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FROM H E R I T A G E  R E R L  E S T R T E  C O R P .

H E R IT A G E
Real Estate

C o r p o r a t i o n

August 6, 1993

Senator Tim Kelly, Chair
Senate Labor and Commerce Committee
Alaska State Legislature
716 W. 4th, Suite 200
Anchorage, AK. 99501

Dear Senator Kelly:

I am in total support o< SB 206. The Bevins v. Ballard case set a 
precedent unlike any other outside the State of Alaska. In this situation, it 
Is to no ones advantage to be the or.;/ State who finds licensees 
responsible for innocent misrepresentation. The licensee is faced with 
unjust and extensive liability while the representations were made by 
someone else, or not made at all.

I urge your committee to pass this legislation through the Senate and on 
to the Governor for his signature into law.

Thank you for your consideration,
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Senator Tim Kelly, Chair
Senate Labor and Commerce Committee
Alaska State Legislature
716 W. 4th, Suite 200
Anchorage, AK. 99501

Dear Senator Kelly:

I am in total support of SB 206, The Bevins v. Ballard case set a 
precedent unlike any other outside the State ol Alaska. In this situation, i' 
is to no ones advantage to be the only State who finds licensees 
responsible tor innocent misrepresentation. The 'icensee is faced with 
unjust and extensive liability while the represents! ̂ ns were made by 
someone else, or not made at all.

I urge your committee to pass this legislation through the Senate and on 
to the Governor for his signature into law.

Thank you for your consideration,

rjVv\^.X. A.co ik-'-J—.
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August 6, 1993

Senator Tim Kelly, Chair
Senate Labor and Commerce Committee
Alaska State Legislature
716 W. 4th, Suite 200
Anchorage, AK. 99501

Dear Senator Kelly:

I am in total support ot SB 206. The Bevins v. Ballard case set a 
precedent unlike any other outside the State of Alaska. In this situation, it 
is to no ones advantage to be the only State who finds iicensees 
responsible for innocent misrepresentation. The licensee is faced with 
unjust and extensive liability while the representations were made by 
someone else, or not made at all.

I urge your committee to pass this legislation through the Senate and on 
to the Governor for his signature into law.

Thank you for your consideration,
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August 6, 1993

Senator Tim Kelly, Chair
Senate Labor and Commerce Committee
Alaska State Legislature
716 W. 4th, Suite 200
Anchorage, AK. 99501

Dear Senator Kelly:

I am in total support of SB 206, The Bevins v. Ballard case set a 
precedent unlike any other outside the State of Alaska. In this situation, i 
is to no ones advantage to be the only State who finds licensees 
responsible for innocent misrepresentation. The licensee is faced with 
unjust and extensive liability while the representations were made by 
someone else, or not made at all.

I urge your committee to pass this legislation through the Senate and on 
to the Governor tor his signature into law.

Thank you for your consideration,
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August 6, 1993

Senator ‘ im Kelly, Chair
Senate l.abor and Commerce Committee
Alaska State Legislature
716 W. 4th, Suite 200
Anchorage, AK. 99501

Dear Senator Kelly:

I am in total support of SB 206. The Bevins v. Ballard case set t. 
precedent unlike any other outside the State ot Alaska. In this situation, it 
is to no ones advantage to be the only State who finds licensees 
responsible for innocent misrepresentation. The licensee is faced with 
unjust and extensive liability while the representations were made by 
someone else, or not made at all.

I urge your committee'to pass this legislation through the Senate and on 
to the Governor for his signature into law.

Thank you for your consideration,
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August 6, 1993

Senator Tim Kelly, Chair
Senate Labor and Commerce Committee
Alaska State Legislatjre
716 W. 4th, Suite 200
Anchorage, AK. 99501

Dear Senator Kelly:

I am in total support of SB 206. The Bevins v. Ballard case set a 
precedent unlike any other outside the State of Alaska. In this situation, i 
is to no ones advantage to be the only State who finds licensees 
responsible for innocent misrepresentation. The licensee is faced with 
unjust and extensive liability while the representations were made by 
someone else, or not made at all.

I urge your committee to pass this legislation through the Senate and on 
to the Governor for his signature into law.

Thank you for your consideration,
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H E R I T A G E

August 6, 1993

Senator Tim Kelly, Chair
Senate Labor and Commerce Committee
Alaska State Legislature
716 W. 4th, Suite 200
Anchorage, AK. 99501

Dear Senator Kelly:

I am In total suoport of SB 206. The Bevins v. Ballard case set a 
precedent unlike any other ̂utside the State of Alaska. In this situation, it 
is to no ones advantage to be the only State who finds licensees 
responsible for innocent misrepresentation. The licensee is faced with 
unjust and extensive liability while tho representations were made by 
someone e se, or not made at all.

I urge your committee to pass this legislation through the Senate and on 
to the Governor for his signature into law.

Thank you for your consideration,
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August 6, 1993

Senator Tim Kelly, Chair
Senate Labor and Commerce Committee
Alaska State Legislature
716 W. 4th, Suite 200
Anchorage, AK, 99501

Dear Senator Kelly:

I am in total support of SB 206. The Bevins v. Ballard case set a 
precedent unlike any other outside the State of Alaska, In this situation, it 
is to no ones advantage to be the only State who finds licensees 
responsible for innocent misrepresentation. The licensee is faced with 
unjust and extensive liability while the representations were made by 
someor.9 else, or not made at all.

I u^e your committee to pass this legislation through the Senate and on 
to ihe Governor for his signature into law.

Thank you for your consideration,

3230 C Sired, Suite 102 
Anchonje, Alitkj 89503 
)7| 562-1222 FAX 273-2473

35571 Sour Highway 
Soldolna. Alaska 99669 

(907) 262-5862 FAX 262-1004
701 test Parks Hwy. Suite 101 

Wisllli, Alaska 99654 
(907) 376 2448 FAX 373-7296
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August 6, 1993

Senator Tim Kelly, Chair
Senate Labor and Commerce Committee
Alaska State Legislature
716 W. 4th, Suite 200
Anchorage, AK. 99501

Dear Sonator Kelly:

I am in total support of SB 206. The Bevlns_v.. Ballard case set a 
precedent unlike any other outside the State ot Alaska, In this situation, It 
is to no ones advantage to be the only State who finds licensees 
responsible for innocent misrepresentation. The licenseo is faced with 
unjust and extensive liability while the representations were made by 
someone else, or not made at all.

I urge your committee to pass this legislation through the Senate and on

3230 C Street. Suite 102
Anchorage. Alaska 99503
)7| 562.1222 fAX 273-2473

18550 Eagle River lloed
Eajle River. Alaska 99577

(907) 694-4994 TAX 694-3641

35571 Sour Highway 
Soldotna, Alaska 99669 

(907) 262-586? FAX 262-1004

50? lake Street
Kcnai. Alaska 99611

(907) 283-4408 TAX ?83-4??5

701 East Parks Hwy. Suite 101
Wasilla. Alaska 99654

1907) 376 2448 MX 373-7296



K A R A B E L N I K O F F  &  A S S O C I A T E S
Counseling in Real Estate, Land Economics, & Finance

4000 Old Seward Highway, Suite 302, Anchorage, AK 99503
(907)563-4511; FAX 563-4519

August 5, 1993

Senator Tim Kelly, Chair 
Senate. Labor and Commerce Committee 
716 W. 4th Avenue 
Anchorage, AK 99501-2133

Re: SB 206 on innocent representation by agents in real property transactions

My 25-year career in Alaskan real estate transactions leads me to urge legislators to 
correct the Supreme Court's misunderstanding of the real world. Though I worked as a 
real estate salesman only one year, my career involves frequent interaction with brokers 
and other real estate professionals. I once supervised the foreclosed properties 
departments of Alaska Mutual Bank/Alliance Bank. Wn had nearly two thousand 
parcels of real estate that we did not want to own; I hired many real estate agents.

I am well-versed in the duties and skills that real estate agents need. I do not believe 
real estate agents should guarantee all the information that comes from many sources. 
Yes, they should be reasonably diligent, but they should not always independently 
confirm the veracity of the representations of the seller or other parties.

The tendency to impose strict liability requires real estate sales peopic to have the skills 
of many different professions. They will need expertise in building coGes, land use 
regulations, hydrology, engineering -- soils, civil and structural, real estate appraisal, 
real estate law and tax law. This is not reasonable; the people of Alaska will suffer as 
a result of the current situation. Please enact remedial legislation.

Let me know if you have any questions.

Sincerely,

Don Karabelnikoff, CRE 
Real Estate Counselor

C:\I\TEMP\SB206



July 27, 1993

Dear ' 1 W '

This letter is concerning Senate Bill 206 which would overturn 
Bevir.s vs. Ballard, removing a real estate agent's liability for 
innocent misrepresentations.

I urge you to support this bill.

i : r



July 20, 1993

A l a s k a  S t a t e  L e g i s l a t u r e  
S e n a t e  L a b o r  a n d  C o m m e r c e  C o m m i t t e e  
7 16  W. 4 t h  A v e n u e  
A n c h o r a g e ,  A k . 9 9 5 0 3

R e :  SB 2 0 6

A t t n :  S e n a t o r '  T i m  K e l l y ,  C h a i r m a n  

D e a r  S e n a t o r  K e l l y ,

O v e r  t i m e  t h e  l i a b i l i t y  o f  r e a l  e s t a t e  b r o k e r s  h a s  b e c o m e  g r e a t e r  
a n d  g r e a t e r  a s  y o u  k n o w .  S i m u l t a n e o u s l y  t h e  c a p a c i t y  o f  t h e  p u b l i c  
t o  t a k e  a d v a n t a g e  of- t h e  s i t u a t i o n  l i a s  m u s h r o o m e d .

I h a v e  b e e n  l i c e n s e d  i n  A l a s k a  s i n c e  1 9 7 2 ,  a n d  h a v e  s e e n  t h e  a t t i t u d e  
o f  s e l l e r s  b e c o m e  i n c r e a s i n g l y  o b s t r u c t i v e  r e g a r d i n g  d i s c l o s u r e s .
T o d a y ' s  s e l l e r s  k n o w  a b o u t  t h e  b r o k e r s  l i a b i l i t y  a n d  t h e y  f e i g n
i g n o r a n c e  o f  p r o b l e m s  t h e m s e l v e s .

I am p e r s u a d e d  t h a t  Lhc b u y i n g  p u b l i c  t o d a y  i s  l e s s  i n f o r m e d  t h a n  
t h e y  w e r e  a  d e c a d e  a g o  b e c a u s e  t h e  s e l l e r s  c a n  s k i p  o u t  o n  t h e  
p r o c e s s  s o  e a s i l y .  A f t e r  a l l  who k n o w s  b e t t e r  t h a n  t h e  o w n e r  w h a t  
t h e  p r o b l e m s  a r e ?

I ' l l  g i v e  v o u  a n  e x a m p l e  o f  a n  i n s t a n c e  w h i c h ,  w e r e  i t  n o t  f o r  t h e  
b u y e r s  g o o d w i l ,  c o u l d  h a v e  c a u s e d  me p r o b l e m s  ( s h o r t  v e r s i o n : ) .

T he  s e l l e r s  o w n e d  a 4 p l e x  w h i c h  t h e y  w i s h e d  t o  s e l l  
s i n c e  t h e y  p l a n n e d  a  move t o  A r i z o n a .  P r o s p e c t i v e  b u y e r s  
who h a v e  b u s i n e s s e s  i n  o u r  a r e a  b u t  who l i v e  i n  C a l i f o r n i a  
d u r i n g  t h e  w i n t e r s  m a d e  a n  i n s p e c t i o n  o f  t h e  p r o p e r t y .

One b e d r o o m  w a s  n o t  i n s p e c t e d  d u e  t o  a l a t e  s l e e p e r .
A L e a s e  a n d  o p t i o n  w e r e  s i g n e d .  T he  s e l l e r  t o o k  t h e
o p t i o n  m o n e y  a n d  l e f t  t o w n .

L a t e r  i n s p e c t i o n  o f  t h e  b e d r o o m  r e v e a L e d  moLd i n  o n e  
c o r n e r .  T h e  s e l l e r  c l a i m e d  i t  w a s  n o t h i n g  u n u s u a l  ( i t  
h a p p e n e d  e v e r y  y e a r )  a n d  t h e y  j u s t  p a i n t e d  i t  o v e r  
e a c h  s p r i n g .  T r a n s l a t i o n :  g o o d  l u c k ;  s u r e  i s  n i c e  
w e a t h e r  i n  A r i z o n a .

< S i n c e r e l y ,

^
1 B r u c e  S c h i r m e r s  

O w n e r / B r o k e r

P.O. Box 2SS6 262-4500 Soldotna, A laska 99669



Real Esta te  Brokerage,  
Leasing,  M a n ag e m en t  and  
Investments .  S ince  1953.
3201 "C ” Street. Suite 100

Anchorage. A laska 99503-3994
(907) 563-5500

Fax: Commercial 561-7137
Residentia l 561-7138

Senator Tim Kelly, Chair
Senate Labor and Commerce Committee
716 W 4th Ave
Anchorage, AK 99501-2133

Dear Senator Kelly,

This letter is written in support of your effort to eliminate realtors' 
liability for innocent misrepresentations. Senate Bill 206 embodies 
fundamental principles of fairness which have been given short shrift by the 
Alaska Supreme Court.

When the court established liability for realtors' innocent 
misrepresentations, it created liability which makes a realtor liable for failure 
to tell a purchaser something the realtor does not know. What's more, the 
realtor is liable even if she could not have discovered the actual facts. This 
point should be obvious, for in cases where the realtor failed to disclose 
facts she could have discovered through the exercise of reasonable care, the 
purchaser's claim would be based on negligence not innocent conduct.

Much can be said about the fairness of holding a person liable who is 
innocent of any wrongdoing or negligence. We all know that is completely 
contrary to basic notions of fair play. What may be less obvious to many 
lay people is how the Alaska Supreme Court has singled out real estate 
professionals for liability which has never been applied to other 
professionals.

Imagine the reaction if physicians were told they are liable for their 
failure to administer a treatment unknown to the doctor and unknowable 
through the exercise of reasonable medical prudence. Yet, that is exactly 
where doctors would find themselves if they were held to the same standard 
as realtors.

Lawyers may quibble about fine points of agency law and other 
rarified doctrinal tidbits, but the plain fact if that the Alaska Supreme Court 
has made realtors strictly liable-tha t is liable without fault. Strict liability is 
something Alaska's courts have always refused to apply to engineers, 
lawyers, doctors and architects. Why has the court singled out realtors?



Your efforts to correct the imbalance introduced by the unfortunate 
decision of the court are greatly appreciated. While I offer my unqualified 
support for the bill as drafted, I wonder if it is truly necessary to include 
section 2 in its present form. Could section 2 be revised to read something 
like the following: This Act is meant to be applied to all causes o. action 
which have not been reduced to judgement before the effective date of this 
Act. It is my understanding that a court can change the law so that it 
applies in this fashion to existing causes of action. I see no reason why the 
Legislature lacks the power to do likewise. However, I defer to your political 
and legal judgement on this issue.

Deborah B. Sedwick 
Vice President 
Residential Sales

cc: Reps: Kay Brown, David Finkestein, Mark Hanley, Cynthia Toohey 
Senators: Dave Donley, Johnny Ellis, Loren Leman, Drue Pearce,Steve Rieger 
Chairman Jack White Company: Bill Swain

Sincerely,
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August 6, 1993

Senator Tim Kelly, Chair
Senate Labor and Commerce Committee
Alaska State Legislature
716 W. 4th, Suite 200
Anchorage, AK. 99501

Dear Senator Kelly:

I am in total support of SB 206. The Bevins v. Ballard case set a 
precedent unlike any other outside the State ot Alaska. In this situation, it 
is to no ones advantage to be the only State who finds licensees 
responsible for innocent misrepresentation. The licensee is faced with 
unjust and extensh e liability while the representations were made by 
someone else, or nut made at all.

I urge your committee to pass this legislation through the Senate and on 
to the Governor for his sianature into law.

Thank you for your consideration,
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18550 Cigie River R o i d
Eijle River. AUike 99577
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35571 Spur Highway
Soltfolne. Alaska 99069

(907) 262-58G2 TAX 26?. 1004

50? L»ke Street
Kenti. Alaska 99611

(907) 283-4408 FAX 283-4225

70) test Parkj Hwy. Suite 101
Wisilll. Alaska 99654

(907) 376-2448 FAX 373-7296
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IN ALASKA 

SINCE 

1950

T O N G A S S  R E A L T Y ^ I n c .

431 DOCK STREET PHONE (9 0 7 ) 2 2 5 -4 1 0 8  
KETCHIKAN, ALASKA 99901  

FAX (9 0 7 ) 2 2 5 -0 3 5 3

M r .  T i m  K e l l y ,  S t a t e  S e n a t o r  
S e n a t e  L a b o r  & C o m m e r c e  C o m m i t t e e  
S t a t e  C a p i t o l ,  S u i t e  101 
J u n e a u ,  A l a s k a  9 9 8 0 1 - 1 1 8 2  
J u l y  21, 1 9 9 3

S B  2 0 6

D e a r  S e n a t o r  K e l l y ,

A s  l i c e n s e d  r e a l  e s t a t e  a g e n t s  w e  w o u J d  l i k e  
t o  t a k e  t h i s  t i m e  t o  p l e d g e  o u r  s u p p o r t  o f  
S e n a t e  B i l l  # 2 0 6 .  W e  e n c o u r a g e  y o u r  e f f o r t s  
i n  t h i s  r e g a r d  a n d  w i l l  H e  c o p y i n g  t h i s  
l e t t e r  t o  S e n a t o r  R o b i n  T a  rl o r  a n d  
R e p r e s e n t a t i v e  B i l l  W i l l i a m s  e n c o u r a g i n g  
t h e i r  s u p p o r t  a l s o .

T h a n k  y o u  f o r  y o u r  e f f o r t s  i n  t h i s  r e g a r d .  

S i n c e r e l y ,
• t i

■ /  a  /

-
L e i f  M. S t e n f o r d ;  B r o k e r  
T o n g a s s  R e a l t y ,  Inc.

'U  / W. (,/T t t  c' C i' '
Nancy A xe iso n  
A s s o c ia t e  Broker

*\r \

j  j u u .v d W jQ ^ u tm ti
M a rv e lle  LaHmeyer, A s s o c ia t e

R'.^h Z i e g T e /r) /J^,' B r o k e r  
T o n g a s s  Realty-) Inc.

P r o p e r t y  M a n a g e m e n t  D i v i s i o n

ij - — ^  — ,

W i l l i a m  B o l l i n g ,  A s s o co c i a t e

cc :  S e n .  R. T a y l o r  
R e p ,  B. W i l l i a m s
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Residential
Commercial
Lana
Investments
Management

SUBURBW1
W /

4803 Spenard Road, Suite A 
P.O. Box 92232 Anchorage, Alaska 99509

Tel, 907-248-3606

A u g u s t  4 ,  1 9 9 3

D e a r  S e n a t o r :  f ^ E L L Y

We s t r o n g l y  u r g e  y o u r  s u p p o r t  f o r  S e n a t o r  
K e l l y ' s  S B  N o .  2 0 6 .  We I n  t h e  i n d u s t r y  d o  n o t  F e e l  
we  s h o u l d  b e  r e q u i r e d  t o  " i n s u r e "  a s e l l e r ' s  r e ­
p r e s e n t a t i o n s .  P a s s a g e  o f  HB 2 9 8  h a s  c r e a t e d  a d d ­
i t i o n a l  l i a b i l i t y  f o r  t h o s e  i n  o u r  F i e l d .  A l a s k a n  
b r o k e r s  a r e  n o w  s u f f e r i n g  w i t h  l o s s  o f  E & 0 i n s u r a n c e

P l e a s e  s h o w  y o u r  s u p p o r t  f o r  o u r  I n d u s t r y ,  p r o ­
f e s s i o n ,  a n d  s u r v i v a l .



K I R K  W I C K E R S H A M
ATTORNEY AT  LAW  

31I I  C  STR EET . SU IT E  200 • AN CH O RA GE . A LA SK A  99503

(907)563-5297 
F A X  563-2250

July 22, 1993

S enato r T im  Kelly, C h a ir
S enate  L abor and  C o m m erce  C om m ittee
716 W. 4 th  Ave.
A nchorage, A laska  99501

D ear Sen. Kelly:

I app rec ia ted  th e  oppo rtu n ity  to speak  w ith you a t th e  City M ortgage party  regard ing
S.B. 206. As I m en tio n ed , I have been  w orking o n  th e  id e a  o f com bining full p roperty  
disclosure w ith re lie f  fro m  th e  B evins and  C ousineau  decisions since 1984. This was o ne  o f 
the  reasons th a t I so u g h t ap p o in tm en t to  the  R ea l E s ta te  C om m ission  and  served  as C hair.

C ousineau  p rov ides th a t th e  buyer has th e  righ t to  rely  on any rep resen ta tio n  unless 
the  reliance is "irra tional, p rep o ste ro u s  o r w holly in  b ad  faith". C ousineau  and  B evins 
toge ther m ake the  se lle r  an d  listing agen t absolutely  vicariously liable fo r s ta tem en ts m ade 
by the agen t w orking  w ith  th e  buyer, even though  they have no way to  know r. lo u t or 
control these s ta tem en ts , o r  even  to  question  w h e th e r they w ere m ade. T hese  cases have 
spaw ned a  w hole fie ld  o f litiga tion  which takes p lace a  y ea r o r two a fte r  th e  closing, the  
purpose o f which is sim ply to  ex tract ten  o r tw enty th o u san d  dollars in  a  se ttlem en t with 
the  agent.

T he original id e a  o f  a  bill was to com bine full d isclosure from  th e  seller, who knows 
the m ost ab o u t the  p roperty , w ith re lie f from  Bevins. T h e  resu lt w ould be  b e tte r  in form ed 
purchases, few er dea ls  falling  th rough , and  few er lawsuits. U ltim ately , th e re  is the  possibility 
tha t A laska real e s ta te  agen ts could buy E & O  in su rance th rough  a  g u u p  policy 
adm in istered  by th e  A R E C , fo r as little  as $60 p e r  year. T h is is done in o th e r states, bu t 
not A laska because o f  o u r punitive laws. A ctually, m ost agen ts  in  A laska go bare, w hich is 
not in  the public in terest.

I was, and  am , very critica l o f the P roperty  D isclosure law  as it passed  the legislature. 
It no t only failed  to  p ro v id e  re lie f  from  Bevins, it p rov ided  fo r up to  trip le  dam ages against 
agents and  sellers fo r even  innocen t m isrep resen ta tion . T h e re  a re  o th e r serious flaws as 
well. A lthough it p assed  as a n  industry supported  bill, I know  o f no agen t w ho understands 
the bill who supports  it.

M oreover, th e  bill p u t A laska  into the category  o f  s ta tes  in which th e  real e s ta te  
com m ission p rom ulgates form s for use by agents. I used to  p ractice  law an d  sell real es ta te  
in C olorado  (one  such s ta te )  and  was p a rt o f th e  g roup  th a t d ra fted  and  revised the form s.
I fe lt it was a  very good  system . T he A laska experience, however, was not like the



C olorado experience. In  A laska, no  m a tte r how  m any constructive com m ents w ere 
subm itted  by m em b ers  o f th e  public, the  A tto rney  G e n e ra l’s office b locked o r  refused  to  
m ake changes in  the d raft. Thus, o u r form  is seriously  flaw ed.

O ne tough  th ing ab o u t your bill, which I h o p e  w e can  diffuse, is th a t it w as supposed  
to  be p a rt and  parce l o f  th e  P roperty  D isclosure bill. W ith  th a t a lready  passed, this o ne  m ay 
be opposed  by tria l law yers and  consum er advocates w ho w ould  see  no  reaso n  to  change 
the cu rren t situation .

In  short, I will b e  happy to  be  your lead  w itness on  A ugust 10. L e t m e know  how 
m uch background  and  de ta il you w an t a t the hearing .

Sincerely,



KIRK W IC K ER SH A M  
3111 C ST. SUITB 200 

ANCHORAGE, ALASKA 99511 
563 - 5297

U niversity  o f  A lask a  B .A  1966 

Y ale  Law  School LL.B. 1969 

U niversity  o f  C o lo ra d o  M .U .R .P . 1974

W ickersham  is an  a tto rney , real esta te  b ro k er and  p 'a im ing  consu ltan t w ith  over 
tw enty th ree  years o f  professional experience.

As an  a tto rney , he rep resen ts  rea l es ta te  firm s, investors and  developers; sm all 
businesses and  individuals in  the areas o f rea l esta te , zoning and  developm en t controls, 
securities and  v en tu re  cap ita l, sm all business developm ent, and  civil litigation. H e  also 
rep resen ts  local governm en ts and  public agencies. H e  serves on  th e  E xecutive C om m ittees 
o f the  A laska B ar A ssocia tion  Sections on E nv ironm enta l and  R e a l E s ta te  Law.

H is experience as a  b ro k e r includes th e  m arke ting  o f res id en tia l and  investm ent 
p roperties. H e  w as a  m e m b er o f the .Alaska R ea l E s ta te  C om m ission from  1987 to  1991, 
and  served as V ice C h air and  Chair. H e w rote th e  A laska  E a rn e s t M oney and  Listing 
A greem en t M anuals, an d  is a  frequen t lec tu rer on  rea l e s ta te  law and  practice, and  land 
developm ent.

As a  p lann ing  consu ltan t, W ickersham  is a  consu ltan t to  the  N orth  Slope B orough. 
H e  has p rep a red  innovative p lans a n d /o r  developm ent regu la tions w hich have b een  ad o p ted  
by m any com m unities th roughou t the S tate  and  in th e  L ow er 48. H e  served  a  C hairm an  
of the  A m erican  P lann ing  A ssociation P lanning and Law  D ivision, and  w on a  national 
aw ard  for his positive style o f  developm ent regulations an d  incentives. H e  has w ritten  th ree  
p lanning  books and  over tw o dozen professional jo u rn a l articles. H is innovative m e th o d  
o f conducting w orkshops a t which the residents o f th e  com m unity  p re p a re  th e ir ow n p lans 
and  regula tions has b e e n  used  by over 175 com m unities in  A laska, th e  L ow er 48, and  
C anada.

H e is active in a  w ide variety o f civic organ izations, and  served  as P resid en t of 
Independence  Ski R e so rt C om pany. H e is listed in W ho 's W ho in  th e  W est and  W ho’s W ho 
in  A m erican  Law.

ii'iin  —  ■ in  iim  mill i i i i i i  Miami — 1 i—  n — i  w



P.O. BOX 72934 . 900 FIRST AVE. . FAIRBANKS. ALASKA 99707 . <907) 452-2500

July 15, 1993

Senator Tim Kelly, Chair 
Senate Labor and Commerce Committee 
3111 C Street, Suite 550 
Anchorage, AK 99503

Dear Senator Kelly:

I wholeheartedly support your Senate Bill No. 206, "An Act relating 
to Real Property Transfers.

I have been in the real estate profession since 1972 and have been 
sued only once due to the fault of the State of Alaska to have a 
right-of-way on a road that is State maintained. I have conducted 
an honest and full disclosure practice throughout the years.

The present situation is highlighted by the fact that one of the local 
law firms put on an approved course for real estate brokers 
regarding the new disclosure law. One lawyer for the firm insisted 
that we should have nothing to do vith helping a seller fill out the 
form. "When I go to court with you ( want to be able to say that 
you had nothing to do with the seller’s statements." The other 
lawyer from the same firm in the second half of the session said, "If 
you are not going to help the seller fill out the form, ‘What are they 
hiring you for?’" It is clear that that law is simply looking for 
someone to be responsible for the buyer’s lack of knowledge and 
ability to ascertain the facts for themselves or hire a competent 
agent to represent their interest if they are not trusting of the 
seller’s agent and want a "deep pocket" to make up for their own 
lack.

RESIDENTIAL . COMMERCIAL . INDUSTRIAL . INVESTMENT PROPERTIES



P a g e  - Sen. Kelly, July 15, 1993

1 realize that your bill, SB 206, does not speak to this exact situation, but your bill 
does represent, a stemming of the tide which seems to be overtaking the industry. 
It’s bad enough to be liable for what you believe to be true, but it is beyond belief 
that we want a society that holds us liable for "innocent misrepresentation". We 
advise our clients to seek further professional help if they are unable to find the 
facts or discern the severity of any given situation. The buyers should have to do the 
same and would be so advised if they were being represented by us.

I hope your bill, SB 206, makes it all the way and starts a new trend.

Sincerely,

Broker

G MW/me

3. I III I I I H 11 1  I !■  i l l I I w n i l l lW 1— " 1—  ■■■!■ i i i  i i m i  J U M n i ii r rn c a g w iM M g m oa M



R E A L T O R ®

741 S e s a m e  Street, Suite 100 •Anchorage,  AK 99503 
Telephone 907-563-7133

ALASKA ASSOCIATION OF REALTORS®, INC.

June 10, 1993

Dear Broker,

At the request of the Alaska Association of REALTORS'®, SB 206 was introduced in April during the last legislative 
session.

This important piece of legislation would remove liability for “innocent misrepresentation" by agents in a real estate 
transaction. When passed, this bill would apply to residential, commercial, and raw land transactions.

As you know, Alaska and two other states are the only jurisdictions in which real estate professionals are made liable 
for "innocent misrepresentation." This has been the cause of numerous lawsuits. I’m sure you would agree, it seems 
errors and omissions insurance carriers either have been reluctant to write policies or nave increased premiums in 
Alaska. The Alaska Surety Fund does not cover innocent misrepresentation claims.

We are requesting your assistance in impressing upon the members of the Alaska Legislature the need for passage 
of SB 206. How can you help? Contact your legislator and ask for support on SB  206 . Our latest information is that 
hearings will be held in Anchorage on July 20. Contact the Anchorage Legislative Information Office (561-7007) for 
the schedule— plan to attend.

Sincerely,

Dea Turner
Executive Vice President

Reverse page: SB 206

The V oice  for Real Estate™ in Alaska
REALTOR* b a registered maiK winch dent* ies a professjonoi n real 
estate wno jucocnces to a unci Code of Ethics as a me moor of me 
NATIONAL ASSOCIATION Of REALTORS*

ALASKA ASSOCIATION OF REALTORS'®, INC. 
741 Sesame Street, Suite 100 
Anchorage, AK 99503 
907-563-7133 • 800-470-3763

BULK RATE 
U.S. PO STAGE 

PAID 
ANCHORAGE. AK 
PERM IT NO. 262



B ac k g ro u n d  a n d  A n lv s is  of P ro p o se d  

" In n o c e n t M is re p re s e n ta tio n "  L eg is la tiv e  R elief

In  1982, o n  t.n  a p p e a l to th e  S u p re m e  C o u r t  o f A lask a , B ev ins v. B alla rd , 655 2 n d  757, 

th e  c o u r t  u p h e ld  a lo w e r  c o u r t  d e c is io n  th a t  a (rea l e s ta te )  b r o k e r /o r  a g e n t  w a s  

lia b le  fo r " in n o c e n t m is re p re s e n ta t io n s "  m a d e  to  a b u y e r . In  o th e r  w o rd s , u n d e r  

A laska  la w  a rea l e s ta te  b r o k e r /a g e n t  m a y  b e  liab le  fo r  f r a u d u le n t ,  n e g lig e n t a n d  

e v e n  in n o c e n t m is p r e s e n ta t io n . T h e  b r o k e r /a g e n t  is  liab le  fo r d a m a g e s  re s u lt in g  

fro m  re p re s e n ta tio n s  c o n c e rn in g  p ro p e r ty ,  e v e n  th o u g h  h e  h a d  no  k n o w le d g e  th a t 

h is  s ta te m e n t w a s  in co rrec t. S im p ly  re p o r t in g  a s ta te m e n t fro m  a n  o w n e r  m ay  re s u lt  

in  liab ility . O n ly  tw o  o th e r  ju r isd ic tio n s  in  th e  U.S. h a v e  s im ila r  liab ility  s ta tu te s .

T h e  R eal E s ta te  S u re ty  F u n d , a fu n d  c re a te d  to  a llo w  in ju re d  p a r tie s  in  a rea l e s ta te  

tra n sa c tio n  th e  ab ility  to file a c la im  (u p  to  $ 10 ,00 0 ) a n d  fu n d e d  by  all licensees, d o e s  

n o t  c o v e r  " in n o c e n t  m is re p re s e n ta t io n "  c la im s. E r ro rs  a n d  o m iss io n s  in s u ra n c e  

c a rr ie rs  h a v e  b e c o m e  in c re a s in g ly  w a ry  o f w r itin g  p o lic ie s  in  A la sk a  d u e  to  th is  

liab ility . T he  m a jo r ity  h a v e  re fu s e d  (a t a n y  p rice ) to  is su e s  e r ro rs  a n d  o m iss io n s  

in s u ra n c e  fo r re a l e s ta te  a g e n t s /b r o k e r s  in  th e  s ta te . I t is v ir tu a lly  im p o ss ib le  to 

o b ta in  co v erag e . T he re s u lt  is  th e  c o n su m e r  d o e s  n o t h a v e  th e  n e e d e d  p ro te c tio n  in 

r e a l  e s ta te  t r a n s a c t io n s  fo r  th e  o c c u r r e n c e  o f  f r a u d u le n t  a n d  in te n t io n a l  

m is re p re se n ta t io n  by an  a g e n t /b r o k e r  w h o  d o es  n o t  h a v e  th e  re so u rc e s  a v a ila b le  to  

p ay  a ju d g e m e n t.





LEGISLATIVE AFFAIRS AGENCY STATE OF ALASKA
DIVISION OF LEGAL SERVICES

(907) 465-3867 or 465-2450 
F A X  (007) 465-2029 
Mail Stop 3101

130 Seward Street, Suite 409 
Juneau, Alaska 99801-2105

M E M O R A N D U M Jan u ary  28, 1994

SUBJECT:

TO:

FRO M :

Sectional Sum m ary o f SB 208. (S tate  officers and  em ployees 
who seek election to  state  o r national office)

S enato r D ave D onley

T eresa  B. C ram er 
Legislative C ounsel

Y ou have requested  a sectional sum m ary o f the above d escribed  bill. As a 
prelim inary  m atter, note tha t a sectional sum m ary o f a bill should  no t be considered  
an au tho rita tive  in terp re ta tion  of the bill and  the bill itself is the  best s ta te m e n t o f 
its con ten ts.

Section 1 am ends the existing prohib ition  that, app lies to classified an d  partially  
exem pt em ployees who seek nom ination to  sta te  o r national elective political office 
o r becom e candidates for office. T he existing provision requ ires those  em ployees to 
resign and  provides th a t a position held by a classified o r partially  exem pt em ployee 
who is a cand idate  becom es vacant on the  date  the em ployee files a d ec la ra tio n  of 
candidacy. T he am endm en t would extend the proh ib ition  to m em bers o f the  exem pt 
service o th e r than  those who hold an elective s ta te  office and  w ould include genera l 
le tters o f in ten t to becom e a cand idate  in the events tha t trigger the req u ire m en t to 
leave s ta te  service.

TC :pl
94-077.pim



Alaska State Legislature
Senator Dave Donley

o n ic ia l  Business State Capitol
Juneau ,  AK %.W1-I182

SPONSOR STATEMENT

Senate B ill 2 0 8

R equiring S ta te  E m ployees to  R esign  Their  
P o sitio n  O nce a L etter o f In ten t to  Run  

for Office Has B een  F iled

The p u rp o se  of S enate  Bill 208 is to requ ire  th a t  anyone w ho chooses to 
ru n  for office a n d  ra ise  m oney to do so, m u s t resign from  th e ir s ta te  
em ploym ent.

O nce a  le tte r of in te n t h a s  been filed w ith  the  A laska Public Offices 
C om m ission, a  pe rson  becom es a  cand idate  an d  can  ra ise  m oney for 
the ir cam paign . C urren tly , s ta te  em ployees have an  u n fa ir advan tage  in 
ra is ing  fu n d s for th e ir election due  to th e  position  of pow er th ey  m ight 
hold from th e ir  s ta te  em ploym ent.

P assage of SB 208  will b ring  higher e th ica l s ta n d a rd s  to o u r electoral 
p rocess an d  help  resto re  public confidence in o u r s ta te  officials.
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L&C Committee considered SB 208

"An Act relating to the employment of certain state employees and officers seeking election to state 
or national office."
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8-LS033G\E
C ra m e r
2/7/94

CS FOR SENATE B ILL NO. 20S(L&C)

IN THE LEGISLATURE O F THE STATE OF ALASKA 

EIGHTEENTH LEGISLATURE - SECOND SESSION 

BY TH E SENATE LABOR AND COMMERCE COMMITTEE

Offered:
Referred:

Sponsor(s): SENATOR DONLEY

A BILL 

FO R  AN A CT EN TITLED  

"A n Act re la ting  to the em ploym ent of certain  s ta te  em ployees and officers, and  

certa in  officers and  em ployees of the Alaska R ailroad, seeking election to sta te  

o r national office."

BE IT  EN A CTED  BY T H E  LEG ISLA TU R E O F T H E  STA TE O F ALASKA:

* Section I .  AS 39.25.160(e) is amended to rea. :

(e) E xcep t for s ta te  officers w ho hold an  elective s ta te  office and  seek 

election to the  sam e o r a n o th e r  s ta te  o r  national elective office, an  officer o r [AN] 

employee in the classified* [OR] partially exem pt, o r  exem pt service who files a 

general le tte r o f in ten t to becom e a cand idate , seeks nomination to* or becomes a 

candidate for state or national elective political office shall immediately resign any 

position held in the state service o r w ith the A laska R a ilro a d . The officer’s o r  

em ployee’s position becomes vacant on the date the officer o r  employee files a 

general le tte r o f in ten t o r  a declaration of candidacy for state or national elective 

office. T his subsection applies to  officers and  em ployees in the classified, partia lly

WORK DRAFT WORK DRAFT WORK DRAFT

-1- C SSB  2080L& C )
N e w  T e x r .  U n d e r l i n e d  [ D E L E T E D  T E X T  B R A C K E T E D I
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exem pt, and  exem pt services, including  officers arid em ployees of the  U niversity

WORK DRAFT WORK DRAFT WORK DRAFT

of A laska.

* Sec. 2 . AS 42.40.710 is amended to read:

Sec. 42.40.710. CORPORATION EM PLOYEES. Em ployees o f the Alaska 

Railroad are employees of the corporation and not of the state. The provisions of 

AS 39 dc not apply to employees o f the corporation. However, no later than 

January 1, 1987, the corporation shall adopt a code o f ethics for its directors and 

em ployees that is substantially equivalent to that adopted in AS 39. An officer o r 

em ployee o f the co rporation  w ho files a general le tte r o f in ten t to  becom e a 

can d id a te , seeks nom ination to , o r becom es a cand ida te  fo r s ta te  o r  national 

elective political office shall im m ediately  resign any  position held  in the 

co rp o ra tio n  o r  in s ta te  service. T he officer’s o r  em ployee’s position becom es 

vacan t on th e  da te  th a t the officer o r  em ployee files a general le tte r o f in ten t o r 

a dec la ra tio n  of candidacy for s ta te  o r  na tional elective office.

C SSB  2 0 8 (L & C ) -2-
N e w  T e x t  U n d e r l i n e d  ( D E L E T E D  T E X T  B R A C K E T E D ]
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SEN A TE B IL L  NO. 208

IN THE LEGISLATURE OF THE STATE OF ALASKA

EIGHTEENTH LEGISLATURE - FIRST SESSION

BY SENATOR DONLEY

Introduced: 5/5/93
Referred: L&C, JUD, FIN

A B ILL

F O R  AN A CT EN TITLED

1 "A n  A ct re la ting  to the em ploym ent o f certa in  s ta te  em ployees an d  officers

2 seeking  election to s ta te  o r  national office."

3 BE IT  EN A C TED  BY T H E  L E G ISL A T U R E  O F T H E  ST A TE O F  ALA SK A :

4

5

6

7

8 

9

10

11

12

* Section 1. AS 39.25.160(e) is amended to read:

(e) E xcep t fo r s ta te  officers w ho hold an  elective s ta te  office an d  seek 

election to the  sam e o r  a n o th e r  s ta te  o r  national elective office, an  o fficer o r [AN] 

em ployee in the classified! [OR] partially exem pt, o r  exem pt service who files a 

genera l le tte r o f in ten t to becom e a can d id a te , seeks nom ination to* or becom es a 

candidate for state o r national elective political office shall im m ediately resign any 

position held in the state service. The o fficer’s o r  em ployee’s position becom es 

vacant on the date the o fficer o r  em ployee files a genera l le tte r  of in ten t o r  a 

declaration o f candidacy for state or national elective office.

SB0208a -1- S B  208

C 0M M ITTFF  COPY'
N e w  T e x t  U n d e r l i n e d  ( D E L E T E D  T E X T  B R A C K E T E D ]



JHN-dl-94 (ION 1 fa':52 KEG II DIV OF ELECTIONS' FAX NO, 5221482 P. 02/02

F I S C A L  NOTE
STA TE OF ALASKA 

1 9 9 4  L E G I S L A T I V E  S E S S IO N
B I L L  NO. SB 2 0 8

R e v is io n  D a te : _______________________
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O s s a f l y  R l e w s  - RfflaDBea-0
F a irb an k s , A la sk a  99707-0710

D e c e m b e r  2 ,  19 9 3

M r .  J o s h  F in k  

c / o  S e n a t o r  T i m  K e l ly  

R o o m  101 

S t a t e  C a p i to l

J u n e a u ,  A l a s k a  9 9 8 0 1 - 1 1 8 2  

D e a r  J o s h :

T h a n k s  f o r  y o u r  a s s i s t a n c e  a n d  t h e  o p p o r t u n i t y  t o  te s t i fy  t o  S e n a t o r  K e l ly 's  C o m m i t t e e  r e c e n t l y  r e g a r d i n g  

s t a t e  p u r c h a s i n g .

It  s e e m s  t o  m e  t h a t  S e c t i o n  1 (c )  a l l o w s  e n o u g h  l e e w a y  f o r  t h e  s t a t e  t o  b r e a k  u p  p r in t in g  o r d e r s  s o  th a t  

t h e y  c a n  b e  h a n d l e d  b y  in - s t a t e  s p e c ia l i ty  h o u s e s ,  s u c h  a s  t h e  A n c h o r a g e  f e l l o w s  w h o  d o  p r e - p r e s s  w o r k ,  

b u t  d o n ' t  o p e r a t e  p r e s s e s  t h e m s e lv e s .

H o w e v e r ,  I d o  w o n d e r  a b o u t  c a s e s  w h e r e  A l a s k a  p r i n t e r s  o f t e n  c o m b i n e  th e i r  e f f o r t s  w i th  " o u t s id e "

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

e n v e lo p e s .  W h e n  a p p l i e d  o n ly  t o  p r in t in g ,  it s h o u l d  b e  r e q u i r e d  t h a t  t h e  b i d d e r  a c tu a l ly  m a i n t a i n s  a

f u l l - t im e  p r i n t i n g  o p e r a t i o n  in t h e  s ta te .  It p r o b a b l y  g e t s  a l i t t le  m o r e  c o m p l i c a t e d  w h e n  y o u  b r o a d e n  t h e

c o n c e p t  t o  c o v e r  o t h e r  s t a t e  v e n d o r s ,  s u c h  a s  a r c h i t e c t s  o r  a u t o  p a r t s .  B u t  I k n o w  y o u  a r e  u p  to  it! f

T h e  e x p l a n a t i o n  y o u  g a v e  S e n a t o r  K e l ly  w h e n  h e  a s k e d  h o w  p r i n t e r s  g o t  e x c l u d e d  f o r m  t h e  1 9 9 0  

l e g i s l a t io n  w a s  o k a y  s o  f a r  a s  it w e n t ,  b u t  d o n ' t  f o r g e t  it w a s  c e r t a i n  p e o p l e  a t  U A F  w h o  h a d  a n d  h a v e  i'

v i s i o n s  o f  b e i n g  t h e  s t a t e  p r in t  s h o p  w h o  w o r k e d  h a r d  f o r  a n  i n - h o u s e  r e q u i r e m e n t  — a n d  g o t  it. D o n ' t  

u n d e r e s t i m a t e  t h e m  a g a in  th i s  t im e  a r o u n d .

W e  h o p e  th a t  S e n a t o r  K e l ly  c a n  k e e p  S B 2 1 2  o n  t r a c k  th is  y e a r .  It is u t t e r l y  a m a z i n g  t h a t  a  l e g i s l a tu r e  

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

S in c e r e ly ,

F A I R B A N K S  D A I L Y  N E W S - M I N E R /  

C O M M E R C I A L  P R I N T I N G  C O M P A N Y

C h a r l e s  L. G r a y  

P u b l i s h e r  E m e r i t u s

C L G : c g a

The ONLY DAILY NEWSPAPER Serving the Huge 277 ,000 Square Mile Interior A laska Market
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A laska P erm an en t F u n d  Corpox’a tion
P.O. Box 25500 Juneau , Alaska 99802-5500 

(907) 465-2047

November 12, 1993

The Honorable Tim Kelly
Chairman, Senate Labor & Commerce Committee 
716 W. 4th Avenue Suite 400 
Anchorage, AK 99501-2133

This letter w ill provide answers to each of the 17 questions you raised in  
your letter of November 2, 1993 regarding Alaska brokerage and 
investm ent services. I have also enclosed a letter written on the sam e 
subject by Bill M eans, our chief investm ent officer, which was distributed  
during the last legislative session to members of the House Finance 
Revenue Budget Subcommittee.

Let m e first give you my view s on the proposed state policy which would 
require the A laska Permanent Fund Corporation and other state  
investm ent agencies "to increase the utilization of brokerage and 
investm ent services provided by persons located in the state."

As a m atter of existing Perm anent Fund policy, we do business w ith  
Alaska firms whenever possible -  provided such business does not 
increase the Fund's risk or reduce the yields on the Fund's investm ents. 
One resu lt of this policy is that, in a recent seven-m onth period, 
commissions totaling $862,174 were earned by brokerage firms w ith  
offices in Alaska. As our stock portfolio grows, we expect to do increased  
business w ith these and other Alaska firms.

_  C O * .* * ,
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Our current policy is predicated on strict adherence to the prudent 
investor standard; any policy which would require us to deviate from that 
standard is simply a form of social or political investing which would not 
necessarily serve the interests of all Alaskans.

In the 16-plus years of the Fund's existence, labor unions have asked that 
we not invest in  companies currently undergoing labor strife; conservative 
groups have asked that we not invest in companies that do business w ith  
communist countries; religious groups have questioned the morality of our 
investm ent in alcohol and tobacco companies; social activists have  
challenged our investm ents in  m ultinational firms which do business in  
South Africa; and every time the movie S ilkw o o d  is shown on TV, w e are 
questioned by opponei?.ts of nuclear energy about why we invest in Kerr- 
McGee.

All of these constituencies are legitim ate and important; they should not 
be ignored -  as the constituency of Alaska brokerage and investm ent 
services should not be ignored. As a m atter of state law, however, they  
should not be allowed to influence or distort the Perm anent Fund's 
investm ent process. Thus far, no popular initiative nor legislative  
proposal to utilize the Fund for political or social purposes has been  
adopted.

The Perm anent Fund's constituency is comprised of 500,000-plus 
Alaskans. Would it be good state policy to put the personal interests of 
some sm aller subset of these Alaskans above all others? I believe that 
once you breach the brick wall which separates economic investing from  
social and political investing -  regardless of how noble the cause -  the  
chances are that you will lose the integrity of your Fund as ever- 
increasing numbers of other just causes ask for and receive special 
consideration.
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Presented below are the specific answers to your specific questions:

1. H o w  la r g e  i s  th e  fu n d  m a n a g e d  b y  th e  P e r m a n e n t F u n d  
C orp o ra tio n ?

As of the first quarter ending September 30, 1993 the Fund totaled  
$15,378 billion. This included Fixed Income, Equity, and Real 
Estate.

2. O n tr a d e s  th a t y o u  (d ep a r tm en t sta ff) d o  d ir ec tly , w h a t f irm s  
a n d  w h a t  b r a n c h e s  d o  y o u  w o r k  w ith ?

We trade w ith a majority of the premier firms who fall w ithin the  
category classified as recognized dealers by the Federal Reserve. 
The nam es that we deal w ith change from time to time, since they  
may fall out of favor due to their inability to deliver product, 
competitive pricing and other services.

3. W hat e ffo r ts  h a v e  b e e n  m a d e  to w o r k  w ith  b r o k e r s  in  A la sk a , 
or to  p r o v id e  c r e d it  to  b r a n c h e s  in  A laska?

Our major focus has been to use the equity assets in an effort to 
work w ith brokers that are located in Alaska. The A laska  
Perm anent Fund Corporation established the ALASKA 
BROKERAGE PROGRAM in  1983. Since the inception of tins 
program our equity managers have been instructed to direct 
business to those firms that have offices in the state provided they  
are able to give our m anagers competitive execution, all else being  
equal.

4. In  th e  la s t  f iv e  y e a rs , h a s  th e r e  b e e n  an  in c r e a se d  a m o u n t o f  
tr a d e s  d o n e  lo c a lly  or in c r e a s e d  c r e d its  to  lo c a l b ra n c h e s?

There has been an increase in the credits to the local brokers. For 
the period April 1 through October 31, 1993 we paid out to our local 
brokers approximately 32% of the total commissions generated by 
our m anagers. With the growth of our equity portfolios over the  
past few  years it is  appropriate to assum e that if  the percentage of
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com m issions remained constant over tim e, then the total dollars in  
com m issions would have grown proportionately. Additionally, over 
the la st six months we have added new managers that are now  
participating in the brokerage program. As we go forward, w e  
expect to add new equity disciplines and new m anagers. These new  
m anagers w ill also be incorporated into the program.

5. W hat p e r c e n ta g e  o f  e q u ity  tr a d e s  ( l is te d  a n d  OTC) a r e  d o n e  
d ir e c t ly  w ith  b ro k ers  in  A lask a?  F ix e d -in c o m e  tra d es?

Our m anagers do not transact directly w ith local brokers. They 
transact w ith  their relationships and where they can bundle large 
blocks of trades. They do in fact direct commissions to our local 
brokers and specifically deal w ith brokerage firms th at have 
regional or affiliate offices in Alaska. In addition to using  
traditional brokers, our managers also use automated trading 
system s and crossing networks that enable them  to obtain low  
comm ission rates with minimal m arket impact.

W ith regards to fixed income, we have preferred to deal w ith  either 
the major metropolitan financial centers or large regional offices 
w here dealer firms have institutional staff and are able to provide 
critical, tim ely information and execution, We have tested the local 
m arket on more than one occasion and each time found the 
execution to be untimely, resulting in  less than optimum pricing to 
the portfolio.

6. W h at p e r c e n ta g e  o f  e q u ity  tr a d e s  ( lis te d  a n d  OTC) a re  d o n e  
w ith  f irm s th a t  h a v e  b r a n c h e s  in  A lask a?  F ix e d -in c o m e  
tra d es?  H o w  d o e s  th is  co m p a re  to  th e  n a t io n a l m a rk et sh a re  
p e r c e n ta g e s  o f  th o s e  co m p a n ie s?

It is  our understanding that as a general rule approximately 25-33% 
of plan sponsor equity commissions are directed, The Alaska  
Perm anent Fund falls w ithin this range. As an example, for the  
period April 1- October 31, 1993, 32% of all commissions generated  
by our active domestic m anagers w ent to Alaskan brokerage firms 
th at participate in our brokerage program.
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7. D o e s  a n y  c r e d it  com e b a ck  to  lo c a l  o ff ic e s  o n  n e w  is s u e s  
p u rc h a sed ?

No. We have never designated commissions on fixed-income 
investm ent.

8. P le a se  p r o v id e  a r eca p  o f  c o m m iss io n s  g e n e r a te d  b y  e a c h  
m o n e y  m a n a g e r  an d  b y  tr a d e s  d o n e  d ir e c t ly .

For the m ost recent reporting period for our program, March 31 - 
October 31, 1993 the following outlines the commission recap:

MANAGER COMMISSIONS ALASKA COMM ISSIONS V
Alliance $169,881 $88,866 52.3
Chancellor 535,036 123,603 23.1
Capital Guardian 133,764 72,682 54.3
Invesco 105,903 105,903 100.0
Ark A sset 1,089,632 209,872 19.3
RCM 649,405 261.246 40.2

Totals: $2,863,621 $862,174 32.1%

9. H a v e  y o u  d o n e  a n y  r e se a r c h  on  th e  im p a c t o f  d irec ted  tr a d e s  
o n  q u a lity  o f  e x ec u tio n ?  Is  th e r e  a n y  w r itte n  e v id e n c e  th a t  
tr a d e s  d ir e c te d  to  A la sk a  b r o k e r s  w o u ld  im p a c t e x e c u t io n  
c a p a b ility ?

We have not conducted any specific research on this matter. 
However, we do routinely monitor commissions paid by our 
m anagers and have been made aware by our performance 
consultant that commission rates paid by our managers are 
consistent w ith those that are paid by other large institutional 
portfolio managers. It is our opinion that our utilization of brokers 
who have Alaska offices has not had a negative effect on execution  
costs. This view is based on the amount of commission rates paid to 
local brokers and the fact that m anager performance is consistent 
w ith performance achieved for other large portfolios w ith sim ilar  
characteristics.
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13.

A re y o u  a w a r e  o f  th e  so ft-d o lla r  a r r a n g e m e n ts  y o u r  d iffe r e n t  
m o n e y  m a n a g e rs  h ave?  D o a n y  o f  th e s e  a r r a n g e m e n ts  
b e n e f it  th e  P e r m a n e n t F u n d  or S ta te?

We are aware that our m anagers use soft dollars during the normal 
course of business to buy research services from brokers. We have  
not requested th xt our m anagers provide us w ith their soft-dollar 
policies, nor have we requested that th ey  provide specifics as to the  
services purchased through soft-dollar arrangements. It is our 
understanding that our m anagers use soft dollars judiciously and 
direct a sm all share of commission to soft dollar purchases. Our 
m anagers performances have not appeared to suffer as a result of 
their soft-dollar arrangements.

D o e x is t in g  m o n ey  m a n a g e r  so ft-d o lla r  a r ra n g e m e n ts  
c o n s tr a in  m o n e y  m a n a g e r s  from  d o in g  b u s in e s s  d ir e c t ly  
w ith  b r o k e r s  in  A la sk a  or  from  p r o v id in g  c r e d it  b a ck  to  
th o s e  b rok ers?

We are not aware that soft-dollar arrangements hinder our 
m anagers from doing business with brokers in Alaska.

H a v e  y o u  c o n s id e r e d  su g g e s t in g  y o u r  m o n e y  m a n a g e rs  u s e  
s te p -o u ts?  (T rad es d o n e  w ith  o n e  b r o k e r  a n d  a p p o r tio n e d  
o u t to  o th ers .)

We are not aware of the extent that our managers use step-outs in  
directing commissions to our local brokers. Generally, managers 
use step-outs when they are "cleaning up" directed commissions. 
They are not used routinely since the broker stepping-out pays all 
the floor broker costs and then is asked to credit a percentage to 
another broker who gets a "free ride."

D o  y o u  in c lu d e  a n y  lo c a l m o n e y  m a n a g e m e n t firm s o r  
m o n e y  m a n a g e m e n t d iv is io n s  o f  lo c a l  in v e s tm e n t  firm s in  
y o u r  se a r c h e s?
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Yes. W henever we conduct a manager search, w e use the database  
of our consultant, Callan Associates, Inc,, at no cost to any 
interested manager. We continually receive inquiries in Juneau  
from prospective m anagers and encourage them  to notify Callan on 
our behalf. Naturally, any Alaskan based prospective m anager that 
meets our style objective and the hiring criteria would be seriously  
considered for final selection. We have not done a domestic 
manager search in the past five years.

W ould y o u  c o n s id e r  p la c in g  su ch  firm s o r  d iv is io n s  o f  f irm s  
o n  a  sh o r t  l is t  i f  th e y  p r o v id e  th e  ty p e  o f  m a n a g e m e n t u n d e r  
c o n s id e r a t io n  a n d  m e e t  a ll o th e r  c r iter ia ?

Yes. We would consider a short lis t  if  they m et all criteria as 
mentioned in  the previous question.

15. H ave  y o u  c o n s id e r e d  u s in g  lo c a l firm s for: (1) s e c u r it ie s  
le n d in g  p rogram s; (2) co m m o d itie s  h e d g in g  p ro g ra m s; (3) 
u n d e rw ritin g ?

(1) We are in the process of undertaking a lending program to be 
managed in-house for fixed income. Our intentions are to include 
those firms that have the capital resources, access to collateral, have 
the ability to borrow large blocks, and m eet other requirem ents yet 
to be determined. (2) We cannot buy commodities due to statutory  
constraints. (3) We do not issue debt and generally buy secondary 
paper rather than new issues.

16. I f  y o u  d e s ir e d  to  w o r k  w ith  lo c a l b ro k ers , b u t th e  firm s' 
p o lic y  w~ j to  u se  b r a n c h e s  o u ts id e , w o u ld  y o u  r e q u ir e  th a t  
service.* b e  p u r c h a se d  lo ca lly ?  W ould y o u  c o n s id e r  
r e q u e s t in g  a c h a n g e  o f  firm  p o lic y  to  m e e t  s ta te  p o lic y  or  
d esires?

Yes. If possible we would buy local services. We would consider a 
change in policy.
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17. A re y o u  w illin g  to  e n c o u r a g e  an d  n u r tu re  in s t itu t io n a l  
b r o k e r a g e  an d  m o n ey  m a n a g em en t e x p e r t is e  in  A lask a?

Yes. We w ill continue to do what we can to foster institutional 
brokerage and money m anagem ent w ithin the state.

I hope this answers your questions. I would be happy to discuss these or 
any other Fund-related m atters with you at any time.

Sincerely,

William H. Scott 
Executive Director

E n c lo s u re

cc: Members, Board of Trustees
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A lask a P erm an en t F u n d  C orporation
P.O . Box 25500 Juneau. A laska 99802-5500 

' 907) 465-2047

M E M O R A N D U M

DATE:

TO:

Februarv 26. 1993

The Honorable Terry Martin. Chair
House Finance Revenue Budget Subcommittee
Alaska State Legislature

THRU:

FROM:

William H. Scott 
Executive Director

William L. Means 
Chief Investm ent Officer

S U B JE C T : Alaska Brokerage

At the recent Revenue Budget Subcommittee hearing on the Alaska Perm anent 
Fund Corporation, your staff distributed a document addressing Alaska  
brokerage com m issions and requesting a response. Accordingly, we are 
responding to your request.

The Alaska Perm anent Fund Corporation has had an Alaska brokerage 
commission program in place since the sum m er of 1983. and Alaska brokerage 
offices have been receiving Permanent Fund commission dollars since that time. 
Our managers have been instructed to do business with brokerage firms having  
offices in Alaska, provided they are able to give our managers competitive 
executions, This program has been adopted by resolution of the Board of 
Trustees. The brokerage firms are required to be direct members of the New  
York and American stock exchanges. Our m anagers are informed in April of
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each year of the percentage of Alaska business each qualifying brokerage firm  
should receive. Each brokerage firm receives a m inimum of 5% of the business 
with the rem aining amount being distributed on the basis of the number of 
employees in Alaska. Currently, eight (8) brokerage firms in Alaska are 
participating in the program. This program is monitored on a daily basis by the 
staff of the Perm anent Fund Corporation, and, on a quarterly basis, managers 
are informed of any wide disparities. Brokerage firms are responsible for 
establishing proper accounts with m anagers to insure that business is credited to 
then* Alaska offices,

Total domestic brokerage commission business generated by the Alaska 
Permanent Fund in FY 92 amounted to 85.797,000. Of this $1,320,000, or 22.8%, 
was commission business credited to the accounts of Alaska brokerage firms or 
offices, Since the elim ination of fixed commissions, the brokerage business has 
become extremely competitive, both as to execution price and a firm's ability to 
execute large order i without affecting the price of securities. Brokerage offices, 
other than the head office, normally receive 25-30% of the large institution  
account commissions generated by that office with the balance going to head  
office overhead and profit. It is our understanding that total brokerage 
commissions generated annually by PERS and TRS combined do not 
significantly exceed $2 million.

The bond business is an information business and the Fund's success is directly 
proportional to the quality and tim eliness of the m arket information we receive. 
Our past experience with many firms has been that this critical information does 
not flow fast enough or in a complete enough form to brokerage offices in Los 
Angeles, San Francisco, Chicago, Dallas, or Anchorage. Many large active bond 
traders and m anagers with firms comparable in size to the Alaska Permanent 
Fund Corporation insist on dealing with a firm's main office so as to receive the 
most timely information. In fact, a number of broker/dealer firms, in recognition 
of this fact, have recently closed their large institution sales desks in such cities 
as Los Angeles, Chicago, Dallas, and Atlanta.

While the Perm anent Fund Corporation has attem pted on a number of occasions 
to develop bond business with Alaska brokerage firms, these attempts have 
never been successful. This business, unlike most of the business of our stock
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managers, is an over-the-counter business, There is no print-out of volume or 
execution prices. The business is centered in New York City and is done over the  
telephone, It is a very volatile business and one in which the large investor is 
dependent upon the flow of information from salesm en who are, in most cases, in 
close proximity to the firm's traders who are talking to traders at other firms and 
w itnessing the flow of trades worldwide. During the process of a telephone 
conversation lasting less than a minute, prices for sizable blocks of U.S. Treasury 
bonds can, and frequently do, vary by hundreds of thousands of dollars. For the 
proper m anagem ent of the Alaska Perm anent Fund, the flow of quality 
information in a timely manner is critical. In order to illustrate this point, it is 
not. unusual for our investm ent officers to be telephoned at home between 3:30
a.m, and 4:30 a.m. Alaska Time to inform them of rapidly breaking news in 
either Europe or New York. Frequently, this news is acted upon immediately, 
resulting in the execution of large orders,

Total U.S. Treasury and corporate bond business executed by the Alaska 
Permanent Fund in FY 92 amounted to $4,970 billion. Of this, $4,353 billion was 
U.S. Treasury business which is very low profit margin business. Average 
profitability on such transactions for large institutions amounts to 1/32 of 1% or 
$312.50 per $1,000,000. Assum ing this level of profitability, total profitability to 
brokers on all U .S. Treasury transactions with the Alaska Perm anent Fund in 
FY 92 amounted to SI.360.000. Branch brokerage offices would receive 25-30% 
of their portion of this figure. Brokerage firms in Alaska without large 
institutional trading desks in New York City backing them are at an extreme 
competitive disadvantage competing for this business.

The profit margin on corporate bond transactions is typically larger, being  
normally 1/8 of 1% or $1,250.00 per $1,000,000. Utilizing this figure, $617 
million in Perm anent Fund corporate bond business would have generated in FY 
92 $771,250 in brokerage firm profits. Again 25-30% of an Alaska brokerage 
office's portion would be allocated to that office, The Fund has always 
encouraged Alaska brokers to show us corporate bond offerings. Unfortunately, 
all too often the bonds have been sold out before Alaska brokers have even been 
made aware of them. This is not a problem unique to Alaska, but a problem also 
experienced by brokerage offices in cities such as Los Angeles and San Francisco.

BWPMSBffqWPE
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H o u s i n a

520 East 34th Avenue 
Anchorage. AK 99503-4199 
(907) 561-1900

:INANCE CORPORATION
P.O. Box 101020 
Anchorage, AK 99510-1020

N ovem ber 15, 1993

S enato r T im  Kelly
Chair, A laska S tate  L egislature
S enate  L ab o r and  C om m erce C om m ittee
716 W. 4th, Suite 400
A nchorage, A laska 99501-2133

D e a r  S enato r Kelly:

T he following responds to  the questions con tained  in  your N ovem ber 2 .1993 le tte r  regarding 
the  provisions o f SB 212 rela ting  to  th e  estab lishm en t o f a  s ta te  policy fo r p ro cu rem en t o f 
investm ent services,

1. How large is the fund managed by the Permanent Fund Corporation (Alaska Housing
Finance Corporation)?

Investm ents securities h e ld  by the  C o rp o ra tio n  agg rega ted  $1,864,433,000 a t  Ju n e  30,1993.

1  On trades that you (department staff) do directly, what firms and what branches do you
work with?

V irtually  all investm ent security  trad ing  is done th ro u g h  tru stees o r  investm en t m anagers.

3. What efforts have been made to work with brokers in Alaska, or to provide credit to 
branches in Alaska?

T he C orporation  has n o t d irec ted  th e  trustees an d  investm ent m anagers  to  use specific 
b rokers  o r to  provide cred it to specific b ranches w ithin  those firm s from  w hom  th e  securities 
are  purchased . W here  investm ents have b e e n  m ade  directly, s ta ff  has h o n o red  all requests 
from  local firms o r b ran ch es  to  be  given the o p po rtun ity  to  bid.

p o t t c V

CAMERONVIMCI29
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4. In  the last fiv e  years, has there been an increased amount o f trades done lo ca lly  or 
increased credits to lo ca l branches?

T h e  C o rp o ra tio n  has done  little in the  w ay o f  d irec t investm ents du ring  th e  last five years. 
W hen  it has, th e  local b ranch  o f th e  firm  has b e e n  provided  th e  oppo rtu n ity  to  bid o n  the 
funds w hen  they  have expressed  an  in terest.

5. What percentage o f equity trades (listed arid OTC) are done d irectly w ith brokers in 
A la ska ? F ixed  incom e trades?

T he C o rp o ra tio n  does n o t invest in equ ity  securities. F ixed incom e securities are  generally  
n o t p u rch ased  d irectly  by the C orporation . T o  o u r know ledge, n o n e  o f th e  tru s tees  o r 
investm en t m anagers  assisting th e  C o rp o ra tio n  deal directly w ith  b ro k ers  in  A laska.

6 . What percentage o f equity trades (listed and OTC) are done directly w ith firm s that have 
branches in  A la ska ? Fixed incom e trades? H ow does th is compare to the nationa l market 
share percentages o f those com panies?

T he C o rp o ra tio n  d o es  n o t invest in equ ity  securities. F ixed incom e securities are  generally  
n o t pu rch ased  directly  by th e  C orporation . W hile we a re  unab le to  ob ta in  d e ta iled  
in form ation , it a p p e a rs  th a t a  significant p o rtio n  o f  the investm ent activity occurs th rough  
b ro k ers  w ith b ran ch es  in A laska. T h e  C orpo ra tion  does no t have in fo rm ation  on  the  
na tio n a l m ark e t shares  o f brokerages.

7. Does any credit come back to lo ca l offices on new issues purchased?

In v estm en t secu rities a re  seldom  p u rchased  directly by the C orporation . W here  securities 
a re  pu rchased , they  generally  do  n o t re p re se n t new  issues.

8 . Please provide a recap o f com m issions generated by each money manager and by trades 
done d irectly?

T h e  C o rp o ra tio n  does n o t invest in equities and  does no t pay com m issions. F ixed incom e 
securities a re  p u rch ased  on a n e t yield basis. T he dealers pu rchase  an d  sell based  u p o n  fee 
sp read s se t internally . In  som e cases w here  they hold the securities and  have a strong  desire 
to  m ove them , they  may b e  selling them  a t cost. T o  ou r know ledge, th e re  is no way o f 
determ in ing  th e  am oun t, if any, o f  re la te d  com missions.

CAMBRCW\<MCU»
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9. Have you done any research on the impact o f  directed trades on quality o f execution? 
Is there written evidence that trades directed to Alaska brokers would impact execution 
capability?

T he C orpo ra tion  has  n o t re search ed  the  im pact o f  d irec ted  tra d e s  on  quality  o f execution 
and  has no  w ritten  ev idence supporting  o r re fu ting  the co n ten tio n  th a t trad e s  d irec ted  to  
A laska b rokers w ou ld  im p ac t execution capability. T he  firm /office fro m  w hom  the security 
is being pu rchased  req u ire s  a  certa in  level o f  co m pensa tion  to  justify  th e ir  involvem ent in 
the transaction. I f  p a r t  o f  th e  com pensation  is given up  to  o th e rs  w ithou t a  reduction  in th e  
w ork o r  risk, it s tan d s  to  reaso n  th a t the  fee w ould  n eed  to  b e  increased . A s investm ents 
a re  pu rchased  o n  a  n e t  yield basis, the increased  com pensa tion  w ould  be  reflected  in a 
reduction  in the y ie ld  on th e  investm ent.

10. Are you aware o f the soft dollar arrangements your different mone}1 managers have? Do 
any o f these arrangements benefit the Permanent Fund (Alaska Housing Finance Corporation) 
or State?

Som e firm s assisting w ith  the  investm ent o f th e  C o rp o ra tio n ’s funds n o t p ledged to  
outstanding  bonds acknow ledge soft dollar a rran g em en ts  ap p licab le  to  credits for trades 
done w ith certa in  funds they  invest. E ach  has re p re se n te d  to  th e  C orp o ra tio n , how ever, th a t 
they have no such  a rran g em en ts  re la ted  to  the investm ent o f  A laska H ousing  F inance 
C orpo ra tion  funds. T h ey  feel th e ir fiduciary obligation to  o b ta in  th e  best yields fo r the  
C orpo ra tion  could b e  confused  w ere they to  have soft-dollar a rran g em en ts  re la ted  to  A H F C  
investm ent activity.

11. Do etcisting money manager soft dollar arrangements constrain money managers from 
doing business directly with brokers in Alaska or from providing credit back to those brokers?

A s no ted  above, th e  firm s assisting the C o rp o ra tio n  claim  to  have no  soft do llar 
a rrangem en ts  ap p licab le  to  cred its for A H F C  trades.

12. Have you considered suggesting your money managers use step-outs (trades done with 
one broker ttf'd apportioned out u. others)?

No.

CAMERGN\4WC1»
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13. Do you  include any lo ca l money management firm s or money management d ivisions o f 
lo ca l investment firm s in  you r searches?

C erta in  funds o f  the  C o rp o ra tio n  are  he ld  p u rsu an t to  custody/trust a rran g em en ts  w ith an  
A laska tru s t com pany w ith investm ent functions perfo rm ed  by th e ir  A nchorage staff!

14. Would you  consider p lacing such firm s or d ivisions o f firm s on a short lis t i f  they provide 
the type o f management under consideration and meet a ll other criteria?

Yes.

15. Have you  considered using lo ca l firm s fo r ; 1 Secu ritie s lending programs; 2)
Com m odities hedging programs; 3) Underwriting?

T h e  C orp o ra tio n  does n o t lend securities o r have a com m odities hedging p rogram . 
U nderw ritings o f C o rp o ra tio n  d e b t securities typically include firm s w hich have offices in 
A laska. T he C o rp o ra tio n  does req u est th e  underw rite r o f A H F C  d e b t securities to  include 
in the selling g roup  all b ro k er/d ea le r firm s with offices in the S ta te  o f A laska which a re  
active in th e  sales of m unicipal securities. This req u est is m ade so th a t A laska residen ts  who 
desire to  purchase th e  C o rp o ra tio n ’s securities have m axim um  access to  them  during  th e  
m arke ting  period .

16. I f  you  desired to work with lo ca l brokers, but the firm s' p o licy was to use branches 
Outside, would you  require that services be purchased lo ca lly? Would you  consider requesting 
a change o f firm  p o licy to meet state p o licy or desires?

In  the  case o f A H F C , w hat is being pu rch ased  from  b roker/dea lers  is investm ent securities. 
W e do no t rely  on  the  b roker/dea lers  fo r services. R ecognizing th a t th e  C o rp o ra tio n  desires 
th e  h ighest possible re tu rn  on  its investm ents and  th a t the  d ea le r/b ro k er desires to  offer the 
h ighest yielding securiting  responsive to  the  bidding p aram eters , requ iring  th a t the  firm  
service the accoun t in  a  m a n n er inconsisten t w ith the ir in ternal policies w ould  a p p e a r  unwise 
w ithou t first assuring  th a t in  so doing yields will no t be  dim inished, investm en t o ppo rtun ities  
reduced , or s ta ff additionally  bu rdened . R equesting  ra th e r th an  requ iring  in -sta te  account 
coverage is m uch m ore likely to  resu lt in the  C orpo ra tion  being m ad e  aw are o f th e  firm ’s 
willingness to  p rov ide services on th a t basis and any consequences w hich m ay result.

CAMERO.NVMC129
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17. A re you  w illin g  to encourage and nurture in stitu tiona l brokerage and money management
expertise in  A la ska ?

Yes. W e are  re lu c ta n t to  do  so, how ever, if  yields on investm ents will be adversely  
im pacted, investm en t o pportun ities  restric ted , o r s ta ff unduly b u rd en ed  unless the legislation 
specifies an  accep tab le  level o f increm ental cost.

I  hope the above has  adequa te ly  responded  to  y o u r questions. If not, p lease  le t m e know .

Sincerely,

Will G ay
C hief Executive O fficer/’ 
Executive D ire c to r
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November 18 , 1993

The Honorable Tim K e l ly  
A laska  S ta te  L e g i s la t u r e  
716 w. 4 th ,  S u i t e  400 
Anchorage, AK 99501-2133

Dear Senator  K e l ly :

Thank you fo r  t h i s  o p p o r tu n i ty  t o  comment on t h e  im p o rta n t  i s s u e s  
f a c in g  Alaskan b u s i n e s s e s  c o n ta in e d  in  SB 212.

We su pp ort Alaskan b u s i n e s s e s  and are i n t e r e s t e d  i n  f o s t e r i n g  a h e a l t h y  
and c o m p e t i t iv e  b u s i n e s s  c l  intake in  A laska and in  s t r e a m l in in g  th e  
procurem ent p r o c e s s  t o  th e  g r e a t e s t  e x t e n t  p o s s i b l e  w h i le  red u c in g  t h e  
c o s t  t o  o p e r a te  S t a t e  governm ent.

SB 212 se ek s  to  enhan ce  th e  c o m p e t i t iv e n e s s  o f  A lask an  b u s in e s s e s  
through changes in  our procurem ent p r a c t i c e s .  The i n t e n t  o f  SB 212 i s  
c o n s i s t e n t  w ith  c u r r e n t  S t a t e  procurement p o l i c y .

AAM 81 .150  SMALL PROCUREMENTS S ta te s :

L i s t s  o f  ven d ors  from which qu otes  a r e  so u g h t  sh o u ld  be r o ta t e d  t o  
p rov id e  as many A laskan venders as p o s s i b l e  t h e  o p p o r tu n ity  t o  
compete fo r  S t a t e  procurem ent.

AAM 81 .1 8 0  PROFESSIONAL SERVICES s t a t e s :

Procurements sh o u ld  be se p a r a te d  t o  accommodate A laskan vendors i f  
Alaskan vendors would n o t  o th e rw ise  be a b le  t o  resp o n d .

AAM 81 .210  SPECIFICATIONS s t a t e s :

when p r a c t i c a b l e ,  s p e c i f i c a t i o n s  sh o u ld  in c lu d e  i tem s  grown or  
manufactured in  A la sk a .

T h is  b i l l  has p o t e n t i a l  con seq u en ces  fo r  th e  S t a t e  o p e r a t in g  budget  
which should be c o n s id e r e d .  S e c t io n  2 p r o v id e s  f o r  i s s u a n c e  o f  b id s  
and p r o p o sa ls  t o  o n ly  b id d e r s  lo c a te d  in  A la sk a .  Our r e c o r d s  show t h a t  
2 ,6 3 9  b id s  were i s s u e d  in  f i s c a l  years  1987 th ro u g h  1993. Of th o s e  
b id s ,  239 awards were made t o  o u t - o f - s t a t e  b id d e r s .  T h is  r e p r e s e n t s  9% 
o f  th e  b id s  i s s u e d ,  or  an avera ge  o f  3 4 p er  y e a r .  During th e  p a s t  
t h r e e  y ea rs  o u t - o f - s t a t e  awards t o t a l e d  22 , 26 and 24 f o r  FY93. I f  
awards over th e  p a s t  se v en  y e a r s  had gone t o  t h e  l o w e s t  A laskan  
b id d e r s ,  th e  S t a t e  would have p a id  an a d d i t io n a l  $ 3 ,7 8 4 ,0 7 2  fo r  t h e s e

0Z-B9LH
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goods and s e r v i c e s ,  2 6% h ig h e r  than th e  amount a c t u a l l y  p a id .

Comments cn s e c t i o n s  5 , 6, 7 and 9 reg a r d in g  incom e p ro d u cin g  a s s e u s ,  
in v e s tm e n ts ,  th e  A laska  Permanent Fund C o r p o r a t io n , and in v e s tm en t  
s e r v i c e s  should  more a p p r o p r ia te ly  come from t h o s e  d ep artm en ts  a f f e c t e d  
by t h e s e  s e c t i o n s .

S p e c i f i c  answers t o  th e  q u e s t io n s  posed in  your November 2 l e t t e r  
c o n c e r n in g  th e  bonus system  f o l lo w  and are a d d r e sse d  i n  th e  order  
p r e s e n te d  in  your l e t t e r :

1. O f  a l l  b i d s  r e c e i v e d  f r o m  A l a s k a n  c o n t r a c t o r s  i n  F Y  91, 92, a n d  
93, r o u g h l y  h o w  m a n y  u t i l i z e d  t h e  A l a s k a n  b i d d e r  o r  p r o d u c t  
p r e f e r e n c e s ?

We do n ot keep t h e  d a ta  in  th e  form you r e q u e s t e d .  To o b ta in  t h i s  
in form ation  would r e q u ir e  e x t e n s iv e  r e s e a r c h  beyond th e  tim e  
a v a i l a b l e .  A random sample was taken o f  I n v i t a t i o n  t o  Bid awards 
fo r  November 1991 through  February 1992. The f o l l o w in g  was found:

* 90 b id s  were p u b l i s l s d  t h a t  r e c e iv e d  435 b id  r e s p o n s e s .

■ Of th e  435 b id s  r e c e iv e d ,  on ly  t h r e e  u t i l i z e d  th e  product  
p r e fe r e n c e .

To answer your q u e s t io n  — v i r t u a l l y  a l l  A laskan  b id d e r s  u se  th e  
Alaska b id d e r s  p r e f e r e n c e .  The A laska p rod u ct  p r e fe r e n c e  usage  i s  
m inim al.

2. I n  y o u r  o p i n i o n ,  w h y  w o u l d n ' t  a n  A l a s k a n  c o n t r a c t o r  b i d d i n g  o n  a 
s t a t e  c o n t r a c t  u t i l i z e  e i t h e r  t h e  p r o d u c t  o r  b i d d e r ' s  p r e f e r e n c e ?

In our o p in io n  th e  A laska  b id d er  p r e fe r e n c e  i s  u sed  e x t e n s i v e l y  by 
Alaska b id d e r s .

L im ited  u se  o f  th e  A laska  product p r e fe r e n c e  i s  due t o  a number o f  
reaso n s:

■ much o f  what we b id  does not have an A lask a  p ro d u ct  a v a i la b l e  
th a t  would p erm it  a p p l i c a t io n  o f  th e  p r e fe r e n c e ;

■ the a v a i l a b i l i t y  o f  an A laska p rod u ct may be q u e s t io n a b le  t o  
b id d e rs ;  or

■ th e  A laska  p rod u ct  may not be c o s t  c o m p e t i t i v e .

3 . W o u l d n ' t  a b o n u s  p r o g r a m  e l i m i n a t e  t h e  f a t a l  f l a w  i n  t h e  e x i s t i n g  
l a w  w h e r e  c o n t r a c t o r s  a r e  n o t  w i l l i n g  to t a k e  t h e  c h a n c e ,  a n d  
c o n s e q u e n t l y  d o  n o t  u s e  t h e  p r o d u c t  p r e f e r e n c e  b i d  b o n u s ,  b e c a u s e  
t h e y  a r e  a f r a i d  o f  b e i n g  b l a c k - b a l l e d  o n  f u t u r e  s t a t e  c o n t r a c t s  if 
t h e y  c a n n o t  g e t  p l a n n e d  A l a s k a n  c o m p o n e n t s  (no m a t t e r  w h a t  t h e  
r e a s o n :  e a r t h q u a k e ,  b a n k r u p t c y  o f  A l a s k a n  s u p p l i e r ,  b a c k  o r d e r e d ,  
o u t  of s c h e d u l e ,  e t c . ) ?

AS 3 6 .3 0 .3 3 0  e s t a b l i s h e d  p e n a l t i e s  fo r  a b i d d e r ' s  f a i l u r e  t o  u se  
an Alaska p rod u ct  when th e y  su bm itted  a b id  based  on th e
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use  of th e  p r o d u ct .  To o u r  knowledge t h i s  p e n a l t y  has never  been  
invoked , but was e s t a b l i s h e d  t o  p r e v e n t  m a n ip u la t io n  o f  th e  b id  
p r o c e s s .  The law s p e c i f i c a l l y  l i m i t s  t h e s e  p e n a l t i e s  t o  
c ir c u m sta n c e s  w i t h in  t h e  b id d e r ' s  c o n t r o l .  T h er e fo r e  a b id d er  
d e s ig n a t in g  t h e  u se  o f  an A laska  p rodu ct would n o t  be p e n a l i z e d  
fo r  c o n d i t io n s  n o ted  t h a t  a r e  beyond t h e i r  c o n t r o l .

In t h e  l a s t  5 y e a r s ,  r o u g h l y  h o w  m a n y  b i d  p r o t e s t s  w e r e  i n i t i a t e d  
a 3  a r e s u l t  o f  a n  o b j e c t i o n  i n v o l v i n g  t h e  u s e  o f  a p r e f e r e n c e ?

From 1990 through  1993 o u t  o f  183 p r o t e s t s  r e c e i v e d ,  t e n  in v o lv e d  
th e  u se  o f  a p r e fe r e n c e .  There was n o t enough tim e t o  r e q u e s t  
1988 and 1989 p r o t e s t  f i l e s  from A r c h iv e s .

W o u l d n ' t  a b o n u s  s y s t e m ,  i n  w h i c h  t h e r e  w o u l d  b e  a o n e - t i m e  
a c c o u n t i n g  e f f o r t  a t  p r o j e c t  c o m p l e t i o n  t o  e s t a b l i s h  t h e  a m o u n t  o f  
A l a s k a n  g o o d s  a n d  s e r v i c e s  t h a t  w e n t  i n t o  t h e  p r o j a c t ,  b e  a n  
e a s i e r  p r o g r a m  t o  a d m i n i s t e r  t h a n  t h e  p r e s e n t  p r o d u c t  p r e f e r e n c e  
p r o g r a m ,  in w h i c h  t h e r e  is a c o n t i n u o u s  a d m i n i s t r a t i v e  e f f o r t  b y  
t h e  s t a t e  f r o m  b i d  o p e n i n g  t h r o u g h  c o m p l e t i o n ?  w o u l d n ' t  
a d m i n i s t r a t i v e  c o s t s  a s s o c i a t e d  w i t h  b i d  p r o t e s t s ,  r e c o r d  k e e p i n g  
r e q u i r e m e n t s ,  a n d  i n s p e c t i o n s  b e  r e d u c e d ?

A bonus sy s tem  would be d i f f i c u l t  t o  a d m in is te r  f o r  I n v i t a t i o n s  t o  
Bid e s t a b l i s h e d  by t h i s  departm ent b ecau se  u n l ik e  c o n s t r u c t io n  
payments a r e  made by th e  custom er a g e n c y 's  a c c o u n t in g  s t a f f  and 
removed from t h e  e v a lu a t io n  and award o f  th e  b id .

In t h i s  c ir c u m sta n c e ,  r e q u e s t s  f o r  bonus payment would r e q u ir e  our  
procurement s t a f f  t o  become in v o lv e d  w ith  cu stom er  agency c o n t r a c t  
payments.

Savings from reduced  p r o t e s t s  and s i m p l i f i e d  b id  e v a lu a t io n s  would  
probably be overshadowed by a d d i t i o n a l  a d m in is t r a t iv e  rev iew  o f  
payment r e q u e s t s  by procurem ent s t a f f .

W o u l d n ' t  t h i s  p r o g r a m  b u i l d  in t r e m e n d o u s  i n c e n t i v e  to a c t u a l l y  
use. A l a s k a n  g o o d s  a n d  s e r v i c e s  if c o n t r a c t o r s / s u p p l i e r s  k n e w  t h e y  
c o u l d  i n c r e a s e  t h e i r  b o t t o m  l i n e  p r o f i t s  b y  u s i n g  c o s t  c o m p e t i t i v e  
A l a s k a n  g o o d s  a n d  s e r v i c e s ?

The b i l l  m ight be an i n c e n t i v e  f o r  b id d e r s  t o  u se  more Alaskan  
prod u cts  i f  i t  e l i m in a t e s  d i s i n c e n t i v e s  in  t h e  c u r r e n t  law such as  
in fr e q u e n t  p r o d u ct  e v a lu a t io n  and p e n a l t i e s .  I t  would appear t h a t  
th e  bonus, i f  s e t  a t  t h e  same p e r c e n ta g e  as t h e  c u r r e n t  
p r e f e r e n c e s ,  would p r o v id e  no more i n c e n t i v e .  On b a la n ce  bonus 
payments t o  c o n t r a c t o r s  a lw ays p r o v id e s  an i n c e n t i v e  and sh ou ld  
b o l s t e r  th e  u s e  o f  A laska p r o d u c ts .

M i g h t  t h i s  p r o g r a m  a l l o w  p r o v i d i n g  a b o n u s  f o r  l o c a l  h i r e  at 
p r o j e c t  c o m p l e t i o n  w h e r e  a 3  t h e  A l a s k a  H i r e  P r o g r a m  h a s  b e e n  r u l e d  
u n c o n s t i t u t i o n a l ?

T his q u e s t io n  would be b e t t e r  answered by t h e  Department o f  Law. 

W o u l d n ' t  t h i s  p r o g r a m  b e  v i e w e d  w i t h  a s  m u c h  a p p r o v a l  b y
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p rocu rem en t/p ayab les  o f f i c e r s  a s  i s  c u r r e n t ly  g iv e n  t o  th e  common 
"2 -  10 n e t  30“ in c e n t iv e  to  e x p e d i t e  payment o f  in v o i c e s ?

We b e l i e v e  t h i s  b i l l  would r e s u l t  i n  a d d i t io n a l  a d m in i s t r a t iv e  
e f f o r t  fo r  S t a t e  a cco u n tin g  and procurem ent s t a f f  t o  v e r i f y  bonus 
c la im s  and f o r  t h i s  rea son  may n o t  be v iew ed  w ith  a p p r o v a l .

9. Wouldn't t h i s  program a l lo w  a l l  A laskan s u p p l i e r s  t o  approach o u t -  
o f - s t a t e  g e n e r a l  c o n tr a c to r s  w ith  som eth ing  o f  v a lu e  t o  i n t e r e s t  
th e  c o n tr a c to r  in  u s in g  an “u n fa m il ia r "  s u b - a o n t r a c t o r / s u p p l i e r ?  
(Where n o th in g  e x cep t  l o c a l  knowledge e x i s t s  as  an inducem ent  
c u r r e n t ly ? )

T h is  program may w e l l  r e s u l t  in  en h an cin g  th e  m a r k e t a b i l i t y  o f  
A laska p ro d u cts  t o  p o t e n t i a l  o u t - o f - s t a t e  c o n t r a c t o r s .

1 0 . w o u ld n 't  t h i s  program a l lo w  th e  u se  o f  upwards o f  $ 2 0 0 ,0 0 0 ,0 0 0  in  
f e d e r a l  c o n s t r u c t io n  funds by A laskan  c o n t r a c t o r s  and b u s i n e s s e s  
where c u r r e n t  f e d e r a l  r e g u la t i o n s  p r o h i b i t  " l o c a l i z e d  b id d in g  
p r e fe r e n c e s" ?

T h is  q u e s t io n  sh ou ld  be a d d ressed  by Department o f  T r a n sp o r ta t io n  
& P u b lic  F a c i l i t i e s .

11. W ouldn't t h i s  program n u l l i f y  r e c i p r o c a l  t r a d e  s t a t u t e s  based  on 
“p r e fe r e n c e s" ?

T his b i l l  may n u l l i f y  r e c ip r o c a l  t r a d e  s t a t u t e s  based  on t h e  
a p p l ic a t io n  o f  p r e f e r e n c e s .  More r e s e a r c h  w i l l  be needed  t o  
confirm  t h i s .

I  hope t h i s  a d e q u a te ly  answers th e  q u e s t io n s  you r a i s e d .  P le a s e  f e e l  
f r e e  to  c o n ta c t  me or Dugan P e t t y ,  th e  D ir e c to r  o f  G eneral S e r v ic e s ,  
sh o u ld  you have any fu r th e r  q u e s t io n s .

Nancy Be^f U sera  
Comm i s  sifoner

N BU /tlc
cc:  D iv i s io n  o f  G eneral S e r v ic e s

Department o f  A d m in is tr a t io n



A P R -  2 — 3 Si 13 : 4 0 R . © 2

A L A S K A
K£ E P - w e  C H ANG-el!

A partnership program ol

Anchorage Chamber 
of Commerce

Anchorage Economic 
Development Corporation

University of Alaska 
Small Business 
Development Center

Stai. of Alaska 
Department of Commerce 
and Economic Devlopment

University o f A laska 
Small Business 
Development Center
430 w. 7th Avenue, Suite '10 
Anchorage, Alaska 99501

(907) 274-7232 
(800) 478-7232 
FAX (907) 274-9524

April 1, 1993

MEMORANDUM

To:

From:

RE:

Senator Tim Kelly 

Attention: Josh Fink

Mary Rucker, Program Manager, BUY ALASKA

BUY ALASKA for Brokerage and Investment Services

The importance of innovative policy and legislation regarding the 
consideraion and use of in-state companies by the State of Alaska is 
paramount to the success of BUY ALASKA, The economic benefits to 
the private sector are obvious.

We at BUY ALASKA support efforts to enhance local purchasing of all 
products and services available here in Alaska. We appreciate your 
consideration of the following report on the advantages and benefits of 
in-state procurement of financial services.

Thank you.

_ 8 U V  I T A t e . r t t A ' T
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f o r  

B r o k e r a g e  a n d  I n v e s t m e n t  S e r v i c e s

General comments on Department of Revenue and Permanent Fund .memos.;

• While technical points need to be addressed, many can be resolved with an 
attitude of "how can we make it happen?" as opposed to "how can we find 
reasons why it can't happen?"

• The recent loss of two national accounting firms from Alaska highlights the need 
to nurture in-state professional services.

• The professional investment officers employed by the state are properly 
addressing issues of fiduciary responsibility and performance obligations. Their 
comments should be viewed in a positive light, and as a beginning for working 
closer with the Alaska investment community.

• Without compromising integrity or fiduciary responsibility, many, if not all, 
trades can be done through local brokers.

• An open, cooperative relationship with the Alaska investment community will 
prove mutually beneficial. Local brokers and managers have more reasons to 
give state officials the very best prices and service than do brokers outside.

• The following comments address only securities brokerage. A very significant 
amount is spent by the state on money management. While specific issues 
differ between brokerage and money management, the general principles of 
"Buy Alaska" and its economic benefits apply.

• Cooperation and mutual support will only come from a written policy making 
clear the state's intent to do business locally.

• Accountability and reporting to the legislature will give investment officers both 
direction and incentive to "Buy Alaska." It will also give them flexibility to fulfill their 
fiduciary responsibilities.

Response to Department of Reveaue-MemQr.aQCi.uaLClatficLMarch.9t 199.3:

♦ "A long standing policy of encouraging the money management firms...to 
execute trades with brokerage firms that have offices located in Alaska on an "all 
things being equal" basis.... This policy is articulated in the contracts with external 
money managers and by law."

-  Are copies of contracts and applicable law available?

-  How well-known, enforced, or effective have these policies been?

-  Does the Department of Revenue have a breakdown of how many trades
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have been done in Alaska?

• Portfolio managers use particular brokers to execute block trades for both good 
executions and market information

-  While certain trades may be done better by particular brokers, many trades 
can be efficiently executed by local brokers who can match the price being

Uiu 1 i ♦ I k !/• a Ap nnnnporl 4 r\ /“I I AKAAOOCOO r\charged by outside brokers. As opposed to other bidding processes, no 
Jaskan preference” is required or appropriate. All that is needed is a chance to"Alas>

work closely with state investment officers.

-  Trades with Alaskan brokers should only be done by those who prove they 
are capable of handling a particular type of transaction. A fundamental 
assumption is that "all things are equal.” Closer relationships with Alaskan 
broker's can result in more revenues flowing back to the state.

-  Enhancing the volume and expertise of local brokers will go a long way 
towards "providing the citizens of Alaska with a strong, committed financial 
community."

Trading debt:

In general, some of the principles mentioned above apply. It is not a case of "all 
or nothing." Many steps can be taken to increase brokerage done in Alaska 
without costing more or getting poor executions. The following comments were 
made;

1. Need information on a timely basis and access to institutional desks.

-  With modern communications and computers, some local brokers are dealing 
regularly and directly with the same institutional desks and traders as outside 
institutional brokers presently used by state investment officers. This will 
substantially increase with greater use of in-state brokers. In fact, that is one of 
the big reasons to do more trades in-state.

2. Limiting competition increases prices and lessens access to information.

-  Under no circumstances should investment officers be forced to deal with in­
state brokers. Only those that perform should get the business. However, by 
policy, investment officers should make a legitimate effort to include local brokers 
in their discussions and bidding.

3. Local brokerage firms need to be well capitalized.

-  Local firms include such national powerhouses as Dean Witter, Shearson 
Lehman Brothers, Merrill Lynch, Kemper, and Paine Webber. These are well- 
capitalized firms capable of handling large state transactions. In addition, several 
regional firms can handle smaller transactions. Do we want a repeat of the same 
job loss that occured in the accounting profession? Including local brokers 
increases the competitive environment instead of reducing it.

4. International securities



-  The large national firms mentioned above have active international trading 
operations. Local brokers can interface with specialists in their firms without 
adding costs or impeding transactions.

-  Alaska is turning its attention to the Pacific Rim, and attempting to assume a 
significant international position. A strong local financial community with expertise 
in international investing and a world perspective will be indespensible future 
economic growth.

Response to. Permanent Fund Memorandum date-cLEahiuarv 2&-13S3;

In addition to points already covered above, the following addresses issues 
specific to the Permanent Fund:

• Of the total FY 92 domestic equity brokerage business of $5,797,000 done 
by the Fund, only 22.8% or $1,320,000 was commission business credited to 
the accounts of Alaska brokerage firms or offices. This does not include 
international equity trades.

• Virtually no fixed income trades are done with Alaskan offices. The largest part 
of the Permanent Fund portfolio is fixed income.

• Some Alaska brokerage firms maintain market hours matching the New York 
markets. Adjusting hours would be easy if a reason existed to do so.

• The maior national brokerage firms with offices in Alaska have larga institutional 
trading desks in New York City. Some already maintain close ties to their 
institutional desks. Others could do so with the increased institutional business 
the Permanent Fund could provide.

• Some Alaska brokerage firms have institutional computer systems and trading 
relationships that keep them up-to-date on new issues and major blocks of 
bonds available. They have the same information available to institutional 
brokers in New York or Seattle. Other brokers could develop these systems if 
demand warranted it. Without a written policy from the state, some local offices 
are prohibited from contacting the state or its agencies.

• As a practical matter, only firms who have already made a commitment to 
maintain offices in Alaska, or those willing to do so, will benefit from increased 
usage of local offices. It would be unrealistic to envisage outside firms opening 2 
or 3 person offices in Alaska just do do trades with the state. Infrastructure, 
communications, schedule coverage and other considerations strongly argue 
against the economics of tiny brokerage offices. It is hard to see how increased 
dollars flowing through the Alaska economy, with its concomitant employment, 
could hurt the state economy.

F e e ?  g e n e r a te d :
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Further research needs to be done, but the following estimates begin to 
delineate the size of the brokerage industry and potential for increase:

$15-20,000,000

$ 2 ,0 0 0 ,0 0 0
1 ,0 0 0 ,0 0 0
5,800,000
2J2.Q.QJ2.Q.Q.

$ 1 1 ,0 0 0 ,0 0 0

Total annual revenues 
from existing brokerage industry:

Dept, of Revenue Equity trades (DOR est. approx.)
Dept, of Revenue Fixed Income (estimate)
Permanent Fund Equity trades (PF est. approx.)
Permanent Fund Fixea Income (PF est. approx.)

Total

Does not include;
Alaska Industrial Development Export Authority 
Alaska Railroad
Alaska Housing Finance Corporation 
University of Alaska
Alaska Post Secondary Education Commission 
Permanent Fund international equity business 
Other state agencies and departments

This alsc does not include the "spin off" impact that would help repatriate more 
dollars from boroughs, municipalities, school districts, authorities, etc. to say 
nothing of private corporations, native corporations, and potential new investing 
in Alaska.

SUMMARY: Depending on what percentage of current state business is done 
in state, direct potential exists to increase in-state business up to 50-70%. 
"Spin-off' benefits could be substantially greater.

impact jan-Empioyment;

• The local brokerage industry tends to justify its staffing levels based on 
revenue volume. While some economies of scale exist, increases in revenue 
volume will have a direct impact on employment.

• The Alaskan brokerage community employs perhaps 200 people. These are 
permanent, skilled, year-round jobs.

• Any material increase in state brokerage business done in Alaska will have a 
two-fold impact: 1. A direct increase in permanent, professional employment; 
and, 2. Increased skill, expertise, connections and internal clout which will benefit 
all Alaskans and their businesses that use brokerage services.

• Local brokers will be spending more money in-state travelling to and visiting 
with state investment officers in Alaska.

• "Buy Alaska" policies for money managemont could result in additional material 
increases in employment.



Proposed Provisions for Committee Substitute 
for Senate Bill 212

Section 9 of Senate Bill 212 should be amended to include Alaska Industrial Development 
Authority.

Each state agency or fund named in Section 9 shall, by not later than January 1, 1995, 
create, fund and place in operation an '"Emerging Alaskan Money Manager's" Program. 
Funds dedicated to the program shall be allocated for fixed income investments, equities 
and other exchange traded securities and contracts in which the agency is authorized by 
law to invest in the same proportion as the asset allocation model of the particular agency.

The criteria for the selection of money managers authorized to participate in the Emerging 
Alaskan Money Manager's Program shall include:

a. Sole or principal office located in Alaska.

b. Majority of the firm's employees and its principal investment decision-maker to 
be residents of Alaska with residence to be determined by the tests applicable to 
permanent fund dividend entitlement.

c. Achievement and maintenance of levels of performance by the Emerging Alaskan 
Money Manager, which axe not less than those required by the agency for the 
performance of their other money managers with respect to the tame or similar 
type of security.

d. Possession of all necessary licenses and registrations from governmental 
authorities to offer the discretionary money management services with respect to 
the equities, fixed income instruments, exchange traded securities or contracts 
proposed to be managed.

i. Such other criteria as may be established by the agency consistent with the goal
of establishment of the Emerging Alaskan Money Manager's Program.

All criteria to qualify for participation in the Emerging Alaskan Money Manager's 
Program and the process for applying those criteria to the selection process for final 
participation in the Emerging Alaskan Money Manager's Program shall be published, and 
the screening process shall take place in Alaska either by personnel of the agency 
involved or by contract with persons or firms resident in the State of Alaska.

Each agency involved in this program shall commit not more than two percent or less 
than one-half of one percent of the funds allocated by it to fixed income investments



equities and other negotiable securities to  m anagem ent through the Em erging Alaskan 
M oney M anager's P rogram

6 , Nothing contained in this legislation shall preclude any affected agency from  placing 
additional funds w ith a participant in the Em erging M oney M anager Program  via the 
utilization o f  that agency's other investm ent procedures and criteria.

PAG&-2-
Pso to sed  P ro v isio n s f o r  Co m m it t k z  

Su k stitc ts  fo r  Se n a t e  B il l  212



FISCAL NOTE
STATE OF ALASKA
1994 LEGISLATIVE SESSION

BILL NO. HCS CSSB 212IL&Q

Revision Date :___________________________________________
T i t l e :  ________ A n  A ct re la t in g  to th e  g iv in g  o f  p ro c u re m e n t
notices;_changin g - th e .co n te n t  o f  th e  r eq u ired  p r o c u r e m e n t.,,__
Sponsor:  Senate Labor & Commerce__________
Requestor:  £^lLa.LK>.t.fcConimeftg__________

_Dept. Affected:. 
_BRU:
.Component:

_5.la.te.wj.dC

COMPONENT SERIAL NO.

Expenditures/Revenues: (Thousands o f Dollars)
OPERATING FY95 FY96 FY97 FY 98 FY 99 FYOO

PERSONAL SERVICES (1 0 0 0 0 0
TRAVEL o 0 0 0 .. 0 0
CONTRACTUAL w sm m m 0 «i 0 0
SUPPLIES 256. I* 256.1* 156.1* 156.1* 256.1* 256.1*
EOUIPMENT o 0 0 P 0 (1
LAND & STRUCTURES o 0 0 0 0 0
GRANTS. CLAIMS n I! 0 0 0 0
m isc ella n eo u s 0 !) (1 " (1 0
TOTAL OPERATING 256.1* 256.1* 256.1* 256.1* 256.1* 256.1*

CAPITAL 1 o ......... 1 0 1 o 0 1 !) 0

REVENUE FUND SOURCE: | 0 0 0 0 0 0

FUN D ING :
1002 Federal Receipts 4 * 4 4 4 4
1003 GF Match 4 4 4 4 4 4
1004GF 4 4 4 4 4 4
1005 GF/Pmgram Receipts 4 4 4 4 4 4
1006GF/MITT1A 4 4 4 4 4 4
Oilier 4 4 4 4 4 4
TOTAL 256.1* 256.1* 256.1* 256.1* 256.1* 256.1*

POSITIONS
FULL-TIME 0 (l 0 0 0 0
PART-TIME 1 (' 0 0 0 0
TEMPORARY 0 0 0 0 0 0

Estimate o f current year (FY94) impact: $_

ANALYSIS : (attach a separate page if necessary.)
See attached.

*Bids are awarded by the Division on behalf o f customer agencies that have a variety o f funding sources. This analysis 
reflects potential cost impacts to all agencies as a result o f potentially higher bid awards. These are not cost impacts to 
the Division o f General Services.

Prepared By:
D ivision:

Approved by Commissioner: 
Agency:

P hone: -4652250.
Date.:.

D ate

Rev 11/92

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR’S LEGISLATIVE OFFICE
For further distribution information call the Governor's Legislative Office
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ST A T E  O F  A L A SK A  
1994 L E G ISL A T IV E  S E S S IO N

BILL N O ._  
P age 2 o f  3

H C S CSSB 212(L & Q

Section 2 o f  the b ill requires notices o f bids and proposals to be mailed on ly  to in-state bidders on 
the contractors list when practicable. We estimate this b ill w ill result in A laska bidders receiving 
66%  more o f the awards that currently go out-of-state. On average, over the past seven years 34 
bids a year are awarded to out-of-state bidders. The graph bciow demonstrates the number o f out- 
of-state awards in relationship to in-state bid awards over the past seven years.

In v ita tion s to B id Issued by D ep artm en t o f A d m in istra tion

439

FY87 FY88
I— - - - I  

FY89
l-NUU----- LpllNMI----- i_| M ia  I

FY90 FY91 FY92 FY93
■ Awards to Alaska Bidders □ Awards to Out-of-State Bidders

An analysis o f  out-of-state bids issued from FY 87 through FY 93 indicate that prior implementation 
o f this b ill, i f  66%  effective, would have kept an average o f $1.3 m illion per year worth o f 
contracts issued by the Department o f Administration in-state. The average annual addition costs 
to State agencies o f  not purchasing from  the otherwise low  bidder would be approximately $356.0 . 
(Sec graph and table below .)

D ifferen ce in C ost Betw een Alaska B idders and Low  
B idder W hen A w ard was M ade to O u t-o f-S ta te  B idder

5000000  -r 
4 5 00000  -- 
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3 0 00000  -- 
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1500000  -- 
1000000  -- 
500000  -- 
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STATE OF ALASKA
1994 LEGISLATIVE SESSION

FISCAL NOTE
BILL N O . H C S CSSB 212IL&C) 
P ag e  3 o f 3

F Y 8 7 F Y 8 8 F Y 8 9 F Y 9 0 F Y 9 1 F Y 9 2 F Y 9 3
V a lu e  O u t- 
o f  - S t a t e 
A w a r d s

$1 ,335 .1 $1 ,499 .5 $1 ,618 .7 $ 4 ,324 .0 $ 730 .0 $ 3 ,3 40 .0 $1 ,605 .0

V a lu e  o f  
Low A K  
B i d d e r s

$1 ,9 22 .0 $1 ,754 .0 $2 ,010 .1 $ 4 ,9 9 2 .1 $835.1 $4 ,730 .1 $1 ,993 .0

Cost i f  
A w a r d e d  
to Low A K  
B i d d e r s

$586 .8 $254.5 $391 .4 $668.1 $105 .2 $ 1 ,390 .0 $388 .0

The b ill permits bids to be issued to out-of-state bidders when specifica lly  requested or when the 
notice lim itation to on ly in-state bidders is not practicable. We estimate the number o f bids that 
wi l l  go to out-of-state vendors and the number o f out-of-sta le bid awards to be reduced by 66% . 
Therefore we pro ject, based on the most recent FY93 data, the potential fiscal impacts associated 
with 66%  o f the out-of-state awards going to the low Alaska bidder to be:

Projected Awards Captured for In-State Business 
Projected Value o f  Low Alaska Bidder 
Captured fo r In-State Business 
Projected Value o f Out-of-State Awards

24 x 66%  = 
$1,993.0 x 66%=

16 awards 
$ 1 ,3 15 .40

$1,605.0 x 6 6 % =  $1 ,059 .30

Projected F isca l Impact (D iffe rence) $256.1



FISCAL NOTc

Revision D a le :_____________________________________________
T it le :  A n  A ct  r e la l ing . to  th e  g ivi.ng.ufj2ro.£u .':cm.eaL-
i ia l icesichf lnsinK .tl ' ie .conlen t .Q f.th e j . t i q u i r e m e n tp rocur.ement,:
Sponsor: _______ Senate Labor & Commerce___________
Requestor: ________Hfluse-UbQr_&. C om m erce -C on  m i  ttee_

STATE OF ALASKA
1994 LEGISLATIVE SESSION

B1LL NO. HCS CSSB 212(L&C)

_Dept. Affected:. 
_BRU:
.Component:

-AdmmMialkto.
-Ggneffll Semces.
_P.urch as in g _

COMPONENT SERIAL NO. J i L

OPERATING FY 95 FY 96 FY 97 FY 98 FY 99 FY00
PERSONAL SERVICES 0 0 0 n o 0
TRAVEL. 0 0 0 n It 0
CONTRACTUAL 0 0 0 . . .  it 0 0
SUPPLIES n 0 n 0 It 0
EOUIPMENT 0 o n (1 n 0
LAND & STRUCTURES o 0 i 0 n I)
GRANTS. CLAIMS 0 0 0 n n n
MISCELLANEOUS 0 0 0 it (i o
TOTAL OPERATING 0 0 0 0 0 0

CAPITAL I o _____ 11 I 0 ! o I 0 1 .... () ..

REVENUE FUND SOURCE: | 0 0 0 0 0 0

FUN D IN G :
1002 Federal Receipts 0 0 0 0 0 0
1003 GF Match 0 0 0 0 0 0
1004 GF 0 0 0 0 <» 0
1005 GF/Pmgram Receipts (t 0 0 0 0 0
1006GF/MHTIA I) 0 i) 0 0 0
Other 1) 0 1) 0 0 0
TOTAL 0 0 0 0 0 0

POSIT IONS
FULL-TIME 0 0 0 0 0
PART-TIME 8 I) 0 0 It 0
TEMPORARY 0 0 0 0 0 0

Estimate o f current year (FY94) impact: $_

ANALYSIS : (attach a separate page if necessary.)

This bill w ill require one-time notices o f the revised statute to a ll bidders on the contractors list maintained under AS 
36.30.050. Thereafter notices w ill be mailed only to bidders with Alaska zip codes unless a bidder specifically requests 
a bid solicitation fo r a specific Invitation to Bid.

Fiscal impact to the Division w ill be minimal.
/ - cl tPrepared By: 

D ivision :
Dugan Petty. Director 
GeneraJLSemces_______ J_ ¥

Phone;- J<&225U.
D ale:

Approved by Commissioner: Nancy Bear Usera
Agency: _______ Department o f Admlnhyi\hMv

L P a t e; ^ A /.C T '
PREPARER TO PROVIDE ALL DISTRIBirftOI^dPIES TO GOVERNOR'S LEGISLATIVE OFFICE

For further distribution information call the Governor's Legislative Office
Rev 11/92 Page 1 of___I
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(in accordance with Uniform Rule 23)

FURTHER: FINANCE

DATE TURNED „ n  (  
INTO OFFICE: 1 J

L&C Committee considered SB 212

"An Act relating to publications produced by state agencies and to the procurement of property, 
property interests, and services by state agencies."

and recommends:

T ; l a c e  w ith_________

[ ] attaches amendment(s)

[ ] adopts_________________

CS

( ] further referral to the

( ] do pass 

[ ] do not pass 

[ ] no recommendation 

[ ] individual recommendations
Department
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M i l  ! h \ % \ % l h \ WALTER J. HICKEL. GOVERNOR

D E P A R T M E N T  O F  R E V E N U E

O F F / C f  O F  TH E C O M . AIISSIONER

Novemoer 12, 1993

P.O. B O X  770400 
)UNEAU, AU \SK A  99377-0400 
TELEPHONE: (907)465*2300 
FACSIMILE: (907)465-2389

The Honorable Tim Kelly 
Alaska State Senate 
716 W. 4th, Suite 400 
Anchorage, Alaska 99501-2133

Dear Senator Kelly:

lis k & L
T  R  AF A

T0:_

DEPT:
from- Mary Lu LaVine
CO: ALjiHAti'rw-t p— FAX ft; . PosWt 'Orana <ax transmmai r^erno 7crt

6  I t T A  I M E M O

FAX ft ~
PHONE: 7

Enclosed is the Department of Revenue's response to your questionnaire regarding instate 
brokerage and investment services. The Department does have a policy that recognizes the 
commitment brokerage firms have made to Alaska. I am also a member of the recently -  sated 
Alaska State Pension Investment Board. Treasury Division staff provided education to the Board 
on current policy as well as inviting members of the local brokerage community to make an 
educational presentation regarding this subject. It is my expectation that the Board will continue 
to review this issue to develop an informed recommendation regarding pertinent legislation.

I have taken the liberty of enclosing a memo from the Department of Revenue's Chief Investment 
Officer dated March 9,1993. regarding directed brokerage. This memo discusses many of the 
issues involved in directing policy. I hope this memo and the Department’s response to you your 
questionnaire will be of assistance.

1 . Roughly what is the amount of money invested in various funds managed by the Treasury 
ni\/icinn9Division?

Response:

Fixed Income Only

General Investments 
International Airport Revenue Fund 
International Airport R&R 
Budget Reserve Fund 
Supplemental Benefits Trust Fund 
ASLC Collateral Loans 
ASLC Bond Proceeds Disb.
Bond Construction 
Public School-lncome 
University of Alaska-lncome 
Alaska Advance College Tuition

$2,055,000,000.
24,000,000.
500.000. 

700,000,000.
1.500.000.
8 .2 0 0 .0 0 0 . 
6 ,0 0 0 ,0 0 0 .
231.000.

8.900.000.
336.000.

6 .10 0 .0 0 0 .

04.Q2LH

_  D o t f ,  L £ . T T £ K  o i V

F x t / A M c t A i .  P o U  C  Y
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Multiple Assets

Public Employees’ Retirement Trust Fund 3,950,000,000. 
Teacher's Retirement Trust Fund 
Investment Loss Trust Fund 
Judicial Retirement Trust Fund
Military Retirement Taist Fund 
Public School Trust Fund 
University Of Alaska Trust Fund

2. On trades that you (department staff) do directly, what firms and 
with?

Response:

Company
Bank of America
Bear, Stearns Securities Corp.
Deutsche Bank Gov't. Securities, Inc. 
Discount Corporation of New York 
Donaldson, Lufkin & Jenrette 
First Boston Corporation 
Goldman Sachs & Co.

Kidder Peabody & Co., Inc.Corporate

Lehman Brothers, Inc.
Merrill Lynch & Co., Inc.Corporate

Morgan Stanley & Co., Inc.
Paine Webber Incorporated 
Salomon Brothers Inc.
Swiss Bank Corporation
United Bank of Switzerland Securities Inc.

2,300,000,000.
149.000.000.
41.000.000.
3,100,000.

139.000.000.
21.400.000.

what branches do you work

Location 
San Francisco 
San Francisco 
New York 
New York 
San Francisco 
New York 
San Francisco 
Boria-MiT-
Governrn m Francisco
San Francisco
Bond-San F. ancisco 
Governmen Seattle
San Frand co
New York
Chicago
New York
New York
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DIRECT ISSUERS - COMMERCIAL PAPER
American Express Credit Wilmington, Delaware
American General Finance Houston
Associates Corp of North America Dallas
Ford Motor Credit Detroit
General Electric Capital New York

3. What efforts have been made to work with brokers in Alaska, or to provide credit to 
branches in Alaska?

Response:

This Department does have a policy that recognizes the commitment brokerage firms 
that have offices in the state have made to Alaska. In regards to equities, all contracts 
with equity managers state "Provided that all components of the trade execution are 
equal, Contractor is encouraged to execute trades with brokerage firms that have an 
office located in Alaska." Staff further notifies all equity managers which firms have 
offices in Alaska, local addresses and telephone numbers as weil as local contracts. 
Concurrently, staff notifies local brokerage offices who the contacts, address and 
telephone numbers and names of equity managers the Department of Revenue 
employs..

To further assist local offices, staff has recently instituted a policy of notitying local 
offices on a quarterly basis of the amount of trades that have occurred. Volume of 
shares, dollar value of the transactions and total commission. It is hoped that this 
information will assist local offices in monitoring trading activity.

in regards to Fixed Income, coverage is typically assigned by the brokerage firms. In 
only one instance has coverage been assigned to an Alaskan office. Staff did provide 
opportunities for local coverage to execute trades on behalf of the Department of 
Revenue.

I have taken the opportunity to include an unsolicited letter from a member ot the local 
brokerage community that thanks staff for their efforts to improve the program.

4. 1.1 the last five years, lias there been an increased amount of trades done locally oi 
increased credits to local branches?

Response:

This information is difficult to discern, in regards to equities, public knowledge is not
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available as to how brokerage firms distribute their income or how local offices use 
proceeds that they receive. However, because of the efforts of this administration, I am 
confident that more commission dollars are being distributed to local offices.
As this question applies to fixed income securities, the Department of Revenue has only 
be9n covered by one local office in over a decade. This coverage did occur in the last 
five years and that individual was given a representative opportunity to compete for 
business. However, the individual that did provide local coverage left the firm in the 
spring of 1992 and was not replaced by local coverage. I emphasize that the 
Dei rtment of Revenue did not participate in any discussions as to where coverage 
shou.d be assigned.

5. What percentage of equity trades (listed and OTC) are danB directly with brokers in 
Alaska? Fixed income trades?

To my knowledge, no equity trades are executed through Alaskan offices and, as stated 
earlier, staff receives no coverage from Alaskan offices for fixed income.

6. What percentage of equity trades (listed and OTC) are done with firms that have branches 
in Alaska? Fixed income trades? How docs this compare to the national market share 
percentages of those companies?

The percentage of trades executed through firms ihat have offices located in Alaska can 
be broken down as follows:

7. Does any credit come back to local offices on new issues purchased?
Response: As it applies to funds managed by the Department of Revenue, new issues 
play a very limited role in equities and fixed income. No data is available regarding 
equities and fixed income purchases are executed through existing relationships.

Response:

Response:

Equities 
by shares 
by total cost 
by commission

28% total cost 32% 
28%
29%

Fixed Income

8. Please provide a recap of commissions generated by each money manager and by trades 
done directly.
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Response: For Quarter Ending 
Manager

Ark Asset Mgmt 
Capital Guardian 
IDS Advisors 
Invesco 
John McStay 
Lazard Freres 
MacKay-Shlelds 
Miller Anderson 
Newbolds 
Putnam 
RCM
State Street 
Wells Fargo

Total Commission Local %
Commission

June 30, 1993

177,976 32,157 18
14,291 5,975 42
50,914 26,349 52
29,098 19,799 68
33,633 0 0
12,076 269 2
75,771 20,151 27

255,677 93,743 37
18768 4,313 23
28,399 2,987 14
27,553 7,569 27

5,637 304 5
1,333 18 1

9. Have you done any research on the impact of directed trades on quality of execution?
Is there any written evidence that trades directed to Alaska brokers would impact 
execution capability?
Response:
No execution study has been commissioned. In the response to question six one might 
note that commissions paid to Alaskan firms as a percentage was 1% greater than 
volume by shares or total cost. This is not alarming because the observation was for 
a limited period. In regards to fixed income executions, the Department of Revenue 
observed during the period when coverage was provided locally, the brokerage firm was 
market competitive with oblige ions by agencies of the United States Government but 
was not competitive with corporate issues. Staff does have documented evidence of 
competitive prices in regards to Alaskan fixed income coverage.

10. Are you aware of the soft dollar arrangements your different money managers have?
Do any of these arrangements benefit the Permanent Fund or State?
Response:
Many but not all equity managers employed by the Department of Revenue do use soft 
dollar arrangements. Revenue is indirectly rewarded as it may pay for research or other 
tools that would assist managing an equity portfolio.
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11. Do existing money manager soft dollar arrangements constrain money managers from 

doing business directly with brokers in Alaska or from providing credit back to those 
brokers?
Response:
Potentially yes, arrangements are typically made through institutional brokerage firms. 
If soft dollars are used, for example, to pay for research from an organization that does 
not have any office in Alaska, a manager should constraint in getting best execution or 
sufficient information to make appropriate decisions.

12. Have you considered suggesting your money managers use step-outs? (Trades done with 
one broker and apportioned out to others.)
Response:
No suggestions have been made, however, some managers do use Stepouts.

13. Do you include any local money management firms or money management divisions of 
local investment firms in your searches?
Response:
Yes. The Department of Revenue uses a consultant to assist in money manager 
searches. Not only does the Department inform prospective managers about the 
consultant, it also advises the consultant of these managers. The Depr-trnent also 
maintains an open dialogue with prospective managers, to the degree that a manager 
wishes to have contact, to keep prospective managers informed of current allocation, 
manager searches or any other pertinent information.

14. Would you consider placing such firms or divisions of firms on a short list if they provide 
the type of management under consideration and meet all other criteria?
Response: Unequivocally.

15. Have you considered using local firms for: 1) Securities lending programs;
2) Commodities hedging programs: 3) Underwriting?
Response:

1. Securities Lending; The Department of Re 'enue contracts with its custodian bank 
for securities lending.
2. Commodities hedging programs are not part of the funds asset allocation nor are 
they being considered.
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3. Historically, local firms nave been considered and participated in debt underwriting.
16. If you desired to work with local brokers, but the firms' policy was to use branches 

Outside, would you require that services be purchased locaily? Would you consider 
requesting a change of firm policy to meet state policy or desires?
Response:

Any fiduciary must invest with the beneficiaries in mind. All considerations, best 
execution, commissions, etc. must be made in that context. The Department of 
Revenue is committed to continual review and improvement of the process within the 
context of managing in the best interests of the beneficiaries.

17. Are you willing to encourage and nurture institutional brokerage and money management 
expertise In Alaska?
Response:

It is incumbent of staff to keep all institutional brokerage coverage and money managers 
well informed. This only serves in the best interest of the state and beneficiaries. In 
terms of fixed income coverage, the Department of Revenue has never denied coverage 
nor requested that they not be covered by offices in Alaska.

Sincerely,

VJ. Rexwinkel 
Commissioner of Revenue

93-119
Enclosures

cc: William A. Corbus, Chair. ASPIB 
Gail R. Oba, Vice-Chair, ASPIB 
James "Pat” Wellington, ASPIB Trustee 
Garv M. Bader, ASPIB Trustee 
Ross A. Kinney, ASPIB Trustee 
Laraine L. Derr, Deputy Commissioner, Treasury 
Robert D. Storer, Chief Investment Officer, Treasu7  
Kiis Lethin, Legislative Liaison, Governor’s Office
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M E M O R A N D U M
STATE OF ALASKA
DEPARTMENT OF REVENUE

To: Darrel J. Rexwinkei Date: March 9, 1993
Commissioner

From: Brian C. Andrews'V^/L Telephone: 465-4399
Deputy Commissa^r ^

From: Robert D. Storer Re: Directed Brokers
Chief Investment Officer

The Department of Revenue recognizes the commitment a number of regional and national 
brokerage firms have made to Alaska over the years. This commitment has resulted in a long 
standing policy of encouraging the money management firms, who manage assets on behalf of 
the Department of Revenue, to execute trades with brokerage firms that have offices located in 
Alaska on an "all things being equal" basis; i.e., these firms must be able to execute a trade at 
an equal or competitive market price. This policy is articulated in the contracts with external 
money managers and by law.
There are a number of reasons the policy was developed in this manner. But first, an explanation 
o f  the actual trade process, which differs between equities and debt is appropriate.
The d o m e s t i c  e q u i t y  ('stocks) portfolios of the various Funds for which the Department of Revenue 
is responsible are managed externally by a number of professional money management firms who 
have demonstrated an ability to exceed market returns over a prolonged period of time. Multiple 
mana lers are used to provide style diversification, i.e.. growth and value, as well as a method 
of diversifying the potential negative results of a given portfolio manager having the inevitable 
year of under-performance. Managers specialize in managing funds for a number of large 
institutions with portfolios having the same basic security holdings. When equity managers 
reposition portfolios they do so by proportioning the results of a single transaction of a large block 
o f  securities.
Portfolio managers also know through experience which brokerage firms specialize in trading 
certain types of equities and which organizations are aggressive buyers or sellers of securities 
on any given day. When the decision is made to execute a trade they use this knowledge to 
direct the activity, usually through a special direct telephone line to the appropriate institutioral 
trading desk, with specific instructions on how to complete the trade depending on the market 
environment. This method of trading is the most expeditious way to receive market information 
and complete the execution of a trade. The large volume of this type of block trade also gives 
the portfolio manager the ability to negotiate the lowest possible commission fees on behalf of 
all the portfolios under management
If a portfolio manager were directed to execute trades with a limited number of firms away from 
existing relationships, the transaction would most likely be delayed. Any such delay could have 
a significant negative impact on the Department of Revenue's equity portfolios due to potentially
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volatile market conditions, more costly commissions resulting from the lower volume of 
transactions, and the limited competitive environment that directed brokerage creates.
it should also be noted that directing a portion of the total block of securities being traded to a 
separate brokerage firm would create a non-competitivQ pricing environment resulting in higher 
prices when purchasing stock and lower prices when sailing stock. Most assuredly, if the portfolio 
manager directed the entire transaction to a less efficient environment that manager would be 
abdicating fiduciary responsibility to all other funds that he/she has under management.
The Department of Revenue recognizes these problems, but also recognizes that a number of 
brokerage firms have a commitment to the State of Alaska. Staff feels that directing the Fund's 
managers to execute trades with organizations that have made a commitment to the citizens of 
Alaska on an "all things being equai" basic. with the potential for sharing revenues with the local 
brokerage community, is the best way to : >alance our role as the fiduciary of the beneficiaries of 
the funds, and to assist in providing the citizens of Alaska with a strong, committed financial 
community.
Trading d e b t  (bills, notes, and bonds) has many similar characteristics plus some additional 
issues. The key similarities between debt and equities are l) the need for information in a timely 
manner; 2) immediate access to institutional trading desks to fully execute a trade; and 3) limiting 
competition increases the probability of less competitive prices and lessens the access to 
information in the financial markets,
: Directing trade activity in the debt markets to regional offices actually counters an on-going trend. 
For a number of years major national brokerage firms have been reducing or eliminating regional 
offices due to the needs of portfolio managers for timely information, plus trading debt is not 
labor intensive. This is one unfortunate misstatement in the attached handout that I will address 
later.
The potential delay of information should not be taken lightly. In the new issue market, I 
personally have seen delays in excess of 15 minutes in receiving information from regional offices 
in San Francisco versus the same information offered directly from the trading floor in the New 
York headquarters of national brokerage firms. This example is not an isolated incident and can 
have a material impact when trying to purchase issues that have been over-subscribed (buy 
orders in excess of the amount of securities available).
Another issue in trading a debt portfolio of the size of Revenue's is the need to trade in large 
dollar volume, thereby requiring the brokerage firm to be well capitalized. The attachment states 
that, "Many brokerage firms will strongly resist changing established patterns of doing business." 
This is true because prudence dictates that most trades be directed to the larger capitalized 
national brokerage firms at the expense of a number of smaller regional firms that have had 
offices in Alaska for years. This further reduces the competitive environment of managing a debt 
portfolio.
While the handout does not specifically discuss i n t e r n a t i o n a l  s e c u r i t i e s ,  all the previously 
mentioned components of tracing domestic securities apply to trading international securities. In 
addition, the issues of trading currency and the operating hours of the international markets are
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critical factors. The international market requires specialised personnel who can access local 
markets during the respective trading hauis. These factors further complicate directing activity 
to Alaskan offices.
There are two statements in tns attachment that I would like to address. Tne first item is the 
amount of fees that are being generated and the second is the number of employees such 
activity would generate.
It is noted that 20-30 million dollars in fees and commissions are generated annually by the 
various public entities that have responsibility to manage money in Alaska. I certainly da not have 
access to such information from the other agencies, but it should be noted that commissions 
generated by trading domestic equities on behalf of the Department of Revenue were $521,000 
for the quarter ending June 30.1992. and S486 QQ0 for the quarter ending September 30.1392. 
Because debt trades without commissions, it is impossible to determine wnat income would be 
derived from trading the debt portfolio; however, the Department of Revenue tends to manage 
the portfolio with a low turnover rate which implies similarly low revenues to the brokerage firms.
The attachment also states that 20-30 miilion dollars in commissions and fees would generate 
from 120 to 210 full time employees to Alaska. This may be so, but it should be noted that the 
infrastructure of the brokerage firms is already in piace and, as stated earlier, trading debt is not 
labor intensive. The Department of Revenue employs three personnel to manage over five billion 
dollars in debt trading.
The. Department of Revenue, in conjunction with its fiduciary responsibility to the beneficiaries of 
the Funds under management, has created a policy which recognizes that commitment and 
addresses the need for a diversified strong financial community in Alaska for the benefit of all of 
the citizens of the state. The Department of Revenue encourages contact with all members of 
the Alaska financial community and are committee to working with the community within the 
context of prudently managing the Funds for the best interests of the beneficiaries.
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M r .  R o b e r t  D .  S t o r e r

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

S t a t e  o f  A l a s k a ,  D e p a r t m e n t  o f  R e v e n u e

P . O .  B o x  1 1 0 4 0 5

J u n e a u ,  A K  9 3 6 1 1 - 0 4 0 5

D e a r  S o b ,

T h a n k  y o u  f o r  y o u r  l e t t e r  o f  S e p t e m b e r  1 7 t h ,  w i t h  t h e  l i s t  o f  

e q u i t y  m a n a g e r s  f o r  t h e  S t a t e  o £  A l a s k a .  Y o u r  p o l i c y  t o  e n c o u r a g e  

t h e s e  f i r m s  t o  d o  b u s i n e s s  i n  t h e  S t a t e  i s  a  m o s t  w e l c o m e  o n e ,  

w h i c h  w e  s u p p o r t  w h o l e - h e a r t e d l y .  I f  t h e r e  i s  e v e r  a n y t h i n g  w e  c a n  

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

I n  r e c e n t  w e e k s ,  b o t h  I D S  a n d  A r k  C a p i t a l  M a n a g e m e n t  h a v e  b e e n  

a c t i v e l y  d i r e c t i n g  b u s i n e s s  t o  u s .  W e  a r e  d e l i g h t e d  t h a t  w e  h a v e  

b e e n  a b l e  t o  e s t a b l i s h  t h e s e  r e l a t i o n s h i p s ,  a n d  h o p e  t o  e n c o u r a g e  

m o r e  b u s i n e s s  i n  t h e  f u t u r e .

A s  y o u  s u g g e s t  i n  y o u r  l e t t e r ,  w e  w i l l  c o n t a c t  t h e  o t h e r  m a n a g e r s  

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

b u s i n e s s  w i t h  A l a s k a n  o f f i c e s .  N o w  t h a t  t h e  m a n a g e r s  a r e  a w a r e  o f  

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

t h e  o r o g r a m  o f f  t h e  g r o u n d .  W e  a p p r e c i a t e  y o u r  c o m m i t m e n t  t o  t h i s  

p o l i c y .

T h a n k  y o u  a g a i n  f o r  y o u r  h e l p  a n d  s u p p o r t .

"People S erv ing  People ''
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SB 212: "An Act relating to publication by state agencies
and to the procurem ent of property, property 
interests, and services by state agencies."

The department supports passage of this bill.

1. THE DEPARTMENT OF COMMERCE AND ECONOMIC 
DEVELOPMENT IS INTERESTED IN ONE ASPECT OF THE 
BILL MORE THAN OTHERS, THAT OF COMMENCING AN 
INNOVATIVE CONSTRUCTION PROCUREMENT METHODS 
PILOT PROGRAM TO ADDRESS CURRENT SYSTEM SHORT­
FALLS.

The mission of the Department of Commerce and Economic 
Development is, in part, to promote a viable private sector in the State 
of Alaska. SB 212 is an effort to assist Alaskan businesses to better 
compete for state government purchases of goods and services vis-a-vis 
out-of-state suppliers.

Section 13 of SB 212 calls for the Commissioner of the Department of 
Transportation and Public Facilities to begin a two-year program for the 
use of innovative methods of the procurement of construction services 
by using bonuses to replace the preferences required under AS 36.30.

The bonus system is envisioned to offer the same type of preference to 
contractors who use it that currently exist under AS 36.30 with the 
process being changed, somewhat, for the bonus system. Under the new 
program, the process would be changed to one that simply accounts for 
the purcb ase of Alaskan products at the end of the contract and then 
makes the incentive adjustment to the final payment to the contractor.

Background:

AS 36.30.322-.338 establishes current preferences for Alaskan products 
These statutes are administered on a regular basis by the Department 
of Transportation and Public Facilities and the Department of 
Commerce and Economic Development as well as other state 
departments.

The purpose of the existing statute is to provide a useful, working 
incentive to encourage Alaskan contractors to use Alaskan products in 
meeting state agency needs. The changes in SB 212 respond to the fact 
that there are problems in the current approach that limit its 
effectiveness in meeting the intent of the original 1986 legislation.

In 1986, the state created a statutory preference for Alaska that states:

(AS 36.30.328)

In the evaluation of a bid or proposal for a procurement 
for an agency, a bid or offer that designates the use of 
Alaska products identified in the contact specifications 
and designated as Class I, Class II or Class III state  
products under AS 36.30.332 is decreased by the percent­
age of the value of the designated Alaska products under 
AS 36.30.332.
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(Class I is a 4% incentive, where more than 
25% and less than 50% of the product is 
produced or manufactured in the state; Class 
II products offer a 5% preference, and are at 
least 50% but not more than 75% produced or 
manufactured in the state; ana Class III 
products carry a 7% incentive, and are 
greater than 75% produced or manufactured 
in Alaska.)

The Department of Commerce and Economic Development regularly 
determines, in advance, the class of products submitted for use in the 
program.

The cuirent preference program is restricted to evaluations of 
competitive bids for state procurements. This requires bidders to know 
and submit names of approved products and vendors at the time of the 
bid. It also locks the contractor or supplier into actually supplying the 
specified product that was stated in tne bid whether or not it was vase 
to do so in the tight of the current requirements of an ongoing project.

Under existing statute, there is a substantial penalty for not using a 
designated product noted on the original bid document. The statute 
(AS 36.30.330) requires the Commissioner of Commerce and Economic 
Development to declare a contractor "not a responsible bidder or 
offerror" if  he/she has, twice in the preceding three years, failed to use 
a designated Alaska product "for reasons within the control of the bidder 
or offerror." The declaration of "not a responsible bidder" has 
potentially grave consequences for future contractors’ participation on 
other state contracts. The penalty and the system  requiring the product 
preference program to be a bid adjustment mechanism act as 
disincentives for the existing product preference program. The bonus 
system would eliminate penalty fear in that there would be no stated 
xAlaskan product/services use at the outset, but rather a simple 
accounting of the degree of such usage at the conclusion of the contract. 
It would also allow the proper use of Alaskan services and products 
given the events occurring on the project at any given day.

2. DCED IS INTERESTED IN PROVIDING INCENTIVES TO USE 
ALASKAN SUBCO NTRACTORS AND S U P P L I E R S  
THROUGHOUT THE COURSE OF WORE, NOT JUST AN 
INCENTIVE AT THE TIME OF BID.

The system of requiring carefully specified products and suppliers to be 
identified in the beginning of the project severely limits a contractor’s 
incentive to use the existing Alaska Product Preference incentives at 
latter stages of the period. The contractor is legally bound to his/her 
selection, arguments can and are raised as to when it either was or was 
not in the bidder’s control to use the specified product, and there is no 
incentive for contractors to mrke decisions toward Alaskan suppliers
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once the bids have been opened, since no benefit accrues to the 
contractor as a result of the purchase (or of a product substitution).

3. DCED IS INTERESTED IN ESTABLISHING A SIMPLER, LESS 
PROCEDURALLY COMPLEX PROCESS.

The existing statute requires extensive accounting efforts at the time of 
the bid as well as throughout the life of the purchase or procurement 
contract. When a bid is submitted in response to a solicitation by a 
state agency, it must be carefully evaluated along with the then-current 
product preference certification book published by the Department of 
Commerce and Economic Development. At times, objections are raised 
by unsuccessful bidders regarding the applicability of a particular 
product or vendor to its class designation. These objections must be 
addressed in a rigorous and formal manner prior to awarding the 
contract in order to avoid overturning the bid process.

Other administrative tasks are burdensome as well:

1. monitoring the use of designated products 
throughout the life of each procurement 
contract - even where Alaska products are 
covered up as a result of construction;\

2. amending the contract when Alaska products 
cannot be used - beyond the control of the 
contractor;

3. deducting 4% to 7% on all future pay requests 
for individual Alaskan item s originally 
specified in a bid and subsequently amended 
out of a contract;

4. handling contractor complaints arising from 
the application of the program at the time of 
bid;

5. handling contractor complaints that arise 
during the course of a contract;

6. finalizing the contract in light of the actual 
use of designated Alaskan products compared 
to the items proposed at time of bid; and

7. managing product preference complaints 
and/or arbitration.


