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Second, the crucial step of bringing ideas and
entrepreneurs together with capital. This requires
day-to-day cortact 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 executive is

the focus of this effort, often supported by staff for
public information, investment promotion, busiriess
relations, capitai market liaison and government relations.

Third, systematic investigation and appraisal of
ideas is essential to provide projects that can and
should be financed. This is usually accomplished by
operating departments staffed with professional econo-
mists, engineers, financial analysts, environmental
specialists and industry specialists. Selective but
intensive use is also made of outside consultants.

Fourth, monitoring and supervision of the projects
financed, without interfering in their management, is a
critical operating activity, Many new entrepreneurs
need and welcome the advice of experts from DFCs, and
it is, of course, in the DFC's best interest to take
all reasonable steps to insure the success of its

investments,

Financial Controls

In general, the financial controls of a DFC are
designed along the World Bank/IFC model., They may
include guarantees by governments, diversification of
the portfolio, required independent audits and disburse-
It is also common practice to establish

ment controls,
and maintain reserves for protection against losses.
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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.
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December 15, 1976

The Honorable Sterling Gallagher
The Honorable Jalmar Kerttula
The Honorable Hugh Malone

Gentlemen:

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

The enclosed report has been prepared in response to four
questions submitted to us on behalf of the Committee. The
questions have been considered within the framework of the
tentative organization outline prepared at the SIAC Workshop
on November 16, 1976.

The questions are:

A. What are broad statements of priority which should be
set in the Charter (BiIT) and what policies should be
set at board level? How broad or how specific shoutd
they be? Give specific examples of broad statements
from our experience with development banks.

What loan standards should apply to prospective funding
arrangements (financial return, environmental considera-
tions, etc.)? Also, should interest rates be set by
statute or by a policy-making board?

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

Give suggestions on alternate structures or modifications
to the present proposal if greater (1) citizen, (2)
legislative or (3) executive influence is desired.

It was our pleasure to host the delegation from the Committee

in Washington, D.C. on December 10, 1976. We arranged appointments
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with four senior executives of development institutions and, if
desired, would be pleased to comment to the entire Committee on
the discussions which took place during these meetings.

Yours very truly,

Qx) 3&} L\ 3~» N}\ :Qf:x-\,. Sl

Peter B. McDowell

Enclosure
As above
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ALASKA PERMANENT FUND
REPORT FOR THE DECEMBER 16-17, 1976
STATE INVESTMENT ADVISORY COMMITTEE MEETING

A.l. What broad statements of priority should be set in
the Charter (enabling legislation) and what policies
should be set at the board 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
provides longer-term investment capital as opposed to operating
(working) capighl Eithé;hEI;EEEEE;2E—EEEEEEE—EEEEEEEEEEEEE§L~EE

e m
the form of equity or debt, to enterprises or projects. These

e

generorl 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 institution, i.e., how
iv is to perform its function(s).

(3) Legal personality and capacities of the institution.

(4) Sectoral coverage, in terms of both economic sectors and
size sectors.

(5) Geographic coverage.zwwd,.,% %(,L\wdfj

(6) General criteria to be applied to the selection of capital
investments.

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

e
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‘General relationship of loan interest rates, returns on
~equity, loan guarantee fees, etc. to market rates.

9)

General provision for the establishment of adequate and
appropriate organization, operating and financial controls
within the institution.
" Relationships with Other Persons and Institutions
(10)
(11)

(12)

Relationship with the private sector.

Relationship with governments.

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 prov1sion of funds for

feasibility studies and management assistance.

Relationship to capital markets with regard to underwriting
share issues for new enterprises and encouragement 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 board(s), management and staff,

(18) Design.tion of the organizational levels with responsibility
for relations with government, the general public, 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 of
profits to be attained, protection of capital, prudent
management of assets.

(21)
(22)

Source and amount of capital of the institution.

Borrowing powers and limits, if any, of the institution,

?I( ¢
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(23) W@ o pay for all types of bperaﬁiﬁg .ex.i:ensea;
netudingNgeneral long-range economic and investment research.
(24) Source of funds to pay for any subsidy(ies) of loan interest

rates, return on equity, loan guarantee fees, etc.tzt44gz&,?l 2

(25) Disposition of net income from operations.

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

Accountability

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

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

(29) General requirements for maintaining the confidentiality
of information obtained from prospective &nd actual recipients

of investment capital. Tawvili vs. Pbedi’, PL%M:mﬂj'HT§D

What are Specific Examnples of Broad Statements From Our

Experience with Development 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 absolute quantities and percentages from
charter provisions. In fact, the only absolutes normally provided

in a charter are the numbers of board members and the size of the
capital of the insti ionm\\The key words in many of the following
statements are ég;fiiuizggizwhich have been underlined.

(1) Industrial Development Bank of Turkey

Its purposes are:

8 to support and stimulate the establishment of new
private enterprises and the expansion and modernization
of existing private enterprises in 'Turkey.

Tice
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..' to encourage and assist Ehe.participation of private
capital, both domestic and foreign, in industry established
in Turkey. bt i '

@ To encourage and promote the private ownership of
securities pertaining to Turkish industry and to assist
in the development of a securities market in Turkey.

(2) Sudan Development Corporation

Its purpose is:

° to attract foreign and domestic capital for investment
- in the economic development of the Sudan by initiating
projects or assisting those wishing to inItiate 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) 1Industrial Credit and Investment Corporation of India

Its purposes include:

° To carry on the business of assisting industrial enter-
prises within the private sector of industry in India,
in general by:

@ assisting in the creation, expansion and moderni-
zation of such eu:terprises

@ encouraging and promoting the participation of
private capital, both internal and external, in
such enterprises

Alarlaaw Je
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o encouraging 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 loans or equity participation

5
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sponsoring and underwriting new issues of shares
and securtties

guaranteeing loans from other private investment
sources

making funds available for re-investment by revolving
nvestments as rapidly as prudent, and

® furnishing managerial, technical and administrative
advice and assisting in obtaining managerial,
technical and administrative services to Indian

industry.

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) to promote the investment of public and private
capital for development purposes;

to utilize its own capital, funds raised by it in
financial markets, and other available 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;

(e 2 3 to encourage private investment in projects,
enterprises, and activities contributing to economic
development and to supplement private investment

L b rige it (when private capital 1s not available on reasonable—)

terms and conditions:
( onany
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(iv) to co0 erate with the member countries to orient
~ their geveIOPment policies toward a better utilization
of their resources, in a manner consistent with
the objectives of making their economies more
f fo

complementary and o stering the orderly growth
of their foreign trade; and

(v)  to provide technical assistance for the preparation,
financing, and implementation of development plans
and projects, including the study of priorities

and the formulation of specific project proposals.

ARTICLE II
o OPERATIONS

Section 1. Use of Resources

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 [ Leam-)

(a) The operations of the Bank shall be divided into qQrdinary
operations, inter-regional resources operations, and
special

operations. N ‘
(b) The ordinary operations shall be those financed from uJid i
the Bank's ordinary capital resources, as defined in
Article II, Section 5. The inter-regional resources
operations shall be those financed from the Bank's
inter-regional capital resources, as defined in Article
ITA, Section 4. Both types of operations shall relate
exclusively to loans made, participated in, or guaranteed
by the Bank which are rzpayable 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.

“f?:) The special operations shall be those financed from the
resources of the Fund in accordance with the provisions

Z of Article 1IV.

Section 3. Basic Principle of Separation

(a)

Subject to the amending provisions of Article XII
(a) (ii), the ordinary capital resources, as defined in
Article II, Section 5, the inter-regional capi.tal

?kv
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(b)

(c)

(d)

(e)

 resou£cés, as defined"iﬁ Artidlé'iIA,?SéCtibn 4,-andf'
the resources of the Fund, as defined in Article IV,

Section 3(h), shall at all times and in all respects be
held, used, obligated, invested, or otherwise disposed
of entirely separate from each other.

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
which the resources of the Fund were originally used or
committed.

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.

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.

Expenses pertaining directly to ordinary operations
shall be charged to the ordinary capital resources.
Expenses pertaining directly to inter-regional resources
operations shall be charged to the inter-regional
capital resources. Expentes pertaining directly to
special operations shall be charged to the resources of
the Fund, Other expenses shall be charged as the Bank
determines.

Section 4. Methods of Making or Guaranteeing Loans

Subject 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.

ce >
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Section 5. Limitations on Operations

H(a)-

The total amount outstanding of loans and guarantees
made by the Bank in its ordinary operations shall not

at any time exceed the total amount of the unimpaired
subscribed ordinary capital of the Bank, plus the
unimpaired reserves and surplus included in the ordinary
capital resources of the Bank, as defined in Article

II, Section 5, exclusive of income assigned to the
special reserve established pursuant 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 recommending the
proposal after a study of its merits. In special
circumstance:, the Board of Executive Directors,
by a majority of the total voting power of the

,Y‘ member countries, pay require that a proposal be
submitted to the Board for decision in the gbsence
Of such & Feporct; e

(ii) 1in 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 reasonable for the borrower,
taking into account all pertinent factors;

(iii) 1in making or guaranteeing a loan, the Bank shall
Cardt pay due regard to prospects that the borrower and
ey its guarantor; if any, will be in a position to
W meet their obligations under the loan contract;

(iv) 1in the opinion of the Bank, the rate of interest,
No. voiee st other charges and the schedule for repayment of
i pef by prlncipal are appropriate for the project in

W 79 question;

 —

(v) in guaranteeing a loan made by other investors,
the Bank shall receive suitable compensation for
its risk; and

L,‘l%wug~lqurQﬂhJ$‘kmu.qaih
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'(vi) 1oans made or guaranteed by the Baﬂk shall be

principally for financing specific projects,
including those forming part of a,natlnnal_nr_ :
regional development program. However, the Bank
'may make or guarantee over-all loans to development:
institutions or similar sgzencies of the members in
order that the latter mey “facilitate the financing
of specific development projects whose individual
financing requirements are not, in the opinion of
the Bank, large enough t~» warrant the direct
supervision of the Bank.

(b) The Bank shall not finance any undertaking in the
territory of a member if that memuer objects to such
financing.

Section 8. Optional Conditions for Making or Guaranteeing Loans

(a) In the case of loans or guarantees to nongovernmental

(b)

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 to the Bank,
guarantee the repayment of the principal and the payment
of interest and other charges on the loan.

The Bank may attach such other co .ditions to tue 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

with

(a)

(b)

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

All the terms and conditions of each lnan, including
among others, provision for payment of principal,
interest and other charges, maturities, and dates of
payment; and

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

Section 11. Guarantees

(a)

In guaranteeing 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.

{uc
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(b) Guarantee contracts ¢oncluded by the Bank shall provide
that the Bank may texminate its liability with respect
to interest if upon default by the borrower and by the
guarantor, if any, the Bank offers to purchase, at par
and interest accrued to a date designated in the offer,
the bonds or other obligations guaranteed.

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

ARTICLE TII1 '
TECHNICAL ASSISTANCE

Section 1. Provision of Technical Advice and Assistance

The Bank may, at the request of any membt:r or members,
or of private firms that may obtain loans fron it, provide
technical advice and assistance in its field (f activity,
particularly on:

(i) the preparation, financing, and execition of
development plans and projects, including the
consideration of priorities, and the formulation
of loan proposals on specific nationa. or regional
development projects; and

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

Section 2. Cooperative Agreements on Technical Ausistance

In order to accomplish the purposes of this c¢rticle,
the Bank may enter into agreements on technical assistance
with other national or international institutions, either
public or private.

Section 3. Expenses

(a) The Bank may arrange with member countries o¢: firms
receiving technical assistence, for reimburs:ment of
the expenses of furnishing such assistance cn terms
which the Bank deems appropriate.

(b) The expenses of providing technical assistence not paid
by the recipients shall be met from the nef!. income of
the ordinary capital resources, of the intar-regional
capital resources, or of the Fund. However, during the
first three years of the Bank's operations, up to three
percent, in total, of the initial resources of the Fund
may be used to meet such expenses.

| P
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ARTICLE VII

P———

MISCELLANEOUS |POWERS|AND DISTRIBUTION OF PROFITS
e

Section 1. Miscellaneous Powers of the Bank

In ‘addition to the powers specified elsewhere in this
Agreement, the Bank shall have the power to:

(1)

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 funds to be included 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 securities it has issued or guaranteed
or in which it has invested, provided that the

Barnk 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.

Jrice ;
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ARTICLE VIII
ORGANIZATION AND MANAGEMENT

Section 1. Structure of the Bank

The Bank shall have a Board of Governors, a Board of
Executive Directors, a President, an Executive Vice President,
a Vice President in charge of the Fund, and such other

officers and staff as may be considered neczssary.

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 alternste, who shall serve for five years,
subject to termination of appointment at any time, or
to reappointm.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 tre Board.

The Board of Governors may delegate to the Board of
Executive Directors all its powers exc2pt power to:

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 President of the Bank and determine his
remuneration;

suspend a member, rursuant to Article IX, Section
2.

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,
the general balance sheets and the statements of
profit and loss of the institution;

e
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determine the reserves and the distribution of
the net profits of the ordinary capital resources
and of the inter-regional capital resources and of
the Fund; :

select outside auditors to certify to the general
balance sheets and the statements of profit and
loss of the institution;

(x)

(xi) amend this Agreement; and

(xii) decide to terminate £he operations of the Bank and
to distribute its assets.

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.

(c)

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.

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,

The Board of Governors may establish a procedure whereby
the Board 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.

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 appropriate
to conduct the business of the Bank.

Governors and alternates shall serve as such without
compensation from the Bank, but the Bank may pay them
reasonable expenses incurred in attending meetings of
the Board of Governors.

P
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”'Sectioh 3.»'Bohrd of Executive Directors

(a) The Board of Executive T.irectors shall be responsible
for the conduct of the operrtions of the Bank, and for
this purpose may exercise all the powers delegated to
it by the Board of Governors.

(b) (1)

(ii)

(1il)

Executive directors shall be persons of recognized
competence and wide experience in economic and
financial matters but whe shall not be governors.

One executive director shall be appointed by the
member country having the largest r.amber 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 the 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 respect 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 countries,
by a two-thirds majority of the governors of regional
members., Any change in the aforementioned 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 alternates shall be citizens of
the member countries. None of the electcd directors
and their alternates may be of the same citizenship,
except in the case of countries that are not borrowers.
Alternates may participate in meetings but may vote
only when they are acting in place of their principals.
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(e)

(£)

(g)

(h)

(1)

Directors shall continue in office until their successors
are appointed or elected. If the office of an elected
director becomes vacant more than 180 days before the
end «f his term, a successor shall be elected for the
rematnder 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 alternate shall have all the powers
of the former director except the power to appoint an
alternate.

The Board of Executive Directors shall function in
continuous session at the principal office of the Bank
and shall meet as often as the business of the Bank may
require.

A quorum for any meeting of the 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 less
than two-thirds of the total voting power of the member
countries.

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.

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

The Board of Executive Directors shall determine the
basic organization of the Bank, including the number

and general responsibilities of the chief administrative
and professional positions of the staff, and shall
approve the budget of the Bank.

Section 5. President, Executive Vice President, and Staff

(a)

The Board of Governors, by a majority of the total
voting power of the member countries, including an
absolute majority of the governors of regional members,
shall elect a President of the Bank who, while holding
office, shall not be a governor or an executive director
or alternate for either.
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(b)

(c)

(d)

‘Under the direction of the Board of Executive Directors,
the President of the Bank shall conduct the ordinary
business of the Bank and shall be chief of its starf.

He also shall be the presiding officer at meetings of

the Board of Executive Directors, but shall have no

vote, except that it shall 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,.

The Executive Vice President shall be appointed by the
Board of Executive Directors on the recommendation of

the President of the Bank. 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 Executive
Directors. 1In 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 provided in paragraph (a) of
this section, when he is acting In place of the President
of the Bank.

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 the Bank, appoint
other Vice Presidents who shall exercise such authoritv
and perform such functions as the Board of Executive
Directors may determine.

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.
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The paramount consideration in the employment of the
staff and in the determination of the conditions of
service shall be the necessity of securing the highest
standards of efficiency, competence and integrity. Due
regard shall also be paid to the importance of recruiting
the staff on as wide a geographical basis as possible,
taking into account the regional character of the
institution.

(f) The Bank, its 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.

The Bank may also publish such other reports as it
deems desirable to carry out its purpose and functions.

ARTICLE XI
STATUS, IMMUNITIES AND 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 forth in this article shall be accorded

to the Bank in the territories of each member.

Section 2. Legal Status

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

e ,
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(a)  to cohtract;

(b) to acquire and dispose of immovable and movable property§
and - : < s _ o

(c) to institute legal proceedings.

Section 3. Judicial Proceedings

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 execution 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 international
property and shall be immune from search, requisition,
confiscation, expropriation or any other form of taking or
foreclosure by executive or legislative actiom.

Section 5. Inviolability 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 and
functions of the 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.
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Section 7. Privilege for Communications
.. /The official communications of the Bank shall be accorded
by each member the same treatment that it accords to the
official communications of other members.
ARTICLE XIII
INTERPRETATION AND ARBITRATION

Section 1. Interpretation

(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 be 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 Directors.

Section 2. Arbitration

If a disagreement should arise between the Bank and a
country which 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 Organizatiou
of American States. If all efforts to reach a unanimous
agreement fail, decisions shall be made by a majority vote
of the three arbitrators.

The third arbitrator shall be emplowered to settle all
questions of procedure in any case where the parties are in
disagreement with respect thereto.
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(6) International Finance-Corﬁdration“

ARTICLE I
PURPOSE

The purpose of the Corporation is to further economic
development by encouraging the growth of productive private
enterprise in member countries, particularly in the less developed
areas, thus supplementing the activities of the International
Bank for Reconstruction and Development (hereinafter called the
Bank). In carrying out this purpose, the Corporation shall:

(i) 1in association with private investors, assist 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;

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

(iii) seek to stimulate, and to help create conditions
conducive to the flow of private 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 TIII
OPERATIONS

Section 1. TFinancing Operations

The Curporation 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 therein.

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.
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Section 3. Qperational'Principles

The operations cf the Corporation shall be conducted in
accordance with the following principles:

(1)

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

the Corporation shall not finance an enterprise in

territories of any member if the member objects to such
financing;

the Corporation shall Impose no conditions that the
proceeds of any financing by it shall be spent in the
territories of any particular country;

the Corporation shall not assume responsibility for
managing any enterprise in which it has invested and
shall not exercise voting rights for such purpose or
for any other purpose which, in its opinion, properly
is within the scope of managerial control;

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 investors
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) the Corporation shall seek to maintain a reasonable

diversification in its investments.

Section 4. Protection of Interests

Nothing in this Agreement shall prevent the Corporation,
in the event of actual or threatened default on any of its
investments, actual or threatened 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.
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Section 6. Miscellaneous Operations

In addition to the operations specified elsewhere in
this Agreement, the Corporation shell have the power to:

(i) Dborrow funds, and in that connection to furnish such
collateral or other security therefor as it shall
determine; provided, however, that before making 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 denominated; 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;

(ii) 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 of this Article;

(iii) guarantee securities in which it has invested in order
to facilitate their sale;

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

(v) exercise such other powers incidental to its business
as shall be necessary or desirable in furtherance of
its purposes,

Section 9. Political Activity Prohibited

The Corporacion and its officers 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 purposes
stated in this Agreement.
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Numerous additional examples of éharter provisions are

contained in the previous reports and reference documents submitted
to the Committee by White, Weld & Co., Incorporated and Price
Waterhouse & Co. All of these examples are also available for
discussion with the Committee.

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

The charter of a development institution is normally intended
to be a document that will withstand the test of time without

e —

major modification. The interpretation of a charter is, however,
a dynamic process that recurs from time to time 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 usually 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 within
the institution.

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

(1) Industrial Credit and Investment Corporation of India

= It will be the policy of the Company not to seek in any
enterprise financed by it, a controlling interest or
any other interest which would give it primary respon-
sibility for the management of such enterprise. {The
Company will to the maximum extent possible, consistent
with the protection of its interests, and after satisfying
itself that qualified and experienced management is and
will continue to be available, leave the management in
the hands of the enterprise so financed.

—
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With the exception of intermediate investment of its
liquid funds in short-term -ecurities, the Coupany will
keep its financing, whether through loans or equity
participations or guarantees, diversified, both as

among types of undertakings and within any one area of
India and normally will not commit more than 10% of its
original paid-up share capital and government investment
to any single undertaking.

The Company normally will revolve its funds by selling

its investments at its discretion whenever it can

receive a fair price therefor. 1In selling such investments
the Company will pay due regard both to its own interests
and to those of other participants in the particular
investment.

In undertaking obligations payable in foreign exchange
the Company's management, to the fullest extent possible,
will endeavor to cover the foreign exchange risk involved
by taking obligations payable in the applicable foreign
exchange or by forward exchange or by forward exchange
contract or other means.

It will be the policy of the Company to build reserves
consistent with sound financial practices.

(2) Sudan Development Corporation (SDC)

T the case of the SDC, the following areas were not specified
in the charter, and were eventually defined as policies by the

board:
The requirements and objectives of the Government of
the Sudan in relation to SDC, including:

® the relationships between SDC and other Government
undertakings

the relationships of SDC's o)j2ctives to the
overall economic objectives of the Sudan

the profit and dividend flows which the Government
requires of SDC

methods of operation of SDC, including:

the scope and range of its activities

fee
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e  its overall 6peratiﬁg paiiéiesﬁand-ﬁﬁjectives

[ the criteria which should be adopted for assessing
: investment proposals. : :
e its short-term and 1ong -term prot1L objectives and
targets -

B.1. What standards should apply to prospective funding

arrangements?

Only general standards (criteria) are normally stated in the
charter of a development institution. For example, the World
Bank charter requires only that loans be made in a prudent manne:

for high priority de } n_the basis of econgarfc
considerations. Board of Executrive Directo as established

policies to the effect that priority is defined jointly by the

st:aff and borrowing country, and that economic considerations

should be defined to include employment, income distribution,
environment, health and social considerations. These policieas

have been translated by management into operational procedures
which include such evaluations as: Is the proposed project in a
sector in which additional investment is needed? Does the project
fit in with the most urgent needs of its sector? Does it contribute
to diversification and/or better income distribution among regions
or groups? Is the proposed timing of the 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 the
World Bank states very simply that loans are to be made prudently
tor high priority development projects on the basis of economic
considerations. The determination of the best means to accomplish

?l(‘l‘
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these objectives has been delegated to management, subject to the

review and approval of the Board of Executive Directors. This

‘has enabled the Bank to revise its policy and operational standards
over time to reflect the development of new and improved techniques
(e.g. cost/benefit analysis) and changing priorities (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, in: luding Board
members, management, staff and member countries (stockholders).

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

board?

"Interest rates,'" i.e., the loan interest rates, returns on
equity, loan guarantee fees, etc. charged by a dev.lopment institu-
tion are a measurement of the financial returns on investments
required to meet the financial 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. This provides the

board and staff with one objective indicator of whether a proposed
investment in an enterprise or a project is viable in a market
sense. In practice, "interest rates' are usually set by board

policy decision.

Any subsidies to lower the_intexest cast to a borrower are
y er the (o) re

7 normglly provided by a separate‘appropriation for that purpose.
Moo/ This allows the institution to provide 'soft" loans Withouwt—
T T — T T o
5 , (__ compromising its overall financial objectivées. It also requires

Mﬂ&d; that each stockholder government explicitly recognize and approve
the financial effect of making investments at rates less than the
approximate market rate. These appropriations are placed in
separate funds by the World Bank, Inter-American Development Bank

-
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_and Alberta Heritage Savings. Trust Fund, among others. In most
instances, the“inatitution is then reimbursed from the separate
fund for the amount of the subsidy, and a separate accounting of
the subsidy fund is rendered to the stockholders.

C. Comments on the pros and cons of electing all or part of the

Tl Lt

Pros: Publicly elected members would directly represent

board of directors (the proposed policy board).

the interests and views of their cc stituents, 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, p
but might not include representatives of significant minoriEEEEﬂ

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 Legislature 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 of Alaska. This implies that selection of the
proposed policy board is an appropriate function of the
Governor and Legislature. Use of the nomination/confirmation
process also permits an element of measured inquiry into the
background, independence, technical competence and suitability
of proposeJ policy board directors prior to their confirmation.

e
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D Suggestions on alternHtEistrucfurg _ ;
present proposal if greater (1)fbitizéh;'(2)‘1egisiétivé or

(3) executive influence is desired.

Subject to the following comments and suggestions, the
structure proposed at the November 16, 1976 wnrkshop session
appears to strike a reasonable balance among citizen, legislative

and executive influence and involvement. The proposal, aliong
with the process to establish the Alaska Permanent Fund (Fund)
presently underway, incorporates significant participation by all
three groups in the establishment as well as the future operation
of the Fund.

Establishment of the Fund

Participation of private citizens includes membership
on the State Investment Advisory Committee (SIAC), appear-
ance before the STIAC public session, and the Alaska Public
Forum. Legislators are members of the SIAC and will finally
approve the entire charter (enabling legislation), the
crucial element in the establishment of the Fund. The
executive is deeply involved with the STAC and will parti-
cipate in the development of the enabling legislation.

\ Operation of the Fund

The proposed structure of the policy board appears to
insure a balanced involvement of all three groups in the
selection and membership of the policy board. A majority of
the board members are to be private citizens. All board
members are to be proposed by the executive and confirmed by
the legislature. The policy board then will be accountable
to the public, Legislature and executive for the policies of
the Fund and progress toward the objectives outlined in the

Pkc )
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cherter through implemeutation of its purposes by mahagement
selected by the board. The power to amend the charter at
any future date is, by definition, reserved to the Legislative.

Comments

The workshop proposals generally provide the important
separation of responsibilities for policy and operation
between two boards that is an essential prerequisite for
accountability and freedom from undue ancd 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 the direction of the
Fund through policy decisions and the selection of the chief
executive and other members of the management board. The
delegation of responsibility for investment decisions to the
management board insures that the policy board is insulated
from undue and improper pressures to make a particular
investment.

Conversely, the specification of the policy board as
the only appropriate forum for the expression of views by
private citizens, special interest groups, the legislature
and the executive insures that these views will be properly
incorporated in policy and insulates the management board
from undue and inappropriate pressures with regard to
specific investment decisions.
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The policy board can then properly be held accountable
to the public, legislature and executive 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 concerning the policy board

The functions of the proposed policy board should be defined
as the responsibility for review and approval of Fund policies
and oversight of the management and operations.

I+s specific powers and responsibilities should include:

selection and appointment of the chief executive
officer and other members of the management board

® annual review and approval of long-range (say, five
year) operating 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 follcwing four years

(sole) responsibility for relations with the general
public, Legislature, executive and special interest

groups concerning all matters other than specific investments
of the Fund.

quarterly review of management reports concerning
investment decisions and investment supervision

periodic review of management reports of operations
evaluation (post-audits)

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

review and publication of an annual report including
financial statements audited by independent auditors,

preceded by delivery of the auditors report directly to
the policy board

.
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\ aterhouse 77 0



interpretion of the chart .r of the Fund

determination of the remuneration and terms of service
of the chief executive officer and other members of the

management board

W:m

Suggestions concerning the management boord zmhghubmﬁ;**f

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 investment proposals made in accordance with standards
established in the charter and defined in policy statements.

The management board should have the following powers and

responsibilities:
Y
N\

(sole) power to approve all investment proposals

review and approve all plans, policy proposals and

reports to be presented to the policy board (with the
exception of the report of the independent auditors)
responsibility for relations with any and all prospective
or actual recipients of specific investments from the (\

Fund

L .1\

Sugéestions concerning the chief executive officer

The proposed chief executive officer, (CEO), should also
serve as the non-voting chairman of the policy board and voting
chai.man of the management board. Service in these three
capacities is an appropriate recognition of the importance of
this position and the fact that the CEO will be the single most
accountable individual associated with the Fund.
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The powers and responsibilities of the CEO shoild include:

(sole) power to present investment proposals to the
management board

responsibility for the ordinary business of the Fund

and the organization, appointment, dismissal and remuneration
of the officers and staff.

Washington, D.C.
December 15, 1976
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THE PRECEDING PAGES WERE TREATED AS
A UNIT IN THE ORIGIRAL FILE. i :




PHASE I.

REPORT. TO THE SENATE AND THE HOUSE COMMITTEES
ON THE PERMANENT FUND

OUTLINE OF PRICE WATERHOUSE CONSULTANCY
DURING 1976 - 1977

PROVISION OF INFORMATION ABOUT ORGANIZATION AND
STRUCTURE ALTERNATIVES

Verbal presentations were made to the August and October
meetings of the State Investment Advisory Committee.
These concerned the organization, management and control
of a variety of development institutions, ranging from
small to large scale and operating in the developing
countries.

A Report on the Organization, Management and Control

of Development Banks was published on September 29, 1976.

The report provided information about five institutions
for the Committee's deliberations on: organization
structure; relationships with governmental units and
the public; selection of management and policy-making
boards; and organizational, operating and financial
controls which provide security and protection for the
integrity of an institution.

Further information was provided through a report dated

Novemb=zr 5, 1976 and verbal presentations to the
November 6 and 7 Committee meetings about specific
questions. The questions included cxamples of develop-

ment banks which have cxperienced significant dif-

ficulties in meeting their objectives; specific criteria

}wc
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PHASE TITI.

by which development banks measure success; and sug-

gestions about the overall organization structure for
the Permanent Fund. This latter assignment resulted
in a suggestion that the fund have a dual board struc-
cure, with a popularly elected top policy-making board
having the power to select a board of directors to make
investment decisions and a chief executive to manage
the operations of the fund.

All of the preceeding presentations and reports were
then utilized at the November 16 Committee workshop at
which an outline of a preliminary structural design was
developed by the members of the Committee attending
that workshop.

ASSTSTANCE TO THE COMMITTEE WITH INTERPRETATION AND

TECHNICAL ANALYSIS OF THEIR OUTLINE PROPOSALS AND
DELIBERATIONS

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

behalf of the committee. This report included specific
examples of broad statements of priority which should

be set in enabling legislation and of policies which
should be set at board level. It also dealt with
suggested loan standards which should apply to prospec-
tive funding arrangements, establishing interest rates

by statute or at board level and comments on the pros

and cons of electing all or part of th: board of directors.
Finally, the report was addressed to suggestions on
alternative structures or modifications to the proposals
of the Committee workshop concerning the level of
citizen, legislative and executive participation inherent

in the design of the Fund.
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Cn December 10 Price Waterhouse arranged appointments
for a working pairty of the Committee with four senior
executives of development institutions in Washington
D.C. Each of these executives was able to comment on
practical problems faced by their institutions which
appeared to have potential relevance to the Permanent
Fund.

Price Waterhouse representatives participated with the
Committee -at their meeting on December 16 and 17.

During this meeting the Committee requested that Price
Waterhouse participate in the preparation of draft
enabling legislation during the following week. This
draft was completed on December 21 and sent to all members

of the Committee for their consideration.

A Price Waterhouse representative met with the Committee
on January 6 to assist witn their interpretation and
understanding of the draft enabling legislation. The
product of that meeting of the Committee has been sub-
mitted to the Legislature in the form of House Bill
number 298.

During January and February, additional advice was
provided concerning questions and modifications to the
draft enabling legislation. House Bill number 300
resulted from the sugpested improvements to House Bill

number 298 developed during this period.

P. B. McDowell
April 20, 1977

).
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November 5, 1976

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.0. Box 9

-Kenai, Alaska 99611

Gentlemen:

On September 29, 1976 we submitted our Report on the
Organization, Management and Control of Development Banks.
As an outgrowtn of that report, several 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 signifi-
cant difficulty in meeting their objectives and
why?

From our experience with development banks, what
are our views as to an appropriate policy level
and operating structure for the Alaska Permanent

Fund?

What are some of the specific criteria by which

development banks measure success?




DevelopnentiBanliProblems

The only widely-known case of serious problems with a

development bank occurred in the Development Bank of Ethiopia,

the very first Development Finance Company recipient of a
loan from World Bank. Our information indicates that the
EDB initially operated successfully with responsibility for
both agriculture and industrial sectors. Problems began to
occur, however, after the industrial sector was assigned away
to another tank. The primary causes for problems after this
eplit appareﬁtly 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 inadequate to deal with the high volume
of loans.

On recognition of the foregoing, EDB was remerged with the
industrial bank and the enlarged unit is again operating
successfully.

While we stated that there have been no known failures
of development banks, it should be recognized, particularly
with DFC's, that they are chosen 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
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~ banks which have had problems generally can be attributed to
incompetent management, undue_pblitigal-1nf1uence resulting
from lack of a clear 0perating mandate and overextension
caused by mzaking too many loans too fast.

A summa=y of lessons to be learned from these exper-

iences -'culd indicate the following:

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

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

The charter of the institution must include clearly
defined objectives and accountability requirements.
However, it must not impair management independence
to carry out objectives in the most productive

manner.

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.

Finally, as pointed out in our prior report, govern-
ment influence must be reasonably controlled so
as not to dilute independence.

Organizational Structure

There are no directly parallel situations with the
Alaska Permanent Fund from which a model organizational
structure may be drawn. However, assuming that the Fund will

have a significant development lending role, it would be our

ice
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Board of Citizens -

The overall governing body should be the Board of
Citizens, consisting of two members elected by popular
vote froa eac@ senatorial district to a term of either
two or four years, to coincide with the eleccion of
state representatives or the election of the gcvernor
and members of the legislature. The Board of Citizens
should hold annual weetings which would be analogous
to the annual meeting of shareholders of ordinary
corporations. A quorum should consist of at least twa
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 Permancnt Fund and to receive, consider
and vote on statements of policy for the Alaska Perman-
ent Fund submitted to it by the President and Board of
Directors. The members should serve without compensation

except for reimbursément of expenses.

Popular election of the Board of Citizens would
ensure that the Alaska Permanent Fund is responsive to:

(1) the wishes of the majority of the people of
the state, and '
(2) the views and concerns of significant min-
orities.
The members would, inter alia, represent the citizens
of the district from which they are elected. This
method of election will also help to ensure that the
views of all regions of the state are represented and
it would give life to the concept of the Fund as Alaska,
Inc. The limitations of power will help ensure that

Dice. -
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operations and that any major changes in how the Fund
is orgznized and financed will be subject to the polit-
ical processes of the legislature, as intended by the
constitutional amendment. Finally, the prospective
size and impact of the Fund justify the establishment
of such 2 large and representative special body concerned
solely with the Fund.

Board of Directors -

A Board of Directors, of say seven members, should
be appointed 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 all financing
operations (loans or equity investments) proposed to
it by the staff. 1Its powers would not include, and in
fact the Board of Directors should be explicitly pro-
hibited from, either suggesting or recommending that
any particular financing operation be considered or
made by the Fund. The Board of Directors should meet
at least monthly, in order to consider and make deci-
sions on financiné operations and questions of policy
submitted to it by the staff.. A quorum would consist
of five directors and decisions taken by a majority of
at least four directors. The Board of Directors should
be compcnéatcd in accordance with conventions normally
established 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

e . o
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too large for the original Board to deal with effectively.

C. 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 strong chief executive
officer with delegated powers to conduct the ordinary
business of the Fund and to establish the organization,
appointinerl, dismissal and compensation of its officers
and staff.

Measurement

The measurement techniques of success of development
banks is designed to be both inward and external. As discussed
in our prior report, there is a formal post-audit process in
most development banks which involives collaboration between
the bank project 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 thrust 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 determination of
reasons for any major differences between original
projecticns and measured results. A project is,
therefore, a success if it has met or exceeded the

objectives, most of which are quantifiable.

> cR
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Theﬁseconddty'thrust is measurement of the impact

on tlle overall development of the economy. Bank
economists carefully measure macro-economic stat-
istics for each member country and can infer that
projects have helped or hindered overall growth, =

incozes, employment, balance of trade, etc. . Measure-
ments of the quality of life are far more inexact but
attempts are being made through survey methods in

places where absolute poverty (lot of the poorest
in Bangladesh for example) do not exist.

Finally, the analysis thrust is inward. Results

of past performance are applied to future operations. -

Questions asked and answered include:

(1) Was diagnosis of needs appropriate?

(2) Was the definiticn of project objectives and loan
conditions appropriate to these needs?

(3) Was bank influence on the project design and
composition constructive, in retrospect?

(4) Were there unintended effects? Good or bar?

(5) Was the bank participation efficient and pro-
ductive at the level of man-hours expended with
regard to the risk level of the project?

XXXXXXXXXY'

In summary, many of the factors discussed in our prior
report, upon closer examination, reinforce the similarity of
successful attributes of development banks. The characteristics
of a strong and well-defined charter, reasonable independence
from political influence (while retaining positive public input),
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iness-like practices seem to be dominant throughout our study.
We are pleased to be of assistance to the State Invest.ent

Advisory Cormittee and welcome any additional questions on the

points presented.

Yours very truly,

S S oin £ B
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S _ September 1, 1976

601 WEST FIFTH AVENUE, ANCHORAGE, ALASKA 99501 + 807-279:1424

The Honorable Sterling Gallagher
Commissioner, Department of Revenue
Mr. J. B. Rhode,
Liason for the Legislative
Members of the State Investment
Advisory Committee
Juneau, Alaska 99801

Dear Sirs:

As requested, we have prepared this letter for the purpos
of outlining the arcas in which Price Waterhouse will assist Lhe
State Investment Advisory Committee in the development of its
recommendations relative to the permanent fund envisioned by HR39.

Role of Price Waterhouse & Co.

Generally, we envision our prospective role to relate to
question 4 poscd by Governor Hammond in his August 25, 19706 letter
to Commissioner Gallagher and the State Investment Advisory Com-
mittee (SIAC) as follows:

"a. The structure of the organization.

b. The relationship of its organization teo the legislature,
the State Administration and the public.

The selection of the management and policy making board
(or boards).

Criteria for insuring that the fund retains its integrity.
Security and protection from fraud and political influence.
Reporting requirements to the public."

Generally, our role would involve addressing questions re-
lative to management and organization of the permanent fund draw-
ing upon our experience in related fields or with analogous-purpose
organizations In our present discussions, the related experience
wvhich has prnvldud the greatest food for thought by STAC had been
Mr. McDowell's personal consulting experience and comments relative
to World Bank and other development funding arrangements throughout




the world: We belive that this experience is most likely to be
the central core from which advice would be provided to SIAC in
such areas as organization controls necessary to mitigate undue
political influence, operating controls over loan poliecics, ex-
ternal reporting requirements, post-audit examination of programs,
and th~ many other questions which must necessarily be explored
in developing an appropriate response tt the questions of manage-
ment. and organization of Lhe fuund. Further, we would expect to
draw upon our firm-wide experience with organizations other than
described above where certain analogies make such experience rel-
evant. For example, our association with Alaska Housing Finance
. Corporation could be relevant in this respect because of its
independent quasi-government status involving a separate hoard
with both public and private members.

Integration with Other Consultants

We would, of course, erpect to coordinate and work divectly
with any other consultants of the Committee, such as White Weld
and Company, Inc., in order to share information and ensure that
there are no overlapping responsibilties. 1In this respect, it

is important to note that Price Waterhouse and White Weld have
worked closely together in the past, each concentrating on its
preincipal area of expertise for the mutual benefit of the project.

Fees

Fees for our services would be based upon regular hourly
rates for the category of personnel involved in the engagement.
We would also expcct to recover any out-of-pocket expenses for
travel or similar costs incurred as a result of the project.

As you can appreciate, it is most difficult (if not impossible)
to precisely define the scope of our work at this time but we
would feel that it is in the State's and our best interests to
set a present fee ceiling at $20,000; we will, of course, timely
advise you should the definition of requested services begin to
approach this limit.

Initial Project

From our attendance at the SIAC's meeting of last week, we
understand that no further meetings are to be held until the con-
sultants's reports are available with respect to the questions
posed to them. In accordance with the general time frame which
was discussed, we believe that our report on the questions re-
lative to management and organization of the permanent fund could
be ready by carly October, 1976 .

Summary

As we have discussed with you, our firm is uniquely
cquipped to assist you in the arca of management and organization




of the fund and we welcome this opportunity to be of service to
the State. We look forward to signing a contract for the services

discussed herein. Please call either one of us should you wish
additional information.

Yours very truly,

ter B} McDowell
Partner

Daniel C. Reglq J{KE—JEM
Partner
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THE AUDIT
COMMITTEE
A

WORKING
GUIDE

FOR

AUDIT
COMMITTEE
MEMBERS

The following materia) extracted from
Appendix B of the booklet “The Audit Com-

mittee—The Board of Directors and The
Independent Accountant,” provides an
informal guide to members of directors’
audit committees of suggested topics which
may be discussed during meetings with
independent accountants, financial manage-
ment representatives, internal auditors and
others. The topics are not intended to be all
inclusive nor appropriate in all eirecum-
stances. Knowledge of the topies to be dis-
cussed at a given meeting, an understanding
of the company's operations, the industry
and the general state of the economy are all
esgsentinl to enable committee members to
eflectively elicit the information they require
in order to fulfill their responsibilities.

tova, 1873 Priee Woterhouse & Co,




REVIEW OF
FINANCIAL STATEMENTS WITH
INDEPENDENT ACCOUNTANTS

Broad areas of inquiry:

1.

Changes in accounting principles or prac-
tices, or in the application thereof, which had
asignificant impact on the amounts
reported for the current year or which will
have a significant impact on future amounts
reported and the independent accountants’
concurrence with the change and reasons
therefor,

. Sensitive reporting, accounting practices or
B

judgments which may generate adverse
comments from business writers, analysts or
legal adversaries, Significant unusual items
ineluded in current operations but not sepa-
rately disclosed.,

Possible adjustments to the finaneial state-
ments which were discussed with and /or
proposed to financial management bhut not
recorded and substantive reasons,

. Overall evaluation of degree of compara-

bility and conservatism reflected in prepara-
tion of the eurrent finaneial statements as
compared to recent prior years. Degree of
conformity with acenunting policies followed
within the industry.




All disclosures necessary for a fair presenta-
tion or required by the SEC or nther
agencies made in the financial statements,
Any additional disclosure recommended.

« Litigation which management or the com-
pany’s legal counsel believes Lo have
possible significant effect.

« Circumstances, such as possible govern-
ment actions, the loss or anticipated loss of
substantial, profitable contracts, ete.
which, while not alfecting the financial po-
sition or results of operations of the
current year, may have a serious impact on
the company’s future profitability.

+ Contracts entered into which the company
presently does not have the ability to ful-
fill without sustaining losses.

« Unusual transactioas with oflicers or
alliliates.

+ Deviations hetween information in the fi-
nancial statements and the other seetions
of the annual report.

i, New pronouncements by the FASE, AICPA,

SEC orothers having an elfeetive date sub-
sequent to this year end whieh will require
accounting poliey changes or additional dis-
closures in future finaneial statements and
the anticipated effect. The independent ac-
countants’ views s to desirability of early




adoption for reporting this year.

7. Any other matters which the independent
ac:ountants wish to discuss with the com-
mitlee or Lhe 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 dependent on the company
and its activilies:

1. Formal or informal compensating balances
required in connection with loans or other
financing agreements or other restrictions
on cash items.

2. Bases of accounting for marketable securi-
Lies, changes in the market value since year
end, method of detern ining market value
of securities not publicly traded and mar-
ketability of " [icins ineluded in this elas-
sification

3. Adeqaey of the allowance for doubtful re-
ceivables, status of colleetion of receivables,
particularly large individual amounts, and
eredit policy in comparison with previous
vear. Large or unusual receivables from of-
ficers or other employees.




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.

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

Brief description of the company’s capital-
ization policies regarding property, plant
and equipment and methods of deprecia-
tion. Method of recording leases and
amortization thereof when such leases are
capitalized.

. Basis for the recorded valve of intangible
assets and how they are amortized.

. Restrictions on company aclivities imposed
by lenders and compliance with loan cove-
nants,

. Outstanding assessments of taxes, years
still subject to review and the adequacy of
the acerual for taxes payable.

. Senior stoek issues which expressly or of-
[eetively imit company activities,




restrictions on retained earnings, treasury
stock acquisitions during the year and the
purposes for which treasury stock was ac-
quired. The effect given to any ontstanding
stock options, convertible debt, ete. in the
calculation of earnings per share.

. Major branches, divisions, subsidiaries or
lines of business operating at a loss.

RELATIONS WITH THE
INDEPENDENT ACCOUNTANTS

Scope and pian of the audit:

1. The independent accountants’ overall evalu-
ation of the audit coverage. Any areas where
the independent accountants believe scope
has been compromised more than they feel
comfortable with because of [ee pressures.

. Those uaits or companies which are to be ex-
amined annually and those which are
rotated whereby dilferent ones are exam-
ined in different years.

. Those units or companies not examined by
the principal independent accountants and
whether they are examined by other inde-
pendent accountants; their materiality to
the consolidated financial statements.

1. The extent to which the examination 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 vvork 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.

Extent of the review to ascertain the ade-
quacy of the company’s "Business Ethics”
policy and tests performed Lo determine
compliance with such policy.

. Extent to which electronic data processing

(EDP) is utilized in processing information
supporting the financial statements and the
extent of the review of the EDP [unctions.
The extent to which changes in the internal
accounting controls within the company
have heen reflected in the audit plan.

. The extent organizational changes or in-

ereases in company activity have been
considered in the plan for the examination.

| accol 1 conir
organization

The independent accountants' evaluation of
the overall adequacy of internal controls, in-




cluding their evaluation of the internal audit
function based on their most recent evalua-
tion and testing of such controls and
functions, including an evaluation of
whether there is a proper balance between
cost of controls and risks assumed.

. Recommendations made related to internal
controls or other procedures which the inde-
pendent accountants or internal auditors
believe will enhance the safeguarding of the
company'’s assets and actions taken by man-
agement or reasons for lack thereof,

3. Observations about the company's system of

management reporting or operational con-

Lrols not strictly in the independent

accountants’ field or within the scope of

their engagement,

. The independent accountants’ evaluation of

the staffing, personnel and organizational

structure of the controller's department and

the internal audit department.

« Scope of activities and relationshir with
operating management.

+ Adequacey of subsidiary and branch ac-
counting organizations and stafling.

. Any areas where alternative or extended

audit procedures have been required because

of unsatislactory records or inadequate con-

Lrols.




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 input-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 computer services through-
out the corporation.

Whether the review of the EDP function
indicated that internal controls over pro-
cessing and the procedures for safe-
guarding records and files are adequate,

QunNtanis sarvi

L. Steps taken by the independent accountants
to ensure suflicient continuity of siall’ to on-
able the examination to he cfliciently
conducted,

2. Steps taken by the independent accountants
Lo ensure that stall members are rotated in o




systematic manner to provide fresh ideas
and approaches as well as maintain the
proper independence of thought necessary.
. Services available through the independent
accountants’ firm which enable them to ef-
fectively perform the audit of the company
and to provide other assistance when
necessary.
. Reports issued by the independent accoun-
tants in connection with their review of
companies being considered for acquisition
or relating to other special studies requested
by management.

-ooperation of management;

All'information requested by the indepen-
dent accountants promptly furnished.

. All reports of the internal auditors made
available for the independent accountants’
review, The extent the independent accoun-
tants have read such reports and reviewed
working papers and work programs in sup-
port thereof.

3. Whether the independent accountants are

satisfied that management at the various
operating levels advised them of matters
which may have a bearing on the company's
linaneial position, results of operations or fu-




ture profitability, including any reasons the

independent accountants have to believe

that informalion was withheld or that infor-

mation furnished was incomplete or

incorrect.

. Deviations from the preliminary audit plan,

and alternate steps taken to satisfy the in-

dependent accountants with regard to the

procedures omitted, 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 control which have been imple-
mented as a resull of recommendations
made during the current or prior
examination,










PUBLIC INTEREST ECONOMICS FOUNDATION

August 15, 1977

Byron Rogers

Alaska Permanent Fund Commission
Pouch V

Juneau, Alaska 99801

Dear Mr. Rogers:

The Public Interest Economics Foundation (PIE-F) is pleased to
submit the proposal attached in response to an inquiry made of our West
Coast Office, Public Interest Economics West (PIE-W), by you. PIE-F
proposes to undertake an introductory study of some of the broad decisions
that must be made concerning the nature and uses of the Permanent Fund.
The proposed priiiect 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 report 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 cepability of address-
ing a wide range of topics in addition to those indicated. Mr. Wolcott,
Professor Norgaard, and I would be happy to come to Alaska to disucss
this proposal or other topics of potential mutual interest.

PIE-F is devoted to involving economists systematically in public
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 highly
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 in Alaskan affairs.
Further, PIE-C has analyzed many aspects of development and infrastructure
problems. PIE-W has recently completed a major study for the State of
California of environmental and economic impacts of the develcpment of
off-shore petroleum resources. Other PIE-C research encompasses policy
problems in transportation, health, environment, technology, and finance.

1714 Massachusetts Avenue, N.W. / Washington, D.C. / 20038 / 202 - B72.0313




Byron Rogers
Page Two

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 relates to the economic conse-
quences of major investment in infrastructure in Alaska, at its present
state of economic development. The project could be accomplished, as
indicated, for about $36,500 plus the transportation and per diem costs
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




1610 W. 14th Ave
Anchorage, Ak 29501

June 21, 1977

Representative Clark Gruening

Interim Committee on Alaska Permanent Fund
528 W. 5th Ave.

Anchorage, Ak 99501

D=ar Representative Gruening:

Following our conversation yesterday I am submitting
the attached rough draft outlining some thoughts on
the Permanent Fund and municipalities.

As municipalities become aware of the potential good
and bad points it will be well to have taken a close
look at this delicate relationship.

Please give a call if there is anything beyond this
particular proposal that I can assist in.

l.Municipul Finance
Community Planning & Developmont

RICHARD G. WILSON
& ASSOCIATES

1610 W. 14ih Avenue
Anchorage, Alaska 99501 (907) 2789277




Can 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 severe 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 economic conditions

Growing pains

Lack of commonality in accounting and budgeting
techniques

Laxness on the part of the State in holding
municipalities to lheir word in financial
matters.

Poor management, particularly fiscal management, can be
turned around at the local level by

1. Providing loans, loan guarantees and other financlial
arrangements,
only on the condilion that fiscal management
improvements recommended by qualified specialists
are being taken seriously.

Implementing a sound uniform chart of municipal accounts
(much as utilities must usc a common system)

Periodically evaluating progress through appropriate
monitoring techniques.

Encouraging municipal officials to seek technical
assistance from Community and Regional
Affairs Department, non-profit organizations
and qualified consultants.




The Permanent Fund can meet legislative and constitutional
standards by distributing benefits through municipal
corporations meeting standards such as those outlined above.
How?

Direct loans, revolving or otherwise.

Loan guarantees on municipal borrowing
Matching grants ;

Impact assistance, for environmental, economic or emergency
conditions.

Full funding of the revenue sharing program.

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

Housing loan or loan guarantee assistance.

Utilizing local economic development organizations
to help new businesses get started.




Propcsal:

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, there are
several important questions on how Fund investment
policies and preocedures mesh with existing 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 ways in which the Fund policy
and investment entities can set criteria
and review applications from communities;

Specifically suggest ways of assuring minimal
environmental impact;

Identify and analyze altcrnative forms of
Fund investments in community development
projects of municipalities;

Review, with assistance of qualified legal
counsel, the above for legal acceptability.

Describe how an incentive system can be
used by the Fund to improve and upgrade
local government (iscal management.

Where there is a need, 1 have made arrangements to draw
upon the best talent available in such areas as municipal
law, bond consultation, and environmental planning.

[ would like to start immediately In light of other
commitments which will be coming up later in the year.

[ estimate the project report(s) can be in the Committee's
hands four months after notice to begin.

| look forward to hearing from you and the Interim Committee.

spgere 'y,

st DB

Richard G. Wilson




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

EXPERIENCE AND ACTIVITIES

1976-77 City Manager, Cordova, Alaska

As chief administrator of normal City functions
plus regional services such as telephone, electric,
water, port and hospital, I was responsible to

the City Council in this home rule city.

Prepared and executed budget and intergovernmental
revenue programs.

Administered sewer, water and port improvements
contracts. Obtained financing for new City Hall
and Fublic Safety complex and administered design-
construct contract award.

Analyzed the potential impact of El1 Paso Natural
Gas Pipeline on the Cordova reglon, including
benefits and costs to the existing community.

Prepared OCS and Coastal Zone Management studies
of policies and facility needs.

Worked closely with legislative leaders on City
matters,




1974-76

1972-74

Executive Assistant/Office of Managemenl and

Budget, City of Anchorage, Alaska

As assistant to the City Manager for community
planning and development, I was responsible for
program administration and special projects.

Directed Community Development Block Grant
program.

Analyzed with community participation the
0il Pipeline project's impact on housing.

Served as adjunct staff to Interim Legislative
Committee on Revenue Sharing and directed staff
analysis of alternative legislative proposals.

Directed analysis leading to organizing City
and Borough agencies into a unified framework;
assisted in establishing a new office of
management and budget; directed project to
convert procedures to a program-performance
budget system.

Project Manager/Planning Officer, Housing and
Urban Development Office of New Communities, Wash.,
DI Cl

As new towns staff membrr, 1 specialized in
financial and environmental review of proposals
for cheral underwriting of long term financing.

Analyzed financial strength of new town developers,
their development assumptions and their cash flow
projections.

Reviewed financial and environmental aspects of
private proposals such as Cedar-Riverside (Min-
neapolis) and public projects including Pontchar-
train New Town (City of New Orleans), Audobon

(New York Urban Development Corp.) and Oak Openings
New Town (Dayton, Ohio).

Authored a chapter in a publication of the National
Housing Policies Task Force (H. U. D.) on "Tax
Increment Financing'" for municipal projects.




1967-72 Budget Analyslt/Executive Assistant, State of
Wisconsin, Madison.

Analyzed major agency budgets and ass.isted 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' ADVISORY COMMITTEE

2651 PROVIDENCE DRIVE
ANCHORAGE, ALASKA 98504

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 did a hell of a job. I am especially pleased
that UAA did not come off as poorly as it could have. In face,
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 real university in Anchorage, and
the effort that you put forward will help bring that about sooner.
Thanks much!

Best Regards,

y )
=
[ [

Ed Isenson
Chairman




April 15, 1977

Representative William iiles
Alaska State Legislature House
120 - 4th Street

Juneau, Alaska 99801

Dear Bill:

Thank you for your paticnce in awaiting this response with regard

to who might be appropriate and available to consult the Legislative
Comittee on the Alaska Permanent Fund's structure. Please appreciate
that after extensive investipation into who would have these important
qualifications, the rcal difficulty came in making the contacts and
establishing communications.

The following individuals are most experienced and emincently qualified
to discuss and advlse on state fund structure. I can assure you that
the newvness and unique composition of the Permanent Fund would make
the structuring of same a personal professional challenpe for anyone
wvho might be involved in a consulting capacity. It is always grati-
fying, to be in the crcative stages of a pioncer project that is so
close to one's experiences.

This was made quite clear to me by Robert I, Blixt, Exccutive
Secretary of the !'linnesota State Board of Investirent, who would be
not only interested, but complimented to consult., PFob's excellent
credentials are enclosed for your perusal. le is very close to
Kidder, Peabody & Co. and we, of course, have absolute confidence
in recommending him to you.

That same confidence can be expressed for John A. l'itchman, Lxecutive
Sccretary-State Finance Committee for Vashington State. John is a
good friend of ours and would be most happy to offer his experience
and foresight in permanent fund structure.

Daniel J. Forreatal TTII, President of First International Investment

Managenment:, Ine. of Dhallas, Texna, is also eminently well qualified
and stronply versed in the nenagement of state fundas which derive
thedr revenues from "arvalogeus' sources. Dan would be moat willing
to be called upon.




Representative William Miles
Page 2

On a sourcc-of-funds basis, the University of Texas Permanent School
Fund would, of course, be quite parallel. I am confideut that, with
your authorization and nn your behalf, we could solicit a most valuable
contribution from the administrators of that fund.

At Kidder, Peabody & Co. the nost experienced person in the area of
fund nanagement and structure would be l‘r. leirne 0, Chisolm, President
of Vcbster llanagenent Corporation. Webster Monagement is a wholly-
owed subsidiary conpany of Kidder, Pecaboly & Co. registered under

the Inveatment Advisors Act of 1940 and is reaponsible for the nanage-
uent of what is curreutly about 5500,000,000.00 in private funds.

I know that these individuals would be most willinp to contribute
thelr time and energies without counsulting fees and would lool: c¢nly
for the defrayal of travel expenses. They would not expect to be
paid fces and in nmost cases it would represent a conflict of interest.

Certainly, all can help with the development of one phase or another,
vhether it be setting up a system of checks and balances in invent-
wents, the creation of a harmonious advisory comnittee, the establish-
ment of logical percentages of permanency, or the difficult tasks of
deciding vhat to own and what pitfalls to avoid. '

Please know that at a mosient's notice I will be most pleased to provide
sny introducticns or arrange any neceting that night be desired. I
sincerely hope this has been helpful and do hope you know we are nost
anxious to help to the :xtent that we are able.

Both Lrnie Burgess and I look forward to hearing from you soon.

Very truly yours,

Gilbert C. Powvers
Vice Prenlident
Reaident Officer

CCP:pe
Enc.

CC LErnent A. Durgpens

pcc James T. Love
San Franclsco




 BIOGRAPHICAL SKETCH - ROBERT E. BLIXT

CURRENT POSITIOM:
Executive Secretary of the Minnesota State Board of Investment since 1960.

(Manages approximately $3.0 billion of trust, retirement and current funds )

"PREVIOUS POSITIONS:
Investment Counsel to the Board of Regents of the University of Minnesota,

1957-1960.
Securities Analyst and Account Portfolio Supervisor, Northwestern National

Bank of Minneapolis, 1953-1956.
Instructor in Finance, University of Colorado, 1950-1953.

EDUCAT.ION:
~ Associate in Arts (with distinction), Worthington Junior College, Uorth1nqt0n,
Minnesota, 1947.
Bachelor of Arts (magna cum laude), St. Olaf Co]]ege. Northfield, Minnesota,

1949.
Master of Science (Business Management and Finance), University of Colorado,

Boulder, Colorado, 1951.
Juris Docter, University of Colorado, Boulder, Colorado, 1953.

PROFESSTOMAL ORGANTZATIONS:
Admitted to the Minncsota Bar in 1955.

Admitted to the Twin Citics Sccioty of Sccurity Analy

Pres” ‘ent (1968-69), Vice Pres ident (1967-63).

Director, Financial Analysts Federation (1970-72, 1975-76).
Chairman, Professional Ethics Comnittee (1972-74); Delegate to the
Investment Analysis Standards Board (1974-76). :

Admitted to the Institute of Chartered Financial Analysts in 1965.
President (1975-76), Vice President (1974-75), Trustee (1972- ),
Member of the Council of Examiners (1972-75).

ACTIVITIES:.
" Lecturer, University of Wisconsin Graduate School of Bank1ng (1963-1969).
Member of Investment Advisory Committee of the Minncapolis Teachers'
‘Retirement Fund Association. .
Trustee and Treasurer of the Baptist Hospital Fund (operatina Mounds Park
and Midway Hospitals in St. Paul and the Mounds-Midway School of Nursing).

PERSONAL DATA:
Born July 9, 1927.

ADDITIONAL BYOGRAPHICAL DATA:

Who's Who in the Midwest 1965-1976 Editions

The Institutional Investor magazine, December 1973, Page 125.
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'Robert E. Blixt

Minnesota
State Board
of Investinent,
speals out:

“Know
thyseli”

PENSION WORLD

of lhc past few years - the COII\[‘IICUOI.I‘: abuses in all
arcas of administrative and financial management of
assels representing post-retirement benciits.

The cry to **do something™ naturally resulted in
ERISA, but the law is understood by comparatively few
and has resulted in the climination of some pension
programs-—which may have achicved a degrecof
worthiness under longer trial periods. Thesc problems of
ERISA, however, cannot be used 1o discount the
neccssity for some controls or guidelines.

The demand for regulation of public pension funds is
even morce justificd, due to the tax monices mvolvcd than
thc “ERISA™ for private accounts.

Can the public accounts wait for appropriate
Iegislation? The many problems disclosed by the New
York situation and, especially, the apparent widespread
usc of pension accounts for *local purposes”—public
buildings, housing within the lacality or state, loans to
potential beneliciarics and mortgages to political
favorites—may not be solved through legislation.
Somcone will always find a way of beating prudence for
politics.

What is to he done? Camplele disclosure hy all
concerned, as to financial interests and investments,
could be the answer!

aLis needed?
asscls of all funds must be fully dl\ClO\Ls
to allparticipantg and made avaitable To approprialc,
agenciCsrwhicther it be state dn.p.nlmum congressional
committees or the SEC. Thi
uscof retirement asscts for \
local or state "needs." We could deccelerate a luture,

w Y ation!

y Sccond, hll salarics of retirement administrators,
lc{rl'@., lobbying expenditures and other pertinent
financial information must be available to members of
the press, beneliciaries and the tax-paying public,

all trustees or directors of public retirement
funds must make full disclosure as to sources of personal
rivile mlu ests and other :L!w.ml alliliations.

e lourth i : focus d on the uses

of public pension monies lor projectsawhich should be

financed through tax-exeapt bonds, T hc. states and

municipalities deserve the lowest ux-exempt interest
rutes for the hllilllilll ye pension funds must have

e ———

(Continwed on next page)
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any claims as o prul' cssmn.ll “r .rformancc. measurement \l‘lllsllcx
innvestment management, actuarial soundness and accounting procedures
" must be implemented by public disclosurc of all statistics ugardlnb actual
assets and investments, the methods of computation and—in instances
pertaining to large instilutional investors—by information indicating that the
parllcul.nr funds used as examples accurately present the total investment
and performance.
Y, all investment and actuarial procedures must be open to inspection
review— not, necessarily, regulation—on a regular and periodic basis by
jate agencies of the Labor Department, the SEC or state agencics.
he budgets of retirement funds, particularly those meant for
stration, must be used for the purposes of providing pensions—not for
lobbying aimed at the avoidance of regulation and fiscal soundness.

Is extreme regulation needed? No! But, “self-regulation™ by the
administrative, actuarial and investment professionals is not the answer, They
have lobbicd for the “status quo,™ “more time to study” and time Lo ;
“grandfather™ into the professions.

Therc has been a tendency to condemn those who dare crilicize present
investment practices, current laxitics in the measurement of investment
performance, or possible weaknesses of investment counscls, retirement
lawyers, actuarics and advisers. But, complete disclosure may convey
unexpecicd answers!

Additional laws and rules may be justified. But they may never be
implemented in a meaningful way. Nevertheless, appropriate governmental
agencics and professional groups could stress=—with the help of legislative
pressures and action, il necessary-—a complete openncss in all investment,
actuarial, advisory and pricing procedures. The resulting public discussion and
concern could lead to a bettermentof the entire pcnsion situation, il not a quick
solution to the problems.

onc can legislate correctly if the I'lcls arc not known, “cgulation is
impossible until we KngWwInaris nceded.

Both public and private pension funds have suffered oncrous and burdensome
criticism: much may be justified; someis not. But those of us in the proflession do
not yet know our own strengths and weaknesses. We hear the criticisms and
fight against them. We may be weak because we do not know the facts. But,
disclosurc is not new, We need only to follow the ancient Biblical teaching,

“Know thyselll™”
it & Db

Robert 1, Blixt, C.F.A.
Exceutive Seeretary

*PENSION WORLD welcomes responses to its Guest Editorial,
4
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I yon pass out cnough commissions,
you can nunage money on i shoe-
string, us proved by the experience of
Robert Blixt of the Minnesot:a State
Board of Investinent. He's also proved
that a moncy manzager can prod a
legislature into letting him do his joh—
which has included ashift toward
cquities in the state retirement funds,
Mere, Institutional Incestor deseribies
how Blixt serves both his public employ-
ers and the state's employecs,

he state of Minnesota has got itself a
bargain. With a budget of only $360,000,
the Minnesnta Stane nard of Invesiment is
running S1.1 billion in public cmployee re-
tircment money and an additional $900
miliion inother state funds with all the verve
and imagination of the highest-priced
moncy management firms. **We're paper
thin on common stock unalysis™ says
Robert E. Blixt, the board's piano-playing
exccutive secretary. “'In fuet, we're even
short of people just to g through the piles of
Wall Street reports that arrive in our office
every week, "

But Blixt's heroically small stafT has
achicved an investment perfonmance and a
political pecfonmance that is the envy of
other public Tund managers, and it has done
30 by making vse of every imagimable re-
source. AL the moment, Tor example,
review of Wall Street reports is done by twao
young women  with only  high  school
educations. **You don't need a CEAL™ says
Blixt, **to figuee out tat all the nagor iioms
issued buy recommenditions on Monsanto
Bast summier. The girls nuy not have been
uble totell us whiy we shoulid buy Monsante,
but their abubations old us i we should!
look intit,”

Bl also tihes advantige of Tis adyis-
oy committee vn common stocks, ten men
trom leading: Minnesota limaneial mstitue
tions who sworh for free, 1 these men gl
together forany other reason than oot ler us
advice on publie money," BHNE says,
hey ' be shapped with an anticost suit,
And noamount ol mgpney conld compensale
When tor thie msaghits ey " ve gaven to the ine
vestient departiment, ™
BHACS thind seerel o operating on i

Pension performanee
on 2 sheestring
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all
- an investment perfor-
mance and a political
performance that is the
envy of other public
fund managers.”

shocstring is the size of the assets he man-
apes. The commissions these assets pener-
ate are sulficien: Lo attract plenty of atten-
tion from brokers and Blixt feels they will
continuc to be cffective aflter fully
ncgotiated rotes are introduced. **Actu-

ally,' he says, ““we're getting more infor-.

mation now than we need, Over the next
year, we're going to isolate the firms that
give us the best input, and once rates w2
fully negotiated, we'll continie to pay them
well,'" Blixt, in fact, doesn’t even balk at
the prospectof paying in hard dollars, He al-
rcady pays cash — 840,000 — to Painc,
Webber for s computer service, and he is in-
trigucd with an offer by an investment coun-
scling fimn to serve up all its written re-
scarch reports for $15,000 a year, Such
plans will incan that Blixi will be spending
miore inoney, but Minnese  will still come
cut ahcwd, *'LEven if our budeet poes 10
£500,000,"" Dlixt saye, “‘that's <till a le
kess then the $2 million it would cost to farm
the money out."

Total refurn

It would cost the state even more than
that to operite under the medieval restric-
tions that were in effect when Blixt took
over in 1960, after three years of running the
University of Minnesota endowment fund,
At that time, state Law prohibited the in-
vestment board from investing in cither
common stocks or corporate bonds, and
some 70 per cent of the retirement funds
under its jurisdiction was commitied 1o
Minncsota municipal bonds. The predicta-
ble result was thiat retim was under 3 per
cent, Stacting in 1961, Blixt pradually won
begistative approvil o put i re and more of
the retirement portfolios o stocks il
corporate bonds and to revamp actuarial and
accounting procedures so that emphasis wirs
placed on ol wetum,

It is now peomissible for corporat:
bonds o constitute 60 per ¢ont of the reline -
aent funds' costvaldue, and o lier this yean,
the equity ceiling was gused from 4510 5)
per cent == also at cost. Accardingly, the
basie retitement Tods = live separat -
fumds for teachers,  pulilie employees,
pelice s fenen, stae employees and
hipghway patrolinen =< were abiout 0§ por
eent i common stochs and S 1 per cent 1
vorparate honds o the Bl of this yea
When oo at marhet value, mone thin
halfol the poctiolios i egquities. Mudep. !
Bonds now sk upy less than 2 per cent of

thesc funds.

In addition to $740 million in the basic
retirement funds, Blixt is also responsible
for a 826 million supplemental retirement
fund, a $13 million variable wnnuity fund
and a $360 million adjustable fixed benefit
fund from which bencfits are puid 1o re-
tirces. Benefits me **fixed™ in the sense that
members are guaranteed a minimum benefit
at the date of their retirement but **udjusty-
ble"" because they are subject to upward ad-
justment if investment performuanee war-
rants. Blixt is particularly prowd that the
1973 legisluture was able 1o vote a 25 per
cent increase in retirces’ benefits beeause

the adjustable fixed benefit fund has re- *

turned significantly more than the actuari-
ally assumed rute of 3% per cent Such in-
creases will be more difficult to win in fu-
ture years, however, becuuse the legislature
also upped actuarial assumption on interest
to e realistic S per cent,

Meceting the new actuarial assumption
will be facilitated by the fact that a part of
unrealized capital appreciation from stocks
can be recognized as an inercase in book
value for actuarinl and accounting purposces.
The formula is conservative: Whenever the
portfolio has shown i total market valuation

exceeding cost by 10 per cent for six con- .

secutive valuation dates — the portfolio is
valued every two months — the book value
is ruised by 3 per cent. **We adopted this
ymula, " says Blist, “because it avoids
sharp gyrations in book viluethat would af-
feet the state's contribution and the benefits
10 retired persons,

As the author ol and ehiel Tobbyist for
much of the legistation affecting the in-
vestinent ol retirement assets. Blixt, now
40, has beeome sonething of & politicin
himisell. e has leamed swhen o Gight, when
o coax and when tw make o johe. e sull
calls his methiod of amortizing bomd Tosses
“the reserve that s Chere. " Asigoke, it's
wot exactly asidesphitter, but as anaceonnts
ing procedure, it"s inagmative, The sum of
albreahized bomd Josses s called the determed
yichladjustmentaceount. Atthe emlolfeach
fiscal year, apprepate bomd losses e dis
vided by the averape maturny of the bonds
sold, and the guotent is subtracted from the
Tuned s investment retven, T liseal 197273,
realveed Tosses totaled sonme $2 nlhon, The
avenpe matuety ol thie bonds solid was lour-
feen years, so il SESOO00 will be sub.
trawted Trom imvestient setun cach year for
the neat Tonneen yeas,

the wlj

bl tixed henehit fund in 1969
the: Minncapolis. retirement” fund, BBlixt
found himsell with 1 B3 issues of bonds he'd
never heard of. "*As an investment nan, '
Blixt says, **I'simply had 1o reorganize the
portfolio, but I couldn’t tike hefty bond
losses beeanse it would pre sent otir retirees
from getting a miuch-needed benefit boost.
The ‘reserve that ain’t-ihere’ was the
answer, and now we use it in all our funds so
that we can continuously upgrade our hond
portfolios."

Two hats

Being both an investment man and 2
public employee cian sometimes be a con-
tradicition in terms, and Blixt is frankly
waorricd abaut some of the pressures that
have lately been brought o bear on him,
The local press has pictured him as a (oe of
consumerisni because of recent testimony in
which he defended higher utility rates,
“You have to realize,” Blixt explains,
““thit public retirement funds hold a pood
percentage  of  the  outstanding  utility
securities, If the utilities cannot pass on
their costy to the consumer and male a
profit, our retirees will sulfer, I am in fuvor
of pood, healthy corporations because |
want our investments to do well. I'm not o
foc of social purposes; 1 believe that
providing an adequate pension for public
crpivyces is i sutid patipoac i aisclf””

Bhixt's trips 1o finanzml conlerences,
two of which were held in Hawaii, Lave also
been highlighted by the press. *“They ex-
pect me tositat my desk reading 3-week-old
research  reports  written by some
22-year-old kid whao has acver invested o
panny of his own or anyone ¢lse’s,"” Blixt
comwlaing, “*Sure, reading rescarch reports
is parteCmy job, butsois tdking to analysts
and other ponlalio manayers, Those of us
who are associated with public (unds have
fo be able to act like the rest of the invest-
ment community or our investments will
suffer,"

Stll, petting a competitive retum for
Minnesota’s  retirement  funds  is  no
ninesto-live job, For several years now,
Blint has spent his vacations in Cliatlottess
ville, Virginia, prding CEFA exams —
because it provides an opponumity (or him
o meet with the other exinmners and
expand his knowledue of the fnan il
conmunity. Bob Bhixtis also i Bunily man
= both prowd snd sentimental about the sis
penerations of his Family whoure buned ina
Swedish elehyard i Worthington, M-
nesobi, He speaks olten ol his wile, Mary
Ellen, amd of lus Tour chiliien wha, hike
thein Lather, are wmatenr musicins, At the
ollice, however, Blist s an enerpete,
doven  man who  denuds a0 sinnla
commtment o s s, whio feebthat e
Ieguently lives up W Iy
preat pramdtther’s  adopted  pame -
et Bihe the Genman bl means
“hghining." [
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Hatficld, Blixt, Bjornson, Spannaus, Erdahl, Derksen, Feldman, Parsons, Adams, Ibeling — with Gov, Anderson

Report to Governor —

More Than $1.040 Billisn

I Rotlrement & Trust Funds
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By GAIY DAWSON
Stall Wiiter

Want te play tycoan? Sell and huy millions of -

dollars worth of securities a day? And he success-
fulat it?

“The <ey In this business is don't gel too smart
or It wil be vour downfall, suvs Rabest Dist,
the coloriul exechitive sceretary of the state In-
vestmeat Doand. The baard mantiges o $2.6 billlon
investineat porifolio — one of the largest in the
nation,

RLIXT SAYS HIE'S never polten oo smart,"
But Lie does get enerzebe and is generally eredit-
ed with hainz ke pepper pot of slale gavernnient
— with b e evanzehstiedine Agriculture Commis-
sioner Jon Welald coming in a close sceond.

Riixt. wha has beea execetive secrclary since
1500 and served under [ive governors, works,lor
the board, which consists of tke goveraor, allor-

—— e s ST =

. .

ney general, sccretary of stale, trensurer and
auditor .

TUE ROAIRD ITAS custody of $2.63 hillion In In-
vested funds, That includes $257 million In the
ermaient schonl ald fund; §1.52 bhilllon In public
cmploye amd teacher relirement persions; $162
ndllon of highway trost fonds; S35 million In en-
donv ment and wellare Tunds; and $612 milllan In
Invested tax receipts not needed for inmediate
slale zoverrment expenditures,

Fifteen years agn, when Blixl tpok lim Joh, the
Tunds totaled $550 million, "

WIEN BLAXT, 48, of Moseville, and a descen.
dant of Swedish immigrants, received adegrea
from Waorthington Commanity Coilege in 197 he
had lde thoughit ke wauld end up handling that

* kind of nioney. Dealing daily with the laryest fi-

paccial Insttutions In New York, Chicapo, and In

lixt is keepin

West Const cllies was alsn far from his mind
when he pradusted [rum St Olafl Colleze In 1049,
An acenmplished pianist al the time, his chiel ine
terest at St. Olal was musie,

Bt then he took a course In finance and, "l
Rguess [ got houked,”

I'LANGO CONCERTOS gradually gave way lo
playing the market as Blixt obinined a master's
degree In business management and finance ot
the University of Colorade in 1951, Then while oh-
taining his law degree from the same school, ho
was asked 1o teach linance, and helure graduats
Bz e had Laupeht most of the linance courses of-
fered at Colorado,

From there It was back to Minnesola, where ha
was adinitted o the bar, became a hank securi-
tles analyst and then aventvally went la wark for
the slate. lle also advises oiher organizations on

Seo Blixl, Page 4

Financial 'wizard' Robert Blixt
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irvestient policies. il

Ile admits to having a “zift of
gab® that resulted In his baiag of-
fered an Instructor's positica at
Coloradn. That same ability in ex-

.press himscll — both with vigor

arnd at length — has earned him
tke respect of the Invesiment
Board and the legislature,

*IE NEVER GIVES you haif
an answer,"” says Atty. Gen. War-
rea Spannaus.

_One state legislator, after hear-

ing Dlixt give a rousing. arm-wav-
Ing pltch on Kow easy it would be
for tke state to seil low Interest
bm;uls 1o finance the new slate zoo,
sald:

“God. 1felt like slandingz vup and
applauding  when he was line
Ished," ! 1 \

Last month, Blixi, whais care-
ful about updating the state's in-
vestment picture, ncarly cansed
applause in the Investiment
Roard's quarierly meeting when
he reparted the state had kit an all
titne hizh of £537 million in invest-
ed 1an receipts, Tiese zencral
fund mioiies are ol needed lor
daily state gevernnicnd operalions
and are dsvestad in shart term se-
curitiass That way the slate earns
Interest nn the money.

LLINT, WHO NEVER leis the
ey of linanclal fizures dull
kis speech, conldn't resist come
paring the rosy picture in Minre-
rota 1o the plizht of New York
City when a reporter asked for Lis
comment o the Invested ¢

“"While ntuers arve sirugaling to
mect their dully payrolls, we are
investing the preatest anoaumt of
tax receipts In the histary of the
state,” Dixt said,

These shord term investinents,
sarae of wilch are hewl as shart o
one day, require canperation he-
tween Llixt, siate Treasurer Jim
Lord and Finance Contmissioner
Gerald Christenson, When iU ap-

.
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Staia Investment Goard Ecceutive Secretary Robert
Blixt scated at his command post. It is from hero Blixt su-
pervises tho invesiment of $2.& billion in slate funds. He
somelimes buys and sells at the rate of $50 million a day.
—Stalf Photo by Spence Hollstadi

Lavd an
ite has annther #10 million In
Tax reccipts it will nol need for
expenditiices for al leasl 48 hours,

Blixt, noling that the linme in
New York Is 9:45 a.m., with bank-
Ing activity in high gear, will con-
lacl scveral easiern banks to gel
price auotes on short terin Treas-
ury DNills. The -reason Alorgan
Guaranly or the Chase Bank in
New York often =ells hills they
hold is that they often need short
lerm cash 1o meel a heavy runon
louns.

The purchase Is wired lo New
York in.minutes. A day or twa lal-
er the banks will repurchase the
Treasury Bills reon Minnesola,

ABOUT NOON the sama day
Iixt mizht sell $5 million in se-
curilies to Iirst National Bank of
Chicazo to meet a sudiden stale (i
naneial commitment. Laler in the

- game day, when Eastern financial

houses close, Nlixt shifts the deal.
ing to California, Bank of America
Is a [requent contact in San Fran-
clsco, :

Cullecting just one day's interest

CUBLES in Interest, Whe
" rales ran ak hizn as 10 percent in

1974, Ilixt’ was collecting $2.577
daily interest on a §10 miliinn In-
vestment s

Recently, at six poc cent, 90
milllon one-day invesimenis have
earned $,23%in in'erest.

“NOT DAD FOIt an old plans
plaver.” naled one fan of Blixt'e,

Rut Rlist is cantinus abant play-
Ing the investment came ton well.
le believes in diverse inves-
ments, The only fund witdoh e

heavily invested in common s*ack |

Is the retirement fund. And anlv 30
per_cent of itic in stnck, The inly
otlier fund haldinz eommion #'ack
Is the Schoal Fund, Tweaty per
cenl of it consists oof sinck,
The stoek hnldings con !
alwut 123 dlitferent issucs
the gamut of American in
The man olten credeted oty
having all the answers on siate in.
ves unenis, alinz with s aduie
sory comimitiee, claims it i3 hest
that lie not think he's &0 smiare,
"*We Like tn hedze pir beis”
And that's hoaw, [lobert IVint
keeps his financlal piana in tune,

pears inx receipls are coming In
[ar ahave current necis, Tard aml
Christensan will inform Blixt that
he has an exira $10 million 1o Ine
vest, Usially LS, ‘Treavury Rills,
similar tn Savings Danda used by

he feder. | government o finance
txaperatinns, are purchased. Like-
wise, Il the slate necds operating
Jundds, Blixt, perhaps the same
day he Invesis $10 million, will sell
§5 million In Tieasury bills,

-




Reforming a state pension fund, even
slightly, is a delicate task. Since the state
pension fund opcrates in the public cye, a
fear of mistakes can be the real investment
philosophy, because mistakes with public
money can be politically damnaging. Together
with the relatively low salaries paid to the
managers, the atmosphere of fcar and
caution can keep a state fund in the
backwater of managed money.

In the past few years, Minnesota has
managed to bring a degroe of
professionalism to its $1.1 billion state
pension fund. Behind the changes were the
energics of one manager, Robert Blixt, a
state legislature willing to be educated and a
state government aware that chanee is
not inherently evil. ,

Frank Wright covers the Minnesota
legislaturq for the Minnecapolis Star and
Tribune, for which he has been reporting
since 1054,

How the
Minnesota
State Pensi lon
Fund

turned prf@

by Frank Wright
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T'is eyes filled with tears, the old rural law-

,malcer stood at his desk and plaintively

cried, "We're going to be letting this young

man take our money to Las Vegas and invest it
in Wall Street.” _

The year was 1061,

The place was the floor of the Minnesota
state legislature,

The young man in question was Robert E,
Blixt, then 33, who for less than a year had been
serving as the State Investment Board's first ox-
ecutive sceretary, Blixt and other reformers
were sceking legislative approval for the first in
a scries of proposals Lo, liberalize state invest-
ment policies,

Until then, the state laws of Minncgota had
restricted investments to U.S. govermment obli-
gations, state and .aunicipal bonds, and first
mortgage utility bonds. Dlixt and his fellow re-
formers wanted permission to buy stocks and
corporate bonds. It was semethingg of a battle.
But after extended discussion, the lerislature
overcune its initial fears and prave npproval,

Since then Blixt, the legislature, individual
members of the Investment Board, nnd advisors
in the private sector have combined to make
Minnesota's state investment practices profes-
stonul, Yield on the upproximately $1.1 billion in
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state funds invested by the Board has improved
to the point of respectability, and the program
has been moving steadily — sometimes dramati-
cally — into common stocks.

Those cxpensive municipals

Minnesota, which centralizes. investment of
more than 90 separate funds under the five-man
elected State Board, for years had followed a
more conscrvative policy than state law re-
quired. It was a conservative policy that uctually
cost the state money.

The Board had invested the permanent
school fund, one of its bigest, entirely in U.S.
government bonds. Yicld hovered around 2.6 per-
cent annually.

Close to 70 percent of the retirement funds
were in tax-exempt bonds of Minnesota munici-
palitics. No other state had a hipgher percentayre
of Its money in such investments. Yield hovered
rround 2.0 percent.

Tho tax-exempt bonds, from the standpoint
o return carned (or the preneral publie, obviously
wero (o poor investment, The state, of course,
pays no taxes, It thus was losing mmoney' every
thae it boupght municipals, which piad less inter-
os. than other kindgof investiment. Tho stato mone

.

ey readily could have been put into paper that
was not tax-exempt and which paid a higher re-
turn. ;

The Doard had statutory authority to invest
the rotirement funds in utility mortgage bonds,
but none had been purchased. Municipalities
claimed the state had an obligation to buy their
bonds and help finance new facilitics needed by
their residents.. This approach sas particularly
popular with many Minneapolis and St. Paul
suburbs, which begnn to expand rapidly after
World War II and stepped up bond sales for
schools, streets and sewers accordingly. In addi-
tion, a dozen or so municipal bond agents who
hnndled most of the tmansactions with the state
prevailed suceessfully on the Board to maintaiin
thoir favored and profitable position, There were
other difficultics. Some of the older Board mem-
bers, with the Depression of the 1930's still a very
real memory, had honest reservatiens anbout the
wisdom of pushing into new types of investment,
Also, lack of professional staff and expert advice
wia n drawback, Investment detnils were han-
dled perfunctorily by an administrative office
that was untrained in fininee nnd whoso serve-
ices had to be shared with other stito ajrencies.
Expert counsel from sonrces that had no spoecinl
Interest wis nonexistent,




