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It is therefore the .last solution to be considered--only af ~er 

having considered and either used or rejected all other forms of 

public intervention . 

In designing the Permanent Fund as a development bank, there 

are four central questions we need to answer: 

* First, what shoul~ be the limited goals of the Alaskan 

Permanent Fund within the framework of Alaska's overall 

economic development plan? 

• 

Second, what shoul d be the legal struc ture of the 

Alaskan Permanen t Fund so that it is equitable and 

efficient in carrying out those goals, and yet account­

able to the executive and l egis l ature? 

Third, what board and staff management structure is 

best suited to carry out these goa ls? 

* Fourth, what capital structure i s necessary to ensure 

that the Alaskan Permanent Fund has the financial cap­

ability to achieve its purposes? 

In addressing these ques tions, I have first approached the 

problem in general; then I have compared it particularly with the 

two drafts of the Alaskan Perrnar.en t Fund available to me, .HB-298 

and llB-300. 

'fhe conunents that follow lire in tended to help clarify, or 

rai se additional questions about, a basically sound draft doct~ent. 
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·1". 
In order to be sure ·'that I understand the meaning · of. particular 

words and· phrases in · these draft bills,· and perhaps t~ be of some 
' assistance to you in making their meaning unambiguouous·, I've 

I I I I 1j 

done a rather thorough exegesis of the key provisions. !n all 

cases, I refer · to the draft of HB-300, unless I particularly note 

HB-298. 

A. What Should be the Lir .ted Goals of the~ Alaskan Permanent 

Fund Within the Framework of Alaska's Overall Econom·ic Develop-

ment Plan? 

Almost all· development bank proeosals are initially marked 

by thre~ serious problems: confusion of goals, trying to do too 

many things at 'once, and "assigning to the development bank respon­

s~bility for delivering' more. than it is capable of delivering. 

In considering any new d~velopment bank, we need first to remember . . 
that this new development finance institution, like any financial 

intermediary, , can operate only on the supply side of the economic 

r JUation . . second, international and domestic experience make it 

clear that we should be precise in defining the goals of the in-

stitution and modest in our expectation of its impact on state, 

regional, or community economic development. Final ly, if the r e 

are separate goals in terffis of the cost or avail ability of cap­

ital, these separate goals should be implemen ted (as we shall see 
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in our discussion below) through separate arms of the development 

bank which are capable. of differentiating risk, sources and uses 

of funds, and sp~cialized management capable of achieving those 

specialized ·goals. In assessing the· goals of the Alaskan Perma­

nent F~nd in light of these principles, it is most useful to look 

beyond the general purposes articulated in Section 10 to the more 

specific investment criteria in Section 40: 

Investing Only in "Income-Producing Investments~ (Section 10 

and Section 40) is the single most important investment criterion 

of the Perman~nt Fund. Permanent Fund investment strategies 

should also be organized to bring private judgment, at p~ivate 

risk, to jcint venture in most projects in order to ensure that the 
I , .. ... • ' • • 4 • • • • 

in.vestments are soundly planned, managed and overseen. · This key 

provision recalls our "First Principles," pages 7-11: public interven 

·-ti.on 'through a development finance ~ntermediary to stimul~te' economi 

development is warranted not because investment opportunities are 

unsound, but because from the standpoint of opportunity cost, the 

private market has opportunities to employ its resources at 

greater return or lowe r risk than, as a public purpose, the state 

may be able to afford. Moreover, as we noted earlier, the i ssue 

is seldom the cost of capital, but rathe r, its availability. 

Therefore the Alaskan Permanent Fund will rnrely be war ranted, as 

a development bank, in offering subs t antial balow-mark~t interest 
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rates. The costs of capital, like state and local taxation, 

represent a very small percentage of the cost of production; an4 

differential rates in the cost of capital seldom make ' the margin 

of difference in the economic viability of the enterprise. Yet 

the problem of the availability of capital for new technology 

deve lopment, or for small- and medium-sizep commercial and indus­

trial enterprise, or for community-based enterprise, is often a 

serious public policy problem. 

Should it be determined that some form of subsidy is essen­

tial f~r certain large-sca le · infrastrubture developments, or some 

community developroent or rural housing development projects, that 

subsidy should be provided by the General Fund, as our earlier 

discussion and Section 130 (4) suggest. 

The rest of our analysis of the goals of the Permanent Fund 

i s most easily done by a careful review of the three essential 

investment criteria for (1) investment-grade securities, (2) pro­

ductive private enterprise , and (3) community deve lopment . This 

analysis conveniently fits our earlier discussion of potential in­

vestments f or the Permanent Fund on pages 11 through 23. 

l. Inves tmen t-Grade Securities: 

Section 40 (1) provides that 111\t I.eas t 40 Percent of the 

Resources of the Permanent Fund Shall be Invested in Investment-
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Grade Securities." (Section 10 (1)) This is a sound provision 

for two reasons (to which we have already made reference): 

First, because development banks operate only o~ the supply 

side of the investment equation, it is not all cl~ar what the 

capability of the Alaskan economy .ts to absorb Permanent Fund 

investments either for longer-term capital investment in produc­

tive private ·enterprises or for conununity development projects . 

Therefore, all capital which cannot be reasonably absorbed under 

those two categories should be invested in investment-grade secu­

rities. It is important, however, that a sufficient percentage 

of those investments be made in sufficiently liquid securities so 

· that they will be available, when needed , for investment in pro-

ductive private enterpr.i.se~ or community development projects. 
• • 

s .econd, this 40 percent investment in investme~t-grade securities 

not only "preserves the Permanent Fu nd 's capital for future gen~ 

' erations" (Section 10 (6)), but also acts as a kind of secondary 

reserve for ·the potentially high-risk investments in productive 

private enterprises ar\d community development projects. 

2. Inves tments in Productive Priva te Enterprise 

Sect.ion 40 (2) provides that "'l'he Permanent Fund May Invest 

No t More Than 30 Percent of its Resources to Provide a Reasonable 

Propor tion of ~anger-Term Inves tment Capital for Financing the 



I) 

Es.tablishnie.nt, .Improvement, and Expansion of P1:oductive· ~rivate 
f.1 

Enterpi:i~ Which Will ' Benefit Alaskans, .. and for Which Sufficient ., .. 
" 

• ' I 

C~p~tal is Not Availnble From Other Sources on Reasonable Terms. 

These Investments May· Take the Form of Equity, Deb~, or Debt 

Guarantees." 

Each of the above underlined phrases is sufficiently impor-

tant to warrant individual conunent: 

"Not More Than 30 Percent" suggests a reasonable and realis-

tic upper limit of risk in terms of the availability of public 

development capital subject to demonstrated real demand for it ~ 

It is never possible to be rigorously preci9e in measuring the 

capital gaL for publicly-needed capital. Development banks are 

best constructed to meet a reasonable demand and then organized 

in such a way that they are demand-sensitive, so that if there is 

a demand there is capital available . If such capital is not 

available, there is of course the alternative of adjusting the 

balance in investment-grade securities. 
. . 

"A Reasonable Proportion" suggests that the Permanent Fund 

should not invest other than in collaboration with private finari­

cial intermediaries. Federal, state and l ocal as well as inter-

national experience strongly support the idea that the public de­

velopment bank investment is likely to be more sound if it is 

made on a joint venture bas is with the private market. 
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order to either reduce the risk or increase noted 
• 

earlier, the key isRues here are to develop ~hat joint venture in 
'· 

ways which do not undul~ sh:!!f,t the risk to the Permanent Fund and 

. the rewards to the private market. 

The very scale of such under~ai' ings, and the relative risks 

_ inv~lved, would require that the inves~ments be made directly by 

the Permanent Fund in a fashion not dissimilar from those large-

scale investments undertaken by the Canada Development Corpora-

tion. The Canada Development Corporation is an important model 

for the Alaskan Permanent Fund, not only for purposes of undertak-

ing such large investments but also in order to ensure that the 

ownership of such large-scale enterprises does in fact become 

Alaskan rather than foreign-owned. The Canada Development Corpor­

ation, created in 1971, has had a mixed recn~d worthy of your 

more careful consideration. 

b. The development of new technologies essential to the 

refining and production of value-added manufacturing of 

renewable or nonrenewable resources in Alaska before 

export. 

This is a second instance in which the Alaskan Permanent 

Fund may need to "supplement private investment when sufficient 

private capital is not available on reasonable terms and condi-

tions." The development of these technologies may require invest-

ments by the Permanent Fund either in Alaska or outside of Alaska. 
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private market ls 9enerally 1 q~ite capable of filling 

need. Second, the state has limited capability to influence 
' ' 

short-term cyclical changes in worldwide markets or federal fis-
11 • ' · . ' • 

cal or monetary policy {in this regard, I trust the phrase "seek 

to smooth the cyclical pattern of growth of th"? Alaskan economy" 
' I • 

(Section 10 (2)) refers to lo~g-term redress of cyclical problems 

·in the Alaskan. economy resulting fr9m overdependence on nonrenew­

able resources, and does not refer to short-term business cycles). 

Third, it is only in the longer-term capital markets that any cap­

ital gaps critical to overall state economic development arise. 

"Establishment, Improvement and Expansion": Paqes 11-21 of this 

paper, I outlined three kinds of investment opportunities where . . . . -the establishment, improvement or expansion of sound, income-

producing, productive private enterprises of benefit to· Alaskans 

may not have sufficient private capital available on reasonable 

terms or conditions. These three kinds of investments include: 

* sound investments in Alaska's renewable and n·onrenew-

able resources which diversify the Alaskan economy but 

which are too large for private enterprise to finance 

on its own at a sufficient return coincident with other 

available risk opportunities; 

* the deve l opment of new technologies essential to the 

rPf ining and production of value-added manufacturing of 
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• 

renewable or nonrenewable resources in Alaska 

export; and 

support for the retention and expansion of medium- and 

small-sized busin~ss enterprise by ensuring access 

through commercial and savings banks to adequate inter-

mediate and long-term · expansion capital. 

In each instance , there· needs to be a rigorous analysis of 

the economic and financial· soundness of the sector, the r easons 

for lack of adequate private marke~ capital availability (if it, 

in fact, exists), and the relative benefits and returns, costs 

and risks of public intervention through the Permanent Fund. 

"Productive Priv21te Enterprises" appropriately requires that 

investments only be made in financia~y sound enterprises which 

are also income-producing, job-producing , r evenue-producing, and 

contributing i~ real economic terms to the Alaskan economy. 

"Which Will Benefit Alaskans•t is a vital phrase requiring 

that the investments made in enterprises that are not only finan­

cially sound but also in which the econom~c benefit to the resi­

dents of Alaska is greater than their economic cost to the state. 

This critical issue will be discussed in detail under "Legal 

Structure and .Accountability," pages 59-67, below. 

"Not Available from Other Sources on Reas onable Terms" is 

also essential to ensure that any public investments made by the 
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Alaskan Permanent Fund are complemP.ntary to · thE7 private market­

place and supplement private capital because of the p~blic bene-

fit derived by the residents of the state. However, as we· 'have ,, 

already noted, such collaboration between public anc private cap-

. ital must be reasonable and fair on both sides. 

"Equi~ is essential to the creation of new enterprises and 

new technologies, as well as to the expansion of substantial, 

l arge-scale en~ :erprises which are necessary to the diversif ica-

tion of Alaska's renewable and nonrenewable resources. 

"Debt and Debt Guarantees" are the modes of investment .most 

necessary to collaborative support with commercial ' banks, savings 

banks and credit unions in increasing the availability of inter-
. .. -

mediate and long-term expansion capital to medium- and small-

sized enterprises. 

3. Investment in Community De~velopment 

Section 40 (3 ) provides that "The Permanent Fund May Invest 

N0t More Than 30 Percent of Its Resources in Financing a Reason-

able Proportion of the Longer-Term Investment Capital Needs for 

Community Development Projects of Municioalities and Public Cor-

E£_rute Entities and Private Dwel lings in Alaska for Which Suffi­

cient Financing is Not Avai l able from Other Sources on Reasonable 

Terms . These Investments May Take the Form of De bt or Debt 

Guaran tees ." 

' 

.... 
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. I!. . 
Again, I want to amplify the meaning and corroborate the 

'" . soundness of underlined phrases in light of regional· and commun-
• . ' I; , . 

' . :. . 
i~y economic development exper~ence in the United States, Canada ; .. 
Europe, and Third Wor ld countries . 

''Not More 'l'han 30 Percent" is an important limitation for 

two reasons, wh~ch my own work in community economic development 

has often made painfully clear : First, c ommunity development 

finance is very high-risk investment activity. Second, there is 

a seri ouz problem in finding a sufficient d eal flow of projects 

which are sound both financially and in terms of their community 

economic imr3ct. Part of this is a market problem and part is a 

management p1oblem. Low-income areas, by definition, have a more .. 
' . 

l imited capability to support economic activit y . Therefore, 

heavy emphasis should be placed on the development' of community 

pro j ects with a strong export market , which generate st~ble, 

steady jobs i n the local community by importing sales revenues 

from outside the community . Finding adequate managerial talent 

i s a far grenter con~unity economic d eve lopment 

than fin~ing adequate capital. The Permanen t Fund h as the tough 

responsibil i ty of ensuring that community development projects 

are adcqua t ely managed as well us adcq1w tely funded . It must 

help mobilize t hat nmnagcment capability as well as capital. 

"Reasonable Proportion" i s also a phrase with particular 
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-importance to· co~unity development activities.· P.i·rst of all, 

suggests that in ev.ery ~~~t~nce the Permanent Fund should be 
r\ ~-.. " 

~·· 
joint venturing either with a municipality or with a regional or 

I 

cct'munity 'development c9rpora_tion or cooperattve which 

•would put up a significant amount of the financing. I have 

·already noted .Alas'ka' s unique opportunity to co-venture with 

~egional corporations. 

I t..0 

It also suggestu joint ventures with priyate entrepreneurs. 

Some of th.e most successful communitv development efforts in the 

lower 48 today involve creative financial and managerial collab­

or~tion between community development corporations and private 

investors--the Kentucky Highlands Inve~tment Corporation, the 
. . . 

Delta Foundation, Harlem Commonwealth Council, and Bedford-

Stuyvesant Restoration Corporation. All of these models and the . . 

history of their experience deserve the careful attention of the 

legislat~re in designing the Permanent Fund's community develop­

ment investment structure. 

"Longer-'l'erm Investment Capital •t, or "patient money,'' is es-

sential for successful community development projects. The need 

for extensive managerial assistance, for developing markets over 

a long term, for infrastructure investment, all add to the cost 

and to the time frame over which community development pr.ejects 

arc likely to have a profitable payout. Often, the private market 
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is willing to put up 'the short- and intermediate-term financing 

if municipali~i~s, public conununity development corporations and 
,.',:~ ! 

the Permanent Fund provide sufficient longer-term equity and debt 

financing. · ' . 

"Community Development Projects" would (based on the ~xperi-

· ence of conununity development organizations in the United States 

and overseas) encompass at least three· major categories of activ-. . . 

ity: export industry, local commercial and housing services, and 

social overhead capital and infrastructure development. To the 

extent that the Permanent Fund participates in any of these three 

areas of activity, it must meet its essential goal of investing 

only in income-producing pr~jects. 

' In the case of social overhead capital and infrastructure 

development, a subsidy will be necessary either from the General 

Fund or from a local municipalit y or public community development 

corporation. 

Similarly, conunercial and housing services essential to 

local t'•f"\mm11n; .,....,, '10,r.o , nnmo n ... , ,,; ... 1 l .. _,,..en be sorn .. ~·.·.•h •• ;:!t p .. ro .... ~ ................. • ou~ in --··-··-··--..z --·---r···-··- ··- - - - - - - - -
ter~s of the capability of deve loping a substantial cash flow, 

given the relat ively low income of the local service area . In 

order to put together a sound overall package, it may be neces-

sary for Permanent Fund investments to be paired with subsidized 
. . 

gr3nts from the General Fund or from local municipalities. 
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I • 

in which the case of exp~rt industry, 
.:: ., I 

, ! 
' ·are employed in enterpr:j.ses which sell to a "foreign," market .• 

side the local ~rea, is the likelihood of a strong, 

producing ihvestment·most assured. 
I • 

"Municipalities" are essential co-venturers with the Penna-
' 

nent Fund where social overhead capital and infrastructure invest-

ments are required. 

"Public Corporate Entities" I take to include regional and 

local development corporations and cooperatives. 

"Private Dwellings" has ' a strange ring. The implication 

·seems to be that individual local businesses are ' excluded from 

direct financing by the Permanent Fund for community development 
• 

. projects but local individual homeowners are not. Based on ex-

perience in ·the lower 48, serious consideration ought to be given 
• 

to financing local housing development through a community devel-

opment intermediary as well. 

"Debt or Debt Guarantees": This is a serious flaw in the 

design of the Permanent Fund. The Permanent Fund should be f~ee · 

to make equity investments in community development, as well as 

in productive private enterprises. 'l'he exp"~rienc~ of the most 

successful community deve lopment organiz iltions in the United 

.States confirms this judgment. The essential financial ingredi~ 

ent of successful CDCs is their ability to m~~e equity investments 

)' 

... 
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in enterprises in order to have 
"".f. 

adequate control and in order to 

ensure that they are soundly and patiently financed. 
I • 

Alaska iE. in a somewhat exc:eptional position, with many 

' stantially funded regional community development corporations 

which can take much of the equity position for conununity develop-

ment projects on a joint venture basis with the Permanent Fund, 

Nevertheless, such pioneering state community development banks 

as the Massachusetts Community Development Finance Corporation, 

with their capaci~y for making equity investments in conununity 

development as well as for handling debt ard debt gua rantees , 

d~serve careful consideration by the Alaskan ~ennanent Fund. ·This 

power need not be used frequently, but it is essential that it is 

available to the Permanent Fund. 

B. What Should be the Legal Structure of the Alaskan Permanent 

Fund So That It is Most Equitable ~ ,d Efficient in Carrying Out 

Its Goals, and Yet Accountable to the Executi ve and Legislat~re 

for Achieving Its Public Purposes? 

We have already noted that the great virtue of development 

banks is their abil ~ty to operate at a relatively high l evel of 

efficiency and market sensi ti vi ty. ~J~h is strength, however, is 

counterbalanced by the tendency of development banks to operate 

more conservatively than public policy may warrant and (sometimes) 
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to be designed with insufficient executive or. legislative bver­

sight. Care at this early stage in the design of the Alaskan 

Permanent Fund can help to ensure that the strengths of the Fund 

as a ·development bank are maintained while i~s ve~knesses are 

minimized. I cannot emphasize too strongly the importance of 

integrating the Permanent Fund into an over~ll economic develop­

ment plan. It is but one of many tools for achieving--and sus­

taining--a sound economy in Alaska. 

S~ction 20 properly .structures the Permanent Fund as "a pub­

lic cor~oration of the state and an instrumentality of the state 

within tbe Department of Hevenue that has « legal existence inde­

pendent of and separate from the state • ••. " Section 90 

"exempts" the Permanent Fund "from the provisions of the Execu­

tive ·Budget Act," Witho~t knowing the particulars of the Execu­

tive Budget Act, I presume that· this provision frees the Alaskan 

Permanent Fund board and staff to make decisions with regard to 

invest i ng principal and whatever portion of income is necessary 

either for administrative overhead or for res;rves without annual 

executive or l egi s l ative approval. Finally, Section 100 places 

"the president, officers, and staff of the Permant?nt Fund in the 

exempt service." 

It is absolutely essential that the Permanent Fund, if it i s 

to be efficient in carrying out its public purposes, be fr e e to 
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{ ' 
hire th~ highest ·caliber · professional staff at competetive world-

·, 

wide market. rates--free of the constraints of Civil Service an~ 

of either political or bureaucratic manipulatio~. Similarly, the 
. . . 

policy board of the Permanent Fµnd must be able to r 'eward it~ 

president and staff for successful performance according to mar-
' 

ket standards, and fire that president and staff at wi~l. Plac­

ing the personnel in the exempt service is essential to sound 

operations. Similarly, placing the Permanent Fund "in but not 

of" the Department of Revenue and making it exempt from annual 

approval of its investment decisions is also essential to its 

·efficiency, PROVIDED THAT there are careful controls built jnto 

the statute of the Permanent Fund which ensure complt'!te ann'ual 

reporting and review of the investment activities of the Perma­

nent Fund by both the legislature and the executive. This annual 

reporting and review must include both the financial soundness of 

its investments and their economic impact, and provisidns must be 

defined which ensure that the investment planning of the Perma-

nent Fund is consistent both procedurally and substantively with 

the overall economic development planning o! the state. 

In this regard , I prefer the language of Section 60 (10) in 

HB-300 over the comparable l~nguage in. HB-298. The policy board 

should be required by statute to "present a complete report of 

investment programs , plans, performance and policies to a joint 
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meeting of the Senate and House Finance Conunittees of the legis­

lature within 30 days after the beginning of each session.- It 

should not read merely "prep~red to present." 

The independent professional judgment that is essential to 

making tough investment decisions and the resulting market sensi­

tivity of a well-structured public development bank such as the 

Alaskan Permanent Fund is, as I have noted, a conservatizing 

influence over tine. It requires a more sophisticated form of 

accountability than simple financial accountability. Some form 

of dual accounting is called for. First, there must be simple 

accounting, according to conventional financial standards, of the 

ability of the Alaskan Permanent Fund to make prudent investments 

and receive an appropriate return on that investment. Because 

the Alaskan Permanent Fund is capitalized by a dedi cated invest~ 

ment of public revenues, this public investment requires, however, 

an additional public measure of return on investment in terms of 

the external bene fits to the economy as well as the internal rate 

of return to the development bank itself. Some of these external 

benefits can be measured ns the fi sca l return to the state in 

both reduced social overhead costs a nd increased ~ax r evenues. 

There are serious technical problems in properly ~ssig11in9 both 

costs and benefits, but this is an area in which considerable 

pioneering is essential if we arc to determine whether or not our 
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I 

projections for the Fund's economic impact and financial sound-

ness have in fact been met. 

I suggest, therefore, that Section 150 be amended to provide 

for an annua~ report which nccounts for economic impact as ~ell 

as the financial soundness of investments made by the Permanent 

Fund . This economic impact accounting should incorporate ope.ra­

tional principle number 8, which requires that "the Permanent 

Fund sha ll analyze t he economic and other effects of an invest-

~ent decision, by including the effects on employment, income 

dis t ribution, environment, ~ealth, social and othe r factors. 

The Inter-American Development Bank and the World Bank have 

developed techniques of cost-benefit analysis which have some 

limited applicability to Alaska and which are summarized in most . . 
useful detail in "The Appraisal of Development Projects: A Prac~ 

tical Guide to Proj ect Analysi s with Cas e Studies and Solutions," 

by Roemer and Ster n. It should be recognized, however, that be-

caus e the Al askan economy is part of the wide open and fluid 

Ame r i can economy , it wi l l be much more difficult to isolate the 

co~t~ a nd benefits of ~ermancnt Fund investments. For better or 

worse , unl i ke Zair e or India , Alaska does not have its own cur-

r c ncy or t a r i f f l aws . 

More appropriate to your purpo ses a r e some o f the t echniques 

now being pi oneer ed in MaDst1chusctts with the Community Development 
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F.lnance Corporation,· in which all investment decisions 
' r 

auditing of those investment decisions are made on a two-track 

line of analysis: th~ first track includes traditional projec-

tions and accounting for financial soundness: ihe second track 

includes projections for economic soundness. In this system, the 

staff must report t~ the investment board its projections of pri­

mary and secondary employment and fiscal benefits at the same 

time that it reports its projections for financial viability. 

The investment review board must then specifically find that the 

project meets standards of both economic and financial soundness. 

The monthly, quarterly and annual reporting of any enterprise 

financed must also note whether both sets of projections have or 

have not been met. In turn, the annual reporting of the Community 

Development Finance Corporation to the executive, legislature and 

public must account for the performance of its investments on 

both tracks. 

I want to reemphasize that the techniques for economic impact 

accounting have not been well developed, but that is all the more 

reason for us to make Gl commitment to improve the sophistication 

of those techniques given the awesome financial responsi bility in 

under taking such projects as the A!askan Permanent Fund. I would 

be happy to share with you in more detail some of the standards 

and procedures which arc now being developed. 

Two other forms of public acccuntability deserve further 
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consideration by . the Aiaskan Permanent Fund committee--provisions 

in keepinq with the movement toward both "sunshine" and "sunset" 
I 

laws. 

Sunshine Provisions: Section 190, which provides for public 

access to. information, does not yet properly articulate, in 

either draft, the appropriate boundar.ies for "sunshine" on the 

one hand, and for confidentiality and discretion on the other. 

Two matters require the utmost confidentiality: the financial 

records of an individual private enterprise, and the personnel 

actions of the Permanent Fund itself. Those matters should be 

dealt with in executive session and in full conf~dentiality 

regarding individual re?ords. All other policy actions of the 

investment board should be taken in public meetings of which a 

public r:cord is available. The results of individual financial 

. reviews and. personnel actions must· be available in ~:umm~ry form 

to the public--including the basic terms of any financial arrange-

ments that are concluded. 

Sunset Provisions: Whi le these are, in principle, a good 

me~ns of holding public development banks accountable for their 

actions, they present certain practical problems, in that devel-

opment banks by their very nature are investing assets and creat-

ing liabilities which will not ma ture until perhaps twenty or 

thirt y years into the future. This is not an insurmountable 
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pro~lem: the sun of· the Federal Reconstruction Finance- Corpora~ 

tion (RFC) set in 1958, at which time its assets and liabilities 

were assumed by the Small Business Administration. Nevertheless, 

I suggest not a predetermined ''sunset" date for terminating the .. 

J\l•askan Permanent Fund, but rather what I would call a "high 

noon" provision. 

The "High Noon" Provision: After the Permanent Fund has had 

.a .chance to get off to a good, ~trong start--say, after an inter-

val of ten years--at .its high noon of financial and economic 

activity, I suggest that it be subject to a fundamental review by 

a joint executive and legislative commission in order to deter-

mine whether or not its performance equalled its promise. The 

establishment of such a commission should, at the end of nine and 

a half years of activity, be required by statute now. The com­

mission should be required to report to the executive and legis­

lature on the tenth year anniversary of the Permanent Fund. 

Included in the commission's findings would be recommendations 

for the continuation of the Permanent Fund, subject to vari(ius 

modifications, or its termination. 

Accountability to Local Communities: This is a sensitive 

issue, handled differently by different states , depending on the 

hic tory and custom of different jurisdictions. Massachus etts , 

for instance, has a three-hundred-year his tory of strong l oca l 
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home rule which requires v~rtually all state actions to be 

locally approved. Connecticut has precisely the opposite tradi-

tion. . . 
The language of the Permanent Fund bills seems to make three 

implicit distinctions: 

Because the Permanent Fund can only finance a "reasonable 

proportion" of communit~ development projects , there seems to be 

an implicat~on that there must be a municipal or regional or 

local develop~ent corporation sponsor. 

Section 130 (8) specifies that the Permanent Fund generally 

"shall be sensitive to the views of affect.en local coni.munitieo • • • 

and specifically "shall include an analysis of those views in 

proposals for large investments." The implication is that invest-

ments in medium and small "productive private enterprises" need 

not bear such an analysis. The key questions are: What is 

"large"? And, do these phrases reflect Alaskan state-local custom? 

C. What Board and Staff Management Structure is Most Efficient 

for Car~ying Out These Goals? 

Generally speaking, I f ind the structure and responsibil-

ities of the Perman~n t Fund policy board, the investment commit-

tee a nd the pres ident to re f lec t approprin tc i n t e r national, 

national and state development banking experience. 
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above section on legal organization .. and accountabil-

ity, I have already noted the critical importance of e~tablishing 

the managerial independence of both the boards and staff of the 
' 

Permanent Fund so that they are able to produce according to 
-

market standards and to be independent from daily political or 

bureaucratic interference. 

Structure of the Perman "n\. Fund policy board (Section 50): 

The structure of the Permanent Fund policy board is <Jl'Od. It is 

small enough to be effective and yet large enough to represent a 

balance of interests. The two/seven balance between members of 

the executive · and public members is good ~ The public mem.b e rs sho1.\ld be .. -...... , ... .. --·- -··. -· ··- --- ·-·.....4.--·-·--· - ··-- ----· -------·- - ---·--·-·-.. ·· · ··-· . 
"confirmed by the l~gislature in joint sess.i.on, '' in the manner · of advice 

. 
and consent for major executive positions in the federal government. 

If the Alaskan governor serves a four-year term, the conse-

quence of staggered four-year terms for the seven public members 

is to give an .incumbent governor assured control of the board 

during the third year of his or her term, subject of course to 

legislative confirmation. This nrrangement has both advantages 

and drawbacks. If the Permanent Fund is to be an integral part 

of an overall development plan for the Alaskan economy there must 

be some mechanism by which the president and the policy board are 

a par.t of that planning process and operate within an ove rall 

development plan. On the other hand, the efficiency of the 



Pei;rnanent Fund requires some independence from the 

b~lance, the provisions in HB-300· seem .appropriate given the 
' . ' 

stipulation of confirmation by· the legislature, and removal 

"for cause". 

Given the small size of the policy board, the requirement of 

a two-thirds quorum is particularly important to ensure an active 

and vital policy group in which a substantial number of the mem-

hers are consistently present. 

I would suggest that you consider some mix of users among 

the seven public members of the policy board. One -user might be 

a representative of a municipality, another might be a representa-

tive of a regional or local development corporation, another 

might represent a major primary sector of industrial activity, 

and one might represent a distrib.utory sector, especially in the 

community or regional development area. The financial community 

is appropriately represented on the investment committee, but 

users might well be similarly represented on the policy board. 

I also s uggest that you reconsider the soundness of havinef 

the pr~sident serve as the chairman of the policy board. The 

president has sufficient power as t he chief executive officer. 

It is more common development banking practice for the chairman 

to be a widely-respec ted public member , either appointed from 

amon~ the publi c members to serve as chairman at the pleasure of 
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governor or to be chosen by the policy board itself. 

the chairman serve at the pleasure of the governor, ·drawn from 

the public members, is one method for helping to integrate the 

Permanent Fund's planning into state development planning. In 

any event, for . the protection of both the president and the insti-

tution, I suggest a separation of the chairman's and the presi-

dent's ' functions. 

Also, in my judgment, all meetings of the policy board 

should be public, particularly in light of the fact that the 

policy board does not itself make specific investment decisions. 

Only the personnel actions of the policy board wi th regard to the 

president should be held in executive session, and then publ~cly 
'. 

announced. 

The provision in HB-300 to pay policy board members $250 per 

meeting day, as well as per diem and travel expenses, is a good 

one. The policy board fu~ction is enormously important, in which 

the members carry great responsibility. It is common practice to 

pay private board memb~r.s a fee for performing that function; the 

same should be true of a public development bank such as the 

J\lnskiln Permanent Fund. 

The Duties of the Policy Board (Section 60) are well drawn. 

'l'hc distinction between your policy board a nd investment commit-

tee is remarkably similar to the distinction between the policy 

... 
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board of the Mas sachusetts Industrial Development Authority and 

its subsidiary investment review boards. 

It may be wise to point out in pr~cise language that the 

policy board .cannot impose an investment decision upon, or over­

ride an inve~tment 1decision of, 'the investment committee. It can 

only determine, on a periodic post-audit basis, that investment 

decisions made by the investment committee were within the over-

all annual operating and f inancial plan ap~roved by the policy . 
board. 

The Structure and Duties of the Permanent Fund Inves t ment 

Committee (Sections 70 and 80) are a l so quite sound. Here I 

think i t is not only appropriate but essential that the president 

of the Permanent Fund serve as chairman of the investment commit-

• t ee. I would suggest, however , that at least one of the members 

of the Permanent Fur.d investment committee have urecogized compe~ 

tence and wide experience in" community economic development. 

The Struc ture and Duties of the Permanent Fund President 

(Section 90) are a l so generally well articulated, although there 

are a few matters here which call for zomc clu.rificat.ion. t'or 

example , l wonder if I am the only one confJsed by the apparent 

contradict ion between a Permanent Fund president to serve for "a 

term of five years," while at the same time serving "at the 

pleasure of the policy board." In my judgment, the Permanent 



The Alaskan Permanent 

·· Funp ·can only be effective if in fact the pres~d~nt is 
• l 

employment at the "pleasure of the policy board." 

Similarly, the provision in Section 170 which states that 

"members · of the . policy board are prohibited from all attempts to 

in·fluence the investment committee, president, officers and staf·f 

in the discharge of their ordinary operating duties. The presi­

'dent, officers and staff of the Permanent Fund, in the discharge 

·of their ·offices, owe their duty entirely to the Permanent Fund 

and no other aut hority," seems to me to confuse the respective 

responsibilities of the policy board, investment committee and 

pres ident, rather than clarify them. 

Finally, I am pleased that . t~is generally good draft recog-

nizes the importance of empowering the president of the Permanent 

Fund with the sole responsibility for "the organization, appoint- . 

ment, dismissal, and remuneration" of all other staff. The 

policy board wants to be able to hire and fire a president who is 

then held wholly accountable for all of the other operations of 

the Permanent Fund. 

The Provisions for Technical Assistanc~ in Section 160 nre· 

another area in which I would suggest some reconsideration by the 

Permanent Fund committee. 'l'his provision, however wcj_ l int~nded, 

runs counter to my own experience in designing development banks. 

.In fact, in all recent development bank . l egislation I have 

l 

• 

'· 
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drafted, we have specifically prohibited the development bank 

from "providing financing for pre-investment activities including 

feasibility studies." The reasoning behind this prohibition is 

simple: we · want to hold separate the developer function from the 

banker function. If the development bank invests in its own pre-

investment feasibility studies or technical as~istance there is a 

tendency on the part of the development banker to become prema-

turely "married". to what may turn out to be an unsound idea. 

On the other hand, this kind of technical assistance is 

essential--particularly for many regional and local community 

development projects. Therefore an alternative solution has been 

to create a separate technical assistance agency which is specif-

ically in the business of using "soft" tax dollars rather than 
• 

"hard" investment dollars to make these pre-investment studies 

and then .to bring the developed proposal to the development bank 

for an arm's-length banker review. Section 160 deserves further 

thought and review in light of this experience. 

Intervention in the Case of Default: The apparent contra- · 

dictions between Section 130 (2) (3) and Section 130 (b) need to 

be resolved so the management of the Permanent Fund has full 

power to protect its . investments, including the exercise of vot­

ing rights. 
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~1>. What Capital Structure is Necessary to Ensure that the 

·Alaskan Permanent Fund Has the Financial Capability to Achieve 

These Purposes? · · · 

The capital structure of a development bank is intimately' 

tietl to the goals of the institution. Different kinds of manage-

·ment and different kinds of capital are both required in order to 

carry out the different purposes . Both international and domestic 

development finance experienc e makes it empha tically. clear that 

for the very reason we don't want venture capitalists to make 

unsecured inventory loans and for the ver y reason we don't ask 

commercial banke rs to make thirty-year , fixed-asset land, plant 

and equipment loans, we need to keep the risks, managements, and 

funds of the development bank separate to carry out separate 

tasks. Thus, the World Bank Group, for instance, separates the 

International Finance Corporation (an equity investing vehicle) 

from the World Bank itself (a market-rate debt vehicle) from the 

Inte rnational Development Authori ty (a subsidized, be low-ma rket 

granting and lending vehicle). In Massachusetts, the Technology 

DP.velopment Corporation and the Community Developmen t Finance 

Corpora t ion , which are both high-risk equity and venture capital 

ve hicles, arc capitalized, managed, and insulated from each other 

and from the operations and risks of the long-term secured lend­

ers s uch a s the Industrial Finance Agency. In public deve lopment 
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finance as in private finance; the terms, the c~st, and . . . 
acter of the sources of funds must 

It is for this reason that I suggest that operational pri~-

ciple number ,9 which empowers the Permanent Fund to "make invest-, . 

ments in financial intermediaries • "might be more precise~y 

defined to isolate several compatible but operationally distinct 

tasks on a functional basis. Specifically, I suggest ~hat the 

business plan of the Permanent Fund consider the possibility ,of 
• 

establishing separate subsidiary fi~ancial i~ter~ediaries ' to 

carry out several P.ossible specific functions of the Permanent 

Fund, incl,uding: 

a technology development corporation to · invest in technolo-
. 

gies which would reduce the cost of value-added and refined 

production of both renewable and nonrenewable resources in 

Alaska; 

an intermediate and long-term financing agencr to collabor­

ate wi t:h commercial banks and savings banks in providing 

debt and debt guarantees in support of greater intermediate 

and long-te rm capital for medium and small.-sized enterprise; 

a c~mmunity development finance corporati~ to co-venture 

with regiona l and local community development corporations 

and municipa li~ics in providing equ it~ as well as debt and 

debt gm1ranter.!:I to finance income-producing community 



development projects partic.ularly in lower-income: arid 

areas of Alaska; and 

a central development bank for locally-owned cooperative. 

' banks which would be initially capitalized by the Permanent 

Fund but eventually repurchased by local cooperatively-owned 

user banks in order to support rural and community develop­

ment' in .outlying are~s of Alaska. 

''Each one of these four ar.eas of activity would have its own 

investment revi ew ~oard appointed by the policy board (much like 

·the investment comrnit;.tee) with persons of ."recognized competence . : ' . . 
and wide experience~ in the specific investment area. Their 

chief executive officers would be directly appointed and directly 

responsible to the president of the Permanent Fund, but the day 

to day de.cision-making would 'be the province of the investment 

review board and the staff of the subsidiary institutions. Th~ 

policy board, the investment committee, and the president would 

retain the same direct power over these subsidiaries that any 

. Private co~poration holds over its ~ubsidiaries. As the Central 

Dank gradually became owned by its users, this authority in time 

would pass from the Permanent Fund to the users. 

'l'Wo major areas of activity would be directly retaine d by 

the Permanent Fund: 

First, those productive private investments which are of 
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such a large scale and such a relatively high risk as to be beyond 

the capability of the private market acting alone; 

Second, large-scale infrastructure investments deemed crit-

ical to the overall . de~elopment of the Alaskan economy. Any sub-, 

sidies necessary to finance the infrastructure, however, would be 

borne by t~e Alaskan .General Fund rathe r than the Permanent Fund. 

Operational principle number 4, Section 130, implicitly suggests 

that any subsidies would be made by special appropriation of the 

legisla ture.· I think that additional consideration might be 

given to the retention of i~come on investments by the Permanent 

Fund for a third purpose beyond overhead and reserves~-that pur-

pose being the explicit provision of subsidies for specific kinds 
~ 

of s ocial overhead capital investment, community development, and . 

infrastructure development. A specific prior authorization by 

the legislature should be r equired before th~ income of the Per~ 

manent Fund could be released to those purposes by the policy 

board. 

Section 130 (8) could also be used to create subsidiary 

financial intermediaries on a geographic basis to encourage some 

more sensitivity to the needs of l esser-developed r egions in 

J\las ka . In our highly complex political economy , it is not nee-

essa ry that capital mobilization and decision-making take place 

nt the same level. This has been amply demons t rated in the 
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operations of the Federal Home Loan Bank System and the Farm 

Credit System at the federal level. Similarly, there ·are increas­

ing numbers of development finance 'intermediaries at the state 

and local level which operate on a decentralized basis so that 

decision-making is more sensitive to local conditions. Local 

investment decision-makers will be better able to assess the 

risk, service the risk, monitor the risk, · and deal with problems 

of default than a more distant investor. International, national 

and private market financial experience supports this c~ncept. 

Finally, my limited exposure through memoranda to the exist-

• ing thirteen revolving loan funds now operated by th~ Alaskan 

state government sugge~ts that they might be more efficiently 

managed as subsidiary development finance inte rmediaries under 

the overall policy guidance of the Permanent Fund. This is 

·another matter that c alls for further re\· iew. 

The Provision for Reserves in Secticn 120 is a good start 

which does not go far enough. The legislature should consider 

establishing specific differential reserves for tlif ferent kinds 

of equity, debt or debt guurantee activity. For instance , 

r eserves for community development equity investments by the 

Mllssachusetts Community Development Finance Corporation are pro­

jected to be 100 percent. Similarly, no state has established 

lon;-term industrial debt guarantee programs without limiting the 

·. 
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state's exposure through a ceiling on reserves in ratio to total 

guarantees outstanding. 

The Provision for Borrowing Powers in Section 40 is a very 

important provision in terms of the future growth and development 

of t ~ Permanent Fund. The dedicated oil revenu?.s in:ttially cap­

italizing the Permanent Fu·.1d' s equity base at $2 or $4 billion 

should be compared to the capital base of the World Bank or the 

Canada Development Corpora tion . If the Permanent Fund is soundly 

managed, the opportunity to leverage additional equity or debt in 

worldwide money and capital markets on top of that equity base is 

substantial, as has been the experience of the CDC (in equ; ty 

markets) and th~ World Bank (in international bond markets). 





Ml:MaSR8 SPECIAL Cotounm:a: ON 
THE ALASKA PERMANENT ~UND 

( 907 1 27•· 3433 

928 W . !ITH, 6UITC 270 
ANCH0ft40C, AK. 90!101 

REP. CLA"K G"UENING, CHMN. 
REP. TERRY GARDINER, V. CHMN. 
REP. E. J . HAUCEN 

(POUCH V . JUNEAU , AK. 99811 ) 

( 807 1 4'15-3873 

TO: Gregg K. Erickson 
Director, Research Svs. 
Legislative Affairs 

FROM: Clark Gruening 
Chairman 
House Special Committee on 
The Alaska Permanent Fund 

REP. Russ MEEKINS 
RV'. BILL MILES 
f\£F-. LEO ScHAEFHR 
RV'. R ICK URION 

September 15, 1977 

This memorandum is to confirm that the following terms of the 
contract with Belden Daniels have been completed. 

Clause I (A~: On September 14, 1977 a 196 page report was 
delivered w ich provided: 

1. A series of technical reports on purposes, legal and 
capital situati~ns, and management structures of: 

a. Canada Development Corporat ion 
b. Connecticut Development Authority 
c. Massachusetts County Development Finance Corporation 
d. British Columbia Central Credit Union 
e. Deutsche Genossenschaftsbank of Germany 
f. And two other relevant institutions: British 

National Enterprise Board, Eu~opean Investment Bank. 

2. Report on possible method£ for regionalizing the Permanent 
Fund. 

3 . Report on options for ensuring public accountability. 

Compensation 

Clause I ~Il) : Travel to Anchorage (6 days @SO/day) 
and Kotze ue (1 day @ 67/day) 

Total Per Diem 36 7.00 

Cooch class air travel- - Bos ton -Anchorage- Bo~: ton 

Six days compensation @ 300 

Total Air 555.04 

1,800 .vO 
Toto.l 

$7,000.00 

2,722.04 



Clause I (C): Other Tasks: 

Consultation to John Williams of the Legislative Affairs 
Agency on the role of the Permanent Fund and the Renewable 
Resources Fund in Fisheries Development, August 22 - 23, 1977. 

14 hours @ SO/hour 700.00 

TOTALS $10,422.04 

" 
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EncloseCI pl .. 1e ffnd two copies of your contract wf th the 
---;_ -- - COlilliitfec.! If~t.1•-contract 1i fn order. Pl.e1se""si9n--"ancr---

retum ft to. the Connfttee as soon as possfble. · 
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'!BIS IS WHAT YOU SHOOLD ASK BELDEN TO DOr 

1). Help people in Alaska to ask the right questions, by defining the 
planning process. In this area, Belden should not be asked to draw con­
clusions regarding specific investment priorities, or qoals, but he will be 
valuable as a consultant who can define the method by which one comes up 
with priorities and goals. Process issues. 

2). Discuss the mechanisms by which the state can finance conaunity economic 
developnent, in mtaller, depressed ccmmunities and villaqes. Agai¥1, Daniela 
should not be asked to propose specific projects, but rather the mechanisms 
which camnonly are used for f.successful cc:mnunity economic developnent, such 
as a caaaunity developnent finance corporation (CDFC). This is a special 
area of expertise for Daniels, which has not been discussed by any ofhtbe 
other consultants. 

3). Drawing upon Daniels experience in developnent banking, you should ask 
him to comment on the structure for a developnent fund. Specifically, how 
purposes of a d~velopnent program should be set out, the necessary legal 
statutes of the fund, the proper capital structure, management structure, 
and the methods of insuring accountability to the legislature, the adminis­
tration, and the public. In this last area, you have already had SOM imput 
from Price Waterhouse and White, Wield, but Belden is certainly as qualified 
(more qualified) as either fim to coaanent on these areas, plus, it iti a 
good idea to sae ho~ his obser•ations would differ from those of the other 
consultants. 

He should bf. able to canment on all these items for the amount of money you 
have set as~.de for his contract. It will be important to coordinate 80lll8 

travel with B~~den, so that he can meet with members of the legislative 
committee, th'! a<binistration, and in general, spend some time in Alaska. 

.. 
I 



Belden Daniels 
4 Sentry Hill PLACE 
Boston 02114 
617-523-4885 

From turnpike, take Cambridge-Allston exit. Come down to right 
on Storrow Drive -- past Back Bay. Go under underpass (Arlington 
Street) . Reach 11 Y11 

-- take lef,t side of Y at foot of Beacon Hill. 
First turnoff to right is Revere Street. (If reach Charles Street 
Circle, have gone too far) . Go one block on Revere, cross Charles 
Street. Cross West Cedar-- to ~8 Revere. Double park. Opposite 
#78 on left hand side is wrougHt iron gate and alley --- that's 
Sentry Hill Place. The last on end is #4. 

I 

Meet h i m a t 11 : 3 0 ~ a. m. At 1 2 : 4 5 , w i 11 w a 1 k up to state house and 
••t~ meet w/ counterpart- the chairman and staff of the Commerce 
and labor Committee, to get a sense of Belden's ability in 
Massachusetts Community Economic Development. Then luncheon at 
the Harvard Faculty Club - a small #of people - banker, attorney, 
staff from committee, Terry - to discuss issues - the conception 
and proces5 of meeti~ g conflicting 1nter~s t s . 

Then Barry Stein at 3:00 (maybe change to 3:3 0?) 
At 6 Channing Place, off Brattle Street, less than one mile 
from Har1ard Square. 617-868-5264 
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OOUNllSL iron OOJiOnlNlTY DSV&LOl•.a.mNT 

' BENTin.· BILL PLACE 

BOSTON, b>IASSACHUSETTS 0211.& 

817·1113· •885 

RESUME 

Belden Daniels is a lawyer, former international banker, and a lecturer 
on development fin< ice at Harvard who specializes ·in financing urban 
and regional economic development and designing development banks to 
support that development. 

He has financed industrial development first in underdeveloped countries 
of Asia, and now in underdeveloped urban and rural areas in this country. 

From 1960 to 1965 he helped to organize and finance joint ventures be­
tween Asian and American businesses in India, Pakistan, Japan and South­
east Asia as an international banker working with national and interna­
tional development banks . 

Since 1965, he has helped to organize and finance community development 
corporations and their enter prises in Nassau County, New York; Boston, 
Ma5sachusetts ; Eastern Kentucky; Racine, Wisconsin; Trenton, New Jersey; 
the San Joaquin Valley, Shasta County and Richmond, California; as well 
as ' in Denver, Hartford, New York, New Orleans, Louisville, Philadelphia, 
St. Louis, East St. Louis, Minneapolis, Tucson, and Washington, D.C. 

Since 1972, he has been a principal participant in drafting legislation 
to create new development banks and development finance institution~ at 
the federal level and in Massachusetts, California, New York, Delaware , 
and Alaska. In 1976 and 1977, he was Executive Director of the Massa­
chusetts •rask Fo:·ce on Capital Formation for Economic DeveJ.opmen t, a 
broad-based effort of 40 leaders from finance, industry, labor, and 
government. Two of the major development finance mechanisms proposed 
have been authorized and funded: the Massachusetts Community Develop­
ment Finance Corpora tion and the Massachuse tts Industrial Mortgage 
Insurance Agency which will form part of a compre hensive Massachusetts 
Industrial and Community Development J\uthority. Belden Daniels l s now 
assisting the Alaskan legisla tu~e tu establisl1 the hlaskan Pe rmanent 
Fund, a $4 billion state development bank financed by oil revenues . 

lie has also authored many monographs and analyses of de velopme nt fin a nce , 
includ i ng ''De velopmen t Incentives to Induce Efficiencies in Capi tal Mar­
kets," co- authored wi th Professor Martin Katzman, for the New England 
Regiona l Commission. The German Morshall Fund has recently invited him 
to undertake a similur study comparing European a nd North American 
developrr1mt finance efforts . 



Summary of Develop~:nt Finance Work 

A. Urban and Community ~eve~opment· ~i~ance 

In addition to.,pack_aging P.rivate q.nd public capital for community 
development corporat~ons, Belden Daniels has also been engaged in plan­
ning new community qevelopm~nt ~inance institutions, conducted research 
on the operating experience o! urban business ventures, written major 
monographs of this researqh, and taught adv~nced Harvard graduate stu­
dents the technica~ sk.i~ls of market and financial feasibility analysis 
for business enterpr~ses sponsored by community development corporations 
or operating in depressed urban and rural . areas. Some of the work which 
he has authored inctudes~ 

The Community Development Finance Corporation, enacted by the 
Massachusetts Legislature, December 1975, funding authorized, 
October 1976. 

There is no Equity: The Case for a Community Development Banking 
System to Capitalize Underdeveloped America (book, manuscript 1975). 

CEDC, of Nassau County: An Economic Development Philosophy and 
Strategy (CCED, Cambridge, Massachusetts, Sp~ing 1975), 48 pp. 

Building a Capital Dase for Community Economic Development 
(Marshall Kaplan, Gans and Kahn: San Francisco, California, 
February 1973), 20 pp. 

Community Economic Development Corporation Manual, Editor (Office 
of Economic Opportunity, Washington, D.C., July 1969), 300 pp. 

Technical Market and Financial Feasibility Studies of Business 
En t.erprises prepared under Belden Oaniels' direction by advanced 
graduate students at Harvard for Massachusetts community develop­
ment corporation clients include: 

A $20 Million Structural Grade Particle Board Manufacturing 
Plant in Franklin County, for the Franklin 'l'raining Corporation. 

A Commercia l l"ishlng Boat Construction Facility in the Boston 
Marine Industrial Park, for t he Boston Economic Development 
Industrial Corporation nnd for the Massachusettc L~nd Dank. 

Alternative Operating Costs at Differen t Sites in Massachusetts 
for the Creation of a New 1,000 Employee , 400,000 Square Foot 
Production Facility for a rapidly growing high technology 
company now located in the inner city. 

A Propoccd Community Owned Savings Bank , Cooperative Bank or 
Credit Union in the Dud l ey Square area of Roxbury, for the 
3outhwest Corridor Coalition , Inc. 



Market Analysis and Alternative Uses of 17,000 Square Feet 'of 
Commercial Space in the John Eliot Square Development in High­
land Park, for the Roxbury Action Program. 

A $12 Million Industrial Park in the Southwest Corridor, for 
the Community Development Corporation of Boston, Inc. 

A Twenty-nine Acre Industrial Park in East Boston, for the 
East Boston Community Development Corporation. 

A $20 Million, 400 Unit mixed conunercial, housing and recrea­
tion project on the E~st Boston wa~erfront, for the East 
Boston CDC. 

A Refinancing Strategy for Methunion Manor, a 150 Unit, 
Federally Subsidized Housing Project in Default in the South 
End, for the Black Housing Task Force. 

A $15 Million, Fifteen Acre , new 480 Unit Housing and Commer­
cial Development (Phase III), for the Lower Roxbury Community 
Development Corporation . 

The Re-Financ ing and Renovation of the 228 Unit Warren Gardens 
Development in Roxbury, for the Greater Roxbury Development 
Corporation. 

The Preservation and Development of Existing but Abandoned 
Single Family Housing Stock in Jamacia Plain , for Urban Edge, Inc. 

B. State Developme nt Finance 

Consult.ant to the Alaskan State Legislature Joint Committee on the 
Alaskan Permanent Fund , 1977-

Executive Director, Commonwealth of Massachusetts Task Force on Cap­
ital Formation for Economic Development, Secretariat for Economic 
Affairs, Department of Commerce and Development, Boston, Massachu­
setts, 1976-1977. 

The Task Force proposed the creation of a comprehensive Massachu­
setts Industrial Developme nt Authority (MIDA ) which would oversee 
three publicly owned and operated development banko: 

* A Technology Development Corporation to co-venture with the 
venture capital communi ty, high technology industry and 
Massachusetts unive rsities i n the creation of new technol­
ogies and industries (bill before the l egisla ture); 

J\ Mass;1chuse Lt s Industria l Finance l\gency to work wi th com­
mercia l b;mks and t he thrift industry in financing the ex ­
pans ion withi n Massachuse tts of small a nd medium-sized in­
dustries (passed and fu nded ; now being expanded by l egis ­
lative nrncndme nt); 



* The Community Development Finance Corporation to finance 
the creation, expansion, and retention of industry in de­
pressed areas of the state through local community develop­
ment corporations (passed and funded). 

In addition, two . new publicly chartered but privately capitalized 
development banks are before the legislature: 

* A $100 million Massachusetts Source Corporation to be owned 
and operated by the Massachusetts life insurance industry to 
finance the intermedi.ate term lending needs of rapidly ex­
panding high technology companies in the . $25-$100 million 
sales range. 

* A Central Development Facility to be owned and operated by 
state chartered commercial banks, savings and cooperative 
banks and credit unions to finance long term industrial cap­
ital investment for Massachusetts industry. 

Summary Report of the Task Force on Capital Formation for Economic 
Development (Massachusetts Secretary for Economic Affairs, Boston, 
Massachusetts, January 24, 1977), 26 pp. 

Massachusetts Capital Markets Coordinator, New England Regional 
Commission Capital Markets Coordinating Group, 1976-1977. 

Consultant, California ftate Banking Comnlission, to assist in creat­
ing development fin ance institutions to stimulate California economic 
development, San Francisco, California, 1975. 

Consultant to New York Assembly Speaker Stanley Steingut to critique 
a proposal for a New York State Public Bank, Albany, New York, 1975. 

Consultant to Delaware Governor Peterson to prepare a plan for a 
State Development Bank, Wilmington, Delaware, 1972. 

C. Regional Development Finance 

Developmen t Incentives to I nduce Efficiencies in Capital Markets, 
with Martin Katzm~n (New England Regional Commission, Boston, 
Massachusetts, September 1975), 190 pp. 

Member, Steering Committee for a New England Capita l Corporation 
proposed by the six New England Governors and the New England 
Regional Con~ission, 1976-1977. 

D. Federal Developme nt Finance 

A Proposal for a Nationnl Community Development Finance System, pre­
pared for the Office of E~onomic Development of the Community Ser­
vices Administration, Washington, o.c., September 1973, 161 pp. 
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.A Pilot National Development Finance System, with Christopher 
Bergstrom, Preston Brine and Donald Worth (CCED, Cambridge, 
Massachusetts, September 1975) . 

Counsel to Senators Kennedy, Javits, Humphrey and Stevenson, and 
Congressman Harrington on various national development bank proposals. 

E. Int~rnational Development Finance 

An Analysis of 35 Multinational, Federal, State and Local Devel­
opment Finance Institutions·, with Christopher Bergstrom, Preston 
Brine and Rudolph Yaksick (Center for Community Economic Develop­
ment, Cambridge, Massachusetts, May 1975). 

Consultant to the German Marshall Fund to analyze and compare devel­
opment finance institutions in Germany, France, Ireland and the 
United Kingdom with those in the United States: 1976-

Employment 

Harvard University, Department of City 
and Regional Planning, Lecturer on 
Developmen t Finance 

Counsel for Community Development, Inc. 
President 

OSTI (Organization for Social and Tech­
nical Innovation), Senior Partner 

Commonwealth of Massachusetts: 
Coordinator of Anti-Poverty Pro­
grams; Program Director, State 
Anti-Poverty Programs 

First National Bank of Boston 
International Division , Interna­
tional Officer for Asia 

Education 

Harvard University 

Cambridge, Massachusetts 
1974-

Boston, Massachusetts 
1971-

Cambridge, Massachusetts 
1967-1971 

Boston, Massachusetts 
1964-1967 

Boston, Massach~setts 
19 60-196 4 

Loeb l"el!ow in Advanced Environmental Design 1973-197'1 

University of Calcutta 
Legal and Financial Organization of Joint 
Ventures between U.S. and Indian Companies 

Harvard Law School 
International Corporate Law, LLD, 1959 

1959-19 60 

1956-1959 



Dartmouth College . ' . 
International Economics, BA, 1956 1952-1956 

Honors: Penfield Traveling Scholarship to Asia from the University of 
Pennsylvania, 1959-60; Fulbright Grant to India, 1959-60; Charles Howe 
Woodbury Law Fellowship, 1956; , Member, Phi Beta Kappa, 1956; Member, 
Massachusetts Bar. • 

\ f 
Publications and Manuscripts 

In addition to those listed above, Editor of The Neighborhood Corpora­
tion Manual; OEO, July 1969; Cooperation and Conflict - Readings in 
American Federalism, Elazar, Carroll, Levine & St. Angelo, eds. 
{Ithasca, Ill.: F . E. Peacock, 1965); "Power, Politics and Poverty'," 
Boston Forum, May 1966; Editor, Boston Forum, 1963-64; "The Study Group 
As A Learning Tool: Notes on Experiments in the Open Classroom," 
National Association of Independent Schools Bulletin, Winter 1973. 

Personal 

Born July 3, 1934 
Married Pamela Koehler July 11, 1959 
Sons Andrew and Jonathan born 1963, 1965. 

Other Serious Interests: Parenting, Householding, Cooking, Backpacking, 
RunnLng . and Dancing. 

r 



COUNSEL :l'OR CO>Drt::SITr D~7.L0l')IEST 

4. SENTRY BILL.PLACE 

BOSTON. MASSACHUSETTS 02114 

01'1-:Sll3-•885 

RESUME 

Lawyer, Banker, Specialist in Financing Community Economic Development, 
Lecturer on Development Finance. 

Belden Daniels has specialized in Financing '. industrial development 
first in underdeveloped countries of Asia, and now in underdeveloped 
urban" and rural neighborhoods in this country. · 

From 1960 to 1965 he helped to organize and finance joint ventures between 
Asian and American businesses in India, Pakistan, Japan and Southeast 
Asi<l as an international banker working with national and international 
develooment banks. 

l 
since 19,65, : he has helped to organize and finance community development 
corporations and their enterprises in Nassau County, New York; Boston, 
Massachusetts; Eastern Kentucky;Racine, Wisconsin; Trenton, New Jersey; 
the San Joaquin Valley, Shasta County and Richmond, California; as well 
as in Denver, Hartford, New York, New Orleans, Louisville, Philadelphia, 
St. Louis, East St.Louis, Minneapolis, Tucson, and Washington, D.C. 

Since 1972, he has been a principal participant in drafting legislation 
to create new development banks and development finance ·institutions at 
the federal level and in Massachusetts, California, New York and Delaware. 

Summary of Development Finance Work 

A. Community Development Finance 

In addition to packaging private and public capital for the community 
development corporations noted above, Belden Daniels has also been 
engaged in planning new community development finance institutions, conduct­
ing research on the operating experience of CDC financed business 
ventures, writing major monographs of this research, and teaching advanced 
Harvard graduate students the technical skills of market and financial 
feasibility analysis for business enterprises sponsored by community 
development corporations. Some of the work which he has authored includes: 

The Community Development Finance Corporation, enacted by the 
Massachusetts Legislature, December 1975, funding authorized, 
October 1976. 

There is no Equity: The Case for a Community Deve lopment 
Bankin S stem to Ca italize Underdevelo ed America (book, manu­
scr.ipt 1975 . 

CEDC, of N~s :..: .u Count : An Economic De ve lopme nt Ph i los ophy and 
Strateg_y CCED, Cambri ge, Massa chuse tts, Sp.ring 1975) 48 pp. 



Building a Capital Base .for Community Economic Development 
(Marshall Kaplan, Gans and Kahn: San Francisco, California, 
February 1973) 20 pp. 

Community Economic Development Corporation Manual, Editor 
(Office of Economic Opportunity, Washington, o.c., July 1969) 
300 pp. 

Technical Market and Financ1al Feasibility Studies of Business Enter­
prise s prepared under Belden Daniels' direction by advanced graduate 
students at Harvard for Massachusetts community development corporation 
clients include: 

A $20 Million Structural Grade Particle Board Manufacturing 
Plant in Franklin County, for the Franklin Training Corporation. 

A Commercial Fishing Boat Construction Facility in the Boston 
Marine Industrial Park, for the Boston Economic Develop!:ii::&&t 
Industrial Corporation and for the Massachusetts Land Bank. 

Alternative Operating Costs at Different Sites in Massachusetts 
for the Creation of a New 1,000 employee,400,000 Square Foot 
Production Facility for a rapidly growing high technology company 
now lo~ated in the inner city. 

A Proposed Community Owned Savings Bank, Cooperative Bank or 
Credit Union in the Dudley Square area of Roxbury , for the 
Southwest corridor Coalition, Inc. 

Market Analysis and Alternative Uses of 17,000 Square Feet of 
Commercial Space in the John Eliot Square Development in Highland 
Park, for the Roxbury Action Program. 

A $12 Million Industrial Park in the Southwest Corridor, for the 
Community Development Corporation of Boston, Inc. 

A Twenty-nine Acre Industrial Park in East Boston, for the 
East Boston Community Development Corporation. 

A $20 Million, 400 Unit mixed commercial, housing and recreation 
project on the East Boston waterfront, for the East Boston CDC. 

A Ref lnAncing Strategy for Methunion M~ncr, ~ 150 Unit, Fed~rdlly 
Subsidized Housing Project in Default in the South End, for the 
Black Housing Task Force. (This study became the model used by 
the Regional HUD Office in trying to deal with all defaulted 
subsidized housing in Boston). 

A $15 Million, Fifteen Acre, new 480 Unit Housing and Commercia l 
Development (Phaoc !II), for the Lower Roxbury Community Develo~ment 
Corporation. 



Belden Daniels 

The Re-Financing and Renovation of the 228 Unit Warren Gardens Develop­
ment in Roxbury, for the Greater Roxbury Development Corporation. 

The Preservation and Development of Existing but Abandoned Single 
Family Housing Stock in Jamaica Plain, for Urban Edge, Inc. 

In addition, . a number of out of state market and fiuancial 
feasibility studies were undertaken with nationally successful 
CDCs in order to determine what new enterprise development, expansion 
and acquisition strategies might be adapted by CDFC in Massachusetts. 

B. State Development Finance 

Executive Director, Commonwealth of Massachusetts Task Force on 
Capital Formation for Economic Development, Secretariat for 
Economic Affairs, Department of Commerce and Development, Boston, 
Massachusetts, 1976-

Massachusetts Capital Markets Coordinator, New England Regional 
Commission Capital Markets Coordinati ng Group, 1976-

Consultant, California State Banking Commission, to ass ist in 
creating development finance institutions to stimulate California 
economic de velopment, San Francisco, California, 1975. 

Consultant to New York Assembly Speaker Stanley Steingut to critique 
a proposal for a New York State Public Bank, Albany, New York, 1975. 

Cons - ltant to Delaware Governor Peterson to prepare a plan for a 
State Development Bank. Wilmington, Delaware, 1972. 

C. Regional Development Finance 

Development Incentives to Induce Efficiences in Capital Markets, 
with Martin Katzman (New England Reqlonal Commission, Boston, 
Massachusetts, September 1975) 190 pp. 

Member, Steering Committee for a New England Capital Corporation 
be i ng developed for the six New England Governors by the New 
England Regional Commission. 

D. Fodor~l Development Finance 

A Pro os~l for a National Communit Dcvelo me nt Fi na nce S s tem, 
prepa red for the Off c e of Econom c Development of the Community 
Se rvices Admini s tration, Washing ton , D. C., Septen1be r 1973 , 161 pp. 



Belden Daniels 

A Pilot National Development Finance System, with Christopher 
Bergstrom, Preston Brine and Donald Worth (CCED, Cambridqe, 
Massachusetts, September 1975). -

Counsel to Senators Kennedy, Javits, Humphrey and Stevenson, and 
Congressman Harrington on various national development bank proposals. 

E. International Development Finance 

An Analysis of 35 Multinational, Federal, State and Local Develop­
ment Finance Institutions, . with Christopher Bergstrorn, Preston Brine 
and Rudolph Yaksick (Center for Community Economic Development,~ 
Cambridge, Massachusetts May 1975). 

Consultant to the German Marshall Fund to analyze and compare 
development finance institutions in Germany, France, Ireland and 
the United Kingdom with those i n the United States: 1976-

Employment 

Commonwealth of Massachusetts Task Force 
on Capital Formation for Economic 
Development, Executive Director 

Ha rvard University, Depa rtment of Ci t y 
and Regional Planning, Lecturer 
on Development Finance 

Counsel for Community Development, Inc. 
President 

Center for Community Economic Development 
Financial Consultant 

OST! (Organization for Social and TPch­
nical Innovation), Senior Partner 

Commonwealth of Massachusetts : 
Coordinator of Anti-Poverty 
Programs ; Program Director, 
State Anti-Poverty Programs 

First National Bank of Boston 
International Division, Inter ­
national Officer for Asi a 

Boston, Massachusetts 
1976-

Cawbr i dge , Massachusetts 
1974-

Boston, Massachusetts 
1971-

Cambridge, Massachusetts 
1972-1975 

Cambridge, Massachusetts 
1967-1971 

Boston, Massachusetts 
1964-1967 

Boston, Massachuse tts 
1960-1964 



Educ-"l.tion 

Harvard Unive~sity 
Loeb Fellow in Advanced Environmental Design 

University of Calcutta 
Legal and Financial Organization of Joint 
Ventures between U.S. and Indian Companies 

Harvard Law School 
International Corporate Law, LLB, 1959 

Dartmouth College 
International Economics, BA, 1956 

1959-1960 

• 
1956-1959 

1952-1956 

Honors: Penfield Traveling Scholarship to Asia from the University 
of Pennsylvania, 1959-60; Fulbright Grant to India, 1959-60; Charles 
Howe Woodbury Law Fellowship, 1956; Member, Phi Beta Kappa, 1956; 
Member, Massachusetts Bar. 

Publications and Manuscripts 

In addition to those listed above, Editor of The Neighborhood 
Corporation Manual; OEO, July 1969; Cooperation and Conflict -
Readings in American Federalism, Elazar, Carroll, Levine & St. Angelo, 
eds., (Ithasca, Ill.: F.E. Peacock, 1965); "Power, Politics and 
Poverty," Boston Forum, May 1966; Editor, Boston Forum, 1964-64; 
"The Study Group As A Learning Tool: Notes on Experiments in the 
Open Classroom," National Association of Independent Schools Bulletin, 
Winter 1973. 

Personal 

Born July 3, 1934 
Married Pamela Koehler July 11, 1959 . 
Sons Andrew and Jonathan born 1963, 1965. 

Other Serious Interests : Pare nting, Householding, Cooki ng, 
Backpacking and Dancing. 



CONTRACT BETWEEN 
~TA"\Pr ft.- •• •-•• • 
~ 1n1 c. vr l\Ll\~IV\ 

LEGISLATIVE AFFAIRS AGENCY 

AND 

BELDEN DANIELS 

The parties of this agreement are the LEGISLATIVE AFFAIRS AGENCY, on 
behalf of the Alaska State Legislature, hereinafter referred to as the 
"Agency"~ and BEL:DEN DANIELS, hereinafter referred to as the "Contractor". 

THE PURPOSE OF THIS AGREEMENT is to provide the Alaska State legislature 
with specialized counsel and consulting services with respect to the 
fonnation of the Alaska Permanent Fund. 

IT IS THEREFORE MUTUALLY AGREED THAT: 

CLAUSE I . STATEMENT OF WORK 

A. 'The .Contractor wil 1 conduct a study and produce a report on 
the following topics and questions: 

1. Suggested methods for management of the Alaska Permanent 
Fund which will assist community and rural economic . 
development, regionalization of Permanent Fund capital . 
investments, and stable regional economies in Alaska . 

. . 
2. What refinements could be made in the Alaska Permanent 

fund (current proposals HB 298, HB 300, HB 4. SB 357) 
in order to insure that its purposes and policies can . 
in fart be carried out through its l egal structure, capital 
structure and its management organization and mechanisms 
for accountabi 1 fty? 

3. What problems have occurred during the initiation of 
similar funds in other parts of the country and world? 
What could Alaska do to be prepared for or to avoid 
these problems? 

4. Suggested methods for management of the Alaska Permanent 
fund which could stimulate development in small communities 
•1ithout major di stortions in the state or loca l economy 
(including changes in per capita income and population 
growth) . 

.. , 

.· 



B. The Contractor will be available to provide up to two days 
of testimony or br iefings on the report at a place in Alaska 
to be designated by the Project Director. 

r.' Afl~F=' TT D~Dtnn nr: ocnr:nnu11a1rr• - _r._ - - - - • - • ...,, •• vw Vt I ... ,,, Vl\1'"'11'-C. 

. . 
=t ' • .,., 
· ·H A. A draft o~ the report required under Clause J (A) shall be ~ j 

delivered to the .Project Director lay 30 June 1977; the finished ::.: . 
report shall be delivered to the Project Director in camera- ~··, 
ready ~orm prior to 14 July 1977. :. 

8. The Contractor shall be available to provide the testimony 
required under Clause I (B) on the 14th and 15th of July. 
1977, or such later date in July as may be specified by the 
Project Director. 

C. Unless extended by written agreement, this contract expires 
on 31 July 1977. 

CLAUSE Ill. - PROJECT DIRECTOR 

·The Project Director shall be Gregg K. Erickson, Director of Research, , 
Legislative Affairs Agency. or his designee. 

CLAUSE IV. - COMPENSATION ANO METHOD OF PAYHENT 

A. Contractor's compensation for the work specified in Clause I (A) 
shall be $5000. · 

B. Contractor's compensation for the work specified in Clause I .(B) 
.. · shall be computed at the rate of $300 per day, including 

.time. sp~nt in travel to and from Alaska, but in nu case shall 
total compensation for Clause I (B) work (testimony and · 

. relate~ travel time) exceed $1200. · 

C. The Contractor shan be reimbursed for the expenses of travel 
provided that: (1) the travel is approved in advance by 
the Project Director, (2) the costs of air travel shall 
be retmbut·scd at coach class rates, (3) food and lodging 
shall be reimbursed on the basis of per diem at the rate 

· authorized for state employees, and (4) total reimbursement 
shall not exceed $800. 

D. Total compensation under this contract, inclusive of expenses. 
shall not exceed $7000. 

CLAUSE V. - REPORTS 

The Contractor shall keep the Project Director informed as to the 
progress of the work performed under this agreement and shall provide 
progress reports as specified by him. 



CLAUSE VI . - All WRITINGS CONTAINED HEREIN 

This agreement contains all the terms and conditions agreed upon 
by the pcarl:"ies. Ho other ll11u~rstandings, orcsi or· otherwi se, regaruiug 
the subject matter of this agreement shall be deemed to exist or to 
bind eith~r of the parties of this agreement. 

·1N WITNESS WHEREOF, the parties have executed this agreement on the 
dates noted next to their signatures. 

CONTRACTOR 

• 11:LDFN DAtHELS Dat e 
4 Sentry Hill Place 
Boston, Massachusetts 02114 

Approved ~~ · to form. 

~ . f\GENCtf ~ COUNSEL 

. . . 

. . 
• 



-CONTRACT BETWEEN 

STATE ·OF ALASKA . 

AND 

BELDEN DANIELS 

The parties of this agreement are the LEGISLATIVE AFFAIRS AGENCY, on 
behalf of the Alaska State Legislature's Conmittee on the Alaska P.erma­
nent Fund (House ), hereinafter referred to as the "Agency", and BELDEN 
DANIELS, hereinafter referred to as the "Contractor". 

THE PURPOSE OF THIS AGREEMENT is to provide the Alaska State Legislature 
with specialized counsel and consulting services with respect to the 
formation of the Alaska Permanent Fund . 

IT IS THEREFORE MUTUALLY AGREED THAT: 

CLAUSE I. - . STATEMENT OF WORK 

(A) The Contractor will : 

(1) Prepare a series of technical reports on purposes, legal 
and capital structures, and management structure (in­
cluding the i ssue of accountabil ity ) of the follow 1ing 
institutions: a) Canada Development Corp . , b) Connnc­
ticut Development Authority, c) Community Development 
Finance Corp. (Mass.), d) British Columbia Central Credit 
Union, e) D. G. Bank (Germany), and f) any other relevant 
institutions . 

(2) Report on possible methods for reg ionalizing the Perma­
nent Fund . 

( 3) Present options for insuring pub 1 i c accountability for 
the Permanent Fund, detailing tradeoffs involved andl 
citing specific cases in point . 

(4) Be availnble for consultation with committee members and 
other involved Alaskans prior to specified conmittee 
meetings, at timts and places as determined by the Pro­
ject Director . 

(0) The Contrac tor will be available to attend committee meetings, 
as specified by the Project Director and to provide testimony 
or briefings on the reports required under Clause l(A). 



(C) The Contractor will perfonn other tasl<s as may be defined by 
the Project Director. 

CLAUSE II. - PERIOD OF PERFORMANCE 

(A) Final reports rPquired under Clause I(A) above sh~ll be deli­
vered to the Project Di rector by 16 St?ptember 1977. 

(B) The Contractor shall be available to 1>rovide the testimony or 
briefings required under Clause I(B) i n September, November 
and December, on dates specified by the Project Director. 

(C) Unless extended by written agreement, this contract expires 'on 
December 31, 1977. ' 

CLAUSE III. - PROJECT DIRECTOR 

The Project Director shall be Gregg K. Erickson, Director of Research, 
Legislative Affairs Agency, or his designee. 

CLAUSE IV. - COMPENSATION AND METHOD OF PAYMENT 

(A) Contractor's compensation for the work specified in Clause I(A) 
shall be $7000. 

(B) It is contemplated that the work specified in Clause I(B) 
shall require three trips to Alaska, not to exceed six days 
per trip, for which compensation shall be paid at the rate of 
$300 per day, including time spent in travel to and from 
Alaska. The Contractor shall be reimbursed for the expenses 
of travel provided that: (1) the travel is approved in ad­
vance by the Project Director, (2) the costs of air travel 
shall be reimbursed at coach class ratus, and (3) food and 
lodging shall be reimbursed on the basis of state per diem 
rates. Total compensation for the work specified in Clause 
I(B) and related travel expenses shall not exceed $9000 . 

(C) The Contractor shall be compensated at the rate of $50 per 
hour for consulting services provided under Clause I(C), but 
in no case shall total compensation for these services exceed 
$3500. 

(D) Total compensation under this contract, inclusive of expenses, 
shall not exceed $19,500. 

(E) Billings for all work and requests for reimbursement of 
expenses shal l be submitted to the Project Director . 

CLAUSE V. - RECORDS, DOCUMENTS, AUDIT 

(A) The Contractor shall maintain accurate records of the time 
worked, and such other records as may be required by the 
Project Director . The records of time worked are subject to 
inspection by the Agency or tt1e Project Director at all reason-­
able times. 



CLAUSE III. - PROJECT DIRECTOR 

The Project Director shall be The Honorable Clark Gruening, 
the Commi.ttee on .the Alaska Permanent Fund (House}. 

I 

CLAUSE IV. - COMPENSATION ANO METHOD OF PAYMENT 

(A) Contractor's compensation for the work specified in Clause I(A) 
sha 11 be $7000, except that this amount sha 11 be reduced 

{B) . 

(C) 

by 10% ·if the work specified in Clause I(A) is not delivered 
by the date specified in Clause II(A) (16 September 1977), 
and by il further 1% of the contract price for each day of 
further delay. 

It is contemplated that the work specified in Clause I(B) 
shall require three trips to Alaska, not to ~xceed six days 
per trip, for which compensation shall be paid at the r~te of 
$300 per day, including time spent in travel to and from 
Alaska. The Contractor shall be reimbursed for the expenses 
of travel provided that: {l) the travel is approved in ad­
vance by the Project Director, (2) the costs of air travel 
shall be reimbursed at coach class rates, and (3) food and 
lodging shall be reimbursed on the basis of state per diem 
rates. Total compensation for the work specified in Clause 
I(B) and related travel expenses shall not exceed $9000. 

The Contractor shall be compensated at the rate of $50 per 
hour for consulting services provided under Clause I(C), but 
in no case shall total compensation for these services exceed 
$3500. . 

(0) Total compensation under this contract, inclusive of expenses, 
shall not exceed $19,500. 

(E) Billings for all work and requests for l'eimbursernent of 
expenses shall be submitted to the Project Director. 

CLAUSE V. - RECORDS, DOCUMENTS. AUDIT 

(A) The Contractor shall mairitain accurate records of the time 
worked, a.nd such other records as may be required by the 
Project Director. The records of time worked are subjec t to 
inspection by the Agency or the Project Director at all 1·eason-
able times. · 



(B) All docuine·nts, reports and· ·writ,.ings generated as :a consequence 
of work done under this.contract shall become the property of 

, the State of Alaska, and 'on completion cf the work· or at the 
termination of this contract shall be delivered to the Pr,oject 
Director. 

CLAUSE VI. - REPORTS 

The Contractor shall keep the Project Director informed as to the pro­
gress of the work performed under this agreement and shall provide 
progress reports as specified by him. 

CLAUSE VII. - ALL WRITINGS CONTAINED HEREIN 

This agreement contains all the terms and conditions agreed upo'n by the 
parties. No other understandings, oral or otherwise, regarding the 
subject matter of this agreement shall be deemed to exist or to bind 
either' of the parties of this agreement. 

IN WITNESS WHEREOF, the parties have executed this agreement 
on the dates noted. 

CONTRACTOR 

BELDEN DANIELS Date 
4 Sentry Hill Place 
Boston, Massachusetts 02114 

as to form. 



Dr. Belden Daniels 
4 Sentry Hill Place 
Boston, Massachusetts 

Dear Dr. Daniels: 

ACADIAN FINANCIAL RESEARCH, 
303 Marsh Street · 
Belmont, Massachusetts 
November 13; 1977 

As you requested, I have reviewed the Committee Draft of the proposed 
bill for the State of Alaska Legislature. Given my inherent time constraint, 
you should consider these comments as preliminary in nature and conceptual in 
focus. Furthermore, they address only investment related issues germane to 
the Permanent Fund. 

Important general goals to seek in this legislation include the following: 

1. An investment mandate which allows the fund's managers 
(internal and/or external) enough autonomy to seek appro­
priate investment objectives without unnecessary or counter­
productive restrictions . This mandate should avoid "legal 
list" as well as many other more subtle forms of investment 
constraints. 

2. Flexibility to hire the most competent outside professional 
capabilities available including money managers, consultants, 
and other necessary sources of specialized support services. 

3. Autonomy to hire internal staff of high caliber without 
excessive constraints on selection procedures, compensation 
levels, tenure, etc. 

4 . Enough continuity and longevity among Trustees to ensure 
that the "learning curve" will be allowed to operate properly. 



Dr. Belden Daniels 
November 13, 1977 
Page 2 .. . ·.::. 

Specific points in the proposed legislation which, in my view, 
careful review and possible revision include the following: 

1. Section 24.20.660 STAFF. Should explicit recognition 
of the need for outsid~ investment managers, consultants, 
etc. be included in this section or elsewhere? 

2. Section 37.13.010 FINDINGS. Sections (~) and (4) are 
not well stated or particularly meaningful. Perhaps they 
should be combined into one succinct statement of the 
fund'& goal or this goal should be delegated to the Board 
of Trustees. 

3. Section 37 .13.110 EMPLOYMENT OF PERSONNEL. What are the 
practical restrictions of operating with ''exempt service 
under AS 39. 25"? Does this place a severe limitation on 
the recruitment of quali fied personnel? If so, can this 
restriction be eliminated? 

4. Section 37 .13.130 POWERS AND DUTIES. Part (a) 
The board should be required to exercise the judgment and 
care of a "prudent expert" rather than "a pen;on of ordinary 
prudence". Moreover, management of a ssets of this magnitude 
is quite different than the management of an individual's 
own affairs and this should be explicitly recognized. 

5. Section 37.13.130 Part(e) 
What is the operational interpretation of ' 'income-producing 
investments"? This provision could exclude major classes 
of attractive investments. 

Part (f) 
As written, this section would be inimic~l to achieving 
appropriate inves tment objectives. It should have major 
nl tcra tions or be deleted entirely if pr litically f ensible. 

I hope your trip to Alaskn goes well and I look f orword to a call from 
you within the next week. 

Gl.B/amc 

Very truly yours, 

~ 'I ~~-"T'<-
Cnry L. Bergstrom 
President 



JUNl4U AL.AMA 

INTERIM RESOURCES COMMITTEE 

Rep . Alvin Osterback 
Chairman 

Pouch V, State Capitol 
Juneau, Alaska 99811 

.• 

'ID: 

FR: 

RE: 

October 6, 1B77 

Representative Clark Gruening, Chainrian ,. 
House Pennanent Fund Cannittee r-0 i.A . 

Representative Alvin Osterback , ~ _/ 
Interim Camri.ttee on Resource Matters 

Meeting with Dr. Belden Daniels 

(907) 465-3715 

Attached is a rrenn I sent to the staff and consultants Mio are doing work 
on the bottanfish project with the Interim Resources Cannittee. 

My office talked with Mike {X)og: •• about the possibility of arranging 
sane tine with Dr. Daniels ~hen he is in Juneau with the Penmnent Fund 
on October 20. Mike said he would check with you and call Diann Nelson. 

It would be very helpful to me if Dr . Daniels could be spared for a day 
or so to work with our research terun. I will be accorrpanying the State's 
Trade Mission on Fisheries to .Denrrnrk, and am leaving Anchorage ta1Dr.row 
nnrning - so , if at your earlies t convenience you could let Diann Nelson 
know if we will be able to use Dr. Daniel's expertise on October 22, it 
would be renlly appreciated. 

Attacment 



INTERIM RESOURCES COMMITTEE 

Alvin Osterback 
Chairman 

October 6, 1977 

Pouch V, State Capitol 
Juneau, Alaska 99811 

(907) 465-3715 

TO: 

FR: 

RE : 

Kathy Hathaway 
Jotm Williams 
Dr. George Rogers 
Jim Baldwin · 

Ken va>isar f'tO ~ 
Alvin Csterback, ai~ -
Interim Coomittee ·on Resource Matters 

Meeting with Dr. Belden Daniels 

Earlier in the Interim, Rep. Gruening agreed to loan this Carmittee sare time 
with Dr. Belden Daniels in assisting us with the various areas of research 
\\bich were being done on the bottomf ish project. · Dr. Daniels will be in 
Juneau on October 20 wi th the Pennanent Fund Ccmnittee. We are hoping that · · 
Rep. Gruening will be able to allow us a day of Dr. Daniels time on Oct. ~2 · 
to help us tie together the research which has been done. · 

If it is possible foi: you to have yout' research available at that time for · 
Dr. Daniels to go over, it 'WOUld be deeply appreci:ated. If that is not pas-· . 
sible, a rough draft of what has been done "WOuld be helpful, or possibly a 
verbal recitation of your ideas. 

'lbe staff will notify you of a definite time and place for the meeting if we 

·. 

are able to set it up. '!bank you for your assistance. .. 



TO: 

FROM: 

MEMORANDUM 

Representative Alvin Osterback 
Chairman 
Interim Committee on Resource Matters 

Mike Doogan lJZ /}-
Administrative Assistant 
House Special Committee on 
The Permanent Pund 

SUBJECT: Meeting with Dr. Belden Daniels 

10/12/77 

I spoke with Dr. Daniels last week ahout ~ · our request to meet 
with him and as ked him to take the matter up with the 
Chairman who is currently on the nast Coast. 

Dr. Daniels called to say that he had done so and asked me 
to notify you that he will be arriving in Juneau around noon 
October 20. It is his in tention to contact your offi ce and 
try to work out an arrangement that fulfills your requirements . 

1 spoke by telephone with Kathy ll a thaway of your office on this 
date and relayed the above information. I trust th is arrangement 
wi ll fulfill your reques t in your memo to the Chairman of 
Octob er 6 . 

MD : LJ\D 

cc: Rep. Clark Gruening 
Dr. Oelden DonJcls 
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Belden Dani•li 
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Council for Community Developaent 
Pour Sentry Hill Place 
Boston, MA 02114 

Dear Belden: 

.. 
.. 
• 

. . 

,·1· 

•. 

- ., . 
•I • 

" 

... 
I • I •• .. 

Yo~r final payment under your con-tract with the co .. ittee 
will not be $2,115.15. 

Why, you askT 

liecau .. , Leai1lative Affair• tell• ... there 11 not 
that auch 110ney left ia t\e contract. I .. infonaed 
that after subtractinf the cost of your trips to 'otze· 
bue and Fairbank•, or ainally paid with coaalttee TR'•, 
th• balance 11 $1,ISl.71. _ 

So, your final payment vlll be $1,838.71, brlnalna your 
total payment under the contract to 119,500, the 
contract •Ulaua. 

A1 a precautl0a, I have reque•~•d a brttkout on chara•• 
aaalnst your coatrac~ fro• Leal.•l•tiva Affairs to b• 
sure th•t their chara•• a1ain1t th• contract are 
ac-:urate. 

I tna1t th~& 11 1att..fact,ry fro• your and. ~ If lt is 
not, I 1u11•1t that you puraue th• aatt•r with the 
Chairaan, since any additional payaents can be aade 
only after an ....... nt. to the contract. 

In closlna I .. k• a final · plea for Paa• SI of YOtlr 
fir1t report if lt bas ~ot already ~n ... t. Tbe 
printer in JLlfteaaa 11 up to bl• ear•: in ,.imc;o, ap.leted 

- *-· 
.,, ' 

~ · ·. 

. . ,. 
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I "•I 
.. ~\ r . ~. 
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.. 

. 
-leld•n oaniels 

. . . . , 
. ~2- \ 

. .. 

. . 
copies of tha~ repo~•· awaitiaa the arrival of Paa••~· ·· 
If it hat not been-~ent, please send an ori1inal · · 
Paa•"· Sl to. •• .. ,t- _th• Anc'-on1• 'office,· •r '-9 (926 .. ~ 

·Weit ltitr;" Anchor.•&•. Al ~~i\l~l 11\d care of ·Ms. Cindy 
Bryson, ~ivlsioa '?.f Aclainistral.i.v• Settle:••, 1A1i1la· 
tive Affairs Acency, Pouch Y, Juneau, Al 9~111. Just 
to b• 1uro. . 

Sincerely, 

MD :LAD 

.. .· 

t · · ' ·, • J • 
• I 

i 
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FUNCTIONS, REGIONALIZATION AllD ACCOUNTABILITY 

September 14, 1977 

INTRODUCTION: Some Models and Options 

My first report of July 11, 1977 raised many questions 

concerning the purposes, functions, sources and uses of funds, 

management and accountability of the proposed Alaska Permanent 

Fund, based on the accumulated experience of several hundred 

development banks over the last one hundred years. 

This second report takes the next step, and provides a 

beginning look at a number of development banks whose experience 

and functions seem particularly relevant to potential public 

purposes of the Permanent Fund. In selecting development banks to 

analyze in detail, I have been guided by two factors: first, 

institutions which would compliment reports already prepared for 

the State Investment Advisory Committee by Price Waterhouse and 

White, Weld; second, institutions whose purposes and functions seem 

particularly relevant to key potential Fund goals. 

Each of these institutions have been analyzed and compared in 

terms of: I. Pu poses; II. Sour ces of Funds/Capitalization; 

III. Uses of Funds / Operations ; rv. Management; V. Accountabili ty; 

VI. Evaluation; and VII . Relevance to the Alaska Permanent Fund. 

In addi tion to this look at functional models for the Fund, 

two key structura l issues are outlined in some detail, based on 

domestic and international experience: regionalization ; and 

ac~ountability to the taxpayers, legislature, and executive. In 

both instances, n conceptual approach is developed out of a range of 

1 
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domestic and international experiences. This 

conceptual framework will probably raise more 
I 
I 

further consideration. 

Again I would like to note that as 

competent to suggest detailed operating experience which may be 

relevant to the Permanent Fund's purposes, but not competent to 
. 

suggest what those purposes should be. There is an old Asian proverti 

which says that after one trip to India foreigners write a book, 

after twq they talk in quiet whispers, after three, they say nothing 

at all . This is my second trip to Alaska· 

It is with special gratitude that I thank my research associate, 

Mitchelf Rosenbe rg, for his extraordinary care in helping to prepare 

this report. One of the pleasures of teach i ng and working is witness ­

ing younger colleagues and friends grow in competence to encompass 

their vision . I wis h Mitchell well in his year in Germany. 

My sense is that this second report, like the first, will raise 

more questions than it answers. For this reason, I have noted it 

a "discussion draft", and look forward to responding to the further 

issues it raises. 
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A. ALASKJ\ OWNERSHIP OF LARGE SCALE ALJ\SKA ENTER?RISE 

I. CANADA DEVELOPMENT CORPORATION 
Di$cussion Draft 

I. PURPOSES 

September 
Page 3 

The CDC is an investment bank operating in the private sec-

tor of the Canadian economy. Created in 1971 by an act of Par-

liament, its initial capitalization was provided by the Canadian 

treasury in the form of a purc?ase of over $250 million in common 

stock. Such an institution had been proposed by government offi-

cials as early as 1958 in response to concern over the high level 

of foreign o~nership and control of Canadian business. This con­

dition, they felt, discouraged the development o~ riative entre­

preneurial talent necessary for ' economic growth and job creation. 

The pr oposed use of financial mechanisms to achieve s uch goals 

met with strong opposition from the Canadian business sector and 

allied politic ians. When the CDC bill was passed after 15 years 

of debate, none of these social objectives were included in the 

institution's statutory agenda. 

Legislative Goals 

The three main objectives of the CDC sun11arizc d in the act 

are: 

1) to help develop and muintain !>trong, Canadian-controlled 

and managed corporations in the private sector of the economy: 

2) to widen the investment opportun~ties open to 

Canadians; and 



3) to operate 
l 
and private. 

The investment policies by which these goals 

achieved were left purposefully broad in th~ act in order 1~o 

.accommodate conflicting views of the proper r 0J.e for the .institu-

tion in passing the legislation and to provide maximum managerial 

discretion. This is similar in concept and language to the draft 

of the Pe r manent Fund deve loped by the Inves tment Advisory Com-

mi ttee. However 1 the "Objects'' section of the act, various docu-

ments of the debate pr ior to its passage, and statements of com-

pany officials provide a clear picture of the CDC's investment · 

criteri a and their rationale. 

Management Interpre tation of Goals 

CDC management inteirprets its role as a provider of the 

equity capital necessary to mobilize Canada's material, human and 

capital resources to bring domestic industry up to internationally 

compe t. jtive s cale in the long run. The management~s investment 

policies following from th i s vi ew are: 

1) emphasis on large , longer-range de ve lopment projects, 

p~rticularly those i nvolving upg rading of r esources , n high tech-

no logicnl base or good pote ntia l f or bu i l di ng a Canadian-contr olled 

pre s ence i n i n t e r national marke t s . 
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2) Profit potentials must be commensurate with perceived 

risk. This is the one criterion mandated in
1 

the act, similar to 

the current draft of the Permanent Fund. As a rule of thumb, the 

Board proposed targeting investment to sectors in which predicted 

growt h exceed twice that of GNP. Acknowledging the long-term 

nature of their mode of investment, the directors declare, "CDC 

is prepared to be patient, recognizing that some of its opportun~ 

ities will exist because o thers are unwilling or unable to wait · 

through the years of earnings buildup." 

3) CDC in a manner again similar to the current Permanent 

Fund draft, does not seek to duplicnte or preempt activities in 

the private capital market. 'l'hus it does not lend, debt capital .. 

pre~umably being readily available to large-scale enterprises in 

the Canadian private market. It is, however, prepared to play a 

catalytic role in joint ventures with foreign or domestic investors. 

4) CDC seeks controlling positions, through the purchase. 

of voting stock, in the companies in which it invests--this in 

order "to take measures neces~ary to protect and increase the 

value of its holdings." Such measures c onnote input into top­

level strategic and corporate planning decis ions, not day-to-day 

management . The Permanent Fund draft is unclea r on this point. 

5) CDC s eeks to concentrate i t ~ ~ctivities in sec t ors 

where Canada holds competitive advan t nge on an international 



6) Roles the CDC specifically rej~cts includ~ 

last-resort for faltering firms, buy-back' agency for foreign­

controlled firms or high bidder in take-over. contests where 

foreign firms are involved. 

In order to pursue these policies, CDC has been granted a 

very br,:iad range of powe.t:'s. It may invest in any asset or secur­

ity, prome>te companies, lend or guarantee funds. It may even 

invest in firms not carrying on any part of their business in 

Canada when, in the opinion of the Board of Directors, such in­

vestment would further the aims of the company. 

Il. SOURCES OF FUNDS/CAPITALIZA'l'ION 

Authorized - CDC is authorized to issue 200 million common 

shares without nor.linal or par value, of which the first 30 million 

were subscribed by the Canadian government from 1971 to 1975 at 

price::; avcr.:iging slightly over $10 a share. The co&np tmy is fur­

ther authorized to i ssue up to $1 billion in preferred stock with 

such convertibility, voting irnd interest features as the Bom:d 

de t e rmines . CDC is under no s tatutory debt limit . Ma nagement 

h.:is chose n a target level of '10 percent of paid-jn capital, a 

conservative policy designed to compliment CDC' s risk-oriented 
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., 
investment policies. This 

. ization of $5 billion. 

Capitalization Goals 

CDC wishes to finance further investment through the public 

issue of shares. Its aims in so doing are: 

1) · to decreane the government share of ownership to 10 

percent within 10 years. The government currently holds 65 per-

cent of all CDC stock outstanding. 

2) to offer opportunities for equity investment in Canadian 

ind us ~rles l:o Cauac.1.i.m1 .i.flvt:!~tor.s. Poli ti cal support is an expected 

by-produc t of such a policy. 

Reliance on public support reinforces the profit criteria 

for investment, since continued growth will depend on investors• 

perception of CDC as a safe and profitable investment. 

1\ctual History of Capi talization 

1971 - CDC was originally capitalized by the Canadian govern-

ment • s purcl.ase of /.5 million shares for a price of slightly more 

than $250 10illion. 'l'he government inct·eased its holding incre-

men·t:.nlly over the subsequent four yours until. it held about 30 

mi. llion s hares valued at !;lightly more th f\ 1 $300 million in 1975. 

197'1 - CDC placed 10 mill.ion non-voting rcclccmable preferred 



These. preferred shares" ·sold" 
· I · ,.. 1- • 

'•!\:, ' (,,· ' •• '1.· 
shares with institutional investors. ' , . .. 

~ ,,,.~ 

:for ,$10 and cartied a dividend .of~ 3/4 percent~ . The. proceed~ 
" 

this issue were used, in part, to pay off bank .debt incurred 

finance start-up operating costs. The shares 'are redeemable 

' ·.the option of the holder. or CDC after five years. · 

1975 - coc·marketed 1.5 million preferred voting sha~es to 

some 20,000 individual, institutional and governmental invastors. 

These shares sold for $100 and carried an 8 percent dividend. 

They were convertible for 10 shares of co~non stock with further 

share bonuses for early conversion. They are redeemable at the 

option of the holder or CDC after five years. This was the 

largest public stock offering in Canadian capita market history. 

Despite CDC's pr~fit orientation, its performanc~ has not 

yet inspired sufficient investor confidence to support the nub-

scription of common stock on the basis of capital gains alone. 

In 1975 CDC also issued about 950,000 shares of common stock 

to the Canadian government as the f J.nal. $10 million payment for 

the Crown Corporation, Polysar. 

Outstanding debt of wholly-owned subsidieries stood at $250 

million at the end of 1975. 

III. mms 01? FUNDS/INVHS1'MEN'l' OPERA'l'IONS .----

CDC has used its funds primarily to invest in established 



either through buying the enterprise outright or 

through purchase of a significan~ , P,ortion of its outsfandi~g 

securiti es . CDC' s holdings in 1975, by industrial sector, were 

as follows: 
I 

Pet.rochemicals - CDC acquired Polysar Ltd. , a manufacturer 

of rubber and petrochemical products , from the Canadian govern-

ment. The negotiated price for the Crown corporation was $62 

million plus $10 1nillion if certain profi t targets were met . As 

of year-end 1975 , Polysar 's assets were $6 02 million. In 1975, 

CDC, through Polysar , joint-ventured with Canadi an banks to finance 

the constructi on of the Petrosar naphtha cracking plant, ·a $575 

million, world-scal e facility. 

Mining - In 1 973 , CDC acquired , through tender , 30.2 percent 

of the stock of 'l'exasgulf, In ::: ., the i\merican-based energy and 

mining firm. At the time o f this acquisition, 68 percent of 

Texasgulf' s earnings were generated by enterprises located in 

Canada . 

Oil and Gas - In 1975, CDC acqu ired 60 percent of the Canadian 

c:i ssets of 'l'enneco. The~e assets include gas and oil proce ssing 

plants a nd vast areas of oil, gas and bituminous tar producing 

properties. These assets are valued at $135.0 m~llion. 

Heal th Care - CDC has purchnsed several drug companies nnd 

rcsear.ch fac.i.l itics in an effort t o build a consolidated Canadian-



owned complex in the health 
·- ' 

Connlat? "Holdings Ltd. · is Connaught Laboratories, a resea'rcti 
. • ., Iii' ! . . 

. . . 
facility formerly attached to the University of Toronto·. 

tile COnSOlidatiori· Of th~Se Companies ' in 1974 I 

steady losses. 

Venture Capital - CDC's directors have ackno~ledged the 

crutical role of financial support for technological innovation 

in economic development. They have not found it appropriate, 

however, to undertake the complex and time consuming services of 

venture capitalists themselves. Instead, CDC has purche}sed large 

amounts of stock in three existing venture ca,pital firms, leaving 

their management free to administer the newly expanded funds. 

These firms invest in a wide variety of enterprises at the con-

ceptual or early development phase. 

Pipelines - CDC has advanced $3.8 million to a consortium 

planning the construction of a North-South natural gas pipeline. 

Looking over CDC's investments, it is apparent that they 

' 1t1L.et the institution's criteria of being in sectors where Canada 

holds a comparutive advantage (natural resource extraction and 

processing) or whic:h hctve experienced high growth (medical sup-

pliec and equipment) . Unfortunate ly, statistics which would per-

mjt an estimate of CDC subsidiaries' presence in their respective 

nectars are not available. We can, however, get some idea of the 
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impact of these investments on · the extent of Canadian 

these sectors by comparing 1968 statistics on total assets, 

· Canadian and foreign held, in major sectors which appear in a 

1973 government report. on foreign investment in 'Canada to CDC's 

· current holdings. 

In 1968, assets employed in the petroleum/natural gas sector 

totaled $9.2 billion, of which Canadians held $3.7 billion (38 

percent) . Even given growth in this ~ector between 1968 and 1973, 

CDC's Petrosar undertaking is a sizable net addition to Canadian 

holdings in this sector. None of CDC's other undertakings have 

nearly so large a quantitative impact. 

IV. MANAGE~lEN'r 

The Corporation is managed by a Board of 21 Directors drawn 

mostly from the business community. \'lhile the government holds 

over SO percent of the stock, two Deputy Ninisters are ex officio 

Board members with no voting power. The government may choose to 

appoint four Directors rather than casting its ballots at Share-

holde r s ' Meetings. Such power has not been evercised to date. 

The government has stated both publicly and privately that it 

docs not intend to in terfere wit11 the affairs and manage ment of 

the Corporation. 

'rhe Board's policies are administered by a highly profes-



sional central staff of twei1ty. 
I 

Subsidiaries' production 

sions are to be made independent of CDC input'. i'he staff was 

kept small to encourage flexible response to problem~. 

izeu matters are often referred to consultants. 

V. ACCOUNTABILITY 

The CDC act, element s of Canadian corporate law and .the 

political climate in whi ch the Corporation was implemented.com- · 

bine to leave the CDC Board and staff in virtual total control 

~ompany operations and investment. 

Legislative Accountabilit~ 

By statute , CDC is not subject to Parliamentary oversight. 

Parliament's latitude for inteivention is restricted to voting 

changes in capital authorization and certain exceptioi:ial by-laws 

concerning CDC's objectives. Given the Corporation's immense 

initial capitalization, it is unlikely that Parliament will have 

t he opportun i ty to exercir;e any constraints on CDC short of clos-

ing it down. 

CDC is not a Crown Corporation, i.e., a public corporation 

f:ormod undc!r. the Canadian Fina ncial Administration J\ct "tha t is 

ul ti111a t 0 l.y accountable , through c.l Mi nister, to l'arl .i.amen t for the · 

conduct of its uf1airs." J\ll:hough it is publicly capitalized, it 
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is subject to no ministerial oversight or control. Rules govern-

ing disclosure for Canadian corporations have been widely attacked 

for being unduly lax; these are the accountability standards to 
I 

which CDC is being held. 

Executive Accountabilit~ 

The federal government does hold a certain amount of de facto 

power through rules governing ·the distribution of shares. No 

association, a term defined operationally by the Doard, c ay hold 

more than 3 percent of the outstanding voting stock. The federal 

government may hold 10 percent. There fore , its voting posit ion 

may always be dominant, given on absence of block coalitibns . 

Jlowever, the government has chosen to mainta i n a hands-off stance 

towards CDC operations . Investment policies and priorities, for 

example, were set by the Board with no government input. With 

its current holdings, the government could exercise control 

through the removal of Boa.rd members, but has cho~en not to do so. 

The government has eschewed other control mechanisms which 

have been Lippl.iocl to mixed enterprises .Lil Bm.:opt:: , whe;:.t c t h is kind 

of structure has a longer history. These mechanisms include hav-

ing government officials as voting members of the Donrd of Dl rec-

tors , actively exercising voti ng Glwrcs , ntututory rc~1ulu tion of 

investment operutions and maint~ining a permanent or inte rmlttent 



public body to audit the activities and reports of the publlc 
,1 

financ ial institution. The CDC a9t provides for none of these 

supervisory measures. According• to most observers, such lack of 

governmant input -and control eliminates CDC from use as a tool in 

any centrally planned economic development effort. 

VI. EVALUATION 

Recalling the three purposes of the institution (p . 3), how 

has CDC performed? Dc~fore attempting an answer, we must recog-

nize that evidence is limited to skimpy annual reports covering 

only four y~ars of operating experience. 

Rer . ·Lrding the creation and mainte nance of strong, C;.:madian-

controlled industries, CDC has followed a policy of expansion and 

consolidation of existing firms. CDC's equity presence in Polysar 

allowed the company to lncur debt to finance capital expansion at 

a much quicker rnte than was realized under government ownership~ 

In assembling Connlab Holdings, CDC seems to be creating a 

ver tically-integrated drug complex covering research, production 

and d:i.Dtri.but.i.on. Whc1 t these poJ.ici.es will mean in ter.ms of 

rationalization, investment Rnd employment rama ins to be seen. 

CDC has incrcuscd inveotmcnt opportunities open to Cnnadians 

only murg i.n.nlly. Its one pulitlc Hl:oc:k i osuc was in lne fcdrly 

.lnr<;.10. denomina tion of $100/s hure and was nppar ently bought i n 


