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SERVICES OFFERED 

Investment Systems Analysis 

• Mo1itoring systems of oortfolio risk-and-return characteristics 

• Porl11lio structuring and revision systems (PRI SM) 

• On-Ii ,e and published financial data bases 

• ( .. pital markets' risk-and-return research and publications 

~ On-line investment policy simulation {PENS IM) 

• Special system design projects and analytic studies in the investments arl' ;1 

Retirement Plan Analysis 

• Long-range risk planning for pension asse• s 

• Performance monitoring and evaluation 

• Evaluation of charat.:1eristics of alternative forms of investment 

• Speci;il system design projects and ;111alytic studies for retirement plans 

Educational Endowmenr Analysis 

• Establishment of io1al-rc1Urn spending procedures 

• Investment policy simulation 

• Performance monitoring and cv.1luati11n 

LOCAT IONS 

General office~ of Wilshire Associates arc loc.ttcd .11 I 00 Wibhir c Boulcv.1nl, S.tn til Monica, Cali forni.1 9040 I 
(2 13) 1151-8728. The regional office i~ loc.11cd at I n~ M<'adow~ Ol lit.:l' l'.11" , 3140 Harhor L.111t North , 
Minneapufo, Minnc,ut,1 5544 I (612) .J.:i9·3033. 



PROFESSIONAL STAFF 

DENNIS A. TITO, PRESIDENT 

WILSHIRE ASSOCIA~ts INCORPORATED 
100 ' "JILSHIRE BOULEVARD 

SANTA MON' :.A. CALlfORNIA 90401 
PHONE (213) 451 ·8728 

Mr. Tito received a Bachelor of Science Degree from the New York Univer~i ty College of Engineering and a Master 
of Science Degree in engineering science from Rensselaer Polytechnic lnsti .ute. While at Rensselaer, Mr. Tito was 
an analytical engineer at United Aircraft Corporation. After graduating, nc was a systems analyst and senior en­
gineer at Jct Propulsion Laboratory, !ater a member of the technical staff at TRW Systems, and a consultant to 
Synergetic Sciences, Inc. Prior to found ing Wilshire Associates, he was manager of the Management Sciences De· 
partment at Jas. H. Ol iphant & Co. 

Mr. Tito also ,1ttcnded the University of California Graduate School of Management as a Ph.D. candidate in finance 
and has completed all cou rse work required for the degree. While at UCLA, he co·authorcd an article entitled "Risk· 
Return Measures of Ex-Post Portfolio Performance," which was published in the December 1969 issue of the 
Journal of Financial & Quantitative Analysis. 

LARRY CUNEO, VICE PRESIDENT 

Mr. Cuneo received a Bachelor of Science Dci~rcc in mathcmalics from California State Polytechnic College. After 
~raduation, he became a senior projer.t leader in the Management Sciences Department at Wells Fargo Bank. La1er 
he was a consultant 10 the Financi .. Analysis u~1w 1 rncn1 of Wells Fargo, developing computer-aided portfolio 
m.rn,1gcmcn1 tools and financi.11 simulalion models. 

Mr. Cuneo co-.1u1h orcd a paper on the cosl of trading stocks, which he delivered at 1hc Center for Research in 
Security Prices in May 1972. Mr. Cuneo <.lirccts the development .1clivities of Wilshire Associa1cs. 

S. RICHARD SILVERNESS, VICE PRES IDENT 

Mr. Silvernes~ received 0.11.:hclors Degrees in both bw .tnd business fin;ince ln,r~1 the University of Minnesot;i. 
While in 1hc mili1ary, he scrvi:d with the U. S. Army Finance Corps. Prior lo joining Wilshim As~ociatcs, Mr. 
Silvernl!ss w.1s a vice p1e,idc111 of the Capi lJI Management Systems Division of Piper, Jaffray & Hopwood , Inc., 
where he served .1s ,111 invc~tmcnt m~111ai;emi:nt consultant. C::ir licr he ~erved ,1s 1hc rn,111.igcr of Pension Fin.111cial 
.l\dminiw.nion i11 the T1c.1)urcr '~ Department of Gener.ii Mills, Inc. Mr. Silvcrnes~ opcr.1tes the Minn1•apolis offit.e 
ol Wil~hirc A\\Oci:ite\. 

WAYNC H. WAGNER, VICE PRESIDENT 

Mr. W.11:nc1 i' .t i,:rJ wJIC in bu~inc:.s Jdmi11i\tr:ttio11 lrom the· University of Wiscomin and 1eceived .i Ma!>ter~ Degree 
in m.111.1ge111c111 'cicncc lrnm St.1nford Universit {. ,\fter gra<.lua tion, he joinc<.J ln1ern.1 tional Bu sines!> Machines Cor· 
por.11ion in S.111 Fr.1ncb1·0 ,1\ .1 ~y!>t cm<, engineer. L.11er he was Jssnciated with Wells Fargo Bank, progressing to 
.1~~is 1.1nt vice prc,idenl in lhl' M.111.rgement Science~ Division. Most rccenlly, he w.1~ a private comull.111t in i11vc'>t· 
n1en1 m.111.1gc111e111 procedure\. 

Mr. W.1g11er h.t\ puhli,h1·d 'cwr.11 p.1pcrs un pr.1ctlc.ll Jpplications ul c.1pi1.1' rnarkd lhcory, i11cluding .111 .1r1icle in 
!he Oc1t1lwr-N11vcmllc1 1971 b'>uc of the FlnJncial naly]~C>~I cn li tll'd "The Effect of DivcrsifiCJtion on 
lfok," which W.I\ .1w.1rdcd the Gr.1ham & Dodd Scrol by the Fi11anci.Jl /\n.11y~ts r cdcr;ition. Mr. W.1g11cr dirct: IS lhc 
irtvl'\ tt11c11t ~y,1c1m com11lti11g .1c tivitic~ of Wilshire/\ ~ ;uciatc~. 



SUZANNE TITO, VICE PRESIDENT AND SECRETARY-TREASURER 

Ms. Tito is a graduate of the University of California, Riverside. After receiving her Bachelors Degree, she joined 
Broker Cashiering, Inc., where she supervised the Purchases & Sales Department. Later she served in the capacity of 
supervisor of Management Review and Performance Reporting for the Analytical Services Division of jas. H. 
Oliphant & Co. Ms. Tito is a founder of Wilshire Associates. 

KENNETH CHEN, INVESTMENT SYSTEMS CONSULT ANT 

Mr. Chen received a Bachelor of Arts Degree in business from Waseda University, Tokyo, and a Masters Degree in 
business administration from UCLA. After graduation, he became an operation research analyst at United Califor­
nia Bank. Later he was a consultant to R. C. Brown & Co., developing portfolio management information systems. 

REBECCA KELLER, PENSION FUND ANALYST 

Rebecca Keller was graduated from UCLA with ;1 R;ich ... :ors Degree in math-physical science. After working for the 
Naval Undersea Center as a mathematician-technical writer, she joined Wilshire Associates, first as a member of the 
performance measurement staff, then as a pemion fund analyst. 

MICHAEL LANCE, PENSION FUND ANALYST 

Prior 10 joining Wilshire Associates, Mr. lance was a structures engineer at Rockwell International, B-1 Division. While 
at Rockwell, he specialited in computer simulation modeling and w.1s coordinator of the Academic Advancement Pro· 
gra111. Mr. Lance received a Bachelor of Science Degree in aerusp.1ce engineering from the University of Texas at 
/\rlingtun. 

SHARON MILLER, DIRECTOR OF P\:: RFOi{MANCE ANALYSIS 

Ms. Miller received her Bachelor of .\r s Degree from the University or California, Los Angeles. Prior to joining 
Wilshire Associates, Ms. Miller w ,1s employed with J;1s. H. Oliph:int & Co., first JS a (J.tta :i1Mlyst .rnd finally as 
.1ssis1;u11 ~lll'crvisor of Client Ser ·ices for the M;111ai.:cnicnt Science~ Divi~ion. M ~ . Miller coordin:itcs lhc f>crfor· 
111:incr Me.1~urcrncnt amJ PRIST\1 sl!rvices for Wilshire /\s~ociates. 

JOAN RYOBECK, OIR ECTOR OF f>Ul3LICATIONS 

M~. Ryducck di11.:c1~ tht• puhliciltion .1c1ivi1ic\ of Wilshire Assuci.1tc). Iler background includes experience as lln 
editor, c.:upywri tcr, .md production coordiri.tlor in the .ll!rnsp.1cc indu~try, medicine, Jnd educalion;il research. 
Ms. Rydheci.. is .111 .1lumnus of the U11ivcrc,i1y ol C.diforni.1, Lo~ /\ni;cb. 

MARY SCADUTO, Pl"RFORMANCE MEASUREMENT ANALYST 

M!.. ScJduto gr.id11.11ccl rrum UCLA with i' Ollchclor of Science Degree in 1hych11l11>:y. /\ lter gr.1chr;i1io11, ~he joined 
lhc Pcrlorr11.111cc J\n:ily~is Dep,1r1111en1 of Wilshire A's11ci.11c:.. 



WILSHIRE ASSOCIATES INCORrORATED 
100 WILSHIRE BOULEVARD 

SANTA MONICA, CALIFORNIA 90401 
PHONE (213) 451 -8728 

PARTIAL LIST OF CLI ENTS 

INSTITUTIONAL INVESTORS 

Bank and Trust 

Bank of A1,,crica 
Bank of Cai fornia 
Bank of Nc\ 1 York 
The Bankers Trust Company 
Continental 11,:nois National Bank 
First National !Jank of Chicago 
First National Bank of Minneapolis 
Harri~ ·1 rust tl?.i Savings Bank 
Manuracturers Hanover Trust Company 
Marine Midl;ind O;inks 
Mellon Nallo11;1I Oank & Trust Company 
The Northern Tru~ l Company 
Pittsburgh Nalion.11 Bank 
Security P.1cific N.11ional U.tnk 
S1.11e S:rccl 13.ml.. ;incl Tru.,1 Comp.111y 
·1 cx.1s C111111111:1 cc l3Jnl.. 
Well' Far>;n Ua11I.. 
\Vilmini.:ton I 1 u,1 Comp.111y 

lnvcst111e11l Counsel & F1111d Mana~Cllll' llt 

Alliance C.1pi1.tl M.111:1~cmcn 1 Corpor.1tio11 
Uakcr, Weeks .~ Company, Inc. 
UEA A~'nci.11c,, I 11c. 
C;111.wc'>I 1 luu~c Li111i1ccl 
Ch.1'c I tlVl'\lot' M.111.11:e111c11t Cnrpor.11 i1>n 
Cumpuf 1111d M.111.ri:cmcr\I Ce1rnp.111y 
Lionel D. Edie & Ce1mp.111y, Inc. 
l.111.low111c11i M:rn.11:1·mcn1 .~ Rc\c.11 cit I 111 .. or por .ttl'd 
FMR l1:v1·,trnc11t M.1n.11:l·111c111 Sc1v1c1·, lnr. 
r llllth, : llC. 

IOS Advi,01 y Cor pnr ,1 1 ion 
Keystone C11,iocli.111 h111c1', 1 nc. 
N.11 io11.1I I 11Vc\t 111c11t ~.crvicc., ol A111l•ric.1, I 111... 
Newlon .~ Co111p.111y 
Pcnm.11 I.. lm•c,1111e11h, ltll,. 
·1. Rowe 1'1 iLc .111cl /\\\lld.11c~. I 111... 
fl 1c Pu 111.1111 M.111.1 i:cmc111 Ce1n1p.111y, I 1H:. 
Swdd1•1, :-ill·wn' ,rv Cl.11 I.. 
I humclil-l', 1)111.111, l'.1i1w .~ Lewi' 

lnrnrancc 

lnl111 11, t1Wll.. Mu111.il Lill· l11,11r.1nt.:1· C@1p.1 11y 
I Ill· 1'111,lrr11i.tl lm111.111cc C11mp.111y ul A111eril:.1 
I Ill' I 1.1·1cli•1' I ll\ur.111t.l' C11111p.111y 

RETIREMENT PLANS 

Corporate 

Allis-Chalmers Financial Corporation 
Americ,111 Motors Corporation 
Cooper I ndustrics, Inc. 
De Laval Turbine, Inc. 
EvJns Products Cornp;111y 
The General Tire & Rubber CompJny 
Illinois Bell Telephone Company 
Minnc,ota Mining & M:rnufacturing Cump.111y 
Tlw Mead Corporation 
New York Telephone Comp.rny 
Owcn,·Cnr ning r: ibcri;las Corpor.11 iun 
The Pill sbury Cl)ntp.my 
Public Service Comp.my of Color.ulo 
S.1g.1 Corporal ion 
S;umonitc Cur por.111on 
Shell Oil Lu111p.111y 
Squ.trc I) Comp.my 
S1.111d.1rd Oil C1u11p.111y (lndi.111.1) 
Unill'd tvkrd1.111t' .~ M.1111ll ,1t t1rr cr,, lt1L 
W.1ll.1l1' lh1, i11l'" I or""• Inc. 
W.1,hi11i:1n11 C.1~ Li1\lrt C•)mp.111y 
Whitl' Mn tor C1ir11t11 .11in11 
Whitt.1~1·1 C:orpw.11i1111 
\Vi ,t.:e111,i11 I lcllri1 l'\l\Vl'I Co111p.111y 

Jointly l ru~tccd 

<:.11 pcnl t'I' Pc11,i1111 I 11"1 1111 "iutllhl·111 
C.1lilo111i.1 

M11ti11n Pit.:tlrrl· l1Hlt1,11y l1c11,i1J11 l'l .111 
St111llH·1t1 C:.1lil 11111i.1 Nh-.11 C11tll: 1~ .11111 

I ow I l.111ploy1·1' Council 
So11ll1m1 l:.11ilor 11i.1 Rc1.1il Cl.1rl..' .md 

I 11od l.111ploy1·" C•H111cil 

l'uhlit 

Arr •011. !>t.111· Rcti1cmc11t Sy, ll•111 
lk11v1·1 l.mpluycc' lfr1ir1·m1·111 l'l.111 
~t.1k 1>1 On·Ko11 

t:NDOWMLN'l S ANU I OUN!)/\ l IONS 

I ltt• Co1111111111 I 111111 
'I Ill' I 111d I 111111d.11i1111 
l'lw 11.irv.ud M.111.1~!l'l11l:111 Co1111>.111y 

S1.1111lll d U11ivl•1,i1y 



WILSHIR[ ASSOCIAT£.S INCORPORATED 
100 WILSHIRE BOULEVARD 

SANrA MONICA. CALlfORNIA 9040 1 
PHONE ( 213) 45 1 ·871.8 

Wilshire Associates, Inc., provide~ consulting services and investment management analyses for pension 
and endowment trusts and for managers of trust portfolios. The basic services offered arc: 

POLICY CONSUL TING AND SIMULATION 

This unique service allows pension system officers and their portfolio managers to examine the effect 
of alternative investment policy on average funding levels and extreme funding levels which may be 
associated with more aggressive investment policies. This service includes consideration of: 

• The projected future liability and payout growth 
• The calculation of the fund's assigned asset value 
• The calculation of the annual funding requirement 
• Special procedu res which may have been adopted or arc under con­

sideration to moderate the dfccts of instability of the fund's assets 
wht.11 valued at market 

PORTFOLIO MANAGEMENT ANALYSIS 

This service permits the 1.l\vners and man.1gers of portfolios to assess portfolio siructurc agai nst the 
i11vcs1111c11t policy, and assc~s the impact of succe~sive portfolio ch.mgc~ on the portfolio return, 
n1.1rket sensitivity .rnd divcrsiric.1tion. 

Structure and Design 

c.i M.trkct \cnsitivity 
• Divcrsific.1tio11 
• Prnjcw:d por t folio rc111rns i,:ivcn .15'lm1cd future 111111 J..ct l evel~ 

.md :Mlllllcd levels of 'ccuri ty 
• U11dcrv·1li1.ttil)n 
• l111p.1ct of no11·1.i:irkct f.tctor' on cxpcctctl Pl>rtfol hi 1c111rn~ 

Marl.ct Tl mini; .md Sccun, y Selection 

• l11crcn1Cnl.1I rclllm due to ,h ift ~ in portfolio vol,1t ilily po~ tll l'l' 

• I ncrc111cnt11I r ctu 111 tlue to ~ 1ll'ci fic )CCttri ti e~ ~elec ted 

• An.1ly)i'> uf !>.tic~ lbt .ind pur c lt. 1sc~ lbl 

PERFORMANCE MCASUR EMENT AND COMPA RISON 

• Inter 11.11 .ind timc·wcigltll'd r.1tc ol return 
• Vul.1ti lity lti\tury 
• C111np.11 i\rnl with othc1 profc)~io11.1 lly 111.111,t~cd lu11d\ 

SECURITI ES RESEARCll EVALUATI ON 

• Rbl..-.1dju)tl'tl .111.tly,is of )Ccuri1 ics rc,c.1rclt 
• C11111p.1ri,1111 of intcm.1lly .ind c:..1crn.1lly ~cncr.11ctl \ccuri til-' .111.tly'i' 

FINANCIAL UA 1 A IJASES 

• l li, 1oric.1l 1ct11rn' 011 )l'Clllitic'011 .1w1·c ~ly,111011 thly 1 qu.1111•il y .uuf .1111111,11 h.hb 
• I li, tory ol ,. :wil y lll'l.1 crn· I fici1:11t' .md ,1'\0t:i.111•d , 1,1ti, liL' 
• I fi )ttHy ol ri ~l..- .1dju~ tcd )Cc;uri ty 1etu1m {hbioric .11 ''.1lplt.1,") 
• I li'1cn y of 111ut11.1I fu nd tot.ti rcturm, bct.1 lt•veb .rnd .1lph.1\ 
• I !" tor y ol .11 ljmtl0d (U.1yni.111 v.11 i.111cc weigh ted) hct.t cocff icicn tc. 
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WILSHIRE ASSOCIATES INCORPORATED 

100 WILSHIRE BOULEVARD 
SANTA MONICA. CALIFORNIA 90401 

PHONE(213) 451 -3728 

INVF.STMENT SYSTEMS CONSULTING 

"PUTTING YOUR IDEAS INTO ACTION " 

·"' 

Wilshire Associates provides investment systems consulting services to iilvestment management organizations, corporate 
pension funds, and educational endowments. Recent systems consulting clients include The Northern Trust Bank, Shell 
Oil, The Common Fund, Continental Illinois Bank, and Harris Trust. 

The Wilshire systems consultants work closely with the client to develop the application in accordance with his needs and 
desires. The experience of Wilshire consultants results in an effective, easy-to-use apj)lication that is relevant to the client 
and his particular situation. 

The j)articipation of Wilshire consullanl5 varies with the nature of the specific project being undertaken. Activities per· 
farmed in previous projects include: 

• Decision dSsist;i11ce and 1 ecommendations 

• System dcsii::n .md specific.Ilion 

• Programming and implementation 

• Prcraration or execu tive guides .111<1 operator m:rnuals 

• Preparation of dicnt materials 

Wil~h ire consultants often cunrdin11tc wi th in-house systems staff or Lhird-j)arty ~y'>t cm developers. 

Whenever possible, rroicc l ~ arc bid on the basis of ;1 writt.cn propos.11, to be completed within .1 specific Lime frame 
.11 .1 fixed price. Where prujrt.:t guab ;ire not wcll lt1rn1ulated ;ind a I i'<cd bid c:11111ot be 1~ivc11, we rccomnwnd a preliminary 
.1n.1ly.,is to t.lcline the rroblcm and delinc.ttt poll'nlial solu tiom. 

S<>me ill the recent prokct~ u111Jcr1.1l..e11 .uc: 

• A 'Y~ l c111 tk'iign .tilt.I prcp;ir.1tio11 of mer .111d cli1:11t m.11eri.1b 101 .1 t111 .. 1 i11vc.,t111cnl 
pal or111.111c1· llll .. 1sure111en t sysll'lll for the M.HHI l.1c1t11 cf\ Hanovl'r T r11~t Comp.my. 

• I he clc~ign .mu dcvclop111c11t ul .1 pcrfur111.111cc 111c.1~urc•111 c111 '>Y\tt•rn lw (;c1wr.1I Tire 
Si Ruhl>cr Comp.my. 

• /\11 l'v,t111.1ti1111 ol portfolio .1crnu11tin!; 1cquirc111c111\ lor N.11i11n,1I lnve.,1111c111 Sc1vic1·~. 
M ilw.1111..ct•. 

• I Ire devclop111c111 .1111.J imt.1ll.11iu11 111 .1 1111 .. 1 i11ve~tmc111 .1c.cou111 pwlilc .,y.,rem 1111 the 
l'ill 'ibt11 ~:h N.1tion,1I B.mk. 



PENSION 
WORLD 

Models of Behavior? 

Using Simulation 
To Chart the ~lay 

A clear and detailed wriucn state ­
ment of investment objectives 

appears to be a si111• qua 11011 given 
the fiduciury relationship between a 
pension fund sponsor and its invest­
ment manager. I nvcstrm:m experi­
ence in 1973-74 brought into sharp 
focu:; this vital function n1ostly. tn 
enable the plan administrator or 
trustees tn ascertain what happened 
and where they were going. The 
lc:-.sons learned in expanding co111-
11n1nir·1t ions between pl'llsion ticl11 -
ch1 ries on ~ubjcc ts such as risk and 
divL·r:.ilication we re valuable 
~ tandi ng alone but should al:;o be 
rnn~iden:d good practice for what 
appear!\ tn be a fundamental 
n·quire111e11t of the Pension Reform 
t\Ct. 

Dm·~ this experience suggest. in 
the !\e n~e of .. practice makes per­
kct." that the process of se tting in · 
vc~tmcnt objectives is clear, uni ­
furm and easy tn accomplish'! You 
know belier. The simulation of 

St-:l1TEM UER 1975 

By Frank C. Mclaughlin 

liabilities with the aid of computers, 
as well as the simulation of the im­
pact of alternative investment 
policies on plan assets, is one area 
of developing methodology in ob­
jective setting which is a good ex­
ample of the thoroughness that thi s 
process requires if the probable 
requirements of a prude nt fiduciary 
arc to be met - both by the trust­
ees of a pension plan and the 
portfo lio manager. 

The design and implementation 
of 'iuitablc investment objectives 
anti th i.: choici.: of the actuarial basis 
arc cruci al to a pension plan's finan ­
cial health. Too often actuarial 
decisions arc made wi thout concern 
for the pension fund 's investment 
program i~nd its implications; the 

Fra11J.. Md,i1t1J:frli11. CF A. fa 11 via prt•s· 
itl1·11r 1~!' Tf111r111/f,J.. 1" D11r111'. 1'111111· ~('. 

/.1• 11 • i.~. 1111 i111•t•s11111•111 1·m11u1•1/11J: firm in 
811sr1111. lli.r 11 rtlt'/1• i.~ 111/11pl1•tl from tfw 
S/•l'1Tlr lr l' i/,./i1•cr1·1/ 111 l'/111'.v N1•w )'orJ.. 
Ct11if('r1•1w1• 1111 l:"11111/11y1·1• llc'11f'fit,f . 

reverse error also occurs. Making a 
better selection among today's alter· 
natives in either :1rea requires an 
understanding of the possible future 
conscqut..1..:es of those decisions. 

To assist our clients in this 
cliflicult but vital arcu, we have 
exploretl the use of pension fund fi­
nancial planning models to deter­
mine which alternative investment 
policies wil l be most responsive to 
the characteri stics of their plans; as 
well as those of their workforce, 
their labor costs. und their entire 
business - that is, their investment 
needs. These models simulate the 
future impact of investment per­
fo rmance on a pension fund. They 
permit a plan sponsor to test alter· 
nati ve investment assumptions on 
paper before deciding what their in­
vestment objectives should be and 
how assets should be deployed to 
meet plan requirements. 

Planning models also examine the 
relationships between a proposed 

15 



investment po!i:::y and s~veral im· 
portant ingredients of the plan's ac­
tuarial basis, such as the investment •.ioo1----1r----+----+----1----1---+----1----1--·-1--...;.i 

return assumption and the asset val­
uation method. The models simulate 

'2 
1,000 -~-

a dynamic capital market environ- >,uo 

ment - the real world in which 
capital values go up and down in 
response to interest rates, inflation 
trends, investor psychology, and 
other business and economic forces. 

~ 
2.210 _!--+---+---+----i---+---t-..,------t---1----t 

The presence of this new dimen­
sion distinguishes these models from 1.ioo1----1---+----+----1----.,.~.,,,,..c.'--1---+---+---1---1 
usual actuarial projections of pen­
sion funds, which typically assume a 
uniform aunu.::l growth of a plan's 
assets. Whi le these models will un­
doubtedly undergo continued re­
finements, they fulfill a critical need 
in the pension planning process. 

11.lKI 

1{1S 1/10 '"' 1/90 11'1 

Dynamic dimension: Start with the 'real world' . • . What do these models show and 
what is necessary in the way of 
input to perform the ~ :mulations'! A 100 .--------------------- ----------. 
determination of plan liabilities is 
critical to the planning model. •• 
Without a realistic projection of the 
needs, it is obviously impossible to 

"' choose an investment policy which 
may best meet them. Eith'!r the 
census data provided by the plan •o 

sponsor to his actuary or a model 
best approximating the present and 
anticipated company profile can be 20 

used to srnrt the projection process. 
The data from the latest actuarial 
report is necessary to construct a 
model. Whi le the latter method is 
not precise by defini tion, it has the ·J<I 

advantage of much lower cost and 

2. 

:U,1 ... I It. • 
U.< ... .. ~ 
~· '" •I.I 

•4.1 

DISTRIOUTION OF ONE·YEAR RETURNS 

61.J 
90Lh. Pcte.tnlile 

0 ,, 

Ill 
U .4 7'111 Prrttnlllt 

lO I 
11.l ,.,, 

?Oil 

101 U .4 ,, ..• SOI., f't,ctntlle 

•0,1 
• 2,1 

·U .... ... 25th fltf(..tnl ilt 

.u.o 
• 11. ) 

• J1 I 101h Pt1c .. nlllt 

will probably be used more .60 ------------------------------' 

frequently, at least initially, as thi s 
10~--------------------------~ 

type of study becomes more widely 
accepted. 

The determi nants of liability ,, 
must be assumed. These include 
facto rs such as the expected growth 
rate of active and retired partici- '0 

pants and raise n series of questions 
such ns: What is the anticipated 11 

male to female hiring ratio'? What 
growth in the wage base is antici­
pated to cover expected innation'! 10 

What real wage increases an: ex· 
pccted? What arc the assumptions 
for mortality, separation, and re­
tirement'! Last ly, what is the ac­
tuarially assumed rate of interest'. 
The assumptions for salaries 10 lie 

3. 
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hired al various age groups can be 
derived from the census tlata or 
from a mode I. 

By computer simulation this data 
can he prngrcsseJ th rough time 
periods up to 20 year~ or more to 
ascertain the anticipated growth 
paucrns for plan partidpants. both 
active and retired. by number and 
age. Wagl' aml hencfit trcndl> can 
likewise be simu la ted. l'hcsc factors 
arc then combined ltl prnv1<.h: a 
composite of' liability trends as 
shown hy <'hart I, devdnpcd in an 
1u.: t11 al ensl' :-tudy. 

Cnpit:tl market ass11111pti11ns must 
aiso lie 111adl·. I hc:-c iru:lude a dis­
tribution of annual eq uity and fixed 
incontl' markl'I re tu rn-' nvcr varinu ... 
1i111e prein<"- I hl' anticipated 
average return fm111 ca ... h c411iva­
k111s 11111 ... 1 lw asi.:er tainl·d to detcr-
111 i11l' l'i1111rc returns lro111 f'l~.\e rvcs. 

Thl' 1111pac1 111' :1111icipa ll'd i111la1 io11 
!'all'' 1111 ret urn-' is ab11 i111p111·tant. It 
i-' vita l that the s;1mc inll:lli1m rail' 
:t.\'llnlJHlt)ll i' :tpplil'll Ill hnt h 
li:ihilitil'' ,11 , I n·turn .... It ha-' hcen 
tlllr 1'\ lll'rl1'n C that. Ill lll:ln)' C:t.\1.'S, 
th1' rcq1111e1 11.:111 ha-' not hecn 
:1dh1·1cd to. C '0111bin in~ th1.·sc 
pr1~1cc t 11111-' ul liahill111.·' :111d ex­
pt'l' tcd invc:-1n1 :111 rclllrn' all11W-' the 
pla11 ' Pn":-.or 111 ..,j 11111l;11 1: his :rnnual 
h111di11g co.;t..,. These distrih111i o11s 
arc :-hnwn hy perccnti fl• ranges 111 

:t\Cl'rt:l lll the lllOSt lil.cly t:aM:. 

C )nl'c tlm infon11at1011 1:- titted 

into the model, alternative invest­
ment policies can be simulated to 
detP.rmine median and extreme.rates 
of return over various time periods 
- or::, five, ten, and 20 years. 
While the mix of investment 
policies to be used has to be 
sdectcd on a judgmentaJ. basis in 
each case, the objective categories 
listed in Table I show the charac­
teristics of one set which can be 
used for this purpose. 

the capital market assumptions 
utilized. 

A distribution of pension plan 
total market values, based on the 
foregoing return input, is then 
simulated to determine if extreme 
expected ranges fall within the 
projected total liability and plan 
termination liability at given points 
in the future. Charts 4 and 5 are 
used with these liability projections 
to determine potential future com-

Table I: lnvesbneni Characteristics Of 
Alternative lnvcsbncnt Policies 

Balance(%) Portfolio 

Bomls Expected Risk 
Or Vola- Divcrsi- Total (Std. Current 

Objective Stocks Cash tility lication lt"fl ) Return Dev.)(%) Yield i%) 

Fixed I ncomc 100 .3 
Income 50 50 .5 
Conservative 75 25 .7 
Growth & I ncom~ 90 10 .95 
Growth 90 10 1.10 
Aggressive Growth 95 5 1.25 

A distribution of investment re­
turns is derived by applying the in ­
vestment policies used to a capital 
market analysis. Results arc 
grouped by percentile to reduce the 
simulation output to information 
upon which decisions can be made. 
That is. what is the most likely ex­
pected rctu rn and the extreme 
ranges from the bouom l 0th per­
centile to th t.! lllp 10th percentile'! A 
samrlt.! is tkpicted in Charts 2 and 
'.\ . The vuluc of these projecti ons. of 
rnur:-c. dcpcntls on the validity of 

4.0 7.4 4.4 
60 6.7 10.8 4.5 
90 8.1 I 5.1 4.6 
96 8.9 20.0 4.8 
96 10.3 25.3 5.S 
80 12.2 33.5 :to 

pliancc with ERISA's requirements. 
The distribution of excess of total 

liability over assets at given future 
tlates, which can in tluc course 
approach zero, are also determined. 
This is projected in Chart 6 fo r ten 
years in the example used. 

Assets and liabilities arc then 
compared for each of the invest­
ment polieit.!s simulated to deter­
mine where the median asset values 
nnc.J liabilities will fall . Tak ing 
another step. expected actuarial 
earnings as n percent of a111111ul tolltl 
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cost ·are for each invest­
ment policy to arrivr at projected 
annual pension expense. This is 
displayed in Chart 7 for a ten year 
period. 

The need for and use of this data 
may be difficult 10 envision without 
ref ct ring to an entire actual case 
study. Its importance can be 
highlighted by considering some of 
the questions which the process is 
designed to help answer. These are: 

I. What mix of assets represents 
the optimal combination in terms of 
an adequate total investment return 
and acceptable volatility'? 

2. What spread between antici­
putc<l bond and stock returns is 
required to justify equity or fixed in­
come media selection'! 

3. C'an a pension plan afford to 
reject the historically high rate of 
return currently availabh: on bond 
ill\ l'Stmcms'.' 

.t. What is the flint.J ing goal'.' 
I low rapidly should he ~ponsor 

reach ii'! 
5. What is the relations hip be­

tween investment rate of return, 
level of benefi ts, and contributions'.' 

6. What is the actuarial policy'! 
ls it consistent with their other ac­
counting and financial practices'! 

7. What arc rcalistk cxpccta ­
tinns fo r investment returns on 
bonds and stncks over the next ten 
( nr 20) years'! 

8. Whal invest 111en1 l'l'lllrn goals 
arc appropriate for a pension plan'! 
For each of lhc i nvcst nae 111 n1a 11ag­
e r~? Fnr fixed incn111e·.1 Fur equity'! 

9. b it prnctu:al tn ex pect i11veM· 
111ent cm111~dors II > make 111ajc1r 
,111lh in portfolio ~ t ructurc in antic · 
ipation ur -. tock market l:Yde'> and 
inte re~t rate trend:-? 

10. \\'hat monitoring prcicedure'> 
arc 1110~1 effecti ve rm a ..... uring that 
i11 ve~1 111ent nhject ive' arc being 
prudently p11r,11cd".1 

We hdicv1: that th e.: llSl nf pell · 
~ion planning 111mkb 111:a!..c-. thl' 
procc~S or M.:lccting all tllVl!~llllen( 
policy more ratitinal. It \ ha-.ic pur· 
po~c i~ to help cmurc that the poli · 
cy cl:psen is ~ui1ablc Ill the future 
need!> or the plan and it enhance~ 
the llloni1oring proce'~ ll> a'iCl'rlain 
1f they arc being pur~u cd. It may 
abo be a requirement of pruc.Jcncc . • 
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Diversification: 
old and new 
A little diversificatio11 goes a long way, but not nearly far enough. 
The differences cn11 swamp you. 

James H. Lorie 

B cforo tlw dc•\•d<>pmenl of the nl<>dern 
tlwn ry of i11vt•slml•nt , irWL'Stors rl'lil•d lll1 L'illll'r of two 
hornilh·~ fo r guid,1nCL' in diwrsif~ inh thl'ir porttolius. 
Tlw fir-;t homily i ~ . "Don' t put .111 of your q.;i.;s i11 om• 
b.1~kl'l." Tlw -.1•(1111d b, " Put .111 11f y11 111· 1•gh~ i11 111w 
lw;kl'l .1nd \\',1td1 it c.1rd11lh·.'' Tlw h11111ilil'!- ~llffL•r 

I r11111 11lwiou!'> ddkko ncil'"· 111d 11d i11g but 1111t !im ill'd t(l 
tlw 1.11.: t~ th,1t tlwy .ir1• 1·1111tr.1dit"1111Y .md h.w1• 1111 pr1•­
ci-.l• 111wr.1tio11.1I nw.111111µ. l'hi!'> .1rt11·k· bril'fh· d1-.nr-.-.1•-.. 
tl11.·~1· .md Ptlll'r .;h11rk11111i11g-. ,,.., Wl'll .i... • • 11 gn .. 1t1·r 
h·11µth . till' .1dv.111to1g1•-. 11t tlw µ11id.1111·1· 111h1•1fioriwd 
fr11111 thl' n111lll0 rn tlw1>rv l)f i11v1·-.11m·11 l. 

l"lll· ll 0~11Lll s 
·11 w lrr<.t h111nil r i11111l11·-. lh1· \\'i-.1h11n 111 div1·1 

:.i111.1ti11n, .i p11lit \' whith I!'> pr l1li.1bh lhv 111l1-. t 1111-
p111lo111I pr.11' li1.il i111plic.1tii111 111 1111• 11111d1·rn lh1·11n• 
1•1 invl·Stnwnt . ThL· ~1111rtc111ni 11g 111 t!w h11mil v I!'> nnt 
th.it it i111plil·~ .1 t1111lish p11li1 v. h•tl th.it it prn\'id1•!'> 1111 
-..1·11-. ihh• guid1• t11 it -. i111ph•11w11t.1ti1111 . 

rill' 11111-.t 1111111111111 rul1• 11( th11111 h prv"'·rih1•-. 
111.1\111111111 p1 •r11·1H.1g1· ft1111!11il111l'11b 111 llw .;1·1 uriti1 •-.. 
111 i11div1d11.1I f1n11 -. .rnd iml11-..tri1·-. hut h·ll!i 11.., 11111hi11g 
.1h1111t tlw d1'11111ti111111f .111 i11d1r-.t1v . l'1·rh.1p , tlw 11111.., t 
1·111111111111 lllol\1111.l .m· lll'Y.1 f11r .111 111dtr-.lr\' .111d !)% f11r 
lilt' !'>l'1'urili1•.., 11f .111\' prit-1•. I\ 11.1rrnw d1•f11111i1111 111 .111 
industry w1111ld p1·rn111 gre.1l r11111·t·11tr.1ti1111 ( It-~-. 

diwr~ifi1,1ti11n) th.111 .1 b111,1d1·r d1•l1111ti1111. Fur 1•,,1111-
plv, it fi r111 -. 1Vl11d1 111.111ut.11'1ur1• 1111·11 ·~ .1pp.1rd, 
\\'11nw11' -. .1pp.1 rl'I . . ind dlildn·n·-. .1pp.u1·I \\'1•11• 
t"111hidered p.HI ul .1 -.i 11gl1• indu!ilr\'. 1111ly Ill% of .1 
pmtfulin n1uld bv i11v1•:- tl·d in tlwi r -.111d, -. . I( tlw firm!'> 
w1·n· 1·1111-..idL·1vd 111 lw thrL'L' difflorl'll t i11d11-..tri1" .. , :10% 
n111ld lw i11v1•s h•d . 'l'h11l'L' is 1111tlw11n:tk,1I11n·111piric.1I 
111 ~ t ilir.1tio 11 for tlw fJotrtirul.1r 111:ixi111 .1 ..;1•l1·1'll'd . N11 
llllL' h.1s l.'Vl'r b1•1•11 .1hl1• to dl'11.•n11 i1w th.1t li111its uf S% 

in,, firm :ind 10% in an irdustry art' superior to highl•r 
11r lo\\'l'I' limih. 

I\ llll•fl' iund.HnL•nlal ro mploinl is !hill 
diVl'rsificilti1111 by convt• ntinnol i11dustriill c.1teg11ries 
nMv 111 11 lw .111 dfide11I wav to .Khkve I he rl.'d uction in 
ri.;k which j., l lw purp1>Sl.' of diVL' rsific.1tion . Fnr lht• 
purp11..,1• 11f n·d 11d11g risk, the i111purt.1nl thin~ i~ th" 
fi 11.1111. i. ii 1 h.1 r.1l'll'ri!'>I i1·.; 11( t Ill' ~L'(lf ri t il'S - - P" rt k11 l.i rl y 
tlwir v11l.1tilitr .111d lhl' slrl•ngth 11( tlwir IL•ndl.'111:k•s tt1 
11111v1• i11 ~lt·p \\'ilh llw 111.1rkl'I - rothL•r tlrnn tlw 
L.11,1r.11·11' ris t r t·~< 11 1 lw ~111 ids or s1 · rvicl'~ which I he Ii rrns 
..,1• 11 . Tlll'rt' .in· dr.11n.1tk diff" rL'lll"l'!'> 111 llw fi11,111L"i.il 
d1.1r.ll"ll'ri~li1 · -. llf !il'rt1rilil'S 11( firms in !ht: Sil l11L' imlus­
tn·, 111 -. u111, tlw h1111iily 1 • ,prL'S!'>l'~ .1 sensible Vil'\'' h11t 
11ffl'r~ lillh· hl'lp 111 .1d1i1•vi11g dfi1w11 t di\'l'rsilK.1litrn . 

l'ht• "l'l'llrhl lwmil\' is 1•w11 ll•ss lll'lp(ul. l111plkit 
i!i tilt• id1·.i th.11 :-vri1111 :- ~t11dv 111 i11d1v11!11,1I .1 i;.; l'ts is 
Ii n. 11wio1 II\' 11 '\ ' " 1rdi11g. F11ru~i 11 g 1111 flow1 • r .1s..,l· l-. r 11.1 k1 •s 
!'>•·ri1111!'> ... tudv p11-.-: iblt·. lh· ~1·1 ·1111d lu1111ilv, '1k1· tlw 

lir-..t , ·'flfl'"''"' ht 111,1f..1· -.1·1h1' It b\' !-> ltrd y 11r ·'"" 11llwr 
llll'olll "' ·'" i11v1•-.1t1r .wquia·~ "'l'l'ri.rl f..llo\\'ll'dg1• .1b11ut .1 
-.1·1·11rit\' 111· gr11up 111 '·l·ruri li1 •-., n1111·1·11t r.1li11g 111 i11 -
\'1·-.tnw11t Ill -.i·rurili1 ~ -.t111uld 1111rm.il lv to llow. nw 
-..1•r1md h1111111\ . lll..1• liw ltr..t . pruvidt'!'> 1111 pn·1 i-.q~uidt• 
h>.1rth111.111d h.i-.. 1111t 1•\'t•11g1·nL·r.lll'd pl.w~ibk· rull·-.nt 
11111111'1. /\11nlh1·r diff1lt1ll v j.., th.1t tlw h11mili1•-. ~ugg1•-. t 

tlw \\'1~d11111 11t 1·111itr.1ry pnlil'iL':->. 

" lllSC 0\'l llY" 01· 1::""·1\ Vl:llSION 

/\lthuugh d.1t111g till' hq~i1111i11g nf .1111111purt.111l 
i1llt•l kdu,1I d1'\'l'h1prn1•111 i11 .my l1t •ld is ~tlllll'wh.11 .ir­
bil r.irv , 11111~ 1 -.lmlt-nh of 11wt·~l ine11 I would prob.lb! v 
.1gn•1• th.11 tlw lh1wL·ri11g of lht• mnd1•rn llwory lwg.rn 
wi th th1• publi1-.1 ti1111 of 11.nry M.irkowil:t.' wurf.. 1111 

porlf11li11 s1·l1·1·tiu11 in l1J52. Tlw the111y is unusu;illy 
:-..11btving, buth bL·1'.H1:-1' it has bt:ell l'X lt•nsivl'ly IL·SIL'd 

This uticlc originally appeared in the Winter 1975 issoc.i of the Journal of Portfo lio Man.igcmcnt. 
Our ~pccia l thanks to Institutional Investor Systc1 - ~. Inc., for reprint permission . 
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and confirmed with the abundant hard data from the 
real world of security prices and returns, and because 
it provides precise guides fo r investing. 

Many fruitful insights stem from pondering the 
m(!aning of the obvious and overlooked. Newton had 
his apple, nnd Markowitz had the almost universal 
practice of diversification by investors. Markowitz 
concluded that diversification meant that investors do 
not try to maximize returns. If they did, they would 
put .1 11 of their money in the one security which hnd 
the greatest promise. Diversification implied a con­
cern about risk as well as expected returns. From that 
simple and vi rtually indisputable fact, Markowitz de­
veloped a theory and a techniCJUe fo r identifying the 
portf nl io of risky assets which maximized expected re­
turn ill rach level of risk. His work led to further effort· 
on the mensurcment •f risk nnd the relationship be­
tween risk and rntes t return . More will be s11 id on 
these subjects Inter. 

THE RANDOM WALK: A COMPLEM ENT 

P.1rillleling tlw wnrl.. Lm risk ,1nd return \\'ii~ ViH­

it••I .md ingL•nious s:udy of till' process by which St:'­

curity pricl.'S itdjus t to new infnm1iltinn .ind ch.1nged 
PL'lTcptions 11f v.ilue. This ori~in.Jlly led tu the pro­
vnc.1tiVL' cnnclusi1m that pricL'!'> tlf cnmmun -;hicks fol ­
Im" i1 "r;111dom witlk." The ll1L't1ning of this w11rJ.., 
whk·h \\1,1-; hl'1W1\1lly mbundvr!>tood, w.1s IL•!»s prn· 
vo1-.1tiw .rnd up~l'lting th.u1 the phr1\SL' bv which it 
Wi1s id1•nti(iL•d. Tlw porul.11' misrnnceptinn w,1s th.it 
tlw work indk.1tt>d th.11 stew!-. prit't•:; wen• dL1 tL• 1rn11wd 
hy, or ,1t h•,1sl th,\l d1.111gt'!'> in sloLI-. prk1·s \\'l'rl' dt·­
tl•n11i1wd hy, 11 s1.•n!-11h•ss, r.llldom pnKt•ss . 111 i.Kt, it 
indknlt•d lllt'n.'ly th.it study of till' histmir.11 Sl'tflh'lll'l' 
(If stock prin·s did not hold tlw SL'rrl'I nl grl'.1t \\'L'.1 llh 
- o: m111·t· 11wdl·stlv that ~urh stud 1dol'S1H1t prmlun· 
.1bnMm.1lly high 1·Pturns. 

Sub-;t'lJllL'lll " 'tirh. 11n 1· f 1.1ni.;L·~ in 1.;turh. prkl'S 
prodULL'd turtlwr u11d1 ·r~t.1nding .rnd .1 di.1ni;t• in tlw 
tk~L riptiVL' phr.'"L' u~t·d 111 dL0!'lign.11L· tlw w11rl-.. Tlw 
" r.1nd11m w.111-." tlw11rv •v11lv1•d intti thL· "d(icit•nt 
m.irl..l'l" t lw11ry. Tlw rhilni.;L' in n.1111L' n.fkct" ,1 d1.1ng1• 
in u11tll·r-.1.rndi11g . WlwrLw .. tlw L'.lrl iL•r 11.1111L' imlic.1tL•d 
nwrdv .1 ~1.1ti-.th .11 f11rt , n,111wly, tlw i11d1•pl'nd1•nn• 11f 
!»lllTl'""iv1• cha11g1•-; in prin•s 11f n 111111\1 lll stocks, .111d ell\ 

;mport.1111 c1111rl11 ~i11n .1 b1111t tlw v.1lu1• ol mu~t 

(1wrh11p!» .111) lt•ch111r.1l 1HMlysb, tlw lilth'r 111111\L' i11dl­
t\1h'd th.it prkl'~ rL·.1l'I w ry r.1pidly .1ml in .111 unbi,,1s1·d 
w.1y tu Ill'\\' int11nnnti11n. Thi-. ,)djustnw11t is prt·ci pi-
1.1t1·d bv till' 1tnfL•11l ,ll\d rl'L'Mlll11lbly ClllllJ1l'tl'l)t l'f(orl~ 
11f !•L'Cl1l'il\' ,11,,11v~ ts .rnd .l~ :-.l'l m.in.1gl• ts to J..1•1•p in­
formed .1b1) 11t clll'l\ ' •H dl'Vt·h1pnwnts in cu rpnr.llinn ... 
.rnd in lh1' i1· t•1·1momic L'nvin11mwn l. Tlw rL1s11ll i ~ In 
1·a11s1.• prk~·!-> .11 .Il l tinws t11 lw ".lpprupriatL1

" or 1w.1r 

their intrinsic or equilibrium values. Thus, investors 
who pick stocks withou t study can expect to do as 
well, taking risk into account, as those who pick stocks 
after much study. Ironically, it is the "much study" 
·which causes prices to be appropriate and relieves 
many individuals of the need to investigate before 
they invest. At least, study of individual securities 
should not be expected to produce abnonnal returns. 

RISKY ASSETS ANO RISKY ASSETS 

Abou t ten years after Markowitz' original work, 
William Sha rpe developed the theory further. He 
thought of risk as having two sources. The first was 
unccrtninty about the future value of all riskj• assets, 
dL•sign11tccl collcctivel ~ r as the "market." Even if rtn in­
vestor owned all risky 11sscts, risk would remain since 
the value ol the entire colleclion or portfolio would 
change in ways which could not be precisely foreseen. 
This nrnrket ri sk rnu ld not be l!liminated by 
diwrsiticiltion. Market risk is equivalent lo and some· 
timl!s rnllcd " systematic risk." 

No net uni portfolio cun t11ins all risky assL•ls. Ac­
t uni portfnlk1s, tlwrdurc, conlnin t1nothcr kind of risk, 
u~ually cilllL1d " non-syslL·malic" or indL•pendcnt risk. 
Surh portfolios .ire ri-;ky not only becausL' f utun: v.11-
llL'S tlf tlw nrnrkl'I Cllnnot bL· predicted, but also br­
L\1u-.e ch.w·1,l'!» in ilClual portfolios will diffL•r from 
ch11ngl'!» in the m.irkl'I in w01ys which cannot he JHl'­
cist• ly prl•dictcd . DivL•rsifirntion can diminish unsys­
h·m.1tk ri~k hy causing .ictu01I purt fnlins lo resemble 
nmn• .llld mor1• dllSl'IV tlw entire m,1rkct. 

Sh.u1w's tlwory, fp;rnin)'; L'ssc11tially on lh1.: 
hypol lll'sis th,11 C1lpil.1l111,1rkl'ls f<1r risk)• .1ssL'ts ML' l'X­

trenH•ly 1.·ff1d1•11t, indkatvs !hill inw:;tnr'i r.1111•xp1!L' t In 
bl· p.1id . lh11t i!,, n•c1.•iv<· risk prc111i.1 in tlw form nf 
higlwr rl'l11rns, for 11ssw11i11g S)'Sll•m,1ti1· nr m11rl-1•l ri -.I-. 
but 1\\lt for .1ss 11111 i11M 1111 wstL•m,1ti1.· or i11d1•p1•nd1•11 t 
rbJ.. . 

Thi!'> llw11ry, \\'hich i!' suppnrtl'd bv 111t1ch com­

pet1•nl 1•1111'iriL.1I \\'11tk, k.1ds Ill stlll'L' inkrl'sti11t, m 11 · 
d11-,in1h 11111.1fw,1r!-> 111 .Kn1rd wit h i11luitiun. l'lll' fire-.l 
i-. th.11 inw-; t1 1r:-. -.hnuld h1ild purtfolins 1.1f ri..,h.v .1~sL·h 
I h.11 rqilic.1ll' .1 '\ d11!»L1 ly ,1s possible muvt•mL·11b in thl' 
l't1t1r1• m.1•J..1•t 11f ri ..,J..v .1s:;1•b. Th.it is tlw mmlL·rn nw,m­
i11>~ of div1•r-.i lk.11i11n . I >ivl' 1 ~i (i r,1 t illn is me.1surcd lllll 
in ll'rn1~ 111' m.l\1mu111 (111nmitnw11ts tn individu.11 in­
d11 o; l1w~ or ~L·1.· mit11 •s hut i111t•m1s ot tlw l'limin.1tio11 of 

u11~v-. ll'n1.1tk 1~r imlqw11d1·nl risk. rtw stillistir which 
ntt'.1~11n·" div1·rsific11l it111 i11 th1• mrnkm !»l'll~1· is till' 
n1rrt•l,1 ti1111 r111:ffidl'11t hl'l\Vl'L'n thL• pt1rtluliu .111d lhl' 
m.1rkl'I .1s ,1 whuf1'. /\ t'ot'rl'l.Hion of 1.0 nw.rns th.it 
diwre-.ifit".1tion is pl'rfecl, no un:.ystematk risk rL'­
n1,1i11 s, .md tlw inVl'!·.ftll' .1s:;1111w f\ tinly risk fut· \\'hich 
lw 1-.1n 1.•>. rwrt 01 risk prl•mi11m. 



The argument presented so far might seem to 
suggest that all investors should hold identical port­
folios except for differences in scale. That misconcep­
tion could exist because the idea of a riskless asse t has 
not yet been mtrocluced . Riskless assets do exist, at 
le-ast in tenns of dollars. Treasury bills are the standard 
example of riskless assets; their returns in dollars can 
be precisely predicted. According lo modern theory, 
adjustments in the riskiness of portfolios to suit the 
circumstances and tastes of individual investors, be 
they persons, endowed institutions, or pension 
funds, should be in the proportions of the portfolio 
alloca ted to risky and to risklcss assets and not in the 
mix of risky assets. 

According to this theory, all efficient portfolios 
- in the Markowitzian sense of maximizing expected 
rel urns per unit of iisk- arc perfectly correlated with 
thl:' market. All such portfolios vary solely because of 
movements in the market. The sensi tivity of J pnrt­
fnlin Lo market movements is measured by its beta 
coefficient (/3). A beta of one for an dfkicnt porlfoliu 
will cause ii tn rise t1nd f.lll in perfect step with and just 
ns fast ns the markL'l. A betn of one-ha lf, .:ichicved by 
putting half the inwstablc f unJs in the riskks~ .1ssd 
and half in the 111t1rkel, will move in perfect step with 
and h.-ilf as fosl .1s the market. 

In sum, mudl'rn the11ry .;tales tho'.ll .,d,litinn.11 rL'­
lurn shnuld Lw l'>+1L·cted '>llk·l.v from .issuming !'>y.:;­
tl'm,1lic risk. Thus, JI! unsystl'mJlic risk should lw 
eliminated by divcrsifk.ition. PL·tfci:t diversifiG1till11 
produces a cMrl'la litin ur I .0 bL'lWl'L'l1 the purtfuliu .md 
the mnrkt'l. Varinti1111s in ri~k ,HL' ,11'.hie\'l'd by varying 
the pn1purlirnb L>f invt•:;t,1blt• funds ;illtll'Jl t•d Ill lhl' 
pL'rfr·dly diVL'r~ificd pnrtfolio uf risky .1ssl'ls ,111d In thl' 
riskles~ ;1ssl't. ThL' bet;i coe ffi1 ·k•11t , indirnli11~ ll1L• sL'n ­
'iitivi ty nf llw r1Hlfoli11 Ill' 1n.1rk1•t llHl\/1 11l11'1llS, llll'11'i­
lll'l'S ri o.;k, ,111 nf whk h is sy'it ~·m.11 it·, fnr 1 •ffidvnl pml ­
f111 ill!'>. 

TllE l'ltAC l'lt'I- OP l'lt<WESSIONAL l 'C>I< IHll.10 
l\1ANACl'Ml·N'I 

Tilt> llHHil·rn tlw1ll')' 11f i11vt•sl11wnl ~ s u~gl'sb 

lh,1t iii'> L'>. lr-.111rdin,,rily diff1n1ll rn11si~h.• 11tly IP kkn­
tify und1•rvalu1•d or ov1•rv,1hH1d sPrurillt•s .ind tlwrd1y 
,1chi1•w ,1bn11rm.1lly high returns. And tl11· rL·c.:urd 11f 
prof 1• ~;sum;ill v mnn.11-wd porlf ol ius, ind ud ing i nw.:; t­
nwnt rnmp~miL'S, hnnk-ndmil'li slerL'd fund s, .ind 
olhL'rs, imlic<1tt•s th.11 thL· the1iry h,1 ') gn.•.1t v:ilidi ty. 
NL·verlhL•less, with Vl'ry few exn•ptinns, prnf Pssi11ni1l 
portfoliu 111.111,1gl'rs r~jL'C t the thL'l' l'\I in il s pun• 11r 1•>.­
l1ctnl' form . Thev use S1'cw·ity i1n.1lysis 111 .illc111pt to 
idl·ntify inves tnwnts \vhich ''' ill produ1·t· i1b1H1rr11.1lly 
high returns, thereby dl1 p.11·1i11g frt)Jll pL1 r(1.·ct 
dlvcrsifi ('<'l lion and incurring unsystcmntic risk. 

USING TIIEORY IN PRACTICE 

Though professional portfolio managers reject 
the pure fom1 of the modern theory, they an~ begin­
ning to use it for setting investment policy, controlling 
its implementation, and evaluating results. Ac­
cumulating evidence on the difficulty of consistently 
picking winners implies that the selection of an in­
vestment policy is of great - perhaps dominant -
importance. If the prescription of policy is to have clear 
operational meaning, modern theory can be helpful. 
Policy can be and increasingly is being ~et by specify­
ing a level of systematic risk (/3) and a required degree 
of diversifica tion (correlation between tlw portfolio 
c1nd the market). Control is exercised by monitoring 
actual beta and correlation coefficients. 

Evaluation of results for portfolit'S controllC'd in 
this way is simple. EvaluC1tinn of decisions on market 
timi 1g can be made by seeing th0 effect on returns of 
temporary departures in a bet<1 from the prescribed 
kvcl. The ~'ff eel of departures from perfect 
diversificn tion, i.e. , the L'ffort to pick winners, Ciln b1.• 
evaluated by comparini.; actual returns with returns 
f nim perf ci:tly d ivcrsi fiL'd port fol ins with lhL' S<ll11L' sys­
ll'niJ lic risk (/3) .rnd the saml' lot,il nsk (11wasurL·d by 
SUllll' statistic.: indirnting 101.11 v.irinlirn~. pL'rhaps the 
111L'•ll1 Jbsolule devi<1tilm). Thl' t11t.1J dfed nf .KliVl' 
p11rlf1>lio man.1gemenl c,111 thus LJL• brokl do\\'n into 
its tr;idilinnJ I ro111po11l'11l s, liming .111d sl'IL•ctin11. 

Otlwr rl'firwnil'nls b.1svd 1>11 nll1dL1rn tlwnrv ;in· 
Lwgin ning l<1 bL· U<;l•d . Portflll ill~ .irt• being brukt•n 
dt>\V n into lhn.'L' com,,1 1nL'l1h: tlw risklL·ss .1ssl'I, .1 

m;i rhl'I ptirlftil iu of risky .:issL·t~. i ·HI . 1 p11rt h>I i1, 1 if risky 
.1sse Is sL'IL1( f ed bl'LJ llSL' they ri j ltdg1.•d tu bL' u ndL'r­
v.11 uL•d . Tlll'ordkal \\'1>rk h;1:• l e1. ·11 d1J11L' II • guid1• th1· 
r.1lion.1I .dlo\',\li1111 11f lund ., b, l\\'1'1·11 lilt' 111.irkl'l C\llll · 

p1>1w111 .iml tlw sp1·riiill r sl'lvl'IL·d 1·0111pP1w111 1if thl· 
p1Hlfnli11 of rl·;ky .1ss1•ts. ' f'lw 1•ss1•111·1· of llw tlwmy 1-; 
th.ii llw prnpurli1111 \\'hkh shnuld lw .11lnc.11l•d 111 tlw 
s1wd.1lly -;ph•1·tt ·d 1·um11111w11t, lw it ,1 s111glL• shill.. 1•1 .1 
group 11f -; torks, ii11'rl'.1:-1·s wit h lhL· 111.1g11ilt1(k 11r till' 
prL'dir lL•d ,1b11on11.1I rl'lurn .111d with till' 1'11ntid,,.·1h'1• i11 
llw pt'L•d it'lion . Cumputt·r pnigr-.1nb t•\isl fnr .1ll11c,Hing 
funds ,ltnong this third L'll'1111.:nl 111 thL' hit.ii pnrlfolin !iu 
,,.,Ill m;i~imin· the dfL•Llivl•ness of tlw divL·rsifiG1tilill 

F11r 1•x,1mpl1.•, ,1 pnrt :ullo uf lilt' l\(l .;t11c1':- wit h 
thl' l.1rgl''il n1tll'kl'l v.ilt1L'S ·'"d 'vith .dl11L .. 1liun 111 fund~ 
.11111111g sll)Ck~ i11 prnpnrti1 m tn mMkd v.1ltH·~ h,1d , d Ill'· 
ing a rt '\.'l'lll p(•riod , % .5% 11f its t\•turns deli'rmirwd hy 
1110Vl'll1l'nls i11 tlw 111.irkt•I. l'lw llSl' (lf .1 rn111p11tvri1.l·d 
uplimi1..llio11 pmgr.im shiftt•d f 1111ds illllOllg slol'ks s11 
as lo inrrl'<lse thL• perrL•11t.1ge llf rl'lurns l'xpl.1inl'd hy 
the m.ukt't to 98.2%, ll·:ivi11g llw bl'l .1 l11wh,111geu. Th.!> 
appnn.•n tlv trivi.11 improwmcnt diminished ind~pL'n· 



dent risk by about one-third, substantially increasing 
the predictability of the portfolio's reaction to the mar­
ket. In other words, techniques exist for minimizing 
unsystematic risk, given any group of stocks that the 
port ·olio manager wants to hold. 

A LITTLE MEANS A LOT 

At last, portfolio managers are beginning to 
understand the practical importance of scientific tech­
niques for maximizing diversification. For too long 
there has been too little appreciation of how much un­
certainty or risk is created by even apparently small 
departures from perfect diversification. Part of this 
failure was caused by work showing that about 90% of 
the possible reduction in the total variation in returns 
is generally achieved by holding only abuut 32 stocks. 
A reduction of about 95% is achieved with portfolios 
of only 64 s tocks. Only recently has adequate altl'n­
tion been given to the importance of the remaining 
5% to 10%. 

The follvwing exhibits dramatize the impor­
ta nce of scientific techniques of divcrsif ying. ::xhibil 1 
shows thl' rclnrilmship of the number of securities in 
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thl' p111lfolil' to llll' s tandard error of a1muill indL•pen­
dL1llt rl'lurns. r:m L1xample. ,, portfolio of tlw 50 stoci..s 
f rnrn tlw S&P 500 with the J.1 rgesl' m;ukcl values (and 
with allocation of funds among included storks pro­
portionill to market v:iluc) produces rdurns that could 
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easily differ from returns fo1 the entire 500 stocks by as 
much as 4.5 percentage points per year. Portfolios of 
100 stocks could easily differ by ilS much ilS 3.0 per­
centage points. investors whn rel y heavily on bet;:i 

coefficients to predict returns ;rnd who do not under­
stand thl' importance Llf scientific divt•rsificalion are 
frequl'ntly surprised mid not illwilys pk•.ist1ntly. 

Exhibit 2 makes the SilllH.' point some\vhilt dif­
ferently. It shows for t•<1ch level of diversification 
(measured by thl' Ctil'fficienl of determination and t•x­
prt•sscd ilS a percent of possible diversificution) and fnr 
thrL'<' diffL"rrnt bctns Lhl' slilnd il rd emir of indl'Pl'll­
denl ,rnnual returns . For examplt•, a plirtfolin with a 
beta of 1.0 and divcrsifil•d l}5% (codfident of detl'rmi-
11.1tion ofll. lJ5) would foi rly nftl·n have ret uni:-. as much 
ilS 4. S p1·rcl'n tagl' points di ff erl'n l from the 01c1rkl'l ,1., ,1 

whoh .. 

TllEOHY Al'l'LIED TO llOM ll.Y 

The nwdL1rn thL'l' l'V of i•WPstment , bt1st•d on the 
thL1or. of t•flident mari..eb .• rnd thL1 pricing ll f risky .1s­
sets, implies the wisdom c1f PXlrcme diwrsific,1liPn. 
Tlw llld ho111ilil•S m rul es of thu111b provide soml' gui~ 

dilrKc, hut their d1•lkil•ncies ill'L' of grcil t pnictkill im ~ 

port.inn•. Tl'chniquL·sdl·riv\•d from tht• m<1dvrn lhl'ory 
ciln l'ilsily b1• ust·d to m.il-1' diversific;i tiun more nim­
pll'lt•, thL• rL·by rl'dudng indt•pemient risk for which 
pilynwnt in the '·,rm of higher returns cannot 
confidently be c:xpectt•1J. Thl' tt·chniqlWS hl'lp in Sl't­
Ling policy, in controlling its implementation. ;;.rnd in 
1•v<1luating the impi.lcl on pcrform,1ncc nf the judge­
ment l'XL'rcis 1~d by the porLfolio m.in~gl'r in chil11ging 
the systcmJlic risk of the portfolio ;rnd in dq:>11rling 
from pt•rfoct diversification in an ntlt•mpt to id(~ntity 
u 11dcrv:1l uet! securities. 
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October 1, 1976 

Alaska St?. I· ~ Investment Advisory Cornrnittee 
State of Alaska 

Dear Committe e Member: 

In acc orda nce with your r equest, we ha ve undertaken a sur ·ey of 
domestic , for e ign a nd interna tiona l development b a nks, fonds and develop ­
ment programs (or your use in det~rmining the future structur e and objec ­
tives of the Alaska Permane nt Fund. In performing our survey , w e have 
sel e c ted t hose ba nks, fund s or d e velopment progra ms which are of m a jor 
impo danc e , a s we ll as thos e whi c h a re pa rtic ularly relevant to Alaska's 
s jtua tion in tha t the y a r e e ither bas ed upon n a tura l resource rev enues or 
confi n ed lo a lim ite d geo gr a phic a r ea . 

Ou1· a na ly s i s o f dor11c s tic P. c rman e nt fund s focus ed on tho se states 
which r eceived incom e from a fini te natura l r c'Bourc e a nd the manne r in 
whic h that incom e was e xpended . The rn ajorily of s tate s r eceiving income 
from finite na tura l r esources s pe nd tha t incom e on a c urre11t. bas i s . Those 
t; la t es a nd the a pplication o f incom e a r e set forth in tabulation form. Sta t e s 
whi c h accunrnlatc n a tur a l r csourc;e incom e in a tn1st fund ai.·e s e t fo;:-th indi­
vidua lly. 

Ea c h s tate has c r eate d prog r a m s lo ass is t a nd e ncourage e conomic 
d e velopment s . A desc ription of the Gove rnmenl De velo pment B a nk o f P uerto 
Rico ;lnJ the Pco ns ylva nia lndu s tdal De v e lopment A u thority has been included 
in t:hi s s tudy. A .:umn1ary of s ta t e g ener a l as s ista nce, incentives a nd special 
!icrviccs to ind us ti- :r ha:. als o been includ ed . In depth informatio n o n eac h 
pil J'tic ula r economi c d e velopme nt pro gr a m has b e en requested from eac h 
s ta le' s devel o pme nt agen cy a nd will uc sent a lo ng, as received, to Mr. Ede nso 
for inclusio n in the source fil e o f fl ll backg round information w e a re putting to­
ge ther for the Committee. 

Sub s ta nti a lly a ll of Lhc less de v e loped n a tio ns of the wodd, a nd a 
t:l'! rtuin numbe r o f the m o r e de velo ped n a tion s , ha v L: government owned o r 
<.:o nt r o lle d e n tities whose pl· r posc is to pa rtic ipate i n the fina ncing of local 
<!c onomic d cv c lo pmc nl proj~ds . In most o f the s m fl ll natio ns , the se e ntitie s 
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function principally as the vehicle through which development fol'lds are dis ­
persed to the economy by the govermnent and are consequently hi~avily invol­
ved in the internal political process. In many cases, these entities also act 
as the conduit through whl-h. development funds provided by th.e larger inter­
national development banks anc1 .fiLrds a.re invested in smaller projev'!: i3 in the 
country concerned. One of the adv .mtages of the latter process is that the 
use of ·i:he local bank as a vehicle permits the larger institution's loan to re­
ceive a government guarantee, which is commonly a prerequisite for the ex­
tensi· m, or the initial extem•ion, of credit to the country. In rnost countries, 
the cievelopment banks and fwids that perform the above functions also serve 
as the means throug:i which internal economic growth is directed and channeled 
in accordance with national economic policies and are, in effect, extensions of 
the local economic ministry. 

The institutions covered by our i: J.rvey which fall into this category 
are the Swedish Investment Bank, Japan Development Bank and National 
Financiera S. A. (Mexico). All of these rmtities are government owned insti ­
tutions which both borrow funds in variO'.lS capital markets and lend domest:ic­
ally for development purposes. In each case, the institutions are responsible 
for carrying out national economic policy through their activities and enjoy 
various degrees l' f autonomy from the national political process . The most 
independent is the Swedish It.vestn1ent Bank and the l~ast is National Financ­
iera S. A. Both National 17'inanciera and Japan Development Bank appear to 
be heavily involved in the political process in thefr rc·epective countries, and 
the former has acted as a conduit for Wodd Bank len ling in Mexico. 

"\'he larger developm ent b a nks and funds ai·e international institutions 
whose memberships consist o! several countries and whose purpose is to foster 
the economic gi·owth and devefopment of a particular region or its members. 
In general, th ese entities rep1·esent potent world-scale economic forces and 
t:end to be both non-politic C\l and comr.nercial in their operations. The finan­
cfo1 st:ength o f these entities is typically based on the unca lled capital subscrip­
tions of their membe rs, and virtually all of them borrow heavily, both locally 
a nd 111 the international <: apit:al markets. ')ubstantially all of the activities of 
these institutions consist of d irect lendi11g for speciLc projects in the various 
<..:ountrics, and lending polic ies appear to be clete rmi:ied on social benefit as 
well a s e conomic grounds. As a 1:esult, and to the c xtent that n1any major 
industrial nations are commonly among the larger c •mtributing members of 
these iirntitutions and i-eceive no benefits, they can lie viewed as quasi "foreign 
aid11 bankt:. 

Among such intcrn~tional a nd reg ional devcl >pment institutions covered 
by our survey , the mcst signific('lnt is the lnternatic nal .Banlc for R e constructio11 
and Development (World Bank), both in tet·ms of its worldwide membership and 
lhe international scope and significance of its lendii .g activities . Importantly, 
all of the other international institutions includerl ir our review (Inter-American 
Development Bank, Asian Development Banlc and AJ dean Development Bank) 
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have been created with the assistance of, or modeled after, the World Bank, 
both operationally and in financial structure. Of these three derivative insti­
tutions, only the African Development Bank is not a significant international 
borrower a:id depends heavily on loans from other institutions, such as the 
World Bank. This characteristic results from tbe fact that its uncalled capi­
tal funds are to be p:·ovided by countries that are not viewed as being parti­
cularly strong by the world capital markets and that a significant private 
capital market in bi.a.ck Africa does not ·!xist. Two other .institutions which 
fall somewh2 t into thii:; category in that their activities are regionalized are 
the Europe:t- Investment Bank and the European Coal and Steel Community, 
both of whiL h are relat,~d to the European Economic Community (Common 
Market). Significantly. while both borrow in various capital markets and re­
lend for projects consistent with their purpose, the credit strength of the 
European Coal and Steel Conununity is based fundamentally on the strength 
of the private steel industry in Europe. European Investment Bank is modeled 
along the lines of the World Bank and dep1:mds on the credit of the various 
EEC member states. 

The r emaining type of institution is one whic h functions in a limited 
geo g raphic area or within a particular industry to promote economic growth 
and development or to achieve a s ocial objective and is based on local or re­
gional resour ces . Of the three basic groups of international development insti ­
tutions, this group contains the smallest number of entities and is , perhaps, 
the most analago\ls to the situation in Alaska. These development institutions 
or funds are new and, to a large degree, based on natural resource revenue. 
Significantly, only two are interna tional in scope; others are modeled after the 
World Bank but limited in their activities to a defined geographic region, ethnic 
grouping or social purpose. The remainder are "national" investment funds. 
The majority of these .funds a re based in the Middle East and dependent upon oil 
r elated revenues. Those that have an international scope are the Saudi Develop­
ment Fund and the Arab Bank for Economic Development in Africa, both of 
which wer e created after the increase in world oil prices in recognition of the 
b alance of payments and development problem s created in the developing states 
by such increas e . The remaining funds (Arab Fund for Economic and Social 
D(?velopment, Abu Dhabi Fnn<l for Arab Economic Development, the I nlamic 
Development Bank and the Kuwa it Fund for Arab Econo1nic Devel opment), al ­
though c reated a t app1·ox imat cly the same time, reflect in both the !1ource of 
their capital (n1cmber s tdcs' s ubscriptions or alloc ation of national revenues) 
a nd their purposes the Arai:- nationalis m which emerged after the Jllf.id-East 
wars. Importa ntly, most of these funds ha v e y et to become fully o pe rational , 
a nd it is tou early to judge their poten tia l significance. The two "national" 
investment funds, the two which you m ay find a.re the most directly related to 
the proposed Alaska Permanent Fund, ;it.· e the Fondo de Inversiones de Venezuel a 
ancl the Alberta Heritage Savinga Trust .E und. The s imilarities extond to both 
source and purpose, as can be seen in the s tudies inc luded herewith. 
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October 1, 1976 

It is premature fo recommend to the Committee certain key fea ­
tures of any one of these banks, funds or development programs over the 
others until it ha~ had a chance to digest the information in our survey and 
to review the source file we are also providing. We are available to detail 
the differences as we see them and to discuss other alternatives availabl e 
t<"' Alaska. 

Following the Committee's meeting on October 13, which we will 
be attending, we will want to sponsor visits by Committee members at l east 
to Alberta to m eet with their Heritage Savings Trust Fund counterparts. 
Visits to New Me..n:ico and to New York would also appear advisable . 

We look forward to our next meeting in Anchorage. 

CJF:yu 
Attac hment 

Sincerely yours , 

C 1arles J . Fuhrmann ll 
Fil st Vice President 
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Institution: 

Location: 

Size: 

Capital Funds : 

Purpose: 

Source of Funds : 

Management Structure : 

Management of Funds: 

• Port fol i.o: 

Tncomc: • 

• 

• 

• 

• 

(Montana) Resource Indemnity Fund 
created in 1974 

Helena, Montana 

$4. 5 million 

The Resource Indemnity Fund wus created to accumulate 
income fran a Severance Tax on Coal and other minerals 
for the purpose of providing moneys to enhance the 
State ecological environment and rectify damage the1·eto. 
Accumulations in the Fund shall continue until the Fund 
reaches $100 millio o. 

Moneys a.re deposited in the Fund from a severance tax 
on vnrious minerals and 2~ of the Severance Tax on Coal . 

Moneys are collected o.nd deposited in the Fund by the 
Department of Revenue . Investments in the Fund a.re made 
in nccordance with guidelines established by the Sto.te 
Boo.rd of I nveGtments which is composed of five private 
citizens appointed by the Governor for 5 year terms . 

Moneys are inv stcd in debt instrwnents authorized by 
State Statutes . 

Money:; nrc currently jnvc::;ted 'i.n corpora.Le bonds that 
have been rated A or lJcLter by Moody's investors Service 
nnd Standard & Poor ' s Corpora.ti.on . 

Income .l'rom investments J·emo.in in the 1•\md until :!;10 
million 111\G been nccumulo.tetl . After the itccumulution 
of :t10 million, income mn.y be used for enhancement or 
r cpu:! r of the c.rn vironme nt . 



Institution: 

Location: 

Size : 

Assets: 
Capital Funds: 

Purpose: 

Source of Funds: 

Mnnugement Structure: 

Munngemcnt: of Fund:.;: 

Por L l'ollt : 

T11come: 

(New Mexico) State Permanent Fund 
created in 1898 

Santa Fe , New Mexico 

10 million acres 
$675 million 

The State Permanent Fund was establ ished to collect 
royalties anl other income from the lease of State­
owned land. I ncome from the Fund is applied to the 
New Mexico public school systems and educational and 
eleemosynary institutions. 

Moneys in the Fund were initially provided from the sal e 
of State l and. Currently, revenues to the Fund are pro­
vided from royalties and income f r om State-owned lands 
under lease . Guch revenues include oil and go.c royalties 
and grazing a11<l timber l eases . In a.ddi ti on, any capi ta.l 
gains on investments r emain in the Fund. 

The State Permlwent Fund is managed by the State Invest­
ment Council. Members of the Council i ncl ude the Governor, 
the State Treasurer, the Comrnissionel' of f'ublic La.nds, 
t he Finance Of i'ic 0 r o.nd four public members who ar e 
appointed by the Go:ernor fm· terms of five years . 

Tho St.ate I nvestment Officer is responsi.ble -ror i nvesting 
moneys in the St.ate Pennanc>nt Fund. Fift~· per cent of 
the Fund must be i nvested 'ln ~cdcral Sec·.iri tieo . The 
remu1.nder may be invested ucco:rding to State Statutes . 

'l'he Fund ic currentl y invested o.s follows: 1$% equity, 
32°/o corporate obligations nntl 5o1, U. S. Government and 
l"edcrnl f\.p;ency Obligntions . 

Income from the Fund in dictributed to the public school 
c.;y::;Lern (8cY1i ) nnrl the remainder to educational und 
eleemo:>ynnry jnotit.utiuns . 
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Institution: 

Loco.tion : 

Size: 

Capital Funds: 

Purpose: 

Source of Funds: 

Mo.nugemcnt Structure : 

M:l nf\geincn t of l•'unds : 

Por tfoUo: 

(New Mexico) Severance 'l?ax Bonding Fund, created in 19~·1 

Santa Fe, New Mexico 

$9,040,756.02 

The Severance Tax Bonding Fund was created to secure 
tax-exempt bonds issued for public capital projects. 

Moneys derived from the levy of the New Mexico Severance 
Tax on severed natural resources are paid in their entirety 
to this Fund. Additional sources of income include revenues 
from projects financed with Severance Tax Bonds and receipts 
from ground rentals of Public Buildings . Moneys in excess 
of the next two semi-o.nnual payments on all outstanding 
Severance Tax Bonds are transferred to the Severance Tax 
Permanent Fund . 

The Fund is managed by the State Treasurer under the super­
vision of the State Board of Finance . The State Board of 
Finance consists of the Governor, Lieutenant Governor and three 
private citizens appointed by the Governor for two year 
terms . 'rhe State Treasurer is responsible for repayment of 
principal and interest on Severo.nee •ra.x Bonds • 

Moneys in the Funcl a.re invested in debt instruments author­
ized by State Statutes . 

N. /\ • 

T 11comc : J\11 moneys in the Severance Tax Bonding Fund except o.n 
a.mount suf ficl.ent to repo.y principo.l o.nd interest on the 
Scvernnce •rux Bonds on the next ensuing semi-annual po.yment 
do.t,c is transferred to the Severo.nee To.x Permanent Fund • 

l11dcbtcrlnc::; s LlmiLntion:Thc Stu.Le Boo.rd of Fino.nee may issue additional Severance 
'l'nx Bonds payable from the Severo.nee TaA Bonding Fund pro­
vided that aggregate o.nnuul debt service on Bonds outstanding 
includinr; the propo!lcd i:rnue be equal to no more than 5CJ'~ of 
previous fiscal year ' s dcvosits into the Severance Tux 
Bonding Fund • 



Institution: 

Location: 

Size: 

Capital Funds: 

Purpose: 

Source of Funds: 

Mo.nagement Structure: 

Management of Funds : 

Portfolio: 

Income: 

(New Mexico) Severance Tax Permanent Fund created in 1971 

Santa Fe, New Mexico 

$103 million, currently accruing at rate of $4 million 
per month. 

The Severance Tax Permanent Fund was created to encourage 
economic development in the State of New Mexico . 

Moneys in t he Severance Tax Permanent Fund are provided 
from the New Mexico Severance Tax l evied for the privilege 
of severing natural resources including oil and gas , potash, 
copper, uranium, timber, coal and certain other minerals. 
Proceeds from the Sever ance Tax are depqsited in the Sever­
ance Tax Permanent Fund after the required payments to the 
Severance Tax Bonding Fu~d. 

The Fund is managed by the State 1'reasurer under t he super­
vision of the State Board of Finance . The State Board of 
Finance cons is ts of the Governor, Lieutenc it Governor and three 
private citizens appointed by the Governo for terms of two 
years . 

Moneys in the Fund may be invested at the di scretion of the 
State Board of Finance . Moneys currently are invested by 
the State Treasurer i n Certificates of Deposit of State 
banks who in turn make loans for capital projects to the 
private sector . Loan feasibility and appropriateness of the 
capital project is left entirely up to the bank . Par tici­
pation by the ;;'und in sizeabl e loans by State banks requires 
the approval of the State Board of F'inance . The principal 
of the Fund mo.y be uEed for economic development purposes 
upon the approval of the State Board of Finance . An amend­
ment to require 3/4 ' s ap,proval of the legisl ature prior to 
invasio1. of tile p:".'incipal of the Severance Tax Permanent 
Fund is on the November ballot . 

Approximately $94 million of the Fund is invested i n Certi­
ficateo of Deposits of State banks maturing one to five 
years at a floati ng rate of short term tr~asury obligations 
plus 50 basis points . The remainder is invested under Re­
purchase Agreements . 

Income from Lhe Severance Tax Permanent Fund is transfer ­
red to the Severance Tax Income fund . 



Institution: 

Location: 

Size : 

Capital Funds: 

Purpose: 

Source of Funds: 

Management Structure: 

Management of Fund: 

Portfolio: 

Income: 

(New Mexico) Severance Tax Income Fund created in 1971 

Santa Fe, New Mexico 

$2.2 million as of 9/27/76 

The Severance Tax Income Fund was created to finance 
public capital improvement projects. 

Income from the investments of the Severance Tax 
PermRnent Fund is deposited in this Fund. 

Moneys are invested and disbursed by the State 
Treasurer under the supervision of the State Legis­
lature. 

Pending appropriation for capital projects, moneys 
are invested under Repurchase Agreements . 

N.A. 

Income from the Fund is transferred to the State General 
Fund. 
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Ins ti tu·i;ion : 
Texas Permanent University Fund created in 1881 

Location: Austin, Texas 

Size : 

Assets: 
2,100, 000 acres of land in nineteen West Texas counties 
Book value 8/31/75 $781,771,634.49 

Purpose : Fund c~eated by provisions of the Texas Constituion· in 
order to enable the State Legislature to carry out the 
purpose, as declared by the Republic of Texas and later 
in early State Constitutions, of creating a State 
University. The Constitutional provi sions set aside 
all lands previously appropriated for the creation of 
a State University, together with the proceeds of any 
sale thereof, to create a Permanent University Fund. 
All moneys available in the Fund are to be invested in 
securities, the income from which will be appropriated 
by the Legislature, in order to accomplish the purpose 
of creating, maintaining, supporting and directing a 
university for the promotion of literature, and the arts 
and sciences, including an agricultural and mechanical 
department. 

Sou:rce of Funds: Funds are accumulatecl annually in the Fund from oil, 
gas and water royalties, gains on investments, mineral 
lease rentals, lease bonuses, nnd any proceeds of land 
sold. The Permanent Fund shall be forever kept intact 
and all annual income shall become part of the Fund. 

Management Structure: '.l'he F'und. is held by the Treasurer of the State of Texas 
and invested by direction of the Board of Regents of the 
University of Texas . The Board of Regents consists of 
nine members who serve without compensation . They a.re 
appointed by the Governor for six year terms subject to 
approval by th£! Senate . 

Mnnae;ement of Funds: 'l'he Fund is invested in permi ttcd securities which a.re 
bonlls of the United States , the State of Texas, or 
counties of the State, or in school bonds of municipalities 
in the State , or bonds of any city in the State , 0r in 
bonds issued under the Federal Farm loan Act . In audition, 
the F'und may be invested in securities , bonds or other 
obligation::i iosued, insm·ed or guaranteed in any manner 
by the U. S. Government, or a.ny of its agencies, a.nd in 
bonds , debentures, or obligations , and preferred and 
common stocks issued by corporations, associations, or 
other institutions ns the Doarcl of Regents deem to be 
proper, provided tlln.t not more than 1% of thE) Fund will 



Management of Funds: 
~ontinued 

Portfolio: 

Income: 

t~ invested in the securities of any one corporation 
nor more than 53 of the voting stock of any one 
corporation be owned. In addition, stocks purchased 
will be only in companies incorporated in the U.S . 
and who have paid dividends for at least five con­
secutive years and, except for bank or insurance 
company stocks, are listed on a registered stock 
exchange . 

Capital Funds (August 31, 1975) 
Securities, cash and equivalent at cost $781,771,634.49 

U.S. Governments 
Direct Obligations 
Guaranteed 
Corporate Bonds 
Convertible Debentures & 

Preferreds 
Common Stocks 
Short 'I'erm Securities & 

Cash 
Total 

lo6 ,828, 987 .45 
103,089,999.03 
279,571,990. 53 

16 ,4110 ,190.64 
254,425,102.52 

21,415 , J64 . ~2 
$181,771,634 . 9 

The income from Fund investments is appropriated annually 
by the State Legisl ature ; VNO-thirds to the University 
of Texas and one-third to Texas A & M. The income of 
the }Und may be used only for permanent improvement and 
not for current expenses . Prior to the distribution of 
t.he income of the Fund, provision is made for the 
expenses of administering the Fund. 



Institution: 

Location: 

Size: 

Assets: 
Capital Funds: 

Purpose: 

Source of Funds: 

Ma~agement Structure: 

Management of Funds : 

Portfolio: 

Income: 

(Wyoming) University Permanent Land Fund created in 1881 

Cheyenne, Wyoming 

34,492 acres 
$8,565,000 

The University Permanent Land Fund was created to :=-ecei.1?e 
income from lands granted to Wyoming to be used fo:r- 'the 
financial benefit of the University of Wyoming. Income 
from the Fund is used to support capital projects of the 
University. 

Moneys in the Fund are provided from income received on 
specific State-owned lands. 

The State Treasurer is responsible for investing the Fund. 
In~ome from the Fund is transferred to the Treasurer of the 
University of Wyoming. 

The State Treasurer invests the Fund in debt instruments 
authorized by State Statutes . 

N.A. 

Income from the Fund is transferred to the University of 
Wyoming. 



Institution: 

Location : 

Size : 

Capital Funds: 

Purpose: 

Source of Funds: 

Management Structure : 

Management of Funds : 

Portfolio: 

Inl.!ome: 

(Wyoming) Permanent Mineral Trust Fund created in 1974 

Cheyenne, Wyoming 

$51,250 ,000 

The Permanent Mineral Trust Fund was created to retain 
moneys collected from a Severance '11ax on c.11 minerals . 
Moneys in the Fund may be used for loans to political 
subdivisions upr,n legislative approval. 

Collections of a Severance Tax on all minerals are pl aced 
in the Fund. 

The State Treasurer is responsible for managing and investing 
this Fund. 

Moneys a.re invested in debt instruments authorized by· State 
Stntutes . 

N.A. 

I ncome from tr.t: Permanent Mineral Trust Fund is transferred 
to the Sto.te ' s General Fund . 



In1titution: 

Loe :1.tion: 

Si ;e : 

Assets: 
Capital Funds : 

Purposes: 

Source of Funds: 

Management Structure: 

Management of Funds : 

Portfolio: 

I ncome : 

(Wyoming) Gove1·nment Royalties Fund created in 1973 

Cheyenne, Wyoming 

3.1 million acres 
N.A . 

Moneys collected in the Fund are applied as follows: 

5CY'/o to Publi.c School System 
35"/o to State General Fund 

<;1'/o to University of Wyoming for capital projects 
6"/o to counties 

Mineral royalties and lease payments from operators on U.S. 
Government-owned lands in Wyoming are divided between the 
U.S. Government and Wyoming. Prior to 1976 the St.ate of 
Wyoming received 37 1/23 and the U.S. Government 62 1/2!'/o. 
As of l<:f(6 the U.S . Government and Wyoming divide the mineral 
royalties and lease payments equally. 

Mineral royalties and lease payments are collected by the 
U. S. Government and disbursed to the State semi-annually. 

Moneys remitted to the State are deposited with the State 
Treaslll'er . The Wyoming l egisl ature intends to address the 
manuccment and application of additional income received 
pursuant to the State's increased share of mineral royalties 
and lease payments . 

N.A. 

N.A. 



The following is a summary of States that h~ve not created permanent trust f'unds . 
to receive income derived from taxation on or royalties from f i nite nat\.!:".'al re­
sources . 

STATE 

Alabama 

Arkansas 

California 

Color a.do 

Itla.ho 

Ku11 :;as 

Ke ntucky 

APPLICATION OF SEVERANCE TAX AND ROYALTY ~~z::? iE 

Proceeds of the Timber Severance Tax support State Conser vation 
Department timber restoration activities . 

The Coal Severance Tax is used to pay debt service on Alabama 
State Docks Departmen~ $eaport Facility Revenue and Special Tax 
Bonds . $15,000,000 originally issued. $13,075,000 presently 
outstanding. No additional bonds may be issued wi th the Coal 
Severance Tax as security. 

Revenue from severance taxes are returned to the county level 
after the State deducts all claims against the county, plus a 
1 1/2% charge . The 1 1/23 charge is deposited in State General 
Fund. 

Fifty- six percent f or capital outla.y programs in California ' s 
Higher Education System. 

'1.wenty-two percent for speci.al projects i ncluding irrigation 
aqueducts and improvement in navigable waterways . 

Ei~ht pe:r~ent to State Conserva.tion Department to support various 
o.c tivitirn . 

Fourteen percent eposited i.n State General Fund. 

Severance tax deposited in Sto.te General Fund 

Severance tax deposited in State General Fund . 

1\11 revenue froin Oil , Gas and Minerals Severance Tax is deposii.;ed 
in State General Fund. 

1\11 revenue from Sand and Gravel Royalty Tax i s returned to 
counties. 

Proceeds from severance ta.x nre placed in short term inves tments . 
Semi-annually counties receive money !'or special projects . All 
r emaining money :i.n deposited in State General Fund. 



STATE 

Louisiana 

Minnesota 

Mississippi 

North Dakota 

Ohio 

Oklahoma 

Utah 

APPLICATION OF SEVERANCE TAX I<EVENUE 

Ninety percent of severance tax revenue is retained by the State 
for general purposes. The remaining lct/o is allocated to parishes 
(counties). 

Minnesota deposits lCY/o of the Taconite Production Tax in their 
general fund . Ninety percent is returned to districts where 
t~conite is produced. 

All proceeds from the Ore Royalty Tax are deposited in State 
General Fund . 

Of the Timber Severance Tax, 5CP/o is allocated to the Forest 
Redevelopment Fund, 25% is returned to counties and 25% is de­
posited in State General Fund. 

The State levies taxes on gas production with 3CY'fe going to parti­
cipating counties and 70% to State General Fund. 

Mississippi also imposes a tax on oil production. Counties re­
ceive 3CP/o of the first $600,000, lCY'fe of the next $600,000 and 5% 
thereafter . The balance is deposited in State General Fund. 

Thirty-five percent of the taxes which North Dakota levies on 
coal extraction goes to the Coal Impact Office. The Office then 
allocates money on the basis of application for public projects 
in the areas where coal is mined. 

Thirty !Jercent is allocated to ~ he land Board '£rust Fund. Two­
thirds of this is used to finan~e environmental studies. One­
th:lrd is invested with interest proceeds deposited in Stat~ General 
Fund. 

Thirty percent is deposited in State General Fund. 

Remaining 5% allocated to counties. 

Seventy- five percent of severance taxes are used for the restora­
tion of orphaned strip mining land. 

'l'wenty-five percent is allocated to replug abandoned oil and gas 
wells which are deemed as hazards . 

State General Fund receives 85% of severance tax revenue. l•'ifteen 
percent is allocated to counties. 

/\11 revenue from severance to.xes is deposited in State General 
Fw1d. Expenditures are then allocated by State legislature . 





• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

Institution: Government Development Bank of Puerto Rico 

Location : San Juan, Puerto Rico 

Size : 

Assets: $782,101,951 - 1975 

Purpose: The Government Development Bank was created in 1948 as 
an instrUUlentality and public corporation of the Com­
monwealtu of Puerto Rico . Its two principal functions 
are to act as fiscal agent for the Commonwealth, its 
municipalities and public agenci~s, and to make loans 
to private enterprises which will aid in developing the 
economy of Puerto Rico. The Bar.~ Charter provides t hat 
no changes in law may be made that impa i.r the obligations 
of the Bank, that it shall h~ve existence and that it is 
exempt from Commonwealth B~nking law. 

Source of Funds: The Bank was originally capi~dlized by legislative ap­
propriatio~s . Its .::api t t\l is received from operations, 
capital notes (some of which are guaranteed hy the Com­
monwealth) and lines of credit with U.S. and Common­
wealth 'banks . 

Management Structure : 1'he governine body is n seven-member Board of Directors 
who o.r e uppointed by the Governor and serve four year 
c\l'erlapping terms . Appointment i s subject to approval 
ly the Council of Secretaries of the Ccmmonwee.lth . The 
Dank io under the supervi sion of and subject to exo.m­
inn tion by the Commonwco.lth ' s Scr~·etn.ry of the Treasury. 

Mnrso.ge111cnt of r'urHlG: N. A. 

Portfolio : 

1"unc ticns : 

N.A. 

/\~1 t'iscul ngcnt, t.hc n~r\k ls rcnponsj~le for the timing 
nncl on.le or hondr. and no t,co by t.he Conunonweallh tmd i tu 
f\ lJ;C ncics, nnd, <1ttr l nr: tile pcriocl 191~1~-7) H nr1·nnged or 
provided for nco:rl..v $11 l>illion of borrowingo by t.hese 
governmcn Lo.l unltn . The no.nk nlso urrnnp;cr, or provides 
lonnn for t.he pri.vnt,e nee tor . 1''r om 1911!1 to 6/ 30/75 it 
repor t{•dl.y hnf; disb\U'tiOcl over ~137 million lonns to pri­
vn Lc hnri '.i ncr,s (nbout 1177, f'or mnnufo.cturing, 22'~ for corn­
mercinl huildinKO , r.1, f or hotel G) . As of G/ 30/76 there 
wl~ l 't! !t.H 1'J , l~ million buol11uo1; Jonna outotrmding (1i)1, in­
<hrnt.rlnJ, 3. {)'fr, hot.cl nnu r untuuro.n t , Jl1% cornmc1·cinl 
hu tldinf~n 11 1~ I 11"1:1p it.nl, ur1tl i·cmnlnder in t cr iuzn unt.l othc1· ) . 
't'hc 13nnk alr.o inr.ueG Ho own full fni th nncl credit i1otc:; 
(:~110,000 , 000 a11 of G/ 30/71

1 ianuecl Lo nm,jor mn1nlnncl nr: 
Pucrt.o Hlcnn Bnnkr.) . •r1ic llnnk in t.h~ C''ntrnl clcnr ... ue; 
hounc for· chcckn Jn I.he Comrnonwcnlt.h . On 9/J 1/'7 '; t.he 
Bank ncgoLio. t.cd u :~t> l ? mi Ll.j on not.c pw·chu!rn o.grc <.?tnent, 
(1~urnnt.cc<l by t he Commonwcnl t.h) wit.. h mn.Jor mni1.lnnd 
nncl CommonwcuJ Lit nnnlrn t.o prov l clc n re vol vi ng ~inc of 
cr edl t, t'or the.; l 'ommonwt>nlLh o.ncl it..11 vu1·1 oua P'•blic 
agcncicr. . ~'hi n J i.nc of crcui t wiD. d<:clinc •,o :ti 352 
million by 7 /l'>/?9 . 



Institution: 

Location: 

Size : 

Assets: 
Capital Funds: 

Purpose: 

Source of Punds : 

Munngeme11t Structure : 

Mnnt\11,entcnt of l 01lllldu : 

Po1· troll o : 

The P~nnsylvania Industrial Development Authority 
created in 1973 

Harrisburg, Pennsylvania 

$266 ,357,736 (as of March 31, 1976) 
$226,309,289 

The Authority was established to alleviate unemployment and 
economic stagnation within the Conunonwealth of Pennsylvania 
by the promotion and development of industrial and manu­
facturing enterprises, research and development enterprises 
and agricultural enterpriser in those areas wlit:r·e critical 
unemployment exists. To accomplish its purposes, the 
Authority is authorized to make mortgage loans to non­
profit Industrial Development Agencies . The Agencies 
utilize funds borrowed from the AuthorHy to finance in­
dustrial development projects on behall' of private indus~ry 
at below market interest rates . 

Moneys to make mortgage loans have been provided from aggre­
gate l egisl ative approprintionn of :~191,1t~o, ooo during 
fiscal year s 1956 through 1975, from the proceed:. ol' t a.x ­
exempt bond i ssues i n the total principal a.mount of $72,500,000 
and from repayment of principal and i nterest on outstanding 
mortgage loo.n fJ . 

Member ship of tl.t! Authorit.v consists of the Secretury of 
Commerce who serves a.s Chairmr:m, and t he Secretories of 
Labor a.nd Induc try, Community Affairs , J\gricu 1.ture and 
Banking. In additi on seven me111ber s a.re o.ppoi nted by the 
Governor f or terms of seven yenrs . Tile Boord meets monthly 
Lo review tnor tga.ge 1 01111 npplica tions . 

Di:;bu.rnement. of mortr.r.a v,e loon proceeds und r eceipt, of mor L­
(1,llgo l oan r epayment s nr e the l'CSponsibility of o. dcs i gnntecl 
'l'rustee bank . Moneya held by the Trustc·~ ore i nvested 
nccoI'dlng t.o State Bt1itutc. 

J\ s or Murch 31 , l <y/o the J\utllor it.y ' s por tfol io WllG invcatcd 
l n :p206 million mortp;o.ge lonnr; yield'ing from ? / fJ of l "' to 
l1CX, per nnnum. Jn 11d<lltion the Aut hority has $56 .5 million 
tnvco tcd in U.D. Trcnsury Secur itieo. 



Pennsylvania Industrial 
Development Authority 

Income; Income from investments rema~.ns with the Authority. 

Indebtedness Limitation:Additional tax- exempt bonds may be issued provided that 
estimated net revenues over the life of all outstanding 
bonds, including the proposed issue , will equal not less 
than 20Cl'/o of the annual principal and interest r equi rements 
on all bonds to be outstanding. 
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Slate Sponsortd lndustnal 
Do elopmtnt Aulhority 

Privately Sponsored Devtlop· 
ment Ctedit Corporation 

Slalt Authorily or Agency 
Revtnue Bond Financing 

StJte Aulhority or Arency 
Gt ntral Dbli4Jlion 
Bond financing 

Cily and/or County 
Revenue Bond financ.in& 

Q;y and/or County 
Gtneral Obli4ation 
Bond financing 

Slate loans lor 
Building Construction 

Slate loilns lor 
Equipmenl. Machinery 

Clly and/or Counly loans 
for Building Conslruction 

Cily and/or County loans 
lor Equipment. Machinery 

Slale loan Guarantees 
for Buading Construclion 

Slate loan Guarantees 
lor Equipment. Machfntry 

Cily and/or County lo1:1 
Guarantees for Bu~dina 
Const1uction 

City anG/or Counly loan 
Gua11nltts for [qu1pmenl. 
Machinery 

Stile financinc Aid lor 
E1istin1 Pbnl Expansions 

State Matching funds for 
City ind/or Counly In· 
dustriJI Financin1 Prog11ms 

Stair Incentive for Establish· 
inc Industrial Plants in 
Areas ol Hirh Unemployment 

City and /Of Counly lncenUve 
for Establishin1 Industrial Plan.) 
in Areas of Hi&h Unemployment 
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·otes for T1blea on ~.,.aea• 12, 

13, ! ... 
1- 1'/ rmlllnd only In specified municipalities 
:i- s ate allows cities or counties lo offer 

llnancial aid for e~i sling plan! e~pansions In 
l.ouisiana. stale financing aid is directly in· 
volvc<l only in lhc case al those port author· 
lies whosn obligations arc backed by lhe lull 

faith ~nd cret1il of the slate 
J . 1lcl1Y1l\0 ts luniled to Anchor~Rc Port Author· 

lty in Alaska, to Ports Authority m Georgia 
and lo pl!rl districts in Oref(on In Washing· 
Ion. port districts are municipal corporations 
opr.rahng undet special stale enabling legisla· 
lion and are thr. only public boclies author· 
ized lo Issue either revenue or general obllga-
11011 bonds to finance industrial development 

•1-·Authomed bul none is active 
!1 -·Slale·sponsored but privalely opcraled non · 

prolil Regional Job Oevelopmcnl Corporalions 
may be established in low·income areas lo 
provide loans to small businesses 

li·- ~lale gunranlcc of loans from privately oper· 
alcd non·proflt Regional Job Developmenl 
Cor 11ora1ions serving low-income areas 

7- L•miled 10 EDl\·designaled areas 
H- 1 oJns also .over workin1t capila l. silo im­

provcmcnls ~nd mvcnlories 
~•- l'crrnrlled for processing products 01 agrocul· 

lnrc. 1ncludin1? forestry and timber produchon 
di- New York Job Oevelopmenl Aulhor1 ly and 

Nrw York Urhnn Oovclo11mcnl Corp have lhl? 
riow1•1 lo Issue non·nuaranlccd honds 

I I - New York Job Development Aulhorily 1s cm· 
µul\crrd lo partrcrpate in loans lor machinery 
.inti coulpmenl in new manufaclur1np, plan1s 

I ~ Under Jhc New York lob lnccnliv1? Program, 
a corpu1 .11c franchise or unrncor11ora1ed 
hu~mrss IJ• credi t is allo10o cd to hrms 
1uc;,1hnP.. c•11and111g or irnprov1nf\ l.lc1hhrs 111 

.1 IOw ·rllcornc scclion ol a city of :10.000 or 
1110 11• 1101111lation or rn ,1 low income rurJI 
counly 1111? l irm must crcn lr. or r•~IJrn al 
lt:~sl lrvr. robs ,rntJ provrclc an apf)rovccl lnlln· 
111P. fHOJ!r.irn In ,1<Jdihon, '.hi' l.1111cs1 r,horc or 
1tu• 111t rhly '$ voluntr. or llu s111t·~~ rnusl be 
from outsr11c the chn1blc arra 1n whrch 11 is 
local!'t l. JS 1n n13nulac111rinp, or wholfl,,111111! 
I ht• 1;rr1111 I!. RIVCn lor 1111 10 I () y1::u :; rtw 
7 n~, C1cd1I dcscrihctl rn luo1r1oft• 11() 111ay I.le 
1.1kl'n 1nsf•'.1d or 1111· 1011 1nrN1J1vr flC'<lrl 
llrutrr 1111' loll lnt rnhvt• Pru11r.11n 11'.1t 1110111•1 
ly ,,, ~ l'A1?111111ron 1 ~ a lorJI 0011011 

I.I l'f'1 tnrllrt1 lor rlr·r.111c 1:1•r11•1;11ion .111(1 Iran ~ · 
nu\~ro n l ;\t1l1 l11?'. 111 riu11h 1J.1k111.1 ,1nt1 101 
1 ·l~r111c 1~rne rJh011 J111111ansrn1\\101. r .1c1hhc~ 
,11111 lor w.1'1rw.ilrr 1rr.11111rn1 . f.1c1h l1c·~ "' 
11·~.h 

~ · · w Jnd IOC~I IJIOR•am OI 11~r hC11),lloOn Ill 
c " ''thnR cnn)lrur.hon 

1 '· <i l.llr• loa111tunr.rn1ecs ol 111110 ~ :1'•0. 000 
Iii J or ,1rqu11111R .11111 <lnvo1or11n1? ;,1111·1 
I / ll11lho111t•11 11 .1 uru• 111111, 11111111 111111w .. 1· I.IA 

lt•vv ·~ .11J1ir ovcd by loc.11 vOf1'1 ~ 
I ll f\ h • rt'ltuc1111n 1n l'l'St' ~Srll v,11u,111ori or 

hu ""' '~' 111v1,ntor1r?. 1 .~ .~~:. i., , . .t Uu~rnP~!. 111 
w11fur1c~ mcludr t~w rn.11t•11.ih u~1•d 111 
m.10111.11 111rin1t 

I ll I •1•m111u1n t ~ Jl!Owetl On C:,1 t.1111 IVllt?~ of 
1·11111pm1111t. r11chHllllR ra1111 0111hl ~a 1 ~ . r t•l t.1111 
w.11t•1rr.111 .11111 v1·~ .. 1·I '. or 111011' th.111 1,llllll 
ions IJurtlcn 

! II 11111111•1~ onlv In oolluhon rnn1ro1 rr1111u111t'nl 
?I t .iw ,1l1uw ~ ll!lhl CfiOll 11) •~xt•S 11111 no11•At'UllJ 

lion (;norl ' 1n 11Jns11. lnvN1fc111t>~ ,11111 ' ·'"' 
111.111•1111li .ur '' "1'~$cll nl '1" ~ 

II Co111or,11c tnconw 13• c1cd•I 1\ ,11low1•11 only 
tor 111r ro\I or 1101111 11011 con1101 ~11111oinon1 

I l I 011111111~11 1 .irHI m.1l111r11·1v nt•1111111•<1 .11tnr lhu 
11)/J 1US~Hrne111 ll.11r •S l' I Plllllf liUlll lucnl 
01onrr1r IJ11 

'l•t llrtn ... . 111• .11111 Nrw York tlu 11 111 rr" ; 11•.rt\r 
J.)L 

'J. '1 ll1·v.11l.1, Ohio, I r•.u .uul W.Hh1n111n11 110 1101 
fJ • : orJlOrdlr 01otr~o11al1n rnm1• I lorrdn Jnd 
Nrw ll.1m11u11rr 110 n o1 1~~ 11r1 ~nn.1t 111r, om11 

} Ii R,iw Rl1llr11,1ls MCJ a~SC,M'tl 111 } '1 1 ~. wh 1l11 
mo~ I nthrr f3nR•bln 11011011,,1 orooMr 1' j ) 

sesscd fat11 '00~4 
27-50% ol redc1al tax paid Is cuempl 
211 - firsl S4,500 or assessed la.able value of 

pr.rsonal property Is exempt 
29-lnventory Is laxed only on the value or raw 

materials 
JO-Applicable to Industrial Revenue Bond Ii· 

nanced properly only A l O·year exemption is 
allowed 

JI-In Kentucky, Rhode Island and Tennessee. 
lhe exemption is applicable al lhe local level 
only In Maryland, the exemption may be ap 
pticallle al the county or local level In Vir­
ginia, localities have the option ol exempling 
all or part or cerlilied pollution conlrol facll · 
11ies and equipment from real or personal 
property laxes. 

32-Applicable under lhe lax equalization law only 
33-ExempJion applicable to capilal improvemenls 

only 
34-Allowed e~cept ror sales/ use tax when pur· 

chased for use as an ingredient in tangible 
personal properly ror sale 

35-A I % lax credil. based on wages paid. 1s al· 
lowed lor lhe first lhree years to new and c~ · 
p~nding industry engaged in lhc mechanical 
or chemrcal transformation ol materials or 
substances inlo new products "Expanding" 
means to e~pand a present operalion so as 
to increase total permanent fobs :iy 30% 

36-Taxed al 2% instead of usual 4 % 
37-R&O equipment is classified as manufactur· 

ers ' machinery and equipment and, as such. 
is ol1p,ible lor tax exemptions 

J8-Lo1~.i l 011tion. in desi11nalod rcclevclopmcnt 
arr.1s 

39-Reduc~tl 79% 
~0-E~crnphon is allowed on sr.parato, defachJIJle 

acwssory loots and l!Qui11rncnt which hove J 
usclut hie ol fess than 12 months 

·11 - Slal<' do~s not collect sales/ use taA 
l l- l 'l7f1 busrncss trivcntoroes .ire ,111ov.e<I J 

501 :. nxt)mplion; 1977 ar11t lht•rcallcr. a 
67 ~r: eirmphon will be allowecl 

•IJ- llpphc.1t1re to ROOds stort•cf in bontlecl ware· 
housr s 

·l •l - Ne1V Jersey c1111cr1 s emplnv111I 111 New Yor ~ 
anti P1•r111sylvJn1a are 1101 o~crnot 

·l ~-No1~c ,11J.llcmcnt code., 1ccon1mrr11lrd lly 
sl.rlt• 101 :!th>t•hOn hy rn11111rr11.rl1f1c~ 

·l ti- 1\ I.I• Crl'l.l•I cQual lo zr;,, OI iiuahlic<l CMl1J,1I 
1nv1•-.h'cf 1n new oroductlon f3c1t1llcs n1<1y be 
Jpplrrd n11Jins1 a llusrncss coq1ora10 lr .Jn­
( h1,c. uninco11101~tcrt ll111111l'ss rncornl! or 
llNsnnnl iricomc• tn1. 11n1Jll1ty I ho 1.1, crNhl 
is rrs lrn:lr.11 lo mvcsJmonl In b111i(linw \. 
eq111un1cn1 ~nd fJc1lr hc~ whrLh hJvc ~ ""'lul 
lifr ol ill l!',1sl lour yrMs .1no .JI!' u~NJ 111 
mJnulncturrnR, p1occr.s11111. J\ ~ l't11hl111R. re. 
1tn1nR. rnmmR. aRriCullur:il or ro11um•rc1JI 
11s11mr. Ei11ertmc111a1 resNrch .inti ll<'velop. 
mc111 f,ll'ililrc\ m~v clrc1 fh1 .. 01111011 1n pl~ tr 
01 !hf' WT •l<' ·Oll 11 e~cr1bcd 111 foornow oll I\ 
11.irht:ul.ir 111vr! ~lm1!11t is not ul1~1hl1• 101 110111 
1111• 1nvt•s1mcnl crctJ1 t anti olllt•• ~ 1.11r 1.,. 111 

r.rnliv1· ~ CorporJll' lr11nclrtSI! t .h11.tvl'I ~ will 
conlmur 10 b1• rrou11r11 IO p.1y .1 minimum 
1~1. or s 125 .lnnu.1lly Any m'lhl 11·111~111 111R 
m,1y hr cn111ct1 forward 

4 7 Cu\I'. 11.11d ur inc.med 10 .1 la•ahlc vear llv 
lncoroor.111•11 or ur111rcor 11ornrcd hus1nc\s rnr 
r·~ rw11nw111n l fl&ll f.Jt1h1101. for 1n11ust1 1a1 
w~~ lc trca1mcn1 rac1h liC~ n11t11or for ntr pol 
h1hnn control f~t•hlrns m~y Ile th•!luc1r d 
hum 11c1 income lnr fal 011111oll'S fl•I' 7 ~'> 
c1rtfll ll()sCr11J~u 10 1001nu1c M1111,1v ht• tn ~rn 
111 lu•u ul lhrs cri•tllt 

•t8 -MA•lllc ~nil 1rlldlll(ihlc ur.rsonol 11rn11rt1y 15 
nol \t1 1J1rr 110 .10 v.1or~n1 IO•U 

J<! Nr•v. 1•11u111111rn1 1~ 11llowrrl .1 orrlrH1n11nl r.11t1 
ol I '·: . with n 111n•1mum lni 01 ~HO 11rr .u 11clr 

'•fl I 1'.1f lofl ~cco '" .1llowcd a11 e• t•mo11011 ol l.iO'' 
or IJ4 1311', IJJlrs ol collon 110 ". 111111 11r.1 
nub. ~o··; 

!i l - lt1·m111m11 Nl~n\I ~ only ru new .:nn3f1ucl1un 
'J7 - I ,,. C INJil~ JllOw1•d 10 manulac1ur111, Jntt 

111orr •1\QI\ tor PIOP••r ly 10•1'$ P1llll on ROOd~ 
1n PrclCr\s 

!d I l1•m1111011 AllOl\Cll wh1111 l~C•ll ly IS urlllr1 
construction oniv 

64-E~ aluslon from sales and IJse ta~ 011 indl!s­
trial purchases used dlrecUy In industrial 
production and re search. 

55-Excluslon ol lanalble per~onal property rrorri 
taxation al focal level. 

56-Rhode Island's sales/use tax Is belna phased 
oul over five years 

57-ln Tennessee, lu credils are allowed ror 
vroducls ol slate soil In Florida. la• credit 
applies only lo alcoholic beverages pro· 
duced rrom specir1ed Florida-grown a111icul · 
lural producls 

58-Seven·year annexation or de-annexation 
exemption. 

59-Allowable depreciation is similar lo thal which 
is permllled under federal laws 

60- Exempl lrom sal1:s/ 11se lax, but nol from 
business capital tu 

61-local governments may classily separately 
lhe tangible personal property of research 
and development llrms from lhal of other tax· 
payers ond tax if at di!fere11t ra tes 

62-0cduclion is allowec' for sales lax paid on 
energy 

63-80% credit 
64-Reduced rate of I 5% (l % stale and 54~ 

local) applied to industrial machi11ery, inslal· 
lallon and repairs 

GS-Provided only In rare insrances In Calilornla, 
a low cities and counlies will lease land they 
own at nominal rates 

66-limiled to technical assistanco 
67-Facilllies availahlr. on a contract basrs 
68-Sfntc vocatlonaf educa ffon program kuyed to 

federally lundcd program 
69-Carr ied out lhrough local devclopmr.nt 

corporallons 
70-Avail.iblc lo Industry on n con tr.1cf onaior 

consulllng bJsis 
71- C1ly·Owned land only Crtres may not 11111chase 

land lor purpose or providing lrre land 10 
ln!fusfry 

72- ftiehwny Commission will huihl l1rs1 lwo milt:\ 
of rontl onto new ski a1eas 

13-MJryl~nll lncJustri~I Ocvclopmenf f 1nJ11c1ng 
AulhOrrly wrll f.Ulllanlr.e up 10 8Qr.~ ol lhr 
mortMnRrs lor lnntJ and 70 iv~ for rqmpmr.111 
for rccreJUonal projocts 

/<l - Ac1rv11y hm1tcd 10 cct1arn untfs 
/5- SIJfe sun1>hes 75% of cost ol ~dmnus lMtnR 

1>r0Krnrns; no ro1mllurscmcnt to lrainr?cs 
/li - Cilros and counties arc nuthor l1o<I lo uso mil• 

l~vy lor induslrral development purpn~r s 
Speculahvr. bull<linRS and free lanll trnvu lll'rn 
provided '" sornc 111stanccs 

11- l'orl tl ls lrrcls Only 
/R- r un11s ;ire from ru1.111c Health lor solul wa ~ lc 

d1~11os.1I pro1ccfs 
1'1- Stnlo matches funds lrum II S Or111 or llous· 

lnR nnd UlllMI u~~oloomurll 





Institution: 

Location: 

Size: 
Assets: 
Capii:al: 

Purpose: 

• 

• 
Source of Funds: 

• Management Structure: 

• Management of Funds: 

Porlfolio: 

• 

• 

• 

Swedish Investment Bank Ltd. 

Stockholm, Sweden 

12/31/74 
U. S. $6 72 . 8 million 
U.S . $270.9million 

Swedish Investment Bank Ltci. ("SIB") was established in 
1967 by an act of the Swedish Parliament to assist in the 
financing of industrial and commercial projects in Sweden 
which encourage economic rationalization, structural 
adaptation_ and development. The act establishing SIB 
contemplated that its lending wili be consistent with 
national economic policies . All of the capital stock of 
SIB is owned by the Swedish Government. In addition, 
the Swedis h Government has extended a limited guarantee 
of SIB's obligations . 

Subscribed capital, res C! rves, net income, cash flow from 
lending operations and borrowing. 

Gove rned by a Board of Directors (9) and Deputy Directors 
(9). Ongoing ope rationa l r esponsibility rests with Managing 
Director and Staff. Total employees: 31, 22 of whom are 
manage rial or profossional. In ce rtain loan and credit 
evaluations, SIB e ngages specia l consultants . 

Intel'nal. Ba nk's staff consists primarily of "lending 
office t•s 11 with previous commercial a nd investment b~nking 
expc rience . 

SlB makes medium (5- 10 yca1·s) and long-term (10-20 
yca1· s ) loans and guarantees thereof principally to o r for 
pl'ivale c;,vodi s h compa ni es to finance industrial projects 
in Swede n and, to a les s<:· r extent, Swedish cxportR . Such 
financ in g is not generally available from other sources in 
Swede n and m ay involve adrl itional d3ks uspec ially those 
l'Clated to long··tcrm developments, whic h would not 
no1·ma lly be assured by conventionnl !)wediah lenrli ng 
institutions. SIB is also authorized to make equity invest­
menls . 

In assessing individual projects, SIB pays particulat· 
attenlit)n t .... the comme rcial viability of the pl'Oject 
conce rned . SIB a lso considers the impact of the use 



.Swe·dish Investment Bank Ltd. 

Portfolio: 
(cont'd.) 

Capital St rue tu re : 

Income: 

of proceeds on the Swedish economy. One of SIB 1s 
objectives is to earn a satisfactory return on its equity 
capital and it applies credit standards and negotiates 
loan terms consistent with this purpose . 

At 12/31/74, SIB 1 s outstanding loans totalled U . S. 
$517. 6 million and its guarantees outstanding totalled 
U. S. $15 . 8 million . 

12/31/74 
Debt U . S . $487 . 8 million 
Ca,..i.tal 'U. S . 2 70. 9 million 

U. S. $758 . 7 million 

64 . 3% 
35.7 

100,0% 

1 O"'o of net income allocated to statutory reserve. 
Substantially all net income to date retained by SIB. 
Income not exempt from taxation. 



Institution: 

Location: 

Size: 

• Assets: 
Capital : 

Purpose: 

• 

• 

• 
Source of Funds: 

• 

• 
Management St r ucture: 

• 

• 

• 

Japan Development Bank 

Main office in Tokyo. O ther offices in 9 citie a in Japan 
and in Washington, D. C., New York City, London and 
Frankfurt. 

3/31/76 

¥ 3, 521 , 391 million ($11,433 million) 
¥ 233,971 million ($759.6 million) 

Established in 1951 as a Japanese Government financial 
ins t itution pursuant to the Japan Development Bank Law . 
Purpose is to supply long-term funds for the promotion 
of industrial development and economic and social progress. 
JDB makes loans to provide funds: ( l ) for acqui sititm and 
construction or improve ~1ent of plant and equipment ; (2) 
for recla mation of land ; (3) for acquisition of land and 
con struction of buildings and equipment for urban redevelop­
ment projects. A related authority (which JDB has not yet 
exercised) perm its JDB to provide funds by sub s cription 
to corporate debentures issued to raise funds for above 
purposes. JOB can guarantee repayments of loans and 
has authority to make equity investments in large -scale 
industrial complexes in underdeveloped regions in Japan . 

Principal sources are borrowings from JA.panese Government, 
repayment of loans and inte 1·nal sources. Outstanding gov­
ernment Loa ns to JDB as of 3 /3 1 /76 amounted to $9. 3 billion . 
Other sou rce s have cons is ted of foreign currency borrowings 
from the Wodd Bank, all guaranteed by the J apanese Gov -
e t·nment. A l so , there have been 6 dollar issue s (including 5 
r egiste r ed issues public ly offered in U. S. ), 1 Swiss fra nc 
is sue and l Deutsche Ma r k is sue of externa l loan bonds 
and notes. JOB is authorized to borrow an amount equal to 
lOx its capital and sta tuto ry rese rve. 

JDB is managed by a Governor , a Deputy Governor and 8 
Executive Directors. JDB also has 2 auditors and 6 
Counsellors. The Gover no r, the Deputy a nd the Auditors 
a l'e appointed by the P rime Minister for terms of 4 yea r s , 
T he Executive Di r ectors and Counsellors a re appointe d by 
the Governor for terms of 4 yea r s and 2 yea rs, respectively. 
T he Govern o r is the CEO . The Exec utive Directors exercise 
various management functions in a c c o rdance with de legations 
from the Govcrno 1· . Fina l autho r ity lo make dec isions for 
JDB in all matte rs res id es e xclusively with the Governo r . 



Japan Develop1nent Bank 

Management of Funds: 

Po rtfolio : 

Capital Structu1·e: 

JDB makes its loans at fixed rates no greater than rates 
charged by private financial lenders and in most cases at 
lower rates. Maximum rate has been 9. 2% since 11-75 . 
JDB has limited foreign currency loans to amount of 
borrowings from the World ~ank and charges the same 
interest rate plus 0 . 3% . J DB charges 0.2% to 0. 3% per 
annum on outstanding amounts of foreign credits guaranteed 
by it. JDB makes most of its loans wi t h original maturity 
of 10 - 15 years . Most of JDB 's lending operations involve 
the financ ing of projects in cooperation with private financial 
institutions, with JDB taking the intermediate and longe r 
termmat.uities and private banks taking the shorter · 
maturities. 

F rom inception to late 1960 1s, JDB's lending activi t ies 
we r e directed primarily to e lec trical power, ocean ship­
ping, coal mining, and the iron and steel industry. In the 
late 1960 1 s and 1970' s , JDB began to become more involved 
in urban development and pollution control. As of 3/31 /76, 
portfolio was as follows: urban development 16. 9%; 
regional development 12 . 5%; pollution control 14 . 2%; 
quali ty of life improvement projects 2. 8%; resources and 
energy 15. 7%; ocean shipping 21 . 6% ; te chnolog ical develop­
ment 7 . 6%; other 8.2%; foreign currency l oans 0.5% . 

3 /31/76 
Long - term borrowing 

from government 
Guaranteed Long -term 

borrowing from 
Wo rld Bank 

Gua ranteed cxte rnal 
Loan bonds and 
no tes 

Cap ital and statutory 
reserve 

Tota l capita l 

($ Millions) 

$ 9 , 299 

55 

228 

1I437 
$11,019 

% 

84.4% 

0.5 

2 . l 

13 . 0 
100. 0% 

Fo r fiscal year ending 3 /31/76 J!)B ea rned $ 105 . 6 
million . Of net ea rning s , $78 . '-J :nillion were put into 
the s ta tu t o ry r eserve, a nd $26.? million was pa id to the 
Japanese National T reasury. 



Institution: 

Location: 

Size: 
Assets: 
Capital: 

Purpose: 

Source of Funds: 

Management Structure: 

Management of Fund s: 

Portfolio: 

National Financie ra S. A . 

Mexico City, Mexico . Offices in New York and Tokyo. 

12/31/75 
U . S. $6.1 billion 
U. S. $555 million (including reserves and sper:ial funds) 

National Financie ra S. A. (11 Nafinsa11 ) was established in 
1934 and is the principal instrument of the Mexican 
Government for the financing of economic development in 
Mexico. By law , the Government must own 51% of 
Nafinsa's capital stock. At 12/31/75, the Government 
owned, directly and indirectly, 68% of such stock, with 
the balance owned by other Mexican institutions, 

Nafinsa's broad purpose is to assist in the financing of 
development projects which ( 1) create employment; 
(2) improve personal income; (3) expand regional develop ­
ment; (4) centralize industry; (5) promote ex.ports; (5) 
stimulate capital formation; (6) foster economic independence . 

Capita l funds contributed by the Gove rnment, borrowings , 
retained earnings and cash flow from lendin g operations. 
Principal sou rce is borrowings. By law, the Government 
ca n call up additional capital subscriptions from certain 
Mexican financial institutions. Nafinsa also administers 
209 spec ial purpose development trust .funds for the 
account of the Government . 

Managed by Boa rd of Directors (Minister of Finance is 
Chairman). Director Ge nc ral is responsible for ongoing 
ope rations and p olicy. President of Mexico may veto 
re solutions of Boa rd under certain circumstances. Total 
staff approximately 1, 600. 

lnte rnal. 

Nafinsa may pat·ticipate in the financing of development 
p rojccts th r ough di re ct loans, loan guarantees or equity 
investments, all of which may b e e x tended to or made in 
o r u: i.>ehalf of both public and private sector entities . 
Principal activity is di rect lending (U. S . $4. 9 billion 
outstanding) with public sector borrowers accounting for 





Institution: 

Location: 

Size: 

Asseto : 
CapHal: 

Purpose: 

Source of Funds: 

Ma nage m e nt St 1·uctu rc: 

Management of F und s : 

lnte rnati6nal Bank for Reconstruction and 
Development (World Bank) 

Headquartered in Washington, D . C., U.S .A. 
Offices in Lonfit>ri , Par is, Tokyo . Miss ions in 
20 countries 

3/31/76 
(000 1s) 

U.S. $29.5 billion 
Authorized Capital: U. S. $3 0. 9 billion 

U. S. $3. I billion Paid-in -Ca pita!: 

Established 6/24/46 pursuant to articles of agreement 
drawn up at Bretton Wocris Conference of July, 1944. 
Initial membership 29 sovt:-ign states. P r esent member­
ship 127 soverign states. 

Purpose of World Bank is to function as intergovernmental 
financial institution to (a) assist in the reconstruction and 
deve lopment of member states by facilitating investment 
of cap ital for p rocluc tivc purposes; (b) supplement p rivatc 
foreign investment through guarantees of or participation 
in private investme nls; (c) supplement private investm ent 
via loans from its own resources or borrowed funds. See 
"ACCiliated Institutions" below. 

Capita l p rovidecl by subscriptions of membc r states and 
borrowings in international and U. S. capital markets. 
Supplcmenled by internal cash flow from lending activities 
and sale of loans. 

Governed by Boa rd of Gove rno t·s composed of one from 
each membc r state. Execut ive Di r ecto rs (20) appointed 
by Boa rd function as Roard o f Dire c to rs. Pres ident 
scl ccled b}• Executive Directors and is responsible for 
all opurations. OperalionR are organized by geographic 
area, indu st 1·y, and fun ction . Total employees: 
approximately 3, 500 . 

lnle rnal . All loa ns to or gua ranteed by mcmbe r states. 
Loa n po rtfoli o monilorcd with respect to industry and 
counlry in relation to worldwide ec onomic cond itio ns. 
The ba•rn :._ 1 not suffered a ny losses on ils loans to dale 
and d e b nol take pa rt in debt resc heduling agreemen ts . 



Inte rpational Bank for Reconstruction 
and Development (World Bank) -2-

Portfolio: 

Capital Structu re: 

lnc.ome: 

AfCiliatcd lnslitutions: 

Loans made gene rally in conformity with 5 principles: 
( 1) loans must be to gave rnments, gave rnment agencies 
or authorities, or if to private enterprises, guaranteed 
by a gave rnment (only member governments eligible); 
(2) .loans must be for p reductive purposes based on bank 
analysis ; (3) bank must exercise prudence in making loans 
and consider ability of borrower to obtain foreign exchange 
necessary for loan service; (4) Bank does not make loans 
obtainable privately on reasonable terms; (5) use of proceeds 
supervised by Bank. Since inception, loans totalling $31. 1 
billion have been made to 95 countries. Current loans 
outstanding total $27. 7 billion. Largest bor r owers are 
Brazil, Mexico, Korea, Yugoslavia, Columbia, Iran, 
Tu r key, Philippines and Nigeria. Loans made for extended 
terms at fixed rates (1 /2% above money cost to Bank 
adjusted quarterly). 

Debt 73 . 2%; Capital Stock 26. 8%. Capital Stock funds 
may only be used for lending with consent of each member 
state; otherwise such funds must be use d for administra­
tive purpose s or to support gua ran tees and borrowings only. 

Ge ne rally retained by Bank except portion transfer r ed to 
lnle rnational Development Association. 

ln te rnational F inance Corporation. Makes loans and 
inves tments to private e nterprist!S in member count ries 
without government guarantee. 104 governments a re 
mcmbe rs. Sou r ces of funds a re members' subscriptions 
and loa ns from Bank . Staff is substantially identical to 
that of Bank. 

1nte enationa l Development A ssociation . Purpose is to 
p remote economic devc lopment in less developed m embe L' 
c ountries. 116 countrie s are members. Loans generally 
mad e fo r te rms of 50 years without amortization. Service 
c harge of 3 /4% on outstanding balance levied in lieu of 
inte res l. Staff substantia lly id e ntical to that of Bank. 



Institution: 

Location: 

Size: 

Assets: 
Capital: 

Purpose: 

Source of Funds: 

Manageme nt St rue tu re: 

Management of Funds: 

Inter-American Development Bank 

Headquartered in Washington, D . C., U.S.A. 
Field offices in 23 South American locations 

12/31/75 

U . S. $2. 98 billion 
Authorized Capital: 
Paid- in-Capital: 

U. S . $6 . 3 billion 
U. S. $983 million 

Established 10/ 1 /60 pursuant to Inter-American Development 
Bank Agreement of December, 1959. Members hip consists 
of 24 North and South American Governments, plus Belgium, 
Denmark, Israel, Japan, Spain, Switzerland, U.K., West 
Germany and Yugoslavia. 

P urpos e of Bank is to further individual and collective 
economic and social development of regional developing 
member countries via: (1) promotion of public and private 
inves tment for development purposes; (2) financing, directly 
or th r ough guarantees, of development and economic growth 
of members; (3) encouragement and/or supp lement of 
private investment in development projects; (4) co-ordination 
of members ' development , economic growth and foreign 
t rade; (5) provision of techncial assistance on development 
projects. 

Capi ta l provided by members 1 subscriptions plus bar rowings 
in U.S. and international capital markets, internally 
generated funds and sales of loan participations . See also 
"Special Funds" below . 

Governed by Board of Governors. one from each member 
state; executive powers delegated to Executive Directors 
(l I), one U. S. , 2 non- regional and 8 t•egional. Administra­
Live responsibility centered in President, appointed by 
Board, a nd Exe cutive Vice P resident, ar ... pointed by Executive 
Di rectors . Ope rations organized by region and function. 

Internal . Loa ns made d ireclly to or gua ranteed by member 
govc rnments (98%) . Loans monitored with respect to country , 
industry and regional economic conditions . Since inception, 
defaults have occurred on 2 Loans totalling $ 11.2 million, 
i·csulting in net loss of $1. 8 million . The Bank does not 
take part in debt rescheduling agreements. 



•• 
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• 

• 

• 

• 

• 

• 

• 

Inter-Amer' can Development Bank -Z-

Portfolio: 

Capital Structure : 

Income: 

:~pecia l Funds: 

Loans made pursuant to 6 principlet>: (1) loans made 
only on basis of formal analysis presented to Executive 
Directors; (2) in evaluating loan or guarantee, Bank must 
lake into ::l.ccount ability of borrower to obtain private 
financing on terms it believes reasonc..ble; (3) Bank must 
consider ability ,of borrower or guarantor to meet loan 
obligations; (4) in opinion of Bank, interest rate and other 
l oan charges plus amortization schedule must be appropriate 
for the project being financed; (5) the Bank rci\st receive 
adequate compensation for risks assumed by guaranteeing 
loans made by others; (6) loans made for special projects 
only and directly, except when amounts too small to warrant 
oank supervision. Since inception, Bank has made o r 
authorized 889 loans aggregating $8. 7 billion. Largest 
borrowers are Brazil, Mexico, Argentina, and Columbia. 
Loans made for terms of 10-25 years, including grace 
peri ods, at fixed rates . Current lending rate is 8% . 

Debt 53 . 6%, capital funds and reserves 46.4%. Capital 
subscriptions of member states available for general 
use unles s specifically restricted. 

Income retained as reserve for loan losses. 

Social Progress T l'Ust Fund. Administered by Bank 
from grant provided by U. S. Government. Res0urcea of 
Fund may be used to improve land use, land settlement, 
low income hous ing , water supplies, sanitation or education . 
Assets consist of 119 loans aggregating U.S. $537.2 
m illion. 

Spec ial Operations Fund. Established by Bank from 
scp rate contributions by members to finance p rejects 
to whic h special circumstances apply, principally need 
for loa n terms to be m ore liberal than those normally 
offered by Bank. Ass e ts consist of 45 3 loans aggregating 
U . S. $4. 2 billion. 

Venezuelan T rust Fund. Administered by Bank from U.S . 
$500 mill ion grant provided by Venczue la in 1975. Purpose 
is to con t ribute to the finan cing of proj ec ts and programs 
thal would have significant e ffect on cJevelopment of Bank's 
srnaller members. App r oved loa n i; aggregate U. S. $83. 7 
million . 



Institution: 

Location: 

Size : 

Assets: 
Capital: 

Purpose: 

Source of Funds: 

Mana~ement Structure: 

Management of Funds: 

Asian Development Bank 

Principal office in Manila, Philippines 

3/31/76 

u . s. $2,834,910 
·Authorized Capital: U. S. $3. 3 billion 
Paid-in - Capital: U. S. $1. 1 billion 

Established in 1966 as an international inter-governmental 
institution pursuant to an agree:nent initi:\lly signed by 3 1 
countries . 

Purpose is to foster economic growth and coopc ration in 
Asia and the Far East (the "region") and to contribute to 
the accelc ration of economic development in the de velop-
ing member countries in the region, collectively ana 
individually. The Bank's principal functions include: 
( 1) p remotion of public and private investment; (2) 
financing economic growth; (3) as :istlng in coordination 
of members' economic growth, plans and policies; and (4) 
providing technical assistance for the preparation, financing 
and execution of development projects and p lans. 

Capital provided by subscriptions of member states and 
borrowings in member countries and elsewhere. General 
principle is that borrowings should be diversified as to 
country of bor r owing. These sources supplemented by 
internal cash fl ow from lending activiti es . 

Managed by Board uf Governors, Board of Directors, 
P resident, Vice Presiaents, other officers and staff. 
All powers are vested in Board of Co vcrnors (with 
certain powers which may be delegated to Board of 
Directors), with each member selecting a Governor and 
an alternate Governor. The Board of Directors (12) has 
responsibility for the direction of the general operations 
of the Bank. 

Internal . Bank may make, participate in o r guarantee 
loans to tht! govc rnmcnls of ils developing mcmbe r 
countri es . lo any of the ir agencies or political subdivisions 
and to public or private cnte rprises ope rat.l ng within such 
countries , as well as to international or regional entities 



Asian Development Bank 

Management of Funds: 
(cont'd . ) 

Portfolio: 

Capital Structure: 

Income: 

concerned with economic development in the region. The 
Bank has not suffered any loan losses in its ordinary 
ope rations lo date and fol1.ows a policy of not taking part 
in debt re scheduling agreements . 

Loans made generally in conformity with the following 
principles : ( 1) the Bank's loans cover only a po1.·tion of 
t i•e total costs of each project financed; (2) goods and 
s ervices must be purchased in the loan country, with 
competitive bids to be received on such; (3) realistic 
economic, technical, and financial feasibility of projectfl 
involved; (4) adequate borrowing capacity; (5) beneficial 
effects on etomestic savings and balance of payments; and 
(6) as s istance in expansion of employment opportunities. 
Loans made for ?rojecls in 15 member countries, including 
ind us trial development banks (2 7 . 3%), utilities (35. 7%), 
tran s portation and communications (21. 8%), agriculture 
(14.3%) and educati on (0.9%). 

Debt 46 . 5%; Capital S tock 53 . 5% . 

Gene rally retaine d by Bank. 



Institution: 

Location: 

Size: 

Purpose: 

Sou r ce of Funds: 

Manageme nt Structure: 

Manageme nt of Funds: 

Po rtfo lio: 

African Development Bank 

Abidjan , Ivory Coast 

Authorized Capital: U. A . 400 million; 
Issued Capital: U .A. 370 million ( 1 Unit of Account = 

1 special drawing right of the IMF) 

Established by African Governments in 1964, commenced 
ope rations in July 1966. Present m embership consi sts 
of 39 of 42 countries which are mem bers of Organi~ation 

for African Unity, includ ing 16 wh ich are included in U . N . 1s 
list of 25 least developed nations. 

Purpose of Bank is to promote the economic deve l ">pme 1 .. 
of its member countries and social advancem ent of thei r 
peoples through gradual inte g1 t ion of their economies. 

Subscribed capital , borrow ing s and retained income. Bank 
als o ope ra tes African Development Fund, established from 
gra nts from 16 non-African expo r ting countries, which 
makes 50 year interest fre e loans and SIDFIDA, a Geneva­
base d inte rnaLio nally funded o r ganizatio n of private en .. e r­
p l'ise s which a s sists in the mobilization of internationa l 
private capital fo r developme nt proje c ts in Africa. 

Board o f Gove rno rs , o ne from e ach membe r, oversees 
operations . Manageme nt re spon~ ibility and policy co­
ordination r e sts w ith Board of Directors ( 9 ), President 
and staff. 

lnte rna l. Gank ave r sces projects for which funds have 
bee n di s pc rscd, 

Alone o r jointly wit!. othe r s, Bank ( 1) utilizes available 
resources Lo finance inves lmenl proje c l s o r prog rams 
cons i s le nl wi th iLs purpose; (2) promole s private and 
public capital invcs lmc nl in J.L'r ica: (3) provides techn ica l 
and financ ia l a ssistanc e in project evaluation and structu re. 
All loa ns a nd investments ir private s ector must be gov-
e rnmc nl guaranteed . Po rl fo lio at 9/3 0/74 consisted of 
one or m o re loo. ns o r e quity investme nts in 3 1 countri e s 
totalling U. S . $ 192. million. Loan tc rms keyed to abi l ily 
of b o rrowe r to repay and servic e debt. 



• 

• 

• 

• 

• 

African Deve lopment Bank 

Capital Structure: 

Income: 

Believed to be solely members 1 capital subscriptions, 
plus retained income. Discrepancy between issued 
capital and outstanding loans not reconcilable from 
existing data. 

Believed to be reinvested in operations. 



Institution: 

Location: 

Size: 
As sets: 
Capital: 

Purpose: 

Sou1·cc of Funds: 

Management. S tn1c lurc: 

Managenwnl of Funds : 

European Investment Bank 

Luxembourg 

12/31/75 
U . S. $6 .4 billion 
Authorized Capital: U. S . $4. 1 billion 
Paid-in-Capital: U. S. $471 .9 million 
Capital Subscriptions Due: U. S. $177. 0 million 

Th;e EIB was established by the Treaty of Roure in 1957 
which also established the EEC. The members of the 
EIB arc the nine member states of the EEC . The purpose 
of th(~ El3 is to contribute to the balanced and orderly 
dt velopmen t of a common market among the member 
sta t~s. The EIB grants and guarantees long-term loans 
to finan ce projects which are related to the development 
of the less advanced regions of the Common Market or the 
developmenc of its conversion areas, where traditional 
activities are being supplanted by newer economic activities 
which serve the common interests of several member dtates. 
By unanimous decision the EIB grants loans for T' _ 0jects 
outside the EEC . 

The EIB finances its loans from the capital paid in by the 
member states, from internally gene rated funds and from 
borrowings in European and international capital markets. 

The E IB is -Administered and managed by (1) a Board o( 
Gove rnor r. c omposed of one government minister (usually 
the min:ster of finance ) appointed by each member state; 
(2) a Boa rd of Directors comµosed of 18 Directors and ten 
Alte rnativc Dire c lors eo..~h appointed by the Board of 
Governors frr a 5 year term on nominatio n by the member 
states anri the Commission of the Europe an communi ties ; 
(3) a M:i.nage ment Committee, cons is ting of a President 
and f0ur Vice Presidents appointed for 6 years by the 
B<'~ rd of Governors on recommendation of the Board of 
Dil ecto r s . 

Mana geme nt of funds is internal, and the EIB haq not 
experi enced any defaults on its loans o r guarantees. 



Portfolio: 

Capital Structure: 

Income : 

Loans and guarantees are made according to the following 
policy: (1 ) for projects that imp rove less developed regions 
of the EEC and tha t are of common interest to the member 
states (such projects preferably assist in the coordination 
of markets and the integration of the economies of member 
states), (2) for projects that are of sufficient size to avoid 
widespread dispersal of its resources; (3) loclns made shall 
only supplement the resources otherwise available to the 
borrowers for such projects; (4:) special attention is given 
to projects in which member ceiuntries 1 capita.I is invested. 
The EIB does not generally lend more than 40% of the cost 
of a project. At December 31, 1975 it had lo;a.ns disbursed 
as follows': 3 0 . 5% energy projects; 24. 8% industry; and 
17. 5% to transportation. 

80% Funded Debt, 11 % Capital, 9% Statutory :Reserves. 
Subscribed ca~ital i s $4, 129 .5 million of which $648.9 
is or will be paid in by member9. Calls on subscribed 
capital are required to be in proportion to me·mbers' 
percentage of subscription obligations. 

Income is appropriated to statutory reserve. EIB 1s assets 
and income are exempt from all direct taxes 1of the member 
states. 



Institution: 

Location: 

Size: 

Purpose: 

Source of Funds: 

Managen1ent Structure: 

European Coal and Steel Community (11 ECSC 11 ) 

Brussels, Belgium; Luxembourg 

At December 31, 1975 , the assets of the ECSC amounted 
to U.S. $3 .5 billion. ECSC's "capital'' is provided 
solely from retained earnings and reserves. 

Established 4/18/51 pursuant to treaty. Initial member­
ship of 6 European nations. Present membership 9 
European nations. Purpose is to aid the development of 
the economies of the member states through the creation 
of a common market for coal and steel. Also, ECSC 
facilitates the financing of capital investment programs in 
coal , coke, iron ore, iron, steel and scrap by lending 
funds which it obtains primarily through its own borrowing. 
ECSC also responsible for coordina~ing production in 
above-named products by methods such as determining 
general objectives for modernization and expansion of 
productive capacity, reviewing investment programs, 
making research grants, enforcing fair competition, 
fix:ing prices in emerge ncies and imposing fines for 
infringement of ECSC rules. Also active in promoting 
be tter living and working standards for workers in the 
coal and steel industries through housing loans and retraining 
and re search grants. 

Capital provided by: (1) a regular revenue levy collected 
monthly in the res pective cu rrencies of th e member states 
from steel producers. Levy payments to be made in 1976 are 
expected to be $ 104. 9 million: (2) borrowings through bonds 
or notes , both public and private. "· s of 3 I 31 /76 ECSC had 
outs ta nd ing $3 . 3 billion of funds borrowed. 

Governed by a Commission comprised of 13 members who 
a r e nationals of the m embe r states , not more than 2 of 
whom may have the same nationality. Over the Commission 
i s a Council consi~1ting of one representative of each member 
state. Ce rtain actions of the Commission require the assent 
of the Council. The ECSC is also t·e sponsible to a European 
legislative assembly - the E uropean Parliament, which 
consists of 198 repre se ntatives elected by the legislatures 
of the m ember count ries. It reviews the ECSC and by a vote 
o f consens us can compel the res i gnation of the m embe r s of 
the Commission. Also, Lhe Cou rt of Justice of European 
Communities, comp riscd of 9 judges, inte rp re ts and applies 
lhe provisions of the treaty. De cisions are binding. 



Management of Funds: 

Portfolic:>; 

Cap ital Structure: 

lncon1e: 

The Commission has the responsibility of borrowing, 
financing and n1anaging funds . The primary responsibility 
for specific capital investment programs rests with the 
individual borrowers who decide what capital projects they 
want to undertake and whether to seek the assistance of the 
ECSC. The criteria applied by ECSC iri selection of 
projects to be financed are base~ on normal banking practices. 
ECSC borrows in whatever currencies appear most advan­
tageous to it and under the best conditions prevailing at the 
time in the capital markets in which the ECSC operates. 
In order to minimize risks, ECSC matches principal, 
interest rates, maturities and currencies of loans made 
with its own borrowings. A general policy is also to secure 
loans by guarantee of country, banks or industrial concernB 
or mortgages on the financed projects. 

Since inception ECSC has granted loans (both from borrowed 
funds and fr 'om its own resources) aggregating $3 .4 billion 
through 12/31/75, of which, as a result of repayments by 
the borrowers, $2. 7 billion was then outstanding. Of this 
a.mount, about 26% was guaranteed by the member countries, 
25% by banks and 18% by industrial concerns, and 27% was 
secured by mortgages on the projects financed. Since 
establishment, ther e have been defaults on 3 loans, total­
ling $1 . 8 million, less than 0, l % of the total amount of 
loans granted by the ECSC. Rescheduling of principal and 
interest payment dates and delays in the receipt of loan 
service c harges have been insignificant. Guarantees granted 
by ECSC since inception have aggregated to $65, 3 
milli on through 12 / 31 /7 5, of which $24. 3 we re outstanding 
... t that date . ECSC's guarantees are secured by 
guarantees from m embe r countries, banks, industrial 
concerns or by mortgages on the projects financed. ECSC 
has never been required to make payment on a guarantee. 

Borrowings 
Reserves 
~evenue Funds 

Total Capital 

12/3 1/75 
$2 1 786 million 

338 
271 

$3 , 395 million 

82 .1 % 
9.9 
FLO 

100.0% 

ln 1975 r evenue s of $307 . 96 million: 5 7 .9% from interest 
on loans: 26 . 6% from Levies and 15. 6% from contributions , 
interest investments and other. 55 . 3% went :o pa )' inte r est 
and fees payable; 6 . 3% for admini st ration; 7. 5% for 
re searc h; and 14. ')% we nt for other. Most of the 16% 
exc~s s we nt to the Guara ntee Fund, housing }J · r;)ec ts 1 and 
reconve r sion, technica 1 and economic researc h. 





Institution: 

Location: 

Size: 

Capital: 

Purpose: 

Source of Funds: 

Management Structure: 

Management of Fune.ls: 

Po r'tf o lio: 

Capital St ructu re: 

Income; 

Saudi Development Fund 

Riyadh, Saudi Arabia 

SR 10 billion (Saudi Riyals) 

Established in September 1974, the SDF participates in 
financing development projects in the developing states 
by providing loans. 

Believed to be direct contribution from Saudi Arabian 
revenues. 

The Fund is managed by a six man Board of Directors 
comprised of a Deputy Chairman , the Minister of 
Finance and National Economy, and four other members 
se lected for three yea r terms of office by the Council 
of Ministers. 

Inte rna L 

The Fund will g rant loans to prnjects of e conomic or 
social benefit to the .. ~c ipient state on the condition 
that the loan is repaid in Saudi Riyals and that any one 
loa n does not exccccJ 5% of the Fund's capita l or 50% of 
the overall cost of the project being financed. In addition, 
any one country may not be extended loans tota lling more 
than 10% of the Fu nd 1 s capital. To date the Fund has 
exte nded more than fifty loans to a large cros s-section 
o f developing countries including Indonesia, Egypt , 
No rth Yemen, People't:l Hcpublic of Congo and Niger . 

N.A. 

I3e lieve d lo be re la ined. 



Institution: 

Location: 

Size: 

Purpose: 

Source of Funds : 

Manageme nt St ructure: 

Manage m e nt of F'und : 

l ' ortfo li o : 

Arab Bank for Economic Development in Africa 

Khartoum, Sudan 

Authorized and subscribed capital: U. S. $231 million 

Established in 1974 under aegis of Saudi Arabia and 
League of Arab States. Ope rations commenced in 1975. 
Membership consists of 18 Arab states which have 
contributed from U.S. $50 million (Saudi Arabia) to 
U . S. $1 million (Jordan, Bahrain, Sudan , Syria, Egypt , 
Mauritania, Pales tine) to initial capital. Purpose is 
th reefold: (1) assist in financing economic development 
in African countries; (2) sti:.mlate the contribution of Arab 
capita 1 to African development; (3) help provide techhical 
assistance re qui red by Africa 1 s ec anomic development. 

Anticipated to be capital subscriptions by member states, 
plus borrowings (up to a limit nf 2x paid in capital and 
reserves), deposits and re ta bed earnings. Specia 1 funds 
a lso autho : 1zed . 

Board of Governors (one from each member counlry) 
ove rsces ge neral operations and policies . Initiation .tnd 
implementation of policies and direction of manage mer1 t 
via Boa rd of Directors (12, based on share ownership) 
through President (C hairman of Board of Directors) and 
staff. 

lntc rna l p oli c ies prohib it di s bursement of fund s "ithout 
p l'i o r provision fo r 1up e rvision o f relaLed project by 
bank staff . 

Ope rali ons of bank may take the form of ( 1) loans and 
gua ra ntees gra nted to de velopment financin g ins Litutions: 
(2) pa r tir. ipation in financing of major economic p rojcc ts , 
e s pe cia lly ag riculture and indu s try, lo make up any deficit 
from externa l sou r ces of fina n c ing ; (3) technica l and 
fir.a nc ial assislance a imed al id e n t ifying and structuring 
ecnnomic developme nt projects , espec ially Afro -Arab 
projects; (4) tec hnical a n<l fi nancia l aid with respect to 
tec hnolog ical deve lopme nt. E ligible r ec ipients limited 
to (l) Afri ca n gove rnme nts and agencies; (2) public and 
private compani es, organi zations and pr ojec ts in Afri c an 



Arab Bank for Economic 
Development in Africa 

Portfolio: 
(cont 'd . ) 

Capital Structure: 

Income: 

countries, majority owned by Aftrican governments or 
citizens; (3) mixed , African or Afro-Arab economic 
development companies. Present portfolio believed to 
consist of 20-25 loans in 20 African states . Maximum 
participation by Bank in any one project to be lesser of 
U . S . $10 million or 50%; term of loans to vary based on 
project; and interest charges to vary from 1% to 6% . All 
loans and investments must he guaranteed. 

See 11Sou!'ce of Funds" abov~. 

Allocated to reserves or members' capital aci:ounts by 
Boa rd of Governors. 



Institution: 

Location: 

Size: 

Purpose: 

Sout·c e of Funds: 

Management Slruc l111·e: 

Manageme nt of Funds: 

Po rLf o l io: 

Capilal Slructu1·c: 

Incom e: 

Arab Fund for Economic and Social Development 

Kuwait City, Kuwait 

Authorized Capital: KD 400 million (KD = Kuwaiti Dinars) 

The AFESD was ") rganized by the Arab Council of the 
Arab League in 1968. Ope rations did not commence 
until 1973 at which time the Fund had acquired 21 country 
membe rs. T he purpose of the Fund is to participate in 
financin~ economic and development projects in all Arab 
member states through: (1) financing economic develop­
ment projects on e asy terms to governments and to public 
or private organizations and institutions, giving preference 
to economic projects vital to overall Arab development and 
to joint Arab projec ts; (2) e ncouragi ng directly or indirectly 
the investment of public or private capital in such a manner 
as to e nsure the development and grow th of the Arab 
cconL1my. (3) providing technical expert ise and assistance 
to the va rinns fields of economic deve lopment . 

Believed to be solely m C' mber subscriptions at present. 

Believed to be intc rnal. 

Internal. Interest rates for loans made du ring 1975 ranged 
from 4% - 6%. 

Loan c riteria empha s izes lhosc projects that (1) assist 
less cl eve loped A ra.b counl ric s i 1 narrowing existing income 
diffe rentials; (2) have infrast r uctures that link Arab 
counlries; (3) fa c ilitate c ross- b o rder funds flows; 
(4) inlcnsify exploi lation of agricullrual resources; (5) 
conlain n e w ideas for public and private co -operation 
investme nt proje c ls. Since 19 73 lhe Fund has g ranted 
loan s tota lling L<D 9J .2 million for eig h teen proj ec ts 
in nin c..: count ries . Duri ng 1976 AFESD is p lanning a 
maj or expansion of ac tivities wit.h c umu lative Loan commit­
menLs p1·ojectecl lo "isc lo l<D 177 million. 

O f Lh c L<n 400 mi 11 io n com milled ca 1 • ta I , l'D 102 million 
was paid up by the member sla tes as o f February 1976 . 
T he o utsla nding balanc e is lo be: paid ove r the next thre e 
yea rR. 

No informalion ava ilable on dis p o8 iti on of incom e . 



Institution: 

Location: 

Size: 

Purpose: 

Source of Funds: 

Management St ructure: 

Managem ent of Funds: 

Portfolio: 

Capital S truc ture: 

ln come: 

Abu Dhabi Fund for Arab Economic Development 

Abu Dhabi. United Arab Eu rates 

Authorized Capital: DH 2 billion; Paid - in-Capital 
DH 1 billion (DH - Dirhams ) 

T o offer economic aid to Arab countries in support of 
their e cc nomic development th rough loa ns, participations, 
or guarantees . Also economic aid to African, Asian and 
other Islamic countries. 

Believed to be internal allocation from Abu Dhabi revenues. 

N .A. 

Be lieved to be inte rnal. 

Loans outstanding to 11 countries totall ing $500 million 
al December 1975 . MoR tly conn ected with industry and 
manufa cturing . 

Believed to be solely paid-in-capital at present. 

No informatio n a vailable wiLh respe ct to distribution o( 
in come. 



Tnstitution: 

• Location: 

Size: 

• Capital: 

Purpose: 

• 

• 

• 

S ource o f Funds: 

• 

Manage ment Structure : 

Ma na ge mcnt of Fund s: 

Islamic Development Bank 

Jeddah, Saudi Arabia 

ID = Islamic Dinars (equal to 1 Special Drawing Right 
of the International Moneta1 If Fund) 

Authorized Capital: ID 2 billion 
Paid-in-Capital: ID 755 million 

Bank established in 1975 based on agreement signed by 
members of Is lamic confe re nee in 1974. Purpose is to 
foster economic development and social progress of 
member and Muslim communities in accordance with 
Islamic principals . Present membership 29 countries. 

Bank permitted uncle r agreement to ( 1) purchase equity 
in productive projects in member countries , (2) partic­
ipate in economic and s ocial infrastructure projects in 
membe r countries; (3) make loans to public and private 
sectors for project financing in member countries; 
(4) establish and operate trust or specia l funds; (5) 
a c ce p t d eposits and borrow funds; (6) assist members 
in ma tte rs relating to d e ve lopment , foreign trade and 
economic co-operation; (7) invest surplus funds. Bank is 
to be non-political and governed by e conomic considera­
tions only. 

Membe r s ' capi tal subs cl'iplions. Leve rage permitted , 
but not yet u s ed . Cash flow and income will also be 
us e d to fund ac tivities of Bank in future. 

Boa I'd of Go ve rnors, composed of one from each member 
state . to appo int E xec u tive Directo r s and P resident, to be 
respon e ible fo r operati ons and selec t ion of p e rsonne l . 
All office rs of Bank must bi: from membe r states. 
E xc c ulive Direclo rs app r 0 ve all loans. 

All contrn c t s will pr•>vidc fo r inlc rna l foll ow-up and 
inspection by Bank. 



Portfolio: 

Capital Structure: 

lncome : 

Selection and determination of investments to be based 
on the following criteria: (1) due regard to be paid to 
safeguarding interests of Bank, including obtaining 
guarantees; (2) the ability o( recipient and/or guarantor 
to meet obligations to Bank; ( 3) consistency with 
principles of promotion of complimentary economic 
development among members, promotion of social and 
economic well being in member states and enlargement 
of employment opportunities; (4) avoidance of concentra-
tion of loans and investments in one country and maintenance 
of reasonable relation of loans and equity investments in 
each country~ ( 5) reasonable dive rs ification of equity 
investments; (6) in all cases, priority to be given to 
co-operative economic projects. 

Loans to be for terms based on project requirements. 
In view of interest prohibition under Islamic law, service 
fee to be charged. 

Preser.tly all member states' equity. 

May be distributed to membe rs after general reserve 
equals 2.5% of subsc :-- ibed capital . 



Institution: 

Location: 

Size: 

Capita l : 

Purpo~ e : 

S ource of f' u 11d s: 

Mana gcnw nl Sl n1 c l 11 re : 

Man:q~cmcnl of Fund s : 

Kuwait Fund fo r Arab Economic Development 

Kuv1ait City 

Authorized Capit;i.l: KD one biition; 
Paid-in-Capital : I<D 328 mi llion (KD - Kuwaiti D ina r s) 

To assist Arab and other developing states irf imple­
me nting developme nt proj ects by making KD loans . The 
Fund may also gua t·an tee the ob ligations of such states o r 
co rpo rate entities . T he Fund may not fina nce more tha.n 
50% of non - local proje ct cus t. 

400 milli o n l<D ' s oul of go vc rnme nt re s erve s a c co r d ing Lo 
lhe needs of lhc F und. 6 0 0 mill ion KD ' s out of public 
revenue s of Lh c S late. Amounl to be appropriated delcrmincd 
annua lly. 

Prime Mini s l ·r - C l1a irman of Board of 9 Directors c lec lc d 
fo r an inili a. l l e r m o f lw o ye ars. C hairman app o ints 
D i re c t o r - Ge n e r ::d of l h e F und (upon r eco m m e ndati on of lhc 
Boanl) who haa respons ibility fo r f inancia l and admi nist ra ­
ti ve rna tlc ru . 

Nl•t pro fits of I. he l· u nd a. r<! c redite d lo a r e s erve a ccount 
1rnlil 1·csc 1· vc :i equa l 2C.% o f capita l. T herea fter profit s 
.11·c add •d lo lhc c a p i la l of I h {! F und. 

Ca s h 
( L< n M ii l i 0 n R ) 

5 . I 
Ba nk clcpos iLs 
Sccul'ili\! 1:1 
Loa1HJ 
Pa rll c ip.Ll i o ns in 

Ar" b d · v ·lo p m cnl 
ins tiLuliNrn 

A cc ruc·d inlcrcs L 
T ota l 

I 74. '1 

11 0 .•I 
62.U 

2 5 . l) 
(, . ' ) 

38·1. H 



Kuwait Fund for Arab 
Economic Development -2-

Capital Structure: The Fund may borrow funds and give guarantees Uj! to 
twice capital and reserves. 

Income: 

Loan Disbursement : 

• I 

Paid-in-Capital 
General Reserve 

KD 328 (Mar~b 1975) 
KD 56 

Financial information limited . 

Total Income KD 16. 6 million 
Income from Investments l 4 .4 
Income from Loans 2. 2 

Loans made to 12 countries by sector 

T ran~po rl a nd storage 
Agriculture 
Industry 
Power 

35 .6% 
23.2 
20.6 
20 .6 

100 .0% 



• 
Institution : 

• Location: 

Size: 

Asse ts: 

• Capital: 

Put'pose: 

• 

• 

• 

• M,111:41.~ l-· 111cnt S l na.: lu re : 

• 

• 

• 

• 

. t 

Fondo de Inversiones de Venezuela 

Caracas, Venezuela 

12/31/75 

BS 22,470,317,537 (1 Bolivar (BS) = U.S . $0.233) 
BS 20,532,175,000 

Fund establishe d by Presidential dee ree in June 1974 
following OPEC ' s increase in oil prices and consequei.1 

increase in Venezuelan gave rnment L·ese rves. Stated 
purposes are fourfold: (1) to create a professionally 
managed reservoir for public funds that would be kept 
out of domes tic mone y supply until needed, the re by 
avoiding inflationary pressures caused by over-rapid 
money supply growth; (2) to invest i n exter nal capital 
ma rkel s funds not immeclialely needed in Venezuela; 
(3) to assu r e a rationa l and diversified internal invest­
ment p rag t'am des ig ned to reduce Venezue la 1 s dependence 
o n o il 1·ev\!nues; (4) to genera te economic growth that 
l: reates full employmenL, redistributes national income 
a nd encourages lechnologica l independence . 

Yea rly all ocation of oi l revenues , the size of whiLh is 
de te rmincd at Lhc highc s l levc l of gave rnment and 
approved by Pre1i 1dc nl. A llocations in t 9 74 and 1975 
aggrcAated sl ight l y in cxc<'sS of U. S. $5 billion . 

Fund o p erations ovc r!l ecn hy Ge neral Assembly (consisting 
l•f Stale Miniate 1·s and high le vel govc rnment off icia ls) 
which has fJOWe r Lo tli c lalc po l icy. Maju r ro l icy di re c livc t> 
typ ica lly or igi nalc from high level political ::JOUrccs and 
lhe Fund's internal Execulivc Directorate (2 inlct·na l and 
2 external) and arc ral ificd hy Assembly. Preside nt o f 
Fund (Slat e M i t~ istcrl is c ro:i s road~ fot· poli cy and routine 
n"~ n·1 11<' mc:nt o p · : <.\Lions. Major invcs 1 rncnL deci is ions made 
by Exec tlivc O i recloralt! and all cxte rnal invoslments 
clis r. usflcd at se nior management levt>l c:o mmiltce mc1. lings . 

Internal HLi.lff divided inl o 3 groups by fu11ctioll: ln l l!!'l\ali o nal 
Financia l c.; r o\1p (invc s lm•nls in cxlc rnnl ma1·kcts): 
lnlc rn'Ltional Fin n ·i,d Coupc ralion G r oup {analysis ancJ 
11H>nitl)rin14 of loanR to lntl·rnatio11J.l anti non-Vcnc1.uclan 
c;ovcl'lm 1c nl Ag('nc i<' a): National lnvc s lmcnt Group (rcvi ·w 
.u1d monitoring of clcbl and r quily in ve» lmcnls in Vene:t.ucda.n 
•ntilicE>). All groups have tipccializccl sub-groups . 



Institution: 

Location: 

Size: 
Capital: 

Purpose: 

Sou r cl' of Funds: 

Alberta Heritage Savings Trust Fund 

Edmonton, P i·ovince of Alberta, Canada 

c $1,500,000,000 

Fund established in May 1976 to invest a substantial 
portion of non- renewable resource revenues for the 
benefit of the people of Alberta in future years . 

Fund permitted by Legislative Act to ( 1) invest U? co 20% 
of its assets in projects which will provide lor.g-term 
economic or social benefits to the people of Alberta but 
which will not by their nature yield a retur.1 h the Fund, 
provided the moneys are first specifically app ~·opriated 

from the Fund by an act of the Legislature; (2 ' invest up 
to 15% of its assets in loans to the Crown in 1 ight of 
Canada 01' of any other province or Canada OJ in loa n~ 

guaranteed by the Crown in right of Canada c r of a ny 
other prov inc e of Ca nada; (3) make investrl" ..; nts the 
Investme nt Committee, or the Legi slati· · ~ Assembly as 
express e d in an Assembly resolutiol" , feels will yield a 
reasonable relur n or profit to lhe ~··und and will tend to 
st rengthe n and diversify lhe ec<.1nomy of Alberta; (4) 
invest o r reinves t moneys not invested according to 
l, 2 or 3 above in a ny or all of the following: (a) 
evidences o f indebtedness of, or fu lly guaranteed by, 
lhe Canadian Gove rnment, any Canadian provincial 
governmenl, any Canadian municipal corporation, the 
government of a country olhe r I ban Canada, a cha rte red 
bank or lreasury branch, or any co rporation i f authorized 
by the Canadian and British Insurance Companies Act; and 
(b) mortgages or hypothecs of real estat,., " l' leaseholds in 
Ca nada unde r ce rlain .:: ircumsla nces . 

Origina l funding of Canadian dollars $ 1, 500 , 000, 000 plus 
30% of the non - renewa ble resou rce rc v ~ nues Lo I · received 
in fiscal 1976-77 (and each fi scal yea r lhcrcaftc r if lhe 
Legis lative A ssemb ly enac l s a Specia l Act authorizing s uch 
annual lransfcr from the Ge neral Revenue Fund) on a 
monlhly basis. 



Alberta Heritage Savings Trus t Fund 

Management Structure: 

Mar·a.gement of Funds : 

Portfolio: 

Capital Structure: 

lncon1c : 

Heritage Savings Trust Fund Investment Committee 
consisting of all 24 members of the Provincial 
Exe cutl ve Council (including Provincial Ministers and 
Treasurer) responsible to the Legislative Assembly in 
the ope ration of the Fund. Actually managed in the 
P rovinciaJ Treasure 1· 1 R Office. 

The P rovincial Treasurer holds anci administers the 
Fund in accordance with the Act. Fund has separate 
accounting record . The Investment Cummittee, except 
wben directed by the Legislative Assembly, approves 
investments and di spcsitions of investments , although the 
Provincial Treasurer invests, reinvests and disposes of 
such with respect to Fund activities in investment 
category 4 under "Purpose " above. While all funds are 
managed internally, outside advisors may be used to 
review and package potential inves tmenls . 

As under "Purpose" above. No authority to guarantee 
the credit of others nor is it intended to allow for other 
tlian short-term borrowing s from the Ge neral Revenue 
Fund in anticipation of fund transfers (i.e. - no leverage 
allOW(!d), 

See "Sourc e of Funds", 11Portf olio" and "Inc ome''. 

T he income of the Fund accrues to and forms part of 
the Trust F und . 
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----------~-------------------------------------·---------------------- 3 
To Our Clients and Friends 

In 1975 the economies and financial institutions 
of the Wes tern world successfully passed their most 
diflicult test of the postwar pedod. One year ago, a 
sha rp recession was under way. The rate of inflation 
was dangerously high, profits were dropping, un­
employment was rising, and credit problems were 
mulliplying. Pessimism was everywhere. ln the 
United States, monetary policy was eased and a pro­
gram of strong fiscal s timulation adopted. As a result 
our economy bullomed in the second quarte r. sooner 
than generally expech.:d , and has since moved ahead 
at a healthy rate. Liquidily has improved impres­
sively throughoul lhc economy, fur consumer, cor­
porate, nnJ thrift inst itutions. New York City and 
New York Slate appear to be grndually surmount­
ing the unexpected cri sis in their llnancial affair..;. 
Abroad, cooperation among governmen ts and ccn­
tr:tl banks did 111ud1 to t:asc the financial strains of 
high inflation causi.:cl by lhequadruplingor oil prices. 
Furiunatdy, the OPEC surplus has pruvcn much 
smaller lhan many had fearl'd ancl is expi.:ttl!d to de­
c.:line rurtlwr. All uf lhe fu t·eguing was ri.:llech.:d in :.1 

sharp recovery in s tuck pricL's and lower inlerL'St 
rates. 

With tliL' casi.: in 111\rney a11d the tkclinL' in interes t 
r:.1 '.cs, ot1r capital 111arkc ts absorbed a n:cord vo lulll i.: 
ul' liXL'd ill l'Oll ll.) Sl.:Clll'it ies , $37 bi ll ion ur lu 11 g· ;\lld 
in h.:rmcd ia t l'·ti.:n 11 lm 11ds a11d S29 hi l I iu 11 of m1111icipa l 
hunds. In co rpura t ·s , i11tl.'res t ci.:n lL' n:d upon issw.:s 
11f high qu:dil .v , spu.:ifi ca lly those rali:d 1\ or helter. 
With thL· L'Coll(1n1y i111pnl\'i11g a11d profit s r is ing, we 
e-;pcl't 111on: intcrl'St will develop i11 13a:i crvd it s :is 
1976 progreSSL'S. l ~q uit~· 1111dL' rwrit i11gs incn .. ·:isL'd to 
$6.8 billion. lllOI\.' tl1a11 double tltL' liglll'c fur 1974 
but :-.till lwlow llil' k·vl·I of' 1973. as 111111\LTous nw.1111· 
indus l ri:tl L·11111p:111ii.:s s t rL'ng t hL'llL'd 1 l1L'ir h:d anl'\' 
shL·d •;. lit ilit y 1.tkri11gs ;1ecou11 tL'd fnr 35 percent l,f 
the llllal , down fn1111 7~ perci:11t in 1974. 

Thi.! i111prnw d 1n:1rh·t co11dit ions and a 1111mh1:r 
of intL'l'll:d dt'\'l' l11p1m·11t s n111dii11 L·d tu prnrl 11ct• a 
hea lthy inc1\:as1: in Whit l', Wt·ld l11cu rpor:1t ed':-. prof· 
i1abili 1y. 0111 li st·d i11n1111i: ckpa 1·t1m·11t s, :.1n ari.:a tJf 
our b11si11i.:ss whil'h \\\' have L'Xp:indcd •;ig11ilir:111t ly 
i11 t'L'C1' tlt :vL':tl':-. , lw11ditl'd s tru11gly l'r11111 thl' dLTli111.• 
in int l' l'L'S t r:itt·s :i11d t IH' L'.\ t raordi11:il'il~· l:trgi.: v11 li1111e 
111 IJ.S. Co\'L'l'll ll ll'llt, 1111111 ki p:d, a11d n1rpo r:1te dvht 
ll11a11ci11gs during till' war. Uttr co1·pol'atL' :1ml public 
li11a11 cl.' :11.: li\' ili l'!• \\'l'rt ' ;dsu :lidl'd hy tltL' lal'gt: volutl\L' 
uf 11ew ckht li11 :111ri11g.-. a 11d hy tlil' l':-t:ih li:-.l rn1l'11l 111' \t 
11.:t'ord 11u111lwr 111' 1w v r lknt n·l:1t i1111'>hips . Our i11 · 
l' r('.1:-.i 11 g co111111 it111l' ll l to tlw 111arh·t lor i11d i\'icl 11al 

investor services rcsul ted in rer.ord levels of indi­
vidual account revenues. While commission rates 
came under sevtrc .rressure in the institutional area, 
our competitive position in this business improved. 

Ow· international afliliate, Societe anonyme fi­
nanciere du Credit Suisse ct de White Weld, experi­
enced a marked advance in revenues and net income 
in fiscal 1975, despite the detrimental impact of fur­
ther appreciation of the Swiss frarn;. This uptrend 
has continued in the currcnf year and the synergistic 
effect of the expanded relationsh ip with Credit Suisse 
has proven bcncficia 1 to all concerned. 

A number of important changi.:s in organization 
and personnel took ,Jlacc during lhc yea r. Paul Hal­
li ngby, Jr., our chid executive olllccr, was elected 
chairman of lhc buard, ::tn<l Frederi ck S. Wonham 
was elec ted presic.li.:r l and chief opera ting oOicer of 
White, Weld & Co .. 111<.:orporatcd; Ch;1rles C. Lt:L', Jr. , 
was named vice c h:lirman, and Jtuncs W. Needham 
and Thu1m1s C. Pryor were nam1.1d 1.1xecutive vice 
president s. L. Emery KatzL'nhach, the previous 
dwirman uf Whill', Weld & Co., Tnc.:orporati.:d, rc-
111ai11s cha irm::rn or Olli' parent company, WhitL', 
Wl.'ld I luldings, Inc., and in tlr 1 c:qx1c.: ity will r.:un­
tinul' f11 play an ;1 ct ivc rull' in our affairs. 

The uut lo(>k is much brighter limn il was 12 
months agu. and the yt:a r has begun in a n~ry positive 
l'ashion. WL' anticipa11: n continuing hea lthy recovery 
in the Unit l' :I S tates ecuncm1y, l't1l lowcd by a n :cuvcry 
i11 111ost major ccom;mic~ elsewhere in the world . 
l11lbtio11 should co11 t:m11: to dl'clini..:, wh ich in turn 
s hould licndit lu11g-t1.1nn inli:n:sl r:tlL's. We expec t 
that 1.:orpura tc prulih will n:cord u suhstanl inl gain. 
Notwitl1:-tanding tlw ex istl ttl't.: ol' 1t1a ny dillicull prob­
lems, all ur the fnrcg(1 i11g could hri11g tthuut he:dthii.:r 
Sl.!CUl'il il'.s n1 ark1.:ts a11cJ :\ grea ter dcgt\'\' of ill \'CS tol' 
co11licle1 1l I.! tha n haw h1.1e 11 in e\'i~ll·11n· the past l'ew 
years. 

&,)';Ffi~· 
J:;~ Jr/ ;rJ,~ 
Fre<IL·rick S. Wo11h:1111 
l'rcsit!t·111 
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Corporate Finance 

Internally generated corporate funds have Jagged 
behind capital spending and dividends by increasing 
amounts over the pas t decade. The cumulative short ­
fall exceeded $82 bi llio 1 in the past four years a lone, 
reflecting industry 's in 1bilily to fully o[set a ris ing 
ra te of inflation. While inibtion is now moderat ing, 
the puni tive nature o F our p resent tax s truc ture 
and the di storted carni11gs results presl!nt cd under 
historic cos t accou nting serious ly im pede capital 
fol'malion. 

The year was o ne o r record ac tivit y as many cor­
porations, eit her unwilling or unable lo raise long­
term capi ta l in 1974, came lu markt.:1.. Dcspitt.: the 
large volume uf firw ncing , the rn pital market was nut 
open to all comers , c rea ting p robh.:ms-a11cl opportu­
nities-for invesll11L'lll banking lirms such as Whit e. 
We ld and our clients . 

Unclcrwri I ing 

During 1975 , Whil t: , \i\l<.· ld 111a11a g1.:d Ill' <. ' 11· 

rnana gn l app roximah:ly $] .5 l>illio11 o l' publ ic ly ol'· 
l'crt:cl securit ies i11 owr 70 SL'p;1ra1e issues i11 tl11.: 
lJ11i1 ed S laks. M:1jo r deb: issues in 1975 i11dudcd 
offc ri11 gs fo r SllL'h cli ent s as 'l\· 11mTo lt tl' ., I lot 1s 1011 
Natural G;::- l'llrp11ra tiu11. M011t1'L•:tl ll rb;111 Crn1111111· 
nity, Nurth1.:1·11 St a ll' -.. Pow\.·r l'tH11p:1ll~'. Thl' t'l v\'L'· 
la11cl EkL·I ril' I ll11ini11:1t ing Cn111p:1ny, H;111q11L· Fra11-
i;ais(' d11 C11111111L' l\.'1.: Exl t"ril' ll r', Fl11rida l'n\\' l: r & 
Lighr ( 011q·.:111y, 1'L'tlllZC1il ( '11111pa11.\'. ;111d lnfl' rna­
tio11al t'vti11.:r ;tl s 1\:. CltL· 111 it-:1I CC1rp11r~1ti (ln . I l11it r d 
S t:1h:s GO\Tl'llllll'llf 1•11ara11l t•1·d -..hip hclllds \Vel'L' sold 
l'ur !-. t1bs idi:1riL''> uf Thv l ~ I P:1so C11111pa11 ~ ;111d Oil' 
s htffL' Lugi~ t ir ..; , f ltl'. 

Whil l' , WL' lcl itL'ted a~ 111a11t1 gL' I' 111' L·u 111:t11:q!1.'I ' l'o r 
s11ch l'qt1it v i!-.sllL'S :t!-. ~· , ·17 111illio11 L'< lll11l11l11 '> fork 
oll'L'ri11g l'or Tlw l ~ I l':t !-.ll C11111p:111y . :1 s in I, i11 g f11nd 
pn:l'c rc 11 L'1' s tor k l'or 'J'l1v IJ11 :tkl' r Oa ts ( '11111p:111y, 
and ec111n:r1ihk (klw n111r1• 1 ~!-. l l t' s l11r \Afr-..1 P11i11t ­
Peppercll, I 1w .. Pi1.za 11111 , J 11c., :111d Wal-Ma rl S to rl'S, 
l nc. Tlw lin11 l·1111tinut d ih cl!'u1 1-.. 111lt1•lp 1hv ek c t1 iv 
utililiL'" 111n ·1 t lwir li11all L' i11g t!L'L'<.1-.. 111 a 11:1gi11g or n » 
111 :111ag i11 i-: :i 111111tlw r 111' n piil v 11 lln i11 µ-, i11L·l11di11µ 
IJ11io11 1:. k·1·tril- ( '11111p;111\ , 1':1r ili1· 1'11W1T & l .igl11 
C°l)l11pa11 v. l\tladi !-.011 Gas :111d P.lv1·t ril· Co111p : 1ll ~', :111d 
Fini itl ;1 1111\\'l'I' & l.i r ltt l'o111pa11v. Tl1v11• \ \'\'rt ' .1 \\'1 \· 
li111ilL·d m111tlw1· 11I init ial p11bl iL- ull L·ri11gs d 11ri 11 g 11 11· 
vr:1r. \VL· 111 :111:1gnl ;111 i , -..m· lnr Ck 1.::1111'L' l tllJ! I 11 11·1· 
;l:l ti(llt .d , I tlC' ., ll Jl• \\'11rfd k :ttl l'I irl lll HfL-t'\\':11<:1 d i\ i11g 
~l' l' vil'L'!-. . 

Private Placements 

The private marke l con tinued to provide an im­
portant share of permanent .::apita l fo r American 
industry in 1975, especially for mc<lium-sized com­
panies for which the public debt marke t was effet · 
ti vely closed. White, Wcld's services lo its clients 
<lming the year included both rhc pl<tccment of new 
debt and the revi sion of te rms of exis ting loan :lgrec­
mcnts . The firm ac ted as agent in some 20 transac­
lions aggreg:lting over $400 mi llion. 

Major pri\'ale placc111cn1s of securities closed 
during 1975 included !hose fur St. Regis Paper Com­
pany, Keys tone Consolidated f ndus trit's, Inc., Gran­
iteville Company, A~sociated Spring Corpora tion , 
Sourh wcst Fo res t lndus lri l.!s, fnc. , and Me redith 
Corpo "a l ion. 

Specialized Financing 

Whil e, Wcld 's Corpo rat e Fi1wnct.: Department in­
c ludes groups w hose '1c li vities '1re conccntrall.:d in 
rt:al e~; 1 a 1 c, 11.!vc ragcd ll'a sc, :-ind po ll11t ion control :-tml 
solid was tl' disposa l l'ac ili t iL'S fi11a11 ci11g. Thesl.! g roup!-. 
cmll·:1vor to provide cn>110111ic cho ic1.s for the fi rm's 
ctirporah: .. : li l'n ts a11d l o s<.·l' k 0111 i1111ov:i1iw lina11c i11g 
oppor1111ti1ies lo 1'1111d 11cw pro,i cc ts . 

0lll' ~ll<."Jl projcc l linanc i11 g, lhL• lirs l Of il S ki11d, 
was a public olll'l'ing or lax·cxcmpl solid was le dis· 
p<Js:il rL·vc1n1c bonds fur· th i.: T(1wn o l s~11 1gus, t'vlass:i· 
clw~L'lt s , fo r a f;1ci li1 ·• built hy Wlwdabra lur-Fryc , 
I nc. I 11 t Ill' k:wr~1gl'd ll':tsc :1 rca, I he Ii I'll\ arranged 
s 11 c.:h t r:111sal·1 it111 s as I he li1n1wi ng 111' :t scmbuhmer!-.­
iblt: dril li11g w ssl'I l'o r a s11hsidi:1r.v of TcJJnn·o I nc. 

111 wh;1t \\':ts a co111i11 11alio11 nl' a \T ry dillic.:ulr rc:tl 
cs tall' 111arkc1, WliilL'. W1.·ld co111i11 111.·d lo be ac tivt' i11 
1lw :11·r;111 gi11 g of L'qu it y ;rn1 : p1.•1·111 :111l·11t dl'ht ll11anc­
i11g 1'11 r projcr l ~ . T r:lll 'l:h' I ions d111 i11g t hi.: yea 1· in­
d 11dcd a 1wrr11:1111·111 11111rl g<i );!L' l111 :111L· i11 µ fu r Mt:rcan­
till' S1url's Co111p:11t) I 1w., 11l'I 1 1.::t ~ L' li11:111d 11 gs l'w· 
Tlte ML'ad Corpor:11 io11 :111d C1 tll'r:tl Sig11:tl Cllrpo · 
l'< tlion , :111d pl' i\';1tl' pl!ll'l' lll t.' lll S of' 1.•q1tity illlCl'l'SIS 
in :1 111:1.ior new 111lin: h1ii ldi11 g 1.·on1pk·x i11 Al l;1111a , 
( ;t'1Jrg i:1. ;111d :1 1\ · .. idL·nt i;d ;1 p:1rl 111t• 11t dcv.: lup ntl'll t i11 
(\ 1!J 11 I n·:tl, ()111.:hl.'I.'. 

Ffna11clal Consu ll ing 

\\lhi1v . \\ll'ld w;1s ;tt·I iw i11 I 97S i11 pruvidi11g ~ 1w 
c1: tl iz1·d fi11:111 l' i:tl 1·u11-,ul1 i1 w il1 1. 1111nl'l'I io11 with r li 
L'll ts ' 1111·rµl'r , avq 1ri -.. it ill 11 , .111 d di Vt"' ' i1u n· prl)gr: 11 11-;. 
la1 :1ddi1 in11 , , -;du;1t 1011 s t1 Hli1·s ;11 1d llritii1111s 0 11 the: 
f;1i1 Ill''" o l 11IL' 1'µt•r ll' l' 111 s wv1\· p1 .1vitkd lo a 1111111hi.: r 



of corporations in a wide variety of industries. Senior 
officers of the firm also appeared as expert witnesses 
on behalf of clients in litigation and before various 
government agencies. 

White, Weld completed two major consulting as­
signments during the year, one of which was lo serve 
as financial advisor to the United States Railway 
Associat ion in connection with the establishment or 
the Consolidated Rail Corporation. The other was to 
render an independent evaluation or the shares of 
Creole Petroll:um Corpuralio:i :11 the reques t of 
Exxon Corporation. Othl..'.r act ivities included pro· 
viding an opinion in connection with the proposed 
conversion or Fidelity federal S:wings and Loan As­
sociation to a California-chartered s tock compnny, 
consulting fur Blue Cross/Blue Shield of rndiana , 
and ::icling as advisors to the I rust department ol' the 
Oa11k ol' /\111erit::1 NT & SJ\ with l'l'gard to The R:dph 
M. P:1rs1i11s Tru~t. 

Jn t crna I ional 
Cross-hnnkr li11ancial 1rn11. ·1c1io11.., con 1i1111c to 

hl an impul'l;int a~pei.: l 111' t lw t, . 1..,i11c~s uf WhilL', 
Wl.'ld and ul' l'1 l;di1 Suis~e Whill' \Vcld U1ni1cd. F11r­
d1 •11 li1w11dng in till' du111e -.1ic I I .~. 111arke1 :it1;1i11l'd 
rec1 •rd k\L'b i11 1975, a ~·car whit-Ii 111 : 1rk~·cl 1lw lnie 
rl'Opl'11111g (Ir our l'apit:tl 111 :1rk l' I ~ lur .io11-(':111ad i:111 
internal io11:tl ho1To \\'\'l'S. 1'11hlk I i11:111 c i11 gs 1111dcr 
lhe 111:111agL•1 111.:11I ol' Wliil L, \\\· Id \\'l'l'l' co111pl l kd 
fur l3:t11que l · ra111.;ai~L· d11 t'o 111111l..· 1'cL' l ~ .'\ l c ri c11r 
(SI 00.000.000) :111d i\1011I1\:; tl l lrh:111 Co111111 1111 i ly ( t wu 
fi11:111cillt!~ lu1 :di11g $ I 2S,Ollll,IHHI ), Whi11•, Wdd :1.., 
sunwd .1 k::idi11g p11si ti1111 in he M't 1111d:ir.v 111:1rkl't 
l'nr t'nrcig11 h1111d:-. -.uld i11 1 l1l' ' 1ti1t ·d S 1:11t·:-.,, 11111pk · 
111l·111i11g 1111' p(lsi li '111ol' 111•, :illili:tt1· i11 till· P.11rnbrn1cl 
S\.'1.:rn1d:irv 111arki.·t. 

l'llL' 1':1ilt1rl' uf' lhi.· lf .S. (°(lllj! I O~ fq vli111i11;1lt' 111l.' 
wi1hlio!di11g l:1x 01 1 lo11g·kl'll1 lkh1 i11l l'l'L''o l p;1\ 1llL1llh 
10 11u11 U.S. n:..,idl..· 111 ~ w:1.., :111 u11l11111111;1k d l' \1·l11p 
llh.' lll Nl..'\\'1 I lil'IL·" , \\'l. 111111 i1H1vd '' ltL'l l ' pn-. ... ibl1· 111 
;i ... -. i-.1/\111r 1·ka111' t1 rp111;11i111 i-. i11 r:1i :-. i11 g \. .1pi1 ;il (l\t'I' 
~l':t ~. ()ff~h111°\' fill.lllt.' ill f'o \\t'I I' !II l':lll !'t'd 1111' i\lil 1•'o 
l. ah11r.11111'iv~. I 11c .. Tt•11111·t 11 I 1n· .. :111d l'adli,· l'o\\'1•1· 
i..\: I 1~ h1 C11111p:111\' . 

l hi.• (';111 ;1di:lll l'O\'L'l'llllll 'lll \ ll'lllll\';tl nl llh• \\i l l\ 
llnld111 g t:l\ 1111 l'OI pur:tll' i11t1'l l''- I l'.l\' lllt.'llh ll llL'IH:d 
up :111 :11.· fi\1..' l ~ 11r11h1111d 111:11'kl·i 1111 ( ·:111 .1di:111 1.·11rp11 
ra1i1111-. :tl1111g-. i1k 1lia1 1'111 C';111:1di.111 p111\ inu·.., .111d 
g11\'n11 1111.· 11 t:tl :tl!l'lll' il':i, i11 which 1 lti..· ~· r• 111p li.h lur 
11 1:111v h':1r ... pl :1>·1.·d a k-:1di11r 111k. 1 h11•11i· l1 c1 \'d11 
~11i-...,l· \\'hit•· \\\· Id I i11111 ~·d . tltl· \\1hi11-. \\ l' ld !!l •111p 

served as a manGger in several Euroboncl oITcrings 
by Canadian borrowers. These included financings 
for Massey Ferguson, Canadian Pacific Securities 
Limilt:d, The Cily of Montreal, Gens tar Limited, 
Quebec-Hydro, and RoyMarine Leas ing Limited. In 
addition Lwo private plGccments of S 100,000,000 each 
were a 1 ranged in the Middle EGsl fo r British Colum· 
bia Hydro and Power Authority with the guarantee 
oF the Province or British Columbia. 

In 1975, lhL: White, Weld g1 oup cvn~inucd amo1.g 
the leaders in the arrnngcmert or acquisitions in the 
Uniti.:d St:1lcs b~, Europi.:an and Canadian companies. 
Under our 111an:igcmen1, ti..:ndcr offers \\'l're succes~ 
fullv t:0ncl11ded on behalf of the Natiomde Nt:der­
la11Je11 N.V., Buehringi.:r lngclheim GmbH, and 
George Wi.:st.on Limili.:cl. 

Starr 
In a l'< 1,1ti11ui11g cll'nrl lo cxp;rnd Whik, Wclcl's 

Curpo1:1k Fi11:111 L:e Depa rtml..'nt l':1pabilith.:~ and 10 
impn1H· Sl'l'\' i l'l..'~ providnl lo 0111· l'lk11ts, I h .. firm 
addl'd 111 it s pr11f'essio11:ll ~1:111' :111d 111adl' org:i niz:i­
t iu11a I dl:111gl'~. 

RullL'rt I .. f I 11 ~111n j11i11L'd I hl· lin11 :1s a Sl'llior \'icv 
pl'e..;i,!l-111 lt1 :1ug1111"111 1111 · ~ 1 : 111 nl 1li1· 1·11vrgy grn11p 
. er\'i11g r lir i11d11 ... 1 1 ·k~ 1111· "liii-11 \\' hill', W1·lcl h:i :­
hn·11 .1 111.ijt11' 111Hll'rwri1vr ~i11v1 • I lit· t1BO's. M1. 
1111 -. 11111 i ~ 1li1· lt)l'll11•r liv:id nl 1lw pvln1k·11111 d··p;1rl · 
11\\' lll u l lltl' f .' ir~ I ;1t io11:tl l'i ly U:111k . 111 :1dcli1i1111 , 
f{qlwrl E. ll1.-•11 ..,011 :111d K\·1111t·th N. f) ;1vis. Jr .. .illilll'd 
t lil' 111111 ;1'o s1•11ior t'O ll ~ltlt:111h i11 11J7S Ill ;i-.'oi :-.1 lf1l' 
l'orpor:tll' Fi11;111n· n ... ·pa1 lllll'lll i11 llil' fll i\'illl' p l:llL' 
111 L·t1 t :111d 11n\' h11 ..,int·..,.., :11\-.1 .... . '"'" flL'l' I h L: ly. i\lr. D:1\'i .... 
i .., ;i l111•11w1 d1il-I' fiu:1111: i;d 11llil'l'r ol I 11ll'l lldl io11:tl 
ll11s i1w~-. i\il:whinl' -. l 't11 p111 .it it111 :111d ol' S~· 11tn C'or­
pt1r:t1i1111, and Mr. lk-11 ..,1111 i ~ :1 f11rt11\·r \'it,. pr1·~id1 · 111 

ol' Tli1· l ~ q11i1:ihh I ik A-.~11r:i111"L· S111 i1' I\ 1)f rlw 
Ll11il\'t1 S t:tt1 .., .111d t>I l1111·rn:t t1 011:tl T1·kph1111 l.' :111d 
'f\• lt·1 rap lt C1 1qH•1".1ti1J11. 

n 1li1·1 111·" w 11i111· :iddi1i1111•. 111 tlw dqi:trt1111·111 
i111 lt11 k d P:11d I ~. Til'l'llt '.' , .11 ., .111cl l .1111i:-. l'nl11111111'1 , 
wht1 j11i11nl 1111· lin11 :i·. Iii :-I \'il 1· prt' -.i d 1· 111 ~. 1vlr. 
'f'kr11l'.\', l11r1111·1 h' with lhl' l111i1t·d S1.111•:-. R:til\\:iy 
A~:-.ud: 11ii11 1, -. p1·• 1.tl11v~ i11 1l1t• 11 ;111 -.p11r l:i ti o11 iml 11~ -
1riv-., .1 11d i\11 I\ 11111111 lt' I". a -.1wv1.tli -.1 i11 llll'I gn-. :t lld 
;11·q1ii , ilt1>ll 'o , h:t'o l;1k1•1111\'l'I ll' :O. f11111 ~ ibilit .\' 1111 tl1:tl 
:1di\·1t\ . \\/illi:i111 fl . 1>111111ll11e. wlto joi11td tl11· li1111 :1-. 
:1 \' in · p1 1·.., idi.·111, l 1•1 1n·1111:it1·.., 111\ 1111 l·1 11:11 ii111:d hu.., j 
lll' 'o'o iii I .II ill 1\lll l..' l'il.; t. 

l' .11 11 /\ . l>m\ 1wy, w 11it11 \ il 1· f ll'l'~ id1·111 :111d dirn · 
1111", 1 l'1 11r11n l 111 N\'\\ York I n1111 rn1r S:t11 Fr:111viM·n 



----------------------------------------------------------------------- ? 

Todd <:1111d11°i11 , l .1111i' /1
1°1 /111111/1'1', frn.•111ialt K. lfo.,s. 11111/ Jolt11 IJ. A1/11111s. 

of I in· tu hl':td 1 lw B11:-.illl':-.:-. Dcvl· lopmcn t Gru11p 
w i1 hi11 tlw dl•p;1r1 llll'ttl. Ni~,· ( S . M:u.:Ew:111, Sl· 11 i11r 
vil'l' prc:-.it ll-111 a11d din·c to r, wa:-. :1ppoi11ted dit cl'trn· 
of ou r l ttl l' t'llal io11 a l l't1rpot a1,· Fi11:111n· (),•par1111l'l\I. 
111 additi1111 , a 1111rnlwr 11( :-.1..· 11inr ollin: r~ . iud11di11g 
C'h:1rk, C' . 1.,'1', .Ir., Thurn:"<.:. Pryor, :111d Ak·:-.:111tk•r 
M. Whill', .Ir., ·'""'""l'd 1·11rp11ra1t.: fi11:111n: rc,r1111:-.i· 
hil i I il':-.. 

A-. ;1 1c:-.11l1 of ll ll':-.l' oflircr :1ddi1io11s :11111 1lw 
lirn1 ':- :tl'l l\'l' l l't 111i1 11 1l·111 pl'<lgr:1111, till' Co rpor:t ll' 
Fin:111t\' lkp:1r 11111•111 had 711 lull -1i1rn: prult.::-.s irn1:tl .., 
a ... 111' .l :11111:1rv I, llJ711. 

R1·giu11:d 1·11rp11r:i11· ti11 :1111 r 11llircr:-. rl' :-. idl'lll i11 
C'hil'ago, l.o.., A11gt•(,•..,, S :t11 Fr:11wb1·11 , J\1 (:1111 :1, fl u-.-

1011, Ph iladelphia, :i11d Providence co111hi11e the ud­
\';1111:tgl'" of rq; io11:d k1111wkdgc wit h llll' :tth•:i11l:tg1..:­
of a larµe ... 1atr of :-pcdali:-.1 :-. and help lo bri11i; Olli 
f11l l ::111 g1· "' '>l'l'\'il'l''> 111 l':ll' h vlit.'111. 
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Public 1Finance 

The financing of s late and loca l governments 
moved ou l ol' obscurity and into the headlines in 
1975. The New Yo rk City financia l crisis, the rcccs­
!>ion's impact on gove rnment budgets at a ll levels, 
and continued inOation fcai·s th rough much of the 
year pushed tax-exempt in teres t rates to an his to ric 
high. Jn the face or !hi . unfovo rab lc market c limate, 
s tate and loc:.11 governments issued a record $29.2 
billi '1 n of lax- ·xcmpt bonds, 28 pcrci.:nl ::thcad nf J974. 
Con :nu ing it s kackrship roll! in this key ::tri.:a of fi­
nance, White, Wdd as a manager or majo1· under­
writer underwrot e 380 issui.:s with an agg rega te pa1· 
va lue or $9.5 billion, or 34 percc111 o!· l he Iota I. Alone, 
White, \.Veld dis tribut ed Sl.078 billion in mu11icipal 
bonc:s in call'ndar 1975, versus $6 10 111illion I he 
pre\'iOllS )'l'a r . 

To 1--l'ep pan: with rel:ord t aX·L'~L'lllp l :1t·1idty, 
Whi te, Weld in~ li l.ikd :1 Retail C:11~tu111cr ~l·n· ice 
Dcpan tnc11I and l' pan.li.:cl it!'> branch nll io· !'ales ~ tall' 
and NLW York It 1di11i; opera tion.., 10 ll tl'l'I 1111pn'l'l'· 
dent ed du1nml I v i11di \'idu:il i11\'l.'!'>lor:-.. Our 1111111il·i· 
pal n::-.ea rc lt ... rail ' 'l:~p1111dcd to tlw i1HTl':t~i 11g \'olu111l' 
of diClll i1tq l! il'il''\ :1hOL1 f lllllllicip;d lTL:dil With an; il~·· 
SL'S ;i 11d l'\';d 11 . 11i1>11~I1 1 1 ltl· 11 .. 1 i ()11. s I i i ~ l' ~L' 111 p I i !'>\lll'r.'\. 

I ligltligh ting m11· l'17S i1t\'l'..; l11lL'1tl ha11ki11g :1c li\·i­
lies was tltl' i11 1rnd11l· ti1111 or th l'l'l' Il l'\\' 111ajur j ..,~ lll'I' ~ 

i111 0 tltl' l:t\ ·l'\ 11 1)11 111arke1: Town ul S: 111µ11 !'>, f'vl :1"""· 
rl111 !-l' l I!-> So li d Wa!->ll' I )i ..,po:i:d Rl'\'L'llltl' l31111d ~: Pl:1l IL' 

RiHT Pciwer t\ 111lwri1 .v. t.:olorad•J; :111cl c;wi1 tl' ll 
( '111111l y VV:tl l'r :111d Sl' \Vl' r:tgL' i\111lt nri 1y, (; l'<!ll.!i:1. 

I 11 t\ugu ... 1. \i\lltil l', WL'ld :1~ su l,· 111 :\ll:tgl·r 1111dl'r­
w1·1111· .. ."l(l,tl()ll,()\)(I '1\:1 ... ll' di ... p11 ... al I '\'C lllll.' h111111~ 111 
l1111d :i r1·ltt :-.L' 1111•11vq.!\' L1l·ilit v in S.111g11s, i\ l:1:-. ... a ­

cl111M·t1 .... 'l'ltl· l.wilil\', wi t It :1 1,:i()( I 1 111 -pvr d:1\ l':t· 
p:t\' il' . \\'i ll lw till· 1:111•1•..,1 111 it :-. k111d i11 1 lw IJ11it l'd 
S 1 : 11t·~. I l is I Ill' Iii"' 111:1 j111· ... 11l 1d \\ :t\ ll' I .1vili 1y to lw 
rrn 1~ 1n 1t·tL·d 11111 11 prmTL'd -. ol l:t\·L'\l'llt p l l l'\ l'lll tl' 
liu11d~ "ll'l ll L'tl ~nkh 110111 lltL' I L' \ L' lllH '~ o l tlt L' 
fad Ii 1.v 

'J'hL· Platt\' Hi,1·1 1111\\'L' I 1\ 11!11111 ii\', C11lur:1d11. i ... 
... 11cd .. .1=),tl!lll,1100 l'ln 11 i1· 1 n v1111l· l11111d ... in 1\ 11r1r... 1. 

Th i ~ i ... -. lll' l'11111.li1wd :1 11t1iq1rv prm i-. in11 l11r i1ttl·r-
111 L'di:il c· ll'l'lll dl'ht. P'"' 1d i11r tltv t\ 11 111111 ity \\il h 
ilH l'l':t..,l'd li1t:tlll' il lj' lll'\i hilit\'. 

'l'ltl· ~ ~S .OllO,llllll (;wi111ll ' l l ( '1111111 v b ... 111· l'l'pn·· 
... l' lll t•d tl tl' la111l'"' \\:tll' r :1 11d "l'\\'l' ra1•1' a111l111 ri 1v 
l111:111 c i11g i11 t ltL· S tal l' ol' < ;v11rgi: 1. 

\\l il/im11 f. F111/cr 

}11/1111\. ll tt lt 
Uit'/111/'tl :1. f\i111/lt/ll 

1:111:1•111· I .. C1111k1• 

/'11d /), .\1111 /II 
/Jm•itl /\'. ,<...,'i111 \ 

/Ju1111/tl II . 1<111 11/11•11 
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Investor Services 

Our individua l cl ien t business grew sign ificantly 
in 1975 a nd presently accoun ts for approximately 
one half of to tal brokerage revenues. Since we regard 
our account executives as the c ritical links between 
our clients and our research, trading, and investment 
policy s taff, we place great emphasis on the selection, 
tra ining, and direction of this professional s taff. In 
1975 these poli cies continued to result in our achiev­
ing substantially higher revenues per broker and per 
agency transac ti on than the industry averages. 

During the 1x1s l yea r, we concentrated greate r 
cffurt on prov iding uur individual account execu tives 
wit h the full benefit~ ol' our ins titut ional research 
and investment poli cy talents. We a lso strengthened 
signilica11tly our prof cssiona l capabi lities in the op­
tions bu~inl'Ss, a growing area of intcre ·1 to many 
of Oll i' clients. The placement or lax-s heltered inves t­
ments, ca refu lly ~elec ted by our Corporate Finance 
Depart rncn t personnel, has a lsu hccu111c a m•:an ing-

ful service fo r those c lients whose circumstances 
jus tify the ri sks involved. 

Three addi ti onal domes tic offices were opened 
during the year-Washington, D.C.; Sealllc, Wash­
ington; and Cen tury City, California. This brought 
the total number of branch ollices to 32- 25 domestic , 
fou r loca tt :I in Europe, one in South America, one in 
the Far fa.s t, and one in Canada. 

Institution nl Equity Mar keting 

The end of fi xed commission rates o n May 1. 
1 97~, scL in mo tion forces which have a l te red dra­
ma ticnlly the ins titutiona l equ ity business. As the 
lt.:gal pressures or fiduc1a1 ics to ::,cd~ lv\\'CSl cost 
cxcculiuns incrca:.ed, and as many sccuritil's firms 
indk:llccl a prcforern.:l' to ml·et the lo\\'cs t rat es 
charged by any compL·ti lur ra ther than losl- bu~incss 
aml markcl s ha re, l.'ummissiun ratl's were forced 
s teadi ly downward throughout the las t eigh t months 


