an

o f f i c e r  or e m p l o y e e  o f  the s t a t e  a g a i n s t  l i a b i l i t y  u n d e r  (d) o f  this

s e c t i o n  to the e x t e n t  that the a l l e g e d  a c t  o r  o m i s s i o n  w a s  p e r f o r m e d  

in g o o d  f a i t h  and w a s  p r u d e n t  u n d e r  t h e  a p p l i c a b l e  s t a n d a r d  o f  p r u­

dence.

(f) In this section, " c o m m i s s i o n e r  o f  r e v e n u e "  or " c o m m i s s i o n e r "

m e a n s

(1) the c o m m i s s i o n e r  o f  r e v e n u e  for i n v e s t m e n t s  u n d e r

AS 1 4 . 2 5 . 1 8 0  or A S  37. 1 0 . 0 7 0 ;  or

(2) the p e r s o n  or b o d y  p r o v i d e d  b y  l a w  to m a n a g e  the

i n v e s t m e n t s ,  for i n v e s t m e n t s  n o t  s u b j e c t  to AS  1 4 . 2 5 . 1 8 0  or AS  37.- 

10.070.

* Sec. 21. A S  3 7 . 1 0 . 0 7 9 ( b )  is a m e n d e d  to read:

(b) T h e  c o m m i s s i o n e r  of r e v e n u e  m a y  p u r c h a s e  b o n d s  s o l d  b y

p o l i t i c a l  s u b d i v i s i o n s  of  the state if  [:

(1) T H E Y  H A V E  B E E N  SO L D  I N  A C C O R D A N C E  W I T H  T H E  T E R M S  O F  T H E  

N O T I C E  O F  T H E I R  S A L E  S U B J E C T  O N L Y  T O  D E L I V E R Y  O F  T H E  B O N D S  W I T H  A N  ■ 

A P P R O V I N G  O P I N I O N  O F  B O N D  C O U N S E L  T O  T H E  E F F E C T  T H A T  THE B O N D S  A R E  

V A L I D  A N D  L E G A L L Y  B I N D I N G  G E N E R A L  O B L I G A T I O N S  O F  T H E  P O L I T I C A L  S U B D I­

VI S I O N  A N D  A  S T A T E M E N T  T O  T H E  E F F E C T  T H A T  N O  L I T I G A T I O N  IS T H R E A T E N E D  

O R  P E N D I N G  W H I C H  A F F E C T S  T H E  V A L I D I T Y  O F  T H E  BONDS; O R

(2)] the b o n d  c o u n s e l  n o m i n a t e d  b y  the i s s u i n g  p o l i t i c a l  

s u b d i v i s i o n  in c o n n e c t i o n  w i t h  the o r i g i n a l  o f f e r  f o r  sa l e  o f  the 

b o n d s  c e r t i f i e s  that

(1) [(A) THAT] a l a w s u i t  h a s  b e e n  f i l e d  or is t h r e a t e n e d

that [WHICH] c h a l l e n g e s  the c o r p o r a t e  e x i s t e n c e  o f  the i s s u e r  o r  its

p o w e r  to i s s u e  the b o n d s  or to l e v y  t a xes to p a y  t h e  b o n d s  or o t h e r­

wi s e  p r e v e n t s  a [THE] s t a t e m e n t  to the e f f e c t  t h a t  n o  l i t i g a t i o n  is 

t h r e a t e n e d  or p e n d i n g  t h a t  a f f e c t s  the v a l i d i t y  of the b o n d s ;

-11- C S H B  5 4 7 (Fin)
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(2) [AS T O  L I T I G A T I O N  R E F E R R E D  T O  IN (1) O F  T H I S  S U B­

SECTION, (B) THAT] as a c o n s e q u e n c e  o f  the f i l i n g  of the suit, the 

b o n d s  c a n n o t  b e  s o l d  or can o n l y  b e  s o l d  at i n t e r e s t  r a t e s  s u b s t a n­

ti a l l y  in ex c e s s  o f  the i n t e r e s t  r a t e s  the m u n i c i p a l i t y  w o u l d  o t h e r­

wi s e  r e a s o n a b l y  e x p e c t  to payj_ [, ] a n d

(3) [(C) TH A T , ]  i n  the o p i n i o n  of c o u n s e l  [,] the m u n i­

c i p a l i t y  is or w i l l  be  p u r s u i n g  a l l  a v a i l a b l e  m e a n s  to e s t a b l i s h  the
i

v a l i d i t y  o f  the b o n d s  so th a t  the l a w s u i t  w i l l  b e  u l t i m a t e l y  d e t e r­

m i n e d  so as to p e r m i t  the d e l i v e r y  o f  the b o n d s  w i t h  the s t a t e m e n t  as 

to l i t i g a t i o n  r e f e r r e d  to in (1) of  this subsection.

* Sec. 22. A S  3 7 . 1 4 . 1 1 0 ( a )  is a m e n d e d  to read:

(a) T h e r e  is e s t a b l i s h e d  as a s e p a r a t e  e n d o w m e n t  t r ust fu n d  the 

p u b l i c  s c h o o l  t r u s t  fund. .

* Sec. 23. A S  3 7 . 1 4 . 1 1 0 ( c )  is r e p e a l e d  a n d  r e e n a c t e d  to read:

(c) T h e  c o m m i s s i o n e r  o f  r e v e n u e  s h a l l  d e t e r m i n e  the n e t  in c o m e  

o f  the f u n d  in a c c o r d a n c e  w i t h  i n v e s t m e n t  a c c o u n t i n g  p r i n c i p l e s  a n d  in 

a m a n n e r  th a t  p r e s e r v e s  the d i s t i n c t i o n  b e t w e e n  p r i n c i p a l  a n d  income' 

a n d  t h a t  e x c l u d e s  c a p i t a l  g a i n s  or  los s e s  r e a l i z e d  o n  p r i n c i p a l .  The 

p r i n c i p a l  o f  the f u n d  a n d  the c a p i t a l  g a i n s  or los s e s  r e a l i z e d  on 

p r i n c i p a l  s h all b e  p e r p e t u a l l y  r e t a i n e d  in the f u n d  f o r  i n v e s t m e n t  

p u r p o s e s .

* Sec. 24. A S  3 7 . 1 4 . 1 4 0  is r e p e a l e d  a n d  r e e n a c t e d  to read:

Sec. 37. 1 4 . 1 4 0 .  U T I L I Z A T I O N  O F  INCOME. T h e  n e t  i n c o m e  o f  the 

f u n d  m a y  n o t  b e  a p p r o p r i a t e d  for a p u r p o s e  o t h e r  t h a n  t h e  s u p p o r t  of 

t h e  s t a t e  p u b l i c  s c h o o l  p r ogram. T h e  c o m m i s s i o n e r  of r e v e n u e  s h all 

i n v e s t  r e a l i z e d  n e t  i n c o m e  that h a s  n o t  b e e n  a p p r o p r i a t e d  or that has 

b e e n  a p p r o p r i a t e d  b u t  n o t  e x p e n d e d  u n t i l  the i n c o m e  is a p p r o p r i a t e d  

a n d  expended.

* Sec. 25. A S  3 7 . 1 4 . 1 6 0  is r e p e a l e d  a n d  r e e n a c t e d  to read:
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Sec. 3 7 . 1 4.160. D U T I E S  OF  T H E  C O M M I S S I O N E R  O F  R E V E N U E .  T h e  

c o m m i s s i o n e r  o f  r e v e n u e  is the t r e a s u r e r  o f  the trust f u n d  c r e a t e d  in 

A S  3 7 . 1 4 . 1 1 0  a n d  shall

(1) e x e r c i s e  the p o w e r s  a n d  d u t i e s  e s t a b l i s h e d  i n  A S  14.-

2 5 . 1 8 0 ( c ) ;

(2) d e p o s i t  the p r i n c i p a l  a n d  in c o m e  f r o m  i n v e s t m e n t s  in 

s e p a r a t e  p r i n c i p a l  a n d  i n c o m e  a c c o u n t s  for the fund;

(3) i n v e s t  a n d  m a i n t a i n  a c c o u n t i n g  r e c o r d s  that d i s t i n g u i s h  

b e t w e e n  the p r i n c i p a l  a n d  in c o m e  o f  t h e  fund;

(4) p r o v i d e  r e p o r t s  to the b o a r d  e s t a b l i s h e d  u n d e r  AS  37.- 

14 . 1 2 0  on the c o n d i t i o n  a n d  i n v e s t m e n t  p e r f o r m a n c e  of  the fund.

* Sec. 26. A S  3 7 . 1 4 . 1 7 0  is r e p e a l e d  a n d  r e e n a c t e d  to read:

Sec. 3 7 . 14.170. I N V E S T M E N T S .  (a) T h e  c o m m i s s i o n e r  o f  r e v e n u e  

is the f i d u c i a r y  of the t r u s t  f u n d  a n d  s h a l l  in v e s t  the f u n d  to p r o­

v i d e  i n c r e a s i n g  n e t  i n c o m e  o v e r  l o n g - t e r m  p e r i o d s  to the f u n d ' s  i n c o m e  

b e n e f i c i a r i e s .  The c o m m i s s i o n e r  m a y  i n v e s t  the m o n e y  i n  the f u n d  o n

t h e  b a s i s  o f  p r o b a b l e  t o t a l  ra t e  of  r e t u r n  to p r o m o t e  the l o n g - t e r m

g e n e r a t i o n  of income. In  m a n a g i n g  the t r u s t  fund, the c o m m i s s i o n e r  

s h a l l

(1) c o n s i d e r  the status o f  t h e  fu n d ' s  c a p i t a l  a n d  the

i n c o m e  g e n e r a t e d  on b o t h  a c u r r e n t  a n d  a p r o b a b l e  f u t u r e  b a s i s ;

(2) d e t e r m i n e  the a p p r o p r i a t e  i n v e s t m e n t  o b j e c t i v e s ;

(3) e s t a b l i s h  i n v e s t m e n t  p o l i c i e s  to a c h i e v e  the o b j e c­

tives ; and

(4) act o n l y  in r e g a r d  to t h e  l o n g - t e r m  f i n a n c i a l  i n t e r e s t s  

o f  the f u n d ' s  b e n e f i c i a r i e s .

* Sec. 27. A S  3 9 . 2 5 . 1 1 0  is a m e n d e d  b y  a d d i n g  a n e w  p a r a g r a p h  to read:

(25) i n v e s t m e n t  o f f i c e r s  in the D e p a r t m e n t  of R e v e n u e .

* Sec. 28. A S  3 9 . 3 0 . 0 9 5 ( a )  is a m e n d e d  to read:
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(a) T h e  c o m m i s s i o n e r  o f  a d m i n i s t r a t i o n  s h a l l  e s t a b l i s h  the group 

h e a l t h  a n d  life b e n e f i t s  f u n d  as a s p e c i a l  a c c o u n t  in the g e n e r a l  f u n d  

to p r o v i d e  f o r  g r o u p  li f e  a n d  h e a l t h  i n s u r a n c e  u n d e r  AS 3 9 . 3 0 . 0 9 0  and 

39. 3 0 . 1 6 0 .  T h e  c o m m i s s i o n e r  s h a l l  m a i n t a i n  a c c o u n t s  a n d  r e c o r d s  for 

t h e  fund. T h e  f u n d  c o n s i s t s  o f  e m p l o y e r  c o n t r i b u t i o n s ,  e m p l o y e e  

c o n t r i b u t i o n s ,  a p p r o p r i a t i o n s  f r o m  the l e g i s l a t u r e ,  a n d  i n c o m e  [ I N T E R­

EST] e a r n e d  on i n v e s t m e n t  o f  the f u n d  as p r o v i d e d  in (d) o f  this 

section.

* Sec. 29. A S  3 9 . 3 0 . 0 9 5 ( d )  is a m e n d e d  to read:

(d) I f  the c o m m i s s i o n e r  o f  a d m i n i s t r a t i o n  d e t e r m i n e s  t h a t  there 

is m o r e  m o n e y  i n  the f u n d  t h a n  t h e  a m o u n t  n e e d e d  to p a y  p r e m i u m s  or 

b e n e f i t s  for the c u r r e n t  f i s c a l  year, t h e  surplus, or so m u c h  o f  it as 

the c o m m i s s i o n e r  o f  a d m i n i s t r a t i o n  c o n s i d e r s  a d v isable, m a y  b e  i n­

v e s t e d  b y  the c o m m i s s i o n e r  o f  r e v e n u e  i n  the same m a n n e r  as r e t i r e m e n t  

funds a r e  i n v e s t e d  u n d e r  A S  1 4 . 2 5 . 1 8 0  [AS 39.35 . 1 1 0 ] ,

* Sec. 30. A S  3 9 . 3 5 . 0 2 0  is a m e n d e d  to read:

Sec. 3 9 . 3 5 . 0 2 0 .  A D M I N I S T R A T I O N .  T h e  c o m m i s s i o n e r  o f  a d m i n i s­

t r a t i o n  is r e s p o n s i b l e  for the a d m i n i s t r a t i o n  o f  the s y s t e m  a n d  for 

c a r r y i n g  out this chapter. In a d d i t i o n  the c o m m i s s i o n e r  s h a l l  [HAS 

TH E  F O L L O W I N G  P O W E R S  A N D  DUT I E S : ]

(1) m a i n t a i n  the a c c o u n t s  of the system;

(2) m a k e  p a y m e n t s  for t h e  v a r i o u s  p u r p o s e s  specified;

(3) s u b m i t  p e r i o d i c  r e p o r t s  or s t a t e m e n t s  of a c c o u n t  that 

are n e e d e d ;

(4) i s s u e  a s t a t e m e n t  o f  a c c o u n t  to a n  e m p l o y e e  r e q u e s t i n g  

it s h o w i n g  t h e  a m o u n t  o f  t h e  e m p l o y e e ' s  c o n t r i b u t i o n s  to the system;

(5) as s o o n  as p o s s i b l e  a f t e r  the c l o s e  of e a c h  f i s c a l

year, a n d  n o t  l a t e r  t h a n  s i x  m o n t h s  a f t e r  the c l o s e  of e a c h  f i s c a l

year, s e n d  to the g o v e r n o r ,  the l e g i s l a t u r e ,  and the b o a r d  a n  a n n u a l

C S H B  5 4 7 (Fin) -14-



s t a t e m e n t  on the o p e r a t i o n s  of  the s y s t e m  c o n t a i n i n g

(A) a b a l a n c e  sheet;

(B) a s t a t e m e n t  of i n c o m e  a n d  e x p e n d i t u r e s  f o r  the

year;

(C) a r e p o r t  o n  an  a c t u a r i a l  v a l u a t i o n  o f  its a s s e t s  

a n d  l i a b i l i t i e s ;

(D) [REPEALED

(E)] a s u m m a r y  [LIST] of a s s e t s  h e l d  in t h e  p e n s i o n  

f u n d  l i s t e d  b y  the c a t e g o r i e s  of  i n v e s t m e n t ,  as p r o v i d e d  b y  the 

c o m m i s s i o n e r  of r e v e n u e  [IN V E S T M E N T S  O W N ED];

(E) [(F)] o t h e r  s t a t i s t i c a l  f i n a n c i a l  d a t a  th a t  are

n e c e s s a r y  for a p r o p e r  u n d e r s t a n d i n g  o f  the f i n a n c i a l  c o n d i t i o n  

o f  t h e  s y s t e m  a n d  the r e s u l t  of its o p e r a t i o n s ;

(6) e s t a b l i s h  a p u b l i c  e m p l o y e e s  r e t i r e m e n t  t r u s t  f u n d  i n  

w h i c h  the a s s e t s  of  the s y s t e m  s h a l l  b e  d e p o s i t e d  a n d  held;

(7) e n g a g e  an  i n d e p e n d e n t  c e r t i f i e d  p u b l i c  a c c o u n t a n t  to 

c o n d u c t  an a n n u a l  a u d i t  of the s y s t e m ' s  a c c o u n t s  a n d  the a n n u a l  r e p o r t  

of  the s y s t e m ' s  f i n a n c i a l  c o n d i t i o n  a n d  a c t i v i t y ;

(8) r e p o r t  to the b o a r d  c o n c e r n i n g  the c o n d i t i o n  a n d  a d m i n­

i s t r a t i o n  o f  the s y s t e m  a n d  d i s t r i b u t e  the r e p o r t  to the m e m b e r s  o f  

th e  system. [REPEALED]

Sec. 31. A S  3 9 . 3 5 . 0 8 0  is r e p e a l e d  a n d  r e e n a c t e d  to read:

Sec. 3 9 . 3 5 . 0 8 0 .  D U T I E S  O F  T H E  C O M M I S S I O N E R  O F  R E V E N U E .  The 

c o m m i s s i o n e r  o f  r e v e n u e  is the t r e a s u r e r  o f  the s y s t e m  a n d  the f i d u­

c i a r y  o f  t h e  fund. T h e  c o m m i s s i o n e r  has the same p o w e r s  a n d  d u t i e s  

e s t a b l i s h e d  u n d e r  this c h a p t e r  i n  r e g a r d  to the f u n d  as are p r o v i d e d  

in A S  1 4 . 2 5 . 035(d) a n d  14.25.180.

Sec. 32. A S  4 4 . 8 3 . 3 8 6  is a m e n d e d  to read:

Sec. 4 4 . 8 3 . 3 8 6 .  I N V E S T M E N T  O F  FUND. T h e  D e p a r t m e n t  o f  R e v e n u e
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s h a l l  i n v e s t  the m o n e y  in the f u n d  i n  a c c o r d a n c e  w i t h  A S  3 7 . 1 0 . 0 7 0 ^  

3 7 . 1 0 . 0 7 1 ,  and 37. 1 0 . 0 7 5 .  T h e  D e p a r t m e n t  of R e v e n u e  s h a l l  p r o v i d e  

m o n e y  in the f u n d  to the a u t h o r i t y  o n l y  a f t e r  costs h a v e  b e e n  i n c u r r e d  

or  a m o u n t s  in the f u n d  h a v e  b e e n  o t h e r w i s e  o b l i g a t e d  u n d e r  c o n t r a c t s  

f o r  t h e  a c q u i s i t i o n  a n d  c o n s t r u c t i o n  o f  a p r oject. A m o u n t s  t h a t  h a v e  

b e e n  o b l i g a t e d ,  b u t  for w h i c h  c osts h a v e  n o t  y e t  b e e n  incurred, m a y  b e  

s e g r e g a t e d  b y  the D e p a r t m e n t  o f  R e v e n u e  or t r a n s f e r r e d  to the a u t h o r­

it y  o n l y  w i t h  the p r i o r  a p p r o v a l  or a g r e e m e n t  o f  the c o m m i s s i o n e r  of 

r e v e n u e .  In c o m e  [INTEREST] r e c e i v e d  o n  m o n e y  that is s e g r e g a t e d  or 

t r a n s f e r r e d  u n d e r  this s e c t i o n  m u s t  b e  d e p o s i t e d  in t h e  g e n e r a l  fund.

* Sec. 33. A S  4 4 . 8 8.155(c) is a m e n d e d  to read:

(c) M o n e y  a n d  o t h e r  as s e t s  of  the e n t e r p r i s e  d e v e l o p m e n t  a c c o u n t  

m a y  b e  u s e d  to s e c u r e  b o n d s  o f  t h e  a u t h o r i t y  i s s u e d  to f i n a n c e  the 

p u r c h a s e  o f  loans for p r o j e c t s  a n d  s h a l l  b e  h e l d  a n d  i n v e s t e d  b y  the 

a u t h o r i t y  in  a c c o r d a n c e  w i t h  A S  3 7 . 1 0 . 0 7 1  [THE T Y P E S  OF  I N V E S T M E N T S  

D E S C R I B E D  IN AS 3 7 . 1 0 . 0 7 0 ( a )  A N D  A S  3 9 . 3 5 . 1 1 0 ( a ) ( 9 )  A N D  (14)] or  s h a l l  

b e  u s e d  to p u r c h a s e  loans for p r o j e c t s .

* Sec. 34. A S  18.55.375; AS  2 1 . 8 8 . 2 1 0 ( d ) ;  A S  26.15.060; A S  3 7 . 1 0 . 0 8 0 ;  

AS  3 7 . 1 4 . 1 3 0 ( 3 ) ;  A S  3 9 . 2 5 . 1 2 0 ( c ) (13); A S  3 9 . 3 5 . 1 1 0 ;  A S  4 5 . 95.030, 45.9 5 . -  

040(b); a n d  A S  45. 9 8 . 0 5 0 ( b )  are r e p e a l e d .

* Sec. 35. Th i s  A c t  takes e f f e c t  i m m e d i a t e l y  u n d e r  AS 0 1 . 1 0 . 0 7 0 ( c ) .
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H B  547
A m e n d m e n t  P r o p o s e d  b y  the D e p a r t m e n t  of R e v e n u e

1. A m e n d  p a g e  11, l i n e s  6 a n d  7 to r e ad:

"(f) In t h i s  s e c t i o n ,  " c o m m i s s i o n e r  of r e v e n u e "  or 
" c o m m i s s i o n e r "  m e a n s

(1) t h e  c o m m i s s i o n e r  of r e v e n u e  fo r  i n v e s t m e n t s  
u n d e r  A S  1 4 . 2 5 . 1 8 0  or A S  3 7 . 1 0 . 0 7 0 ;

or

(2) o t h e r  p e r s o n s  or b o d i e s  as p r o v i d e d  by l a w  in 
t h e  c a s e  of i n v e s t m e n t s  n o t  s u b j e c t  to A S  1 4 . 2 5 . 1 8 0  or 
A S  3 7 . 1 0 . 0 7 0 . "

2. P a g e  15 a f t e r  l i n e  13 ins er t:

"(8) r e p o r t  to t h e  b o a r d  c o n c e r n i n g  t he  c o n d i t i o n  
a n d  a d m i n i s t r a t i o n  of the s y s t e m  a n d  d i s t r i b u t e  t h e  

r e p o r t s  to t h e  m e m b e r s  of t h e  s y s t e m . "

3. P a g e  15, l i n e  19 to read:

"in  A S  1 4 . 2 5 . 0 3 5 ( d )  a n d  AS  1 4 . 2 5 . 1 8 0 . "



R e s o l u t i o n  R e g a r d i n g  H o u s e  B i l l  547 
A n  A c t  r e l a t i n g  to the i n v e s t m e n t  an d  m a n a g e m e n t  

of c e r t a i n  s t a t e  f u n d s

Public Employees' Retirement Board

W H E R E A S ,  the P u b l i c  E m p l o y e e s '  R e t i r e m e n t  ( " P E R S " )  B o a r d  is 
a u t h o r i z e d  b y  A S  3 9 . 3 5 . 0 4 0 ( 3 )  to  c o n s i d e r  a n d  a d o p t  r e s o l u t i o n s  
r e g a r d i n g  r e v i s i o n s  of C h a p t e r  3 9 . 3 5  of t h e  A l a s k a  S t a t u t e s ;

W H E R E A S ,  the P E R S  B o a r d  h as  r e v i e w e d  a nd  c o n s i d e r e d  H o u s e  B i l l  
547, "An A c t  r e l a t i n g  to t h e  i n v e s t m e n t  a n d  m a n a g e m e n t  of 
c e r t a i n  s t a t e  fu nds , a n d  p r o v i d i n g  fo r a n  e f f e c t i v e  d a t e ; "

W H E R E A S ,  HB 547 s i g n i f i c a n t l y  r e i n f o r c e s  th e t r u s t  s t a t u s  of 
t h e  P E R S  r e t i r e m e n t  f u n d  by:

a) d e s i g n a t i n g  t h e  f u n d  as a t r u s t  fund;

b) u p g r a d i n g  the s t a n d a r d  of p r u d e n c e  r e q u i r e d  of th e  
f u n d ' s  f i d u c i a r y ;  and

c) r e q u i r i n g  the f u n d ' s  f i d u c i a r y  t o  a c t  o n l y  in the 
i n t e r e s t s  of t h e  f u n d ' s  b e n e f i c i a r i e s ;

W H E R E A S ,  H B  547 s t r e n g t h e n s  a c c o u n t a b i l i t y  f o r  i n v e s t m e n t  of 
th e f u n d  by:

a) c l a r i f y i n g  th e  C o m m i s s i o n e r  of R e v e n u e ' s  r o l e  as t h e  
f i d u c i a r y  for  the fund;

b) e s t a b l i s h i n g  l i a b i l i t y  fo r  b r e a c h e s  of f i d u c i a r y  
r e s p o n s i b i l i t i e s ;

c) r e q u i r i n g  a n n u a l  a u d i t s  of t h e  fund; an d

d) r e q u i r i n g  r e p o r t s  on  th e  c o n d i t i o n  a n d  i n v e s t m e n t  

p e r f o r m a n c e  of the fund;

W H E R E A S ,  H B  547  r e m o v e s  i m p e d i m e n t s  to t h e  a b i l i t y  of the 
f i d u c i a r y ,  s u b j e c t  to t he  s t a n d a r d s  of p r o f e s s i o n a l  p r u d e n c e ,  
to:

a) d i v e r s i f y  fu nd  a s s e t s  a m o n g  th e f u l l  r a n g e  of 
i n v e s t m e n t  o p p o r t u n i t i e s :  an d

b) m a x i m i z e  i n v e s t m e n t  i n c o m e  of th e f u n d  o v e r  t h e  l o n g  r u n

by r e p e a l i n g  s t a t u t o r y  s p e c i f i c a t i o n  of p e r m i s s i b l e  i n v e s t m e n t  
c l a s s e s  a n d  p e r c e n t a g e  a l l o c a t i o n s  to p a r t i c u l a r  c l a s s e s ;



W H E R E A S ,  HB  5 4 7  a s s i s t s  t h e  r e c r u i t m e n t  a n d  r e t e n t i o n  of h i g h l y  
q u a l i f i e d  p r o f e s s i o n a l  i n v e s t m e n t  s t a f f  b y  p l a c i n g  t h e m  in the 
e x e m p t  s e r v i c e ,  p e r m i t t i n g  th e  e s t a b l i s h m e n t  of  c o m p e t i t i v e  

c o m p e n s a t i o n :  and

W H E R E A S ,  H B  5 4 7  p r o v i d e s  f o r  t i m e l y  e x e c u t i o n  of i n v e s t m e n t  
s t r a t e g i e s  b y  e x e m p t i n g  p r o f e s s i o n a l  s e r v i c e s  c o n t r a c t s  w h i c h  
ar e d e l e g a t i o n s  of i n v e s t m e n t  a u t h o r i t y  f r o m  t h e  r e q u i r e m e n t s  
of t h e  S t a t e  P r o c u r e m e n t  Cod e,  A S  36 .3 0;  an d

W H E R E A S ,  the i m p r o v e m e n t  in  i n v e s t m e n t  r e t u r n s  t h a t  c a n  be 
e x p e c t e d  as a r e s u l t  o f H B  547 w i l l  be of c r i t i c a l  i m p o r t a n c e  
to P E R S  b e n e f i c i a r i e s  and  e m p l o y e r s  as S t a t e  p e t r o l e u m  r e v e n u e s  

d e c l i n e ,

B E  I T  H E R E B Y  R E S O L V E D  b y  t h e  P E R S  B o a r d  t h a t  t h e  B o a r d  s u p p o r t s  
e n a c t m e n t  i n t o  l a w  of H B  547, p r o v i d e d  t h a t  it is a m e n d e d  to 
i n c l u d e  r e p o r t i n g  p r o v i s i o n s  p a r a l l e l  to A S  1 4 . 2 5 . 0 3 5 ( d ) .

D A T E D  t h i s  7  d a y  of A p r i l ,  1988.

P U B L I C  E M P L O Y E E S '  R E T I R E M E N T  B O A R D



Teachers' Retirement Board

R e s o l u t i o n  R e g a r d i n g  H o u s e  B i l l  547 
A n  A c t  r e l a t i n g  to th e i n v e s t m e n t  and  m a n a g e m e n t  

of c e r t a i n  s t a t e  f u n d s

W H E R E A S ,  th e T e a c h e r s '  R e t i r e m e n t  (" TR S " )  B o a r d  is a u t h o r i z e d  
by  A S  1 4 . 2 5 . 0 3 5 ( e )  to c o n s i d e r  a n d  a d o p t  r e s o l u t i o n s  r e g a r d i n g  

r e v i s i o n s  of C h a p t e r  1 4 . 2 5  of t h e  A l a s k a  S t a t u t e s ;

W H E R E A S ,  th e T R S  B o a r d  ha s r e v i e w e d  a n d  c o n s i d e r e d  H o u s e  B i l l  
547, "An A c t  r e l a t i n g  t o  t h e  i n v e s t m e n t  a n d  m a n a g e m e n t  of 
c e r t a i n  s t a t e  f u n d s ,  a n d  p r o v i d i n g  f o r  a n  e f f e c t i v e  d a t e ; "

W H E R E A S ,  H B  547 s i g n i f i c a n t l y  r e i n f o r c e s  t h e  t r u s t  s t a t u s  of 
t h e  T R S  r e t i r e m e n t  f u n d  by:

a) d e s i g n a t i n g  t h e  f u n d  as a t r u s t  fund;

b) u p g r a d i n g  th e  s t a n d a r d  of p r u d e n c e  r e q u i r e d  of the 
f u n d ' s  f i d u c i a r y ;  a n d

c) r e q u i r i n g  t h e  f u n d ' s  f i d u c i a r y  to a c t  o n l y  in t h e  
i n t e r e s t s  of t h e  f u n d ' s  b e n e f i c i a r i e s ;

W H E R E A S ,  H B  547 s t r e n g t h e n s  a c c o u n t a b i l i t y  for  i n v e s t m e n t  of 
t h e  f u n d  by:

a) c l a r i f y i n g  t h e  C o m m i s s i o n e r  of R e v e n u e ' s  r o l e  as t h e  
f i d u c i a r y  fo r t h e  fund;

b) e s t a b l i s h i n g  l i a b i l i t y  fo r b r e a c h e s  of f i d u c i a r y  
r e s p o n s i b i l i t i e s ;

c) r e q u i r i n g  a n n u a l  a u d i t s  of t h e  fund ; an d

d) r e q u i r i n g  r e p o r t s  o n  th e c o n d i t i o n  a nd  i n v e s t m e n t  
p e r f o r m a n c e  of th e fund;

W H E R E A S .  H B  547 r e m o v e s  i m p e d i m e n t s  to t h e  a b i l i t y  of t h e  
f i d u c i a r y ,  s u b j e c t  to t h e  s t a n d a r d s  of p r o f e s s i o n a l  p r u d e n c e ,  to

a) d i v e r s i f y  f u n d  a s s e t s  a m o n g  t h e  fu ll  r a n g e  of * 
i n v e s t m e n t  o p p o r t u n i t i e s ;  a nd

b) m a x i m i z e  i n v e s t m e n t  i n c o m e  of t he  f u n d  o v e r  t h e  l o n g  r u n

b y  r e p e a l i n g  s t a t u t o r y  s p e c i f i c a t i o n  of p e r m i s s i b l e  i n v e s t m e n t  
c l a s s e s  a n d  p e r c e n t a g e  a l l o c a t i o n s  to p a r t i c u l a r  c l a s s e s ;



W H E R E A S , H B  547 a s s i s t s  t h e  r e c r u i t m e n t  a n d  r e t e n t i o n  of h i g h l y  
q u a l i f i e d  p r o f e s s i o n a l  i n v e s t m e n t  s t a f f  b y  p l a c i n g  t h e m  in the  
e x e m p t  s e r v i c e ,  p e r m i t t i n g  t h e  e s t a b l i s h m e n t  of c o m p e t i t i v e  

c o m p e n s a t i o n ;  and

W H E R E A S ,  H B  547 p r o v i d e s  f o r  t i m e l y  e x e c u t i o n  of i n v e s t m e n t  
s t r a t e g i e s  by  e x e m p t i n g  p r o f e s s i o n a l  s e r v i c e s  c o n t r a c t s  w h i c h  
ar e  d e l e g a t i o n s  of i n v e s t m e n t  a u t h o r i t y  f r o m  the  r e q u i r e m e n t s  
of th e S t a t e  P r o c u r e m e n t  C o de , A S  36 . 3 0 ;  and

W H E R E A S ,  the i m p r o v e m e n t  i n  i n v e s t m e n t  r e t u r n s  t h a t  c a n  be 
e x p e c t e d  as a r e s u l t  of H B  547 w i l l  be of c r i t i c a l  i m p o r t a n c e  
to T R S  b e n e f i c i a r i e s  a n d  e m p l o y e r s  as S t a t e  p e t r o l e u m  r e v e n u e s  
d e c l i n e ,

B E  IT H E R E B Y  R E S O L V E D  b y  t h e  T R S  B o a r d  t h a t  t h e  B o a r d  s u p p o r t s  
e n a c t m e n t  in to  l a w  of H B  547.

D A T E D  t h i s  P  d a y  of A p r i l ,  1988.

T E A C H E R S '  R E T I R E M E N T  B O A R D
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H o u s e  B i l l  5 4 7  
I n v e s t m e n t  a n d  M a n a g e m e n t  of C e r t a i n  S t a t e  F u n d s

E X E C U T I V E  S U M M A R Y

H o u s e  B i l l  547 r e p r e s e n t s  a c o m p r e h e n s i v e  r e v i s i o n  o f  s t a t u t e s  
g o v e r n i n g  th e i n v e s t m e n t  r e s p o n s i b i l i t i e s  of t h e  D e p a r t m e n t  o f  

R e v e n u e .  T h e  d e p a r t m e n t  is r e s p o n s i b l e  f o r  i n v e s t m e n t  of  al l 
s t a t e  f u n d s ,  e x c l u s i v e  of t h e  f u n d s  of i n d e p e n d e n t  c o r p o r a t i o n s .  
S t a t e  f u n d s  i n c l u d e  r e t i r e m e n t  a n d  e n d o w m e n t  f u n d s ,  w h i c h  a r e  
b o t h  t y p e s  of t r u s t  fu nd s.

T h e  l e g i s l a t i o n  f o c u s e s  o n  t r u s t  f u n d s .  S u c h  f u n d s  c a r r y  a 
g r e a t e r  w e i g h t  of r e s p o n s i b i l i t i e s ,  d u t i e s ,  an d  c a r e  d u e  to t h e  
f a c t  t h a t  t h e y  a r e  f o r  t h e  b e n e f i t  of o t h e r  p e r s o n s .  T h e s e  
f i d u c i a r y  d u t i e s  a n d  s t a n d a r d s  h a v e  b e e n  e l a b o r a t e d  u n d e r  
c o m m o n  law, v a r i o u s  s t a t u t o r y  l a w s  s u c h  as E R I S A  (the E m p l o y e e  
R e t i r e m e n t  I n c o m e  S e c u r i t y  A c t ) ,  a n d  c a s e  l a w  p u r s u a n t  to 
s t a t u t o r y  p r o v i s i o n s .

T h e  l e g i s l a t i o n  p l a c e s  f i d u c i a r y  d u t i e s  a n d  s t a n d a r d s  i n t o  
A l a s k a  S t a t u t e s ,  b o t h  c l a r i f y i n g  a n d  e l e v a t i n g  the 
r e s p o n s i b i l i t i e s .

T h e  o t h e r  m a i n  r e v i s i o n  c o n t a i n e d  in t h e  b i l l  is t h e  b r o a d e n i n g  
of p e r m i s s i b l e  i n v e s t m e n t s .  H B  5 4 7  p l a c e s  i n v e s t m e n t  a u t h o r i t y  
u n d e r  th e e l e v a t e d  s t a n d a r d s  of c a r e  c o n t a i n e d  in t h e  bill, 
e l i m i n a t i n g  t h e  n a r r o w  l i s t s  of i n v e s t m e n t s  c u r r e n t l y  in 

s t a t u t e s .  T h i s  w o u l d  o p e n  u p  i n v e s t m e n t  o p p o r t u n i t i e s ,  p e r m i t  

g r e a t e r  d i v e r s i f i c a t i o n ,  r e d u c e  ri sk,  an d  i n c r e a s e  e a r n i n g s  o n  
a l l  s t a t e  fu n d s .

L e g a l  l i s t s  e v o l v e d  as a r e s p o n s e  to e a r l y  j u d i c i a l  v i e w s  of 
t h e  f i d u c i a r y  d u t y  of p r u d e n c e .  T h e s e  r e s t r i c t i v e  v i e w s  o f t e n  
p r o h i b i t e d  e q u i t y  i n v e s t m e n t s .  L e g a l  l i s t s  w e r e  a w a y  to  
s p e c i f i c a l l y  a u t h o r i z e  s u c h  i n v e s t m e n t s .

W i t h  t h e  d e v e l o p m e n t  of m o d e r n  p o r t f o l i o  t h e o r y — w h i c h  a s s e s s e s  
r i s k  b a s e d  o n  t h e  t o t a l  i n v e s t m e n t  p o r t f o l i o  r a t h e r  t h a n  an 
i n d i v i d u a l  a s s e t  or s e c u r i t y — and th e a d o p t i o n  of t h i s  t h e o r y  
b y  t h e  c o u r t s ,  l e g a l  l i s t s  h a v e  b e c o m e  o b s o l e t e .  In fact, 
g i v e n  t h e  r a p i d  e v o l u t i o n  of s e c u r i t i e s  m a r k e t s ,  i n s t r u m e n t s ,  
a n d  p r a c t i c e s  i n  r e c e n t  y e a r s ,  l e g a l  l i s t s  n o w  c o n f l i c t  w i t h  or 

r e s t r a i n  r a t h e r  t h a n  f a c i l i t a t e  p r u d e n t  i n v e s t m e n t  an d  
d i v e r s i f i c a t i o n .

E l i m i n a t i o n  of l e g a l  l i s t s  d o e s  n o t  m e a n  t h a t  i n v e s t m e n t  w i l l  
p r o c e e d  w i t h o u t  a n y  g u i d e l i n e s .  It o n l y  m e a n s  t h a t  the 
g u i d e l i n e s  w i l l  no t be c a s t  in  s t o n e  a n d  i n c a p a b l e  of t i m e l y  

r e s p o n s e  to  c h a n g e s  in th e f i n a n c i a l  m a r k e t s  d u e  to th e l i m i t e d
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w i n d o w  of o p p o r t u n i t y ,  u n c e r t a i n t y ,  a n d  d e l a y  i n h e r e n t  in  th e  
l e g i s l a t i v e  p r o c e s s .  T h e  a t t a c h e d  p u b l i c a t i o n ,  " G e n e r a l  
I n v e s t m e n t  P o l i c i e s , "  d i s c u s s e s  t h e  p o l i c i e s  a n d  g u i d e l i n e s  
t h a t  g o v e r n  i n v e s t m e n t  of f u n d s  b y  t h e  D e p a r t m e n t  of  R e v e n u e .

T h e  e n c h a n c e m e n t  of i n v e s t m e n t  r e t u r n s  t h a t  c a n  be e x p e c t e d  b y  
m o v i n g  a w a y  f r o m  i n f l e x i b l e  s t a t u t o r y  g u i d e l i n e s  c a n  be of 
s i g n i f i c a n t  f i n a n c i a l  b e n e f i t  to t h e  S t a t e ,  m u n i c i p a l i t i e s ,  a n d  
t r u s t  f u n d  b e n e f i c i a r i e s .  T h e  a t t a c h e d  " P E R S  a n d  T R S  F i n a n c i a l  
P r o j e c t i o n s "  p r e p a r e d  b y the s t a t e ' s  a c t u a r y  d e m o n s t r a t e s  h o w  
s i g n i f i c a n t  a s m a l l  e n h a n c e m e n t  in r e t u r n s  c a n  be i n  t he  c a s e  
of th e  r e t i r e m e n t  f u n d s .

T h e  l e g i s l a t i o n  has b e e n  r e v i e w e d  b y  t h e  D e p a r t m e n t  of L a w  a n d  
W i l l k i e ,  F a r r  & G a l l a g h e r ,  i n v e s t m e n t  c o u n s e l  to t h e  s t a t e  on  
c o n t r a c t  to t h e  D e p a r t m e n t  of Law. W i l l k i e  F a r r ' s  a n a l y s i s  is 
c o n t a i n e d  i n  t h e i r  a t t a c h e d  M a r c h  1, 1 9 8 8  m e m o r a n d a .  H B  547 
c o n t a i n s  W i l l k i e  F a r r ' s  r e c o m m e n d a t i o n s  o n  l i a b i l i t y  for 
f i d u c i a r y  d u t i e s .  T h e  l e g i s l a t i o n  ha s  b e e n  e n d o r s e d  by 
r e s o l u t i o n s  of the  P u b l i c  E m p l o y e e s '  a n d  T e a c h e r s '  R e t i r e m e n t  
b o a r d s .  T h e  D e p a r t m e n t  of R e v e n u e  s t r o n g l y  s u p p o r t s  p a s s a g e  of 
H B  547.

G o a l s  of t h e  L e g i s l a t i o n

T h e r e  a r e  t w o  p r i n c i p a l  g o a l s  H B  547 w o u l d  h e l p  a c h i e v e :

1. s t r e n g t h e n i n g  t h e  t r u s t  s t a t u s  a nd  o b s e r v a n c e  of 
f i d u c i a r y  d u t i e s  for t r u s t  f u n d s  u n d e r  S t a t e  
m a n a g e m e n t ;  and,

2. i n c r e a s i n g  t h e  i n v e s t m e n t  r e t u r n s  f o r  a l l  f u n d s  u n d e r  
S t a t e  m a n a g e m e n t .

N e e d  f o r  t h e  L e g i s l a t i o n

T h e  l e g i s l a t i o n  is n e e d e d  b e c a u s e :

1. t h e r e  is a l a c k  of u n d e r s t a n d i n g  in t he  p u b l i c ' s  m i n d  
a b o u t  t h e  t r u s t  s t a t u s  of c e r t a i n  f u n d s ;

2. i m p r o v e m e n t s  in i n v e s t m e n t  p e r f o r m a n c e  c a n  m a k e  a 
s i g n i f i c a n t  d i f f e r e n c e  in S t a t e  a nd  m u n i c i p a l  f i n a n c e s ;

3. the s t a t u t o r y  l i s t s  of p e r m i s s i b l e  i n v e s t m e n t s  fo r  
c e r t a i n  f u n d s  c o n t a i n  i n h e r e n t  c o n t r a d i c t i o n s ;

4. t h e  i n v e s t m e n t  l i s t s  f or  c e r t a i n  f u n d s  c o n f l i c t  
w i t h  f i d u c i a r y  d u t i e s ;

5. t r u s t  func* s t a t u t e s  f a i l  to f u l l y  d e l i n e a t e  f i d u c i a r y  
r e s p o n s i b i l i t i e s ;
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6. c o m p e n s a t i o n  for i n v e s t m e n t  p e r s o n n e l  is n ot  
c o m p e t i t i v e ,  j e o p a r d i z i n g  t h e  f u l f i l l m e n t  of t he  
s t a t u t o r y  r e q u i r e m e n t  t h a t  S t a t e  f u n d s  be  i n v e s t e d  w i t h  
t h e  j u d g m e n t  a n d  c a r e  w h i c h  an  i n s t i t u t i o n a l  i n v e s t o r  
w o u l d  e x e r c i s e ;

7. s t a t u t o r y  i n v e s t m e n t  l i s t s  for c e r t a i n  f u n d s  c o n t a i n  
c e i l i n g s  on p e r c e n t a g e  a l l o c a t i o n s  of f u n d  a s s e t s  to 
p a r t i c u l a r  t y p e s  of i n v e s t m e n t s ,  l i m i t i n g  th e l o n g - r u n  
r e t u r n s  the f u n d s  c o u l d  earn.

F i n a n c i a l  E f f e c t s  of the L e g i s l a t i o n

H B  547 is p o t e n t i a l l y  of v e r y  s i g n i f i c a n t  f i n a n c i a l  b e n e f i t  to 
t h e  S t a t e  as w e l l  as t r u s t  f u n d  b e n e f i c i a r i e s  a n d  m u n i c i p a l i t i e s  
( p a r t i c i p a t i n g  in  the' P u b l i c  E m p l o y e e s '  and T e a c h e r s '  R e t i r e m e n t  
S y s t e m s ) .  T h e  l e g i s l a t i o n  h o l d s  m u c h  p r o m i s e  of b e n e f i t  as a 
d i r e c t  r e v e n u e - r a i s i n g  m e a s u r e .  A t  the  J u n e  30, 1987  l e v e l  of 
$ 4 , 9 4 8 , 4 7 5 , 0 0 0  u n d e r  i n v e s t m e n t  by the  S t a t e ,  a n  i m p r o v e m e n t  in  

r e t u r n s  of o n l y  10 b a s i s  p o i n t s ,  or 0. 1 %,  w o u l d  m e a n  i n c r e a s e d  
e a r n i n g s  of $4 .9  m i l l i o n  p e r  a n n u m .

In a d d i t i o n ,  th e s t e p s  th e b i ll  w o u l d  t a k e  to a s s u r e  the  
o b s e r v a n c e  of f i d u c i a r y  d u t i e s  w o u l d  l i m i t  t h e  S t a t e ' s  

p o t e n t i a l  l i a b i l i t y  a s  t r u s t e e .

M a i n  P r o v i s i o n s  of H B  547

T h e  l e g i s l a t i o n  w o u l d  t a k e  f i v e  m a i n  s t e p s  i n  f u r t h e r a n c e  of 
t h e  g o a l s  of s t r e n g t h e n i n g  the  o b s e r v a n c e  of f i d u c i a r y  

r e s p o n s i b i l i t i e s  and  i m p r o v i n g  i n v e s t m e n t  p e r f o r m a n c e  in 

g e n e r a l ;

1. s t r e n g t h e n  t h e  t r u s t  s t a t u s  and f i d u c i a r y  
r e s p o n s i b i l i t i e s  of t r u s t  f u n d s  by:

a. d e s i g n a t i o n  of t r u s t  f u n d s  as t r u s t s  in s t a t u t e ;

b. u p g r a d i n g  the s t a n d a r d  of p r u d e n c e ;

c. r e q u i r i n g  the f i d u c i a r y  to a c t  o n l y  in t he
i n t e r e s t s  of a f u n d ' s  b e n e f i c i a r i e s ;  and,

d. r e q u i r i n g  that  i n v e s t m e n t s  be a c q u i r e d  or s o l d  at
i n t e r n a t i o n a l l y  c o m p e t i t i v e  m a r k e t  r a t e s  or p r i c e s ;

2. s t r e n g t h e n  a c c o u n t a b i l i t y  by

a. c l a r i f y i n g  the  C o m m i s s i o n e r  of R e v e n u e ' s  r o l e  as 
f i d u c i a r y ;



b. e s t a b l i s h i n g  l i a b i l i t y  f or  t h e  c o m m i s s i o n e r  or t he  
c o m m i s s i o n e r ' s  d e s i g n e e  for b r e a c h e s  of f i d u c i a r y  
or o t h e r  i n v e s t m e n t  r e s p o n s i b i l i t i e s ;

c. r e q u i r i n g  a n n u a l  a u d i t s  by a n  i n d e p e n d e n t  f i r m  of 
c e r t i f i e d  p u b l i c  a c c o u n t a n t s ;  and.

d. r e q u i r i n g  r e p o r t s  o n  t h e  c o n d i t i o n  a n d  i n v e s t m e n t  
p e r f o r m a n c e  of f un ds ;

3. r e p e a l  s t a t u t o r y  i n v e s t m e n t  lists ;

M a k i n g  a n  u p g r a d e d  r u l e  of p r u d e n c e  t h e  g u i d e  for 
p e r m i s s i b l e  i n v e s t m e n t s  r a t h e r  t h a n  a l e g a l  l i s t  of  
s p e c i f i c  i n s t r u m e n t s  a n d  p e r c e n t a g e  a l l o c a t i o n s  w o u l d  

a c c o m p l i s h  t w o  m a i n  t h i n g s :

a. d e c r e a s e  r i s k  b y  p e r m i t t i n g  g r e a t e r  
d i v e r s i f i c a t i o n ,  s u b j e c t  to th e r u l e  of p r u d e n c e ;  

a n d ,

b. m a x i m i z e  e a r n i n g s  b y  p e r m i t t i n g  g r e a t e r  
c o n c e n t r a t i o n  in t h e  h i g h e s t  y i e l d i n g  a s s et s,  
s u b j e c t  to t h e  r u l e  of p r u d e n c e .

T h e  n u m b e r  of p e n s i o n  f u n d s  a nd  o t h e r  i n s t i t u t i o n a l  
i n v e s t m e n t  f u n d s  w h i c h  o p e r a t e  u n d e r  a l e g a l  l i s t  h a s  
b e c o m e  a s m a l l  m i n o r i t y .

E m p l o y e e  p e n s i o n  o r  w e l f a r e  b e n e f i t  p l a n s  of 
c o r p o r a t i o n s  a n d  u n i o n s  u n d e r  E R I S A ;  p r i v a t e  
f o u n d a t i o n s  u n d e r  t he  I n t e r n a l  R e v e n u e  Co d e ;  e n d o w m e n t s  
of u n i v e r s i t i e s ,  h o s p i t a l s ,  an d r e l i g i o u s  or o t h e r  
c h a r i t a b l e  i n s t i t u t i o n s  in 28 s t a t e s  u n d e r  th e U n i f o r m  
M a n a g e m e n t  of I n s t i t u t i o n a l  F u n d s  A c t ;  a n d  23 s t a t e  
r e t i r e m e n t  f u n d s  o p e r a t e  f r e e  of l e g a l  li st  

r e s t r i c t i o n s .

4. p r o v i d e  f or  c o m p e t i t i v e  c o m p e n s a t i o n  for i n v e s t m e n t  
s t a f f  by p l a c i n g  t h e m  in t h e  e x e m p t  s e r v i c e ;  a n d

5. e x e m p t  p r o f e s s i o n a l  s e r v i c e s  c o n t r a c t s  w h i c h  a re  

d e l e g a t i o n s  of i n v e s t m e n t  a u t h o r i t y  f r o m  the 
r e q u i r e m e n t s  of t h e  s t a t e  P r o c u r e m e n t  Co d e ;  m o s t  
c o n t r a c t s  f or  i n v e s t m e n t  m a n a g e m e n t  s e r v i c e s  a r e  
s u b j e c t  to i n d e p e n d e n t  p e r i o d i c  p e r f o r m a n c e  e v a l u a t i o n ;  
c o m p e t i t i v e  s e l e c t i o n  of c o n t r a c t o r s  f o l l o w s  f r o m  t h e  
m a n d a t e s  of f i d u c i a r y  r e s p o n s i b i l i t i e s  a n d  t he  r u l e  of 
p r u d e n c e .
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Bill Analysis

Teachers

S e c t i o n

S e c t i o n

S e c t i o n

S e c t i o n

R e m o v e s  a n  a m b i g u i t y  a b o u t  t h e  c o m m i s s i o n e r  
of r e v e n u e ' s  f i d u c i a r y  r o l e  fo r  th e  r e t i r e ­
m e n t  f u n d  b y  r e c o g n i z i n g  t h e  b o a r d ' s  r o l e  as 
l i m i t e d  to a d m i n i s t r a t i o n  of  th e  s y s t e m .

R e d e f i n e s  r e s p o n s i b i l i t y  f o r  r e p o r t s  f u r­
n i s h e d  to the b o a r d  so t h a t  th e  c o m m i s s i o n e r  
of a d m i n i s t r a t i o n  p r o v i d e s  r e p o r t s  o n  t h e  
c o n d i t i o n  an d  a d m i n i s t r a t i o n  of t h e  s y s t e m ,  
a nd th e c o m m i s s i o n e r  of r e v e n u e  p r o v i d e s  
r e p o r t s  o n  t h e  c o n d i t i o n  a n d  p e r f o r m a n c e  of 

the r e t i r e m e n t  fund .

E x p r e s s l y  e s t a b l i s h e s  t h e  T e a c h e r s '  R e t i r e ­
m e n t  T r u s t  f u n d  a n d  a d d s  t h e  r e q u i r e m e n t  for 
a n  a n n u a l  i n d e p e n d e n t  a u d i t  of t h e  s y s t e m .

C l a r i f i e s  t h a t  t he  c o m m i s s i o n e r  of r e v e n u e  is 
th e f i d u c i a r y  m a n a g e r  o f  t h e  r e t i r e m e n t  fu n d .  
I m p o s e s  d u t i e s  on t h e  c o m m i s s i o n e r  r e l a t i n g  
to i n v e s t m e n t  of r e t i r e m e n t  f u n d s  in g e n e r a l ,  
i n c l u d i n g

(a) to e s t a b l i s h  i n v e s t m e n t  p o l i c i e s  a nd  

o b j e c t i v e s  b a s e d  o n  t h e  t h e n  c u r r e n t  and 
p r o b a b l e  f u t u r e  s t r u c t u r e  of t h e  

s y s t e m ' s  a s s e t s  a n d  l i a b i l i t i e s ;  an d

(b) to a c t  o n l y  in t h e  i n t e r e s t s  of t h e  
f u n d ' s  b e n e f i c i a r i e s .

A u t h o r i z e s  i n v e s t m e n t  w i t h o u t  r e g a r d  to 
g e n e r a t i o n  of i n c o m e ,  t h a t  is, p e r m i t s  
e m p h a s i s  o n  c a p i t a l  g a i n s ,  if a p p r o p r i a t e ,  
r e c o g n i z i n g  t h e  l o n g - t e r m  n a t u r e  of t h e  
f u n d ' s  l i a b i l i t i e s  an d  w i t h o u t  r e g a r d  to t h e  
d i s t i n c t i o n  b e t w e e n  p r i n c i p a l  a n d  i n c o m e ,  
r e c o g n i z i n g ,  in t h e o r y ,  t h a t  t he  p r i n c i p a l ,  
as w e l l  as the i n c o m e ,  w i l l  u l t i m a t e l y  be 
p a i d  out  in b e n e f i t s .

R e f e r e n c e s  a n o t h e r  s e c t i o n  o f  s t a t u t e s  
(AS 3 7 . 1 0 . 0 7 1 )  for s p e c i f i c a t i o n  of 

i n v e s t m e n t  p o w e r s  a n d  d u t i e s  g e n e r a l l y  
a p p l i c a b l e  to a l l  f u n d s .

Retirement System



S e c t i o n  5 R e f e r e n c e  to r U n i v e r s i t y  of A l a s k a  i n v e s t­
m e n t s  to g e n e r a l  s t a t u t o r y  p r o v i s i o n s  
r e g a r d i n g  i n v e s t m e n t  p o w e r s  a n d  d u t i e s  
(AS 3 7 . 1 0 . 0 7 1 ) .

U n i v e r s i t y  of A l a s k a  F u n d

S e c t i o n  6 A d d s  " e n d o w m e n t  t r u s t "  to t h e  f u n d  d e s i g n a ­
t i o n  to b e t t e r  s t a t e  t h e  p u r p o s e  of t h e  f u n d  
a n d  to d i s t i n g u i s h  it b y  t i t l e  f r o m  o t h e r  
f u n d s  w h i c h  d o  no t h a v e  s i m i l a r  l i m i t a t i o n s .

S e c t i o n  7 C l e a r l y  e s t a b l i s h e s  t h e  c o m m i s s i o n e r  of
r e v e n u e ' s  r o l e  as t h e  f i d u c i a r y  for t h e  f u n d  
a n d  i m p o s e s  t h e  s a m e  p o w e r s  and  d u t i e s  as for 
t h e  P u b l i c  S c h o o l  F u n d  (AS 3 7 . 1 4 ) .

S e c t i o n  8 A d d s  "net " as a n a d j e c t i v e  b e f o r e  i n c o m e
( c l a r i f y i n g  t h a t  it is a f t e r  e x p e n s e s ,  co sts ,  
a n d  a m o r t i z a t i o n s  of b o n d  p r e m i u m s  or 
d i s c o u n t s ) .

S e c t i o n  9 A d d s  the a d j e c t i v e  "net " b e f o r e  i n c o m e  to
p r e v e n t  c o n f u s i o n  w i t h  g r o s s  inc om e.

A l a s k a  S t u d e n t  L o a n  C o r p o r a t i o n

S e c t i o n s  10 & 11 R e f e r e n c e  for A l a s k a  S t u d e n t  L o a n  C o r p o r a t i o n

a n d  its s t u d e n t  l o a n  f u n d  i n v e s t m e n t s  to 
g e n e r a l  s t a t u t o r y  p r o v i s i o n s  r e g a r d i n g  i n v e s t­
m e n t  p o w e r s  a n d  d u t i e s  (AS 3 7 . 1 0 . 0 7 1 ) .

A l a s k a  M e d i c a l  F a c i l i t y  A u t h o r i t y

S e c t i o n  12 R e f e r e n c e  to g e n e r a l  s t a t u t o r y  p r o v i s i o n s
r e g a r d i n g  i n v e s t m e n t  p o w e r s  and  d u t i e s  
(AS 3 7 . 1 0 . 0 7 1 ) .

A l a s k a  H o u s i n g  F i n a n c e  C o r p o r a t i o n

S e c t i o n  13 R e f e r e n c e  for t he c o r p o r a t i o n ' s  s t a t e
m o r t g a g e  i n s u r a n c e  f u n d  i n v e s t m e n t s  to 
g e n e r a l  s t a t u t o r y  p r o v i s i o n s  r e g a r d i n g  
i n v e s t m e n t  p o w e r s  a n d  d u t i e s  (AS 3 7 . 1 0 . 0 7 1 ) .

J u d i c i a l  R e t i r e m e n t  S y s t e m

S e c t i o n  14 E x p r e s s l y  e s t a b l i s h e s  t h e  J u d i c i a l  R e t i r e m e n t
T r u s t  F u n d  an d w h a t  it w i l l  hold.

U n i v e r s i t y  of Alaska
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S e c t i o n  15 S t a t e s  t he  r o l e  o f  t h e  c o m m i s s i o n e r  of 
r e v e n u e  an d r e f e r e n c e s  g e n e r a l  s t a t u t o r y  
p r o v i s i o n s  r e g a r d i n g  r e t i r e m e n t  f u n d  
i n v e s t m e n t  p o w e r s  an d d u t i e s  (AS 1 4 . 2 5 . 1 8 0 )

.Vrilitarv R e t i r e m e n t  S y s t e m

S e c t i o n  16

S e c t i o n  17

P u b l i c  C o n t r a c t s  

S e c t i o n  18

S t a t e  T r e a s u r y  

S e c t i o n  19

E x p r e s s l y  e s t a b l i s h e s  t h e  M i l i t a r y  R e t i r e m e n t  
T r u s t  F u n d  a n d  w h a t  it w i l l  hold.

S t a t e s  t h e  r o l e  o f  t h e  c o m m i s s i o n e r  of 
r e v e n u e  a nd  r e f e r e n c e s  g e n e r a l  s t a t u t o r y  
p r o v i s i o n s  r e g a r d i n g  r e t i r e m e n t  f u n d  
i n v e s t m e n t  p o w e r s  and  d u t i e s  (AS 1 4 . 2 5 . 1 8 0 )

E x c l u d e s  th e  c o m m i s s i o n e r  of r e v e n u e ' s  
d e l e g a t i o n s  of i n v e s t m e n t  p o w e r s  f r o m  s t a t e  
p r o c u r e m e n t  c o d e  p r o c e d u r e s .

R e p e a l  of t h e  e x i s t i n g  s e c t i o n  of l a w  
e l i m i n a t e s  t h e  l i s t  of p e r m i s s i b l e  T r e a s u r y  
i n v e s t m e n t s  a n d  c o n s e q u e n t l y  m a k e s  i n v e s t m e n t  
s e l e c t i o n s  s u b j e c t  to t h e  m o r e  g e n e r a l  a n d  
i n c l u s i v e  " p r u d e n t  i n s t i t u t i o n a l  i n v e s t o r  
r u l e "  s t a t e d  in t h e  s u b s e c t i o n .  E l i m i n a t i n g  
th e li st  i n c r e a s e s  th e c o m m i s s i o n e r ' s  a b i l i t y  

to a c h i e v e  i n v e s t m e n t  o b j e c t i v e s ,  i m p r o v e s  
t he a d a p t a b i l i t y  of i n v e s t m e n t  p o l i c i e s  to 
c h a n g i n g  c o n d i t i o n s ,  i n s t r u m e n t s ,  a n d  m a r k e t s ,  

r e m o v e s  i n c o n s i s t e n c i e s  in th e c u r r e n t  list, 
and  a v o i d s  c o n f l i c t s  b e t w e e n  th e l i m i t a t i o n s  
of t h e  li st  a n d  t h e  r e q u i r e m e n t s  of t h e  
" p r u d e n t  i n s t i t u t i o n a l  i n v e s t o r  r u l e . "  
C o r p o r a t e  an d  u n i o n  p e n s i o n  f u n d s  ( E R I S A )  and  
26 s t a t e s '  p e n s i o n  f u n d s  n o w  a r e  g o v e r n e d  
s o l e l y  by  the  " p r u d e n t  m a n "  or p r u d e n t  
i n s t i t u t i o n a l  i n v e s t o r "  s t a n d a r d .

R e e n a c t m e n t  s t a t e s  th e c o m m i s s i o n e r  of 
r e v e n u e ' s  s p e c i f i c  r e s p o n s i b i l i t i e s  for  
T r e a s u r y  i n v e s t m e n t s  a n d  r e f e r e n c e s  g e n e r a l  
s t a t u t o r y  p r o v i s i o n s  r e g a r d i n g  i n v e s t m e n t  
p o w e r s  a n d  d u t i e s  (AS 3 7 . 1 0 . 0 7 1 ) .

I n v e s t m e n t  P o w e r s  a n d  D u t i e s

S e c t i o n  20 T h i s  s e c t i o n  s p e c i f i e s  p o w e r s  a n d  d u t i e s  of 
t he c o m m i s s i o n e r  of r e v e n u e  g e n e r a l l y  
a p p l i c a b l e  to the i n v e s t m e n t  of a ll  f u n d s .
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M u n i c i p a l  B o n d s  

S e c t i o n  21

S u b s e c t i o n  (a) s p e c i f i e s  p o w e r s  a n d  d u t i e s  
m o r e  c o m p l e t e l y  a n d  g e n e r a l l y  t h a n  c u r r e n t  
s t a t u t e s  i n c l u d i n g  th e  o b l i g a t i o n s  to m a i n t a i n  

i n v e s t m e n t  a c c o u n t i n g  r e c o r d s  an d  s e c u r e  
a n n u a l  i n d e p e n d e n t  a u d i t s .  R a i s e s  t h e  
s t a n d a r d  to a c q u i r e  or d i s p o s e  of d i s c r e t i o n­
a r y  i n v e s t m e n t s  at  c o m p e t i t i v e  m a r k e t  p r i c e s  
or r a t e s  to i n c l u d e  i n t e r n a t i o n a l l y  c o m p e t i­

t i v e  r a t e s  or p r i c e s .

S u b s e c t i o n  (b) l i s t s  c e r t a i n  a c t i o n s  t h e  
c o m m i s s i o n e r  m a y  take . T h e  l i s t  is n o t  
n e c e s s a r y  f r o m  t h e  s t a n d p o i n t  of a u t h o r i z i n g  
or l i m i t i n g  th e  i n v e s t m e n t  p o w e r s  of t h e  
c o m m i s s i o n e r ,  or of s t a t i n g  t h e  t y p e s  of 
a c t i v i t y  p r e s u m e d  u n d e r  t h e  " p r u d e n c e  r u l e . "  
I t ' s  i n c l u s i o n  i n  t h e  s t a t u t e  is c o n s i d e r e d  
d e s i r a b l e  i n  o r d e r  t o  m i n i m i z e  t he  r i s k  of 
p o s s i b l e  l i t i g a t i o n  c o n c e r n i n g  t he  a c t i v i t i e s  
by  s p e c i f y i n g  s o m e  of t h e  a c t i v i t i e s  w h i c h  
m a y  n o t  be o b v i o u s  as b e i n g  d e r i v e d  f r o m  the  
b r o a d  i n v e s t m e n t  p o w e r s .

S e c t i o n  (c) r e s t a t e s  a n d  a m p l i f i e s  the  
" p r u d e n t  i n s t i t u t i o n a l  i n v e s t o r  r u l e . "  T h e  
" p r u d e n t  r u l e "  s t a n d a r d  of c a r e  is r a i s e d  to 
a p r o f e s s i o n a l  ( s o p h i s t i c a t e d  or e x p e r t )  
l e v e l  a n d  a p p l i e d  to the w h o l e  fu nd  r a t h e r  
t h a n  to s e p a r a t e  i n v e s t m e n t s ,  a n d  it is 
a m p l i f i e d  to r e q u i r e  c o n s i d e r a t i o n  of t h e  

f u n d ' s  p u r p o s e  a n d  o b j e c t i v e s .

S u b s e c t i o n  (d) e s t a b l i s h e s  l i a b i l i t y  of the 

c o m m i s s i o n e r  or a d e s i g n e e  of t h e  c o m m i s s i o n e r  
fo r a b r e a c h  of i n v e s t m e n t  d u t i e s .  I n c l u d e s  

c o - f i d u c i a r y  l i a b i l i t y  u n d e r  s t a n d a r d s  
c o m p a r a b l e  to ER I S A .

S u b s e c t i o n  (e) i n d e m n i f i e s  the c o m m i s s i o n e r  
or a d e s i g n e e  a g a i n s t  l i a b i l i t y  for  p r u d e n t  
a c t i o n s  t a k e n  in g o o d  fa ith .

E l i m i n a t e s  a u t h o r i t y  of c o m m i s s i o n e r  of 
r e v e n u e  to p u r c h a s e  d e b t  of A l a s k a  m u n i c i p a l i ­
t i e s  e x c e p t  w h e n  l i t i g a t i o n  f o r e s t a l l s  

i s s u a n c e .
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P u b l i c  S c h o o l T r u s t  F u n d

S e c t i o n  22

S e c t i o n  23

S e c t i o n  24 

S e c t i o n  25

S e c t i o n  26

A d d s  " e n d o w m e n t "  a n d  " t r u s t "  to t h e  f u n d  
d e s i g n a t i o n  to b e t t e r  s t a t e  t he  p u r p o s e  of 
t h e  f u n d  a n d  to d i s t i n g u i s h  it f r o m  o t h e r  
f u n d s  w h i c h  d o  no t h a v e  s i m i l a r  l i m i t a t i o n s .

R e d e f i n e s  t h e  i n c o m e  as b e i n g  " n et ,"  p r o v i d e s  
f o r  i t s  d e t e r m i n a t i o n ,  a n d  r e q u i r e s  t h e  
a c c o u n t i n g  d i s t i n c t i o n  b e t w e e n  p r i n c i p a l  an d  
i n c o m e .  P r o v i d e s  f o r  t h e  i n c l u s i o n  of 
r e a l i z e d  c a p i t a l  g a i n s  or l o s s e s  as p a r t  of 
t h e  p r i n c i p a l  of t h e  f u n d  a n d  the p e r p e t u a l  
r e t e n t i o n  of t h e  p r i n c i p a l  i n  k e e p i n g  w i t h  
its  e n d o w m e n t  n a t u r e .

M o d i f i e s  i n c o m e  to "net i n c o m e "  a n d  i m p o s e s  a 
d u t y  t o  i n v e s t  u n e x p e n d e d  in c o m e .

R e s t a t e s  t h e  r o l e  a n d  t h e  p o w e r s  and d u t i e s  
of t h e  c o m m i s s i o n e r  of r e v e n u e  w i t h  r e g a r d  to 
t h e  i n v e s t m e n t  of t h e  f u n d  as b e i n g  s i m i l a r  
to t h o s e  f o r  t h e  r e t i r e m e n t  f u n d s  e x c e p t  t h a t  
a d d i t i o n a l  d u t i e s  to s e p a r a t e l y  i n v e s t  a nd  
a c c o u n t  f or  p r i n c i p a l  a n d  i n c o m e  a r e  i m p o s e d  
d u e  to the e n d o w m e n t  n a t u r e  of the fund.

C l e a r l y  e s t a b l i s h e s  the c o m m i s s i o n e r  of 
r e v e n u e  as the f i d u c i a r y  of t h e  f u n d  a n d  
i m p o s e s  d u t i e s  a n d  a u t h o r i t i e s  r e l a t i n g  to 

i n v e s t m e n t  p o l i c y  a n d  a c t i n g  in t h e  i n t e r e s t s  
of b e n e f i c i a r i e s .

I n v e s t m e n t  O f f i c e r s  

S e c t i o n  27 P l a c e s  D e p a r t m e n t  of R e v e n u e  i n v e s t m e n t  
o f f i c e r s  i n  e x e m p t  s t a t u s  w i t h  r e s p e c t  to the 

S t a t e  P e r s o n n e l  Act.

S t a t e  G r o u p  H e a l t h  a n d  L i f e  I n s u r a n c e  

S e c t i o n  28

S e c t i o n  29

S u b s t i t u t e s  t he  a p p r o p r i a t e ,  m o r e  c o m p r e­
h e n s i v e ,  w o r d  " i n c o m e "  f o r  " i n t e r e s t . "

R e f e r e n c e  t o  g e n e r a l  s t a t u t o r y  p r o v i s i o n s  for  
r e t i r e m e n t  f u n d  i n v e s t m e n t  p o w e r s  and d u t i e s  

(AS 1 4 . 2 5 . 1 8 0 ) .

P u b l i c  E m p l o y e e s  R e t i r e m e n t  S y s t e m  

S e c t i o n  30 C h a n g e s  t h e  i n v e s t m e n t  l i s t  t o  a s u m m a r y .  
T h i s  r e m o v e s  c o n f u s i n g  d e t a i l s ,  m a k e s  t he
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r e p o r t  m o r e  s u c c i n c t l y  i n f o r m a t i v e ,  a n d  
c o n f o r m s  it to i n v e s t m e n t  a c c o u n t i n g  
p r i n c i p l e s .

E x p r e s s l y  e s t a b l i s h e s  t h e  P u b l i c  E m p l o y e e s  
R e t i r e m e n t  T r u s t  F u n d  a n d  a d d s  t h e  r e q u i r e­
m e n t  f or  a n  a n n u a l  i n d e p e n d e n t  a u d i t  of t h e  

s y s t e m .

S e c t i o n  31 S t a t e s  t he  f i d u c i a r y  r o l e  of t h e  c o m m i s s i o n e r
of r e v e n u e  a n d  r e f e r e n c e s  g e n e r a l  s t a t u t o r y  
p r o v i s i o n s  f or  r e t i r e m e n t  f u n d  i n v e s t m e n t  
p o w e r s  a n d  d u t i e s  (AS 1 4 . 2 5 . 1 8 0 ) .

P o w e r  D e v e l o p m e n t  F u n d  ( A l a s k a  P o w e r  A u t h o r i t y )

S e c t i o n  32 R e f e r e n c e  t o  g e n e r a l  s t a t u t o r y  p r o v i s i o n s  f o r
i n v e s t m e n t  p o w e r s  a n d  d u t i e s  (AS 3 7 . 1 0 . 0 7 1 ) .

E n t e r p r i s e  D e v e l o p m e n t  F u n d  ( A l a s k a  I n d u s t r i a l  D e v e l o p m e n t  an d  
E x p o r t  A u t h o r i t y )

S e c t i o n  33 R e f e r e n c e  to g e n e r a l  s t a t u t o r y  p r o v i s i o n s  f or
i n v e s t m e n t  p o w e r s  a n d  d u t i e s  (AS 3 7 . 1 0 . 0 7 1 ) .

R e p e a l e r s

S e c t i o n  34 A l a s k a  S t a t e  B u i l d i n g  A u t h o r i t y  (A S B A )

R e m o v e s  a u t h o r i t y  f or  t he  G e n e r a l  F u n d  to 
p u r c h a s e  f r o m  A S B A  m o r t g a g e  l o a n s  m a d e  to 
c o o p e r a t i v e s  (AS 1 8 . 5 5 . 3 7 5 ) .

M e d i c a l  I n d e m n i t y  C o r p o r a t i o n  of A l a s k a  (MICA)

R e m o v e s  r e q u i r e m e n t  f o r  G e n e r a l  F u n d  to 
p u r c h a s e  M I C A  n o t e s  u p  to $6 m i l l i o n  
(AS 2 1 . 8 8 . 2 1 0 ( d ) ) .

V e t e r a n s  R e v o l v i n g  L o a n  F u n d

R e p e a l s  a u t h o r i t y  of D e p a r t m e n t  of R e v e n u e  to 
p u r c h a s e  c o m m e r c i a l  p a p e r  f r o m  t h is  fu nd  
w h i c h  b e c a m e  d e f u n c t  J u l y  1, 1 9 8 1  w h e n  its 
a u t h o r i t y  to m a k e  n e w  l o a n s  w a s  t e r m i n a t e d  b y  
Sec. 71, Ch. 106, S L A  1 9 8 0  (AS 2 6 . 1 5 . 0 6 0 ) .

S a l e  of B o n d  I n v e s t m e n t s

R e m o v e s  r e q u i r e m e n t  f o r  g o v e r n o r ' s  a p p r o v a l  
of t he  s a l e  of b o n d s  h e l d  as i n v e s t m e n t s  by 
the D e p a r t m e n t  of R e v e n u e  (AS 3 7 . 1 0 . 0 8 0 ) .
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P u b l i c  S c h o o l F u n d  A d v i s o r y  B o a r d

R e m o v e s  t h e  b o a r d ' s  r e s p o n s i b i l i t y  f o r  l o n g -  
r a n g e  i n v e s t m e n t  p l a n s  to a v o i d  c o n f l i c t  w:i.th 
t h e  c o m m i s s i o n e r  of r e v e n u e ' s  r o l e  as 
f i d u c i a r y  f o r  t h e  f u n d  (AS 3 7 . 1 4 . 1 3 0 ( 3 ) ) .

S t a t e  I n v e s t m e n t  O f f i c e r s

R e m o v e s  s t a t e  i n v e s t m e n t  o f f i c e r s  f r o m  
p a r t i a l l y - e x e m p t  s t a t u s  u n d e r  the S t a t e  
P e r s o n n e l  A c t  (AS 3 9 . 2 5 . 1 2 0 ( c ) (13)). S e c t i o n  
27  of th e b i ll  p l a c e s  t h e m  in e x e m p t  s t a t u s .

P u b l i c  E m p l o y e e s  R e t i r e m e n t  S y s t e m

R e p e a l s  i n v e s t m e n t  s t a t u t e s  m a d e  u n n e c e s s a r y  
b y  r e f e r e n c e  in s e c t i o n  31 of th e  b i l l  to 
g e n e r a l  s t a t u t o r y  p r o v i s i o n  f o r  i n v e s t m e n t  
p o w e r s  an d  d u t i e s  (AS 3 9 . 3 5 . 1 1 0 ) .

S m a l l  B u s i n e s s  R e v o l v i n g  L o a n  F u n d

R e p e a l s  a u t h o r i t y  of D e p a r t m e n t  of R e v e n u e  to 
p u r c h a s e  c o m m e r c i a l  p a p e r ,  m o r t g a g e s ,  a n d  

n o t e s  f r o m  thi s f u n d  w h i c h  b e c a m e  d e f u n c t  
J u l y  1, 1 9 8 1  w h e n  its a u t h o r i t y  to m a k e  n e w  
l o a n s  w a s  t e r m i n a t e d  by  S e c t i o n  71, Ch. 106, 
S L A  1 9 8 0  (AS 4 5 . 9 5 . 0 3 0  a n d  A S  4 5 . 9 5 . 0 4 0 ( b ) ) .

H i s t o r i c a l  D i s t r i c t  L o a n  F u n d

R e m o v e s  a u t h o r i t y  f o r  t h e  G e n e r a l  F u n d  to 
p u r c h a s e  H i s t o r i c a l  D i s t r i c t  R e v o l v i n g  L o a n s  

(AS 4 5 . 9 8 . 0 5 0 ( b ) ) .



Introduced: 3/23/88 5-2059A
Referred: Finance

IN THE HOUSE B Y  THE FINAN C E  COMMITTEE

HOUSE BILL NO. 547 

IN THE LEGISLATURE OF THE STATE OF A L A S K A  

FIFTEENTH LEGISLATURE - SECOND SESSION 

A  BIL L

For an Act entitled': "An Act relating to the investment and m anagement of

certain state funds; and providing for a n  effective 

date."

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

* Section 1. A S  14.25.035(c) is repealed and reenacted to read:

(c) The board shall confer w i t h  the commissioner of a d m i n i s­

tration regarding the administration of the system and may ma k e  r e c­

ommendations that it considers necessary.

* Sec. 2. AS 14.25.035(d) is repealed and reenacted to read:

(d) The commissioner of administration shall report to the board 

concerning the condition and administration of the system. The r e­

ports shall be distributed to the members of the system. The co m m i s­

sioner of revenue shall provide reports to the board on the condition 

and investment performance of the teachers' retirement trust fund.

* Sec. 3. AS 14.25.170 is amended to read:

Sec. 14.25.170. ADMINISTRATION. The commissioner of a d m i n i s­

tration is responsible for the administration of the retirement system

and for making the provisions of this chapter effective^ The [AND

THE] powers and duties of the commissioner for this purpose include 

[BUT A R E  NOT LIMI T E D  TO]

(1) maintaining the accounts of the system;

(2) making payments for the various purposes specified;

(3) submitting required [SUCH] periodic reports or s t a t e­

ments of account [AS MAY DE R E Q U I R E D ] ;
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1 (4) establishing [PRESCRIBING] by regulation the rate of

2 interest that shall be credited to the individual contribution ac-

3 counts of teachers each year; the rate of interest shall be adopted on

4 the basis of the probable effective rate of interest on a long-term

5 basis, and the rate may be changed from time to time by subsequent

6 regulation^

7 (5) establishing a teachers' retirement trust fund in w h i c h

8 the assets of the system shall be de p o si t e d  and held; and

9 (6) engaging an independent certified public accountant to

10 conduct an annual audit of the system's accounts and the annual report

11 of the system's financial condition and financial a c t i v i t y .

12 * Sec. 4. AS 14.25.180 is repealed and reenacted to read:

13 Sec. 14.25.180. INVESTMENT A N D  TREASURY. (a) The commissioner

14 of revenue is the treasurer of the system and the fiduciary of the

15 fund. In managing the fund, the commissioner of revenue shall

16 (1) consider the status of the fund's investments and the

17 system's liabilities on b oth a current and a probable future basis;

18 (2) determine the appropriate investment objectives for the

19 fund;

20 (J) establish investment policies aimed at achieving the

21 objectives; and

22 (4) act only in regard to the best financial interests of

23 the system's beneficiaries.

24 (b) The commissioner of revenue may invest the fund on the basis

25 of probable total rate of return without regard to the d i s t i n c t i o n

26 between principal and income or to the generation of income.

27 (c) In carrying out investment duties u nder this chapter, the

28 commissioner of revenue has the same powers and duties in reg a r d  to

29 the teachers' retirement trust fund as are provided in AS 37.10.071,
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1 except that the standard of prudence that the commissioner must obey

2 under AS 37.10.071(c) shall be in regard to the management of large

3 trust investments rather than large investments.

4 * Sec. 5. A S  14.40.255 is amended to read:

5 Sec. 14.40.255. INVESTMENT OF SURPLUS MONEY. If the Board of

6 Regents determines that there is a surplus of money, received in the

7 form of state and federal appropriations, above the amount sufficient

8 to meet current and projected cash expenditure needs of the univers-

9 ity, the surplus must be invested as [IN THE SAME INSTRUMENTS] set out

10 in AS 37.10.071. Income [AS 37.10.070 APPROVED FOR INVESTMENT OF

11 STATE TREASURY SURPLUS. INTEREST INCOME] earned on investments made

12 under this section m a y  be retained by the university and expended in

13 accordance w i t h  the Executive Budget Act (AS 37.07).

14 * Sec. 6. AS 14.40.400(a) is amended to read:

15 (a) The Department of Revenue shall establish a separate endow-

16 ment trust fund in w h i c h  all money derived from the sale or lease of

17 the land granted under the Act of Congress approved January 21, 1929,

18 and in w hich all monetary gifts, bequests or endowments made to the

19 University of Ala s ka  for the purpose of the fund, shall be held in

20 trust.

21 *  Sec. 7. AS 14.40.400(b) is repealed and reenacted to read:

22 (b) The commissioner of revenue is the fiduciary of the trust

23 fund and shall account for and invest the fund as set out in AS 37.-

24 14.110(c), 37.14.160, and 37.14.170, except that the commissioner

25 shall report the condition and investment performance of the fund to

26 the Board of Regents.

27 * Sec. 8. AS 14.40.400(c) is amended to read:

28 (c) The net income from the trust fund shall be use d  exclusively

29 for the Agricultural College and School of Mines.
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* Sec. 9. AS 14.40.400(e) is amended to read:

(e) The Department of Administration shall disburse the net 

income from the trust fund u p o n  vouchers approved by the president and 

treasurer of the University of Alaska specifying the purpose for w h i c h  

the money is to be used and showing it is to be used in conformity 

w i t h  this section. ”

* Sec. 10. AS 14.42.200(8) is amended to read:

(8) invest or reinvest, subject to its contracts wit h  

noteholders and bondholders, money held by the corporation as set out 

in AS 37.10.071 [OBLIGATIONS O R  O THER SECURITIES AUTHORIZED FO R  I N­

VESTMENTS OF THE COMMISSIONER OF REVENUE UNDER AS 37.10.070(a)];

* Sec. 11. AS 14.42.210(b) is amended to read:

(b) Money and other assets of the student loan fund may be used 

to secure bonds of the corporation, invested in student loans and 

investments under AS 37.10.071 [DESCRIBED IN AS 37.10.070(a)] and used 

to purchase loans approved u nder AS 14.43.090 - 14.43.325, 14.43.600 - 

14.43.700, or 14.43.710 - 14.43.790.

* Sec. 12. AS 18.26.170 is amended to read:

Sec. 18.26.170. INVESTMENTS B Y  AUTHORITY. Except as otherwise 

provided by this chapter, the authority may invest any funds, not 

needed to meet current cash expenditure needs, as set out in AS 37.- 

10.071 [SECURITIES, OBLIGATIONS OR CERTIFICATES OF DEPOSIT A P P R O V E D  

FOR INVESTMENT OF THE STATE TREASURY SURPLUS UNDER AS 37.10.- 

070(a)(1) - (4). THESE INVESTMENTS SHALL BE PURCHASED AT NO HIGHER 

PRICE THAN THE OFFERING OR MARKET PRICE OF THEM AT THE TIME OF THE 

P U R C H A S E ] .

* Sec. 13. AS 18.56.095(b) is amended to read:

(b) In addition to any other fees and charges that the c o r p o­

ration ma y  charge on mortgage loans, it may collect or cause to be
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1 collected on all mortgage loans made  or purchased with the proceeds of

2 the sale of mortgage insurance bonds, either or both a special mort-

3 gage loan insurance commitment fee or a mortgage loan insurance prerai-

4 urn. The special mortgage loan insurance commitment fees and special

5 mortgage loan insurance premiums w h e n  received shall be dep o si t e d  in

6 the mortgage insurance fund by the corporation, or by any m o r tgage

7 loan servicer, trustee, or agent designated by the c orporation to

8 receive them, and shall be held, invested and, together w i t h  all

9 investment income derived from them, reinvested by the commissioner of

10 revenue as set out in AS 37.10.071 [INVESTMENTS AUTHO R I Z E D  U N DE R

11 AS 37.10.070(a)], subject to any agreement w i t h  the corporation under

12 (a) of this section.

13 * Sec. 14. AS 22.25.048(a) is amended to read:

14 (a) The commissioner of administration shall establish a judi-

15 cial retirement trust fund for the judicial retirement system in w hich

16 the assets of the system are deposited and held. The commissioner

17 [AND] shall maintain accounts and records for the [JUDICIAL RETIRE-

18 MENT] system.

19 * Sec. 15. AS 22.25.048(c) is repealed and reenacted to read:

20 (c) The commissioner of revenue is the treasurer of the system

21 and the fiduciary of the fund and has the same powers and duties under

22 this section in regard to the judicial retirement trust fund as are

23 provided in AS 14.25.180.

24 * Sec. 16. AS 26.05.228(a) is amended to read:

25 (a) The commissioner of administration shall establish a mili-

26 tary retirement trust fund for the system in which the assets of the

27 system are deposited and held. The commissioner shall [AND] m a i n t a i n

28 accounts and records for the system.

29 * Sec. 17. AS 26.05.228(c) is repealed and reenacted to read:
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1 (c) The commissioner of revenue is the treasurer of the system

2 and the fiduciary of the fund and has the same powers and duties un d e r

3 this section in regard to the fund as are p r o vided under AS 14.25.180.

4 * Sec. 18. AS 36.30.850(b) is amended to read:

5 (b) This chapter applies to every expenditure of state funds,

6 irrespective of their sources, including federal assistance except as

7 otherwise specified in AS 36.30.890, by the state, acting through an

8 agency, under a contract, except that this chapter does not apply to

9 (1) grants;

10 (2) contracts for professional witnesses to provide for

11 professional services or testimony relating to existing or probable

12 lawsuits in w h i c h the state is or may become a party;

13 (3) contracts of the University of Alaska where the w o r k  is

14 to be performed substantially by students enrolled in the university;

15 (4) contracts for medical doctors and dentists;

16 (5) acquisitions or disposals of real property or interest

17 in real property, except as provided in AS 36.30.080;

18 (6) disposals under AS 38.05;

19 (7) contracts for the preparation of ballots under AS 15.-

20 15.030;

21 (8) acquisitions or disposals of property and other con-

22 tracts relating to airports under AS 02.15.070, 02.15.090, and 02.15.-

23 091;

24 (9) disposals of obsolete property under AS 19.05.060;

25 (10) disposals of obsolete material or equipment u n d e r

26 AS 35.20.060;

27 (11) agreements w i t h  providers of services under AS 47.07;

28 AS 47.08; AS 47.10; AS 47.17; AS 47.24; AS 47.25.195, and 47.25.310;

29 (12) contracts of the Department of Fish and Game for
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1 flights that involve specialized flying and piloting skills a n d  are

2 not point-to-point;

3 (13) purchases of income-producing assets for the state

4 treasury or a public corporation of the s t a t e ; or

5 (14) a contract that is a delegation, in whole or in part,

6 of investment powers held by the commissioner of revenue u nder A S  14.-

7 25.180, AS 14.40.400. AS 14.42.200. 14.42.210. AS 18.56.095. A S  22.-

8 25.048. AS 26.05.228. AS 37.10.070, 37.10.071, AS 37.14, or A S  39.-

9 3 5 . 0 8 0 .

10 * Sec. 19. AS 37.10.070 is repealed and reenacted to read:

11 Sec. 37.10.070. INVESTMENT OF R E S I D U A L  MONEY. (a) The commis-

12 sioner shall invest, as set out in AS 37.10.071, the money i n  the

13 state treasury above an amount sufficient to meet immediate expendi-

14 ture needs. In managing the invested assets, the commissioner shall

15 (1) consider the status of the assets and liabilities on

16 b o t h  a current and a probable future basis;

17 (2) determine the appropriate investment objectives;

18 (3) establish investment policies to achieve the objec-

19 tives; and

20 (4) act only in regard to the best financial interests of

21 the state.

22 (b) The commissioner may invest on the basis of p r o bable total

23 rate of return without regard to the distinction between p r i n c i pa l  and

24 income and without regard to the ge neration of income.

25 (c) In this section, " c o m m i t . . -iner" means the c o m m issioner of

26 revenue.

27 * Sec. 20. AS 37.10 is amended by adding a n e w  section to read:

28 Sec. 37.10.071. INVESTMENT POWERS AN D  DUTIES. (a) I n  mak i ng

29 investments under this section, the commissioner of revenue shall
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1 (1) act as official custodian of cash and investments by

2 securing adequate and safe custodial facilities for them;

3 (2) receive all items of cash and investments;

4 (3) collect and deposit the principal of and income from

5 owned o r  acquired investments;

6 (4) invest and reinvest the assets in accordance w i t h  this

7 section;

8 (5) receive and spend appropriations to cover the cost of

9 the exercise of duties under this section;

10 (6) exercise the powers of an owner wit h respect to the

11 assets;

12 (7) perform all acts, not prohibited by this section,

13 whet h er  or not expressly authorised, that the commissioner considers

14 necessary or proper in administering the assets;

15 (8) maintain accounting records in accordance wit h  invest-

16 men t  accounting principles;

17 (9) engage an independent certified public accountant to

18 conduct an annual audit of the financial condition and investment

19 transactions;

20 (10) enter into and enforce contracts or agreements con-

21 sidered necessary, convenient, or desirable for the investment pur-

22 poses of this section; and

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

24 secure competitive national or international market rates or prices,

25 or the equivalence of those rates or prices in the judgment of the

26 commissioner.

27 (b) Under this section, the commissioner or the commissioner's

28 designee may

29 (1) delegate investment, custodial, or depository authority
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1 on a discretionary or n o n d i s c re t i o n a r y  basis to officers or employees

2 of the state or to independent firms, banks, or trust companies, by

3 designation through appointments, contracts, or letters of authority;

4 (2) acquire or dispose o f  investments either directly,

5 indirectly, or through investment pools or trusts, by competitive or

6 n e gotiated agreements, contracts, or auctions, in public or private

7 markets;

8 (3) concentrate or d i v e r s i f y  investments as the commis-

9 sioner considers appropriate to increase the probable total rate of

10 return or to decrease the overall exposure to potentially adverse

11 market v alue risks;

12 (4) protect the market v a l u e  or the rate of return of the

^  13 investments by entering into forward agreements to buy or sell assets

14 at a future date as a hedge against existi n g  held assets or as a

15 precomraitment of future cash flows;

16 (5) lend assets, u n d e r  an agreement and for a fee, against

17 deposited collateral of equivalent market value;

18 (6) bo r ro w  assets on a short -t e r m  basis, under an agreement

19 and for a fee, against the deposit of collateral consisting of other

20 assets in order to accommodate te mporary cash or investment needs;

21 (7) hold investments in b ea r e r  or registered form in the

22 name of the state, a fund, or nominees authorized by the commissioner;

23 (8) utilize consultants, advisors, custodians, investment

24 services, and legal counsel for assistance in investment matters on

25 either a continuing or a limited-term basis and w i t h  or without com-

26 pensation;

27 (9) declare records to be confidential and exempt from

28 AS 09.25.110 and 09.25.120 if the records contain information that

^  29 discloses the particulars of the business or the affairs of a private
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1 enterprise, investor, borrower, advisor, consultant, counsel, or

2 manager.

3 (c) In exercising investment, custodial, or depository powers or

4 duties under this section, the commissioner shall exercise the judg-

5 m e n t  and care under the circumstances then prevailing that an institu-

6 tional investor of ordinary professional prudence, discretion, and

7 intelligence exercises in managing large investments with

8 consi d e r a ti o n  for the purpose of the fund, the investment objectives,

9 the continuing d isposition of the f u n d’s investments, and the probable

10 safety of the capital as well as the probable investment returns.

11 (d) In exercising investment, custodial, or depository powers or

12 duties under this section, the commissioner or a designee of the

13 c o m m i ssioner is liable for a bre ac h  of a duty that is assigned or

14 d e l e g a t e d  u n de r  this section, or u nder AS 14.25.180, AS 14.40.400(b),

15 A S  37.10.070, AS 37.14.110(c), 37.14.160, 37.14.170, or AS 39.35.080.

16 However, the commissioner or the commissioner's designee is not liable

17 for a bre a c h  of a duty that has b e e n  delegated to anothr person if the

18 de l e g a t i o n  is prudent u n d e r  the applicable standard of prudence set

19 out in statute or if the duty is assigned by law to another person,

20 except to the extent that the commissioner or designee

21 (1) knowingly participates in, or knowingly undertakes to

22 conceal, an act or omission of another person, knowing that the act or

23 o m i s s i o n  is a breach of that person's duties under this chapter;

24 (2) by failure to comply w ith this section in the

25 administ r a t i o n  of specific responsibilities, enables anothe: person to

26 commit a breach of duty; or

27 (3) has knowledge of a breach of duty by another person,

28 unless the commissioner or designee makes reasonable efforts under the

29 circumstances to remedy the breach.
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1 (e) The state shall defend and indemnify the commissioner or an

2 officer or employee of the state against liability u n d e r  (d) of this

3 section to the extent that the alleged act or o m i ssion was performed

A in good faith and was prudent u n d er  the applicable standard of

5 prudence.

6 (f) In this section, "commissioner" means the commissioner cf

7 revenue.

8 * Sec. 21. AS 37.10.079(b) is amended to read:

9 (b) The commissioner of revenue ma y  purchase bonds sold by

10 political subdivisions of the state if [:

11 (1) THEY HAVE BEEN SOLD IN A C CORDANCE WITH THE TERMS OF THE

12 NOTICE OF T HEIR SALE SUBJECT O NL Y  TO DELIVERY OF THE BONDS WITH AN

^  13 AP P RO V I N G  OPINION OF BOND COUNSEL TO THE EFFECT THAT THE BONDS ARE

IA V A L I D  AN D  LEGALLY BINDING GENE R A L  OBLIGATIONS OF THE POLITICAL SUBDI-

15 VI S IO N  A N D  A  STATEMENT TO THE EFFECT THAT NO LITIGATION IS THREATENED

16 OR PENDING WHICH AFFECTS THE V A L I D I T Y  OF THE BONDS; OR

17 (2)] the bond counsel nominated by the issuing political

18 s ubdivision in connection w i t h  the original offer for sale of the

19 bonds certifies that

20 (1) [(A) THAT] a lawsuit has been filed or is threatened

21 that [WHICH] challenges the corporate existence of the issuer or its

22 power to issue the bonds or to levy taxes to pay the bonds or other-

23 wise prevents a [THE] statement to the effect that no litigation is

2A threatened or pending that affects the validity of the b o n d s :

25 X U  [AS TO LITIGATION REFERRED TO IN (1) OF THIS SUB-

26 SECTION, (B) THAT] as a consequence of the filing of the suit, the

27 bonds cannot be sold or can only be sold at interest rates substan-

28 tially in excess of the interest rates the municipality would

^  29 otherwise reasonably expect to pay ^  [,] and
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1 (3) [(C) THAT,] in the opinion of counsel [,] the

2 municipality is or will be pursuing all available means to establish

3 the validity of the bonds so that the lawsuit will be ultimately

4 determined so as to permit the delivery of the bonds w i t h  the

5 statement as to litigation referred to in (1) of this subsection.

6 * Sec. 22. AS 37.14.110(a) is amended to read:

7 (a) There is established as a separate endowment trust fund the

8 public school trust fund.

9 * Sec. 23. AS 37.14.110(c) is repealed and reenacted to read:

10 (c) The commissioner of revenue shall determine the net income

11 of the fund in accordance wit h  investment accounting principles and in

12 a mann e r  that preserves the distinction b e t w e e n  principal and income

13 and that excludes capital gains or losses realized on principal. The

14 principal of the fund and the capital gains or losses realized on

15 principal shall be perpetually retained in the fund for investment

16 purposes.

17 * Sec. 24. AS 37.14.140 is repealed and reenacted to read:

18 Sec. 37.14.140. UTILIZATION O F  INCOME. The net income of the

19 fund may not be appropriated for a purpose other than the support of

20 the state public school program. The commissioner of revenue shall

21 invest realized net income that has not been appropriated or that has

22 b e e n  appropriated but not expended until the income is appropriated

23 and expended.

24 * Sec. 25. AS 37.14.160 is repealed and reenacted to read:

25 Sec. 37.14.160. DUTIES OF THE COMMISSIONER OF REVENUE. The

26 commissioner of revenue is the treasurer of the trust fund created in

27 A S  37.14.110 and shall

28 (1) exercise the powers and duties established in

29 AS 14.25.180(c);
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1 (2) deposit the principal and income from investments in

2 separate principal and income accounts for the fund;

3 (3) invest and m a i ntain accounting records that distinguish

4 b e t w e e n  the principal and income of the fund;

5 (4) provide reports to the board established under

6 AS 37.14.120 on the condition and investment performance of the fund.

7 * Sec. 26. AS 37.14.170 is repealed and reenacted to read:

8 Sec. 37.14.170. INVESTMENTS. (a) The commissioner of revenue

9 is the fiduciary of the trust fund and shall invest the fund to pro-

10 v ide increasing net income over long-term periods to the fund's income

11 beneficiaries. The commissioner m ay  invest the money in the fund on

12 the basis of probable total rate of return to promote the long-term

^  13 generation of income. In managing the trust fund, the commissioner

14 shall

15 (1) consider the status of the fund's capital and the

16 income generated on b oth a current and a probable future basis;

17 (2) determine the appropriate investment objectives;

18 (3) establish investment policies to achieve the objec-

19 tives; and

‘ 20 (4) act only in regard to the long-term financial interests

21 of the fund's beneficiaries.

22 * Sec. 27. AS 39.25.110 is amended by adding a new p a ragraph to read:

23 (25) investment officers in the Department of Revenue.

24 * Sec. 28. AS 39.30.095(a) is amended to read:

25 (a) The commissioner of administration shall establish the group

26 health and life benefits fund as a special account in the general fund

27 to provide for group life and health insurance under AS 39.30.090 and

28 39.30.160. The commissioner shall m a i n t ai n  accounts and records for

29 the fund. The fund consists of employer contributions, employee
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contributions, appropriations from the legislature, and income [INTER­

EST] earned on investment of the fund as provided in (d) of this 

section.

* Sec. 29. AS 39.30.095(d) is amended to read:

(d) If the commissioner of adminis t r a t i o n determines that there 

is more money in the fund than the amount needed to pay premi u m s or 

benefits for the current fiscal year, the surplus, or so m u c h  of it as 

the commissioner of administration considers advisable, may be in­

vest e d  by the commissioner of revenue in the same manner as retirement 

funds are invested under AS 14.25.180 [AS 39.35.110].

* Sec. 30. AS 39.35.020 is amended to read:

Sec. 39.35.020. ADMINISTRATION. The commissioner of a d m i n i s­

tration is responsible for the adminis t r a t i o n of the system and for 

carrying out this chapter. In a d d ition the commissioner shall [HAS 

THE FOLLOWING POWERS AND DUTIES:]

(1) maintain the accounts of the system;

(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 a fter the close of each fiscal

year, and not later than si:: months a fter 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 va lu a t i o n  of its assets
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1 and liabilities;

2 (D) [REPEALED

3 (E)] a summary [LIST] of assets held in the p e n s i on

4 fund listed by the categories of investment, as provided by the

5 commissioner of revenue [INVESTMENTS O W N E D ] ;

6 (E) [(E)] other statistical financial data that are

7 necessary for a pr o p e r  u n d e r s t an d i n g  of the financial condition

8 of the system and the result of its operations;

9 (6) establish a public employees retirement trust fund in

10 w h i c h  the assets of the system shall be deposited and held;

11 (7) engage an independent certified public accountant to

12 conduct an annual audit of the system's accounts and the annual report

13 of the system's financial condition and activity. [REPEALED]

14 * Sec. 31. AS 39.35.080 is repealed and reenacted to read:

15 Sec. 39.35.080. DUTIES OF THE C OM M I SSIONER OF REVENUE. The

16 commissioner of revenue is the treasurer of the system and the fidu-

17 ciary of the fund. The commissioner has the same powers and duties

18 established under this chapter in regard to the fund as are p r o vi d e d

19 in AS 14.25.180.

20 * Sec. 32. AS 44.83.386 is amended to read:

21 Sec. 44.83.386. I NVESTMENT OF FUND. The Department of Revenue

22 shall invest the money in the fund in accordance with AS 37.10.070^

23 37.10.071, and 37.10.075. The Department of Revenue shall provide

24 m oney in the fund to the authority only after costs have been incurred

25 or amounts in the fund have b e e n  otherwise obligated under contracts

26 for the acquisition and construction of a project. Amounts that have

27 been obligated, but for w h i c h  costs have not yet been incurred, may be

28 segregated by the Department of Revenue or transferred to the

29 authority only w i t h  the p rior approval or agreement of the
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commissioner of revenue. Income [INTEREST] received on money that is 

segregated or transferred under this section must be deposited in the 

general fund.

* Sec. 33. AS  4 4 . 8 8 . 155(c) is amended to read:

(c) Money and other assets of the enterprise development account 

ma y  be used to secure bonds of the authority issued to finance the 

purchase of loans for projects and shall be hel d  and invested by the 

authority in accordance with AS 37.10.071 [THE TYPES OF INVESTMENTS 

DE SCRIBED IN AS 37.10.070(a) AN D  AS 39.35.110(a)(9) AND (14)] o r  shall 

be used to purchase loans for projects.

* Sec. 34. AS 18.55.375; AS 21.88.210(d); AS 26.15.060; A S  37.10.080; 

A S  37.14.130(3); AS 39.25.12 0 ( c )(13); A S  39.35.110; AS 45.95.030, 45.95.- 

040(b); and AS 45.98.050(b) are repealed.

* Sec. 35. This Act takes effect immediately under AS 01.10.070(c).
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STATE OF ALASKA
DEPARTMENT OF REVENUE

M E M O R A N D U M

TO: T h e  H o n o r a b l e  H u g h  M a l o n e
C o m m i s s i o n e r  
D e p a r t m e n t  of R e v e n u e

FRO M:  M i l t o n  B. B a r k e r
D e p u t y  C o m m i s s i o n e r  
T r e a s u r y  D i v i s i o n

D AT E :  M a r c h  30, 1988

RE: H B  5 4 7  (An A c t  r e l a t i n g  to i n v e s t m e n t  and m a n a g e m e n t  of
c e r t a i n  s t a t e  f u n d s )

G o a l s  of the L e g i s l a t i o n

T h e r e  a r e  t w o  p r i n c i p a l  g o a l s  H B  547 w o u l d  h e l p  a c h i e v e :

1. s t r e n g t h e n i n g  the t r u s t  s t a t u s  an d  o b s e r v a n c e  of 
f i d u c i a r y  d u t i e s  fo r  t r u s t  f u n d s  u n d e r  S t a t e  
m a n a g e m e n t ;  and,

2. i n c r e a s i n g  t h e  i n v e s t m e n t  r e t u r n s  for  all f u n d s  u n d e r  
S t a t e  m a n a g e m e n t .

N e e d  for the  L e g i s l a t i o n

E v i d e n c e  of the  n e e d  for s u c h  l e g i s l a t i o n  is that:

1. t h e r e  is a l a c k  of u n d e r s t a n d i n g  in t h e  p u b l i c ' s  m i n d  

a b o u t  th e t r u s t  s t a t u s  of c e r t a i n  fu nds;

E x a m p l e :  t h e r e  w a s  a s u g g e s t i o n  d u r i n g  t h e  1 9 8 7  
l e g i s l a t i v e  s e s s i o n  t h a t  $ 4 1  m i l l i o n  c o u l d  be t a k e n  
f r o m  the P u b l i c  E m p l o y e e s  R e t i r e m e n t  S y s t e m  to f u l l y  
f u n d  S t a t e  e m p l o y e e  s a l a r i e s ,  o v e r l o o k i n g  the f a c t  t h a t  
m u n i c i p a l i t i e s  as w e l l  as th e S t a t e  a r e  c o n t r i b u t o r s  to 
the F u n d  a n d  t h a t  the p u r p o s e  of the F u n d  is to p r o v i d e  
r e t i r e m e n t  i n c o m e  for p u b l i c  e m p l o y e e s ,  b o t h  S t a t e  and 
m u n i c i p a l ;  s ee a t t a c h e d  c o l u m n  "M y T u r n "  f r o m  the  M a y  

18, 1 9 8 7  e d i t i o n  of  t h e  J u n e a u  E m p i r e .

2. i m p r o v e m e n t s  in i n v e s t m e n t  p e r f o r m a n c e  c a n  m a k e  a
s i g n i f i c a n t  d i f f e r e n c e  in S t a t e  and m u n i c i p a l  f i n a n c e s ;
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E x a m p l e :  a 1 9 8 6  r e v i s i o n  of a c t u a r i a l  a s s u m p t i o n s ,  
i n c l u d i n g  a n  u p w a r d  r e v i s i o n  in the a s s u m e d  i n v e s t m e n t  
r a t e  of r e t u r n  as a r e s u l t  of f a v o r a b l e  i n v e s t m e n t s ,  
r e d u c e d  r e q u i r e d  e m p l o y e r  c o n t r i b u t i o n s  to t h e  P u b l i c  
E m p l o y e e s '  a n d  T e a c h e r s '  R e t i r e m e n t  S y s t e m s  b y  
$ 4 6 , 5 6 2 , 2 4 6  f o r  f i s c a l  y e a r  1987;  a v e r a g e  e m p l o y e r  
c o n t r i b u t i o n  r a t e s  f e l l  f r o m  1 5 . 1 4 %  to 1 1 . 5 6 %  of 
s a l a r i e s ;  s e e  t h e  a t t a c h e d  ta b l e ;  c o n t i n u e d  a n n u a l  
s a v i n g s  at t h i s  l e v e l  a r e  e x p e c t e d  in s p i t e  of th e 

s t o c k  m a r k e t  .crash.

3. the  s t a t u t o r y  l i s t s  of p e r m i s s i b l e  i n v e s t m e n t s  f or  
c e r t a i n  f u n d s  c o n t a i n  i n h e r e n t  c o n t r a d i c t i o n s ;

E x a m p l e :  the  a t t a c h e d  A t t o r n e y  G e n e r a l ' s  o p i n i o n  
s u g g e s t s  t h a t  t h e  r e t i r e m e n t  fu nds ' i n v e s t m e n t s  in 
f o r e i g n  c o m m o n  s t o c k s — w h i c h  t o t a l e d  $ 3 3 2 , 6 3 9 , 5 2 6  as of 
J u n e  30, 1 9 8 7  a n d  r e f l e c t e d  a 4 4 . 4 5 %  a n n u a l  r a t e  of 
r e t u r n  f r o m  i n c e p t i o n  o n  N o v e m b e r  1, 1 9 8 3 — m a y  be 

i l l e g a l .

4. th e l e g a l  i n v e s t m e n t  l i s t s  fo r c e r t a i n  f u n d s  c o n f l i c t  
w i t h  f i d u c i a r y  d u t i e s ;

E x a m p l e :  A S  1 4 . 4 0 . 4 0 0  p e r m i t s  t h e  U n i v e r s i t y  of A l a s k a  

F u n d  to be i n v e s t e d  o n l y  in i n t e r e s t - b e a r i n g  s e c u r i t i e s  
the a t t a c h e d  s u m m a r y  of a d e c i s i o n  b y  th e  C o u r t  of 

A p p e a l s  of W a s h i n g t o n  in  t h e  c a s e  of B a k e r  B o y e r  
N a t i o n a l  B a n k  v. G a r v e r  i n d i c a t e s  t h a t  a t r u s t e e  is 
u n d e r  a d u t y  t o  d i v e r s i f y  i n v e s t m e n t s  an d  t h a t  a c o u r t  
s h o u l d  a w a r d  d a m a g e s  fo r a p p r e c i a t i o n  in e q u i t y  
s e c u r i t i e s  t h a t  is f o r e g o n e  as a r e s u l t  of a t r u s t e e ' s  
f a i l u r e  to d i v e r s i f y  i n t o  s u c h  i n v e s t m e n t s .

5. t r u s t  f u n d  s t a t u t e s  f a i l  to f u l l y  d e l i n e a t e  f i d u c i a r y  
r e s p o n s i b i l i t i e s ;

E x a m p l e :  m i s s i n g  f r o m  t r u s t  f u n d  s t a t u t e s  is a n y  d u t y  
for th e f i d u c i a r y  to a c t  o n l y  i n  the  i n t e r e s t s  of th e  
b e n e f i c i a r i e s ;  t h i s  a r e q u i r e m e n t  of s e c t i o n  4 0 1 ( a )  of 
th e I n t e r n a l  R e v e n u e  C o d e  ( a t t a c h e d )  in o r d e r  for a 
p e n s i o n  p l a n  to be  t a x - e x e m p t .

6. c o m p e n s a t i o n  fo r  i n v e s t m e n t  p e r s o n n e l  is not 
c o m p e t i t i v e ,  j e o p a r d i z i n g  t he  f u l f i l l m e n t  of the 
s t a t u t o r y  r e q u i r e m e n t  t h a t  S t a t e  f u n d s  be i n v e s t e d  w i t h  
th e j u d g e m e n t  a n d  c a r e  w h i c h  a n i n s t i t u t i o n a l  i n v e s t o r  

w o u l d  e x e r c i s e ;
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E x a m p l e :  s t a t u t o r y  c l a s s i f i c a t i o n  of i n v e s t m e n t  o f f i c e r  
p o s i t i o n s  as p a r t i a l l y - e x e m p t  c o n f i n e s  t h e i r  s a l a r y  
l e v e l s  to t h o s e  of th e S t a t e  s a l a r y  s c h e d u l e ;  e v e n  w i t h  
a r e c l a s s  of t h e  c h i e f  i n v e s t m e n t  o f f i c e r  p o s i t i o n  to 
the h i g h e s t  l e v e l  o n  t h e  S t a t e  s a l a r y  s c h e d u l e ,  t h e  
p o s i t i o n ' s  s a l a r y  w i l l  n ot  be c o m p e t i t i v e  as d e m o n ­
s t r a t e d  b y  t h e  a t t a c h e d  J u n e  19, 1 9 8 7  mem o,  e s p e c i a l l y  
c o n s i d e r i n g  t h e  c o s t  of l i v i n g  d i f f e r e n t i a l  f o r  A l a s k a .

7. s t a t u t o r y  i n v e s t m e n t  l i s t s  f o r  c e r t a i n  f u n d s  c o n t a i n  
c e i l i n g s  on  p e r c e n t a g e  a l l o c a t i o n s  of f u n d  a s s e t s  t o  
p a r t i c u l a r  t y p e s  of i n v e s t m e n t s ,  l i m i t i n g  t he  l o n g - r u n  
r e t u r n s  t h e  f u n d s  c o u l d  earn;

E x a m p l e :  no m o r e  t h a n  50 p e r c e n t  of t h e  r e t i r e m e n t  a n d  
P u b l i c  S c h o o l  f u n d s  m a y  be i n v e s t e d  i n  c o r p o r a t e  s t o c k s  
a nd  d e b t  s e c u r i t i e s ;  y e t ,  c o r p o r a t e  p e n s i o n  f u n d s ,  
u n i v e r s i t y  e n d o w m e n t s  w i t h  o v e r  $ 1 0 0  m i l l i o n  i n  a s s e t s ,  
a nd f o u n d a t i o n s  a l l  a v e r a g e  a p p r o x i m a t e l y  60 p e r c e n t  in 
c o r p o r a t e  s t o c k s  a l o n e ;  th e r e a s o n  f o r  s u c h  h i g h  
a l l o c a t i o n s  to s t o c k s  is t h e i r  h i s t o r i c a l l y  s u p e r i o r  
p e r f o r m a n c e  r e l a t i v e  to a l t e r n a t i v e  i n v e s t m e n t s  a n d  t h e  
l a c k  of a n y  n e e d  f o r  l i q u i d i t y  i n t h e s e  t y p e s  of f u n d s ,  
w h i c h  p e r m i t s  t h e m  to t o l e r a t e  s i g n i f i c a n t  f l u c t u a t i o n s  
in a s s e t  v a l u e s  o v e r  t h e  s h o r t - r u n .

F i n a n c i a l  E f f e c t s  of t h e  L e g i s l a t i o n

In e s s e n c e ,  t h i s  l e g i s l a t i o n  is p o t e n t i a l l y  o f  v e r y  s i g n i f i c a n t  
f i n a n c i a l  b e n e f i t  to t h e  S t a t e  as w e l l  as  o t h e r  p a r t i e s .  T h e  
s t r e n g t h e n i n g  of the t r u s t  s t a t u s  of t r u s t  f u n d s  is n o t  a 
p u r e l y  a l t r u i s t i c  e n d e a v o r .  R a t h e r ,  t he s t e p s  t h a t  w o u l d  b e  
t a k e n  to a s s u r e  t h e  o b s e r v a n c e  of f i d u c i a r y  d u t i e s  w o u l d  l i m i t  
th e S t a t e ' s  p o t e n t i a l  l i a b i l i t y  as t r u s t e e .  W i t h  o v e r  $3 
b i l l i o n  in t r u s t  f u n d s  u n d e r  m a n a g e m e n t  b y  t h e  S ta te,  a n d  w i t h  
th e f u n d s  g r o w i n g  r a p i d l y ,  b r e a c h e s  of f i d u c i a r y  
r e s p o n s i b i l i t i e s  w i l l  be  i n c r e a s i n g l y  l i k e l y  to g e n e r a t e  
l i t i g a t i o n  t h a t  c o u l d  r e s u l t  in  v e r y  s i g n i f i c a n t  a d v e r s e  
j u d g m e n t s  a g a i n s t  the S t a t e  ( w i t n e s s  the M e n t a l  H e a l t h  L a n d s  

T r u s t  l i t i g a t i o n ,  W e i s s  v. S t a t e ) .

In a d d i t i o n  to p r o t e c t i n g  a g a i n s t  p o s s i b l e  l o s s e s  f r o m  c o u r t  
a c t i o n s ,  the l e g i s l a t i o n  h o l d s  m u c h  p r o m i s e  of b e n e f i t  as a 
d i r e c t  r e v e n u e - r a i s i n g  m e a s u r e .  F e w  o t h e r  p r o p o s a l s  c a n  o f f e r  

g e n e r a t i o n  of r e v e n u e s  of th e  m a g n i t u d e  p o s s i b l e  w i t h  t h i s  
l e g i s l a t i o n .  P r o b a b l y  n o n e  c a n  do so in th e p a i n l e s s  m a n n e r  of 

t h e s e  p r o p o s a l s .
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P e r h a p s  m o r e  i m p o r t a n t l y ,  the a u g m e n t a t i o n  o f  i n v e s t m e n t  
e a r n i n g s  m a d e  p o s s i b l e  by t h i s  l e g i s l a t i o n  w i l l  g r o w  in s i z e  a s  
t h e  f u n d s  grow . E v e n  at t h e  J u n e  30, 1 9 8 7  l e v e l  of 
$ 4 , 9 4 8 , 4 7 5 , 0 0 0  u n d e r  i n v e s t m e n t  b y  t h e  S t a t e ,  a n  i m p r o v e m e n t  in  
r e t u r n s  of o n l y  10 b a s i s  p o i n t s  ,or 0. 1 % ,  w o u l d  m e a n  i n c r e a s e d  
e a r n i n g s  of $ 4 . 9  m i l l i o n  p e r  a n n u m .  E n a c t m e n t  of the 
l e g i s l a t i o n  s h o u l d  p r o v i d e  e v e n  g r e a t e r  r e l i e f  i n the m o r e  
c r i t i c a l  y e a r s  a h e a d  as  P r u d h o e  p r o d u c t i o n  w i n d s  down.

F u n d s  S u b j e c t  to the L e g i s l a t i o n

T h e  f u n d s  u n d e r  m a n a g e m e n t  by t h e  S t a t e  are:

M a r k e t  V a l u e
J~?,ne 30. 1 9 8 7

G e n e r a l  I n v e s t m e n t  F u n d  $ 1 , 4 1 8 , 3 9 2 , 0 0 0
P u b l i c  E m p l o y e e s '  R e t i r e m e n t  F u n d  2 . 0 0 5 , 8 3 9 , 0 0 0
T e a c h e r s '  R e t i r e m e n t  F u n d  1 , 2 9 5 , 1 7 8 , 0 0 0
J u d i c i a l  R e t i r e m e n t  F u n d  1 7 , 7 1 4 , 0 0 0
M i l i t a r y  R e t i r e m e n t  F u n d  3 , 8 8 1 , 0 0 0
P u b l i c  S c h o o l  F u n d  8 6 , 7 1 9 , 0 0 0
U n i v e r s i t y  of A l a s k a  F u n d  1 1 , 6 4 9 , 0 0 0
I n t e r n a t i o n a l  A i r p o r t s  F u n d s  5 2 , 7 4 1 , 0 0 0
S t a t e  M o r t g a g e  I n s u r a n c e  F u n d  2 6 . 7 8 9 . 0 0 0

T o t a l  $ 4 , 9 4 8 , 4 7 5 , 0 0 0

A l l  but t he  la st  two f u n d s  ar e  d i r e c t l y  a f f e c t e d  b y  t h e  
p r o p o s e d  l e g i s l a t i o n .  T h e  l a s t  tw o  f u n d s  a r e  g o v e r n e d  
p r i m a r i l y  by b o n d  i n d e n t u r e s ,  b u t  w o u l d  be a f f e c t e d  by 
p r o v i s i o n s  of t he  l e g i s l a t i o n  of g e n e r a l  a p p l i c a t i o n ,  i n c l u d i n g  
th e p o t e n t i a l  a t t r a c t i o n  or r e t e n t i o n  of s u p e r i o r  i n v e s t m e n t  

p e r s o n n e l .

T r u s t  F u n d s

T h e  f o c u s  of t h i s  l e g i s l a t i o n  is o n  t r u s t  f un ds.  B e c a u s e  o f  
th e f i d u c i a r y  r e s p o n s i b i l i t i e s  a n d  p o t e n t i a l  l i a b i l i t i e s  
a t t a c h i n g  to t r u s t  f und s,  t h e r e  is a n e e d  to c l e a r l y  e s t a b l i s h  
t h e  r o l e s  of the p a r t i e s  i n v o l v e d .

A  t r u s t  is a n  i n t e r e s t  in p r o p e r t y  h e l d  b y  o n e  p e r s o n  for t he  

b e n e f i t  of a n o t h e r .  T h e  p e r s o n  h o l d i n g  the p r o p e r t y  i s a  
f i d u c i a r y  or t r u s t e e .  T h e  p e r s o n  p l a c i n g  t h e  p r o p e r t y  in t r u s t  
is a t r u s t o r .  T h e  p e r s o n  w h i c h  r e c e i v e s  t he  b e n e f i t s  of t h e
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p r o p e r t y  is a b e n e f i c i a r y .

T h e  f i d u c i a r y  or t r u s t e e  has c e r t a i n  r e s p o n s i b i l i t i e s  u n d e r  
c o m m o n  law, i n c l u d i n g  t he  d u t i e s  of p r u d e n c e  a n d  l o y a l t y  to t h e  
b e n e f i c i a r i e s ,  a n d  o f t e n  u n d e r  s t a t u t o r y  l a w  as w e l l .  A n y  
p a r t y  t h a t  f e e l s  a g g r i e v e d  b y  the f a i l u r e  of t h e  t r u s t e e  to 
p e r f o r m  a c c o r d i n g  to f i d u c i a r y  r e s p o n s i b i l i t i e s  m a y  s u e  t he  
t r u s t e e .  T h i s  c o u l d  i n c l u d e  t r u s t o r s ,  w h o  u s u a l l y  h a v e  a n  
a b i d i n g  p u r p o s e  for h a v i n g  p l a c e d  t h e  p r o p e r t y  i n  t r u s t ,  as 
w e l l  as the b e n e f i c i a r i e s ,  w h o  o b v i o u s l y  w o u l d  b e  i n j u r e d  by 

a n y  f a i l u r e  in p e r f o r m a n c e .

R e t i r e m e n t  F u n d s

In th e c a s e  of t h e  P u b l i c  E m p l o y e e s '  a n d  T e a c h e r s '  R e t i r e m e n t  
F u n d s ,  m u n i c i p a l i t i e s  a n d  s c h o o l  d i s t r i c t s  c o n t r i b u t e  to the 
f u n d s  a n d  a r e  t r u s t o r s  as w e l l  as t h e  S t a t e .  S i n c e  t h e s e ,  as 
w e l l  as th e J u d i c i a l  R e t i r e m e n t  F u n d ,  a r e  j o i n t  c o n t r i b u t o r y  
f u n d s  to w h i c h  e m p l o y e e s  as w e l l  as  e m p l o y e r s  c o n t r i b u t e ,  the 
p u b l i c  e m p l o y e e s ,  t e a c h e r s ,  a n d  j u d g e s  w h o  a r e  t h e  
b e n e f i c i a r i e s  a r e  a l s o  t r u s t o r s .  T h e  S t a t e  is t h e  o n l y  
c o n t r i b u t o r  in th e  c a s e  of th e  M i l i t a r y  R e t i r e m e n t  Fund.

A l l  of the r e t i r e m e n t  p l a n s  a r e  d e f i n e d  b e n e f i t ,  as o p p o s e d  to
d e f i n e d  c o n t r i b u t i o n ,  pl ans . A  d e f i n e d  b e n e f i t  p l a n  f i x e s  t h e

r e t i r e m e n t  b e n e f i t s  in  s o m e  m a n n e r ,  fo r e x a m p l e ,  a c e r t a i n  
d o l l a r  a m o u n t  or p e r c e n t a g e  of s a l a r y  f o r  e a c h  y e a r  e m p l o y e d .
In c o n t r a s t ,  d e f i n e d  c o n t r i b u t i o n  p l a n s  f i x  the c o n t r i b u t i o n s  
a n d  v a r y  th e  b e n e f i t s .  R e t i r e m e n t  b e n e f i t s  p a y a b l e  to a 
r e t i r e e  u n d e r  a d e f i n e d  c o n t r i b u t i o n  p l a n  d e p e n d  on the a m o u n t  
of c o n t r i b u t i o n s  m a d e  to the p l a n  b y  b o t h  e m p l o y e e  a n d  e m p l o y e r  
a n d  on  the  a m o u n t  of i n v e s t m e n t  e a r n i n g s ,  t h e s e  b e i n g  th e two

s o u r c e s  of i n c o m e  for the  fund.

T h e  g u a r a n t e e  of b e n e f i t  a m o u n t s  t h a t  o c c u r s  u n d e r  d e f i n e d  
b e n e f i t  p l a n s  is a c h i e v e d  by a d j u s t i n g  th e  r e q u i r e d  e m p l o y e r  
c o n t r i b u t i o n  ra tes . T h us , th e b o t t o m  l i n e  e f f e c t  of a n y  b r e a c h  
of f i d u c i a r y  d u t y  or i m p r o v e m e n t  in  i n v e s t m e n t  e a r n i n g s  f a l l s  
o n  th e e m p l o y e r s  for all r e t i r e m e n t  f u n d s  u n d e r  S t a t e  
m a n a g e m e n t .  E m p l o y e r s  t h e r e f o r e  w o u l d  h a v e — in a d d i t i o n  to 
t h e i r  g e n e r a l  c o n c e r n  as t r u s t o r s  of b e i n g  a b l e  to o f f e r  a 
v i a b l e  r e t i r e m e n t  p l a n  as a n i n c e n t i v e  f o r  t h e i r  e m p l o y e e s - - a  
v e r y  d i r e c t  f i n a n c i a l  c o n c e r n  w i t h  the  p e r f o r m a n c e  of the 
f i d u c i a r y .  D e f i c i e n t  f i d u c i a r y  c o n d u c t  by t h e  S t a t e  as t r u s t e e  

t h u s  w o u l d  h a v e  a h i g h  l i k e l i h o o d  of p r o v o k i n g  l i t i g a t i o n  f r o m  
t r u s t o r s  of the r e t i r e m e n t  f u n d s  as w e l l  as t h e i r  b e n e f i c i a r i e s .
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E n d o w m e n t  F u n d s

T h e  P u b l i c  S c h o o l  F u n d  a n d  t h e  U n i v e r s i t y  of A l a s k a  F u n d  are  
e n d o w m e n t  t r u s t  fu nd s.  E n d o w m e n t  f u n d s  a r e  f u n d s  w h i c h  l i m i t  
t h e  e x p e n d i t u r e  of p r i n c i p a l .  T h e s e  t w o  p a r t i c u l a r  e n d o w m e n t  
f u n d s  a r e  p e r m a n e n t  f u n d s .  T h e  p r o p e r t y  p l a c e d  in t r u s t  is 
p l a c e d  in t r u s t  in p e r p e t u i t y .

T h e  t r u s t o r  for t h e s e  t w o  f u n d s  is t h e  f e d e r a l  g o v e r n m e n t  w h i c h  
o r i g i n a l l y  constitute.d t h e  t r u s t s  w i t h  l a n d  g r a n t s .  Th e  S t a t e  
is t he  t r u s t e e .  B e n e f i c i a r i e s  a r e  p u b l i c  e d u c a t i o n  p r o g r a m s  
a n d  t h e  U n i v e r s i t y  of A l a s k a ,  r e s p e c t i v e l y .  A s  d e m o n s t r a t e d  by  
t h e  M e n t a l  H e a l t h  L a n d s  T r u s t  l i t i g a t i o n ,  t h e  u n i v e r s e  of 
a f f e c t e d  p e r s o n s  or p a r t i e s  w h i c h  m i g h t  be c o n s i d e r e d  

b e n e f i c i a r i e s  is p r o b a b l y  v e r y  br oa d.

M a i n  P r o v i s i o n s  of H B  547

T h e  l e g i s l a t i o n  w o u l d  t a k e  f i v e  m a i n  s t e p s  in f u r t h e r a n c e  of 
t h e  g o a l s  of s t r e n g t h e n i n g  t h e  o b s e r v a n c e  of f i d u c i a r y  
r e s p o n s i b i l i t i e s  an d i m p r o v i n g  i n v e s t m e n t  p e r f o r m a n c e  in 

g e n e r a l :

1. p r o v i d e  s t a t u t o r y  u n d e r p i n n i n g  of t h e  t r u s t  s t a t u s  and
f i d u c i a r y  r e s p o n s i b i l i t i e s  of t r u s t  f u n d s ;

D i s c u s s i o n :  f o u r  p r i n c i p a l  e x a m p l e s  of th e
l e g i s l a t i o n ' s  r e i n f o r c e m e n t  of t r u s t  f u n d s  are:

a. d e s i g n a t i o n  of t r u s t  f u n d s  as t r u s t s  in s t a t u t e ;  
c u r r e n t  s t a t u t e s  d o  n o t  i d e n t i f y  t r u s t  f u n d s  as 

such:

b. u p g r a d i n g  the  s t a n d a r d  of p r u d e n c e  r e q u i r e d  of 
f i d u c i a r i e s  to a p r o f e s s i o n a l  l e v e l  and a m p l i f y i n g  
its a p p l i c a t i o n  (see s e c t i o n  20 of t h e  bil l  

a n a l y s i s )

c. r e q u i r i n g  t h e  f i d u c i a r y  to a c t  o n l y  in t h e  
i n t e r e s t s  of a f u n d ' s  b e n e f i c i a r i e s ;  and,

d. r e q u i r i n g  t h a t  i n v e s t m e n t s  be a c q u i r e d  or so ld  at
i n t e r n a t i o n a l l y  c o m p e t i t i v e  m a r k e t  r a t e s  or p r i c e s ;  
c u r r e n t  s t a t u t e s  r e q u i r e  o n l y  c o m p e t i t i v e  n a t i o n a l  

ra te s;  y e t ,  t h e  r e t i r e m e n t  f u n d s  h a v e  s i g n i f i c a n t  
h o l d i n g s  of f o r e i g n  s t o c k s  a n d  c a p i t a l  m a r k e t s  ar e
b e c o m i n g  i n c r e a s i n g l y  i n t e r n a t i o n a l  a t  a r a p i d  rate.
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T h e s e  f o u n d a t i o n  s t o n e s  f o r  a t r u s t  f u n d  a r e  so 
i m p o r t a n t  t h a t  t h e  S t a t e  of C a l i f o r n i a  e n a c t e d  a n  
a m e n d m e n t  p l a c i n g  th e f i r s t  t h r e e  i n  t h e i r  C o n s t i t u t i o n ,  
a p p l i c a b l e  t o a l l  p u b l i c  p e n s i o n  s y s t e m s  in th e st a t e .

2. s t r e n g t h e n  a c c o u n t a b i l i t y ;

D i s c u s s i o n :  f o u r  m a i n  s t e p s  t h e  l e g i s l a t i o n  w o u l d  t a k e  

are:

a. c l a r i f y i n g  t h e  C o m m i s s i o n e r  of R e v e n u e ' s  r o l e  as 
f i d u c i a r y ;  in s o m e  i n s t a n c e s  t h e  s t a t u t e s  c o u l d  be  
r e a d  to a s s i g n  f i d u c i a r y  r e s p o n s i b i l i t i e s  to the 
C o m m i s s i o n e r  of A d m i n i s t r a t i o n ,  th e G o v e r n o r ,  or 
th e  b o a r d s  of t h e  r e t i r e m e n t  s y s t e m s  and  P u b l i c  
S c h o o l  F u n d ;  a f i d u c i a r y  r o l e  f o r  a b o a r d  or 
c o m m i t t e e  is a d e s i r a b l e  m e a n s  of i n c r e a s i n g  
a c c o u n t a b i l i t y ,  p r o v i d e d  t h a t  t h e  b o d y  c o n t a i n s  
p r o f e s s i o n a l  e x p e r t i s e ;  t h e  D e p a r t m e n t  of R e v e n u e  
is d e v e l o p i n g  a p r o p o s a l  f o r  a s t a t e  t r u s t  c o m p a n y  
t h a t  w o u l d  p r o v i d e  s u c h  a s t r u c t u r e ;  in the a b s e n c e  
of a b o d y  w i t h  th e  r e q u i s i t e  e x p e r t i s e ,  d i f f u s i o n  
of f i d u c i a r y  r e s p o n s i b i l i t y  a m o n g  a d m i n i s t r a t i v e  
o f f i c i a l s  or b o a r d s  r e d u c e s  a c c o u n t a b i l i t y  an d  
j e o p a r d i z e s  a d h e r e n c e  to f i d u c i a r y  o b l i g a t i o n s :

b. e s t a b l i s h i n g  l i a b i l i t y  for t he  c o m m i s s i o n e r  or the  
c o m m i s s i o n e r ' s  d e s i g n e e  f or  b r e a c h e s  of f i d u c i a r y  
or o t h e r  i n v e s t m e n t  r e s p o n s i b i l i t i e s ;  l i a b i l i t y  

w o u l d  i n c u d e  c o - f i d u c i a r y  l i a b i l i t y  ( l i a b i l i t y  for 
a c t s  or o m i s s i o n s  of o t h e r  p e r s o n s )  a c c o r d i n g  to 
s t a n d a r d s  t h a t  p a r a l l e l  t h e  f e d e r a l  E R I S A  ( E m p l o y e e  
R e t i r e m e n t  I n c o m e  S e c u r i t y  A c t  of 1974) p r o v i s i o n s  
( E R I S A  g o v e r n s  e m p l o y e e  p e n s i o n  or w e l f a r e  b e n e f i t  
p l a n s  of c o r p o r a t i o n s  an d u n i o n s ) ;  the l i a b i l i t y  
and  i n d e m n i f i c a t i o n  p r o v i s i o n s  of H B  547 r e f l e c t  
th e r e c o m m e n d a t i o n s  of W i l l k i e ,  F a r r  & G a l l a g h e r  
( i n v e s t m e n t  c o u n s e l  to the s t a t e  o n  c o n t r a c t  to t h e  
D e p a r t m e n t  of Lav;) c o n t a i n e d  in  t h e i r  M a r c h  1, 19 88  

m e m o r a n d u m ;

c. r e q u i r i n g ,  a s  a m a t t e r  of s t a t u t e ,  a n n u a l  a u d i t s  by 
a n  i n d e p e n d e n t  f i r m  of c e r t i f i e d  p u b l i c  a c c o u n t a n t s  

of f u n d s  m a n a g e d  by t h e  S t a t e ;  and,

d. r e q u i r i n g ,  a s  a m a t t e r  of s t a t u t e ,  th at  r e p o r t s  on  
th e  c o n d i t i o n  a nd  i n v e s t m e n t  p e r f o r m a n c e  of f u n d s
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m a n a g e d  b y  t h e  S t a t e  be m a d e  t o  t he  r e t i r e m e n t  
b o a r d s . P u b l i c  S c h o o l  F u n d  A d v i s o r y  B o a r d ,  a n d  
U n i v e r s i t y  of A l a s k a  B o a r d  R e g e n t s ;  t h i s  at l e a s t  
w o u l d  a s s u r e  p u b l i c  e x p o s u r e  of i n v e s t m e n t  

a c t i v i t i e s ,  e v e n  t h o u g h  t r u e  a c c o u n t a b i l i t y  w o u l d  
r e q u i r e  c r i t i c a l  r e v i e w  b y  p r o f e s s i o n a l  p e e r s  as 
c o n t a i n e d  in the t r u s t  c o m p a n y  p r o p o s a l .

3. r e p e a l  s t a t u t o r y  i n v e s t m e n t  li st s;

D i s c u s s i o n :  m a k i n g  a n  u p g r a d e d  r u l e  of p r u d e n c e  t h e  
g u i d e  fo r p e r m i s s i b l e  i n v e s t m e n t s  r a t h e r  t h a n  a l e g a l  
l i s t  of s p e c i f i c  i n s t r u m e n t s  a n d  p e r c e n t a g e  a l l o c a t i o n s  
w o u l d  a c c o m p l i s h  two m a i n  t h i n g s :

— d e c r e a s e  r i s k  b y  p e r m i t t i n g  g r e a t e r  
d i v e r s i f i c a t i o n ,  s u b j e c t  to t h e  r u l e  of  
p r u d e n c e ;  and,

— m a x i m i z e  e a r n i n g s  b y  p e r m i t t i n g  g r e a t e r
c o n c e n t r a t i o n  in  t h e  h i g h e s t  y i e l d i n g  a s s e t s ,  
s u b j e c t  to the r u l e  of p r u d e n c e .

S o m e  of the p r o b l e m s  w i t h  a l e g a l  l i s t  are:

1. i n t e r n a l l y  i n c o n s i s t e n t  p r o v i s i o n s ,  as n o t e d  u n d e r  
N e e d  for the L e g i s l a t i o n , i t e m  3, i n  t h i s  m e m o ;

2. c o n f l i c t s  w i t h  th e  r u l e  of p r u d e n c e ,  as n o t e d  u n d e r
N e e d  for the L e g i s l a t i o n , i t e m  4, in t h i s  m e m o ;

3. l e ga l l i s t s  b e c o m e  o u t d a t e d ;  t h i s  is t r u e r  t o d a y
t h a n  e v e r  b e f o re ; n e w  m a r k e t s ,  i n s t r u m e n t s ,  and  
i n v e s t m e n t  t e c h n i q u e s  a r e  b e i n g  d e v e l o p e d  or 
e v o l v i n g  m o r e  r a p i d l y  t h a n  ev e r ;  s o m e  n e w  
d e v e l o p m e n t s  s u c h  as o p t i o n s - - w h i c h  a r e  n o t  
s p e c i f i c a l l y  p e r m i t t e d  by A l a s k a  s t a t u t e s - - o f f e r  an  
i m p r o v e d  m e a n s  to h e d g e  or c o n t r o l  i n v e s t m e n t  risk; 
o t h e r  d e v e l o p m e n t s — s u c h  as t h e  e m e r g e n c e  of a 
t a x a b l e  m u n i c i p a l  b o n d  m a r k e t ,  a r e s u l t  of T a x  
R e f o r m  A c t  of 1 9 8 6 's r e s t r i c t i o n s  o n  t a x - e x e m p t  
d e b t - - p r o v i d e  o p p o r t u n i t i e s  to d i v e r s i f y  p o r t f o l i o s  

f u r t h e r  a n d  a l s o  e a r n  a h i g h e r  r e t u r n  t h a n  
p e r m i t t e d  u n d e r  c u r r e n t  law; a t h i r d  e x a m p l e  is t h e  

w a v e  of p r i v a t i z a t i o n  of g o v e r n m e n t  c o r p o r a t i o n s  
t h a t  is s w e e p i n g  m a n y  E u r o p e a n  c o u n t r i e s ;  t h e  
p u b l i c  s t o c k  o f f e r i n g s  for t h e s e  c o m p a n i e s - - o f t e n
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l ar ge ,  v e r y  p r o f i t a b l e ,  an d f r e q u e n t l y  de f a c t o  or 
l e g i s l a t e d  m o n o p o l i e s — is u s u a l l y  o f f - l i m i t s  u n d e r  
A l a s k a  s t a t u t e s  b e c a u s e  of a r e q u i r e m e n t  t h a t  th e  
c o m p a n y  h a v e  p a i d  d i v i d e n d s  f o r  t h e  l a s t  t h r e e  
y e a r s ;  as g o v e r n m e n t  c o r p o r a t i o n s ,  s u c h  c o m p a n i e s  
u s u a l l y  n e v e r  p a i d  d i v i d e n d s ;

4. l e g a l  l i s t s  h a v e  a l i m i t e d  w i n d o w  of o p p o r t u n i t y  
f o r  r e v i s i o n — e s s e n t i a l l y  120 d a y s  of e a c h  y e a r ,  in 
t h e  s p r i n g ,  w h e n  the  l e g i s l a t u r e  is in s e s s i o n ;  
y e t ,  c a p i t a l  m a r k e t  d e v e l o p m e n t s  c a n  o c c u r  at a n y  
time;

5. l e g a l  l i s t  r e v i s i o n s ,  e v e n  if p r o m p t l y  i n i t i a t e d ,  
o f t e n  i n c u r  s i g n i f i c a n t  d e l a y s  b e f o r e  e n a c t m e n t ;  
ye t ,  t h e  b e s t  r e t u r n s  o f t e n  o c c u r  e a r l y  in the lif e  
of n e w  d e v e l o p m e n t s  b e f o r e  o t h e r  i n v e s t o r s  b e c o m e  
f a m i l i a r  w i t h  t h e  i n v e s t m e n t  or t h e m s e l v e s  r e c e i v e  
a u t h o r i t y  t o  m a k e  s u c h  i n v e s t m e n t s ;  d e l a y  a l s o  
o f t e n  m e a n s  t h a t  a u t h o r i z a t i o n  is out of p h a s e  w i t h  
m a r k e t  c y c l e s ;  a n  e x a m p l e  is g o l d  w h i c h  r e q u i r e d  
t h e  l u s t r e  of a b u l l  m a r k e t  t o  s e c u r e  e n a c t m e n t  of 
i n v e s t m e n t  a u t h o r i t y ;  s u c h  e n a c t m e n t  at t he  p e a k  of 
m a r k e t  c y c l e s  is n o t  an a u s p i c i o u s  w a y  to i n i t i a t e  
i n v e s t m e n t s  in n e w  a r e a s ;

6. l e g a l  l i s t s  m a y  r e s u l t  in t he  d e f e r r a l  or a v o i d a n c e  

of l e g i s l a t i v e  p r o p o s a l s  c o n t a i n i n g  n e e d e d  
r e v i s i o n s  b e c a u s e  of p o t e n t i a l  s p o n s o r s '  c o n c e r n s  
or f e a r s  a b o u t  s o c i a l  or p o l i t i c a l  i s s u e s  b e i n g  
i n j e c t e d  i n t o  t h e  s t a t u t o r y  f r a m e w o r k ;  and,

7. l e g a l  l i s t s  m a y  be a n  i m p e d i m e n t  t o  t h e  a t t r a c t i o n  
a n d  r e t e n t i o n  of h i g h l y  q u a l i f i e d  i n v e s t m e n t  
p e r s o n n e l ;  in a d d i t i o n  to c o m p e r - a t i o n ,  the 
p r e s e n c e  or a b s e n c e  of a l e g a l  l i s t  is one of t h e  
m o r e  i m p o r t a n t  f a c t o r s  i n  s e c u r i n g  c o m p e t e n t  
p r o f e s s i o n a l  s t a f f i n g  f o r  i n v e s t m e n t  p r o g r a m s ;  thi s  
f a c t o r  is b e c o m i n g  m o r e  c r i t i c a l  a s  s t a t e s  a r o u n d  

t h e  c o u n t r y  d r o p  s u c h  li sts.

L e g a l  l i s t s  do n o t  a s s u r e  p r u d e n c e .  I n s t a n c e s  of 
i m p r u d e n t  i n v e s t m e n t  a c t i v i t y  a r e  s e l d o m  i l l e g a l .  T h e  
s t a g g e r i n g  i n v e s t m e n t  l o s s e s  of t h e  C i t y  of S a n  J o s e  

a n d  t h e  l o s s e s  of m a n y  m u n i c i p a l i t i e s  and s c h o o l  
d i s t r i c t s  a r o u n d  t h e  c o u n t r y ,  i n c l u d i n g  A l a s k a ,  in the 
r e p o  m a r k e t  in r e c e n t  y e a r s  r e s u l t e d  f r o m  w i l l f u l l y
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i m p r u d e n t  a c t i o n  or n e g l i g e n c e  d u e  to a l a c k  of 
p r o f e s s i o n a l  c o m p e t e n c e ,  a l l  w i t h i n  th e b o u n d s  of 
a p p l i c a b l e  l e g a l  s t r i c t u r e s .

T h i s  p o i n t s  u p  th e  f a c t  t h a t  t h e  g r e a t e s t  a s s u r a n c e  of 
p r u d e n c e  lies  w i t h  h a v i n g  p r o f e s s i o n a l  c a r e e r  
i n v e s t m e n t  s t a f f .  It a l s o  r e q u i r e s  c l e a r  
a c c o u n t a b i l i t y ,  o u t s i d e  p r o f e s s i o n a l  r e v i e w ,  an d p u b l i c  
r e p o r t i n g ,  d i s c l o s u r e ,  a n d  e x p o s u r e — m e a s u r e s  t h a t  
w o u l d  be i m p l e m e n t e d  u n d e r  the p r o p o s e d  l e g i s l a t i o n .

T h e  n u m b e r  of p e n s i o n  f u n d s  an d  o t h e r  i n s t i t u t i o n a l  
i n v e s t m e n t  f u n d s  w h i c h  o p e r a t e  u n d e r  a l e g a l  li st  has 

b e c o m e  a s m a l l  m i n o r i t y :

1. the  E m p l o y e e  R e t i r e m e n t  I n c o m e  S e c u r i t y  A c t  of  1974  
( " E R I S A " ) ,  w h i c h  g o v e r n s  e m p l o y e e  p e n s i o n  or 
w e l f a r e  b e n e f i t  p l a n s  of c o r p o r a t i o n s  a n d  u n i o n s ,  
r e j e c t e d  the i m p o s i t i o n  of a l e g a l  list; the 
p r e a m b l e  to E R I S A  r e g u l a t i o n s  s t a t e s

"the  D e p a r t m e n t  (of L a b o r )  d o e s  no t  
c o n s i d e r  it a p p r o p r i a t e  to i n c l u d e  in 
the r e g u l a t i o n  a n y  list  of i n v e s t­
m e n t s ,  c l a s s e s  of i n v e s t m e n t s ,  or 

i n v e s t m e n t  t e c h n i q u e s  t h a t  m i g h t  be 
p e r m i s s i b l e  u n d e r  th e ' p r u d e n c e '  rule.

No  s u c h  l i st  c o u l d  be c o m p l e t e . "

2. the T a x  R e f o r m  A c t  of 1969 l i k e w i s e  a v o i d e d  a le g a l
l i s t  in e s t a b l i s h i n g  r u l e s  g o v e r n i n g  i n v e s t m e n t s  
for p r i v a t e  f o u n d a t i o n s ;  s e c t i o n  5 3 . 4 9 4 4 - l ( a ) (2) of 

IRS r e g u l a t i o n s  s t a t e s

"No c a t e g o r y  of i n v e s t m e n t s  s h a l l  be 
t r e a t e d  as a p er  se v i o l a t i o n  of 

s e c t i o n  4 9 4 4 . "

3. the U n i f o r m  M a n a g e m e n t  of I n s t i t u t i o n a l  F u n d s  A c t  
(" U M I F A " ) — p r o m u l g a t e d  in 1972, a d o p t e d  by  28 
s t a t e s ,  a n d  a p p l i c a b l e  to e n d o w m e n t s  of u n i v e r s i ­
ties, h o s p i t a l s ,  a n d  r e l i g i o u s  or o t h e r  c h a r i t a b l e  
i n s t i t u t i o n s - - i n  s e c t i o n  6 e s t a b l i s h e s  a r u l e  of 

p r u d e n c e  as t h e  s o l e  i n v e s t m e n t  g u i d e l i n e ;

4. a M a y ,  1 9 8 6  s u r v e y  by t he  N a t i o n a l  C o n f e r e n c e  of
S t a t e  L e g i s l a t u r e s  i n d i c a t e s  23 s t a t e s  d o  no t h a v e
l e g a l  l i s t s  f o r  t h e i r  r e t i r e m e n t  funds ;
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5. w i t h i n  A l a s k a  s t a t e  g o v e r n m e n t ,  t h e r e  a r e  t h r e e  
S t a t e  c o r p o r a t i o n s  t h a t  do n o t  h a v e  l e g a l  l i s t s  

r e s t r i c t i n g  t h e i r  i n v e s t m e n t  p o w e r s - - t h e  A l a s k a  
R a i l r o a d  C o r p o r a t i o n ,  A l a s k a  P o w e r  A u t h o r i t y ,  and 
A l a s k a  I n d u s t r i a l  D e v e l o p m e n t  A u t h o r i t y .

T h e  c a s e  for j e t t i s o n i n g  l e g a l  l i s t s  has b e e n  s t a t e d  b y  
G i r a r d  M i l l e r ,  a u t h o r  of I n v e s t i n g  P u b l i c  F u n d s , 
p u b l i s h e d  by th e G o v e r n m e n t  F i n a n c e  O f f i c e r s  
A s s o c i a t i o n  ( " G F O A " ),

" I n v e s t m e n t  r e s e a r c h  h a s  d e m o n s t r a t e d  
t h a t  f u l l y  d i v e r s i f i e d  an d  b a l a n c e d  
p o r t f o l i o s  o u t - p e r f o r m  o n e - d i m e n s i o n a l  
p o r t f o l i o s  o v e r  l o n g  t i m e  p e r i o d s ,  a n d  
t h a t  r i s k  is b e s t  c o n t r o l l e d  by i n c l u d i n g  
a s s e t s  t h a t  b e h a v e  i n d e p e n d e n t l y  in 
d i f f e r e n t  m a r k e t  e n v i r o n m e n t s .  S t a t e  
laws  t h a t  c o n f i n e  l o c a l  p e n s i o n  p l a n s  to 
n a r r o w l y  d e f i n e d  l i s t s  of p e r m i t t e d  
i n v e s t m e n t s  a r e  t h e r e f o r e  a r c h a i c ,  a n d  
u s u a l l y  w o r k  o n l y  to t h e  b e n e f i t  of th e  
i n d u s t r i e s  and v e n d o r s  w h o s e  p r o d u c t s  
h o l d  a m o n o p o l y  p o s i t i o n .  A c c o r d i n g l y ,
35 r e f o r m - m i n d e d  s t a t e s  h a v e  a d o p t e d  

'p ru d e n t  p e r s o n 1 l a n g u a g e  f o r  t h e i r  s t a t e  
p e n s i o n  pl a n s .  A  f e w  s t a t e s ,  i n c l u d i n g  
C a l i f o r n i a ,  I o w a  a n d  M i s s o u r i ,  h a v e  
a d o p t e d  s i m i l a r  l a n g u a g e  fo r t h e i r  l o ca l  
g o v e r n m e n t  r e t i r e m e n t  s y s t e m s .  P u b l i c  
o f f i c i a l s  in o t h e r  s t a t e s  s h o u l d  t a k e  
n o t i c e  a n d  c a m p a i g n  for s i m i l a r  l e g i s l a­
tion. M o d e r n  e x p e r i e n c e  ha s s h o w n  t h a t  
n e w  i n v e s t m e n t  i n s t r u m e n t s  a n d  s t r a t e g i e s  
e m e r g e  f a s t e r  t h a n  t he  l e g i s l a t u r e s  c a n  
act, so t h e  t i m e  h a s  c o m e  f o r  t he  a u t h o r­
ity to m a k e  p r u d e n t  d e c i s i o n s  to be 
d e l e g a t e d  to t h o s e  w h o  w i l l  be r e s p o n s i­
ble: the l o c a l  g o v e r n m e n t  o f f i c i a l s  and
r e p r e s e n t a t i v e s  of the b e n e f i c i a r i e s . "

an d b y  A s s e m b l y m a n  L o u i s  P a p a n ,  a u t h o r  of the C a l i f o r n i a  
C o n s t i t u t i o n a l  a m e n d m e n t  w h i c h  m a k e s  th e p r u d e n t  p e r s o n  

r u l e  the s o l e  r e s t r i c t i o n  o n  i n v e s t m e n t s  of s t a t e  or 

l o c a l  g o v e r n m e n t  r e t i r e m e n t  pl a n s .
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" T hi s m e a s u r e  a d o p t s  t he  p r o v e n ,  c o n s e r v a­
t i v e  f e d e r a l  a p p r o a c h  w h i c h  c u t s  r i s k s  by 
a l l o w i n g  g r e a t e r  v a r i e t y  if t h e  d i c t a t e s  
of p r u d e n t  j u d g m e n t  a r e  m e t " ( e m p h a s i s  in 

o r i g i n a l ) .

A t t a c h e d  a r e  w r i t t e n  c o m m u n i c a t i o n s  f r o m  C i t i b a n k ,
J. P. M o r g a n  I n v e s t m e n t ,  F r e d  A l g e r  M a n a g e m e n t ,  an d  
I n v e s c o  C a p i t a l  M a n a g e m e n t — f i r m s  w h i c h  m a n a g e  c o m m o n  
s t o c k  i n v e s t m e n t s  fo r  c e r t a i n  S t a t e  f u n d s — w h i c h  
p r o v i d e  t h e i r  a n a l y s e s  or p e r c e p t i o n s  of t h e  e f f e c t s  on 
i n v e s t m e n t  p e r f o r m a n c e  of s o m e  of th e S t a t e ' s  s t a t u t o r y  
r e s t r i c t i o n s .

A l s o  a t t a c h e d  a r e  m i n u t e s  f r o m  t h e  M a r c h  24, 1 9 8 7  
m e e t i n g  of t h e  r e t i r e m e n t  b o a r d s  of t h e  P u b l i c  
E m p l o y e e s '  and  T e a c h e r s '  R e t i r e m e n t  S y s t e m s  at w h i c h  
t h e  p r o p o s e d  l e g i s l a t i o n ,  i n c l u d i n g  t h e  t r u s t  c o m p a n y  
c o n c e p t ,  w a s  d i s c u s s e d .

4. p r o v i d e  fo r c o m p e t i t i v e  c o m p e n s a t i o n  f or  i n v e s t m e n t  
st a f f ;

D i s c u s s i o n :  as i n d i c a t e d  b y  t h e  d i s c u s s i o n  u n d e r  N e e d  
fo r t he  L e g i s l a t i o n , i t e m  6, i n  t h i s  m e m o  an d in th e  

a t t a c h e d  m e m o  of J u n e  19, 1987, c u r r e n t  S t a t e  s a l a r i e s  
a r e  n o t  c o m p e t i t i v e  for t o p  f l i g h t  i n v e s t m e n t  p r o f e s­

s i o n a l s ;  n o t  o n l y  is the p a y  b e t t e r  e l s e w h e r e ,  but, in 
w h a t  m a y  be a n  e m e r g i n g  t r e n d ,  f o u r  s t a t e s ,  i n c l u d i n g  
C a l i f o r n i a ,  S o u t h  D a k o t a ,  an d V i r g i n i a  h a v e  i n s t i t u t e d  
p e r f o r m a n c e - b a s e d  c o m p e n s a t i o n  or b o n u s e s  fo r i n v e s t­
m e n t  p e r s o n n e l .

R e c r u i t m e n t  a n d  r e t e n t i o n  of S t a t e  i n v e s t m e n t  s t a f f  is 
d i f f i c u l t  e n o u g h  g i v e n  A l a s k a ' s  c l i m a t e ,  r e m o t e n e s s  
f r o m  f i n a n c i a l  c e n t e r s  a n d  m e t r o p o l i t a n  a re as , l a c k  of 
p e e r s  w i t h  w h i c h  to a s s o c i a t e ,  l a c k  of o p p o r t u n i t i e s  
for  c a r e e r  a d v a n c e m e n t ,  a n d  h i g h e r  c o s t  of l i v i n g  as 
w e l l  as the b u r e a u c r a t i c  a n d  p o l i t i c a l  b u r d e n s  a s s o c i­
a t e d  w i t h  w o r k i n g  for s t a t e  g o v e r n m e n t ;  it w o u l d  be 
q u i t e  r e a s o n a b l e  for t h e  a v e r a g e  i n v e s t m e n t  p r o f e s s i o n a l  
to e x p e c t  b e t t e r  t h a n  a v e r a g e  c o m p e n s a t i o n  to l o c a t e  in 
J u n e a u ,  just to o f f s e t  s o m e  of t h e  p e r c e i v e d  d r a w b a c k s .

R e c r u i t m e n t  of t r u l y  o u t s t a n d i n g  i n d i v i d u a l s  r e q u i r e s  
c o m p e n s a t i o n  of a w h o l l y  d i f f e r e n t  m a g n i t u d e ;  yet , g i v e n  
th e  s i z e  of f u n d s  u n d e r  m a n a g e m e n t ,  th e p o t e n t i a l



The Honorable Hugh Malone
M a r c h  30. 1988
Page 13

i n c r e a s e s  in e a r n i n g s ,  a n d  the S t a t e ' s  f i d u c i a r y  o b l i g a ­
t i o n s  w h e r e  t r u s t  f u n d s  a r e  i n v o l v e d ,  it is a v a l i d  
q u e s t i o n  w h e t h e r  the S t a t e  c a n  a f f o r d  n o t  to s e e k  t he  
m o s t  q u a l i f i e d  i n v e s t m e n t  t a l e n t  it c a n  find; t he  f a c t  
t h a t  th e c o s t  of s u c h  p e r s o n n e l  w o u l d  be p a i d  m o s t l y  
f r o m  r e t i r e m e n t  a n d  o t h e r  t r u s t  f u n d  m o n i e s  l e n d s  
s u p p o r t  to t h i s  idea.

T h e  l e g i s l a t i o n  w o u l d  a d d r e s s  t h e s e  p r o b l e m s  by t r a n s­
f e r r i n g  State, i n v e s t m e n t  o f f i c e r s  f r o m  t h e  p a r t i a l l y -  
e x e m p t  to t h e  e x e m p t  s e r v i c e ;  t h i s  w o u l d  f r e e  the 
e s t a b l i s h m e n t  of c o m p e n s a t i o n  f r o m  t h e  S t a t e  s a l a r y  
s c h e d u l e .

5. e x e m p t  p r o f e s s i o n a l  s e r v i c e s  c o n t r a c t s  w h i c h  are 
d e l e g a t i o n s  of i n v e s t m e n t  a u t h o r i t y  f r o m  the 
r e q u i r e m e n t s  of t h e  S t a t e  P r o c u r e m e n t  Code ;

D i s c u s s i o n :  d e l a y s  in th e r e v i e w  a n d  a p p r o v a l  p r o c e s s  
by t he  D e p a r t m e n t  of A d m i n i s t r a t i o n  or t h ei r r e q u i r e m e n t  
to i n i t i a t e  a n d  c o m p l e t e  a n e w  s e l e c t i o n  of c o n t r a c t o r s  
w i t h i n  a p a r t i c u l a r  t i m e  f r a m e  c a n  w r e a k  h a v o c  w i t h  t h e  
i m p l e m e n t a t i o n  of i n v e s t m e n t  s t r a t e g i e s ,  the r e a c t i o n  
to s u d d e n  m a r k e t  m o v e s  or d e v e l o p m e n t s ,  or t h e  e x e c u t i o n  
of o t h e r  c r i t i c a l  t a s k s  t h a t  a r e  in p r o c e s s ;  the s u b ­

s t a n t i a l  d o c u m e n t a t i o n  an d f o r m a l i t y  of t h e  c o n t r a c t i n g  
p r o c e s s  as i m p l e m e n t e d  u n d e r  t h e  D e p a r t m e n t  of A d m i n i s ­
t r a t i o n ' s  p r o c e d u r e s  is n o t  a p r o d u c t i v e  us e of i n v e s t­
m e n t  o f f i c e r s '  time; t h e i r  c o n v e r s i o n  f r o m  i n v e s t m e n t  
o f f i c e r s  to c o n t r a c t i n g  o f f i c e r s  c a n  be v e r y  d e t r i m e n t a l  
to the e a r n i n g s  t h e  S t a t e  r e c e i v e s  f r o m  its i n v e s t m e n t s .

In p l a c e  of t h e  P r o c u r e m e n t  Co d e ,  r e g u l a t i o n s  w o u l d  be 

a d o p t e d  to p r o v i d e  t h a t  c o n t r a c t o r  s e l e c t i o n  be o n  a 
c o m p e t i t i v e  b a s i s ;  m o s t  c o n t r a c t s  f o r  i n v e s t m e n t  m a n a g e ­
m e n t  s e r v i c e s  a re  s u b j e c t  t o  i n d e p e n d e n t  p e r i o d i c  
p e r f o r m a n c e  e v a l u a t i o n ,  w h i c h  w o u l d  n o r m a l l y  be t h e  
b a s i s  f or  t h e i r  c o n t i n u a t i o n  or t e r m i n a t i o n ;  a s s u r a n c e  
of n o t  o n l y  p r o p e r  b u t  a l s o  the m o s t  c o n s c i e n t i o u s  
p o s s i b l e  s e l e c t i o n  of c o n t r a c t o r s  f o l l o w s  f r o m  the  
m a n d a t e s  of f i d u c i a r y  r e s p o n s i b i l i t i e s  a n d  th e r u l e  of 

p r u d e n c e  in a n y  e ve nt .

M B B / g b

A t t a c h m e n t
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The various funds invested by the Department of Revenue or independent corporations 
have different elements in common. Trust funds have more specialized requirements 
and duties than other funds. Endowment funds have even more specialized 
requirements and duties than other types of trust funds such as retirement funds. 
The following schematic shows the statutory references used in the bill to invoke 
common provisions rather than repeat such provisions throughout Alaska Statutes.

Endowment Trust All
Funds Funds Funds
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of misconduct or unauthorized editing have 
been raised.2

Thus, we conclude the testimony of the 
officers was properly admitted in District 
Court; it is unnecessary to remand to the 
trial court for another hearing.

The judgment of the Superior Court is 
reversed; the verdict of the jury is reinstat­
ed.

THOMPSON and REED, JJ., concur.

( a  fllrHUXBltSVlTIM)

BAKER BOYER NATIONAL 
BANK, Appellant,

v.

Richard GARVER, Russell R. Carver, 
and Gregory L. Garver, Respondents 

and Cross Appellants.

No. 6404—2—III.

Court of Appeals of Washington, 
Division 3, Panel Two.

May 15, 1986.

Trustee petitioned for approval of final 
accounting and remaindermen objected, 
alleging mismanagement of trusts. The 
Superior Court, Walla Walla County, Yan­
cey Reser, J.f surcharged the trustee for 
failing to properly diversify trust assets 
and for unauthorized transfer of trust 
property. Trustee appealed, and life estate 
holder and remaindermen cross-appealed. 
The Court of Appeals, Munson, J., held 
that: (1) trustee was under a duty to diver­
sify trust investments pursuant to statuto­
rily codified prudent investor rule; (2) 
granting remaindermen attorney fees and 
expenses and denying trustee its trustee 
and attorney fees was proper, given resolu-

2. Because we find admissibility of the testimony 
proper under Rupe, it is not necessary to  ad> 
dress the State's argument under the RCW 9.73.-

tion of surcharge issue; (3) trustee which 
had purportedly conveyed one-half interest 
in land that was not held in trust would be 
required to compensate for damages result­
ing from bringing quiet title action against 
party to whom land was purportedly con­
veyed; and (4) court should have con­
sidered in damage award lost appreciation 
in equity securities that would have been 
realized but for the trustee's improper fail­
ure to diversify.

Affirmed in part; remanded in part; 
and reversed in part.

Green, CJ., filed dissenting opinion.

1. Trusts <5=217.3(6)
Trustee is under a duty to diversify 

trust investments, subject to at least two 
exceptions of express provision by settlor 
relieving trustee of duty to diversify or 
circumstances dictating that it is not pru­
dent to diversify, under prudent investor 
rule codified- by statute. West's RCWA 
30.24.020 (now RCWA 11.100.020).

2. Trusts <5=217.3(6)
Any new standards of care created by 

Trust Act statute setting out "total asset” 
approach to investment of assets by fiduci­
aries in considering whether there has been 
sufficient diversification applied only from 
effective date of January 1, 1985, even 
though the statutory provisions applied to 
instruments created before that time. 
West's RCWA 11.100.020, 11.100.050.

3. Appeal and Error <5=758.1
Finding of fact that appellant did not 

assign error to in its opening brief was a 
verity on appeal, even though appellant 
claimed in its reply brief that finding of 
fact was not supported by substantial evi­
dence.

4. Trusts <S=>262
Evidence supported finding that trust­

ee did not consciously balance risk and 
advantages, weighing the amount invested

030(2) exception, recording of threats of extor­
tion, blackmail, or bodily harm.
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Amendmcnti P.L. 98-369, § 75(a): t
P L  99-514 § 180S(cXO' Act Sec. 75(a) added Code Sec. 386 lo read as above.

ActSec. IBOJ(cXl) amended Code Sec. 386 by redesignal- ™ e \ bove »n>endment applies.to, distributions, rulesing subsection <d) as subsection (e) and by inserting after and exchanges made after March 31. 1984. in tax yean
subsection (c) new subsection (d) to read as above. ending aher ,uch date>

The above amendment is effective as if included in the 
provision of P.L. 98-369 to which such amendment relates.

Subchapter D—Deferred Compensation, Etc.
Part I. Pension, profit-sharing, stock bonus plans, etc.
Part I I . Certain slock options.

PAR T  I— PENS ION , PROF IT -SHAR ING , STOCK BONUS 
PLANS , ETC.

Subpart A— General Rule

Sec. 401. Qualified pension, profit-sharing, and stock bonus plans.
Sec. 402. Taxability of beneficiary of employees' trust.
Sec. 403. Taxation of employee annuities.
Sec. 404. Deduction for contributions of an employer to an employees' trust or annuity plan and 

compensation under a dcferred-payment plan.
Sec. 404A. Deduction for certain foreign deferred compensation plans.
Sec. 405. Employees of foreign affiliates covered by section 3121(1) agreements.
Sec. 407. Certain employees of domestic subsidiaries engaged in business outside the United States.
Sec. 408. Individual retirement accounts.
Sec. 409A. Qualifications for tax credit employee stock ownership plans.

[Sec. 401]

SEC. 401. Q UAL IF IED  PENSION, PROFIT-SHARING, AND STOCK BONUS PLANS.

[Sec. 401(a)]

(a ) R e q u ir e m e n t s  fo r  Qu a l if ic a t io n .—A trust created or organized in the United States and
forming part of a stock bonus, pension, or profit-sharing plan of an employer for the exclusive benefit of
his employees or their beneficiaries shall constitute a qualified trust under this section—

(1) if contributions are made to the trust by such employer, or employees, or both, or by another 
employer who is entitled to deduct his contributions under section 404 (a ) (3 ) (B ) (relating to 
deduction for contributions to profit-sharing and slock bonus plans), for the purpose of distributing to 
such employees or their beneficiaries the corpus and income of the fund accumulated by the trust in 
accordance with such plan;

(2 ) if under the trust instrument it is impossible, at any time prior to the satisfaction of all 
liabilities with respect to employees and their beneficiaries under the trust, for any part of the corpus 
or income to be (within the taxable year or thereafter) used for, or diverted to, purposes other than for 
the exclusive benefit of his employees or their beneficiaries (but this paragraph shall not be 
construed, in the case of a multiemployer plan, to prohibit the return of a contribution within 6 
months after the plan administrator determines that the contribution was made by a mistake of fact 
or law (other than a mistake relating to whether the plan is described in section 401(a) or the trust 
which is part of such plan is exempt from taxation under section 501(a), or the return of any 
withdrawal liability payment determined to be an overpayment within 6  months of such 
determination));

(3 ) if the plan of which such trust is a part satisfies the requirements of section 410 (relating to 
minimum participation standards); and

(4 ) if the contr,uutions or benefits provided under the plan do not discriminate in favor of 
employees who arc—

S e c . 4 0 1  ©1986, Commerce Clearing House. Inc.



R e s o l u t i o n  R e g a r d i n g  L e g i s l a t i o n  R e l a t i n g  

t o  t h e  C o m m i s s i o n e r  o f  R e v e n u e ' s  

I n v e s t m e n t  P o w e r s  a n d  D u t i e s

P u b l i c  E m p l o y e e s '  R e t i r e m e n t  B o a r d

W H E R E A S ,  t h e  P u b l i c  E m p l o y e e s '  R e t i r e m e n t  ( " P E R S " )  B o a r d  i s  

a u t h o r i z e d  b y  A S  3 9 . 3 5 . 0 4 0 ( 3 )  t o  c o n s i d e r  a n d  a d o p t  r e s o l u t i o n s  

r e g a r d i n g  r e v i s i o n s  o f  C h a p t e r  3 9 . 3 5  o f  t h e  A l a s k a  S t a t u t e s ;

W H E R E A S ,  t h e  P E R S  B o a r d  h a s  r e v i e w e d  a n d  c o n s i d e r e d  d r a f t  

l e g i s l a t i o n  f o r  a n  A c t  e n t i t l e d  " A n  A c t  r e l a t i n g  t o  t h e  

C o m m i s s i o n e r  o f  R e v e n u e ' s  i n v e s t m e n t  p o w e r s  a n d  d u t i e s ,  a n d  

p r o v i d i n g  f o r  a n  e f f e c t i v e  d a t e . "  ( t h e  " L e g i s l a t i o n " ) ;

W H E R E A S ,  t h e  L e g i s l a t i o n  s i g n i f i c a n t l y  r e i n f o r c e s  t h e  t r u s t  

s t a t u s  o f  t h e  P E R S  r e t i r e m e n t  f u n d  b y ;

a )  d e s i g n a t i n g  t h e  f u n d  a s  a  t r u s t  f u n d ;

b )  u p g r a d i n g  t h e  s t a n d a r d  o f  p r u d e n c e  r e q u i r e d  o f  t h e  

f u n d ' s  f i d u c i a r y ;  a n d

c )  r e q u i r i n g  t h e  f u n d ' s  f i d u c i a r y  t o  a c t  o n l y  i n  t h e  

i n t e r e s t s  o f  t h e  f u n d ' s  b e n e f i c i a r i e s ;

W H E R E A S ,  t h e  L e g i s l a t i o n  s t r e n g t h e n s  a c c o u n t a b i l i t y  f o r  

i n v e s t m e n t  o f  t h e  f u n d  b y :

a )  c l a r i f y i n g  t h e  C o m m i s s i o n e r  o f  R e v e n u e ' s  r o l e  a s  t h e  

f i d u c i a r y  f o r  t h e  f u n d ;

b )  r e q u i r i n g  a n n u a l  a u d i t s  o f  t h e  f u n d ;  a n d

c )  r e q u i r i n g  r e p o r t s  o n  t h e  c o n d i t i o n  a n d  i n v e s t m e n t  

p e r f o r m a n c e  o f  t h e  f u n d ;

W H E R E A S ,  t h e  L e g i s l a t i o n  r e m o v e s  i m p e d i m e n t s  t o  t h e  a b i l i t y  o f  

t h e  f i d u c i a r y ,  s u b j e c t  t o  t h e  s t a n d a r d s  o f  p r o f e s s i o n a l  

p r u d e n c e ,  t o :

a )  d i v e r s i f y  f u n d  a s s e t s  a m o n g  t h e  f u l l  r a n g e  o f  

i n v e s t m e n t  o p p o r t u n i t i e s ;  a n d

b )  m a x i m i z e  i n v e s t m e n t  i n c o m e  o f  t h e  f u n d  o v e r  t h e  l o n g  r u n

b y  r e p e a l i n g  s t a t u t o r y  s p e c i f i c a t i o n  o f  p e r m i s s i b l e  i n v e s t m e n t  

c l a s s e s  a n d  p e r c e n t a g e  a l l o c a t i o n s  t o  p a r t i c u l a r  c l a s s e s ;



W H E R E A S ,  t h e  L e g i s l a t i o n  a s s i s t s  t h e  r e c r u i t m e n t  a n d  r e t e n t i o n  

o f  h i g h l y  q u a l i f i e d  p r o f e s s i o n a l  i n v e s t m e n t  s t a f f  b y  p l a c i n g  

t h e m  i n  t h e  e x e m p t  s e r v i c e ,  p e r m i t t i n g  t h e  e s t a b l i s h m e n t  o f  

c o m p e t i t i v e  c o m p e n s a t i o n ;  a n d

W H E R E A S ,  t h e  L e g i s l a t i o n  p r o v i d e s  f o r  t i m e l y  e x e c u t i o n  o f  

i n v e s t m e n t  s t r a t e g i e s  b y  e x e m p t i n g  p r o f e s s i o n a l  s e r v i c e s  

c o n t r a c t s  w h i c h  a r e  d e l e g a t i o n s  o f  i n v e s t m e n t  a u t h o r i t y  f r o m  

t h e  r e q u i r e m e n t s  o f  t h e  S t a t e  P r o c u r e m e n t  C o d e ,  A S  3 6 . 3 0 ;  a n d

W H E R E A S ,  t h e  i m p r o v e m e n t  i n  i n v e s t m e n t  r e t u r n s  t h a t  c a n  b e  

e x p e c t e d  a s  a  r e s u l t  o f  t h e  L e g i s l a t i o n  w i l l  b e  o f  c r i t i c a l  

i m p o r t a n c e  t o  P E R S  b e n e f i c i a r i e s  a n d  e m p l o y e r s  a s  S t a t e  

p e t r o l e u m  r e v e n u e s  d e c l i n e ,

B E  I T  H E R E B Y  R E S O L V E D  b y  t h e  P E R S  B o a r d  t h a t  t h e  B o a r d  s u p p o r t s  

i n t r o d u c t i o n ,  p a s s a g e ,  a n d  e n a c t m e n t  i n t o  l a w  o f  l e g i s l a t i o n  

c o n t a i n i n g  s u b s t a n t i a l l y  t h e  s a m e  p r o v i s i o n s  a s  t h e  d r a f t  

L e g i s l a t i o n .

D A T E D  t h i s  f l a y  o f  N o v e m b e r .  1 9 8 7 .



T e a c h e r s '  R e t i r e m e n t  B o a r d

R e s o l u t i o n  R e g a r d i n g  L e g i s l a t i o n  R e l a t i n g  

t o  t h e  C o m m i s s i o n e r  o f  R e v e n u e ' s  

I n v e s t m e n t  P o w e r s  a n d  D u t i e s

W H E R E A S , . t h e  T e a c h e r s '  R e t i r e m e n t  ( " T R S " )  B o a r d  i s  a u t h o r i z e d  

b y  A S  1 4 . 2 5 . 0 3 5 ( e )  t o  c o n s i d e r  a n d  a d o p t  r e s o l u t i o n s  r e g a r d i n g  

r e v i s i o n s  o f  C h a p t e r  1 4 . 2 5  o f  t h e  A l a s k a  S t a t u t e s ;

W H E R E A S ,  t h e  T R S  B o a r d  h a s  r e v i e w e d  a n d  c o n s i d e r e d  d r a f t  

l e g i s l a t i o n  f o r  a n  A c t  e n t i t l e d  " A n  A c t  r e l a t i n g  t o  t h e  

C o m m i s s i o n e r  o f  R e v e n u e ' s  i n v e s t m e n t  p o w e r s  a n d  d u t i e s ,  a n d  

p r o v i d i n g  f o r  a n  e f f e c t i v e  d a t e . "  ( t h e  " L e g i s l a t i o n " ) ;

W H E R E A S ,  t h e  L e g i s l a t i o n  s i g n i f i c a n t l y  r e i n f o r c e s  t h e  t r u s t  

s t a t u s  o f  t h e  T R S  r e t i r e m e n t  f u n d  b y :

a )  d e s i g n a t i n g  t h e  f u n d  a s  a  t r u s t  f u n d ;

b )  u p g r a d i n g  t h e  s t a n d a r d  o f  p r u d e n c e  r e q u i r e d  o f  t h e  

f u n d ' s  f i d u c i a r y ;  a n d

c )  r e q u i r i n g  t h e  f u n d ' s  f i d u c i a r y  t o  a c t  o n l y  i n  t h e  

i n t e r e s t s  o f  t h e  f u n d ' s  b e n e f i c i a r i e s ;

W H E R E A S ,  t h e  L e g i s l a t i o n  s t r e n g t h e n s  a c c o u n t a b i l i t y  f o r  

i n v e s t m e n t  o f  t h e  f u n d  b y :

a )  c l a r i f y i n g  t h e  C o m m i s s i o n e r  o f  R e v e n u e ' s  r o l e  a s  t h e  

f i d u c i a r y  f o r  t h e  f u n d :

b )  r e q u i r i n g  a n n u a l  a u d i t s  o f  t h e  f u n d :  a n d

c )  r e q u i r i n g  r e p o r t s  o n  t h e  c o n d i t i o n  a n d  i n v e s t m e n t  

p e r f o r m a n c e  o f  t h e  f u n d ;

W H E R E A S ,  t h e  L e g i s l a t i o n  r e m o v e s  i m p e d i m e n t s  t o  t h e  a b i l i t y  o f  

t h e  f i d u c i a r y ,  s u b j e c t  t o  t h e  s t a n d a r d s  o f  p r o f e s s i o n a l  

p r u d e n c e ,  t o

a )  d i v e r s i f y  f u n d  a s s e t s  a m o n g  t h e  f u l l  r a n g e  o f  

i n v e s t m e n t  o p p o r t u n i t i e s ;  a n d

b )  m a x i m i z e  i n v e s t m e n t  i n c o m e  o f  t h e  f u n d  o v e r  t h e  l o n g  r u n

b y  r e p e a l i n g  s t a t u t o r y  s p e c i f i c a t i o n  o f  p e r m i s s i b l e  i n v e s t m e n t  

c l a s s e s  a n d  p e r c e n t a g e  a l l o c a t i o n s  t o  p a r t i c u l a r  c l a s s e s ;



W H E R E A S ,  t h e  L e g i s l a t i o n  a s s i s t s  t h e  r e c r u i t m e n t  a n d  r e t e n t i o n  

o f  h i g h l y  q u a l i f i e d  p r o f e s s i o n a l  i n v e s t m e n t  s t a f f  b y  p l a c i n g  

t h e m  i n  t h e  e x e m p t  s e r v i c e ,  p e r m i t t i n g  t h e  e s t a b l i s h m e n t  o f  

c o m p e t i t i v e  c o m p e n s a t i o n ;  a n d

W H E R E A S ,  t h e  L e g i s l a t i o n  p r o v i d e s  f o r  t i m e l y  e x e c u t i o n  o f  

i n v e s t m e n t  s t r a t e g i e s  b y  e x e m p t i n g  p r o f e s s i o n a l  s e r v i c e s  

c o n t r a c t s  w h i c h  a r e  d e l e g a t i o n s  o f  i n v e s t m e n t  a u t h o r i t y  f r o m  

t h e  r e q u i r e m e n t s  o f  t h e  S t a t e  P r o c u r e m e n t  C o d e ,  A S  3 6 . 3 0 ;  a n d

W H E R E A S ,  t h e  i m p r o v e m e n t  i n  i n v e s t m e n t  r e t u r n s  t h a t  c a n  b e  

e x p e c t e d  a s  a  r e s u l t  o f  t h e  L e g i s l a t i o n  w i l l  b e  o f  c r i t i c a l  

i m p o r t a n c e  t o  T R S  b e n e f i c i a r i e s  a n d  e m p l o y e r s  a s  S t a t e  

p e t r o l e u m  r e v e n u e s  d e c l i n e .

B E  I T  H E R E B Y  R E S O L V E D  b y  t h e  T R S  B o a r d  t h a t  t h e  B o a r d  s u p p o r t s  

i n t r o d u c t i o n ,  p a s s a g e ,  a n d  e n a c t m e n t  i n t o  l a w  o f  l e g i s l a t i o n  

c o n t a i n i n g  s u b s t a n t i a l l y  t h e  s a m e  p r o v i s i o n s  a s  t h e  d r a f t  

L e g i s l a t i o n .

D A T E D  t h i s d a y  o f  N o v e m b e r ,  1 9 8 7 .

T E A C H E R S '  R E T I R E M E N T  B O A R D
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By Rep. NIILO KOPONEN
The House majority supports the 

collective bargaining process, but 
we’ve bad a firestorm of c r it ic ism . 
la te ly.

A group of us urged that $41 m il­
lion be restored in the House budget 
to pay fo r anticipated personnel 
costs. However, a m a jo rity o f mem­
bers fe lt that while they supported 
collective bargaining, the inclusion 
o f a specific sum was itse lf a viola­
tion o f that process because it pre­
judged the result. So we included the 
follow ing intent statement in the 

- budget supporting the collective bar- 
; gaining process and requesting that 
{the administration submit a supple-1 
jm en ta ry  appropriation or the neces- 
's a ry  amount. • ' .  :
j/ "The legislature continues to sup­
po rt the collective bargaining prd- 

| cess established fo r state employees 
r and believes that employee compen- 
{sation should be established as a re­
sult o f the collective bargaining pro- 

i cess and not the legislative budget 
I process. I t  is the intent of the lcgisla- 
; tu re that fo r a ll bargaining units for 
•; which the level o f salaries, benefits 
; o r work rules have not been agreed 
:, fo r FY  88, the level o f personal ser- 
i v ice funding in this budget shall not 

be construed to establish any specific 
L* level o f salaries benefits, o r work 
1 ru le  costs. In the event that the prod­

uct o f collective bargaining negoti- 
.ations results in a requirement for 
additional personal services funds 
above what is included in this budg­
et, the Office o f the Governor shall 
present a supplemental appropria­
tion request to the second session of 
the 15th Alaska Legislature fo r con­
sideration.”

I t  is important to note that by this 
statement, this legislature is binding 
itse lf to act In the next session. Peo­
ple have forgotten that, p rio r to the 
Sheffield administration, the legisla­
ture habitually underfunded the per­
sonal services section o f the budget, 
not by 10 percent, but by as much as * 
40 percent! This was called 
"Frcemanizing," a fte r Oral Free­
man o f Ketchikan, who as finance 
cha ir would deduct five months 
worth o f salaries and benefits from 
each year’s budget as a means of 
maintaining tighter control over the 
various state agencies. ‘

When the legislature reconvened 
each January, the f irs t task was to 
review the performance of the vari­
ous state programs. These were then 
fine-tuned, budgets readjusted, and a 
supplementary budget passed to cov­
er the final five months of the fiscal 
year.

This process also speeded up the 
w riting of the next year's budget and 
tended to short c ircu it the House-

Senate game o f “ chicken" that led to 
such long legislative sessions in  the 
early '80s.

One objection to inclusion o f the 
supplement was that without an iden- • 
tided funding source, the money 
would have to come from the general 
fund, and therefore from the money 
allocated to school districts, munici­
palities, and the university cam­
puses. Many o f these are themselves 
in the m idst o f collective bargaining 
negotiations and, thus, would find • 
their personnel budgets cut by more 
than 10 percent. By putting in a spe­
c ific do llar amount to show our sup­
port fo r state employee collective 
bargaining, we would be adversely 
affecting the process in cities, school 
distric ts and community colleges.

So the task became to find a us­
able, flexible funding source. In  the 
closing minutes of caucus debate I 
remembered that the Teachers Re­
tirement System had been used fo r a 
s im ila r purpose in the distant past.

Actuaries assure us that the 93 
percent fu ll funding of TRS is well 
above the amount needed to cover 
the retirement cost for teachers in 
the system. Likewise, the Public 
Employees Retirement System 
(PERS) is approximately 103 per­
cent fu lly  funded. Much o f the 
overcapitalization seems to repre­
sent deposits made in the past by or

on behalf o f temporary employees 
who were ineligible for retirement or 
many other benefits. There is consid­
erably in excess o f $41 m illion avail­
able from  the PERS fund as a loan o r 
one-time-only withdrawal (it would 
not sustain a continued draw, but 
could be used as a transitional meas­
ure or to pay one-time personnel 
claims.)

I  proposed that the finance or 
rules committee amend an available 
b ill to provide authorization for the 
adm inistration to borrow the neces­
sary money from PERS. Such w ith­
drawals would not be allowed to 
draw down the PERS balance below 
the 95 percent funding ratio.

My attempt, was frustrated, how­
ever, since it  appears the PERS sys­
tem, although created by law, not 
contract, is complicated by con­
tractual "strings" that go beyond 
protecting the fund.

U ltimately, the fate o f this issue 
depends upon our ab ility to raise suf­
fic ien t revenue. I f  we don't agree to 
pay our way, the impact on public 
employee jobs, as well as salaries 
w ill be more severe than currently 
contemplated.

: N lllo Koponen, a Democrat, repre­
sents Fairbanks In the Alaska Legisla­
ture.



FY 87 Reduction in Public Employees' and Teachers Retirement Systems Employer Contributions 
as a Result of 1986 Revision o f  Actuar ia l Assumptions

»
Payroll

4

Original
Contribution

Rate
Original

Contributions
4

Revised
Contribution

R.-’ te
Revised

Contributions
4

Reduction In 
Employer Contributions 

4 *
Public Employees’ 

State 467 ,626 ,593 14.45* 67 ,543 ,143 11 .84* 55 ,343 ,308 12 ,199 ,835 18 .06
M un ic ip a l i t ie s ,  University , 
and Other Employers 643 ,625 ,262 13.20 58,546 ,434 9 .3 3 41 ,410 ,399 17 ,136 ,035 29 .27

Tota l System 911 ,051 ,855 13.84 126 ,089 ,577 10 .62 96 ,753 ,707 29 ,335 ,870 23 .27

Teachers'
Employers 
State Match 

Tota l System 389 ,736 ,986

9.09
9.09  

18.18*

35 .427 .092
35 .427 .092  
70 ,854 ,184

6 .8 8
6 .8 8

13.76*

26 ,813 ,904
26.813 .9C4
53 ,627 ,809

8 .6 13 .1 88
8 .6 13 .1 88  

17 ,2 26 ,376

24.31
24.31
24.31

Tota l Both Systems
f

1 ,300 ,788 ,841 15.14* 196 ,943 ,761 11 .56* 150 ,381 ,516  . 46 ,562 ,246 23 .64

Source: D iv is ion  o f  Retirement and Bene*1' Department o f Administration



MEMORANDUM State of Alaska
D E P A R T M E N T  OF L AW

THRU:

FROM:

M i l t o n  B. Barker date :
Deputy Commissioner
Depart m e n t  of Revenue f i l e n o :

TELEPHONE NO: 

SUBJECT:

Robert M. M a y nard 
A s s i stant A t t o r n e y  General 
Depart ment of L aw

Y o u  have asked for our o p in ion on w h e t h e r  the standards 
that apply to particul ar types of trust investments b y  AS 14.25.- 
180(b) and AS 39.35.110(a) apply also to foreign investments 
w h i c h  are also p articular types of investments authorized  by s u b­
sections (23) and (24) of those sections. Y o u  have p r e v i o u s l y  
r e c e ived an opinion dated April 12, 1982 from the law firm of 
Debevoise & Plim pton w h i c h  state that the conditions stated in 
subsections (1) through (22) of those sections dealing w i t h  other 
particular types of investments do not, by implication, apply to 
the investments autho rized by subsections (23) and (24).

W e  agree w i t h  that p a r t i c u l a r  conclusion. This a g r e e­
ment, however, does not n e c e s s a r i l y  extend to other m a tters p a s­
sed u p o n  b y  the De bevoise opinion. In particular, w e  h a v e  c o n­
cerns w i t h  the c onclusi on reached b y  that firm that the r e q u i r e­
ment in AS 14.25.180(c) and AS 39.35.110(b), that stocks m u s t  be 
listed on a U.S. exchange, does n o t  a p p l y  to foreign stocks. By 
its terms, this r e s triction w o u l d  apply to foreign stocks. The 
D ebevoise opinion implies a legislative intent that that r e s t r i c­
tion n o t  apply, for a n umber of reasons. If that q u e stion had 
been initially asked of us, w e  m a y  h a v e  r e a ched a di fferent c o n­
clusion. W e  w o u l d  recommen d that y o u  seek clarifying legi sl a t i o n  
authorizing the actions taken in r e l ianc e o n  the D e b e v o i s e  o p i n­
ion.

RMM:nb

A ugust 4, 1987

663-88-0052

465-3600

F o r e i g n  Investments

0J 0O1A|Re*.e85l



STATE OF ALASKA
DEPARTMENT OF REVENUE

M E M O R A N D U M

T O :  A n n  G e o h e g a n

P e r s o n n e l  A s s i s t a n t

D i v i s i o n  o f  A d m i n i s t r a t i v e  S e r v i c e s

/ C 8F R O M :  M i l t  B a r k e r

D e p u t y  C o m m i s s i o n e r  

T r e a s u r y  D i v i s i o n

DATE : June 19, 1987

R E :  S t a t e  I n v e s t m e n t  O f f i c e r  I V

T h i s  m e m o  r e q u e s t s  t h e  e s t a b l i s h m e n t  o f  a  n e w  c l a s s  i n  t h e  S t a t e  

I n v e s t m e n t  O f f i c e r  s e r i e s ,  a  S t a t e  I n v e s t m e n t  O f f i c e r  I V .  T h e  c l a s s  

w o u l d  b e  e s t a b l i s h e d  a t  a  r a n g e  3 0 .  A t t a c h e d  a r e  p r o p o s e d  c l a s s  

s p e c i f i c a t i o n s  f o r  a l l  c l a s s e s  i n  t h i s  s e r i e s .

T h e  S t a t e  I n v e s t m e n t  O f f i c e r  I V  c l a s s  w o u l d  a s s u r e  t h a t  p r o f e s s i o n a l  

e x p e r t i s e ,  e x p e r i e n c e ,  a n d  j u d g e m e n t  i s  e x e r c i s e d  i n  t h e  e s t a b l i s h m e n t  o f  

o v e r a l l  i n v e s t m e n t  p o l i c y  a n d  i n  t h e  c o m p r e h e n s i v e  m a n a g e m e n t  o f  t h e  

i n v e s t m e n t s  o f  t h e  S t a t e .  T h e s e  i n v e s t m e n t s  n o w  e x c e e d  $ 4 . 5  b i l l i o n .

F i d u c i a r y  r e s p o n s i b i l i t i e s  f o r  f u n d s  o f  t h i s  m a g n i t u d e  r e q u i r e  

p r o f e s s i o n a l  m a n a g e m e n t  w i t h  r e s p e c t  t o  t h e  t o t a l  f u n d  a n d  t h e  a l l o c a t i o n  

o f  f u n d  a s s e t s  t o  d i f f e r e n t  c l a s s e s  o f  i n v e s t m e n t s .  M o r e o v e r ,  S t a t e  

s t a t u t e s  r e q u i r e  t h a t  S t a t e  f u n d s  b e  i n v e s t e d  w i t h  " t h e  j u d g e m e n t  a n d  

c a r e  .  .  .  w h i c h  a n  i n s t i t u t i o n a l  i n v e s t o r  o f  o r d i n a r y  p r u d e n c e ,  

d i s c r e t i o n ,  a n d  i n t e l l i g e n c e  e x e r c i s e s  i n  t h e  m a n a g e m e n t  o f  l a r g e  

i n v e s t m e n t s . "  T h e  i n s t i t u t i o n a l  i n v e s t o r  s t a n d a r d  a s  o p p o s e d  t o  t h e  

p r u d e n t  m a n  s t a n d a r d  c o n n o t e s  p r o f e s s i o n a l  m a n a g e m e n t .

E x i s t i n g  c l a s s  s p e c i f i c a t i o n s  f o r  t h i s  s e r i e s  ( a t t a c h e d )  d o  n o t  p r o v i d e  

f o r  d e t e r m i n a t i o n  o f  o v e r a l l  f u n d  p o l i c y ,  a s s e t  a l l o c a t i o n ,  a n d  r e l a t e d  

r e s p o n s i b i l i t i e s .

T h e  S t a t e  I n v e s t m e n t  O E f i c e r  I V  c l a s s  s h o u l d  b e  e s t a b l i s h e d  a t  a  r a n g e  

3 0 .  E v e n  a t  t h i s  l e v e l ,  t h e  c o m p e n s a t i o n  w i l l  n o t  b e  c o m p e t i t i v e  w i t h  

c h a t  o f f e r e d  t o  t h e  h i g h e r  c a l i b r e  p r o f e s s i o n a l s  i n  f i e l d  o f  i n v e s t m e n t  

m a n a g e m e n t .  T h e  r a n g e  3 0 ,  s t e p  A  s a l a r y  i s  $ 7 1 , 8 8 0  p e r  y e a r .  B y  

c o m p a r i s o n ,

1 .  s a l a r i e s  o f  W e s t  C o a s t  c h i e f  i n v e s t m e n t  o f f i c e r s  f o r  s t a t e  

r e t i r e m e n t  s y s t e m s  a r e ,  o n  t h e  w h o l e ,  s u b s t a n t i a l l y  h i g h e r :



A n n  G e o h e g a n  

J u n e  1 9 ,  1 9 8 7  

P a g e  2

a .  t h e  I n v e s t m e n t  M a n a g e r  f o r  t h e  C a l i f o r n i a  P u b l i c  E m p l o y e e s '  

R e t i r e m e n t  S y s t e m  r e c e i v e s  a  b a s e  s a l a r y  o f  $ 1 2 5 , 0 0 0  p l u s  a  

b o n u s  o f  u p  t o  $ 2 5 , 0 0 0  t h e  f i r s t  y e a r  o f  e m p l o y m e n t ,  $ 5 0 , 0 0 0  

t h e  s e c o n d  y e a r ,  a n d  $ 7 5 , 0 0 0  t h e  t h i r d  y e a r ;

b .  t h e  c h i e f  i n v e s t m e n t  o f f i c e r  f o r  t h e  O r e g o n  P u b l i c  E m p l o y e e s '  

a n d  T e a c h e r s '  R e t i r e m e n t  S y s t e m s  r e c e i v e s  a  s a l a r y  o f  $ 5 5 , 0 0 0 ;

c .  t h e  E x e c u t i v e  d i r e c t o r  o f  t h e  W a s h i n g t o n  S t a t e  I n v e s t m e n t  

B o a r d  r e c e i v e s  $ 9 0 , 0 0 0 ;

2 .  t h e  a v e r a g e  s a l a r y  f o r  c h i e f  i n v e s t m e n t  o f f i c e r s  o f  c o r p o r a t e

p e n s i o n  p l a n s  w i t h  o v e r  $ 2 0 0  m i l l i o n  i n  a s s e t s  w a s  $ 7 2 , 2 0 0  i n

1 9 8 5  w i t h  a n  a v e r a g e  b o n u s  o f  $ 1 6 , 6 0 0  a c c o r d i n g  t o  " C o r p o r a t e  

P e n s i o n  F u n d s  1 9 8 6 , "  a  s u r v e y  p u b l i s h e d  b y  G r e e n w i c h  A s s o c i a t e s ;

3 .  t h e  a v e r a g e  s a l a r y  f o r  c h i e f  i n v e s t m e n t  o f f i c e r s  o f  c o r p o r a t e

p e n s i o n  p l a n s  w i t h  o v e r  $ 1  b i l l i o n  i n  a s s e t s  w a s  $ 9 5 , 4 0 0  i n  1 9 8 5

w i t h  a n  a v e r a g e  b o n u s  o f  $ 2 5 , 7 0 0  a c c o r d i n g  t o  a  s u r v e y  o f  t h e  3 5 0  

l a r g e s t  U . S .  c o r p o r a t e  p e n s i o n  p l a n s  b y  B u c k  P e n s i o n  F u n d  

C o n s u l t a n t .  I n c . ;  t h i s  s u r v e y  c o r r o b o r a t e s  t h e  G r e e n w i c h  s u r v e y  

a n d  d e m o n s t r a t e s  t h e  e f f e c t  o f  p e n s i o n  f u n d  s i z e  o n  

c o m p e n s a t i o n :  B u c k  s u r v e y  r e s p o n d e n t s  w i t h  p e n s i o n  a s s e t s  l e s s

t h a t  $ 5 0 0  m i l l i o n  r e c e i v e d  a n  a v e r a g e  s a l a r y  o f  $ 7 5 , 1 0 0  a n d  a n  

a v e r a g e  b o n u s  o f  $ 1 5 , 7 0 0 ;

4 .  t h e  a v e r a g e  s a l a r y  f o r  s e n i o r  p o r t f o l i o  m a n a g e r s  o f  i n v e s t m e n t  

m a n a g e m e n t  c o m p a n i e s  m a n a g i n g  a s s e t s  o v e r  $ 1  b i l l i o n  w a s  $ 9 2 , 8 0 0  

i n  1 9 8 6  w i t h  a n  a v e r a g e  b o n u s  o f  $ 3 8 , 6 0 0  a c c o r d i n g  t o  a  s u r v e y  b y  

C a l l a n  I n v e s t m e n t  I n s t i t u t e  o f  i n v e s t m e n t  m a n a g e m e n t  

o r g a n i z a t i o n s  m a n a g i n g  $ 1 0  m i l l i o n  o r  m o r e  i n  t a x - e x e m p t  a s s e t s ;  

t h e  a v e r a g e  s a l a r y  f o r  W e s t  C o a s t  f i r m s  w a s  $ ’, 3 , 8 0 0  w i t h  a  b o n u s  

o f  $ 1 9 , 8 0 0 ;  h o w e v e r ,  t h e  W e s t  C o a s t  a v e r a g e  i n c l u d e s  f i r m s  w i t h  

a l l  s i z e s  o f  a s s e t s  u n d e r  m a n a g e m e n t ;

5 .  s a l a r i e s  f o r  t h e  A l a s k a  P e r m a n e n t  F u n d  C o r p o r a t i o n ' s  t h r e e  

i n v e s t m e n t  o f f i c e r  a r e  $ 8 5 , 3 0 8 ,  $ 8 4 , 2 1 6 ,  a n d  $ 8 3 , 6 6 4 ;  a l l  a r e  

l i s t e d  a s  2 7 J ‘s ;  h o w e v e r ,  t h i s  i s  n o t  o n  t h e  s a m e  s c a l e  a s  t h e  

S t a t e  p a r t i a l l y - e x e r a p t  s c h e d u l e  a n d  a t  l e a s t  o n e  o f f i c e r  w o u l d  

n o t  q u a l i f y  f o r  J  s t e p  o n  t h e  b a s i s  o f  l o n g e v i t y  u n d e r  t h e  S t a t e  

s y s t e m .

A l l  o f  t h e  a b o v e  c o m p a r i s o n s  w i t h  t h e  e x c e p t i o n  o f  t h e  P e r m a n e n t  F u n d  

n e e d  t o  b e  a d j u s t e d  f o r  A l a s k a ' s  c o s t  o f  l i v i n g  d i f f e r e n t i a l  t o  b e  

v a l i d .  E v e n  w i t h o u t  s u c h  a d j u s t m e n t ,  t h e  p r o p o s e d  r a n g e  3 0  c o m p e n s a t i o n  

c a n  b e  s e e n  t o  b e  s i g n i f i c a n t l y  b e l o w  t h a t  o f  o t h e r  p r o f e s s i o n a l s  i n  t h e  

f i e l d .



A n n  G e o h e g a n  

J u n e  1 9 ,  1 9 8 7  

P a g e  3

T h e  $ 1 6 , 0 0 0  t o  $ 1 9 , 0 0 0  h i g h e r  s a l a r y  f o r  t h e  p r o p o s e d  S t a t e  I n v e s t m e n t  

O f f i c e r  I V  r e l a t i v e  t o  t h e  e x i s t i n g  S t a t e  I n v e s t m e n t  O f f i c e r  I I I  i s  

i n s i g n i f i c a n t  i n  c o m p a r i s o n  t o  t h e  h i g h e r  i n v e s t m e n t  r e t u r n s  t h a t  c a n  b e  

a c h i e v e d  f r o m  t h e  r e t e n t i o n  o r  a t t r a c t i o n  o f  e v e n  m a r g i n a l l y  s u p e r i o r  o r  

m o r e  e x p e r i e n c e d  p e r s o n n e l .

A  s t r o n g  c a s e  c a n  b e  m a d e  t h a t ,  i n  o r d e r  t o  f u l f i l l  i t s  f i d u c i a r y  d u t i e s ,  

t h e  S t a t e  m u s t  e l e v a t e  a n d  m a i n t a i n  t h e  c o m p e n s a t i o n  o f  i t s  f u n d  m a n a g e r s  

a t  c o m p e t i t i v e  l e v e l s .  T h e  r e l a t e d  f a c t  t h a t  t h e  s a l a r y  f o r  t h i s  

p o s i t i o n  w o u l d  b e  p a i d  p r i n c i p a l l y  f r o m  r e t i r e m e n t  f u n d  a s s e t s  s h o u l d  

r e i n f o r c e  t h e  r a t i o n a l e  a n d  e q u i t y  i n  e s t a b l i s h i n g  c o m p e n s a t i o n  a t  a  

c o m p e t i t i v e  l e v e l  f o r  t h i s  p o s i t i o n .

MB/mera

E n c l o s u r e



STATE OP ALASKA
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I n  o r d e r  t o  a s c e r t a i n  t h e  i m p a c t  o f  t h e  i n v e s t m e n t  r e s t r i c t i o n s  p l a c e d  

o n  t h e  P u b l i c  E m p l o y e e s  R e t i r e m e n t  S y s t e m  a n d  t h e  T e a c h e r s  R e t i r e m e n t  

S y s t e m  we  h a v e  c o m p a r e d  t h e  p e r f o r m a n c e  o f  t h e s e  t w o  f u n d s  s i n c e  

i n c e p t i o n ,  a g a i n s t  t h e  I n t e r n a t i o n a l  S e c u r i t i e s  F u n d  ( I S F ) ,  t h e  

I n t e r n a t i o n a l  C o m m i n g l e d  F u n d  m a n a g e d  b y  C i t i b a n k  N . A .  f r e e  o f  

i n v e s t m e n t  r e s t r i c t i o n s ,  t o g e t h e r  w i t h  t w o  o f  t h e  m a j o r  i n d u s t r y  

b e n c h m a r k s ,  n a m e l y  t h e  WM M e d i a n  P o r t f o l i o  P e r f o r m a n c e  a n d  t h e  M o r g a n  

S t a n l e y  C a p i t a l  I n t e r n a t i o n a l  E A F E  I n d e x .  A n  a n a l y s i s  o f  d i v e r g e n c i e s  

i n  p e r f o r m a n c e  w i l l  i n d i c a t e  t o  w h a t  d e g r e e  t h e  i n v e s t m e n t  

r e s t r i c t i o n s  p l a c e d  o n  t h e  A l a s k a  f u n d s  h a v e  c o n s t r a i n e d  o r  e n h a n c e d  

p e r f o r m a n c e .

P E R F O R M A N C E :  S I N C E  I N C E P T I O N

T h e  p e r f o r m a n c e  o f  t h e  A l a s k a  f u n d s  a g a i n s t  t h e  b e n c h m a r k  s i n c e  

O c t o b e r  1 9 8 3  i s  s h o w n  o v e r l e a f .  F o r  m o s t  o f  t h i s  p e r i o d ,  t h e  A l a s k a  

f u n d s  p e r f o r m e d  v e r y  m u c h  i n  l i n e  w i t h  I S F ,  w i t h  t w o  s h o r t  e x c e p t i o n s .  

T h e  f i r s t  w a s  i n  t h e  p e r i o d  O c t o b e r  1 9 8 3  t o  J u n e  1 9 8 4 .  A  d i v e r g e n c e  

i n  r e t u r n  i s  t o  b e  e x p e c t e d  i n  t h e  e a r l y  m o n t h s  o f  a  p o r t f o l i o  a s  t h e  

i n i t i a l  s t o c k  p o s i t i o n s  a r e  p u r c h a s e d  a n d  t h e  f u n d  c a r r i e s  a  h i g h  

l e v e l  o f  c a s h .  T h e  i m p a c t  t o  t h e  c a s h  p o s i t i o n s  a r e  c l e a r l y  e v i d e n t  

a s  t h e  p o r t f o l i o s  u n d e r p e r f o r m e d  I S F  u p t o  M a r c h  1 9 8 4  i n  a  p e r i o d  o f  

r i s i n g  m a r k e t s  a n d  o u t p e r f o r m e d  I S F  b e t w e e n  M a r c h  1 9 8 4  a n d  J u n e  1 9 8 4  

w h e n  m a r k e t s  f e l l .  H e n c e  i t  i s  r e a s o n a b l e  t o  a s s u m e  t h a t  t h e  

r e s t r i c t i o n s  p l a c e d  o n  t h e  i n v e s t m e n t  o f  t h e  A l a s k a  f u n d s  d i d  n o t  h a v e  

a  s i g n i f i c a n t  e f f e c t  o n  p e r f o r m a n c e  i n  t h i s  p e r i o d ,

B e t w e e n  J u n e  1 9 8 4  a n d  D e c e m b e r  1 9 8 5  t h e  p e r f o r m a n c e  o f  t h e  A l a s k a  

f u n d s  c l o s e l y  m a t c h e d  t h a t  o f  I S F .  O v e r  t h i s  p e r i o d  a l l  t h r e e  f u n d s  

o u t p e r f o r m e d  t h e  WM M e d i a n  p e r f o r m a n c e .  T h i s  w o u l d  i n d i c a t e  t h a t  

u n t i l  D e c e m b e r  1 9 8 5  t h e  i n v e s t m e n t  r e s t r i c t i o n s  d i d  n o t  h a v e  a  

m a t e r i a l  i m p a c t  o n  t h e  p e r f o r m a n c e  a c h i e v e d  b y  t h e  A l a s k a  f u n d s  i n  

c o m p a r i s o n  t o  o t h e r  f u n d s  m a n a g e d  b y  C i t i b a n k  N . A .  a n d  c h e  

i n t e r n a t i o n a l  e q u i t y  i n v e s t m e n t  i n d u s t r y  i n  g e n e r a l .

1 9 8 6

T h e  s e c o n d  p e r i o d  o f  p e r f o r m a n c e  d e v i a t i o n  h a s  o c c u r e d  i n  1 9 8 6 ,  w h e n  

t h e  A l a s k a  f u n d s  u n d e r p e r f o r r a e d  I S F ,  b u t  a c h i e v e d  h i g h e r  r e t u r n s  t h a n  

t h e  WM M e d i a n  p o r t f o l i o .  I n  o r d e r  t o  a s c e r t a i n  w h e t h e r  t h i s  s h o r t f a l l  

i n  p e r f o r m a n c e  w a s  d u e  t o  t h e  i n v e s t m e n t  r e s t r i c t i o n s ,  i t  i s  n e c e s s a r y  

t o  b r e a k  d o w n  t h e  p e r f o r m a n c e ,  u l t i m a t e l y  t o  i n d i v i d u a l  s t o c k  

p e r f o r m a n c e .  O u r  a n a l y s i s  i s  b a s e d  o n  t h e  f i g u r e s  p r o v i d e d  b y  WM 

C o m p u t e r  S e r v i c e s  f o r  t h e  f i r s t  t w o  q u a r t e r s  o f  1 9 8 6 .  WM C o m p u t e r  

S e r v i c e s  b r e a k d o w n  p e r f o r m a n c e  a c c o r d i n g  t o  t h e  c o n t r i b u t i o n s  m a d e  b y  

c u r r e n c y ,  m a r k e t  w e i g h t i n g  ( i n v e s t m e n t  s t r a t e g y )  a n d  i n v e s t m e n t  

s e l e c t i o n  ( s t o c k  s e l e c t i o n ) .  T h e s e  f i g u r e s  a r e  s h o w n  i n  T a b l e  I ,  a n d  

w h e n  c o m p o u n d e d  p r o d u c e  t h e  t o t a l  p o r t f o l i o  r e t u r n .



T H E  S T A T E  O F  A L A S K A
T O T A L  F U N D  -  R A T E S  O F  R E T U R N

Q U A R T E R L Y

A P  -------- A T    I S F    E A F E    W M C O M



T h e  f i g u r e s  p r e s e n t e d  i n  T a b l e  I  s h o w  t h a t  i n  t e r m s  o f  c u r r e n c y  a n d  

i n v e s t m e n t  s e l e c t i o n ,  t h e  p e r f o r m a n c e  o f  t h e  t w o  A l a s k a  f u n d s  w a s  v e r y  

s i m i l a r  t o  t h a t  o f  I S F .  T h e r e f o r e  t h e  m a r k e t  s e l e c t i o n  w a s  c o n s i s t a n t  

f o r  a l l  t h r e e  f u n d s .  H o w e v e r  t h e  f i g u r e s  f o r  s t o c k  s e l e c t i o n  a r e  

s i g n i f i c a n t l y  h i g h e r  f o r  I S F  t h a n  f o r  t h e  A l a s k a  f u n d s ,  p a r t i c u l a r l y  

i n  t h e  f i r s t  q u a r t e r .

C u r r e n c y

T A B L E  I  

P E R F O R M A N C E  Q1

P u b l i c  E m p l o y e e s

%

6 . 6

T e a c h e r s

%

6 . 7

I S F

%

6 . 6

M a r k e t  W e i g h t i n g s 1 8 . 5 1 8 . 2 1 8 . 9

I n v e s t m e n t  S e l e c t i o n - 3 . 0 - 3 . 3 0 . 3

T o t a l  P o r t f o l i o 2 2 . 6 2 1 . 9 2 7 . 1

C u r r e n c y

P E R F O R M A N C E  Q 2

P u b l i c  E m p l o y e e s

%

6 . 9

T e a c h e r s
O'
tu

6 . 9

I S F

7 .

7 . 0

M a r k e t  W e i g h t i n g s 2 . 5 2 . 5 2 . 5

I n v e s t m e n t  S e l e c t i o n 1 . 0 1 . 2 2 . 2

T o t a l  P o r t f o l i o 1 0 . 7 1 0 . 9 1 2 . 1

T a b l e  I I  s h o w s  t h e  p e r f o r m a n c e  o f  t h e  s h a r e s  h e l d  b y  t h e  A l a s k a  f u n d s  

a n d  I S F  g r o u p e d  a c c o r d i n g  t o  c o u n t r y ,  o v e r  Q1 a n d  Q2 o f  1 9 8 6  c o m b i n e d ,  

T h e  m a r k e t  w e i g h t i n g  f i g u r e s  r e l a t e  t o  t h e  e n d  M a r c h  a s s e t  a l l o c a t i o n  

o f  t h e  f u n d s  a n d  g i v e  a n  i m p r e s s i o n  a s  t o  t h e  r e l a t i v e  i m p a c t  o f  t h e  

p e r f o r m a n c e  w i t h i n  e a c h  c o u n t r y .

T A B L E  I I  

R E T U R N S  BY C O UN TR Y  

3 1 / 1 2 / 8 5  -  3 0 / 6 / 8 6

P u b l i c  E m p l o y e e s  T e a c h e r s  I S F

% % % %

U n i t e d  K i n g d o m + 2 4 . 2 + 2 4 . 0 + 3 6 . 4 1 6

F r a n c e + 3 5 . 5 + 3 5 . 3 + 7 2 . 0 4

G e r m a n y + 6 . 8 + 7 . 8 + 1 4 . 8 9

I t a l y + 8 4 . 7 + 8 4 . 2 + 6 5 . 4 4

N e t h e r l a n d s + 1 6 . 3 + 1 6 . 3 + 2 0 . 3 3

N o r w a y + 1 4 . 4 + 1 4 . 3 + 1 5 . 3 1

S w i t z e r l a n d + 2 0 . 3 + 1 9 . 9 + 2 5 . 0 4

S w e d e n + 1 1 . 3 + 1 1 . 2 + 2 5 . 0 2

J a p a n + 5 9 . 1 + 5 9 . 2 + 5 9 . 6 4 9

H o n g  K o n g + 3 . 0 + 2 . 8 - 6 . 0 1

A u s t r a l i a + 2 3 . 1 + 2 3 . 1 + 2 7 . 7 3

O t h e r  +  C a s h - - - 4

1 0 0

T h e  f i g u r e s  p r e s e n t e d  i n  T a b l e  I I  s h o w  t h a t  t h e  A l a s k a  f u n d s  a c h i e v e d  

s i g n i f i c a n t l y  w o r s e  s t o c k  s e l e c t i o n  r e t u r n s  t h a n  I S F  i n  t h r e e  

c o u n t r i e s ,  t h e  U K ,  F r a n c e  a n d  G e r m a n y ,  w i t h  S w e d e n ,  S w i t z e r l a n d  a n d  

t h e  N e t h e r l a n d s  a l s o  c o n t r i b u t i n g  t o  t h e  u n d e r p e r f o r m a n c e .



A n  a n a l y s i s  o f  t h e  i n d i v i d u a l  s t o c k  h o l d i n g s  w i t h i n  t h e  F r e n c h ,  G e r m a n  

a n d  U K  p o r t f o l i o s  s h o w  t h a t  t h e  m a i n  r e a s o n  f o r  t h e  p e r f o r m a n c e  

s h o r t f a l l  w a s  t h e  i n f l u e n c e  o f  t h e  i n v e s t m e n t  r e s t r i c t i o n s  i m p o s e d  o n  

t h e  A l a s k a  f u n d s .  A  d e f i n i t i v e  s t u d y  o f  s t o c k  s e l e c t i o n  i s  d i f f i c u l t  

i n  m a r k e t s  w h i c h  a r e  a c t i v e l y  t r a d e d  s u c h  a s  t h e  U K .  H o w e v e r ,  a  

c o n s i d e r a t i o n  o f  t h e  m o s t  s u c c e s s f u l  i n v e s t m e n t s  o f  t h e  I S F  p o r t f o l i o s  

i n  F r a n c e ,  G e r m a n y  a n d  t h e  UK  i l l u s t r a t e s  t h e  p o i n t .

U N I T E D  K I N G D O M

T h e  m o s t  s u c c e s s f u l  i n v e s t m e n t s  i n  t h e  U K  p o r t f o l i o  o f  I S F  o v e r  t h e  

f i r s t  s i x  m o n t h s  o f  1 9 8 6  w e r e : -

BBA  + 7 1 %

J a g u a r  +64%
A m e r s h a m  I n t e r n a t i o n a l  + 3 3 %

T h e  A l a s k a  f u n d s  w e r e  u n a b l e  t o  i n v e s t  i n  a n y  o f  t h e s e  s e c u r i t i e s  d u e

t o  i n c o m p l e t e  d i v i d e n d  r e c o r d s  a n d  i n  t h e  c a s e  o f  B BA  a n d  A m e r s h a m  

I n t e r n a t i o n a l ,  s h a r e h o l d e r s  f u n d s  o f  b e l o w  $ 1 0 0  M i l l i o n .  T h e s e  t h r e e  

h o l d i n g s  c o m p r i s e d  2 0 %  o f  t h e  U K  p o r t f o l i o  a t  t h e  b e g i n n i n g  o f  t h e  

p e r i o d  u n d e r  c o n s i d e r a t i o n ,  a n d  h e n c e  w a s  r e s p o n s i b l e  f o r  s o m e  6 %  o f  

t h e  1 2 %  p e r f o r m a n c e  e x c e s s  o f  t h e  I S F  U K  p o r t f o l i o .

F RA NC E

I n  F r a n c e  t h e  s i t u a t i o n  w a s  c l e a r e r .  5 0 %  o f  t h e  I S F  p o r t f o l i o  w a s  

i n v e s t e d  i n  f o u r  s t o c k s  e a c h  o f  w h i c h  p e r f o r m e d  s i g n i f i c a n t l y  i n  

e x c e s s  o f  t h e  A l a s k a  F r e n c h  p o r t f o l i o s .  T h e s e  w e r e : -

M i c h e l i n  7 2 %

D a r t y  6 6 %

T h o m s o n  C S F  5 8 %

P e u g e o t  W a r r a n t s  4 8 %

O n l y  D a r t y  w a s  o p e n  t o  i n v e s t m e n t  f o r  t h e  A l a s k a  f u n d s ,  t h e  o t h e r  

t h r e e  s e c u r t i e s  b e i n g  e x c l u d e d  b y  a n  a b s e n c e  o f  d i v i d e n d  p a y m e n t s  o v e r  

t h e  l a s t  t h r e e  y e a r s .

G ERMANY

T h e  G e r m a n  p o r t f o l i o  r e v e a l s  a  s i m i l a r  s i t u a t i o n .  O v e r  2 0 %  o f  t h e  I S F  

p o r t f o l i o  w a s  i n v e s t e d  i n  B a y e r  w a r r a n t s  a n d  V e b a  w a r r a n t s ,  t h e s e  

b e i n g  e x c l u d e d  f r o m  t h e  A l a s k a  p o r t f o l i o s  o n  d i v i d e n d  g r o u n d s .  B o t h  

o f  t h e s e  i n v e s t m e n t s  w e r e  s o l d  d u r i n g  t h e  s e c o n d  q u a r t e r  c o n t r i b u t i n g  

a p p r o x i m a t e l y  5 %  o f  t h e  7 %  e x c e s s  p e r f o r m a n c e  a c h i e v e d  b y  I S F .

SUMMARY

T h e  p e r f o r m a n c e  o f  t h e  t w o  A l a s k a  p o r t f o l i o s  w a s  b r o a d l y  i n  l i n e  w i t h  

t h a t  o f  I S F  u n t i l  e a r l y  1 9 8 6 .  A l t h o u g h  t h e  p e r f o r m a n c e  o f  t h e  A l a s k a  

f u n d s  i n  1 9 8 6  h a s  b e e n  d i s a p p o i n t i n g  i n  c o m p a r i s o n  t o  I S F ,  b o t h  f u n d s  

o u t p e r f o r m e d  t h e  WM M e d i a n  p o r t f o l i o  o v e r  t h e  s i x  m o n t h s .  T h e  

d e v i a t i o n  i n  p e r f o r m a n c e  w a s  a l m o s t  e n t i r e l y  d u e  t o  d i f f e r e n c e s  i n



s t o c k  s e l e c t i o n  a n d  a l t h o u g h  s m a l l  d i f f e r e n c e s  a r e  n o r m a l  b e t w e e n  

f u n d s ,  t h e  r e s t r i c t i o n s  p l a c e d  o n  t h e  i n v e s t m e n t  p o w e r s  o f  t h e  A l a s k a  

f u n d s  p r o v i d e d  t h e  m a j o r  c o n t r i b u t i o n  t o  t h i s  p e r f o r m a n c e  s h o r t f a l l .  

T h e  t w o  r e s t r i c t i o n s  w h i c h  w e r e  m o s t  s e v e r e  w e r e  t h e  r e q u i r e m e n t  o f  a  

t h r e e  y e a r  d i v i d e n d  r e c o r d ,  p r i o r  t o  t h e  d a t e  o f  p u r c h a s e  a n d  a  

m i n i m u m  o f  $ 1 0 0  M i l l i o n  i n  s h a r e h o l d e r s  f u n d s .  T h e  f i r s t  p r e c l u d e d  

t h e  A l a s k a  f u n d s  f r o m  t a k i n g  f u l l  a d v a n t a g e  o f  t h e  e c o n o m i c  r e c o v e r y  

i n  E u r o p e  d u e  t o  l o w e r  i n t e r e s t  r a t e s  a n d  a  l o w e r  o i l  p r i c e .  T h e  

s e c o n d  r e s t r i c t i o n  c i t e d ,  p r e v e n t e d  t h e  A l a s k a  p o r t f o l i o s  f r o m  

i n v e s t i n g  i n  s m a l l / m e d i u m  s i z e d  g r o w t h  c o m p a n i e s  i n  t h e  U K .

T o  c o n c l u d e ,  t h e  i n v e s t m e n t  r e s t r i c t i o n s  h a v e  r e s u l t e d  i n  a  

p e r f o r m a n c e  s h o r t f a l l  f o r  t h e  A l a s k a  f u n d s  i n  c o m p a r i s o n  t o  t h a t  

a c h i e v e d  b y  o t h e r  f u n d s  m a n a g e d  b y  C i t i b a n k  N . A .  H o w e v e r ,  t h e  

d i f f e r e n c e  w a s  n o t  s e r i o u s  e n o u g h  t o  c a u s e  t h e  A l a s k a  f u n d s  t o  

u n d e r p e r f o r m  t h e  WM M e d i a n  f u n d .  T h e  r e s t r i c t i o n s  a r e  u n l i k e l y  t o  

c o n t i n u e  t o  a f f e c t  p e r f o r m a n c e  t o  t h e  d e g r e e  s e e n  i n  e a r l y  1 9 8 6  w h e r e  

a  s h a r p  e c o n o m i c  r e c o v e r y  w a c  w i t n e s s e d .  H o w e v e r ,  t h e  i m p o s i t i o n  o f  

r e s t r i c t i o n s  r e d u c e s  t h e  f r e e d o m  f o r  m a n o e v r e  w i t h i n  m a r k e t s  w h i c h  

w i l l  h a v e  a  n e g a t i v e  i m p a c t  o n  p e r f o r m a n c e  o v e r  a  l o n g  p e r i o d .



•f .> i

J.R Morgan 
Investment

Rudolph Leuthold 
Managing Dneclor

International Investment Group Telephone 01 -930 9444

20th October 1986

Mr J Wilson
State Investment O f f ic e r 
State o f Alaska 
Treasury D iv is ion 
Pouch SP 
Juneau
Alaska 99811 

U.S.A.

Dear Jim

Re: STATE OF ALASKA - PUBLIC EMPLOYEES FUND - ACCOUNT A 2800 
STATE OF ALASKA - TEACHERS RETIREMENT FUND - ACCOUNT A 2810

I am w r i t in g  to suggest some changes in the management 
guide lines o f the above accounts which you may want to 
consider in the forthcoming reviews o f re s t r ic t io n s  
re la t in g  to fo re ign secu r i t ie s  (15AAC.114.060).

My f i r s t  suggestion re la tes to item (4) which s t ipu la te s  a 
combined cap ita l and surplus aggregating at leas t $100 
m i l l io n .  I have found tha t th is  r e s t r ic t io n  prevents us 
from pa r t ic ip a t in g  in a number o f issues which proved to 
be p a r t ic u la r ly  a t t r a c t iv e .  Many small high growth 
companies do not s a t is fy  th is  requirement. This also 
includes many new equ ity issues which are often 
a t t r a c t iv e ly  priced at the time o f f lo a ta t io n . We f ind 
tha t in the small company universe there are often 
oppo rtun it ies fo r  good performance because these stocks 
escape the a t te n t in  o f managers which concentrate on large 
ca p i ta l is a t io n  stocks where documentation is  read ily  
ava ilab le . Since we are making a p a r t ic u la r  commitment to 
research we would l i k e  to be able to take advantage o f 
opportun it ies in small stocks.

Secondly, I would l i k e  to re fe r  to item (3) which requires 
tha t corporations have paid dividends in each o f the three 
years preceeding the investment. This l im i ta t io n  bars us 
from p a r t ic ip a t in g  in recovery s itua t ions which can 
produce exce llen t stock market re turns. To substantia te 
the case fo r  removal o f the above l im i ta t io n s  I have 
produced a l i s t  o f companies which appeared a t t ra c t iv e  but 
could not be purchased in recent years. This l i s t  is  
enclosed in Appendix I and ind icates performance o f each 
stock re la t iv e  to i t s  loca l market index.
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