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~ar Mr. Powers : 

4'1503 SAN ROBERTO 
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Thank you for the letter and -t.nfornation concerning the Alaska Pe:rrmnent 
F\.lnd. I especially appreciate the work you must have done to cone up 
with the nanes of Rober t E. Blixt, John Hitchman, Daniel Forrest al II I , 
and Beirne Chisolm .. . and the fact that they would be willing to cone to 
Alaska without consulting fees , being reint>ursed for travel expenses 
only . 

I 'm forwarding a copy of your letter to Representative Hugh Malone, the 
Speaker of the House of Representati ves and Representative Clark Gruening, 
Chairman of the House Perrranent FUnd Conmittee for thelr corments. When 
we have finalized our schedule for s\J.nlrer work, I ' ll get back t9 you . . 
Again, nany, m:iny thanks for t he i nforrra.tion. 

Sincerely yours , 

Bil l Miles 

BM:jad 

Enclosure 

cc: Representative Hugh Milone 
~presentative Clark Gruening 



.. Representative William Miles 
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· ~ ·Alaska State Legislature House 
·120 - 4th Street ·. 
Juneau·, Alaska 99801 

Dear Bill: ... ; 

TEL&,,.HO .. E 

(ZOe) eae-ea11 

Thank you for your 'patience in awaiting this response with regard 
to who .might be appropriate and available to consult the Legislative 
Committee on the Alaska Permanent Fund's structure. Please appreciate 
that after extensive investigation into who would have these important 
qualifications, the real difficulty came in making the contacts and 
establishing communications. 

The following individuals are most experienced and eminently qualified 
to discuss and advise on state fund structure . I can assure you that 
the newn~ss and uuique composition of the Permsnent Fund would make 
th~ structuring of same a personal professional challenge for anyone 
who might be involved in a consulting capacity. It is always grati­
fying to be in the creative stages of a pioneer project that is so 
close to one's experiences. 

. 
This was made quite clear to me by Robert E. Blixt, Executive 
Secretary of the Minnesota Sta te Board of Investment, who would be 
not only interested, but complimented to consult . Bob's excellent 
credentials are enclosed for your perusal. He is very close to 
Kidder, Peabody & Co. and we, of course, have absolute confidence 
in recoanending him to you. 

That same confidence can be expressed for John A. Hitchman, Executive 
Secretary-State Finance Committee for Washington State. John is a 
good friend of ours and would be mos t happy to of fer his experience 
and foresight in permanent fund structure. 

•' 
Daniel J'. Forrestal III, President of First International Investment 
Managem~nt, Inc. of Dallas , Texas, is also eminently well qualified 
and strongly versed in the management o c s tate funds which derive 
their r evenues from "analagous" sources . Dan W;."Uld be most willing 
to be called upon. 
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On a source-of-funds basis, the University of Texas Pemanent School ,,., .•.. ,,,. .. ·:., 
.Fund would, of course, be quite parallel. I am confident 'that, with ' ~~ 
your authorization and· on your behalf, we could ~olicit 'a .lllOst • valuable 
contribution from the administrators of that fund'~ 1

1
1 

, ;f!. ~ :\i~· . " 1 • 
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· '1,, .• ,: · ' ·r..1~r' ' · , ··> 1 \· • , • :rmi!Jr)?i~~(f; ,.f).1.1;:\ 
At'.. ·lidder, Peabody .& Co . the most experienced person.1in..i the area 'of 
fund management and 'structure would be Mr. Beirne 0.1 . Chisolm~ President 
of Webster Y.anagement Corporation. Webster Management .is a wholly­
owned subsidiary company of Kidder, Peabody & Co •. ~egistered under 
the Inve~t:1nent Advisors Act of 1940 and is responsible for the manage­
ment of what is currently about $500,000,000.00 in private funds. 

I know that these individuals would be most vllling to contribute 
their time and energies without consulting fees and would look only 
for the defrayal of travel expenses. They would not expect to be 
paid fees and in most cases it would represent a conflict of interest. 

Certainly, all can help lrl.th the development of one phase or another, 
whether it be setting up a system of checks and balances in invest­
ments, the creation of a harmonious advisory committee, the establish­
ment of logical percentages of permanency, or the difficult tasks of 
deciding what to own and what pitfalls Lo avoid. 

Please know that at a moment's notice I will be most pleased to provide 
any introductions or arrange any meeting that might be desired. I 
sincerely hope this has been helpful and do hope you know we are most 
anxious to help to the extent that we are able. 

noth Ernie Burgess and I look forward to hearing from you soon. 

GCP:pe 
Enc. 

CC Ernest A. Burgess 

Very truly yours, 

Gilbert C. Powers 
Vice President 
Resident Officer 
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INVESTl\IENT MANAGEMENT FOR ALASKA'S SECOND DECADE 

It is a great privilege to be here. The questions that you are considering 
at this annual meeting are of critical and profound importance to the ent.ire 
future of AJaska. The decisions that the State must make as to the application 
and investment of the fund of capital that is so suddenly being created will 
affect not only the lives of each of you but the lives of your children and grand­
children and every successive generation thereafter. I would like to take this 
opportunity to share with you some serious and sobering thoughts on the nature 
of the responsibilities that you must assume in making these decisions und 
on the investment philosophy that should accompany their implementation. 

Before getting to this subject, however, I want to take a couple of minutes 
to address myself to two questions that I think you have a right to ask and 
which may well have crossed many of your minds this morning. The first 
question is this: What do you, Mr. Iu·antz, or your firm of Kidder, Peabody, 
want to get out of Alaska? In short, why are you here? Let me be perfectly 
frank about this. We want to do business with this State and its People in 
the future. More specifically, we want the opportunity to compete with others 
for the investment and securities business that you will have to offer on a basis 
that is sound for the People and the State today and that will remain sound 
tomorrow. I assure you that having this on a sound basis is as much in our 
long-1·ange interest as it is in yow·s. 

The second question that you might apJH'opriately ask is what gives me, 
an "out;sidm·", any right to come up here and tell you what decisions you 
should be making? To this question, I would reply .first that neither I, nor 
Kidder, Peabody, nor any "outsider" has any right to tell you what you should 
L-e doing with this money. It would be exceedingly prcnumptuous for us to 
even tl'y lo do this. Nevertheless, we have been asked t.o present our views 
on u subject which we feel very strongly about and l am g-o ing to try to describe 
these to you. Tf it should sound as though f um tell:ing you, rather than sug­
gesting lo you, whut you should do with 1101i1· money, l hope you will simply 
blame this fault on the strength of the speaker's convictions. 

I also think I should admit right here thaL there u1·c a great many problems 
thut will confront the State of Alaska in tho application aml utilization of its 
funds lhnL I am not at all qualified 01· prepa red to discuss. In previous discus­
siom3 with officials of the Stntc, ou1· tirm has explainccl thesu by reference to u 
concept of two funcls and J woulcl like to use the same ronccpt today. One fund, 
which we tihull call J?un<l A, is Ute treasury of the State? of Alaska . This fund-

'l'c.xl or rcmnrkR nrndc l>y Robert A. Krnntz, Jr., VJcc President nnd ncncrnl 
Couu!icl of Kidder, l'cnbody & Co. lncorpol'llted, before the 'J'cnth Annunl Conven­
tion of the Alnslm St.ntu Chumbcr of Commerce, Kctchilrnn, Aln~lm, October 4, 1969. 
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your "General Fund"-alre{ldy exists, of course, and is comprised of revenues 
from your various State taxes, lkense fees, etc., plus "miscellaneous income", 
including income from mineral resources which even last year already accounted 
for something in excess of 15 % of total state revenue;;. Under your State 
Constitution, some of these i·evenues-specifically those which fall within the 
category of "proceeds of any state tax or license"- are required to be deposited 
in this general fund and may not be dedicated to any special purpose except to 
the extent required by t he federal government in order to participate in federal 
programs. I underst..nd that earlier this year your Attorney General rendered 
an opinion that royalties, rental payments or bonus receipts from oil and gas 
leases are not comprehended within this Constitutional limitation. If this is so, 
it would seem clear that your Constitution does not require that the State con­
tinue to hold in Fund A the proceeds from the sale on September 10. 

I 

Under your present statutes, the proceeds received into the State treasury 
are required to be invested in interest-bearing U.S. government obligations. 
There is no doubt whatever in our minds that as a matter of sound State admin­
istration and capability to meet current State operating requirements, the 
l'e:usoning behind this requirement-which places prime importance on the 
assured liquidity of State funds- is impossible to dispute. This is not to say that 
you have a pel'fect statute .n this r1?spect,-if it were up to me, I would seriously 
consider broadening the permissibln range of investments of your General Fund 
in the interest of increasing yield while at the same time assuring that it con­
tinues to be a ready source of liquid funds. 

I cln not p1·opose to focus today on the investment of Fund A, however. 
Instead I would like to describe what we shall call Fund B. This Fund, which 
h2\s not yet come into existence, would complement Fund A in ways which I shall 
come to, but would Le held and administered entil'ely separately and would be 
constituted and maintained as a po·pcl'ltal and 7uwmrmenl ca1>ital f 'tLnd for the 
continiL'infJ cleuclop111cnt of tile State of Alaska. 

What <lo 1 mean by a "perpetual and permanent capital fund"? Simply a 
.rtmcl in which the capital is i·cquir1~<1 to be maintained intact at all times, and 
is not subject to apJH'opl'iation for nny purpose whatever. 'l'he income of this 
Fund B would, of course, be availa'ole fo1· whatever u~.es may be deemed appro­
pl'inte by the legislature and the exec:utivc depnrtment in the inle1·ests of the people 
of Alaska. F'nl'the1·mo1·e, investnwnl.Q in Alaskan companies or pl'ojects could 
well be given a measure of pl'iority 1>ver out-of-stale investmenls. But tha li'und 
would be designed from the outset ti) conse1·ve ancl increase capital ancl to insure 
tl:.e flow of income from now to eter::1ily. 

In reccn t wcelrn, a n um b1;11· of : ·cp1·escn ta ti ves of ou 1· Ii rm have had discus­
si•)ns with vnrious people in Alaska on the subject of invcsLmcnL and utilization 
of Lhc proceccls from lhe State's oil .md gas interests and in these discussions we 
have been 1rratifiec.J to find thu t so many responsible people in the State arc 
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thinking along these same lines. Presumably their reasoning is much the same 
as ours. In the investment banking world, we are constantly exposed on almost 
a day-to-day basis to situations which demonstrate the insatiability of the de­
mand for funds once they become available and the ease with which capital can be 
dissipated. This is found at all levels-unfortunately in our own homes as 
well as within business and philanthropic organizations. It is at the g-overnment 
level, however, that we fin thi. · se ressure for current expenditure in 
J!:§_uwst ext?eme degree. This is perhaps an inev1 e pro uc o our political 
system, and we do not wish to be on record as either for or against it. It is 
simply a fact of life. In considering what is best for Alaska in the long run it is 
obvious 'to us, however, that the danger of dissipation of capital through appro­
priations from capital to meet current operating demands is most acute in the 
very type of situation in which Alaska suddenly finds itself. We suggest that 
strong self-imposerl discipline is most called for at a time such as this and that 
is why we regard it as essential in securing the greatness of the future of Alaska 
that the major portion of the proceeds derived from the sales last month be 
permanently removed from the type of pressure we have described. This is what 
we would hope that Alaska could :~ccomplish through forming what we call 
"l 'und B11

• 

In this same connection, I also want to emphasize that although $900 million 
is clearly a large amount of money in an absolute sense, it is not large in relation 
to the dimensions of the problems inherent in the long-range development of foe 
State of Alaska. The vast needs of the State underscore the importance of seizing 
upon this oppol'tunity to establish fo.e the State a permanent capital base which 
will in turn provide a perpetual flow of investment income which can be utilized 
to support the financing of local as well as State development projects and to 
attract new industry and capital investment into the State. 

While the approach I am su{rgesting would be bold and far-reaching, it 
would certainly not be unprecedented. The Permanent University Fund set up 
by the Stale of Texas more than one hundred years ago is perhaps the most 
strikingly analogous situfltion. This Fund, which was originally endowed with 
certain lands in 1839, even before Texas became a state, was subsequently 
augmented by the transfer to the F'und of two million additional acres, including 
one million ac!'es of semi-arid land in the western poi'tion of the State. As on 
your North Slope, gl'eat at'eas of this land proved to be oil producing. Pursuant 
to requirements set forth in the Texas Constitution, the proceeds of sales and 
lenses of these land grants, together with all royalties on the oil and gas interests, 
werc-aud are even today-required to be invested and maintained as a per­
manent cnpilal fund, wi th the investment income being available only for the 
co11:lll'uctio11 of pcm •ncnt imp1·ovements for the University of Texas System 
a nd Lht! Texas A and A University System. Today the assets of the Fund include 
cash and securities vnluccl at more than $600 million ns well as its interest in 
i·oynltics on oil and gas lands which arc producing 40 million barrels of oil and 
100 billion cubic feet of gas annually. 
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I refer to the Permanent University Fund in Texas not only because it is 
analogous to the type of Fund B th::.t we have in mind but also because we believe 
it will be important for the State of Alaska to avoid some of the errors that we 
believe were made by the State of Texas in the formulation and continued 
management of its Fund. As I l:ave already said, we fumly believe iu the 
wisdom of the basic approach, which was to prese1·ve and build capital forever 
aud noL permiL diversion of capita: for any purpose. The first error, however, 
was made in restricting so tightly :he permissible use of the income. Since the 
Texas Constitution provided that investment income could be used only for 
permanent improvements, the Unh ersity was for at least 100 years in the posi­
tion of depending upon annual legislative appropriations in order to meet lts 
recurring operatmg deficits. Freedom to increase faculty salaries, for example, 
was denied to the Board of Regents notwithstanding its annual investment in­
come of more than $20 million from the Fund. 

A second major error that we believe was made in the case of the Permanent 
University Fund was more undertitandable in terms of prevailing investment 
philosophy in 1876 when the first ~nabling provision in the Texas Constitution 
was adopted. At that time, and we] into this century, investments of the Fund 
other than in the original lands and oil and gas interests themselves, were strictly 
limited to U. S. Government and Texas State bonds. Not until 1956 was it 
possible to amend the Constitution to permit a broade1· range by substituting a 
"prudent man" test with a fm·the1 specific allowance that up to 50 per cent of 
the Fund might be invested in corporate bonds and stocks. 

This history of permissible investments of the Texas Permanent Unive1·sity 
Fund is typical of the historical : rend of legal limitations imposed by other 
States, no t with respect to investment of State funds, such as Fund A, but with 
respect to investments by State pension funds, insurance companies, savings 
banks and other institut ions which do not have need for readi ly available funds 
at all times. A review of these cha nges over the years compels us to the recom­
mendation that from the outset exceedingly broad disc1·etion should be dele­
ga ted by lhe State of Alaska with respect to investment of the pl'incipal of 
"Fund B". As you may realize, the prevailing philosophy earlie1· in this century, 
when the sounclncss of the dollar wt.s assumed, was to assure the pl'eser vation of 
institutional capital-by savings banks, insurance companies, special sta ~e funds, 
etc.-by enactment of rigidly defh1ed legal investment statutes. The State of 
New York wns the leader. Hs legal list was co1>iccl by a numhcr of othel' Rtates 
and J>l'Ovided, among othe1· things, .hat these types of instiLutional c~qJ i tal could 
be invested only in the "safest invEStmenls"-govel'llmcnt and slute obligations 
plus ut ili ty and mil roud bonds. W .th the dcpt'ession of Lhe ninoleen thirties and 
the resulting <lefaults anc11·eo1·guni.mtions of hunch·ecls of l'a ih·oads and uLilities, 
the concept that a legal list would protect capital wns shnttc1·ed. In mnny 
cases this led to even more constrv:ltivc fund manngement-invcstmcnt only in 
govcmment obligations. The hislo1·y of the enpitnl markets since Worlcl 'Na1· 11 
has vividly illustralecl the folly of this approach. We have now been in a pcl'iod 
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of fairly steady inflation for twenty-five years. Again legal limitations which 
emphasize safety of principal and assurance of income have failed to provide 
protection against deterioration of institutional capital set aside in legal port­
folios. Within the past decade, this bas led to the amendment of dozens of legal 
list statutes in favor of the standard of the hypothetical "prudent man"-in 
other words, the tendency in recent years has been to amend these laws to permit 
such investments as the ordinarily prudeut man might make in the management 
of his own affairs. During the same period it has also become generally acknowl­
edged that this hypothetical prudent man would be concerned by the continuing 
erosion of the dollar and would therefore concentrate an increasing percentage 
of his portfolio in equity investments. This reaction has most recently been 
reflected in the appearance of the "go-go" or "performance" concept of institu­
tional fund management. This philosophy has produced a growing pressure 
in every state to liberalize legal investment laws to permit state pension funds, 
insurance companies, banks and other regulated institutions to participate in 
"performance-oriented" investment programs. It is still too early to guage the 
succc?ss of this approach on its record. In many cases it would appear to us 
that too much emphasis is being placed on timing of transactions and too little 
on the intl'in"ic value of the investments. Another reactionary wave may well 
be coming. 

I certainly do not wish to suggest that I or my firm, more than anyone else, 
possesses a c1·ystal ball, but we would urge that there is li ttle reason to adopt by 
lc5islation rigicl criteria of safety or investment yield which would inhibit flexi­
bility of investment. Instead, for a permanent fund such as the "Fund B 11 we 
are discussing, the law of Alaska should allow wide latitude in the range of 
permissible investments and seek safety inore in the way investment decisions 
are made than in limitations as to what types of investments may be acquired. 

I do not wish to be misunderstood in this regard-we do not advocate ram­
pant speculat ion of State funds, nor do we suggest that the more aggresive "go­
go11 approach is compatible with the long-range objectives of a fund such as Fund 
H. I want to stress, however, that limita tion of the areas in which investment 
decisions a1·e permitted to be made will invariably result sooner or late1· in 
reducing the rate of investment growth. 

By its nature, Fund B would be the antithesis of what I have called Fund A. 
In Fund B, soundness of investments is essential but liquidity is not. In invest­
ment terms, this means that F und B would not be required to, and generally 
should not , snc1·Hice eithcl' yield or the opportunity fol' ca pi tu I app1·eciation, to 
liquidity of invcstlllent. For example, thousands of debt securities of major 
corpol'ations are sold privutely each year. In t ight money markets such as the 
'>nc we al'~ presently in, wi th bonds selling at 1·ccord lows and correspondingly 
recor d yields, corporate debt purchased privately will yield anywhere from as 
much us ~':! of 1 % more than corresponding public issues of the same quality. 
It is important to understand how much this can mean. If, for example, you can 
J>Urchase $1 million of 20-year bonds in the pl'ivate market which yield G ¥:? 7'o 
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instead of 6%·, the return on the additional 1h of 1 % interest will amou~t to 
$104,000 over the 20-year life of the bonds. What you may have to give up in 
turning to this kind of market is, of cow·se, the right to resell your bonds at 
any time without complying with the registration requirements under the Securi­
ties Act of 1933. Alaska's Fund B should be in a position, however, to take 
advantage of the extra yield made possible by foregoing the instant liquidity 
which it really does not need in this kind of investment. 

A second major area in which yield could be maximized at the expense of 
liquidity, is in direct investment in prime real estate or in debt secw·ed by 
mortgages or other liens on income-producing real estate. This is a vast area, 
offering a variety of choices and high yields to every type of investor. Again, 
however, you have to realize when you invest in land or in real estate mortgages 
that it will not always be possible to liquidate your investment by re-selling 
whenever you need the cash. if Fund B is constituted as we recommend, how­
ever, this consideration will be unimportant and I would think that investments 
in income-producing real estate, in first mortgages on such real estate, or in 
first mortgages on property leased to the U. S. govermnent or major corporate 
tenants, should const:tute a significant percentage of its portfolio. 

In money markets such as the one we have been exper.iencing over the past 
eighteen months, and which shows little signs of changing in the near future, 
the types of investments I have just been describing frequently offer added 
att1·activeness as a hedge against inflation. Institutional investors with im­
mediately available and lendable funds are today able to demand not onJy high 
interest rates but also, even in quality-grade investments, add itional considera­
tion in the form of an interest in the issuer's future growth. This may and 
often does take the form of wan·ants or options to pm·chase the borrowe1·1s stock 
which may be exercised at a pl'edete1·minecl pl'ice within a given number of years. 
Convel'tible issues, of course, offer an alternative tcchn ique for achieving equity 
participation while at the same time realizing a handsome current return. In 
.recent months, even mortgage lenders on pl'ime real estaLe backed by government 
guarantees of repayment h;we l·een able to insist upon a similar type of conver­
sion privilege or ovel'riding participation which will enable them to benefit from 
projected app1·eciation in land values. 'rhe investment limitations imposed upon 
li'und B should, of coul'se, be sufficiently flexible to permit it not only to take this 
type of interest into its portfolio but a lso to exercise its options 01· conversion 
pl'ivilcges when and as this becomes attractive in the futu l'e and to continue to 
hold the inte rests ::;o obtained. 

What about investments by Fund n in common stoclrn 'I He1·e the important 
question is not whethet· this should be allowecl-clcarly it shoulcl, both as a matter 
of nulhol'ir.ing a flexible approach to investment decision-making and as a mM.ter 
of enabling Funcl R Lo aJTange i ts inveslment pol'tfolio wilh a view to neutraliz­
ing the long-term effects of inflation. Instead, the impo1'lant question is the 
t:?:ctcnt : o which this should be autho1·ized and lhe types of safeguards that should 
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be imposed in order to protect the stream of income from the Fund. We have 
already referred to the experience of the Permanent University Fund in Texas 
which until last year limited to 50 per cent the portion of its portfolio which 
could be invested in corporate securities. In addition, the Texas Constitution 
also imposed a blanket restriction which prohibited any purchase of common 
stocks which were not listed on an exchange or issued by a bank or insurance 
company, and fw·t.her prohibited any investment in common stock which had 
not p.aid dividends for at least ten consecutive years. By constitutional amend­
ment adopted last year the overall 50 per cent limitation was repealed and 
the ten year dividend requirement was reduced to five years. ·This is today a 
common standard and, for that matter, this same requirement is presently im­
posed by the State of Alaska for investments in common stocks by domestic 
insurance companies. (In addition, Alaska requires that such investments be 
only in stock of companies whose net earnings over this five year period have 
been at least l lAJ times as great as their average annual fixed charges, including 
debt service and preferred dividend requirements.) Should Fund B be sub­
jected to these types of requirements? In answering this question you must bear 
in mind that although one objective of Fund Bis to preserve capital-which would 
include preservation of the value of its capital-it will also be designed as a fund 
to generate income for development of the State. Although I strongly urge broad 
flexibility, it may be important to build in restrictions against investment in non­
dividencl paying common stocks in order to assure the continuity of a substantial 
income stream. If Fund B is to be allowed to invest any portion of its funds in 
stocks which do not have established dividend records, the percentage should be 
very tightly limited-I personally would consider 2% to be liberal in this respect. 

In my comments thus far, I have concenfrated on the philosophy of Fund B 
and its investment and tl'ied to stay away from questions concerning the ways 
in which its income should be utilized on the theory that the people of Alaska are 
expei·ts on the needs of the State and their J>riorities and I am not. At the risk of 
rushing in where angels fear to tread, however, I would like to suggest for your 
consideration one application of the income which would produce im~1ortant col­
la teral benefits to the State at minimal cost, pel'hips no cost at a11. 'rhis sugges­
tion is that the income initially genel'ated from investment of the bonus pay­
ments, togethe1· with the future income-producing capacity of Fund B, be con­
tingently pledged to suppo1't payment of pl'.incipal and intel'est; on future general 
obligation bonds issued hy the State. The objective of such a contingent pledge 
would be to incrense the credit l'ating of the State's bonds from thcit· present Baa 
slatus to AAA quality m; soon as possible. In view of the 1·elationship of cur­
l'ent state cxpcrn.Jit ul'cS ancl debt sc1·vice i·equil'ements to JH'ojected State revenues 
over the next decade-which will include greatly inc1·ensccl income from severance 
taxes uncl i·oyalties-lhc likclihooc1 of cve1· nctunlly having to cll':tW upon Fund D's 
income to fulfill on the plcclgo seems !'emote indeed. Yet if we assume that this 
pledge technique coulcl lend to AAA t·ating, the annual suvingH could amount to 
as much as 1 % of the principal amount of all futw·e State bond issues. 
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It is logical next to ~3k-and for that matter we have been asked-whether 
this same type of approach might also be utilized to strengthen the credit of 
Alaska's municipalities, boroughs and other local taxing districts, and thereby 
facilitate the financing of local improvements. In other words, if it makes sense 
to pledge the income of Fund B in support of State obligations, why does i t not 
equally make sense to enter into the same kind of commitment on behalf of local 
government units, perhaps on a subordinated basis? Let me say that something 
along these lines may well make sense and might be of great value to the future 
development of the State, but only if it is conceived and established within a 
framework which takes into account the basic problem of facilitating local solu­
tions to local p1·oblems without encouraging uneconomic projects and without 
impairing local fiscal integrity. It seems self-evident, even to an outsider, that, 
a subordinated contingent pledge or a debt service reserve of the income of Fund 
B to repay any and all bond issues for local improvements, without regard to the 
financial feasibility of the specific project involved or the ability of the com­
munity to meet its obligations under the issue, would not be in the best long-range 
interest of the State and might well lead to early deterio1·ation of the income 
generated by the Fund. One obvious approach would be to create a special 
agency or commission of the State \ thich would be vested with authority to pass 
upon the quality of each proposed local bond issue ar?d determine whether the 
!ncome of Fund B should or should not be pledged lo support the issue. Frankly, 
I would be troubled by this approach. First, I am afraid it would lead to an 
unfortunate combination of too much dependence by local government upon a 
state agency and too much control by the state agency over lhe local community's 
control of its own development. Secondly, the state agency would be exercising 
fr ightening powers-its refusal to back a local project with n pledge of Fund B's 
income would in all likelihootl constitute the kiss of death fo1· lhe particular 
project involved. It would be naive not to 1·ecogniie the tl'emen'Jous political 
p1·essures that would be brought to bear on the rnemben~ of any state agency 
having such sweeping powel's. 

Although we have given considerable thought to these problems, I certainly 
um not prepared at this time to off el' :my one solution as lhe best one. lndeccl, 
within I<iddel', Peabody itself there is a healthy divo1·gencc of ideas in this nl'ea. 
One thought that has occurreu to us is that these potential problems might be 
alleviated by relying upon banks or other institutional invcstol's, 01· upon the 
municipal bond mnl'lcct in gcnc1·al , to assess the inll'insic quulity or p1·oposc<.1 Jocal 
g-ovcrnment issues. 'l'his technique has boon utilir.cd in a number of programs 
sponso1·cd by the fcc1cral govemment and iot· lhat mnllc1· in ccrlni11 ~Lale govcl'll­
mcnt pl'ognuns i11 Alaska. For example, lhe uutho1·ity or you I' SLutc Dcvclopmeot 
Co1·po1·alion to make loans is in effect conditio11cd upon tho applicant being able lo 
persuade an Alaska bank to !encl a given JlCl'ccnlagc of lhc funcls on lhc sumc 
basis. Since lhc Development Corporation does not suho1·clinalc ils lonn to that 
of the bnnk, i t is able lo rely upon the bank's inclopcnclen t clctc1·minntion thnt the 
loan is economically sound. There n1·c a number of ways in which this same 
technique coulcl be aclaplecl to local government financing. One a1>1H·oach would 
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be the establishment of a State Municipal Finance Corporation, which, like the 
State Development Corporation, would have authority to purchase a given per­
centage of any local bond issue but only on the condition that the balance of the 
issue be purchased by independent investors. If this approach were adopted, a 
subordinated pledge of Fund B's income might well be extended to all of the bonds 
issued by what I call the State Municipal Finance Corporation, in which event 
any savings in interest or financing costs might be remitted to the local gove111-
ment issuer or applied against its interest payments to the corporation. 

Something developed along the liues I have described might tend to reduce 
the dependence of the financially stronger local governments on Juneau, and at 
the same time permit them to share fa the benefits of strengthened credit stem­
ming from Fund B's flow of income. For this reason, I believe this idea is worthy 
of furthe1· consideration. In candor, however, I must say that this approach has 
been criticized by some of our people whose views 1 thoroughly respect on the 
ground that it would in effect benefit only those municipalities and local distl cts 
which least need help and would do nothing to help those which have demonstrated 
their inability to obtain financing in the public markets. This criticism may well 
be valid. When it was first expressed, some of us thought that the pl'oper n~ply 
was that even though the State undoubtedly has an intense interest in the devel­
opment of these poorer communities, and even though State aid or grants, or low­
interest rate loans, might be appropriate, the extent of this type of direct assist­
ance should be determined and directly controlled Ly U1e l~gh·Jative and the 
executive b1·anches of Lhc Stute Govemment and not by a semi-autonomous State 
agency. It may be. howeYer. that a special slate corporation SU.!h as the one I 
have dcscl'ibcd, should also be authol'izecl to pal'ticipate in this type of direct 
assistance function. For example. whatever portion of the income of Fund B 
that the State deems appropriate might be dcdicatccl to a special l'cse1·ve fund to 
sHppo1·t a ~pcciul i:;e1·ics of bonds issued by such a col'porntion, the proceeds of 
which would be ca1·m;ll'kecl solely fol' assistance to the poorel' local govcrnments­
those which iu·e unable lo finance thcit· local development nt prevailing intere.3t 
rnles but which would be able to do so if, for example, they could bol'l'OW funds 
at Iower-Lhan-mal'ket inte1·est rates. In this wny. the State might share with the 
local communi ty a portion of the cost of development without assuming control 
ol' that development. 

I sinc<'l'ely hope tlrnt you will not const1·11c the comments T have been making 
:.t:i anything 11101·c than J)l'Climina1·y thonghL'l on appl'Onchcs that might be con­
sic101·ccl in L1·ying lo facilitate development aL Lhe local level Un·ough use of the 
rcvcnucg g-cncrutecl by fi'u11d ll. These al'C ccl'lainly not definitive 01· complete. 
Having int1·oduccc1 the subject, howeve1·, T Lhoug-ht it only fail' to tell you some 
of Lhc irlc1111 that have been crossing through 0111· minds. 

Tho finnl aspect that I want lo comment upon this mol'ning involves the 
111nnnc1· in which invc!-\lmcnt decision!' will be mn<le by the SL:i le of Alaskn and 
tho dcterminnLion of who will be 1·cspon!;ible fo1· such decisions and for the invest­
ment rccol'cl of the Fund. The pl'Oblem is not only to insure thut the Stntc l'eceives 
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the benefit of expert investment thinking and research. It also encompasses the 
development of procedu1·es designed to assure the people of Alaska that decisions 
as to the investment of their funds are made solely from the standpoint of what 
is best for the State and by people who have no conflicting responsibilities. Per­
haps the worst thing that can happen for any institutional fund such as Fund B 
is for its investors-and here I i·efer to the people of the State-to lose confidence 
in the integrity of the Fund's managers, the people who are investing theil' money. 
It is perhaps unfortunate that even the slightest doubt or suspicion as to invest­
ment motives can tend to have this effect. Within the past few days, we have 
witnessed a manifestation of this on the national level with the appointment 
of a nominee to the Supreme Court thrown into qne8tion because of a personal 
investment. The same kind of thing can happen, and JJerhaps will happen, in 
Alaska unless the most scrupulous care is taken in seeing to it that the persons 
retained and paid to manage Fund Bare fully independent and have no competing 
interest to serve. 

How should you go about this? We are strongly of the opinion that in the 
Jong run the most satisfactory solution from every standpoint is for Alaska to 
develop its own in-house investment expertise with the responsibility for invest­
ment decision and management placed squa1·ely on the shoulders of an independent 
investment committee whose sole concem is the investment of the Fund. Hope­
fully, the membership of such a committee could be appointed in a way and for 
terms of office which would minimize the political pressures that could be brought 
to bea1· upon it. Such a committee and foll t ime staff should, of course, have the 
benefit of a continuous ~ow of the investment ideas an<l 1·esearch of those 
nationally recognized . ..:curities and investment firms which would serve the 
State as b1·oker and agent in the handling of lhe Fund's securities trnnsactions. 
I can personally assure you that in the handling of an ~\ccount such as Fund B any 
recognized securities fit·m would fully expect to )Jt·ovide this type of expert re­
seu1·ch and investment advice as an integl'al part. of the se1·vice it would pel'form. 
This advice should be CHl'efully evaluated by the investment staff of the state 
committee, howevel', and the actual decision as to each proposed pul'chase or sale 
should be made only by the commillee or its chief executive director or officer. 
Delegation of this aulhol'ity should not be permitted. 

The p1·incipal cliflicult.y with thiR approach is, of course, Lhat it takes time 
to find the 1·ight people to serve on ancl staff such n commillcc and clul'ing- whatevc1· 
lime this process consumes there will be funds to invest. It is therefo1·e difficult 
to avoid the conclusion that as an intcl'im solu tion the Slate will hnve lo look to a 
paid independent outside investment counseling 01· ndviso1·y c)l'ganizulion to 
provide the expertise which is so clearly necdect. Jn mnking this selection, we 
woulcl strongly urge tha t in addition lo scl'Utinir.ing the recot·d of the pnrtic:ulal' 
uclviser nnd Lhe qmtlifications of the pa rticnla r people who woulcl be nssigncd Lo 
nclvise the Stntc, the State shoulcl ulso cureJully consitlc1· the inclcpenclencc of the 
ndvise1· from competing interests. In <tll likelihood, nny aclv ism·y organization 
LhaL Lhc Stale rnighL consider for this appointment will have a multitude of other 
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advisory clients to whom it also owes responsibilities. Although this type of 
competing interest is what the State should be trying to get away from in develop­
ing its own in-house investment capability, it will inevitably be encountered in 
looking to outside advise1·s. We would suggest that the retention of any advisory 
organization which has additional types of competing interests in other areas oi 
the securities business, however, would invite criticism. 

One final thought. From more than a hundred years in the securities busi­
ness and more than a quarter century of that under the jurisdiction of the Securi­
ties and Exchange Commission, we have come to recognize that the surest solu­
tion to many of the problems of investing other people's money is complete and 
prompt disclosure of what is done. The people of Alaska will be entitled to full 
and complete disclosure of the ouerations and investments of Fund B and giving 
them the right to such disclosure should go a long way encouraging their con­
fidence in the Fund. Such disclosure should be required by law. 

In concluding, let me express my appreciation and that of Kidder Peabody 
for the opportunity given us to participate in the discussions at this annual meet­
ing. Your second decade wiU be one of excitement and chalJenge anil I consider 
it a privilege to have been able to contribute some of our thoughts on an important 
aspect of this challenge. 
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Kidder, Peabody & Co. 
INCORPORATED 

9,;,,,;,..; IJ'6Y 
NEW f ORK • b os· ON . PHILAOELPHIA CHICAGO 

S AN FRANCI S,... ~ LOS ANGELES • ATL/•NTA • CALLAS 

Rep . Clark Gruening, Chairman 

4 100 SEATTLE FIRST NATIONAL 
BANK BUILDING 

SEATTLE, WASHINGTON 9€'154 
TELEPHONE 

(206) 628·8511 

September 9 , 1977 

Special Conunittee on The Alaska Permanent Fund 
528 West 5th, Suite 270 
Anchorage, AK 99501 

Dear Mr. Gruening: 

Thank you for tak~-he-tlme 

t ~ -As per our discussions during my visit, we have spoken ar ain with Mr. 
Robert Blixt, Executive Secretary , Minnesota State Board of Investment , 
and he would indeed be willing to travel to Alaska to prl'vide advice, 
where meaningful , to your Permanent Fund Special Committee. Mr. Blixt 
would welcome your telephone call to discuss this subject and he advises 
us that a convenient time to call him would be 11:00 a . m. Anchorage time 
on Wednesday, the 21st of September. (Mr. Robert E. Blixt , Executive 
Seci:e t ary, Minnesota State Board of tnvestment, Ropm lQS - MEA BuilO.i.ng, 
S~ SJ1erbu..rne Avenue . St . Plfcrl1 Mi11n<!Sota , 55TS5 . Mr. Blixt ' s secretary 
is Caroline Peabody, t elephone numbers~(Ol~) 296-3328 or. 3329. If no 
answer, try (612) 296-6252.) If you find this time inappropriate, please 
cull me so I can rearrange the schedule. If you do not call, I will 
assume Mr. Blixt will be hearing from you on the above date. 

---------For your information , I have enclosed n copy of the original letter and 
material sent to Mr. William Hiles covering our ideas on people who might 
be of service to your Special Permanent Fund Committee . Aloo enclosed, 
plensc note speech made i n 1969 covering thoughts on the investment manage­
ment of Alaska ' s earlier receipt of oil lease sales monies. 

If I or Kidder, Peabody can be of further service , plcnse don't hesitate 
to osk for our hlllp. 

EAB:pc 
Enc . 

~;J;.J...o:.J-r .......,,' ~· ~'l'H7' 
Ernest A. fiurgcss 
Vice Pres1dcnt 
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The Kidder, Peabody Equity Valuation Model 
has been in use in its present form for more than 
two-and-a-half years. The methodology itself was 
refined from work begun in 1973, based largely 0n 
that of the early theorists in security analysis. This is 
the fourteenth publication of these valuations since 
'1974. They were issued on a roughly quarterly basis 
until last month, when we swi tched to a monthly 
schedule because of the spreading interest in 
quantitative investment-selection methodologies. 

As before, our ana lysts calculate for each 
company a normal ized earning::. base, an estimated 
long-term growth rate, and an estimated dividend 
payout rate. The analysts are also asked to suggest" 
ri sk grour; ranking in a range of ·1 to 5, which the 
Portfolio :>trategy Group then considers in relation 
to the tot.11 universe. These• data are projected Into 
the future and then discounted to present value 
using what we regard as appropriate discount rates 
nr 1 ate of return requirements for each company. 
The discount rate for each company is assigned in 
line with the risk group ranking in order to align the 
requ ired rate of return with thl? risk assumed. 
ThcoreticJI price/earnings ratios and present va lues 
arc then compared with ac tual stock prices for 
gl1irl,1T1cc• in identifying overv<1lucd and undervalued 
stocks. 

This mon th's da:t1 an: basPd on mar!<et or 
average discount rates of 12•x, and 13%, unc ' ·1ngcd 
from I.1st month. We havt? been using ,, 12% 
discount rate wi th a lean toward 13% since c<Hly in 
tlw year. This " lean to n" rc•fl<'Cts our uvNall 
lnV<!S lm11nl pol icy, which hils emphasilcd risl;lg 
ri!.k!t in tlw 1!quity area. (for pertinent details, st~c 

/11 vc1)lmc.•n1 /10/iq1 :lnd 11mtfolio ~tr.1t1•1w st udit.:s of May 
i; ,1nd June ·.M.) 

In the past, when we were using a single 
number as the average discount rate, we normally 
used plus or minus 15% as the breakpoints around 
theoretical present value. In other words, the price 
of a stock was deemed too high if ii was more than 
·1s% above theoretical value and too low if it was 
more than 15% below. Because we are, for this 
report, using a discount rate range of ·12'X1 to 13'X,, 
the plus or minus ·1s•x, breakpoint is less applicable. 
We con tinue to suggest, however, that investors 
use the data with discretion, rat~ : than simply 
responding lo bald statistics. We are therefore 
continuing to usl.! a " range of value" approach with 
a L_ :!akpoinl of plus or minus 7%. Thal is, stock 
prices would appear to be too high if they are more 
lhnn 7% above the range, and would seem to be too 
low If they nrc more than 7% below the range. On 
this basi s, of the '189 companies covered in thi s 
issue, the prices of 104 look about right (within the 
range of va lue) while 26 look too high and 59 look 
too low. F<' r perspect ive here, if we were to use a 
straight 13% discount r,1\c (and a breakpoint o f plus 
or minus 15%), ·1 t7 would be within the rnnge whil<' 
40 would look loo high and 32 too low. 

Use o f such ranges of value should be 
particularly interesting during this difficult period 
for the market. Stock prices that arc well outside the 
rnngc (incl i<.:t11ed by + or - signs) should be 
intensely scrutinized ar; poHiblt• sell or buy 
candidaics. 

Portfolio Slr.lll>gy Group 
Wiiiiam I. \. illard, CrA-Dircctor 

Barrr W. Llttcl, CFA 
lt>rrold H. Mulder, Cf A 

I i11da H. Cl1C'rico, Research Assistant 
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Equity Valuation Model Applied to 189 Companies 

Projec1etl Thcorec lcal !lase· 
Theoretial 

Growth Dividend Risk PE Rs Period 
Present Values Price 

Rate Payout Group1a) 13% D.R. 12% D.R. EPS(b) 13% D.R. 12% D.R. S/4/77 

lbslc Industries 
Alcan Alumlniurn 10 30 5 6.7 7.5 4.25(N) 28 32 2·. 

+Alcoa 10 30 5 6.7 7.S 5.50(N) 37 41 51 
-Armco Scee! 8 40 4 7.2 8.1 4.25(N) 31 34 24 
- &thlchcm Steel 8 30 ·I 6.4 7.3 4.50{N) 29 33 23 

Betl Laboratories 15 30 3 13.9 16.7 1.90 26 32 30 
- Boise Casc~de 12 30 4 9.4 11.0 4.10 39 45 27 
-Champion Intl. 10 30 4 7.S 8.5 J.OO(N) 23 26 20 

Crown Zellerbach 8 40 4 7.2 8.1 4.40 32 36 35 
Gcor gla·Paclflc 12 30 3 11.0 13.1 2.65 29 35 28 

- Grut Norrhcrn NckoosJ 10 30 .1 7.5 11.5 4.00 JG 34 27 
Inland Steel 8 40 ·I 7.2 8. 1 5.50(N) 40 <15 39 
Kaiser Aluminum 11 10 30 4 7.S s.s 4.7S(N) 36 40 34 
N;ulonal Steel 8 ·10 ,, 7.2 8.1 5.00(N) 36 40 35 
Phelps Dodge 8 40 4 7.2 8.1 4.00(N) 29 32 28 

- Republic Scee! 8 40 5 G.S 7.2 4.'IO(N) 29 32 23 
Reynolds Metals 10 30 4 7.5 8.S ·l.'iO(N) Joi 38 37 
St. Regis Paper 9 40 4 7.8 8.7 3..15 -27 30 30 

- Union Camp 12 30 J 11.0 13.1 s.so 61 72 52 
- U.S. Sr cl 8 40 ·I 7.2 8. 1 S.SO(N) 010 ·15 35 
- Weyerhaeuser 15 30 3 13.9 16.7 3.00(N) 42 50 32 

Capital Goods/Construction 
+Babcock l'. Wilcox 10 lO ·I 7.S 11.5 .1.75 36 ·10 •18 

Black & Decker 12 JO .1 9..1 11.0 1.50(N) l·I 17 16 
Brnwnini:·hrrl\ 12 JO 'i 8.1 9..1 I.OS 9 10 9 
Bucyru\·Eric II 10 ·I 11.5 9.8 1.SO 2 1 24 2 1 
c~rricr 8 JO ·I li.•I 7.3 2.JO(N) 15 17 17 
C~terplll~r l r.1ttnr 11 30 1 9.8 ; I. I 5.10 5 1 59 SJ 
Chi~J>:O Dridi:c 8. Iron 11 •10 3 10.7 1'.U 4.7S(N) 51 SS 59 
CornlluHlon Lni:. 10 40 4 8.3 \l.J S.90 4!1 55 58 

- Deere 10 JO ii 7.S l! .5 ·1. 'iO J.I 38 27 
Lmcrmn l.lcctr ll II 50 2 I J.3 15.6 2.-1 5 33 38 J4 

- Envlro1cch 1 s 30 <I 11 .R 1).9 .J.00 ·17 51i 40 
t l·mtcr Whcclr. r 8 ·10 •I 7.2 8.1 2.8 5 21 2:1 2(i 
• C.Ardncr ·Dcnvcr 10 40 ·I 11.J 9.J I .SO 12 "' 17 
Gener al Lie ctr ic 1l 11 50 1 11. 3 I S. l'i 4.75 (jJ 74 55 
Gcnrr.11 511111.11 12 30 11.0 13.1 i .JJ 2<i J I 21! 
W.W. C..ralni:rr IS w 12.R I S.S 2.JU •JI) J(j 30 
ln~cr,oll · R.1111.l 10 50 l(l.2 I I. 'i S.<iO 57 6'I 6·1 

- lntcrn,11 londl 11.uvr\ tcr 7 10 ii S.9 6. 7 ,,.90 .11 "'' II 
J11hn~·M.111vilh• 10 JO .1 7.S l!.S ·l.SO(N) 34 38 J(i 

M~\toil I S 10 j 12.R 1 ~- s 2.01) 26 J 1 21 
- t.1,h\C} · I cl~UWll 10 JO <; '"' l. S 'i .OO(N) JI 38 20 
- McC.. r d w· L1li,un 7 so l 8.2 'J .1 l.M JO 3·1 2f1 
- Owrm·Curnini; 12 10 J 10. 1 I 2. 1 7. 1() 71 8h (15 

Pr~llody lnll. l 'i JO ·I 10.7 11.8 2.2S J.I }') 1.1 
RcliAnLC LICL rrh 10 '10 J 9.'} 10.S J.30 JI 3S 32 
~htr Wiii• Will i A 111\ 10 •IQ ·I ll.l 9 'I 11..JO(N) 17 .11 l2 

• 'ilJlWC U 10 so ,, IJ.I 10.2 J A S 21 J'j 27 
I frAllC 8 lO ·I ''"' 7.) ·1. 2'i 'J7 II )9 

WA\fC MJnagc1111·111 IS 10 ·I 11 .8 I I 'J l .tiO l 'J 22 '" Wc\llr11:hou\r I ·10 h.0 
'' · 7 

1.110 111 JO JO 

Conu1111rr Uu" hfr, 
thw1rl .. n 'jp. r~ 1'11111 I\ 'iO •I 7. 'J 11,11 I' I~ II 17 II 
Chry\lcr \ JO s ·1.0 •I.ii ·I. \II( NI 111 JO ltt 
I vrd1l ' lO ·I S, I 'i .I! ' ' · Hl(N) 47 H •I-I 
C1c11tr .1I Motul\ ~ r,o I 7.11 ll .1 10. JO(N) IHI l!'I <iH 
<·rnulnr l'.trl\ 12 ·10 ) I •I. I I 7.0 V t S H ·12 14 



Projected 

Growth Dividend 
Rate P.iyout 

Maytag 8 70 
-Snap·On Tools 12 30 

Sunbeam 8 40 
- Whirlpool 11 40 

Consumer Nondurables 
- Avon Products 12 60 
-Chcscbrough·Pond 's11 12 40 
Colg~tc·Palmollvc 12 40 

+Gll lcltc 11 7 40 
Int. Fliv. & Frag. 15 40 
Johnson & Johnson 15 30 

+Noxell • 8 40 
Procter & GJrnblc 11 40 
Revlon 11 12 40 

+TarnpJx • 8 50 

Consumer Services 
- Amer. llroadcastini: 12 30 

Capital Chics 12 10 
- COS 12 40 

D.1yton· I tudson 10 30 
Oow Jone~ 12 so 
Eckerd (lack) 12 J O 
Federated Dept. Sture\ 11 9 40 

- Gannc:ll IS 40 
- Knli:ht· Ridder Ncw~p.1pcn 12 JO 

K M.irt IS 20 
- l.on1t\ Oru11 ~tores 1 s 30 

Lowe's Cu~. 15 10 
May Dept. Stores K •10 
l·".1ylc\s C.1shw.1ys 15 10 
Penney, J.C. ') •IO 
l'ctrlc: Store\ 15 ·10 

- Revco D.S. IS 20 
- IUtt .. Ald IS 20 

Sc.HS ') so 
St.ind.ml llr.11111\ 11.11111 15 20 

- l i111l'S·Mlrwr 12 10 

f.11er1ev 
1\tl.111th. Rlt hflchl l \ JO 
Li iie~ Srrvltc R JS 
Corrllncnt.11 Oii 9 30 
I ·"tern G,1\ ~ I ud ') 10 

I '''111 9 ·10 
c;ulf I) ·10 
llu11 \ l•1rr N.1tU1 .1I ( 1.1\ ll JO 
M•r.11h1111 01111 ., 10 

- Muhll •) 40 
Phllll1h l't0 lr uleu111 ll 10 
l'llhlUll ') HI 
lt•1y.1I l>uld1 II 10 
'lhl'll 011 ti 10 
"i1.111d.11d uf ( µ 11. 10 IO 
'i1.1111t.111I Oil (lrrd.J, I ~' ·IO 
'11111Ull R IS 
'I l' \ .l lll <) rn 
lllll1m Oil of I .1111. II IO 

Theoretical Base-
Risk PE Rs Period 

Group(i ) 13% D.R. 12% D.R. EPS(b ) 

3 10.•I 11.S 2.60 
2 13.1 16.0 2.30 
4 7.2 8.1 3.1 s 
3 10.7 12.3 2.90 

2 16.1 19. t 3.30 
2 14 1 17.0 1.90 
3 12.0 14. I 2.20 
4 6.7 7.5 3.00 
3 15.0 17.8 1.20 
2 16.7 20.4 4. 15 
4 7.2 8. 1 I. 75 
1 I •1.6 17.3 S.9 S 
2 14.1 17.0 ).00 
4 7.9 8.9 3.2S 

4 9.'1 11.0 S.2S(N) 
3 9. 1 I I. I S. IO{N) 
3 12.0 14.1 6.00(N) 
·1 7.5 8.5 •I.SO 
3 12.9 I S. 1 2.2S (N) 
4 9.il 11.0 2.10 
3 8.7 1).8 1.80 
2 17.8 2 1.li 2.GO 
) 11.0 13. t 3..15 
3 12.1! I S.5 2. IS(N) 
3 1 J.') lh.7 I.B S 
3 11 .7 1 ·1.J 1.75 
4 7.7 11. l J.JS 
4 'J.7 II . 7 I.SO 
3 8.7 9.8 J.JS(N ) 
·1 12.8 15.() ti.20 
4 10.7 12.11 l.') 0 

" 10.7 12.8 1.80 
3 9.6 10.7 2. ll'i 
2 I S.S l'J . l 2. H 
.I 11.0 I I. I l..1•1(N) 

·I 11.8 11.'I h.00 
•I (1.8 7.7 11.rn 

" 7.0 !.') ol.:!~ 

·1 7.0 1.') l.OO(N) 
J R. I 'J .R f1,ol O 
J IU 'J .8 •I.SO 
J 11.0 11. l l.70{N) 
·l 7.0 7.'J 7.00 
·1 7.8 IU 'l.7S 
•I <l..t 11.0 l.llO(N) ,, 70 "/ •I •l OO(N) 
•I (1.•I 7. 1 I I.JO 
·I lt .·1 'l. I S IS 
1 11. I l (). s ft ,(}() 

·I 7. 11 II. 7 11.70 
•I Ii .II 7. 7 h. IO 
•I R. ~ 'l,6 u .. 
·I h.·I 7, J 7..10 

Kidder, Pe.body '4 Co. 
lacorponud 

Theoretiul 
Present Values Price 

13" D.R. 12" D.R. 8/4/77 

27 30 30 
30 37 27 
23 26 23 
31 36 23 

53 63 48 
27 32 22 
26 31 26 
20 23 27 
18 21 21 
69 85 70 
13 14 18 
87 103 81 
42 SI 40 
26 29 35 

49 511 •IS 
46 S7 ·19 
72 8S GO 
3'1 38 36 
29 3·1 3·1 
20 23 22 
33 37 38 
·1G SG JG 
J S ·15 3·1 
28 33 28 
2(1 31 23 
20 25 22 
~M 27 26 
IS 18 16 
29 JJ 36 
7'J ')J 7S 
'lO 2·1 18 
19 23 lh 
27 .10 JO 
311 ·IS J.I 
211 33 2·1 

71 83 57 
58 6<; 58 
30 J •I 32 
:!I 2·1 21 
.. Ci 63 S} 

JIJ ·lot 111 
·11 48 12 
·l'J SS H 
16 SS (i ll 

Jt, ·12 ..12 
:?8 32 27 
72 I.!! ... , 
II )8 l2 
St. ltJ "" 51 ~R \2 
·M ii ') ·l 'i 
12 lh ) 'l 

·17 ... , s .. 

3 



Kicider, Peabody C!J Co. 
l•ccwpoNtcd 

Financial Scrvlce5 
- 1\mcrlcJn Express 11 

Bank i\mcrlcJ 
+Danker' Trust NY 
- Bcncflci.11 Corp. 

C. l.T. rlnan~IJI 
+ C:ha~c M~nharr .111 

C.hcnik.11 NY R 
- Citicorp 
+Connecticut Gcnrr.11 

ContlncnlJI llllnol~ 
Fir~• Bani. 5) ~t ern 
nr~• ChkJ)tO 
I Im In tl. 11 .mC\hJrc' 
Walter L. I kll rr Intl. 
I louschold I irw1cc 
Jclfcr~on l'ilut 

•Lincoln N.111011.11 <.11111. 
M~nul.1~ 1011• 1\ I '.111t1v1•r ~ 

Mor.:.in (J.1'.:1l 
NL l Corp. 
So111h""c'1rrn 1111• 
W.1~huvl.1 

llc~ lrh r"c 
i\mcril.rn I 10111~ 1'11111. 
ll r hrol ·Myc" 1 .11. 
I.illy (111) .Utlf ( II , I( 

Mer LI. 
1'1111•1 1 11 ~ . 

• '>1 h1·1l11i;· l'lo111o:h 
• S111l thK ll111· I 111p 

S1111 ihh 
U11luh11 

I \\',11111'1 f ,tll lftt•tt 

r f Cl111olt1KV 
1\11111 111.ttr l lldt.11'1 111 . 
llrd .111 .111 lm 1111r111•111 , 
I 11\l lllJ(I "•Kid~ 
f 1llrd1lf1I ( ,11111'1.I 
l kwlc•11 l'.1d-.11 1f 

• lf1111qYtcll 
lllM 
/11 111111111.1 lrh 

1 NI 1' 
1'1·1 l.111 I lrm 1 
1'111 .uulcf 
'>11t'1t\ H.11111 
I cl.1111111\ 
I 1 ' ·" lll\fl llllllll t\ 
V.11 1.111 l\ \\u t , 
Xt1 fU \ 

4 

Projr ctcd 

Growth Dividr nd Risk 
RlltC PllYOUt Group(ll ) 

15 30 J 
11 30 3 
5 50 5 
G J O 3 
7 50 4 
7 40 5 

12 JO ·1 
8 20 ·I 

10 30 " 10 30 I 
10 30 " 11 30 3 

(J ·10 •I 
7 10 ) 

10 10 2 ,, -10 ·I 

II 30 J 
10 10 2 
10 20 2 
10 .lO .I 

11 s 'i 
1J H 

11 <10 J 
12 ·10 I 
ll ·10 ·1 

11 .ii) 11 
111 ·10 l 
I) 411 I 
I ll Hl 

l 'i IO ) 

I ~ ~Cl ·• 
II 'i ll l 
I '• )() s 
I \ 10 
II Ill 

I} hfl 
l 'i II) ·I 
II !II ·I 

l .! Ill I 
I! II) I 
II JI) I 
I \ !O 
I ~ tu 
I '• :m •• 
111 lfl I 

Theoretical Bue· Theorrtical 
PE Rs Period Present Vll lues Price 

13% D.R. 12% D.R. EPS(b) 13% D. R. 12% D.R. 8/4/77 

13.9 16.7 3.65 5 I 61 110 
9.8 11.4 2.70 26 3 1 25 
5.8 6.4 11.80 28 3 1 37 
G.3 7. I 4.20 26 30 23 
7..1 8.2 ·I. 75 35 ·39 36 
6.0 b.7 3.SO 21 23 33 

9.'I 11.0 J.JO J I 36 28 
S.7 6.5 6.00\N) 34 39 53 
7.5 8.5 ·1.00 30 3il 28 
8.S 9.6 ·I.SO 38 43 36 
7.S 8.5 2. 75 21 23 2 1 
9.8 11 .11 .1.2s ·12 ·18 ·12 
6.2 7.0 :uo 17 19 20 
6.7 7.6 3.00 20 23 20 
8.7 10.2 J.O'i 27 3 1 JO 
(,,l 7.0 il.40 27 3 1 38 

•).8 11 .'1 S.JO 52 60 so 
8. 7 10.2 J.05 27 3 1 26 
8. 7 10.l 2. 1 s 19 22 IK 
K.S 9,(, 1.90 16 18 17 

111. I lll.'I I .'IS J I 37 '29 
11 . 5 11.h 2.H 1:! )7 .u 

12.ll l •l.I 1.Ci5 4·1 5 I S•I 
12.0 1·1. 1 l.h'i J1 :l7 2h 
1.l ll .1 I.I s 21 26 12 

10. 1 I .'.II 2. ll 'i '2'J ·1o1 I 
') . 1 I Cl. S 2.1.11 2·1 }.7 2(1 

I J.O 1·1. 1 l. '.ll) Ill •1'i 3·1 
') . ) Ill. \ ! . II) '.! I '.M :HI 

I f1. 7 JO ·I l.7 S l<J 1(1 JR 
10.7 I l. 11 .! . I 'i 2J 211 28 
I l.I I S.11 ·I. SO hO 7U 'i8 
•1 1 I fl. 7 -1.00(N) 11. ·IJ 27 

lol . I 17.'J l.H(N) t.8 85 110 
I . I ll. 2 'i.111} .J j ·18 'i .! 

l'l . I .!1.R I 7.'IO 1·12 ·1118 l <1'J 
11 .11 11.'I l.IUl H n ·l 'i 
~ I ,, s 1.1111 l7 JI •IS 

II 0 I I. I I .lttl II! l 1 .!O 
'IA I I.I) J.110 }h II J'J 
11.'I 111.·I •I, /ti ·IJ ·l'I lh 

I U I 'J. I .!.IS •II 'i i l·I 
lh,7 .'0.-1 \.'i ll •1 .. • II .! 'Ill 
I O. / 11.1! 1.70 IX .' l II! 
II.\ ,, ,, s.011 ·11 ·111 \ I 



Projected Theoretical Bue· 
Growth Dividend Risk PE Rs Period 

R<itc P;iyout Group(;i) 13% D.R. 12% D.R. EPS(b) 

Transportat ion 
Ourlington Northern 10 20 5 5.9 6.6 7.00(N) 

-Chcssie System 10 30 " 7.5 8.5 5.65(N) 
- Consolidated Frcigh t 12 30 3 11.0 13.1 3.70 
- Mclean Trucking 12 20 3 10.1 12.1 3.20 
- Missouri Pacific Corp. 10 30 4 7.S 8.5 8.15 
- Norfolk & Western 10 30 4 7.5 8.'i 4.?'i{N) 
+Rio Grande Industries 10 30 4 7.5 8.5 2.60 
- Roadway Express 15 20 2 15.S 19.l 2.-15 

Santa Fe lndu~t r lcs 10 JO 4 7.5 8.5 5.JO(N) 
- Seaboard Co;i~ t Linc 8 30 5 s. 7 6..1 7.20 

Southern J>,iclflc 8 110 4 7.2 8. l •l.65 
Southern Rallw.1y 10 •10 4 8.3 9.3 7.00 
Union l'acillc 12 .so 3 12.0 14. 1 '1.70 

- Yellow Frci>:hl 15 20 2 I S.5 19. l 2.85 

Ut ilities 
Allegheny Power Sy\. 4 60 l G.9 7.7 2.70 
American lei. ,i:, 1 clc. s GO 2 8.7 9.7 6.80 
Carollna J>owur .ind Lli;ht s 60 3 7.8 8.7 J. 10 

+Ccn1r.1 I & Sout h We~t 5 r.o " 7. 1 7.8 l .95(N) 
Clnn. G.1~ & Llci.. (1 70 3 9. l 10.1 2.1!() 
Clcvcl.tnd lcuril. ~ 70 4 7. 7 8.5 4.20 
Cornmonwc.1l th l:dlson 5 70 I 8.5 •1..1 ). 10 

+Florid.1 Powc1 .111d I i>:h t (l 40 ·I 6.2 7.ll J.lO 
General l cl. ,It !Jee t. 7 60 ) 9.0 10.0 J.70 

•Gulf St,1lc\ Utilitlc\ s 60 •l 7. 1 7.K 1.65 
1 luuston ln1h1\ tr lc' 7 ~o 8 . .! 'l.2 4.30 
llllnoi' Power 5 70 1 8.5 9A 3.00 
Middle 51111 111 Utllltb ~ 70 ·l 7.7 8.S 2. 15 

+Ol.l .1ho111.1 Ga) /:,. Lice 11 It .. s 611 ·l 7. 1 7.R l.90 
+ 1'.1ciflc Ga\ S 1:1c1.11 ic ·1 so ~ 5 . ..! S.7 J.10 

rublit ~crvl cc ur lml. 11 60 I 8..1 9.·I 3.20 
4 So111hc111 C..111, Ldhon ·I so s 5.1 u J.60 r .... ,.1~ Utlli tlc\ 7 ~o 11..l •u 2.50 

Whcomln LIClllil l'owcr 7 f10 9.0 H:.o .I.JS 

Nole: /\1 1h1· d11w 011 Att)(ll\I ·1, 1•177, 1111' IJnw )Olll') l11d11,1il.1I 1\11•1.ti:c ~1 11ud .11 8XH .1111 l tlt1• ,\,~/> ', ()I/ ,II CJ!l , 7, 
I he \l11~ J.. 1, w11c111ly more 1h.1n 7% .1bovc the thcorel k JI 11rcwn1 v.1 luc r,mi;r. 
l hl' \lu~i. h w11c111lv more lh.111 791, brlow the lltcorc1lul 1w·,cn1 YJIUc rJn)lc. 

K I l1:u11•\ omitted lll'lJU\C of 'ii I.. or other lei:JI rc11ulrcmcnh. 
(N) 

Kidcl~r. f»eabody ~ Co. 
lacefPO"tetl 

Theoretlc;al 
Present Values 

Price 
13% D.R. 12% D. R. S/4/77 

41 46 49 
42 48 37 
41 48 23 
32 39 20 
61 69 45 
32 36 28 
19 22 24 
38 •17 30 
40 4S 38 
4 1 ·16 33 
33 38 36 
58 65 57 
56 li(j 52 
•M s.i J I 

19 21 22 
59 66 63 
2·1 27 25 

'" 15 17 
25 28 2·1 
32 JG 3.1 
26 29 ) I 
20 '..!J 27 
JJ 37 JJ 
ll 1·1 l·I 
l'i ·10 )·l 
2h 2H 28 
17 l!I 17 
11 IS ICJ 
1(, 18 25 
27 JO 31 
19 .!I .u. 
JO 21 21 
10 ll JO 

N111 m.tlitccl 10 C\t.l11ilc C\lr,1u111in.iq1 t ydilJI or o ther 11unr rcu11ini: inlltH'lllC\. 
(~) I hl· 11,1 1:1t11111 rcOcCI) 1111r ·"'N'mc111 ol buth runcl.1111c111.1I .1mJ 111.irkct r 1\1.. 011 .1 I ·to· ~ \CJ le, S l11dl1.111•cl the hl11hc)I 1 j,J.. , 
(h) L.1111lt11:' "" which lu11i:·1c1m i:111w1h 1.11c 1, h,1,t'll. l 1·pll,1lly, lhr numbc" i11 lhh column .11r 0111 11111 11 di111 11•1I ~\li111.11c, tor 1.11t·11iJ.ir 

I IJ77. 
Kidder, l'r.iluut1• .'ii l.o. l11 lorpu1 .11cd w," m.111.11wr or l11·m.111.1ii1•r o f rhc 111m1 11•r,•111 1111hlll olfcrlni; 01 \nurlll r, o l 1111, i\\lll'I. 
"-lchlcr, I'• .1h111lv .~Co. lnwrpor.111·11lhll.tlly111<1!.f' ,1111.Hl.t•t 111 lh<'\1' \h.111•\ .11 111 .tci.o1dlni:I\ 111.1v h.1vi' .11111\ltion in llH'm whk h 111.11 hl· 
111111•.1\ed 111 1lrcrc.1\ctl from lime 111 lime. 
Kh.lrlcr, l'r .1lo11ll1' Sc<Urlt lc' I lmh rll, .1 \\holl\• ownnl \llh\ltli.11 y ot I< Ide.Irr, 1'1".lllotl) ,t fll. l n~u11111r.11t·1I, U\11.111\ mJJ..c\ .1 111~1 lo.ct 111 1h1• 
lllOVl!lllhlr I 11ml•1111ll\ of lhl, lllfllP~ ll \1 Jilli olllOllll111:I)• ttlJ\ h.nc .1 pu~illon In them lhJI m.I\' bl' 1111 lt'.l\Cd ur dcCll'.l\1°111111111 llnh' Ill 
lllllo', 

s 



Kidder, Pe1body 61 Co. 
l•CGtponerd 

Profecled Dividend 
Payout RJlio(%) 

l'rojec1ed Olvldend 
P.1youl R.11 10{") 
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Appendix 

PERs Specified by Equity Valuation Model Using 10% Discount Rate(#) 

Projected AnnuJI Growth In Ennlngs Per Share(%) 

3 s 7 8 10 12 15 

10 17.3 22.4 

20 9.3 10.2 12.0 18.4 23. 7 

30 8.6 10.2 11.1 13.0 19.S 25.0 

40 6. 7 9.4 11.0 12.0 14.0 20.6 26.3 

so 7.4 10.2 11.9 12.9 IS.0 

60 8. I 11.0 12.8 

70 8.8 11.8 

Nole: This table rcflccls lhc following assump1ions regarding 1crminal multiples: 

Grow1h Rare 3% 5%- 10% 12%·15% 
Terminal PER 7.S 10.0 13 • 

PE Rs Specifi ed by Equity Valuation Model Using 1 ·1 % Discount R;i te ( #) 

l'rojec1rd Annu,11 Growth In Earnings Per Slwc(%) 

3 s 7 ll 10 12 15 

10 11.9 17.9 

'lO 11.0 8.6 10.~ I ·1.9 19. 1 

30 7.S 8.8 9.S 11.l 16.0 20.'I 

40 5. ') 8.2 9.6 10.-1 12.1 17.0 21.G 

50 (j,(, •).0 10..t 11.l 11. 1 

(j() ·1. J '). 7 IU 

70 Ito 10. ~ 

No1c: I hi\ IJhlc rcllcl h lhc lullowlni: .1w1111pl lu11' rrl(Jtclirrl( lcrrnin.11 rnuhiplcs: 

Growth R.Hc J% 5%· 10% 12% IS% 
lcrm in.11 PLR l•.K 'J. I 11 .7 



Appendix (Cont 'd) 

PERs Specified by Equity Valuation Model Using 12% Discount Rate( #) 

Projected Annual Growth In Earnings Per Share(%) 

3 s 7 8 10 12 15 

10 11.1 14.3 
20 6.8 7.4 8. 7 12.l 15.S 
30 6.5 7.6 8.2 9.6 13.1 16.7 

Projected Dividend 40 5.3 7.2 8.4 9.1 10.S 14.l 17.8 
P;iyout Ratio(%) so 6.0 7.9 q,2 9.q 11.5 15. ! 

60 6.6 8. 7 10.u 

70 7.3 9.4 

Note: This table reflects the folto ,.,;,,g assumptions regarding terminal multiples: 

Growth Rate 301 10 5%· 10% 12%·15% 
Terminal PER 6.3 8.3 10.1 

J>ERs Specified by Equity Valuation Model Using 13% Discount Rate(#) 

Projected Annu.11 Growth in Earn h111s Per Sharc(%1 

3 5 7 8 10 12 IS 

10 9.1 11.7 
20 S.9 G .. S 7.G 10. 1 12.8 
30 5.8 G.7 7.3 8.5 11.U 13.9 

l'rojcclcd Oivldcnd 40 4.IJ 6.11 7.'1 8.1 9.:1 12.0 15.0 
1'.iyu111 Ratio(%) so 5.'1 7. 1 8.2 8.9 10. 2 

60 6.0 7.8 8.9 

70 6.6 11.5 

Note: rh i\ t.1hlc rcllcc t ~ the following am1111rtiu11~ rrg.11dlni; tcr111i11.1l 111111t lp lcs: 
(;1ow1h Rate 3% 5%· 10% 12%·15% 
I erm Ina I I'[ R S.8 7. 7 8.9 

7 
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Appendix (Cont'd) 

PERs Specified by Equity Valuation Model Using 14% Discount Rate(#) 

Projected Annu1I Growth in Earninss Per Shue(%) 

3 5 7 s 10 12 15 

10 7.5 9.7 

20 5.2 S.7 6.6 8.5 10.7 

30 5.1 5.9 6.4 7.S 9.4 11.8 

Projected Dividend 40 4.3 S.7 6. 7 7.2 8.3 10.3 12.8 

Payout Rat io(%) 50 ·1.9 6.•1 7.4 7.9 9.1 

60 5.S 7.1 8.1 

70 fi.1 7. 7 

Nore: This 1.iblc rcf1cc1s 1he following imump1ions regarding 1crminal mulliplcs: 

Growth R;11c 3% 5%·10% 12%· 15% 
Terminal PER S.4 7.1 7.9 

PERs Specified hy Equi ty Valuation Model Using 15% Discount Rate( #) 

Prujccrcd Annu.11 Growth In t: 111ngs l'cr Share(%) 

3 s 7 8 10 1'.l 15 

10 5.1 6.J 8.1 

'lll 11.6 5.tl 5.9 7.'J. 9.1 

311 il.G 5. 3 s. 7 6. :1 ii.I 10. 1 

l'rniccrcd Divhlt'111I ·Ill •l.O S.2 li.O 6.S 7.!• R.9 11.0 

1',1y1111t R.1110(%) ~o 11.5 5.8 6.7 7.'J. H.:! !UI 

611 5.1 h.5 7.'I 7.9 

70 'i. 7 7. 1 

No re: I hi' 1.1hlc rcllcL I\ the lollo wing .1"11m111ions 1c11.1111ing 1c1minJI mul1ipl c ~: 

Growlh R.llc J ?~ 5'16· 10% 12% IS% 
l<'rminal l'ER s.o (J.7 7. 1 

( fl) Whrn 1 2~{, I\ 11\Cd .1s !he .1vcr.1ge diSlOUnl IJIC, Ri\I.. Gwup I mul! lplc\ .ire round in the 10'). 111a1ri.\ , 
Rhl.. G101111 2 In !he 11% m.111 i>. Cll. When 13% is U\Cd J\ !he olVCIJ)IC 1li\l :l lllll I.lie , Ri~I.. (.;10111) 
m11l1 iplc' Jlc lound in 1hc 11 ~. malrii., IH~ I. t .rou11 2 in rhc 12% mJrrix, e ll , 

The information co11ta111ccl 111 tl11s repo1t Ii.is /wen t.rken frnm tr.ulc .ind ~t.lli~lit .11 !i<.'r\'icl'!> a11d other .mtirn·~ 
which we deem reliable. We c/o not 1cprese11t that it is .1crnr.11e or c:omp/e/t• ,111c/ 1l shoulcl not be relied 
upon as such. Any opinions expressed herein reflect our judg111e11t .1t t/1i cl.1te .Ille/ .rrc su/)ject to c:h,1111w. 

Ac/cf it ion al inform.it ion on the s1•etmt i<.' ~ ment iunecl i:. .iv.1i/,1hlr. 
No pan of this r<.'JHJrt m,1y be reproduced in any manner withou l ti ll' wrilt t• n pl'rmi~.,iun nf Kidder, Peabody & Co. l1u;. 

Copyright 11 :1 ·1CJ77 KicJdcr, Peabody •'« Co. lnwrpnratl'd 

8 8/16/77 



August 16, 1977 

Selected Stock Notes 
ERNEST A. BURGESS 

Kidder, Peabody & Co. 
lncorpof'•led 

Major forest products 
comp.iny continues 
attractive for 
aggressive growth. 

BOISE CASCADE CORPORATION 
(NYSE-BCC)(a) 

4100 s~ttl•·lst Nat'/. Bad Bldg. 
SEATTLE, WASH/NG'ION 98154 

628-8557 (29.5 million shares outstanding) 

1977 Recent 
Range Price 

Earnings Per Share 

1976 1977(E) 1978(E) 

P/E Ratio 

1977 (E) 1978(E) 
Dividend Current 

R.ite Yield 

34-25 26 $3.30 $4.10 $4.50 6.3 5.8 $1.10 4.2% 

(il) Options traded on CBOE and Philadelphia Exchange. 

•Second-quart er earnings in line with cxpectatior.s. 
• Profit forcca !ilS for 1977 a nd 1 Qi H unchan~cd. 

EARNINGS REPORT ANO OUTLOOIC 
On a 16% yi:!ar-to-year increase in sales to 

$591.3 million, Boise Cnscade recently reported 
second-quarter earnings of $1."10, ·17% ahead o f the 
94 cents earned in the second quarter of 1976. As in 
the first period, the building materials division 
turned in the best performance, with revenues 
ahead 35%, reflecting continued st rength in llw 
housing mtirkC't in the western states. The paper 
nnd pu lp division reported a year-to-year salPs gain 
of ·10.U% reflecting, in par t, the revenues o f two 
acquisi tions made last year. Second-quarter tt•su ll~ 

were penalized 5 cents by the absenC<' of lh<' 
contribulion from nonforcst product invcstnwnls in 
South AmNica which were so ld. Cosls incrrascd at 
a o;lightly " lnwPr rat<• lh'1n o;<1 lpo;1 widening prNilx 
margins slightly, bu t lhc tax rose from 40% lo 40.1J'X, 
lo reflect an increase in operat ing profits rela tive to 
capital gains income. 

For 1')77 a5 ,, whole we continue' to C'Xpt•ct J 

'19% rise in ~n les to $2.3 billion, with tlw papt•r 
group cn11 tributing the largest portion of opt•rating 
profits. IJ1•c.Ju~I' of the company\ high 'iCmit1vity to 
housinn -. t<1 r1s, rhc ou tl ook for lWll continue•-. to 
dPpend importantly nn growth in the overall 
l'Conomy. 

rlw Kiddl'r, Peabody [corwrnks Group <' prcl!> 
a ... light ri-.1• in l 'J7U housing starl5, which ,hould 

Do llars Pr ice Rane• 

5 .00 ....--------------- --, 500 

4.00 

3.00 

1.00 _, ________ -t 100 
.90 _.. ____ _,_-t 90 

.80 ...... ----T---t 80 

.70 ----~-----t 70 

.60 ----4 60 
.GO 1--+-~-+-=:---->t--~----t GO 

.40 40 



l1cotponeed 

Boise C.iscade Corporation 
Operating Results 

(Dollars in mi/J/ons){o) 

Three Momlis Ended 

NCI SJICS 

Net incornc 
[Jrnini:s per share 

1976 

~509.G 
27.G 

s 0.94 

(a) Except per·slwc dat.1. 

June 30 

1977 ChJnge 

S591 .3 16.0% 
32.6 18.1 

s I. I 0 17.0 

Year Ended December 31 

1976 1977(E) Ch~111e 1978(E ) Ch:anxc 

$1 ,931.5 $2,300.0 19.1 % S2,597.5 12.9% 
97.~(b) 12 1.0 24.4 132.0 9.1 
3.30 $ 4.10 24.2 4.50 9.8 

(b) Delore c.'< mordinary gain of $3.S million or $0.12 a share In 1976. 

positively affect prices for wood produc ts, 
manufactured housing, and kitchen cabinets as well 
as the building materials distribution operation. 
Our on<'·poin t fore>rnst for 1978 curnings is $4.50 per 
~ hare. 9.6'Y., <1hcad o f the $4 .10 projected for th is 
year. 

INVESTMENT SUMMARY 
Bobe C.1c,ci1 de Corporation, after ;i disastrou!> 

cxpcric' nC<' il !. i1 conglo meril te, insta lled new 
m.111.1gcmc 11t th,11 hils sold or eliminutcd losing 
oprratiom, reduce d tl cbl , and rC'lllrned lhe 
company to relian<c on fort•st products ;rnd paper 
Of)l'ratiom. l.or1H·INrn dl'bl, as a pl'rcc•ntage of tot.11 
c.1pi1,1I, is wrll lwlow tlw .wcrilgP for most furPsl 
prnducl '> compani1•s. Boise manilgcmcnt plans tn 
continu<' ii'> l.irgc• capit .11 'lpt•nding progr.1m, bPg1111 
in l.111• 1117'\, wilhout rl'li'1nCl• on equ ity financing 
and kc•(·ping within n dl'ht to equity ratio of 37.5%. 
With ri.,ing (•,11 ning!i .ind clividf'nds, investors 
'>l1011ld 11gi~i11 pNt 1•iv1• tlw company ac, an al trar livc 
invPstnwnt • • 1 prmpt•tt th.11 .111gur'> wl•ll for polt'nlial 
c.1pi t11I ilpfHI'( i.11 ion, 

EQUITY VALUATION 
Boi'>l' 0 s longl'1 tl'I m 1•Jrning., growlh r.1t c i., 

prujl'Ct l'd .1t l ,l'.,, with t ill' l 'Xpt 1l talio11 lh.:it 

dividends will represent 30% of earnings. In the 
Kidder, reabody [quity Valuation Model, Boise 
common is nssigned to n risk category of 4, mainly 
r<'flecting the· fact that it has a smaller timber base 
than somP industry participants. 

Using thc!se assumptions, the model computes 
a theoretical present value of 45, based on a 
discount rate of 12 for the m;irkct in genera l. If we 
raise the market discount rnte to 13, the theo retical 
present va lue for Boise becomes 39. The mid-point 
n f the 45 to 39 range is 62% ahead of current quo tes. 
W e continue to n•commcnd the common for 
;iccounts st•cking aggressive rapi tl\I appreci;ition. 

Michele M. Will 

Dow Jones I nclustri.ll Avcrn>:c (11/15/77 ): 

St.met.ml & Poor\ 5011 lruiex (U/15/77): 
074. 13 

'Jll. 111 

Rt•fl'rt'lll t•s: /nvt» lm .~1·rvin•., " Rf'conrn1L1 ncl.1tion!-" 
(luly 17, l 1)7~l. "S1•lc•1 tNI Sim k Note~" (1\pril I, 
May 24 •• inti SP1~>1cmht•r :!9, 1'17h), "Sl'h·rtc•d 
Sim k K1•1H>rl " (J.111u;iry 7, ICJ77), " ~eke led 

l ndu~lry Rq)()1t " (April 11 , 11177) on rorc•'>t 
Product .. l11cl11'>lry •• ind "~'ll'IL0<:t<'cl Stock Nntt·.,·· 
(Jun<' II, 11)77) on Boi'>l' C.1.,t..1clL• Corpor.11 ion. 

1111· mfrn111.1tit111 1 w11.111h 0<f 111 1/11 , rt'/IOt l /t,, , lll'c'll 1 .1 ~1 111 fwm tr.11ft· .1111/ , 1,11 i,11e .1/ \1•1 v11 ,., .111cl otl1L•r '11ttrc ,., 
w/111 /1 w1• <lc•£•111 l(•/1,1/1/1'. \ \11• cl1J 1101 n•prt·~c·111 1/1,11 it " .11c111,111• 111 t <1111p/<'11• .111c/ it ,/11111/d 1101 /)1' rt•/11•1/ 

"'""' ,, , ''" /1 1\m 1111i11io11 ' 1 •\JJf (''~t·<I li1•rt'i11 rr·fl1•1 t 11111 111clf;1111•111 .11 t/1" r/,1fl• .111d ,,,, . '"'''''' t tn < /1.11:~1·. 
l\c/1/tti1111.1/ 111lor111.1IHlll 0 11 till· H'( 1111111'\ 1111°111111111°1 / 1, .1v.11/.1l>/1•, 

Nu p.HI 1111111,11°111111 111.1y Ill' !C'prt1dtllt1d 111 .111y m .1nncr wlth1111I 1111' Wflllt"ll 1Jt'rllll\,io11 t1f Kt tl tl1•r , P1•,1hotly ,\ l 11. 1111 . 
Cupyri~hl • 1'177 Kidd1•1, P10,1h11dy ,-;. < o . Inc 111 p111.11t•tf 
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62B·IJ557 
BOISE CASCADE CORPORATION 

(NYSE-BCC) 
(29.5 million shares outsl.1nding) 

Recent Price 
1977 Price Range 
1976 Price Range 

26 
34-25 
34-24 

EARNINGS PER SHARE (a)(b) 

'1976 Estimated $4.50 
1977 Estimated $4.10 
·197& Actual $3.30(c) 

(al nsc;il ye.ir-cnd Dc·wmllC'r 31. 

Dividend 
Yield 

$1.'IO 
4.2% 

PRICE/EARNINGS RATIO 

On 1976 Estimate 5.13 
·1977 Estimate 6.1 

(;i) All slock price~ Ir' lhis rt•p1111 Jrl' .1~ ol August 17, 1CJ77, unit·~~ olht•rwbt• 11111(•11. 
(t:) lll'forr- t!Xlraordin;iry ~ain of 12 n•nh ,1 ~ hillt'. 

• Sc<:<mcl-quarlcr earnings of $1.10 cents ii share reflected profit improvement from lhc first 
period in ,,11 m.1jor groups. 

• Full-year cslimale of $4.10 a share being maintained. 
• 19711 earnings estimate remilins $4.50 ;1 share, .1lthough lhc per-sh.ire r.·Hlgc h.1s hccn redun •d to 

$J.(,O lo $5.00, .1 share, from $].CJO lo $5.50 previously, lo rl'flcc-t incrc.1sing unccrl .1 inly over lhc 
rate of en111omic growth Clml level of housing starts in 1 CJ7U. 

• Elimi1Mtion of c.,pital gains lrcatmcnt of 1>rofits on the culling of timber would reduct• comp.my 
c.unings modestly by approximalcly 6%, or 25 cents .1 sh.ue, this yc.u .lllcl ncxl. 

• C.1sh flow 1>rojcc.: tions for I 977 tu 1901 suggcsl lhe comp.1ny will weally t~11p.u1d its c.:.1pit.1I 
spending progr.1m from ltw rnrrcnl ilmwal rate of $225 million, further supporting our 12'Y., 
lon~er tnm earnings growth r.1tc forec.1st. 

• Dividends .uc cxpcctccl tu conlinuc to rise f.l slcr ltl.ln c11rnings until .1 susl.1inl•d payout rah' or 
:&0% is .tehiewd. 

• Stod continues to sell under thcorclic.ll present v.1lue r.1ngc of ] 11 to 45. 

SECOND·QUAHHH t CJ77 HESU LTS 
Bols1' C 1<>c1lclc reported second-quarter sale!! nl' 

;51Jl.3 mill ion, H.4% alwnd of firs t-period s11 l0s 11nd 
lfd l% higher than ye;1r·ago rl!sult s (SC'C Tabl~s ·1 and 
2 for !il'lt:L lt·d qu.1rt1•rly sl<1tistirs). 

Timber And Wood Products 
Cnrnparcd with tht.• firs t quarter, unit sales 

voli1111t• of comp1111y plywood and Vl'nccr rose CJ.2% 

t o 4 ) B Ill i II i o 11 s q u a rt' ( t' l' t .111 d t h a t o f 
u11consolicl<1ted joint ven tures, 42.<J% to 40 millio n 
squlire f C!'I. (Uni t sil l cs data ;i re provided in 
T.l bl<' J.) While the strong plywood sa les gains wt!re 
mad<' rc lativf' tu the seasonally slow and weather· 
clcprPsscd firs t quarte r, the stati stics for who lly 
cwmc•d faci lit ies represented the highc ... t riu<lrlcrly 
level in at lc<lst the last four years. Compared with 
llw "''Cond quarlt•t of 1C)7(,, plywood .ilcs were 

Company Follow-Up _________ . __ 
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Table 1 
Bo ise Cascade Corporation 

Quarterly Income Sttt ist ics 
(Doi/ors in m/l/ions)(o) 

1975 1976 19 77 
1st 211d 3rd 4th Isl 2nd 3rd 4 th h t 2nd 
Qtr. Qtr. Qtr. Qtr. Qcr. Qtr. Qtr. Qtr. Qtr. Qtr. 

Rl.'\C.'nUt'S 
Nl'I )1111's $315.3 $369.2 $396.9 S376.7 $399.9 $509.6 $518.4 $503.7 $52 1.2 $591.3 
ln1t'rl'SI Jnd other Income 5.1 2.2 8.5 10.0 5.5 7.1 15.8 1.8 3.2 4.6 

T 01.11 revenues $ 320.4 $371.3 $405.4 $386.7 $405.3 $5 16.8 $534.2 $505.5 $524.4 $595.9 

CO) I Jnd c:\penscs 
Cost of sales $242. 7 n80.1 $309.4 $302.2 $ 308.4 $396.4 $415.1 $386.4 $404.9 $45 5.4 
Dcpm:l.11lon ;1nd c;;m of 
.omp.in~ 1lmbcr han·c::;tcd 12.8 13.8 1.; .G 14 .3 15.9 17.J lS.2 20.0 20.0 2 •• i 

Sclllni: Jnd ,1drnln. expense 39.i 43.4 45. l 43.2 46.3 49.3 50.8 52.7 49.6 54.6 
I r\U!re)I t'XllCllSC 5.3 5.6 5 .6 5.7 6.6 7.8 8 .8 8.8 9.0 9.6 

To1.1l los1s noo.5 $343.5 $374.7 $366.0 $377.2 $4 70.8 $•193.8 $467.9 $483.6 S540.7 

Income before 1axes 19.9 27.8 s 30.7 20. 7 $ 28.2 s 46.0 $ 40.4 37.6 $ 40.8 55.2 
I ncomc IJ>.cs 7.6 9.6 11.0 7.0 11.3 18.4 1 s.o 10.1 16.8 22.6 

Nr1 income(b) 12.3 s 18.2 s 19.7 s 13.7 16.9 $ 27.6 s 25.4 27.5 s 24.1 s 32.6 

lJrnrni;s per >hJrl' s 0..12(b) s 0.6 1 s 0.67 S OA6(bl S 0.57 0.94 $ 0.86 ~ 0.93(b) s 0.82 s 1. 10 
Di' 1dc11ds per )h,H~ 0.13 0.13 0.16 0.16 0.16 0,20 0.20 0.20 0.20 0.275 

C.o)I o l ,,,Jes .1s % of :..1lc) 77.0% 76.0% 78.0% 80.2% 77.1% 77.8% 80.1 % 76.7% 77.7% 77.0% 
1'1c1,1' lllJr )(in 6.3 7.5 7.7 5.5 7.1 9.0 7.8 7.5 7.8 9.3 
TJ' IJIC 38.2 34.5 35.8 33.8 •10. 1 ·10.0 37.l 26.9 41.2 ·10.9 
'llc1 nl.lrgln J.9 4.9 5.0 3.6 4.2 5.4 11,9 5.S ·1.6 5.5 
IJividcnd p.1yo111 r~ 1 io 31.0 :?l.3 23.9 34,ll 28. l 21.3 23.3 21.S 24.4 25.0 
lmc111orlc' 1245.8 1230. 3 $251.6 s 26 1.9 $280.9 riH 1 $ 291.3 S3 13.3 $332.0 $313.2 
DclH/ rrwrHc<l 1...1pi1Jl(c) 27.4% 27.7% 

!lourlc : Cump,1ny puhlhltcd d,11,1. 
Nole : Nurnhcr~ may 11111 .1dd 10 IC>l.11~ hcc.111~c uf ruundlns.:. 
1.r) l:"'Clll pcMh.u c d.11.1. 
(IJ) l\efurc c'! lr .1or1lln .11 y ilcrm. 
(~I L>.dudc) 1c.1l1y dcllt. 

27.6% 27 0% 28.2% 31 ..1%(dl 31.5% 31.7% 32.0% 31.3% 

ftl) l11l 1c.1\c lrurn flf\t q11.111c1 rcllcc. h borrowrni: for JCqubillon ut Oxford P.1pcr. 

rPbliv1!ly flal, rcflcc ling about capacity opcrat iom 
in b<> lh pt~ riods. rhc high ll'vcl of unil plywood 
•11ll C!'i in till' !>CL<JnU quarter or 1')77 W.l!> <lLhicvcd 
during a th ree-month period when invcnloriC!> in 
lhl' fi<•ld were generally undergoing liquidation 
;-iftN an ahnorrna lly large winter buildup. 

l'roductinn al lumlH'r filci lit i cs movl•d to 
virt ually f 1111 capacity during tlw ~ccund quartr1, 
!wiping to raise uni t sales volume 11.3% lo 200 
million board fN•I, frorn the seasonal and wcathcr­
clrprl'<,t.L•d fir.,t-qu;irlcr l0vPI of 192 million bo;ird 
fl'l'l. l.umlll'r outpul of joint ventures w;is flat with 
1h1· fi r.,I quiHtN, .11 111 million board f ccl. Prices of 
lumlu·r .1nd p lywood in lhe second qunrter 
ol Vl' I .1gl'd ) (J'Y, , lo 20'Y., .1bnvc I hose of I he year-ago 
pM1o d . I h1· on<' 11 otnbl1· Jrc.1 of pri ce• wc>;ikncss wJ., 
1n .,,1nd1 1cl plywood, prirPo; for which increased only 

2 

5% on a ycar-to-ycJr basis in the !>Ccond qu.1rtcr. 
f he compnny has c;hi fted its plywood production 
mix I<> ton ta in on ly 25% sanded, compared with 
·H1% !>c!vcral years ago. 

PrnduLtion of other c;olid wood product!> was 
abo c; trong during the c;pcond quarter, especially of 
tiherboard and particleboard. The capacity of the 
lalll'r (160 million squcirc feel or industrial -grade 
board for furni turr) is booked out for SC'vcral 
months, in sharp cnntra'il to the si tuation thnt 
prr•v,1 ill'CI throughout 197b. 

Boi-.<' C l sc..1d1· a1 n?leratN I its timlw r cut in llw 
P;-i t ifi( Nort hwl'sl during the lirst thrl'C months of 
l lw y1•;H, taking iHlvanlage of excrptional we;-cther 
to bui ld log inv1•n tmit!'i to a level of one monlh 
l.11 gc>r 1h.111 nmm;-il. W il h the tlHC'a t o f labo r 
di.,ruplion-. p;i ... 1, .ind fin• closures l ikc~ l y to h<' less 



snvere than initially anticipated, the company 
reduced log decks somewhat in the second quarter. 
Boise Cascade plans to cut approximatP.ly 170 

million board feet of fee timber in 1977, slightly less 
than the 387 million board feet cut last year. Overall, 
higher volume and improved prices raised second­
period timber and wood product profi ts against 
those of both the first quarter and the year-ago 
second three months. 

Building Materials 
Reven ues from th e bu i ld i ng mat eri als 

d is tribution system advanced 35% in the second 
quarter over the year-earlier level. The higher 
v~lurne reflecl~ ihe ~trung housing envi ronment in 
the W<>stcrn st<ites, where the building materials 
distribu t ion centers of Boise Cascade arc 
concentrated. Wi th the s.iles advance, margins have 
risen. Manufactured housing shipments h;-ivc 
moved ahead as wc•ll, especially in the Western 
region. Full-year production is expected to advance 
15% to 20% to approxim<1tcly 10,000 manufactured 
housing units, during which time price rises \·viii 
cover costs. A mix improvement is al so occurring 

Kidder, Peabody r4 Co. 
lacorponiud 

with the sale of a greater percentage of larger sized 
units Furthermore, thP company has achieved 
efficiP.n• r!s of production from !he 1976 closure of 
two plants. Kitchen cabinet volume rose 30% in the 
second quarter, although cost pressures have 
retarded margins. Overall, the build ing materia ls 
group seems to have experienced a healthy r ise in 
second-quarter margins and profi ts on a year-to­
year basis. 

Paper 
Paper and market pulp unit sales increased 

5.3% in the second quar te r to 473,000 tons, 
cc.·mpared with 449,000 tons in the first three 
month!>. Compared with the year-earlier period, 
second-quarter unit sales were '10.8% higher. This 
significant gain reflected, in part, revenues of two 
acquisit ions made in 1976. The second-quarter unit 
sales improvement occurred despi te downtime 
totaling approximately 10,000 tons or newsprint and 
3,000 tons of market pulp. 

In the second quarter, business papers 
accounted for rough ly 137,000 Ions. or 29% of total 
paper sa le~; printing papers contributed 22%, or 

Table 2 

Ht'Vl' 11111') 
S.111' 
llllCIC\I .1111J 111l11•r int.UlllC 

t 111,1l 1cv1·1111n 

l.11\h JflcJ C'l'l'Jl\C' 
t:.1~ 1 ol "''c' 
IJcflll'dJllun .111ll CO) I ul 

llfllhl'I h.trVl'\11'11 
!oclli11i: .11111 .11l111i11. C\jlcmn 

lflll'IC\I 1','flCll\1'\ 
I 111.11 lll' I' 

I 111111111• hcl 1111· I·"''' 
I llLIJlllC l·"l'\ 

N••I lllCCllllC 

I .11 lllfl);\ fll' I '"·"I' 

011'1111'1111\ ,,,., '"·"'' 

~l!ll f(.1• : <.11111p.111y 11.11.1. 

Boise Cascade Comor.1tio11 

Seconcl-Quartl.'r Income Sta tcmen t Comp.irison 
(Dollar.~ in 111illinm)(t1) 

1976 1977 
% 11( ')(. uf 

Dull.11) l{cvenuc' Uull.1n Rc,,c1111e) 

SS09,CiJU 98.M~ S'i91,2/U 9'J.2% 
/,I •10 1,.1 ·1,v20 0.8 

S5 lli,750 100.0% S595,1:19U 100.0% 

s 1%,Jll() 7h.7% S·ISS,120 7ti..1% 

17,J•Hl J..1 .! I ,I ] t i J. 'i 
1'),l'JU 11.5 'i ·I, ~ " ' •1 . 2 
7,750 u 9,ShO !.h 

$·170,770 '11.1 % SS·IO,GtiO 9.07~ 

s ·15,9110 11.9% ~5 .2JO 9,Jcy., 
11:1,.100 j,(, .!2,6•10 J.8 

s .17.SSO 'i.)% ..12,SIJO S.5% 

O.•J•I 1.10 
0.10 0.2/S 

Nnlc: Numhl' I\ 111.1y 11111.11Jil1lu1~ 111101111111111:. 
( ) 1'<111·111hc"'' ilc111111' llnt1111:. 
(.1) I .. lClll PCl •\h,111· 11.11.1. 

ChJllKI! 1977 
Ch.111i:c 2nd Qrr./ 
1977 /76 ht ()tr. 

16.0% 13,.1% 
(.IS. JI ·1-1.·1 
15.J% I J.<i% 

I ·1 .9~~ 12.5% 

21.9 s. 7 
10. / 'J.9 
2.1.<I 5.11 
H.8% 11 .11% 

20. I JS.lo/., 
.!J.U .15.2 
18.2% 35.J 

17.0% )11, 1% 
J7. S J 7.S 

3 
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Table 3 
Boise Cascade Corporation 

Quarterly Unit Sales 

Boise Cascade Unconsolidated loint Ventures 
l'.1per Jnd Plywood Paper and Plywood 
M~rktl and Market and 
Pulp(J) Venel!r(b) Lumber(c) Pulp(a) Veneer(b) Lumber(c) 

1977 
~nd •IUJt I l't 473 438 208 190 40 1! 
I )I quJrtc1 449 .. 'JI 192 187 28 15 

197<> 
-Ith QU.Hlrl 433 408 202 203 41 44 
Jrd qu,1rtl'r •108 434 207 196 36 35 
~mJ iJUJrtcr 427 435 209 177(R) 34 12 
1 )I qu.1rtl't 259 417 191 155(R) 25 12 

'Vl'Jr 1,527 1,694 809 7.31 136 103 

1975 
4111 llU.llll't 270 382 185 173 21 7 
Jr d IJU.!rlCr 331 373 166 189 8 12 
.!nll qu.1r1c1 316 330 150 1611 6 11 
I )I ..JUJrtcr 302 322 10'.2 151 6 10 

'CJf 1.219 1,407 603 677 41 110 

1974 
·llh llUJlll'r J.12 359 11 5 17·1 13 8 
Jr d qu.11 tcr 361 399 1-17 85 19 J 
Jfld tjU.if((•r 332 395 177 191 17 ·I 
1)1qu,rr1c1 37 1 381 175 182 19 s 

Yr.11 1,106 1,SJ.I 61·1 (;32 Iii! 20 

197J 
0 lth qu.1rt1·r 327 ·119 11!3 179 19 3 
Jrd 1111.1111•r 253 ·127 191 178 "' J 
2nd qu.ulcr 375 400 198 162 1-1 3 
hi lllloll ICt 356 ·129 18•1 177 (> 2 

Ye.rt 1.311 I /.7 5 756 6% 53 II 

So11tl1•. Uui\c t .l\l,t<ll· Curpw,11io11. 
'llo1c : 1),11.1 on join1·vcnwrc papl'r .ind m.11~.c·1 pulp ou1pu1 cxllmlc B.11.r.rn , l'hillppinc), mlll. 
I R1 Rl·,1.11cd. 
l.11 I huu,,1111h ul ltJtl), 

fb ) f\ll ll lu th ' " '4u.1rc lccl : 10111p,1ny rc)1.11cd number' to clln1111.11c 11111.1bu,lr1c" vcnc1·1 ,,lie\, 
Ill f\Hlllum ul hn.1rd kcl. 

.1boul IUb,000 tone,; 1u.·w~prinl £0%, or IJS,000 ton~; 
papt•rbo.11 d 111%, or 115,000 lu11~; Lo11vcrting 1Mpcr., 
6%, or 3<1,000 tnn.,; iHld a ~mall amount of markc•t 
pulp totaling l%, nr roughly 14,000 tons. The paper 
group opc-r.1 ll'd a t 10·1 % of the theoret ical ·1.67-
million-ton ;wailablc cap;icit y, a rate well above lhC' 
mcJu..,lry .wcragl' anc.J somewhat above lhC' <Jb.0% 
ralr• o f llw firt.,I quarter. 

In joint-venture operations, paper production 
wJ-. .1llot.1tl'cl a!. fo llows: p.1perboard, 41 %, nr 78,000 
trin'> ; mark<: I pulp 2'J'}u, or 55,000 tons; corw<'rling 
papNt., 1(1% , or 10,000 Ion.,; ncw~prinl '1'1% or 2·1,000 
11111' .. ; .rnd hu..,irw"" pap1·r.., l%, or 6,000 tons. Thu~. 
1>.1-..«'cl on "<'«1ncl-quar1er '>ale~ of l'J0,000 ton~. and 
.1nnu.1I tap.1ti ly o f B70,000 tom, we be lieve the 

join t-v1•nturc paper mills operated at about 87% of 
Gtp.1c:i ty, with llw major weakness being markC'I 
pu lp . On a combined bai;is, tl lC' tota l paper capacity 
of Boi'><' Ca~cadc and ii'.. joint ven tures of 2.74 
million tone; 0pc-ratcd al %.7% in tlw "ec:ond 
quilrt1•r. RPl.1tivc• to tlw fir~t quarter, unit volume 
.,,,I<,., gain., occurr<'d in hu s ine~s papers, newsprin t 
(dl'.,pill' llw clnwnti111t•), and pilpcrboard. In joint­
Vl'nlur<• opN.1lion'>, gnins in paperboard more than 
off~t· t ,1 dl'rli rH' in converting paperi;, whil t• sa les of 
markc!l pulp, ni•w<,prinl, and business papen. wt•rt• 
gl'IH'l\ll ly fl:tl. 

On tlw p.1pl'r rricing front in tlw ~t·rond 

quartPr, tlw company raised prices 4% In 5% on 
um o.1t<'CI, whit<', frne-slwet grades and 10 .. 1% on 



linerboard. Since the company sells approximately 
one-third of its linerboard in the open market, the 
May 1 hike had only a modest positive impact 
overall in the quarter, although the increase did 
boost the profits of the paper group. The higher 
unit volume sold, plus selected price hikes, are 
estimated to have raised the operating income of 
the paper group in the second quarter over the first 
and clearly above the level of the year-earlier 
period. 

Packaging and Office Products 
In the packaging and office products category, 

composite can volume increased year to year in the 
s~cond quar'ier, partly because oi the success of the 
new peanut butter can. The division instituted an 
8.5% price increase in mid-March after prices had 
been raised for metal cans, thus helping to off set 
advancing costs. Corrugated box volume rose only 
·1% in the first half of 1977 over the initial six months 
of '1976. This gain, which is somewhat less than the 
3.7% average realized by the industry, reflects 
mt1nagcrnent's decision to give up some volume to 
mJi! 1ain it s overall margins. Reflecting this strateg-,·, 
price increases of 3% had been realized by Boise 
Cascade on its com1gatcd boxes by the end of lune, 
in comparison with aboul only a l'Y., average 
indu:> .rywide advnnce. While thl• price boost w.is 
not suffi cien t lo orfscl the slcC!p rise.• in linerboard 
cos ts, the nor.mal six -wL•ck invc11lory tk•lilycd llw 
impact of the inncJse on profits until mid-lune. 
EnvPlopc operations con tinued lo register a profit 
improvcrnC'nl. Olfice produrl-; distribution s.1les 
rose ·tu% year lo year in lhC' wrond qu.irlcr, partly 
due to tlw fJvor.1bll' impact oi the .;al<·~ from twu 
rt•locall'd distributio n n•nlcr~. Ovt•rn ll. llw 
nperilling profits ol the parl<.1ging .ind oflicl' 
prnducts group rose modestly in the sl•t:nnd 
q11arter ovl'r both lho!'!I' ot 1111' fi r~I .111d y1•.ll'·efl rli 1•r 
pl'riOcls. 

AbsPnl from ~1·corHl-q11.1r1<·1 r1•.., ul1-. w;i-. tlw 
con tribu tion of lasl ye.1r from 11011foresl prndut l 
invl'slnll'nls in ~oulh Anu•ric .1, whil.h h.1 v1• b1•1•11 
sold. Thb h;is pt•n.11i1ed l'.tming!'I .111 1• ... 1i111.1tl'd r; 
u•nts ;i sh.lft1• Cons111icl.1ll'd r1•v1'lllll'" ,1dv,111u•d 
I t;, I% yt•.1r In y1•.ir i11 llw st•to11d q11.11lL•1 , wlltl1• 
tmts rosl' .11 cl -.lightly slow1•r r.111· l)f 14.11" .. . 1111' 
i11nt•ast• ill (()!'!(\ , l'flt•t lt•cl g.1i1l!'I of I ·l .11" .. in l I)\( t)f 

salt's, '.!3.4'Y., i11 i11lPrt'!'!I «>.p1•11!'.t' tpri111.1r 1l y rl' fl t•t ting 
inc rC'.lSC'cl borruwings lo fin.1111 I' ,11 qui-.ition-.), 
21.1)% in dt•pn•t i;ilion, ,rntl 10.7" .. in ""lling .md 

Kidder. Peabody f4 Co. 
lacorpo,.tcd 

administrative outlays. The latter was achieved 
d ~spite the fact that th~ annual raise in wages of 
sa 3ried employees occurs in Ap;·P. A compC!rison of 
figt res for the first three months of 1977 with the 
sea~onally stronger second quarter of this year 
reveals that total revenues rose 13.6%, whi le 
expenses increased 1 ·1.8%. The slightly faster 
increase in revenues than expenses leveraged 
second-quarter pretax profits upward by 20:1 % 
relative to that of a year earlier, and in comparison 
with pretax income in the seasonally slower first 
quarter of 1977, !·hows a 35.2% gain. 

Off setting the comparative gain in pretax 
earnings was a tax rate for the quarter that was 
slightly higher than the rate of a year ago (40.9'}~, 
versus 40.0%). A year-end tax adjustment made in 
the fourth period of '1976 l o reOect a largcr-than­
expected investment tax credit indicates that the 
second-qunrter ·1976 tax rate should actually have 
been lower than wa~ reported . The ycar-to·y<'Jr rise 
is owing to an increase in operating profits relative 
to captial gains income. Compared with tlw initial 
three-month inlt'rval. the lax (a le declined sl igh tly 
(f rorn 41.2% to 40.11%), reflecting a more refined 
estimate o f the 1977 tax liability. A":-" result, sPcond­
quarlN net inrnnw of $:rl.<1 million was tll.2% 
higher than lhC' yPar·L'i1rli1•1 , •t·riod and 35,.1% almvt! 
llw seasonally Wt!ak fi rst quarll!r of 11)77. St•cond­
quarter carnin<!'i to $'1. 10 a sharl', a compJny record, 
were' 17% above l hose• of a yP.ir-;igo period, when 
Boiw Ca!icadP earned l)4 cents a i;hare. 

OUll.OOK FOK I 1J77 /\NO 1978 
The s;1ll'S and <'arnings estimnh!S for '11)77 and 

l'l7U includ1•ci in Tablt' 4 are prndi(a!C!d on thC' 
f ollnwing eco110111ic a~s u mpl ion":-: re,11 GNP growth 
of '.>. I% in 1977, slowing lo .1bout 4.2% in 197ll; 
hou-;ing ":-o larl'i nf I.II '.> lo 1.IJS million units in 1977, 
with pos'>ibly a slightly higher l«w l in ICJ7fl, plus or 
111irw~ 100,000 unils; ,:ncl infl,1tio11 .wcragi11g !i.7% 
thi-. yc;ir, i11rr<'as111g lo lwtw1·en b.;,% and 7. :i% in 
11)711. A<:. shnwn in otlwr 1,1bular !>t1111m.iril'!>, ICJ74 
d.1t.i Mt' i11t'l1Hll'cl in T.1hll' .J to ill11i;tr.1ll' tn:nds from 
tilt' pr<'ViOU'> 1w.11< y1•;ir. 

rlw 11)77 out look n•nl.1in-. ba-.it;illy 1111changcd 
lrn111 our 1n101 prowc !1<111( SI '<' l1>111p.it1)' (<J/fow-U11 
of M.1y 12, 1'177), In g1•np1-.1I , s.1 1t·~ .1r<' ion« a~t to 
ri..,<' l'U'lr. lo -:i::u hlll lon. ·11w fhlJH'r group i!> 
1'\JH'r t1•d to co11lrih1111• tlw larg<'":-1 portion of 
opNaling prnfit-. ( 17"!, ), ,11lhough tlw g;iin Imm l1l7h 
is prnj1•t l•·d ,\l 20.1J'Y... -.omewhJt lwlow thr 
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Table 4 
Boise Cascade Corporation 

1974 

Sale) 
Timber and wood products $ 433.2 
Buildlni: m;11cria ls 323. 7 
I' aper 415.9 
1':11:kaglng and office products ·124.3 
Latin •\mcrican lnvcs1mcn1s 15.7 
01hcr operations 17. 7 

SulHotal $ 1,630.S 
ln!crcornpany climlnadon (176.9) 

Tot:1I )Jlcs $I ,'153.6 

Cos! or ),llC) s l,081.0 
Depreciation .111 tl depiction ·18.8 
Allvcatcd SG&A 109.0 

Alloc.11cd costs s 1,238.8 

Opcr.11ir1i: prorlts 
Tl111licr .111d wood procl11c1' 24.6 
llulldini: 111.11crl.1h 7.0 
f'.111cr 111..1 
11.11.:k.1.:lni: .11111 ofl ice prollm. h ·18.2 
Unconsolld.111•1l lol111 \c111u1.-, 
.tncl .1lliliJtcll cu1n11.111b 8.S 

1..11111 A111crlc.111 i11vc,1r11cnh I J.O 
01111'1 upcr.1111111' l .2 

·1111.11 opc: .11lni: prufll ) 21'1 .N 

Cu11rnr.ttc uvcrl,.J .111 $ (J9. I ) 
I 1i111l11.11lum (0,.1 ) 

l11cl.1\ lnco111c 17.U 
ln~crnl C l.l l\C) (71.7) 

Nr 1 l11w111c(li) IOJ .C.(b) 

I .1111111):\ per ,11,11c (h) .l.5 1 (h) 
lllvl llclllh per ,h.ur O.J7S 

11)1 <11 \.lie•, ·"% ur I C \1' 11111'~ H·I ~( 

1'1c1." 111.11i:l11 I l. 1 
'l.1' rJIC ·10.IJ 
Net 111.111:111 7.1 
1Jlvitlc111l l!JYllllt 1.111u 10.7 

(I } t-:lohh'r, l'c.1ho<ly Ii. ( 11. l11wrp111.11cd t'\ 11111.tll''· 
( ) 1'.tr l'll llt l''n tknulc '11h11 ,1~tlc111. 
(.1) L '1.cr11 pcr·,h.uc 11.11 .1. 

Income Statements 
(Dollars in mil/ions)(a) 

1975 1976 

420.5 $ 588.6 
337.0 •162.0 
398.'l 558.'1 
•1'16.2 505.8 

16.7 20.'..! 
20.3 27.3 

$1,639.1 $2, 162.3 
( 11:11.1) (230.8) 

$I ,'158.0 $1,9 31.S 

$1,135.0 $ 1,506.J 
56. 1 72.<I 

121.2 1-10.1 
~ ! ,312.J Sl,718.ll 

s 7.-1 $ 56.2 
2.5 15.ll 

73.J 1!2. 7 
37.J .I0.9 

3.9 11 .S 
19. J IJ. 'o 
2.0 l.•) 

s 1·15.7 .! 12.7 

( .,., ,(J ) (60 .. ~ } 

1.0 (0.1) 
119.1 I S'l. 1 

(JS,.!) (Hll) 
(,:I.I) !.17 .J(h) 

~ 1..1 {, J.Jll(h) 
().q5 0.7& 

7 / .IJ ~u 111.0 ~;. 

G.ll 7.IJ 
H5 J(1.0 
·IA ~ .o 

2'1.h H.O 

__ .1978( E) 

1977(E) High 

680.0 s 775.0 
615.0 700.0 
650.0 735.0 
GOO.O G75.0 

30.0 40.0 
$2,575.0 $2,925.0 

(2 /5.0) (325.0) 
$2,300.0 $2,600.0 

$1 ,775.0 s 1,975.0 
85.0 100.0 

170.0 195.0 
S.2,030.0 S2,270.0 

ss.o s IOS.O 
35.0 .IJ.O 

100.0 121.0 
J:l.U J9.0 

I ·1.0 17.0 

1.0 5.0 
270.ll $ JJO.O 

((15.0) (73.0) 

.!OS.O s 257.0 
ti l,(J 110.0 

121.0 1'17 .0 

•I. I U S.00 
1.111 I.JO 

·1 1.2•:.. /h.0% 
8.<J '1.9 

4 I .0 •1.!.l! 
S .. l S.I 

.!h.ll .!h,tl 

(Ii) llcfu11· c'llJurclln.rr\' i:.1111111Sl.J1111111011, 01 SO.O·l .1 , 1r ,11c, in 197·1 .1ml SJ.S 11111111111. or SU. I l J ,h.11c, l11 11J7(1. 

6 

Low 

635.0 
650.0 
700.0 
640.0 

35.0 
$2,660.0 

(270.0) 
$2,390.0 

$ 1,865.0 
100.0 
190.0 

S2, 155.0 

$ 70.0 
28.0 
90.0 
JO.O 

1 J.O 

·1.0 
s 2.15.0 

(70.0) 

ltJS.0 
59.0 

s IOli.O 

s J.60 
1, 1 S 

/l!.0% 
(j,9 

IS.II 
.1 .. 1 

J l .9 



• company average. However, this will be 
significantly better than the earnings gain of the 
paper industry in total, partly beca use of 
acquisitions, and also because of the strong 
orientation of the company toward white paper 
grades-currently the strongest segment of the 
paper industry. The ability of management to 
maximize the profitability of the paper operations 
must also be considered an important factor in the 
earnings gain. Strong earn ings improvements are 
f orccast for the timber and wood products group, 
and especially frorn tlH! building materials ama. 
Only a slight earn ings gain is anticipated in lhe 
packaging and con•1crted products areJ owing to 
margin pressure, especially in corrugated boxes, in 
the second hfllf of this year. OverJ ll net income in 
'1<)77 is projected to rise approximately 24% to s·12·1 
million. generat ing pN·share earn ings of $4:10, 
rnmpared with $3.30 in ·1970. The range around our 
one-point cstimJtc is $3.70 to S4AO a share (sec 
Tnble 5 for cst imll lc of qu:Hh·dy earning~). Siner 
th e annual dividend was raic;C'd 37.5% in the first 
quarll!r to $1.'10 a shi'lrc, a furthN lncrcas<• Is 1101 
lik<'ly until l' olr!y 11)711. 

The ou tl onJ.. for 197B h,1s b\'lOmc doud l•d hy 
thl' growi111~ u1H Nl11i11t y s11r r1111 11di11 g lh<• 

111.1gPituclt' of 11 .. 11 growth in tlw elunomy and tlH' 
lrvf' I of hnu.,ing -;t.irts. fhis diVNgl' IH I' of opinion is 

the b.hb fen our 1athe1 broad earning., r.1ngl' fo1 
1')711 of $1.f10 .1 -, lwrt• to $!i.llO .1 '>h .trt'. lJtilizi11g lhl' 
Kidder , Pc•nhndy I rr>no niit.; Croup f nrr•t,,.,, of .1 
.. tight rb1· i11 IHH1.,i11g .. 1.11t-. y 1".11 to yt.ir t.1 1tho ugh 
1w.1ki11g i11 tlw fir ... 1 qu.trtf'r ill .1 1.0'i-111illin11-u111t 

hi •Ill 
l mJ q11 . 
!111 1111 . 
•lllt 11 11 . 

'l'.11 

l.1hlc 5 
Boist• C.rsc.Hll• Corpu1.11iu11 

197G .11111 f:51i111.11cd l<J77 Qu.ir lcily 
l'l·f·Sh.11 I' E.1111111~\ 

I 11711 

rn. "7 
o .•1.1 
IUhJ 
11,9 I 

~ I. lll(.o) 

lll11h 

$1l,X !(1\ ) 
I. I ll(!\) 
I,}~ 

UI 
Holll 

1'17 7( 1 ) 

~U.11~(1\ ) 

1.1 0(1\ ) 
I I \ 
I 01 

s ·1.1 11 

"11 1111-.•: l l.lltlp.ill)' tlll.lllt• ll~ ll' JH>l h 

(i\J ;\ 1 111 .11. 

(I ) l\1ddr1, l'r.thuif\ ,t l 01 . l 111u11w 1.11 r d r.11111.11n 
(.1) llclorr r11 11.11111ll11.11 , ):;1111 ul I ~ •Cll l ' .1 \ II.If••. 

tll. ll ~( i\ ) 

I.I U(i\) 
0,') l 
ll,1! ~ 

n .o 
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annual rate), wood product prices could rise 
another 5% lo 10% while the unit volume of lumber 
··nd plywood sold rises sl igrtly. Although log and 
other costs will rise, the increased price realizations 
should be sufficient to generate a modest advance 
in pretax profits of the timber and wood products 
group. Similarly the volume and profits of 
man ufactured housing, kitchen cabi net and 
building material distribution operations are also 
expected to advance modestly. In paper operations, 
price increases should keep pace with or slightly 
exceed cost increases as vo lum e improves 
sornewhat, w hich cou ld result in a 10% to '15% 
earnings impn.Jvemenl. Thi s environmen t should 
also increase vo lumes and prirr•c:; c:; uHicirntly in th e 

packaging and office products group to gcncrall! 
wh<ll should be <1 slightly slowN gain in pretax 
profit s than in the p;ipcr area. Overnll per-share! 
earnings arc projr1 tPcl on a one-point hll.;is at $4.50, 
IJ.ll'Yo higlwr than tlw $4.10 estimated for thb yc.-ir. 
Under lhl'sc circu1m t;111tt''>, tlw dividend could be 
raised to an annual ral<' o! al lei1SI $1.20 n share. 

/\r. pn•vinusly nwntirnwd, l able •I cont,1in., ,1 

1.111g1· of l 'sliin.1ted ~alf's .111d t '.1rnings. /\I lhis ti11a•, 
thP po~sihility of .1 yc•ar·IO·)'l' ar l'Jming~ dr•rli1ll' 
c.;innot yet lw di-.c.untl'd. If holhing st.uh dl' dliw 
lllCH«' r.1pidly th.Hi nnw forN.1:.1 (the proj1•rted 
.1111H1al 1.1IL' in tlw f:1tlllh qu.111t·1 of l1J711 hi l.'J 
million 1111it '>), worn' produrl and lrnilcling 111.1tc ri.il 
p11ilil ~ c mild dcrli11l' lium lh<' ll•vt•I t's tim .1 tl'CI fur 
thi ., yt';ir . I 111 tlwr111011•, in the· p.1p1:r Ml'·' · ,1 
-,ignlfit .rntly .,1mw1 1.111· 111 l't<JIHJlll il l' pJ1i-. i1111 
< ou ld c 1 C'.llL' .1 si lu.111011 wht'll' tlw ro111hi11.1t1011 of 
vnl unw ,ind pric l' improv1•nwnt cine·., 11ot off wt 

1bi11g l"'''· whit h would 1t•du1 e l'ot111i11g'>. 01' llw 
nt lwr h.1ncl, IHHl'.ing -,t,11 i... r 1111ld v1•1y Wl'll t•X< '''"' 
ow l'J7U c•x1wll.1ti1111 .... . 111d ti lt' profit,1hlllty of the 
p.ipt•r -,c•g11w11t <uuld rt'Cmt·r with 111rnt• 1.1pid 
.1ct v.11Kl'~ i11 vr)lunw .111d p1 iu'. I hl•-.1• ,1flt>1tl.llt• 
possihilitll'~ Imm 1111' h,1 .,,., for our l'"li111.1tl•d r.111gi· 

of l'J7ll '"'rninJ~" n( 'it l.1111 111 SS.00 ,, .. h.ut•, 

flNAN(IN\, ru I U~L GMOW 111 
111 N11v1·111lit•1 l 1J7 i llil' 111.1n,lgl'llll' lll 11f Bww 

C:.hc.td<• ,11111nt 11H I'd .l ltVl'-Y1'.lr ( l'J7i1-711), ~I.I I · 

hilli<>n 1.1pl1.1l "' l'' ''"li11g f'"'I\'"'"· 1\pp111 i111,Hl'I)' 
1. l ''l, nf tl11-, tot.11 , m S.lhll r111ll11111, h .1., lll 0 1•11 .1llm.11t·d 

to llt 'l ''''·"Y proj<•r ' " · lf'll l11rl1n1: polluliCJn e, 0111101. 
1 IH· n•111,111Hl l'I , OI ,,httu t $1170 11111li o11 , h.t ~ ht'L'I\ 
d i rc•c tl'<l 11110 pro11·c h w ith .1 11•q11ir1·d l1111cllt' 1.111• ol 
IL'• .. ,1f t1·1 t,l,l''- 011 .1 cli 'c lH11111·d L.1-,h flow h.1 ... i .... 
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Tabli? G 
Bdsc Cascade Corporation 

Statement of Changes in Financial Position 
(Dollars in millions} 

1975 1976 1977(C) 1978(E) 19"' 9(E) 

l.1nr 
I Net income before CAllJ01dln.1ry 1:.1im s 63.9 s 9i»3 H 21.0 ~ 132.0 $118.0 
! Lc>s: d ividends 18.3 22.7 32.7 35.5 37.8 
J I C\\: Jd fu> tmcnts(J ) ·IA 11.2 13.3 16.S 1·1.2 

RetJllWd <'arning., ,I) Jd iU>ICd ( I ·2·J) s ·11 .2 6 )..1 75.0 80.0 66.0 

,\ddillon> to p1opc11y Jnd c11ui11mcnt Sl 62.S s 227.3 s 195.0 S210.0 s 180.0 
6 ,\d d1t1C>n> 10 timber, 11mbcrl.111d, & timber dcpoSlls 16. 1 .36.1 5.0 I 5.0 20.0 
~ 1 01.11 •Jfllt.11 investment (S • 61 178.6 2Ci3A 200.0 225.0 200.0 . 

I t\' Jcp1cci,111on, tkplrtlon, llctr11cd IJ>.c\, o ther 74.S 78.5 195.0 11 5.0 130.0 
' } °'ll't 111opcrty Jddillom (7·8) s 10·1.1 Sl8'1.9 s 105.0 s 11 0.0 s 70.0 

10 Lh,1n1:c in uthcr .l\\CI\ 11 CI 3.·I (28.5) (25.0) (2·1.0) (2:!.0) 
11 t.h.rn>:t> In rt·.1 11~ .1nd Suutl• 1\mclit.111 ·' >'Ch net (20. 5 ) ( 153.3) (20.0) ( 15.0) ( 15.0) 
I.' Ch.1111;c in CUll<' llt '101 ~111 !\ :.1pi1.ll (.1d1 u ~1 c d ) - m• 1 (b) (2.8) 7 J.2 JO.O 36.0 25.0 
11 IN I I RN1\L I UNO!> '>1 11 ·'lU l 1 IU l.NCY (•1·9·10· 11·1 l) S (.U.1) S ( 12.IJ) S ( 1 S.O) s (27.0) 8.0 

I 111.lllLCtl by : 
11 llt'IH dchfi ll Ull\ ·M.7 sn.1.2 30. 1 s 10.0 s 1 I.'.> 
1 ~ 1 C\\ ll' l'4\ llll' ll h ·18.7 158.7 :>6. 1 .!(i,0 31.9 
lh ~l< I d1Jn1:e In debt t111.1111 lll>t I I ·J.I ') (-1.0) s 11 s.s ·1.0 S I 1 • ) s (20.0) 
17 I <lltll\ 1111.lllLtll)I net 
Ill lot.1t l1t•J lll tllll 11rt ( H1tl 7) ( 1,0) s 115.5 4.0 s ( 111.0) s 20.0) 

l'I ~r t d1.1n•r 11111u11"11ll.111i;1.1ph.1I p l· IK) S (ol 7 .1) S 101.<• s ( 11.0) S (.U.O) s ( 12.0) 
2(1 111 L•C,t\t' (tlCllC.t\l) hi 111 .t1l.c t.1hlc " 'llllilh'\ ( 10.S) 7h.7 (HO) ( 12.0) 

!I ll nue.l\c) 11cll r.1w 111 11utc' p.1y.1hlc .11111 
lltll~ lll fl lll l itl tl Il l 11111.:-11•111• tlrhl ( 111,S) l'i.'1 ( 11.0) 

!} N1' l l h.111~c 11111111rn1111.111111.. p11.ll (20 • 2 1) S ("7. I ) S 1 Ul.<' s ( 11.0) s (·13.fl ) s ( 12.0) 
l I ~IJ 1~c1.11tl c \(lllll lt r\ s <...S s 8J.2 s !!U s ·10 . ..! s 28.2 

l11urmr11tJI L11~1 d 1 v I i1w1d111: lJt1J hillt1c, · 

' I llrhl ,I\ J fl<"l l1'111J);l' 111 111\1'\ ICd lJflll .11 11) . 11~~ 11. 7% IU.tl" l7.·l ~1 H.2% 

:' 1\1t1lo111 11 1~ 1 l1ll4flllll)l ll1t\\lhl1 "' ' " tkhl 
Ii \ ot 11l\nlr1l <.1flll•I SI / 11. / 7J.'J hl! .1 

.'t i \\ 1111.1111: 1Jp1u11ru11if llh'llf\ 111 l1111rm1 lllJI 
1.1111tJ1 '"'c'' (H .. I UJ\ I .11.0 •).It 11.•1 

1 / •\11111 111111.11 l.t[llt•I l111r\lll1t' lll 1111\\ lhlt• \\Ith 1lt hi 
II ~ ut lll\C\ ICt.l 1.,1pit .11 (.!~·1'1) SI ~ I, / h·I. I S'J . .! 

JI! 111111·1111.111.111111.111111•1•, 11111'111 lltl\\lhh· """th-hi 
\ 1~ ~ 111hhnlt•d 1..1 plt .1I (7 • J7) I~ I. 7 .l8'1. I .!~'.l . .? 

l' ' l'to1t•111l.1I ul illl 11'.t\I' 111 1.11111,11 1 11' 1''1111~111 (.' 7 I) / h .'1 9(, 18.h"i. J'J.11~;, 

'11 111111 llrmc l ,l\1.11h 1 '17 ~ .11111 l'J / lo Jllllll ,tl ,1111110 I\ 1<p11t f\, ll. 1ilil1•1, l'r.1h111l1 .~ ( 11 111<et1 11t11.111d 1•,1!111.11t•\ , 
I I 1·~11n tl 11•"' 11(11111111·1l111ti11n,11nlr" 111hr1 ... 1w 11111 11.dh'tl. 
I 11 111 1111\ 111 r .111111111'111 1111111 1r11 111 11 ' Jl lll .1ll1ll,11ed 11111111.11111•, 111111111 11y 1n1e1r\h 111 1111111111• (l11"r'), 

• 
1977-111 

1980{E) 19 8 1 (E) Toti I 

s 148.0 $171.0 
4-1.4 52.0 
19.6 22.0 

s 84.0 9 7.0 

S225.0 S240.0 
25.0 35.0 

250.0 275.0 SI , 150.0 
H 8.0 170.0 

$102.0 SI OS.O s 492.0 

(32.0) (38.0) 
(10.0) (2.0) 
39.0 48.0 

S ( 15.0) s (1 6.0) s (65.0) 

s 100..1 J.11 1 Sid 
JOA 23.8 138.2 e • 70.U s (lO.O) 13.0 

71).0 j (lO.O) 18.0 

s 5S.O S (JC..O) 
ss.o ( 16.0) 

55.0 s (J6.0) 
81..? s "7.l 

lh .7% H .1% 

I.I!. 7~.8 ·102. l 

1.0 ' I, IJ 'i},·I 

<1.K tiS.!J J.l!J .'J 

l~li.l:i \olu.•J SI ,.l' Jl) ,11 
.l.7% .?·1.ll% JOA % 
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•• t '""It''''"'''"' ' 



little return has been realized on this portion of the 
money to date. Assuming the company realizes a 
10% to 12'l'o return by 1981 on the $870-million 
investmen t, net income would he almost double 
the 1976 level. (For further details of this investment 
program, seC' our Company Follow-Up reptJrt on 
Boise Cascade 0f November 19, 1976.) 

With less Iha,, a year and a half to go on the 
current program, it .1ppears propitious to examine 
the capital spending potential of Boise for the next 
five years. Manage1nimt has stated it plans to 
continue funding a largt <:c1p ital program beyond 
'1978 without issuing equity and while remaining 
within a dcbt-t o-invested-captial ratio of 37.S"h. The 
data in Table 6 induc.Je projections of the changes 
in financial position of Boise Cascade through 1981. 
Assumptions on net income have been kept close 
to the conscrvntivc end of the likely range (line 1). 
Tot.ii cnpitnl investments arc generally projected to 
.wcragc $230 mi ll ion annuillly, about in line with the 
current f ivc-yl'tlr program level o f s22:. million 
(line 7). We h<1vc <1ssumed liquidation b~ 1 1981 of all 
really il!.SCI!. (line 11). The working capital necessary 
to supporl th<' r ising level of sill es through 1 YB I , ilS 

\\It'll il!. a dividend pilyout rate rising to 30% (line 2), 

haw b1·1•n includC'd in th<' ct1lc.ult1tions of intrrnt1I 
funcJ.; sclf-.;uffici\' nc y (line 13). O n bJlance, .1 capital 
progr.1m of this milgnituc.lt: ($ 1.15 billion) ovl'r tlw 
ICJ77-ll I 1w riod c:nuld bC' financed almo~t t•ntin•ly hy 
inlc•mill .,oun;c!o;, lcilving a cumulative• ~hortfnll of 
n 11ly i1pproxirn.1tPly $<i:i million (lint• U ). 

1 o i in.11H c thb ' hurlfnll. the lOmp.1ny ~ l il l'lt•d 
11)77 with 111;,rk1•1 ,1hl1• !.I'< uri tic•s ol $11:1 111illio11 
Ol rw 2l). I lowewr. thr drbl 1cp.1ynwnls nVl'r thl· 
JH'rcPcl wi ll 11•qui1t• 'j, Im million. i11 ndditio11 l o thc• 
$&') 1nillin11 .,hnrtl.lll in inlC'fn,1 1 (undi11g o f 
i11 v1• ... 111w11l .rncl d1vidP11d 111•1•t1 .... Ovt•r .111<1 .1hnv1• 
llw 111oclc·.,t ilnnu.11 cll'bt .1ddition.,, lh<' 1 0111p.1ny i., 
Pxpc t ll'cl lo i..,Slll' $ Hl<I 111lll11rn i11 long-11•1111 dc' ht, 
pn"ihly In 1<)71J or t96ll. l h i., rlc>hl financing. ptu., J 

11•<h11 tio11 111 m.trl..l' t.1hl t• ~ t'lll rtlit •., ol S H1 111 illco11 
,)11<1 ·"' incrc'.lW in not<.•<; p.1y.1hl<' nl $11.ll 111i llin 11, 
would Ill' .,11ffi< h•n t to f11 1.111t l' tlw t onl irHu·<I t .lpit.ll 
c~xpc•ndll ur c• nf $2 m 111illio11 ,innu.1 11)'• while• r.1i.,111g 
tlw dividP11d 1211"(, owr tlw 197C•·ll 1 1wrincl. Ag.1in, 
no 1•q11i1y 1111.111t ing '' ,, ,.,u11wcl. 

I lmv1·vc·1, th1.., ;rn,1l r i1, ignc11c•., 1lw f,lC l th.11 with 
.1 ri .. ing 1•,11ni11g .. 111•1111. only .111 $ 111·111ill10 11 m·I 

i rH II'•'''' Ill dc •ht Cl \11'1 till' ICJ77-HI pwind would 
rc>clw c• lo11H· IN111 cl!'hl 10 24 .~"., of 111 v1·~ 1t·d t .ip1t.tl 
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by 1981, compared with the year -end 1976 level of 
31.7% (line 24). To determine the capital investment 
financing capability of Boise Cascade over the 1977-
81 period, we have assumed a dcbt-to-invested­
caµital rat;o of 37.5%-the management-imposed 
limit. We h 3ve subtracted lht' incremental working 
capi tal necessary to suppo rt the incrementa l 
investments. In tot.11. the company could finance 
abou t $350 million in capita l investment during the 
·1977-81 period over and above the 51,150-million 
total sugges ted by con tinuance of current spending 
levels. A lthough we expec t that the company will 
not borrmv up to its self-imposed debt limit, we do 
anticipat<' clnnouncemcnt by the comp.my of a 
significant increase oi 1/s c.1pital inVl'Slment program for 

at lrast the 1979-81 period. We believe the compa:1y 
has a sufficient number of invest men I opportunities 
that will absorb the fund!:> while providing il 10% to 
12"/., aftertax return on a di..,u>ntin11cd cash flow 
ba si~. However, this highN levC'I of spending is 
expec ted 10 rl'quirc ~omc public debt financing. The 
,1nticipated lcv<•I of s11enc1111M over the 1977·8 1 period is 
CXpt'Clt>U tu ~Upporl cl /ongcr ll!rlll C 'dfl ll/l~S WOWt/t f,J/l' 

of 12% ,ind .1 clivic/e11cl /J.l)'Olll 1.1tL· of JO%. 

VALUATION 
Tlw fJrt•viou!> ;:ir1alyc;is as well as o thers of prior 

r<'port s hilve cloc:unwntcd uur projec tion for Boise 
Ct1!.CJdl' of a '1 l% longer term eilrnings growth rate. 
W" hilV<' ;ilso dc• t,1i lN I our f orecil st of a so mew hilt 
f,hlrr lncrt!ilSC' in div idends, JI leJs l until tlw payout 
r.1tl' rt'ilrhc!. 30% on " sustained basb. Wr have 
.1 ~~igrH'd ,1 ri~k f,1clor .,omewhat ilbOV(' the i\VCrilgl! 

of lh1• 111.irkl'I. rhis a<;sr~~ml'nt. w hich is based on 
hnth n1.uk1•1 .1nd h1nda11wntJI factor.;, includC's: 
I ) p .1 ... 1 divt'r.,ifit,1tio11 mi., t.ik e~; 2) intrrnal 
111wr.1 ting lc•vt•r.igt'. w hich produces signi (icant 
c•,H11 i11~., vol.11 i lit y nv1•r llw l'Connml Lyde; 
U timlwr wll -1,uffiric·m y -.orncwhat It's" than that 
11f "l'v1•r;1I olh<"r forp.,I prnducl compan ies; and 4) il 
potc·1111.1I r1•f111irc>11wn1 101 signil ic,1111 r;ipiral 
' l>l'ndi11g lo t c11w1·r t p.1p1·r m,11111tac1 11 ri11g fali lit il•s 
to .t111·111.1h• 1•1wrg i,nlll ll'"· l'rcdict1tc•ll 011 tht'M' 
h11Hl.111wnt,11 .. , lhl' K1ddt·1 . Pt•.1bocly Lq1111 V.1luation 
1\l<>dl'I ,,1ggt•\ I' .1 tlt1•or1•tic .11 prt•..,t•n t va lue of ·l'i. 
11,1,l'cl 0 11 llw C11trt•111 priu', lhl' diffrrt•ntl.11 from tlw 
1ll1·e111 •l1t.1I v.l lut· ,.., IU"1.. I ht~ Kidder, Peabody 
l11H tl o lw ~ 11 .ltl'g )' Crnup h,l s l 11t1 c<1 ., i 11gl y 
l'11tpll,1"'''d llw growing u1H 1•rlai11ty wit h r l'~pcc l 
lo 1111' poli 111.1l 1•1 ono111it 1•1wironnwnt fo r bu.,11\l'S!. 
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Table 7 
Boise Cascade Corporation 

Valuation History 
Dividend 

Edrnlngs Dividends Payout Price PrlceLurnln~ IUtlo Rcl;itlvc to S&P 500 Avcroi1c 
Per Share(a) Per Share Ratlo{b) High Avg. Low Hl11h A\'g. Low High Avg. Low Yield 

197itE l S·l. I 0 s 1.10 26.8% 34 30 25 8.3 7.2 6.1 0.85(c) 0.78(c) 0.70(c) 3.67% 
1976 3.30 0.76 23.0 34 29 24 10.3 8.8 7.3 0.94 0.87 0.79 2.62 
197.5 2. 16 0.58 26.6 27 19 11 12.5 8.8 5.1 1.02 0.80 0.57 3.05 
197-l 3.51 0.38 10.7 19 15 10 5.4 4.1 2.8 0.48 0.45 0.41 2.53 
I '.J73 2.89 0.06 2.2 18 13 8 6.2 4.5 2.8 0.42 0.34 0.25 0.•16 
197~ 0.78 0.19 24.0 21 I 5 9 26.9 19.2 11.S 1.45 1.09 0.73 1.27 
19il (1.02) 0.25 49 32 15 0.78 
1970 1.08 0.2'1 22.2 74 59 39 68.5 52.3 36.1 3.76 3.22 2.67 0.41 
1%9 2.35 0.24 10.0 76 65 54 32.3 27.7 23.0 l.76 1.63 1.119 0.37 
11Jh8 2.03 0.23 II .3 67 52 :l7 33.0 25.6 18.2 I. 75 1.48 1.20 0.44 
19b; 1.-18 0.21 I 5.5 41 31 21 27.7 21.0 14.2 1.51 1.23 0.94 0.68 

I% 1· 76 JH'r JI\(' 14.6% 22.3 17.2 12.1 1.31 1.1 I 0.91 1.26% 
19 7 ~· 7u JH'r .igc 17.3 12.3 9.1 5.9 0.86 0.71 o.ss 1.99 

( [I l.tddcr, l'cJbody & Co. l11corpor.Hcd euimJtcs. 
t I r.1H·nthc~e~ denote defici t. 
tJI Btforc l'\trJ011.lin.1r\• ltl'rm. 
tb 1 LJ\11 dl1 icknch J~ 11crccnt.1i:c of CM nini:s prr \IJJrc. 
It r B."ed on the Kidder, l'c.1bocly C\ t1malc) f 01 the ~JI' SOU of SI 1.00 in 197 7. 

in gr1wr.il ,rncJ thus the risk associated w ith owning 
NjUit il''i. Ai:. a result the di':tcount rate on the market 
may lw .lpproaching IJ%. Assuming such " rate for 
t lw r .irk c I a., il who I e, I h e I h e ore Ii ca I 
pr it p/r.uning'\ rntio for Bo ise Casc2de drops to 9.4, 
;ind tlw tlworctical pric<' to 3CJ. However, thi s is still 
ii pric <' cJiff t~rcntial nf 33%. 

lnvc!<.lor lonccrn about strenglh o f rea l 
Pronn111ic growth a., well ;is a peak ing of housing 
IJVl'r the n<•xt IH 111 on lht., have ncgntivcly impacted 
llH• 1wrfornli\ncc of Boise Cascade common. 
l'o.,.,iblt• t•llmina tion of capital griinc; income havL· 
r.1 i'>l'd invP ... tor conc<•rns. Such an climin;ition 
wilhout ot lwr off c;C' tting changes in the t;lx laws 
would IMvf' rcdun•d company net income 8.5% on 

average, over the last S years. The estimated 
rPduc tion in 1977 per share earni ngs from 
elimination of capital gains is 25 cen ts a share or 
l<'ss, or equal to about 6% of projected earnings. 
Howl'vPr, Wl' believe there is currently a high 
prohnb ilit y thnl some compromise will be rcnched 
wi th rcspPcl to this issue, limiting the negative 
impact on the company. 

WI' hc li<'VC thb, as well as o ther short term 
tnncNns will be elimin . .lled or sharply reduced in 
tlw rwxt h to 9 month~. Emphasis on the strongly 
po.,itivc! long-term funcfamental va lue of tht• stock 
during thi., period of ne.1r-ter111 uncC'rtnint ics 
ontinu<'., to mak<' ii J recommendation of the 

Kidder, Peabody Portfolio Strategy Group. 
George H. Boyd Ill, CFA 

/hr• 1nltJrtu.11io11 < 01l1,1111t•d 111 t/11' lt'/)Ott ll,I\ h <'l'fl t,1kl't1 fwm 11,11/1' .111cl \l, 1t 1~ t1< ,1/ \l'fVIC"t'\ .111cl r>tlH •r ''""<I'' 
w/11c Ir IVf' dt•t•m rt•/i,11>/r•, Wt• tlo nut tl'f)fl',,t'lll t/1,11 1t ;, .n tt11.rtt• '" c w11p/t'l1· .uul 1t ,/um/cl 1101 lw r1•/11•tl 
IJ{J(Jll ·'' \Ill It All~ opiniOll\ l' Xf)fl'\WCI l11•r1•i11 fl'flt•( I tltlf jwl~mt•fl t .II t/11, (f,1 lt• .111cl .Ill' \t1l1ir •1 t 111 1 /i,1111~•'. 

Aclc/111011.1/ 11tfwm.1t1tm 011 tin• w< 11rit11 1
} t11< 111t1t111t •<I '' .iv.11/,1/1/1•. 

'" p.11 I ol thi' rPporl 111.1v lw rPproclul N I Ill ;111y 111a111w 1 w!1 hu111 llw wrill t•n p1•1111i"i1111 of KiddL•r, 1'10,1hucly ,'\ < 11 . h11 . 
Copyright • l1J77 Kidtll•r, l'l•.tbotly & Co . Inc orport1ll'd 
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