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Nuclear plants also have a high initial cost, require a 
long construction leao time, and present complicated 
environmental safeguard problems. 

2) Water. These bonds require an analysis 'of availability of 
supply apd cost. Ownership of wells or rights to riv.ers and 
resetvoirs gives more independence but if supply is con­
tractual, the duration of ilie contracts and their price s truc­
ture must be considered. 

3) Vehicular Traffic. Revenue bonds for highways, bridges, 
etc., are especially vulnerable to: 

a) Potential competitive facilities whether toll or free. 

b) The good faith of an agency or highway department to 
maintain or build .approach facilities and to honor a 
non-competitive pledge. Traffic patterns in the future 
must be viewed cautiouslyi the possibilities of popula· 
tion movements and changes in forms of transportation 
have to be taken lnlo account. 

c) Increases in cost of fuel and governmtmt restrictions 
either to consetve fuel in a national emergency or to 
limit air pollution. 

4) Parking. Revenue Bonds for off-street parking facilities 
often require additional source of reve11ue and above 
average coverage because communities tend not to force 
cars 0ff the streets for violating ordinances. 

5) Higher Educntion. College revenue bonds should be viewed 
more critically than in the past , since enroll men ts have 
leveled off in recent years. Also, some dormitories haven't 
produced Ute revenues that were expected because of the 
desirability of living off-campus and the inabili Ly of univer-
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.·6) Ho~pitals. Revenue bonds in this area present unique prob­
lems for the analyst because a 'major portion of hospital in­
come consists of "third party payments" from Blue Cross, 
Medicare, Medicaid, Workmen's Compensation, commercial 
insurance, etc. Reimbursements to the hospitals by Utird 
party-payers are governed by Federal, state, and contructual 
regulations. The calculation of fees that qualify for reim­
bursement not only includes debt service but also deprecia­
tion , which has an important bearing on cash flow. Other 
considerations in analyzing the credit of a hospital revenue 
bond include hjstorical operating statistics, cost per bed, 
competing facilities and the general reputation of the 
hospital. 

It is in1perative that qualified independent consultants make 
a feasibility study of each hospital revcnur. issue to deter·· 
mine the institutfon's ability t1.; :neet the requirements of 
the bonds. lncLica tions of community support for a hospital 
are contributions ~or fund raising campaigns, the status of 
endowment funds, and U1e composition of the board of 
trustees. 

7) Industrial Development and Pollution Control. Munici­
palities or specially created polilicnl bodies thnt issue bonds 
of this sort serve only as vehicles to provide tax-exemption. 
Analysis of bonds issued for incl us trial development and 
pol Ju lion control must focus on the crcdi t-worth.incss of 
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tjle cqrporation on whose oehalt they are issued. Assum.iJ 1& 
the adequacy of covenants, such bonds may be treated 'by 
rating agencies as equivalent..,to sehlor unsecured debt of . ,, 
the corporation ·and assigned a similar rating. ln addition fr 
the corporation's' credit, tlie· market or liquidation value\pYi' 
a.(plant with a mortgagt. provisi.on is an important factor in ,, 
the event of default. Doth industrial development and pol­
l~tlon control bonds are subject to Federal, state, and local 
stitutes. Industrial revenue bonds are limited by the 
Revenue and ExP,bnditure Control Act of 1968 to a total 
project cost of $5 million. Pollution control bonds are re­
stricted to financing pollution control devices only and 
none 'of the bond proceeds may be used for revenue­
producing equipment. In certain cases the bonds may be 
issued only with a ruling of the l.R.S. Attorneys play an 
important role in certification of legal requirements. 

8) Airport and Sea Port Facilities. These revenue bonds may 
carry a general revenue pledge but the underlying securit~1 
is often long- term leases with airlines, grain companie!,, 
etc. and the credit of the corporations involved must be 
a<>sessed. 

9) land Development. Tax allocalh. n, redevelopment, and 
other bonds that aid financing land development by 
private enterprise have many caveats. The financial re­
sources and reputation of U1e developers, along with con­
struction status, arc just a few of the faclors to be con­
sidered in determining the likelihood that Ute district or 
area in question will ever realize the projected lax base. 

1 O) Municipal housmg. These revenue bonds have been issued 
primarily l '> alleviate U1c nation's shortage of low-cost hous· 
ing. State i.nd local housing programs arc a companitively 
recen t development, except for the New York State llous· 
ing Finance ,\gcncy established in 1960, mo<>l housing 
agencies were Jonned in Ute late I 960's and early I 970's. 
There arc basically 5 lypes of housing progmms financed 
by municipal bonds. 
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The "Loan~to-1.enders'' housing vrograms issue bonds to 
purchase notes that have collateral from lending institu­
tions such as savings banks, S & L's, and mortgage 
finance companies. The lending institutions, in turn, use 
the proceeds from sales of their notes to make ne'yr 
mortgage loans. 

"In mortgage purchase" programs, bond proceeds are 
used to purchase mortgage loans primarily secured by 
single and multi-family dwellings; this frees funds in the 
local mortgage market, enabling lending institutions to 
make new residential mortgage commitments. 

c) Jn "direct mortgage loan programs," the housing agency 
originates new mortgage loans and often en ters into 
servicing agreements whereby Ioc:il lending institutions 
perform the bulk of the paperwork. 

d) There arc "development programs" in which an agency, 
such as the New York State Urban Development Cor­
poration, designs as well as finances co!1stmction of 
new housing units. Bonds for these programs are usually 
secured by mortgages on new units. 

e) Local Public Housing Agencies arc engaged in progrums 
for building new low-rcn l housing or slum clearance. 
Public !lousing Authority Bonds or PHA's arc secured 
by a first pledge of annual contributions payable by the 
United Stales of America, acting by and through the 
Housing Assistance Administrn lion in the Dcp:irtmcn t 
of Housing nnd Url>nn Dcvclopmcnl, pursuunt lo an 
Annual Contributions Contract. The annual contribu­
tions, together with other funds of the local public 
housing agency, wi ll be sufficient lo pay interest and 
principal on the bonds when due. 

The full faith and credit of the United St.tics is pledged 
to the puy111cnl of tho unnuai contributions under the 
U.S. JJousing /\cl of 1937. lkcausc of this strong back-
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ing by the United States, PHA bonds are rated triple 
'A' by both Moody's and Standard & Poor's. . , 

for investors in determining the quality of 

1) Does the state have a "moral obligation" to make-up any de­
ficiency in the debt service reserve? 

2) What type of collateral is used for bonds issued for " loan-to 
lenders programs"? FHA insurance, VA guarantees, and 
P.rivate mortgage insurance are most common, but ,uninsured 
conventional loans also have been used recently as collateral. 

3) What is the local mortgage delinquency hfatory and the 
credit quality of eligible lending institutions? 

4· In development programs, do the proposed housing projects 
appear economically and financially fe::isibte? 

5) Finally, is management sound and cap::ible'! 
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Around the tum of the century', Barnum &- Bailey's· Circus dealt in 
municipal bonds hecause investors could rely on the knowledge of 
travelmg circus 'men of the re1ative credit-worthiness of many of 
the nation's communitiP.s. Today, most investors place great re­
liance on the two major rating agencies:. Moody's Investors Service 
and Standard & Peer's. The rating agencies have estabHshed the 
following bond rating categories, of which the first four groups are 
considered "investment grade" and the remainder classified as spe­
culative: 

Uoth scn'ices diffcrcntiutc top credits in the wide-ranged A and 
Baa or BBD categories with A-1 and Al vr uu·t-1 and BBB+ desig­
nations. Doncls cUstinguishccl this way arc canchdates for upgrading 
to AA or A rating. In addition Standard and t>oor's has a minus (-) 
category for A and BBD ratings to indic:i tc declining situations. 
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MIG, 1 - "best quality," Wlth protection by. establlshed cash flows 
or 'broaCl-based access to tj1e market for refinaricing. 

~ . ~ •, : :J. 1 

MJC 2 - "high quality/' with margins of ample pr?tection. 

MIG 3 - "favorable quality," with market access for refinancing; 
' in particular, likely to be less well establ~shed. 

MIG 4 - "adequate quality," carrying specific risk but having pro­
tection r;ommonJy regarded as required of an investment 
security. 

Moody's emphasis that "factors affecting liquidity of the borrower 
are uppermost in importance in short-term borrowing while various 
facwrs of the first importance in (long-term) bond risk are of 
lesser importance in the short runs." Currently, Standard and 
Poor's does not rate short-term tax-exempt loans and notes. 
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All ' the· usual commo.n. sense methods of investment ?.rialysis appJy 
·. ' ~· to municipal securiti~s :· Abiljty to . pay depen.ds upon'·~ number of 

economic; geographic, finahciaIJ legal, and morhl considerations. 
The best analyses ptot!ably are made by investors with personal 
knowledge of the Ioc.al economy, but.obviously no single in,vestor 
can J1ave personal ·acquairitance with all loc.alitie~. 1 ,iµternatively, the 
investor can rely on the services of the varfous rating agencies that 
grade the, credit quality of municipal bonds and notes. In assessing 
long-term bonas as mvestments the economic outlook of the issuer 
is more impo~tant than present condition. Corporations, munici­
palities, and public seriice enterprises have life cycles from youth 
to maturity to slow decline. The ability to analyze municipal credit 
allows the astute investor to pick out the youthful stages of an in­
vestment. Fina11y, it !3 a truism that "every bond is triple 'A' at a 
price;" while some bonds might warrant a price close to zero by 
thjs measure, the relation of risk to reward must not be over· 
looked. Variations in credit-wortlliness are seldom reflected accu­
rately in price, and slightly greater risks may be more than offset by 
comparatively larger yields. 
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The policy, management, and operations of state government require 
the application of constantly updated approaches to addr.!ss changing 
needs and priorities. This necessity for self-renewal implic~ innovations 
in the institutions of state government, in their structure, policies, pro­
cedures, and personnel. 

Many innovations have occurred in recen t years in a number of fields 
at the state level. However, too little is known about some specific state 
activities btcause of the variety of laboratories in which they occur. 
Th'e innovation process is further complicated by the fact that state 
government officials rarely have the time or opportunity to share such 
knowledge which may be applicable in other States. Under day-to-day 
pressures and constraints, professional administrators and technical ex­
perts lack the time to wiite up or share new approaches that they have 
developed. 

The Council of State Governments, which has been prnviclin·, a fo. 
rum for such an exchange for many years, has recently expar.ded its 
efforts in this area. The St:ite of Wisconsin Investment Board is one of a 
series of six innovations being studied by the Council unde · n grant 
from the National Science Foundation. Besides this program, ti. . others 
selected for evaluat ion during this first year include pension fun .' con­
solidation, statewide property tax assessments, 3 state energy m ana~'e· 
men· commission, controlling health costs, and 3 railroad branch Lint. 
rehabilitation program. Reports are available on the latter fo ur pro­
grams. 

The state programs studied were sck clecl by a national advisory pan­
el composed of state legislators and officials. The Council is gra teful ~1 
these individuals for their assist:rncc: Senator Anlhony A. Dt:rczin :'.ikt, 
Michigan ;sScnator John Pat Fanning, West Virginia; Senator Larry Fas· 
bender, Montana; Representative Vera K ;1 t1., Oregon; Walter Kicmsk i, 
Deputy Secretary to the Governor, New York; Jeffrey Laurenti, Exccu· 
tivc Assistant, New Jt:rscy Senate; /1 Ltorncy Genera l V. Frank Mendi­
cino, Wyoming; Senator Mike O'Connor, South D:ikota; Rcprcscnt:itive 
Cornelius O'Leary , Connect icu t; Dr. Tibor P:iyzs, Special Assistant to 
the Governor, Kentucky; Jost:ph V. Stewart, Di::puty Director, 01.!part­
ment of Finance and Administration, Arkansas; Daniel W. Varin. Chief, 
Statewide Planning Programs, Rhode Island; William W. Wilkins. Budget 
Director, Ohio. 

This report on Wisconsin's I nvcst men I Boartl w:.i :> pr~pared by Dick 
Howard, Director of the Coum:il's l11novatio11s Projec t, and James E. 
Jarrett, Research Associate . 

Lexington, Kc11t11cky 
rl ugust I 9 76 
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Brevard Crihfield 
Exec:t1 ti1•e Director 
The Co1111cil of Stare Go11rn111w111s 



PREFACE Inflation, opposition to higher taxes, and taxpayer disenchantment 
with government generally, are having a serious impact on government 
fina.'1cing at 2U levels. A recent National Association of State Budget 
Officers' survey showed States' general fund expenditu;es in fiscal years 
1975 and 197 6 increased at a faster rate than did general fund revenues. 
Surpluses built up in previous years have been rapidly depleted. In the 
aggregate for the 43 States that responded to the budget officers' sur­
vey, genera l 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 progr:im requirements 
for additional state dollars in other arc:is. All of these factors are be­
yond control of state government officials. 

In a word, r.ta te managers should be, and are looking for add itional 
sources of revenue. One obvious source of significan t amounts of rev­
enue is to put state dollars to work, and more and more Slates arc 
taking advanrng~ of investment opportunities. Perhaps no Slate has a 
more completely developed investment program than Wisconsin, which 
has been investing the asse ts of rntircmenl funds fo r 65 years. 

This monogrJph is the fifth in the Council of State Govc-nmcnts' 
current se ries of reports on innovative state government progr:11ns. 1l 
probably co.ncs the closest to describ ing a "model" program. Onl! rc:t­
son is tha t thl! State of Wisconsin Investment Bon rd has had 25 yeurs to 
evolve. 

We are grateful to the many individu:i ls in Wisconsin, csper i:tlly those: 
associated with the investment board, who were so generous will~ their 
time in helping us to unl!erstancl the agency's aclivities and responsibil­
ities. In '.H.lclilion to c:tch of the investment dircdors, we especially want 
to thank George W. Crownhart , General Counsel for the board and at 
the time of our visit acting executive director; Gerald T. ~lahaffcy. 
Administrntor, :rncJ Torn Landgr:Jf, Director o f State Du<!get Opera­
tions. 

Several individua ls reviewed earlier d;.1ft s and maJc usL•fu l com­
ments: LeRoy Dockter, Audit Director, Wisconsin Legislative Audit 
Dureau; Peter J . Nelson, A ~;si~ t ant St:llc Tn:asurcr, Wisconsin; G1~orgc A. 
Bell, Execu ti ve Directo r, Na tional Associat io n o f Sta te Iludgct Officers; 
and Carl Vorlandcr, Exewtivc Directo r, N:1tion:tl Association for St:111.: 
Info rmation Systems. 

further i111'orm:ttion can be obt:1i11cd from officials of the \Vi:1.:onsi11 
Investment Board ( telcphon1.: 608/2r16-2384) or the authors of this 
report (telephone 606/252-2?.9 I). 

vii 

Dick Howard 
James .J nrre rt 

Auguo; t 1976 



EXECUTrVE SUMMARY 
• The State of Wisconsin Investment Board invests the retirement funds of 

. ·:he major govemment employee units in Wisconsin: Milwaukee teachers, 
state employees, and Wisconsin teachers. 

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

• The investment board invests the State's check float, working with the 
stnte treasurer and the Department of Administration to ascertain the 
State's revenue and withdrawals each day. 

• The Wisconsin board also has authority to invest the surplus funds of 
loca l governments that may deposit such funds with the trc'asurer. 

• The Wisconsin investment program is fac ilitated by: 

- Use of only one bank for all deposits and withdrawals o f st:i te fund s. 
(No sta te money is deposited or invested in other state banks.) 

- A compute rized sta tewide accounti:1g and reporting system that allows 
quick and accurate cash flow estimat.::s by the Department of Adm in is· 
trat ion and state treasurer. 

- Use of ;:i custodian bank in New York City that elimin ates h:.111dli11g or 
securities by Wisconsin offh: ials and permits imm~diatG transfers. 

- Great l:\litudl! in the types of investment ;.1slruments that can be pur­
chased thus permitting thl:! flexibility needed to maximize invcstmcnl 
return. 

• Almost all aspci.: ts of the Wisconsin investment program have bcl' n spe­
c ifically aut horizetl !)y Wisconsin law. 

HOWEVER. other Stares should considl!r th:it an i1111i..:w11e111 pr:Jgra111 
si111ilur 10 lllisconsi11 '.~ : 

• WoulJ reduce the rnnlro l lop elected o ffic ials h:ivl' over the use of 
surplus stnte funds: 

• Wou ld be opposcd by b:1nks which would no longl.!r serve as deposi to ries 
of public monies, including some local funds in the cast! of the Wisconsin 
local government investment pool; 

• Would be more difficult to implcnll'lll if cenl ra li 7.cd , computerized nc· 
counting procc:clures were not in use : 

• Woul<l be alm0st impossib le to implcmc11l ir the number of bank ac· 
counts cnnnot be k..:pt to a 111i11imum, preferably nrw or two; 

• Would be o pposed by :tgt• nch.:s '' hich :ire now m:111agi ng the :1ssc ts of 
r'\! lire 1111!11 t fund s. 

i ~ 



I. 
INTRODUCTION 

The State r:if Wisconsin Investment Board manages assets of nearly 
$2.75 billion (6-30-75) which earn about 5175 million (based on a 
reported rate of return of 6. 7 percent). Annual gross purchases and 
sales in fiscal year l 975 approximated S 12.75 billion. In addition to the 
millions of dollars earned from investing the assets o f several retirement 
funds, the Wisconsin Investment Board earns millions uf do llars by 
investing idle cash balances of 34 pooled accounts, including the gen•;raJ 
fund. In 1975 the average daily balance in the state investment fund 
was $614 million. The return on these particular investments exceeded 
$54 million- $28 million for the state general fund and about S26.5 
million credited to the other pooled nccounts.1* 

By way of comparison, S28 million is more than the combined 
amount appropriated from the general fund to the following Wisconsin 
agencies: Banking (S3.5 million). Insurance (S9. 1 mil lion), Regulation 
and Licensing ($4.9 million), Local Affairs and Developmen t ($5 .1 mil­
lion), and the Executive Offices (S3.4 million). 

Not only docs state law authorize the investment o f almost nil state 
funds, enabling legislation recently authr; ,1 ·cd the Stale of Wisconsin 
Investment Boa rd to invest bank balances upon which th trensurer has 
written a check, but wltich from experience the treasurer knows will 
no t aclually be p:iid out by the bank for several days. In other words, 
Wisconsin invests ib "lloat" in a manner similar to large corporations. 
In Wisconsin, 1hc check t1oat avcr:igcs about S3.5 million per tl ny. If the 
present 7.44 percent rate of return on short-term investments pn:v:.iils. 
the check float would return $_64 ,000 to thl! Sta ti.: - a sum equal to 
about 45 percent of the invcslmcnt board's budget. 

Since March 1976, the State, through th l! tn.::is11rl.! r and investment 
board , has begun investing idle balances of local governments. Numer­
ous cities are participating in the pro~arn. One city report s earnings of 
S62,000 on .1 one-month investment o f $9.? mill ion. 

There un: a lmos t no majo r governmentnl retirement fund s in Wis­
consin who~ assets :ire not managed by the in vestment bon nJ . It abo is 
wide ly believed that there arc almos t no idle c:1sh balances or slacc 
agencies. The budge t o f the board was S576.000 in lisl'al year 1975 
inc1uding s:i laric~ and benefi ts of 28 emplorces, lrave l, lite cost of 
investment !.crvices and outsidc i11 vcstm c11t counse ling, nnd various 
other items assoi.: ialctl with housing and support i11g the staff. The 
$576,500 budge t 111 Cilll '> tli :t l lh t.: direc,;l acl111i11istr:.1 tivc wXpenses of nt :H1-

agi11g $2.75 billion i11 :tSSl! lS was ;1 very low .02 pcrcenl. This ratio 
compares favorably with .2 lo A percent com111011ly founll in pri vJ te 
fmancial insti tu1 io 11s.2 

The investment program in Wiscon-;in is 1:1cilitatcd by stall! Jaw <­
tha t requ ire ct!11lralizcll d hhu r~emcnts and cl!nl r:tli7.cll ri4l!cipcs. All 
checks arc signed by the state t n~a!\urcr in oni:: form or anolhcr. All 
agencies must deposit rccdpls :ll le:tsl wei::k ly an<l :111 even '>hon er t i111c 
lapse prevails in the C:l !..C o f ~omc b rgc a111o u11ls. J 

Ano ther impurlanl f'.11;ili1:.1tor is clcc tmnic datu processing whkh i!> 
used t hroughou l the accoun t i11g a 11d report ing process. 

The "stotc working ba nk" also plays :in impo rtan r role in the invest­
ment program . This bank, sclt.:c. h:d :i t jbout six·yc::ir in terva ls, is the 
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only depository for state money and .it provides a variety of services 
'including lock buxes, te le.~aphic money transfers, messenger deliveries, 
credit for after hours deposits, daily reports on the collected cash bal­
ances, and other specified 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. 

Within its various portfolios, the investme··tt board invests in stocks, 
corporate bonds, short-term and long-term obiigations of the U.S. gov­
ernment and government agencies, repurchase arreements, real estate 
mortgages, commercial paper, and private placen~ents. Bankers may 
lobby against red~ctions or elimination of state and municipal demand 
deposits and some legislators may o~casionally inStst that Wisconsin 
companies should get preferential treatment in the board's irvestments, 
but in the final analysis the direct, measurable economic: benefits of a 
sound investment program have prevailed. The income from interest 
and capital gains has been substantial. Furthermore, the results compare 
very favorably wit!: similar programs in the private sector, both from 
the standpoint of r.1te of return and costs to administer the program. 

In the followir1g section, the organization, administrative proced­
ures, lega I authoricy, and investment policies of the board are described. 
Additionall;, there arc separate sections devoted to the municipal in­
vestment pool and the Wisconsin state working bank. 

•footnotes for this report :ippc:ll on p3j;ll$ 24-:?.S. 
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II. 
INVESTMENT 

BOARD 
RESP 0 NSIBILITIES 

The statutes assign extremely broad investn1ent respon:...bilities to 
·L - ~oard and also give it responsibilit:' for the selection of the state 
working bank. Section 25. 17 (l) (a) through (zm) enumerate the funds 
over which the board shaU "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 bo:ird 
is under the control of the Board of Commissioners of Public Lands and 
the University Board of Regents. 

Retirement Funds 
The major investment program involves the management of the 

assets of the State and Municipal Employees' Retirement Fund, the 
Milwaukee Teachers' Retirement Fund, and the Wisconsin Teachers' 
Retirement Fund. On Janu:iry 1, 1975 , these three large retirement 
funds were merged for investment purposes into two categories-a fixed 
fund and a variable fund. The fund with the fixed ret irement benefits 
has a broad mix of investments that include bonds, stock;i, mortgages, 
and real estate ho ldings. By contrast, the variable iund is restricted to 
equities, primarily common stocks. finally, the bo:ird invests the asse ts 
of three smjller fund s. the Stace Life Fund, the (nsuram:c Fund, and 
the Historical Society Trust Fund. Invcscmcnt of these fund s is 
accounted fo r St!paratcly. 

State Inves tment Fund 
Another important investment ac t;"ity pl~rtains to the Slate or Wis­

consin Investment BoanJ's exclusive jurisdiction over and management 
of the State Investment Fund. This fund consists of id le cash balances 
pooled from 34 individua l state accounts, such as the general fu nd. the 
conservation fund , the stale property insuram.:e ·fund, and tlh~ highway 
fund. Because or the need for ncxib il ily, the emphasis is 011 s!1orc-tcrm 
im·estmen ts- rcpun:hasc agrccmcncs (usually a short-term invcstmcnc 
with :i bank which is secun:d by U.S. T:casury bills), rcvcr:,c rcpur..: h:i st: 
agrecrne11ts, commercial papa, certificates o f depo '>it , bonds anJ notes 
of U.S. govcrn1111.:nt agcnd1.:s, and U.S. Treasury no•es and bills. At one 
point in Novemb1.: r 1975 , the St:itc Investment Fun 1 to taled $830 mil· 
lion. The :ivera gc daily bal:tncc invested was $6 14 111illio11 . The hi ~h 
short-term incNcsl races o f FY 1975 permitted returns o fS .89 percent 
or SS4 million. 

Local Government Jnvco;tmcnt funds 
Recently a chircl in vestment pool h:1s bee n authorized a •1c.J rcspun:,i· 

bility for it s 111an:1gc 1111:11l given to til t: Stale of Wiscon:;i11 l11 vcs1111c111 
Board. This l'und co nsists o l' money clue local i;ov.:rnmcnt , through tax 
sharing, bu t left with th l! st;lle treasurer fo r subs~quenc IJoarJ i11 vcsc­
ment - usu:.11l y shorl ·tcrm. Sec Sc1: tion IV or this report fvr :.1 dcs~rip­
tion or this newest :ispcL·t in thl! innovative Wisconsin investment pro­
gram. 



Investing the Float r. 

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 treasurer'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 undeposited or are in 
the process of clearing. Prior to a legislative enactment in 1974, the 
State of Wisconsin wast arred from investing the check float. The attor­
ney general had ruled j\at all funds disbursed by check had to be 
payable on demand. Because the State of Wisc"rnsin 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 considernble 
economic importance. The procedure for in· ting the float can be 
illustrated by an example of state employees' payroll checks. If payrc1U 
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; Jn additional 28 percent will clear on Monday; 40 percent 
will clear - :i Tuesday, and the remaining checks will trickle in later. 
Therefore, about 68 percent of all payroll funds c~n be placed in short­
term investments by the investment board for four days (Thursday to 
Tuesday). The state treasurer's office, after receiving the state working 
bank's daily report and computing the check float each day, will in­
clude these funds in the amount availab le for short-term investments 
and tr~rnsmit tltis information to the investment board's short-term divi· 
sion. 

There is no danger of overdmfts in the normal sense because the 
St:ite maintains approximate ly SI 0 million as compens:it ing balance at 
the working bank. If the compensating balance goes below the mini­
mum requiremen t, a charge is carried forward the next montJ- against 
the State's account. 

Revenues gench1tcd by investing a State's check float will vary 
depending on the averJge daily noat and short·tcrm interest rares. In 
Wisconsin, with an average daily floa t of S3.5 million, the annual in­
come generJted would be as fo llows based on various short·tcrm inte r­
est rates (income computed on 360-day basis):4 

5 percent S 177 ,000 
6 percent S2 I 2,000 
7 perrcnt S2·i5,000 
8 pen ent S283,000 
9 percent $3 19,000 

I 0 percent $354,000 
The most recent return on the State Investment Fund w:ts 7.44 percent 
which, if m:iintaincd fo r the remainder o f 1976, would bring the Statc 
nearly $264,000 th is year. As one Wisconsin official noted , "With re­
spect to the over $3 million per day typically tied up in check float, the 
situation is simple: either the bank makes money on it or the State of 
Wisconsin dors.''S 

State Working Dank 

One other import:int , but 11o ninvcst111enl·rcbtct..I, function assignct..I 
by the Lcgislawre to the board is the d ·~signation of the s t ~tlt! working 
bank. This bank is the depository for ull of the State's fund s. With few 
exceptions, it provides the State wi th ~ II its banking 'icrvices. Sc:c Sec­
tion V of this report fo r a descrip tion of the state working bank. 
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Development of the Wisconsin Investment Program 

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

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

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

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

By 1958 , the third of the major rctir·~mcnt fund s, the Milwaukee 
Teachers, placed its assets under the bonrd 1

:; control. 
The actual physical sto1~ge and hartd!.ng of securities by the st:.i te 

treasurer's office emlcd in 1970 when the Legislature authorized the 
board to maintain an ;iccount at ~1 non-Wisconsin bank. In that year, a 
custodian account was opened at a New York City bank for equities 
and a couple o f years later an ;,iccount for bonds was established at the 
same bank. 

Jn the past three years, the trustees have preparrd a policy manual 
delega ting considera ble authori ty to tht: staff;6 the State has begun 
investing its c:ish flo:it; the local government invest ment fund :· l:;o hus 
come into being; investment i11 longer term U.S. government ob li {:.t '. ions 
and unsecured notes o f co1vor:1tions including certificates of ocpvsit 
has been authorized along with reverse repurchase agreements in 1 gen­
eral effort to allow greater earning power and Jlcxibility in shorHerm 
investments. The three major retirement funds have bel!n merged for 
investment purposes greatly reducing the accounting work and c11abli11g 
the fixed portfolio to be improved by amortizing ga ins and losses ovcr ;1 

period of slightly more than 14 years (st·c page 00). 

The Politics of lnv~sting St:l tc Funds 

The investment board is apo Ii t icnl ant! most observers agn' c lha l 
politica l pressures arc minimal. However, with this much mont!y, there 
are always in tercst group:; e nde;1 \'Oring to have t hc funds bencfi t l hem 
or their causes. Two groups hnvc, in fact, "borrowed" a substantial 
portion of lhl! General FunJ portion o f the stall: invt!s£mcnt povl: (I) 
the board must make nvailabk al lhe requt:st of the Oep:m111c11t of 
V\!terans Affairs up to SI 6.5 millio n fo r the purpose of hous in~ kl:tns 
to veterans, and (2) upon the p•qucst of the higher ed uca tional Jids 
bo:ird a cumulative to tal o f 11ot mart: than S55 million for loans to 
needy students.7 
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Not surprisingly, some underlying pressure is reflected in some legis­
lators' views-to increase the percentage of brokerage business done 
with Wis{:onsin brokers ~nd to give preferential treatment to Wisconsin 
companies when makin& loans and investments. In addition to the pres-
sures for geographic preferences, there are from time to time pressures 
to give preferential treatment to minority businesses, and to avoid in- e 
vestments in companies engaged Jn "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 r.conomic deci-
sions. An 8.26 percent return is an 8.26 percent return and it is better 
than a 7 .26 percent return. · 

Although investn1ent directors do not in fact give weight ta social 
criteria the Board of Trustees cannot and does not take a "public be 
damned" attitude. It is ClWare that it operates in a political en\'iron- • 
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 appointed by the Governor to staggered six-year 
terms. The seventh trustee is the secretary of the Department of Ad­
ministration or the secretary's designee. Four "public" members must 
have at least I 0 years of experience in financial matters (Wisconsin 
Statutes 15.79[2]), and the other gubernatorial appointees are nomi­
nated by the Wisconsin Teachers' Retirement and the State Employees 
Retirement Fund, respectively. The trustees genernlly meet for two 
days a monrh. 

St3ffing. 
Actual investments- purchases and sales- are made by the staff act­

ing under general policy guidelines set out by the seyen-memher Board 
of TrnsteQ.9 The staff is headed by an executive director who serves at 
the pleasure of the trustees. The staff presencly numbers 28, and one 
more position has been authorized for the 1976-77 fiscal year. 

Reporting to the executive di1ector are five investment direc tors, 
each of whom is responsible fo r a three- or four-person division. The 
investment directors :ire :ippointctl by the executive direct r with par­
tic ipation of the trustees. The investment direc tor positions a rc part of 
che Wisconsin State Civ 'I St:rvice System antl incumbents. after a prob:.i­
tionary period, 1.:an only be tcrminakd for c::n1:;c. (Poor perfo rmance 
can be cause and invest ment direc tors h:ivc been terminated on that 
basis.) In uddition 10 the invcst rnc11t direc tors, th t.: re is :in administrative 
officer who is in dwrgc of office operations such as pcrsonnd, :.ic1.:ou11t­
iug, secretarial, and dcrical services. 

The slru..:turc vf lhc organization is in the process of l' hanging. I\ 
research divisio n is being crea ted which will consist o f a research d irec· 
tor and four analysts. Previously. lhcrc were two research analysts and 
they rcportl!Li to the invcs trnl.! nl director for stocks. Under the rww 
::irrangemcnt, they will con tinue to analyze industry groups, but as the 
change suggests, will provide suppo1 t services to ail fiw investment 
direc tors. 

Despite the t.:X istc111..:c o r th1:se rt!sc:irch sped:i lists. the board pr i­
marily n:lies on Ncw York and sclcctcd regio nal inv..:stmcnt hanking 
firms for f'irsthand rcsc:m.: h of particular l'ompanics. 

Salary ranges for top posi tions arc shown below. Whik i1 is gener­
ally agreed that sal:lrics for compar:1bk positions in 111~· private sec tor 
:\re higher, the investment board is ab ll.! to fill its positions witll rompc­
rcnt indi•1iduals. 

Posifi()11 

Exc<.·u 1 iv·~ Direc tor 
l nvi.:·;t mcnt Di1ct·1 irs 
Rc!-.t:arch Dirci: tor 
Sl."ll ior Rt:S{!:t rd t Analyst 
Ju11ior Rcsl!a rch /\ n:ily:-; t 
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Salary Range 

s.n ,06~ - S43 .soo 
S28,51 '2 -S39,912 
Sl7 ,0 16-S23 ,8'20 
$ 14,3 16 - $'20,040 
$ I 0.368 - S 13,896 



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

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

Long-term investments for the fo,<!d fund are generally invested by 
the .Bonds, Private Placemen ts, and Mortgages divisions. The short-term 
investment division is responsible for investing the 34-fund pooled ac- • 
count, the "float" funds, and the new local government investment 
funds. 

Table 1 shows the diversified types of investments managed by the 
State of \Visconsin Investment Board. 

Table 1 

State of Wisconsin Investment Board 
As.<>cts Under Management 

(June 30, 1975) 

Public Bonds 
Bonds, Private Placemen ts 
Stocks 
Mortgages 
Real Estate 
Short-Term 

U.S. Treasury Notes & Aills 
Government Agencies 
Commercial Paper 
Repurchase Agreements 

$829 ,000,000 
322,000,000 
876,594,000 
174,51 3,000 
26,283,000 

488, 190,000 
40,100,000 
86,670,000 

105 ,945,000 
255,475,000 

Source: ~ilnlll of Wi$Consin Investmen t Donrd,/11111110/ Report Ycnr Ending 6-30·75 

Investment Division- Donds 

Bonds are a maj<>r part of the fixed fund portion of the long-icrm 
invest ment portfo lio. During FY 1975, the Wisconsin board invested 
$90.7 mi llion in publicly issued bonds and 545.2 million in pr ivate 
issues. All bonds account for approximately onl!·half of the long-term 
:issets m:in:iged by the board, Sl,150,955,949or51.8 pen:enl on June 
JO, 1975. The public bonds portion was $829 rnlllion. 1 nterest income 
on public bonJs wa!' $36 million for the fisc:il year. 

Investment in corporate and gowrnment bonds is not unique to 
Wisconsin. In Wisconsin, specific authority to invest the fixl!d retire­
ment investment trust, the state life fund, and the veterans trust fund is 
contained in Section 25. 17 (3) (a) of the Wisconsin code. Statutory 
limitations on such investments arc spelled Ol t in Section 206.34 of 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 percent of its 
assets in any one company nor may it invest in a company that has 
defaulted in the payment of principal or interest on its indebtedness 
within the past five years. 

In addition, under the policies established by the Board of Trustees, 
all bonds purchased must be rated by two approved rating organiza­
tions. With regard to AAA bonds, no more than 2 percent of the fixed 
funds assets may be invested in any one issue; for 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 fasues of Wisconsin companies. 
However, it is the practice of the Bonds Investment Director to try to 
give Wisconsin bond dealers 50 percent of the " new issues" business 
where possible. To give Wisconsin dealers most of the bond business 
would preclude the division from receiving the research of New York 
based brokerage firms. The bond portfolio is now computerized by a 
brokerage house and each month a printout of the bond portfolio is 
sent to the investment board. 

Transaction Amortization Account 

The 1975 mt!rger for investment purpos1~s of the three major retire­
ment funds facilitated another important change in investment pro­
cedures, particularly in the purchase and sale of bonds and stocks. It 
enabled the board to create a ''transaction amortization account" 
whereby profits or losses from the sale of assets are spread over a 
14-year period. Traditionally, most agencies investing public funds have 
applied profits or losses resulting from the snle of assets to the earnings 
of the year in which the sale occurred. One result was a certain inncxi­
bility in portfolios since most portfolio managers were reluctant to sell 
assets resulting in large "book" losses that would be charged to the 
current year's investment income. 

By merging the three ret irement fund investments, it was no 1011ger 
necessary to maintain records on each series of assets held in the port­
fo lio. All gains or losses could ue debited or credited to one account. 
The nc;<t step was to amortize all profits and losses at the rate of 7 
percent annually, or sligh tly more th:.1n 14 years for th~ fixed retire­
ment fund. 

Among advantages reported .•re: ( 1) savings in work load. time and 
dollar costs 1,,. no longer amortizing each securit y, (2) a smoother, 
more representacive and equi labk annual income, and (3) grea ter flexi­
bility in bond portfolio management. In f:H:t , the Wbconsin board re­
ports that in the tirst six months :1ftcr the new accounting procedures 
were instituted, 24 s~varate "portfolio improvement trnns::idions" 
changed the average annua l yie ld on these investments from 7 .633 per­
cent to 9.007 perce11t. Thi.: book loss was $4 million, $33.4 million par 
va lue sold and reinvested in bonds having a $29.4 million par v::ilue.1 1 

Investment Division--Stocks 

Common stocks comprise almost I 00 percent of the ' 'varbble 
fnnd" and a substantia l part of the "fixed fund." In FY 1975 , fo r 
example, 28 percent of the board's fixed fund cash was invested in 
common stocks. During the foca l yea r, common stock purchases to­
t:lled $152 million, and total sales were S 102 million.12 As of June 30, 
1975, stocks accounted for 39.S percent of the Stute of Wisconsin 
Investment Bonrd's long-term assets (variable and fixed funds) :.111d were 
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valued at $876.6 million. In the fiscal year, che market value of the 
stocks in the fixed fund rose 20.8 percent and variable fund, 25.3 
percent compared with a 16. l percent of the S&P 500 lnd1..x-the most 
commonly used measure for evaluating performance of the Stock Divi-
sion. e 

Stock transact:ons are made daily and net purchases average rough­
ly $30 million a month. Commissions approximate $ l million ·annually 
in return for which the Wisconsin Investment Board receives consider­
able research. 

Wisconsin's law [Chapter 25. 17 (3) (a)] specifically provides that 
funds in the fixed category from the three major retirement programs e 
may be invested in accoirdance with 1969 statutory provisions [ Chapkr 
206.34]. The statute states that purchases of stocks can only be made 
from companies whose (:arnings meet cert:iin specified criteria; no more 
than 1 percent of the investing agency's assets may be invested in the 
common stock of one cc1mpany; nor may the equity position exceed 15 
percent of the company's assets. e 

The Board of Trustees has <' -~ legated to the staff (Investment Direc­
tor-Stocks) authority to purchase or sell stocks. However, stock pur­
chases must be from the trustee-approved list of 206 companies. The 
investment director mu:;t also adhere to the trustees' policy limiting 
stock portfolio assets in any single industry to 15 percent, and no more 
than 30 percent may be invested in any one of the following broad e 
categories: basic industry, consumer, technology, government regulat-
ed, and financial.13 

The investment director reports that these constraints cause no par­
ticular problems and that the stock portfolio includes ownership in 120 
companies.14 A major criterion of the investment director is that an $8 
to $ J 0 million equity position will be possible in any company whose e 
stock they might purcha~;e. Because these stock investments usually do 
not go directly to companies, there is no pressure to buy the stocks of 
Wisconsin companies. 

Investment Division-Private Placements 

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

The division currently has outstanding Joans to 300 companies e 
across a variety of industriec;: railroad, oil, savings and loan, foundry, 
reta il chain, utility, and various manufacturing companies.16 Loans are 
not ti::stricted to Wisconsin; the majority of private placements arl.! in 
other States and Canada. 

Criteria for a private placement investment are rather strict. The 
two most important ratios analyzed are that long-tem1 debt will not • 
exceed 40 percent of tot:il capitaliz:ition and that the sum of pretax 
earnings and fixed charges will be three times the fixed charges for the 
last two years (a 3 x rixcd charge cover:ige ratio). The minimum loan is 
$2 million and no crcdil ruling of k ss than Baa will bt: considered. 
Placements cannot be used as venture capilal-- no loans can be made to 
companies in existence for Jess than five years.17 • 

If the app lica tion ha:; met this initial set of criteria, placement 
division staff request addil ional financial material and check m:iny stan­
dard accounting measure~: such as rate of return on sales, opera ting 
margins, tax rates. and cush now position. Also, the staff will consult 
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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
ments division for not loaning more money to Wisconsin firms. Conces­
sions in the quality of the company or in the quality of the loan have 
not been made for placements in Wisconsin, but there are some allow­
ances made for Wisconsin· placements in terms of company size and 
requested loan figures. For companies outside the State, the minimum 
loan is $2 million, and only those whose annual sales are at least $40 
million are considered. Wisconsin-based companies may request a loan 
as small as $1 million provided their annual sales are at least $1 S mil­
lion. Recent loan yields have averaged nearly 10 percent and it is esti­
mated that fewer than I 0 of the 400 loans outst~nding are problems. 

Investment Division-Mortgages and Real Estate 

At present it is the board's policy that mortgages and real estate 
investments shall comprise between S and 25 percent of the fixed-fund 
portfolio. On June 30, 1975, ne·arly $200 million was invested in mort­
gages and owned real estate. Return on mortgage and real estate invest­
ments exceed that of the bond division. The average return on the 
mortgages division's portfolio wci.s 7 .34 percent as of June 30, 1975. 

A detailed set of guideHnes is used by the three staff members of 
the division in determining which mortgages and re~d esta~e opportuni­
ties will be funded.ls As with the other divisions, all investments of the 
mortgages division must conforr.:i to the broad specifications for in vest­
ments set forth in the 1969 statutes.19 

There is a broad diversity of mortgage fundings. In 1975, over SS 1 
million was loaned to 16 income propcrties- t wo shopping centers, 
eight apartments, two warehouses, a medical clinic, a nursing home, a 
manufacturing facility, 1nd a pa::ticipation in a loan on an office build­
ing. While there is an emphasis on mortgage:; :111d real estate investments 
in Wisconsin, more than 75 percent of the division's portfolio is placed 
outside the State. 

Investment Division- Short-Term Investments 

The short-term division has respunsibility for investing the state 
investment fund which consists of 34 separate accounts such as the 
general fund (including the check noat), highway fund, local govern­
ment pooled iJwestment fund, and cash o f the retirement systems prior 
to its long-term commitment. A~sets managed by the two mc-mbers of 
the division vary from 5600 million to $1 billion. As of May 15 , ap­
proximately $775 mi ll ion was invested by the division. Daily purchases 
and sales average approximate ly S75 million, and the short-term port­
folio turns over every few weeks. 

Return Oil the state invest1:1ent fund was 9.0'2 perr;ent in fiscal year 
1974, 8.89 percent in fiscal year 1975, and 7.44 percent in the most 
recent quarter t:nding March 3 1.::0 The: 7 .44 percent rate of return for 
the recent period, as other state o fficia ls will nott!, is an excellent return 
since it was 1-1/::1 to 3 perceni: grea ter than interes t rates gener:\lly 
a•·ailable to l:uge cities. Declining shorHerm rares in the last 18 months 
arc attributable to national trendL 

A variety of short-term investment devices ·arc used: governm~nt 
agency paper, bank certificates c1f deposit, open day-to-clay and tum­
repurchasc agrct:mcnts, commercial paper, ant.I reverse repurchase agree­
ments.2l In mid-Mily, the assets were distribut.:!d as follows: govern­
ment paper - $590 milJion ($85 millio n was invested in a singk U.S. 
treasury bill); ccrtilicates of deposit - SSS million; open end repm-
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chase agreements - $60 million; and commercial paper - S70 million. 
Usually no investments under $I million are considered, or agreements 
under $5 million made. 

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

Investments are selected by the short-term staff from information 
suppHed by brokerage houses and from ~tafrs own knowledge of the 
short-term markets. The board's in-house research staff is not u.ilized 
regularly because forecasting is less useful for shorHerm investments 
than for Jong-term bonds and stocks. 

In the future, the short-term division, in hope of increasing its 
options and of obtaining an even greater return on the investment fund, 
will request authority to invest in bankers' acceptances and "Eurodol­
lar" certificates of deposit (the debt securities, in U.S. doUars, of over­
seas branches of U.S. banks). The ability to sell short i11 tl1e 1Parket also 
is a possible future investment avenue of the divisi0n although the 
board's trustees have not yet given their consent for this more sophisri­
cated and greater risk investment activity. 

Administrative Expenses 

An important feature of the investment board's operations is its low 
administrative expense. Table 2 compares the board's assets to expense 
ratio with those of private insurance er rnpanics ~1 nd nonprofi t invest­
ment operations. The Wisco11sin Investment Board's expenses are pro­
portionately lower, and in all but two cases (College Rcti1..:mcnt Equi­
ties Fund anti the lllinois Investment Board) the board's cxpcns\! ratio 
is one-fifth that of other organizations. 

Tahle 2 

Ratios 01 A!i.\Cls lo Expenses, Selected Compurisons, I 'l7 J 

INVE.'iTMEN7 
INI 'l:.'S7i\/l:.'N7' E.\'1'/:'.VSES 

ORG1INIZA TION ,r~:'IETS {£.'<Cl .. 7i l.Y£S) 1'£1<Cf.W/' 

Acaci:i Mutual Lifo .~ 607 .88 1 ,0'>8 s 2,77·1,00·1 0.45o% 
J\llslotc Life lnsur:incc 357 ,67·1,0~o 415 .0'.!J 0.116% 
Aid Ass1..c. for Lutherans 1,086,94~,li'l I I , 17'>.078 0. 136% 
Connecticut Mutual Life J, 11 6, 7ol0,M6 57,0li.!,9·1·1 1.83 13 
Continental A s.~urnnr1• 1.8 1$,404 ,1 88 4,1 38,855 o .2:n~:. 
Eciuil:ib:c Life Ins. 14,97 1,95 1,691 57,530,7·12 0.31M% 
Franklin Lire Ins. Co. I ,tl)J,091\,81)1 ~.75·1,778 0.10 .?1;:, 
John llnncock Mutual I0,'.'191,836,359 ~9 ,.114 , 1 66 0.183% 
Lincoln Nnt'I. Life 2.-110,H0.~8(1 J,6·19,S:?ll 0. 15 l ',';1 
MJss. M11t11al Life 4.795,468,87·1 17,907,41)2 O.J7Ji;;. 
Metropolitan Lifo I n~. J0,286,075,837 1/IJ,071, 17·1 0.327% 
Mutual Life or N. Y. ·I ,04-4 ,50•1,2 JO I <> .058.41J7 0.J97% 

College: Ret irement 
Equi rics Fund 

Teachers Ins. & 
s 2,Ci00.05<1.23 I s l ,11 11,55~ 0.062% 

Annuity 1\ ssoc.:. J,3 70,887 ,O·l5 ·l,657 ,94·1 0.138<;1. 
Ill inois Investment Do:uJ 793.726,99·1 6·13,628 0.081 1

;;, 

I n.1 l11vcst mcnr l.lo:ird 2.S 10,3(11.00U 5 24.468 o.o~os~: 

Suutr~: h111ron1111 lno·ritmrnt fl•""" 
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' ·' 
The investment board's administrative expenses are two cents per 

$100 of invested assets. As Table 2 shows, in 1974 administrative ex­
penses stood at .0208 percent of assets. This represents a slight decline 
over the past decade, during which time assets have tripled while staff 
has doubled. In 1965, the percentage for administrative expenses was 
.0289. 

Several factors may account for the board's low administrative ex­
penses. First, the number of staff and their salaries are les: than com­
parable to private financial institutions. Second, because nost funds 
managed by the board may be pooled, there are signific~ nt benefits 
achieved by a concentration of capital in terms of broke : and trader 
commissions. Third, the boi:lrd, by oeing a large institutionr I investment 
operation, receives research and related services as a result of its com­
m~<>ion fees, that is, no cash oucJay. Fourth, the board, like most state 
a~~ncies, minimizes expenses for amenities and other perquisites.'.!2 
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IV. 
STATE-LOCAL 

FISCAL 
COOPERATION 

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

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

Legislalion authorizing the pooled inveslment fund was first intro­
duced by the state treasurer in 1967 but was withdrawn after 11 cluys 
because of pressure from the banking community. Because of a tempo­
rary (I 5-day) cash now problem in Wisco nsin state governmcnl, the 
program was revived with modificntions in the spring of 1976. The 
State, which needed cash to disburse real property tax credit payments 
to local governments, was and is prohibited from borrowing more lhan 
SI 00,000 for current ob li 1;.i lions and is prohibited from intcrfund 
transfers. Therefore, local n · unic i1~ tlitics were faced with receiving a 
prorute<l nmount of their slw·ed tax ..:s. State officials, however, know­
ing thut Wisconsi!I municipalit!"<: co llec ted their main revenues - prop­
erty taxes - prior to Ft:bruary 28, reaso n~~ that the temporary 1.:ash 
now crisis cou ld be averted if enough rnun ic:iua lities would Jcfor rt.:­
ceiving their sta te payment for two wt.:eks. As < n inJuccment for such 
" loans," Joc:i l governments wou ld receive interest equivalent to that 
received on short- term investments of the invcsti:1cnt board. Nineteen 
local governments left their fund s with lhc State, and the tcmpornry 
cash llow crisis was solved. 

Tht.: pookd investment fund passed the Lcgislalu11! umlcr propitious 
circumsta nces. There was a fi scal crisis situation and the Stut·;'s bankers 
were unorg:t ni7.c<l. While conditio ns in otlll!r States may not be simil.1r. 
the cconomk benefits produced hy establi shment of a pooled invest­
ment fund might be sufficiently compelling to overcome opposicion.:n 
A major hurdle in Wisconsin was obtaining the support of local officials 
who were c('l nccrnc<l about allowing the State to retain their fund s in 
the pool. Thl' local treasurers' association wcn t o n record opposii1g the 
investment pool. Opposition to Lhl.! pooled investment trusl was soft­
ened, however, by also providing for an invcstml.!tlt trusl f'u11d which 
would require individual accou11ts for each locality's funds and for a 
spccifit:d timc. If used, the lrusl fund will no t o ffset the Slal c's cash 
now problem si nce these fund s will be lict.I up for specilicd periods of 
I ime and lhus be unavail:!blc to the S t ~irc. 
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P!:ovisions of the Two Local Funds 
Senate Bill 788 specifies the major similarities and differences be­

t\\.\.~en 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 administra tive costs. 

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

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

How the Pooled Inves tment Fund Works 

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

OperationalJy, the deposit and withdrawal system is quite simple. If 
a loc::il unit of government is depositing money in the pooled invest­
ment fund from its state shared taxes, that government gives the sta te 
treasurer written instruct ions 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 trc:.lsurcr would ask the local government's commer­
cial bank to transfer the funds to the state treasurer for deposit in the 
investment pool. The investment board will rece ive its informa tion 
from the treasurer's office and it will be included in the daily total cash 
figure which can be invested. The investrn:;11l boi.l rd is not notified by 
the towns directly. 

For withclrnw~tl s, the same p.occss would be used. If notice of a 
partial or totul withdrawal of the municipality's fund s is made by I 0 
a.m .• the state treasurer's office will issue a check that same day and 
transfer by telegraph the funds to the working bank of the local govern­
ment. If the check cannot be issued until the next clay, the local !;Overn­
ment also would be credited with an additional day's interest. 

The interest earn ings are computed on an average yield for a quarter 
and are based on the aver;ige daily balances of each participant's share 
of the short-term investment fund. Computer programs are used co 
determine the balnnct:, deposits and withdrawals on a daily basis for 
each local government. 
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Advantages of the Pooled Investment Fund 

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

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

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

Officials in the Wisconsin Department of Administration conducted 
a comprehensive analysis of local government investment practices and 
discovered that 8 1 cities and 67 percent of all towns and viUages in 
Wisconsin received no interest income in the 1974 calendar year. M:my 
local officials simply placed idle cash reserves in noninterest bearing 
demand account!> in local banks. 

Local governments should get higher returns on their funds because 
the investment board can invest in high-yielding, short-term investments 
such as repur.:hasc agreements and commercial paper, because of lower 
dealer fees and because of the greater expertise of the board's profes­
sional staff. For example, because loe3l governments will rece ive the 
same rate of return n:gardlcss of whether they invest $2,000 or 
$200,000 (that is, there is do llar avcra(!ing across investors), smaller 
towns and villages most likely will reccivl! higher interest than if thcLr 
accounts were invested scparn tcly. 

In addition, the pooled invest ment fund, by providing local officials 
an alternative investment op tion, may force banks to pn)vicle more 
services to local governments in orda to maintain the locali ty' operat­
ing funds. 

For some municipal it ies the flexibility of the pooled investment 
fund will permit an in tegra tion of local governments' investment poli· 
cies with their cash flow system. As noted previously, loca l govern­
ments may invest fund s for any umount of timl! - onc or twv days or 
much longer periods. This "variable date" provision ensures that munic· 
ipa lities will not be penalized for early withdrawal or caught in a cash 
flow problem because of illiquid investments. In fact, the liquidity of 
the short-term invP.stments and the mechanism for rapid transfer of 
funds from the state treasurer to local treasurer will enable local govern· 
ments to receive their funds on the same day or one day after their 
notice of withdrawal. 

Costs involved to state ::ind iocal governments.from the local govern­
ment pooled investment fund arc nominal. Local governments, in fact, 
incur only the costs of a phone ca ll or post::ige for a let ter to the state 
trcr.surcr. The slate inves tment board, as stated in the legislation, will 
deduct u maximum of 0ne-fourth of 1 percent of alt earned ir.tercst for 
administra tive ~xpcnsl.!s. It is anticipated the act 1at aclministrati' e costs 
will be signifo:antly less tha11 tlti~ :i rnount. 

14 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 



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

The Investment Trust Fund 

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

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

If most loi: .. 1 governments use the trust fund for long-term invest­
ments (over six months), the administrative task would be manageable, 
although still an add itional burden to the investment board. If locul 
governments wish their funds to be managed and roUed over frequently 
in short-term investments, the board might be overwhelmed, given pres­
ent staffing.24 

Initial Results of the Pooled Investment Fund 

The pooled inves tment fund became effective March 1, 1976, with 
$61.5 million in deposits from local governments that lcit their state 
shared taxes with the State to assist with cash flow problems. Aftcr the 
temporary cash emergency, loc;1l governments withdrew over $45 mil­
lion. Five cities kept their sh:1rcd taxes in the investment pool during 
the month of March and received n 7.44 percent rate of return , the 
overa ll short-term investment yicltl for the first three months of 1976. 
Madison, Wisconsin, c:irncd approximately $62,000 on its one-month 
investment of S9. 7 million. 

Overa ll, the pooled investment fund has been well received, :rnd 
now, nftcr the initkil period of communic:itlng the decails of the pro­
gram to local officials, participation is iJ1crcasing. In one two-\\!e~k 
period in mid-May, 26 additional local unit s of government invested 
cash in the pooled fund . As of July 12, 1976. local governments had 
nearly $28 million in the fund .25 
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Start-up costs ot' the pooled fund were minimal as coordination for 
the progr?.m involved no budget and limited staff time. It appears no 
addition?.l state employee must be "'lired for investment purposes. One 
person may be hired to serve as the principal information and resource 
contact for local governme:-1ts although a f mal decision has not been 
reached. 

Few complaints have surfaced to date. One city treasurer who has 
left shared taxes in the pool and also has transferred an additional $2: 1 
million of the city's cash to the pool sees only two needed modifica­
tions. First, according to this official, the investment board should 
disseminate brief biweekly or monthly reports on what types of short­
term investments are being made. This information, he suggests, would 
be useful for his 0wn investment operation and could also be used to 
inform the elected city officials that the pooled fund will provide a 
superior economic return.26 

S?-condly, the city treasurer hopes that when local governments 
withdrnw their funds from the pool, the interest will be returm·d im­
r.1ediately with the original funds. Currently, earned interest will be 
returned at the end of the n.:xt cal~ndar quarter when the investment 
board computes the rate of return c. n short-term investments. Local 
treasurers can, of course, make estimates of their cities' interest income. 

Implementing tl1e Pooled Investment Fund in Other States 

In Wisconsin, the pooled investment fund benefits state and local 
treasurfos. In States without a centralized investment uni t, estab lishing 
an investment mech:inism for loc:il governments would be considerably 
more difficult. States without financial expertise in short-term inves t­
ments probably should not initiate a pooh.!d fund until :in investment 
board is operational for c:evcra l years or unti l appropriate staff c:i 11 be 
hired. St<i tes with an exist ing investment agency wi ll need to consider 
how a sudden influx o f local funds will alter current operat ions. For 
instance, computer programs must be developed by the investment 
agency or treasurer's office for proper crediting of municipal :iccounts. 
And, until other States duplicate Wisconsin's rapid deposit and wi th­
drawal system, some mechanism must be estab lished so that local gov­
ernments do not lose substantial interest income from slow tr:111sfer of 
funds. 

Not all States may wish to assuml! :idditional functions and not all 
Sta tes would receive as 11w11y economic bcnl'llts as Wiscon~in. I f a State 
is not investing in I.he short-term area, local government funds would 
not permit a concentrat ion of capital and higher yields. If a State is no t 
experiencing cash now problems or distributing large su ms of cash 10 

local governments, the pooled fund would be less attractive. If there arc 
many cities with their own investment programs, participation in the 
pooled fond would be k s:-; bi!ncfici:il. 

The pooled investment fund would appear tu offer many economic 
bt!ndits to state :rnd local governments, given an :1ppropriatc invest· 
rm··~ : f1 .. :nt!work. This fund will not so lve any 111;1jor existing prnhkm 
uut i l may generate sta te and Jo~ll rcvcnut:s wit hout c~ t rar ti11 g these 
resources from reluctant t:ixp:iycrs. Few programs can be ~1 s-;csscd so 
favorably. 
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v. 
THE 

STATE 
WORKING 

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 bani< 
is found in Section 25.17 of the Wisconsin Statutes: 

(61) [The Board Shall] ... designate public depositories for the 
deposit of public moneys ... coming into the h:inds 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 record ·1, 
which may be deposited in any public depository so designatec' . 
. . . only such banks as have been named by the investment boa1d 
as working banks shall carry stare deposits on which checks art. 
drawn to conduct the daily business of the state, all of which 
dcnosits shall be payable on demand. 

fh\! Legisla ture wisely avoided enumerating the se lection criteria 
leaving that task to the bonr<l. Although the l::iw would permit more 
than one working bank, the State of Wiscon_·'1 lnvt!stment Board has 
concluded that the operational adv:rntagcs of using only one bank out­
weigh :rny operational or political clis:1clv:rntages. Thus, there is only onl! 
Wisconsin bank serving as a depository for th~ State's funds. There arc 
both opera tional and fisca l advantages from having one state bank i11-
stl!ad of two. Coordination among a single working b3nk, the in vest­
ment bo::i rd. and the treasurer's office is :in easier tusk became of a 
single disbursemen t account. fo'cwcr mnn·hours arc required to resolve 
any problems or issues when there is only one bank and be tter service 
usually results from having a super account with one b::ink instead of 
medium-sized accounts wi th lwo bunks. The use of one bank instead of 
two has n fiscal benefit as well in thnt no interest will be lost due to 
trnnsfcr lime bclwel!n banks.'27 

The stall! working bank in Wisconsin is sek c tt.:c1 on the basis of 
proposals submi1tcd by th ..: inlerl!l>tcd banks.21i Under the mo!'lt recent­
ly used prorcdurcs, there is 110 ending d:1tc - a six-ycJr workmg :inJnge­
ment hns been normal. It is antkiputcd thal a thorough rcvil'w of cosb 
and services will occur at two-yc.tr intervals. Either the State or l':.lllk 
can terminate the Jrrangl!mt.!11 l with I:! rnonths notice. 

Adivitics of the St:11c Working Bank 

As banker for the Slute , the Firlit Wiscon!>in Natinnal Ban" will 
provide many O f th~· sc rvic.;cc; il provich!l> fo r ii'\ la rgest c.;o rporatc: CllS· 

tomcrs. In its relations with its bankt:r, the StJ tc's objec tives arc the 
sa mc.: as a corporation's: ( I) accurate rclkc tion of it s cash situation .1t 
any point in time,(_) cfficil:ncy i11 the provi•iion of ~ervicc'> at a reason­
ab le CO!'il, :rnd (:l) rapicJ :ind ac.:cur:11 c tran~fl.'r of fund s i11 orJer that !he 
Stale can make 111:1.~i11u1111 earning-; 0 11 it -; furu l-;. 

The :;lute ac:count r:1n g...:~ from $2 million to SI 00 millio n 011 .tny 
purticular tin y. Thus, th e volume of work is <.:0 11sidcrabk. D11ri11g the 
year, there will be eight million d1.:pnsil i1 c: 111s to the :i lal1.: :11.:c.;oun l that 
ml1sl be procc~l\cd . Then.: will be .I.(, million checks :ind 4.5 million 
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reconciliation items directly related to the state a .. ..:ount.29 Deposits 
are made by mail, lock box, wire transfer, and over the counter. All 
disbursements are made by check with several series currently being 
used.30 

Although there may be numerous modificatlott:> and refinements in e 
the procedures followed by the State and the working bank, the essen-
tial services required by the State are reasonably well deEned by the 
investment board, state treasurer, and Department of Administration. 
Based on these services and the anticipated volume, the i.1anks bid for 
th1! State's account. Among the services needed are:31 

(I) 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, if Jc, r:ated outside Madison, shall desig­
nate a Madison bank to serve as its agent and accept alt' deposits 
made on behalf of the slate treasurer, 

(3) Special courier runs from the state treasurer's office to the F.~d­
eral Reserve Bank and to Chicngo Loop banks to collect large 
dollar items, 

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

(5) Same-day transfer of fund s for se ttlements resulting from short­
tcrm investme nts, 

(6) Normal chl!cking services plus separate reconciliation for each 
of sevcr:i l series of chc1.:ks. micro films of all cancelled checks 
and microfiche indices o r the microfilms, 

(7) Telegraph tran:.frr srrvil:c.:s, and 

(8) Foreign exchange s~rv iccs . 

In order to facilit :i tc the State's investment program, each working 
day at 8: IS a.m. the bank must notify the stat\! treasurer or the co llec t­
ed balance i11 th\! State's at.:co u11l i11 o nJcr that short-term investments 
can be made that dny. A monthly ~1ccount analysis will be provided 
showing the average c1 ~1 i l y balance and the n·sulting excess or J elici t 
posi tion in co111pc11 sa ti11 :; balances. 

Honks and the Sdcction Process 
As no ted :ibovc, the stale working bank is sl! lectcd by the inVL'st­

J •.;nt board fro m among those Wis1.:o nsi 11 commercia l banks which pre· 
11an: :ind submit a proposal for the St~1te's account. No t all banks :ire 
anxious to have the Sta te's account. The volume is grea t aml it will have 
a sign ifican t impact on the b:111k 's opera tions. Obviously <>n ly a l.1rgl.! 
bank with :i high ly compulcrilcd tr:rnsit department coulJ h:imlle llw 
very largc vo lume or work generated by t11c state account . If th~ b:mk 
doesn't have accurate informat il)ll ahout it -; interna l costs. income from 
this ac<.:ount may not cover I he cost:> us.-;oda ted with se rvicing it. 
Ano ther important consiu c.: ration is wha t ha ppens when the account i-, 
shifted again in 6 to 11 yc:trs as secm'i c111ircly likely. Since the aJJition 
in demand deposits result ing from the Statl! 's accoun t arc s11b~ t :rntia l . it 
may be necessary to inal·asc the b:ink\ l':ipi l::il strnctur c. Finally, po· 
tcn ti:1I bidders musr consitkr whut, if any, effec t serving :is the st:1tc 
working b:Jnk will h:ivc on o ther large ba nk customers (e.g., will these 
customers want hanks to bid for their accm1111 s?). 
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On the other hand, both statP, omdaJs and bankers believe there is 
some prestige in being the Sta 1~c's banker. Banks might also see this as 
an opportunity to make new contacts and possibly as an opportunity to 
further develop certain banking functions that previously had received 
too little attention. Undoubtedly, however, the chief reason Wisconsin's 
banks would consicier bidding for the State's account is to increase 
profits. 

Competing banks' proposals are submitted in tenns of compen­
sating balances that the State must keep il1 demand deposits at the 
working bank. The State provides infonnation on th~ 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 propos::il form devised by the Wisconsin In­
vestment Board. 

Table 3 illustrates the computation of costs and their rel:itionship 
to compensating balances. In this hypotnetical one-month period, the 
State's bnlnnce exceeded the minimum required balance so the resulting 
excess is credited to the fo 'JOwing month. In instances where the State's 
balance was below that n.:eded to cover the costs of administering the 
account, the deficit wou1J be made up in the following month. 

Again, in the Tabl..: 3 illustration, a deficit would occur if the 
monthly direct charge$ had exceeded $52,0 I 6 or if the compensating 
balance had been at'· level such that the interest credit (102 percent of 
the treasury bill ra 1c) was less than $48,705, or some combination of 
both. 

Table 3 

Ex:implc of Compensating Oal:mce Credit Calculations 

Total Monthly Direct Ch3rgcs 

Average Collected llalnnce in the Statc's 
Account During the Month 

Less 12 percent Federal Reserve Requiremen t 

Net Collected Ual:rncc 

Interest Credit Computed :it I 02 percent of 
the Average Treasury Dill Rate (6.55 pcrccnc) 
for the mo 11th" ( 102 pcn:cnt x 6.55 percent = 
6.68 pcrccn t x S9 ,344, l 04 ~ I ~) = 

Excess Credit ($52,0 16 - $4::1,705) availal>h.: 
to app ly to subscq111.: 11t month's charges 

s 48,705 

10,618,JOO 

1,274, 196 

$ 9,:144,104 

$ 52,0 I 6 

s 

;i 102 pacc11t of tin• avua~ trNt11ry rtJtc is the• m :<iir rate J<·ttr111l111y/ b)1 tire: SttJtc and tltc bani.: 
rhm11r.1t tlr r "liitl" prtu:rn. 

Source· State of Mrco11J111, "S,,rrl/icarlons fnr /'r.,poftlls m Ji,• the St11tl' ll'orJdnK Ra11J.:. " , l /IJ't"ll· 
dlx n. Ocrol1a JS, 1975 • 

f n addition to providing the scrviccs listed prcviously. it is the view 
of inves tment board s1:1ff that lite slate '"ork ing bank should have 
deposits of :it lcasr SI :w million :ind that i1 s capi1al, capi t:i l 1101cs, 
surplus, llndivickd profi t-;, and reserves cq11:i l at least SI I mill io n.32 
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Questions that might b<i asked are, "Is the investment board the 
most appropriate agency to select the state working bank?" and "Does 
the selection procedure ini;ure tha.t the State gets the best possible 
deal?" 

Regarding the first que:;tion, it is true that on a day-to-day basis 
both the treasurer and the Department of Administration have more 
extensive dealings with th<: state working bank than the board. The 
procedures developed will o.ffect t.:·.ese agencies most directly, and the 
board has no particular expertise in developing the needed cash manage­
ment, auditing, or accounting systems. 

No compelling case can be made for an independent investment 
board's selecting the state working bank. Nevertheless, in Wisconsin the 
board's independent status, its arms-length review of proposals, and its 
generally good reputation It:nd 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 i .. pecifications, and seek the advice of their 
custodian bank in New York City in evaluating the proposals. 

Whether or not the St.1te 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 sat isfied. The response by the Wisconsin 
state treasurer is believed representat ive: 

" ... under the State of Wisconsin philosophy of securing bids to 
serve as the state depository, we feel that the bidding banks 
through competition will arrive at n proper cost factor for their 
services. As a matter of truth we would be very reluctant to im­
pinge our limited knowledge of bank costs upon banks who should 
bid on the basis of their own particular costs plus a reasonable 
prcifit.33 

Again, this is not to suggest that the investment board is precluded 
from reviewing the bank's r:rngc of services, professional staff, equip­
ment and faci lities to ascert:lin if the bank can provide a proper level of 
services. 

Utilizing the Slate ''forking Dank in Other States 

In most Slates, the greatest obstacle lo implementing the single 
!>la te working bunk concept is polit ical. In Wisconsin the state working 

• 

• 

• 

• 

• 

• 

hank has been in operation for over 20 years and is generally accepted e 
by Wisconsin's bankers. As taxpayers and businessmen it is difficult for 
banks nnd b:rnkers to argue with the substantial cffidency savings and 
investmen t earnings. 

Needless lo say, th t: State' s bankers have not always been so sJn­
guine where the single deposito ry for st:l le mouey is concerned :irn.l as 
noted in ti1c previous sectio n, they opposed the cre:t lion of the local e 
government inves tment funds. Perhaps the rationak most frequently 
ndvanceu for maintaining numerous stole accounts is th1.: econo mic de· 
velopment one: chese stote do llars arc used by loc:i l banks to generate 
additional busin rss in the region. The viewpoint cxprcs\ccl by Wis(on-
sin 's elect eel treasurer sec: ms :i ppru priall!: 

"Up to this time (although l admit then: is 1.:onsicl crablc pressure • 
to the contrary) the Slate of Wisconsin, the lnvcstt m! nt Doard 
spccific,;nlly .. . subscribes to th e philosophy that rn 1.Jney is a free· 
!lowing object of tr:idc that ignores polit ical boundaries, and that 
attempts to promote loca l or regional business tl' rough hank de-

• 
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posits is to little avail. We tend to feel that generally such depo~its 
are merely invested by the receiving bank in thP.t f~irm of invest­
ment which will realize to that bank the greate~t inc9me.34 

In other words, many investment officials do not accept the eco­
nomic development argument sLr1ce local government funds will be used 
wherever the bank can obtain the highest rate of retur~n-usually not in 
the local economy unless it is expanding rapidly. Furthermore, a num­
ber of States require that banks must put up collate1;al as security for 
state deposits. For instance, in Kentucky; banks musJ; post government 
securities worth I J 0 percent of the uninsured portion of the deposit. 
Consequently, the result of these "linked deposits" in Kentucky is that 
state deposits of public funds in commercial banks may reduce the 
amount avajlable to promote economic expansion. Recently, South 
Dakot:i dropped the collateral requirements on state deposits from 100 
percent to 5 percent potentially "freeing up" an estimated $180 million 
in South Dakota banks for other investments and loans. 

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

From the standpoint of being able to engage banks that can provide 
the necessary services, a State's largest banks probably will bid to be­
come the state working bank. Since the size of state government and 
the size of banks are both somewhat related lo population, it seems 
likely that within each State there are banks that could handle the 
State's business. The banks in Wisconsin that bid on the state accou nt 
have total deposits of $1,859,678,000 (First Wiscl)nsin) and 
$581,525,000 (Marshall & Ilsley). This makes them the 48th and 16 1 st 
largest banks in the country, suggesting that banks of varying size can 
handle the state account. 35 

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

In bran~h banking States, it might even be e:isie r to implemen t the 
stale working bank concept since transactions could be made through­
out the State with immed!:ite accounting. Co llections and cash disburse­
ments would occur more rapid ly . 
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VI. 
TRANSFERRING 

Tf.f.E 
WISCC,NSil\T 

PROC;RAM 

Some in 1ovative state government programs are not applicable to 
many other States. This one is. Ic is not associated with size or composi-
tion of poi 'Jlation, rural/urban considerations, size of State, geography, 
or t!1e State's fiscal condition. All States collect largt amounts of mon­
ey and expend large amounts of money; therefore they have an enor­
mous cash flow. All States have significant amounts of cash that are not 
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 bi~ bankers and existing boards, agencies, or councils which 
are responsibl1~ for investing various public funds. The latter group 
simply will not want to have this important investment responsibility 
transferred from it to a centralized investment board. The reasons arc 
easily deduced and don't require expansion here. Bankers naturally will 
not Jike losing the earnings from the deposits of the State. TI1e combin-
ation of establishing a st:itc working bank, investing the check Ooat, 
creating a Jocai government investment pool, and investing idle cash 
balances arc alJ programs that resu lt in greater earnings for government 
at the expense of b:inks. ln the case of both central ized banking and 
centralized investing the benefits to government can easily be measured. 

Opposition may also come from the state treasurer since a compre­
hensive investment program probably will mean the treasurer's loss of 
some control of these funds. In Wisconsin, for example, the Depart-
ment of Administration, not the treasurer, operates the computer sys­
tem and performs the data processing and accounting. The investment 
board and staff make all the investment decisions. 
Legal Issues 

• 

• 

• 

• 

• 

• 

• 
State investment policies are inOucnccd b}' the inst itutional se tting 

in which invc;:stment polic.:- is developed and by the philosophy :rnd 
investment goals of various policymakers, but all of these factor'> arc e 
circumscribed by the constitutional, statutory, and administr;itivc 
gu idclines of the individual States. 

In numerous States, the laws arc silent on many matters Jfft:cting 
the development of a comprehensive investment program. Such was tile 
case in Wisconsin and interpretations of the statutes genera lly have been 
strict in findings that necessitate specific sl:Hutory provisions auth· e 
orizing bonrd activities- the municipal inve~tnwnt pool, the inv~!'>tme nt 
of floa t, expanding the types of instruments that can be used for invest· 
ment purposes, and the use of a custodian bank in New York City to 
physically ho ld and transfer sccuritic:s. 

There arc other insl:rnccs where the statutes li mit the number and 
types of secmitics whid1 nwy be held in the portfo lio, the tinw periods e 
an investment may ·be held, or the amount of trcasmy balances that 
may be invested. The use of banks as holdini; i11st itutio11s for treasury 
bJbnces when the money is not invested may also be subje~t to -;ta tu-
tory limitation. 
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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 fo1 Jsh management. Wisconsin 
has a system of ct'ntralized cash disbt'. ~·,,ement; rapid and centralized 
collections through lock boxes; one bank account; regulations requiring 
agencies to transfer funds immediately to the treasury; a centralize1: 
uniform accounting system, and a sophisticated, centralized, computer 
system. This centre. lized manage;nent capacity is lodged in a Depart­
ment of Administration which has considerable authority over manage­
ment systems and reports as well as budgeting and personnel. These 
factors certainly facilitate the development of a comprehensive state 
investment program. As the Wisconsin case shows, developing an exten­
sive investment program can occur in stages with an investment board, 
followed by a working bank(s), and sophisticated accounting and com­
puter systems, flexibillty in investment instruments, and a custodian 
bank. 

Another major component in the present program is competent 
stafT to manage over $2 billion in assets. However, the market for 
.~n vestment professionals is a national one, so it should not be difficult 
to attract person11el if reasonably competitive salaries are offered. It has 
been suggested that many state capitals offer pleasant living environ­
ments that many prospective employees would find desirable. 

An equally important issue is whether outside consultants should 
manage stat~ investments or whether this important activity should be 
conducted by state employees. While States may wish to divide invest­
ment operations between government and nongovernment employees 
for a period or time to determine which group achieves greater success, 
several items suggest that in-house investment may he the preferable 
course. First, respons1!,ility for state investment operat1 'HS should be 
assumed by a state offic1d who can be rewarded or disciplint:d based on 
performance. With delegation of this responsib:lity to an outside firm, 
there is less control of personnel, and little redress for poor invescmcnt 
performance except dismissal of the firm. Secondly, if state officials 
invest state funds, they are investing some of their own retirement and 
tax funds, a procedure which is different than invescing someone else's 
funds. Thirdly, and perirnps most importantly, in-house investment sal­
ary costs (for an equivalent level of service) wil l nearly always be signifi­
cantly less th:rn priva te firms' ~bries. If this differential in s:ilaries 
could be offset by higher investment returns from private consulting 
firms, there would be no problem. Private consulting services, however . 
have not consisten tly produced better investment yields than state in­
vestment officials. Finally, in-house investing has no administrative mnr­
keting or advertising expense. 

ln sum, if the political obstacles c~tn be overcome and trans!a1ed 
into satisfactory legislation, thrn any Stil tc can begin developing the 
computer and accounting programs and banking rdalionship needed to 
pursue an efficient investment progr:101. lne State of Wisconsin appears 
to be managing its cash flow in such n way as to permit maximum 
investment opportunity . There are no idle cash bal:tnccs in Wisconsin, 
only a compensat ing bnbnce to pay for bank services. There arc very 
few unutili zcd or unauthorized investment ch:rnncls. 

Jn conclusion, the modiftc::i tions described iii this report, almost 
always mandated by specific statute, have n:sultcd i11 an investment 
process in Wisconsin tha t can serve as a model for other s t~le officials in 
evaluating their investment practices . 
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FOOTNOTES 1. Derived from data presented in State of Wisconsin Investment Board 

1. Derived from data presented in State of Wisconsin Investment Do:i.rd Annual Report 
for fiscal year ending June 30, 1975, p. 6. 

2. Annual Report, p. 8. 

3. TI1e Legislative Audit Bureau reports U1at some state departments have a few small 
working or contingent checking accounts which arc restrit:ted for specific payments. 

4. Interdepartmc.ntal memo to Pat Hays, Bureau of Budget and Planning, from Peter J. 
Nelson, Assistant State Treasurer, November 28, 1975. 

5, Interdepartmental memo to Pat Hays from Ken Engle, datt'd December 11, 1973. 

6. Invcshnent Board, ''Manual of Punctions, Go~Js, Policies, and Procedures," October 
15, 1974. 

7. Doth amounts repre~nt incre:iscs provided in 1975 Assembly Dill 222, Sections 256 
and 257, rc~pectivcly. 

8. The investment oourd oddrcs~s tJ1e ~ocial responsibility issue in itsA111111a/ Report for 
f1Sl.,a l y~ar ending June 30, 1975, pp. 19·20. 

9. See State of Wisconsin Investment lloard, "Manual off.unctions, Goals, Policies, nod 
Procedures," October 15, 1974. 

LO. A number of restrictions h:ivc bc1:n plnccd on the priV'Jle linanciul tran!acti o.> ns of 
board employees to prevent uniJthic:il behavior. No crnployce, incluJing support pcrmnnul, 
may purchase n new stock or bond offering until It h:is tr:Hkd llll one of the linnncinl 11rnrket s. 
In :iddition, :i bo:ud employee cannot buy i~~ucs of n cornpuny nt the same time us lhc boa.rd is 
adding the Issue to its portfolio unlcs:1 the employee cnn rlcmonslr:itc n long· term continuous 
pattern of purchnsin!; tho spcc.:it'ic isrnc. Furthermore , each invosrrncnt director mml fl lo with 
th" executive <l lrcclo! n quurtcrly report listing all equity transactions. Flnnlly, ull bl)nnl cm· 
ploy1.'<ls' federal l:lx returns must be submitted with thu Wisi:onsln st:itc lox return, Jilli st:ilc 
returns arc :11111ltcd :innu;dly. 

11. /11111110/ Report, • 13. 

12. A111111a//frport,p. l8. 

13. "Muniml of Functions, Goals, T'olit.;l.is, und PruccJurcs," pai:e 11. It is also poliq1 or 

• 

• 

• 

• 

• 

• 

the board that "no invcstn cnt shall bo modu in stocks 1)f l'Ompanles which sell n ~ a substnntlal e 
product line tobacco, liquor, or bi:imbling." 

14. Interview with Jumcs Sevcrnncc, Mny 14, 1976. 

15. Sec "O:ickground 11 1111 Opera lions of tho l'riv:itll l'laccmcnt Division," n pnpcr prepnr~d 
by Robert Zohcl, lnv.:stmenl Director for Privnte l'l nc.:mcnt~. 

16. lly policy of the bour<l, no privii tu plncc menls urc madu In tob:icco nml nlcohol Orms • 
or in re11l 1lsto10 invcstmc.: nl trusts. F.iw plu..:1rn1unrs h:1v1> hccn made in thu lnsurunc.:ll , linnncc, 
anti mcdicnl fi elds bccau~c of Umitcd staff cxpcrlenco wi th those a1cu1. Normnlly prcfcrcr:ce 
will be given to loan~ whk l, g\!ncratil new julu throui;h .;:api tnl cxpnn~ion If th11 rll t\lrn h nearly 
equivalent to orhi:r lo:in .1pplic:i tions. No dbtinctio1u Jrc mode ac.:nrdiny 10 ch 111:1c tcri ~t ic~ vf 
either the owner or l'\>!llp3ny product llnc except tho!A! noted :ihove. 

17. Nor may the placements clivi ~i on en tirely own a lirm, :i policy a1fo pted by the bonrd ·~ 
trustees. Tru stees, however, will permit lhe dlvblon director to 1it on boards of directors •l ( e 
varfous compunics. As the lnrl!llsl lender to many sm:illcr firms, it wou ld be :1pprnpri:i te for rho 
investment bourJ to be Jlivcn 11 bolrd M:nt. TI1c curr11 nt division direc tor has 1lccillcd not 10 
become 11 member of 1111y bourds bec:rnsc of ti mil constrnin ls. 

18. Sec the 1975 A 111111al Rt'porr , pttgcs 9, IO. 

• 
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19. It is ur;derstood that much of this section of Wisconsin law wa.s derived from New 
Yol'k Statutes {Chapter 260, Section 34). 

20. Tite 9.02 percent return on :in aver:igc daily bafance in fiscal 1974 of $662 million 
earned SS.9 million for the Sta~c. In fisc!U 1975, S54 million was generated. 

21. According to im'Cstment agency officillls, Wisconsin is one of a few States that uses 
the reverse repurcha.se agr1:ement. TI1e South Dakota Investment Council, also a sophisticated 
state investment agency, has :irr:inged double-reverse repurchase agreements. In contrast to 
other state governments, the investment boasd normally does not invest heavily in bank certifi­
cates of deposit. Certific:ites of deposit {CD's) limit investment flexibility because their rates 
are established for a given time period, thereby preventing investment officials from taking 
advantage of fluctuating ir1tcrcst rates on other investments. Also, becaL~ CD's t11e not collat· 
era.lized, CD's :ue not e:isll)• transferred in :he national market. 

22. Readers should note that the board's t:ix-cxempt status is not the primary reason for 
its lower administrative e.~pcnses. In Table 2 the asset/expense comparison was computed with 
taxes excluded. 

23. The Wisconsin logislntion w:is modeled :ifter a 1973 local government investment 
program enacted in Orcuon. In Oregon the program was available at li1st only to county 
governments nnd larger 1:itics. Prtisently, the majority of loClll governments in Oregon arc 
participating in the program, and the level of loc:il funds has expanded from $100 million to 
over S400 million. 

24. The investment t1onrd h:is not yet cst:iblishl'd criteria (such as minimum limes for 
investments, types of inv<•stmllnts, and restrictions on number of purchases) for the tru st fund. 

25. Memo from Peter Nelson, Office of the Wisconsin Stlte Tre:isurer, July 1976. 

26. TI1e Dep:utrncnt of Adminls tr:i tion anticip:ilcs that a monthly lct1cr will be distrib· 
uted lo local offidals who:~ cities have funds in the pooh!d fund. However, it is unlikely th:it 
specific investments will b: identified. 

27. ln South Dakot:1, for cx:implc, st:i tc funds :ire rolatcd each month between two 
banks, and :i South Dnko·:, official estimated that this costs thi\ State oni: day's interest on SS 
million c:id1 month-or 0•11:r S8,000 per yc:.r {:1ssumi11g a S verccnt interest rate anJ n 360-d:iy 
ye:u). 

28. from 1951l to !.'164 U1e state workini: bank was First Wisconsin National D:ink of 
Milw.iukco; 196.J to 1976 :he Mar)lrnll & Ilsley Uank (hlilwaukec); :.tnd in 1976 First Wisconsin 
is the state working b:t11k. Only these two b:inks bid on the st:itc accou nt nlthough it ha ~ lx:cn 
suggested live or six Wisco nsin bnnlu :u c large enough to h:111Jlc the State's account. 

29. These volumc nu11rcs t1re rcportctl In nn lnvcs t111c11t boord staff nll'lllO to rhc tru ~ t ccs 
dated June 17, 1975. 11111 number of deposit items was prnvickd by Peter Nelson, Offkc of th.: 
Trcasm.:r. 

30. Wnshini;ton Stal11 adopted u lock box procedure for :ill st:itc tux rcmitt l nccs in 111 itl · 
1975. At thut lime, the Ccp:utmcnt or Rcv1•11110 1111ticipatcd a reduction in collection cusu of 
SG0,000 annually nnd inc rcased c:irnlnus l)f over SJl\0,000 a year based on lddition:i l Invest· 
rncnt through quicker tax 1:olloction. TI1e bnni: involved hand ks thc deposits without ch:ui;ing 
the State a fee . 

31. Token f1om o I O·p:tj;ll 111cmor:indu111 (plus :ippcndkcs) pri:p.uctl by the Stutc of 
Wi~consin Investment Ooud entitled "Spccifkatlons for l'ropo~ls tu be the St:i tc Working 
ll:ink," dated October 15, 1975. 

32. Memo to tnutc1•s from the st.1frs St:i tc Working II.ink Co111111it tcc, da1c:1I June 17, 
1975. 

33. l etter from Churlcs I'. Smith, WI ·onsin $tote Trcas1ucr, to J:ick Kiiey, AJminbtrJ• 
twe .Asslst:int lo tho Stl tc Trcasmcr of W:isll ngton, J :i tcd July 19, 1972. 

34. Wisconsin State 'lh~usu ri: r Churlcs r. S111ilh, lcttcr to fock Kiley . 

35. Oasud on inforrnnllon compikJ by the Amaican Ranker, 5'25 West ol :?nd Strcct, N.:w 
York City. D:1ta :uc for Ju ~: JO, 1975. 
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Date~: N>ruuy ll>, a11 

CHAPTER 164 I LAWS OF 1975 
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P~OPOS.U. 10M TO H 
Tli E STATC or llISC:OllSIN WOM l llC IANK 

Tot SUtt ot Whcon1in lnv•• ta•At lo.Ard 

Th• follovlf\19 conatltut•• out propo•• l to pco•idt U 11t 
St a te of W1•con1ln 1 1 t.• nkln9 tlu1 in••• requlr ... nt1 !or the 
p.rtod co-.ncln9 July 1. lt7,, and t•~ln•bl • on our pa rt by 
qh · n9 On• year• a not lee. 

It l a undt t 1 tood tt\.tt, 1hould our propo1al 0.. .acc:.pu1d, 
ve \'ill l>e d u l9natod • • 111 Suto Wockln9 a.n1<, and 121 • 
st: • ~ d • poaltory banX pur1uant to tl'Vt p rovi1lon1 of •· 2$.17 
l'l J , Wl1con1 in St1 t\lta1 . 

It 11 furthe r unde r 1tood tNt th• St• t • ot Wl1con1i3 
1nvo 1~nt aoard, in lt1 1011 dl1cr1tlon, >•Y r e j ect thla or 
any other propoaa l, 

Jn 1ddltlon, thi t b-1 nk 1 9 c111 tl",.. t the lnv11 taen~ Board 
aay eaclude a ny 1p1cltic 1ervlc1 or t l ... nt thereof 1n any 
c·ontcact vhlch ••Y r e1ult froet thl1 prupo aa l. 

!!!!!! 
'thl1 b11\k off•r• to prov i d e • 11 ot the • •rv1c•• outlinr.d 

in th• t cert.ttln 11t. a f 1p11cltic•tlon1 d e t 1d October lS, t975 e n.d 
l ttb•led •specUlcu. sona tor Propot ah to b • th• Sta te Wor\tlnq 
hnk, • 

Th1 1 b• nk 19rt•• tha t it vUl Mint&ln dor•.tnt. bahnce1 , 
•• dlr1cttd, in da•iqn.ated b• nk t for th• be n1 Ut of the t t•U. 
I n conlld t r e tlon, an ld•ntl.:a l &MJunt. a h.t.ll be t 1Jhtr•cted !r<:lf' 
t.h• ntat coll1ct1d tMhnct b4!o r e applylrMJ the compen1ati n9 
b..1hnc• tor;n..al• outUneJ en paq• ' ol thh propo1el. 

Thi a b•n~ • 9 r1e• th.1.t it vill • • t•~li • h .tnd a.1int.t ln • 
SlO aill lon opon Un• of crtdLt. •nd allov dr.iv e •q a inat C\u:h 
line by U\• "i• con1 ln 9'u\l.Slnq Cor.whalon on tht cor.dltion th4t. 
any dr aw aqalnst ti\• line o t cr•dlt t l\a ll b11ur lnt•rflat 4 t th• 
rate o f ___ , 

-1-

-2-

TU<£ SC:HtOULt I/HOER WlllCH 
THl3 IA~K WIU. C, tOIT TlfE 5TATC TAr.ASUAfP.' S 

• CCOll1'T WITH cou.i:c:no MIDI 

Th h ba nk . ,,r«•• t nat. tll d 11 po1it1 d • liver e d dun nq any 
workln'f da y to it o r lt.1 IOdtJcn Ar1•nt., tr •ny, wUl b• cr•~lt.-d 
\ O th• St•t• Tr• "1ur1tr' 1 a C'c:uunt " ' thou1h th•Y lud bel!n d•llY• r•d 
to t he "\1v• uk•• •r•nch ot t h• 1•d• r •l " .,,. ,. ..,. ti•n'r on th•t use 
d•Y• 

ln t ddtt.Lon thi • b~I'\' aqr••• t h•t it vlll c: red lt th• 
5t•t .. 1'ru11ure r ' 1 • C'CCunt, .iith col l•Ct•d t•ind• ••rl1e r t h• n tr\ " 
MllvAuk ~• of f t c • .tiCt\edule o n th• fo llovinq1 
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When Cr ~dltl'd 
UerHt J . y. I 
d•Y d•hr rrdl 



->· 

Thh ba nk vU) prov
0

ld• the tollow1n9 1y1tu tor chock retrioval 
•nd copyln9 tor the TT•• •u.rer• • Ott tee and O\lr tlae lab le tor 
.. ~1n9 1 t .. vallable ia •• follO'lilu 

1. Syt t•• De1crlption 

J. Tl" Tab le 

-·-
COHl'U<SATI OP< 

f\ h ban\ .. 9t•e• t o pro v ht• ti\• .aervlc•u ... • p• c t fl • d t o r l.h• 
t J llo.., tn1 J\ract lh•rd do ll.tr) ch• rq tt tt•r lt~ 1 

~ 

l. 0-l"la• ll , ..... 

(•) P•r loc•S d•~n tl h•• 

cc• , ., w.s.r. H•• 
hU fthn-. l>•l'O • lt. ll c1u1t11 • P•r 1000 

I•) Coupon lnter••l Co l l•ct ton G•r vt c • 
p.c cou1"'Vn 

(ti 'ft e.con• l r. o.o. &o11d C:O'l.IP..Jn• 
p.r pu• ,.nt .. ttOl'I 

J. ~~ 

c .. 1 O.pout U c \.•t or cr.-dlt -..""'° • •.t\:!l 

lbl ••r ch•C~ dr .. • n on u 1 

UJ l •r••• A,C, O,t, r ,tt, • M • 
p.r :ooa chec-.. 

f)) S•r h t I • p.r 1000 C h•t.; .\ ~ 

tJJ S• th• '1 ,t, .-n.a i • ,,., 100il 
c hed.• 

ft>I lt1teont t l uuon • l'4f H•~ 

Cc ) ltOt• J• bO••I - • e( P\ 

Cdt Htc r otlt.lrvi C'rl• Ck t r o r Tr•••urer'a 
u aa • p•r ;,;h• r '-

(• l fH L" ,.Ot tcn e ~ rkte .: to r Tt •• • u r wr' • ~d• 
P• ,. •i c:ro t l t.:1'• 

I U tuc ro h ch• 1 .. q•• ut coat>ut• r 
P r lnto~ · • • p.r • l c r o tL c h• 
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tock.box Servlc•• 

I A) Nithholdln9 

Ill l:l:lployoca depo ol t 
ti Ch 

r eport t on1 -

(2) Kie rotl lai..,,, report t ors - each 

(bl Motor i nd Sp•c11l tuol 

Ill 1'ot.or fuel report ton. - 11cb 

121 Spe:c!al f ue l r epon t ona • ••ch 

Ill Klcrotl la lnq report t nrtt - 1HCf\ 

Vl r1 tT1n1fer S1 rvfce1 

hl f1d1ra l Wlre - ••ch 

!bl l•nk Wire - ••Ch 

(cl Teh phone i dYiC:a • ••Ch 

S ec:urlt l e a Clt!•r .. ne·• S•r-v&ces 

l• I Tr .lt\UC:tlo l"I - ftlCh 

COY•rNt .. nt t\ond SMrvlct!!• 

l • l per 001\d 

Tr.an•e?rhtlo n :lervt c t• 

(1, C••h pl ck-up tro" It.at• ":t•• ••1ttr• • 
Oftlc •. Mad h un - per t rtp 

(b) O..pout p\. ck•up tro " O•p.1r t»i!nc. o f 
R• Y• nu• f Ptl hi11u'•• - F•C tr tp 

fc l rt c .. •up I nd dol1Ywry Of VAC t ou t I lll'lh 

(c:h•c • 1, depo.1u1, c ai nce l h d d 1• c )., 
•lc:rof l l•, e t c •• no c 11hl r oun4 tt l p 
ffC- \ifo r -.Jtt~ a.tin"- t o M.\d l • OO Otf l C•11 o l 
St•t• rre .-1u r e r . Oe p•rt.• ent o f lil ev,.nu• . 
1nJ O. p• rt• • n t. o f tr•n1por t.JU On 
pe r r ourid tc t f' 

(d) Spe c u l l.oun •r nu\1 

fl l F• d• r •l 11•••• ¥• Ian\, Chlc• qo • 
p.r tr . p 

In Ut u o L • d U11 Cl c lhr-q • t o r t h• •• t~dC• • r e hrr.-d t n 
11 bQ~ 4 , thh biu\\ eqce~u t h• t \t "•Y b• c~p•n• • t•1J by co ll • Ct •ll 
b• lt.1'C't t l n \ h• '..l \ • t • Tt•••u ur '• • CC'nunt. 

Th• ~n\ • car ••• t n c r•H\ •• P•Vtl• nt t or 11 .;cn cf\• tQfll• 
• n &.aOUl\ \ eq w1 l to on. d .- y • e int • r •1tl tC('e'P\lt • d on " UO·~hy 
.,. ,. .. , fl • 1n ' an lnt • t • • l r • t • ..qual lO __ , 
o r th• • lnt.hl y • Y• rt'J • ut \.h• t o ft l•tn thy u .1. Tt • - • i.uy lll l 
r • t . ' on • • c l\ da lhr o t colhc t •d l°'•l•-"C• • fl•-• 1·•••rv• 
reo'lwho'41nt• nt t '1• r•d•c•l • • •• rv• I"" ' ' l • t c. on hi1 r-t ••en d •y 
ddr \ nq th• Mnt h l n \ h4 Jta\ 111 ' • 11oa:ov1u. 

•• • •Po f'\•d ln t h• ~r• lond l urvty 

ln U• • v• nt th•t t1'• " ' tt ll c• U On nr t n l• rut,,ul ' 
pr vluc•• • r.• u tU t ' " •'t••• o f N>nLh ly rho v••· th• b• n• •1••• ' 
t u .. p.-ly • u~n ur••• •• <r •Jt t t • N • t '°\• t o llc;.-1,. .. 1 ~«'nt"• ' 
ct" r<I• • · Con• • n •ly. Uh• ll • t • will -..~. up •"f J • U c H by 
I M r• u lt'lfl b ' 14 HC•• t~· t o ll ' "'' "'°"'"· 

,. ...... o t a.. na.1 

•r• -----------
Tlll e1 ----------~ 

A\ t •tt • -----------

Tltl • 1 -----------
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Members of the Legislature of the State of Minnesota: 

ROBERT£ . BL.I X T 
tXtCUTI VC St C~tTA ~ Y 

The Investment Staff of the State of Minnesota is most appreciative of the policies and procedures approved 
by the State Boar~ of Investment and Aavisory Committee on State Trust Funds during the past few years. The 
results, as detailed in this report, have bee.1 very satisfactory by any standard - particularly those which may be 
considered appropriate for public funds. 

Short-term money-market investments, retin .. 'llcnt account~, trust funds and o ther investment portfolios arc 
often considered to be staid and unimaginative when hnndlt!d by committees representing the gt!neral public. 
Yt!t, the Investment St:iff has bet!n most imp1•.ssed and enthusiastic about the encouragement , support and ideas 
put forth by the Advisory Committee and 'Joard 1.iembers. The success of the portfolio in calendar 1975 and 
early 1976 has been due to the support received in implemer.ting an aggressive purchnsl program in late 1974 
and 1975 - at the time many investment experts Nere all too apprehensive rega rding the future of the nation 
and its economy. 

The period covered by his report in lud .~s the fi scal year from Jul>• I, 197 5 through June 30, 1976. Previous 
reports are :iv:iilablc since ti. ;- year 1960. 

Although there were no significant chang1:s in Minnesota's investment laws during the 1975 and I <}76 lc~isla­
t ivc sessions, various inter-department procedur:il changes and the u51,; of new types of securities have r .:suited i:l 
nn improved investment progr:im - one which. in our opinion, is more pertinent lo the needs of the co nstitu'!nts. 

One feature of Minnesota st:llutcs which is somct11ncs misund1..rstood by lcgi ·Jators and rctircmcnr fu nd 
bcncfici:irks is that "market va luations" which determine retiremen t fund benefit s Jnd values in th·~ \'Jriablc 
Annuity Funt! :ind the Minnesota /\djustablt.: Fixed Bendit Fund JrC b:1sed on bi-mo111hly scr.:urity prices a·1cr.1gctl 
over a two-ye:ir period. Therefore, the results of the~c two funds for fiscal 1976 will still be dependent , to some 
degree, 0 11 the low pricl'S prevailing on both stocks :ind bonds in l:Jtc calendar 1974. Actually, the Stat\! Jccutints 
were much benefited by this 1lcclinc in securities values. We were :.tblc to increasi: our holdings significa:i tly ;H 

subst11 111iallr lowi:r prices. Yet , bec:iuse thi:se pr it.:1·s an: still included in the statistical base from which fi~ c:il 
197 6 ye:ir-end results :ire comput ed , the invest 111ent progress of theSl' two funds a ppear~ compar:it ivdy minimal 
for this past fiscal year. It must be e:nph:isized, however. that the co mput11 tions :ind r.1 t io~ :iln:ady cffr~1ivc fur 
this f1sc:i l ve:ir - that ending n n June JO. 1977 - 111dic:ile s11l>stanti:1l future gJ ins for bot h the Variable Annuity 
Fund and t.1c Mi11ncsut:i Adjusta ble Fixed Bendit Fund. 

The lnvcst1th'nt St.1ff is pHttl'Ul.uly appreciative of th!! work 11f the Ad•·isory Conunlttcc on St.1 te Trust Funt.ls. 
This l)t0 11p wn~ formed 111 196 1, :11 the time the st.1tutcs fi rst auth'>ri zt:d equity invc.>stmcuts in l\l111ncso t:.i's rc tire-
111en1 funds. Most of ihc mcmbe1 s originally appo inted ~ till serve 0 11 the Co mmittee. Tht:ir investment cxpcrt1se , 
based on their rt•spo11sihilit 1cs .ir1d work :is le:ida~ of MinnesutJ's ihvc s1111.:11t community is cllh3nccd by this long 
period of service and thl!it know ledge o l retiremen t ki;i~l.1t ion :i nd inv.:stmcnt protJlt:ms during thc past 15 years. 
It is to be noted th :1 t , 1lcsp1 tl! th l! unqu1:st1unc1t l.':<pc rt i ~I! of these nie111llcrs, their scrvicl.' is offered w11 ho11t co 111-
pc:nsa tio n. Evc1y 1111.'111 hi.: r o i this Com1111ltl'C i ~. or l1.1s bccn. a 111irt1\ll io manascr or rcsca rch dirci;tnr of .1 111ajor 
Min11c5ot..1 i11~111 111io 11 . 

Th.: acco1111t ~ s11pcrv1sccl by the: StJI \! DoJrd of lnve\tllh'llt .ire iliviJcd in!o Sl.' veral gro ups, cad1 govl!rned by 
lni.l lv11 l11al s 1.1111tc~ aml m.111:1!1ed under differen t polh:ics. The fund groupi ngs, 1ogc thcr with their approximate 
lwok valuations as o ( J11nc 30, 1970, .ir ... J S fu llows: 

Invested Treasurer·~ Ca)h Fund. SSH0.9 million. Thi~ iund 111duclcs .ill 1.1x rcn· 1pts. Since 11169, prime qu.1litr 
corporate no te~ ha ve bee n cligi bk for u~c in thi ~ account, in .ichli11011 to lJ,S. Treamry .ind ilgc ncy ob li1P tions 
maturint: wil hl11 1l1r1:c years. 

lliwhway 1'1111tts . S216.9 111llliu11 . Thc s~ :Jl'C011nts indudc U.S. Trl.'a,ury ol>lig:.itions, debt instrumenb bsucd by 
U.S. govcrnmcat a11cuc1ci • . 111d ~hort-tc t m co1pt..>r.He notes t!uc withi n 27 0 days of the time of purc h :i~e . The 
moneys nrc used for the huildini; :1111\ t11.1111tcna11 cc of hli;hway~ . t•),\cl~ .ind s tree t ~ throughout the stnte. 
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Miscellaneous Welfare, Departmental and Temporary Funds, S 167.4 miJli l)1I. These funds are invested according 
to the terms of particular statutes or applicable policies, primarily in U.S. Treasury securities. The major portion 
of these accounts consists of proceeds from bond sales; the moneys will be used within a comparatively short 
period of time for state building needs. Also included arc endowment funds and trust accounts held for 
various institutions. During the past two fis cal years, these funds havt! been increased through the investment 
of bond proceeds from securities issued by the Minnesota Housing Finance Agency. This investment total 
varies according to the needs of the agency in providing funds to Minnesota's home buyers. 

Minnesota Adjus table Fixed Benefit Fund, $648.8 million. This account, administered by the State Board of 
Investment, may include a maximum of 50% in stocks with the remainder in debt securities. Retirement 
benefits are paid to all retired employees from the principal and earnings of this fund. A two·year average 
"total return" from this fund, in excess of the 5% actuarial assumption , has been used to augment pension 
benefits. Earnings and market appreciation during the early l 970's resulted in an increase in the pensions 
paid by the various pnrticipating retirement funds of from 2% to 4% at the beginning of the 1972 calendar 
year; increases of 4Vz% to 5Vz% were paid at the beginning of the 1973 calendar year. The Legisla ture pro· 
vided for an additional 25% increase which was paid in two installments - in July 1973 and January 1974. 
This adjustment was made at the time that the sta tutes applicable to the retirement systems of Minnesota were 
modified to provide benefits based on sala ries paid during the "five·high years" of employment. Because of this 
complete statutory revision. the reserves accumulat ed during the early 1970's were used to provide very sub· 
stancial increases for those previously rctirr.d. Despite the lower stock and bond markets experienced in 1973· 
197 5. recent portfolio results indicate :idditional pension increases beginning in calendar 1978 o r 1979. 

Dasie Retirement Funds, S 1,035. 7 million. Six state-managed retirement funds, invest ea separately fo r employee 
grOltps, include U.S. Treasury, municipal and other governmental securit ies, U.S. gove•nmcnt·guarantced obliga· 
tions, corporate bonds, short-term co rporate notes, :rnd common stocks. 

Supplemenrnl Retirement Fund, S62.6 million. This fund was est.1blishi:d in 1967 for i:mployces oi the State 
College Board and State Jun ior College Board. The fund consists of three accounts, one of which may be 
invested up to I 00% in equities, emphasizing po tenti:il growth with the accompanying market risks. The 
seco nd includes long·terrn boncls ancl stocks oriented coward curren t income. The third - the f-ixcd Return 
Account - was initiated on July I , 1974. :ind includes only bond investments; it provides :in interest yield 
over a period or time commensura te with the average li fe and call protection inherent in the bonds pu rchar~ <l. 
Legislatures since 1969 have m:1de one or more of these accoun ts av:iil:.ible for use by polke and fire figh ter 
relie f associations throughout the state , various co unty employees, thO$e ml!mbers of the sl:.ile service who :Hc 
"unclassified" and do not have the benefit s of te nure, :in<l state em ployees who wish Lo participate in a de fe m:d 
income plan through which u portion of their salaries may be t:ixed al the ratl!s in dfi:ct a t the timl! of their 
retirement. 

Minneso ta V:iriable Annuity Fund, S33.9 million. This fund was established hy the 1969 L<' gi~ l a turc and was 
made effective i11 e::i rly su mmer 1970. Tnc acco unt now includes a diversified list of co mmon stocks, some 
long· tl!rm debt instru r.1e11ts, and reserves in the form of short·ter111 fi xe<l·income securities. The participants 
arc tc:.ichcrs who dw~c thi~ type of program, which provides retirement benefi t ~ based on long·lerm invcstm.:nt 
pcrform:1ncc. l3ec:1usc of rhc many :idv.111t;r gcs inhi:rcnt in the r11:w "five high year" plan, till' V:mahlc 
Annui ty rn:.iy not now hi: opted by new tc:Jc hers but is srrll available to present 11h:1t1her~ of the Sla te's educa· 
tion:il system. 

Trus t Funds, S267.6 million. The Per manent School Fund, investlld for the bertdit of the ~choo l chtldrc ri of 
Minnesot:i. includes U.S. Tre.l~ llr >' securi tk:; and governmen t guar.trlleed obllg,lt ions, ~orp1> r:1t c bonds ot ln1111 
and short mnt untks. and common stocks. Th.: Internal lr11 provcment lJnu F1111tl in.ludcs only U.S. T ri:arnry 
obligJ tions. 

Because o f the uiffrrini; 1nvcstmc11t politics applicable to these funds, a short review nt rhe h1~ 1ory and nccl.I~ 
of the various accoun ts 1~ provided .dong \\ tth a hst in~ of secu rit ies. 

INVESTE D TREASURER'S CAS I! l·UN D 

This pookd fund r.:ad1cJ new l11ghs in site nnd .1ctivl1y dur1111• the p.1'1 th ree fisi:,tl ye.us. It rcpresctm mc1~ t 
tJX rec.:l·i pts .1nJ <>rher St:tt c revenues. 111 IJ tr.: summer 11>7·1. tt was evident rhat tax :ic.:curn 11la r1on\ were -;0111.:wh..it 
grc:iter thJ n rhc .111\ t) llllt ~ .dk1~a t ctl fo r expenditures during fot·:i i 1975. ,\fter rhis .. surplu~" WJ~ 1<.lentificJ, the 
St:tt l•'s a<lmin1strat1o r1 , the L.cgislattir c and the l 11vc ~tmc11t Boa rd took .1ction .1ppropri:11i: to 111 i.:1c,1\e the curnirtl(S 
lrom the 1\; nd :111d . yet, maintJincd the req uired l11p1id1ty Jue to the cconorn1c un..:er rnintics u11tl the .11111dp.11&·J 
nt:t>ds of the St.tic during the th.'Xt bienn111m. 



BecatliiC it was evident that a portion of this "surplus" would remain in the account until fiscal 197 6 and 1977, 
securities in an amount exceeding S l 00 million were extended in maturity from a few days to a range of from nine 
months to three years during early autumn 1974. This extension, at a time when interest rates were higher than 
prevalent for many years, produced significant added income to the account. The 1976 fiscal year-end total invest­
ment of SS80.9 million is the second highest in Minnesota's history, it was exceeded only by the S607 .8 million 
invested at 197 5 fiscal year-end. 

The Investment Department perso.1 nel have been helped by the cooperation and interest of the State Treasurer's 
office in providing current information - Sl"veral 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 e3rnings for Minnesota State funds. 

Interest e:irnings from this account have fluctuated considerably due to the varying size of the funds invested as 
well as thr. wide swings in interest rates applic:ible to s~ctt-tcrm obligations of high qu:ility. Record high earnings 
of S 14.8 million were reached in 1969 - up from only S6.0 million in 1966. The small amounts available for 
investment in 1972 combined with low ra tes resulted in earnings of only $4.2 million during that fiscal year. This 
figure increased to S7 .2 million for fiscal 1973, $22.0 million for 1974, and a new high of $37 .5 million for fisc:il 
1975. These earnings declined to S35.0 million fo r fiscal 1976 t -c1use of somewhat lesser fund totals thro1.1ghout 
the year and lower short-term interest rates in effect. 

Under the terms of 1973 legislation, the Investment Department buys and sells according to oral certification 
of cash available by the staff of the State Tre:isurer and the Department of Finance . In recent years. there has 
been :in increase in the u • . of repurchase agreements and of short-term instruments so that funds m:iy cam money 
over thi.: shortest of periods - sometimes one day or over a week-end . Srntutes require that securities in the 
fnvested Treasurer's Cash account extend no longer than three years in maturity. 

THE HIGHWAY FUNDS 

The funds hdd for street. road and highway construction in Minnesota may be invesced in bonds eligible for 
purchase by tl11: Pc:rm:i ncnt School fu nd :ind commercial pa -ier used in the relin:rncnt accounts. Ac present. thcs1• 
funds own short -term U.S. Treasury an·! agency securir ic:., repurch:isc :i t'. rec111c111s bucked by U.S. Tre(lsury or 
agency obliga tions, ~horHcrm corpora te notes, and securities guarantccu by the U.S. government through the 
Government National Morci;age Associntio n. The Commissioner of Highways .:crtifks the :11nounts not nccck <.1 in 
the irn111ctliatc futu re: lh\.'se sums arc invested in macurities approximating the c:qm:leu disbursement sched ule of 
che highw:iy departmcn1. The pro~r:1111 1ncludcs co nsida.1hle reinvestment anu adjustment of maturic y schctlulcs 
bi:causc of the time necessary fo r planning, purchase of right-of-way, nncl construction of highways. The amottnl 
of highway funds invc:; tccl I' ·1ctuat.:s throughout c:.ich fiscal year, they to taled from SIS 1.0 million co :5201:! .5 
million during fiscal 1974 , from SIJ·LO millio n to $ 168 .0 million during fi scal JQ75 , :ind from SI SJ . I mill ion to 

S2 I 6.9 million Juring fisc:il 1976. These acrn unts show tcm por~ ry incre:1scs :1frcr th.: sa le of state hi~hway hQnd'. 
until tlie proceeds arc used for constru~tion pu rposes. The increase in invcst:iblc moneys J11ring th (! 11:1·11 f1 ~cJ 
yc:ir w:is due to nn incrc:ise in the g:isoline lax from 7¢ to 9¢ on July l , 197 5, :111<1 .1 revised prograt11 l)f ,111 10-
mobik license tax collcccions so that p.1y1:1ents arc m:ide at da tes 1hro 11ghou1 chc year. Due co chcse change\ 111 
inco me potential, the llighway Oep:1rtrn1:11 t ;111d the State Board elf lnvcs1ment arc reviewing the nee d' or these 
funds so as to 11111xi111 i1.e the income po:ential from the invcstmt:11t securities. 

Thl· earnings from these :iccount:i 111creascd frnrn SI . 7 1t1illio11 in r'isc.d ycJ r 195 1> lo Si. 7 million 111 fiSl'al 
1970, S9 .S million in fiscal 197 1, S9.6 n11ll1on in each of 1hc· two fbca l yc;irs 197'.! and l97J .. 1m! ) I J 8 mi !l ic1 n 
in fisca l 1974 . E:i rnings were reduced t o Sl '.!.S million in fi scal 1975 and to SI l.O mrllion 111 fi~ca l 1976 . 

The ir11:omc ea rned fr,m these hi1:l1way fund i11v1Jstmc111s bcncltis thc c1> u111ic~ arl(! 11111111 c: 1p;1!i1 1c~ In M11111e'>oL1 
dirc;; tly through lhc Counc r Sta te r\td l11ghway Fund aml t he ~l u 111d pa l Sea te AHi Stree t Fu 111I. l:.1r11i1111' r't•Hll 
the Trunk ll ii;hwuy Funt! arc used fo r the overall st;1tc l11 i;hw:iy progra m. 

STATE COi L cGES. WEl.f-ARE. MW Dl:Pt\RTMENT o r: CO RRECTIONS 

The State R11:1rd iii Invest men: is responsibh: f,H the 11wcm11 cnt of individual :ind pooled endowrm:11r :ic1.:o u11ts 
applicable to ~cho l,1r~hlp~ .111d rhc suppon oi ~ t .1t c 111s11tutinrH, 1.:c r1 :i i11 i'11 nds designated for \~ df.m• pur po\c~. and 
pJt1c11t .111d inm.ttc accounts in both welfare and currccr10 11:d i 11~ rit11t io 11 ,, l'urchascs 1irc lim iccll to U.S. '1'1c.1 ~ 11r)' 
obliga tions. exce pt 111 inst.rnccs when: ind1v1dual i.L ifl ~ or bcqucsc~ prov11tc tor I he use: of othcr 111 vest me11 t ~. 

• • • • • 
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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 miscellaneous departmental funds on June 30, 1976. 
As has been indicated in previous paragraphs, the Invest.ment Department has substantially increased its activity 
in the use of these short-term debt obligati ::ms in order to maximize yields and, thereby, increase the income to 
the accounts. The Money Market Securities Division of the Investment Department supervised short-term securities 
totaling over SI. I billion on June 30, 197 6. In addition to those listed on Schedule I, there were substantial 
short-term investments held by the retirement funds and the Permanent School Fund. 

THE MINNESOTA ADJUSTABLE F IXED BENEFIT FUND 

The Minnesota Adjustable Fixed Benefit Fund includes the assets representing the reserves from which pensions 
are paid to individuals who have retired; these recipients are members of various public funds including the six 
basic retire ment iunds managed by the State Board of Investment and the fund administered by the Municipal 
Employees Retirement Board of Minneapolis. There has been a substantial revision in this portfolio during the past 
five years because o- the many differr:nt holdings transferrecl into the account during the 1969-70 fiscal year. 
Although substantial reserves were accumulated to m:;ke possible the continuation of a high level of ptinsions dur­
ing years of stock price downturn, these reserves were distributed to reti.rees during 1974 to compensate partially 
for the higher pensions now being paid under the "five high year" plan. Because the 1973 :ind · t 974 dow nturn 
in the stock market coincided with a higher rate of inflation, tht!re is some impetus to use the increased yield 
generated through the price appreciation of both bonds and stocks to provide a basis for adjusting punsions as a 
compensation for inOntionary pressures. In this way, the employer group - the st3te , municipality , county or 
school board - would fnce the ris~s:of long term market fluctuations, wher.i:1s t ht! individual would receive bene· 
iits more dependent upon actual changes in the cost of living. Concern h;1s been expressed, however, that th is 
acco unt would lose its ·•complete funding" and beco me less sound from an actuanal stand point if long-term benefit 
improvements were based on the cost of living rather than on uc.. tual investment performance. 

Under the provisions of 1971 h!gisl:. tion , the net return lo the Min neso ta Adjustable Fixe d Benefit Fund w.1 s 
determined on the basis of income :ind :in average of the marht-to·cllsl rela t ionships taken bi-mon thly ove r a two 
ye:ir period. Thi~ interpn•tation of investment result s meant that :.i substant ia l contribution towa rd the cost of the 
increased p"cns ion~ in the state m:inuged funds w,1s met fro m this "to tal return" \l uring the peri11d through 1973: 
the portion attril •ulablc to the Mun icipa l Employees Retiremen t Board of Minneapo lis was used toward higher 
pensions :i nd in cr ~ased reserves. The 1974 Legisl:lturc cstJ blishcd a ··new b;1~c" bclow which pcn5ions may not 
decline. This figure was established at the leve l of pensions paid durwg 1974 . The 1975 Legislut11re gr:rntc.:d com· 
purntivcly modest one·time pa yml'nt s t•' retlre1111!nt fun tl par ticipant s in lieu nr ,In)' in crc.:ased be nefit from th is 
fund. In ea rly ca'cndar 1976. the Lei;1slnturc Jppropri.11cd a port ion of t he high ea rnings accurcd from the invest· 
lllCnts in the lnVlS lcd Treasurer's Cash Fund :is :1 supplement lo those retirees who were receiving hcnefi ts rn rn· 
puled 0 11 the b:ws of l..igisla l1on in dfcct prior to the "fivc·high yc.:ars" st:1tu' ". This suppkmcnt to pensions ill 
Minnesota - to h- grnntcd to members of various municip.tl anti te:ichcrs' fu nJs as well as those managed by the 
State Hoa rd oi ln•:cstment - will tend to aid those rc tin.:cs not benefiting from r1!1:ent legislative prof.r:1111 s. 

Benefits accruing iro n· the m.ir l-:ct .1ction aml net yield have not incrcnsed d11d1 1g the p.t ~ t two yC'a r ~ for \e \ l.' ral 
reaso ns - including the "two yc:i r avcr:igmg" c1 11 ra te of return which still i11d11d r:. 1hc lower valu:iti c111 ~ p1 cv.tlc1H 
in 1974 and 1 97~. Other fa ctor-. include :1 ch:rnge in the actuilrial 11!;~ u111ptiun applicable 111 the f11 11cl of fro m )";, 
to 5%, an alloc:11 on of ccr1ain monll>'S t0 prt:· l 97J re lirci:s and sli11ht ndjustmcnts in some c:bcs 111 o rder ll' pay 
the full increase in benefits h:g.1slntccJ d11rl ni; 1973 anll 1074, 

Common stod s may comprise up to 50% of this portfo lio, wr th convert1h le d1.: bc 11t11rcs limited to an .1dd1-
tional 10%. On unc 30, 1976, the pcrct• 11tuga con1mlt tecl to co rn111011 stock i11vc -; tmcn ts, on a ll l' t ll ng111:i l c1Hl 
busis, J111011ntcd 10 4 5.~61,'0 of the port io lio, declinlll}: from 48.92',"'o on Dcecinb.:r 1975. Du r1111~ the past six 
months, there hn 1 .. bcc,1 s11hstan ti'1 l portfolio rcvisiom duu to t h~ rece nt increas1"1 in stock prices with the :i c· 
companyi ng oppo t .1nity to balance the sale~i of less sul."cessfu l stoi:.ks with lh l)~C wl11ch had -1hnwn subst.1 nt wl i;.11ns 
in prtcu during th.: past IS nw11th~. This pori folio rcvi ~ion, co mhinct.I with a co 11~olldutt1H1 of bond holdi ngs :ind 
climirta tio n lll' sec 1rlti c~ held in sm.tl!-:r q11:rntitics. will 1."0llt inuc d11r ing the months 1hc:id. 

This fu nd lncrrascd in value by SI 00.6 million d11 ri11n the (i~.:.11 yeur. Tim m .e.1hlc 1111:rcasc is due to the fact 
that the pensions bei ng paid to prese nt retrr i:cs ha·.·1· been ra i~cd subst.111t1Jlly tllM11gh rl'Cent lc 11i~lt11w11 . Tiu: 
hl lther v.1lue w.1s 1: uc co 51H.3 111illicrn 111 net contrlbutl t1 11$ ;111d inco me. t\rl add1l1tlrl it l 11pwurcl .1d1us tmcn1 o f S6.3 
111illio 11 was duo tc h111hcr 111.irkcl valuations . 

1"11 E IJt\SlC RE'l'l IU·.M 1::--IT f. lJN DS 

The State lnvc· trncnt Board 11 1a11agc~ six .1ce11111u l11tl1)11 11: tirc111er11 i11:cuunt•1 which inclllllc l11>1 h em ployer and 
employee co11tob1Hlons d llrlll~ t 11c employee's working rerlotl; at the tlrm: of re lil cincnt . the .1sscts J rc tra 11 ~fcn1·d 
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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, with the remainder invested in debt 
securities of the U.S. government, its agencies, Canadian governm•mtal units, and United States and Canadian 
corporations. Common stock commitments totaled ne:1rly 50% of these accounts on a cost basis on December 31, 
1975. Since that date, profits have been taken thrc..igh the sale of many equities, as the Dow Jones Industrial 
Average approximated the 1000 level. The Department's research personnel and portfolio managers also have 
suggested a revision in the composition of the equity portfolios so as to include higher holdings of those stocks 
showing particular promise - with assured earnings and dividends in the years ahead. 

The 1969 Legislature made it possible for each fund to include a small portion of unrealized gains in the income 
portion of the account through a procedure which applies after the market valuations of equities exceed the 
original cost price by 15% for six consecutive two month periods - or one year. At such a time, an amount equal 
to 3% of the cost of the equities could be added to the retirement fund for actuarial and accounting purposes, 
The first such increase occurred on October 31 , 1972; this was followed by a second increase on December 31 , 
1972. Because of the probability that such market increases would not continue, it wns decided th~t each of 
these increases would be added to the income accounts in three equal installments during three successive fiscal 
years. The first increase applied during fiscal 19'/'.!, 1973 and 1974, while the second increase was applicable in 
fiscal 1973, 1974 and 1975. 

The 1973 Legislature modified the law to provide for such an increase or decrease whenever the market valua· 
tion of equities varied from the revised cost figure by I 0% ior six consecutive two month periods. The m:irkct 
downturn during 1973 and 1974 re5ulted in the first 3% downward vision on February 28, 1975. r\ second 
decrease applied to severn l of the retirement funds on April 30, 19·1 ; . Because the 1973 statute authorized the 
computation of such yield declines over a fivo!·year period, it is anticipated that the net effec t of such ca · u!Jtions 
will be minimal when co mputing fund yielJ perfl.l rmancc on a long-term :isis. 

By ea rly calendar l 97S, because of rising stock prices, it was i' ,,,,,,.._ ... 1at there would he no further downward 
auj ustmcnt in the stotutory va luation of equi ties for on cxt · .• Jed period. Schedule 111 indica tes the nct yield 
:seeming to the thrce l:irgest basic re tirement fun ds duri•· ... the period from 1957 through 1976. During these 19 
years, the yield hos incrcasecl from less thnn 3% to :: . .. rly 6';C. f. ootnotc 14, fo llowing Schedule Ill , expl:iins thrJ 
effect of the statute tying eq uity valuations to rhc stock m:irkct. 

Schedule IV lists the securities held in the three l:1rgesl basic retirement fund~ 011 June 30, 1976. Beca use of 
the iucntical purpose tor wh ich th ese Jccounts arc established , il ha~ hcc n Investment Department policy lo use 
the s:tn11' securities in t·a ch ucrnunt, whenever funds h:1vc bcc 11 ;ivailabh.:. 1\ differing flow of new mone ys, how­
ever, h:i~ resulted in varying cost :i11tl :i so mewhat different overa ll composition of lhe~e three accounts. Ocl·ause 
of the rece nt :mies of cquit ics, the net original cost of stocks in the three rnajt>r accounts incrcascJ from $392.3 
1111llio11 on June 30, 1975. to H 22.6 111illion nn .lu ne JO, 1976 , The 111arkct v;tluarion or rhcsc equi ties showeJ a 
grcntcr incrc.1•:c, from S39".' .2 million lO S4G0.9 million . 

T iu.: 1'11hl ic Employee~ Police & Fire Fund w.1s cstablishcd <lurini: the c.1rly I 9GO's in order to provillc an invest· 
m1:01 vehidr fo r the snrnll1:r polil;c .incl fire (i~htcr orga ni 1.ar ions lhni11gho11t tlte st:ite as well :is for l.1rgcr orga ni · 
1.atinns which r• hosc to pari ic; ip11l c in Lh1 ~ retire ment plan . Schud11lc V includes lht. fixetl ·incomc se1:111 ities in this 
account 11:1 Jun: .H), l 976 .111d Schedule VII lt~ t s the c1111ir y portfo lli) . Th1\ acl'OU11I ~ lwwcd a slLcablc increasc In 
valu,. - from 545.J mill ion t11 S56.3 1111llm11 Jur l1114 the past ri~ca l year. Alth .. rngh nc.irly S~ million of this d 1:ingc 
w.is duo: to h11•hcr ·Hlh'k 111.11k1·t vu lu ri tio ns, most of th o: 1t1(r0.: .1\c WJ'i 1.h'rivcd from the signifi1::intly higher con­
tri l 11t1on:;, 

Thu lli l\hwur Patll1 l111cn's llct1re111c11t 1:1111d rcs11l1 cd fro m a 111crgcr, 111 t ')<)9, of the Sta te Police Offi cer's 
Rctirc111c111 A'ISOciJlio11 and the ll111hway l'atrolrnen's Rctirc111c11t i\ 'lsod.1t io11. Occ.1u~c till' two previous ac..:o unts 
wcr ~· q11i1 c small und h:id li111it ..:d nnd u11prr1lictubh: flow~ of new money. the new merged .1ccou11t appears to be 
more 111~11 ;1 i:c.1bh:; t h i~ h .1 ~ hcnditcd both (' roup~ . Sched ule VI i n dutll:~ thu fi xed-income sccuriti i:s in this ncwunt 
011 June JO , 1976 .11 Hl Schcd11lc VII lists thi: eqtiity portfolio . 

Stare , 1ntt11tdp.il :lllJ school d1,tr1ct hontls co 111 prisc1l over 7 1.0'(• •) f to t:il 111vc ~ 1 111 c11t ~ 111 these rctirc 111e11t t'11ntl :1 
us ri:ccntly :i •i the late l 'HO's; rnd1 holdi ngs dccli11cd to 0.4 '.'C by June 30, 1976. T his dccllnu was tl uc to the s:ilc 
.111d muturily of bond:. .1s wcll 11' the pl:11.c111cnt of all new muuuy in 0thcr t rpc~ of S\lcurit lcs. Because 1110~ 1 of th e 
rcmainillll " munh:1p.1ls" consist vf udd 11\ls th:1t carry either 110 rating or J low rating by the ~crvicus, it h prcrn rncd 
th:i r a latgc por1 i1H1 of the~c hrrnd~ mu~t be held to 111.1t11nty. In rei.:cnt ycarq, the 111unldp.ll bond dcakrs and 
fis cal .1 1,11. 111 ~ of the Upper M1dwc:5t m :a have l'ci:n mo~ t hc:lpf11 l in ,11\t int: the StJtc's s:iles 0f them' securities . 

The Jtlugcs Rc111crnrn1 Fu11ol w11s cstublisli.:<I In 1974 ; 110 pcr111.111 c:11t investments were p11r i.; h ,1 ~cd until the 1975 
ris.:Jl year. Dc•au~c 111 \ latutory l lini t n t lon ~. the pcrct: nt:ii;c of fundq 1n\'C$tt1d 111 c:11u it1cs ina)' bu incrca~cd b>' only 
5% l)f mt.ii invc· 'l t111e11 t ~ c:. 1 ~ h ye :r. Durin11 the I 1l76 fiso.:.11 pcriod. the fu nd wus ~ubjcc t to a 10% equity :1n11t:i11011. 
Schedule VIII lis ts t h.: invc;1 111c nts a~ or June 30, 1976 . 



THE MINNESOTA SUPPLEMENTAL RETIREME;NT FUND 

The three accounts of the Minnesot:i Supplemental Retirement Fund are invested in accordance with three 
different philosophies 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 compani<!S. The growth share account, on the other hand, 
may participate in the equity market up to 100% of tot:il assets and includes stocks of companies offering a low 
current yield and representing firms which may have significant Jong-term potential from the standpoint of earn­
ings growth. These stocks tend to fluctuate in price to a far great·~r extent than those in the income share ac­
count. The fixed return account, inve~ted entirely in bot.ds, is not s1Jbject to changes in market fluctuations. The 
amounts contributed each year into this account, however, will earn varying interest rates depending upon the 
existing yield structure. 

The growth share and income share accounts were established on a unit basis on October 1, 1967, with each 
unit worth SI 0.00 on that date; due to a two-for-one split on June 30, 1973, the current units had n net worth 
of $5.00 on inception date. A summary of the market valuations experienced by the two accounts since the 
beginning of the program in 1967 is as fo llows (as adjusted for the two-for-one split): 

Income Sh:ire Account Growth Share Account 

High Low High Low 

Oct. '67 - Dec. '68 S5.52 (Nov. '68) S4.98 (Oct. ' 67) S5.44 (Nov. '6S) $4.52 (Feb. 168) 
1969 5.dO (J an.) 4.99 ( Dec.) 5.32 (Oct.) 4.71 (July) 
1970 5.69 (Dec.) 4.81 (Jan .) 4.9•1 ff eb.) 3.73 (June) 
197 1 6.30 ( Dec.) 5.86 (Jan.) 6.21 (Dec.) 5.09 (Jan.) 
1972 7.1 1 (Dec.) 6.36 (fan.) 7.92 (Dec.) 6.47 (fan.) 
1973 7 .15 (Sept.) 6.69 (Nev.) 7.53 (fan.) 5.29 (Dec.) 
1974 6.80 (Feb.) 5 .31 (Sept.) 5.35 (Jan .) :u 1 (Sept.) 
1975 7. I 2 (Dec.) 6.26 (fan.) 5.17 (lune) 3.95 (Jan .) 

Jan . - June '76 8.00 (June) 6 .94 (Jan.) 5.52 (June) 5.28 (May) 

Sdwdulc IX lists th.: assets in the in co me $hnrc. ccount on June 30, 1976. Because of the increJse in bot h cqui~y 
:111d honJ valuations during the past 18 mont!1s, this a.:count has shown particularly favorable m:irkct result s. The 
compJr:it ive ' \A..:ty" of this portfolio , dui.: to thc type of sto'k used and the diversification be tween fi xed-inco me 
and equity :;ccu rities, has resulted in its use by most retirement organi1.a ti·111s eligible to participate in the Supple· 
rncnt:il !l etiremcnt Fund . It 1s anticipntcrl that th ..: results, over J period of years, will never be spectacular, bu t will 
tcnJ l1l he SJ lisfat:rory from the $t:.indpoint; of safety, yield and long-term growth. 

Schedule X consists of a listing o f the securities in the growth share account on June 30. 1976. Under the terms 
of the Prospectus for the growth share acrnu nt, it 1s a policy of th l~ Oep:i rlrnent to maintain n steady invest ment in 
stocks of companies which evidence growth poten tial. It hus also been an established policy to avoid ex treme .. buy" 
l.lr "sell" P" gr:irns wh ich could result in a high cash position for a bnd period of time. Such a program c:in be 
Jis:istrou3 11 the m.1rket 111ah~ Hnant1c1p.11 et1 moves. Thi~ means thut the acco unt is in n reasonably fully invested 
position .11 ,111 t1mi:s and will con tinu,· rn be suhject to significant changes in marke t value$, p.irticularly during 
pct 1 od .~ 111' stock 111.1rket incrt·:i~e~. as in 19'/ ~. and during times of m:irht unce rtainty and ueclin.:, !>11ch as durinH 
1?73 and 197•1. The upwarcl movement of ~tock prices in 1975 anJ 1976 resu lted in sizeable increases in market 
valuations of t he growth shari: .1ccount Ir is appi11ent, however, that those sto..:ks whh.:h led the market mcrc:iscs 
during the 197 1-73 per iod may no t pro v11lc such leaut:rship in future rnnrkct recoveries We arc now rcvisrng the 
l11vcst1111.:111 p11l kic~ .1pplicable llJ th i~ fund to aclucve a grc.1 tcr dcgrcc of diveu ifkati1>n by industry and t11 in clude 
equities rl·1HC\e11t 111g bro.111 ~c1t11tcnt s nf our eco110111y. 

T hll nsscts in the fixed rut11rn accoun r, cs.rabllshec.l on July 1, 1974, .ire listed in Schedule XI. Unit v:i l11 :1 tions c.lo 
n0l ch.intw . they arc arl-it1 .1dly ~ l'I at SS.00 per unit. The r<!lurn fro111 this fund 1s bused entirely t1p1Jn the rata: of 
111tcrc~r rece ived t'ro111 th ,: honJs purchased in the account. 

Under the provis10 11 ~ of the .1pplicable statutes, the l11vcst mo11t lkp11rt mcn t C'stablishcs :in "lnd1ca tetl rate" 1) f 

return for the co111i11g f 1~cal year on July I . On July 1, 1974, thi, rn tc was set ut 1LS0%. The bontls purcha~ed 
duri1111 the f1~ c11I poriod ,>1ovitlcd .1 yield 50 111cwhnl higher than thJt .111tic1potcJ. The p:Hticip..ints - then co nsist111g 
o nly 111' 111dividu;ll retirement r'u11d ~ received 9.1O':'ii011 all co ntribut io11s m.uJc durin~ the 1975 fi scal ye.tr, D11rln11 
f1-:c:ll 1 'J7o, lhc.' pl.in wa' hr(l.11kncJ 111 \COpc tu 111 cl11de 1indivicluals who wi~h to p.irtici pate in a fix1·d·tct11r11 liwe~t· 
111c11t 11111lcr various ret ir: rncnt ill deferr ed 111co i11c plans. In e.1rly July 19 IG, the return for rnJiv1c.lu.d p:ar11cqi.1111 s 

\\las ~1·1 .1t 8.9"., fo r lhO\c .:0 11triln1t,1111 ~ received c.l11r111g the 1976 f1~ca l )e,1r. 1'11is tali: will be SUbJl! l.! t to changi: 
an1H111lly. 

The con111h11tm11~ r~n:1" i.:d from the v,irious reti rrmcnt o rgan1z.1tio 11s will provide e.irnings of 8 .8% Juring thi: 
post fi sc.11 year, wtth an 1nthl'al1011 that the rate hC I on th ese contribu t1om will co11tin111: r'1Jr .rnnthcr nine ycJrs. o r 
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through June 30, 1985. The slightly lower rate attributed to the institutional participants is due to the fact that a 
portion of the income will be set aside in the form of reserves to provide for any possible future diminution of 
income. Most bonds pui:chased during the year may not be refunded at a lower interest rate for a ten-year period. 

Because of the uncertainties in ~he 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 pavments. 

There is a substantial amount of interest in the fixed·return account !:>ecause of the investment uncertainties m3de 
evident by the 1973·74 decline in both the s• :,,ck and bond markets. The idea of a definite interest earnings - with 
no dependence upon stock or bond market fluctuations - apparently has great appeal to many fund participants. 
Because of the response to this new account, the assets increased from S 1.0 to S4.2 million during the I 976 fiscal 
year. The significant influx of incoming contributions to this account has resulted in considerable reserves being 
held in short-term investments. These moneys will be placed in securities of longer maturity for which commitments 
are being made. It is the intent of the Investment Departmer.t that approximately 30 to 40 issues of fixed-income 
securities be selected within a comparatively short time so that the fund may be assured of adequate industry diver· 
sification. It is emphasized that the bonds purchased are concentrated in the AAA and AA qualit~· lt:vels. This will 
add to the safety applicable to the fund contributions and should minimize the chance of losses. 

MINNESOTA V ARIADLE ANNUITY FUND 

The Minnesota Variable Annuity Fund was advocated prior to the ndoption of the "five high ye:ir" plan by the 
Teachers Retirement Association. The partidpants received a net return of 5.4500% in fiscal 197 1, 9. 1670% for 
fiscal 1972, and 6.2393% for fiscul 1973. During fi scal 1974, the purticip;i nts suffered a decline of 4.1478%, fo l· 
lowed by another decrease of 17 .9638% during fiscal 197 5, and a decline of 0.0 10 1 % for the fiscal year ended 
June 30, I 976. Th.: laws applicable to valuations and computation of net return dicta le that a two·ycar period b~ 
used in calculJting incre:i scs or decreases to the fund. As has previously been indic:ited in this r~port · ·~e stock and 
bond murk..: t "lows .. of l 97·i will be used in these calculations until mid · l 977. Therefor.:, the: Minn<.. J ta Variable 
Annuity found will not show :1 positive net rt!lurn until the end of the 1977 fi~ca l year. M11rkct-value·to·cos t ratios 
already applicable to the June , 1977 com putations indicate a significant positive ne t return for the ne:-; t fis.:;il year, 

Although most variable pluni. are based en tirely on participat ion in equity investments, the widespread use of this 
fund :rnd the nuctuations in the stock market since lhc account's in ception have caused the investm~nt <lepartm ::nt 
to ndo pt a policy which includes approxlmatdy 25% to 35% in fixed·incomc investmen ts. 

The option for the Vari:iblc Annuity w:is tcrmin:itell during fi sca l 1974. Therefore, the fund will continue only 
as an investment medium for those teachers who have already chose n lo have a portion of the ir rl!t ircrnent moneys 
invested in accordance with the Variable Aunui ty concept. The securit ies in this fund on June 30, 1976, arc listed 
on Sche,!ult.: XII. 

TllE PERMA NENT T RUST FUNDS 

The St<1tc's permanent trust funds showed the ir greatest rat e of grow th durin~ the 1940's and 1950's. Un til a 
constit11t ioni1 I amendment was pn;;scu in 1956. half of the recdpts from tho.: iron ore occupatio n t:ix accrncd 10 rhe 
pri11cip:1 I of the per manen t trust lunds. whid1 were invcsti:d for the benefit of the schools, the Universit y of Mi1111c· 
so t.1 a11d o[hur sta te institut ions. Jn recent ye:ir ~. the entire receipts from this tax have been app lied directly toward 
meet ing the Sw tc's current c1lucatinnal needs. 

Duri11g the ye.irs irnm cdiatcly fo llowing the adoption of the constltut lonJI an1c11drne nt , lonb·tcrm 111w-coupon 
U.S. Treasury bond!; were sold from the Permanent School Fund , wilh the pr occcds he ing invested in l1ighcr yicldtng 
corpora te securities. In accordance with this .1mcndmc11t , corpornte b1111d ; were purch~sed to tho approximate 
maximum oi 40% of the fund. During tht: p:ist !.cver:i l years, howe ver, mortgnfc l> :ickcd securities guaran teed by the 
US. governmen t ;1nd i ~sued thro ugh priv:i ti: or~:iniz:H ion~ in coo per:ition wuh the Govcrnmcnt Nntional Mo<tgacc 
A~socia t io n haV(' offered a yiuld co111 parahlc 10 or s re:i ter than thnt received from corporate hvlll.ls of similar qualit y. 
These Covcrnmont N.itional Mortgage Assocl:it1on 111ortg:1ge bi:ckcd securities were purchased during the rnm:m:r 
months o r 197 4 a t yields :JS hii;h as 10.14<'11 . Bc:cause of the lack of tnflow of llCW ca'lh 11110 th is fund , the gradual 
return of principal offered by this type of invest ment has been very :ittra .; tivc; we have thus been .1blc to mui n:ain .l 

cnsh fl ow for current inves t111 1: nt ncods. During fisc:al 1976 , :idd itio11:il types of Unit t•d States Government 
guurant ecd securi ties wae used: they h.1vc add eJ both quality and yield to the fund. Arrangements l>ctwccn the 
Stal e Oo:i r<I of lrwcs1mc11t and the Minnesota U:i nker's Asso~ i ation huvc rcs11l tecl in :1 program throu!\h which the 
l'crm:inc11t School Fund has purchased those portions of Sm:i ll Business Administr:.itkrn loJns which 111e guarnn tcctl 
hy the Unltcu St:i tt's Gov~rnment. These loa ns arc arranged through various h:111ks in Minnesota :rnu arc ' 'pooled'' 
through the fncili ties of the Summi t National Ll:rnk of Richiield . This program, initiated through the cooperation of 
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the Governor, the State Treasurer and the Minni:sota Banker's Association, appears to offer a unique opportunity to 
achieve a comparatively high yield and an adequate cash flow to this permanent trust fund. It also marks a unique 
opportunity for following prudent investment principles in achieving an appropriate yield, while aiding the develop­
ment of busir:esses in Minnesota. 

Within the past few months, we have negotiated for other United States Government guaranteed securities based 
on hospital mor ~gages throughout the United States. These securities also offer :i comparatively high yield , :i con· 
tinued repayment of principal and the highest possible quality. 

Bec:iuse of the comparative attr:ictiveness of United St:ites Government backed securities, the corporate bond 
portfolio has been roduced to 29 .8% of the book value of the Permanent School Fund ; it is anticipated that the 
holdings of high quality debt securities will be increased as more appropriate yield spreads become prevalent. United 
States Government ancl government guaranteed obligations constitute 47.7% of the book value of this account; 
common stcck investments arc maintained very near to the 20% limit. 

Schedule XIII indicates that the investment changes have resulted in .an increase in net yield from 2.68% during 
the late I 950's to 5.54% during the 1976 fiscal year. A very marked increase in return during the past five years 
was possible because of the use of United States Government guaranteed obligations. A portion of the income will 
be transferred on an annual basis to the principal of the account to replenish the book losses taken through the sale 
of long-term United States Treasury and corpora te fixed-income obligations during the past 15 years. 

Schedule XIV lists the securi ties in the Permanent School Fund on June 30, 1976. 

• • • • • • • • 
A review of policies concerning the placement of business, together with a summary of transactions completed 

during the fis..: :11 year fro m J uly 1, I 975, through June 30, 1976, follows the schedules described above. 

.. . . . - .. .. 
The investment results achieved in fisca l 1975 :ind 1976 have been p:uticularly ple;1sing to the Departmental sta ff. 

The coo perat ion and advice received l'rom the members of the State Doarcl of Investment and the Advisory Co m· 
mittee on State Trust Funds pl:iyed a most important par l in achieving thest: results. It is now t:videnl that the funds 
bcnciitcd co nsiderably through the signifi cant purchase program co mple ted during late 1974 and 197 5. Likewise, 
the income from the Invested Treasun:r's Cash Fund has been increased bo th through the accumula ted surplus dur­
ing the period of high intcrc~ t ra tes :ind the degree of t1 ttention accorded this account by the vario us State finnncc 
offices. 

The Investment Depa rt ment is also apprecia tive of the coo per:11 io n by the staff of the Legisla tive Comm ission on 
Pensions and Retirement and by the inten:st shown in the Sl ate funds by the securities de:ilcrs, brokers :i nd rcseu rd 1 
personnel throughout the secu rities industry. Although the man y Minneso ta inves tn1cnt accounts must be m;m uyed 
under widely diffcrcnl irwest mt:nt policies and procedures - in order to achieve indi'tidual objectives - it is hoped 
t hat all of these fu nds can be invested so :is to be of lasting bc11dit to the beneficiaries and to all citizens of Minne­
sota. 

REB:bc 
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Respectfu lly submittcu, 

7fAtl'~ 
Robert E. Blix ; , C. F.A. 
F.xc.:utivc s~ crc ta ry 
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SCHEDULE XIV 
M11b 1 , ... , 

PERMANENT SCHOOL FUND Prit• !I 
c-.. ••Slet' Siio..- i-Jll-71 lrluhl V1luo M11h 1 

June 30, 1976 COllSUlrlC R·llONDURA!l f S 

RESUM E OF ASSETS. IN ACCOUNT 
Eu 1,..., Ko4el CompMy 7,lSO S100.ll s 7JSJll.7S 
lrlinntt01t Miftinv ••d MonvlKIVll"'l Co. 18,000 SS.SJ l,O'Jl.2SO .. OO 
Pt0e1or 6 G1111blo Compo•v (Tfto) 1,100 ~.u 1JO,Sl7.SO 
Re.f1111, locor.iontod 1,000 14.00 512,000.llO 

' CASH CUITlflfO FO R lNVUTIIElrT" i 25',0SJ.ll Tolll C1M .. 1tr H111<1vnM" S J,llt.IOt.25 f.Hl< 
OAUGS 

11101['1' lllA R•U SCCURlllU Amtrlun Home '•oducn Co1pouu.on 22,100 S J42S 7!0.900.00 
Mud 6 Co. l•c. 10,000 12.00 120,000 00 

ilotri .. A..-.• 11 "iur, loc. 30,000 2925 I H,500.00 
ll1tvriti. VP 10 l 4oyt I , 10(.000.CIO l o!Jj Ortp s 2.311,400.00 4.2'1< 
STATE AllD LOCAL OlllGATIOHS 331.600.CIO fOOO·llY fAAGC 

UNITED STAllS GOVCAIUl(llf.CUAAAllTU O OILIGAllOHS S12',744,lllll 
CPC lnltmotionel, Inc. e.eoo s u .ao s 36.1,000.00 
Cou-Col1 ComP••v trnol 1,000 14.13 m.ooo.ao ts.. l lnint lt4ow) Gonm l food1 Corpor11ion JS,000 2'.13 1,019,JI i.00 

COArO AATE 10 10 OlllGATIONS S 71,519,SU.as 
Gtnml M;ll~ tncorpon1td 30,000 JI .SO ~~ 

I&.. liili"t l tio•) Ttltl f H4·h ••n" S l,OOf,JI i.00 S.411' 

COMMON STOC~S IS.. liltl.., l •towl S 53, 116,507 .aa AfT All SAUS 
f 1du11ed Otptttm•M Sto1u , lnca1par1ttd 18,000 s 47.63 ISl,250.0 TOTAL ASSITT IN AC COUNT UU,141,IU. U Ponn•v IJ.C.l Compo•y. lncorp~rotod 10,100 SZ.lS 5&-1 .100 o~ (IOt accovn1101 pvrpowt: nol iodlatr.. of INO rn•"tl '8lvt) Su ri, Aorbvc~ 1od Corn~a.11 12,000 6'115 111,000.00 

·~ WN'ICI sAcnlriiu •mount dut from t.tl'1 of M urhit.c ....,.,.1 d•vs btfon lis.c•I yn1 tnd. Tthl Aoc>~ 511,. S 2,111,UO 00 U&~ 

11011: ~cf ,,......,.,tntl ltt fimd •I hn nlue;t,n-,mon uac\1111 lnttd l l mttkft wtlut . 
TOTAL COHSUM£R0 0RllNTtD $14,154,216 2S JUI~ 

TCCHNDlOGY 
OFflCl EQUIPMllll 
Bw"ov;hs ()<DOrtl l !.500 $104.CU s 111.ono.oo 
Hot1rptll. lftc.. 10,000 •Hl H&,l~OCO 

COMMON STOCK HOLDINGS lt11un.i101Uif 8tiillftt n ¥1c.f\i11n Crupar111ori ll.SlS 216 IS l.• •9.061 H 
Xu or Corpou liort 6,UO 61.63 JU.SU 00 

Mwkrt Toi~ Jt!Jj Ottott h•l•m••I S S,U0,11'.ZS t.'4~ 

' "'" " TOTAL T£CHNOlOGY S S.)s.l,11CJS '~" c-.... s1oc\ Sllom '-lO 1' M HhtVl/wt Muht 

UllLfll lS 11\Slt INOUSTR'f 
lUCTAlC I UllOING ' f OAlSf rR OOUCIS 
Ct•lnl Mid SOll1h Wtfl Co1~on1100 ll,000 S 14.SO Jll.~oa.oo Yh1U'1H 1J1t' COmP•"Y .. oa S U .J5 llUHOJ I. Ill\ 
ClllCftN~ Ca & (lt<!IK co .. p..•y IThtl 24,COO 1118 419.000 00 
c ... _,,....,,h Eduo• COmP6"'f ll,•19 11 uo 601,912.00 CHIMICALS 
ftcnllo ,,.,., & l°"11 ComP>111 2S,•oo nu 606,42S.OO Q.,.. Ch•'!l1ul lomo••1 IT~tl 11,000 s 482S HMOQ OO 
Houuu l..,,tiftt & ' •"" ComD'"Y 16,SOO n ~o J11.1~.oo d• ron1 tE I.I do N""'"" 1•d Como•• t 1,000 111 ~o 916.10000 
,ll o<1~ l• So•th U111t1 .. 1, ffttO•POlll•d 3-1 ,000 14 6J '9/.JS0.00 Mortu.110 Cotf'lp• ny •.DOii 9llS Jll.COO 00 
M,,..,..., '°""' A L°'ll'I Como••Y 15,SOO 19.Sl 31>1,117.SO Ul\IOn C•tb1t.h (Jtoorat•Of'I 11,100 51 SJ 19121210 
Hot'l\orn Se>tn ro ... r Como••v 1111110) 11,500 24 JI SlUMi2.SO ftUI C lli t lnl( ... , S l ,llt,IU SO UN 
• 1C1l1c Gtt & [f1Cl11c Colt'l;u "y 11.~oo 10.38 0 3.061.50 
'vbl1c S.r.•tt Ca"'P-'"'Y of lnd• •N. ll'IC. 11 , 1~0 1BO 461.BIS 00 lllCTRICAL (QUlrYtMl 
$4wt \ t in c.:1fotrh t (d1'°" ComP•l'lf " 'lO 19.n 391,SOO 00 C1nt1al [ ftetflt Cam1H I ) 16,100 s ~l. 13 HS.115 00 UI~ So•U1tm Ccmo..,y tTht l 14,000 IU.S :i.a s.oco.oo 
Ttut Ul!l11"'1 Comp.any 11.000 l'-00 Sl2.000.00 MACltlN (flY 
V1•1•'~ E.:tc:ulc and ,a...,, Co11'CWR'I 11.000 13.JS 211.500 00 Ctlllp.lttr Trwar Co. 10,100 s 91.ll '10.m 10 

Tobi ftt<trlc s 6,101,0J.4.50 11.0IM\ Tu 10 Union Cot pm;tton 10 400 JUS J~S,IQO OJ 

MATU~Al GAS 
Ttl>I 11 .. i. ••• ,., 1,11',IU 10 tllN 

1•nh.1Mh (•1ttn Pt(H l 1f't CcHT'IP.ny io.ooo S JS. ll 102,SOO 00 1.21)( MlfALS 

COMllUMICATIONS 
Afumlnutl\ Co"'p1ny ol Am• r1u 1(000 s 1610 m .ooo oo t.• l '\ 

A•mlu• Tt~~htno 11 h l"l•ti>h Co••pony ll,000 I 16 50 I l .~2S.SOOOll r AH ll 
Otn111I To4~hon1 lo El•won1<1 Co1p. l 0,100 IS U 1,0SS.100.00 tntttl\.tllOnt l Pip" Comp1t1y 1.000 s ll.00 Sll .OilO 00 a 'Jlt. 

Tuai CM"'rt-.&c..U••• S J,Sll.Z00.00 """ TOTAL IAllC IHOUStnV s 1,011,Sl l 00 11 t t!I 
TOTAL UTllll tlS S t,JIS,J:IUO u ui-

lNlRCY 
11~1 llCIAL SCRVIC U Oi l OOlollSllC 
3A~ U A~on11< Rltlllortd Co'"D"'• I 000 Sll14 10 s ¥l6 000 00 
~\ ~"'flt(• Corpgrt hD" 11,000 s ~s 1~ s 1,011,50000 c ... 11•• ••>1 011t•,,.• ••110.11 10 000 !I JJI IU,100 00 • C1hc•110 1',111 l5.1l 1,0Sl,U 1.00 Sttl>Jord 0 11 Como••1 lt•l••• •I 14,000 $0 so 1.111,000 00 
f,•-n ltnl Svn•"'· lncorpo111tc1 ll,100 HU SC6.lll.SO Tot<! o• D""'"'" S 1,111,SOO 00 $01' J P. ll •l'IO• ~ Co, l•to•oo•tt•d 10.910 '2 IS 1,0&1,JJO 00 
lr(o11t """1-l 8M'ICO'Po' •t.en 1',000 1121 1.431,110~ Oil 11111 RllAllOHAl 

T1!JI l otit S S,S..t,tUSO 100CX C •• Of\ Co•ootauon lt.•ll4 S1Q.IU s 1.m.111 co 
Meb.I COf•Onttoft 21,300 IHJ 1,11S,lJI 10 

flONtf Tu•U ll"e Jt,000 ll II 9!'1)0 00 
l t-'\• fi< ftl (4'P.OU llCn 11,91\ I 14 fl 02.i~a u T•Ui' 011 l11utof10,i M S C, 111,lH IO · ~' H041tttf\old f~M<• Cn rflHllHtn 1,000 IHO ~1.00004 TOTAL U(RCY S l,2U ,ltt 10 I) II\ , .. '•"'"'' lll,441Ul 111~ • I llAllSPORI M ION 
INSU~ANCl Atll ll~ts 
tfllA ( OfOOtt ll.tl'I 11.100 s JI u 519 Cal ~D ~o,_,.,._.11 A11t1M t . lnuuoor~ttd !Ul t S HID 111,710 GO OH'( 
Hon11 ... tu1n N111oruit l il t h•ufl ••t • Co :s 100 fl 00 J~.1llOGO 
S11HCO C••QOltllO• 1\100 ll IS 612) 1000 htLAO AOS 
TM S~ '"'' Com1>411 11 l•r ll,000 II SO uo OQtl 00 8 i.t11~0" H on~''" lrto1~cu1111 11 600 s ,, Oil II\ IQO 00 
Uno.,.I Su to f 1dt41rt A CiM.ittl'l'f C""mP•~• 11,000 laU 6'0~JH4 U1hQ" 'te•llc Co•oo• •h11" 1 •co ,Ill 11s 1•,o o~ 

T , , .. ,.,_,O"'C• s lll.U,J 11 so HI~ T .... ~.J ..... ----
s~~ UI\ 

lOI AL flNAHCIAl SlllVIClS S t ,, 10,ZU '1 11.2111 IOIAl IRAlll'ORIMIOH S 1,SIO.UO O~ HI'\ 

COHt UMlA 0Rt1 Nlt0 TO I Al COlol\IOH U OCKS Ill Ol, 1 l!_!l' 100 OOI, • t,UTNIOllllS.\ AU IO!IOllVI rAlll S 
1••• tl oier Co111P••1 13600 S \S 10 s I ,0!8, 100 00 
Q.,,,,.~ Moton Co•oo•uu'" 11100 M ~O 1,•11lOO00 
Qc:<1d~ur liro o\ M•bb•r Comp1• 1 I I ~ •I 31,000 ll 00 I~ 00000 

'418' A•llfl'IHi.1.- & At1lt"'"' " P'ttn I lJtt,l~O 00 I t-1'\ 

COllSUM[R OUHAILU 
Sw"b' "" Cotpottuon IC.000 s uu ll0.150 cu 
WM1l1ioof Cottot111nn 11.700 11.13 607, llS 00 

l e uil CtfllWmtf Owtt\iln l ll,ta o~ ltll\ 'O•·O'"'l co11 ot •q •lt"' o• ·•" 30, 1016 "'" l~l.l14.lll Cl • 32 



Schedule XIV continued , .. , .. ,._ 
Ty,. of Mot..ill' """ , .. Tolll ,,.,...., S.•rirt 0 ... 1.1 " " .. "' .... 

CORPORA fl 10110 OILICATIONS 
UNITED STATES GOVERNMENT·GUARANTEED BONDS 

AND CORPORATE BOND HOLDINGS rUlllC UT,LITY OILICATIOllS 
HECTAlt 

June 30, 1976 Ou~, Po,_.t Co. f;rn & A1l11nd••• 
ll0'1fll9' M ·!S 4 Ill H I 1.soo,000 00 

Flo10d1 '°"" & l1i~I Co. Fi,nMoM;'9f 4·1·94 4Sll uo 1.100.000.00 
H1"1ilM Eltetrtc Co .• ltd. FirnMon- M ·Sl us 4.4S 1.000.000 00 

Ctw,1• ... ., ... ln1trsllt1 '°"""'Co. Fi<n Mort- S.1 ·9J 4 )II S.AS 2.000.000 cc 
Tot II Mu•tfry Art• y;.u Ttt.ol Iowa,.,..., & lltot Co. $/f Ot0 roM1 4·1·8' 4Sfl HI uao.ooo oo 

c ... ,..y $u1,,lry O•t• ' •I " " Ar1u•C "'""" Crnt,.1 ro.,,., & l19M Co. Otbt n111r1 10·1·11 CS/I HS 9'0 000 00 

Ullll(IJ STA HS GOYEANMEllT·CUARAHrttiJiiUIGA ~ LO"t lll1rd l'9f!U"t Co. FiutMo ·-
g.1.9s 4S5 SJO 1.100.00000 

FARMlRS HOM£ ADMINISTRATION llOTU 
M....V..,.1u (l1ct11< Co. f•ttMou~ 12·1·!1 4!.11 4.SS I, 100.000 00 

U.S. Oto111mrn1 of Att•<•ll•n . 
Non~no Su1n ,.,.., Co. f•tt M0tr1'9' "91 4311 UI 1.000.000~ 

F'"''"" Komt AdmWuntion ltUQUd HolH 11110 ! .90 ! .!O 1 l,!'1.134.11 Onu T•~ ,_,Ce. f!llt Mo,,..,. 1H!l 4Sll us 1,011.000 Oil 

U.S. 0111Mlmrnt ol A"ic•llurw. 
rotONC Ed•- Co. f irn MO<t-& 

Z.'9S.111.ll Coll T• ~ l-M4 4Sll I .SS 1,100 '•U 00 
F""''" Ho"'t Adlfli•uHnhon ""'"'udHotu 1·31 IS B ii am Soulh-1110 rlblic S.tv<U Co. Ft11rll ,. ,~ l H4 4 Ill 4.SO 1.:..J.OO<i ~ 

Teo• " '"" "' H11tu AdmiMtt1h•" "'•111 I.Ji% 5,Hl.llZ.IS 
Tel.II EloctM ..,~ S IS,Dll.000 00 

GOYlRNMlHT NATIONAL MOATC.\CE ASSOCIATION GAS 
GUAAAHTUO MORTCACf.l~C~EO SlCUAllllS Columb>1 Chs S1n1111, ln1. Othnh1n S.1-B, H ll U4 1.200.000 co 
C1hlo••11 M0'191f' St"''·' Mt;. 8.,lrd Cr'1. J.IS·Z004 I 114 !.61 936.17'.14 
C•rl11n1 Mo'1Qlfl Co•P. M11. lot\rd C111. INS·lOCO a.co 1.13 1.S13.99l SO fht Gu Scr.oo Co. F•nt Mon- g.1 .es us us '36,00009 

F1t11 lhtltotl 810\ ol M1nnu polf1 Mt9 h<l1J C1!1. 11-IS·lOCO • cc us 1,111,161.2' Mic~•tt• Coosolid•Ud c .. Co. Finl Mon~I' g.1.19 4 )/4 s !l UIS 000 CO 

ftt1t H111onM Ian\ ol M1nnU'1·'1fit M19 Bt<l rd Clll. MS·ZOOI .o a.so 1,141,169.13 Propln C11 Llljhl & Co\1 Co. f lnt & R1lund•n1 

CUtld Mor1411• Con-piny M11. hcl rd Ctfl. Z IS·Z004 I .OD I .SI 1.m.ua.1s "'""9'91 1·15 " s l/1 s JI 1.lll,QOO 00 

' 'trlltqt Monq1941 M11 a.clrd C111. MS·ZOG4 I 1/4 ,_., 1,SU.S~.JI Ttul C" u~ s.an oco 10 

'"'~n1110f\1I Mcn;•q• M19. hcl rd C111. 1.1s.2ooc a.OQ a.sz l.Ul.S91. 19 
IDS Mon11tt Coro. M19 hclrd Clfl. IZ·IS 1001 &Ill 1.13 2.SOU0,.21 Tll lrHOlll 
IDS Mon;191 Co•o. M'* 81Cl1d Cm, ll-IS·lOOI 'Ill 113 l ,SOZ.40!.IS A"'f•1t1n T t lt;ihor.t & Tt1~up" Co Otbtnluu \.MS O JI n's I.SOil 000 O~ 
IDS lolo,.1•1• Corp. Mt~ J Klrd Clll. Z IS?OOO 7 00 191 l ,OlG.'ll.O Tht h•I T1l•p~on1 Co. ol (101J • Fon1 llo<1q"" , • .,s us s Sl lSCO CGOOC 
IO S ,ll tnt•t< Corp, Mt; I.clod Cttl. g.1s.;ooo IOO s ! 4 1.4a.cc9 &s Tht 8111 T1l1poon1 Co. al C1 .. 11 fon1llon'1'9' g.1./C)()I ' Ill ! 50 l COGOOO ao 
IDS Mo<1 .. 11 Co•o. M19. Bttlrd C1t1. 7.n 1000 a no l )J l,S6S.10l. I I Ctl'tut Tt!tO~Oftt Co ol llo11d1 Ftt11 llO<tt->lf S.1·9S H/I •H~ 1,000000 00 
tOS Mtnt~ Coro M19 l1Cl1d ( 1<1. 10 IS 1000 HO all l.Sll,OJ.Ul C1n1r J Trtr pl!on1 Co ul 11110011 f •utMonl19' 9 I 9S 4111 411\ 1100,0CO 00 
10$ Mt11 .. 91 Ca1p M11 BK ltd Cul. 11· 1S 1300 • co l.&S l ,SU,1 43 Cl! GtntrJI Ttlt P'\oft t Co. of lf'ld•M• f1n1 Mon- l ·MS "~ 410 1,100 O!IO 00 
IDS Mortttlf Corp, lh1. 81<l 1d Cul l ·IS 1001 HO e SI l ,Sl6,lll 19 H,_ Yor\ T1l1phon1 Co. R•lu"d•llt 
IDS Monll'9' Cotp M19 Bui rd Con . l IS·ZOOI a oo uo UO,lll ll Mon- l·M004 IS/I ISl I ,S00.000 CO 
IDS llollt"lf Cota lltf. B1tl1d Cul. l ISIOOI 1111 1.40 110.081 56 Pk:tl'' Nortf\•f"1t Bell h loho"' Co 01b1ntv11 1111000 l 112 4 4' 1,SOO 000 LO 
10$ ,\lou91;. Co1p. 1111 B1<l rd Clfl. l ·IS·lOOl s Ill l .l4 J.004 ,,S I ll s~ulf'tt fl'I l t ll Tt ft pt1011• 6 r~19ugh Co. Dtttl11U! f l IS·IOIJ I Sii l ,41 1.0-00.000 QG 
IDS 11 01110:1• Co11. \119 81<l1d Cur. 1· IS·200l 'l/l u.c l.001.&11 QI 

l1Lal Ttf•ph M Mlll s 11, 100 0~000 
10s l.10110•1• Cofp 1119. 8Kl •d Cui. 4 IS·2UOl s Ill 1,S4 1.ic1.m 14 
IUS llorttli• Carp, Mtt 81Ch d Cm 6· 1S·200l S I/I HO 1.160,!Mt 14 TOTAL ,U~LIC UTILITY DtLIGAllONf "''" 1 ) 1,100,IXJQ 00 

.os llot"l•llf Corp. M11 81t1td Cori. l ·IS lOOJ ' Il l 1 !9 4.601.0U b9 
IDS ,llort1111 Coro. "''' 8Kl•d Cttt, 11 IS·lOOl 400 SSS 1.ns.01110 FI NI ~ Cl OlllCA llOl<S 

IDS .11011~901 Ca•o. Mit 81Clfd Cm 11-10003 • 00 BS l, 19Q,OIS OS Outl l f t ln~unu Co Ct p111t Hou "" 4 l/4 us l!0000 011 

10~ 110,.....,_ c .. p. Mt,. 81CltJ C111 I IS 1004 IOD I 41 l.'91.161!11 No11h ... .,t 8anco•oorebo"' Otb•nl\11t 10 IS!IO 4)11 t IS I S'OC'!OOO 

ta .. . StCv'\"f1 Co. M11 hcl •d C11t 11 ISlOO~ IQO HI 1,JOl.11141 Hou~'"-- ' e~o•oo''''Q" SJJ O t twnh11t ). IS lOO J ll/4 llS 1 soa ctoo.1 -----· 
ID• t S•tvt1htt (!l. M1~ lit l t-S ( .,t 1IS1001 aoo 110 1.191.114 41 TOTAL llUNC! DlllCAllD NS SWC 1.11u o~o aJ 
l""'IUttnt nt ln~t~lftU~I M14 8U:\td Cut I IS 1D04 8 II• HI l.IH. IU!O 

ll•llOll, " " ' " t. w .... Mt1 8.clto Cut 1151004 900 S SI !IH.llHA INDUSTRIAL OlllCA TIONS 
Ht11011 .. Honiu Alft,Untt Co•~ Ml! IKllO C1r1. S IS1000 I 00 H1 1,41l.S91 CO AJw"'"'"'" Co rt AtNttt t ,101,uua,.. He tt JJIU n .a ISO '1SC<UC1 
Phtitft .. HctNt 'cc•ot•-"O C• ' l' Mq 81<ltd Cu t t IS 2000 100 uo 1,SI0.'6l SO "''""''"W."' Co ol U "Mt •. C td. $/f Oobr•t•ro l 1 t\ ' Ill ! ll ICMOOOOu 
Hu1011.t Hof'Nt Acu• Uft( t (OfO •A•Q. 81<l rd Cm I ISJOGll IOO 110 l ,Sll 110 11 Atm~: Qt.ti, '"' • A.rd!Uif' 

'°"''" M1ttt•9f Ct "°'I Ot<~•d Cui. 11u1004 900 !JI 1,ISl.l" ll P10,..ttu., Inc I Nett I IS ICOl J!Q 7'0 llll,t~O O~ 

Sru 4 IWS I M19. Bochd Clft. I IS 1004 I 00 au U04.0SI ll All1•t« RuJ11iol4 to. Gu11Mto d lfol• J.IS 1' ' 1/4 'JS l.(IOO re~ co 
V•lt•"I• "' If, ,\ ,,.., Um•AI Co. M11 B>tltd(111 ! ISI004 '00 

,., 
'"HUI CvnHl'i"t ("1""'' Ct , Inc.. Holt 1.1sso un HO "111.000 en 

Puo W1hO" Mo1toaia• 1t 't+'U/l('t (O•P .lltl 8Hltd Cm. 1·1·1000 I 00 U4 1.m .111.11 O+•ff'O"' St\t ,,Hlk• C&1p, "lot• S.IU us s" !IS.GOO CO 

T•tM C1utflll"'UI Ntll4UU4 M .. lt• I• A\,•t1-Hitt11 , Dew C1>tm1ul Co. 0 d lf"lute ' ·ISU 41\ t l~ 1,00IJOOGOO 

O~uuru4 Mt1lt•1• l .e\14 S•cwllht\ • .l l ll l IS,IU,044 .IS FMC C0tpo11110• SJF Oebtnlv1t l ·IS 2000 • 111 )SO .).OOG.OIJ<I oa 
G'"mt C1blt Co•p Ntt• .... ., ' l/I HIS 710,000 OU 

MIRCHAHT MARINI 80110$ Ho~.,,..11 , Inc. Not• .... ,o q\ S II l ,99'.061 so 

,\mU•OI\ Mei• l1fl1 G~" Gv•• 8nn4 11 9l 6 00 , ,00 1,0Q,00000 I• •oil " ' "' Cn. Holt l ·I 'I 4 JJ4 41S "G COO 00 
.4mtt•U" i'11t nh l\ I L!nn. ll!t G••• 011or Bond II I 91 410 H O 1,470.000.00 SI 011 Co. Holt 4,1s ?O 4 1/1 I SO l ,ISOOllOOO 

Amttt(~~ ' "''"' "I l ino. Ltd r.1ht O•ut l ond II 1'1 HO HO 1,000,0011 co So•>v•• U•cltlc Co. S/f OtbtOIUlf SIU 0 11 H O l,OM,CAJOOO 
C0,.111\f(l•Gft A..,,,, • ., , COfP. Go"' Cw u lond c,1 , , I Ill I.SO 1,US,00000 S!Mdtt'd 014 ot C• hlOHot f1nt,uf11rfd ,., " 
Oelu S1u m.t.l\1D l111u. Inc .. Go.a G"'' l crtt 11 · . 5 Il l BO ,01,000 00 1u ........ 11 s~,, Mlt loo• 1~ .. ~ 

l..,t• r " ~'""' ' ' ' "'~ ' '' · tn~ Got1 r;, u. l ol\lt 1-1 U ftOO 100 3191,000 00 II C-'1 )IQ 110 J 000.00000 
( t .... , Ciiil'iil'fl~M f4fltl'1 C'l•I Cva.r Do"l4 II 1S Cl ,., 4 11\ Jo.lG,000 00 Stt•d.,d OJ Ct lln•,.••I IM.i 
ltHtH Li,.n. lnl CiOft Gvt.a , lo"d llU 1 0\ IOS 1,111000 co Ctftllf" "t , f9Dt t11H . 11\t t 1!111 10 I lCOO I JO llO • .M11Nl040 

'"'•'1 l <llO. lnc Cia•t Gv., l 1"'d "'',, S1 .. do1• OJ Ct IOn·~l Ne11 115'0 • H H \ 1 oi.c~~ou 

th••..,., s ... 11 6 C• Slf O•b•"fUfl I I 9' '10 G 1' I llS,000 C1 
! 1'1 900 uo Ul.~00 f 1u u. IM Ho11 ll I~ ,, I 1/1 00 1 na,o.;oo~ 

Guu l1111, t"' ()0¥1 Cwu. l ond MU s 10 5 10 1,411,0<IO 00 Un'°" c .. '"' Co•t ffll• 11 ll" 4 1/1 I 41 ,,Jll'• \I 
1"4'' "' Ot u AS111 r"u, fnc Go.1 Oww. 9011d 11 n a " 4 '1\ 1,ICl .000 00 lo•~t••• Shut A luh1 Co ( !nl MtH1~1' 

lnrfft.Ufth'"""' • " 1\1111' Ci:uo Co~1. Cu.,, 0 13nd 9190 110 I.SO 1, IU,000 00 $1( tlonl llH HO un l.llO OOOOQ 

'°''"'" 0111111<1 C• Oovt..Ch1•r. 8 11nc.t I I 91 HO 00 l ,OU0,000 00 10 r Al INDU~llll Al OallOA 11o~i 10% I ll.J4l ~I 01 
M•hD"' ''-~ •r.1 1 111)" Co Oo.1 Ow" Bond II 10 94 I Ill no ~14 ,000 llO 
Mt (,,, MtC01fn1cl l•111111 Oo .t Gu11 . 801•d 1 '~ 1001 & 11~ UIS 1 OOG,OMOO fRAHSl'OIHAflON Oflr UlllGA110HI 
MCIH• MtCC,m•<' l mo , l"t G'-•'411 Cu" 81'J,,U " el ! 314 ~u 1,lOl .000 00 Au•1uorr1, r op•~•" !t~ h F 1 Q,.,,. .. , .111111 Co10 Govt Ow11 dond 12 I 00 1 cdO I.Ill 1.m .00000 ~o!l• •1 Co. Or• Onld 10 ID\ IOll H D ' l,SOO ()'IQ Oil '"fl" f ,, £111 l 1.,,, loc Go•t O t.1 11 fiu111I lll U am t IS l ,101 ,0MOO 
,.,.,. r . .. i. .. !la.t 'Ov" Bo•d 1010 UCO 600 l ,JO'I 000 00 "All MAO [QUI"'° ( N r OIL lll A 11 0 ~\ 
ttud•M•tt l ti'u l~c. 01ht. Olio . 80"11 111 H 'QI) s 0? 1,151,000 co Ht•~ta f •fl•t Cd•O tf0f1t1.,I~ ~otth 
,,,..1 s .... d r. o & ,,,,, Oo•t G•" 80• 1 l I\ 100• ' II, 111S 1.Si4 Gr.O 00 A f'l• ht• l'I c .. C•JfO) l Qll!IU"f"f fnUI ' I 11/11 U) 4 0 "1? ~100 

'"'" StU1"t.'•O Ct 00.1 Ov1r. B••d l ll '1 \ 10 s 10 1 .s~.'lOO n~ 111~1' C• M'lt ll••.h thd Co Co.,d1hQI\ ' ::.:. JI\ II/II "·' UI\ s.o' "'" Ufll•hll S11t t1 ltn. •~ 111 <. Gt•f Ow••· do,.111 •o 141 lOO SM IM OOOOIJ "•""'' C1t1 S~wt,.,u,. At•l-.t Ce Cot\tf1M1Ml~ •h I I\ Ill 

u,..,,4 ' '''" L•""· '"' Gt \f c._., lo"" l 111 H ,& UI\ I ·~0~ 00 11\,. 14\ 4 IS __ i_··~ 
YtoruA (t, 11 Nt>m' A"'tt-<• Gi•t a . .. ~ •. ,,, ""~ 1114 ,H 1oco000 00 
710111 011 \llott Ct c;.,., (j~,, IG'l!f £IS J6 I,,, • Cl\ l Q<J;) 000 co Till Al AAllROAO tOUlf.WlHT UUIOAl1~•S 114~ ~~ 
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Institution: 

Location : 

8ize : 

Capital Funds: 

Purpose : 

Source of Funds: 

Management S~ructure: 

Mano.gement of Funds: 

Portfolio : 

Income : 

(Montan~) Resource Indemnity Fund 
created in 1974 

Helena, Montana 

$4.5 million 

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

Moneys are deposited in the Fund f rom a severance te..:< 
on various minerals and 2:lfi~ of the Severanr e Tax on Coal. 

Moneys a.re collected and deposited in the Fund by the 
Department of Revenue . Investments in the Fund a!'c m1 ~d.e 
in 9.ccordat~ce with guidelines establi:;hed by the State 
Board of Invcs tments ,,·hich is composed of f ive p!'·~\'ll ;e 
citizens appointed by the Governor for 5 year terms . 

Moneys are inve~ted in del>t instruments n.uthorizE:d by 
Sto.tc Sto.tutes . 

Moneys are currently invested :.n corporn.tc bonds th~t 
ha.ve been r~tcd A or better by Moody ' s Investors Secvice 
and Standard & Poor' s Corporation . 

Income frc:-:1 investments rcrno.in in the F'>md until *10 
million lms been a.cctunubtct.l . After the uccumule.tion 
of $10 million income mo.:r bt: used for enhancement. er 
rcpnir •f thl.! environr:icnt . 



Institution : 

Location: 

Size: 

Assets: 
Capital Funds: 

l'urpoGe : 

Source of Funds : 

Mnna~cment Structure : 

Manur;cment of Funds : 

0 ortfolio : 

Income : 

(New Mexico) State Permanent Fund 
created in 1898 

Santa Fe, New Mexico 

10 million acres 
$675 million 

The State Permanent Fund was establ ished to coll ect 
royalties and other income f rom the lease of State ­
owned land . Income f1 ..... 1 t he Fund i s o.ppl; ed t o the 
New Mexico public school systems and educational and 
eleemosynary institut ions . 

Moneys in the Fund were initially provided from the sale 
of State l and. Currently, revenues to the: Fund are pro­
vided from royalties and i :come from State -owned lands 
under l ease . Such r evenues include oil and gas royalties 
and grazing and timber l eases . In addition , any capitel 
gains on investmen : : r emain in tile Fund. 

't'hc State Permanent Fund is managed by t he State ! n::est ­
ment Council. Member!3 of the Council include the GO\'~rnor , 
the Sta tc Treo.surcr, the Commission er of Public La.rids, 
t he Fino.nee Officer and four public members who a r e 
appointed by the Governor for terms of five years . 

The State Invcs t r.1cnt Officer is r cspon;:; i.ble for inv~s ting 
moneys in the State ?erino.nent Fund . Fifty per cent of 
the Fund muRt be invested in Fede ral Sectrr itiea . The 
remainder mny be invested according to State Statutes . 

The Fund i s ctu-!·en tly inv l!::; tcd as follow s : 18;', equi.ty , 
32'~ corporate obliga Li 01 • ~~nd 50fe U. S. Government and 
Federo.1 Agency Oblignti .1.:; . 

Income from t he Fund i:.; di::; tributed to the public ~:chool 
::;ystcm (80'f.,) and the r cmtt lnder to educational and 
e l eemosyna.1·,y ins ti tut ions . 



Institution: 

Location : 

Size : 

Capite.l Funds: 

Purpose: 

Source of Funds : 

Management Structure: 

Management of Funds: 

Portfolio : 

Income : 

(New Mexico) Severance Ta,v: Bonding Fund, created in 1941 

Santa Fe, New Mexico 

$9,040,756.02 

The Severance Tax Bonding Fund was created to secure 
tax - exempt bonds i ssued for public capital pr ojects . 

Moneys derived f r om the l evy of the New Mexico Severance 
Tax on seve1ed natural resources are paid in their entirety 
to this Fund. Additional sources of income include revenues 
from projects f i nanced with Seve?·a.nce Ta>: Bond~ and receipts 
from ground rentals of Public Buildings . Moneys in excess 
of t he next two semi-annual payments on a l l outs tandi ng 
Severance To.x Bonds a r e transferred to the St:verance Tax 
Permanent Fund . 

T!'le Fund is managed by the State Tree.surer under the super­
vision of the State Board of Finance . The State Board of 
Finance consis~s of the Governor, Lieutenant Governor and tlu·ee 
private citizens appointed by the Governor for two year 
terms . The State Treasurer is r espons ible for r epayment of 
principal a.nd interest on Severance Tax Bonds . 

Moneys in the Fund are i nvested in debt instruments author ­
ized by ~tate Statutes . 

N.A. 

All moneys in the Se,1ernnce Tax Eonding F\~nd except e.r, 
amount sufficient to rep~y principal and interest on the 
Se verance Tux Bonds on the next e:isuing semi-annuo.l payment 
datr is transferred to the Scver·1nce Tax Perma.nent ~~und . 

Indebtedness Limito.tior . rhe State Donrd of Fine.nee mc.y issue additional S<? verance 
To.x Bonds p.1yo.ble from tlv..! Sc •rerance 'l':~:-= Bonding ?"und pro­
vided tha.t aggregate anmnl debt B0r vice on Bonds outstanding 
including the proposed iss ue be equal to no more tho.n 50% of 
previous fiscal year ' s deposits into the Sever ance Tix 
Bondin3 Fund . 



Institution: 

Location: 

Size: 

Capital Funds: 

Purpose : 

Source of Funds : 

Management Struc~ure : 

Munaeement of Funds: 

?ort.folio : 

Income : 

(New Mexico) Severance Tax Permanent Fund created in 1971 

Santa Fe, New Mexico 

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

The Sever ance Tax Permanent Fund was created to encom·age 
economic development i n the State of New Mexico . 

Moneys in t t1e Sever ance Tax Permanent : und are provided 
f rom the New Mexico Sever ance Tax levied for the privilege 
of severing natural r esources including oil and gas, potash , 
copper, uranium, timber , coal a nd certain other minerals . 
Proceeds f rom the Severance Tax are deposited in the Se•rer­
ance Tax Permanent Fund aft er the r equi r ed payments t o t he 
S~verance Tax Bonding Fund . 

The Fund i s managed by t he Stai;!:! Treasurer under the super­
vi s ion of the State Board of F~.nance . The State Boar d of 
Fine.nee consis ts of the Governor , Lieutenant Governor and three 
private citizens appointed by the Governor for terms of two 
yea.rs . 

Mon·~ys i.n the fund may be invested at the discr etion of the 
State Boar d of Finance . Moneys currently o.re invested by 
t he State 'l'reasm·er i n Certifica tes of Depos i t of Sto.te 
banks who in tur n make l onn:::i for capitu.l projecb to the 
private sector . Loan feasiuil ity and nppropriaten~3s of the 
capital project is l eft entir ely up to the bo.nk . Partici­
pati on by the Fund in sizeable l onns by State banks requires 
the e~provnl of the State Board of Finance . The principal 
of th · Fund may be u:Jed for economic development p1.rrposes 
upon t he approval of the Stutc Board of Finnncc . An amend­
ment t o r equire 3/4 ' s npprov'1.l of the leu,isln.tw··~ prior t o 
i nvasion of the pr incipal of the Scvernnce To.x ?crm:inen t 
F'unrl is on the November balloL. 

Approximately $91~ million or l:hc Fund is inve::;tctl in Certi. ­
ficate G of Deposits of State banks maturing one to fi're 
year s at 11 f l o:i.ti:13 r o.te of shor t. term treasur:r cb E ge tions 
plus 50 bus is points . The r crr.uinder i:; invested under a~ ­
pur chasc Agr eemen ts . 

Income from the Scver'1.nce Tu:-: Pe rmnne!'l t Fund i~ ~ rans fer ­
r ed to the Sever ance 'l'ax I ncome F\mJ . 



Institution: 

Location: 

Size : 

Capital F\mds : 

Purpose: 

Source of Funds: 

Managemertt Structure : 

Management of Fund : 

Portfolio : 

Income : 

(New Mexico) Severe.nee Tax I ncome Fund created in 1971 

Santa Fe, New Mexico 

$2 .2 million as of 9/27/76 

The Severance T.'.l:< Income Fund was created to finance 
public capital improvement projects . 

Income from the investments of the Severance Tax 
Permanent Fund is deposi.ted in thi .. Fund. 

Moneys are invested a nd disbtu·sed by the State 
Treasurer under the supervision of the State Legis ­
l ature . 

Pending appropri.o.tion for capital projects, mcncys 
are inv~sted under Repurchase Agreements . 

rJ.A. 

Income fr om the Funcl is transferred to the te.te General 
Fund . 



Instituti on : 

Locntion: 

Size: 

Assets : 

Purpose : 

Sou.r ec of Fu11ds · 

M:\tmP,cmcn I, Structuri::! : 

~hntLg<'mcn t, of Fund:; : 

Texas Permanent University Fund created in 1881 

J\uz t in, Tex.1-.1. ::: 

2,100 ,000 acres of land in nineteen Wes t Texas counties 
Book value 8/3 l/75 $781,771,634.49 

Fund cr ea ted by pr ovis ions of the Texas Consti tuion in 
order to enabl e the Stave Legi s lo.ture t o carr y out t he 
purpose, as declar ed b~r the Republic of Texas and l ater 
i n early State Consti tutions , of creating a State 
Uni versity . The Cons tituti om.l provis i ons set as ide 
all 1.D.nds previously appr opriated for r.hc cr eation of 
a State Univernity, t ogether with the p r oceeds of any 
sal e ther e•Jf, l.o create n Per manent Univer s i ty Fund. 
All moneys available in the Fund are to be in1rested in 
securities , the income fror.i wh!.ch will be appropriated 
by the Legisl nt ure, in order to accomplish the purpose 
of crea tinu , mn.intuinlng, suppnrting and directi.ng a 
uni lfCr s i t:i for the promo Lion o:' literature, e.nd the arts 
a nd sciences, i nc ludin1- an ni;r icultura.l and mechanical 
department . 

Fund3 a r e accumulut.cd 1.n111mlly in the Fund frcm oil 
go.s a.nd wutcr 1·oyalth!s ~o. inG on inv•.::;t:ncnt~ , miner ul 
lcu:;c r c n tnl: , lease bonuses, and any I'r occt-dr. of lnnd 
sold. ,,., c Perma nen t F'1 111cl zho.lJ be f or e ver kept. j n tnct 
and o.J.L unn ual incomi:: sh'\ll lt.!1'01:11.! p'lrt. of the l·'und. 

'l'hc F'tnd i s licJd by tl.r~ 'I'1· t.!~1.Sll!'t.! r of the St[\. t c oC 'fcxn:: 
nncl i.n vcs ted by 11irec t.ion of tl11~ noanl of Ri::gcn ts of th~ 
IJnivcrsi ty of T•.'X'\s . Th•? Donrll or Rc~cn t.:; con;.L ts or 
nine mt>mbcr r. ·;1hn Gc r 11c without: c<"mpenr.o. tion . Thl':f a.r e 
o.ppoin tcll by t.ll~ Govcrnol' f or cix .vr.:·u· terms s 11bj cct to 
nppr cv'1.l by th1' ~~c· nu tf" . 

The r'uml l!:: inv••r,t,"d in fl'.·rniL: 1: I .a:r11dth·~· which a r c 
bond~; Of the lJ'il t,1•1l St.a t.es , th1.· ~itn.tc or Tcxns ) 01· 
counL:i.c r or t.nr St.'d,•.· , 0 1· i n :::c.· t1ool i HJflll!:i of municipali t.lcr. 
i n t.hc f;ht.L oi· ho111l: nr :.ny city ir. Lhc SL'\tc , or in 
hone! :-; i :.~;u,, I und1' r t.n•· h!rl<.'1"1] [ irm I.on11 Act,. In nddition , 
the F1m<l rnuy lH· invc!'iLcd in ~·1'1 • 11rit..it:s , hond:;; or ot.h::1· 
olili~· L t.ion:~ "L~ . ·11 1 ·<1 , inr:ur1.:.l u 1· ·1i·n"rn l.ct.!tl in 'l.ny mannt' r 
by ti," U. !) . Govm·run• nt., or ·my 01' lt~ •i..-ur:ci.!.; , l:il in 
bond:;, h.h•"'llttu·1·.:, or nbli .. '.ltion:- , 111cl pret'cn·t•l nml 
common st.ock~: l r.n ncrl by corpor~lt l ons , t\sr.oc intions , or 
other ir;::;f...ft-.ut.ion::; u.; ~ . 1 , 1• nor.rd o~· R·· •1.:r.t:: rfo"m to l;e 
p1·opl.'r 1 pt·o·1· l• rl L!.r.d, not m<'l'I' t. IKu1 1

1
'. ox' r,ll•• h rn1l •.:ill 



Management of Funds: 
continued 

Portfolio: 

I ncome : 

be invested in the securities of o.ny one corporation 
nor more than 5'/o of the voting stock of any one 
corporation be owned. In addition , stocks purchased 
will be only in companies incor porated in the U.S . 
and who have paid dividends for ut l east five con­
secut5 ··e years and , except for bank or insurance 
company stocks , are listed on a registered stock 
exchange . 

Capital Fun~s (August 31, 19'75) 
Securities, cash and equivalent at cost $781, 771,634 , l~9 

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

Pref err eds 
Common Stocks 
Short Term Scr.ui·i t i es & 

C&sh 

106 ,828 ,987.45 
103,089, 999.03 
279,571,990.53 

16,4ho ,190.64 
254,425 ,102 . 52 

21, 415 ,~6~ 
~7.Sl, 771, 34.119 

The i ncoml! f r om F'und investments is o.ppr opr ia.ted a.nmml ly 
by the State LegLnl :i.tm·c ; t·wo- thi r ds to the Univer sit,y 
of Texas and onc- Li1ir<l to Tcx::i.s A & M. The income of 
the Fund m:t:r be u::;ed on~r for pc11nnne:it improvement a.nil 
not for curr~nt expc11ser . Prior to the dist1·ibution of 
the i ncome of the FunrJ. , provision l::; made for the 
expenses or a.ctmini::;terir.g the l"unll. 



Institution: 

Location: 

Size: 

Assets: 
Capital Funds : 

Pu.t'tJose: 

Source of Funds : 

Mo.no.p,emcn t, S t r uc t ure : 

Mun:i.3crnet1 t of Funds : 

f'or tfoli.o : 

Incum~ : 

(Wyoming) University Permanent land Fund created in 18Hl 

Cheyenne, Wyoming 

34,492 acres 
$8 ,565 ,000 

The University Permanent Land Fund was created to receive 
income from l ands gr anted to Wyoming to be used for the 
finaP~ ial benefit of the University of Wyoming . Income 
from the Fund is used tv support capita l projects of the 
Universit~l · 

Moneys in the Fi.::--.d a!"e provided from income rece ived on 
spec:ific Sta.te - owned l ands . 

The State Treasurer is responsible for investing the Fund. 
Income from the F\m l is tr:::rn:;:'erred to the Treasurer of the 
Univer sity of Wyomjng . 

The State Trco.s11·~r inves t s the Fund in debt instruments 
authorized by vtatc St~tut~s . 

N.A. 

I ncr-,ne from the F'und in transferred t o the Un i•rer s ity of 
Wyoming . 



Institution: 

Locat ion: 

Size: 

Capital Funds: 

Purpose:: 

Source of Funds : 

Management Structure : 

Management of Funds: 

Portfolio: 

Income : 

• 

(Wyoming) Permanent Mineral Trust ·~·'Und created in 1974 

Cheyenne, Wyoming 

The Permanent Mineral Trust Fund was created to retain 
moneys collf?Cted from a Severance Tax on all minerals . 
Moneys in the Fund may be used for l oans to political 
sub di vis ions upon legislative s.pproval. 

Collecti.ons of a Severance Tax on all minerals are placed 
in the Fund. 

The State Treasurer is responsible for managing and in1resting 
this Fund . 

Moneys are invested in debt instruments authorized by State 
Statutes. 

ri . A . 

Income from the Per manent. Mi ner a l Trust Fund is transferred 
to the Sta t e ' s Gener a l -;:'und . 



Institution: 

Location: 

Size: 

Assets: 
Capital Funds : 

Purposes: 

Source of Funds: 

Management Structure : 

Management of Funds : 

Por tfolio : 

Income : 

(Wyoming) Government Royalties Fund created i n 1~'73 

Cheyenne, Wyoming 

3.1 million acres 
N.A. 

Moneys collected in the Fund are applied as follows: 

5C1fo to Public School Syst em 
35% to State General Fund 

g/o to University of Wyoming for capital projecti:; 
6% to counties 

Mineral royalties and lease payments from o:rerator s on U.S. 
Government- owned lands in Wyoming are divided between the 
U. S. Governrr.ent and Wyoming . ?rior t o 1976 the State of 
Wyoming r eceived 37 1/2% and the U.S. Governraent 62 l / '2"/o . 
As of 1976 t he U.S. Government and Wyoming di •ride the mineral 
royalties and l ease payments equal ly . 

Mineral royal t i es and l ease payments o.r e collected by the 
U. S. Gover nment and disbursed to the State semi-annually. 

Moneys remitted t o ~he State are depos i ted with the State 
Treasurer . The Wyoai ng legisl atw:c intends t0 address the 
management and applic:ition of addi t:.om l income rece'i.•red 
pw.~ suant to the Sta t e ' s i ncr eased share of miner a l r oyalties 
and l ease payments . 

N.A. 

N.A. 



The following is a ~ummary of States that have not created permanent trust f unds 
to receive income derived from taxation on or royalties from finite natural r~­
sources . 

STATE 

Alabama 

Arkansas 

California 

Colorado 

Idaho 

Kansas 

Kentucky 

APPLICATION OF SEVERANc;E TAX AND ROYALTY INCCME 

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

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

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

Fif ty- s ix per cent for capital r.;ut l ny programs in Cal .;. f ornia ' s 
Higher Education System. 

Twent y-two percent for special projects including in i ge.ti on 
aqueducts and impr ovemer. t in n1vi.enbl e waterways . 

Eight pe:rcent to State Conservati on Depar t ment t o suppor t various 
activ .1.ti es . 

Fourteen percent deposited in .3tntf~ Gener a l Fund . 

Sever ance tax deposited in St..:i.:e G!!ncr a.l Fund 

Sever ance ta:< depos it~d i n StF<. t.c Gcner :il Fund . 

All l"Cvenue from Oil , Gus and Mbcral::> Sever ance Tux iz depo!l i ted 
in St:itc General Fund . 

All r~vcnue f r om Sand and Gr.1vel Royalty T.1x is retur ner! to 
count i es . 

Proceeds from r.cvcrunce tux are pJ '.lccd in shor t- t.::r m invt.•s t.rncn tz . 
Semi -ann'.le.l ly connties receive monLy for spccl:\l projects . All 
r em'l. ining money is depo:; ited in 3tnte Gc:iel'1.l Fund. 



STATE 

Loui siana 

Minnesota 

Mississippi: 

t~orth 1>1.kota 

Ohio 

Oi': l o..10m:\ 

'Jta.h 

APPLICATION OF SEVERANCE TAX RE~NUE 

Ninety percent of severance tax revE!nue is retained by the State 
for general purposes. The remaining llffo is allocated to parishes 
(counties). 

Minnesota deposits JY/o of the Taconite Production Tax in their 
general fund . N:.nety percent is returned to districts where 
taconite i s produced. 

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

Of the Timber Severance Tax, 50Cfe is allocated to the Forest 
R~development FUnd, 253 is r eturned to counties and 253 is de­
rosi ted in State General Fund . 

The State levies taxes on gas production with 3Cl'/a going t o parti­
cipating counties and 7<Y~ to State General Fund. 

Mississippi also imposes a tax on oil product·i.on . Counties re ­
ceivt! 30"fo of the fi r st $600,000, lCY'~ of the next $600,000 and 5% 
thereafter . The balance is deposite:l in State Ge ne1·e.l Fund . 

1'hirty- five percent of the taxes which North Dakota l evies on 
coal extraction goes to the Coal Impuct Office . The Office then 
a.llocat0s money on the basis of appl:Lcatio11 for public projects 
i n the areas where coa l i s mined . 

Thirty percent ; s all ocated to the fon ·l Boar d Trust F\md . Two­
thirds of this 13 used to finance e1wirornnent:.•.l studies . One ­
th i rd is invested witl1 interczt proceeds deposited i n Sta.te General 
Fund . 

Thirt.v percent is depor;ited in Sta ~c G011cre.l F'unc.l . 

Remaining 5~~ illloca.tccl t..o counties . 

Seventy-five percent or se•1cr nncc t nxes nre ur.c.:tl for the r es torn­
tion of orpho.ncd :::trip mininr; l ur.tl . 

'l'wrrn ty- fl v~ pcrccn t is allocn tcd to r 0plug nbnndoned oU o.nd gus 
well~ which a r c deeme<l u.c ho.:ardt. . 

Stute Gener al Fund rccc~ .• ,es 35·;~ ot' sc111.!rance ~n.x rev~nuc . Fifteen 
percent i s all ocated to counticc . 

All re'fcnuc fro111 severance t..i.xc!:: iG dc~po:; i ted i.n Stntt.: Gc11ernl 
Fund . Expenditw·cs nre then Cl.lloco.ted uy Stu.tc l cgislnt\ll·e . 





ORGANIZATION AND MANAGEMENT 

Tentative Organi z ational Structure 

Governor 

. Appoints Public Members of Policy 
Board of Directors 

Legislative 

Confirms Public Policy Board 

lof Direc-tors Appointments 
Determines Use of Fund Income 

• Determines Percentage Allocation 
of Natural Resource Revenues to 
Fund if over 25% 

Pe lley B• ard of Directors 

12 Members 
4 Pe rma nent-/Go vernment Members 

- 2 Legislators 
- 2 Commissioners 

7 Public (A ppointed Menibers) - Staggered Te rms 
F und President (No n- voti ng ) 

Duti es a nd Respons:bilities 

Dct·e rmi ne s P'und Po licie s 
Reports to t·h e Legi s la ture a nd to th e Publi c o n F' und Ope r at ion s 
Se lect s F und Presi dent 
Appro ves Fu nd B udge t s 
Pe rfo rm s Audit, O pc r a f'i on a l a nd Perfo rma nce Analysis of Fund 
Res po ns ibl e fo r Ser.t o r a l Ana ly s i s o f Alas kan Eco nomy 
App r o ves Loans and Investmenf·s in Excess o f S pec i fied Amo unl s 
Appo ints P ubli c Me mber s o f Investment Cammi.Hee 

Inves tment Camm i.Hee 

5 Members 
- Punc.I P r esident (Chairma n) 
- 4 P ub li c/ Appo inted Member !'! 

Dulie s a nd Respons ibiliti es 

Approva l o f t .o;urn a11d lnvc s f mc11tH 
Dde rrn i natio n a nd Review of F und s' O r ganiz:1.l'i on and Ope r ating Po li c ic :; 



. Fund President 
- Chief Operating Offi cer 
Fund Staff 

Fund Personnel/ Advisors 

- Invest or Re-invest Moneys not subject to Investment Commi ttee or Policy 
Board Approval 

- Evaluate Loan and Investment Proposals; Prepare and Package Loan and 
Investment, Proposals for Presentation to Investment Committee for 
Approval 

- Supervi sion and Monitoring of Investments 
Employ External/Inter .. al Advisor (s) to assist in above functions 
Operating Management 
- Accounting and Control 





• 

• 

• 

• 

• 

• 

Exhibit IV 

INV EST 1..1..i!:NT S 

_9orporate Securities 

The purpose of the following discussion is to summarize briefly the 
principal° characteristics of the various types of debt and equity securities most 
frequ ently is sued by publicly owned corporations in the U. S. Although the dis -
cussion confines itself to the characteristics of publicly issued securities, these 
characteristics also apply generally to privately sold securities . The last section 
discusses the primary difference between publicly ic;sued and privately sold cor­
porate securities. 

Debt Securities 

Debt obligations are incurred by corporate entities for various reasons, 
the most important of which are to provide funds for the acquisition of fixed assets 
or to add additional cash resources to the borrower's supply of gener a l working 
funds on a s emi - permanent basis. The issuance of debt generally permits the 
borrower to accelerate its rate of growth beyond that which it would be capable of 
achieving were it solely dependent upon its own internally generated capit?l f-..i.r.ds. 
Although debt securities can be of various types , all rely on the bar rower's foturc 
revenues a~ the principal means of r epayment . 

Corporate Debt Holders 

The holders of corporate debt in struments are creditors of the borrower; 
they gener ally cannot exercise control over. its affairs and do not h ave a voice in 
its management unless it has violated certain of the pro visions of the contract gov­
erning the borrowing. In addition, debt holders are not entitled to partic ipate in 
the r esidua l earnings of the borrowe r; i.nsleac.l, their return is limited to the f ixc<l 
coupon rate o f the security. Further, a debt security h as a specified maturity dat~~ 

whereas a sh<-1·e of common or preferred s to ck h as no fixed Inaturity. Importa ntly, 
the cla im s of creditors r ank prior to those of common a nd preferred stock1101<.lc1·s, 
aithough there may be differences in priority of claim among the variou s crcditor.s 
themscl ,·es. 

Principal Features o f Debt Securities 

The five principal aspects of a debt inst rum ent a rc its fixed r eturn (o ::­
"coupon"), its m :lturity , its rep~ymer.t prov is ions , its redemption P,r0vis ions a nd 
its re st rictive covenants . 

The coupon of debt instrwncnt is d c te'l·min ed by m <1 :1y factors , principa lly 
the credit standing of the issuer, the term of lhc borrowing a nd the rn~rket rates 
for sirr.Uar is sue s of compar uble compani e s a l th e time of the bor!"owing. Gr:!ncr-
; Uy, the l ower the c redit standing of the i ssu e r and th e l o nge t· the term of the bor­
ruwing , the higher will b e the inte rest coupon. An ac.l<l itional impor tant inQuence 
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on the level of the interest coupon is the form of the security , and senior or 
secured obligations commonly carry lower interest coupons than unsecured or 
subordinated obligations. Certain subordinated obligations convertible into the 
common stock of an is suer may, however, carry a lower c..oupon than the same 
borrower's senior obligations in recognition of the conversion feature. Other 
factors also impact the level of the interest coupon on certain types of debt secu­
ritie;;, with the repayment schedule over the term of the borrowing and the length of 
the period during which the issue cannot be optionally prepaid by the issuer bearing 
importantly on the interest coupons of long term borrowings. A more rapid repay­
ment schedule and a longer prohibition on prepayment will usually contribut ! t.o a 
lower interest coupon. Finally, bo rrowbgs with extremely liberal contractural 
provisions commonly requir1: higher rates of interest. 

The maturity of a debt security de'1otes the date on or by which the entire 
principal amount of the borrowing must be repaid. In the U. S. , the most com­
mon maturities for publicly issued debt securities are 5, 10, 20, 25 and 30 years. 
Intermediate term securities (securities with m atudties up to ten years) frequ ently 
a1·e repayable only at maturity via a single lump sum p ayment. Longer term issues 
(securities with maturities of 20 to 30 y ears) generally r equire periodic repaymenl, 
beginning : fler a certain number of y ears , thrc·1gh the means o( a. sinkin g fun<l . If 
a debt security h as a sinking fund, the is suer must make periodir; payments to a 
trustee, who uses these fonds to pur chas e thC' se curities in the m a rkl't and retire 
them. A sinking fund is valuable to s ecurities h ol ders as it provides support for 
the market price of the issue and pr o vid es for the orderly repayment of the bor ­
rowing . The amount of a req uired sinking fond paymen t m ay b e fi x ed or v a riable , 
depending on the terms of the bor rowing . Most issues cithcl' r e qui re (ixe cl p ay­
ments <luring the r epayment p eriod (referred to a s a l cvci sinking fund). increas ing 
paym ents ove r the r e p aym e nt period, o r fixed payments in ea ch yea r except the; 
last when a larger (or "balloon" ) p ny1--1cnt i s I'equir c cl. in certain cases borrowe r s 
are permitted to a nticipa te future sinking fund p aym ents by "doubling up" or to 
surrender securitie s purchased in lh c open m a rket in li e u of making a cas h p ay­
ment. Types of sinking fund schedules other tha n the above , including sch edul es 
which only require repayments to b e m a de when ear ned, ;l t"e us e d infrequently. 

Some debt issues ar e sedal i ssucti . In s tea d of b eing a single issue s ub­
ject to a sinking fund, a serial i ss u e consists of s e p ara t e securities whic h mature 
periodically until the final rcdcmptif'l n date . Because o f th e d ifferences in the 
m a turities of the s e curities compris ing a se ri ;i l i ssue , it is c ommon fo r a se ri a l 
is sue to be split i nto two or mo1·c tr a n ch e:s e L\c h b ea r i.n g a di He r ent inlcr cs t cou po n. 

ln m os t debt issues , Lh e bo r rower is g iven the righl t o buy bac k (o r " call") 
all or a portion of it s issue prio r to m aturi ty at a spccifierl pr ice . Commonly , th e 
borrower i s o nly a llowed to exercise th is r i!:!hl ofter a ce rta in number o f years . In 
some ci r cwiistanc c s , th e borrower is a llow1,,;J to call iLs i ssue immecliatcly. /\ ca ll 
pro vis ion favors th e borrower over the i n v 'S to r as , if a n is sue is called lo permit 
the b o rro w e r to re fina nce at a lo w er interes t cost , an in vestor m ay not be able to 
reinv i'.!st at a n equally hig h yield. As a r esu lt, a borrowe\' u s u a lly hi.s to p lly ll 

premium ove r p a r v a lue whe n it calls its securities , which no rm a lly amo unt s to 
one ye a r' s inter e s t au cl de clines to ze ro o n e y ea r prior to matul"ily. tv1a ny inte r­
medi a te term i ss u es arc ca llahl c only one or two yo ~ 1· s pdo r to m a turity , howeve r, 
at no premium . 
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For most debt issues, the contract between the borrower and the lender 
contains restrictive provisions designed to provide a measure· of protection for the 
lenders ' investment over the term of the borrowing. Usually these covenants limit 
such items as the amount of the borrower's additional debt, dividend payments, 
leases and mergers. Two of the most important restrictive provisions are the 
negative pledge provision - which prohibits a bo1·rower from pledging its assets 
to secure future debts - and the cross default provision - whic~ accelerates the 
repayment of the is sue if the borrower defaults on certain of its other debts. 
Frequently, these covenants are contained in an indenture between a corporate 
trustee (generally a bank) and the issuer . If no indenture is u :ed, th~s e covenants 
are usually contained in the terms of the security itself. The extent of the restric­
tions placed on a borrower depends on his credit standing and the term of the issue. 

Types of Debt Instrum ents 

The two principal types of co rporate debt securities are generally referred 
to as 11 notes' 1 and "bonds" or "debentures". Notes are typically short to inter­
mediate term obligc.~tion~ which a r e either p ayable in full a t m aturity or subject to 
a limited sinking fund, are callable at par o ne to two years prior to maturity and 
ar.e not governe d by a formal indenture. The r cs tl'icti,- · c ovcnant:s of a n o te issue 
are generally contained in the se c urity itself an<l lhe rrovisions go vcr:ling th e ope r­
ational aspects of repayment are found in an accompanying fi scal agency agreement 
between the borrower and a bank. Notes o f the form desc L·ibcd above a x e gcncJ:ally 
unsecured obligations. Notes , howevc r, may be sccur e d obligations .. incl subject Lo 
a formal borrowing agreement with a. cot·poratc truske . 

The terms "bonds'' a 1·cl 11 clcbcnturcs" arc us ed inte r ch an ga.b ly lo ecfer to 
unsecured long term obl igations go vern ed by a formal ir.d ontur o belwcen a cor­
po r a te issuer a nd a trustee . Bonds a nd clebcnlures usually r equire a !:l inking 
fund and permit a call by the boi·rowet· only afler a certain numbc1· of y c~r s . 

A mortgage bond i s a bond issue secu red by a l ien on s pec ific assets 
(usually fL-xcd ~ssets) o f the borrower . T h e mortgage! providing the l ien to the 
bondholders m ay be closed-end or open end . Under a closed-end mo1·tgagc , no 
furth e r bonds can be issued agai nst th e specific pro perly. Unclcr a n opcn -enc.1 
m 'ortg.:igc, the borrow er can i ssu e additional bonds under Lhc sa m e li e n. To 
prevent an unlimited amount of indcbl e<lncss fr om being issued again st: ~pecifi c 
property, most: open- end mortg age bond s contain r cstl·i ct io n s lirniLing lit e to t a l 
debt w1dcr the m orlgagc to a ccl'tai n p e rcentage of the value of the pledged as sC'ts . 
Many mortgage bonds a lso cont .1 in a n after - acqu ired cla use whi c h ext.end :=; lh c li e n 
to properties acquired afte r the da t e of the initia l issue. Although mortg age bonds 
arc secured by sp<'.}cific assets , a bondholder is neverth ele ss rcqui.r cd lo look to 
the earning powe r of th e issuer as his p r i111a ry 1:>our cc of J•cpaymcnl. 

The most common type of m o rtagc bond i~ :i firs t mot·lgagc bond :tnu i:: 
so called because its sccunty i s a fir st lien o n H1c plcdg<;rl ass u ' s . A second 
mortgage bond is exactly the sam e as a fi1·s t rnortgogc bond except. that it i11 
secured by a second lien o n Lhc pledged pL'opcrly. Secom! ruo rlgagc !1onL s a.re 
used les~ frequently than Ci r st n \Ottgt.gc bonds . 



Collateral trust bonds are bonds secured by stocks or bonds or other 
securities pledged by the issuer to a trustee. In the event of default, the trus t ee 
sells the collateral and repays the bondholders. This type of bond, popular in .the 
1920' s and 1930' s, is now used infrequently. 

Income bonds are securities whose interest i s required to be paid only whe n 
earned by the issuer. This type of issue offers an investo1· little hope of a fixed 
return and its use has gen~rally been restricted to corporate reorganizations. · 

A subordinated debenture is a security which is subordinated in right of 
payment to other indebtedness of !:he issuer. Such securities , however, are senio r 
to both common and prefe rred stock in liqn~dation. Bec aus e of their status, sub ­
ordinated debentures are commonly regarded by senior lenders as near-equity and 
consequently c an support furthe r senior borrowings . It is possible for an issue r t:o 
have several i ssues of subordinated d ebt outstanding and for one issue to be sub·· 
ordinate to another; such issues are c a ll ed junior ~ ubor<linated debentures . 

Convertible debentures are debentures which may b e converted into the 
common stock of the issuer at a specified p rice. Such debentur es are usually 
subord inated a nd fro m the slamlpoint o f a s enior creditor arc viewed as equity 
when ' .e market price o f the related stock is reasonably close to or above the 
specitied conve r sion price. When the m ;nkct p ri ce of the related stock is well 
b e low the convcrsio:l price, c.:>nvcrtibl c debenture s a re viewed as non-conve r tible 
subordinated issues. 



INVESTMENTS 

Eguity Securities 

Common Stock 

The most important type of equity security is common stock. Collectively, 
holders of a company's common stock are its owners and are entitled to share in 
its residual earnings if dividenda are paid. · They are also required to bear the 
risks o.f ownership, but their liability is generally limited to the amount of their 
original investment. In liquidation, common stockholders have a claim on the 
assets of the company only after the claims of all creditors and preferred stock­
holders h ave been settled in full. · Unlike a debt security, common stock has no 
fixed maturity date ; th e only way in which a sha reholder can realize his invest­
ment is t o :;c:il his shares in the secondary m a rket . 

Authori7.ed common stock is th e number of sha res which a company c an 
issue without amending its charter. Issued shares arc shares which h ave b een sold 
to the public . Outstanding sha res a .i:e sh a res which a rc in the ha nds of the pubJi.c. 
Treasury s h ares a r e s h ares which h ave b een repurc has ed but not cancelled by the 
compa ny. 

The par va lue of a commo n s tock is a stated figure in th e corpo r a t e char­
ter. J\J though il is u sed in the prepa r almH o f accounting materi a l, the par va lue 
o! commo n stock h as lilllc econom ic signif icnnc c . Slacks may be authorized with0\1t 
par value a nd there is no diffe1· c nce in va lue b etw een a p o r va lue and a no p a r value 
stock. 

The book va lue of a comrnon stock i s d e rived by di v iding Lhc net worth of 
the is :m in g compa ny, l ess the pa r va lue of a ny pr efc r reel s h a res outsta nding , by 
the numbe1· o f .::o rnmon s h a r es . In theo ry , th e book value of a com.mnn stock is it s 
liquidating value, but in r eality th e ac lual liq-:.,i<la ting vnlu e may be hig her or lo wer 
tha n th e book va lu e . Like pa r v:ilu e , th e book valu e o f a common s tock i s of little 
economic s i.gni fic a nc e . 

'l'he m a rkcl pri c e o( a commo n stock is th e price at whic h the s h a r es l r c 
Le ing Lraclcd ia one of fhe s tock exchange:; o r in the over-the-counter m a rket. 
The m a rket va l ue o f a co mmon stock u s u ;l lly will d11fcr co ns id erably fro m ils par 
valu e, book v;i h1c o r liquidating va lue as it is a function of the company' s cu rrcnt 
a nd a nli cip alc <l (ulure e<lrnings a nJ divide nds a nd th e pc1· cc ivccl ri sk o f th e s loe!· 
o n th ~ po r t of in ves to r s . The mark 't capila lizalio n o l il. company is equa l to Lhc 
numbe1· o f outstandi ng sha r es tim c.:s the m~H'ket p1·ice pe r s ha r e . 

As o wnr.rs , comm o n shareho lder s a:e cn lit led to e l ec t the company's bo a rd 
of dirc:c-Lors which, in turn , se l ects m a nagem ent ; d run s the bus iness . T he o nly 
r ccou1·se a sh\\ t·cho lder h as agL\ in s l m ::inagcmcnt i r. vi :i th e board of di rectors . l f 
a d ir e c to r il. c l s in fl m a nn cr which r esults in pe r sona l g a in , he i s li J.b le to s uit. In 
e l ecting dircc lol'S , a sha r eho lder is entitled ~ il1 1 "r lo vo le ;:Ill of h is s har es fot· cnch 
clil' ecto. (n1 ajot·iLy \·o ting) o.r lo vote ~11 of hi ~ s h .l ·es , mu ~ tip li cd by th e numbc1· o f 
Jircc l uro to b e el ected, fo r ) cnti Ll1 il.n t he tota l numbe r o fclir eclors b e ing cl1.:t...:Lc.:d 
( c umu la li vc voling ). 


