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SERVICES OFFERED

Investment Systems Analysis

e Monitoring systems of portfolio risk-and-return characteristics .
e PortiHlio structuring and revision systems (PRISM)

e On-li ¢ and published financial data bases

e C.pital markets' risk-and-return research and publications

+ On-line investment policy simulation (PENSIM)

e Special system design projects and analytic studics in the investments arca

Retirement Plan Anaiysis

o Long-range risk planning for pension assefs
* Performance monitoring and evaluation
& [valuation of characteristics of alternative forms of investment

e Special system design projects and analytic studies for retirement plans

Educational Endowment Analysis

e [Establishment of total-return spending procedures
e |nvestment policy simulation

e Performance monitoring and evaluation

LLOCATIONS

General offices of Wilshire Associates are located at 100 Wilshire Boulevard, Santa Monica, California 90401
(213) 451-8728. The regional office is located at Fox Meadows Office Park, 3140 Harbor Lane North,
Minneapolis, Minnesota 55441 (612) 559-3033,
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] PROFESSIONAL STAFF

DENNIS A. TITO, PRESIDENT

Mr. Tito received a Bachelor of Science Degree from the New York University Coliege of Engineering and a Master
of Science Degree in engineering science from Rensselaer Polytechnic Insti .ute, While at Rensselaer, Mr, Tito was
an analytical engincer at United Aircraft Corporation. After graduating, tie was a systems analyst and senior en-
gineer at Jet Propulsion Laboratory, 'ater a member of the technical staff at TRW Systems, and a consultant to
Synergetic Sciences, Inc. Prior to founding Wilshire Associates, he was manager of the Management Sciences De-
partment at Jas. H. Oliphant & Co.

Mr. Tito also attended the University of California Graduate School of Management as a Ph.D. candidate in finance
and has completed all course work required for the degree, While at UCLA, he co-authored an article entitled "Risk-
Return Measures of Ex-Post Portfolio Performance,” which was published in the December 1969 issue of the

LARRY CUNEOQ, VICE PRESIDENT

Mr. Cunco received a Bachelor of Science Degree in mathematics from California State Polytechnic College. After
graduation, he became a senior project leader in the Management Sciences Department at Wells Fargo Bank, Later
he was a consultant to the Financi.. Analysis Department of Wells Fargo, developing computer-aided portlolio
management tools and financial simulation models.

Mr. Cunco co-authored a paper on the cost of trading stocks, which he delivered at the Center for Rescarch in
Sceurity Prices in May 1972, Mr. Cunco directs the development activities of Wilshire Associates. N\

S. RICHARD SILVERNESS, VICE PRESIDENT

Mr. Silverness received Bachelors Degrees in both law and business finance frem the University of Minnesota,
While in the military, he served with the U, S, Army Finance Corps, Prior to joining Wilshire Associates, Mr.,
Silverness was a vice president of the Capital Management Systems Division of Piper, Jaffray & Hopwood, Inc.,
where he served as an investment management consultant. Earlier he served as the manager of Pension Financial
Administration in the Treasurer's Department of General Mills, Inc. Mr. Silverness operates the Minneapolis office
ol Wilshire Associates,

WAYNE H. WAGNER, VICE PRESIDENT

Mr. Wagner is a gra sate in business administration from the University of Wisconsin and received a Masters Degree
in management science from Stanford University. Alter graduation, he joined International Business Machines Cor-
poration in San Francisco as a systems engincer. Later he was associated with Wells Fargo Bank, progressing to
assistant vice president in the Management Sciences Division, Most recently, he was a private consultant in invest-
ment management procedures,

Mr. Wagner has published several papers on practical applications ol capital market theory, including an article in
the October-November 1971 issue of the Financial Analysts Journal entitled “The Effect of Diversification on
Risk," which was awarded the Graham & Dodd Scrol by the Financial Anaiysts Federation, Mr, Wagner directs the
investment systems consulting activitios of Wilshire Associates,




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 CONSULTANT

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 a Rachilors 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 pension fund analyst.

MICHAEL LANCE, PENSION FUND ANALYST

Prior to joining Wilshire Associates, Mr. Lance was a structures engineer al Rockwell International, B-1 Division. While
at Rockwell, he specialized in computer simulation modeling and was coordinator of the Academic Advancement Pro-
gram. Mr. Lance received a Bachelor of Science Degree in acrospace engineering from the University of Texas at
Arlington.

SHARON MILLER, DIRECTOR OF P=RFORMANCE ANALYSIS

Ms, Miller received her Bachelor of .ars Degree from the University of California, Los Angeles, Prior 1o joining
Wilshire Associates, Ms, Miller was employed with Jas. H, Oliphant & Co,, first as a data analyst and finally as
assistant - supervisor of Client Sersices for the Management Sciences Division. Me. Miller coordinates the Perfor-
mance Measurement and PRISM services for Wilshire Associates,

JOAN RYDBECK, DIRECTOR OF PUBLICATIONS

Ms. Rydbeck directs the publication activitics of Wilshire Associates. Her background includes experience as an
editor, copywriter, and production coordinator in the aerospace industry, medicine, and educational rescarch.
Ms. Rydbeck is an alumnus ol the University of Calitornia, Los Anpeles,

MARY SCADUTO, PIRFORMANCE MEASUREMENT ANALYST

Ms. Scaduto graduated from UCLA with & Bachelor of Science Degree in psychology, After graduation, she joined
the Performance Analysis Department of Wilshire Associates,
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PARTIAL LIST OF CLIENTS

INSTITUTIONAL INVESTORS
Bank and Trust

Bank of America

Bank of Cai fornia

Bank of Nevr York

The Bankers Trust Company
Continental lli'nois National Bank
First National Bank of Chicago

First National Bank of Minnecapolis
Harris 1rust & Savings Bank
Manufacturers Hanover Trust Company
Marine Midland Banks

Mellon National Bank & Trust Company
The Northern Trust Company
Pittsburgh National Bank

Security Pacific National Bank

State Sireet Bank and Trust Company
Texas Commerce Bank

Wells Fargo Bank

Wilmington Trust Company

Investment Counsel & Fund Management

Alliance Capital Management Corporation
Baker, Weeks & Company, Inc.

BEA Associates, Inc,

Canavest House Limited

Chase Investors Management Corporation
Compulund Management Company

Lionel D, Edie & Company, Inc,

Endowment Management & Research Incorporated
IFMR Investment Management Service, Ine,
Funds, inc.

DS Advisory Corporation

Keystone Custodian Fuands, Inc,

National Tnvestment Services ol America, Ine,
Newton & Company

Penmark lnvestments, Ing,

1. Rowe Price and Associates, Inc.

The Putnam Management Company, Inc,
Scudder, Stevens & Cluk

Lhorndike, Doran, Paine & Lewis

Insurance

John Hencock Mutual Lite Insurance Company
The Pradential Insurance Company ol America
The Travelers Tosurance Company

RETIREMENT PLANS

Corporate

Allis-Chalmers Financial Corporation
American Motors Corporation

Cooper Industries, Inc,

De Laval Turbine, Inc.

Evans Products Company

The General Tire & Rubber Company
Iinois Bell Telephone Company
Minnesota Mining & Manufacturing Company
Ihe Mead Corporation

New York Telephone Company
Owens-Corning Fiberglas Corporation
The Pillsbury Company

Public Service Company of Colorado
Saga Corporation

Samsonite Corporation

Shell Oil Company

Square D Company

Standard Oil Company  (Indiana)
United Merchants & Manulacturers, Tne
Wallace Business Torms, Inc.
Washington Gas Light Company

White Motor Corparalion

Whittaker Corpuoration

Wisconsin Lleciric Power Company

Jointly Trusteed

Carpenters Pension Trust Tor Southern
Calilornn

Motion Picture Industry Pension Pln

Southern Calitornia Meat Catters and
I oo | III|I||)\-1'|‘. Council

Southern Calitorpia Retail Clarks and
lood 1 I'Il;!]tlyl'!\ Council

Public

Arcong State Retitement System
Denver Employees Retitement Plan
State ol Oregon

ENDOWMENTS AND TOUNDATIONS

The Commeon und

The Ford Toundation

The Thrvard Management Company
Stantord University
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Wilshire Associates, Inc., provides consulting services and investment management znalyses for pension
and endowment trusts and for managers of trust portfolios. The basic services offered are:

POLICY CONSULTING 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 procedures which may have been adopted or are under con-
sideration to moderate the effects of instability of the fund's assets
when valued at market

PORTFOLIO MANAGEMENT ANALYSIS

This service permits the owners and managers ol portfolios to assess portiolio structure against the
investment policy, and assess the impact of successive portfolio changes on the portfolio return,
market sensitivity and diversification,

Structure and Design
© Market sensitivity
Diversification
Projected portfolio returns given assumed future market levels
and assumed levels of security
® Undervoliation
e |mpact of non-arket factors on expected portfolio returns

Market Timing and Securny Selection

e Incremental return due 1o shilts in portiolio volatility posture
® [ncremental return due o specilic securities selected
® Analysis of sales list and purchases list

PERFORMANCE MEASUREMENT AND COMPARISON

e [nternal and time-weighted rate of return
* Volatility history
o Comparison with other professionally managed funds

SECURITIES RESEARCH EVALUATION

e Risk-adjusted analysis ol securities rescarch
e Comparison ol internally and externally generated securities analysis

FINANCIAL DATA BASLES

Historical returns on securities on @ weekly, monthly, quarterly and annual basis
History ol s curity beta coetticients and associated statistics
History of risk-adjusted seeurity returns (historical “alphas")

History ol mutual fund total returns, beta levels and alphas

History ol adjusted (Bayesian variance weighted) beta coelficients
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INVESTMENT SYSTEMS CONSULTING
“PUTTING YOUR IDEAS INTO ACTION"

Wilshire Associates provides investment systems consulting services to investment management organizations, corporate
pension funds, and cducational endowments. Recent systems consulting clients include The Northern Trust Bank, Shell
Qil, 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, casy-to-use application that is relevant 1o the client
and his particular situation.

The participation of Wilshire consultants varies with the nature of the specific project being undertaken. Activities per-
formed in previous projects include:

Decision assistonce and recommendations

System design and specification

Programming and implementation

Preparation ol executive guides and operator manuals

Preparation of client materials
Wilshire consultants often coordinate with in-house systems stafl or third-party system developers.

Whenever possible, projects are bid on the basis of a written proposal, to be completed within a specific time frame
at a fixed price. Where project goals are not well formulated and a fixed bid cannot be given, we recommend a preliminary
analysis to define the problem and delineate potential solutions,

Some ol the recent projects urdertaken are:
® A system design and preparation of user and client materials for a trust investment
performance measurement system for the Manufacturers Hanover Trust Company.

The design and development ol a performance measurement system for General Tire
& Rubber Company.

An eviluation ol portlolio accounting requirements for National Investment Services
Milwaukee.

"

The development and installation of & trast investment account profile system for the
Pittsburgh National Bank.
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Models of Eehavior?

Using Simulation
‘0 Chart the Way

clear and detailed written state-
Amcnl of investment objectives
appears to be a sine qua non given
the fiduciary relationship between a
pension fund sponsor and its invest-
ment manager. Investment experi-
ence in 1973-74 brought into sharp
focus this vital function mostly, to
enable the plan administrator or
trustees Lo ascertain what happened
and where they were going. The
lessons learned in expanding com-
municiations between pension fidu-
ciaries on subjects such as risk and
diversification were  valuable
standing alone but should also be
considered good practice for what
appears o be o fundamental
requirement of the Pension Reform
Act.

Does this experience suggest, in
the sense of “practice makes per-
feet,™ that the process of setting in-
vestment  objectives is clear, uni-
form and casy to accomplish? You

know better. The simulation of

SEPTEMBER 1975

By Frank C. MclL.aughlin

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-
jeetive setting which is a good ex-
ample of the thoroughness that this
process requires i the probable
requirements of a prudent fiduciary
are o be met — both by the trust-
ces of a pension plan and the
portfolio manager.

I'he design and implementation
of suitable investment objectives
and the choice of the actuarial basis
are crucial to a pension plan’s finan-
cial health. Too often actuarial
decisions are made without concern
for the pension fund’'s investment
program and its implications; the

Frank MeLaughling CFA. is a vice pres-
ident of Thorndike, Dorar. Paine &
Lewiy, an investment counseling firm in
Boston, His article is adapted from the
speceh he delivered at PIW's New York
Conference on Employee Benefits.

reverse error also occurs. Making a
better selection among today's alter-
natives in either area requires an
understanding of the possible future
conseque.ces of those decisions.

To assist our clients in this
difficult but vital area, we have
explored the use of pension fund fi-
nancial planning models to dete:-
mine which alternative investment
policies will be most responsive to
the characteristics of their plans; as
well as those of their workforee,
their labor costs, and their entire
business — that is, their investment
needs. These models simulate the
future impact of investment per-
formance on a pension fund, They
permit a plan sponsor to test alter-
native 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 policy and s=veral im-
portant ingredients of the plari’s ac- 1. comrosmion of LiamiLiTiEs
tuarial basis, such as the investment
return assumption and the asset val-
uation method. The models simulate
a dynamic capital market environ-
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.

The presence of this new dimen-
sion distinguishes these models from
usual actuarial projections of pen- /
sion funds, which typically assume a /%
uniform annuc! growth of a plan’s * = _._,..3-
assets. While these models will un- R By [T
doubtedly undergn continued re- _m_“fl‘.‘_.—-———-—"ﬂ"" J
finements, they fulfill a critical need 1o 103
in the pension planning process.

What do these models show and Dynamic dimension: Start with the ‘real world’ . . .
what is necessary in the way of
input to perform the : ‘mulations? A
determination of plan liabilities is 2
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. Either the
census data provided by the plan
sponsor to his actuary or a model
best approximating the present and
anticipated company profile can be
used to start the projection process. i Suth Percentit
The data from the latest actuarial
report is necessary lo construct @
model. While the latter method is
not precise by definition, it has the -
advantage of much lower cost and
will probably be used more |
frequently, at least initially, as this
type of study becomes more widely
accepted.

The determinants  of liability i p SR Prcanitle
must be assumed. These include
factors such as the expected growth
rate of active and retired partici-
pants and raise a series of questions
such as: What is the anticipated
male to female hiring ratio? What
growth in the wage base is antici-
pated to cover expected inflation”
What real wage increases are ex-
pected? What are the assumptions
for mortality, separation, and re-
tirement? Lastly, what is the ac-
tuarially assumed rate of interest’ P 100k Percentit
The assumptions for salaries to be
paid to newly entering participants
and the proportion of persons to be

(Millions of Dollzn)

/;CTIVC

DISTRIBUTION OF ONE-YCAR RETURNS

S0th Percentile

T51h Percentile

COMPOUND ANKUAL
RETURN (PERCENT)

20th Fercentile

10th Percentile

DISTRISUTION OF TEN-YLAR RETURMS

Thih Percentile

RN [PERCENT)

50th Percentile

DATOUND ANNUAL

<
RET

5t Pereentile

Percant In Eguitiey
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Fabian Bachrach

. . . says this Prudent Man

hired at various age groups can be
derived from the census data or
from a model.

By computer simulation this data
can be progressed through time
periods up to 20 years or more 1o
ascertain  the  anticipated  growth
patterns for plan participants, both
active and retired, by number and
age. Wage and benefit trends can
likewise be simulated, These factors
are then combined to provide a
composite of  lability trends  as
shown by Chart 1, developed in an
actual case study,

Capital market assumptions must
wiso be made, These include o dis-
tribution of annual cquity and fixed
income market retrms over various

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

the capital market
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-

assuinptions

Table I: Investmeni Characteristics Of
Alternative Investment Policies

Balance (%) Portfolio
Bonds Expected  Risk
Or Vola- Diversi- Total (Std. Current
Objective Stocks Cash tility fication (% ) Return Dev.) (%) Yield (%)
Fixed Income — 100 3 — 4.0 7.4 4.4
Income 50 50 5 60 6.7 10.8 4.5
Conservative 75 25 T 90 B.1 15.1 4.6
Growth & Income 90 10 95 96 8.9 20.0 4.8
Growth 90 10 110 926 10.3 253 5.5
Aggressive Growth 95 s 125 8O 12,2 335 30

A distribution of investment re-
turns is derived by applying the in-
vestment policies used to a capital
market  analysis.  Results  are
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 return and the extreme
ranges from the bottom 10th per-
centile to the top 10th percentile? A
sample is depicted in Charts 2 and
3. The value of these projections, of

course, depends on the validity of

pliance with ERISA's requirements.

The distribution of excess of total
liability over assets at given future
dates, which can in duc course
approach zero, are also determined.
This is projected in Chart 6 for ten
years in the example used,

Assets and liabilities are then
compared for each of the invest-
ment policies simulated to deter-
mine where the median asset values
and liabilities  will  fall.  Taking
another step, expected actuarial
carnings as a percent of annual total

. . e
time  preiods.  The  anticipated it (S o
- DISTRILUTION OF FUND MARKET VALUL
average return from cash equivi- 4.
. FIRST YEAR (1/76) Ml
lents must be ascertained 1o deter i
mine future returns from reserves,
- " ' ‘ e
Uhe impact of anticipated inflation
v : . . 140 (LA T3l Pewseniile
rates on returns s also important. I
. . . . ma
is vital that the siome infliation rate o
asstimpuionis applicd  to both m| 4% e
v P <% L T
labilities ! oreturns, 1t has been 3a
o [T 3104
our experien e that, i many cases, Y Ri0)  IDIK Poisentis
' “ 4 win 004 004
this  requiicient has  not been =l 23 iia 1943 e
adhered o, Combining,  these "
. ({20} a
projections  of - liabilities and - ex- ¥ i - s 1 e
. (RER aMn Ferventile
preted investm e returns allows the o T
@ ]
plin sponsor to simulite his annual Y T
funding costs. These  distributions I e ey
are shown by percentile ranges to
ascertan the most hikely case, o
.fn 1 ) i I A u = [} 2 ¥
Once this information s fitted NSk . A £ S L33 L
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cost -are simulated for each invest-
ment policy to arrive 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 to envision without
TEh Pusrintie referring 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:
50th Percenti'a I. What mix of assets represents
the optimal combination in terms of
an adequate total investment return
2ih Pereentlle and acceptable volatility?

2. What spread between antici-
pated bond and stock returns is
required to justity equity or fixed in-
come media selection?

3. Can a pension plan afford to
reject the historically high rate of

return currently available on bond
b Tl investments?!
4. What is the funding goal?
75th Peccentile How rapidly should he sponsor
reach it”?

5. What is the relationship be-
fween investment rate ol return,
level of benefits, and contributions?

6. What is the actuarial policy?
Is it consistent with their other ac-
counting and financial practices?

7. What are realistic  expecta-
tions for investment  returns  on
bonds and stocks over the next ten
(or 20) years?

8. What investment return poals
iare appropriate for o pension plan?
Percent in Cquities ) FFor cach of the investment manag-
ers? For fixed income? For equity?

9. Is it practical to expeet invest-
7. EN e ment counselors o make  major
shifts in portfolio structure in antic-
TS Pussanils ipation of stock market cycles and
interest rite trends?

5 DISTRIBUTION OF FUND MARKET VALUE
* TENTH YEAR (1/85)

1446 4

Miliions of Dellard}

MARKET VALUE

10th Percentila

Percent in Equitics:

6 DISTRIDBUTION OF EXCESS OF TOTAL LIABILITY OVER ASSETS — TONTH YEAR (1/45)
-

v

L0th Percentily

TAL LIABILITY
OVER ASSETS

ENCESS OF
Mibons of Dotlan)

2910 Percentile

16th Percentile

10, Whiat monitoring procedures
e most effective tor assuring thi
investment  objectives  are  being
prudently pursued?

We believe that the use of pen-
sion  planning  models  makes the
process ol selecting an investment
& pnlic)f more rational. 1S basie pur-
FHTCTRUR LT\ NE Lo D pose is to help ensure that the poli-
TENTIY YEAR (1/45) 2 ¢y chosen is suitable w the future
necds of the plan and it enhances
the monitoring process to ascertin
il they are being pursued. 1t may
also be a requirement of prudence, «

S0th Peogentile

Ith Puicentile

Peicent o Cagunmy
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Diversification:
old and new

A little diversification goes a long way, but not nearly far enough.
The differences can swamp you.

James H, Lorie

clore the development of the modern
theory of investment, investors relied on either of two
homilies for guidance in diversifying their porttolios.
The first homily is, “Don’t put all of vour eggs in one
baskel.” The second is, “Put all of vour eggs in one
basket and watch it carefully.” The homilies suffer
from obvious deficiencies, including but not iimited to
the tacts that they are contradictory and have no pre-
cise operational meaning,. This article brietly discusses
these and other shortcomings as awell as, at greater
length, the advantages of the guidance to be derived
from the modern theory of investment.

THE HOMILIES

Fhe first homily imphes the wisdom ol diver
stheation, a policy which s probably the most im-
pottant practical implication of the modern theor
of mvestment, The shortecoming of the homily s nol
that itimplices a foolish policy, but that it provides no
sensible guide 1o ats implementation,

Fhe most common rule of thumb prescribes
maximum percentage commitments in the securitios
ot individual firms and industries but tells us nothing
aboul the detimition of an industry. Perhaps the most
common maxina are 10% for an mdustry and 5% for
the securitios of any price. A narrow defiition of an
industry would  pernit great concentration (less
diversification) than a broader defimtion. For exam
ple, it firms which manutacture men’s apparel,
women's apparel, and children’s apparel were
considered part on a single industry, only 10% of a
portiolio could be invested in their stocks. 1 the firms
were considered to be three different industries, 30%
could be invested, There is no theoretical or empirical
justification tor the particular maxima selected. No
one has ever been able to determine that limits of 5%

ina firmand 10% in an irdustry are superior to higher
or lower limits.

A maore fundamental complaint is that
diversification by conventional industrial categories
may not be an efficient way to achieve the reduction in
risk which is the purpose of diversification. For the
purpose of reducing, risk, the important thing is the
financial charactenstics of the securities -— particularly
their volatility and the strength of their tendencies to
move in step with the market — rather than the
characteristics of the goods or services which the tirms
sell. There are dramatic diffevences in the fimancial
characteristics of securities of firms in the same indus-
trv. In sum, the homily expresses a sensible view but
olfers little help i achieving efficient diversitication.

Fhe second homily is even less helpful, Implicit
is the idea that serious study of individual assets is
financially rewarding, Focusing on fewer assets makes
serions study possible: The second homily, Tike the
lirst, appears o make sense. by study or any other
means aninvestor acquires special knowledge about a
securily or proup ol securities, concentrating ol m
vestment i securitics should normally tollow, The
second homily, like the Lirst, provides no precise puide
toactionand has noteven generated plausible rules of
thumb. Another difticulty is that the homilies suggest
the wisdom of contrary policies.

"DISCOVERY” OF FISK-AVERSION

Although dating the beginning of an important
intellectual development in any field is somewhal ar-
bitrary, most students of mvestment would probably
agree that the flowering, of the modern theory began
with the publication of Harry Markowitz’ work on
porttolio selection in 1952, The theory is unusually
satisfving, both because it has been extensively tested

This article originally appeared in the Winter 1975 issue of the Journal of Portfolio Management.
Our special thanks to Institutional Investor Syster 's, Inc., for reprint permission.




and confirmed with the abundant hard data from the
real world of security prices and returns, and because
it provides precise guides for investing.

Many fruitful insights stem from pondering the
meaning of the obvious and overlooked. Newton had
his apple, and Markowitz had the almost universal
practice of diversification by investors. Markowitz
concluded that diversification meant thatinvestors do
not try to maximize returns. If they did, they would
put all of their money in the one security which had
the greatest promise. Diversification implied a con-
cern about risk as well as expected returns. From that
simple and virtually indisputable fact, Markowilz de-
veloped a theory and a technique for identifying the
portfolio of risky assets which maximized expected re-
turn at each level of risk. His work led to further effort
on the measurement ¢ risk and the relationship be-
tween risk and rates . return, More will be said on
these subjects later.

THE RANDOM WALK: A COMPLEMENT

Paralleling the work on risk and return was var-
ied and ingenious study of the process by which se-
curity prices adjust to new information and changed
perceptions of value, This originally led to the pro-
vacative conclusion that prices of common stocks fol-
low a “random walk.” The meaning ol this work,
which was generally misunderstood, was less pro-
vocative and upsetting than the phrase by which it
was identified. The popular misconception was that
the work indicated that stock prices were determined
by, or at least that changes in stock prices were de-
termined by, a senseless, random process, In fact, il
indicated merely that study of the historical sequence
of stock prices did not hold the secret of great wealth
— o more madestly that such study does not produce
abnormally high returns,

Subsequent work on changes in stock prices
produced further understanding and a change in the
descriptive phrese used Lo designate the work. The
“random walk” theory evolved into the “elficient
market” theory. The change in name reflects a change
in understanding. Whereas the earlier name indicated
merely a statistical fact, namely, the independence of
SUCCUSSIVU L l1.mp_v~. n ]u‘in-uni'mlmunn stocks, and an
important conclusion about the value of most

(perhaps all) techmical analysis, the latter name indi-

cated that prices react very rapidly and inan unbiased
way (o new information, This adjustment is precipi-
tated by the ardent and presumably competent efforts
of security analysts and asset managers to keep in-
formed about current developments in corporations
and in their economic environment. The resalt is o
cause prices at all times to be “appropriate” or near

their intrinsic or equilibrium values. Thus, investors
who pick stocks without 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 abnormal returrs.

RISKY ASSETS AND RISKY ASSETS

About ten years after Markowitz’ original work,
William Sharpe developed the theory further. He
thought of risk as having two sources. The first was
uncertainty about the future value of all risky assets,
designated collectively as the “market.” Even if anin-
vestor owned all risky assets, risk would remain since
the value of the entire collection or portfolio would
change in ways which could not be precisely foreseen.
This market risk could not be eliminated by
diversitication. Market risk is equivalent to and some-
times called “systematic risk.”

No actual portfolio contains all risky assets. Ac-
tual portfolios, therefore, contain another kind of risk,
usually called “non-systematic” or independent risk.
Such portfolios are risky not only because future val-
ues of the market cannol be predicted, but also be-
cause charses in actual portfolios will differ from
changes in the market in ways which cannot be pre-
cisely predicted. Diversification can diminish unsys-
tematic risk by causing actual portfolios to resemble
more and more closely the entire markel.

Sharpe’s theory, leaning essentially on the
hypothesis that capital markets for risky assets are ox-
tremuely efficiont, indicates that investors can expect Lo
be paid, that is, receive risk premia in the form of
higher returns, forassuming systematic or markel risk
but not for assuming unsystematic or independent
risk.

I'his theory, which is supported by much com-
petent empirical work, leads to some inleresting con-
clusions not always in accord with intuition. The first
is that investors should hold portfolios of risky assets
that replicate as closely as possible movements in the
entire market of risky assets. Thatis the moderm mean-
ing, ol diversitication. Diversification is measured nol
in terms of maximum commitments to individual in-
dustries or securities bul in terms ot the ehimination of
unsystematic er independent risk. The statistic which
measures diversification in the modern sense s the
correlation coefficient between the paortfolio and the
market as o whole. A correlation of 1.0 means that
diversification is perfect, no unsystematic risk re-
mains, and the investor assumes only risk for which
he can expect a risk premium,




The argument presented so far might seem to
suggest that all investors should hold identical porf-
folios except for differences in scale. That misconcep-
tion could exislt because the idea of a riskless asset has
not yet been introduced, Riskless assets do exist, at
least in terms of dollars. Treasury bills are the standard
example of riskless assels; their returns in dellars can
be precisely predicted. According to 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
allocated to risky and to riskless assets and not in the
mix of risky assets.

According to this theory, all efficient portfolios
— in the Markowitzian sense of maximizing expected
returns per unit of risk — are perfectly correlated with
the market. All such portfolios vary solely because of
movements in the market. The sensitivity of a port-
folio to market movements is measured by its beta
coefficient (8). A bela of one for an efficient portfolio
will cause it to rise and fall in perfect step with and just
as fast as the market. A beta of one-half, achieved by
putting half the investable funds in the riskless asset
and half in the market, will move in perfect step with
and half as fast as the market.

In sum, modern theory slates thatadditional re-
turn should be expected solely from assuming sys-
lematic risk, Thus, all unsystemaltic risk should be
climinated by diversification. Perfect diversification
produces a correlation of 1,0 between the portiolio and
the market. Variations in risk are achieved by varying
the proportions of investable funds allocated to the
perfectly diversified portfolio of risky assels and to the
riskluess asset, The beta coefhicient, indicating, the sen-
sitivity of the portfolio or market movements, meas-
ures risk, all of which is systematic, for etficient port-

fulios.

THE PRACTICE OF PROFESSIONAL PORTFOLIO

MANAGEMENT

The modern theory of investments suggests
that it is extraordinerly difficult consistently to iden-
tify undervalued or overvalued secuaritios and thereby
achieve abnormally high returns. And the record of
professionally managed portfolios, including invest-
ment companies, bank-administered  funds, and
others, indicates that the theory has great validity.
Nevertheless, with very few exceptions, professional
portfolio managers reject the theory inits pure or ex-
treme form. They use security analysis to attempt to
identify investments which will produce abnormally
high returns, thereby departing from perfect
diversification and incurring unsystematic nisk.

USING THEORY IN PRACTICE

Though professional portfolio managers reject
the pure form of the modern theory, they are 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. [f the prescription of policy is to have clear
operational meaning, modern theory can be helpful.
Policy can be and increasingly is being set by specify-
ing a level of systematic risk (8) and a required degree
of diversification (correlation between the portfolio
and the market). Control is exercised by monitoring
actual beta and correlation coefficients.

Evaluation of results for portfolios controlled in
this way is simple. Evaluation of decisions on market
timing can be made by sceing the effect on retumns of
temporary departures in a beta from the prescribed
level. The effect of departures from perfect
diversification, i.e., the effort lo pick winners, can be
evaluated by comparing actual returns with returns
from perfectly diversified portfolios with the same sys-
tematic risk (8) and the same total rsk (measured by
some slatistic indicating total variation, perhaps the
mean absolute deviation), The total effect of active
portfolio management can thus be broke  down into
its traditional components, timing and selection,

Other refinements based on modern theory are
beginning Lo be used. Portfolios are being broken
down into three components: the riskless asset, a
market portolio of risky assetls. ad a portfolio of risky
assels selected because they rjudped to be under-
valued, Theoretical work has Leen done to guide the
rational allocation of funds botween the market com-
penent and the specially selected component of the
portfoho of risky assets. The essence of the theory s
that the proportion which should be allocated to the
specially selected component, beata sigle stock via
group of stocks, increases with the magnitude of the
predicted abnormal return and with the confidence in
the prediction, Computer programs exist forallocating,
funds among this third clement of the total portfolio so
as o maximize the effectivencess of the diversilication

Far example, a portiolio of the 50 stocks with
the largest market values and with allocation ol funts
among stocks in proportion to market values had, dur-
ing arecent period, 96.5% of its returns determined by
movements in the market, The use of a computerized
optimization program shifted funds among stocks so
as Lo increase the percentage of returns explained by
the market to 98.2%, leaving the beta unchanged. This
apparently trivial improvement diminished indepen-




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 about 32 stocks.
A reduction of about 95% is achieved with portfoiios
of only 64 stocks. Only recently has adequate alten-
tion been given to the importance of the remaining
5% to 10%.

The following exhibits dramatize the impor-
tance of scientific techniques of diversifying. Uxhibit 1
shows the relationship of the number of securities in

STANDARD
ERROR OF
INDEPENDENT
RETURN (PER
CENT PER
YEAR)

,—

50 ] 00 100

HUMBER OF SECURITIES HELD

Fabubat 1 Inadepaenndent risk amd portfolio sige

Source: O'irien Apsociates, Inc.

the portfolio to the standard error of annual indepen-
dent returns, For example, a portfolio of the 50 stocks
from the S&P 500 with the largest market values (and
with allocation of funds among included stocks pro-
portional to market value) produces returns that could
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easily differ from returns for the entire 500 stocks by as
much as 4.5 percentage points per year. Portfolios of
100 stocks could easily differ by as much as 3.0 per-
centage points. Investors who rely heavily on beta
coefficients to predict returns and who do not under-
stand the importance of scientific diversification are
frequently surprised and not always pleasantly.

Exhibit 2 makes the same point somewhat dif-
ferently. It shows for cach level of diversification
(measured by the coefficient of determination and ex-
pressed as a percent of possible diversification) and for
three different betas the standard error of indepen-
dent annual returns. For example, a portfolio with a
beta of 1.0 and diversified Y5% (coelficient of determi-
nation of 0.95) would fairly often have returns as much
as 4.5 percentage points different from the market asa
whole,

THEORY APPLIED TO HOMILY

The modern theory of imvestment, based on the
theory ot efficient markets and the pricing of risky as-
sets, implies the wisdom of extreme diversification,
I'he old homilies or rules of thumb provide some gui-
dance, but their deficiencies are of great practical im-
portance. Techniques derived from the modern theory
can casily be used to make diversification more com-
plete, thereby reducing independent risk for which
payment in the ‘orm of higher returns cannot
conlidently be expected. The techniques help in set-
ling policy, in controlling its implementation, and in
evaluating the impact on performance of the judge-
ment exercised by the portfolio manager in changing
the systematic risk of the portfolio and in departing
from perfect diversification in an attempt to identity
undervalued securities.







@
I T ny
WHITE, WELD & Co
INCORPORATED
ONE LIBERTY PLAZA
. 01 LIBERTY STREET, NEW YORK, N.Y. 10006
CHARLES ). FUINIRMANN 11
FIRAT VICE PRESIDENT
212 /28s5-2380 CaBLE ADDRESS- "WiiTZwELD"
®
October 1, 1976
|

® )

Alaska State Investment Advisory Committee

State of Alaska

Dear Committee Member:
® In accordance with your request, we have unde rtaken a sur rey of

domestic, foreign and international development banks, funds and develop-

ment programs for your use in determining the future structure and objec-

tives of the Alaska Permanent Fund., In performing our survey, we have

selected those banks, Tunds or development programs which are of major

importance, as well as those which are particularly relevant to Alaska's
2 situation in that they are either bascd upon natural resource revenues or

confined to a limited geographic area,

Our analysis ol domestic permanent funds focused on those states
which received income from a finite natural resource and the manner in
which that income was expended. The majority of states receiving income

& from finite natural resources spend that income on a current basis. Those
states and the application of income are set forth in tabulation form. States
which accumulate natural resource income in a trust fund are set forth indi-
vidually.

fach state has created programs to assist and encourage economic

® developments. A description of the Government Development Bank of Puerto
Rico and the Pcansylvania Industrial Development Authority has been included
in this study. A cummary of state general assistance, incentives and special
services to industry has also been included. In depth information on each
particular economic development program has been requested from each
state's development agency and will be seat along, as received, to Mr. Edenso

& for inclusion in the source file of all background information we are putting to-
gether for the Committee.

Substantially all of the less developed nations of the world, and a
certain number of the more developed nations, have government owned or
controlled entities whose purpose is to participate in the linancing of local

e economic development projects. In most of the small nations, these entities
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function principally as the vehicle through which development fiinds are dis-
persed to the economy by the government and are consequently h:avily invol-
ved in the internal political process. In many cases, these entities also act

as the conduit through whi~h development funds provided by the larger inter-
national development banks and [irds are invested in smaller proje:«ts in the
country concerned. One of the adv.intages of the latter process is that the

use of the 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-in, or the initial extension, of credit to the country. In most countries,
the aevelopment banks and funds that perform the above functions also serve
as the means through which internal economic growth is directed and channeled
in accordance with national cconomic policies and are, in effect, extensions of
the local economic ministry.

The institutions covered by our carvey which fall into this category
are the Swedish Investment Bank, Japan Development Bank and National
Financiera S. A. (Mexico). All of these rntities are government owned insti-
tutions which both borrow funds in varioas capital markets and lend domestic-
ally for development purposes. In each case, the institutions are responsible
for carrying out national economic policy through their activities and enjoy
various degrees of autonomy from the national political process. The most
independent is the Swedish Investment Bank and the least is National Financ-
iera S, A. Both National Tinanciera and Japan Development Bank appear to
be heavily involved in the political process in their rcepective countries, and
the former has acted as a condui’l for World Bank len ling in Mexico.

The larger developmen!, banks and funds are international institutions
whose memberships consist of several countries and whose purpose is to foster
the economic growth and development of a particular region or its members.

In general, these entities represent potent world-scale economic forces and
tend to be both non-political and commercial in their operations. The finan-
cial stength of these entities is typically based on the uncalled capital subscrip-
tions of their members, and virtually all of them borrow heavily, both locally
and in the international capital markets. ‘Substantially all of the activities of
these institutions consist of direct lending for specif.c projects in the various
countries, and lending policies appear to be determiaed on social benefit as
well as economic grounds, As a result, and to the c¢xtent that many major
industrial nations are commonly among the larger contributing members of

these institutions and receive no benefits, they can lie viewed as quasi '"foreign
aid"' banke.

Among such international and regional develypment institutions covered
by our survey, the mest significant is the Internaticnal Bank for Reconstruction
and Development (World Bank), both in terms of its worldwide membership and
the international scope and significance of its lending activities. Importantly,
all of the other international institutions included ir our review (Inter-American
Development Bank, Asian Development Bank and A:rican 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 and depends heavily on loans from other institutions, such as the
World Bank, This characteristic results from the fact that its uncalled capi-
tal funds are to be provided by countries that are not viewed as being parti-
cularly strong by the world capital markets and that a significant private
capital market in black Africa does not :xist. Two other institutions which
fall somewhet into this category in that their activities are regionalized are
the Europea: Investment Bank and the European Coal and Steel Community,
both of which are relatnd 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 strengia of the
European Coal and Steel Community 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 depends on the credit of the various
EEC member states,

The remaining type of institution is one which functions in a limited
geographic area or within a particular industry to promote economic growth
and development or to achieve a social objective and is based on local or re-
gional resources. Of the three basic groups of international development insti-
tutions, this group contains the smallest number of entities and is, perhaps,
the most analagous 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 international 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 are based in the Middle East and dependent upon oil
related 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 were created after the increase in world oil prices in recognition of the
balance of payments and development problems created in the developing states
by such increase. The remaining funds (Arab Fund for Economic and Social
Development, Abu Dhabi Flund for Arab Economic Development, the Irlamic
Development Bank and the Kuwait Fund for Arab Economic Development), al-
though created al approximately the same time, reflect in both the source of
their capital (member stites' subscriptions or allocation of national revenues)
and their purposes the Arar nationalism which emerged after the Mid-East
wars, Importantly, most of these funds have yet to become fully operational,
and it is too early to judge their potential significance. The two '"national
investment funds, the two which you may fiud are the most directly related to
the proposed Alaska Permanent Fund, are the Fondo de Inversiones de Venezuela
and the Alberta Heritage Savings Trust Fund. The similarities extend to both
source and purpose, as can be seen in the studies included herewith,
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It is premature o recommend to the Committee certain key fea-
tures of any one of these banks, funds or development programs over the
others until it hat 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 available
te Alaska.

Following the Committee's meeting on October 13, which we will
be attending, 'we will want to sponsor visits by Committee members at least
to Alberta to meet with their Heritage Savings Trust Fund counterparts,
Visits to New Meuxico and to New York would also appear advisable.

We look forward to our next meeting in Anchorage.

Sincerely yours,

Crarles J. Fuhrmann II
Fiist Vice President

CJF:yu
Attachment
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Exhibit I




Institution:

Location:
Size:
Capital Funds: -

Purpose:

Source of Funds:

Management Structure:

Management of Funds:

Port.folio:

Income

(Montana) Resource Indemnity Fund
created in 197h4

Helena, Montana

$4.5 million

The Resource Indemnity Fund was created to accumulate
income from a Severance Tax on Coal and other minerals
for the purpose of providing moneys to enhance the
State ecologicel environment and rectify damage thereto.
Accumulations in the Fund shall continue until the Fund
reaches $100 million.

Moneys are deposited in the Fund from a severance tax
on various minerals and 22% of the Severance Tax on Coal.

Moneys are collected and deposited in the Fund by the
Department of Revenue. TInvestments in the Fund are made
in accordance with guidelines established by the State
Board of Investments which is composed of five private
citizens appointed by the Governor for 5 year terms.

Moneys are invested in debt instruments authorized by
State Statutes,

Moneys are currently invested in corporate bonds that
have been rated A or better by Moody's [nvestors Service
and Standard & Poor's Corporation.

[ncome from investments remain in the Fund until $10
million has been acenmulated. After the nccumulation
of $10 million, income may be used for enhancement or
repair of the environment.




Institution: (New Mexico) State Permanent Fund
created in 1898

Location: Santa Fe, New Mexico

Size:

Assets: 10 million acres
Capital Funds: $675 million

Purpose: The State Permanent Fund was established to collect
royalties anl other income from the lease of State-
owned land. Income from the Fund is applied to the
New Mexico public school systems and educational and
eleemosynary institutions.

source of Funds: Moneys in the Fund were initially provided from the sale
of State land., Currently, revenues to the Fund are pro-
vided from roynlties and income from State-owned lends
under lease. Buch revenues include oil and gac royelties
and grazing aud timber leases. In addition, any capital
gains on investments remain in the Fund,

Management Structure: The State Permanent Fund is managed by the State Invest-
ment Council. Members of the Council include the Governor,
the State Treacurer, the Commissioner of Fublic Lands,
the Finance Offic=r and four public members who are
appointed by the Governor for terms of five years.

Management of Funds: The State Investment Officer is responsible for investing
moneys in the State Permanent Fund. Fifty per cent of
the Fund must be invested in Federal Securities. The
remainder may be invested according to State Statutes.

Portifolic: The Fund is currently invested as follows: 18} equity,
32% corporate obligations and 50% U.S. Government and
Federal Agency Obligations.

Income: Income from the Fund is distributed to the public school
system (80%) and the remainder to educational and
eleemosynary institutions.
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Institution: (New Mexico) Severance Tax Bonding Fund, created in 1941

Location: Santa Fe, New Mexico
Size:
Capital Funds: $9,0L40,756.02

Purpose: The Severance Tax Bonding I'und was created to secure
tax-exempt bonds issued for public capital projects.

Source of Funds: 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-annual payments on all outstanding
Severance Tax Bonds are transferred to the Severance Tax
Permanent Fund.

Management Structure: 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. The State Treasurer is responsible for repayment of
principal and interest on Severance Tax Bonds.

Management of IFunds: Moneys in the Fund are invested in debt instruments author-
ized by State Statutes.

Portlolio: || T

Income: All moneys in the Severance Tax Bonding Fund except an
amount sufficient to repay principal and interest on the
Severance Tax Bonds on the next ensuing semi-annual payment
date 1is transferred to the Severance Tax Permanent Fund.

[ndebtedness Limltation:The Stute Board of Finance may issue additional Severance
Tax Bonds payable from the Severance Tax Bonding Fund pro-
vided that aggrepate annunl debt service on Bonds outstanding
including the proposed issue be equal to no more than 50% of
previous fiscal year's deposits into the Severance Tax
Bonding Tund.




Institution:
Location:

Size:

Capital Funds:

Purpose:

Source of Funds:

Monagement 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 the Severance Tax Permanent Fund are provided
from the New Mexico Severance Tax levied for the privilege
of severing natural resources including oil and ges, potash,
copper, uranium, timber, coal and certain other minerals.
Proceeds from the Severance Tax are deposited in the Sever-
ance Tax Permanent Fund after the required payments to the
Severance Tax Bonding 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, Lieutent .t Governor and three
private citizens appointed by the Governc' for terms of two
years.

Moneys in the Fund may be invested at the discretion of the
State Board of Finance. Moneys currently are invested by
the State Treasurer in 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. Partici-
pation by the "und in sizeable loans by State banks requires
the approval of the State Board of Finance. The principal
of the Fund may be used for economic development purposes
upon the approval of the State Board of Finance. An amend-
ment to require 3/L's approval of the legislature prior to
invasiou of the principal of the Severance Tax Permanent
Fund is on the November ballot.,

Approximately $94 million of the Fund is invested in Certi-
ficates of Deposits of State banks maturing one to five
years at a floating rate of short term treasury obligations
plus 50 basis points. The remainder is invested under Re-
purchase Agreements.

Income from the 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
Permanent 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.




Institution:
Location:
Size:

Assets:

Purpose:

Source of Funds:

Management Structure:

Manapgement of 'unds:
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Texas Permanent University Fund created in 1881

Austin, Texas

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

Fund created by pProvisions 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 provisions set aside
all lands previously appropriated for the creation o1

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.

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

The Fund 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 are
appointed by the Governor for six year terms subject to
approval by the Senate.

The Fund is invested in permitted securities whieh are
bonds 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 eity in the State, or in
bonds issued under the Federal Farm loan Act. In addition,
the Fund may be invested in securities, bonds or other
obligations issued, insured or guaranteed in any manner

by the U.S. Government, or any of its agencies, and in
bonds, debentures, or obligations, and preferred and

common stocks issued by corporations, associations, or
other institutions as the Board of Regents deem to be
proper, provided that not more than 1% of the Fund will




Management of Funds:

continued

Portfolio:

Income:

t. invested in the securities of any one corporation
nor more than 5% 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 106,828,987.45
Guaranteed 103,089,995.03
Corporate Bonds 279,571,990.53
Convertible Debentures &

Preferreds 16,440,190.64
Common Stocks 254 ,425,102.52
Short Term Securities &

Cash 21,415,364.32

Total $781,771,634.49

The income from Fund investments is appropriated annually
by the State Legislature; two-thirds to the University

of Texas and one-third to Texas A & M. The income of

the Fund may be used only for permanent improvement and
not for current expenses. Prior to the distribution of
the income of the Fund, provision is made for the
expenses of administering the Fund.




Institution:
Location:
Size:

Assets:
Capital Funds:

Purpose:

Source of Funds:

Management Structure:

Manegement 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 receive
income from lands granted to Wyoming to be used for 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.
Income from the Fund is transferred to the Treasurer of the
University of Wyoming.

The Ctate 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: (Wyoming) Permanent Mineral Trust Fund created in 1974

Location: Cheyenne, Wyoming
Size:
Capital Funds: $51,250,000
Purpose: The Permanent Mineral Trust Fund was created to retain
moneys collected from a Severance Tax on cll minerals.
Moneys in the Fund may be used for loans to political

subdivisions upru legislative approval.

Source of Funds: Collections of a Severance Tax on all minerals are placed
in the Fund.

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

Management of Funds: Moneys are invested in debt instruments authorized by State
Statutes.

Portfolio: N.A.

Income: Income from the Permanent Mineral Trust Mund is transferred
to the State's General Fund.




Institution:
Location:
Sie:

Assets:
Capital Funds:

Purposes:

Source of Funds:

Management Structure:

Management of Funds:

Portfolio:

Income:

(Wyoming) Government Royalties Fund created in 1973

Cheyenne, Wyoming

3.1 million acres
N.A.

Moneys collected in the Fund are applied as follows:

50% to Public School System

35% to State General Fund

%% to University of Wyoming for capital projects
6% to counties

Mineral royalties and lease payments from operators on U,S.
Government-owned lands in Wyoming are divided between the
U.S5. Government and Wyoming. Prior to 1976 the State of
Wyoming received 37 1/2% and the U.S. Government 62 1/29%.

As of 1976 the U.S. Government and Wyoming divide the mineral
royalties and lease payments equally.

Mineral royalties and lease payments are collected by the
U.5. Government and disbursed to the State semi-annually.

Moneys remitted to the State are deposited with the State
Treasurer. The Wyoming legislature intends to address the
management 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 have not created permanent trust funds

to receive income derived from taxation on or royalties from finite natviral re-
sources.

STATE

Alabama,

Arkansas

California

(‘olorado
[daho

Kansas

Kentucky

APPLICATION OF SEVERANCE TAX AND ROYALTY T'\"TiE

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

The Coal Severance Tex is used to pay debt service on Alabama
State Docks Department, Seaport Facility Revenue and Special Tax
Bonds. $15,000,000 originally issued. $13,075,000 presently
outstanding. No additional bonds may be issued with 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 1/2% charge is deposited in State General
Fund.

Fifty-six percent for capital outlasy programs in California's
Higher Education System.

Twenty-two percent for special projects including irrigation
aqueducts and improvement in navigable waterways.

Eight perczent tc State Conservation Department to support various
activities.

FFourteen percent eposited in State General Tund.

severance tax deposited in State General Fund

Severance tax deposited in State General Fund.

All revenue from Oil, Gas and Minerals Severance Tax is deposited

in State General Fund.

All revenue from Sand and Gravel Royalty Tax is returned to
counties.

Proceeds from severance tox are placed in short term investments.
Semi-annually counties receive money for special projects. All
remaining money is deposited in State General Fund.




STATE

Iouisiana

Minnesota

Mississippi

North Dakota

APPLICATION OF SEVERANCE TAX KEVENUE

Ok lahoma

Utah

Ninety percent of severance tax revenue is retained by the State
for general purposes. The remaining 10% is allocated to parishes
(counties).

Minnesota deposits 10% of the Taconite Production Tax in their
general fund. Ninety percent is returned to districts where
taconite is produced.

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

Of the Timber Severance Tax, 50% 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 30% going to parti-
cipating counties and 70% to State General Fund.

Mississippi also imposes a tax on oil production. Counties re-~
ceive 30% of the first $600,000, 10% 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 percent is allocated to (he Iand Board Trust Fund. Two-
thirds of this is used to finan:ze environmental studies, One-
third is invested with interest proceeds deposited in State 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.

Twenty-five percent is allocated to replug abandoned oil and gas

wells which are deemed as hazards.

State General Fund receives 857 of severance tax revenue. #ifteen
percent is allocated to counties.

All revenue from severance taxes is deposited in State General
Fund. Expenditures are then allocated by State legislature.




b




Institution:

Location:

Size:
Assets:

Purpose:

Source of Funds:

Management Structure:

Mnnagenment. of rfunds:
Portiolio:

Functions:
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Government Development Bank of Puerto Rico

San Juan, Puerto Rico

$782,101,951 - 1975

The Government Development Bank was created in 1948 as

an instrumentality and public corporation of the Com-
monwealtn of Puerto Rico. Its two principal functions
are to act as fiscal agent for the Commonwealth, its
municipalities and public agencies, and to make loans

to private enterprises which will aid in developing the
economy of Puerto Rico. The Bank Charter provides that
no changes in law may be made that impair the obligations
of the Bank, that it shall heve existence and that it is
exempt from Commonwealth Bunking Law.

The Bank was originally capitulized by legislative ap-
propriations. Its capital is received from operations,
capital notes (some of which are guaranteed by the Com-
monwealth) and lines of credit with U.S. and Common-
wealth banks.

The governing body is a seven-member Board of Directors
who are appointed by the Governor and serve four year
cverlapping terms. Appointment is subject to approval
Ly the Council of Secretaries of the Commomweelth. The
Bank is under the supervision of and sub,ject to exam-
ination by the Commonwealth's veciretary of the Treasury,

N.A,
NJA.

As tiscal agent, the Bank is responsible for the timing
and sale of bonds and notes by the Commonwealth nnd its
apencies, and, during the period 194475 1t arranged or
provided for nearly $11 billion of borrowings by these
governmental units. The Bank also arranges or provides
loans for the private sector. From 1944 to G/HO/T5 it
reportedly has disbursed over $337 million loans to pri-
vate business (about 479 for manufacturing, 22% for com-
mercial buildings, 04 for hotels), As of h/%U/Th there
were $105.4% million business loans outstanding (k5% in-
dustrial, 3.0% hotel and restaurant, 14 commercial
buildings, 4 kospital, and remainder interium and other),
The Bank also issues 1ts own full faith and credit notes
($40,000,000 us of 6/30/75 issued to major mainland ar
Puerto Rican Banks). The Bank is the contral clear.ag
house for checks in the Commonwealth. On W/JJ/TL; the
Bunk nepotiated a $612 million note purchase agreoement
(jmunranteed by the Commonwenlth) with meJor mair land

and Commonwealth Banks to provide a revolving “ine of
eredit for the Commonwenlth and its various public
agencies., This line of eredit will decline ‘o $3152
million by 7/15/79.




Institution: The Pennsylvania Industrial Development Authority
[ ] created in 1973
Location: Harrisburg, Pennsylvania
Size:
@ Assets: $266,357,736 (as of March 31, 1976)
Capital Funds: $226,309,289
Purpose: The Authority was established to alleviate unemployment and

economic stagnation within the Commonwealth of Pennsylvania
by the promotion and development of industrial and manu-

& facturing enterprises, research and development enterprises
and agricultural enterpriser in those areas where 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 Authority to finance in-

£ dustrial development projects on behall of private indus“ry
at below market interest rates.

Source of Funds: Moneys to make mortgage loans have been provided from agpre-
gate legislative appropriations of $191,140,000 during
fiscal years 1956 through 1975, from the proceeds of tax-
® exempt bond issues In the total principal amount of $72,500,000
and from repayment. of principal and interest on outstanding
mortgage loans.

Commerce who serves ag Chairman, and the Secretaries of

® Labor and Industry, Community Affairs, Agricu’ture and
Banking. In addition seven meubers are appointed by the
Governor for terms of seven yenrs. The Board meets monthly
Lo review mortpage loan applications.

) Management. Structure; Membership of the Authority consists of the Secretary of

Manapgement of Fundg: Disbursement, of mortpapge losn proceeds and receipt of mort.-
® pape loan repayments are the responsibility of w desipnated
Trustee bank. Moneys held by the Truste: are invested
according to State Statute.

Portfolio: As of March 31, 1976 the Authority's portfollo was invested
in $206 million mortgage loans yielding from 7/8 of 1% to
& 4% per annum. In addition the Authority has $56.5 million
invested in U.S. Treasury Securities.




Pennsylvania Industrial -2-
Development Authority

Income. Income from investments remains 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 200% of the annual principal and interest requirements
on all bonds to be outstanding.
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State Sponsored Indusinal
Developmenl Authorily

Privalely Sponsored Deveiop:
ment Credit Corporalion

Stale Authonily or Agency
Revenue Bond Financing

Stale Authonty or Agency
General Obligation
Bond Financing

Cily and/or Counly
Revenue Bond Financing

City and/or Counly
General Obligation
Bond Financing

Stale Loans lor
Building Construction

State Loans lor
Equipmenl, Machinery

City and/or Counly Loans
for Building Conslruction

City and/or Counly Loans
lor Equipmenl. Machinery

State Loan Guaranlees
for Building Construclion

State Loan Guaranlees
for Equipmenl. Machinery

AMLSNONI HO4 JONVISISSV TVIONVNI4

City and/or Caunly Loan
Guarantees lor Building
Construction

City anc/or County Loan
Guarantees lor Equipment,
Machinery

State Financing Aid lor
Existing Plan! Expansions

Slate Matching Funds for
City and/or Counly In-
duslrial Financing Programs

State Incentive lor Eslablish-
ing Industrial Plants in
Areas ol High Unemployment

City and/ot Counly Incenlive
for Eslablishing Industrial Planis
in Areas of High Unemploymeni
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~ TAX INCENTIVES FOR INDUSTRY ____ OTHER

Tax Exemptlion on Raw Ma-
terials Used in Manulacturing

on Land, Capital Improvements
Taz Ezemption or Maralorium
on Equipmenl, Machinery

Tax Exemption to Encourage
Research and Development

Goods i Transit (Freeport)
Tax Stabdization Agreemenls
lor Specified Industries
Stalewxde Uniform Propeity

Sales/Use Tax Exemphion
Tax Evaluabon Law

on New Equipment
Acceleraled Depreciation

of Indusinal Equipment
Statewide Indusinal Noise

Slate Minimum Wape Law
Abatement Law

Inventary Tax Exemplion or
Manulaclurers’ Inventones
Specified State Products
State Fair Employment

Practice Code
Statexide Air Pollubion

Carporale Income
Personal Incom=

Tax Exemption

Tax Exemption on
Tax Credits for Use of
Control Law

Tax Exemptian

Control Law

® | Tax Exemption or Moraforium

@ | Excise Tax Exemption
® | State Right-lo-Work Law

Alabama
Alaska

Arizona
Arkansas
California
Colorado
Connecticul
Delaware
Florida
Georgia

Hawaii

Idaho

Ilinois

Indiana

lowa

Kansas
Kentuchy
Louisiana
Maine
Maryland
Massachusells
Michigan
Minnesola
Mississippi
Missoun
Monlana
Nebrasha
Nevada

New Hampshire
New Jersey
New Mexico
New York @l24647
Norlh Carolina
North Dakola
QOhio
Oklahoma
Qregon
Pennsylvania
Rhode Island
South Carolina
South Dakola
Tennessee
Texas

Ulah

Yermonl
Virginia
Washinglon
Wes! Virginia
Wisconsin
Wyoming
STATE TOVALS

Puerto Rico
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SPECIAL SERVICES FOR INDUSTRIAL DEVELOPME
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m: otes for Tables on pages 12,
13, 14.

| —Piérmitled only in specilied municipalities
?2=Slale allows cilies or counlies o oller
linancial aid for exisling plant expansions. In
Louisiana, slale financing aid is directly in-
volved anly in the case ol those porl aulhor-
lies whose obligalions are backed by the full
lanth #nd credit of the slate
J--i\chivity is limited lo Anchorage Port Author-
Ity in Alaska, to Ports Authority in Georgia
and 1o port districts in Oregon In Washing-
lon, porl districls are municipal corporations
operaling under special stale enabling legisla-
tion and are the only public bodies author-
ized lo Issue either revenue or general obliga-
tion bonds o hinance indusinal development
4--Authorized bul none is aclive
h--Stale-sponsored bul privalely operaled non-
prolil Regional Job Development Corporations
may be esfablished in low-income areas lo
provide loans to small businesses
G- Stale guarantee ol loans from privately oper-
aled non-profit Regional Job Development
Corporations serving low-income areas
7—Limiled o EDA-designaled arcas
d—loans also .over working capital, sile im-
provements and invenlories
Y—Permitled for processing products ol agricul-
Ture, including loresiry and timber production
(l—~New York Job Development Authority and
New York Urban Development Corp have the
pawer lo issue non-guaranieed honds
I1=New York Job Development Authonity 15 em-
powered Lo parlicipate in loans lor machinery
and equipment in new manufacturing plants
17 Under the New York Job Incentive Program
a corporate  franchise or  unincorporated
husmess tax credit s allowed to lums
lncating, expanding or improving facililies in
A lowancome section of a city o! $0,000 or
maoie populalion or i a lowancome rural
counly The lirm must creale or relain al
least five jabs and provide an approved Irain-
NG progeam An addition, *he largest share of
the lacity's volume ol business musl be
from ootside the ehgible aea m which it 15
located, as i manulacturing or wholesaling
Thee credit s given for up 10 10 years The
2% credit descnbed in foolnole 46 may be
taken instead ol the jolr incentive cregil
Under the 1ot Incentive Program real proper
ty L exemplion 15 3 local aplion
L= Permitted for electie genvration and trans-
massion facililies i North Dakota  and lor
electine geneiabon and teansmission Lachibies
andd lor wastewater teatment | facilities 1in
lenas
SEte and local program ol patticipation in
e sHihing construchion
L5 State loan guarantees of up to $250.000)
L For acquinng and developing sites
Pohuthonzed o a onemill, mull purpose taa
lewy 1% approved by local voters
T A 15 reduction i assessed valuation of
bucmessanventonies o 2t Busimess in
ventones nclude raw  matenals  used i
manutalunng
o baemption s sllowed on certan types ol
rqupmant anchuding el freght cars, celtvin
walererall angd vessels ol more than .00
100s burden
S Applies anly 1o pollubion control coupment
e Law allows reduchon in taxes but not rrRemp
ton Goods an wansit, invenlones and taw
matenals are assessed at y'
Je-Carporate income tdx credil 1s Mlawrd only
tor the cost ol pollution control equipmaent
U Lawipment and machinery acquired alter the
1973 pssessment date 15 exempl from local
propetty tax
A Delaware and New York do not ee'_ ot eacise
L
Nevadds, Omo, Texas and Washington do nol
Lia Sotporale of personal ncome | londa anyg
New Hampstuee do nol tax personal income
Jo-Raw materials are assessed at 259 whilp
most other tangible personal propetty 15 s

Y (LT

sessed'al100%

271-50% of federal lax paid |s exempl

2H—Firs| 34,500 of assessed laxable value of
personal properly is exempl

29—Invenlory is taxed only on the value of raw
malerials

30—Applicable to Industrial Revenue Bond fi-
nanced property only A 10-year exemplion is
allowed

31—In Kentlucky, Rhode Island and Tennessee,
the exemplion is applicable al the local level
only In Maryland, the exemplion may be ap
plicable al the counly or local level In Vir-
ginia, localities have the option of exempling
all or part of certified pollution contro! facil-
iies and equipment from real or personal
properly laxes

32-Applicable under the lax equalization law only

33—Exemption applicable to capitalimprovements
only

Ja—Allowed except for sales/use tax when pur-
chased for use as an ingredient in langible
personal property for sale

35~A 1% tax credil, based on wages paid, 15 al-
lowed for the first three years to new and ex-
panding industry engaged in the mechanical
or chemical fransformation of malerials or
substances into new producls “Expanding”
means (o expand a present operalion so as
to increase total permanent jobs by 30%

36—Taxed a1 2% instead of usual 49

37—R&D equipment is classified as manufactur-
ers' machinery and equipment and, as such,
is eligible for tax exemptions

J8=Local option, in designated redevelopment
areas

39—Reducey 79%

40—Exemplion is allowed on separate, detachable
accessory tools and equipment which have a
uselol life of less than 12 months

41-State does not collect sales /yse tax

12=1976 business inventories are allowed
0% egxemphion; 1977 and  therealter, a
62 570 exemplion will be allowed

AJ=—Applicable to goods stored in bonded ware-
houses

A=New lersey citzens employed i New York
and Pennsylvania are nol exempt

A5-Noise abalement codes recommended by
state tor adopbion by municipalities

A=A ax credit equal to 2% of qualitied camital
invested in new production tacilities may be
apphied against a business corporate fran
chse, umincorporated business income or
personal ingome tax lability  The tax credil
15 restncted to nvestment in bulldings,
cquipment and facilities which have a useful
e ol al least lour years and afe used in
manulacluring, processing, assembhing, re-
himng, mining, agneultural or  commereial
hishing  Experimental research and tevelop-
ment facihibies may elect this oplion in place
ol the wrile-ofl described i footnote 47 A
parlicular mvestment is not ehigible for both
thi nvestment credit and other state 1ax in
cenlives Corporale ranchise taxpayers will
continue 1o be required 10 pay a minimpm
tax of $125 annually Any credit tmaming
may be carned lorward

47 ~Costs pnd or incurred n a lanable year by
Incorporated or umncorporated business o
expenmental RED  facililies, tor industeial
waste treatment Lacilities. and or lor air paol
lutian control facilities may be deducted
fram net income lor tax purposes The 294
credit described in tootnote 46 may be taken
1 hew ol this credit

AH- Tangible and intangible persoral properly 15
nol subject 1o ad valorem laees

19-New equipment is allowed ) preferential rate
ol 15 with a maximum fax of $80 per arlicle

S0 Leat tobacco 15 allowed anesemplion of GO**
Ol taa rale, bales ol cotton. 50%%, anil pea
nuls, 20

Sl-Lxemplion extenis wily 10 new construclion

Tax credits allowed 1o manufacturers and

processors lof property tases paul on goods

nprocess

Sd=Exemphon allowed while facilily s
construchon only

52

under
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54—Exclusion from sales and use tax on indus-
trial purchases used directly in industrial
production and research

55—Exclusion of langible personal properly trom
laxation at local level.

56—Rhode Island's sales/use lax is being phased
oul over five years

57—In Tennessee, lax credils are allowed for
products of state soil In Florida, tax credit
applies only to alcoholic beverages pro-
duced from specilied Florida-grown agricul-
tural products

58~Seven-year annexation or de-annexalion
exemplion

59—Allowable depreciation is similar lo thal which
is permitled under federal laws

60—Exempl from sales/use lax, but nol Irom
business capilal tax

61—Local governments may classify separalely
the langible personal property ol research
and development firms {rom that of other tax.
payers and fax it al different rates

62—Deduclion is allowed lor sales tax paid on
energy

63—80% credit

6d—Reduced rale of | 5% (1% slate and 5%
local) applied lo industrial machinery, instal.
lation and repairs

65—Provided only in rare instances. In Calilornia,
a lew cities and counlies will lease land they
own al nominal rates

66—Limited to technical assistance

67—Facilities avai'able on a conltract basis

68—State vocational education program keyed lo
tederally funded program

69—Carried out through
corporations

T0—Available to industry on a contract ana/or
consulting basis

71-City-owned land only Cities may nof purchase
land lor purpose of provding lree land to
industry

12—Highway Cammission will build lirst two miles
of road into new ski areas

13—~Maryland Induslrial Development Financing
Authonly will guarantee up to 80%% ol fhe
mortgages tor fand and 70% for equipment
for recreational projects

J4=Achvity limited 1o certain units

75-5Mate supplies 75% of cost ol administering
programs; no reimbursement o rainees

16~Cities and counties are authorized 1o use mil
levy lor industrial developmenl purposes
Speculative buildings and free land have been
provided in some instances

1= Portdistricts only

T8=Funds are ftom Public Health lor solid wasle
disposal projects

20-5tate malches tunds from U § Dept of Hous-
ing and Urban Dovelopment

local  development

R

¢
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Institution:

Location;
Size:
Assets:

Capital:

Purpose:

Source of Funds:

Management Structure:

Management of Funds:

Portlfolio:
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Swedish Investment Bank Ltd.
Stockholm, Sweden

12/31/74
U. S. $672.8 million
U. S. $270.9 million

Swedish Investment Bank Lta. ("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
contempla'ted 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 Swedish Government has extended a limited guarantee
of SIB's obligations.

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

Governed by a Board of Directors (9) and Deputy Directors
(9). Ongoing operational responsibility rests with Managing
Director and Staff. Total employees: 31, 22 of whom are
managerial or professional. In certain loan and credit
evaluations, SIB engages special consultants.

Internal. Bank's staff consists primarily of "lending
officers' with previous commercial and investment banking
experience.

SIB makes medium (5-10 years) and long-term (10-20
years) loans and guarantees thereof principally to or for
private Swedish companies to finance industrial projects
in Sweden and, to a lesser extent, Swedish exports. Such
financing is not generally available from other sources in
Sweden and may involve additional risks wuspecially those
related to long~term developments, which would not
normally be assured by conventional Swedish lending
institutions, SIB is also authorized to make equily invest-
ments .,

In asscssing individual projects, SIB pays particular
attention (. the commercial viability of the project

concerned. SIB also considers the impact of the use
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“'S'wefdiéh Investment Bank Ltd.

Portfolio:; of proceeds on the Swedish economy. One of SIB's

(cont'd.) 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's outstanding loans totalled U, S.
$517.6 million and its guarantees outstanding totalled
U. 3. $15.8 million.

Capital Structure: 12/31/74
Debt U. S. $487.8 million 64.3%
Carital U. S, 270.9 million 35.7
U. S. $758.7 million 100, 0%

Income: 10% of net income allocated to statutory reserve.
Substantially all net income to date retained by SIB.
Income not exempt from taxation.




Institution:

Location:

Source of Funds :

Management Structure:

Japan Development Bank

Main office in Tokyo. Other offices in 9 cities 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
institution 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; (1) for acquisitiun and
construction or improve ment of plant and equipment; (2)

for reclamation of land; (3) for acquisition of land and
construction of buildings and equipment for urban redevelop-
ment projects, A related authority (which JDB has not yet
exercised) permits JDB to provide funds by subscription

to corporate debentures issued to raise funds for above
purposes. JDB can guarantee repayments of loans and

has authority to make equity investments in large-scale
industrial complexes in underdeveloped regions in Japan.

Principal sourcesare borrowings from Japanese Government,
repayment of loans and internal sources. OQutstanding gov-
ernment loans to JDB as of 3/31/76 amounted to $9.3 billion.
Other sources have consisted of foreign currency borrowings
from the World Bank, all guaranteed by the Japanese Gov-
ernment. Also, there have been 6 dollar issues (including 5
registered issues publicly offered in U. S.), 1 Swiss franc
issue and | Deutsche Mark issue of external loan bonds

and notes. JDB is authorized to borrow an amount equal to
10x its capital and statutory reserve.

JDB is managed by a Governor, a Deputy Governor and 8
Executive Directors. JDB also has 2 auditors and 6

Counsellors. The Gove rnor, the Deputy and the Auditors
are appointed by the Prime Minister for terms of 4 years,
The Executive Directors and Counsellors are appointed by
the Governor for terms of 4 years and 2 years, respectively,
The Governor is the CEO. The Executive Directors exercise
various management functions in accordance with delegations
from the Governor. Final authority to make decisions for

JDB in all matters resides exclusively with the Governor.




Japan Development Bank

Management of Funds; 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 Bank and charges the same
interest rate plus 0.3%. JDB charges 0.2% to 0.3% per
annum on outstanding amounts of foreign credits guaranteed
by it. JDB makes most of its loans with original maturity
of 10 - 15 years. Most of JDB's lending operations involve
the financing of projects in cooperation with private financial
institutions, with JDB taking the intermediate and longer
term maturities and private banks taking the shorter:
maturities,

Portfolio: From inception to late 1960's, JDB's lending activities
were directed primarily to electrical power, ocean ship-
ping, coal mining, and the iron and steel industry. In the
late 1960'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%;
quality of life improvement projects 2.8%; resources and
energy 15.7%; ocean shipping 21.6%; technological develop-
ment 7.6%; other 8.2%; foreign currency loans 0.5%.

Capital Structure; 3/31/76 ($ Millions) % .

Long-term borrowing
from government $ 9,299
Guaranteed long-term
borrowing from
World Bank
Guaranteed external
loan bonds and
notes 228
Capital and statutory
reserve 1,437 13.0
Total capital $11,019 100.0%

Income: For fiscal year ending 3/31/76 IJDB earned $105.6
million. Of net earnings, $78.9 million were put into
the statutory reserve, and $26.7 million was paid to the
Japanese National Treasury.




Institution:

Location:
Size:
Assets;

Capital:

Purpose:

Source of Funds:

Management Structure:

Management of Funds:

Portfolio:

National Financiera S.A.
Mexico City, Mexico. Offices in New York and Tokyo.

12/31/175
U. S. $6.1 billion
U. S. $555 million (including reserves and sperial funds,

National Financiera S.A, (''Nafinsa'') was established in
1934 and is the principal instrument of the Mexican
Government for the financing of economic deveiopment 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 exports; (5)
stimulate capital formation; (6) toster economic independence.

Capital funds contributed by the Government, borrowings,
retained earnings and cash flow from lending operations,
Principal source is borrowings. By law, the Government
can call up additional capital subscriptions from certain
Mexican financial institutions. Nafinsa alsc administers
209 special purpose development trust funds for the
account of the Gove rnment,

Managed by Board of Directors (Ministe r of Finance is
Chairman). Director General is responsible for ongoing
operations and policy. President of Mexico may veto
resolutions of Board under certain circumstances. Total
staff approximately 1,600,

Internal,

Nafinsa may participate in the financing of development
projects through direct loans, loan guarantees or equity
investments, all of which may be extended to or made in
or ¢ behalf of both public and private sector entities.
Principal activity is direct lending (U. S. $4.9 billion
outstanding) with public sector borrowers accounting for
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Institution:

Location:

Size:

Assets:

Capital:

Purpose:

Source of Funds:

Management Structure;

Management of Funds:
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International Bank for Reconstruction and
Development (World Bank)

Headquartered in Washington, D.C., U.S.A.
Offices in London, Paris, Tokyo. Missions in
20 countries

3/31/76

(000's)
U. S. $29.5 billion
Authorized Capital: U, S. $30.9 billion
Paid-in-Capital: U. S. $3.1 billion

Established 6/24/46 pursuant to articles of agreement
drawn up at Bretton Wocds Conference of July, 1944,
Initial membership 29 soverign states. Present member-
ship 127 soverign states,

Purpose of World Bank is to function as intergovernmental
financial institution to (a) assist in the reconstruction and

development of member states by facilitating investment

of capital for productive purposes; (b) supplement private

foreign investment through guarantees of or participation

in private investments; (¢) supplement private investment

via loans from its own resources or borrowed funds. See
"Affiliated Institutions' below.

Capital provided by subscriptions of member states and
borrowings in international and U. S. capital markets,
Supplemented by internal cash flow from lending activities
and sale of loans,.

Governed by Board of Governors composed of one from
each member state. Executive Directors (20) appointed
by Board function as Board of Directors. President
selected by Executive Directors and is responsible for
all operations. Operations are organized by geographic
area, industry, and function. Total employees:
approximately 3,500,

Internal. All loans to or guaranteed by member states.
Loan portfolio monitored with respect to industry and
country in relation to worldwide economic conditions .
The ba‘.. L. 4 not suffered any losses on its loans to date
and dc & not take part in debt rescheduling agreements .
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Inte rnational Bank for Reconstruction
and Development (World Bank) -2-

Portfolio:

Capital Structure:

Income;

Affiliated Institutions;
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Loans made generally in conformity with 5 principles:

(1) loans must be to governments, government agencies

or authorities, or if to private enterprises, guaranteed

by a government (only member governments eligible);

(2) loans must be for productive 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 rnade to 95 countries. Current loans
outstanding total $27.7 billion. Largest borrowers are
Brazil, Mexico, Korea, Yugoslavia, Columbia, Iran,
Turkey, 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 used for administra-
tive purposes or to support guarantees and borrowings only.

Generally retained by Bank except portion transferred to
Inte rnational Development Association,

Inte rnational Finance Corporation. Makes loans and
investments to private enterprises in member countries
without government guarantee, 104 governments are
members. Sources of funds are members' subscriptions
and loans from Bank., Staff is substantially identical to
that of Bank.

Inte rnational Development Association, Purpose is to
promote economic development in less developed member
countries. 116 countries are members. Loans generally
made for terms of 50 years without amortization. Service
charge of 3/4% on outstanding balance levied in lieu of
interest. Staff substantially identical to that of Bank.




Institution:

Location:

Size:

Assets:
Capital:

Purpose:

Source of Funds:

Management Structure:

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: U, S. $6.3 billion

Paid-in-Capital: U. S. $983 million

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

Purpose of Bank is to further individual and collective
economic and social development of regional developing
member countries via; (1) promotion of public and private
investment for development purposes; (2) financing, directly
or through guarantees, of development and economic growth
of members; (3) encouragement and/or supplement of
private investment in development projects; (4) co-ordination
of members' development, economic growth and foreign
trade; (5) provision of techncial assistance on development
projects.

Capital provided by members' subsc riptions plus borrowings
in U. S. and international capital markets, inte rnally
generated funds and sales of loan participations. See also
""Special Funds' below,

Governed by Board of Governors, one from each member
slate; executive powers delegated to Executive Directors
(11), one U. S.,2 non-regional and 8 regional. Administra-
tive responsibility centered in President, appointed by
Board, and Executive Vice President, appointed by Executive
Directors. Operations organized by region and function,

Internal. Loans made directly to or guaranteed by member
governments (98%). Loans monitored with respect to country,
industry and regional economic conditions. Since inception,
defaults have occurred on 2 loans totalling $11.2 million.,
resulting 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 -2~

Portfolio:

Capital Structure:

Income;
&

wpecial Funds:

Loans made pursuant to 6 principles: (1) loans made

only on basis of formal analysis presented to Executive
Directors; (2) in evaluating loan or guarantee, Bank must
take into account ability of borrower to obtain private
financing on terms it believes reasonzble; (3) Bank must
consider ability of borrower or guarantor to meet loan
obligations; (4) in opinion of Bank, interest rate and othe r
loan charges plus amortization schedule must be appropriate
for the project being financed; (5) the Bank mnst 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
pank supervision. Since inception, Bank has made or
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
periods, 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 unless specifically restricted.

Income retained as reserve for loan losses.

Social Progress Trust Fund., Administered by Bank

from grant provided by U. S. Government. Rescurces of
Fund may be used to improve land use, land settlement,

low income housing, water supplies, sanitation or education.
Assels consist of 119 loans aggregating U, S, $537,2
million.

Special Operations Fund. Established by Bank from

sep rate contributions by members to finance projects

to which special circumstances apply, principally need
for loan terms to be more liberal than those normally
offered by Bank. Assets consist of 453 loans aggregating
U. S. $4.2 billion.

Venezuelan Trust Fund. Administered by Bank from U, S,
$500 million grant provided by Venezuela in 1975. Purpose
is to contribute to the financing of projects and programs
that would have significant effect on development of Bank's
smaller members. Approved loans aggregate U, S, $83.7
million,
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Location:

Siz. ¢
Assets:

Capital:

Purpose:

Source of Funds:

Management Structure:

Management of Funds:

B M e R i '-""‘_'"._T.b-: """'I-.I".’f"-‘\v'ﬂr‘r S ==l .--'.-4“: Y ST s ';) -;“.:: _EIE.,-.'-,.-'.'--

Asian Development Bank
Principal office in Manila, Philippines
3/31/76

U. S. $2,834,910
Authorized Capital: U,
u.

$3.3 billion
Paid-in-Capital: $

S.
S. $1.1 billion

Established in 1966 as an international inter-governmental
institution pursuant to an agreement initially signed by 31
countries,

Purpose is to foster economic growth and cooperation in
Asia and the Far East (the '"region'") and to contribute to

the acceleration of economic development in the develop-
ing member countries in the region, collectively ana
individually. The Bank's principal functions include:

(1) promotion of public and private investment; (2)

financing economic growth; (3) as:isting in coordination

of members' economic growth, plans and policies; and (4)
providing technical assistance for the preparation, financing
and execution of development projects and plans.

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 borrowing. These sources supplemented by
internal cash flow from lending activities.

Managed by Board ot Governors, Board of Directors,
President, Vice Presiaents, other officers and staff.
All powers are vested in Board of Covernors (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 or guarantee
loans to the governments of its developing member
countries, to any of their agencies or political subdivisions
and to public or private enterprises operating 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
operations to date and fol'ows a policy of not taking part
in debt rescheduling agreements.

Loans made generally in conformity with the following
principles: (1) the Bank's loans cover only a portion of
tire total costs of each project financed; (2) goods and
services must be purchased in the loan country, with
competitive bids to be received on such; (3) realistic
economic, technical, and financial feasibility of projects
involved; (4) adequate borrowing capacity; (5) beneficial
effects on uomestic savings and balance of payments; and
(6) assistance in expansion of employment opportunities,
Loans made for projects in 15 member countries, including
industrial development banks (27.,3%), utilities (35.7%),
transportation and communications (21.8%), agriculture
(14.3%) and education (0.9%).

Debt 46.5%; Capital Stock 53.5%.

Generally retained by Bank,




Institution:
Location:

Size;

Purpose:

Source of Funds:

Management Structure;

Management of Funds:

Portfolio:
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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
operations in July 1966, Present membership consists

of 39 of 42 countries which are members of Organization

for African Unity, including 16 which are included in U, N.'s
list of 25 least developed nations.

Purpose of Bank is to promote the economic developme..
of its member countries and social advancement of their
peoples through gradual integ: tion of their economies.

Subscribed capital, borrowiags and retained income, Bank
also operates African Development Fund, established from
grants from 16 non-African exporting countries, which
makes 50 year interest free loans and SIDFIDA, a Geneva-
based internationally funded organization of private en*er-
prises which assists in the mobilization of international
private capital for development projects in Africa.

Board of Governors, one {rom each member, oversees
operations. Management responesibility and policy co-
ordination rests with Board of Directors (9), President
and staff.

Internal. Bank overseces projects for which funds have
been dispersed,

Alone or jointly with others, Bank (1) utilizes available
resources to finance investment projects or programs
consistent with ils purpose; (2) promotes private and

public capital investment in Airica; (3) provides technical
and financial assistance in project evaluation and structure.

All loans and investments ir private sector must be gov-
ernment guaranteed. Portfolio at 9/30/74 consisted of
one or more loans or equity investments in 31 countries
totalling U, S, $192 million. Loan terms keyed to ability
of borrower to repay and service debt,
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African Development Bank

Capital Structure: Believed to be solely members' capital subscriptions,
plus retained income. Discrepancy between issued
capital and outstanding loans nct reconcilable from
existing data.

Income: Believed to be reinvested in operations.




Institution: European Investment Bank

» Location: Luxembourg
Size: 12/31/75
Assets: U. S. $6.4 billion
Capital: Authorized Capital: U, S, $4.1 billion
B Paid-in-Capital: U. S. $471.9 million
Capital Subscriptions Due: U. S, $177.0 million
Purpose: The EIB was established by the Treaty of Roure in 1957
which also established the EEC. The members of the
i EIB are the nine member states of the EEC., The purpose

of the E13 is to contribute to the balanced and orderly
divelopment of a common markel among the member
states. The EIB grants and guarantees long-term loans
to firarice projects which are related to the development

& of the less advanced regions of the Common Market or the
development of its conversion areas, where traditional
activities are being supplanted by newer economic activities
which serve the common interests of several member states.
By unanimous decision the EIB grants loans for r.ojects
outside the TEC.

®
Source of Funds: The EIB finances its loans from the capital paid in by the
member states, from internally generated funds and from
borrowings in European and international capital markets,
& Management Structure; The EIB is administered and managed by (1) a Board of

Governors composed of one government minister (usually
the minister of finance) appointed by each member state;
(2) a Board of Directors composed of 18 Directors and ten
Alternative Directors ea~h appointed by the Board of

® Governors for a 5 year lerm on nomination by the member
states and the Commission of the European communities;
(3) a Munagement Committee, consisting of a President
and four Vice Presidents appointed for 6 years by the
Board of Governors on recommendation of the Board of
Diiectors,

Management of Funds: Manapgement of funds is internal, and the EIB has not
experienced any defaults on its loans or guarantees,




European Investme nt Bank

Portfolio:

Capital Structure:

Income;

Loans and guarantees are made according to the following
policy: (1) for projects that improve less developed regions
of the EEC and that 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) loans made shall
only supplement the resources otherwise available to the
borrowers for such projects; (4:) special attention is given
to projects in which member ccuntries' capital is invested.
The EIB does not generally lend more than 40% of the cost
of a project. At December 31, 1975 it had loans disbursed
as follows: 30.5% energy projects; 24.8% industry; and
17.5% to transportation.

80% Funded Debt, 11% Capital, 9% Statutory Reserves.
Subscribed capital is $4,129.5 million of which $648.9
is or will be paid in by members. Calls on subscribed
capital are required to be in proportion to members'
percentage of subscription obligations.

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




Institution:
Location:

Size:

Source of Funds:

Management Structure:

European Coal and Steel Community (""ECSC")
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 coordinacing production in
above-named products by methods such as determining
general objectives for modernization and expansion of
productive capacily, reviewing investment programs,
making research grants, enforcing fair competition,
fixing prices in emergencies and imposing fines for

infringement of ECSC rules. Also active in promoting
better living and working standards for workers in the

coal and steel industries through housing loans and retraining
and research grants,

Capital provided by: (1) a regular revenue levy collected
monthly in the respective currencies of the 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. As of 3/31/76 ECSC had
outstanding $3.3 billion of funds borrowed.

Governed by a Cornmission comprised of 13 members who
are nationals of the member states, not more than 2 of
whom may have the same nationality, Over the Commission
is a Council consisting of one representative of each member
state. Certain actions of the Commission require the assent
of the Council. The ECSC is also responsible to a European
legislative assembly - the European Parliament, which
consists of 198 representatives elected by the legislatures

of the member countries, It reviews the ECSC and by a vote
of consensus can compel the resignation of the members of
the Commission, Also, the Court of Justice of European
Communities, comprised of 9 judges, interprets and applies
the provisions of the trealy. Decisions are binding.
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European Coal and Steel Community. =2=

Management of Funds:

Portfolio:

Capital Structure:

Income:

The Commission has the responsibility of borrowing,
financing and managing 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 in selection of
projects to be financed are based 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 concerns
or mortgages on the financed projects.

Since inception ECSC has granted loans (both from borrowed
funds and from 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
amount, 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, there have been defaults on 3 loans, total-
ling $1.8 million, less than 0.1% of the total amount of

loans granted by the ECSC. Rescheduling of nrincipal and
interest payment dates and delays in the receipt of loan
service charges have been insignificant. Guarantees granted
by ECSC since inception have aggregated to $65.3

million through 12/31/75, of which $24,.3 were outstanding
«t that date. ECSC's guarantees are secured by

guarantees from member countries, banks, industrial
concerns or by mortgages on the projects financed. ECSC
has never been required to make payment on a guarantee.

12/31/75
Borrowings $2,786 million 82.1%
Reserves 338 9.9
Revenue Funds 271 8.0
Total Capital $3,395 million 100.0%

In 1975 revenues of $307.96 million;: 57.9% from interest
on loans; 26,6% from levies and 15,6% from contributions,
interest investments and other. 55,3% went (o pay interest
and fees payable; 6.3% for administration; 7.5% for
research;and 14,9% went for other, Most of the 16%
excess went to the Guarantee Fund, housing p:ejects, and
reconversion, technical and economic research.




A VM XH X




Institution;
I.ocation:

Size:

Capital:

Purpose:

Source of Funds:

Management of Funds:

Portfolio:

Capital Structure:

Income;

Management Structure:

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
selected for three year terms of office by the Council

of Ministers . '

Internal

The Fund will grant loans to projects of economic or
social benefit to the recipient state on the condition

that the loan is repaid in Saudi Riyals and that any one
loan does not exceed 5% of the Fund's capital or 50% of

the overall cost of the project being financed. In addition,
any one country may not be extended loans totalling more
than 10% of the Fund's capital. To date the Fund has
extended more than fifty loans to a large cross-section

of developing countries including Indonesia, Egypt,

North Yemen, People's Republic of Congo and Niger.

N.A,

Believed to be retained.




Institution:
Location;
Size:

Purpose:

Source of Funds:

Management Structure:

Manapgement of IFund:

Hortfolio:

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. Operations 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, Palestine) to initial capital. Purpose is
threefold: (1) assist in financing economic development

in African countries; (2) stitaulate the contribution of Arab
capital to African development; (3) help provide technical
assistance required by Africa's economic development.

Anticipated to be capital subscriptions by member states,
plus borrowings (up to a limit of 2x paid in capital and
reserves), deposits and retained earnings. Special funds
also authorized.

Joard of Governors (one from each member country)
oversees general operations and policies. Initiation and
implementation of policies and direction of management
via Board of Directors (12, based on share ownership)
through President (Chairman of Board of Directors) and
staff .,

[Internal policies prohibit disbursement of funds vzithout
I

prior provision for 3upervision of related project by

bank staff.

Operations of bank may take the form of (1) loans and
guarantees granted to development financing institutions;
(2) participation in financing of major economic projects,
especially agriculture and industry, to make up any deflicit
from external sources of financing; (3) technical and
firancial assistance aimed at identifying and structuring
economic development projects, especially Afro-Arab
projects; (4) technical and financial aid with respcct to
technological development, Eligible recipients limited
to (1) African governments and agencies; (2) public and
private companies, organizations and projects in African




Arab Bank for Economic
® Development in Africa -2~

Portfolio: countries, majority owned by Aftrican governments or

& (cont'd.) 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 tc 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.

Capital Structure: See '"Source of Funds'' above.

Income: Allocated to reserves or members' capital accounts by
Board of Governors.



Institution:
L.ocation;

Size:

Purpose:

Source of Funds:

Management Structure:

Management of Funds:

Portfolio:

Capital Structure:

Income:;

Arab Fund for Economic and Social Development
Kuwait City, Kuwait

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

The AFESD was osrganized by the Arab Council of the

Arab League in 1968. Operations did not commence

until 1973 at which time the Fund had acquired 21 country
members. The purpose of the Fund is to participate in
financing economic and development projects in all Arab
member states through: (1) financing economic develop-
ment projects on easy 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 projects; (2) encouraging directly or indirectly
the investment of public or private capital in such a manner
as to ensure the development and growth of the Arab
econuiny, (3) providing technical expertise and assistance
to the various fields of economic development.

Believed to be solely miember subscriptions at present,
Believed to be internal,

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

L.oan criteria emphasizes those projects that (1) assist

less developed Arab countries ir narrowing existing income
differentials; (2) have infrastructures that link Arab
countries; (3) facilitate cross-border funds flows;

(4) intensify exploitation of agricultrual resources; (5)
contain new ideas for public and private co-operation
investment projects. Since 1973 the Fund has granted

loans totalling KD 93,2 million for eighteen projects

in nine countries. During 1976 AFESD is planning a

major expansion of activities with cumulative loan commit-
ments projected to vise to KD 177 million,

Of the KD 400 million committed ca, ‘tal, KD 102 million
was paid up by the member states as of February 1976.
The outstanding balance is to be paid over the next three
years,

No information available on disposition of income.,




Institution:
lL.ocation:

Size:

Source of Funds:
Management Structure;
Management of Funds:

Portfolio:

Capital Structure:

Income;

Abu Dhabi Fund for Arab Economic Development

Abu Dhabi, United Arab Eurates

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

To offer economic aid to Arab countries in support of
their eccnomic development through loans, participations,
or guarantees, Also economic aid to African, Asian and
other Islamic countries.

Believed to be internal allocation from Abu Dhabi revenues.

N.A.

Believed to be internal.

Loans outstanding to 11 countries totalling $500 million
at December 1975. Mostly connected with industry and
manufacturing .

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

No information available with respect to distribution of
income ,




Institution: Islamic Development Bank

Location; Jeddah, Saudi A rabia

Size: ID = Islamic Dinars (equal to 1 Special Drawing Right
of the International Moneta: v Fund)
Capital: Authorized Capital: ID 2 billion

Paid-in-Capital: ID 755 million

Purpose: Bank established in 1975 based on agreement signed by
members of Islamic conference 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 under agreement to (1) purchase equity
in productive projects in member countries, (2) partic-
ipate in economic and social infrastructure projects in
member countries; (3) make loans to public and private
sectors for project financing in member countries;

(4) establish and operate trust or special funds; (5)
accept deposits and borrow funds; (6) assist members

in matters relating to development, foreign trade and
economic co-operation; (7) invest surplus funds. Bank is
to be non-political and governed by economic conside ra-
tions only.

Source of Funds: Members' capital subscriptions, Leverage permitted,
but not yet used. Cash flow and income will also be
used to fund activities of Bank in future.

Management Structure: Board of Governors, composed of one from each member
state, to appoint Executive Directors and President, to be
responeible for operations and selection of personnel.

All officers of Bank must be from member states.
Ilxeculive Direclors approve all loans.,

Management of Funds: All contracts will provide for internal follow-up and
inspection by Bank,




Islamic Development Bank

Portfolio:

Capital Structure;

Income;

OO o e ¢

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 of 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 diversification 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.

Preserntly all member states' equity.

May be distributed to members after general reserve
equals 25% of subscribed capital.




Institution:
Location:
Size:

Capital:

Purpose:

Source of Funds;

Managemenl Structure;

Management of Funds;

Portfolio:

Kuwait Fund for Arab Economic Development

Kuwait City

Authorized Capital: KD one biilion;
Paid-in-Capital : KD 328 million (KD - Kuwaiti Dinars)

To assist Arab and other developing states if imple-
menting development projects by making KD loans. The
Fund may also guarantee the obligations of such states or
corporate entities, The Fund may not finance more than

= aliH

50% of non-local project cust,

400 million KD's out of government reserves according to
the needs of the Fund. 600 million KD's out of public
revenues of the State. Amount to be appropriated dete rmined
annually .

Prime Minister - Chairman of Board of 9 Directors elected
for an initial term of (wo years, Chairman appoints
Director - General of the Fund (upon recommendation of the
Board) who has responsibility for financial and administra-
tive matters,

Net profits of the FFund are credited to a reserve account
antil reserves equal 2C% of capital. Thereafter profits
are added to the capital of the Fund.

(KD Millions)
Cash 5

Bank deposits 174.5
Securilies 110.4
L.oans 62,0
Participations in

Arab development

institutions
Accrued inlerest

Total




Kuwait Fund for Arab
Economic Development

Capital Structure: The Fund may borrow funds and give guarantees up to
twice capital and reserves,

Paid-in-Capital KD 328 (March 1975)
General Reserve KD 656

Financial information limited .
Total Income KD 16.6 million

Income from Investments 14 .4
Income from Loans 2.k

L.oan Disbursement: L.oans made to 12 countries by sector

Transport and storage 35.6%
Agriculture 23,2
Industry 20,6
Power 20.6
100, 0%




Institution:
° Location:

Size:

Assets:

® Capital:

Purpose:

source of Funds;
®

Management Structure:
El

Manapement of Funds;

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 established by Presidential decree in June 1974
following OPEC's increase in oil prices and consequel!
increase in Venezuelan government reserves. Stated
purposes are fourfold: (1) to create a professionally
managed reservoir for public funds that would be kept
out of domestic money supply until needed, thereby
avoiding inflationary pressures caused by over-rapid
money supply growth; (2) to invest in external capital
markets funds not immediately needed in Venezuela;
(3) to assure a rational and diversified internal invest-
ment program designed to reduce Venezuela's dependence
on oil revenues; (4) to generate economic growth that
creates full employment, redistributes national income
and encourages technological independence.

Yearly allocation of oil revenues, the size of which 1s
determined at the highest level of government and
approved by President., Allocations in 1974 and 1975
aggregated slightly in excess of U, S, $5 billion.

IFund operations overseen by Gene ral Assembly (consisting
of State Ministers and high level government officials)
which has power to dictate policy. Majour policy directives
typically originate from high level political sources and
the FFund's internal Executive Directorate (2 internal and

2 external) and are ratified by Assembly. President of
Fund (State Mivister) is crossroads for policy and routine
manapement ope cations. Major invesoment decisions made
by Executive Directorate and all external investments

discussed at senior management level committee mectings.

Internal staff divided into 3 groups by function: International
Financial Group (investments in external markets);
Interpational Financial Cooperation Group (analysis and
monitoring of loans to International and non-Venezuelan
Government Agencies); National Investment Group (review
ind monitoring of debt and equity investments in Venezuelan
entities). All groups have specialized sub-groups.



Institution;
Location:

Size:
Capital:

Purpose:

Source of Funds:

Alberta Heritage Savings Trust Fund

Edmonton, Province 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 uz to 20%
of its assets in projects which will provide lorg-term
economic or social benefits to the people of Alberta but
which will not by their nature yield a retura to the Fund,
provided the moneys are first specifically appropriated
from the Fund by an act of the Legislature; (2’ invest up
to 15% of its assets in loans to the Crown in right of
Canada or of any other province of Canada or in loans
guaranteed by the Crown in right of Canada cr of any
other province of Canada; (3) make investmunts the
Investment Committee, or the Legislativ2 Assembly as
expressed in an Assembly resolutior, feels will yield a
reasonable return or profit to the 'und and will tend to
strengthen and diversify the economy of Alberta; (4)
invest or reinvest moneys no! invested according to

1, 2 or 3 above in any or all of the following: (a)
evidences of indebtedness of, or fully guaranteed by,

the Canadian Government, any Canadian provincial
government, any Canadian municipal corporation, the
government of a country other than Canada, a chartered
bank or treasury branch, or any corporation if authorized
by the Canadian and British Insurance Companies Act; and
(b) mortgages or hypothecs of real estate nr leaseholds in
Canada under certain circumstances,

Original funding of Canadian dollars $1,500, 000, 000 plus
30% of the non-renewable resource revanues to |l : received
in fiscal 1976-77 (and each fiscal year thereafter if the
Legislative Assembly enacts a Special Act authorizing such
annual transfer from the General Revenue Fund) on a
monthly basis,




Alberta Heritage Savings Trust Fund -2-

Management Structure:

Marzgement of Funds:

Portfolio:

Capital Structure:

Income:

Heritage Savings Trust Fund Investment Committee
consisting of all 24 members of the Provincial
Executive Council (including Provincial Ministers and
Treasurer) responsible to the Legislative Assembly in
the operation of the Fund. Actually managed in the
Provincial Treasurer's Office.

The Provincial Treasurer holds and administers the
Fund in accordance with the Act. Fund hzs separate
accounting record. The Investment Cuommittee, except
when directed by the Legislative Assembly, approves
investments and dispositions 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 investments.

As under "Purpose' above. No authority to guarantee
the credit of others nor is it intended to allow for other
than short-term borrowings from the General Revenue
Fund in anticipation of fund transfers (i.e. - no leve rage
allowed).

See '""Source of Funds', "Portfolio" and "Income''.

The income of the Fund accrues to and forms part of
the Trust Fund.







White,Weld & Co.

Incorporated
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White, Weld today represents a worldwide group - .
of investment banking and financial service units |

through which its knowledge of domestic and intér-

national financial matters is extended to meet the

needs of individuals, institutions, corporations, and
glpvernment entities.

»

- White, Weld & Co. Incorporated, a wholly owned
subsidlary of White, Weld Holdings, Inc., ith over
$50 million in capital funds, provides a full.range of
investor services and ihvestment banking facilities
for American and foreign clients. It has over 1,700
_ employees in 25 offices in the United . States and
séven overseas and has access to all capltal markets
- of significance.

. Soclété anonjme financiére du Crédlt Suisse et
dé White Weld (FCSWW\} represents the combined

international investment banking vehlcle of White, .

‘Weld and Credit Suisse, one of the leading Swiss
banks. With equity capital in excess of 110 million
Swiss francs (U.S. $42.million) and 280 employees

throughout the world, FCSWW offérs the full spec-

. trum of international investment banking services.

Our Objectives: ™ | a

0 To prdvide a dlverslﬁed range of ﬁnanclnl serv-
ices in principal capltal markets ‘throughout
‘the world. ¥ i

] Toprotect and enhance our clients’ capital.

. O To emphasize quality and ethics in the selectlon
and execution of business.

O To provide a stimulating and equitable worklng
environment and a compensation system that
attracts and retains the ablest people.

[ Toearna favorable rate of réturn on the capital

invested in the firm.

s
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To Our Clients and Friends

In 1975 the economies and financial institutions
of the Western world successfully passed their most
difficult test of the postwar period. One year ago, a
sharp recession was under way. The rate of inflation
was dangerously high, profits were dropping, un-
employment was rising, and credit problems were
multiplying. Pessimism was everywhere. In the
United States, monetary policy was eased and a pro-
gram of strong fiscal stimulation adopted. As a result
our economy bottomed in the second quarter, sooner
than generally expected, and has since moved ahead
at a healthy rate. Liquidity has improved impres-
sively throughout the economy, for consumer, cor-
porate, and thrift institutions. New York Cily and
New York State appear to be gradually surmount-
ing the unexpected crisis in their financial aflairs,
Abroad, cooperation among governments and cen-
tral banks did much to case the financial strains of
high inflation caused by the quadrupling of oil prices.
Fortunately, the OPEC surplus has proven much
smaller than many had feared and is expected to de-
cline further, All ol the loregoing was reflected in a
sharp recovery in stock prices and lower interest
rates.

With the case in money and the decline ininterest
rates, our capital markets absorbed o vecord volume
ol fixed meome securities, $37 billion of long- and
intermediate-term bonds and $29 billion of municipal
bonds. In corporat s, interest centered upon issues
ol high quality, spccifically those rated A or better.
With the cconomy improving and profits rising, we
expect more interest will develop in Baa credits as
1976 progresses. Equity underwritings increased to
$6.8 billion, more than double the figure Tor 1974
but still below the level of 1973, as numerous njor
industrial companies strengthened theiv balance
sheets, Utility cllerings accounted Tor 35 percent of
the total, down rom 78 percent in 1974,

The improved market conditions and o number
ol internal developments combined to produce a
healthy increase in White, Weld Incorporated’s prol-
itability, Owr lixed income departments, an arca ol
our business which we have expanded significantly
in recent years, benelited strongly Trom the decline
ininterest vades and the extraordinarvily koge volume
of U.S. Government, municipal, and corporate debt
limancings during the year. Our corporate and public
lnance activities were also aided by the Tarpe volume
of new debt financings and by the establishment of a
record number ol new client relationships, Our in-
creasing commitment to the market for mdividual

investor services resulted in record levels of indi-
vidual account revenues. While commission rates
came under severe pressure in the institutional area,
our competitive position in this business improved.

Our international afliliate, Société anonyme fi-
nanciere du Crédit Suisse et 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 franc. This uptrend
has continued in the current year and the synergistic
effect of the expanded relationship with Credit Suisse
has proven beneficial to all concerned.

A number of important changes in organization
and personnel took place during the year. Paul Hal-
lingby, Jr., our chicl executive oflicer, was elected
chairman ol the board, and Frederick S. Wonham
was clected presidert and chiel operating oflicer of
White, Weld & Co., Incorporated; Charles C. Lee, Jr.,
was named vice chairman, and James W, Needham
and Thomas C. Pryor were named executive vice
presidents. L. Emery Katzenbach, the previous
chairman of White, Weld & Co., Incorporated, re-
mains chairman ol our parent company, White,
Weld Holdings, Ine., and in the capacity will con-
tinue to play an active role in our aflairs.

The outlook is rmuch brighter than it was 12
months ago, and the year has begun in a very positive
fashion. We anticipate a continuing healthy recovery
in the United States cconomy, followed by a recovery
in most major ccongmics ¢lsewhere in the world.
Inflation should contiue to decline, which in turn
should benelit Tong-term interest rates. We expect
that corporate profits will record a substantial gain.
Nofwithstanding the existcnee ol many diflicult prob-
lems, all of the Toregoing could bring about healthier
securities markets and a greater degree ol investor
conlidence than have been in evidence the past few
yeiars.

) >
Paul Hallingby, Ir,
Chatrman

Frederick S, Wonham
President

February 12,1970
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Corporate Finance

Internally generated corporate funds have lagged
behind capital spending and dividends by increasing
amounts over the past decade. The cuniulative short-
fall exceeded $82 billio 1 in the past four years alone,
refllecting industry’s inability to [ully offset a rising
rate of inflation. While inilation is now moderating,
the punitive nature of our present tax structure
and the distorted earnings results presented under
historic cost accounting scriously impede capital
formation.

The year was onc ol record activity as many cor-
porations, either unwilling or unable to raise long-
term capital in 1974, came (o market. Despite the
large volume of financing, the capital market was not
open to all comers, creating problems—and opportu-
nitics—for investment banking firms such as While,
Weld and our clients.

Underwriting

During 1975, White, Weld managed or co-
managed approximately $3.5 billion ol publicly ol-
fered sccurities in over 70 separate issues in the
United States, Major debt issues in 1975 included
offerings lor such clients as Tenneeo Ine,, Houston
Natural Giis Corporation, Montreal Urban Commu-
nity, Northern States Power Company, The Cleve-
land Electric Huminating Company, Bangue Fran-
caise du Commerce Extérvieur, Flovida Power &
Light Company, Pennzoil Company, and Interna-
tional Minerals & Chemical Corporation. United
States Government guaranteed ship bonds were sold
for subsidiaries ol The El Paso Company and Gl
shore Logistics, Tne,

White, Weld acted as manager or co-manager lor
such equity issues as o S417 million conmmon stock
offering for The EI Paso Company, a sinking Tund
preference stock Tor The Ouaker Oats Company,
and convertible debenture assues lor West Point-
Pepperell, Tne, Pizza Hhat, Ine., and Wal-Mart Stores,
Inc. The fivm continued s ellorts to help the electiie
utilities meet their financing necds, managing or co
managing a number ol cquity ollerings including
Union Electric Company, Pacilic Power & Light
Company, Madison Gas and Electrie Company, and
Flovida Power & Light Company, There were aovery
limited number ol inital public oflerings during the
vears We managed an e Tor Oceancering Inter-
national, Ine,, the world leader in underwarer diving

SCTVICYS.

Private Placements

The private market continued to provide an im-
portant share of permanent :apital lor American
industry in 1975, especially for medium-sized com-
panics [or which the public debt market was effec-
tively closed. White, Weld's services Lo its clients
during the ycar included both the placement of new
debt and the revision of terms of existing loan agree-
ments. The lirm acted as agent in some 20 (ransac-
tions aggregating over §400 million,

Major private placements of securitics closed
during 1975 included those [or St. Regis Paper Com-
pany, Keystone Consolidated Industrics, Inc,, Gran-
iteville Company, Associated Spring Corporation,
Southwest Forest Industrics, Inc., and Meredith
Corporation,

Specialized Financing

White, Weld's Corporate Finance Department in-
cludes groups whose activities are concentrated in
real estate, leveraged lease, and pollution control and
solid waste disposal facilities [inancing. These groups
endeavor to provide cconomic choices for the lirm's
corporate clients and to seek out innovative financing
opportunities to fund new projects,

One such project hinancing, the lirst of its kind,
was a public ollering of tax-exempt solid waste dis-
posil revenue bonds for the Town ol Saugus, Massa-
chusetts, Tor a facilite built by Wheelabrator-Frye,
Inc. In the leveraged lease avea, the firm arranged
such transactions as the imncing of a semisubmers-
ible drilling vessel Tor a subsidiary ol Tenneco Ine,

I what was o continuation ol a very diflicult real
estade market, White, Weld continued to be active in
the arvanging ol cquity anc permanent debt finane-
myg Tor projects, Transactions during the yvear in
cluded o permanent mortgage hinameing for Merean-
tile Stores Company  Inc., net lease inancings for
The Mead Corporation and General Signal Corpo-
ration, and private placements ol equity interests
in a major new oflice building complex in Atlanta,
Georgia, and a residential aparvtment development in
Montreal, Ouebec,

Finaneial Consulting

White, Weld was active in 1975 in providing spe
cralized hmancial consulting in connection with ¢li
ents merger, acquisition, and divestiture programs,
[n addition, voimation studies and opimions on the
Fairness ol merger terms were provided 1o a number




of corporations in a wide variety of industries, Senior
officers of the firm also appeared as experl 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 to serve
as financial advisor to the United States Railway
Association in connection with the establishment of
the Consolidated Rail Corporation. The other was to
render an independent evaluation of the shares of
Creole Petroleum Corporation at the request of
Exxon Corporation. Other activities included pro-
viding an opinion in connection with the proposed
conversion of Fidelity Federal Savings and Loan As-
sociation to a California-chartered stock company,
consulting for Blue Cross/Blue Shicld ol Indiana,
and acting as advisors to the trust department of the
Bank of America NT & SA with regard to The Ralph
M. Parsons Trust,

International

Cross-border Timancial tran actions continue o
be an important aspect ol the Lasiness ol White,
Weld and of Credit Suisse White Weld Limited. For-
cign linancing in the domestic US. market attained
record levels in 1975, a vear which marked the true
reopenimg ol our capital markets for aon-Canadian
international borrowers. Public inancings under
the management ol White, Weld were comploted
for Banque Francaise du Commerce Extéricm
($100,000,000) and Montreal Urban Community (two
financings totaling $125,000,000), White, Weld as
sumed o leading position in - he secondary market
for forcign bonds sold in the ' uited States, comple-
menting the position ol ove adliliaee in the Eurobond
secondary market.

Ihe Failure of the US, Congress o eliminate the
withholding tax on long-tevim debi interest pavinents
1o non-ULS, residents was an anfortinate develoap
ment. Nevertheless, we continued where possible 1o
assist American corporations in vaisig capital over
seas, Olshorve hancings were wrvanped Lo Miles
Lahoratories, Inc., Tenneco Taes, and Pacihe Power
& Light Company.

Ihe Canadian government’s vemovial ol the with
holdimg tax on corporate imterest paviments opened
up an active Eurobond macked bor Canadiam corpa
vatiolis .'||u|1}'-.it|1' that Tor Canadian pProvinees and
povernmental apencies, inowhich the proup has Lo
many vears plaved o leading vole. Througeh Credit
Suisse White Weld Lomnted, the Whitte, Weld groap

served as a manager in several Eurobond oflerings
by Canadian borrowers. These included financings
for Massey Ferguson, Canadian Pacilic Securities
Limited, The City of Montreal, Genstar Limited,
Quebec-Hydro, and RoyMarine Leasing Limited. In
addition two private placements of $100,000,000 each
were atranged in the Middle East for British Colum-
bia Hydro and Power Authority with the guarantee
ol the Province of British Columbia.

In 1975, the White, Weld group cuntinued among
the leaders in the arrangemert ol acquisitions in the
United States by European and Canadian companies.
Under our management, tender olfers were success
fully concluded on behall of the Nationale Neder-
landen N.V., Bochringer Ingelheim GmbH, and
George Weston Limited.

Stall

In a coatinuing cllort o expand White, Weld's
Corporate Finance Department capabilities and to
improve services provided 1o our clients, the firm
added 1o its professional stall and made organiza-
tional changes.,

Rabert L. Huston joined the fivm as a senior vice
president to augment the stall ol the energy group
serving the indostries Tor which White, Weld has
been o o major underwriter since the 1930's. My,
Huston is the Tormer head ol the petroleum depart-
ment ol the Fiest National Coy Bank. In addition,
Robert 1L Benson and Kenneth No Davis, i, joined
the fiom as sentor consultants i 1975 to assist the
Corporate Finance Depactment in the private place
ment and new business wreas, respectively, My, Davis
is i tormer chiel hinaocial otheer ol Tatermational
Business Machines Corporation and ol Svntex Cor
poration, ad Mr. Benson is a former viee president
ol The Equitable Lile Assurance Socviety ol the
United Stes and ol International Telephone and
Felecraph Corporation.

Other nes senior additions o the i|t‘|).||'|ll|l'tl|
inclhuded Paul 1 Tierney, Jeg and Louis Perlmutier,
who joined the hrm as Liest viee presidents. Mr,
Ticrney, tormerly with the United Stites Railway
Association, speciahizes i the transportation indus-
treies, and A Porhmuter, aospecialist i mergers and
acyuisitions, has taken over responsibility for tha
activity, Williaoo 1. Donohuoe, who joined the fiom as
aovice preesident, concentrates onomernational busi
pess e batin America,

Panl AL Downey, senior vice president and dire
tor, teturned to New York Trom our San Francisco




Fodd Goodwin, Lowas Pevhntter, leremiah K. Ross, and Johm B, Adams.

ollice to head the Business Development Group
within the depirtment, Nigel S, MacEwan, senior
vice president and divector, was appointed director
ol our International Corporate Finance Department,
In addition, & number of senior ofheers, including
Charles C. Lee, Jr., Thomas C, Pryor, and Alexander
M. White, Jr., assumed corporate linance responsi-
hilities.

As aoresult ol these ofhicer additions and the
firm’s active recruitment program, the Corporate
Finance Departient had 70 Tall-time professionals
as ol Limuarey 1, 1976,

Repronal corporate limance oflicers resident in
Chicapo, Los Anpeles, San Francisco, Atlanta, Bos

ton, Philadelphia, and Providence combine the ad-
vantages ol regional knowledge with the advantages
ol a huge stall ol specialists and help to bring ow
full sange of services to each client,




Public Finance

The financing of state and local governments
moved out of obscurity and into the headlines in
1975. The New York City financial crisis, the reces-
sion’s impact on government budgets at all levels,
and continued inllation feais through much ol the
year pushed tax-exempt interest rates to an historic
high. In the Face ol this unfavorable market climate,
state and local governments issued a record $29.2
billinn of tax- sxempt bonds, 28 percent ahead of 1974,
Con inuing its leadership role in this key area of fi-
nance, White, Weld as a manager or major under-
writer underwrote 380 issues with an aggregate par
value of §9.5 billion, or 34 percent o! the total. Alone,
White, Weld distributed $1.078 billion in municipal
bonds in calendar 1975, versus $610 million the
previous year,

To Leep pace with record tax-exempt activily,
White, Weld instituicd a Retail Castomer Service
Department and cvpanded its bramch ofhce sales stall
and Naw York trding operations to meet unprece-
dented demmnd Py individual investors. Our munici
pal rescearch stall sesponded to the increasing volume
ol client inquiries ahout municipal credit with analy-
ses and evitluations ol the i ton's tas exemplissucers,

Highlighting our 1975 investment bamking activi
ties was the introduction ol three new major issucrs
into the tax-ce mptmaker: Town ol Saugas, Massi
chusetts Solid Waste Disposal Revenue Bonds; Platie
River Power Authority, Colorado; and Gwir et
County Water and Sewerage Authority, Georgia,

In August, White, Weld as sole manager under-
wirote $30,000,000 svaste disposal revenue bonds 1o
fund o relusetoencrgy Tacility in Saugns, Massa
chusetts, The facility, with o L300 cm-per-day ca
pacity, will be the Lugest ol its kind in the United
States. His the hest magor sobid waste Lactlity 1o be
constructed Trom proceeds ol ax-exempt revenue
bonds scewmred solely Trom the revenues ol the
lacility

The Platte River Power Authority, Coloriado, is
sucd $35,000,000 electric revenue bonds o Auguist,
This issue contamed o unigque provision Tor inter-
medinte-term debt, providing the Authority with
increased maneing Hesibility,

The S35000,000 CGwinnett County issue repre-
sented the Begest water and sewerage authority
fimancing in the State ol Georg,
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Investor Services

Our individual client business grew significantly
in 1975 and presently accounts for approximately
one half of total brokerage revenues. Since we regard
our account executives as the critical links between
our clients and our research, trading, and investment
policy stall, we place great emphasis on the selection,
training, and direction of this professional stafl. In
1975 these policies continued to result in our achiev-
ing substantially higher revenues per broker and per
agency transaction than the industry averages.

During the past year, we concentrated greater
cllfort on providing our individual account executives
with the full benefits of our institutional research
and investment policy talents. We also strengthened
significantly our professional capabilities in the op-
tions business, a growing arca ol interest to many
ol our clients, The placement ol tax-sheltered invest-
ments, carclully selected by our Corporate Finance
Department personnel, has also become a meaning-

ful service for those clients whose circumstances
justify the risks involved.

Three additional domestic offices were opened
during the year—Washington, D.C.; Seattle, Wash-
ington; and Century City, California. This brought
the total number of branch offices to 32—25 domestic,
four locatc d in Europe, one in South America, one in
the Far Eust, and one in Canada.

Institutional Equity Marketing

The end of fixed commission rates on May 1,
1975, set in motion forces which have altered dra-
matically the institutional equity business, As the
legal pressures ol hiduciaries 1o seen luwest cost
executions increased, and as many securities firms
indicated a preference to meet the lowest rates
charged by any competitor rather than losc business
and market share, commission rates were lorced
steadily downward throughout the last eight months




