January 11, 1989 LB 341-372
LR 3, 5

able to assist other agencies, other investigating committees,

other individuals who are involved. I have pledged my
cooperation to some of them with whom I have visited. I know
that Senator Chambers feels the same way. I know that other

members of the committee feel the same way. I hope that we are
all pursuing the same goals, same objectives and that we can
work together. I want to say again that this comwittee will act
with propriety, honesty and integrity. We intend to obtain the
best counsel we possibly can and we intend to protect the rights
of the innocent and to pursue those who might have been less
than innocent. Mr. President and members, I ask for a positive
vote on the resolution.

PRESIDENT: That was the closing. The question is the adoption
of the resoluticn. All those in favor vote aye, opposed nay.
Have you all voted? Record, Mr. Clerk, please. Record,
Mr. Clerk, please.

CLERK: 32 ayes, O nays, Mr. President, on adoption of LR 5.

PRESIDENT: The resolution is adopted. You have some new
bills, Mr. Clerk.

CLERK: Mr. President, I do. New bills. Mr. President, Senator
Labedz would like to have a meeting of the Reference Committee
now in the Senate Lounge. Referencing Committee in the Senate
Lounge, Mr. President, right now. Senate Lounge for Referencing
Committee. New bills. (Read by title for the first time
LBs 341-355 as found on pages 183-87 of the Legislative
Journal.)

PRESIDENT: We will be at ease for a few minutes for referencing
and receiving a few more bills.

EASE

PRESIDENT: (Microphone not activated) and capable of
transacting business. I propose to sign and do sign LR 3. Would
you like to continue, Mr. Clerk, please.

CLERK: Yes, Mr. President, thank you. New bills. (Read by
title for the first time LBs 356-372 as found on pages 187-91 of
the Legislative Journal.)

Mr. President, I have a new resolution offered by Senator Hall.
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February 8, 1989 LB 47, 75, 186, 357, 358, 359, 474
499, 608, 697

wish for absolute clarity. School officials only recently
discovered the potential conflict. They have always believed
that 79-548.01 was a specific grant of authority. There have

been many projects that Class VI schools have paid for with
Construction Sinking Funds after only the vote of the school

board to authorize the expenditure. LB 499 simply clarifies
that such actions are absolutely legal and appropriate with only
a vote of the school board. In addition, the bill repeals some

obsolete language contained in Section 79-1103, the opened
section, and that is it. Thank you.

PRESIDENT: Thank you. Any further discussion? If not, the
question 1is the advancement of the bill. All those in favor
vote aye, opposed nay. Record, Mr. Clerk, please.

CLERK: 27 ayes, O nays, Mr. President, on the advancement of
LB 499.

PRESIDENT: LB 499 is advanced. Mr. Clerk, you have something
for the record?

CLERK: I do, Mr. President, thank you. Mr. President, your
Committee on Transportation, whose Chair is Senator Lamb,
reports LB 47 to General File, LB 75 General File, LB 608
General File, LB 186 indefinitely postponed, and LB 474
indefinitely postponed, all signed by Senator Lamb as Chair.

Banking Committee reports LB 359 to General File, and LB 358
indefinitely postponed, both signed by Senator Landis as Chair.
(See page 464 of the Legislative Journal.)

{ have notice of hearing from the Natural Resources Committee
signed by Senator Schmit, and a motion from Senator Schmit to
withdraw LB 697. Mr. President, that will be laid cver pursuant
to legislative rules. That is all that I have, Mr. President.

PRESIDENT: Thank you. We will move on to LB 357, please.

CLERK: Mr. President, LB 357 was a bill that was introduced by
Senators Nelson, Smith, Schellpeper, Coordsen, and Crosby.
(Read title.) The bill was introduced on January 11 of this
year, referred to the Education Committee. The bill was
advanced to General rile, Mr. President. Il do have committee
amendments pending by the Education Committee.
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register their notorvehicle at their place of residence and |

suspect in most cases it's because, by register' ngit in sone
other |ocation, there is a lesser tax levy and, gsa result: as
a result reduce what they are paying. tthi s bill does. it
merely increases the fine maxi num that WOl\J,Y]?i e perm’tteg. ’The

current statute is a Cass V nisdenmeanor which is a maxi num of a
100 and this would change it to a Class IV which is a range of

100 to 500. Qbvi OUSIy, it would not necessaril correct the
;I)r(t)?llem but, at least, it would make violations of this nature a
i e nmore expensive. | don't have Dot i
but | suspect that those individuals V\hosrt'rg)tllgétl Ctsotgoptr ﬁlvg H” Ss
more likely to be the nore expensive yenicles, perhaps, . which
they could have a savings even if they were caught in a fine so
they wouldn't really be concerned with it. If that fine was
heavier, ~ why then, obviously, they may give nore thought to
whether  or not they would register the vehicle in  the
appropriate county where it was actually housed. Sol would
move that the bill be advanced as an effort to, 4t |east. reduce

the incidence of this kind of a problem '
SPEAKER BARRETT: Thank you. Any discussion? Seeing none, the
uestion is, shall LB 75 be advanced to E & R Initial? Ao in

avor vote aye, opposed nay. Haveyou all voted? Record.

CLERK: 25 ayes, 0 nays, Nr. President, 5, the advancement

LB 75. of
SPEAKER BARRETT: LB 75 advances. As indicated earlier,ye
temporarily pass over LB 608. Another bill has bpeen deleted
from the agenda, LB129, and 129A, near the bottom of the
agenda, has just been del eted. LB 129 comes off. The next
bill, Nr. Clerk, LB 359,

CLERK: Nr. President, LB 359 was a bill introduced by Senator
Wesely. (Read ti tle.) The bill was introduced on January 11,
Rererred to he Banking comm ttee, gdvanced to General FEile. |
do have a motion.

SPEAKER BARRETT:  Nr. Clerk. Senator Wesely, would you like to

explain your bill before we go to the motion'?
SENATORWESELY:  Right.

SPEAKER BARRETT:  Thank you.
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SENATOR WESELY: | think | have the rjght to open on ny piece of

| egi sl ation. LB 359 is a bill brought to the Banking mmttee
and advanced unani nously to deal with a problem hat occurred
this last year on the Investment Council. For a number of

years, probably close to 20, wehave had a Nebraska |nvestnment
Council that's bean established to takeour state funds and
i nvest those funds for a maxinmumreturn, \ith also the greatest

protection of those funds possible. |t's called prudent man is
what we describe that as now, back about five years g50we went
to that system And the Investment Council hires the State
I nvestment Officer and they proceed o handl e somet hing like
$800 million in funds for the state which js quite a
responsibility. The Investment Council s appointed by the
Governor. They serve for a period of time They are

based...they are picked on the basis of expertise i3 economics
and investment background. As | said, they then turn around and
hire a state investment officer who has béen Don Mathes now for
a number of years and M. Mathes hires additional staff a id they
take on the responsibility, basically being the jnvestnent

experts for the State of Nebraska. This has been going on, as |

said, for about 20 or so vyears and recently the I|nvestnment
Council, in working with their consultants and experts, came to
the conclusion that to diversify their portfolio and to maxim ze
investnent return and broaden their investment portfolio they
would look toward a vent ure Cap| ta| activit t hat would be
managed by a Kansas consulting firmthat had the experience in

Kansas in this area and have had an excellent response and

success in that area. They proceeded to contract with this
Kansas consulting firm at which time a section of |aw which
this bill would amend, Section 72-1242, was identified to have
the Governor allowed to approve the | nvestnent Council's
selection of counci | auditors, financial advisorsgpg private
consultants. Don Mathes, who is the investnment officer, as

. . I
said, for a | ong period of time, the others that have been
involved in this hadno ideathat the Governor had ny such
authority, had never been exercised before and they hadan t even
realized where this section had come fromand <45 the Gwernor
did intercede based on this |anguage and bl ock the hiring of
this consultant firmout of Kansas and stopped the initiative
Into using a portion of funds that we have now to pronote
venture capltal activity. So, with that controversy, t al k e
to the Investment Council and with the investnent oflJicer an
others involved in this area and cane to the cgnclusion that the

policy that we thought had been in place and had been th
practice for so many years was the best policy for the %tate 0
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Nebraska, that the CGovernor appoints people g the | nvest ment
Council. They have the expertise to carry out their
responsibilities, that they then, in turn hire and fire the
i nvestnment officer and that investnment officer, in conjunction
with the council, can hire and fire consultants to work with

themto maximze the return on investnent and deal with the

portfolio that they have. The Governor's role js one that

hasn't been exercised before and ought not to be in the future
and it has caused sone foll ow up probl ens. For instance, the
Governor approved the hiring of the Provident |nvestnent Council

the very sameday and she sent a letter approving their hiring

the same day the Investment Council yoted to term nate their
contract because of |ack of performance to the desired goal s of

the Investnent Council. There was also approval for contacts
that were turned down by the council later on. Andl could go
through this, problems that have already in just 5 few nmonths
come up as a result of the Governor's (gle in trying to hire and

fire consultants for the Investnment Council. It isn't a proper

function, | believe, for the Governor to have. It's  not been
exercised before, as | said, and ought not to be in the future

and the Banking Committee, |looking at this, gsaid that that ought

to be the situation that the experts are the ones, the firsthand

peopl e invol ved, know who the best people are. They work _wi th
themday in and day out. They' re there providing the oversight.

They're there working on our behalf and the State of Nebraska's

behal f to make sure that our investment portfolio ;5 the bpest

possi bl e. We have giventhemthe authority under the prudent

man rule to do the job needed to make gyre that our investnments
have the best return possible and aresafe and secure. And |

t hink they have done an excellent job. The new system we have
in place is not working and it won"t work. It's a problemgpg
it ought to be changed and this is corrective 5ction to try and
bring us back to the systemthat was in placj prior to this

changein philosophy. Solwould ask for advancenent of the
bill, Nr. Speaker.

SPEAKER BARRETT: Thankyou. Nr. Clerk.
CLERK: Nr. President, Senator Warner would nove to indefinitely
post pone. Senat or Wesely would have the option to lay the bill
over at this time, Nr. President.

SPEAKER BARRETT:  Senator Wesely, your wi shes.

SENATORWESELY: |would like to take it up.
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SPEAKER BARRETT: Thankyou. Senator Warner.

SENATOR WARNER: Mr. President and nenbers of the Legislature,
becanme interested | ast summer in this issue, too, at the time
that the I nvest ment Council was considering hiring the
consultant. And I becane nore concerned because the
reconmendations as a study matter were such that gave ne a great
deal of concern with the Kind of jnvestments that was bein
considered, which essentially were in the nature of the broa
concept of venture capital, which, by its very nature,

is more
specul ati ve. I think as time went along it's probably accurate
that the |nvestment Council were narrowing the type  of

investments that they were going to make andthe percentage of
the total dollars that they would consider in this kind of an

invest ment , but nevertheless the report the%h had earlier
recei ved suggested a much hi gher percentage than at they \ere
considering . Ny concern |jes in this in that the only funds

that are available for this kind of investment as i{pe |aw now
reads are those retirement funds which are not to define
contributions but to define penefit . And under the define
benefit retirement system those are guarantees andto the
extent that there is a loss of funds in the future it \ou4d be
the responsibility of the state to make up the loss of those
investments should that occur, in order to be ghle to pay for
those benefit s whenthe individual whois retired or is eligible
to receive themunder the statutes as they exist. Ny concern is
that, and particularly in this area, which can haveg very
long-term major inpact, that the chief executive officer of the
state being the Governor ought not only have the (jght but, nore
inportantly, have the responsibility as an elected official when
decisions are made which can have extrene | ong-term financi al

i npact that that...an elected official ought to have that
ultimate responsibility of approving any of these kind of
contracts because they deal in the mllions of dollars. Nost of
us...well, all of us, | know, receive a variety of publications

but in therecent few nonths, about the |ast two, three years,
in particular, there have been numerous, numerous articles of
peopl e looking at retirement funds, particularly public gmployee

retirement funds, asa source of revenue or source of capital,
rather, for a variety of things, huge gnounts. It become very
attractive. Because they becone attractive, it also leads to

the possibility of not nmaking prudent decisions, pq¢ prudent man
rule but it's just a simple prudent decision. | think a board
whi ch has that nuch authority ought to have at | east one el ecte
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official who has a shared responsibility in howthose
investnents are made and particularly when they are going to
out si de people to sign contracts. I know of no business jp
which the chief executive officer does not have anulti mate
responsi bility on the signing of contracts that have maj or
l'ong-term i npact wupon that business, and state government and
retirenent is exceedingly big business. | feel ver st rongly
that to t ake the Governor out, the Office of the Vernor, ¢
of any responsibility is wong and for those reasons f($e| very

strongly that the bill should be indefinitely postpone

SPEAKER BARRETT: Thank you. Di scussion on the notion to
i ndefinitely postpone. I'm sorry, Senator Wesely, yes, you
please respond.

SENATOR WESELY: Thank you. M. Speaker and nenbers, |'msorry
to take up a few minutes of your time this morning and |'m

espe..ially sorry that Senator Warner has made this notion. I
under stand his philosophical concerns gnd so he legitimtely has
the right to do that. But | thought to bring this issue to the
floor this is the one chance we have to gyen discuss this matter
this session. Obviously, it looks Iike we' Il probably run out
of time before we have a chance to vote on it. But you ought to
start thinking about the question g hand and | definitely
oppose the points Senator Warner is naking here because | think
he is living in another era in terms of where we' re at today and
interms of the needs of the state for econom c devel opnent nd
in ternsof the needs of what we can do with our pension funds.
Ri ght now we send out $800 million in investments across the
state, across the country, and | don't think many of us know
where that money is going to, but it's peing invested in the
sane sort of things only maybe unseen by us that we g6 t5]king
about trying to bring back into venture capital activity here in
Nebraska primarily. W have $800 million that can be working
for the State of Nebraska that.  npney that's a resource that is
untapped for some of the very basic needsof our economic
future. And in myview, philosophically, | think that we have
to recogni ze that today, 1989, is not 1929 and the phil osophies
of 1929 have to be reviewed in |ight of the new recogni tion of
the need to utilize resources and capital in ways different than

we have in the past. Now that isn't to say that we just throw
money around and that we take the prudent mah concept and iphrow
it ou the window. The Investment Council, with their

expertise, looked at this issue and said, following the prudent
man rule, it is prudent to diversify our portfolio, to nove into
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venture capital activity, to utilize a sma3.1 portion of our
$800 million. And right now they talked about a cap of
sonething like $25 million, | peljeve. ..I'mtrying to remember,
$35 mllion, I guess, of that 800 mllion was what they were
ultimately thinking m ght eventually be phased into. Now
Senator Warner does have a bill to limt the anmpunt of these
noni es that could go into venture capital and | would support
s<..e sort of limitation, perhaps 5 percent as originally
i ntroduced of his bill woul'd be a reasonable effort to try and
limt our exposure in this area because we are uncertain.” tpis
state does not kr.ow very much about venture capital . Ve are
behind the times. Most of the states ha)e noved in this grea.
They have recognized the need for venture capital. They have
initiated different programs. Wehave Senator Abboud's venture
capital network and aside fromthat next to nothing other than
the RSD Authority and thank goodnessfor that. edid move in
the area with the R& Authority to put a couple mllion ars

a year to try and nmke investnments in Nebraska entrepreneurial
activity to bring thosesmall ideas into larger conpani es t hat

eventually prosper and grow ip this state and | think that' s

been a good investment. The same kind of concept is what we're
tal ki ng about here only it's using sitting capital over there in
our portfolio of 800some million dollars in the Investment

Council and we send that noney out and | would like you g, try
and take a look at where is that noney going to now ? |t's

out around the country. (t's invested in all kinds of different
activity and the concept | have is bring it pack home, bring
back a little pbit of that money and use it to take our
struggling smaller businesses that have the potential g
and develop in this state and give them that working capltal
be able to develop their ideas, to take their i deas and make

theminto strong conpanies that can be right here in Nebraska
and take those ideas and run with the

SPEAKER BARRETT:  One mi nute remaining.

SENATOR WESELY: And in nmy viewit's absol ut el y wr ong to ot
allow us to proceed in this manner and right now the only thl ng
stopping that procedure is an intervention by the Governor ihat
was never anticipated and not thought to bepossible. d

has been done of the other states that have been invol ved WIIH g
consultant that we were going to hire and they looked at the
other states, no other state has the Governor involved in this
matter. No other state has seen fit to have pe Governor, as

Senator Warner waild have us follow,involvedin investment
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decisions. They don't have the expertise and they don't have, |
think, the backgroundto be involved in this. Theydon't hire
and fire consultants over in the Departnent of Soci ar Services
the Department of Health, the Departnment of Public Institutions
a::d on and on and on. All of those consultants zre hired and
fired at the departnent level. You don't have every consul tant
reviewed by the Governor's office. |f we' re going to go to this
policy that the Governor has to review the consultants for the
I nvest ment Council . ..

SPEAKER BARRETT: Senator Wesely, |I'm sorry, time has expired.

SENATOR WESELY: ...then I'm going to come in with a bill next
year and have every consultant reviewed by the Governor.

SPEAKER BARRETT: Thankyou. Timeis expired on LB 359. The
Chair is pleased to take a monment to advise that Senator Schi nek
has a guest wunder the nporth balcony, Rich Halverson from

Lincol n. M. Halverson, would you please stand gng be
recognized. The Chair also is advised that under the north
bal cony a former menber of this Legislature is present, genator

Nel son Merz fromFalls City. senator Merz. Al so, Senator Robak
has some guests in the north balcony, 15 eighth graders from

St. Francis in Hunphrey, Nebraska, with their teacher. Woul d
you folks please stand and be recognized. Andalso a special
announcenent . Al'l is not lost, Senator Wesely, we are advised

that this is your pjrthday today, your 35th birthday, we' re
advised, and again you are responsible for the kglaches which
have been passed out. Your nother is responsible. Thank you.
Happy birthday, Senator Wesely. LB 548, Mr. Clerk.

CLERK: M. President, 548 offered by Senators Conway, gcofield

and Hefner. (Read title.) The bill was introduced on
January 18, referred to the A’g_riculture Committee for public
hearing, advanced to General File. | have no amendments to the

bill, Mr. President.
SPEAKER BARRETT: Senator Conway.

SENATOR CONWAY: Mr. Speaker and menmbers, LB 548, 55 tp Clerk
announced, exenpts the bed and breakfast establishments ?rom our

Nebraska Pure Food Act. The concept behind this bill is an ever
growing area that is of great interest for tourismand other
forms of travel and activity in the State of Nebraska. any of

us are famliar with the various Victorian honmes that nay be
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PRESIDENT: The Withem amendment is adopted. Now on the

advancement of the bill, Senator Withem. The advancement of the
bill.

SEMATOR WITHEM: Yeah, 1'd simply move the A bill. It funds the
pilot projects at $100,000 each for four of them and then it
creates the center within the Department of Education at
slightly over $100,000, so it's approximately a half a million
dollar appropriation bill. Would urge you to advance it.

PRESIDENT: Thank you. Senator Labedz, on the advanca2ment of
the bill.

SENATOR LABEDZ: Thank you, Mr. President. LB 567A was
introduced by Senator Withem, Senator Wesely, Senator Ashford
and Senator Bernard-Stevens. I thought 1long and hard about
bringing that bill into, or gutting that bill and bringing it
into 769, but unfortunately I agree with what they're doing in
this bill. But in the handout that you received, on the front
page I want to read this for the record. Many things can wait,
the child cannot. Right now hip bones are being formed, blood
is Deing made, senses are being developed. To the infant we
~annot say tomorrow, the child's name is today, and it is by
Gabriella Mistral from the Chilean poet, a Chilean poet. And 1
think that is so appropriate that I bring that up this merning.
Thank you.

PRESIDENT: Thank you. Any closing, Senator Withem?
SENATOR WITHEM: No.

PRESIDENT: The question is the advancement of the bill. All
those in favor vote aye, opposed nay. Record, Mr. Clerk,
please.

CLEFK: 26 ayes, O nays, Mr. President, on the advancement of
the A bill.

PRESIDENT: LB 567A is advanced. LB 359.
CLERK: Mr. President, an announcement very quickly,

Education-Revenue will meet in Exec Session to discuss, well

joint session at eleven-thirty in Room 2102, Education-Revenue
Committee.
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Mr. President, 359 is g bill originally introduced by Senator

Wesely. (Read title.) The bill was introduced on January Il of
| ast year, referred to the Banking Conmittee for public hearing.
The bill wasadvanced. It was discussed, M. President, gn
March 30 of |ast year. At that time there was a notion to
indefinitely postpone the bill offered by Senator Warner.
Senator WArner, or Senator Wesely as the introducer agreed to
lay the bill over, M. President. That notion is now pending.

PRESI DENT: Senator Wesely, would you like to explain ihe bpill
to us, please.

SENATOR WESELY:  Thank you. |s the kill motion pending? Have
we actually.. .?

PRESI DENT: Well, it depends. W' renot onit g4t the moment.

We're  having you talk about the bill. It's lurking in the
background so l'understand.

SENATOR WESELY: It's a good way to put it, than ou.
M . President and nenbers, Igwoul d r}/se in Fs)upport of F_g 559yand
try and gl ve you a little baCkgrOUnd. W' re go| ng to shi ft
gears here a little bit fromchildren to venture capital and
risk capital and seed caﬁjtal and sone ot her thes of issues
that seemfar removed fromchildren, but maybe talk a bit gpout
the future of the state. Backacouple of years ago now, not
quite a couple of years ago, but the Investment Counci’l of (pig
state sel ected by the Governor and hopeful |y i ndependent of t\we

Covernor and of this Legislature in terms of trying to make
decisions to invest the 850 nmillion plus amount of ney.

PRESI DENT: Senator Vesely, may | interrupt you?
SENATORWESELY: Sure.

PRESIDENT:  (Gavel.) Pl ease, let's hold the conversation down
sowe can hear the speakers. Thank you. Senator Wesely.

SENATORWESELY: Thank you. The Investnent Council, again, has
authority for something like $850 nillion, although Senator
Haberman is working on trying to sort out exactly \whnat that
responsibility is, but we have different jnvestment funds,
pension funds, whatever, retirenent funds of state, actually
state enployees are over in the Public Enployee Retirenent
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Board, at least at this point. | guess there is a little
confusion over the whole situation, Senator Haherman, but
essentially the Investnent Council has had authority for schools
and ot her defined benefit retirement plans and t hat amount of
nmoney is, the | ast Iheard, 850 plus nillion dollars. ggthe
I nvestnment Council is selected by the Governor and those
individuals confirmed by the Legislature and then they serve
i ndependently to try and make deci sions about how best to invest

that nmoney. A few years ago this Legislature passed a bill that
al l oned the Investnent Council to invest that noney based on the
concept of prudent nan. The prudent man rule wasa much
expansi on of authority to invest in various ways for the
I nvestnent Council. They had previously been quite [imited in
where they could invest that noney. Butwe took a chance afew
ears because we found t hat the Investment Council was not

,aV'r.‘%. an adequate return on jnvestment, that their |ack of
frexibility wasinadequate to meet the different market
conditions, amd so wetook a chance and we passed the prudent
man rule. That chan%e has proven to be a very successful change
indeed and despite the liberalization of the "ihestnent pqlicy
of the Investment Council, they have done a googd rg?), I t%i nﬁ,
overal |l and have been able to return nore noney to the taxpayers
of this state through investments and glso to the retirenment
contributors to the di fferent systens

responsibility for. Well as tine has m%lrched ont %m tthheey ig?\r;ee
we went to prudent man, we have al so recogni zed in a nunber of
states in this country that when you have a pool of noney, 55 in
the Investment Council resources, the $850 mllion, rather than
sending that money out of the state, rather than sending that
nmoney el sewhere to invest, we need to |look at how we coul d eep
that nmoney hereat home and how we could find ways in whi c|11
could be utilized to benefit the state, its inhabitants gpg
build up the econony of the state. ~And so in a number of states
they initiated projects through their pension funds to allow for

investnment within their stat e, alt hough soneti nes they al | owed

diversification beyond that, into these concepts of equity
capital, risk capital, seed capital, venture capital.  Apd
ess, ntially what they are trying to do is use that capital in

way that will build a state's future, to build a state's econony

because our economic systemis built on capitalism You must

have people and workers and jdeas, but you also need other
resources and t hat other big resource that we need i's capital.

If you don't have noney, you aren't able to make the pyestnent
to then create the business, the products and services that
create the jobs and the tax revenues that this state needs. pe

8823



January 26, 1990 LB 359, 577

of the things that we have found in study after study in, this
state, that we have a lack of this sort of capital available in
Nebraska. Studies start back in 1983 with a task force on snall
business equity financing. The report was called Equity Capital

for Nebraska Small Businesses and they found, gndl won't read
through all these puyt they did find aneedfor additional
financing for small business.” |p 1983 again, another task force

on state public pension fund investment, | ooked at a report that
called for the investnment of Nebraska Public Pension gunds and
tal ked about the idea of utilizing some of these pensi onsfun S
inthis manner. The 1986, another study resulted in 5 report
the model for the Nebraska Statew de R sk Capital SystenPwhi ¢h
agai n suggested we | ook at the pension fund system apnd the
potential it has for assisting imur capital needs. Thenew
seeds study, Strategies for Building the Next Economy,
referenced this need as well and the New Horizons study i'n }8%
State for Al Ages Report talked about the need to study this
concept that it was necessary to be reviewed by the Legislature.
So study after study has recognized an issue and have made ggme
recommendations on those issues. \Wat we' ve done in tAi s state
in response, and | have a nunber of bills pending, I1s totry and
find a way to flow capital back into the t hat

h - %tate, SO .with
capital we can take those ideas, take those potentialproducts
and services and turn theminto reality. The first stage of any
concept being devel oped as new businesses s what is . usual]y
referred to as seed capital andthere we have a very high r|sl<
invol ved. Seed capital is when sonebody has an idea, but really
is just getting started and nost individuals feel th rivate
sector is where we need-to make those decisions and tHere'i’s a
bill, LB 577, that is pending that is likely to come up this
Sestsict)rrl] tha(tj vaoul ddprovi_?eli n%%nttives to the private sector to
nee e need of seed capital, at initi i
needs. The second stpage of capi tlarl]I tn'e%ldsslts? eorPésea?@R'tgrjld
devel opment. After you ve taken the idea and developed it to
poi nt where you know that there is some viability, then you neea

to research it further, develop it. = And the R6 D stage is
where we have devel oped the RS D Authority and there we put = .

= ) ; . ; - in
$2 mllion a year to provide assistance in this capital need.
The next stage after you' ve done the research and development
can be referred to as mezzanine financing and it is at that
stage that we find a gap that needs to pe addressed that the
pension funds can enter into. This nezzanine fjnanci ng was
identified by the Investment Council as a need for the state and
as a potential high return also for investnent. the | nvestment
Council | ooked at this whole issue and found reconmendati ons
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| ooking at other states and | ooking at their own investnent
policy that by diversifying and nmoving into this sort of thing,
that they could find a rate of return that would diversify their
portfolio and perhaps be very beneficial to the state, again, to
the retirees involved in the retirenent plans andto  the
taxpayers of the state. Nowthere is higher risk here,
obvi ously, because this is not the. npaybe the tried. and true
bond that you m ght want, but there i'srisk in any i nvest ment |
It's a question of Tevel of risk. ¢ you invest in bonds you
al ways hope that they' Il be fine, but sonetines even those have
trouble. If you invest iu the stock market, when we moved to
ths prudent man rule we allowedfor that investment, there is

always risk in the stock market. you' renever for sure yhat is
going to happen and you havew nners and |osers. things have
been pretty good lately, but you' re never sure. This idea. of

this type of financing in venture capital in a broad sense, just

using it as a broad generic termijn venture capital, does
provi de perhaps slightly higher risks than sone of these other

tl~es of investment, not to say that the other investment
doesn't haverisk. The question is overall jn a portfolio
diversifying it Do you end up with unreasonable risk that a

prudent man would not take and with that risk do you pgye the
potential for high return? And what we find is that, yes,

you' Il find that maybe in someof these investnents if you
invest in five conpanies and four of themdon't work out, you
still come out ahead, if you' re able to invest early on that

one company that does succeed because you find with that
investnent a very high rate of return on that investment, the
R SD authority has found out in some of their investnents and
we could find that as well in the different discussions on
pension funds. And so, yes, you maybe don't have the high
nunber of investnents consistently coming back as |yinners ut
what you do is you take that risk with the potentiap tl[nat V\,Re
you do hit the nmark, when you do find that pysiness that does
succeed, your return on that particular investnent will nore
than nmake up for the losses in the other investnments and make up
a return adequate and perhaps even nore than you would find b
maki ng ot her investnents el sewhere. y

PRESI DENT: One mi nute.

SENATOR WESELY:  Thank you. So the concept is | think a sound

one. It does help return investnment capital to the state. i
t

does allow for the opportunity towork in this area and rig
now the Investment Council has been denied that chance {5 move
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forward in this area because their contract that woul d have
brought in sone expertise fromoutside of the state to deal with
this issue was denied by the Governor, andthe Governor found a
section of lawthat hadn"t really been |ooked at much and "\ hich

was i nvoked nuch to 'the surprise of the Investment Council, ,ot

realising that the Governor even had that authority (5 approve
contracts for investnent advisors and so the whole effort in

this area |I' ve just outlined was stynmied as a result. So this
legislation was introduced to renove that section, prohi bi tion
agai nst the Investment Council being able to hir the own

i nvestnent advisorsand you go back to the systemthat had been
inplace...

PRESIDENT: Time.
SENATOR WESELY: ... for qui+e sone nunber of years. | know, my

time is up so | will hope ta have another opportunity to go into
this and gi ve nore background on the issue.

PRESIDENT: Thank you. Senat or \Warner, please, followed by
Senator Langford. Senator Warner, we' renow on the kill mnotion:
SENATOR WARNER: Yes. Nr. President, menbers of the
Legislature, the motion fjjed |ast session is to indefinitely
post pone 359. Senator Wesely has discussed, gt some | en th
i nvestnent policy of the or potential investnent policy by

i nvestment board of retirenent funds. Really that is not

i ssue here. As heindicated at the close of his opening, tﬁe

situation qi d conme about where the investnent board had wanted
to enter into a contract that would nove into some of these

ki nds of areas with a private flrm and it was true the Governor
did not agree or did not sign the contract as required by I|aw

for it to be valid. But the issue here to me is not one of
venture capital, although that is probably the way it s bpein
present ed. Senat or Wesely didn't |ike the nmessage of the vego
and so he obviously is resorting, not the veto, well the veto of
the contract in effect, by refusing o sign. But it's e
classic, | don't |ike the message so |'mgoing to kill the

messenger, and in this case it seens to me that the reason iphat
has been put in there, and | was sitting in this body when this
whole concept was enacted many years ago. Senat or Wi t ney
primarily was a st rong advocate of that approach. andit was
the intent that you shoul i solate, as ruch as possi bl e, sonme of
these investnent policies, it shoul d be done rofessionals,

all of which | agree and all of which I V\DUFd say is tr'ue.
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There is one thing that is different, however, gnd because the
state, in fact, does have avery strong interest in how those
funds are invested for two reasons, some of those funds at | east
are public enployees for which the state certainlynas an
Interest I n protecting the enpl oyees' interest, puyt more
inmportantly the state al so has a budgetary interest because Wltlh
the defined benefits plan, the state pmy well be responsible
with tax funds to providethe nmoney for those retirenents,
ShO_Ul d the i n_VeSt nments fail. interest in ret a| 'ni ng the I|aw
as it is nowis to have at |east one elected official "who has an
accountability on their duties of office to | ook at these kinds
of contracts before they are signed and becone binding upon
state. If an investnment board nakes a nistake, we are stﬁl
bound by that contract once it is signed. And it seens to me
that the Chief Executive Oficer of the state should have the
responsibility of reviewi ng those contracts whenthey are so
binding, when they involve such |arge anounts of money, when
there is a potential for state tax inpact if nistakes are pade
and most i mportantly, of course, that you are protecting the
retirenment noney of some individuals, manyindividuals who ase
public enployees. And | think that safeguard is inportant to [)e

there. The fact that in one instance it was not agreed to by a
current Governor does not nean the policy is wong. | ihink the
policy is right irregardl ess of how a Governor might have gcted
upon a contract at sonme tine in the past and woul dur ge t%e
bill be indefinitely postponed. It's the only issue in the
blll, the Only i ssuein the blll, and t hat whet her or not you
want to so totally isolate the Investment Council with the

tremendous amount of noney and authority they have, if you want
to so totally isolate themthat npg elected official has any
review, you can't reviewit as a budget matter. \ws do not sit
and make a budget decision on how they operate jnpternally, and
the only possible reviewis the one that is here and P/'d urge
the body woul d indefinitely postpone the bill.

PRESIDENT: Thankyou. Senator Langford, please, followed by
Senator Wesely.

SENATOR LANGFORD: | agree fully with Senator Warner on what he
has said. I nvestnent is sonething I know just 5 |ittle bit
about. I cannot peljeve that soneone is actual IP/ sug?esti ng
that we use retirenent funds for investnent capital for Start-up
on business. The tinme will cone when we' |l gointo a recession
and that capital will disappear. Then the state will be
reguired to replace part of jt and | do urge you, please,
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please, think about what has been proposed today. |t sounds
like pie in the sky to use retirement funds for new ventures.
wi || support Senator Warner's amendnment and | do hope that those

of you who are here and listening will think seriously about
what has been said because it is a very dangerous enterprise_
Thank you.

PRESIDENT: Thank you. Senator Wsely, please.

SENATOR WESELY: Yes, thankyou. The Conce.pt. of investnent and

venture capital and the issues |'m raising here, Senator
Langford said she knew just a little bit about it and evidently
that's the case. It's a difficult subject for pany of us to

know much about and | don't claimany expertise, but  have
spent a little bit of time looking at this and the idea s not
to take start-up business as | said before, but the idea was to
t ake t hose businesses ready to expand, devel op and grow beyond
the first two stages you nornally woul d nake investnent on’ was
where we find the need and that is a nuch |esg risky activity
than what Senator Langford just referred to, and that really is
the issue. | understand where Senator \arner is comi ng into

this, saying that it is the poli ci; of the Governor being
i nvolved in the decision-making, but | think there would have
never been any issue raised had there not been this particular
roposal put forward and so it really is the matter.

gskgd Ser?ator War ner i f the Resear)éh and Devel opn‘entBEStaH(S)reit{/
right now contracts for consultants, do they have their
-ontracts all approved by the Governor? Doesthe PERB board
that now is out there making investnent policy, at |east at this

time, for different investnent funds that +their contracts get

aPProved by the Governor'? Are we tal king about equity so that

a of these types of contracts get reviewed by the ~Governor

anywhere that they gare? No, We're just singling out the
I nvestment Council and pulling themin under a statute that ¢

very many people recognise were out there and saying the
Governor is going to now take advantage of that and be ,yglved
init. And | think it's a m stake. | f you want to get back to
that particular point, I wunderstand where Senator \Warner s
coming from about the desire for accountability and | certainly
have belief in that, but there are also times in which frankly,

you have to question about that interjection of politics in the

deci sion-neking that yequires professionals. For example
Governor Orr approved ﬁiring rovi dent | nvest nent EJouncH réon‘e
time ago, the sane day that tnhe |nvestment Council voted to
termnate them S0 the very same day that the |nvestnent
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Council with their expertise sawthe desire to term nate this

particular | nvestment Council, the Governor approved that they
could be hired and that just exactly points out the proble
that the Investment Council is made up ofexperts, people thg

understand what they are doing, know the business, know the
peOp| e involved and hopef ul | Yy that's Why they' re there and
that's what they're supposed to be doi ng. And the Governor has
got many other responsibi lities and other things to do and
cannot take the time or doesn't have the ability to really be
able to look into this and so you' |l have nistakes like this
happen. I n addition, the Governor approved Travel ers' Keystone
despite the fact that Travelers had sold Keystone two fonths
before she approved their contract. Additionally, two contracts
wer e approved by the Governor that the portfolio gdvisors had
recommended agai nst and one of them being Conmerce Capital, zpg
there are other exanples as well. What you find then is that
now that the Governor has taken on this responsibility, it' s
causing confusion and difficulty as wetry to nmove ¢orward and
make sound investment in this state. The Governor and the
politics involved ought to be taken out of it and I'm going ¢o
say that now, not just because of djsagreenent with what
Governor Or did last year, but | frankly anticipate that there
will be another Governor a year fromnow and | still think that
under those circunmstances that the next Covernor also should pe
taken out of the process, decision-nakingrocess, andallow
those that have the expertise to nake the decision of how to
invest this money. I think that it hasmrked in this manner
now for a nunber of years. It has been a successful effort that
has not resulted in difficulty and | think if they had proceeded
with the plan that they had in place, | think people would paye
been pleased with it as well, but clearly there were those tﬁat
have doubts about it and | want to get back to that particular
issue.

PRESI DENT: One m nute.

SENATOR WESELY: And  not enough time to do that, but | think
clearly the concept of trying to allow for individuals {5 make
decisions about how to make the best investmentfor these
retirenent funds is what we're really talking about here and
this Investment Council | think has done a good job and what
they saw was that their portfolio and stocks and bonds \yas not
diversified enough. It wasn't conming back and hel pi ng our state
and our businesses and our econom c devel opment to the degree it
could and it wasn't bringing inthe return that they could if
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they had diversified their portfolio, sothey movedforward.

Now Kansas has donethis. Nobody has tal ked about disasters
down in Kansas. |t has been a succeSsful programand nany ot her
states have likewise initiated prograns like this. It's not
dangerous, Senator Langford.  And as for the downturn in the
econony that could result in the loss of jpvestnent, that can
happen now in the stocks. | mean, if the stock market falls, iIf

the econony goes into recession, stock valuesdrop and we' ve
seen that happen. Thereis a cyclical situation there as e|l.
And so risk 1s involved in any.

PRESIDENT: Time.

SENATOR WESELY: ...investnent that's nmade and ny point is that
this is arisk well worth taking, the prudent pan rule still
applies, and we ought not to have interjected opposition from
the Governor's office.

PRESIDENT: Thank you. Senator Warner, would you ljke to close
on your...Senator Wsely, do you wish to talK agai n? Okay, you
may.

SENATOR WESELY: | appreciate the lack of interest in the topic
and this is one good way to clear the floor | guess, gswe all

have a chance to nove into the |ynch hour, but an inportant
issue it is and | definitely understand where concerns from
Senator \Warner and others come, but | think we can't ignore iphe
fact that this is anissue that's time will come. Naybe not
today, maybe not as the Investnment Council would |j to see
but those studies | tal ked about were clear back in I1883. we' ve

been tal ki ng now for seven years about the concept of trying to
utilize capital in this state to build the state, gnd it's not
only with pension funds, but we al so take a nunber of other
i nvestnents and send themout to different banks to hold for
and then we don't request they do anything with that capital ana
meke it available to local communities that they serve and that

is cal[ed i nk deposits, that's another bill that is pendi ng.
There is a Venture Capital Incentive Act that is pending on
Ceneral File as well. Again, all these different efforts to try

and recogni ze one of the big gapa in our econonic devel opnent
{)/ol icy in this state. We have not utilized capital adequately.
enture capital has not been nmade available as it should pjo jp

this state. As a result the .econom c devel opment of this state
has been retarded, it's been held back as a result of ihat and

we need to understandhat we need to unde: stand that problem
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and deal with it. And one of the ways to deal with it is not to
throw aside the opportunity to make investnentthrough the

Investment Council. So I would ask ¥QU to oppose the indefinite
post ponenent of the bill. I"'mwillingdto work with Senator
Warner and | have offered to do so but the concept of

recogni zing that there is sone linmts jnto how much of that
money is actually invested in venture capital that he had a
pi ece of legislation that would have linmted to 5 percent t he
comittee oweredit to 3 percent of how nuch of (Pur i nvest ment
funds could go into this sort of venture capital ' re talking
about . That seems to nake sense to Me. et the |nvest nent
Council do their job. Let's talk about how much pppe is

prudent to put into this and | think what they were talking
about was $35 million out of $850 mllion and |I'm nhot sure

that's asking too much and the way it has been handled in o%%tr
states, it's been very successful and so there are ways in which
we can proceed in a prudent fashion to deal with this matter and
| think killing the bill sinply delays action on this issue g

the future, understanding the concerns that ar%utthe_re,

understanding the sincerity | think of Senator Warner, still
understandi ng where |'mcoming fromas well, that | gerved as
Econoni ¢ Devel opment Chairman, | |ooked at this issue, weg ent

sonme time on it and a nunber of task forces have | ooked at this.
They have all come to the same conclusion, this is a problem ;,
this state and we need toaddress it, but it's not a problem
that a | ot of people have taken an interest in as i

t he debate we ﬁavg and the interest we have on the ?Ylgc?rn%eedre g
this time. And | understand that, it's not an easy issue. |y g
not something that is pressing, but when the don~-turn cones
again with the economic cycle, swings back around as it did in
the m d-eighties and comes back around at some point in the
future, maybe in the near future, we're going +to think again
about what our tools are for econonic devel opnent, what we' ve
done and what we could be doing and that's the time at vun ch we
are going to revisit this issue and find that we could be doing
some things that we haven't been. And so | understand things

are pretty good right now. The economy isn't too bad, that we
see some viability there although the revenues are dropping

concern is being expressed about where were going in the ne%r}d
future, still things aren't too bad. And jt seems |ike always
we don't innovate and make progress until the bad tines, Vl\ga¥d
times cone and then we think sonme nore about it. And so I'm
just alerting you to what | think is a key issue. appreciated
the Banking Committee's advancenent of the pill. It was
advanced 5-0. | think they understood the desire {5 pave the
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Investment Council with their expertise making these decisions
and I'd ask all of you to recognize that as well and oppose the
kill motion.

PRESIDENT: Senator Schimek, please.

SENATOR SCHIMEK: Mr. President and members of the body, 1I'd
like to ask Senator Wesely a couple of questions.

PRESIDENT: Senator Wesely, would you respond?

SZNATOR SCHIMEK: Senator Wesely, just for the record, would you
t211 us what groups, whose retirement funds these are and
wnether those groups support this concept or this bill?

SENATOR WESELY: The groups are the state teachers, the State
Patrol, state judges, I believe are the three.

SENATOR SCHIMEK: Just three? I was thinking there were a
couple of others, but that's okay.

SENATOR WESELY: There could be. Those are the main ones.
SFHATOR SCHIMEK: That gives us an idea.
SENATOR WESELY: These are all defined benefit plans.

SENATOR SCHIMEK: Okay. Then what about the groups' feelings
about this approach? Do you have any idea about that?

SENATOR WESELY: Well the groups involved as a defined benefit
p-an, they get their benefits regardless.

SENATOR SCHIMEK: No matter what.

SENATOR WESELY: So in truth, they've not testified on the bill
or expressed, I think, they are neutral.

SENATOR SCHIMEK: So that if there were any losses incurred in
this type of investment, it would be loss to the state then?

SENATOR WESELY: Yes, that's right.

SENATOR SCHIMEK: Thank you.
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SENATOR WESELY: That if there were losses in any of the
i nvestments, the state woul d have that responsibility.

PRESIDENT: Thank you. Sena or Warner, would you like to cl ose?

SENA_T(]? V\A_RNERI Nr. President, rrenbers of the Leg| sl at ure,
earlier this week there was a hearing before the Retjrement
Conmittee, evening hearing, large attendance and it dealt wth
the issues Senator Vesely was neking some comments in his gjrgy
opening wi th Senator Haberman and there was a lady there who
was, the firmthat she is with, siips ny nind at the nonent, but
who was obviously a very professional, g vyer competent
i nvestnent counsellorand this issue in a generaF gense came up
during that and she described the issue that Senator Wesely p5q
been tal king about as probably the hottest issue across the
country, that is where people in elected office are I ooking for
ways to get_ into retirement funds and use them for econonic
devel opment. That's a fact. And that's one of the things that
really makes me nervous al so, because good investnent and good
policy can sometimes take second seat to the desire for
economic  develop..ient". But that's not my reasons for putting
the kill motion on. | also have a bill in that authari ze
sone of t hese kind of investnments by the I|nvest mantOouncﬂ ae
Senator Wesely has indicated | believe, andit does have some

limts on it as opposed to thereare none now. |'mcertainly
not doing this because of the position of the current ggyernor.
I recall, or at least Iread in the paper at the tinme t?1at

As
she had indicated she would not sign g contract, she made
comment that one of her concerns was that it was not Iim'teda,
those investments were not limted to within the state. As
Senator Wesely has just indicated that he things they ought to

be limted to within the state. Every B[ofessional I know of),
that 1' ve heard fromat |east who is” objective, says that' s the
wor st policy you could have. It"'s not to |imt them to the
state. You' d have to be statew de. gg my position is not at
all on this issue.on. venture capital or seed money or any of
t hose. Ny position is solelx one that | believe the chi ef
executive officer ought to have the responsibil ity to approve
these kinds of contracts pecause the i mpact of themcan be
tremendous and there is no opportunity, no opportunity to do
anything about them once signed. And | think that because of

that potential, that responsibility ought to rest with that

chief executive officer. There is no question in nmy mnd, when
Governor Kerrey was serving he was, as | recall, a proponent of
using those funds in a variety of ways or at |east discussing,
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open to it certainly. In fact, it used to become an issue in
confirmation, as I recall, on some of the various appointed
boards as to which side they were on. I think, as I've said
several times now I guess, that it's important to retain that
responsibility with an elected official who does not initiate
them, but only has that review authority to say no to a
particular contract and 1 think that protection ought to be
there for the state as well as for the employees who are covered
by those plans.

PRESIDENT: Thank you. Senator Warner was closing on the
indefinite postpone motion and the question is, shall LB 359 be
indefinitely postponed? All those in favor vote aye, opposed

nay. Simple majority. Have you all voted? Record, Mr. Clerk,
please.
CLERK: 18 ayes, 2 nays, Mr. President, on the motion to

indefinitely postpone the bill.

PRESIDENT: LB 359 1is indefinitely postponed. Mr. Clerk,
anything for the good of the cause?

CLERK: Yes, Mr. President, I do. Senator Wesely has amendments
to LB 720 to be printed, and to LB 742. Senator Rod Johnson has
anendments to LB 163 and Senator Labedz to LB 662. (See
pages 542-45 of the Legislative Journal.)

Health and Human Services Commi<tee reports LB 871 to General
File, LB 1022 to General File, LB 1063 and LB 1070 to General
File, those signed by Senator Wesely as Chair. (See page 545 of
the Legisliative Journal.) I believe that's all that I have,
M-. President.

PRESIDENT: Senator Emil Beyer, would you like to adjourn us
until Monday, the 29th of January at nine o'clock, please.

SENATOR BEYER: How about adjourning sine die? No, I would move
that we adjourn until nine o'clock on Monday.

PRESIDENT: You've heard the motion. All in favor say aye.
Opposed nay. We are adjourned.
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