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Stricken language would be deleted from present law. Underlined language would be added to present law.

State of Arkansas As Engrossed: H3/21/97 S3/26/97 S3/28/97
81st General Assembly A BI”
Regular Session, 1997 HOUSE BILL 1684

By: Representatives Jones, Dawson and Young

By: Senator Hopkins

For An Act To Be Entitled
“AN ACT TO AMEND SUBCHAPTER 4 OF TITLE 24, CHAPTER 3, OF
THE ARKANSAS CODE OF 1987, ANNOTATED, TO REVI SE AND UPDATE
THE | NVESTMENT POLI Cl ES AND RULES, | NCLUDI NG THE PRUDENT
I NVESTOR RULE, FOR THE VARI OUS STATE- SUPPORTED RETI REMENT
SYSTEMS; AND FOR OTHER PURPOSES. "

Subtitle
“TO REVI SE AND UPDATE THE | NVESTMENT
POLI Cl ES AND RULES FOR THE VARI OUS
STATE- SUPPORTED RETI REMENT SYSTEMS. "

BE I T ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF ARKANSAS:

SECTION 1. Arkansas Code 8 24-3-401 is anended to read as foll ows:
"24-3-401. Investnment authority and linmitations generally.
Al'l investnents of named plans covered by this chapter shall be in

strict conpliance with the provisions of this subchapter. The term trust as

used in this subchapter refers to the foll owi ng Arkansas retirenment systens:

the State Police Retirement System the Arkansas Public Enpl oyees Retirenent

System the Arkansas Teacher Retirement System the the Arkansas State Hi ghway

Enpl oyees Retirement System and the Arkansas Judicial Retirenent System

The term trustees as used in this subchapter refers to boards of trustees of

t he above referenced systens."

SECTION 2. Arkansas Code 8 24-3-402 is anended to read as foll ows:
"24-3-402. Investment authority and limtations - Perm ssible

i nvest nent s.
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As Engrossed: H3/21/97 S3/26/97 S3/28/97 HB 1684
(a) The Boards of Trustees of the State Police Retirement System the
Arkansas Public Enmpl oyees' Retirenent System the Arkansas Teacher Retirenent
System the Arkansas State Hi ghway Enpl oyees' Retirement System and the
Arkansas Judicial Retirement System shall have full power to invest and
rei nvest the noneys of the respective systems and to hold, purchase, sell,
assign, transfer, or dispose of any of the investnents so made as well as the
proceeds of the investnents and noneys.
(b) However, the investnments and reinvestnents shall only be made in
accordance with the prudent investor rule set forth in 424-3-411 this

subchapter. ™

SECTION 3. Arkansas Code © 24-3-414 is amended to read as foll ows:

"24-3-414. lInvestnment authority and limtations - Arkansas-rel ated
i nvestments.

(a) In acquiring, investing, reinvesting, exchanging, retaining,
selling, and managi ng funds held by each of the Arkansaspublic enployee

retirement systens trusts, fiduciaries admnistering the systens shall nmanage
the funds so as to favorably inpact the econonic condition of and maxini ze

capital investnent in the State of Arkansas when appropriate investnment
alternatives are avail abl e.

(b) It is the intention of the General Assenbly that, as assets becone
avail abl e for investnent, the systems shall seek to invest not |ess than five
percent (5% nor nore than ten percent (10% of their portfolio in
Arkansas-rel ated investnents.

(c) In calculating the percentage of Arkansas-rel ated investnents, the
systens shall not include Federal National Mrtgage Association investnents
nor Government National Mrtgage Association investnents.

(d) Nothing in this section shall in any way linmit or inpair the
responsibility of a fiduciary to invest in accordance with the prudent

investor rule set forth in 8 243411 24-3-417."

SECTION 4. Subchapter 4 of Title 24, Chapter 3, of the Arkansas Code of
1987, Annotated, is amended to add the follow ng new 88 24-3-417 through 24-3-
426 to read as follows:

"24-3-417. Prudent investor rule.

(a) Except as otherw se provided in subsection (b), trustees who invest
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As Engrossed: H3/21/97 S3/26/97 S3/28/97 HB 1684

and manage trust assets owe a duty to the beneficiaries of the trust to conply

with the prudent investor rule set forth in this subchapter.

(b) The prudent investor rule, a default rule, may be expanded,

restricted, elinmnated, or otherwise altered by the provisions of a trust.

Trustees are not liable to a beneficiary to the extent that the trustees acted

in reasonable reliance on the provisions of the trust.

24-3-418. Standard of care - portfolio strategy - risk and return

obj ecti ves.

(a) Trustees shall invest and nmanage trust assets as a prudent investor

woul d, by considering the purposes, terns, distribution requirenents, and

ot her circunstances of the trust. |In satisfying this standard, the trustees

shal |l exercise reasonable care, skill and caution

(b) The trustees investnent and nanagenent deci si ons respecting

i ndi vi dual assets nust be evaluated not in isolation but in the context of the

trust portfolio as a whole and as a part of an overall investnment strategy

having ri sk and return objectives reasonably suited to the trust.

(c) Anmpbng circumstances that trustees shall consider in investing and

managi ng trust assets are such of the following as are relevant to the trust

or its beneficiaries:

(1) general econom c conditions;

(2) the possible effect of inflation or deflation

(3) the expected tax consequences of investnent decisions or

strategi es;

(4) the role that each investnent or course of action plays

within the overall trust portfolio, which may include financial assets,

interests in closely held enterprises, tangi ble and intangi bl e persona

property, and real property;

(5) the expected total return fromincone and the appreciation of

capi t al

(6) other resources of the beneficiaries;

(7) needs for liquidity, regularity of incone, and preservation

or appreciation of capital; and

(8) an asset s special relationship or special value, if any, to

the purposes of the trust or to one or nore of the beneficiaries.

(d) Trustees shall make a reasonable effort to verify facts relevant to
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As Engrossed: H3/21/97 S3/26/97 S3/28/97 HB 1684

the i nvestnent and managenent of trust assets.

(e) Trustees may invest in any kind of property or type of investnent

consistent with the standards of this subchapter

(f) Trustees who have special skills or expertise, or are naned

trustees in reliance upon the trustees representation that the trustees have

special skills or expertise, have a duty to use those special skills or

expertise.

24-3-419. Di versification

Trustees shall diversify the investnents of the trust unless the

trustees reasonably determ ne that, because of special circunstances, the

purposes of the trust are better served w thout diversifying.

24-3-420. Duties at inception of trusteeship.

Wthin a reasonable tine after accepting a trusteeship or receiving

trust assets, trustees shall review the trust assets and make and i npl enent

deci si ons concerning the retention and di sposition of assets, in order to

bring the trust portfolio into conpliance with the purposes, terns,

di stributions requirements, and other circunstances of the trust, and with the

requi renents of this subchapter

Trustees shall develop an investnment policy. This policy shall be a

written statenent of goals for the fund and rules to be followed to achieve

those goals. Trustees shall neasure performance of the fund and shall measure

each manager s perfornmance agai nst benchnmarks jointly agreed upon by the

trustees and managers.

24-3-421. Loyalty.

Trustees shall invest and manage the trust assets solely in the interest

of the beneficiaries.

24-3-422. lnpartiality.

If a trust has two (2) or nore beneficiaries, the trustees shall act

impartially in investing and managi ng the trust assets, taking into account

any differing interests of the beneficiaries.

24-3-423. Investnent costs - Linmitations on investnent authority.
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As Engrossed: H3/21/97 S3/26/97 S3/28/97 HB 1684

(a) In investing and managi ng trust assets, trustees may only incur

costs that are appropriate and reasonable in relation to the assets, the

purposes of the trust, and the skills of the trustee.

(b) Trustees nmy del egate investnent functions to an agent that a

prudent trustee of conparable skills could properly del egate as provided in ¢

24- 3-425.

(c) Provided, however, the purchase or sale of investnents or trust

assets by the trustee on its own behalf and in its own nane shall be executed

on a conpetitive award basis on which at |east three (3) offerings or bids

have been secured. The trustee shall record and keep on file all conpetitive

of ferings and bi ds.

24-3-424. Review ng conpliance.
Conpliance with the prudent investor rule is determined in light of the
facts and circunstances existing at the time of the trustees decisions or

actions and are not by hindsight.

24-3-425. Del egation of investment and managenent functions.

(a) Trustees may del egate i nvestnment and nanagenent functions that a

prudent trustee of conparable skills could properly del egate under the

circunstances. The trustees shall exercise reasonable care, skill, and

caution in:

(1) selecting an agent;

(2) establishing the scope and ternms of the del egation

consistent with the purposes and terns of the trust; and

(3) periodically reviewing the agent s actions in order to

nmoni tor the agent s performance and conpliance with the terns of the

del egati on.

(b) In performng a del egated function, an agent owes a duty to the

trust to exercise reasonable care to conply with the terns of the del egation

(c) Trustees who conplied with the requirenments of subsection (a) are

not liable to the beneficiaries or to the trust for the decisions or actions

of the agent to whomthe function was del egat ed.

(d) By accepting the delegation of a trust function fromthe trustees

of a trust that is subject to the law of this state, an agent submits to the

jurisdiction of the courts of this state.
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As Engrossed: H3/21/97 S3/26/97 S3/28/97 HB 1684

(e) Single agent or exclusive agency del egations by the trustees shal

be di scouraged. Trustees shall del egate investnment and nmanagenent functions

to a single agent or an excl usive agency arrangenent only after the trustee

has determi ned the excl usive agency arrangenment is in the best interest of the

trust, has exercised extraordinary care and caution in selecting the exclusive

agent, and has arranged to periodically reviewin detail the agent s actions

to nonitor their performance and conpliance with the terns of the del egation

24-3-426. Language invoki ng standard of subchapter

The following terms or conparable | anguage in the provisions of a trust,

unl ess otherwise Ilinted or nodified, authorize any investnment or strategy

permtted under this subchapter: "investments permissible by |aw for

i nvestment of trust funds," "legal investnments," "authorized investnents,"

"using the judgnment and care under the circunstances then prevailing that

persons of prudence, discretion, and intelligence exercise in the manhagenent

of their own affairs, not in regard to speculation but in regard to the

per manent disposition of their funds, considering the probable incone as well

as the probable safety of their capital," "prudent man rule," "prudent trustee

rule,” "prudent person rule," and "prudent investor rule."

SECTION 5. All provisions of this act of general and permanent nature
are anendatory to the Arkansas Code of 1987 Annotated and the Arkansas Code

Revi si on Comni ssi on shall incorporate the sane in the Code.

SECTION 6. If any provisions of this act or the application thereof to
any person or circunstance is held invalid, the invalidity shall not affect
ot her provisions or applications of the act which can be given effect w thout
the invalid provisions or application, and to this end the provisions of this

act are declared to be severable.

SECTION 7. (a) Arkansas Code & 24-3-403 is repeal ed.
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As Engrossed: H3/21/97 S3/26/97 S3/28/97

. . | . . .
(b) Arkansas Code 8 24-3-407 is repeal ed.

HB 1684
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As Engrossed: H3/21/97 S3/26/97 S3/28/97

(d) Arkansas Code & 24-3-411 is repeal ed.

HB 1684
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As Engrossed: H3/21/97 S3/26/97 S3/28/97

(g) Al lTaws and parts of

r epeal ed.

laws in conflict with this act are hereby

/ s/ Rep. Jones et al

HB 1684
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