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MR. MOTLEY: to read through the purposes and 

2 . I didn't see any that just said that. 

3 MR. FUHRMANN: Don't look in the purposes, look in 

4 the section called portfolio. 

5 MR. MOTLEY: It appears tha ·.: one needs a road map, 

u if you'd now give it to me. 

7 MR. BUTLER: Some ~£ the foreig n funds, sadly enough, 

8 don't have a detailed written description on them, some of 

9 those subjects, to give them this flexibility I think that 

jQ Charles mentioned, and sadly on short notice or just by 

reading what's available in writing it doesn' t always point n 

12 that up clearly. 

J3 MR. MOTLEY: Thank you, Mr. Chairman . 

MR. WOH LFORTH: Represen tative Urion. 

] fj MR. URION: Well , if I haven't had a chance to read 

lll this I don't know if I'm ready to ask any intelligent qucs ti on . 

J7 One thing I can't see here, did you make any judgment o n how 

these funds have fared? I can read the portfolio, but I 

l!I don't. know in the monies they put in, the type of loa n s they 

:!O made, and good a nd bad loans, or what. 

:! 1 Mn. PUliRMANN: Most of them hilve done very well. 

MR. URION: I can't r ead that in ther e. 

MR. MOTLEY : Obviously the one you ma naged did better 

:!·I than most . 

:!.i MR. FU llRM/\NN: No , we don't ma nage any of them, nor 
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A~ 
· desire to. Most of them t~ai: )r re .. dealt wit~ in the inter-

national section are involved u\ l_oans and have government 

3 guarantees. Some of them specifically state they will not 

4 participate in restructuring bad loans, which is to say they 

5 won 't call upon the guarantee of the government behind the loan 

G Others, National Financiera, the Mexican Development 

7 Bank, has as a policy that they wil l participate in restruc-

8 turing bad loans, and they have had hundreds of them. What 

D ·they do is, they restructure the debt service, give i n terest 

• ] 0 moritoriums -- there are all variety of things being used. 

ll There are some Canadian funds now that are involved 

J~ in having made some investments which we are investigating 

13 now exactly what they are doing with respect to them, and 

1~ they ' rE somewhat sensitive about talking about what they're 

J5 doing. But we are in the process of discovering what they do. 

Jli But most of those funds have very good success, mainly because 

J 7 they have the guarantees behind thei r investments. You know , 

•• 18 lt depends. 

1!1 You can survive on a performance basis forever as 

W long as you' re will i ng to restructure the loan . 

:!l MR. ~OTLEY: In other words, you have no de linque ncies 

you just rewrite the deeds. 

MR. PU llRM/\NN: Right . 

:.!I MR. URION: Do we have in amongst the papers here 

:.!.-, something tha t would tell us that? 
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1 MR. FUHRMANN: The annual reports of some of these 

2 will have information. 

MR . URI ON: The annual reports? 

4 MR . FUHRMANN: Yes. 

MR . URION : And what will be the statutes that sets 

li up the management structure and now the funds will be used? 

7 Do we have any o f those available? 

s MR . BUTLER: Yes, we have it specifically for the 

D Alberta Heritage Trust Fund and otl1ers . 

• JO MR . FUHRMANN: The Kuwait Bank. 

ll MR. ODEN: And domesti cally we have them available 

l 2 but there's numerous cross r e f erences, etc., etc . We ' ve 

J3 endeavored to underwrite the pe rtinent sections. But we do 

l~ have those. 

JG MR. URION: Do we have thos e? 

J Ii MR . EDENSO: Mr. Chairman, if I might . Mr. Urion, 

J7 your Price Waterhouse report also describes the structure and 

~ · JS organiza t ion , and management control features of nine funds 

Jn that are invo lved in thi ti , and s ome of the very ones that 

~o they ' ve talke d about. 

:! I MR. URION: Th a t 1 s all. 

. ,., MR . WOHLFORTH: Thank yo u . Mr. Thorstenson . 

MR. THORSTENSON: Chuck, I'm missing page three of 

your introduction to this as wel l I got page two mixed in. 

~~ My question, I guess, would be to Chuck. I felt when I he ard 
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1 you say t hat politics becomes a problem in management of 

2 these fund~, particularly on a national .level, more or less; 

3 you mentj >ned some were very political and some were less 

4 political. Would you recommend a way that this could become 

G less of a problem , particularly in our c ase? 

Ii MR. FUHRMANN: Right now I would rather not. I'd 

7 rather not. I don ' t know whether you want to have it be part 

s of your political process or whet.1er you want it to be separat . 

MS . FLEISCHER: We haven't decided . 

• JO MR. FUHRMANN: No , you haven't decided. 

ll MR. EDENSO: I ' m getting out of line . Maybe you 

J3 could explain some of the pol itical processes that have 

1:1 occurred which have resulted in a struct uring of some kind 

l~ of management entities. 

) :i MR. BUTLER : We can speak to that both domestically 

Jli and internationally , in that there is some parallel between 

J7 the United States and others. 

-• ) 8 MR. ODEN: With finite natural resources, a lot of 

J!l states had a severance tax or some other sort of royalty 

:.w that was coming in that up until 1973 was not that significant 

~I All of a sudden the y fi 1d themselves with a tremendous source 

~~ of revenue. So st~tes such a s Montana, Wyoming a nd New 

~I Mexico have crea t ed new programs, primarily under the auspices 

~I of the Governor and the State Treasurer , and the management 

~~ of the funds in these arc usually left to a certain degre e on 
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1 a discretionary basis with broad guidelines produced by the 

2 finance arm of the executive branch of these states. 

3 the typical structure. 

MR. BUTLER: For example, in New Mexico, and correct 

5 me if I'm wrong, Pat, the fund is managed by the Governor, the 

G State Treasurer and 'fcur or five members appointed by the 

7 Governor but approved by the State Legislature, but within 

8 the very broad g~idelines of the charter. Then they're 

10 

11 

]~ 

)3 

JG 

free within t hat to invest in any manner, and obviously that 

could be quit~ political b.ecau :... e the Governor is on the board 

as is his a r.pointee, the Treasurer, as are his other appointee 

a:.1d that's where the sole decisions lie. Monetarily it's 

been a successful program to date as far as they have had 

no losses. 

MR . ODE;N: It might be noteworthy that insofar as 
• 

11; the investments of the funds, the TeY.as Perma nent Fund and the 

J7 New Mexico Permanent Fund are really the only two I came up 

]8 with a definite policy to invest in common stocks. The 

1n others have sort of not learned their lesson, but have become 

~o much more wary about investment in common stocks and have 

:!I by internal regulation limited themselves to income producing, 

.,., fixed income securities, primarily federc:il government securi ti s . 

MR. FUHRMl\l\"'1 : Mos t of them attempt or express that 

~I they are above politics . They express that they are. 

:!;, MR. WOHLFOR'rll: I would s uggest that when we use the 
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1 term "political" or "politics", you know we run into a big 

2 semantics problem. Do we mean politics .- invidious , or 

3 politics - of the political process? So why don't we try 

4 and say which way we are using it? It might help save a 

5 little time. 

Ii MR. FUHRMANN: Let's talk about where the people come 

7 from that manage these things . Are they corning from the 

8 political arena, are they politicians, are they involved in 

!) representing the people either by election of by dictatorial 

JO power, or wherever they got there , or are they out of the 

1l business community or the investment community, are they 

I 
I 
I 

j 

financial people, or are they agricul t ural types or 
I 

engineers? 
I 

And to answer that question is to say that you will find f unds 
I 

that had any or all o f those or a combination of the above . I 

But t he majority of them do reflect people from the 

11; political community. 'l'hey have e ither :. -:? en there or they 

J7 are still there . But they will arg ue t hat their decisions : 

JI'! t k · · t th · 1 · · 1 · l · · 1 \ I are a en irrespective o· eir po 1t1ca inc 1nat1ons, w1et~er 

J!I it's partisan or whether i t's polit:icu l philosophy, what we've 

~ so quickly come to call liberal or conservative, or whatever, 

:! I but their decisions are taken objective ly, and that they ru n 

:!~ these things all on a bus i nesslike basis. 

:!:I Wha t is most important , we feel , is that whoever 

~I runs it must be answe rable and r espons ible to the public and 

~~ easily identifiable a nd accountable. Otherwise the opportunit e s 
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for graft, mis~anagement, etc. are enormous. thinking 

2 in my mind about the Ven8zuelan situation, where the manage-

3 ment changes about every three months. At first the rea$On 

4 was because they were making decisions that were not 

5 necessarily agr~eable to the powers that be in the political 

u proces s , and later it wa~ becauEe the people themselves that 

1 were put in those positions couldn ' t live with the bureaucrati 

8 environment in which they were placed . Now it ' s because the 

!) image of working there is considered so unattractive that 

• JO nobody wants to be involv~d. But they are working hard to 

11 straighten themselves out. 

12 I think we have very strong feelings that the group 

J3 or individuals involved should be people that are able to 

14 judge and evaluate situations that structure , and must either 

J5 be in a position to monitor and e valuate their investments 

rn or get people that can to do it for them. We think that 

J7 this is a long run situation. That , I believe, is definitely 

••• 18 established here , that we're not talking about a temporary 

1!1 fund, you' re talking about a permanent fund and, therefore , 

!!O it is important that the people be "above" politics, Mr. 

:!1 Chairman, because politics or political parties in power 

:!~ would ever change and the fund is meant to be permanent and 

~= to go over time . So we thi nk the people should be people 

:!I of stature and run for all and on a businesslike bas is. 

:!~ But again, the most important t hi ng, we think, is 
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1 accountability, and being able to answer to 

2 I think this is really what Price Waterhouse and we discussed 

3 at length right after this . 

4 MR. GRUENING: Mr . Ch~irman. 

5 MR. WOHLFORTH: Yes . 

(j MR. GRUENING: While we 're on the subject, I'm curious 

7 How do you reconcile being above politics as a goal and then 

8 trying to be accountable? I don't think they're mutually 

n exclusive . 

]() MR. FUHRMANN: Well, performar . .:::e mus'!! be able to 

11 be judged, and the person responsible for the performance 

1 ~ must be able to be eva l uated. That 's what I'm talking about. 

1 :J MR. GRUENING: Politics doesn't -- decided by whom 

H though? 

15 MR. FUHRMANN: What I mean is they shouldn 't be 

rn necessarily -- well, I don't know what I mean. 

J7 MR . LOVE: Sort of like what Eric was saying. 

]8 MR. FUHRMANN: Shouldn' t be used as a favor to get 

J!I votes . 'I'hc guidelines and obj ectives should be clearly 

~ establiohed so the person has an operating map from which 

~I to work, and . then the person identified , and then l e t alone, 

~~ subject to evaluation of performance . I don't know -- you're 

~I asking us for recommendations which we're prepared to do at 

~I some point in the future if we ' re asked to. Dut we haven't 

.,­_,, been so far and really prefer not to. I think that there is 

rAt<U rmro11rnns 

- 107 -



• 

-· 

1 a r-esponsibility here on the part of t he Committee ~e~bers 

2 to give us some guidelines of where you want us to go . 

3 MR. WOHLFORTH: We have time (probably in order not to 

short-cut the next presentation) for one or two more . l 
questions , 

5 I 
I and then we'll resume after the next presentation. 

(j MS. FLEISCHER: I just can't resist pointing out that 

7 it sort of bears out my point, the discussion we've had . 

8 Mr. LeResche asked a question of applicability, and you don't 

0 ., Ii know which 
!1 .. 

funds are going to be applicable, if any of them 

10 I are going t"o be applicable or if all of them are going to be 

n 

] :! 

applicable, or which ones we look at until we know what the 

purpose of our own fund is going to be . That ' s still, I think , 

our number one task, we have to decide that before we know I 

]5 

J7 

how to evaluate anything. I think it is useful to look at 1 

what other peop l e are doing ahead of time to give us some idea 

of the alternatives that are avai l able, but ---

MR. FUHRMANN: Well, that is the purpose of this. 

MS . FLEISCIIER: Right, but we still can't really 

1!I :liscuss things until we kilow which direction we want to go , 

~O and I do hope that management and structure would reflect the 

~1 goals and objectives and that is that we still have to know 

~~ that so we know how we want it structured . 

MR. WOHLFOR'rH : Yes. 

:! I MR. LOVE: I'd like to know, based upon your experience 

:!~ of studying all these different : unds, fore ign and domestic --

TAKU nEPOn : ens 
Ol! l•U!>ll l ON t, 11~11111Nt,!. • GL NrAAL f1Ll' O llllNG 

JWH!lllJ , 1\1 A!lKI\ \llltlO o 

- 108 -



• 

• 
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3 

4. 

to know, when these funds were cJ::eated 

place, the same task that we're going through right now, if 

you could tell us a little bit about the processes by which ' 

the different communities went through in developing the 

funds, the amount ·of time it took them to come up with their 

Ii plans, the public processes they went through: I think that 

7 might be very helpful to us in seeing some of the steps maybe 

8 we have to go through here. 

10 

ll 

12 

13 

15 

MR. BUTLER: In general, we haven't done that at 

this point in that, as has been mentioned a couple times, we 

don't have a lot of very specific g uidelines to go on. This 

was an overview and, Jamie, we frankly just have not gone . to 

that de pth, especially as far as time a nd the exact discussion . 

In some cases we do have in the source data here , for example, 

some of the actual Congre ssional testimony or Legislative 

testimony that went into creating some of these, in Alberta 

17 and places like that. Some of tnis may be difficult, if not 

JS impossible, to get from, say, the Middle Eastern countries 

]!) and things, as an example. 

:!O MR. FUHRMANN: Where they obviously grew out of sinful ba n ' 

:!l types of arrangements, some of the different structures. But 

~~ we ·ao have it in some cases, yes. 

MR. LOVE: I would be interested at some point though 

:!·I in some observations or information on that. 

. ,~ _,, MR . WOllLFOR'fll : proceed . 
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MS. FLEISCHER: Eric, .could ·I? I forgot one of ·the 

2 questions I .wanted to ask. When we read the data from these . . . , . 
3 variou~ funds are · we to read purpose here as both objectives 

4 or do some of these funds have other sets of goals and 

5 objectives from .which they've extracted the purpose, and I 

a do notice under "Portfolio", for instance, there is a lot 

7 of talk and most of these are about objectives. It doesn ' t 

8 say exactly what the objectives are. 

MR. FUHRMANN: I think that you can remember that 

• JO these are summaries. 

11 MS . . FLEISCHER: Right. 

12 MR. FUHRMANN: And there is more extensive information 

)3 But I think. you' re going to find that those summaries 

14 are pretty all inclusive with respect to objectives. So you 

15 will see the flexibility that is built into the language of 

1.li the law or charter, but not necessarily in the operating 

17 policies that actually govern. Most of them are subject to 

• JS policies that have been set on a continual basis by a board 

ID that meets regularly, which board is either made up of people 

20 from the political process or representatives of the various 

21 nations that are involved as investors, or a group of some 

~~ from people within the fund themselves who are managing it 

:.!:I and people from outside who may be citizens and/or part of 

:2·1 the political community or the business environment. 

MR. WOHLFOR'l'H: Commissioner. 
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MR. GALLAGHER: One of the things you said was that · 

2 you didn't see the relevancy , in answering a question over 

3 - here , the relevancy of some of the international boards, and 

4 maybe you should rethink the q uestion and ask what is the 

5 constituency of the board . I think that a lot of them are 

G very relevant in that if you examine what their constituency 

7 of the management is, it was ·a ve ry broadly based consituency . 

8 MR. FUHRMANN : Maybe one man fr v •ll Switzerland, one 

g man from England, one man from France, because England, France 

• lO and Switzerland were contributors of the equity of the fund . 

11 MR. GALLAGHER: Right and , in fact , we in this case 

12 have got a broad political support, and the support comes 

13 from all sectors of the state . Now, if you go back and 

11 examine that, your managemen t structure 

lG MR. FUHRMANN: I see your point, but I think that 

10 you will find that there are funds that are more similar that 

17 have done what you ' re saying, where they have pulled people 

• 18 from representative groups, be it knocking it d own from the 

10 l evel of nation, to the level of state and the level of coun ty 

~ Your point is the broad base repres~ntation . 

:H MR . . BUTLER: We' 11 be happy to pursue t hat in more 

2~ depth, and at this point are looking for t his k i nd of sug-

~:1 gestions and guidance to home in from here. 

MR. FUHRMANN: But it ' s obviously a natural board 

~u that is created when you have twelve countries participating . 
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1 It's obvious who the twelve board members are going to be, 

2 one from each nation. 

3 MR. GALLAGHER: It's obvious but, you know, that comes 

4 back from their constituency, namely, those countries that 

5 are involved . 

G MR. WOHLFORTH: Jim. 

7 MR. EDENSO : I think I would like to defer asking 

s any questions until after other members of the board have had 

• an opportunity to explore with you what you've explained to 

]Q them concerning the other funds, and also in the interest of 

Jl moving on until we get to the point of the next report. 

J2 So, Mr. Chairman, with your permission 

J:l MR. WOHLFORTH: I think it might be well, unless the 

J4 other people here would object seriously, that we go on to 

JG hear the Price Waterhouse and then resume questioning on the 

rn other side of the table. You'll have the benefit then of two 

J7 things to respond to . We will recess you gentlemen subject 

• to call. 

J !) MR. BUTLER: Thank you. Could I ask a question? 

~O There could be a problem of how do we gain access to some of 

~t the background material? 

''" MR . WOHLFOR'fH: I presume it will be in your off ice, 

~:I Jim. 

~I MR~ RHODE: Yes, it will . Sir, I was going to sugges t 

~~ that if we could have one set here in Anchorage then people 
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2 UNIDENTIFIED': · Where c~n we reach ·you? 1 

3 MR. RHODE: our off ~ce i .s in the Dawson ·Building , at 
I ,' 

4 Sixth and ~' number 30, ~nd the phqne number is 2 77 ~2 42'3. 

5 MR. WOHLFORTH: This is the point in the agenda where 

G we' re going to hear from Mr. Peter McDowell o·f Price Waterhous 

7 and Company accompanied by Mr. Dan Regis, who is the resident 

s Anchorage partner, to report on the organization, management 

9 and control of development banks and you have, I think, i n 

10 

11 

12 

]3 

15 

](i 

hand his report. Go ahead, Mr. McDowell . 

MR. McDOWELL: Thank you, Mr . Chairman. It has been 

brought to my attention that there may be a few of our guests 

in the audience who don't have the full background on our firm 

If I could just take 30 seconds I'll explain it. 

Briefly, Price Waterhouse is an international C.P.A. 

firm with departments for taxation and management consulting 

17 as well as our normal auditing functions. Our background 

J8 for this particular study is that we are the auditors of 

JD all of the development institutions that we've discussed in 

20 our report, plus a number of others around the world, and 

~I in addition I have been personally involved with the manag e -

:.!~ ment and the l e nding programs of the development institutions 

:.!:I for the last two and a half years. So we were asked, in ef f ec , 

:.!4 to transfer some of this knowledge, based on these two sets 

:.!ii of client activities, to the Committee and to the stf.lte. 
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3 

If I may, I'll report on what i~ in the hands of 

of the Committee. 

MR. LOVE: Not everyone is familiar with it but we've 

4 all got it in hand. 

MR. McDOWELL: Fine. If it would be all right, I'd 

Ci like to go through it from two directions, one the report 

7 itself, the other I ' d like to after that address some of 

8 the questions which I've extracted from the minutes of the 

9 last meeting. 

JO The report is a report of five case studies, four of 

11 which are specific institutions based in Washington, D.C. 

J2 We selected these four, the International Finance Corporation, 

the World Bank, the Inter-American Development Bank and the 

l·l finance program of the U. S. Government's Overseas Private 

JG Investment Corporation for detailed review, partially because 

l (i we know a great deal about the institutions and have a long-

J7 standing client relationship with each of them and partly 

18 because they are prominent, well managed and diverse and 

10 generally are representative of the types of institutions 

~o active in the development banking field. 

~I The fifth case study concerns a ~lass of institutions 

:.!:.! which are normally organized in each developing country and 

:.!:I go by the term co~only of development finance corporations. 

:.!·I I have summarized our findings, particularly the 

:.!;, similarities among the five case studies. First, however, I 
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1 might define a devel opment bank. Simply, it ' s a bank which is 

2 like other banks that we' re familiar with, with two or three· 

3 exceptions: (1) it does not accept deposits, (2) it is very 

4 ag~resive in the promotion of the projects to which it makes 

5 l oans or provides equity financing, it is active as opposed 

(i to being relativel y passive . The development banks then form 

7 sort of a conununi ty in the financial area or markets of the 

s world with these differenc0s , two differences, to normal bank 

that we consider . But oth~r than that the bulk of them are 

10 managed and operated and es .~ablished as commercial institution , 

11 as Mr. Fuhrmann and his associates explained earlier. 

12 The report, and again I won't try to go through every 

13 page, but I would like to highlight some of these points 

and certain of these case s tuc1 ;_es -- if we COl' ld, start at the 

15 last. This is attachment "V" titled "World Bank/IFC - Spon -

16 sored Development Finance Companies ''. I won ' t go through the 

17 general statements of purpose and the philosophy sections , 

JS but I would like in this case study to turn to the section on 

10 relationships with governmental units. These DFC's are 

20 normally national institutions , they a~e concerned with only 

~l nation/state now rather than a group. Some of the problems 

•>·> normally encountered by DFC' s are those which I've indica ted 

~ : 1 on page four and five. 

~ The relationships wi th their governments, whi ch 

~G normally arP their owners , are (1) they cooperate closely 
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in order to represent private sectors during the development 

2 of economic policies and plans by the government. They, 

3 however, have an initial objective that they are expected to 

4 maintain adequate profits and sustain their credit worthiness, 

5 or in other words to sustain their integrity as financial 

G institutions, and make a~ important contributi9n to develop-

7 ment . That's the public policy goal 1hat often causes them 

s to engage in compromises that an ordinary businessman wouldn't 

D countenance . • JO The governments apply pressures because they normally 

11 own all or most of the stock and , therefore, are the stock-

J2 holders. As with any corporation, they can dilute the 

J3 independence of these institutions in many ways, and I've 

J~ listed three of these; pressure to hold interest rates below 

15 market and, again, most of these institutions survive on some 

Jfi capital and from funds borrowed from other sources; pressure 

J7 to consider projects wh ich are too small for economic invest-

••• JS ment and, perhaps , are too risky; and pressure to fund 

J !l projects in least developed regions. 

~o Now , I think as our discussions took place this 

~t morning all or srnne of these i tems , you can see, cou l d be 

.,., situations f aced with in the State of Alas ka . 

~I The influence , whi ch · is political influence , govern-

~I mental influence , can easi ly become interfe r ence with manage -

~~ ment dcr.isions, and this is where you have a problem . Most 
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1 of the DFC's organize to be independent a s far as ~anagement 

2 decisions on investments, staffing and internal administration 

3 are concerned. The~e are the three keys to having a well 

4 managed institution. 

So, pointing out in terms of relationships with 

o governmental agencies, the DFC's probably have the most 

7 dir ect of these fiva case studies. E~~n OPIC doesn ' t have 

s such direct influence, although it i s a creature of the Uni ted 

• 'States Government , as far as the chance or the proDabi lity 

of interferring with its day-to-day operating decisions. JO 

1 l 'l'i te fourth case study , which is the Overseas PrivatP. 

l::! Investment Corporation Finance Program , is also inte r esting 

J:I in terms of some of the exceptions that i t encompasses to the 

l~ normal structure and control of a deve lopment ba nk. Its 

Jfi sources of funds are U. S. Congressional appropriations and 

rn proceeds from its own operations. In ad di ti on, it has 

17 authority to guarantee loans to a far greater amount than it 

• has authority to make d irect loans. So it's a g uarantor of 

19 other people ' s loans in ma ny more instances than it actually 

~u makes loons itself. Th a t's a difference. The others t e nd 

:.! I to strictly make their own loans; although most have t heir 

gua r natee power, they don't care to exercise it . 

The relationships with governmen t are , I think, 

:!I interes ting as well. OPIC is a cor poration of the Uni ted 

:!:i States Government. It's subjec t to review about: every !'our 
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1 years through the Congressional authorization processes. 

2 Congressional oversight is, in effect, directed toward it. 

3 It has its own Sunset Law. Every four years it comes up and 

4 the question is asked , "Should OPIC continue,• by the Congress ! 

and so far it ' s been answer@d positively the one time they've 

G been throtlgh the cycle. It comes up again in 1978. 

7 Selection of its board, senior management and staff 

8 i s a very closely related governmental function. There are 

D six members of the board of directors from the private sector 

10 and OPIC's presi~ent , directly appointed by the President 

11 of the United States and confirmed by the u. S. Senate . 

J2 The four other government directors hold ~pecific posts in 

J:I the current adminis tra ti on. 'l'he pri va tc sector director can 

l ·I serve a three- year term, and they have rules about expiration 

J!i so that t he appoi ntments and expirations of di rec tors ' terms 

rn occur on a staggered basis. 

J7 The first three case studies, I think, will probably 

reflect similarities than exceptions . The Wor ld Dank, the 

l!I International Dank for Reconstruction and Development , is 

:!O really the first of the species. It was found ed for two 

:!I purposes (l} to assist ii reconstruction af ter World War II, 

'"' which that job has bee n over quite some time , and (2) to assist 

:!!I in the de velopment of economic development of under-developed 

:!·I countries , which is the role it's been carrying on for most 

:!:• of its life. 'l'he Inter- 1\merican De ve lopme nt Dank was formed 

TAKU fll 1'0 11 f EllS 
CU •'CJ••t I tU"- •t tt t Attt'• '•'• t 1I rH UIH HI •'UU 1 f"9C. 

#Uhl " " "' ~ '1f'\A \11\ht O I 

- 118 -



• 

2 

3 
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at a later date to, in effect, in response to the need felt· 

by countries in Latin J\merican that the .World Bank was fine 

and they liked the loans and they liked the projects but 

they weren't getting enough and, therefore, they pr1~ferred 
I 

5 to have in additi0n .to the World Bank their own bank. We 

G in the United States agreed and provided a substantial portion 

7 of the initial capital for ~hat. 

s The International Finance Corporation is again a 

!) -later development. If was found that the World Be.r1k could 

JO not and did not wish to deal in the private sector directly 

l l and its member countries, and the International Finance Cor-

12 poration was established as a related institution, in some 

J3 ways a subsidiary, but a related institution to deal solely 

14 i~ that sector. It's quite small, it's a very small institu-

]!'i ti on compared to the main bank itself. 

] (j '!'he summary of our findings, if I may, I would like 

J7 to go through and just point out a few things. Of the five 

- • J8 case studies, some of the similarities include (1) they all 

l!l 

:m 

:n 

have a common purpose to provide loan financing for high . I 
priority economic development projects in developing countries i 

The IFC and ,OPIC -- IFC also provides egui ty and OPIC also , 
I 

~2 provides loan guaran tees . None of them make small loans. 

:.!:I All of them make loans that are relatively large and , as 

:.!I stated earlier, they pass on funds to specialized intermediari s, 

:.!~ generally the DFC' s in individual countries and they, in turn, 
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1 because they 're a smaller scale operations, are able to make 

2 loans to small businessP~ an~ small government projects, and 

3 do it on a reasonably economic manner. The problem with it 

4 

(j 

7 

8 

10 

11 

)2 

13 

is that the operating costs of an ins titution like one of 

the larger development banks is r e latively high because they 

have extremely competent people who are well paid in order 

to retain them, and it could very well be that you could spend 

a minimum of a Hundred Thousand Dollars in staff time putting 

a loan together . If the loan is a Hundred Thousand Dollars 

the cost benefit ratio ju~t doesn't work out to make any 

sensP- . 

The operating philosophies are similar , they're all 

aggresive in proje~t promotion, preparati on and design 

activities to far greater extent than normal commerical 

Jf> banking institu~ ions. They are also all run on a prudent 

l li and businesslike basis , and most frequently the word "prudent" 

J7 is that which is included in their charters to indicate that 

18 they should be run on a commercial businesslike basis. The 

J !l charters are relatively general, but "prudence" ha s been 

20 interpreted by the insti tu tions to mean just that. They're 

:!1 expected to generate revenues adequate to fund their operating 

:!:! expenses , including the costs of borrowed money, and to 

:!:I provide some profits to insure security and growth as con-

:!·I tinuing ins ti tu tions. 

:!~ The institutions tend to be independent from their 
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governments, with the exception of some of the development 

2 · finance companies. But the general ran~e is that they are 

3 independent to a fairly great extent as far as day-to-day 

4 management and operations are concerned. Ea~h institution 

5 is organized with boards, boards of governors and/or boards 

of directors, and a rong chief executive officer. Again, 

7 this is a crucial factor in the success of these institutions. 

s They universally have strong chief executive officers who are 

9 ·delegated substantial powers to manage the institutions . 

• )0 Related to one of the questions that came up earlier, 

Jl the stockholders -- each of the institutions is effectively 

12 a corporation. As with any of our corporations in this 

13 country, the stockholders have the ultimate power. Now, in 

l ·I their case you often see two :)cards, the first board being 

J5 the board of governors. Well, the board of governors, in 

lli effect, votes o n those same issues that our stockholders of 

J7 a normal U. S . financial or commercial corporation would vote 

-• ] 8 on. They are the stockholders , as persons. They represent 

J!l the governments which own the shares, but they are in ef feet 

:!O the stockholders. If you send out a prospectus to the 

:!l shareholder~ of the corporation that you're involved in and 

:!~ ask them to vote on something, the boards of governors would 

:!:I in fact vote on those matters. 'fhey delegate their powers, 

:.!·I with a few exceptions, to operating management which begins 

:!ii with another board, a board of executive directors. That 
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board is part of a line management and they are approximate ly 

2 the equivalent of our normal corporate board of direct~r~ 

3 as we might have in this country, plus some of the functions 

4 that are normally ascribed only to our individual management 

5 executives. They're kind of a quasi-combination. They look 

(j much more like a British board of' directors than a United 

7 States board of directors. 

8 The British have a system where their boards are 

!) made up mostly of the internal management with a few outside 

• lO directors. But that board is an executive board that meets 

ll dai ly, weekly , whatever is necessary to run the organization. 

)2 That's in effect what the board of exe cutive directors does 

)3 in a development bank. 

The chief executive office r is chosen by one or the 

]5 other of the boards; there ' s no consistency; he's chosen by 

Hi one of the boards, normally the board of executive directors 

J7 or the equivalent; in one case ny the board of governors. 

• )8 In all cases key senior management, sturting with the chief 

JD executive officer and the professional staff personnel, are 

~o selected by the board or chief executive officer or his 

21 delegated executives. The only exception is that in OPIC 

~~ the portion of the staff below the professional level is hired 

$1 and paid, and remunerated, and dismi s s ed and so forth under 

~I U. S. Government Civil Service Regulations. The key posts 

~~ are exempt; in other words, there arc no exceptions t o that 
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1 rule. 

2 The institutions share common control structure. 

3 I think this is a crucial area, and as I go through another 

4 set of rhetorical questions that I hope to be able to answer, 

5 I'll go through the controls in more detail. But each of 

(j the institutions is organized to provide an adequate separatio 

7 of duties and numerous levels of loan and investment review 

8 and approval, and I'll go back to why in a moment. 

Final responsibility and accountability clearly rests 

• JO with the board and the senior management in every case, and 

11 their accountability extends to public accountability in all 

12 ins i ~nce~ in the specified institutions nnd in many instances 

13 in the DFC's. To a minimum, audited annual reports are issued 

1 ~ to thelr stockhol-ers and to the public. In addition , all 

lfi major institutions carry on very comp rehensive voluntary 

rn public information programs . 

J7 The World Bank and the World Bank group, I think, 

• 18 publishes a thousand, two thousand documents a year concerning 

JO themselves, and there's very little that you can 't find out 

20 about these institutions in terms of their goals, objectives, nd 

21 their lending programs that isn't published by t hem in one 

~~ form or another. 

:!:I Now, if 1 may go back, I reviewed the minutes a nd 

:!·I I said , "Now, what directly, what were some of the concerns 

:.?;, that t he Conunittee appeared to express at its J\ugust meeting?" 
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3 

4 

5 

G 

If I can be so .presumptuous as to outline. some questions and 

the answers as defined for this kind of institution, I will. 

The first question is, how do you insure political 

influence is minimized in the loan or investment operating 

process. I'm not· stating and I don't think you're stating 

that political influence should not exist. This is a state 

7 corporation, or a state creation; but how do you keep it out 

8 of the loan and investment operating process . Well, all of 

0 them have done this partly by creating an independent corporat 

JO entity with all of its operating functions, with the exception 

Jl of the International Finance Corporation which, as I said, 

12 is a subsidiary of the World Bank to some extent . The others 

have all tteir functions , they have all the functions of a 

J4 bank. They have their len~ing operations, they have their cas 

15 management operations , they in effect control their own liquid 

Jli as~.ets, they make their own borrowings as independent ins ti-

J7 tutions. But the crucial thing is that they have all of 

18 their operating functions self- contained as to the day-to-day 

1u management decision making. That's the key. In other words, 

~o if you put into a charter that a certain item that's crucial 

:!t in the management of one of these institutions and it's no t 

:!:! gr~nted to that institution, you probably are going to create -

:!!I you would create problems, or at least these institutions tend 

:!·I to be successful , I believe, part l y because they are indcpcnden 

:!~ corporate entities . 
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Another thing is to delegate all operating respon-

2 sibilities from the stockholders to a board of directors 

3 which represents enough diverse interests so that no single 

4 outside agency or ·group can control decisions of the board. 

5 I think OPIC is probably the best example of board selection 

Ii to do this. The majority on the board of sic is from the 

7 private sector. There are four Presidential appointees 

8 who are also on the board, there's the president of the 

D. institution itself, and then there are the five (shall we 

10 

11 

]2 

J3 

JG 

] Ii 

call them) outside directors. Half the board is outside 

directors. 

The u. S. Government cannot make a board decision. 

Essentially they do not have a majority on the board. They 

have a strong input, they've got ~O percent plus the president) 

but they cannot make a final loan decision or investment 

decision without the concurrence of at least one member 

l7 from the private sector. So there is a situation where your 

l8 board is diverse enough that no one has the controlling interes 

JD in the vote, controlling power over the vote. 

20 The international banks, as we've pointed out in each 

:!1 of these case studies where we have the information , the 

~~ l argest single stockholder, in other words the largest amount 

:!:I of voting power , is about a quarter . It happens to be the 

~I U. S . in each case or the World Bank and IFC and Inter-~merica 

25 Development Bank. The United States government cannot 
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control the lending decisions , the operating decisions of 

2 any of those institutions, unless it gets another 25 percent, 

a 26 percent of the vote to go along with it, and that's quite 

4 a number of countries. 

5 Now, there are many o ther factors involved in insuring 

G this kind of thing to insure any political influence is kept 

7 out of the operating process . Then the alternate side of 

8 the question is, how do you insure that adeq~ate political 

9 influence is exer ted in the policy making process; because 

• JO again we come back to the fact that these are all government 

ll created institutions. 

]2 The first thing they tend to do is lay out objectives 

13 in the charter for the institution, objectives and an operatin 

JJ philosophy. Simply said, the bank will make loans for 

15 development projects in less developed countries and it will 

JU do so on a prudent basis. That ' s a simple statement of the wa 

J7 most of their charters are written, just about that general. 

-• JS But second, only ultimate powers are reserved to 

1n sto~~holders, but the fact is ul t imate powers are reserved 

~o to the stockholders. The stockholders have the power to chang 

:?l the articles of incorporation , they have the power to liquid a t 

:.!:.? the institution, and they have the power to elect the director , 

select and elect the directors, two in effect staggered and 

partially insulnted terms but yet they still have all of 

these ulti mate powers. 
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way the Constitutional 

2 Amendment is written regarding the Permanent Fund, the 

3 Legislature of the State of Alaska .appears to have the first 

4 of these two powers, the power to change the articles of 

5 incorporation (because this thing is established by legislatio 

c; and to liquidate the inst'itution . The third power, the 

7 election and selection of the directors can certainly be 

s shared among -- well, in the first two powers subject to veto 

9 by the Governor. The third power, that of appointment of . • JO the directors, can certain~y be shared subject to guidelines 

JI provided by the articles of incorporation and, in fact , in 

12 all these cases it is. 

13 You have, obviously, in these very general but final 

1·1 powers, you've got a lot of opportunity for insuring that 

15 adequate political inf luence is exerted . But you also have 

rn the opportunity by structuring an independent corporation 

J7 with certain other features to make sure that that po litical 

• 18 influence stops at the policy making level a nd is not exerted 

1n at the ope rations level . 

20 Another question which I extracted is, what can be don · 

:!l to insure that high standards of credit worthiness of borrower 

· ~~ and project viability are maintained. The first requirement 

:!:I along this line , again a general one, is ali of these ins ti-

:!~ tutions are r equ ired to bs prude nt, and tha t's interpreted 

:!."1 as making enough income in total, not necessarily from any one 
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1 project, to pay their operating expenses to provide for 

2. reserves against bad debts and losses, and normally to put 

3 the rest of it (if there is any lef t over) into capital so 

4 that their borrowing and lending power can be increased. 

5 The second major area that they observed is that they 

G hav e competent mana1ement and staff , and they insure that 

7 they have competent manage~ent and staff . How is it done? 

8 Primarily they structure a strong chief executive officer, 

o as I've stated before, and give him, subject to the approval 

10 by the directors, the power to hire, dismiss, organize, and 

ll pay the staff of the institution. That's a crucial factor, 

.12 that you have the people of high quality . 
. 

13 Now, what will these people of high quality do? I Well, , 

].1. I · think, if I may , I'd like to direct your attention to 

Attachment II, which deals with the World Bank and move to 

l Ii page eight. This is probably the ultimate in what a develop-

J7 ment bank can and does do to insure credit worthiness and 

18 project viability. This is an institution, incidentally, 

l !) which has a requirement that all of its loans are guaranteed 

20 by the government of the country in which the loan is made. 

~t So they don't need to do any of this. Yet they feel that 

~~ to do their job, to be active, development of an active 

:!:I devel0pment force, that they must go through this standard 

:.!·I of activity which, again, is the highest standard that you 

:!.i will find. 
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1 Page eight , we discus s the control t hat the board 

2 of executive directors provides. They m.ust approve all pro-

3 posals for loans, borrowing s, budgets, reports and policy 

4 issues before they are implemented . They also have standing 

5 committees and, agai~, we mention t he audi t committee, and 

Ii three different audit agencies report to that audit committee 

7 of the board of directors rather than to t h e management of 

8 

D 

10 

Jl 

)2 

the bank. So the board of executive directors is final 

approval . It also has reporting to it several of the outside 

checks on the activities of the management a~d staff. 

Let me go on to operating controls, starting on page 

eleven. What are the operating controls built into this 

J3 bank? Again we ' ve described these on the basis of our interest 

as auditors and our informatiol' as auditors, as well as 0ur 

review of docume nts and discussions with key executives. 

lli They use budgets and they use long range plans. Three dif-

l7 ferent departments review credit worthi11ess of borrowers. 

18 Project loan preparation follow-up is extensive . 
I 

I go through I 
I 

1 !) some of the phases that they ' re involved with . Again this I 

~O is the activism in d e velopment that is characteristic of a 

~1 development bank. They separate again duties of all sorts . 

Another question, and thi s really falls into the 

~:i last one; how do you determine priorities. How are priorities 

~I established for industries and among projects? This is a 

~~ crucial thing. They have l imited resources, and I assume that 
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eventually the .Alaska Pe r manent Fund will · find 

2 resources are probably limited relative to the total needs 

3 it could be serving. The i nstitut ions go through extensive 

4 economic analysis themselves. They are a key force in 

G economic analysis · for the economies of their countries in 

G which they are i nvesti ng br loaning money. 

7 The DFC's, the case study five, are closely involved 

s with government economic planning in mos t of the countr i es. 

n Most have planned economies to a significant e xtent and they 

• ]Q h ave then priorities established by the government for which 

11 sectors are to be emphasized and then later on which projects. 

12 The other means of establishing project priorities, particu- ( 

13 larly among projects , if you only have one project it ' s 

11 obviously the highest priority. You must have a variety 

JG of projects to look at to be able to rank them in order of 

l li priority . The aggresive, the active promotion of projects 

J7 with extensive participation in the ir design and implementatio 

-· JS i s t he other source of priorities. 

1!) How are projects identified? This is a related 

~l question. Well, two ways. They' re brought to the attention 

:!1 of the institution by the prospective borrowers and t hey 

~~ ar~ also brought to the attention of prospective borrowers 

:!:I by the institution itself. $0 there is a two-way communicatio s 

:!·I flow. 

:!~ Again, these are just three questions that appeared 
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1 out of the minutes and, if I ,may, I'd like to stop . at this 

2 · point and entertain any .questions that the group may h ave, • 

a and I'd be glad to refer to any section of the . report or 

4 try to answer any questions related to it. 

MR. WOHLFORTH: Do you want to lead off, Jim, or 

1; do you want to wind up afterward? 

7 MR. EDENSO: I'd like to defer to other members of 

8 the Committee . 

MR. WOHLFORTH: Martin . 

• 10 MR. · PIHL: I made a note of a couple of question 

11 areas. I'm not sure whether you want to answer one of the se 

J2 or whether Ken Butler might, or his group might . One has 

J!I to do with f Jreign inve stment and whether these fund s are 

11 u~ed to, you might say, control your own destiny, touching 

J5 on a matter that Bob Thorstenson brought up about f o reign 

Jli investme nt coming into the country and whether you s ee in 

J7 these cnses whether there is any play or role in the control 

·• of investment, in capital, that is made. 

1 !) MR. McDOWELL : I think if I c a n respo nd in two way s 

!!O if you look at the flow of capital to developing countries 

:!L on a world-w~de sca le, I don't believe that the development 

~~ banks themselves create new capital . I think they divert 

:!:I capital. The World Dank again being the best example, the 

:!·I World Dank goes to the u. s. capital market or to the URAL 

:!~ currency market, or to the Japanes e Financial Market, and it 
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1 borr0,ws .money. think it creates anY, new 

2 because it doesn't have the functions of a regular bank in 

3 that sense. It takes capital which probably ~ould have 

4 to an alternative use in the U. S. or Europe or J~pan and 

5 diverts it through development projects to the d~veloping 

u countries. So they are, in effect , quite instrumental in, 

7 as you say, controlling the destiny of what happens in any 

s one of those individual constituent countries. 

MR. PIHL: In this case we ' re starting with the 

10 capital. 

11 MR. ~cDOWELL: Then you're not even removed. They're 

12 removed by one institution from the r.:apital itself. 'l'he 

13 big institution marshals the capital and then spreads it out 

14 through the governments in essence. In the case here you 

J5 don't need anyone else to marshal the capital for you . You 

JU have the resources and you have the credit as a state to do 

J7 that, and given that, again I don't be l ieve in a world-wide 

18 scale they actually create new capital , I think they just 

1n divert capital . Perhaps there ' s an analogy in the Alaska 

:!O situation. Perhaps you have the opportunity to divert capita l 

~I jnto Alask a that may not come here otherwise . 

•)•) MR. PillL: The second question or area, you me ntioned 

:!:I security and growth of the fund. Do the funds try to main ta in 

.,­_,, 
a growth that 's equivalent to a long - term inflation rate, 

for example , or when you speak of maintaining the integrity 
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1 of your fund , Two Billion Doll ars by 1985·, it ' s got to grow 

2 by a certain percent age to remain permanent. Do the funds 

3 t r y to do this? 

5 

MR. McDOWELL : 'l'hey try to. They ' re not all successfu . 

They all make enc.ugh money to pay their operating expenses, I 
(j i ncl uding the costs c~ borrowings , and to set aside, in .the 

7 cases of those that don ' t have the government guarantees , to 

8 set aside reserves for bad debts so that you don ' t shrink 

9 your capital by l osing it. They haven't been necessarily 

completely successful in cpuntering inflation. They do make 

ll some contribution toward the erosion of capital by inflation, 

l 2 but in most cases they don't necessarily overcome that corn-

J3 pletely, and it isn't considered to be one of their over-

l1 riding objectives. 

J5 So they maintain their integrity as best they can. 

Jli You look at them over a 40 or 50 year period, their capital 

J7 has been eroded by inflation, you know, there's no two ways 

JS about it. But their social purpose in other words, the 

]!) definition of "prudence" only goes to a point and then it 

~o becomes more important -- that you're prudent up to a stage, 

:!l that stage being not to let the capital deteriorate very fast, 

~:! a l though it's probably going to a l ittle bit . Then beyond 

:!:I that their objective is to get the money out t here, to get 

:!I as much money out there a s they can, a t rates that the 

:!ii countries can afford. 
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MR. PIHL : Thank you. 

MR. WOHLFORTH: Bob Barnes . 

MR. BARNES: A brief question on the organization 

and contr ols. You went through quite a description of that, 

and it seems that they' r e very e laborate , which creates a 

large bure~ucracy, which creates a l ot of overhead and makes 

it uneconomic for the small loans . That ' s the natural 

8 progression? 

MR. McDOWELL: Well, it ' s not necessarily the si;.e of 

10 the staffs that makes it uneconomi ~ to do small loan&. It's 

1l a combination of the operating philosophies, that is to be 

1~ 
active in all stage~ of the project, definition, development 

1a and implementation, which runs your operating costs up. 

The other is the fact that the ir ~c.,ffs are very highly 

qualified and, by virtue of that, to retain them they ' re 

11; well paid. They don't have that mnny employees per dollar, 

J7 but they do have high pnid employee s , and they do spend a 

l !I 

:!O 

:!I 

•••• 

lot Ol. man hours on any given project . 

MR. REGIS: Peter, is i ~ not also a fact that they're 

after this role in order to search and ferret out the market 

opportunities that this becomes a more costly endeavor, if 

it ' s to be anything except a passive role? 

MR . McDOWELL : It's a lways a two-way -- proj ects come 

~ I both ways , from them out a nd from othe r o to them, a nd they 

:!;, pre fer to htive t hem coming from both directions. If you look 
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back at tl:-:? way they operate, if you go back far enough into 

2 the origins of the lending program for any particular country, 

3 it's probably the majority of the projects probably have come 

4 o~t of their institution rather than the other way around. 

5 MR. BARNES: Has there been a problem in any of these 

G organizations with the so-called strong executive concept 

7 such as McNamara at this po:i.nt is too strong to be accountRble 

s to anybody? 

MR. McDOWELL: No, he's accountable because the 

JO ultimate power in these institutions is -- because there is 

1 some erosion of capital, unavoidably, in the way they ]_ 

1 ~ operate and the way they're set up, and because a strong 

13 chief executive would normally like to see his institution 

H expand profitably, but to see it expand . The member govern-

J5 ments can put the check on him, which they've just done, as 

JG a mat ter of fact , bay saying , "We won't increase the capital. ' 

J7 Your leverage ratio is 3et, we won't raise that either. We 

18 don't think it would be prudent , and you'll be held to your 

J!I proper size, 11 and this just occurred in the last three months. 

w It was primarily, interestingly e nough, the United States 

~I Government fhat took the lead. But again, even we don't have 

~~ the power by ourselves. We had to pers uade a number of 

:!:I other countries to . join us on that issue. 

:! I 

,,­_,, 

MR. BARNES: I have one last question but I think 

it's really on Hew Mexico and I think maybe the WhitL, Weld 

group could answer that. I notice that there are two fund s 
TAt<U m : fl O IHE R!; 
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1 that are handl~d within the state treasury oper ation. Do you 

2 know if they have a large staff or if they have a relatively 

3 small staff? 

4 MR. FURHMANN: They have a very large staff. 

MR . GALLAGHER: The State Treasurer there is a dodderi g 

(j old man. 

7 MR. FUHRMANN: I believe by a very large it's 

like about thirteen hundred people or something, in round 

numbers, if I'm not mistaken . 

• 10 MR. McDOWELL: This is interesting, I think . Back 

11 in Attachment V on DFC ' s I gave the upper limits of size of 

the DFC 's as a group, and I said t hey go up to thrc::e thousand 

13 employees and they go up to Three Billion Dollars in lending. 

Well , the one with three thousand employees is not the one 

15 that lends Three Billion Dollars. So they vary all over 

11; the map, but then there are totally different employment 

J7 objectives in the developing countries than we would even 

• consider reasonable here . 

MR. FUHRMANN: The Mexican one actually ac t s in many 

:.!O cases as the finance department for the corporations t hey 1 re 

~t involved with , so they have enormous responsibility to t he 

.,., companies that ultima t ely get t he fu nds. At the same time, 

~: the National Financiera, itself , cannot do anythi ng without 

~I going to the Minister of Finance for approval in a sense of 

~~ its raising its own monies, etc. , because they don't wa n t 

TAKU ru l'O IHLHS 
t u ,._n•u t lfJN•• ••• Au ir••• '• '' ' '•• "" ' •tt 1•cJ Ut tN C. 

JU ,tt • U A l Ai 'H• I\ UltttU t 

- 136 -



• 

• 

1 to be competing with the government's financing in the market-

2 place. So they have a cue all the time as to who is going · 

3 to be raising the mone~. 

4 MR. McDOWELL: Just one more point , Bob. The crucial 

5 control is that these institutions are expected to earn a 

1; profit. Again, it may not be ade·quate to offset all infla-

7 tionary impacts, but that chief executive has got to make 

8 money, and normally there's a lid on the interest rate they 

u can charge. So his only flexibility is in his operating 

)0 

11 

]2 

costs. He's got to manage hi s organization so that there is 

a spread adequate to at least pay expenses and to provide 

a retur n that is prudent , shall we say; so you do have a 

control. 

MR. BUTLER: I'd j ust l ike to point ont I brought an 

1 ~ art icle on this recently from the Wall Street Journal called 

lli "Man with a Miss ion " and it's abou t Mr . McNamara a nd t he 

Ji World Bank, about a week ago , and the rece nt mee ting of. the 

J ri INF in Manila and all . In one little paragraph here , apoarent y 

J!) there ' s some question about whe t her they a r e earning a profit 

:.!O or how this is mea s ured . This is a little bit out of context, 

~I but i t says, "The U. S., Britain, West Germany, Japan and 

.,., France , t he bank's ] arges t shareholdt1rr-i , the re ' s a question 

:!!I of whe ther or not t he McNamura managemen t , preoccupied with 

:!I pumpi ng ouL ever larger loans, has paid s u fficient attention 

:.!~ to t he bank's fina nci~l sound ness . I t was this concern t hat 

, AKU '" f'Onn HS 

- 137 -



1 prompted the U. S. to lead a quiet but campaign 

2 this year for internal changes to slow t .he pace of lending 

~ and insure that the interest rate the bank charges on its 

4 loans is higher than its cost of borrowing.~ I think that's 

5 what Peter was alluding to earlier. But obviously some 

Ii people in the some of the nations with money at stake here 

7 are somewhat concerned about the recent trends. 

8 MR. McDOWELL: Yes, the shareholders have just made 

n Mr. McNamara accountable in a very direct way . That's 

• JO probably the best description of it. 

11 MR. WOHLFORTH: Representative Gruening. 

I :! MR. GRUENING: The last time I saw McNamara he was 

pointing at a map of Vietnam. I have a question on what 

H Bob LeReschc raised earlier about whetht:r the source of the 

Jo funds really was relevant, and I 've been thinking on that 

11; for the last hour. In the l\laska situation the funds will 

J7 be the natura l resources, and as I understand the World Ba nk 

• 18 it's borrowed money by and large, and it seems to me that 

t !l responsibility to the s hareholders in the Permanent Fund case 

~> is somewhat different in that the shar eholders in l\laska would 

:.!I be all of the citizens who have a right to that resource . 

:..!:! So I'm wondering whethe r the political control aspect, docs 

:!:I that change your though ts on the !'lanagemen t, how far down 

:.!I policy decisions should go in terms of political control ? 

:..!;• I mean, L " the Legislature i s , in fact , and the Governor, 
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1 
ul t imate pol icy makers, would that cha nge your thoug h ts at 

2 all as to how far down i n terms of policy? To me it ' s a 

3 fine line, wher e policy and management breaks off . Woul d 

4 i nfluence your thinking any as to where t ha t line woul d be , 

5 given the fact -- and I think that the source of income is 

i; important. 

7 MR. McDOWELL : I think owner s hip is important . 

8 MR. GRUENING: Okay , maybe that ' s better. 

MR. McDOWELL: I think that in each of these cases, 

• 10 
I . with the exception of the DFC 1 s -- the DFC ' s has stockholders 

11 
more like any corpora tion does. Unless they ' re a hundred 

1 !.! 
percent government owned they ' ve got 5, 10, 20 stockholders . 

They might have the IFC , they might have First National City 

·t·I· Bank , each, say , with a seat on the board or the right to a 

J5 seat on t he board. At least they've got some votes as far as 

lli their shar~s are concerned . In the ot:·1er c~::;es there ' s not 

J7 quite the direct analogy. Not only do we have the direct 

• analogy here . The stockholder s of the 1\laska Permanent 

l !I Fund , I agree with you, are the citizens of the State of 

'..!O 1\laska. 

:!I Now , just as the World Dank has a board of governors 

·•·• appointed by the stockholders, I would suspect :.hat some device 

:!:I of this kind is going to be necessary because you can ' t have 

:! I all 450,000 people on the boa rd of directors. You ' ve got to 

:!~ narrow it down. Now, who do you choose? You , the Legislators 
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and the 

2 elected 

Governor and Lme 
I 

by the peopl e /I to 

of the other executive officers are 

represent them in most matters, 

3 perhaps including thi$ one. If you do, then you ' ve got a 

rl 
4 l ogical structure you can just grab right away at this top 

5 policy level. Or perhaps you 'd like to spread it out through 

(j s ome other channe l an.d say, "Well, if we get 12 or 15 people 
'I 

7 who are representati~e of the populati on of the state, then 

8 they can r .epresent the stockholders , they can be our board 

D of governors," in th12 analogous situation. 

10 MR . GRUENING: Do we need a second board of directors? 

11 I n other words, the Legislature in itself is a board of 

12 directors. But just thinking out loud here, do we need that 

second peer board? In other words, if I understand you, 

H the Leg is 1.:1 tu re would be involved but through a board, they 

J5 would have some kind of control over a board . 

] II MR. McDOWELL: Through the appointment and perhaps 

J7 process , but I think that the line stops at who decides 

JS whether or not to grant a loan. That process should not be 

1n directly impacted by ·· I don't believe it should be directly 

~O impacted by the stockholders. Again, l et me use the general 

:! I phrase , because I'm no t su.re whi c h body you will eventually 

.,., -- decide to pick to be called the s tockholders, or represent 

:!:I t~1e stockholders. You' vc got to go one mo ~e step down , and 

:!·I then that next group should have that power. 

MR . GRUENING: Just one more question. I was thinking 
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1 it appears in · the Alberta that there 

2 has some kind of committee that has something .to do wi.th 

3 the loans. I don't know whetper they actually approve the 

4 loans or not, but would it b~ going too far down to have a 
: .. l . 

~ ,) ,. 
system where the Legislature approved loans qver· a certain 

G amount or certain special loans? · For example, we could 

7 set goals here, but then you have the problem of which goals 

8 over a period of time take priority . I see that five years 

D from now one goal would be more important than another, and 

• JO the Legislature may disagree with that certain policy and, 

n being elected by the people, may decide, "We want to emphasize 

12 this goal." Could you see a situation where the Legislature 

13 would say, "Okay, we don't want to see a loan of this amount 

14 in this policy area"? 

MR. McDOWELL: I think you'd be into operations at tha · 

lli point, but if you -- perhaps if you -- you have left the 

J7 power with the Legislature, in effect, to create and then 

-· JS to change the articles of incorporation. Now, taking just 

l!I a look at the general statement of p nrpose for the Interna ti on 1 

~G Finance Corporation, for example -- no, that's not sufficientl 

:!l restrictive. Let me pick one that is. 

:!:! The purpose of the Overseas Private Inv1 ~stment 

~I Corporation is to encourage economic and social development 

~I in approximately 80 lesser developed countries considered 

:!j friendly to the United States. That's a major restriction on 
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their lending because are 120 developing 
I 

only two-third~ ,of them are eligible for OPIC financing. 

Now, that statement was created by the United States Govern-

ment, and !:::1ey can change it ·tomorrow·, and they can change 

it during the riex·t session if they wish, to include the other 

40 who aren't friendly oi to cut it down to 40 who are the . 

7 most friendly . Just this one examP.,le, that's a tight 

s restriction compared to what most of these institutions have. 

n But, again, it's a direct creature of the United Stages Govern 

10 ment, and the U. S . Government has the power and the right 

11 to set that kind of restriction any time it wants, as the 

12 Legislature of the State of Alaska ha8 with the Alaska 

J3 Permanent Fund. 

14 The other problem is because, if you take an opera-

15 tional decision and transfer it up too far, then you cannot 

J li hold the management ..., f that institution accountable; you've 

17 just destroyed their accountability by assuming it at another 

18 level. You know, you can't hold the m accountable. I mean, 

rn I would assume that if you did cre ate a f a irly strong chief 

~O executive off icer type organization , and he and the board of 

:!l directors, which is the operating board of directors, 

2~ which is representative of the various groups, should b e 

:!:I representative of the various groups in th e state, decide to 

~·I make a loan and then that's called back at some later date, 

~~ he would probably resign because you can't hold him a ccountabl 
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for his · results ,anymore. 

MR. FUHRMANN: Can I conunent· on Clark's question 

with respect to Alberta? The Alberta has, if you remember, 

percentages of their fund that · ~imits the amount that can go 

into what we have· been terming here in the last two meetings · 

as soft loans or loans that don't re~lly hav~ a strong 
11 

economic return, and that's 20 percerr~ of t~~ir fund. That 

is standing, that rule sticks. That does not mean that 20 

percent of the funds can be invested in soft loans by the 

executive committee. The Legislature has to appropriate those 

funds that go into soft loans . The Legislature can also 

recommend loans of a more general nature and then the fund 

will put monies into those loans, so the Legislature does 

participate as a recommender and a recommender with full 

authority. Once they recommend, that loan will be made, 

but it will be structured by the executive committee and the 

J7 operating people. So t~ey do in Alberta, the Legislature 

JS does maintain some participation in how loans get paid . 

J !) MR. McDOWELL: Miich is really -- it's completely 

:!O similar to the normal governmental budget making and approval 

:!l process. It ' s really no different than having in the state 

:!:! the Executive propose a budget to the Legislature, which 

:!:: reviews it, modifies it and ~ventually approves it. So you 

:!·I haven't really done anything different probably in a like 

situation. 
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MR. WOHLFORTH: Doctor Logsdon, do you have a 

2 DR. LOGSDON: Yes, I would like . to get something 

3 clear here now. Do these development banks borr ow private 

4 money? 

MR. McDOWELL: Some do, yes . 

(j DR. LOGSDON: Do they participate in equity? 

7 MR. McDOWELL: In the case studies here, the Inter-

8 National Finance Corporation does, and normally , depending 

9 ·on what they ' re supposed to do with the developing finance 

10 companies, some of them will participate in equity. There's 

Jl no universal rule. 

] :! DR . LOGSDON: I wondered about this term, Development 

J:l Banking. I see an ad for a commercial bank that says, "We 

H are a Development Bank," 

.I:; MR. McDOWELL : That's interesting . 

1 Ii DR. LOGSDON : What do you think they're saying? Are 

J7 they trying to identify those features of the Development 

Bank? 

MR. McDOWELL: I suspect not. I suspect they have 

~o another concept of the term "devclopmcn t ". I don't know; 

:!I is that your. bank? 

... , 

:! I 

.,. 
-·' 

MR. BARNS: Yes. I don ' t suppose it's illegal, is it? 

DR . LOGSDON: Well, I have an ad that I copied out 

of a magazine that talks about, "We are Development Bankers , " 

and t hey do participate in equity and tak e a very active part, 
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apparently, in the companies in· which they invest. 

Bank? 

MR. BARNES: This is not a United States 

DR. LOGSDON: It ' s a United States Bank. 

MR. BARNES: It would have to be a private bank then. 

DR . LOGSDON: And apparen"tly a private bank. 

MR. REGIS: Peter, the one bank in which equity 

participates, that is as a vehicle for loans primarily is 

it not? 

MR. McDOWELL: Yes, the I FC ' s -- well , le t me just 

give you the numbers. Last fiscal year they made 225 Million 

Dollars in loan commitments and equ i ty financing of 20 Million 

Dollars . So the one that does equity , it ' s still ten to one 

on loans over equity. 

DR. LOGSu0 N: We haven't heard anything about the NortJ 

Dakota Bank. Is there any relationship here between the North I 
Dakota Bank and this Permanent Fund? 

MR . MOTLEY : North Dakota is no state bank. 

DR . LOGSDON: Yeah , it 's a state bank. 

MR. GALLAGHER: It 's the g e neral fund of the state 

~1 treasury. I t ' s a liquidity portion of the general fund and , 

~~ you know , they operate on liquidity purposes. 

MR. LOVE: They make regular commercial loans though. 

:!·I MR. GALLAGHER: Yes, but they're all federally 

.,. guaranteed and they ' re sellable, and that ' s a big differenc e. _ J 
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MR. LOVE: It has of ·return, it ' s 
•/ 

2 the top one hundred banks -- a higher rate of equity 

3 last year, I think, than the one hundred largest banks in 

4 the country. 

5 MR . McDOWELL: 

Ii MR. GALLAGHER: 

•' 

There's no provision for loan processes 

It's all demand depo~its, that's one 

7 of the reasons, and the demand deposit is the State General 

s Fund. 

MR. LOVE: It's also very -- you know, we talked about 

10 the employee thing, and I think it employs less than 90 people 

11 ~t's small in employees . It's a relatively popular proposal 

12 in the bank, even among their really conservative Republican 

13 dominants, who control the state. 

MR. ODEN: Excuse me. I might add that we've been 

15 in touch with the bank and they're sending a whole packet 

Hi of information, and you should have a summary sheet similar to 

J7 those you have within two weeks . 

JS MR. WOHLFORTH: Oennis, you're next . 

MR. WALDOCK: Yes, Mr. Chairman. First off I would 

w like to state that as soon as we all have finished asking the 

:!l questions of these various financial consultants that we 

~ ha~e hPrc Lo<lay, I have four q ues tions that I would like to 

:!:I direct to the Investment Advisory Commit tee its elf . But 

:!·I 

•I" _,, 

in regard to my question to whatever group would like to 

respond to it, since you both have been involved with the 
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structure of a lot of the devel"opment corporations that you 

have in your pamphlets that you gave us, and giv~n Alaska 

~ with its small population and great infusion of money, 

proj~cted possibly to be Two and a Half Billion Dollars by 
. ~ 

1985 -- in other countries which had that large influx of 

money with a small populace like ·we have, :1as there been any 
r 

cases where you've thrown into disarray the banking systems, 

the regular, ordinary banking systems of those countries? 

D Let me go a little bit further. What I'm trying to say is, 

10 let's assume, for example, the Permanent Fund Executive Branch 

Jl elected to get into mortgage loans -- well, this would throw 

12 the rest of the banking systems into total chaos. 

]3 MR. LOVE: That's not necessarily true. 

MR. GALLAGHER: We'l'.'e already in the mortgage loan 

)5 business . 

] (j MR. WALDOCK: You c.re to a certain extent. 

J7 MR. LOVE: We already own forty percent of the market. 

JS MR. WALDOCK: But you ' re trying to tell me that you 

J!l can take Two and a Half Billion Dollars and put it into 

~o mortgage loans in Alaska? 

MR . WOHLFORTII: 'l'he question is really, is there an 

2~ example throughout the world where a huge infusion of money 

:?:I (maybe it's the Saudi coun t.ries) has disrupted the banking 

~I system, and do any of the advisors have anything they would 

:!~ like to put to that. 
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MR. FUHRMANN: The answer with respect to both Middle 

2 East and Venezuela, which are really the areas that are mos~ 

~ sirnilar to what you're talking about, is that they had among 

4 their objectives and purposes initially getting the rr>ney out, 

5 and they have invested in external investments, money market 

G instruments, government borrowing~, they've put money into 

7 the World Bank, or into subsidiary banks of the World Bank, 

s things like this . They 've taken the money out of their 

!) own economy to avoid that conflict, as well as the resultin9 

• 10 inflationary impact if they had allowed that money to go 

11 into their own economy . 

12 MR. MOTLEY: So they upset somebody else's apple cart 

13 MR. FUHRMANN: Yeah, right, or made it available in 

14 places where the apple cart -- there ' s nobody there. 

MR. ODEN: In addition, in New Mexico there is a 

Ju severance and a Severance Tax Permanent Fund. Investments 

J7 of that fund are in CD's of state banks. So rather than harm 

-· JS the state banks, it's really been a great advantage to the 

1n state banks to have a ready market for their CD's, and as the 

~o CD market can approve of a loan at the going rate for CD's 

~t now anyway. 

MR. WALDOCK: What is the length to share those CD ' s? 

MR. ODEN: They vary from one to five years. With 

~~ those monies the banks turn around and make loans on capital 

~J projects. They do all the research and they do all the 

TAKU REPORTERS 
Dll P OS I llONS • •t ~ AlllN05 • Cil "' L llll L Ill t•(J flflNO 

- 14 8 -



• 

-· 

1 evaluation on the validity of the loans ralher than being 

2 done by the state. 

3 MR. WALDOCK: Well, with a five-year limit there, it 

4 really isn't restricted to short term loans. 

MR. ODEN : Yes , it is t o a large extent. Those can't 

u be rolled over. 

7 MR. FUHRMANN: The purpose of almost all these funds, 

8 in one way or another, is to help build capital formation 

!J 

10 

11 

I~ 

1·1 

] {i 

Ji 

1 tl 

J !I 

:!O 

:! I 

·internally and make private financing available. This often 

I .. is the reason why they get into equity , is t0 provide the 

credit upon which the entity can finance itself, leverage 

itself off the equity or anything, in the case of encouraging 

other institutional investment through participation loans 

only, or buying the CD's of the banks, of the private -- you 

know , you can make the funding available -- all these concepts 

MR. GALLAGHER : Mr. Waldock. 

MR. WALDOCK: Yes. 

MR. GALLAGHER : I believe at the last meeting I spoke 

to that very question , and I said if you go back and look 

at t he deposit structure of the Sta t e of Alaska in comparison 

with other states in the Union, you would find that we resembl 

the deposit structure of more rural states in that we have 

~I h igh demand deposits and low in saving s deposits. If you 

:!I orient the Permanent Fund toward long-term investments, i.e., 

:!;, those longer than five years , then you ' re not competing with 
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1 the commercial banking system. The cornmercial banking system 

~ here in the state doesn't put all those mortgage loans on the 

3 books. In fact, they sell them to Fannie Mae and several of 

the state agencies. We would not, in fact even if you go 

5 i n to the mortgage loan business you're not competing with the 

Ii comme r cial banking system, especially if they ' re the ones 

7 that make the l oans . 

s MR. MOTLEY: Providing a n outlet for t hem. 

• 10 

MR . GALLAGHER: Yes . 

MR . WALDOCK: Sterling and Tony, mortgages was a quick 

11 example and it was a poor example , but the point I ' m concerned 

l 2 about is that the terrific influx in money could, if not con-

J3 trolled properly, throw the whole banking society off kilter, 

J.l and I was curious to see if that had taken place any other 

J5 place with t his large infusion of money with the low amount of 

J li populace that we have. That was basically the question. 

J7 MR. GALLAGHER: Th e r e ' s probably adequate funds for 

• )8 the short t erm lending. Commercial banks are oriented 

rn toward short term lending with the shortne ss of money. l\nd 

20 this state i s not in the short term marke t, but it ' s in 

~I the long term market. So if we orient ourselves in that 

2~ manner we' re not going to be d i sruptive at all . We 'll be , 

~:1 in fact, s upplementing. 

MR . WOllLFORTll: Do you h.:ive another questions? 

MR. WALDOCK : No . Well, I have four other. questi ons , 

1 A Ku nFro1m.: 11s 
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but I would like to wait until after t he res t of the Committee 

2 members have finished speaking to the consultants . 

3 MR . WOHLFORTH: Representative Malone. 

4 MR. MALONE: Thank you, Mr. Chairman. Mr. McDowell, 

5 one thing you mentioned in discussion of the World Bank, I 

Ii believe, was that you didn't really believe it was in the 

7 process of diverting capital. Will you describe that process 

s to the Committee and whether that might hold any implications 

~ for the Permanent Fund? 

10 MR. McDOWELL: We were saying from a world- wide 

11 standpoint such institutions, I think, do divert captial 

1 ~ because they take capital out of developed country capital 

ta markets which again probably would have been loaned to some -

J.I one else if il hadn ' t been loaned to the World Bank, and 

l~ channel it into specific projects in specific developing 

Jli countries. Maybe t here's an analogy here. Back to your 

J7 question, the on<? country that I am fnmilior with that ' s got-. 

18 

J !I 

:.!I 

.... --
:!:t 

:! I 

a similar situation wa s Kuwait. What happened in Kuwait was 

that they f i llecl up thci r conuncrcia 1 bunking cof f crs with 

kind of a wash in cash, everything els e just flowed right 

out i11to the . international fi nancial markets in othe r countries. 

In effect , it was just passed nut of t heir banks into othe r 

banks and invested in securities elsewhere in the world. 

Let's say that could happen here and probably will 

:!;, happen here in the early stag cs at least . The revenues to the I 
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Permanent Fund .will probably flow through the treasury out 

2 into the capital markets of the United States initially, I 

:} would guess, al though son.e of it would stop over in banks 

4 in the states and create mendable assets, but most of it will 

G probably flow right on out there. So you won't see a terrific 

G disruption of your banking system before it's had a chance 

7 to grow a little bit more and to absorb some more of this . 

s Then, if that's all you do with it, then that capital 

o will be out there, it will be earning a certain return for the 

JO State of Alaska, but it pr9bably will be loaned then to some 

Jl other project. It may be loaned to U. S. Steel for expansion 

l2 in Pennsylvania, it may be loaned in the European market for 

13 expansion in Europe, or Africa or somewhere else. If you 

1~ create an institution t hat can call those funds then back 

J5 to you at a later time, channel them into the Alaskan economy , 

lli then you in ef feet have gained a measure of control over your 

J7 own destiny, and you've been able to divert a capital flow 

18 that may have gone somewhere else instead. But I think 

tn without an institution for diversion or without some rules 

:.!O for di Vl.! rsion, in ef feet , goals for di version let's say, it 

:!I probably won't occur. 

•••• MR . GALLACHER: Mr. McDowell, maybe you' ~e not familia 

:!:I with the assets in the State 'l'rea~ury. There is what you 

:! I 

. ,. 
-·' 

might almost call a Permanent Fund already in t he State 

'l'reasury, and it's 'l'wo Hundred Million Dollars and growing . 
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1 You know, it could be a goal of the Permanent Fund to return 

2 the General Fund, which is the State's qperating column, 

3 back to its original purpose and not l eave that Permanent 

4 Fund in there. 

5 MR . WOHLFORTH: Mr. LeReche. 

(j MR. LeRECHE: You've been really helpful to me in 

7 kind of helping us, helping me at leas t, think about where 

8 the line between policy control and operational con~rol is, 

9 but I'm still not clear and , obvious l y , you can ' t be c l ear 

• 10 today . But let me ask you a couple more quetitions that, 

hopefully, ~ill illuminate this a little bit mor e. The 

J2 i nstitutions you described have two measures of success (this 

J :.l 
I gathered implicitly in what you said) credit worthiness and 

H project viability. Does that pretty much summarize the 

J;; measures that you ' re using to tell us those are successful 

1 Ii institutions? 

Ji MR. McDOWELL : No , those are really for the projects 

and the countries that they l end money to. For the institutio 

l!l itself t heir measures of success are continuation; in other 

:.!O words , just survival. Do they survive in tact as financial 

:.!1 entities? In other words , are t hey permanent or continuing? 

:.!:.! That's partly measured by whether they make a profit every 

:!!I year. So they're very much like any othc::r commercial insti-

:.! I t u tion, you know, there ' s a bottom line . It ' s a number, and 

:.!~ that's one of the measures of their success. The other mcasur 
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,, 
of their success is the change s in the countries that they 

2 deal with. Does per capita income go up? Does income 

a distribution improve? In other words, within a given country 
~ 

4 is the quality of life for the pe~ple of that country better? 

5 MR. LeRESCHE : It's measured on achieving their other 

~ objectives also. 

7 MR . McDOWELL: Essentially, and those are the more 

8 important objectives. The bottom line, you know, on the 

o income statement is just the one that measures whether or not 

• JO they ' re achieving prudence. That 's just one of their objec-

Jl tives; they have to be prudent . 

12 MR . LeRESCHE: It was hard for me to hear in your 

l3 statement. 

MR. McDOWELL: Yes. The other is, again, in these 

JG general statements of purpose you read these more qualitative 

11; goals. But they do their best to measure whether they' re 

J7 achieving these qualitative goals, and those are some of 

• 18 the measures which they use. 

MR. LeRZSCHE: I think your strong message was that 

~O these have been successful institutions because of their 

21 executive autonomy of the operation or operations . Tell us 

•M a little bit more about why you assume that? Did you take som · 

:?:I examples that didn't have autonomous opera ti on or was this, 

~I in effect, because of that? 

MR. McDOWELL: Some of the banks in the countries 
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themselves, the DFC's, the National Development Banks, have 

2 failed, gorie out of existence, and they haven't done even 

3 the basic thing, that that i s to survive. In most instances 

4 when you read reports of why it happened or what happened, 

5 they were susceptible to the pressures fr om the fact that 

Ii their major or only stockholders was the gove·rnment of the 

7 country, and the government of the country imposed restric-

s tions on them or pushed them in different directions that 

D they just couldn ' t survive economically on . So, generally 

10 speaking, t hat' s what happens. 

lt Some go down because of poor management, no question 

12 about it . Some are poorly managed and they just collapse 

J3 because they made bad loans and the government didn't do ~ 

Id thing, they were left completely alone. But in many of the 

15 instances the fact was that this inevitable pressure became 

]Ii i nterference in the day-to-day operating procedures. 

Ji MR. LeRESCHE : So the 11.ne of policy interference 

18 was drawn a little too J· i.g h or too low? 

1 !I MR . McDOWELL: Too low, yes. 

!!O MR. LeRESCHE: I ' m just trying to understand exactly 

~I where you would want it drawn. You said that it ' s proper to 

~~ lay out the objectives of the Fund or the insti tution in 

~I t he charger . Then you said the ch ~ rters of most of these 

~I arc very general , one or two sentences . 

.,­_,, MR . McDOWELL : Well , or maybe several paragraphs , 
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1 but they're still general wording. The wording is still 

2 general. 

MR. LeRESCHE: But also in the case, I think, of 

4 the World Bank you said the leverage ratio was set by 

5 limitation on interest or ---

(j MR. McDOWELL: It's right in the articles. 

7 MR. LeRESCHE: That seems fairly specific as opposed 

8 to general. Isn't that an operational control? 

!) MR . McDOWELL: Not really. It 1 s a description of the 

JO size of the institution. The stockholders ir effect stated 

11 that they did not want the institution to exceed a certain 

' I 

1 ~ size without calling for a new vote to subscribe more capital. • 

J:J I should point out that the stockholders of the World Bank 

14 a~d the other institutions can increase the size of their 

Jii institution not by -- well, they can do it by changing the 

Jli leverage ratio, but it ' s quite difficult to change the 

J7 art i.cles of incorporation even though it can be done. 

18 

J!I 

:.!O 

:.!1 

In these cases it requires a signif icant vote, which is not 

the situation here. But they can accept or reject management' l 

requests for an increase in capita l . The World Bank can 

leverage it at , is it nine to one, whatever capital they've 

got . 

MR . REGIS: It's not interfe rence in the manag ement 

:!·I prerogative. 

MR. McDOWELL : It just says you have so many funds to 
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• 18 -
J !I 

:rn 

:! I 

:!:! 

:!:1 

:! I 
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wor k wit h . 

MR. LeRESCHE: Okay , one step f urther then. The 

Alberta Fund goes one step further. It sets proportions of 

l oans that can be made for various purposes. In this con-

text, if we were proposing to you the Alberta setup and asking 

you , as our consultant , if that was a good one or a bad one 

because of execut ive autonomy, what would your evaluation be? 

Would you recommend our getting into something that specific? 

MR. McDOWELL: Let me just answer - - I'm not trying 

to avoid the question -- if you decide that the objectives 

of the Development Fund shall be several= that is, it would be 

perhaps a "Development Bank" similar to these , and it will 

also , let's say, get involved i n very small loan programs, 

which you can do this , you know. I'm saying that the othe r 

i nstitutions don' t because they 've found it ' s not really 

economi c , but you can certair. ly possibly do it -- and it 

shall be involved i n "soci al programs " where the i nterest 

rate can be zero or slightly over , then sure , you migh t 

ns wel l str ike t he percentages because you ' ve got three qu i te 

differen t programs. If you make the thi ng just one prog ram, 

then I would say no, you ' re hamstringing management and the 

board ' s ability out in the future to adapt to t he changing 

conditions of the state. 

MR. LeRESCllE: Okay, but a ~trong executive officer 

working under the Albe rta rules would still f eel accounta~lc . 
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MR. FUHRMANN: He doesn't feel accountable with 

2 l oans that are in the soft category because it ' s been 

3 r emoved from the fund by being put on t he Legislature. He is 

4 accountable with respect to those things he does have 

5 authority over . So they have maintained the autonomy within 

1; the normal business envir·orunent with respect 'to soft loans 

7 but the responsibility really rests back with t he Legislature . 

8 MR. McDOWELL: Whe r e it normal l y is in a government 

n program anyway. So you're almost saying perhaps that in the 

• 10 State of Alaska we h~ve a variety of governmental institutions 

l l and programs doing a lot of things in the social intra-structu e 

J2 areas. I' m not sure that I would say I mean, I wouldn't 

J3 say that it was necessarily advisable to create another 

JJ institution to do the same thing. I think what you have is 

Jf> an opportunity to create an institution that's going to do 

lli something else that you ' .re not doing already . I think Alberta 

Ji has, in effect , taken (l don't know what the percentage is 

•• but) 20 percent of their "PArma nent Fund'' and it ' s not part 

l!l of their Permanent Fund. It ' s just part of their regular 

:!O government programs. It ' s subj cc t to the same processes as 

:!I t heir normal budget requires . So I don't think they ' ve done 

.,., anything d ifferent with that section, that soft loan section. 

MR. LeRESCllE: Just a fi nal comment. I guess what ' s 

~I concerning me is who controls the secondary effects , the 

~~ good income producing it has? Will the executive officer 
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1 have to choose-between two or three of tnese things, all 

2 things being equal, but this will have different effects o n 

3 different parts of our state's economy. Who controls that 

4 and I assume you ' re arguing that the executive officer 

5 controls it himself. 

(j MR . McDOWELL: Well, the board does. 

7 MR . LeRESCHE : The second board? 

8 MR. McDOWELL : The operating board. 

MR . LeRESCHE: Thank you. 

• JO MR. WOHLFOR'l'H: I wonder if we might take about a 

11 two- minute at ease. We've been sitting here for two hours 

12 and twenty minutes, and then resume. Let 's keep it short. 

J3 (Where u pon the meeting recessed at 3: 50 p . m. 

and reconve ned at ~:0 5 p.m.) 

MR . WOHLFORTII : Please take your Reats and we'll 

1li resume . Unless ther.e is a seriou s obj ec ti o n I propose another 1 

J7 fifteen minutes of q uestion s for the consultanto and then, 

• since we are r unning out of time on the agenda, try and wind 

JO up by between a quarter of 5:00 and 5 :00 o 'clock in terms of 

~o general discussion of where we do we go from here. I realize 

~I that cuts short. Who was the questioner? We re you through , 

~~ Dob? Okay . 

:!:I MR . MOTLEY: Mr . Ch airman . I would like to address 

:.! 1 the .cemarks you made with regard to g u <iran tees . Have you seen 

:.! ;, a ny quality of the investment o f the loans , a difference in 
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programs that had guarantees as opposed to programs that had 

2 direct loans? 

MR. McDOWELL : Guar antees depending on the sense that 

4 the agency or the institution is acting as the guarantor for 

5 them, not that it gets somebody else to guarantee them? 

( j MR . MOTLEY : No, that it acts as a guarantor. 

7 MR . McDOWELL: Yeah, the one case of that -- well, 

8 where they actually do it is O~IC, and their loan guarantees 

D far exceed their actual loans. Their experie~ce on the pro-

• jects is that they tend to be slightly less involved with the 

11 development of the project when they're doing a guarantee 

J~ operation than they do when they're making a direct loan. 

J3 MR . MOTLEY : What about the profit between the two 

H as far as the of the quality of investments go? 

JG MR. McDO\\lELL: Well, their losses don't seem to be --

Jli from what I understand their losses <lon ' t seem to vary that 

J7 much between the two. They do have losses. They do lose 

-• J8 money on the loans, they've got work-out projects, and they ' re 

rn doing work- outs all the time on losers because they do get 

!.!O in to very, very high risk areas by oesign . But nothing was 

:.!1 indicated to· me that they found the experience to be sub-

.,., 
stantially different . This is more the naLure of the businessJ s 

:.!:I they' re investing i .n that causes the losses , whethe r they' re 

~I guaranteeing the loans or not because they do almost the same 

~~ amount of preliminary work prior to gi vi ng a guarantee as 
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1 they they give a direct loan. 1 It's 

2 in scale. Their guarantees they use for projects 

3 for the larger amount involved. They save their limited 

4 amount of loan capital for small loans. But again, they're 

5 heavily involved in each kind. 

Ii MR. MOTLEY: 'l'hank you, Mr. Chairman. 

7 MR. WOHLFORTH: Representative Urion. 

8 MR. URION: I'll pass, Mr. Chairman. 

MR. THORSTENSON: Bob Thorstenson. Pete, do you 

• JO anticipate a DFC type of an institution involved with the 

11 Permanent Fund in Alaska? 

12 MR. McDOWEL_.: We l l, I ' ve been asking some questions 

13 about whether there at the last meeting there was quite 

J1 a bit of discussion about what do we do when we need sma l l 

JG loans. Does an institution created by the Permanent Fund 

lli make them or does someone else make them? It looked to me 

17 like the Permanent Fund ~ill have a lot of money , it will be 

• .1 8 relatively large and, therefore , it will probably not be 

JD too well equipped to deal in the very small areas. I was 

~ trying to draw the a nal0gy to the development banks we've 

21 discussed in here, most of which fi nance intermediaries. 

22 It appears that there are two sets of intermediaries already 

~I in exis tence in this s tat~, i.e. , the Native Regional Corpora-

~I tions as a potential level of intermediary, a nd the Local 

2n Development Corporations as another level of this organization 
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JO 

11 

J2 

13 

and the conmterc·ial banks, not to exclude _them, which are 

already set up, perhaps to deal in smaller loans using funds 

that they may be l oaned in turn from this institution. 

So I can see the parallelsr and you may very well want a two 

tier system in the state in the future. 

MR. WOHLFORTH: T.hank you. Any quest·ions? 

MS. FLEISCHER: I don ' t have any questions. 

MR. WOHLFORTII: Mr. Love. 

MR. LOVE: Peter, as I understand a lot of these 

development banks we're talking about, one of the reasons 

for them is to help under developed capital formations, 

divert monies from markets where capital is more readily 

available to areas where it ' s not easily obtainable, from 

1 ~ the various industrial nations, etc. I'm wondering, you know, 

just how applicable that is to the State of Alaska which seems 

J (i to have a radically different situation. Instead of a country 

Ji that has to divert capi •:a l from other markets because we' re a 

18 capital poor area , we seem to be an area where there is not 

1!1 really a shortage of capital and, in fact, we have dangers 

!.!O (like Mr . Richards talked about) , a problem of how much capita 

~ 1 we can absorb. Do you see thRt as something that should make 

•I I us think very carefully about whether or not a development 

bank approach, as you ' ve described it and used the World Da nk 

~I and these other tnings for that, per se, is that the bes ~ 

vehicle for us in the invesbncnt of the Permanent Fund? 
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MR. McDOWELL: I think I would like to ask the people 

2 from White, Weld to come in also, but I '.ll just lead off. I 

3 think, yes, there are a number of differences between the 

4 situation in Alaska and the situation in most developing 

5 countries. The opportunity probably exists in Alaska to use 

a "development money" not to try to have to raise the level of 

7 literacy and the level of the income of the individual citizen 

s of the state f rom zero or almost zero up to some acceptable 

n ·level where you avoid starvation, etc . Those problems really 

JO don't exist, at least in the same magnitude, as they do in 

1l the developing countries. 

1 :! 

13 

But the other issues that are addressed by the developl 

ment banks include such things as the -- investment decisions I 
I 

]:'i 

l Ii 

J7 

18 

aren't made on economics alone , they're made on income distri-

bution effects, they're made on employment effects, they ' re 

made on environmental considerations, health considerations 

and social considerations , plus the economics of the situation 
I 

the project situation . So, perhaps even though those are 

rn relatively less important whe n what you ' re really trying to 

~ do is create a way for people to get enough to eat. 

:!I I don't think the models -- you know, they vary 

., .. wildly I think you could adapt it to the Alaska situation 

:.!:I with some significant structural emphasis differences. 

:.!I MR. LOVE: I'm not saying that I think that ' s a bad 

:.!~ idea . I 'm just -- I think that was an obv ious thing to ta lk 

TAKu m.Ponn: ns 
Ot ff0'11f t O N U ttl /\IHNe, •, l.l t-.1 UA L 1fl ••UUflNG 

JUM , 1\11 "I ... . , ,. A 11\1110 t 

- 163 -



• 

• 

I 
' 1 about since the ones you described seemed to be, from a 

2 logical situation, pertinent. Do you think if we identify 

3 goals as addressing the issues like employment problems, 

4 di?tribution of wealth, and other social considerations, 

G the one vehicle we can do that is through the development 

G bank? Do you think in Alaska, with our present situation, 

7 this might be a real good ·way to address those? 

8 MR. McDOWELL: Yes, they could certainly be required 

as conditions for consideration of a project, to at least 

10 say these things should and will be considered . 

11 MR. LOVE: And these are common objectives in those 

)2 areas where they do this development bank, is that right? i 

] ·.l: 

MR. McDOWELL: You've got different layers of developi~g 

countries, some are quite developed and still get this mone y I 
I ]5 and develop these projects. You'll see, for example, that 

] (j in the analysis of a project in Singapore, which still gets 

J7 a couple of these loans, one or two of these loans a year, 

JS environmental considerations are very important compared to , 

JD for example, a very poor country in Africa. 

'..!0 MR. LOVE: I think it's good to hear this because I 

:!t think there are so many misconceptions of just why people 

:!:.! got th is , what the term "development bank" means. I think 

:.!:I that the thing s you described are the exact opposite of 

:.!~ objectives that some people migh t attach to it , but they might 

:.!~ seem frequently at odds with those : the idea that those two 
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can work toget~er is 

to think about more. 

the public 

The other is the -- well, first of all, you said that 

these types of you mentioned before that in some of these 

countries that these are 'the real important objectives of 

capital that have to be measured not just in terms of whether 

the loans are being paid back at a good rate of return or 

not, or whether or not in addition to being naid back that 

they positively affect things like the standard of living, 

quality of life, literacy and things like this. I wondered 

11 if your firm can p~ovide us, or I guess it's staff members, 

12 can provide us with some of the mechanisms by which these· 

13 objectives are evaluated, whether they succeed or not, becaus 

l4 I think that's something that very soon we're going to have 

to start developing is, what are the mechanisms for evaluating I 
] (j whether or not the loan programs that the state enters into 

J7 are actually achieving ~he specific objectives being outlined. 

18 Now, the other thing is -- well, first, do you think that's 

JU something that your firm will be able to provide us with? 

:w MR. McDOWELL: There's examples of the reporting of 

:n the accomplishment toward this sort 0£ objective in the 

:!~ annual reports of the institutions. Sure, they have their 

:!:I income s ta temen ts, but mainly what they' re doing is addressing 

:.!·I what ef feGt they've had on the countries and these other 

:.!~ areas of concern. So those are examples of the public 
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1 reporting of it . I n other words, they know that they must 

2 report to t h eir publ ic, not only that they made, you know, 

3 Ten Cents a share or whatever it was, but they also have to 

4 report what was the measurable progress (if you can measure 

5 it) toward the other more social type objectives. 

(j MR . LOVE: You see, I'm just saying that when we talk 

7 about this it ' s going to be, I think, better for us as we 

a can start to develop if we can see conceptional models 

9 (cookbooks maybe) as to how we can actually compute these, 

0 you know, easier ways of evaluating loans prior to when they'r 

11 made as to what the objectives might be , or evaluate them afte 

12 a period of time . I know that we're starting from ground zero 

13 right now, or from scratch, and I haven ' t been able to get 

l ~ a handle on how that process can be taking place. So if you 

JG have any more information about that, I think it would be 

Jli very helpful. 

J7 

JS 

rn 

:w 

:! I 

MR . REGIS: I think we can. I don't see any reason 

why we can't develop more detailed information in that area. 

MR. McDOWELL: No , that's no problem. 

MR . LOVE : 'l'hat concludes my questions. 

MR . WOHLFORTH: Th ank you. I just have one comment. 

:!:! There is quite an abundance of literature on the BJbject 

$1 matter. The Brookings Institute did about three or four 

~I years ago an exhaustive study on the World Bank, and I would 

:!~ hope that we might have at l east a beginning bibliography 
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1 It seems to me it's going to be necessary for the 

2 Legislative Committee that considers wh~t we're doing here, 

3 hopefully, to acquaint themselves with the published material, 

4 and I would hope that one of the consultant groups would take •, 

G that task in hand and give us a bibliography earl y so that 

6 we can begin to see to what extent t he sources are available 

7 here in Alaska where we have (I'm embarrassed to say) an 

s extremely poor library system for anything in the nature of 

D business materials or stuff of this kind. It seems to me 

10 while ther~ are a few months left before th0 Legislature 

11 attacks this, it would be well to start getting material here 

1 ~ in some supply. Anything else on this side of the table, 

1~ any questions? 

MR. LOVE : I'd just like to suggest that maybe in 

JG some of these larger studies that they could be made available 

Jn in Jim Rhodes' office, who has an office here in Anchorage 

J7 and does work with this Investme nt Advisory Committee, then 

18 maybe members of the Conunittee could make use of the materia l 

l!I that way instead of having to distribute a lot of stuff to 

!.!O everyone. 

:.n MR • . WOHLFOR'l'H: We' re more or less through with the 

:!~ direct questions of the consultants and we'll simply open 

:!:I it up for general comments and discussion, as the agenda 

:!·I indicates it's time for new business, and we' 11 go around 

.. ~ -·' the table starting on this side again. I think you're up . 
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Any observations on the meeting today or any insights that 

2 you would like to share with us? 

MR. MALONE: Insights? No. Thank you, Mr. Chairman, 

4 I don't have any general comments right now. I am concerned 

5 about what the future course of the Committee would be, but 

a would be glad to listen to the irisights others may have. 

7 MR. WOHLFORTH: Dennis. 

s MR. WALDOCK: Mr. Chairman, I indicated earlier I have l 

u four particular questions I'd like to direct to . the Committee,' 

• 10 and that is in regards to the course of where we're going, 

11 C\nd I'd like to start off with the first question. It's 

12 mainly because of myself and a few of the other Committee 

1 ~ members who have noticed, for examp l e, all these nPw financial 

H consul tan ts that we've got here for the Permanent Fund , i.e., 1 

1;; the J\rthur D. Little, Price Waterhouse, \\'11ite, Weld., etc., 

J~ I've been wondering exactly what kind of criteria was used 

J7 for the selection of these financial consultants. 

18 MR. WOHLFORTH: I guess that would be a question of 

]!) the Commissioner's Deputy in terms of the process that they 

~ went through in t he selection, if they care to respond. 

:!1 MR . GJ\LLl\CllER: I point out that only two are under. 

:!:.! con tract n t the present time, Arthur D. Lit tlc being the one 

:!:I that isn ' t unde r con tract. 'l'he process t hat we wen t through 

:.!I was ~o search out with the Legislative branch who were some 

:!;, of the pe ople who were knowledge.:ibl e in the areas, and sevct·a ] 
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10 

11 

12 

names were brought forward. We cal l ed f r om t hat list and 

talked to several different groups, ones that we thought 

appeared to have the most to bear on the subject. 

MR. WALDOCK: The second question I'd like to address 

to the Committee ---

MR. MOTLEY : Dennis, could I just amplify? I think 

he's brought up a very good point, Sterling , and I t hink it' s 

something, maybe for the edificat i on of some of the newer 

members. Thi s Investme nt Adv isory Committee, as an entity 

of the state , is subject to the procureme nt and purchasing 

rules and laws of the state, and I think we have to keep that 

in mind as we go down the pike be cause it could concei vably 

put Mr. Malone in a r a t her interesting position of Leg i s l ative 

Budge t and Audit hat on one hand and a M ..... mber of the Cammi t t ee I 
I 

on the o t her ha nd, and I say t ha t with tong ue in cheek but 

l li you know wha t I'm talking about. We are subject to certain 

Ji procurement pur chasing requi reme nts . 

)8 MR. WALDOCK: 'Phe second question that I'd like to 

J!I bring up is, what ure exactly t he fees pa jd to the s e various 

:!O con£;ultilnts a rirl what i s the l eng th of thei r contract. 

:!I MR. EDENSO: I think l c an respond Lo tha t. The t e rms 

.,., of the contract «re ge neral , they arc intended to expire at 

:!:I the presentation or the completion of our tas k, which o ne o f 

:! I them , and I think Mr. Rhode und I both agree on , is to have 

:.!:i the Commit tee i t s e l f return to its origina l cond i tion after 
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1 we have responded or prepared some product or some output for 

2 the 1977 Legislature. Whether that be in the form of recom~ 

~ mendations for content of a statute or whether that be a 

4 statute l'm not sure, but we anticipate completing the closed 

G contracts sometime in January of 1977. 

(j MR. WOHLFORTH: Jim. 

7 MR. RHODE: Mr. Waldock, in fact, I believe all the 

s contracts are identical in that they expire with the convening 

• 
n of the Tenth Alaska Legislature, and generally the compensatio 

JO is based at their customary fees with a ceiling not to exceed. 

1J MR. WALDOCK: Which is? 

MR. RHODE: Well, it depends on the contract. For 

13 example , White, Weld's is set at the amount of Twenty Thousand 

J~ Dollars ceiling for their profess ional time, and allowances 

J5 have been put aside for expenses. It's customary in all 

JO consulting work o f the State of 1\laska to pay actual expenses 

J7 in addition to prof essional time , and we've estimated those 

••• JS as best we can. 

JD In part, I prepared some estimates based on the con-

~O sulting wor k that was done in connection with the 1\laska 

~I Power Study, which wa s my own experience, but Mr . Edenso had 

~~ other studies from wh ich to make further estimates . 

MR. EDENSO: In answer to how much they're costing, 

~I the Legislature passed an appropriation of $185,000 during 

~~ the last s ession, a nd in a fit of conservatism and desiring 
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l to save some money for the state, the Governor slashed that to 

2 $135,000. I would commend the Governor for his philosophy . 

3 The Governor really had no idea what the magnitude of this 

4 project was and what the related costs were, especially in 

5 developing the kind of data base that is necessary to proceed 

(i with developing the establishment of a Permanent Fund or the 

7 effort it would take to gather all this data. 

s However, getting down to the actual costs, we have on 

D contract Mr. Bob Richards from the Alaska Pacific Bank . 

• 10 His contractual services are a ceiling of $15,000, not to 

11 exceed that. We have budgeted for him for travel and expense 

l 2 pcrposes $2,000. His total then is $17,000 that he is limited 

13 to. 

l~ T~e other contractors arc White, Weld and Company, 

J5 Incorporated of New York. Their contractual service fee is 

JG $20,000 (that 's the ceiling), travel and expenses , since 

J7 they are from New York , since they have been visiting with 

• 18 other funds and are anticipated t o con tinue those visitations, 

JP it's $10,000, for a total of contractual services plus expense 

~o of $ 3 o , o o o . 

:!t We have on contract, but we have not utilized, Pro-

:!j fessor Edward Solomon from Stanford Universi ty, contractual 

:.!:! services of $5, 000, travel and expenses of $2, 500, f or a total 

:.!I of $7,500. 

:.!~ We have an unsigned contrac t, but an agreement shou ld 

TAKU REPORTCRS 
OC ••OOiltCl•• 'I lt l "'tl l>IC. !l lo l M ""'' ltl ""'""' (, 

JUNI ' 4 11 '"1 All "A 11111111 I 

- 171 -



• 

• 

we wish the information , of Dr. Richard Neve from t~e · I 
specific informal Univer sity of Alaska in Seward, to provide us 2 

tion on fisheries and fisheries relat~a subjec ts. We have 

4 budgeted for this contract $5,000 and travel and .expenses 

$1,000 , for a t otal of $6 , 000. 

(j We have budgeted for the Legislators involved with 

7 the Permanent Fund and for their discretionary use a total 

8 of $30,000. We have budgeted for legal resear ch purposes 

u $5,000. We have budgeted for travel contractual services 

for the State Investment Advisory Committee $3 ,00 0 in 

11 contractual services, an additional travel and expenses of 

12 $5,000, for a t otal of $8,000 . 

MR. WALDOCK: I didn't get the figures on Price 

14 Waterhouse . 

J !j MR. EDENSO: Price Waterhouse, excusP me , they were 

J li not on my list. Price Waterhouse has the identical feat'.1res 

J7 to the consultants White, Weld and Company , Incorporated . 

1 tl They are contractual services not to exceed $20,000, travel 

J !l and expenses not to exceed $10 , 000. 

:!ll We have a contingency fund of $16 ,500. We had pro-

:.! 1 gramed , prior to our full realization of wha t the costs 

:!:! would be for the information we were 3sking from nrthur D. 

:.!:I Little, we had prog.ramed $10, 000, for the t ravel and expenses 

:.!I budget not to exceed $5,000. However , I should point out 

I 
I 
I 

I 

I 
I 

l . 

:!~ t o you that the i n formation we arc aski ng from Arthur D. Li ~ tle 
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l is very complex and very difficult to gather. It requires 

2 very talented people in the area of the national economy, 

3 interpretation of that with the state economy, and some 

4 econometric modeling, not techniques but the results of a 

5 developed econometric model. We have not signed this contract 

11 yet. We' re currently contemplatfng asking for a supplememtal 

7 appropriation to allow us to proceed with this . 

s I think that generally gives us a total of $135,000. 

9 Contractue:tl services total amount, $109 , 500, travel and 

JO expe nses is $25,500 . 

Jl I left out one other contractor. He has not signed 

l 2 but I've got his contract here , and that ' s Mr. Bill Batko. 

J3 He would come under the budge t item of State Investment 

J.1 Advisory Committee. Mr . Batko wa s r ecommended to us by Mr. 

JG Love. His contract I am no t familiar with the exact 

11; dollar number, but his total co11 tr actual services is $500 and 

J7 his travel and expenses we have budge ted for $1,500 . 

JS MR. WALDOCK: My next question is something that's 

J!I concerned me here. After taking the time to consult with 

:.!O attorneys on the exact responsibilities of the Investment 

~l Advisory Committee, my question stems as such. Since j t is 

•) •I 

:.!I 

.,. 
-·' 

one of the responsibi l i ties of the Investment Advisory 

Committee to advise t he Commissioner of Revenue and the S t ate 

of Alaska on their selections of financial consultants, and 

since these financial consulta nts primarily for the help 
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on the Permanent Fund have already been selected, can it be 

assumed that the Invest:ment Advisory Committee is not going 

to be held responsible for any incorrect advice given by 

these consultants. 

MR. WOHLFORTH: I woulq say yes, it can be assumed. 

u That's my answer, for what it's worth. 

7 MR. GALLAGHER: It was an executive prerogative. 

8 MR. EDENSO: For the information of the Committee, 

f) I'd like to attempt to respond to that. Alaska Statutes 

10 Chapter 37.10.070 Paragraph F, "The investment policy shall be 

11 formulated by the Commissioner of Revenue, who shall be 

advised by a committee appointed by the Governor but shall 

J3 contain representation from the Legislature . In forumulating 

H investment policy they shall consider maximum income and 

l5 safety as governed by the prudent man rule and the benefit 

16 to the private and public sectors of the economy in terms of 

J7 increased housing and commercial credit, stimulated business 

18 activity, increased employment , support of the market for 

Jn state and local bonds, increased public revenue, together 

~0 with the possible inflationary effect of th~ investment and 

~l (h) and (i) of this section. The Commissioner of Revenue , 

with the consent of the Committee, may ente r into contrac ts 

for services providing investment advice , custody of securitie 

:.! I and execution of transactions in or out of Alaska." 

MR. WOllLFORTll: Is there any more? 
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MR. EDENSO: That p~etty much spells out what the 

previous role of the Investment Advisory Committee was. 

However, in the expansion of the Committee to under~ake 

the task of establishing the Permanent Fund, the Governor 

as.ked that the Cornmi ttee address its elf only to the Permanent 

Ii Fund at thls point in time in its expanded state. Now, were 

7 you to begin to provide advice to the Commissioner as an 

8 expanded Committee, and I would suggest that with the new 

0 ~embers of the Committee, that may be inappropriate at 

JO · this time . 

11 MR. MOTLEY: Mr. Chairman. 

)2 MR. WOHLFOR'l1H: Yes, Commissioner. 

MR. MOTLEY: Mr. Wald ock and I have not discussed this 

J.I subject before , but I think I can understand the thrust 0f 

,:; his questions. I think, as a long-time member of this Com-

lli mittee, he would like to continue to pa rticipate in some of 

J7 the decision making processes with re0 a rd to the selection 

IH of criteria, of consultants, et al ., and I, as a fellow member 

of his Committee, l think I can under.stand what he's saying . 

:.!O I don' t h«ve a ny problem wi t h t he selections tha t 

:!I were made, and I may be reading something into it, Dennis, 

:!~ that you have n' t said, but I have no problems with t he 

:.!:I selections made. But I have taken note of his scrutiny of 

:.! 1 th e process . 

MR . W/\LDOCK: I'd like to say the same thing , and it ' s 
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not just myself; I that e~erybody on this Committee 

should have that opportunity to have that choice, and we 

3 might as well get the course of this Investment Advisory 

4 Committee aimed in the right direction . I saw this as a 

5 particular area of conflict and problems and decided to 

Ii address myself to the Committee in regards to it. 

7 MR. MOTLEY: I think one of the things, Dennis, you 

8 have to keep in mind is, as we meet on them -- and I've 

~ fallen into this spot under other circumstances so I think 

• 10 I can address it -- and that is, in the interest of getting 

11 on and trying to get things don e , sometimes we find ourselves 

12 way out in the front end of the Board , and maybe that may or 

may not have been the case in this case . But I ' ve certainly 

H heard wlw t you said and I ' ve taken note of it. 

J (j MR. WALFORTH: 'l'he final questio.n here is, I think, 

lli the real crux of wh a t I was trying to drive at here. There 

J7 is a law in effect that came in effect after the I nvestment 

-· J8 Advisory Committee had actually been in operation, and I 

" believe that law came in effect in 1972 , (I wasn 't able to J ;1 

:!U get the exact date) and that is that anybody working in an 

:! I advisory or a consultant capacity may not act as as a contra -

:!~ capacity ns an investment banker , or dealer, or accountant 

:!:I capacity due to the possibili ty of conflict of interest. 

~~ This gener~lly held in the Permane nt Fund. My ques tion is, 

:!~ wi ll this also hold true for the Permanent Fund? 
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MR. reference? 

2 MR. WALDOCK: 1972, Tony. 

3 MR. WOHLFORTH: Yes ,
11 

but what chapter? 

4 MR. WALDOCK: l nfortunately I Xeroxed enough copies 

5 to bring along for the members and left it in my office, 

!i and I' 11 have to get it back 

7 MR. WOHLFORTH: The only one I'm awar.e of is that 

s prohibition which applies to the state and local governments 

9 of having a financial advisor bid on bonds. Is there another 

•• 10 one that I'm not aware of? 

J1 MR. RHODE: No. That's what you're talking about, 

] !:? isn't it? 

)3 MR. WALr"'OR'l'H: Yes. 

H MR. RHODE: It doesn't ~pply in this situation because , 

l5 they're giving advice on general public issues. They're not 

rn structuring debt, preparing a prospectus, advising us on 

J7 any specific type of investment, nor are there any investments 

• 18 for them to deal in. 

l !l MR . WALFORTH: Mr. Rhode, couldn ' t you possibly see 

:w a conflict of interest in investment advice or a consultant 

~ I in thi s particular case because it takes in a broader area? 

~~ Couldn ' t there b e a little bit of conflict of interest if 

:!:I that individual was to struc.ture the way the Permanent Fund 

:!·I is to be run and then, in fact, turned around and be in the 

.,- other end of the operation? _,, 
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1 MR. RHODE: This matter was specifically addressed.· 

2 Every consultant, at least on my motion,, was given a copy 

~ of the relevant statute , and so in our informal opinion 

4 (we could get a written one from Legislative Counsel) , the 

5 situation clidn' t cover them. But my irnrnedia te repJ.y is this: , 

fj I'm not aware that Price Waterhouse i s even dealing in 

7 securities, and in the case of White , Weld, they're in 

8 virtual ly every type of investment that is possible , all the 

9 way from tax exempts to t axable debt. So I don ' t understand 

• JO how--any way the Fund turned out there would be some kind of 

11 
business that they might have a part in at some later point . 

I ~ 
But that would be true of any highly reputed nat ional invest-

ment banking house that we might bring before this Committee . 

H MR. WALDOCK: That ' s the exact point. I think that 

JG if they are used as consultants they, in fact, should not 

11; be involved in the other end of the opera ti on. 

J7 MR. RHODE: What other end? 

•• • 18 MR. WALDOCK: The actual use of the Funds, once 

]!I it ' s in operation. 

:!ll MR . WOHLFORTH: In other word s , you 're proposing that 

:!l their actions here up to the Legislativ(; Session would bar 

:!:! them from any advisory role in terms of the Permanent Fund 

:!:I later; is that what you're saying? 

:!·I MR. WALDOCK : Not in an advisory role, in actual 

:!~ active role. 
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1 MR. WOHLFORTH: Well, what do you · mean by active role? 

2 MR. WALDOCK: I guess I'd have to read the law again, 

3 but even probably on an advisory role . 

5 

MR. RHODE: No, it doesn't say advisory. It says if 

you're actually dealing in some kind 0f debt instrument for 

the state at the same time you're advising them, that ' s 

7 t:nlawful. But if you' re rendering advice and there's n o 

8 involvement with any k ine of financia l transaction, then 

9 you are not under the conflict of interest laws . 

JO MR. GALLAGHEil: I'~ not aware that White, Weld is 

11 involved in any issuance of any debt of any agency of the 

1 ~ state government . 

J :3 MR. RHODE: It ' s not. 

l·J. MR. WALDOCK: Well, that wasn ' t the point I was striving 

1 ~ for . I'm striving for the point of , they are a consultant 

11; at this period of time, and I'm not directing it towards 

li White , Weld or any of the other consultants; I am just making 

18 a statement and asking for a question here . For example , 

J!l an investment ad\ isory firm cannot act as a consultant, a 

~O financial consultan t and then turn around and be an under-

~ 1 writer of an issue, i.e., the bond bank that just was formed 

•)ol here in the last year. Now, that role or. law went into 

:.!:\ effect in 1972. 

:.!I My question here is , now that we've utilized the 

:.!~ talents of these consultants that we have selected or have bee 
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selected, are they going to be barred with' the . Permanent 

2 rnon:i :?s to participate in the •)perational end once those funds 

3 are in operation. 

4 MR. GALLAGHER: If we sell debts out of the Permanent 

5 Fund, is that your question? 

MR. WOHLFORTH: I think i't's to some extent hypotheti-

7 cal. Shouldn't it await t he event, if we get a Permanent 

8 Fund, if the Legislature passes the 

MR. LOVE: Mr. Chairman, I would suggest that what we 

• 10 do in this case is to ask for an Opinion by the Attorney 

Jl General on this specific question that Dennis has just asked. 

1~ He's asked a very specific question, I think a legal question, 

13 and he's asking abqut a specif i c statute, and I can't see any 

14 problem with going to the Attorney General and asking him 

15 to provide us with an authorita tive Opinion. 

] (j MR. GALLAGHER: I'm not eve n sure I understand the 

J7 question . 

• 18 MR. EDENSO: Mr. Chairman. 

rn MR. WOHLFOR'rII: Mr. Eden so . 

MR. EDENSO: Mr . Chairma n, I think that what Mr. 

~l Waldock is doing is putting the cart way in front of the hor se 

:!~ at this point in time. The structure, the natu r e of the 

~I organization, in fact the control of the Permanent Fund ha s 

:!·I not been established. We don't know whethe r or not it's going 

~~ to be an agency which is directly r e l a t e d t o the state, fal l s 
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statutes, falls. within . the 

which he's referring to, falls within those con fir. .. . The 

Permanent Fund, or the ma~agement entity which has direct 

responsibility for investing or not investing these funds, 
•' 

the ' decision making process has not been identified or 

defined. So I think his question might be very pertinent, 

7 but at this point in time it is impossible to say, or even 

8 to ask a legal Opinion on it. 

MR. WOHLFORTH: I'll have to rule, as the Chair, that 1 

10 we've exhausted the subject. If someone wants to make a 

ll motion we can d8al with , otherwise we 'll go on to another 

question. We've got a lot of things to say in here. I don't 

J3 want to cut anyboJy off, but just idle conversation on the 

H ihing wil l keep us here until 6:00 o'clock without gett.i.ng 

JG 

] (j 

is a motion ! 

I 

I 

into some of the really important items. If there 

it will be recognized. 

MR. MO'l'LEY : I would mo\e that I wo1·1d be happy to 

18 work with Mr. Waldock and anybody else whor1 you appoint to dr.:if 

J!I the question and ask the Attorney Generc-.1. '!'here may be 

:w ramifications down the stream; maybe White , Weld and the 

:!t rest of the world would like to know what their ramifications 

•H are downstream . 

MS. FLEISCHER: Second. 

:!I MR. WOHLFORTH: Second to the mo tion. Any discussion? 

:!:i J\ll those i n favor say , "Aye . " 
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(Whereupon Committee members ·said, "Aye.") 

2 MR. WOHLFORTH: Opposed . So ordered . 

MR. MOTLEY: Do you want to appoint anybody e lse , 

4 Mr . Chairman , to draft that question? 

MR. WOHLFORTH: tvell, you and Mr . Waldock work on it . 

Ii MR. MOTLEY: Anybody else that would like to wor·k 

7 on it 

MR . URION: Mr. Cha irman . 

MR. WOHLFORTH: Yes • 

• JO MR . URION: ~r . Ch~irman, before we get completely 

11 

]~ 

off of t his subject matter here, I ' d like someone to expl ain 
I 

to me this $30,000 you ~id in your budget there for Legislator ' 

1a to use how they see f it. I happen to be a Legislator. 

l ·t MR . EDENSO : Mr . Chairman, I didn't say they could 

JG use it as they saw fit. I merely pointed out that they 

lti could use it as they determined they wan tcd to use it in their 

J7 efforts in par ticipating i n the Permanent Fund . 

• l 8 MR. URION: How is it being used? 

t !I MR. EDENSO: To the best of my knowledge , it ' s being 

~l used for expense s incurred by the Legislators for matters 

:! I relating to the Permanent Fund, for telepho ne , for some travel, 

.,., etc. , and I think the people who arc di.rec tly respons ible 

:!:I for that , I would ask that they add t ~J what I have sa j d . 

MR. MALONE: Mr. Chairman. 

:.!.-. MR . WOll LPORTll: Yes, Mr . Ma lone . 
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MR. MALONE: The appropriation was made in the 

tive Branch, so what they have done is actually set aside 

$30, 000 for the Legislature to basically make proposals 

against. Now, it's the budget for that $30,000 which, for 

5 the most part, myself and Senator Kerttula have worked up. 

(j 
J im doesn't have that budget here, but if you ask him he can 

7 
get you a co.1y of j t. The primary exper.ses are staff and 

8 office expenses. 

MR . URION: It's kind of unusual to give money for 

•• JO 
Legislators to the f..xecutive Branch. What are we trying to 

Jl 
do, hide it from the taxpayers , that the Legislators spent 

12 about another $30 , 000? 

Ja MR. GALLAGHER: The intent behind that was that the 

14 Administration and the Legislat~re are cooperating in this 

15 effort . We put the money in one place just like in a tax 

]Ii study. Most of my funds for my study is put in the Legis -

J7 lature. I go with prop0sals to the Leg islature; they find 

• them worthy or they don ' t find t· hem worthy . 

1!1 MR. MALONE: Mr. Chairman. 

MR. WOllLFOR'l'H: Yes. 

MR. MALONE: One furth0r l!Ollune nL on that, Rick. 

:.!:! Probably, normally those funds would have been transferred 

:.!:I and nccoun ted for separately, but because of some l egal 

:!I confusion o n the transfer of funds, elected not to ask for 

:.!~ transfer right now. 
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.. . 

MR. RHODE : At o ne time it wa s prepared to go t o th~ 

2 Budget and Audit Committee to make the forma l transfer of 

~ the $30 , 000 , but you're familiar with thu legal posture of 

4 that Committee in regar d to transfers of appropriations. 

MR . GALLAGHER: Let's say they're prepared to receive 

fi t h e money . · 

7 MR . URI ON : I understand I ' m the sixth vote too. 

MR . WOHLFORTH: Mr. Love. 

MR. LOVE: I don ' t knm~ if the entire Committee can 

JO resolve the dispute between Rick and his colleagues, but there 

11 is something that involves the issue of consultants that I 

I:! wanted to ask Dennis. I have a concern that as we ' re going 

1:1 along a lot of the presentations today seemed to all point 

J~ in the direct ion that we ' re going to develop this development 

J~ bank, and tha t most of the advice in this meeting today I 

Jfi felt was provided and (I ho~e I'm not of the wrong impression) 

J7 that we ' ve already committed ourselves to a direction like 

l ~ 

1!I 

:!O 

:! l 

.... 

:! I 

that witho11t other alternatives a nd with0ut hearing from the 

public before we commit ourselves to tha t choice or any other 

choice . 

What I wan tccl to e xpress, at least, before this meeting 

is over that it ' s my hope that one of our very next meeting s 

will be a meeting where the public has an opportunity to 

appear be[ ore us a~d tell us what their thinking , what their 

ideas arc for the Permanent Fund, and to have some input the r e , 
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