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of the year, Institutions lost a major portion of the
currency which they had formerly used to pay for
researe.. and other non-execution services, and sev-
eral smaller firms which had concentrated solely on
the business of providing specialty research services
were forced to close their doors.

Our planning for a negotiated commission envi-
ronment was intensified in late 1974 and brought
about many changes in our operations throughout
1975. Greater concentration was placed on the evalu-
ation of account profitability, and significant prog-
ress was made on our twin objectives of increasing
the value of our proflessional institutional services
and finding more ellicient ways of delivering such
services to our institutional clients. The results of
these efforts have been gratifying—increased market
share, higher industry rankings, and, most impor-
tant, stronger and more productive relationships
with many accounts.

Research

espite the dislocations and uncertainties caused
by the advent of fully negotiated commission rates,
White, Weld increased its commitment to what we
believe to be an essential service ol a broadly based
investment lirm. That service cannot be defined in
the narrow sense as securily analysis alone, but also
cencompasses cconomic analysis, technical analysis,
and portlolio strategy.

Stafl additions and management restructuring in
this arca durizg the year were designed to enhance
our ability to provide the most effective service 1o
individual and institutional clients alike. Jerome P.
Kenney wis named manager ol the department and
appointed a senior vice president. With a combined
stadl of 35 professionals and an annual budget of
more than $3.5 million in policy, cconomics, re-
scarch, and technical analysis, we belizve our com-
petitive position is stronger than ever.

A Gary Shilling

Heavold W Janeway

feromme P, Kenney




Investment Advisory

In 1975, our clients benefited from a stronger
bond market and higher stock prices. Our investment
pulicies have been modified in two important re-
spects: we diversified our equity holdings more
widely and we made greater use of fixed income se-
curities than heretofore. The latter decision reflected
the historically attractive yields available on high-
quality intermediate- and long-term bonds, as well as
the many political and financial uncertainties still
present in the world. The wider diversification of
equity holdings is designed to take advantage of the
widespread investment opportunities available after
the severe and prolonged bear market that came to
an ¢nd in October 1974, Our Investment Advisory De-
partment was established more than 25 years ago.
By December 31, 1975, our advisory stafl managed
accounts with total assets of $500 million. During the
year, Edward D. Little was named a senior vice pres-
ident and appointed director of all of White, Weld's
asset management activities in New York and
Boston,

International Brokerage and Trading

Through ouwr oflices in London, Paris, Zurich,
Geneva, Montreal, Hong Kong, and Caracas, White,
Weld has long been a leading factor in providing
international clients with brokerage, rescarch, and
trading services in U.S, sccurities, The strength in
the U.S. dollar and an increasing worldwide interest
in debt securities were important factors in the sig-
nilicant volume increase shown by all of our inter-
national offices,

White, Weld's trading and arbitrage activities in
the international area cover a wide spectrum and
include Eurodollar issues, registered loreign govern-
ment issues, sinking fund trading, and various arbi-
trage activities in foreign shares, ADR's, Eurodollar
convertibles, and U.S, equities. We expect to com-

anee dealing in U.S-pay Canadian issues carly in
1 240,

Fhomas C. Pryvor
Edward D. Little
Frank 1. Ritper




Frederick Lo Gordon, T AL Lowis, Jr., Nigel S. MacEwan, Richard P, Duffee, and Richard F. Burke.

Equity Trading
White, Weld olfers our customers Larpe and com-
prehensive equity trading Tacilities, Headguartered

in New York, spectalized equity trading activities are

carvicd on o ceven other Key cities across the coun-
iy, The department is stalled by 36 prolessionals
with awide range of trading, brokerage, options, and
arbitrage skills, These men and women awe dedicated
to providing the liquidity and execution capability
tequired i today's markerplace to facilitate diflicult
transactions lor chients,

Our listed block trading activities underwent o
major expansion during the past year i terims ol
individuals and capital conmmtment, An imnedinte
result of this expansion has been o meaninglul in

craase in the proportion ol New York Stock Ex
change volume transacted by the firm, Another hene-
fit is the added depth to our trading expertise, which
will frprove client service and elliciency as the re-
quirements ol trading chiange with the move toward
acentralized marketplice.,

Our over-the-counter business was also expanded
signmihicantly last year, The liem added 1o its trading
personnel and improved the scope ol its dealer mar-
Ket making activities. Pemcipal nurckets are made in
approsimately 100 equity securities, including stocks
ol corporate chients and those that have institutional
interest and are Tollowed by the hirm's Research
Departiment,



Fixed Income Trading and Sales

Corporate Securities

White, Weld's corporate bond and preferred
stock trading units, located in New York, work
closely with a stall of professional corporate fixed
income sales specialists situated in nine of our do-
mestic oflices. This network of professionals main-
tains daily contact with the bond and preferred stock
trading desks of many institutions throughout the
country, During 1975, the firm's secondary corporate
bond and preferred stock market trading volume
surpassed all previous records as more institutions
came lc recognize our important capabilities and
dedicatic n of capital in this arca. Our new issue dis-
tribution also improved—the firm placed $968 mil-
lion of now corporate debt and preferred stock
issues, 115 percent of our underwriting position. Our
ability to provide a broader range of services was
enhanced by the addition of an experienced corpo-
rate fixed income rescarch analyst to the stall.

U.S. Government and Agency Sccurities
and Money Market Instraments

The lirm's trading and sccondary market volume
in LS. Government and ageney issues and money
market instruments increased more than tenfold in
1975, illustrating the Faer that this aren is the most
rapidly expanding segment ol our lixed income activi-
ties. Trading in VS, Treasury bills and notes was
commenced in July, continuing our program (o pro-
vide market making services to our clients in all
arcas and maturities ol the US, Government and
Federal agencies markets, Treading in domestic cor-
tilicates ol deposit and bankers' acceptances, which
commenced in 1974, continued to increase in volume,

Tax-Exempt Municipal Securities

Trading and underwriting activities are centered
in New York, and the firm also maintains local mu-
nicipal bond trading and underwriting operations in
nine other domestic branch oflices. These units are
supported by o highly specidized sales toree ol 25
professionals who work duectly with nstitutions
and our own individual client account exceutives
throughout the country, Secondiary ket and new
issue volume in the municipal and tixcexempl areas
exceeded all Previots records in 1975, Htllilly_ the
vear, stall additions were made 1o enable the fierm
o satishy the iercasing demsmds ol our individual
clicnts Tor more intensive service i tax-exemp! se
curities, mcluding greater etlovt me advisig clients
01 [I & It'i,l(!'\l' '.Ilt'li}‘lll‘- 0l Y RIN e« It'till‘«.
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Operations

As is true of many other securities industry activ-
ities, the processing of securities transactions and
the presentation of relevant customer information to
the firm and its clients is undergoing revolutionary
change. The steps that are now being taken by the
securities industry as a whole and, more directly, by
White, Weld will have an important beéneficial im-
pact on the services provided by the firm to its cli-
ents, For example, we expect major steps to be taken
within the next year towaids the establishment of
a nationwide clearance and settlement system that
should promote significant efliciencies and improved
client service.

The relationship between data processing, high-
speed data communications, and brokerage opera-
tion services has grown closer with the broad tech-
nological advances that have taken place in each
area. Recognizing these developments, White, Weld
has installed a high-speed display system to provide
information on the status of customers’ accounts
within its operations division and has extended this
system experimentally to a few of its oflices. These
are preliminary steps towards substantial improve-
ment in White, Weld's advanced communications
systems and, in turn, in our ability to serve our
clients.

I' K Flatley, Tames FL Bacon, James W Needhane, and John A, MeGlynn,




International Outlook and Review

The international linancial markets experienced
a year of record growth and diversification in 1975.
At the beginning of the year, short-term yields began
to fall and a normal yield curve was reestablished,
permitting a meaningful resumption in the flotation
of internationally syndicated debt issues. These
reached $7.2 billion in 1975, compared with §1.8 bil-
lion in 1974 and §5.6 billion in 1972, the next highest
year on record. Owing to the weakness of the dollar
in exchange markets, particularly in the early part
of the year, and to the virtual absence of American
borrowers following the renewal of U.S. cou. ols on
capital outfllows, non-dollar-denominated new issues
strongly increased their share ol the total volume.,
The Deutsche mark for the first time overtook the
dollar as the most important currency for inter-
national issues, and a number ol currencies (not
surprisingly including certain ol the OPEC country
currencies) were used lor the lirst time, most sig-
nificantly the Canadian dollar. Anoilher signilicant
innovation was the Hotation of the first bond issues
denominated in special drawing rights (SDR's),
which Credit Suisse White Weld Limited conceived
and managed and which met with an enthusiastic
worldwide response. Further issues in SDR's Tol-
lowed despite thecalinerstate ol the foreign exchange
markets in the latter po ol the year,

Activity in the international bond market was
continuing at a high pace at the end ol 1975, 11 was
evi fent that a lengthening of maturities and a lower-
ing ol rates was under way, in line with trends in the
LS. domestic market and particularly under the in-
uence ol sharp [alls in shorvt-term rates in many
major domestic capital markets and in the Euro-
dolliv: market, The outlook is Tor o sizable demand
for linancing (it tor no other reason than o linanee
balance of payments dehieits) which should be ae-
commodated il the markets vetain their liquidity and
il there is not a sudden resargence ol inflation and
short-tevm interest rates,

Credit Sulsse White Weld Limited

The bank reported asubstantial improvement in
both the profitability and diversilication ol its activ-
ities duving 1975, Tts most visible activity remains
the management, underwriting, and distribution of
internationally syndicated straight debt and convert
ible security issues, During 1975, Credit Suisse White
Weld Limited maintained its position amaong the top
three banks in the management ol Eurobond issues
denominated in all currencies and was the leading

manager ol dollar-denominated issues. The clientele
of the bank, on the issuing side, includes a broad
range of the most prestigious Eurupean, Far Eastern,
and American borrowers, Its position in the manage-
menl group of issues in currencies other than dollars
demonstrates its success in developing a non-U.S.
clientele, with North American borrowers having
generally been less active internationally in recent
years. In this regard the bank’s operating links with
the Credit Suisse have been most valuable. Note-
worthy issues brought to market by the bank during
1975 include the SDR issues mentioned above and
four issues of (loating rate notes lor leading inter-
national banks. The arrangement of term linancing
for international banking institutions is a specialty
ol Credit Suisse White Weld Limited.

The bank has maintained its position ol preemi-
nence in the trading of international money market
instruments, primarily London dollar certificates of
deposit, and has arranged a number of placements
ol sizable issues ol CD’s Tor major intcrnational
banks. An important factor in the bank's position
has been its trading links with White, Weld in New
York, which have resulted in substantial transatlan-
tic arbitrage in money maiket instruments.,

[ts position in the money market has led to the
development ol Tong-standing commercial relation-
ships with a broad spectrum ol investors in the
Middle East, This has resulted in the formation ol
important corporate links and the secondment of
personnel to various key positions in that arvea.
Credit Suisse White Weld has completed a number
ol sigmilicant investinent banking transactions in the
Middle East—lor example, it was a manazer ol the
first listed sceurity issue denominated in Kuwaili
dinars,

Working with White, Weld, the bank has plaved
an active part ina number ol major acquisitions by
European companies in the United States, as de-
scribed previously, On the commercial bunking side,
the cimphasis continues to be placed on gencerating
banking assets ol short maturity which arve syner-
gistic with (the management’s investment banking
objectives,

Banque Frangaise de Dépots et de Titres

In spite ol domestic uncertainties and o world-
wide recession, the Banque Frangaise de Dépots et
de Titres operated successtully and prolitably, The
bank originated several sizable international private
Imancings, including issues placed in the Middle East

0




and the United States. In the Eurobond market the
bank participated in 29 underwriting syndicates dur-
ing fiscal 1975 and, thanks to its expanded organiza-
tion, cuntributed substantially to the CS&WW
Group's placement capability.,

In the French issuing market, the Bu: jue Fran-
caise de DéLots et de Titres has likewise developed a
placement potential well in excess of its underwrit-
ing participations, enabling it to ligure in 80 percent
of all underwritten issues during the 12-month pe-
riod in question,

Merger and acquisition activity declined mark-
edly in France during fiscal 1975, Nevertheless the
bank’s industrial department had an active year, as
did its rescarch department. Some ol this work was
performed in conjunction with Forinvest, the
Group's Paris-bascd financial rescarch organization,
which in addition to its investment advisory work in
French sceurities, eflected several important con-
sulting studices in France and abroad.

Clarviden Bank

Investment-related services continue as the
bank's most important activity. Early in 1975, invest-
ment policies were modilied and portfolios were
progressively shilted from short-term money market
instruments towards quality-hixed and variable-rate
instruments. Carcelul attention was paid to keeping a
balanced diversification ol currencies and 1o main-
taining healthy liquidity.

Investment banking and corporate inance activi-
ties were Lurther expanded during the vear, and the
bank was active in a number ol Swiss and interna-
tional public issues wnd private placements, This
sector became an important contributor to Clari-
den's revenues, Higher vevenue gains and good cosi
controls enabled the bank to increase irs profiability
over the previous year,

White Weld Securities

Thanks to the sharp decline in short-term dollar
interest rates which began in August 1274, the
Group's bond trading operations improved substan-
tially. The improvement resulied from an increase in
the volume of transactions, reduced financing costs
and the rise in value of White Weld Securities' trad-
ing inventory. The gain in net profits was particu-
larly significant given the continued deterioration of
the U.S. dollar/Swiss franc exchange rate; a very
large percent of the division'’s lixed costs arise in
Swiss {rancs, but almost none ol its income does.

Prospects for the coming year can thus be con-
sidered promising. Until such time as inflationary
pressures become excessive once again, the present
positive yield diferential between long- and short-
term interest rites should remain, and aclive pri-
mary and sccoadary markets in fixed income securi-
ties should ce atinue, at least in the stronger currency
arens.

White Weld Asia Limited

The CS&WW Group continued to play an impor-
tant role in the arrangement ol financing lor Far
Eastern borrowers in the international market, After
a prolonged absence, Japanese companics once again
became important borrowers, and the Tokyo ollice
of White Weld Asia Limited was instrumental in se-
curing for the Group a top position in the manage-
ment, underwriting, and syndication ol international
issues for Japancse horrowers, In addition, a num-
ber of private linancing arrangements were success-
(ully completed.
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White, Weld & Co. Incorporaied

Statement of Financial Condition (unaudited)
December 31, 1975

Assets

BEHE 5 v by wstib b i b o S AR A S D e 04 8 i b d s i dih
Receivable from brokers (Note2) . .........ccvuun.
Receivable [rom customers (Note3) ............0t.
Securities—at market value (Note4) ..............
Sccured demand notes receivable (Note 5) .........
Investment in associated company (Notes 1 and 8) . .
Fixed assets—net (Note 1) io.cmmisaniivavan sasnsin
OLHEIASEBLS: v ivs svmei Vv vieh & E Rl v sl e

TOTAL: sciovsimiieionevd s e Cinsvasi

Liabilities and Capital Funds

Liabilities:
Money borrowed on sccurities (Note 4) .........
Payable to brokers (Note 2) .. covvviiviinoisrnes
Payablé 10 CHSIOMEYS .o ispinasasassas e
Dralts’ PAVABIE: uovvsinvivewise v ses s s g0 b aa s
Sceurities sold short—at market value ...,
OLeE BABIIMINE o vonsie 53 vk v Sy

Total” BhDIlBICE . coesvsen momms s awvimm s s

Capital Funds:
Subordinated borrowings (Note 5) ...,
Common stockholders’ equity ... o,

Total capital funds .........

TOTAL: ovis o sncemive s v sinn o8 58 G085 5

§ 5,477,000
55,227,000
123,605,000
130,793,000
4,125,000
10,477,000
7,428,000
22,541,000

§359,673,000

$133,961,000
45,460,000
56,996,000
17,388,000
23,957,000
25,762,000
303,524,000

22,376,000
33,773,000
56,149,000

£359,673,000

See Notes to Statement ol Financial Condition,
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Notes to Statement of Financial Condition

1. ACCOUNTING POLICIES

Assets and liabilities relating to securities trans-
actions are reflected in the statement on a settlement
date basis. In addition, commissions and related
expenses, applicable to transactions executed but
not yet settled, are included in other assets and other
liabilities, respectively.

Exchange memberships (included in other as-
sets) are carried at cost ($1,149,000) and, in the
opinion of the Company, the current market value
($567,000) does not indicate a permanent impair-
ment in the value of such memberships.

The investment in associated company is carried
at equity in net assets. All ol the accounts of the
forecign company arc translated into United Slates
dollars at the current exchange rate beeause sub-
stantially all the related asscts and liabilities are
current. Gains or losses on wranslation due 1o an
official devaluation or revaluaidon ot the United
States dollar and losses from unofficial exchange rate
variances have been recognized, while gains 'rom
unoflicial variances have not been recognized. Ui
mulative unoflicial exchange gains were recognized
subsequent to the statement date as a result ol the
sale of the investment to the Company's Parent (sce
note 8).

Fixed assets, which consist ol Turniture, equip-
ment and leaschold improvements, are stated at cost
less accumulated depreciation and amortization of
£2,613,000. Depreciation is provided on furniture and
equipment on the double-declining balance method
based on estimated uselul lives of ten and five years,
respectively, Leaschold improvements are amortized
on the straight-line method based on the period of
the respective leases or life of the improvement,
whichever is less.

2. RECEIVABLE FROM AND PAYABLE TO

BROKERS

Receivable Trom brokers includes securities
failed to deliver, $19,630,000, and deposits paid for
securities borrowed, $31,316,000. Payable to brokers
includes securities failed 1o receive, $14,838,000, and
deposits received for securities loaned, $24,101,000.
Securities Mails are stated at contract value,

3. RECEIVABLE FROM CUSTOMERS

Accounts receivable crom customers include
amounts due on uncompieted transactions and mar-
gin balances, Scewlaes owned by customers and
held as collateral tor recetvables are not rellected in
this statement,

4, SECURITIES PLEDGED AND LOANED

In the normal course of business, bank loans,
cash deposits from other brokers and repurchase
agreements are used to finance the purchase of secu-
rities by customers and to facilitate the securities
settlement process. Securities owned, $65,374,000,
and customers' unpaid securities, $46,678,000, are
pledged as collateral for bank loans. Securities
owned, §$1,447,000, and customers’ unpaid securities,
$22,639,000, are loaned to other brokers in exchange
for equivalent cash deposits. Securities owned,
$47,947,000, are pledged as collateral for repurchase
agreements.

Borrowings from banks are on a demand basis
and repurchase agreements are for relatively short
periods ol time; no compensating balances are re-
quired under cither type ol linancing. The average
interest rate on borrowings and repurchase ag e-
ments outstanding is 5.92%. During the preceding six
menths the highest month-end balance ol such bor-
rowings was $£176,942,000 and the average of such
be srowings approximated $117,842,000 at a weighted
average interest rate ol 6.60%.

5. SUBORDINATED BORROWINGS

Subordinated borrowings include senior capital
notes, $9,583,000, subordinated debentures,
£8,613,000 and sccured demand notes, $4,125,000.

The senior capital notes bear interest at 94 %)
and mature in 1987, The Company is required Lo
prepay, semi-annually, $416,667 principal amount ol
the notes. The Company has the option o make
additional prepayments subject to certain limita-
tions. The covenants ol the note agreement contain
restrictions as to minimum capital requirements
and, under certain circumstances, certain stock pay-
ments, stock acquisitions and the payment ol cash
dividends.

The subordinated debentures bear interest at 8%
and 10% and mature in the fiscal years ending
1977, §523,000; 1978, $524,000; 1979, $500,000; 1981,
£1,466,000; and 1982, $£5,600,000,

The secured demand notes bear interest at 3%
and 4% and mature as Tollows: £2,000,000, upon six
months notice (notice waived and release granted in
January, 1970; see note 8), and §2,125,000, in 1981,
The seeured demand notes are subject to collateral
agreements which provide, aimong other things, for
withdrawal of the collateral and retwrn of the notes
at maturity il no prior demand for payment ol the
related secured demand notes reccivable has been
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made by the Company. The value of the secured
demand note collaleral is £6,566,000,

6. CAPITAL REQUIREMENTS

The Company, as a member of the New York
Stock Exchange, Inc., is subject to the “Net Capital
Rule (Rule 325)" of such Exchange which requires
that “aggregate indebtedness” (as defined) shall not
exceed fifteen times “net capital” (as delined ). The
Exchange may also require a member firm to reduce
its business il its net capital ratio should exceed
twelve to one and may prohibit a member lirm [rom
expanding its business il the ratio exceeds ten to one
At the statement date, the Company's net capital
and the “required net capital” (as delined) were
$23,268,000 and $10,792,000, respectively, and the
Company’s ratio ol aggregate indebtedness o net
capital was 6,96 to 1. For purposcs ol computing net
capital, no value is attributable to the investment in
associated company (see note 8).

The Scecurities and Exchange Commission
adopted a uniform capital rule ellective January 1,
1976 which has been subsequently incorporated in
Rule 325, In the opinion ol the Company, the new reles
are not expected to have aomaterial adverse ellect on
the Company's regulatory capital requirements,

7. COMMITMENTS AND CONTINGENCIES

The Company’s minimam vental conimitments,
net ol sub-lease income, under non-cancelable leases
are Tor the hscal years ending: 1976, S7.460,000;
1977, $7,299,000; 1978, §6,975,000; 1979, £6,723,000);
and 1980, £6,116,000; and Tor the live fiscal veirs end-
ing: 1985, 23.205000; 1990, $18,1:16,000; and 1995,

£4,885,000. Included in the foregoing rental commit-
ments are financing leases having a present value at
the statement date ol $5,064,000 based upon an ap-
proximate weighted average interest rate of 7.37%,
The Company has a contingent liability of
£4,382,000 in respect of a $5,000,000 irrevacable letter
of credit which expires on March 1, 1976 (renewable
for six months therealter) written in lfavor ol cer-
tain option ¢ -ring associations lo satisly margin
requirements, A fee ol %4 of 1% per annum is paid
on the aggregate amount of the letter of credit.
The Company has been named in several civil
actions in the ordinary course ol its business which,
in the opinion ol the Company, will be resolved with
no malterial adverse ellect on its financial condition,

8. SALE OF INVESTMEN'T

In January 1976, the Company sold its invest-
ment in associated company to its Parent Company
for cash equivalent o its carrying value plus unree-
ognized exchange rate gains, Part ol the cash paid
by the Parent was provided From the repurchase by
the Company ol a portion ol its common stock held
by its Parent at book value and the 1 lease ol the
Parent’s sceured demand note and related cash col
lateral, The net effect ol these transactions was (o
decrense the Company's Capital Funds by $5,000,000
and to increase its regulatory net capital by
85,000,000 due 1o the decrease in non-allowable s
sets used i the calealation of vepulatory net capital
(see note 6), Hthe sale had been ellected at Decem
ber 21, 1975, the pro lorma vatio ol agpreepgate indebt
cdness 1o net capital would have been 500 1o 1,
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“It is one of the happy incidents of the Federal System that a
single courageous state may, if its citizens choose, serve as a lab-
oratory and try novel social and economic e\pumzum without
risk to the res: of the country.”

Supreme Court Justice Louis D. Brandeis
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FOREWORD

The policy, management, and operations of state government require
the application of constantly updated approaches to address changing
needs and priorities. This necessity for self-renewal implies innovations
in the institutions of state government, in their structure, policies, pro-
cedures, and personnel.

Many innovations have occurred in recent years in 2 number of fields
at the state level, However, too little is known about some specific state
activities because of the variety of laboratories in which they occur.
The innovation process is further complicated by the fact that state
government officials rarely have the time or opportunity to share such
knowledge which may be applicabie in other States. Under day-to-day
pressures and constraints, professional administrators and technical ex-
perts lack the time to write up or share new approaches that they have
developed.

The Council of State Governments, which has been providing « fo-
rum for such an exchange for many years, has recently expanded its
efforts in this area. The State of Wisconsin Investment Board is one of a
series of six innovations being studied by the Council under & grant
from the National Science Foundation. Besides this progiam, the others
selected for evaluation during this first year include pension fund con-
solidation, statewide property tax assessmients, a state energy manage-
ment commission, controlling health costs, and a railroad branch line
rehabilitation program. Reports are available on the latter four pro-
grims.

The state programs studied were selected by a national advisory pan-
el composed of state legislators and officials. The Council is grateful to
these individuals for their assistance: Senator Anthonyv A. Derezinski,
Michigan;sSenator John Pat Fanning, West Virginia; Scnator Larry Fas-
bender, Montana; Representative Vera Katz, Oregen; Walter Kicinski,
Deputy Secretary to the Governor, New York; Jeffrey Laurenti, Execu-
tive Assistant. New Jersey Senate; Attorney General V. Frank Mendi-
cino, Wyoming; Senator Mike O'Connor, South Dakota; Representative
Cornelius O'Leary, Connecticut; Dr. Tibor Payzs, Special Assistant to
the Governor, Kentucky; Joseph V. Stewart, Deputy Director, Depart-
ment of Finance and Administration, Arkansas; Daniel W. Varin, Chief,
Statewide Planning Programs, Rhode Island; William W. Wilkins, Budget
Director, Ohio.

This report on Wisconsin’s Investment Board was prepared by Dick
Howard, Director of the Council's Innovations Project, and James E.
Jarrett, Research Associate.

Brevard Crihfield
Lexington, Kentucky Executive Director
August 1976 The Council of State Govermments




PREFACE

Inflation, opposition to higher taxes, and taxpayer disenchantment
with government generaliy, are having a serious impact on government
financing at all levels. .« recent National Asscciation of State Budget
Officers’ survey showed States’ general fund expenditures in fiscal years
1975 and 1976 increased at a faster rate than did general fund revenues.
Surpluses built up in previous years have been rapidly depleted. In the
aggregate for the 43 States that responded to the budget officers’ sur-
vey, general fund balances declined from 8 percent of expenditures in
1974 to an estimated 0.3 percent in fiscal year 1976.

The problem is further exacerbated for States by federal funding
reductions in some functional areas and federal program requirements
for additional state dollars in other areas. All of these factors are be-
yvond control of state government officials.

In a word, state manragers should be, and are looking for additional
sources of revenue. One obvious source of significant amounts of rev-
enve is to put state dollars to work, and more and more States are
taking advantage of investment opportunities. Perhaps no State has a
more completely developed investrient program than Wisconsin, which
has been investing the assets of retirement funds for 65 years.

This monograph is the fifth in the Council of State Governments’
current series of reports on innovative state government programs. It
probably comes the closest to describing a “model” program. One rea-
son is that the State of Wisconsin Investment Board has had 25 years to
evolve,

We are grateful to the many individuals in Wisconsin, especially those
associated with the investment board, who were so generous with their
time in helping us to understand the agency's activities and responsibil-
ities. In addition to each of the investmeut directors, we especially want
to thank George W. Crownhart, General Cecunsel for the board and at
the time of our visit acting exccutive director; Gerald T. Mahaffey,
Administrator, and Tom Lundgraf, Dircctor of State Budget Opera-
tions.

Several individuals reviewed earlier drafts and made usefu! com-
ments: LeRoy Dockter, Audit Director, Wisconsin Legislative Audit
Bureau; Peter J. Nelson, Assistant State Treasurer, Wisconsin; George A.
Bell, Executive Director, National Association of State Budget Officers;
and Carl Vorlander, Executive Director, National Association for State
Information Systems.

Further information can be obtained from officials of the Wisconsin
Investment Board (telephone 608/266-2384) or the authors of this
report (telephone 606/252-2291).

Dick Howard
James Jarrett

August 1976
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EXECUTIVE SUMMARY

The State of Wisconsin Investment Board invests the retirement funds of
the major government employee units in Wisconsin: Milwaukee teachers,
state emplovees, and Wisconsin teachers.

The investment board invests idle cash from 34 different state accounts,
earning $56 million on these pooled accounts last year.

The investment board invests the State’s check float, working vsith the
state treasurer and the Department of Administration to ascertain ine
State’s revenue and withdrawals each day.

The Wisconsin board also has authority to invest the surplus funds of
local governments that may deposit such funds with the treasurer,

The Wisconsin investment program is facilitated by:

—Use of only one bank for all deposits and withdrawals of state funds.
(No state money is deposited or invested in other state banks.)

—A computerized statewide accounting and reporting system that allows
quick and accurate cash flow estimates by the Department of Adminis-
tration and state treasurer.

—Use of a custodian bank in New York City that eliminates handling of
securities by Wisconsin officials and permits immediate transfers.

—Great latitude in the types of investment instruments that can be pur-
chased thus permitting the flexibility needed to maximize investment
return.

Almost all aspects of the Wisconsin investment program have been spe-
cifically authorized by Wisconsin law.

HOWEVER, other States should consider that an investment program

similar to Wisconsin's:

e Would reduce the control top elected officials have over the use of

® surplus state funds;

o Would be opposed by banks which would no longer serve as depositories
of public monies, including some local funds in the case of the Wisconsin
lqcal government investment pool;

e o Would be more difficult to implement if centralized, computerized ac-
counting procedures were not in use;

e Would be almost impossible t= implement if the number of bank ac-
counts cannot be kept to a minimum, preferably one or two,

€ e Would be opposed by agencies which are now managing the assets of
retirement funds.
&
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The State of Wisconsin Investment Board manages assc*s of nearly
$2.75 billion (6-30-75) which earn about $175 million (based on a
reported rate of return of 6.7 percent). Annual gross purchases and
sales in fiscal year 1975 approximated $12.75 billion. In adilition to the
millions of dollars earned from investing the assets of severz retirement
funds, the Wisconsin Investment Board eams millions of dollas by
investing idle cash balances of 34 pooled accounts, including the general
fund. In 1975 the average daily balance in the state investnient fund
was $614 million. The return on these particular investments excucded
$54 million—$28 million for the state general fund and about $26.5
million credited to the other pooled accounts.*

By way of comparison, $28 million is more than the combined
amount appropriated from the general fund to the following Wisconsin
agencies: Banking (83.5 million), Insurance ($9.1 million), Regulation
and Licensing (84.9 million), Local Affairs and Development ($5.2 mil-
lion), and the Executive Offices ($3.4 million).

Not only does state law authorize the investment of almost all state
funds, enabling legislation recently authorized the State of Wisconsin
Investment Board to invest bank balances upon which the treasurer has
written a check, but which from experience the treasurer knows will
not actually be paid out by the bank for several days. In other words,
Wisconsin invests its “float™ in a manner similar to large corporations.
In Wisconsin, the check float averages about $3.5 million per day. If the
present 7.44 percent rate of return on short-term investments prevaiis,
the check float would return $§264,000 to the State—a sum equal to
about 45 percent of the investment board's budget.

Since March 1976, the State, through the treas: rer and investment
board, has begun investing idle balances of local governments, Numer-
ous cities are participating in the program. One city reports earnings of
$62,000 on a one-month investment of $9.7 milliza.

There are almost no major governmental retirement funds in Wis-
censin whose assets are not managed by the investment board. It also is
wiozly believed that there are almost no idle cash balances of state
agencies. The budget of the board was $576,000 in fiscal year 1975
including salaries and benefits o 28 employees, travel, the cost of
investment services and outsiue investment counseling, and various
other items associated with housing and supporting the staff, The
$576,500 budget means that the direct administrative expenses of man-
aging $2.75 billion in assets was a very low .02 percent. This ratio
compares favorably with .2 to .4 percent commonly found in private
financial institutions.?

The investment program in Wisconsin is facilitated by state laws
that require centralized disbursements and centralized receipts. All
checks are signed by the state treasurer in one form or another. All
agencies must deposit receipts at least weekly and an even shorter time
lapse prevails in the case of some large amounts, 3

Another important facilitator is electronic data processing which is
used throughout the accounting and reporting process,

The “state working bank™ also plays an important role in the invest-
ment program. This bank, selected al about six-year intervals, is the

Xi




only depository for state money and it provides a variety of services
including lock boxes, telegraphic money transfers, messenger deliveries,
credit for after hours deposits, daily reports on the collected cash bal-
ances, and other specitied services. Use of the working bank precludes
the existence of idle cash balances in a number of depositories and
permits rapid and accurate accounting of the State’s cash position.
Thus, all public money is working continuously.

Withi+. 1+ various portfolios, the investment board invests in stocks,
corpora’: “iinds, short-term and long-term obligations of the U.S. gov-
ernment and government agencies, repurchase agreements, real estate
mortgages, commercial paper, and private placements. Banker: may
lobby against reductions or elimination of state and municipal demand
deposits and some legislators may occasionally insist that Wisconsin
companies should get preferential treatment in the board’s investments,
but in the final analysis the direct, measurable economic benefits of a
sound investment program have prevailed. The income from interest
and capital gains has been substantial. Furthermore, the results compare
very favorably with similar programs in the private sector, both from
the standpoint of rate of return and costs to administer the program.

In the following section, the organization, administrative proced-
ures, legal authority, and investment policies of the board are described.
Additionally, there are separate sections devoted to the municipal in-
vestment pool and the Wisconsin state working bank.

*Footnotes for this report appear on pages 24-25,
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The statutes assign extremely broad investment responsibilities to
the board and also give it responsibility for the selection of the state
working bank. Section 25.17 (1) (a) through (zm) enumerate the funds
over which the board shall “have exclusive control of the investment
and collection of the principal and interest of all monies loaned or
invested.” The only public money not invested by the investment board
is under the control of the Board of Commissioners of Public Lands and
the University Board of Regents.

Retirement Funds

The major investment program involves the management of the
assets of the State and Municipal Employees’ Retirement Fund, the
Milwaukee Teachers’ Retirement Fund, and the Wisconsin Teachers’
Retirement Fund. On January |, 1975, these three large retirement
funds were merged for investment purposes into two categorics—a fixed
fund and a variable fund. The fund with the fixed retirement benefits
has a broad mix of investments that include bornds, stocks, mortgages,
and real estate holdings. By contrast, the variable fund is restricted to
equities, primarily common stocks. Finally, the board invests the assets
of three smaller funds, the State Life Fund, the Insurance Fund, and
the Historical Society Trust Fund. Investment of these funds is
accounted for separately.

State Investment Fund

Another important investment activity pertains to the State ol Wis-
consin Investment Roard’s exclusive jurisdiction over and management
of the State Investment Fund. This fund consists of idle cash balances
pooled from 34 individual state accounts, such as the general fund, the
conservation fund, the state property insurance fund. and the highway
fund. Because of the need for flexibility, the emphaiis is on short-term
investments—repurchase agreements (usually a short-term investment
with a bank which is secured by U.S. Treasury bills), reverse repurchase
agreements, commercial paper, certificates of depesit, bonds and notes
of U.S. government agencies, and U.S. Treasury notes and bills. At one
point in November 1975, the State Investment Fund totaled S830 mil-
lion. The average daily balance invested was S614 million. The high
short-term interest rates of FY 1975 permitted returns of 8,89 percent
or $54 million,

Local Government Investment Funds

Recently a third investment pool has been authorized and responsi-
bility for its management given to the State of Wisconsin Investment
Board. This fund consists ol money due local governments through tax
sharing, but left with the state treasurer {=r subsequent board invest-
ment—usually short-term. Sec Section IV of this repert for a descrip-
tion of this newest aspect in the innovative Wisconsin investmen: pro-
gram.
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Investing the Float

In recent years, another important source of investment income to
the State has been the short-term investment of “float,” that is the
difference between the cash on the tressurer’s books and the collected
cash balance on the working bank’s books. o)
Investing the check float allows checking account balances to earn
additional money while outstanding checks are undeposited or are in
the process of clearing. Prior to a legislative enactment in 1974, the
State of Wisconsin was barred from investing the check float. The attor-
ney general had ruled that all funds disbursed by check had to be
payable on demand. Because the State of Wisconsin has an average daily »
check float of $3.5 million over and above the balance required for
services the stakes of investing the excess float are of considerable
economic importance. The procedure for investing the float can be
illustrated by an example of state employees’ payroll checks. If payroll
checks are disbursed on Thursday, it is known from past experience
that about 4 percent of the checks will clear the state working bank on *
the next day; an additional 28 percent will clear on Monday; 40 percent
will clear on Tuesday, and the remaining checks will trickle in later.
Therefore, about 68 percent of all payroll funds can be placed in short-
term investments by the investment board for four days (Thursday to
Tuesday). The state treasurer’s office, after receiving the state working
bank’s daily report and computing the check float each day, will in- ® ;
clude these funds in the amount available for short-term investments
and transmit this information to the investment board’s short-term divi-
sion.
There is no danger of overdrafts in the normal sense because the
State maintains approximately $10 million as compensating balance at
the working bank. If the compensating balance goes below the mini- ®
mum requirement, a charge is carried forward the next month against
the State’s account.
Revenues generated by investing a State’s check float will vary
depending on the average daily float and short-term interest rates. In
Wisconsin, with an average daily float of $3.5 million. the annual in-

come generated would be as follows based oi various short-term inter @
est rates (income computed on 360-day basis):4
5 percent $177,000
6 percent $§212,000
7 percent $245,000
8 percent $283,000
9 percent $319,000 ®
10 percent $354,000

The most recent return on the State Investment Fund was 7.44 percent

which, if maintained for the remainder of 1976, would bring the State

nearly $264,000 this year. As one Wisconsin official noted, “With re-

spect to the over §3 million per day typically tied up in check float, the @
situation is simple: either the bank makes money or it or the State of

Wisconsin does,"s

State Working Bank

One other important, but noninvestment-related, function assigned
by the Legislature to the board is the designation of the state working o
bank. This bank is the depository for all of the State's funds. With few
exceptions, it provides the State with all its banking services. See Sec-
tion V of this report for a description of the state working bank.

-
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Development of the Wisconsin Investment Program

The 28-person staff, the five investment divisions, and the several
investment pools managed by the investment board ai= the present
characteristics of an ongoing investment process that can be traced to
1911 and the creation of the State Annuity Roard. Actually the board
superseded the Annuity and Investment Board which by 1947 already
exercised centralized control of investments, having responsibility for
both idle operating funds and retirement trust funds.

At the outset, the Board or Trustees consisted of seven persons
including the Governor, who was chairman, The staff numbered three.
The investment board had the authority, even then, to invest in real
estate, mortages, common stocks, preferred stocks, and U.S. govern-
ment securities.

Over the years, many changes have brought additional retirement
and operating funds under the jurisdiction of the investment board,
streamlined the adminisirative procedures, expanded the types of in-
vestment instrumen's available to the investment board and reduced the
day-to-day role of the trustees vis-a-vis the staff. As ihe changes oc-
curred and the assets under management increased, the size of the staff
also increased although less rapidly.

In 1957 the State Investment Fund was created by the Legislature
when it consolidated 19 different operating and temporary reserve
funds into one. The Legislature also created the fixed annuity and
variable annuity funds for each of the retirement trusts as a response to
inflation,

By 1958, the third of the major retirement funds, the Milwaukee
Teachers, placed its assets under the board’s control.

The actual physical storage and handling of securities by the state
treasurer’s office ended in 1970 when the Legislature authorized the
board to maintain an account at a non-Wisconsin bank. In that year, a
custodian account was opened at a New York City bank for equities
and a couple of years later an account for bonds was establishied at the
same bank,

In the past three years, the trustees have prepared a policy manual
delegating considerable authority to the staff;® the State has begun
investing its cash float; the local government investment fund also has
come into being; investment in longer term ULS. government obligations
and unsecured notes ol corporations including certificates ot deposit
has been authorized along with reverse repurchase agreements in i gen-
eral effort to allow greater carning power and flexibility in short-term
investments, The three major retirement funds have been merged for
investment purposes greatly reducing the accounting work and enabling
the fixed portfolio o be improved by amortizing gains and losses over a
period of slightly more than 14 years (see page 00).

The Politics of Investing State Funds

The investment board e apolitical and most observers agree that
political pressures are .ainimal. However, with this much money, there
are always interes' groups endeavoring to have the funds benefit them
or their causes. 'wo proups have, in fact, “borrowed" g substantial
portion of the General Fund portion of the <tate investment pool: (1)
the board must make available at the request of the Department of
Veterans Atfairs up to $16.5 million for the purpose of housing loans
to veterans. and (2) upon the request of the higher educational aids
board a cumulative total of not more than S$55 million for loans to
needy students,”
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Not surprisingly, some underlying pressure is reflected in some legis-
lators’ views—to increase the percentage of brokerage business done
with Wisconsin brokers and to give preferential treatment to Wisconsin
companies when making loans and investments. In addition to the pres-
sures for geographic preferences, there are from time to time pressures
to give preferential treatment to m.inority businesses, and to avoid in-
vestments in companies engaged in “socially undesirable activities.”

The independent nature of the board reinforces the individual mem-
ber’s inclination in the role as trustee not to pursue social goals'in
investment policies, and the Legislature has not mandated that social
goals should be an investment consideration. Another factor mitigating
against social issue criteria is the inability to agree upon and measure
social benefits versus the clearly measurable results of economic deci-
sions. An 8.26 percent return is an 8.26 percent return and it is better
than a 7.26 percent return. '

Although investment directors do not in fact give weight ta social
criteria the Board of Trustees cannot and does not take a “public be
damned” attitude. It is aware that it operates in a political environ-
ment.8




I1L
ORGANIZATION
OF THE
INVESTMENT
BOARD

The State of Wisconsin Investment Board consists of seven mem-
bers, six of whom are appointed by the Governor to staggered six-year
terms. The seventh trustee is the secretary of the Department of Ad-
ministration or the secretary’s designee. Four “public” members must
have at least 10 years of experience in financial matters (Wisconsin
Statutes 13.79[2]), and the other gubernatorial appointees are nomi-
nated by the Wisconsin Teachers’ Retirement and the State Employees
Retiremeat Fund, respectively. The trustees gernerally meet for two
days a month.

Staffing -

Actual investments—purchases and sales—are made by the staff act-
ing under general policy guidelines set out by the seven-member Board
of Trustees? The staff is headed by an executive director who serves at
the pleasure of the trustees. The staff presently numbers 28, and one
more position has been authorized for the 1976-77 fiscal year.

Reporting to the executive director are five investment directors,
each of whom is responsible for a three- or four-person division. The
investment directors are appointed by the executive director with par-
ticipation of the trustees. The investment director positions are part of
the Wisconsin State Civil Service System and incumbents, after a proba-
tionary period, can only be terminated for cause. (Poor performance
can be cause and investment directors have been terminated on that
basis.) In addition to the investment directors, there is an administragive
officer who is in charge of office operations such as personnel, account-
ing, secretarial, and clerical services.

The structure of the organization is in the process of changing. A
research division is being created which will consist of a research direc-
tor and four analysts. Previously, there were t'vo research analysts and
they reported to the investment director for stocks, Under the new
arrangement, they will continue to unalyze industry groups, but as the
change suggests, will provide support services to all five investment
directors.

Despite the existence of these research specialists, the board pri-
marily relies on New York and selected regional investment banking
firms for firstha d research of particular companies.

Salury ranges for top positions are shown below. While it is gener-
ally agreed that salaries for comparable positions in the private sector
are higher, the investment board is able to fill its positions with compe-
tent individuals,

Position Salary Range

Executive Director $31,068 - 543,500

Investment Directors §28,512-8399]2

Research Director $17,016-823,820

Senior Research Analyst S14,316 - 520,040
51

Junior Research Analyst 0,368 - $13,5896




The day-to-day investment decisions are made by the investment
directors with the concurrence of the executive director 10 Quarterly,
the investment directors and the executive director meet to determine
how the estimated revenues will be allocated among the divi-
sions: stocks, private placements, corporate bonds, short-term, and
mortgages and real estate. Allocation depends on their collective judg-
ment of market and investment opportunities in forthcoming months.
Their views are also considered by the Board of Trustees, who retain
the services of outside financial advisors.

Some funds such as those earmarked for the variable long-term
investment fund, for example, all go to the investment director for
common stocks, He decides on the timing and brokers for his purchases
znd sales, as do other investment directors for the funds allocated to
them during the quarter.

Long-term investments for the fixed fund are generally invested by
the .Bonds, Private Placements, and Mortgages divisions. The short-term
investment division is responsible for investing the 34-fund pooled ac-
count, the “float” funds, and the new local government investment
funds.

Table 1 shows the diversified types of investrhents managed by the
State of Wisconsin Investment Board.

Table 1

State of Wisconsin Investment Board
Assets Under Management
(June 30, 1975)

Public Bonds $829,000,000
Bonds, Private Placements 322,000,000
Stocks 876,594,000
Mortgages 174,513,000
Real Estate 26,283,000
Short-Term 488,190,000
U.S. Treasury Notes & Bills 40,100,000
Government Agencies 86,670,000
Commercial Paper 105,945,000
Repurchase Agreements 255,475,000

Source: State of Wisconsin Investment Doard, Annual Report Year Ending 6-30-75

Investment Division—Bonds

Bonds are a major part of the fixed fund portion of the long-term
investment portfolio. During FY 1975, the Wisconsin board invested
$90.7 million in publicly issued bonds and $45.2 million in private
issues. All bonds account for approximately one-half of the long-term
assets managed by the board, $1,150,955,949 or 51.8 pe.cent on June
30, 1975. The public bonrds portion was $829 million. Int2rest income
on public bonds was $36 million for the fiscal year.

Investment in corporate and government bonds is not unique to
Wisconsin. In Wisconsin, specific authority to invest the fixed retire-
ment investment trust, the state life fund, and the veterans trust fund is
contained in Section 25.17 (3) (a) of the Wisconsin code. Statutory
limitations on such investments are spelled out in S=ction 206.34 of the




Wisconsin statutes of 1969. Regarding the bonds of industrial corpora-
tions the investment board may not invest more than 2 percent of its
assets in any one company nor may it invest in a company that has
defaulted in the payment of principal or interest c¢n its indebtedness
within the past five years,

In addition, under the policies established by the Board of Trustees,
all bonds purchased must be rated by two approved rating organiza-
tions. With regard to AAA bonds, o more than 2 percent of the fixed
funds assets may be invested in any one issue; for AA or A the limita-
tion is | percent and for Bbb or Baa, up to .25 percent. Baa and lower
rated credits are reviewed annually.

Excluding portfolio improvement transactions (discussed below) an
average of two issues of bonds is purchased each month, There is no
policy that places emphasis on the credit issues of Wisconsin companies.
However, it is the practice of the Bonds Investment Director to try to
give Wisconsin bond dealers 50 percent of the *“new issues’ business
where possible. To give Wisconsin dealers most of the bond business
would preclude the division from receiving the research of New York
based brokerage firms. The bond portfolio is now computerized by a
brokerage house and each month a printout of the bond portfolio is
sent to the investment board.

Transaction Amortization Account

The 1975 merger for investment purposes of the three major retire-
ment funds facilitated another important change in investment pro-
cedures, particularly in the purchase and sale of bonds and stocks. It
enabled the board to create a “transaction amortization account™
whereby profits or losses from the sale of assets are spread over a
l4-year period. Traditionally, most agencies investing public funds have
applied profits or losses resulting from the sale of assets to the earnings
of the year in which the sale occurred. One result was a certain inflexi-
bility in portfolios since most portfolio managers were reluctant to sell
assets resulting in large “book™ losses that would be charged to the
current year’s investment income.

By merging the three retirement fund investments, it was no lorger
necessary to maintain records on each series of assets held in tne port-
folio. All gains or losses could be debited or credited to one uccount,
The next step was to amortize all profits and losses at the rate of 7
percent annually, or slightly more than 14 years for the fixed retire-
ment fund,.

Among advantages reported are: (1) savings in work load, time and
dollar costs by no longer amortizing ecach security, (2) a smoother,
more representative and equitable annual income, and (3) greater flexi-
bility in bond portfolio management. In fact, the Wisconsin board re-
ports that in the first six months after the new accounting procedures
were instituted, 24 separate “‘portfolio improvement transactions'
changed the average annual yield on these investments from 7.633 per-
cent to 9.007 percent. The book loss was S4 million, $33.4 million par
value sold and reinvested in bonds having a $29.4 million par value.!!
In =stment Division—Stocks

Common stocks comprise almost 100 percent of the “variable
fund” and a substantial part of the “fixed fund.” In FY 1975, tor
example, 28 percent of the board’s fixed furd cash was invested in
common stocks. During the fiscal year, common stock purchuses to-
taled $152 million, and total sales were $102 million.!? As of June 30,
1975, stocks accounted for 39.5 percent of the State of Wisconsin
Investment Board’s long-term assets (variable and fixed funds) and were




valued at $876.6 million. In the fiscal year, the market value of the
stocks in the fixed fund rose 20.8 percent and variable fund, 25.3
percent compared with a 16.1 percent of the S&P 500 Index—the most
commonly used measure for evaluating performance of the Stock Div -
sion.

Stock transactions are made daily and net purchases average rough-
ly $30 million a month. Coinmissions approximate $1 million annually
in return for which the Wisconsin Investment Board receives consider-
able research,

Wisconsin’s law [Chapter 25.17 (3) (a)) specifically provides that
funds in the fixed category from the three major retirement programs
may be invested in accordance with 1969 statutory provisions [Chapter
206.34]. The statute state; that purchases of stocks can only be made
from companies whose earnings meet certain specified criteria; no more
than 1 percent of the investing agency’s assets may be invested in the
common stock of one company; nor may the equity position exceed 15
percent of the company’s assets.

The Board of Trustees has delegated to the staff (Investment Direc-
tor—Stocks) authority to purchase or sell stocks. However, stock pur-
chases must be from the trustee-approved list of 206 companies. The
investment director must also adhere to the trustees’ policy limiting
stock portfolio assets in any single industry to 15 percent, and no more
than 30 percent may be invested in any one of the following broad
categories: basic industry, consumer, technology, government regulat-
ed, and financial.13

The investment director reports that these constraints cause no par-
ticular problems and that the stock portfolio includes ownership in 120
companies.** A major criterion of the investment director is that an $8
to $10 million equity position will be possible in any company whose
stock they might purchase. Because these stock investments usually do
not go directly to companies, there is no pressure to buy the stocks of
Wisconsin companies.

Investment Division—Private Placements

Presently, $400 million (alt from the retircinent funds) is invested
in private placements. According to the director of the division, “the
major reason for inclusion of private placements in the portfolio is to
realize an above average return on investments, through assumption of
somewhat above average risk plus a premium for lack of marketabili-
ly"‘lS

The division currently has outstanding loans to 300 companies
across a variety of industries: railroad, oil, savings and loan, foundry,
retail chain, utility, and various manufacturing companies.'6 Loans are
not restricted to Wisconsin; the majority of private placements are in
other States and Canada,

Criteria for a private placement investment are rather strict. The
two most important ratios analyzed are that long-term debt will not
exceed 40 percent of total capitalization and that the sum of pretax
earnings and fixed charges will be three times tie fixed charges for the
last two years (a 3 x fixed charge coverage ratio). The minimum loan is
32 million and no credit rating of less than Baa will be considered.
Placements cannot be used as venture capital--no loans can be made to
companies in existence for less than five years.!?

I the application has met this initial set of criteria, placement
division stafl request additional financial material and check many stan-
dard accounting measures such as rate of return on sales, operating
margins, tax rates, and cash flow position. Also, the staff will consult




with outside people and solicit opinions on the company and industry,
and may make site visits to the company.

There have been instances of legislators criticizing the private place-
ments division for not loaning more money to Wisconsin firms. Conces-
sions in the quality of the company or in the quality of the loan have
not been made for placements in Wisconsin, but there are some allow-
ances made for Wisconsin placemeats in terms of company size and
requested loan figures. For compznies outside the State, the minimum
loan is §2 million, and only those whose annual sales are at least ~40
million are considered. Wisconsin-based companies may request a 10an
as small as §1 million provided their annual sales are at least $15 mil-
lion. Recent loan yields have 7 veraged nearly 10 percent and it is esti-
mated that fewer than 10 of t! e 400 loans outstanding are problems.

Investment Division—Mortgages and Real Estate

At present it is the board’s policy that mortgages and real estate
investments shall comprise between 5 and 25 percent of the fixed-fund
portfolio. On June 30, 1975, nearly $200 million was invested in mort-
gages and owned real estate. Return on mortgage and real estate invest-
ments exceed that of the bond division. The average return on the
mortgages division’s portfolio was 7.34 percent as of June 30, 1975.

A detailed set of guidelines is used by the three staff members of
the division in determining which mortgages and real estate opportuni-
ties will be funded.!® As with the other divisions, all investments of the
mortgages division must conform to the broad specifications for invest-
ments set forth in the 1969 statutes,1?

There is a broad diversity of mortgage fundings. In 1975, over 851
million was loaned to 16 income properties—two shopping centers,
eight apartments, two warchouses, a medical clinic, a nursing home, a
manutacturing facility, and a participation in a loan on an oftfice build-
ing. While there is an emphasis on mortgages and real estate investments
in Wisconsin, more than 75 percent of the division’s portfolio is placed
outside the State,

Investment Division—Short-Term Investments

The short-term division has respounsibility for investing the state
investment fund which consists of 34 separate accounts such as the
general fund (including the check float), highway fund, local govern-
ment pooled investment fund, and cash of the retirement systems prior
to its long-term commitment. Assets managed by the two members of
the division vary from $600 million to $1 billion. As of May 15, ap-
proximately §775 million was invested by the division. Daily purchases
and sales average approximately $75 million, aud the short-term port-
folio turns over every few weeks.

Return on the state investment fund was 9.02 percent in fiscal vear
1974, 8.89 percent in fiscal year 1975, and 7.44 percent in the most
recent quarter ending March 31.20 The 7.44 percent rate of return for
the recent period, as other state officials will note, is an excellent return
since it was 1-1/2 to 3 percent greater than interest rates generally
available to large cities, Declining short-term rates in the last 18 months
are attributable to national trends,

A variety of short-term investiient devices are used: government
agency paper, bank certificates of deposit, open day-to-day and term-
repurchase agreements, commercial paper, and reverse repurchuse agree-
ments.*! In mid-May, the assets were distributed as follows: govern-
ment paper ~ $590 million ($85 million was invested in a single U.S,
treasury bill); certificates of deposit — $55 million; open end repur-




chase agreements — $60 million; ana commercial paper — $70 million.
Usually no investments under $1 million are considered, or agreements
under $5 million made.

Operationally, the short-term division receives a compute; i intout
every day before 7:30 a.m. listing all current investments and ecifying
the present value for each discounted security. By 11 a.m. the division
will have been notified of the check float level, will have balanced off
the State’s cash position, and will have checked over ‘vouchers and
amounts for individual transactions. After 11 a.m., e division will
make trades for the following day, including making sales to cover the
State’s disbursement needs for the following day,

Investments are selected by the short-term staff from information
supplied by brokerage houses and from staff’s own knowledge of the
short-term markets. The board’s in-house research staff is not utilized
regularly because forecasting is less useful for short-term investments
than for long-term bonds and stocks.

In the future, the short-term division, in hope of increasing its
options and of obtaining an even greater return on the investment fund,
will request authority to invest in bankers’ acceptances and “Eurodol-
lar” certificates of deposit (the debt securities, in U.S, dollars, of over-
seas branches of U.S. banks). The ability to sell short in the market also
is a possible future investment avenue of the division although the
board’s trustees have not yet given their consent for this more sophisti-
cated and greater risk investment activity.

Administrative Expenses

An important feature o7 the investment board’s operations is its low
administrative expense. Table 2 compares the board’s assets to expense
ratio with those of private insurance companics and nonprofit invest-
ment operations. The Visconsin Investment Board’s expenses are pro-
portioziately lower, and in all but two cases (College Retirement Equi-
ties Fund and the Illinois Investment Board) the
is one-fifth that of other organizations.

Table 2

Ratios of Assets to Expenses, Selected Comparisons, 1973

board’s expense rati

INVESTMENT
INVESTMENT EXPENSES
ORGANIZATION ASSETS (EXCL TAXES) PERCENT

Acacia Mutual Life $ 607,881,098 s 2,779.004 0O d50°7
Allstate Life Insurance 357,674,020 415,023 0.116%
Aid Assoc. for Lutherans 1,086,918,891 1,479,078 0.136%
Connecticut Mutual Life 3,116,740,666 57082944 1.8317%
Continental Assurance 1.818,404,188 4,138,855 0.,2279
Equitabie Life Ins, 14,971,951.,691 57,530,742 0.3847%
Franklin Life Ins. Co. 1,433,098,89] SAS4778 0 001929
John Hancock Mutual 10.391,8306,359 04149,166 0,253
Lincoln Nat'l. Life 2.410,340,280 3.649.828 01517
Mass, Mutual Life 4,795 468,874 17907492 0.373%
Metropolitan Life Ins, J0,286,075,837 V9071179 0.327%
Mutual Life of N.Y. 4,044,504,230 16,058,497 0.3977
College Retirement

Equities Fund $ 2,600,056,231 3 1,611,552 0.002%
Teachers Ins. &

Annuily Assoc. 3,370,887.045 4,657,944 0.138%
Hlinois Investment Roard 793,726,994 643,628 0.0817

1974 Investment Board 2.520,303.000 52468 0.0208

Source. Wisconna Investment Board
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The investment board’s administrative expenses are two cents per
$100 of invested assets. As Tabie 2 shows, in 1974 administrative ex-
penses stood at .0208 percent of assets. This represents a slight decline
over the past decade, during which time assets have tripled while staff
has doubled. In 19635, the percentage for administrative expenses was
.0289.

Several factors may account for the board’s low administrative ex-
penses. First, the number of staff and their salaries are less than com-
parable to private financial institutions. Second, because most funds
managed by the board may be pooied, there are significant benefits
achieved by a concentration of capital in terms of broker and trader
commissions. Third, the board, by being a large institutional investment
operation, receives research and related services as a result of its com-
mission fees, that is, no cash outlay. Fourth, the board, like most state
agencies, minimizes expenses for amenities and other perquisites.22




IV.
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In February 1976, a bill was enacted in Wisconsin which may pro-
duce significant economic benefits for local governments in Wisconsin
as well as Wisconsin state government. Senate Bill 788 (reprinted in
Appendix A) created two local government investment funds to be
managed by the investment board—the pooled investment fund and the
trust investment fund. The pooled investment fund is already in opera-
tion and will receive the bulk of attention in this section.

The pooled investment fund is a voluntary mechanism by which
counties, cities, villages, énd towns can deposit with the treasurer any
state-shared taxes, local revenues, or idle reserves for investment by the
state investment board. The interest earned, equivalent to the rate of
return for all short-term investments by the board, is credited to the
local government, and funds can be withdrawn on one-day notice with
no penalties. The trust investment fund permits local governments to
establish their own investment accounts with the state investment
board and to have their funds managed for a specific period of time.

Background

Legislation authorizing the pooled investment fund was first intro-
duced by the state treasurer in 1967 but was withdrawn after 11 days
because of pressure from the banking community. Because of a tempo-
rary (15-day) cash flow problem in Wisconsin state government, the
program was revived with modifications in the spring of 1976. The
State, which needed cash to disburse real property tax credit payments
to local governments, was and is prohibited from borrowing more than
$100,00G for current obligations and is prohibited from interfund
transfers. Therefore, local municipalities were faced with receivine a
prorated amount of their shared taxes. State officials, however, know-
ing that Wisconsin municipalities collected their main revenues — prop-
erty taxes — prior to February 28, reasoned that the temporary cash
flow crisis could be averted if enough municipalities would defer re-
ceiving their state payment for two weeks. As an inducement for such
“loans,” local governments would receive interest equivalent to that
received on short-term investments of the investment board. Nineteen
local governments left their funds with the State, and the temporary
cash flow crisis was solved.

The pooled investment fund passed the Legislature under propitious
circumstances, There was a fiscal crisis situation and the State's bunkers
were unorganized. While conditions in other States may not be similar,
the economic benefits produced by establishment of a pooled invest-
ment fund might be sufficiently compelling to overcome opposition.23
A major hurdle in Wisconsin was obtaining the support of local officials
who were concerned about allowing the State to retain their funds in
the pool. The local treasurers’ association went on record opposing the
investment pool. Opposition to the pooled investment trust was solt-
ened, however, by also providing for an investment trust fund which
would require individual accounts for each locality’s funds and for a
specified time. If used, the trust fund will not offset the State's cash
flow problem since these funds will be tied up for specified periods of
time and thus be unavailable to the State.

12
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Provisions of the Two Local Funds

Senate Bill 788 specifies the major similarities and differences be-
tween the pooled investment fund and trust investment fund. First, for
both funds, local government officials would tell the state treasurer
whether they prefer to have their portion of shared taxes paid directly
to them or deposited in their account in one of the funds. Secondly,
both funds permit local government officials to augment their accounts
in the investment board with idle reserves and any other local funds
available for investment. Third, for both funds, a maximum of one-
fourth of 1 percent of earned income will be deducted by the state
® investment board for administrative costs.

Fourth, local money in the pooled investment fund, while credited
to individual local government accounts, would be pooled with state
funds for short-term investments. Local money in the pooled invest-
ment fund would earn interest based upon the average yield of all
short-term investments determined quarterly by the investment board.
e Local funds in the trust investment fund would not be commingled
with other local funds or state funds and unlike the pooled fund, inter-
est on trust investments will be determined by the yield on each sepa-
rate local government account.

Fifth, local officials depositing funds in the pooled investment fund
need not specify on what date they would like their principal and
° interest returned. Local officials depositing funds in the trust fund must
designate the length of investment time for their funds, and incur any
financial penalties for early withdrawal of their monies from the trust
fund.

How the Pooled Investment Fund Works

The mechanism for direct transfer of local government funds from
® the state treasury to the investment board serves two functions: (1) it
reduces the amount of time which local government funds would sit
idle and not receive interest, and (2) it helps the State handle emergen-
cy cash flow problems.

Operationally, the deposit and withdrawal system is quite simple. If
& a local unit of government is depositing money in the pooled invest-
ment fund from its state shared taxes, that government gives the state
treasurer written instructions as to the amount which the State should
retain. If a local unit of government is depositing idle cash from its own
treasury, the local treasurer would ask the local government’s commer-
cial bank to transfer the funds to the state treasurer for deposit in the
] investment pool. The investment board will receive its information
from the treasurer’s office and it will be included in the daily total cash
figure which can be invested. The investment board is not notified by
the towns directly.

For withdrawals, the same process would be used. If notice of a
[ ] partial or total withdraval of the municipality’s funds is made by 10
a.m., the state treasurer’s office will issue a check that same day and
transfer by telegraph the funds to the working bank of the local govern-
ment. If the check cannct be issued until the next day, the local govern-
ment ulso would be cred ted with an additional day’s interest.

® The interest earnings are computed on an average vield for a quarter
and are based on the average daily balances of each participant’s share
of the short-term inves:ment fund. Computer programs are used to
determine the balance, deposits and withdrawals on a daily basis for
cach local government.

13
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Advantages of the Pooled Investment Fund

Both the local governments and the State should benefit from this
investment pool. For the State of Wisconsin, the new arrangement of
localities voluntarily leaving their funds will provide a mechanism to
help it deal with the periodic, temporary cash flow problems. In turn,
the State’s credit rating will not suffer because of frequent cash flow
difficulties. Local government funds provide additional capital to the
state investment fund; therefore, the state agency may experience a
better rate of return on investments and realize economies of scale on
the cost side. Moreover, any constant flow of new short-term capital
from local governments will enable placements in those investments
that are providing the best current rate of return—thus possibly raising
the overall rate of return on the State’s short-term investments.

Increased cooperation between state and local fiscal officials, it is
hoped, will reduce the distrust of state governmen: by local government
officials. Finally, to the extent localities experience a.» improved finan-
cial status, the State benefits indirectly.

For local units of government, the pooled investment fund will
operate as a checking or demand account which pays a higher rate of
return than local governments could obtain on their invested funds.

Officials in the Wisconsin Department of Administration conducted
a comprehensive analysis of local government investment practices and
discovered that 81 cities and 67 percent of all towns and villages in
Wisconsin received no interest income in the 1974 calendar year. Many
local officials simply placed idle cash reserves in noninterest bearing
demand accounts in local banks.

Local governments should get higher returns on their funds because
the investment board can invest in high-yielding, short-term investments
such as repurchase agreements and commercial paper, because of lower
dealer fees and because of the greater expertise of the board’s profes-
sional staff, For example, because local governments will receive the
same rate of return regardless of whether they invest $2,000 or
$200,000 (that is, there is dollar averaging across investors), smaller
towns and villages most likely will receive higher interest than if their
accounts were invested separately.

In addition, the pooled investment fund, by providing local officials
an alternative investment option, may force banks to provide more
services to local governments in order to maintain the locality’ operat-
ing funds.

For some municipalities the flexibility of the pooled investment
fund will permit an integration of local governments’ investment poli-
cies with their cash flow system. As noted previously, local govern-
ments may invest funds for any amount ol time—one or two days or
much longer periods. This “variable date™ provision ensures that munic-
ipalities will not be penalized for early withdrawal or caught in a cash
flow problem because of illiquid investments. In facl, the liquidity of
the short-term investments and the mechanism for rapid transfer of
funds from the state treasurer to local tregsurer will enable local govern-
ments to receive their funds on the same day or one day after their
notice of withdrawal,

Costs involved to state and local governments from the local govern-
ment pooled investment fund are nominal. Local governments, in fact,
incur only the costs of a phone call or postage for a letter to the state
treasurer. The state investment board, as stated in the legislation, will
deduct a maximum of one-fourth of 1 percent of all earned interest for
administrative expenses. It is anticipated the actual administrative costs
will be significantly less than this amount.

14
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One possible difficulty that could arise for the State involves money
left by local governments in the general fund at the request of state
officials, for use in temporary cash flow difficulties, which is not invest-
ed but distributed to local governments who need their share. Lender
local governments will receive interest on these funds Just as if they
were being invested by the investment board. Since these funds were
not invested, there is an interest expense for the State that must later
be appropriated from the general fund. It is not clear how much of a
problem this will be and state officials do not agree. While there is a
cost to the State of Wiscunsin associated with operating the pooled
investment fund during cash flov difficulties, this cost will be less than
through berrowing on the short-texm markets which is not legal under
present law. Of course, any final solution to the cash flow problem
must await statutory changes that spread payments throughout the year
rather than require very large payments once or twice a year.

The Investment Trust Fund

As established, the local government trust-investment fund will be a
vehicle for longer-term fixed investments by local governments. The
trust fund, then, is conceived as a different type of investment option
than the pooled investment fund.

Unlike the pooled investment fund, capital in the trust fund cannot
be used by the State for cash flow purposes because it is in fixed
investments. In terms of administrative/bookkeeping costs, the trust
fund also is less advantageous—the Department of Administration must
set up an individual account for each municipality (potentially 1,400)
and maintain records on the type of investment interest earned, com-
pute penalty charges for early withdrawals, and set up procedures for
notilying local governments when their investments have become ma-
ture. In contrast, for the pooled investment fund, the Department of
Administration, in cooperation with the state treasurer’s office, needs
only to maintain records on the average daily balance of a municipa’-
ity’s account during each calendar quarter as all accounts will rece ve
the same rate of return,

[f most local governments use the trust fund for long-term inyest-
ments (over six months), the administrative task would be manageanie,
although still an additional burden to the investment board. If lo.al
governments wish their funds to be munaged and rolled over frequently
in short-term investments, the board might be overwhelmed, given pres-
ent staffing. 2
Initial Results of the Pooled Investment Fund

The pooled investment fund became effective March 1, 1976, with
$61.5 million in deposits from local governments that left their state
shared taxes with the State to assist with cash flow problems. After the
temporary cash emergency, local governments withdrew over $45 mil-
lion. Five cities kept their shared taxes in the investment pool during
the month of March and received a 7.44 percent rate of return, the
overall shott-term investment yield for the first three months of 1976.
Madison, Wisconsin, earned approximately $62,000 on its one-month
investment of $9.7 million.

Overall, the pooled investment fund has been well received. and
now, after the initial period of communicating the details of the pro-
gram to local officials, participation is increasing. In one two-Week,
period in mid-May, 26 additional local units of government invested
cash in the pooled fund. As of July 12, 1976, local governments had
nearly $28 million in the fund.?s
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Start-up costs of the pooled fund were minimal as coordination for
the program involved no budget and limited staff time. It appears no
additional state employee must be hired for investment purposes. One
person may be hired to serve as the principal information-and resource
contact for local governments although a final decision has not been @

reached.

Few complaints have surfaced to date. One city treasurer who has
left shared taxes in the pool and also has transferred an additional $2:1
million of the city’s cash to the pool sees only two needed modifica-
tions. First, according to this official, the investment board should
disseminate brief biweekly or monthly reports on what types of short- &
term investments are being made. This information, he suggests, would
be useful for his own investment operation and could also be used to
inform the elected city Jificials that the pooled fund will provide a
superior economic return.?6

Secondly, the city treasurer hopes that when local governments
withdraw their funds from the pool, the interest will be returned im- @&
mediately with the original funds. Currently, earned interest will be
returned at the end of the next calendar quarter when the investment
board computes the rate of return on short-term investments. Local
treasurers can, of course, make estimates of their cities’ interest income.

Implementing the Pooled Investment Fund in Other States Y

In Wisconsin, the pooled investment fund benefits state and local
treasuries. In States without a centralized investment unit, establishing
an investment mechanism for local governments would be considerably
more difficult. States without financial expertise in short-term invest-
ments probably should not initiate a pooled fund until an investment
. board is operational for several years or until appropriate staff can be LS
hired. States with an existing investment agency will need to consider
how a sudden influx of local funds will alter current operations. For
instance, computer programs must be developed by the investment
agency or treasurer’s office for proper crediting of municipal accounts.

And, until other States duplicate Wisconsin’s rapid deposit and with-
drawal system, some mechamsm must be established so that local gov- ®
ernments do not lose substantial interest income from slow transfer of

funds.

Not all States may wish to assume additional functions and not all
States would receive as many economic benefits as Wisconsin. [f a State
is not investing in the short-term area, local government funds would
not permit a concentration of capital and higher yields. If a State is not ®
experiencing cash flow problems or distributing large sums of cash to
local governments, the pooled fund wouid be less attractive, If there are
many cities with their own investment progrums, participation in the
pooled fund would be less benelicial.

The pooled investment fund would appear to offer many economic
benefits to state and local governments, given an appropriate invest- ®
ment framework. This fund will not solve any major existing problem
but it may generate state and local revenues without extracting these
resources frory reluctant taxpayers. Few programs can be assessed so
fuvorably,
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Another aspect of the overall cash management system in Wisconsin
is the “state working bank.” The state working bank is selected by the
State of Wisconsin Investment Board. Authority for selecting the bank
is found in Section 25.17 of the Wisconsin Statutes:

(61) [The Board Shall]. . .designate public depositories for the
deposit of public moneys. . .coming into the hands of the state
treasurer; allocate the deposits of all public moneys coming into
the hands of the state treasurer, and limit the amount of such
public moneys, as determined from the state treasurer’s records,
which may be deposited in any public depository so designated.
. . .only such banks as have been named by the investment board
as working banks shall carry state deposits on which checks are
drawn to conduct the daily business of the state, all of which
deposits shall be payable on demand.

The Legislature wisely avoided enumerating the selection criteria
leaving that task to the board. Although the law would permit more
than one working bank, the State of Wisconsin Investment Board has
concluded that the operational advantages of using only one bank out-
weigh any operational or political disadvantages. Thus, there is only one
Wisconsin bank serving as a depository for the State’s funds. There are
both operational and fiscal advantages from having one state bank in-
stead of two. Coordination among a single working bank, the invest-
ment board, and the treasurer’s office is an easier task because ol a
single disbursement account. Fewer man-hours are required to resolve
any problems or issues when there is only one bank and better service
usually results from having a super account with one bank instead of
medium-sized accounts with two banks. The use of one bank instead of
two has a fiscal benefit as well in that no interest will be lost due to
transfer time between banks.??

The state working bank in Wisconsin is selected on the basis of
proposals submitted by the interested banks.”8 Under the most recent-
ly used procedures, there is no ending date —a six-year working arrange-
ment has been normal. It is anticipated that a thorough review of costs
and services will occur at two-year intervals. Either the State or bank
can terminate the arrangement with 12 months notice.

Activities of the State Working Bank

As banker for the State, the First Wisconsin National Bank will
provide many of the services it provides for its largest corporate cus-
tomers, In its relations with its banker, the State’s objectives are the
same as a corporation’s: (1) accurate reflection of its cash situation at
any point in time, {2) efficiency in the provision of services at a reason-
able cost, and (3) rapid and accurate transfer of funds in order that the
State can make maximum earnings on its funds.

The state account ranges from §2 million to $100 million on any
particular day. Thus, the volume of work is considerable, During the
year, there will be eight million deposit items to the state account that
must be processed. There will be 4.6 million checks and 4.5 million
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reconciliation items directly related to the state account.?? Deposits
are made by mail, lock box, wire transfer, and over the counter. All
disbu;‘osements are made by check with several series currently being
used.

Although there may be numerous modifications and refinements in
the procedures followed by the State and the working bank, the essen-
tial services required by the State are reasonably well defined by the
investment board, state treasurer, and Department of Administration.
Based on these services and the anticipated volume, the banks bid for
the State’s account. Among the services needed are:3!

(1) The minimum time of credit shall be at least that provided by
the Milwaukee Office of the Federal Reserve Bank of Chicago

(2) The state working bank, ii located outside Madison, shall desig-
nate a Madison bank to serve as its agent and accept all deposits
made on behalf of the state treasurer,

(3) Special courier runs from the state treasurer’s office to the Fed-
eral Reserve Bank and to Chicago Loop banks to collect lurge
dollar items,

(4) Lock box services used by employers for withheld state income
taxes and also for motor and special fuel taxes,

(5) Same-day transfer of funds for settlements resulting from short-
term investments,

(6) Normal checking services plus separate reconciliation for 2ach
of several series of checks, microfilms of all cancelled checks
and microfiche indices of the microfilms,

(7) Telegraph transfer services, and

(8) Foreign axchange services.

In order to facilitate the State’s investment program, each working
day at 8:15 a.m. the bank must notify the state treasurer of the collect-
ed balance in the State’s account in order that short-term investments
can be made that day. A monthly account analysis will be provided
showing the average daily balance and the resulting excess or deficit
position in compensating balances,

Banks and the Selection Process

As noted above, the state working bank is selected by the invest-
ment board from among those Wisconsin commercial banks which pre-
pare and submit a proposal for the State’s account, Not all banks are
anxious to have the State’s account. The volume is great and it will have
a significant impact on the bank’s operations. Obviously only a large
bank with a highly computerized transit department could handle the
very large volume of work generated by the state account. If the bank
doesn't have accurate information aboul its interna! costs, income from
this account may not cover the costs associated with servicing it.
Another important consideration is what happens when the account is
shifted again in 6 to 12 years as seems entirely likely. Since the addition
in demand deposits resulting from the State’s account are substantial, it
may be necessary to increase the bank’s capital structure, Finally, po-
tential bidders must consider what, if any, effect serving as the state
working bank will have on other large bank customers (e.g., will these
customers want banks to bid for their accounts?).
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On the other hand, both state officials and bankers believe there is
some prestige in being the State’s banker. binks might also see this as
an opportunity to make new contacts and possibly as an opportunity to
further develop certain banking functions that previously had received
too little attention. Undoubtedly, however, the chief reason Wisconsin’s
banks would consider bidding for the State’s account is to increase
profits.

Competing banks’ proposals are submitted in terms of compen-
sating balances that the State must keep in demand deposits at the
working bank. The Stats provides information on the type and volume
of services needed. Each bank details the costs of handling the State’s
banking business and indicates what compensating balance is required
to cover these costs including whatever profit the bank considers appro-
priate, Appendix B is the proposal form devised by the Wisconsin In-
vestment Board.

Table 3 illustrates the computation of costs and their relationship
to compensating balances. In this hypothetical one-month period, the
State’s balance exceeded the minimum required balance so the resulting
excess is credited to the following month. In instances where the State’s
balance was below that needed to cover the costs of administering the
account, the deficit would be made up in the following month.

Again, in the Table 3 illustration, a deficit would occur if the
monthly direct charges had exceeded $52,016 or if the compensating
balance had been at a level such that the interest credit (102 percent of
the treasury bill rate) was less than $48,705, or some combination of
both.

Table 3

Example of Compensating Balance Credit Calculations

Total Monthly Direct Charges S 48,705

Average Collected Balance in the State’s

Account During the Month 10,618,300

Less 12 percent Federal Reserve Requirement l.‘."?—l,l‘._)_ﬁ_
Net Collected Balunce S 9,344,104

Interest Credit Computed at 102 percent of

the Average Treasury Bill Rate (6.55 percent)

for the month® (102 percent x 6.55 percent =

6.68 percent x $9,344,104 : 12) = S 52,016

Excess Credit ($52,016 - $48,705) available
to apply to subsequent month’s charges S 3,311

3102 percent af the average treasury rate is the credit rate determined by the State and the bank
through the “bid" process,

Source: State of Wisconsin, “Specifications for Proposals to be the State Working Bank " Appen
dix B, October 15, 1975,

[n addition to providing the services listed previously, it is the view
of investment board staff that the state working bank should have
deposits of at least $120 million and that its capital, capital notes,
surplus, undivided profits, and reserves equal at least $11 million.3?

19

YRR T e SR A AL A S e




Questions that might be asked are, “Is the investment board the
most appropriate agency to select the state working bank?”’ and “Does
the selection procedure insure that the State gets the best possible
deal?”

Regarding the first question. it is frue that on a day-to-day basis
both the treasurer and the Department of Administration have more
extensive dealires with the state working bank than the beard The
procedures deveioped will affect these agencies most directiy, and the
board has no particular expertise in developing the needed <ash manage-
ment, auditing, or accounting systems.

No compelling case can be made for an independent investment
board’s selecting the state working bank. Nevertheless, in Wisconsin the
board’s independent status, its arms-length review of proposals, and its
generally good reputation lend considerable credibility to the selection
process. Moreover, the trustees have financial and investment expertise,
solicit the ideas of the treasurer’s office and the Department of Admini-
stration in developing the specifications, and seek the advice of their
custodian bank in New York City in evaluating the proposals.

Whether or not the State is getting the lowest possible costs as
reflected in the required compensating balance is not known. However,
the bidding procedure would seem to assure a reasonable charge for
services. State officials appear satisfied. The response by the Wisconsin
state treasurer is believed representative:

(1%

. . .under the State cf Wisconsin philosophy of securing bids to
serve as the state depository, we feel that the bidding banks
through competition will arrive at a proper cost factor for their
services. As a matter of truth we would be very reluctant to im-
pinge our limited knowledge of bank costs upon banks who should
bid on the basis of their own particular costs plus a reasonable

profit.33

Again, this 1s not to suggest that the investment board is precluded
from reviewing the bank's range of services, professional staff, equip-
ment and facilities to ascertain if the bank can provide a proper level of
services.

Utilizing the State Working Bank in Other States

In most States, the greatest obstacle to implementing the single
state working bank concept is political. In Wisconsin the state working
bank has been in operation for over 20 years and is generally accepted
by Wisconsin's bankers, As taxpavers and businessmen it is ditficult for
banks and bankers to argue with the substantial efficiency savings and
investment earnings.

Needless to say, the State’s bankers have not always been so sun-
guine where the single depository for state money is concerned and as
noted in the previous section, they opposed the creation of the local
government investment funds., Perhaps the rationale most frequently
advanced for maintaining numerous state accounts is the economic de-
velopment one: these state dollars are used by local banks to generate
additional business in the region. The viewpoint expressed by Wiscon-
sin’s elected treasurer seems appropriate:

“Up to this time (although I admit there is considerable pressure
to the contrary) the State of Wisconsin, the Investment Board
specifically. . .subscribes to the philosophy that money is o free-
flowing object of trade that ignores political boundaries, and that
attempts to promote local or regional business through bank de-

20
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posits is to little avail. We tend to fecl that generally such deposits
are merely invested by the receiving bank in that form of invest-
ment which will realize to that bank the greatest income.

In other words, many investment officials do not accept the eco-
& nomic development argument since local government funds will be used
wherever the bank can obtain the highest rate of return—usually not in
. the local economy unless it is expanding rapidly. Furthermore, a num-
/ ber of States require that banks must put up collateral as security for
state deposits. For instance, in Kentucky; banks must post government
securities worth 110 percent of the uninsured portion of the deposit.
[ Consequently, the result of these “linked deposits” in Kentucky is that
state deposits of public funds in commercial banks may reduce the
am int available to promote economic expansion. Recently, South
Dakota dropped the collateral requirements on state deposits from 100
percent to 5 percent potentially “freeing up” an estimated $180 million
in South Dakota banks for other investments and loans.

8 The local economy and town residents, in fact, may benefit pre-
cisely because local funds are temporarily withdrawn from local banks
in order to obtain a better interest rate elsewhere, such as through
investments in the State’s local government pooled investment fund.

From the standpoint of being able to engage banks that can provide
the necessary services, a State o largest banks probably will bid to be-
& come the state working bank. Since the size of state governmei.t and
the size of banks are both somewhat related to population, it seems
likely that within each State there are banks that could handle the
State’s business. The banks in Wisconsin that bid on the state account
have totul deposits of $1,859,678,000 (First Wisconsin) and
$581,525,004 «Marshall & llsley). This makes them the 48th and 1615t
@ largest banks in the country, suggesting that banks of varying size can
handle the state account.3$

While Wisconsin uses only one bank, it would be possible, if slightly
more difficult, to use more than one working bank. For example, South
Dakota uses two banks and alternates each month. A thorough analysis
of the services required and volume of transactions within various state
® accounts would reveal the complexity involved.

In branch banking States, it might even be easier to implement the
state working bank concept since transactions could be made through-
out the State with immediate accounting, Collections and cash disburse-
ments would occur more rapidly,
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VL Some innovative state government programs are not applicable to

many other States. This one is. It is not associated with size or composi-

TRANSF ERRING tion of population, rural/urban considerations, size of State, geography,
or the State’s fiscal condition. All States collect large amounts of mon- e

TI‘IE ey and expend large amounts of money; therefore theyv have an enor-
WISC ONSIN mous cash flow. All States have significant amounts‘of cash that are not
needed for payments on any particular day and which, therefore, could
PROGRAM be earning ir.lterest. . s
; The review of the Wisconsin investment program suggests that the
administrative factors are probably less important than the political ®
ones in precluding the transfer of this comprehensive investment pro-
gram from one State to another. The two groups most adversely affect-
ed appear to be bankers and existing boards, agencies, or councils which
are responsible for investing various public funds. The latter group
simply will not want to have this important investment responsibility
transferred from it to a centralized investment board. The reasons are ®
easily deduced and don’t require expansion here. Bankers naturally will
not like losing the earnings from the deposits of the State. The combin-
ation of establishing a state working bank, investing the check float,
creating a local government investment pool, and investing idle cash
balances are all programs that result in greater earnings for government
at the expense of banks. In the case of both centralized banking and ®
centralized investing the benefits to government can easily be measured.
Opposition may also come from the state treasurer since a compre-
hensive investment program probably will mean the treasurer’s loss of
some control of these funds. In Wisconsin, for example, the Depart-
ment of Administration, not the treasurer. operates the computer sys-
tem and performs the data processing and accounting. The mvestment
board and staff make a!l the investment decisions.
Legal Issues

State investment policies arc influenced by the institutional setting
in which investment policy is developed and by the philosophy and
investment goals of various policymakers, but all of these faclors are &
circur scribed by the constitutional, statutory, and administrative
guidelines of the individual States.

In numerous States, the laws are silent on many matters affecting
the development of a comprehensive investment program, Such was the
case in Wisconsin and interpretations of the statutes generally have been
strict in findings that necessitate specilic statutory provisions auth- ®
orizing board activities—the municipal investment pool, the investment
of float, expanding the types of instruments that can be used for invest-
ment purposes, and the use ol a custodian bank in New York City to
physically hold and transfer securities.

There are other instances where the statutes limit the number and
types of securities which may be held in the portfolio, the time periods ®
an investment may be held, or the amouat of treasury balinces that
may be invested. The use of banks as holding institutions for treasury
balances when the money is not invested may also be subject to staty-
tory limitation,




Equally as important as the statutes or administrative guidelines are
the administrative procedures and policies (sometimes spelled out in
law) that greatly affect the potential for cash management. Wisconsin
has a system of centralized cash disbursement; rapid and centralized
collections through lock boxes; one bank account; regulations requiring
agencies to transfer funds immediately to the treasury; a centralized
uniform accour.ing system, and a sophisticated, centralized, computer
system. This centralized management capacity is lodged in a Depart-
ment of Administration which has considerable authority over manage-
ment systems and reports as well as budgeting and personnel. These
factors certainly facilitate the development of a comprehensive state
investment program. As the Wisconsin case shows, developing an exten-
sive investment program can occur in stages with an investment board,
followed by a working bank(s), and sophisticated accounting and com-
puter systems, flexibility in invesiment instruments, and a custodian
bank.

Another major component in the present program is competent
staff to manage over $2 billion in asse! However, the market for
investment professionals is a national one, so it should not be difficult
to attract personnel if reasonably competitive salaries are offered. It has
been sugrested that many state capitals offer pleasant living environ-
ments that many prospective employees would find desirable.

An equally important issue is whether outside consultants should
manage state investments or whether this important activity should be
conducted by state employees. While States may wish to divide invest-
ment operations between government and nongovernment employees
for a period of time to determine which group achieves greater success,
several items suggest that in-house investment may be the preferable
course. First, responsibility for state investment operations shouid be
assumed by a state official who can be rewarded or disciplined bused on
performance. With delegation of this responsibility to an outside firm,
there is less control of personnel, and little redress for poor investment
performance except dismissal of the firm. Secondly, if state officials
invest state finds, they are investing some of their own retirement and
tax funds, a procedure which is different than investing someone else’s
funds. Thirdly, and perhaps most importantly, in-house investment sal-
ary costs (for an equivalent level of service) will nearly always be signifi-
cantly less than private firms' salaries. If this differential in salaries
could be offset by higher investment returns from private consulting
firms, there would be no problem. Private consulting services, however,
have not consistently produced better investment yields than state in-
vestment officials. Finally, in-house imvesting has no administrative mer-
keting or advertising expense.

In sum, if the political obstacles can be overcome and translated
into satis{uctory legislation, then any State can begin developing the
computer and accounting programs and banking relationshin needed to
pursue an efficient Lvestment program. The State of Wiscon«in appears
to be managing its cash flow in such a way as to permit maximum
investment opportunity. There are no idle cash balances in Wisconsin,
only a compensating balance to pay for bank services. There are very
few unutilized or unauthorized investment channels.

In conclusion, the modifications described in this report, almost
always mandated by specific statute, have resulted in an investment
process in Wisconsin that can serve as a model for other swate officials in
evaluating their investment practices.




FOOTNOTES

1. Derived from data presented in State of Wisconsin Investment Board

1, Derived from data presented in State of Wisconsin Investment Board Annual Repert
for fiscal year ending June 30, 1975, p. 6.

2. Annual Report, p. 8.

3. The Legislative Audit Bureau reports that some state departments have a few small
working or contingent checking accounts which are restricted for specific payments.

4, Interdepartmental memo to Pat Hays, Bureau of Budget and Planning, from Peter J,
Nelson, Assistant State Treasurer, Novernber 28, 1975,

5. Interdepartmental memo to Pat Hays from Ken Engle, dated December 11, 1973.

6. Investment Board, “Manual of Functions, Goals, Policies, and Procedures,” October
15, 1974.

7. Both amounts represent increases provided in 1975 Assembly Bill 222, Sections 256
and 257, respectively.

8. The investment board addresses the social responsibility issue in its Annual Report for
fiscal year ending June 30, 1975, pp. 19-20.

9. See State of Wisconsin Investment Board, “Manual of Functions, Goals, Policies, and
Procedures,” October 15, 1974,

10. A number of restrictions have been placed on the private financial transactions of
board employees to prevent unethical behavior. No employee, including support personnel,
may purchase a new stock or bond offering until it has traded on onc of the financial markets,
In addition, a board employee cannot buy issues of a company at the sume time as the board is
adding the issue to its portfolio unless the employee can demonstrate a long-term continuous
pattern of purchasing the specific issue. Furthermore, each investment dircctor must file with
the executive director a quarterly report listing all equity transactions. Finally, all board em-
ployees' federal tax returns must be submitted with the Wiscon<in state tax return, and state
returns are audited annually.

L1. Annual Report, p. 13,
12, Annual Report, p, 18.

13. “Manual of Functions, Goals, Palicies, and Procedures,” page 11. It is also policy of
the board that “no investment shall be made in stocks of companies which sell as a substantial
product line tobacco, liquor, or gambling."

14. Interview with James Severance, May 14, 1976.

15. See “Background and Operations of the Private Placement Division,™ a paper prepared
by Robert Zobel, Investment Director for Private Placements.

16. By policy of the board, no private placements are made in tobacco and alcohol firms
or in real estate investment trusts. Few placements have been made in the insurance, finance,
and medicd fields because of limited stafl experience with those areas, Normally preference
will be given to loans which penerate new jobs through capital expansion if the return is nearly
equivalent to other loan apelications. No distinctions are made according to characteristics of
either the owner or compa.y product line except those noted above.

17, Nor may the placements division entirely own a firm, a policy adopted by the board's
trustees, Trustees, however, will permit the division director to sit on boards of directors of
various companics, As the largest lender to many smaller firms, it would be appropriate tor the
investment board to be given a board seut, The current division director has decided not to
become a member of any boards becavse of time constraints,

18, Sce the 1975 Annual Report, pages 9, 10,




19, It is understood that much of this section of Wisconsin law was derived from New
York Statutes (Chapter 260, Section 34),

20. The 9.02 percent return on an average daily balance in fiscal 1974 of $662 miiMica
earned $5.9 million for the State. In fiscal 1975, $54 million was generated.

21, According to investment agency officials, Wisconsin is one of a few States that uses
the reverse repurchase agreement. The South Dakota Investment Council, also a sophisticated
state investment agency, has arrang=d double-reverse repurchuse agreements. In contrast to
other state governments, the investrient board normally does not invest heavily in bank certifi-
cates of deposit. Certificates of deposit (CD's) limit investment [exibility because their rates
are established for a given time period, thereby preventing investment officials from taking
advantage of fluctuating interest rates on other investments, Also, because CD's are not collat-
eralized, CD's are not easily transferred in the national market,

22, Readers should note that the board’s tax-exempt status is not the primary reason lor
its lower adminisirative expenses. In Table 2 the asset/expense comparison was computed with
taxes excluded,

23, The Witconsin legislation was modeled after a 1973 local government investment
program enacted in Oregon. In Oregon the program was available at first only to county
governments and larger citics. Presently, the majority of local governments in Oregon are
participating in the program, and the level of local funds has expanded from $100 million to
over $400 million.

24, The investment board has not yet established criteria (such as minimum times for
investments, types of investments, and restrictions on number of purchases) for the trust fund.

25, Memo from Peter Nelson, Office of the Wiscor-in State Treasurer, July 1976.

26, The Department of Administration anticipates that a monthly letter will be distrib
uted to local officials whose citics have funds in the pool | fund. However, it is unlikely that
specific investments will be identified.

27. ™n South Dakota, for example, state = . ure rotated each month between two
banks, and a South Dakota official estimate” (nat this costs the State one day's interest on §5
million each month-or over $8,000 per , ear (assuming a 5 percent interest rate and a 360-day
year),

28, From 1958 to 1964 the state working bank was First Wisconsin National Bank of
Milwaukee; 1964 to 1976 the Marshall & lsley Nank (Milwaukee); and in 1976 First Wisconsin
is the state working bank. Only these two banks bid on the state account although it has been
sugpested five or six Wisconsin banks are large enough to handle the State’s account.

29, These volume figures are reported in an investment board staff memo to the trustees
dated June 17, 1975, The number of deposit items was provided by Peter Nelson, Office of the
Treasurer,

30. Washington State adopted a lock box procedure for all state tax remittances in mid-
1975. At that time, the Department of Revenue anticipated a reduction in collection costs of
£60,000 annually and increased carnings of over $340,000 a year based on additional invest-
ment through quiclier tax collection. The bank involved handles the deposits without charging
the State a fee,

31, Taken from a 10-page memorandum (plus appendices) prepared by the State of
Wisconsin Investment Board entitled “Specifications for Proposals to be the State Working
Bank," dated October 15, 1975,

32, Memo to trustees from the staff’s State Working Bank Committee, dated June 17,
1975.

33, Letter from Charles I, Smith, Wisconsin State Treasurer, to Juck Kiley, Administra-
tive Assistant to the State Treasurer of Washington, dated July 19, 1972,

34, Wisconsin State Treasurer Charles ', Smith, letter to Jack Kiley,

35, Based on nformation compiled by the smerican Bunker, 525 West 42nd Street, New
York City, Duta are for June 30, 1975,
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1973 Semsite Bl T84 Date published®: pyrr 20, 1976

CHAFTER 164 » LAWS OF 1975

AN ACT 10 amund 20.904 (1) aad (5), 3400 (imrad, (1) and (B) (0], 39.75 (1] and 64,04 {2);
and th ereate 18,33 (10) and [11), 20002 (11), 20.833 (1), 20904 (&), 23.07 (1) () and
[ir), 1550, 25,33 und 3£.74 (2) of thw statuien, relsting o siase (reasury cash flow mans gement,

blaking & local go [ fund and & lacal government trest-inrestment
Tumd ind |mnu; nnl--mmg ulbnﬂr_ll.

The peoplr of the state of Wircoasin, repeesentrd in senate snd m1sembly, ity enact a1 follows:

SECTION 1. 16.3) (10} nad {11) of the satetes wre crestied (o resd:

1651 (10) PoniTy of CLaims. IF, betwern the aflecuive date of this act (1975) 30d 30 day
afier the publication of the budpet sdopied for the 1977-79 Mscal bunnium, an emergency amse
which reyuires the depariment *3 draw voucheri for payments which =il be in cacen of avallable
fumds it sny wate fund, tha secretary, in owmullabion with the sisle (reasercr and the pwat
commiiler om fiaance, mey proraie tad establuh pronty schedukes for all paymenty, incleding hose

peymests for which o spacific payment |I.|u I provided by statute The secretsry shell draw all
vouthery fing 1o tha folk All direct of indirect paymeats of priscipal o
inlerest on Mate hnnh and potes Nave Mt pricrdy aad may pot S prorated or redacmd under thin
wbsectcil. Al sate employe peyroils shall beve Ind prionty. All paymenus 10 local wmits of

maininia rreonds of sll cleimi procated wnder thia subsection 1od shill provede wniles nolice 1o the
sale treaiurer when o poientinl cash Morw emergeacy o astaapaied.

(11} Iwreanst on peosaTrD PaveinTh  Papmenis prorited under suh (10) which are
payable 1o locsl units of govarament shall ears interent o the dady sapaid balence ot U rates of
Imterest earmed by the saie imvestmont fund duniag the calendsr quarter is which the proration
occurred. The interesd payments under thin subsection shall be crodited 1o the respoctive bocal writs
of goverement 4l the end of the queriar in which the provation occurred,

SECTION 1 20002 (11) of e matutes i cresied to rerd

30001 (11) Tewposany REALLOCATION OF SUBFLLE GLNIBAL FUhD spreOssiaTost Al
appropristrons and 1pecisl scoousts within the general fund may be made temporanly availabie for

1*e purpose of alkewing b o fanncog eapend of other geaesal fund sctivies
which da not have slMcwnt funds la (heir scoount bul hars scoounts recesvable Balances The
scroiary of sdmonuiraion chall & the p and allowabediny of the pocownis

receivable balances for thi purposs and ihail ipecifically approws ihe wse of wurplus graaral Tunds
for wse by specilend scimities of programe Tha secretiry Ty suse § ipec rest charpe 3gaian
the proprams or sctivilee wtilinag swrples funds wnder thin ubsaction i amounts not 1 eacend 114
daily intarest esreings rate of the sl brvesimani fund dunng the peresd of trassfer of verplas funds
10 clher scedmnta OF progrima.

SECTION ). 20055 (¥) of tee statutes in cruated 1o resd.

20033 (1) PaymanTs TO LOCAL UNirl OF Goveawsint. (a) [aterrit oa procated paymesis
& sum sulTicwent (o pay interesd o paymenis b kocal uniis of goverament under 5 |6 RTINS

SECTION 4. 2090% (1) and (1) of 15 fsvuirs are amended 18 read

SestasasassatssTeInr Erase be ppate

" Sacilen PRI, Wiesmeey Jininies| Laws sad tois] thms of poiug s fore, ™ law o
MMO—IMUMMW“NDM-‘ nail tain sfert ou Use duy afber
TR ST

1974 Semata Bl TRN

20080 (1) Fuounasor ur nerosims Dnbew wbers e promided by low, ol mameys codlegied ar
recereed by any slale apescy Tor o om beball of the bsim of whch i reguired by lis 1o fe tureed
it Vhe piale Ureaiarys ihall be ceprmiied i of tranamiied 18 he 0 ErRIRTY ot beau Gie @ wenk
AN 2l whasemis §| pARGE WmEE ab foguired By the goversods g (g LA URALUISE and shall be
et g nied by @ lairment o8 vedt Torm an the (reatures may proscribe ihawing the amuent of ek
crnbectaony gnd from whom and (v mbal purpose o on whal sccouni (he sme =ai reoned ALl
s yy paid 10 e b ry ol e crediind 1o Ve preeral puiposs revenaet of the peneral Tasd
WAkt oihermint 40 i fgally provabed by lis

14) Compriim AT U WAL T APPROER AT RN AL G ppTopral Ee) ke By b
from staie rovemwes for any slate ageacy, ate made or 1he gapooss cosdiioe that tush
pave ol morgyy reonived by i inia ihe irnanary wilhia ung weah of PR Gf
wihgemieg duncied by (e porungt ol confrms mith w1431 (1)
Tasih i b program resemud ond geonaral purpuss e appropistmny [
1o omply =il 1he abuse condimnn 1he depeniment of slmisairalos o
ary md I biate Dreavwrer aball reluse 1o pay any mosayl apgenpiuied 1o 1he 0
Frum devemunny @il compliancn u made wilh banl oot sadapes Lo
relusal ta s comply, slier dud solir rmvoemd from (e deparimeni of sdmsaitaiem, any
APPRI S s ke ke [roem TRalE Prveaues (0 IR saie s gency ARall primenenily reven to (e
Tuned fram oha b apprspriaied

SECTION & 20908 (41 of the watuton i creatad 10 feed

20w () Duercy permite Thae poerimsd of 1he sabe LIniared may ey
making daponiti wnder (A sciiom 8 make ditece dage a4 bank e
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TRAT 0D ) Dol gowwrnmant ke amres mani fusd (4 11 30}

Upr) Lownl puarnmant irestimsenimeni fund (0 13300,
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board shall imvert and reinvest momers in the fund and scquire, rewsin, anige, iodleding the
wagrene of any voling nghtis, and disposs of javeuiments of the Mund

(7} Romwunssmeny or gueesass The st treasurer thall deduct quarierly & masimum of
0.25% of 1he amount of income received from the carmiags of the fund dunpg the preceding
cabendar quarter for all wetual and mecrutary expenses incurred by the state in sdminusienng the
Tund.

(0} Seranaty accounts (4) The department of administration whall keep 1 separuie socount
lor each local government and shall record the indivedas! amovnls and Uve totals of all invesimenis
of wach bocs| guverniment’s moreys in the fund.

() The wate treasurer thall report momthly to each local officual the depotit). 38 withdrwals
of {he preceding moth and say other sctivity within the sccount.

1535 Lacal pyeormmess trwsi-iaresimest fwosd. (1] There s crested a Tocal jjowernment trust-
investment fund uader Ihe jurisd'ction 1ad management of Uhe investnent beard.

(1) Local governmenis as defined in 1. 2550 (1) (d), may wramler (o (he atate tressurer for
deponil in ihe local goverement trust-ieveaiment fu.d eices canh for imvestment Ly 1 invoriment
bosrd Loc governments shall specify the lerm of investment of moneys tranierred. The
depariment of sdminictration shall set wp 2 smmu ot for each kogal preemiment,
investment board shall invest ach account d winder 1. 15,17 (J)
(k). (ba) and (dg). All iste-est sccrwng 25 a result d’ wuch bavestment thall be allicated 1o the
accownt for ehch it was imvesiad The invesiment Soard ahall precnibe rules detirmising the
amounts which may be iramsierred 10 the fund for investment and U procedurss 10 be foilawad for
making depoainy and withdrawals

{3} Adminsiraties svpenes allocated ta tha operation of thia fund shall br deductad from
imberest garned by the fund m an amosit pot (0 esceed 0.1 % per guarier of Lhe intensd parmed by
iha sepirsie sccounts in the lend

SECTION &, 3401 (imtro ), (1) end () (2} of the staivies are amendwd 1o (nad:

3L0) Defaithoms. {intro. | Acsssda |g this chapler:

(1) “Publec depoun™ shoadesmses meing moneys depouted by 1he tiste of Iny souniy, Sily,
willage, iown, drainape dotnet. posar dislnet, schood duiret, sewer duindt, of Iny Commrsien,
commitiee, bourd or oiTicer of any gorernmental wabdiwition of e sais of any cout of this sale, in
any siate bank, savingn and trust company, mutusl savia gl banks o natonal bask ot sate g o
'|mem_mnl.:m:rl.l.l_hr5-

tamenl ouuied insgalmen) -
including privatn (unds held in trasl by a public oificer &
bk

(W) (a) “lnsctive depowits  shelmasn grpyn) public deposits which have been deonied subpect
1 the Bank’s rber wnd regulitions retatiee 1o ime scominis o the veaimend boe il fuien sxlalivy
(P, Lot ver meal (und

Doy lLiertied in A kol mveranan

SECTION 0 49 74 131 ol ihe iiatules T created 10 read

J9T4 020 In sddivion 10 the depositones specilied i 1ab (1), the local poverament pooled.
inveriment fund and the bocsl government trostanvesiment fusd may be deipnated a1 deposiiones
Fat invraiment purposet.

SECTION 10 2905 (1) of ihe slaivtes o bmended 10 read

ELEE T} \hhnﬂﬂ ang counly baurd MM hay deagnaied & couny dapmitory s
* ks umder & 19 T4 the cowniy Treasarer vhail
depnil ibwrwom an soon an tevaived bl Tusds bad cone 1o e (Bg Lrgaicer s Sande i thal capeciny 1n
waceas of 1% sum be [N UTIGIRE W avibonred by swh (g board 1 adany A b e 00
deponil shall be dorrad 10 be i the Uiy tresiury, 50d sech |bg tres bl not ber Liahia loe
any ko Dhernom remuiling (rom tbe faiiure o delinh of bech depuomilorye powesba v thabbba _Thy
counly bourd or 8 commuiies Userenl Jevigpatad by o may (avest ang lands (hat come mia ket (hg
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PROPOSAL TORM TO BE
THE STATE OF WISCONSIN WORKING BANK

To: State of Wisconsin Investment Board

The following conatitutes our proposal to provide the
State of Wikconsin's banking business requiremants for tha
period commencing July 1, 1976, and terminable on our part by
giv‘ng one year's notice.

It is understood that, should our proposal be accepted,
we will be designated as (1) State Working Bank, and (2} a
Str'a depoaitory bank pursuant to the provisions of s. 25.17
(61;, Wisconsin Statutes.

1t is furthar understood that the State of Wisconsin
Investment Board, in its mole discretion, may reject this or
any cther propasal.

In addition, this bank sjrees that the Investsent Board
may axclude any specific csrvice or element thereof in any
contract wiich may result from this pruposal,

oFFEN

This bank offacrs to provide all of the services outlined
in that certain set of specifications dated October 15, 1975 and
labeled "Specifications for Propasals to be the Stite Working
Bank,"*

This bank agrees that le will maintain dormant balances,
as directed, in designated benke for the henefit of the state,
In consideration, an identical amount shall be subtracted from
the net collectad balance belore applying thea compansating
balance formula outlired on paga & of this proposal,

This bank agrees that it will establish and maintain a
3110 million cpen line of credit and allow dravs against such
line by the Misconsin Building Ccem fon an the condition that
any drav against the line of credit shall bemar intecest at the
rata of

1

of the bank's prima rate as posted from time tO Eima,

=

e

TIME SCHEDULE UNDER WHICH
THIS BANK WILL CREDIT THR STATE TREASURER'S
ACCOUNT WITH COLLECTED PUNDS

This bank agrean that all daposits delivered during any
working day to Lt or Lew Madison Agent, If any, «will be credited
to the Stats Treasurar's ac nt am though they had been deiiversd
to the Mllwaukea Beanch of thoe Federal Feaarve Dank on that same
day.

In addition thin bank agreaes that e will credit the
State Troas r scoount with collected fundw sarlier than the
Milwaukes offlce schadule on the followlng:

ite When Cred
== Tiane Jay, 1
day dufarred!

—




wle

This bank will provids the following system for check ritrieval

and copying for the Tressurarc'

making Lt availuble
1.

System Descriprion

s Office and our tima table for
ia an follows:

Wl bank agrens
tallowing direc
Ttrm
Dapoait 1tina
(a)  Per local depo
Per
Par N,5.F.
Blank Cepanit

Coupan
pear caoupon

Wisconsin 1,0,
per presentati

Ledjar irems

(1]

(11) Fer cha

Uthar Thach

fa) Blank (tecks

(1) Serles A,
par 1030
n

{3} Baries

()} Series

L1

Raconci |
ftoraje

Micruofi
use = pi

Micraliy
pear micy

‘e Ind
Elcha

Microlliche
yrintoute

ima
-

transit deposit

ale

CoMPENSA

ti provide the ssrvices
(havd doliag) charge per item:

it Aten

item

ites

tickatn

Band
on

Camrl ON us

CiDLE M. N,
rha
= par 1000

I. andd X =

wa for

jes of
r micr

= par

Trana

.

A8 spmcified for the

Dollars fer item

1000

Intarest Collaction fervice

Coupans

and ®

chacks

yer 1000

urer's use

mputer
Ehcn




{. Lockbox Services
(a) Withholding

(1) Eoployecs deposit repo -t form =
aach

(2} Microfilming repoct fr.ra - sach
(b) Motar and Special fuel

(L} Motor fuel report fora - sach

(2) Special fuel report forms - sach

(3) Microlilaning repart form = sach

Mire Transfer Services
(a) Trederal Wire - sach
(] PBank Wire = esach

{c) Telephone advice - sach

Securities Clearance Services

(a) Transaction = each

Governannt Bond Services

{a) per Bond

Transporcation Servicas

la) Cash plek-up frem State Treasurar's
Office, Madison = Fer trip

{b] Depanit plck-cp from Department of
Revonue, Milvaukes = per zrip

Plck=up and dalivery of various itess
{checks, deposits, carcelled checy,
microfiln, etc., no cash) round trip
from Working Pank ta Madlson affices of
State Treasurer, Department of Pevenue,
and Dapartment of Transportation

per round trip

Special Lourier run

(1) Faderal Reserve |ank, Chicago =
per trip

{2} Chicayo Locp Banka

oM
LI

In lisu of a direct charqge lor the asrvices relerred to
above, this bank agraes that |t may Be cumpansated by collectsd
balances in the State Tre surer's account.

The bank agrees to credit as payment for
An amount equal to one day's
y*&¥) using an Inter

af tha monthly average of the 90 (91=92) Jay U8, T¢
.' on each dollar of collected balances (lass r
ulremants of the Fedearal FPaserve Mana) left an hand each
during the month In the State's sccount.

“an zeported In the Roodys Band Survey

In the avent at the application of this faraula
produces a credie Lin excass of manthly charges, the bans agrees
to apply wuc edit towardas the following month's
charges, C Yo the State will Aw up ahy deflicit by
Increasing balances the folloving maont!

Dated this day af
.

Nasa of Bank;

My

Title

Attean

Title
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MEMBERS OF THE STATE BOARD OF INVESTMENT
HON. WENDELL R. ANDERSON, GOVERNOK
HON. ROBERT W. MATTSON, STATE AUDITOR
HON. JIM LORD, STATE TREASURER

HON. JOAN ANDERSON GROWE, SECRETARY OF STATE
HON. WARREN SPANNAUS, ATTORNEY GENERAL

THE ADVISORY COMMITTEE ON STATE TRUST FUNDS

Active Members
Franklin Briese, Chairman of the Board (retired), Minnesota Mutual Life Insurance Company, St. Faul
Robert S. Davis, C.F.A., Executive Vice President of Finance, The St. Paul Companies, Inc.
Gaylord W, Glarner, Senior \ice President, First Trust Company, St. Paul
James C. Harris, Vice Chairman of the Board of Directors, Northwestern National Bank of Minneapolis
John M. Harris, Investment Counsel, Northern City National Bank, Duluth
John H. Herrell, Vice Chairman of Investment Committee, Mayo Foundation, Rochester
Donald E. Jondabl, Executive Vice President, Finance, Northwestern National Life Insurance Company, Mint.e-
apolis
Laurence R. Lunden, former Vice President, Business Administration, University of Minnesota
Dale R. Olseth, President, Medtronic, Inc.
Norman Terwilliger, /nvestment Counsel to the Minneapaolis Teachers Retirement Association

Members Emeriti

Hermon J. Arnott, retired Chairman of the Board, Farmers and Mechanics Savings Bank of Minneapolis
Francis Hassing, former Investment Counsel to the Board of Regents of the University of Minnesota
Maxwell B. Hight, Section of Administration, Mayo Four.dation, Rochester

INVESTMENT DEPARTMCENT PERSONNEL
Robert E. Blixt, B.A.,, M.S., J.D., C.F.A.
Executive Secretary
A. Arthur Kezese, B.A., C.F.A.
Assistant Executive Secretary

Betty J. Eskuri
Margaret I, Conley Portfolio Coordinator Judy A. Kaufman
Administrative Assistant Secretarial Assistant
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Portfolio Managers and Financial Analysts

Money Market Securities Equity Securities Fixed-Income Securities
Grant A. Feldman, Jr., 8.5, Miles J. Cohen, B.8.A., J.D. N. Rocert Barman, 8.C. 5., M. A,
Howard J. Bicker, 8.A. C. Robert Parsons, 8.S. Arthur N, Blauzda, £.5., M.B.A.

Michael L. Hudsen, 8.5., M.B.A., C.F.A.
Roger W. Henry, B.A.
Peter G. Robb, 8.A.

Secretarial & Investment Assistants
Peggy Johnson Dedra L. Johnson Rita Rivard Becky Thoma
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Roger A. Derksen, 8.8.A., C.F.A,
Investment Operations Director & Financial Analyst

Meg J. Arneberg, 5.A. James E. Oss, 8.A, Harold Syverson, 8.A.
Computer-Investment Assistant Transaction Supervisor Securities Trader

Accountants & Statistical Assistants
Thomas L. Delmont, B.A. Alice P. Chermak Audrey |. Moore
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‘@  MEMBERS OF BOARD:

GOYERNOR WENDELL R. ANDERSON

STATE AUDITOR ROBERT W. MATTSON

STATE TREASURER JIM LORD

SECRETARY OF STATE JOAN ANDERSON GROWE
ATTORNEY GENERAL WARREN SPANNAUS

ROBERT E, BLIXT
CIECUTIVE SECACTAAY

% STATE OF MINNESOTA
STATE BOARD OF INVESTMENT

Room 105, MEA Building
55 Sherburne Avanue
Saint Poul 55155

A-ugust 20, 1976

Members of the Legislature of the State of Minnesota:

The Investment Staff of the State of Minnesota is most appreciative of the policies and procedui=s approved
by the State Board of Investment and Advisory Committee on State T .st Funds during the past few years. The
results, as detailed in this report, have been very satisfactory by any standard — particularly those which may be

® considered appropriate for public funds.

Short-termn money-market investments, retirement accounts, trust funds and other investment portfolios are
often considered to be staid and unimaginative when handled by committees representing the general public.
Yet, the Investment Staff has been most impressed and enthusiastic about the encouragement, support and ideas
put forth by the Advisory Committec and Board members. The success of the portfolio in calendar 1975 and
early 1976 has been due to the support received in implementing an agp essive purchase program in late 1974
and 1975 - at the time many investment experts were all too apprehensive regarding the future of the natian
e and its economy.

The period covered by this report includes the fiscal year fren July 1, 1975 through June 30, 1976, Previous
reports are available since the year 1960.

Although there were no significant changes in Minnesota’s investment laws during the 1975 and 1976 legisla-
tive sessions, varioas inter-department procedural changes and the use of new types of securities have resulted in
® an improved investment program — one which, in our opinion, is more pertinent to the needs of the constituents.

One feature of Minnesota statutes which is sometimes misunderstood by legislitors and retirement fund
beneficiaries is that “market valuations™ which determine retirement fund benelits and values in the Variable
Annuity Fund and the Minnesota Adjustable Fixed Benefit Fund are based on bi-monthly security prices averaged
over a two-year period. Therefore, the results of these two funds for fiscal 1976 will stll be dependent, to some
degree, on the low prices prevailing on both stocks and bonds in late calendar 1974, Actually, the State accounts

[ were much benefited by this decline in securities values,  We were able to inerease our holdings significantly at
substantially lower prices.  Yet, because these prices are still included in the statistical base from which fiscal
1976 year-end results are computed, the investment progress of these two funds appears comparatively *inimal
for this past fiscal year. It must be emphasized, however, that the computations and ratios already eftfective for
this fiscal year — that ending on June 30, 1977 - indicate substantial t fure ga ns Yor both the Variable Annuity
Fund and the Minnesota Adjustable Fixed Benefit Fund,

@ The Investment Staff is particularly appreciative of the work ol the Advisory Committee on State Trust Funds.
This gronp was formed in 1961, at the tme the statutes first anthorized equity investments in Minnesota's retires
ment funds. Most of the members originally appointed still serve on the Committee. Their investment expertise,
based on their responsibilities and work as leaders of Minnesota's investment community is enhanced by this long

~ 5 period of service and their knowledge of retirement legislation and inveitment problems during the past 15 years.
It is to be noted that, despite the unquestioned expertise of these members, their service is offered without com-
pensation,  Every member of this Committee is, or has been, a portfolio manager or research director of 4 major

P Minnesota institution,

The a.counts supervised by the State Board of Investinent are divided into several groups, each governed by
individual statutes and managed under different policies.  The fumd groupings, together with thewrr approximate

book valuations as of June 30, 1970, are as follow

Invested Treasurer’s Cash Fund, $580.9 million. This fund includes all tax receipts. Since 1969, prime quality
corporate notes have been eligble for use in this account, i addition to U.S, Treasury and agency obligations
% maturing within three years,

Highway Funds, $216.9 million, These accounts include U.S, Treasury obligations, debt mstruments issued L
) U.S. government agencies and short-isrm corporate notes due within 270 days of the time of purchase, The
moneys are used for the building and maintenance of highways, roads and streets throughout the state,




Miscellaneous Welfare, Departmental and Temporary Funds, $167.4 million. These funds are invested according
to the terms of particular statutes or applicable policies, primarily in U.S. Treasury securities. The major portion
of these accounts consists of proceeds from bond sales; the moneys will be used within a comparatively short
period of time for state building needs. Also included are endowment funds and trust accounts held for
various institutions. During the past two fiscal years, these funds have been increased through the investment
of bond proceeds from szcurities issued by the .linnesota Housing Finance Agency. This investment total
varies according to the needs of the agency in providing funds to Minnesota's home buyers

Minnesota Adjustable Fixed Benefit Fund, $648.8 million. This account, administered by the State Board of
Investment, may include a maximum of 50% in stocks with the remainder in debt securities. Retirement
benefits are paid to all retired employees from the principal and earnings of this fund. A two-year average
“total return” from this fund, in excess of the 57 actuarial assumption, has been used to augment pension
benefits. Earnings and market appreciation during the early 1970's resulted in an increase in the pensions
paid by the various participating retirement funds of from 2% to 4% at the beginning of the 1972 calendar
year; increases of 4'A% to 5%% were paid at the beginning of the 1973 calendar year. The Legislature pro-
vided for an additional 25% increase which was paid in two installments - in July 1973 and January 1974.
This adjustment was made at the time that the statut:s applicable to the retirement systems of Minnesota were
modified to provide benefits based on salaries paid during the “five-high years' of employment. Because of this
complete statutory revision, the reserves accumulated during the early 1970's were used to provide very sub-
stantial increases for those previously retired, Despite the lower stock and bond markets experienced in 1973-
1975, recent portfolio results indicate additional pension increases beginning in calendar 1978 or 1979,

Basic Retirement Funds, $1,035.7 million. Six state-managed retirement funds, invested separately for employee
groups, include U.S. Treasury, municipal and other governmental securities, U.S. government-guaranteed obliga-
tions, corporate bonds, short-term corporate notes, and common stocks.

Supplemental Retirement Fund, $62.6 million. This fund was established in 1967 for employess of the State
College Board and State Junior College Board. The fund consists of three accounts, one of which may be
invested up to 100°% in equities, emphasizing potential growth with the accompanying market nsks. The
second includes long-term bonds and stocks oriented toward current income. The third — the Fixed Return
Account wis initiated on July 1, 1974, and includes only bond investments; it provides an interest yield
over a penod of time commensurate with the average hife and call protection inherent in the bonds purchased.,
Legislatures since 1969 have made one or more of these accounts available for use by police and fire fighter
reliel associations throughout the state, various county employees, those members of the state service who are
“unclassified” and do not have the benefits of tenure, and stiute employees who wish to participate in a deferred
income plan through which a portion of their saluries may be taxed at the rates in effect at the time of their
retirement,

Minnesota Variable Amnuity Fund, $33.9 million. This fund was established by the 1969 Lepistature and was
made etfective in cariy summer 1970, The account now includes o diversitied list of common stocks, some
long-term debt instrurnents, and reserves in the form of short-term fixed-income securities.  The participants
are teachers who chose this type of program, which provides reticement benetits based on long-term invest ment
performance.  Because of the many advantages mherent in the new “five gh year™ plan, the Varable
Annutty may not now be opted by new teachers but s still available to present members of the State's educa
tional system,

Trust Funds, $267.6 million. The Permeaent School Fund, invested for the benefit of the school chuldien ol
Minnesota, includes U.S. Tredsury secvities and government guaranteed obligations, corporate bonds of long
and short matunties, and common wacks, The Internal Improvement Land Fund includes only U8, Treasury
obligations

Because of the diffening mvestrient policies applicable to these funds, a short review of the history and needs
of the various accounts 18 provideo along with a histing of secunties.

INVESTED TREASURER'S CASH FUND

s pooled fund reached neo hughs in size and activity during the past three fscal years, [t represents most
tax recerpts and other Stute revenues  In late summer 1974, 0 was evident that tax accumulations werne somewhat
greater than the amounts allocated for expenditures dunmg fiscal 1975 After this “surplus™ was dentified, the
State’s admpsteation, the Legislature and the Investment Board took action approprate 1o imerease the eatnings
trom the fund and, vet, mantoned the required lipadity due to the economic ancertainties and the anticipated
needs of the State duning the next biennium




Because it was evident that a portion of this “surplus” would remain in the account until fiscal 1976 and 1977,
securities in an amount exceeding $100 million were extended in maturity from a few days to a range of from nine
months to three years during early autumn 1974, This extension, at a time when interest rates were higher than
prevalent for many years, produced significant added income to the account. The 1976 fiscal year-end total invest-
ment of $580.9 million is the second highest in Minnasota's history, it was exceeded only by the $607.8 million
invested at 1975 fiscal year-end.

The Investment Department personnel have been helped by the coopcration and interest of the State Treasurer's
office in providing current information — several times per day - regarding the investment needs and possibilities
in this fund. The Finance Department, over the past few years, has also led in determining new investment
potentials in order to maximize interest earnings for Minnesota State funds.

Interest earnings from this account have fluctuated considerably due to the varying size of the funds invested us
well as the wide swings in interest rates applicable to short-term obligations of high quality. Record high earnings
of $14.8 million were reached in 1969 — up from only $6.0 million in 1966. The small amounts available for
investment in 1972 combined with low rates resulted in earnings of only $4.2 million during that fiscal year. This
ligure increased to §7.2 million for fiscal 1973, $22.0 million for 1974, and a new high of $37.5 million for fiscal
1975, These earnings declined to $35.0 million for Niscal 1976 because of somewhat lesser fund totals throughout
the year and lower short-term interest rates in effect,

Under the terms of 1973 legislation, the Investment Department buys and sells according to oral certification
of cash available by the staff of the State Treusurer and the Department of Finance. n recent vears, there has
teen an increase in the use of repurchase agreements and of short-term instruments so that funds may earn money
over the shortest of periods — sometimes one day or over a week-end, Statutes require that securities in the
Invested Treasurer's Cash account extend no longer than three years in maturity.

THE HIGHWAY FUNDS

[he funds held for street, road and highway construction in Minnesota may be invested in honds eligible for
purchase by the Permanent School Funa wi»d commercial paper used in the retirement accounts. At present, these
funds own short-term U.S. Treasury and agency securities, repurchase agreements backed by U.S. Treasury or
agency obligations, short-term corporate notes, and securitics guaranteed hy the US. povernment throueh the
Government National Mortgage Association. The Commuissioner of Highways certifies the amounts ot needed in
the immeduite future, these sums are invested in maturities approximating the expected dishursement schedule of
the highway depuartment. The program includes considerable reinvestment and adjustment of maturity schedules
because of the time necessary for planning, purchase of nght-ol-way, and construction ol highways  The amoumnt
of highway Tunds invested tluctuates throughout cach fiscal vear, they totaled from S151.0 million to $208.5
million during tiscal 1974, from $134.0 mdhion to S168.0 million during Tseal 1975, and from S132.0 milhon to
§216.9 million during fiscal 1976, These avcounts show temporary increases after the sale of state highway bonds,
until the proceeds are used for construction purposes,  The inerease in investable monceys during the past Giscal
year was due to an increase i the pasoline tax from 7¢ to 9¢ on July 1, 1975, and a revised program of anto-
mohile license tax collections so that payments are made at dates throughout the year. Due to these changes in
imcome potential, the Highway Department and the Stite Board of Investment are reviewing the needs ol these
funds so as to maxamze the mcome potential fro n the mvestment securitics

Ihe earmings (rom these accounts increwsed from $1.7 milbon i fOscal vear 1989 to §7.7 aullion an fiseal
197 $9.5 million m hiscal 1971, §9.0 million i each of the two fiscal vears 1972 and 1973, and S13.8 million
i fiseal 1974 Earmings were reduced to S12.5 million in fiscal 1975 and to $11.0 mullion in Liseal 1976

Ihe income earned from these highway fund investments benefits the counties and municipalitics in Minnesoty
duectly through the County State Aid Hizhway Fund and the Municipal State Aid Street Fund.  Earmings (tom
the Trunk Highway Fund are used for the overall state highway program

STATE COLLEGES, WELFARLE, AND DEPARTMENT OF CORRECTIONS

Fhie State Board of Investment is responsible for the investment of individual and poated endowment accounts
appheable to scholarshups and the support of state institutions, certmn funds designited Tor wellare purposes, and
patient and anmite accounts i bothoweltire and correctiomal institutions,  Purchases are limited to U8, T sasury
obliganions, exeept i nstances where individual gifts or bequests provide Tor the use of othet investiments




Schedule I reviews the short-term corporate notes and the U.S. government and agency obligations held by the
Invested Treasurer's Cash Fund, the highway funds, and the miscellaneous departmental funds on June 30, 1976.
As has been indicated in previous paragraphs, the Investment Department has substantially increased its activity
in the use of these short-term debt obligations in order to maximize yields and, thereby, increase the income to
the accounts, The Money Market Securities Division of the Investment Department supervised shart-term securities
totaling over S1.1 billion on June 30, 1976. In addition to those listed on Schedule I, there were substantial
short-term investments held by the retirement funds and the Permanent School Fund.

THE MINNESOTA ADJUSTABLE FIXED BENEFIT FUND

The Minnesota Adjustable Fixed Benefit Fund includes the assets representing the reserves from which pensions
are paid to individuals who have retired; these recipients are members of various public funds including the six
basic retirement funds managed by the State Board of Investment and the fund administered by the Municipal
Employees Retirement Board of Minneapolis. There has been a substantial revision in this portfolio during the past
five years because of the many diff=rent holdings transferred into the account during the 1969-70 [liscal year.
Although substantial reserves were accumulated to make possible the continuation of a high level of pensions dur-
ing years of stock price downturn, these reserves were distributed to retirees during 1974 to compensate partially
for the higher pensions now being paid under the “five high year” plan. Because the 1973 and 1974 downturn
in the stock market coincided with a higher rate of inflation, there is some impetus to use the increased yield
generated through the price appreciation of both bonds and stocks to provide a basis for adjusting pensions as a
compensation for inflationary pressures. In this way, the employer group — the state, municipality, county or
school board - would face the risks of long term market fluctuations, whereas the individual would receive bene-
fits more dependent upon actual changes in the cost of living. Concern has been expressed, however, that this
account would lose its “complete funding' and become less sound from an sctuarial standpoint if long-term benefit
improvements were based on the cost of living rather than on actual investinent performance.

Under the provisions of 1971 legislation, the net rezurn to the Minnesota Adjustable Fixed Benefit Fund was
determined on the basis of income and an avezage of the market-to-cost relationships taken bi-monthly over a two
vear period. This interpretation of investment results meant that a substantial contribution toward the cost of the
increased pensions in the state muanaged funds was met from this “total return” during the period through 1973;
the portion attributable (o the Municipal Emplovees Retirement Board of Minneapolis was used toward higher
pensions and inereased reserves. The 1974 Legislature established a “new base™ below which pensions may nol
deciine. This figure was established at the level of pensions patd during 1974, The 1975 Legislature granted com
paratively modest one-titne payvments to retirement fund participants in lieu of any increased benefit from this
fund. In early calendar 1976, the Legistiture appropriated a portion of the high earnings accured from the invest-
ments in the Invested Treasurer's Cash Fund as a supplement to those retirees who were receiving benefits com
puted on the basii of legislation in effect prioe to the “live-high years™ statute, This supplement to pensions in
Minnesota to be granted to members of vanous munictpal and teachers’ funds as well as those managed by the
State Doard of Investment — will tend to aid those retirees not benefiting from recent legislative programs,

Benefits accruing from the market action and net yield huve not increased during the past two years for several
reasons including the “two vear averaging' on rate of return which still includes the lower valuations prevalent
in 1974 and 1975, Other tactors include a change in the actuarial assumption applicable in the fund of fram 47
to 5%, an allocation of certain moneys ta pre-1973 retirees and shight adjustments in some cases in order to pay
the full increase in benefits legislated during 1973 and 1974

Common stocks may comprise up to 507% of this portioho, with convertible debentures limited to an addi-
tomal 10%. On June 30, 1976, the percentage committed to common stock mvestments, on a4 net orginal cost
basis, amounted to 45.265% of the portfoho, declining fraom 48.92% on Dezember 1975, During the past six
months, there have been substantial portfolio revisions due to the recent ineeeases in stock prices with the ac-
compuanying opportunity to balance the sales of less successtul stocks with those which had shown substantiil gains
in price during the past 18 months. This portfolio revision, combined with 4 consolidation of bond holdings and
chmination of securities held in smuller quantities, will continue duning the months ahead

This fund increased in value by S100.6 mullion during the Gscal year. This sizeable inermase s due to the fact
that the pensions baing paid to present retirees have been raised substantially theough recent legslation.  The
ligher value was due to 3943 nollion in net contributions and meome. An additonal upwa o adjustment ot $6.3
million was due to Ingher matket luations,

FHE BASIC RETIREMENT FI'NDS

The State Iavestment Board manages six accumulation retirement accounts which include both emplover and
cemployee contributions duning the employvee's working pertod, at the time of retirement, the a4 tets are transferred
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to the Adjustable Fixed Benefit Fund. Common stocks may total 50% of these accounts, At the time of this
writing, equities comprise approximately 46% of each fund on a cost basis, wi*h the remainder invested in debt
securities of the U.S. government, its agencies, Canadian governmental units, and United States and Canadian
corparations, Common stock commitments totaled nearly 50% of these accounts on a cost basis on December 31,
1975. Since that date, profits have been taken thrcugh the sale of many equities, as the Dow Jones Industrial
Average approximated the 1000 level. The Department’s researcli personnel and portfolio managers also have
suggested a revision in the composition of the equity portfolios so as to include higher holdings of those stocks
showing particular promise — with assured earnings and dividends in the years ahead.

The 1969 Legislature made it possible for each fund to include a small portion of unrealized gains in the income
portion of the account through a procedure which applies after the market valuations of equities exceed the
original cost price by 15% for six consecutive two month periods — or one year. At such a time, an amount equal
to 3% of the cost of the equities could be added to the retirement fund for actuarial and accounting purposes.
The first such increase occurred on October 21, 1972; this was followed by a second increase on December 31,
1972. Because of the probability that suca market increases would not continue, it was decided that each of
these increases would be added tou the income accounts in three equal installments during three successive fiscal
years. The f[irst increase applied during fiscal 1972, 1973 and 1974, while the second increase was applicable in
fiscal 1973, 1974 and 1975.

The 1973 Legislature modified the law to jrovide for such an increase or decrease whenever the market valua-
tion of s:quities varied from the revised cost figure by 10% for six consecutive two month periods. The market
downturn durin, 1973 and 1974 resulted in the first 3% downward revision on February 28, 1975, A second
decrease applied to several of the retirement funds on April 30, 1975. Because the 1973 statute authorized the
computation of such vield declines over a five-year period, it is anticipated that the net effect of such calculations
will be minimal when computing fund yield performance on a long-term basis.

By carly calendar 1975, hecause of rising stock prices, it was evident that there would be no further downwiird
adjustment in the statutory valuation of equitics for an extended period.  Schedule HI indicates the net yield
accruing to the three largest basic retirement funds during the period trom 1957 through 1976. During these 19
years, the yield has increased from less than 37 to nearly 675, Footnaote {4, following Schedule 111, explains the
cffect ol "he statute tying equity valuations to the stock market.

Schedule 1V lists the securities held in the three largest basic retirement funds on June 30, 1976, Because of
the identical purpose for which these accounts are established, 1t has been Investment Department policy to use
the same securities in each account, whenever funds have heen anoilable, A differing tlow of new moneys, how-
ever, has resulted in varying cost and a somewhat different overa!l composition of these three accounts. Because
of the recent sales of equities, the net original cost of stocks n the three major accounts increased from $392.3
million on lune 30, 1975, to $422.6 million on June 30, 197¢, The market valustion of these equities showed a
greater jnerease, from $397.2 multion to $4600.9 mullion,

The Public Employees Police & Fire Fund wis established during the early 1960% in order to provide an invest-
ment velicle for the smaller police and fire Tighter orgunizations throughout the state as well as for larger organ-
zations which chose to participate in this retirement plan. Schedule Voncludes the fixedancome securities in this
account on June 30, 1976 and Schedule VI lists the equity portfolio. This account showed a sizeable increase m
value — from $45.3 mullion to $356.3 million during the past fiscal year. Although neatly §2 million of this change
was due to hgher stock market valuations, most of the increase was derived from the significantly higher con-
tnibutions

The Hhighway Patrolmen's Retirement Fund sesulted from a merger, in 1969, of the State Police Officer's
Retirement Association and the Highway Patzolmen's Retirement Association. Because the two previous accaounts
were quite small and had limited and unpredictable flows of new money, the new merged gecount appears to be
more manageable; this has benefited both groups. Scheduls VI includes the fixed-income securities in this account
on June 30, 1976 and Schedule VI lists the equity porttolio,

State, mumecipal and school district bouds comprised over 7107 of total investments in these retirement funds
as recently as the late 1950°; such holdings declined to 0.4°% by June 30, 1976, This decline was due to the sale
and maturity of bonds as well as the placement of all new money in other types of securities. Hecause most ol the
remaining “municipals’ consist of odd lots that carry either no rating or a low rating by the services, it 1s presumed
that a large portion of these bonds must be held to matunity.  In recent years, the mumecipal bond dealers and

fiscal agents of the Upper Midwest area huve been most helpful in aiding the State's sales of these securities.

[he Judges Retirement Fund was established in 1974 no permanent investments were purchased until the [978
fiscal year, Because of statutory himitations, tue percentage of funds invested iy equities may be increased by only
5% of total investments each year. Dunng the 1976 fiscal period, the fund was subject ta a 105 equity limitation.
Schedule VI lists the (nvestiments as of June 10, 1976,

[#]
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THE MINNESOTA SUPPLEMENTAL RETIREMENT FUND

The three uccounts of the Minnesota Supplemental Retirement Fund are invested in accordance with three
different philosopnies in order to meet the individual nceds and desires of the participants. The income share
account, limited to 50% in common stock, consists primarily of high quality corporate bonds and emphasizes
compuratively higher yielding equities of well-known companies. The growth shure account, on the other hand,
may participate in the equity market up to 100% of total assets and includes stocks of companies offering a low
current yield and representing firms which may have significant long-term potential from the standpoint of earn-
ings growth. These stocks tend to fluctuate in price to a far greater extent than those in the income share ac-
count. The fixed return account, invested entirely in bonds, is not subject to changes in market fluctuations. The
amounts contributed each year into this account, however, will earn varying interest rates depending upon the
existing yield structure.

The growth share and income share accounts were established on a unit basis on October 1, 1967, with each
unit worth $10.00 on that date; due to a two-for-one split on June 30, 1973, the curreat units had a net worth
of $5.00 on inception date. A summary of the market valuations experienced by the two accounts since the
beginning of the program in 1967 is as follows (as adjusted for the two-for-one split):

Income Share Account Growth Share Account
High Low High Low
Oct. ‘67 — Dec. ‘68  $5.52(Nov.'68) 3498 (Oct.'67) $5.44 (Nov.'68) §54.52 (Feb, "68)
1969 5.40 (Jan.) 4.99 (Dec,) 5.32 (Oct.) 4.71 (July)
1970 5.69 (Dec.) 4.21 (Jan,) 4.94 (Feb.) 3.73 (June)
1971 6.30 (Dec.) 5.86 (Jan.) 6.21 (Dec.) 5.09 (Jan.)
1972 7.11 (Dec.) 6.36 (Jan.) 7.92 (Dec.) 6.47 (Jan.)
1973 7.15 (Sept.) 6.69 (Nov.) 7.53 (Jan.) 5.2% {Dec))
1974 6.80 (Feb.) 5.31 (Sept.) 5.35 (Jan.) 3.21 (Sept.)
1975 7.12(Dec.) 6.26 (Jan.) 5.17 (June) 3 95 (Jan.)
Jan. — June ‘76 8.00 (June) 6 94 (Jan.) 5.52 (June) 5.28 (May)

Schedule IX lists the assets in the income share account on June 30, 1976. Because of the increase in both equity
and bond valuations during the past 18 months, this account has shown particularly favorable market results, The
comparative “safety” of this portfolio, due to the type of stock used and the diversification between fixed-income
and equity securitizs, has resulted in its use by mast retirement organizations eligible to participate in the Supple-
mental Retirement Fund. It is anticipated that the results, over a period of years, will never be spectacular, but will
tend to be satisfuctory from the standpoints of safety, yield and long-term growth.

Schedule X consists of a hsting of the sceunties in the growth share account on June 30, 1976, Under the terms
of the Prospecius for the growth share account, it is a policy of the Department to mantain a steady investment in
stocks of companies which evidence growth potential. It has also been an established policy to avoid extreme “buy™
or “sell” programs which could result in a high cash position for a brief period of time, Such a program can be
disastrous if the market makes unanticipated moves. This means that the account is in a reasonably fully invested
position at all tumes and will continue to be subject to sigmficant chunges in market values, particularl, during
periods of stock market increases, as in 14972, and during times of market uncertainty and dechine, such as during
1973 and 1974, The upward movement of stock prices in 1975 and 1974 resulted in sizeable increases in market
valuatious of the growth share account, [t s apparent, however, that those stocks waich led the market increases
during the 197]1-73 period may not provide ~.m-lt leadershup in future market recoveries. Ve are now revising the
investment policies applicable to this fund to achieve a greater degree of diversification by industry and to imclude
equities representing broad segiments ol our economy.

The asscts in the fixed return account, established on July 1, 1974, are listed in Schedule X1 Unit valuations do
not change, they are arbitracily set at 35,00 per unit, The return from this fund is based entirely upon the rate of
interest received from the bonds purchuse:d in the account,

Under the provisions of the applicable statutes, the Investment Department establishes an “indicated rate' of
return for the coming fiscal year on July 1. On July 1, 1974, this rate was set at 8.507¢. The bonds pur hased
during the hscal period provided a yield somewhat higher than that anticipated. The participiants — then consisting
only ot individual retirement tunds - received 9107 on all contributions made during the 1975 fiscal year, Duniny
fiscal 1976, the plan was broadened in scope to mnclude tindividuals who wish to participate i a fixed-return invest-
ment under varons retirement or deterred income plans, In early July 1976, the return for individual pagticipants
Was set at 8.97% for those contributions recawved duning the 1976 fiscal vear. This rate will be subject to change
annually

The contributions received from the vanous retrement orgamzations will provide earnings of 8.8% during the
past fiscal year, with an indication that the rate set on these contnibutions wall continue for another nine years, or
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through June 30, 1985. The slightly lower rate attributed to the institutional participants is due to the fact that 2
portion of the income will be set aside in the form of reserves to provide for any possible future diminution of
income. Most bonds purchased during the year may not be refunded at a lower interest rate for a ten-year period,

Because of the uncertainties in the economy, an assumed rate for the 1977 fiscal year has been established at
7.50%. Participants will be paid a higher rate of return if the securities purchased during the coming year warrant
such payments.

There is a substantial amount of interest in the fixed-return account because of the investment uncertainties made
evident by the 1973-74 decline in both the stock and bond markets. The idea of a definite interest earnings — with
ro dependence upon stock or bond market fluctuations — apparently has great appeal to many fund participants.
Because of the response to this new account, the assets increased from 51.0 to $4.2 million during the 1976 fiscal
year. The significant influx of incoming contributions to this account has resulted in considerable reserves being
held in short-term invectments. These moneys will be placed in securities of longer maturity for which commitments
are being made. It is the intent of the Investment Department that approximately 30 to 40 issues of fired-income
securities be selected within a comparatively short time so that ti.c fund may be assured of adequate industry diver-
sification. It is emphasized that the bonds purchased are cercentrated in the AAA and AA quality levels. This will
add to the safety applicable to the fund contributions and should minimize the chance of loescs,

MINNESOTA VARIABLE ANNUITY FUND

The Minnesota Variable Annuity Fund was advocated prior to the adoption .f the “five high year" plan by the
Teachers Retirement Association. The participants received a net return of 5.4500% in fiscal 1971, 9.1670% for
fiscal 1972, and 6.2393% for fiscal 1973. During fiscal 1974, the participants suffercd a decline of 4,1478%, fol-
lowed by another decrease of 17.9638% during fiscal 1975, und a decline of 0,010 15 for the fiscal year ended
June 30, 1976. The laws applicable to valuations and computation of net return dic tate that a two-year period be
useu in calculating increases or decreases to the fund. As has previously been indicat: d in this report, the stock and
bond market “lows™ of 1974 will be used in these calculations until mid-1977. Th.refore, the Minnesota Variable
Annuity Fund will not show a positive net return until the end of the 1977 fisc~i year. Market-value-to-cost ratios
already applicable to the June, 1977 computations indicate a significant posit.ve net return for the next fiscal vear.

Although most variable plans are based entirely on participation in «.uity investments, the widespread use of this
fund and the fluctuations in the stock market since the account’s weeption have caused the investment department
to adopt a policy which includes approximutely 25% to 35% in fir :d-income mvestments.

The option for the Variable Annuity was terminated during fiscal 1974, Therefore, the fund will continue only
as an investment medium for those teachers who have already chosen to have a portion of their retirement moneys
invested in accordance with the Varlable Annuity concept. The securitics in this fund on June 30, 1976, are listed
on Schedule XII,

THE PERMANENT TRUST FUNDS

The State's permanent trust funds showed their greatest rate of growth durning the 1940 and 1950's. Until 4
constitutional amendment was passed tn 1956, half of the r ceipts from the iron ore occupation tax accrued to the
principal of the permanent trust funds, which were invested for the benefit of the schools, the University of Minne-
sota and other state institutions. In recent years, th e entire receipts from this tax have been applied directly toward
meeting the State’s current educational neads,

During the years immediately tollowing the adoption of the constitutional amendment, long-term low-coupon
U.S. Treasury bonds were sold from the Permanent School Fund, with the procecds being in sted in higher vielding
corporate securities, In accosdance with this amendment, corporate bonds were purchas | to the approximate
maximum ot 40% of the fund. During the past several years, however, mortgage backed securities guaranteed by the
U.S. povernment and issued through private organizations in cooperation with the Government National Mortgage
Association have offered a yield comparable to or gr=ater than that recewved from corporate bonds of similar quality
These Government National Mortgage Association mortgage backed securities were purchased during the summer
months of 1974 at vields as high as 10.14%, Because of the lack of int!aw of new cash nto this fund, the gradual
teturn of principal offered by this type of investment has been very attractive; we have thus been able to maintain a
cash flow for current investment needs,  During fiscal 1970, additional types of United States Government
puaranteed securities were used, they have added both quality and vield to the fund. Arrangements between the
State Board of Investinent and the Minnesota Banker's Association have resulted in a program through which the
Permancent School Fund has purchiased those portions of Small Business Administration loans which are guaranteed
by the United States Government, These loans are arganged through various banks in Minnesota and are "pooled”
theough the facilities of the Sumunit National Bank of Richfield, This program, initiated through the cooperation of
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the Governor, the State Treasurer and the Minnesota Banker's Association, appears to offer a unique oppor‘unity to
achiese a comparatively high yield and an adequate cash flow to this permanent trust fund. It also mark: a unique
opportunity for following prudent investment principles in achieving an appropriate yield, while aiding the develop-
ment of businesses in Minnesota.

Within the past few months, we have negotiated for other United States Government guaranteed securities based
on hospital mortgages throughout the United States. These securities also offer a comparatively high yield, a con-
tinued repayment of principal and the highest possible quaiity,

Because of the comparative attractiveness of United States Government backed securities, the corporate bond
portfolio has been reduced to 29.8% of the book value of the Permanent School Fund; it is anticipated that the
holdings of high quality debt securities will be increased as more appropriate vield spreads become prevalent. United
States Government and government guaranteed obligations constitute 47.7% of the book value of this account;
coinmon stock investments are maintained very near to the 20% limit,

Schedule XIII indicates that the investment changes have resulted in an increase in net yield from 2.68% during
the late 1950's to 5.54% during the 1976 fiscal year. A very marked increase in return during the past {ive years
was possible because of the use of United States Government guaranteed obligations. A portion of the income will
be transferred on an annual basis to the principal of the account to replenish the book losses taken through the sale
of long-term Umt=d States Tieasury and corporate fixed-income obligations during the past 15 years,

Schedule XIV lists the securities in the Permanent School Fund on June 30, 1976

® & & ¥ ¥ 4 &k =

A review of policies concerning the placement of business, together with o summary of transactions completed
during the fiscal year Jrom July 1, 1975, through June 30, 1976, follows the schedules described above.
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The investment results achieved tn fiscal 1975 and 1976 have been particularly pleasing to the Departmental staff.
The cooperation and advice received from the members of the State Board of Investment and the Advisory Com-
mittee on State Trust Funds played a mnast important part in achieving these results. It is now evident that the funds
benefite . considerably through the significant purchase program completed during late 1974 and 1975, Likewise,
the income {rom the Invested Treasurer’s Cash Fund has been increased both through the a cumulated surplus dur-
g the pertod of high interest rates and the degree of attention accorded this account by the varniow, State finunce
offices,

The Investment Department is also appreciative of the cooperation by the staff of the Legislative Commissian on
Pensions and Retirement and by the interest shown in the State tunds by the securities dealers, brokers and research
personnel throughout the securities industry. Although the many Minnesota investment accounts must be roanaged
under widely different investment policies and procedures - in order to achieve individual objectives — it is hoped
that all of these funds can be invested so as to be of lasting benefit to the beneficiaries and to all citizens of Minne-
sola,

Respectiully submiutted,

Tkt & Z3hat-

Rabert E. Blixt, C.I'. A.
Executive Secretary

REB:be




SCHEDULE XIl!

STATE OF MINNESOTA
STATE BOARD OF INVESTMENT

PERMAN ENT SCHOOL FUND

RATE OF RETURN ON AVERAGE AMOUNT INVESTED DURING FISCAL PERIODS
June 30, 1976

Toud

Imvritmant

Average Fash Imcame [

Boak Valua Velut ler Yoor Ending
11 Yoae Endirg (2) 134)

June 10, 1387 $244,70047547 $742,386,448 84 $ 548639970
December 31, 1557 $248 55806299 - -

June 30, 1958 $249.513.210.04 $247,596,592.43 $ 6512.261.4)

December 31, 1558 $252,024,350 47 -

June 30, 1958 $251,242.884.5) $251,693,83035 $ 1,005,142.92

Decambier 31, 1959 327552049005 - -

June 30, 1350 $256.2161451.12 $255013512.17 3 LNEELD

Decambar 31, 1360 $259,324,531.57 - -

June 30, 1961 $260.019,500.03 $299,540,156 87 $ 757163592

Decamber 31, 1361 SI61 98170284 - -

June 30, 1962 2762.88, 564 .04 $26' 461289340 3 8610672.52°

Detamber 31, 19582 $164 1039401 - -

June 30, 1963 $264 611,949 36 $262,741 484 50 § 804817008 Ner
Qecambe 31, 1953 $263,110.044 23 - - Ty insent?

Juna 30, 1964 $261,552,1709¢ $163364,928.18 $ 8579,156 0 Tesniler te Income lor Yeld
Decamber 31, 1554 SI6A 704 18547 - - Principl (6] Yow Ending (1) [1}]

Juna 20, 1965 $I62,170 044 10 376347546153 § 9,186,750 66 1 7631626 $ 90965180 JaeN
Datembar 31, 1568 $162,024 B4 22 - - - - -

June 30, 1368 S161 686 301 05 4262060 609 £6 1380070 1 AN $ 3N J 56N
December 31, 1965 S163 433004 18 - =

June 30, 1967 $261 316276 40 1762372307 20 s10.1%102 78 3 %2753 59298036 M SR
December 11, 1857 64 30 404 4] - -

June 30, 1960 s 3764 232,621 10 108510,.070.00 $1L0i6004 18 $ 949575 82 IS

Decamben 11, 1968 SIE6 22586042

Jure 30, 1163 $T64,122,219 06 $164.375.459 6% 51051237080 21100201 0 $ 941763003 BRTLY
December 31, 1969 ST64,791 80095 - - - .

Junw 30,1970 5249 550 08467 $261 82150 23 LIS S1LUM 3006 $10.289,071.9% 1918
Qecomber 31,1970 $148. 210,854 .01 -

e 301971 $143.010 64259 31519462104 $12,180.084 1) S1ANS M6 S0 am LN
Decambor 31, 1971 T150 M8 70294 - - - - -

June 30, 1972 $251 49,060 17 4250 082 AR B 1m0 AR IRLTR L] S11,153 REG AR Ll
Orcambar 31,1512 $191,129.805 00 - - -

June 30, 1971 £242.010 960 0% 1250 467,438 48 I 40282 11 I8 $2361011 60 s an [T
Detember 311911 152,109, M0 &) -

Jane 39, 1974 $rae 00 $142.466,189 2% 314947247 18 1915 10501 $12.501.9208% LRALY
Dacambar 31,1974 154,000,068 17 - - -

hune 30, 1975 $154.753 308 1% $I54 845049 9% 15500848 ) 6N 1,084 2491 M) $13279. 547 § s
Oecombes 31, 1974 $150.109 529 67 - - -

Juse 30, 1975 $257.422, 147 19 TII0A0 120 04

[ 17s] 2193108 18 $14.254.951 1% 5N

Book sriur liguint baned on 1hore Boown en Tromwnt's Genardl Repor on State Feancn on datn ated, meth sdjuabmantn bor cain, maturiim sod insmibmants commitind 154 but nal yol isceved
Begnning Decomber 30 1978 Baok value man laken Hiom State Saard al Liwwiiment ledgen

Computml by sveragng bouk walue of Tund on Lant 1Nine tepart daten, aoding w b date laled
Incoma iputws abraned liam tha State Orpartmnant o Fuante, Baganing June 30, 1905, incoma bgures are liam $1a0 Bosd al invmitmant indgen
Taciudes merptmant income feam the Searcop Land Fund which e combined intn the Posmanant Sev0al Fund atiar paviem al @ Compitunonsd Ampndment 4 19§)

Camputed by divding Lot invmitmant income af fund far el pariad By wvifige haad saiue of Tund  Ved Dgures Begeoreg on June J0, 1975 callect the Tact St incama aan Laben fram (he
State Bawd 2 Inwwptmant ledgan, soch sn fomputed 0n ar sctivel Bekin, wheias the | gure lotmally obiaenad tiam the Stete Departemant of Famce were an s e 1 Bain

Tha tranater of o gortion af vhe ine gme 10 the Brntigel oF 1he accaunt of cailed 1ar ynder the Minnerats Conitiiution, Arbcie VI Secton & s amanded o
Satuin 1374 an V1 0TS Subdowwan 7 om aeder that the dilberance berwaen the 1aley proce and argunsl cont of sy onbiey be ratgrned 10 the prsg ) voon U %
Trambury incuolion o8 fast 1han cont ol ied oo I8 trangtary ¢ S R LIRTEY

(71 Computed by dieding Aet imventmast incame al tund 180 P ueal pariod By weninge book welue of funa

“The incame recorend dunng foeal 1962 and 1950 wa whiscred 1o sicoun A BELMEntE whilh Tended 10 uveritate the 18T Tiguing, dub to the sctumulation of @wzunts an Bards purthmed
(Minnene e Stataton VR4, Section 11 0%, Sutdimman ) and underyrare the 196 roguity, due 10 1he cambin g ol the Swamp Land Furd 1o the Permanent School Fund dunag tat lacsi gear
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SCHEDULE X1V
Tod
‘ %
PERMANENT SCHOOL FUND Commen Stack Sham Markat Valus Mkt
June 30, 1976 CONSUMER NONDURABLES
Eastman Kodak Company 1,350 $100.13 § 1591808
@ RESUME OF ASSETS IN ACCOUNT linnesots Mining 4nd Manulacturing Co. 18,000 55.61 1,001.260.00
Proctor & Gambla Company (Thel 1,100 548 730,531.53
o« Revion, Incorporated 5.000 2400 672,000.00
* CASHCERTIFIED FUR INVESTMENT* 3 s05an Tatd Comumer Nandurable £ 3,139,704.25 "%
DRUGS
MONEY MARKET SECURITIES Amenican Home Producty Corpantian 124800 $ 325 $ 78050000
Marce & Co, Ine 10,009 12.00 110,000.00
Repurchog A pevments Minr, Inc. J0.000 nyn 271,500.00
Muturities up to § di § 8,106,000,00 Tetsl Drp $ 2,311,400.00 429%
@ STATEAND LOCAL 02LIGATIONS $  198,600.20 FOOD BEVERAGE
CPC Internationsl, Ing. 8,000 14600 § 16800000
UNITED STATES COVERNMENT.-GUARANTEED OBLIGATIONS $125,744 821.2 CoceCols Company (The) 1,000 (TR £71,000.00
(Sav Listing Brlow) Gonarsl Foadi Carpenaiion 35,000 191 1,019,375.00
Geanaral Milty, Inea Ind 10,000 nso 945,
; CORPORATE BONG OBLIGATIONS $ 18.519,6628 P S e
(Sex Listing Beiow] Taisl Food-Brvarage 1 1,005,375.00 SAIN
: COIMON STOCKS (Sev Listing Balo 3 §3,116,507.08 RETAIL SALES
¥ - P ol e Fedorated Department Storws, Incorparated 18,000 1418 $ 85025000
u TOTAL ASSETS IN ACCOUNT : . $282,141,662.1% Proney (1€ ) Company, Incarparated 10,500 51128 564,200.00
. {lor mecwunting purposes; not indicative of trus mark s valua) Son, Rasbuch and Company 12,000 615 717,000 60
*Cach balanon ignifion amount dus fram wle ol meurites uearsl deyt belor fial yast end, Taue Aoted Selny mﬂ 1368
TOTAL CONSUMER-DRIENTED $14,954 256 25 29 05N
Hote: Bond imvertments sre livied ot Pace valus; comman tocks wn hieted ot mah e walus,
TECHNOLOGY
OFFICE EQUIPVENT
Burrought Corparation 3500 s 00 3 nooa
Harwywell, Ing 10,000 43161 49629000
COMMON STOCK HOLDINGS Internationsl Buvnen Machine Corparation 12535 7618 1463061 2%
Awaz Comantien (AL £1.6 JIEAES 00
Mkt Totsd Toted OMuca Equipmant $ 53517628 5.
. Fricy % TOTAL TECKNOLOGY 3518000625 PN
Conman Sinck Sherwy L2211 Markel Valur Ihflnl_
UTILITIES = BASIC INDUSTRY
ELECTRIC BUILDING & FOAEST PRODUCTS
Contrad and South Wit Corparatiar Lo § s 3 %00 Wagarhaaan Company nw $un § nmstiso 1A
Cincinmati G & Electig Campany (Tha! e 429,000 00
Cammaneaith Edian Campany L] £31.971200 CHEMICALS -
Florida Powess 8 Light Campany 2188 £06,42% 00 Dow Chamizat Company (The) £ 000 § 328 :
Hewtom Lighting & Poser Comasny 2150 ) 15000 du Fant (E 1) de Nemoun and Comjany 13 ‘.:
Mddie Sauth Uniites, Ingarporated Hal 43125000 Manuaio Company 000 324
. Minnusots Powst & Lapht Campsny 1951 364,187 50 Unian Cartiide Cargaiabian . (1Y _nmaso
Narthern Stater Power Campany [Minn ) 10,400 P ] 54062 50 Toted Chomisly LR AL RIFRL] 160
= Pacilic Gan B ¥inctnig Campany 21,400 W0a 418 067 50
Public Sarvice Campany ol Indans, Ing 18,150 J5 %0 462 875 00 ELICTRICAL EUWMIPFMENT
Southern Calilarnia Fdunan Company 0,200 1ma 191 %0100 Ganaral Elactig Compay 16,100 $ 511}  aasm 181N
Souttarn Company (Thel 4000 "a MHLL00 00
Towwi Ut Company + 3 000 1100 532,000 00 MACHINENY
Vieginig Eleeting and Powss Company 13,960 1305 ._'”_'J- aco Cotarpidioe Tracror Ca 19,100 19N $ 90382%0
Tatd Kl 3 610200450 1o Teant Union Catparation 10,460 il 1581600
Totel Machinary I BN RTFRY] 1305
NATURAL GAS
. Pannanatie [aatern Pipn Line Carasny 10,000 F 1N 1 0250000 VI METALS
Aluminum Company of America 14,000 * 5650 f IMctooy 1414
COMMUNICATIONS
Amarican Tologhone & Telegragh Company 11,600 § 5650 PR R FLR ] FAPER
Ganarnl Twaphane & Eleciionies € 10,800 504 _l_-"jfil_l'-f! Inthipatianal Pagar Compang 00 $ 100 5 OS1.600 00 o
Totd Cummunmition § 2500700 00 LLELY TOTAL BASICINDUSTNY % 1010808 00 1788
L] “a 16.97%
TOTAL UTILITIES R B LNGE] ENLRGY
. DiL DOMESTIC
FINANCIA
":“': L STRVICES Altaatic Richlistd Campeny 100d $104 50 1 Micoocg
Bank Amarics Conporaiion 18,000 1462 $ 1012500 00 EAntyhamiil 0 Compeny (Dot ) 20000 Hn 181,500 c0
® cis M W1 1050611 09 Stacduid 04 Company [Indiana) 34,000 $ 1112.000¢0
Forst Bank Synvem, inguiparsted J1.500 s AL B PR Tored 0d Domertii $ 108 %0000 L EAY
1P Mergen A Ca , Ingarporaied 18920 ($R1 1,069,130 00
Nurtherrt Bardaips it o4 11,000 1 LAY IS0 00 OILINTEANATIONAL
. S 49931 58 Lauan Corporation 11.408 10 ey $ 220901200 +
(2L ) L4
T P Y Mot Corporanan 21300 591 1274317 4
FINANCL vinen Ine S LR Ml ViR 1530
Bonaluind Cargatalion 11,928 1) § M Vatad 00 Intermatiansd 1 4400 19900 (E13Y
Hawsetaid Finpnaa Carporat PLY 114 .-l_r,l_l{l-_li_u.J TOTAL INERGY $ 1100000 4 1S
Toted Fimpnis I Mmlaam 1845
. TRANSPORTATION
INTURANCE AIRLINES
INA Corpaiatian 1%, 300 (IR I shursn Norihmwrt Alines Tn.diporeted 16 N4 i 1% 1 MIncmo LR1LY
' Narthwaitarn Navong Lol lnig ance Ca 15,300 "mog 384 206 00
SAFLCO Corpavation 15 800 i 812,250 00 AAILAROADS
The S0 Poul Campanny Ing 32000 s BAD (00 00 Buitmgton Nartam (Acaporaed 13 600 | TR § i
. Wetod Staten Fudaiity B Guai sty Campary R M I 87500 Unian Pacitic Cangaranian 4430 1l LRI
Tard Imuianie IR L RAFRT] tRThY Tats Madiandy § 1400950 0 AN
TOTAL FINANCIAL SEMVICLY R RITRILE S 1ns TOTAL THANSPONTATION %00 181N
TOTAL COMMON STOCK Y s .
CONSUMER ORIEHTID : e LU AL TR
. AUTOMORILES A AUTOMOMIVE PARIS
ford Marar Campany 18 500 $ 44450 $ 1.0% 104 0o
Gonwral Matan Carparation 1300 (VRT] 142,700
Gowdyes Tirw A Rubber Compnreyg (Tl 33,000 104 _J'\'f U_lll.llﬂ
Toie Autwmabido & Aatamansn Party § 120000 L% 119
CONSUMER DURANLLS
Sunbeam Corporstian 10 p0a 1 118) 3 074900
Whirlposl Corporatien 12 1 2211500 2 Sl Sl i Wl S - — = ———
Tord Consmer Durabien 1A e 1N * Qoo cant f g 00 June 30, 1076, was 349,304 237 03
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Schedule XIV continued

UNITED STATES GCVERNMENT-GUARANTEED BONDS
AND CORPORATE BOND HOLDINGS

June 30, 1976

Coupen  Average
Type el Muturniry Rata Yield Totad
Company Secunty Dwte (2} % » Amaunt
UNITED STATES GOVERNMENT.-GUARANTEED OSLIGATIONS
FARMERS HOME ADMINISTRATION NOTES
U.S. Depaeimant of Agnicullure,
Fatmers Home Adminiiliaton Insured Notes 13180 a% 890 § 2597882
US. Depariment of Agriculiur,
Farman Home Adminnization Insueed Nawe 11185 a5y B82S -__M
Tared Farmens Home Adminitration Nates L% 5 599001215
GOVERANMENT NATIONAL MORTGAGE ASSOCIATION
GUARANTEED MOATGAGE-BACKED SECURITIES
Calilernia Margaqn Serviee Mig, Bached Cent.  7-152004 B4 161 $ 91607424
Citirens Mangqe Corp, Mtg. Backed Cert, 12152000 800 87 1,523,9¢3,50
Firit Nationsl Benk of Minneapoin Mig Bached Cert, 12152000 4.00 8.65 1L171,360.24
Frent Naticnal Bane ol Minngapaliy Mg Backed Cert. 7:15-2001 800 250 1,241,76813
Guld Morsgage Company Mig, Backed Corr. 2152004 300 152 1,151438.75
Hetitage Marigage Mig. Backed Cert.  7.15:2004 LRI 948 1,889,654.91
Intarnational Marigage Mig, Hacked Cort 4152004 200 182 1,831,598.19
1S Mangage Corp Mig Backed Cerr. 12052001 6112 1.13 2.50),606.18
105 Mangsge Caip Mig Bached Cort. 1152000 302 13 2.502,409.75
108 Mariguge Cara, Mig. Bached Cort. 2152000 V.00 492 2.020673.47
105 Mortgege Corp Mig. Beched Cort. 6152000 00 L&D 1445089 65
105 Margage Carp Mty Bacewd Corr.  7:152000 800 L W k] 1,565,700.11
105 Marge Carp Wig. Bached Cort, 1015200 300 an 151100462
105 Martgege Coip. Mig Bached Cort. 10152008 800 8.85 1514142 08
105 Mavigage Coip Mg Bached Corr 1152000 800 a5 153611823
105 Mortga Corp Mg Bached Cont 2153000 aon 150 B0
105 Mastgage Cap Mg Beched Cont 3157000 112 140 40 021 56
105 Mangage Carp Mig Bached Cenn 3157000 517 134 J 004 65012
105 Mortgage Carp Mg bwched Cert. 415200 612 T Jo07 62100
105 Martgaye Carn Mg Bached Conn. 4152001 112 1.54 3,001 58654
105 Mecigaer Corp Mg Bach d Cart. 6152003 6112 160 7860 343 14
IDS Manges Corp Mig Bachoc Cont. 115500) B2 189 450701653
105 Moiigags Caip Mg Bacand (e, 11152003 L] [ E1 1.835022 10
105 Martgege Corp Wig Uached Cot. 10152000  BOO .58 1,190,085 04
105 Mortgege Corp. Wiy Bached Cert 8152004 100 LLH 1690 8659)
lawa Secunt e Co Mig Bached Cart. 12152000 800 294 1,302,318 43
Towa Secunt a Co Mg Bached Cort, 4 'S 2000 L B+4] 3 1291314 48
Lumbermans Inyeitmeni Mig Bachad Can. 717 2004 LRI 16t 1,135,165 90
Molton, Allen & Wnn Mg Bached Cort. 115 7004 200 142 Q4206
Navionad Horms Accaptance Corp Mig, Bached Coart 5052070 100 a9 1.412,537.00
Natianal Hamer Aeceptanie Cang Mig Rached Conn. 915200 a0 180 1.410 95150
Natiaas Homes Accegtante Carp Nty Bacved Conr, 1152000 100 L 8.1} 1,513.240.00
Paoples Mongage Co Mig Beched Cor. 10057004 500 LR 1 185821511
ewd 1N S Mig Bachod Cort  T15 7004 100 486 1,904,051 13
Virginia Mg & Inwntmant Co Mig Barhed Cort. 3157004 Lo X+ ] 394 85908
Parcy Wiltan Mangsge & Finance Corp. Mg Bacvad Cann. ¥ 2000 %) LEL 153080078
Tatel Goswrnmani Notionsl Marigoge Avietiation,
Guaranivad Marigagr Bechod Saruniin BIrN % BB AN DAL TS
MERCHANT MARINE RONDS
Amarcan Mal Line Gust fond 3193 L3 b $ LAIDDOO 0O
Amancan Pravdant Linet, Lid Guar, Band 11190 (0] “h 1,410,000.00
Amangan Pr ant Ly, L1 Guar. Band 11082 S&0 SE0 1,000 000 60
Comtruciion Aggregain, Cop Guw Bond 6190 Tul 156 1,875,000 00
Owita Sivamiheg Linay, (e Gurr. Band 31 46 LRTH 50 306,000 00
Ewgle Torminad Taabeny tne Gust Band K109 (1] 600 3,296,040 00
G Paig Catumbia Tankany Guar Bong 171501 304 s 3,000,000 00
Farell Lines, 1ne Guar, Bond 4.1 £X 104 dos 614,000 00
Faarwil Linay, ine Guar, Bond B2
INeG
910 00 1.00 41s 00000
Graee Line It Govt. Gum Hord 2492 510 s10 1476 L%.00
Ingear Qevan Sytinm, Ing Goul, Gus. Bong 21 0% PR LW LY 1,262 007 00
intereaniments! Buinta Curp Covt. Gesr Bond 3150 w0 188 1,164,000, '0
Martin Deiling Ca Gt Gusr, oot 111 430 (5 1] 3.000,060.5¢
Matien Nawgation Co Gor Guar Bang N ION LA Th] 140 S84 000 00
MeCormugs Lomig Goar. e Bena T05% 3000 B LF 1LY 1.000 000 00
MiCaimh Lonas, g Cont Low Bgma AV W7 514 $i6 1. 30% 006 00
Gosl Guer Bend 13000 130 140 1183000 00
Foootic Far Eant Lina, i1 Gavt. Guar Bond 17102 B s 0100300
Poan Tennei Gavt Guar Jonat 10140 [ 145 [ 1] 1309 000 00
Pradential Linay, Ing Gawt. Guer. Bina 111 8% 500 [ 4] 2168 00000
Poget Sound Tug & Nar e Gost Guw B v 2182000 10N 3115 L80.0900 Q0
Stmes Stoamabap Co Govt Guar, Do 310 0) L0 AL 1,500 000 00
United Staven Linaa, Ini Guet G fland VOV W7 S 00 5.00 1,399,000 00
United Staten Lo, In } Bond (Rl 158 L4 1.9%0 000 00
Wmtein Ca ot Narth Amanica Gunt Guar Mand § 190 114 125 1,000,000 00
Sopnta QN Shom Ca Guwet. Gopl dong 61596 s 1614 3.000,000.00
Tatal Marchant Marse Bunds TSAN % AR 21900009
NEWCOMMUNITIES ACT DERENTURES
Codar Riwvrnide Land Cimpany Gowt Gusr Den, 121591 1230 in 2,500 000 00
fonaihan OeetlGoment Sorp Goowt Gune. Uati, 10030 N L] 2,500 000 09
Totsl Now Communition Act Dabantuin 1AS% 8 5.000.00000
SMALL BUSINESS ADMINISTRATION LOANS
SHA Loam Uowt Guer Hand B 2704 9 t N 1 SUARTRNY]
SHA Loam Gavt Guar Band 47140 a4 in $11092 88
Vol Smadl Busimmns Ademinnteation Lowm Tus T oo
TOTAL UNITEQ SYATES GOVERNMENT GUARANTEED OBLIGATIONS 10N IS IMI2)

Cowpin  Avermge
Type ol Matarity Rem Yld Tord
Cempany Sacurrty Oeta (sl 3 % Ampuni
CORPORATE BOMD OFLIGATIONS
PUBLIC UTILITY OBLIGATIONS
ELECTRIC
DOuke Poveer Co. Furmt & Relundina
Mortgege 2145 Tn 47 $ 140000000
Fienda Powe. & Light Ca Fiest Morgege 4.1.54 45 4% 1,200.000 00
Hewsiian Electi's Ca., L1d, Furtt Marigage 1193 445 s 1.000.000 00
Intentate Powst "o Firnt Morigage 5193 4y a8 1.000 000 00
lowa Pownr & Liah: Co S/F Detenture €138 450 57 1,200 000 50
Jursey Central Powar % * Co. Oebenture 10188 4518 456 450,000 00
Long Ivand Lighting Co Furst Marigage 6195 455 5120 1,120,000 00
Masachusetts Elecine Co Frst Marigage 12131 45/ 455 1,100,000 00
Neorthern States Power Co. Fritt Morigage %193 s 2 1,000,600 00
Qtter Tadl Powsr Co. Firtt Martgage 119 451 465 1,017,000 00
Patamac Eduen Co. Firnt Margage &
Coll. Trun 3134 451 LEL] 1,200,000 69
Souihwestern Putlic Service Co. Firn Morigege 213 411 450 1,100.000 0‘.1
Tetsdl Elwcine 47X 5 1507700000
oA
Columbia Gas Syttem, In:. Dohantuiy 5189 451 464 $ 120000000
The Gar Service Co. Fini Margage k185 48 485 916,000 0
Michigsn Cansalidaed Gin Co. Fint &'argage 6189 43 557 2,375,000 00
Peoples Gas Light & Coke Co, Firit & Melunding
Margas 11591 538 s 111200000
Towd G Sim 3 sa2)00000
TELEPHONE
Amancan Telephons & Telegraph Co. Debentury 5139 438 436% $ 1,400,000 00
The Delt Talephane Co. of Cansda Firt Mortgage L 195 485 55) 2,500,900 €9
Tha Bell Telegnare Co. al Canada Firnt Moytgae & 2004 512 a40 1,000,200 &0
Genersl Telaphone Co. of Flands Firnt Morgage &1y 158 4507 1,000,000 G0
General Telephane Co, of Illinau Funt Morigage 919§ 4114 4415 1,200 000 63
General Teiephane Ca. el Indiana Furnt Moriege 5155 470 an 1.200 00000
Mew Yort Telephone Co Arlunding
Morgmw 112004 458 5 1.50¢ 20 Cd
Pacitic Neribweit Boll Taliphone Ca Oebenture 12:1-7000 Tn LRE] 1.50C .00 &
Southirn $ell Telephone & Telegraph Co. Oebenture 3152011 IRt} L L} 4,000,009 03
Totsd TrHephane 64N 1 V00000003
TOTAL PUBLIC UTILITY OBLIGATIONS SSE% 3 020000803
FINANCE OBLIGATIONS
Guit Lule insurance Co Capinal Naw 6185 L) A 3 190 030 00
Norhwit Bancarpoiation Ortenture 101550 414 Ll
Nottheeril Bancorperation S'F Datenture 3152003 134 115
TOTAL FINANCL OBLIGATIONS £9%% 5§ Jmcnicto
INDUSTHIAL OBLIGATIONS
Aluminum Ca. of Amenca Prommsary Mote ) 3104 (D1 ] 4% 1 994 00N G0
Aluminum Ca. of Canads, Cid SIF Debeniue 31 LRI LB | "o 000 04
Armow e, Ine. 1Ardinan
Properives, Inc ) Nate 1157001 120 19 e F PR AT O]
Atlantic Highlield Co, Guarantewd Hote 115 36 114 9% 300000080
Cummnt Engin. Ta, Ing LT 11580 Y] 4850 400 001 G0
Dismand Shaminck Corp Nute 5189 A4 65 Y16 $75,000 13
Dow Chemiesl Co, Oebeniure 71584 435 (511 1,000 030 &
FUEC Corporation SF Dubentue 115 2000 ERIr 950 1.000 060 .00
Gienatel Catile Corp, Mote 1148 LR/ ] aans 110.c01 09
Haneyweil, Inc. Nate 190 ey n 1899 067 S0
Ingariell Mand Co Nowe IBE1] 4 e 966 DO B
Shall OW Co LE 41590 aomn (AT 1140000 00
Sotwgue Electiie Co ST Deventure LA L] L un g 1,000 0460 00
Stendaed (il ol Calilarie Fient Pralwrred L BE 1)
(Unian Bank) Ship Mig. Rand  through
nea 110 ] 1,000,609 0o
Standaed 04 Co. Hndinral (M
eantnent Propertoey, Ine | Nate 10-1 2000 10 rnm 4 000 004 Ca
Stndwd 0u Co. 1OMa) Note 71530 5% (R 1Y V0 000 U0
Swilt & Co. SF Detiwnture M9 (B[} 610 1,205,000 62
Tanaca, Ing Nats 121519 412 450 1,233 000 o0
Urian Cortnde Corp Nate 171196 RTH 'Y} LAY
Youngitown Shewt A Tube Co Funt Martgmgs
UF ond AR H LA " 1260 600 29
TOTAL INDUSTRIAL QRLIGATIONS B8N 3 D2
THANSPORTATION DUAT OBLIGATIONS
Archnan, Topeva A Senta Foe
Huimay Co Gon Goid 101 9% 100 4 $ 1 mn
RAILROAD EOUIPYMENT ORLIGATIONS
Fiyng Trger Corp. [Faimeny Nanh
Amanican Car Cop) - Eqwpmant Trunt 91 16/18 ES iy § o oGo 0o
iMerons Contral Badioad Ca Conditrens Saie 205 10/0) ana (A 1L i
ot City Sauthain Hadway Co Condivionasl Ses 10801/
%04 LELY [+ gan
PITAL RAILROAD FOUIPMINT CRLIGATIONS [ ALLY I s
TO AL CORPORATE PUND DRLIGATIONS (TR W RN YA [
TOTA' UMITED STATES GOVERNMENT GUARANTELD AND
CORPUMATE DBLIGATIONS 13 1204 204 40 04
—-— - e

fal Mont qorparate iuen mave ssbivianusl wnking lunds snd an sversge (e far thartar 1ham e oated matulity dane




Exhibit 11




Institution: (Montana) Resovrce Indemnity Fund
created in 1974

Location: Helena, Montana
Size:
Capital Funds: $4.5 million

Purpose: 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 ecological environment and rectify damage thereto.
Accumulations in the Fund shall continue until the Fund
reaches $100 milliou.

Source of Funds: Moneys are deposited in the Fund from a severance tax
on verious minerals and 2% of the Severance Tax on Coal.

Management Structure: Moneys are collected and deposite
Department of “evanun Inrestmen in ¢t Fund are made
in accordance wit! *u;lglﬁnuﬁ "fnbl*“.ei by the Stat
Board of Investments which is composed of five privat
citizens appointed Z the Governor for 5 year term

i~
=
r

d in t Fund by the
J..

e

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

Fortfolio: Moneys are currently invested in corporate bonds
have been rated A or becter by Moody's Investors
and Standard & Poor's Cerporation.

Income: Income from investments remain in the Fund until
million has been accumulated. After the accumulation
of $10 million, income may be used for enhancement or
repair of the environment.




Institution:

Location:

I'arpoce:

Source of Funds:

Mnnarement

Management of

Portfolio:

[ncome:

o

ructure:

Punuds:

Moneys in the Fund were ini ‘ovi m th

(New Mexico) State Permanent Fund
created in 1898

Santa Fe, New Mexico

The State Perm: t Fund was established to collect
royalties a h income from the lease of State-
owned land. Income from the Fund is applied to the
New Mexico public school systens and educational and
eleemosynary institutions.

e
a
=

of State land. Currently, Y
vided from royalties and income from State-ownei lan
under lease. Such revenues include oil and gas roya l
and grazing and timber leases. In addition, any capita
gains on investments remain in the Fund.

The State Fermanent Fund is managed by

ment Council. Members of the Council ine l e tne Governor,
the State Treasurer, the Commissioner of i

the Finance Officer and four public members

IS

appointed by the Governor for terms of five

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 Securitiez. The
remginder may be invested according to State Sta‘-utes.

The Fund is currently invested as follows: 189 :
32% corporate obligations and 50% U.S. Uovernmens and
‘ederal Agency Obligat

public school
he remeoinder to cducational and
eleemosynary institutions.




Institution: (New Mexico) Severance Tax Bonding Fund, create. in 1941

.

Location: Santa Fe, New Mexico
Size:
Capitel F : $9,040,756.02

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

Source of T 81 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 Tix
Permanent Fund.

Management Structure: The Fund is maenaged by the State Treasurer under the super-
visicn of the State Board of Finance. The State Board of

Finance C‘f‘r""i;‘t: of the Governor, Lieutenant Governor and thres
private citizens appointed by the Covernor for two year
terms. The State Treasurer is responsible for repayment of
principal and interest on Severance Tax Bonds.

Management of Funds: Moneys in the Pund are invested in debt ins‘ruments author-

t
3§ e h Tt Ddmdigbeagm
ized by State Statutes.

Fortfolio: N.A.

Income: All moneys in the Severance Tax Bonding Fund except an
amount sufficient to repay principal and mtm“ 3t on the
Severance Tax Bonds on the next ensuing semi-annual payment
date 1is transferred to the Severance ‘Jw.:-: Permanent Fund.
Indebtedness Limitation:The St Board of Finance may issue ndditional Severance
}‘.onr!. payable from the Severance Tax Bonding Fund pro-

]

'-'J{J.L“ll tnat aggrepgate annu: debt service on Bonds iJ"*"JlI!-‘ii!lr'

including the proposed issue be equal to no more
previous fiscal year's deposits into the Severa

\Nce
Bondiug *und.




Institution:
Iocation:

Siz=:

Capital

Purpose:

Source of Funds:

Management Structure:

Management of Funds:

(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 created te encourage

‘und was
t of New Mexico.

ate

economic development in the S

Moneys in the Severance Tax [ ar provided
from the New Mexico Severance Tax levied for the privile

of severing natural resources including oil and gas,
cepper, 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.

e rund 1s managed by the State Treasurer under the su

Y -
F] §4= -

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 terms of two
years.

Fund may be invested at the diseretion of the

Finance, Moieys currently are invested by
Treasurer in Certificntes of Deposit of State
banke who in turn make loans for capital projects to the
private sector. Loan feasibility and appropri 8s of the
capital project is left entirely up to the bhank Partici-
pation by the Fund in sizeable loans by State banks requires
the aprroval of th~ State Poard of Finance Th ;rinn{g11
of the Fund may be used for econcmic develorment purpor es
upon the approval of the Dtote Noard of Finance. :\nl amend-
ment to requi-e 3/W's approval of the legislature prior to
invasion of the principal of the Severance Tax Permanent

Fund 15 on the Noven banllot.

sted in Certi-
te banks maturing one to five
years at n floating rate of srort term treaswry obligntions
}'J.l'.l‘.', 50 bag] 8 I '. 3 Thoe rewn |in\i-<:-

purchas




Institution:
Location:
Size:

Capital Funds:

Purpoge:

Source of Funds:

Management Structure:

Management of Fund:

Portfolio:

[ncome:

j-l .
=1
(-

(New Mexico) Severance Tax Income Fund created

-
H
i

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 ara invested and disbursed by t
Treasurer under the supervision of the
lature.

Pending appropriaticn

are invested unasr

Income from the Fund iz transferred to the Stakte CGeneral

Fund.
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t Institution: Texas Permanent University Fund created in 1881
e Iocation: Austin, Tcxas
Size:

Assets: 2,100,000 acres of land in nineteen West Texas counties
Book value 8/31/75 $781,771,634.Lk9

Purpocse: Fund created by provisions of the Texas Constituion in
order to enable the State Legislature to carry out the
purpose, as declared by the Republic of Texas and later
in early 3tate Constitutions, of creating a State
Universit: The Constitutional provisions set aside

& all lands p:.'riously appropriated for the creation of
a State University, together with the proceeds of any
sale thereof, to ereate 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

e of creating, maintaining, supporting and directing a
university for the promotion of literature., and the arts
and sciences, including an azricultural and mechanieal
dep~rtment.

Source of Funds: Funds are accumulated annually in the Fund from oil,

® gas and water royalties, pains on investments. mine

lease rentals, lease bonuses, and alny proceeds of land
sold. The Permanent Fund shall be forever tept intact
and all annual income shall become part of the Fund.

® Management Structuire: 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 Texms. The Board of Regents consist
of . ]

1ine members who serve without compensation. T
appointed by the Governor for six year terms sublect
approval by the Senate.

Management of Funds: The Fund is invested in permitted securities which
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 city in the State, or in

bonds igsued wunder the Federal Farm Loan Act. In a idition,
® the Fund may bhe inve |

sted in securities, bonds or olher
obligations issued, insured or puaranteed in any manner

‘ by the U.S. Government., or any of its agencies, and in
bonds, debentwres, or abligations. and preferred and
commorn Stocik: by corporetions, associntions, or

/ i
other institutions as the Board of Re rents deem to




Management of Funds:
continued

Portfolio:

Income:

be 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  $781,771,63L.4S

U.S. Governments
Direct Obligations
Guaranteed
Corporate Bonds
Convertible Debentures &
Preferreds 6
Common Stocks 254 ,425,102.52
Short Term Securities
Cash 21.415,364.32

Total $70L,771,634.40

S
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.ated annually
by the State Legislature; chird o0 the University

of Texas and one-third to Texas A % he income of

the Fund moy 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 > administering the Fund.




Institution:
Location:
Size:

Assets:
Capital Funds:

FPurpose:

Sourcc of Funds:

Management Structure:

Management of Funds:

Portfolio:

Lncome:

(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 A
financial benefit of the University of Wyoming. Income

from the Fund is used to support capital projects of the

Universitr.

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

mi, o4
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< easurer 1s responsible for investing the Fund.
Income from the Fund is transferred to the Treasurer of the

University of Wyoming.

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

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




