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Fairbanks merchants consider
retail future bright here

What is the mood among Fairbanks merchants in the
face of a slowdown in pipeline related activity? Op-
timism.

While the figures on 1976 are not i yel, the concensus is
“nol as good as 1975"" (a hanner year for all kinds of sales
and the peak of pipeline activity), but retail activily this
year is slill better than it was in 1974 or 1973.

Based on sales tax revenues collected by the Fairbanks
North Star Borough so [ar this year, $324,682,000 worth of
business was conducted in the borough in fiscal year
1976. . nd that ligure does not includes sales of medical
services, pharmaceulicals, sales to governments, farn
supplies or sales of building and construction supplies lo
holders of building permits, All Lthese calegories and
some others are exempl by ordinance from sales tax, and
it is estimated they represent at least another $40 million
in sales.

Why are people still spending money on consumer
items? Merchants altribute the active retail market o
several factors in addilion to increased population. In-
creased sophistication on the part of the I"airbanks con-
sumer is one factor, they say. People here wanl the same
(hings they see are available in the Lower 48 States. In
response (o that demand, there is an increased selection
of merchandise in Fairbanks these days, different fron
the days when the consumer had Lo order by catalogue
for any specialty or exotic items. And transportation has
improved, making availability of goods only a malter of
time. And while the consumer may be tightening the
purse strings in the next few months, items like food ard
clothing will still continue to move in larger numbers
than before just because there are more people here re-
quiring these necessary items.

What is the future fo: reai! trades? If financial com-
mitments and constroetion are any indicators, the future
looks bright. "Three new shopping malls are under con-

struction now and are expecled to be completed by
spring 1977, A major department store is considering
building a brand new complex downtown. The shops
which will be locating in the new malls are retaining
their downtown locations. There has been a commitment
by downtown merchants to clean up the core area (o
make il more pleasant for shoppers, and these mer-
chants have been working logether on various promo-
Lional programs ‘o encourage the consumer o shop
downt: wn.

Those who are making the financial investments in
retail trades say the future success of the industry is
limited only by the size of the population. Consumers are
slowing dewn their spending, but the: money is still here,
they say, and will conlinue to be here, A gas line, state oil
revenues, future oil developments, venlures and in-
vestments by the Native corporations, all spell cash flow
within Alaska for many years and mean people who live
here will have money Lo spend on consumer goods.,
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HICKEL MALL—A mall addition to the Safeway store on Air-
port and University is expecled lo be open for leasing in spring

You can get it here

next year. Among others, the mall will include a drug store.

Fairbanks shopper has choice

Long gone are the days when about all you could buy in
[*arrbanks were a warm bhlankel and a pold pan, The
varicty of staples, consumer ilems and luxuries
streteaes from bread and butter to imported cheese,
from steel-tocd boots to silver slippers and f(rom
bulldozcrs to Swiss music boxes.

While the number of different items may not compare
Lo large citles outside, if you've seen something in your
favorite slick magazine, you can probably get it in Iair-
hanks.

IFocus North is published monthly by the Fairbanks In
dustrial Developmen: Corp., 619 Eleventh Avenue, Fair-
banks, AK 99701,
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The eily boasts seven major grocery slores, one with
compulerized check-oul; half a dozen 24 hour conve-
nience grocery stores, several neighborhood small ind-
pendent stores and three health food stores. In the way of
clothing, Fairbanks has two major department stores,
two dozen smaller shops specializing in men's, women's,
children's, western, ouldoor, high fashion and other
types ol elothing, and six shoe stores. In addition, there
are three eatalogue outfits which have locations here, or
the consumer can choose from catalogues (rom all over
the country. One catalogue store manager said his com-
pany has found that even when a retail store is opened,
catalogue sales continue to flourish because the
sophisticated consumer is looking for the best buy.

In the way of houschold, home repair or home
maintenance goods, there are two major stores supply-
ing small appliances, do-it-yoursel( items, lools, gadgets,
building supplies. These are in addition to several hard-
ware stores and construction supply stores with more
specialized plumbing, heating, electrical goods.

Beyond the necessities, there are three large furniture
stores and half a dozen smaller ones, gilt shops selling
everylhing from Alaskan-made erafts to Zambian im
ports, specialty and novelty shops, live record and tape

(SeaPagnd, Col 1)




CHOICES. ...

{ Continued From Page 2)
stores, three musical instrume:t shops, eight major ap-
pliance stores, ' .ccc pei stores, numerous flower shops,
nurseries, and .ive hobby shops.

There are even locally manufactured and retailed
goods in Fa rbanks — a fur shop thal makes and sells
parkas, bou.s, hats and so on; a jade shop where custom
designed clocks, tables and jewelry are made and sold;
several ceramics and pottery shops, and numerous in-
dependent crafts people who make and sell jewelry from
Alaskan gold and gems.

If one is 'ooking for more expensive items, one needn’t
go beyond Fairbanks to spend lots of money: there are

LAMONT'S—An addition to the Markel Basket I1 on Airport and
Cowles will house a Lamont's Department Store, a new retnil

four fur dealers, eight jewelers, five art dealers and one
leather goods store.

Fairbanks merchants don't have only the consumer in
mind, however. Industrial equipment and supplies are
av.4ilable from engines fo earth moving machines and
from jeweler's screw drivers to generators. There are
also five wholesalers dealing in food, liquor and sundries
as well as wholesalers in specialized items like
automotive or electrical or plumbing supplies.

Fairbanks automobile dealers handle amost every im-
port as well as all American model cars, and there are
numerous auto parts and supply housez to help keep cars
rolling through Fairbanks winters.

face on the Fairbanks scene. I, loo, Is scheduled lo open next
spring.

Best wishes from FIDC
for a healthy

and prosperous 1977




GROSS RECEIPTS IN TRADE AND SERVICE INDUSTRIES IN FATRBANKS 1973 § 1974

(A1l figures based on information from Alaska State Department of Revenue)

TRADE 1973 SR | } L WESR

wWholesale $31,169,177 §76,359,680
Retail

Bldg. Material &

Hardware

fieneral Merchandise

Retail Food

Auto

Apparel § Accessories

Furniture § Equip. 3

Eating & Drinking 6,931,319

Misc. Retail 19,664,748

4,473,721
6,420,696
9,440,573
18,819,719

SERVICE T
Hotel § Lodging 31,878,890
Personal Services 1,410,010
Business Services 2,354,706
Auto Repair 1,495,774
Misc. Repair 849,502
Anusements 4] 257
Medical ordl 249
Legal 27T OTH
Dther Services MITEL]

sincludes metals, mining, deilling and other resource related services,
GROSS RECEIPTS TN TRADE AND SERVICE INDUSTRIES IN ALASKA 1973, 1974 6 1975
TRADI

Wholesale

Rertall:
Fullding
Gen., Mdsr.
Food Store
Auto
Hating §
Uirinking

Biz squibs |

In keeping with the topic
of this issue, Focus North
welcomes to the Fairbanks
retail scene the following
new businesses: Bag Boy
stores, Pier 1 Imports, Team
Electronics, Rampart Mini-
Mall, Auggie's, Burger
King, Good Thunder, the
Gold Mine...New stores thal
will be appearing on the
Faribanks scene with the
opening of malls next spring
may include a candy clore,
an Italian restaurant, an ice
cream parlor and a
children's clothing shop
...While Sears’ has no
definite plans to open a
refail store in Fairbanks in

the near (future, the
manager indicates (hat a
store was opened in An-
chorage when the populalion
stabilized between 90,000
and 100,000 and the same
criteria may be applied
here...More slores are going
lo the cemputer form of
check oul and record keep-
ing and al Foodland Grocery
the manager (igures il could
save 25% of labor cosls in
stocking and 22% in check
out...A new cost of living
survey fer Fairbanks is be-
ing considered by the
federal government. Mer-
chanls are pushing for early
completion of the survey.

BENTLEY MALL—The Bentley Mall is going up on Colleg:
Road and about 20 shops already have signed leases to go in
spaces between a Safeway store and Pay-N-Save. The mall, to
be completed in March 1977, will include a variety of shops from
candy and ice cream to cameras and books.
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 Alnshs State Tegisltute
House

JUNEAU ALABKA

Permanent Fund Committee
538 West 5th Ave.
Anchorage, Alaska 99501

May 25, 1977

Focus North

c/o Fairbanks Industrial Dev. Corp.
619 Eleventh Ave.

Fairbanks, Alaska 99701

Dear Sirs:

We would like to begin receiving your monthly publication Focus North.
If there is a charge for this, please bill us with the first mailing.
Our address is:

Alaska State Legisla'‘ire

Permanent Fund Committee

538 West 5th Avenue
Anchorage, Alaska 99501

Thank you very much.

O e

D Milton, Secretary







INTERNATIONAL ECONOMICS

European studies show
the adverie Impact of
“large pubiic outlays

“I tend to feel that an over-large public
sector is a sign of incipient decline,” says
Edmund Stillman, director of Hudsun
Institute Europe, un independent Paris-
based afliliate of Herman Kahn's U.S.
think tank. This view arises [rom
ongoing research led by Hudson econo-
mist Richard Ensor. Hudson's lindings
tend te show that overall growth is the
lowest in countries where the govern-
ment sector is largest. That raises the
strong suspicion that large and growing

Government growth crowds out investment

by the expanding governnient sector in
Western industrialized countries has
been massive—cutting attainable
growth rates by as much as one-third in
the past 15 years.

A major reason government grows
rapidly is that higher public spending
always proves effective as u short-term
cure for recession. But since the level of
public spending seldom falls after recov-
ery gets under way, a ratchel effect
comes into being. The long-term result,
according to Alexandre Lamfalussy,
chief economist for the Bank for Inter-
national Settlements, is that “in many
advanced countries, taxation seems to
have approached or exceeded the limits
of economic efficiency.”

pensation, and welfare—are the most
wasteful form of government expendi-
tures, both Smith and the Hudson group
found that such payments had far less
impact on differences in growth rates
than did government. spending for goods
and employees. Bacon and Eltis lay far
less emphasis on transfers than on the
huge growth of government payrolls,
and Smith stresses the fact that trans-
fers do not actually tie up productive
resources in the production of socially
designated services. This distinction has
important implications for public service
employment proposale in the U. 8.
Wage-push inflation may provide en
important warning signai that government
in growing too fast. When expanded

~
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publie spending aetually causes slower
cconomic growth.

The Hudson Ilmhnu are one example
of an impressive body of European
research pointing to this same conelu-
sion. In Britain, which has had slow
growth for the last 60 years, two Oxford
cconomists, Robert Bacon and Walter
Eltis, have documented the case against
a growing government with impressive
attention to the detailed impact of
specific public policies on the industrial
structure. Similar implications have also
emerged from a study by David Smith,
principal research oflicer in economics
at Englund’s Nationnl Westminster
Bank. And the Organization for eo-
nomie Cooperation & Development is
preparing o study on the same subjeet
for publication carly next year.

The new studies ditfer in detail, but in
general they conelude that the toll teken
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Three other major themes of the new
studies:

Diterences In the size of lhe govern-
ment are nol the only factor explaining
difersnces In growth rales among coun-
tries.

Any economy’s “"natural” growth rate
depends basically on the growth of its
labor force and the productivity of its
workers. Both vary over time and
between countries beenunse of o variety of
cultural, technologienl, and other fuc-
tors, of which the size o' government is
only one. Still, David Smith's study esti-
maltes that ditferences in publie-sector
size accounted for fully 35% of the

overall variation in growtn rate in his
19-nation sample during the 19605,

Nol all public programs are equally
harmtul te growth. Though the traditional
view is that transfer payments
insurance,

such us

social unemployment  com-

publie serviees are provided frecly, the
principal test of their desirnbility is
whether people will pay the resulting
taxes without demanding higher wages,
“Those who control publie expenditure
ereate the publie seetor that they believe
to be correet,” Eltis says dryly. "But the
workers have shown un unwillingness to
pay Tor the level of services that public
ollicials deem appropriate.” e cites the
inercased militance of British labor that
began in the mid-19608 as a vivid
example of the hazards of an overblown
publie sector.

The mechanism by which a larger
publie share leads to slower growth is to
be found in shrinking profits and falling
investment—a igantic  non-monetary
"erowding-out etfect.” Since there is o
long-run relationship between an econo-
my's stock of capital equipment und the
level of output it can produce, uny given

INTEFNNATIONAL ECONOMICS
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growth rate reqﬁires that a certain

proportion of total production must be
invested in new capital goods. If, for
instance, it tonk $3 worth of capital
investment to produce $1 worth of
annual output, then a 4% rate of growth
in productive capacity would require
that 12% of each year's net national
product be set aside for new investment.
If the higher taxes resulting from higher
government costs eat into profits and
private savings to the degree that invest-
ment of this 12% proportion becomes
impossible, growth will fall below the
4% rate, even if labor force ayd produc-
tivity growth remain favorable,

The link. The Hudson group feels that it
has statistical evidence of a significant
causal relationship between a rising
income share for public spending and a
lower share for private investment, This
linkage is stronger in some countries
than others, Hudson's Stillman con-
cedes, and in some cases the slow growth
of an aging economy could cause higher

Public spending grows
because It Is a short-term
cure for recession

public spending, rather than vice versa,
Nonetheless, he believes Lhat
“nonmarket spending, (as opposed to
investment in self-supporting public en-
terprises) is the preemptive factor in
overall economic growth,”

The institute's Hudson Letter recently
estimated the degree to which specific
economies have been hurt by the rapid
growth in government over the past 15
years. For Denmark and Sweden, the
altainable growth rate has heen cut by
1.3 to 1.6 percentage points; for Canada,
Finland, Germany, and Britain, about
0.8 points; the other European members
of 0ECD are nssigned reductions of 0.4 Lo
0.5 points. France, which does nol
appear Lo have enlarged its public sector
ghare, is the oxception, Smith hag
arrived at similar estimates. He suggests
the rule of thumb that “each 6%
increase in the share of disposable
income absorbed by state consumption
implies a 1% drop in the growth rate."”

Bacon and Eltis have focused on the
British experience, and believe that 1966
marked a costly turning point for that
pation, Government responded to bal-
ance of-puyment dilliculties with n plan
to £ ow the growth of government
purel ases in order to free resources for
use by industries that export or compete
with iimports. But it did not provide the
propos -d additional stimulus of a deval-
uation, and it also shelved a long-range
ceonomic plan to stimulate industrial
expansion. It was in this offhand
fashion, the Oxford economists say, that
Britain's economic strueture was nudged
futefully in the direction of rising publie-
sector costs, Without the encouragemoent
of cither strong export murkets or the

"induatriﬁl'-ekpaﬁsioﬁ targets of the

discarded national plan, business cut
back on private investment. Meanwhile,
government departments steamed ahead
toward employment goals that had been
based on the assumption of a stronger
economic recovery.

Employment. Despite recurring attempts
to shore up the private economy, a spiral
of rising public see‘or payrolls and
falling private investment took hold.
“Over the period from 1966 through
1974, Eltis notes, “the market sector
was losing 175,000 jobs per year, and the
public service sector was adding perhaps
120,000 per year. That means a smaller
number of producers of marketable
outputs in the private sector has got to
support a larger number of tax-
supported public employees."

Inevitably, taxes rose sharply.
Amounting to nearly 30% of earnings,
the average British worker's tax burden
is now proportionately higher than that
of a bank manager or university profes-
sor in 1963, And deficits have also
mounted.

The point is not that public services
should be eliminated, but that either
their growth must he kept in balance
with private output or people should be
prepared for a growth slowdown, "As
per capita incomes rise,” Bacon says,
“you would expect people to be prepared
to give more of their own consumption Lo
make room for public consumption. |
think Sweden, prior to the latest elec-
tion, was an example of this."

In fact, the Scandinavian countries,
with their smaller, relatively homoge-
neous populations, have generully done o
good job of busing public-sector expan-
gion upon the agreement of union leader-
ghip to accepl a fair share of realistically
estimated costs. In Englamd, on the
other hand, discipline in the labor move-
ment and aecuracy in publie-nector cost
projections have both been lacking,
necording to the account in Eltis and
Bacon's new book (Britain's Economic
Problem: Too Few Producers), From
1966 to 1970, the public seetor's pretax
income rose by more than 15% as a ratio
to that of the market sector. The conse-
quence of the higher taxes that resulted
was “nearly universal pressure for wage
settloments in excess of 10%, nt a time
whon the inflation rate was much less
than this." Soon enough, of course, price
movements had to catch up; by 1970
inflntion was nearing 10%, And with
government continuing to expand em-
ployment almost any time workers
beenme available, the process neceler-
ated, Consumer prices rose 16'% in 1974
and more than 24% in 1975, Ironically,
all of this occurred at the same time that
British industry had sueceeded in shak-
ing off decades of apparent. deeline,
raiging annunl productivity growth from
22% in the 19508 to 4.2% since 1961.
Unfortunately, the balance had been

INTEANATIONAL ECONOMICS




tilted too far—instead of faster total
growth, a shift in resources to the public
sector was the only result.

Resource allocation. Without having
studied the British case in detail, Amer-
ican rrowth theorists are agnostic about
the ¢ 1 ribution that wage-push infla-
tion 3 made to declining rates of
inve:  ent. While conceding that such
infla  ary pressures can be one source
of pront reductions, particularly in an
economy as open to low-cost import
competition as Britain's, Robert M,
Solow of the Massachusetts Institate of
Teci:nology feels that the inflation and
growth problems may proceed indepen-
dently of each other, “Workers always
want more take-home pay and more
public services,” he says, “whenever they
can yret them.”

Growth <epends on keeplng
public services in
balance with piivate output

As for the slow growth problem,
Solow notes that even without inflation,
the public sector would take an expand-
ing share of total resources in any case
where policymakers continuously used
fiscal stimulus to maintain relatively full
employment, while relying on tight
monetary poiiey lo restrain ocensional
influtionary pressures. Even wilhout
wige-push, “you would automatically
get a shift in the composition of output
in favor of fovermment purchases and
nway from interest-sensitive activities,
such as private investment,” says Solow,
who is considered to be the ranking
growth theorist in the U, 8.

IFor the U. 5, the immediate question
raised by tho new studies is over the
wisdom of the public employment pro-
prams as a cure for high unemployment,
Solow concedes that “the Bacon-Eltis
argument could hold against a large
publie service employment program on
un ongoing bunis," Most American ccon-
omists tend to feel comfortable only with
relatively small public service employ-
ment prn]mmh that either disappear or
shrink in size whenever unemployment
reaches low leyels,

Thus far, it would appear that U, 8.
politicians will not repeat the excesses of
their British counterparts in both the
Labor and Coprservative parties. Of the
two Presidential candidntes, Jimmy
Carter has spoken strongly in favor of
Job ereation eflorts, But he has suid that
il tag=receipt gains lageed behind his
projections, he would slow down the
growth of social service programs.

Meanwhile, I81tis, who is spending th
yeur as visiting professor at the Univer-
sity of Toronty, is watching from hiu
post ucrons the border. He says
“Presumably, vour American lh[}l'l‘lﬂ
have looked 1.|'l-t'u|lv at the tax conse-
(uences ul' the proposals they pat forth,

I not, it's entirely irresponsible.’ a

INTERNATIONAL ECONOMICS

compuler conlrol center for se«mly
checking and energy savings.

A decision-making computer automates Bank of Virginia Company’s new
suburban "home.’ Squeezes out the most heating and air condmonmg from
the lowest energy usage. Purges smoke and creates safety areas in case of
fire. Surveys “sensitive” locations with closed circuit TV. And much more,

One example of Robertshaw's energy efficiency Special ducts collect
the heat givan off by liphts. The com-
putercal zulates and directs the best

way lo use this energy—for heating : LRl

or air conditioning. Automatically g :
For maie detrils on Robertshaw rm

automation for your building, write y o

to PO. Box 26544U, Richmond, VA CONTROLS COMPANY *+,"
23261

e i —

through the Weak:.
yql'ﬂlla:l?s‘;g m B

)8 Woek 197
snoar (ram

I
. { -1-,5 ‘.uviﬂw\ .gz w bt (A0,
e ¢‘* ‘t,\.l AR "#A I l{iﬂw 1‘1: )

BUSINESS WEEK Qctubar '8, 107/ 14%







LT AT o et

How to Spend the Next
Billion-Dollar Winafall

One oil fortune has been
spent, but another soon will
shower down on Alaska. This
time, the State is set on avoid-
ing mistakes of the past..

JUNEAU

Alaska, which already has run through
its first 900 million dollars in il royal-
tics, is about to come into another enor-
mous fortune.

With the 794-mile Trans Alaska Pipe-
line scheduled to open next year, oil and
gas revenues will scon start flowing into
State coffers, eventually mounting to
more than a billion dollars annually.

Yet mnany Alaskans are anxious about
the bonanza, which some fear could be-
come another embarassment of riches.
Residents are acutely aware that not a
single eash dollar remains of the 900
millions paid to the State by the oil
companies in 1964 lor oil and gas leases
on the North Slepe,

A splurge. The money disappeared in
what has been deseribed as a splurge of
spending lor education, aid for citics and
towns, assistanen for the aged and loans
to small businessmen.

Alaska has managed to stay out of the
red only by issuing bonds and levying o
special lux on oil and gas reserves, ex-
pected to yield 220 million
dollars in 1976. One of Alas-

costly and in short supply. Thus the
discovery of huge oil fields along the
virtually unpopulated plains hugging
the Arctic Ocean seemed providential.
Observes Andrew S. Warwick, State
commissioner of administration: *“When
we had the 900 million, it was difficult to
say “No’ to projects because the financial
resources were sitting right there.”

That overspendii © hus strengthenecd
the resolve of many residents to avoid
similar problems in the future.

Feeding the kitty. Plans are being
formulated to create a permuanent in-
vestment fund fed by at least 25 per
cent of all mineral royalties, bonuses and
money [rom leases. The principal would
be spent only on income-producing ven-
tures. Alaskans will vote on the proposal
in November.

Much of the fund, if it is approved, is
expected to be spent on strengthening
industrics that draw on renewable re-
sources: fishing und timber, the second
and third-ranking income producers
aflter petroleum. Both traditional indus-
tries are ailing.

Fishing, until 1963 the buckbone of
the area’s cconomy, has had two bad
vears in a row. Salmon fishing, the key
sector of the industry, has been in a 30-
year slump with a 1975 harvest of 26
million fish, That compares with 126
million in 1936.

Lumbering was flourishing until the
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ka's main problerns, a State
official suys, is o kecp the
money "away from the insa-
tiable appetites of free-
spending burcauerats,”
Some Alaskans admit they
handled the first bonanza
poorly. State officials suy
they were unable to resist
demands at many levels for a
share of the money “beeause
we had nothing for so long.”
Residents complained, pri-
or to achieving Statehood in
1959, that Alaska was little
more than a neglected ward
of the Yederal Government,
With a small population
spread over the equivalent
of one [ifth of the old 48
Stales, many essentials from
roads to social services were
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Ailing Alaskan fishing industry would bene-
fit from a proposed investment fund,

Highway building may get o boast, though
opposition from conservationisis is likely.
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ENERGY-RICH ALASKA

[eontinued from preceding page]
1974-75 recession cut deeply into sales.
Federal bans on clear cutting of some
forests and requirements for antipollu-
tion devices at mills .are viewed as
threats to future profits. One firm has
indicated it will go out of business as a
result.

The proposed investment fund, offi-
cials say, would be used to help the
fishing industry modernize and restock.
The money also would be available to
help timber firms re-equip.

Another use considered for the rev-
enues is helping to establish new busi-
nesses and create more jobs, with the
direction supplied within Aluska.

Says Langhorne A. Motley, cominis-
sioner of commerce and economic de-
velopment: “The fund means Alaska will
be in the position of not having to
knuckle down to foreign capitalists,
whether in the ‘Lower 48" [States] or
abroad.”

Mr. Motley envisions the establish-
ment of such firms as a plant for manu-
facturing concrete, thereby eliminating
the nced for importing the product.
Concrete, he says, leaves Seattle at $30 a
ton and sells for $108 in Fairbanks.

Some Alaskans believe the new capital

5 could help nttract_a' vanely of ébinpanies .

to the State. Industry in the pasthas
been wary of locating in the region
because of high labor costs, a small local
market and the reluctance of many big
U.S. banks outside Alaska to risk their
money so far away.

Robert Richards, executive vice presi-
dent of the newly formed Alaska-Pacific
Bank, says that at the present tiine it is
more economical to build 2 petrochemi-
cal plant in Texas or Calilornia than in
Alaska.

“However,” he says, “if the State of
Alaska offered to make capital available
at some interest rate below the cost of
financing in Texas or California, the rate
of return on investment to the Alaska
plant might be increased above that of
the competition.”

“Last thing we wani.” Private finan-
ciers and State officials generally agree
that any such manufacturing operations
should remain firmly in the hands of
private businessmen.

“The last thing we want is a bunch of
State-run entities,” says Comunissioner
Motley.

Already, expansion has begun in some
areas. Iixamples: An oil refinery is under
construction near Fairbunks, another

may be built at Valdez, and a firm at |
Kenai is in the midst of a 230-million-.

“doliar enlargement
operations. And even larger nchvmes

soon may be in the works.

There is talk of building links outward
from a_new highway, paralleling the
plpchne to permit access to untapped
mineral-rich areas of the State. That
would open up rich reserves of lead,
zine, copper, silver, iron and coal.

Environmentalists, however, are op-
posed to unrestricted development and
have been influential in halting some
previous projects. Conservationists enioy
considerable support among Alaska’s
thousands of hunters and fishermen who
want to prevent destruction of the vir-
gin forests, lush grasslunds and unpollut-
cd rivers.

Yet there is also widespread recogni-
tion that more permanent jobs must be
created to avoid the *boom or bust” eras
of the past seven decades. Many resi-
dents believe it is possible to reconcile
both sides—allowing controlled develop-
ment while safeguarding the State's nat-
ural resources.

In any case, planners say, the oil rev-
enues will be used more prudently than
they were in the past.

“We have learned our lesson,” says
oae State official, “There will be no
more squandering of our money or our
resources.”

\aske’s
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Interview With Jay S. Hammond,
Governor of Alaska
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Even oil revenue of a billion dollars a year is
no guarantee of prosperity. In this interview
held in Anchorage, Governor Flammond gives
his spending-and-investment plan designed to
keep Alaska on an even keel.

Q Covernor Hammaond, hasw is all this oil wealth changing
Alaska?

A Significantly. We hope the change will be for the
better, but realistically it will be a mixed bag of both pluses
and minuses.

Already we've seen evidence of healthy growth and un-
healthy growth—improved ecoromic circumstances coupled
with overcrowding, high prices, erime. Hopefully, we'll be
able to improve what is traditionally the nation’s highest
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unemployment rate and to raise living standards in rura
Alaska from a level that makes Appalachia, by contrast
appear affluent.

Q. You mean Alaskn is not about to become Ameriea’s oil
rich sheikdom?

A 1 think there's n sobering awarencss in Alaska tha
we're not necessarily going to be up to our hips in lavis
wealth, The fact is we have a long way to go to pull man
Alaskans even up to the twentieth-century level of economi
parity.

We currently have an economic patchwork quill—a eraz
quilt—with poverty interspersed with prosperity. The bene
fits ol oil development are not translating equitably into th
comnmunity. People who are gainfully employed and makin
fut money think oil is the best thing that ever happenc
here. Those who find that the life style that atteacted then
Alaska in the first place is disappearing think it's the wor
thing that ever huppened.
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- Mow much money is the State in line to receive®
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A Well, the first thing to note is that the pot of gold

_-appears to be several city blocks away instead of just around

the corner—and likely it will be smaller than we expected. In
fact, unless we throttle down State spending. we may well
find at the end of the pipeline rainbow only the pot and none
of the gold. The gold will have gone into governm~t.

Actually, the sum changes virtually daily because of im-
ponderables—the price of petroleum, the rate the oil will
flow, possible delays in starting up the pipeline. But our
economists estimate that revenues could reach upward of 1
billion dollars a year by the mid-1980s. But, unfortunately,
our State budget by then will far exceed that just to provide
existing services.

FOILING “LONG-FINGERED POLITICIANS"—

Q How are you going to spend a billion dollars a vear?

A Prudently, I hope.

One of the most significant actions taken by the legislature
in the last session was the } roposed ereation of a so-called

.permanent fund that will be allotted at least a quarter of all
of our oil and gas revenues. It will be a kind of savings
account where we will be able to sock some of this revenue
away and preclude long-fin ;ered politicians from picking the
public pocket. We'll be plowing it into the economy, all
right, but using it for investment purposes—not to bulloon
the burecaucracy.

Q. What kinds of investments?

A The most critical goal is to strengthen our renewable
resource industries—such as [ishing and timber—for the day
when the nonrenewable resources run out.

We're already moving in that direction, We'll have on the
ballot this fall a 29-nillion-dollar bond issue for a fisheries
rehabilitation-and-enhancermnent program. We are also estab-
lishing a loan program to create nonprofit hatcheries.

We are going lo be invelved shortly in exploring the
possibility of stepped-up agricultural development. Appai-
ently, there is a strong potential for growing certain types of
grain in the interior, Using fertilizer praduced from some of
our natural gas, this kind of farming ecould have a significant
cconomic capability,

Another thing I'd like to explore is a form of Aluskan
investment corporation in which all Alaskans would be
shareholders. In coneept, it would be similar to some of the
employe stock-ownership pluns established by private indus-
try, For example, the funds could be used to finanece an
acluarially sound income, educaticnal or health-insurance
program plus, perhaps, a supplemental soeial-security pro-
gram, especially aimed at our old-tiraers. You know, many of
our old-titners now have to leave the Stale when they rctire
because they can't afford to stay here,

Q VWhere would the money come from?

A The earnings of the permanent fund. There would be
an additional benefit from such a program, I think we would
create a very conservative constitueney insofar as unneces-
sary government expenditures are concerned. There would
be very great distress, 1 am sure, over attempts to put
platinum doorknobs on schoolhouses if you were reducing
the dividend potential or income insurunce of John Q.
Alaskan. ;

Q. Do you foresee a major effort at industrialization?

A We simply cannot build a massive industrial complex
here keyed to nonrenewable resources, which ultimately will
exhaust,

You knov we are not like States in the "Lower 48," We
are at the end of the line geographically and commercially.
We are not surrounded by other States from which trade und
commerce will flow through our State en route to not only
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our oyvn, but other marketplaces: It's not likely anybody will
one day pump oil and gas back up here to feed a big Alaskan
industrial complex.

That is not to say 1 am opposed to the creation of an
industrial base as such, but I am against putting most of our
eggs in that one basket. We have to selectively pick and
choose only those which are viable.

Q. Is there a chance Alaska will “lock up” its gas and oil,
and mete it out slowly, playing for higher prices?

A There's no way to do it. Conceivably the State could
lock up anything on its own lands. But there are large regions
of native-owned lands that will be subject to exploration and
development.

The Federal Government has offshore tracts it already is
moving to exploit. These all pose 4 competitive threat to the

‘value of State properties.

We are not going to sit by and lose money by our failure to
do anything. If they put their straw down in an oil-structure
area just outside S.ate juriscdiction, we're going to have to put
our own straw down just to make sure they are not draining
us dry.

So the charge that we are going to put a lock on our energy
resources is unwarranted and unreasoned. But we are hoping
to pace development more carefully.

Q. What about the State’s mineral potentinl?

A 1t all depends on world market conditions. When the
price is right, our hard-rock minerals—coal, copper, gold,
iron—will be exploited. We have minssive low-grade depos-
its—just as many States in the “Lower 48" do—but our
distance from markets, the high cost of Lransportation and
labor, places them further removed from the development
process. : '

“YO-YOING BETWEEN BOOM AND BUST"—

Q. Some people want foreed exploitation of resources—

A 1 disagree. Unless they can be developad without subsi-
dization, they should be left in the ground until they can. For
example, there have been ridiculous suggestions that we
build a 100-million-clollar road to tap a 30-million-dollar
mineral deposit, Muicover, 1 think you should build the
trunsportation means onee you have determined it is need-
ed—not build it and hope the needs are out there soine-
where. ‘

I'm not at all interested in subsidizing “development™
which cannot pay its way. For example, we could say lo
people, “Come on up and we'll pay you $100 a day to mine
gold.” Hordes of people would race in and the local cconomy
would boom. Business would be happy in those arcas where
the boomers congregated, but I think most would agree
there's sorething wrong with that, There would be a net loss
to the State, '

But, unfortunately, that has been the traditional history of
Alaska, a Yo-yoing back and forth between boom and bust.
We don’t wanl to attract multitudes to our State that we
can't sustain over the long term, We don't want people to
come up here simply to rip off and run. This is why we have
this basic criteria: Can it turn a profit for the State?

Q Aren't people going to come anyway?

A Well, you're right, The boom conditions now here are
going to be a lodestone unless people realize that the State is
not intent on smoking supergrowth—Dbut to a one-step-at-n-
time approach providing full employment to a small popula-
tion for the long term, rather than crash exploitation that
triggers n massive boom, then busl,

Q. Arc you telling other Americans to sty out?

A You can't pul up barriers at the borders, and we have
no intentions of doing so. But 1 want Lo make it elear that jobs
are not in that long supply in Alaski.
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May 1975

TO: THE MEMBERS OF THE
IBA BOARD OF DIRECTORS

The past five years have seen
much change and growth in
INQUILINOS BORICUAS EN ACCION
(IBA). 'the continued involement
of Villa Victoria residents has helped
_ our agency fo expand its services and

Jose Victor Gonzales to see that the community's needs

IBA President are increasingly met. Through all
its work and struggles, IBA has kept
it 3 promise to re-build a new community, a physically and emotionally
healthy neighborhood in which our children can thr1 » and grow.

Many community goals have been reached since 1970, in spite
of the great obstacles that IBA has faced. Some unsympathetic groups
from the South End community have tried to hamper our progress, but
the many friends of IBA and Villa Victoria have always come through
with the needed support. Although our offices were destroyed by [ire
in the summer of 1973, contributions to rebuild our office poured in.
The quality of IBA's leadership and the dedication of its stall has helped
the agency to expand at a time when most are culting back, We may
have had to sacrifice "smooth running" from time to time, but no one
can question the overall quality of our performance,

In addition to expanding our Human Services, renovating
our community-centered offices, and completing Plaza Betances,
"AREYTO" with its message of cultural richness and pride, was begun,
Through community participation in its activities, "AREYTO" will be
the unifying pillar of Villa Victoria, Building an "international
community" that goes beyond the limitations of ethnic loyaltics is a
central goal of both "AREYTO" and our agency. Thus, while the origins,
symbols and leadership of IBA come from the Puerto Rican culture,
our work during the past five years has focused on meetling the needs
of the entire Villa Victoria Community. I believe that continued
cooperation among IBA's board staff and clients will reflect the
growing unity of Puerto Rican, Oriental, Black and White residents
of Villa Victoria, for together we resolve that, "We shall not ba
moved from Parcel 19": now Villa Victoria,
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ETC DC-DI PRESIDENT'S MESSAGE

Perhaps hetter than any area, IBA's
housing development activities since
1970 illustrate the delicate balance
between frustrations and rewards found
in any attempt at positive community
development, The crises resulting from
federal cutbacks, political wrangling,
and violent opposition are often staggering.

Mario Clavell, Chairperson
ETC DC-DI Corporations And yet, when the "impossible' occurs -

when attractive, comfortable homes are
made available to the poor of our
community - the obstacles are outweighed by far.

In 1970, no buildings had as yet been developed by IBA, TFive years
later IBA was managing 408 units of public and private housing. These
housing units, along with IBA's renovaled office building and Plaza Betances,
have answered a need in Villa Victoria, Iowever, much more must be done
before the community can accomodate in comflort and security the many dis-
advantage! and/or displaced people who consider the South End their home.
IBA is committed to providing housing for those who need it most, and, with
this goal in view, is working for the production of 221 new and rehabilitated
housing units, The completion of these developments is not expected to come
casily, nor has (his been the case up to now. As with IBA's other IHousing
Development programs, many obstacles have arisen to make accomplish-
ments hard won indeed, Beset by poiitical ambivalence and funding
uncertainties, the Viviendas package has been five long years in processing
and only now has begun actual construction. The Rehabilitation IT Units
(Casas Boriquen) will be completed this year despite extensive and suspicious
fire damage lo two buildings.

When we at IBA consider the sweat and hearibreak surrounding
each building e complete, and then look to the overwhelming lack of adequate
housing for the city's poor, it is often difficull to resist discouragement,
Yel, when we consider the positive impacl that living in altractive,
communily-controlled apartments has on people who would otherwise be
housed in low income "projects" or substandard dwellings, the value ol IBA's
past and future achievements becomes clear, There remains no doubt that
through IBA, the Villa Victoria Community will not only survive, it will flourish.




STATEMENT BY THE
EXECUTIVE DIRECTOR

As the decade began, IBA
was less than two years old.
1970 found the agency with
only five staff members, a
$ 45,267 income, and an
over-riding dream. As 1974
came to a close, thirty
persons were working at
IBA, $ 264,518 had been
-aised that year, and the
dream was many steps closer
to coming true. Over the past five years IBA has worked for the overall
development of our community and its residents. Our achievements have
been many, our growth steady and our stability proven,

Inz Eneida Cuadrado
IExecutive Director

The agency's [lexibility and responsiveness to community needs
have been illustrated time and again since 1970, particularly within IBA's
uman Services Division. Without the support of federal grants, programs
in this area have grown to present a comprehensive and effective com-
plement to our original Housing Development goals, IBA's Iluman Services
are no longer limited to short-term, emergency assistance.

Since 1970, the agency also has realized some ol its goals within
the Housing Development component. Over 270 housing units have been
developed through the elforts of IBA. These units are occupied by
people previously forced to live in overcrowded, substandard dwellings.
Although many new units awail completion, IBA has shown its ahility
lo implement the physical plan for Villa Victoria designed with the
community in 1968,

IBA's housing activities can and have become a source for generating
funds, With the formation of 1BA's IHousing Management Corporation in
1971, an extensive and independent Economic Development component was made
possible. By managing 409 housing units as well as four businesses, IBA




has provided either directly or indirectly for 23 jobs, all of which are
filled by community residents. In addition, over sixty men have secured
employment in the construction trades as a result of IBA's Minority
Hiring Program, a service which has facilitated economic development
within the community. During the past five years, the IBA Housing
Development Division has generated over $10.5 million for the City of
Boston and the Villa Victoria community in salaries, taxes, subsidies,
syndication money, fees, elc.

Other achievements were enhanced by IBA's cooperation with other
community agencies, who in turn have heen assisted by IBA. By coordinat-
ing resources and implementing cross-referrals, maximized services
to clients has resulted. A most recent example is our newly-renovated
headquarters on 405 Shawmut Avenue, Owned by IBA, the six-story
building will house offices for other agencies, such as Casa del Sol and
the Hispanic Office of Planning and Evaluation (HOPE), thus serving
as a focal point and service center for community residents.

In all these areas IBA has pursued greater identification with the
Hispanic community and for this reason, our name is now "Inquilinos
Boricuas en Accion". A long-awaited dream, the conslruction of a
Puerlo Rican-style Plaza has been realized; the tree-lined Plaza
Betances stands ready for community use,

Perhaps most significant, in terms of Hispanic Cultural identilica-
tion, is the initiation of TAREY'TO", IBA's Cultural Enrichment program,
"AREYTO" represents comprehensive, cultural approach to fostering
a sense of identity and self-esteem within the Hispanic community.
Activities will focus on the performing and visual arts, with workshops
and presentations offered to participants of every age.

The sucecess of IBA over the last five years has not come easily;
many heartbreaking frustrations did, and continue to, threaten our
progress. Yet, [BA's stability is ensured by the confidence and [lexibili-
ty of its slall in meeting these challenges. An agency whose offices are
destroyed by fire on a Saturday night and who, on the following Monday
continues full operations from stalf members' homes and a basement
community room (as did IBA [rom July 1973-March 1975) is not one to
1ot obstucles stand in its way! Thus, while the years ahead appear to
hold much change and uncertainty, we are confident that our achievements
will provide IBA with a strong base to conlinue serving as an active,
vital force in developing our community.,




WHAT WE ARE

"Inquilinos Boricuas en Accion" (formerly the Emergency Tenants
Council) is a non-profit, principally Puerto Rican community development
corporation engaged in the social, physical and economic renovation of the
are known as Villa Victoria.

IBA arose in response to a crisis housing situation for low income families
in the South End. Specifically, residents formed IBA in reaction to the Boston
Redevelopment Authority's 1965 Urban Renewal Plan for its community, the
heart of the South End's Puerto Rican community. The plan called for large
scale demolition, new construction of housing (family and elderly), and new cons=~
truction of recreational and commercial space to service the surrounding areas
of the South End which were being rehabilitated. No relocation plans had been
made for residents, and execution of the plan would have meant destruction of
the existing community, and disbursal of its residents, 90% of whom were and
are low-income and live in sub-standard housing conditions.

Residents who were aware of the Urban Renewal Plan for their neighbor-
hood began door-to-door organizing; this effort culminated in a meeting of
some 500 residents who elected a Board of Directors, and adopted the motto:
""No nos mudaremos de la Parcela 19 --- We shall not be moved from Parcel 19",
Shortly thereafter,in August 1968, the Emergency Tenants Council was
incorporated,

The community was actively involved in proposing modifications to the
Plan, modifications which reflected the needs of the existing community.
The community plan included: rehabilitation of existing sound structures, new
construction of family and elderly housing, staged development to allow gradual
relocation of people within the area, construction of a Puerto Rican style Plaza,
better traffic patterns to improve the safety of children and elderly, and open
space for recreational activities. This community plan was approved by the
BRA with the support of the Mayor and ETC(IBA) was designated sponsor/
developer of Parcel 19.

OUR MISSION

The main purpose of IBA is to implement the means for satisfying the
basic human needs of the Hispanic community in the South End and other
residents of Villa Victoria. IBA programs are aimed at: 1) increasing family
income; 2) developing awuareness of barriers to advancement and the means to
overcome them; 3) attaining maximum capability for self-determination; 4) ad-
vancing institutions which will enhance the Hispanic communify's overall stature;
5) building a stable communily; and, 6) providing for a physical environment
that will complement the social and economic development « [ the area.




EXECUTIVE OFFICE

Until the spring of 1973, IBA did not have a well-defined Executive Office,
The need to organize this division arose as IBA reached a level of operations
which required responsible development of internal and external adminisiration,
policies and relations. Hence, the Executive Office was formally created as
the policy-research-administration arm of the agency.

Supervised by the Executive Director, this office includes the Planning
Unit and Administrative Unit, The Executive Director is responsible for the
direction of the agency and the implementation of policies pronounced by the
Board of Directors.

IBA's Executive Office approaches its work on the basis of staff and
community participation, consultation with technical advisory committees, and
the clear definition of goals which respond to community needs as articulated
by the annually elected Board of Directors and its standing committees.

Three major objectives direct the activities of IBA's Executive Office:

improvement of agency functioning, development of local capability, and
provision of needed quality services. Since its formation, the Executive
Office has worked to realize these goals through projects which include:

DEVELOPING AN EFFICIENT INTERNAL ADMINISTRATION

* Information Systems and Planning Methods
IBA has designed statistical systems for recording different types
of information, These on-going systems relate to and describe agency
management, personnel policies, program evaluation, and client
population. Naturally, the information obtained in these areas is essential
for a realistic and offective planning.

* Staff and Board Training Program
In order to familiarize stalf

and board members with the technicali-
ties of its work, IBA has initiated the
development of educational materials
and "in house' training curriculum.
In addition, several staff members
have been placed in college level prog-
rams relating to their work and further
developing their career pctential




*  Tundraising

Over the past five years, IBA has demonstrated an ability to raise
and to multiply the funds needed for continued expansion of its services -~
from $ 45,267 in 1970, to $ 264,518 for 1974. 1974 also saw an out-
pouring of contributions for the rehabilitation of our fire-gutted head-
quarters. For this special assistance, along with the continued support
from our many funding sources, the Villa Victoria community and we

at IBA are most grateful.

TOTAL INCOME FOR IBA

Calendar Years 1970 and 1974

Sources of Income 1970 1974

45,000
137, 218
48,100
28,100

6,000

United Way -
Ffoundations $ 31,386
Churches 13, 882
Corporations

Government

> 5 S

o

£

TOTAL 264,518

COORDINATION OF COMMUNITY SERVICES

The past few years have witnessed a growing cooperation
between IBA and other community agencies, particularly those serving
the Hispanic population. Through coordinated resources both the
efficiency of each agency and the services available to clients have
been maximized. For example, the elderly residents of "Torre Unidad"
enjoy such services because the resources of other agencies have been
tapped and many of their services donated to the IBA program,




HUMAN SERVICES
DIVISION

IBA's Human Services
complement the

long range strategies
of its INousing De-
velopment/Economic
Development com-
ponenls,

The combinalion
of these activities
reflect the general
understanding at
IBA that in solving
the major problems
of the Hispanic
community we musl
deal with the obstacles
that alfeet this community today and preparve to avoid these problems in the future;
solutions require hoth short and long-range action, coupled with a high degree

ofl coordination,

The creation of the Human Services Division of IBA responded to the ack-
nowledeement of this duality back in 1968, The original organizevs underslood
the long=range nature ol housing development and the pressing need for action
to alleviate some of the community's immediate problems, ‘The Human Services
Division emerged as such and as & means Lo maintain a more dircet contact
hetween IBA stall and its client population,

The oraanization of the Human Scrvices Division allows for work with hoth
individuals and groups of individuals, 1t touches the [ields of employment, housing
search, cultural enrvichment, welfare and human rights.  The stolf performs a
significant amount of translation work combined with advocaey on hehalf of the
cliont, It also aims at teaching the client how to handle specific siluations alone
in order to increase client independence and sell-sulliciencey,

Although many of IBA's services are extended to "Hispanos' citywicde,
(he major emphasis rests with the tepamts of IBA developments,  This coneentri-
tion is an important factor for the suceess ol the Housing Development Plan,
and conscquently, the comprehensive development of the community.




INVOLVEMENT WITH THE GREATER BOSTON COMMUNITY

* Chelsea Crisis
The Executive Office of IBA was actively involved in assisting
families affected by that tragic fire in 1973.

* Housing Workshop
IBA sponsored a workshop on Housing and the Puerto Rican
in Massachusetts under the Department of Community Affairs, Staff
members of public housing authorities, Model Cities, and other
housing related agencies attended the 1973 seminar.

*  South Boston Crisis
IBA's Executive Office responded to the erisis in South Boston
by participating in several committees which worked to alleviate the
tension between Puerto Ricans and Irish in that community.

* Contributions of Executive Office Staff
Members of the IBA staff support the work of other Boston
agencies by directly participating in the governing and policy making
of group such as:

. Black Housing Task Force

Citizens Housing and Planning Association

Greater Boston Community Development
Governor's special committee to evaluate the
Massachusetts Commission Against Diserimination
Hispanic Office of Planning and Evaluation

New England Spanish American Regional Institute
South End Project Area Commiltee

1
2
3

The Executive Director in particular, has contributed her
resources to the Boston community by serving on agency boards, lecturing
in colleges*, speaking in public, and lending her support to a range
of community-interest issues,

+ The IBA community is most grateful to Boston College fox donaliny
Professor Cundrado's services and allowing her to act as Execulive
Director from 1973-1974, while continuing her academic duties al the
college.




HOUSING SEARCH

Locating decent low rent housing contributes directly to increasing the
income of clients by reducing their housing costs. Even more important
than the economic advantage of living in low rent housing is the security of
knowing that one's shelter is comfortable and reasonably permanent. In
finding BHA (Boston Housing Authority) leased units on the private market,
in helping clients gain access to public housing, and in locating low or
moderate-rent standard apartments on the private markst, IBA has helped
its clients to reduce the amount they pay for housing (8HA leased units and
public housing tenants pay on a sliding scale based on 25% of their income)
and to obtain housing from which they will not be displaced.

Over the past five years, IBA staff members have spent thousands
of hours completing BHA applications for their clients, tracking down
available housing, and providing follow-up on each case, In light of the
overwhelming shortage of low-rent housing in Boston, their success has been
considerable. Yet, each year the Housing Search Staff must watch its
"Pending" [iles grow, while the lists « f available units dwindle precariously.

IBA HOUSING CASELOAD
BY FAMILY SIZE
1970-1974

Tamily Size Accumulative 1974 Total
1970-1973

1-2 111 76 187

3-56 124 82 206

G -8 101 87 188

9 or more i 4 156

Total 347 249 596

Source ol Information: IBA Housing Register




IBA HOUSING CASELOAD
BY NEIGHBORHOOD

Calendar Year 1974

Neighbrrhood Cascload Families Ioused

South Ind 149
Roxbury 41
Jamaica Plain 17
Dorchester 22
South Boston

Now Bedford

Che sea

Ma tapan

Allston

Somerville

Total

Source of Information: IBA Tlousing Register

According Lo the above
table, ti:e proportion of those
sceking lov and moderate
income housing, compared

with the number of clients

actually housed, is shocking-
ly high. However, when con-
sidering the overall picture,
IBA's success in housing

20% of its clients is signilicant,




When a subsidized apartment finally is located, it most likely
can not accomodate the large family which typifies IBA's client
population. Any decent housing within the poor family's range is
scarse enough; a low~rent unit with more than four bedrooms is all
but impossible to find:

IBA HOUSING PLACEMENT
BY FAMILY AND APARTMENT SIZE
1974

Bedroom size of units

Family size 1 2 3 4

L= L1 I~ L B -

= c =]

1
4
3
1
1
2
0
1

o

(9]
o)

Total

Source of Information: IBA Housing Register

Thus, while IBA will continue to offer minimal Housing Search
services, the ultimate futility of meeting this critical growing need
will haunt our work --- until the public sector takes realistic action,
that is,




MANPOWER DEVELOPMENT

In accordance with its goal of increasing the Hispanic family's
income, IBA offers minority hiring and job development services
to its clients. TFocusing on the construction trades, this yrogram
has provided 76 men with employment on both its own an¢ other
South End housing. construction projects,

IBA MANPOWER DEVELOPMENT CASELOAD
BY TRADE
1971-1974

Trade Caseload Clients placed

LN
-

Carpenter
Electrician
ILaborer
Mason
Painter
Plumber
Welder

1
8

4
5
4
15
5
7

Total 171

Source of Information: IBA Manpower Records

Over the past five years, IBA's Manpov er Development staff
has been responsible for:

outreach work to find unemployed, skilled or semi-skilled
Hispanic construction workers within the South End and Greater
Boston area;

job placement on 13A and other South End jobs, and back-up
support for those workers;

ensuring admittance to the union of their trade for workers
placed, and pressuring contractors to take men onto their permanent
payrolls;

providing orientation and training relating to construction work,
specifically for workers,




IBA's elforts have been
concentrated on job
locution for its unemploy-
ed tenants. Since 1970,
IBA has seen its job
development activities
lead naturally to employ-
ment in fields other

than construction., Tor
example, IBA's manage-
ment of 408 housing
units resultcd in the
employment of thirteen
stall members, ten ol
whom are llispanic
communitly residents who
were hired and trained

by IBA.,
IBA MANPOWER DEVELOPMENT CASELOAD
BY NEIGHBORHOOD
1971-1974
1971 1971 1974 1974
Neighborhood Caseload Clients Caseload Clients
NSO 0., __Placed
South End 18 3 23 22
Roxbury | - § i
Jamaica Plain 1 - 3 2
Dorchester 1 f |
Brighton 1 - - -
Chelscen 1 - - -
Maltapian 1 1
Total 33 q J8 32

Source ol Information: IBA Manpower Records




SUPPORTIVE SERVICES TO FAMILIES AND INDIVIDUA LS

Since 1970, IBA has provided translation, information and referral
services to approximately 6,000 clients, most of whom were newly arrived
from Puerto Rico and other Latin American countries.

As with other IBA human service programs, the translator-advocate's
primary responsibility is to increase the knowledge and self-sufficiency of
the client. In each case, the staff member works to [acilitate the client's
1) understanding of what a specilic agency can and cannot be asked to do;

2) knowledge of the procedures that can be followed if a reasonable request is
not met by that agency; 3) sense ol independence, the right to make requests,
and to receive fair, responsive answers to those requests.

Along with direct translation-advocacy services, IBA maintains o
systematic referral system in the areas ol health, education, welfare and
legal services,

COMMUNITY ORGANIZATION

This service is crucial Lo the
overall development of 1BA and
villa Victoria, The Community Organiza-
tion program occupies a supportive
position to other programs in Human
Services, Iousing Development and
the Exccutive Office.

IBA's dircel group services

are overseen hy group workers who

act as catalysts in bringing pgroups together, I a group decides it will conlinue
to meel, the communily organizer serves as an information source, advisor
and coordinator,

Since 1970, IBA has been instrumental in orvganizing and assisting various
task forees and committees In the area, Its activitios have included:

¢ Tenant Organizing
Actions taken by tenants in groups are usuilly more elffective thin
individual aetions in achieving redress of problems, Over the past live years,
[BA has organized several successiul rent=witholding actions against Tnnd-
lords of substandiard housing,




HUD Foreclosure
Working to prevent the private market sale of four HUD-owned
buildings on Rutland and East Springfield Streets, IBA has been instrumental
in organizing the tenants to protest and seek alternatives to the plan which
would result in their eviction. Once organized, the tenants elicted IBA's
help in the research and preparation of a proposal for non-profit acquisition
of these properties.

*  West Newton Street Development
in addition to the tenant organizing which led to rehabilitation
of the deteriorated housing on this street, IBA served as u catalyst in
ensuring that the development of West Newton Street reflected community
interests. (For details see Housing Development section).

Blackstone School Development
Since 1969, IBA has been involved in planning and organizing
community participation for the development of this bilingual-bicultural
community school,

¥ Security Committee
The threatening problems of violence and erime are being dealt

with by the IBA-organized Security Comumittee. Formed in 1974, the
committee is negotiating for more extensive police protection.

Elderly Committee
Composed of elected elderly tenants and representatives of
{he community, this committee serves as an advisory board for Unity
Tower's management and Elderly Services Program.

IBA Board of Direclors
By staffing the Board and organizing its annual election by Villa
Victoria residents, IBA works to further implement the cenlrol of the agency
by the communily,

In each of these cases, the participants themselves were given informa-
tion and then allowed to define priority issues they wished to deal with through
group action, The goal of the IBA community organizer was and is to develop
resident leadership and independence on the part of each group member.
Liis/her success is measured by how quickly his/her assistance hecomes
U, mecessary,




COMPREHENSIVE SERVICES TO THE ELDERLY

When "Torre Unidad' opened its doors in 1974, most of its new
residents moved from shockingly substandard dwellings, IBA realized
that its 325 elderly tenants sulfered a wide range of problems arising
from long years of neglect.

In order to complement its provision of attractive subsidizea
housing by meeting the other pressing needs of its tenants, IBA developed
a program for delivering comprehensive human services in the Tower,
Public and private agencies were approached and many agreed to offer
free direct services to the residents. In addition to coordinating these
programs, IBA hired a qualified staff which provides other direct in-
formational, counselling and recreational services.

The on-site services
utilized by tenants ol
the Tower include:

|

Weekly Health Clinie

- Visiting Nurses

= Individual and Group
Counselling

- Arts and Crafts Workshops

- Music and Dramaltics
Worlkshops

- Visiting Homemakers

- Thursday Afternoon "Teaq,
Coffce and Conversialion

- Translational Assislance

- "Special Day'" Celebrations

~ Trips and Outings

These and the other elderly services are geared to the unique mixture of
ethnic and racial backerounds of the Tower residents (Puerto Rican, Black,
Orviental, White), Through these services, the IBA stall and those con~
tributing from other agencies have as their ultimate goal to lacilitate the
ereation of a resident community and to provide the resourees necessavy
for a rich, independent life,
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AREYTO (CULTURAL PROGRAM OI' IBA)

Launched in December 1974,
this new program represenis a
comprehensive, cultural approach
to fostering a sense of identity
and self-esteem within the Hispanic
community. Through activities in
the visual and performing arts,
AREYTO is designed to fill the
cultural gap and isolation suffered
by many Ilispanos.

AREYTO's official debul, the three Kings Play proved the great need
and tremendous interest of the communily in aclivities relating to their
background, Over 100 llispanos of every age participated in the planning,
workshops and rehearsals that culminated in the "Fiesta de 1os Tres Reyes',
Iundreds of people from the Greater Boston Area atlended the procession,
art presentation, concert, play and dinner celebrating the Spanish holiday.

By their interest and pavticipation, all involved proclaimed the festival
to hbe a smashing success.

The workshops and presenta-
tions of AREYTO serve as

a cohesive focal point for
Villa Vietoria residents.
Representative of their
shared rich heritage, IBA's
cultural enrichment

program presents a forum
for self-expression, pride
and unity,




HOUSING DEVELOPMENT DIVISION

The first division created at IBA, Housing Development occupies a central
role in .oth the philosophy and achievements of the agency. IBA's housing
development component is trying hard to respond to the needs of the Villa Victoria
community for decent low rent housing. In recent years th:se activities have
assumed even greater importance -- not because the agen ,'s goals have changed,
but because its work continues at a time when naticneclly © »  rovision ol needed
low=-rent housing is at a virtual standstill,

During the past five years, IBA's housing develoy ment \/ork has focused
on meeting these goals:

To prevent the displacement of Villa Victoria residents

To develop and implement a comprehensive physical
development plan that incorporates:

1. Family Housing
With low rents and unit size corresponding to
family size
2. Elderly llousing
Perhaps combined with family housing as a
solution to the extended family's housing situation
3. Quality and Attractive Design
Including open spaces and traffic circulacion
4, Cultural Facilities
To strength the community's cultural identity
5. To guarantee community control over the housing in
the Villa Victoria area

In addition to developing attractive, affordable housing, IBA slrives
to realize these objectives by working out means for community conlrol over
housing (controlled management, homeownership plans, ete.), and by educating
the community, its representatives on the Board of Directors and the staff
about the intricacies of housing deve'opment operations.

Once the community's needs 2re translated into policies, the staff pursues
their implementation while Lrying t¢ minimize government constraints
(inflexibility of programs, lack of funds for subsidies) and the constraints
of the private sector (maximization of profits and minimization of risks). The
process is a slow and tedious one. In many instances lack ol resources and
external obstacles have produced compromises in the goals articuluted by the
community, Nevertheless, since 1970, IBA's Housing Development division
has achieved significant success,




REHABILITATION PROJECT - PHASE I

With no previous experience in the area of housing development, IBA
approached its first large-scale project, the rehabilitation of 71 units on
Tremont and Shawmut Streets, By the fall of 1971, the agency had rescued
these 14 row houses from iinminent demolition, restored them to high-
quality, attractive homes, and ensured their occupation by those community
residents most in need.

While the buildings were being restored, IBA worked extensively with
the BRA to sce that the tenants were relocated in decent temporary units
or in comfortable housing where they wished to move permanently. Every
tenant who wanted was able to return, and every elfort was made to keep
rents at a level the tenant could afford. IBA fought for and obtained 70%
combined leased housing and rent supplement for the project s that units
would be provided for low-income residents.

In addition to housing
restoration, Rehab I
assisted four commercial
spaces. DBy providing

full renovation work at
minimal or no cost,

IBA cnabled them to
hegin or remain in
business.

The Rehab I project
was a limited dividend
venture with proceeds
from the syndication
controlled by and
returning to IBA, The
Villa Victoria community,
as general pavtoer with 1BA, held a slrong voice in the physical and managerial
development of the project, According to their wishes, syndication proceeds
wora used for the installment of special design features, including dark wood
parquet floors, oak spiral staiveases, and landseaped yards, Thus, the project
served as an example of how a community group can redirect the profits
which usually go to an outside developer, and can apply them instead to the
community's benelit,
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WEST NEWTON STREET PROJECT

This restoration of 136 units emerged as a project unique in several
ways. As the first Turnkey rehabilitation in Massachusetts, the project
was designed so that all units would be low rent, The buildings included
a mix of efficiency and one-bedroom units for the elderly and large units
for families, a "first" for the Turnkey program. And, perhaps foremost
of the project's achievements, was the unique cooperation among IBA,
the South End Tenants Council (SETC), the community-elected PEURC,
Mayor's Office, Boston Redevelopinc .t Authority, BHA, HUD, and the
private developer,

Throughout 1972 IBA and SETC, an agency geared to the black
commmunity, participated actively with United Community Development
to help ensure the renovation of the 25 buildings on West Newton Street,
The entire block, at the edge of Parcel 19, was formerly owned by one
slumlord who had allowed the buildings to become dangerously detericrated,
In 1969 and 1970, ETC and SETC jointly organized tenants, hegan a legal
rent withholding and demanded that the city intervene Lo bring the buildings
up to code. In 1970, United Communily Development, a private firm
working in cooperation with both tenant groups, offered to buy the buildings
and renovate them for community residents. IBA and SETC accepled.
Their participation helped the renovation project win important victories,
such as the agreement that it be managed by IBA with SETC participating
in tenant selection,

In April 1972, the West Newton Streel sroject initially r:losed and
renovation of the block began. In November .72, the fivsi five buildings
were completed, conveyed to the Boston Housing Authority, and occupied
by community residents. The las: [ive buildings were conveyed in April
1973, Upon the program's completion, the Boston Globe ran an article
deseribing the joint effort and confirming the objective of those involved:

'""It's probably the only
place in the city where

a public housing project,
owned by the Boston
Housing Authorily, cannot
be distinguished [rom any
of the other buildings or
blocks in the district and
hopefully ends the
"projectitis" diseasa that
has plagued all public
housing developmenlts

in the past "
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TURNKEY HOUSING I'OR THE ELDERLY

The 201 unit Elderly Tower is the lirst housing constructlion projcct
of so large a scale to be developed and controlled by a community group.
By 1972, when the project was begun, IBA had acquired the expertise and
resources necessary for it to act as sole developer. With full responsibility
for hiring consultants and contractors, as well as for any profits or losses
that might result, IBA set out to demonstrate that, in the hands of a responsible
community developer, public housing can be made as (and cven more)
altractive as apartments on the private market,

For the planning costs of
architects, desiguns, cte.,
IBA was able to raise a large
amount of seed money [rom
private groups. This, along
with IBA's available equily
and 100'% financing from
MPHA, made construclion
of the 5.1 million dollar
building possible,

When a surplus [rom the
project began to be realized,
IBA and the very nctive
communily Grass Rools
Task I"orce v fed to re-invest
most of the money in the Tower,
This decision enabled IBA to
incorporate significant changes

and additions in the design
festures, including a $ 100,000
rool garden, wall-to-wall
carpeting, and high-quality
interior listurces, In addition to the physical development, provisions were
made for a program ol comprehensive services Lo be offered to the Tower
residents (for deseriplion sce Human Services Seclion), Completed in Summmer
10741 the Turnkey Tower with its quality design, comprehensive services, and
resident participation, is unparalleled among the clderly housing of Boston,
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HOUSING UNITS
DEVELOPED BY IBA

5 1970-1974
Size 1970 1974
(accumulated)
Studio = 132
1 Bedroom - 99
2 Bedrooms - 31
3 Bedrooms - 9
4 Bedrooms - 1
Total 0 272

Source of Information: IBA Housing Development Division

Not considering the West Newton Street development, in which IBA
played a signiflicant role, the agency has been the primary ov sole
developer of 272 units since 1970,

PLAZA BETANCES

Another result of IBA's profits from the Turnkey Tower, a Puerto
Rican-style plaza is both the physical and symbolic center of the Villa
Victoria development plan. Ifacing the Tower and opposite the site of
IBA's next construction project (the 181 unit Viviendas Ia Victoria)
Plaza Betances was financed through the BIHA/BRA's matching of
IBA funds,

The Plaza's architect
travelled to Puerto Rico
and studied the plazas therc,
in order Lo ensure the au-
thenticity of his design.
Even the malerials used in
conslruction and the plants
which line the Plaza are
representative of Puerto
Rico and its culture, Through
all the planning and construc-
tion, the community was ac-
tively involved, for with the
completion of Plaza Betances,
one of Villa Victoria's original dreams has heen realized.




COMMUNITY SERVICES CENTER

In the Summer of 1973, IBA's head-
quarters were destroyed by fire. Work-
ing from a cramped basement communi-
ty room, the IBA staff immediately
hegan looking towards renovation of
its offices, After more than one year
of planning and fundraising elforts,
the rehahilitation of 405 Shawmut
/ venue was completed,

One again IBA's original head-
quarters serve as a greatly-used
focal point for community residents.
The six-story building houses oflices
of several Hispanic agencies. Here
other personnel is available to com-
plement, coordinate and maximize
services each agency provides.

PLANNING ACTIVITILES

In addition to the housing it has developed the planning ol Turther new
and rehabilitation projects has consumed much of IBA's efforts over the
past five years, These projecls include:

Rehalh Phase 11 (restoration of 40 units al scalterced sites)
Viviendas La Victoria Phasel
(new construction of 181 family-size units)
Viviendas Ta Vietoria Phase 11
(construction of additional family-size units, with an
emphasis on homeownership)

Throuch all IBA's housing development aclivities, countless politienl,
cconomic, and other sethacks have appea red to delay projected timetables
and [rustrate well-set plans,  Viviendas La Vietoria, for example, has been
in the processing stage since 1970, and easily might have been abandoned
wore it not for the dedication of the IBA stall and support from Villa Victoria,
Fortunately, there have been many SUCcesses to show us thal Lrue communily
development is not only possible, it is well worth the struggle,
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HOUSING MANAGEMENT

Since its beginning, IBA has had as one of its goals community
control, not only of planning and housing development, hut also over the
housing once it was constructed. In the Summer of 1971, IBA Board of
Directors instructed the staff and technical advisors to establish a
management corporation which would oversce all phases, such as tenant
selection, rent collection and maintenance, of the housing developed by
IBI’&..

After considerable study and plan.ing, a management design was
completed and submitted to 11UD, which subsequently approved IBA as
the management agent for the Tremont/Shawmut development. When
the first IBA tenants moved into their new apartments in December 1971,
a manager, secretary and resident superintendent had been hired and
a small Management Office was opened. IBA had officially become
both landlord and housing manager.

From this modest
beginning, ETC
Developer, Inc. ,
has grown tremen-
dously, Trom a
stalf of thre:, the
managemen. cor-
poration nov’ em~
ploys thirteen
full-time persons,
all but two of

whom are communi-
ty residents. And
from the initial
management of 71
apartments and
four stores, IBA
now manages four
bhusinesses and 408 housing units, This tremendous expansion ol both
stafl and managed units is reflected in the growth of ETC Developers!
financial responsibilities. The {irst annual management bhudget was

$ 125,000; 1974's totaled § 635,000




In addition to successfully managing its buildings, the IBA
management program has demonstrated other significant achievements:

* Training and permanent employment for community
residents.

Tenant participation in management activities.

Financial stability
A report by the Boston Redevelopment Authority
and the Boston Urban Observatory of Management
Companies dealing with subsidized hous’ng rates
IBA as one of the three best in the Boston area.

Tacilitation of positive social relations within and
among different racial and ethnic groups.

IBA believes that hack-up human services are essential to the
successful management of low rent housing. Thus, the Management
Division employs a full-time tenant services specialist who works in
conjunction with the IBA Human Services staff,

Over the last four years, the activities of ETC Developers, Inc.
have remained consistent with IBA's overall goal of ensuring the
community's control over Villa Victoria.

TYPES OF RENTAL PROGRAMS
IN IBA-MANAGED HOUSING
1974

Rental Program Number of Units Location

Public Iousing 337 West Newton St.
Elderly Tower
Lease Housing in privately owned
building 21 Tremont/Shawmut
FHA Rent supplement subsidy housing 28 Tremont/Shawmut
Moderate Income Housing 19 Tremont/Shawmut

Total 408

Source of Information: IBA llousing Register




As illustrated in the preceding table, over 80% of the units managed
by IBA are designated as Public Housing. Twenty-four, almost 6% of
the IBA-managed units also are owned by the agency. Tenants of the
nineteen Moderate Income Housing units receive some subsidized
assistance in paying their rents.

RACIAL AND ETHNIC
BREAKDOWN OF IBA HOUSEHOLDS
1974

Tremont/Shawmut W, Newton Tower

Hispanic 66 32
Black 39
White 30
Oriental 4
Total 136

Source of information: IBA Iousing Register

In considering the above table, one should remember that the racial
and cthnic breakdown of households nol individuals, is herein described.
The conclusion that the

composition of IBA's te-

nants is:

36% Mispanic; 20% Black;

36, 5% White and 7.5%

Oriental, would be mis=-

leading lor the majority

of large families (in three-

five bedrooms units) are

Hispanic, while most te-

nants ol one bhedroom and

studio apartments are

White.
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THE I'UTURE

This report summarizes the efforts of "Inquilinos Boricuas en Accion"
during the past five years. We believe that future efforts should be guided
toward the expansion of programs that consolidate what has been accomplished
and the development of new programs fo serve our people., IBA's plans for
1975 and 1976 touch every field of community development:

HUMAN SERVICES

*  Consumer Iiducation
IBA plans to serve its clienls as a counselling, educating
and advisory liaison on consumer affairs. The staff will concentrate its
efforts on consumer education and budgeting instruction, This program
will be coordinated with IBA's activities in Housing Development and
Economic Development,

Recreation
This program is designed speciflically for the sponsorship
of a Hispanic Communily girls club and is geared to those who previously
have been excluded [rom organized recreational and other activities,

AREYTO
Extensive implementation of TBA's cultural enrichment
program is planned for this year., Workshops (in painting, puppetry,
dance, silk-sereening, music, cte, ) will begin soon and three summer
festivals are on the calendar of events, The Youth Development Program,
a governmenl-funded component of AREYTO geared to fostering a sense
of identity and qualities of leadership, was initiated this spring.

FFamily Preservation

Many Iispanos and their families experience emolional
upheaval in attempting to cope with an unfamiliar and sometimes hostile
environment, As an integral, trusted part of the community, IBA
often s approached by clients who express their need for special,
suprortive counselling, In 1975, IBA plans to coordinate the provision
ol professional counselling and therapy for families and individuals,
We are nepotiating with other agencies in order ‘o obtain professional
stall for these services, An IBA staff member will perform outreach,
problem identifieation and scheduling of appointments for the social work
staff placed at IBA,




HOUSING DEVELOPMENT

* Rehab Phase II
This project, slated to begin in summer 1975, will
provide for the ~2novation of 40 units in now vacant and deteriorated
buildings of Villa Victoria.

* Viviendas Ia Victoria-Phase I
This project is the heart of IBA housing development plan

as it will provide the family units long awaited by IBA founders. With its
one mid-rise building facing on the Plaza and a series of two-family
town-houses, the project will provide 181 apartments (54 of which have
three or more ! edrooms) to low and moderate-income tenants of varying
racial and ethnic backgrounds. Phase I began construction in the summer
of this year,

*  Viviendas La Victoria-Phase 11
This project is in planning and preliminary development
stage., The acquisition of property to provide additional housing units
has been initiated (with half of the property acquired) and will be com-
pleted in 1975. IBA is studying the financial alternatives for the project,

with emphasis being placed on homeownership alternatives. The
projected time for beginning construction is the summer of 1976, with
a projecled completion date of fall 1977,

The completion of these projects will mark the realization of
IBA's Housing Development Plan, Expansion in housing development
is seen in the areas of homeownership and consultation services to other
New England Ilispanic Housing agencies,

ECONOMIC DEVELOPMENT

In addition to the Human Services and Housing Development
Division, the Economic Development Component will be implemented
in order to help further IBA's goals. This program will focus on identily~
ing major consumer needs, increasing resident's economic "buying power!
and furthering employment opportunities, Under the Economic Development
Division, IBA envisions the creation within the community of cooperalives
and other business ventures, activities which will lead to economice sell-
sufliciency, It is expected that some initial implementation of this com-
ponent will oceur at the end of 1975,
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S1EGRrisT & IHHAPGRAVES
CERTIFIED 1"UDLIC ACCOUNTANTS
44 WASHINGTON STREET
WELLESLEY 1lILLS, MAssacuusiTTs 02181

To the Board of Directors of
Inquilinos Boricuas En Accion

We have examined ti.2 financial statemei.ts of
Inquilinos Boricuas en Accion for the year ended December 315
1974 and 1973. oOur examination was made ia accordance with
generally accepted auditing standards, and accordingly
included such tests of the accounting records and such other
auditing procedures as we considered necessary .n the
circumstances,

In our opinion. the accompanying balance sheets
and statements of income, members' equity, and change:s I
financial position present fairly the financial position of
Inquilinos Boricuas en Accion at December 31, 1974 and 19773
and the results of thelr activities for the years then ended
in conformity with generally accepted accounting principles
applied o a consistent basis.

Wellesley Hills, Massachugsetts
March 9, 19756




INQUILINOS BORICUAS EN ACCION

(Formerly Emergency Tenants' Council
BATANCE SHEET
ASSETS

Current assets:
Cash

Loans to employees
Accounts receivable
Contribution receivable
Total current assets
Advances to affiliate (notes B and C)
Restricted cash (note C)

Construction in progress (note C)

LIABILITIES

Current liabllities:
Due to affillates

Accounts payable
Accrued expenses
Total current liabilitiles
MEMBERS ' EQUITY
Surplus - restricted (notes B and C)
surplus - unrestricted

Total members' equity

of Parcel 19, Inc.)

December 31

1974

$ 1,302
342
1,100
5,978
8,722
90,582
2,461
127,664
$229,429

13,026
5,340
1,500

19,866

214,771
(6,208)
209,563

$229,U429

——

The accompanying notes are an Integral
part of these flnanclal statements.

SIEGRIST & HARGRAVES
CERTIFIED I"UBNLIC ACCOUNTANTH

1973

$ 16,562
254

16,816
82,290
10,696
1,818
$111,620

ey

11,901
4,698

16,599
92,986

95,021
$111,620




INQUILINOS BORICUAS EN ACCION

(Formerly Emergency Tenants' Council of Parcel 19, Inc.)

STATEMENT OF INCOME

Restricted (note C):
Contribution ii.~ome:
Institutions
Individuals

Restricted net income

Unrestricted:
Contributions:
Institutions
Individuals

Reimbursement of expenditures related
to low rent housing development and

services billed to affiliate (notes B and C)

Interest
Other

Total unrestricted income

Operating expenses:
Salaries and related

Printing stationery and office supplies

Profezsional fees

Annual meetings, election and festival

Telephone
Public relations
Support of community groups (note E)
Other
Total operating expenses

Unrestricted net income

The accompanylng notes are an

SIEGRIST & HARGRAVES
CERTIFIED IPUBLIC ACCOUNTANTH

For the Years Ended
Cecember

3L

integral
part of these financlal statements,

1974

$11L4,468

25

$114,493

———— —

88,423
< o W0

88,893

,292

1008
,___’?z
6

102,93

87,120
6,826
2,881

939
1,740
1,547
2,025

(191)

1973

10,696

$ 10,696

78,904

1,238

80,142

38,966
256

1,899

121,263

76,502
2,801
2,798
2,526
1,728
398

1,105

102,887

b g

87,858




INQUILINOS BORICUAS EN AZCION
(Formerly Emergency Tenants' Council of Parcel 19, Inc.)

STATEMENT OF CHANGES IN FINANCIAL POSITION

For the Years Ended
December 31

1974 1973

Financial resources provided
by operations:
Net income - restricted $114,493  $10,696
Net income - unrestricted g 33,405

114,542 L 101
Decrease in restricted cash 8,235
Decrease in working capital 11,361 626

$134,138  $44, 727

Financial resources used:
Construction in progress 125,846 1,818
Increase in advances to affiliate é,292 32,213
(notes B and C)
Increase in restricted cash 10,696

$134,138  $44, 727

Details of working capital changes:
Increase (decrease) in current assets:
Cash (15,260) 9,424
Loans to employees 88 (341)
Accounts rrceivable 1,100
Contribut? ns receivable 5,978
Decrease 1n wo'king capital 11,361 626

$ 9,709

Increase (decraase) in current liabilities:
Due to affiliate ! 11,901
Loans payable " (5,3106)
Accounts pa,rable 51 3,124
Accrued expenses

$_9,709

The accompanylng notes are an integral
part of these fir:ancial statements,

SIEGRIST & IIARGRAVES
CI{IITII'»".D PUBLIC ACCOUNTANTH




"INQUILINOS BORICUAS ‘1 ACCION

(Formerly Emergency Tenants' Council of Parcel 19, Inc.)

STATEMENT OF MEMBERS' EQUITY

Balance at January 1, 1973

Net income for the year ended
December 31, 1973

Advances to affiliate in 1973
transferred to restricted
(notes B and C)

Balance at December 31, 1973

Net income for the year ended
December 31, 1974

Advances to affiliate in 1974
transferred to restricted
(note B and C)

Balance at December 31, 1974

The accompanying notes are an integral
part of these flnanclal statements,

SIEGRIST & HARGRAVES
CERTIFIED PUNLIC ACCOUNTANTS

Restricted Unrestricted

$ 43,324
10,696
38,966
92,986

114,493

8,292

$215,771

$ 7,596
33,405
(38,966)
2,035
4g

(8,292)
($ 6,208)

95,021

114,542

$209,563
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INQUILINOS BORICUAS EN ACCION
(Formerly Emergency Tenants' Council of Parcel 19, Inc.)

NOTES TO FINANCIAL STATEMENTS

A. 1Inquilinos Boricuas en Accion (IBA) is a nonprofit (public
charity) organization involved in physical, social and
economic development of a predominantly Puerto Rican
neighborhood in Bustons' South End. The organization is
controlled by the community through the annual election of
board members by the Community's residents.

B. Amounts due from affiliate in the amount of $90,582, $8,292
which was incurred in 1974, represents expenditures (in-
cluding salaries) durirg the four years ende? December 31,
1974 by IBA in connection with development and management
of new low and moderate income and elderly housing in the
nelghborhood by IBA's affiliate, E.T.C. Developers, Inc.
Repayment to IBA will be made out of any surplus resulting
from the completed projects if any, the exact amount of
which is not presently determinable,

C. Resuricted cash of $2,461 ¢nd surplus of $125,189 represents
funds received as contribut.ons for use in the rehabilita-
tion of 73 West Brookline Stieet, a bullding in the
neighborhcod which was purchased in 1973. Rehabillitation
of the building is expected to be completed in 1975 at
which time it will be utillized as a community services
organizations serving the Hispanlic population of Boston,
During the year the Board voted to restrict the use of
any amounts collected from affiliate as described in
note B and to be utilized only to the extent of income
earned from this amount,

D. Donated services - a substantial amount of consultant
services, employee overtime, office space and other non-
monitary benefits has been donated to the organization
since its inception. No attempt has been made to reflect
the value of this upon these statements as contribution
income or related expense,

E. Support of communlty groups includes a payment to
Allston-Brighton A.P.A.C. in the amcunt of $2,000.00 as
requlred by the prcvislons of a contract with between IBA
and one of .its funding organizations.

SIEGRIST & HARGRAVES
CERTIVIED PUHLIC ACCOUNTANTS
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INNOVATIONS TRANSFER
New Approaches by the States

INVESTING STATE FUNDS

The Wisconsin Investment Board
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“It is one of the happy incidents of the Federal Systen that a
single courageous state may, if its citizens choose, serve as a lab-
oratory and try novel social and economic experiments without

risk to the rest of the country.”

Supreme Court Justice Louis D. Brandeis
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FOREWORD

e

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

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

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

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

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

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




PREFACE

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

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

In a word, state managers should be, and are looking for additional
sources of revenue. One obvious source of significant amounts of rev-
enue is to put state dollars to work, and more and more States are

taking advantage of investment opportunities. Perhaps na State has a

more com lblbly developed investment program than Wisconsin, which
has been inyestir ing the assets of retiremen{ funds for 05 years.

This monograph is the fifth in the Council of State Governments’

current series of reports on innovative state government programs. It
probably comes the closest to describing a “model” program. One rea-
son is that the State of Wisconsin Inyvestment Boanl has-had-25-years Lo
evolve.
"“We are grateful to the many individuals in Wisconsin, especially those
associated with the investment board, who were so generous with their
time in helping us to understand the agency's activities and responsibil-
ities. In addition to each of the investment directors, we especially want
to thank George W, Crownhart, General Counsel for the board and at
the time of our visit acting executive director; Gerald T. Mahaffey,
Administrator, and Tom Landgraf, Director of State Budget Opera-
tions.

Several individuals reviewed earlier drafts and made useful com-
ments: LeRoy Dockter, Audit Director, Wisconsin-Legislative Au 'it
Burcau; Peter J. Nelson, Assi$tant State Treasurer, Wisconsin; George A,
Bell, Executive Director, National Association of State Budget Officers;
and Carl Vorlander, Exccutive Director, National Association for State
Infarmation Systemg, e e

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

Dick Howard
James Jarrett

August 1976

vii




EXECUTIVE SUMMARY

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

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

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

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

The Wisconsin investment program is facilitated by:

m for all deposits and withdrawals of state funds.

(No state money 1s duposm,d or invested in other state banks.)

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

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

ses of investmen
.dLmLihuh-mnnmfng the flexibility needed to maximize investment
return.

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

HOWEVER, other States should consider that an investment program

similar to V'isconsin's:

Would reduce the control top elected officials have over the use of
surplus state funds;

Wonld he opposed by banks which would no longer serve as depositories
of public monies, including some local funds in the case of the Wisconsin
lacal government investment pool;

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

Would be almost impossible to implement it the number of bank ac-
counts cannot be kept to a minimum, preferably one or two;

Would be opposed by agencies which are now managing (he assets of
retirement funds.
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I_ The State of Wisconsin Investment Board manages assets of nearly
S2.75 billion (6-30-75) which earn about §175 million (based on a
INTRODUCTION reported rate of return of 6.7 percent). Annual gross purchases and
sales in fiscal year 1975 approximated $12.75 billion. In addition to the
millions of dollars earned from investing the assets of several retirement
funds, the Wisconsin Investment Board earns millions of dollars by
investing idle cash balances of 34 pooled accounts, including the general
fund, In 1975 the average daily balance ip-the state investment fund
was $614 million. The return on these particular investments exceeded
$54 million—-§828 million for the state general fund and about $26.5
_million credited to the other pooled accounts. ™
By way of comparison, $28 million is more than the combined
amount appropriated from the general fund to the following Wisconsin
agencies: Banking ($3.5 million), Insurance ($9.1 million), Regulation
and Licensing (34.9 million), Local Affairs and Development ($5.2 mil-
lion), and the Executive Offices ($3.4 million).
Not only does state law authorize the investment of almost a]l state
funds; enabling Tegislafion recently authorized the State of Wisconsin
JInvestment Board to inves{ bank balances upon which [he freasurer las
written a check, but which from experience the treasurer Kiiows will
. not gctually be paid out by the bank for several days. Tirotherwords,
isconsin invests its “‘float” in a manner similar to Targe corporations.
In Wisconsin, the check float averages abouf $3.5 million per day. If the
'ﬂ present 7.44 percent rate of return on short-term investments prevails,
Cor, o0 At 5T Joo the check float would return $264,000 to the State—a sum equal to
PRSI H,.,,w( about 45 percent of the investment board’s budget.
aat (0.3 Since March 1976, tthtdlc throuth the trea‘;u rer gnd investment
d board, has begun inves : mer-
ous cilies are participating in the program. Onc city reports earnings o
$62,000 on a one-month investment of $9.7 million.

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

The investment program in Wisconsin is facilitated by state laws
that require centralized disbursements and centralized receipts. All
checks are signed by the state treasurer in one form or another. All

agencies must deposit receipts at ILasl wcukly‘ﬂlnw_ﬁlmmuimL
\ “Tapse prevailsinIlig case ol s '

nother important facilitator is elcctromc data processing which is
used throughout the accounting and reporting process.

1e “‘state working bank” also plays an important role in the invest-

ment program. This bank, selected at about six-year intervals, is the

— - e S
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only depository for state money and it provides a varjety of services

including lock boxes, telegraphic money transfers, messenger deliveries,
credit for after hours deposits, daily reports on the collected cash bal-
ances, and other specified services. Use of the working bank precludes
the existence of idle cash balances in a number of depositories and

permits rapid and accurate ing_of the ’s cash position—
Thus, all public money is working continuously.

Within its various portfolios, the investment board invests in stocks,
corporate bonds, short-term and long-term obligations of the U.S. gov-
ernment and government agencies, repurchase agreements, real estate
mortgages, commercial paper, and private placements. Bankers may
lobby against reductions or elimination of state and municipal demand
deposits and some legislators may occasionally insist that Wisconsin
companies should get preferential treatment in the board’s investments,

but in the fj lysis the direct, measurable economic benefits o
sound imsﬁl%nmrmr——/ummm
and capital gains has been substantjal. Furthermore; S compare
very favorably with similar programs in the private sector, both from
the standpoint of rate of return and costs to administer the program,

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

vestment pool and the Wisconsin state working bank.

*Footnotes for this report appear on pages 2425,

xiii




11 The statutes assign extremely broad investment responsibilities to
the board and also give it responsibility for the selection of the state

INVESTMENT working bank. Section 25.17 (1) (a) through (zm) enumerate the funds

over which the board shall “‘have exclusive control of the investment

BOARD and collection of the principal and interest of all monies loaned o1
invested.”/The only public money not invested by the investment board

RESP ONSIBI LITIES is under th'e control of the Board_q,lf Commissioners of Public Lands and

the University Board of chenllg./

Retirement Funds

The major investment program involves the management of the
assets of the State and Municipal Employees’ Retirement Fund, the
Milwaukee Teachers’ Retirement Fund, and the Wisconsin Teachers’
Retirement Fund. On January 1, 1975, these three large retirement
funds were merged for investment purposes into two categories—a fixed
fund and a variable fund. The fund with the fixed retirement benefits
has a broad mix of investments that include bonds, stocks, mortgages.
and real estate holdings. By contrast, the variable fund is restricted to
equities, primarily common stocks. Finally, the board invests the assets
of three smaller funds, {("e State Life Fund, the Insurance Fund, and
the Historical Society Trust Fund. Investment of these funds is
accounted for separately.

State Investment Fund

Another important investment activity pertzins to the State of Wis-
consin Investment Board’s exclusive jurisdiction over and management
of the State Investment Fund. This fund consists of idle cosh balances
yooled Trom 34 individual state accounts, such as the general fund, the

_conservation I sdale p Ly _insurance [ and the highway
Jund, Becavse of the need Lor flexibility, the emphasis is on short-term
investments- repurchase agreements (usually @ short-term investment
with a bank which is secured by U.S. Treasury bills), reverse repurchase
agrecments, commercial paper, certificates of deposit, bonds and notes
of U.S. government agencies, and U.S. Treasury notes and bills, At one
point in November 1975, the State Investment FFund totaled $830 mii-
lion. The averige daily balance invested was $614 million. The high
short-term interest rates of FY 1975 permitted returns of 8.89 percent
or $54 million,

Local Government Investment Funds

Recently o third investment pool has been authorized and responsi-
bility for its munagement given to the State of Wisconsin Investment
Board. This fund consists of money due local governments through tax
sharing, but left with the state treasurer for subsequent bourd invest-
ment - usually short-term. See Scection 1V of this report for a descrip-
tion of this newest aspect in the imnovative Wisconsin investment pro-
gram,
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Investing the Float

In recent yea-s, another important source of investment income to
the State has been the short-term investment of “float,” that is the
difference between the cash on the {reasurer’s books and the collected
cash baiance on the working bank’s books.

Investing the check float allows checking account balances to earn
additional money while outstanding checks are undeposited or are in
the process of clearing. Prior to a legislative enactment in 1974, the
State of Wisconsin was barred from investing the check float. [he attor-
ney general had ruled that all funds disbursed by check had to be
_payable on demand. Because the State of Wisconsin has an average daily

check float of illi i T
services the stakes of investing the excess float are of considerable
economic impaortance, The procedure for investing the float can be

illustrated by an example of state employees’ payroll ¢’ xcks. If payroll
checks are disbursed on Thursday, it is known from past experience
that about 4 percent of the checks will clear the state working bank on
the next day; an additional 28 percent will clear on Monday; 40 percent
will clear on Tuesday, and the remaining checks will trickle in later.
Therefore, about 68 percent of all payroll funds can be placed in short-
term investments by the investment board for four days (Thursday to
Tuesday). The state treasurer’s office, after receiving the state working
bank’s daily report and computing the check float each day, will in-
clude these funds in the amount available for :hort-term investments
and trensmit this information to the investment board’s short-term divi-
sion.

here is ; v i 3 y
State maintains approximately $10 million as compensating balance at
EM IT the compensating baTance goes below the mini-
mum requirement, a charge is carried forward the next month against
the State’s account,

Pevenues generated by investing a State’s check float will vary
depending on the average daily float and short-term interest rates, In
Wisconsin, with an average daily float of $3.5 million, the annual in-
come generated would be as follows based on various short-term inter-
est rates (income computed on 360-day basis):4

S percent $177,000
6 percent $212,000
7 percent $245,000
8 percent $283,000
9 percent £319,000
10 percent $354,000

The most recent return on the State Investment Fund was 7.44 percent
which, i maintained Tor The TeMAMger or 1976, WoUTT bring the Sfaic™
nearly $264,0( 1s_year. As one Wisconsin ofTicial noted, "W]
SPEC 1e over §3 million per day typically tied up in check float, the
situation is simple: either the bank makes money on it or the State of
Wisconsin dogs,’™

State Working Bank

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

=T iidid
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Development of the Wisconsin Investment Program

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

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

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

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

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

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

In the past three years, the trustees have prepared a policy manual
delegating considerable authority to the staff;® the State has begun
investing its cash float; the local government investiment fund also has
come into being; investment in longer term U.S. government obligations
and unsecured notes of corporations including certificates of deposit
has been authorized along with{reverse repurchase .u.,rccmtnléin a gen-
eral effort to allow greater earnthg power and flexibility in short-term
investments. The three major retirement Tunds have been merged for
investment purposes greatly reducing the accounting work and enasling
the lixed portfolio to be improved by amortizing gains a.d losses c ver a
period of slightly more than 14 years (ee page 00),

» The Politics of Investing State Funds

The investment board is apolitical and most observers agree that
political pressures are minimal, However, with this much money, there
are .IIW.IV\ interest groups endeavoring to have the funds benefit them
or their causes .+ Awo groups have, i fagl, “‘borrowe LL__,uulm_.mu_lL_
jon of the ( .an*T Tund_;mmuu of-the state investment pool;

, ol the rmlm-\.l of the I)l‘.]}ﬂ riment Ql

\f-:lv: ins Aflairs up to $16.5 million lm_uu_mtm_uj_,lmumm.lm.
do veterans, and (2) upon the request ol the hiclier educational aids
board o cumulative total of not more than €55 million for loans to

I]L 'y students 7
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Not surprisingly, some underlying pressure is reflected in some legis-
lators’ views—to increase the percentage of brokerage business done
with Wisconsin brokers and to give preferential treatment to Wisconsin
companies when makinrg loans and investments. In addition to the pres-
sures for geographic preferences, there are from time to time pressures
to give preferential treatment to minority businesses, and to avoid in-
vestments in companies engaged in “socially undesirable activities.”

- The independ- -* nature of the board reinforces the individual mem-
SowaDJooa-fS m-ﬂf' ber’sInclimartor i The role as (rustee not to_pursue social goals in

v at investment policies, and the |=egisl:_1ture .has not manc!g[gﬂ th:_lt social
/ ¥ "e i b g goals should be an investment consideration. Another factor miti

s i t'u""T ru:f.tu.b against social issue criteria is the inability to agree upon and measure

social be.+Tils versus The clearly measurable resulis of ecanomic deci-
sions. An 8.26 percent return is an 8.26 percent return and it 1s betler
than a 7.26 percent return.

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

The State of Wisconsin Investment Board consists of seven mem-
Dbers, six of whom are appointed by the Governor {0 swgwgar
terms. T_wn_h_tms&us.Lhn.scmﬂanﬂm_&!ﬂﬂmeﬂt 0

ministration ar the secretary’s_designee. Four “public” members must
have at least 10_vyears of Pxnwnncmﬁnmm_manﬂs (Wisconsin
Statutes 15. ?912])._amn_r_guhmatnmummmu&m

nated by tl
e Fund, respectively  The frustees genemlly meet for two

Staffing

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

Reporting to the executive director are five investment directors,
each of whom is responsible for a three- or Tour-person division. The
investment directors are appointed by the executive director with par-

TTcipation of the trustees. The investment director positions are part ot

the Wisconsin State Civil Service System and incumbents, after a proba-
tionary period, can only be terminated for cause. (Poor performance
can be cause and investment directors have been terminated on that
basis.) In addition to the investment directors, there is an administrative
officer who is in charge of office operations such as personnel, account-
ing, secretarial, and clerical services.

The ucture of the organization is in the process ol changing., A
research division is being created which will consist of a research direc-
tor and four analysts. Previously, there were twe research analysts and
they reported to the investment director for stocks. Under the new
arrangement, they will continue to analyze industry groups, bult as the
change suggests, will provide support services to all five investment
directors,

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

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

Position Salary Range

Executive Director $31,068 - $43,500
Investment Directors $28,512-839912
Rescarch Director $17,016-$23,820
Senior Researcl Analyst $14,316 - 520,040
Junior Rescarch Analyst $10,368 - 513,896




The day-to-day investment decisions are made by the investment
directors with the concurrence of the executive director.!0 Quarteriy,
the investment directors and the executive director meet to determine
how the estimated revenues will be allocated among the divi-
sions: stocks, private placements, corporate bonds, short-term, and
mortgages and real estate. Allocation depends on their collective judg-
ment of market and investment opportunities in forthcoming months.
Their views are also considered by the Board of Trustees, who retain
the services of outside financial advisors.

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

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

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

Table 1

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

Public Bonds $829,000,000
Bonds, Private Placements 322,000,000
Stocks 876,594,000
Mortgages 174,513,000
Real Estate 26,283,000
Short-Term 488,190,000
U.S. Treasury Notes & Bills 40,160,000
Government Agencies 86,670,000
Commercial Paper 105,945,000
Repurchase Agreements 255,475,000

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

Investment Division—Bonds

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

Investment in corporate and government bonds is not unique o
Wisconsin. In Wisconsin, specific authority to invest the fived retire-
ment investment trust, the state life fund, and the veterans trust fund is
contained in Section 25.17 (3) (a) of the Wisconsin code. Statutory
limitations on such investments are spelled out in Section 206.34 of the
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Wisconsin statutes of 1969. Regarding the bonds of industrial corpora-
tions the investment board may not invest more than 2 percent of its
assets in any one company nor may it invest in a company that has
defaulted in the payment of principal or interest on its indebtedness
within the past five years.

In addition, under the policies established by the Board of Trustees,
all bonds purchased must be rated by two approved rating organiza-
tions. With regard to AAA bonds, no more thag 2 percent of the fixed

funds assets may be invested in any one issue; for AA or A the limita-

tion is 1 percent and for Bbb or Baa, up to .25 percent. Baa and lower

rated credits are reviewed annually.

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

Transaction Amortization Account

The 1975 merger for investment purposes of the three major retire-
ment funds facilitated another important change in investment pro-
cedures, particularly in the purchase and sale of bonds and stocks. It
enabled the board to create a “‘transaction amortization account”
whereby profits or los:2s from the sale of assets are spread over a
14-year period. Traditionally, most agencies investing public funds have
applied profits or losses resulting from the sale of assets to the earnings
of the vear in which the sale occurred. One result was a certain inflexi-
bility in portfolios since most portfolio managers were reluctant to sell
assets resulting in large “book” losses that would be charged to the
current year's investment income.

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

Among advantages reported are: (1) savings in work load, time and
dollar costs by no longer amortizing each security, (2) a smoother,
more representative and equitable annual income, and (3) greater flexi-
bility in bond portfolio management. In fact, the Wisconsin board re-
ports that in the first six months after the new accounting procedures
were instituted, 24 separate “portfolio improvement transactions”
changed the average annual yield on these investments from 7.633 per-
cent to 9,007 percent. The book loss was $4 million, $33.4 million par
value sold and reinvested in bonds having a $29.4 million par value,*!
Investment Division—Stocks

Common stocks comprise almost 100 percent of the “‘variable
fund” and a substantial part of the “fixed fund.” In FY 1975, for
example, 28 percent of the board’s fixed fund cash was invested in
common stocks. During the fiscal year, common stock purchases to-
taled $152 million, and total sales were $102 million.!2 As of June 30,
1975, stocks accounted for 39.5 percent of the State of Wisconsin
Investment Board’s long-term assets (variable and fixed funds) and were
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valued at $376.6 million. In the fiscal year, the market value of the
stocks in the fixed fund rose 20.8 percent and variable fund, 25.3
percent compared with a 16.1 percent of the S&P 500 Index—the most
commonly used measure for evaluating performance of the Stock Divi-
sion.

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

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

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

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

Investment Division—Private Placements

Presently, $400 million (all from the retirement funds) is invwlt.d
in prw.ile placements. According to the director of the division,
major reason_{or inclusion of private placements in the portfolio is to
realize an above average refurn on nmwtmmm Ihrnunh assumption of

not restricted to Wisconsin; the majority of private pl

somewhal above average ris arketabili-
ty.

l—

The division currently has outstanding loans to 300 companies
across g variety of industries: railroad, oil, savings and loan, foundry,
retail chain, utility, : viriowe canufacturing companies.’® Loans are
cements are in

ollu.r bl.ms and Canada,
' : . stricl. The

two most important ratios analyzed are thal lopg-term

exceed 40 percent of total caplalization and that the sum of pretax

Sarnimps T Tixed charges will be (hree times the fixed charges for the

last two years (a 3 x fixed charge coverage ratio). The minimum loan is

$2 million_and no credit rating of less than Baa will be considered.

Placements cannot be used as venture_capital—no Ioans-can bemade ta.
campanies in existence Tor 1ess than five years,!?

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




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

There have been instances of legiglators criticizing the private place-
ments division for not loaning more money to Wisconsin firms. Conces-
sions in the quality of the company or in the quality of the loan have
not been made for placements in Wisconsin, but there are some allow-
ances made for Wisconsin placements in terms of company size and_
requested [oan Tigures., For companics outside the State, the minimum

_loan is $2 million, and only those whose annual sales are at least $40
million are considered. Wisconsin-based companies may request a loan
as small as 81 million provided their annual sales are at least $15 mil-
lion. Recent loan yields have averaged nearly 10 percent and it is esf:
.mafed that fewer than 17 of the 400 Toans oufsianding are problems.

Investment Division—Mortgages and Real Estate

At present it is the board’s policy that mortgages and real estate
investments shall comprise between S and 25 percent of the fixed-fund
portfolio. On June 30, 1975, nearly $200 million was invest2d in mort-
gages and owned real estate. Return on mortgage and real estate invest-
ments exceed that of the bond division. The average return on the
mortgages division’s portfolio was 7.34 percent as of June 30, 1975.

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

There is a broad diversity of mortgage fundings. In 1975, over §51
million was loaned to 16 income properties—-two shopping centers,
cight apa~tments, two warchouses, a medical clinic, a nursing home, a
manufacturing facility, and a participation in a loan on an office build-
ing. While here is an emphasis on mortgages and real estate investments
in Wisconsin, more than 75 percent of the division’s portfolio is placed
outside the State.

Investment Division—=Shor(-Term Investments

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

Return on the state investment fund war 9,02 percent in fiscal year
1974, 8.89 percent in fiscal year 1975, and 7.44 percent in the mosl
recent quarter ending March 31.29 The 7,44 percent-rate-¢freturn for
the recent_period as.other-state-otficials-willnole dsan excellent return
since it was 1-1/2 to 3 percent grealer than interest rates generally
available to large citigs, Declining short-term rates in the last 18 mtmllh
are .|llr|hul.lhlc to_nationil trends.

A variely “of short-term investment devices are used: government
agency paper, bank certificates of deposit, open day-to-day and term-
repurchase agreements, commercial paper, and reverse repurchase agree-
ments.2! In mid-May, the assets were distributed as follows: govern-
ment paper — $590 million ($85 million was invested in a single U.S.
treasury bill); certificates ol deposit — $55 million; open end repur-




chase agreements — $6C milliot; and commercial paper — $70 million.
Usually no investments under $1 million are considered, or agreements
under §5 million made.

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

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

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

Administrative Expenses

An important feature of the investment board’s operations is its Jaw
.administrative expense. Table 2 compares the board’s assets to expense
ratio with Those of private insurance companies and nonprofit invest-

ment operations. The Wisconsin Investment Board’s expenses are pro-
portionately lower, and in all but two cases (College Retirement Equi-
ties Fund and the Illinois Investment Board) the board’s expense ratio
is one-fifth that of other organizations.

Table 2

Ratios of Assets to Expenses, Selected Comparisons, 1973

INVESTMENT
INVESTMENT EXPENSES
ORGANIZATION ASSETS (EXCL. TAXES) PERCENT

Acacla Mutual Life $ 607,881,098 3§ 2,774,004 0.456%
Allstate Life Insurance 357,674,020 415,023 0.116%
Aid Assoc, lor Lutherans 1,086,948 891 1. 479078 0.136%
Connecticut Mutual Life 3,116,740,666 57,082,944 1.831%
Continental Assurance 1,818,404,148 4,138,855 0.227%
Equitable Life Ins, 14,971,951,691 57,530,742 0.384%
Franklin Life Ins. Co, 1,433,098,891 2,154,778 0.192%
John Hancock Mutual 10,391 ,836,359 29414166 0.283%
Lincoln Nat'l. Life 2.410,340,286 J.649 828 0.151%
Mass. Mutual Life 4,795,468,874 17,907,492 0.373%
Metropolitan Life Ins. 30,286,075,837 99,071,174 0.327%
Mutual Life of N.Y. 4,044,504,230 16,058,497 0.397%

College Retirement

Equities Fund § 2,600,056,231 $ 1,611,552 0.062%
Teachers Ins, &

Annuity Assoe, 3,370,887,045 4,657,944  0.138%
Mlinois Investment Board 793,726,994 643,628 0.081%

1974 Investment Board 2,520,303.000 524468  0.0208%

Sowrce: Wisconsin [nvestment Board

10
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The investment board’s administrative expenses are two cents per
$100 of invested assets. As Table 2 shows, in 1974 administrative ex-
penses stood at .0208 percent of assets. This represents a slight decline
over the past decade, during which time assets have tripled while staff
has doubled. In 1945, the percentage for administrative EXPEenscs was
.0289.

Several factors may account for the board’s low administrative ex-
penses. First, the number of staff and their salaries are less than com-
parable to private financial institutions. Second, because most funds
managed by the board may be pooled, there are significant benefits
achieved by a concentration of capii.l in terms of broker and trader
commissions. Third, the board, by being a large institutional investment
operation, receives research and related services as a result of its com-
mission fees, that is, no cash outlay. Fourth, the board, like most state
agen.ies, minimizes expenses for amenities and other perquisites.?2

11
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IV. In February 1976, a bill was enacted in Wisconsin which may pro-
duce significant economic benefits for local governments in Wisconsin
STATE.LOCAL as well as Wisconsin state government. Senate Bill 788 (reprinted in
Appendix A) created two local government investment funds to be

FISC AL ‘managed by the investment board—the pooled investment fund and the
trust investment fund. The pooled investment fund is already in opera-

tion and will receive the hulk of attention in this section.
[ COOPERATION The pooled invest.nent fund is a voluntary mechanism by which

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

Background

dug : sasurer in as withdrawn afler 11 days
. = e —
because of pressure from the banking community. Because of a lempo-

rary (15-day) cash Tlow problem in Wisconsin state government, the
program was revived with modifications in the spring of 1976. The
State, which needed cash to disburse real property tax credit payments
to local governments, was and is prohibited from borrowing more than
$100,000 for current obligations and is prohibited from interfund
transfers. Therefore, local municipalities were faced with receiving a
prorated amount of their shared taxes, State officials, however, know-
ing that Wisconsin municipalities collected their main revenues — prop-
erty taxes — prior to February 28, reasoned that the temporary cash
flow crisis could be averted if enough municipalities would defer re-
ceiving their state payment for two weeks. As an inducement for such
“loans,” local governments would receive interest equivalent to that
received on short-term investments of the investment board. Nineteen
local governments left their funds with the State, and the temporary
cash flow crisis was solved.

The pooled investment fund passe i the Legislature under propitious
circumstances. There was a fiscal crisis situgtion and the State’s bankers
were unorganized. While conditions in other States may not be similar,

_the economic Denelits produced by 2stablishmenl of a pooled invest-
<ment Tund might be sufficiently compelling to overcome opposition.2?
A_major_hurdTc in Wisconsin was obtaming the support ol Tocal olmls
who were concerned about allowing the State to retain their Tunds in
:mr*rhc-{mmm OOm WeinTon record opposilig (he
SThvesTITET pool. Qpposition to the pooled investment trust was soft-
<ened, however, by also providing for an investment trust Tand which

~would requirc_individual accounts fo- each Tocality’s Tunds and for a
specified _time. If used; The trust funt will nol ollsel The SLale’s cash
Mow problem since these funds will b2 tied up for specified periods of
time and thus be unavailable to the State.

12
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Provisions of the Two Local Funds

Senate Bill 788 specifies the major similarities and differences be-

tween the po i nd trust investment fund. First, for
both funds, local government officials would tell the state treasurer
whether they prefer to have their portion of shared taxes paid directly
to them or deposited in their account in one of the funds. Secondlv,
both funds permit local government officials to augment their acco- "=
in the investment board with idle reserves and any other local -
available for investment. Third, for both funds, a maximum of one-
fourth of 1 percent of earned income will be deducted by the state
investment board for administrative costs.

Fourth, local money in the pooled investment fund, while credited
to individual local government accounts, would be pooled with state
funds for short-term investments. Local money in the pooled invest-
ment fund would earn interest based upon the average yield of all
short-term investments determined quarterly by the investment board.

Local funds in the trust investment fund would not be commingled
with other local funds or state funds and unlike the pooled fund, inter-
est on trust investments will be determined by the vield on each sepa-
tate local government account.

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

How the Pooled Investment Fund Works

The mechanism for direct transfer of local government funds from
the state treasury to the investment board serves two functions: (1) it

reduces the amount of fime which local government funds would sit
idle and nat receive interest, and (2) it helps the State handle emergen-

cy _cash flow problems,

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

For withdrawals, the same process would be used. If notice of a
partial or total withdrawal of the municipality’s funds is made by 10
a.m., the state treasurer’s office will issue a check that same day and
transfer by telegraph the funds to the working bank of the local govern-
ment. If the check cannot be issued until the next day, the local govern-
ment also would be credited with an additional day’s nterest,

The interest earnings are computed on an average yield for a quarter
and are based on the average daily balances of each participant’s share
of the short-term investment fund. Computer programs are used 1o
determine the balance, deposits and withdrawals on a daily basis for
each local government.,
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Advantages of the Pooled Investment Fund

Both the local governments and the State should benefit from this
investment pool. For the State of Wisconsin, the new arrangement of
localities voluntarily leaving their funds will provide a mechanism to
help 1t deal"with_fhe periodic, feniporary cash flow problems. In turn; -
the State’s credit rating will not suffer because of frequent cash TTow
difficulfies. Local government funds provide additiomal capitat-to-the—
state investment fund; therefore, the state agency may experience-a
better rate of return on investments and realize economies of scateon
the cost side, Moreover, any constant flow of new short-term capifal
from local governments will enable placements in those investments
that are providing the best current rate of return—thus possibly raising
the overall rate of return on the State’s short-term investments.

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

For local units of government, the pooled investment fund will
operate as a checking or demand-account.which pays a higher rate of

return than local governments could obtain on their invested funds. -

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

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

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

For some municipalities the flexibility of the pooled investment
fund will permit an integration of local governinents’ investment poli-
cies with their cash flow system. As noted previously, local govern-
ments may invest funds for any amount of time—one or two days or
much longer periods, 'Jclugmml_c_g_!_ijghwrthMLmumu

ipalities will not be penalized for early withdrawal or caught in a cash

fl roblem-because-of 1Mliquid investments, In fact, the liquidity of
ﬁ%@mﬁmms and the mechanism for rapid transfer of
funds from the state treasurer to local treasurer will enable local govern-
ments to receive their funds on the same day or one day after their
notice of withdrawal.

Costs involved to state and local governments.from the local govern-
ment pooled investment fund are nominal. Local governments, in fact,
incur only the costs of a phone call or postage for a letter to the state
treasurer. The state investment bourd, as stated in the legislation, will
dedvct a maximum of one-fourth of | percent of all earned interest for
administrative expenses. 1 is anticipated the actual administrative costs
will be significantly Tess than this amount.
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Orne possible difficulty that could ajm&w?rlrﬂ?ey
left by local governments in the general fund at the request of s ite
officials, for use in temporary cash {low difficulties, WIS Ot nvest-
ed but distributed to local governments who need their share. Lender
local governments will receive interest on these funds just as if they
were being invested by the investment board. §i

not invested, there is an interest expense for the State that must later

—

be _appropriated {rom the general fund, It is not clear how much of 3

problem this will be and state officials do not agree. While there is a
cost 10 the State of Wisconsin associated with operating the pooled
investment fund during cash flow difficulties, this cost will be less than
through borrowing on the short-term markets which is not legal under
present law. Of course, any final solut.on to the cash flow problem
must await statutory changes that spread payments throughout the year
rather than require very large payments once or twice a year,

The Investinent Trust Fund

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

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

If most locul governments use the trust fund for 'ong-term invest-
ments (over six months), the administrative task would be manageable,
although still an additional burden to the investment board. If local
governments wish their funds to be managed and rolled over frequently
in short-term investments, the board might bc overwhelmed, given pres-
ent staffing.?

Initial Results of the Pooled Investment Fund

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

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

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

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

Implementing the Pooled Investment Fund in Other States

In Wisconsin, the pooled investment fund benefits state and local
treasuries. In States without a centralized investment unit, establishing
an investment mechanism for local governments would be considerably
more difficult. States without financial expertise in short-term invest-
ments probably should not initiate a pooled fund until an investment

board is operational for several years or until appropriate staff can be
hired. States with an existing investment agency will need to consider
how a sudden influx of local funds will alter current operations. For
instance, computer programs must be developed by the investmetic
agency or treasurer’s office for proper crediting of municipal accounts.
And, until other States duplicate Wisconsin’s 1apid deposit and with-
drawal system, some mechanism must be establ.shed so that local gov-
ernments do not lose substantial interest income (rom slow transfer of
tunds.

Not all Stales may wish to assume additional functions and not all
States wou™ ' receive as many economic benefits as Wisconsin, If a State
is not invesding in the shorl-term area, local government funds would
not permit a concentration of capital and higher yields. 1 a State is not
experiencing cash flow problems or distributing large sums of cash to
local governments, the pooled fund would be less attractive. If there are
many cities with their own investment programs, participation in the
pooled fund would be less beneficial,

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

(61) [The Board Shall]. . .designate public depositories for the
deposit of public moneys. . .coming into the hands of the state
treasurer; allocate the deposits of all public moneys coming into
the hands of the state treasurer, and limit the amount of such
public moneys, as determined from the state treasurer’s records,
which may be deposited in any public depository so designated,

. . .only such banks as have been named by the investment board _
as working banks shall carry state deposits on which checks are
drawn to conduct the daily business of the state, all of which
deposits shall be payable on demand.

The Legislature wisely avoided enumerating the selection criteria
leaving that task to the board. Although the law would permit more
_than one working bank, the State of Wisconsin Investment Board has
concluded that the operational advantages-of using only one bank out-
weigh any operational or political disadvamntgges. Tius, There I only one -~
‘Wisconsin bank serving as a depository for the State’s funds. There are
both operational and fiscal advantages from having one state bank in-
stead of (wo. Coordination among a single working bank, the invest-
ment board, and the treasurer’s office is an easier task because of a
single disbursement account. Fewer man-hours are required to resolve
any problems or issues when there is only one bank and better service
usually results from having a super account with one bank instead of
medium-sized accounts with (wo banks. instead of
as a fiscal benefit as well in that no interest will be lost 0
transfer time between banks.*’

The state working bank in_Wisconsin is selected _on the basis-of
proposals submitted by the interested banks.?8 Under the most recent-
Ty Tised procedures, there 1s no ending date—a six-vear working arrange-
ment has been normal, It is anticipated that a thorough review of costs
and services will occur at two-year intervals, Either the State or bank
can terminate the arrangement with 12 months notice.

Activities of the State Working Bank

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

The state account ranges from $2 million to $100 million on any
particular day. Thus, the volume of work is considerable, During the
year, there will be cight million deposit items to the state account that
must be processed. There will be 4.6 million checks and 4.5 million
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