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of the year. Ins titutions lost a major portion of the 
currency which tl1ey had formerly used to pay for 
resean.:. :·md othe r non-execution services, and sev­
eral smaller firms which had concentrated solely on 
the business of providing specialty research services 
were forced to close the ir doors. 

Our p lanning for a negotiated commission envi­
ronm~nt was intensified in late 1974 and brought 
about many changes in our operat ions throughout 
1975. Greater concentration was placed on the evalu­
at ion of account profitability , and significant prog­
ress was made on our twin objectives of increasing 
the va lue of ou r professional ins titutional services 
and finding more effic ient ways of delivering such 
services to our ins titutional clients. The results of 
these efforts have been gratify ing--increascd marke t 
share, highe r industry rankings, and, mos l impor­
tant, s trongcr and morc produc ti ve rela tionships 
with many account s. 

Research 

Despite the dislocations and uncertainties caused 
by the ad vent of fully nego t i~1t cd commiss ion rates, 
White, Weld inc rcascd its commilment to what we 
believe to be an essential servin: of a bn1ad ly based 
inves tmcnl firm. That service cannot be ddincd in 
the narrow sense as sccuril y analysis alom:, but also 
encompasses economic a11alysis, technica l :111alys is, 
and purtl'oliu ~lr:lll!f!Y· 

Slt1ff addi1io11s and manage111cn1 n.:s1ruc1uri11g in 
!his area clurbg lhc yea r were designed lo 1..' 11li;111n : 
uur abilily h• provide the 111os1 e tl'cc liw service lo 
individual a11d i11~1itutional d k:nl s alikc. krn1m: P. 
Kc1111cy was 11:11111..·d 111anager of llw d1.:partn1cnt and 
a ppo in11•d a senior vice prl's idcnl. Wi l h a nimbim:d 
s tall' of .15 prol'cs~iunals and an a11nual budget of' 
more lhan SJ.S 111 il li on in policy, cl·u1wmic~. re­
search, and ll!chnkal ana lysis, we hdi .:\'c our l'Olll· 

pctilivc pos iliun is s lro11gcr 1h:111 ewr. 

ti. ( ;111'\' S ltitli11i; 
l/woltl \V. 111111•11111\1 

J t' rtlll/C } ' . l\cl/111,'\I 
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Inves tment Advisory 

In 1975, our clients benefited from a stronger 
bond market and higher stock prices. Our investment 
policies 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 at tract ive yields available on high­
quality intermediate- and long-term bonds, as well as 
the many political and financial uncertainties s till 
present in the world. The wider diversification of 
equity holdings is designed to take advantage of the 
widespread inves tment opportunit ies available after 
thC' severe and prolonged bear market that came to 
an end in October .1974. Our Investment Advisory De­
partment was establ ished more than 25 years ago. 
By December 31, 1975, our advisory s taff managed 
accounts wi th total assets of S500 million. During the 
year, Edward D. Lillie was named a senior vice pres­
ident and appointed rli rcctor of a ll of While. Wcld's 
asset management at.: livilies in New York and 
Boston. 

International Brokerage and Trading 
Through u1.1 1 ollices in London, Paris, Zurich, 

Geneva, Montreal, 1 long Kong, and Caracas, White, 
Weld has long been a leading factor in providing 
i11terna tiu11 al clien ts wit h brokerage, research, and 
lrading services in U.S. secu rities . The strength in 
1hc U.S . do llar and n11 increasing worlcJwidc interes t 
in dcbl sccuritics were importan t factors in thc sig­
nificant volume im.: rcasc shu\\ n by all ol' our inlcr­
n;itional olliccs. 

Whilc, Weld's trading and arbitrage activities in 
the intcrn:-it io11a l urea cover a wide spectrum and 
include Eurndollar issues, registered foreign govcrn-
111c11t issucs, s inking fund trading. and various arbi ­
trage.: activities in fo rcign sha rcs, AOR's, Eurodolbr 
wnvertiblcs, :111d U.S. equities. We expect to com­
, "llCe de~ding in U.S.-pay Canad ian issm~s ea rly i11 
I :J/6, 

Tlum1<1s C.11rl'or 
h'c/11·t1rcl D. I.it tic 

Fn111k .I. Uiti~c!r 
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Frederick L. Cor<io11, T.11. /,, 11•is, .Ir., Niw•t S. M11cl :11·1111, l?ic/wrrl /1. D11/{cc, 1111<1 Ui1·f1111cl F. IJ11rke. 

Ettui ty Trading 

White, Weld nll'1T-. nur c11-.t11111crs l.1q;,t· :ind n1111-
prclw11s iw t'q11ity 1r.1di11g l':il'ililic-.. I ll.':1dq11:11·11Tnl 
iii New Yqrk, :- p1·1·ia lii'.l'cl l'<Jtiir~· 1 r:1di11g :11·1 i\ ii ivs :trl' 
<.:: 1rrit·d on i11 'l' \'l' tl o!l11•1 l,,•_v c iti es ;11'1'11-;s tit\' <'Oltll· 
I r.r. The dl'parl 111c111 i:- s t;dl"cd hy 36 proll·:-:-io11:tl s 
with ;1 wide r:111 gc uf 1r:1di11g, hrnkl'l':tgt·. oplio11s , allll 
:1rhi1r:igc skills. Tl11".;1• 111l·11 :111d \\'ollll'll :1n· 1kdic:1!l·d 
It> Jll"(l\'idi11i; rlw liq11idi1 y :111d 1"'\1'c1tliun l':1p;ihili1 _v 
ll'<Jllircd i11lt1d:iy':- 111 •• r kc.:1pl:tll' t11 r:ici lil:tll.' diflicull 
lr:111 :-:1L"li n11s ftJr l'li1..•11t s . 

011r li s t ~d block t r:tdi11 g :1c t ivil it's 111Hkrwt•111 :i 

tll:tjOI' L'Xp:111 s io11 d11ri11g till' p:ts t \'l':l l' itt lt ' l'lll S or 
indi1 itlu: tl ~ :111d l·apit:d co111111i1111v111. /\11 i11111 11·di:1k 
l'l.! l> llll ol' 1 lti s 1·xp:i11si• 111 li;1 s lw v11 :i 1tll':11ti 11g l'11I i11· 

c1·~· , 1 s l'. i11 tltl' prop11rli1 111 ul' Nl'w Yurk Srock Ex· 
l' lt:111g1· \'lll11111l' 1r:111s:1r!l'cl hv rlw liri11. J\1111rlwr hcne· 
fir is lltt• ;1dtbl dvptlt Ill 1111r 1r:1di11g 1•xpvrrisl', whi1·h 
will i111pr0\L' c lit·nt M' l'\'ivl' a11d l'llirk·1H'.\' a s rh1· n:· 
qttirt'llll'llh or l1'adi11g d1;111 gl' wirli tlte llll)\'L'. loward 
:.1 ct·111 ral iznl 111arkc1plaL'L'. 

() 11I'11\'l'I' I hl'·l ' Ill I I I I 1'1" hw. i Ill' SS \\';1s ; if sol'.'\ p;111dl.'d 
s ig11iliG111tly l:is l )'l'a r. The linn ;1ddl'd lo ir-; 1radi11g 
pt•rso1111t•I :111d i111pr<1vvd 1111· -.1·11pc nl il s dcakr 111ar­
l\1•! 111 a ki11 µ :tl' I ivir ivs. l'l" ll l ip:tl 111.1rk1·ls arc made i11 
~1ppn1 '\ i111<11L'lv JOll cqu ir ,\' st•n1ri tic.:-.. i11cl11di11µ s lnl·b 
111' cu1·p111.1ll' l'lit·111 s ;111d 1'10:0.L' 111:11 h;l\T i11s ri1111 i1111:1f 
inlc: rr~: I and :1rl' folio\\ t'd h.v 1 ltc l1r111's Rc:-i.:ard1 
lkp:11'l llll'll t. 
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Fixed Income Trading and Sales 

Corporate Securities 

White, Wcld's corporate bond and preferred 
stock trading units, located in New York, work 
closely with a staff of professional corporate fixed 
inrnmc sales specia li s ts situated in nine of our do­
ml!s t ic offices. This network of professionals main­
tains dai ly con tact with the bond and preferred stock 
trading desks of= many institutions throughout the 
country. During 1975, the firm's secondary corporate 
bond and preforrl!d s lock markc1 trading volume 
surpassed all previous records as more inslitutions 
came tc, recognize our important capabilities and 
declicntil nor ~apita l in this area. Our new issue dis­
tribution also improved- the firm placed $968 mil­
lion of llL W corpornle dl!bt and preferred s leek 
issues, 11 5 pen.:cnl of our u nc.knvri ling posi lion. Our 
abilii y tu provide a broader range of scrvkes was 
enhanced by 1hc ~1ddi 1 i1111 or ;'111 experienced curpo­
r:.tte fi :\ccl itH.:l>llle rc~carch analyst to the s taff. 

U.S. Government anti Agency Secu rities 
and Money Market Ins truments 

The firm's lr11di11g a11d ~l'Ctllldary 111;1rket vol111lll' 
in lJ .S. ( 10\'l!l"lll lll'll l :111d agl'ncy is:-.t1l'S and 111011ey 
markl'I i11 s tni111e11ls im-re<1 !'>L'd mon: than tc111"old in 
1975, illu:-.traling lh1.· lac l Iha! thi s arl.':I is lhl.' must 
rapidly l'Xp:111d i ng sq!1 11 L· 11 t ol 1111 r lixl.'d i 11cu111l' :tel i \' i­
t ks. Trading i11 U.S. '1'1'1:<1:-.ury bill s :111d 11oies w~1 s 
l.'.Oll1 111c11cl'd in .luly, n111 l i11ui11g n11r prngra 111 lo pro­
vide 111ark1·t 111:1ki11g Sl.'l'\'il'l':-. lu 1111r dic111 :-. i11 ;di 
:1n::1s :111d 111:11uritks ol lhl' U.S. c;o\'l'f"lllllt'llf and 
Fl'dl'l·:tl :tgl'11ciL'S 111arlu·1s. Tr:idi11g i11 drn1tl!SI il" L't·r-
1ilica l1•s or dl.'po:-.it a11d h:t11kl'r:-. ' :wn·p1;111l0 l'l>, wlticlt 
l.'Ullllllelll"l'd i11 t97·1, l'Oll ti1111l.'d tu ill l' l 't·:t~L' ill volt111ll.'. 

Tax·Exc111 pl l\11111lclpal Sclll riti cs 

Trading :ind 1111Lk·rwri1i11g :1('1 i\' il k., :1rl.' l't' lltl.'.rl'J 
i11 1'.Jt-w Yurk, :111cl tl11· li1111 :il :.11 111:ii11t:1i11 ... l11cal 111u-
11h . .' ip:d h1>11d I r:11 li11g and 1111d1·1w1 ii i11g 11pl'rat i1111:. i11 
11i1ll' utl11·r d1111 11·:-. t k hr:t11l"11 oil ill'"· Tltl.':-.l' 1111it :-. :irl' 
:-.11pportl'cl hv .1 ltir hl.\ :-.1w11.d i1.1'<I ... all.':-. I urn· 111 21 
prok ... :. i1111;ds wltn wurk clm·1.·lly wit h i11 :-. tit11tio11!\ 
a11d lllll 11w11 i11di\'id11al c lil'llt acnJ1 111t l'\1.T11livl.':-. 
tlt r1111ghuul tl 1l· c11111111 .v. Sl'l'o11darv 111:11 kl'I and lll'W 
is:-. llL' vu l111t1L· i11 1l1l· 1111111icip.d :11 1d t;1~ L".\L'lllfH at L'il" 

l.',\l'l'l't kd :di p1 n ·i1111" 1\T111·d ... i11 1<'7). I >11ri11g 1 l1t· 
y1:: 11·. :-.ta ll" :11 ldi1 i1111 ... Wl'I t' 111:1d1· '" 1·11:1hk I h1· lirn1 
111 sa t b l v I Ill' i111 rv;1 s i11g d1·111a11d ..; 111 11111· i11di\'id11;tl 
rlil· 11t -: lur 111<11\' i11t1·11 ... l\'1' i.1•rvil·l1 i11 t:t X·L''iv 111p 1 '>I' · 

ntri t iL' ~ . 111vlt1di111· 1•r1•:1fl' I' l'llurl 111 :11l\'i:-.i111• c lh:11t... 
1111 11 l' l"L' l:ttin- ., ll l' ll !', l lt ~ ul :-. pl'L" il1 r tTL·dit :-.. 

l'ctcr \I . N. l'lti/ip 

Nil'/1111 ti 1:t1111wu/,, ('/1111 lt•s At. /.it ;:d 

/ :". < '111 1111 · 11 · U, •,•tl 
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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 beneficial im­
pact on the services provided by the firm Lo its cl i­
ents. For example, we expect major steps to be taken 
within the nex t yea r towa1 <ls the establishment of 
a nationwide clearance and scttlemeJJ t system that 
should promote significant. efficiencies and improved 
client service. 

The relationship between data processing, high­
spt!ed data communications, and brokerage opera­
tion services has grown closer '.Vith 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 s ta tus of customers ' accounts 
within its operat ions division and has extended thi s 
sys tem experimentally lo a few of its offices. These 
arc prelimina ry s teps towards substantial improve­
ment in White, Wcld's advanced communications 
sys tems nnd, in turn, in our abi lity to serve our 
clients. 

'/'. /\. F/11tl1 ',\', h11111•s /:'. /1 111·1m, 1111111•.,· IV. N1•1•1//111111 , 1111</ lo/111 /\ . Ali'Gly11 11. 



Interrnational Outlook and Review 

The international financial markets experienced 
a year of record growth and diversification in 1975. 
Al the beginning of the year, shor~-lerm yields began 
to foll and a normal yield curve was reestablished, 
permitting a meaningful resumption in the flo tation 
of internationally syndica ted debt issues. These 
reached $7.2 billion in 1975, compared with $1.8 bil­
lion b 1974 and $5.6 billion in 1972, the next highes t 
year on record. Owing to the weakness of the doll ar 
in exchange markets , particularly in the early part 
of the year, and to the virtual absence o f American 
borrowers following the renewal of U.S. co1 .. ·ols on 
capital outflows, non-dollar-denominated new issues 
strongly increased their share or rhc lOt\11 volume. 
Tlw Deutsche m~wk for the first time overtook the 
dollar as the mos r important currency for intcr­
natiorrn l issues, and a nu111ber o r currencies (not 
surpris ingly includi 11g certain of the OPEC country 
cutTcncil:s ) were 11 sed for lhe lirs t time, mos t s ig­
nificanlly lhc C:rnadian dollar. A11oi hcr s ignificant 
in11uva ti on was lhe flotalion of tlt t: firs! bo11d iss11es 
c.lt.:norninated in spct'ial dr;1wi11 g rig hl s (S DR's) , 
which Credi! S uisse Whilt: Weld Li111i 1cd conceived 
and managed and whkh rll l! l wilh :in i.:n lhusias ti(; 
worldwide response. Further i:-.s 11es i11 S OR's f u l­
lowecl ck spi t e t Ill! ca linc.:r s tal e uf I he fu1'l:ig11 c .\ch:111 ~e 
lllarkds in the latter p. I 111' l he ~c:1r. 

J\c li vi ty in tile int l'l'll:tti(111 :tl bond ma rkL'I wa-; 
L'o11rinui11g at :1 high p:in· ;11 llw l·nd nf' llJ75. II w:1s 
cvi ~1~ 11r that a k11gtlie11i11gof' m:1r11rities :rnd a lnwcl'­
ini;, .> f rat es was u11dc.:r way, i11 line wi th l re11ds int hi: 
U.S. do111cs tit n1arkc t and p:1r tindarl~1 111Hlt:r llw i11-
lh1c11c.T uf -; harp fal ls i11 :-. ltur t-ti.; rn1 rati-:-. i11 111 :i 11y 
major do1nesric cap i1:d 111a1'"c.'r s :111d i11 the.· 1::uro· 
dull:11· m;i rkc.·t. 'l'hl· 0 11r lool< i:-. for a -;i1.ahle cl l'lll:1 nd 
1'11r lina111, ;11 g ( if f1J1 ' IHI other l'C:l!--011 rha11 tu li11 am:t 
bal:i11i:e of payme nt ~ dl'lid l:-.) whid1 shuuld lie :1c­
rn111111ocfated ii' the m:1rki.;1s ri.: tai11 1lwi1 liquidity a nd 
if then.! is 11<1( :t s11ddl· n n·s11rgn1l·l' or i11fbtio11 a nd 
s ltor1-tc1·111 i11 tcn:'> l rar es. 

C1·ccll1 Suisse Whi te Wchl Llrnllctl 

The b:111k rl'porkd a s11hs la11l iitl i111provl'1 11 L·11I i11 
but l1 lhl' pr11lil:1bilily aml di\1t·r.,ilica tio11 ol' il s :ll· ti v­
it ie'> d11ri11g 1975. II !-> llH is t visili ll' :il'ti \'i ly l'l'111ai11:-. 
lht· 11 1a11;igrnw11t, 1111<krw1iting, ~11HI di:; ll'ih11tio11 uf 
in1 t· r11;t1i1111ally !'!,V t1dic:it c.:d ~ t rn ight J L"hl n11d cw1vl't' I 
ihl1• Sl't'llrily is.;11t.;s. D1tri11g l'J7S, Crl'dit S11is'>t' \1\l hil c.: 
W1·ld l.i111 itl'd 111ai1w1 i1 1L·d il s p<1!. iti 1111 :1111t111l! tl w 1up 
thn.;c ha11ks i11 the 1111111 ag1· 11w11t nf' H11rnho11d is!'l11c.::-. 
dl' 11011 1i11:1tl'd ill :di Vlll'l'l' ll riL·s a11d was I IH' l1' ::di11 p 
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manager of dollar-denominated issues. The clientele 
of the bank, on the issu ing side, includes a brond 
r ange of the most prestigious European, Far Eastern, 
and American borrowers. Its position in the manage­
ment group of issues in eunencies other than dollars 
demonstrates its success in developing a non-U.S. 
clientele, with Nor th American borrowers having 
generally been Jess ac tive internationally in recent 
years. fn this regard the bank's opc.:rating links with 
the Cred it Suisse have been n1os t valuable. Note­
worthy issues broughL to market by the bank during 
1975 includl! the SDR issues mentioned .ibovc and 
four issues of lloating ra!e notes for leading inter­
national banks. The arrangement of term financing 
fur internationa l banking institutions is a specia lty 
or Credit Suisse White Weld Limited. 

The bank has maintained its posit ion ol: p reemi­
nence.: in the 1r~1ding of' internat ional money market 
i11s tn1111e11ts, primarily London dollar ccr t ific::i tcs of 
deposit, a nd has a rranged a 11urnher of plac:cmc11ts 
o l' s izahh.: issues o f CD's l'or major intcrnntional 
banks. An i111por1:1111 faclor i11 the bank 's position 
has been il s trading links wi th While, Weld in New 
Yurk, which lt;ivc resu lt ed in suhs tanli:il lransn rlan­
tic arbitr:1ge in money ma;·kc t i11s lru11 H.:11t s. 

lr s pus iri un in lhl' m<m ey rnarkvl has lvd to lhc 
devclupmcnl ur l1Jllg·s ra11d i11g COlll\Dl' l'l'ial rclatiOll· 
Ships With a hro:1d S)JC<.' l l'll lll ur irW<:S lOf!'I in the 
Middle E:1s l. This has 1•esu lted in lhc !'tH·111:1t ion of 
irnpnrl :\111 C.:O l'))l)r:ll l' link :-. :111d the Sel'.fllldl11l'llt or 
pcrsnun t• I lt l vari1H1 ~ key posit ions in that aren. 
Crc.:d ir SuisSl' Whit e.: Wt· ld h:is co111pk·t cd a 11111.11hcr 
ul' s ig11ific:111I i11 v<·s t1111·11r b:inki11 ~ lrn 11 saclio11s in rhl' 
Middle.· Ea:-.1- l'or l'X:1111pll', ii was a 111a11ag.:r Ill' the 
fi r.s f li s ted ~; el'11ri t y issuv dc110111i11a lcd i11 I uwail i 
d inars. 

Wo1 k ing witl1 Whilt'. Wdd, the hank ha -: played 
:1 11 :1i.:tivi; par( i11 a llllrllbt•I ' nr lil:lj<JI' ~lt.:qui s:ition s by 
Eurnpeil n 1 · 111npanie~; i11 tlw llnil cd StalL'S, as dc­
scrilwd JH'l'Viowdy. 011 th-.: C'l11 11111crci:d h:1 11ki11g s ide, 
th1.: L'111ph:1s is 1·011ti111ws 111 lw plan·d m1 gl·111·ra ti11g 
b:111 ki11g assds <ii' s lt t1rt 111:1t11ri1y whic.: lt Hl'l' sym·r­
gis lii: wi1l1 ll ll: 111a11agt·111c11t's i1 !Vl'S l111t•nl h:111ki11 g 
11hjcc Ii vc:-., 

Banque Frnrn,·afsc de D~pOt s cl de Ti tres 

In spill' CJI' dd 11le~. 1it' 11 11t·e rlai11lil's a11d :1 wurld­
willl' l'l!l'e->siu11, lhe Ha11qul· Frnn~·a i sc..: de Dcpi11s c.!l 
de..: Tilres 11pi.:ra tc.:d succc.::-.~ f'ully :1 11d profitab ly. Thi: 
h:111 k originated s-.;vi.:1·:d s izahlt- illl l'l'lla r io11:d p riv:lll' 
fi11:1 11 <.: i11gs. i11c li1 di11g i:-.sues pl:in·cl i11 rite Middll· Eas t 
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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, c1.1atributed substantially to the CS&WW 
Group's placement capability. 

In the French issuing market, the B~u' .iue Fran­
r;aisc de DeJA)ts et de Titres has likewise developed a 
placement potential well in excess of its underwrit­
ing parlicipalio 1s, enabling it Lo figure in 80 percent 
of all unclcnvri ~ ten issues during the 12-month pe­
riod in question. 

Merger and acquisition activit y dcclinl.!d mark­
edly in France during li scal 1975. Ni.:vcrthcle!:>S the. 
bank's industrial department haJ an active year, as 
did its research department. Some or thi s work was 
performed in conjunction with r o rinvcst, the 
Group's Paris-based financial rl.!search organiintion , 
which in addition tu its investment advisory work in 
French :,,ccuritics, ell'cdccl several i111port;111t co11-
sult ing st udics in f-"ra11cc and ahro:1cl. 

Clal'idcn Bank 

1.11\' l ' S 1111 c111 -n: I at L'd sc rv il°L'S c: o11Ii11 ll L' a s 1 ltl· 
bank's 111ost i1nporl:lllt adi\'il y. Early i11 197S, i11 Vl'SI· 
1m·nt policks wt.: re 111 udi(il'd ancl p<il'I l"olius \Wrc 
prngrl'ss ivcly shirted l'n1111 slwrt -tL·r1111111111L'Y 111:irkc1 
in !-. I ru1m·11t !-. towa rds q11ality-fi xed ;i11d v:.ll'i:1hll'·ralL' 
i11 s1 rn11 H..' 1tl ~ . l':1rel'uf at tt.:111 io11 w:t !-. p:1id lo kl'qJing ;1 

balancl'd di versili,·:it ion ur t' lllTL!lll' ii.'S :Htd tu 1n:iin-
1ai11i11g hl•:tl1lty liq11idi1y. 

I 11wst11IL'11t b;lllking i11al L·orp1H':1lc li11:111cv a1·t ivi-
1 ies \\' l' l'l' 1'111·1ltl' t' t•.,p:111dctl duri11g till' >'L':t l', and !lic 
b;\11 k \\1:1:-. <! l' I iVl" in :1 llllllllWr ul' Swiss :ind illl l' l'IW· 
ti1111:tl p11hlk iss11l' !-. :ind priv:tl L' placL·111v1tl!'> . This 
s1.:.- lt1r l wc~1lllL" a11 i111porta111 <:1111t rihu1o r 111 l'l:1ri ­
dt.:11 's rt' \'l' lllll'S. 1 liglll'r l'l' \'l'lllll' g: ii11 s :tllll µond L"tl!-. I 
1·0111rnls1·11:!bld l lltl· b:111k 111 i11t"t'L':1-;l' its pl'o fit <.1bili1y 
ov1•r t ltl' pn:vious yL·a1·. 

While Weld Securities 
Thanks to the sharp Jecline in short-term dollar 

interest rates which began in August 1974, the 
Group's bond trading operations improved substan­
tially. The improvement resulted 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 o r the division's fixed costs arise in 
Swiss f'rnnc:s, but almost none of its income does. 

Prospects for the coming ycnr can Lhus be con­
sidered promising. Until such time as inflationary 
pressu res become f!xc:cssivc once again, the present 
pos itive yield dWt!rcnli::il bl!twcen long- and short­
te rm interest r tics sho11ld remain. and acl ivc pri­
mary and secv 1dnry markl't S in fixed income securi­
ties should er 11t inuc, a l lens I in the s t rongcr currency 
areas. 

Whil e Weld Asia Limited 

The CS&WW GrcJllp Ctllllii111cd to pl~1y an impor­
tant role in the. <1rr:\llgc111e11t ul' li11andng fur rnr 
Eastern born1wt.: r~ in the intcrn:1tional market. After 
n prolonged absence, Ja p:111csc l'1Jm,):1nics once again 
hccamc i111pcJr(;111L borrowers, :rnd the Tokyo ollicc 
of White Wcld Asia Limil ed w:1s i11s tn1111c11tal i11 se­
curing l'or tlte Group :1 lop posifio11 in tltc m:inage­
mt.:nl, underwriti11g, a11d sy11clicat io11 or i11lc1·11alinnnl 
issues for Japa1H:sv l1orrmvcrs. In addiliou. a num­
ber of privall' fjn;111c:ing al't':tllgt•11Wnt s \\'l' l'l.: SllC<.:CSS· 

rully <.:u111pkt 1,;d. 
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White, Weld & Co. Incorporaied 

Statement of Financial Condition (unaudited) 
December 31, 1975 

Assets 

Cash ..... .... . . . ... .. ......................... . 

Receivable from brokers (Note 2) ................ . 

Receivable from customers (Note 3) ........ .. .. .. . 

Securities-at market value (Note 4) ............. . 

Secured demand no tes receivable (Note 5) . ... .. .. . 
I nves tment in associated company (Notes I and 8) . . 

Fixed assets-net (Note 1) .. . ... .. ... .. . . ....... . . 

Other assets . .. ..... . .. ........................ . 

$ 5,477,000 
55,227,000 

123 ,605 ,000 

130,793,000 
4, 125,000 

10,477,000 

7,428,000 
22,541,000 

TOTAL . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $359,673,000 

Liabilllies and Capita l Funds 

Liabilities: 

Money borrowed on secu rit ks (Nute 4) ........ . 

Payab le tu brokers (Note 2) ................... . 

Payab le to customers ........ . ................ . 

Draft s payable .......... ................ .... . . 

Sccmities so ld short-al marke r va lue .. . ... ... . . 

Ot he r liabi lities .............................. . 

To tal li nbi lirics 

Capital Funds: 

S ubordinat ed burruwings ( Nor e 5) 

Commo n stockholders' equity .. ... .... ..... ... . 

Total capit a l runds ..... .. .. ...... .. ...... .. . 

$133,961,000 
45,460,000 

56.996,000 
17,388,000 

23,957,000 
25.762,000 

303 ,524 ,000 

22,376,0011 
33,773,000 
56, 14 9 ,00() 

'J'O'l'i\L . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . SJ.'i9,673,000 

Sel! No tes to Statement ol' Fina ncia l Cond ition. 
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Notes to Statement of Financial Condition 

1. ACCOUNTING POLICIES 

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

Exchange memberships (included in nther as­
sets) are carried at cost ($1,149,000) and. in the 
opinion of the Company, the current market value 
($567,000) docs not indicate a perm;rncnt impair­
men t in the value of such memberships. 

The investment in associated company is ca rried 
at equity in net assets. All of the accounts of the 
foreign company arc translated into Unit<'d 'Sta tes 
dollars at the current exchan :;;c rate because sub­
stant ially all the related assds and li abilit ies arc 
current. Gains or losses on t ranslntion clue to an 
ollicial deva lua tion or rcvalua1 inn r11 the Unitcd 
Stales dollar und losses from uno!lic'ia l exchange rntc 
variances have been recognized , while gains ' rom 
unoOic ial variances have no t been recognized. L'11-
mulntivc ullollicial exchange gains were rccognizcl: 
subsequl!nt lo the s tatement d:1le as a result of the 
sale of the investment lo the Compa11y's Parent (se~ 
note 8 ). 

Fixed nssc ts, which consist o l' f11rnitllrc 1 cq11ip· 
mcnt und leasehold impruvelll\..'l1l s, arc s taled al cos t 
less ;v::cumulat cJ dcprccin tion and amortization of 
$2,6 13,000. Deprec iation is proviclccl lHI furniture ~incl 
equipment Oil the double-decl ining b~dancc rm:thod 
based Oil cs timall:d usef'ul li vcs of ten and five yea rs, 
respectively. Lcaseltold i111provcn1cnl s an: mnorlizcd 
Oil the str:dghl·li ll t: me thod based Oil lhc.: period of 
the respec livc leases or li fe of the iruprnvcmenl, 
whichever is less. 

2. RECE IVABLE FROM AND PAYABLE TO 
BROKERS 

l~ ccc i vablc fro 111 brnkc rs i11 c l11 des scc ttritks 
foih:d lo deliver , $ 19,630,000, and depos its ptlid for 
securities borrowed, $31,316,000. Payable lo brokers 
includes securities faill'd to recl:ivc, $1·1,8:18,000, and 
Jcp1J»its 1·cc<'ivcd for scrnritics lo:111ccl , $24,10 1,000. 
Securities fail s arc s lal t'd a l cm1trnL' I v;.duc. 

3. RECEfV/\BLE FROM CUSTOMERS 
/\ccounls l' l'l'~ivahle ,·ron1 c u s loine r s i1wluclt: 

a111uu nt s due 1)11 unc:ompictcd t r<111sm·1i1111s a11cl 111i1r­
gin balances. Sc<" ... :.ai:s owned by c11s l(11111.: rs ;111<.I 

held ns collat eral for receivables arc 1101 r1·flct: tcd i11 
this s ta1 i:111c11t. 

4. SECURITIES PLEDGED AND LOANED 

In the normal course of business, bank loans, 
cash deposits from other brokers and repurchase 
agreements are us<>d to finance the purchase of secu­
rities by customers and to facilitate the securities 
settlement process. Securities owned, $65,374,000, 
and customers' unpaid secw-ities, $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 equivaJent cash deposits. S ecurities owned, 
$47,947,000, are pledged as collateral for repurchase 
agreements. 

Borrowings from banks arc on a demand basis 
and repurchase agreements an.: for rela tively short 
p eriods of lime; no compensa tin g balam:cs are re­
quired under either type of financing. The average 
interest rat e on borrowings nnc.l repurchase n1: :c­
ments outstanding is 5.92°;11. During the preced ing s ix 
m onths the highes t month-end bnlancl' uf such bor­
rowings was $ 176,942,000 and the awrng1: ur such 
bt' ,Towings approximated $ 1 l7,842,000 al a weigh ted 
<lVCrag0 inleres l rate of 6.6Q 1~·i1. 

5. SUBORDINATED l30RROWINGS 
Subordi11atcd hurrCJwings i11c lude senior rnpi lal 

n o t es, $9,583,000, suho rdin ~1 I L•d d e bc nlun.:s . 
$8,6 13,000 and seemed demand notes, $4. 125,000. 

The :;enior capitnl notes hear interes t al 9 1 .. 1 % 
;rnd mature in 1987. The Compa11y is required to 
prepay, Sl!l11i ·<lllllll<ll )y, ~416,667 pri111: ip:d :llllOlllll Of 
tlic no tes. The Cumpa11y has the upl iun tu n1 :'1 ke 
additional prepayments subj ect lo ccrl<1i11 li111it a· 
lions. The <.:nven::m ts of l he tHH I.! agr1:cmc 111 con t:lin 
restric tions ;1s lo minimum capital rcquirc 11w11ts 
and, umk'I' cer1:1i11 cirt:ull1s tances, ccrlain s loc: k pay-
111e11ts , stoc k :ic:q11is i1ions :incl 1l1c p:1y11w111 or c:1 sh 
cl ividemls. 

The s11hordi11ated debentures he:1r i11krcs l at 8 11 11 

a nd 10 11 11 :111d 11wtur1: iu I he li :-.ca l yc;1r:; e ndi11g 
1977, $523,0!10; 1978, $524,000; 1979, $500,000; l 'JH I , 
$I / IM,000; :illd I 982, $5,600,0llll. 

The secured demand 1101 ..:s hea r i11l1 .. •r(.'S I :t i J 11 11 

:111d 4 "11 a11d 111aturi: 11s fo llows: $2 ,000,000, upon s ix 
111m1lhs 1101 in• ( notice w:.tivcd a11d rL·kasl' gr;i11led J11 
.January, .1 97<i; sec note~). :111d $2, 125,000, in 198 1. 
The ~ccun:d de111a1ld 1wres arc :- ubjcc l lo L't>lla lL'l'tll 
:1greL'111cn1 s whkh provid1..', anwng olhl't' thin g~. for 
will1draw;il uf tlw n 1lla1t;ra l a11d n ;turn uf tht no tes 
al 11w1urity if'" ' prio r demand l'ol' payllll!lll vr tht: 
rel:11 cd scnin·d dc111a11d notes rct•l·i vahlt- has he1.:11 
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made by the Company. The va lue of the secured 
demand note collateral is $6,566,000. 

6. CAPITAL REQUIREMENTS 
The Company, as a member of the New York 

Stock Exchange, Inc., is subject lo the ''Net Capital 
Rule (Rule 325)" of such Exchange which requires 
that ''aggregate indebtedness" (as defined) shall not 
exceed fifteen times ''net cap ital '' (as clclincd). The 
Exchange may also req u ire a member firm to reduce 
its business if its net capital ratio should exceed 
twelve to one and nrny prohibit a member firm from 
expanding its business if the rati() e.'icceds ten tu one 
At the statement date, the Company's net capiud 
and the " required net c.:apiud" (as ddined) wi.;re 
$23,268,000 and ~ 10 ,792,000, respec ti vely, and the 
Company's ratio or aggregate imh.:btedncss to 11ct 
C:'lpital \V:IS 6.96 to I. For purposes or C(llllpt1ti11g lll't 
capilal , 110 va lue is attributable I n lhe investment i11 
ussuciated cump;-111_v (sec 1101L· 8). 

The Sccuril ies and l~xc lta11 ge C'u11t111issio11 
adopted a u11ifor111 t<tpital rule ell'l'C I ive January I, 
1976 wh iclt has h1.•1•11 s11bsl.'q111.•11 1 ly ittl·orpora ll·d i11 
R11 le .125. I 11 t ltl.' op i 11 ion ol' t ltl.' Co111p:111y, 1 ltv I IL'\\' n • h ·s 
:trl' 1101 l'Xpec 11•d lo lt:t\'l.' a 111:tt1·ri:il advl.'rs1.: L'll'l·c t 1u1 
lht: C11111p:i11y's reg1tlalot)' capit al requirl'llll'llt~ . 

7. COMM ITM F.NTS AND CONT I N<:ENl'I ES 
Th1: l'o1np;i11y's 111i11i11n1n 1 rl·111:d ro111111it1111.·11ts. 

11el of :-.uh-ka .... l· i1wn1111:, 1111dvr 111111 1..· ~llllT l ;lhk k; 1 ~1..·'; 
an: fut ' thl.' li-;1..·; tl yl.'ars L"11di11g: 1976, ,. 7.460,0llO: 
1977, $7,299,000; 197H, $h,1J75,ll00; l 1J79, $1l,7D,001l ; 
a11d I lJ80, $6, I I c1,(l(lll; :111d fur 1 lw Ii\'\' li s<·:d Yl':1rs e11d­
i11g: l lJHS, D,2'>.1,lltlll ; l 1J1JO, $ IX,l·l(1,!10ll ; :111d l 1J'J1, 

$4,885,000. Included in the f orcgoing rental commit­
ments are financing leases having a present va.lue at 
the statement date of $5,064,000 based upon an ap­
prox imate weighted average interest rate of 7.37%. 

The Company has a con tinge nt liability of 
$4,382,000 in respect of a SS,000,000 irrevocable letter 
of credit which expires on March I , 1976 (renewable 
for six months thereafter) written in favor of ccr· 
lain option t · 1·ing associaliuns lo satis fy margin 
requ irement s. A fec of ~'.! of J % per annum is paid 
on the aggregate amount of the let ter of credit. 

The Company has been named in sever:-i l civil 
actions in 1hc o rdinary cuursc uf its business which, 
in the opi11io11 of' the Comp~rny, will be rcsolvl'll with 
no material adverse ell'ec.: t un it s !inancial condition. 

8. SJ\1.P. or INVESTMENT 

111 .January 1976, 1he C<Jmpa11y sulu its inv1.:s t· 
llll'lll i11 associa led c111npa11y to it s 1'~1renl Company 
l'or c;1sh l'q ui v:tle111 tu its rarrying val11l' pl11s 111irl'C· 
og11ized l'.'ich.111gl' r:11l' g;ii11s. P<tr l of I he c;1sh paid 
hy tltt: Parl'tll W:I!'> prnvidcd fro111 lhl· rqrnrch:t'il' b.v 
11tv Co111p:i11v 111" a 1wrl i\>t1 ul" it ~ l'11n111H11l s tm·k ltl'ld 
by it s l>:in·1;1 at honk v:tl 1t l' :tt1d th1.· r kaw 11f tlw 
1'~1n: 111's sentn·d d1..•111:111d 11111l" and 1·l' l:1l l0d 1.·as lt col 
l;1t <:r:il . TltL· llL' I l'll'l·1..·1 l!f 1li1·se 1r:111 :-.aL·tio11-; w;1s 1t1 

d1°l'r1.·:1 sl' tl11· C11111p:t11~1 's Capir:il 1:1111ds hy SS.OOll,000 
ii 11 d I o i 11 l' 1 · l' :t s\.' i t S r l.' g 11 I: I l 111 · y 11 l' I l' :t p i l id h y 
$S,Oll0,lHlll d11l' 11> tltl' lbTv:t s1' in lllJ11-:dl11w:1hlv it!'> 
s1.• ls 11sl'cl i11 1 lt l· c;tlntl:11ii>11111' rq!ul,1t11ry Ill.'! cn pit :il 
( SL'l' 1111k 6 ). 11 1 ltv s:1k lt:1cl l>L·c11 ell't·1·1l'd ;II Dl'cl'l\1 
111.·1· .3 1, llJ75, tl11 · prn lurr11 :1 r;11 i11 or :1i.:i:rvg:t ll' i11d1· ht 
l'dltl·~~ to 111•1 c;q1i 1;tl wo11lcl h:tw h1•1'11 S,'16 IP I . 
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NicholasV. Schaps 
( Mi1111eapolis) 

Kenneth J. Thompson 
( Krmsas City) 

Michael Wadsworth 
(Dallas) 

William H. Williams 111 

Equity Trading 

Richard P. Duffee 
First Vice President 

\lice l'reside.nts 

r-rankls n R. Dasilc 
J anws D. IJ rownc 
( /Jost cm) 

I larold /\. Clo11scr, S r. 
( l \li/111i11).!fflll ) 

Gera ld D'J\mb rosio 
( l fo.\ ({I// ) 

J\llwrr U. D'Onol'rio 
( ll'ilJ11i1t1!/lll/ ) 

Arnold .I . (iumlhimk-r 

Ft°\.'lkriek I.. Conlon 

W. l'L'IL' I' Iri sh 

FrL'd IC 1\.1101> 
( l'/Ji/111/c'I 11/lia) 

Pit: rrl' l' id1rn1 

Pl'll' r Sch11l'nfdtl 

.l111 i;1l l 1:i11 S 11.: 111 

Th11111;1s F. \V:ibh 111 
( S1111 1:111111'1.\l·o) 

Ne\\ Ycll'k Stock E~clmngc 
Fluor l\1cmhcrs 

T . 1\ . l.l·wb . .Ir. 
S1•11i111 I' ic1· / 11, .,;,1c,,1 

Fin t 11 w1· l 1 res11/c11t s 

llid1a1 d F. fh11 kl· 

1':1111 V. l lal'vcy 

.luhn IC Whit 11111 

C:t\'ll· I'. \Villi :1111 ~ 

A1m~ric1111 Stoel( E~clm 11gc 
Fluor l\tcmhcrs 

1\·rvr W. Donol111c 
1:;, st \lict' /1rc·siclc111 

Syndicate 

Kenneth D. Mann, Jr. 
First \lice Preside/If 

ti ice l'resicle11ts 

Cynthia S. Vaughan 
[an H. Zwicker 

Nntionul Sales 

Eugene L. Cooke 
Se11iur Vic:e Presi<le111 
mu/ Dircc:1ur 

Richa rd A. Kim bal l 
Sc11ior Vice J>rcsitle11t 
mu/ Director 

D<malcl R1111tlle t t 
Si:11ior \lice l're.,iflc111 
1111tl Dirfft<1r 

David K. S i111 !> 
St'1ti11r \1 i l'«' / 11 oicll'lll 

\I it·t• / 11 t'.\itft' ll l' 

f{; 1,v11 11J11d l3al10t1!.hki11 

Willi:i111 /\ . Gillogly 

o,,11011s 

t\ 1'l '111r l\:1111'111 :111 
Vint \l i1 ·1· l 'rnicl1·111 

M id1:1L'i < :. t\11tt·1111l·l'i 
l' i1 ·1• / 111·sir/1•111 

1.cgal Sales 111HI 

Hcg11 l11t cc I 'I'm ns ac t lons 

Rt1 IH'rl I. Kki11ht•ri; 
Fir.,/ \111 •1• fJ11•,itlc•111 
t111d l 1',,;,,,,,,,/ .'i1't'l 1'/l/I \' 

One l.lhcrty Pl11z11 
t I 11 '1it111 i1111;d Sak' l 

/.'ir., f \li1·1• / 111•.,icle111 , 

S 1:111to 11 .I . Ft·ck y 

Roha l I I. O'(j1 ;1dy 

.h1.,t·ph I ~ . ll:illCJrd 

Edward T. Ci:i1 dm·r 

l>;11i' J\ . I .i11cb:iy, .Jr. 

1\ l11q;11 11 l'. Mitl'l11!ll 

I 11111 . .., F. Sil 1 

l<.11h1·1·t ,I. S11 1i 11t 

< : ~· 11r~ :l· I ~. S tcph~·1 1 !>< 111 

One Liberty Plaza 
(Individual Saks 

Michael J. Foley 
First Vice President 
mul Mmwger 

Vice Presidents 

James J. Dwyer 

Duer McLanahan, Jr. 

300 Park Avenue 

G. H. Walker, Jr. 
Director 

frank Dunne, Jr. 
Se11ior Vice l'resitle11t 
mu/ Drm1d1 Manager 

First \lice Preside11ts 

George A. Comas 

Rober t Freeman 

.John W. Watling J II 

Douglas T. Yates 

\lice Presitlc11ts 

Rubert C. Brady 

Owi.:11 l I. Dowd 

Law rem:c L. Lan ier 

Allen L. Lindley, Jr. 
I low:ird T. Taylor 

Al Inn ta 

Steplwn M. Hncbcr 
Virst l'iCt• /1r l'sicle111 
u11d /Jrm1d1 Mmw~a 

W. Mit'h:tcl T hompson 
/.'i rst II ic:e l'rcsidc111 

\I it •1• />1 11sitl t' ll/ .\ 

Robert C. Ad11m:­

.loh11 11. Beach 

Lyle V. 13u rns 

Boston 

Clive B. Fmdoli 
Sn1ior \I ire /111·.,it/1·111, 
/)i1'1 ·1·/1J1. I/II{{ 

llrn11t'l1 i\11111t11.: 1·1 

1-'irsr l' i('I' / 1 1esitl1~ 111s 

Gonion P. Cadwg:1 11 

I< ir ha rd I.. Davi Sl>Ull, .Ir. 

T11w1hcnd I lornor 



Edward B. Long llice Prcsidc111s Vice Presidents Providence 

Arlhur E. McCarthy Edwa<d P. Clark Paul Aren tsen Richard W. l\forsilli 

RobcrL J. Wheeler Glcn11 L. Duphorne G. Barclay Perry Vice Preside11t 
and B ra11clz Manager 

\lice Preside11ts 
Billy Ray Smith Owen T. \t\Tilkinson, Jr. 

Bill C. Ward \'ice Presidents 
Alan Baller Minneapolis 

Raymond R. Bowman 
Bruce Baltl!r Denver Hubcrl G. fcrguson 

Rubert H. Dueller First Vice f>resiclc11t Robert G. Huckins 
Harold Beacham 

James L. D'Angulo 
Vice Preside11t a11tl Bra11ch Ma11ager Paul K. Keating 
mul Brtmclz Ma11ager George S. Kirkpatrick 

William M. Davis \l ice Presidc11ts 

Robert A. Kammer \l ice Preside11ts Pal rick Corrigan 
George W. Waterman 

Janh.'S E. Moorc Nid10las H. Davis Harry C. En·i11, Jr. St. Louis 

.Juhn A. Pu inc, Jr. Bl'rnnrd L. Wuucly Owen V. Kane J. Hurd Armstrong 

E<l111u11d J. Rcinhalter Harl ford 
First \l ice Preside11t 

New Canaan, Conn. mul Bra11c/1 M<11w~cr 
Ll'l' J. Twomey M. Alan Rubin Edw;ml L. \Vi11pc1111y, Jr. Ro\· \\I. Junbn 

11 ice J>rcsidc111 Fi rs t I' ice /1r c., irlc11t Fi1:s1 \I ice Presiclc111 
Century City allll Br<111d1 1\lmw~cr mul !1rm1c/1 1\I . 11t1~er 
G. Wcndcll 13irkhufcr 

I' ice f>rL"side11ts GeurgL· 13. l\ll1lll'l' \l ice f'rl'sitl t•11ts 
\l ice l'rcsitle11t \I ice fJreside111 Georgl' P. No\·ak 
mu/ Drm1c/1 Alm"1~er Thomas 11. DcL"kcr 

.l uhn Shepley 
John G. f\larakas Bradford R. Fros!, .Ir. New lla\'Cll 

\lice l're.,itlc11t W:ll tcr G. R;ifkrt~· Do nald I) , Dc:-.l San Francisco 

Chlc:1go c;L'l':1nl Stewart Fi1 -:1 \I i ff l'ri•sidc111 .l:1111es D. M11rrav 
11111/ /Irn11d1 "1111111~1.·r Firs t \lice: / 1rcs1ilc111 

Dona Id C. Tril·sd1111a1111 I .ouis W:llkL·r tlllt/ /J /'(/llCfi i\1111111~ 1·1' 
First \lice /'resitlc111 Charles .I. Whill' \li1 •e flrcsidc111s 
""'I /Jrn11c/1 Att111a~cr Nurlll'rl W. Cl1111Th 

G1:<trgc II. Pf:1u 
J louston Fir~t \lit ·1· /1rc ,.;ith:11t 

I' ia 11resitle111s 1\ IL'xandc1· K. l\k l :111:1h:111 
Charle~ IJ. Curli:-. 

.l:1111l's R. f3akl'r First \I in· /1resid1·111 M:1r1 i11 .I. Dcr;L·1111arn I' i1 ·1· Pre.,itll'1tls 

.l<tllll'S /\. n ovainl 111 Tltad L. Uow111;111 1':1ut M. I la111111:1rs lrn111 Ft l'<kril'k B. 11 igh iL' 

Gll..'1111 F. Cray, .Ir, \I ict' l'resi<h-111 ll o\\'ard I.. Makrhukr 
11111/ lfrt1111'11 M111111:.:a Omaha F1 a11k E. P:111b 

Lu t 111 ·r lka rl)l)rn, .Ir. \Villia111 S. l .. 1t1 :1 
Rolll•rl 'I'. Fa1111i11~ 11in · /11 c•sicli.:1/1!. \/it 1· t>rnitln1t Sea Ille 

GL·11rµc G:11 dlll'I' \\' i II i:1111 .I. G 1 C!!L'rtrn111 1111r/ JI r11111'11 i\11111ager Gn>rgL' L. l l:i11s1·1h 

.l11hn .I. K:1111111L·r, Jr. (;L·oq,tt' S1ark l'in• t 11c•, idc·11/ , 
I ' ic·c l' r c.,itle111 
""" /J1 m1d1 1\ lw u1;:1·1 

( 'hark:- /\. l.<11tL', .Ir. Kausas City, Missouri Earl K. ~l:id -.L'11 

Da11id F. l\la11gi11 11 l 'lay E. Luhunt \Villi:lll1.I . R:1 ' 1111r 
Tuls a 

Tc..: tTt' IH.e Marlin \I in · /1ri •sirle11t Thu111;1:- l'. Smilh,.lr. 

Rohl'rt V. Wittig mttl l?rt1111'11 i\lc11u11:t·r Ph Ila tic I ph I a l'in· /11 ,·,itlc11t 

Alfred Rauc·h . .Jr. 
<111tl Hr1111d1 i\11111(11,1 •1· 

Clayt•rn. ~tlssourl 
\I ic·1· J1r, ·sitl1·11ts J-i,..,, \1ice /111•,it/1•111 P1·IL'I' J\d:1111so11 

Ot1i11t11:- L. Dn·1111an, .I 1. Willi:11n 11. Russell wit! /Jr11111'11 A11111<1~t·r l ' ic"t' l'l't' .;idt'I// 

l ' ii 't' l' ri.:, itlc•11t Edw:ml 13. Weit n1•r 
\lin· l'rn itl1·111.' Washington, l>.C. 

1111c/ /l rc111d1 !.11111111:<'1' 
I .os J\ngclcs l{11hL·r1 C.i\ lll•11, .lr, .101111 /\. l'h:t~t· 

Onllas l';1rl W. I l11 lkk Pl'fL'r 0. Cru1t :-.1~ 
\' we J1n·sitlc11t 

~ l klt:1 1 • I E. l'rns:-.ll',\' First Vit·c· / 1 r1 '.~ it/1•111 ""'' /11wwli t\11111111~ 1·1 · 

Fint \'ire' l're.,itlc11t mlfl IJrn11dr 1\l<111agcr c;\'lllW' E. lh:111ing 111 .kr1111w \\I. C11l111nh 
1111tl /i/'cllll'lt 1\/m1111~ c'I' Do11ald .I. U11rnt'l I Frt•dvri1 I, I .. Ml'Scl'\'l', .Ir. I' it '<' /'n•., it/c•111 

J.'11·,, t 11 ice· l'l'c.'litlc11t lkrnanl P. Sl'11a1rcr, .Ir. 



24--------------------------------------------------------------

Wilmington 

William H. Jones 
First \lice l'resit/11111 

John r-. Bnyn11m 
\lice Prcsitlc11t 
<111C/ Brm1c/1 Mc11u1gcr 

JI ice l'resitle111s 

.Jo hn R. C. Moocky 

.luhn Sniler 

Peter G. Wilds 

Jntcrnatiounl Sales 
and Trading 

.luhn A. Dull 
Se11ior II ice Prcside111 
a11d Director 

New York 

First I' ice• l'resitlc//ts 
Rkhanl F. 13indas 

Joseph Cula11dro 

I l:irry E. Dcwd1tl!)' 

\Vci·ncr R. Ge11iescr 

.luscph 1\il. ldy 
I Sfll<!s Mc111<1~L'/') 

Nigel W . .Sadd 

Vice l 1r i:sirl1·11rs 

Viel or A. l)L'(µ;idu 

/\rlhur 11 . Thie-; 

l'hil i(>llL' C. S.llv:1 j 
1:;,.,,1 l'il't' l'a·.,iclc111 
ti/It/ /1111111'/i 1\1(1//(lgl'/' 

Te1'l't1 t·c F. l\ l :th1111y 
11 ic·c l'n:sir/1•111 

fl ung KUii);: 

l' iec /'n•,it/1·111., 

Z.111 Ttth Wung 
Hr11111'11 C11-i\11111111:1·1 

i\ lal'l' Faha 

Lon ti nu 

SIL·pl1i·11 .I . l~llM' 
St'11ior \I i1 ·1· l'r1 •sid1 ·111 
11//cl I J1<111c/1 1\/(111<1gt'I' 

/\l;1i11 /\da111 
1:;, '' l'in• /l, ,.,/ill'111 

\lice Prcsitle11ts 

Allan W. Marshall 

James M. McAlcar, Jr. 

Alan A. Nash 

Alan D. Orm rod 

Viscount Stralhalkn 

Mon treal 

Jacques L. Belanger 
\lice f'reside11t 
flllil /3ra11d1 MfllW/;!t:r 

Paris 

Jca 11-Claudc Ti nc 
Director 

G. 8. dcst\1Ji11i0rl:S 
First \I ice Prcsicle111 
mu/ i1rm1c/1 i\ta11fl~cr 

Franc;11is Clwmpiun 
Fi1sl \lice l'r<!sit/1•111 

\I in• I' n:.' i tic" ts 

1';11 rice Bcf\·a1 I ·t le 

t'hrbl ian de L'l lcrn1ilL' 

'.1.urich 

.l:ikoh Schill id 
Firs/ \lic:C' Prcsicll'lll 
(///(/ ll ra 111'/1 M 111111,1.:cr 

lil'orgc CL l3a 111 11;1n11 
l ' ice l'rc.:sitle111 

Adminisll'alion a nd 
Opera I ions 

.l:illlL'S \\I. Nl0 l 0 dh:1111 
/:" r1•1·11ti1•c l1ic1· l'rc.; icl1·111 
"'"' ,,,., l'('fll/' 

Stl•plt~·11 I .. I l:i111111l·1111 :111 
.'\1·11i111 I' ic·c• /1/'c '.\ir/1•11/ 
0111/ Oin•1·tor 

.l:111lL'S E. l fal'Ull 

St•11ior \1 in· / 1r l',icl1·11t 

,..11,t l' it·c l' rnit/1·111.; 

Hkli;11·d J\. lkCJrq;nrio 
( /111\/1//I I 
T. K. Fl:1th·\' 
'/'1'1 '1/.\//1'1'/' 

V illl'l'111 A. Cirill11 

.I• il111 I'. I 11dl'll i 

i\lnrt i11 1\'1l'C:llll'11 

.hll111 A. Mdily1111 

l.:1ri -, i\l il1111:1'-

\lice Prcsitle111s 

Robert J. Albano 

Ernest J. Buonocore 
Co11troll er 

Andrew J. Carrozza 

Pasquale DiMallia 
.I. Barris Lcpi"y, J r, 

Vincl'n l 8. Lomb:wdo 

William R. Orforu , Jr. 
Thomns L. Pn.:nde ·gasl 

Mh:hacl T. Rl'ddy 

Jl'ruml' J. Schwnrrn1an 

.l o!l11 W. Scrnlmla 
ll ssistt111t Seuetarr 

\\lilli:1111 H. Sht1nl'v:1~· 

Stuarl L. Si11dl'l l 

Rober! P. Sloan 

Willi:1111 C. Ta\·I Jr 

,1,, ,,i.\lct11t Scc:;·t! •ary 

Robat Typl'rn1: ss 

,lllSL'ph Jfot:dti, Jr . 

.J;111ll'S IC Burns 

.f 1 N·plt Ca111h1 ia 

R11lll'rl M. l':irr;1gllL'r 

D1111:tlcl .I . Culli11s 

l.L'11 .I . Cullins 

Clt:irks lk P:d11 

ll1)hl'l'I lo. Din·I, 111:11111 

.l11h11 C.'. 1)1111\• 

Ril'l1:ird c;:li ri 
Ruhl' rt A. C i:ir<lllL' r 
1'.111 ' A. (;r;111:1 
( .' I. / ,11111\) 

\li111.'1'11l < :rill11 

l<id1:1nl lla):-,lr:11 1d 

C:l·11rgc .kn1'.i11s 
'/111.'illlll) 

Do11:ild l\arpowiL'l 1 

lkr11:11 d l\L's:-, kr 

W;d tt·r l.:1 r:-.1111 

.I 11sl·pli .I. I cega 11 
l ~dw;ird .I . M:1tldt·11 

i\ l;irk i\ l :1 h11l1t'11 

R11lwr1 ,\ . Ma1111 

Bt.:rnard F. M<:Donncll 

John J. Micallc( 

Sac.lck A. Nasser 

Jerry Of sic 

Gerald Owens 

Adolph A. Pcsn l H r 
(Chicago) 

Stanley Phillips 

E. Coy Plunkett 
(Tulsa) 

James R. Reynolds 

John J. Sweeney 
( llt/c111ta) 

While Weld !\1oncy 1\farkcl 
Fund Incorporated 

100 Fccll'ral Stn:cl 
l3usto11, ~l ass. 02110 
(6 17) 4S2-56-l3 

Rubcrl W. Crnuk 
Director mill f'rl'sicli:111 

David t\ lmy 
/Jir<!C/(J/' 

Charles C. C;ihol, .I 1". 
/)ircctor 

Todd G1><1dwi11 
l>il't'l'(CI/' 

l ·:dward A. I l1111sen 
/Ji rct't or 

Gc11rl;!l' \V. I lu lhr1111k,.l r. 
J)ire1·tor 

Ch:i rll'" C. I.CL' ,.Ir. 
n;r('(' /11r 

,J.-1111 B. Rn•l'L" 
/)ifc, tor 

( 'h:irh " i\I. \\lillia111s 
n;, l't'f( r 

\\/illia11 F .. Aldi idt 
11 i1e1'r .. ,it11•111 

.l:11lll'S n. Nul:tll 
/'1'1'11.'i//I t'/' 

Dorothy T. Rul>hi11' 
."it't' / t'f///' I' 
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Directory of Offices 

Mai n Office 

New York City 
One Liberty Plaza 
91 Li berty S t reet 
( 212 ) 285-2000 

55 Waler Stree l 
( 212) 285-2000 

Branch Offices 

Allan l a 
Trust Company of Georgia 
Building 
25 Pryor S~rcct, N.E. 
( 404) 658-1400 
Slcphcn M. Racbcr'~ 

Boston 
100 Federal Stn:ct 
(617) 482-7767 
Cl ive 13. faziol i* 

Chicago 
30 We~t Munroe St rel.!! 
( 312) 346·0022 
Dunald C. Trkscl1111;11rn* 

Clayton, Missouri 
7777 Bo11ho111111e A venue 
( 314 ) 863·6400 
Quintus L. Dre1111a11, .Ir."' 

JJallas 
2100 Republic N:1tiunal 
l3a11k Bui lding 
(214) 747-IJ46 1 
Michael E. Cro~slcy* 

Denver 
755 Cu lorad1.1 Nati onal 
Bank U11ilcling 
(303) 893-50 10 
Rulx·r t 11. l311chcr" 

Harl ronl 
OnL' Arnnic:nn How 
(203) 525-427 1 
~I. /\la11 Rubin" 

I luuslon 
1230 First Cit y Natio11:1I 
U:111k Uuildi1ig 
(7 l 3) 22-1-83(!] 
Alexander K. Md .1111ahaw1 

Thad H1>wn1:111 ~ 

;~ 1111 ,.;:!'i Cit y, Mlss1•<1r l 
ll lllll l3alt111111rc ... n·11111· 
(X l6) 22 1-7400 
< ·i:i,,• Cuh11rn 1• 

Los Angeles 
One Wilshire Building 
(213) 624-6111 
Carl W. Hulick"' 

Century City-West Los Angeles 
1901 Avenue of the Stars 
(2 1 ~)277-84 11 
G. Wendell Birkho[cr'" 

Minneapolis 
lDS Center 
80 South Eighth St reel, 
Suite 626 
( 612) 370-8900 
Hubert G. Ferguson* 

New Canaan , Conn. 
4 Cherry Stred, Box 965 
( 203) 966-566 1 
Edward L. Winpl·nny, .1 r. '~ 

New Haven 
900 Chapel St reel 
( 203) 624·9841 
Dunaltl D. Dc.:st ~' 

New York City 
One Liberty Pbz;i 
YI Libert\' Stree t 
l 212 ) 283.·20011 
"'"'it 11tic11"'/ 
Stanton J. Feeley"" 
/ 11tl i11icl 1111/ 

Mir h:tl'l .I . F11h'y1
• 

300 P;trk Avc1H ll' 
(212) 751 -5500 
F1w1k Dunne, .11·.•1 

Omaha 
l <10 K il'wi t Pl:ti'.a 
(·102J J4 i;.(IJ30 
\Vill ia111 S. l.att ;1· 

Phlla<lclphla 
Five P1..· 1111 l°l'lller l' laza 
(215) 568-7170 
All r1..•d Ra11d1, .Ir.* 

Provitlcncc 
IX12 I Im.pita I 'l'ru!-> t '1'11,w1· 
(·IOI I 8<11 ··1000 
l{id1ard \V . ~lor:-i lli '· 

SI. l.011 Is 
20 13 mad wa \' 
tJ I 4 J 13 1-Jllilfl 
J. I l ul d /\I'll I S t l"llllg '1 

San Francisco 
011v 1311 !-> h Si!0

l"l'I 

( 111 5 ) 'Ml -1077 
.I :111 ll' ~ I> . Mu rr;1y ' 

Seattle, Washington 
While-Henry-Stuart Building 
131 8 fourlh \ venue 
(206) 623-7611 
George L. Hanscth* 

Tulsa 
Natiunnl Bank or Tulsa 
Buitcling 
(918) 585-2721 
Thomns C. Smith, Jr.* 

Washington , D.C. 
Suffridge Building 
1775 K St!·c:.:I, N.W. 
(202) 452-9800 
John A. Chase"'' 

Wilmington 
Wilming tun 'J'rusl Building 
100 West 10th Stred 
( 302 ) 656-7741 
J uhn r.. Baynum" 

London 
P.O. Oox 236 
Com11H•rdal Union lmild i11g 
$1. lkk 11 "•, I Umlcrshaft 
S!t•phl' ll .l . Rose'· 

Paris 
142, l>oulcvarcl I l :rn~!'-111a1111 
(;. U. de:- Mi11i~'l"l's'' 

Zurich 
56, St:h111l'lzbcrgs tr:1sSL' 
.l;ik11b Sl"11111id1' 

Carncas 
l ~ dilit·i 11 Sl·gurus I k111i slfrirn~. 
J\vv11itla S:t 11 Fl'lipc 
I :t C:t~ t L· ll1111 : 1 
,\p:trt:1d,1 2555 
J . .I. llntdL·r 1 

I ki111. Ko\\':t lsk i" 

Geneva 
I , q11:1i d11 l\h11ll -Blanc 
l'h ilippl' C. Sal\':1 j " 

I long Kong, H.C.t. 
2·10.1 Co1111a11ghl l "e nl n · 
'!.. T. \V1111g .. 
.l . M . U:1iky ·1 

I\ 10 11 I rcn I 
S11 il l" ·H11 
2 l' l:ic·: Vilk M:1riL' 
t .11·11878 1JSll l 
.l:tcq t1l'~ I.. l kbttgl"r'~ 

:. llr;1111'11 l\b11:11'l'I' 



26 ----------------------------------------------------
Societe anonyme financiere du 
Credit Suisse et de White Weld 

Board of Directors 

Jean Cattier 
Honorary C/1<1ir111a11 

Robert L. Gen ilia rd 
Clzaimum 

Dr. Hugo A. Frey 
A ttomey·at-l<1111 

Rainer E. Gut 
Ge11cral MwwJ:;e r, 
Credit S11isse 

Puul llallingby, Jr. 
Clwir111a11 of tlie Doan/, 
White, \\lelcl & Co. 
l 11<:0 l'/}Ol'll I eel 

L. Emery KalLenbat.:h 
Director, \\1/iitc, l\lclcl & Co. 
l ll(:urpurat cc/ 

Rubert 11. Lutz 
Former Ge11e111/ Almu1~er, 
Cretlit S11isse 

.l oh11 L. Not ler 
Clwimu111, l.111/11·i~ /11 sti1111e 
for Cm tc:cr Rc.,earc/1 
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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 stmcture, policies, pro­
cedures, and personnel. 

Many innovations have occurred in recent ;c:ars in a 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. 
Th'e innovation process is further complicated by the fact that state 
governmen t officials rarely have the time or opportunity to share such 
knowledge which may be applicabic in other States. Under day-to-day 
pressures and constrain ts, profossional administrato rs and technical ex­
perts lack the time to write up o r share new approaches thaI they have 
developed. 

The Council of State Governments, which has bt!cn providing J fo­
mm for such an exchange for many years, has recently cxpand~d it~ 
efforts in this area. The State of Wisconsin Investment Bo:ird :s unc of a 
series of six innovations being studied by the Council under i.i gr.1nt 
from the N:ition:il Science Foundation. Resides this progr:tm, the others 
sckcted for cvaht:ttion during th is first year include pcn~i<>n fund con­
solidation, statewide property tax :tsscssmcnts, a state e n·~rgy m:rn:igc­
ment commission, con tro lling health costs, and ::i railroad !.>ranch line 
rehabilitati0n program. Report s are availnb le on the latter four pro­
gr.ims. 

The state programs studied were selected by a nacional advisory pan­
el composed of state legislators and officials. The Council is gr.itcful to 
these individu:ils for thci r assist,tm:c: Senator Anthony A. Derez in ski. 
Michignn;sScnator John Pat Fanning, West Virg111i:i ; St.rrnlor Larry F:i s­
bendcr, Montana; Representative Vera Ka t7., Oregon; Walter Kit:inski. 
Deputy Sccn:lary to the Govcmor, Ncw York; Jeffrey Laurenti, Execu­
tive Assistant , New Jersey Senate; Attorney Genera l V. Frank Mendi­
cino, Wyoming; Scn:Hor Mike O'Connor. South Dako ta; Rq>rcscntativc 
Corncliu!i O'Leary. Conm·c ticut ; Dr. Tibor Payzs, ~peci:il As istant to 

the Governor, Krntucky; Joseph V. Stewart , Deputy Dire•: lor, Depart­
ment or Finance and Administration, Ark:ins:1s; Daniel W. V:Jrin, Chie f. 
Sta tewide Pl:rnning Progra111s, Rhode Island : William \\'. Wilkins. BuJgct 
Director, Ohio. 

Tit is report 0 11 Wisconsin'-; I 11vcst 111e11 l Do:i rd was prep:ircd by Dick 
Howard, Director o f the Council's l1111ova tio11s Project, and James E. 
Jarrett, Research Associate. 

Lcxi11gtoo, Kentucky 
August 1976 
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PREFACE Inflation, opposition to higher tax~s, and taxpayer disenchantment 
with government generally, are having a serious impact on government 
financing at all levels. "' recent National Association of State Budget 
Officers' survey shower States' general fund expendjturcs 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 deplececi. In the 
aggregate for the 43 States that responded to the budget officers' su r­
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
yond control of state government officials. 

In a word, state mai~agers should be, and are looking for additional 
sources of revenue. One obvious source of signifkant amounts of rev­
em•e is to put state dollars to work, and more and more States arc 
taking advantage of investment opportunities. Perhaps no State has a 
more completely developed invcstr .. ent program than Wisconsin, which 
has been investing rhc asse ts of retirement funds for 65 years. 

This monograph is the fifth in the Council of State Go·1ernme11 ts' 
current series of reports on innovntive state government p rograms. lt 
probably comes the closest to describing a "model" program. One rc:.i­
son is that the State ofWisconsi11 l11vcstme11t Board has had 25 years co 
evolve. 

We are gra tc.:ful to the muny individuals in Wisconsin , especially those 
as<;oci:ttccl with the inves tment b0nrd, who were so generous with their 
time in helping us to undastand the ·1gency's activit ies and responsibil­
ities. In addition to each of th~ invcstmc11t di rectors, we cspecially wan t 
to thank George W. Crownhart , General CL unsc l for the board and at 
the time of our visit acting executive Lii ~ ccto r; Gerald T. Mah::iffey, 
Administrator, and Tom Landgraf, Dirrctor of Stale Budge! Opera­
tion :;. 

Several ind ividuals reviewed c:irlicr dr.1fts and made u cful com­
ments: LeRoy Dockter, Audit Director, Wisconsin Legislative Audit 
Bureau; Peter J. Ne lson, Assi~tant Stale Tr.J ,)1.:;-er, Wisconsin; Gl·orgc A. 
Bell, Executive Director, National Association of Stal~ Budget Officers; 
and Carl Vorlander, Executive Din.:cto r, Nalion:il As.;;ocialion for State 
lnform::ition Systems. · 

Further information can be obt:iined from officials of the Wiscon!'.>i n 
lnvcstmenl Bo:1rd ( telephone 608/:!66-2384) or the au1hors of th b 
report (telephone 606/252-229 1 ). 
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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 employees, 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 with the 
state treasurer and the Department of Administration to ascertain th~ 
State's revenue and withdrawals each day. 

• The Wiscon:>in 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 now estimates by the Department of Adminis­
tration and state treasurer. 

- Use of a custodian bank in New York City that el iminates handling of 
secutities by Wisconsin officia ls and pennits immediate transfers. 

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

o Almost all aspects of the Wisconsin investment program have been spe­
cifica lly authorized by Wisconsin law. 

HOWEVER. other States should consider that a11 i11l'estment program 
similar to Wisco11si11 's: 

• Would reduce the co ntrol top elected officials have over the use of 
surplus state funds; 

• Would be opposed by banks which wou ld 11 0 longer serve :is depositories 
of public monies, including some local funds in the case of the Wis-:onsin 
lqc:il government investment pool; 

• Would be more difficu lt to implement if centrnlizcd. computerized ac­
counting procedures were not in use; 

• Would be almost impossible t i:: implement if the number of b::ink :lt:­

counts cannot be kept to a minimum, preferably one or two; 

• Would be opposed by agencies which arc now m:rnaging the :.i<;sc ts or 
retirement funds. 
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I. 
INTRODUCTION 

The State of Wisconsin Investment Board manages asst:;•s of nearly 
$2.75 bi!lion (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 S 12.75 billion. In addition to the 
millions of dollars earned from investing the assets of seven· I retirement 
funds, the Wisconsin lnvestmen t Board earns millions o f dollars by 
investing idle cash balances of 34 pooled accounts, including the general 
fund . In 1975 the avemge daily balance in the state investn;~nt fund 
was $614 million. The return on these particular investments exct-c~cd 
$54 million-$28 million for the state general fund and about S26.5 
million credited to the other pooled accounts.1* 

By way of comparison, S28 million is more than the combined 
amount appropriated from the general fund to the following Wisconsin 
agencies: Banking ($3.S million), Insurance ($9. l million), Regularion 
and Licensing (S4.9 million), Local Affairs and Development (S5.2 mil­
lion), and the Executive Offices ($3.4 million). 

Not only does state law authorize the investment of almost all stale 
funds, enabling legislation recently authorized the Statt! of Wisconsin 
Investment Board to invest bank balances upon which tile 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 brgc corpomtions. 
In Wisconsin, the check tloat averages abou t S3.5 million per day. If the 
present 7.44 percent rate of return on short-term investnients prev;iiis, 
the check float would retu1n $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 treas1 rer and investment 
board, has begun investing idle balances of lo c.;al governments. Numer­
ous ci ties are participating in the program. One city n:ports earnings of 
$62,000 on a one-month investment o f $9.7 mil:kn1. 

There arc almost no major governmental retiremcn t funds in Wis­
c1..rnsin whose assets are not managed by the investment board . It also is 
wioely believed that there are almost no idl1:: cash balances of sc:.i te 
agtncies. The budget of the board was $576,000 iri fiscal year 1975 
including s:-ila iies and benefits ~r 28 employees, travel, the cost of 
investment services and oulsi(1e investment counseling, and various 
o ther items associated with housing and supponing the srnff. The 
$576,500 budget means that the direct administrative expenses of man· 
aging S2.75 billion in asse ts was a very low .02 pen.:cnt. This ratio 
compares favorably with .2 to .4 percent commonly found in private 
financia l institutions.1 

The investment program in Wisconsin is faci li tated by state laws 
that require centralized disbursements and centralized n.:ceip ts. All 
checks a.re signed by the state treasu rer in one form or anorhcr. All 
agencies must deposi t receipts at least weekly and an even shorter time 
lapse prevails in the case of some large amounts. 3 

Another important facilitator is l! leclronic data processing which is 
used throughout the accounting and r;:porting process. 

The " state working bank" also plays an impo rtant role in the invest­
ment program. This bank, selected at about six-year intervals, is the 
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only depository for state money and it provid~s 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 speci1'1ed 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. 

Withj; ~ it:. various portfolios, the Lrivestment board invests in stocks, 
corpora:<: 1?.;nds, 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. Banken 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 substantia l. Fur thermore, the results c0mpare 
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 section5 devoted to the municipal in­
vestment pool and the Wisconsin state working bank. 

• Footnotes fo r th is rcpo~ t ap;ic:ir on P:li!CS :?4·2S. 
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II. 

INVEST MENT 
BOARD 

RESP 0 NSIBILITIES 
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• 
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• 
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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 
assefs of the State and Municipal Employees' Retirement Fund, the 
Milwaukee Teachers' Retirement Fund, and the Wisconsin Teachers' 
Ret irem ent Fund. On January I, 1975, these thrt:e large retirement 
funds were merged for investment purposes into two categories- a fixed 
fund and a va riab le fund. The fund with the fixed reti rement benefits 
has a broad mi:< of investments that include bonds, stocks, mortgages, 
and real estate holdings. By contrast, the variable fund is restril:ted to 
equities, primarily common stocks. Finally , the board invests th e assets 
of three smaller funds, the State Life Fund, the Insurance found, :rnd 
the Histo rical Society Trust Fund. ln•.-estrnent of these fund s is 
accounted for scp:irntcly. 

St:itc Investment Fund 

Another important investment act ivity pcrt:iins to thr State of Wis· 
consin f nvcstment Bo:i rcl's exclusive jurisdiction over nnd m:inugc111 cll t 
of the St:ite Investment rund. This fund co nsists of idle cash balances 
pooled from 34 individual state uccounts, such as the general fund, the 
conservation fund, the slate property insurance 'fund. and the highway 
fund. Because of the need for flex ibility, the cmph:i ;is is o n short·tam 
investments- repurchase agreements (usua ll y a short-term investment 
with a bank which is secured by U.S. Treasury bills), n:vt:rsc rcpun:hase 
agreements, commercial paper, certificates o f deposit, bonds and no tes 
of U.S. government agendes, and U.S. Tre:.isury no tes :int.I bill:-.. At one 
po inc in November 1975, the Stnte Invest mcnt Fund to takd S830 mil ­
lio n. The avera ge daily balance invested was SG 14 million . The lii~h 

short-term interest rates of FY 1975 pcr111itled returns of 8.89 per~cnt 
or $54 million . 

Local Government 111vcstmc11t Funds · 

Recently a third invcslmcnt pool ha:-. bL'Cll au thorized and n:spomi­
bilit·y fur its marrngement give11 to tlte Sr:ill.! <J I° Wisconsi11 I nvL'slmcrll 
Iloard. This fund consists o f money due loca l govi.'n11 11cnrs through tax 
sharing, but left with tilt! st:ite treasurer r~r subsequl'nt board invest­
ment- usually shorHcrm. Sec Section 1 V of this rcpr>rt for :1 dL'sc rip­
tion of this newest aspcd in the irllll)va tivc Wisconsin invcstrncw pro· 
gram . 



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 tre:--.surer's books and the collected 
cash balance on the working bank's books. 

Investing the check float allows checking account balances to earn 
additional money while outstanding checks are undepo ~ited or are in 
the process of clearing. Prior to a legislative enactment ;n 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' payroJI checks. lf 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 duys (Thursday to 
Tuesday). The state treasurer's office, after receiving the state work ing 
bank's daily report and computing the check floa t each day, will in­
clude these funds in the amount available for short-term investments 
and :ransmit this infonnation 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 compens:it ing balance goes below the mini­
mum requiren!e11t, .i charge is carried forw:ml the next month against 
the State's account. 

Revenues gcnerJtcd by investing a State's check float will vary 
depending on the average daily float and short-term interest rates. rn 
Wisconsin, with an average daily Ooat of S3.5 mi llion. the annual in­
come generated would be as follows based on various sltorHcrn1 inter 
est rates (income computed on 360-<.lay l>asis):4 

5 percent S 177 ,000 
6 pcrccn t S2 I 2,000 
7 percent $245,000 
8 percent $283,000 
9 percent $3 19,000 

10 percent $354,000 
Th1. most recent return on the State Investment Fund wus 7.4·1 percent 
whid1, if maint:i incd for the remainder of 1976, would bring I he Sta It! 
nearly $264,000 this year. As one Wisconsin official noted, "With re· 
spcct to the over $3 million per day typically tied up in cht:ck lloat, the 
situation is simple: either the bank ni:ikcs money or it or the Slate o r 
Wisconsin does.'>5 

St:ite Working B:rnk 

• 

• 

• 

• 

• 

• 

• 

One other i111por1a11t, lw t r1oni11vcstme11t-rcl111t:d, f1111ctio11 assign l!d 
by the Legislature- 10 the hoard is the designation or th i: sla te work1ug e 
bank. This bnnk is the depository for :i ll of lhe State's fund s. With few 
cxcertion:;, it provides the Stat~ with al l its banking 'it.:rvi ces. St.:c Sec-
tion V of this report for a dc:.-.cript io11 of the slate working bunk. 
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Development o.f the Wisconsin Investme.P.t Program 
The 28-person staff, the five investment divisions, and the several 

investment pools managed by the investment board ai '! the present 
\..haracteristics of an ongoing investment process that can be trac~d to 
191 l and the creation of the State Annuity E0ard. 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 ol Trustees consisted of seven persons 
including the Governor, who was choinnan. 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 adminislrative procedures, expanded the types of in­
vestment instrumen ~s available to the investment board and reduced the 
day-to-day ro le of the trustees vis-a-vis the staff. ~.:> ~ !1e changes oc­
curred and the assets under managr. ment increased, the sizt o f the staff 
also increaSt'd although less rapidly. 

In 1957 the State Investment Fund was created by the Legislature 
when it conso lidated 19 different oper:i ting ::ind temporary reserve 
funds into one. The Legislature also crea ted the fixed annuity and 
variable annuity funds for each of the retirement trusts as a respon~ to 
inflation. 

By 1958, the third of tht.: major rdiremcnt fu nds, the Mi lw:rnkl:c 
Teachers, placed it~ asse ts under the board's control. 

The actual physical stor.1gc :111d handli ng o f securities by tht: sta lt.! 
trea:>urer's office ended in 1970 when the Lebislu turc a11thorizecl the 
bo:ud lo mainta in an an:ount at a nun-Wisconsin b:rnk. In that year. :1 

cus todian account w::is opened at a New York City bank for equities 
uncl a couple of ycurs late r an account for bonds wa:• cstablishccl at the 
same bank. 

In the past thrt.:t.: years, the trustees Lave prcpart.:d a po licy m:1nu:tl 
delega ting considcrablt.! :lllthority 10 tht.: st.1ff;6 the Statt.: has begun 
in vt:s ting its cash noat; the local govemm l! llt investment fund abo has 
come into being; invc'"l1111.: 11t in longer ram U.S. govcrnn11.: 11t obliga tions 
und unsecurt.:d no l!.!S o r rnrpora tion!I including cc:rt ific:i rcs or deposit 
has bee n :iuthorizr.:d ulong with rcvl.!rse rr.:purchase agrcc1111.:11t s i11 :1 gen· 
era! effort to allow greater earning power :111d flt:xibi lily in :;horHerm 
investments. J'l1c three majoi rctircm1.:11t funds have hcr.:n 111 1.: n~cd f'o r 
inv1.·s tmt.: nt purpo~s grea tly rcdm:i11 g tltl! :i~rn unl i11g w1.>rk an<l cn;ibling 
thc lixt.:J port folio LO he improv1.·d by amorli i'.ing g.lins and losses ovc:r a 
period or slightly more lh a11 I 'I yc:1rs (set page 00). 

The l'olirics of Investing Stile Funds 

Thi.: invcstm r.:nt board ie ·1politica l a11d n1ost oh~a~rvcr-> :ii.:rcc th :1t 
political prcssmes :ir•· .11i 11i111:i l. lf1)wcvcr, wi ll! th is 1m11.:h mo111:y. thcrr.: 
::ire tlways interest ~roups cnucavoring lo have lhe funds benefi t them 
or their causes. rwo groups have. in l:1t.: t , .. burrowed" a sub-;t:111tial 
portion of the ( 1CllCl'al Ft111 d portil'll or the · talc i11 vt.:s t111c11 t pool: (I) 

the bour<l m1 •;1t m:1ke a\·;iil:1hlc :t l the rr.:quc:i l of the Ot.:µ~1 1 tment of 
Veterans Aff1irs up to $16.5 mi ll ion fo r the purpose of housing lo:ins 
to veterans :ind (2) upon lht: rcquc'it or the hi!)hcr cd u~:itional aid ~ 
board :1 cumulat ive to tal or not more than S55 rnillion for loans to 
needy stutlcnts. 7 
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Not surprisingly, some underlying pressure is reflected m 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 n.inority businesses, and to a.void iJ1- • 
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 wei1:;ht ta social 
cri teria the Board of Trustees cannot and does not take a "pubLic be 
damned" attitude. It is aware that it operates in a political environ- e 
ment.8 

• 

• 

• 

• 

• 

• 
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III. 
ORGANIZATION 

OF THE 
INVESTMENT 

BOARD 

The State of Wisconsin Investment Board consists of seven mem­
bers, six of whom are appoin ted by the Governor to staggered six-year 
terms. The sev.~nth trustee is the secretary of the Department of Ad­
ministration or. the secretary's designee. Four "public" members must 
have at lea:>t 10 years of experience in financial matters (Wisconsin 
Statutes 1:5.79(21), and the other gubernatorial appointees are nomi­
nated by ·che Wisconsin Teachers' Retirement and the State Employees 
Retirement Fund, respectively. The trustees ger1~rally meet for two 
days a month . 

Staffing . 
Actual investments- purchases and sales-are made by the staff act­

ing under general policy gu idelines set out by the seven-member Board 
of Trustees.9 The staff is headed by an executive director who serves at 
the pleasure o f the trustees. The staff presently numbers 28, and one 
more position has been au thorized for the 1976-77 fiscal year . 

Report ing to the execu tive 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 d ircc tor wi th par­
tic ipation o f the trustees. The investment director positions are part or 
the Wisconsin Stale Civil Service System and incumben ts, after a proba­
tionary period, can o nly be terminated fo r cause. (Poor perfo rm:mce 
can be cause and investment directors have been terminated on that 
basis.) In addition to the investment directors, there is an admini5tr:i ~i vc 
officer who is in ch:1rge of o ffice opera tions such as personnel, account­
ing, secretarial, ~1 11J clerical services. 

The structure ol' the orga nization is in the process o f ch:rnging. A 
r':!sca rch divis ion is bcing crea teu which will consist o f a rc~..: arch d irl.!C· 
tor and four :111 :1ly!>ts. Previously, there were t·vo rest.:arch analysts and 
they repor ted to thl! invcs tmc11l direc tor fo r stocks. Under the new 
arrangem~n t, lhcy will continue to analyze industry groups, bu t as lh1: 
change suggests, will provide suppc1rl se rv ices to all live investment 
direc tors. 

Despi te t he existence o f these rl search spei..:ialists, the board pri· 
mnrily relics 011 N.;w York and Sl' lcc ~cd regional investment banking 
firms fo r firslh:.. :J rc ~ca rc h o f pan i ; ul:l r companies. 

s~il il ry f;J ll j.1.!S fo r lo p positions arc shown below. While il is gl! ner­
:i ll y agreed tha t sal:tri..:s lo r co111pa r.1bk positions in the private scdor 
are higha, the invl.'.stmenl l'oard is abk to fill its posit ions with compe­
tent indi viduals. 

l'ositio11 

Executiv..: Oircc lor 
lnvc:itmcrll Direc tors 
Resea rch Oircdor 
Senior Rl!sea rch An.1lyst 
Jun ior Rcsc:.irch 1\11:1 1)1:\l 
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Salary Range 

SJ 1,068 - ~4 3,500 
S28,5 I 2 - SJ9.9 12 
$ 17,0 16 - S~J ,S20 
S 1 ·LJ I G - S'20 ,040 
$ I 0 .368 - s 1 3.~9(> 



The day-to-day investment decisions are made by the investment 
directors with the concurrence of the executive director.lo 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 Jong-term 
investment fund, for example, all go to the investment director for 
common stocks. He decides on the timing and brokers for his purchases 
~.11d sales, as do other investment directors for the funds allocated to 
them during the quarter. 

Long-term investments for the fixed fund are genera Uy L,vested by 
the .Bonds, Private Placements, and Mortgages divisions. The short-term 
investment division is responsible for investing the 34-fund pooled ac· 
count, the "floaC' funds, and the new loC31 government investment 
funds. 

Table I shows the diversified types of investments managed by the 
State of Wisconsin Investment Board. 

Table l 

State of Wisconsin Investment Board 
Assets Under Management 

(June 30, 1975) 

Public Bonds 
Bonds, Priva le Plact:mt:n ts 
Stocks 
Mortgages 
Real Estate 
Short-Term 

U.S. Treasury Notes & Bills 
Govern men l Agencies 
Commercial Paper 
Repurchusc Agree men ts 

S829,000,000 
322,000,000 
876,594,000 
174,513,000 
26,283,000 

488, 190,000 
40, I 00,000 
86,670,000 

I O.S,945,000 
255,475,000 

Source: St:ilc of Wisconsin Investment Do:ud,A11m1a/ Report Ycnr Enrllng 6·30·75 

Investment Division- Bonds 

Bonds arc a major part of the fixed fund portion of the long-term 
investment portfolio. Duri11g PY I 975, the Wisconsin board invested 
S90.7 million in publicly issued bonds and S45.~ million in private 
issues. All bonds account for approximately one-half of the long-tt!nll 
assets managed by the board, $1, 150,955 ,949 or 51.8 pe. c.:~nt on June 
30, 1975. The public bonJs portion was s s ·29 million. 1111.: rcsl irn:ome 
on public bonds was $36 million for the fiscal year. 

Investment in corpornlc and government bonds is not unique to 
Wisconsin. In Wisconsin, specific authority to invest the fixed retire· 
mcnt investment trust, the state li fe fund. and th C' vetcr:rns trusl f•.1nd is 
contained in Section 25. 17 (3) (a) o f the Wisconsin code. Slatuwry 
limitations on such investments arc spdh.:d ou t in S::ct ion ~06 .34 o f the 
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Wisconsin statutes of 1969. Regarding the bonds of industrial corpora­
tions the investment board may not invest more than 2 percen't of its 
assets in any one company nor may it invest in a company that has 
defaulted in the payment of principal or interest en 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 organha­
tions. With regard to AAA bonds, no more than 2 percent of the fixed 
funds assets may be invested in any one issue; fo:· AA or A the limita­
tion is 1 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 Dfrector 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 facil itcled another important change in investment pro­
cedures, particularly in the purchase and s:ile of bonds and stocks. It 
enabled the board to create a "tranSJction amortization account" 
whereby profits or losses from the SJle of assets are spread over a 
14-year period. Traditionally, most agencies investing public funds have 
applied profits or losses resu lting from the sa le of :issets to the earnings 
of the year in which thc sale occurred . One resalt was a certain inflexi· 
bility in portfolios since most portfolio managers were reluctant to se ll 
asset~. resulting in l:irgc "book" loss.!s that would be charged to tht! 
current year's investment income. 

By merging th(; three retirement fund investments, it was no lo1~ger 
necessary to maintain records on each series of assets held !rt the port· 
folio. AJI gains or losses could be debi ted or credited tu one account. 
The next step was to amortize all profits and lossl.!s at the rate of 7 
percent annually, or slight ly more than 14 years for the fi xed retire· 
ment fund. 

Among advantages rcportell an.:: ( I) savings in work loa<l, time and 
dollar costs by no longcr nmortizing each security, (2) a smoother, 
more representative anJ equitabk annual income, and (3) gr~atcr fle~ i­
bility in bond portfolio management. In fact, the Wisconsin bourd re· 
ports that in the first six months after the new accou nting pro~edurcs 
were institutcd, 24 separate "portfolio improvement tr:rns:1ctio11s" 
changed the average annual yield on these invest ments from 7 .633 per­
cent to 9.007 percent. The book loss was S4 million. S33.4 million p:tr 
v:.ilue sold and reinvcllted in bonus having :i S29.4 million par valuc. 11 

In· ~stmcnt Division- Stocks 

Common stocks comprise ~llmos t I 00 percent of the "v.iriabl1: 
fund" :.ind a substantial part of the "fi.xcd furn.I.'' In f-Y 1975, tor 
example, 28 pt.·rcent of the board's fi xed ful'd cash w:..i s invest~tl in 
common stocks. During the fiscal year, com mon stock pun:llases lo· 
taled S 152 million, :l!ld to t:i l sales were SI 01 millio n.12 As of June 30, 
1975, stocks accounted for 39.5 percent or the St:.itc of Wiscon)in 
Investment Doard 's long-tcr111 assc: ts (v:iriablc and fixed fund s) and wcrl.! 
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valued at $876.6 million. In the fiscal year, the market value of the 
stocks in the fixed fu~1d 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 Divi-
sion. • 

Stock transactions are made daily and net purchases average rough­
ly S30 million a month. Coinmissions approximate S l million ·annually 
in return for which the Wisc.onsin lnvestment Board receives consider­
able research. 

Wisconsin's law [Chapter 25. l 7 (3) (a)] specifically provides that 
funds in the fixed category from the three major retirement programs e 
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 invest~ng 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. e 

The Board of Trustees has delegated to the staff (Investment Direc­
tor- Stocks) authority to purchase or sell stocks. Huwever, stock pur­
(..hases must be from the trustee-approved list of 206 companies. The 
investment director must also adhere to the tru:;tees' 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 bro:id e 
categories: basic industry, consumer, technology, government regul:lt-
ed, and financial.13 

The investment director reports that these constra ints c:iusc no par­
ticular problems and that the stock portfolio includes ownership in I :rn 
companies.14 A major criterio n of the investment direc tor is that an $8 
to $ 10 millio11 equity position wi ll be possible in any companr whose • 
stock they might purchase. Bcc:iuse these stock invest men ts usu .illy do 
not go directly to companies, there is no pressure to buy the stocks of 
Wisconsin companies. 

lnvc[:lmcnt Division- Private Placements 

Pr1'5cntly, $400 million (alt from the rcti n:incnt funds) is invcstt:cl 
in pri• ate placl.!mcnts. According to ihc director of the division, " the 
m:ijor reason for inclusion of private pl:11.:cments in the portfolio is to 
realize an :ibovc avcragt: return on investments, through assumption of 
sorncwh::i t above avcrJgc risk plus a premium for lack of m:irkctabili· 
ty ." IS 

The divisio11 currently has outstanding loans to JOO co111p:111ics 
across a varidy of industrie s: r:1ilro:id . o il , savings and loan, fou 11dry, 
retail ch::i in, utility , :llld various manuf:Jcturing companies. Ill Loans arc 
not restricted ~o Wisconsin: th ~ majority of private placcmc11ts arc i11 
o ther States and Canada. 

Criteria for a private pl:u.:cmcn t investment are rather ~tric l. The 
two most importan t ratio~ :rnalyzecl :ire that long-tenn debt will not 
exceed 40 percent of total ca!' italii' at ion and that the "um of pretax 
earnings and lixcd charges will be three timl·s r11c lixcd chargl.!s fo r the 
Inst two yea rs (:1 3 x fixed ch:irgc covcr:1gc ratio) . The 111i11i111um loan i-. 
S2 million and no credit rating of lcS!: than Uaa will be rnnsidcrccl. 
Pl:tccments cannot be u~d as ven ture capital -no lu:ll\ 'i c:1 11 be 111adc 10 
companies in e:<istcncc for lcs.'i t hu11 five yc:irs.17 

If the applk:ation hus rm:t this initial se t 1) f c.: ritcria. pl:a..:c111c11l 
division stnff request :additional financial matcri.11 :rnd check 1n,1ny ·tnn­
d:ird :u:counting mcasun:s such as rah.: of return on s:1ks, opcr.tti11g 
margins, tax rates. and cash lfow positilrn. Abo, the staff ' ill ~1J ll S11lt 
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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.­
men ts division for not loaning more money to Wisconsin firms. Conces­
sions in the quality of the company 01 in the quality of the loan have 
not been made for placements in Wisconsin, but there are some allow­
ances made for Wisconsin placeme.1ts in terms of company size and 
requested loan figures. For comp?.nies outside the State, the minimum 
loan is $2 million, and only thrJse whose annual sales are at lenst ~40 
million are considered. Wisc0ns1n-based companies may request a 10an 
as small as $1 million provideL'. their annual sales are at least $15 mil­
lion. Recent loan yields have Herage.d nearly 10 percent and it is esti­
mated that fewer than 10 of ti e 400 loans outstanding are problems. 

Investment Division-Mortgages and Rea] Estate 

At present it is the board's policy that mortgages and real estate 
invcstmenls shall comprise between 5 and 25 percent of the fixed-fund 
portfolio. On June 30, 1975, nearly S200 million was invested in mort­
gages and owned real estate. Return on mortgage and real estate invest­
ments e;.:ceed thal or the bond division. The average return on the 
mortgages division's portfolio w:is 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 wltich mortgages ::rnd rea l estale opportuni­
ties will be funded.IS As with the other divisions, a ll investments of the 
mortgages division must confonn to the broad speci fications for invest­
ments set forth in the 1969 sta tutes.19 

There is a broad diversity of mortgage fundings. 111 1975, over $51 
million was loaned to 16 income properties- two shopping centers, 
eight apartments, two warehouse:;, a medical clinic, a nursing home, a 
manufacturing fac ility, and a participatio n in a loan on an office build­
ing. While there is an emphasis on mortgages and rea l estate investments 
in Wisconsin , more than 75 percent of the division's ponfulio is pl::iced 
outside the State. 

J nvcs tmen t Division- Short-Term I nvc.stnu:n ts 

The short-term division has t'l!sponsibilit y for investing the state 
invcstmc:nt fund whkh consists of 34 sepur.1tc accoun ts such as the 
general funcl (including the check noa t), highway fund. lol':t l govern­
ment pooled investment fu nd, and cash of the retirement systems prior 
to it s long- term co m111it1111!nl. Assl' ts man.1gcd by the twcJ members of 
the divisio n vnry from SGOO million to $1 billion. As of May 15, ap· 
proximately S775 million w:.is invested by lhc division. Daily purchases 
and sales average approximately $ 75 million, a11J the :ihort·t L'nll port· 
folio turns over every few weeks. 

Return on the st:i te !nvcst nwnl fund was 9.0'2 pcrcc11t in fisca l yc:i.r 
1974, 8.89 pcrcl!nt in fisca l yc:J r 1975, and 7.-M percent i11the1110~1 
recent qu:i rtcr ending Mardi 3 1.20 The 7.44 percent rale o r return for 
the recent period, as o thtr state oflicia ls will note, is :in excclk nt ret1ffn 
since it was 1-1/2 to 3 pen.:ent grea ter than interes t rates generally 
avail:iblc to large cities. l>cclining shon·tcrm rates in the la!>t I ~ months 
:ire attributable to national trends. 

A varkty of short ·tcrm i11vcsl111cnt device arL' u ~cd : govcrn 111c11t 
agl!ncy papcr, b:tnk ccrti fil::llcs of deposil, opl·n u:i y·to-day nncl lc1m­
rcpurchasc agrct!mcnts, co m111erci:1 I paper, :i nJ reverse rl' pur~hasl' agn::c­
mcnts.21 In micJ-f\foy, the asse ts were uistrib111 cd as follows: govern­
ment paper $590 million ($85 million was invested in a s111i;lc U.S. 
treasury bill) , ccrtific:itcs of deposi t - SSS million; open end rcpur· 
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chase agreements - $60 million; ana commercial paper - $70 million. 
Usually no investments under $I million are considered, or agreements 
under $5 million made. 

Operationally, the short-term division receives a compute;. 1 • intout 
every day before 7:30 a.m. listing all current investments and · ~ ·ecifying 
the present va lue for each discounted security. By 11 a.m. the division 
will have been notified of the check Ooat level, will have balanced off 
the State's cash position, and will have checked over ·vouchers and 
amounts for individual transactions. After I I a.m.

1 
L.he division will 

make trad~s 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 staffs 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 authorit:· to invest in bankers' acceptances and "Eurodol­
lar" certifica tes of deposit (the debt securities, in U.S. dollars, of over­
seas branches of U.S. b:mks). The ability to seU short in the market also 
is a possible future investment avenue of the division although the 
board's trustees hav(: not yet given their consent for this more sophisti­
c.:ited and gre:-iter risk investment activity. 

Administrative Expenses 

An important rcatu rc 01 rite investment board's operations is its low 
administrative cxpcns1!. Table 2 comp:i res the board's :issets to expense 
ratio with those cf private insurance companies and nonprofit invest­
ment operations. The \"·risconsin Investment Board's expenses arc pro­
portiofoaicly lower, ::i nd in all but two cases (College R(! lircm ~nl Equi­
t!!!ri Fund and the Illinois Investmen t Dourd) the board'!> expense rati< 
is one-fifth that of other organizations. 

Tabll! 2 

Ratios of Aswt~ lo Expenses, Sckclcd Comparisons, 1973 

INVl:'STM£NT 
IN l'l::sr.itF.Nr E.YPl:WSf.'S 

ORG,tNIZ1ITION 1ISSETS (E.'(C/ •. 1:·1.\'l:'S) Pt..'l.CENT 

J\c1cin Mulu:il Life $ 607.SS 1,098 s 2,77'1,0!H 0.•1511% J\llslalc Lire l11surJ111.:c 357,67·1,020 ·11 5,023 0. 11 6% Aid Assoc. for L111h1:rans 1,01!6,9·1X,89 I 1.4 79 .071i O. IJ6% Co 1111cctlc111 M1111111 I Life 3, l l (i,740.666 57.08..!.9·14 1.83 1% Contincn l:i I As\llrilncc 1,8 1 S,40·1.181! 4. IJS,1\55 0 . '.!:!7~(· Equil.1h:u l.i fc Ins. 1·1,97 1,95 1.(191 57,5J0,7·C O.JIM% Franklin l. lfc Iii.. Cv. I ,·133,098.H\1 I ~.754 ,778 0. 1\J:!''j, John llam;ock Mutual 10.391,836.359 ..!'J,11 ·1, I (16 O,:!liJ''l. l. i11co l11 N.1 t 'I. Life 2,41 0,340,2811 J.M9.~ 2X 0.15 1'/.o MJs . Murual Lifo ·t, 795 ,<t61U174 17,907.'19'.! O.J7J% Mclrupolit!ln Li fo l11r1, JO. ~1<6.1)75,SJ 7 1)9,071.174 O.J.!7% Mutual Life of N. Y. ·l,O·H,50·J,:?JO 16.05S.4'l7 0.397% 

Colluge Rctirnrncnt 
Equilics Fund 

Tcni.:hl! rs lus. & 
s :?,600.056, ::!J I s I ,o 11.55~ 0.01'1% 

A111111i1 y Aooi.:. J,J70,8S7,0·IS ·l .6~7.9.i.J 0 l;lS·~. 
lll111oi\ lnVC)IOll.'111 ll<•JrU 79.l,7 ~o.'>1>-t h-1.l,olS 0.0K I '~· 

197.j l nvc~rmcnr llo:m.I ~ .S~O .JOJ .000 5 ~·l .-tt1R 0 .0~0.l\f, 

S.111/(t. Wl1''0nn11 lno tllmflll 01wJ 
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The investment board's administrative expenses are two cents per 
$100 of invested assets. As Tabie 2 shows, in 1974 adn1inistrative 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 1965, the percentage for administrative expenses was 
.0289. 

Several factors may account for the b0ard'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 rhe board may be pooled, 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 
agenc ies, minimizes expenses for amenities and other perquisites.22 
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IV. 
STATE-LOCAL 

FISCAL 
~O OPERA 'I'ION 

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 BilJ 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 bvestment 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, and towns can deposit with the treasurer any 
state-shared taxes, local revenues, or id le 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 or time. 
Background 

Legislation authodzing 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 ::i tempo-

• 

• 

• 

• 

rary (IS-day) cash now problem in Wisconsin state government, the • 
program was revived with modificat ions in the spring of 1976. The 
State, which needed c:ish to disburse real properly tax credit payments 
to local governments, was and is prohibited from borrowing more than 
SI 00,000 for current obligations and is prohibited from interfund 
transfers. Therefore, local municipalities were faced with rcce ivin~ a 
prorated amount of their ~hared 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 
now crisis could be averted if enough municipalit ies would defer re-
ceivi11g their state payment for two weeks. As an inducement for such 
"loans," local governments would rece ive interest equivalent to that 
received on short-term investments of the investment board. Nineteen e 
local governments left their funds with the State, and the temporary 
cash now crisis was solved. 

The pooled investment fund passed the Legislature unuer propil'ious 
circumstances. There was a fiscal crisis situation and the State's bankers 
were unorganized. Wltile co11ditions in o ther Stutes may not be similar, 
the economic benefits produced by establishment of a pooled invest- e 
ment fund might be sufficiently compelling to overcome opposition .23 
A major hurdle in Wisconsin was obtaining the support of lol'a l officials 
who were concerned about allowing the State to retain their funds in 
the pool. The loca l treasurers' association went on record opposing the 
investment pool. Opposition to the pooled inv~stme nl trust w.1s soft-
ened, however, by also providing for an investmen t trust fund which e 
would require indivi<lual accounts for each locality's fund s am.I fo r a 
specified time. If useu, the trust fund will not offset the State's cash 
now problem since these funds will be t ied up for specified periods of 
time and thus be unavailable lo the State. 

• 12 



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
me.nt fund would earn interest based upon the average yie ld of all 
short-term investments determined quarterly by the investment board. 
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 
Jesi3nate the length of investment time for their funds, and incur any 
financia l penalties for early withdrawal of their monies from the tru5t 
fund. 

How the Pooled Investment Fund Works 

The mechanism for direct transfer of local government runds 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 iJ1terest, and (2) il helps lhe 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 
trt:::isurer 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 ~ommer­

cial bank to transfer the fonds to the state tn.:asurcr for deposit in the 
investment pool. The investment board will receive its informa tion 
from the treasurer's office and it will be included in the daily to tal c:ic;h 
figure wl1ich can be invcstcu. The investment board is not no tified by 
the towns directly. 

For withdrawals, the same process would be used. I f not ice of a 
partial or to tal withdra·.vaJ of the municipality's funds is made by I 0 
a.m., the state trcasuret 's o ffice will issue a check that S:J.mc clay and 
transfer by telegraph the fund s to the working bank of the local govern­
ment. If the check cannc t be issued until the next clay, the local go ve::rn­
ment also would be creel ted with :rn addi tional d:1y •s intcrc:it. 

The interest earnings :.111~ compu ted on ~i n avc.:ragc yil· ld for a qu:1rtcr 
:.1nd arc based on the :lVl:rage d:iily bal:lnces of t.!at:h part icipant's share 
of the short-term inves·:mt!nl fund. Computer programs arc used to 
determine the balance, deposits and withdrawals on a dnily basis for 
each local government. 

13 



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 sta te nnd local fiscal officials, it is 
hoped, will reduce the distrust of state governmen ~ by local govl!rnment 
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 Administratic n conducted 
a comprehensive analysis of local government investment practices and 
discovered that 81 cities and 67 perccn t of all towns and viJJ::tgcs in 
Wisconsin received no interest income in the 1974 calendar year. Many 
local officia!s simply placed idle cash reserves in noninterest bearing 
demand accounts in local b:rnks. 

Local governments should get higher returns on their funds because 
the investment board can invest in high-yielding, short-term investments 
such as repurchase agret!ments and commercial paper, because of lower 
dealer fees and because of the greater expertise of the board's piofes­
sional staff. For example, because local governments will rcceivl! the 
same rate of return rcg:1rdl.:ss o f whether they invest $2,000 or 
$200,000 tlhat is, there i<; dollar averaging across investors), smaller 
towns and villages most likely will rece ive higher interest than if their 
accounts were invested scpara tc ly. 

In addition, the pook:d investment fund, by providing local officials 
an alternative investment opt ion, may force banks to provide more 
services to local governments in order to m~iintain the locality' operat­
ing funds. 

For some munic ipalities the tlexibility of the pookd invcslmt:nt 
fund will permit an intl!graliun of lot.:al governments' invl!stment poli­
cies with their cash now system As noted previously. lu~Jl govern­
ments may invest fu rn.ls for any amount u l time- one ur two days or 
much longer periods. This "variable date" provision em."Urcs that mun i..:­
ipalities will not be penalized for early withdr:l\va l or c::iught in a cash 
flow problem bet.:au e of illiquid invest ments. Jn fac t, the liquidity of 
the short-term investments and the mci:hanism for rapid transfor of 
funds from the sl<lte treasurer to local tre:;sun:r will enable loc:il govern­
ments to receive their funds on tilr same day or one day afte r their 
notice of withurawal. 

Costs involved to slate and local govcrnmc11 ts.frorn the local govern­
ment pooled investment fund arc nominal. Local govl!rnml!n ts. in foct, 
incur only the costs o f n phone ca ll or poslage for n letter to thl! slate 
t reasurer. The ~ tatc investment board, as sla ted in the legislation, will 
deduct a maximum of 0 ne·fourth o f I percent of all earned intcrt:st for 
nd minislrativc expenses. It is antidpatcd the actual auministralive costs 
will be significantl y less than this amount. 
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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 in terest on these funds just as if they 
were being invested by the investment board. Since these fund s 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 Wisct.!lSin associated with operating the pooled 
investment fund during cash Oo,~· difficulties, this cost will be les.s than 
through borrowing on the short-telm markets which is not legal under 
present law. uf 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 Statl! for cash now purposes because it is in fixed 
investments. In terms of administrative/bookkeeping costs, the trust 
fund also is Jess advantageous-the Department of Administration must 
set up an individual account for each municipality (pote11tially I ,400) 
and maintain records on the type of investment interest earned, com­
pute penalty charges fo r early withdrawals, and set up procedures for 
notifying local governments when their investments have become ma­
ture. In cont rast, for the poolcc.l investment fund, the Dcparlml!nt of 
Administratio n, in cooperation with tht: slate treasurer's offi~c, needs 
only to maintain records on the average daily babncc of a municip?'­
ity's account during each ca lendar quarter as all acc:ou nts will recc vc 
the same rate of return. 

If most local governments use the trust fund for long-term i11 i.l.!st­
rncnls (over six months), the administr:.itivc task would be mnnageaPlc, 
although still an additional burden to the investment board. If lo:al 
governmenl:1 wish their funds to be managed and ro lkd over frequently 
in short-term investments, the bo:iru migh t be overwhcl111ctl, given prcs­
en l st:1ffing. 2-' 

In itial Results of Ille Pooled Investment Fund 

The poolcc.1 investment fund became effective Man;h I , I lf/6, wilh 
S61 .5 million in deposits from local governments that left their state 
shared taxes with the State to assist with cash now problems. After the 
temporary cnsh emergency, local govl.'rnn1cnts withdrew over $45 rni l· 
lion. Five cities kept their shared taxes in the investme nt puol uurin.s 
the month of March anc.l n.:cc ivl·d a 7.44 percent rate of return , th<'.: 
overall she r l-tcrm invcstmcnl yidu for the first three mor:ths or 1976. 
Madison, Wisco11:1in, eurned approximate ly S6_,0QO on its oni.:-month 
investment of $9.7 million. 

Overall. the pooled irwc~tlll l! llt fund h:is been well rci.:c ivcd , and 
now, after the initial pcriou of co1111mmicati11g the d\!t:iils o f til e pro · 
gram to lucal officia ls, part icipation is increasing. Jn 011c twO·\~cck. 
pl·riod in mid·~lay, 26 additional local units of gover111m:nt inve~tcd 
ca~h in lhe pooled fund . As of Ju ly 12, I 976, loc:l l governmen ts had 
ne;i rly $28 mi ll ion in the fund.2S 
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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 e 
reached. 

Few complaints have surfaced tu date. One city treasurer who has 
left shared taxes in the pool and also has transferred an additional $2J 
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- e 
term investments are being made. This information, he suggests, would 
be useful for his own inv0 <>tment operation and could also be used to 
inform the elected cit) A ticials that the pooled fund wiU provide a 
superior economic return.26 

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 e 
[n Wisconsin, the pooled investment fund benefits state and local 

treasuries. I n St:ites without a centralized investment unit, establishing 
an investment mechanism for local governments would be considerably 
more difficult. States without financial expertise in :>hort-tcrm invest­
ments prob3bly should not initiate a pooled fund until an investment 
board is opcrn ti on:1l for several years or until appropria te staff can be • 
hired. States with an exist ing invcstmcnt agency will need to consider 
how a sudden influx of local funds will alkr current o perJtions. For 
instance, computer progrnms must be ch::velopell by the investment 
agency or treasurer's oITice fo r proper credit ing of munidpal accoun ts. 
And, until other States dup licate Wisconsin's rapid deposit and with-
drawal system, some mecha11is111 must be established so chnt locnl gov- • 
ernments do no t lose substantial interest income from slow transfer or 
funds. 

Not :ill Stales may wish to assumt: add itiona l functions uml not all 
States would rc1.:civc :1 s m:111y economic benefit s as Wisconsin If a St:ite 
is not investing in the short-term urea, local government fu nds would 
not permit a co 11cen1r:.1tio11 of capital an<l higher yields. If a Stale is not • 
experiencing cash now problems or distributing large sums of 1.:ash to 
loca l governments, the pooled fund wouiu bc h.:ss at tractive. If thl!n.: arc 
111any cities with their own i11Vl'Sl111c11 t programs, participation in the 
pooled fund woukl he less bt.:ncficial. 

The pooled i11vcst111cnl fund would appear to offer many t'C011 0111i <.: 
bcnefit!I to s t~1tc and local governments. given :rn appropriate inves t- • 
ment framework. This fu nd will no t solve :111y major existing problem 
hut it may gl ncralc stale and lo<.:: tl rcvc1111cs without extracting these 
resources fron reluctant taxpayers. Few programs can be assessed so 
fuvornbly. 
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• 
v. 

THE 

• STATE 
WORKIN G 

BANK 

• 

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 publ\c 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 che daily business of the state, all o f which 
deposits shall be payable on demand. 

The Legisl:.lture wisely avoided enumerating the selection criteria 
kaving that task to the board. Although the law would permit more 
than one working bank , the State of Wisconsin Investmen t Board has 
concluded that the operational advantnges of using o nly one bank out· 
weigh any opera tional or politicaJ disa<lv~1ntages. Thus, there is o n!y one 
Wisconsin bank Sl!rving as a depository for the State's fund s. There are 
both opl!rational and fisca l advantages from having one state ba11x in­
stead of two. Coordination among a single working bt1nk, the invest· 
ment board , ~111d the treasurer's office is an easier task because ol' a 
single disbursement account. Fewer man-hours are required to re ·olve 
any problems or issues when there is only one bank ·and better scn ·icc 
usually results from having a super account with one bank instead of 
medium-sized accounts with two banks. The use of one bank inslt:ad or 
two has :.i fiscal benefi t as well in that no interest will be lost due to 
transfer lime between banks.27 

Tht: stale working bank in Wisconsin is si:b:tcd on th1.: b:1sis of 
propo:;als submitted by the interested banks.:s Under the most recent· 
Jy used procedures, thc:rc is no ending date - a six-year working arrange· 
mcnt has been normal. It is anticipated that a thorough review or costs 
anJ services will occur at two·ycar intervals. Ei ther llH! State or bank 
can terminate the arrungcmcnt with 12 months notice. 

Activ ilics of the Sla te Work ing llank 

As banker for the State, the First Wis1.:onsin National Bank will 
provide many of the scrvicl.!s it provides fo r its l::irge t corporate cus· 
tamers. In its relatio ns with its bankl!r, the State 's objectives arc the 
s::i me :is a corporation's: ( I) accurate rd l cc tion o f it s cash situatio n :it 
any point in time, (2) effkicncy in the provision of Sl!rviccs at a rl!ason­
ablc cost, :ind (3) rapid and :iccur;ttc tran!>fc r of fum.J -; h order that the 
Stntc can make max.imum e::irnings o n il s funds. 

The slate account r:ingr.!s from S'2 million to '5 100 million on any 
part iculnr day. Thus, rhc vo lume of work is consitkr:ible. During the 
year, ll1~re will bl! eigh t million deposi t item.; to the state account tha t 
must be processed. There will bl.! 4.6 million cht:cks and ·LS million 
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reconciliation !terns directly related to the state account. 29 Deposits 
are made by mail, lock box, wire transfor, and over the counter. All 
disbursements are made by check with several series currently being 
used.30 

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:3I 

(l) 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, i[ located outside Madison, shall desig­
nate a Madison bank to serve as its agent and accept alt' 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 large 
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 separ:i te reconciliation for each 
of several series of checks, microfilms of all cancelled checks 
and microfiche indices of the microfilms, 

(7) Telegraph tr:insfrr services, and 

(8) Foreign exch:rnge se rvices. 

In order to facilitate the State's investment program, each working 
day nt 8: IS a.rn. the bank must notify the state trcasurl!r of the co ll t!d· 
ed balance in the State's account in order that short-term invest ments 
can be made that tlay. A monthly account analysis will be provided 
showing the average daily balance.: and the resulting excess or deficit 
posit ion in compensat ing bnlanct:s. 

Ua nks and the Selection Process 

As noted above, the sta te working bank is se lected by the invest­
ment board from among those Wisconsin commercia l banks which pre­
pare and submit a proposal for the State's account. Nol all banks arc 
.rnxious to have the State's account. The volume is grcnt and it will h:ivc 
a ,;ign ificant impact on the bank's operations. Obviously only .a brgc 
bank with a highly computerized transit departrnt:nl could hanclh: the 
very large volume of work generated by the state account. If the bank 
doesn't have accurate information about its interna! costs, income from 
this account may not cover the costs :issociakd with ~crvicing it. 
Another important consideration is what hnppens when the account is 
shifteJ ag:.i in in 6 to 12 years as seems entirely likely. Since the add it io n 
in demand deposits resulting from the Stat1:'s account arc substant ial. it 
may be necessary to increase the bank's capit~tl :,trnl!ture. Fin.1lly. po· 
tential bidders must consiclcr what, if .1ny, cffoct se rving as lh1.• state 
working bank will have on o ther large: bank custo111crs (e.g. , will thc!>I! 
customers want banks to hid fo r l!1cir accounrs'!) . 
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On the other hand, both state officials and bankers believe there is 
some prestige in being the State's banker. Innks might also see this as 
an opportunity t o 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 State 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 ad ministering 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 
bal:ince 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 Dirnct Charges 

Average Collec ted Bal:lnce in the State's 
Account During the Month 

Less I 2 percent Federal Reserve Requirement 

Net Collected Balance 

Interest Crl!dit Computed at I 02 percent of 
the Average Treasury Bill Rate (6.55 pl!rcent) 
for the month3 (I 02 percent x 6.55 percent= 
6.68 percent x $9,344, 104 ~ 12) = 

Excess Credit ($52,0 16 - $48,705) available 
to apply to subsequent month's charges 

s 4S,705 

10,618,300 

1,274,1 96 

s 9,344, 104 

s 52,016 

s 3,3 11 

11
J02 /H'ICl!llf of tile a111·ra1.'l! trcarury rare Is the credit 1at1• detc1111i11ecl by rite State and the bunk 
tl11011gh thl! "bld'' prouss. 

Source: State o{l\lifco11si11, "Sptcijkarions fvr PropoSJfs to be rite State h'orklng Hank." 1l fJpC11 · 
df.Y 8, October 15, 1975. 

In addition to providing th\i servicl!s listed previously, il is t lt: view 
of investment board staff that the sta te working bank should have 
deposi ts or at least S 120 million and that its capi tal, capital notl!S, 
surplus, undivided profi ts, and reserve!> equal at lc:ist S 1 I million.32 
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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 true that on a day-to-day basis 
both the treasurer and the Department of Administration hav~ more 
extensive dealii,~s with the state working bank than the beard . The 
procedures deve!oped will affect these agencies most direcOy, 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 <>tate working bank. Nevertheless, in Wisconsin the 
board's independent status, !tc; 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: 

" . .. under the State of Wisconsin philosophy of securing bids to 
serve as the state depository, we feel that the bidding banks 
through competit ion will arrive :.it a proper cost factor for their 
services. As a mat~l.!r of truth we would be very reluctant to im­
pinge our limited knowledge of bank costs upon bnnks who should 
bid on the basis of their own particul:.ir costs plus a reasonnble 
profit.33 

Again, thjs is not to SllMl.!Sl that the invcstmt:nt board is precluded 
from reviewing the bank's rangl.! of se rvices, professional st:iff. equip­
ment and faci lit ies to asccrtai11 if the bank can providl.! a proper level of 
services. 

Utilizing the State Working Uank in Othcr States 

In most States, the greatest obstack lo implementing the single 
state work ing bunk concept is politicn l. In Wisconsin the sta le worki ng 
bank has been in opcr:1tio11 for over _Q yl.!:,irs and is gl!nera'ly accepted 
by Wisconsin's bankers. As taxpayers and businessmen it is difficult for 
banks and bankers to argue with the substan tial effki1:111.:y s:wi11gs and 
investmen t earnings. 

Needless to say, the Slate's bankers have not always been so s:1n· 
gu inc when\ the single depository for stale money is co1H.:c rn 1:d and ;1s 

noted in tl1e pn:vious section, they opposed the rrca tion of thl! 101.::sl 
govl!rnment invc.:stmcn t fund s. Perhaps the l'ationalc most fn:quc111 ly 
:.11.ivan1.:cd for mai11t :1i11i11g numerous state al'cou11 ts is the l!conomic tk· 
vl!loµ menl ont: : these sta te dollars arc used by local banks to gc11er:1tc 
<.1cld itionul lrnsincss in the region. The vii.:wpoint expressed by Wiscon­
sin's elected treasurer seems app1·0 pri:111.:: 

' 'Up to this time (a lthough I ,1Jmit th .:rc i 'i consiJrr:ibh.: pressure 
to the contrary) the State of Wis1:onsi11 . the l m·e!irm~·nt OO'lrJ 
spci.: ifil:ally ... sub:>cribi.:s to th l! philo!'lophy thin money is u fret:· 
nowing objec t of track that ignorcs pr, lit ical bou11darics, anct lh:tt 
at tempts to promote loca l or rcgiunal busine'>'i th10ugh bank de· 



posits i'i to little avail. We tend to feel 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.34 

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 thac 
state deposits of public funds in commercial banks may reduce the 
a.rn• mt available to promote economic expansion. Recently, South 
Dakota dropped the collateral requirements on state deposits from I 00 
percent to 5 percent potentially "freeing up" an estimated S 180 million 
in South Dakota banks for other investments and loans. 

The local econo:ny :ind town residents, in fact, may benefit pre­
cisely because local fu!lds are temporarily withdrawn from local banks 
in order to obtain a b~ tter interest rate elsewhere, such as through 
investments in the State's h.ica l government pooled investment Fund. 

From the standpoint of b,'ing able to engage banks that can provide 
the necessary services, a State .: largest b~mks prob:ibly will bid to be­
come the state working bank. ~ i n ce the size of state govcrnmc1.t and 
the size of banks arc both son1C\ ·hat related lo poµ ul :ttion, il seems 
likely that within each Sta te lherc are banks that could handle the 
State's b1: ;ir1css. The banks in Wisconsin that bid on the state account 
h:i ve t o t.! I de posi ts of S 1,859,678,000 (First Wisconsin) and 
SSS l ,525,GJ·.: .,,~ l arshall & Il sley). This m:.ikcs them the 48th ~111d I GI st 
brgest banks in the country, suggesting th:ll banks of varying ~izc can 
handle lhe state account.JS 

While Wisconsin uses only one bank, it would be pnssibk, if slightly 
more difficult , to use more than one working bank. For cxilmpk, South 
Dako ta uses two banks and alternates each mon th. A thorough Jna lysis 
of the services req uired and volume or transactions within various state 
accounts would reveal the complexity invo lved . 

In branch bunking Stales, it might even be easier to implement the 
state working bank t:o nccpt since tra n53ctions l:Ou ld be made through­
out the Stal~ with immediate accounti ng. Co llcctio11$ and cash dishurse­
:ncnts would occur more r:ipiuly. 
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VI. 
TRANSFERRING 

THE 
WISCONSIN 

PROGRAM 

Some innovative state government programs are not applicable to 
many other States. This one is. It is not associated with size or composi­
tion of population, rural/urban considera tions, size of State, geography, 
or the State's fiscal condition. All States collect large amounts of mon­
ey and expend la rge amounts of money; therefore they have an enor­
mous cash flow. AU States have significant amounts of cash that are no t 
needed for payments on any particular day and which, therefore, could 
be earning interest. 

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 
arc responsible for investing various public funds. The latter group 
simply will not want to have th is important investment responsibility 
transferred from it to a centralized investment board . The reasons :i re 
easily deduced and don't require exp:insion here. Dankcrs naturaUy will 
not like losing the earnings from lhe deposits o f the State. 111c combin· 
at ion of est:iblishing a state working bank, investing the ch..:ck floa t, 
creating a locul government investment pool, and inv..:sling id le cash 
balances arc all programs that rcsull in greater earnings for government 
at the expense of banks. In the case of both centralized banking um.I 
centralized investing the benefits to government can easil y be measured. 

Opposi tion may also come from the state treasurer since a comprc· 
hcnsive investment program probubly will mean th..: treasurer's loss of 
some control of thco;c funds. ln Wisconsin , for example, the Depart­
ment o f Administr:1tion1 not th..: treasurer. opcr:it..:s the computer sys~ 
tcm nm.I performs the data processing and accounl'i11g. The 111vestmcnt 
board and st:iff make a:I the investment decisions. 
Legal Issues 

St:ite investment polidcs an. i11 0u..:nccu by the i11stitutional sc tti11g 
in whid1 invcst m..:n t pol icy is cl cvclopctl anti by th ·~ philosophy amt 
investment goals of V-J rious polic.:ymakers, but all of the~ factors arc 
circu1 'crihcd by the const illltionnl, statutory, and administr:i tivc 
guidelines of the individual St.1tcs. 

ln numerous Slates, the l:lws urc silen t on many matter · :1ffecting 
the development of a comprehensive invc!ltml: nt program. Sud1 was the 
case in Wisconsin and in tcrpret:1tions of th..: statutcs genera ll y have been 
strict i11 findings thot necessitate spc:cific statutory provisim1s :lUth­
ori1ing board :1ctivi1ics- the rnunidpal investment pool, the investment 
of noat, cxpnnding th..: types of instrun11.:nts th:i t can be ust·d fo r invest· 
mcnt purposes, and the us·~ u i n custodian bank in New York City to 
phy~ic:dly hold :rnd transfer securit ies. 

Thcru nre other instnnces where the st:1 tutcs l1111it th e.: numht:r :111d 
t ypcs of scc11ri t 1cs which may be held i11 l he portfo lio , the I imc periods 
:in invcst111c111 m:iy be: held , or the amou.11 of treasury bal:rncl!:, that 
may be invt.:slctl. The use of banks us holdini:: i11stitu1ions for tr.:asury 
ba lances when the money iCi not im'l' tcd m:iy also be suhjc~t tv st:i tu· 
tory l imil ~1tion. 
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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; regulatio'lls 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 progrnm can occur in stages with an investment board, 
followed by a working bank(s) , anc' sophisticated accounting and com­
puter systems, flexibility in investment instruments, and a custodian 
bank. 

Another major component in the pre$ent program is competent 
stafT to manage over $2 billion in asset However, the m:irket for 
investment professionals is a national one, so it should not be difficult 
to attract personnel if reasonably competitive sa laries are offered. 1t has 
been sugpPc;ted that many state capitals offer pleasant living environ­
ments thac many prospective employees would find desir~1ble . 

An equally important issue is whether outside consultants should 
manage sta le investments or whe ther th is important activi ty should be 
conducted by stale employees. While States m:iy wish to divide invest­
ment operntionr. between government and nougovcrnmcnt employees 
for a period of time to determine which group achieves greater success, 
severa l items suggest that in-house inv"stment may be the preferable 
course. First, responsibility for state iJ1 vestmenl operations should be 
assumed by a sta te official who can be rewarded or disdplined baseu on 
pcrform:rnce. With dclcg;1tion of this responsibility to an ou tside firm, 
there is less control of personnel, uncl little redn:ss for poor investment 
performance except dismissa l of the fim1. Secondly, if st:J te officials 
invest stall! f11nds, they ore inws ting some of their ow11 rctirenn:nt :ind 
tax funds, a procedure which is different than investing someone clsl"s 
fund s. Thirdly, and perhaps most importanlly, in-house i11vcstmc11 t s<1l­
ary costs (for an equivalent level of service) will 11carly alwnys be sig11iri­
cantly less than private firms' sal:lrks. lf this difforcntial in !>alaries 
could be offset by higher iJ1vcs tmcnt returns from private con~ulti ng 
firms, there would be 110 problem . Priva te consulting sc rvitcs, however, 
have not consistently produced bctwr investment yields than stare in­
vestmen t officials. Finally, in-house investing h:is 110 :idministr:llivc mar· 
ket ing or :idvcrtising expense. 

In sum, if the political ol>st:iclcs can be cwcrcomc and translated 
into sati·.faclory ll!gisl:ition, then any State can begin developing the 
computer and :lccounting progrn ms ancl l>:1nking relatio11shi1> ncccku to 
pursue an efficient i.1ves1mcn t progr:im. The St:i tc of Wiscon in :ippc.::11 s 
to be managing il s c:ash now in such a way ns to permit maximum 
investment opportunity. There are no idle c:ish hal:lnccs in Wisconsin, 
only :i co111pcns:1ti11g l.>al:1m:c lo p:iy for bu nk se rvices. Thtrc :m: very 
few unut ili zcd or unauthori7.ed invcstrnc111 channels. 

Jn conclusion, the modi lications ck sc til>cd i11 th is report , .tlmost 
:i lwnys m:incla tcd L>y specific statute, have resulted in an investment 
process i11 Wisconsin th:-il can s~rvc :is a model for o r her !lt!l tc officials in 
evaluat ing their investment pr:1cliccs. 
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FOOTNOTES 

• 
1. Derived from d:ltl presented in State of Wisconsin Investment Board 

1. Derived from dlll presented in St:i tc of Wisconsin Im,i:stment Board Annual Repcrt • 
for fiscal yc:ir ending June 30, 1975, p. 6. 

2. Annual Report , p. 8. 

3. Tite Legislative Audit Bureau reports thnt some s:tntc departments h:ivc :i few small 
working or contini,>cnt checking :iccounts which :ue restricted for specific pnymcnll. 

4. Interdepartmental memo to Pat l luys, Dun::iu of Budget nnd Pl:inning, from Peter 1. • 
Nelson, Assistnnt State Tre:isurcr, November 28, 1975. 

S. Interdepnrtmcntal memo to Pat H.1ys from Ken Engle, dated December 11, 1973. 

6. lnvestm.:nt Do:ud, "M:inu:tl of Fundions, Goals, Policies, :ind Procedures," October 
15, 1974. 

7. Both amounts represent inm::ues proviclul in 1975 Assembly Bill 222, Sections 256 
and 257, respectively. 

S. The investment bo:ird :iddtcs..:s tJ1c soci.tl rcspo.'nsibilily issue in its,1111111al Report for 
fisc:iJ yco.r ending June 30, 1975, pp. l !l<!O. 

9. See St:ilc of Wisconsin Inves tment Bo:mJ, "~fanual ,, f Functions, Goals, Policies, and 
Procedures," October I S, 1974. 

I 0. A number of restrictions have been placed on the prh·1t1! fin:incbl tr:ins:ictions of 
board employees to prevent um:thic:il behavior. No employee, in<luding suppoll personnel, 
m:iy purcha!!e a new stock or IJond offering unlit It has tr:idi:d on one of the financia l m:irkc ts. 
In adJition, :1 bo:ird employee cannot buy Issues of :1 com pan)' a t the s;.mc time :n the board is 
adding the issue to its portfolio unless the employee can dcmonstr:ilc :i long·tcrm continuous 
pattern of purchasing the specific ilsuc. Furthermore, cuch investment dir 'ctor must me with 
the executive llin:ctor n quurtcrly report listing nil equity tr:insactions. Fi11 :1 lly, :i ll board em­
ployees' federal tux retu rns musr be submitted with thu Wlscon•in sl:lrc tax return, anJ sta le 
returns :ire 11udltcd unnu:11ly. 

11. ;11111110/ Report, p. I J. 

12. A111111al Ueport , p. 18. 

13. "M:inu:il of f.unc1ions, Goals, T'·Jlicics, anJ Procedures," p~i;c 11. It is :il~o poli.·y of 

• 

• 

• 

the board thnt "110 invc~lmenl )!1ull he 11' :11Jc in stod.s of comp:inics which sell :is :i \UbSIJntfal • 
product line tob:icco, lk1uor, or g:irnbling.'' 

14. Interview with hmc~ Severance, Mily l•I, 1976. 

15. Sec "ll:ickgrouml and Opcratlon:1 of the Priv:ite Placcmcnr Division." a p:iper prc1mrd 
by Rober t Zobel, lriv.:,lnu:nt Director for l'riVJtc PIJccmcnts. 

I 6. Dy policy of the bonrc1, no priv11tc ph11.-erncn ls uro mndo in tob:icco and akohol firms 
or In real est.lie investment !rusts. Few plJccmcnts have b1:cn made ln the insurnncc, fimmcc, 
anJ medic d ticlds bccau~ of llm it~d stlt'f cxpcrh:nc:o with tho9.: ureas. Normally preference 
will be given ro louns which L'CllCrJ lc new JOU~ tluough copil:i l cxp:u1sion if the return is nc:irly 
equivalen t to other 10:111 :ip!'licJr lons. No dls1inc1io11s nre mnJc accord 1n11 10 c:h:1r:ic tcrbtics of 
either the 11wncr or contp!l .• y protlucr line excep t those nntcd above. 

17. Nor may 1he pl:icc111cnts dlvi!lon entirely own u firm, :i policy odoplcd by the boJ11!'s 
trustees. Tru,tccs, however, wilt permit the tllvblon dircc1or to sit on ho:mh of directors of 
vrulous co1111>anlct. As the lilrb'CSt lender I•> 111uny smnller firm s, it woul1l be appropriate fo r tho 
investment board to be given :1 board s..:u t. 111c currcnr division director has J ccldcd not to 
become :i m~mbcr of any boards bcc::1uS<.' of timc con ~1ra i11t ~. 

18. St·c 1hc 1975 J1111111nl Rt!port, p:igts 9, 10. 
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19. It is understood that much or this section or Wisconsin law \V'.IS derived from New 
York St:ltutes (Chapter 260, Section 34). 

20. The 9.0>2 percent return on an average daily balance in fiscal 1974 or S662 m ~\Ur,o 
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 repurt:h:ue agreement. The South Dakota Inve stment Council, also a sophisticated 
state investment agency, has arrant ':ld double·reversc repurchase agreements. In contrast to 
other state governments, the invcstr.1ent board normally does not invest heavily in bank certifi· 
Cates or deposit. Certificates of deposit (CD's) limit investment flexibility because thci.t 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 111e not easily transferred in the national market . 

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

23. The Wh:onsin legislation was modeled after a 1973 loclli government investment 
program enacted in Oregon. In Oregon the program was avnilable at first only to county 
governments and larger r.:ilius. Presi:ntly, the majority of local governments in Oregon arc 
participating in the program, and the level or local funds has expanded from S 100 million to 
ovc.r $400 million . 

24. The investment boaJd has not yet established criteria (such as minimum times fo r 
investments, type:; of investments, and restrictions on number of purchases) for the trust fund. 

25. Memo from Peter Nelson, Office of the \Visco" .:n State Treasurer, July ! 976. 

26. The Department of Adrninistr:ition anticipates that a monthly letter will be distrib· 
utcd to local ofiicials whose cities h3vc funds in the pool 1l fund. However, it is unlikely that 
specific investments will be identified. 

27. 1n South D:ikota, for example, statf.' · . ~ jrt: rotated each mon th between two 
banks, and n South Dakota official cstirnQt1"' .i1:i t this costs the Srnte one day's interest on SS 
mill.ion each month- or over SS,000 p1•r 1 car (assuming a 5 percent interest rate and a 36Q.d,1y 
year) • 

28. From 1958 to 1964 U1e sta te working bank was r trs t Wisconsin Nation:iJ Bank of 
Milwaukee; 1964 to 1976 the M:irshall & llsky Dank (Milwaukee}; nnd in 1976 First Wisconsin 
is the slate working bank. Only these two banks bid on the st:ite uccount although it las been 
S11£b'l:Stcd five or sh Wisconsin banks :ire l:iri;c enough to handle the Statc'-1 account. 

29. 111csc volume figuri:s arc reported in :in investment boarJ staff memo to the trustees 
til ted June 17, 19'75 . The number of deposit items wns provided l>r Peter Nl!lson, Office of the 
Trea~urcr . 

30. Washington Stato adopted u lock box prm:e<lure fo r all st:itc tax remittances in mid· 
1975. At that lime, the Dcpar lmcnt of Rcv.:nuc nnticipatcd a reduction in collection costs of 
$60.000 annually anti incrc:1scd earnings of over $3.\0,000 n ye:i.r based on add ition:U Invest· 
mcnt throui;h quicker tax collection. 111e bank involved hamllcs the deposits without chargini; 
the St~ te u foe . 

31. Tnken fwm u l(}pugc mcmora11d11m (plus appendices) prcpnn:d by th.i Slule of 
Wisconsin lnvcstnwnt Doord entitled "Spcci(ications fo r l'ropos,lls to be the State Worki ng 
!lank," dated Octoh.:r 15, 1975. 

32. Memo to tru s tee~ fr om the stafrs S1:1to Working ll3nk Comrnittec, J :ucd June 17, 
1975. 

33. Letter from Cluulcs P. Smirh, Wisconsin Stjh! Trc:nsurcr. to Jnck Kiley, 1\drnini$lr11· 
ti ve Assistant to the State TrcJsurcr of Wt1 \hi11gtn11, dnlcd July 19, 1972. 

34. Wisi:on~irt St.lie Trc:uurcr Chrtrks I'. Smith, lcth:r to Jack Kiley. 

35 . D.l~cd on 11form:it!o11 compikd by the ; I 111aira11 R1111k1•r , 525 West 4 ! nd Street, N.:w 
York City. Oal:i 1111! for June 30, 1915 . 
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STA TE OJ' WJlllCON!UH 

l'at>Nuy la, U7i 

OIAl'TER 164 , LAWS OF 1975 

AN ACT 10 am ... lO.!IO!I (I) ... U), ~.01 (IMro.l. (I) 1od (I) (1), Jt.ll (I) •od 66.0< ll); 
...d 111 crnoc 16,jJ (IOI ...t 1111. lOWl I ll), ::G,llJ (11, lO.!IO!I (I), lJ.17 (I ) ()a l •od 
f jrJ. :U.». "·J) tllld Jf.1• (21 o/....., IUl• l-. rd.U..1 to .... lrMM.1'7 cu• t\o- llHlll&lflNM. 

ntibl~h.'•• • ~I ~I ~lnat .... ,,,.. ud t bal "°'"'"'"'"' tnM.4 "*""M1t 
fl flld l:llii tW1tlt11 N\t•Gl• ki11 lllthontJ. 

T4' l"'.,,.lto/tAI 1t•1to/WI~ ,,,,,.,,.._,Jl4 ~I ..J Ul#'Nif. /.) ,,.,.. ajollo-.1.• 
SECTION I. 16.ll (10) ... 1111 ol'U.aor.o. ,,. .,.., .. ,. rud: 
l• .ll (10) luo11n M C1..Ui& If. b.c"...,. ti.

0

.ncu ... 4.•11 tl1h• Kt ( lfU) , .. >O '-'1 
afltr 1;,. ,.W:~I* '11 Ow IN4fl':I ~"" (ot llwi lt'7·1t n.c..1 t...1um. H ~'PflCl' .a.riMI 
-•11d '°'.,,.""" •p.nlMflt '-> •ra• tOIMhttt tot ~J""'11U .~a •. n be- ta Clet:t.1 o1 • • ,u .. Mc 
(•,.ja M1 ••1 .Ult (uid .. lM ,...,..,,, iit P*lll.IC.. -ii) \!tic IUW. 1rat• m aM IN jlMt 
COtn'ftiOH 09 fl.-. "'•) ,,,_n;lt t-1 lllUM"*i ~tJ Kkt .. M '°' Ml peffMIU. t.ct~iftf t"°'4 
P'Jl'N.tlt fot •tl.a<-il t tfllidllc p1,,,....t 4.elc it '"1" .... !tot Mtl111& n,. MO"f\a,., ~ 4tt• tll 
~ 1a.d1•1 CO l.M '°''"°'-1 ,,.ttnaoa. AU llitwt Of iiNtNCI pef'IMMl of ~ ot 

1a1cruc o• "''" ~ •-' ..,._ .... nnt prionty ud "''' ""' be f!nlftlcd ot r..t--.1 odcf ~d 
'41hct!(".I~ Al •••le n1~ ,e1nilla ...U ...... 2*I prioritJ. AU ptffl"dU io local Hl'~ ol 
IC"mll!'tClll • bid! .,. r.i;tt1~ t1 tUlwt.11 w • m .. "" • ~IC cl• t• alld 1iQ &14 Pit""""" '° 
lnctr.fclu b •••• Jrd a:n.ritJ. AU """'""'I " ' "'"" lt1M -'tl1 ""°"t) . Tlw MCnUI)' d"U 
1Nieb i• r~ ol aU cl.lmt ,..,,t .. 'IMtf l).\t ..-..aio. ...t ..UU ,,..._.. •ntMll llOtkis .. 1M 
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UOPOSAL PON! TO IE 
THI! STAT!:" O'i' WISCOKSill !'ORXINC BAMK 

TOI St•t.• of Wheon1in IDY••taent ao.rd 

Th• tollowinq c:onatltutes OU~ propo.se l to prottid• the 
St.At• of. Wi11conain 1 1 baMtn9 bu1ine11 requlroent• tor th• 
period c.-o .... ncin9 J1.aly 1, 1'1,, .and t e nlinabl• on our part by 
qh · n9 OM 1c.•r'A notic:•. 

lt l a unde ratood that, should our propcual b• &ccept.d, 
ve v11 i be dftl i<Jn•ted u UJ State llOtX1nq • • nk, • nd 121 • 
Stt • e derpoli.tory b.an1c purauant to th• provi1ioft1 of 1. 2S.l1 
(61; , )IJ.acon1 in St.Atut•• · 

It 1• futtt\•r und1r1tood ~t th• State of wucona1n 
tnvo 1~nt lo• rd, in it• 101• di'lcre tion, MY t•lttct thl• or 
Any ether propa aal. 

In •dd i tion, thi a be nk ••1r••• th.at th• tnv•1t.nent IO.ard 
aay excl.ude any 1pccltic c trvic• o r eletwnt thereof 1n any 
contract ...,hich :uy tt•ult. fro. t l,1 • prupoaal. 

2!!!!! 
Thla b&nk otf• r• to prov:lde .all ot th• ••rvic•• outUnttd 

in th•t c.r·tain ••t at •P"Cit tc•t~iona d a t ed OCtober LS, 197' a nd 
l•belcd • spacltic.ttion• tor Propo•a h to be th• St&t• wor>dnq 
Bank.• 

Thi • b4.nk •qre'f l th• t lt will .. int lin domant tul • nc:• t , 
•• dlract•d• in de t lqnatwd bank • Cor th• btin•tit ot thtt atat1:. 
In conu.der a t lon, "" ldentlcal uiount 1h .. ll. b• 1ubtr•cted tr°" 
th• net colltc t •d b•hnce before applylnq \':hi ca-:renut.lr,9 
b.tlAnc• tor..ul a outllr.ed on P•?• 6 o f thla propo1al. 

'Thh b• n~ •qr,,• • that it- will ••tAbllth tn<I rialntain • 
SlO uUlion op1n Una ot credit u\d a llov dr•v• • qainu. tucn 
lln• by th• Mhcon u n lhaUdtn9 Ccwnll1lon on th• cond tt ton that 
•ny dr•lif .sqalnH. th• line of credit •h•ll beAr lnt•r••t "t the 
r•t• o f 

--·' 
of th• btnlc'• prla. r•t• •• po• t•d fr()lt tla. to tia.. 

-1-

Tl"l SCllEOUl.r. UMtU l<lUCH 
THU IM~ •IU. C~lDIT TH I STATE T ~U.1URCM ' S 

ACCO\IWT WITM COLUCTtO P\JltOI 

1ht • b• n'- aqr•• • that •ll d 11pcu•tt• d•Sl v• r•d d u u nq • ny ""''''l'\ll Jay t o lt o r 1.t • 1u1,Uieo n J l) • nl, &t .tny, wtl1 b• c rt11 1.U t • tl 
t o tt\• Sta l• Tc•• 1ur•r' • account. • • thouqh th•Y h •d b••n d.11 l iv•rut 
to th• Kl lw•u-. ~• lr .tncn ot tt\•t t•d•r•l •••"'' '' • D•n- on \h.u • ••• 
d•V· 

tn •ddluor1 t h l• h• n\. 1qre 11u t h• l it wlll c r .dh t h4 
IL1H• Tt1J• •Ur•r' • •~cn\int wlt.h coll 11cHed tunJ1 aa rl l•r uu n t h., 
'41lw•ult.• t o ttl c• tch• du h on th• t o llovl nq1 
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TM a b.nk v :.ll \>rov"tde U\e f ollowi r.9 l)'•t .. t o t check r tt,r i evat 
• nd copy in9 tor th• Tr•••ur•r' a Ott i ce &J\d our ti:ae t • b te t or 
-..~in9 lt • "•ilubl• .h •• follovu 

l. !t.!.!.e111 0.1crlptton, 

.. 

fl\ h tMrtk •Qho• t 11 11rovl11~ t"- • •rvl c e • u itp•,, ltl•d t o r- l h.4 
1..tllOwl nq dlr• •" \ (1 1.ud do lhr) Ch ttll• p.cr ltm1 

1. ~~.!!~ 

C• • ' •r ltw • l d#po • h H•" 

lcl • • r ~. 1 . r. H•• 

(• I COUt"1n Int. t r• • '- Col h to: lhlr\ , ,.,vl c • 
p.4t r ('()u~n 

f t ) \ft-.con • l n l ,O. oon41 C'ou~trH 
~( p r• •n t\ U tlOft 

l. v ... d!I!.£. •!.!!! 

C• t Oe ,-011. t. t.lt•lll:.t• Ol Gt..Jlt. ,....,., • ••Ch 

111 •••l• • •.c.o.r.r .M, .tnJ • 
p11 1000 C'h,.G~ • 

( Jl tut • • ti • t'•• 1000 chec 1u1 

t J) lo l • • O, t, anJ ( • ,~, 1000 
c tuc \ • 

tc• ltOt .t fe D0,. 11 • • ••Ch 

fd J Mtcro tl l.M l ntt \h• c'• f e r ? r • •1ur•r' 1 
U l lll • J'lttr Cl •• \. 11. 

ht K l c r o t h !\• l nJlf • t o r ft4a 11.rer • • u •-. 
r-r •lc1 ·• t''"• 

IU l'O c t o tl tt • l..-qt:• u t COlll!Put•r 
~ tl fttou t • • p.r •1c r o tt cr..e 
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c. Lockbox Service• 

l a ) Vlthholdln9 

Ill ""1>loyer1 dtpoolt rapo ·t to.- -
••ch 

Ul lllcrotUalft9 re port f t r .. - aach 

lb) .Kot,;)f a nd Special fuol 

CU Motor f1.1• l report tora - ••ch 

Ul Special fuel roport tom - aach 

Ul MlcrofllaJn9 report Iona - .. ch 

lbl Ian~ Win • .. ell 

(c:) Tal ephonft a dvlc:-e - ••Ch 

1. CCv"'rn:M'lnt Bond Serv lcll'! • 

l • I per llond 

l a) C•th plc~·up tee• SUt• Tr t a•u rer '• 
Ot tlc:•, 11•1lhon - Fer lr lp 

lb) O.pi>a lt plc~·up frOll Dopar.,...n t ol 
J!ev11nve , IH lvau\•• - P:•r !t lp 

Cc• Pl c k•up and d•llvtry ot v•t lO\u tt•~• 
Ccnec ka . depodt11, c a r.c .. ll•d crec \, 
• lcrotUn , •tc: •• no C••M r oun.d tctp 
trcn wor~ tnq Clank t.o 11.ad h o.n o tt iC'•• of 
Sta te Tr••aurec, Otp trt.: .. t\l or f'evenu_., 
U \d D• p.trtaent ot Tc1n1 portJUcn 
per r ound trip 

(di S~c1• l C.ourl•r nm 

(1) '•d•r•l Rttl f9tY• l \ft); , CM.c:.eqo "' 
~r trlp 

(11 Chic•~• Loop a. n ~• l"r trip 

_,_ 

Cllo<tl'tl:AT l"ll 11.\uitn. 
I NLTiu uf ~IHC'!' <:11.ucc 

In l l e u o f • dlc• ct c:h1H(J• t o r t b• 411uv&ca1• u!er r•d to 
.t bove , lhh b• nk •!Jr••• th•t lt ri .a11 t• c:"-• S)• n•• t•d by cttlhc t'!'d 
bithnc•• 1n t h• Ot&l• 1r• 11 HU•f 1 1 .- ccoun t . 

Th• b.ln' •qr•• • t o c r.J lt • • P• )w•nt t o r • uc h Ch••q•• 
• n il".)unt ..-iu•l t a one d1y 1

• ln t..r• t t (CC!W""l• d Of\ • UO·l\• t 
y .. ~ .. 1 u • ltUJ •n ln\•C• • t. r • t • • ·1e l to __ , 
or t h• 910nth ly • Y• f MJ• Of th• to Ul·!IH h y v.a. Tt• u llr'f ~\ ll 
rat. . ' o n ••C:h do l h r ot co l lec:t•d b• l•nc• • ( 1••• t•111 • n• 
t•qu lten .. nt a ot th • ted e ral ll e 1 .. rv• l'• h• ) !ell on tul\l.t e a c h <f•Y 
du r ln9 t.J\40 Mnth tn th• lttt• ' • 4CC'Ount. 

•at : a por-t•d la ti•• "'°°'1y• .-.nJ lu.rv• r 

ln lft• • Y•nt tha t th• tttir'IUC .. tlon of t nt1 f o r-auh 
produce• • c reJlt. it\ ••C••• o t aon\.hly Ch •rf'J •t . U\• D•n' •\I t•"" 
to • pply t \IC:h ••t"••• •• c udlt U'N• rd • th• t ol1\Nin 1 ec>nu~ · .t 
chiuQ• • · Conv• r .. • lv. th• h A\• " lU ~A• \IV • "Y 1htlc tt b't' 
tncr•• • l nq bah ru:• • tn• •ol lcvL~ nu.. 

• 1' 1~ . 

Tit I• 1 --------

At uu.t -----------

TLt l e 1 
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Members of the Legislature of the State of Minnesota: 

ROBERT C. BLIXT 
ltJ lCUTllt lC .l(Cll (T/, llY 

The Investment Staff of the State of Minnesota is most appreciative of the policies and procedu,es approved 
by the StJte Boa re,! of I nvestmerit and Advisory Committee on Sta te -r •• s t Funds during the past ' ew years. The 
results, as detailo!d in this report, have been very satisfactory by any standard - particularly those which may be 
considered appropriate for public funds. 

ShorHerrn money.market investments, rctirem1:nt accounts, trust funds and other investment portfolios arc 
o ften considered to be staid and unim:iginative when hJndlcd by commi ttees represent ing the gener:il public. 
Yet, the Investment Staff h:is been most impressed and cnthusi:istic about the encouragement, su pport and id eas 
put fo rth by the Ad·.- isory Committee and Board members. The succe~s nf the port fo lio in calendar 1975 and 
early 1976 h:is been due to t he su pport received in implementing an agg. c:ssive purchase program in late 1974 
:ind 1975 - at the time many in vest ment expe rts were all too J pprchensivc regarding t he future of the na tion 
and its economy. 

The period covered by this report includes the fisca l year frc-n July 1, 1975 through June 30, 1976. Previous 
reports ar c avai!:Jbk since the year 1960. 

Alt hough there were no significant ch:inrl'~ 111 M in ncsOIJ ·s trivc" mcnt l.1ws during the 197 5 and I q7 G lcgislJ· 
tivc sessions, vario as in ter·departmcnt procedural ch:rngcs and 1hc u-;e of new 1ypcs or securities hJvc resulted in 
an improved investment progr:i m - one which, in ou r op111ion. i:. more pcrtllll'nl lo the needs of the constituen1s. 

One fr :i ture o f Minncso t:1 statu tes which is sometimes misu nc.Je rstood by legislato rs and retirement fund 
beneficiaries is that "market v.llu:i tions" which determ ine rct1rc rne11t fund benefits Jml va lues in the Vari.1blc 
Annu ity fund a11d the Minnesota Adj ustab le Fixed Oc11dit Fu11d arc hascd on hi· rnonthly sccurity prices averJgcd 
over J lwo·ycar period. Therefore, the results of these two funds for fisc:i l I 1)76 will 51111 be dependen t, to so me 
dq:n·e, on the low prices prcv.iil ing on lw th stocks and bonds in lat ..: calendar 1974. •\ c1u.1 lly. the State a ccoun t~ 

were much benefit ed hy this dcclim· in sccuritic:s valw:s. We wi: rc ahlc to 111crcase our holdings signific:i111 ly at 
s11hst.111t ia lly lowt: r prices. Y\: l, because thcs..: prices arc ~ti ll incl uded 111 thl' >ta tb tic:il b.1se from which fi sc.11 
1976 ycar·end results Jrc i:o mpu tcd, t he invesl111c1ll progre~~ of the~c t wo fund s appea rs comp:1ra11vd >' "'i r11111 .1l 
for this pusl fisi.:.11 year. It lll ll5t be empha~izcd , however, Ill.It t he com p 111a11nn~ :i nd rati.1:. alrl·acly dfel.'. l ivc for 
il11~ fisc.ll yea r - that ending 011 J une JO, 1977 - imlic:i tc rnb~ t .111 1 1.11 I •turc g.1 11s for both the Vart.1 hh.: :\ nnuily 
F1.11d .11111 the ~ l inncs,lla Adj ustahlc F ix<'cl Ocndit Fund . 

Th, l 11vest111en1 S1.1ff is pJrt u.:11 l.1rl}' ;,ipprcci.1tivc of l he work 1)1 the 1\ dvi~ory Committl'c on State Tr11't Funds. 
rl1is 1m.11p WJ\ formed in 196 1, al the t1111c lhc ~ 1 .11 u tc s fi rst .111 tho11zcd cq 111t> 111vestmcnts in 1\lin ncsotJ' ~ n:tire· 
mcnt fun,•~ . Mo)t o f 1he mi:111bcrs oni:inJlly .1p110111tcd ~1111 \erve 011 the Co111m1 tlec. Their invc~ r mc111 <'Xpat1sc , 
b:isi:ll 011 th •ir rl)po11~ 1 b1 l itii:s 1nJ work J~ leJder'i of ~linne~o t .1 '~ 111vc) t111e11 t community is cnh:1111·ed br tlm loni:: 
period of Sef"\ICC .111d rhcir f: rwwl.:d!!I.' o r rctiremenl (l·~1'il:l t10 11 .ind 1nve .tmcnt probkms Jurin!_! the i::1st I ) ye.1rs. 
11 1s to be noti; I th.11. de~µi1c the 11m111c\t1one.t t:\p~'rtlS\' of thc~r mcmhl."r". t he ir service is oifcr,·d wi1ho 111 corn· 
pc11'i.1 l1on. Ewr)' member of this Commi tt i.;~ I\, ur hJs bei:n . • 1 plntfoh•> 111.111Ji;cr ur research d1re ..:1o r o t J 01:1101 
Minnl.'sola m:;l l! 11t1vn. 

The J cc11111 1s supe r\ iscd by the: SIJte Bu.1rd of ln vc,1111en1 Jre J1v1ded 11110 ~cvi:rJI group~. e.1.:h ;.~ow rneJ hy 
111~l1v 1 d 11JI st.itutl.'S a1hl 11• 111:ignl unJa dilfcren t poli..:ics. 'I he fu nd gM1q1111i;-i. lt)J:ll'lhcr w11h their .1pproxi111Jte 
hoc)k v:.i l11 :it 1 cin~ a'I of Ju ne JO, 1970, .ire .is iollmv 

lnvcstccl Trca~11rcr'.5 Cash F1 11tl, SSHO.IJ mill i1111, l'his fund 1nc111d.:~ .ill tax rcl'cqH~ . S111cc 1901), prime q11:1l1ty 
corpor.ttc 1111ll'S have hecn cl1 ,~ i blc for 11 \e 111 1hi:1 .1cco1111 t, 111 .1<ld1tlun to U.S. Trc:.1s11ry Jtld a~enl'y \.lhhg.1tiu11~ 
111 :1 t11rl11g wit h111 I hrec yc:in . 

lli1lhwa Funds. S2 16.9 milliun. 1 hc'c . 1 ~co11 11 cs im.: ludi: CJ$, Tn:a,ury oblii;.1tio11•;, debt 111stru111c11 ts im1eJ ti:: 
U.S . i;Mcrnmcnl .1 gi.:11c1e~ JllU short· lr.:rm co1por.1te notes Jue w1 1hi11 :r10 il.1~~ l l f the 1i111e o i p11rchJ~e. The 
m1>11cy\ .ir e usctl for the b111hl111g a nd 111.11111cn.111cc r. f hi£hWJY!, rn:ids .111J ~lll'dS through >lit the \I.lie. 
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Miscellaneous Welfare, Departmental and Temporary Funds, Sl67.4 million. These funds are invested according 
to the terms of part icular statutes or applicab le 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 institut ions. Du:'ing the past two fiscal years, t hese funds have been incre:ised through the investment 
of bond proceeds from securit ies issued by the .l innesota Housing Fin:ince Agency . This invt:stment total 
varies according to the needs of the agency in providing fu nds to Minnesota's home bu>•ers 

Minnesota Adjust:ible Fixed Benefit Fund, S648.8 miUion. This account, administered by the State Board of 
Investment, may include :i maximum of 50% in stocks with the rem:.1inder in debt securities. Retirement 
benefits are paid to all retired employees from the principal and earnings of this fund. A two-ye:ir aver1ge 
'·total return" from this fund, in excess of the 5% actuarial assumption, h:is been used to augment pension 
benefits. Earnings and market apprecia tion during the early I 970's resulted in an increase in the pensions 
puid hy the various participating retirement funds of from 2% to 4% at the beginning of the 1972 calendur 
year; increases of 4%% to S\/2% were paid at the bc.:ginning of the 1973 calendar year. The Legislature pro· 
vidcd for nn additional 25% increase which was paid in two inst:illmc.:nts - in July 1973 and January 1974 . 
This adjustment was made at the time that the statut ~s applicab le to the n: t irement systems of Minnesota were 
modified to provide be nefits based on s:ila ries paid during the.: '' five-high years" of cmploymc.:nt. Because of this 
co mplete st::itutory revision, the reserves accumu lated during the c.::irly I 970's were used to provide very sub· 
st:intiJl inc.:rl'ascs fo r 1hor.c.: previously rewed. Despite the lowc.:r stock and bond markets expcric.:nced in 1973· 
1975, recent port fo lio results indic:.1tc JJdition:il pension inc rea~es b.:g11111 i11g in calcnctar 1978 or 1979. 

Dasie Retirement Funds, Sl,035.7 million . Six state·man:iged rc.: t ircmcnt funds, invested separa tely for employee 
groups, include.: U.S. Tri:asury, municipal and other govc.:rn111entJI ~c.:c•Jriti.: s, U.S. govc.:rnmc.:nt·gu:irantccd oblig:i · 
I ions, corpor.1tc.: bond s. short ·term corporate notes. and common stocks. 

Supplc111r·111nl Rctircmc.:nt Fund, S62.6 millio11. Ti1i!I fund was i:sl:iblished in 196 7 for l'mployc:.'~ of the St .Ile 
Colki;e Board Jnd S1:itc Junior Co llege.: Board . Tht: fund cons i ~t s oi tlm!t! .1ccou11ts, o ne.: o f wh11:h may he.: 
invested up to 100''0 rn .:quitics, c.:mph:isiL111i; potcnli:il growth wilh the al·co111p.111y1ng market risks. The 
second 111clmlcs hrng-terin IH111ds :ind stocks orien red toward current income. The tlurd - the Fixed Return 
1\ ccount was 1nitiatcu ~1 11 Ju ly I. l 97-1, :ind includes onl)' bond investments: 11 provi<ks an 111tcres1 y1c.:ld 
over .1 pt•111n l of time commc11sur.1tc w11h the .1vcrJgc hfr :inti c;a ll prn rcct1on inhcr..:nt 1n th..: bonds purdt:r\ctl. 
Lct-:i ~IJlurcs since 1969 have.: m:l tk 011e or mori: of thc:.c accounrs av.1i!.1bh: for 11 ~ c by police :111d Ctrc.: fighte r 
relit!f associations lhro11gho111 the st.Ill". v:ir10 11s co u111y t'11lplo yce~. those mc.:111hc r~ of Lht· st.lie service who :i re 
"u11t:l:i s~1fit:u" and u1i not h.1v1· the bc11di ts o f tenure, .ind SI.ti c c111ployl'c!) who wr:.h to pJrticipa te 1n 3 deferred 
irll:omc.: pl,111 throub:h wh11'11 .1 portion of their s.11.rries 111:iy he taxed at tlll' ralcs 111 cfft:ct at ti ll' time of their 
rclircmcnt. 

Minncsnt :i Vuriohle A111111it y F1111d, 533.9 111illion. Th is fund w.1:. l'\ la hli::hed hy the 19&9 l.cgislJflll" .ind w.1s 
rnadc clfc.:ct1vc 111 c.1r:y summer 1970. The .11.:co unt 1111w includes a 11lvc rs1f11: tl l i~I of ..:0111111011 s tock~ . ~11mc 
lonr.· tcrrn d.:ht 1nstru111 c11t\, .tntl rc~crvi: s in the form of sho1Mi:rr11 fixcd ·il11:0111c scc11nt1t·s. The p:.rrt1c: ip.1111s 
:ire ka chcrs who chow 1111 ~ type o f prOl!!.1111, which prnvides 1c1trcmc11t hc 11ct11s ha~ctl 1lll l11ng.·tcr111 lllVl'Slmc.: 111 
pcrform.1nc:c. !l c.:J11~c nf the.: n1.111y Jtl vJ11t.1 i(t!S 111hcrcnt 111 the nc'' "live h11d1 ~c.ir" pl.in. thl' V:.1r1,1blc.: 
t\11111111 11 m.1y nut 11uw he optcd by nl'IV t c:rc hc:r ~ hu t 1s still .1v.d!Jblc.: to p1csc111 111c111her' ,)f the Sr:i tc\ l'. lul·.1 
tiun;il SYSIClll . 

TrlJ\t F1111d), 52u7.6 million . The l'erm •,11:111 S1;ho1)I Fu11tl, 111\'e\ t.:d !11r the llc11d1t 0 1 the sd11nil .. h1ldtcn ut 
~l11111cso 1 .1 , 111 ..:ludcs US ·1 rc.1'\1tr>" ~cc11 1t1c\ J11tl 11ovcrn mcnt gu.11 .11\lecd ohhl:'al1011), 1:vrrurJle h•lllds o l hrnt: 
Jilt! )hor l m.1lllr1trcs, .11111 c.:cJ111n1<m 11cks. 1 hc lnlcrnJI l11111rovcrr1c11t I .ind h111d 111d11dt:\ o nly U.S. TrcJ ~lllY 
•1 blr1t.it11>n~ 

lk1..1u~c uf the J1tt cr111 11 111Vl'\tr1c11t fll)f ic1c\ .1pph1. .1 hlc l•> thc\c luntl•. , .r \hort rcv11''' 1>( tht' h1)tory 111cl n..:c.:11\ 
Il l lht: var11JIH .1..:c.:OUll !!I ,, p11l\'1flct .sl1111~ with .I h\tllll( of \\.'( llrltlCS. 

INVl·S l'ED I lth\S UIO· H'S C.\ ~ 1 1 l·U ND 

I hi\ p1111 lcil fund r1.·.1d1ctl nc " highs 111 \lie .ind .1<·t1111 y 1l11ri n» thc: pH t 1hH·c ll\1...sl yc. 11 ~ It 11.•pre•,i:nh 1111 1,t 
1.1:1. r1'l'c1pl:oi .1111l 11 1hc:r St.li e n:vct11ll• In I.r te \ t1111111cr 1' 1 /.1 , 11 w.1 ~ C: \ lllc nl thJI t.1x .11.1 11111111.1 111111\ "er.: ,., 111cwh.il 
~re.1ti:r th:111 thr .1111 111111t s J llo 1t".1tcd for l' >. pe ndtturc' 1 !111111~ tl\c.d 1 1n ~ i\ftcr th1, · · ~ urphl\" w.1., 1k11 1l1 1c:d , chc 
S t .1ti:'~ 11u1111111•a1at11111. 1h1.· l 1•111,t.11urc .111d rhc l11vl'\1111l·r11 Uu:11tl 111ok .1..:11011 .1 pprnp11.1te 10 111 .: rl'.1 ~1! 1hc i:.1rn11111·; 
1m111 1hc fu nd .11 111, yi:t, 111.111ll.1111cd Iii.· r1•q u111:d ltqu1dtty d11 1.• It> the e..:011t1ntk 11nl·1.•r1,1m11cs .111.J rite .1 1111.;1p.11 cil 
111.:cc.h of the StJt c !.111111 .1: the 1w \ t bk1111111m . 
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Bec.'luse it was evident that a portion oi this "surplus" would remain in the account until fiscal l 9i6 and 1977, 
securities in an amount exceeding S 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~nd total invest­
ment of 5580.9 million is the second highest in Minn'!sota's history, it was exceeded only by the S607 .8 million 
invested at 197 5 fiscal year-end. 

The Investment Department personnel have been helped by the cooperation 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 sttort-term obliga tions of high qualit y. Record high earnings 
of Sl4.8 million were reached in 1969 - up from only S6.0 million in 1966. The small amounts av::iibblc for 
invcstrm:nt in 1972 ~ombined with low rates resu lted in curnings of only S4.2 million during that fiscal ycnr. This 
figure increased to S7.2 million for fi scal 1973, $2'2 .0 million for 1974, and a new high of 537 .5 million for fiscal 
1975. These earnings declined to S35 .0 milli0n fo r f1sc:il 1976 because of somewhat lesser fund to tals throughout 
the ye:ir and lower short-term interest rates in effect. 

Under the terms of 197 3 legislation , the Jnvest ment Dcpart111c11 t buy:. ::ind sells accord ing to o r::il certification 
of c;1sh :ivoilablc by the st:iff of the State Treasurer .rnd the DcpJrlmcnt of Fina nce. :n ri:ci:nt )'ears. there hus 
bern an increase in the usi: of repurchJsc Jgrcements and of short-term instr .1ments so that funJs mJy c.1rn money 
over the shortest of periods - so meti mes one day o r over :i wcek·c:nd. St :itutcs require th::i t scn1ritie~ in the 
Invested Tr e.1surer's CJsh accoun t extend no longer than three yc::i rs in maturity. 

TllE lllGllWt\Y FUNUS 

rla: t'11111h hdd f 01 st:cct, ro.1J :111d h 1~hway cormruc t mn 111 ~11 nneso t.1 m:iy be i11v c~ tec.I in 1rnnc.ls ch~ihh: I ti r 
pu1d1.1sc b}' the Pc:rm.1ne111 School r-unu ".•c.I com1111:rci.ll p.1per u~cJ in the rctiiemcnt accounts. At µn:st•nt, the~c 
fumls tlWll ~htHl-lcrm U.S. Tn:Jsury and .1gcncy sccuritic~. rcp11rc h:i ~c .1gree 111e11ts bJckcli br U.S . Trc:a ~ury l1r 
agcnc}' obhl!J t in11-;, ~hort ·term corpor.11 c t11lles, and sccuri tit's g11.1ra n teed lty the U.S. govern !Ile 111 t hrou~h the: 
Government N.1 tirJ n,1I Mortg.1,;c Associa tion. The Com111i~~k111cr uf ll i1t hways cc r tific~ rhc :i mo1111b lll•t m•ctk,I In 
the 1111111cd1.11 c fullltt•: thc\c ~um> are invested in 111 .1 lur1tic~ .1pprox111t:it111i: the CJ<pe~led cl 1 ~h11r,c111cn t ~l hctlult• o f 
the ht!(hw.1y 1l,•p:1rt111 c.:1H. The r rngrJm md11de~ comidcr.1hlc r cinvc~ l 1 111~n 1 .1n1I .idju\lment of 111.1111ri t ~· sdtcduks 
hccau:;c 1)( th.: 11mc 11t!cess.11 y fo r plann ing. pmch.1 ~c of right ·llf·w.1y, anti c·rn~tr111.: ti11 n 1J f highw.1y' 1'11c .111w 11 111 
of hi~hw:\y 11111d ~ tll\'C~ tl'U (h1 c t 11.itc~ 1hroll!(hnu1 .:ach fi ~c .il ~c.1r , they l11t.1lcd l rum S I ~ 1.0 1111lli <.111 to S208 1 
1111llio11 1lurini: t'l~c.tl 197·1, fr•> 111 S I 3°1.(J 111tllanrt tu S 168 .0 111t11t,rn 1luri11i; ft \o..::11 1 •J7S, .111 cl lro111 $ 1 S'.'. I 111tl ltu 11 111 
S2 1o.9 millhrn during fi scal 1')76. Th1·sc J1 .. 1Htn t ~ ~how tc111p1Jrn ry 1 n c1c. 1 ~n .llt l.' r the , ,tic 1>1 ~Ute h1ghw.1y h.111th, 
unt il the proec.:cds arc U\ccl for ·on·; tru t:t1011 pur r1>)C\, Thc 1111."rc,1\c in 1 nvc~ 1 :1 bk 1110ncy~ J11r111i; til l· p,1, t 11,c.d 
ye.tr w.1!l due to .l ll 111c1l'.l\e 111 the r :1\l>li nc I.i x (10111 7¢ 10 1)¢ 0 11 July I, 1975 . • ind .1 rcvi,cd 1ir11;•r .1111 nf Jll lO· 
mohilc li1•cnw t.1 x colh:c1i1)1t' ,o 1h:11 pay ment s arc 111.1dc .1t J.1tn 1hrn11i;ho111 the >ca r. Due t1i the' " d1 .t1t1-',C' 111 
111c1)fll l! po11·1111.1I . the ll h\hwJ~' UepJ1trnent .ind 1•11· St.lie Bo.1rd of l nvc~ t 111c 111 :11 c r.:v11.:wing rhc need, nf rl:cw 
funds rn J~ to 111.n1111111· the 11u·111111: pntc11t 1.tl lr o 11 the 111vc~t111 c.: nt sec11ri11c,, 

1'11c 1!.trllllll'\ llurn thn1: Ji=-.mmb 111c11:a wd f1on1 SI 7 11111111111 111 ll\,'.tl yt'.11 1 11~'.I "' S.' .7 11111110 11 111 11't'.ll 
l ll 1 '. S9 'i 1111ll11m 111 !1 \~:11 19 71, sq.CJ 1111111011111 <'Jd1 '" thc two ll\c.11 y1:.11 ' l1J7l .1nd 1973, .mi.I SlJ x 1111 lh1111 

111 fr \c.11 1'17·1 l· .. 1111111i:1 w..: rc r c1l11 cc:~I Ill SI Z.' n11ll1011111 1°1\c.ll 1975 .111J l•I SI I 0 rn11l111n 111 l i,t.tl l'l'i ti 

1'111• l1\ C1lllll' cJrnctl fr om thc .• c h1~hw.1y fun1l ll\\e \ tlll l.'11 1\ ucncftlS lhe CUllllllt.:\ .111\I llllllltCtp.tltl ll'\ 111 ~litt1IC\11t.1 
1l11c.:tly 1hn1111•h th i: County Sr .. tc Aid l li-,hw.1~ h111d .111J the ~ l u111~1p.il StJt l.' Aid Str cl' I F11:11I f· Jrn11111' 1111m 
the I 1111\I.. llt11.hw.1y F1111d .11e 11 ~L·1l Im 1h1• 11\·1·r.1ll 111tc 1twhw.1y prov.1111 

ST,\T l: CO i lH.il·S, WEI.I :\Ill .. AND 1> 1..1'\ IU~l l : N l 0 1· l'URRH' J'IONS 

'I he St.111.' ll11.ir1l 111 111\1'\l!lh'lll 1~ r1:~p1111\ 1hk :t1r tit .- 111v1•,1111c11 l ~l l 1111ltv11l11JI .11111 111)1)1\:tl l.'11dnw 111cnt .IL'1. Hlllt~ 
.1ppll i=.1hle 10 ~ .. hnl.1r;lt1p' .111d rhc •,uppn1 I 111 \ l.1lc 111\l 1l 11t11)11~ • .:1•1t.1111 11111.I ' 1k~ 1~u1 .1tetl l11r Wt•ll.1r1• p11rp1J~1·s .. ind 
PJlll'tlt .ind 111n1.11 ..: ,,,.,1)1111b 11\ li111h wcll.1tc .111d rorr ect11 t1 li1I 111~ti1111 11rn~ . l'11 r1.h.1w• •. 11c li11111 ct1 to lJ . ~>. ·1 '.1~111} 

11lil1)'.lll•Jll\, cXll'Pl 111 111 , 1.1111.e~ whcri: 11hllv1du.d >\ I ll ~ 11r hcq11c~1 ·, prnv11k f1)I 1111: lt\ c nl uthcr 1n,·c ~ t1111.: nt '> 
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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 miscellaneour. 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-tc1m debt obligations in order to maximize yields and, thereby, increase the income to 
the accounts. The Money M:irket Securities Division of the Investment Department supervised short-term securities 
tot:iling over SJ.l billion on June 30, 1976. In addition to those listed on Schedule I, there were substantial 
short-term investments held by the retlrcmem funds and the Perma11ent School Fund. 

THE MINNESOTA ADJUSTAB LE 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 va rious public funds including the six 
b:isic retirement funds mana;::ed by the State Board of Investment and the fund administered by the Municipal 
Employees Retir::ment Boa rd of Minneapolis. There has been n substantial revision in this portfolio during the past 
five years because of the many different holdings transferred into the account durin~ thi: 1969·70 fisc:i l year. 
Although substantial reserves were accumulated to m:ike possible the continuation of a high level of pensions dur­
ing years of stoc:- price- downturn, llicse reserves were distributed to retirees during 1974 to compensate partially 
for the higher pcnsiom now being paid under the "five high yea r" plan . Because tl:c 1973 and · I 974 downturn 
in the stock market coincided with a highet rate of inflction, thcrt is so1ne Impetus to use the increased yie ld 
gener:i tcd through the price appn:ciJ:ion of both bond~ and stocks to provide a basis for adjusting pcnsions as a 
compensation for innation:ny pressures. In chis way, the employer group - the state, municipality, county or 
school boa rd - would face th!.! risks of Ion)! term market fluctuations, whereas the individual would receive bene· 
fits more dependent upon :ictual chJngcs in the cost of living. Co ncern has been expressed , however, th:ic this 
acco unt would lose its "complete funding" :ind l>eco me less sound from an Jctuarial standpoint if long-term benefit 
improvements wc:re b.1sed on the cost of Irving rather than 0 11 actual investment pcrfor111anc.:e. 

Under t he provisions of 197 1 legisla tion, lhe net retu rn to the Minnesota Adjustable Fixed Bendit found was 
dctern1incd on the basis of income .ind an avc: .ii:;c 1>f ~he rn.irkct ·IO·cost rel:i t ionships take n bi-monthly ovc r a two 
yea:· period. This interpretation of investment rc ~ults mc:rnt th.II a s11hs1ant ral contrib ution toward the cos t of the 
increased 1jensions in the stat1• manJgccl funds was met fr nm this "to t.JI rt•turn" Jui 111g the pcriu1l t hroui;h 1973: 
the port ion :illlibutahlc to the Mun idpal Employees Ri: t1rcmcn t ll1ur<l o f ~llflnc:Jpolis w;is used toward higher 
pccsions nnd 1nc.: r.:.1scd rcsc rvi:s. The 1974 Lcgrsl:lture csta bh~h~·d ;1 "ncw base" below which pension~ lllJY not 
deciinc. This fi gure w:is cstablr$hcd .it the lc ·1cl o f pensions pa ul tl1111111: 197·1. Th..: 1975 Legisla ture granted com· 
pa r:i tivel y modest onc·tiltll' p :i y 111 e 11t ~ to retircmrnt fund p.1rtkip.1111 s 111 lic11 nf any 1nc.:rc:iscd bi:ne fit frnm this 
fund. 111 c:irly ca lenda r 1970, tltc Lc~: i ~!.1rur. Jppropri.11ed J port ion •11 t he high c.lf11ini;s accured from the invest• 
n1er11s 1n the lnv t.'~ ted Trca~urer' s C:.o;h Fund .1~ .1 ~11 pplc111cnl to those retirees who were rN·eiving benefits com· 
putcd on the b.i~ii nf lcg1sl.11 io 11 111 effect pr . • r I n the "fivc·hsi;h years" -st.i t 11 1..: . T!m ~11pple111cn t to pensions 111 
Mrnncso t.1 - tu be 11rant l.'d to mcmhcr~ of variou~ rn1111iup.tl :rnd tc.1.:hcrs' fund~ :n wcll as thnsc mJn:1gctl by the 
$ tutc: UoMd of lnvc:s tnwnt - will tend to .utl tl;osc ret11ces not h.: 11ctit 111g fro111 ri:1;1: n1 lci;hl:itr vc µro!{r .1111~. 

Be11cf1t s accruini; f'r11111 lh..: 111.1rkct ,1.;tion ~inti 111·t yreld h.1vc not 1nnc:1scd Jur in i,i lhc l' · t ~ t two ~· c.11 s for ~eve r .al 
r ca~on~ 1ndudlni: the "two yc:.ir Jvcr.1)\ it11(' 1lfl r.1tc: ,.,f rt•turn whkh still include' the lower v:.il uat ion~ :i1cv.rle111 
in t •J7·1 .ind 1 97~. 0 1hcr l.11:tor\ mdude J ch, 1r1 ~1: in tl11: ,1ct11;iri.1I assumption .1ppltc.1hlc 111 the f11111! uf trnm .1 -
to 5%, an alloc,111011 of •crt.1111 1no11c ys rn :ire· l 973 rc t1rcr\ .inti , 11 11ht .1uj11st111cnts in so me c:i ~cs 1n ord1:r tn rar 
the full incrca~c 1n lh0 nl.f11~ lq;1~ 1 .11,·d d11rwg 1973 11nd I 974. 

Comrrm t. stocb 111.1y compnsu up to so·,~. of 1111~ porttnlw, with i;onvcrtthlc 1kbl'll tll lCS li11111cd tu JI\ .Hhlt· 
t1n11,tl I 0%. On Ju11c JO, 1976, the pcr.;c111:1gc cnrr1 1111t11:.I 111 1·11 1111no 11 stock 11ivcs1111 c:11 t:;, on n net 011y,111.ll 1.0~ 1 
l>u~ i~. amou nt ed to 4 S.1G~i- of the po11rnho, dccli11111g from ·lH,9.!',t. on De:.:c mbe r 1975. During t he pa~ t ~ 1>. 
111011th), there h.wc hccn 1ub~ 1an t 1a l portfolio revislom tl uc to the recent lfl •: rc.1 ~c~ in sto.;k pri t:c~ wilh th1: ac· 
co111p.s 11yi111: 11p111irtu111t Y to b.1l;i11 ~c t he s.1lc't o f lc s~ ~ut:~n~i' 11 st<id,, with th ow whu.:h h,111 :sho wn s11h~t.int1.1I i; 1111s 
in prkc durrng the p.1:-.t l 8 mon• h~ Tlus portl olio rc•1 i~lnn, .·011~h 1 111:d with .1 .:omolid.1tin11 o f bond h1>ld111).'~ Jt1d 
chmin:i11n11 o f 5ccuri t1cs held 111 ~ m.tl ll:r q11.111t i t ie~. will cc>nt111uc 1 lur 1n~ the mnnth~ .il1c i11! 

TlllS fund lncrc;i\cd In v.tluc b}' s I 00.ti 1111llto 11 d11rrni: tlH' !1sca l yc.11 nu .. ~l /c:llilc lllCr :.1\C IS dllC' to the t'Jct 
that the 1wns:om b.iins JMiil to 11fl'SCn t r eti r ee: ~ h.1vl' lwl.'n r.11\Cll sult51.11111.1lly through rt l cn t le '1'l.1t1•rn I la• 
l11ghcr vJluc w.1s •l ut· ti• S\J.t .3 million 111 net i:o111r1b11t1111:s and 111l11mc. i\n r11ld111011al upwJ d .1UJU5tmcn1 ot S6.J 
rn1ll1011 w.1:; due to lu;:hcr m.ut. l·t vt1u.1tlom, 

nu: IIASIC Rl·TI IU· .\ll ~n I I ~ ns 

I hi! St.rte hve~tml.'nt IJ,,.,s1J 111.111.l~l·~ "' .11..:1111111l.1 tmn retiremen t Jccounti> whi~h 111cl11dc huth cmphJyc:r Jn•l 
c:mplO> cc C<rntr 1u11t11>n' durin~: :he l.'m plny•-: ':1 W•ll"tfl~ pcr11),1, .11 the 11!111• nf rl!ttremcnt , th e: ,1· 1e1 ~ Jre tra n,lc11l•.J 
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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, Can:idian governmental units, and United States and Canadian 
corp 1rations. Common stock commitments totaled nearly 50% of these accounts on a cost basi~ on December 31, 
1915. Since that date, profits have been taken through the sale of many equities, as the Dow Jones Industria l 
Average approximated the 1000 level. The Department's research personnel and portfolio managers also have 
suggested a revision in the composition of the equity r•ortfolios 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 valu:itions of equities exceed the 
original cost price by I 5% for six consecutive two month periods - or one ye:ir. 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 Octobc· ~I, 1972; this was followed by a second increase on Dt:cembcr 31, 
1972. Bccnuse of the probability that .sucn market increases would not continue, it was decided that each of 
these increases would be added Iv the income accounts in thrl!e equal installments during three successive fi scal 
years. The first increase applied Jaring fiscal 1972, 1973 and 1974, while thi; second increase was applicable In 
fisc:il J 973, 1974 and 1975. 

The 1973 Legisl:Hure modified the law to t rovide for such :i n increase ~r decrease wht!ncvcr the market valu:i· 
tion of !QU!ties varied from the revised cost figure by 10% for six consecutive two mon th periods. The market 
downturn durin 0 1973 and 197 4 resulted in the first 3% downward revision on f- ebruary 28, 1975. A seco nd 
decrease applied to several of the retirement funds on April 30, 1975. Bec:11m: the 1973 statute authorized tht: 
computation of such yield declines over a fivr:-ycar period, it is anticipated that th P. net effect of such caku!Jtions 
will be minim:d whl·n computing fund yield performance on a long-term b:isis. 

By t!arly calendar 1975 , because o f rising stock prices, it was evident tin t there woulJ h\! no fuithcr downward 
ar1justmcnt in the statutory v:i lu:1tion of equi ties fo r an extended period . Schedule Ill indica te.~ the net yield 
accruing to the three largest busic retirement funds during the pertOll tram 1957 through 1976. During these 19 
yean, the yield has increased from le \~ th.in 3% to nearly 6~. Foo tnote l·I, following Sdw.Julc Ill , explain~ the 
effect o ( ' he sta tute tying equ it y v:d 11a t1on~ l t> the stock market. 

Schedule! IV lists the securities hcltl in 1hc lhrec large~ t b.1~1c re1irc 111en1 fun1.h on Jun..: 30. 1976. Bccausc of 
lh l~ itk nt u::a l purpose (t1 r which t hc~e uccounts :tll' cstabltshed . ll h.1~ IJ l'en lnvcs11m:11t Dcp Hlltlctll policy 10 use 
the Sallie ~curitics in each at:count, whenever funds hav1.! h.:e11 a-.. tlahle , A diffe ring !low uf new moneys, how­
ever, h:is r 1.~11l1ed in v.1 1~1 1:1i; cost anti :t \Orncwhat different CJV1".1ll lOmpo;i tion of these thr•;t! .1cco11111s. Because 
of !he rt• .. cnt su lcs of equities, the net ori~in,11 cost of ~ tod:s 11 the th ree m:ijor ,1cco 11 nt!l i11crc.1scc.J fro m S39~.J 
t11i ll io11 on hine JO. 1975, to $•1'2'.!.6 million 011 June JO, I 97t· . The mJrkcl va lua tio n of thc5c equities showl'<l a 
grl!alcr 11 1crcasc, fro m S:l1)7 .7. in1lli1)l1 to S•lo0 .9 million. 

The l'uhlic Employee~ l'o l1cc & Fire FunJ w .1s i:~ tJblhhcd during lhc early I 4GO's in orc.Jcr to provid..: .in invest· 
mcnt vcl11clc fo1 the sm.ilh: t police Jntl lire fji.:htcr nri:a11 11 ,1110 11 ~ thru11 l(!ic111t lhc ~ t .1le J "t wi:ll a~ fo r l.irgc r org11111 · 
z:11ions wluch cho'e to JJ .1:t1c1p.1h: 111 1h1$ rel1rc11\l:11t pl.111 . !khctl11lc V 111 ..:luue~ the f1xed ·111comc ~ec11 r i 11c ~ in 1111., 
:1ccou11t on Ju ne J I), l <17(1 .ind Sche1l11le VII 11,1.~ rlu: cq111t" portfoli1>. This accoun t ~howed a s11.eahlc 1n.:rl· a~e 111 
v.ilue - from S45 J t111llio11 II' 5'6.J 1111111011 tlu1i11~ t he p.1s1 f1~c:il y..:.1 ~ . Altho1111,h ncJrly S ~ million of t h 1~ d1.1r1r,c 
w:i~ due 111 lq~h1·r slock 111.1rk1:1 vJl11.1t hrn~. 1110'1 of !he i111;reJSl' WJ~ JerivcJ from 1~1c si11nific:intl y hitther con· 
lr ih ut hm~ 

Th1: ll 1~hway i'at1 ol111c:1's Kctlrrmcnt Fund :c,ul1c1I from ,, rncrgc1, in I 1lh1J. of lh1.: St.1tc l'olke Officer'~ 
Re11rc rni:111 A 1~oci.11 10 11 Jiiii !he ll ighw 1y i'at:olrncn's l~l! t 1remcn 1 J\-.soc1Jlinn. Uc.;.1usc the two previous acuHtlll~ 
wi:a~ qu ite snull Jml h.td limlleJ and u npr~dkl:iblc fl ows of new mrmcy, the new mi: rge•l 1u:uu1i1 .1ppe:irs 10 he 
more 111:i 11.1l;e:illlc; tlm 11.1 ~ hcnefit ed h1>lh !lfl>Ups. S.:hcllu!J VI i ndude~ the li~eJ-tncomc SC4.Liritics in 1111~ Jcc:ount 
un Ju11u 30, 1976 .111!1 S.: hctluk VII list< the equity p1Ht lolio. 

St.1tc, 11111111c1pJ l .1ml ,chu~'I di~tnc t ho.id~ .;0 111 rr 1~i:tl 11vcr 71.0":· ll i to r.it i11 vc~ t me111, in th1~\C rc ti1c1nc 11t (11ncl·; 
.1s reci:nt ly as the htc 19SO's: such hohltr1 ~1 Jcdincil to 0 .. 1"~ h)' Ju ne 30, I lliti, This dcd111c W,I\ llllc to the ~.lie 
.i nd m.11 111ily of bnntls J~ well .1-< the: pl.11:erncnt of Jll new money rn other t}'pn of ~ccut111es. Uc1,rn~c 1110~ 1 ol 1111: 
rema inins "rn1111il'ip.lls" l'On~ts t !) f odJ lot) th.11 c.irry t'ith<"r no r.1ti1111. or J low rJt1ni; by the scrv1cc~.11 Is pre~umcd 
th.It ,, lnrgc por 1m11 •Jf l h t:~c bo111I~ 111u ~ t be ht:ld to mJtllrtl)'. In recen t yc.1rs. the mu111c1p,1I hon•1 dc.1kr~ JIHl 
focal Jgcnt\ 01 !he lJprcr M1tl\\C\ l .1reJ h.1vc h1•en mo<t hd11r111 in J1d1111t the St.lie\ saks or lhesi: SCCllltltCS. 

Tlw J uJgc~ Rl·t1rcmcnt l·und w.1 ~ C:) tahli,hc1I 111 197·1: 110 pc t 111.111c111111vc~tmcnt s were p11n;h.uctl until the 11)7< 
(m ;;1) ) c.ir. Dccnu<e M st.llutnry limttJ ttons. 1.1c pcrccntJt;c of fund~ 11ne, tctl 111C<tUt l 1c~111.1y he 111,· r c:t \c~I br 1)11ly 
S% of tu t:1l 1nve,t 111cnt~ eJch )'CJr. Du11nr the I .,7b fis.:'JI pc nod, thr fund was \tlhJCCl tn a 10'. cqur l}' lt111itatt1lrt . 
Sd1cd ult• Vilt l1st1 the 1nvcrn11e11 ts .1! of Junc JO, 1976. 
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THE MINNESOTA SUPPLEMENTAL RETrREMENT FUND 

The three uccounts of the Minnesota Supplemental Retirement Fund are invested in accordance with three 
different philosopnie!. in order to meet the individual needs and desires of the participants. The income share 
account, limited to 50% in common stock, consists primarily of high quality corporate bonds and emphasizes 
comparatively higher yielding equities of well-known companies. The growth shure account, on the other hand, 
may participate in the equity market up to I 00% of total assets and includes stock:; 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 !:tocks tend to fluct uate in price to a far greater extent than those in the income share ac­
count. The fixed return account, inve~ted 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 strucwre. 

The growth share and income share accounts were established on a unit basis on October 1, 1967, with each 
unit worth SI 0.00 on that date ; due to a two-for-one split on June 30, 1973, the current units had a net worth 
of SS.OD on inception date . A Sl.\mm.uy of the market valuations experienced by the :wo accounts since the 
beginning of the progra m in 1967 is as fo llows (as adjust.!d for the two-for-one split): 

Income Share Account Growth Share Account 

High Low High Low 

Oct. '6 7 - De c. '68 S5.52 (Nov. '68) $4.98 (Oct. '67) SS.44 (Nov. '68) $4.52 (Feb. '68) 
1969 5 .40 (Jan.) 4.99 (Dec.) 5.32 (Oct.) 4.71 (July) 
1970 5.69 (Dec.) 4 .8 1 (Jan.) 4 .94 {Feb.) 3.73 (June) 
197 1 6.30 (Dec.) 5.86 (Jan.) 6.2 1 (Dec.) 5.09 (Jan.) 
1972 7. 11 (Dec.) 6.36 (fan .) 7.92 (Oec.) 6.47 (Jan.) 
1973 7. •5 (Sept.) 6.69 (Nov.) 7.53 (Jan.) S.2S· {Dec.) 
1974 6.80 (Feb .) 5.31 (Si:pl.) 5.35 (Jan.) 3.:! I (Sept.) 
1975 7. 1'.!( De c.) 6.26 (Jan.) 5. 17 (June) 3.95 (Jan.) 

fan. - J unc '7 6 8.00 (Junc) 6 94 (Jan .) 5.52 (June} 5.28 (M:iy) 

Sclmluk I X li ~ t s the assets in the i11come sh:irc account on June 30, 1976. fl•·causc of the incrcas1: in bo th equity 
:ind bond v:il11a1ions during the past 18 months, this account has shown particularly favorable market r c~1: ! 1 s . The 
comparative "safety" of th is portfolio, due to th ·: type of stock used and the Jiversi fi cation be tween fixed-income 
ant.I equity sccuri1i..:s, h.ts ri:sultcd in its use by most rct iremt!nt organizations eligible to partidpl! te in the Supplc­
ment.11 Rct irerncn1 1: und . It is an ticipa teJ th .tt thc results, over J period of ye;!rs, will never be specta cular, hu t wi ll 
rend t0 I.le s.11isf.1ctory from the s t andpoint~ of sa fd~' . yic!d and long·term grow th. 

Schedule X consists of a listing of the ~l curtt ics ill the i.;rowth share .• ccuun t on June J O, 1976. Under the te rms 
of tile l' :ospe1..n1 ~ for rhc growth share account, it i~ :l po l11:y of the Depa rtm~nt lo n1J1nt:ii n :.1 stc:iuy investment in 
stocks of ..:om panics w11id1 cvi<l.:ncc growth po tential. It h.1s also been .111 est;1!Jlish1:d pvlicy lo avoid cx tr.-rnc "buy" 
or "sell" pro}lr:1ms which could re sulr i11 a high c.1sh posi tion for a brief period of time. Such a program c.111 be 
disastron~ if the 111:trkc1 111.1kc~ 1111.int1c1p:1tcd move~. This 1111:~111 s !hat th e acco1111t is in a ri:asnn.s bly fully invested 
position ut all t in1c~ ant.I will co11t11111e tn be \UbJc~· t to signdi c:.HI! changes in marke t values, particular I, d11ring 
periods of stock m.irkct in cre.1 \cs. a~ in I ' ' 72 .• 1nd 1lurins times of market •rncert:iinty and decline, such as tlurini; 
1973 ,tnd 197-1 Tin: 11pw,ml movi:rncnt nt ~ tOdi prices in I n5 JnJ I 976 rt'sultcd in \iZl'Jbk incrca~cs 1fl 111arkl·t 
v.al11:1ti o11s 1.>i the ~ruwth ~hare tccou111 . It i~ app.1re11 t, however, lhJ t tho~c s tock~ w:1ich led the market rncrcascs 
during the 191 1-7 3 pcrioJ may not prMtllc .;11ch lc:tdcr \lttp 111 future rnarkl! t rccovcrie ~. \' e :in: nov. 1evirn1g the 
1nvcstml!nt polrcics Jp plkJhle to th is fu nd to Jchrcvc a i;rc.1ta degree oi d1•1er:.ificat1on IJy indus try and 10 111 cl11d e 
cqui tic~ r~·11rc:sen t intt l.lrond scrmcn ts of our economy. 

The .t ~\• t~ i11 the fixctl r..: 111111 a ~·c.,111H , .:\.t:ihh ~hed 0 11 J uly I, 197•1, J re listud in Schedule XI. Unit v.tluJttons Jo 
not cha n!!J:: they :Jrc .1rh1tr.1rll>' set .ti :~.UO pct u111 1. f'h c return 1111111 tit " fund i ~ h:1 ~ed e11 11r1:ly upon 1hc rate of 
rntercst rrccivcd frnrn the bonds purch.1sd 111 the Jccount. 

Undt:r the provisions of the J ppl1.:.1hlc ,t,11 11t c~. the l11vestmerll Oc: partmcn t cst.ibhshcs :in ''tni!t.:.ttcd r:1t c" of 
return frir the comt n~ fiscal }'c.lf o n July I . On July I , 197·1, thi ~ r:i tc w.t~ ~C l .s t 8. SO"C. 1'hc hond•, put ; haw d 
Jurtni; the f1sc:ll pcnod 111nvtclcd a yield rn mcwh.ll h1!(her th.Ill that anti i:1pall'tl. Till' p.1rt1cq1.1111s - then co11~1~t11 1i; 
onl y 111 1ndlv11l11.tl rctirc111c 111 funJ~ • 1c1:c1vcd 9 I O''t 0 11 Jll nn1tr 1b 11t1 1rn~ m.1d c Ju ring the I <l?S fiscal ye.tr, 1)111111: 
f1s.:.1l 1970, the pl.in wa~ hr1,adc11cJ 111 wopt: to 111cl11tlc tindivuluJls who wish to p.1rt i..-:ipJ lc 111 .t f1xeLl ·rctu111 lll\ c•, I· 

rncnt unt.ler v.1rtOll\ rc111cmcrll ,lf Jc tctrl'd 111co 111..: plJns. In cJ rl y Jul y I <>7t> , the rctllln for 111J !v1Jttjl p.1 rtt~tp.lll l ) 
0

WJ\ set .ll l! .W'l fo1 tl11Hl' co1llt1b11 tm11' re .:c1n·tl d un 11 11 the 1976 f i~c.11 ye.tr . Tht ~ rJtc will be subjcl' t 111 chanp: 
Jnnu:ill> . 

I he contrtbutt•l lh rt:cc1vcd from the \' .HIJll'i rcttrc mcnt ,1 rg.t111 .t.1l 1U l1 \ will I rvvillC CJtniniis or ~ .8 ~(. t.lu n n11 lhc 
pa~t f1~c.ll year, with an indtcJ t1011 th.11 th•: r.t tc set on thcs~ c11 1Hnlrntions \v iii c1111ti1111t: iur 111other nine ycJrs, or 
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through June 30, l Q85. The slightly lower rate attributed to the institutional participants is due to the fact that<? 
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 uncertaint!es 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 1973-14 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. 
Bec:tuse of the response to this new account, the assets increased from S 1.0 to S4.2 million during the 1976 fiscal 
ye:i.r. The significant innux of incoming contributions to this account has resulted in considerable reserves being 
held in short-term invt:cments. These moneys will be placed in securities of longer maturity for which commitments 
arc being made. It is the intent of the Investment Department that approximately 30 to 40 issues of fi~ed-income 
securities be selected within a comparatively short time so thnt :; .. : fund may be assured of adeq uate industry diver­
sification . It is emphasized "that the bonds purchased arc cr 1! .. entrated in the AAA and AA quality levels. This will 
add lo the sa fety applicable to the fund contributions and ~hould minimize the chance of lo~:s. 

MINNESOTA VARIABLE ANNUITY FUND 

The Minnesota Variable Annuity Fund was advocated prior l.o the adoptio11 .Jf the "five high yea r" plan by the 
Teachers Retirement Associ::ition. The participants received :i net return of 5.4500% in fo:cal 1971, 9.1670% fo r 
fisc:il 1972, and 6.2393% for fisc:il 1973. During fiscal 1974. the p:irt:cipan1s suffen d a decline oi 4 . 14 78%, fol­
lowed by another dc:crease of l i' .96:18% during fiscal 197 5. Jnd a decline of 0.0 I ( I '."h for the fis cal }'Car ended 
Jun.: 30, 1976. The laws applicable to valuations and computation of net re tu rn di1 IJte that a two-year period be 
use~ in calculating increases or decreases to the iund. As has previously been intlic:1t• din this report , the stock :ind 
bond market "lows" of 1974 will be used in the~e calculations until mitl·l 977. Th refon:, the ~finncsota VariJblc 
Annuity FunJ will not show a positive net return until the end of the 1977 fisr-;; year. Markct-val11c·to-cos1 ratio 
already Jpplicabh! to the June, 1977 computJtions indicatr :1 sig111 ftc:int posi•:'le net return ior the next fiscal ycJr. 

Although rno~ t v.1riablc pbns are based t.!r. tirely on p.1rt icip:i tio11 in ' .1uity invc ,1mcnts, lhe wu.lcsprcad u~c of thi) 
fund and the fluctuations in the stock m.1rket since the Jccount"s ·.._ eptio11 have cJU\cd the investment departmcnt 
to adopt a policy which includes approx imJtely 25fo to 35% in fi v~d · i m:omt.! 11ivestments. 

The o ption ior the Variable Annuir y \vas tcrm1n:1ted tlur1ni; f1'.:a l 1974. There fore, Ille funt! will cont111uc only 
as on investment medium for those te.1ch•!H who have :1lrc.1dy chosen to have a portlo 11 1>f their rcllt cmc11t 111u:icys 
invested 111 accordance with the Varlahk Annuit y co11 ccpt. The sccuritic ~ in this funJ on June 30, 1976 , .tr\' li~ 1 e1 I 
on Schct111ll.: XII. 

TllE PERMANl:NT TRUST FUNDS 

The Starc·s pcrm.incnt trust funds ~howcJ their >ttC.Hcst r.1 ll' of gfO\\ th during the 19·10's and 1 ~15o·s. Un til J 

cons11t11tio11,1I arnc11d111cnt w:.is p.1sscd 111 1956, h.ilf llf the r• ccip1s irom the 1ro11 ore Ol'Cllp:111011 tax .11.c111ct.l 10 Ille 
principal,,( the pl.'rrnanent trust fund~ . which \\t:rc iive,tcd fo r thc bt.!ncfit tlf rl•.- ~chools, the U111vcr~1l~ ol :-.111111e· 
so1:i Jnll o ther sl:itc institutions. In 1cce11t yt.!.trs. th· cnurc 1e,·c1pts from thi ~ IJX h:ivc been applied d1rcl.lly 11) \V.lf•I 
rncc 111111 1hc St:itc's cu rre nt cducationJI nrcds. 

During the ycJ rs im111cdr:itcly tollow111i; tht.! .ul upt u1 11 01 the ~011., 111 1111111111 .1111c11tlrm:n t, long·term l•JW·coupon 
U.S. Treasury bonds Wt.!I C S1>ld frn111 the Pcrrn. tr lt.!111 s,1100! FunJ , ..... rl h the lll•l<CC.L bc111t; in '$led in hi1:her yicldir.i: 
corpor.1te sccurit 1c:.. In Jc1.o•dJncc w11h th1~ JmcnJmcnt, corjl•JtJtc borul\ were purch.1 I Iv the ,1ppr1nim.1tc 
rn:1'<irn11111 o t' 40% o ( the fund. Dunng the pJst :.cH· r.11 }'eJJS. hO\\\•vcr, mortgage b.1d.nl ,ccurtW!~ ~111r.1 11tt.! ctl br the 
U.S. rovernment Jncl l!l\llC U thrn11gh pnv.1tc orl(.1 11iz.1t ions in cooperation wuh the Government ~.llh>na l Mor tb:igc 
A~.soc1atio11 h.1vc offcrt.!d ,, yidd co111 p:i1ablc 10 or g1 •Jtcr thJn th.it rccc1vcd frn 111 corporJ te bond~ c.f s11nll.1r 1111.1lrry 
These Covcr11111ent N.111on.1I :-.1 t'll 11p ~c Asmc1:ition mortpgc b;1.;l.etl ~cc1irl11c' were purd1Jscd durini,: tht.! surn111cr 
months o f 1974 at yield~ J:. llll(h .l\ 10. l •l'."0. Bc.:.1usc of the l.11.k o t 111tl,1w 111' new c:r'h 1111 0 tlm fu nd. the l(IJll11,1l 
rcrnrn o:> f prt111:1pal offered by this type of 1nvcstrncnt hJS bc,·11 vcr>' .1ttr.1t.!: 1ve: we h.1vc thu~ becll .1hl c to n11i11tJ i11 .1 
c:i~h flow fr)r current 1nvc~tme11 t nccus. During f1S1:a l J ')70. additionJI 1ypcs of U11Hl·J S1ac..:' <:ovcrnrncnt 
~uarnn1ccd ~c,· 11111 lc:~ Wl"t c used , they :1:1vc Jcldcd bot h quality .111<1 yu:ltl to the fund . Arr.1ngcmcnts between the 
$la te 1l o1 11I or Jnvcst111cn t Jlld tl.c ~linnc\o t.1 Bani.e r·~ ,\ S.'I0..:1.111011 h.1vc I C ~ lll lcd Ill .1 pro1:r.1m llnrnuh which the 
Pcrrr1a nent Schc~ol 171111 rl hc1S pu rr.h.m:tl those porlhlns of Small l lurn1cs~ Aclmln1s1r:111011 loans wh h:h arc 1:111ar,1111ccd 
by the United St;i tcs C ovct111:1c1u . These h1a 11 -t .1r.: .11 r.1n1<cd th1 v11i;h various b.inks in Mi11ncsot.1 ::in,1 ,:ire: "pooled" 
through the f.1dli tics of the S11tn111it N.1t1\rnJ I Cl.rnk of R11:hflehl. Thi•. ? llli;r.1111, 1111t1atctl 1hro11f\h th: coopcr:ition of 
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the Governor, the State Treasurer and the Minnesota Banker's Association, appears to offer a unique oppor' .• mity to 
achie 1e a comp.lr:Jtively high yield and an adequate cash flow to this permanent trust fund. It also mark; a unique 
opportunity fox 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 o ther United States Government guaranteed securities based 
on hospital mortgages throughout the United States. These securities also offer a compara tively high yield, a con· 
tinued repayment of principal and the highest possible q t1.1hty. 

Because of rhe comparative attractiveness of United States Government backed securities, the corporate bond 
portfolio has been reduced to 2 9.8% of the book value of the Permanent School Fund ; it is an ticipated that the 
holdings of high quality debt securit ies will be increased as more appropriate yield spreads become prevalent. United 
States Government and government guaranteed oblip,ations constitute 47.7% of the book value of this a1..count ; 
common stock investments are maintained \•cry near to the 20% limit. 

Schc!d ule XIII indicates that the investment changes have re~u l terl in · an in crease in ne t yield from 2.68% during 
the late I 9 50's to 5.54% during the 1976 fiscal year. A very ma rked increase in return during the past five yc:irs 
was possible: because of the use of United States Government guaranteed obliga tions. A portion of the income will 
be transferred on an annu:il basis to the principal of the account to replenish the book losses taken lhrough the sa le 
of long-term Umted States T:casury and corpor:i te fixed-income ob ligations during the past 15 years. 

Schedule XIV lists the securit ies in the Permanen t School Fund on June 30, 1976 

. ......... 
A review of policic~ concerning t he pbccrnenl of business, together with :.1 summary of tr:ins:ict1ons co mpleted 

tlunng the fiscal year : rom July I , 1975 , through June 30 , 1976, fo llows the sched ules describ.:d :ibovc. 

' .. -· ..... 
T he investment results achieved 111 fiscal 1975 and 1976 have bc.:n pa rticularly pleasing to the· Depart ment:il staff. 

The cooperation and advice rcccivr1l from t he mcmbl'rs of the State Uo:ml of Investmen t and the 1\ tlvi~o ry Co m· 
mittee on Slate Tr ~J st Funds played a most import:rnt p:irt in :ichieving 1hese results. II is now cviu ·~ n t that the funds 
benefi t ~ ~ co nsidcr:ibly through the signif;ca:lt purchase program completed during late 197•1 :i nd 1975. Likewise, 
t he income from the lnvcstetl Treasurer's Cash Fund has been increased bo th through 1hc a ··;umula ri:d surplus dur· 
111g the period ,1f high interest rate~ and the degree of att ent ion accorded this account b}' the ·1ario11 .. Sta le finance 
offi ces. 

The Investment o~·part1111:n t is J lso :ipprcd.1 tivc of the coopera tion by the s:.tff of th e l.cgisb tivc Co111mi:;sion 0 11 

Pensions nnd Rrtire mcnt :mu by the interest sh~iwn in rhc State funds by lhe se~urilic~ dea lers, brokers :ind rescan:h 
personnel throughout t 11c sccurit ics industry. 1\ lthou ~h the ma ny ~l inncso t J investment ,1cco11nts must be m:tn:i:,icd 
under widely d iffrrcn t i11Vc!ltlllent poli ch:~ and proceJurcs - in order lo achieve individual 1)bj~· c t ivc:1 it is hoped 
that ull of these funds can be invested so :\s f l ) he oi l:JStini; benefit lo the bent.:ficiaric~ L1lld to all cilili.:llS o r Mi11nc­
sota . 

RED :bc 

Respectfully subnuttccl, 

Rober! E. Blixt. C. F.A. 
E.'(ccutive Se cretary 
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SCHEDULE XIII 

STATE OF MINNESOTA 
STATE BOARD o;: INVESTMENT 

PERMANENT SCHOOL FUND 

RATE OF RETURN ON AVERAGE AMOUNT INVESTED D'JRING FISCAL PERIODS 
June 30, 1976 

Tttll 

'·~·· ,._ ....... , ...... ,,,. 
.... v .... Vtl• • l1t y,., h41 .. YW4 

Il l y,., h4ir" 121 ll.41 151 
uu.100.u s u UH,316.UI 14 s s • .ausuo 2.6111 
S241,S51,05l.99 

S249.Sll ,231.84 S247,S90,S91.43 s s .rn.m .• 1 2.53'1 
S152,J24,J51 .0 

S2SJ .24J.19f.SJ sm.uuio,;s s 1.00~. uJ.9 2 1.11'.'I 
ms.s20.oo.os 

Sl56.Zll.Ut.1l S25S.Oll.SU.11 S 7,116,&41.31 l.lt'~ 
S259.JZ l,531.5 7 

S2'0.0IUOl.ll S2SU40,ISUI S l.m.6lSJl J 09" 
Sl61 ,911 .70l.S4 

:1'1.llUl l .04 u,1,161.:u 10 S 1.610,,11.SI' l 29V 
Slr;.t ! Ol.S•Q. 11 

S264.6ll.90 l& Ull.141,414 SQ s 1,041,110.11' JQS'\' 

"'' SIU.110,IU 1l lm f""11""" '. 
sm.m.110Js SIU.S64.9la II s l .51'.15611 J 75'\ ,,.,,,," .. lflC'tm• lttr-
Sl&f.104,llS 41 ,,,..,, .. "' v ... h,,., m 
S2U.170W 10 S1U.4 IS ''l Sl s S,115,150 U 34,,; 1'.9l5.JI S S. ICkl.ISllO 
S1&1,J24 l4 4 l2 

S1 61,U5.'tl OS s m .ogo '°'es S S &ll,417JO H" JH,01 SQ s n11.,. ... Q 
Sill.Ill 14~ 15 

S1 6J J 15 715 10 SiU,Slt lOl 20 SI Q 21 \.11170 llH 1\1,71> ~J s !. l~U9' 11 
SI~ lOl,COI 0 

11&4.Sla,11111 S164 ll1.S1 I 10 U 0.611 ,111 IQ "" S 1,01' OIC 11 S 9,43\,Hi 51 
JIUJ2Uil Cl 

l15A. lll,ll106 Sl~,'1S.4S9 '\ u o rn31010 )'1' Sl ,100 lllCI S 9ctU'11' 
:1~.m.1 10.H 

JIS! H0,41M,,I S1'Ull Sll ll s 11 ,Jll, "1. 11 
JIU l I0,6SI OJ 

4 11' ll ,OJC,311.15 S 10,)U. lll.9\ 

SH&,011,£0 H SlS I 916,1JQ Cl Sl l)U,01• II 
( ""' ll,4J\ ,ll! " SIQ'4C)\001 

SlS0,911,JIHI 

s m 10 ,1'0J1 SISO 011 041 U S •J,U I.) II JI 
llSl ,119,SlS 0 1 s " ' SI Ul,151 41 s 11,H 1,166 U 

s20,010.uo os SlS0,4&\.l l3 11 114.Jll.Hl 11 
SlSl. IQ\ ,340 11 

s ,,... JI.JU 011 U S 11,Ul,141 rJ 

SlH.181,;0 I l l Sl) l,4'6,1" lS 1 14,9~1.lSI II "'" Sl,U S Jl& U Sll.SOUXI I \ 
llSl .000.0t • 11 

SISl,2H J O. l\ S1S4.l4S,QS9 H SIS,U l.l lS I I 5lt'\ su~.1 51'1 Sll.1!19.SU Jo 
SISl. IQ9,sl9 '1 

sat 1~ 194 st S151.42l,1'119 1 11.0 ... 111 • 1 U1' SI 1'l,1 h II $14) ..... 9\l JS 

"''' y"'' 
111 

J4h'\ 

HN 

H""' 

lW\ 

lWI, 

H I" 

I .).I' 

1 10'\ 

"" 
• 1\ ' 

\lh 

s .,., 

tll o ••• ttiltit , ...,.," hv-d Oft lftOU t!+O• ft ~" 1, • ...., • • ,. C M•'"' Atoon 'l" Sf tit r ~4f\t•I Oft d t l t 4•1N, fl!M lh _.,~~·m li.H , • • , , ""'"'''·" .-tJ .,..~ •• ,,.t'U t•t'\.101tUll •ii• hi Mtl 't f l l t tf ••<t 
l•t Mi~f Ottt1'\bt r l\. l,14. ~u• ·• "' • tt It••" fro"' Sht• lu"t ot ' ""'"""' "'' ttd1•" 

l \ I CJrnCYUJ •w d to414'• 111.a ,,. , , .,,.. . " ' t1'(0"'' • ' '""J h1 t ,wJ P••t-d '' tut11t• •~•· ,.,,.., of "' ftlt l11'd r1.,1n ~"1•"""'' . ,_ '"'" )0, 1'1~ ' ' ' '• 1 tf\.t h tt ' "'•' •"tO"l>t • •• h h " h •m ' " ' 
~ .... 8ot1d J I'"''' """" ltJ~• tt .. ' " .,, ''""'"'"' 0" . ,. t ((#l.tA bU.1\ -"''' '" '"' f111~·., ,Of,._, ,, o~·· ·"'•J h 61'f' , ,,, Shi• o.p., 1111•"' ut f1nt flU .... It Oft . t ' ti Hit 

fll Thi '""'"' t f • OOlf•O • t>f '" ' 11\f t•• • fO '""' 0111<1•ll t f fl\1 K U wltt 11 , .. IJCf fJt Vf'dtr tfl t .V1~ttoU C11rHhl111llon All i t VUI ~'"~ 4 w ' "'' ""' t •A I . / •I '"°'il'•"'•~U'9 " ' "'"'"•wl f 

1Jtl\fltt ''' ' Sutio" t t 01~ S\ll J•• ' "'" 1 " o•dtr t~tt ' " ' cflfltr• "Ct IU"""' " t!"t• 1aJ11 p11c1 .t'lt 01" ,, ., 1111 0 • "~ "''•" Cl• '' '"''"•d t i trt 0'•""-·t" t t tru M(h"I "',., , , ,.,_, covoo" u ~ 
fU tht"t '' '"''' r"' ti ltu ti"lll\ '°'' l fl !Jltt J 11\ . ... '""'''" ' duHt't1 ftU l\I 'fUt\ 

1 
fl\ t lnCOl"lt 11Uu t1 d \i t•nt1 l1tU I 111 l l fl d f fJSJ • U U•b1t ( O fl tO tf(11,1 U 1f!ot td11i1tl,...t l\f\ t111~1(f\ h llt1t il IQ \Jft t\lt't I" t 1161 ftqu tu , dut la lf'l lf h (\ft,1t.1ht _, I'. c l 11 tt.:u!'l t1 oi t ' "dl p"H,.;1t>f 

t\I ,,.,, .. ,.,, :ru 1i110 104. 5•(110" t 1 O; S\tbd••tt111tt ' ' •'HI uM.,,,.,, '"'' t~Sl '" '"' " · dv• , _, lfl• U1'1b•11• 'f " ' t~ • Sflitmp l •~d t ""d 111n tf\1 Pum'"'~' ,,,.01l I 1.1n!J dw11n a ' ' " fnc•i ,.,, 

31 



SCHEDULE XIV 
.... ~ .. Tt1ol 

PERMANENT SCHOOL FUND Pnu " c-.... s1 .. ~ $!11.., 5-30.11 MuhtVtltilt Muh l 
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Schedule XIV continued 

UNITED STATES GGVERNMENT·GUARANTEED BONDS 
ANO CORPORATE BOND HOLD INGS 

June 30, 1976 

To• 11 lilt1uril'f c.,,.,.,.. StUltfY ~ 
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G.,.rd Mc11,11• Com11n, M11. 8 1<\td Cm. 
1'11o1101 fo14r11191 Mii 81<ltd Cm. 
lntU"n111onaJ Mor191t t M1~. hc~ td C,,1 
IDS Mo111191 Co10. lol11 81(\tO Cm. 
105 lolon111• Corp, /.11 7. ltel t d Cul. 
ros Mor19;1t Coro. Ml• IKlod ~ .... 
IDS Mon9.oc Coro i.1 11. IKlod C111. 
105 lol or111~• Cott M11 8"''° C111, 
105 Mo111111 Corp. 1t11, IKl<d C•ll, 
IDS Mor11t1f Coro. ,1114 l1tl1d Cm 
IDS Mo<1l"J' Co•o. ..,,, lt<l tO Cfll 
IOS Mon111t Corp ••11 Bt<lrd Con 
IOS Mottt•I' Cttt M 1 1 .. 1. ocu 1 
IDS Mo11111t Ca•o M11 l1<\1d c .. 1 
IOS "'"'""' Co•o \1 11 ~l(ltd ( 111 
IDS Mor11•1t Co•o "411 1 .. 1111 ( 1r1 
IOS M•11 11t• Co1p /ol11 8oc l • Crn 
IDS " on1o111 Co1p "11 ' "''' ( 111 
105 /olo111•"° Cotp, /ol11 e><hd l •11 
IOS Mon;"!' Ccrp /ol14 ex"d Co • 
IOS ~ ltft .... Co•p, M11 tu c.h d C"t 
la .... Str1i.1rn " Co '419 IK\ t d Cu1 
10 .. , Su \ihl tt Ca M19 t=1e ••d C•u 
\.vrntu1r1uM hhttlr'\tnt Mt1 l tt\fd Ctn 
,t101tol'l1 Anea & Wtm Mlt !h< ~•lt Ceo 
lfu+on~ Morat1 Atuou no Coro Mtt. IJKh d C11t 
Hu101u1 Hom• • A.t-.uunu Ctup M 1~ ftte• •d Ct11 
lhtla.,,i Html\ AU• OO,,,. CHO Mt) Ot<\111 C•U 
Peu h1 Mc1t91~1 Ce Mit OtC••tt C• ll 
llod IW SI Mil 8•<1 ••Cm 
V11t1"11 .M ff 3 1n.u1mt 10 Ct Mit 9•' • •J Ct1t 
,.,, .. W1h1tn MOl1Q"1• A r uul'rt Co•p M11 IK~td C•it 

fthi o .. "~"'ul Hlll•111~ M-.tt••• Au.chi•...,., 
G1uu1111 .. , M1tlt•t• '"~'' S' '""""" 

Ml A(MA~ f MARIN( iONOS 
Am.ttt<11\ \h1I l '"' 
Ameuu" Pto 1d.,u l lhirt, ltd 

"""'°'"' 'Jf\..J"" lln•\, l It' 
(1fut1utt11" A~tr~U• . t:'O' p 
Oe1t1 S1u '"ll'l' o L•"• ' · tn< 
( .... r.1"11l'lt& t •·'~ " ' 11'1( 

ll'•'4 COh•"''" ftn~.,, 
'"'"'l it!"·'"< ,.,, .. , t,Jft••. If\( 

Cuut.lll'• ' "' 
'"•'• '"' Octll' ~~\IUftt. tl\C, 
l"l• l4'th'"•""' '""l• · ~ c..,,, 
\ltttu• 011M•"1 Ct 
titettiJ' Nt1•11l ,t•• Co 
,.. ... . •·hCtt~lo( • "'"I J 
'-! .... 11,c ..... t , l 1, Ill( 
O wi.Hul •1tl~ h '~ ( $•' 
F.c1fk fff (ut l1~ ht 
Pe~ttJ\UI 

'"lft~li .. l •l"'U ffl( . 

l"tfl :e11"0 '"' t ' ' '•• 
Suu t :";tu l'af'•• C11 
Uftilt4 SttlU l1f'IU ''" 
U,.ntd Shit\ ~·· u t riir 

#"'" "Co of NorO\ ~ "' " ' • :•o•U OH She,.. Co 

h i., Mu tlrl••l liil•"•• It*'' 

00.1 0•11 non~ 
Go.1 a.,., Bond 
tto•I c,,., ll onff 
O:h t G.1t1 lud 
Oevo liu11. Bo•d 
G1h1 a_.., Ion• 
Ca•t Gutt ISOl"IJ 
0 111 c ... h•~ 
ca., Owo , ''"' 

r.ott Cwtt I 0114 
Oo•I o ... h•• 
l "' , .. ., lt"'IJ 
G .. t r,.,1. l oM 
C•• n,., h •• 
Ct'1 1•" h • t 
, ... 1 (, , r ' •4 
Ct•I G•·' lu• J 
O••I (i . .. ... I 
Ot•I Qy •• •M 
c .. , fl•" I "'I 
r;.,,, '""' Gt•• 
Ci~·' G••• l••;r 
c;,i•t ti--•' eo"d 
0 1 •• 1 Gw•' 1•"41 
c .. . 1 OV>I 811\d 
G1hf r., ,, .. Olld 

. , .. COMMUNlllU .o.c r OUtMIUllU 

MS.20~ 
IMS 101'0 
U•1S·IOOO 
MH!.'01 
MS 2004 
1·15·2004 
4°151004 
1l·l 5·20D1 
1 MS·ll).)1 
1151001 
'1S 2000 
l ·IS 1000 
10 15 IO'JO 
I MS 2000 
1-lS 1001 
M~·lOOI 
JIUOOI 
l IS 7001 
4 IS lllOl 
4 15 lOOl 
I IS IGOJ 
I 15 lOOl 
11 15100) 
11 IS lOOl 
•· I~ 1004 
111s 1000 
I •S 1001 
, 1 101>4 
l ·IS • l)C)4 
\IS 2~·10 'IS IQ(I ' 
I IS I DOO 
IMS 1004 
1·151004 
• ·111004 
! • 1000 

3 "J 
11 ·1 " 
11 .1 H 
'l·' I 

l "' "u 1115 01 
•IU 
l· l'91 

ll!tG\o/' 
91,. z,. ,, 

I l&t 
"~o 
I I II 
11 10 I' 
I U 2eo1 
4 I 11 
1l 1H 
11 I Jl 
101U 
11 I SS 
1 lllOOI 
l ll U 
10 1" 

I 'I 
I • t S~ 
11 ~ 0 

Cthl R• .. 1~Q 1 l ••tl c t'"O•• • Oil>• n ... o.~. 111~" 
lo••I•"" o,..rgo'"' "' : 01• ~••I 0. 11 Utb ID I 90 

Tt1tf lrll•w C•l'\ntw1wlu Au U•11t"1w1u 

SMHl I Ull~HS ADlllNISIMA11 0H lOAHS 
UA '°'"' g,., G•" lo•d Inn 
U A l11M Orn Ow" lo•d 4 II t 4 

t ., .. ,~.U 141~1• •0 ,A,fntt•f\ltttll" \ ttf•I 

c ... , •• 
Attt 

" 
HO 

1-511 

11 /4 
3.00 
•.oo 
S.00 
• 00 
a 114 
100 
i 112 
\Ill 
~·.oo 
a oo 
8 00 
HO 
S.0.1 
a co 
SOil 
1112 
'111 
'Ill 
1 1/l 
&Ill 
' 111 
1 00 
1 00 
100 
aoo 
I 00 

"" aoo 
I 00 
803 
!00 
900 
HO 
~l)Q 

I V1 

\00 
HO 
HO 
I 1/1 
s 1/1 
~00 

"14 I OS 

900 
~ 10 
I l/4 
HO .,0 
1111 
I 11& 
H 14 
1 ao 
I ]14 
' CQ 
,00 
1 111 
~ 10 
\ 00 
J ).>I 
' 114 
t \II 

' ~ • Ill 

'1 
~ 114 

101 Al UHll tO lUfl S OOVl~N '4 1 NT OllAAAfllllf O OtllCATIO HS 

uo 
1525 

1.15:< 

S.61 
an 
,;,6S 
BO 
I .SI 
9.41 
151 
1.IJ 
1.11 
191 
194 
1.13 
Ill 
u s 
I 51 
!SO 
1.40 
134 
134 
1,\4 
'60 '., 
ISS 
IS~ 
10 
$9• 
a.10 

"' Bl 
19/ 
sao 
110 
991 
18' 
H' 
894 

b i n 
u . 
H O 
I SG 
BO 
,00 
'25 
a OS 

900 
\ 10 
ag 
I IO 
130 
110 
011 
SU 
140 
llS 
HO ,00 
911\ 
110 
I.DO 
IClS 
9 IS 
U l l 

H l 'I 

~-

l,!91,IJA.ll 

l,!!S,111.33 

S,UJ,1U. 1S 

$ 9l6,IH .H 
U23,9SUO 
l ,111 ,l61 24 
l,Hl ,l o9 ll 
l,1Sl,43US 
1,119,0UI 
1,Ut.SU. 19 
l ,SOl,,0, .21 
Z,S02,409.15 
2,020,Ul.O 
1,US,OIS 6S 
l ,S6S.10l.1 I 
1 S11 ,0l4'l 
U 14.14l.o.t 
1,SlU112J 

640,117.JI 
140 011 16 

l OG&,01 17 
l ,001,Ul.OI 
l .OOU36.14 
2.UO,SO 14 
' SOl,01' IS 
1.,,\,01110 
1,1,0.cas ca 
I ~8.U\91 
1,lOl,lll U 
l,2'1 ,)14 ~· 
1,IH,IU90 
90,l16 04 

1,4 tl,S91 00 
1,ll0.5'1 10 
t ,Sll)10 II 
1,ISl,21' ll 
t ,S04,0SI ll 
"4.l~UI 

l ,Stl,11 t .IR 

S U ,4U,044,JS 

1.110.000 00 
1,410,000 00 
1.000 oon on 
t,U\,00000 

S0&,000 00 
J,19,,000 00 
J,OOU,000 00 
,,,,000 00 

U•llCO.llO 
1 ,411 ~1000 

1.1'1 IXI' 00 
1,1H,OOO. '0 
l 000,CGO.C.. 

Jlt,00000 
J .OGI> 000 00 
I !Ct 000 00 
1 .m.~a011 
2 ' 01 ,00HO 
1,J°' 00000 
2.1£1,004 o~ 
1,94• 000 00 
1,100,000 00 
l ,mOilOOO 
l.HO OUO 00 
1.000.000 Oil 
l.000.000 00 

' 41 1 n ,000 OQ 

1,SOQOOIJOO 
u oo OOC10, 

l ,000,000 IO 

101.Ul" 
Ill OH IC 

' 11'( ' 1.011,016 J~ 
I Ot' Siil 1'4,111 ll 

33 

COA,OAl,fE 10110 Ofl"ATIONS 

, Ul 11C UTlllT\ OlllCATIO NS 
flCCTRIC 
O•lt ,.,.., Co. 

Flo11N Po*' 6 l'9M C,. 
11,....1..., Eltw'• Co,, l id, 
lft1tt1Ut1 ,,.,. :'o. 
lawo '''"' 6 ll,n• Co. 
J11vy C••lral Powtr \ ' Co. 
Lan, l~1n4 litlllmt Ct 
IA1U1Chu .. 1u Et1<ln< Co 
Hottht1n S111n ,_r Co. 
On11 T ""o'"' Co. 
'010""< Ed110• Co. 

So••il-111 n Puot~ S.nlct Co. 

To!M Elttlnt 

o.u 
ColumO;• Cu $ 1111111. 1 .. :. 
Tht 0 u ~tf'Wlo Co. 
Moc~·~ Con1olid>1to Giu Co. 
h ool11 Cu l'91>1 ll Colo Co. 

Toul c .. 
THHHOHl 
"""""" Ttl•ohon1 & Trlt<11>~h Co. 
Tht Otll 11lt p•o•t Co. ol c.,,..i, 
Th• h ll 1 t loono•t Co ol C•••d• 
C•nm l Ttoo•••• Co al llo11d1 
Ct l'\t ral Tt ltOf\Mt Co. of IU11\01t 
G'"ml Tthot10•1 C.o, ol In"''"' 
Hrw Yorl Ttl•otiont Co 

F11n 6 R1lun41f>!! 
llG119191 

Fi111Mon1191 
F.ruMon.,. 
fit11.Worl1'9' 
S/f Otl>tnlurt 
Otbc.nh1rt 
f 1ut llo'1f'9' 
f ffll Mcrt;.191 
fffll 1'IO<lf'llC 
F1111 Mot1?tf 
Fl111 /olo119f9t 6 

Coll. T•un 
f lm /olon919' 

0• ~•,_hHt 
f1n1 M0t1~t 
Finl 1.1011~• 
F1ut ;,\ •' •f1.1ruf;n9 

Mcn9..,• 

Orbt 1'11Uft 
f1111 Mol1~>9f 
r;nr "'on?1f 
F1<n lion....,. 
f1t1I Mor.t'ff 
Finl Mon....,. 
thlvnd·~ 

Mono• 
Pte1l1c Hc rtttwnl 8tll r.t.,,111ont Co O•b• l\tuu 
Sow1rtttn .ftll TrJ1phon• b TtC...,•oh Co. 0 1bt ,,1uu 

Ttul , .. . , .... 

TO TAl ' Ul llC Ull\l lY Ol llCATIOHS 

llN O C( OlllCA llONS 
G..Jt l1ft ll\\.l.IUl'tU C• 
Ncm" ... '1 81nco1pcw •11aft 
Ha.rttt-..nt l • fWOf PCUllO't 

TOTAl llNANCl OILICATIONS 

IN llUSTRl~l Ol llCAll ONS 
Al14m1""'" Co at ~ftltt iU 
Ahi1ft\11W.,, Co. af t .1n.tdt, ( Id. 

AtmD14t 01.r1 '"'· ttfird111n 
''0Pnl1tt. ll'C J 

At1 1111.c f111M1tlO Ct. 
Cummtnt [~''" ro, 1,.c 
01111'10,,d S/l•.., •0<~ C'"P· 
o •• ci..mout c •. 
f l'C Co11101•11on 
Gt~ttrl C•Olt Cotp, 
lloooy-11,lnc. 

'"'>'""" "••d Co 
S•oll 011 t o. 
~.,,. .. 11 .. 111c Co 
Sr.,,;.-d 011 of C•t1lon11• 

1u .... ,..,,, 

Sttnd.,d Oil Co. flnd1&.r•tl I V1t 

canr•"""' "'°'"''"· '"' I Su nd"d Qd Co 10•••1 
s..,11 A Co 
f • t.Ct. IM 
Urf4i,. C.t•btd• Corp 
Vt\l"'f\ltwn Sltt•t A T\lbt C 1 

C.-p1u1 Heu 
O ' t f l'UWll 

Slf Ott>tnt\ftt 

P• om•u,rr lt ott 
Slf Otbtfl lVlt 

Nott 
Cutt"l"lttd H014 
Hul t 
Hole 
Otbt~h11 t 

sir D•b•""''' 
ll olf 
Nott 
NOi• 

N" ' SJr O•h•ntuot 
F1nt r11lt11f'd 

Skip 1119. l o•d 

HOii 
,,~ .. 
~r O•bt 1'1ut • 
Hcttt 
Hou 

' "'" M:.•11 •.J' 
SJ r Oond 

10 rAl INOUSIAIAl QlllG.\110 ~1 

l~ANVO~IA110 11 our OHll<AllO-S 
. ,, ,..,, ... hp•~' 6 :.,,fl f' 

~ • f••y(o Q,. Golf 

MAil " OAU I DUI,.,.( Ill OIL ICA llONi 
, , , .,,,. '"'' CiJ•O lfot"'"' " ~ on"' 

A"'°'"•" t 11 C0tp l ( IUIOl'!'l-t ftl fttit\t 

Cofld•UC"" s..t• 
Co,.d111u";A S.Jt 

1.-"1 .. t c ... 1r-..1 "•1 to~ Co 
( tnw C1t'f Sowlht•ft M11lt1t1r Ca 

t'11Al R41lA040 IUUIPlolllll Olllll ArlO•S 

10 "' cun,OHAH I UNO OlllCAllOHS 

ia.c.ftty 
o ... w 

2 l ·SS 
• ·1·94 
H!l 
HSl 

"'"' 101 11 
5-1·5S 
12·1 93 
9+93 
1M 9l 

S.1-1, 
'-1·8S 
6·1·89 

l·IHI 

H99 
~ 1·9S 
6- 11004 
5-1 ~· 
919S 
1·1'S 

1· 11004 
11-11000 
l IS.1013 

s 1.£9 
10 ISJO 
l 1S I QOI 

l lt ,. 
3- ISS 

I 1\.1001 
l · I~ S& 
I I~ 90 
5·18' 
'IHI 
I I~ 2000 
" 49 
4· 110 
l.f '1 
c.1~ to 
"u ' l" '"'a~h 

11 ,,, 

1011000 
7 IS JO 
• 111 
11 IS u 
II l1" 

11 9~ 

10.1 t\ 

, I lrJU 
21\ lltU 
I H I ll 
1.1\" 

IOI AI UHHfO SfAllS GOVIR NWIHl CUAn AN1CID AllO 
COH' li 'tAIL OlllCAllOHS 

4 in 
4 Sii 
4.•S 
4 311 
'Sii 
4 Sii 
O S 
4 S/I 
4 l/i 
4511 

'511 
us 
4 ll• 

s 311 

4311 
u s 
' 112 
'Sii 
4 1/9 
410 

' 511 
I 1'2 
•VI 

1'0 
1 111 
HO 
46~ 
4.1\ 

' Ill 
4111 
4 ~~ 
4 JI' 
4 112 
' Iii 

1 ro 

/ lO 
ns 
5 IU 
4 112 
4 112 

H O 

100 

'" n .e 

' " 

·­Yitl4 

" 

H I 
ISO 

' ·0 5.•s 
4.S I 

4 ~' 
S.20 
' .SS 
•.JI 
U\ 

I.SS 
00 

•.1~ 

4 I\ 
' /J 
/IS 

us"' 

4 ~~ 
, ]1 

110 

, ,, 
' I\ 
0 JO 
450 
4 II 

I !00.COOOO 
1.100 000 co 
I 000 00000 
2.000 000 00 
1,100 000 co 
~S0.000 00 

1,100,0000D 
1,100,000 OD 
1,000,GOO OD 
1,011,0000D 

1,100,000 00 
1,100.00oJ ~ 

S lS,011,000 OQ 

1,200,0IJD 00 
9l'.OOD CO 

1.m.ooDou 

1,l1 100?00 

$,lll,000 OD 

1 ,ID~.000 ~O 
1,IQl),OQOCO 
J,00<! .Y.>O 'q 
1,000 Ol!OOO 
1,100 000 G l 
1,10HO I 00 

I SO< '10' C~ 
U :JC; ~J!>~ 
4 oco QO'I ~J 

~~ 
S JI JGC 000 OJ 

l'OCJHAI 
1 s:o c~ 1 ~~ 
1 \ !lll ooo o~ 
l ,110 OOJ CO 

"~ ocn oo 
I ' Oil IX!O CO 

HI , 6\0CU 
l ,OU<l,. 00 co 

900Ol, 10\) 
'l\,~O n 

1,00U Ol)Q Oo 
H'OO GOU OU 

110 CU.I U~ 
l ,~1'.051 \D 
1£6 oco"" 

1 . 1~0 0t1~ an 
1.ono or.a ~o 

HOO,C~OtO 

S ll 14J,~I ~I 



• 

• 

• 

•• 

• 



I nstitution: 

Locatio11: 

Size : 

Capital Funds: 

Purpose: 

Source of Funds: 

Management Structure : 

Management of Funds : 

Portfolio : 

Income : 

(Montana) Resot•rce Indemnity Fund 
create?. in 1974 

Helena, Montana 

$4 . 5 million 

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

Moneys are deposited in the Fund from a severance tax 
on various minerals and 2~·1o of the Severance Tax on Coal. 

Moneys are collected e.nd deposited in the Fund by the 
Department of Revenue . In•'estments in the Fund e..re: made 
in accordance with guidelines established by the State 
Board of Investments which is composed of five private 
citizens appointed by t he Governor for 5 year t errr.s . 

Moneys are invested in debt instruments authorized by 
State Statutes . 

Moneys are currently invested in corporntc bond::; th3.t 
huve been rated ,\ or bC:::c;ter by Moody's Investors Servic::: 
and Standard & Poor ' s Ccrpol·o.tion . 

Income from investmen t~ rem.:i.in in the Fund until $10 
million has been o.ccumulated . After the accumulo.tion 
of $10 millio'1 , income n:~y b1: used for enhancement or 
repair of the environment . 



Institution : 

Location : 

Size : 

Assets : 
C:ipite.l Funds: 

i'urpo:;c : 

Source of Funds: 

Manu;~cment ~; tructure : 

Ma nnr;emen t of Fu nils : 

Por tfol i o : 

I ncome : 

(New Mexico) State Permanent Fund 
created in 1898 

Santa Fe, New Mexico 

10 million acr es 
$675 million 

The State Perma nent Fund was established t o collect 
royal ties and nther income from the lease of Sbt e ­
owned land . Income f rom the .F'und i s applier1. to the 
New Mexico public s chool sys t e:.ns a.nd educationa l a '1d 
e l eemosynary institutions . 

Moneys in the Fund were :.nitially provided frora t he se.l e 
of State l and . Currentl:,·, r evenues to the Fund e.re pro­
vided f r om roya lties and income from State- owne::l lands 
under lease . Such revenues include oil and go.s royalties 
and grazing and timber leases . In addition, any capital 
gains on investments r ema in in the Fund . 

The State Fer mo.nent Fund is managed by the Stat: , "".'iest ­
ment Counci.l. Members of t he Council incl ude t he Governo.,.., 
t he State Treasurer , the Cc"'!mis~ioner of Public Lands , 
the Finance Officer nnd four puhlic m<_mbe:-s who e..re 
appointed by the Governor for t erms of five ye?i.!:s . 

The State I nvestment Officer is rcr;pon:::i.ble for invt:sting 
moneys ln the State Per;nanent Fund. r'ifty per ~ent of 
the Fund mu.; t be i nver.ted ln Fcdernl SecUl·itie::: . The 
r emainder mny be invested nccor<ling to State Stn ~utcs . 

'I'he Fund is Clt~-rentl.Y inv·.;stcd '10 follows : 18;~ ~~quit:;, 
32r/, corpor n. tc: oblica ti.on• and 50/, U. S . ...iovernm~n: 3.tl 'l 
Feder a l /\. gency Obllgatio:· ~ . 

Income from the Fund is ilis t,ri butctl to the pubJ.i school 
:::ystem (B<.:;!. ) e.nJ the r emt"..ind.:-r to f:duc:ttion'll and 
clcemo;,_yn1.r:r ins ti tutj ons . 



Institution: 

Location : 

Size: 

Capital Funds: 

Purpose: 

Source of Funds: 

Management St ructure : 

Mt1.nageme1. t of F'unds : 

Por tfolio : 

Income : 

(New Mexico) Severance Tax Bonding Fund, create~ in 1941 

Santa Fe, New Mexico 

$9,040,756.02 

The Se1rerance Tax Bonding Fund was creat ed to uecure 
tax - exempt bonds issued f or public capita l projects . 

Moneys derived from the l evy of the New Mexico Severance 
Tax on severed natUl·a l resources a r e paid i n their ent~rety 
to this Fund. Addi t i ona l sources of i ncome include revenues 
from pro j ects financed wi t h Sever a nce Tax Bonds a nd recei pts 
f rom ground rent a l s of ?ublic Buildings . Moneys in exce s s 
of the next two semi - annUr1l payments on a ll outs tand ing 
Severa nce 1'ax Bonds are t r a nsferred to t he Severance T·.tx 
?ermanent Fund . 

The Fund i s managed by the St a te Treasm·er under- t he ~uper ­
vis i 0n of the State Boa rd of F i na nce . The Stat e Boar d of 
Fi na nce ~on s i s t s of the Governor, Li.eute na n t Governor e.nci tlu·ee 
pr ivate \.. i. t izcns appoi rncd bj' t he Go ver nor for two yea r 
t erms . The !:itate Tr easw·er i s r esponsible f or repayme nt of 
pr i ncipal a nd intere~t on Seve:runce Tax Bonds . 

Moneyn in the Fund a r c i nvested in debt ins~rumen ts author­
i~ed by SL~te Statutes . 

N.J\ . 

Al l moneys i n the Sever a nce Tu:{ Bonding Fund exct"•p t e n 
runount Zllf t'i.ci e nt to r epny princ i pal ~nd inter est on H.c 
Sever a nce 'l'ax Bonds on the next ensuing scmi - annuo.l payment 
do.te l s t r nnsforrcd to the Severn.nee •rnx Pcrm!'.nent Fu n~~ . 

Indebtedness Limitation: 'l'he Stat e Boar d o f Fi na.nc~ m~y is" ue uddit i ono.l Se ver ancu 
Tnx BoncJ ·: payable from the Scv~ro.nce To.x Hondin f?: Fun1.l pro-
'11 ded tnut aggr·~ e;ntc annu'll debt scrvic ·~ on Bonds outstanding 
incl uding t he propor.t::rl i s sue be equa l to no more t.il~n 50';'J of 
pr e vious fiscal 'JC'lr ' n dcpo~ :.t::; in to the Sc•rc r o.ncc Tax 
Bondi ttg :.:'und . 



Institution: 

Location: 

Size : 

Capital Funds : 

Purpose: 

Source of Funds : 

Mana~ement Structure : 

Munnecmcnt of Funds: 

Poi·tfoli o : 

Income : 

(New Mexico) Severance Tax Permanent Fund created in 1971 

Santa Fe, New Mexico 

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

The Severance Tax Permanent Fund was created tc encoure.ge 
economic development in the State of New Mexico . 

Moneys in the Severance 'l'ax Perm:rnent Fund are provided 
from the New Me:<ico Severance Tax levied fo~ the privilege 
of severing natural resources including oil and g1s, potash, 
ct..c>per, ui·o.nium , timber, coal and certain other miner als . 
Proceeds from the Severance Tax a1·c depoaited in the Sever ­
a nce Tax Permanent Fund e.fter the required payments to the 
Severance Tax Bonding Fund. 

The Fund i5 r.10.naged by tl:e State Trcnsui·er under the super ­
vision of the State BourJ of Finance . The Sto.te Board of 
Finance conr.'is ts of the Governor , Lieutenant Governor and tru·ce 
private citizens appoinLed by the Govc!·nor for terms of two 
year;, . 

Moneys in Lhc rund ma.y b~ inve:: ted •1t. th~ di.SC!'eti.on of the 
Stnte Bonrd of Fin·nc.:~ . Mo:1~y::: cm·r a11tly are invested b~· 
the Stnte 'l'r eo.;.ure r in r"crtific'l.tc:: of iJcposit of St-• t11 
bank~ who in tm·n make lon.ns for capi.t:.'..1 project...; t~o the 
privo.te scct,or . Loa.n Icustbility nml upproprintcncr,s or the 
capitnl pro,icct.. b left cntlrely up to the bo..nt: . Pnrtici­
po.tion by Lhc Fun . .1 in .:; i :.-.cable 101.nr. l>y St·tte b'\nk:; requi r es 
t.he npp·ovn.l of th "' S ta t i:! Po'lrtl or Finuncc . The pr incip!!.l 
of the Funrt. may be u . .;cd t'or econ cm Le tkvcl or.men t pur poses 
upor1 the approvnl ot' t..tll' Gtute no~u'<l of Fin'l.ncc . f\n amend­
ment to r 0q111 ·e 3/l11::; app rovnl or t-.11,, lc1~ islntur1~ pr Lor to 
invasion ot' the principaJ of Lhc !:.icvernnce T~;.: Pcrm'lnen t. 
Fun<l i ;, on l he Novcmh0r b·llloL . 

i\pproximnL~ly .~qli million o r thn Fund is i1we:; r.e:1l in Cert l­
flca.tc;, of Deposit:: ('If Stnt.t~ lnnks m~Lurins one to flv~ 
yenrs aL n flon.tin g rah.! o f r.rort. term trc!\~w·y 01 lign. tio11s 
plHs 50 br.i.r;i!:; po int:J . ThL' r cr.1. inde r l e invt::-:tc1 l un(ler Hc ­
purchnc(• A r~rc crncnts . 

l ncomc fr orr. !.iw Scv\.! !' ' lllr. ... T•l:-: l- cr:n·~n cn t l•\tnci i s t r ·in:n·er ­
r ed. t o thl! Severa nc e' 'I':.1.:.. Income r'rn1d . 



Institution: 

Location: 

Size: 

Capital Funds: 

Purpose: 

Source of Funds : 

Manusement St ructure : 

Management of Fund : 

Portfolio: 

I ncome : 

(New Mexico) Severance Tax Income Fund created in 1971 

Santa Fe, New Mexico 

$2 .2 million a s of 9/27/76 

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

Income from the investments of the Severance Ta.v: 
Permanent Fund is deposited in this Fund. 

Moneys are invested and disbm· sed by the State 
Treasm·er under the supervis i on of t he State Legis ­
latw.·e . 

Pending appropriaticn for co.pi tal projects, moneys 
ar c i nvested una~r Repurcho.:;e Agrr:?ements . 

N. L\ . 

Income from the Fund i:- t.l::insferrcd to the State Ge-ncro.l 
Fund . 



Institution: 

I.ocn tion: 

Size: 

Assets: 

Purpose : 

Source of' Funds: 

Mnnagcmcnt Stru <;t,111 c : 

Munagem~nt. or Fund~ : 

Texas Permanent University Fund created in 1881 

f\uz tin, Tr.:rn.~ 

2,100,000 s.cres of land in nineteen West Texas counties 
Book value 8/31/75 $781,771,634 .49 

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 8tate Constitutions, of creating a State 
Universi t' . The Constitutional provisions set aside 
all lands p.1. ~ ·ri.ously appropriated for th~ creation of 
a State University , to~ether with the proceeds of any 
sale ther eof, to create a Permanent Un i ver sity Fund. 
All moneys a•railable in the Fund a.re to be invested in 
securities, t.he income from which will be appropriated 
by the Legisla.t.ure, in order to accomplish the purpose 
of creatinc, mo.intaining , supporting and directing a. 
univers ity for the promotion of literature, Elri~ the arts 
and sciences, including an a~:?.'icultura.l and mechanicE!l 
dep"'.rtmen t . 

Funds a.re nccLUnulater1 nnnuully in the Fund from oil, 
gas o.nd wuter r oyaltie::; , g~ins on imrcstmen~s mineral 
lensc r cntnls, lease bonuses, nnd any proceeds of lend 
sold. The Perm:.inent 1'' u11d shull be forever kept i ntact 
and a.11 annual income shall ·cecome p:trt of the Fund . 

The Fund is held by t11e 'l'rea5m·cr of the Stute of Tc:ms 
9.n<l invented hy direction of ti1c Board of Regents of the 
IJnivcrs Hy of Tc.:xas . The Bon.rd of Regent::: consist.s of 
nine members ·..,.ho zerve wit.hout compensation . They a.r e 
a.ppointell b.Y the Governor for :::ix year te rms subject to 
approvn.L by t:hc Senute . 

Tile Fund i::: invt?sted in permitted sec\Lritics whic!1 n.re 
bonds o!' the Uni tcd Sta Les , the State or Tex.:1.s , or 
counticu of the St:i.tc or in ccl1ool bonus of rnunicip'.l.lities 
in the StaLc , or bm1<ls o f ~ny city in the St'\te, or in 
bonds issued unucr the Fcclcral f:.Lrm Loa.n Act . !rt '\dditiun, 
the FunLl may bl..! lnvc::: tccl in .::ccuri tie;, , bonds or o~ltcr 
obligo.tionc i :rnued, in:-m·c<l or gu:ir:intced in a.ny m::rn:ier 
by the U. S. Government . nr any of it::; u,..Tencic::; , r.n<l in 
bonds, dcbcntw·c~ , or nblig~tLons . ~n<l preferr ed a nd 
common :::toc.:1-:s i:>sued b:r corpor e.tions, nssociutior.s , or 
other ln:>ti tutions ac t.h~ Board of R·? ;r;!r.t.> rl.cem to h~ 
proper, provided thnt.. not more tr.an l f, of th·~ Fnnd will 



Manngement of Funds: 
continued 

Portfolio: 

Income : 

be invested. in the securities of c.ny one eorporA.ti on 
nor more than 5% of the voting stock of any one 
corporation be owned. In addition, stocks pur~hased 
will be only i n companies incorporated in the U.S . 
and who have paid dividends for a t least five con­
secutive years and, except for bank or insurance 
comFany stocks, are listed on a registered stock 
exchange. 

Capital Funds (August 31, 1975 ) 
Securities, cash and equivalent at cost $781,771,634 .49 

U. S. Governments 
Dir ect Obligations 
Guaranteed 
Corporate Bonds 
Convertible Debentures & 

Pref err eds 
Common Stocks 
Short Ter m Securitie$ & 

Cash 
Toto.l 

106 ' 828 ' 987 . l~5 
103,089, 999 .03 
279, 571, 990 . 53 

16,1~40, 190 . 64 
254 ' l~25 '102 . 52 

21. l~J..5 . 36!~ . 2 
:~781, 771,63 . 49 

The income from Fund inve..; tmentz is appr oprb.ted annually 
by the State Legi::;lo.ture ; t..·wo - chirds to the University 
of Texas and one- third to Texo.s l\ & ~·I . The income of 
the Fund mu.y be used onJy for pernr.nent improvement and 
not for current expenses . Pr ior to the distribution nf 
the i ncome of the Fund , provision is ma.de for the 
expenses ->f admin · stering the f'und . 



Institution : 

Location: 

Size: 

Assets: 
Ca.pi tal F'unds : 

Purpose : 

Sonrcc. of Funds : 

M:i.no.e;ement Structure : 

Mo.nne;ernen t of Funds : 

Portfolio : 

Incom~ : 

(Wyoming) University Permanent Land Fund created i n 1881 

Cheyenne , Wyoming 

34,492 acres 
$8 ,565 ,000 

The University Permanent Land Fund WRS created to receive 
income from lands gr anted to Wyoming to be used for the 
financial benefit of the University of Wyoming . Income 
from the Fund is used to support capital projects of t he 
Univend t~r . 

Moneys in the Fund are provided from income recei1;ed on 
specific State -owned lands. 

The Sta~e Treasurer is r esponsible for investing the fund . 
Income from the Fund is t?·1risferred to the Treasurer o!' the 
Univer sity of Wyoming. 

The Sta~e Treasurer invests the Fund in debt instr~~ents 
authorized by State Statutes . 

N.A. 

I ncome f r om the Fund is transferred to t hf:: University of 
Wyoming. 


