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State of Alaska

Committees

COCHAIR HOLBEJLDIAARY
MCECHAIR HOUSE LABBRANDOQOMMVERCE

RO R

Representative Max F. Gruenberg, Jr.

Spenard,

Diistrict 11
Upper Midtown Anchorage

MEMORANDUM

TO: Members of the House Finance Committee
FROM: Representative Max Gruenberg
DATE: March 15, 1991
RE: HB 213, the o il spill settlement oversight b ill
I would very much appreciate your support of HB 213, the o il
spill settlement oversight b ill.
This b ill provides for legislative review of any settlement of
the Exxon Valdez o il spill litigation between the state and
Exxon by:
1. requiring the governor to submit any settlement to
the legislature, and
2. allowing time for the legislature to review and, if
necessary, reject the settlement.
The adm inistration has indicated that they intend to submit
the settlement to the legislature for review. This b ill sets
up the procedure for that review process. Hopefully, its
passage w ill provide the public assurance that the process
w ill be open for public input and legislative review.
If you have any questions concerning HB 213, please contact me

or my Legislative Assista

Thank you.

nt, Mark Handley, at

ext. 4968.

953
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Date of Committeg Action®

The FINANCE Committee considered: MB 217

HOUSE BILL NO. 217 STATE BOARD OF EDUCATION MEMBERS

"An Act relating to the state Board of Education."

RECOMMENDATIONS: f I'fthe same title
be replaced with (s HP> an nA 1 ] anew title
[ ] have attached amendments(s)

] do pass

[ ] do not pass
[ 1 no recommendations
[ ] individual recommendations

[ ] additional referral to the Committee
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FISCAL MOTE

STATE OF ALASKA BILL NO.CSHB 217C U tS)
1991 LEGISLATIVE SESSION

Revision Date: Department Affected: Education

Title: State Board of Education BRU: Executive Administration
Component: State 3oard of Education

Sponsor: Ellis

Requestor: House HESS COMPONENT SERIAL NO.

Expenditures/Revenues: (Thousands of Dollars)
OPERATING Fy 92 Fy 93 FY 94 FY 95 FY 96 Fy 97

PERSONAL SERVICES

I
TRAVEL fo I
CONTRACTUAL I
SUPPLIES I
EQUIPMENT

LAND & STRUCTURES I

GRANTS. CLAIMS

MISCELLANEOUS

TOTAL OPERATING -0- -0- -0- -0- -0- -0-

CAPITAL

REVENUE

FUNDING: (Thousands of Dollars)
GENERAL FUND 1
FEDERAL FUNDS
OTHER '

TOTAL -0- -0- o o -0- -0-
POSITIONS:
FULL-TIME

part-time 1 i
TEMPORARY

Estimate of current year impact: none

Prepared By: Phone:

Division: Commissioner's Offie gl Date: 3/29/91

Approved by Commissioner: no Uommissioner

Agency: Education Date: 3/29/91

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

Rev 10/90 Rage 1 of_



FISCAL NOTE

No. 1
STATE OF ALASKA - Bill Version: CSHB 217i‘H~gi
1991 LEGISLATIVE SESSION (H) Publish Date: 4/12, 91
Revision Date: Department Affected: O ffice of the Governor
Title:"An Act relating to the state Board BRU: KxermHve nperaHnnc
of Education."” Component Executive O ffice

Sponsor: Representatives E llis. Gruenberq. et al.

Requestor: Representative EllIts COMPONENT SERIAL NO.

Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY 92 FY 93 Fy 94 FY 95 FY 96 FYy 97
PERSONAL SERVICES -0- -0- -0- _n-i -n- -n-
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING -0- -0- -0- -0- -n- -n-

CAPITAL

REVENUE

FUNDING: (Thousands of Dollars)

GENERAL FUND 0- 0- -n- -n- n-. -n-
FEDERAL FUNDS

OTHER

TOTAL Q- - -n- -n- -n- n-

POSITIONS:

FULL-TIME : —

PART-TIME
TEMPORARY

Estimate of current year impact: none

ANALYSIS: (Attach a separate page if necessary.)

HB 217 would not have fiscal impact on the Office of the Governor.

Prepared By: Michael A. Mizinh. Direot-nr Phone:

Division: Division of Administrative Service: te: 3/27/91
Approved by Commissioner: D~ MaY_Hndel r Phipf of cta

Agency: O ffice of the Governor _ Date: 3/27/91

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

Rev 10/90 Page 1 of 1
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April 5, 1991

by the House Health,

Education and Social Services
Committee.

LETTER OF INTENT
FOR
CSHB 217 (HES)

It is the intent of the Legislature in passing CSHB 217
(HES) that at one appointee to the State Board of

Education be a teacher who holds a teaching certificate
issued by the State of Alaska.

least
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CS FOR HOUSE BILL NO. 217 (FINANCE)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SEVENTEENTH LEGISLATURE - FIRST SESSION

BY THE HOUSE FINANCE COMMITTEE

Offered:
] Ri ferred:

Sponsor(s): REPRESENTATIVES ELLIS, Gruenberg, CJDavis, Kubina, Carney, Lincoln, Brown, Bruckman, lvan,
Boyer, Donley, Ulmer, Navarre, Davidson, BJDavis, Koponen, Moyer, Finkelstein, Parnell, MacLean

A BILL
FOR AN ACT ENTITLED

1 "An Act relating to the state Board of Education."”

j2 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

"3 * Section 1. AS 14.07.085(a) is amended to read:

|: 4 (@) The seven members of the board, no more than four of whom shall be members of
5 the same political party [AS THE GOVERNORY], shall be appointed by the governor, subject to
6 confirmation by a majority of the members of the legislature in joint session. In appointing

. 7 board members, the governor shall consider recommendations made by recognized educational
8 associations in the state.

9 * Sec. 2. AS 14.07.085(b) is amended to read:

IflO (b) One member shall be appointed from each of the four judicial districts and three from

::11 the state at large; At [WITH AT] least one member shall be a person who resides in a

112 [REPRESENTING] regional educational attendance area [AREAS].

I13 * Sec. 3. AS 14.07.095 is amended to read:

'14 Sec. 14.07.095. TERM OF OFFICE. The members of the board shall be appointed for

-1- CSHB 217(FIN)

New Text Underlined (DELETED TEXT BRACKETED]



overlapping four-year [FIVE-YEAR] terms commencing February 1 of the year of appointment.
A member appointed to fill a vacancy serves for the unexpired term of the member whose
vacancy is filled. A vacancy occurring during a term of office is filled in the same manner as

the original appointment.

* Sec. 4. AS 14.07.115 is repealed and reenacted to read:

Sec. 14.07.115. REMOVAL OF BOARD MEMBERS. The governor may remove a
board member only for neglect of duty or misconduct in office. The governor shall initiate a
removal by delivering to the member a written copy of the charges and giving die member an
opportunity to be heard in person or by counsel at a public hearing before the governor or the
governor’s designee. The member shall receive written notice of the charges by registered mail
at least 10 days before a hearing on the removal and has the right to confront and cross-examine
witnesses who testify. The removal is effective 15 days after the governor files a complete

statement of all charges made against the member in the main office of the hoard.

* Sec. 5. APPLICABILITY. AS 14.07.095, as amended by sec. 3 of this Act, applies to the term

15 of a member of the state Board of Education appointed after the effective date of this Act.

CSHB 217(FIN) 2-

New Text Underlined [DELETED TEXT BRACKETED]
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AMENDMENT

OFFERED IN THE HOUSE BY REPRESENTATIVE ELLIS

TO: CSHB 217(HES)

Page 2, lines 14 - 17:
Delete all material and insert;

"* Sec. 5. APPLICABILITY. AS 14.07.095, as amended by sec. 3 of this Act, applies to the term

of a member of the state Board of Education appointed after the effective date of this Act."



ALASKA STATE HOUSE
3111 C STREET, SUITE 455

ANCHORAGE, ALASKA 99503
(907)561-7628

WHILE IN SESSION
P.0. BOX V
JUNEAU, ALASKA 99811
(907) 465-3704

REPRESENTATIVE JOHNNY ELLIS

MEMORANDUM

TO: Rep. Mike Navarre, Co-Chair, Finance

Rep. Eileen Maclean,rCo-Chair, Finance

FROM: Representative Jbhriny-Elllis
RE: Scheduling of CSHB *217 (HES)

DATE: April 9, 1991

EE R S b S S b o S e b S i S S S ]

I would appreciate if you could schedule
hearing at your earliest possible convenience.
changes the law in regard to the composition,
removal of the members of the State Board of

CHAIR
RULES COMMITTEE

JUDICIARY

SPECIAL COMMITTEE ON INTERNATIONAL
TRADE & TOURISM

LEGISLATIVE COUNCIL

Comm ittee
Com m ittee

HB 217 for a

This b ill

terms and
Education.

HB 217 w ill help to insulate state education policy from

political partisanship and w ill provide for

in the making of educational policy.

Section 1 of this b ill changes the law
Governor may not stack the Board entirely with

better continuity

that the
members of the

same p o litical party regardless of the Governor's own

political party.

Clearly, the intent of the

e xisting law s

to achieve a balance on the Board so that a broader group of
interests can participate in educational policy making. This

section protects against the abuse of this

Section 2 of the b ill amends e xisting

intent.

so that one

board member must reside in a regional educational attendance

area and not simply represent REAASs.

Section 3 changes the terms of state
five to four years. This section works to
turnover more logically with the four year
Governor.

Board members from
integrate Board

of the



Section 4 changes the law so that Board members may be
removed only for neglect of duty or misconduct in o ffice, and
would no longer serve simply at the pleasure of the Governor.
There are several other boards and commissions whose members
may only be removed for cause, as allowed under article I,
section 26 of the State C onstitution. The purpose of this
section is to ensure some continuity between the Board members
appointed by one Governor and the Board members appointed by

the succeeding Governor. Due to the staggered terms already
established, the Governor can s till replace the entire Board
membership, thus retaining significant control in educational

policy making.

Section 5 reestablishes the overlapping terms of Board
members. Upon review, | have discovered that this section is
not necessary and w ill be offering an amendment to eliminate
it.

Thank you for your consideration of this request.



SAMPLING OF

STATE BOARDS & COMMISSIONS

on which

MEMBERS MAY ONLY BE REMOVED FOR CAUSE

BOARD OR COMMISSION

Public Broadcasting Commission

Public Utilities Commission

Labor Relations Agency

Personnel Board

Mental Health Board

Commercial Fisheries Entry Commission
Board of Forestry

Science & Technology Foundation

Citizens Advisory Commission on
Federal Areas

Profesional Teaching Practice Commission
Violent Crimes Compensation Board
Occupational Safety & Health Review Board

AUTHORITY

14.21.258 (3
42.05.030
23.05.360 (c)
39.25.060 (c)
47.30.663 (c)
16.43.020
41.17.041
37.17.040 (a)

41.37.050
14.20.430
18.67.020
18.60.057 (b)
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FOUSE COMMITTEE REPO

([}alt)e Referred: March 15, 1991 FURTHER REFERRALS

Date of Committee Action: \

The FINANCE Committee considered: MB 221
HOUSE BILL NO. 221 INVESTMENTS OF GENERAL FUND

"An Act authorizing the Department of Revenue to purchase either the guaranteed investment contracts held by
the supplemental benefits system or the underlying securities; and providing for an effective date."”

RECOMMENDATIONS: r % \ | ] the same title
be replaced with C*S I~V 'ZTZ-l LT-aNIfilAONj X1 a new title
[ ] have attached amendments(s)

do pass

[ ] do not pass
[ 1 no recommendations
[ ] individual recommendations

[ 1 additional referral to the Committee
ADOPTS: letter of Intent
ATTACHES NEW FISCAL NOTE(s): O0 APPROVES PREVIOUS: (DepUD>(¢)
[ J fiscal impact [ ] fiscal note(s)
zero fiscal note WFX. [/ [ 1 zero fiscal note(s)
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CS FOR HOUSE BILL NO. 221 (FINANCE)
IN THE LEGISLATURE OF THE STATE OF ALASKA

SEVENTEENTH LEGISLATURE - FIRST SESSION

BY THE HOUSE FINANCE COMMITTEE

Offered:
Referred:

Sponsor(s): HOUSE RULES/LEGISLATIVE BUDGET AND AUDIT COMMITTEE
A BILL

FOR AN ACT ENTITLED

"An Act creating the investment loss trust fund; and providing for an effective date ”

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

* Section 1. LEGISLATIVE PURPOSE. The purpose of AS 37.14.300, enacted by sec. 2 of this Act,
is to provide financial security to participants in the state supplemental annuity plan established under
AS 39.30.150 - 39.30.180 and other annuity holders who may be harmed by the possible insolvency of '
the Executive Life Insurance Company of California.

* Sec. 2. AS 37.14 is amended by adding a new section to read:

ARTICLE 4. INVESTMENT LOSS TRUST FUND.

Sec. 37.14.300. INVESTMENT LOSS TRUST FUND, (a) There is established as a :

separate fund in the state treasury the investment loss trust fund. The trust fund consists of ;

money appropriated to it by the legislature. The Department of Revenue is the custodian of the !

trust fund and shall invest the trust fund in accordance with AS 37.10.071. Subject to !
appropriation, the amount earned on money in the trust fund shall be retained in the trust fund.

The trust fund shall be held in trust for the benefit of participants in the supplemental annuity

-1- CSHB 221(FIN)
m\pwv Text: Under lir,ad [DELETED TEXT BRACKETED]
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plan established under AS 39.30.150 - 39.30.180 and for other purposes authorized by this
section, subject to the conditions set out in this section.
(b) The Department of Administration shall spend money from the trust fund as
necessary to :
(1) hold participants in the plan and annuity holders harmless from a loss on j
investments in guaranteed investment and annuity contracts issued by Executive Life Insurance
Company of California;
(2) pursue a right to recover amountsfrom persons who may have unlawfully
caused or contributed to the loss on investments; and
(3) protect the interest of participants in the plan and annuity holders during
proceedings to conserve or liquidate the assets of Executive Life Insurance Company of 1
California. ]
(c) If the plan or an annuity holder does not incur a loss on investments, or, if after
compensating the plan and annuity holders for the loss on investments, a balance remains in the
trust fund, the trust fund created in (a) of this section is terminated and the balance of the trust
fund lapses pro rata into the funds from which the appropriations to the trust fund were made.
The state is subrogated to a right of claim held by participants in the plan and annuity holders
to the extent of amounts spent from the trust fund.
(d) In this section,
(1) "annuity holder" means
(A) a plan participant who elects to receive an annuity contract acquired
by the Department of Administration and issued by Executive Life Insurance Company
of California; and i
(B) members of the Unlicensed Vessel Personnel Annuity Retirement Plan
who receive a contract acquired by the Department of Administration and issued by
Executive Life Insurance Company of California; i
(2) "loss on investments" means 1
(A) the difference between the principal amount plus accrued interest |,
earned through May 3, 1991, on the guaranteed investment contracts issued by Executive
Life Insurance Company of California, according to the terms of the contracts, and a

lesser amount received by the plan upon maturity, sale, or other termination of the

CSIIB 221(FIN) 2%
New Texz Under! ir.cd [DELETED TEXT 3RACXETED]
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contracts; plus

(B) accrued earnings on the amount described in (A) of this subsection,
beginning May 4, 1991, and continuing until the earlier of a participant’s benefit
commencement date or the maturity, sale, or other termination of the contracts, at a rate
equal to the rate, less one percent to be used for the purposes of (b)(2) - (3) of this
section, earned each month on the investment loss trust fund; or

(C) any unpaid annuity amounts due to annuity holders under an annuity
contract issued by Executive Life Insurance Company of California;

(3) "plan" means the supplemental annuity plan established under AS 39.30.150 -
39.30.180;

(4) “trust fund" means the investment loss trust fund established under this

section.
* Sec. 3. The Department of Revenue shall notify the lieutenant governor, the revisor of statutes, and
the commissioner of administration when the investment loss trust fund is terminated under

AS 37.14.300(c), enacted by sec. 2 of this Act.
* Sec. 4. This Act takes effect immediately under AS 01.10.070(c).

-3- CSHB 221(FIN)
New Texc Underlined [DELETED TEXT BRACKETED]



FISCAL NOTE

CSHB 221 (FIN)

STATE OF ALASKA BILL NO.
1991 LEGISLATIVE SESSION
Revision Date: Department Affected: Revenue
IR Investment of General Fund BRU:
Component:
SpOﬂSOI’Z House Finance Committee
Requestor: House Finance Committee COMPONENT SERIAL NO.

Expenditures/Revenues: (Thousands of Dollars)
OPERATING FY 92 FY 93 FY 94 FY 95 FY 96 FY 97

PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

GRANTS, CLAIMS

MISCELLANEOUS

TOTAL OPERATING 0 0 0 0 0 0

CAPITAL

REVENUE

FUNDING: (Thousands of Dollars)
GENERAL FUND n n n n n
FEDERAL FUNDS
OTHER
TOTAL 0 0 0 0 n n

POSITIONS:

FULL-TIME 0 0 0 0 0 0
PART-TIME
TEMPORARY

Estimate of current year impact:.

ANALYSIS: (Attach a separate page if necessary.)

Representative Mike Navarre, Co-Chair
PreparedBy: Representative E-Nppu MarT.Pan. Hno-ph.-n'r Phone: Afts-LTnfi

Division: House Finance Committee Cf . Date: 5/10/91

Approved by Commissioner:

Agency: Date:

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

Rev 10/90 Page of.



HOUSE AMENDMENT 1 "IB

RV« Representative Ron Larson

Senate Bill 204 & House Bill 221 L
Page ! foinps I and 6
Before the word "guaranteed" insert the words "Executive Life Insurance Company"

Submit original amendment to the Chief Clerk.
It will then be numbered and duplicated.



FISCAL NOTE
BILL NO. HB 221
STATE OF ALASKA
1991 LEGISLATIVE SESSION

Revision Date: Department Affected: Administration
Titic: An Actauthorizing DepartmentofRevenue to BRU: Retirementand Benefits
purchase 6GI1Cs held by the Supplemental Benefits System

Component: Retirementand Benefits
Sponsor___ House Rules Committee for LB & A
Requestor:. COMPONENT SERIALNO. 64

Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY 92 FY 93 FY 94 FY 95 FY 96 FY 97
PERSONALSERVICES 0 0 0 0 0 0
TRAVEL 0 0 0 0 0 0
CONTRACTUAL 0 0 0 0 0 0
SUPPLIES 0 0 0 0 0 0
EQUIPMENT 0 0 0 0 0 0
LAND & STRUCTURES 0 0 0 0 0 0
GRANTS.CLAIMS 0 0 0 0 0 0
MISCELLANEOUS 0 0 0 0 0 0
TOTALOPERATING 0 0 0 0 0 0
CAPITAL 0 0 0 0 0 0
REVENUE 0 0 0 0 0 0

FUNDING: (Thousands of dollars)

GENERALFUND 0 0 0 0 0 0
FEDERALFUNDS 0 0 0 0 0 0
OTHER 0 0 0 0 0 0
TOTAL 0 0 0 0 0 0
POSITIONS

FULL-TIME: 0 0 0 0 0 0
PART-TIME: 0 0 0 0 0 0
TEMPORARY: 0 . 0 0 0 0 0

Estimate of currentyear impact:.

ANALYSIS: (attach a separate page if necessary.) The Supplemental Benefits System Annuity Plan holds
"guaranteed investment contracts” (GICs) with a present value of approximately $450 million. 0 f the $450 million,
approximately 5132 million are from contracts issued by Executive Life Insurance Company(E.L.). An exchange of
general fund cash for G ICs (orunderlying securities) could resultin a complete loss if the GIC's (or underlying

securities) become worthless. The contractvalue oLthe E.L. GICs increase approximately $1 million per month.

Prepared Bv:  Gary Bader fw<alv*y-~ AT. v Phone: 465-4460
Division: Retirementand Benef Date:

Approved by Com missioner Millett Keller CW
Agency: DepartmentofAdministratFon

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

Rev 10/90 Pagel_of 1



FISCAL NOTE

STATE OF ALASKA BILL NO. HB 221

'1991 LEGISLATIVE SESSION

Revision Dale: Department Affected: Revenue

Title:  An act authorizing the Department of Revenue to purchase BRU: Revenue Operations
either the guaranteed investment contracts held by SBS... Component: Treasury Management

Sponsor:  House Rules Committee
Requestor: Finance Component Serial No.

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

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES

EQUIPMENT

LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING

CAPITAL

REVENUE (10,560.0)  (11,404.8)  (12317.2)  (13,302.6) (14,366.8) (15,516.1)

FUNDING: (Thousands of Dollars)
GENERAL FUND (10,560.0) (11,404.8) (12,317.2) (13302.6) (14,366.8) (15,516.1)
FEDERAL FUNDS
OTHER
TOTAL (10,560.0) (11,404.8) (12,317.2) (13,302.6) (14366.8) (15,516.1)
POSITIONS:

FULL-TIME
PART-TIME
TEMPORARY

Estimate of current year impact: From $0 to $132 million reduction in unrestricted revenues.

ANALYSIS: Reduction is based on 8% interest compounded annually. Assumes the entire $132 million is non-performing and no
cash will be realized at GIC maturity or sale of underlying securities. This is a worst case scenario.

Prepared by: Darrel Rexwinkel Phone:  465-2300
Division:  Treasury Date: March 27. 1991
Approved by Commissioner®V - 't p zz Q ...

Agency:  Revenue
Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB, & Impacted Agency(ies).
Rev 10/90 Page 1 of 1
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MEMORANDUM

TO: The Honorable Ronald L. Larson, Chair
Legislative Budget and Audit Committee

FROM: M ilt Barker
Leoislative Aide

DATE: March 25, 1991

RE: General Fund Cash Flow and SBS GIC Purchases

Enclosed are the Department of Revenue's current projections of
monthly general fund cash balances for FY 91-92, based on their
Spring 1991 revenue projections.

Under the Spring 1991 low scenario revenue forecast, the general
fund would run out of cash in January 1992. If the general fund
purchases E xecutive Life Insurance Co. guaranteed investment
contracts ("G ICs") from the supplemental benefits system ("SBS")
for approximately $130 m illion and has not recovered any cash from
its liguidation, the general fund would run out of cash roughly two
months earlier, around the end of November, 1991.

Under the mid-case scenario, general fund cash reaches a minimum
at $411 m illion in February 1992. This minimum would drop to $281

m illion with the GIC purchase and no recovery.

The general fund cash balances discussed in this memo are not the

amount of general funds available for appropriation. Most or a ll
of the cash balances at any point in time are spoken for, wunder
e xisting appropriations. This cash analysis serves to determine
if the State w ill have enough cash to pay its bills at all points
in tim e.

The potential loss of up to $130 m illion by the general fund on the

GIC needs to be addressed directly in terms of amounts available
for appropriation.



ALASKA DEPARTMENT OF REVENUE FY 91-92 CASH FLOW PROJECTION GENERAL FUND ONLY
BAS EVENUE RECEIVED THRU FEBRUARY 28,1991
CASE SCENARIO « SPRING 1991
( USANDS OF DOLLARS)
(COLUMNS MAY NOT ADD DUE TO ROUNDING)

GF UNRESTRICTED REVENUE MAR 1991 APR 1991 MAY 1991 JUN 1991  JUL 1991 AUG 1991  SEP 1991 OCT 1991 NOV 1991 DEC 1991  JAN 1992  FEB 1992
_?E?(LNSNING LIQUID CASH BALANCE 870764 884979 864610 830326 884385 776607 644074 649422 586281 953695 533964 507368

CORPORATE- PETROLEUM (1) 0 38450 0 38450 0 0 35000 0 0 35000 0 0

CORPORATE- GENERAL 3667 3667 3667 3667 3750 3750 3750 3750 3750 3750 3750 3750

GROSS RECIEPTS 13475 13475 3850 3080 131 131 131 131 131 131 1960 1960

OIL AND GAS PRODUCTION 70793 65552 63372 65418 67939 67939 67939 11726 11126 71726 12387 12387

PROPERTY (RECEIVED ON JUNE 30) 0 0 0 84700 0 0 0 0 0 0 0 0

SALES/USE 5583 5583 9583 5583 5633 5633 5633 5633 9633 5633 5633 9633

OTHER (ESTATE+INSUR PREM TAX) 20317 67 67 67 67 67 67 67 67 67 67 2317
TOTAL TAXES 113035 126794 76539 200965 17519 17519 112519 81307 81307 116307 83797 86047
INVESTMENT INCOME W/ RE-INVEST

INTEREST EARNINGS 12722 10301 10380 6447 8662 4077 31136 10740 8915 9534 8889 1293

LOAN REPAYMENTS 40 40 40 40 30 30 30 30 30 30 30 30
TOTAL INVESTMENT INCOME 12762 10341 10420 6407 8692 4107 31166 10770 8945 9564 8919 2322
OTHER REVENUE

LICENSES AND PERMITS 1807 3173 3173 3173 560 560 560 3173 3173 3173 1867 1867

FEDERAL SHARED REVENUE 3375 0 0 3375 0 0 3750 0 0 3750 0 0

OIL AND GAS ROYALTIES 2% 53809 48984 47420 49172 52242 52242 52242 55445 55445 55445 57217 57217

MISCELLANEQOUS REVENU 2975 2975 2975 . 2975 3133 3133 3133 3133 3133 3133-- - 3133 3133
TOTAL OTHER REVENUE 62045 55733 54168 59295 55935 55935 59685 61752 61752 65502 62217 62217
TOTAL INCOME TO THE STATE 188642 192867 141128 266747 142146 137561 203370 153628 152004 191372 154934 150587
LESS: MENTAL HEALTH ACCT -11318 -11572 -8468 -16005 -8529 -8254 -12202 -9230 9120 -11482 -9296 -9035
NET TOTAL INCOME TO THE STATE 177323 181295 132660 250742 133617 129307 191168 144598 142884 179890 145638 141552
EXPENDITURES FY9I APPROPRIATION _

OPERATING BUDGET 151443 160292 154383 175065 18771Vi 227581 167383 171703 147220 165943 151541 202084

DEBT SERVICE 7096 32987 6984 12099 29251 20967 4485 20243 20615 25255 10822 25896

CAPITAL BUDGET 4569 8377 5589 9519 24349 13293 13951 157% 7634 8423 9811 9213

OTHER 0 0 0 0 0 0 0 0 0 0 0
TOTAL EXPENDITURES 163108 201656 166952 196683 241395 261841 185819 207740 175469 199621 172234 237193
ENDING LIQUID CASH BALANCE 884979 864618 830326 884385 176607 644074 649422 586281 553695 533964 507368 411727
NET MONTHLY CHANGE IN CASH 14215 -20361 *34292 54059 -107778  -132534 9349 *63142 -32985 -19731 -26596 -95641
ADD: INVEST MATURITIES W/ RE-INV 683385 289346 252032 201369 200503 161285 569388 627923 512559 316962 258175 150323
NET MONTHLY CASH INFLOW 697600 268985 207740 255429 92726 28751 574736 564781 479973 297231 231579 54682

BASED ON AVERAGE OIL PRICES OF S20.57/BBL IN FY 1991 AND $16.11/BBL IN FY 1992.
1. RECEIVED ON THE 15TH OF THE MONTH
2. NET OF PERMANENT FUND PAYMENTS



ALASKA DEPARTMENT OF REVENUE EY 91-92 CASH FLOW PROJECTION GENERAL FUND ONLY
BASED ON REVENUE RECEIVED THRU FEBRUARY 20. 1991
LOW CASE SCENARIO - SPRING 1991
(N THOUSANDS OF DOLLARS)
(COLUMNS MAY NOT ADD DUE TO ROUNDING)
GF UNRESTRICTED REVENUE MAR1992 APR 1997 MAY 1992  JUN 1992
BEGINSNING LIQUID CASH BALANCE 50135 191670 235102 -290636
CORPORATE PETROLEUM (1) 0 28750 0 28750
CORPORATE- GEN 2917 2017 2017 2017
GROSS R c TS 5006 7709 7109 7709
OIL AND GAS PRODUCTION 6721 48455 48455 48455
PR OPERTY (RECEIVED ON JUNE 30) 0 0 0 80700
SALES/USE 5633 5633 5633 5633
OTHER (ESTATEINSUR PREM TAX) 20317 67 67 67
TOTAL TAXES 80684 93531 64781 174231
INVESTMENT INCOME W/ RE-INVEST
INTEREST FARNINGS 6575 5043 565 5069
LOAN REPAYMENTS 30 Y 30 30
TOTAL INVESTMENT INCOME 6605 5073 5602 589C
OTHER REVENUE
LICENSES AND PERMITS 1867 3733 3733 3733
FEDERAL SHARED REVENUE 3750 0 0 3750
OIL AND GAS ROYALTIES 2£ 2006 3<I56 34505 34505
MISCELLANEOUS REVENU 3133 153 3133 3133
TOTAL OTHER REVENUE N756 41372 41372 1512
TOTAL INCOME TO THE STATE 120045 139976 111835 225251
LESS: MENTAL HEALTH ACCT 7143 8399 §710 13515
NET TOTAL INCOME TO THE STATE 2300 131577 105125 211736
EXPENDITURES FY9L APPROPRIATION
OPERATING BUDGET 148660 15743 151675 171838
DEBT SERVICE 6839 8886 3194 11459
CAPITAL BUDGET 4738 8687 5791 971
OTHER 0 0 0
TOTAL EXPENDITURES 160237 175009 160660 193178
ENDING LIQUID CASH BALANCE 101670 -235100  -290636 272078
NET MONTHLY CHANGE IN CASH 38935 43432 55535 18558
ADD: INVEST MATURITIES W/ RE-INV 10009 1633 284 228344
NET MONTHLY CASH INFLOW 61104 120400 163306, 246903

BASED ON AVERAGE OIL PRICES OF $19. 43/BBL INFY 1991 AND $11.84/BBL IN FY 1992.
1. RECEIVED ON THE 15TH OF THE MONTH
2. NET OF PERMANENT FUND PAYMENTS
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FISCAL NOTE

STATE OF ALASKA BILL NO.CSHB 221
1991 LEGISLATIVE SESSION /CSHB 51
Revision Date: May 14, 1991 Department Affected: Revenue
Title: An act creating the investment loss trust fund; BRU: Treasury
and providing for an effective date." Component: _
Sponsor: House Rules/Legislative Budget and Audit Comm.
Requestor: House Finance Component Serial No.
1 2 1
Expenditures/Revenues: (Thousands of Dollars)
OPERATING FY 92 FY 93 FY 94 FY 95 FY 96 FY 97
PERSONAL SERVICES 5.0 5.0 5.0 5.0 5.0 5.0
TRAVEL
CONTRACTUAL 2.0 20 200 2.0 20 20
SUPPLIES
EQUIPMENT

LAND & STRUCTURES

GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING 25.0 25.0 25.0 25.0 25.0 25.0

CAPITAL

REVENUE

GENERAL FUND
FEDERAL FUNDS
OTHER 25.0 25.0 25.0 25.0 25.0 25.0
TOTAL 25.0 25.0 25.0 25.0 25.0 25.0

POSMONS:
FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS: Basic personal serves and contractual costs for a trust fund consisting of $45 million dollars managed by the Treasury
Division. Contractual costs wouvl consist of external investment management, auditing and custodial services. Future costs
increases are dependent on the asset growth of the trust fund from contributions and market gains.

Prepared by: Brian C. Andrews Phone:  465-2350
Division:  Treasury May 14. 1991
Approved by Commissioner
Agency:  Revenue /

Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB, & Impacted Agency(ies).
Rev 10/90 Page  of___
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SENATE CS FOR CS FOR HOUSE BILL NO. 221 (FINANCE)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SEVENTEENTH LEGISLATURE - FIRST SESSION

BY THE SENATE FINANCE COMMITTEE

Offered:
Referred:

Sponsor(s): HOUSE RULES/LEGISLATIVE BUDGET AND AUDIT COMMITTEE

A BILL
FOR AN ACT ENTITLED

"An Act creating the investment loss trust fund; and providing for an effective date.”

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

* Section 1. LEGISLATIVE PURPOSE. The purpose of AS 37.14.300, enacted by sec. 2 of this Act,
is to provide financial security to participants in the state supplemental annuity plan established under
AS 39.30.150 - 39.30.180 and other annuity holders who may be harmed by the possible insolvency of
the Executive Life Insurance Company of California.

* Sec. 2. AS 37.14 is amended by adding a new section to read:

ARTICLE 4. INVESTMENT LOSS TRUST FUND.

Sec. 37.14.300. INVESTMENT LOSS TRUST FUND, (a) There is established as a
separate fund in the state treasury the investment loss trust fund. The trust fund consists of
money appropriated to it by the legislature. The Department of Revenue is the custodian of the
trust fund and shall invest the trust fund in accordance with AS 37.10.071. Subject to
appropriation, the amount earned on money in the trust fund shall be retained in the trust fund.

The trust fund shall be held in trust for the benefit of participants in the supplemental annuity

-1- SCS CSHB 221(FIN)
New Text Underlined [DELETED TEXT BRACKETED]
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plan established under AS 39.30.150- 39.30.180 and for other purposes authorized by this
section, subject to the conditions set out in this section.

(b) The Department of Administration shall spend money from the trust fund as
necessary to

(1) hold participants in the plan and annuity holders harmless from a loss on
investments in guaranteed investment and annuity contracts issued by Executive Life Insurance
Company of California;

(2) pursue a right to recover amounts frompersons who mayhaveunlawfully
caused or contributed to the loss on investments; and

(3) protect the interest of participants inthe planandannuity holders  during
proceedings to conserve or liquidate the assets of Executive Life Insurance Company of
California.

(c) If the plan or an annuity holder does not incura loss on investments, or, if after
compensating the plan and annuity holders for the loss on investments, a balance remains in the
trust fund, the trust fund created in (a) of this section is terminated and the balance of the trust
fund lapses pro rata into the funds from which the appropriations to the trust fund were made.
The state is subrogated to a right of claim held by participants in the plan and annuity holders
to the extent of amounts spent from the trust fund.

(d) In this section,

(1) "annuity holder" means

(A) a plan participant who elects to receive an annuity contract acquired
by the Department of Administration and issued by Executive Life Insurance Company

of California; and
(B) members of the Unlicensed Vessel Ptersonnel Annuity Retirement Plan
who receive an annuity contract acquired by the Department of Administration and issued
by Executive Life Insurance Company of California;
(2) "loss on investments" means
(A) the difference between the principal amount plus accrued interest
earned through 3, 1991, on the guaranteed investment contracts issued by Executive
Life Insurance Company of California, according to the terms of the contracts, and a

lesser amount received by the plan upon maturity, sale, or other termination of the

SCS CSHB 221(FIN) 2
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1 contracts; plus

2 (B) accrued earnings on the amount described in (A) of this subsection,
3 beginning May 4, 1991, and continuing until the earlier of a participant’s benefit
4 commencement date or the maturity, sale, or other termination of the contracts, at a rate
5 equal to the rate, less one percent to be used for the purposes of (b)(2) - (3) of this
6 section, earned each month on the investment loss trust fund; or

7 (C) any unpaid annuity amounts due to annuity holders under an annuity
8 contract issued by Executive Life Insurance Company of California;

9 (3) "plan" means the supplemental annuity plan established under AS 39.30.150 -
10 39.30.180;

11 (4) "trust fund" means the investment loss trust fund established under this
12 section.

13 * Sec. 3. The Department of Revenue shall notify the lieutenant governor, the revisor of statutes,
14 the commissioner of administration, and the legislative budget and audit committee when the investment
jI5 loss trust fund is terminated under AS 37.14.300(c), enacted by sec. 2 of this Act.

16 * Sec. 4. This Act takes effect immediately under AS 01.10.070(c).

SCS CSHB 221(FIN)
New Text Underlined [DELETED TEXT BRACKETED]
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SENATE CS FOR CS FOR HOUSE BILL NO. 221 (FINANCE)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SEVENTEENTH LEGISLATURE - FIRST SESSION

BY THE SENATE FINANCE COMMITTEE

Offered:
Referred:

Sponsors):  HOUSE RULES/LEGISLATIVE BUDGET AND AUDIT COMMITTEE

A BILL
FOR AN ACT ENTITLED

"An Act creating the investment loss trust fund; and providing for an effective date.”

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

3
4
)
6
7
8
9

10
11
12
13
14

* Section 1. LEGISLATIVE PURPOSE. The purpose of AS 37.14.300, enacted by sec. 2 of this Act,
is to provide financial security to participants in the state supplemental annuity plan established under
AS 39.30.150 - 39.30.180 and other annuity holders who may be harmed by the possible insolvency of
the Executive Life Insurance Company of California.

* Sec. 2. AS 37.14 is amended by adding a new section to read:

ARTICLE 4. INVESTMENT LOSS TRUST FUND.

Sec. 37.14.300. INVESTMENT LOSS TRUST FUND, (a) There is established as a
separate fund in the state treasury the investment loss trust fund. The trust fund consists of
money appropriated to it by the legislature. The Department of Revenue is the custodian of the
trust fund and shall invest the trust fund in accordance with AS 37.10.071. Subject to
appropriation, the amount earned on money in the trust fund shall be retained in the trust fund.

The trust fund shall be held in trust for the benefit of participants in the supplemental annuity

-1- SCS CSHB 221(FIN)
New Texc Underlined [DELETED TEXT BRACKETED]
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plan established under AS 39.30.150 - 39.30.180 an” for other purposes authorized by this
section, subject to the conditions set out in this section.

(b) The Department of Administration shall spend money from the trust fund as

necessary to

(1) hold participants in the plan and annuity holders harmless from a loss on
investments in guaranteed investment and annuity contracts issued by Executive Life Insurance
Company of California;

(2) pursue a right to recover amounts frompersons who mayhave unlawfully
caused or contributed to the loss on investments; and

(3) protect the interest of participants in the planandannuity  holders during
proceedings to conserve or liquidate the assets of Executive Life Insurance Company of
California.

(c) If the plan or an annuity holder does not incur a loss on investments, or, if after
compensating the plan and annuity holders for the loss on investments, a balance remains in the
trust fund, the trust fund created in (a) of this section is terminated and the balance of the trust
fund lapses pro rata into the funds from which the appropriations to the trust fund were made.
The state is subrogated to a right of claim held by participants in the plan and annuity holders
to the extent of amounts spent from the trust fund.

(d) In this section,

(1) "annuity holder" means

(A) a plan participant who elects to receive an annuity contract acquired
by the Department of Administration and issued by Executive Life Insurance Company
of California; and

(B) members of the Unlicensed Vessel Personnel Annuity Retirement Plan
who receive an annuity contract acquired by the Department of Administration and issued
by Executive Life Insurance Company of California;

(2) "loss on investments” means

(A) the difference between the principal amount plus accrued interest

through May 3, 1991, on the guaranteed investment contracts issued by Executive

Life Insurance Company of California, according to the terms of the contracts, and a

lesser amount received by the plan upon maturity, sale, or other termination of the

SCS CSHB 21(FIN) 2
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contracts; plus

(B) accrued earnings on the amount described in (A) of this subsection,
beginning May 4, 1991, and continuing until the earlier of a participant’s benefit
commencement date or the maturity, sale, or other termination of the contracts, at a rate
equal to the rate, less one percent to be used for the purposes of (b)(2) - (3) of this
section, earned each month on the investment loss trust fund; or

(C) any unpaid annuity amounts due to annuity holders under an annuity
contract issued by Executive Life Insurance Company of California;

(3) "plan" means the supplemental annuity plan established under AS 39.30.150 -
39.30.180;

(4) “trust fund" means the investment loss trust fund established under this
section.
* Sec. 3. The Department of Revenue shall notify the lieutenant governor, the revisor of statutes,
the commissioner of administration, and the legislative budget and audit committee when the investment
loss trust fund is terminated under AS 37.14.300(c), enacted by sec. 2 of this Act.

* Sec. 4. This Act takes effect immediately under AS 01.10.070(c).

-3- SCS CSHB 221(FIN)
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WALTER J. HICKEL, GOVERNOR

REFLY TQ
DEPARTMENT OF LAW 0 1031 W4th AVENUE SUITE200
PHONE 907E'276 0550 ]
OFFICE OF THEATTORNEY GENERAL FAX: (go'ys 27%-3697
n KEY BANKBUILDING
100 CUSHMAN ST. SUITE400
May 15, 1991 FAIRBANKS, ALASKA 997014679
PHONE: 907g452-1568
FAX: (907) 456-1317
ffi* PO BOXK - STATECAPITOL
Honorable Pat Pourchot JUNEAU, ALASKA 99811-0300
Co-chairman Senate Finance Committee EE)?Ng%:Yggggg%stg-gGOO
Alaska State Senate A i
P 0O Box V
Juneau, Alaska 99811
Re: Analysis of CS HB 221 (Fin);
CS HB 51 (Fin) SBS investment
loss trust fund
Dear Senator Pourchot:

At the request of your aide Susan K. Barnette, we submit
for your consideration the following analysis of CS HB 221 (Fin),
an Act creating the investment loss trust fund. This b ill and the
accompanying appropriation b ill (CS HB 51) is intended to provide
a means for holding employees and former employees harmless from
potentially failing investments made in guaranteed investment
contracts issued by Executive Life Insurance Company of C alifornia
(the insurer). The insurer is subject to an order issued by the
superior court of the State of C alifornia appointing a conservator
and directing other measures as to the operation of the company.
Insurance Commilr of C alif, v. Executive L ife Insurance Company.
C alif. Superior Court for Los Angeles County Case No. BS006912.

ANALYSIS

l. HB 221 - Investment loss trust fund:

A. HB 221 would establish a trust fund for the benefit of
plan participants |1limited to the purpose of making up a loss on
investments of the supplemental annuity plan (the plan).

1. The trust remains in effect until the loss on
investment incurred by plan participants is satisfied. Upon
satisfaction, the balance of the fund lapses into the fund from
which the original appropriations were made.

2. The trust would be used to compensate for a loss
incurred on four guaranteed investment contracts purchased for the
plan issued by Executive Life of C alifornia. The details on the
contracts are set out below:



Hon. Pat Pourchot May 15, 1991
Re: Analysis of CS HB 221 (Fin); Page 2
CS HB 51 (Fin) SBS investment
loss trust fund

Year Surrender value M aturity R ate Contrib.
A) 1990 $ 2 m illion January 2, 1996 8.46% $ 1.3

B) 1989 $90.3 m illion July 1, 1994 9.10% $58.4

C) 1988 $52.9 m illion January 3, 1994 9.9% $30

D) 1987 $27.1 m illion January 4, 1993 8.6% $16.6

The contribution column set out above shows the principal
contributed by participants to each contract during the applicable
window period for each contract. The surrender value column shows
the amount that would be paid, including principal and interests,

upon m aturity.

B. The phrase "loss on investmentsll is a defined term. It
means the book value of the four guaranteed investment contracts on
May 3, 1991 (approximately $134.7 m illio.i consisting of principal

plus accrued interest at the contract rate) plus interest earned by
the Department of Revenue after May 3 less one percent.

1. The May 3rd date is wused in the b ill because it
the deadline imposed by the public employees retirement board for
the final payment of fu ll value on plan accounts. Unless this b ill
is enacted, for applications received after May 3, plan
participants w ill receive their account balances less twenty-one
percent. This retention (known as a "wall off") is designed to

protect active plan participants from having to absorb the loss on
investment if the loss is realized.

2. The amount of loss w ill not be known wuntil the
conservatorship is litigated through the C alifornia court system
(this could take a substantial amount of time).

3. The principal of the trust fund w ill be invested at
m arket rates by the Department of Revenue according to the prudent
man rule applicable to investment of treasury receipts. The one
percent interest reduction w ill finance the cost of adm inistering

the fund and legal fees incurred to recover losses either from the
conservator of the insurer or third party advisers to the plan.

C. The b ill would provide benefits to terminated employees
who elected to receive an annuity under a group annuity purchased
by the plan.

1. Approxim ately 300 terminated employees receive
annuities under a group annuity plan w ith E xecutive Life of
C alifornia. Under the terms of a court order, these annuitants are
receiving only seventy percent of their annuities until the status

of the insurer is finally determined.



Hon. Pat Pourchot May 15, 1991
Re: Analysis of CS HB 221 (Fin); Page 3
CS HB 51 (Fin) SBS investment
loss trust fund

2. Because the employees are covered under a grou
contract held by the plan, i1t is expected that the California
guarantee association will question their entitlement to coverage

under a guarantee fund established by California law. Under
California law, claims by states are not covered by the guarantee
fund.

D. The trust fund 1is established separatefrom the SBS
annuity account to anticipate any problems that mayarise with the
Internal Revenue Service.

1. The IRS may contend that the benefit provided by the
bill 1s additional compensation that will exceed limits imposed for
governmental plans.

2. Another tax issue concerns the affect of the benefits
on highly compensated participants and whether the IRS will
consider the plan to discriminate in favor of those persons.

3. Under the plan document, amounts going into the
annuity account cannot be returned to the state. By establishing
a separate fund, i1t would be possible to return amounts to
unrestricted status when the loss is finally liquidated.

I1. HB 51 - Implementing Appropriations:

HB 221 i1s accompanied by appropriations made in CS HB 51
(Fin).

A. If HB 221 is enacted, $45,000,000 plus interest would be
appropriated from the general fund.

B. An additional appropriation of $93,100,000 is made from
the statutory budget reserve fund i1f HB 221 is enacted and would
take effect on the effective date of HB 221 or July 1, 1991,
whichever date i1s later. It is expected that the statutory budget
reserve fund will have a sufficient balance to cover this
?gggopriation through the operation of sec. 20(b) of ch. 209 SLA

C. Amounts could be expended from the budget reserve fund
appropriation only i1f the commissioners of adminisoration and
revenue determine that the trust fund balance is iInsufficient to
compensate beneficiaries and subject to the budgetary review
process set out iIn the Executive Budget Act.



Hon. Pat Pourchot May 15, 1991
Re: Analysis of CS HB 221 (Fin); Page 4
CS HB 51 (Fin) SBS investment
loss trust fund

D. The total appropriation amounts to $138.1 million.

that amount, $134.7 would compensate plan participants for a loss
in investment, and $3.4 million is to cover any loss suffered by
annuitants receiving payments under the group annuity policy.

Thank-you for the opportunity to comment on this bill.
Sincerely yours,
CHARLES E. COLE
ATTORNEY GENERAL

By : < ——-
~Jairfes 1 . Baldwin
Assistant Attorney General

JLB:jr

of



03-C5LH

WALTER J. HICKEL, GOVERNOR

REPLY TO:
DEPARTMENT OF L AW O 1031 W 4thAVENUE SUITE 200
ANCHORAGE, ALASKA 99501-19%4
PHONE: (907)276-3550
OFFICE OF THEATTORNEY GENERAL FAX: (907) 276-3697

01 KEY BANK BUILDING
100CUSHMAN ST. SUITE 400
May 10, 1991 FAIRBANKS, ALASKA 99701-4679
PHONE: (907) 452-1568
FAX: (907) 456-1317

STra BOXK- STATE CAPITOL
JUNEAU, ALASKA 99811-0300
The Honorable Jim Duncan PHONE: (907) 465-3600
Alaska State Senate FAX: (307) 463-5295
P O Box V
Juneau, Alaska 99811

Re: HB 221; Potential conflict
of iInterest arising from vote
on SBS annuity plan
Our file: 663-91-0459

Dear Senator Duncan:

You requested our advice concerning whether legislators
have a conflict of iInterest to the extent that they will be unable
to vote on HB 221, a bill establishing an investment loss trust
fund for the benefit of participants in the supplemental annuity
plan established under AS 39.30.150 - 39.30.180. Under this bill,
participants in the plan will benefit to the extent that the trust
fund 1s drawn upon to make up Jlosses caused by the expected
insolvency of an 1insurer that has 1issued guaranteed investment
contracts to the plan. The plan provides a part of the benefits
for public officers and state employees that were substituted when
the state withdrew from the social security system. All sitting
legislators are participants in the plan along with approximately
21,000 other persons.

In our opinion, even though legislators have a pecuniary
interest iIn the passage of HB 221, a vote on the bill does not
present a conflict of interest that would require a legislator to
be excused from voting. The statutory standards of conduct
applicable to legislators contains the following provision:

A conflict exists if benefits accrue to a person to
whom this chapter applies beyond that which may
accrue uniformly to members of the profession,
occupation or group to which the person belongs, or
to the public at large.

AS 24.60.030(d); accord Mason®"s Manual of Legislative Procedure
Sec. 552, para 1 (1989 Ed.). The pecuniary interest gained through
the enactment of HB 221 is identical to the benefit to be received
by all other legislators and a large group of persons iIn the state.



Hon. Jim Duncan May 10, 1991
AG Tile: 663-91-0459 Page 2

The benefit provided by the bill will be applied uniformly
according to the valuation of guaranteed investment contracts on a
date certain. The amount of the benefit will be set by factors
which existed before HB 221 was voted upon by the legislature and
over which individual legislators will have no control.

We believe that the pecuniary benefit realized by
legislators under this bill does not go beyond that which accrues
to all plan participants. The leeway granted under the standard of
conduct cited above recognizes, that there is no other lawmaking
body i1n the state with the power to take the action necessary to
repair the i1njury to the large number of persons affected by the
pending insolvency of a major asset of the plan. Any apparent
benefit to individual legislators will be offset by the benefit
realized by the state treasury through an equitable settlement of
potential liability claims without incurring substantial additional
liability for consequential damages, costs, and attorney fees.

We hope this adequately answers your question.
Sincerely yours,

CHARLES E.COLE
ATTORNEY GENERAL

Jiunes L. Baldwin
Assistant Attorney General



DIVISION OF LEGAL SERVICES

LEGISLATIVE AFFAIRS AGENCY
STATE OF ALASKA

P.0. Bax Y, Juneau, Alaska 99811 Deliveries to: 240 M ain Street
(907) 465-3867 or 465-2450 Court Plaza, ioom 500
FAX (907) 465-2029 Mail Mop 3101

MEMORANDUM May 3, 1991

SUBJECT: Conflicts of interest and SBS vote (Work Order No. 7-LS1332)

TO: Senator Jim Duncan

Attn: Pete Carran

FROM: John B. Gaguine
Legislative Counsel

You have asked whether it would be a conflict of interest for members of the
legislature to vote on the SBS "bailout” legislation. Because all senators and most
representatives (except for those who are very new) will have SBS accounts with
significant investments in Executive Life, and therefore would be significantly affected
by the bailout bill, it would appear to be a violation of the language of AS 24.60.-
030(b) for them to vote on the bill.-»

However, since this conflict is inescapable, and applies to a majority of the legislature,
I believe that AS 24.60.030(b) is simply not applicable here. Ifitwere applicable, the
legislature would never be able to vote on matters such as legislative pay and
allowances, or even on matters that financially benefit the entire Alaskan population,
such as permanent fund dividends. While there is no specific statutory language
creating this exception to AS 24.60.030(b),” I think that this construction of (b) is
necessary as a matter of common sense and sound policy.

y AS 24.60.080(b) provackes, "'A anflictof niaresteastswhen a person towhom thisdgpter gplies
tdes orwitholds difiaal ectin or earts difiadl influae trat coulld sstanally berefrt or harm
a firacial matter nwhich the person hes a direct or irdirect prinate intaest””  itoould be argued
that a lepslaar's SBS aooount srot a lrnaig” niaest, thus making tre sussscaan ingplicole.
Hovaver, 1thirk tret thiswould be an inggarqoniately rarrow reeding of the sUosectaon.

y AS 24.680.(08XC), which asates an eagpam 1o cartain coduct tetwould otrermise be aanflice
of naest, poadss, " (© Gnflicts of naest are prchibitad but there Brot aanflictof interest
if, s toagedficatter, trere Bno sistantial inprooriety or gopearance of inpropriety because
O tte persns Niaest B rekndly rsgThiat or @ te perans auttonity B rekinely far
removed fran any difiaal actaon trat coulld reesareblly be affectad by the potentsal arflictof niaest,
provided tret no attanpt hes been made t© remove the gpearance of inprgoriety by delegatarg
regosiility fo-dfical action.™



Senator Jim Duncan
May 3, 1991
Page 2

The analogous situation arises with regard to the courts when a case presents issues
with a financial impact on all judges, as, for instance, a case concerning the judicial
retirement system. In such a case the courts have stated that they will hear the case
out of necessity, despite their personal interest in the outcome, which might otherwise
disqualify them under rules such as a code of judicial conduct. See generally 48A
C.J.S. Judges, sec. 100 ("The rules for disqualification ofjudges must yield to necessity
and will not prevail if disqualification will prevent resort to the only tribunal in which
relief may be obtained").

At any rate, even if a conflict rule were held to be applicable, under Uniform Rule
34(b) a legislator may not choose to abstain, but may only ask for the body’s
permission to abstain. Since, as a matter of tradition, this permission is never
granted, even a legislator who has a genuine, individual conflict as to a matter must
always vote on it. In view of Uniform Rule 34(b), it might even be argued that
AS 24.60.030(b) simply does not apply to votes taken on the floor of the legislature.

If I may be of further assistance, please advise.

JBG:pl
91-333.pIm



DIVISION OF LEGAL SERVICES

LEGISLATIVE AFFAIRS AGENCY
STATE OF ALASKA

P.0. Box Y, Juneau, Alaska 99811 Deliveries to: 240 Main Street
(907) 465-3867 or 465-2450 Court Plaza, Room 500
FAX (907) 465-2029 Mail Stop 3101
MEMORANDUM May 8, 1991
SUBJECT: Dedicated funds issue in proposed CSHB 221(Finance)
TO: Representative Mike Navarre
Co-Chair, House Finance Committee
Attn: Carol
FROM: Theresa L. Bannister

Legislative Counsel

Enclosed is the committee substitute you requested. Section 1, establishing the
investment loss trust fund, may violate the state constitutional prohibition contained
in article 1X, section 7, against the dedication of funds. The section provides that the
fund includes interest on money in the fund.

In art opinion concerning the dedicated funds prohibition, November 30, 1982, the
Attorney General noted that the retention of interest earned on the principal and
other earnings of a fund (in that opinion, a revolving loan fund) raises a dedicated
fund question. The opinion goes on to note, at page 16,

A difficulty that arises from the view that the dedicated funds prohibi-
tion is not applicable to interest or investment income on separate
funds is that it permits steadily increasing amounts of money to be re-
ceived and used by state departments and agencies without legislative

control through the annual budget process. . . . (W)e doubt that a
blanket exception for derivative income would be approved by the
courts.

If you wish to avoid this issue, you could add "subject to appropriation,” before
"Interest” on page 1, line 8 of the bill.

If I may be of further assistance, please advise.

TBL:pl
91-349.pIlm

Enclosure



P.0. Box Y, Juneau, Alaska 99811 Deliveries to: 240 Main Street

(907) 465-3867 or 465-2450 Court Plaza, Room 500
FAX (907) 465-2029 Mail Stop 3101
MEMORANDUM May 2, 1991
SUBJECT: Appropriations to satisfyjudgments (Work Order No. 7-L.S1333)
TO: Senator Jim Duncan
FROM: Tamara Brandt Cook
Director A

You have asked whether the judicial branch could force the state to pay a judgment
for recent investment losses suffered by SBS if the state were found liable for those
losses. In my opinion, this is extremely unlikely to happen.

No money may be expended from the state treasury without an appropriation and
only the legislature may enact an appropriation, subject to the governor’s veto power.
For this reason, generally the state is not bound to pay court judgments without an
appropriation. fChevron U.S.A.. Inc. v. Hammond, A77-195 Civil, United States
District Court (1978) unpublished) AS 09.50.270 sets out a procedure for payment
of a judgment that is subject to the appropriation process. The court cannot order
the legislature to appropriate money to pay a particular settlement without creating
very severe questions regarding the application of the separation of powers doctrine.
The "power of the purse” is after all, a very important legislative power, distinct from
those powers exercised by the judicial or executive branches.

There have been some cases from other jurisdictions in which a judge has ordered
a state or local government to spend money or to raise money through taxation.
However, this is a very unusual remedy, applied only in cases involving utter failure
on the part of the government to carry out its constitutionally mandated duties, and
it is very unlikely that a court in this state would choose to follow those precedents
with respect to the SBS situation. While legislators should, as a matter of policy,
appropriate funds to pay properly entered judgments against the state because
otherwise this results in unfair treatment by the state of its citizens, the legislature has
discretion in the matter and may decline to pay a judgment.

TBC:pl
91-330.plm
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LEGISLATIVE AFFAIRS AGENCY
STATE OF ALASKA

P.0. Bax Y, Juneau, Alaska 99811 Deliveries to: 240 Main Strest
(907) 465-3867 or 465-2450 Court Plaza, Room 500
FAX (907) 465-2029 Mail Stop 3101
MEMORANDUM April 30, 1991
SUBJECT: State payment of Supplement Benefit System accounts (W.O.

No. 7LS-1252)
TO: Senator Jim Duncan

FROM: Teresa B. Cramer
Legislative Counsel

You have asked whether the state is obligated to pay the accounts of members of the
Supplemental Benefits System (SBS) who terminated from state service and whether
that answer changes depending on when the employee terminated from state service.
You have also asked whether the full balance in the employee contribution account
should be paid or whether that amount should be reduced to reflect the reduction in
value of the SBS portfolio and whether the state may delay payment because of the
current financial condition of Executive Life.

Summary

In my opinion, the state is required to pay in full the accounts of members of SBS
who terminated from state service, regardless of when they terminated from state
service. The reduction in the value of the SBS portfolio may not be passed on to
participants of the system under the system as it is currently structured. The state
does not have a legal basis to delay paying those obligations.

Discussion

1. Provisions of the SBS statutes, plan and insurance contract.

An employee of a participating employer who would have been required to
participate in the federal social security system if the' employer had not.opted out of

social security is required to participate, in the supplemental benefits" system.
\S 39.30.150(a).-» A "participating employer” is defined in AS 39.30.170 as the

y There Ban exgptao far crtain narire higway employess covered by cllective bartainirg
antracts antained NAS 3.30.15)0). - -
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state or an employer as defined by the Public Employees’ Retirement System who is
not participating in the federal social security system and whose participation in SBS
has been approved by the commissioner of administration.

The mandatory contributions to SBS from employee wages and from the employer
are paid into the employee’s individual employee annuity account under AS 39.30.-
150(a). Under AS 39.30.153, the amount held on behalf of a terminating
employee in that account is to be paid to the employee under the terms of the state’s
Supplemental Annuity Plan.

The plan, which is set out at the end of the State of Alaska Supplemental Benefits
System Information Booklet, Plan Year 1991, beginning at page 100, provides that
the accounts be maintained by the employer (Art. IV.A), that each participant’s
account is fully vested and nonforfeitable at all times (Art. V. A), and that a
terminated employee is eligible for payment of the account 90 days after the
termination of employment (Art. A. B). The plan offers various forms of payment,
including a lump sum payment and several forms of annuities (Art. V. D). The plan
administrator may not modify or amend the plan retroactively to reduce the accrued
benefits of any participant. (Art. VII. C.2)

The amount in the account depends on the valuation. Under the plan,

[aJccounts shall be valued and investment earnings and contract dividends
shall be credited to each Participant’s account at least annually in accordance
with the Insurance Contract.

(State of Alaska Supplemental Annuity Plan, Art. IV.B.) By regulation, investment
income is posted monthly to the individual annuity accounts. 2 AAC 37.171. Under
the insurance contract between the state and Executive Life dated December 19,
1989, interest is guaranteed at a net effective annual rate of 8.46 percent (Part VI,
B, page 26).

The state is responsible for determining the value of accounts and notifying the
insurance carrier to purchase annuities or make lump sum payments (Part IlI,
Annuity Contract Terms, sec. 4.01). There is also a provision for a penalty payment
for lump sum benefit payments that are made more than 15 days after the state
notifies the carrier to process the pavment. (Part I, Annuity Contract Terms, sec.
w*+(6).

- Under AS 3.3.15X0), amployess may doose t make atitaical antriutios © pay far
syplerattal baefits tat tre systan dfas uder AS 3P.30.18). Before-198, amployees auld
purdrese health, deth, disshillity, . ad survivar barefats fran tte mendatory antriiutios. I 1983,
tresyplerental beefitstatutesvere anended 1o require trat those berefts be pard far fran geecial
berefit acoounts.  The mandatory antributias aould anly be usad far arurties.
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1 Is the state obligated to pay in full the accounts of members of SBS who
terminated from state service? Does the answer depend on when the member
terminated?

In my opinion, the state is obligated to pay the full value of the accounts of
employees who have terminated their employment with the state. The answer does
not depend on when the employee terminated.

Under AS 39.30.153, the state is required to pay the employee the amount in the
employee’s annuity account. Payment is to be made under the terms of the
Supplemental Annuity Plan. Nothing in the plan limits the obligation to pay the full
amount.

As quoted above, Art. IV. B, of the plan requires that accounts be valued and
investment earnings credited to employee accounts in accordance with the insurance
contract. It is possible that a court would interpret this to refer to the performance
the insurance contract rather than the term of the insurance contract. | believe the
better interpretation is to look to the terms of the contract.

Under the plan, the employee is eligible to receive the amount 90 days after
employment with the employer ended or, if the employee chooses, at a later date.
The value of the account the employee is entitled to receive is the value of the
account as of the benefit commencement date. There is nothing that permits the
state to pass investment losses to the employees. The insurance contract, which is
made applicable to the valuation of employee accounts under Art. 1V.B., guarantees
a net interest rate of 8.46 percent. These provisions apply regardless of whether the
employee was eligible to receive the SBS payment before or after the State of
California acted to take over Executive Life and the Internal Revenue Service
assessed overdue taxes and penalties against it.

2. Can the state delay payment of SBS payments because of the financial condition
of Executive Life?

In my opinion, the state may not delay payment because of the financial condition
of Executive Life. Under AS 39.30.153. the individual employee annuity account
"must be paid to the employee under the terms of the annuity plan. The .plan
provides that the account is fully vested and nonforfeitable and that employees are
eligible for payment 90 days after terminating employment. (Art. V,. A and B).
Benefits commence "as soon as administratively feasible" after the first date that the
semployee satisfies the waiting period and has-made a complete application for
payment unless the employee has requested that the benefit payment be deferred to



Senator Jim Duncan
April 30, 1991
Page 4

a later date. -! Since the plan administrator may not modify the plan to reduce
benefits of any recipient (Art. VII.C.2), administrative feasibility cannot be based on
the expected financial condition of the insurer.

If I may be of further assistance, please advise.

TC:pl:gc
91-321.pIm

There arcalo prosias Tarpayment o pracentswho reech nomal retirematagead far tte
berehicaanes of paracEts who have died who have rot gpllied far paymant:



April 29, 1991

The Honorable Pat Pourchot
P. 0. Box V
Juneau, AK 99811

Dear Senator Pourchot:

Bashing of state employees is popular right now; especially with the Hickel
administration saying that the state government is overstaffed, so at times you
might feel that refunding of SBS is not the popular thing to do. You might also be
concerned that because you’re covered by SBS, your constituents might feel that
your primary reason for refunding is to cover yourself. However, there are
many, many people within Alaska that feel the SBS should be refunded, myself
included.

I'm sending you the attached article to show that there are also people
nationwide who believe the employer has a fiduciary responsibility to do so. This
writer says better than | could how | feel about the present situation.

Please do what you can to help resolve this problem..

Sincerely,

Colleen Rutledge
mail: P.0. Box 92752 Residence: 3016 W. 31st
Anchorage, AK 99509 Anchorage, AK

Attachment
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April 22, 1991 0 <b "
ts*
All Legislators

Public Employee Union Leaders

Re: SBS Annuity Plan--April Distributions

Enclosed is a letter that 1is being sent to approximately 300 SBS
participants. These former employees have requested a lump sum

payment or annuity purchase during the March/April cycle.

We are taking this action to give the PERS Board adequate time to
consider and approve a revised policy on SBS distributions. These
revisions are necessary due to the extraordinary events that have
occurred since April 1, 1991, regarding Executive Life Insurance

Company of California.

Please call me at 465-2200 1if you have any questions or need

further information.

Sincerely,

Willett Keller
Commissioner
MKZnl
Enclosure

cc: PERS Board
Governor Hickel

Max Hodel
Chief of Staff

Office of the Governor

Charles Cole
Commissioner

Department of Law
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DEPARTMENT OF ADMINISTRATION
|

OFFICE OF THE COMMISSIONER /

April 22,

Dear SBS Participant:

During the past year there has been considerable

troubled financial condition of Executive Life Insurance

California (ELIC).

WALTER.J. HICKEL. GOVERNOR

PO. BOXC

JUNEAU, ALASKA 35511-CS00
PHONE:  (307) J65-2200

FA:  (07) <I652,35

concern over the

Company of

0n April 11, the California Commissioner of Insurance seized control
of the company. One of the stated goals of the California
Commissioner was to "ensure maximum protection Executive Life

Insurance Company policyholders." The Supplemental

Annuity Plan has approximately $132 million (current

invested in contracts with ELIC.

If the California Insurance Commissioner is not able
your S BS investments may be affected. It is therefore

review our current policy in the event that changes

or fund distribution are required.

On May 3, the Public Employees®™ Retirement Systenm
to consider our valuation and fund distribution policies.

work by our attorneys, accountants, and other advisors

provide the Board with sufficient information to

policy decisions.

Il am writing you because you are scheduled to receive

sum payment or purchase an annuity during the April

the extraordinary circumstances surrounding the

seizure and the resultant uncertainties, I anm unable

April list until the Board makes a determination
valuation policies.

Employees

be adopted by the Board before we make the April

Pat Wellington, Chairman of the

Retirement Board, also believes valuation

Benefit

value)

recover ELIC,

prudent to

account values

Board will meet

The ongoing
should

informed

either a lump

cycle. Due to

Executive Life

process the

account

Public
policies should

distribution.



SBS Participants -2 - April 22, 19S1

I truly regret having to advise you of this delay. It is possible there
wiil be policy changes made at the May 3 meeting that affect the
benefit election you previously made. We will inform you of the
actions taken by the Board after the May 3 meeting. If you have any
further questions, please contact Retirement and Benefits at 465-
4460 .

Millett Keller

Commissioner



WALTER J. HICKEL, GOVERNOR

DEPARTMENT OF ADMINISTRATION P.0. BOX C
JUNEAU. ALASKA 99811-0200

PHONE: (907)465-2200
OFFICE OF THE COMMISSIONER FAX:  (907)465-2135

April 12, 1991

The Honorable Pat Pourchot
Co-Chairman

Senate Finance Committee
P.O. Box V

Juneau, AK 99811

Dear Senator Pourchot:

During testimony on SB 204, Senator Duncan requested a short history of the
Supplemental Benefits System. Enclosed is some information that | hope will serve
to answer any general historical questions that Senator Duncan or other members of

the committee may have.

Sincerely,

Commissioner

MK/MBC/crd
Enclosure



A Brief History of
the
State of Alaska
Supplemental Benefits System

WITHDRAWAL FROM SOCIAL SECURITY

The State of Alaska began consideration of withdrawal from the social security
system in the early 70's when studies were requested by the State legislature to
determine the advantages and disadvantages of withdrawal. The first study
consisted of a detailed description of the benefits which would be lost through
termination of coverage and a proposal of alternatives for the replacement of those
benefits in the event coverage was actually terminated.

In December 1975, the State notified the Social Security Administration of their
intent to terminate coverage on January 1, 1978. The alternative benefits proposed
in the study were further described as to their probable cost and administrative
expediency. The study concluded that the duplication of benefits that would be lost
under social security would cost approximately 22% of covered wages as compared
to the approximate 12% of covered wages under social security. In addition, the
study painted a grim picture of the expense and difficulty of administering such a
duplicate plan.

STATE CHANGES ITS MIND

As a result of the study and because of the lack of time to examine other

alternatives, Alaska rescinded its notice of intent to withdraw in May of 1977. Since
a strong desire to continue the investigations remained among employees and
union representatives , a second notice of intent to withdraw was filed in
November 1977 with the Social Security Administration to become effective on
January 1,1980. A second study was initiated at that time to examine alternate kinds
of benefits that might be more desirable to State employees, but did not attempt to
duplicate social security benefits.

STATE LEGISLATURE TAKES ACTION

As a result of this second study conducted by an ad hoc committee composed of
employee representatives, legislators and administrators, legislation was introduced
in 1978 to provide for an employee vote on social security withdrawal and for
various enhancements to the Alaska Public Employees' Retirement System in the



event that employees approved the withdrawal. The legislation which finally
passed in May of 1979 did provide for a secret ballot, with a simple majority of those
employees voting deciding the outcome. However, instead of enhancing the PERS,
a program consisting of five categories of benefits was specifically named in the final
legislation and ultimately became the defined contribution plan that still forms the
basis for the program today.

THE EMPLOYEE REFERENDUM

Informational materials that explained the advantages and disadvantages of social
security and stressed the fact that each person would be uniquely affected by social
security withdrawal were distributed to all employees during July and August of
1979. Information was also distributed which outlined the basic structure of the
proposed replacement program.

The results of the balloting were announced in September 1979. Of the employees
voting, 52% chose to withdraw, 39% chose to stay in, and 9%, not enough to change
the outcome of the election, submitted ballots that were "questioned™ and ruled
invalid. This election resulted in all of Alaska’s State employees "opting out" of
social security effective January 1, 1980, the first such group of State employees ever
to do so.

*THE PROGRAM BECOMES EFFECTIVE

The Alaska Supplemental Benefits System (SBS) became effective upon withdrawal.
The SBS offered benefit options from which the employee could select which
would best meet his or her individual needs. The options could be changed on an
annual basis in consideration of changing personal circumstances. The benefit
options available to each employee were death benefits, survivor benefits, disability
benefits, health benefits and annuities.

One of the primary differences between the SBS and social security is that under the
federal program, contributions made by and on behalf of an employee may not be
received by the employee or the employee's beneficiary. In contrast, the SBS
program was designed so that benefits bear a direct relationship to the contributions
made for the employee. This "individual oriented" defined contribution program
was seen to be preferable to programs such as social security which are more
"welfare oriented.”

THE EARLY SBS
In accordance with the law, the State contributed 6.13% of gross wages into a special

individual employee account for each employee up to the current social security
wage base. Each employee's wages were reduced by 6.13% to match the State



contribution and were also allocated to the special individual accounts. Although
the taxable wage base does change from year to year, the contribution rate was fixed
in state statute, instead of increasing in steps like the federal social security rate. The
monthly contribution was distributed among the various insurance coverages that
had been chosen by each employee. Each employee had the option of choosing any,
all or none of the types of insurance.

In the original system, contributions remaining after insurance premiums and the
annual administrative fee were deposited in the individual employee's annuity
account. Virtually all employees participated in the annuity program since any
excess contributions remaining after insurance premiums were paid were
automatically deposited in the annuity account.

SBS ANNUITY INVESTMENTS

The first annuity contract was procured with an RFP in 1979. The resulting contract
with Mutual Benefit Life (MBL) Insurance Company guaranteed a rate of interest on
all funds received from the state for a one year period. The company could
announce the interest rate each November for the coming calendar year. All
recordkeeping was performed by MBL including the distribution of checks to eligible
employees. The state continued this relationship with MBL through 1984.

In 1984 all the funds that had accumulated at MBL were separated into two accounts.
One account became payable in five equal installments beginning on 1/1/86. Each of
these installments were rolled over to the then current investment carrier for the
SBS. All installments on this contract have now been received.

The second account in MBL was rolled over to the 1985 investment carrier, State
Mutual Life (SML). The 1985 contract with SML was the first of the GIC contracts
that the SBS purchased. This GIC with SML matured on 1/1/91 at over $150
million, and was deposited with the Department of Revenue.

The contract in 1985 was also the first that was purchased using an Invitation to Bid
(ITB) rather than a Request for Proposal. The bid process was less cumbersome to
use for both the state and carriers. The bid process was used for procuring GICs
through 1990.

GICs were purchased annually through 1990. In some years, more than one GIC was
purchased. For example, if large amounts of cash were due from an earlier maturity
or rollover, the state would bid an "investment” GIC(s) for the rollover and
purchase a "window" GIC for the year's contributions. For that reason, the state has
2 GICs maturing in 1992, 2 in 1993,3 in 1994, 2 in 1995 and 1 in 1996. Following is a
schedule of these GICs:



SBS ANNUITY CONTRACTS

Contractorholdcr Rale of Maturity Present Maturity
and Return Value in Value in Date
Inital year Millions (cst) Millions (est)
Transancrica ..... --10.66%._.. -- 774.._.. . ©&42.... 1/2/92
Occicental
"8
Aetma. .. ...... ceee 9.5%. oo M5 .. -..HBO0..... 1/2/92
"8
Becutive Life. .. ......8.6%. ... .....27.0..... _._. A5 ....... 1/4/93
87
New York Life.......... 8.6%..... ....60.2..... ..... AT ... 1/4/93
87
Transarcrica...... .... 9.21%. ... ....59. 7. ... ... &R26..... 1/3/9%
Occicental
"8
Beautive Life. .. .. .. 9.%%.-.. --- 29 ... ...36B8..... 1/3/9%
8
Metropolitan. . .. _-_- 9.6%%. ... ... 137 ... ... 46.8....... 1/3/95
"89
Transancrica...... ... 9.15%...... ... 5.0...... ..... P 1/3/95
"8
Becutive Life.......... 9.10%..... ..... ND3........... 619...... 7/1/94
"8
Beautive Life. .. ... 7.07%- .. --. 19 ... ... 1.3B..... 1/2/9%6
"0

Shortly after the 1990 GIC was awarded to Executive Life Insurance, their risky
financial position due to junk bond holding was highly publicized throughout the
country. The state negotiated an end to the 1990 contract. In return for this early
termination, the state agreed to accept a lower rate of interest on the $1.9 million
that had been deposited. Employee contributions received after January 1990 had
been deposited with the Department of Revenue for investment.

An interim investment agreement was approved by the Public Employees
Retirement System board and signed by the Departments of Administration and
Revenue in 1990. Funds are currently being invested by the Department of
Revenue in accordance with this agreement.

CHANGES OVER THE YEARS

The program has changed since its inception. In the first two years refunds of all
contributions were made to a terminating employee ONLY if the account balance
was less than $1000. If the account was greater than $1000, the employee was not
eligible for receipt of the funds until age 55. Due to much employee dissatisfaction,
the state sought and received IRS approval of a change in the Plan to allow payment
of funds after termination for 90 days.



In 1986, federal legislation was enacted that required the restructuring of the SBS in
1989. Prior to the restructuring, the SBS had always been a combination annuity and
insurance benefit plan. The annuity plan had a separate and unique qualification
from the IRS. The benefit portion of the plan had no distinct qualification at that

time.

The restructured SBS had two distinct parts-annuities and benefits. Annuities only
would now receive a full 12.26% of salary. Insurance benefits would be paid for
through additional voluntary pre-tax deductions to wages. Following extensive
employee meetings in 1988, the structure was endorsed by the workforce and
adopted by the legislature. Effective in 1989, the annuity plan and the benefit plan
were separately qualified under IRS code sections 401(a) and 125. Effective also in
1989 was the addition of a dependent care benefit as a separately qualified and
approved plan under IRC 129.



Legislative Budget and Audit
Committee Meeting
March 12, 1991

Issues and Questions
regarding the
Supplemental Benefits Systen ("= SBS")

Ability to sell GIC"s

- does contract allow sale

- is issuer w illing to allow s ale

- are th ere any ta x or ERISA im plications for issuer or
SBS

- if issuer file s bankruptcy prior to sale, can sale be

consummated
£Zse Qf Legislative Authorization

- is a purchase expected in th e near future

- is speedy action required by the Legislature

- w h at is th e reason for th e December 31, 1992 repeal

Cash Flow

- w ould S tate 's payment for purchase bepaid in lum p sum
or over tim e , at or tow ard th e frontor b ack o f any
tim e period, or on same schedule as G IC 's m ature

- what would be the projected m onthly liq u id general fund
balances through FY 9 3, given th e expected payment
schedule and updated revenue forecasts

M anagement, off Purchased Q IC 's

- w ould th e S tate expect to h old th e G IC 's to m aturity,

b arring de fault

- w hat would th e S tate attem pt to negotiate to

shorten or cash out G IC 's
- w hat would be th e expected cost to th e S tate

- how w ould th is compare to expected value of G IC's

in bankruptcy lig uidation or workout



B u

Al

- who would negotiate for State, including legal or
investment counsel

- would results of negotiation be placed before the
Legislature or Budget and Audit

dget
would the Governor®s budget for FY 92 be reduced by
either
- cash paid for GIC purchases
- cost to the State if GIC shortening or surrender
is negotiated
ternatives

what sureties or collateral could be negotiated fromn
issuers to reinforce their guarantee under GIC"s (see
page labelled "Alternatives?" attached to enclosed
memorandum of March 8, 1990)

what would happen if the State enacted a law requiring
amendment or rescission of GIC contracts, allowing
withdrawal of funds (see paragraph 5 of enclosed
memorandum of March 8, 1990)

could the potential purchase of a non-investment grade,
illiquid asset for the State®s operating account
(general fund) set a precedent for allowing other uses
of the State treasury requiring waiver of the

statutory rule of prudence

would it be preferable to make an appropriation,
contingent upon a GIC loss to the State- either as a
result of negotiated surrender or bankruptcy
settlement- that would avoid waiver of prudence and the
holding of a much larger non-investment grade, illiquid

asset in the general fund

mr-JZEfIflItMQrthipgga
what is the financial condition and outlook for GIC
issuers, including Executive Life and Great Western

(Deferred Compensation GIC issuer)

what rating changes have occurred recently for GIC

issuers

what are the trends in policy and contract surrenders

for issuers
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The Hon. Frank Baxter, Couaiasionar
Th« Department of Administration
P.O. Box C

Juneau, Alaaka 99811

Executive Life Insurance Coapanyv

Dear Coaalaaionar Baxter:

o L4

In anticipation of tomorrow®s meeting with Executive
Life, I suggest the following overall negotiatin position be
presentad. (Based on our telephone onversation earlier this week,
I have assumed that your 1immediate objective 1is to terminate the
most recent contract and not to address the earlier contracts at
this time.)

(1) The State of Alaska®s purchase of Guaranteed
Investment Contracts from Executive Life wusing
retiremen fund contributions o state employees ha3
become a eated political issue in Alaska.

Executive Life must understand and appreciate the
political realities. The State of Alaska cannot,
and will not, accept any result which is politically
untenable.

i

(2) Whatever the true state o Executive Life"s
inances - a matter abou which Alaska currently
lacks sufficient information - it has become
politically impossible for the State to invest
additional funds in any contraot issued by Executive)
Life
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(3)

(4)

(5)

(6)

Baxter
Page
for the moment Alaska la willing to laava tha thraa
earlier, paid-in-full contracts in placa, at least
until such time as circumstances (whether politioé&l
in Alaska, or financial at Executive Life) dictate
otherwise. But the most recent contract, No. 26805,
must be terminated effective immediately, with the
Tlull value of Alaska®s account (principal and
lcompound interest) transferred to a carrier to be
Iselected by Alaska for reinvestment. =
Alaska has no desire to cause Executive Life any
further negative publicity and proposes that the
contract be terminated in a consensual, low-key
fashion, without public relations fanfare?*
If Exeoutive Life refuses to consent to contract
termination, then Alaska will be forced --
politically - to pursue other actions. At a.
minimum, in all likelihood these would entail
exercising Alaska®s right to audit Exeoutive Life, a
right available to Alaska both under contract and by
virtue of Executive Life"s idinsurance activities in
Alaska. Alaska will also seek to achieve
termination non-consensually. One 1likely scenario
is that the Legislature, which is currently in
session, will enact legislation forbidding the state
or any of 1its agencies from investing public funds,
or retirement plan funds, in instruments such as
guaranteed 1investment contracts issued by an
institution whose own assets are disproportionately
invested - for example, in excess of 20 percent -
in junk bonds. The existing contracts obligate
Exeoutive Life to remain in compliance with the 1laws
of Alaska, and such a law would, in Alaska®"™s view,
entitle it to terminate the most recen contract,
and the earlier contracts as veil.
Another option, which Alaska is not anxious to
utilize, would entail litigation Several political
leaders in Alaska have questioned how the State
could have awarded a contract to Executive Life as
late as December of last year. They suggest that
Executive Life should have diaolosed its imminent
junk bond-related charoe against earnings and that
its failure to do so gives Alaska the right to
rescind the contract. If necessary, Alaska will
seek such a ruling from the Alaska Superior Court,
which is the court specified to resolve disputes in
connection with the contract
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An alternative approach would Cocua not on terminating
the current contract, hut on obtaining security for both existing
funds held by and future contributions to Executive Life. Alaska
could also try to negotiate an arrangement whereby future
contributions are segregated into a trust aeeount. Zt is difficult
to assess the advisability of these approaches, however, in the
absence of more information than we now have about Executive Life"s
financial condition and overall stability. The absence of that
information also makes it ifficult for us to formulate a credible
negotiating position which is likely to persuade Executive <jife to
agree to change the status quo.

' i :

Obviously, Alaska®s opening negotiating position can be
eoftened or hardened as circumstances and judgment warrant, X
understand that Z will be joining you in your meeting on Friday,
and Z look forward to discussing these suggestions beforehand when
we meet at the Radisson Hotel in Manhattan Beach. X am flying to
LAX on Friday morning and, unless delayed by weather conditions,
should arrive at your hotel by 9:00 A.M*

X look forward to meeting you tomorrow.

ec: James Baldwin, Esq.



SBS ANNUITY CONTRACTS

These companies currently hold "net"” deposits from "window period” and "bullet"
GICs. At maturity these monies will be reinvested. In what types of investments
and with what goals and objectives will be determined by the Public Employees’
Retirement System (PERS) board as they diversify from GICs.

06/30/90 Value at
Name/Initial Year Balance Percent Maturity M aturity Date
State Mutual Life $142.0 million 13.01%  $151.1 million January 1,1991
Insurance Co./1985
Transamerica Occidental $66.5 million 10.66% $77.4 million January 2,1992
Life Insurance C0./1986
AEtna Life Insurance $36.2 million 9.5% $41.5 million January 2,1992
Co./1986
Executive Life Insurance $22.1 million 8.6% $27.1 million January 2,1993
Co./1987
New York Life Insurance $56.3 million 8.6% $69.2 million January 4,1993
Co./1987
Transamerica Occidental $43.8 million 9.21% $59.7 million January 3,1994
Life Insurance C0./1988
Executive Life Insurance $37.9 million 9.9% $52.9 million January 3,1994
C0./1988
Metropolitan Life Insurance $48.6 million 9.69% $73.7 million January 3,1995
C0./1989

\

Transamerica Occidental $43.9 million 9.15% $65.2 million January 3,1995
Life Insurance Co0./1989
Executive Life Insurance $63.7 million 9.10% $90.3 million July 1,1994
Co./1989
Executive Life Insurance $1.4 million 7.07% $2.0 million January 2,1996
C0./1990

Total at 6/30/90 $562.4 million
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The Hon. Frank Baxter, Commissioner
The Department of Administration
P.O. Box C

Juneau, Alaska 99811

Executive Life Insurance Company
Contract Award No. 26805

You have asked that I summarize my views concerning the
n of th
which is memoriali

modificatio above-referenced agreement (the "Agreement"™)

ur letter of March 16, 1990 to Allan

@
o
=1
- <
(=]

Chapman, Senior Vi dent of Executive Life Insurance Company.

w o N o
@
o
=
@
n

Briefly, the propo

@
o
3
o
o
-
-

ication:

1. Relieves the State of Alaska ("Alaska™"™) of any
obligation to remit further payments to Executive Life Insurance
Company ("Executive Life") under the Agreement, leaving only
January®s initial net contribution of 51,377,375.90 to be retained

=1

by Executive Life u
1996) ;

til.the end of the contract period (January 2,

2. Reduces the interest to be earned by Alaska on the
$1,377,375.90 by approximately $160,770, which sum has a present
value of $100,000 discounted at the existing contract rate;

3. Enables Alaska to select an alternative investment
medium for the approximately $34,000,000 of SBS funds to be
e would have to be invested

n o

invested in 1990, which sum otherwi
with Executive Life 1in accordance with the terms of the Agreement.

Il understand from you that you believe that, because of the recent
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upward movement in in tere st rate s, A la s k a w il b e able to negotiate
an in te re st rate o f approxim ately 9.1% per annum for SBS funds to
be invested in 1990 ; and

4 . Precludes A las ka from seeking w ith draw al o f
previously invested w ith E xecutive L ife under C ontract Awards N os.
,25980, 25992 and 26681 u n til m aturity of those contracts, and from
seeking to amend, re scind or otherw ise m odify th o s e contracts,
unless (a) A las ka is precluded by la w from s o re fraining to act or
(b) A la s k a discovers facts o f w hich it is currently unaware
e n titlin g it to te lie f (i.e ., on th e grounds o f fraud,
m isrepresentation or m aterial om ission).

W hether one views th e m odification o f th e A greement from
a business or le g al perspective, it appears to b e a prudent and
reasonable deal for Alaska. A lth ough th e proposed m o dification
w il en ta il a "co s t" o f $100,000 (in present value term s) to be
paid to E xecutive L ife in th e form o f a reduced in te re st rate , th at
cost w ill b e recouped several tim e s over as a re s u |t o f A la s ka's
a b ility to place 1990 SBS funds in another investment vehicle
earning a s ign ificamntly higher rate o f in tere st. T his s itu a tion is
th us analogous to an investor who purchases a s ix year certifica te
o f deposit at th e rate o f 8.46 %, only to discover th at in te re st
rate s m ove sharply highertr a fte r th e CcCD is purchased. A lth ough
w ith draw al o f th e funds p rior to m atur rity o f th e CD would e n ta il
payment o f a penalty, as long as th e addition al in te re st to b e
earned from an alte rn ative investment more th an o ffs e ts th e
penalty, it is prudent for th e investor to w ith draw th e funds, pay
th e penalilty and invest elsew here

An addition al factor m ilita tin g in favor o f th e
m o dification, again from th e business perspective, is th at A laska
may w e |l b e able to negotiate more favorable term s for investm ent
o f its 1990 SBS funds ',if ith a s succeeded in resolving th e
unwcertrtainty concerning its obligations to E xecutive L ife
O therwise, A las ka m ig ht need to negotiate an "o u t" in any
s ubstitute investm ent contract to protect Alaska in th e event it
m ust, for w hatever reason, resum e sending payments to E xecutive
L ife under the A greement. Such an escape clause w ou ld n o doubt

| also believe th at th e m o dification is prudent from a
le g al perspective. A's you know, | have n ot researched A la s ka's
rig h ts and obligations under th e A greement and th e re fore am unable
to express any opinion concerning th e lik e lih o o d o f success on th e
m erits s howuld A la s k a and E xecutive L ife litig a te th e ir respective
rig h ts and obligations under the A greement. | have been able to
conceive o f several le g al arguments w hich A la sk a m ig ht consider

advancing - - w hether asserted a ffirm a tively in litig a tio n in itia te d
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by A las k a or in defense in response to claim s browught by E xecutive
L ife - in support o f a claim th a't it is entitle d to rescind th e
Agreement or at' le a st term inate its future perform ance. (For
example, A las k a m ig ht claim th at E xecutive L ife m isrepresented
and/or faile d to disclose m aterial facts a t th e tim e th at th e
contract was awarded or th at th e la w s o f A las ka (in particular, th e
prudent investor rule) preclude A laska from investing further funds
w ith E xecutive Life??),) W ere th ese arguments successful, A la s ka

w ould b e entitle d to w a |k away from th e contract and perhaps even

to obtain re turn of the $1,377,375.90 currently h e ld by E xecutive

L ife . B ut | believe it unilikely th at A la s k a w ould b e able to
e stablish th at it is en title d to a ffirm a tiv e damages beyond re turn
o f th e January payment, w ith accumulated in tere s t.

On th e other hand, w ere A la s ka's arguments to fa il -
i.e ., w ere E xecutive L ife able to prove th at A la s k a breached its
contractual obligations by discontinuing payments under the
Agreement - A la sk a w ould have s ignificant damage exXposure
E xecutive L ife w ould no doubt claim th at it w as damaged in an
amount calculated as th e difference between th e A greement's rate of
in te re st (8 .46 %) and th e amount E xecutive L ife w ould have been able
to earn on investment o f th ose funds. (E xecutive L ife claim s that
it h as h is to rically earned more th an 11% on its investm ents.) A

spread o f 2.5% on approxim ately $34,000,000 for 5-plus years w ould

y ie Id dam ages in excess o f $<,000,000. I n addition , E xecutive Life
w ould claim consequential damages, including damage to its
re putation and, perhaps, damages re s ulting from further erosion o f
public confidence occasioned by A la s ka's de fault. I'n s hort,
litig a tio n w ith E xecutive L ife o ffers A la s k a little upside
p otential and s ign ifican't downside ris k

Furtherm ore, one cannot overlook th e cost th a't such
litig a tio n w ould e n ta il. P articularly if A laska sought to
e stablish m isrepresentation on th e p ar-rt o f E xecutive L ife , a
la w suit would b e fact-intensive and;thus-expensive to litig a te
E xecutive L ife m ig ht its e |If decide th at such litig a tio n involves a
question o f principle , because it could not a fford to b e perceived
as a "s o ft touch?™ by any contract h older w ho w anted to term inate
th e re lationship . It w ould th us b e prudent for E xecutive L ife to
commit s ub stantial resources to th e litig a tio n in th e hope o f

obtaining a high p ro file victory

The prinecip al consideration E xecutive L ife demanded for
m odifying th e Agreement was A la s ka's assurance th at it w ould not
seek re s cission, amendment or m odification o f th e th re e e arlie r,
fully -funded contracts, or w ithdrawal of funds already invested,
except under c -rtain circum stances. Id e ally, A las ka w ould not have
had to give any undertakings w ith respect to th ose e arlier

contracts. From a practical perspective, however, E xecutive Life
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to bring an action based on fraud or misrepresentation if new facts
are discovered. These provisions should give Alaska sufficient
future flexibility with respect to the earlier contracts.

For all of these reasons, I believe that the modification
to the Agreement makes sense for Alaska.

Very truly Vo

cc: James Baldwin, Esq.



ALTERNATIVES

Obtain domestic or non-domestic LC.

BENEFIT: Guarantee financial viability of contract.
OBSTACLE: Given state of banking worldwide, extremely
doubtful.

Assign proceeds of each Executive contract to a single or series of U. S. Trust(s).

0 Identify Pacific Rim investor(s) willing to purchase assignment value,
0 Equalize loss in future.

BENEFIT: No book value loss.

OBSTACLE: Find assignment buyer(s).

Length of time to amortize loss and yield.
What if Executive does not default?

Transfer proportionate share of underlying assets 10 stronger issuer in return for
principal guarantee.

BENEFIT: . Stronger Issuer surplus.
Principal guaranteed.
Investment experience pass-through
if Executive Life Survives.

OBSTACLE: No incentive to Executive Life.
If Executive Life does not default, what
is the cost? -

Master Issuers(s).

BENEFIT: One or more issuers guarantees principal
without assignment.
OBSTACLE: Assembling appropriate group of issuers.

Cost to plan absent Executive Life failure.
Assignment of contracts to another plan and equalize smaller loss.
BENEFIT: No book value loss.

OBSTACLE: Determination of appropriate cost.
Identifying buyer tnat views such a
transaction as prudent.
If sale is intra-state, various potental
legal and fiduciary issues.



