


MEMORANDUM

AFRICAN DEVELOPMENT BANK STATE
LEGISLATIVE PROGRAM - ALASKA

|. Background

The African Development Bank ("the Bank") is current-
ly seeking the enactment of legislation, where necessary,
which would permit siate-regulated banks, insurance compa-
nies, fiduciaries and public employee retirement systems to
invest in Bank obligations if they choose to do so. Several
years ago, largely through the joint efforts of the
Congressional Black Caucus and the Reagan Administration,
Congress enacted Title XIIl of P.L. 97-35 authorizing United
States membership and financial participation in the Bank,
which was initially created in 1964 and until 1982 limited
its membership to African countries. Today, the Bank's mem-
bershiﬁ includes all African nations except for South Africa,
plus the Governments of the United States, Canada, Japan and

Western Europe.

The Bank, a principal source of financing for
economic development projects on the African continent, funds
these projects through the sale of its obligations in the
world's capital markets. As with the International Bank for
Reconstruction and Development (World Bank), the
Inter-American Development Bank and the Asian Development
Bank, investments in African Development Bank securities by
the state-requlated institutions described above generally
require either state legislation or administrative agency
rulings prior to the time such securities can bhe marketed in
a particular state. P.L. 97-35 referred to above authorized
federally regulated financial institutions to invest in such

securities”

Since initiating state legislation activities several
years ago, the Bank has obtained passage of legislation;or

secured comparable administrative agency public rules to
qualify its securities for investment in forty-two states

1/ These include Alabama, Arizona, Arkansas, California,
Colorado, Connecticut, Delaware, Florida, Georgia Hawaii,
ldaho, Illinois, Indiana, lowa, Kansas, Kentucky, Louisiana,

Maine, Maryland, Massachusetts, Michigan, Minnesota,
Mississippl, Missouri, Nebraska, Nevada, New Jersey, New
Mexico, New York, North Carolina, Ohio, Oklahoma, Oregon,
Pennsylvania, Rhode Island, Tennesse® Texas, Virginia,
Washington, West Virginia and Wisconsin. In addition, Alaska
state-chartered banks obtained such investment authorization
through legislation enacted in the 1988 session.



Bills are also pending in several additional states, while
others have either issued private administrative rulings or
have laws which already permit such investments under a
"prudent investor" standard. It should be noted that each
state has its own particular laws applicable to
state-regulated institutional investors and no two states are

alike in this regard.

The Bank entered tne United States capital market for
the first time in the Fall of 1985 and most recently in early
November 1987 with highly successful bond issues. The three
principal American bond rating services have given its bonds
AAA, AAA an”™ AA ratings, which makes this type of investment
quite attractive once a requlated investor receives
appropriate legal authorization. In order to assure a
successful United States market presence, the Bank is seeking
enactment ot legislation in a number of additional states,
including Alaska, to obtain this authorization.

IX.. Specific Legislation Needs in Alaska

A review of the applicable Alaska laws indicates a
need for amending only one section of the Alaska Statutes to
gain investment authorization for state-regulated insurance
companies. This involves merely adding the name of the
African Development Bank to those of the World and already
eligible for such investments. Alaska state banks recently
gained this investment authorization in similar legislation,
while other regulated investors apparently already have the
necessary authority without the need for statutory change

Based upon experience to date in other states, this
legislation should be completely noncont.roversial. President
Reagan and the U.S. Treasury Department have actively
supported.efforts to get this legislation enacted, as have
many Blacl?political leaders around the country Because of
the high Bank securities ratings, prospective investors also
support it since this increases their high-yield"', iow-risk
Eortfolio options and provides them an opportunity to make

oth profitable and socially worthwhile Investments.

Finally, since the Bank is the major source of foreign
exchange financing for transactions in or with Africa,
American exporters and technical assistance providers to that
continent have ample incentive to support the Bank's
financial .smsqess-.cnt, . 1...._ Oorv a. '

l[daho, rAlin-siu, .ndiana, lowa, Kansas, rGuisiar.*

Prepared November 1988 by:

David Aronofsky, Esq.
U.S. Legal Counsel, African Development Bank
Arent, Fox, Kintner, Plotkin & Kahn

1050 Connecticut Avenue, N.W.
Washington, D.C. 20036-5339

202-857-6054



THE SECRETARY OF THE TREASURY
WASHINGTON

FEB 12 198

Dear Governor Cowper:

[ am writing in support of the African Development Bank's efforts
to obtain the qualification of its obligations in the State of
Alnska for investment by certain state-regulated institutions.

"ne African Development Bank was established as a multilateral
development bank in 1963 to foster economic and social develop-
ment of its African members individually and through regional
cooperation. In addition to all independent African countries
except for South Africa, the Bank's membership now includes the
"United States, as well as the countries of Western Europe, Japan
and other developed nations. The African Development Bank is
patterned after the international Bank for Reconstruction and
Development (World Bank), the Inter-American Development Bank and
.the Asian Development Bank, in that they all make extensive use
of the world's capital markets through the sale of their highly
rated bonds and other obligations to obtain funds for development
lending activities. A substantial percentage of such funds
finances the Furchase of American gocds and services used in
critical development projects. This in turn enables American
.businesses and academic institutions to participate directly 1in
these activities, to the benefit of all concerned.

| would appreciate your State taking the necessary steps to
have the African Development Bank receive at least as favorahle
treatment under the laws of Alaska as is currently accorded to
one or more of the other multilateral development banks with
respect to the qualification of the Bank's securities', for
purchase by state chartered banks, savings and loan associations,
insurance companies, public employee retirement systems and any
special statutory or constitutional funds. At least 34 states
have already wholly or partially accorded such treatment to the
African-development Bank through enactment of legislation or,
where appropriate, administrative agency rulings. | anticipate
that the Bank will be in touch with you throughits American
legal counsel to present detailed legislative proposals-.

Sincerely,

The Honorable Steve Cowper
Governor, State of Alaska
Juneau, AK 99811-0101

cC: The Honorable Jan Faiks
The Honorable Ben Grussendorf
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"l think tax [X)ll?/ m I0di isgoing in he a back-
hurner isse,” said Donald H Sdafizneim, cmef
economist for Merrill 1.ynch i Company, even
though "the budget and trade deficits are troubling
toeconomists, "

"We"re likely toend up with higher taxes down
gfwe road, bIJtrpi Il_nlgleydiﬁtely." he said(,j Sumo f(irl'm
energy lax is lilely, he suggests, and eventual
avalue—g}/added lax could be imposed. If income ta§</
r-tes arc raisd, ihen prefercmml treatment for

cpital gains i "ol unreasonable,™ he said. Bui
wiih a new Adninistration and a new Congress due
lo take office, he does not expeci ihe tax rates tobe
changed in 198.

Mr. Straszheim sees a modest recession and
loner interest rates for the second half of 199. If
that forecast ks accurate. ltwould argue against
making tax-driven sales of bonds now, because
bond prices would rise if rates #©l, One strateyy,

, would be to <ell bonds on which one has a
lossand replace them with similar securities.

Vern Martens, vice president of Merrill Lynch
Tax Advisory, noted that if there isno change in

tax raies Moeear - yers will pay lower
taxes because of indexing for inflation.” Neverthe—
les. he said, “people arc sl looking for some —

thing that will provide a tax break.”

The most popular tax-exempt investments are
municipal bonds, although certain municipal bonds
are slbject to the altermative minim-. ., rttax. These
latter bonds pay slightly higher rates and thus are
attractive 10 investors who are not ligble for the al-
tentativeminimum tax.

Mr. Martens offered these additional possibil—

ities for reducing taxes:
"Rehabilitation credits for low-income housing
can cut taxes by up t©57.000. )
fTax-deferred annuities can be attractive for re-
tirerentplans.
<;B.Vswitching from money market funds to cer—
tificates of it or Treasury Rills or rotes, in—
vestors camdefer incoujg future years. A

switch in Cctober, however, will only reduce 1955
iniarcst income by 25 percent.
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promise between Iragand Iran under
which the countries would agree
equal production shares of 25 million
barrels a day each.” Iraq is-now
producing about 2.7 million Isa
day. while Iran"s output is just below
3million barrelsa day.

Under the new ?roptml, -
would also agree to lower (he official
price ithas used as a yarustick,
closer to$15a barrel, from SIS.

But OPEC officials and all analysts
fear that wtdl an agreement K
reached, a further steep_drop, in il
prices s a Ipal pessthilpiv. brinuing

1 L. .1 I'Mk s K, perhaps,
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_One industry expert said the tenta—
tive proposal depended upon a com—

Third W orld

Projects

Create a New M arket

By CLYDE H. FARNSWORTH

JA mi b\ linre

WASHINGTON, Oct 9- Al h
the markfi for exports 1
strapped developing ocountries has
fallen strikingly in 1he pest decade,
ihird-orld IDrOjeCtS financed by the
Interrational  development  banks
have created a booming market for
an array ofpi .

Under their crushing debt burden,
developing countries, which normal ly
buy about a third of all American ex—

, aut purchases from the United

$82.7 biltiyml% %gcent Sinoe 1%, 1o

But in-the same period, American
companies doubled, to 2 hillim a
year, their sales of items needed for
projects financed by the four leadi
developrent bankS — the Worl
Bank, the inter-American Develop—
ment Bank, ihe African Development
Eg\jr;k and the Asian Development

K.

The market created by thedevelop—
ment banks Includes power genera—
ﬁi_water pumps, truds, trectors,

illi imigation equipreni,
farm rgimp_ ments,gitte_le_c;egmmgrrﬁ ca—
tios equ;)odspnent, pesticices, seeds

and school .

In the five years, the World
Bank and the three regional irstitu—
tios have disbursed 376 billim to
business canraclors, chiefly inthe in—
dustrial cutries, It projects
in more than 100 developing coun—
tries. according ta recent report by
Development Bank Associates Ic., a
research group based inWashington.

Chances are that future disburse— PIoJ

ments will be even gireater, folloning
recent Congressional action authoriz—
ing American participation in a $/5
billion increase in the resources of the
World Bank, nearly dQJbllrrESnscapl—
tl. A large increase in funds for the
Inter-Averican Development B3nk is
likely tobe a?proved in the next few
months as vell,

"The development banks have
created an enormous market.' said
David A. Raymond, director of inter—
national prograns for the Enserch
Corporation of Dalles, a diversified
rator which aggressively

energy
pursues World Bank contrects. "It
It 3n business and there’s

more conpetition than ever. But it
pays hard currency on projects
throughout theworld."” i
Despite the numbers, analysis here
note thet American bidders like En—
serch are dill relatively ie5-
"Many business executives do rot

e
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The development
banks are bringing
aboutaboom for

many products.

know about thu biding process,” the
U’]_Idte_d States_ct;amber Oc%f%%mmerkc%
said ina special study marke

%Il’lrgaed two years ap. "Other;

) Der\éeoleggnent Bank Associates said
ina , *"APractical Guide
o the Development Bank Busiress,”."
that less than 3 percent of United

Strtes _exporters are actively en—
gaged inmarketing products for such
e lack of interest has hit_the
gggbook. Even as_ the United

has strikingly increased ex—

Irts t the develop™ment-bank mar —

, ithas been losing market share
1o nis principal commercial rivals -
West erman)é_and Japan.

By far the biggest of the develop—
ment_ institutias, the World Ban
committed $17.7 in 1987 t© expand
power distribution inArgentina, build
— works in_Belize, expand
tedmical education in Brazil and lo
aiJ soores of other programs. Com—
mitments by the three regional insti—
tutions totaled $7 billi, bringing the
el for tre four A7 billin.

_The commitments become aciuai
disbursements as  the multiyear

rojects reach varying stages of com-
plerion needing additional equipment
and syplies. i

Most of the contracts are relatively
small — in the range of $10,000 ©
$60,000. Ina recentyear, 65percem of
all-equipment contraeis and 55 per-
cent of all consultancy contracts on
World Bank projects were for less
than $50,000, according to the Devel —
opment Bank Associates study.

Over ihe same period thére were
2,000 payments by the World Bank of
more chan 51 million.

The developmeni-bank business i
oconfired develoi)lng oountries,
which includes nearly all countries
wirth per-capita yearly income of less
than $3,000. These include such giants
as China and India and such tiry is—
land states as Kiribati and Vanato.
The market also includes some East
tl)éog countries like Hungary and Po-
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DATE: /j/nuary 8, 1990

Date of 5-Day Notice: / f

(in accordance with Uniform Rule 23)

Labor and Commerce Committee considered

"An Act relating to insurer
and recommended:
[ ] replace with CS

[ ] attached amendment(s)

[ 3
pass

do not pass

[ ]
[ ]
[ ]

[ ]

ATTACHES NEW FISCAL NOTE(S):
Department(s)/Date:

no recommendation

individual recommendations

further referral to

[ ] fiscal note(s)

[ ] appropriation-no fiscal note

C hair: Signature

COMMITTETE

FIRST COMMITTEE OF REFERRAL

investments

[etter

KEBUTtU

FURTHER: Finance

DATE TURNED
INTO OFFICE:

[ /W ?<0

SENATE BILL NO. 353

in development banks."

[ ] same title
ro] new title

of intent adopted

Department(s)/Date:

[l zeearom fiscal note(s)
ID&pb... frv-Cojmmg.rtfc.-fr-Easn

[ ] Governor's bill w/fiscal note

OTHER RECOMMENDATIONSI

and Recommendation



STATE OF ALASKA BILL VERSION. 8B 353

1990 LEGISLATIVE SESSION PUBLISHDATE:  — ~
REQUEST: FISCAL NOTE

Revision Date: _ _ AgencyAffected: Commerce & Economic Dev.
Title:  Insurer investments in RRn. Insu'rance

development banks
Sponsor: Kelly rnmr »nce Administration ~
Requestor:  Senate Lapor & Commerce

EXPENDITURES/REVENUES:  (Thousands of Dollars)
OPERATING FY o1 FY 92 FY 93 FY %4 FY 95 FY 96

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES

EQUIPMENT

LAND & STRUCTURES
GRANTS, CLAIMS

MISCELLANEOUS

TOTAL OPERATING 0 0 0 0 0 Q
CAPITAL 0 0 0 0 0 0
REVENUE 0 0 0 0 I 0 0

FUNDING:  (Thousands of Dollars)

GENERALFUND

FEDERAL FUNDS

OTHER .

TOTAL Uu U 0 0 — L n

POSITIONS:

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

ANALYSIS :  (Attach a separate page if necessary)

This legislation would have no fiscal impact on the department in FY 90.

Preparedby:  James J. Jordan, Acting Director.
Division: Insurance VY A Date: 1/1Ft/on

Approved by Commissioner:  Larry. ji Mo eduridik (1 1>

Agency: Department of Commerce & Economic Development.

Distribution (by preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget 1 e
Impacted Agency(ics) 1*8®---- 0 f -—--

LWi/dgl6141D-1/11990a



SB 353: "An Act relating to insurer investments in development
< banks."

SB 353 adds the African and Asian Development Banks to the eligible list of
development banks into which investments can be placed. Provisions regarding
solvency and nondefault status are also added.

The provisions in this bill are identical to the language contained on page 30,
Section 30 ¢f SB 212, an Actrelaving to insurer solvency, introduced last session
O by the Governor. SB 212 isin the Senate Labor and Conunerce Committee.
The department supports this legislation. The additional provisions regarding

solvency and nondefault status give the department the opportunity to make
sure these banks are good investments before they are used by insurers.
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Office of the President

MEMBER
RO. BOX V
JUNEAU, ALASKA 99811
TENTH ALASKA LEGISLATURE (907)405-3822
ELEVENTH ALASKA LEGISLATURE
TWELFTH ALASKA LEGISLATURE
THIRTEENTH ALASKA LEGISLATURE P.O. BOX 210001
FOURTEENTH ALASKA LEGISLATURE ANCHORAGE . ALASKA 99521
FIFTEENTH ALASKA LEGISLATURE Senator Tim Kelly (Q07) 561-7612
SIXTEENTH ALASKA LEGISLATURE
January 23, 1990
MEMA" ANDUM
To: Senator Eliason, Chair
Labor and Commerce Committee
From: Senator Kelly
Re: SB 353, insurer investments in developement banks.
Thank you for scheduling this bill for the committee's early

consideration.

| introduced SB 353 in response to interest expressed in the
Anchorage community. As you can read from the attached
support information, it appears to have not only a laudible
purpose but provides a valuable investment opportunity to
Alaska institutions.

Current law restricts insurers to only those investment
opportunities of the Inter-American Development Bank. This

bill would expand the authorization to invest in obligations
cf the African Development Bank and the Asian Development
Bank.

Henry Lancaster is a good resource, person to contact for more
information on the merits of SB 353. He can be reached at
278-4729.



HENRY LANCASTER, INC.
550 West Seventh Avenue e Suite 1325  p.0. Box 10-3461 ® Anchorage. Alaska 99510 © (907)278-4729  Fax (907) 276-4289

January 29, 1990

Senator Dick Eliason, Chair
Labor & Commerce Committee
Alaska State Senate

P.O. Box V

Juneau, Alaska 99811

Dear Senator Eliason:

| am writing to thank you for allowing me to testify wvia
teleconference in the January 24, 1990 Senate Labor & Commerce
Committee meeting.

Senator Faiks raised a question during the meeting that deserves
further clarification. She asked whether the World Bank should
be included in SB 353. My review of the Alaska Statutes has
revealed that AS 21.21.120 already allows an insurer to invest in
the obligations of International Bank for Reconstruction and
Development (IBRD). The IBRD is more commonly known as the
"World Bank." Thus the concern for inclusion that Senator Faiks
expressed is already addressed in Alaska lav;.

Please do not hesitate to contact me if you have any other
questions or concerns.

Sincerely,

Henry M. Lancaster |l
President

HML:bgm

cc: Sen. Tim Kelly
Sen. Jan Faiks
Sen. Pat Rodey
Sen. Jalmar Kertula
Sen. Jack Coghill





