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Whitle Weld & Co.

ncorporated

Significantiy, non-earning loans which amounted to 74% of total problem investments for
these five REIT's seven quarters ago declined to only 39% of total problem investments in the
latest quarter. Even more vividly, the dollar amount of non-earning loans declined 26% during
this period while foreclused pro,_zrties increased 235%. Since earning foreclosed properties
have increased to 41% of ‘*otal foreclosed properties tluring this period, we expect some signif-
icant reduction of total prahlem properties in the next year and a dramatic reduction over the
next two years,

Again, we empharize the significance of this good news lies beyond the positive prospects
for these five REIT's (in the form of higher dividends).  The progress illustrated here and
likely over the ".ex* two ycars, should mirror the progress . . . although in a somewhat
premature way. . .likely to be experienced by banks with their problem real estate loans.

RR-77-65 —Research Department—

White, Weld & Co "neorg orated was thu coamanager of a public offering of MossMutual within the last three years

White, Weld & Co. Incorparated makes a market in House Company, but may dicontinug at sny time, without notice, the
maintenance o such mankbet

Ofticers of White, Weld & Co. Incorporated are trustees of Hotel Investors, MassMutual, Propecty Gapital Trust and a director of
mporal Corporation ol Amunca Intormation recaived by them os trustees is conlidential and cannot be communicated 10 White,
Wald & Co. Incorporated personnagl and chents, White, Woid & Go  Incorporatid inabes a market in Baird & Warner shares and
6 3/4% convertible debentures due 1991, MassMutua! G 1/4°% convartible debentures guu 1991 and Hotel Investors 7 3/4% con-
virrhibile debiontores due 1990 and 7 1/2% convertible debentures due 199, but may discontinue at any tme, without notice, the
mrntenance ol such markots

The foregoing his been poepared solely tor informative purposes and s not a sohicitation, of an olfer, 1o Luy o sell pny secunty.
It does not purport to be o complete descopton of the secuntios, markets o developments relerred to i the matenal, Al
expreshiong of opaion are subnect 1o chanoe without potce. The imformation s obtmned from sources which we conside relinhila
but wr have not independently venhied such infonmanion and we do not guarantee that (1% pocurate of complote. We, or outr
olhicers ond duecton, may from ume to wme have o long o short position in the secunities mentioned and may sell or buy such
securities




COMMERCIAL BANKS

Premium
1977 EPS (Discount)
Shares Rocent Price  Mkt. Growth Rate Earnings Per Share* P/E on Indicated
__9{5__ Price Range Cap. 10Yr. 5Yr. 1974 1975 1976 _‘!_?_7.’.5: 1976 1977 Book Div. Yield
(Mil.) (Mil.)

Eastern
Bankers Trust 1 $38 $42-36 § 418 1% Neg $6.82 $588 $4.76 $5.25 B.0X $61.80 $3.00
Chase Marhattan 32 30 33-30 960 Neg Neg 500 430 294 400 10.2 3 52.00 2.20
Chemical New York 14 42 45-40 588 4 6% 596 635 592 650 6.6 1 60.01 2.88
Citicorp 29 34-27 3625 13 16 251 273 308 350 94 ; 20.67 0.96
Manufacturers Hanover 30 39 41-36 1,170 9 15 428 459 482 530 8.0 ; 36.57 1.92
Mellon National Bank 10 55 58-53 550 @ 10 618 649 662 7.10 B3 ; 67.19 2.60
J. P, Morgan a9 51 57-.50 1,980 1% 12 469 496 504 530 101 . 37.61 2.00

Southern

NCNS Corp. $12110 $ 204 % Nag $1.05 $1.10 $1.20 $1.40 10.0X $1253 $0.52
Wachovia Corp, 21-17 198 3% 1.78 196 2.03 210 8.9 ] 14.60 0.54
Midwastarn
Continental llinois Corp. % S60-56 S 990 $5.h3 5684 $7.45 $B.20 7.4% $51 K4 $2.40
First Chicago Corp. 22.19 800 265 267 235 280 8BS . 24,12 0.9¢
National City Corp. 45-41 301 : 3M 456 500 540 B6 32.42 1.85
National Detroit 2 29.25 312 3.42 4.05 438 4.70 59 5.t 39.07 1.52
Southwestern
First City Bancorp of Texas $37-31 340 $2.70 $3.11 $345 $38B0 9.9X 524.08 $1.00
First Internationol Buncshares 4338 /570 an 1.51 380 4.15 10.0 A 25.14 : 1.20
Republic ol Texas < 34-30 352 3.48 401 398 4.40 8.0 : 28,65 1.20
Texas Commurce . ] 39.34 420 2.50 297 3.27 3.70 10,7 B 19.73 i 1.10
Waostern
Bank Americo 5 $30-25 $3,796 $1.86 $2.19 $2.40 276 108X $15.78 $0.80
Crocker National y . 29-25 a24a ; 2,20 3,356 3.40 3.80 1.9 33.20 1.66
Seatirst f at.32 306 328 361 405 460 B4 30.45 . 1.24
Walls Fargo : : 28.26 520 ¢ 253 280 316 376 B2 27.08 112

*Fully dituted vehere approp: late




Recent

Price

SAVINGS AND LOAM ASSOCIATIONS

ohares
0/5
{Mil.)
First Charter 29.6
Gibraltar 8.6
Great Western 149
Imperial Corporation 13.7
United Financial 6.5

*After a loss from security transaction of 43¢,

Long-Terr: 1 rusts
Conn. General *
Equitable Life
Mass. Mutual
Mony

Northwestern Mutual
Hotel Investors

PNB Mortgages
RAMPAC

Equity and Short-Term
General Growth Corp.,
omas & Nattleton
Property Capital
Saul [B,F.)

AMIC
FMMA
MGIC
Haouse*

United Guaranty

$15
10
23
16
12

Fiscal
Year

March
Oct.
Oct.
May

March
Aug.
Sept,
Nov.

Sept.
June
July

Sept,

Fiscal
Year

Dec.
Due,
Dec,
Dec,
Dec.

1977
Price Mkt. Earnings Per Share P/E Indicated
Range Cap. 1971 1972 1973 1974 1975 1976 1877E 1976 1977 Div. Yield
(il
$17-13 5440 $1.50 $1.73 $1.34* S$164 $1.70 ¢ .50 $3.10 6.0X 48X $0.60 4.0%
10- B 86 0.87 1.24 1.41 0.95 1.18 1.95 2,70 5.1 3.7 0.40 4.0
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
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
13-11 78 1.16 1,28 1.56 1.27 1.40 2,30 3.20 5.2 38 0.40 3.3
REAL ESTATE INVESTMENT TRUSTS
Yield
Earnings Per Share 1977 on Last
Shares Mkt FY Last Last Est. FY Price Recont Book Quarter Quarter
o/s Cap. 1976 1ZMos. Qtr, 4X 1977 Ranpe Prico Value Div. X4 Div.
~[Millions)
5.7 $103 S1.68 $1.64 $1.64 $1.60 $20-16 $18 $10.24 $1.60 B.9%
5.6 128 2,07 2.16 2.36 2.40 26-23 23 23.66 2.20 9.6
4.7 66 1.09 1.11 1.16 1.30 15-12 14 19.38 1.16 8.3
8.8 88 0.84 0.87 0.88 1.00 11-10 10 9.92 (.92 9.2
44 62 0.52 0.76 0.88 0.90 14-12 13 19.08 1.00 7.7
1.6 18 1.0 0.98 1.28 1.30 13-12 12 17,78 1.28 107
2.4 19 0.46 0.48 052 0.75 9- 8 8 18.49 0.40 5.0
1.9 23 1.14 1.14 1.28 1,00 12-10 12 18.08 216 9.7
6.2 136 1.16 1.12 1.16 1,30 23-21 22 G.14 1.40 G.4
3.7 56 1.16 on 0.84 0,90 16-14 15 31.61 0.84 5.7
2.1 23 1.19 1.20 1.20 1.256 12-11 1 13.67 1.20 109
5.7 17 NA - - 4- 3 3 7.27 0.00 -
PRIVATE MORTGAGE INSURERS AND MISCELLANEOQUS
1977
Shares  MKkt, Eornings Por Shara Prica Focant 1977
o/s  Cap. 1972 1973 1974 1975 1076 1977E Range  F'rico P/E Yiald
Millions)
22 8§ 3 $0.08 %127 $1.03 $1.07 $244  $3.10 $18-14 $14 4.5X 0.3%
48.3 773 1.79 2,25 1.90 2.00 218 2.30 17-16 16 7.0 5.1
22.0 330 1.28 1.96 1,20 0,10 1.156 1.B0 21156 15 83 0.5
12.9 G5 0.67 0.77 005 042 0.34 0.65 5 4 b 7.7 0.0
38 48 0.77 1.0% 0,85 0.1 1.86 2.40 (ERR] 12 5.0 0.0

*Cash How par share Instead of sarnings por share used,

pﬁmcd.m:‘nr[
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Thomas C. Pryor Harold W. Janeway
Executive Vice President (212) 285-2666 Director of Investment Policy (212) 285-2060

Jarome P. Kenney Richard A. Kimball
Director of Research (212) 285.2020 Director of Marketing (212) 285-2374

Frank J. Ritger A. Gary Shilling
Senior Vice President (212) 285-2120 Chief Economist (212) 285-2670

Basic li.dustries
George H. Cleaver Metals & Mining ; (212, 284-2012
Frederic S. Coffman, dr. ... Forest Products, Paper . . . (212) 285.1748
Betty M. Fagan . Pollution, Publishing, Capital Goods (212) 2£5-2054
F. Robert Mayforth Chemicals, Environmental Contrals S {302) 571-5126

Consumer Products & Services
William R. Gill, Jr. .. ... .. Retail Trade 1 (212) 285-2070
John A. Jensen, Jr. Consumer Products, Household Products (212) 285-2074
Brenda Lee Landry ...... Photography, Cosmetics, Household Products . (212) 285-2080
Milton Schlackman Consumer Electronics, Air Conditioning, Appliances {212) 285-2024
Daniel E. Somers Beverages, Fast Food, Lodging (212) 285-2076

Energy
A. Hager Bryant, 3rd Gas Pipelines and Distribution (212) 285-2696
Philip L. Dodge 0il, Gas (212) 285.2043
John H. Hayward, Jr. Qil Services & Related (212) 285-2032
John L. Kalmbach Natural Gas, Resources, Diversified . . (212) 285-2065
Richard L. Davisson, Jr Qil Consultant (G17) 482-7767
Williarm N. Walling, Jr (212} 285-2438

Financial Services
A.James Donohue . . .. ... Banks, S&l's, REIT's, Mortgage Insurers, Misc. Real Estate . ... (212) 285-2010
Gerald E. Lewinsohn Insurance (212) 285-5972

Health Care
Michael M. Harshbarger . . . . (212) 285-2698
L. John Wilkerson Hospital Products (212) 285-2695

Market Analysis
H. Carroll Mackin Computer Support—Performance Monitor . 1£12) 285-2056
Peter J. Canelo . Computer Support—Performance Monitor (212) 285-22566
John A, Mendelson Technical Analyst (212) 285-3753

Technology
Stover L, Babcock, Jr Special Situations ik i (212) 285-2026
James C. Blair Computers, Office Equipment (212) 285-2045
Craig W. Fanning Electrical Equipment (212) 285-2030
Anthony G. Langham Instrumentation, Semiconductors (212) 285-2047
Jack K. Smith .« Computers — (302) 571-5128

WUtilitios
Marjorie M. Jones Electric, Telephone (212) 285-2040
I dward A. Pescatello Electric, Telephona (212) 285-2066

Support Services
Emily K. Baldt Research Assistant . . . (302) 671-5133
Jeanne M. Gollagher Editor . . . (212) 285-2075
tobert Margolis Art Director (212) 285-2319
Ellen L. Miller Librarian (212) 285-2085
Mary M. Rieser Assistant to Director of Research (212) 285-2020
Ann T. Stotr . , .. Institutional Marketing (212) 285-2064

ONE LIBERTY PLAZA, NEW YORK, N.Y, 10006

DOMESTIC DALLAS MINNEAPOLIS PROVIDENCE TYSONS CHN, VA GENEVA
ATLAN I A DENVER NEW CANAAN,CT ST, LOUIS WASHINGTON,DC  HONG KONG
BOSTON HARTFORD NEW HAVEN SAN FRANCISCO WILMINGTON LONDON
CENTURY CITY HOUSTON NEW YORK SEATTLE MONTREAL
CHICAGO KANSAS CITY OMAHA TULSA INTERNATIONAL PARIS
CLAYTON, MO LOS ANGELES PHILADELPHIA TROY, MI CARACAS ZURICH
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: \ Money and Bond Market
Whlt?’weldd"lco' Developrnents—Weekly
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David H. Kopf April 15, 1977
Money Market Economist

Prices of fixed income securities traded in a narrow range until Thursday
morning when the scrapping of the Admlnistration Economic Stimulus Program sent
prices soaring. A massive 1ncrease in tie monetary aggregates, and a strong gain
in March industrial production, announced on Thursday, produced only modest re-
trenchment, and by mid-day on Friday intermediate Government issues were yilelding
roughly 30 basis polnts less than a week earlier, Over the near term, prices may
move down slightly from present levels as some of the iniltial exuberance over the
Carter tax decision fades away.

The monetary aggregates surged in the week ended April 6: M1l rose $5.0 bil-
lion to $319.1 “f1lion and M2 rose $6.8 billion to $761.5 billion. M1 is now--
(on a weekly basis)--above its long run target and is probably z!'ave the short
run target as well. (M2 is at the top of 1ts ranges.) The Federal Open Market
Committee meets on Tuesday, but tightening action seems unlikely until the money
managers get a better reading on the money supply for April.

The decision to cut back the Adminirctration Stimulus Program, together with
spending shortfalls and higher than projected revenues, have substantially re-
duced the projected TFederal deficit. It would now appear reasonable to place the
fiscal year deflcit at $508 blllion Including off-budget financing. (Or $48 bil-
lion on the popular unified budget basis--$20 billion under the earlier official
estimate of #68 bhillion.)

With the projected defleit rcduced, the Treasury has considerable leeway in
lts financing operations, particularly in the current quarter, when the deficit
will be modest, and might actually show a surplus, However, the Treasury cash
balance 1s normally bullt up in the April-June quarter. In addition, the succes.

of the policy of regular financing patterns would = »rt the view that new cash
will be raised, but In somewhat reduced volume, now tiat the stimulus packapge has
been abandoned. 'The May refundlrg, to be announced 1 about April 27 could thus

follow the traditlonal pattern: new cash of §1 billion through 3 year notes, a
like amount through the 7 to 10 year 1ssue and perhaps $0.5 billion through a

long bond. Regular two year issues at month end and a four year note could, as
needed, comfortably ralse additlonal cash by September 30. There 1s considerable
speculation that the debt managers may make increasing use of the bill market,
possibly beginning in early June. At that time some temporary cash needs develop,
and the veolume of maturing blll shrinks somewhat., However, Treasury use of the
blll market to ralse new cash may be moderated by the knowledge that the volume of
Government securltles In the one year and under catepory will automatically rise

by more than §3.0 billion this quarter because of maturity shifts of coupon issues.

Economle data, all for the month of March, to be releascd next week include:
housing starts out Monday whlech may equal the 1.8 million February rate, and per-
sonal income (to be released on Tuesday), expected to rise at a 10.0 per cent annual
rate, On Thursday the erratle serles on new orders for durables could show a strong
galn, on the order of 20.0 per cent at an annual rate, and the consumer price Index
1s expected to galn at a 7.0 per cent rate. Quarterly income and product data, to
be released on Wednesday, 1s expected to conflrm a slow first gquarter, with real
GNP up at a 4.5 per cent rate.

MBRAM-T77=3
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Thie foreguing has bown prepared solely Tor infarmative purposes and is not a solicitation, or an oter, 1o buy or soll any security. 1t does not
purport 1o bo g completn description of the secunties, markets o developments teferred 1o in the moterial, All oxprossions of apinion are subject
to chavge without notice. The information is obtained from sources which wa cansidor reliablo but wa have not independently verifiod such
information and we do not guarantea that 1t accurato o complete. We, o our oflicers aned ditec tors, may from tme o tmo have a long o
short position i thesecuribies mentioned and may sell or buy such securnities,




~— THE MONETARY AGGREGATES

{Daily Average, Billians of [~llar;)
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GROWTH RATES: Latest Four Weeks, Annualized, From: GROWTH TARGETS: Annualized Rates

4 Weeks 13 Weeks 26 Weeks 52 Weeks Short Run Longer Run
Ago Ago Ago Apo (Feb- Apr)Est (From 1976-1V)

M1 8.7% I, 0% 5.5% 5.9% 3- 7% 4~ 6%%
M2 0.0 8.2 10.5 106 6-10 7 -10

INTEREST RATES

{Average, Week Ended Wednesday)

Short Term Mediur and Long Term
Fed. Fed. Funds 90-Day 90-119 Day 3-5 ¥r. Long Corporate Utility
Funds Target Bills Comm. Paper Treasury Treasury Bond (Aaa) Bond (Aa)

&
=
=
=

Mar, h,62 h.63 4.59 b.75 6.72 7.73 §.11 B.u8
Mar. 2 b1 4,63 .57 4.75 6.68 757 8.08 8.u8
Mar. - HoTh 4,63 .59 .75 6.70 T.TH 8.10 8.51
Apr. 6 4,60 h.63 h,56 h.75 6.70 Ta12 8.09 8.54
Apr. 13 .65 .63 .58 h.75 £.70 T.77 8.10 8.54

~ oo
Loooo
o UMl

Other Rates (Apr. 13) Discount Rate: 5.25 per cent. Prime Rate: 6,25 per cent.

BANK RESERVES AND FEDERAL RESERVE OPERATIONS

(Average Levols, Millhions of Dollars, Sign Indicates Effect on Excess Reserves ) %
Apr, 6 Apr., 13 Apr. 20
Change _ Change  Level Change (Est)

Treasury Deposits, Float, Currency +3216 +147 -9666U -1300

lHequired Reserves and Other Accounts, Net + 11 +528 -~ 2660 =1700

Federal Reserve Security Holdings, Outright -1733 -966  +99180 +3537

Securities leld Under Repurchase Agreement =2237 +321 + 110 - 10

Estimated Effect of Action Required This Week - 127
= Net Free Reserves H3 + 30 + 266 0

25 + 26 0

2
& w5 292 ]
7 - 35U

Borrowling + { 2
Excess Reaserves - 46
Memo: Matched Sale/Purchase Agreementsa -1088 717

Fed Actlion f'or own Account, week of Apr, 13: 7 day reverses announced for April 7, on April 6
j day matcehed sale, April 11; overnight repos, April 13.

OUTSTANDING MONEY MARKET INSTRUMENTS, BUSINESS LOANS

(Bilhons ot Daollars) ‘
Mar. 30 Apr. 6

Commereial Paper 55.0 56,4
Commerclal and Industrial Loans:
All Weelly Reporting Banks T2 116.8 117.2
New York Reportingz Banks 33,0 1.9 1,1
Bank Certiflcates of Deposit:
A1l Weekly Reporting Banks 60.2 61.8 60.9
New York Reportini; Banks 20.6 20,8 20.3
Treasury Bills 163,06 163,6 168.,1
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John H, Charlesworth April 7, 1977
Fixed Income Marketing

FIXED INCOME POLICY COMMENT

OUR VIEW

Relative stability in all sections of the Fixed Income markets over the past
two months has alleviated a good bit of the apprehension that was evident in mid-
January. While the majority of forecasters still believe a further increase in long
rates is probable, the size of the increase and its timing are now subject to more
divergent views. We continue to hold the view that long term rates will be no
higher at year-end 1977 than they are today, even though short rates could move
higher by 50 to 7% basis points as the year progresses.

Of practical concern to money managers, there is a significant interest
opportuni.y cost to holding short term securities, given the slope of the yield curve.
The spread between T-bills and 7 year Notes is about 250 basis points, which would
discoun! as much as a 60 basis point sell-off in intermediates. We remain con=
structive on the market, and favor the quality end of the spectrum. We believe the
most attractive area for current investment is in the 7 to 10 year maturities, with
long maturities also at good working levels.,

LOOKING BACK

Recent secondary market activity has diminished considerably. New issuc
volume continues at a reduced pace as well, both in the public and private sector,
During March, the volume of new issues was about two-thirds of the year earlier
level. Most issues that came were reasonably well received, selling to tag ends
while still in syndicate,

One measure of the solidity of the market occurred on March 25th, when
six syndicates broke in one day. While there were sharp mark-downs for one or
two names, the remaining balances were readily absorbed and had little or no effect
on over=-all market prices.

While we are sceing reduced market participation on both the demand and
supply sides, the fact that some extensive swapping is taking place is cncouraging.
It is evidence that at least some portfolio managers see current prices as stable

enough to permit su-h activity without risk of sharp corrections in either direction,

The lotegoing bas Deen prepanesd solely foe ilotmative purposes and 15 not g sobcibiaton, or an olfer, to buy or sl any secunty, 11 dows
O PUEPOEE 1o b g comp ete descnption o the secunibies, markets or deselopments pedemned to e the mater e AL expressions ol opinion
are subpgect to change witk out potee, The iformation s obtamed from soutces which wis consider reliabile but we bave not idependently
viritied suc b intormation and we do not guatantes that s accurate or complete: W, o our ofticess and dinectors, miay frorm e to

toee B o lorig or short poston i e secunbies sientoned and may sell o Doy such securities




Municipal markets also showec stability in the past month, even [irming
a bit in prices, In this area, similar characteristics obtain on the supply side
as in the corporate market, 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 balance of 1977, it is interesting that there has not been a rush by
corporations to do some advance borrowing. Several major concerns have
announced the opposite, Cash balances continue to build at major firms (IBM,
Exxon, GE), and AT&T recently stated that 80% of current capital needs would
be financed internally.

LOOKING AHEAD

THE POSITIVES

1. Visible supplies of new issue Corporate debt are only about 2/3 of
last year's record monthly pace. The internal "self-sufficiency' ratios of

major corporations continue to improve, and are now well above pre-recession

levels, Even widesprcecad forecasts of higher rates have not prompted major
borrowings.,

2., The economy is recovering from the winter's distortions. In addition,
recent National Weather Service and Department of Agriculture projections are
morcoptimistic regarding the outlook for feed-grains and farm commodities.
While the threat of drought or ncar-drought conditions is still a very real one,
the affected arcas should be smaller than recently leared.

3. No major case [or Federal Regerve tightening scems evident, even
in the light of recent acceleration in the Money Supply growth rate. These rates
are still comfortably within Fed targets, both near and longer term, and we
continue to believe the Fed will be able to accommodate the Administration's fiscal

programs without raising target Federal Fands rates,

4. The shape and slope of the yiel  urve is now penalizing those who are
in the very short end of the market., Recer ly noted has been a growth of
"re-intermediation'', the movement of funds back to time accounts at banks
from short term instruments. Lacking matching growth in loan and/or mortgape
demand, these funds are an additional positive force on the demand side for

intermediate and long lixed income markets,




L1E NEGATIVES

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

2, President Carter's inflation fighting program (to be announced this
week), energy programn 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
moderating force in any rallies that develop, and additional weight in periods
of weakness,

4. The potential for "crowding out" still exists as a negative over the
balance of the year. Although [orecasts of Treasury needs, particularly for £
the third quarter, have recently been reduced, government borrowing will
still be at near~-record levels. The growth of corporate profits (and associated
tax payments) could help ease the pressures in the second half, Our view is
that this will be a diminishing threat if consumer and corporate borrowings
do not surge upward.

CBN-77-3




Investment
Policy

White,Weld & Co.

Incorporated

EARNINGS WILL MATTER (AGAIN)
Summary of taped discussion of Investment Policy
by Harold W. Janeway & H. Carrcll Mackin, 3/18/77

Conclusion: Relative earnings performance is likely to beccme a much more important
determinant of stock price movements in the months ahead than over the last 1-2 years.
We recommend that investors downplay the non-earnings-related investment strategies
that have dominated trading over the past year or so and instead focus on those
companies most likely to show significantly ahove-average earnings gains over the
next two years (and beyond). Such stocks should prove to be the best performing in-
vestments, regardless of what happens to the economy and inflation.

Background: A number of non-earnings-related investment themes have dcminated the
market over the past couple of years. Mnong these are secondary (vs large) companies;
domestic (vs international) operations; underowned (vs overweighted) in institutional
portfolios; indexation (vs stock selection); market timing; top down (vs bottom up);
and current dividend income. Most ~f these appear largely to have run their course
or are at least reflected in curren. stock prices. Probably the most popular strategy
stresses high current. income. Indeed, there is a high correlation over the past
several years between a stock's performance and its yield. Since June 1975, a port-
folio consisting of the five highest yielding industry groups at that time would

have provided an investor with a 27% total return to date, while a portfolio of the
five lowest yielding groups would have shown a 9% loss for a 36 percentage point per-
formance spread between the two. If you look strictly at industrial companies (a
sample of 1600), the 10% providing the greatest yield in June '75 would have given
investors a 70% total return to déte, while the lowest 10% would have rendered only
a 40% gain. In June '75, the yi:1ld spread between the top-yielding 10% and the
bottom 10% was 8.4 percentage points; today it is only 6.9 points, with almost all of
the change reflective of stock price changes. Taking another approach, at the 1974
market bottom the utilities were yielding an average of 12.4% vs a 2.5% yield on the
drug stocks for a 10 percentage point spread vs 5.5 points at the end of February -

a tremendous compression of the market's yield distribution.

The narrowing of these spreads has reduced the relative attractiveness of the
higher yielding stocks. Focusing on the up-front dividends without factoring in future
dividend and earnings growth is likely to be much less rewarding over the next year.
The natural respongse is Lo look at the traditional growlh stocks as the alternative,
but arc they? Still among the lowest yielding stocks in the market, most of the
"nifty fifty" still carvy P/IN premiums that appear to be discounting roughly twice
the growth rate of Lhe rest of the warket for the next ten years - a bit much to
swallow., Consequently we do not expect bthe growth stock group to be market leaders
in the next up cycle, except those that show earnings gains well in excess of corpor-

ate profits overall.

The bost buys in the market today probably lie somewhere between the high
current yielders and the low-yield growth stocks - those undifferentiated stocks with
above-average carinings prospects, below-average yields, and below-average payouts
(The S&P 500'a dividends currently have a 43.7% payout.). What we're saying is buy
those stocks that have the prospect of becoming high yielders in the future.
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Outlook: Investors' primary concerns today are the possible resurgence of
inflation and sharply rising interest rates. The present structure of both the .
stock and bond markets reflects these worries. The yield spread between stocks

and bonds is at its narrowest level since 1970, and the gap between the yields

on 1- and 20-year government bonds is wider than it has been in over a decade

(250 basis points); both indicate expectations of higher interest rates. We

believe these fears are overdone and do not expect a renewal of prolonged inflation
above the 5-6% level. Nor do we foresee 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 moisrate (5-6%) growth and inflation are correct,
then the narrowness of the yield spread between stocks and bonds arques for

further investment in equities.

Looking ahead, we are forecasting aggregate corporate profits growth of about
12% this year with a slightly lower (10%) advance in 1978. These gains will be
widely scattered rather than concentrated in one or two areas. Given this environ-
mer *, investors should approach stock selection with an open mind, deémphasizing
the popular themes mentioned earlier and focusing primarily on relative earnings
prospects and the potential for higher dividends.

Some examples would include the Aluminum Industry, whose earnings we foresee
doubling over the next two years (vs our expectations 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 rew years these should be considerably higher on today's
stock prices. Among the other basics, ALLIED CHEMICAL (ACD-45 7/8) yields less
than 4%, but we foresee a sharp rise in earnings to roughly the $10.00 level by
1979-80 accompanied by a substantial build-up of cash. OCCIDENTAL PETROLEUM
(OXY-25 5/8), a benwriciary of North Sea oil also has substantial dividend
increases in prospect, SOHIO (SOH-83 1/4) (yield 1 1/2%) is a more extreme
example, with the prospect of a $5.00 dividend (£1.36 currently) by the late 70's .
when the North Slope o1l starts to flow.

A more detailed policy statement will be out shortly.

William F, Boyd
Sales/Research Liaison

SRL=76-20

The toregoing has boen propared solely for informative purposes and 15 not o solicitation, or an ofler, 1o buy or sell pny .
seeurity, It does not purport to be o complete description of the securities, markets or developments referred to in the

material, All vxprossions ol opinion are subject to change without notice, The information is obtained from sources which

wa consider rélioble but we hove not independently veritied sich information and we do not guaranter that it is accurate or

complite, We, or aur officers and directors, may from time to time have o long or short position in the securities mentioned

antd may sell or buy such securities.
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Investment Strategy—A Change

We believe earnings will becorne a much more important determinant of
stock price performance over the balance of this year and next. Thus, in-
vestors should emphasize those companies that are most likely to show
significantly greater than average earnings gains in the next two years and
beyond. Such stocks are likely to prove to be the most rewarding heidings
regardless of the trends in inflation and the economy. If growt in the
economy proves disappointing, and nverall profits rise only moclerately, rela-
tive earnings gains will be important. The same should be tiue if the econ-
omy is stronger than expected this year and 1978 turns out to be another
good year. I inflation fails to moderate, contrary to our expectations, then
strong earnings gains should provide at least a partial offset,

Although the market seemed preoccupied over the past year with a number
of investment themes not directly related to earnings, disappointing carnings
did not go unnoticed. In a year in which overall corporate profits roce 29%,
those companies that fell short of expectations were far more impacted than
those recording sharp gains. However, with overall corporate prolits ex-
pected to be up only about one-hall as mach this year as last, sharp earnings
giing should be more noteworthy, Moreover, the gains are likely 1o be
scattered, not concentrated in one or two areas. Thus, investors should ap-
proach the selection process with an open mind, de-emphasizing the popular
investment theories that have come to be widely accepted as universal truths,
Increased ermphasis on earnings gains does not imply a retarn to traditional
growth-stock investing.  Companies with  outsize earmings gains should
qualify, those with average gains are more likely to be average performers.
Above-average price nerformance is most likely in those cases where the
carnings gains are conver led to dividends over the next two or three years.

There are four reasons why we believe investors should stress companies
showing substantial earnings progress over the next two years: lirst, 1o offset
inflation, Over the past few months investors have rased their inflation
assumptions, but do not appear o have made a corresponding adjustument in
their investment selections, Second, big carnings should be less commaon in
1977 78, We estimate the average carnings gain for the two year period in
the 20-25% range. Third, the market in general appears reasonably priced
with little downside risk, However, we do not expect a material expansion imn
P/E ratios. Consequently the increase in the market averages will reflect
primanty earnings growth, Individoal stock selection will also be of prime
importance. Fourth, diadend growth will take on more impor tance than cu. -
rent yield, Major carnings gaing are likely 1o lead to larger dividend increases.




1. Offsetting
Inflation

2. Overall
Profit
Gains

Moderating

3. Overall
Stock
Market
Outlook
Satisfactory

Virtually every 1977 inflation 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 fall. However, with the exception of the weakness in the
insurance stocks, which are considered the most inflation-sensitive group,
there has be:n little discernible change in the make-up of the stock market.
High vielding stocks held up better than most.

We believe most people uver-reacted to the winter's effect and expect that
inflation 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. If inflation does not moderate as much as we expect, then the
market as a whole will be disappointing, 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-
tion is unexpected. 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%,
above the 12% considerec reasonable a few years ago, is evidence (at last!)
that equities do afford infiation protection. Larger earnings increases provide
maore long-run protection.

By the fourth quarter of 1976 profit increases had eased significantly from
the high rate earlier in the year. We are projecting corporate profit gains of
around 12% for 1977 as a whole and tentatively estimating gains of roughly
10% in 1978, Thus, the period of sharp profit recovery is now behind us.
From here forward those companies recording exceptionally large earnings
gains over the two years, rather than in 1977 alone, should stand out more
clearly. Among the 425 companies that we follow we have atlempited to
identify those which appear capable of recording gains that are at least
double the average expected increase. (A list of these companics appears 0
page 8). A number of the lower-multiple stocks with large earnings increas s
in prospect have outperformed the market over the past 3-6 months, indicat
ing that relative carnings gains have had an influence in the market. However,
the lower-yiclding, higher P/E stocks have continued to lag making some of
them particularly attractive. We see the influence ol ewinings 2xpanding in
the months ahead. It anything, the fear of hgher inflation should focus
greater attention on the increase in earnings.

We believe the stock market is reasonably priced. With the S&P HOO seliing at
about 9 times estimated earnings to yield nearly 4%% on prospective 1977
dividends, the risks are modest indeed. The following charts serve lo under
score our view showing that the earnings yield on stocks is now moderately
above bond yields, a relatively uncommon experience over the past decade,
(Chart 1), and that the bond stock vyield spread has declined substantially
from the highs of carly 1976 1o the lowest level since 1969 (Chart 2).
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We have felt for some time that investors should assume a continuation of a
relatively low-confidence market environment. This remains our view. We
believe that P/E ratios will not rise materially and that the gains in the
market over the coming 12 months are likely to approximate the increases in
earnings and dividends that we loresee this year and next. This implies a
market level 10-15% higher in a year. Therefore, we expect selectivity and
stock price-sensitivity to be extremely important to achieving satisfaclory
investment performance. To a much greater degree than in 1976, the dis-
criminator to apply in selecting stocks should be relative earnings perfor-
mance. We do not mean to imply that the enly stocks to buy are those with
the prospect of unusually sharp earnings gains. There are other values among
companies whose earnings in 1975-76 were particularly impressive that are
not lully reflected in today's prices and among COMPanties where earnings
may be currently flat or down, bui show promise ol large gains starting in
1977 or 1978.

Some of the companies for which we see substantial 1976-78 earnings gains
provide little or no current return. In such cases good earnings growth in the
past few years and poor market performance have brought their P/E’s 1o
levels that »cem low by any reasonable standard. Then P/E's relative to the
market are as low as at previous bear market lows. The following tables
compare current F/E's
those prevailing at previous market-cycle lows

on the growth stocks we consider attractive with
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COMPARISON OF CURRENT P/E WITH PAST BEAR MARKET YEARS

P/E Level Relative P/E to S&P 500
1966 1970 1974 1977t 1966 1970 1974 1977E

Digital Equioment 375 320 126 164 28 24 1.8 1.8
General Reinsurance 147 135 176 166 5 LI 25 1.2
Hewlett Packard 229 211 169 17.2 1.8 16 24 1.9
IBM 799 2448 120 153 23 1.8 1.7 1.7
Kresge 143 180 17.7 14.0 4 13 2.5 1.5
Lowe's - 124 106 141 - 1.1 1.5 1.5
McDonald's 10,7 188 124 139 08 14 1.8 1.5
Sony - 1386 B.7 139 - 1.0 1.2 1.5
Tektronix 14.3 16.5 39 106 i) (R [ 0.8 1.2
S&P 500 192 136 7.0 0.2 - - - -

The merket has been dominated by interest in high-yielding stocks (and bonds)
over the past year. We remain optimistic on the outlook for dividends,
estimating & 21% increase in the S&P 500 dividends from $4.05 in 1976 to
$4.90 in 1778. The estimate assumes a comfortable payout-ratio of only
40-41%. If return on equity is maintained at last year's 14%, the plowback
rate would equal 8%%, an historically high level. Thus, even if esrnings
decline or wiflation ¢ ccelerates somewhat, dividends could continue Lo rise in
real terms. With the exception ol a few non-capital-intensive companies—
Avon, Cok, IBM for example—and some high-return, low-payout companies
such as Halliburton, Kresge or S hlumberger, investors should not assume a
major rise in payout ratios. Thus, the biggest dividend gains generally will
paralle! earnings. Higher prospective returns on today’s stock prices should
be attained by focusing on long-term dividend prospects. Increased emphasis
on earnings gains does not necessarily imply a return to traditional growth
stock investing. Those companies with outsize earnings gains should qualify
regardless ol the type of stock.

By this time last year investors had set therr sights on a good econormy and a
profit recovery at least as large as that which materialized. Since that time
the market has remained i a narrow range, but as most investors are well
aware, the trendless pattern ol the overall market camoutlaaged substantial
gains and losses among different sectors and industry groups.

There are five ivestment themes that played a major vole in relatve stock
frice performance of these diflerent groups during the past one 10 two years.

These are: emphasis on current income, companies with primarily domaestic
rether than internate nal exposure, portfolio diversification (indexation), in
stituticnal over-and under-ownership and secondary companies. These are all
valid considerations that we have cspoused, but markets have a way ol
adjustng and much adjostment has oceurred,




1. Current
Income

2. Stress
Domestic—
Avoid
International
Exposure

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
yzars. 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 extreme 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 yielded 8.0%. On September 30, 1974 (close to the
market low) the vields were: drugs 2.5%, electric utilities, 12.4%. At the end
of February, 1977 the drugs yielded 2.9%, the electrics 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 vyielding stocks with below-average
payout ratios and high returns on equity cormpared favorably from the stand-
point of future income with higher current-yield stocks when approaching
the valuation process on the basis ol prospective yields reflecting estimated
growth in dividends. We advise more emphasis on growth in dividends and
less emphasis on current income. Long-term dividend growth of course in-
creases the importance of earnings growth. This will be particularly true
from tnis point forward because we do not helieve u.= payout ratios of most
groups with high current yield will increase materially.

DISTRIBUTION OF DIVIDEND YIELD OF INDUSTRIAL STOCKS

__Average Yields Of Groups

(Sample of over 1,600 Industal Companies)

Highest Yielding Lowest Yielding
10% lssues 10% Issues  Yield Spread

Decembier 1973 9.43 0.0 0.43
December 1974 3492 0.0 8,92
July 1975 a7 0.0 u.a7
December 1975 8.68 0.9 0,64
December 1976 5,04 0.0 (.99
March 1976 91 0,0 6.91

A vaniety ol problems has led mvestors 1o adopt the now famihar By
Amaerican theme: the poor performance ol foreign economnes, the cumualal
ing problems ol the ol payments deticits, the sharp Huctuations in foreign
currencies and accounting rule FASB #8 that requires quarterly currency
transtation losses and gains, All ol these considerations contributed to the
portfolio managers” decistion to mmimize their exposure 1o these problems,
We believe investors are night i therr concerns just as there is considerable
logic 1o the new emphasis on yield. However, many leading multi-national
companies have come through the problems ol the past few years reasonably
well, Moreover, their carmings i 1976 were in many instances particularly
adversely allected by currency adjustments, Even if translation losses are as
high this year as last, which we believe s unlikely, there would be no further
negative earnings impact, What seems more Likely to us is that a 304 per
share tanstation chiarge i 1976 might become a 20¢ per share charge in




3. Diversification-
Indexation

4, Underowned
Versus
Overowned

5. Secondary
Companies

1977 1U¢ boost to the year-to-year earnings comparison. Thus, while we
would not single out multi-nationals per se 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. 'Nhile 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 *hian self-protection, will find the best opportunities in those com-
paines whoer earnings are rising rapidly, We believe that many investors may
be cenfusing portfolic balance and indexation. To us, portfolio balance
means a reasonable mix of types of stocks and industries reflecting an assess-
merit of the probabilities and risks, but it should not mean matching the
make-up of the rarket. To hold a market weighting in an industry or group
implies an unwillingness to take a stand. It is our impression that most
investment portfolios are now more balanced and diversified than at any
time in recent years. This should imply opportunities for investors willing to
exercise a greatzr degree of individual judgment. That judgment is best ex-
ercised on a case-by-case basis, again with the emphasis on earnings.

Part of our investment policy for the past year and a half has been to stress
those cornpanies less widely researched and owned by major institutions—
what we refer to as the companies with the thin files. We continue to feel
that a stock that is less widely owned by institutions is more attractive than
one with a high level of owncrship, all other things being equal. However,
hare too investors should avoid adopting the strict construclionist’s view,
avoiding a stock just because it 15 overowned, In this regard, 1BM's recent
tender offter did much to dispel the illusion of overownership of that par-
tcular assue, While the deqgree of institutional ownership can be set forth
reasonably accurately trom the data available, it is important to reclize that
overownership is also a state ol mind. Positions are always too large in the
stocks that are going down and too small in those that are strongest. Given
IBM's dividend growth prospects and market price, there was no reason lor
investors 1o be concerned if they had more than the market weighting in the
stock, The compeny's highly successtul unsuceessful tender offer served to
make this clear. The overowned theory is becoming overwor ked and should
be given less weight i making investment decisions,

The popularity of secondary companies has increased along with their per-
formance over the past two years. Only during the third quarter of 1976 did
the S&P average outperform the unweighted average last year, This re-
Hects a number of the other investinent themes noted above—yields tended
1o be higher on sccondary stocks, therr busiess mix less international, they
cnabled portfolio managers 1o diversify and they were generally under
owned. We continue to hke a number ol the secondary companies but do
not behieve that their emphasis will be the key to ivestiment performance in
1977, Big companies with big earmngs gains also should do well




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 likely to be scattered through
numerous categories. For example, we believe that the aluminum industry isin
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. Similarly, the chemicals as a group
continue to present a very mixed picture. However, Allied Chemical, thanks
primarily to earnings from the North See. could double its earnings between
1976 and 1978. In the cnergy area SOHIO's earnings could triple and Occi-
dental Petroleum’s earnings could double, neither of which appears to be
fully reflected in their stock prices, despite aood relative performance over
the past six months.

All of the growth 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 that investor recognition of their
good earnings prospects will be gradual and could well be delayed. Neverthe-
less, those investiors operating with more lead time should be accumulating
the stocks now. The same comments apply to the smaller companies on the
list,

IP-77-3 Harold W. Janeway
Director of Investment Policy

Within the Tast three yeans, Whites, Welid & Co. Incorparated co tnaeedd public otterings ol Pazs
ond FLL Wilson, Whito, Waold & Co. Incarporated makes & mark ot in the shares of Lowe's Cos General
Homsaranco and 1.0, Wilson but may discontinue at any thoe, without notice, maintenanco of such
mugwhet, Othceers of White, Weld & Co. Incorporated are directors ol Lowe's and Dapera) Corp
Intacmation recowed by e as ditectons is cantidentiol and cannot b conmnmicated ta our peer
sonnel ur chienity

Thie foregoing has boen preparod solitty tor informative purposes and 18 not a soletation, or an ollor,
to buy or sell any security. 1t does not purpont 16 bo o completo description of the s urities, markoets
ot deadopments refeced (oo the material. AN expressions ol opinion an subyect to change withouot
noticy, The informaetion & obitaimed trom sources which we consider reliabilis Dt we have not indegwen
clontly venilysd soeh antarmation and v do ot poarantes that it is aceurate or complete, We, or our
othicers and directons, may tom time 1o time Bave o long or shart prosttioe oo the securities mentionsd
wned may woll or buy such securiti




RECOMMENDED COMPANIES WITH 40% EARNINGS GAIN, 1976-78

1973-81
Fiscal 3/25/77 1972-77 EPS % Chag. Growth 1977 Cur. Market
Company Yr. Price Rangu 1976 1977E 197BE 1976-78 Rate Est. P/E Div._ Capital.
(Mil.)

SOHIn 86-30 $3,55 §5560 814,10 297% 144X $1.36 $3,177
Rz2ynolds Metals 43-12 3.74 525 8-9,00 127 1.6 1.20 A 736
Alcoa f 61-26 4,14 6.00 8-9.00 105 9.7 1.40 1998
Intel '8-10 2,37 1.30 4,75 100 14.6 ~ . 516
MGIC ) 98- 6 1.15 1.80 2.30 100 8.3 0.20 " 351

Louisiana Pacific 5 24- 7 1.51 2.40 3.00 99 6.7 0.20 . 423
Allied Chemical 54-23 4.07 6.00 8.00 a7 2 i 1.80 2 1,278
Occidental Petroleum 3 27- 7 2.27 3.25 4,35 92 8.0 1.00 3£ 521
Tektronix > B 69-18 3.30 4,55 5.75 74 13.0 0.30 £ 525
Digita!l Equipment ) 4 6G1-15 1.98 2,70 3.40 72 25 16.3 — 633

Lowe's Cos. ¥ 26 48-12 1.33 1.72 2.20 161 0.24 4 342
Sony 18- 1 0.50 0.65 0.80 154 0.06 2021
Hewlett-Pac kard ] 12146 3.23 4,10 5.10 8 18.5 0.40 5 2,143
volaroid 33 150-14 3.00 3.60 11.0 0.50 & 1,166
duPant 28 204-85 0,30 11,50 13.50 45 3 11.1 BBl 4. 6416

McDon~'s 4 77-21 2.9 3.30 3.90 43 € 12.7 0,10 1,828
Crown Jellerbach 49-20 3.88 4.55 550 42 Y, B.8 1.80 4.5 1,016
First Charter ; 20- | 2.50 3,00 3.50 ] 5.7 — 451
General Beinsurancs 2574 14,80 16.00 3¢ 10.6 1.20 81
NCIR y 16-14 3.G0) 4.35 5,00 3¢ s B.6 080 2.2 an

Imperial Corp, ¥ 20- 4 2.08 3.50 4.10 38 4.0 0.24 S 219
Koresae 13 215 2.50 2.90 ! 13.2 0.32 4,289

Smaller Capitalization

Picza Hut ) . 11- 8 3.10 3.70 48 0.8 0,40 159
Technicar e i) i 5,40 1.50 4 20 1.2 1,40 112
Wal-Mart i 8 b 1.40 .75 ; ' 10.0 0.10 197
Wheelabrator=F iy 't 33- 7 2.0 3,20 Ly 3 a.bh 0.63 2./ 192
Wilson, H,.), ! 30- 3 Nii5) 10 2.45 48 s 7.1 37

S&P 500 () | 0985 11,00 2.00 22 i 9.0 d.40
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From thrl windows ot White Velde headaaarterqim B York City
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From the windows of White Weld's headquarters in New York Clly. -
can be seen the panorama shown dn the front and back covers of ' (
thjs annual review. At the left are the towers of Wall Street, center of g :

2 s . the greatest financial marketplace i in the world. In the far distance
is the Vegrazano Bridge, with the ogen tlanhc beyond.

" White Weld opens doors to the tapilal markets of the world.
i Together with its associated company abroad, White Weld serves
. the' needs of custorr]ers through inyestment banking and financial
& service units in thirty-eight cities on four cozsmenls

: MMe Weld & Co. Incorporate ig @ wholly owned suandlary
A of White Weld Holdings, Inc., whichhas over $50 million-in stock-
| holders’ eguity and $70 million, on & consolidated basis, inttotal
,' capital funds. It provides a full rang 3 of investor service$ and in-
vestment banking facilities for clients in the United States and gt A,
foreign countries. The firm employs clgse to two thousand people
irt thrrly-ona cities around the globg (shown as circles above)

Socuéléranonyrm financiére du|Credit Suisse et de Whne Weld
represents the combined internatignal irfvestment banking vehicle
of Whlte Weld and Credit Suisse, one of the leading banks in

e the world. With equity capital in exdess of 130 million Swiss francs
($52 miJlion), Financiére offers a full tcomplement.of international _
investment banking services. Its ofjerating units maintain offices 2

in five cities in Europe and Asia (sHown.as squares above).




Highlights

Outiook 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 vitally
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 Commitment to Trading

White Weld's success i strengthening its role in trading is
reflected in a growing share of volume in corporate, U.S.
Government, and municipal securities.

Full Service for Institutional Investors
While Weld provides institutions with top-qualily economic and
research analyses together with trading and execution capabilities
ina full line of securities.

Special Programs for the Individual Investor
The services While Weld provides prolessional money managers
are adapted lo the needs of individual inveslors.

Continuous Supervision of Client Porifolios

White Weld offers a balanced approach 1o portiolio manage-
ment for individual clients, tax-exempt corporale and union
pension funds, and endowment tunds.

Support Services for White Weld Ciients
White Weld is adapling its worldwide communications and

securilies processing systems as financial markets grow in
size and complexity.,
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wnior officers of White Weld, reading
hunterclockwise Irom lower lelt, are
1l Hallingby, Jr., chairman; Fredoerich
Wanham, president; Charles C,
llinghast, Jr., Charles C, Lee, Jr., and
anty W. Meers, vice chairmen,

r. Tillinghasl, lormer chairman of

January 1977,

ans World Airlines, joined White Weld

Outlook and Review

Economic uncertainty and political transition dominated the news
here and abroad during 1976. In the United States the deceleration
ofthe recovery and the lengthy election campaign seemed to
reinforce the cautious attitude with which business executives,
consumers, and investors emerged from 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 recovery. 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 their
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 lo recent years. Our financ-
ing clients found opporlunities to raise capital at generallv
improving rates of interest. Our investing clients were able to select
from a broad range of securities, both debt and equity, that offered
reasonable relurns.

Access lo debl capital markels broadened. Companies with
credil ratings of Baa and below were able for the first time in several
years to sell long-term debl securities through both public under-
wrilings and privale placements. Equity markels, although open for
financings by major companies whose names were known to
inveslors, were highly selective in accepting new issues of common
slock.

For White Weld, reveniues and prolils reached record levels
in 1976. Inthe prevailing favorable business environment, our firm
benelited from its deep involvement in the carporate and public
linance sectors and from its broad exposure to the activity ol
institutional and individual clients in all securities markels, /\s we
continued to expand our capilal and prolessional resources,
we gained share ol market in all major areas in which we operale.

Our international affiliate, Société anonyme financic ‘e du Credil
Suisse et de While Weld, also realized sharply higher revenues
and netincome as flinancing ininternational markets expanded and
as secondary market operations benelited lrom declining interest
rates and rising bond prices, While most ol the major lree-world
cconomies face more difficult conditions than our own, we never-
theless expect them to grow more rapidly in the agaregate than
in 1976, leading to continued active financial markels abroad

The keynote of the recovery cycle thal began in 1975 has been
moderation and caution. History tells us thal speculalive excesses
do recur, but as yet we sec little evidence thal such pressures
are building. On the conlr ary, we detec! a widespread desire {or
fiscally responsible concucton the sart of individuals, businesses,
and governments, Altho igh the new Administration laces ¢
delicate task in keepine, the recovery on track and proceeding at a
moderate pace, we br lieve 1977 will be a good year for both our
financing and investit g clients.
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The Teamwork that Raised $1 Billion

for the Energy Industry

The critical shortage of nalural 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 will need.

In order to provide fully its creative assist-
ance in all phases of financial planning,
White \'/eld during the past five years has
more than doubled its complement of
investmenl banking and research ¢ >ecial-
ists concentrating in the oll, gas, coal,

and related industries.

Senior members of White Weld's cor-
porate finance depariment specializing
in natural resources are shown on the
opposite page. From left to right they are
Stephen W, Houghton, Wallace . Bennett,
Anthony V, Leness, Roberl L. Huston,
Theodore D. Sands, Jeremith K Ross,
Roberl K. Green, and Alexander M, While.

In 1976, White Weld raised over $1
billion for the energy secior of the national
economy through the development and
managemenl of public bond and equity
issues, through privale placements, and
through such other financial techniques as
laver 1ged leasing. This total placed While
Weld amaong the lop-ranking invesiment
banking firms in volume of financing lo.
the oil and gas indusltries,

White Weld's slrong position in the
anergy lield developed in the years follow-
ing World War I, vtheen the firm pioneerad
new financing techniques for the buraeon-
Ing gas-pipeline business, We helped
supply the seed money financial know-
how, and organizations ! skill to spread
a pipeline nelwork throughout the United
States and Canada. This activily led to the
financing of other hydrocarbon and
rolated industries,

Among While Weld's clionts whose
principal activity 15 gas transmission are
The El Paso Company, Transco Compa-
nies, and United Enerqgy Resources. In the
gas distribution field we have acled as
invesiment bankers for Brooklyn Union
Gas Co., Entex, and Southern Union Gas

0. Among cllents engagod primatily in
bil and gas exploration and production aro
elmerich & Payne, Pennzoll Company,

Pannzoil Oltshure Gas Operators, and
annzoll Louisiana & Texas Olfshure
ompanies with diversified interests in
norgy and other industries Include
Jouston Natural Gag Corp., MAPGCO Inc,,
ind Tennecoe Ine.

Recently the firm has moved to oxploro
he potential of the coal industry, which
¢ expect to emerge as a central olamant
1the nation’s energy policy. We have
een working with a numbar of clients in-

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

To respond successfully to the complex
needs of energy companies loday re-
quires expertise in many specialized as-
pects of finance. White Weld is able to
furnish its energy clients with such exper-
tize drawn from other sections of its in-
vestment bankii.,, t8am. A notable instance
is provided by ship-construction financing
under Title XI of the Merchant Marine Act.
Financing under Title Xl places the full
faith and credit of the federal government
behind guarantees of debt issued to finance
new vessel conslruction, White Weld's
clients have ulilized such financing for
liquefied natural gas carriers, a semisub-
mersible drilling rig, and supply boals
that service the offshore oil and gas
industry.

Most of the companies operating in the
nalural resources area are requlaled by
agencies of the federal government, White
Weld has a long history of assisting its
clients by supplying experl financlal wit-
nesses al regulatory hearings. Recently
we have been particularly aclive in this re-
gard, teslifying to the financial feasibllity
of multibillion-dollar energy projecls in-
volving importation of natural gas from
Algeria and Alaska,

We have for many years expressed our
view in hearings before the federal requla-
tory agancies and in other lorums that
unrealistic and arbitrary controls maintain-
ing wellhead prices ol gas far below thelr
intrinsie value as compared with other
fucls could only result in extreme waste
and ultimately a serlous shortnge of this
valuable commodity. Recent parlial de-
control has becn a step in the right direc-
tion, While complete decontrol will not
restore the vast amounts ol nalural gas
which have been used lor inlerior pur-
poses lor so many years, a further freeing
of markel prices is now ossentlal 1o en-
courage more explaoration for natural gas
as well as the additional use of all feasible
sources of supplemental and synthellc gas.

We believe research competence s es-
sonlial to our aclivities in the energy sec
tor. A well-informed sales force supporled
by a strong research elforl is in the best
position to market our cllonts' securities,
White Weld has strengthened and broad-
enod its energy research capability, paral-
leling its increased commitment of in-
vestment banking resources lo tha aroa,
Pictured at rignt are A. Hagor Bryant,
John L, Kalmbach, and Philip L. Dodge,
three of the six analysts who concentrate
on coverage ol lhe energy area,




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 clients 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 hillion of underwritings, $4.0 billion
above the 1975 level, and ranked first in Eurobond underwritings.
Its activities are described in detail laterin 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 indicatec’ an 8.88 percent yield; in
December the rate was 8.05 percent. Straight debt issues accounted
for more than 70 percent of White Weld's managed corporate busi-
ness, and most of this financing was done for utilities and larger
indusltrial companies, although the market did broaden, as
compared to recent years, to admit lower-rated credils,

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 siluation in 1976 similar to that of 1975, with an uncertain
response for offerings of their common stochs in the public market,
The success ratio for those companies sciling their shares for the
first time was indeed low.

The breadth of the private placement sector of the market also
continued to improve throughout the year. The availability of
funds for companies enjoyiny ratings for their debl below the high-
investment-grade calegories improved materially over the pre-
vious two years. Rates ulso declined throughout ihe year. At the
beginning of 1976, a typical indusltrial company v/hose debl carried
a Baa rating mighl have paid a rate of 9.25 percent on ils lilteen-year
senior noles sold to insurance companies. By the end of the year,
arate of around 8,70 percent was more normal.

The municipal seclor of the bond markel benefited by the
retreal ol New York Cily and State from the brink of disaster and off
ol the fronl pages of newspapers across lhe country. Markel
stability was also enhanced by the return of buying interest from
lire and casually insurance companies, whose prolils rebounded
sharply during the year. The Bond Buyer's 20-Municipal Bond
Index started the year at 7.29 percenl and ended al 5.83 percent, an
unusually large change for a one-year period.

Industrial and Financial

In addition to the linancings for nalural gas and oil companies,
White Weld managed major offerings in 1976 for such diverse
clients as American Cyanamid Co., Baxler Laboralories,
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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 Regulator 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
ithas 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 Arwood 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 of these forms of financing. Working as
ateam, the firm's public finance and corporale linance experts
completed a number of r ollution-control and general industrial
bond offerings foi such :lienls as American Cyanamid Co., De Kalb
AGresearch, Keystone Consolidated Indusltries, Madison Gas &
Electric Co., Nevada F ower Co., and Waste Management.

Special assistanca in financing pollution-control equipment is
now available o small business. In 1976, Congress enacted leg-
islation to permil small business~ ; to take advantage of tax-exemplt
financing in consltructing pollt. n-control projects through
100 percent debl guarantees by the Small Business Administration,
which will make these securities readily marketable. White Weld
played a key role in developing this legislation and was then
selected by the SBA to work out a pilol program in California in
collaboration with the Bank of America.

The managemenls of many corporate enlerprises and govern-
menlal agencies call upon White Weld to provide its experlise on
complex linancial questions. Consulling assignments for Americar
Can Co., Exxon Corporation, International Telephone and Tele-
graph Corp., and Uniled Stales Steel Corp. were among those
completed las! year.




Utilities

As tha rale of inflation subsided and interesl rates declined,
maikets 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 ranking as a managing underwriter of
negotiated issues and those offered competitively.

White Weld was a co-manager fer 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-im.ortgage bonds by Washington Water
Power Co. and a §7o-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 affiliations. In 1976, White Weld's associated com-
pany in Europe arranged lines of short-term credit for several U.S.
ulility 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 se tor of the economy. We are expanding the
investment banking services we provide to all elements of this
highly capital-intensive field—shipping, airlines, trucking, and rail-

roads. The addition to our senior management of Charles C.
Tillinghast, Jr., TWA's former chairman, is an important enhance-
ment of our staff in this regard. Paul E. Tierney, Jr., who was
formerly director of finance with the U.S. Railway Assoiation,
specializes in the transportalion sector. He is shown at left with
Elisabelh N. Speclor of the corporale finance department.

Nalional policy inclines increasingly toward government assist-
ance in various sectors of lransportation, giving access 10 new
sources of capilal for corporale enterprise in the transpotlation
industry. White Weld's expertise in Title X1 ship financing has
been menlioned. Acting as financial advisor, White Weld played
an important partin bringing into being the government’s unique
$2.1-billion investment in the securilies of the Consolidated Rail
Corporation (CONRAIL) in 1976. To develop the further opportuni-
lies we see arising in the railroad induslry, we lormed a syndicale
lo compete for railroad-equipment trust certificates, For the
past twenly years there have been jus! two banking syndicales
serving this very large markel.

White Weld was advisor last year to Waller Kidde & Co. inils
pianned divestiture of the United States Lines, a major U.S. flag
carrier, to WUl Inc. The lirm believes thal a period lies ahead in
which divestiture and acquisition will conslitute major means of
mobilizing capital in the shipping induslry. Similar possibilities are
developing in trucking.




\

Public Finance

As the municipal market moved toward its record volume of $33.8
billion in new underwritings 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 Authority ($50 million),
Tennessee State School Bond Authority (360 million), and Port of
Tacoma ($38 million), and co-manager for South Carolina Public
Service Authority (3100 million). The creative approach that has
distinguished White Weld's activities in energy, utilities, transporta-
tion, and other sectors also characterizes its efforts in public
finance,

White Weld has a record of in~ _vation in the field of mass
trancportation. It was instrumental in developing the legislation that
made possible financing of the first regional consolidation of mass
transportation, undertaicen by the Massachusetts Bay Transporta-
tion Authority. The firm acted as advisor to the $1.5-billion system
forthe . stropolitan Atlanta Rapid Transit Authority prior to negoti-
ating *he first $50-million financing and is participating in an
advisory capacity to the Chicago Regional Transit Authority.

White Weid 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 capital-intc.i~ive
systems. White Weld has put together a solid waste project tearm
consisting of municipal and corporale linance officers, who hay 2
beenaclively developing this new and important market. As a resul,
we have been relained as linancial advisor for projects throughout
the United Slales, including slale governments (Hawaii, California,
and Wisconsin) and several major cilies and municipalities.

The firm is currently under contract with the Environmental
Protection Agency to pravide technical assistance to slate and local
governments in implementing federal resource recovery policy.

There is increasing overlap between the private and public
seclors ol the econamy as a resull of evolving national policy in
lransporlation, pollution control, energy, and other similar areas
White Weld's corporate and public finance experts worked closely
together to develop the financing concepts not only for waste
recovery but also for SBA pollution-equipment bonds for small
businesses, mentioned earlier. The teamwork approach has
increased the firm's value as an advisor lo the managementsof
both corporale enterprise and governmental agencies. White
Weld's corporate and public linance departments, for example, are
leamed as advisors to the Alaska State Investment Advisory Com-
mittee in conneclion with the Alaska Permanent Fund.







A Unique Collahoration in International Finance

White Weld's important role in interna-
tional finance has been established over
five decades of aclive and innovative
participation in investment banking, bro-
kerage, and market making. Within the last
seven years, the tirm has joined with
Credit Suisse, a leading bank in Swilzer-
land, In creating a flexible, talented or-
ganization 1o provide financial services for
corporalions, governments, and institu-
tions dealing in internationa, money
markels,

The two organizalions share in the
ownership of Société anonyine financiére
du Credit Suisse et de White Weld
("inanciére), which is headquartered in
Europe and which engages through
subsidiary units in investment banking,
trading, asset management, and cartain
specialized commercial banking activities,

Financiére's operations extend across
Europe, the Middle East, and the Far Easl,
White Weld's international investment
banking group, located in New York, cov-
ers the Uniled States, Canada, and Latin
Amerlca and also provides customers in
all parts of the globe with entrie to the
U.S. capital markets. in addition, through
its brokerage and trading offices in Lon-
don, Paris, Genava, Zurich, Montreal,
Hong Konag, and Caracas, Whitoe Waold
provides our investor clients around the
world with research, vading, and exocu-
tion services in all types of securnitios
traded in the U.S. markels. Together the
two companies make available 1o ow
clients a highly effective partnarship of
lalents,

Financidre has several important op-
erating units, Tho largast of these is
Credit Sulsse White Weld Limiled (CSWW),
which Is localed in London. CSWW is
the leading undorwritor in the Eurobond
markel and an active participant In all
lorms ol cross-bordor linancial transac-
tions, Including mergers and acquisitions
Itis a leadeor in handling a wide spectrum
of mainly dollar-denominated money mar
kol instruments and has becomae tho
foremost markat makar in London dolla
certificates of dopesit and medium-torm
tranche lssues of CDs. N also leads in
the lloating ol Issues Tor banks in the In-
tornational monoy market, CSWW is active
in the managemaent of international fixod-
incoma Investment portfolios, The trading
arm of Financidre, White Weld Securltios,
is one ol the principal dealors in the sor;
ondnry markat for Eurodollar bonds and
ig also located In London.

Banque Frangaise de Dépdls et de
Titres (BFDT) handles commercial bank-
ing activities for both individual and insti-
tutional clients and conducts extensive
money markel operations in all types of in-
struments. Through active participation
in Eurobond issues, BFDT conlributes sig-
nificantly to the combined placement
power of the group, The bank also nro-
vides merger and acquisition serv. ces
and has played a role in a number of im-
portant acquisilions of French companies
by transnational enterprises. BFDT Is
aclive in arranging listings for issues of
foreign companies on the Bourse in Parls.
One of the bank's operalions under the
name Forinvest conducls research in
French securities and provides financial
consulling services for industrial clients
in France and abroad,

Clariden Bank specializes in multi-
national investment management for a
select group of investors spread around
the globe. A growing part of its clients'
lunds is managed on a discretionary basis,
and its investments are diversified among
the principal capital markets—the North
American, European, and Far Eastern
stock exchanqes and the Eurodollar and
Eurobond markets. Clariden Bank main-
tains close contact with alfiliated entitios
of Financidre ns woll as with independon
advisors in framing Its worldwido invest-
ment strateqy, Inaddition to this traditional
aclivity, the bank has become more ox-
tensively involved In the Swiss capital mar-
kets and has Initiated and successtully
pliacod a growing volume of Swiss-lranc
denominated, fixed-intorost securitios in
both public olterings and private placo
monts The bank provides excellent con-
tact with market tronds in tho growing
Swiss capital markoets.

Theinternational invostmant banking
aroup at Whitee Weld in New York works
closely with these alfilinted companles
overseas to achieve tho best execution of
our customaors” diverse linancial transae
tons. Through its ollices avarseas and in
New York, White Wald distributes an
important sharo ol the Eurodollar lssues
otiginated by CSWW




Innovation in the World Marketplace

Asin the United States, the general recovery of the European
economy from the trough of the recession stimulated activily 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 levels. Total volume for
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 billion, almost
50 percent of the total amount raised. Of Euroband financings, 66
percent were denominated in dollars, 17 percent in Deutsche
marks, and the balance in olher currencies or combinations 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 this market, helpinag make it one
of the most important sources of capital in the world. CSWW, in
addition to its important role in internationally syndicaled bond
offerings, is a leading factor in the management and co-manage-
ment of floating-rate note issues by major international banks.
It also participated in the creation of the London dollar CD market,
which has grown to outstandings of §14 billion,

Financings by CSWW

CSWW is playing a lead role in developing linancing for a major
project undertaken by Norpipe to exploit the oil in the Ekotisk lield
in the North Sea, Norpipe is owned 50 percent by the Norwegian
qovernment oil company, Statoil, and 50 percent by the Phillips
qroup of private companies, In connection with this project, CSWW
was the lead manager on a $50-million Eurobond issue. An un
usual feature of this offering was its use as security of the throughpul
agreements made by the participants.

As mentioned earlier, several U.S. utiity companies weie
introduced Lo the international capital markets in linancings in
which CSWW participated. Included among these were ravolving
loans with European banks lor Pugel Sound Power & Light Co
(525 mullion), Portland General Electnic Co, ($40 million), and
Claveland Flectne Humimating Co. (530 million)




CSWW also managed a number of finaricings for non-European
borrowets in industry, banking, and other fields. Among some of
these were debt issues for Australia, the European 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 Disston by Sandvik Aktiebolzg, 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 inlerests. Midwestern United Life Insur-
ance Co. was acquired by Nationale-Nederlanden, a Dutch
insurance company. The Marx Toy division of Quaker Oats Co.
was sold to Dunbee-Combex-Marx, a British manufaclurer of toys,
toiletries, and home improvement items.

Financings in the U.S. Markel

During 1976, White Weld was co-manager of the largest public
financing on behalf of a foreign borrower that has been made inthe
Uniled Slates—a $367-million bond issue lor National Power Cor-
poration, a Philippine government enlily, to finance a miajor nuclear
power facilily in Luzon. A unique feature of the financing was ils
guaraniee by the Export-Import Bank of the United States, the first
time that the bank has guaranteed a public issue underwritten

by privale invesimenl bankers,

One of the major linancings lor non-U.S. borrowers, managed
in the United States by White Weld, was a $100-million note for
Banque Frangaise du Commerce Extérieur (BFCE), the French
equivalent of the Ex-Im Bank. A major borrower in the European and
U.S. capital markets, BFCE also selecled CSWW to co-manage
lwo note issues in Europe in 1976 totaling $100 million.







White Weld has exp. nded dramatically its
presence in the major segments of the
global financial markets in which it oper-
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 of capital for positioning. The
firm's securities inventories are managed
by our traders based on their assessment
of the markets and our clients' needs. On
average, trading positions have doubled
over lhe last twelve months and quad-
rupled over the last two years. U.S. Gov-
ernment and agency securities account
for the largest segment of typical total
positions, but all trading aclivities 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.

Principal transactions for clients in
corporale fixed-income securilies in-
creased 32 percent over the previous year,
and such transactions in tax-exempt
securities increased 36 percent. Aclivily
in government and federal agency securi-
ties increased so subslantially that com-
parisons with previous years are not
appropriale.

i“oreign-dollar bond and Eurodollar
converlible bond trading, long a major
strength of White Weld, was also extremely
active.

The volume of principal transactions
effected for clients in over-the-counler
equily securities increased 60 percent
over the previous year, with the firm
almost doubling ils share of trading
volume in the approximately eighty stocks
in which it makes a market. Principal
transaclions in listed securilies also in-
creased, as did the firm's total share
of market in listed securilies.

In all, principal transactions ellected
for clients in the secondary markels last
year averaged over $250 million per day.

An Expanding Commitment to Trading

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

The photograph on the opposite page,
taken in the trading room at White 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 lhe Federal Reserve toils
list of primary reporting dealers.

White Weld's enlarged commitment lo
trading is responsive to the importance
that both issuing and investing clients
place on ability to distribule new issues
and lo execute transactions at lowest
net cost,




16 Full Service for Institutional Investors

Sophistication 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 to accommodate our customers'
expanding needs. We utilize specialized 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 investment 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 Weld's corporate fixed-income department
expanded both its personnel and capital resources to keep pace
with the record activity of customers 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 preferred slock issues, substantially more
than the total of cur underwriting positions.

U.S. Government and Federal Agency Securities

The continued buildup of market making in U.S. Government and
federal agency securities has made this a major trading activity.

As a primary reporling dealer (o the Federal Reserve, the firm en-
gages in direct transaclions with the New York Federal Reserve
Bank, which conduclts the Fed's open-markel operalions. In addi-
lion 1o the direct benefils of dealing with the most important cus-
tomer in the market, White Weld's capacily to make markets over
the entire malurity range of government and federal agency securi
fies is enhanced.

Tax-exempt Securities

White Weld maintains active trading markets in lax-free bonds on o
nationwide basis. In addition to the substantial underwriting and
trading activily conducted by our New York office, eleven of our
larger regional branch offices are staffed with municipal specialists
who underwrile and make secondary markets in local 155ues.
These men and women offer institutional and individual chents a
coverage of regional markets that is as comprehensive as any

in our incustry,




17 International Bonds and Arbitrage
White Weld has long been one of ihe 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‘r institutions. In addition, those actively involved in setvicing
these accounts include traders in listed and over-the-cour te
stocks and options, exchange-flnor personnel, and spedlis
providing company and industry analyses, investment polic #
economic forecasts. Taken tLgether, White Weld's professic .
staff servicing the equity needs of institutional clients numbe
more than ore hundred. Despite tha continuing erosion of the ‘nsti-
tutional commission structure, White Weld's institutional comm, 3-
sion revenues increased significantly during the year, as more
clients concentrated their business on a smaller number of firms
capable of providing them with the full spectrum of equily services.

Our slaff of research analysts provides in-depth coverage on
more than 375 individual companies and 30 induslry groups,
representing 80 percenl of the stocks included in Standard & Poor's
Composite Index of 500 Stocks. In the allied areas of investment
policy, economics, and market and technical arialysis, which are of
parlicular concern lo portfolio managers, White Weld has signifi .
canlly expanded ils capabilities and now has one of the largest |
prolessional stalls of its kind in our industry.

While Weld's equity trading networl, spans all lwenty-six
domestic and seven inlernational offices. Virtually all major ac
counts are serviced directly from our own trading dosks

Economic Services
Financial institutions have looked increasmaly to White Weld 10
in-depth analyses ol economic trends. In 1976, White Weld
tconomic Services was established to provide a highly specialed
seres ol commentaries on the economy and certain industnes

o industrial corporations, Dr. A. Gary Shilling, serior vice presicdent
and director ol this new aclivily, is shown at lell with his stall




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 array 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
clients thus beneiit 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.
White Weld underwrites and makes markels in a multitude of utility,
induslrial, and finance company bonds and notes. We also ofler
our clients a broad range of tax-exempt investment opportunities
inctuding revenue bonds, general obligation bonds, pollution-
control and other industrial revenue bonds, and municipal unil
trusts. For inveslors interested in employina capital for the shorl
term, we offer access lo all short-term money market investments,
including lax-exempl project noles.

Special Services

Directly related to While Weld's block-trading capability is its experi-
tise in handling and executing securilies sales [hal are restricled
under Securiies and Exchange Commission regulalions. Such
holdings often resull from the sale of a private company to a public
comnany. These transaclions are therelore of special value 1o
corporale officers and direclors as well as lo other large holders ol
listed and unlisted securities. Our legal and trading stafl werk
together lo provide the best execution permitted by the market and
to ensure compliance with the lechnical provisions of the law

For the investor interested in lax-sheltered investiments, White
Weld is aclive in olfeting equily participations in a variety ol pro
agrams, orincipally in real estate and oil and gas. These investmenls
are screened by stall specializing in the real estale and oil and
aas industries and are selected on the basis of their intrinsic
cconomic worth as well as on thenr lax aspeclts

Listed options trading is an integral parl of White Weld's overall
trading and orokerage activity and an area ol special interest to
many ol our individual elients, We olier access to listed options
Irading on all exchanges and the assistance ol specially developed
compuler programs in tracking the changing relationships
between oplions and their related common sltocks.

Investmenl Advice

The cornerstone ol White Weld's individual client service 15 the
importance we place on matching the firm's overall investimenl
policy 1o the particular and diverse needs ol each client, The
critical link between customers and our investment policy and re-
search specialistsis the account execulive




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 managars.

Money Manager Service contz.ins, often in summary form,
copies of most of White Weld's wiitten investment policy state-
ments, economic forecasts, research 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 to date weekly, has been received
enthusiastically by the professional money manao=ment clients 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, each lixed-income department—corporate, U.S. Government,
and municipal—includes specialists whose responsibility it is
lo interprel developments in their areas and to coordinate the
execution of transactions for the benelfit of individual clients.

Continuous Supervision of Client Portfolios

For the pasl twenty-eight years, White Weld has been engaqged con
tinuously in offering investment counsel to individual clients and

lo tax-exemp!t corporate and union pension fun.ds and to endow-
ment funds. Our objective is to achieve favorable performance
consistent with the specific investment goals of each account.

Itis our experience that a carefully conceived and clearly
delined investment philosophy, applied with consistency and
decisiveness, will provide superior investment resulls over any
markel cycle. We are most conscious of the risk-reward ratio in the
Invesiment selection process and regard conservation of capital
as one of our prime investment objectives. Our investment approach
utilizes equities, bonds, and short-term reserves, depending on
the relative appeal of each throuah the economic cycle, Cash and
lixed-income management are inteqral parts of our service. Garetul
supervision ol each investor's portlolio by an experienced and
well-informed manager provides protection against unnecessary
losses that might resull fram oversight or lack ol information.

nday, assels under management by White Weld exceed $600
million, the highest total in our history, Our investment manaaqge-
menlt stalt under the direction of Edward D. Little, shown at lower
left, includes sixteen senior portlolio managers. These profes
sionals work closely with our research, economic, and investiment
policy groups to develop and execute appropriate investmen
stralegies for cach client.







The nerve center of White Weld's world-
wide communicalions network is on Waler
Street, a lew blocks lrom the lirm's head-
quarters in lower Manhattan. Tho vastly
increased volume ol informalion flowing
lo and from While Weld's branches in this
country and ils own olfices and those of
its close alllliates overseas necessilales
the continual expansion and upgrading
of electronic communications and data
pracessing equipment. Some four hundred
and fifty men and women are now em-
ployed al the Water Street operations and
administrative center, which opened

our years ago.

Support Services for White Weld Clients

White Weld's operations and administrative personnel are dedi-
cated to providing prompt and efficient service to the firm's clients.
The operations grcup is responsible tor processing of customers'
orders, control of securities transfers, record keeping, and other
support functions requircd for the administration of customer
accounts, Customer services include securities safekeeping, the
collection and payment of interest and dividends, the mailing of
proxy materials and companv reports, and the preparation of
monthly statemants of accournt,

White Weld's operations staff works in an environment charac-
terized by change as a result of sharp fluciuations from month
to month in the processing work load and, over the longer term, of
new developments in the industry's clearance and seltlement
procedures.

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

Financial Condition

Al December 31, 1976, White Weld Holdings, Inc., had over $50
million in stockholders' equity and, on a consolidated basis, over
$70 million in lotal capital, including borrowed funds. The com-
pany’s principal assel is its wholw nwned subsidiary, White,

Weld & Co. Incorparated, which offers the full range of under-
wriling, brokerage, securities trading, and investment counsel
services described in this reporl. (See Notes to the Slatement

ol Financial Condition for further information about White, Weld &
Co. Incorporated in the following section.) The other major assel
owned by White Weld Holdings is its investment in Financiére.




WHITE WELD HOLDINGS, INC. AND SUBSIDIARY

Statement of Consolidated Financial Condition (unaudited)
December 31, 1976

Assets
BB it s B e i B B e s MR o W D B AP $ 5,710,000
Receivables:
ISIOTRIBNE s v o 3000w g o mizs o e bt e SR N 290,472,000
BIOROE o i vcw 1w sissieiaienin S a8 s SR A RS S G600 e pidhgs 68,694,000
ERRIEET L bt b & e B 7 SRR 658 B e 11,256,000
Securities—at marketvalue (Note2) . ......cvvvvvneviinnns 216,707,000
Investment in associated company (Notes 1and3) .......... 16,815,000
Fixedassets—net(Note1) . ...vvviiinnn tiviiinrnnnenns 7,393,000
Ohar G808 ¢ ¢ i v s wianaya Leamss vl swgen s eyt s 3,442,000
TOTAL o 158 S iGN T 5 et A S e e B A A $620,489 000

Liabilities and Stockholders’ Equity
Current liabilities:

Money borrowed on securities (Note2) ................ $233,214,000
Payable 1o brokers .....c.ceeveecviniccvssinareranns 69,564,000
Payable 10 CUSIOMErS +.ivoveivvininasrnvennenaenans 178,658,000
Drafts payable . . o« cu oo sie s seainir se pmhan w mu s e 15,532,000
Securities sold short—at marketvalue ................. 28,354,000
Othercurrent liabilities ......c.cocvviiviiiiaiencnnnss 20,682,000
Total current liabilities « . e v cvcivervriiriiininannas .5-'.16._0_0_4.000
Promissory noledue 1981 (Note3) . ..., 4,000,000
Subordinated borrowings (Noted) ......... . .o i 19,544,000
Common stockholders' equily . ......ccoviiiiiiiinnarens 50,941,000
WEITAL. 55 0575 40 25 i S el b P md e d o m i s $620,489,000

See Notes to Statement of Financial Condition,




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 ov/ned subsidiary,
White, Weld & Co. Incorporated (1= "“Subsid-
iary''), amember firm of the New York Stock
Exchange, Inc. Total assels of the Subsidiary are
$598,932,000 and capital funds are $54,329,000,
consisting of subordinated borrowings of
$18,984,000 (Note 4) and common slockholders'
equity of $35,345,000.

Assets and liabilities relating to securities
transactions are reflected in the statementon a
selllement date basis.

Exchange memberships (included in other
assels) are carried at cost ($941,000) ard, in the
opinior, of the Company, the current market
value ($623,000) does nol indicale a permanent
impairment in the value of such memberships.

The investment in the associated company,
Société anonyme financiére du Credit Suisse
et de White Weld, is carried at equity in net
assels, Undistributed income of the 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
slated al cosl! less accumulated depreciation
and amortizalion of $2,228,000,

2, Securities Pledged and Loaned

Money borrowed on securities and amounts
due in conneclion with securities loaned and
repurchase agreements are fully collateralized
by marketable securities valued at $315,133,000.
Such collateral includes $205,998,000 owned
by the Subsidiary

3. Promissory Note

The promissory note issued 1o a bank bears
interest al 115% of the bank's prime rate and
maturesin January 1981. The Company's in-
vestmentin the associated company is pledged
as collateral lur the nole,

4. Suburdinated Borrowings

Subordinated borrowings include senior
capital notes, $8,750,000, subordinaled deben
lures, $8,589,000, and secured demand notes,
$2,125,000.

The zenior capital notes mature in 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 stock 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 Uniform Net
Capital Rule (Rule 15¢3-1) of the Securities and
Exchange Commission, which requires that
aggregale indebtedness (as defined) shall not
exceed fifteen limes net capital (as defined),
There are restrictions on operations of the Sub-
sidiary if aggregale indebtedness exceeds ten
times net capital, The Subsidiary's net capital
and minimum net capilal (as defined) were
$32,593,000 and $14,555,000, respectively, and
its aggregate indebledness was 6.7 times its net
capilal.

6. Commilments and Contino .ncies

The Subsidiary's minimun rental commit-
ments, net of sublease incor e, under non-
cancelable leases are lor th 1 fiscal years ending
June 30: 1977, $7,171,000; 1978, $6,848,000:
1979, §6,596,000; 1980, $6,009,000: and 1981,
$5,112,000; and for the five-fiscal-year periods
ending 1986, §22,904,000; 1991, $15,795,000:
and 1996, $2,391,000. Included in the foregoing
rental commitmen!s are financing leases having
a present value ol $4,064,000 based upon an
approximate weighled average interest rate
of 7.20%.

The Subsidiary has a contingent liability of
$11,642,000 in respect of irrevocable letters of
credit angregating $12,100,000 which expire
March 1, 1977 (renowable for six months thete-
aller) written in favor of certain option clearing
associations to satisfy margin requirements,

The Subsidiary has been named in several
civil actions in the ordinary course of its business
which, in the opinion ol management, will be
resolved with no material adverse effect on its
linancial condition.
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White Weld Directors
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Craig W. Fanning
William R. Gill, Jr.
Marjorie M. Jones
John L. Kalmbach
Brenda Lee Landry
Gerald E. Lewinsohn
H. Carrol Mackin

F. Robert Maylorth
(Wilmington)

John A. Mendelson
Milton Schlackman

Jack K. Smith
(Wilmington)

William N. Walling, Jr.

Vice presidents

Stover L. Babcock, Jr.
A. Hager Bryant |

Belly M, Fagan

Michael M. Harshbarger
John H, Hayward, Jr.
John A. Jensen, Jr.
Anthony G. Langham
Robert Margolis

Alan D, Onnrod
(London)

Edward A Pescalello
Mary M. Rieser
Daniel E. Somers

WHITE WELD
ECUNOMIC SERVICES

A. Gary Shilling
Somor vico presidont
and econannst

Vice prosidemt

Fredenck L. Meserve, Jr.

SALES
Markeling

Fugene L, Cooke
Senior vice proes dont

Richard A. Kimball

Semor vice presidont

Branch znd

Sales Administration
David K, Sims

Senor vico president
stanton ). Feeley
Fust vice pesidont

William A Gillogly
Vice presdont

Syndicale

Kenneth 13, Mann, Ji
JOOr vice president
Vieo presidents
Cynthia S. Vaughan
lan H. Zwicker

Legal Sales and
Regulated Transactions

Robert . Kleinberg
First vice president and
assistant secrelary

Cptions

Vice presidents
Michae! G. Anlenuce!
Joseph B. Steffanelli

Sales Research Liaison

Raymond Baboushkin
First vice president

Vice presidents
William F, Boyd
Constance J. Floro

Tax Shelter

Robert A, Stanger
First vice president

SALES OFFICES

New York, N.Y,
One Liberly Plaza '
Institutional Sales

Slanton J. Feeley é
First vice president and manager
national institutional sales

First vice presidents
Joseph E. Bafford
Robert H, O'Grady
George E. Stephenson

Vice prasidents
Edward T. Gardner
Dala A, Lindsay, Jr.
Morgan C. Mitchell
Louis F. Sill

Individual Sales
Michael J, Foley
Fust vice president
and manager

Robert M. Freeman
First vice president

Vice prosidents

James J. Dwyer

Guy G. Rutherfurd, Jr
Petor G, Wieso

New York, N.Y.

300 Park Avenue

Frank Dunne, Jr
Senior viee presicfont
ind branch managet

Herbert H, Denton
Vice prosident and
assistant manager
Fust vice presidonts
Goorge A Comas
John W. Watling, Il

Doualas T. Yates

Vico prosidents

Robiert O, Brady

Qwen 1 Dowd

P. Benjamin Grosscup
Lawrence L. Lanler
Allen L. Lindley, Jr




Duer McLanghan, Jr,
Richard B. Morgan
Richard K. Rogers
Stanley H. Rose
Howard T. Taylor

Atlanta, Ga.
Stephen M. Raeber
First vice president
and branch manager
Vice presidents

John H. Beach
Lyle V. Burns
Jesse L. Carroll, Jr.
Marvin S. Epstein
William B. Steedman
Dwight C. West

Boston, Mass.

Clive B. Fazioli
Senior vice president
and branch manager
Arthur E. McCarthy
First vice president
and assistant manager

First vice presidenls
Gordon E. Cadwgan

Richard L. Davisson, Jr.

Townsend Hornor
Edward B. Long
Robert J. Wheeler

Vice presidents

Alan L. Balter
Bruce R. Baller
Harold R. Beacham
James L. D'Angelo
William M, Davis
Richard D, Jordan
Robert A, Kammer
James E. Moore
John A. Paine, Jr.
Edmund J. Reinhaller
Samuel Saccardo
Lee J. Twomey

Chicago, Il

Donrald C. Trieschmann

First vice president
und branch managet

F. Donald Delong
Vice president and
rolail sales nmignager
Vica presidents

Reed M, Badgley
James R, Baker
James A. Bovaird Il
Glenn F. Cray, Jr.
Tilden Cummings, Jr
Luther Dearborn, Jr.
Robet T Fanning
John J. Kammar, Jr
Charles A, Lane, Ji
Daniel F. Mangin I
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Terrence F. Martin
James H. Richard
J. Dennis Scully
Robert V. Willig

Clavion, Mo.

Quintus L. Drennan, Jr.
Vice president
and branch manager

Dallaz, Tex.

Michae. E. Crossley
First vice president
and branch manager

Theodore Bernstein
Relail sales manager

Bill C. Ward

First vice president
Vice presidents
Edward P. Clark
Frankie Lee Cochran
Glenn L. Duphorne
George A. Loveland
Billy Ray Smith

Denver, Colo.
Robert H. Bucher
Vice president and
branch manager
Vice presidents
Nicholas H. Davis
Calvin G Heisler
Emanuel L. Philipp

Hartford, Conn.

M. Alan Rubin

First vice president
and branch manager
Vice presidents
Thomas H. Decker
Bradlord R. Frost, Jr.
Walter G. Ralferty

J. Francis Ruimerman
Gerard K. Slewart
Louis Walker
Charles J. While

Houston, Tex.

Thad L. Bowman
Vice prosident and
branch mananar

First vice presidonts

Alexander K, McLanahan

Georqe Stark

Vice presidents
Donald H. Graubart
William J. Gregerman

Kansas City, Mo,
Clay E. Coburn
Vice president and
branch manaqor
Vice prasiconts
Donald G. Coburn
Howard L. Kaye
William H. Russoll
Edward B. Wollner
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Los Angeles, Calif,
One V. lishire Building

G. Barclay Perry
First vice president and
branch manager

Donald J. Burnetlt
First vice president

Vice presidents

Paul Arenlsen

Arthur L. Creatura
Payl L. Martin
Ri:hard W. Meiklejohn
Owen T. Wilkinson, Jr,

West Los Angeles, Calif.
Century City

G. Wendell Birkhofer
Vice president
and branch manager

John G. Marakas
Vice president

Minneapolis, Minn.
Hubert G, Ferguson
First vice president
and branch manager
Vice presidents
Patrick Corrigan
Harry C. Ervin, Jr.
Owen V. Kane
Michael T. Mulligan

New Canaan, Conn.
Edward L. Winpenny, Jr.
First vice president

and branch manager

Vice presidents

George B. Moore
Roovert J. Smith

New Haven, Conn.
Donald D. Dest

First vice president
and branch managor
Vice presidents
Norbert W. Church
Charles B, Curlis
Martin J. DeGennaro

Omaha, Nebr.
William S. Lalla
Vico prasident and
branch manaqgot
Vice presidents
Richurd W. Kelley
Earl K. Madson
William J, Raynor

Philadelphia, Pa,
Allred Rauch, Jr,

First vice president and
branch manager

Vica presidents

Robert G, Allen, Jr,
Pater O, Crouso
George E. Deming I
Jordan F. Mehlman
Bernard P. Schalfer, J
Peter G, Wilds




Providencs, R.I.
Richard W. Morsilli
Vice president and
branch manager

First vice presidents
George S, Kirkpatrick
Clarke Simonds

Vice presidents

Robert G. Huckins
Paul K. Kealing
George W, Walerman

S1. Louis, Mo.

J. Hord Armsltrong
First vice president
and branch manager
First vice presidents
Roy W. Jordan
George P. Novak

Vice presidents
Richard S. Murnhv, Jr.
Philip G. Saunders
John Shepley

San Francisco, Calil.

James D. Murray
Senior vice president
and branch manager

Frederick W. Gilberd
Vice president and
relail sales manager
First vice presidents
Howard L. Maierhofer
Gieorge H. Plau

Vice presidents

Robert N. Chang
William M. Goldberg
Stephen J, Halvorson
Frederick B. Higbie
Frank E. Pauls
William R. Reinsberg

Seallle, Wash.
Goorge L. Hanseth
Vice president and
branch manager

Lee A. Miller

Vice prosident

Troy, Mich.
Wilired G. Gill
Vice prosdemt and
hranch manager
Tulsa, Okla.

Larry C. Houchin
Branch manugor

Peler Adamson
Vica prosideat
Washing:ion, D.C,
John A, Chuso
Viea poosiadont and
hranch mannqor

Vica presiJenis
Jerome W, Golomb

tiricoe fions

Wilmington, Del.

John F. Baynum
Vice president and
branch manager

William H. Jones
First vice president
Vice presidenls
Raymond R, Bowman
John R. C. Moodey
John Sailer
Christopher Simonds

INTERNATIONAL SALES
AND TRADING

John A, Bull
Senior vice president

New York

Werner R. Genieser
Senior vice president

Joseph M. Icy

First vice president and
branch oflice manager
First vice presidents
Joseph Celandro
Harry E. Dewdney
Nigel W. Sadd

Vice presidenis

Victor A, Delgado
Edward Bliss Eldridge
Edward 1. Toled 1o

Caracas

J. J. Brucker
Branch co-manager

Heinz Kowalski
Branch co-manager

Geneva

Philippe C. Salvaj
Fitst vica presidant
and branch manaqer

Terence F. Mahony
Vice president

Hong Kong

Marc Faber

First vice president

\ e presidonts

Joseph M. Dailey
Oranch co-manaqer

Zau-Tuh Wong
Branch co-managot
London

Stephen J, Rose
Senior vice president
and branch manager
First vice presidents
Alain Adam

James M, McAlaar, Jr.
Allan W. Marshall
Vice presidonts

John M. Alwater
Alan M. Bulmaer
Visc unt Strathallen

Monlreal

Jacaues L, Belanger
Viea president and
brarich mananor

Paris

G, B. des Minleres
First vice president and
branch manager

First vice Presidents
Frangois Champion
Christian de L'Hermite

Vice presidenis
Palrice Belvallelte
Serge Paul-Reynaud

Zurich

Jakob Schmid

First vice president
and branch manager
George E. Baumann
Vice president

LZGAL

Stephen L. Hammerma
Sen.or vice president

-

First v.ne president
Stuart ... Sindell

Vice president
Robert J Albanc

ADMINISTRATION
AND OPERATIONS

James N. Needham
Executive vice president

James E. Bacon
Senior vice president
First vice presidents

Ernest J. Buonocore
Conlioller

Richard A. DeGregorio
(Boston)

I. K. Flatley
Treasurer

Vincent A, Grillo
John P. Indelli
Martin J. McCallen
John A. McGlynn

Vico presidents
Androw J. Carrozzo
Donald J. Colling
Pasquale DiMallia

Bernard H. Kessler
Assistant conlroller

Walter E. Larson

J. Barris Lepley, Jr.
Vincent B. Lombardo
William R. Orford, Jr,
Thomas L, Prendergast
Michael T. Reddy
Jerome J, Schwarzman

John W. Scrobola
Assistanl secrelary

William H. Shumway
HRober P, Sloan

William C. Taylor
Assistanl secrelary

Rabert Typermass
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DIRECTORY OF OFFICES

Main Office

New York City 10006
One Liberty Plaza
91 Liberty Street
(212) 285-2000

55 Waler Street 10041
(212) 285-2000

Branch Offices and Managers
Atlanta, Ga. 30303

Trust Company of Georgia Building
25 Pryor Streel, N.E.

(404) 658-1400

Stephen M. Raeber

Boston, Mass. 02110
100 Federal Streat
(617) 482-7767
Clive B, Fazioli

Chicago, IIl. 60670

30 West Monroe Street
(312) 346-0022

Donald C. Trieschmann

Claylon, Mo. 63105

7777 Borhomme Avenue
(314) B63-6400

Quintus L. Drennan, Jr.

Dallas, Tex. 75201

2100 Republic National Bank Building
(214) 747-9461

Michael E. Crossley

Denver, Colo. 80202

735 Colorado Natianal Bank Building
(303) 893-5010

Robert H. Bucher

Harllord, Conn. 06103
One American Row
(203) 525-4271

M. Alan Rubin

Houston, Tex, 77002
One Allen Center Building
Suite 3330

(713) 751-3200

Thad L. Bowman

Kansas City, Mo. 64105
1000 Baltimore Avenue
(816) 221-7400
Clay E. Coburn

Los Anqeles, Calit, 90017
One Wilshire Building
(213) 624-6111

G. Barclay Penry

Canfury City

West Los Anqeles, Calil. 90067
1901 Avenua of the Stars

Sulte 1236

(213) 277-8411

G Wendoll Bukholor

Minneapolis, Minn. 55402
1DS Center

B0 South Eighth Street
Suile 626

(612) 370-8900

Hubert G. Ferguson

New Canaan, Conn. 06840
A4 Cherry Streot, Box 965
(203) 966-5661

Edward L. Winpenny, Jr

New Haven, Conn, 06510
900 Chapel Streel
(203) 624-9841
Donald D. Desl

New York, N.Y. 10006
One Liberty Plaza

91 Liberty Street
(212) 285-2000
Institutional
Stanton J. Feeley

Individual
Michael J. Foley

International
Joseph M. Idy

300 Park Avenue

New York, N.Y, 10022

(212) 751-5500
Frank Dunne, Jr.

Omaha, Nebr. 68
160 Kiewil Plaza
(402) 348-0130
William S. Lalta

Philadeiphia, Pa.
Five Penn Cenler
(215) 568-7170

Alfred Rauch, Jr.

Providence, R.l. 02803
1812 Hospilal Trust Tower

(401) 861-4000
Richard W. Morsl

81, Louis, Mo. 631
20 Broadway
(314) 231-3000

International

London

P.O. Box 256
Black Swan House
Kennet Wharf Lane
Stephen J. Rose

Paris
142, boulevard Haussmann
G. B. des Minieres

Zurich
56, Schmelzbergstrasse
Jakob Schmid

Caracas

Edificio Seguros Hemisféricos
Avenida San Felipe

La Castellana

Apartado 2555

J. J. Brucker

Heinz Kowalski

131 Geneva
1, quai du Mont-Blanc
Philippe C. Salvaj

Hong Kong, B.C.C.

19103 2403 Connaught Centre
Plaza Z. T. Wong

J. M. Dailey

Montreal

Suile 462

2 Place Ville Marie
. (514) 878-9581
I Jacques L. Belanger
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J. Hord Armslrong

San Francisco, Calil. 94104

One Bush Streel
(415) 981-1077
James D. Murray

Seattle, Wash. 98164
Barik of Calilornia Center
910 Fourth Avenue

(206) 464-2811

George L. Hanseth

Troy, Mich. 48084
3250 West Big Be
Suile 129

(313) 549-0550
Willrec G, Gill

aver Road

Tulsa, Okla. 74103
National Bank of Tulsa Buillding

(918) 585-2721
Larry C. 1'auchin

Tysons Cornaor, Vi
Tyson Olfice Buil
Suile 303

8320 Old Courtho
(703) 821-1400
John A, Chase

Washinaton, D.C,

1 22180
fing

usa Road

20006

1775 K Streat, NNW.

(202) 452-9800
John A. Chase

Wilmington, Del

19899

Wilmington Trus! Building
100 West 10th Streel

(302) 571-5100
John E. Baynum
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Société anonyme financiére du
Credit Suisse et de White Weld

BOARD OF DIRECTORS

John F. Catlier
Chairman

Robert L. Genillard
Deputy chairman

and managing direclor
Thyssen-Bornemisza

Dr. Hugo A, Frey
Allorney-at-law

Rainer E. Gut
General manager
Credit Suisse

Paul Hallingby, Jr.
Chairman of the board
White, Weld & Co, Incorporated

L. Emery Katzenbach
Directar
White, Weld & Co. Incorporaled

Roberl H. Lutz
Former general manaqor
Credit Suisse

John L. Notter
Chairman
Institut Ludwig de Rechercha sur le Cancer

EXECUTIVE COMMITTEE

John F. Callier
Chaireman

John A. Craven
Managing diroctor
Credit Suisso White Weld Limited

Serge Sarasin
General managet
Clariden Bank

Jean-Claude TinA
Cliirman
Bangue Frangaise de DapGts et de Titros

Georg von Richler
Manaqor
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DIRECTORY

Geneva

Banque Clariden

Valeurs White Weld
(White Weld Finance)

1, quai du Mont-Blanc
1201 Geneva, Switzerland
(022) 31 96 50

Telex: 27479

London

Credit Suisse White Weld Limited
White Weld Securilies

122 Leadenhall Street

London EC3V 404, England
012834200

Telex: 883731

Paris

Banque Francaise de Dép0ls
el de Titres

142, boulevard Haussmann
75008 Paris, France

(01) 755-9713

Telex: 65314

Tokyo

White Weld Asia Ltd. Incorporated
Yurakucho Denki Building

1-7-1 Yurakucho, Chiyoda-Ku
Tokvo 100, Japan

211 .o 61
Telex: J26166
Zuq

Société anonyme linanci¢re du
Cradit Suisse el de White Weld
12, Chamerslrasse

6300 Zug, Swilzerland

(042) 21 13 44

Telex: 78900

Zurich

Clariden Bank

35, Claridenstrasse
8002 Zurich, Switzerland
(01) 36 10 50

Tolex: 53842

White Wald Services

56 Schmelzberqsatrasse
B044 Zurich, Switzarland
(01) 34 84 80

lelex: 55365




B




Whlte Weld & Co.

' lnLOI‘Dl rated

®
—_—

-






WHITE, WELD & Co.

INCORPORATED

ONE LIBERTY PLAZA
91 LIBERTY STREET, NEW YORK, N. Y. 100006

THEODORE P. SWICK
FIROT VICE PRESIDENT

212/285-2153 CaBLE ADDRESS-'WHITEWELD”

Docember 9th, 1977

Mr. Clark Gruening, Chairman
House Permanent Fund Committee

Since the House Special Committee 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 "Permanent Fund'.

The provisions of the Permanent Fund Constitutional Amendment include that
"the income from the Permanent Fund shall be deposited in the General 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,
royalties and other payments will result in an accumulation by 1985 of some $1.8
billion. The investment 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 confined to the $126,000,000 projected income.

If the estimates are correct as to the principal accumulated 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 27%. 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 General Fund. Even though it
may eventually return to the Permanent Fund, it should be channeled into pro-
jects with revenue >roducing capability that provide benefits for the majority
of Alaskans, and simultaneously allow for long-term financings at the lowest
possible interest rate.

The House Special Committee, during the conduct of public hearings, has
received many proposals for the use of Permanent Fund's income., Many of these
proposals appear to be meritorious from numerous points of view. However, in
turn, many of these same proposals would seem to be better responded to through




the actions 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 growth, modest growth, rapid
growth or controlled growth all share a need for power. The availability
of power often determines whether desirable economic growth can take place.
The cost of such power is of course, an important element. All other things
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 either 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 ferm loan of money.

A 40 year debt instrument in the amount of $100,000,000, bearing an interest
rate of 647 will require a level debt service (principal and interest) of $7,069,400
annually to liquidate the debt. If the interest rate is 5%7, the annual debt service
requiicment is $6,232,000. This represents a difference of $837,400 per year and

over a 40 year period involves a saving °f $33,496,000,

Since debt service is a major factor in determining the rates users must pay
for electric usage, the rate of interest at which a debt instrument is financed
1s a significant element in the total cost to the consumer. Bonds payable solely
from the revenues of the utility are judged by investors on their credit-worthiness.
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 are not located near :he
population centers which require the power generated. Due to its topography,
long-range transmission lines bringing power to the load-centers are often not
feasible. 1In other instances, the best development of such capital-intensive
projects may require large-scale projec:s which in the near-term, produce a
surplus of power. Smaller scale generation facilities using coal or gas-fired
power production are required in those areas without large load demands or without
good potential hydro sites. The fact that the latter use a precious commodity
which is non-renewable is not the point. 1If the power is needed, 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 suggested that the future power needs of Alaskans can be delive. :d at
a lower cost whether such power is provided through hydro or fossil fuels. The
ability to affect the interest rate on whatever long-term project is financed,
can accomplish this. The following paragraphs suggests how this can be done
without depriving the Permanent Fund of other uses of its income.

The income from the Permanent Tund will be derived from "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 effect
will make it possible for the revenue bonds to receive a high c¢redit rating and
high evaluation in the market place which will result in a significantly lower
cost of borrowing for the project 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 dedication of Permanent Fund income to revenue bond debt service would
not be accomplished in the legislation itself, but rather in a "guarantee agreement"
between the Permanent Fund and the entity issuing the revenue bonds and the
"guarantee agreement' would actually appear on the face of the debt instrument.
From the investor -nd rating agency point of view, if the guarantee is in the
legislation it is =gally subject to change by suceeding legislatures. If the
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 the purpose of this guarantee arrangement that the
Permanent Fund will receive 257 of the oil and gas income because of the terms
of the Constitutional Amendment. Based on that assumption, estimates (by the
State) of the size of the Permanent Fund in 1985 will be $1,800,000,000.

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 issues, will support
approximately $1,800,000,000 of bonds.

The various projects to be supported by the guarantee would be financed by
revenue bonds of any state agency or any subdivision of government in Alaska for
electric generation and transmission. Each bond issue would capitaiize interest
during censtruction and iund its own debt service reserve to conform to the
demands of the market for such bonds at the time of financing.

The act providing for a guarantece should be broad in form. The covenants
relating to, and provisions of, each 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
appropriate 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
reg. lations. 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, ete,

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 this draft follows.

Section 1. (reates the mechanism by authorizing the Board of the
Permanent Fund to enter into guarantee agreements.
Linits the guarantee to income only. Provides for agreements
with any entity of cstate or local govermment. 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 Trustees.

Section 2., In effect limits the amount of debt that ~an be guaranteed.
This adds to the credit-worthiness of the 3juarantee from the
lenders point of view. Depending somewhat on the actual
portfolio of investments in the Permanent Fund, it is important
to consider whether or not to limit the total of guarantees to
gsomething less than 1007% of the Fund income. This could be done
in the Act, which does not happen in this draft, or it could be
a rolicy matter of the Board of the Fund.

Seétion 3. 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 4, Provides that a guarantee agreement can be entered into on the
debt of projects only after approval by the legislature. Part
of the thrust of this scction is in contemplation of a centrally
controlled State-vide power devclopment plan that considers the
needs and best interest of all of Alaska.

Sections These sections are 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.

Respectfully yours,

7 |
(] /\5\ /

fheodore P. Swick
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ATLANTA INCORPORATED
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August 20, 1976

Sterling Gallagher :
Commissioner
Dejprartment of Revenue
PoLch S

Junecau, Alaska 99811

Senator Jalmar M. Kerttula
Alaska State Legislatnie
Box 2

Palmer. Alaska 9°645

Represnntative lugh Malone
Alaska State Legislature
Box 9

Kenai, Alaska 99611

Gentlemen:

This letter is for the purpose of presenting certain summary
information for the first meeting of the expanded State Investment
Advisory Committee in Anchorage on August 26, 1976.

Our firm has been retained by the State Investment Advisory

Comnittee through Commissioner Sterling Gallagher, Department of
Revenuve, to provide consulting scrvices concerning the establ: sh-
ment and operalion of a Permancnt Pund for the Statc of Alacska.
Specifically, for this initial meeting, we have been asked to

A (1) outline the possible uses and advantages of the tax exempt
financing privilege that could be available to the Permanent Fund,
and (XI) summarize our review to date of similar funds in other
states and countries.

() Outline of Possible Uses and Advantages 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 scatutes 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 waste disposal and resource recovery facilities;
(h) hosp®tals and health care facilities; (i) industrial development;
() water and sewer facilities.

Tax exempt bonds are of two 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
local 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 loanad funds
plus u fee, or interest rate, for the use of their money and the
calculated risk they assume in making the loan, i.e., buying the
bonds. The less tlie risk the lower interest rate they are willing
to accept.

The principal role the Permanent Fund can play is in assisting

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 cf Alaska and achieving its economic goals.

Briefly stated, some of the opportunities are: 1) direct
guarantee of debt, 2) make-up of revenue short-fall, 3) loans to
projects or pelitical subdivisionz, 4) combination financing with
public utilities or private industry, 5) industrial development
financing, 6) pledge of specific assets and/or income of the Fund
for cestain projects and 7) others. We envision our role in the
future as working with others on the task force to accomplish the
defined goals by exploring and adopting traditional techniques and
devising possible innovative combinations or new techniques which
will maxim. ze the effectiveness of the Permanent IFund.
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(II) Summarizacion 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 cof 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 oppecrtunity to sustain the same level 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, less 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 Trust Fund are that its resources
should be invested with a minimum of interference with private
sector activity and any investments should not unduly disrupt
existing financial institutions. IJn addition it is planned that
most investments will be made within All" -ta and only normal com-
mercial or money market investments will be committed outside the
Province.

Legislation creating the Trust Fund was enacted May 19, 1976
and there is presently being transferred total assets of $1,500,000,000
from the General Revenue Fund of the Province to the Heritage Saving
Trust Fund. This sum is composed of previously accrued royalty
payments through the end of the 1975-76 fiscal yecar. No investments
have as yet been made by the Trust Fund. The Trust Fund s admin-
istered by an investment committee made up of all members of the
Executive Council of the Province. ‘The Executive Courcil consists
of the cabinet level appointees of the Go.ernor.

Thirty percent of non-renewable resource revente received in
each fiscal year is to be transferred from the Gencal Revenue Fund
to the Trust Fund but only if the transfer is authosized by a Special
Act enacted by the legislature in the preceding firccal 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 social benefits to
the people of Alberta but which will not,
by their nature, yield a return to the
Trust Fund.

Investments by way of loans to:
(1) The Canadian Government
(ii) Any other Province of Canada

(1i1) Any other person, if the repayment
of the loan and the payment of the
interest thereon is guaranteed by
the Canadian Government or any
Provincial Government of Canada.

Investments which, in the opinion of the
Investment Committee or in the opinion of the
Legislative Assembly as expressed in a reso-
lution of the Assembly:

(i) will yield a reasonable return or profit
to the Trust Fund, and

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

Investments referred to in subsection (Aa) shall only be made
1f moneys are first appropriated from the Trust I'und by an Act of
the Legislature specifically for a purpose described in subsection
\a) and these investments shall not exceed 20 percent of the assets
of the Trust Fund.

Investments in subsection (b) shall be made or
approved by the Investment Committee in accordance with directions
contained in any resolution of the Legislative Assembly and these
investments shall not exceed 15 percent of the assets of the Trust
Fund.

Investments referred to in subsection (¢) shall be made or
approvcd by the Investment Committee in accordance with directions
contained in any resolution of the Legislative Assembly.




The Legislature retains control of the Trust Fund in several
ways as can be seen in the above listed criteria and restrictions.
All funds are held and administered by fthe Provincial Treasurer.
The Provincial Auditor is required to audit the Trust Fund at least
once each year.

Government Development Bank for Puerto Rico

We have not as yet reviewed the operation and structure of
the Government Development: Bank for Puerto Rico (GDB) in as much
depth as the Alberta Heriftage Savings Trust Fund because it did
not appear to us that there would be sufficient similarity to the
operation and structure of the Alaska Permanent Fund. The only
source of capital available to GDB is borrowing in the public or
private money market. '

GDB is an instrumentality and public corporation of the
Commonwealth of Puerto Rico. It was created in 1948. The GDB
charter provides for its perpetual existance and no amendment to
this Charter or any law of the Comnonwealth shall impair any out-
standing obligations or commitments of GDB. The Development Bank
was created as an industrial development bank. The governing body
is a 7-member Board of Directors who sexrve 4-yecar overlapping terms.
The Board is appvointed by the Governor with approval of the Council
of Secretaries {equivalent to the Cabinet of the Executive Branch).
GDB is exempt from budgetary controls of the Executive Branch of
the Commonwealth and frem provisions of Puerto Rico Banking law.
GDB is, however, subject to supervision and examination by the
Commonwealth's Secretary of the Treasury.

GDD serves primarily as fiscal agent for the Commonwecalth and
its various public agencies. As fiscal agent, GDB is responsible
for the timing and sale of bonds and notes by the Commonwealth aad
its agencies. Thoere is no limit to the amount of debt that can be
issucd by GDB which is not guaranteced by the Commonwealth. Debt
which does carry this guarantec is limited to $450 million. The
limit was raised from $300 million in May, 1976.

From its inception through the 1975-76 fiscil year, GDB had
arranged or provided for nearly $11 billion of borrowing by various
governmental units. GDB also arranges or provides loans for the
private sect.r. As of 6/30/75 GDB has rcportedly disbursed over
$337 million in such loanz (approximately 47% for manufacturing,
22% for commercial buildings, and 6% for hotels). As of 6/30/76
there were $165.4 million business loans outstanding (45% industrinl,
14% commercial buildings, 3.6% hotels). The Bank also issues its :




own full faith and credit notes. As of 6/30/75, these amounted
to $40 million issued to major mainland and Puerto Rican Banks.

On 9/11/75 GDB negotiated a $612 million note purchase agreement
(guaranteed by the Commonwealth) with major mainland and Common-
wealth Banks to provide a revolving line of credit for the Common-
wealth and its public agencies.

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

Pennsylvania Industrial Development Authority

The Authority was created 'in 1956 for the purpose of making
loans through local industrial development agencies for industrial
development in areas of high unemployment' . Such areas are determined
solely by the Authority. Historically, the Authority's primary
source of funds for these loans were appropriations from the State
of Pennsylvania General Fund and income received from payments on
outstanding loans. In 1973 the Authcrity was authorized to issue
tax exempt revenue bonds (primarily sccured by earnings of its loan
portfolio) to finance its loan programs. To date the Authority has
sold two bond issues totaling $70 million. From 1956 through 1975
some $350 million of industrial loans have been made by the Authority
for some 1300 different projects which had a total estimated develop-
ment cost of over $987 million and have reportedly provided somao
166,000 new jobs within the state. The primary ingredient for suc-
cess of this program is that the rate of interest chargerd by the
Authority on these lcoans has been significantly below prevailing
commercial loan rates.

Perhaps a portion of the proposed Alaska Permanent Fund could
be designated to initiate a similar program. Properly administered,
such a program could become self-supporting and require no additional
capital outlays from the Permanent Fund.

University of Texas, Permancnt University Fend

The Permanent University FPund of Texas came into existance in
the nineteenth century by certain acts of the Republic of Texas and
later was re-organized and perpetuated by constitutional provisions
by the State of Texas. Its assets are now 2,100,000 acres of land
in several western counties in the State. Practically all of the
acrcage i1s under grazing leases which create income in excess of




$1 million per year. In addition, the proceeds from sale of
leases for oil and gas exploration and extraction 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 of which may be
used to secure loans for capital construction of University facil-
ities.

Permanent University Fund tax exempt bonds are secured by
covenants which require (1) that assets of the Fund equal in amount
to bonds outstanding will be invested in direct U.S. Government
Obligations, (2) that the income from said U.S. Obligations equal
at least the maximum annual interest payments of the bonds, and
(3) that the entire income of invested funds equal at least 1%
times the maximum debt service requirements on all outstanding
bonds. 1In addition, total bonds may be issued only in amounts not
to exceed 20 percent of the total assets of the Fund. Income is
defincd as net proceeds after 'und management expenses which may
never exceed 1/5 of 1% of the value of the I'und.

We have initiated resecarch on several economic development
funds that exist throughout the world and will report on them at
a later date., We refer to such areas as the World Bank, foreign
aid activities of the U.S. State Department, Saudi Arabia, etc.

We have also contacted appropriate officials in the Province

of British Columbia to investigate any such devclopment funds they
may have crecated. We were informed that no such funds have been
created or arc presently contemplated. The Provincial Government
has been subsidizing some public and private ventures from general
fund revenues. These have been mainly railroads, ferrys and high-
ways.

This summary of White, Weld's cfforts to date in reviewing
existing funds and development authorities which may be of interest
to the Alaska State Investment Advisory Committee with regard to
the ereation of the Alaska Permanent Fund is not intended to be a
complete and final analysis of all possible arecas of interest. It
is presented to inform the Committee of our progress to date and
to stimulate comment and discussion. We would expect to proceed
with further investigations into other possible arcas of interest

and to investigace in more depth some of the arcas already discussed.




We look forward to working closely with the Committee on this
important and interestingy assignment in whatever capacities we
agree would be mutually beneficial.

Sincerely,

WRB ey

Kenneth R. Butler, Vice President
Western Regional Manager
Municipal Bonds

KRB:yqg

cc: JJames B. Rhode
Agent for the Commissionen
943 West Sixth Avenue
Suite 30
Anchorage, Alaska 99501

Bob Richards

Senior Vice President
Alaska Pacific Bank

Box 420

Anchorage, Ai=aska 99510




WrITE, WELD & Co.
INCORPORATED
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TELEPHONL (41%) 001-107T7

This memorandum is a summary of significant concepts
brovght out during a meeting requested by Wiite, VWeld & Co. with
Moouy's Investors Sexrvices held on Monday, August 23, 1976, at
White, Weld & Co. offices in New York.

The purpose of the meeting was to discuss the proposed
creation of an Alaska Permanent .Fund and the impact ¢f creating such
a fund on the rating agenciecs perceptions of Alaslka.

In attendance from Moody's were Claire Cohen, Vice
President and permanent member of the rating committee and Bill
Bunce, oil company analyst.

Summary of Concepts Discussed:

(1) Permanent. Fund vs. Development ™and. Js the name propeilv
descripwive? ‘The investment community hae prior defini-
tions ol these terms,

(2) Financing of General Fund deficits from non-renewable
resource rnvenues is of strong concern to theni.

(3) Alaska has large capital needs. PFormation of Developmaent
Fund to coordinate and direct the raising cf this capital
looked on as positive stepn.

(d4) lieavy demands and pressure for immediate assistance From
Permanent Tund almost a cevtainty. Assigning priorities
and criteria will be difficult bhut erucial as for as

Moody's 13 concerned.

(5) Cannot. comment. specifically on effect of Pevmanent Fund
on ratings, berrowing capacity, ete. until more details
of structure and operation are kaown.

—
=\
_—

Would like to work clesely and be koot informed in

timely manner concerning developuents.
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House of Representatives

May 3, 1978

Mr. Ted Swick

Senior Vice-President
White, Weld & Co.

One Liberty Plaza

91 Liberty Street

New York, New York 10006

Dear Ted:

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
discussed concerning SB 429. Hopefully, you can send us
your comments as soon as possible on the following topics:

1) The legality and/or workability of the arbitrage
mechanism envisioned in SB 429, i.e. the one percent
"service fee for 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
the purposes of the Alaska Loan Program in SD 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.
(Sec.45.96.030 of SB 429).

4) The likely impact on the credit rating of the State
of Alaska of aggregating the various existing public
issuing agencies into one blanket issuer, the
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Mr. Ted Swick -2- May 3, 1978

5) The relative strengths or weaknesses of CSHB 596
(Finance) and SB 429 in insuring the safety of the
Permanent Fund principal.

6) Any cther 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 say when hearings of the free
conference committee on the Permanent Fund will begin but
testimony on these issues may be requircd sometime during
the week of May 15, 1978. I would like to arrange a con-
ference call with you for sometime between May 11 and 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
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A PILL

For an act entitled: An Act providing for guarantees pay-
able from certain income derived from
the Alaska Permanent Fund of indebted- 2
ness issued by governmental agencies
of the State for power projec’ :.

Y Section 1. Subject to the approval by the legisla-
ture as provided in Section 4 hereof, the board of . trustees
of the Alaska Permanent Fund is hereby authorized to enter
into agreements$ with any public authority of this State or
any borough or other governmental agencies of this State, pro- \
viding for a guarantee, payable solely from the income derived
from the Alaska Permanent Fund established by AS
(other than income derived from the Alaska Enterprise Develop-
ment Fund established by AS ) of the pavment when
due, whether at maturity or by sinking fund redemption but not
by acceleration of maturity, of the principal of and interest
on bonds, notes or other indebtedness of such governmental
agencies issued to finance a project or projects for construc-
tion of electric generating and related transmission facili-
ties. Such agreements shall contain such terms, provisions
and covenants in furtherance of the purposes of this act as
said board of trustees shall determine.

Section 2. No bonds, notes or other indebtedness
shall be guarantced pursuant to this act unless said board 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 estirated by such
hoara of trustees to be derived during such year from said
Alaska Permanent Fund (other than income from said Alaska
Enterprise Development Fund). Such determination shall be
made by resolution of said board of trustees prior to the
execution of any guarantee agreement pursuant Lo this act.

Section 3. Any bonds, notes or other indebtadness
guaranteed pursuant to the ac: shall have on the face therceof
an endorsement of such guarantee by the chairman of said
board of trustees or any designee of such officer.

Section 4. No bonds, notes or other indebtedness
shall be guaranteed by said board of trustecs pursuant Lo the
act until the facilities to be financed with the proceeds of
such bonds, notes or other indebtedness have been approved by
a joint resolution of the legislature.




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 it is not unconstitutional or ineffective such term
or provision shall be enforced and effectuated, nor shall such
deermination be deemed to invalidate the remaining terms or
provisions hereof.

Section 6. This act shall take effect immediately.
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REP. TERRY GARDIMER. V. CHMN,
Rer, E. J. HAUGEN

REP. Russ MEEKINS
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528 W. 5TH. TuiTe 270
ANCHONAGE, A%. 99501
[PoucH V, Juneau, AK. 80011]
(907) 465.3873

House of Represcutatives

May 3, 1978

Mr. Ted Swick

Senior Vice-President
white, Weld & Co.

One Liberty Plaza

91 Liberty Street

New York, New York 1000¢€

Dear Ted:

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
discussed concerning SB 429. Hopefully, you can send us
your comments as soon as possible on the following topics:

1) The legality and/or workability of the arbitrage
mechanism envisioned in €B 429, i.e. the one percent
"service fee for administrative costs" over the cost of
borrnwing to the Alaska Loan Program.

2) The legality of the use of tax-exempt borrowing
under present ctatutory and Treasury restrictions for
the purposes of the Alaska .Loan Program in S8 429.

3) The likely recaction of bond market investors to
packages of tax =xempt bonds which aggregate mixed
purpose issues as envisioned in the Alaska Loan Program.
(sec.45.96.030 of SB 429).

4) The likely impact on the credit rating of the State
of Alaska of aggrejating the various existing publ ic

purposa issuing agoncies into one blanka% issuer, the

Alaska Loan Progran.
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5) The relative strengths or weaknesses of CSHBE 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 say when hearings of the free
conference committee on the Permanent Fund wil. begin but
testimony on these issues may be required sometime daring
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
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October 1, 1976

Alaska State Investmen- Advisory Committee
State of Alaska

Dear Committee Member:

In accordance with your request, we have undertaken a survey cof
domestic, foreign and international development banks, funds and develop-
ment programs for your usc in determ ining the future structure and objec-
tives of the Alaska Permaneat Fund. In performing our survey, we have |
selected those banks, funds ¢r development programs which are of major !
importance, as well as those which are particularly relevant to Alaska's
situation in that they are either based upon natural resource revenues or
confined to a limited geographic areca,

Our analysis of domestic permanent funds focused on those states
which received income from a fiaite natural resource and the manner in
which that income was expended. The majority of states receiving income
from fimtc natural resources spead that income on a current basis. Those
statcs and the application of incon.e are set forth in tabulation form. States
which accumulate natural resource income in a trust fund are set forth indi-
vidually,

Flach state has created progriums to assist and encourage economic
developments. A description of the Covernment Develonment Bank of Puerto
Rico and the Pennsylvania Industrial Development Authority has been inzluded
in this study. A summary of state gen=ral assistance, incentives and special
services to industry has also been inclided. In depth information on each
particular economic development progrim has been requested from each
state's development agency and will be sent along, as received, to Mr. Edenso
forinclusion in the source file of all background information’we are putting to-
gether for the Committee.

Substantially all of the less developed nations of the world, and a J

certain number of the more developed natio1s, has o povernment owned or
controlled entitics whose purpose is to parti-ipate in the financing of local

economic development projects. In most of _he small nations, these entities
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function principally as the vehicle through which development funds are dis-
persed to the economy by the government and are consequently heavily invol-
ved in the internal political process. In miiny cases, these entities also act

as the conduit through which development funds provided by the larger inter-
national development banks and funds are invested in smaller projects in the
country concerned. One of the advantages of the latter process is that the

use of the local bank as a vehicle permits the larger institution's loan to re-
ceive a government guarantee, which is commonly a prerequisite for the ex-
tension, or the initial extension, of credit to the country. In most countries,
the development banks and {unds that perform the ajove functions also serve
as the means through which internal economic growth is directed and channeled
in accordance with national economic policies and are, in effect, extensions of
the local economic ministry.

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

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

In general, these entities represent potent world-scale economic forces and
tend to be both non-politica! and commercial in their operations. The finan-
cial stength of these entities is typically based on the uncalled capital subscrip-
tion: of their members, and virtually all of them borrow heavily, both locally
and in the international cap:tal markets, Substantially all of the activities of
these irstitutions consist of direct lending for specific projects in the various
countries, and lending policins appiar to be determined on social benefit as
well as economic grounds. As a result, and to the extent that many major
industrial nations are commonly among the larger contributing members of
these institutions and receive no benefits, they can be viewed as quasi '"foreign
aid" banks.

Among such international and regional development institutions covered
by our survey, the most significant 's the International Bank for Reconstruction
and Development (World Bank), both in terms of its worldwide membership and
the irternational scope and signilicance of its lending activities. Importantly,
all of the other international institutions inciuded in our review (Inter-American
Developmaent Bank, Asian Development Bank and African Development Bank)
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have . created with the assgistance of, or modeled after, the World Bank,

both operationally and in financial strurture. Of these three derivative insti-
tutions, only the African Development vank is not a significant international
borrower and depends heavily on loans from other institutions, such as the
World Bank., This characteristic results from the fact that its uncalled capi-
tal funds are to be provided by countries that are not viewed as being parti-
cularly strong by the world capital markets ard that a significant private
capital market in black Africa does not exist. Two other institutions which
fall somewhat into this category i: that their activities are regionalized are
the European Investment Bank and the European Coal and Steel Community,
both of which are related to the Eurupean Economic Community (Common
Market), Significantly, while bot" borrow in varicus capital markets and re-
lend for projects consistent with their purpose, the credit strength of the
European Coal and Steel Community is based fundamentally on the strength
of the private steel industry in Europe. European Investment Bank is modeled
along the lines of the World Bank and depends on the credit of the various
EEC member states.

The rer -ining type of institution is one which functions in a limited
geographic area or within a particular industry to promote economic growth
and development o~ o achieve a social objective and is based on local or re-
gional resources. OfF the three basic groups of international development insti-
tutions, this group contains the smallest number of entities and is, perhaps,
the most analagous to the situation in Alaska. These devulopment institutions
or funds are new and, to a large degree, based on natural resource revenue,.
Significantly, only two are international in scope; others are modeled after the
Waorld Bank but limited in their activities to a dxfined geographic region, ethnic
grouping or social purpose. The remainder are '""national’ investment funds,
The majority of thesre funds are based in the Middle East and dependent upon oil
related revenues, Those that have an international scope are the Saudi Develop-
ment Fund and the Arab Bank for Economic Development in Africa, both of
which were created after the increase in world oil prices in recognition of the
balance of payments and development problems created in the developing states
by such increase. The remaining funds (Arab Fund for Economic and Social
Development, Abu Dhabi Fund for Arab Economic Development, the Islamic

{ Development Bank and the Kuwait Fund for Arab Economic Development), al
though created at approximately the same time, reflect in both the source of
their capital (member states' subscriptions or allocation of national revenues)

v and their purposes the Arab nationalism which emerged after the Mid-East
wars. Importantly, most of these funds have yet to become fully operational,
and it is too early to judge their potential significance. The two ''national"
investment funds, the two which you may find are the most directly related to
the proposed Alaska Permanent Fund, are the Fondo de Inversiones de Venezuela
and the Alberta Heritage Savings Trust Fund, The similarities extend to both
gsource and purpose, as can be seen in the studies included 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 will
be attending, we will want to sponsor visits by Committee members at least
to Alberta to meet with their Heritage Savings Trust Fund counterparts.
Visits to New Mexico and to New York would also appear advisable.

1 We look forward to our next meeting in Anchorage.
Sincerely yours,

P R T

Charles J. Fuhrmann II
First Vice President

CJF:yu !
Attachment .
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