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Significan~1 y, non-earning loans which amounted to 74% of total problem investments for 
t hese five REIT's seven quarter:. ago declined to only 39% of total problem investments in the 
latest quarter. E\•en more vividly, the do llar amount of non-earning loans declinerf 26% during 
this period while foreclv;ed pr'"";. :>rties increased 235%. Since earning foreclosed properties 
have increased to 41 % of total foreclosed properties tluring this per:od, we expect some signif­
icant reduction of total pro'llem properties in the next year and a dramatic reduction over the 
next two years. 

Again, we empha•;ze the significance of th is good news lies beyond the positive prospects 
for these five REIT'., (in the form of higher dividends). The progress illustrated here and 
likely over the '",ex~ two y0ars, should mirror the progres:; . . . although in a somewhat 
premature way ... likely to be experienced by banks with their problem rral estate loans. 
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Eastllfn 
Bankers Trust 
Chosn Manhatta11 
Chemical New York 
Citicorp 
Mnnufactururs HonN er 
Mollnn Nntionol Ban'< 
J. P. Morgon 

Soothern 
NCN9 Corp. 
Wochovln Corp. 

Midw~torn 

Contlnontnl lllinols Corp. 
First Chit:ogo Corp. 
Not 1orilll City Corp. 
Nntionol Dlltroit 

Soothwestern 

Shar8$ 
O/S 

IMili 

11 
J2 
14 

125 

JO 
10 
39 

17 
11 

18 
40 

7 

12 

First City Bancorp of Tuxns 10 
First ln1Urn11tional B1111cshorcs 15 
Aopul.llic ol Texas 11 
Tuxos Commorcu 12 

Wuttern 
Onnl.Amcrlco MG 
Cruckur Nnciunnl 12 
Son l1 rs1 !) 

Wulls I "' UO 20 

'l"ully 1lllutul whuru np111·n1l' f1110 

1977 
Rocent Price Mkt. 

Cap. 
IMil.I 

Price Range 

$38 
JO 
42 
29 
J'3 
55 
51 

$12 

18 

S55 
20 
4J 
26 

$34 
38 
J2 
35 

$2G 
27 
34 
2G 

$42-36 s 418 
33-30 960 
45-40 588 
34-27 3,625 
41-36 1,170 
58·53 550 
57-50 1,!l89 

$12-10 s 204 
21·17 198 

$60-56 s 990 
22-19 800 
45·41 301 

W ·25 312 

SJ7·3 1 $ 340 
43-38 570 
34.30 35:> 
39.34 420 

$30·25 $J,7!JG 

W-25 324 
JG·32 JOG 
20·20 520 

COMMERCIAL BANKS 

EPS 
Earnings Par Shara• P/E Growth Rate 

10 Yr. 5 Yr. 1974 1975 1976 19J7'E° 1976 1977 
Book 
Value 

1% 
Neg 
4 

13 
9 
G 

11 

9% 
7 

11 % 

8 
10 
9 

12% 

14 
12 
14 

11 ?<. 

11 
!) 

Neg S6.82 S5.88 S4.76 ss.:15 a .ox 
Neg 5.00 4.JO :>.94 4.00 10.2 
6% 5.96 6.35 5.92 6.50 6.6 

16 2.51 2.7J 3.08 3.50 9 .4 
15 4.28 4.69 4.82 5.~lO 8 .0 
10 6.18 6.49 6.62 7.10 8.3 
12 4.09 4.96 5.04 5.30 10.1 

Nao 
3% 

$1.05 

1.78 
s 1.10 $1.20 

1.96 2.03 
$ 1.40 

2.10 

13% S5.n3 SG.84 S7.45 $8.20 
4 2.€5 2 .67 2.J5 2.80 

13 J .fl l 4.56 5.00 5.40 
6 3.42 4.05 4.38 4.70 

12% 
14 
17 
15 

l'i% 

3 
13 
11 

s~.10 sJ.1 1 SJ.4s 
3. 11 3.5 1 J.80 
3.48 4.01 3.98 
2.50 2.97 J .27 

S 1.BG $2. 19 $2.40 
2.29 J .35 3.40 
3.20 3.6 1 4.05 
7.53 2,80 J .16 

$3.80 
4.15 
4.40 
J.70 

$2.15 
J .80 
4.l>O 
3.75 

10.0X 
8.9 

7.4X 

8 .5 
8 .6 
5.~ 

9.9X 
10.0 
8 .0 

10.7 

10.SX 
7.9 
8.4 
0 .2 

7.2X $61.80 
7.5 62.00 
6.0 60.01 
8.3 20.67 
7.4 36.57 
7.7 67.19 
9.6 37.61 

8 .6X $12.5J 
8.6 14.60 

6.7X $51 r;4 

8.5 2-i. 12 

0.0 32.42 
!i.!i 39.07 

8.9X $24.0B 
0.2 25. 14 
7 ,J 28.65 
9.5 10./3 

0 .4X $1!.i.'ltl 
7, 1 3J.W 
7.0 30.45 
G.9 27.00 

Prumium 
(Discount) 

on 
Book 

1381% 
(421 

130) 
40 

7 
118) 

J6 

(4)% 

23 

6% 
1171 

J3 
(J41 

41 % 

5 1 
12 
77 

Cib"<. 
IHll 
12 
f!i } 

Indicated 
Div, Yield 

$3.00 
2.20 
2.88 

0.96 
1.92 
2.60 
2.00 

$0.52 
0.54 

S2.40 
0.96 
1.85 
1.52 

Sl.00 
1.20 
1.20 
1.10 

$0.80 
1.GG 
1.74 
1.12 

7.9% 
7.J 
6.9 
J.J 
4.9 
4.7 

3.9 

4.3% 
3.0 

4.4% 
4.8 
4 .3 
5 .8 

2.9% 
3.2 
3.7 

3. 1 

3. l 'lli 

li. 1 
3.6 
4.3 

~ 

CX) 

I 



SAVINGS AND LOA~l .b.SSOCIATIONS 

1977 
->hares Recant rrica Mkt. Earnings Per Shara P/E lndicaltd 

~ 0/S Price ~ Cap. 1971 1972 1973 1974 1975 1976 1977£ 1976 1977 Div. Yield 
(Mil.) (Mil.I .... 

First Charter 29.6 $15 $17-13 S440 $1 .50 :51.73 s1 .:w $1.64 $1.70 ~ .. 50 $3.10 6.0X 4 .SX $0.60 4.0% 
~ .. ~ 

Gibraltar 8.6 10 10- 8 86 0.87 1.24 1.41 0.95 1.18 1.95 2.70 5.1 3,7 0.40 4.0 ~~ 
Great Western 14.9 23 24-20 345 2.03 2.50 2.75 2.25 1.53 3.30 4.35 7,0 5.3 0.50 2.2 ~s: 
Imperial Corporation 13.7 16 17-15 219 1.22 1.60 1.81 1.72 2.06 2.98 3.60 5.4 4 .4 0.24 1.5 a.~ United foinanclat 6.5 12 13-11 78 1.16 1.28 1.56 1.27 1.40 2.30 3,20 5.2 3.8 0.40 3.3 

•After a loss from security transaction of 43¢. ~ 
REAL ESTATE INVESTMENT TRUSTS 

Yield 
Earnings Per Sharo 1977 on LaS1 

Fiscal Shares Mkt. FY Last Last Est.FY Price Rocont Book Quarter Ouanar 
Year Q/S Cap. 1976 12 Mos. Otr. l\X 1977 Range Prico Veluo Di'J. X4 Div. 

"(Mii1ionr ----
Lon it T err.1 1 rusts 

Conn. Genorol • March 5.7 $103 $1.68 $1.64 $1.64 $ 1.60 $20-16 $18 $ 1!),24 :s1 .60 8.9% 
Equltoblo Lilo Oct. 5.6 128 2.07 2.16 2.36 2.40 26-23 23 23.66 2.20 9.6 _. 

Moss. Mutual Oct. 4.7 66 1.09 1.11 1.16 1.30 15-12 14 19.38 1.16 8.3 
(0 

I 
Mony May 8.8 88 0.84 0.87 0.88 1.00 11-10 10 9.92 C1.q2 9.2 

Northwestern Mutual March 4.8 62 0.52 0 .76 0.88 0.90 14-12 13 19.08 1.00 7.7 
Ho to I I nvusrors Aug. 1.5 18 1.01 0 .98 1.28 1.30 1 J.12 12 17.78 1.28 10.7 
PNB Monoooos Sept. :u1 19 0.46 0 .48 0 .52 0.75 !:). 8 8 18.49 0.40 5.0 
R1\MPAC Nov. 1,9 23 1.14 1.14 1 .~8 1.00 12-10 12 18.0B '. .16 9.7 

Equily nnd Short·T8'm 
Gcmurol Growth Corn. So pt. 6.2 136 1.16 1.12 1.16 1.30 23·21 22 6.14 1.40 6.4 
'.omas & No1tlctun June 3.7 56 1. 16 0.7 1 0.84 0.90 16·14 15 31.Gl 0 .1:14 5.7 
P1opo11y Capitol July 2.1 23 1.19 1.20 1.20 1.25 12·1 I 11 13.67 1.20 10,9 
SJul (B,F.I s~1>1. 6.7 17 NA 4. 3 J 7.27 0.00 

PRIVATE MORTGAGE INSURERS AND MISCELLANEOUS 

1977 
Flsc11I Shares Mkt. Eurn lngs Pei Shn10 Prlco Flncont 1977 
Yenr O/S Cnp. 1972 1973 1074 11175 

--wTillon~ 
H.176 1977E R11ngo l 'rlco P/E Yieltl 

AMI C: Om:. 2.2 $ 3 1 $0.0U S l 27 $1.03 s 1.07 S?.4'1 $'.1.10 $18·1'1 $14 ll .5X 0 .3'.~• 
rNM/\ Due::. 48.3 773 1,7!) 2.25 1.!JO 2.0U 2. 18 2.JO 17· 16 16 ·1.0 5 . 1 
MGIC Or•c. 2?.0 330 1.71:1 1.9G 1.20 0 , 10 I 15 1.80 21· 15 15 8 .3 0.5 
Hou)u ' Due. 12.D 05 O.Ci l 0.77 0.05 0 112 0.34 0.65 5- 4 !I 7,7 0.0 
Uulrnd Gl1t1rn111y Dec. 38 40 0.7 / 1.0!J 0.IJl> 0 . 11 1.8(i 2.40 1'1. I I 12 5.0 0.0 

• Cnah fl ow pur thnro lmhlatl of un1nl11g, ""' • It Mn 1u()(f . 
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David H. Kopf 
Money Market Economist 

fv'loney 3nd Bond Market 
Developrnents-Weekly 

April 15, 1977 

Prices of fixed income securities traded in a narrow range until 1rhursday 
morning when the scrapping of the Administration Economic Stimulus Program sent 
prices soaring . A massive increase in t 1e monetary aggreg~tes , and a strong gain 
in March industrial production , announced on Thursday , produced only modest re­
trenchment, and by mid-day on Friday inter mediate Government issues were yielding 
roughly 30 basis points less than a week earlier. Over the near term, prices may 
move down slightly from present levels as some of the initial exuberance over the 
Carter tax decision fades away. 

The monetary aggregate~ s urged in the week ended April 6: Ml rose $5 . 0 bil­
lion to $319.1 ~lllion and M2 rose $6 . 8 billion to $761 . 5 billion. Ml is now-­
(on a weekly basis)--above its long run target and is probably z:·1ve the short 
run target as well. (M2 is at the top of its ranges . ) The Federal Open Market 
Committee meets on Tuesday, but tightening act ion seems unlikely until the money 
managers get a better reading on the money supply for April. 

Tha decis ion to cut back the Adminirtration Stimulus Program, together with 
spending shortfalls and hi~1er than projec~ed revenues , have substantially re­
duced the proj ected Federal deficit. It would now appea~ r easonable to place the 
fiscal year deficit at $58 billion including off - budget financing. (Or $48 bil­
lion on the popular unified budget basis--$20 billion under the earlier official 
est imate of $68 blllion.) 

With the projected deficit ruduced , the Treasury has considerable leeway in 
its financing operations , particularly in the current quarter, when the deficit 
will be ntodest , and might actually show a surplus . H0wever, the Treasury cash 
balance is normally built up in the April-June quarter. In addition , the succes~ 
of t he policy of regular financing patterns would ~ n •t the view that new cash 
will be raised , but in somewha t; reduced volume , now 1, iiat the stimulus package has 
been abandoned . '£he May refundin5_, to be annou11cetl 1 about April 27 could thus 
follow the traditional pattern: new cash of $1 billlon through 3 year notes , a 
like amount through the 7 to 10 year issue and perhaps $0 . 5 billion through a 
long bond . Regular two year issues at month end and a f our year note could, as 
needed , comfortably raise additional cash by ~eptember 30 . There is considerable 
s peculat ion that the debt managers may make i ncreas ing use of the bill market , 
poss ibly teginning in early June. At that time some temporary cash need s develop. 
and the volume of maturing bill shrinlrn somewhat . However, Treasury use of the 
bill mat•l<et to r aise new cash may be moderated by the Jmowlede;e that tl.e volume of 
Government securit ies in the one year and under category will automatically rise 
by more than $3.0 billion this quarter because o f maturity shifts o f coupon issues. 

Economic data, all for the mont h of March, to be r eleased next week include : 
hous ing starts ouT Monday which may equa: the 1 . 8 million Pebruary r ate , nnd per­
son3l income (to be released on Tuesday), expected to rise at a 10.0 per cent annual 
rate. On Thursday the erratic series on new orders for durables could show a strong 
gain, on the order of 20 . 0 per cent at an annual rate , a nd the consumer price index 
is expec t ed to gain at a 7.0 per cent rate . Quarterly income and product data, to 
be released on Wednesday , is expected to confirm a slow first quarter, with real 
nNr up nt n 4.5 per cent rate . 
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THEMONETAAYAGGREGATEs~~~::.._~_;;_-----~_.:....--~~------"""' 
(Daily Avcra!JC, Billions or C'r llar ,) 
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GROWTH RATES: 1.;J1cst Four Weeks. Annualized. From: 

4 Weeks 
-~ 

Ml 8.7% 
M2 10.0 

13 Weeks 
Ago 

11. 0% 
8 . 2 

26 Weeks 
Ago 

5,5,. 
10 . 5 

5 . 9~ 
10.6 

GROWTH TARGETS: Annualizr:l Rates 

Short Run 
(Feb- Apr )Es t 

3- 7'J, 
6-10 

Longer Run 
(From 1976-IV) 

4~- 6~% 
7 -10 

INTEREST RATES~--------------~·--------~----------~ 
(Average, Weck Ended Wednesday) 

Short Term 
Fed . Fed. Func!a 90- Day 90- 119 Day J-=5 Yr. 

Med1ur and Long Term 
Long Corporate Utility 

Funds Tars et Bills Comm . PaEer Treasur~ Treasury Bond (Aaa) Bond (Aa) G!JMA 

Mar . 16 11,62 11.63 11. 59 IL 75 6 . 72 
Mar. 23 11 .n 11 . 63 4, 57 11. 75 6. 68 
Mar . 30 11 . ., 4 4. 63 11.59 11. 75 6. 70 
Apr. 6 11. 60 4. 63 11, 56 11. 75 (j .70 
Aµr. 13 11. 65 11.63 ,, . 58 11 . 75 6. 70 

7 ,73 6.11 8 . 48 8 . 03 
7 , 71 8 . 08 8 . 48 8 . 02 
7.74 8 .10 8 . 51 8 . 05 
1.12 8. 09 8 . 54 8 . 01 
7 ,77 8 .10 8 . 54 7,98 

Other Rates (Apr . 13) Discount Rate: 5 . 25 per cent. Prime Rate: 6 . 25 per cent. 

BANK RESERVES AND FEDERAL RESERVE OPERATIONS----------
(Avornuo l.cvols, Mi llion~ o f Dollurs. S19n Indicates Effect on bees·; R<:sarvos I 

Tr eaaury Deposi ts, Float , Currency 
+ llequ1red Reserve a and Othel' J\ccounts , Net. 
-+ F.Jde r al RcsCl'\'e Security Hold inss , Outrlcht 
+ Sccur1t.1eo Held Unde r R~pur:::hase Agreemeut 
+ Rntimatcd Effect of Action Requi r ed This Weck 
a llet. Ft•cc Reserves 

+ 13or rowi ne; 
• Excess Rcacrvoo 

Memo: Matched Salc/Pu1·chas~ Agt•eements 

Apr. 6 
Change 

+)216 
+ 7Jl 
-1733 
- ??37 

- II 1 

+ I 
JG 

- l u08 

Ped AcLlon fol' own Account, week of Apr, 13 : 7 day rcvcrooo 
1 1lay matched sale , Apr 11 11; ove1•night r epos , Apt' 1l 13 . 

A~r. 13 
Change [,evel 

+1117 -96664 
+520 - ?660 
- 966 +99180 
+32 1 + 1110 

·~ 30 + 266 

- 25 + 26 
+ 'j + 2~2 
-7l7 - 351J1 

nnnounccd ro1· Aprll 

Aor . 20 
Change (Est) 

-1300 
- 1 ·100 
+3537 
- 111 0 
- 127 

0 

0 
0 

7 , on f\prll c, i 

OUTSTANDING MONEY MARKET INSTRUMENTS, BUSINESS LOANS----
(B1lhu11s 01 Doll11r ~ ) 

Ma i·. 23 Mai·. 10 ~ flE1 · . 13 

Commerc i al Paper· '35 . ;i 'i5 . 0 56 . ,, tJA 
Comme r c ial nml Industria l Loans : 

~l l Weekly Rcpor t Jng Da nko 117 . ;:> l 1G. 8 117 . ;:> llA 
New Yo1·k Rt! porttng Danks 33 . ri 33 , 9 v1 . 1 33 . 8 

13nnk Ccrt1f1catea or Depo~1t: 
61. B fill Weekly Reporting Banks 60 . 2 Go. 9 NA 

New YOl 'k Rcport.l nH Oanka :?O . G :? 0 . 8 20 . 3 19. 8 
1'rca s ury 131lla 16) . 6 161 . 6 166 . l 160 . 1 



White,Weld &Co. 
Itlcorporat.ed 

John H. Charlesworth 
Fixed Income Marketing 

FIXED INCOME POLICY COMMENT 

OUR VIEW 

April 7, 1977 

Re la ti ve stability in all sections of the Fixed Income markets over th"' past 
two man.tbs has alleviated a good bit of the apprehension that was evident in mid­
Janua1·y . While the majority of forecasters still believe a further increase in long 
rates is probable .• the sizf! of the increase and its t.iming are now subject to more 
divergent views . We continue to hold the view that long term rates will be no 
higher at yea r - end 1977 than they are today, even though short rates could move · 
higher by 50 to 7~i basis points as the year p1·ogresses . 

Of practical conce rn to money managers, there is a significant inte1·est 
opportuni .y co~t to holding short term securities, given the slope of the yield curve. 
The spr< ad between T-bi l ls and 7 yea r Notes is about 250 basis points, which would 
d i scounl aE· much as a 60 basis point sdl-o(f in intermediates . We r ema'.n t:on ­
struct ive on the market, and favor the quality end o( the spectrum. We believe Lhc 
1nost attractive a L"ea (or cu rrent investment is in the 7 lo 10 year maturities, with 
long maturities also at good working levels . 

LOOl<ING 13AC1{ 

Heccnt second ;n·y market i1Ctivity h as diminished considerabl.y. New i ssue 
voLumc con tinue s a t a reduced pace as well, both in the pub lic a nd private sector. 
During March, the volume of new issues was a bout two -thirds of the year C<11' l ic1· 
Leve l. Mo1;t i ss u1.: s that c ame were r easonab ly we ll r eceived , sdling to tag end s 
while sti ll in syndicate . 

One mcas11 r<' of the solidity of t:hc market ucc11r rcd on March 25th, whe n 
six syndicates broke in one.: day . Whi le the r wc 1·c s ha 1·p ma r k - downs fo1· one nr 
two names, the r1·ni a ini.ng balances we r e r ·ndily absc.Hbed and liad ltl t l c or no eff ~ct 
on ove r- a ll m a rk1•t prices . 

Whit• w • t1l"<' seei.np, TeduL cd markcl parti ·ip:lti on on both the cll!n1n1ul :ind 
supply sides , th<' f ac- f that son-le extensive swapping i.s taking pl.:icc is encour:-igi11g. 
It is evidence lhal. al ll·ast som e portfolio manage.: r s s~c cu rrent p r ices as st<1blt· 
·nough lo permi t nu ·h activity without r\i;k of s ha rp co rrections in citlH•1· dit•t;dinn . 

I hu to11111ui11!1 h.1~ IJ1•<:11 111u1 .. 111itl ) ill1tly tor 111l v 11nl111v11 p11q1o1:.11\ 1.111t1 15 n111 ,, )1lht 111111011, m 1111 ut fc!1 , tu liuv oe : .. •11 .111v wu111t •1 It doll\ 

not p11q101 1 t11 llt1 a c mnp l'tc 1l11ic11pt1011 o l tl11' ~c1.1111t1u~.111.L1~c1~ 111d11wlup111u11t) 1t•h111•~I to 111111u ni.111•r1.1' l\ll 11~11r1 ·\<o11m~ o l 0111111011 

.uu s11h11•1 t 111 th11111~i will {1111 110111:11. I hu 111lm111t111n 11 "01>1.Lo11 .. 1 hont "><h ll• .. ( wtur h we· tct11,11lc1 n •t1.1hll' hut we h .1vu nut 1111h•o .. 11de11lly 

v .. r,11.~1 (II\ h mfnlll~lhllll .tnd WU d u ll UI u11.Ll.L11h't' tl1.1t ,, ·~ .111111.1111 OI l Cllltplt•ltl W11, Ill 11111 IJ llH .. ,~ .111(1 ""''' IOI\. llL.1y lrolli to lllO ICI 

111111• t1.1vu ,1 l1111u °' ~hort 11os1t11m 111 ll•u ~··1.u11111•\ 1111•111111111•d .111tl 111.iy ~1 111111 '"'V '"c 11.,.1· 1111111·~ 
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Municipal markets also showe~ stability in the past month, even firming 
a bit in prices. In this area, similar characteristics obtain on the supply side 
as in the co1·porate m.arket, but the demand side remains very strong. New 
bond funds, large pools of institutional money, and individual concern about 
taxes all are contributing factors . 

In the light of many forecasts by others earlier this year of higher rates 
over the balanc e c1.~ 1977, it is interesting thai. there has not been a rush by 
c0rporations to du some advance borrowing. Several major concerns have 
announced the opposite. Cash balances continue to build at major firms (IBM , 
Exxon, GE), a nd AT&T recently stated that 80 % of cur r e nt capital needs would 
be financed internally. 

LOOKING AHEAD 

THE POSITIVES 

1. Visible supplies of new issue Corporate dcht a r c on ly a bout 2 /3 o f 
l as t year's record monthly pace . r he internal 11 se lf- s uffic icncy11 r a tios of 
major cn rp01· a tions continue to impro ve , and a r e now well above pre-recession 
lcvc· ls. Even widespread fo r ecasts o ( hi g hc 1· r atf's ha ve no t prom pted m ajor 
borrowings . 

2 . Thl! economy is r ecove ring fr om the wint ·1· 1 s distortions . !n a clclilion , 
r ecent National Wca LIH' l' Se r v ice and Department of Agl'i<'ulturc proiections ;i n· 

1norcoptimi i;t i c r egn i-clin g llw o utlook for fcccl-g1·ains :rncl f:i rrn cornm odi t i t.:s . 
While the threat of drought· 0 1· nca r-clrnughl cnndit ions is st:i ll a v<·1·y t'c> a l nnc, 
the a ffec te d areas shoul.d be s n1 a llcr th<ui 1· e1.:c ntly fL:a rc'Cl. 

3 . No ninj o r \ilSC for Fc.:dc r \\ l I\ · s ' r vt• I igliLv11ing S l 't: llHl L'vicle nl:, l : vcn 

in the light: o f l'C!C<' nl: :1C:<'c l c 1· at. 10 11 111 lh c Monc:y S11pply g 1·owlh r at l'. Th cs r raLt• i; 
a 1· c s till c-om fo r l alJly wiLhin I· e el b1rgetH , bnlh tH' <l l' :i nd lo ng(' 1· IC'rm, ;111d w e· 

1.·ontinuc: to h C! livv1· the F e d will be nb lc' Lo ;1c..::u1ru1) ocl:-t l,: lhc A<l1ni11i::;L1·<1tion 1 s fisL·;d 
prog1·;u11s withoul 1· ;d s ing taq~cl Ft~<kr ;il l• '1111ds r ;_n,·~ . 

4 . The s hap<· .. 111<1 s lope o f LlH' yi c•J ltl'V • i :; now p,·11 .llizing lh1>~H' whn ;i 1·t• 
in Llw ve r y s lwrt 'IHI of lh c m :nke l. Hvcc•1 l y nol.vd h:is h c<.:ll .1 gt·owlh o f 
" r c -i nlf'l'ITH'<liali u 11 11

, Lh c tl\Ovl!ntc nl of fund s b:i c:k t.o tirnl' ac i· ounls at ban lrn 

from Rho rl L1~ rm instn1rncnts. l.a1 ·k ing "'aLc hing g r nwlh in l o;H1 :i nd/or mo1·Lg.q.~1 · 

demand , th •sc fu nds a r e an ~ ddiLi on~d p11 :: iLi v1..· f lJ l' t:t ' C1n Lh e cl<·tnand s id e· fu T 
intc1·nH:di <lL<· ;111d 1011g fix,·d inc:o 11 w mn r k<'t~ . 
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:urE NEGATIVES 

1. The overriding negative continues to be concern over higher rates 
of inilation. While inflation will surely ease from the high January-February 
level in the coming months, it will be higher than we were forecasting as 
r ecently as three months ago. 

2. President Carter's inflation fighting program (to be announced this 
week). ene rgy program and tax reform package have yet to see the light of 
day. Until these are quantified to some degree, their potential impact will 
trouble portfolio managers, as unknowns are most often perceived pessimistically. 

3. The diminished volume in secondary markets over the past three 
months has made traders reluctant to hold inventory. The fact that much of the 
new issue calendar is being done against swaps means that there is a strong 
moder a ting force in any rallies that develop, a nd additional weight in periods 
of weakness . 

4 . The potential for "c rowding out" still exists as a negative over the 
balance of the year. Alt.hough forecasts of Treasury needs, pa1·ticularly for 
the third quarter , have recently been reduced, government borrowing wi ll 
still be at. near - record l evels. The growth of corporate profits (and associated 
tax paym e nts I could help ease lhe pressures in the second half. Our view is 
that thi s will be a diminishing threat if consumer and corporate borrowings 
do not surge upward . 

ClJN-77 - 3 



EARNINGS WILL MATTER (AGAIN) 

lnvestrr1ent 
Po ~ icy 

Sununary of taped discussion of Investme~t Policy 
by Harold w. Janeway & H. Carroll Mackin, 3/18/77 

Conclusion: Relative earnings performan~e is likely to become a much more important 
determinant of stock price movements i n t he months ahead than over the last 1-2 yea rs . 
We recommend that investors downplay t he non- earnings- related investment strategies 
that have dominated ticading over t he past year or so and instead focus on those 
companies most likely to show significantly above- average earnings gains over the 
next t wo years (and beyond) . Such stocks should prove to b e the best performing in­
vestments, regardless of what happens to the economy and inflation . 

Background: A nwnbe r of no~-earnings-related investment t hemes hnve dcminated the 
market over the past couple of years . 1\lnong these are secondary (vs large) companies ; 
domestic (vs interna tional) operations ; underowned (vs overwe ighted) in institutional 
portfolios; indexation (vs stock selection); market timing; top down (vs bottom up); 
and c urren t divide nd i ncome . Most -. f these appear largely to have run t heir course 
or a r e at least reflected in curren~ stock prices . Probably the most popu lar strategy 
stresses high c urrent: .income. 'Inde~d , there is a high cm~rela tion over the pas t 
several years between a stock ' s performance and its yield . Since June 1975, a port­
folio consist:inq of the five highest yie ldj ng industry grnups at that t ime would 
have prnvided an inves lor witr. a 27% total return to date , while a portfolio of the 
f ive lowes t yielding groups would have s hown a 9\ loss for a 36 percentage point p e r ­
formance s pread betwC'en t he two . If you look strictly at i ndustrial companies (a 
!:lample of 1600), the 10'1. providj•1'1 Lhe greatest yield in June ' 75 would hav'3! given 
invcstol's ;:i 70'1. total ret:urn to :1;; Le , whi le the lowest 10'!. would have rendered only 
u 110·1. gain. 111 June ' 75 , t he yi :! ld spread between t:he top- yielding loi and the 
bottom 10\ wa~ O . ~ 1mrccnLaq~ points; Laday it is only 6 . 9 poin t s , wi t h aDnost all oE 
t.he c ha nu e reflcct.ivc of sl:ock prlce c h.:tnges . 'J1akinq another approach, at t he 1971\ 
mn rket bottom the uti.11 Lit~s were yieldjng ull average of 12 . 1\ 1, v s a 2 . 5% yield on the 
drug !.ltock!:l for cl 1 0 pcrce11taqc poinL s pread v s 5 . 5 point !.! at Lhe end of February -
i \ Lrcmendou:; oumµrc::isi.on of the tnarket ' 8 yie ld c.Estribution . 

'T'hc 11arrowi11y of Lhcne sprc.:id!.l has reduced the relutivC' attractiver.css of the 
hi qh<~r yielding :;t1)cks . f'ocus in<J on the up-front d ividends ,,,j Lhout fac t oring in future 
d ivide nd and c.:irnlnqs ~1rowlh i:.; likely to IJ0 much less 1ewarcJi1v3 over the 1wxt year . 
'rile natur.11 n~~Jpo11 :..1c i s tu .look at the Lrc:td i.t:i.onal grnwLh stocY.~> a s the alternative , 
!Jul .ire the y";• St i 1 J .:11n1J11q t11e lowctiL yicJd.Lng stock!J in t.hc mm:kct , most. of the 
" nj f ty fj fty " ~IL.i 1.1 Ci.lrt.' y l'/.I•: premiums that appear to be discounting roughly t wice 
t lw qrowlh r.:-.Le of Lhe n•:; t of the m11 rkcL t or the next ten yocJr.G - a bit much to 
~;wa J l ow. Con:;cgul!t1Lly wt• do not expect the growth :.;toc:k qt·oup Lo be market leadeci; 
i.n t.hQ next up c yc l e , l.!XCCJlL l.hoiw Lhu t· !:how earnings ".Joins well in excess of corpor­
alc pcof it.s overall. 

'l'hc bl! !JL buyt• in Liit.:! mark1~L today probably li e !;omcwhcrc between the high 
1.:L1rrp11L yi eldcrn and Llw low-yield C)rowth s tocks - Lhosc uncliffcrcn ti;:i ted stocks with 
llbovc-<IVCl.tHJ<' ,~,lt'ninLJS prospect:.; , bclow-aver«gc yielo :.; , ;\!lr1 IJclow-avcrage payoutl;; 
('l'hc Sl•P ~)00 1 : 1 ui.vicl cnd:J c u1::rcntly have a l\J.71. payout.). Wltnt we ' re saying is buy 
those !::i l.Ol:.k:; ~ hiJVI' Lhc p r:ospcc t or bocom.inq hj gh yicld0.1·s. in t he fut:~. 

lt/Clt· 



Outlook: Investors' primary concerns today are the possible resurgence of 
inflation and sharply rising interest rates. The present structure of both the e 
stock and bond markets reflects these worries . The yield spread between stocks 
and bonds i s at its narrowest level since 1970, and the gap between the yields 
on 1- and 20-year government bonds is wider than i t ha~ been in over a decade 
(250 basis points); both indicate expectations of higher inte.rest rates. We 
believe these fears are overdone and do not expect a renewal of prolonged inflation 
above the 5-6% level. Nor do we forese~ a sustained rise in interest rates, but 
rather look for interest rates to be no higher and possibly lower at yearend than 
currently. If our forecast of moderate (5- 6\) growth and inflation are correct , 
then the narrownes s of the yield spread between stocks and bonds argues for 
further investm~nt in equities . 

Looking ahead , we are forecasting a~gregate corporate profits growth of about 
12% this year with a slightly lower (10%) advance in 1978. These gains will be 
widely scattered rather than concentra.ted in one or two areas. Given this environ­
mer ~. investors s hould appro~ch stock sel ection with an open mind , del:mlphasizing 
the popular themes mentioned earlier and focusing primarily on r elative earnings 
prospects a nd the potential for higher dividends. 

Some examples would incl ude the Aluminum Industry, whose earnings we foresee 
doubling over the next two years (vs our eY.pectations of 20- 25% increase in the 
S&P ' s earnings over the same period). Yields on this group are currently below 
average, but within a few years these should be considerably higher on today ' s 
stock prices . Among the other basics, l\LLIED CW....MICAL (ACD-45 7/8) yields ).ess 
than 4% , but we fore!'iee a sharp rise in earnings to roughly the $10.00 level by 
1979- 80 accompanied by a substantial buil d- up of cash . OCCIDENTAL PETROLEUM 
(OXY-25 5/8), a ben\_,t:iciary of Nornh Sea oil a l so has substantial dividend 
i nc r eases in prospect . SOHIO (SOH-83 1/4) ,(yield 1 1/2%) is a more extreme 
example , with the prospect of a $5 . 00 dividend (Sl.36 currently) by the late 70 ' s e 
whe n the North Slope o.il starts to flow . 

A more de tailed policy statement will be out s hortly. 

SRL-76- 20 

William F . Boyd 
Sales/Research Liaison 

1 ho fornnuinn hn~ uoun prnporod soluly lor inf onnntivu nurpu~os ond 1~ 1101 o ~ollc11n t ion, or on o llur, to uuv or ~011 1111v 
~m:w lty. It tfou~ not purport lo I.Jo 11 r.omplutu dosctlptlon of tho svcuritius, 11101 ~o t ~ or dcvulopmcnts rulcrrud tu in thu 
111111orinl. All uxprunions of oµinion 01u subjr.c t tu chnnou without rwtrcu. Thu informotlon Is obtulnud from $ourcos which 
wi1 c:ons1<Jcr rollobli• Lut wo hove no1 indoponuontly verified S'lch lt1 lorm11tio11 ond we do not uunruntuu thut it Is m:curn111 01 
1:u111plutc. Wo, or out ulli1:crs Jnd di rectors, mnv fr om t1mu to t lmu hnvo o lonu ur shor1 position in the securi t ies 1110111iun1:d 
11111 1 may sell ur buy such sccuri tiCJ. 



SUMMARY­

EARNINGS 
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ON 
EARNINGS 
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Sp./G5/57/6G 

Investment 
Policy 
March 25, 1977 

Investment Strategy-A Change 

We believe earnings will become a much more important determinant of 
stock price performance over ll1e balance of this year and next. Thus. in­
vestors should emphasize those companies thal are most likely to show 
significantly g1eater than average earn ings gains in the next two yean· and 
beyond. Such stocks are likely to prove to be the most rewarding hC':dings 
regardle:.:>s of the trends in inflation and the economy. I f growt:1 in the 
economy proves dis<Jppointing, and 0verall profits rise on ly moderately, rela­
tive earnings gains will be important. The same should be ll de if the econ­
omy is stronger them expec ted this year nnd 1978 turns out to be another 
good year. If inflt1tion fails to modera te. contrary to our expectations, !hen 
stronu earnings gains should provide t1l least a partia l offse t. 

Al though the market seemed nreoccupied over the past year with a number 
of inves tment themes not directly related to earnings, disappointing enrninns 
did not go unnoticed. In i;l ycmr 111 whicl1 over.ti! corporn tc profits ro~.e 29%, 
lho~e comp<m ies that fell short of expecltl lions were li!r rnore impr1cted th;m 
lhose recorcli n!J sharp tiains. However, witl1 over;tll corpora te profits ex­
pected to be up only ubout one-half <JS ll '!Jcl1 1lm; year .-is las t, sh11rp earnings 
guins shrnild be more notcwonhy. Mornov1:r, the !Jdins arc likely ru be 
~r.<1t te1ed, no t conccntrnred in one ur two ;1rcms. Thus, investors should ilp­
prond 1 the selection process with cm opun mind. de·emphas i1in9 the pof)ulilr 
invos 11rn:nt theories tlwt haVL? cornc to bo wiclr.ly ;1cccptcd as ur1ivurst:1 I truths. 
li1r,re;1sed ernphc1sis on carni nus uuins duus not irnply a rc11rrn tu tr au itinnnl 
ur ow1h-s1rn:k invus tir1u . Corr1p;_mi1:s witl1 outs110 nr1111in9~ 9ni11s sl1rnild 
qlridify, thnsr. wi11l ilVUl'clUL: QJins <JnJ lllOIC likely 10 h t) <IVOID!JC nerfo1rnrns. 
Above-uv1H~l!.Jl! pr ice ,,nrl ormancc• is most likely in 1l1o~;e cns<-ls wliurc tllo 
umninq~ 9a ins nn: convur tcci to dividends over llll) next 1wo or three yc<Jrs. 

111rn1.: ;11 e:: fow rnnsons wl1y we: lii.;licvu investurs shou ld str ess l;fJ111p;1r1ies 
showinn substnntinl enrn inns pronruss nv1'"!r the next ·1wo yc;us lirst, lo of lse l 
ildli11io11. Ovrn tl1e p;ist few nHrnths invw;101s l t.ive r.11:;ed their i11ll.itio11 
ass11rnp11uns, IJ1 1t du nnt uppc~u It> h.rVl! rnadc· a correspondin!J ..idjusttnen t in 
!heir irwcs 1 n1 l~ 111 sul1:t: li 1111s. S1:cnnd. l>i!J e1 11 ninw; shCJu ld lie l us~; c0111mon in 
ID77 78. Wu us tin1;1tr• Ille c1vcr<.1uc: e1 11nin~1s ~J1 1i11 lor the lwo yeor pcriot.I i11 
tlln 20-2~/,K, 1(111!.JO. Thi rd, lhc 111:11'!-el ill uc11eral nppUdl !i rc11so11t.1bly pricncl 
wi th Ii l t le downside 1 isk. However, WI ! clD 11ot cx1mc t d 111ute1 iul t?XIJUI is ion 111 
1·1/I: 1.ilit l~. Co11:,(;que11t ly the incrc:,we in the 11wrk1!t ;1vernues will rc fluc t 
pri 11 1t11 lly eur 11111u:.; uiow1l1. l11cJivrd11;il :;101·k s1 !lc!1 ti o11 wi ll uk;o Ill: o f pr irnc 
i111po1 tuncc~ . Four 111, d1v1dc11d !1row 1h w ill Wk!.! on rnor tl i111por t;111ci: llliln cu. -
rt!11t y ield. M11jor 1!t1111inus uurns C.Jru li kc:ly to l1~rn.J ru lrn \1er dividond inr.ren!;er.;. 



1. Offsetting 
Inflation 

2. Overall 
Profit 
Gains 

Moderating 

3. Overall 
Stock 

Market 
Outlook 

Satisfactory 

Virtually every 1977 infla tion forecast was revised upward during the winter 
months, ours no exception. Most forecasts were increased for 1978 and 
beyond as well. Investors in general are more pessimistic on inflation than 
they were last tall. However, with the exception of the weakness in the 
insurance stocks, which are considered the most inflation-sensitive group, 
there has be.rn l ittle discernible change in the make-up of the stock market. 
High yielding stocks held up better than most. 

We believe most people uver-reacted to the winter's effect and expect that 
inflat ion will begin to moderate in the second quarter and ease further in the 
last half of the year to around a 5% rate. Mother Nature permitting, price 
increases need not accelerate in 1978. If inflation were to decline to lower 
levels, the prospects for the market as a whole obviously would be enhanced. 
In such a case we believe greater appreciation would occur in issues providing 
more exposure to the earnings potential inherent in a sustained economic 
improvement. It inflation does not moderate as much as we expect, then the 
market as a whole will be disappo[nring, but those companies with sharp 
earnings gains would stand out. Companies can compensate for Inflation, but 
not always immediately, not under price controls, and not when the infla· 
lion is unexpec ted. All of these conditions prevailed in the early 1970's, but 
do not exist today. Inflation-consciousness among businessmen now is high 
-if anything too high. The estimated average 1976 return on equity of 14%. 
abo •e th0 12% considerec' reasonable a few years ago, is evidence (at last!) 
that equities do afford in11ation pro tec tion. Larger earnin9s increases provide 
more long-run protec tion. 

By the fourth quarter of 1976 profit increnses had eased significantly tram 
the high rate earlier in the year. We are projecting corporato profit gains of 
around 12% for 1977 as a whole and tentatively es timaling gains of roughly 
10% in 1978. Thus, the period ot sharp pro lit recovery is now behind us. 
From here forward those companies recording exceptionally large earnings 
9ains over the two years, rather thnn in 1977 alone. should stand out mure 
clenrly . Amonu the 425 companies that we tallow we have ntlemptcd Lo 
identify those which nppear c:apab lc o f recordinu gains tl1a1 are at l<:ast 
double the avernue expec ted increase. (A list o f these cornpnnies appcrirs a 1 
page 8). A rn1mber of the lower-m1lltiple stocks with large oarn ings increJs !S 

in prospec t have 011 tper fonncd tl1e rnarkcL over tl1c pas t 3-6 months. indic& t· 
ing that relati ve cJrnings gains have hr.d <Jn in fluence in the rmrkct. Howcvr1, 
the lower-yielding, higher P/E stocks hove con tinued to lag makin~J sonic o f 
the1n particull!rly at tractive. We see the influence o t e:,m inas Jxpandi·1g in 
the mont11s 11horicl. I t anytllinn, the fenr or l11ghcr inrlation should focus 
gre<1ter attention on the incrcas<~ in enrnin£fS. 

We believe tile !>lock market is reasonably pi iced . Wi th the S&P 500 s11l ii 11g at 
nhou t 9 times e5 timc.1tcd earninus to yi~ld neatly '1 Y:i% on prusµcc tive 1977 
dividends, the risks ure rnodesl indeed. The following char ts serve to under 
,,core ou1 view showino that tl1c e;:i rninus yield on stocks is 11ow moderutely 
above bond yields. o rc lutivnly u11coininon cxporiencc ovl!r the pas t decade, 
(Clrnt 1). and that the bond stuck yield sp(oad hus declined sulJ~ tarHia lly 

from tl1n highs or O(l( ly 197G 10 thll lowest lovol sinco 1969 (Chnrt 2). 
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We have felt for some time thnt inve:. tors should ass111ne a continuaLion or a 
relatively low-confidence market environment. Ti-.is 1 ~mains our view. We 
believe that P/E ratios will not rise materially ancl tha t the gains in the 
market over the coming 12 rnonths arc likely to approximate the increuses in 
enrnings and dividends that we lorusce this year und nex t. This implies a 
rnurkc1 level 10· 15% higher in a yeur. Tl1crcf ore, we ex peel selcc tivi ty and 
stock price·sensilivi ty to be ex tremely important 10 achieving satisfactory 
investment performance. To a much greater c.Jcgrcc tl1an in 1976, the dis­
criminator Lo apply in sclcc l ing slacks should be relative earnings perfor­
mance. We do no t mcnn to imply that the 011/y storks to IJuy arc those with 
the prospec t of unusually sharp emni11us 9ains. There arc other values among 
companies whose curnings in 1975·70 were par ticularly impressive that <ire 
not fully reflected in today's prices and amonu companies where earnings 
may I.Jc currently flat or down, bu1 show prornisc o l lnrge gnins startinu in 
1977 or 1978. 

Some or the companies for whiclr wc sec subsw11tial 1976·78 earninus ua1ns 
provide little or no curi cnt return. In such ccJscs good earnings growth in the 
past few v0ars und poor rnarkct pcrlormnnce have brough t their P/E's to 
levels thdl :;.;cm low by any reasonable srnndrnd. Their P/E's relative to the 
mmket <Jrc as low ;is ill previous bear 1narkct lows. The following tables 
compare current F/E's on the urowlh s1ocks we consider (J ltrac tivc with 
1hosc prcvniling al previous rnarkc t-cyclu lows. 



4. Earnings 
Growth­
Dividend 

Growth 

INVESTMENT 
THEMES-· 

FADltJ( i 
IMPACl 

COMPARISON OF CURRENT P/E WITH PAST BEAR MARKET YEARS 

P/E Level Relative P/ E to S&P 500 
1966 1970 1974 1971c 1966 1970 1974 1977E ---- -- --- ----

Oigi tal Equi ,Jment 37.5 32.0 12.6 HU 2.8 2.4 1.8 1.8 
General Re:nsurance 14.7 13.5 17.6 16.6 1.1 1.0 2.5 1.2 

Hewlet t Packard 2~ .. 9 21.1 16.9 17.2 1.8 1.6 2.4 1.9 

IBM :~.9 24.6 12.0 15.3 2.3 1.8 1.7 1.7 

Kresge 14.3 18.0 17.7 14.0 1.1 1.3 2.5 1.5 
Lowe's 15.4 10.5 14.1 1.1 1.5 1.5 

McDonald's 10.7 18.8 11.4 13.9 0.8 1.4 1.8 1.5 

Sony 13.5 :3,7 13.9 1.0 1.2 1.5 
Tektronix 14.3 16.5 !i.9 10.6 1 .1 1.2 0.8 1.2 
S&P 500 13.2 13.5 7.0 9.2 

The m2rket has been dominated by interes t in high-yielding stocks (ond bonds) 
over the past year. We remain opt imistic on the outlook for dividends. 
estimating a 21 % increase in the S&P 500 dividends from $4 .05 in 1976 to 
$4.90 in 1178. The es timate a~sumes a comfort able payout-ratio of only 
40-41 %. I r r .J turn on cq11i ty is maintained at last year's 14%. the plowback 
rate would equal 8%%. an historicr:i lly high lrvel. Thus, e\ en i r e;.1rnings 
decline or i:1flation. ccelera1es somewhat. dividends could con tinue to rise in 
real terms. With the excep tion of n few non-capi1<.1l ·in1ensive companies­
Avon, Cok ..!, I BM for example-and some high-re l urn. low-payou t companies 
s11t:h as Hall ilJurion, Kresge or S ~1lumbergcr, invr.s tors shuuld no1 assume ci 

rnnjor ri::;e in p;.iyout ratios. Thus, the bi!J!JCSI uividcnd uai11s uenerally will 
p<.1u1l le! earnings. Hiuhcr p1ospec 1 ivc rc1 lll ns on today':; stock prices should 
be JI tuincd by r ocusi11g on 10119-turrn dividcnc..J pr o:;pec1.s. Iner eased emr>llasis 
011 ea rnings 9ains docs not ncccssiliily imply n 1e1u111 10 Lr<irl i t ion;il nrowlh 
stock investing. Those cump1.1 111cs wi lh outsi;ie c.mrninos nains shou lu q11a li fy 
rnuardless of tlie typu nl s!IJck. 

Dy 1liis limo 1.i!i t yc.11 11wt:s1ors hi 1cl !le t tlwir !li~J lll !> u11 n uoud econu111y .i11cl a 
p11Jlit 1f!t:ovu1y .it lcn:; I as l.11!.JL! iJS ll1u1 wl1id1 111t11cr i<1li1cd. Sincl! 11 1111 1i1nc 
tile 111ark1!1 has rcm;)inecJ in <1 narrow rang<:. l>ut JS mu:;I investor !; .i1u w~ ll 

.iwurc. tile trn1 1tlln!";s pal lem ol th<! uw1all rn.rrknt c;Jmou fl<.inecl suh~il. HlllJ I 
1JJ111s ~md lo:;ses arnonq cJrllur cnl sector!: .111< l 111cJ11!;t ry uroups. 

"he1C i lll! five inVC!> lllll !lll lhl!llll!!> lll<J t pl.iyl!d iJ llli.ljOI 1o lc Ill fl!l iJl!V(: 'ill)( r 
1 rice p1:1 fo1111a11ce o l 1l11:s1: ddlwc111 u1rn1ps d1111nu llu: pilsl one 10 two ye.lf : •. 
l hesc ;111!: e111phasi:; 1111 c1111l!IH inco111e, companies wi tl1 p11n1<1rily dn11wc; tH 
1 •. 1!11:1 1'1.i11 i1111~11 r; 111 nal 1:xpo::;urn, Jll irll olio d1v1:1sdica1io11 (111cJoxa t11J11), 111 
:;1i1111ic. 11o1I 1we1 illld 1111drn own1~ 1 ship n111I sncu11d;11y crn11punies. l hn~.e ;1n: illl 
V.tlid co11s1do111 1i011:l 111,11 we l1i lVCl Ll:ip!HISl!d, IHJI llliJI i...1: ls '1.rvt: ii WilV o f 

.icl111:,t1n!J .irHJ rnucl 1 .1clj11:;1111un1 h.1 ~: ticct11 11•1I. 
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There is no question about investors' increased emphasis on yield. The 
reasons for this are well known and understandable. However, it is important 
to recognize that the trend has been underway for the better part of two 
years. The data in the table below shows how significantly the distribution 
of yield has changed over the past three years. In brief, the yield spread, 
which was ext reme at the market lows in 1974, is now much more narrow. 
At the end of 1973 the drug group provided an average yield of 1.4% while 
the electric utilities y ielded 8.0%. On September 30, 1974 (close to the 
market low) the yields were: drugs 2.5%, elec tric utilities, 12.4%. At the end 
of February, 1977 the drugs yielded 2.9%, the eler.trics 8.4%, a narrowing of 
the spread from 9.9 percentage points to 5.5 points. Our recent study of the 
50 largest companies in the S&P 500 (see March Research Review) made 
clear how a number of relatively low yielding stocks with below-avernge 
payout ratios and high returns on equity compared favorably from the stand· 
point of future income with higher current-yield stocks when approaching 
the valua tion process or, the basis o r prospec tive yields reflecting estimated 
growth in dividends. We ;dvi se more emphasis on growth in dividends and 
less emphasis on current income. Long·tcrm dividend growth of course in­
creases the imporwnce o f earnings grow th. This wi ll ue p<Jrl icularly true 
from tnis poin t forward because we do not bel ieve tr.1' p;:iyout ratios o f mos t 
groups wi th hiyh curren t yield wi ll incrense mntcrially. 

DISTR IBUTION OF DIVIDEND YIELD OF INDUSTRIAL STOCKS 

1 )1!<.1!1111>N 1nn 
U1!tt!11 ll>e t 107'1 
.hrl y 1!1/ !i 
Dum1111>1:r 1 !f / !> 
D1:c;wnlw1 HJ"/ (j 
~: .. : r ! I Hrlli 

Averaoc Yields Of Groups ---
(S,11npl1l o f 11v11r 1.UXl l11u11~1 •. 11 C"omp.1nlo~) 

Highost Yioldino 
10% I ssue~ 

!J.'13 
0.92 
f'.'l 7 
l\.(i ll 
(;,f)!) 

l\,!l 1 

lowust Yiolding 
10% tssuos 

0.0 
0.0 
0.0 
0.0 
0.0 
0 .(l 

Yiold Spread 

g..-n 
H.D/ 
0.'17 
fl.GB 
G.!l9 
G.9 1 

/\ Vil• rt: l y of pr ol>lw11!i ll:I'. lucl 111v1 !:.;1or•, lo 11clupt 11lu 11ow li 11 11rl i;11 t311y 
/\11H•1 i<:a11 llw111n tl ic pour per fo1111;111ct! o l fu1CJ1u11 ecrnurn11es, 1l 1t: c11 11 11 rl ::i t· 
inn p.olill:111s o f 1lie oil p.iymo11 to; ctul1r 11:., 1'11: :;h;up lluc t11 <.11i1111s i11 lorCJi!)n 
c11 11 t 11<.:1L-s .111d ~11:co1111 t ill~J ruflJ F/\SB //B tll,11 1ef111i rt..'!> q11<11 Wr ly currency 
11 ansl:1111m l o:;s1~:: .111d l.Jd ll lS. /\II o l tl 11:s1: <.:on:rn lt:r.rti ons con 11 ihu1cd to the 
por 1 lol io 11 1.11ll.l!Jt?r:,' d1:c,1r,1n11 10 1111n 11n11t: 11\uir exposur e 10 these problc111s. 
We bcl 11 •vn inw~tnr :; ;u1: ll<Jh t 111 1'1ur1 i:c 11 1c~111s jusl .r!; llmrc b co11~ider .1blu 
louic 10 1I1n 11 1~w cJr 11phi1:;1s 011 yH:I cl . I lowt:vur . 111.iny lea cl 11 l!J rnul t i·llil I llH 1;r I 
c:o111pdll 1C !S h.ivc! r.n11H' 1l uo11nl1 1111! pruhl1;111:-. o l the pas1 ll!w ye~11 s wc1son·11lly 
wt!I I. Mo11?ovcr, 1 '11, 11 1 ·.r111 i11\1!: 111 1 !) /G Wt .,,: 111 m.iny inst;mc.;es 1wr 1 ic;11l;11 ly 
.1clv1~ 1 scJl y dllt:c. rud l>y (:u11 01H ',' .rdju!ll 1111'1lts. Evc11 i i 11:111sl:1 t11>11 losst:s ;11 11 .rs 
lliuh 1hi:; yc;11 ;1:; l r1st, wl11cl1 we IJ1Jlievc 1s u11lik1!ly, tlluw wc111ld bu 110 flll lhcr 
11ou;11iv1: !!u111i11 ~ 1 :; i111pnct. Wl 1<1 t :,rnrn 1s 1111J1 1' l i ~w ly to 11:i is tlmt 11 :30dprn 
::Ii i.J I (! !lilllSl\l tl Ol l d1o11qe 111 H) / (i 11l i(1'11 IJt!Cl)l l lU (I 20,/, p <! l Sll i lf l! t: ll.rrqc in 
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l 97~- ·1 Ot boost to the year-!o-year earnings comparison. Thus, wh i!e we 
woulo not single out multi-nationals per ss for emphasis, we would not shun 
those that qualify in terms of recording strong earnings gains. 

The trend to diversify portfolios, running parallel to the greater emphasis on 
current income, has been an important stock market factor for some two 
years. While we believe the trend is unlikely to reverse and that money will 
continue to flow to the index funds, the portfolio manager with the courage 
of his convictions, who is willing to invest with an eye to potential gains 
rather •_:,an sel f-protection. will find the best opportunities in those com­
pa11u;:; wh.Jer earnings ;ire rising rapidly. We believe that many investors may 
be cf'nfusing portfolio ~a lance and indexation. To us. portfolio balance 
mean·,; a reasonable mix of types of stocks and industries reflecting an assess­
mP.nt oi the probabilities and risks, but 1t should not mean matching the 
make-up o·f the market. To hold a market weighting in an industry or group 
implies an unwillingness w take a stand. It is our impression that most 
investment portfolios are now more balanced and diversifaid than at any 
time in recent y2;1rs. This ;hould imply opportunities for investors willing to 
exercise a great·'?r degree of intlividual judgment. That judgment is best ex­
ercised on a cast=·by·-:nSC! IJrds, aga in with the emnhasis on earnings. 

P;:irt of our investment rolicy for the past year and a l1alf hns been to stress 
those •..:01 1ipanies less wiclt) ly rusearched and owned by major institutions­
wl1at we refer to as the companies with tlie thin files. We continue to feel 
that o stock thnt is less wid1'ly owned by institut ions is more atlractive than 
Oil'! with a high level of ownr rship, ~II other thinus being cquLJ I. However, 
lime too investors should av~1 icJ adopting the strict constructi rm ist's view, 
avoiclinu a stock just beciJuse it is ovcrowned. In this rcy11rd, IBM's recent 
tendur offer c.Jiu much to di!;pl?I the illusion o! overowncrship of tlwt par­
ticul;11 issue. Wllil c the duor ec o f institutional owner sh ip cCJ n be se t forth 
rcasonubly uccurntcly l rorn the duW availublc, it is important ~J rc1:.li1u ti1t.1l 
overowner ship is ulso ;i statu o f tninc. Posit1<J11s CJrc i.l lWi.lYS 100 laq10 in the 
stocks tli;1t me uoi11g <.Jow11 and 100 small 111 tho:;1: th;ir m 8 s1ro11uos t. Given 
1 IJM's cl1v1dcnd orowtll prospec ts Liml 1110 1 kct p1 ict'. tlwrc w:is no reiJ:;on for 
i11vns turs w b<J concn111t!d if th1!y lii1d 111oru 111(111tl1u 111ar kt1 t woiQhting in the 
:; l u<:k. Tlin co 11111c: 1y's lli!Jhly ~,ucccss lul u11success fu l 1c11dr.r offu1 served to 
111;1ke thi ::; ch:ar . l IH: nvcrnw11ud thunry i:-; 1Jecu1ni11u overworked und shoulcJ 
bu UiVl~ll ltl!:iS wei!Jltl til lllitklll!J i11veS l111Cl1I decision::;. 

The popularity n t ~;cc;or 1dary companies hos increased () IOll!J witll tlwir per­
lor 111ar1ce ovt:r the 1x1s t tvvo year:; . Only durino tile tllird q1 1Jrlt!r of 1976 did 
tl\1? S&P c1v1•r;1111! rn1 tpurld1 m lhu lmwui~1l11 od ;tVC;ruuc: lc1!; t yua1. This rc­
l'l ~ 1 : t s .i nuni lier o f the other i11vus t111e11 t tlwn ies m> tccJ ;1IJovu- y1elds lt !ndod 
to bu lli!lllcr on !>eco11<la1y !l tocks. thc11 busi11c.:'• rni x l es~; inte111iltionul, tliuy 
cnnblcd par tfulio rnt111t1u~rs to t.livcrnify <111cJ they werL~ f.J(?tHJldlly under 
owned. We continue tu like a numl)cr of tllo scco11tliHY comp:111H !S b11t do 
1u)t hclilM: tllat tl1ci1 c1nphosi!; will he tl1c kuy Lo i11vc:; t111c11t perforrn,mce in 
1077. 13i!J eonip1111i<:~ w11l1 lJi~J cc1111111gs <Jillll!> .ilso sl1ou ld dn wel l. 



For those accustomed to viewing the market in terms of broad themes, the 
message that earnings are once again the driving force may not be readily 
apparent simply because the stock price gains are Ii kely to be scattered through 
numerous categories. For example, we believe that the aluminum industry is in 
3 position to double earnings over the next two years. However, we do not 
expect particularly sharp gains from other basic industries and do not main­
tain that basics per se are attractive. Simi larly, the chemicals as a group 
continue to present a very mixed pictu:e. However, Allied ChelT'ical, thanks 
primarily to earnings from the North Se(). could double its earnings between 
1976 and 1978. In the energy area SOHIO's earnings could triple and Occi­
dental Petroleum's earnings could double, neither of which appears to be 
fu lly reflcctej in their stock prices, despite r:iood relative performance over 
the pas t six months. 

All of the grow th stocks that appear on our list on the following page are 
still under the influence of the non-earnings-oriented themes discussed 
above. In the case of these stocks it is likely ti 1at investor recognition of their 
good earnings prosnec ts will be gradual arid could well be delayed. Nevenhe· 
less. those investors opera ting with more 1'3ud time shou ld be accumulating 
the stocks now. The same comments npply to the srnaller companies on the 
I ist. 

f P-77-3 HC:lrold W. Janeway 
Director o f Investment Po licy 
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RECOMMENDED COMPANIES WITH 40% EARNINGS GAIN, 1976-78 

1978-81 
Fiscal Jt2sn1 1972-77 EPS % Chg. Growth 1977 Cur. Market 

Company Yr. Price RangtJ 1976 1977E 1978E 1976-78 Rate Est. fl §_ Div. Yield Capital . 
(MIT 

SO.II'" $79 86-30 $3,55 $5.50 $111.10 297% 5 14.4X $1.36 1.7% $3,177 

R ~ynolds Metals 40 43-12 3.7.1 5.25 8-9 .00 127 10 7.6 1.20 3.0 736 

Alcoa 58 61 - 26 4.14 6.00 8-9.00 105 10 9.7 1.40 2.d 1,998 

Intel 48 '8-1 0 2.37 1.30 4,75 100 25 14.6 516 

MG IC 15 98- 6 1.15 1.80 2.30 100 12 8.3 0.20 1.3 381 

Louisiana Pacific 16 ?4- 7 1.51 2.40 3.00 99 10 6.7 0.20 1.3 423 
Allie-i Chemical 43 54- 23 4.07 6.00 8.00 97 12 7.2 1.80 4.2 1,278 
Occiden tal Petroleum 26 27- 7 2.27 3.25 4.35 92 12 8.0 1.00 3.9 1,521 

Tektroni x 5 b'.) 69- 18 3.30 4.55 5.75 74 18 13.0 0.30 0.5 525 
Digital Fquipment 6 44 61-1 5 1.98 2.70 8.40 72 25 16.3 1,633 

Lowe's Cos. 7 26 48-12 1.33 1.72 2.20 G5 18- 20 15.1 0.24 0.9 342 
?> 

Sony 10 10 18- 11 0.50 0.65 0.80 60 15 15.4 0.06 0.6 2,021 

Hcwlctt-PJckard 10 76 121-46 3.23 4 .10 5.10 58 18 18.5 0.40 0.5 2,143 
Pol.1roid 33 150-14 7..10 3.00 3.60 50 12+ 11.0 0.50 1.5 1,166 
duPnnl 128 204-85 9.3Q 11.50 13.50 45 13 11.1 5.50 4.3 6,416 

McDon~1 rtc; 4 ;1 77-21 2.7'.!. 3.30 3.90 43 18 12.7 0.10 0.2 1,828 
Crowr .:e1h•1 l><1C11 40 49-20 J.B8 4.55 5.50 42 12 8.8 1.80 4.5 1,0 16 
F1rs1 Chartur 17 29- l 2.50 J .00 3.50 40 10 5.7 451 
Gl!11Pr ctl llei11sur ,1111 o 157 257-~. 11.'IU 14.80 16.00 39 12- 14 10.G 1.20 OJJ 871 
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Highlights 
Outlook and Review 

Access to money markets broadened, and users of capital 
found opportunities to raise capital at improved rates of interest. 

The Teamwork that Raised $1 Billion for the Energy Industry 
White Weld's corporate finance, public finance, research, and 
other departments are devoting greater resources to this vil'llly 
important sector of the economy. 

Trends in Corporate and Public Finance 
The firm established new records for volume of underwritings 
and significantly improved its market share. 

A Unique Collaboration in International Finance 
With a strong position in major capital markets, White Weld 
and its associated company in Europe give flexibility to 
financial management around the world. 

Innovation in the World Marketplace 
1976 was a record year for the Eurobond market and for 
White Weld and Credit Suisse White Weld. as they continued to 
pioneer new techniques in financing. 

An Expanding Comrr:itment to Trading 
White Weld's success ;11 strengthE::.1ing its role in trading is 
reflected in a growing share of volume in corporate, U.S. 
Government, and municipal securities. 

Full Service for Inst itutional Investors 
White Weld provides institutions with top-quality economic and 
research analyses together with trading and execution capabilities 
in a full line of securities. 

Special Programs for the Individual Investor 
The services Whil0 Weld provides professional money managers 
are adapted to the needs of individual investors. 

Continuous Supervision of Client Portfolios 
While Weld offers a balanced approach to portfolio manage­
ment for individual clients, tax-exempt corporate and union 
pension funds, and endowment lunds. 

Support Services for White Weld Clients 
White Weld is adapting its worldwide communications and 
securities processing systems as financial markets grow in 
size and complexity. 

Statement of Financial Condition 

White Weld Directors 

Management Directory 
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nlor offi cers o f White Weld, 1oadlng 
un tC11;lockwiso frnrn lowor loll, oro 
ul 1-lalllngby, Jr .. chairman: FrmJorlch 
Wonhom, prosidont : Chorlos C. 

lllnghasl, Jr., Chnrlo!I C. Lno, Jr., an<I 
nr y W. Moers, vi co clmir mon. 

r. Tillinghast. former ch::itr111on ol 
ans World Alrlinos, joined Wt11to Wold 
Jonumy 1977. 

Outlook and Review 
Economic uncertainty and political transition dominated the news 
here and abroad during 1976. In the United States the deceleration 
of the recovery and the lengthy election campaign seemed to 
reinforce the cautious attitude with which business executives, 
consumers, and investors emerged f ram the recent recession. We 
view this restraint as a constructive development because we 
believe that the economic excesses of the sixties and early seven­
ties can best be unwound through gradual rec0very. It now seems 
probable that the pause in 1976 did indeed refresh and that 
1977 will see the U.S. economy leading the rest of the free world 
in a more vigorous phase of growth with more intensive employ­
ment of people and plant. 

Although stock prices in 1976 failed to follow through on tlleir 
explosive January-February rise and the bond market did not stage 
its strongest rally until the year-end, the financial markets on the 
whole were friendly territory compared to recent years. Our financ­
ing clients found opportunities lo raise capital at genc rall ~' 
improving rates of interest. Our investing clien ts were able to select 
from a broad range of securities, both debt and equi ty, that olfered 
reasonable returns. 

Access to debt capital rnarl<els broadened. Companies wi th 
credit ratinos of Baa and below were able for the first time in several 
years to sell long-term debt securi ties through both public under­
writinos and private placements. Eci11i ly m;ul<els, although open for 
financings by major companies whose names wet e known to 
investors. were highly selective in accepting new issues of common 
stock. 

For While Weld, rcver1ues nnd pm fits reached record levels 
in 1976. In the prcvnl lino ravoroblc L>11 si1rnss environment. our firm 
bencl itecl f ro111 its deep involvcrncnt in tho corpor:i te and public 
finnnce sectors ::incl rrom its broad exposure to t11e activi ty of 
inslilulionnl :me! inclividual clicnls in all ~ccuriti cs rm1rl<ets. 1\s we 
co11ti1111cd to cxpnnd 011r cnpitnl and prorcsr.ion<1I resources, 
wr gninod shnre of m;irl<ct in nil mnjor mea::; in which wu orer::itc. 

Ottr intcrnntlonal alfiliate. Socict6 nnony111c finnncic ·e du Crcdi l 
Suisso ct de Wl1itc Weld. also rcalizccf shnrply l1inhcr 1c·1unues 
nnd ncl incninc <l!'i fin,incino in inlc1 nnt1011nl mnr kets cxp1111dcd nncJ 
i'lsi;econclnry mrnl<eH operations bcncfi tccl lrorn c.lcclininr, interest 
mies rind risinn l1nnd prir,es. While rnost of the rnt1jor rrcc-worlcJ 
ccnnnmics f:i r.c rnnro rli tri r. 1111 r.011clitiorw 111:111 our own. we ncvcr­
tl 1elcs~ oxpoct lhom to nrow 11101 01<1piclly in tile •1uu1cgulc than 
in 197G, lcncling 10 con1in111xl nr. 11v1' fin;1r1r.i<.1I 1n~11kc l s olJroatl. 

Tho keynote of tho 1ecove1y c,yclc ll1al IJcw111 in 1975 has been 
rnoderc:ilion ;incl r.nu tion. Hi~ to1y tells us tl1111 ::;pcc11lnt1ve excesses 
do rcc11r, b11111!1 yol we~ so< lilllc cv1clcncc lhnl ::;11cl1 pre!3::;1ircs 
nrn builrfino. On ll 1f"! conl1 iry, we deice' ,1 widespread rJesire for 
liscnlly rc;,pnn !> il11c c, , nr ucl on 11t0 ;; c1 r t or indivicluals, businesses, 
and governrncnt~i. Alt l10 1qh the new Admin1str;1 tion l11ccs 11 

dclic:ntc tasl< in l<ccpinr, ll1n r or:ovc1 y 011 I rack nnd proccccl i11g nt o 
rnodcmlc pnco, wo Ix 11nvc I 077 will bo n good ycrir for bot11 our 
financing nnd 1nvos111 !=J clients. 





The Teamwork that Raised $1 Billion 
for the Energy Industry 

The critical shortage of natural gas and 
the heavy dependence of the United States 
or Imported oil, although long foreseen 
by us and other observers. have surfaced 
as issues of overriding national concern. 
Intelligent government policies on energy 
are absolutely essential at this time to 
enable companies supplying the energy 
requirements of the United Stales to raise 
the vast sums of capital they wlll need. 
In order to provide fully its creative assist­
ance in all phases of financi al planning, 
White\ /eld during the past five years has 
more than doubled its complement or 
investment banking and research ~,Jecia l­
lsts concentrating In the oll, gas, coal, 
and related industries. 

Senior members of White We Id's cor­
pornte finance department specializing 
in natural resources are shown on the 
opposite page. From left to right they are 
Step'len W. Houghton, WallacP ~ Bennett, 
Anthony V. Leness. Robert L. i-iustl'n, 
Theodore 0. Sands, Jeremb h K Rt•ss, 
Robert K. Green, and AloxDn.1er M. While. 

In 1976, White Wold rnised OVPI $1 
billion for the energy socior of the national 
economy through tho development and 
managemont of publlc bond ond equity 
issuer., through private placements. and 
throucrh such other linnnclol tochnlquos as 
lever jgod leasing. Tills total plocod While 
Wold among tho top- ronking lnvoslmont 
banking firms In volume o f flnuncing lo. 
tho oil and gas industries. 

White Wold's strong position In tho 
one19y llold dovolopod in tho yems follow­
ing World War 11, ~·,hon tho firm plonoorocl 
new financing tocl1t1lquos for tho b1119eon· 
Ing gos-plpollno business. Wo helped 
supply tho sood money finnnclul know­
how, and orgonlzollonti l :>klll to sprnnd 
n plpolino network througlH)lll thn Unlloc1 
Slates ond Cnnndn. This nctivlly led to tho 
finnnclng of other hydr ocor bon 1111<1 
rolutod lnd11slrlos. 

Among Wtrllo Wold's cllonts who!1o 
principal activity Is n:rs l\;rnsrni.,:;io11 :1ro 
The El Poso Co111pa11y, T ·nnsco r.ompn­
nles, and Unltod Enoroy Rm1ourcos. In tho 
gos distribution field wo havo nctod us 
lnvostmont bnnkors for Brooklyn Union 
Gos Co., Enlex, nnd So11thm11 Union Go::l 

o. Among c llonts ongogod primm lly In 
II and gas oxplorntlon und production art:> 
olmorich & Pnyno, Ponnzoll Cornpllrw, 
ennzoll Ollsh·Jr o Gns Oporotorn, ond 
onn:roll Loulsirmn & Tox1rn Olfslwro 
omrmnlos wllh clivor sillutl l111orosts in 
norgy and other lnct11!Hrlc!} lnr.luclo 
ouston Nnturol Gu~ Corp., MAPCO Inc: .• 

md Tenneco Inc. 
neconlly tho firm hos movod to oxp1010 

ho potential of tho coa l lnd11stry, which 
c expect to omorgo ns a cont rol ol1m1ont 

1 tho notion's onorgy rollcy Wo trove: 
oen working with n m11nl>or of clients 111-

terested in this industry, utilizing our 
own skills and those of John Corcoran, 
former chairman of Consolidatlon Coal 
Company, with whom White Weld main­
tains a continuing relationship as an 
advisor. 

To respond successfully to the complex 
needs of energy companies today re­
quires expertise in many specialized as­
pects of finance. White Weld ls ;ihlA to 
furnish its energy clients with such exper­
ti!;e drawn from other sections of Its In­
vestment bankh.~ taam. A notable Instance 
is provided by ship-construction financing 
under Title XI of the Merchant Marine Act. 
Financing under Title XI places the full 
faith and credit of the federal government 
bel 1ind guarantees of debt Issued to finance 
new vessel constrnction. While Wald's 
clients have utilized such financing for 
liquefied natural gas carriers, a semlsub­
merslble drilling rig, and supply boats 
that service the offshore oil and gas 
industry. 

Most of the companies operating in the 
natural resources area are regulated by 
agencies of the federal government. White 
Weld has o long history of assisting Its 
clients by supplying expert llnanclal wit­
nesses at regulatory hearings. Recently 
we have been particularly aclivo in this re­
gnrd, testifying to tho financial fcoslblllty 
of mulllbllflon-dollar onor gy projects In­
volving importation of nntural gas lrom 
Algeria ond Alnska. 

Wo have for 111any yeors oxrrossoci our 
vlow In hearings beforo tho lcdorn l regula­
tory 0~1oncics nm! In olhor lorums that 
unrealistic and arbilrnry controls mnlntaln­
ing wollhond pr ices of gns for l>olow their 
intrinsic vnluo ns co111pnrod with othor 
fuolt co11fd only r esull in ox tron10 wusto 
nnd 111llmn1oly a serious shortngo or this 
vahrablc comrnodily. Roconl parllul do­
control has boon a stop in tho right cliroc · 
1io11. Wl1llo complolo ciocontrol will not 
restore tho vast amounts or nnturol gus 
which ho\ o bocn used for inferior pur­
poses for ~o many yours. a hrrthor froolng 
of mnrkct prices Is now ussentlol lo 011-

co11rngo moro oxplorotlon for nnturnl gos 
as wolf ns tho additional uso ol oll fonsiblo 
301rrcos of supplomontol anu synthetic ga3. 

We bellovo rosoai ch compotonco Is os· 
sonlial to our activities in tho enorgy soc­
tor. A wull 1nlormod snlos for co SUflpClrlcd 
by a strong roscorch errort Is In tho best 
position to market our cllonts' socurltlos. 
White Wold hos ntrongthonod uncl broacl­
onorl its onorgy rosonrch cornblllty, pnrrrl­
lollng Its incroosocl commitment ol l11-
vostr11ont banking roso11fcos to tho area. 
Pictured at rlg11t oro A. 1 lngor Brynnt. 
John L. Kaflnboch , and Philip L. Doclgo, 
throe of tho six analysts who conccntrnto 
on covorogo of tho onorgy area. 
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6 Trends in Corporate and Public Finance 

White Weld's overall investment banking activities in both the pri­
vate and public sectors were at new high levels in 1976. White Weld 
managed or co-managed approximately $5.6 billion of publicly 
offered corporate securities in 110 separate issues in the United 
States, exceeding the firm's previous record year by more than 
$1 billion. The firm, acting as agent, helped thirty cl ients raise $836 
million in the private placement market, more than double the 
amount raised in the previous year. As a manager or major under­
writer, the firm's municipal finance specialists in 1976 purchased 
532 issues having a total dollar value of $15.0 billion. 

For the same period, Credit Suisse White Weld Limited, the 
investment banking arm of our associated company in Europe, 
managed or co-managed $5.9 billion of underwritings, $4.0 bi llion 
above the 1975 level, and ranked first in Eurobond underwrilings. 
Its activities are described in detail later in this report. 

A principal factor bringing about the high financing levels was 
the improving debt market as 1976 progressed. In January, 
Moody's Aaa Bond Ratings indicater' an 8.88 percent yield; in 
December the rate was 8.05 percent. Straight debt issues accounted 
for more t11an 70 percent of White Weld's managed corporate busi­
ness, and most of this financing was done for utilities and larger 
industrial companies, although lhe marl~et did broaden, as 
compared to recent years, to admit lower-rated credits. 

The volume of preferred stock and common equity financing 
was substantial, but the bulk of these issues was for utilities and 
major industrial corporations. Small to medium-sized companies 
faced a si tuat ion in 1976 simi lar to that of 1975 with an uncertain 
response for olf erings of their common stor!,s in lhe public market. 
The success ratio for t11ose companies selling their shares for the 
f irsl time was indeed low. 

The breadlh of lhe private plardrnenl sector of the markei also 
continued to improve througl1out the year. The availability or 
funds lor companies enjoyin0 ra lings for their debt below the high­
invcstment-grade categories improved materially over the pre­
vious two yems. Rates ~lso declined throughout 1'1e year. /\t the 
beginning of 1976, a lypical inrluslrinl company v1hose debt carried 
n Baa ra ting mighl l1ave paid a rate ol 9.25 percent on ils fifteen-year 
senior notes sold lo insurance companies. By tile end of the year. 
a rate of arouncJ 8.70 percent wus more normal. 

Thon 1u11icipal sector of !l)e bond marl<et benefited by Ille 
1 etrenl of New York City and State from lllo brink of disnster and off 
ol tlle f1ont paues of newspapers ;:icross tile co11ntry. Market 
stability was nlso enhanced by the return of buying interest II om 
lire and casualty insurance companies, whose 11rofils rebounded 
sharply during the year. The Bond Buyer's 20-Municipal Bond 
Index star ted the year al 7.29 perccnl and ended at 5.83 percent. an 
unusually largo change lorn one-year period. 

Industrial and Financial 
In addi tion to the financings for nalurnl gas and oil companies. 
White Weld managed major offerings in 1976 for such diverse 
clicnls as American Cyanamid Co .. Baxter Laboratories, 
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Commercial Credit Co., Copperweld Corporation, Eltra Corporation, 
Greyhound Leasing & Financial Corp., Honeywell Finance, Liggett 
& Myers Incorporated, Miles Laboratories, Reliance Insurance 
Co., and Time Inc. 

The companies for whom we completed private financings 
included Arvin Industries, W.R. Grace & Co , Honeywell Finance, 
Lincoln Pulp & Paper, Marley Co., Powers R13gulator Co .. and West 
Point-Pepperell. In the leasing area, the firrn assisted UMC 
Industries by arranging a leveraged lease of equipment to South­
land Corp. 

Merger often can function as an alternative to a company 
financing or to a secondary offering of stock for principal share­
holders seeking liquidity. White Weld believes that Its expertise in 
the merger and acquisition field is one of the key capabilities which 
it has to offer its clients. This phase of our business is expanding 
rapidly. 

White Weld took an active role in 1976 in a number of merger. 
acquisition, and divestiture transactions. Among the clients for 
whom the firm acted were Arwoud Corp., The Coca-Cola Company, 
Deseret Pharmaceutical Co., Di Giorgio Corp., Imperial Corp. of 
America. Walter Kidde & Co., Masoneilan International, Otis 
Elevator Co., Peoples Drug Stores. and Quaker Oats Co. 

Because pollution control and general industrial revenue bonds 
on a tax-exempt basis have come to offer increasingly important 
means of raising capital for many different industries today, White 
Weld has made a specialty or these forms of financing. Working as 
a team, the firm's public finance and corporate finance experts 
completed a number of rollution-control and general industrial 
bond offerings fOi sucl1 °;l ienls as American Cyanamid Co., De l<alb 
AGresearch, Keystone Consolidated Industries, Madison Gas & 
Electric Co., Nevada Fower Co., and Waste Management. 

Special assistanci-! In financing pollution-control equipment is 
now avai lable to small business. In "1976, Congress enacted leg­
islation lo permit small busines~' , to tal~e advantage of tax-exempt 
rinancing in constructing pol1L1'. in-control projects tl1rougl1 
100 pcrcenl debl ~Junumlecs by the Small Business Adminis tration, 
wllicl1 will make these securities readily rnarl<ctable. While Weld 
played a l<ey role in devclopina this legislation and was then 
selected by lhe SBA to work out a pilot program in California in 
collaboration with the Bank or America. 

The managements or mnny corpora le enterprises and govern­
mental agencies call upon White Weld to provide its expertise on 
com pie.< financial questions. Consulting assignments for American 
Can Co., Exxon Corporation, International Telephone and Tele­
graph Corp., and United States Sleel Corp. were among those 
completed lasl year. 



8 Utilities 
As thd rate of inflation subsided and interest rates declined, 
mai kets for the debt and equity securities of utilities improved over 
the situation of the past few years, when these companies had 
difficulty financing urgently needed expansion. White Weld im­
proved substantially its ranl<ing as a managing underwriter of 
negotiated issues and those offered competitively. 

White Weld was a co-manager for the $450-million Southern 
Bell Telephone & Telegraph Co. debenture offering, the largest 
single issue to date by a Bell System subsidiary. Among other major 
utility financings co-managed by the firm in 1976 were a $30-
million issue of first-rr.ortgage bonds by Washington Water 
Power Co. and a $'?0-million issue of preferred stock by Florida 
Power & Light Co. 

White Weld's ability to serve its domestic utility clients is 
enhanced by the versatility in financing that it achieves through its 
international aff:liations. In 1976, White Weld's associated com­
pany in Europe arranged lines of short-term credit for several U.S. 
utility companies on the London market, thus increasing the 
funds available to these companies and bringing them to the 
attention of the international capital markets. 

Transportation 
White Weld is developing significant capabilities in financing the 
transportation sr tor of the economy. We are expanding the 
investment banking services we provide to all elements of this 
highly capital-intensive field- sl1ipping, airlines, trucking, nnd rail­
roads. The addition to our senior management of Charles C. 
Tillinghast, Jr., TWA's former chairman, is an irnpor!anl enhance~ 
ment of our staff in this regard. Paul E. Tierney, Jr. , wl10 was 
formerly director of finance with the U.S. Railway /\sso 1 ~ 1 a tion, 
specializes in the transportation sector. He is shown at lei t wilh 
Elisabell1 N. Spector of the corpora le finance department. 

National policy inclines increasingly toward government assist­
ance in various sectors or transportation. giving access to new 
sources or capital ror corpora te enterprise in the tn nspor lntion 
industry. While Weld's experti se in Title XI ship linanciny has 
been mcntionccl. /\cting as financial advisor, 1/1/h ite Weld played 
an important part in bringing into being the government's unique 
$2. 1-billion inves tment in the securities of the Consolidated Rail 
Corporation (CONRAIL) in 1976. To develop the further opportuni ­
ties we see ari sing in the rail road industry, we f orrnccl a syndicate 
to compete for railroncl-cquipmcnt trust cortill catcs. For the 
past twenty years there havo been just two ba11l<ino syndicates 
serving this very large marke t. 

White Weld was advisor lasl yenr to Walter l<idde & Co. in its 
planned divestiture of the Unilerl States Lines. a major U.S. flag 
carrier, to WUI Inc. Tl1e lirm believes that a period lies ahead in 
which divestiture and acquisition will constitute major means of 
mobilizing capital in the shipping industry. Similar possibilities are 
developing in trucl<ing. 



9 Public Finance 
As the municipal market moved toward its record volume of $33.8 
billion in new underwrit1ngs last year, White Weld negotiated a 
number of important financings. Among other issues, it was senior 
manager for Platte River Power Authority, Colorado ($60 million), 
Metropolitan Atlanta Rapid Transit Aut11ority ($50 million), 
Tennessee State School Bond Authority ($60 million), and Port of 
Tacoma ($38 million), and co-manager for South Carolina Public 
Service Authority ($100 million). The creative approach that has 
distinguished White Wei d's activities in energy, utilities, transporta­
tion, and other sectors also characterizes its efforts in public 
finance. 

White Weld has~ record of i:"'r .. Nation in the field of mass 
tram:portation. It was instrumental in developing the legislation that 
made possible financing of the first regional consolidation of mass 
transportation, underta1<en by the Massachusetts Bay Transporta­
tion Authority. The firm acted as advisor to the $1.5-billion system 
for the . ; tropolitan Atlanta Rapid Transit Authority prior to negoti­
ating :he first $50-millio•i financing and is participating in an 
advisory capacity to tr.e Chicago Regional Transit Authority. 

White Weld has been the pioneer in financing facilities for con­
verting municipal solid waste into energy and recoverable re­
sources. Our approach blends public sector tax-exempt financing 
with the tax benefits of private ownership, offering to communities 
the lowest net cost of financing for these highly capi tal-i11 tc; ,r· ive 
systems. White Weld has put together a solid waste project team 
consisting of municipal and corporate finance officers, who hnv ~ 
been actively developing th is new and importanl market. As a resul, 
we have been retained as financia l advisor for projects throughout 
the Uni1ed Stales. including stale governments (Hawaii, Californi,1. 
and Wisconsin) and severnl major r. i11cs and municipalities. 

The firm is currently under contract with the Environmental 
Protection Agency to r>rovide technical assistance to stale and locnl 
governments in Implementing federal resource recovery policy. 

There is increasing overlap between the private and public 
sectors ol the economy as a result 0 1 evolving n;i tional policy in 
transportation. pollution control, enrrgy, '1nrl other similar arens. 
White Weld's corporate and public finance experts worked closely 
together lo develop the rinancing concepts not only lor wnslc 
recovery but also for SBA pollution-equipment bonds for small 
businesses, mentioned earlier. The teamwork oppro3cll has 
increased the firm's value as an advisor lo the manage11)on1s-ot 
both corpoJalc cntorprise and governmpntal agencieS.White \ 
Weld .. s corpornle and public finrrnce doprlr lrnents, lor cx~1111rle, nrc \ 

( teamed as advisors lo lhe /\la5kn Strite Investment Advisory Con1· J 
miltee in connection with the /\lasl<a Permanent Fund. -
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A Unique Collaboration in International Finance 

White Weld's important role in interna­
tional finance has been established over 
f ive decades of active and innovative 
participation in investment banking, bro­
kerage, and market making. Within the last 
seven year!i, the firm has joined with 
Credit Suisse, a lead ing bank in Switzer­
land, In creating a flexible, talc11ec:; or­
ganlzalf on to provide financial services for 
corporations, governments. and institu­
tions dealing in internationa. money 
markets. 

The two organizations shaie In the 
ownership of Soclete anonyinc f lnanci~re 
du Crodit Suisse et de White Wold 
1i:inanci~re), whirh is headquartered tn 

Europo and which engage:; th rough 
subsidiary units in investment llonktng, 
trading, asset management, and certain 
spcciallzcc.J commercial bnnklng nclivltles. 

Fmancloro's operntlons extend ocross 
Europe. the Middle East, and tho Far East. 
White Weld's international Investment 
banking qroup, located In Now York, cov­
ers the United Stoles. Conodn. ond Lutln 
America ond olso provides customers in 
illl parts of the globe wilh enlrt'.:o tu tho 
U.S. capl tnf ma1 kcts. in nddrtlon, tltrounh 
Its l>rokcrnno .incl trnding ollices In Lon­
don. Paris, Gonuvo, Zmich, Montro11I, 
Hong Ko11~1 . ond Cn1 ncus. Wllllo WolcJ 
provillos ou1 lnvontor cllont:; orountl tho 
world wit h rosonrr.h, undlng, nn(I oxoc11 · 
I Ion sorvlco!l in nll typos of socu11lios 
lrndecJ in tho U.S. tnurkots. Tor1olllor thu 
lwo compor1lo!l rnoko :wnlluhlt• to ou1 
clients n hl!Jhly oHcctlv<' f)n• tnorshlp of 
lnlont!l. 

Flnnnclbro hn!l sovorn l lmrortnnl or­
ernlln{l u111ts. Tho lnrgosl of tlHlSe I:} 
Credit Suisse Whllo Wold Limited (CSWW), 
which Is locntocl In London. CSWW Is 
tho loodl11g u11dl11w1 ltor In tho £1 11 obor1tJ 
mo1 kol ond nn octlvo 1Mr tlclpnn l In oll 
forms of cross-border llnancinl tr1111snc­
tl011!i, Including rnornor !l onll ocqoltl ltfon:i 
It l !l o londor In hnnclllnn n wlclo spoclrum 
of 11111l 11ly dollor donorninotod 111011oy m;ir 
kot 11)flt111mo•)t:. llll<I h.lS hocomo tho 
foromost mnrkot mnkor In London clolln1 
co1 tlflc:11os o f doposll J11tl rno<l l11 111 tor 111 
tr nncho issuer. of CD:>. It nlno lon<13 In 
tho llontln<l of ltrnuo:; lor t.rn11k6 111 tho ln­
tor11n1lunnl monoy mnrkol. CSWW In ncllvn 
In tho 11 lf11111uonw11t o f l11 tornnllo11nl llxod­
lncoino tnvo3tmont r orHolloo. Tho trodlno 
orm of Fln11ncl~10, White Wold Socurltlos, 
t!l 0110 ol tho pr 111ci1rnl doalor :; In tho sor 
ondory tn:Jrl'o t f'lr Eurodollnr bonrls one1 
Is olso tor:utud 111 London. 

Banque Fran~aise de Depots et de 
Titres (BFDT) handles commercial bank­
ing activities for both Individual and insti­
tutional clients and conducts extensive 
money market operations In all types of in­
struments. Through active participation 
In Eurobond Issues, BFDT contributes sig­
nificantly to the combined placement 
power of the group, The bank also nro­
vldes merger and acquisition serv . .;es 
and tias played a role> in a number of im­
portant acquisitions of French companies 
by transnational enterprises. BFDT Is 
active In arranging listings for issues o f 
foreign companies on the Bourse in Parf:}. 
One of the bank'!. operations under the 
name Forlnvost conducts research in 
French securities and provides f!nanclal 
consul ting sorvlccs for Industrial cllonts 
In Franco and nbrood. 

Claridon Bank specializes In multi­
national irwostmont monagemcnt for o 
select group o f Investors spread around 
the globe. A growing port of its clients' 
lunds Is managed on n d1scrolionary bnsl3, 
nnll its invostmonls oro diversified nmono 
lho princirnl cnrl tol markets-tho North 
Amorlcnn, Eu1opoan. onrt Fnr Eastern 
stock oxchannos on cl thu Eurotiollnr and 
Eurobond mnr kots. Clnrldcn Bonk moin­
Utlh!l close contocl with nflill:ilml onll tlos 
of FlnnnclOro nA woll ns wllh l11dor onrlo11 1 

udviso1s 111 fli.1111i11<J II~ worldwido invont­
monl strntC'!lY· In odclltlon lo this It lldlllonnl 
aclivily, tho bnnk hn~ bocnmr• moro ox­
tcn!llvcly involvNl In tho Swiss cupl lul 11101 -
kots nnd hn:1 lnlllnlc(l nnd success fully 
placod :1 growmq volmno of Swlas-frnnc· 
d<'nnmlnnlod. lixocl· i11to1ost !iOC1trillos 111 
bolh public ol lorinqr. nnd rr lv~ lt' r1nco 
1nun1n Thu l>o11k ptovldus oxcollont c:on­
tnc: t wllh mnr kot troml ~ 111 thu n rowlng 
~wlss copilul rnnrkols. 

1 llo lnto111;1l io11i1I i11vos1111onl bnnk1nn 
qroup nt Wltll o Wl1l<l In Now York worko 
clonrly wi th llwrn nllill.ilod c:ompnnlos 
OVtll Sl'. IS In 11chl1•v1' lht) l>1•:11 l'XOCullon of 
11u1 cu•• t ornor~i· <livorso lrnnnc:lnl lrnnsnc: ­
tfons. Th1ounh llS 0 111c:os ov111:mas nnd m 
New York, Whllo Wohl t l lMdl>11 tn~ 1111 

lrnportn11t nht11 0 of tho Eurodoll.11 l~ !111ns 
orlolnnl<'<I lJy Ct,ww 



12 Innovation in the World Marketplace 
As in the United States, the general recovery of the European 
economy from the trough of the recession stimulated activity in 
financial markets by governments and international companies on 
both sides of the Atlantic and in the Far East. The investment 
banking departments of both White Weld and CSWW arranged 
record numbers of financings and cross-border merger transac­
tions for their clients during the year. 

The Eurobond market reached new level~ . Total volume ftJr 
1976 was $12.0 billion in 274 issues as compared with about $7.0 
billion the previous year. CSWW ranked first in this market, 
managing or co-managing 107 issues valued at $5.9 billi0n, almost 
50 percent of the total amount raised. Of Eurobond financings, 66 
percent were denominated in dollars, 17 percent in OeJtsche 
marks, and the balance in other currencies or e;ombinations thereof. 

White Weld and CSWW are well known for their founding role 
in the Eurobond market. They have pioneered a substantial majority 
of the innovations introduced into th is market, helping make it one 
of lhe most important sources ol capital in the world. CSWW, in 
addition to its imnortant role in internationally syndicated bond 
olferings. is a leading !actor in the management and co-mr:mage· 
mcnt off loa ting-rate note issues by major in ternation1.1I banks. 
It Jlso participated in the cref! tion of the London dollar CD market. 
whic;h htls grown to outstandings nf $1 '1 bi llion. 

Financings by CSWW 
CSWW is playing a lend role in cJcvclopinn financing for a m:-ilor 
rrojoct undcrtnkon by Norpiro to exploit Ilic oil in the Ekof 1!;k ficlcl 
in t11c North Seel. Norpine i:, ovvnccl 50 percent by t11 c Norwcg i ~rn 

oovcmmenl oi l cornr:my, Sta toi l, :inrl 50 ncrccnt by the Phillips 
n1011p ot private comrrinios, In conner.lion wi th lhiR projccl. CSWW 
was the lcr1rl mnnnocr on a $!10-million Eurolmncl 1ssuc. l\n u11 
usuri l fea turo ol t11is ofloring wnr. its uGc (ls security ot t11c 1t1rou9hput 
ngrceinontB mF11i o by the participt:intR. 

l\s 111en11onccl cnrl ic1. sr.vcial U.S utrl ity comrnnics wc10 
ir11roduccd to thr international cnp1 t:11 mnr kots inf inancinos in 
which CSWW rar lier pated tncluclcct ;irnon9 ll1oso wclO rovolv1no 
loans with Europcnn t·innhs tor Puoot Sound Power & ligh t Co. 
($2b rn1llion), Po11l.1nd Ge:ncrnl Cler. Inc Co. ($'10 million), :ind 
Clovotnnd Flnc111r. lll11minn1inCJ Co. ($~0 1nillion) 



13 CSWW also managed a number of financings for non-European 
borrowe1 sin industry, banking, and other rields. Among some of 
these were debt issues for Australia, the Europr::an Economic 
Community, the provinces of New Brunswick and Saskatchewan, 
the Royal Bank of Canada, Fiat do Brasil , and Alusuisse Inter­
national. Other private placements of debt securities were arranged 
successfully with Middle East lenders. 

International Mergers and Acquisitions 
White Weld and CSWW cooperate in assisting clients in North 
America, Europe, and elsewhere to make advantageous mergers 
and acquisitions. White Weld has completed a larger number 
of acquisitions of U.S. businesses on behalf of foreign acquirers 
than any other investment bank. As an example, White Weld negoti­
ated the purchase of Oisston by Sandvik Aktiebol~g. enlarging 
the Swedish firm's U.S. presence and expanding Its finished steel 
products business. 

White Weld also assisted in the acquisition of two other U.S. 
companies by European interests. Midwestern United Life Insur­
ance Co. was acquired by Nalionale-Nederlanden, a Dutch 
insurance company. The Marx Toy division of Quaker Oats Co. 
was sold to Dunbee-Combex-Marx. a British manufacturer of toys, 
toiletries, and home improvement items. 

Financings in the U.S. Market 
D~ring 1976, White Weld was co-manager of the largest publ ic 
linancing on behalf of a foreign borrower that has been made in the 
United States-a $367-million bond issue for Nation0I Power Cor­
poration, a Philippine government entity, to finance a niajor nuclear 
power f acili ly in Luzon. A unique feature of the financing was its 
guarantee by tho Export-Import Bank of the United Stales, the first 
time thJt the bani< has guaranteed a public issue underwritten 
by private investment banl<ers. 

One of tho major financings for no11-U.S. borrowers, managed 
in the United Stales by White Weld, was n $1 OD-million note for 
8Rnque Franc;aise du Commerce Exterieur (BFCE) , tl1e Frencl1 
equivalent of the Ex-Im Bnnk. A major borrower in the European nnd 
U.S. capital ma1kets, BFCE olso selected CSWW to co-manage 
two note issues in Europe In 1976 totaling $100 million. 





An Expanding Commitment to Trading 
White Weld has exp .. nded dramatically its 
presence in the major segments of the 
global financial markets in which It opur­
ates-corporate fixed-income securities, 
tax-exempt securities, U.S. Government 
and federal agency securities, Eurodollar 
bonds, certificates of deposit and other 
money market Instruments, and listed and 
unlisted equity securities. We have added 
experienced staff In all trading depart­
ments and have steadily Increased our 
commitment or capital for positioning. The 
firm's securities inventories are managed 
by our traders based on their assessment 
or the markets and our clients' needs. On 
average, trading positions have doubled 
over the last :welve months and quad­
rupled over the last two years. U.S. Gov­
ernment and agency securities account 
for the largest segment or typica l total 
positions, but all trading activities have 
been enlarged substantially. 

White Weld participated fully in the 
heavy volume of trading that was trans­
acted during 1976 and increased its 
market penetration in all major sectors. 

Prlnclpal trans<1ctions for clients In 
corporate fixed-Income securities In­
creased 32 percent over the previous year, 
and such transactiom; in tax-exempt 
securities increased 36 percent. Activity 
in government and federal agency securi· 
lies increased so substantially that com­
parisons with previous years are not 
nppropriate. 

;:orelgn-dollar bond and Eurodollar 
convertible bond trading, long a major 
strength or White Wold, was also extremely 
active. 

The volume or prlncipnl transactions 
effected for clients in over-lhe-countor 
equily securities increased 60 percent 
over the previous yoor, with the fi rm 
almost doubling ils shmo of trading 
volume in the approxlmntely eighty stocks 
in which It makes•• mur~el. Principal 
transactions in listed securities also in· 
creased, as did tho firm's total share 
of market in listed securities. 

In oil, prlnclp(l l trnnsoctions effected 
for clients in tho socondnry markels Inst 
year iweraged ovor 5250 rnl lllon per day. 

We have in place and continue to 
upgrade the capabilities or a worldwide 
high-speed communications system that 
transmits market and trade data to 01 •r 
offices and links them with securitie1 
exchanges and the trading desks of many 
of our large customers. 

The photograph on the opposite page, 
taken in the trading room at While Weld's 
headquarters, shows one of the posts that 
handles U.S. Government and federal 
agency securities. Although trading in 
government securities is not a new func­
tion for White Weld, the firm in recent 
years has succeeded in becoming an Im­
portant factor in this market and in 1976 
was added by the Federal Reserve to its 
list of primary reporting dealers. 

White Weld's enlarged commitment to 
trading is responsive to the Importance 
that both issuing and investing clients 
place on abili ty to distribute new Issues 
and to execute transaclions at lowest 
net cost, 



16 Full Service for Institutional Investors 
Sorhistication and diversity mark White Weld 's institutional 
clientele today. The men and women who are primarily concerned 
with servicing this market in our sales. trading, and research de­
partments deliver execution services and investment recommenda­
tions of superior quality. In virtually all trading departments, we 
have enlarged staff and capital lo accommodate our customers' 
expanding needs. We utilize sp~cialized sales forces for equities, 
corporate fixed-income securities, municipal securities, and U.S. 
Government and agencies in order to meet the needs of specific 
classes of institutions or inveslment functions within larger diversified 
organizations. These sales, trading, and research professionals 
are in daily contact with their counterparts at client institutions here 
and abroad. 

Corporate Fixed-Income Securities 
In 1976, White Wei d's corporate fixed-income depa1 tment 
expanded both its personnel and capital resources to keep pace 
with the record activity of custom.ers dealing in corporate bonds 
and preferred stocks. A staff of bond trading and sales specialists 
numbering more than fifty provides institutional customers, who are 
increasingly oriented toward active management of their bond 
portfolios. with investment ideas and interpretations of market 
trends. As a major underwriter. we offer our clients opportunities to 
invest in most new issues. During the year we placed $1 billion of 
new corporate debt and pref erred stock issues. substantially more 
lh;rn the total of our underwriting positions. 

U.S. Government and Federal Agency Securities 
The continued bdildup of marl<et making in U.S. Government nnd 
federal agency securities has made I his a major trading activity. 
As a primary reporting dealer to the Federa l Reserve, the firm en­
gages in direct transactions with the New York Federal Reserve 
Bank, which conducts lhc Fed's open-market operations. In addi­
tion to lhe dir ect benefits of dealing with the most importnnt ct1s­
torner in lhe market, White Weld's capacity to mr~ke markets over 
tl10 entire maturity range of govern1nent and federal anency securi­
ties is enl1anced. 

Tax-exempt Securities 
White Weld maintains Active trnding marl<cts in lax-rrec bond~: on :1 
n8tionwide basis. In addit ion 10 t11 e substontial underwriting nml 
trnding activity conducted by our New York otficc, eleven of our 
larger regional brnnch offices nrc slotrcd witll municirml sr ec11Jlisls 
who underwrite and mnkc scconrl:i1y rnarl<e ts in local issues. 
These men and women oiler insti tutional nnd indiviclunl cllenls ll 
coverage of reg ional mrl ri<els lhat is as co111pretiensive as 0ny 
1n our industry. 



17 International Bonds and Arbitrage 
White Weld has long been one of the principal market makers for 
foreign securities denominated in dollars. The firm trades in foreign 
bonds, coordinating with European markets by direct private wire. 
We also take positions in foreign securities for our own account 
to take advantage of price differentials between markets or between 
related securities of the same issue. 

Equity Securities 
A highly trained sales force specializing in equity securities covers 
ma:'"lr institutions. In addition, those actively involved in servicing 
the;:;e accounts include traders in listed and over-the-courter 
stocks and options, exchange-finer personnel, and spe1,, ::1 1i!= 
providing company and industry analyses, Investment polic / J 

economic forecasts. Taken 1..,gether, White Weld 's professit ~1 
staff servicing the equit~' r1eeds of institutional clients numbe · 
more than one hundred. Despite tr ~ continuing erosion of lhe insti­
tutional commission structure, White Weld 's institutional comm. 1-

sion revenues increased significantly during the year. as more 
clients concentrated their business on a smaller nu'11bcr of firms 
capable of providing t11e111 wi th ti 1e full spectrum of equity services. 

Our stall of research analysts provides in-depth coverage on 
more than 375 individual companies and 30 industry groups, 
representing 80 percent of the stocks included in Standard & Poor's 
Composite Index of 500 Stocks. In the allied areas or investment 
policy, economics, and market and technical nr , 1lys1s, which are of 
parlicular concern to portrolio rnanaocrs. While Weld has siani fi­
cantly cxpJnded its cJpabilrtics and now hos one ol tile largest 
prolessionnl staffs of its kind in our industry. 

White Wclci's equity trnd ing nclwor k snnns nll twenly-six 
do111estic nnd seven inlcmnlionnl orrices. Vir lut1 lly nll m;ijor nc· 
counts arc scr viced clirec lly lrorn m1r own lrndinu clos l<s. 

Economic Services 
r-rnoncrnl inslilulionc linvc looked 1ncrc,13111nly to Wl11tc Wclcl I Jr 

ir H.loplh Ana lyses or cconornrt; lrcmlti In I 97G, White Wclcl 
I t;ortomw SL'rvrci..::; w<Js cslt11Jl1sl1ccl t01H nv1clC' a l11ql1ly '>Pl" 1 ll1:crl 
ncr i0c ol cornr 11entnner. 011 II 1c ccor 1u111y a11rl ccr li1i11 rnchi :.; trr c.:, 
lo i11 duslrii1I corpom 11 011s. Dr. f\ . G,uy 8111 11111!1. :1c111or v1c·e prc:;r rl<'n l 
.111(1 director ol tllis llC'W ~1Clrvi1y, is shown al loll wrtl11J1 :.; :>Intl . 



18 Special Programs for the Individual Investor 
Through an experienced staff of account executives located in 
twenty-six domestic and seven foreign branches, White Weld offers 
sophisticated financial services to knowledgeable individual 
investors. The same broad affay of financial products available to 
institutions is tailored to the needs of our individual clients. 

Investment policy and research information is relayed to all 
account executives in daily conference calls and in written material, 
prepared and organized for timely transmittal to customers. The 
trading facilities described earlier are likewise available to execute 
transactions in common stocks and other securities. Our individual 
cliemts thus benel1t from the market expertise of a trading staff 
that regularly fulfills the exacting standards required by 
professional investors. 

In the last several years, individual clients have increasingly 
taken advantage of investment alternatives to common stocks. 
Whi'e Weld underwrites and mal<es markets in a multitude of utility, 
indllstrial, and finance company bonds and notes. We also offer 
our clients a broad range of tax-exempt investment opportunities 
inc!uding revenue bonds, general obligation bonds. pollution­
control and other industrial revenue bonds, and municipal unit 
tfUsts. Fo1 investors interested in employing capital for the short 
term, we offer access to all short-term money market investments, 
including tax-exempt project notes. 

Special Services 
Directly related to Wl1ile Wold's blocl<- trading capability is its experi ­
ti ~ie in hanrllinrJ nnd exccutino securities sales lhat :Jre restricted 
under Sccunlt l sand Exchonuc Corn mission regulations. Such 
holrling!'.i often result from lhc sale of 8 priv~tc company to a public 
com'18ny. Tl1eso trnnsaction!'.i Mn lhcrcrorc or specinl vall10 to 
corpurnte officers and directors us well as to other Iorgo holders or 
li:;tccl and ttnlisted securit ies. Our lcg81 cind tradino st a tr wcri< 
togothor lo provide t11 n IJcs1 execution r ermilled hy Ille rnrnkot ;.met 
to ensure compliance with tile 1oclinic;1I prov i ~ion s of the lnw 

Fo1 the investor intercstcrl in tax -!.i l1oltcrcd invcs1me11ts. Nhitc 
Weld il:i .1ctive in orr01 lnCJ equity rmrt1crpatio11s in n VCll icty of Pl n­
grnms. !J' incipnll11 111 ion I cstntc and oi l and ~J:l8. Those invcstrncnts 
mo scrconccl l>y stnrr spcciali1inCJ in the 1 cal ostntc and 011 rind 
n 1 s i nctust 1 ins n11cl nr c seluctccl on ll 1c l)nsis of th ctr i nl rr nsic 
economic wor 111 tlS well ll!'J on th0i1 tnx ClSpncts. 

Listc(f options trncfin~J 1 ~; ;1111ntewn1 part of White Wcld 't; ovcrnll 
trndino :rnd 1)1okarnoc ncliv11y and an nrc11 ol spcc1nl interest to 
fl 1;my or Olli ind ivtc!U~JI c: lionl$. We olf Cl .JCCC~jt} to ltstccJ opliorn:; 
lrmling rn 1 ~111 uxcll;rnuci; riml tho w;~; i s t ~rncc ol specially dcvctopud 
conipulcr p1001rn11:; 111trnckrrin1110 c 1, ~111oinn rolutio11shipt> 
l>ctwcen options ~lrld ll1ci1 1ol<1tc cJ con1111on stocks. 

lnveslmenl Advice 
1 he corncrs lono ol WI 1itu Wold's individual client scrv1GC is 1l1e 
irnportnnco wo pine<: nn n1;1tcl11no 1110 lirn1's ovomll invc~111w111 
policy to tl10 pwt1cul;11 nnu chvcrsc n<.~ods ol c:.icli cllonl. The 
criticnl fink bctwoon c11!>tomo1s ~incl our i11vcst111cnt policy ancJ 10-
senrch s pcci[ll1 ~: t ~i 15 lllo nccou11l executive. 



19 White Weld's Money Manager Service, introduced in 1976, 
provides continually updated material on the subjects relevant to 
investors. Richard A. Kimball, vice chairman of the instit· tional 
policy committee and director of marketing, is seen at left with a 
copy of the publication. This is the written portion of White Weld 's 
overall service for money managGrs. 

Money Manager Service contt=.ins, often in summary form, 
copies of most of White Weld's w1 itten investment policy state­
ments, economic forecasts, rei3e,lrch reports on Industries and 
companies, selected stock lists, technical market Information, 
and other essential data. James C. Blair and Brenda L. Landry, pic­
tured on the opposite page, are among the senior analysts on the 
White Weld research staff who develop this information. Money 
Manager Service, brought up lo date weekly, has been received 
enthusiastically by the professional money mana9°ment clien ts of 
White Weld for whom it is designed. The service is _,so provided 
to all White Weld account executives for their use in counseling 
their individual clients. 

Coordinated with Money Manager Service are conference calls 
each weekday morning that keep our account executives in con~ 
tinuous touch with markets and changing circumstances. In addi­
tion, e:::i ch fixed-income department-corporate. U S. Government, 
and municipal- includes specialists whose responsibility it is 
to interpret developments in their areas and to coordinate the 
executi Jn of transactions for the benefit of individual clients. 

Continuous Supervision of Client Portfolios 

For the past twenty-eight yearn, White Weld has been eng8ged con­
tinuously in offering invcsl111ent counsel to individu:-?I clients and 
to tax-exempt corporote and union pension f un ,1~ ;1ncl to endow­
ment funds. Our objective is to achicv0 I av or a hie 1 >erforrnance 
consistent wi th tile specific investment gonls of each account. 

It is our experience lliut iJ cn11~ lu lly r.onccived and clearly 
dofinod invcst 111ent pl1ilornpt1y, upplicd with co1siBtoncy and 
decisiveness. will p1 oviclc superior invc~lmenl 1 csulls ovo1 tiny 
market cycle. We ore most cormcimm of the rir.l<-rcwnrcl ratio in the 
inves tment seleclk'n process and rcnnrd con !.lc1vrilio11 of c:npi tnl 
as one ol our prime mvcstrne11t objectives. Our invoslment approach 
utillLes equities, bonds, and sho11-tcrn1 rosorve:.; , cJopcnclino on 
tl10 relative appeal or encli t1 1ro11gl1 thc oconornic r.ycle. Cnsh one! 
fixed-income management nro integral pnrln of our sc1vicc. Carc1111 
supe1v1::.io11 ol each irwrstor' r. portlolto hy nn cxpNicncccl nnd 
well -infnr nicd rnnnn~1cr provide:; protection nqninsl unnr.c.essary 
losscs tll;1t rnioht 1osult frorn ovon.: i~ Jllt or Incl< of inlormntion . 

-,.,rjay, nsscts 1111rlcr mnnngcmont hy Wl1ito Weld excccrl $600 
111ill1on, lho highc:.;t tolnl in our history. Our investment 1 nant1tJC· 
mcnt staff unucr the direction ol l.:dwnrcl D. Lil llo. Ghown at lower 
left, inclucfe; .• sixteen !~cni o r pofllolio m11nn901s. TIH~!lo p1 ofcs­
sio11nl!; work clo ;oly wi th our 1 c~;cn rcl1 , nconorrnc, Anrl invc!'; trnont 
policy groupi., to rlcvelop and cxccuto ;:ipproprinto invo!;tmcn 
strategics for uttcll client. 
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The norvo con tor or Whllo Wold's wortd­
wldo communications network Is on Walor 
Stroot, a few blocks lrom the firm's head­
qunrters in lower Mnnhottan. Tho vnslly 
Increased volume al inlormotion flowina 
to and from Whito Wold's branches in this 
country nnd its own o fficos and thoso or 
Its close nrrlliates overseas noccssltntos 
tho continun l oxpnnslon and upgrncling 
ol eloctronlc communicalions anc1 dnta 
processing equipment. Some four hundrod 
end rifty men and womon oro now em­
ployed at tho Woter Street operations ond 
dminislralive ceriter, which opcno•l 

our yonrs ago. 

Support Services for White Weld Clients 
White Wei d's operations and administrative personnel are dedi­
cated to providing prompt and efficient service to the firm's clients. 
The operations grLup is responsible for processing of customers' 
orders, control of securit:es transfers, record keeping, and other 
support functions requirud ror the administration or customer 
accounts. Customer servicc3 include securities safekeeping, the 
collection and payment or interest and dividends, the mailing of 
proxy materials and company reports, and the preparation of 
monthly statements of account. 

White Weld's operations start works in an environment charac­
terized by change as a result of sharp fluc.t1.1ations from month 
to month in the processing work load and, over the longer term, of 
new developments in the industry's clearance and settlement 
procedures. 

Because of the growing complexity Gf the securities markets, 
White Weld pl?ces a high priority on maintaining substantial 
reserve processing capacity to accommodate peak trading volume. 
It is continually upgrading its data processing systems to improve 
service. Of particular importance is the development of data re­
trieval programs lo give account executives, traders, and operations 
personnel immediate access to inrormation they need in order to 
respond quickly to clients. 

Financial Condition 

At December 3 1, 1976, While Weld Holdings, Inc., had over $50 
million in slocl<holde:-s' equity ancJ, on a consolidated basis. over 
$70 million in total capita l, including borrowed lunds. The com­
pany's principnl asset is its whot.v owned subsidiary, White, 
Weld & Co. Incorporated, which offers !he full range ol under­
writing. brokerage, securit ies trading, and investment counsel 
services described in th is report. (See Notes lo the Statement 
of F1mmcial Condil iori (or furll1er information about Wlli te, Wolcl & 
Co. lnc:o1 poratcd in tile I ollowinu section.) The other mnjor nssct 
owned IJy W!i itc Weld I loldings is ils investment in F1mmciere. 



7.2 WHITE WELD HOLDINGS, INC. AND SUBSIDIARY 

Statement of Consolidated Financial Condition (unaudited) 

December 31, 1976 

Assets 

Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 5,710,000 

Receivables: 

Customers ............... . . ..................... . 

Brokers .. . ............. .. ...................... . 

Other ......................... . .......... . .... . . 

Securities-at market value (Note 2) ..... .... ............ . 

Investment in associated company (Nates 1 and 3) ......... . 

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

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

TOTAL ....... . ......... . . ..... ....... ....... . 

Liabilities and Stockholders' Equity 

Current liabili ties: 

Money l.Jrmowed on securi ties (Note 2) .... .... . ...... . 

Payable tr brokers ..... ................... ...... . . 

Payabln to customers ............................. . 

Drafts payable .. ... . . ........ .... .......... . . . ... . 

Securi ties sold short-at market value ................ . 

Other current liabilities ............................ . 

Total current liabilities .......................... . 

Promissory note due 1981 (Note 3) .... .......... . . . ... .. . 

Subordinated borrowings (Note I\) . ... . ......... . ..•..... 

Common stockholders' equi ty .... .......... ........... . 

TOTAL .............. . I • • • • • • • • • • • • • • •••••• 

See Notes to Statement of Financial Condition. 

290,472,000 

68,694,000 

11 ,256,000 

216,707,000 

16,815,000 

7,393,000 

3,442,000 

$620,489,000 

$233.214.000 

69,564,000 

178,658,000 

15,532,000 

28,354,000 

20,682,000 

546,004,000 

4,000,000 

19,54'1 ,000 

50,94 ·1.000 

$620,489,000 



WHITE WELD HOLDINGS, INC. AND SUBSIDIARY 

Notes to Statement of Financial Condition {unaudited) 

1. Accounting Policies 

The statement of consolidated financial con­
dition includes the accounts o.' White Weld 
Holdings, Inc., and its wholly o~.ined subsidiary, 
White, Weld & Co. lncorpo~aled (1i:0 "Subsid­
iary"), a member firm of the New York ~:ock 
Exchange, Inc. Total assets of the Subsid;ary are 
$598,932,000 and capital funds are $54,3~9 .000, 
consisting of subordinated borrowings of 
$18,984,000 (Note 4) and common stockholders' 
equity of $35,345,000. 

Assets and liabilities relating to securities 
tr"lnsaclions are reflected in the statement on a 
settlement date basis. 

Exchange memberships (Included in other 
assets) are carried at cost ($941,000) ard, in the 
opinio1, of the CoMpany, the current market 
value ($623,000) does not indicate a permanent 
impairment in the value of such memberships. 

The investment in the associated company, 
Societe anonyme linanciere du Credit Suisse 
el de While Weld, is carried at equity in net 
assets. Undistributed income or lhe foreign asso­
ciated company of $7,992,000 is included in 
common stockholders' equity. 

Fixed assels. which consist of furniture. 
equipment, and leasehold improvements. are 
stated at cost less accumulated depreciation 
and amorlization of $3,220,000. 

2. Securities Pledged and Loaned 
Money borrowed on securi ties and amounts 

due in connection with securi ties loaned and 
repurchase agreements nro fully collatcrallze<I 
by marke lable securities vall1cd at $3 15, 133.00CJ. 
Such collateral includes $205,990,000 owned 
by the Subsidiary 

3. Promissory Note 
The promissory 11010 isn11ed lo a bank boars 

interest at 11 5% or the l>anl\ 's prune rato rmcl 
matures in Janumy 1981 The Cornpany's in­

vestment in the ossocintcd company Is plodgotl 
as collatur al fl.Jr 11 10 note. 

4. Suh ">rrlhiated Borrowings 
Subordinated borrowings include senior 

capitol notes. SS, 750,000, subordinated dcbcn· 
lures. $0,509.000, and secured nomand notes, 
$2, 125,000. 

Tho ~cnior en pita I r.otos mature 111 1987. The 

Subsidiary is required to prepay, semi-annually, 
$417,000 principal amount of the notes. The 
covenants of the note agreement contain restric­
tions on the Subsidiary as to minimum capital 
requirements and, under certain circumstances, 
certain slocl~ payments, stock acquisitions, 
and the payment of cash dividends. The sub­
ordinated debentures mature in the fiscal years 
ending June 30: 1978, $623,000; 1979, $600,000; 
1980. $100,000; 1981, $1,666,000; and 1982, 
$5,600,000. The secured demand notes mature 
in 1981. 

5. Capital Requirements 

The Subsidiary is subject to the Unilorm Net 
Capital Rule (Rule 1 Gc3-1) of the Securities and 
Exchange Commission, which requires that 
aggregate indebtedness (as de lined) shall not 
exceed fifteen times net capi tal (as defined). 
There are rest rictions on opera tions or the Sub­
sidiary if aggregate indebtedness exceeds ten 
times net capital. The Subsidiary's net capital 
and minimum net capi tal (as defined) were 
$32.593,000 and $14 ,555,000, respectively, anti 
Its nggregatc incfcbtcdncss wuD 6.7 times its net 
capital. 

6. Commitments and Contin9 _ncies 

Tl10 Subs1niary's mlnilnun 1cnt.1l commit· 
menw. net of sublease incor 1e, under non­
cancelable leases arc lor tf 11 flscal years cnd ino 
June 30: 1977, $7. 171,000; 1970, $6,840,000; 
1979, $6,596,000: 1900, $6,0J9,000: nnd 1981 , 
$5, 11 2,000; and for Iha lfvo-fisca l-yenr periods 
ondino 1906,$22,904,000; 1991,$15.795,000: 
anrl '1996, $2,39 1,000. Included in tho foregoing 
rental cornrnilmcnls ore financing lea::;es having 
a prcsont valuo ol $rl.OG4,000 bnscd upon an 
approximate woiolllod nveraoo interest rutc 
of 7.?0%. 

Tl10 Subs1d1wy llH:> n contingnnt linlJility nr 
s 11 .64 2,000 In r er.noel or irrcvor.:'lbln letters of 
credit noarcgntin9 $ t 2, t 00,000 wllicll oxpi ro 
Mnrch 1, 1977 (renewable for six montlls 1horo­
after ) wlitten in favor of certain option cltJDrifl!J 
associntions to snlisfy margin rcquiron1cnt:>. 

Tho Subs1d1<1ry hos been namecf in severa l 
civil actions in tile orcli11nry course of its business 
which, In tho opinion 01 rnanaocrncnt. will bo 
resolved with no 1nn1011al ~1clvornc Plfoct on ito 
financia l condition. 
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White Weld Directors 
White Weld Holdings, Inc. 
BOARD OF DIRECTORS 
L. Emery Katzenbach 
Cllafrman 

Paul Hallingby, Jr. 
President 

John F. Cattier 
Vice chairman 

Robert L. Geni llard 
Deputy chairman & managing director 
Thyssen-Bornemisza Group 

Rainer E. Gut 
General manager 
Cr~ dit Suisse 

Charles C. Lee, Jr. 

George G. Montgomery, Jr. 

James W. Needham 
Treasurer 

Thomas C. Pryor 

Alexander M. Whito 
Sccwtruy 

Frederick S. Wonl1arn 

White, Weld & Co. Incorporated 
BOARD OF DIRECTORS 
Paul Hallingby, Jr.· 
Chairman 

Frederick S. Wonham • 
President 

Charles C. Lee, Jr.· 
Vice chairman 

Henry W. Meers 
Vice chai1man 

Charles C. Tillinghast, Jr. 
Vice cl1alrman 

John A. Bult 
Senior vice president 

Eugene L. Cooke 
Sonior vice prosidenr 

John A. Craven 
Managing director 
Crodil S111sso White Weld Limited 

Paul A. Downey 
Senior vico pros1dent 

Richnrd S. Ellwood 
Senior v1co ptcsldent 

Clive B. Fozioli 
Sonior v1co ptesident 

Robert K. Groen 
Samo1 wco prC'sident 

Stephen L. Hammerman 
Senior v1co ptcsidcmt 

Harold W. Junoway 
Senior vice 1iws1</c111 

L. Emery Katzonbact1 

Richard A. l<imbalt 
Sw1101 v/co p10s1clt't1/ 

Nlgot S. Mocl:won • 
.'il)t1/tJf vlr.u 111 0:;11 /t'nt 

Goorgo G. Monlgornory, Jr.• 
Son1t1r v1c;u pros/dunt 

Goorgo S. Moore 

Jnmu!: W. Noodllnm • 
I ~l'l'l//IV(I VIC:O /Jltl~;l(/t11J / 

Thomos C. Pryor • 
(v1w11t.v11 \I/Ct) f11t":lllc•t1/ 

l)nv1d K. Sims 
:i11ruri1 vico (ltt••;l(/0111 

Joon-Ctoudo Tino 
c11.11rm.11l 
11:111q11p r1 1ri('111w fin 1Ji'•p61:; 1•1rlo11111•:; 

G. 11. Wnlkor, Jr. 

Aloxnnclor M. White• 
S11111nr vtt.11 11ros11/1>111 1111</ !.0t w1111y 

//1111111111y 11/11 •1·1t1n; 

rt1otcho1 M. Urow11, Jr . 

• loiln Colllar 

Frn11c1!> Ko111011 

' rxc'("' t1t1V1l COl1l n11t ton 



Management Georp,e H. Pfau, Jr. Fred A. Knob 26 
(San rsnc/sco) (Phlladelphla) 

Directory David Reid-Scott Elizabeth D. Mclaughlin 
Jeflrey A. Rosen John C. Newhall 

Paul Halling::>y, Jr. Theodore D. Sands Pierre Pichon 
Chairman and Clarke Simonds James T. Schwalenberg 
chiel executive officer (Providence) 

Options Frederick S. Wonham James W. Simpson 
Vice presidents President and 

Douglas T. Tansil! chief operating officer Michael G. Antenucci 
Charles C. Lee, Jr. Paul E. Tierney, Jr. Joseph B. Steffanl•lll Vice chairman Gregory H. Turnbull 
Henry W. Meers (San Frunclsco) Exchange Floor Members 
Vice chairman 

Vice pros/dents T. A. 1 ewis, Jr. 
Charles C. Tillinghast, Jr. Senior vice president 
Vice chairman Wallace L. Bennett New York Stock Exchange 
James W. Needham Jelf rey L. Berenson 

First vice presidents Executive vice president Nicholas H. Davis 
Richard F. Burke Thomas C. Pryor (Denver) 
Now York Slock Exchanga Executive vice president Joseph F. Huber Paul V. Harvey 

CORPORATE FINANCE 
Jeflrey C. Neal New York Stock Exc/lange 
(:;hicnoo) John A. Whitton Thomas C. Pryor Gordon H. Taylor New York Stock Exchange Executive vice president 

Somor vico presidents ASSET MANAGEMENT 
Vice presidents 
Robert A. Regan Harrington Bischof Edward D. Litlle American Stock Exclrango (Chicago) Scmo1 vico president Joseph Sellilo Paul A. Downey Frank J. Rltger Cl1icngo Board Options Exe/Janae 

Richard S. Ellwood Scmor v1co pros/dent Sheldon 8. Stern 
Hiram W. Emery. Jr. Fust vlco prcslcJont<: Chicago Board Options [>tclrnn{}£' 

Todd Goodwir Charles E. Cane. Jr. CORPORATE FIXED-
Robarl I<. Greo11 John P. Ganlly INCOME SECURITIES 
Rober: L. Huston Waller Maynard. Jr. Richard E. Bozsnyak 

Senior vice president Anthony V Lenes~ Thomas n. Worflold 
Charles M. Li tzel Wm. Brnrn Lilllo 

Vice• 111N;1do111s So11lor vlco mes/dent 
Nigel S. MacEwon 

/\rthur J. Bouer nfr.lnd Fir:;t vlco proslclcots George G Montf}ornory, .Jr . (nostm1) nicharcl Eclrnonds DnvicJ C. M11llorc1 Willinm A. Gill , Sr. Goorpo J. l<alfl Jorr.rnlnh I<. Ross. Jr. noborl E. Greeley Jo11 11 ·1 Lowis Alexander M. Wt1ito Emilo P. Motlotal (Dos/cm) 

Tllr.t vico pl()S/\/onts (nos ton) 
Vlco prt1!'.r(f i111/t, T Michno! Mldc11oton Jol1n 0. Adorns (Dor.ton) r c1wo1<t J. llurl.o 

Mnlthios B Oowmon Deyan Popovic James F. reonoy 
Jerome J. Clnoys Ill nobort L. S1orllnn. Jr not>ort L Grny 
(Cl11cnnoJ 

Jnrno:. D Tnlintrrro (Snn r 1o111c1sco) 
Mrchnot 11. dol tnvono11 

f'ln lrkk C. Wh1ltlfl[JtJ11lo /\rll1ur W. Cronory Ill 
Wrllil1111 P Donolwo (Onstorr) (I on<ton) 

J. Terry Hcnth • Churlos J. I ul11rri:1111r 11 
(Cl1iCt1(}0) Wrll1or11 0 I lol>orton EQUITY TRADING Joines I lurlllul, Jr. ( AllantnJ 

rrnnk /\ nusso (f)nl/n!;) Stephen W. I lo11fJhlon So111nr vir" 1111 "i1tf1ltl/ Kenneth E . • lnque:; S111n11or l<a11l11 1r1 
1 lugh Lonhy Ill (lJor.ton) 

Trading ond Arbltrago John A. Locus rlol>o11 /\ Krnri 
Flmt vlco /lfC"it<luntr, W;illnco C Ol::;on John M. l<i11risln11cl 
/\rnolrl .l Ooodblndor ( M1111111.1p11/1~J 

Chnr lo~ A. Lowis 
W Potor lrmh P.itrrck r . l'hrl:m (Cl11c11go} 
l"otor !lc:llo1'rtlol<I (Ct11C.J1JO} !)ov1cl C McCutcfl()on 

Mni mu ct N llcn James /\. Mnrtons V/co (11111111/o/lf.~ I M r nich;1rt1 I.co w . Molll()r, .Jr. Jorncr. I) nrown<' Cl.irnnr.o 11 I ;iylor, .If C. Williern Maxwell rnor.ron) ( l\/!1111t.1 J 

Oonnlcl K. Millar It.tr ottl /\ Clnu•:rr, Sr n1r,t11111 1 fl. Wilr.on 
Jol1r1 M. O'Moro 

( \V1/111l11!]t011) 
f1wh.1rtl N Yminq, .Jr 

111011ian 1 t P:i1nck Gcrotc1 ,f D' /\111broi;lo ( / 1111111 C/l•/fl/l//J) 
(Ctricuno) ( no:1ror1) 

I ouis Perl111ut1er 



U.S. GOVERNMENT AND First 'lice presidents Legal Sales and 
AGENCY SECURITIES James C. Blair Regulated Transactions 
E. Corprew Reed George H. Cleaver Robert I. Kleinberg 
Senior vice president First vice president and 
Kurt Kettenmann Frederic S. Coffman, Jr. assistant secretary 
Ffrst vfce president Philip L. Dodge 

Options 
Vice presidents A. James Donohue 

Vice presidents 
John J. Hogan Craig W. Fanning 

Michael G. Antenucr! 
David H. Kopf Wi lliam R. Gill, Jr. 

Joseph B. Sterranelli 
M<1rjorie M. Jones Marilyn A. Schaeffer 
John L. Kalmbach Sales Research Liaison 

MUNICIPAL SECURITIES Brenda Lee Landry Raymond Baboushkin 

Gerald E. Lewinsohn First vice president 
AND FINANCE 

Vice presidents 
William F. Fuller H. Carrol Mackin 

William F. Boyd Senior vice pres 'dent F. Robert Maylorth 
Constance J. Floro (Wilmington) 

First vice presidents 
John A. Mendelson Tax Shelter Robert H. Aldrich 
Milton Schlackman Robert A. Stanger Granville H. Bourne, Jr. 
Jack K. Smith First vice president 

Peler N. Dana (Wilmington) 
(Boston) 

Will iam N. Walling, Jr. SALES OFFICES 
Wiiiiam M. G. Fletcher 

Daniel J. Lingenfelter Vice p1esldonts New York, N.Y. 
Stover L. Babcock, Jr. One Liberty Plaza 

Peter C. McCabe, Jr. lnstllullonal Sales (Cl1lc.1go) A. Hager Bryant Ill 
Stanton J. Feeley 

M. James Moore, Jr. Belly M. Fagan Fltsl vice president ;ind manager 
Thomas J. Pendergra~I Michael M. Harshbarger nationnt tnstitu//on:it sE1tes 
( Atlnnm) 

John i'i. Hayward, Jr. rust vic:e presidents 
Thomas Sexton 

John A. Jensen, Jr. Joseph E. Balford 
Theodore P. Swick 

Anthony G. Langham Robert H. O'Grady 
Wi iiiam H. Williams Ill 

Robert Margolis George E. Stephenson 

Vlr;o prf' ,1C1011ts Alon D. Onnrod Vlca presidents 
Dnvid /I.. /l.ndN~on (Lorn.Ion) 

Eclward T. Gardner 
(t fl:: All{1f'I<'!:) Edward A Pcscatcllo Dalo A lindsJy, Jr. 
Uovid A Axelrod Mary M. nicser 

Mor!Jan C. Mitchell ( f'llit11(/f'//lt11n, 
Daniel E. Somers Louis F. Sill Denison Bacon 

($1>;1/1111) WHITE WELD Individual Sa les I lnrold T. Onrrell. Jr ECCINOMIC SERVICES Micl1nol J, Foley ( l\lln11t11) A. Gory Shilling / 11:;1 vrco Pl<'';idon/ 
l<onnolh n . Oullor S11111or VICO /)/( '!:l(/l•t)/ .111<1 m11n.1go1 
(S1111 r111nc1·;co) II/IC( < 1;111111/lllSt 

nobcrt M. 1-reomnn 
Joll11 M. Dancey 

V1c1• /1tl•':r1.h>11t ru.~/ v11:0 president 
fClm .100 J 

Fwdorir.k I Meserve. Jr . Vrcc• f>t1";1d.:111s Joro1nc $ 1Jor.ntft1llr1qcr 
( A1111111~. 1pnl1:;) J,uncs .I. Dwyer 
I 1 mklfck OrimslMw SALES C..1uy G. lluthcrfurd, .Jr 
CtOVl'ri:; Mc/\loUI Marketing P ' tcr C. Wionu 
I nwrnnr.c I McLJ011110 11 I ur1nr1c L. Cooke Now York, N.Y. I O<' /I. Ol!:on Su11in1 v1r.u 1110•: don/ 

300 Park Avenue (Cl111 1•10) ll1cllard A Kimboll 
r1.ink Dunne, Jr (.;t illo111 P f'111r111·r .. Jr SN11or VIC,. 1>w~:itlu111 
:ic•/1111< ViCI' /1tf'/;t1/1 I)/ 

Ntc:lw l:ir. V ~;ch.ip•, 
Branch r.nd 

.111c/ tJ1,mcl1 manll!/l'I 
( M11111n.11wt1 •;} 

Salos A<fmlnlstratlon I ll•1hcr1 11. r>cnlon 
.Jolin M. f.ull1Vt 111 

Onvicl I<. 511 11:1 
Vict• f)fQt./tf1 •11/ llll(/ 

(/)111/. 1:; ) 1 1~';1~ 111111 tnnlltlf/Of 
Sc)/11 01 v11.11 11111:;fdf111/ 

l<un11ot11 J. 1 homp:;on 
S1w110:1 J. rC!oloy I 111:1 vic11 /J11 1!:11/w11.~ ( K. ,,,.;, , ~; Cttv J 
r11 st VIW /11 0!./C/(J//I GM1qn I\ Cornm: M1clmol G W.idswor th 

(/).11/.J<;) W1lllilm A Cilllouly .John W 'lvnllmq, Ill 
VIC cl /lll'':rc/~•11t 

l1ouplt1:; T. Yntcf. 
RESEARCH Syndlcalo V1r11 f11t1:;1tf('t1/S 
I lnrolcf W Jnnrwny l<c1nnot11 D. Mnnn. Jr . rtolu •rl C. Orady Somur v1cn ntC'!:ldnnt 1111<1 ..iC'fllCCI Vll'll / llcl':lllOfl l 

Owen 11 Oowtl r: t111111111111 o/ tl1n fnvc",/1111'/l l 
rmtwy rum11111t1!t1 vw.• 1111";11/rnts P. Bonjnrnln Cro:.~cup 
.10101110 P 1<onr~ Cynllua f, Vourih:m Lnw11Jnce L. Lnnlor Sc•n /01 wcr- /Ill'~' 1~11t 1111rt 

Inn 11 Zwicker Allon L. Lin Jley, Jr, r/111•c101 c>I 1t1!;1•.11<:11 



Duer Mclanahan, Jr. Terrence F. Martin Los Angelea, Callf. 

Richard B. Morgan James H. Richard One Y. J11hlre Bulldlng 

Richard K. Rogers J. Dennis Scully G. Barclay Perry 
First vice president and 

Stanley H. Rose Robert V. Willig branch manager 

Howard T. Taylor Clayton, Mo. 
Donald J. Burnell 
First vice president 

Atlanta, Ga. 
Quintus L. Drennan, Jr. 

Stephen M. Raeber 
Vice g,rosldent Vice presidents 

First vice president 
and ranch manager Paul Arentsen 

and branch manager Dalla:i, Tex. Arthur L. Creature 

Vfce presidents 
Michae. E. Crossley Pa•JI L. Martin 

John H. Beach 
First vice president Rio.;hard W. Meiklejohn 
and branch manager 

Lyle V. Burns Theodore Bernstein 
Owen T. Wilkinson, Jr. 

Jesse L. Carroll, Jr. 
Retail sales manager We'll Los Angeles, Callf. 

Marvin S. Epstein 
Bill C. Ward Century City 

William B. Steedman 
First vice president G. Wenoell l:mkhofer 

Dwight C. West 
Vice presidents Vice president 

Edward P. Clark 
and branch manager 
John G. Marakas 

Boston, Mass. Frankie Lee Cochran Vice president 

Clive B. Fazioli Glenn L. Duphorne Mlnrieapolls, Minn. 
Senior vice pies/dent George A. Loveland 
and branch manager Hubert G. Ferguson 

Arthur E. McCarthy 
Billy Ray Smith First vice president 

First vice pros/dent Denver, Colo. 
and branc/1 manager 

and assistant manager Robert H. Bucher Vice presidents 

First vlco presidents Vice president and Patrick Corrigan 

Gordon E. Cadwgan 
branch manager Harry C. Ervin, J1. 

Richard L. Davisson, Jr. Vice pros/dents Owen V. Kane 

Townsend Hornor Nicholas 1-L Davis Michael T. Mulligan 

Edward 8. Long Calvin G Heisler New Canaan, Conn. 
Robert J. Wheeler Emanuel L. Philipp Edward L. Winpenny, Jr. 

Vico p1osidents Hartford, Conn. 
First vice pros/dent 

Alan L. Balter M. Alan Rubin 
and branch manager 

Oruco R. Balter 
First vice pies/dent Vice prcsldonts 

Harold R. Beachom 
nnd bronc/J manager George B. Moore 

James L. D'Angelo 
Vice prcs1donts Robert J. Smith 

W1llinm M. Davis 
Thomas H. Decker New Haven, Conn. 

Richnrd D. Jordan 
BrmJlord R. Frost, Jr . Donald D. Dest 
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Wllllorn C. Toylor Vlnc uni S1roth•1 llon Vu,, ,,,,,t;;Jurw: As:;i~lllnt :.rcrutary 
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THEODORE P. SWICK 
J'TR!IT V ICE l"Rl!:SJDO(T 

l!l2/l!65•2153 

W:HITE. WELD & Co. 
INCORPORATED 

ONE LIDERTY PLAZA 

91 LIBERTY STREET, NEW YOHK, No Y. IOOOG 

CAB LC ADDRCSS ;'Wttl~ CW CLO" 

D~cember 9th, 1977 

Mr. Clark Gruening, Chairman 
House Permanent Fund Committee 

Since the House Special Corranittee on the Permanent Fund is in the final 
stages of structuring legislation for consideration by the 1978 legislature, 
it is time to consider the use of the income of this "Pennanent Fund". 

The provisions of the Permanent Fund Constitutional Amendment include that 
"the income from the Permanent Fund shall be deposited in the Genet'al Fund unless 
otherwise provided by law". According to the best estimates of the Department of 
Revenue , the minimum amount (25%) of the funds received as mineral lease rentals, 
royaltieb and other payments will result in an accumulation by 1985 of some $1.8 
billion. The i~vestrnent income from that amount, at an average 7% rate of return, 
would produce approximately $126,000,000 in any one year. As the Permanent Fund 
continues to grow, its increased capital will provide additional annual income 
in excess of the aforementioned figure, however, for the sake of perspective, 
the ensuing discussion will be confiner to the $126,000,000 projected income. 

If the estimates are correct as to the principal accumula ted in the 
Permanent Fund by 1985 at a 25% rate, the remaining balance accumulated in the 
General Fund should amount to some $5.4 billion. The effect of the addition of 
$126,000,000 to suci. :-n accumulation would increase the 1985 accumulation by 
approximately 2%. Such an increase is minimal in relation to a General Fund 
accumulation of the magnitude as anticipated. 

Therefore, the income of the Permanent Fund should be dedicated to doing 
more than just adding a small increment to the Genera l Fund. Even though it 
may eventually return to the Permanent Fund, it should be channeled into pro­
jects with revenue ;>reducing capability that provide benefits :Eor the majority 
of Alaskans, and s~nultaneously allow for long-term financings at the lowest 
possible interest rate. 

The House Special Committee, during the conduct of public hearings, has 
received many propos.'.lls for the use of Perninnent Fund's income .. Many of these 
proposals. appear to be meri t orious from nwnerous points of view. However, in 
turn, many of these same proposals would seem to be better responded to through 



the actious of the legislature and addressed through the General Fund 
as opposed to the Permanent Fund ' s income. 

Essential to the lifestyle of all modern societies is the availa­
bility of electric power . Advocates of no growtn, modest growth, rapid 
growth or controlled growth all share a need for power. The availability 
of power of ten determines whether desirable economic growth can take place. 
The cost of such power is of course, an important element . All other thing~ 
considered, the cost of power influences the future direction in any modern 
society. 

Whether power generation occurs through capital-intensive projects (hydro­
electric) or fuel-intensive projects (coal or gas-fired) its financing is 
generally through issuance of long-term debt. Production costs of hydro are 
generally stable since the fuel (water) costs are practically non-existent. 
Production costs of coal or gas-fired facilities are subject to continually 
escalating costs of the fuel necessary for the electric generation. 

Long- term debt sold for the construction of eitl.er type of facility, without 
regard to the operation and maintenance expense of each, must be amortized through 
the service of debt; principal and interest payments annually until the debt is 
extinguished. The total cost of the debt service is affected by the rate of 
interest which investors demand for the long ~erm loan of money. 

A 40 year debt instrument in the amount of $100,000,000 , ~earing an interest 
rate of 6~% will require a level debt set"Vice (principal and interest) of $7,069,400 
annually to liquidate the debt. If the interest ra t e is 5~%, the annual debt service 
requi1\,;!Jllent is $6,232,000. This represents a difference of $837,400 per year and 
over a 40 year period involves a saving of $33,496,000 . 

Since debt service is a major factor in determining the rates users must pay 
for electric usage, the rate of inter~st at which a debt instrument is financed 
is a significant element in the total cost to the consumer . ~onds payable solely 
from the revenues of the utility are judged by investors on their credit-worthin~ss . 

The more credit-worthy, the lower the interest rate, the less credit-worthy, the 
higher the interest rate. 

Alaska possesses many sites which are suitable for hydro-electric generating 
facilities. However, in some instances, these sites arc not located nea1 ; he 
population centers which require the power generated. Due to its topography, 
long-range transmission lines bringing power to the load-centers are of ten not 
feasible. In other instances, the best development of such capital-intensive 
projects may require large-scale projec :s which in the near-term, produce a 
surp lus of power. Smal l er scale generation facilities using coal or gas-fired 
power production ar e required in those areas without large load demands or without 
good potential hydro sites . The fact that ttie latter use a precious commodity 
which is non-renewable is not the point . If the power is nee<led, it must be 
produced. Nevertheless, if the project can be financed at a lower interest cost ., 
a benefit will accrue to the user through a lower cost of service . 



It is sugg~sted thdt the future power needs of Alaskans can be delive., ~d at 
a lower cost whether s1·,ch power is provided through hydro or fossil fuels. '!he 
ability to affect the interest rate on whatever long- term project is financed, 
can accomplish this. The following P.aragraphs suggests how t~is can be done 
without depriving the Permanent Fund of other uses of its income. 

The income from the Permanent Fund will be derived f r om "investment grade" 
securities and as such represents a highly reliable and secure cash flow . This 
annual cash flow can be dedicated to assuring that principal and interest require­
ments on bonds issued to construct revenue producing power projects are met in 
the event of a revenue short-fall from the revenue producing project. The ef fect 
will make it possible for the revenue bonds to receive a high credit rating and 
high evaluation. in the market place which will result ir( a significantly lower 
cost of borrowing for the proj ect construction. At the end of a given period, 
(debt service year or monthly), income from the Permanent Fund dedicated to the 
revenue bonds debt service requirements not needed is released to the General 
Fund or for any other purpose directed by law. 

The <ledication of Permanent Fund income to revenue bond debt service would 
not be accompli.shed in the legislation itself, but rather in a "guarantee agreement' ' 
between the Petmanent Fund and the entity issuing the revenue bonds and the 
"guarantee agreement" would ai:.tually appea·r on t. he face of the debt instrument. 
From the investor '.nd rating agency point of view, if the guarantee is in the 
legislation it i s 2gally subject to change by suceeding l egisla tures. If th~ 
guarantee is in an agreement as part of the revenue bond issue it. is dedicated for 
as long as the bonds are outstanding. 

It must bE? assumed for t he purpose of this guarantee arrangement that the 
Perm.anent Fund will receive 25% of the oil and gas income because of the terms 
of the Constitutional Amendment . Based on that assumption, estimates (by the 
State) of the ~1ize of the Permanent Fund in 1985 will be $1,H00,000,000 . 

A reasonable assumption of 7% income from investment produces an annual 
cash flow available for guarantees of $126,000,000. An annual cash flow of 
this magnitude, assuming a 6% interest cost on guaranteed bond i ssues, will support 
approximately ~:t, 800, 000, 000 of bonds • 

The vm::-ious projects to be s upported by the guarantee would be financed by 
revenue bonds cif a ny s tate agency or any subdivision of government i n Alaska for 
electric generation and transmission. Each bond iss ue would capita1ize interes t 
during construction and tund its own debt servic e r eserve to conf orm to the 
demands of the market for such bond13 at the time of financing. 

The act providing for a guar antee should be broad in form. The covenants 
relating to, and provis ions of , ench project will be structured into each bond 
issue . 



There might be some merit in including in the act certain findings and 
directives to the Board of the Permanent Fund, but it probably is more 
appr opriate for the Board to outline its own guidelines as it relates to such 
guarantee on bonds of projects to be financed in its administrative rules and 
r egdations. By this is meant, for example, considerations by the legislature 
in its deliberations leading to the approval of a project such as economic 
need, economic feasibility, geographic locations, social benefit, impact on 
locality, etc. 

A draft of a bill has been provided to your committee which would, 
subject to redraft to conform to custom, constitutional requirements, the 
Permanent Fund Act and language usage in Alaska, creates the mechanism for 
such a debt guarantee program. A brief analysis of thi~ draft follows. .. . 

Section 1. (~eates the mechanism by authorizing the Board of the 
Perm.anent Fund to enter into guarantee agreements. 
Li.nits the guarantee to income only. Provides for agreements 
with any entity of state or local government. Provides 
guarantee of principal payments, sinking fund payments and intzrest 
but prevents use of Permanent Fund income for optional early 
retirement of guaranteed debt. Limits the guarantee to electric 
generation and transmission. Leaves the details of guarantee 
agreements to the Board of Tr,ustees. 

Section 2. In effect limits the am~unt of debt that ~an be guaranteed. 
This adds to the credit-worthiness of the wnrantee from tha 
lenders point of view. Depending somewhat on the actu.al 
portfolio of investments in the Pennanent Fund, it is important 
to consider whether or not to limit the total of guarant ees to 
something less than 100% of the Fund income. This could be done 
in the Act, which does not happen in this draft, or it could be 
a 'Olicy matter of the Board of the Fund. 

Se<!tion J. Provides that the guarantee article appear on the debt instrument 
which clearly establishes that it survives as long as the bonds 
are outstanding. This definitely is stronger and distinguishes 
the guarantee from any similarity to the so called "moral-
obligation" pledge. · 

·Section l~. Provides that a guarantee agreement cnn be entered into on the 
debt of projects only after approval ' by chc legislature . Part 
of the thrus t of this section is in contemplation of a centrally 
controlled State-•1ide power devdopment plan that considers the 
needs and best interes t of a ll of Alaska. 

Sections These sections arc simply "boiler-plate" provisions. 
5 & 6 



. The draft bill clearly does not contemplate any subsidy of electric costs 
to energy consumers. However, there is no prohibition that any subsidy to 
energy users deemed to be appropriate by the State can be accomplished by the 
legislature through appropriationfrom the General Fund or other sources which 
would not interfere with the value ·of this guarantee program to finance the 
capital costs of meeting the power needs of Alaska . 

TPS/vmr 
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Sterling Gall agher 
Commissioner 
De1 'artment of Revenue 
Poi..;ch S 
Jm1cau, Alaska 99811 

Senator Jalmar M. Kerttula 
Alaska State LegislatP:::~ 
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Palmer , Al~ska 9°645 

ReprcS•!ntiltive Hugh Malone 
Alaska State Legislature 
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Gentlemen: 

August 20,. 1976 

-: 
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BONO KONG 
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This l etter is for the purpose of presenting certain summary 
information for the first meeting of the expa nded State Investment 
Advisory Commi ttec in lmchoragC! on August 26, 197G . 

Our firm has been ret~incd by the State Investment Advisory 
Conunittee through Commi5sioncr Sterling Gall .:ighcr, Departme nt of 
Revenue , to provide consulting 5crvicea concerning the establi sh­
hh..- 11 t: c.wu op~!:c. ~.ion of a rermancnt T•'uno for the St\l tc of Al.:is~a . 
Spccificnlly, for this ini.tial meet ing, we have been asked to 
(1) outline the possible uses and advantc':lgcs of the ta;: exempt 
f inanci?tg privilege that could be availabl::'! to the Perr.1c:1ne nt F 1Jnd, 
and (I I) s umma r izc our i:l°-w icw to date of ::;imi l ar funds in other 
s~atec and countries . 

(I ) Outl .i.nc of Possible Uses and l\dvant.::igcs of Tax Exempt Financ­
ing Privilege for the Permanent Fund 



Once the Perm~nent Fund has been established , the legislature 
may create a variety of structures to facilitate taking advantage 
of the tax exempt privilege enjoyed by state and local government 
in the United States to finance public purpose projects within the 
limitations of federal, state and local ~catutes and regulations. 
Examples of public purpose projects which are traditionally financed 
in this manner are: {a) housing construction and rehabilitation; 
(b) educational facilities; {c) airports, harbors, highways and 
other transportation facilities; (d) power generation, transmission 
and distribution; (e) public recreational facilities; (f) pollution 
control and solid wast~ disposal and resource recovery facilities; 
(h) hosp:tals and health care facilities; (i) industrial development; 
(j) water and sewer facilities. 

Tax exempt bonds are of t~o basic kinds: (1) tax supported and 
(2) user-pay. The first is used to provide non-revenue producing 
public services which are supported by the general taxing power of 
loca.l. government and the second are revenue producing projects that 
can be self supporting from income derived from charges to those 
who use the facilities. Briefly the bond purchaser , or lenders of 
money, look to the prospects of repayment of their loan·ed funds 
plus u fee, or interest rate, for the use of their money and the 
calcuJated risk they assume in making the loan , i.e. , buying the 
bonds. 'rhe l ess tl;e risk the lower intere .st rate they are willing 
to accept . 

The principal role the Permanent Fund can play is 1.n rissisting 
the State of Alaska in providing services for its citizens as well 
as stimulating economic expansion and diversification and develop­
ing natural resources. Once the needs of the State have been 
studied and defined and political priorities have been established, 
the assets of the Permanent Fund can be used in a great variety of 
ways and combination of ways within the structure of the tax exempt 
market to maximize its effectiveness and impact on solving the 
needs of Alaska and ach:i.eving i t s economic goals. 

Briefly stated, some of the op~ortunities are: 1) direct 
guarantee of debl, ~) make- up of revenue short-fall, 3) loans to 
proj ects or political subdivisions, 4) combjnation ~inRncing with 
public utilities or private industry, 5) industrial development 
financing , 6) pledge of specific assets a nd/or income of the Fund 
for ccJ:-tain proj er.:ts and 7) others. We envision our role in the 
futu r e as working with others on the task force to accomplis h the 
define J goa l s by cx~loring and adopting traditional t echniques and 
devising possible innov<ltivc combinations or new techniques which 
will maxim. ze the effectiveness of the Permanent Fund. 



(II) Summariza~ion of Our Review to Date of Similar Funds in 
Other States and Countries 

Alberta Heritage Savings Trust Fund 

This fund appears to be the most closely related, of any so 
far investigated, to what we understand to be the purpose, goa:s 
and source of capital of the Alaska Permanent Fund. 

The purpose of the Trust Fund is stated to be the setting 
aside of certain revenues accruing to the Provincial Government 
from the sale of non-renewable natural resources in a separate 
trust fund rather than in the General Revenues of the Government. 
Such trust funds are not to be utilized for normal operating and 
capital budgetary requirements,· but are to be set aside for invest­
ment to assure that future generations of Albertans may have a 
better opportunity to sustain the saw.e l ev8l of prosperity and 
benefits being enjoyed by present citizens. 

The goals and objectives of the Trust Fund include the utili·· 
zation of funds in investments which will help to create more and 
better jobs through a more diversified economy, l ess reliant on the 
sale of depleting resources. Further goals are to improve and 
sustain the quality of life within Alberta in the future and to 
earn interest and dividends to strive to maintain low personal 
taxation . 

Further guidelines for the 'l'rust Fund are that its r esources 
should be invested with a minimum of interference with private 
sector activity and any investments should not unduly disrupt 
existing financia l institution s . In addition it is planned that 
most investments will be made within A l l ~ta and only normal com­
mercial or money market investments will be committed out s ide the 
Province. 

Legislation creating the Trust Fund was enacted May 19, 1976 
and there is presently being transferred -ot a l assets of $1,500 ,000,000 
from the General Revenue F>.rnd of t he Pr ovince to the Heritage Saving 
'I'rust Fund. 'l'his sum is composed of previous ly uccruea royal ty 
payments thrc·,ugh the end of the 1975-76 fiscal year. No invE:?stments 
have as yet been made by the 1rl:ust Fund. •rhe Trust Puncl ~. $ .:idmin·­
istC?red by a n investment committee made up of a 11 membc i- ~ of th e 
Exe cu ti ve Council of the Province . 'I'hc Executive Cour.<.: il cons is ts 
of the cabinet l evel appointee s of the Go\ernor . 

Thirty percent of non··renewab l e re!>ource revcm·.P r eceived i n 
each fiscal year is to be t ransferred from the Genc ·:al Revenue Fund 
to the 'l'rus t Fund hut only i f the transfer .i.s l.l u tho:ized by Cl Special 
l\ct enacted by the leg islature in t he preceding fi r cal year. 



The assets of the Trust Fund shall be used for the following 
purposes: 

a) Investments in projects which will provide 
long-term economic or soc~al benefits to 
the people of Alberta but which will not, 
by their nature, yield a return to the 
Trust Fund. 

b) In-Jestments by way of loans to: 

(i ) The Canadian Government 

(il ) Any other Province of Canada 

(iii) Any other person, if the repayment 
of the loan and the payment of th8 
interest thereon is guaranteed by 
the Canadian Government or any 
Provincial Government of Canada . 

c) Investments which, in the opinion of tr.e 
Investment Committee or in the opinion of the 
Legislative Assembly as expressed in a reso­
lution of the Assembly : 

(i} will yield u reasonable return or profit 
to the Trust Fund , and 

(ii) will tend to strengthen u1c1 diversify 
the economy of Alberta . 

Investments referred to in subsection ( ;::e) shal l only be made 
if moneys are first appropriated frrnn the Trust Fund by an Act of 
t he Leg isla ture specifically for a purpose described in subsectjon 
,a } anrl these investments shall not exceed 20 percent of the assets 
of the Trust Fund. 

Inv~~tmcntc referred to in sub~ection (b) s hnll be made or 
.:ipprovc!d by the I nvestment Committee in accoi.<lanc0 with direct ions 
contuinccl in a ny resolution of th0 Lcgis l ci tive Assembly and t hese 
i nveslment· s s hall not exceed 15 percent of the assets of the Tr ust 
Fu nd. 

lnvcstments referred to in subocction (c) s hall be made or 
approve cl by the Investment Commi ttcc in uccorcJancc with directions 
con ta i ncd in any resolution of. the Leg i oln U.ve Assembly. 



The Legislature r e t a ins control o f the Trust Fund in several 
ways a s can be seen in t he ahove listed criteria and restrictions. 
All funds are he ld and administered by t he Provincial Tr easurer. 
The Provincial Auditor is r equired to audit the Trust Fund at l east 
once each year. 

Government Development Ba nk for Puerto Rico 

We have not as yet r eviewed the ope ration and structure of 
the Gove rnme nt Development Bank for Puert o Ri co (GDB) in as much 
depth as t he Alberta Heri tage Savings Trust Fund because it did 
not appear to us t ha t there would be s uf ficie nt simi l a r ity to t he 
ope r a t i on and structure o f the Alaska Pe rma nent Fund. The only 
source of capita l ava ilab l e to ~DB is borrowi ng in the public or 
pri vate money mar ket. · 

GDB is an i n str~1en ta lity and public corporati on of the 
Commonwea l th of Puerto Rico . It was crea t ed i n 1948 . '.l'he GOB 
cha rte r provi de s for its perpetua l e xistance and no amendment t o 
t his Cha r ter or any l aw of the Comnonwcalt h s hal l impair any ou t ­
standi ng obl i gations or commitme nts o f GDI3 . The Deve lopme nt Bank 
was creeitcd a s a n industrial development banl~. The governing body 
i s a 7 -n~mber Board of Directors who serve 4-yca r ove rlapp i ng terms . 
Th e Doard is nppoin t~ d by t he Governo r wi t h ~pprova l of th e Counci l 
o f Secr c t uri e s ~ equivalent to th e Cabine t of the Executive nr c:i nc h ) . 
GDD is exempt from hudgc Lary controls of t he Executive Drc:. nch of 
t h e Commonwc'1lth u nd from provi sions of Pue rto Rico Ba n l~ing Law. 
GDB i s , howeve r , s ubj ec L t o ~upcrv i sion a nd e~amina tion by the 
Commonwe a l th ' s Secr e tary of t he 'l' r e a s ury . 

GDD SE! r ves primari ly as fi s cn l agent f or t he Commonwea l t h and 
i t s vari ous p ubl ic agenc i es . As f i scal agent , GOD i s r espons ibl e 
for t he t imi ng a nd sal e o f bonds .:m c.1 notes by t h e Commonwea l t h a ld 
its a genc i es . 'r lh! r e i s no l i mit to the arr.oun t of deb t t ha t can be 
iss uc:·d by GDB whic h i s no t <J UD.ran t eed !Jy the Commonweal t h . De bt 
whi c h docs c a rry thi E> g unrantoe is limite d l:o $'1 5 0 mi l l ion. 'L'hc 
limi t was ra i sed f~om $300 mi l lion i n Moy , l 97G . 

Fr~n 3t s i nception t hroug h Lhc 197~- 7 6 finc1 l yaor , GPD had 
arranged or prov i cl cd for ncnr ly !; 11 bi l U o n 0f borr owing by v a rio us 
govcrntncn ta l u n j ts . GDD n l:..>o n rr:tl \C.Jt'S or 1 ~ rov i tics l onns for t he 
private !";CC t .. r . l\s of G/3 0/ 75 cnn hus reportedly di !:iburscd ove r 
$ 33 7 milllon jn s uc h lo.:m s ( .:1 pprox.imut~ ly 11 7 ~. fo r mnnuf.:ic tm:ing , 
2 2 % £or commer cii1 l b u i J.c1l 11g~~ , ..t nd G•i for hot..cli.J ) • l\s or G/30/7G 
t he l:o were $l. GS . •1 w.il ! J. rn1 hu!:> i.ncss l o:•ns o uts t.a nd in9 ('1 5% i n du s tr ir J. , 
l il t c omme r cia l bui ld i ng s , 3 . Gi ho Lcl:; ). 'J'hc Bnnk i:t J so .i ssues it ~ · 



own full faith and credit notes. As of G/30/75, these amounted 
to $40 million issued to major mainland and Puerto Rican Banks . 
On 9/11/75 GOB negotiated a $612 million note purchase agre~ment 
(guaranteed by 1;he Commonwealth) with major mainland and Conunon­
wealth Banks to provide a revolving line of credit for the Common­
wealth a nd its public agencies. 

In June, 1974 a subsidiary of GOB, Government Investment 
Company of Puerto Rico was formed to provide venture capital for 
economic development. The total arnonnt of such c apital provided 
to date is $2,600,000 

Pennsylvn~ia Industrial Deve lopment Authori_!:y 

Tl1e Authority wa s cre::'l. ted ·in 1956 for the purpose of making 
loans through local industrial development agencie s for industrial 
deve;lopment: in a r eas of high 1mei~p loymen i . Suc h areas are determined 
sole ly by the Authority. 1-li!..itor i.cally, t he l\u thor i ty' s primary 
source of f un<ls for thebe loa11s were appropriat ions from the State 
of Pennsylvani« General Fund and income received from payments on 
outstanding loan!:i . In 1973 t he l\nthority was authorize d to issue 
tax exempt r evenue bonds (pr imarily secured by ear11ings of its Joan 
portfolio ) to finance its l oan prog rt1ms . To date the Autho1·ity has 
sol d t wo bond issues totaling $70 mi llion . Prom 1956 througl1 1975 
some $350 million o f indus triol loans hnve been mnde by the Authori ty 
for !:orne 1 3 00 dif fe-en t proj cc ts v1hich lhld a tot.a l estj mu terl c10vclop­
mc 11t cos t of ove r $9U7 million und have reportedly provided ::.;ornc 
166 ,000 ne w j obs within the state . The primary ingrcdic nL for suc ­
ceFis of this progrnrn is that the rate of iutc1:cst c llarg,...d by t '1c 
l\uthori Ly on t hese l <,ans has bee n significant ly be low P' cv:1 i lillCJ 
comm0rcinl loan r nt c!J . 

l?erhilp r~ a portion of the proposed 7\la!.iku Permnncn t Fund cotild 
ba dcs ignnlc d to i nit iate a similar progr~1. Proper l y a<lministcred , 
s uc h a pro9r~1m could become sel f - supporting a nd rcriuirc no oc.l<li.LionaJ 
cnpital ou t:J nys f r om the Pe rmane nt Fund. 

Un i.vcr.::d t·y of 'L'c;<.is, P"nn;incnl l!nivc•rs i t~_XL'nd 

'l'hc Pcrm.:inent University 1'11ncJ of 'l'c· ;~f.l~; cumc; i.11Lo c>:i .Jtuncn j n 
t he nincLcc11th centur y by ccr.tdin acts of Lh ·· r<cpublic of: 'l'c~:.:i.G i'l ncl 
l a Lc i: W<l!'; rc•-ori:ian j ~ec3 nnd pcrpc tuutccl by consli tutionul provi sjon!=; 
by t he Stntu of Texas . It~ assets nrc now 2 , 100,000 acres or l nn<l 
in scvc..rn l WC'~tcrn coun t.i.c~ 1n the Stn tc . Pru.cticnlly nJ l of the 
oc r cl yc i s under qrazing ] cdCcs wh Lch ci:eLltc income j n c >:ccss o.C 



$1 million per year. In addition, the proceeds from sale of 
leases for oil and gas exploration and extr action become part of 
the Fund. State Supreme Court decisions and opinions of the 
Attorney General of the State decree that the Permanent University 
Fund shall be kept forever intact. The assets of the fund may be 
invested in certain securities, the earned income o f which may be 
used to secure l oans for capital construction of Un3versity facil­
j ties . 

Permanent University Fund tax exempt bonds are secure d by 
covenants which require (1) that assets of the Fund equal in amount 
to bonds outsta nding will be invested in direct U. S. Government 
Obliga tions, (2) that the income froTl\ said U.S . Obligations equal 
at l ea st the max inum annual i nterest payments of the bonds, and 
(3) that the entire i ncome of 1nvested funds equal at l east l~ 
times the maximum debt Sl":!rvice requirements on al l outstanding 
bonds. In addition , tota l bonds may be issued on ly in amounts not 
to exceed 20 pe rcent of the total assets of the Fund. Income i s 
def ined as net proceeds after Fltnd ma nageme nt expenses whic h ma y 
never exceed 1/5 of 1% of the va lue of the Fund . 

We have initia ted research on seve r al e conomic development 
funds that exist throughout t he world and will report on t hem a t 
a l ater date . We ref er t o s uch a r eas as the Wor l d Da nk, foreign 
aid activ i tie s of t he U.S. Sta t e Deparbnent , Saudi Arabia , e tc : 

We have a l so contact ed appropr iate officia ls in the Province 
0 f J3);,i. ti sh Columbia to .i nvest igate any s uch clevc:: lopment fu nds they 
ma y ha ve crea t e d . We were informed t hat no s uch f unds ha ve been 
created or nrC! presently contemplated . 'l'hc Prov i ncial Government 
has been s ubs i dizing some public and priva te ven tures from 9Pnera l 
fund reven ues . Thc~c ha ve been mainl y ra i l roads, fer r ys and liigh­
ways . 

'l'his s umm.:u:y of White , We ld' s e fforts to da te i n reviewing 
exi~ti ng f und s and development authorities which may be of interes t 
to t he Alaska State Investment Advisory Comm i ttee with regard t o 
thC:: c:r.ea tl on o f the l\laska Permanent Fund is not in tended to be a 
co111pJc!LL! und f.innl un~lysis o! ~ 11 possib l e a reas of :i.nt r:i r c :.,t. Ii: 
is p resented t o inform l hc Conuni Ltce of our pr.ogress to du tc nnd 
to ~ U inulu tr. commcn t ond di scussion. {'1e wonld expec l: to proceed 
with f urthe r invcGtigutions into other poss i ble areas of i nteres t 
on rl to invec tigcn:c in more depth fiome of lhe arcns a l rcudy di ~cu::;sed . 



. . . . ·' . 

We look forward to \.;orking closely with the Cammi ttee on this 
important and interestin-;J assignment in whatever capacities we 
agree would be mutually beneficial. 

KRB :yg 
cc: /'James B. Rhode 

l\gent for the Commissione.r: 
943 West Sixth Avenue 
Suite 30 
Anchorage , Alaska 99501 

Bob Richards 
Senior Vice President 
Alaska Paclf ic Bank 
Box '120 
Anchora ge, A~?. ska 99510 

Sincerely, 

){ /2Gi..Lt~t; 
Kenneth R. Butler, Vice Pre~ident 
Western Regional .Manager 
Municipal Bonds 



\ l\Tr-rrTE , WELD & Co. 
INCOHPORATED 

ONJ;. uusn :31'RI::ET, S.'\..'J Fl1.A...'1CJS<.;O, Ch.l.ll'. MIO·~ 

T~ .T..E PUO~l : (/; l~) DOl · JOrl 

This memorandum is a summary of sign i f. icant concep t:...; 
1Jro1J~fht out during a meetiny reque!:itec1 by l•n' J.te , m~ld & Co . with 
Moo~ :y • s Inve s tor s Services held on Mo11day, Augt!st 23 , 1976, at 
Hhite , Welc1 & Co . offices .i.n New Yor k . 

The pu rpose of the m2 c ting was to di:..;cuss the proposed 
c r e a tion of an Ala :-~ka Pcrmunent .Punu and the i mpact uf creating s uch 
a fund on the rating agc nci12 B p ercC::ptions of Alc:!<"' l:a . 

In at~enda n(;e from Mood y ' s we re Claire Co he n , Vice 
Preside n t and permunE:nt ntl.?mhcr o f th e rating c ommit tee a :id Bill 
Bunce , oil c omp .:rny analyst . 

Summary of Concc~ ts Discussed : 

(1) P0rrnv..nc 1i t. F und v s . !.)ev e lo;_.>m<"~ nt i :-nnd . J s t h e:: n .:ime p.ropc ~: l y 
d r,osc i: :i.p_lve·:' 'i'!1 e :i nVL!Strr.0. n t: c ommunity lw~.: prior def ini ­
tio no o ( the~~ terms . 

( 2) F' i.1w n c in<J of GC!nC'raJ. l'nn<l def ici tr• from non - 1:c1 1t1v.«1 bl c 
r i::-:-;o urce: r '1vcnucs :i. s of stronc:J c:onccr J1 t o t hem . 

(3) .7\luslrn hfls l ur~e c ;lp it u. l ne e d s . Formu U0:1 of Dcvc lop•ll ~"=!rit: 
Pun<l to c o or d innte nnd dj r e c.: t th e r.:1in i wr of this c:1pita 1 
lookc<l on es positive s t ep . 

(1J ) l ieavy tknnnds a nd p i:c~~urc f:or immcchali...: a.:;:::;i!:, t 2111cc .?nnn 
T'cnni! n<.'nl Fu n<l u 11110 ::; t u ccr t a j nty . l\ss i.9 nJ 11g i. .. lr ior .i tic~::; 
l!nd c..:ri\ .. e -iii •:;il J b~ di£f.j cult '>ut cruci~l il!; [;ir ,,s 
Moorlj ' s i ~ concerne~ . 

(S) Ci.n r.ot comm(• n l spccif: .i.:-ally on c.:L':"cct-. o f Jlcqua ncnt Pu11d 
o n rn t jn,J:> , L>m: row.in9 r..i'lJ.1.•cj. t y , c•tc . un l i.·!. mor i' dctaiJ r: 
of str 1J~l: u1:c il1 1<l 0pcru t· i o 11 " re l~j1own . 

( G) \~ouJd Jik c t o \!Ork c l n :;cl y ci tHl h0. J : ~.;;t in f o t'l11::rl i n 
t:im0.ly nl\1111h.'l c: o1H..:L'r11 •.n<J d cvu l up111c 11ts . 

1:r~ .1J'l(! lh l . liL1 t. I c:r 
l ll · .• 1) c I. :? :\ , .l 9 7 G 



SPl::CIAL. COMMITTEE ON 
THC AL.ASXA PEnMANENT FUND 

!907) 276.:1433 

S20 \'/ , !Jn;. SUITC 270 
ANC:HORAOE, l\t<. 90:SO I 

(POUCH V, JUNCAU, AK. 99611} 

c 907 I 4 GS·387 3 

Mr .. Ted Swick 
Senior Vice-President 
White, Weld & Co. 
One Liberty Plaza 
91 Liberty Street 
New York, New York 10006 

Dear Ted: 

May 3, 1978 

MCMBERS 

REP. CLAn K GRUENING, CHMN. 
REP. T r::RR Y GAROINCn . V. CHMN. 
R EP. E_ J . H AUGEN 
REP. Russ M EEKINS 
REP. BILL. MIL.ES 
REr. LEO SCHAEFFER 
REP. RICK URION 

Good to see you and Sam again last week. In line with our 
conversation of April 28, would you please supply our 
Committee with a memorandum covering the questions we 
disc ussed concerning SB 429 . Hopefully, you can send us 
your comments as soon as possible on the fo llowing topics: 

1) The legality and/or workability of the arbitrage 
mechanism envisioned in SB ~29 , i . e . the one percent 
"service fee fo:r administrative costs" over the cost of 
borrowing to the Alaska Loan Program. 

2) The legality of the use of tax-exempt borrowing 
under present statutory and Treasury restrictions for 
tha purposes of the Alaskd Loan Progr~m in SO 429. 

3) The likely reaction of bond market investors to 
packages of tax exempt bonds which aggregate mixed 
purpose issues as envisioned in the Alaska Loan Program . 
(Ser. .45 . 96 . 030 of SB 429). 

4) The likely impact on the credit rating of the State 
of ~laska of agg~egating the various existing public 
~11rrnse i ssuir.9 ur1enc L0-; in !:"' o::c l1lanke t is ~u·~ r. , t:h0 
,,l~:s'.<<t LC..J.n E'l."O-j C :l~~ . 
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5) The r elative strengths or weaknesses of CSHB 596 
(Finance) and SB 429 in insuring the safety of the 
P~~~anent Fund principal. 

6) Any 0ther matters in your area of expertise relating 
to the two bills which you would like to bring to the 
attention of +:he Corr.mittee. 

At the moment I am unable to say when hearings of the free 
conference corrunittee on the Permanent Fund will begin but 
testimony on these issues may be r equired sometime during 
the week of May 15 , 1978. I would like to arra nge a con­
ference call with you for sometime between May 11 and May 15 
to discuss your r esponse to these issues . Any expenses you 
inc ur in responding to this inquiry will be approved f rom 
the Committee ' s funds . 

Cordially, 

Representative Clark Gruenin~ 

CG : jl 



A DILL 

For an act entitled: An Act providi ng for guarantees pay­
able from certain income derived f:rom 
the Alaska Permanent Fund of indebted­
ness issued by governmenta 1 agend.es 
of t he State for power projec' : . 

Section 1 . Subject to the approval by the leqisla­
ture as provided in Section 4 hereof, the board of . trus~ees 
of the Alaska Permanent Fund is hereby authorized to enter 
into agreemenls wi th any public author ity of this State or 
a ny borough or other governmental agencies of this StatE~ , pro­
viding for a guarantee, payable solely from the income der ived 
from the Alaska Permanent Fund established by l\S 

_..;~~~~--~~ 

(other than income derived from the l\laska Enterprise Dc:!velop-
ment Fund established by l\S ) of the payment when 
due, whether at maturity or by sinking fu nd redemption but not 
by acceleration of maturity, of the principal of and interest 
on bonds, notes or other i ndebtedness of such gove rnmental 
agencies issued to finance a project or proj~cts for construc­
tion of electric generating and related transmission· facili­
ties. Such agreements shall conta in such terms , provisions · 
and covenants in furtherance of the purposes o[ this ac t as 
said board of trustees shall determine. 

Section 2. No bonds , notes or other indebtc~clnc:1s 
shall be guaranteed pursuant to this act unless said boQrd of 
trustees shall determine that the debt service for any year 
with respect to all such bonds, notes and other indebtedness 
will not exceed the amount of annual income cst.i. 1.~a tcc.1 by s uch 
board of trustees to be derived during s uch year from ~~id 
Alaska Permanent Fund (other than i ncome from naid ~la~ko 
Enterprise Development Fund) . Such determinati on shall be 
made by resolution or said board of trustees prior to the 
execution of uny gLiarantce a9reement pursuant Lo this .Jct. 

Section 3 . 'l\ny bonds , notes or otht! r inclebtc:clncws 
quarantced purs uant to the ac~ shall h~ve on the f~ce th~rcot 
a n endorsem~nt of nuch guarantee by the chairman of uaid 
board of tr us teE!s or. any cles.i.gnee of ~..:nch off iccr . 

Sec ticm 4 . No bonds, notes or o thcr i ndl~U t:ccln '!d :~ 
shall be 9uar.:intced l>y !:in id board nC t r. u ~;tcc s pur;.udnt to the 
DCt until the f acili t ies to be f inanced wLth the Jlrocccds of 
such bonds, not~s or other indebtedness have beon itpprovctl by 
a joint resolut i on of thu l egislature . 



. :..· .... 

Section 5. If any term or provision of this act 
shall be declared unconstitutional or ineffective in whole or 
in part by a court of competent jurisdiction , then to the ex­
tent that :i.t is not unconstitutional or ineffective such term 
or provision shall be enf ~rced and effectuated, nor shall such 
de : ermination be deemed to invalidate the rem~ining terms or 
provisions hereof . 

Section 6. This act shall take effect immediately . 
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Mr. Ted Swick 
Senior Vice-President 
White, Weld & Co. 
One Liberty Plaza 
91 Liberty Street 
New York, New York 10006 

Dear Ted : 

May 3, 1978 

MEMBERS 

REP. CL•\RK GllUENINC, CHMN. 
REP. TG:RRY GARDl tlER V . CHMN . 
REP. E. J. HAUGEN 
REP. R uss MEEKINS 
REP. BILL MILES 
R EP. LEO 5CtJAt:FFER 
RE?. RICK U ~ION 

Good to see you and Sam again last week . In line with our 
conversation of April 28, would you please supply our 
Committee wi t h a memor andum covering the questions we 
discussed concerning SB 429 . Hopefully , you ca n send us 
your comments as soon as possible on the follo\11ing topics: 

1) The legality and/or workability of the arbitrage 
mecha n.ii;m en\' isioned in SB 429 , i.e . the one pe rcent 
" service fee for administra tive costs " over the cos t of 
b0r~0wing to ~h e Alaska Loan P.rogrnm . 

2 ) 'l'h1 ~ leg a l i ':y of the usu of tax- exempt borrowing 
unde r r1resen1· ~ : ta tu tory and 'T'rcasm~y re :::i tr ic tions for. 
the pu.cposes of. Lhe Ala sk.:t _.oan Progri:\m in SQ 4 29 . 

3) The likely icactlon of bond market investors Lo 
pack~gcs of tax ! xempt bo nds which aggregate mixed 
purpose issues a~. e nvisioned in the l\laska Lonn Program. 
(Scc . 45 . 96 . 030 oi SB 429) . 

I\) 'l'hc like ly im) •act on the credit r ating oE the State 
or l\lo s ka of aggrc1oting t he var i o us existing public 
p• 1 rpns~ if:su in-J dCJ ~nc L0 s i n ':o n it•J b l \Ilk· . ':. .L :;'1 u r~ c , Lh1' 
1\I 1:.k 1 L0..1 il P1oqra1 . 
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5) The relative strengths or weaknesses of CSHB 596 
(Finance) and SB 429 in insuring the safety of the 
Permanent Fund principal . 

6) Any other matters in your area of expertise relating 
to the two bills which you would like to bring to the 
attention of the Committee. 

At the moment I am unable to sdy when hearings of the free 
conference committee on the Permane~t Fund wi~~ begin but 
testimony on these issues may be required sometime d·1ring 
the week of May 15, 1978 . I would like to arrange a con­
ference call with you for sometime between May 11 anC: May 15 
to discuss your response to these issues . Any expenses you 
incur in responding to this inquiry will be approved from 
the Committee's funds . 

Cordially , 

Representative Clark Gruening 

CG: jl 



~w-~50 . 
..._-----===::l:~~~J:B~~~-h-'P-E-D ----

ONE LIBERTY PLAZA 

I I LJBE!lTY :OTHEET, NEW YOHK. N . Y . IO<JOO 

C-11 AltU::s •I. t'tJllRMANN II 

rtltf'T V'ICE nu: .. 1or.NT 

21Z I 28!>-2388 

October 1, 1976 

Alaska State Investmen ·Advisory Commit.tee 
State of Ala ska 

Dear Com1nittee Men1b er : 

Jn accordan ce with y our request, we have undertaken a s'Jrvey o f 
domestic , forei g n a nd i nte r na tionol d ~ ·· elopmcnt banks, fonds a:ld develop­
ment programs for your us1· in deterrr ining the future s tructu:· e and objec­
tives of the Alas;,a Pennanc rit Fund. In performing our s urver, w e have 
selected tho s e banks , funds t •r development programs which are o f major 
importance, as well as those whic h are particularly relevant to A~aska's 
situation in that thef a rc eilhet" based upon natural resource revenu es or 
confined to a limited geograplu c a rea . 

Our analysis of domcsth p e rma nent funds fo c us ed on tho se s t a t es 
which rec ci vcd income from a fi -ii tt- natural resource a nd the 1nanne r in 
which t·lnl income wa s e>.-pendcd . The majori ty of states receiving in ,:ome 
from fi1Hlt. natural resources spc.1d th at. inc ome on a curr e n t basis . Those 
state s am! Lhe appl ication of incon-. e arc se t forth in tabulation form . States 
which ac cumulate natural resourc e' income in a trust fund are set for th indi.­
vidually. 

Each st.a.l e has cJ:calcd pro g r .L1.11s lo a s si s t a nd encourage economic 
developments . A de sc ri p l ion of the Cove rnmc nt Develo...,mcnt Bank o f Pue rto 
Rico and th e Pennsylva ni a lnclu s fr i al llcvdopm ent Authority has been indudcd 
in this study . A summary o f s late gcn '.! r a l ass i s tanc e, inc entives and special 
services Lo i ndus t1·y ha s a l s o \J cP.n inch dccl . Jn d e pth information on each 
particulnr e c o nomic developmc.:nl p.rogr; m I :tn b e en reque s ted from each 
s tate's d e velopment a gency and will be R ~nt .dong , a s received, to Mr. Eclenso 
for inclusion in the source file of llll back~ r01 l 11d iniormation 'wc arc putting to­
gether fo r the Con11nitlcc. 

Subl:itanlia lly all of llw le ss dev c101w cl 11 ltio n s of the wor ld, a nd a 
c erL.iin nurnbc r o f lhc rno rc de veloped nali o 1~ . h:l ' I! government owned or 
controlle d entiti es who s e purpu 8e 1 9 to part 1 ~ 1pal(· in lhc financing of local 
economic development projec ts . Jn mos t of lw s m:lll nati ons , these entities 

j 

II 

r 



Alaska State Development 
Advisory Committee 

- 2. -

October 1, 1976 

function principally as the vehicle through which development funds are dis ­
persed to the economy by the government a nd are consequently heavily invol­
ved in the internal political process . In many cases, these entities also act 
as the conduit through which development funds provided by the larger inter­
national d evelopment banks and funds are invested in smaller projects in the 
country concerned. One of the advantages of the latter process is that the 
use oi tl-e local bank as a v ehicle permits the larger institution• s loan to re­
ceive a government guarantee, which is commonly a prerequisite for the ex­
tensioI'I , or the initial extension, of credit to the country. In most countries, 
the development banks and fonds tha t perform the a'>ove functi.ms also serve 
as the means through which internal economic growth is directed and channeled 
in accordan ce with national economic policies and are, in effect, extensions of 
the local economic ministry. 

The ins ti f-utions co·1e1· ed hy our su L'vey which fall into thi s category 
are the Swedish Investment Bank, Japan Development Bank and National 
Financier a S. A. (Mexico }. All of these entities a re government owned insti­
tutions which bo th bo r row funds i n variou s capital markets and lend domestic­
ally for development purposes. ln each case, the institutions are res ponsible 
for carrying out n ational e •.::onomic policy th rough their activities and enjoy 
va rious degrees of autonomy frum the nnt.ional political process. The most 
independent. iu t.hc Swedish Investment Rank a nd the least is National Financ ­
iera S. A. Both National F inancie r a and Japa n Development Bank appear to 
be h eavily i nvolvcrl in the polit.ic'11 process i n their respective countries , and 
tho formct· has a c ted as a co nduit. for Woi-ld Bank lending in Me:Aico. 

The l a 1·gl! r dcv<'lopmenl. b a nkH ancl fund s arc international i ns titutions 
who se m embe r ship s con sist r, f sevcril l coun tries a nd whose purpose is to footer 
the cc-onon1ic g rowth a nd development of J particular reg ion or it s members. 
In genera l, th ese e ntiLics r e pr c.:r.cn t polenl wo rld-s ca le economic forces and 
tend to b •both non-politica~ a nc.l commc> r c ial in th e ir operations . The finan­
c ial Eitcngth o f these enliti c.; is typically bas ed o n th e uncalled capital s ub scrip­
tion .: of th l.:i r members , an•l vil'tuaHy a ll o f th em bon·ow heavily, both l oc.'.l lly 
anti ·in Lhc inlcl'nation al cap Lill markets . Subs t an t i a lly all of the activitie s o f 
th ese i.•i;lih1tions c nnsist. of clir "c t lending fo 1· s pecific projects in the various 
c0unt d cG, ~rn d 1 e nding po li ci "!S a p1.1:.n r lo be de Le rminncl on social benefit as 
well as e conomic ground!L A!J a r C'sulL, nncl to the extent that m any major 
inclustri:il n :1t10ns ~re comn1only among the larger contributing member s of 
Urnac ins titutions and r ecf!i,·e no benefits , they can be viewed as quaei "foreign 
ai d'' b i\nlct; . 

Amo 11g fHtch inlcrnationi\ l :'11 d r cginn:1l c.lcvC'lopmcnt in sti tutions covered 
by ou r s urvP.y. the rnoi; L flignific'ant. 's th e ln t.crn:i tio nal Bank for R econstruction 
:lml Dt:v cloprn cnt (Wo rld U:rnk), boLh in t erm s o f ib; worlciwidc membership and 
the ir t r 1·11:1 t io na l scope a nd ~ 1gn i fic· a n c. t' of lttJ l cnd in~ <ic tivili es . lmportc\ntly, 
a I l o f th e olh c r i nt.c rnnli n na l lns tHut·ions i nc:uaod in our 1:evicw (Inter -American 
Dcvclopm 1!n t J\ ;1nk, .A s i:ln De velo pment Bank anci African Dcvclopmcnt Bank) 
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have .: 1 created with the as1:1istance of, or modeled after , the World Bank, 
both operationally and in financial strurture. Of these three deriva~i ve insti­
tutions, only the African Development .uank is not a significant international 
borrower and depends heavily on loans from othe.17 institutions, such as the 
World Bank. This characteristic results fron'l the fact that its uncalled capi­
tal funds are to be provided by countries that are not viewed as being parti­
cularly strong by the world capital markets and that a significant private 
capital n1arket in black Africa dO·'~S not exist. Two other institutions which 
fall s omewhat into this category i :1 that their activities are regionalized are 
the European Investment Bank and the European Coal and Steel Commw1ity, 
both of which are related to the EurvµC'an Economic Community (Conunon 
Ma rket). Significantly, while botl1 borrow in varic11s capital ma.rkets and re ­
lend for projects consistent with their purpose, the credit strength of the 
European Coal and Steel Co1nmunity is based fundamentally on the strength 
of the private steel industry in Europe. European Investment Bank is n1odeled 
along the lines of the World Bank and depends on the credit of the various 
EEC member states . 

The rer. · -.imng type of institution is one which functions in a limited 
geog r aphic area ~r within a particular industry to promote economic growth 
and development o_· t.o achieve a social objective and is based on local or re­
gion<ll r esollrccs. Of the thr ee basic groups uf inte rnational development insti­
tutions, this g roup c :rntains the smallest number of entities and is, perhaps, 
the most analagou s to the situation in Alaska. These devdopment institutions 
or funcs a t·e new and, to a large degree, based on natural resource revenue . 
Significantly , only two are international in scope; others a re modeled after the 
World Bank but limited in their activities l o a d.:fincd geographic region, et~nic 
grc1uping 01· social purpose. The remainder are "national'' invesbnent funds. 
Tht~ majodty of f:hes t! funds a re b ased in the Middle East a nd dependent upon oil 
related revenues. Those that have an inte rnationa l scope are the Saudi Develop­
ment Fund and the Arab Bank for Economic De velopment in Africa, both of 
which wer c c r cated after the increase in world oil prices in recognition of the 
balance of payments and development problems c reatcd in the developing states 
by such increase. The remaining funds (Arab Fund for Economic and Social 
Development, Abu Dhabi Fund for Arab Economic Development, the Islamic 
Deve lopment Bank a nd the Kuwait Fund for Arab Economic Development), al 
though c:reatccl nt approxima tely the same time, r eflect in both the source 'Jf 
their capital (m<'mber states ' subs c riptions or a llocation of national r evenues) 
a nd their pur pose~ the Arab nationalism which emerged after the Mid-Easl 
wars. lmporta nt~v, most of these funds have yet to become iully operational, 
<:lnd it ie too early to judge their potentiol significan ce. The two "national" 
investment funds, llw two which you may find a re the mos t tli r ccUy related to 
the proposed A l;i ska Permanent Fllnd, a re the Fondo de fovcr siones de Venezu ela 
and the Alh crl'a Ilcri tagc Savings Trust F w1d. The similarities extend to both 
sourco ar.<l purpose, as can b e seen in the s tudies include cl herewith. 
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It is premature to recommend to the Committee certain key fea­
tures of any one of these banks , funds or developrnent programs over the 
others until it has had a chance to digest the information in our survey and 
to review the source file we are also providing. We are available to detail 
the differences as we see them and to discuss other alternatives available 
to Alaska. 

Following the Committee's meeting on October 13, which we w 111 
be attending, we will want to sponsor visits by Committee members at least 
to Alberta to meet with their Heritage Saving s Truot F und counterparts. 
Visits to New Mexico and to New York would also appear advisable. 

We look forward to our next meeting in Anchorage. 

CJF:yu 
Attac hment 

Sincerely your s, 

Charles J. Fuhrmann li 
First Vice President 
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