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FROM HERITAGE RERL ESTRTE CORP

HERITAGE

Corporation
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.

| 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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Augusl 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 ol Alaska. In this situation, T
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.

| 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 IT A G E

Real Estate

August 6, 1993

Senator T| Kelly, Chair

i nate % or and Commerce Committee
as tate Legislature

716 W. 4th, Sune 200

Anchorage, AK. 99501

Dear Senator Kelly:

| 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.

| 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.

| 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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HERITAGE
Reall FRtpte

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:

| 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.

| 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.

| 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:

| 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.

| 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.

| une your committee to pass this legislation through the Senate and on
to ihe Governor for his signature into law.

Thank you for your consideration,
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HERITAGE
Real Estate

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 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 licenseo is faced with
unjust and extensive liability while the representations were made by
someone else, or not made at all.

| urge your committee to pass this legislation through the Senate and on
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KARABELNIKOFF & ASSOCIATES
Counseling in Real Estate, Land Economics, & Finance

4000 Old Seward Highway, Suite 302, Anchorage, AK 99503
ey (907)563-4511L; NG L

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 | worked as a
real estate salesman only one year, my career involves frequent interaction with brokers
and other real estate professionals. | 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; | hired many real estate agents.

I am well-versed in the duties and skills that real estate agents need. | 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
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July 27, 1993

Dear'l 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.

| urge you to support this bill.



July 20, 1993

Alaska State Legislature

Senate Labor and Commerce Committee
716 W. 4th Avenue

Anchorage, Ak. 99503

Re: SB 206
Attn: Senator' Tim Kelly, Chairman
Dear Senator Kelly,

Over time the liability of real estate brokers has become greater
and greater as you know. Simultaneously the capacity of the public
to take advantage of- the situation lias mushroomed.

I have been licensed in Alaska since 1972, and have seen the attitude
ofsellers become increasingly obstructive regarding disclosures.
Today's sellers know about the brokers liability andthey feign
ignorance of problems themselves.

I am persuaded that Lhc buying public today is less informed than
they were a decade ago because the sellers can skip out on the
process so easily. After all who knows better than the owner what
the problems are?

I"l'l give vou an example of an instance which, were it not for the
buyers goodwil, could have caused me problems (short version:).

The sellers owned a 4 plex which they wished to sell

since they planned a move to Arizona. Prospective buyers
who have businesses in our area but who live in California
during the winters made an inspection of the property.

One bedroom was not inspected due to a late sleeper.
A Lease and option were signed. The seller took the

option money and left town.

Later inspection of the bedroom reveaLed moLd in one

corner. The seller claimed it was nothing unusual (it
happened every year) and they just painted it over
each spring. Translation: good luck; sure is nice

weather in Arizona.
< Sincerely,
N
1 Bruce Schirmers
Owner/Broker

P.O. Box 2556 262-4500 Soldotna, Alaska 99669



Real Estate Brokerage,
Leasing, Management and
Investments. Since 1953.

301 "C” Street. Suite 100
Anchorage. Alaska 99503-3994
(907) 563-5500

Fax: Commercial 561-7137
Residential 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-that 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 | offer my unqualified
support for the bill as drafted, | 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 0. 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. | see no reason why the
Legislature lacks the power to do likewise. However, | defer to your political
and legal judgement on this issue.

Sincerely,

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



HERITAGE

Real Estate

Corporation

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:

l 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.

| 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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TONGASS REALTY“~Inc.

131 DOCK STREET  ~ PHONE (007) 225-4108
KETCHIKAN, ALASKA 9990
FAX (907) 225-0353

h
Mr. Tim Kelly, State Senator
Senate Labor & Commerce Committee
- 1 & £3; State Capitol, Suite 101
& Juneau, Alaska 99801-1182
l |PSS July 21, 1993
SB 206
3

- Dear Senator Kelly,

. P§W! As licensed real estate agents we wouJdd like

P "8l «k o=z to take this time to pledge our support of
Senate Bill #206. We encourage your efforts
in this regard and will He copying this

% letter to Senator Robin Ta rlor and
Representative Bill Williams encouraging
their support also.

Thank you for your efforts 1in this regard.

Sincerely,
o t i

q/a

i ‘U /W. (/T ttcCi"
Leif M. Stenford; Broker Nancy Axeison
Tongass Realty, Inc. Associate Broker

Y%* ' ggfc>| "\

j juuyv d W R "~ u tm ti
Marvelle LaHmeyer, Associate

R*.~h ZiegTek) /37," Broker
Tongass Realty-) Inc.
Property Management Division

iji- — N —

William Bolling, Assamxiate

IN ALASKA
cc: Sen. R. Taylor
SINCE Rep, B. Willianms
1950



Residential SU BU RBWl 4803 Spenard Road, Suite A

Commercial P.O. Box 92232 Anchorage, Alaska 99509
Lana W / Tel, 907-248-3606

Investments
Management

August 4, 1993

Dear Senator: fAELLY

We strongly urge your support for Senator

Kelly's SB No. 206. We In the industry do not Feel
we should be required to "insure" a seller's re-

presentations. Passage of HB 298 has created add-
itional liability for those in our Field. Alaskan

brokers are now suffering with Jloss of E & 0O insurance

Please show your support for our Industry, pro-
fession, and survival.



KIRK WICKERSHAM
ATTORNEY AT LAW
311 C STREET. SUITE 200 « ANCHORAGE. ALASKA 99503

(907)563-5297
FAX 563-2250

July 22, 1993

Senator Tim Kelly, Chair

Senate Labor and Commerce Committee
716 W. 4th Ave.

Anchorage, Alaska 99501

Dear Sen. Kelly:

| appreciated the opportunity to speak with you at the City Mortgage party regarding
S.B. 206. As | mentioned, | have been working on the idea of combining full property
disclosure with relief from the Bevins and Cousineau decisions since 1984. This was one of
the reasons that | sought appointment to the Real Estate Commission and served as Chair.

Cousineau provides that the buyer has the right to rely on any representation unless
the reliance is "irrational, preposterous or wholly in bad faith". Cousineau and Bevins
together make the seller and listing agent absolutely vicariously liable for statements made
by the agent working with the buyer, even though they have no way to know r. lout or
control these statements, or even to question whether they were made. These cases have
spawned a whole field of litigation which takes place a year or two after the closing, the
purpose of which is simply to extract ten or twenty thousand dollars in a settlement with

the agent.

The original idea of a bill was to combine full disclosure from the seller, who knows
the most about the property, with relief from Bevins. The result would be better informed
purchases, fewer deals falling through, and fewer lawsuits. Ultimately, there is the possibility
that Alaska real estate agents could buy E&O insurance through a guup policy
administered by the AREC, for as little as $60 per year. This is done in other states, but
not Alaska because of our punitive laws. Actually, most agents in Alaska go bare, which is
not in the public interest.

I was, and am, very critical of the Property Disclosure law as it passed the legislature.
It not only failed to provide relief from Bevins, it provided for up to triple damages against
agents and sellers for even innocent misrepresentation. There are other serious flaws as
well. Although it passed as an industry supported bill, I know of no agent who understands
the bill who supports it.

Moreover, the bill put Alaska into the category of states in which the real estate
commission promulgates forms for use by agents. | used to practice law and sell real estate
in Colorado (one such state) and was part of the group that drafted and revised the forms.
I felt it was a very good system. The Alaska experience, however, was not like the



Colorado experience. In Alaska, no matter how many constructive comments were
submitted by members of the public, the Attorney General’s office blocked or refused to
make changes in the draft. Thus, our form is seriously flawed.

One tough thing about your bill, which | hope we can diffuse, is that it was supposed
to be part and parcel of the Property Disclosure bill. With that already passed, this one may
be opposed by trial lawyers and consumer advocates who would see no reason to change

the current situation.

In short, | will be happy to be your lead witness on August 10. Let me know how
much background and detail you want at the hearing.

Sincerely,



KIRK WICKERSHAM
3111 C ST. SUITB 200
ANCHORAGE, ALASKA 99511
563 - 5297

University of Alaska B.A 1966
Yale Law School LL.B. 1969
University of Colorado M.U.R.P. 1974

Wickersham is an attorney, real estate broker and p'aiming consultant with over
twenty three years of professional experience.

As an attorney, he represents real estate firms, investors and developers; small
businesses and individuals in the areas of real estate, zoning and development controls,
securities and venture capital, small business development, and civil litigation. He also
represents local governments and public agencies. He serves on the Executive Committees
of the Alaska Bar Association Sections on Environmental and Real Estate Law.

His experience as a broker includes the marketing of residential and investment
properties. He was a member of the .Alaska Real Estate Commission from 1987 to 1991,
and served as Vice Chair and Chair. He wrote the Alaska Earnest Money and Listing
Agreement Manuals, and is a frequent lecturer on real estate law and practice, and land
development.

As a planning consultant, Wickersham is a consultant to the North Slope Borough.
He has prepared innovative plans and/or development regulations which have been adopted
by many communities throughout the State and in the Lower 48. He served a Chairman
of the American Planning Association Planning and Law Division, and won a national
award for his positive style of development regulations and incentives. He has written three
planning books and over two dozen professional journal articles. His innovative method
of conducting workshops at which the residents of the community prepare their own plans
and regulations has been used by over 175 communities in Alaska, the Lower 48, and
Canada.

He is active in a wide variety of civic organizations, and served as President of
Independence Ski Resort Company. He is listed in Who's Who in the Westand Who’s Who
in American Law.

i'iin — miniim millitiiii Miami — 1 —



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. | 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 | 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



Page -Sen. Kelly, July 15, 1993

1realize 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

GMW/me
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ALASKA ASSOCIATION OF REALTORS®, INC.

741 Sesame Street, Suite 100 *Anchorage, AK 99503
Telephone 907-563-7133

REALTOR®

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 Riece of Iegislation.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, itseems
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 inimpressing 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 Voice for Real Estate™ in Alaska

ALASKA ASSOCIATION OF REALTORS'®, INC. BULK RATE
741 Sesame Street, Suite 100 Uus. F;%SDTAGE
Anchorage, AK 99503 ANCHORAGE. AK

907-563-7133 + 800-470-3763 PERMIT NO. 262



Background and Anlvsis of Proposed

"Innocent Misrepresentation” Legislative Relief

In 1982, on t.n appeal to the Supreme Court of Alaska, Bevins v. Ballard, 655 2nd 757,
the court upheld a lower court decision that a (real estate) broker/or agent was
liable for "innocent misrepresentations” made to a buyer. In other words, under
Alaska law a real estate broker/agent may be liable for fraudulent, negligent and
even innocent mispresentation. The broker/agent is liable for damages resulting
from representations concerning property, even though he had no knowledge that
his statement was incorrect. Simply reporting a statement from an owner may result

in liability. Only two other jurisdictions in the U.S. have similar liability statutes.

The Real Estate Surety Fund, a fund created to allow injured parties in a real estate
transaction the ability to file a claim (up to $10,000) and funded by all licensees, does
not cover "innocent misrepresentation” claims. Errors and omissions insurance
carriers have become increasingly wary of writing policies in Alaska due to this
liability. The majority have refused (at any price) to issues errors and omissions
insurance for real estate agents/brokers in the state. It is virtually impossible to
obtain coverage. The result is the consumer does not have the needed protection in
real estate transactions for the occurrence of fraudulent and intentional
misrepresentation by an agent/broker who does not have the resources available to

pay a judgement.






DIVISION OF LEGAL SERVICES

LEGISLATIVE AFFAIRS AGENCY
STATE OF ALASKA
(907) 465-3867 or 465-2450

FAX (007) 465-2029 130 Seward Street, Suite 409
Mail Stop 3101 Juneau, Alaska 99801-2105

MEMORANDUM January 28, 1994

&BJECT: Sectional Summary of SB 208. (State officers and employees
who seek election to state or national office)

TO: Senator Dave Donley

FROM: Teresa B. Cramer
Legislative Counsel

You have requested a sectional summary of the above described bill. As a
preliminary matter, note that a sectional summary of a bill should not be considered
an authoritative interpretation of the bill and the bill itself is the best statement of
its contents.

Sﬂ:t[n 1amends the existing prohibition that, applies to classified and partially
exempt employees who seek nomination to state or national elective political office
or become candidates for office. The existing provision requires those employees to
resign and provides that a position held by a classified or partially exempt employee
who is a candidate becomes vacant on the date the employee files a declaration of
candidacy. The amendment would extend the prohibition to members of the exempt
service other than those who hold an elective state office and would include general
letters of intent to become a candidate in the events that trigger the requirement to
leave state service.
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Alaska State Legislature

Senator Dave Donley
onicial Business State Capitol

Juneau, AK %.W1-1182

SPONSOR STATEMENT
Senate Bill 208

Requiring State Employees to Resign Their
Position Once a Letter of Intent to Run
for Office Has Been Filed

The purpose of Senate Bill 208 is to require that anyone who chooses to

run for office and raise money to do so, must resign from their state
employment.

Once a letter of intent has been filed with the Alaska Public Offices
Commission, a person becomes a candidate and can raise money for
their campaign. Currently, state employees have an unfair advantage in

raising funds for their election due to the position of power they might
hold from their state employment.

Passage of SB 208 will bring higher ethical standards to our electoral
process and help restore public confidence in our state officials.
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CS FOR SENATE BILL NO. 20S(L&C)
IN THE LEGISLATURE OF THE STATE OF ALASKA

EIGHTEENTH LEGISLATURE - SECOND SESSION

BY THE SENATE LABOR AND COMMERCE COMMITTEE

Offered:
Referred:

Sponsor(s): SENATOR DONLEY

A BILL
FOR AN ACT ENTITLED
"An Act relating to the employment of certain state employees and officers, and
certain officers and employees of the Alaska Railroad, seeking election to state

or national office."

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

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

(e) Except for state officers who hold an elective state office and seek
election to the same or another state or national elective office, an officer or [AN]
employee in the classified* [OR] partially exempt, or exempt service who files a
general letter of intent to become a candidate, seeks nomination to* or becomes a
candidate for state or national elective political office shall immediately resign any
position held in the state service or with the Alaska Railroad. The officer’s or
employee’s position becomes vacant on the date the officer or employee files a
general letter of intent or a declaration of candidacy for state or national elective
office. This subsection applies to officers and employees in the classified, partially
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exempt, and exempt services, including officers arid employees of the University

of Alaska.

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

Sec. 42.40.710. CORPORATION EMPLOYEES. Employees of the Alaska
Railroad are employees of the corporation and not of the state. The provisions of
AS 39 dc not apply to employees of the corporation. However, no later than
January 1, 1987, the corporation shall adopt a code of ethics for its directors and
employees that is substantially equivalent to that adopted in AS 39. An officer or
employee of the corporation who files a general letter of intent to become a
candidate, seeks nomination to, or becomes a candidate for state or national
elective political office shall immediately resign any position held in the
corporation or in state service. The officer’s or employee’s position becomes
vacant on the date that the officer or employee files a general letter of intent or

a declaration of candidacy for state or national elective office.

CSSB 208(L&C) -2-
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SENATE BILL 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 BILL
FOR AN ACT ENTITLED
1 "An Act relating to the employment of certain state employees and officers

2 seeking election to state or national office."

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

4 * Section 1. AS 39.25.160(e) is amended to read:
5 (e) Except for state officers who hold an elective state office and seek
6 election to the same or another state or national elective office, an officer or [AN]
7 employee in the classified! [OR] partially exempt, or exempt service who files a
8 general letter of intent to become a candidate, seeks nomination to* or becomes a
9 candidate for state or national elective political office shall immediately resign any
10 position held in the state service. The officer’s or employee’s position becomes
11 vacant on the date the officer or employee files a general letter of intent or a
12 declaration of candidacy for state or national elective office.

SB0208a -1- SB 208
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FISCAL NOTE
STATE OF ALASKA BILL NO. SB 208
1994 LEGISLATIVE SESSION

Revision Date: Department Affected:  Office of the Governor
Title: Candidates must resign state BRU: Division of Elections

employment. Component: Elections

Sponsor: Senator Donley

Requestor: COMPONENT SERIAL NO. 21
EXPENDITURES/REVENUES:

OPERATING FY 95 FY 96 FY 97 FY 98 FY 99 FY 00
PERSONAL 0 0 0 0 0 0
TRAVEL 0 0 0 0 0 0
CONTRACTUAL 0 0 0 0 0 0
SUPPLIES 0 0 0 0 0 0
EQUIPMENT 0 0 0 0 0 0
LAND & 0 0 0 0 0 0
GRANTS, 0 0 0 0 0 0
MISCELLANEQUS 0 0 0 0 0 0
TOTAL 0 0 0 0 0 0
CAPITAL 0 0 0 0 0 0
REVENUE
1002 Federal 0 0 0 0 0 0
1003 GF Match 0 0 0 0 0 0
1004 GF 0 0 0 0 0 0
1005 GF/Program 0 0 0 0 0 0
1006 GF/MHTIA 0 0 0 0 0 0
OTHER 0 0 0 0 0 0
TOTAL 0 0 0 0 0 0
FULL-TIME 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

Estimate of current year (FY94) impact: 0
ANALYSIS: (Attach a separatessage if necessary.)

Prepared %J}lllms&lm L/Swanson, D|rector [~ Phone: 465-4611

DivisionAD1vision of Elections /| ‘A« A | [/] Date:
rovedb Com sionerj/JoK:i B.iBoglnir, Lieutenant Governor
ABgncy ffice 0 tﬁe GoJ/ernor 1509 Date: iy

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution information call the Governor's Legislative Office
Rev 12/93 Page 1 of 1
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DIVISION OF FLECTIONS
OFFICE or THE GOVEHXOIt P.0. BOX AF

JUNEAU, AIASKA 99011-0105
PHONE (907) 465-1677

POSITION PAPER
FOR

SB208

Per Request of Senator Kelly

The Division of Elections takes a neutral position on
the content of the Act. It should, however, be noted
that SB208 does not provide the Division with the
authority to deny an application for candidacy to an
individual who is in violation of the Act or a means by
which to respond to a complaint (Sec. 15.25.042) on a
candidate who is in violation.

2/12/94

01-A2LH



FI SCAL NOTE

STATE OF ALASKA BILL NO. SB 208
1994 LEGISLATIVE SESSION

Revision Dale: Dopi. Aiiociod:  Administration

Title: "An Act relatina to employment of certain BRU: Personnel/OEEQ
employees Componont: ~ Personnel/OEEQ

Sponsor: Son. Donley

Requestor: (S) L&C- COMPONENT SERIAL NO. 56

Expenditures/Revenues Thousands ol Dollars)

PERATING EXPENDITURES FY% FY96 Yo7 FY98 FY99 FY00
PERSONAL SERVICES 0.0 0.0 0.0 0.0 0.0 0.0
TRAVEL 0.0 0.0 0.0 0.0 0.0 0.0
CONTRACTUAL 0.0 0.0 0.0 0.0 0.0 0.0
SUPPLES 0.0 0.0 0.0 0.0 0.0 0.0
EQUIPMENT 0.0 0.0 0.0 0.0 0.0 0.0
LAND & STRUCTURES 0.0 0.0 0.0 0.0 0.0 0.1
GRANTS. CLAIMS 0.0 0.0 0.0 0.0 0.0 0.0
MISCELLANEOUS 0.0 0.0 0.0 0.0 0.0 0.0
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0
CAPITAL EXPENDITURES 0.0 0.0 0.0 0.0 0.0 0.0
CHANGE IN REVENUES () 0.0 0.0 0.0 0.0 0.0 0.0

FUND SOURCE (Thousands of DolIars&
1002 Federal Receipts 0.0 0.0 0.0 0 0.0 0.0
1003 GF Match 0.0 0.0 0.0 0.0 0.0 0.0
1004 GF . 0.0 0.0 0.0 0.0 0.0 0.0
1005 GF/Prog?ram Receipts 0.0 0.0 0.0 0.0 0.0 0.0
1006 GF/MHTIA 0.0 0.0 0.0 0.0 0.0 0.0
Other 0.0 0.0 0.0 0.0 0.0 0.0
Total 0.0 0.0 0.0 0.0 0.0 0.0
Estimate of current year (FY94) cost: none
POSITIONS:
FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0
ANALYSIS:  (Attach a separate page If necessary)
Prepared by:  Kevin Ritchie. Director Phono: 465-4430
Division: Personnei/OEEQ T Date:

.\

Approved by Commissioner: Nancy Bear Useral Date:
Agency: Administration \ I 9

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR™S LEGISLATIVE OFFICE
For futtar detrition inlanalion dll tte Goverror's Lagskatne Ol Ppidl






Ossafly R lew s - RfflaDBea-0
Fairbanks, Alaska 99707-0710

Telephone (907) 456-6061 « FAX (907) 452-5054 « P.0. Box 70710

December 2, 1993

Mr. Josh Fink

c/o Senator Tim Kelly

Room 101

State Capitol

Juneau, Alaska 99801-1182

Dear Josh:

Thanks for your assistance and the opportunity to testify to Senator Kelly's Commi ittee recently regarding

state purchasing.

It seems to me that Section 1(c) allows enough leeway for the state to break up printing orders so that
they can be handled by in-state speciality houses, such as the Anchorage fellows who do pre-press work,

but don't operate presses themselves.

However, | do wonder about cases where Alaska printers often combine their efforts with "outside"
specialty printers to offer a more competitive bid on certain kinds of work, such as large numbers of
envelopes. When applied only to printing, it should be required that the bidder actually maintains a
full-time printing operation in the state. It probably gets a little more complicated when you broaden the

concept to cover other state vendors, such as architects or auto parts. But | know you are up to it!

The explanation you gave Senator Kelly when he asked how printers got excluded form the 1990
legislation was okay so far as it went, but don't forget it was certain people at UAF who had and have
visions of being the state print shop who worked hard for an in-house requirement —and got it. Don't

underestimate them again this time around.

We hope that Senator Kelly can keep SB212 on track this year. It is utterly amazing that a legislature

would exclude one particular segment of private enterprise from state bidding.

Sincerely,

FAIRBANKS DAILY NEWS-MINER/
COMMERCIAL PRINTING COMPANY

Charles L. Gray

Publisher Emeritus

CLG:cga

The ONLY DAILY NEWSPAPER Serving the Huge 277,000 Square Mile Interior Alaska Market
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Alaska Permanent Fund Corpox’ation
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 will provide answers to each of the 17 questions you raised in
your letter of November 2, 1993 regarding Alaska brokerage and
investment services. | have also enclosed a letter written on the same
subject by Bill Means, our chiefinvestment officer, which was distributed
during the last legislative session to members of the House Finance
Revenue Budget Subcommittee.

Let me first give you my views on the proposed state policy which would
require the Alaska Permanent Fund Corporation and other state
investment agencies '"to increase the utilization of brokerage and
investment services provided by persons located in the state."”

As a matter of existing Permanent Fund policy, we do business with
Alaska firms whenever possible - provided such business does not
increase the Fund's risk or reduce the yields on the Fund's investments.
One result of this policy is that, in a recent seven-month period,
commissions totaling $862,174 were earned by brokerage firms with
offices in Alaska. As our stock portfolio grows, we expect to do increased
business with these and other Alaska firms.

CO***
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Senator Tim Kelly
November 12, 1993
Page 2

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 with
communist countries; religious groups have questioned the morality of our
investment in alcohol and tobacco companies; social activists have
challenged our investments in multinational firms which do business in
South Africa; and every time the movie Silkwood is shown on TV, we are
questioned by opponei?.ts of nuclear energy about why we invest in Kerr-
McGee.

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

The Permanent Fund's constituency is comprised of 500,000-plus
Alaskans. Would it be good state policy to put the personal interests of
some smaller subset of these Alaskans above all others? | 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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Senator Tim Kelly
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Page 3

Presented below are the specific answers to your specific questions:

1.

How large is the fund managed by the Permanent Fund
Corporation?

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

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

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

W hat efforts have been made to work with brokers in Alaska,
or to provide credit to branches in Alaska?

Our major focus has been to use the equity assets in an effort to
work with brokers that are located in Alaska. The Alaska
Permanent 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 managers competitive execution, all else being
equal.

In the last five years, has there been an increased amount of
trades done locally or increased credits to local branches?

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 managers. With the growth of our equity portfolios over the
past few years it is appropriate to assume that if the percentage of
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Senator Tim Kelly
November 12, 1993
Page 4

commissions remained constant over time, then the total dollars in
commissions would have grown proportionately. Additionally, over
the last six months we have added new managers that are now
participating in the brokerage program. As we go forward, we
expect to add new equity disciplines and new managers. These new
managers will also be incorporated into the program.

5. W hat percentage of equity trades (listed and OTC) are done
directly with brokers in Alaska? Fixed-income trades?

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

Wi ith regards to fixed income, we have preferred to deal with either
the major metropolitan financial centers or large regional offices
where dealer firms have institutional staff and are able to provide
critical, timely information and execution, We have tested the local
market 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 hat percentage of equity trades (listed and OTC) are done
with firms that have branches in Alaska? Fixed-income
trades? How does this compare to the national market share
percentages ofthose companies?

Itis our understanding that as a general rule approximately 25-33%
of plan sponsor equity commissions are directed, The Alaska
Permanent Fund falls within this range. As an example, for the
period April 1- October 31, 1993, 32% of all commissions generated
by our active domestic managers went to Alaskan brokerage firms
that participate in our brokerage program.
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7.

8.

9.

Does any credit come back to local offices on new issues
purchased?

No. We have never designated commissions on fixed-income
investment.

Please provide a recap of commissions generated by each
money manager and by trades done directly.

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

MANAGER COMMISSIONS ALASKA COMMISSIONS  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 Asset 1,089,632 209,872 19.3
RCM 649,405 261.246 40.2
Totals: $2,863,621 $862,174 32.1%

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?

We have not conducted any specific research on this matter.
However, we do routinely monitor commissions paid by our
managers and have been made aware by our performance
consultant that commission rates paid by our managers are
consistent with 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 manager performance is consistent
with performance achieved for other large portfolios with similar
characteristics.

P, 06
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10.

11.

12.

13.

Are you aware of the soft-dollar arrangements your different
money managers have? Do any of these arrangements
benefit the Permanent Fund or State?

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

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?

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

Have you considered suggesting your money managers use
step-outs? (Trades done with one broker and apportioned
out to others.)

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.”

Do you include any local money management firms or
money management divisions of local investment firms in
your searches?

P. 07
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Senator Tim Kelly
November 12, 1993
Page 7

14.

15.

16.

Yes. Whenever we conduct a manager search, we use the database
of our consultant, Callan Associates, Inc,, at no cost to any
interested manager. We continually receive inquiries in Juneau
from prospective managers and encourage them to notify Callan on
our behalf. Naturally, any Alaskan based prospective manager 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.

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?

Yes. We would consider a short list if they met all criteria as
mentioned in the previous question.

Have you considered using local firms for: (1) securities
lending programs; (2) commodities hedging programs; (3)
underwriting?

(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 meet other requirements 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.

If you desired to work with local brokers, but the firms’
policy w~j to use branches outside, would you require that
service.* be purchased locally? Would you consider
requesting a change of firm policy to meet state policy or
desires?

Yes. If possible we would buy local services. We would consider a
change in policy.

P 08
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Senator Tim Kelly
November 12, 1993
Page 8

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

Yes. We will continue to do what we can to foster institutional
brokerage and money managementwithin the state.

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

Sincerely,

William H. Scott
Executive Director

Enclosure

cc: Members, Board of Trustees
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Alaska Permanent Fund Corporation
P.0. Box 25500 Juneau. Alaska 99802-5500
'907) 465-2047

MEMORANDUM

DATE: Februarv 26. 1993

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

THRU: Wi illiam H. Scott
Executive Director

FROM: William L. Means
Chief Investment Officer

SUBJECT: Alaska Brokerage

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

The Alaska Permanent Fund Corporation has had an Alaska brokerage
commission program in place since the summer 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 managers are informed in April of

EmmMmi— NMe— | -
mmmm J
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The Honorable Terry Martin, Chair
February 24, 1993
Page 2

each year of the percentage of Alaska business each qualifying brokerage firm
should receive. Each brokerage firm receives a minimum of 5% of the business
with the remaining 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 Permanent Fund Corporation, and, on a quarterly basis, managers
are informed of any wide disparities. Brokerage firms are responsible for
establishing proper accounts with managers 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. Ofthis $1,320,000, or 22.8%,
was commission business credited to the accounts of Alaska brokerage firms or
offices, Since the elimination 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 timeliness of the market 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 managers 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 Permanent Fund Corporation has attempted 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 salesmen who are, in most cases, in
close proximity to the firm's traders who are talking to traders at other firms and
witnessing 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 management of the Alaska Permanent Fund, the flow of quality
information in a timely manner is critical. In order to illustrate this point, it is
not. unusual for our investment 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. Ofthis, $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. Assuming this level of profitability, total profitability to
brokers on all U.S. Treasury transactions with the Alaska Permanent Fund in
FY 92 amounted to S1.360.000. 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 Permanent 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.

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

H ousin a P.O. Box 101020
‘INANCE CORPORATION Anchorage, AK 99510-1020

November 15, 1993

Senator Tim Kelly

Chair, Alaska State Legislature

Senate Labor and Commerce Committee
716 W. 4th, Suite 400

Anchorage, Alaska 99501-2133

Dear Senator Kelly:
The following responds to the questions contained in your November 2.1993 letter regarding
the provisions of SB 212 relating to the establishment of a state policy for procurement of

investment services,

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

Investments securities held by the Corporation aggregated $1,864,433,000 at June 30,1993.

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

Virtually all investment security trading is done through trustees or investment managers.

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

The Corporation has not directed the trustees and investment managers to use specific
brokers or to provide credit to specific branches within those firms from whom the securities

are purchased. Where investments have been made directly, staff has honored all requests
from local firms or branches to be given the opportunity to bid.

CAVERONMI D
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4. In the last five years, has there been an increased amount of trades done locally or
increased credits to local branches?

The Corporation has done little in the way of direct investments during the last five years.
W hen it has, the local branch of the firm has been provided the opportunity to bid on the
funds when they have expressed an interest.

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

The Corporation does not invest in equity securities. Fixed income securities are generally
not purchased directly by the Corporation. To our knowledge, none of the trustees or
investment managers assisting the Corporation deal directly with brokers in Alaska.

6. Whatpercentage ofequity trades (listed and OTC) are done directly with firm s that have
branches in Alaska? Fixed income trades? How does this compare to the national market
share percentages of those companies?

The Corporation does not invest in equity securities. Fixed income securities are generally
not purchased directly by the Corporation. While we are unable to obtain detailed
information, it appears that a significant portion of the investment activity occurs through
brokers with branches in Alaska. The Corporation does not have information on the
national market shares of brokerages.

7. Does any credit come back to local offices on new issues purchased?

Investment securities are seldom purchased directly by the Corporation. W here securities
are purchased, they generally do not represent new issues.

8. Please provide a recap ofcommissions generated by each money manager and by trades
done directly?

The Corporation does not invest in equities and does not pay commissions. Fixed income
securities are purchased on a net yield basis. The dealers purchase and sell based upon fee
spreads set internally. In some cases where they hold the securities and have a strong desire
to move them, they may be selling them at cost. To our knowledge, there is no way of
determining the amount, if any, of related commissions.

CAMBRCWAMCU»
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9. Have you done any research on the impact of directed trades on quality of execution?
Is there written evidence that trades directed to Alaska brokers would impact execution
capability?

The Corporation has not researched the impact of directed trades on quality of execution
and has no written evidence supporting or refuting the contention that trades directed to
Alaska brokers would impact execution capability. The firm/office from whom the security
is being purchased requires a certain level of compensation to justify their involvement in
the transaction. If part of the compensation is given up to others without a reduction in the
work or risk, it stands to reason that the fee would need to be increased. As investments
are purchased on a net yield basis, the increased compensation would be reflected in a
reduction in the yield on the investment.

10.  Areyou aware of the soft dollar arrangementsyour different mone}1managers have? Do
any of these arrangements benefit the Permanent Fund (Alaska Housing Finance Corporation)
or State?

Some firms assisting with the investment of the Corporation’s funds not pledged to
outstanding bonds acknowledge soft dollar arrangements applicable to credits for trades
done with certain funds they invest. Each has represented to the Corporation, however, that
they have no such arrangements related to the investment of Alaska Housing Finance
Corporation funds. They feel their fiduciary obligation to obtain the best yields for the
Corporation could be confused were they to have soft-dollar arrangements related to AHFC
investment activity.

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

As noted above, the firms assisting the Corporation claim to have no soft dollar
arrangements applicable to credits for AHFC trades.

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

No.

CAVERINANCD»
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13. Doyou include any local money managementfirms or money managementdivisions of
local investmentfirms in your searches?

Certain funds of the Corporation are held pursuant to custody/trust arrangements with an
Alaska trust company with investment functions performed by their Anchorage staff!

14. Wouldyou considerplacing such firms ordivisions offirms on a short list if they provide
the type of management under consideration and meet all other criteria?

Yes.

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

The Corporation does not lend securities or have a commodities hedging program.
Underwritings of Corporation debt securities typically include firms which have offices in
Alaska. The Corporation does request the underwriter of AHFC debt securities to include
in the selling group all broker/dealer firms with offices in the State of Alaska which are
active in the sales of municipal securities. This request is made so that Alaska residents who
desire to purchase the Corporation’s securities have maximum access to them during the
marketing period.

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 locally? Would you consider requesting
a change offirm policy to meet state policy or desires?

In the case of AHFC, what is being purchased from broker/dealers is investment securities.
We do notrely on the broker/dealers for services. Recognizing that the Corporation desires
the highest possible return on its investments and that the dealer/broker desires to offer the
highest yielding securiting responsive to the bidding parameters, requiring that the firm
service the accountin a manner inconsistent with their internal policies would appear unwise
without first assuring that in so doing yields will not be diminished, investment opportunities
reduced, or staff additionally burdened. Requesting rather than requiring in-state account
coverage is much more likely to result in the Corporation being made aware of the firm’s
willingness to provide services on that basis and any consequences which may result.

CAVERO.NWCIO
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17.  Areyou willing to encourage and nurture institutional brokerage and money management
expertise in Alaska?

Yes. We are reluctant to do so, however, if yields on investments will be adversely

impacted, investment opportunities restricted, or staffunduly burdened unless the legislation
specifies an acceptable level of incremental cost.

I hope the above has adequately responded to your questions. If not, please let me know.

Sincerely,

Will Gay

Chief Executive Officer/’
Executive Director
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WALTER J. HICKEL, GOVERNOR
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November 18, 1993

The Honorable Tim Kelly
Alaska State Legislature
716 w. 4th, Suite 400
Anchorage, AK 99501-2133

Dear Senator Kelly:

Thank you for this opportunity to comment on the important issues
facing Alaskan businesses contained in SB 212.

We support Alaskan businesses and are interested in fostering a healthy
and competitive business clintake in Alaska and in streamlining the
procurement process to the greatest extent possible while reducing the
cost to operate State government.

SB 212 seeks to enhance the competitiveness of Alaskan businesses
through changes in our procurement practices. The intent of SB 212 is
consistent with current State procurement policy.

AAM 81.150 SMALL PROCUREMENTS States:

Lists of vendors from which quotes are sought should be rotated to
provide as many Alaskan venders as possible the opportunity to
compete for State procurement.

AAM 81.180 PROFESSIONAL SERVICES states:

Procurements should be separated to accommodate Alaskan vendors if
Alaskan vendors would not otherwise be able to respond.

AAM 81.210 SPECIFICATIONS states:

when practicable, specifications should include items grown or
manufactured in Alaska.

This bill has potential consequences for the State operating budget
which should be considered. Section 2 provides for issuance of bids
and proposals to only bidders located in Alaska. Our records show that
2,639 bids were issued in fiscal years 1987 through 1993. Of those
bids, 239 awards were made to out-of-state bidders. This represents %o
of the bids issued, or an average of 34 per year. During the past
three years out-of-state awards totaled 22, 26 and 24 for FY93. If
awards over the past seven years had gone to the lowest Alaskan

bidders, the State would have paid an additional $3,784,072 for these

Oz-BAH
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goods and services, 26% higher than the amount actually paid.

Comments cn sections 5, 6, 7 and 9 regarding income producing asseus,
investments, the Alaska Permanent Fund Corporation, and investment

services should more appropriately come from those departments affected
by these sections.

Specific answers to the questions posed in your November 2 letter
concerning the bonus system follow and are addressed in the order
presented in your letter:

1. Of all bids received from Alaskan contractors in FY 91, 92, and
93, roughly how many utilized the Alaskan bidder or product
preferences?

We do not keep the data in the form you requested. To obtain this
information would require extensive research beyond the time

available. A random sample was taken of Invitation to Bid awards
for November 1991 through February 1992. The following was found:

* 90 bids were publislisd that received 435 bid responses.

| Of the 435 bids received, only three utilized the product
preference.

To answer your question — virtually all Alaskan bidders use the
Alaska bidders preference. The Alaska product preference usage is
minimal.

2. In your opinion, why wouldn®"t an Alaskan contractor bidding on a

state contract utilize either the product or bidder®s preference?

In our opinion the Alaska bidder preference is used extensively by
Alaska bidders.

Limited use of the Alaska product preference is due to a number of

reasons:
| much of what we bid does not have an Alaska product available
that would permit application of the preference;
| the availability of an Alaska product may be questionable to
bidders; or
| the Alaska product may not be cost competitive.
3. Wouldn®t a bonus program eliminate the fatal flaw in the existing

law where contractors are not willing to take the chance, and
consequently do not use the product preference bid bonus, because
they are afraid of being black-balled on future state contracts if
they cannot get planned Alaskan components (no matter what the

reason: earthquake, bankruptcy of Alaskan supplier, back ordered,
out of schedule, etc.)?

AS 36.30.330 established penalties for a bidder’'s failure to use
an Alaska product when they submitted a bid based on the
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use of the product. To our knowledge this penalty has never been
invoked, but was established to prevent manipulation of the bid
process. The law specifically limits these penalties to
circumstances within the bidder's control. Therefore a bidder
designating the use of an Alaska product would not be penalized
for conditions noted that are beyond their control.

In the last 5 years, roughly how many bid protests were initiated
a3 a result of an objection involving the use of a preference?

From 1990 through 1993 out of 183 protests received, ten involved
the use of a preference. There was not enough time to request
1988 and 1989 protest files from Archives.

Wouldn®"t a bonus system, 1in which there would be a one-time
accounting effort at project completion to establish the amount of
Alaskan goods and services that went into the projact, be an
easier program to administer than the present product preference
program, in which there is a continuous administrative effort by
the state from bid opening through completion? wouldn®"t
administrative costs associated with bid protests, record keeping
requirements, and inspections be reduced?

A bonus system would be difficult to administer for Invitations to
Bid established by this department because unlike construction
payments are made by the customer agency's accounting staff and
removed from the evaluation and award of the bid.

In this circumstance, requests for bonus payment would require our
procurement staff to become involved with customer agency contract
payments.

Savings from reduced protests and simplified bid evaluations would
probably be overshadowed by additional administrative review of
payment requests by procurement staff.

Wouldn®"t this program build in tremendous incentive to actually
use. Alaskan goods and services if contractors/suppliers knew they
could increase their bottom line profits by using cost competitive
Alaskan goods and services?

The bill might be an incentive for bidders to use more Alaskan
products if it eliminates disincentives in the current law such as
infrequent product evaluation and penalties. It would appear that

the bonus, if set at the same percentage as the current
preferences, would provide no more incentive. On balance bonus
payments to contractors always provides an incentive and should
bolster the use of Alaska products.

Might this program allow providing a bonus for local hire at
project completion where a3 the Alaska Hire Program has been ruled
unconstitutional?

This question would be better answered by the Department of Law.

Wouldn®t this program be viewed with as much approval by
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procurement/payables officers as is currently given to the common
"2 - 10 net 30“ incentive to expedite payment of invoices?

We believe this bill would result in additional administrative
effort for State accounting and procurement staff to verify bonus
claims and for this reason may not be viewed with approval.

Wouldn't this program allow all Alaskan suppliers to approach out-
of-state general contractors with something of value to interest
the contractor in using an “unfamiliar™ sub-aontractor/supplier?
(Where nothing except local knowledge exists as an inducement
currently?)

This program may well result in enhancing the marketability of
Alaska products to potential out-of-state contractors.

wouldn't this program allow the use of upwards of $200,000,000 in
federal construction funds by Alaskan contractors and businesses
where current federal regulations prohibit "localized bidding
preferences"?

This question should be addressed by Department of Transportation
& Public Facilities.

Wouldn't this program nullify reciprocal trade statutes based on
“preferences™?

This bill may nullify reciprocal trade statutes based on the
application of preferences. More research will be needed to
confirm this.

I hope this adequately answers the questions you raised. Please feel
free to contact me or Dugan Petty, the Director of General Services,
should you have any further questions.

Nancy Be”f Usera
Commi s sifoner

NBU/tlc

CcC:

Division of General Services
Department of Administration
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Archorage Charmber MEMORANDUM

Anchorage Economic

Development Corporation _

University of Alzska To: Senator Tim Kelly

Srall Business

Developrent Center Attention: Josh Fink

Stai. of Alaska

a?I_Ieé)artrnent_ofConmerce

Economic Deviopment

From: Mary Rucker, Program Manager, BUY ALASKA
RE: 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.

University of Alaska
Small Business
Development Center

430w. 7th Arene, Quite 10
Anchorage, Alaska 99501

Q7 274723

(800) 478-7232 _8UV IT Ate .rttA'T
FAX(907) 274-9524
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BUY ALASKA
for

Brokerage and Investment Services

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.ualLClatficLMarch.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 lgcal brokers who can majch th i ein
charged orl]}fsi'de eBrog@rs. §Q BBB’&Q%rj B other bidthg Mé‘i@b n
"Allgskan preference” is required or appropriate. All that is needed is a chance to
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. Itis 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 atimely 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

.04



- 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. Itwould 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.

Fee? generated:
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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:

Total annual revenues

from existing brokerage industry: $15-20,000,000
Dept, of Revenue Equity trades (DOR est. approx.) $2,000,000
Dept, of Revenue Fixed Income (estimate) 1,000,000
Permanent Fund Equity trades (PF est. approx.) 5,800,000
Permanent Fund Fixea Income (PF est. approx.) 2PQQRrQQ

Total $11,000,000

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.

impactjan-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 criteriafor 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 management through the Emerging Alaskan
Money Manager's Program

6, Nothing contained in this legislation shall preclude any affected agency from placing
additional funds with a participant in the Emerging Money Manager Program via the
utilization of that agency's other investment procedures and criteria.

Psotosed Provisions for Committkz

PAG&—2- Sukstitcts for Senate Bill 212



FISCAL NOTE

STATE OF ALASKA BILL NO. HCS CSSB 212I1L&Q
1994 LEGISLATIVE SESSION

Revision Date: _Dept. Affected:. 5.latew].dC

Title: An Act relating to the giving of procurement RU

notices;_changing-the.content of the required procurement.,, ._Component:

Sponsor: Senate LaborkCom_merce

Requestor: £MLa.LK> t.fcConimeftg COMPONENT SERIAL NO.
Expenditures/Revenues: (Thousands of Dollars)

PERATING FY95 FY9%6 FY97 FY 98 FY 99 FYOO
PERSONAL SERVICES (i 0 0 0 0 0
E%AN\%ERLACTUAL : 8 0' i : 8

Wsmmm {
SUPPLIES 256, [¥ 256.1* 156(.1* 156.1* 256.1% 256.1%
EOUIPMENT 0 0 0 P 0 81
LAND & STRUCTURES 0 0 0 0
GRANTS. CLAIMS n I 0 0 0 0
miscellaneous 0 2 gl " gl 0
TOTAL OPERATING 256.1* 256.1* 256.1* 256.1* 250.1* 256.1*
CAPITAL 10 1 0 L 0 0 1 0
REVENUE FUND SOURCE: | 0 0 0 0 0 0
FUNDING:
1002 Federal Receipts 4 ’ 4 4 4 4
1003 GF Match 4 4 4 4 4 4
1004GF 4 4 4 4 4 4
BCE o Res | ﬁ A
Oilier 4 4 4 4 4 4
TOTAL 256.1* 256.1* 256.1* 256.1* 256.1* 256.1*
POSITIONS
FULL-TIME 0 | 0 0 0 0
PART-TIME 1 ' 0 0 0 0
TEMPORARY 0 0 0 0 0

Estimate of current year (FY94) impact: §_

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

*Bids are awarded bY the Division on behalf of customer agencies that have a variety of funding sources. This analysis
reflects potential cos mgacts to all agencies as a result of potentially higher bid awards. These are not cost impacts to

the Division of General Services.

Prepared By: Phone: -4652250.
Division: Date..

Approved by Commissioner: Date

Agency:

PREPARER TO PROVIDE ALL DISTRIBUTION COPIESTO GOVERNOR SLEGISLATIVE OFFICE
For further distribution information call the Govermor*s Legislative Office
Rev 11/92 Page 1of 2



STATE OF ALASKA BILL NO._ HCS CSSB 212(L&Q
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Section 2 of the bill requires notices of bids and proposals to be mailed only to in-state bidders on
the contractors list when practicable. ~We estimate this bill will result in "Alaska bidders receiving
66% more of the awards that currently go out-of-state. On average, over the past seven years 34

bids a year are awarded to out-of-stafe Didders. The graph bciow demonstrates the number of out-
of-state “awards in relationship to in-state bid awards over the past seven vyears.

Invitations to Bid |Issued by Department of Administration
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mAwards to Alaska Bidders CAwards to Out-of-State Bidders

An a_nalgsis of out-of-state hids issued from FY87 through FY93 indicate that prior implementation
of this Dbill, if 66% effective, would have kept an average of $1.3 million per year worth of
contracts issued by the Department of Administration In-state. The average annual addition costs
to State agencies 0f not purchasing from the otherwise low bidder would be approximately $356.0.
(Sec graph and table below.)

Difference in Cost Between Alaska Bidders and Low
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FISCAL NOTE

STATE OF ALASKA BILL NO. HCS CSSB 212IL&C)
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FY87 FY88 FY89 FY90 FYO1 FY92 FY93
Value Out- $1,335.1 $14995  $1618.7  $4,324.0 $730.0 $3,340.0  $1,605.0
of-State
Awards
Value of $1,922.0  $1754.0  $2,010.1 $4,992.1 $835.1 $4,730.1 $1,993.0
Low AK
Bidders
Cost if $586.8 $254.5 $391.4 $668.1 $105.2 $1,390.0 $388.0
Awarded
to Low AK
Bidders

The bill permits bids to be issued to out-of-state bidders when specifically requested or when the
notice limitation to only in-state bidders is not practicable. ~We estimate the number of bids that
will %o to out-of-state vendors and the number of out-of-stale bid awards to be reduced by 66%.

Therefore we ﬁYOJeCt, based on the most recent FY93 data, the potential fiscal impacts associated
with 66% of the ‘out-of-state awards going to the low Alaska bidder to be:

Projected Awards Captured for In-State Business 24 x 66% = 16 awards
Projected Value of Low Alaska Bidder $1,993.0 x 66%= $1,315.40
Captured for In-State Business

Projected Value of Out-of-State Awards $1,605.0 x 66%= $1,059.30

Projected Fiscal Impact (Difference) $256.1



FISCAL NOTc

STATE OF ALASKA BI1LL NO. HCS CSSB 212(L&C)
1994 LEGISLATIVE SESSION
Revision Dale: _Dept. Affected.. -AdmmMialkto.
Title: An Actrelaling.to the givi.ng.ufj2ro.£u.‘:cm.eaL- U: -Ggreffll Semces.
iialicesichflnsinK.tl'ie.conlent.Qf.thej.tiquirementprocur.ement,: ._COmpOnent: _P.urchasing_
Sponsor: Senate Labor & Commerce
Requestor: Hfluse-UbQr_&.Commerce-Conmi ttee_ COMPONENT SERIAL NO. JiL
OPERATING FY 95 FY 96 FY 97 FY 98 FY 99 FY00
PERSONAL SERVICES 0 0 0 n 0 0
TRAVEL. 0 0 0 n It 0
CONTRACTUAL 0 0 0 it 0 0
SUPPLIES n 0 n 0 It 0
EOUIPMENT 0 0 n a n 0
LAND & STRUCTURES 0 0 i 0 n )
GRANTS. CLAIMS 0 0 0 n N n
MISCELLANEQUS 0 0 0 it i 0
TOTAL OPERATING 0 0 0 0 0 0
CAPITAL 0 1 | T
REVENUE FUND SOURCE: | 0 0 0 0 0 0
FUNDING:
1002 Federal Receipts 0 0 0 0 0 0
1003 GF Match 0 0 0 0 0 0
1004GF | 0 0 0 0 o 0
1005 GF/Pmgram Receipts t 0 0 0 0 0
1006GF/MHTIA 0 i 0 0 0
Other 0 0 0 0
TOTAL 0 0 0 0
POSITIONS
FULL-TIME 0 0 0 0 0
PART-TIME 8 8 0 0 It 0
TEMPORARY 0 0 0 0 0

Estimate of current year (FY94) impact; $

ANALYSIS: (attach a separate page if necessary.)

This bill will require one-time notices of the revised statute to all bidders on the contractors list maintained under AS
36.30.050, Thereafter notices will be mailed only to bidders with Alaska zip codes unless a bidder specifically requests
a bid solicitation for a specific Invitation to Bid.

Fiscal impact to the Division will be minimal.

Prepared By: Dugan Petty. Director /-clt Phone-  J<&225U.
Division: Gererall Senwes J_ ¥ Dale:

Approved by Commissioner:  Nancy Bear Usera , L at, ~ AJCT'
Aggncy: y Depa%tmentofAdmlnhyl\th o

PREPARER TO PROVIDE ALL DISTRIBirftOI™dPIES TO GOVERNOR™S LEGISLATIVE OFFICE
For further distribution information call the Govermor™s Legislative Office
Rev 11/92 Page 1of 1



SENATE COMMITTEE REPO T

HIRST COMMITTEE OF REFERRAL

DATE: 5/7/93 FURTHER: FINANCE
Date of 5-Day Notice: 0i- / DATE TURNED . on
(in accordance with Uniform Rule 23) INTO OFFICE: 1]

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:

_ [ ] same tite
T;lace with CS J 15 - [T fiew titk
[ Jtednical
titke change
[ ] attaches amendment(s) (HB aly)
[ ]adopts Letter of Intent
( ] further referral to the
( ] do pass
[ ] do not pass
[ 1 no recommendation
[ ] individual recommendations
FISCAL NOTE INFORMATION
Department Oalo Zoro Fiscal Department Date Zero Fiscal
tdctPp - m v t—
[ 1 Appropriation No Fiscal Note [ 1 Governor's Bill with Previous Fiscal Notes (enter information above)
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Chair: Signature ancLBebommendation
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Novemoer 12, 1993

DEPARTMENT OF REVENUE

. F A TR A 6 1t TA | MEMO
The Honorable Tim Kelly T0: Kk & L
Alaska State Senate IZEJ-TT EAXfi _
716 W. 4th, Suite 400 . .
from-Mary Lu LaVine PHONE 7

Anchorage, Alaska 99501-2133

%)smﬁld#al}llég;(%ﬁgrﬁrﬁu r"err@%ﬁ; '

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. | 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.

Dear Senator Kelly:

| 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. | 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
DiVisiom?

Response:

Fixed Income Only

General Investments $2,055,000,000.
International Airport Revenue Fund 24,000,000.
International Airport R&R 500.000.
Budget Reserve Fund 700,000,000.
Supplemental Benefits Trust Fund 1.500.000.
ASLC Collateral Loans 8.200.000.
ASLC Bond Proceeds Disb. 6,000,000.
Bond Construction 231.000.
Public School-Income 8.900.000.
University of Alaska-Income 336.000.
Alaska Advance College Tuition 6.100.000.

D otf, LETT£K oiVv
Fxt/AMCctAi. PoU C Y



The Honorable Tim Kelly
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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

2,300,000,000.
149.000.000.
41.000.000.
3,100,000.
139.000.000.
21.400.000.

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

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

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

United Bank of Switzerland Securities Inc. 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

4.

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.

| 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.

11the 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



é'r‘aesk@ e Ke"y
OveNper
age

avallal sto how brokerage firms grstrrbute r Income or how, lacal offices use
rocee% Ehe recelve. H0 ver ecauge 0 Ee errgorts tr]rs a? mjpistration, 1am
onfident that mare commission dollars are being distriouted to local orfices.

3
0

hrs uest] lies to fixed income secyrities, the De artmento Revenue h
F overe BY gﬁ ﬁ cal oﬁrce N OVer a ecac?e hthrs overae rd occur n t?r
r\de ears ﬁ

d that individ %ven re ree tatre o]c ete or

SINess ever tern vr uaI atd ovr oca co the

rrnc of and was. not e Iaced ey oca overa p e |
J ment of Revenue did not participate in any rscus ons as to ere coverage

shou.d be assigned:

A Wra(ager ent eof equ es5’1des (listed and OTC) are danB directly with brokers in

rxe ncome t

Response:
knowledae, no equity trades ree ed through Alaskan offices and, as stated
earf@r staw cger\res ngc verage an offi cgs 1A aﬁ ed Income.

6 ercentage of equity trades (listed a dO are donevvrt firms that have pranches
maﬁeg rf-lr%g] INC m trages7 ﬁ%wo]ocs hrz compare 10 the nafion marE are
percentages of those companies?

Response:
ebP rcen(s amoft fa("es executed through firms ihat have offices located in Alaska can
qu 6 dInco
@ tot cost
008
gcommrssron

7. Does any credit come back to local offices on new issues purchased?

esponse: es to funds man the Department of . Reven new ISSUes
apa ve fAnSr 3pr%e rne Itles ang xegyr{r pmcpat[a 5 ﬁregar Ing
quities a rxe Income pu ases are execue rough existing re rons 03

8 E(I)e%sejlper%de a recap of commissions generated by each money manager and by trades



.NOV-15-93 101 12:32

NS e

ovembper 12, 1993
Bage”g
Response: For Quarter Ending sune 30, 1993

Manager Total Commission ocal . %
ommission
ArkAs t|\/| [ 177,976 32,157 18
lan 14,291 5975 42
dVISOfS 50,914 26,349 52
¥] 29,098 19,799 68
0 @&Sta% 33,633 0 0
12,076 269 2
ﬁT 75,771 20,151 27
I\I\k% rson 255,677 93,743 37
g 18768 4313 23
W 28,399 2,987 14
27,553 7,569 27
‘F reet 5,637 304 5
el Fargo 1,333 18 1
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M E M 0 R ANTDUM

STATE OF ALASKA
DEPARTMENT OF REVENUE

To: el J. Rexwinkel Date:  March 9 193
ommissioner

From: ?y é\ndrews VA/L Telephone: 466439
puty Commissa™r

From: Plr[r)vessrr)nrgn { Offer Re:  Directed Brokers
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November 6, 1993

Mr. Robert D. Storer

Chief Investment O fficer
State of Alaska, Department of Revenue
P.O. Box 110405

Juneau, AK 93611-0405

Dear Sob,

Thank you for your letter of September 17th, w ith the list of
equity managers for the State of Alaska. Your policy to encourage
these firms to do business in the State is a most welcome one,
which we support whole-heartedly. If there is ever anything we can
do to helo you implement and develop this program, please count on
I'n recent weeks, both ID S and Ark Capital Management have been
actively directing business to wus. We are delighted that we have
been able to establish these relationships, and hope to encourage
more business in the future.

As you suggest in your letter, we w ill contact the other managers
again, in the hope that they may also be encouraged to begin doing
business with Alaskan o ffices. Now that the managers are aware of
your active support, perhaps a renewed effort at this time w ill get
the orogram off the ground. We appreciate your commitment to this

policy.

Thank you again for your help and support.

"People Serving People”
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SB 212: "An Act relating to publication by state agencies
and to the procurement 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 purcbase 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 Il or Class Il 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
Il products offer a 5% preference, and are at
least 50% but not more than 75% produced or
manufactured in the state; ana Class 11l
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 ofthe 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 SUBCONTRACTORS AND SUPPLIERS
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’
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 items 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.



