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Second, the crucial step of bringing 
entrepreneurs together with capital. This requires 
day-to-day cor.tact with the business community, sound 
knowledge of the market prospects of various industries, 
and detailed awareness of government policies and 
programs that affect business . The chief execut ive is 
the focus of this effort . often supported by staff for 
public information, investment promotion, business 
relations , capital market liaison and government relations . 

Third, s ys t ematic investigation and appraisal of 
ideas is essential to provide projects t hat can and 
should be financed. This is usually accomplished by 

operating departments s t affed with professional econo­
mists, engineers , financial analysts, environmental 
specialis ts and industry specialists . Selectiv~ but 
in t ensiv~ use i s also made of outside consultants. 

Fourth, monito(ing and supervision of the projects 
financed, without in t erfering in their managemen t , is a 
cri t ical operating act ivity. Many new ent repreneurs 
need and wel come the advice of experts from DFCs, and 
it i s , of course, in the DFC's best interest to take 
al l reasonable steps to insure the success of its 
i nvestments . 

3 . Financial Controls 

In general, the financial controls of a DFC are 
des i gned along the World Bank/IFC model . They may 
include guarantees by governments, diversification of 
the portfolio, required i ndependent audits and disburse­
ment controls . It is also common prac t ice to establish 
and maintain reserves for protection against losses . 

~nlioiue "'f!L.-CO: 



External Reporting and Review 

Publication of an audited annual report is commonly 
required for DFCs. Most DFCs also find it in their 
best interest to maintain a steady flow of information 
about their activities to the media, public and govern­
ment . A reporting device frequently used is voluntary 
testimony to legislative bodies on matters · of concern 

to the private sector . 



A UNIT' :IN THE ORIGit~AL FltE. · 
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The Honorable Sterling Gallagher 
The Honorable Jalmar Kerttula 
The Honorable Hugh Malone 

Gen t l emen: 

601 WEST FIFTH AVENUE,ANCHORAGE,ALASKA 99501 ·907·279·1424 

December 15, 1976 

'REPORT FOR THE DECEMBER 16 - 17 1 1976. 
STATE INVESTMENT ADVISORY COMMITTEE (SIAC) MEETING 

The enclosed report has been prepared in response t o four 
questions submitted to us on behalf of the Committee. The 

questions have been considered within the framewo r k of t he 

tentative organizat i on outline prepared at the SIAC Workshop 

on November 16, 1976. 

The quest i ons ar e: 

A. What are broad statements of which should be 
set i n t he C1arter i i ci es s hould be 

1et at board level? How broad or how specific s hould 
they be? Give specific examples of broad sta t ement s 
from our experience with development banks . 

B. What loan standards should apply to prospective fun ding 
arrangements (financial return, environmental cons i dera­
tions, etc.)? Also, should interest ra t es be set by 
statute or by a policy-making board? 

C. Comment on pros/cons of electing all or part of the 
Board(s) of Directors. 

D. Give suggestions on alternate structures or modifications 
to the present proposal if greater (1) clt i zen, (2) 
legis l ative or (3) executive infl uence is desired. 

It was our pleasure to host the del egation from t he Committee 

in Was hington, D.C. on December 10, 1976. We arranged appointments 



four senior .executives oi development : institutions · and, 
> ""· f ("1 

des_l.red, ·would be pleased to comment to the entire - ~ommittee 

. the discussions which took place during these meetings. 

Enclosure 
As above 

Yours very truly, 

Gl~\~,~.~~ 
Peter B. McDowell -----.. .: 



. 
".A. l ; What ·broad s'ta't'enien·ts· of pr'forfty' ·should be se·t 'in 

the' Char.t'er (en·abl'ing i ·e·gi'sl·atlon')' a·nci ~hat poli'cfes 
sho'uld he set ·a·t 'the· b'o'ar·di level? 

An examination of the charters of various international and 
national government sponsored development institutions reveals 
that a relatively consistent set of broad statements of priorities, 
policies and principles are generally included in these documents. 
In order to clarify the terminology used, a development institution 

,Erovides longer ·-term investment capital as opposed to ope.:-atin_g 
~-:-~~--...,,....,...----:--=---~~--:--"~~ 

(:.;rorking) capital either directly or through intermediaries, in 
~-------------__________...., ____ .::.--....,~------------...;.~-
~~~ ty or,debt, t~ enterprises or projects. These 
gener~l statements provide the framework for the establishment of 
policies by the board of the institution and the implementation 
cf these policies by management, in the following areas of 
concern: 

General 

(1) General purpose(s) of the institution, i.e., the function(s) 
it is established to perform. 

(2) General operating philosophy of the ins t itution, i .e., how 
iL is to perform its function(s). 

(3) Legal personality and capacities of the institution. 

(4) Sectoral coverage, in terms of both economic sectors a~d 
size sectors. 

,,-

( S) Geographic coverage L1..w.w~ !U.r'.A.;<~~ .. . J 
(6) General criteria to be app lied t o the selection of capital 

investments. 

(7) Kinds of investment capital to be provided; equity, direc t 
loans, loan guarantees, etc. 



". 

(10) ·Relationsh_ip W·ith the. private sector . 
. 

(11) Relationshi}I ·with governments. 

(12) Relationship with other (public and private) sources of 
investment capital. 

(13) Relationship with recipients of investment capital with 
regard to the identification and appraisal of potentially 
viable investment opportunities, and provision of funds for 
feasibility studies and management assistance. 

(14) Relationship to capital markets with regard to underwriting 
share issues for new enterprises and encour agement of local 
markets for shares of local enterprises and other financing 
matters. 

Organizational 

(15) General powers and parliamentary rules of the board(s). 

(16) General powers of management . 

(17) Composition, qualifications; methods of selection and terms 
of bo~~d(s), management and staff . 

(18) Design~ tion of the organizational levels with responsib i lity 
for relations with government , the general J;ublic, the 
financial community and prospective recipients of investment 
capital. 

@General conflict of interest policy(ies) for board members, 
management and staff. 

Financial 

(20) General financial goals of the institution, i.e. , level uf 
profits to be attained, protection of capital, prudent 
management of assets. 

(21) Source and amount of capital of the institution. 

(22) Borr owing powers and limits, if any, of the institution. 



fun?s· o pay for all types of operating expenses; 
~~~al long-range economic and investment researcli. 

(24) Source of funds to pay for any subsidy(ies) of loan interest 
races •. --return'·on·· iq'u:fty ; fo-an guarantee fees, etc. -~~-~ 

Disposition of net income from operations. (25) 

(26) Proportion of the total capital (equity plus debt) of an 
ente,cprise or project which the institution may provide. 

Accountab'ility 

(27) General requirements for independent audit and public reporting. 

(28) General requirements for operational evaluations (post-
audi ts) of capital investments. 

(29) General requirements for maintaining the confidentiality 
of information obtained from prospective and actual r ecipients 
of investment capital. ?A.wi..4 "'· ? ....... , r.,_~-.;:-1 ·~ 

A. 2. What are Specific Exa.nples of Broad Statements From Our 
Experience with Developmen t Banks 

The following examples of actual charter provisions have -been drawn from international and national development institutions 
that are considered representative. It is important to note the 
general absence of ~solute quantities and percentages frQ.m 
"-.harter provisi ons. I n fact, the only absolutes normally provided 
in a charter are the numbers of board members and the size of the 
capital of the i<>t"t~ The key words in many of the following 
statements are ver~s ~hich have been underlined. 

(1) Industrial Development Bank of Turkey 

Its purposes are: 

• to suppor t and stimulate the establishment of new 
private enterprises and the expansinn and modernization 
of existing private enterprises in Turkey. 



of; 
arid to assist 
in Turkey. 

' , •: 

Sudan Development Corporation 

Its purpose is: 

• to attract . foreign and domestic capital for investment 
, in the economic development 'of the Sudan bv initiating 

projects or assisting those wishing to inrt{ate or 
participate in opportunities in the Sudan. 

(3) Industrial Finance Corporation of India 

Its purpose is: 

• making medium- and long-term credits more readily 
available to industrial concerns in India, particularly· 
in circumstances where normal banking accommodation is 
inappropriate or recourse to capital-issue methods is 
impracticable. 

(4) Industrial Credit and Investment Corporation of India 

Its purposes include: 

• To carry on the business of assistin9 industrial enter­
prises within the private sector of industry in India, 
in general by: 

• 

• 

• 

ass;stinf in the creation, expansion and moderni­
zation o such e1iterprises 

encouraging and promoting the participation of 
pr'IVate capital, both internal and external, in 
such enterprises 

I ':J 4 ~,_.,_Ji. 
encoura9ing and promoting private ownership of 
industrial investments and the expansion of 
investment markets 

and in particular by: 

• providing finance in the form of long- and medium­
term loan8 or equity participation 



.. .. ' " ' , . 
'. makirtg fundJil ' avaii~bl~ for re~investment by 

investments ~s rapidly as prudent, and 

:fu~nishin3 managerial, technical and administrativ~ 
advice an assisting in obtaining managerial, 
technical and administrative services to Indian 
indust'I'.y . · 

5) Inter-American Development Bank 

ARTICLE I 

PURPOSE AND FUNCTIONS 

Section 1. Purpose 

The purpose of the Bank shall be to contribute to the 
acceleration of the process of economic and social develop­
ment of the regional developing member countries, individually 
and collectively. 

Section 2. Functions 

(a) To implement its purpose, the Bank shall have the 
following functions: 

(i) 

(ii) 

(iii) 

to ~romote the investment of public and private 
capital for development purposes; 

to utilize its own capital, funds raised by it in 
financial markets, and other ava~lable resources , 
for financing the development of the member 
countries, giving priority to those loans and 
guarantees that will contribute most effectively 
to their economic growth; ' 

to encourage private investment in projects, 
enterprises, and activities contributing to economic 
development and to sueplement private investment . 

( 
when private capita.I is not available on reasonable\ 
terms and conditions: ~ 



ARTICLE II 

OPERATIONS 

Section 1 . Use of Re.sources 

The resources and facilities of the Bank shall be used 
exclusively to implement the purpose and functions enumerated 
in Article I of this Agreement. 

Section 2. Categories of Operations (Q~) 

(a) 

(b) 

The operations of the Bank shall be divided into Qrdinary 
,QPerations 1 inter-regional resources operations 1 and 
special operations. t ~ L 

1
_ • 1 

~ ~v.-~ CLe.i~~!b 
The ordinary operations siall be those financed from iMJlt:t...:t 
the Bank's ordinary capital r esources, as defined in 
Article II, Section 5. The i nter-regional resources 
operations shall be those financed from the Bank's 
inter-regional capital resources, as defined in Article 
!IA, Section 4. Both types of operations shall relate 
exclusively to loans made, participated in, or guaranteed 
by the Bank which are repayable only in the respective 
currency or currencies in which the loans were made. 
Such operations shall be subject to the terms and 
conditions that the Bank deems advisable, consistent 
with the provisions of this Agreement. 

The special operations shall be those financed from the 
resources of the Fund in accordance with the provisions 
of Article IV. 

Section 3. Basic Principle of Separation 

(a) Subject to the amending provisions of Article XII 
(a)(ii), the ordinary capital resources, as definerl i n 
Article II, Section 5 1 the inter-regional capital 



The ordinary capital resources . and the inter-regional 
capital resources shall , under no circumstances •.be· .. 
charged with, or used to discharge ·, obligations, 
liabilities or losses arising out of operations for 
whfch the r .esources of the Fund were 'originally used or 
committed . 

(c) The ordinary capital resources shall under no circum­
stances be charged with, or used to discharge, obliga­
tions, liabilities or losses chargeable to the inter­
regional capital resources, and, except as provided in 
Article VII, Section 3(d), the inter-regional capital 
resources shall under no circumstances be charged with, 
or used to discharge, obligations, liabilities, or 
losses chargeable to the ordinary capital resources . 

I 
I 

(d) The financial statements of the Bank shall show separately 
the ordinary operations, the inter-regional resources 
operations, and the special operations, and the Bank 
shall establish such other administrative rules as may 
be necessary to ensure the effective separation of the 
three types of operations. 

(e) Expen8es pertaining directly to ordinary operations 
shall be charged to t he ordinary capital resources. 
Expenses pertaining directly to inter-regional resources 
operations shall be charged to the inter-regional 
capital resources. Expen~ es pertaining directly to 
special operations shall be charged to the resources of 
the Fund. Other expenses shall be c~arged as the Bank 
determines. 

Section 4. Methods of Making or Guaranteeing Loans 

Subjec t to the conditions in this article, the Bank may 
make or guarantee loans to any member, or any agency or 
political subdivision thereof, and to any enterprise in the 
territory of a member. 
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' · {a)~ - The total ~~ount putstanding of lo.ans ~nd. ·guarant;ees 
.. ""---·-=-::-made• 1:>:~1;_he.11~Bank .. in -;its . ordina,ry;.~opera~i:dns"~shall not 

· '. at an~ ;f~me ~:x1ceed . the·". tqtal amount of , the un~l!lpaired 
subscri:bed ordinary· capital' of the Bank ~ .plus the 
unimpaired reserve~ and surplus inCl\lded· in the ordinary 
capital resources of the Bank, ·as defined in Article 
II, Sections ; exclusive of income assi.gned' to the 
speciai Fese~ve established pur~uant to Section 13 of 
this article and other income of the ordinary capital 
resources assigned by decision of the Board of Governors 
to reserves not available for loans or guarantees. 

Section 7. Rules and Conditions for Making or Guaranteeing 
Loans 

(a) The Bank may make or guarantee loans subject to the 
following rules and conditions: 

(i) the applicant for the loan shall have submitted a 
detailed proposal and the staff of the Bank shall 
have presented a written report reconnnending the 
proposal after a study of its m~rits. In special 
circumstance~ . the Board of Executive Directors, 

S by a majority of the total vo t ing power of the 
member countries, a re uire that a pro os e 

\ _submitted to the Boar 
~or such a repor ; 

(ii) 

(iii) 

C/v..M 
w~ 

. (iv) 
1\10 ""'°~ ... ~sf 
rik-,µ;f~ 
Cfa.~ 

(v) 

in 'considering a request for a loan or a guarantee, 
the Bank shall take into account the ability of 
the borrower to obtain the loan from private 
sources of financing on terms which, in the opinion 
of the Bank, are r easonable for the borrower, 
taking into account all pertinent factors; 

in making or guaranteeing a loan, t he Bank shall 
pay due regard t o prospects that che borrower and 
i t s guarantor; i f any, will be )n a position to 
meet their obligat ions under the loan contract; 

in the opinion of the Bank, the rate of interest, 
other charges and the schedule for repayment of 
principal are a~propriate for the project in 
ques t ion; 

in guaran t eeing a loan made by other investors, 
the Bank shall receive suitable compensation for 
its risk; and 



Section 8. Optional Conditions for Making or Guaranteeing Loans 

(a) In the case of loans or guarantees to nongovernmental 
entities, the Bank may, when it deems it advisable, 
require that the member in whose territory the project 
is to be carried out, or a public institution or a 
similar agency of the member acceptable t o the Bank, 
guarantee the repayment of thP- principal and the payment 
of interest and other charges on the loan. 

(b) The Bank may attach such other co .ditions to ti.e making 
of loans or guarantees as it deems appropriate, taking 
into account both the interests of the members directly 
involved in the particular loan or guarantee proposal 
and the interests of the members as a whole. 

Section 10. Payment Provisions for Direct Loans 

Direct loan contracts made by the Bank in conformity 
with Section 4 of this article shall establish: 

(a) All the terms and conditions of each l11an, including 
among others , provision for payment of pri.ncipal, 
interest and other charges , maturities, and dates of 
payment; and 

(b) The currency or currencies in which payments shall be 
made to the Bank. 

Section 11 . Guarantees 

(a) In guaranteein~ a loan the Bank shall charge a guarantee 
fee, at a rate determined by the Bank, payable periodically 
on the amount of the loan outstanding . 



Guaran~ee contracts 1 ~~oncluded by the Bank .shall provide 
that the Bank may teY1ninate· its liability wit h respect 
to interest if upon d~fault by the borrower and by the 
guarantor, if any, tne Bank offers to purchase, at par 
and interest accrued to a date designated in the offer, 
the bonds or other obligations guar~nteed . 

I 

(c) In issuing guarantees, the Bank shall have power to 
determine any other terms and conditions. 

ARTICLE Ill 

TECHNICAL ASSISTANCE 

Section 1 . Provision of Technical Advice anl, Assistance 

The Bank may, at the request of any memb?r or members , 
or of private firms that may obtain loans fr~~ it, provide 
technical advice and assistance in its field tf activity, 
p.lrticularly on: 

( i) t he preparation, financing , and exect ·.t ion of 
development plans and projects, including the 
considerat i on of priorities, and the :ormulation 
of l oan proposals on spt:cif ic nationa~ . or regional 
development projects; and 

(ii) the development and advanced training, through 
seminars and other forms of instructiot , of 
personnel specializing in the formulation and 
implementation of development plans and projects. 

Section 2 . Cooperative Agreements on Technical A11sistance 

In order to accomplish the purposes of this ~ rticle, 
the Bank may enter into agreerrents on technical assistance 
with other national or interna tional institutions, either 
public or private. 

Section 3. Expenses 

(a) The Bank may arrange with member coun t ries o·; firms 
receiving technical assistance, for reimbursament of 
the expenses of furnishing such assistance en t erms 
which the Bank deems appropriate. 

(b) The expenses of providing technica l assistance not paid 
by the recip ients shall be met from the ne t. income of 
the ordinary capi tol resources , of t he int~r-regional 
capital resources, or of t he Fund. Howevfr, during the 
first three years of the Bank' s operation·J, up to three 
percent, in total, of the i nitial reanurces of the Fund 
may be used to meet such expenses. 



' ,,.,~ 

Section Miscellane'ou~ Powe'rs of the 1Bank 
...... ,.. ' ~ ~- . . . 

c:.:::.~cr.--~'''".. ~ !. · ~ • • - - ~ '"'!!""- _ .:;( "':""' - - 7 -

-·. · I~ ·' addition to the powers . specified elsewhere in thi s 
Agreement, . the ~ank shall h~ve the power to: 

(i) 

(ii) 

(iii) 

(iv) 

(v) 

borrow funds ~. and in that connection to furnish 
such collateral or other security therefore as the 
Bank shall' determine, provided that, before making 
a sale of its obligations -in the markets of a 
country, the Bank shall have obtained the approval 
of that country and of the member in whose currency 
the obligations are denominated. In addition, in 
the case of borrowings of fun.ds to be inclu-:led in 
the Bank's ordinary capital resources or inter­
regional capital resources, the Bank shall obtain 
agreement of such countries that the proceeds may 
be exchanged for the currency of any other country 
without restriction; 

buy and sell s~curities it has issued or guaranteed 
or in which it has invested, provided that the 
Bank shall obtain the approval of the country in 
whose territories the securities are to be bought 
or sold; 

with the approval of a two-thirds majority of the 
total voting power of the member countries, invest 
funds not needed in its operations in such obliga­
tions as it may determine; 

guarantee securities in its portfolio for the 
purpose of facilitating their sale; and 

exercise such other powers as shall be necessary 
or desirable in furtherance of its purpose and 
functions; consistent with the provisions of this 
Agreement. 



ORGANIZATION AND MANAGEMENT 

Section 1. Structure of th~ Bank 

The Bank shall have a Board of Governors, a Board of 
Executive Directors, a President, an Executive Vice President, 
a Vlce President in charge of the fund, and such other 
officers and staff as may be considered nec2ssary. 

Section 2. Board of Governors 

(a) All the powers of the Bank shall be vested in the Board 
of Governors. Each member shall appoint one governor 
and one al terr.i, te, who shall serve for five years, 
subject to termination of appointment at any time, or 
to reappointrn~ nt, at the pleasure of the appointing 
member. No alternate may vote except in the absence of 
his principal. The Board shall select one of the 
.governors as Chairman, who shall hold office until the 
next regular meeting of tYe Board. 

(b) The Board of Governors may delegate to the Board of 
Executive Directors all its powers exc ~pt power to: 

(i) 

(ii) 

(iii) 

(iv) 

(v) 

(vi) 

(vii) 

(viii) 

admit new members and determine the conditions of 
their admission; 

increase or decrease the authorized ordinary 
capital stock and inter- regional capital stock of 
the Bank and the contributions to the Fund; 

elect the Presiden t of the Bank and determine his 
remuneration; 

suspend a member, r ·irsuant to Article IX, Section 
2 j 

determine the remuneration of the executive directors 
and their alternates; 

hear and decide any appeals from interpretations 
of this Agreement given by the Board of Executive 
Directors; 

authorize the conclusion of general agreements for 
cooperation with other internatio~ al organizations; 

approve, after reviewing the auditor's reports, 
t he general balance sheets and the statements of 
profit and loss of t he institution; 



(x), 

(xi) 

(xii) 

·' . determine the · ~eserves and the dis~ribution ·of 
the net 'profits of .the .ordinary capital' resources 
and of the int~r-regional capital resources and of 
the Fund; 

I 

select out~ide auditors to cer~.ify to the genE!ral 
balance she~ts and the statements of profit and 
loss of the h'stitution; . . , 
amend this Agre~ment; and 

\ 

decide to terminat e the operations of the Bank and 
to distribute its assets. 

(c) The Board of Governors shall retain full power to 
exercise authority over any matter delegated to the 
Board of Executive Directors under paragraph (b) above. 

(d) The Board of Governors shall, as a general rule, hold a 
meeting annually. Other meetings may be held when the 
Board of Governors so provides or when called by the 
Board of Executive Directors. Meetings of the Board of 
Governors also shall be called by the Board of Executive 
Directors whenever requested by five members of the 
Bank or by members having one fourth of the total 
voting power of the member countries. 

(e) A quorum for any meeting of the Board of Governors 
shall be an absolute majority of the governors of 
reg~onal members, representing not less than two thirds 
of the total voting power of the member countries. 

(f) The Board of Governors may establish a procedure whereby 
the Boar d of Executive Directors, when it deems such 
action appropriate, may submit a specific question to a 
vote of the governors without calling a meeting of the 
Board of Governors. 

(g) The Board of Governors, and the Board of Executive 
Directors to the extent authorized, may adopt such 
rules and regulations as may be necessary or appropriat~ 
to conduct the business of the Bank. 

(h) Governors and alternates shall serve as such without 
compensation from the Bank, but the Bank may pay them 
reasonable expenses incurred in attend ing meetings of 
the Board of Governor s. 



Executive T,ire..ctor,s shall be responsible 
for the ·~onduct of the oµerf'~ions of the Bank, and for 
this purpose may exercise all the powers delegated to 
it by the Board of Governors. 

(i) 

(ii) 

(iii) 

Executive directors shal~ be p ersons of recognized) 
competence and wide experien(!e in economic and 
financial matters but whC. -:;i1all not be governors. 

One executive director shall be appointed by the 
member country having the largest ri. ::nnber of shares 
in the Bank, two executive directors shall be 
elected by the governors of the nonregional countries, 
and not less than eight others shall be elected by 
the governors of the remaining member countries . 
The number of executive directors to be elected in 
the last category, and the procedure for the 
election of all t he elective directors shall be 
determined by regulations adopted by the Board of 
Governors by a three-fourths majority of the total 
voting power of the member countries, including, 
with r.espect to provisions relating exclusively 
to the election of directors by nonregional member 
countries, a two-thirds majority of the governors 
of the nonregional members, and with respect to 
provisiors relating exclusively to the number and 
election of directors by the remaining member councries, 
by a two - thirds majority of the governors of regional 
members. Any change in the afor ementioned regulations 
shall require the same majority of votes for its 
approval. 

Executive directors shall be appointed or elected 
for terms of three years and may be reappointed 
or re-elected for successive terms. 

(c) Each executive director shall appoint an alternate who 
shall have full power to act for him when he is not 
present. Directors and alterna tes shall be citizens of 
the member countries. None of the elected directors 
and their alternates may be of the sam(~ citizenship, 
except i n the c.':lse of countries that m:e not borrowers. 
Alternates may participa te in meetings bu t may vote 
only when they are ncting in place of their principals. 



(d) Directors shall continue in office until their successors 
are appointed or elected. If the office of an elected 
director b~comes vacant more than 180 days before the 
end , ,f his term , a successor shall be elected for the 
rema.Lnder of the term by the governors~ who elected the 
former director. An absolute majority of the votes 
cast shall be required for election. While che office 
remains vacant, the alt ernate shall have all the powers 
of the former director except the power to appoint an 
alternate. 

(e) The Board of Executive Directors shal l function in 
continuous session at the principal office of the Bank 
and shall meet as of ten as the business of the Bank may 
require . 

(f) A quorum for any meeting of t he Board of Executive 
Directors shall be an absolute majority of the total 
number of directors, including an absolute majority of 
directors of regional members, representing not l ess 
than two-thirds of the total voting power of the member 
countries. 

(g) A member of the Bank may send a representative to 
attend any meeting of the Board of Executive Directors 
when a matter especially affecting that member is under 
consideration. Such right of representation shall be 
regulated by the Board of Governors . 

(h) The Board of Executive Directors may appoi nt such 
committees as it deems advisable. Membership of such 
committees need not be limited to governors , directors, 
or alternates . 

(i) The Board of Executive Directors shal l determine t he 
basic organization of the Bank, including the number 
and general responsibilities of t he chief administrative 
and professional positions of the staff, and shall 
approve the budget of t he Bank . 

Section 5. President, Executive Vice President , and Staff 

(a) The Board of Governors, by a majority of t he total 
voting power of the member countries , including an 
absolute majority of the governors of regional members, 
shal l elect a Pres ident of the Bank who, while holding 
office , shall not be a governor or an executive rli r ector 
or alternate for either. 



Under ~he gir~ction of the Board of &xecutive · Di~e~tor.s, 
the Prest~!nt of the Bank shall conduct the ordinar.1 , 
businetls of the Bank and shal1! be chief of its starf •' 
He a,is9 sha'li be 'the ptesiCiitig, office.i at meetings of 
the-'Board of Executiv~ - Difectors, but shall have rio"· 
vote, except, that it shal1 be his duty to cast a deciding 
vote when necessary to break a tie. 

The President of the Bank shall be the legal representative 
of the Bank. The term of office of the President of 
the Bank shall be five years, and he may be re-elected 
to successive' terms . He shall cease to hold office 
when the Board of Governors so decides by a majority of 
the total voting power of the member countries, including 
a majority of the total voting power of the regional 
member countries. 

(b) The Executive Vice President shall be appointed by the 
Board of Executive Directors on the recommendation of 
the President of the Ba.nk. Under the Direction of the 
Board of Executive Directors and the President of the 
Bank, the Executive Vice President shall exercise such 
authority and perform such functions in the administration 
of the Bank as may be determined by the Board of Executiv~ 
Directors. In the absence or incapacity of the President 
of the Bank, the Executive Vice President shall exercise 
the authority and perform the functions of the President. 

The Executive Vice President shall participate in 
meetings of the Board of Executive Directors but shall 
have no vote at such meetings, except that he shall 
cast the deciding vote, as proYi.ded in paragraph (a) of 
this section, when he is acting ;n place of the Presiden t 
of the Bank . 

(c) In addition to the Vice President referred to in Article 
IV, Section 8(b), the Board of Executive Directors may, 
on recommendation of the President of t he Bank, appoint 
other Vice Presidents who shall exercise such authoritv 
and perform such functions as the Board of Executive · 
Directors may determine. 

(J) The President, officers, and staff of the Bank, in the 
discharge of their offices, owe their duty entirely to 
the Bank and shall recognize no other authority. Each 
member of the Bank shall respect the international 
character of this duty. 



The paramou~t consideratio# i:ri·. the empioymept 
staff and .in the determin'ation of. the cond'itions of 
service shall be the necessity of securing the· highest 
standards of efficieg~Y, ; comR..etence _and_ integri~y· .:_-Du.e ~­
regard- sfiall also b~ paid to the- importance 6f- tecruiittng 
the staff on as wide a geographical basis as possible, 
taking into account the regiona·l cliaracter of tb.e 
institution. 

(f) The Bank , i.ts officers and employees shall not interfere 
in the political affairs of any member, nor shall they 
be influenced in their decisions by the political 
character of the member or members concerned. Only 
economic considerations shall be relevant to their 
decisions, and these considerations shall be weighed 
impartially in order to achieve the purpose and functions 
stated in Article I. 

Section 6. Publication of Reports and Provision of Information 

(a) The Bank shall publish an annual report containing 
separate audited statements of the accounts of the 
ordinary capital resources and of the inter-regional 
capital resources. It shall also transmit quarterly to 
the members summary statements of the financial position 
and profit-and loss statements showing separately the 
results of its ordinary operations and its inter-
regional resources operations. 

(b) The Bank may also publish such other reports aG it 
deems desirable to carry out its purpose and functions . 

ARTICLE XI 

STATUS, IMMUNITIES AHD PRIVILEGES 

Section 1. Scope of Article 

To enable the Bank to fulfill its purpose and the 
functions with which it is entrusted, the status, immunities, 
and privileges set for th in this article shall be accorded 
to the Bank in the terri tories of each member. 

Section 2. Legal Status 

The Bank shall possess juridical personality and, in 
particular, full capacity: 



3. Judi:cia'l Proc·eedings 

. Actions may be brought against the ·· Bank only. in a court 
of competent jurisdiction in the territories of a member in­
which the Bank has an office, has appointed an agent for the 
purpose of accepting service or notice of process, or has 
issued or guaranteed securities. 

No action shall be brought against the Bank by members 
or persons acting for or deriving claims from members. 
However, member countries shall have recourse to such special 
procedures to settle controversies between the Bank and its 
members as may be prescribed in this Agreement, in the by­
laws and regulations of the Bank or in contracts entered 
into with the Bank. 

Property and assets of the Bank shall, wheresoever 
located and by whomsoever held, be immune from all forms of 
seizure, attachment or executi.on before the delivery of 
final judgment against the Bank. 

Section 4. Immunity of Assets 

Property and assets of the Bank, wheresoever located 
and by whomsoever held, shall be considered public internation ~J 
property and shall be immune from search, requisition, 
confiscation, expropriation or any other form of taking or 
foreclosure by executive or legislative action. 

Section 5. ~nviolability of Archives 

The archives of the Bank shall be inviolable. 

Section 6. Freedom of Assets from Restrictions 

To the extent necessary to carry out the purpose Rn<l 
functions of t he Bank and to conduct its operations in 
accordance with this Agreement, all property and other 
assets of the Bank shall be free from restrictions , regulations 
controls and moratoria of any nature, except as may otherwise 
be provided in this Agreement. 



ARTICLE XIII 

INTERPRETATION AND ARBITRATION 

Section 1. Interpre'tation 

(a) Any question of interpretation of the provisions of 
this Agreement arising between any member and the Bank 
or between any members of the Bank shall bt~ submitted 
to the Board of Executive Directors for decision . 

Members especially affected by the question under 
consideration shall be entitled to direct representation 
before the Board of Executive Directors as provided in 
Article VIII, Section 3(g). 

(b) In any case where the Board of Executive Directors has 
given a decision under (a) above, any member may require 
that the question be submitted to the Board of Governors, 
whose decision shall be final. Pending the decision of 
the Board of Governors, the Bank may, so far as it 
deems it necessary, act on the basis of the decision of 
the Board of Executive Director.s. 

Section 2. Arbitration 

If a dinagreement should arise between the Bank and a 
country whic'n has ceased to be a member , or between the Bank 
and any member after adoption of a decision to terminate the 
operation of the Bank, such disagreement shall be submitted 
to arbitration by a tribunal of three arbitrators . One of 
the arbitrators shall be appointed by the Bank, another by 
the country concerned, and the third, unless the parties 
otherwise agree, by the Secretary General of the Organization 
of American States. I f all efforts to reach a unanimous 
agreement fail, decisions shall be made by a majority vote 
of the three arb i trators. 

The third arbitrator shall be emplowered to settle all 
questions of procedure in any case where the parties are in 
disagreement with respect thereto. 



(i) 

(ii) 

(iii) 

in association with private investors, as·sist in 
financing the establishment, improvement and 
expansion of productive private enterprises which 
would contribute to the development of its member 
countries by making investments, without guarantee 
of repayment by the member government concerned, 
in cases where sufficient private capital is not 
available on reasonable terms; 

seek to bring together investment opportunities, 
domestic and foreign private capital, and experienced 
management; and 

seek to stimulate, and to hllp create conditions 
conducive to the flow of pr vate capital, domestic 
and foreign , into productive investment in member 
countries. 

The Corporation shall be guided in all its decisions by 
the provisions of this Article. 

ARTICLE III 

OPERATIONS 

Section 1. Financing Operations 

The Cvcporation may make investments of its funds in 
productive private enterprises in the territories of its 
members. The existence of a government or other public 
interest in such an enterprise shall not necessarily preclude 
the Corporation from making an investment t herein . 

Section 2. Forms of Financing 

The Corporation may make investments of its funds in 
such form or forms as it may deem appropriate in the circumstances. 



'The operations cf the ~orporation shall be 
_ accordance-wi~h _the_fol:lowing principles:-

the Corporation shall not undertake any financing for 
which in its opinion sufficient private capital could 
be obtained on reasonable tenns; 

the Corporation shall not finance an enterpr*se in 
territories of any member if the member obj ec:ts to 
financing; ' 

t e Corporation shall impose n that the 
proceeds of any financing by it shall be spent in the 
territories of any particular country; ' 

(iv) the Corporation shall not assume responsibili.ty for 
managing any enterprise in which it has inves1ted and 
shall not exercise voting rights for such pu~pose or 
for any other purpose which, in its opinion, proper.l'y 
is within the 8cope of managerial control; 

(v) the Corporation shall undertake its financing on terms 
and conditions which it considers appropriate, taking 
into account the requirements of the enterprise, the 
risks being undertaken by the Corporation and the terms 
and conditions normally obtained by private investora 
for similar financing; 

(vi) the Corporation shall seek to revolve its funds by 
selling its investments to private investors whenever 
it can appropriately do so on satisfactory terms; 

(vii) t he Corporation shall seek to maintain a reasonable 
diversification in 1.ts investments. 

Section 4. Protection of Interests 

Nothing in t his Agreement shall prevent the Corporation, 
in the event of actual or threatened default on any of its 
investments, actual or threa tened insolvency of the enterprise 
in which such investment shall have been made, or other 
situations which, in the opinion of the Corporation, threaten 
to jeopardize such investment, from taking such action and 
exercising such rights as it may deem necessary for the 
protection of its interests. 



this 

(i) 

(ii) 

(iii) 

(iv) 

(v) 

'l;>orrow funds,, and in that connection to furnish such 
collaterai or other securit~ . therefor as it shall 
determine; proviJed, however, that before m~king a 
public sale ,of its obligations in the markets of a 
member, the Corporation shall have obtained the approval 
of that member and of the member in whose currency the 
obligations are .to be der,ominated; if and so long as 
the Corporation shall be indebted on loans from or 
guaranteed by the Bank, the total amount outstanding of 
borrowings incurred or guarantees given by the Corporation 
shall not be increased if, at the time or as a result 
thereof, the aggregate amount of debt (including the 
guarantee of any debt) incurred by the Corporation from 
any source and then outstanding shall exceed an amount 
equal to four times its unimpaired subscribed capital 
and surplus; 

invest funds not needed in its financing operations in 
such obligations as it may determine .and invest funds 
held by it for pension or similar purposes in any 
marketable securities, all without being subject to the 
restrictions imposed by other sections nf this Article; 

guarantee securities in which it hos invested in order 
t o facilitate their sale; 

buy and sell securities it has issued or guaranteed or 
in which it has invested; 

exercise such other powers incidental to its business 
as shall be necessary or desirable in furtherance of 
its purposes. 

Section 9. Political Activity Prohibite~ 

The Corporation and its officers shall not interfere in 
the polit~cal affairs of any member; nor shall they be 
influenced in their decisions by the political character of 
the member or members concerned. Only economic considerations 
shall be relevant to their decisions, and these considerations 
shall be weighed impartially in order to achieve the purposes 
stated in this Agreement. 



towthe Conmtittee 
& Co. examples are 

discussion with the Committee . 
' 

A.3. What policies should be set at hoard level? 

The charter of a development institution is normally intended 
to be a document that will withstand the test of 'time without 
major modification. The interpretation of a charter is, however , 
a dynamic process that recurs from time to t ime in order to take 
changes in society, economic development and priorities into 
account. This process of interpretation is the setting of policies, 
a functioned normally performed at the board level. The board of 
a development institution 1lsually examines policy proposals put 
forth by management, modifies them in accordance with its inter­
pretation of the charter and judgment of prevailing conditions 
and factors, and then approves the policies. It is then the 

responsibility of management to implement these policies "'ithin 
t he institution . 

Specific examples of policles which have been set at board 
level are: 

(1) Industrial Credit and Investment Corporation of India 

• It will be th~ policy of the Company no t to seek in any 
enterprise financed by it, a controlling interest or 
any other interest which would give it primary r~pon­
sibility for the management of such enterprise. [l'he 
Company will to the maximum extent possible, consistent 
with the prot ection of its interests, and after satisfying 
itself that qual ified and experienced managemen t is and 
will continue to be available, leave the management in 
the hands of the enterprise so financed__] 



I 

With the exception of intermediate• investm~nt . of its 
liquid funds in short-term .,ecurities,, the ·COl!lpany will 
keep its financing, w~ether through loans or equity 
par-ticipa.tions_ 9 r guai:antees, dive~sif~ed ,,.bo!lL as _ 
among types of undertakings and wit hi n any orie area of 
India and normally will not commit more 'than 10% of i t s 
original paid-up share capital and government _i uvestment 
to any single undertaking. 

' 

• The Company normally will revol ve its funds by sell i ng 
i ts investments a t its, discreti on whenever it can 
r eceive a fair price t herefor. In selling. such investments 
t he Company will pay due regard both to its own interes ts 
and to those of other participants in t he particular 
i nves t men t . 

• I n under tak ing obligations payable in foreign exchange 
t he Company ' s management , to the fullest ex t ent poss i ble, 
will endeavor to cover the foreign exchange risk invo l ved 
by taking obligations payable in the appli cable foreign 
exchange or by forwar d exchange or by forward exchange 
contract or other means . 

• It wil l be the policy of the Company to build reserves 
consistent with sound financial practices . 

(2) Sudan Development Corporation (SDC) 

Tn the case of t he SDC, the following area5 were not specified 
in the charter , and were eventually defined as po l icies by the 

bCH117d: 

• The requirements and objectives of the Gover nment of 
the Sudan in relation to SDC, including: 

• 

• the relationships between SDC and oth~r Government 
undertakings 

• Lhe relationships of SDC' s o'Jj :? ct ives to r:he 
overall economic objectives of the Sudan 

• the profit and dividend flows which the Governmen t 
requires of SDC 

The methods of operation of SDC, including: 

• the scope and range of its ac t ivities 



B .·1. What sta'ndards ·should apply' 

arr·angements? 

Only g~neral standards (criteria) are normally stated tn 

cha~ter of a development institution . For example, t he World 

Bank charter rEquires only that loans be made in a prudent manne · 

for high priorlty~lepme:~ ;::~~~::on the basis of econ c 
considerations. -:Board;; e Directoii/nas establishet1 

policies to the effect that priority is defined j ointly by the 

staff and borrowing country, and that economic considerations 

should be defined to include employment, income distribution , 

environment, health and social considerations. These policie s 

have been translated by management into operational procedures 

whicl1 include such evaluations as: Is the proposed projec t in a 

t;ector in which additional inves t ment is needed? Does the projec t: 

fit in with the most urgent needs of its sector? Does it contribut~ 

to diversification and/or better income distribution among regio ns 

or groups? ~s the propose~ timing of t he investment appropriate?_ 

What are the environmental and health impacts of the project 
including benefits or hazards to the environment and human well­

being? In addition, specific economic tests used include cost/benefit 

analysis, measured by the internal economic return and/or the 

benefit cost ratio. 

The importance of this example is that the charter of t he 

World Bank states very simply that loans are to be made pruden t l y 

for high priority development projects on the basis of economic 

considerations. The determination of the best means to accompli sh 



Ii 

·these obj~ctive~ has been delegat~d .to nianagemerit' sub1 ect to ·the 
· review · ~nd approv~l tof th~ Board of Executive Directors. · ThLs 
~- has.- enabled the'. B~nk _to re,rlse_ its poltcy and operati_op_al st_;andards ,_ 
over 'time to ".r:eflect 1 the development of new and improved technique\S 
(e :g. cost/benefit ~nalysis) 'and changlng priori'ties. (e.g. the . 
inclusion of non-economic considerations) in the most responsive 
manner and without revising its charter. The stimulus for these 

changes has come from a variety of sources, i rn luding Board 
members, management, staff and member countries ~stockholders). 

B.2. Should "interest rates" be set in the charter or by the 
hoard? 

"Interest rates," i.e . , the loan interest rates, returns on 

equity, loan guarantee fees, etc. charged by ~ dev ~lopment institu­
tion are a measurement of the financial returns on investments 

required to meet the fina1tcial objectives of the institution. In 
most cases these rates are required by charter to be appropriate 
or to approximate prevailing market rates, usually measured by 
the institution's cost of borrowed funds. Thia provides the 
board and staff with one objective indicator of whether a proposed 
investment in an enterpri se or a project i s viable in a market 
sense. In practice, "interest rates" are usually set by board 
policy decision. 

Any subsidies to lower the._jntergc;t cost to a borrower are_ 

7 rmally provided by a separate1appropria tion for that purpose . 
~ · - is allows the institution to provide "soft" loans witltuut: 

compromising its overall financial objectives. It also requires 
that each stockholder government explicitly recognize and approve 
the financial effect of making investments a t rates less than the 
approximate marke t rate. Thes e appropriations are placed in 

separate funds by the World Bank, Inter-American Development Bank 



A~bertar Heritag.e Savings, Trust Fund, among~ bthers. 
~ ' • } • ' I 

· · inst~nces, the• i'.nst-itti~:l:.on· is then i~d.mtiursed from 
fund for the amount of the subsidy'· and a separa'te 

' . 
the subsidy· fund is rend~~ed to the stockholders. - ~ .. 

C. Comments ·on the pros and cons o·f elec'tlng a11· dr· part of the 
b'o·a·r ·d ·of 'dire·ct·ors· (the propo·sed' policy board). . U/_;~ 

Pros: Publicly elected members would directly represent 
the interests and views of their cc · 1tituents, and would 
provide the most direct possible link between individual 
voters and the policy-making process. 

Cons: Election of part of the board would create two 
unequal classes of directors. Election of all members of 
the proposed relatively small board would insure equality, ? 
but might not include representatives of sig_nificant minoritie~ 
within the State. Finally, the practicalities of election 
support and campaign finance could result in elected members 
being subject to undue influence by special interest groups. 

The Legislatuxe and the Governor are elected officials 
and taken together, tend to provide elected representation 
of the majority and virtually all the minority views held by 
the people or Alaska. This implies that selection of the 
proposed policy board is an appropriate function of the 
Governor and Legi~lature. Use of the nomination/confi rmation 
process also permits an element of measured inquiry into the 
background, independence, technical competence and suitability 
of propose•..i policy board directors prior to their confirmation . 

. 



. ~ 

Subj~ct to the following comments .and suggestfons, the 
I ' 

structure proposed at the November 16, 1976 ~0r~shop session 
appears to strike ~easonable balance among citizen, legislative 
and executive influence and involvement . The proposal, al11ng 

I 

with the process t o es tablish t he Alaska Permanent Fund (Fund) 
presently underway, incorpor ates s i gnif i can t participation by all 
three groups in t he estab l ishmen t as we l l as t he f uture operat ion 
of t he Fund. 

Establishment of t he Fund 

Participation of private citizens includes member ship 

on the State Investment Advisor y Committee (SIAC), appear­
ance before the SIAC public session, and the Alaska Public 
Forum . Legislators are members of the SIAC and wil l final l y 
approve t he entire charter (enabling legislation), the 
crucial e l ement in the establishment of t he Fund. The 
executive is deeply involved with the SIAC and wi l l par ti­
cipate in the development of t he enabling legislation . 

OE_eration of the Fund 

The proposed structure of the policy board appears to 
insure a balanced involvement of all three groups i n t he 
selection and membership of the policy board . A majority of 

the board members are to be private citizens. All boar d 
members are to be proposed by the executive and cnnfirmed by 
the legislature. The policy board then will be accoun table 
to the public, Legislature end executive for the policies of 
the Fund and progress toward the objectives outlined i n t he 

llk'(' 
\ , ,'i1tcrhn11sc 9 :.·o. 



charter through impleme:.1tation o,f its purposes by management 
se~ected by the board. The power to amend the charter at 
any future datP, is, by definition, reserved to the Legislative . 

Coounents 

The workshop proposals generally provide the important 
separation of responsibilities for policy and operation 
between two boards that is an essential p,rereq1.1isite for 
a r.countability and freedom from undue and improper political 
and special interest pressures. The establishment of a 
policy board without responsibility for operational decisions 
on specific loans and investments provides an organization 
level that can be responsive to political, economic and 
social considerations, as well as the views of individuals 
or groups. It has the power to change t he direction of the 
Fund through policy decisions and the selection of the chief 
executive and other members of t he management board. The 
delegation of responsibility for inv~stment decisions to the 
management board insures that t he policy board is insula t ed 
f rom undue and improper pressures to make a particular 
investment. 

Conversely, t he specifica tion of the policy board as 
t he only appropriate for um for t he expression of views by 
private citizens, special in te rest groups, t he legislature 
and the executive insures that these views wi ll be properly 
incorporated in policy anu insulates t he managemen t board 
from undue and i nappropriate pressures wi t h regard to 
specific investmen t decisions. 



The policy board can then properly be held accountable 
t o the public, legislature and ~xecutive for the policies of 
the Fund and for progress toward its objectives. The management 
board can in turn properly be held accountable to the policy 
board for the results of its operations. 

Suggestions concern·ing the policy board 

The functions of the proposed policy board should be defined 
as the respons ibility for review and approva l of Fund policies 
and oversight of the management and operations. 

I~s specific powers and responsibilities ~hould include : 

• selecti on and appointment of the chief executive 
officer and other members of the management board 

• annual review and approval of long-range (say, five 
year) opera t ing plans , to include an investment program 
based on sectoral analysis of the Alaska economy; the 
budget for the forthcoming year; and the financial plan 
for the f oll0wing four years 

• (sole) r esponsibility for relations with the general 
public, Legislature, executive and special i n terest 
groups concerning all matters other t han specific investments 
of the Fund. 

• quarterly review of management reports concerning 
investment decisions and investment supervision 

• periodic review of management repor t s of operat i ons 
evaluation (post - audits) 

• periodic review , consideration and approval of policy 
proposals developed by management 

• review and publication of an annual report including 
f inancial statements audited by independent auditors, 
preceded by delivery of the auditors report directly to 
the policy board 



interpretion of the cbart _r of the Fund 

determination of the remunerat ion and terms of service 
of the chief executive officer and other members of the 
management board 

§uggestions concerni:ng the manag·ement' bo\,rd ~~ 
The proposed management board should be made up of able 

individuals familiar with the Alaskan environment . Its members 
should possess some or all of the technical skills required to 
evaluate inve~tment proposals made in accordance with standards 
established in t he charter and defined in policy statemeuts . 

The 'management board should have the following power s and 
responsibilities : 

"'\.. --- --~ 
• (sole) power to approve all investment proposals 

• review and approve all plans, policy proposals and 
reports to be presented to the pol icy board (wirh the 
except ion of the report of t he independent auditors) 

• responsibility for relations with any and all prospective 
or actual recipients of specific investments from the 
Fund 

-· ---------1' 
Sug'gestions concerning the chief executive officer 

The proposed chief executive officer, (CEO), should also 
serve as the non -voting chairman of the policy board and vot ing 
chai.-man of the management board . Service in t hese three 
capacities is an appropriate recognition of t he importance of 
this position and the fact t ha t t he CEO will be the single most 
accountable individual associated with the Fund. 



(sole) power to present investment proposals to the 
management board . 
responsibility for the ordinary business of the Fund 
and the or&Jnization, appointment, dismissal and remuneration 
of the officers and staff. 

Washington, D.C. 
December 15, 1976 



THE PRECEDI.NG PAGES WERE TREATED AS 
A UNIT" IN THE ORIGINAL· FH~E. 



REPORT TO THE SENATE AND COMMI TTEES 
f 

ON THE PER.~ENT FUND 
fl 

OUTLINE OF PRICE WATERHOUSE CONSULTANCY 
DURING 1976 ~ - 1977 

I 

PHASE I. PROVISION OF INFORMATION ABOUT ORGANIZATION AND 
STRUCTURE ALTERNATIVES 

1. Verbal presenta t ions were1 made to the August and October 
meetings of tqe State I nvestment Advisory Committee. 
These concerned the organization, management and control 
of a variety of developm~nt institutions, ranging from 
small to large scale and operating in the developing 
countries. 

2. A Report on the Organization, Management and Control 

of Development Banks was published on September 29 , 1976. 
The report provided information about five institut ions 
for the Committee ' s deliberations on : organiza t ion 
structure ; relationships with governmental units and 
the public; selection of managemen t a nd policy-making 
boards; a~d organizational, operating and financ ial 
controls which provide security and protection for the 
integrity of an ins titution. 

3. Fur ther infonnation was provided through a r eport dated 
November 5, 1976 nnd verbal presen t~tion s Lo the 
November 6 and 7 Co1mni1:cee meet ing · a bou t spec i. ric 
questions . The questions i ncluded examples of develop­
ment bnnks which h3ve experienced signif icant dif­

ficulties i n meeting t heir objectives; s pecific criteria 

11C(.' \) . 
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by which development banks measure success ; and sug~ 

gestions about the overall organiza·t;ion structn:re for 

the Permanent Fund. This latter assignment. resulted 
I· i I . 

j n a suggestion that th~ fund have a dual board struc-

cure, with a popularly elected top policy~making board 

having the power to sel~ct a board of directors to make 
investment decisions and a chief executive to manage 

II the operatJ~ons of the fund. 

4. All of the preceeding presentations and reports wer e 

then utili:t~ed at the November 16 Connnittee workshop at 

which an outline of a preliminary structural design was 
developed by the members of the Committee attending 

that workshop . 

PHASE II. ASS ISTANCE TO THE COMMITTEE WITH INTERPRETATION AND 
TECHNICAL ANALYSIS OF THEIR OUTLINE PROPOSALS AND 
DELIBERATIONS 

1. A report dated December 15, 1976 was prepared in response 
to four questions submitted to Price Waterhouse on 

beha.lf of t he commit t ee. This report include~l s pe.cific 

examples of broad statements of priority which should 

be set in enabling legislation and of policies which 
should be set at board l evel . It also dealt with 

suggested loan standards which should apply to prospec­

tive fundir..g arrangements, establ ish i ng i n t e rest r.::ites 

by !:i t a tu te or nt uoard l e v e l ;m<l commen t:.> o n t he p ro .-; 

and cons of electing all or par t of t h ! board of directors . 

Finally, the repor t was addressed to sugges t ions on 

al terna tivc:1 s true tures or modifications to t he proposals 

of the Committee workshop co ncern i ng the level of 

citizen, legislative and executive participation i nherent 

in the design of the Fund. 



2. On December 10 Price Waterhouse arranged appointments 
for a working party of the Committee with four senior 

executives of development institutions in Washington 
D.C. Each of these executives was able to comment on 

practical pr~blems faced by their institutions which 
appea1:ed to have potential relevance t:o the Permanent 

Fund. 

3. Price Waterhouse representatives participated with the 

Commit:tee ·at their meeting on December 16 and 17 . 
During this meeting the Coa:nnittee request1~d that Price 
Waterhouse participate in the preparation of draft 

enabling legislation during the fo llowing week. This 
draft was completed on December 21 and sent to a ll members 

of the Committee for · their consideration. 

4. A Price Waterhouse r epresentative met with the Committee 
on January 6 to assist wiLu their interpret.:ition and 
understanding of the draft enabling legislation. The 
product of that meeting of the Committee has been s nb­
mitted to the Legislature in t he form of llouse Biil 

number 298. 

5. During January and February, a dditional advice was 
provided concerning questions and modifications to the 
draft enabling legislation. House Bill number 300 

resulted from t h e s uggested improvements to House Bill 

number 298 developed during this period . 

P. Il. McDowell 
April 20 , 1977 
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The Honorable Sterling Gallagher 
Commissioner 
Department of Revenue 
Pouch S 
Juneau, Alaska 99811 

The Honorable Jalmar Kerttula 
Alaska State Senator 
Pouch Z 
Palmer, Alaska 99645 

The Honorable Hugh Malone 
Alaska State Representative 
P.O. Box 9 

· Kenai, Alaska 99611 

Gentlemen: 

November 5, 1976 

On September 29, 1976 we submitted our Report on the 
Organiza tion, Management and Control of Development Banks. 
As an outgrowth of that report, se\Teral additional questions 
have been asked of us which, for the most part, request 
additional and more in-depth examination of the matters 

previously presented. These .questions are as follows: 

A. Which development banks have experienced t>ignifi-. . 
cant difficulty in meeting their objectives and 

why? 

B. From our experience with development bank~1 , what 

are our views as to an appropriate policy level 
and operating structure for the Alaska Permanent 

Fund? 

C. What are some of the specific criteria by whic:h 
development b anks measure success ? 
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· The only widely-~nown case of 
1 . . -

• development bank occurred in the Development. Bank of , Ethiopi.~, 

:lithe very first Developmknt Finance Comp~n~ recipient of a 
1~oan from World Bank. Our information indicates that the 
EQB initially O?erated ~uccessfully with responsibility for 
'both agriculture and industrial sectors . . Problems began to 
occur, however, after the industrial ~ector was assigned away 

• 
to another bank. The primary causes for problems after' this 
:~plit apparently occurred because: 

A. Lending confined to agriculture did not provide 
adequate portfolio diversification. 

B. The loans were too small to be adequately super­
vised, too costly to process and apparently made 
to unsophisticated borrowers who did not use the 
proceeds to expand production. 

C. Management was not adequate for the assignment. 

D. The financial and operational control systems were 
similarly inadt~quate to deal with the high volume 
of loans. 

On recognition of the fo1:egoing, EDB was remerged w~. th the 
industrial bank and the enlarged unit is again operating 
successfully . 

While we stated tha t there have been no known failures 
of development banks, it should be recoenizcd, particularly 
with DFC' s , that they are chos en instruments of governments 
and can be prevented from failing. Understandably, therefore, 
it is difficult to obtain specific case information about pro­
blem banks. However, on a no-name basis, our discussions 
with World Bank and others have disclosed that those development 



~ summa:-y of lessons to be l~arned' from these 
iences -::-:uld indicate th!! following: 

A. Operating management must be highly capable and 
salaries must be adequate to attract and retain 
personnel of this quality. 

B. Appointment power must be removed from political 
processes and must follow sound recruiting, screening 
and other personnel practices. 

C. The charter of the institution must :1.nclude clearly 

defined objectives and accountability requirements. 

However, it must not impair management independence 

to carry out objectives in the most productive 

manner. 

D. Impossible objectives should not be set. For 

example, a too ambitious program can produce too 

much lending too soon, before the institution has 

built up adequate capacity or experience. 

E. Finally, as pointed out in our prior report, govern­

ment influence mu~t be reasonably controlled so 

as not to dilute independence. 

Organizational Structure 

There arc no directly parallel situa tions with the 
Alaska Permanent Fund from which a model organizational 

structure may be drawn. However, as suming that the Fund will 
have a significant development lendine role, it would be our 

~~m·-·-ol-1.Se-z::~,_s 
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A. · Board of Citizens 
-. ).,/ ·./ ~ \~e overall govern-ing body should--be· the Board of 
·r:· 1 ·· "· i/' Citize:l~.~onsisting of two membe·r ·s "elected by popular 

:." •Ir ~,/·' vote fro:i eaCi\1 senatorial district to a tenn of elther 
'1~~ two or four years, to coincide with the 'elec~~on of 

,.,.. . ""\ . Q~ state representatives ~r the election of the governor 
JJ1" and members of the legislature. The· ~oard of Citizens 
: should hold annual meetings which would be analogous 

to the annual meeting of shareholders of ordinary 
corporations. A quorum should consist of at least two 
thirds of the members and decisions should be taken 
by a majority of the members present. The Board of 
Citizens should be empowered to recommend changes to 
the state legislatur·' with regard to the "Charter" 
of the Alaska Perman.:nt Fund and to receive, consider 
and . vote on statements of policy for the Alaska Perraan­

ent Fund submitted to it by the President and Board of 
Directors. The members should 1;erve without compensation 

except for reimbursement of expenses . 

Popular election of the Board of Citizens would 

ensure that the Alaska Pe rmanent Fund is r esponsive to : 

(1) the wishes of the majority of the people of 

the state, and 

(2) the v:i.cws and concerns of signif:f.cant min-

orities . 
111e members would, inter a lia, represent the citizens 

of the di strict from which they arc elected. This 
method of election will also h e lp to ensure that the 

views of all r egions of the state arc represented and 

it would give life to the concept of the Fund as Alaska, 

Inc . The limitations of power will help ensure tha t 



' . 
of Citizens is n9t il}.volved with-.· day~to-day~ 

qperations and· that a~y major cqanges in .how l ~he Fund 

i~ organi.zed and financed will be subject . to. ltil\e. poli~ ­
ical processes of the legislatuY:e, as intende.d by the, 
constitutional amendment. Finally, the prospe,ctive 
size and i~pact of the Fund justify the establishment 
of such a large and representative special body concerned 
aolely ,with the Fund. 

B. Board of Directors -
A Board of Directors, of say seven membt!rs, should 

be appoin~ed by the Governor to staggered terms, the 
majority of which do not coincide with gubernatorial 
elections and subject to confirmation by one or both 
houses of the legislature. The Board of Directors 

should be delegated all powers of the Alaska Permanent 
Fund, except those reserved to the Board of Citizens . 
These include the power to decide on a ll financing 
operations (loans 
it by the staff. 
fact the Board of 

or equity investments) proposed to 
Its powers would not include, and in 
Directors should be explicitly pro-

hibited from, either suggesting or recor:unending that 
any particular financing oper ation be considered or 
made by the Fund. 'fhe Board of Directors should meet 
at least monthly, in order to consiJer and make dcci-
. ' sions on financing operations and questions of policy 
submitted to it by th1~ staff . . A quorum woul d consist 
of five directors and decisions taken by a majority of 
at least four directors. The Board of Directors should 
be compcn~;:ited in accordance with conventions normolly 

es tablished by U.S. corporations and banks of comparable 
size. The President of the Alaska Permanent Fund should 
serve, ex officio, as the Chairman of the Board of Dir­
ectors. Provision should be made for conversion to 



President 

The President of the Alaska Permanent Fund should 
be appointed by the Board of Directors and his term 
should be of a reasonable duration , say five years. The 
position should be constituted as a s.trong ~hief executive 
officer wi.th delegated powers to conduct the ordinary 
business ~f the Fund and to establish the organization, 
appoint°l."lP~t , dismissal and compensation of its officers 
and staff. 

Measurement 

The measurement techniques of success of deve l opment 
panks is designed to be both inward and external . As discussed 
in our prior rc?Ort, there is a formal post-audi t process in 
most development banks which involves. collaboration between 
the bank proj ec t staff, the borrower and third parties (e . g. 
consultants associated with the project) to assess the results. 
The overall evaluation, including post auditing, is threefold: 

A. The primary thrus t is a comparison of actual to 
planned financial performance including ability to 
repay the loan (measured by financial statements), 
timing-schedule achievement, economic rate of return, 
employment effect, environmental impact (positive 
or negative), distribution of income among regions 
and/or population groups . Next is determinat ion of 
reasons for any major differences between original 
projections and measured results. A project is, 
therefore, a success if it has met or exceeded the 

obj ectives, most of which are quantifiable. 
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THe '~!!cone!ar.y thx:,1st is measurement of t.,.he 
on t~e overall development of the economy. 
econ~inists carefully measure macro ... economic 
istics for each member country and can infer that 
projec~s haV.e- helped or hindered overall growth, 
inco~es, employment, balance of trade, etc . . Measure- r 
ments of the quality of life are far more inexact but 
attempts are being mad~ through survey methods in 
places wr~re absollllte poverty (lot of the .poorest 
:~· n Bangladesh for ·~xample) do not exist. 

C. Finally. the analy~:i s thrust is inwar·d . Results 
of past performance: are applied ·to future operations. · 
Questions asked and. answered include: 
(1) Was diagnosis of needs appropriate? 
(2) Was the definitiv~ of project objectives and loan 

conditions appropriat~ to these needs ? 
(3) Was bank influence on the project design and 

composition constructive, i n retrospect? 
(4) Wer.e there unintended effects? Good or bar~ '? 

(5) Was the bank participation efficient and pro­
duct ive at the level of man-hours expended with 
regard to the r isk level of the project? 

xxxxxxxxxx 

In s ummary, many of the factors di scucs ed in our prior 
report, upon closer examination, reinforce the similarity of 
successful attributes of deve lopment b anks. The characteristics 

of a strong and well-defined charter, reasonable independence 
from political influence (while retaining positive public input) , 

~'fcmoii~ 



iness-like practices seem to be dominan.t 
' We are pleased to be of assis.tance to the State Inves.t .1ent· r 

'· ... 
Advisory Com=;ittee and w~lcome any additional questions on ~he · 

-~ ~ 

Yours very truly, 



The Honorab l e Sterling Gal l agher 
Commis sioner, Department of Revenue 

Mr . J. IL Rhode , 
Liason for the Legis lative 
Members of the St a te Inves t ment 
Advisory Committee 

Juneau, Alaska 99801 

Dear SiJ:s: 

As r eques t ed , we have pr epared this letter for t he purpose 
of out lining the areas in ,..,hich Price \faterhou!::e will assist the 
State I nves tment Advisory Committee in the development of its 
recon~endat ions r e l at ive to the permanent fund env i s ioned by HR39 . 

Role of Price Waterhouse & Co. 

G~nera lly , we envision our prospec tive role to r e la te to 
quest i on 4 pos ed by Governor Hnmmond i n his August 25 , 1976 l e tter 
to Commi ss i one r Gallagher and the State Investment Advisory Com­
mittee (SI AC) as fo l lows : 

''a. The structure of t he organization . 

b. The r e l ationship of its organization to the l egislature , 
the State Adminis t r .:i tion and the publ ic . 

c. The se l ection o[ t h e man::qjcmen t and pol icy making Lo;in.l 
(or boa r ds ) . 

d . Cri t crin for ins urine t ha t the fund r ctnin!; its i n tcgr i ty. 

e. Secur ity and pro tection from f raud and po l iLicn l influence . 
f. Rcpor tin~ requirements to t he pub l ic. " 

Genera lly, our r ol c would invo 1 vc adclrcs s ing quest ions 1·c-
l a t ivc to management nnd orga n i ~at ion of the pcrmnncnt fund dr aw­
ing upon our c >:pericnce 1 n r e l n t cd [i e lds or with ann l ogow; -purpos e 
org.1ni z;1 tions . I n our present di s ens r. ions, t he r e l a tcd experience 
wh ich h:is provi detl the gr eatest food for t hought by STAC hod been 
Mr. McOowc ll 1 s per s onnl cons ul Li ng cxpe ricrn cc :md cornme:nt f> r e l ati ve 
t o World Bnnk an c.l oth er de ve l opment f unding n rrangemcn t:~ Lhrour.hou t 



the world ~ We belive that this experience :l!s mos,t likely to be 
the central core from which advi ce would be provided to SIAC in 
such areas as or ganization controls neces sary to m~tigate undue 
politi cal influence, operating controls over l oan pol~0iws, ex­
t erna:. r eporting requirements, post-audi t examin~tiun of programs, 
and t h'· many other questions which must nec E> E:.drily be explored 
in r.cve l oping an .appropriate respons~ t ( che questions of manage­
ment and organizati on of Lhe fuuu. Further , we would expec t to 
draw upon our firm- wide experience with organizations other than 
described above wher e certa in analogies make such exp erience r e l­
evan t. For example , our assoc i a tion with Al aska Hous i ng Finance 
Corpora tion could be relevant in thi s r espec t because of its 
independent quas i- gover nment sta tus involv i ng a separate board 
with bo th public and pr ivate member s . 

I n t egra t i on wi t h Ot her Consul t ants 

We woul d, of cour s e, expec t t o coordinate and wor k di rectly 
with ~ny other consultants of the Committee , s uch as White Wel d 
and Compctny , I nc . 1 in order t o shar e information and ensure t ha t 
t here are no overlapping r espons ibilties. I n this r espec t , it 
is important to no te t ha t Pr i ce Waterhous e and Whi te Weld have 
worl·ed closely together i n tl-.e past , each conccntr:it i ng on i t s 
preincipnl Ar ea of expertis e for t he mutua l benefi t of the proj ect. 

Fees 

Fe es for our serv ices would be ba sed upon r egula r hour l :' 
r ::ites f or t he catego ry of per s onne l involved in t he cng..igcment . 
We would a l so expect to recove r any ou t -of-poch?t expenses fo r 
travel or sim) l ar cos t s i ncurred as a re~ul t of t he project. 
As you can appr eciate , it i s most diff i cu l t (if no t imposs ible ) 
t o prec i se l y de[ine t he scope o f our work ~t th:i. s t i me bu t we 
would feel tha t it is in the State ' s and our bes t i.n tcr cs t s t o 
set a present f ee ceiling a t $20 , 000; we wil l, of course , time l y 
nclvisc you should t he definition o f r equested ser i ces begin t o 
npproach t his limit . 

Ini tia l Pr ojec t 

From our ot tcnd uncc a t t he SIAC' s mee t i nc o f l ast week , we 
un d cr·~ t::m d t h a t no furthe r meet ings ar. c t o be he l d unti. l t he con­
s ul tants ' s t'l!porL c; nre a v n i l. c:i b l c '.•.lith r espect to t h e C}\!Cst i.on s 
po:;c d to Lhem. ln nccor<la1 ce wi t h t he gcncrnl t i me fra me which 
wns discusr;cd, we be l ieve that our r cpo1·t on th e qucs t i.ens rc ­
l :it ive to mnn.-ir,emcn t and orBAnizn t ion of t he pc i:m.1ncnt fun d could 
be rc .1dy by early Oc t obe r , 1976 . 

Summar y_ 

As we hnvc cl ii:>cusr.cd wi t h you , our f i r m j s llniqucl y 
equipped to os .!:I inc you i n the \:1 rca of man ar~emcn t :md oq,;:m i;.:a t ton 



of the fupd and we welcome this opportunity to be of service to 
the State. We look forward to s igning a contract for the services 
discussed herein. Please call either one of us should you wish 
additional information. 

Yours very truly, 

G?~~~~ 
4f12 
Daniel C. Reg~ 

Par tner 
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THE AUDIT 
COMMITTEE 
A 
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The following materin i extracted from 
Appendix B of the booklet "The Audit Com­
mittee-The Bon rd of Directors and The 
Independent Accountant ," provides an 
informal guide to members of directors' 
audit committees or suggested topics which 
mny be discussed clul'ing meetings wi th 
independent nccounlanls, finnncinl manage­
ment reprcgcnlalivcs, i ntcrnal auditors and 
others. The topics arc not in tended to be all 
incluoivc nor appropriate in nil circum­
!'ltnnccs. J<nuwledge of the topics lo be dis­
cussed nt.a given meeting, an unclersta11tlin~ 
of U1e company's opcl'lllionR, the industry 
and the genel'lll ~tnlc of I he economy arc nil 
csgc11li11l to c11al>lc commillcc mcmbcrR lo 
effectively cli1•it. the in formaLion lhcy rcqu ire 
in order lu fullill their rcspon:·dbililics. 



HEVJEWOF 
FINANCIAL STATEMENTS WITH 
INDEPENDENT ACCOUNTANTS 

Broad areas of inquiry: 

1. Changes in accounting principles or prac­
tices, or in the application thereof, which had 
a significant i:npact on Lhe amounts 
reported for lhe current year or which will 
have a significant impacl on future amounts 
reported and the independent accountants' 
concurrence wilh the drnnge and reasons 
therefor. 

~. Sensitive reporting, accounting- practices m· 
judgments which may genera le adverse 
t•ornmcnls from business writers, analysts or 
legal advcrsaril's. Significant unusual items 
includccl in cu1Tcnl operation~ hut not sepa­
rately disdnsed. 

:t Possible adjustnwnts to Lhe financia l state­
mcnls whil'h were disc11,scd with and/ 01· 
propost•d to lina1wial man:tgL'lllL'''l hut not 
rc1·onled and subslanlin• n•asuns. 

·I. OH•rall t•ral11al io1111f dL•grce of t•ompara­
hilily and t·ons1·n·atism l'L' ll L't't t•d in pl'cparn­
l ion of lht• 1·11n\•nt linanl'ial statements as 
1·11111 p:m •d t 11 re1·t•n l prior ~·l'ars. Dcgrt•c of 
ron forn1 i Ly wi I Ii :11°1"11111 ti nJ! p11l ki1•s follmn•d 
within till' i11cl 11slry. 



5. All disclosures necessary for a fair presenta­
tion or required by the SEC or other 
agencies made in the financial statements. 
Any additional disclosure recommenrled. 
· Litigation which management or the com­

pany's legal counsel believes to have 
possible significant effect. 

• Circumstances, such as possible go,·ern­
ment actions, the loss 01· anticipated loss of 
substantial, pl'Ofitablc contr:icts, etc. 
which, while not affecting the flnancial po­
sition or results of operations of the 
cu rrent year, may have a serious impact on 
the company's future profitability. 

• Contracts entered into which the company 
presently docs not have lhc ability to ful­
fill without sustaininl-{ losses. 

· Unusual lransaclio 1s with onicers or 
allilialcs. 

· Deriations hetwecn i 11 formation in the fi­
nantial statements and the other sections 
of the annual report. 

Ii. Nt•\\' pronou11t·c111cnls hy the P ASB, A CCPA, 
SEC or olher:-; h:\\'inJ.! a11 t•ffct'li\'e d:tll' s11h­
scq11cnl lo this ,\'l':tl' l'lld whil'h will require 
at'l'tllllllin~ polil-,r t hanJ.!1•s or :uld it i11nal dis­
dosurcs in fu ture finanl'ia l stalenwnls and 
I Ill' a 11 til'i pakd 1•tl't1l'I. 'l'hl' i ndepL1n11L• n l :w­
t·o11 11 ta11 ts' ,·iews as lo d1•sirnhilit,r of earl~· 



adoption for reporting this year. 
7. Any other matters which the independent 

ac ;ountants wish to discuss with the com­
millce or llw full board prior to the release 
of the annual report or the press release an­
nouncing the company's earnings. 

8. Status of completion of the examination and 
the expected form of the opinion. 

Other topics which may be 
relevant dep•:rndent on the company 
and its activities: 

1. F'ormal or in formal compensating balances 
required in connection with loans or other 
financing agreements or other restrictions 
on cash i tcmit 

2. Bases of acco11nti11 ·~ tor markctahlc securi­
ties, changes in the m:trkcl value since year 
end, method of dctern ining market \•alue 
of securities not p11hli1 ly traded and mar­
kctahilily of :11

• ; ... ins 111duclcd in this clas­
sification 

:t Adl1•:·,m·y of the allowance for douhtful re­
l't'ivahlcs, status of l'ollcctio11 of reccind1lcs, 
parlit-ularl~· large incl h·idual amou n ls, and 
credit policy in t·o111parison with prcrious 
year. Large or unusual n•t•t·ivahlL•s from of­
fkers m· other 1•111ployl'l1S. 



4. Steps taken to afford physical safeguards of 
inventories and other portable items, meth­
ods of valuing inventories, the adequacy of 
procedures in effect. to identify obsolete in-• ventory. 

5. Basis of recording long-term investments 
and any factors which may indicate a ·per­
manent impairment of the value of these 
investments or substantial exposure tofu­
ture losses. Any subsidiary or affiliated 
companies not included in the consolidated 
amounts or valued on the equity method 
and reasons therefor. 

6. Brief description of the company's capital­
ization policies regarding properly, plant 
nnd equipment and methods of deprecia­
tion. Method of rccorciing leases and 
amortization thereof when such leases a rc 
ca pi tali zed. 

7. Basis for the recorded \'altie of inlan~iblc 
assets and how they arc amortized. 

8. Restrictions on company al'lh·ities impose1l 
hy lenders and co111pliancc with loan l'O\'C­

nanls. 
!I. Outst:1111linJ.! assessments uf ta'\cs, years 

still suhjecl tu rt•view and the .ul cqua<'~· of 
the :wcrunl for taxes payable. 

10. ::icninr stock issues which expressly or t•f­
fcdivcly li111i l t'0111pany :ll'li\'il ics, 



restrictions on 1·etaincd earnings, treasury 
stock acquisitions during the year and the 
purposes for which treasury stock was ac­
qui1·ed. The effect given to any nutstandinR' 
slock options, convertible debt, etc. in the 
calculation of earnings per share. 

11. Major branches, divisions, subsidiaries or 
1ines of business operating at a loss. 

RELATlONS WI'l'H THE 
INDEPENDEN'l' ACCOUNTANTS 

Scope and plan of the audit: 

1. The independent accounlants' O\'Crall evalu­
ation of the audil covera~e. Any areas where 
lhc i ndcpenden l accou n Lan ls hcl i e\'e scope 
has been compromised more lhan lhcy feel 
tom forlablc with hccausc of' rec pressures. 

~. Those units or companies which arc lo he ex· 
aminccl annually and those wh idt are 
rntatccl whcrchy dill'<.>t'Clll ones an' exam­
ined in difl'crcnl years. 

:l. ThosL• 1111its or L'Olllpani(•s not cxa111i11t·tl by 
llw printipal independent iH'l'Ollltlanl!' and 
whether they arc examined Ii~· ol her i ndc­
pcndenl an·ountants; lhei1· 111alcrialil,\' to 
lhl' l'Onsolidall'd fi nantial :-;La lt•nwnls. 

·I. The extent lo whid1 the l'Xilllli11ali1111 has 



been coordinated with the internal auditors 
in order to avoid unnecessary duplication of 
work, including reasons for the independent 
accountants and the internal auditors per­
forming the same or similar v1ork at the 
same locations and the extent to which the 
internal auditors will perform certain audit 
tests as part of the overall internal control 
procedures. 

5. Extent of the re,·icw to ascertain the ade­
quacy of the company's "Business Ethics" 
policy and tests perfo1 med Lo determine 
compliance with such policy. 

6. Extent lo whid1 electronic data processing 
(EDP) is utilized in processing information 
supporting the financial slalcmcnls and the 
extent of the re,·iew of the EDP functions. 

7. The ex lent lo whirh changes in the intcl'llal 
aC'counling controls within the company 
have hcen rcllct:tcd in the audit plan . 

. The ex lent organizational changes or in­
creases in company acti\'il,\' have Ileen 
considt•red in Lhc plan fo r the examination. 

lntcrn.11 acco11nt111q conlrol5. pcr .. u11ncl 
111d orq 11izallo11 

I. The indcpcndt•nl accountants' c\'a luation of 
Lhc m·crall :uh:qu:wy of in tern al ton trols, in-



eluding their evaluation of the internal audiL 
function based on their most recent evalua­
tion and testing of such controls and 
fuiidioris, i11clu<ling an evaluation of 
whether there is a proper balance between 
cost of controls and risks assumed. 

2. Recommendations made related to internal 
controls or other procedures which the inde­
pendent accountants or internal auditors 
believe will e11hance the safeguarding of the 
company's asseLr; and actions taken by man­
agement or reasons for lack thereof. 

3. Observations about the company's system of 
management reporting or operational con­
trols not strictly in the independent 
accountants' lleld or within lhc scope of 
their eng-agemcnl. 

4. The independent accountants' evaluation of 
the stamng, personnel and organizational 
slruclurc (If Lhc controller's dcparlmcnl and 
lhc internal audit department. 
· Scope of adivi Lies anrl relalionshi1· ·vi th 

opcrali n1~ manage men L. 
· Adcquac~· of suhsidiar.v and branch ac­

counting- oq.{:111iiaLions and st<itling-. 
fi. Any areas where alternative or extended 

audit proceclmes have been required because 
of unsat 1sf'llt'lol'y t t'l'unb or inmll'qualc con­
trols. 



6. Internal controls and procedures relating to 
EDP: 
• Brief explanation of what financial data is 

processed in whole or in part by EDP, in­
cluding the significant types of accounting 
transactions processed and the applica­
tions performed. 

• Generally, the types of inpu t-output con­
trols established to facilitate the accuracy 
of processed data. 

· Organization, staffing and supervision of 
the EDP Department including an evalua­
tion of whether there is effective control 
over the use of cornpute1· services thl'Ough­
out the corporation. 

· Whether the review of the EDP function 
indicated that intcrnnl controls over pro­
cessing and the procedures for safe­
guarding recor<ls and files arc adequate. 

l)lhcr topicr. r<'l~lecl lo 111~ 111c1epcmil•nl 
'1r. .otml:inl•;' Sl" l'Virt•: 

I. Steps la ken hy Lhc i ndcpc11dcn t accmm tan ls 
lo ensure stiflif.'i1n11. •.'011Li1111ily of sutll' to cn­
ahk• the <.•xam inatio11 Lo he cflicicn Lly 
l'O n d llCLt' tl. 

2. Steps taken h.v the indcpl'ndl1 lll m:co1111tants 
lo cnsurt• lhaL slafl' 111cml1L11-s ar<• rotated in :t 



systematic manner to provide fresh ideas 
and approaches as well as maintain the 
proper independence of thought necessary. 

3. Services available through th~ independent 
accountants' firm which enable them to ef­
fectively perfo rm the audit of the company 
and to provide other assistance when 
necessary. 

4. Reports issued by the independent accoun­
tants in connection with their review of 
companies being considereci for acquisition 
or relating to other special studies requeslcci 
by management. 

Cooperntlon of m<in.igement : 

I. All information rcqucstC'd hy the indepen­
dent acco11nlanls promptly furnished. 

2. All reports of lhc internal auditors made 
ava i I able for the it11lcpc111lc 11 l act·m1 n la n ls' 
rc\'icw. The extent the independent acco1111-
ta11ls have read such reports and r·t•\'icw<'rl 
work111g papers and work pn ~rams in sup­
port thereof. 

a. Whether the independent 1t<'t'ot111tant s an· 
satisfied lhnt m:111ag1•me11l 11t LIH• varimrs 
opcrat.ing- lc\1r ls advised Lhcm ot' 1111tlll11·s 

\\'hith 111nr ha\'l' a hl•nring 011Ih1•1•11111p:i11y'..; 

financial posilio11, res11lls of 01H·ralions or fu. 



ture profitability, including any reasons the 
independent accountants have to believe 
that information was ,,•ithhelJ or thaL infor­
mation furnished was incomplete or 
incorrect. 

4. Deviations from the preliminar,\' audit plan, 
and alternate steps taken to satisfy the in­
dependent accountants with regard to the 
procedures omrlte<l, occasioned by: 
• Restrictions imposed by management 
• Lack of cooperation from management 
· Lack of cooperation from customers, legal 

counsel or other outsiders 
5. Adequacy of improvements in the system of 

internal contr<JI which have hccn imple­
mented as a result of rccommcndalions 
made during the current or prior 
examination. 







t 
Byron Roqe'rs 
Alaska Permanent Fund 
Pouch V 
Juneau, Alaska 99801 

Dear Mr. Rogers: 

The Public Interest Econanics Foundation (PIE-F) is pleased to 
subnit the proposal attached in response to an inquiry made of our West 
Coast Office, Public Inter est Econanics West (PIE-W), by you. PIE-F 
proposes to undertake an introductory study of sane of the broad decisions 
that must be made concerning the nature and uses of the Permanent Fund. 
The proposed pr0ject would be under my personal supervision, as president 
of PIE-F. To take advantage of geographic convenience, it would be per­
formed largely in our West Coast Office. The contemplated project manager, 
Professor Richard Norgaard, would r eport to Robert Wolcott, director 
of PIE-West. 

At this distance from Juneau, it is not easy to be sure what par­
ticular analyses would be most useful to the Governor or to the Commission. 
The topic detailed in the proposal is, we feel sure, among the areas of 
greatest concern. However, PIE-F, with its very broad competence and its 
access to economists throughout the nation, has the capability of address­
ing a wide range of topics in addition to those indicated . Mr. Wolcott, 
Professor Norgaard, and I would be happy t o come to Alaska to dlsucss 
this proposal or other topics of potential mutual interest. 

PIE-F is de .. oted to involving economists systematically in publ ic 
policy to advance the broad public interest. PIE-F and its affiliate, 
Public Interest Economics Center (PIE-C) , are described more fully in the 
attached proposal. Here it may suffice to point out that PIE-C performs 
high quality research over a wide range of public policy issues, and in 
carrying out its research and other programs has the support of two hi ghly 
qualified boards of advisors that include several past presidents of the 
American Economic Association, one of the Nobel Laureates in economics, 
many competent but less prominent economists, and many representatives 
of public interest advocacy groups with national or local reputations . 

Several members of the proposed study team have, as indicated in their 
resumes included in the proposal, extensive experience i n Alaskan affairs . 
Further, PIE-C has analyzed many aspects of development and infrastructure 
problems. PIE-W has recently compl eted a major study for the State of 
CaU.:fornia of environmental and economic impacts of the development of 
off- 1~hore petroleum resources . Other PIE-C research encompasses policy 
problems in transportation, health, environment, technology, and finance. 

1714 Muuchutettl Avenue, N.W. I Wuhlngton, D.C. / 20036 / 202 • 872·0313 



Byron Rogers 
Page 'l'Wo 

In all these areas of research PIE- C has focused on the kinds of solutions 
that would advance the interest of the public at large rather than that 
of special interests . 

The research proposed would lay the ground work for providing decision 
makers in Alaska with the full benefit of existing economic knowledge on 
the issues in question, as that knowledge r e lates to the econanic conse­
quences of major investment in infrastr.ucture in Alaska, at its present 
state of economic development. The project could be accanplishcd , as 
indicated, for about $36,500 plus the transportation and per diem custs 
of the necessary visits to Alaska. 

We look forward to learning of your interest in the prospect of PIE-F's 
undertaking the work proposed or other research in policy economics that 
might be of greater value to the State . We would be happy to come to Juneau 
to discuss PIE-F and the problems associated with the Permanent Fund. 

Ferguson 
President 

ARF:bs 
Enclosure: Proposal 



Representative Clark Gruening 

1610 W. 14th Ave 
Anchorage , Ak 09501 

June 21 , 1977 

Interim Committee on Alaska Permanent Fund 
528 W. 5th Ave . 
Anchorage , Ak 99501 

D~ar Representative Gruening: 

Following our conversation yesterday I am s ubmitting 
the attached rough draft outlining s ome thoughts on 
the Permanent Fund and municipalities . 

As muni c ipalities become a ware of the potential good 
and bad points it wi ll be we ll to have take n a clos e 
look at thi s delicate r ela tions hip . 

Pl ease give a call if t here i s anything beyond t hi s 
par ticula r propos al that I can a ssist in . 

Municipal Finance 
Community Planning & Ocvolopmunt 

RICHARD G. WILSON 
& ASSOCIATES 

1610 W. 14th Avenue 
Anchorogo, Ala>ko 9950 l 1907) 278·9277 



the State Benefit by Permanent Fund 

Investments in Municipal Government? 

Yes , because upgrading the current quality of local government 
through incentives like these should result in lasting 
improvements in fiscal accountability, management and 
general credibility in the public's eye . 

Local government in Alaska today has se"P,....e problems of 
credibility and, too often, money management . The 
culprits are many: 

Untrained personnel 
High turnover 
Traditions of "running to the Legislature/Governor" 
Volatile local and regional e~onomic conditions 
Growing pains 
Lack of commonality in accounting and budgeting 

techniques 
Laxness on the part of t he State in holding 

municipalities to Ll:ei r word i n financial 
matters . 

Poor man agement, particularly fi scal management , can be 
tu rned around at the local level by 

1 . Providing loans , loan guarantees and other financ ial 
arrangemnnt s , 
only on the cundiLlon that fi s cal management 
improvements recommend c u by q11al lfi. ed s pecia l i s t s 
are being taken s erious ly . 

2 . rmplementing a s ound uniform c harL of munlcipa l account s 
(muc h as utilities mus t us c. a common system) 

3 . Periodically e val ua ting progress through appropria te 
monitoring techniques . 

tl. Encouraging municipal o Cl i.c la l s Lo seek techn Leal 
a ss istance from Community and Regional 
Af fairs Depar'tment;, non- profit ol:'ganizations 
and qualifi ed connuJtonto . 



\ 

Permanent fund·' can meet legislative and const4..tutiona·1 
standards by di·stributlng benefits through municipal 
corporations meeting standards such· as thbse. outlined 
How? , _ 

1 . Direct loan~, revolving or otherwise • . ' 
2 . Loan guarantees on municipal bo7rowing 

3. Matching grants 

4. Impact assistance, for environ~ental, economic or emergency 
conditions. 

5. Full f unding of the revenue s haring program. 

6 . Approval power for investments of the Fund within 
the affected municipality' s jurisdiction. 

7. Housing loan or loan guarantee a ss i s tance . 

8. Utilizing local economic development organizations 
to he lp now businesse s get s tarted . 



Proposal: 

One of the gaps facing the Special Committee on the 
Permanent Fund in House Bill 298 is scope and meaning 
of "community development". Beyond that, t here are 
several important questions on how Fund investment 
policies and procedures mesh with exiRting municipal 
policies and financial methods. 

I propose to address these broad issues and several 
other specific ones , including 

Identify possible targets within the 
meaning of "community development"; 

Recommend way s ln whi ch the Fund policy 
and investment entitie s can set criteria 
and review applications from communities ; 

Specifically s uggest ~ays of a ssuring minimal 
environmental impact: 

Identi fy and analyze alt~rnative rorms of 
Fund investments ln community development 
projects of municipalities ; 

Review, with a ss istance or qualified legal 
counse l , t he above ror Legal acceptability. 

Desc ribe how on incentive s ystem can be 
us ed by t he Fund to lmprov e and upgrode 
local novc rnment fi scal management . 

Wh c 1·e the r e l ::> a need , I have mad e urrongernen t s to cl rav.J 
upon tho bes t talent avallabJc in s uc h 11rc ns as munic ipal 
l ow, bond cons ul tnLlon, and envi r onmen t.a l planning . 
I woultl lJke to :-;La rt im111ccllntely ln 1.lgh t or oLhe r 
commitment s wh ich wi ll be cornine; up later Ln Lhc year . 
I c :;t i111ate t he projec t r cporL(s) cun be 1n Lile r.ommtttee ' :. 
t1and::i rour 111onLhs after not. Ice to begin. 

I lool< fo rward to hco ring fr·om you und Lh' lnL 0rlrn Committee . 



Profile 

Richard G. Wilson 

1610 West 14th Avenue, Anchorage, Alaska 99501 907/278- 9277 

EDUCATION 

Pomona College, Claremont, B. A., political science. 

Syracuse University School of Citizenship and Public 
Affairs , Syracuse , M. P .A. , public finance. 

Univ . of Wi sconsin , Madison, School of Urban Planning , 
post- graduate , environmental law and real estate 
development . 

1976 - 77 

EXPERIENCE AND ACTIVITIES 

City Manager , Cordova, Alaska 

As chief administ rator of normal City f unctions 
plus 1·egion0l se rvices s uch as telephone , e lee tr ic, 
wate r, port and hospital, I was re s ponsible to 
t he City Council in t hi s home rule city. 

Prepa r ed and e xec u ted budge t a ncJ in t ergovernmental 
r evenue programs . 

Adml nl s tered s ewer , wa te r a1H.l port Lrnprovernents 
conLrac t s . Obtained financ lng for new City Ha ll 
ond ~ub lic Snfcty complex and adminlste r ed de s lgn­
cons trucL contract award. 

Ana l yzed t he potential lrnpact. o f El Pas o Natural 
Gas Pipeline on the Co r dova r egion , inc luding 
benefitH and cos ts Lo the cxi s Li ng community. 

Pr epared OCS and Coastal Zone Management s tudies 
of policies nnd fn c lllty n~Cd9 . 

Wo rked c lose ly wl• h lcglula tlve l ende r s on City 
mu L Le r s . 



1974-76 

1972- 74 

Execu t: i ve Assi s tant/Office of ManagemenL and 
Budget , City of Anchoragcl; Alaska 

As assistant t o the City Manager for community 
planning and development, I was responsible for 
program admini s tration and special projects. 

Directed Community Development Block Grant 
program . 

Analyzed with community participation the 
011 Pipeline p roject's impact on housing. 

Served a s adjunct staff to Interim Legislative 
Committee on Revenue Sharing and directed staff 
analysis of a lternative legislative proposals . 

Directed ana lysis leading to organizing City 
and Borough agencies into a unified framework ; 
assisted in e s tabli s h i ng a new office of 
management and budget; d irected project to 
convert procedures to a program-perfo rmance 
budget system. 

Project Manage r /Planning Officer, Housing and 
Urban Development Office of New Communiti es , Wash ., 
D. C . 

As new towns staff mcmbrr , 1 s peciali zed i n 
financial and environmental review of proposals 
for fe~eral unde rwriting o f long te rm financing. 

Analyzed financial st r ength of new town deve lope r s , 
t hei r development assump t i ons and t hei r cas h f low 
projec tions . 

Revl ewed financial and environmental aspec t s of 
private proposa l s s uch as Cedar- Rivers ide (Min­
neapo lis ) a nd publi ~ projects including Pontcha r­
t rain New Town (C i t y of New Orl eans ) , Audobon 
(New York Urban Development Co rp.) a nd Oak Opening s 
New Town (Dayt on , Oh io) . 

Au t ho r ed a chap te r in a publication o r t he Nationa l 
Housing Pol icles Task Force (H. U. D. ) on "Tax 
rnc rcmen t Financ ing" for mun icipa l p r o ject..s . 



1967-72 Budget Analyst/Executive Assistant, State of 
Wisconsin, Madi son . · 

Analyzed major agency budgets and assisted in 
conversion to program budgeting. 

Evaluated the State's investment portfolio 
as managed by the Investment Board. 

Coordinated economic development assistance 
programs. 

Directed two gubernatorial task forces. 

Provided staff assistance to the Joint Finan~e 
Committee and other legislative bodies. 

References and supplementary information will be provided 
upon request. 



UNIVERSITY OF ALASKA ANCHORAGE 
CITIZENS' A DVISORY COMMITTEE 

20!51 PROVIDENCE DRIVE 
ANCHORAGE, ALASKA 99804 

June 13, 1977 

Honorable Clark Gruening 
940 Tyonek · 
Anchorage, AK 99501 

Jear Clark: 

Heck , being a legislator isn't all that hard. You work 41 
days and then go home--nothing to it. That last month or so that 
you wrestled with the budget must have been··easiest of all. Now 
how's that for gratitude! 

I think you di d a hell of a job. I am esp~c i J l ly pleased 
that UAA did not come off as poorly as it coul d have. In fac~ , 
I think it came off very well under the circumstances; and I 
know you were a large part of the reason. 

We are going to have a rea l university in Anchorage , and 
the effort that you put forwardwill help bring that about sooner. 
Thanks much! 

bj 

Best Regards, 

£--~ 
Ed Isenson 
Chairman 



Representative William Milc8 
Alaska State Legislature House 
120 - 4th Street 
Juneau, Alaska 99801 

Dear Bill: 

April 15, 1977 

Thank you for your patience in awaitins thie r esponse ~'1th r~gard 
to who might .be appropriate an<l available to consult the Lf'!gislative 
Committee on the Alnskn Pcrrunnent Fund's s tructure. Please appreciate 
thnt after e:<:tensivc investir.ntion into who would have these i mportant 
qualifications, the real difficulty c ame in makinc the contacts and 
eatabl1shing communicationa. 

The following i ncUvidunls arc most experienced and minontly qunlif:i.cd 
to discuss and advise on state fund structure. I can assure you that 
the newness nnd unique coropoaitton of the Pcnnnncnt FuncJ 'Would mnke 
the structurinh of eaoc. a personal prof cseionnl challcnr,e for anyone 
who mi~ht be involved in a consulting capacity. It is nlwnys r,rnti­
fyinr. to be in the creative stn~;cs of n pioneer project that is so 
close to one's experiences. 

_ , Thia waa mode quite clear to me by Robert IL Ulixt. Executive 
Secrctat)' of the Minnesota State Don rd of Invcst1r.cnt, who woulu be 
not only interested, but cor.iplimL? nted to connult. Bob 'o cxccll•mt 
credentials nrc ~nclooc<l for your pcruo~l . !le is very clos a to 
liddcr, Pc3hody & Co. and we, of course, havn absolute confidence 
ln rccomracnding hin to you. 

That some confluence can be c:q>rcsoed for .Jolin A. Hitcho1nn, F.:"tccutivc 
St•crctnry-!itate P!nancc Corr.mittcc for HaAhincton State . John is n 
gnoJ frif'!nd of ourA nn<l would be moot 11nppy to offer hio experience 
end foreniBht in pcnnnncnt fund structure. 

Uanicl .J. P<'rrc!l t nl !!"~, l' rcsidcnt of First Intcruotiounl Investment 
Unnngorr.cnt, Inc. of llallas. Tcxna, 1 R nlRo eminently voll qualified 
and 1tro11r.ly vr>rsccl in the r.i. nnt(C!mcnt of s tntc Cumin "'hich cicrive 
their t·~vc·nuco £ ron1 11 

:i ••alnAou1111 oourcco. Don would lie n1oo t willinc 
to he cnll cd upon. 



Jteprceenta~ive William Y.ilee 
Par,e 2 
April 15, 1977 

On a source-of-funds baeie, the University of Texas Permanent School 
Fund vould, of course, be- quite parallel. I Ml confident thnt, with 
your nuthorizntion and on your behalf, we could solicit a moat valuable 
contribution fro= th~ administrators of that fund. 

At Kidder, Peabody & Co. the toost e~perienced person ln the nrea of 
fund mnager:ient and structure would be 1-!r. r.eirne o. ChiRolm, President 
of Wcbater ltanllr.cr.1ent Corporation. Wcbstc'C ~·!r.nag<?L'l~nt is n wholly­
ovned aubsidiory coapany of iaudcr, Peabody & Co. l~e l;istered uncler 
the InveAtmcnt Advisors Act of 19ii0 and is reoponsiblc for the tinnar.c­
Kcnt of what is curreutly about $500,000,000.00 in private funds. . . 

I know thot these individuals vould be moot mllinr, to contribute 
their time and cncru1cs vithout coneultinr, f ccs nnd vould lool: only 
for the Jcfrayal of travel e~pcoscs. They uould not expect to bo 

. paiu fees and in r.1ost cases it vou.ltl represent a conflict of interest. 

Certainly, nll cnn help vith the development of one phase or nnothcr, 
whether it be scttiur. up a aysteru of checks nnd balances in 1nveot­
mcnts, the cre:ition of a hnrnonious ndvisory cor.inittcc , tho eatnhlish­
acnt of logicul pnrccntnr.~s of pcn:1nne11cy, or tho <lif ficult tnukD of 
dccl<liug \lhnt to own and "hot pltfnlb to avoid. 

Plc4sc knov that ot o oo,1ent' e notice I "'111 he mo'et plcnscd to provide 
any introcluctiono or arrnnr.e nny ccctinr, thnt nir,ht be desired. 1 
•inccrcly hope thin has bcon helpful onJ do hope you know vc arc ooat 
anxiou:a to help to tlic .:>-~tent that vc are. nblc. 

Both Ernie llurgt~OB and I look lonll\rt\ to hcnrinn from you soon . 

C:Cl': re 
Enc. 

CC Erncot A. Dur~eoe 

llCC J nm co T. 1.ovc 
Snn 1''rm1cinco 

Very truly yours, 

r.tlhcrt c. ro\tcrs 
Vice l'rcoi1lcnt 
RcAidcnt Officer 



CURREttT POSITION: 
Executive Secretary of the Minnesota State Board of Investmen~ since 1960. 
(Manages approximately $3.0 billion of trust. retirement and current funds . ) 

"PREVIOUS POSITION£: 
Investment Counsal to the Board of Reg~nts of the University of Minnesota, 

1957-1960. 
Securities Analyst ~nd Account Portfolio Supervisor. Northwestern National 

Bank of Minneapo li s , 1953-1956 . 
Instructor in Finance, University of Colorado. 1950-1953. 

EOUCriT.I ON : 
-Assoc fate in Arts (with di stinctJ on). Worthington Juni o: College, Worthington, 

Minnesota, 194 7. 
Bachelor of Arts (magna cum l aude). St. Olaf College,. Northfield, Minnesota, 

1949. . ' . 
Maste r of Sci~nce (B usiness Management and Finance). University of Colorado, 

Boulder, Colorildo, 1951. 
Juri s Ooct(•r, University of Colorado, Boulder, Colorado , 1953. 

PROFESSIONAL ORGPN lLATJONS: 
Admitted to t~i Minnesota ~ar in 1955. 

A.fm:•·t"-4 .. 0 ..... c T •.• ; ... r .; •;c(' 5,.,,...;,.,+., n• Snc11 ""1'+v "•1:> 1Hc +c: 1'n 1053 
' ''-'1 tV "-""' V "'"; ' IUl •t V • ..... ~ .._,.._, ,,...,_JV• """~· ._J rt1i...tJvv...- _, • 

Pres · 'ent (1968-69}, Vice President (1967-68}. 

Director, Financial Analysts Federation (1970-72, 1975-76}. 
Chairman , Professional Ethics Committee (1972-7~}; Delegate to the 
Investment Analysis Standards Ooard (1974-76) . 

Admitted t o the Institute of Chartered Financial Analysfs in 1965. 
Pres ident (1975-76}, Vice Prcsident · (l97~-75) , Tru~tce (1972- ), · 
Member of the Council of Examiners (1972-75) . 

ACT I VI T I ES : . 
· · Lecturer, Universi ty of Wiscons in Grllduatc School of Banking (1963-1969). 

Member of lnvr.stment Advisory Committee of the f1inneapol is Teachers' 
·Retirement Fund Associiltion. 

Trustee ilnd Treastwr. r of the Onptist llospitil l fu nd (operiltin9 Mounds Park 
and Midway llospitals in St. Paul and the Mounds-Mid1·rny School of Nursing). 

PERSOUAL DATA: 
Born Ju I y 9 , 19 2 7. 

AOOJT IOl:Al fl!O<;RJ\P llICAL Of\TA : 

Who's \Jho in t he Mi dw(l'lt 1965-1976 Editi ons 

The Inst:ilut ionul ln vr c: t' nr mil gazinc , December 1973, P'1gc 125. 

1. 
I 
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Robert E. Bli>~t 

Minnesota 
State Board 
of Investment, 
speaks out: 

l'ENSION \\'Oltl.lt 

~ ',n , ~ ,· a) ~~;· · .. urly •. ~ ".. • .: .· .: -. ~ ,' \ 
am:azcil, confustru :mUYh·urt hy the conn ·tmgtffis.cfosurcs 
of the past few years - tfic conspicuous &abuses in all 
areas of m.lministrativc und fin:mcial nrnnagemcnt of 
assets rcprcsenling post-retirement hcnciits. 

The cry lo "do something" n;iturally resulted in 
ER ISA, but the luw is understood by compari1tivcly few 
and has rcsullcd in the clin1ination of'somc pension 
programs-- which may h~1vc achieved a degree of 
worthiness under longer trial periods. These problems of 
ERISA, howc\'er, cannot he used lo discount the 
necessity for some controls or guidelines. 

The demand for regul:1lion of public pension fund s is 
even more justified, due lo the lax monies involved, lhan 
th·c "ER ISA '' for privalc accounts. 

Can the public accounts wail for appropriate 
legislation? The many problems disclosed 'by the New 
York situation and, especially, the' apparent widespread 
use of pension accounts fo r " local pu rposcs" - public 
buildings, housing within the locality or slat <.!, loans to 
potential benefi cia ries and mortgages to politic'at 
favoril cs- ma.y not be solved lh rough legislation. 
Someone will always find a way of beating prudence for 
politics. 

Wh at is to he done? Complete disr.los11 rr. hy all 
concerned, as to fin ancial int erests and invcs lmcnts, 
could be th e answer! 

· · I on lhc 11sl!s 
· · s 10u lcl h • 

IC pension l'lllld :i 11\ llS t l1:l\IC 

( C'flll l il/llC'(/ ti // 111',\'/ /lt/i: I') 
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an~ ; . n: ' l~~ "•ij(u_cs~c~llllU~tfritil ·tic Unii1cc<1~( rough~mwcc.:'tfluri.frilalll1c inti • ~· 
in · · •• o~ · · ~ · :-;·, : ,, ,. 1~1 ., 1 ' ~ I f ' fl l 

• ·i l any claims as to profcssion'al "pcrforr11ance mcasun.~ment stalisfics" 
in mvcstment managcrncnt, actuarial soundness and accounting procedures 

· must be implemented by public disclosure of all statistics regarding actual 
assets and investments. the m~thods of computatio_n and- in in§iances r 
pertain ing to large institutional investo rs- by info-rmation indicu'ting that tr'e 
particular funds used as examples accurately present the total investment 1 

phi and performance. 
• Six • all invcs tmc;n t and actuarial procedures must he open to inspccti'on 

an review- not, necessarily, regulation-on a regular and periodic basis by 
pp ·ale agencies of the Labor Department, the SEC or stale agencies. 

even th, he budgets of reti rement funds, narticularly those meant for 
a ·. • mn, must be used for the purposes of providing pensions-not for 
lobbying aimed al the avoid ance or regulation and fisral soundness. 

ls extreme regulation needed'? No! But, "self-regulation" by the · 
administrative, actuarial and investment professionals is not the answer. They 
have lobbied for the "status quo," "more time to study" and time to · 
"grandfather" into 'the professions. 

There has been a l~nclcncy to condemn those who dare crilici:w present 
investment practices, current laxities in th-c measurement of investment 
performance, or possible weaknesses of investment counsels, retirement 
lawyers, actuaries and advisers. But, complete disclosure may convey 
tlll CJ(jlCdt:d <.111:-.wl:cS! 

Additional laws and rules may be justified. But they may never be 
implemented inn meaningful way. Nevertheless, appropriate governmental 
agencies and professional groups could stress_:_..with the help of lcgislativi; 
p1 cssurcs and action, ir necessary- a complete openness in all im•cstment, 
actuarial, advisory nnd pricing procedures. The resulting public discussion and 
concern could lead lo a betlermcnl.of the entire pension situation, if not a quick 
solution to ' ' oblcms. 

ne can legislate correctly if the facts arc not kno~ ·cgulation is 
impossible until we ·now what as needed. 

Both public :ind private pension funds have sufTcred onerous and hurclcnsome 
criticism; m1H.:h may be justified; some is not. But those of us in the profession do 
not yet know our own sl rcnGth s and weaknesses. We hear the critici:rn1s and 
fight against them. \Vl! m~ay be weak because we do not know the facts. But, 
disctosurc is not 1H.:w. We need only tu follow the ~rncicn t Biblical leaching, 
"Know lhyscll~.," 

Rnhcrl I ~ . Hli~I. C.F.A. 
faccuti\'c Sccn.:lary 

•PENSION WORLD welcomes res pnnscs to its flucst Editorial. 
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Ir )'~11 pass out cnou~li conunissions, 
)'OU r1111111:111:1~c 1111111cy 011 11 shoc­
llrlna:, ll'i.11'0\'Ccl by lltc l'XflCl'il'llCC of 
Robt·rC llli:to:t of the J\ti1111rsu1a S111tt~ 
Hoard of lnn•sll1tl'lll. llc's nlso 11rovcd 
that 11monc)· 111:11111J!l'r c:m pro1I a 
k~isl:ilurc inlo lcllin~ him do his joh­
" 'hlch has ind111lcd a shift Inward 
cquitlc1' in thl• i.talc rclirl'lllcnC fonds. 
llcrc1 lu$lit11tio1111l lllcc.,10r 1kscrihcs · 
how Ulixt st•n •cs IJoth his puhlic c!111°1 loy­
rn and lhr ~fate's c11111loyers. 

Tiu: slate of Minnc~ot :1 has got i1~clf a 
b3r~:iin . Wi1h a hmlgcl of only $3(10,000, 
lhc Minnr."11:i S1:111• il11:1rd 11f IM•••,111•l'lll j~ 
running SI. I hilliun in pul>lic cmplnycc re­
tirement nw11ey a111I an :iddllion:il S\100 
million in Olhcrsl:\11! foutl~ with all the Wf\'C 

an1I im:igina1:on of the highcsl-priccd 
mo11cy man:igc111c111 llrins. "We're pap(.'r 
lhin on cu11111111n ~lod; un:ilysis" S:l)'S 
Rolle rt E. llli)(I, 1he hoard\ pian11·ph1yini.: 
exccutl\'e sct·n:1ary. " In fuct, wc'rc even 
ShOl1 or111:11pk• jllsl Ill l!O lhrnugh lhc piles 11f 
Wnll Slll'el l\'Plll I~ lhal arrive in our oflic1: 
every week." 

Rut Oli>.l's hcmicnlly small slaff has 
1ehicwtl nn in\'l'l>llllcnl 1-crfnrm:1t1l't' 1111d u 
ro!i.lk I ~~llllHllll·c lhal is 1111: l'n\'Y of 
nlhcr 11uhlic 1111111111an.l}!l'IS. aml ii ha' ll1111c 
IO hy 111:1~ int: u~r 11( .:\'cry imaJ!inahl.: re· 
Mllm'c. Al 1hc lllllllll' llt, f,11 c.,.1111pk. 
Jl!vkw c1f Wall Strccl l\'111111 ~ h d1111c hy 1wo 
)'llUlll! W\llllCll wi lh only hi1!h l>d11•11I 
tJu\'.t1i11ni;. "Y11111.l1111' t t1\•cll a CFA," ~a)s 
nlixt. "h1 111,!llll' 11111 lh.11all1h.- 111:111•r 111111' 
i~~lll'd huy 1.-.:1111uncnd.11i1111' 1111 t. l1111,a111 11 
fa l>t :-111111111•r. Thi• i:irb may 11111 ha\'c l'l'cll 
Uhl\' hi 1\'11 Ill> h/i_\' WC l>l11111(d i>ll )' 1\11111\:tllhl, 
hut thdr 1:1h11l.11 i1111\ h1hl 11~ 1h.1t \W l>l111u1,1 

'' "'~ illhl ii ." 
Bli\I :11,11 1 .1~,., :1dva111a1•1• 11fhj, a1h j,. 

llf)' 1·11111111ill\'1' 11111·111111111111 l> h11.·1.-. h' ll 1111'11 
1'111111 k111li111• ~ 1 i11111•,111a 1111:111,·i,11 in,11111· 
li1111, "h11 111111. f11r f11'l'. "II lhl.'w 1111·11 i:••I 
l1•i:\•lh1·1 li11 an) ••lh1·111·a\11111h.1111t11•lli:r " ' 
lkh'i\•\• \Ill p11hlil' 1111111\' )' ," Ill h t '•I)'\, 
" lh1•)•\l II\' \ l ,1p1~·1I wilh 1111 allli ·llll\I ~u ir. 

J\1111111111111111111111111111111•) l.'lllllol 1'111 111 '•.' ll , .111.' 
th1·111h•r1h1· 1"'il'h' ' 1h1·y'w 1!1\\·111111h1• i11 · 
\\'l>lllh'lll ,1,·p.11 t111.-111. .. 

lll i.\t'i. thi1d lll'1' rl'I hi 111i.:1;1rl111: 1111 II 
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Mocstring is the Si7.C or lhc i\.~SCl'i he man· 
ages. The coi11111is~ions these :'-"SCI!' l!encr· 
ate arc $Unicien . lo :it11:u.:1 pknly of :lltcn­
lion rmm brokers aml Blixt reels l~u~y will 
continue to he effective after fully 
ncGoli:ilcd rules :ire intrrn.luccd. "/\ctu-
1lly," he says, " we' re gen in~ mon! infor- . 
mation now than we need. Over the ncsl 
yc11r, we're r,oing to isolate the firms 1h:11 
give us the b.:~t input, anti once rates m:: 
f'ully nrgo1ia1cJ , we'll cu111in.1e IO pay 1hcm 
well." Hfo.t, in foci, tlocsn'1 even balk at 
lhc pros peel of paying i11 l1:ml dollars. I le al­
rudy payi> cash - S<l0,000 - 10 Paine. 
Webber for u comr111erscrvicc, nod he is in­
tritucd wilh an offer hy an investment coun­
ICling finu lo serve up all it!t wrillen re­
acarch reports for S 15.000 :i year. Such 
plans will me:in 1ha1 Blixt wi ll he spcm.ling 
more lnoncy, h111 Minne~ .. • will ~1ill l·ome 
cut ahr.ad. ''Even if our lluJcct f!CICs tu 
!S00,000," D!i:<I S:l)'~ . " 1l1at'• ~• ill :i ln1 
less th: 111hc $2 111illio11 ii '''oulJ cost tu fann 
lhc fllOlley ClUI." 

Tolal rtlurn 

It would co~t the Slilte even more than 
lli;it to operate under the medieval resll ie· 
lions that were in cflccl when lllixt took 
ovcrin I %0, ufrcr lhree )'euri> of runninl! the 
Univerl'ily or Minnesnla eml11Wll1l'lll fund . 
At tlml time, stale law pwhihi1cd lhc in· 
vestment l>o:irtl from l11ve:.1i11 i; in i:i ther 
common Slods or corpurah: honds, nml 
l()ffiC 70 pc1 CCIII or the ICtiremcnt fUlllh 

under its jurl"lil'liun wns cnnu11i111·d t\l 
Minnl'SOta munidfl:il l•mhl!t. Tl1i: pmlict:t­
hlc result woi~ 1ha1 1ct11111 wa~ u111kr :l pn 
ccnl. Startin:'. in I IJh I, llli~I 1:1adu.1fl )' w1111 
k~i~ln li\'C :1flp111\'al hi put 1111 IC anti 1111111.! of 
lhc rctirc111l'IH p.11tf11l111) 11111 :.l :i..·I.~ ~1111 
CO l'J'llll:1le 1'!1111b aml tc1 re,·a111p .1ct11arml a11ll 
1ero1111ti11~ p1111.·l·dutc" !tll th.11 c111ph:"1~ w:" 
flhK'ctl on h 1:11 n:111m. 

II is 1111w l"'rmi"ihfc fur cmpor:11 • 
honJ., ln l·1111, tit1111• (10 111..·1 ,·· ·111111' thl.' 1\.'llll · 
n1c11l r11111b' 1'11\I \':du\', and , ,11 lic1 lh1' ) l.'.11, 
lhc \'1111ity n·il1111: w:" 1:11wll 1'111111·l~111 ~ l 
l"!r n·n1 - 111,11 111 l'll~t. Al'1•111Ji111:l)1

, th ; 
h:i~ic 11·1i11.·1m·nt fu111I' - lh'e ~q1ar:11 · 
fu111 1 ~ rut lc a1•h1· 1~. p11 hl11· l'lllf'h•)'l'l'' · 
1111l11'l' :11 111 l111·nw11 . ~t. 11e l' lt1ph•)1'l':> :i11 I 
hit!f1 \\':ly p,1t111hll\'n - \\\' I I' ,lhlllll ·I~ IX'r 
,·,• 111 in \'111111111111 '"''' ~ " 111 111 ·l I 111.·r rc11l I l 
\'illf'dllltl' 11111111\ Ill lh1· I.i ll 111 thi' Y•' ill • 
\\'h1'll fl)'ll l1'1I Ill 111,11 ~l' I \ ll lll1', 111111\' th.I I 

h.tlf11l ll11' 11,111l11le11I\Ill 1'1p11111'\ ~h11: k 1p.' 
l111111h 11•1\\' 111.11.l' up 11'\ll than ::! 1icr l'l.'111 111

' 

thci;c funds. 
In addition tel S7.JO million in 1111: basic 

retirement funtls, Blixt is al!>o rei.puni. ihle 
for .:.i S2<1 mill ion supplcmenl:ll ~~1 ircmc111 
fund, a Sr:l million variable unnuily fund 
and a S360 million m.lj11~1:1hlc Hxed b::ncfit 
fund frnm which hcnefits ure pniu ro re· 
tirces. Benefits 111 ·! · ·fixed'' in the sense that 
members arc g11:1r:11111:i.:tl 11111inimu111 benefit 
at the d:ltc or their ri.:t iremc111 hut ":uljust:t· 
ble" because they arc s11hjec1 hJ upward au­
ju~lmcnt if i11vesl111en1 pcrfonnnncc war­
rnnls. Ulixl is p:irt ic:ul:uly proud that the 
I IJ73 legislature was :il>lc to vote :1 25 pcr 
cent increase in retirees' hcnefili. hccnuse 
the adjuM:ehlc fi xcJ hcncfil l'untl has re· • 
turned si&nilknntly more than the aeluari· 
:illy im.umcd rule of 31h per cc111 Such in­
crc:isc:s will he more tlifficull lo win in fu· 
tur<.< ye:1rs, however. hecuusc lhc lq:blnlurc 
;1lso upped ac1uarial arn1111ptiu11 on intere~t 
In 11 mnn• rr:•li,1 ir ~ per cr.11t. 

Meeting the new actuarial :ii.~11111pl ion 
will be facililaleJ hy lhe foci that a part of 
unrcali7etl c;1pi1al :1ppreciation from s1ocks 
can be rccocnizetl as un i11c rc.1~c in bonk 
v;1lui: for 11c111arial and acc1111111 ing purposes. 
The formula Is c11n ~e rv111i vc: Whenl'\'er •he 
portfolio ha!> shown 11101al mn1kc1 v:il11:i tlc111 
excecc.Jing cost h)' IO per CCIII fol' !< IX l'On• . 
secutive \'1tluatiC111 J.11cs - the lll)rtfolio is 
vnluec.J every t\vo 11 u1111hs - the h1111k vnlui.: 
is raised hy 3 per cent. "We 11d11plcu 1his 
r lrlllt1l1t," says 1111.\I, "hcC,lll~C it ll\'Oids 
~hurp gyr:itit111s in hook valuc·that \\1111IJ ur­
fcct the ~1a1e'Hu111nhutiu1111nd the l!cnclil~ 
to tclircil lll!IMlllS." 

As lhc :1111h1•r ol and c:hicf luhh)'" ' frn 
11111eh 11f 1he lq:blati1111 riff1·r 1in1: the in· 
\IC~ t 1lh!lll of rcti11•1t1l'lll ns~rt~ . llli\t. 1111w 
ti(,, h,1S l!Cl'ltllll.: Mll1t1•thi11g 11f :t p11hlll' i,lt1 
hi1melf. I h: ha' k :u ncd when 111 li1:ht. when 
I\) c1,:1x 111111 whc11 111 llllll.l' a ju~c . lie :.till 
c11lb hi11 1111·1h11d 111 :11111111 i1111t~ 11111111 h1"c~ 
"the 1c~crw 1har 11111 't 01al'. " "'a j11l.1•, 11 ', 
uol \'A.1clfy 11 ~ i.rc,pl1111: r. h111 a' :111.1l·1·111111l· 
in,: pri1,·1·l1111c, it', i111a1•.11t;1ll\C , 'I h1• '111 11 of 
,Ill l\'!lh/1!11h1111tl111\\\'\ I\ 1·:1lk1I lf11•1kkt1l'lf 
yict.I :11lj11,1111c111 u,·,·1111111 . /\t lhc 1•1111111'1-ach 
liw:1I y~·;1r, arpq:at1· h11111I h1"c' :11c Iii· 
vulnl hy th1• awr.11:1· 111alllfll)' 1111111· 111•1111, 
'"hi, .1111 1 t h1·111111111· 111I\ ~ 11htr ;1.:tnl1111111 th.· 
fu1111 ·, ""''''""'·11111·111111. In li,cal 1''7~ · 7.l, 
11·.il111'1l l1"'.:~ 1111.111·11 ' """' \~ 11111111111 , The 
11 \'l'l~ll''' 111 .11111iir 111 l I 11· Iii 11111, wt.I '' ,1, It •111 • 
11·1·11 )1',ll'• 'ii lhal ~ 1 ~11. t KKI will It,• ' llh· 
1r:1,·11·d 1111111111\ 1•, t11 11•111 1cl111111•ad1 yc.11 1111 
th\' 11\'AI fiHHl\'l'n ) \': II~ . 

never hcan.I of. " As :tn inwMment man. " 
Ulixt sot)'ll, " I 11imply hatl 111 rl'ori:ani1.c the 
portfolio, hut I cu11l1l11't t 1h: hcfiy lm11tl 
lussc!i ticc::u~c ii wnu!tl pre .'ent our n:lircc;. 
fru111 gelling :a niueh-nccllctl henclit humt. 
The ' reserve that ain' t · thc:re ' was the 
answer, und now we me it in :all our fu111ls so 
thnl we c:in continuously upgrJtle our bond 
ponfolios." 

.Two lrnt<o 

Being both :au investnilml man und :t 
public employee can scunctimcs be a l'Oll· 
tr:1tlic:i1i11u in terms, :111cl Olixt is frnnldy 
worried ahout immc of the pressures lhat 
hnve lately hccn bruug.hl lo hc:1r on him. 
The local prl.!SS has pictured him as a foe or 
consumerism because of recent tes1in11111y in 
which he dcli:ndcd higher utility rnlcli. 
"You have 10 rc:ilizc," Blist explains, 
" 111111 public retirement fu ntls hold u (!Olxl 

pcrccntai;e of the u111s1;111ding utility 
sccuritil:s. If the .11ili1ics cannot p:iss on 
their cost~ to the c1111su111rr and nwl:e n 
profil, our rctin.:es will surfer. I :1111 in r:tvor 
of i;oo<l, healthy corpor;1ti1111i. he.::iu',e I ' 
w:int our invcs1111c111s to do well . I'm 110111 

foe of social purpo:.l's; I llclicvc th:it 
providing ;in adcq11a1c 1x:nsio11 for public 
1:111f1iuycc:. i:. ii :.u1..i;1I f'UI 11 .. ,c j,·, i;,;clf. ·' 

Ul1xl's lrips 10 fi111111..:1al ronlcrenl'Cs, 
two or which were hcltl in 1 lawaii. l:avc uli.n 
been highlii:h1cu hy lhc I rcss. "They ex· 
pcct me lo sit 111 my tlci.k re 1Ji11g :l-wcel:-ohl 
rcsca1eh reports wri1tc11 h)' some 
22-yc•ar-olll klu who has nevi:r invcMed 11 

11::11ny uf his own or llll)'Onc cbe 's," IHi:~t 
co11:~llai11 s. "Sure , rc;1lli111: 1e!>r:11ch rep11rt11 
is p:ut ..: f111y joh, b111 Ml ii. 1.1lki11g 111 nnulysls 
nnJ othl·r ponfol io 111 a11a1 ers. 'f'hme of us 
who urc as~uciated with 111hllc funds have 
to be nblu lO act lil:c lhl' h.:~ 1 of the ll1\•ei. t­
mc111 co111n11111i1y ur our 111ves1me11ls will 
surlcr." 

S1ill, l:cnini; n compclitivc ll'l um for 
Min11cso1a' i. retirement funds is 1111 
nim"tll· fh·l· joh. Fur !>l''l.'ral yenrll nmv , 
Bli~l h.1s ~1>c11t his vac:11i1 ns in Chatl1111cs· 
villi'. Virgi11ia, i:r:ulin~ C'FA e .\.1111~ -
l1Cl';111\c ii provide~ :ut 1•p 1111tu1111y l11r hi111 
lo 111ecl with lhc utltl'I l':Wlllllll'fS :11111 
u p:iml hb ~11uwk1t:!l' nf the li11:11 .. 1al 
l'111111111111ity. lh•h lllixt ;, .1bo a f:1111ilv 111:111 
- lmlh 1111111d :1111 1 ~c nli111,111.11 ali11111 thc "' 
ge111.•r.11itu1, of hi' l11111il)' \\ho .ire: h1111,·d i1111 
SWl'llt\h d1111d 1y:11d Ill W111tl1111g11111. ~1111· 
""'111:1. lie 1o111:;1 ~~ 11111.'n 111' hi~ w1li: .. \l.1rv 
l:tkn, :11111 111' "" 1in1r l'h1hl11.·n wh11, M~ 
lhl.'lt lalhl·r. :trc ;1111atc11r 11111:.kiau,, 1\l lh1• 
11llk1', huWC\'l'I, lll i,,I I~ ltll l'lll'l'l!l!lll' , 
d1 l\'1' 11 man whu 1'1·11L1111I•. a ~ 1111tl .11 

\'llllllllilllll'lll 1'111111 hh Mall, who 1'~·1'1 lh.1t 111• 
f11•11111·11tly ll\'l'\ up 111 hi' 
11r.•,11 1'. r.111dl.1lhl·1 ·~ 1111111111•11 11.11111· 
"ll li, 1" li~c lhl· C:rn11a 1 " hfi1 1." 1111·:u1' 
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\\'~nt to rl.ir tycoon? ~11 and h11y millions nf · 
dollarJ \lorJh ol itcurlliu a day? And ht succtn· 
fulalll1 

"11ir :,cy In lhls lmslacn Is dnn' I i;cl 100 smart 
or It 11 i:t he you:- 1h111nl;ill," ~:.~·s ltnllc~t JU lxt. 
111' Cl'!•du\ c\C•chti\·c sct·rct:iry ol tho slnlc In· 
,.r,!:i;c:1: r:ri~~J . The bo.1rtl innn:1i:cs a~-~.& billion 
lmwn:t~t porlC-1lio - one ol lll t h1r;ut In lhe 
11n:1nn. 

nt.1:'\T ~.\\'S lll~'S r.c\•cr ~<lllcn "1011 i.mnrt." 
B111 l.P. 1!.1cs )!1'1 cr.H;:cl.c :ir.d 11 ;:cnl!r~!I)' crccll\· 
t d lll!h h~ln~ l!:c j!.:j'j'ICT (IOI nf ~l;,lc J:•l\'Crnmcnl 
- 11 l:h II t c1·:.::~cl!\t.c·!1::c ,\,dcull\:r~ Co111111ls· 
ainr.c: r Jon \\'c!~!d co;nir.; l:l .> c!osc second. 

R:h t. who hu bcc:i cxcci:llv~ sccrctnry ~Ince 
l~•:O anrl s~f\·cd under 11\'t ;o\•crr.or~. 11·orks,for 
Ult board, which conslsu o! ti:• i:O\'tr;ior, at:or· 

0 .en 
nry i:•nornl, 1ecretary or stnte, tre:uurcr and 
1udilor 

1'l 11·: no,\ II 0 11.\S c11~to1ly nf $2.6.1 hilllnn In In· 
w~tcd l11n1b. Thnl Include~ $:!S7 inllliM In the 
1r1·111n11c111 ~rhnlll :ihl C11n11;'$1.52 hllll1tn In 1111hllc 
cmrloyo :11111 k:1chcr rrtlrcmcnl (lC'1:dn11s; $1fl2 
n.llllon or hli:hwny trust runds; ~al 1111111011 In r.n· 
dnl\ ,.trnt oncl \1'cll:arc fu nd~; nnd SCit2 111llllnn In 
lnvc~lcol l:tx rrcclplN Mt ncc1lcd lor Im mediate 
1t:ato ::nvrrn111cnt cxpcnolltu res. , • 

Flllrcn yr:ir~ :i;:n. ll'h<'n Ullxt tnol: the Joh, tht 
luncls 101:1lcrl S~1iO mllllun . 

\\'Ill·:~ 1ll.IX0r, ·IS, oC nlll~l'lllo, ar.il A dasccn· 
cbnt r>I S11 trh~h lmmi;:r;i nl~. rrceh·cd a ctci:rco 
from \\'<1~thl:1i:1011 Comr.rnnll)' Collr:;c in l!).;7 ho 
hnd lllllc lhr111i;hl ho would end up h111111lln:: lh:.t 

• kincl of money. Oc:ilinl( d:illy wi th tho lari:asl fl· 
11anci;J 1nslltutl11n1 In Now York, Cluca~o, and In 

Weil Cn:ut cltlc~ wn~ ~bn Cnr from his mind 
whrn hll i:r:tcluntrll Crum lit. Olnl Cnlle::o In 10-t!>, 
An nccn111pll~htrl plnnl~t nt lhe time, hl5 cl1leC In· 
lcrt~t :it St. OlnC w11~ mu~lc. 

lint then ho look 1 course In flnnnco :inti, " l 
11ur.~~ I 1:111 1tu.1kc1I." 

l'l .\~0 l:O~CElt1'0S ;r:td11:11ly 1!n1·c WO)' lo . 
rlnylni: the markrl ns m1xl nbl:1lnc•I n m1"1cr'1 
rlci:rre 'In hu~lncs~ 111n11:t~c111rnt nml llnnuca ol 
th.i Unlvcr~lty nr C:oloraclo iu l!i'il. Thrn whllr. oh· 
lnlnlni: hi~ law dci:rro lro111 the ~:imc ~ch1111I, ho 
w:a ;1skr1l lo tc:1ch ll11n11cr, :11111 hdonl i:r:ulunl· 
i:I!! he harl 1:111,;hl 11\IJSI O( thu llnnr.co c:o11rs~S ol· 
forcd :it Color;ido, 

l•'r11111 thr.1 o It WM hack lo i\linnr3oln, whcrn he 
w:i• orlmlllcll In lho b:ar, ticc:nmo n hnnk s~curl· 
Ilea nnalyst :111rl then evcnt11ally went lo 'l\'ork !or 
lho 1t11lo. I le 11lao advise• o.hcr ori:1nlu tinn1 on 

Set llllxl, Pa:o ' 
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Reronning a stato pension rund, even 
•lightly, is a. delicate ta~k. Sinco tho stato 
pension fund operates in the public eye, a 
roar of mistakes can be the renl investment 
philosophy, because m ist."\kcs with public 
money can be polilically drunaging. Together 
with tho relatively low salaries paid to tho 
ma:iagers, the atmosphere of fc:\r and 
caution cnn keep a state fund in the 
backwater of managed rnoney. 

ln the past few years, Minnesota has 
managed to bring a decrrce of 
professionalism to its $1.1 billion state 
pension fund. Behind the changes were the 
energies of one ma nager, Robert 13lixt, n 
state Jeaisln.turo willing tp bo educated and a. 
state govcriµncnt nwru·c that chnnl!c is 
not inherently evil. 

Frank Wrirrht covers the Minnesota. 
logislnturQ for tho Minneapolis Star and 
Tribune, for which ho has be~n report4nrr 
since H)51. 
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tID11rmm (01 [Q) lilil 
by Frank Wright 

Tiit: INliTITU llOtlAt, INVt::'JTOn 
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Il
'fil is eyes filled with tc:lrs, the old ntml fa.w­

"'11 m nlcer stood nt his desk nnd plaintively 
~cried, "We're i:.roing to be lottinrr thi~ young 

m an tnltc our money to L.'ls Vegas nnd invest it 
in Wnll Street." 

'M10 yenr wns HlG1. 
1'ho pince wns the floor of the 1\1.innesotn 

state Jccis laturo. 
The y ounrr mnn in q11ostf on wns n obort E. 

llllxt, u\en 33, who for lcs:; than n yen.r hnd been 
sorvine ns the Sia.le Investment Donrd's first ox­
coutivo socret:uy. Dlixl :ind other rcfom1ers 
wore !.ieelt111rr le[:'l!:lalivo npprovnl for the nrst in 
a series of proposals to. lilJcralize st.-ito h 1vcst­
mont policies. 

Until then, tho fill\lO Jaws or MinncGoU\ hnd 
rostrlcled Investments to U.S. f;ovcrtuncnl obli­
gnllons, !•l:\le and 111u11iclp:tl IJontln, :\lld fir!il 
morti:nttc u t ility IJonds. Jl ll>.: l nnd his fullow rc­
fonncrs wnntcd pcrmi~sion to h11y stoclts nnd 
corpcm1lo IJonds. It was sc:-mcthinit or n bnttlo. 
Dut nflu1· oxtcndccl di::cu:mion, tho l u1~i!llat11 ro 
ovorctun c! llu Ini tial fears nnd 1:avo npprov1\l, 

S lncu then J1Jixl, tho ll•1;1s laturu, incl ivl uunl 
m cm born Of the ln\' CS llH<: ll l IJoartl, lllld ndvlt;or!J 
in tho Jlrlvalo i;cctor h nve co1111Jlnod to rnnlco 
M lnnc:.;ot11':1 :.talo lnvc:;tnwnt pracllcu:J 11ro(e:;­
~lonn l . Yiuld on thu 11pproxin1atcly $J.1 billion In 



state funds invested by the Bonrd lms improved 
to the point of i·cs pectnbility, nnd the program 
has been moving s le:idily- sometimes drnmntl­
cally- into common stocks. 

'11aoso expensive municipals 

Minncsoki., which centralizes. investment of 
more limn DO ncp:iratc fundn under tho tiv c-rnnn 
cJocted Sl!ltc Uoard, for ycnrs hnd followed n 
. -more conscrvnllvc policy than s tate lnw r<3-

qulrecl. ll wns n concervalivo policy lhnl 1Lctunlly 
cost tho nt:1.to money. 

11ac Donrd hnd invested the permnnenl 
school fund, 0110 of it s bi rracs t, entirely in U.S. 
covornm.ent bond!i. Yield h ove red around 2.G per­
cent nn11unlly. 

Clo:;c to 70 porccnt of th o rctirc1T1ent funds 
were In l.'\X-eXf'mpt bo ncl!I of rvti 1111 c!;ol :1. O\llllici­
llnlities. No othcl' !ilalu hnd n hi1~hcr pcrccnta1~c 
or Jt~ ll\OllCY In :rnch illVO!llll\ClllS. Yield hovered 
11ro11nd 2.0 percent. 

Tho lll>.:·CX('11111t hondn, from the st:lndpolnt 
1) f rctu1·n Ct\l'llNI (Or till' f~t1 1lC'rill p11hl ic, ohviou::ly 
wcro IL JlOOr illvu:ilnlL'nt. Tiie !l lal\1, or ' ounw. 
fl'\yn no taxc..•s, lt lh11s wa!J ln:; i111: money t•vory 
limo It hm11~ht 111u11lci p.1I :.:, whlc;h pau1 h •! ~; l11l c r­
csL limn o lhur ld11d:101'1m·1::l1111l·nl. Thu 11l.Llo mon· 

cy rcndily could hnvc been put into po.per thnt 
wns not true-exempt u:-1d which po.id a higher re­
turn. 

Tho Doard hnd slntutory nuthority to invest 
tho retirement fuu'ds in utility mol'lgago bonds, 
but none hnd been purchnscd. Municipnlitics 
clalmod tho state hnd nn obli~ntion lo buy their 
bonds nnd help finance new fncilltics needed. by 
their residents .. Thi:; npproach ms pnrticularly 
populnr wtth m:iny Mlnnenpolis nnd St. Paul 
sul.H11·bu, which bcn·nn to expand rn.pidly nflcr 
·world Wnr II nml stepped up bond sales for 
:achools, s treets nl)(I sewers uccordin~ly . In nddi­
tlon, n dozen or s o municipal IJond nacnts who 
hnndlcd most of the tr:uwnctlons with tho st.nte 
p rcvnllccl !:ucc c:ssfully 0 11 the noard to maintain 
lholr fovorcd nnc.1 profltahlo position. There were 
other tlifl1culli c!;, Somo of the older Doard mcm· 
bars, with the Dcprcs!lio n of tho HJ:JO's s till n very 
ronl mc111ory, h.1c\ honest rosm-vations nbout th o 
wludom ofpushi11 1~ Into new types oflnvo!>tmcnt. 
Alno, laclc of prol'c:;!ilonnl :ttnff rwd export ndvico 
wi1.~ n dr.\wl>nclt. Invc:-itnwnt dclnil:; \\fCro h:lll· 
dlcll perfunc torily hy nn nc.Jm lnlutratlvo ofllco 
lh1\t W ll!l untraine d in llna11co nncl who:;o :iorv­
lccu had to bo :;hare d with othor !llato nrruncl11r1. 
Bx pC'l'l <:011 nuc I fr<1m 1: 011 rccu t l mt hnd 110 :i puci1ll 
lnt<.:rc!.l Wll!J no11cx i:ltcnt. 


